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总　　序

这是为研究生专门编写的一套教学用书。

研究生是否需要编写教学用书？研究生教学活动中采取教学用书的做法是否会束缚研究生的思维？是否会影响教师开展更加具有创造性的研究生教学与培养活动？研究生教学用书能够在多大程度上面对并且促进研究生培养质量的提高与研究生教育事业的发展？尽管这些问题尚有争议，但我们仍然选择了启动研究生培养改革项目。我们相信，随着研究生人数的扩张、专业学位的发展、研究生培养单位的增加，随着知识的膨胀与研究成果的不断更新以及因此导致的社会对于人才的需求标准的变化，越来越需要有一种能帮助教师与研究生及时对话、沟通信息渠道，同时为研究生展开思考与深入研究提供必要的指引的工具。

在编写过程中，我们形成了几点想法，希望与同行共享：

一、研究生教学用书依然具有教学用书的特点。

研究生教学用书应当是个什么样子呢？这可能是一个仁者见仁、智者见智的问题。有的学者理解，编写教科书，是一门学科里的学问臻于成熟、教学自成体系的显著标志，在某些时候，也是创建、恢复或移植学科体系的便捷方式。本科教材就给很多人这样的预期：教材是通说或定论的载体，是理论大厦的地基，是知识宝库的钥匙。我们认为，尽管研究生教育的知识深度有所不同，研究生培养仍需承载类似的任务，研究生教学用书仍应具有这种功能。有鉴于此，系列用书将充分正面肯定各个专业领域已有的研究成果，适当阐述该学科的基础理论知识体系。读者通过研读这些著作，有望对相关学科领域的研究成果特别是研究现状形成一个较为便捷、全面、系统、权威的把握。

二、研究生教学用书要充分体现研究生培养的特殊性，凸现研究生教育的特点与规律。

研究生培养不同于本科生，研究生教学用书也不同于本科生教材。通常的教材编写惯例与研究生的培养目标不甚兼容。有的院校坚持“百花齐放”，不统一使用研究生教材，有的慎重出版了具有特色的研究生教材。这些做法都值得我们借鉴。研究生教育素有专题、互动、讨论、指导与学生自主学习相结合等的经验，以更加个性化的方式与创新思想、创新知识、创新技能培养目标等为核心介绍相关问题的研究方法和理论成果，强调教学内容的创新价值和启发意义。

我们力图在内容、体例和使用方法等方面拥有自己的不同特色：更多是专题性的、启发性的、创新性的，注重反映法学不同学科教学科研的最新成果和发展方向；更多地反映方法论的价值与相关研究专题的核心内容，而不拘泥于体例统一，不强求观点一致，目的是启发或帮助研究生培养学习的方法和研究的激情，培养不懈钻研的精神气质和严谨周详的思维习惯；更多地引导研究生通过教学用书的使用拓展学习、研究与思考的空间，鼓励使用本教学用书的老师和学生及其他有兴趣的同行可以灵活使用此教材的各个章节：教师不必单纯以此教材作为教学的基础，学生也不能仅以此教材作为学习的主要内容。

华东政法大学是新中国创办的第一批高等政法院校，由原圣约翰大学、东吴大学等9所院校的法律系、政治系和社会系等合并组建成立。经过几代华政人的努力，华东政法大学现已发展为一所以法学学科为主，兼有经济、管理、金融、外语等专业的多科性院校，成为享誉海内外的“法学教育的东方明珠”。自1981年起创办研究生教育以来，目前已设有法学博士后科研流动站，拥有法学一级学科博士学位授予权。如果说可以把这套系列研究生教学用书大致看成是我们在研究生教育培养方面阶段性研究成果的汇总和多年研究经验的结晶的话，我们愿意与大家共同努力，进一步繁荣我国的法学研究生教育事业。

我们也希望研究生们能够踩在我们以本系列教材这种形式提供的这个肩膀上，将兢兢业业、勤勤恳恳，大胆反思、小心求证，竭力超越、求真务实的学术火炬代代相传、越烧越旺。如果说可以把这套系列教材形象地比喻为全体编者虽已经殚精竭虑、精挑细选但却仍然忐忑不安地播下的一粒粒种子的话，我们希望：在我们祖国法治春风的吹拂下，它们能够慢慢长成一株又一株嫩芽，将来还会茁壮成长、硕果累累……

是为序，并共勉。

 

何勤华

2007年1月20日
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Unit 1　General Introduction

What are Intellectual Property Rights?

Intellectual property rights are the rights given to persons over the creations of their minds. They usually give the creator an exclusive right over the use of his/her creation for a certain period of time.

Intellectual property rights are customarily divided into two main areas:

(i) Copyright and rights related to copyright.

The rights of authors of literary and artistic works (such as books and other writings, musical compositions, paintings, sculpture, computer programs and films) are protected by copyright, for a minimum period of 50 years after the death of the author.

Also protected through copyright and related (sometimes referred to as "neighbouring") rights are the rights of performers (e.g. actors, singers and musicians), producers of phonograms (sound recordings) and broadcasting organizations. The main social purpose of protection of copyright and related rights is to encourage and reward creative work.

(ii) Industrial property.

Industrial property can usefully be divided into two main areas:

One area can be characterized as the protection of distinctive signs, in particular trademarks (which distinguish the goods or services of one undertaking from those of other undertakings) and geographical indications (which identify a good as originating in a place where a given characteristic of the good is essentially attributable to its geographical origin).

The protection of such distinctive signs aims to stimulate and ensure fair competition and to protect consumers, by enabling them to make informed choices between various goods and services. The protection may last indefinitely, provided the sign in question continues to be distinctive.

Other types of industrial property are protected primarily to stimulate innovation, design and the creation of technology. In this category fall inventions (protected by patents), industrial designs and trade secrets.

The social purpose is to provide protection for the results of investment in the development of new technology, thus giving the incentive and means to finance research and development activities.

A functioning intellectual property regime should also facilitate the transfer of technology in the form of foreign direct investment, joint ventures and licensing.

The protection is usually given for a finite term (typically 20 years in the case of patents).

While the basic social objectives of intellectual property protection are as outlined above, it should also be noted that the exclusive rights given are generally subject to a number of limitations and exceptions, aimed at fine-tuning the balance that has to be found between the legitimate interests of right holders and of users.


 A More Detailed Overview of the TRIPS Agreement

Overview: the TRIPS Agreement

The TRIPS Agreement, which came into effect on 1 January 1995, is to date the most comprehensive multilateral agreement on intellectual property.

The areas of intellectual property that it covers are: copyright and related rights (i.e. the rights of performers, producers of sound recordings and broadcasting organizations); trademarks including service marks; geographical indications including appellations of origin; industrial designs; patents including the protection of new varieties of plants; the layout-designs of integrated circuits; and undisclosed information including trade secrets and test data.

The three main features of the Agreement are:


Standards.
 In respect of each of the main areas of intellectual property covered by the TRIPS Agreement, the Agreement sets out the minimum standards of protection to be provided by each Member. Each of the main elements of protection is defined, namely the subject-matter to be protected, the rights to be conferred and permissible exceptions to those rights, and the minimum duration of protection. The Agreement sets these standards by requiring, first, that the substantive obligations of the main conventions of the WIPO, the Paris Convention for the Protection of Industrial Property (Paris Convention) and the Berne Convention for the Protection of Literary and Artistic Works (Berne Convention) in their most recent versions, must be complied with. With the exception of the provisions of the Berne Convention on moral rights, all the main substantive provisions of these conventions are incorporated by reference and thus become obligations under the TRIPS Agreement between TRIPS Member countries. The relevant provisions are to be found in Articles 2.1 and 9.1 of the TRIPS Agreement, which relate, respectively, to the Paris Convention and to the Berne Convention. Secondly, the TRIPS Agreement adds a substantial number of additional obligations on matters where the pre-existing conventions are silent or were seen as being inadequate. The TRIPS Agreement is thus sometimes referred to as a Berne and Paris-plus agreement.


Enforcement
 . The second main set of provisions deals with domestic procedures and remedies for the enforcement of intellectual property rights. The Agreement lays down certain general principles applicable to all IPRs enforcement procedures. In addition, it contains provisions on civil and administrative procedures and remedies, provisional measures, special requirements related to border measures and criminal procedures, which specify, in a certain amount of detail, the procedures and remedies that must be available so that right holders can effectively enforce their rights.


Dispute settlement
 . The Agreement makes disputes between WTO Members about the respect of the TRIPS obligations subject to the WTO's dispute settlement procedures.

In addition the Agreement provides for certain basic principles, such as national and most-favoured-nation treatment, and some general rules to ensure that procedural difficulties in acquiring or maintaining IPRs do not nullify the substantive benefits that should flow from the Agreement. The obligations under the Agreement will apply equally to all Member countries, but developing countries will have a longer period to phase them in. Special transition arrangements operate in the situation where a developing country does not presently provide product patent protection in the area of pharmaceuticals.

The TRIPS Agreement is a minimum standards agreement, which allows Members to provide more extensive protection of intellectual property if they so wish. Members are left free to determine the appropriate method of implementing the provisions of the Agreement within their own legal system and practice.

Certain General Provisions

As in the main pre-existing intellectual property conventions, the basic obligation on each Member country is to accord the treatment in regard to the protection of intellectual property provided for under the Agreement to the persons of other Members. Article 1.3 defines who these persons are. These persons are referred to as "nationals" but include persons, natural or legal, who have a close attachment to other Members without necessarily being nationals. The criteria for determining which persons must thus benefit from the treatment provided for under the Agreement are those laid down for this purpose in the main pre-existing intellectual property conventions of WIPO, applied of course with respect to all WTO Members whether or not they are party to those conventions. These conventions are the Paris Convention, the Berne Convention, International Convention for the Protection of Performers, Producers of Phonograms and Broadcasting Organizations (Rome Convention), and the Treaty on Intellectual Property in Respect of Integrated Circuits (IPIC Treaty).

Articles 3, 4 and 5 include the fundamental rules on national and most-favoured-nation treatment of foreign nationals, which are common to all categories of intellectual property covered by the Agreement. These obligations cover not only the substantive standards of protection but also matters affecting the availability, acquisition, scope, maintenance and enforcement of intellectual property rights as well as those matters affecting the use of intellectual property rights specifically addressed in the Agreement. While the national treatment clause forbids discrimination between a Member's own nationals and the nationals of other Members, the most-favoured-nation treatment clause forbids discrimination between the nationals of other Members. In respect of the national treatment obligation, the exceptions allowed under the pre-existing intellectual property conventions of WIPO are also allowed under TRIPS. Where these exceptions allow material reciprocity, a consequential exception to MFN treatment is also permitted (e.g. comparison of terms for copyright protection in excess of the minimum term required by the TRIPS Agreement as provided under Article 7 (8) of the Berne Convention as incorporated into the TRIPS Agreement). Certain other limited exceptions to the MFN obligation are also provided for.

The general goals of the TRIPS Agreement are contained in the Preamble of the Agreement, which reproduces the basic Uruguay Round negotiating objectives established in the TRIPS area by the 1986 Punta del Este Declaration and the 1988/89 Mid-Term Review. These objectives include the reduction of distortions and impediments to international trade, promotion of effective and adequate protection of intellectual property rights, and ensuring that measures and procedures to enforce intellectual property rights do not themselves become barriers to legitimate trade. These objectives should be read in conjunction with Article 7, entitled "Objectives", according to which the protection and enforcement of intellectual property rights should contribute to the promotion of technological innovation and to the transfer and dissemination of technology, to the mutual advantage of producers and users of technological knowledge and in a manner conducive to social and economic welfare, and to a balance of rights and obligations. Article 8, entitled "Principles", recognizes the rights of Members to adopt measures for public health and other public interest reasons and to prevent the abuse of intellectual property rights, provided that such measures are consistent with the provisions of the TRIPS Agreement.


 Substantive Standards of Protection

Copyright

During the Uruguay Round negotiations, it was recognized that the Berne Convention already, for the most part, provided adequate basic standards of copyright protection. Thus it was agreed that the point of departure should be the existing level of protection under the latest Act, the Paris Act of 1971, of that Convention. The point of departure is expressed in Article 9.1 under which Members are obliged to comply with the substantive provisions of the Paris Act of 1971 of the Berne Convention, i.e. Articles 1 through 21 of the Berne Convention (1971) and the Appendix thereto. However, Members do not have rights or obligations under the TRIPS Agreement in respect of the rights conferred under Article 6bis of that Convention, i.e. the moral rights (the right to claim authorship and to object to any derogatory action in relation to a work, which would be prejudicial to the author's honour or reputation), or of the rights derived therefrom. The provisions of the Berne Convention referred to deal with questions such as subject-matter to be protected, minimum term of protection, and rights to be conferred and permissible limitations to those rights. The Appendix allows developing countries, under certain conditions, to make some limitations to the right of translation and the right of reproduction.

In addition to requiring compliance with the basic standards of the Berne Convention, the TRIPS Agreement clarifies and adds certain specific points.

Article 9.2 confirms that copyright protection shall extend to expressions and not to ideas, procedures, methods of operation or mathematical concepts as such.

Article 10.1 provides that computer programs, whether in source or object code, shall be protected as literary works under the Berne Convention (1971). This provision confirms that computer programs must be protected under copyright and that those provisions of the Berne Convention that apply to literary works shall be applied also to them. It confirms further, that the form in which a program is, whether in source or object code, does not affect the protection. The obligation to protect computer programs as literary works means e.g. that only those limitations that are applicable to literary works may be applied to computer programs. It also confirms that the general term of protection of 50 years applies to computer programs. Possible shorter terms applicable to photographic works and works of applied art may not be applied.

Article 10.2 clarifies that databases and other compilations of data or other material shall be protected as such under copyright even where the databases include data that as such are not protected under copyright. Databases are eligible for copyright protection provided that they by reason of the selection or arrangement of their contents constitute intellectual creations. The provision also confirms that databases have to be protected regardless of which form they are in, whether machine readable or other form. Furthermore, the provision clarifies that such protection shall not extend to the data or material itself, and that it shall be without prejudice to any copyright subsisting in the data or material itself.

Article 11 provides that authors shall have in respect of at least computer programs and, in certain circumstances, of cinematographic works the right to authorize or to prohibit the commercial rental to the public of originals or copies of their copyright works. With respect to cinematographic works, the exclusive rental right is subject to the so-called impairment test: a Member is excepted from the obligation unless such rental has led to widespread copying of such works which is materially impairing the exclusive right of reproduction conferred in that Member on authors and their successors in title. In respect of computer programs, the obligation does not apply to rentals where the program itself is not the essential object of the rental.

According to the general rule contained in Article 7 (1) of the Berne Convention as incorporated into the TRIPS Agreement, the term of protection shall be the life of the author and 50 years after his death. Paragraphs 2 through 4 of that Article specifically allow shorter terms in certain cases. These provisions are supplemented by Article 12 of the TRIPS Agreement, which provides that whenever the term of protection of a work, other than a photographic work or a work of applied art, is calculated on a basis other than the life of a natural person, such term shall be no less than 50 years from the end of the calendar year of authorized publication, or, failing such authorized publication within 50 years from the making of the work, 50 years from the end of the calendar year of making.

Article 13 requires Members to confine limitations or exceptions to exclusive rights to certain special cases which do not conflict with a normal exploitation of the work and do not unreasonably prejudice the legitimate interests of the right holder. This is a horizontal provision that applies to all limitations and exceptions permitted under the provisions of the Berne Convention and the Appendix thereto as incorporated into the TRIPS Agreement. The application of these limitations is permitted also under the TRIPS Agreement, but the provision makes it clear that they must be applied in a manner that does not prejudice the legitimate interests of the right holder.

Related Rights

The provisions on protection of performers, producers of phonograms and broadcasting organizations are included in Article 14. According to Article 14.1, performers shall have the possibility of preventing the unauthorized fixation of their performance on a phonogram (e.g. the recording of a live musical performance). The fixation right covers only aural, not audiovisual fixations. Performers must also be in position to prevent the reproduction of such fixations. They shall also have the possibility of preventing the unauthorized broadcasting by wireless means and the communication to the public of their live performance.

In accordance with Article 14.2, Members have to grant producers of phonograms an exclusive reproduction right. In addition to this, they have to grant, in accordance with Article 14.4, an exclusive rental right at least to producers of phonograms. The provisions on rental rights apply also to any other right holders in phonograms as determined in national law. This right has the same scope as the rental right in respect of computer programs. Therefore it is not subject to the impairment test as in respect of cinematographic works. However, it is limited by a so-called grand-fathering clause, according to which a Member, which on 15 April 1994, i.e. the date of the signature of the Marrakesh Agreement, had in force a system of equitable remuneration of right holders in respect of the rental of phonograms, may maintain such system provided that the commercial rental of phonograms is not giving rise to the material impairment of the exclusive rights of reproduction of right holders.

Broadcasting organizations shall have, in accordance with Article 14.3, the right to prohibit the unauthorized fixation, the reproduction of fixations, and the rebroadcasting by wireless means of broadcasts, as well as the communication to the public of their television broadcasts. However, it is not necessary to grant such rights to broadcasting organizations, if owners of copyright in the subject-matter of broadcasts are provided with the possibility of preventing these acts, subject to the provisions of the Berne Convention.

The term of protection is at least 50 years for performers and producers of phonograms, and 20 years for broadcasting organizations (Article 14.5).

Article 14.6 provides that any Member may, in relation to the protection of performers, producers of phonograms and broadcasting organizations, provide for conditions, limitations, exceptions and reservations to the extent permitted by the Rome Convention.

Trademarks

The basic rule contained in Article 15 is that any sign, or any combination of signs, capable of distinguishing the goods and services of one undertaking from those of other undertakings, must be eligible for registration as a trademark, provided that it is visually perceptible. Such signs, in particular words including personal names, letters, numerals, figurative elements and combinations of colours as well as any combination of such signs, must be eligible for registration as trademarks.

Where signs are not inherently capable of distinguishing the relevant goods or services, Member countries are allowed to require, as an additional condition for eligibility for registration as a trademark, that distinctiveness has been acquired through use. Members are free to determine whether to allow the registration of signs that are not visually perceptible (e.g. sound or smell marks).

Members may make registrability depend on use. However, actual use of a trademark shall not be permitted as a condition for filing an application for registration, and at least three years must have passed after that filing date before failure to realize an intent to use is allowed as the ground for refusing the application (Article 14.3).

The Agreement requires service marks to be protected in the same way as marks distinguishing goods (see e.g. Articles 15.1, 16.2 and 62.3).

The owner of a registered trademark must be granted the exclusive right to prevent all third parties not having the owner's consent from using in the course of trade identical or similar signs for goods or services which are identical or similar to those in respect of which the trademark is registered where such use would result in a likelihood of confusion. In case of the use of an identical sign for identical goods or services, a likelihood of confusion must be presumed (Article 16.1).

The TRIPS Agreement contains certain provisions on well-known marks, which supplement the protection required by Article 6bis of the Paris Convention, as incorporated by reference into the TRIPS Agreement, which obliges Members to refuse or to cancel the registration, and to prohibit the use of a mark conflicting with a mark which is well known. First, the provisions of that Article must be applied also to services. Second, it is required that knowledge in the relevant sector of the public acquired not only as a result of the use of the mark but also by other means, including as a result of its promotion, be taken into account. Furthermore, the protection of registered well-known marks must extend to goods or services which are not similar to those in respect of which the trademark has been registered, provided that its use would indicate a connection between those goods or services and the owner of the registered trademark, and the interests of the owner are likely to be damaged by such use (Articles 16.2 and 3).

Members may provide limited exceptions to the rights conferred by a trademark, such as fair use of descriptive terms, provided that such exceptions take account of the legitimate interests of the owner of the trademark and of third parties (Article 17).

Initial registration, and each renewal of registration, of a trademark shall be for a term of no less than seven years. The registration of a trademark shall be renewable indefinitely (Article 18).

Cancellation of a mark on the grounds of non-use cannot take place before three years of uninterrupted non-use has elapsed unless valid reasons based on the existence of obstacles to such use are shown by the trademark owner. Circumstances arising independently of the will of the owner of the trademark, such as import restrictions or other government restrictions, shall be recognized as valid reasons of non-use. Use of a trademark by another person, when subject to the control of its owner, must be recognized as use of the trademark for the purpose of maintaining the registration (Article 19).

It is further required that use of the trademark in the course of trade shall not be unjustifiably encumbered by special requirements, such as use with another trademark, use in a special form, or use in a manner detrimental to its capability to distinguish the goods or services (Article 20).

Geographical Indications

Geographical indications are defined, for the purposes of the Agreement, as indications which identify a good as originating in the territory of a Member, or a region or locality in that territory, where a given quality, reputation or other characteristic of the good is essentially attributable to its geographical origin (Article 22.1). Thus, this definition specifies that the quality, reputation or other characteristics of a good can each be a sufficient basis for eligibility as a geographical indication, where they are essentially attributable to the geographical origin of the good.

In respect of all geographical indications, interested parties must have legal means to prevent use of indications which mislead the public as to the geographical origin of the good, and use which constitutes an act of unfair competition within the meaning of Article 10bis of the Paris Convention (Article 22.2).

The registration of a trademark which uses a geographical indication in a way that misleads the public as to the true place of origin must be refused or invalidated ex officio if the legislation so permits or at the request of an interested party (Article 22.3).

Article 23 provides that interested parties must have the legal means to prevent the use of a geographical indication identifying wines for wines not originating in the place indicated by the geographical indication. This applies even where the public is not being misled, there is no unfair competition and the true origin of the good is indicated or the geographical indication is accompanied be expressions such as "kind", "type", "style", "imitation" or the like. Similar protection must be given to geographical indications identifying spirits when used on spirits. Protection against registration of a trademark must be provided accordingly.

Article 24 contains a number of exceptions to the protection of geographical indications. These exceptions are of particular relevance in respect of the additional protection for geographical indications for wines and spirits. For example, Members are not obliged to bring a geographical indication under protection, where it has become a generic term for describing the product in question (paragraph 6). Measures to implement these provisions shall not prejudice prior trademark rights that have been acquired in good faith (paragraph 5). Under certain circumstances, continued use of a geographical indication for wines or spirits may be allowed on a scale and nature as before (paragraph 4). Members availing themselves of the use of these exceptions must be willing to enter into negotiations about their continued application to individual geographical indications (paragraph 1). The exceptions cannot be used to diminish the protection of geographical indications that existed prior to the entry into force of the TRIPS Agreement (paragraph 3). The TRIPS Council shall keep under review the application of the provisions on the protection of geographical indications (paragraph 2).

Industrial Designs

Article 25.1 of the TRIPS Agreement obliges Members to provide for the protection of independently created industrial designs that are new or original. Members may provide that designs are not new or original if they do not significantly differ from known designs or combinations of known design features. Members may provide that such protection shall not extend to designs dictated essentially by technical or functional considerations.

Article 25.2 contains a special provision aimed at taking into account the short life cycle and sheer number of new designs in the textile sector: requirements for securing protection of such designs, in particular in regard to any cost, examination or publication, must not unreasonably impair the opportunity to seek and obtain such protection. Members are free to meet this obligation through industrial design law or through copyright law.

Article 26.1 requires Members to grant the owner of a protected industrial design the right to prevent third parties not having the owner's consent from making, selling or importing articles bearing or embodying a design which is a copy, or substantially a copy, of the protected design, when such acts are undertaken for commercial purposes.

Article 26.2 allows Members to provide limited exceptions to the protection of industrial designs, provided that such exceptions do not unreasonably conflict with the normal exploitation of protected industrial designs and do not unreasonably prejudice the legitimate interests of the owner of the protected design, taking account of the legitimate interests of third parties.

The duration of protection available shall amount to at least 10 years (Article 26.3). The wording "amount to" allows the term to be divided into, for example, two periods of five years.

Patents

The TRIPS Agreement requires Member countries to make patents available for any inventions, whether products or processes, in all fields of technology without discrimination, subject to the normal tests of novelty, inventiveness and industrial applicability. It is also required that patents be available and patent rights enjoyable without discrimination as to the place of invention and whether products are imported or locally produced (Article 27.1).

There are three permissible exceptions to the basic rule on patentability. One is for inventions contrary to ordre public or morality; this explicitly includes inventions dangerous to human, animal or plant life or health or seriously prejudicial to the environment. The use of this exception is subject to the condition that the commercial exploitation of the invention must also be prevented and this prevention must be necessary for the protection of ordre public or morality (Article 27.2).

The second exception is that Members may exclude from patentability diagnostic, therapeutic and surgical methods for the treatment of humans or animals (Article 27.3 (a)).

The third is that Members may exclude plants and animals other than micro-organisms and essentially biological processes for the production of plants or animals other than non-biological and microbiological processes. However, any country excluding plant varieties from patent protection must provide an effective sui generis system of protection. Moreover, the whole provision is subject to review four years after entry into force of the Agreement (Article 27.3 (b)).

The exclusive rights that must be conferred by a product patent are the ones of making, using, offering for sale, selling, and importing for these purposes. Process patent protection must give rights not only over use of the process but also over products obtained directly by the process. Patent owners shall also have the right to assign, or transfer by succession, the patent and to conclude licensing contracts (Article 28).

Members may provide limited exceptions to the exclusive rights conferred by a patent, provided that such exceptions do not unreasonably conflict with a normal exploitation of the patent and do not unreasonably prejudice the legitimate interests of the patent owner, taking account of the legitimate interests of third parties (Article 30).

The term of protection available shall not end before the expiration of a period of 20 years counted from the filing date (Article 33).

Members shall require that an applicant for a patent shall disclose the invention in a manner sufficiently clear and complete for the invention to be carried out by a person skilled in the art and may require the applicant to indicate the best mode for carrying out the invention known to the inventor at the filing date or, where priority is claimed, at the priority date of the application (Article 29.1).

If the subject-matter of a patent is a process for obtaining a product, the judicial authorities shall have the authority to order the defendant to prove that the process to obtain an identical product is different from the patented process, where certain conditions indicating a likelihood that the protected process was used are met (Article 34).

Compulsory licensing and government use without the authorization of the right holder are allowed, but are made subject to conditions aimed at protecting the legitimate interests of the right holder. The conditions are mainly contained in Article 31. These include the obligation, as a general rule, to grant such licences only if an unsuccessful attempt has been made to acquire a voluntary licence on reasonable terms and conditions within a reasonable period of time; the requirement to pay adequate remuneration in the circumstances of each case, taking into account the economic value of the licence; and a requirement that decisions be subject to judicial or other independent review by a distinct higher authority. Certain of these conditions are relaxed where compulsory licences are employed to remedy practices that have been established as anticompetitive by a legal process. These conditions should be read together with the related provisions of Article 27.1, which require that patent rights shall be enjoyable without discrimination as to the field of technology, and whether products are imported or locally produced.

Layout-designs of Integrated Circuits

Article 35 of the TRIPS Agreement requires Member countries to protect the layout-designs of integrated circuits in accordance with the provisions of the IPIC Treaty (the Treaty on Intellectual Property in Respect of Integrated Circuits), negotiated under the auspices of WIPO in 1989. These provisions deal with, inter alia, the definitions of "integrated circuit" and "layout-design (topography)", requirements for protection, exclusive rights, and limitations, as well as exploitation, registration and disclosure. An "integrated circuit" means a product, in its final form or an intermediate form, in which the elements, at least one of which is an active element, and some or all of the interconnections are integrally formed in and/or on a piece of material and which is intended to perform an electronic function. A "layout-design (topography)" is defined as the three-dimensional disposition, however expressed, of the elements, at least one of which is an active element, and of some or all of the interconnections of an integrated circuit, or such a three-dimensional disposition prepared for an integrated circuit intended for manufacture. The obligation to protect layout-designs applies to such layout-designs that are original in the sense that they are the result of their creators' own intellectual effort and are not commonplace among creators of layout-designs and manufacturers of integrated circuits at the time of their creation. The exclusive rights include the right of reproduction and the right of importation, sale and other distribution for commercial purposes. Certain limitations to these rights are provided for.

In addition to requiring Member countries to protect the layout-designs of integrated circuits in accordance with the provisions of the IPIC Treaty, the TRIPS Agreement clarifies and/or builds on four points. These points relate to the term of protection (ten years instead of eight, Article 38), the applicability of the protection to articles containing infringing integrated circuits (last sub clause of Article 36) and the treatment of innocent infringers (Article 37.1). The conditions in Article 31 of the TRIPS Agreement apply mutatis mutandis to compulsory or non-voluntary licensing of a layout-design or to its use by or for the government without the authorization of the right holder, instead of the provisions of the IPIC Treaty on compulsory licensing (Article 37.2).

Protection of Undisclosed Information

The TRIPS Agreement requires undisclosed information—trade secrets or know-how—to benefit from protection. According to Article 39.2, the protection must apply to information that is secret, that has commercial value because it is secret and that has been subject to reasonable steps to keep it secret. The Agreement does not require undisclosed information to be treated as a form of property, but it does require that a person lawfully in control of such information must have the possibility of preventing it from being disclosed to, acquired by, or used by others without his or her consent in a manner contrary to honest commercial practices. "Manner contrary to honest commercial practices" includes breach of contract, breach of confidence and inducement to breach, as well as the acquisition of undisclosed information by third parties who knew, or were grossly negligent in failing to know, that such practices were involved in the acquisition.

The Agreement also contains provisions on undisclosed test data and other data whose submission is required by governments as a condition of approving the marketing of pharmaceutical or agricultural chemical products which use new chemical entities. In such a situation the Member government concerned must protect the data against unfair commercial use. In addition, Members must protect such data against disclosure, except where necessary to protect the public, or unless steps are taken to ensure that the data are protected against unfair commercial use.

Control of Anti-competitive Practices in Contractual Licences

Article 40 of the TRIPS Agreement recognizes that some licensing practices or conditions pertaining to intellectual property rights which restrain competition may have adverse effects on trade and may impede the transfer and dissemination of technology (paragraph 1). Member countries may adopt, consistently with the other provisions of the Agreement, appropriate measures to prevent or control practices in the licensing of intellectual property rights which are abusive and anti-competitive (paragraph 2). The Agreement provides for a mechanism whereby a country seeking to take action against such practices involving the companies of another Member country can enter into consultations with that other Member and exchange publicly available non-confidential information of relevance to the matter in question and of other information available to that Member, subject to domestic law and to the conclusion of mutually satisfactory agreements concerning the safeguarding of its confidentiality by the requesting Member (paragraph 3). Similarly, a country whose companies are subject to such action in another Member can enter into consultations with that Member (paragraph 4).

Enforcement of Intellectual Property Rights

The provisions on enforcement are contained in Part III of the Agreement, which is divided into five Sections. The first Section lays down general obligations that all enforcement procedures must meet. These are notably aimed at ensuring their effectiveness and that certain basic principles of due process are met. The following Sections deal with civil and administrative procedures and remedies, provisional measures, special requirements related to border measures and criminal procedures. These provisions have two basic objectives: one is to ensure that effective means of enforcement are available to right holders; the other one is to ensure that enforcement procedures are applied in such a manner as to avoid the creation of barriers to legitimate trade and to provide for safeguards against their abuse.

The Agreement makes a distinction between infringing activity in general, in respect of which civil judicial procedures and remedies must be available, and counterfeiting and piracy—the more blatant and egregious forms of infringing activity—in respect of which additional procedures and remedies must also be provided, namely border measures and criminal procedures. For this purpose, counterfeit goods are in essence defined as goods involving slavish copying of trademarks, and pirated goods as goods which violate a reproduction right under copyright or a related right.

General Obligations

The general obligations relating to enforcement are contained in Article 41. Paragraph 1 requires that enforcement procedures must be such as to permit effective action against any act of infringement of intellectual property rights, and that the remedies available must be expeditious in order to prevent infringements and they must constitute a deterrent to further infringements. On the other hand, these procedures must be applied in such a manner as to avoid the creation of barriers to legitimate trade and to provide for safeguards against their abuse.

The following three paragraphs contain certain general principles, the aim of which is to guarantee due process. Paragraph 2 deals with enforcement procedures. Such procedures must be fair and equitable, and they may not be unnecessarily complicated or costly, or entail unreasonable time-limits or unwarranted delays. Paragraph 3 concerns decisions on the merits of a case. Such decisions shall preferably be in writing and reasoned, and they shall be made available at least to the parties to the proceeding without undue delay. Decisions on the merits of a case shall be based only on evidence in respect of which parties were offered the opportunity to be heard. Paragraph 4 requires that parties to a proceeding shall have an opportunity for review by a judicial authority of final administrative decisions and, subject to jurisdictional provisions in a Member's law concerning the importance of a case, of at least the legal aspects of initial judicial decisions on the merits of a case. However, there is no obligation to provide an opportunity for review of acquittals in criminal cases.

According to paragraph 5, it is understood that the provisions on enforcement do not create any obligation to put in place a judicial system for the enforcement of intellectual property rights distinct from that for the enforcement of law in general, nor does it affect the capacity of Members to enforce their law in general. In addition, it is stated that nothing in these provisions creates any obligation with respect to the distribution of resources as between enforcement of intellectual property rights and the enforcement of law in general. However, a number of countries have found it helpful to establish special enforcement units that pool together required experience needed to effectively fight against counterfeiting and piracy. Moreover, some countries have centralized certain types of intellectual property issues in one or a limited number of courts in order to ensure the availability of necessary expertise.

Civil and Administrative Procedures and Remedies

The second Section requires that civil judicial procedures must be available in respect of any activity infringing intellectual property rights covered by the Agreement. The provisions of the Section elaborate in more detail basic features that such procedures must provide for.

Article 42 contains certain principles aiming at ensuring due process. Defendants are entitled to written notice which is timely and contains sufficient details of the claims. Parties must be allowed to be represented by independent legal counsel, and procedures may not impose overly burdensome requirements concerning mandatory personal appearances. All parties are entitled to substantiate their claims and to present all relevant evidence, while confidential information must be identified and protected.

Article 43 deals with how the rules on evidence should be applied in certain situations. In a situation where evidence that is likely to be important for one party is in the possession of the opposing party, the court must be empowered, provided that certain conditions are met, to order the latter party to produce that evidence. In addition, courts may be authorized to make their decisions on the basis of information presented to them, if a party refuses without good reason access to evidence that is in his or her possession, subject to providing the parties an opportunity to be heard.

The Section contains provisions on injunctions, damages and other remedies. Article 44 requires that the courts be empowered to order injunctions, i.e. to order a party to desist from infringements, including the possibility to prevent imported infringing goods from entering into domestic distribution channels. Members are not obliged to provide that authority where a person has acted in good faith. Article 45 provides that the courts must be empowered to order an infringer, at least if he or she acted in bad faith, to pay the right holder adequate damages. They must also be authorized to order the infringer to pay the right holder's expenses. These expenses may include appropriate attorney's fees. In appropriate cases, the courts may be authorized to order recovery of profits and/or payment of pre-established damages even where the infringer acted in good faith.

In order to create an effective deterrent to infringement, Article 46 requires that the judicial authorities must have the authority to order infringing goods to be disposed of outside the channels of commerce, or, where constitutionally possible, destroyed. Similarly, it must be possible to dispose of materials and instruments predominantly used in the production of the infringing goods. In considering such requests, the courts must take into account proportionality between the seriousness of the infringement and the remedies ordered as well as the interests of third parties. In respect of counterfeit trademark goods, it is clarified that the simple removal of the trademark unlawfully affixed shall not be sufficient, other than in exceptional cases, to permit release of the goods into the channels of commerce.

The judicial authorities may be authorized to order the infringer to inform the right holder of the identity of third persons involved in the production and distribution of the infringing goods or services and of their channels of distribution (Article 47). This option is aimed at assisting the right holders to find the source of infringing goods and to take appropriate action against other persons in the distribution channels. This provision must be applied in a way that is in proportion to the seriousness of the infringement.

The Section contains certain safeguards against abuse of enforcement procedures. Article 48 provides that the judicial authorities must have the authority to order the applicant who has abused enforcement procedures to pay an adequate compensation to the defendant who has been wrongfully enjoined or restrained to cover both the injury suffered and expenses. Such expenses may include appropriate attorney's fees. Public authorities and officials are exempted from liability to appropriate remedial measures only where actions are taken or intended in good faith in the course of the administration of that law.

Article 49 provides that, to the extent that any civil remedy can be ordered as a result of administrative procedures on the merits of a case, such procedures shall conform to principles equivalent in substance to those set forth in the Section.

Provisional Measures

Article 41 requires that enforcement procedures must permit effective action against infringements and must include expeditious remedies. As these judicial procedures may take a fair amount of time, it is necessary for the judicial authorities to be empowered to provide provisional relief for the right holder in order to stop an alleged infringement immediately. The provisions on provisional measures are contained in Article 50. It requires each country to ensure that its judicial authorities have the authority to order prompt and effective provisional measures. Such measures must be available in respect of any intellectual property right. Provisional measures have to be available in two situations. One is where they are needed to prevent an infringement from occurring, and to prevent infringing goods from entering into the channels of commerce. This includes preventing imported infringing goods from being dispersed into domestic distribution channels immediately after customs clearance. The other situation is where such measures are needed to preserve relevant evidence in regard to the alleged infringement.

Effective use of provisional measures may require that action be taken without giving prior notice to the other side. Therefore, the judicial authorities must have the authority to adopt provisional measures inaudita altera parte, i.e. without prior hearing of the other side, where appropriate, in particular where any delay is likely to cause irreparable harm to the right holder, or where there is a demonstrable risk of evidence being destroyed (paragraph 2).

The courts may require the applicant to provide any reasonably available adequate evidence that the applicant is the right holder and that the applicant's right is being infringed or that such infringement is imminent (paragraph 3). The applicant may also be required to supply information necessary for the identification of the goods (paragraph 5). Where provisional measures have been adopted inaudita altera parte, the parties affected must be given notice, without delay after the execution of the measures at the latest. The defendant has a right to review with a view to deciding, within a reasonable period after the notification of the measures, whether these measures shall be modified, revoked or confirmed (paragraph 4).

The provisions on provisional measures contain certain safeguards against abuse of such measures. The judicial authority may require the applicant to provide a security or equivalent assurance sufficient to protect the defendant and to prevent abuse (paragraph 3). Provisional measures shall, upon request by the defendant, be revoked or otherwise cease to have effect, if the applicant fails to initiate proceedings leading to a decision on the merits of the case within a reasonable period to be determined by the judicial authority ordering the measures. In the absence of such a determination, this period may not exceed 20 working days or 31 calendar days, whichever is the longer (paragraph 6). Where the provisional measures are revoked or where they lapse due to any act or omission by the applicant, or where it is subsequently found that there has been no infringement or threat of infringement of an intellectual property right, the judicial authorities shall have the authority to order the applicant to provide the defendant appropriate compensation for any injury caused by these measures (paragraph 7).

The above principles apply also to administrative procedures to the extent that any provisional measure can be ordered as a result of such procedures (paragraph 8).

Special Requirements related to Border Measures

The emphasis in the enforcement part of the TRIPS Agreement is on internal enforcement mechanisms, which, if effective, would enable infringing activity to be stopped at source, the point of production. Where possible, this is both a more efficient way of enforcing IPRs and less liable to give rise to risks of discrimination against imports than special border measures. However, the Agreement recognizes that such enforcement at source will not always be possible and that in any event not all countries are Members of the TRIPS Agreement. The Agreement therefore also recognizes the importance of border enforcement procedures that will enable right holders to obtain the cooperation of customs administrations so as to prevent the release of infringing imports into free circulation. The special requirements related to border measures are contained in Section 4 of the enforcement part of the Agreement.

According to Article 51 of the Agreement, the goods which must be subject to border enforcement procedures must include at least counterfeit trademark and pirated copyright goods that are being presented for importation (see footnote 14 to that Article for the precise definition of these terms). The Article leaves flexibility to Member governments on whether to include imports of goods which involve other infringements of IPRs. Members are also free to determine whether to apply these procedures to parallel imports. This is confirmed in footnote 13 to the Article, according to which it is understood that there shall be no obligation to apply such procedures to imports of goods put on the market in another country by or with the consent of the right holder. In accordance with Article 60, Members may exclude from the application of these procedures de minimis imports, i.e. small quantities of goods of a non-commercial nature contained in travellers' personal luggage or sent in small consignments. Article 51 leaves it to Members to decide whether to apply corresponding procedures to the suspension by customs authorities of infringing goods destined for exportation from their territories, or to goods in transit.

The basic mechanism required by the Agreement is that each Member must designate a "competent authority", which could be administrative or judicial in nature, to which applications by right holders for customs action shall be lodged (Article 51). The right holder lodging an application to the competent authority shall be required to provide adequate evidence of a prima facie infringement of his IPR and to supply a sufficiently detailed description of the goods to make them readily recognizable by the customs authorities. The competent authorities shall then inform the applicant whether the application has been accepted and, if so, for what period, and give the necessary directions to customs officers (Article 52). After this, it is the responsibility of the applicant to initiate proceedings leading to a decision on the merits of the case. The Agreement requires a system to be put in place under which action will be taken on the basis of an application from a right holder, but leaves it to Members to determine whether they require competent authorities to act upon their own initiative. Article 58 contains certain additional provisions applicable to such ex officio action.

The provisions on border measures require the taking of what are essentially provisional measures against imports of infringing goods. Many of the same types of safeguards against abuse as appear in Article 50 on provisional judicial measures are provided for. The competent authority may require the applicant to provide a security or equivalent assurance sufficient to protect the defendant and the competent authorities and to prevent abuse. However, such security or equivalent assurance may not be such as to unreasonably deter recourse to these procedures (Article 53.1). The importer and the applicant must be promptly notified of the detention of goods (Article 54). If the right holder fails to initiate proceedings leading to a decision on the merits of a case within ten working days, the goods shall normally be released (Article 55). Where goods involve the alleged infringement of industrial designs, patents, layout-designs or undisclosed information, the importer must be entitled to obtain their release on the posting of a security sufficient to protect the right holder from any infringement, even if proceedings leading to a decision on the merits have been initiated (Article 53.2). Once judicial proceedings on the merits of a case have been initiated, the judicial authority may continue the suspension of the release of goods in accordance with a provisional judicial measure. In that case, the provisions on provisional measures in Article 50 shall be applied. The applicant may be required to pay appropriate compensation to persons whose interests have been adversely affected by the wrongful detention of goods or through detention of goods released pursuant to the failure of the applicant to initiate in time proceedings leading to a decision on the merits of the case (Article 56).

The competent authorities must be able to give the right holder sufficient opportunity to have any goods detained by the customs authorities inspected in order to substantiate his or her claims. Where goods have been found infringing as a result of a decision on the merits, the Agreement leaves it to Members whether to enable the right holder to be informed of other persons in the distribution channel so that appropriate action could also be taken against them (Article 57).

In regard to remedies, the competent authorities must have the power to order the destruction or disposal outside the channels of commerce of infringing goods in such a manner as to avoid any harm to the right holder. The principles contained in Article 46 on civil remedies, such as the need for proportionality, apply also to border measures. In regard to counterfeit trademark goods, the authorities may not allow the re-exportation of the infringing goods in an unaltered state or subject them to a different customs procedure, other than in exceptional circumstances. These remedies are without prejudice to other rights of action open to the right holder, such as to obtain damages through civil litigation, and are also subject to the right of the defendant to seek review by a judicial authority (Article 59).

Criminal Procedures

The fifth and final section in the enforcement chapter of the TRIPS Agreement deals with criminal procedures. According to Article 61, provision must be made for these to be applied at least in cases of wilful trademark counterfeiting or copyright piracy on a commercial scale. The Agreement leaves it to Members to decide whether to provide for criminal procedures and penalties to be applied in other cases of infringement of intellectual property rights, in particular where they are committed wilfully and on a commercial scale.

Sanctions must include imprisonment and/or monetary fines sufficient to provide a deterrent, consistent with the level of penalties applied for crimes of a corresponding gravity. Criminal remedies in appropriate cases must also include seizure, forfeiture and destruction of the infringing goods and of materials and instruments used to produce them.

Other Provisions

Acquisition and maintenance of intellectual property rights and related inter partes procedures

On the whole, the Agreement does not deal in detail with procedural questions concerning acquisition and maintenance of intellectual property rights. Part IV of the Agreement contains some general rules on these matters, the purpose of which is to ensure that unnecessary procedural difficulties in acquiring or maintaining intellectual property rights are not employed to impair the protection required by the Agreement. According to paragraph 1 of Article 62, Members may require, as a condition of the acquisition or maintenance of rights related to trademarks, geographical indications, industrial designs, patents and layout-designs, compliance with reasonable procedures and formalities. Where the acquisition of an intellectual property right is subject to the right being granted or registered, the procedures must permit the granting or registration of the right within a reasonable period of time so as to avoid unwarranted curtailment of the period of protection (paragraph 2). Procedures concerning the acquisition or maintenance of intellectual property rights and, where a Member's law provides for such procedures, administrative revocation and inter partes procedures such as opposition, revocation and cancellation, must be governed by the general principles concerning decisions and review set out in paragraphs 2 and 3 of Article 41 of the Agreement (paragraph 4). Final administrative decisions in such procedures must generally be subject to review by a judicial or quasi-judicial authority (paragraph 5).

Transitional Arrangements

The TRIPS Agreement gives all WTO Members transitional periods so that they can meet their obligations under it. The transitional periods, which depend on the level of development of the country concerned, are contained in Articles 65 and 66.

Developed country Members have had to comply with all of the provisions of the TRIPS Agreement since 1 January 1996. However, all Members, even those availing themselves of the longer transitional periods, have had to comply with the national treatment and MFN treatment obligation as of 1 January 1996.

For developing countries, the general transitional period was five years, i.e. until 1 January 2000. In addition, the Agreement allowed countries in transition from a centrally-planned into a market economy to delay application until 2000, if they met certain conditions.

For those countries on the United Nations list of least-developed countries, the transitional period is eleven years. The Agreement provides a possibility to extend the transitional period upon duly motivated request.

There are two important substantive obligations that have been effective from the entry into force of the TRIPS Agreement on 1 January 1995. One is the so-called "non-backsliding" clause in Article 65.5 which concerns changes made during the transitional period, and the other the so-called "mail-box" provision in Article 70.8 for filing patent applications for pharmaceutical and agricultural chemical products during the transitional period.

The "non-backsliding" clause in Article 65.5 forbids countries from using the transition period to reduce the level of protection of intellectual property in a way which would result in a lesser degree of consistency with the requirements of the Agreement.

Special transition rules apply in the situation where a developing country did not provide product patent protection in a given area of technology, especially to pharmaceutical or agricultural chemical inventions, on the general date of application of the Agreement for that Member, i.e. in the year 2000. According to Article 65.4, such a developing country may delay the application of the TRIPS obligations on product patents to that area of technology for an additional five years (i.e. to the year 2005). However, the Agreement includes additional transitional arrangements in the situation where a country does not provide, as of the date of entry into force of the WTO Agreement, patent protection for pharmaceutical and agricultural chemical products commensurate with the TRIPS provisions. In accordance with the "mail-box" provision contained in Article 70.8, the country concerned must provide, as from the date of entry into force of the WTO Agreement, a means by which patent applications for such inventions can be filed. These applications will not need to be examined for their patentability until the country starts applying product patent protection in that area, i.e. for a developing country, at the end of the ten-year transition period. However, at that time, the application must be examined by reference to the prior art as it existed at the time the application was made. If the application is successful, product patent protection would then have to be granted for the remainder of the patent term counted from the filing date of the application. If a product that has been the subject of such a patent application obtains marketing approval before the decision on the grant of the patent is taken, there is an obligation under Article 70.9 to grant exclusive marketing rights for a period of up to five years to tide over the gap. This is subject to a number of safeguards to ensure that the product concerned is a genuine invention: subsequent to the entry into force of the WTO Agreement, a patent application must have been filed, a patent granted and marketing approval obtained in another Member for the product in question.

Protection of Existing Subject-matter

An important aspect of the transition arrangements under the TRIPS Agreement is the provisions relating to the treatment of subject-matter already existing at the time that a Member starts applying the provisions of the Agreement. As provided in Article 70.2, the rules of the TRIPS Agreement generally apply to subject-matter existing on the date of application of the Agreement for the Member in question and which is protected in that Member on the said date. In respect of copyright and most related rights, there are additional requirements. Articles 9.1, 14.6 and 70.2 of the TRIPS Agreement oblige WTO Members to comply with Article 18 of the Berne Convention, not only in respect of the rights of authors but also in respect of the rights of performers and producers of phonograms in phonograms. Article 18 of the Berne Convention as incorporated into the TRIPS Agreement includes the so-called rule of retroactivity, according to which the Agreement applies to all works which have not yet fallen into the public domain either in the country of origin or the country where protection is claimed through the expiry of the term of protection. The provisions of Article 18 allow some transitional flexibility where a country is, as a result, taking subject-matter out of the public domain and putting it under protection, in respect of the interests of persons who have in good faith already taken steps on the basis of the material being in the public domain.
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Television network brought antitrust suit against licensing agencies for composers, writers and publishers and their members and affiliates, alleging that the system by which the agencies received fees for the issuance of blanket licenses to perform copyrighted musical compositions amounted to illegal price fixing. The United States District Court for the Southern District of New York, 400 F. Supp. 737, dismissed the complaint, and appeal was taken. The Court of Appeals, 562 F. 2d 130, reversed and remanded for consideration of the appropriate remedy, holding that the blanket license arrangement was a form of price fixing that was per se illegal under the Sherman Act. Certiorari was granted, and the United States Supreme Court, Mr. Justice White, held that although the blanket license fee was set by the licensing agencies rather than by competition among individual copyright owners and although it was a fee for the use of any compositions covered by the license, where the blanket license arrangement accompanied the integration of sales, monitoring and enforcement against unauthorized copyright use, which would present difficult and expensive problems if left to individual users and copyright owners, and where it appeared that the blanket license had provided an acceptable mechanism for at least a large part of the market for the performing rights to copyrighted musical compositions, the issuance of such blanket licenses did not constitute price fixing that was per se unlawful under the antitrust laws.

 

Judgment of the Court of Appeals reversed and remanded.

Mr. Justice Stevens concurred in part and dissented in part and filed opinion.

Opinions on remand, 607 F. 2d 543 and 620 F. 2d 930.

 

[1] Monopolies k12 (1.2) 265k12 (1.2)

The doctrine that certain agreements or practices are so plainly anticompetitive and so often lack any redeeming virtue that they are conclusively presumed illegal without further examination under the rule of reason that is generally applied in Sherman Act cases is a valid and useful tool of antitrust policy and enforcement; however, it is only after considerable experience with business practices that courts classify them as per se violations of the Sherman Act. Sherman Anti-Trust Act, §1, 2, 15 U. S. C. A. §1, 2.

[2] Monopolies

For purpose of determining whether challenged conduct falls within or without the category to which courts apply the label "per se price fixing," a literal approach to the definition of "price fixing" is overly simplistic and often overbroad; for example, when two partners set the price of their goods or services they are literally "price fixing" but they are not thereby in per se violation of the Sherman Act. Sherman Anti-Trust Act, §1, 2, 15 U. S. C. A. §1, 2.

See publication Words and Phrases for other judicial constructions and definitions.

[3] Monopolies

A consent judgment, even when entered at the behest of the antitrust division, does not immunize the defendant from liability for actions, including those contemplated by the decree, that violate the rights of nonparties. Sherman Anti-Trust Act, §1, 2, 15 U. S. C. A. §1, 2.

[4] Monopolies

Though television network which alleged that licensing agencies' practices violated antitrust laws was not bound by action of antitrust division in settling by consent decree prior antitrust action against the agencies, the consent decree, which imposed tight restrictions on the agencies' operations, was a fact of economic and legal life in the industry which the Court of Appeals should not have completely ignored in determining whether the licensing agencies' practices were per se antitrust violations. Sherman Anti-Trust Act, §1, 2, 15 U. S. C. A. §1, 2.

[5] Copyrights and Intellectual Property

Under the copyright laws, those who publicly perform copyrighted music have the burden of obtaining prior consent. 17 U. S. C. A. §506.

[6] Copyrights and Intellectual Property

Nothing in the Copyright Act of 1976 indicates in the slightest that Congress intended to weaken the rights of copyright owners to control the public performance of musical compositions; quite the contrary is true. 17 U. S. C. A. §506.

[7] Monopolies

The copyright law confers no rights on copyright owners to fix prices among themselves or otherwise to violate antitrust laws. 17 U. S. C. A. §506; Sherman Anti-Trust Act, §1, 2, 15 U. S. C. A. §1, 2.

[8] Copyrights and Intellectual Property

Because a musical composition can be "consumed" by many different people at the same time and without the creator's knowledge, the owner has no real way to demand reimbursement for the use of his property except through the copyright laws and an effective way to enforce those legal rights. 17 U. S. C. A. §506.

[9] Monopolies

In characterizing conduct that allegedly violates antitrust laws under the per se rule, court's inquiry must focus on whether the effect and, when it tends to show effect, the purpose of the practice is to threaten the proper operation of our predominantly free market economy, that is, whether the practice facially appears to be one that would always or almost always tend to restrict competition and decrease output, and in what portion of the market, or whether the practice appears designed to increase economic efficiency and render markets more rather than less competitive. Sherman Anti-Trust Act, §1, 2, 15 U. S. C. A. §1, 2.

[10] Monopolies

Issuance by licensing agencies of blanket licenses to copyrighted musical compositions giving licensees the right for a stated term to perform any and all compositions owned by the agencies' members or affiliates in exchange for fees ordinarily amounting to a percentage of total revenues or a flat dollar amount and not directly dependent on the amount or type of music used did not constitute price fixing that was per se unlawful under the antitrust laws. Sherman Anti-Trust Act, §1, 2, 15 U. S. C. A. §1, 2.

[11] Monopolies

Not all arrangements among actual or potential competitors that have an impact on price are per se violations of the Sherman Act or even unreasonable restraints; mergers among competitors eliminate competition, including price competition, but are not per se illegal and joint ventures and other cooperative arrangements are also not usually unlawful as price-fixing schemes, when the agreement on price is necessary to market the product at all. Sherman Anti-Trust Act, §1, 2, 15 U. S. C. A. §1, 2.

[12] Monopolies

Under circumstances including fact that, over the years and in the face of available alternatives, arrangement whereby licensing agencies issued blanket licenses giving licensees right for a stated term to perform any and all musical compositions owned by members or affiliates of the licensing agencies had provided an acceptable mechanism for at least a large part of the market for performing rights to copyrighted musical compositions and where the blanket license plan accompanied the integration of sales, monitoring and enforcement against unauthorized copyright use, all of which would be difficult and expensive problems if left to individual users and owners, blanket license practice could not automatically be declared per se illegal under the Sherman Act but, rather, should be subjected to a more discriminating examination under the rule of reason. Sherman Anti-Trust Act, §1, 2, 15 U. S. C. A. §1, 2.

Syllabus
(1)



Respondent Columbia Broadcasting System, Inc. (CBS), brought this action against petitioners, American Society of Composers, Authors and Publishers (ASCAP) and Broadcast Music, Inc. (BMI), and their members and affiliates, alleging, inter alia, that the issuance by ASCAP and BMI to CBS of blanket licenses to copyrighted musical compositions at fees negotiated by them is illegal price fixing under the antitrust laws. Blanket licenses give the licensees the right to perform any and all of the compositions owned by the members or affiliates as often as the licensees desire for a stated term. Fees for blanket licenses are ordinarily a percentage of total revenues or a flat dollar amount, and do not directly depend on the amount or type of music used. After a trial limited to the issue of liability, the District Court dismissed the complaint, holding, inter alia, that the blanket license was not price fixing and a per se violation of the Sherman Act. The Court of Appeals reversed and remanded for consideration of the appropriate remedy, holding that the blanket license issued to television networks was a form of price fixing illegal per se under the Sherman Act and established copyright misuse. Held: The issuance by ASCAP and BMI of blanket licenses does not constitute price fixing per se unlawful under the antitrust laws. Pp. 1556-1565.

(a) "It is only after considerable experience with certain business relationships that courts classify them as per se violations of the Sherman Act." United States v. Topco Associates, Inc., 405 U. S. 596, 607-608, 92 S. Ct. 1126, 1133-1134, 31 L. Ed. 2d 515. And though there has been rather intensive antitrust scrutiny of ASCAP and BMI and their blanket licenses, that experience hardly counsels that this Court should outlaw the blanket license as a per se restraint of trade. Furthermore, the United States, by its amicus brief in the present case, urges that the blanket licenses, which consent decrees in earlier actions by the Government authorize ASCAP and BMI to issue to television networks, are not per se violations of the Sherman Act. And Congress, in the Copyright Act of 1976, has itself chosen to employ the blanket license and similar practices. Thus, there is no nearly universal view that the blanket licenses are a form of price fixing subject to automatic condemnation under the Sherman Act, rather than to a careful assessment under the rule of reason generally applied in Sherman Act cases. Pp. 1556-1560.

(b) In characterizing the conduct of issuing blanket licenses under the per se rule, this Court's inquiry must focus on whether the effect and, here because it tends to show effect, the purpose of the practice are to threaten the proper operation of a predominantly free-market economy. The blanket license is not a "naked restrain[t] of trade with no purpose except stifling of competition," White Motor Co. v. United States, 372 U. S. 253, 263, 83 S. Ct. 696, 702, 9 L. Ed. 2d 738, but rather accompanies the integration of sales, monitoring, and enforcement against unauthorized copyright use, which would be difficult and expensive problems if left to individual users and copyright owners. Although the blanket license fee is set by ASCAP and BMI rather than by competition among individual copyright owners, and although it is a fee for the use of any of the compositions covered by the license, the license cannot be wholly equated with a simple horizontal arrangement among competitors and is quite different from anything any individual owner could issue. In light of the background, which plainly indicates that over the years, and in the face of available alternatives including direct negotiation with individual copyright owners, the blanket license has provided an acceptable mechanism for at least a large part of the market for the performing rights to copyrighted musical compositions, it cannot automatically be declared illegal in all of its many manifestations. Rather, it should be subjected to a more discriminating examination under the rule of reason. Pp. 1560-1565.

(c) The Court of Appeals' judgment holding that the licensing practices of ASCAP and BMI are per se violations of the Sherman Act, and the copyright misuse judgment dependent thereon, are reversed, and the case is remanded for further proceedings to consider any unresolved issues that CBS may have properly brought to the Court of Appeals, including an assessment under the rule of reason of the blanket license as employed in the television industry. P. 1565.

 

2 Cir., 562 F. 2d 130, reversed and remanded.
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Mr. Justice WHITE delivered the opinion of the Court

 

1. This case involves an action under the antitrust and copyright laws brought by respondent Columbia Broadcasting System, Inc. (CBS), against petitioners, American Society of Composers, Authors and Publishers (ASCAP) and Broadcast Music, Inc. (BMI), and their members and affiliates. The basic question presented is whether the issuance by ASCAP and BMI to CBS of blanket licenses to copyrighted musical compositions at fees negotiated by them is price fixing per se unlawful under the antitrust laws.

Ⅰ

2. CBS operates one of three national commercial television networks, supplying programs to approximately 200 affiliated stations and telecasting approximately 7,500 network programs per year. Many, but not all, of these programs make use of copyrighted music recorded on the soundtrack. CBS also owns television and radio stations in various cities. It is "'the giant of the world in the use of music rights,'" the "'No. 1 outlet in the history of entertainment.'"
(2)



3. Since 1897, the copyright laws have vested in the owner of a copyrighted musical composition the exclusive right to perform the work publicly for profit,
(3)

 but the legal right is not self-enforcing. In 1914, Victor Herbert and a handful of other composers organized ASCAP because those who performed copyrighted music for profit were so numerous and widespread, and most performances so fleeting, that as a practical matter it was impossible for the many individual copyright owners to negotiate with and license the users and to detect unauthorized uses. "ASCAP was organized as a 'clearing-house' for copyright owners and users to solve these problems" associated with the licensing of music. 400 F. Supp. 737, 741 (S. D. N. Y. 1975). As ASCAP operates today, its 22,000 members grant it nonexclusive rights to license nondramatic performances of their works, and ASCAP issues licenses and distributes royalties to copyright owners in accordance with a schedule reflecting the nature and amount of the use of their music and other factors.

4. BMI, a nonprofit corporation owned by members of the broadcasting industry,
(4)

 was organized in 1939, is affiliated with or represents some 10,000 publishing companies and 20,000 authors and composers, and operates in much the same manner as ASCAP. Almost every domestic copyrighted composition is in the repertory either of ASCAP, with a total of three million compositions, or of BMI, with one million.

5. Both organizations operate primarily through blanket licenses, which give the licensees the right to perform any and all of the compositions owned by the members or affiliates as often as the licensees desire for a stated term. Fees for blanket licenses are ordinarily a percentage of total revenues or a flat dollar amount, and do not directly depend on the amount or type of music used. Radio and television broadcasters are the largest users of music, and almost all of them hold blanket licenses from both ASCAP and BMI. Until this litigation, CBS held blanket licenses from both organizations for its television network on a continuous basis since the late 1940's and had never attempted to secure any other form of license from either ASCAP
(5)

 or any of its members. Id., at 752-754.

6. The complaint filed by CBS charged various violations of the Sherman Act and the copyright laws.
(6)

 CBS argued that ASCAP and BMI are unlawful monopolies and that the blanket license is illegal price fixing, an unlawful tying arrangement, a concerted refusal to deal, and a misuse of copyrights. The District Court, though denying summary judgment to certain defendants, ruled that the practice did not fall within the per se rule. 337 F. Supp. 394, 398 (S. D. N. Y. 1972). After an 8-week trial, limited to the issue of liability, the court dismissed the complaint, rejecting again the claim that the blanket license was price fixing and a per se violation of §1 of the Sherman Act, and holding that since direct negotiation with individual copyright owners is available and feasible there is no undue restraint of trade, illegal tying, misuse of copyrights, or monopolization. 400 F. Supp., at 781-783.

7. Though agreeing with the District Court's factfinding and not disturbing its legal conclusions on the other antitrust theories of liability,
(7)

 the Court of Appeals held that the blanket license issued to television networks was a form of price fixing illegal per se under the Sherman Act. 562 F. 2d 130, 140 (CA2 1977). This conclusion, without more, settled the issue of liability under the Sherman Act, established copyright misuse,
(8)

 and required reversal of the District Court's judgment, as well as a remand to consider the appropriate remedy.
(9)



8. ASCAP and BMI petitioned for certiorari, presenting the questions of the applicability of the per se rule and of whether this constitutes misuse of copyrights. CBS did not cross petition to challenge the failure to sustain its other antitrust claims. We granted certiorari because of the importance of the issues to the antitrust and copyright laws. 439 U. S. 817, 99 S. Ct. 77, 58 L. Ed. 2d 107 (1978). Because we disagree with the Court of Appeals' conclusions with respect to the per se illegality of the blanket license, we reverse its judgment and remand the cause for further appropriate proceedings.

Ⅱ

9. [1] In construing and applying the Sherman Act's ban against contracts, conspiracies, and combinations in restraint of trade, the Court has held that certain agreements or practices are so "plainly anticompetitive," National Society of Professional Engineers v. United States, 435 U. S. 679, 692, 98 S. Ct. 1355, 1365, 55 L. Ed. 2d 637 (1978); Continental T. V., Inc. v. GTE Sylvania, Inc., 433 U. S. 36, 50, 97 S. Ct. 2549, 2558, 53 L. Ed. 2d 568 (1977), and so often "lack…any redeeming virtue," Northern Pac. R. Co. v. United States, 356 U. S. 1, 5, 78 S. Ct. 514, 518, 2 L. Ed. 2d 545 (1958), that they are conclusively presumed illegal without further examination under the rule of reason generally applied in Sherman Act cases. This pro se rule is a valid and useful tool of antitrust policy and enforcement.
(10)

 And agreements among competitors to fix prices on their individual goods or services are among those concerted activities that the Court has held to be within the per se category.
(11)

 But easy labels do not always supply ready answers.

A

10. [2] To the Court of Appeals and CBS, the blanket license involves "price fixing" in the literal sense: the composers and publishing houses have joined together into an organization that sets its price for the blanket license it sells.
(12)

 But this is not a question simply of determining whether two or more potential competitors have literally "fixed" a "price". As generally used in the antitrust field, "price fixing" is a shorthand way of describing certain categories of business behavior to which the per se rule has been held applicable. The Court of Appeals' literal approach does not alone establish that this particular practice is one of those types or that it is "plainly anticompetitive" and very likely without "redeeming virtue." Literalness is overly simplistic and often overbroad. When two partners set the price of their goods or services they are literally "price fixing," but they are not per se in violation of the Sherman Act. See United States v. Addyston Pipe & Steel Co., 85 F. 271, 280 (CA6 1898), aff'd, 175 U. S. 211, 20 S. Ct. 96, 44 L. Ed. 136 (1899). Thus, it is necessary to characterize the challenged conduct as falling within or without that category of behavior to which we apply the label "per se price fixing." That will often, but not always, be a simple matter.
(13)



11. Consequently, as we recognized in United States v. Topco Associates, Inc., 405 U. S. 596, 607-608, 92 S. Ct. 1126, 1133, 31 L. Ed. 2d 515 (1972), "[i]t is only after considerable experience with certain business relationships that courts classify them as per se violations…." See White Motor Co. v. United States, 372 U. S. 253, 263, 83 S. Ct. 696, 702, 9 L. Ed. 2d 738 (1963). We have never examined a practice like this one before; indeed, the Court of Appeals recognized that "[i]n dealing with performing rights in the music industry we confront conditions both in copyright law and in antitrust law which are sui generis." 562 F. 2d, at 132. And though there has been rather intensive antitrust scrutiny of ASCAP and its blanket licenses, that experience hardly counsels that we should outlaw the blanket license as a per se restraint of trade.

B

12. This litigation and other cases involving ASCAP and its licensing practices have arisen out of the efforts of the creators of copyrighted musical compositions to collect for the public performance of their works, as they are entitled to do under the Copyright Act. As already indicated, ASCAP and BMI originated to make possible and to facilitate dealings between copyright owners and those who desire to use their music. Both organizations plainly involve concerted action in a large and active line of commerce, and it is not surprising that, as the District Court found, "[n]either ASCAP nor BMI is a stranger to antitrust litigation." 400 F. Supp., at 743.

13. The Department of Justice first investigated allegations of anticompetitive conduct by ASCAP over 50 years ago.
(14)

 A criminal complaint was filed in 1934, but the Government was granted a midtrial continuance and never returned to the courtroom. In separate complaints in 1941, the United States charged that the blanket license, which was then the only license offered by ASCAP and BMI, was an illegal restraint of trade and that arbitrary prices were being charged as the result of an illegal copyright pool.
(15)

 The Government sought to enjoin ASCAP's exclusive licensing powers and to require a different form of licensing by that organization. The case was settled by a consent decree that imposed tight restrictions on ASCAP's operations.
(16)

 Following complaints relating to the television industry, successful private litigation against ASCAP by movie theaters,
(17)

 and a Government challenge to ASCAP's arrangements with similar foreign organizations, the 1941 decree was reopened and extensively amended in 1950.
(18)



14. Under the amended decree, which still substantially controls the activities of ASCAP, members may grant ASCAP only nonexclusive rights to license their works for public performance. Members, therefore, retain the rights individually to license public performances, along with the rights to license the use of their compositions for other purposes. ASCAP itself is forbidden to grant any license to perform one or more specified compositions in the ASCAP repertory unless both the user and the owner have requested it in writing to do so. ASCAP is required to grant to any user making written application a nonexclusive license to perform all ASCAP compositions either for a period of time or on a per-program basis. ASCAP may not insist on the blanket license, and the fee for the per-program license, which is to be based on the revenues for the program on which ASCAP music is played, must offer the applicant a genuine economic choice between the per-program license and the more common blanket license. If ASCAP and a putative licensee are unable to agree on a fee within 60 days, the applicant may apply to the District Court for a determination of a reasonable fee, with ASCAP having the burden of proving reasonableness.
(19)



15. The 1950 decree, as amended from time to time, continues in effect, and the blanket license continues to be the primary instrument through which ASCAP conducts its business under the decree. The courts have twice construed the decree not to require ASCAP to issue licenses for selected portions of its repertory.
(20)

 It also remains true that the decree guarantees the legal availability of direct licensing of performance rights by ASCAP members; and the District Court found, and in this respect the Court of Appeals agreed, that there are no practical impediments preventing direct dealing by the television networks if they so desire. Historically, they have not done so. Since 1946, CBS and other television networks have taken blanket licenses from ASCAP and BMI. It was not until this suit arose that the CBS network demanded any other kind of license.
(21)



16. [3][4] Of course, a consent judgment, even one entered at the behest of the Antitrust Division, does not immunize the defendant from liability for actions, including those contemplated by the decree, that violate the rights of nonparties. See Sam Fox Publishing Co. v. United States, 366 U. S. 683, 690, 81 S. Ct. 1309, 1313, 6 L. Ed. 2d 604 (1961), which involved this same decree. But it cannot be ignored that the Federal Executive and Judiciary have carefully scrutinized ASCAP and the challenged conduct, have imposed restrictions on various of ASCAP's practices, and, by the terms of the decree, stand ready to provide further consideration, supervision, and perhaps invalidation of asserted anticompetitive practices. In these circumstances, we have a unique indicator that the challenged practice may have redeeming competitive virtues and that the search for those values is not almost sure to be in vain.
(22)

 Thus, although CBS is not bound by the Antitrust Division's actions, the decree is a fact of economic and legal life in this industry, and the Court of Appeals should not have ignored it completely in analyzing the practice. See id., at 694-695, 81 S. Ct., at 1315-1316. That fact alone might not remove a naked price-fixing scheme from the ambit of the per se rule, but, as discussed infra, Part III, here we are uncertain whether the practice on its face has the effect, or could have been spurred by the purpose, of restraining competition among the individual composers.

17. After the consent decrees, the legality of the blanket license was challenged in suits brought by certain ASCAP members against individual radio stations for copyright infringement. The stations raised as a defense that the blanket license was a form of price fixing illegal under the Sherman Act. The parties stipulated that it would be nearly impossible for each radio station to negotiate with each copyright holder separate licenses for the performance of his works on radio. Against this background, and relying heavily on the 1950 consent judgment, the Court of Appeals for the Ninth Circuit rejected claims that ASCAP was a combination in restraint of trade and that the blanket license constituted illegal price fixing. K-91, Inc. v. Gershwin Publishing Corp., 372 F. 2d 1 (1967), cert. denied, 389 U. S. 1045, 88 S. Ct. 761, 19 L. Ed. 2d 838 (1968).

18. The Department of Justice, with the principal responsibility for enforcing the Sherman Act and administering the consent decrees relevant to this case, agreed with the result reached by the Ninth Circuit. In a submission amicus curiae opposing one station's petition for certiorari in this Court, the Department stated that there must be "some kind of central licensing agency by which copyright holders may offer their works in a common pool to all who wish to use them." Memorandum for United States as Amicus Curiae on Pet. for Cert. in K-91, Inc. v. Gershwin Publishing Corp., O. T. 1967, No. 147, pp. 10-11. And the Department elaborated on what it thought that fact meant for the proper application of the antitrust laws in this area:

19. "The Sherman Act has always been discriminatingly applied in the light of economic realities. There are situations in which competitors have been permitted to form joint selling agencies or other pooled activities, subject to strict limitations under the antitrust laws to guarantee against abuse of the collective power thus created. Associated Press v. United States, 326 U. S. 1 [65 S. Ct. 1416, 89 L. Ed. 2013]; United States v. St. Louis Terminal, 224 U. S. 383 [32 S. Ct. 507, 56 L. Ed. 810]; Appalachian Coals, Inc. v. United States, 288 U. S. 344 [53 S. Ct. 471, 77 L. Ed. 825]; Chicago Board of Trade v. United States, 246 U. S. 231 [38 S. Ct. 242, 62 L. Ed. 683]. This case appears to us to involve such a situation. The extraordinary number of users spread across the land, the ease with which a performance may be broadcast, the sheer volume of copyrighted compositions, the enormous quantity of separate performances each year, the impracticability of negotiating individual licenses for each composition, and the ephemeral nature of each performance all combine to create unique market conditions for performance rights to recorded music." Id., at 10 (footnote omitted).

20. The Department concluded that, in the circumstances of that case, the blanket licenses issued by ASCAP to individual radio stations were neither a per se violation of the Sherman Act nor an unreasonable restraint of trade.

21. As evidenced by its amicus brief in the present case, the Department remains of that view. Furthermore, the United States disagrees with the Court of Appeals in this case and urges that the blanket licenses, which the consent decree authorizes ASCAP to issue to television networks, are not per se violations of the Sherman Act. It takes no position, however, on whether the practice is an unreasonable restraint of trade in the context of the network television industry.

22. Finally, we note that Congress itself, in the new Copyright Act, has chosen to employ the blanket license and similar practices. Congress created a compulsory blanket license for secondary transmissions by cable television systems and provided that "[n]otwithstanding any provisions of the antitrust laws, …any claimants may agree among themselves as to the proportionate division of compulsory licensing fees among them, may lump their claims together and file them jointly or as a single claim, or may designate a common agent to receive payment on their behalf." 17 U. S. C. App. §111 (d) (5) (A). And the newly created compulsory license for the use of copyrighted compositions in jukeboxes is also a blanket license, which is payable to the performing-rights societies such as ASCAP unless an individual copyright holder can prove his entitlement to a share. §116 (c) (4). Moreover, in requiring noncommercial broadcasters to pay for their use of copyrighted music, Congress again provided that " [n]otwithstanding any provision of the antitrust laws" copyright owners "may designate common agents to negotiate, agree to, pay, or receive payments." §118 (b). Though these provisions are not directly controlling, they do reflect an opinion that the blanket license, and ASCAP, are economically beneficial in at least some circumstances.

23. There have been District Court cases holding various ASCAP practices, including its licensing practices, to be violative of the Sherman Act,
(23)

 but even so, there is no nearly universal view that either the blanket or the per-program licenses issued by ASCAP at prices negotiated by it are a form of price fixing subject to automatic condemnation under the Sherman Act, rather than to a careful assessment under the rule of reason.

Ⅲ

24. Of course, we are no more bound than is CBS by the views of the Department of Justice, the results in the prior lower court cases, or the opinions of various experts about the merits of the blanket license. But while we must independently examine this practice, all those factors should caution us against too easily finding blanket licensing subject to per se invalidation.

A

25. As a preliminary matter, we are mindful that the Court of Appeals' holding would appear to be quite difficult to contain. If, as the court held, there is a per se antitrust violation whenever ASCAP issues a blanket license to a television network for a single fee, why would it not also be automatically illegal for ASCAP to negotiate and issue blanket licenses to individual radio or television stations or to other users who perform copyrighted music for profit?
(24)

 Likewise, if the present network licenses issued through ASCAP on behalf of its members are per se violations, why would it not be equally illegal for the members to authorize ASCAP to issue licenses establishing various categories of uses that a network might have for copyrighted music and setting a standard fee for each described use?

26. Although the Court of Appeals apparently thought the blanket license could be saved in some or even many applications, it seems to us that the per se rule does not accommodate itself to such flexibility and that the observations of the Court of Appeals with respect to remedy tend to impeach the per se basis for the holding of liability.
(25)



27. CBS would prefer that ASCAP be authorized, indeed directed, to make all its compositions available at standard per-use rates within negotiated categories of use. 400 F. Supp., at 747 n. 7.
(26)

 But if this in itself or in conjunction with blanket licensing constitutes illegal price fixing by copyright owners, CBS urges that an injunction issue forbidding ASCAP to issue any blanket license or to negotiate any fee except on behalf of an individual member for the use of his own copyrighted work or works.
(27)

 Thus, we are called upon to determine that blanket licensing is unlawful across the board. We are quite sure, however, that the per se rule does not require any such holding.

B

28. [5][6][7][8] In the first place, the line of commerce allegedly being restrained, the performing rights to copyrighted music, exists at all only because of the copyright laws. Those who would use copyrighted music in public performances must secure consent from the copyright owner or be liable at least for the statutory damages for each infringement and, if the conduct is willful and for the purpose of financial gain, to criminal penalties. Furthermore, nothing in the Copyright Act of 1976 indicates in the slightest that Congress intended to weaken the rights of copyright owners to control the public performance of musical compositions. Quite the contrary is true. Although the copyright laws confer no rights on copyright owners to fix prices among themselves or otherwise to violate the antitrust laws, we would not expect that any market arrangements reasonably necessary to effectuate the rights that are granted would be deemed a per se violation of the Sherman Act. Otherwise, the commerce anticipated by the Copyright Act and protected against restraint by the Sherman Act would not exist at all or would exist only as a pale reminder of what Congress envisioned.
(28)



C

29. [9] More generally, in characterizing this conduct under the per se rule,
(29)

 our inquiry must focus on whether the effect and, here because it tends to show effect, see United States v. United States Gypsum Co., 438 U. S. 422, 436 n. 13, 98 S. Ct. 2864, 2873 n. 13, 57 L. Ed. 2d 854 (1978), the purpose of the practice are to threaten the proper operation of our predominantly free-market economy—that is, whether the practice facially appears to be one that would always or almost always tend to restrict competition and decrease output, and in what portion of the market, or instead one designed to "increase economic efficiency and render markets more, rather than less, competitive." Id. at 441 n. 16, 98 S. Ct., at 2875 n. 16; see National Society of Professional Engineers v. United States, 435 U. S., at 688, 98 S. Ct., at 1363; Continental T. V., Inc. v. GTE Sylvania Inc., 433 U. S., at 50 n. 16, 97 S. Ct., at 2558 n. 16; Northern Pac. R. Co. v. United States, 356 U. S., at 4, 78 S. Ct., at 517.

30. [10] The blanket license, as we see it, is not a "naked restrain[t] of trade with no purpose except stifling of competition," White Motor Co. v. United States, 372 U. S. 253, 263, 83 S. Ct. 696, 702, 9 L. Ed. 2d 738 (1963), but rather accompanies the integration of sales, monitoring, and enforcement against unauthorized copyright use. See L. Sullivan, Handbook of the Law of Antitrust §59, p. 154 (1977). As we have already indicated, ASCAP and the blanket license developed together out of the practical situation in the marketplace: thousands of users, thousands of copyright owners, and millions of compositions. Most users want unplanned, rapid, and indemnified access to any and all of the repertory of compositions, and the owners want a reliable method of collecting for the use of their copyrights. Individual sales transactions in this industry are quite expensive, as would be individual monitoring and enforcement, especially in light of the resources of single composers. Indeed, as both the Court of Appeals and CBS recognize, the costs are prohibitive for licenses with individual radio stations, nightclubs, and restaurants, 562 F. 2d, at 140, n. 26, and it was in that milieu that the blanket license arose.

31. A middleman with a blanket license was an obvious necessity if the thousands of individual negotiations, a virtual impossibility, were to be avoided. Also, individual fees for the use of individual compositions would presuppose an intricate schedule of fees and uses, as well as a difficult and expensive reporting problem for the user and policing task for the copyright owner. Historically, the market for public-performance rights organized itself largely around the single-fee blanket license, which gave unlimited access to the repertory and reliable protection against infringement. When ASCAP's major and user-created competitor, BMI, came on the scene, it also turned to the blanket license.

32. With the advent of radio and television networks, market conditions changed, and the necessity for and advantages of a blanket license for those users may be far less obvious than is the case when the potential users are individual television or radio stations, or the thousands of other individuals and organizations performing copyrighted compositions in public.
(30)

 But even for television network licenses, ASCAP reduces costs absolutely by creating a blanket license that is sold only a few, instead of thousands,
(31)

 of times, and that obviates the need for closely monitoring the networks to see that they do not use more than they pay for.
(32)

 ASCAP also provides the necessary resources for blanket sales and enforcement, resources unavailable to the vast majority of composers and publishing houses. Moreover, a bulk license of some type is a necessary consequence of the integration necessary to achieve these efficiencies, and a necessary consequence of an aggregate license is that its price must be established.

D

33. This substantial lowering of costs, which is of course potentially beneficial to both sellers and buyers, differentiates the blanket license from individual use licenses. The blanket license is composed of the individual compositions plus the aggregating service. Here, the whole is truly greater than the sum of its parts; it is, to some extent, a different product. The blanket license has certain unique characteristics: It allows the licensee immediate use of covered compositions, without the delay of prior individual negotiations
(33)

 and great flexibility in the choice of musical material. Many consumers clearly prefer the characteristics and cost advantages of this marketable package,
(34)

 and even small-performing rights societies that have occasionally arisen to compete with ASCAP and BMI have offered blanket licenses.
(35)

 Thus, to the extent the blanket license is a different product, ASCAP is not really a joint sales agency offering the individual goods of many sellers, but is a separate seller offering its blanket license, of which the individual compositions are raw material.
(36)

 ASCAP, in short, made a market in which individual composers are inherently unable to compete fully effectively.
(37)



E

34. [11] Finally, we have some doubt—enough to counsel against application of the per se rule—about the extent to which this practice threatens the "central nervous system of the economy," United States v. Socony-Vacuum Oil Co., 310 U. S. 150, 226 n. 59, 60 S. Ct. 811, 845 n. 59, 84 L. Ed. 1129 (1940), that is, competitive pricing as the free market's means of allocating resources. Not all arrangements among actual or potential competitors that have an impact on price are per se violations of the Sherman Act or even unreasonable restraints. Mergers among competitors eliminate competition, including price competition, but they are not per se illegal, and many of them withstand attack under any existing antitrust standard. Joint ventures and other cooperative arrangements are also not usually unlawful, at least not as price-fixing schemes, where the agreement on price is necessary to market the product at all.

35. [12] Here, the blanket-license fee is not set by competition among individual copyright owners, and it is a fee for the use of any of the compositions covered by the license. But the blanket license cannot be wholly equated with a simple horizontal arrangement among competitors. ASCAP does set the price for its blanket license, but that license is quite different from anything any individual owner could issue. The individual composers and authors have neither agreed not to sell individually in any other market nor use the blanket license to mask price fixing in such other markets.
(38)

 Moreover, the substantial restraints placed on ASCAP and its members by the consent decree must not be ignored. The District Court found that there was no legal, practical, or conspiratorial impediment to CBS's obtaining individual licenses; CBS, in short, had a real choice.

36. With this background in mind, which plainly enough indicates that over the years, and in the face of available alternatives, the blanket license has provided an acceptable mechanism for at least a large part of the market for the performing rights to copyrighted musical compositions, we cannot agree that it should automatically be declared illegal in all of its many manifestations. Rather, when attacked, it should be subjected to a more discriminating examination under the rule of reason. It may not ultimately survive that attack, but that is not the issue before us today.

Ⅳ

37. As we have noted, n. 27, supra, the enigmatic remarks of the Court of Appeals with respect to remedy appear to have departed from the court's strict, per se approach and to have invited a more careful analysis. But this left the general import of its judgment that the licensing practices of ASCAP and BMI under the consent decree are per se violations of the Sherman Act. We reverse that judgment, and the copyright misuse judgment dependent upon it, see n. 9, supra, and remand for further proceedings to consider any unresolved issues that CBS may have properly brought to the Court of Appeals.
(39)

 Of course, this will include an assessment under the rule of reason of the blanket license as employed in the television industry, if that issue was preserved by CBS in the Court of Appeals.
(40)



38. The judgment of the Court of Appeals is reversed, and the cases are remanded to that court for further proceedings consistent with this opinion.

 

39. It is so ordered.

40. Mr. Justice Stevens, dissenting.

41. The Court holds that ASCAP's blanket license is not a species of price fixing categorically forbidden by the Sherman Act. I agree with that holding. The Court remands the cases to the Court of Appeals, leaving open the question whether the blanket license as employed by ASCAP and BMI is unlawful under a rule-of-reason inquiry. I think that question is properly before us now and should be answered affirmatively.

42. There is ample precedent for affirmance of the judgment of the Court of Appeals on a ground that differs from its rationale, provided of course that we do not modify its judgment.
(41)

 In this litigation, the judgment of the Court of Appeals was not that blanket licenses may never be offered by ASCAP and BMI. Rather, its judgment directed the District Court to fashion relief requiring them to offer additional forms of license as well.
(42)

 Even though that judgment may not be consistent with its stated conclusion that the blanket license is "illegal per se" as a kind of price fixing, it is entirely consistent with a conclusion that petitioners' exclusive all-or-nothing blanket-license policy violates the rule of reason.
(43)



43. The Court of Appeals may well so decide on remand. In my judgment, however, a remand is not necessary.
(44)

 The record before this Court is a full one, reflecting extensive discovery and eight weeks of trial. The District Court's findings of fact are thorough and well supported. They clearly reveal that the challenged policy does have a significant adverse impact on competition. I would therefore affirm the judgment of the Court of Appeals.

Ⅰ

44. In December 1969, the president of the CBS television network wrote to ASCAP and BMI requesting that each "promptly…grant a new performance rights license which will provide, effective January 1, 1970, for payments measured by the actual use of your music."
(45)

 ASCAP and BMI each responded by stating that it considered CBS's request to be an application for a license in accordance with the provisions of its consent decree and would treat it as such,
(46)

 even though neither decree provides for licensing on a per-composition or per-use basis.
(47)

 Rather than pursuing further discussion, CBS instituted this suit.

45. Whether or not the CBS letter is considered a proper demand for per-use licensing is relevant, if at all, only on the question of relief. For the fact is, and it cannot seriously be questioned, that ASCAP and BMI have steadfastly adhered to the policy of only offering overall blanket or per-program licenses,
(48)

 notwithstanding requests for more limited authorizations. Thus, ASCAP rejected a 1971 request by NBC for licenses for 2,217 specific compositions,
(49)

 as well as an earlier request by a group of television stations for more limited authority than the blanket licenses which they were then purchasing.
(50)

 Neither ASCAP nor BMI has ever offered to license anything less than its entire portfolio, even on an experimental basis. Moreover, if the response to the CBS letter were not sufficient to characterize their consistent policy, the defense of this lawsuit surely is. It is the refusal to license anything less than the entire repertoire—rather than the decision to offer blanket licenses themselves—that raises the serious antitrust questions in this case.

Ⅱ

46. Under our prior cases, there would be no question about the illegality of the blanket-only licensing policy if ASCAP and BMI were the exclusive sources of all licenses. A copyright, like a patent, is a statutory grant of monopoly privileges. The rules which prohibit a patentee from enlarging his statutory monopoly by conditioning a license on the purchase of unpatented goods,
(51)

 or by refusing to grant a license under one patent unless the licensee also takes a license under another, are equally applicable to copyrights.
(52)



47. It is clear, however, that the mere fact that the holder of several patents has granted a single package license covering them all does not establish any illegality. This point was settled by Automatic Radio Mfg. Co. v. Hazeltine Research, Inc., 339 U. S. 827, 834, 70 S. Ct. 894, 898, 94 L. Ed. 1312, and reconfirmed in Zenith Radio Corp. v. Hazeltine Research, Inc., 395 U. S. 100, 137-138, 89 S. Ct. 1562, 1583-1585, 23 L. Ed. 2d 129. The Court is therefore unquestionably correct in its conclusion that ASCAP's issuance of blanket licenses covering its entire inventory is not, standing alone, automatically unlawful. But both of those cases identify an important limitation on this rule. In the former, the Court was careful to point out that the record did not present the question whether the package license would have been unlawful if Hazeltine had refused to license on any other basis. 339 U. S., at 831, 70 S. Ct. at 896. And in the latter case, the Court held that the package license was illegal because of such a refusal. 395 U. S., at 140-141, 89 S. Ct., at 1585-1586.

48. Since ASCAP offers only blanket licenses, its licensing practices fall on the illegal side of the line drawn by the two Hazeltine cases. But there is a significant distinction: unlike Hazeltine, ASCAP does not have exclusive control of the copyrights in its portfolio, and it is perfectly possible—at least as a legal matter—for a user of music to negotiate directly with composers and publishers for whatever rights he may desire. The availability of a practical alternative alters the competitive effect of a blockbooking or blanket-licensing policy. ASCAP is therefore quite correct in its insistence that its blanket license cannot be categorically condemned on the authority of the blockbooking and package-licensing cases. While these cases are instructive, they do not directly answer the question whether the ASCAP practice is unlawful.

49. The answer to that question depends on an evaluation of the effect of the practice on competition in the relevant market. And, of course, it is well settled that a sales practice that is permissible for a small vendor, at least when no coercion is present, may be unreasonable when employed by a company that dominates the market.
(53)

 We therefore must consider what the record tells us about the competitive character of this market.

Ⅲ

50. The market for music at issue here is wholly dominated by ASCAP-issued blanket licenses.
(54)

 Virtually every domestic copyrighted composition is in the repertoire of either ASCAP or BMI. And again, virtually without exception, the only means that has been used to secure authority to perform such compositions is the blanket license.

51. The blanket all-or-nothing license is patently discriminatory.
(55)

 The user purchases full access to ASCAP's entire repertoire, even though his needs could be satisfied by a far more limited selection. The price he pays for this access is unrelated either to the quantity or the quality of the music he actually uses, or, indeed, to what he would probably use in a competitive system. Rather, in this unique all-or-nothing system, the price is based on a percentage of the user's advertising revenues,
(56)

 a measure that reflects the customer's ability to pay
(57)

 but is totally unrelated to factors—such as the cost, quality, or quantity of the product—that normally affect price in a competitive market. The ASCAP system requires users to buy more music than they want at a price which, while not beyond their ability to pay and perhaps not even beyond what is "reasonable" for the access they are getting,
(58)

 may well be far higher than what they would choose to spend for music in a competitive system. It is a classic example of economic discrimination.

52. The record plainly establishes that there is no price competition between separate musical compositions.
(59)

 Under a blanket license, it is no more expensive for a network to play the most popular current hit in prime time than it is to use an unknown composition as background music in a soap opera. Because the cost to the user is unaffected by the amount used on any program or on all programs, the user has no incentive to economize by, for example, substituting what would otherwise be less expensive songs for established favorites or by reducing the quantity of music used on a program. The blanket license thereby tends to encourage the use of more music, and also of a larger share of what is really more valuable music, than would be expected in a competitive system characterized by separate licenses. And since revenues are passed on to composers on a basis reflecting the character and frequency of the use of their music,
(60)

 the tendency is to increase the rewards of the established composers at the expense of those less well known. Perhaps the prospect is in any event unlikely, but the blanket license does not present a new songwriter with any opportunity to try to break into the market by offering his product for sale at an unusually low price. The absence of that opportunity, however unlikely it may be, is characteristic of a cartelized rather than a competitive market.

53. The current state of the market cannot be explained on the ground that it could not operate competitively, or that issuance of more limited—and thus less restrictive—licenses by ASCAP is not feasible. The District Court's findings disclose no reason why music-performing rights could not be negotiated on a per-composition or per-use basis, either with the composer or publisher directly or with an agent such as ASCAP. In fact, ASCAP now compensates composers and publishers on precisely those bases. If distributions of royalties can be calculated on a per-use and per-composition basis, it is difficult to see why royalties could not also be collected in the same way. Moreover, the record also shows that where ASCAP's blanket-license scheme does not govern, competitive markets do. A competitive market for "synch" rights exists,
(61)

 and after the use of blanket licenses in the motion picture industry was discontinued,
(62)

 such a market promptly developed in that industry.
(63)

 In sum, the record demonstrates that the market at issue here is one that could be highly competitive, but is not competitive at all.

Ⅳ

54. Since the record describes a market that could be competitive and is not, and since that market is dominated by two firms engaged in a single, blanket method of dealing, it surely seems logical to conclude that trade has been restrained unreasonably. ASCAP argues, however, that at least as to CBS, there has been no restraint at all since the network is free to deal directly with copyright holders.

55. The District Court found that CBS had failed to establish that it was compelled to take a blanket license from ASCAP. While CBS introduced evidence suggesting that a significant number of composers and publishers, satisfied as they are with the ASCAP system, would be "disinclined" to deal directly with the network, the court found such evidence unpersuasive in light of CBS's substantial market power in the music industry and the importance to copyright holders of network television exposure.
(64)

 Moreover, it is arguable that CBS could go further and, along with the other television networks, use its economic resources to exploit destructive competition among purveyors of music by driving the price of performance rights down to a far lower level. But none of this demonstrates that ASCAP's practices are lawful, or that ASCAP cannot be held liable for injunctive relief at CBS's request.

56. The fact that CBS has substantial market power does not deprive it of the right to complain when trade is restrained. Large buyers, as well as small, are protected by the antitrust laws. Indeed, even if the victim of a conspiracy is himself a wrongdoer, he has not forfeited the protection of the law.
(65)

 Moreover, a conclusion that excessive competition would cause one side of the market more harm than good may justify a legislative exemption from the antitrust laws, but does not constitute a defense to a violation of the Sherman Act.
(66)

 Even though characterizing CBS as an oligopolist may be relevant to the question of remedy, and even though free competition might adversely affect the income of a good many composers and publishers, these considerations do not affect the legality of ASCAP's conduct.

57. More basically, ASCAP's underlying argument that CBS must be viewed as having acted with complete freedom in choosing the blanket license is not supported by the District Court's findings. The District Court did not find that CBS could cancel its blanket license "tomorrow" and continue to use music in its programming and compete with the other networks. Nor did the District Court find that such a course was without any risk or expense. Rather, the District Court's finding was that within a year, during which it would continue to pay some millions of dollars for its annual blanket license, CBS would be able to develop the needed machinery and enter into the necessary contracts.
(67)

 In other words, although the barriers to direct dealing by CBS as an alternative to paying for a blanket license are real and significant, they are not insurmountable.

58. Far from establishing ASCAP's immunity from liability, these District Court findings, in my judgment, confirm the illegality of its conduct. Neither CBS nor any other user has been willing to assume the costs and risks associated with an attempt to purchase music on a competitive basis. The fact that an attempt by CBS to break down the ASCAP monopoly might well succeed does not preclude the conclusion that smaller and less powerful buyers are totally foreclosed from a competitive market.
(68)

 Despite its size, CBS itself may not obtain music on a competitive basis without incurring unprecedented costs and risks. The fear of unpredictable consequences, coupled with the certain and predictable costs and delays associated with a change in its method of purchasing music, unquestionably inhibits any CBS management decision to embark on a competitive crusade. Even if ASCAP offered CBS a special bargain to forestall any such crusade, that special arrangement would not cure the marketwide restraint.

59. Whatever management decision CBS should or might have made, it is perfectly clear that the question whether competition in the market has been unduly restrained is not one that any single company's management is authorized to answer. It is often the case that an arrangement among competitors will not serve to eliminate competition forever, but only to delay its appearance or to increase the costs of new entry. That may well be the state of this market. Even without judicial intervention, the ASCAP monopoly might eventually be broken by CBS, if the benefits of doing so outweigh the significant costs and risks involved in commencing direct dealing.
(69)

 But that hardly means that the blanket-licensing policy at issue here is lawful. An arrangement that produces marketwide price discrimination and significant barriers to entry unreasonably restrains trade even if the discrimination and the barriers have only a limited life expectancy. History suggests, however, that these restraints have an enduring character.

60. Antitrust policy requires that great aggregations of economic power be closely scrutinized. That duty is especially important when the aggregation is composed of statutory monopoly privileges. Our cases have repeatedly stressed the need to limit the privileges conferred by patent and copyright strictly to the scope of the statutory grant. The record in this case plainly discloses that the limits have been exceeded and that ASCAP and BMI exercise monopoly powers that far exceed the sum of the privileges of the individual copyright holders. Indeed, ASCAP itself argues that its blanket license constitutes a product that is significantly different from the sum of its component parts. I agree with that premise, but I conclude that the aggregate is a monopolistic restraint of trade proscribed by the Sherman Act.

Questions:

1. What are the facts and issue (s) of the case?

2. What are the judgments of the trial and appellate courts?

3. Please summarize the history of the case?

4. What are the reasons of the Supreme Court in deciding this case?

5. What is the so called "per se rule"? What is the difference between "per se rule" and "rule of reason"?

6. List the cases against ASCAP and the results thereof.

7. What are the major points of the dissenting opinion? What is the function of a desenting opinion?


 Dyson Ltd v. Registrar of Trade Marks

Judgment of the Court (Third Chamber)

25 January 2007

(Trade marks—Approximation of laws—Directive 89/104/EEC—Article 2—Concept of a sign of which a trade mark may consist—Transparent bin or collection chamber forming part of the external surface of a vacuum cleaner)

In Case C-321/03,

REFERENCE for a preliminary ruling under Article 234 EC, by the High Court of Justice of England and Wales, Chancery Division (United Kingdom), made by decision of 6 June 2003, received at the Court on 24 July 2003, in the proceedings,

THE COURT (Third Chamber),

composed of A. Rosas, President of the Chamber, J. Malenovsky and A. ó Caoimh (Rapporteur), Judges,

Advocate General: P. Léger,

Registrar: B. Fül?p, Administrator,

having regard to the written procedure and further to the hearing on 25 April 2006,

after considering the observations submitted on behalf of:

— Dyson Ltd, by H. Carr QC and D.R. Barron, Solicitor,

— the United Kingdom Government, by C. Jackson, and subsequently by E. O'Neill and C. White, acting as Agents, and M. Tappin, Barrister,

— the Commission of the European Communities, by K. Banks and N.B. Rasmussen, acting as Agents,

after hearing the Opinion of the Advocate General at the sitting on 14 September 2006

Gives the Following Judgment

1. This reference for a preliminary ruling concerns the interpretation of Article 3 (3) of First Council Directive 89/104/EEC of 21 December 1988 to approximate the laws of the Member States relating to trade marks (OJ 1989 L 40, p. 1) ("the Directive").

2. The reference was made in the context of proceedings between Dyson Ltd ("Dyson") and the Registrar of Trade Marks ("the Registrar") concerning the refusal by the latter to register two trade marks, each consisting of a transparent bin or collection chamber ("the collecting bin") forming part of the external surface of a vacuum cleaner.

Legal Framework

Community Legislation

3. According to the first recital in the preamble to the Directive, its purpose is to approximate the laws of the Member States relating to trade marks, in order to eliminate disparities which may impede the free movement of goods and freedom to provide services and may distort competition within the common market.

4. The seventh recital in the preamble to the Directive states that "attainment of the objectives at which this approximation of laws is aiming requires that the conditions for obtaining and continuing to hold a registered trade mark are, in general, identical in all Member States 'and that' to this end, it is necessary to list examples of signs which may constitute a trade mark, provided that such signs are capable of distinguishing the goods or services of one undertaking from those of other undertakings…"

5. Article 2 of the Directive, entitled "Signs of which a trade mark may consist", provides:

"A trade mark may consist of any sign capable of being represented graphically, particularly words, including personal names, designs, letters, numerals, the shape of goods or of their packaging, provided that such signs are capable of distinguishing the goods or services of one undertaking from those of other undertakings."

6. Article 3 of the Directive, entitled "Grounds for refusal or invalidity", provides in paragraphs 1 and 3:

"1. The following shall not be registered or if registered shall be liable to be declared invalid:

(a) signs which cannot constitute a trade mark;

(b) trade marks which are devoid of any distinctive character;

(c) trade marks which consist exclusively of signs or indications which may serve, in trade, to designate the kind, quality, quantity, intended purpose, value, geographical origin, or the time of production of the goods or of rendering of the service, or other characteristics of the goods;

…

(e) signs which consist exclusively of:

the shape which results from the nature of the goods themselves, or

the shape of goods which is necessary to obtain a technical result, or

the shape which gives substantial value to the goods;

…

3. A trade mark shall not be refused registration or be declared invalid in accordance with paragraph 1 (b), (c) or (d) if, before the date of application for registration and following the use which has been made of it, it has acquired a distinctive character. Any Member State may in addition provide that this provision shall also apply where the distinctive character was acquired after the date of application for registration or after the date of registration."

National Legislation

7. Sections 1 (1) and 3 (1) of the Trade Marks Act 1994 ("the 1994 Act") provide as follows:

"1. (1) In this Act a 'trade mark' means any sign capable of being represented graphically which is capable of distinguishing goods or services of one undertaking from those of other undertakings.

A trade mark may, in particular, consist of words (including personal names), designs, letters, numerals or the shape of goods or their packaging.

…

3. (1) The following shall not be registered:

(a) signs which do not satisfy the requirements of section 1 (1);

(b) trade marks which are devoid of any distinctive character;

(c) trade marks which consist exclusively of signs or indications which may serve, in trade, to designate the kind, quality, quantity, intended purpose, value, geographical origin, the time of production of goods or of rendering of services, or other characteristics of goods or services;

(d) trade marks which consist exclusively of signs or indications which have become customary in the current language or in the bona fide and established practices of the trade:

provided that a trade mark shall not be refused registration by virtue of paragraph (b), (c) or (d) above if, before the date of application for registration, it has in fact acquired a distinctive character as a result of the use made of it."

The Main Proceedings and the Questions referred for a Preliminary Ruling

8. Since 1993 Dyson has manufactured and marketed the Dual Cyclone vacuum cleaner, a bagless cleaner in which the dirt and dust is collected in a transparent plastic container forming part of the machine.

9. On 10 December 1996, Notetry Ltd, a company owned by James Dyson, lodged an application at the Registry for the registration of six trade marks for the following products in Class 9 of the Nice Agreement concerning the International Classification of Goods and Services for the Purpose of the Registration of Marks of 15 June 1957, as revised and amended: "[a]pparatus for cleaning, polishing and shampooing floors and carpets; vacuum cleaners; carpet shampooers; floor polishers; parts and fittings for all the aforesaid goods". That application was assigned to Dyson on 5 February 2002.

10. The application was withdrawn for four of those marks but was maintained for the two others, which are described as follows: "[t]he mark consists of a transparent bin or collection chamber forming part of the external surface of a vacuum cleaner as shown in the representation". A picture of one or other of the two versions of the bagless vacuum cleaner manufactured and marketed by Dyson was attached to each of the descriptions.

11. The application was rejected by decision of the Registrar, which was upheld by the Hearing Officer on 23 July 2002. Dyson brought an appeal against that decision before the High Court of Justice of England and Wales, Chancery Division. That court took the view that the two trade marks at issue were devoid of any distinctive character within the meaning of section 3 (1), first subparagraph, (b) of the 1994 Act and that they were also descriptive of characteristics of the goods referred to in the application for registration, within the meaning of section 3 (1), first subparagraph, (c) of that Act. The High Court is uncertain, however, whether on the date of the application for registration, that is in 1996, the trade marks had acquired a distinctive character as a result of the use made of them, within the meaning of section 3 (1), second subparagraph, of the 1994 Act.

12. In that regard, the High Court found that, in 1996, consumers recognised the transparent collection chamber as an indication that they were looking at a bagless vacuum cleaner and were informed by advertising and the lack of any rival products—as Dyson had at the time a de facto monopoly in that type of product—that bagless vacuum cleaners were manufactured by Dyson. It observed, however, that by that date the transparent collection chamber had not been actively promoted as a trade mark by Dyson. Accordingly, in the light of paragraph 65 of the judgment in Case C-299/99 Philips [2002] ECR I-5475, the High Court is uncertain whether a mere de facto monopoly can suffice to confer a distinctive character, given the association between the product and the manufacturer, or whether it is necessary to require in addition promotion of the sign as a trade mark.

13. In those circumstances, the High Court of Justice of England and Wales, Chancery Division, decided to stay proceedings and to refer the following two questions to the Court for a preliminary ruling:

"1. In a situation where an applicant has used a sign (which is not a shape) which consists of a feature which has a function and which forms part of the appearance of a new kind of article, and the applicant has, until the date of application, had a de facto monopoly in such articles, is it sufficient, in order for the sign to have acquired a distinctive character within the meaning of Article 3 (3) of [the Directive], that a significant proportion of the relevant public has by the date of application for registration come to associate the relevant goods bearing the sign with the applicant and no other manufacturer?

2. If that is not sufficient, what else is needed in order for the sign to have acquired a distinctive character and, in particular, is it necessary for the person who has used the sign to have promoted it as a trade mark?"

14. By order of 12 October 2004, the Court stayed the proceedings in accordance with the third paragraph of Article 54 of the Statute of the Court of Justice until such time as the Court of First Instance had delivered final judgment in Case T-278/02 Dyson v OHIM (Vacuum cleaner), as that case raised the same question of interpretation as the present case.

15. By its action before the Court of First Instance, Dyson sought annulment of the decision of the First Board of Appeal of the Office for Harmonisation in the Internal Market (Trade Marks and Designs), by which the latter had refused to register a trade mark intended for "[a]pparatus for cleaning, polishing and shampooing floors and carpets; vacuum cleaners; carpet shampooers; floor polishers; parts and fittings for all the aforesaid goods". In the registration application form, Dyson described the mark sought as follows:

"The mark consists of a transparent bin or collection chamber forming part of the external surface of a vacuum cleaner."

16. After Dyson had withdrawn that trade mark application, the Court of First Instance, by order of 14 November 2005, held that the action had become devoid of purpose and that, accordingly, pursuant to Article 113 of the Rules of Procedure of the Court of First Instance, there was no need to adjudicate on the action. Consequently, the proceedings before this Court resumed on the same date.

On the Questions referred for a Preliminary Ruling

17. By its questions, the national court asks, essentially, under what conditions a sign can acquire a distinctive character within the meaning of Article 3 (3) of the Directive, where, as in the present case, the trader using the sign had, before its trade mark application was lodged, a de facto monopoly in the product bearing the sign.

18. It is apparent from the order for reference that those questions were raised concerning an application by Dyson to have registered two trade marks which, according to the wording of the application, consist of "a transparent bin or collection chamber forming part of the external surface of a vacuum cleaner as shown in the representation".

19. As Dyson has stated on a number of occasions both in its written observations and at the hearing, and as the national court itself noted in its order for reference, the application does not seek to obtain registration of a trade mark in one or more particular shapes of transparent collecting bin—the shapes represented graphically on the application form being only examples of such a bin—but rather to obtain registration of a trade mark in the bin itself. It is, moreover, common ground that those marks consist not of a particular colour, but rather in the absence of any particular colour, namely transparency, which enables the consumer to see how much dust has been collected in the collecting bin and to know when the bin is full.

20. It follows that the trade mark application in the main proceedings covers all the conceivable shapes of a transparent collecting bin forming part of the external surface of a vacuum cleaner.

21. In its written observations and at the hearing, the Commission of the European Communities has argued that the subject-matter of such an application does not constitute a "sign" within the meaning of Article 2 of the Directive and that it therefore cannot be registered as a trade mark. Accordingly, in its view, even if this question was not raised by the national court, it is necessary, before proceeding where appropriate with an interpretation of Article 3 of the Directive, to ascertain whether the subject-matter of that application fulfils the conditions laid down in Article 2 of that directive.

22. According to Dyson and the United Kingdom Government, it is not for the Court, in the context of a reference for a preliminary ruling pursuant to Article 234 EC, to raise of its own motion a question which was not touched on by the national court. At the hearing, Dyson and the United Kingdom Government stated on this point that, during the administrative proceedings, the Registrar, after having voiced objections on the issue of whether the subject-matter of Dyson's application was a sign capable of constituting a trade mark, withdrew those objections when Dyson withdrew the application in respect of four of the six trade marks for which registration was initially sought.

23. It should be borne in mind that, according to settled case-law, the referring court alone can determine the subject-matter of the questions it proposes to refer to the Court. It is solely for the national courts before which actions are brought, and which must bear the responsibility for the subsequent judicial decision, to determine in the light of the special features of each case both the need for a preliminary ruling in order to enable them to deliver judgment and the relevance of the questions which they submit to the Court (see, to that effect, Case C-159/97 Castelletti [1999] ECR I-1597, paragraph 14, and Case C-154/05 Kersbergen-Lap and Dams-Schipper [2006] ECR I-0000, paragraph 21).

24. However, even though, strictly speaking, a national court directs its reference to the interpretation of certain Community provisions which might come into consideration, the Court is not thereby precluded from providing the national court with all those elements for the interpretation of Community law which may be of assistance in adjudicating on the case pending before it, whether or not that court has specifically referred to them in its questions (see, to that effect, Case C-387/01 Weigel [2004] ECR I-4981, paragraph 44, and Case C-152/03 Ritter-Coulais [2006] ECR I-1711, paragraph 29).

25. Moreover, under Article 3 (1) (a) of the Directive, signs which cannot constitute a trade mark are not to be registered or if registered are liable to be declared invalid. That provision thus precludes the registration of signs which do not meet the conditions imposed by Article 2 of the Directive, the purpose of which is to define the types of sign of which a trade mark may consist (see, to that effect, Philips, paragraph 38).

26. In those circumstances, contrary to the contentions of Dyson and the United Kingdom Government, even though the wording of the questions from the national court relates solely to Article 3 of the Directive and that court did not, in the main proceedings, touch on the issue of whether the subject-matter of the application in question may be viewed as a sign of which a trade mark may consist within the meaning of Article 2 of that directive, it is necessary as a preliminary matter to consider that question (see, to that effect, Case C-104/01 Libertel [2003] ECR I-3793, paragraph 22).

27. Article 2 of the Directive provides that a trade mark may consist of any sign, provided that it is, first, capable of being represented graphically and, second, capable of distinguishing the goods or services of one undertaking from those of other undertakings (Philips, paragraph 32, and Case C-273/00 Sieckmann [2002] ECR I-11737, paragraph 39).

28. It follows that, to be capable of constituting a trade mark for the purposes of Article 2 of the Directive, the subject-matter of any application must satisfy three conditions. First, it must be a sign. Secondly, that sign must be capable of being represented graphically. Thirdly, the sign must be capable of distinguishing the goods or services of one undertaking from those of other undertakings (see, to that effect, Libertel, paragraph 23, and Case C-49/02 Heidelberger Bauchemie [2004] ECR I-6129, paragraph 22).

29. According to the Commission, the application lodged by Dyson does not fulfil the first of those conditions because it relates to a concept, in this case, the concept of a transparent collecting bin for a vacuum cleaner, irrespective of shape. Since a concept is not capable of being perceived by one of the five senses and appeals only to the imagination, it is not a "sign" within the meaning of Article 2 of the Directive. If a concept were able to constitute a trade mark, the logic behind Article 3 (1) (e) of the Directive, namely to prevent trade mark protection from granting its proprietor a monopoly on technical solutions or functional characteristics of a product, would be frustrated. Accordingly, it should not be possible to achieve that advantage by registering all the shapes which a particular functional feature might have, which would be the result of allowing the registration of a concept which can cover many physical manifestations.

30. By contrast, Dyson, supported on this point by the United Kingdom Government, takes the view that, even if it is true, as it stated at the hearing, that a concept is not a sign capable of being registered as a trade mark, its application does relate to a "sign" within the meaning of Article 2 of the Directive. The concept of a "sign", which is defined broadly by the case-law, in fact covers any message which may be perceived by one of the five senses. It is apparent from the main proceedings that consumers associate the transparent collecting bin which is the subject-matter of the application with Dyson. Moreover, consumers are able, first, to see that collecting bin, which is a physical component of the vacuum cleaner, and, second, to see that it is transparent. The transparent collecting bin is thus perceptible by sight and therefore cannot be considered to be a product of consumers' imagination.

31. It should be borne in mind that, according to Article 2 of the Directive, a trade mark may consist of any sign, particularly words, including personal names, designs, letters, numerals, the shape of goods or of their packaging.

32. Although that provision mentions only signs which are capable of being perceived visually, are two-dimensional or three-dimensional and can thus be represented by means of letters or written characters or by a picture, it is however clear from the language of both Article 2 of the Directive and the seventh recital in the preamble thereto, which refers to a "list [of] examples" of signs which may constitute a trade mark, that that list is not exhaustive. Accordingly, the Court has held previously that Article 2 of the Directive, although it does not mention signs which are not in themselves capable of being perceived visually, such as sounds or smells, does not expressly exclude them (Sieckmann, paragraphs 43 and 44, and Case C-283/01 Shield Mark [2003] ECR I-14313, paragraphs 34 and 35).

33. However, if that condition is not to be deprived of all substance, it cannot be accepted that the subject-matter of any trade mark application necessarily constitutes a sign within the meaning of Article 2 of the Directive.

34. As the Court has held previously, the purpose of that requirement is in particular to prevent the abuse of trade mark law in order to obtain an unfair competitive advantage (Heidelberger Bauchemie, paragraph 24).

35. In the present case, it is common ground that the subject-matter of the application in the main proceedings is not a particular type of transparent collecting bin forming part of the external surface of a vacuum cleaner, but rather, in a general and abstract manner, all the conceivable shapes of such a collecting bin.

36. In that regard, Dyson cannot maintain that the subject-matter of its application in the main proceedings is capable of being perceived visually. What consumers can identify visually is not so much the subject-matter of the application as two of Dyson's graphic representations as contained in the application. Those representations cannot be assimilated to the subject-matter of the application because, as pointed out by Dyson on a number of occasions, they are merely examples of it.

37. It follows that, unlike the applications which gave rise to the judgments in Sieckmann and Shield Mark, the subject-matter of the application in the main proceedings is capable of taking on a multitude of different appearances and is thus not specific. As pointed out by the Advocate General in point 51 of his Opinion, the shape, the dimensions, the presentation and composition of that subject-matter depend both on the vacuum cleaner models developed by Dyson and on technological innovations. Likewise, transparency allows for the use of various colours.

38. Given the exclusivity inherent in trade mark right, the holder of a trade mark relating to such a non-specific subject-matter would obtain an unfair competitive advantage, contrary to the purpose pursued by Article 2 of the Directive, since it would be entitled to prevent its competitors from marketing vacuum cleaners having any kind of transparent collecting bin on their external surface, irrespective of its shape.

39. It follows that the subject-matter of the application at issue in the main proceedings is, in actual fact, a mere property of the product concerned and does not therefore constitute a "sign" within the meaning of Article 2 of the Directive (see, to that effect, Libertel, paragraph 27).

40. Accordingly, the answer to be given to the national court must be that Article 2 of the Directive is to be interpreted as meaning that the subject-matter of an application for trade mark registration, such as that lodged in the main proceedings, which relates to all the conceivable shapes of a transparent bin or collection chamber forming part of the external surface of a vacuum cleaner, is not a "sign" within the meaning of that provision and therefore is not capable of constituting a trade mark within the meaning thereof.

41. In those circumstances, it is not necessary to interpret Article 3 (3) of the Directive.

Costs

42. Since these proceedings are, for the parties to the main proceedings, a step in the action pending before the national court, the decision on costs is a matter for that court. Costs incurred in submitting observations to the Court, other than the costs of those parties, are not recoverable.

On those grounds, the Court (Third Chamber) hereby rules:

Article 2 of First Council Directive 89/104/EEC of 21 December 1988 to approximate the laws of the Member States relating to trade marks is to be interpreted as meaning that the subject-matter of an application for trade mark registration, such as that lodged in the main proceedings, which relates to all the conceivable shapes of a transparent bin or collection chamber forming part of the external surface of a vacuum cleaner, is not a "sign" within the meaning of that provision and therefore is not capable of constituting a trade mark within the meaning thereof.

Questions:

1. Briefly summarize the facts and issues (s) of the case.

2. What are the requirements for trademark registration under EU directive?

3. Can a visible functional feature of a product constitute a trade mark under EU directive?

4. What is the purpose of Article 3 (1) (e)?

5. What is the difference between the protection of the function feature of the product through trademark and patent? Why does not the Dyson Ltd try to seek the protection through patent?

 

————————————————————


(1)
  The syllabus constitutes no part of the opinion of the Court but has been prepared by the Reporter of Decisions for the convenience of the reader.


(2)
  400 F. Supp., at 771, quoting a CBS witness. CBS is also a leading music publisher, with publishing subsidiaries affiliated with both ASCAP and BMI, and is the world's largest manufacturer and seller of records and tapes. Ibid.


(3)
  Act of Jan. 6, 1897, 29 Stat. 481.


(4)
  CBS was a leader of the broadcasters who formed BMI, but it disposed of all of its interest in the corporation in 1959. 400 F. Supp., at 742.


(5)
  Unless the context indicates otherwise, references to ASCAP alone in this opinion usually apply to BMI as well.


(6)
  CBS seeks injunctive relief for the antitrust violations and a declaration of copyright misuse. 400 F. Supp., at 741.


(7)
  The Court of Appeals affirmed the District Court's rejection of CBS's monopolization and tying contentions but did not rule on the District Court's conclusion that the blanket license was not an unreasonable restraint of trade. See 562 F. 2d 130, 132, 135, 141 n. 29 (CA2 1977).


(8)
  At CBS's suggestion, the Court of Appeals held that the challenged conduct constituted misuse of copyrights solely on the basis of its finding of unlawful price fixing. Id., at 141 n. 29.


(9)
  The Court of Appeals went on to suggest some guidelines as to remedy, indicating that despite its conclusion on liability the blanket license was not totally forbidden. The Court of Appeals said:

"Normally, after a finding of price-fixing, the remedy is an injunction against the price-fixing—in this case, the blanket license. We think, however, that if on remand a remedy can be fashioned which will ensure that the blanket license will not affect the price or negotiations for direct licenses, the blanket license need not be prohibited in all circumstances. The blanket license is not simply a 'naked restraint' ineluctably doomed to extinction. There is not enough evidence in the present record to compel a finding that the blanket license does not serve a market need for those who wish full protection against infringement suits or who, for some other business reason, deem the blanket license desirable. The blanket license includes a practical covenant not to sue for infringement of any ASCAP copyright as well as an indemnification against suits by others."

"Our objection to the blanket license is that it reduces price competition among the members and provides a disinclination to compete. We think that these objections may be removed if ASCAP itself is required to provide some form of per use licensing which will ensure competition among the individual members with respect to those networks which wish to engage in per use licensing." Id., at 140 (footnotes omitted).


(10)
  "This principle of per se unreasonableness not only makes the type of restraints which are proscribed by the Sherman Act more certain to the benefit of everyone concerned, but it also avoids the necessity for an incredibly complicated and prolonged economic investigation into the entire history of the industry involved, as well as related industries, in an effort to determine at large whether a particular restraint has been unreasonable—an inquiry so often wholly fruitless when undertaken." Northern Pac. R. Co. v. United States, 356 U. S. 1, 5, 78 S. Ct. 514, 518, 2 L. Ed. 2d 545 (1958).

See Continental T. V., Inc. v. GTE Sylvania Inc., 433 U. S. 36, 50 n. 16, 97 S. Ct. 2549, 2558 n. 16, 53 L. Ed. 2d 568 (1977); United States v. Topco Associates, Inc., 405 U. S. 596, 609 n. 10, 92 S. Ct. 1126, 1134 n. 10, 31 L. Ed. 2d 515 (1972).


(11)
  See cases discussed in n. 14, infra.


(12)
  CBS also complains that it pays a flat fee regardless of the amount of use it makes of ASCAP compositions and even though many of its programs contain little or no music. We are unable to see how that alone could make out an antitrust violation or misuse of copyrights:

"Sound business judgment could indicate that such payment represents the most convenient method of fixing the business value of the privileges granted by the licensing agreement. …Petitioner cannot complain because it must pay royalties whether it uses Hazeltine patents or not. What it acquired by the agreement into which it entered was the privilege to use any or all of the patents and developments as it desired to use them." Automatic Radio Mfg. Co. v. Hazeltine Research, Inc., 339 U. S. 827, 834, 70 S. Ct. 894, 898, 94 L. Ed. 1312 (1950).

See also Zenith Radio Corp. v. Hazeltine Research, Inc., 395 U. S. 100, 89 S. Ct. 1562, 23 L. Ed. 2d 129 (1969).


(13)
  Cf., e. g., United States v. McKesson & Robbins, Inc., 351 U. S. 305, 76 S. Ct. 937, 100 L. Ed. 1209 (1956) (manufacturer/wholesaler agreed with independent wholesalers on prices to be charged on products it manufactured); United States v. Socony-Vacuum Oil Co., 310 U. S. 150, 60 S. Ct. 811, 84 L. Ed. 1129 (1940) (firms controlling a substantial part of an industry agreed to purchase "surplus" gasoline with the intent and necessary effect of increasing the price); United States v. Trenton Potteries Co., 273 U. S. 392, 47 S. Ct. 377, 71 L. Ed. 700 (1927) (manufacturers and distributors of 82% of certain vitreous pottery fixtures agreed to sell at uniform prices).


(14)
  See Cohn, Music, Radio Broadcasters and the Sherman Act, 29 Geo. L. J. 407, 424 n. 91 (1941).


(15)
  See e.g., complaint in United States v. ASCAP, Civ. No. 13-95 (S. D. N. Y. 1941), pp. 3-4.


(16)
  See United States v. ASCAP (S. D. N. Y. 1941).


(17)
  See Alden-Rochelle, Inc. v. ASCAP, 80 F. Supp. 888 (S. D. N. Y. 1948); M. Witmark & Sons v. Jensen, 80 F. Supp. 843 (D.C.Minn.1948), appeal dismissed sub nom. M. Witmark & Sons v. Berger Amusement Co., 177 F. 2d 515 (CA8 1949).


(18)
  See United States v. ASCAP (S. D. N. Y. 1950).


(19)
  BMI is in a similar situation. The original decree against BMI is reported as United States v. BMI (E. D. Wis. 1941). A new consent judgment was entered in 1966 following a monopolization complaint filed in 1964. United States v. BMI (S. D. N. Y.). The ASCAP and BMI decrees do vary in some respects. The BMI decree does not specify that BMI may only obtain nonexclusive rights from its affiliates or that the District Court may set the fee if the parties are unable to agree. Nonetheless, the parties stipulated, and the courts below accepted, that "CBS could secure direct licenses from BMI affiliates with the same ease or difficulty, as the case may be, as from ASCAP members." 400 F. Supp., at 745.


(20)
  See United States v. ASCAP (Application of Shenandoah Valley Broadcasting, Inc.), 208 F. Supp. 896 (S. D. N. Y. 1962), aff'd, 331 F. 2d 117 (CA2), cert. denied, 377 U. S. 997, 84 S. Ct. 1917, 12 L. Ed. 2d 1048 (1964); United States v. ASCAP (Application of National Broadcasting Co.) (S. D. N. Y. 1970). See also United States v. ASCAP (Motion of Metromedia, Inc.), 341 F. 2d 1003 (CA2 1965).


(21)
  National Broadcasting Co. did, in 1971, request an annual blanket license for 2,217 specific ASCAP compositions most frequently used on its variety shows. It intended to acquire the remaining rights to background and theme music through direct transactions by it and its program packagers. See United States v. ASCAP (Application of National Broadcasting Co.), supra.


(22)
  Cf. Continental T. V., Inc. v. GTE Sylvania Inc., 433 U. S., at 50 n. 16, 97 S. Ct., at 2558 n. 16. Moreover, unthinking application of the per se rule might upset the balancing of economic power and of procompetitive and anticompetitive effect presumably worked out in the decree.


(23)
  See cases cited n. 4, p. 36, supra. Those cases involved licenses sold to individual movie theaters to "perform" compositions already on the motion pictures' soundtracks. ASCAP had barred its members from assigning performing rights to movie producers at the same time recording rights were licensed, and the theaters were effectively unable to engage in direct transactions for performing rights with individual copyright owners.


(24)
  Certain individual television and radio stations, appearing here as amici curiae, argue that the per se rule should extend to ASCAP's blanket licenses with them as well. The television stations have filed an antitrust suit to that effect. Buffalo Broadcasting Co. v. ASCAP, 78 Civ. 5670 (SDNY, filed Nov. 27, 1978).


(25)
  See n. 4, p. 33, supra. The Court of Appeals would apparently not outlaw the blanket license across the board but would permit it in various circumstances where it is deemed necessary or sufficiently desirable. It did not even enjoin blanket licensing with the television networks, the relief it realized would normally follow a finding of per se illegality of the license in that context. Instead, as requested by CBS, it remanded to the District Court to require ASCAP to offer in addition to blanket licensing some competitive form of per-use licensing. But per-use licensing by ASCAP, as recognized in the consent decrees, might be even more susceptible to the per se rule than blanket licensing.

The rationale for this unusual relief in a per se case was that "[t]he blanket license is not simply a 'naked restraint' ineluctably doomed to extinction." 562 F. 2d, at 140. To the contrary, the Court of Appeals found that the blanket license might well "serve a market need" for some. Ibid. This, it seems to us, is not the per se approach, which does not yield so readily to circumstances, but in effect is a rather bobtailed application of the rule of reason, bobtailed in the sense that it is unaccompanied by the necessary analysis demonstrating why the particular licensing system is an undue competitive restraint.


(26)
  Surely, if ASCAP abandoned the issuance of all licenses and confined its activities to policing the market and suing infringers, it could hardly be said that member copyright owners would be in violation of the antitrust laws by not having a common agent issue per-use licenses. Under the copyright laws, those who publicly perform copyrighted music have the burden of obtaining prior consent. Cf. Zenith Radio Corp. v. Hazeltine Research, Inc., 395 U. S., at 139-140, 89 S. Ct., at 1585-1586.


(27)
  In its complaint, CBS alleged that it would be "wholly impracticable" for it to obtain individual licenses directly from the composers and publishing houses, but it now says that it would be willing to do exactly that if ASCAP were enjoined from granting blanket licenses to CBS or its competitors in the network television business.


(28)
  Cf. Silver v. New York Stock Exchange, 373 U. S. 341, 83 S. Ct. 1246, 10 L. Ed. 2d 389 (1963).

Because a musical composition can be "consumed" by many different people at the same time and without the creator's knowledge, the "owner" has no real way to demand reimbursement for the use of his property except through the copyright laws and an effective way to enforce those legal rights. See Twentieth Century Music Corp. v. Aiken, 422 U. S. 151, 162, 95 S. Ct. 2040, 2047, 45 L. Ed. 2d 84 (1975). It takes an organization of rather large size to monitor most or all uses and to deal with users on behalf of the composers. Moreover, it is inefficient to have too many such organizations duplicating each other's monitoring of use.


(29)
  The scrutiny occasionally required must not merely subsume the burdensome analysis required under the rule of reason, see National Society of Professional Engineers v. United States, 435 U. S. 679, 690-692, 98 S. Ct. 1355, 1364-1366, 55 L. Ed. 2d 637 (1978), or else we should apply the rule of reason from the start. That is why the per se rule is not employed until after considerable experience with the type of challenged restraint.


(30)
  And of course changes brought about by new technology or new marketing techniques might also undercut the justification for the practice.


(31)
  The District Court found that CBS would require between 4,000 and 8,000 individual license transactions per year. 400 F. Supp., at 762.


(32)
  To operate its system for distributing the license revenues to its members, ASCAP relies primarily on the networks' records of which compositions are used.


(33)
  See Timberg, The Antitrust Aspects of Merchandising Modern Music: The ASCAP Consent Judgment of 1950, 19 Law & Contemp. Prob. 294, 297 (1954) ("The disk-jockey's itchy fingers and the bandleader's restive baton, it is said, cannot wait for contracts to be drawn with ASCAP's individual publisher members, much less for the formal acquiescence of a characteristically unavailable composer or author"). Significantly, ASCAP deals only with nondramatic performance rights. Because of their nature, dramatic rights, such as for musicals, can be negotiated individually and well in advance of the time of performance. The same is true of various other rights, such as sheet music, recording, and synchronization, which are licensed on an individual basis.


(34)
  Cf. United States v. Grinnell Corp., 384 U. S. 563, 572-573, 86 S. Ct. 1698, 1704-1705, 16 L. Ed. 2d 778 (1966); United States v. Philadelphia Nat. Bank, 374 U. S. 321, 356-357, 83 S. Ct. 1715, 1737-1738, 10 L. Ed. 2d 915 (1963).


(35)
  Comment, Music Copyright Associations and the Antitrust Laws, 25 Ind. L. J. 168, 170 (1950). See also Garner, United States v. ASCAP: The Licensing Provisions of the Amended Final Judgment of 1950, 23 Bull. Copyright Soc. 119, 149 (1975) ("no performing rights are licensed on other than a blanket basis in any nation in the world").


(36)
  Moreover, because of the nature of the product—a composition can be simultaneously "consumed" by many users—composers have numerous markets and numerous incentives to produce, so the blanket license is unlikely to cause decreased output, one of the normal undesirable effects of a cartel. And since popular songs get an increased share of ASCAP's revenue distributions, composers compete even within the blanket license in terms of productivity and consumer satisfaction.


(37)
  Cf. United States v. Socony-Vacuum Oil Co., 310 U. S., at 217, 60 S. Ct., at 841 (distinguishing Chicago Bd. of Trade v. United States, 246 U. S. 231, 38 S. Ct. 242, 62 L. Ed. 683 (1918), on the ground that among the effects of the challenged rule there "was the creation of a public market"); United States v. Trenton Potteries Co., 273 U. S., at 401, 47 S. Ct., at 381 (distinguishing Chicago Bd. of Trade on the ground that it did not involve "a price agreement among competitors in an open market").


(38)
  "CBS does not claim that the individual members and affiliates ('sellers') of ASCAP and BMI have agreed among themselves as to the prices to be charged for the particular 'products' (compositions) offered by each of them." 400 F. Supp., at 748.


(39)
  It is argued that the judgment of the Court of Appeals should nevertheless be affirmed on the ground that the blanket license is a tying arrangement in violation of §1 of the Sherman Act or on the ground that ASCAP and BMI have monopolized the relevant market contrary to §2. The District Court and the Court of Appeals rejected both submissions, and we do not disturb the latter's judgment in these respects, particularly since CBS did not file its own petition for certiorari challenging the Court of Appeals' failure to sustain its tying and monopolization claims.


(40)
  The Court of Appeals did not address the rule-of-reason issue, and BMI insists that CBS did not preserve the question in that court. In any event, if the issue is open in the Court of Appeals, we prefer that that court first address the matter. Because of the United States' interest in the enforcement of the consent decree, we assume it will continue to play a role in this litigation on remand.


(41)
  See United States v. New York Telephone Co., 434 U. S. 159, 166 n. 8, 98 S. Ct. 364, 369 n. 8, 54 L. Ed. 2d 376; Dayton Board of Education v. Brinkman, 433 U. S. 406, 419, 97 S. Ct. 2766, 2775, 53 L. Ed. 2d 851; Massachusetts Mutual Life Ins. Co. v. Ludwig, 426 U. S. 479, 480-481, 96 S. Ct. 2158, 2159, 48 L. Ed. 2d 784; United States v. American Railway Express Co., 265 U. S. 425, 435, 44 S. Ct. 560, 563, 68 L. Ed. 1087.


(42)
  562 F. 2d 130, 140-141 (CA2 1977).


(43)
  See ante, at 1561 n. 27 (describing relief ordered by Court of Appeals as "unusual" for a per se case, and suggesting that that court's decision appears more consistent with a rule-of-reason approach).


(44)
  That the rule-of-reason issues have been raised and preserved throughout seems to me clear. See 562 F. 2d, at 134. ("CBS contends that the blanket licensing method is not only an illegal tie-in or blockbooking which in practical terms is coercive in effect, but is also an illegal price-fixing device, a per se violation…"); id., at 141 n. 29. ("As noted, CBS also claims violation of §2 of the Sherman Act. We need not go into the legal arguments on this point because they are grounded on its factual claim that there are barriers to direct licensing and 'bypass' of the ASCAP blanket license. The District Court, as noted rejected this contention and its findings are not clearly erroneous. The §2 claim must therefore fail at this time and on this record"); Brief for Respondents 41.


(45)
  400 F. Supp. 737, 753 (S. D. N. Y. 1975).


(46)
  ASCAP responded in a letter from its general counsel, stating that it would consider the request at its next board of directors meeting, and that it regarded it as an application for a license consistent with the decree. The letter from BMI's president stated: "The BMI Consent Decree provides for several alternative licenses and we are ready to explore any of these with you." Id., at 753-754.


(47)
  See ante, at 1558, and n. 21.


(48)
  The 1941 decree requires ASCAP to offer per-program licenses as an alternative to the blanket license. Analytically, however, there is little difference between the two. A per-program license also covers the entire ASCAP repertoire; it is therefore simply a miniblanket license. As is true of a long-term blanket license, the fees set are in no way dependent on the quantity or quality of the music used. See infra, at 1568-1569, infra.


(49)
  See United States v. ASCAP (Application of National Broadcasting Co.) (S. D. N. Y. 1970).


(50)
  See United States v. ASCAP (Application of Shenandoah Valley Broadcasting, Inc.), 208 F. Supp. 896 (S. D. N. Y. 1962), aff'd, 331 F. 2d 117 (CA2 1964), cert. denied, 377 U. S. 997, 84 S. Ct. 1917, 12 L. Ed. 2d 1048.


(51)
  Mercoid Corp. v. Mid-Continent Investment Co., 320 U. S. 661, 64 S. Ct. 268, 88 L. Ed. 376; Ethyl Gasoline Corp. v. United States, 309 U. S. 436, 60 S. Ct. 618, 84 L. Ed. 852; International Business Machines Corp. v. United States, 298 U. S. 131, 56 S. Ct. 701, 80 L. Ed. 1085; United Shoe Machinery Corp. v. United States, 258 U. S. 451, 42 S. Ct. 363, 66 L. Ed. 708.


(52)
  Indeed, the leading cases condemning the practice of "blockbooking" involved copyrighted motion pictures, rather than patents. See United States v. Paramount Pictures, 334 U. S. 131, 68 S. Ct. 915, 92 L. Ed. 1260; United States v. Loew's Inc., 371 U. S. 38, 83 S. Ct. 97, 9 L. Ed. 2d 11.


(53)
  See Tampa Electric Co. v. Nashville Coal Co., 365 U. S. 320, 334, 81 S. Ct. 623, 631, 5 L. Ed. 2d 580 (upholding requirements contract on the ground that "[t]here is here neither a seller with a dominant position in the market as in Standard Fashion [Co. v. Magrane-Houston Co., 258 U. S. 346, 42 S. Ct. 360, 66 L. Ed. 653]; nor myriad outlets with substantial sales volume, coupled with an industry-wide practice of relying upon exclusive contracts, as in Standard Oil [Co. v. United States, 337 U. S. 293, 69 S. Ct. 1051, 93 L. Ed. 1371]; nor a plainly restrictive tying arrangement as in International Salt [Co. v. United States, 332 U. S. 392, 68 S. Ct. 12, 92 L. Ed. 2d 20]"); Times-Picayune Publishing Co. v. United States, 345 U. S. 594, 610-612, 73 S. Ct. 872, 881-882, 97 L. Ed. 1277 (upholding challenged advertising practice because, while the volume of commerce affected was not "'insignificant or insubstantial,'" seller was found not to occupy a "dominant position" in the relevant market). While our cases make clear that a violation of the Sherman Act requires both that the volume of commerce affected be substantial and that the seller enjoy a dominant position, see id., at 608-609, 73 S. Ct., at 880-881, proof of actual compulsion has not been required, but cf. Royster Drive-In Theatres, Inc. v. American Broadcasting-Paramount Theatres, Inc., 268 F. 2d 246, 251 (CA2 1959), cert. denied, 361 U. S. 885, 80 S. Ct. 156, 4 L. Ed. 2d 121; Milwaukee Towne Corp. v. Loew's, Inc., 190 F. 2d 561 (CA7 1951), cert. denied, 342 U. S. 909, 72 S. Ct. 303, 96 L. Ed. 680. The critical question is one of the likely practical effect of the arrangement: whether the "court believes it probable that performance of the contract will foreclose competition in a substantial share of the line of commerce affected." Tampa Electric Co. v. Nashville Coal Co., supra, 365 U. S., at 327, 81 S. Ct., at 628.


(54)
  As in the majority opinion, my references to ASCAP generally encompass BMI as well.


(55)
  See Cirace, CBS v. ASCAP: An Economic Analysis of A Political Problem, 47 Ford. L. Rev. 277, 286 (1978) ("the all-or-nothing bargain allows the monopolist to reap the benefits of perfect price discrimination without confronting the problems posed by dealing with different buyers on different terms").


(56)
  For many years prior to the commencement of this action, the BMI blanket-license fee amounted to 1.09% of net receipts from sponsors after certain specified deductions. 400 F. Supp., at 743. The fee for access to ASCAP's larger repertoire was set at 2.5% of net receipts; in recent years, however, CBS has paid a flat negotiated fee, rather than a percentage, to ASCAP. 23 Jt. App. in CA2 No. 75-7600, pp. E1051-E1052, E1135.


(57)
  See Cirace, supra, at 288:

"This history indicates that, from its inception, ASCAP exhibited a tendency to discriminate in price. A license fee based upon a percentage of gross revenue is discriminatory in that it grants the same number of rights to different licensees for different total dollar amounts, depending upon their ability to pay. The effectiveness of price discrimination is significantly enhanced by the all-or-nothing blanket license."


(58)
  Under the ASCAP consent decree, on receipt of an application, ASCAP is required to "advise the applicant in writing of the fee which it deems reasonable for the license requested." If the parties are unable to agree on the fee within 60 days of the application, the applicant may apply to the United States District Court for the Southern District of New York for the determination of a "reasonable fee." The BMI decree contains no similar provision for judicial determination of a reasonable fee.


(59)
  ASCAP's economic expert, Robert Nathan, was unequivocal on this point:

"Q. Is there price competition under this system between separate musical compositions?"

"A. No sir." Tr. 3983.


(60)
  In determining royalties ASCAP distinguishes between feature, theme, and background uses of music. The 1950 amended decree requires ASCAP to distribute royalties on "a basis which gives primary consideration to the performance of the compositions." The 1960 decree provided for the additional option of receiving royalties under a deferred plan which provides additional compensation based on length of membership and the recognized status of the individual's works.


(61)
  The "synch" right is the right to record a copyrighted song in synchronization with the film or videotape, and is obtained separately from the right to perform the music. It is the latter which is controlled by ASCAP and BMI. See CBS, Inc. v. ASCAP, 400 F. Supp., at 743.


(62)
  See Alden-Rochelle, Inc. v. ASCAP, 80 F. Supp. 888 (S. D. N. Y. 1948).


(63)
  See 400 F. Supp., at 759-763; 5 Jt. App. in CA2 No. 75-7600, pp. 775-777 (testimony of Albert Berman, managing director of the Harry Fox Agency, Inc.). Television synch rights and movie performance and synch rights are handled by the Fox Agency, which serves as the broker for thousands of music publishers.


(64)
  See 400 F. Supp., at 767-771.


(65)
  See Perma Life Mufflers, Inc. v. International Parts Corp., 392 U. S. 134, 138-140, 88 S. Ct. 1981, 1984-1985, 20 L. Ed. 2d 982; Simpson v. Union Oil Co., 377 U. S. 13, 16-17, 84 S. Ct. 1051, 1054-1055, 12 L. Ed. 2d 98; Kiefer-Stewart Co. v. Joseph E. Seagram & Sons, Inc., 340 U. S. 211, 214, 71 S. Ct. 259, 261, 95 L. Ed. 219.


(66)
  See National Society of Professional Engineers v. United States, 435 U. S. 679, 689-690, 98 S. Ct. 1355, 1364, 55 L. Ed. 2d 637.


(67)
  See 400 F. Supp., at 762-765.


(68)
  For an individual user, the transaction costs involved in direct dealing with individual copyright holders may well be prohibitively high, at least in the absence of any broker or agency routinely handling such requests. Moreover, the District Court found that writers and publishers support and prefer the ASCAP system to direct dealing. Id., at 767. While their apprehension at direct dealing with CBS could be overcome, the District Court found, by CBS's market power and the importance of television exposure, a similar conclusion is far less likely with respect to other users.


(69)
  The risks involved in such a venture appear to be substantial. One significant risk, which may be traced directly to ASCAP and its members, relates to music "in the can"—music which has been performed on shows and movies already in the network's inventory, but for which the network must still secure performing rights. The networks accumulate substantial inventories of shows "in the can." And, as the Government has pointed out as amicus curiae:

"If they [the networks and television stations] were to discontinue the blanket license, they then would be required to obtain performance rights for these already-produced shows. This attempt would create an opportunity for the copyright owners, as a condition of granting performing rights, to attempt to obtain the entire value of the shows 'in the can.' It would produce, in other words, a case of bilateral monopoly. Because pricing is indeterminate in a bilateral monopoly, television networks would not terminate their blanket licenses until they had concluded an agreement with every owner of copyrighted music 'in the can' to allow future performance for an identified price; the networks then would determine whether that price was sufficiently low that termination of the blanket license would be profitable. But the prospect of such negotiations offers the copyrights owners an ability to misuse their rights in a way that ensures the continuation of blanket licensing despite a change in market conditions that may make other forms of licensing preferable." Brief for United States as Amicus Curiae 24-25.

This analysis is in no sense inconsistent with the findings of the District Court. The District Court did reject CBS's coercion argument as to music "in the can." But as the Government again points out, the District Court's findings were addressed essentially to a tie-in claim; "the court did not consider the possibility that the copyright owners' self-interested, non-coercive demands for compensation might nevertheless make the cost of CBS' dropping the blanket license sufficiently high that ASCAP and BMI could take this 'termination penalty' into account in setting fees for the blanket license." Id., at 25 n. 23.


Unit 3　Parallel Importation


 Quality King Distributors Inc. v. L'anza Research International Inc.

45 U. S. P. Q. 2d 1961, 523 U. S. 135 (Cite as: 45 U. S. P. Q. 2d 1961)

 

International issues—Importation provisions (Section 220.13)

Copyright Act's Section 602 (a), which gives copyright holder right to prohibit unauthorized importation of copies of copyrighted work, is limited by "first sale" doctrine endorsed in Section 109 (a), since Section 602 (a) states that such importation is infringement of copyright holder's exclusive right to distribute copies under Section 106, since Section 106 expressly states that all exclusive rights granted by that section, including right to distribute copies, are limited by provisions of Sections 107 through 120, and since first sale doctrine of Section 109 therefore limits copyright holder's exclusive right to distribute copies, such that right to prohibit distribution of copies does not encompass resales by lawful owners of copyrighted works.

Syllabus by the Court

Respondent L'anza, a California manufacturer, sells its hair care products in this country exclusively to distributors who have agreed to resell within limited geographic areas and only to authorised retailers. L'anza promotes its domestic sales with extensive advertising and special retailer training. In foreign markets, however, it does not engage in comparable advertising or promotion; its foreign prices are substantially lower than its domestic prices. It appears that after L'anza's United Kingdom distributor arranged for the sale of several tons of L'anza products, affixed with copyrighted labels, to a distributor in Malta, that distributor sold the goods to petitioner, which imported them back into this country without L'anza's permission and then resold them at discounted prices to unauthorized retailers. L'anza filed suit, alleging that petitioner's actions violated L'anza's exclusive rights under the Copyright Act of 1976 (Act), 17 U. S. C. Sections 106, 501, and 602, to reproduce and distribute the copyrighted material in the United States. The District Court rejected petitioner's "first sale" defense under Section 109 (a) and entered summary judgment for L'anza. Concluding that Section 602 (a), which gives copyright owners the right to prohibit the unauthorized importation of copies, would be "meaningless" if Section 109 (a) provided a defense, the Ninth Circuit affirmed.

Held: The first sale doctrine endorsed in Section 109 (a) is applicable to imported copies.

(a) In Bobbs-Merrill Co. v. Straus, 210 U. S. 339, 349-350, this Court held that the exclusive right to "vend" under the copyright statute then in force applied only to the first sale of a copyrighted work. Congress subsequently codified Bobbs-Merrill's first sale doctrine in the Act. Section 106 (3) gives the copyright holder the exclusive right "to distribute copies…by sale or other transfer of ownership," but Section 109 (a) provides: "Notwithstanding… [Section] 106 (3), the owner of a particular copy…lawfully made under this title, …is entitled, without the authority of the copyright owner, to sell or otherwise dispose of the possession of that copy…." Although the first sale doctrine prevents L'anza from treating unauthorized resales by its domestic distributors as an infringement of the exclusive right to distribute, L'anza claims that Section 602 (a), properly construed, prohibits its foreign distributors from reselling its products to American vendors unable to buy from its domestic distributors.

(b) The statutory language clearly demonstrates that the right granted by Section 602 (a) is subject to Section 109 (a). Significantly, Section 602 (a) does not categorically prohibit the unauthorized importation of copyrighted materials, but provides that, with three exceptions, such "[i]mportation…is an infringement of the exclusive right to distribute…under [Section] 106…." Section 106 in turn expressly states that all of the exclusive rights therein granted—including the distribution right granted by subsection (3)—are limited by Sections 107 through 120. One of those limitations is provided by Section 109 (a), which expressly permits the owner of a lawfully made copy to sell that copy "[n]otwithstanding the provisions of [Section] 106 (3)." After the first sale of a copyrighted item "lawfully made under this title," any subsequent purchaser, whether from a domestic or a foreign reseller, is obviously an "owner" of that item. Read literally, Section 109 (a) unambiguously states that such an owner "is entitled, without the authority of the copyright owner, to sell" that item. Moreover, since Section 602 (a) merely provides that unauthorized importation is an infringement of an exclusive right "under [Section] 106," and since that limited right does not encompass resales by lawful owners, Section 602 (a)'s literal text is simply inapplicable to both domestic and foreign owners of L'anza's products who decide to import and resell them here.

(c) The Court rejects L'anza's argument that Section 602 (a), and particularly its exceptions, are superfluous if limited by the first sale doctrine. The short answer is that this argument does not adequately explain why the words "under [Section] 106" appear in Section 602 (a). Moreover, there are several flaws in L'anza's reasoning that, because Section 602 (b) already prohibits the importation of unauthorized or "piratical" copies, Section 602 (a) must cover nonpiratical ("lawfully made") copies sold by the copyright owner. First, even if Section 602 (a) applied only to piratical copies, it at least would provide a private remedy against the importer, whereas Section 602 (b)'s enforcement is vested in the Customs Service. Second, because Section 109 (a)'s protection is available only to the "owner" of a lawfully made copy, the first sale doctrine would not provide a defense to a Section 602 (a) action against a non-owner such as a bailee. Third, Section 602 (a) applies to a category of copies that are neither piratical nor "lawfully made under this title": those that are "lawfully made" under another country's law.

(d) Also rejected is L'anza's argument that because Section 501 (a) defines an "infringer" as one "who violates…[Section] 106…, or who imports…in violation of [Section] 602," a violation of the latter type is distinct from one of the former, and thus not subject to Section 109 (a). This argument's force is outweighed by other statutory considerations, including the fact that Section 602 (a) unambiguously states that the prohibited importation is an infringement "under [Section] 106," thereby identifying Section 602 violations as a species of Section 106 violations. More important is the fact that the Section 106 rights are subject to all of the provisions of "[Sections] 107 through 120." If Section 602 (a) functioned independently, none of those sections would limit its coverage.

(e) The Court finds unpersuasive the Solicitor General's argument that "importation" describes an act that is not protected by Section 109 (a)'s authorization to a subsequent owner "to sell or otherwise dispose of the possession of" a copy. An ordinary interpretation of that language includes the right to ship the copy to another person in another country. More important, the Solicitor General's cramped reading is at odds with Section 109 (a)'s necessarily broad reach. The whole point of the first sale doctrine is that once the copyright owner places a copyrighted item in the stream of commerce by selling it, he has exhausted his exclusive statutory right to control its distribution. There is no reason to assume that Congress intended Section 109 (a) to limit the doctrine's scope.

(f) The wisdom of protecting domestic copyright owners from the unauthorized importation of validly copyrighted copies of their works, and the fact that the Executive Branch has recently entered into at least five international trade agreements apparently intended to do just that, are irrelevant to a proper interpretation of the Act.

98 F. 3d 1109 [40 USPQ2d 1385], reversed.

 

1. Section 106 (3) of the Copyright Act of 1976 (Act), 17 U. S. C. Section 106 (3), gives the owner of a copyright the exclusive right to distribute copies of a copyrighted work. That exclusive right is expressly limited, however, by the provisions of Sections 107 through 120. Section 602 (a) gives the copyright owner the right to prohibit the unauthorized importation of copies. The question presented by this case is whether the right granted by Section 602 (a) is also limited by Sections 107 through 120. More narrowly, the question is whether the "first sale" doctrine endorsed in Section 109 (a) is applicable to imported copies.

Ⅰ

2. Respondent, L'anza Research International, Inc. (L'anza), is a California corporation engaged in the business of manufacturing and selling shampoos, conditioners, and other hair care products. L'anza has copyrighted the labels that are affixed to those products. In the United States, L'anza sells exclusively to domestic distributors who have agreed to resell within limited geographic areas and then only to authorized retailers such as barber shops, beauty salons, and professional hair care colleges. L'anza has found that the American "public is generally unwilling to pay the price charged for high quality products, such as L'anza's products, when they are sold along with the less expensive lower quality products that are generally carried by supermarkets and drug stores." App. 54 (declaration of Robert Hall). L'anza promotes the domestic sales of its products with extensive advertising in various trade magazines and at point of sale, and by providing special training to authorized retailers.

3. L'anza also sells its products in foreign markets. In those markets, however, it does not engage in comparable advertising or promotion; its prices to foreign distributors are 35% to 40% lower than the prices charged to domestic distributors. In 1992 and 1993, L'anza's distributor in the United Kingdom arranged the sale of three shipments to a distributor in Malta; each shipment contained several tons of L'anza products with copyrighted labels affixed. The record does not establish whether the initial purchaser was the distributor in the United Kingdom or the distributor in Malta, or whether title passed when the goods were delivered to the carrier or when they arrived at their destination, but it is undisputed that the goods were manufactured by L'anza and first sold by L'anza to a foreign purchaser.

4. It is also undisputed that the goods found their way back to the United States without the permission of L'anza and were sold in California by unauthorized retailers who had purchased them at discounted prices from Quality King Distributors, Inc. (petitioner). There is some uncertainty about the identity of the actual importer, but for the purpose of our decision we assume that petitioner bought all three shipments from the Malta distributor, imported them, and then resold them to retailers who were not in L'anza's authorized chain of distribution.

5. After determining the source of the unauthorized sales, L'anza brought suit against petitioner and several other defendants.
(1)

 The complaint alleged that the importation and subsequent distribution of those products bearing copyrighted labels violated L'anza's "exclusive rights under 17 U. S. C. Sections 106, 501 and 602 to reproduce and distribute the copyrighted material in the United States." App. 32. The District Court rejected petitioner's defense based on the "first sale" doctrine recognized by Section 109 and entered summary judgment in favor of L'anza. Based largely on its conclusion that Section 602 would be "meaningless" if Section 109 provided a defense in a case of this kind, the Court of Appeals affirmed. 98 F. 3d 1109, 1114 [40 USPQ2d 1385] (CA9 1996). Because its decision created a conflict with the Third Circuit, see Sebastian Int'l, Inc. v. Consumer Contacts (PTY) Ltd., 847 F. 2d 1093 [7 USPQ2d 1077 (1988), we granted the petition for certiorari].

Ⅱ

6. This is an unusual copyright case because L'anza does not claim that anyone has made unauthorized copies of its copyrighted labels. Instead, L'anza is primarily interested in protecting the integrity of its method of marketing the products to which the labels are affixed. Although the labels themselves have only a limited creative component, our interpretation of the relevant statutory provisions would apply equally to a case involving more familiar copyrighted materials such as sound recordings or books. Indeed, we first endorsed the first sale doctrine in a case involving a claim by a publisher that the resale of its books at discounted prices infringed its copyright on the books. Bobbs-Merrill Co. v. Straus, 210 U. S. 339 (1908).
(2)



7. In that case, the publisher, Bobbs-Merrill, had inserted a notice in its books that any retail sale at a price under ＄1.00 would constitute an infringement of its copyright. The defendants, who owned Macy's department store, disregarded the notice and sold the books at a lower price without Bobbs-Merrill's consent. We held that the exclusive statutory right to "vend"
(3)

 applied only to the first sale of the copyrighted work:

8. "What does the statute mean in granting 'the sole right of vending the same'?" Was it intended to create a right which would permit the holder of the copyright to fasten, by notice in a book or upon one of the articles mentioned within the statute, a restriction upon the subsequent alienation of the subject-matter of copyright after the owner had parted with the title to one who had acquired full dominion over it and had given a satisfactory price for it? It is not denied that one who has sold a copyrighted article, without restriction, has parted with all right to control the sale of it. The purchaser of a book, once sold by authority of the owner of the copyright, may sell it again, although he could not publish a new edition of it.

9. "In this case the stipulated facts show that the books sold by the appellant were sold at wholesale, and purchased by those who made no agreement as to the control of future sales of the book, and took upon themselves no obligation to enforce the notice printed in the book, undertaking to restrict retail sales to a price of one dollar per copy." Id., at 349-350.

10. The statute in force when Bobbs-Merrill was decided provided that the copyright owner had the exclusive right to "vend" the copyrighted work. Congress subsequently codified our holding in Bobbs-Merrill that the exclusive right to "vend" was limited to first sales of the work.
(4)

 Under the 1976 Act, the comparable exclusive right granted in 17 U. S. C. Section 106 (3) is the right "to distribute copies…by sale or other transfer of ownership."
(5)

 The comparable limitation on that right is provided not by judicial interpretation, but by an express statutory provision. Section 109 (a) provides:

11. "Notwithstanding the provisions of section 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…."
(6)



12. The Bobbs-Merrill opinion emphasized the critical distinction between statutory rights and contract rights.
(7)

 In this case, L'anza relies on the terms of its contracts with its domestic distributors to limit their sales to authorized retail outlets. Because the basic holding in Bobbs-Merrill is now codified in Section 109 (a) of the Act, and because those domestic distributors are owners of the products that they purchased from L'anza (the labels of which were "lawfully made under this title"), L'anza does not, and could not, claim that the statute would enable L'anza to treat unauthorized resales by its domestic distributors as an infringement of its exclusive right to distribute copies of its labels. L'anza does claim, however, that contractual provisions are inadequate to protect it from the actions of foreign distributors who may resell L'anza's products to American vendors unable to buy from L'anza's domestic distributors, and that Section 602 (a) of the Act, properly construed, prohibits such unauthorized competition. To evaluate that submission, we must, of course, consider the text of Section 602 (a).

Ⅲ

13. The most relevant portion of Section 602 (a) provides:

14. "Importation into the United States, without the authority of the owner of copyright under this title, of copies or phonorecords of a work that have been acquired outside the United States is an infringement of the exclusive right to distribute copies or phonorecords under section 106, actionable under section 501…."
(8)



15. It is significant that this provision does not categorically prohibit the unauthorized importation of copyrighted materials. Instead, it provides that such importation is an infringement of the exclusive right to distribute copies "under section 106." Like the exclusive right to "vend" that was construed in Bobbs-Merrill, the exclusive right to distribute is a limited right. The introductory language in Section 106 expressly states that all of the exclusive rights granted by that section—including, of course, the distribution right granted by subsection (3)—are limited by the provisions of Sections 107 through 120. One of those limitations, as we have noted, is provided by the terms of Section 109 (a), which expressly permit the owner of a lawfully made copy to sell that copy "[n]otwithstanding the provisions of section 106 (3)."

16. [1] After the first sale of a copyrighted item "lawfully made under this title," any subsequent purchaser, whether from a domestic or from a foreign reseller, is obviously an "owner" of that item. Read literally, Section 109 (a) unambiguously states that such an owner "is entitled, without the authority of the copyright owner, to sell" that item. Moreover, since Section 602 (a) merely provides that unauthorized importation is an infringement of an exclusive right "under section 106," and since that limited right does not encompass resales by lawful owners, the literal text of Section 602 (a) is simply inapplicable to both domestic and foreign owners of L'anza's products who decide to import them and resell them in the United States.
(9)



17. Notwithstanding the clarity of the text of Sections 106 (3), 109 (a), and 602 (a), L'anza argues that the language of the Act supports a construction of the right granted by Section 602 (a) as "distinct from the right under Section 106 (3) standing alone," and thus not subject to Section 109 (a). Brief for Respondent 15. Otherwise, L'anza argues, both the Section 602 (a) right itself and its exceptions would be superfluous. Moreover, supported by various amici curiae, including the Solicitor General of the United States, L'anza contends that its construction is supported by important policy considerations. We consider these arguments separately.

Ⅳ

18. L'anza advances two primary arguments based on the text of the Act: (1) that Section 602 (a), and particularly its three exceptions, are superfluous if limited by the first sale doctrine; and (2) that the text of Section 501 defining an "infringer" refers separately to violations of Section 106, on the one hand, and to imports in violation of Section 602. The short answer to both of these arguments is that neither adequately explains why the words "under section 106" appear in Section 602 (a). The Solicitor General makes an additional textual argument: he contends that the word "importation" in Section 602 (a) describes an act that is not protected by the language in Section 109 (a) authorizing a subsequent owner "to sell or otherwise dispose of the possession of" a copy. Each of these arguments merits separate comment.

 

The Coverage of Section 602 (a)

 

19. Prior to the enactment of Section 602 (a), the Act already prohibited the importation of "piratical," or unauthorized, copies.
(10)

 Moreover, that earlier prohibition is retained in Section 602 (b) of the present act.
(11)

 L'anza therefore argues (as do the Solicitor General and other amici curiae) that Section 602 (a) is superfluous unless it covers non-piratical ("lawfully made") copies sold by the copyright owner, because importation nearly always implies a first sale. There are several flaws in this argument.

20. First, even if Section 602 (a) did apply only to piratical copies, it at least would provide the copyright holder with a private remedy against the importer, whereas the enforcement of Section 602 (b) is vested in the Customs Service. Second, because the protection afforded by Section 109 (a) is available only to the "owner" of a lawfully made copy (or someone authorized by the owner), the first sale doctrine would not provide a defense to a Section 602 (a) action against any nonowner such as a bailee, a licensee, a consignee, or one whose possession of the copy was unlawful.
(12)

 Third, Section 602 (a) applies to a category of copies that are neither piratical nor "lawfully made under this title." That category encompasses copies that were "lawfully made" not under the United States Copyright Act, but instead, under the law of some other country.

21. The category of copies produced lawfully under a foreign copyright was expressly identified in the deliberations that led to the enactment of the 1976 Act. We mention one example of such a comment in 1961 simply to demonstrate that the category is not a merely hypothetical one. In a report to Congress, the Register of Copyrights stated, in part:

22. "When arrangements are made for both a U. S. edition and a foreign edition of the same work, the publishers frequently agree to divide the international markets. The foreign publisher agrees not to sell his edition in the United States, and the U. S. publisher agrees not to sell his edition in certain foreign countries. It has been suggested that the import ban on piratical copies should be extended to bar the importation of the foreign edition in contravention of such an agreement." Copyright Law Revision: Report of the Register of Copyrights on the General Revision of the U. S. Copyright Law, 87th Cong., 1st Sess., 125-126 (H.R. Judiciary Comm. Print 1961).

23. Even in the absence of a market allocation agreement between, for example, a publisher of the U. S. edition and a publisher of the British edition of the same work, each such publisher could make lawful copies. If the author of the work gave the exclusive U. S. distribution rights—enforceable under the Act—to the publisher of the U. S. edition and the exclusive British distribution rights to the publisher of the British edition,
(13)

 however, presumably only those made by the publisher of the U. S. edition would be "lawfully made under this title" within the meaning of Section 109 (a). The first sale doctrine would not provide the publisher of the British edition who decided to sell in the American market with a defense to an action under Section 602 (a) (or, for that matter, to an action under Section 106 (3), if there was a distribution of the copies).

24. The argument that the statutory exceptions to Section 602 (a) are superfluous if the first sale doctrine is applicable rests on the assumption that the coverage of that section is coextensive with the coverage of Section 109 (a). But since it is, in fact, broader because it encompasses copies that are not subject to the first sale doctrine—e.g., copies that are lawfully made under the law of another country—the exceptions do protect the traveler who may have made an isolated purchase of a copy of a work that could not be imported in bulk for purposes of resale. As we read the Act, although both the first sale doctrine embodied in Section 109 (a) and the exceptions in Section 602 (a) may be applicable in some situations, the former does not subsume the latter; those provisions retain significant independent meaning.

25. Section 501's Separate References to Sections 106 and 602. The text of Section 501 does lend support to L'anza's submission. In relevant part, it provides:

26. " (a) Anyone who violates any of the exclusive rights of the copyright owner as provided by sections 106 through 118 or of the author as provided in section 106A (a), or who imports copies or phonorecords into the United States in violation of section 602, is an infringer of the copyright or right of the author, as the case may be…."

27. The use of the words "or who imports," rather than words such as "including one who imports," is more consistent with an interpretation that a violation of Section 602 is distinct from a violation of Section 106 (and thus not subject to the first sale doctrine set out in Section 109 (a)) than with the view that it is a species of such a violation. Nevertheless, the force of that inference is outweighed by other provisions in the statutory text.

28. Most directly relevant is the fact that the text of Section 602 (a) itself unambiguously states that the prohibited importation is an infringement of the exclusive distribution right "under section 106, actionable under section 501." Unlike that phrase, which identifies Section 602 violations as a species of Section 106 violations, the text of Section 106A, which is also cross-referenced in Section 501, uses starkly different language. It states that the author's right protected by Section 106A is "independent of the exclusive rights provided in Section 106." The contrast between the relevant language in Section 602 and that in Section 106A strongly implies that only the latter describes an independent right.
(14)



29. Of even greater importance is the fact that the Section 106 rights are subject not only to the first sale defense in Section 109 (a), but also to all of the other provisions of "sections 107 through 120." If Section 602 (a) functioned independently, none of those sections would limit its coverage. For example, the "fair use" defense embodied in Section 107
(15)

 would be unavailable to importers if Section 602 (a) created a separate right not subject to the limitations on the Section 106 (3) distribution right. Under L'anza's interpretation of the Act, it presumably would be unlawful for a distributor to import copies of a British newspaper that contained a book review quoting excerpts from an American novel protected by a United States copyright.
(16)

 Given the importance of the fair use defense to publishers of scholarly works, as well as to publishers of periodicals, it is difficult to believe that Congress intended to impose an absolute ban on the importation of all such works containing any copying of material protected by a United States copyright.

30. In the context of this case, involving copyrighted labels, it seems unlikely that an importer could defend an infringement as a "fair use" of the label. In construing the statute, however, we must remember that its principal purpose was to promote the progress of the "useful Arts," U. S. Const., Art. I, Section 8, cl. 8, by rewarding creativity, and its principal function is the protection of original works, rather than ordinary commercial products that use copyrighted material as a marketing aid. It is therefore appropriate to take into account the impact of the denial of the fair use defense for the importer of foreign publications. As applied to such publications, L'anza's construction of Section 602 "would merely inhibit access to ideas without any countervailing benefit." Sony Corp. of America v. Universal City Studios, Inc., 464 U. S. 417, 450-451 [220 USPQ 665] (1984).
(17)



31. Does an importer "sell or otherwise dispose" of copies as those words are used in Section 109 (a)?

32. Whether viewed from the standpoint of the importer or from that of the copyright holder, the textual argument advanced by the Solicitor General
(18)

 —that the act of "importation" is neither a sale nor a disposal of a copy under Section 109 (a)—is unpersuasive. Strictly speaking, an importer could, of course, carry merchandise from one country to another without surrendering custody of it. In a typical commercial transaction, however, the shipper transfers "possession, custody, control and title to the products" to a different person, and L'anza assumes that petitioner's importation of the L'anza shipments included such a transfer. An ordinary interpretation of the statement that a person is entitled "to sell or otherwise dispose of the possession" of an item surely includes the right to ship it to another person in another country.

33. More important, the Solicitor General's cramped reading of the text of the statutes is at odds not only with Section 602 (a)'s more flexible treatment of unauthorized importation as an infringement of the distribution right (even when there is no literal "distribution"), but also with the necessarily broad reach of Section 109 (a). The whole point of the first sale doctrine is that once the copyright owner places a copyrighted item in the stream of commerce by selling it, he has exhausted his exclusive statutory right to control its distribution. As we have recognized, the codification of that doctrine in Section 109 (a) makes it clear that the doctrine applies only to copies that are "lawfully made under this title," but that was also true of the copies involved in the Bobbs-Merrill case, as well as those involved in the earlier cases applying the doctrine. There is no reason to assume that Congress intended either Section 109 (a) or the earlier codifications of the doctrine to limit its broad scope.

34. In sum, we are not persuaded by either L'anza's or the Solicitor General's textual arguments.

Ⅴ

35. The parties and their amici have debated at length the wisdom or unwisdom of governmental restraints on what is sometimes described as either the "gray market" or the practice of "parallel importation."
(19)

 In K mart Corp. v. Cartier, Inc., 486 U. S. 281 [6 USPQ2d 1897] (1988), we used those terms to refer to the importation of foreign-manufactured goods bearing a valid United States trademark without the consent of the trademark holder. Id., at 285-286. We are not at all sure that those terms appropriately describe the consequences of an American manufacturer's decision to limit its promotional efforts to the domestic market and to sell its products abroad at discounted prices that are so low that its foreign distributors can compete in the domestic market.
(20)

 But even if they do, whether or not we think it would be wise policy to provide statutory protection for such price discrimination is not a matter that is relevant to our duty to interpret the text of the Copyright Act.

36. Equally irrelevant is the fact that the Executive Branch of the Government has entered into at least five international trade agreements that are apparently intended to protect domestic copyright owners from the unauthorized importation of copies of their works sold in those five countries.
(21)

 The earliest of those agreements was made in 1991; none has been ratified by the Senate. Even though they are of course consistent with the position taken by the Solicitor General in this litigation, they shed no light on the proper interpretation of a statute that was enacted in 1976.
(22)



The judgment of the Court of Appeals is reversed.

It is so ordered.

Ginsburg, J., concurring.

This case involves a "round trip" journey, travel of the copies in question from the United States to places abroad, then back again. I join the Court's opinion recognizing that we do not today resolve cases in which the allegedly infringing imports were manufactured abroad. See W. Patry, Copyright Law and Practice 166-170 (1997 Supp.) (commenting that provisions of Title 17 do not apply extraterritorially unless expressly so stated, hence the words "lawfully made under this title" in the "first sale" provision, 17 U. S. C. Section 109 (a), must mean "lawfully made in the United States"); see generally P. Goldstein, Copyright Section 16.0, pp. 16:1-16:2 (2d ed. 1998) ("Copyright protection is territorial. The rights granted by the United States Copyright Act extend no farther than the nation's borders.").

Questions:

1. What is parallel importation?

2. What is the "first use" doctrine?

3. What is the relationship between §§602 (a), 109 (a), 106, 501and 107-120?

4. What is the issue (s) in this case?

5. What was the reason for the trial court to refuse the "first use" doctrine?

6. What were L'anza's defenses?

7. Why did the plaintiff make copyright infringement claims?

8. What is the function of the Attorney General in this case?

9. What is the function of the concurring opinion?


 Boehringer Ingelheim KG, Boehringer Ingelheim Pharma KG and Swingward Ltd, and between Boehringer Ingelheim KG, Boehringer Ingelheim Pharma KG and Dowelhurst Ltd, and between Glaxo Group Ltd and Swingward Ltd, and between Boehringer Ingelheim KG, Boehringer Ingelheim Pharma KG and Dowelhurst Ltd, and between Glaxo Group Ltd, The Wellcome Foundation Ltd and Dowelhurst Ltd, and between SmithKline Beecham plc, Beecham Group plc, SmithKline & French Laboratories Ltd and Dowelhurst Ltd and between Eli Lilly and Co. and Dowelhurst Ltd

The Court, after Hearing the Opinion of the Advocate General at the Sitting on 12 July 2001, gives the following

 

Judgment

1. By order of 7 March 2000, received at the Court on 17 April 2000, the High Court of Justice of England and Wales, Chancery Division, referred to the Court for a preliminary ruling under Article 234 EC eight questions on the interpretation of Article 7 (2) of First Council Directive 89/104/EEC of 21 December 1988 to approximate the laws of the Member States relating to trade marks (OJ 1989 L 40, p. 1), as amended by the Agreement on the European Economic Area of 2 May 1992 (OJ 1994 L 1, p. 3; the Directive), and of Articles 28 EC and 30 EC.

2. Those questions were raised in the context of proceedings between Boehringer Ingelheim KG and Boehringer Ingelheim Pharma KG (together, Boehringer), Glaxo Group Ltd (Glaxo), SmithKline Beecham plc, Beecham Group plc and SmithKline & French Laboratories Ltd (together, SmithKline), The Wellcome Foundation Ltd (Wellcome) and Eli Lilly and Co. (Eli Lilly) (the claimants), on the one hand, and Swingward Ltd (Swingward) and Dowelhurst Ltd (Dowelhurst) (the defendants), on the other, concerning the marketing of pharmaceutical products manufactured by Boehringer, Glaxo, SmithKline, Wellcome and Eli Lilly, which were the subject of parallel importation into the United Kingdom by Swingward and Dowelhurst.

Community Law

3. Under Article 28 EC, quantitative restrictions on imports and measures having equivalent effect are to be prohibited between Member States. Article 30 EC, however, authorises prohibitions and restrictions on imports between Member States which are justified on grounds of the protection of industrial and commercial property, on condition that they do not constitute a means of arbitrary discrimination or a disguised restriction on intra-Community trade.

4. Article 7 of Directive 89/104, entitled Exhaustion of the rights conferred by a trade mark, provides:

(1) The trade mark shall not entitle the proprietor to prohibit its use in relation to goods which have been put on the market in the Community under that trade mark by the proprietor or with his consent.

(2) Paragraph 1 shall not apply where there exist legitimate reasons for the proprietor to oppose further commercialisation of the goods, especially where the condition of the goods is changed or impaired after they have been put on the market.

5. In accordance with Article 65 (2) of the Agreement on the European Economic Area, in conjunction with Annex XVII, point 4, thereto, Article 7 (1) of Directive 89/104 has been amended for the purposes of that agreement, the expression in the Community having been replaced by in a Contracting Party.

The Main Proceedings and the Questions referred for Preliminary Ruling

6. Each of the pharmaceutical products concerned by the main proceedings has been marketed under a trade mark by one of the claimants within the Community, where it was purchased by one of the defendants and imported into the United Kingdom. For the latter purpose, the defendants have to some extent altered the packaging of the products and the instruction leaflets going with them.

7. The manner in which the different products concerned have been repackaged varies. In some cases, a label setting out certain critical information, such as the name of the parallel importer and its parallel import licence number, has been attached to the original package. On such packages, wording in languages other than English therefore remains visible and the trade mark is not covered up. In other cases, the product has been repackaged in boxes designed by the parallel importer on which the trade mark is reproduced. Finally, in some cases, the product has been repackaged in boxes designed by the parallel importer which do not bear the trade mark. Instead the generic name of the product is marked on the box. Inside this box, the inner packaging bears the original trade mark but is over-stickered with a label which indicates the generic name of the product as well as the identity of the manufacturer and of the parallel import licence holder. In all these cases of repackaging, the boxes contain an information leaflet for the patient written in English which bears the trade mark.

8. Boehringer, Glaxo, SmithKline, Wellcome and Eli Lilly object to these changes in packaging and claim that they are not necessary to enable the products concerned to be put on the market in the United Kingdom. According to them, it follows from the case-law of the Court that the parallel importers are not entitled to make such changes. The claimants have therefore brought proceedings before the national court for trade mark infringement.

9. Since it took the view that the resolution of the disputes in the main proceedings was dependent on the interpretation of Community law, the High Court of Justice of England and Wales, Chancery Division, decided to stay proceedings and to refer the following eight questions to the Court for a preliminary ruling:

(1) Can a proprietor of a trade mark use his trade mark rights to stop or hinder the import of his own goods from one Member State into another or to hinder their subsequent marketing or promotion when the importation, marketing or promotion causes no, or no substantial, harm to the specific subject-matter of his rights?

(2) Is the answer to the previous question different if the ground relied on by the proprietor is that the importer or subsequent dealer is using his mark in a way which, although not prejudicial to its specific subject-matter, is not necessary?

(3) If an importer of the proprietor's goods or a dealer in such imported goods needs to show that his use of the proprietor's mark is necessary, is that requirement met if it is shown that the use of the mark is reasonably required to enable him to access (a) part only of the market in the goods, or (b) the whole of the market in the goods; or does it require that the use of the mark was essential to enabling the goods to be placed on the market and if none of these, what does necessary mean?

(4) If the proprietor of a mark is, prima facie, entitled to enforce his national trade mark rights against any use of his mark on, or in relation to, goods which is not necessary, is it abusive conduct and a disguised restriction on trade, in accordance with the second sentence of Article 30 [EC], to use that entitlement in order to hinder or exclude parallel imports of his own goods which do not threaten the specific subject-matter or essential function of the trade mark?

(5) Where an importer or someone dealing in imported goods intends to use the proprietor's trade mark on, or in relation to, those goods and such use does and will not prejudice the specific subject-matter of the mark, must he nevertheless give the proprietor advance notice of his intended use of the mark?

(6) If the answer to the previous question is in the affirmative, does that mean that failure of the importer or dealer to give such notice has the effect of entitling the proprietor to restrain or hinder the importation or further commercialisation of those goods even though such importation or further commercialisation will not prejudice the specific subject-matter of the mark?

(7) If an importer or someone dealing in imported goods must give prior notice to the proprietor in respect of uses of the trade mark which do not prejudice the specific subject-matter of the mark,

(a) does that requirement apply to all such cases of the trade mark, including in advertising, re-labelling and repackaging or, if only some uses, which?

(b) must the importer or dealer give notice to the proprietor or is it sufficient that the proprietor receives such notice?

(c) how much notice must be given?

(8) Is a national court of a Member State entitled, at the suit of the proprietor of trade mark rights, to order injunctions, damages, delivery-up and other relief in respect of imported goods or the packaging or advertisements therefor where the making of such an order (a) stops or impedes the free movement of goods placed upon the market within the EC by the proprietor or with his consent but (b) is not for the purpose of preventing harm to the specific subject-matter of the rights and does not help to prevent such harm?

Preliminary Observations

10. By its questions, the national court seeks to obtain clarification on a number of aspects of the Court's case-law relating to the repackaging of trade-marked pharmaceutical products by parallel importers without authorisation from the trade mark proprietor.

11. Accordingly, the essential elements of that case-law must be recalled.

12. First of all, it is clear from the Court's case-law, in particular from Case 102/77 Hoffmann-La Roche [1978] ECR 1139, paragraphs 6 and 7, that:

— Article 30 EC allows derogations from the fundamental principle of the free movement of goods between Member States only to the extent to which such derogations are justified in order to safeguard the rights which constitute the specific subject-matter of the industrial property concerned;

— in that context, account must be taken of the essential function of the trade mark, which is to guarantee to the consumer or end user the identity of the trade-marked product's origin by enabling him to distinguish it without any risk of confusion from products of different origin;

— that guarantee of origin means that the consumer or end user can be certain that a trade-marked product offered to him has not been subject at a previous stage of marketing to interference by a third party, without the authorisation of the trade mark proprietor, in such a way as to affect the original condition of the product.

13. The right attributed to a trade mark proprietor of preventing any use of the trade mark which is likely to impair the guarantee of origin so understood is therefore part of the specific subject-matter of the trade mark rights. It is therefore justifiable under the first sentence of Article 30 EC to recognise that the proprietor of a trade mark is entitled to prevent an importer of a trade-marked product, following repackaging of that product, from affixing the trade mark to the new packaging without the authorisation of the proprietor (Hoffmann-La Roche, paragraphs 7 and 8).

14. It is clear from paragraph 14 of Hoffmann-La Roche that the proprietor of a trade mark right which is protected in two Member States at the same time is justified, for the purposes of the first sentence of Article 30 EC, in preventing a product to which the trade mark has lawfully been applied in one of those States from being put on the market in the other Member State after it has been repacked in new packaging to which the trade mark has been affixed by a third party. That paragraph also states, however, that such prevention of marketing will constitute a disguised restriction on trade between Member States, within the meaning of the second sentence of Article 30 EC, where:

— it is established that the use of the trade mark right by the proprietor, having regard to the marketing system which he has adopted, will contribute to the artificial partitioning of the markets between Member States;

— it is shown that the repackaging cannot adversely affect the original condition of the product;

— the proprietor of the mark receives prior notice of the marketing of the repackaged product; and

— it is stated on the new packaging by whom the product has been repackaged.

15. Next, in cases subsequent to Hoffmann-La Roche, in particular in Joined Cases C-427/93, C-429/93 and C-436/93 Bristol-Myers Squibb and Others [1996] ECR I-3457 and Case C-379/97 Upjohn [1999] ECR I-6927, the Court clarified what may constitute artificial partitioning of the markets between Member States. In certain circumstances, where repackaging is necessary to allow the product imported in parallel to be marketed in the importing State, opposition of the trade mark proprietor to the repackaging of pharmaceutical products is to be regarded as constituting artificial partitioning of markets.

16. In that case-law, the Court also elaborated on and clarified the other requirements which the parallel importer must meet in order to be able to repackage trade-marked pharmaceutical products. It stated, in particular, that the presentation of the repackaged product must not be such as to damage the reputation of the trade mark.

17. Finally, it should be remembered that, before Directive 89/104 was adopted, the Court's case-law on those issues had been developed on the basis of the provisions of the EEC Treaty relating to intra-Community trade. Following adoption of that directive, Article 7 of which comprehensively regulates the question of the exhaustion of trade mark rights for products traded in the Community, the Court held that national rules on the subject had to be assessed in the light of that article (see Bristol-Myers Squibb and Others, paragraph 26).

18. However, Article 7 of the Directive, like Article 30 EC, is intended specifically to reconcile the fundamental interest in protecting trade mark rights with the fundamental interest in free movement of goods between Member States, so that those two provisions, which pursue the same result, must be interpreted in the same way. The Court's case-law under Article 36 of the EEC Treaty (subsequently Article 36 of the EC Treaty and now, after amendment, Article 30 EC) must therefore be taken as the basis for determining whether, under Article 7 (2) of the Directive, a trade mark proprietor may oppose the marketing of repackaged products to which the trade mark has been reaffixed (see Bristol-Myers Squibb and Others, paragraphs 40 and 41).

The Specific Subject-matter of the Trade Mark

19. By its first, second, fourth and eighth questions, the national court seeks to obtain clarification of the concept of the specific subject-matter of the trade mark, as used in the Court's case-law, in order to determine the circumstances in which a trade mark proprietor may rely on its trade mark rights in order to prevent a parallel importer from repackaging pharmaceutical products.

20. The national court seeks to ascertain, in particular, whether it is possible to take the view, as some courts in other Member States have done, that repackaging is prejudicial to the specific subject-matter of the trade mark for the purposes of the Court's case-law, so that the trade mark proprietor may oppose repackaging as a matter of principle even if, in reality, that repackaging does not constitute a threat to its proprietary interests. According to the national court, the repackaging in question in the present case concerns authentic goods marketed with the proprietor's consent and does not harm the original condition of the products, their reputation or the essential functions of the mark. The court raises the question whether, in circumstances where the mark is not used in such a way as to deceive consumers as to the origin and quality of the goods, such repackaging must be permitted even if it is not established that repackaging is necessary in order to allow the parallel importer effective access to the market.


Observations Submitted to the Court


21. Boehringer submits that a trade mark proprietor may always legitimately oppose the further marketing of a pharmaceutical product where the parallel importer has repackaged the product and used the trade mark on, or in relation to, the product or interfered with the trade mark proprietor's rights in any other way, unless this interference is essential in the circumstances prevailing at the time of marketing in the Member State of importation in order for the product to be marketed in that State by the importer and such interference causes as little harm as possible to the trade mark proprietor's rights.

22. Glaxo submits that the repackaging of a trade mark proprietor's products without its consent is an interference with the specific subject-matter of the trade mark. Such conduct in itself would attract a sanction pursuant to an action for infringement of the trade mark, subject only to the four conditions laid down in the Court's case-law and set out in paragraph 14 above. There is no further requirement of proof that the repackaging is damaging or prejudicial to the specific subject-matter of the trade mark.

23. SmithKline claims that, according to the order for reference, the onus is on the trade mark proprietor to demonstrate some additional harm in order to prevent the parallel importation of goods bearing that trade mark. It submits that that approach is wrong having regard to the Court's case-law on the subject.

24. Swingward and Dowelhurst submit that it is clear from the case-law of the Court that trade mark rights can be relied on only where there is specific and material harm to the specific subject-matter of the trade mark.

25. The German Government submits that it is clear from the Court's case-law that to repackage or relabel goods can adversely affect the trade mark proprietor's rights, including those constituting the specific subject-matter of the mark, and that there is no reason to depart from that settled case-law.

26. The Norwegian Government submits that the wording of Article 30 EC presupposes that restrictions on imports are justified only if industrial or commercial property is jeopardised. It cannot be deduced from the Court's case-law that a trade mark proprietor may oppose the importation of repackaged products which do not adversely affect the original condition of the product or damage the reputation of the trade mark and its proprietor.

27. The Commission submits that the essential question is whether the requirement of necessity has to be combined with the conditions relating to protection of the specific subject-matter of a trade mark. Bristol-Myers Squibb and Others is not entirely without ambiguity in that regard. However, if the Court had wished to alter the nature of the list of conditions laid down in Hoffmann-La Roche by making some of them alternatives, it could perfectly well have done so. The Commission thus considers the requirement of necessity to be additional to the criteria concerning protection of the specific subject-matter of a trade mark.


Findings of the Court


28. Although it is possible to derogate from the fundamental principle of free movement of goods where the proprietor of a mark relies on the mark to oppose the repackaging of pharmaceutical products imported in parallel, that is only to the extent necessary to enable the proprietor to safeguard rights which form part of the specific subject-matter of the mark, as understood in the light of its essential function.

29. It is not in dispute that the specific subject-matter of a mark is to guarantee the origin of the product bearing that mark and that repackaging of that product by a third party without the authorisation of the proprietor is likely to create real risks for that guarantee of origin.

30. Thus, in paragraphs 7 and 8 of Hoffmann-La Roche, the Court considered that the proprietor's right to oppose the repackaging of pharmaceutical products bearing its mark is, having regard to that risk to the guarantee of origin, related to the specific subject-matter of the mark. According to that case-law, it is the repackaging of the trade-marked pharmaceutical products in itself which is prejudicial to the specific subject-matter of the mark, and it is not necessary in that context to assess the actual effects of the repackaging by the parallel importer.

31. However, it is clear from paragraph 9 of Hoffmann-La Roche that the derogation from free movement of goods which is the consequence of the trade mark proprietor's opposition to repackaging cannot be accepted if the proprietor's exercise of that right constitutes a disguised restriction on trade between Member States within the meaning of the second sentence of Article 30 EC.

32. A disguised restriction within the meaning of that provision will exist where the exercise by a trade mark proprietor of its right to oppose repackaging contributes to artificial partitioning of the markets between Member States and where, in addition, the repackaging is done in such a way that the legitimate interests of the proprietor are respected. This means, in particular, that the repackaging must not adversely affect the original condition of the product and must not be such as to harm the reputation of the mark.

33. As was recalled in paragraph 15 above, the Court has found that a trade mark proprietor's opposition to repackaging of pharmaceutical products must be regarded as contributing to artificial partitioning of the markets between Member States where the repackaging is necessary in order to enable the product imported in parallel to be marketed in the importing State.

34. Thus it is clear from settled case-law that the change brought about by any repackaging of a trade-marked pharmaceutical product—creating by its very nature the risk of interference with the original condition of the product—may be prohibited by the trade mark proprietor unless the repackaging is necessary in order to enable the marketing of the products imported in parallel and the legitimate interests of the proprietor are also safeguarded (see, to that effect, Bristol-Myers Squibb and Others, paragraph 57).

35. The answer to the first, second, fourth and eighth questions must therefore be that Article 7 (2) of the Directive must be interpreted as meaning that a trade mark proprietor may rely on its trade mark rights in order to prevent a parallel importer from repackaging pharmaceutical products unless the exercise of those rights contributes to artificial partitioning of the markets between Member States.

The Need for Repackaging

36. By its third question, the national court asks the Court in what circumstances repackaging by a parallel importer in order to market pharmaceutical products in the importing State may be considered to be necessary for the purposes of the Court's case-law. It seeks more specifically to ascertain whether repackaging may be considered necessary on the sole ground that, without it, the commercial success of the product would be adversely affected on the market of the importing State because a significant proportion of the consumers in that State mistrust pharmaceutical products which are manifestly intended for the market of another State.

37. The national court considers that repackaging should be regarded as necessary where it enables a real or potential impediment to the marketing of the products to be overcome. That issue is important since the claimants contend that repackaging by parallel importers, which consists in replacing the packaging of the products, is not necessary because marketing would still be possible simply by relabelling the products. According to the national court, there is real market resistance to relabelling and replacement of packaging is necessary to overcome that resistance.


Observations Submitted to the Court


38. Boehringer submits that interference with the proprietor's trade mark rights is necessary only where, without such interference, the rules or practices in force in the importing State prevent the importer from selling the product in that State. The trade mark proprietor may therefore legitimately oppose repackaging dictated by consumer preference in that State for a particular presentation of the product, so long as the rules and practices of the importing State allow it to be marketed without such interference.

39. Glaxo submits that the Court intended to draw a distinction between changes to packaging which are required to enable the goods to reach the market and changes which serve to maximise the acceptability of those goods on the market. It places in the second category changes whose purpose is to enable parallel importers to charge higher prices, to make the products more attractive to consumers or to increase sales. In so far as it is not established that the repackaging is necessary for the product to be sold in the importing Member State, the proprietor's opposition does not constitute artificial partitioning of the market. The principle of free movement of goods is observed so long as the importer can repackage the product where that is necessary in order to reach the market.

40. SmithKline submits that necessary repackaging must be understood as meaning that without which the product could not be placed on the market. To overcome the reluctance of consumers to accept over-stickered products is not a legitimate reason for repackaging.

41. Swingward and Dowelhurst identify only one case where repackaging cannot be regarded as necessary, namely where it is explicable solely by the parallel importer's attempts to secure a commercial advantage in the sense of Upjohn, that is, an unfair or abusive commercial advantage.

42. The German Government submits that the Court has clearly indicated the circumstances in which repackaging of trade-marked pharmaceutical products is permissible, by reference to the concept of necessity. Mere economic advantages, such as increasing sales, are not sufficient for repackaging to be deemed necessary. Accordingly, there is, for example, no objective need to repackage the product where relabelling or the use of foreign packaging is regarded less favourably. However, if the characteristics of the market make it very significantly harder to sell a product which has not been repackaged, then repackaging is to be regarded as necessary.

43. The Norwegian Government submits that no requirement of necessity can be deduced from the Court's case-law. If, however, such a requirement were to exist, it should be considered to be satisfied if the parallel importer finds repackaging necessary in order to sell the product.

44. The Commission considers that consumer resistance does not give rise to necessity within the meaning of the Court's case-law unless it is of a kind which cannot be overcome by lower prices and greater information.


Findings of the Court


45. According to the Court's case-law, where a trade mark proprietor relies on its trade mark rights to prevent a parallel importer from repackaging where that is necessary for the pharmaceutical products concerned to be marketed in the importing State, that contributes to artificial partitioning of the markets between Member States, contrary to Community law.

46. The Court has found in that respect that it is necessary to take account of the circumstances prevailing at the time of marketing in the importing Member State which make repackaging objectively necessary in order that the pharmaceutical product can be placed on the market in that State by the parallel importer. The trade mark proprietor's opposition to the repackaging is not justified if it hinders effective access of the imported product to the market of that State (see, to that effect, Upjohn, paragraph 43).

47. Such an impediment exists, for example, where pharmaceutical products purchased by the parallel importer cannot be placed on the market in the Member State of importation in their original packaging by reason of national rules or practices relating to packaging, or where sickness insurance rules make reimbursement of medical expenses depend on a certain packaging or where well-established medical prescription practices are based, inter alia, on standard sizes recommended by professional groups and sickness insurance institutions. In that regard, it is sufficient for there to be an impediment in respect of one type of packaging used by the trade mark proprietor in the Member State of importation (see Bristol-Myers Squibb and Others, paragraphs 53 and 54).

48. In contrast, the trade mark proprietor may oppose the repackaging if it is based solely on the parallel importer's attempt to secure a commercial advantage (see, to that effect, Upjohn, paragraph 44).

49. In that context, it has also been held that the trade mark proprietor may oppose replacement packaging where the parallel importer is able to reuse the original packaging for the purpose of marketing in the Member State of importation by affixing labels to that packaging (see Bristol-Myers Squibb and Others, paragraph 55).

50. Thus, while the trademark proprietor may oppose the parallel importer's use of replacement packaging, that is conditional on the relabelled pharmaceutical product being able to have effective access to the market concerned.

51. Resistance to relabelled pharmaceutical products does not always constitute an impediment to effective market access such as to make replacement packaging necessary, within the meaning of the Court's case-law.

52. However, there may exist on a market, or on a substantial part of it, such strong resistance from a significant proportion of consumers to relabelled pharmaceutical products that there must be held to be a hindrance to effective market access. In those circumstances, repackaging of the pharmaceutical products would not be explicable solely by the attempt to secure a commercial advantage. The purpose would be to achieve effective market access.

53. It is for the national court to determine whether that is the case.

54. The answer to the third question must therefore be that replacement packaging of pharmaceutical products is objectively necessary within the meaning of the Court's case-law if, without such repackaging, effective access to the market concerned, or to a substantial part of that market, must be considered to be hindered as the result of strong resistance from a significant proportion of consumers to relabelled pharmaceutical products.

Advance Notice to the Trade Mark Proprietor

55. By its fifth to seventh questions, the national court seeks to obtain clarification of the requirement that the parallel importer must give advance notice to the trade mark proprietor that the repackaged product is to be put on sale. It seeks in particular to ascertain whether, as long as the intended repackaging does not in the particular case prejudice the specific subject-matter of the mark, notice is nevertheless necessary; whether the importer himself must give notice or it is sufficient that the proprietor receive such notice from another source; the length of notice to be given; and the consequence of failure to give notice.


Observations Submitted to the Court


56. Boehringer submits that there is no valid reason to reconsider the requirement of notice identified by the Court. That requirement does not impose an unreasonable burden on the parallel importer, does not impede free movement of goods, does not delay marketing of the imported products and does not render their marketing appreciably more difficult. Since that requirement is not dependent on a use of the mark interfering with its specific subject-matter, the proprietor can oppose any use of its mark by a parallel importer unless the importer has given it notice.

57. According to Glaxo, the requirement of notice is not onerous and it is reasonable. It should be enforced in accordance with the principles which were identified in Hoffmann-La Roche and have been consistently applied by the Court. The parallel importer itself should give notice to the proprietor prior to marketing, allowing a reasonable time for objections to be taken into account. The parallel importer should be penalised for failure to give notice, since otherwise there is simply no incentive for him to comply with that requirement. Advance notice of 28 days would be reasonable.

58. Swingward and Dowelhurst submit that it follows from the Court's case-law that the requirement that an importer give notice to the proprietor is a procedural requirement designed to place the proprietor in a position to safeguard its rights. Where there is no harm to the specific subject-matter of the trade mark, failure to give notice is not at all prejudicial to the proprietor. Accordingly, it would not be consistent with the principle of proportionality for failure to give notice to transform a legitimate use of the trade mark into an infringement of the trade mark rights. Swingward and Dowelhurst consider a period of two days before the repackaged product is placed on the market to be reasonable. They further submit that the obligation of notice is fulfilled so long as the proprietor receives notice, whether it was sent by the importer or a third party. Since the United Kingdom authorities responsible for controlling pharmaceutical products notify the proprietor when they issue a parallel import licence, the proprietor is adequately informed about intended parallel imports.

59. The German Government submits that if a trade mark proprietor has not received adequate information about the type of repackaging intended before the repackaged goods are placed on the market, in sufficient time for it to be able to check that the requirements for repackaging laid down by the Court are satisfied, it is justified in preventing the importer from relying on exhaustion of the trade mark rights. Notice should be given by the parallel importer.

60. The Commission submits that it follows from the Court's case-law that a trade mark proprietor may oppose marketing by a parallel importer where it has not been given prior notice of the use of its mark. The notice period should allow the proprietor a reasonable opportunity to carry out the necessary examination and to determine whether it should raise an objection. The period will be longer if the parallel importer chooses to notify without simultaneously sending a sample. In this case, an additional period must enable the proprietor to request, and receive, a sample.


Findings of the Court


61. According to the Court's case-law, a parallel importer which repackages a trade-marked pharmaceutical product must give prior notice to the trade mark proprietor that the repackaged product is being put on sale (see Hoffmann-La Roche, paragraph 12). At the request of the trade mark proprietor, the importer must also supply it with a sample of the repackaged product before it goes on sale. That requirement enables the proprietor to check that the repackaging is not carried out in such a way as directly or indirectly to affect the original condition of the product and that the presentation after repackaging is not such as to damage the reputation of the trade mark. It also affords the trade mark proprietor a better possibility of protecting himself against counterfeiting (see Bristol-Myers Squibb and Others, paragraph 78).

62. The purpose of the requirements set out in the preceding paragraph is to safeguard the legitimate interests of trade mark proprietors. As the claimants point out, satisfying those requirements scarcely poses any real practical problems for parallel importers provided that the proprietors react within a reasonable time to the notice. Adequate functioning of the notice system presupposes that the interested parties make sincere efforts to respect each other's legitimate interests.

63. As regards the requests for clarification from the national court as to those requirements, first, it follows from the reply to the first, second, fourth and eighth questions that a parallel importer must, in any event, in order to be entitled to repackage trade-marked pharmaceutical products, fulfil the requirement of prior notice. If the parallel importer does not satisfy that requirement, the trade mark proprietor may oppose the marketing of the repackaged pharmaceutical product.

64. Second, it is incumbent on the parallel importer itself to give notice to the trade mark proprietor of the intended repackaging. It is not sufficient that the proprietor be notified by other sources, such as the authority which issues a parallel import licence to the importer.

65. Third, the Court has not yet ruled on the period of notice to be given to the proprietor to react to the intended repackaging of the pharmaceutical product bearing its mark.

66. In that regard, it is self-evident that while, having regard to the purpose of notice to the trade mark proprietor, it is appropriate to allow a reasonable time for it to react to the intended repackaging, consideration must also be given to the parallel importer's interest in proceeding to market the pharmaceutical product as soon as possible after obtaining the necessary licence from the competent authority.

67. In the event of dispute, it is for the national court to assess, in the light of all the relevant circumstances, whether the trade mark proprietor had a reasonable time to react to the intended repackaging. On the basis of the evidence before the Court, a period of 15 working days seems likely to constitute such a reasonable time where the parallel importer has chosen to give notice to the trade mark proprietor by supplying it simultaneously with a sample of the repackaged pharmaceutical product. That period being purely indicative, it remains open to the parallel importer to allow a shorter time and to the proprietor to ask for a longer time to react than that allowed by the parallel importer.

68. In the light of the foregoing, the answer to the fifth to seventh questions must be that a parallel importer must, in any event, in order to be entitled to repackage trade-marked pharmaceutical products, fulfil the requirement of prior notice. If the parallel importer does not satisfy that requirement, the trade mark proprietor may oppose the marketing of the repackaged pharmaceutical product. It is incumbent on the parallel importer himself to give notice to the trade mark proprietor of the intended repackaging. In the event of dispute, it is for the national court to assess, in the light of all the relevant circumstances, whether the proprietor had a reasonable time to react to the intended repackaging.

Costs

69. The costs incurred by the German and Norwegian Governments and by the Commission, which have submitted observations to the Court, are not recoverable. Since these proceedings are, for the parties to the main proceedings, a step in the proceedings pending before the national court, the decision on costs is a matter for that court.

70. On those grounds, The Court, in answer to the questions referred to it by the High Court of Justice of England and Wales, Chancery Division, by order of 7 March 2000, hereby rules:

(1) Article 7 (2) of First Council Directive 89/104/EEC of 21 December 1988 to approximate the laws of the Member States relating to trade marks, as amended by the Agreement on the European Economic Area of 2 May 1992, must be interpreted as meaning that a trade mark proprietor may rely on its trade mark rights in order to prevent a parallel importer from repackaging pharmaceutical products unless the exercise of those rights contributes to artificial partitioning of the markets between Member States.

(2) Replacement packaging of pharmaceutical products is objectively necessary within the meaning of the Court's case-law if, without such repackaging, effective access to the market concerned, or to a substantial part of that market, must be considered to be hindered as the result of strong resistance from a significant proportion of consumers to relabelled pharmaceutical products.

(3) A parallel importer must, in any event, in order to be entitled to repackage trade-marked pharmaceutical products, fulfil the requirement of prior notice. If the parallel importer does not satisfy that requirement, the trade mark proprietor may oppose the marketing of the repackaged pharmaceutical product. It is incumbent on the parallel importer himself to give notice to the trade mark proprietor of the intended repackaging. In the event of dispute, it is for the national court to assess, in the light of all the relevant circumstances, whether the proprietor had a reasonable time to react to the intended repackaging.

Questions:

1. What is the system of ECJ (Court of Justice of the European Communities)?

2. What is the fact of the case?

3. What is the logic of the analyses of the court?

4. What is the specific subject-matter of the right of trademark?

5. What is artificial partitioning?

6. Whether European Court of Justice binding the later cases?

 

————————————————————


(1)
  L'anza's claims against the retailer defendants were settled. The Malta distributor apparently never appeared in this action and a default judgment was entered against it.


(2)
  The doctrine had been consistently applied by other federal courts in earlier cases. See Kipling v. G. P. Putnam's Sons, 120 F. 631, 634 (CA2 1903); Doan v. American Book Co., 105 F. 772, 776 (CA7 1901); Harrison v. Maynard, Merrill & Co., 61 F. 689, 691 (CA2 1894); Bobbs-Merrill Co. v. Snellenburg, 131 F. 530, 532 (ED Pa. 1904); Clemens v. Estes, 22 F. 899, 900 (Mass. 1885); Stowe v. Thomas, 23 F. Cas. 201, 206-207 (ED Pa. 1853).


(3)
  In 1908, when Bobbs-Merrill was decided, the copyright statute provided that copyright owners had "the sole liberty of printing, reprinting, publishing, completing, copying, executing, finishing, and vending" their copyrighted works. Copyright Act of 1891, Section 4952, 26 Stat. 1107 (emphasis added).


(4)
  Congress codified the first sale doctrine in Section 41 of the Copyright Act of 1909, ch. 320, 35 Stat. 1084, and again in Section 27 of the 1947 Act, ch. 391, 61 Stat. 660.


(5)
  The full text of Section 106 reads as follows:

"Section 106. Exclusive rights in copyrighted works "Subject to sections 107 through 120, the owner of copyright under this title has the exclusive rights to do and to authorize any of the following: (1) to reproduce the copyrighted work in copies or phonorecords; (2) to prepare derivative works based upon the copyrighted work; (3) to distribute copies or phonorecords of the copyrighted work to the public by sale or other transfer of ownership, or by rental, lease, or lending; (4) in the case of literary, musical, dramatic, and choreographic works, pantomimes, and motion pictures and other audiovisual works, to perform the copyrighted work publicly; (5) in the case of literary, musical, dramatic, and choreographic works, pantomimes, and pictorial, graphic, or sculptural works, including the individual images of a motion picture or other audiovisual work, to display the copyrighted work publicly; and (6) in the case of sound recordings, to perform the copyrighted work publicly by means of a digital audio transmission." 17 U. S. C. Section 106 (1994 ed., Supp. I).


(6)
  The comparable section in the 1909 and 1947 Acts provided that "nothing in this Act shall be deemed to forbid, prevent, or restrict the transfer of any copy of a copyrighted work the possession of which has been lawfully obtained." Copyright Act of 1909, ch. 320, Section 41, 35 Stat. 1084; see also Copyright Act of 1947, ch. 391, Section 27, 61 Stat. 660. It is noteworthy that Section 109 (a) of the 1978 Act does not apply to "any copy"; it applies only to a copy that was "lawfully made under this title."


(7)
  "We do not think the statute can be given such a construction, and it is to be remembered that this is purely a question of statutory construction. There is no claim in this case of contract limitation, nor license agreement controlling the subsequent sales of the book." Bobbs-Merrill Co. v. Straus, 210 U. S. 339, 350 (1908).


(8)
  The remainder of Section 602 (a) reads as follows: "This subsection does not apply to— (1) importation of copies or phonorecords under the authority or for the use of the Government of the United States or of any State or political subdivision of a State, but not including copies or phonorecords for use in schools, or copies of any audiovisual work imported for purposes other than archival use; (2) importation, for the private use of the importer and not for distribution, by any person with respect to no more than one copy or phonorecord of any one work at any one time, or by any person arriving from outside the United States with respect to copies or phonorecords forming part of such person's personal baggage; or (3) importation by or for an organization operated for scholarly, educational, or religious purposes and not for private gain, with respect to no more than one copy of an audiovisual work solely for its archival purposes, and no more than five copies or phonorecords of any other work for its library lending or archival purposes, unless the importation of such copies or phonorecords is part of an activity consisting of systematic reproduction or distribution, engaged in by such organization in violation of the provisions of section 108 (g) (2)."


(9)
  Despite L'anza's contention to the contrary, see Brief for Respondent 26-27, the owner of goods lawfully made under the Act is entitled to the protection of the first sale doctrine in an action in a United States court even if the first sale occurred abroad. Such protection does not require the extraterritorial application of the Act any more than Section 602 (a)'s "acquired abroad" language does.


(10)
  See 17 U. S. C. Sections 106, 107 (1970).


(11)
  Section 602 (b) provides in relevant part: "In a case where the making of the copies or phonorecords would have constituted an infringement of copyright if this title had been applicable, their importation is prohibited…." The first sale doctrine of Section 109 (a) does not protect owners of piratical copies, of course, because such copies were not "lawfully made."


(12)
  In its opinion in this case, the Court of Appeals quoted a statement by a representative of the music industry expressing the need for protection against the importation of stolen motion picture prints: "We've had a similar situation with respect to motion picture prints, which are sent all over the world—legitimate prints made from the authentic negative. These prints get into illicit hands. They're stolen, and there's no contractual relationship…. Now those are not piratical copies." Copyright Law Revision Part 2: Discussion and Comments on Report of the Register of Copyrights on General Revision of the U. S. Copyright Law, 88th Cong., 1st Sess., 213 (H.R. Judiciary Comm. Print 1963) (statement of Mr. Sargoy), quoted in 98 F. 3d 1109, 1116 [40 USPQ2d 1385] (CA9 1996).


(13)
  A participant in a 1964 panel discussion expressed concern about this particular situation. Copyright Law Revision Part 4: Further Discussion and Comments on Preliminary Draft for Revised U. S. Copyright Law, 88th Cong., 2d Sess., 119 (H.R. Judiciary Comm. Print 1964) (statement of Mrs. Pilpel) ("For example, if someone were to import a copy of the British edition of an American book and the author had transferred exclusive United States and Canadian rights to an American publisher, would that British edition be in violation so that this would constitute an infringement under this section?"); see also id., at 209 (statement of Mr. Manges) (describing similar situation as "a troublesome problem that confronts U. S. book publishers frequently").


(14)
  The strength of the implication created by the relevant language in Section 106A is not diminished by the fact that Congress enacted Section 106A more recently than Section 602 (a), which is part of the Copyright Act of 1976. Section 106A was passed as part of the Visual Artists Rights Act of 1990 in order to protect the moral rights of certain visual artists. Section 106A is analogous to Article 6 bis of the Berne Convention for the Protection of Literary and Artistic Works, but its coverage is more limited. See 2 P. Goldstein, Copyright Section 5.12, p. 5:225 (2d ed. 1996) (Section 106A encompasses aspects of the moral rights guaranteed by Article 6 bis of the Berne Convention, "but effectively gives these rights a narrow subject matter and scope").


(15)
  Title 17 U. S. C. Section 107 provides as follows: "Section 107. Limitations on exclusive rights: Fair use Notwithstanding the provisions of sections 106 and 106A, the fair use of a copyrighted work, including such use by reproduction in copies or phonorecords or by any other means specified by that section, for purposes such as criticism, comment, news reporting, teaching (including multiple copies for classroom use), scholarship, or research, is not an infringement of copyright. In determining whether the use made of a work in any particular case is a fair use the factors to be considered shall include— (1) the purpose and character of the use, including whether such use is of a commercial nature or is for nonprofit educational purposes; (2) the nature of the copyrighted work; (3) the amount and substantiality of the portion used in relation to the copyrighted work as a whole; and (4) the effect of the use upon the potential market for or value of the copyrighted work." The fact that a work is unpublished shall not itself bar a finding of fair use if such finding is made upon consideration of all the above factors.


(16)
  The Section 602 (a) exceptions, which are substantially narrower than Section 107, would not permit such importation. See n. 1, p. 74 supra.


(17)
  L'anza's reliance on Section 602 (a) (3)'s reference to Section 108 (g) (2), see n. 1, p. 74 supra, to demonstrate that all of the other limitations set out in Sections 107 through 120—including the first sale and fair use doctrines—do not apply to imported copies is unavailing for the same reasons.


(18)
  See also Brief for Recording Industry Association of America et al. 19-21.


(19)
  Compare, for example, Gorelick & Little, The Case for Parallel Importation, 11 N.C.J. Int'l L. & Comm. Reg. 205 (1986), with Gordon, Gray Market Is Giving Hair-Product Makers Gray Hair, N.Y. Times, July 13, 1997, section 1, p. 28, col. 1.


(20)
  Presumably L'anza, for example, could have avoided the consequences of that competition either (1) by providing advertising support abroad and charging higher prices, or (2) if it was satisfied to leave the promotion of the product in foreign markets to its foreign distributors, to sell its products abroad under a different name.


(21)
  The Solicitor General advises us that such agreements have been made with Cambodia, Trinidad and Tobago, Jamaica, Ecuador, and Sri Lanka.


(22)
  We also note that in 1991, when the first of the five agreements was signed, the Third Circuit had already issued its opinion in Sebastian Int'l, Inc. v. Consumer Contacts (PTY) Ltd., 847 F. 2d 1093 [7 USPQ2d 1077] (1988), adopting a position contrary to that subsequently endorsed by the Executive Branch.


Unit 4　Patentability


 State Street Bank & Trust Co. v. Signature Financial Group, Inc.

149 F. 3d 1368, USPQ 2d 1596

 

Bank brought action against assignee of patent for computerized accounting system used to manage mutual fund investment structure, seeking declaratory judgment that patent was invalid and unenforceable. The United States District Court for the District of Massachusetts, Patti B. Saris, J., 927 F. Supp. 502, granted summary judgment for bank, and assignee appealed. The Court of Appeals, Rich, Circuit Judge, held that: (1) patent was directed to machine, not process; (2) invention was not unpatentable under mathematical algorithm exception to patentability; and (3) there is no "business method" exception to patentability.

Reversed and remanded.

Before Rich, Plager, and Byson, Circuit Judges.

Rich, Circuit Judge.

1. Signature Financial Group, Inc. (Signature) appeals from the decision of the United States District Court for the District of Massachusetts granting a motion for summary judgment in favor of State Street Bank & Trust Co. (State Street), finding U. S. Patent No. 5,193,056 (the '056 patent) invalid on the ground that the claimed subject matter is not encompassed by 35 U. S. C. §101 (1994). See State Street Bank & Trust Co. v. Signature Financial Group, Inc., 927 F. Supp. 502, 38 USPQ2d 1530 (D. Mass. 1996). We reverse and remand because we conclude that the patent claims are directed to statutory subject matter.

Background

2. Signature is the assignee of the '056 patent which is entitled "Data Processing System for Hub and Spoke Financial Services Configuration." The '056 patent issued to Signature on 9 March 1993, naming R. Todd Boes as the inventor. The '056 patent is generally directed to a data processing system (the system) for implementing an investment structure which was developed for use in Signature's business as an administrator and accounting agent for mutual funds. In essence, the system, identified by the proprietary name Hub and Spoke (R), facilitates a structure whereby mutual funds (Spokes) pool their assets in an investment portfolio (Hub) organized as a partnership. This investment configuration provides the administrator of a mutual fund with the advantageous combination of economies of scale in administering investments coupled with the tax advantages of a partnership.

3. State Street and Signature are both in the business of acting as custodians and accounting agents for multi-tiered partnership fund financial services. State Street negotiated with Signature for a license to use its patented data processing system described and claimed in the '056 patent. When negotiations broke down, State Street brought a declaratory judgment action asserting invalidity, unenforceability, and noninfringement in Massachusetts district court, and then filed a motion for partial summary judgment of patent invalidity for failure to claim statutory subject matter under §101. The motion was granted and this appeal followed.

Discussion

4. On appeal, we are not bound to give deference to the district court's grant of summary judgment, but must make an independent determination that the standards for summary judgment have been met. Vas-Cath, Inc. v. Mahurkar, 935 F. 2d 1555, 1560, 19 USPQ2d 1111, 1114 (Fed. Cir. 1991). Summary judgment is properly granted where there are no genuine issues of material fact and the moving party is entitled to judgment as a matter of law. Fed. R. Civ. P. 56 (c). The substantive issue at hand, whether the '056 patent is invalid for failure to claim statutory subject matter under §101, is a matter of both claim construction and statutory construction. "[W]e review claim construction de novo including any allegedly fact-based questions relating to claim construction." Cybor Corp. v. FAS Techs., 138 F. 3d 1448, 1451, 46 USPQ2d 1169, 1174 (Fed.Cir.1998) (in banc). We also review statutory construction de novo. See Romero v. United States, 38 F. 3d 1204, 1207 (Fed.Cir.1994). We hold that declaratory judgment plaintiff State Street was not entitled to the grant of summary judgment of invalidity of the '056 patent under §101 as a matter of law, because the patent claims are directed to statutory subject matter.

5. The following facts pertinent to the statutory subject matter issue are either undisputed or represent the version alleged by the nonmovant. See Anderson v. Liberty Lobby, Inc., 477 U. S. 242, 255, 106 S. Ct. 2505, 91 L. Ed. 2d 202 (1986). The patented invention relating generally to a system that allows an administrator to monitor and record the financial information flow and make all calculations necessary for maintaining a partner fund financial services configuration. As previously mentioned, a partner fund financial services configuration essentially allows several mutual funds, or "Spokes," to pool their investment funds into a single portfolio, or "Hub," allowing for consolidation of, inter alia, the costs of administering the fund combined with the tax advantages of a partnership. In particular, this system provides means for a daily allocation of assets for two or more Spokes that are invested in the same Hub. The system determines the percentage share that each Spoke maintains in the Hub, while taking into consideration daily changes both in the value of the Hub's investment securities and in the concomitant amount of each Spoke's assets.

6. In determining daily changes, the system also allows for the allocation among the Spokes of the Hub's daily income, expenses, and net realized and unrealized gain or loss, calculating each day's total investments based on the concept of a book capital account. This enables the determination of a true asset value of each Spoke and accurate calculation of allocation ratios between or among the Spokes. The system additionally tracks all the relevant data determined on a daily basis for the Hub and each Spoke, so that aggregate year end income, expenses, and capital gain or loss can be determined for accounting and for tax purposes for the Hub and, as a result, for each publicly traded Spoke.

7. It is essential that these calculations are quickly and accurately performed. In large part this is required because each Spoke sells shares to the public and the price of those shares is substantially based on the Spoke's percentage interest in the portfolio. In some instances, a mutual fund administrator is required to calculate the value of the shares to the nearest penny within as little as an hour and a half after the market closes. Given the complexity of the calculations, a computer or equivalent device is a virtual necessity to perform the task.

8. The '056 patent application was filed 11 March 1991. It initially contained six "machine" claims, which incorporated means-plus-function clauses, and six method claims. According to Signature, during prosecution the examiner contemplated a §101 rejection for failure to claim statutory subject matter. However, upon cancellation of the six method claims, the examiner issued a notice of allowance for the remaining present six claims on appeal. Only claim 1 is an independent claim.

9. The district court began its analysis by construing the claims to be directed to a process, with each "means" clause merely representing a step in that process. However, "machine" claims having "means" clauses may only be reasonably viewed as process claims if there is no supporting structure in the written description that corresponds to the claimed "means" elements. See In re Alappat, 33 F. 3d 1526, 1540-41, 31 USPQ2d 1545, 1554 (Fed.Cir.1994) (in banc). This is not the case now before us.

10. When independent claim 1 is properly construed in accordance with §112, §6, it is directed to a machine, as demonstrated below, where representative claim 1 is set forth, the subject matter in brackets stating the structure the written description discloses as corresponding to the respective "means" recited in the claims.

11. A data processing system for managing a financial services configuration of a portfolio established as a partnership, each partner being one of a plurality of funds, comprising:

(a) computer processor means [a personal computer including a CPU] for processing data;

(b) storage means [a data disk] for storing data on a storage medium;

(c) first means [an arithmetic logic circuit configured to prepare the data disk to magnetically store selected data] for initializing the storage medium;

(d) second means [an arithmetic logic circuit configured to retrieve information from a specific file, calculate incremental increases or decreases based on specific input, allocate the results on a percentage basis, and store the output in a separate file] for processing data regarding assets in the portfolio and each of the funds from a previous day and data regarding increases or decreases in each of the funds, [sic, funds'] assets and for allocating the percentage share that each fund holds in the portfolio;

(e) third means [an arithmetic logic circuit configured to retrieve information from a specific file, calculate incremental increases and decreases based on specific input, allocate the results on a percentage basis and store the output in a separate file] for processing data regarding daily incremental income, expenses, and net realized gain or loss for the portfolio and for allocating such data among each fund;

(f) fourth means [an arithmetic logic circuit configured to retrieve information from a specific file, calculate incremental increases and decreases based on specific input, allocate the results on a percentage basis and store the output in a separate file] for processing data regarding daily net unrealized gain or loss for the portfolio and for allocating such data among each fund; and

(g) fifth means [an arithmetic logic circuit configured to retrieve information from specific files, calculate that information on an aggregate basis and store the output in a separate file] for processing data regarding aggregate year-end income, expenses, and capital gain or loss for the portfolio and each of the funds.

12. Each claim component, recited as a "means" plus its function, is to be read, of course, pursuant to §112, §6, as inclusive of the "equivalents" of the structures disclosed in the written description portion of the specification. Thus, claim 1, properly construed, claims a machine, namely, a data processing system for managing a financial services configuration of a portfolio established as a partnership, which machine is made up of, at the very least, the specific structures disclosed in the written description and corresponding to the means-plus-function elements (a)- (g) recited in the claim. A "machine" is proper statutory subject matter under §101. We note that, for the purposes of a §101 analysis, it is of little relevance whether claim 1 is directed to a "machine" or a "process," as long as it falls within at least one of the four enumerated categories of patentable subject matter, "machine" and "process" being such categories.

13. This does not end our analysis, however, because the court concluded that the claimed subject matter fell into one of two alternative judicially-created exceptions to statutory subject matter.
(1)

 The court refers to the first exception as the "mathematical algorithm" exception and the second exception as the "business method" exception. Section 101 reads:

14. Whoever invents or discovers any new and useful process, machine, manufacture, or composition of matter, or any new and useful improvement thereof, may obtain a patent therefor, subject to the conditions and requirements of this title.

15. The plain and unambiguous meaning of §101 is that any invention falling within one of the four stated categories of statutory subject matter may be patented, provided it meets the other requirements for patentability set forth in Title 35, i.e., those found in §§102, 103, and 112, §2.
(2)



16. The repetitive use of the expansive term "any" in §101 shows Congress's intent not to place any restrictions on the subject matter for which a patent may be obtained beyond those specifically recited in §101. Indeed, the Supreme Court has acknowledged that Congress intended §101 to extend to "anything under the sun that is made by man." Diamond v. Chakrabarty, 447 U. S. 303, 309, 100 S. Ct. 2204, 65 L. Ed. 2d 144 (1980); see also Diamond v. Diehr, 450 U. S. 175, 182, 101 S. Ct. 1048, 67 L. Ed. 2d 155 (1981).
(3)

 Thus, it is improper to read limitations into §101 on the subject matter that may be patented where the legislative history indicates that Congress clearly did not intend such limitations. See Chakrabarty, 447 U. S. at 308, 100 S. Ct. 2204 ("We have also cautioned that courts 'should not read into the patent laws limitations and conditions which the legislature has not expressed.'").

The "Mathematical Algorithm" Exception

17. The Supreme Court has identified three categories of subject matter that are unpatentable, namely "laws of nature, natural phenomena, and abstract ideas." Diehr, 450 U. S. at 185, 101 S. Ct. 1048. Of particular relevance to this case, the Court has held that mathematical algorithms are not patentable subject matter to the extent that they are merely abstract ideas. See Diehr, 450 U. S. 175, 101 S. Ct. 1048, passim; Parker v. Flook, 437 U. S. 584, 98 S. Ct. 2522, 57 L. Ed. 2d 451 (1978); Gottschalk v. Benson, 409 U. S. 63, 93 S. Ct. 253, 34 L. Ed. 2d 273 (1972). In Diehr, the Court explained that certain types of mathematical subject matter, standing alone, represent nothing more than abstract ideas until reduced to some type of practical application, i.e., "a useful, concrete and tangible result." Alappat, 33 F. 3d at 1544, 31 USPQ2d at 1557.
(4)



18. Unpatentable mathematical algorithms are identifiable by showing they are merely abstract ideas constituting disembodied concepts or truths that are not "useful." From a practical standpoint, this means that to be patentable an algorithm must be applied in a "useful" way. In Alappat, we held that data, transformed by a machine through a series of mathematical calculations to produce a smooth waveform display on a rasterizer monitor, constituted a practical application of an abstract idea (a mathematical algorithm, formula, or calculation), because it produced "a useful, concrete and tangible result"—the smooth waveform.

19. Similarly, in Arrhythmia Research Technology Inc. v. Corazonix Corp., 958 F. 2d 1053, 22 USPQ2d 1033 (Fed.Cir.1992), we held that the transformation of electrocardiograph signals from a patient's heartbeat by a machine through a series of mathematical calculations constituted a practical application of an abstract idea (a mathematical algorithm, formula, or calculation), because it corresponded to a useful, concrete or tangible thing—the condition of a patient's heart.

20. Today, we hold that the transformation of data, representing discrete dollar amounts, by a machine through a series of mathematical calculations into a final share price, constitutes a practical application of a mathematical algorithm, formula, or calculation, because it produces "a useful, concrete and tangible result"—a final share price momentarily fixed for recording and reporting purposes and even accepted and relied upon by regulatory authorities and in subsequent trades.

21. The district court erred by applying the Freeman-Walter-Abele test to determine whether the claimed subject matter was an unpatentable abstract idea. The Freeman-Walter-Abele test was designed by the Court of Customs and Patent Appeals, and subsequently adopted by this court, to extract and identify unpatentable mathematical algorithms in the aftermath of Benson and Flook. See In re Freeman, 573 F. 2d 1237, 197 USPQ 464 (CCPA 1978) as modified by In re Walter, 618 F. 2d 758, 205 USPQ 397 (CCPA 1980). The test has been thus articulated:

22. First, the claim is analyzed to determine whether a mathematical algorithm is directly or indirectly recited. Next, if a mathematical algorithm is found, the claim as a whole is further analyzed to determine whether the algorithm is "applied in any manner to physical elements or process steps," and, if it is, it "passes muster under §101."

23. In re Pardo, 684 F. 2d 912, 915, 214 USPQ 673, 675-76 (CCPA 1982) (citing In re Abele, 684 F. 2d 902, 214 USPQ 682 (CCPA 1982)).
(5)



24. After Diehr and Chakrabarty, the Freeman-Walter-Abele test has little, if any, applicability to determining the presence of statutory subject matter. As we pointed out in Alappat, 33 F. 3d at 1543, 31 USPQ2d at 1557, application of the test could be misleading, because a process, machine, manufacture, or composition of matter employing a law of nature, natural phenomenon, or abstract idea is patentable subject matter even though a law of nature, natural phenomenon, or abstract idea would not, by itself, be entitled to such protection.
(6)

 The test determines the presence of, for example, an algorithm. Under Benson, this may have been a sufficient indicium of nonstatutory subject matter. However, after Diehr and Alappat, the mere fact that a claimed invention involves inputting numbers, calculating numbers, outputting numbers, and storing numbers, in and of itself, would not render it nonstatutory subject matter, unless, of course, its operation does not produce a "useful, concrete and tangible result." Alappat, 33 F. 3d at 1544, 31 USPQ2d at 1557.
(7)

 After all, as we have repeatedly stated, every step-by-step process, be it electronic or chemical or mechanical, involves an algorithm in the broad sense of the term. Since §101 expressly includes processes as a category of inventions which may be patented and §100 (b) further defines the word "process" as meaning "process, art or method, and includes a new use of a known process, machine, manufacture, composition of matter, or material," it follows that it is no ground for holding a claim is directed to nonstatutory subject matter to say it includes or is directed to an algorithm. This is why the proscription against patenting has been limited to mathematical algorithms….

25. In re Iwahashi, 888 F. 2d 1370, 1374, 12 USPQ2d 1908, 1911 (Fed.Cir.1989) (emphasis in the original).
(8)



26. The question of whether a claim encompasses statutory subject matter should not focus on which of the four categories of subject matter a claim is directed to
(9)

 —process, machine, manufacture, or composition of matter—but rather on the essential characteristics of the subject matter, in particular, its practical utility. Section 101 specifies that statutory subject matter must also satisfy the other "conditions and requirements" of Title 35, including novelty, nonobviousness, and adequacy of disclosure and notice. See In re Warmerdam, 33 F. 3d 1354, 1359, 31 USPQ2d 1754, 1757-58 (Fed.Cir.1994). For purpose of our analysis, as noted above, claim 1 is directed to a machine programmed with the Hub and Spoke software and admittedly produces a "useful, concrete, and tangible result." Alappat, 33 F. 3d at 1544, 31 USPQ2d at 1557. This renders it statutory subject matter, even if the useful result is expressed in numbers, such as price, profit, percentage, cost, or loss.

The Business Method Exception

27. As an alternative ground for invalidating the '056 patent under §101, the court relied on the judicially-created, so-called "business method" exception to statutory subject matter. We take this opportunity to lay this ill-conceived exception to rest. Since its inception, the "business method" exception has merely represented the application of some general, but no longer applicable legal principle, perhaps arising out of the "requirement for invention"—which was eliminated by §103. Since the 1952 Patent Act, business methods have been, and should have been, subject to the same legal requirements for patentability as applied to any other process or method.
(10)



28. The business method exception has never been invoked by this court, or the CCPA, to deem an invention unpatentable.
(11)

 Application of this particular exception has always been preceded by a ruling based on some clearer concept of Title 35 or, more commonly, application of the abstract idea exception based on finding a mathematical algorithm. Illustrative is the CCPA's analysis in In re Howard, 55 C.C.P.A. 1121, 394 F. 2d 869, 157 USPQ 615 (CCPA 1968), wherein the court affirmed the Board of Appeals' rejection of the claims for lack of novelty and found it unnecessary to reach the Board's section 101 ground that a method of doing business is "inherently unpatentable." Id. at 872, 55 C.C.P.A. 1121, 394 F. 2d 869, 157 USPQ at 617.
(12)



29. Similarly, In re Schrader, 22 F. 3d 290, 30 USPQ2d 1455 (Fed.Cir.1994), while making reference to the business method exception, turned on the fact that the claims implicitly recited an abstract idea in the form of a mathematical algorithm and there was no "transformation or conversion of subject matter representative of or constituting physical activity or objects." 22 F. 3d at 294, 30 USPQ2d at 1459 (emphasis omitted).
(13)



30. State Street argues that we acknowledged the validity of the business method exception in Alappat when we discussed Maucorps and Meyer:

31. Maucorps dealt with a business methodology for deciding how salesmen should best handle respective customers and Meyer involved a "system" for aiding a neurologist in diagnosing patients. Clearly, neither of the alleged "inventions" in those cases falls within any §101 category. Alappat, 33 F. 3d at 1541, 31 USPQ2d at 1555. However, closer scrutiny of these cases reveals that the claimed inventions in both Maucorps and Meyer were rejected as abstract ideas under the mathematical algorithm exception, not the business method exception. See In re Maucorps, 609 F. 2d 481, 484, 203 USPQ 812, 816 (CCPA 1979); In re Meyer, 688 F. 2d 789, 796, 215 USPQ 193, 199 (CCPA 1982).
(14)



32. Even the case frequently cited as establishing the business method exception to statutory subject matter, Hotel Security Checking Co. v. Lorraine Co., 160 F. 467 (2d Cir.1908), did not rely on the exception to strike the patent.
(15)

 In that case, the patent was found invalid for lack of novelty and "invention," not because it was improper subject matter for a patent. The court stated "the fundamental principle of the system is as old as the art of bookkeeping, i.e., charging the goods of the employer to the agent who takes them." "If at the time of [the patent] application, there had been no system of bookkeeping of any kind in restaurants, we would be confronted with the question whether a new and useful system of cash registering and account checking is such an art as is patentable under the statute." Id. at 472.

33. This case is no exception. The district court announced the precepts of the business method exception as set forth in several treatises, but noted as its primary reason for finding the patent invalid under the business method exception as follows:

34. If Signature's invention were patentable, any financial institution desirous of implementing a multi-tiered funding complex modelled (sic) on a Hub and Spoke configuration would be required to seek Signature's permission before embarking on such a project. This is so because the '056 Patent is claimed [sic] sufficiently broadly to foreclose virtually any computer-implemented accounting method necessary to manage this type of financial structure. 927 F. Supp. 502, 516, 38 USPQ2d 1530, 1542 (emphasis added). Whether the patent's claims are too broad to be patentable is not to be judged under 101, but rather under §§102, 103 and 112. Assuming the above statement to be correct, it has nothing to do with whether what is claimed is statutory subject matter.

35. In view of this background, it comes as no surprise that in the most recent edition of the Manual of Patent Examining Procedures (MPEP) (1996), a paragraph of 706.03 (a) was deleted. In past editions it read: Though seemingly within the category of process or method, a method of doing business can be rejected as not being within the statutory classes. See Hotel Security Checking Co. v. Lorraine Co., 160 F. 467 (2nd Cir.1908) and In re Wait, 24 USPQ 88, 22 C.C.P.A. 822, 73 F. 2d 982 (1934). This acknowledgment is buttressed by the U. S. Patent and Trademark 1996 Examination Guidelines for Computer Related Inventions which now read: Office personnel have had difficulty in properly treating claims directed to methods of doing business. Claims should not be categorized as methods of doing business. Instead such claims should be treated like any other process claims.

36. We agree that this is precisely the manner in which this type of claim should be treated. Whether the claims are directed to subject matter within 101 should not turn on whether the claimed subject matter does "business" instead of something else.

Conclusion

37. The appealed decision is reversed and the case is remanded to the district court for further proceedings consistent with this opinion.


Reversed and Remanded
 .

Questions:

1. Briefly summarize the facts and issue (s) of the case.

2. What are the requirements for granting a patent?

3. What is the so called "mathematical algorithm exception"?

4. What is the so called "business method exception"?

5. Briefly summarize the analyzing logic of Court of Appeal.

 

————————————————————


(1)
  Indeed, although we do not make this determination here, the judicially created exceptions, i.e., abstract ideas, laws of nature, etc., should be applicable to all categories of statutory subject matter, as our own precedent suggests. See Alappat, 33 F. 3d at 1542, 31 USPQ2d at 1556; see also In re Johnston, 502 F. 2d 765, 183 USPQ 172 (CCPA 1974) (Rich, J., dissenting).


(2)
  As explained in In re Bergy, 596 F. 2d 952, 960, 201 USPQ 352, 360 (CCPA 1979) (emphases and footnote omitted):

The first door which must be opened on the difficult path to patentability is §101. …The person approaching that door is an inventor, whether his invention is patentable or not. …Being an inventor or having an invention, however, is no guarantee of opening even the first door. What kind of an invention or discovery is it? In dealing with the question of kind, as distinguished from the qualitative conditions which make the invention patentable, §101 is broad and general; its language is: "any process, machine, manufacture, or composition of matter, or any improvement thereof." Section 100 (b) further expands "process" to include "art or method, and a new use of a known process, machine, manufacture, composition of matter, or material." If the invention, as the inventor defines it in his claims (pursuant to §112, second paragraph), falls into any one of the named categories, he is allowed to pass through to the second door, which is §102; "novelty and loss of right to patent" is the sign on it. Notwithstanding the words "new and useful" in §101, the invention is not examined under that statute for novelty because that is not the statutory scheme of things or the long-established administrative practice.


(3)
  The Committee Reports accompanying the 1952 Act inform us that Congress intended statutory subject matter to "include anything under the sun that is made by man."


(4)
  This has come to be known as the mathematical algorithm exception. This designation has led to some confusion, especially given the Freeman-Walter-Abele analysis. By keeping in mind that the mathematical algorithm is unpatentable only to the extent that it represents an abstract idea, this confusion may be ameliorated.


(5)
  The test has been the source of much confusion. In In re Abele, 684 F. 2d 902, 214 USPQ 682 (CCPA 1982), the CCPA upheld claims applying "a mathematical formula within the context of a process which encompasses significantly more than the algorithm alone." Id. at 909. Thus, the CCPA apparently inserted an additional consideration—the significance of additions to the algorithm. The CCPA appeared to abandon the application of the test in In re Taner, 681 F. 2d 787, 214 USPQ 678 (CCPA 1982), only to subsequently "clarify" that the Freeman-Walter-Abele test was simply not the exclusive test for detecting unpatentable subject matter. In re Meyer, 688 F. 2d 789, 796, 215 USPQ 193, 199 (CCPA 1982).


(6)
  See e.g. Parker v. Flook, 437 U. S. 584, 590, 98 S. Ct. 2522, 57 L. Ed. 2d 451 (1978) ("[A] process is not unpatentable simply because it contains a law of nature or a mathematical algorithm."); Funk Bros. Seed Co. v. Kalo Inoculant Co., 333 U. S. 127, 130, 68 S. Ct. 440, 92 L. Ed. 588 (1948) ("He who discovers a hitherto unknown phenomenon of nature has no claim to a monopoly of it which the law recognizes. If there is to be invention from such a discovery, it must come from the application of the law to a new and useful end."); Mackay Radio & Tel. Co. v. Radio Corp. of Am., 306 U. S. 86, 94, 59 S. Ct. 427, 83 L. Ed. 506 (1939) ("While a scientific truth, or the mathematical expression of it, is not a patentable invention, a novel and useful structure created with the aid of knowledge of scientific truth may be.").


(7)
  As the Supreme Court expressly stated in Diehr, its own holdings in Benson and Flook "stand for no more than these long-established principles" that abstract ideas and natural phenomena are not patentable. Diehr, 450 U. S. at 185, 101 S. Ct. 1048.


(8)
  In In re Pardo, 684 F. 2d 912 (CCPA 1982), the CCPA narrowly limited "mathematical algorithm" to the execution of formulas with given data. In the same year, in In re Meyer, 688 F. 2d 789, 215 USPQ 193 (CCPA 1982), the CCPA interpreted the same term to include any mental process that can be represented by a mathematical algorithm.


(9)
  Of course, the subject matter must fall into at least one category of statutory subject matter.


(10)
  As Judge Newman has previously stated, [The business method exception] is…an unwarranted encumbrance to the definition of statutory subject matter in section 101, that [should] be discarded as error-prone, redundant, and obsolete. It merits retirement from the glossary of section 101…. All of the "doing business" cases could have been decided using the clearer concepts of Title 35. Patentability does not turn on whether the claimed method does "business" instead of something else, but on whether the method, viewed as a whole, meets the requirements of patentability as set forth in Sections 102, 103, and 112 of the Patent Act. In re Schrader, 22 F. 3d 290, 298, 30 USPQ2d 1455, 1462 (Fed.Cir.1994) (Newman, J., dissenting).


(11)
  See Rinaldo Del Gallo, III, Are "Methods of Doing Business" Finally out of Business as a Statutory Rejection?, 38 IDEA 403, 435 (1998).


(12)
  See also Dann v. Johnston, 425 U. S. 219, 96 S. Ct. 1393, 47 L. Ed. 2d 692 (1976) (the Supreme Court declined to discuss the section 101 argument concerning the computerized financial record-keeping system, in view of the Court's holding of patent invalidity under section 103); In re Chatfield, 545 F. 2d 152, 157, 191 USPQ 730, 735 (CCPA 1976); Ex parte Murray, 9 USPQ2d 1819, 1820 (Bd. Pat. App & Interf. 1988) ("[T]he claimed accounting method [requires] no more than the entering, sorting, debiting and totaling of expenditures as necessary preliminary steps to issuing an expense analysis statement… .") states grounds of obviousness or lack of novelty, not of non-statutory subject matter.


(13)
  Any historical distinctions between a method of "doing" business and the means of carrying it out blur in the complexity of modern business systems. See Paine, Webber, Jackson & Curtis v. Merrill Lynch, 564 F. Supp. 1358, 218 USPQ 212 (D. Del. 1983) (holding a computerized system of cash management was held to be statutory subject matter).


(14)
  Moreover, these cases were subject to the Benson era Freeman-Walter-Abele test—in other words, analysis as it existed before Diehr and Alappat.


(15)
  See also Loew's Drive-in Theatres v. Park-in Theatres, 174 F. 2d 547, 552 (1st Cir.1949) (holding that the means for carrying out the system of transacting business lacked "an exercise of the faculty of invention"); In re Patton, 29 C.C.P.A. 982, 127 F. 2d 324, 327-28 (CCPA 1942) (finding claims invalid as failing to define patentable subject matter over the references of record.); Berardini v. Tocci, 190 F. 329, 332 (C.C.S. D. N. Y. 1911); In re Wait, 22 C.C.P.A. 822, 73 F. 2d 982, 983 (CCPA 1934) ("[S]urely these are, and always have been, essential steps in all dealings of this nature, and even conceding, without holding, that some methods of doing business might present patentable novelty, we think such novelty is lacking here."); In re Howard, 55 C.C.P.A. 1121, 394 F. 2d 869, 157 USPQ 615, 617 (CCPA 1968) ("[W]e therefore affirm the decision of the Board of Appeals on the ground that the claims do not define a novel process [so we find it] unnecessary to consider the issue of whether a method of doing business is inherently unpatentable."). Although a clearer statement was made in In re Patton, 29 C.C.P.A. 982, 127 F. 2d 324, 327, 53 USPQ 376, 379 (CCPA 1942) that a system for transacting business, separate from the means for carrying out the system, is not patentable subject matter, the jurisprudence does not require the creation of a distinct business class of unpatentable subject matter.


Unit 5　Trademarkability


 Koninklijke Philips Electronics NV v. Remington Consumer Products Ltd

18 June 2002

Judgment

1. By order of 5 May 1999, received at the Court on 9 August 1999, the Court of Appeal (England and Wales) (Civil Division) referred for a preliminary ruling under Article 234 EC seven questions concerning the interpretation of Articles 3 (1) and (3), 5 (1) and 6 (1) (b) of First Council Directive 89/104/EEC of 21 December 1988 to approximate the laws of the Member States relating to trade marks (OJ 1989 L 40, p. 1, hereinafter "the Directive").

2. Those questions have arisen in a dispute between Koninklijke Philips Electronics NV ("Philips") and Remington Consumer Products Ltd ("Remington") concerning an action for infringement of a trade mark which Philips had registered on the basis of use under the Trade Marks Act 1938.

Legal Context


Community Legislation


3. The purpose of the Directive is, as the first recital in its preamble states, to approximate the laws of the Member States on trade marks in order to remove existing disparities which may impede the free movement of goods and freedom to provide services and may distort competition within the common market.

4. However, according to the third recital in its preamble, the Directive is not intended to effect full-scale approximation of the laws of the Member States relating to trade marks.

5. Article 2 of the Directive provides, under the heading "Signs of which a trade mark may consist": "A trade mark may consist of any sign capable of being represented graphically, particularly words, including personal names, designs, letters, numerals, the shape of goods or of their packaging, provided that such signs are capable of distinguishing the goods or services of one undertaking from those of other undertakings."

6. Article 3 of the Directive, which lists the grounds for refusal or invalidity of registration, provides: "1. The following shall not be registered or if registered shall be liable to be declared invalid: (a) signs which cannot constitute a trade mark; (b) trade marks which are devoid of any distinctive character; (c) trade marks which consist exclusively of signs or indications which may serve, in trade, to designate the kind, quality, quantity, intended purpose, value, geographical origin, or the time of production of the goods or of rendering of the service, or other characteristics of the goods or service; (d) trade marks which consist exclusively of signs or indications which have become customary in the current language or in the bona fide and established practices of the trade; (e) signs which consist exclusively of: the shape which results from the nature of the goods themselves, or the shape of goods which is necessary to obtain a technical result, or the shape which gives substantial value to the goods;

…

3. A trade mark shall not be refused registration or be declared invalid in accordance with paragraph 1 (b), (c) or (d) if, before the date of application for registration and following the use which has been made of it, it has acquired a distinctive character. Any Member State may in addition provide that this provision shall also apply where the distinctive character was acquired after the date of application for registration or after the date of registration…."

7. Article 5 (1), which concerns the rights conferred by a trade mark, provides:

"The registered trade mark shall confer on the proprietor exclusive rights therein. The proprietor shall be entitled to prevent all third parties not having his consent from using in the course of trade: (a) any sign which is identical with the trade mark in relation to goods or services which are identical with those for which the trade mark is registered; (b) any sign where, because of its identity with, or similarity to, the trade mark and the identity or similarity of the goods or services covered by the trade mark and the sign, there exists a likelihood of confusion on the part of the public, which includes the likelihood of association between the sign and the trade mark".

8. Article 6 of the Directive provides, under the heading "Limitation of the effects of a trade mark":

"1. The trade mark shall not entitle the proprietor to prohibit a third party from using, in the course of trade, (a) his own name or address; (b) indications concerning the kind, quality, quantity, intended purpose, value, geographical origin, the time of production of goods or of rendering of the service, or other characteristics of goods or services; (c) the trade mark where it is necessary to indicate the intended purpose of a product or service, in particular as accessories or spare parts; provided he uses them in accordance with honest practices in industrial or commercial matters…"


National Legislation


9. Trade mark registration in the United Kingdom was formerly governed by the Trade Marks Act 1938. That Act was repealed and replaced by the Trade Marks Act 1994, which implements the Directive and contains the new law on registered trade marks.

10. On the basis of Schedule 3 of the Trade Marks Act 1994, trade marks registered under the Trade Marks Act 1938 may be considered to have the same effect as if they had been registered under the 1994 Act.

The Main Proceedings and the Questions Referred

11. In 1966, Philips developed a new type of three-headed rotary electric shaver. In 1985, Philips filed an application to register a trade mark consisting of a graphic representation of the shape and configuration of the head of such a shaver, comprising three circular heads with rotating blades in the shape of an equilateral triangle. That trade mark was registered on the basis of use under the Trade Marks Act 1938.

12. In 1995, Remington, a competing company, began to manufacture and sell in the United Kingdom the DT 55, which is a shaver with three rotating heads forming an equilateral triangle, shaped similarly to that used by Philips.

13. Philips accordingly sued Remington for infringement of its trade mark. Remington counter-claimed for revocation of the trade mark registered by Philips.

14. The High Court of Justice of England and Wales, Chancery Division (Patents Court) (United Kingdom), allowed the counter-claim and ordered revocation of the registration of the Philips trade mark on the ground that the sign relied on by Philips was incapable of distinguishing the goods concerned from those of other undertakings and was devoid of any distinctive character. The High Court also held that the trade mark consisted exclusively of a sign which served in trade to designate the intended purpose of the goods and of a shape which was necessary to obtain a technical result and which gave substantial value to the goods. It went on to hold that, even if the trade mark had been valid, it would not have been infringed.

15. Philips appealed to the Court of Appeal against that decision of the High Court.

16. As the arguments of the parties raised questions relating to the interpretation of the Directive, the Court of Appeal (England and Wales) (Civil Division) decided to stay proceedings and to refer the following questions to the Court of Justice for a preliminary ruling:

"1. Is there a category of marks which is not excluded from registration by Article 3 (1) (b), (c) and (d) and Article 3 (3) of Council Directive 89/104/EEC which is none the less excluded from registration by Article 3 (1) (a) of the Directive (as being incapable of distinguishing the goods of the proprietor from those [of] other undertakings)?

2. Is the shape (or part of the shape) of an article (being the article in respect of which the sign is registered) only capable of distinguishing for the purposes of Article 2 if it contains some capricious addition (being an embellishment which has no functional purpose) to the shape of the article?

3. Where a trader has been the only supplier of particular goods to the market, is extensive use of a sign, which consists of the shape (or part of the shape) of those goods and which does not include any capricious addition, sufficient to give the sign a distinctive character for the purposes of Article 3 (3) in circumstances where as a result of that use a substantial proportion of the relevant trade and public (a) associate the shape with that trader and no other undertaking; (b) believe that goods of that shape come from that trader absent a statement to the contrary?

4. (a) Can the restriction imposed by the words if it consists exclusively of the shape of goods which is necessary to achieve a technical result appearing in Article 3 (1) (e) (ii) be overcome by establishing that there are other shapes which can obtain the same technical result or (b) is the shape unregistrable by virtue thereof if it is shown that the essential features of the shape are attributable only to the technical result or (c) is some other and, if so, what test appropriate for determining whether the restriction applies?

5. Article 3 (1) (c) of the Directive applies to trade marks which consist exclusively of signs or indications which may serve, in trade, to designate the kind, quality, quantity, intended purpose…of the goods or service. Article 6 (1) (b) of the Directive applies to the use by a third party of indications concerning the kind, quality, quantity, intended purpose…of goods or services. The word exclusively thus appears in Article 3 (1) (c) and is omitted in Article 6 (1) (b) of the Directive[.] On a proper interpretation of the Directive, does this omission mean that, even if a mark consisting of the shape of goods is validly registered, it is not infringed by virtue of Article 6 (1) (b) in circumstances where (a) the use of the shape of goods complained of is and would be taken as an indication as to the kind of goods or the intended purpose thereof and (b) a substantial proportion of the relevant trade and public believe that goods of that shape come from the trade mark proprietor, absent a statement to the contrary?

6. Does the exclusive right granted by Article 5 (1) extend to enable the proprietor to prevent third parties using identical or similar signs in circumstances where that use was not such as to indicate origin or is it limited so as to prevent only use which wholly or in part does indicate origin?

7. Is use of an allegedly infringing shape of goods, which is and would be seen as an indication as to the kind of goods or the intended purpose thereof, none the less such as to indicate origin if a substantial proportion of the relevant trade and public believe that goods of the shape complained of come from the trade mark proprietor absent a statement to the contrary?"

17. By application lodged at the Court Registry on 25 April 2001, Philips requested the reopening of the oral procedure, which was closed on 23 January 2001 following the delivery of the Opinion of the Advocate General, and/or the joinder of the present case with Case C-53/01 Linde AG, Case C-54/01 Winward Industries and Case C-55/01 Rado, in which requests for preliminary rulings referred by the Bundesgerichtshof (Federal Court of Justice) (Germany) had been lodged with the Court Registry on 8 February 2001.

18. In support of its application, Philips submits that, before replying to the referring court in the present case, it would be sensible to take account of the views of the Bundesgerichtshof in the cases mentioned in the previous paragraph, which raise similar questions, and thus to give the parties concerned an opportunity to submit their observations in that connection.

19. By letters of 8 and 16 May 2001, Remington opposed the request for reopening and/or joinder.

20. The Court may of its own motion, on a proposal from the Advocate General or at the request of the parties, order that the oral procedure be reopened, in accordance with Article 61 of its Rules of Procedure, if it considers that it lacks sufficient information, or that the case must be dealt with on the basis of an argument which has not been debated between the parties (see Joined Cases C-270/97 and C-271/97 Deutsche Post [2000] ECR I-929, paragraph 30).

21. The Court considers that it is not appropriate to join this case to those mentioned in paragraph 17 of this judgment and that it has all the information it needs to answer the questions raised in the main proceedings.

22. The application made by Philips must therefore be dismissed.

The First Question

23. By its first question the referring court seeks to know whether there is a category of marks which is not excluded from registration by Article 3 (1) (b), (c) and (d) and Article 3 (3) of the Directive which is none the less excluded from registration by Article 3 (1) (a) thereof on the ground that such marks are incapable of distinguishing the goods of the proprietor from those of other undertakings.

24. According to Philips, by this question the national court seeks to know whether there is a special class of marks which, even though distinctive in fact, are none the less incapable of distinguishing as a matter of law. Philips submits that this cannot be the case, in the light of the Court's reasoning in its judgment in Joined Cases C-108/97 and C-109/97 Windsurfing Chiemsee [1999] ECR I-2779. Subject to the exception in Article 3 (1) (e) of the Directive, if a shape has acquired a distinctive character in accordance with Article 3 (3), the grounds for refusal or invalidity listed in Article 3 (1) (a) to (d) cannot apply and the shape cannot be considered devoid of distinctive character as a matter of law.

25. Remington contends that there is a significant difference between signs which do not fulfil the conditions laid down in Article 2 of the Directive in that they are not capable of distinguishing the products of one undertaking from those of another, referred to in Article 3 (1) (a) of that Directive, and marks which do not meet the criteria listed in Article 3 (1) (b), (c) and (d) thereof. Whereas the former can never be registered, evenon proof of "extensive use", the latter can be registered, under Article 3 (3), on proof of a distinctive character arising from such use.

26. The United Kingdom Government submits that if a sign which on its face is non-distinctive is nevertheless proved to have acquired a distinctive character, that sign must in fact be capable of distinguishing the goods of one undertaking from those of others within the meaning of Article 2 of the Directive. In its judgment in Windsurfing Chiemsee, cited above, the Court made the point that the Directive permits the registration of highly descriptive words, which prima facie would not be capable of distinguishing the goods or services of one undertaking from those of other undertakings within the meaning of Article 2, where those words have in fact acquired a distinctive character within the meaning of Article 3 (3) and, accordingly, a secondary meaning as a trade mark.

27. The French Government submits that the Directive does not in itself exclude from registration a particular category of trade marks. Article 3 of the Directive may lead on a case-by-case basis to the exclusion of signs from trade mark protection but it must not be interpreted as excluding from such protection a category of signs per se.

28. The Commission contends that a mark which has acquired a distinctive character within the meaning of Article 3 (3) of the Directive cannot be excluded from registration on the basis of Article 3 (1) (a) thereof on the ground that it is incapable of distinguishing the goods of the trade mark proprietor from those of other undertakings.


Findings of the Court


29. In this connection, it should be recalled to begin with that, as stated in the tenth recital in the preamble to the Directive, the purpose of the protection afforded by a trade mark is inter alia to guarantee the trade mark as an indication of origin.

30. Moreover, according to the case-law of the Court, the essential function of a trade mark is to guarantee the identity of the origin of the marked product to the consumer or end-user by enabling him, without any possibility of confusion, to distinguish the product or service from others which have another origin, and for the trade mark to be able to fulfil its essential role in the system of undistorted competition which the Treaty seeks to establish, it must offer a guarantee that all the goods or services bearing it have originated under the control of a single undertaking which is responsible for their quality (see, in particular, Case C-349/95 Loendersloot [1997] ECR I-6227, paragraphs 22 and 24, and Case C-39/97 Canon [1998] ECR I-5507, paragraph 28).

31. That essential function of the trade mark is also clear from the wording and the structure of the various provisions of the Directive concerning the grounds for refusal of registration.

32. First of all, Article 2 of the Directive provides that all signs may constitute trade marks provided that they are capable both of being represented graphically and of distinguishing the goods or services of one undertaking from those of other undertakings.

33. Second, under the rule laid down by Article 3 (1) (b), (c) and (d), trade marks which are devoid of any distinctive character, descriptive marks, and marks which consist exclusively of indications which have become customary in the current language or in the bona fide and established practices of the trade are to be refused registration or declared invalid if registered (Windsurfing Chiemsee, cited above, paragraph 45).

34. Finally, Article 3 (3) of the Directive adds a significant qualification to the rule laid down by Article 3 (1) (b), (c) and (d) in that it provides that a sign may, through use, acquire a distinctive character which it initially lacked and thus be registered as a trade mark. It is therefore through the use made of it that the sign acquires the distinctive character which is a prerequisite for its registration (see Windsurfing Chiemsee, paragraph 44).

35. As the Court observed at paragraph 46 of its judgment in Windsurfing Chiemsee, just as distinctive character is one of the general conditions for registering a trade mark under Article 3 (1) (b), distinctive character acquired through use means that the mark must serve to identify the product in respect of which registration is applied for as originating from a particular undertaking, and thus to distinguish that product from goods of other undertakings.

36. It is true that Article 3 (1) (a) of the Directive provides that signs which cannot constitute a trade mark are to be refused registration or if registered are liable to be declared invalid.

37. However, it is clear from the wording of Article 3 (1) (a) and the structure of the Directive that that provision is intended essentially to exclude from registration signs which are not generally capable of being a trade mark and thus cannot be represented graphically and/or are not capable of distinguishing the goods or services of one undertaking from those of other undertakings.

38. Accordingly, Article 3 (1) (a) of the Directive, like the rule laid down by Article 3 (1) (b), (c) and (d), precludes the registration of signs or indications which do not meet one of the two conditions imposed by Article 2 of the Directive, that is to say, the condition requiring such signs to be capable of distinguishing the goods or services of one undertaking from those of other undertakings.

39. It follows that there is no class of marks having a distinctive character by their nature or by the use made of them which is not capable of distinguishing goods or services within the meaning of Article 2 of the Directive.

40. In the light of those considerations, the answer to the first question must be that there is no category of marks which is not excluded from registration by Article 3 (1) (b), (c) and (d) and Article 3 (3) of the Directive which is none the less excluded from registration by Article 3 (1) (a) thereof on the ground that such marks are incapable of distinguishing the goods of the proprietor of the mark from those of other undertakings.

The Second Question

41. By its second question, the national court seeks to know whether the shape of an article (being the article in respect of which the sign is registered) is capable of distinguishing for the purposes of Article 2 of the Directive only if it contains some capricious addition, such as an embellishment which has no functional purpose.

42. As to that, Philips submits that if, contrary to its argument relating to the first question, there is a category of marks which can be shown to have acquired a distinctive character, but which are nevertheless incapable of distinguishing goods, it is not appropriate to use the capricious addition test formulated by the referring court in order to ascertain which marks come within that category. If it were necessary to create a special category of marks which are not capable of distinguishing those goods, even though they have, in fact, a distinctive character, Philips suggests that an alternative test would be to ask whether the mark in question is the only practical way of describing the goods concerned.

43. Remington, in contrast, contends that if the shape of an article contains no capricious addition, it will consist solely of a functional shape which will be incapable of distinguishing goods made to that shape from the same goods of another undertaking. A capricious addition alone is capable of acting as an indication of origin in such cases. Moreover, Remington contends that the degree of descriptiveness is an important factor, so that the more descriptive the sign, the less distinctive it will be. Accordingly, a wholly descriptive sign cannot be capable of distinguishing goods and the presence of a capricious addition is necessary to give a sign the ability to develop distinctive character.

44. The United Kingdom Government submits in this regard that it is not helpful to consider whether a sign consisting of a shape contains some capricious addition or embellishment as a means of assessing whether it is capable of distinguishing for the purposes of Article 2 of the Directive.

45. According to the French Government, there is nothing in the provisions of Articles 2 and 3 of the Directive to suggest that the shape of an article can be capable of distinguishing that article from those of other undertakings only if it contains some capricious addition, consisting of an embellishment which has no functional purpose.

46. In the light of its observations relating to the first question, the Commission proposes not to reply to the second question. In any event, it observes that Articles 2 and 3 (1) (a) of the Directive do not constitute a separate ground for refusing registration of a sign in connection with a lack of distinctiveness.


Findings of the Court


47. First, it is clear from Article 2 of the Directive that a trade mark has distinctive character if it serves to distinguish, according to their origin, the goods or services in respect of which registration has been applied for. It is sufficient, as is clear from paragraph 30 of this judgment, for the trade mark to enable the public concerned to distinguish the product or service from others which have another commercial origin, and to conclude that all the goods or services bearing it have originated under the control of the proprietor of the trade mark to whom responsibility for their quality can be attributed.

48. Second, Article 2 of the Directive makes no distinction between different categories of trade marks. The criteria for assessing the distinctive character of three-dimensional trade marks, such as that at issue in the main proceedings, are thus no different from those to be applied to other categories of trade mark.

49. In particular, the Directive in no way requires that the shape of the article in respect of which the sign is registered must include some capricious addition. Under Article 2 of the Directive, the shape in question must simply be capable of distinguishing the product of the proprietor of the trade mark from those of other undertakings and thus fulfil its essential purpose of guaranteeing the origin of the product.

50. In the light of those considerations, the answer to the second question must be that, in order to be capable of distinguishing an article for the purposes of Article 2 of the Directive, the shape of the article in respect of which the sign is registered does not require any capricious addition, such as an embellishment which has no functional purpose.

The Third Question

51. By its third question, the referring court essentially seeks to know whether, where a trader has been the only supplier of particular goods to the market, extensive use of a sign which consists of the shape of those goods is sufficient to give the sign a distinctive character for the purposes of Article 3 (3) of the Directive in circumstances where, as a result of that use, a substantial proportion of the relevant class of persons associates the shape with that trader, and no other undertaking, or believes that goods of that shape come from that trader in the absence of a statement to the contrary.

52. According to Philips, the criterion in Article 3 (3) of the Directive is satisfied where, because of extensive use of a particular shape, the relevant trade and public believe that goods of that shape come from a particular undertaking. Moreover, Philips submits that a long-standing de facto monopoly on products with the relevant shape is important evidence which supports the acquisition of distinctiveness. If a trader wishes to base an application for registration upon distinctiveness acquired through use, a de facto monopoly is almost a prerequisite for such registration.

53. Remington submits that in the case of a shape which is made up of functional features only, strong evidence is required that the shape itself has been used also as an indication of origin so as to confer on that shape a sufficient secondary meaning to justify registration. Where there has been a monopoly supplier of goods, particular care needs to be taken to ensure that the factual analysis is focused on the relevant matters.

54. The United Kingdom Government submits that any shape which is refused registration under Article 3 (1) (e) of the Directive cannot be protected by Article 3 (3) since the latter applies only to signs that would otherwise be declared invalid under Article 3 (1) (b), (c) or (d), and not to those that fall within the scope of Article 3 (1) (e). Assuming, however, that the shape is not excluded from registration pursuant to the latter provision, the United Kingdom Government submits that the requirements of Article 3 (3) are not satisfied where the public's recognition has come about not because of the trade mark but because of the monopoly on the supply of the goods.

55. The French Government submits that the third question should be answered in the affirmative. The distinctive character required by Article 3 (3) of the Directive may perfectly well be constituted by the fact that, as a result of use, a substantial proportion of the relevant trade and public associate the shape of the goods with a given trader and no other undertaking and believe that goods of that shape come from that trader.

56. In the Commission's view, whether the distinctive character was acquired in a monopoly situation or in some other way, the requirements of Article 3 (3) are satisfied as long as a substantial proportion of the relevant public believes that goods bearing the mark in question come from a particular undertaking.
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57. In that regard, it must first be observed that if a shape is refused registration pursuant to Article 3 (1) (e) of the Directive, interpretation of which is the subject of the fourth question, it can in no circumstances be registered by virtue of Article 3 (3).

58. However, Article 3 (3) of the Directive provides that a mark which is refused registration under Article 3 (1) (b), (c) or (d) may acquire, following the use made of it, a distinctive character which it did not have initially and can thus be registered as a trade mark. It is thus through use that the mark acquires the distinctive character which is the precondition of registration.

59. The distinctive character of a mark, including that acquired by use, must be assessed in relation to the goods or services in respect of which registration is applied for.

60. As is clear from paragraph 51 of the judgment in Windsurfing Chiemsee, in assessing the distinctive character of a mark in respect of which registration has been applied for, the following may inter alia also be taken into account: the market share held by the mark; how intensive, geographically widespread and long-standing use of the mark has been; the amount invested by the undertaking in promoting the mark; the proportion of the relevant class of persons who, because of the mark, identify goods as originating from a particular undertaking; and statements from chambers of commerce and industry or other trade and professional associations.

61. The Court has also held that if, on the basis of those factors, the competent authority finds that the relevant class of persons, or at least a significant proportion thereof, identify goods as originating from a particular undertaking because of the trade mark, it must in any event hold that the requirement for registering the mark laid down in Article 3 (3) of the Directive is satisfied (Windsurfing Chiemsee, paragraph 52).

62. However, it must first be pointed out that the Court has made clear that the circumstances in which the requirement under Article 3 (3) of the Directive may be regarded as satisfied cannot be shown to exist solely by reference to general, abstract data, such as predetermined percentages (Windsurfing Chiemsee, paragraph 52).　

63. Second, the distinctive character of a sign consisting in the shape of a product, even that acquired by the use made of it, must be assessed in the light of the presumed expectations of an average consumer of the category of goods or services in question, who is reasonably well-informed and reasonably observant and circumspect (see, to that effect, the judgment in Case C-210/96 Gut Springenheide and Tusky [1998] ECR I-4657, paragraph 31).

64. Finally, the identification, by the relevant class of persons, of the product as originating from a given undertaking must be as a result of the use of the mark as a trade mark and thus as a result of the nature and effect of it, which make it capable of distinguishing the product concerned from those of other undertakings.

65. In the light of those considerations, the answer to the third question must be that, where a trader has been the only supplier of particular goods to the market, extensive use of a sign which consists of the shape of those goods may be sufficient to give the sign a distinctive character for the purposes of Article 3 (3) of the Directive in circumstances where, as a result of that use, a substantial proportion of the relevant class of persons associates that shape with that trader and no other undertaking or believes that goods of that shape come from that trader. However, it is for the national court to verify that the circumstances in which the requirement under that provision is satisfied are shown to exist on the basis of specific and reliable data, that the presumed expectations of an average consumer of the category of goods or services in question, who is reasonably well-informed and reasonably observant and circumspect, are taken into account and that the identification, by the relevant class of persons, of the product as originating from a given undertaking is as a result of the use of the mark as a trade mark.

The Fourth Question

66. By its fourth question the referring court is essentially asking whether Article 3 (1) (e), second indent, of the Directive must be interpreted to mean that a sign consisting exclusively of the shape of a product is unregistrable by virtue of that provision if it is established that the essential functional features of the shape are attributable only to the technical result. It also seeks to know whether the ground for refusal or invalidity of the registration imposed by that provision can be overcome by establishing that there are other shapes which can obtain the same technical result.

67. In that regard, Philips submits that the purpose of that provision of the Directive is to prevent the obtaining of a monopoly in a particular technical result by means of trade mark protection. However, the registration of a mark consisting of a shape which has a technical result imposes no unreasonable restraint on industry and innovation if that technical result can be obtained by other shapes which are readily available to competitors. According to Philips, there are many alternatives to the shape constituting the trade mark at issue which would achieve the same technical result in shaving terms at an equivalent cost to that of its products.

68. According to Remington, the clear meaning of Article 3 (1) (e) of the Directive is that a shape that is necessary to achieve a technical result, in the sense that it performs a function in achieving that result but is not necessarily the only shape that can achieve that function, must be excluded from registration. The construction argued for by Philips would render the exclusion so narrow as to be useless and would require a technical evaluation of alternative designs, which would mean that the Directive could not ensure protection of the public interest.

69. The United Kingdom Government submits that registration must be refused if the essential features of the shape of which the sign consists are attributable only to the technical result.

70. According to the French Government, the purpose of the exclusion provided for in Article 3 (1) (e), second indent, is to prevent the protection of technical creations, which is limited in time, from being circumvented by recourse to the rules on trade marks, the effects of which are potentially longer lasting.

71. Both the French Government and the United Kingdom Government take the view that the ground for refusal of registration under Article 3 (1) (e), second indent, of the Directive cannot be overcome by establishing that there are other shapes capable of achieving the same technical result.

72. Given the legislative history of Article 3 (1) (e), second indent, and the need to construe exceptions narrowly, the Commission is of the view that the relevant criterion is the availability of alternative shapes to achieve the desired technical result.
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73. It must first be observed in this regard that, under Article 2 of the Directive, a trade mark may, as a rule, consist of any sign capable both of being represented graphically and of distinguishing the goods or services of one undertaking from those of other undertakings.

74. Second, it must also be borne in mind that the grounds for refusal to register signs consisting of the shape of a product are expressly listed in Article 3 (1) (e) of the Directive. Under that provision, signs which consist exclusively of the shape which results from the nature of the goods themselves, or the shape of the goods which is necessary to obtain a technical result, or the shape which gives substantial value to the goods cannot be registered or if registered are liable to be declared invalid. According to the seventh recital in the preamble to the Directive, those grounds for refusal have been listed in an exhaustive manner.

75. Finally, the marks which may be refused registration on the grounds listed in Article 3 (1) (b), (c) or (d) of the Directive may under Article 3 (3) acquire a distinctive character through the use made of them. However, a sign which is refused registration under Article 3 (1) (e) of the Directive can never acquire a distinctive character for the purposes of Article 3 (3) by the use made of it.

76. Article 3 (1) (e) thus concerns certain signs which are not such as to constitute trade marks and is a preliminary obstacle liable to prevent a sign consisting exclusively of the shape of a product from being registrable. If any one of the criteria listed in Article 3 (1) (e) is satisfied, a sign consisting exclusively of the shape of the product or of a graphic representation of that shape cannot be registered as a trade mark.

77. The various grounds for refusal of registration listed in Article 3 of the Directive must be interpreted in the light of the public interest underlying each of them (see, to that effect, Windsurfing Chiemsee, paragraphs 25 to 27).

78. The rationale of the grounds for refusal of registration laid down in Article 3 (1) (e) of the Directive is to prevent trade mark protection from granting its proprietor a monopoly on technical solutions or functional characteristics of a product which a user is likely to seek in the products of competitors. Article 3 (1) (e) is thus intended to prevent the protection conferred by the trade mark right from being extended, beyond signs which serve to distinguish a product or service from those offered by competitors, so as to form an obstacle preventing competitors from freely offering for sale products incorporating such technical solutions or functional characteristics in competition with the proprietor of the trade mark.

79. As regards, in particular, signs consisting exclusively of the shape of the product necessary to obtain a technical result, listed in Article 3 (1) (e), second indent, of the Directive, that provision is intended to preclude the registration of shapes whose essential characteristics perform a technical function, with the result that the exclusivity inherent in the trade mark right would limit the possibility of competitors supplying a product incorporating such a function or at least limit their freedom of choice in regard to the technical solution they wish to adopt in order to incorporate such a function in their product.

80. As Article 3 (1) (e) of the Directive pursues an aim which is in the public interest, namely that a shape whose essential characteristics perform a technical function and were chosen to fulfil that function may be freely used by all, that provision prevents such signs and indications from being reserved to one undertaking alone because they have been registered as trade marks (see, to that effect, Windsurfing Chiemsee, paragraph 25).

81. As to the question whether the establishment that there are other shapes which could achieve the same technical result can overcome the ground for refusal or invalidity contained in Article 3 (1) (e), second indent, there is nothing in the wording of that provision to allow such a conclusion.

82. In refusing registration of such signs, Article 3 (1) (e), second indent, of the Directive reflects the legitimate aim of not allowing individuals to use registration of a mark in order to acquire or perpetuate exclusive rights relating to technical solutions.

83. Where the essential functional characteristics of the shape of a product are attributable solely to the technical result, Article 3 (1) (e), second indent, precludes registration of a sign consisting of that shape, even if that technical result can be achieved by other shapes.

84. In the light of those considerations, the answer to the fourth question must be that Article 3 (1) (e), second indent, of the Directive must be interpreted to mean that a sign consisting exclusively of the shape of a product is unregistrable by virtue thereof if it is established that the essential functional features of that shape are attributable only to the technical result. Moreover, the ground for refusal or invalidity of registration imposed by that provision cannot be overcome by establishing that there are other shapes which allow the same technical result to be obtained.

85. The referring court makes clear that consideration of the questions relating to the infringement would not be required if its interpretation of Article 3 were to be upheld by the Court of Justice. As the answer to the fourth question confirms that interpretation, there is no need to reply to the fifth, sixth and seventh questions.

On those grounds, The Court, in answer to the questions referred to it by the Court of Appeal (England and Wales) (Civil Division) by order of 5 May 1999, hereby rules:

(1) There is no category of marks which is not excluded from registration by Article 3 (1) (b), (c) and (d) and Article 3 (3) of First Council Directive 89/104/EEC of 21 December 1988 to approximate the laws of the Member States relating to trade marks which is none the less excluded from registration by Article 3 (1) (a) thereof on the ground that such marks are incapable of distinguishing the goods of the proprietor of the mark from those of other undertakings.

(2) In order to be capable of distinguishing an article for the purposes of Article 2 of the Directive, the shape of the article in respect of which the sign is registered does not require any capricious addition, such as an embellishment which has no functional purpose.

(3) Where a trader has been the only supplier of particular goods to the market, extensive use of a sign which consists of the shape of those goods may be sufficient to give the sign a distinctive character for the purposes of Article 3 (3) of Directive 89/104 in circumstances where, as a result of that use, a substantial proportion of the relevant class of persons associates that shape with that trader and no other undertaking or believes that goods of that shape come from that trader. However, it is for the national court to verify that the circumstances in which the requirement under that provision is satisfied are shown to exist on the basis of specific and reliable data, that the presumed expectations of an average consumer of the category of goods or services in question, who is reasonably well-informedand reasonably observant and circumspect, are taken into account and that the identification, by the relevant class of persons, of the product as originating from a given undertaking is as a result of the use of the mark as a trade mark.

(4) Article 3 (1) (e), second indent, of Directive 89/104 must be interpreted to mean that a sign consisting exclusively of the shape of a product is unregistrable by virtue thereof if it is established that the essential functional features of that shape are attributable only to the technical result. Moreover, the ground for refusal or invalidity of registration imposed by that provision cannot be overcome by establishing that there are other shapes which allow the same technical result to be obtained.
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Justice O'Connor delivered the opinion of the Court.

This case requires us to clarify the extent of copyright protection available to telephone directory white pages.

Ⅰ

1. Rural Telephone Service Company is a certified public utility that provides telephone service to several communities in northwest Kansas. It is subject to a state regulation that requires all telephone companies operating in Kansas to issue annually an updated telephone directory. Accordingly, as a condition of its monopoly franchise, Rural publishes a typical telephone directory, consisting of white pages and yellow pages. The white pages list in alphabetical order the names of Rural's subscribers, together with their towns and telephone numbers. The yellow pages list Rural's business subscribers alphabetically by category and feature classified advertisements of various sizes. Rural distributes its directory free of charge to its subscribers, but earns revenue by selling yellow pages advertisements.

2. Feist Publications, Inc., is a publishing company that specializes in area-wide telephone directories. Unlike a typical directory, which covers only a particular calling area, Feist's area-wide directories cover a much larger geographical range, reducing the need to call directory assistance or consult multiple directories. The Feist directory that is the subject of this litigation covers 11 different telephone service areas in 15 counties and contains 46,878 white pages listings—compared to Rural's approximately 7,700 listings. Like Rural's directory, Feist's is distributed free of charge and includes both white pages and yellow pages. Feist and Rural compete vigorously for yellow pages advertising.

3. As the sole provider of telephone service in its service area, Rural obtains subscriber information quite easily. Persons desiring telephone service must apply to Rural and provide their names and addresses; Rural then assigns them a telephone number. Feist is not a telephone company, let alone one with monopoly status, and therefore lacks independent access to any subscriber information. To obtain white pages listings for its area-wide directory, Feist approached each of the 11 telephone companies operating in northwest Kansas and offered to pay for the right to use its white pages listings.

4. Of the 11 telephone companies, only Rural refused to license its listings to Feist. Rural's refusal created a problem for Feist, as omitting these listings would have left a gaping hole in its area-wide directory, rendering it less attractive to potential yellow pages advertisers. In a decision subsequent to that which we review here, the District Court determined that this was precisely the reason Rural refused to license its listings. The refusal was motivated by an unlawful purpose "to extend its monopoly in telephone service to a monopoly in yellow pages advertising." Rural Telephone Service Co. v. Feist Publications, Inc., 737 F. Supp. 610, 622 (Kan. 1990).

5. Unable to license Rural's white pages listings, Feist used them without Rural's consent. Feist began by removing several thousand listings that fell outside the geographic range of its area-wide directory, then hired personnel to investigate the 4,935 that remained. These employees verified the data reported by Rural and sought to obtain additional information. As a result, a typical Feist listing includes the individual's street address; most of Rural's listings do not. Notwithstanding these additions, however, 1,309 of the 46,878 listings in Feist's 1983 directory were identical to listings in Rural's 1982-1983 white pages. App. 54 (pp. 15-16), 57. Four of these were fictitious listings that Rural had inserted into its directory to detect copying.

6. Rural sued for copyright infringement in the District Court for the District of Kansas taking the position that Feist, in compiling its own directory, could not use the information contained in Rural's white pages. Rural asserted that Feist's employees were obliged to travel door-to-door or conduct a telephone survey to discover the same information for themselves. Feist responded that such efforts were economically impractical and, in any event, unnecessary because the information copied was beyond the scope of copyright protection. The District Court granted summary judgment to Rural, explaining that "[c]ourts have consistently held that telephone directories are copyrightable" and citing a string of lower court decisions. 663 F. Supp. 214, 218 (1987). In an unpublished opinion, the Court of Appeals for the Tenth Circuit affirmed "for substantially the reasons given by the district court." App. to Pet. for Cert. 4a, judgt. order reported at 916 F. 2d 718 (1990). We granted certiorari, 498 U. S. 808, 111 S. Ct. 40, 112 L. Ed. 2d 17 (1990), to determine whether the copyright in Rural's directory protects the names, towns, and telephone numbers copied by Feist.

Ⅱ

A

7. This case concerns the interaction of two well-established propositions. The first is that facts are not copyrightable; the other, that compilations of facts generally are. Each of these propositions possesses an impeccable pedigree. That there can be no valid copyright in facts is universally understood. The most fundamental axiom of copyright law is that "[n]o author may copyright his ideas or the facts he narrates." Harper & Row, Publishers, Inc. v. Nation Enterprises, 471 U. S. 539, 556, 105 S. Ct. 2218, 2228, 85 L. Ed. 2d 588 (1985). Rural wisely concedes this point, noting in its brief that "[f]acts and discoveries, of course, are not themselves subject to copyright protection." Brief for Respondent 24. At the same time, however, it is beyond dispute that compilations of facts are within the subject matter of copyright. Compilations were expressly mentioned in the Copyright Act of 1909, and again in the Copyright Act of 1976.

8. There is an undeniable tension between these two propositions. Many compilations consist of nothing but raw data—i.e., wholly factual information not accompanied by any original written expression. On what basis may one claim a copyright in such a work? Common sense tells us that 100 uncopyrightable facts do not magically change their status when gathered together in one place. Yet copyright law seems to contemplate that compilations that consist exclusively of facts are potentially within its scope.

9. The key to resolving the tension lies in understanding why facts are not copyrightable. The sine qua non of copyright is originality. To qualify for copyright protection, a work must be original to the author. See: Harper & Row, supra, at 547-549, 105 S. Ct., at 2223-2224. Original, as the term is used in copyright, means only that the work was independently created by the author (as opposed to copied from other works), and that it possesses at least some minimal degree of creativity. 1 M. Nimmer & D. Nimmer, Copyright ss 2.01[A], [B] (1990) (hereinafter Nimmer). To be sure, the requisite level of creativity is extremely low; even a slight amount will suffice. The vast majority of works make the grade quite easily, as they possess some creative spark, "no matter how crude, humble or obvious" it might be. Originality does not signify novelty; a work may be original even though it closely resembles other works so long as the similarity is fortuitous, not the result of copying. To illustrate, assume that two poets, each ignorant of the other, compose identical poems. Neither work is novel, yet both are original and, hence, copyrightable. See: Sheldon v. Metro-Goldwyn Pictures Corp., 81 F. 2d 49, 54 (CA2 1936).

10. Originality is a constitutional requirement. The source of Congress' power to enact copyright laws is Article I, s 8, cl. 8, of the Constitution, which authorizes Congress to "secur[e] for limited Times to Authors…the exclusive Right to their respective Writings." In two decisions from the late 19th century—The Trade-Mark Cases, 100 U. S. 82, 25 L. Ed. 550 (1879); and Burrow-Giles Lithographic Co. v. Sarony, 111 U. S. 53, 4 S. Ct. 279, 28 L. Ed. 349 (1884)—this Court defined the crucial terms "authors" and "writings." In so doing, the Court made it unmistakably clear that these terms presuppose a degree of originality.

11. In The Trade-Mark Cases, the Court addressed the constitutional scope of "writings." For a particular work to be classified "under the head of writings of authors," the Court determined, "originality is required." 100 U. S., at 94. The Court explained that originality requires independent creation plus a modicum of creativity: "[W]hile the word writings may be liberally construed, as it has been, to include original designs for engraving, prints, it is only such as are original, and are founded in the creative powers of the mind. The writings which are to be protected are the fruits of intellectual labor, embodied in the form of books, prints, engravings, and the like." Ibid.

12. In Burrow-Giles, the Court distilled the same requirement from the Constitution's use of the word "authors." The Court defined "author," in a constitutional sense, to mean "he to whom anything owes its origin; originator; maker." 111 U. S., at 58, 4 S. Ct., at 281 (internal quotation marks omitted). As in The Trade-Mark Cases, the Court emphasized the creative component of originality. It described copyright as being limited to "original intellectual conceptions of the author," 111 U. S., at 58, 4 S. Ct., at 281, and stressed the importance of requiring an author who accuses another of infringement to prove "the existence of those facts of originality, of intellectual production, of thought, and conception." Id., at 59-60, 4 S. Ct., at 281-282.

13. The originality requirement articulated in The Trade-Mark Cases and Burrow-Giles remains the touchstone of copyright protection today. See: Goldstein v. California, 412 U. S. 546, 561-562, 93 S. Ct. 2303, 2312, 37 L. Ed. 2d 163 (1973). It is the very "premise of copyright law." Miller v. Universal City Studios, Inc., 650 F. 2d 1365, 1368 (CA5 1981). Leading scholars agree on this point. As one pair of commentators succinctly put it: "The originality requirement is constitutionally mandated for all works." Patterson & Joyce, Monopolizing the Law: The Scope of Copyright Protection for Law Reports and Statutory Compilations, 36 UCLA L. Rev. 719, 763, n. 155 (1989) (hereinafter Patterson & Joyce). Accord, id., at 759-760, and n. 140; Nimmer s 1.06[A] ("[O]riginality is a statutory as well as a constitutional requirement"); id., s 1.08[C][1] ("[A] modicum of intellectual labor…clearly constitutes an essential constitutional element").

14. It is this bedrock principle of copyright that mandates the law's seemingly disparate treatment of facts and factual compilations. "No one may claim originality as to facts." Id., s 2.11[A], pp. 2-157. This is because facts do not owe their origin to an act of authorship. The distinction is one between creation and discovery: The first person to find and report a particular fact has not created the fact; he or she has merely discovered its existence. To borrow from Burrow-Giles, one who discovers a fact is not its "maker" or "originator." 111 U. S., at 58, 4 S. Ct., at 281. "The discoverer merely finds and records." Nimmer s 2.03[E]. Census takers, for example, do not "create" the population figures that emerge from their efforts; in a sense, they copy these figures from the world around them. Denicola, Copyright in Collections of Facts: A Theory for the Protection of Nonfiction Literary Works, 81 Colum. L. Rev. 516, 525 (1981) (hereinafter Denicola). Census data therefore do not trigger copyright because these data are not "original" in the constitutional sense. Nimmer s 2.03[E]. The same is true of all facts—scientific, historical, biographical, and news of the day. "[T]hey may not be copyrighted and are part of the public domain available to every person." Miller, supra, at 1369.

15. Factual compilations, on the other hand, may possess the requisite originality. The compilation author typically chooses which facts to include, in what order to place them, and how to arrange the collected data so that they may be used effectively by readers. These choices as to selection and arrangement, so long as they are made independently by the compiler and entail a minimal degree of creativity, are sufficiently original that Congress may protect such compilations through the copyright laws. Nimmer ss 2.11[D], 3.03; Denicola 523, n. 38. Thus, even a directory that contains absolutely no protectible written expression, only facts, meets the constitutional minimum for copyright protection if it features an original selection or arrangement. See: Harper & Row, 471 U. S., at 547, 105 S. Ct., at 2223. Accord, Nimmer s 3.03.

16. This protection is subject to an important limitation. The mere fact that a work is copyrighted does not mean that every element of the work may be protected. Originality remains the sine qua non of copyright; accordingly, copyright protection may extend only to those components of a work that are original to the author. Patterson & Joyce 800-802; Ginsburg, Creation and Commercial Value: Copyright Protection of Works of Information, 90 Colum. L. Rev. 1865, 1868, and n. 12 (1990) (hereinafter Ginsburg). Thus, if the compilation author clothes facts with an original collocation of words, he or she may be able to claim a copyright in this written expression. Others may copy the underlying facts from the publication, but not the precise words used to present them. In Harper & Row, for example, we explained that President Ford could not prevent others from copying bare historical facts from his autobiography, see: 471 U. S., at 556-557, 105 S. Ct., at 2228-2229, but that he could prevent others from copying his "subjective descriptions and portraits of public figures." Id., at 563, 105 S. Ct., at 2232. Where the compilation author adds no written expression but rather lets the facts speak for themselves, the expressive element is more elusive. The only conceivable expression is the manner in which the compiler has selected and arranged the facts. Thus, if the selection and arrangement are original, these elements of the work are eligible for copyright protection. See Patry, Copyright in Compilations of Facts (or Why the "White Pages" Are Not Copyrightable), 12 Com. & Law 37, 64 (Dec. 1990) (hereinafter Patry). No matter how original the format, however, the facts themselves do not become original through association. See Patterson & Joyce 776.

17. This inevitably means that the copyright in a factual compilation is thin. Notwithstanding a valid copyright, a subsequent compiler remains free to use the facts contained in another's publication to aid in preparing a competing work, so long as the competing work does not feature the same selection and arrangement. As one commentator explains it: "[N]o matter how much original authorship the work displays, the facts and ideas it exposes are free for the taking…. [T]he very same facts and ideas may be divorced from the context imposed by the author, and restated or reshuffled by second comers, even if the author was the first to discover the facts or to propose the ideas." Ginsburg 1868.

18. It may seem unfair that much of the fruit of the compiler's labor may be used by others without compensation. As Justice Brennan has correctly observed, however, this is not "some unforeseen byproduct of a statutory scheme." Harper & Row, 471 U. S., at 589, 105 S. Ct., at 2245 (dissenting opinion). It is, rather, "the essence of copyright," ibid., and a constitutional requirement. The primary objective of copyright is not to reward the labor of authors, but "[t]o promote the Progress of Science and useful Arts." Art. I, s 8, cl. 8. Accord, Twentieth Century Music Corp. v. Aiken, 422 U. S. 151, 156, 95 S. Ct. 2040, 2044, 45 L. Ed. 2d 84 (1975). To this end, copyright assures authors the right to their original expression, but encourages others to build freely upon the ideas and information conveyed by a work. Harper & Row, supra, 471 U. S., at 556-557, 105 S. Ct., at 2228-2229. This principle, known as the idea/expression or fact/expression dichotomy, applies to all works of authorship. As applied to a factual compilation, assuming the absence of original written expression, only the compiler's selection and arrangement may be protected; the raw facts may be copied at will. This result is neither unfair nor unfortunate. It is the means by which copyright advances the progress of science and art.

19. This Court has long recognized that the fact/expression dichotomy limits severely the scope of protection in fact-based works. More than a century ago, the Court observed: "The very object of publishing a book on science or the useful arts is to communicate to the world the useful knowledge which it contains. But this object would be frustrated if the knowledge could not be used without incurring the guilt of piracy of the book." Baker v. Selden, 101 U. S. 99, 103, 25 L. Ed. 841 (1880). We reiterated this point in Harper & Row:

"[N]o author may copyright facts or ideas. The copyright is limited to those aspects of the work—termed 'expression'—that display the stamp of the author's originality."

20. "[C]opyright does not prevent subsequent users from copying from a prior author's work those constituent elements that are not original—for example…facts, or materials in the public domain—as long as such use does not unfairly appropriate the author's original contributions." 471 U. S., at 547-548, 105 S. Ct., at 2223-2224 (citation omitted).

21. This, then, resolves the doctrinal tension: Copyright treats facts and factual compilations in a wholly consistent manner. Facts, whether alone or as part of a compilation, are not original and therefore may not be copyrighted. A factual compilation is eligible for copyright if it features an original selection or arrangement of facts, but the copyright is limited to the particular selection or arrangement. In no event may copyright extend to the facts themselves.

B

22. As we have explained, originality is a constitutionally mandated prerequisite for copyright protection. The Court's decisions announcing this rule predate the Copyright Act of 1909, but ambiguous language in the 1909 Act caused some lower courts temporarily to lose sight of this requirement.

23. The 1909 Act embodied the originality requirement, but not as clearly as it might have. See Nimmer s 2.01. The subject matter of copyright was set out in ss 3 and 4 of the Act. Section 4 stated that copyright was available to "all the writings of an author." 35 Stat. 1076. By using the words "writings" and "author"—the same words used in Article I, s 8, of the Constitution and defined by the Court in The Trade-Mark Cases and Burrow-Giles—the statute necessarily incorporated the originality requirement articulated in the Court's decisions. It did so implicitly, however, thereby leaving room for error.

24. Section 3 was similarly ambiguous. It stated that the copyright in a work protected only "the copyrightable component parts of the work." It thus stated an important copyright principle, but failed to identify the specific characteristic—originality—that determined which component parts of a work were copyrightable and which were not.

25. Most courts construed the 1909 Act correctly, notwithstanding the less-than-perfect statutory language. They understood from this Court's decisions that there could be no copyright without originality. See Patterson & Joyce 760-761. As explained in the Nimmer treatise: "The 1909 Act neither defined originality, nor even expressly required that a work be 'original' in order to command protection. However, the courts uniformly inferred the requirement from the fact that copyright protection may only be claimed by 'authors'…. It was reasoned that since an author is 'the…creator, originator' it follows that a work is not the product of an author unless the work is original." Nimmer s 2.01 (footnotes omitted) (citing cases).

26. But some courts misunderstood the statute. See, e.g., Leon v. Pacific Telephone & Telegraph Co., 91 F. 2d 484 (CA9 1937); Jeweler's Circular Publishing Co. v. Keystone Publishing Co., 281 F. 83 (CA2 1922). These courts ignored ss 3 and 4, focusing their attention instead on s 5 of the Act. Section 5, however, was purely technical in nature: It provided that a person seeking to register a work should indicate on the application the type of work, and it listed 14 categories under which the work might fall. One of these categories was "[b]ooks, including composite and cyclopaedic works, directories, gazetteers, and other compilations." s 5 (a). Section 5 did not purport to say that all compilations were automatically copyrightable. Indeed, it expressly disclaimed any such function, pointing out that "the subject-matter of copyright [i]s defined in section four." Nevertheless, the fact that factual compilations were mentioned specifically in s 5 led some courts to infer erroneously that directories and the like were copyrightable per se, "without any further or precise showing of original—personal—authorship." Ginsburg 1895.

27. Making matters worse, these courts developed a new theory to justify the protection of factual compilations. Known alternatively as "sweat of the brow" or "industrious collection," the underlying notion was that copyright was a reward for the hard work that went into compiling facts. The classic formulation of the doctrine appeared in Jeweler's Circular Publishing Co., 281 F. , at 88:

28. "The right to copyright a book upon which one has expended labor in its preparation does not depend upon whether the materials which he has collected consist or not of matters which are publici juris, or whether such materials show literary skill or originality, either in thought or in language, or anything more than industrious collection. The man who goes through the streets of a town and puts down the names of each of the inhabitants, with their occupations and their street number, acquires material of which he is the author."

29. The "sweat of the brow" doctrine had numerous flaws, the most glaring being that it extended copyright protection in a compilation beyond selection and arrangement—the compiler's original contributions—to the facts themselves. Under the doctrine, the only defense to infringement was independent creation. A subsequent compiler was "not entitled to take one word of information previously published," but rather had to "independently wor[k] out the matter for himself, so as to arrive at the same result from the same common sources of information." Id., at 88-89 (internal quotations omitted). "Sweat of the brow" courts thereby eschewed the most fundamental axiom of copyright law—that no one may copyright facts or ideas. See Miller v. Universal City Studios, Inc., 650 F. 2d, at 1372 (criticizing "sweat of the brow" courts because "ensur[ing] that later writers obtain the facts independently…is precisely the scope of protection given…copyrighted matter, and the law is clear that facts are not entitled to such protection"). Decisions of this Court applying the 1909 Act make clear that the statute did not permit the "sweat of the brow" approach. The best example is International News Service v. Associated Press, 248 U. S. 215, 39 S. Ct. 68, 63 L. Ed. 211 (1918). In that decision, the Court stated unambiguously that the 1909 Act conferred copyright protection only on those elements of a work that were original to the author. International News Service had conceded taking news reported by Associated Press and publishing it in its own newspapers. Recognizing that s 5 of the Act specifically mentioned "periodicals, including newspapers," s 5 (b), the Court acknowledged that news articles were copyrightable. Id., at 234, 39 S. Ct., at 70. It flatly rejected, however, the notion that the copyright in an article extended to the factual information it contained: "[T]he news element—the information respecting current events contained in the literary production—is not the creation of the writer, but is a report of matters that ordinarily are publici juris; it is the history of the day."

30. Without a doubt, the "sweat of the brow" doctrine flouted basic copyright principles. Throughout history, copyright law has "recognize[d] a greater need to disseminate factual works than works of fiction or fantasy." Harper & Row, 471 U. S., at 563, 105 S. Ct., at 2232. Accord, Gorman, Fact or Fancy: The Implications for Copyright, 29 J. Copyright Soc. 560, 563 (1982). But "sweat of the brow" courts took a contrary view; they handed out proprietary interests in facts and declared that authors are absolutely precluded from saving time and effort by relying upon the facts contained in prior works. In truth, "[i]t is just such wasted effort that the proscription against the copyright of ideas and facts…[is] designed to prevent." Rosemont Enterprises, Inc. v. Random House, Inc., 366 F. 2d 303, 310 (CA2 1966), cert. denied 385 U. S. 1009, 87 S. Ct. 714, 17 L. Ed. 2d 546 (1967). "Protection for the fruits of such research…may in certain circumstances be available under a theory of unfair competition. But to accord copyright protection on this basis alone distorts basic copyright principles in that it creates a monopoly in public domain materials without the necessary justification of protecting and encouraging the creation of 'writings' by 'authors.'" Nimmer s 3.04, pp. 3-23 (footnote omitted).

C

31. "Sweat of the brow" decisions did not escape the attention of the Copyright Office. When Congress decided to overhaul the copyright statute and asked the Copyright Office to study existing problems, see Mills Music, Inc. v. Snyder, 469 U. S. 153, 159, 105 S. Ct. 638, 642, 83 L. Ed. 2d 556 (1985), the Copyright Office promptly recommended that Congress clear up the confusion in the lower courts as to the basic standards of copyrightability. The Register of Copyrights explained in his first report to Congress that "originality" was a "basic requisit[e]" of copyright under the 1909 Act, but that "the absence of any reference to [originality] in the statute seems to have led to misconceptions as to what is copyrightable matter." Report of the Register of Copyrights on the General Revision of the U. S. Copyright Law, 87th Cong., 1st Sess., p. 9 (H. Judiciary Comm. Print 1961). The Register suggested making the originality requirement explicit.

32. Congress took the Register's advice. In enacting the Copyright Act of 1976, Congress dropped the reference to "all the writings of an author" and replaced it with the phrase "original works of authorship." 17 U. S. C. s 102 (a). In making explicit the originality requirement, Congress announced that it was merely clarifying existing law: "The two fundamental criteria of copyright protection [are] originality and fixation in tangible form…. The phrase 'original works of authorship,' which is purposely left undefined, is intended to incorporate without change the standard of originality established by the courts under the present [1909] copyright statute." H. R. Rep. No. 94-1476, p. 51 (1976) (emphasis added) (hereinafter H. R. Rep.); S. Rep. No. 94-473, p. 50 (1975), U. S. Code Cong. & Admin. News 1976, pp. 5659, 5664 (emphasis added) (hereinafter S. Rep.). This sentiment was echoed by the Copyright Office: "Our intention here is to maintain the established standards of originality…." Supplementary Report of the Register of Copyrights on the General Revision of U. S. Copyright Law, 89th Cong., 1st Sess., pt. 6, p. 3 (H. Judiciary Comm. Print 1965) (emphasis added).

33. To ensure that the mistakes of the "sweat of the brow" courts would not be repeated, Congress took additional measures. For example, s 3 of the 1909 Act had stated that copyright protected only the "copyrightable component parts" of a work, but had not identified originality as the basis for distinguishing those component parts that were copyrightable from those that were not. The 1976 Act deleted this section and replaced it with s 102 (b), which identifies specifically those elements of a work for which copyright is not available: "In no case does copyright protection for an original work of authorship extend to any idea, procedure, process, system, method of operation, concept, principle, or discovery, regardless of the form in which it is described, explained, illustrated, or embodied in such work." Section 102 (b) is universally understood to prohibit any copyright in facts. Harper & Row, supra, at 547, 556, 105 S. Ct., at 2223, 2228. Accord, Nimmer s 2.03[E] (equating facts with "discoveries"). As with s 102 (a), Congress emphasized that s 102 (b) did not change the law, but merely clarified it: "Section 102 (b) in no way enlarges or contracts the scope of copyright protection under the present law. Its purpose is to restate…that the basic dichotomy between expression and idea remains unchanged." H. R. Rep., at 57; S. Rep., at 54, U. S. Code Cong. & Admin. News 1976, p. 5670.

34. Congress took another step to minimize confusion by deleting the specific mention of "directories…and other compilations" in s 5 of the 1909 Act. As mentioned, this section had led some courts to conclude that directories were copyrightable per se and that every element of a directory was protected. In its place, Congress enacted two new provisions. First, to make clear that compilations were not copyrightable per se, Congress provided a definition of the term "compilation." Second, to make clear that the copyright in a compilation did not extend to the facts themselves, Congress enacted s 103.

35. The definition of "compilation" is found in s 101 of the 1976 Act. It defines a "compilation" in the copyright sense as "a work formed by the collection and assembling of preexisting materials or of data that are selected, coordinated, or arranged in such a way that the resulting work as a whole constitutes an original work of authorship".

36. The purpose of the statutory definition is to emphasize that collections of facts are not copyrightable per se. It conveys this message through its tripartite structure, as emphasized above by the italics. The statute identifies three distinct elements and requires each to be met for a work to qualify as a copyrightable compilation: (1) the collection and assembly of pre-existing material, facts, or data; (2) the selection, coordination, or arrangement of those materials; and (3) the creation, by virtue of the particular selection, coordination, or arrangement, of an "original" work of authorship. "[T]his tripartite conjunctive structure is self-evident, and should be assumed to 'accurately express the legislative purpose.'" Patry 51, quoting Mills Music, 469 U. S., at 164, 105 S. Ct., at 645.

37. At first glance, the first requirement does not seem to tell us much. It merely describes what one normally thinks of as a compilation—a collection of pre-existing material, facts, or data. What makes it significant is that it is not the sole requirement. It is not enough for copyright purposes that an author collects and assembles facts. To satisfy the statutory definition, the work must get over two additional hurdles. In this way, the plain language indicates that not every collection of facts receives copyright protection. Otherwise, there would be a period after "data."

38. The third requirement is also illuminating. It emphasizes that a compilation, like any other work, is copyrightable only if it satisfies the originality requirement ("an original work of authorship"). Although s 102 states plainly that the originality requirement applies to all works, the point was emphasized with regard to compilations to ensure that courts would not repeat the mistake of the "sweat of the brow" courts by concluding that fact-based works are treated differently and measured by some other standard. As Congress explained it, the goal was to "make plain that the criteria of copyrightable subject matter stated in section 102 apply with full force to works…containing preexisting material." H. R. Rep., at 57; S. Rep., at 55, U. S. Code Cong. & Admin. News 1976, p. 5670.

39. The key to the statutory definition is the second requirement. It instructs courts that, in determining whether a fact-based work is an original work of authorship, they should focus on the manner in which the collected facts have been selected, coordinated, and arranged. This is a straightforward application of the originality requirement. Facts are never original, so the compilation author can claim originality, if at all, only in the way the facts are presented. To that end, the statute dictates that the principal focus should be on whether the selection, coordination, and arrangement are sufficiently original to merit protection.

40. Not every selection, coordination, or arrangement will pass muster. This is plain from the statute. It states that, to merit protection, the facts must be selected, coordinated, or arranged "in such a way" as to render the work as a whole original. This implies that some "ways" will trigger copyright, but that others will not. See Patry 57, and n. 76. Otherwise, the phrase "in such a way" is meaningless and Congress should have defined "compilation" simply as "a work formed by the collection and assembly of preexisting materials or data that are selected, coordinated, or arranged." That Congress did not do so is dispositive. In accordance with "the established principle that a court should give effect, if possible, to every clause and word of a statute," Moskal v. United States, 498 U. S. 103, 109-110, 111 S. Ct. 461, 466, 112 L. Ed. 2d 449 (1990) (internal quotation marks omitted), we conclude that the statute envisions that there will be some fact-based works in which the selection, coordination, and arrangement are not sufficiently original to trigger copyright protection.

41. As discussed earlier, however, the originality requirement is not particularly stringent. A compiler may settle upon a selection or arrangement that others have used; novelty is not required. Originality requires only that the author make the selection or arrangement independently (i.e., without copying that selection or arrangement from another work), and that it display some minimal level of creativity. Presumably, the vast majority of compilations will pass this test, but not all will. There remains a narrow category of works in which the creative spark is utterly lacking or so trivial as to be virtually nonexistent. See generally Bleistein v. Donaldson Lithographing Co., 188 U. S. 239, 251, 23 S. Ct. 298, 300, 47 L. Ed. 460 (1903) (referring to "the narrowest and most obvious limits"). Such works are incapable of sustaining a valid copyright. Nimmer s 2.01[B].

42. Even if a work qualifies as a copyrightable compilation, it receives only limited protection. This is the point of s 103 of the Act. Section 103 explains that "[t]he subject matter of copyright…includes compilations," s 103 (a), but that copyright protects only the author's original contributions—not the facts or information conveyed:

"The copyright in a compilation…extends only to the material contributed by the author of such work, as distinguished from the preexisting material employed in the work, and does not imply any exclusive right in the preexisting material." s 103 (b).

43. As s 103 makes clear, copyright is not a tool by which a compilation author may keep others from using the facts or data he or she has collected. "The most important point here is one that is commonly misunderstood today: copyright…has no effect one way or the other on the copyright or public domain status of the preexisting material." H. R. Rep., at 57; S. Rep., at 55, U. S. Code Cong. & Admin. News 1976, p. 5670. The 1909 Act did not require, as "sweat of the brow" courts mistakenly assumed, that each subsequent compiler must start from scratch and is precluded from relying on research undertaken by another. See, e.g., Jeweler's Circular Publishing Co., 281 F. , at 88-89. Rather, the facts contained in existing works may be freely copied because copyright protects only the elements that owe their origin to the compiler—the selection, coordination, and arrangement of facts.

44. In summary, the 1976 revisions to the Copyright Act leave no doubt that originality, not "sweat of the brow," is the touchstone of copyright protection in directories and other fact-based works. Nor is there any doubt that the same was true under the 1909 Act. The 1976 revisions were a direct response to the Copyright Office's concern that many lower courts had misconstrued this basic principle, and Congress emphasized repeatedly that the purpose of the revisions was to clarify, not change, existing law. The revisions explain with painstaking clarity that copyright requires originality, s 102 (a); that facts are never original, s 102 (b); that the copyright in a compilation does not extend to the facts it contains, s 103 (b); and that a compilation is copyrightable only to the extent that it features an original selection, coordination, or arrangement, s 101.

45. The 1976 revisions have proven largely successful in steering courts in the right direction. A good example is Miller v. Universal City Studios, Inc., 650 F. 2d, at 1369-1370: "A copyright in a directory…is properly viewed as resting on the originality of the selection and arrangement of the factual material, rather than on the industriousness of the efforts to develop the information. Copyright protection does not extend to the facts themselves, and the mere use of information contained in a directory without a substantial copying of the format does not constitute infringement" (citation omitted). Additionally, the Second Circuit, which almost 70 years ago issued the classic formulation of the "sweat of the brow" doctrine in Jeweler's Circular Publishing Co., has now fully repudiated the reasoning of that decision. See, e.g., Financial Information, Inc. v. Moody's Investors Service, Inc., 808 F. 2d 204, 207 (CA2 1986), cert. denied, 484 U. S. 820, 108 S. Ct. 79, 98 L. Ed. 2d 42 (1987); Financial Information, Inc. v. Moody's Investors Service, Inc., 751 F. 2d 501, 510 (CA2 1984) (Newman, J., concurring); Hoehling v. Universal City Studios, Inc., 618 F. 2d 972, 979 (CA2 1980). Even those scholars who believe that "industrious collection" should be rewarded seem to recognize that this is beyond the scope of existing copyright law. See Denicola 516 ("[T]he very vocabulary of copyright is ill suited to analyzing property rights in works of nonfiction"); id., at 520-521, 525; Ginsburg 1867, 1870.

Ⅲ

46. There is no doubt that Feist took from the white pages of Rural's directory a substantial amount of factual information. At a minimum, Feist copied the names, towns, and telephone numbers of 1,309 of Rural's subscribers. Not all copying, however, is copyright infringement. To establish infringement, two elements must be proven: (1) ownership of a valid copyright, and (2) copying of constituent elements of the work that are original. See Harper & Row, 471 U. S., at 548, 105 S. Ct., at 2224. The first element is not at issue here; Feist appears to concede that Rural's directory, considered as a whole, is subject to a valid copyright because it contains some foreword text, as well as original material in its yellow pages advertisements. See Brief for Petitioner 18; Pet. for Cert. 9.

47. The question is whether Rural has proved the second element. In other words, did Feist, by taking 1,309 names, towns, and telephone numbers from Rural's white pages, copy anything that was "original" to Rural? Certainly, the raw data does not satisfy the originality requirement. Rural may have been the first to discover and report the names, towns, and telephone numbers of its subscribers, but this data does not "ow[e] its origin" to Rural. Burrow-Giles, 111 U. S., at 58, 4 S. Ct., at 281. Rather, these bits of information are uncopyrightable facts; they existed before Rural reported them and would have continued to exist if Rural had never published a telephone directory. The originality requirement "rule[s] out protecting…names, addresses, and telephone numbers of which the plaintiff by no stretch of the imagination could be called the author." Patterson & Joyce 776.

48. Rural essentially concedes the point by referring to the names, towns, and telephone numbers as "preexisting material." Section 103 (b) states explicitly that the copyright in a compilation does not extend to "the preexisting material employed in the work."

49. The question that remains is whether Rural selected, coordinated, or arranged these uncopyrightable facts in an original way. As mentioned, originality is not a stringent standard; it does not require that facts be presented in an innovative or surprising way. It is equally true, however, that the selection and arrangement of facts cannot be so mechanical or routine as to require no creativity whatsoever. The standard of originality is low, but it does exist. See Patterson & Joyce 760, n. 144 ("While this requirement is sometimes characterized as modest, or a low threshold, it is not without effect") (internal quotation marks omitted; citations omitted). As this Court has explained, the Constitution mandates some minimal degree of creativity, see The Trade-Mark Cases, 100 U. S., at 94; and an author who claims infringement must prove "the existence of…intellectual production, of thought, and conception."

50. The selection, coordination, and arrangement of Rural's white pages do not satisfy the minimum constitutional standards for copyright protection. As mentioned at the outset, Rural's white pages are entirely typical. Persons desiring telephone service in Rural's service area fill out an application and Rural issues them a telephone number. In preparing its white pages, Rural simply takes the data provided by its subscribers and lists it alphabetically by surname. The end product is a garden-variety white pages directory, devoid of even the slightest trace of creativity.

51. Rural's selection of listings could not be more obvious: It publishes the most basic information—name, town, and telephone number—about each person who applies to it for telephone service. This is "selection" of a sort, but it lacks the modicum of creativity necessary to transform mere selection into copyrightable expression. Rural expended sufficient effort to make the white pages directory useful, but insufficient creativity to make it original.

52. We note in passing that the selection featured in Rural's white pages may also fail the originality requirement for another reason. Feist points out that Rural did not truly "select" to publish the names and telephone numbers of its subscribers; rather, it was required to do so by the Kansas Corporation Commission as part of its monopoly franchise. See 737 F. Supp., at 612. Accordingly, one could plausibly conclude that this selection was dictated by state law, not by Rural.

53. Nor can Rural claim originality in its coordination and arrangement of facts. The white pages do nothing more than list Rural's subscribers in alphabetical order. This arrangement may, technically speaking, owe its origin to Rural; no one disputes that Rural undertook the task of alphabetizing the names itself. But there is nothing remotely creative about arranging names alphabetically in a white pages directory. It is an age-old practice, firmly rooted in tradition and so commonplace that it has come to be expected as a matter of course. See Brief for Information Industry Association et al. as Amici Curiae 10 (alphabetical arrangement "is universally observed in directories published by local exchange telephone companies"). It is not only unoriginal, it is practically inevitable. This time-honored tradition does not possess the minimal creative spark required by the Copyright Act and the Constitution.

54. We conclude that the names, towns, and telephone numbers copied by Feist were not original to Rural and therefore were not protected by the copyright in Rural's combined white and yellow pages directory. As a constitutional matter, copyright protects only those constituent elements of a work that possess more than a de minimis quantum of creativity. Rural's white pages, limited to basic subscriber information and arranged alphabetically, fall short of the mark. As a statutory matter, 17 U. S. C. s 101 does not afford protection from copying to a collection of facts that are selected, coordinated, and arranged in a way that utterly lacks originality. Given that some works must fail, we cannot imagine a more likely candidate. Indeed, were we to hold that Rural's white pages pass muster, it is hard to believe that any collection of facts could fail.

55. Because Rural's white pages lack the requisite originality, Feist's use of the listings cannot constitute infringement. This decision should not be construed as demeaning Rural's efforts in compiling its directory, but rather as making clear that copyright rewards originality, not effort. As this Court noted more than a century ago, "great praise may be due to the plaintiffs for their industry and enterprise in publishing this paper, yet the law does not contemplate their being rewarded in this way." Baker v. Selden, 101 U. S., at 105.

56. The judgment of the Court of Appeals is Reversed.

Questions:

1. Briefly summarize the facts and issue (s) of the case.

2. What are the requirements for a work to enjoy copyright?

3. Is factual compilation copyrightable? What is you opinion? And what is the situation in China?

4. What is the "sweat of brow" doctrine?

5. What is the judgement of the Supreme Court?

6. Have you noticed any new development of the "sweet of brow" doctrine in in later cases?
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 Educational Testing Service v. TOEFL

WIPO Arbitration and Mediation Center Administrative Panel Decision, Case No. D2000-0044

The Parties

1. The Complainant is Educational Testing Service, a not-for-profit corporation organized in the State of New York, United States of America (USA), with principal place of business in Princeton, New Jersey, USA. The Respondent is TOEFL, with address in New York, New York, USA.

The Domain Name (s) and Registrar (s)

2. The disputed domain name is "toefl.com". The registrar of the disputed domain name is Network Solutions, Inc., with business address in Herndon, Virginia, USA.

Procedural History

3. The essential procedural history of the administrative proceeding is as follows:

a. The Complainant initiated the proceeding by the filing of a complaint by fax of February 7, 2000, received by the WIPO Arbitration and Mediation Center ("WIPO") on February 8, 2000, and by courier mail received by WIPO on February 10, 2000. Payment by Complainant of the requisite filing fees accompanied the courier mailing. On February 10, 2000, WIPO completed its formal filing compliance requirements checklist.

b. On February 11, 2000, WIPO transmitted notification of the complaint and initiation of the proceeding to the Respondent via e-mail, fax and courier. The fax notification was retransmitted by WIPO to Respondent on February 15, 2000, after notification by Respondent's administrative contact that its fax machine had run out of paper during the initial fax transmission.

c. On February 11, 2000 WIPO transmitted notification of the complaint to ICANN, Network Solutions and Complainant's authorized representative.

d. On March 2, 2000, WIPO transmitted notification to Respondent of its default in responding (to the complaint transmitted on February 11, 2000) by post, fax and e-mail. WIPO's fax machine report indicates successful transmission of this notification to Respondent's administrative contact.

e. On March 2, 2000, WIPO invited the undersigned to serve as panelist in this administrative proceeding, subject to receipt of an executed Statement of Acceptance and Declaration of Impartiality and Independence ("Statement and Declaration"). On March 2, 2000 the undersigned transmitted by fax the executed Statement and Declaration to WIPO.

f. On March 3, 2000, the Complainant and Respondent were notified by WIPO of the appointment of the undersigned sole panelist as the Administrative Panel (the "Panel") in this matter. On March 3, 2000, the Panel received an e-mail transmission of the Complaint from WIPO, and WIPO dispatched its file in this matter by courier to the Panel. WIPO notified the Panel that, absent exceptional circumstances, it would be required to forward its decision to WIPO by March 16, 2000.

g. The Panel has not received any requests from Complainant or Respondent regarding further submissions, waivers or extensions of deadlines, and the Panel has not found it necessary to request any further information from the parties (taking note of Respondent's default in responding to the complaint). The proceedings have been conducted in English.

Factual Background

4. Complainant has provided a copy (Exhibit B to its complaint) of its U. S. Patent and Trademark Office trademark and service mark registration dated October 3, 1978 for "TOEFL", number 1,103,427, on the Principal Register. Complainant states that the trademark and service mark (hereinafter "trademark") registration remains valid and subsisting. The validity of Complainant's trademark registration for "TOEFL" has not been contested by Respondent, and the Panel accepts as an undisputed fact that Complainant is the holder of a valid trademark registration for "TOEFL" in the United States.

5. Network Solutions' WHOIS database query response (Complainant's Exhibit A) indicates that TOEFL, with Administrative Contact at "Connections, Web" is the registrant of the domain name "TOEFL.COM". The record of this registration was created on October 24, 1997, and was last updated on October 8, 1999.

6. As indicated in Complainant's Exhibit F, constituting a download from the "tourdomain.com" website on January 30, 2000, the domain name "toefl.com" is offered for sale by its owner on said website for an asking price of ＄8,000. Respondent (by its default) has not disputed that it is responsible for such offering for sale.

7. The Service Agreement in effect between Respondent and Network Solutions as of January 26, 2000 subjects Respondent to Network Solutions' dispute settlement policy, which as of that date is the Uniform Domain Name Dispute Resolution Policy, as adopted by ICANN on August 26, 1999, and with implementing documents approved by ICANN on October 24, 1999. The Uniform Domain Name Dispute Resolution Policy (the "Policy") requires that domain name registrants submit to a mandatory administrative proceeding conducted by an approved dispute resolution service provider, of which WIPO is one, regarding allegations of abusive domain name registration (Policy, para. 4 (a)). Respondent has not contested that it is properly before this Administrative Panel.

Parties' Contentions

A. Complainant

8. Complainant states that it is a "leader in developing and administering tests for measuring skills, academic aptitude and achievement, and occupational and professional competency for Americans and foreigners seeking preparatory school, college and graduate school admission, licenses for technical and paraprofessional occupations and teacher certification, among others" (Complaint, para. 16). Complainant indicates that its "'Test of English as a Foreign Language' ('TOEFL') is a test used by the U. S. government, U. S. industry and U. S. academic institutions to measure English-language proficiency of non-English speaking students seeking student visas".

9. Complainant indicates that its registered "TOEFL" trademark is famous among "Americans in every field of endeavor" and that the TOEFL trademark is known to identify a "single source, namely, Complainant Educational Testing Service, and its respected products and services". Complainant indicates that it has expended considerable resources in "promoting its products and services under the TOEFL mark throughout the United States" and that the "goodwill symbolized by the TOEFL mark belongs exclusively to Complainant".

10. Complainant states that Respondent has not made preparations to use or used the "toefl.com" domain name "in connection with a bona fide offering of goods or services", has no trademark or service mark rights in the "TOEFL" trademark, and is not making a legitimate non-commercial or fair use of the "toefl.com" domain name.

11. Complainant states that respondent registered the domain name "toefl.com" in "a blatant attempt to capitalize unfairly on the goodwill of the TOEFL mark". It alleges that Respondent's bad faith is evidenced by its placing of the domain name for sale on the "tourdomain.com" website at a price (＄8,000) that "far exceeds its out-of-pocket costs and thus has violated Paragraph 4 (b) (i) of the Policy". Complainant indicates that Respondent's "target audience" for its offer of sale "undoubtedly was and is Complainant". It alleges that Respondent has no bona fide purpose for the domain name, and "has deliberately attempted to extort compensation from Complainant". Complainant argues that an offer to sell the domain name for a price in excess of its costs constitutes bad faith registration of the name.

12. Complainant requests that the domain name "toefl.com" be transferred to it.

B. Respondent

13. Respondent did not reply to the Complainant's contentions.

Discussion and Findings

14. The Uniform Domain Name Dispute Resolution Policy (the "Policy") adopted by the Internet Corporation for Assigned Names and Numbers (ICANN) on August 26, 1999 (with implementing documents approved on October 24, 1999) is addressed to resolving disputes concerning allegations of abusive domain name registration. The subject matter scope of the administrative proceedings by which such disputes may be resolved is carefully circumscribed, reflecting a cautious approach to a novel form of dispute resolution that was designed to address a rapidly evolving technological environment. This approach was largely developed through the WIPO Internet Domain Name Process and reflects the balancing and synthesis of a wide range of perspectives regarding governance of the Internet environment. Administrative Panels established by authorized dispute resolution service providers should confine themselves to findings of fact that are necessary to rendering decisions within their limited subject matter jurisdiction.

15. A "domain name" is a human-friendly form of Internet address. The domain name shares characteristics with traditional forms of business identifiers, principally trademarks, service marks and trade names. The domain name differs from the trademark (and by analogy, the service mark). The trademark identifies the source of goods in commerce. The domain name does not generally appear on goods as an indication of source; rather, it may—but does not necessarily—identify a producer or supplier of goods by its location on the Internet. The domain name is closely related to a trade name that identifies a particular business. The trade name may be invoked, in appropriate circumstances, to prevent or redress unfair competition.

16. Because the holding of a valid trademark evidences a link between a sign or symbol on goods in commerce and a particular producer or supplier, the Policy establishes the holding of a valid trademark as a presumptive basis for redressing unfair competition in the registration and use of a domain name. However, the Policy recognizes that parties other than the trademark holder may have legitimate interests in the use of its sign or symbol in a domain name. It distinguishes such legitimate interests from a set of circumstances which are likely to represent abuse of the trademark holder's rights. It is only the "bad faith" registration and use of a domain name that is prohibited by the Policy.

17. Paragraph 4 (a) of the Policy establishes three elements that must be established by a Complainant to merit a finding that a Respondent has engaged in abusive domain name registration, and to obtain relief. These elements are that:

(i) Respondent's domain name is identical or confusingly similar to a trademark or service mark in which the complainant has rights; and (ii) Respondent has no rights or legitimate interests in respect of the domain name; and (iii) Respondent's domain name has been registered and is being used in bad faith.

18. Each of the aforesaid three elements must be proved by a complainant to warrant relief.

19. It is essential to dispute resolution proceedings that fundamental due process requirements be met. Such requirements include that a respondent have notice of proceedings that may substantially affect its rights. The Policy, and the Rules for Uniform Domain Name Dispute Resolution Policy (the "Rules"), establish procedures intended to assure that respondents are given adequate notice of proceedings initiated against them, and a reasonable opportunity to respond (see, e.g., para. 2 (a), Rules).

20. In this case, the Panel is satisfied that WIPO took all steps reasonably necessary to notify the Respondent of the filing of the Complaint and initiation of these proceedings, and that the failure of the Respondent to furnish a reply is not due to any omission by WIPO. There is ample evidence in the form of courier receipts and fax machine reports that the party designated as the Administrative Contact for the Respondent received the complaint and notice of initiation of the proceedings (see Procedural History, supra).

21. Because the Respondent, TOEFL, has defaulted in providing a response to the allegations of Complainant, Educational Testing Service ("ETS"), certain factual conclusions may be drawn by the panel on the basis of Complainant's undisputed representations (Rules, para. 14 (b)).

22. The Panel finds that ETS is the owner of the trademark "TOEFL" registered on the principal register of the United States Patent and Trademark Office. The Complainant thus has rights in the "TOEFL" trademark in the sense of Paragraph 4 (a) (i) of the Policy. "TOEFL" is an acronym for "Test of English as a Foreign Language". This acronym may be descriptive, and may thus require the acquisition of secondary meaning in order to be distinctive and constitute a valid trademark. Registration on the Principal Register establishes a presumption of secondary meaning and distinctive character. In the absence of a challenge to the distinctive character of the trademark "TOEFL" by the Respondent, the Panel accepts for the purposes of this proceeding that "TOEFL" is a valid trademark.

23. Complainant has suggested that "TOEFL" is a famous mark. A finding to this affect might have legal implications under U. S. antidilution law, or might be relevant to whether "TOEFL" is a well-known mark within the meaning of the Paris Convention. There is no need for the Panel to make a determination on this issue.

24. The domain name registered by Respondent, "toefl.com", is identical to Complainant's registered trademark, "TOEFL", with exception of addition of the generic top-level domain name ".com", and taking note that domain names are employed in lower case format (while Complainant's trademark is comprised of upper case letters). For purposes of this proceeding, it is unnecessary to decide whether, in light of these factors, Respondent's domain name is "identical" to Complainant's trademark, since Respondent's domain name "toefl.com" is without doubt confusingly similar to Complainant's trademark "TOEFL". Complainant has met the burden of proving that Respondent is the registrant of a domain name which is identical or confusingly similar to a trademark in which the Complainant has rights, and it has thus established the first of the three elements necessary to a finding that Respondent has engaged in abusive domain name registration.

25. There is no evidence on the record that would indicate that Respondent has any rights or legitimate interests in respect of the domain name "toefl.com", other than that it has registered and offered to sell the domain name. If mere registration of the domain name were sufficient to establish rights or legitimate interests for the purposes of Paragraph 4 (a) (ii) of the Policy, then all registrants would have such rights or interests, and no Complainant could succeed on a claim of abusive registration. Construing the Policy so as to avoid an illogical result, the Panel concludes that mere registration does not establish rights or legitimate interests in a domain name so as to avoid the application of Paragraph 4 (a) (ii) of the Policy. Moreover, the Panel finds that the mere offering of the domain name for sale to any party does not constitute a right or legitimate interest in that name. The offering for sale of a domain name (to the trademark holder or its competitor for a price in excess of out-of-pocket costs) is one avenue for establishing bad faith registration and use pursuant to the Policy (para. 4 (b) (i)). If the mere offering for sale were sufficient to constitute a right or legitimate interest, this would mean that a finding of bad faith registration and use under paragraph 4 (b) (i) would virtually preclude a finding of lack of right or interest under paragraph 4 (a) (ii). Construing paragraph 4 (a) (ii) of the policy so as to avoid an illogical result, the Respondent's offering of "toefl.com" for sale at "tourdomain.com" does not, standing alone, establish a right or legitimate interest in that domain name.

26. In light of Respondent's default, and in the absence of any evidence on the record of Respondent's rights or legitimate interests in the domain name "toefl.com", the Panel finds that the Respondent has no rights or legitimate interests in that domain name. Thus, the Complainant has established the second element necessary to prevail on its claim that respondent has engaged in abusive domain name registration.

27. The third element that must be proven by Complainant to establish Respondent's abusive domain name registration is that Respondent has registered and is using the domain name in bad faith. The Policy indicates that certain circumstances may, "in particular but without limitation", be evidence of bad faith (Policy, para. 4 (b)). Most relevant to the current proceedings: circumstances indicating that the domain name has been registered or acquired by a respondent "primarily for the purpose of selling, renting, or otherwise transferring the domain name registration to the complainant who is the owner of the trademark or service mark or to a competitor of that complainant, for valuable consideration in excess of [respondent's] documented out-of-pocket costs directly related to the domain name" (Id., para. 4 (b) (i)).

28. As there is no evidence on the record that Respondent has undertaken any act regarding the disputed domain name other than to offer it for sale, the Panel infers that the offering for sale was Respondent's purpose for the registration. If the Respondent's offer for sale is determined to be in bad faith, then the registration will also be deemed to be in bad faith. Complainant alleges that Respondent's offer to sell "toefl.com" on the "tourdomain.com" website was specifically intended as an offer for sale to Complainant. It characterizes Respondent's act as a deliberate attempt to extort compensation from Complainant.

29. The panel is unwilling to draw such an inference from Respondent's offer of the domain name for sale on a website that is open to any party with access to the Internet. Complainant alleges that "TOEFL" is a test widely used by various institutions in the United States. This suggests that there might well be parties other than Complainant that would find a "toefl.com" website commercially useful, such as parties offering to train individuals preparing for "TOEFL" tests in the United States, or offering to train such individuals in foreign countries.

30. Furthermore, while parties offering services related to "TOEFL" tests might be competitors of Complainant—thereby bringing them within another class of parties to whom offering the domain name for sale would constitute bad faith use—they might not be competitors of Complainant. On the basis of the Complaint, the Panel cannot conclude that Complainant is the only party that may legitimately train individuals in preparation for TOEFL tests, nor that Complainant would necessarily have persuasive grounds for complaint if another party used the "TOEFL" trademark in a domain name that directed Internet users to its own test preparation services.

31. If in fact the Respondent considered the Complainant its sole "target audience" for sale of "toefl.com", it might have more efficiently sent an offer letter directly to Complainant, rather than pursuing the circuitous route of posting its offer for sale on a publicly accessible website.

32. The panel is thus unwilling to draw the inference that offering the "toefl.com" domain name for sale on a publicly accessible website to any party willing to pay its price constitutes an offer to sell the domain name to the Complainant or to a competitor of the Complainant. Certainly the Complainant and its competitors are potential purchasers. However, if the drafters of paragraph 4 (b) (i) of the Policy had intended to broadly cover offers to any and all potential purchasers as evidence of bad faith, it would have been a simple matter to refer to all offers to sell the domain name, and not offers to sell to specific parties or classes of parties.

33. This does not, however, end our inquiry regarding the element of bad faith, since the Policy indicates that its listing of bad faith factors is without limitation. Thus we must still ask whether a general offer for sale in the circumstances of this case constitutes bad faith use of the domain name. The value which Respondent seeks to secure from sale of the domain name is based on the underlying value of Complainant's trademark. This value is grounded in the right of Complainant to use its mark to identify itself as a source of goods or services. Respondent has failed to establish any legitimate domain name-related use for Complainant's trademark, in a context in which such legitimization might be possible. The Respondent having failed to present any such justification, the Panel may reasonably infer that Respondent neither intended to make nor has made any legitimate use of Complainant's trademark in connection with the "toefl.com" domain name. In light of the undisputed record in this proceeding, the Panel concludes that the Respondent did in fact register and use the "toefl.com" domain name in bad faith. It has made no use of the domain name other than to offer it for sale at a price that is likely to substantially exceed its out-of-pocket costs of registration, and the price that the domain name commands would largely be based on the trademark of the Complainant. Although a supplemental, as opposed to competitive, user of the domain name might be willing to pay the price sought by Respondent, there is no reason based on the record to award this price to Respondent. The Respondent was the first-to-register, and in circumstances of legitimate registration and use this may secure its right to the domain name. However, because Respondent is contributing no value-added to the Internet—it is merely attempting to exploit a general rule of registration—the broad community of Internet users will be better served by transferring the domain name to a party with a legitimate use for it.

34. The Panel finds that the Respondent has registered and used the domain name "toefl.com" in bad faith, and that the Complainant has thus established the third and final element necessary for a finding that the Respondent has engaged in abusive domain name registration.

35. By requesting transfer of the domain name to itself, Complainant has effectively requested registration of the "toefl.com" domain name. Although there might be other legitimate users of the domain name that would seek registration subsequent to a cancellation of Respondent's registration, Complainant's request for registration should reasonably take precedence under a general first-in-time principle applicable to legitimate requests for registration.

36. The Panel will therefore direct the registrar to transfer the domain name "toefl.com" to the Complainant.

Decision

37. Based on its finding that the Respondent, TOEFL, has engaged in an abusive registration of the domain name "toefl.com" within the meaning of paragraph 4 (a) of the Policy, the Panel directs the registrar to transfer the domain name to the Complainant, Educational Testing Service.

Frederick M. Abbott Sole Panelist

Dated: March 16, 2000

Questions:

1. Briefly summarize the facts and issue of the case.

2. What are the elements that must be proven by Complainant to establish Respondent's abusive domain name registration?

3. Does mere registration and offering for sale establish a right or legitimate interest in a domain name?

4. The Panel directs the registrar to transfer the domain name "toefl.com" to the Complainant, do you think it is for fee or for free? If for free, how to calculate it?


 Educational Testing Service (ETS) v. Morrison Media LLC

WIPO Arbitration and Mediation Center Administrative Panel Decision, Case No. D2006-1010

The Parties

1. The Complainant is Educational Testing Service (ETS), United States of America, represented by Dorsey & Whitney, LLP, United States of America.

The Respondent is Morrison Media LLC, United States of America.

The Domain Names and Registrar

2. The disputed domain names: 〈acethepraxis.com〉, 〈gre-secrets.com〉, 〈praxis-secrets.com〉, 〈toefl-secrets.com〉 and 〈toeic-secrets.com〉 are registered with Go Daddy Software.

Procedural History

3. The Complaint was filed with the WIPO Arbitration and Mediation Center (the "Center") on August 8, 2006. On August 9, 2006, the Center transmitted by email to Go Daddy Software a request for registrar verification in connection with the domain names at issue. On August 9, 2006, Go Daddy Software transmitted by email to the Center its verification response confirming that the Respondent is listed as the registrant and providing the contact details for the administrative, billing, and technical contact. The Center verified that the Complaint satisfied the formal requirements of the Uniform Domain Name Dispute Resolution Policy (the "Policy"), the Rules for Uniform Domain Name Dispute Resolution Policy (the "Rules"), and the WIPO Supplemental Rules for Uniform Domain Name Dispute Resolution Policy (the "Supplemental Rules").

4. In accordance with the Rules, paragraphs 2 (a) and 4 (a), the Center formally notified the Respondent of the Complaint, and the proceedings commenced on August 15, 2006. Upon Complainant's request, the proceedings were suspended on August 23 through September 22, 2006, so the parties could negotiate a settlement. No settlement was reached and the proceedings resumed. In accordance with the Rules, paragraph 5 (a), the due date for Response was November 3, 2006. The Response was filed with the Center on November 2, 2006.

5. The Center appointed Lawrence K. Nodine as the Sole Panelist in this matter on November 14, 2006. The Panel finds that it was properly constituted. The Panel has submitted the Statement of Acceptance and Declaration of Impartiality and Independence, as required by the Center to ensure compliance with the Rules.

Factual Background

6. Complainant has been the leader in developing and administering tests for measuring skills, academic aptitude and achievement, and occupational and professional competency for Americans and citizens of other countries seeking preparatory school, college and graduate school admission; licenses for technical and paraprofessional occupations; and teacher certification, among others. The many well-known tests developed and administered by Complainant or its related companies include: the PRAXIS (r) tests; the TOEIC (r) test (Test of English for International Communication); the TOEFL (r) test (Test of English as a Foreign Language); and the GRE (r) tests (Graduate Record Examinations).

7. Complainant owns valid and subsisting United States trademark registrations for the mark PRAXIS, namely, Registration Nos. 1772125, 1772128, 1812590, 2713362, 2713263 and 2857289. Complainant also owns a registration for the domain name 〈praxis.org〉.

8. Complainant owns valid and subsisting United States trademark registrations for the mark TOEIC, namely, Registration Nos. 1191669 and 2561226. Complainant also owns registrations for the domain names 〈toeic.com〉, 〈toeic.org〉, 〈toeic.net〉 and 〈toeic.us〉.

9. Complainant owns valid and subsisting United States trademark registrations for the mark TOEFL, namely, Registration Nos. 1103426, 1103427 and 2461224. Complainant also owns registrations for the domain names 〈toefl.com〉, 〈toefi.org〉, 〈toefl.net〉 and 〈toefl.us〉.

10. Complainant owns valid and subsisting United States trademark registrations for the mark GRE, namely, Registration Nos. 1146134, 1756582 and 1943796. Complainant also owns registrations for the domain names 〈gre.com〉, 〈gre.org〉 and 〈gre.us〉.

11. Respondent is a business selling test preparation materials titled TOEFL Secrets, TOEIC Secrets, Praxis Secrets and GRE Secrets.

12. Respondent registered 〈praxis-secrets.com〉 on September 7, 2002, 〈toeic-secrets.com〉 on October 25, 2002, 〈toefl-secrets.com〉 on October 21, 2002, 〈gre-secrets.com〉 on August 1, 2002, and 〈acethepraxis.com〉 on June 22, 2003.

Parties' Contentions

A. Complainant

13. With respect to paragraph 4 (a) (i) of the Policy, Complainant contends that:

Complainant owns valid and subsisting trademark registrations for PRAXIS, TOEIC, TOEFL and GRE. Each mark has been used for numerous years in connection with Complainant's testing services. The various tests have been administered to millions of students in numerous countries. In addition to the testing services, Complainant has developed numerous test preparation products and services including print publications, CD-ROMs, computer software and online writing exercises. Complainant offers these products and services for sale worldwide.

14. The PRAXIS, TOEIC, TOEFL and GRE trademarks are well known, enjoy a worldwide reputation and renown and serve to identify a single source, namely, Complainant and its products and services.

15. With respect to Paragraph 4 (a) (ii) of the Policy, Complainant contends that:

16. Complainant has not authorized Respondent to use any of these marks.

17. Respondent has not made use of, or demonstrable preparations to use, the Domain Names or a name corresponding to the Domain Names in connection with a bona fide offering of goods or services.

18. Respondent (as an individual, business or organization) has not been commonly known by the Domain Names.

19. Respondent is not making a legitimate noncommercial or fair use of the Domain Names without intent (1) for commercial gain to divert consumers misleadingly or (2) to tarnish the trademarks at issue.

20. Respondent operates commercial websites at "praxis-secrets.com", "toeic-secrets.com", "toefl-secrets.com" and "gre-secrets.com", as discussed in further detail below, through which it sells and offers for sale PRAXIS, TOEIC, TOEFL and GRE test preparation publications, respectively. Such commercial use does not constitute fair use. Rather, such use infringes upon Complainant's trademark rights.

21. Respondent's use of the Domain Names constitutes a breach of the Registration Agreement, as well as the Policy, under which Respondent warranted that, to the best of its knowledge and belief, neither the registration of the Domain Names nor the manner in which it intended to use the Domain Names would directly or indirectly infringe the legal rights of a third party.

22. With respect to Paragraph 4 (a) (iii) of the Policy, Complainant contends that:

23. Respondent has registered the Domain Names without any bona fide basis for such registration in an attempt to capitalize unfairly on the goodwill of Complainant's well-known trademarks.

24. It is highly unlikely that Respondent selected the Domain Names without being aware of Complainant's well-known PRAXIS, TOEIC, TOEFL and GRE trademarks, given that Respondent uses the Domain Names to sell and offer for sale products related to the PRAXIS, TOEIC, TOEFL and GRE tests. To proceed with registration in the face of such knowledge clearly demonstrates bad faith on the part of the Respondent. Respondent also is using the Domain Names in bad faith.

25. Respondent uses the domain names 〈praxis-secrets.com〉, 〈toeic-secrets.com〉, 〈toefl-secrets.com〉 and 〈gre-secrets.com〉 to route traffic to its websites through which it sells and offers for sale test preparations publications for the PRAXIS, TOEIC, TOEFL and GRE tests.

26. Use of the 〈praxis-secrets.com〉, 〈toeic-secrets.com〉, 〈toefl-secrets.com〉 and 〈gre-secrets.com〉 domain names in this manner creates a strong likelihood of confusion between the source or sponsorship of Respondent's products and those offered by Complainant, especially since the products offered by both Respondent and Complainant overlap.

27. Respondent's passive holding of the domain name 〈acethepraxis.com〉 also constitutes bad faith use.

28. Given the renown of the distinctive PRAXIS, TOEIC, TOEFL and GRE marks, Respondent could not have registered the Domain Names at issue without knowledge of Complainant's rights in the marks, and no use of the Domain Names by Respondent can constitute a bona fide business or commercial use.

29. Respondent's use of the Domain Names suggests a false designation of origin or sponsorship for Respondent's goods and services and those of the businesses listed in its online directories.

30. Respondent chose the Domain Names: (1) in an effort to free-ride on the goodwill associated with the distinctive PRAXIS, TOEIC, TOEFL and GRE trademarks in which Complainant enjoys exclusive rights; and/or (2) for the purpose of creating the false impression that Respondent is an authorized agent, licensee or representative of Complainant, which Respondent is not.

31. Therefore, Respondent has registered and is using the Domain Names in bad faith.

B. Respondent

32. With respect to Paragraph 4 (a) (i) of the Policy, Respondent contends that:

33. Complainant's trademarks refer to the test itself, and services related to the test. By definition, they cannot refer to test preparation, as effective test preparation is antithetical to the idea of a standardized test.

34. The Domain Names at issue are antithetical to the trademarks at issue, and thus cannot be confusingly similar, as no reasonable person can believe that a trademark holder would own or promote such domain names.

35. With respect to Paragraph 4 (a) (ii) of the Policy, Respondent contends that:

36. There is no dispute that Respondent is a legitimate business selling test preparation materials titled, respectively, as TOEFL Secrets, TOEIC Secrets, Praxis Secrets and GRE Secrets.

37. Respondent has invested significant resources in advertising and developing its products. The domains correspond to the titles of books published by Respondent to help students prepare for the exams in question.

38. Respondent's case involves nearly identical facts to the National Arbitration Forum case FA0501000408094 wherein the complainant, SSAT Board, Inc., had a longstanding trademark in the term SSAT.

39. Respondent's websites are clearly labeled with Respondent's contact information and even a photograph of the author of the books. There is no consumer confusion or attempt to steal legitimacy from the Complainant's marks.

40. With respect to Paragraph 4 (a) (iii) of the Policy, Respondent contends that:

41. The domain names at issue are nominative fair use of the Complainant's trademarks, since Respondent is not seeking to provide its own standardized test, but rather provides preparation for these tests. In addition, Mr. Morrison, a principal of Respondent, is an author with fair use rights as a critic of Complainant's business practices.

42. No reasonable consumer would confuse the domains or the website, and the respondent has not received any evidence of said confusion from either the public or from the Complainant.

43. Previous panels have held that passive holding of domains related to an existing bona fide business like Respondent's are legitimate. Respondent plans to develop the "acethepraxis.com" website in the future when it has the resources.

44. Respondent has never claimed endorsement by Complainant, but rather specifically identifies ownership of the websites at the very top of the page.

6. Discussion and Findings

45. Pursuant to the Policy, Complainant is required to prove the presence of each of the following three elements to obtain the relief it has requested: (i) the Domain Name is identical or confusingly similar to a trademark or service mark in which the Complainant has rights; (ii) the Respondent has no rights or legitimate interests in respect of the Domain Name; and (iii) the Domain Name has been registered and is being used in bad faith. Policy, Paragraph 4 (a).

A. Identical or Confusingly Similar

46. Given the Panel's finding under the second element of the Policy, it is not necessary for the Panel to make a finding under paragraph 4 (a) (i) of the Policy.

B. Rights or Legitimate Interests

47. Complainant is required to prove that the Respondent has no rights or legitimate interests in respect of the Domain Names.

48. The Panel finds that Respondent has been conducting, since well before he received notice of this dispute, a legitimate business selling test preparation materials entitled, respectively, as TOEFL Secrets, TOEIC Secrets, Praxis Secrets and GRE Secrets. The disputed Domain Names (except 〈acethepraxis.com〉) correspond to the titles of books published by Respondent to help students prepare for the exams in question. Respondent has used the slogan "How to Ace the Praxis" at least on the 〈praxis-secrets.com〉 website beginning sometime before this dispute arose. Accordingly, with respect to paragraph 4 (c) (i) of the Policy, the Panel finds that the Respondent, before any notice of the dispute, used or prepared to use the domain names 〈praxis-secrets.com〉, 〈toeic-secrets.com〉, 〈toefl-secrets.com〉 and 〈gre-secrets.com〉 or a name corresponding to the domain name in connection with a bona fide offering of goods or services. With respect to 〈acethepraxis.com〉, Respondent has not conducted a business under the Domain Name, he has made a bona fide use of the slogan "How to Ace the Praxis" in connection with the promotion of his 〈praxis-secrets.com〉 Domain Name and the corresponding book of the same title.

49. The Panel also finds that Respondent has made a fair use of the Complainant's marks. Under the law of the United States of America the following test has been adopted in determining whether use of others' marks qualifies as nominative fair use:

50. "First, the product or service in question must be one not readily identifiable without use of the trademark; second, only so much of the mark or marks may be used as is reasonable necessary to identify the product or service; and third, the user must do nothing that would, in conjunction with the mark, suggest sponsorship or endorsement by the trademark holder."

51. See New Kids on the Block v. News Am. Publ'g, Inc., 971 F. 2d 302,308 (9th Cir. 1991). Using this test, the Panel finds, after viewing the websites to which four of the five domain names refer, namely, 〈praxis-secrets.com〉, 〈toeic-secrets.com〉, 〈toefl-secrets.com〉 and 〈gre-secrets.com〉 that: (1) It is necessary for the Respondent to make use of the Complainant's trademarks in order to identify Respondent's test preparation products and services; (2) The Respondent's websites do not make excessive use of Complainant's trademarks; and (3) Respondent does nothing to suggest sponsorship by or a relationship with Complainant. Although the picture of Mr. Morrison's, the principal of the Respondent does not appear on each website, each website clearly identifies Respondent's company name, Morrison Media LLC, and its address at the top of each opening page. Respondent does not purport to be associated with, sponsored or endorsed by the Complainant. Accordingly, the Panel finds that Respondent's use of Complainant's trademarks for its various tests is a nominative fair use of the marks. Secondary School Admission Test Board, Inc. v. Joanna Severino and Richard Hosko, NAF Case Number FA0501000408094 (March 24, 2005) concerning the domain name 〈prepssat.com〉, the use of which was nominative fair use of the SSAT trademark to describe test preparation business.

52. With respect to paragraph 4 (c) (iii) of the Policy, the Panel finds that Respondent is making a legitimate fair use of the Domain Names 〈praxis-secrets.com〉, 〈toeic-secrets.com〉, 〈toefl-secrets.com〉 and 〈gre-secrets.com〉 and is using the Domain Names in connection with a bona fide offering of goods or services.

53. The Panel finds that Complainant had not proved that the Respondent has no rights or legitimate interests in respect of the Domain Names 〈praxis-secrets.com〉, 〈toeic-secrets.com〉, 〈toefl-secrets.com〉, 〈gre-secrets.com〉 and 〈acethepraxis.com〉.

C. Registered and Used in Bad Faith

54. Because Complainant failed to establish that Respondent had no rights or legitimate interests in the Domain Names, this Panel does not need to resolve the question whether the Domain Names at issue were registered and used in bad faith.

Decision

55. For all the foregoing reasons, the Complaint is denied.

Lawrence K. Nodine，Sole Panelist

Dated: December 5, 2006

Questions:

1. What is the requirement for nominative fair use?

2. Indicate the similarities and differences between the two cases.

3. What is the relationship between the protection of the domain name and trade mark?


Unit 8　Liability of Internet Service Providers


 Metro-Goldwyn-Mayer Studios Inc., et al., Petitioners v. Grokster, Ltd., et al.

No. 04-480.Argued March 29, 2005—Decided June 27, 2005

Justice Souter delivered the opinion of the Court.

 

1. The question is under what circumstances the distributor of a product capable of both lawful and unlawful use is liable for acts of copyright infringement by third parties using the product. We hold that one who distributes a device with the object of promoting its use to infringe copyright, as shown by clear expression or other affirmative steps taken to foster infringement, is liable for the resulting acts of infringement by third parties.

I

A

2. Respondents, Grokster, Ltd., and StreamCast Networks, Inc., defendants in the trial court, distribute free software products that allow computer users to share electronic files through peer-to-peer networks, so called because users' computers communicate directly with each other, not through central servers. The advantage of peer-to-peer networks over information networks of other types shows up in their substantial and growing popularity. Because they need no central computer server to mediate the exchange of information or files among users, the high band width communications capacity for a server may be dispensed with, and the need for costly server storage space is eliminated. Since copies of a file (particularly a popular one) are available on many users' computers, file requests and retrievals may be faster than on other types of networks, and since file exchanges do not travel through a server, communications can take place between any computers that remain connected to the network without risk that a glitch in the server will disable the network in its entirety. Given these benefits in security, cost, and efficiency, peer-to-peer networks are employed to store and distribute electronic files by universities, government agencies, corporations, and libraries, among others.
(1)



3. Other users of peer-to-peer networks include individual recipients of Grokster's and StreamCast's software, and although the networks that they enjoy through using the software can be used to share any type of digital file, they have prominently employed those networks in sharing copyrighted music and video files without authorization. A group of copyright holders (MGM for short, but including motion picture studios, recording companies, songwriters, and music publishers) sued Grokster and StreamCast for their users' copyright infringements, alleging that they knowingly and intentionally distributed their software to enable users to reproduce and distribute the copyrighted works in violation of the Copyright Act, 17 U. S. C. §101 et seq. (2000 ed. and Supp. II).
(2)

 MGM sought damages and an injunction.

4. Discovery during the litigation revealed the way the software worked, the business aims of each defendant company, and the predilections of the users. Grokster's eponymous software employs what is known as FastTrack technology, a protocol developed by others and licensed to Grokster. StreamCast distributes a very similar product except that its software, called Morpheus, relies on what is known as Gnutella technology.
(3)

 A user who downloads and installs either software possesses the protocol to send requests for files directly to the computers of others using software compatible with FastTrack or Gnutella. On the FastTrack network opened by the Grokster software, the user's request goes to a computer given an indexing capacity by the software and designated a supernode, or to some other computer with comparable power and capacity to collect temporary indexes of the files available on the computers of users connected to it. The supernode (or indexing computer) searches its own index and may communicate the search request to other supernodes. If the file is found, the supernode discloses its location to the computer requesting it, and the requesting user can download the file directly from the computer located. The copied file is placed in a designated sharing folder on the requesting user's computer, where it is available for other users to download in turn, along with any other file in that folder.

5. In the Gnutella network made available by Morpheus, the process is mostly the same, except that in some versions of the Gnutella protocol there are no supernodes. In these versions, peer computers using the protocol communicate directly with each other. When a user enters a search request into the Morpheus software, it sends the request to computers connected with it, which in turn pass the request along to other connected peers. The search results are communicated to the requesting computer, and the user can download desired files directly from peers' computers. As this description indicates, Grokster and StreamCast use no servers to intercept the content of the search requests or to mediate the file transfers conducted by users of the software, there being no central point through which the substance of the communications passes in either direction.
(4)



6. Although Grokster and StreamCast do not therefore know when particular files are copied, a few searches using their software would show what is available on the networks the software reaches. MGM commissioned a statistician to conduct a systematic search, and his study showed that nearly 90% of the files available for download on the FastTrack system were copyrighted works.
(5)

 Grokster and StreamCast dispute this figure, raising methodological problems and arguing that free copying even of copyrighted works may be authorized by the rightholders. They also argue that potential noninfringing uses of their software are significant in kind, even if infrequent in practice. Some musical performers, for example, have gained new audiences by distributing their copyrighted works for free across peer-to-peer networks, and some distributors of unprotected content have used peer-to-peer networks to disseminate files, Shakespeare being an example. Indeed, StreamCast has given Morpheus users the opportunity to download the briefs in this very case, though their popularity has not been quantified.

7. As for quantification, the parties' anecdotal and statistical evidence entered thus far to show the content available on the FastTrack and Gnutella networks does not say much about which files are actually downloaded by users, and no one can say how often the software is used to obtain copies of unprotected material. But MGM's evidence gives reason to think that the vast majority of users' downloads are acts of infringement, and because well over 100 million copies of the software in question are known to have been downloaded, and billions of files are shared across the FastTrack and Gnutella networks each month, the probable scope of copyright infringement is staggering.

8. Grokster and StreamCast concede the infringement in most downloads, Brief for Respondents 10, n. 6, and it is uncontested that they are aware that users employ their software primarily to download copyrighted files, even if the decentralized FastTrack and Gnutella networks fail to reveal which files are being copied, and when. From time to time, moreover, the companies have learned about their users' infringement directly, as from users who have sent e-mail to each company with questions about playing copyrighted movies they had downloaded, to whom the companies have responded with guidance.
(6)

 App. 559-563, 808-816, 939-954. And MGM notified the companies of 8 million copyrighted files that could be obtained using their software.

9. Grokster and StreamCast are not, however, merely passive recipients of information about infringing use.

10. The record is replete with evidence that from the moment Grokster and StreamCast began to distribute their free software, each one clearly voiced the objective that recipients use it to download copyrighted works, and each took active steps to encourage infringement.

11. After the notorious file-sharing service, Napster, was sued by copyright holders for facilitation of copyright infringement, A & M Records, Inc. v. Napster, Inc., 114 F. Supp. 2d 896 (ND Cal. 2000), aff'd in part, rev'd in part, 239 F. 3d 1004 (CA9 2001), StreamCast gave away a software program of a kind known as OpenNap, designed as compatible with the Napster program and open to Napster users for downloading files from other Napster and OpenNap users' computers. Evidence indicates that "[i]t was always [StreamCast's] intent to use [its OpenNap network] to be able to capture email addresses of [its]initial target market so that [it] could promote [its]StreamCast Morpheus interface to them," App. 861; indeed, the OpenNap program was engineered "to leverage Napster's 50 million user base," id., at 746.

12. StreamCast monitored both the number of users downloading its OpenNap program and the number of music files they downloaded. Id., at 859, 863, 866. It also used the resulting OpenNap network to distribute copies of the Morpheus software and to encourage users to adopt it. Id., at 861, 867, 1039. Internal company documents indicate that StreamCast hoped to attract large numbers of former Napster users if that company was shut down by court order or otherwise, and that StreamCast planned to be the next Napster. A kit developed by StreamCast to be delivered to advertisers, for example, contained press articles about StreamCast's potential to capture former Napster users, id., at 568-572, and it introduced itself to some potential advertisers as a company "which is similar to what Napster was," id., at 884. It broadcast banner advertisements to users of other Napster-compatible software, urging them to adopt its OpenNap. An internal e-mail from a company executive stated: "We have put this network in place so that when Napster pulls the plug on their free service…or if the Court orders them shut down prior to that…we will be positioned to capture the flood of their 32 million users that will be actively looking for an alternative."

13. Thus, StreamCast developed promotional materials to market its service as the best Napster alternative. One proposed advertisement read: "Napster Inc. has announced that it will soon begin charging you a fee. That's if the courts don't order it shut down first. What will you do to get around it?" Id., at 897. Another proposed ad touted StreamCast's software as the "No1 alternative to Napster" and asked "[w]hen the lights went off at Napster…where did the users go?" Id., at 836 (ellipsis in original).
(7)

 StreamCast even planned to flaunt the illegal uses of its software; when it launched the OpenNap network, the chief technology officer of the company averred that "[t]he goal is to get in trouble with the law and get sued. It's the best way to get in the new[s]." Id., at 916.

14. The evidence that Grokster sought to capture the market of former Napster users is sparser but revealing, for Grokster launched its own OpenNap system called Swap-tor and inserted digital codes into its Web site so that computer users using Web search engines to look for "Napster" or "[f]ree file sharing" would be directed to the Grokster Web site, where they could download the Grokster software. Id., at 992-993. And Grokster's name is an apparent derivative of Napster.

15. StreamCast's executives monitored the number of songs by certain commercial artists available on their networks, and an internal communication indicates they aimed to have a larger number of copyrighted songs available on their networks than other file-sharing networks. Id., at 868. The point, of course, would be to attract users of a mind to infringe, just as it would be with their promotional materials developed showing copyrighted songs as examples of the kinds of files available through Morpheus. Id., at 848. Morpheus in fact allowed users to search specifically for "Top 40" songs, id., at 735, which were inevitably copyrighted. Similarly, Grokster sent users a newsletter promoting its ability to provide particular, popular copyrighted materials. Brief for Motion Picture Studio and Recording Company Petitioners 7-8.

16. In addition to this evidence of express promotion, marketing, and intent to promote further, the business models employed by Grokster and StreamCast confirm that their principal object was use of their software to download copyrighted works. Grokster and StreamCast receive no revenue from users, who obtain the software itself for nothing. Instead, both companies generate income by selling advertising space, and they stream the advertising to Grokster and Morpheus users while they are employing the programs. As the number of users of each program increases, advertising opportunities become worth more. Cf. App. 539, 804. While there is doubtless some demand for free Shakespeare, the evidence shows that substantive volume is a function of free access to copyrighted work. Users seeking Top 40 songs, for example, or the latest release by Modest Mouse, are certain to be far more numerous than those seeking a free Decameron, and Grokster and StreamCast translated that demand into dollars.

17. Finally, there is no evidence that either company made an effort to filter copyrighted material from users' downloads or otherwise impeding the sharing of copyrighted files. Although Grokster appears to have sent e-mails warning users about infringing content when it received threatening notice from the copyright holders, it never blocked anyone from continuing to use its software to share copyrighted files. Id., at 75-76. StreamCast not only rejected another company's offer of help to monitor infringement, id., at 928-929, but blocked the Internet Protocol addresses of entities it believed were trying to engage in such monitoring on its networks, id., at 917-922.

B

18. After discovery, the parties on each side of the case cross-moved for summary judgment. The District Court limited its consideration to the asserted liability of Grokster and StreamCast for distributing the current versions of their software, leaving aside whether either was liable "for damages arising from past versions of their software, or from other past activities." 259 F. Supp. 2d 1029, 1033 (CD Cal. 2003). The District Court held that those who used the Grokster and Morpheus software to download copyrighted media files directly infringed MGM's copyrights, a conclusion not contested on appeal, but the court nonetheless granted summary judgment in favor of Grokster and StreamCast as to any liability arising from distribution of the then current versions of their software. Distributing that software gave rise to no liability in the court's view, because its use did not provide the distributors with actual knowledge of specific acts of infringement. Case No. CV 01 08541 SVW (PJWx) (CD Cal., June 18, 2003), App. 1213. The Court of Appeals affirmed. 380 F. 3d 1154 (CA9 2004). In the court's analysis, a defendant was liable as a contributory infringer when it had knowledge of direct infringement and materially contributed to the infringement. But the court read Sony Corp. of America v. Universal City Studios, Inc., 464 U. S. 417 (1984), as holding that distribution of a commercial product capable of substantial noninfringing uses could not give rise to contributory liability for infringement unless the distributor had actual knowledge of specific instances of infringement and failed to act on that knowledge. The fact that the software was capable of substantial noninfringing uses in the Ninth Circuit's view meant that Grokster and StreamCast were not liable, because they had no such actual knowledge, owing to the decentralized architecture of their software. The court also held that Grokster and StreamCast did not materially contribute to their users' infringement because it was the users themselves who searched for, retrieved, and stored the infringing files, with no involvement by the defendants beyond providing the software in the first place.

19. The Ninth Circuit also considered whether Grokster and StreamCast could be liable under a theory of vicarious infringement. The court held against liability because the defendants did not monitor or control the use of the software, had no agreed-upon right or current ability to supervise its use, and had no independent duty to police infringement. We granted certiorari.

Ⅱ

A

20. MGM and many of the amici fault the Court of Appeals's holding for upsetting a sound balance between the respective values of supporting creative pursuits through copyright protection and promoting innovation in new communication technologies by limiting the incidence of liability for copyright infringement. The more artistic protection is favored, the more technological innovation may be discouraged; the administration of copyright law is an exercise in managing the trade-off. See Sony Corp. v. Universal City Studios, supra, at 442; see generally Ginsburg, Copyright and Control Over New Technologies of Dissemination, 101 Colum. L. Rev. 1613 (2001); Lichtman & Landes, Indirect Liability for Copyright Infringement: An Economic Perspective, 16 Harv. J. L. & Tech. 395 (2003).

21. The tension between the two values is the subject of this case, with its claim that digital distribution of copyrighted material threatens copyright holders as never before, because every copy is identical to the original, copying is easy, and many people (especially the young) use file-sharing software to download copyrighted works. This very breadth of the software's use may well draw the public directly into the debate over copyright policy, Peters, Brace Memorial Lecture: Copyright Enters the Public Domain, 51 J. Copyright Soc. 701, 705-717 (2004) (address by Register of Copyrights), and the indications are that the ease of copying songs or movies using software like Grokster's and Napster's is fostering disdain for copyright protection, Wu, When Code Isn't Law, 89 Va. L. Rev. 679, 724-726 (2003). As the case has been presented to us, these fears are said to be offset by the different concern that imposing liability, not only on infringers but on distributors of software based on its potential for unlawful use, could limit further development of beneficial technologies. See, e.g., Lemley & Reese, Reducing Digital Copyright Infringement Without Restricting Innovation, 56 Stan. L. Rev. 1345, 1386-1390 (2004); Brief for Innovation Scholars and Economists as Amici Curiae 15-20; Brief for Emerging Technology Companies as Amici Curiae 19-25; Brief for Intel Corporation as Amicus Curiae 20-22.
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22. The argument for imposing indirect liability in this case is, however, a powerful one, given the number of infringing downloads that occur every day using StreamCast's and Grokster's software. When a widely shared service or product is used to commit infringement, it may be impossible to enforce rights in the protected work effectively against all direct infringers, the only practical alternative being to go against the distributor of the copying device for secondary liability on a theory of contributory or vicarious infringement. See In re Aimster Copyright Litigation, 334 F. 3d 643, 645-646 (CA7 2003).

23. One infringes contributorily by intentionally inducing or encouraging direct infringement, see Gershwin Pub. Corp. v. Columbia Artists Management, Inc., 443 F. 2d 1159, 1162 (CA2 1971), and infringes vicariously by profiting from direct infringement while declining to exercise a right to stop or limit it, Shapiro, Bernstein & Co. v. H. L. Green Co., 316 F. 2d 304, 307 (CA2 1963).
(9)

 Although "[t]he Copyright Act does not expressly render anyone liable for infringement committed by another," Sony Corp. v. Universal City Studios, 464 U. S., at 434, these doctrines of secondary liability emerged from common law principles and are well established in the law, id., at 486 (Blackmun, J., dissenting); Kalem Co. v. Harper Brothers, 222 U. S. 55, 62-63 (1911); Gershwin Pub. Corp. v. Columbia Artists Management, supra, at 1162; 3 M. Nimmer & D. Nimmer, Copyright, §12.04[A] (2005).

B

24. Despite the currency of these principles of secondary liability, this Court has dealt with secondary copyright infringement in only one recent case, and because MGM has tailored its principal claim to our opinion there, a look at our earlier holding is in order. In Sony Corp. v. Universal City Studios, supra, this Court addressed a claim that secondary liability for infringement can arise from the very distribution of a commercial product. There, the product, novel at the time, was what we know today as the videocassette recorder or VCR. Copyright holders sued Sony as the manufacturer, claiming it was contributorily liable for infringement that occurred when VCR owners taped copyrighted programs because it supplied the means used to infringe, and it had constructive knowledge that infringement would occur. At the trial on the merits, the evidence showed that the principal use of the VCR was for "time-shifting," or taping a program for later viewing at a more convenient time, which the Court found to be a fair, not an infringing, use. Id., at 423-424. There was no evidence that Sony had expressed an object of bringing about taping in violation of copyright or had taken active steps to increase its profits from unlawful taping. Although Sony's advertisements urged consumers to buy the VCR to "record favorite shows" or "build a library" of recorded programs, id., at 459 (Blackmun, J., dissenting), neither of these uses was necessarily infringing.

25. On those facts, with no evidence of stated or indicated intent to promote infringing uses, the only conceivable basis for imposing liability was on a theory of contributory infringement arising from its sale of VCRs to consumers with knowledge that some would use them to infringe. But because the VCR was "capable of commercially significant non-infringing uses," we held the manufacturer could not be faulted solely on the basis of its distribution.

26. This analysis reflected patent law's traditional staple article of commerce doctrine, now codified, that distribution of a component of a patented device will not violate the patent if it is suitable for use in other ways. 35 U. S. C. §271 (c); Aro Mfg. Co. v. Convertible Top Replacement Co., 377 U. S. 476, 485 (1964) (noting codification of cases); id., at 486, n. 6 (same). The doctrine was devised to identify instances in which it may be presumed from distribution of an article in commerce that the distributor intended the article to be used to infringe another's patent, and so may justly be held liable for that infringement. "One who makes and sells articles which are only adapted to be used in a patented combination will be presumed to intend the natural consequences of his acts; he will be presumed to intend that they shall be used in the combination of the patent." New York Scaffolding Co. v. Whitney, 224 F. 452, 459 (CA8 1915).

27. In sum, where an article is "good for nothing else" but infringement, Canda v. Michigan Malleable Iron Co., supra, at 489, there is no legitimate public interest in its unlicensed availability, and there is no injustice in presuming or imputing an intent to infringe, see Henry v.

28. A. B. Dick Co., 224 U. S. 1, 48 (1912), overruled on other grounds, Motion Picture Patents Co. v. Universal Film Mfg. Co., 243 U. S. 502 (1917). Conversely, the doctrine absolves the equivocal conduct of selling an item with substantial lawful as well as unlawful uses, and limits liability to instances of more acute fault than the mere understanding that some of one's products will be misused. It leaves breathing room for innovation and a vigorous commerce. See Sony Corp. v. Universal City Studios, supra, at 442; Dawson Chemical Co. v. Rohm & Haas Co., 448 U. S. 176, 221 (1980); Henry v. A. B. Dick Co., supra, at 48.

29. The parties and many of the amici in this case think the key to resolving it is the Sony rule and, in particular, what it means for a product to be "capable of commercially significant noninfringing uses." Sony Corp. v. Universal City Studios, supra, at 442. MGM advances the argument that granting summary judgment to Grokster and StreamCast as to their current activities gave too much weight to the value of innovative technology, and too little to the copyrights infringed by users of their software, given that 90% of works available on one of the networks was shown to be copyrighted. Assuming the remaining 10% to be its noninfringing use, MGM says this should not qualify as "substantial," and the Court should quantify Sony to the extent of holding that a product used "principally" for infringement does not qualify. See Brief for Motion Picture Studio and Recording Company Petitioners 31. As mentioned before, Grokster and StreamCast reply by citing evidence that their software can be used to reproduce public domain works, and they point to copyright holders who actually encourage copying. Even if infringement is the principal practice with their software today, they argue, the noninfringing uses are significant and will grow.

30. We agree with MGM that the Court of Appeals misapplied Sony, which it read as limiting secondary liability quite beyond the circumstances to which the case applied. Sony barred secondary liability based on presuming or imputing intent to cause infringement solely from the design or distribution of a product capable of substantial lawful use, which the distributor knows is in fact used for infringement. The Ninth Circuit has read Sony's limitation to mean that whenever a product is capable of substantial lawful use, the producer can never be held contributorily liable for third parties' infringing use of it; it read the rule as being this broad, even when an actual purpose to cause infringing use is shown by evidence independent of design and distribution of the product, unless the distributors had "specific knowledge of infringement at a time at which they contributed to the infringement, and failed to act upon that information." 380 F. 3d, at 1162 (internal quotation marks and alterations omitted). Because the Circuit found the StreamCast and Grokster software capable of substantial lawful use, it concluded on the basis of its reading of Sony that neither company could be held liable, since there was no showing that their software, being without any central server, afforded them knowledge of specific unlawful uses.

31. This view of Sony, however, was error, converting the case from one about liability resting on imputed intent to one about liability on any theory. Because Sony did not displace other theories of secondary liability, and because we find below that it was error to grant summary judgment to the companies on MGM's inducement claim, we do not revisit Sony further, as MGM requests, to add a more quantified description of the point of balance between protection and commerce when liability rests solely on distribution with knowledge that unlawful use will occur. It is enough to note that the Ninth Circuit's judgment rested on an erroneous understanding of Sony and to leave further consideration of the Sony rule for a day when that may be required.

C

32. Sony's rule limits imputing culpable intent as a matter of law from the characteristics or uses of a distributed product. But nothing in Sony requires courts to ignore evidence of intent if there is such evidence, and the case was never meant to foreclose rules of fault-based liability derived from the common law.
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 10 Sony Corp. v. Universal City Studios, 464 U. S., at 439 ("If vicarious liability is to be imposed on Sony in this case, it must rest on the fact that it has sold equipment with constructive knowledge" of the potential for infringement). Thus, where evidence goes beyond a product's characteristics or the knowledge that it may be put to infringing uses, and shows statements or actions directed to promoting infringement, Sony's staple-article rule will not preclude liability. The classic case of direct evidence of unlawful purpose occurs when one induces commission of infringement by another, or "entic[es] or persuad[es] another" to infringe, Black's Law Dictionary 790 (8th ed. 2004), as by advertising. Thus at common law a copyright or patent defendant who "not only expected but invoked [infringing use] by advertisement" was liable for infringement "on principles recognized in every part of the law." Kalem Co. v. Harper Brothers, 222 U. S., at 62-63 (copyright infringement). See also Henry v. A. B. Dick Co., 224 U. S., at 48-49 (contributory liability for patent infringement may be found where a good's "most conspicuous use is one which will coöperate in an infringement when sale to such user is invoked by advertisement" of the infringing use); Thom-son-Houston Electric Co. v. Kelsey Electric R. Specialty Co., 75 F. 1005, 1007-1008 (CA2 1896) (relying on advertisements and displays to find defendant's "willingness…to aid other persons in any attempts which they may be disposed to make towards [patent] infringement"); Rum-ford Chemical Works v. Hecker, 20 F. Cas. 1342, 1346 (No. 12,133) (CC N. J. 1876) (demonstrations of infringing activity along with "avowals of the [infringing] purpose and use for which it was made" supported liability for patent infringement)

33. The rule on inducement of infringement as developed in the early cases is no different today.
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 Evidence of "active steps…taken to encourage direct infringement," Oak Industries, Inc. v. Zenith Electronics Corp., 697 F. Supp. 988, 992 (ND Ill. 1988), such as advertising an infringing use or instructing how to engage in an infringing use, show an affirmative intent that the product be used to infringe, and a showing that infringement was encouraged overcomes the law's reluctance to find liability when a defendant merely sells a commercial product suitable for some lawful use, see, e.g., Water Technologies Corp. v. Calco, Ltd., 850 F. 2d 660, 668 (CA Fed. 1988) (liability for inducement where one "actively and knowingly aid[s] and abet[s] another's direct infringement" (emphasis omitted)); Fromberg, Inc. v. Thornhill, 315 F. 2d 407, 412-413 (CA5 1963) (demonstrations by sales staff of infringing uses supported liability for inducement); Haworth Inc. v. Herman Miller Inc., 37 USPQ 2d 1080, 1090 (WD Mich. 1994) (evidence that defendant "demonstrate[d] and recommend[ed] infringing configurations" of its product could support inducement liability); Sims v. Mack Trucks, Inc., 459 F. Supp. 1198, 1215 (ED Pa. 1978) (finding inducement where the use "depicted by the defendant in its promotional film and brochures infringes the…patent"), overruled on other grounds, 608 F. 2d 87 (CA3 1979). Cf. W. Keeton, D. Dobbs, R. Keeton, & D. Owen, Prosser and Keeton on Law of Torts 37 (5th ed. 1984) ("There is a definite tendency to impose greater responsibility upon a defendant whose conduct was intended to do harm, or was morally wrong").

34. For the same reasons that Sony took the staple-article doctrine of patent law as a model for its copyright safe-harbor rule, the inducement rule, too, is a sensible one for copyright. We adopt it here, holding that one who distributes a device with the object of promoting its use to infringe copyright, as shown by clear expression or other affirmative steps taken to foster infringement, is liable for the resulting acts of infringement by third parties. We are, of course, mindful of the need to keep from trenching on regular commerce or discouraging the development of technologies with lawful and unlawful potential. Accordingly, just as Sony did not find intentional inducement despite the knowledge of the VCR manufacturer that its device could be used to infringe, 464 U. S., at 439, n. 19, mere knowledge of infringing potential or of actual infringing uses would not be enough here to subject a distributor to liability. Nor would ordinary acts incident to product distribution, such as offering customers technical support or product updates, support liability in themselves. The inducement rule, instead, premises liability on purposeful, culpable expression and conduct, and thus does nothing to compromise legitimate commerce or discourage innovation having a lawful promise.

Ⅲ

A

35. The only apparent question about treating MGM's evidence as sufficient to withstand summary judgment under the theory of inducement goes to the need on MGM's part to adduce evidence that StreamCast and Grokster communicated an inducing message to their software users. The classic instance of inducement is by advertisement or solicitation that broadcasts a message designed to stimulate others to commit violations. MGM claims that such a message is shown here. It is undisputed that StreamCast beamed onto the computer screens of users of Napster-compatible programs ads urging the adoption of its OpenNap program, which was designed, a sits name implied, to invite the custom of patrons of Napster, then under attack in the courts for facilitating massive infringement. Those who accepted StreamCast's OpenNap program were offered software to perform the same services, which a fact finder could conclude would readily have been understood in the Napster market as the ability to download copyrighted music files. Grokster distributed an electronic newsletter containing links to articles promoting its software's ability to access popular copyrighted music. And anyone whose Napster or free file-sharing searches turned up a link to Grokster would have understood Grokster to be offering the same file-sharing ability as Napster, and to the same people who probably used Napster for infringing downloads; that would also have been the understanding of anyone offered Grokster's suggestively named Swaptor software, its version of OpenNap. And both companies communicated a clear message by responding affirmatively to requests for help in locating and playing copyrighted materials.

36. In StreamCast's case, of course, the evidence just described was supplemented by other unequivocal indications of unlawful purpose in the internal communications and advertising designs aimed at Napster users ("When the lights went off at Napster…where did the users go?" App. 836 (ellipsis in original)). Whether the messages were communicated is not to the point on this record. The function of the message in the theory of inducement is to prove by a defendant's own statements that his unlawful purpose disqualifies him from claiming protection (and incidentally to point to actual violators likely to be found among those who hear or read the message). See supra, at 17-19. Proving that a message was sent out, then, is the preeminent but not exclusive way of showing that active steps were taken with the purpose of bringing about infringing acts, and of showing that infringing acts took place by using the device distributed. Here, the summary judgment record is replete with other evidence that Grokster and StreamCast, unlike the manufacturer and distributor in Sony, acted with a purpose to cause copyright violations by use of software suitable for illegal use. See supra, at 6-9.

37. Three features of this evidence of intent are particularly notable. First, each company showed itself to be aiming to satisfy a known source of demand for copyright infringement, the market comprising former Napster users. StreamCast's internal documents made constant reference to Napster, it initially distributed its Morpheus software through an OpenNap program compatible with Napster, it advertised its OpenNap program to Napster users, and its Morpheus software functions as Napster did except that it could be used to distribute more kinds of files, including copyrighted movies and software programs. Grokster's name is apparently derived from Napster, it too initially offered an OpenNap program, its software's function is likewise comparable to Napster's, and it attempted to divert queries for Napster onto its own Web site. Grokster and StreamCast's efforts to supply services to former Napster users, deprived of a mechanism to copy and distribute what were overwhelmingly infringing files, indicate a principal, if not exclusive, intent on the part of each to bring about infringement.

38. Second, this evidence of unlawful objective is given added significance by MGM's showing that neither company attempted to develop filtering tools or other mechanisms to diminish the infringing activity using their software. While the Ninth Circuit treated the defendants' failure to develop such tools as irrelevant because they lacked an independent duty to monitor their users' activity, we think this evidence underscores Grokster's and StreamCast's intentional facilitation of their users' infringement.
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39. Third, there is a further complement to the direct evidence of unlawful objective. It is useful to recall that StreamCast and Grokster make money by selling advertising space, by directing ads to the screens of computers employing their software. As the record shows, the more the software is used, the more ads are sent out and the greater the advertising revenue becomes. Since the extent of the software's use determines the gain to the distributors, the commercial sense of their enterprise turns on high-volume use, which the record shows is infringing.
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 This evidence alone would not justify an inference of unlawful intent, but viewed in the context of the entire record its import is clear.

40. The unlawful objective is unmistakable.

41. In addition to intent to bring about infringement and distribution of a device suitable for infringing use, the inducement theory of course requires evidence of actual infringement by recipients of the device, the software in this case. As the account of the facts indicates, there is evidence of infringement on a gigantic scale, and there is no serious issue of the adequacy of MGM's showing on this point in order to survive the companies' summary judgment requests. Although an exact calculation of infringing use, as a basis for a claim of damages, is subject to dispute, there is no question that the summary judgment evidence is at least adequate to entitle MGM to go forward with claims for damages and equitable relief.

42. In sum, this case is significantly different from Sony and reliance on that case to rule in favor of StreamCast and Grokster was error. Sony dealt with a claim of liability based solely on distributing a product with alternative lawful and unlawful uses, with knowledge that some users would follow the unlawful course. The case struck a balance between the interests of protection and innovation by holding that the product's capability of substantial lawful employment should bar the imputation of fault and consequent secondary liability for the unlawful acts of others.

43. MGM's evidence in this case most obviously addresses a different basis of liability for distributing a product open to alternative uses. Here, evidence of the distributors' words and deeds going beyond distribution as such shows a purpose to cause and profit from third-party acts of copyright infringement. If liability for inducing infringement is ultimately found, it will not be on the basis of presuming or imputing fault, but from inferring a patently illegal objective from statements and actions showing what that objective was.

44. There is substantial evidence in MGM's favor on all elements of inducement, and summary judgment in favor of Grokster and StreamCast was error. On remand, reconsideration of MGM's motion for summary judgment will be in order.

45. The judgment of the Court of Appeals is vacated, and the case is remanded for further proceedings consistent with this opinion.

46. It is so ordered.

JUSTICE GINSBURG, with whom THE CHIEF JUSTICE and JUSTICE KENNEDY join, concurring.

47. I concur in the Court's decision, which vacates in full the judgment of the Court of Appeals for the Ninth Circuit, ante, at 24, and write separately to clarify why I conclude that the Court of Appeals misperceived, and hence misapplied, our holding in Sony Corp. of America v. Universal City Studios, Inc., 464 U. S. 417 (1984). There is here at least a "genuine issue as to [a] material fact," Fed. Rule Civ. Proc. 56 (c), on the liability of Grokster or StreamCast, not only for actively inducing copyright infringement, but also or alternatively, based on the distribution of their software products, for contributory copyright infringement. On neither score was summary judgment for Grokster and StreamCast warranted.

48. At bottom, however labeled, the question in this case is whether Grokster and StreamCast are liable for the direct infringing acts of others. Liability under our jurisprudence may be predicated on actively encouraging (or inducing) infringement through specific acts (as the Court's opinion develops) or on distributing a product distributees use to infringe copyrights, if the product is not capable of "substantial" or "commercially significant" noninfringing uses. Sony, 464 U. S., at 442; see also 3 M. Nimmer & D. Nimmer, Nimmer on Copyright §12.04[A][2] (2005). While the two categories overlap, they capture different culpable behavior. Long coexisting, both are now codified in patent law. Compare 35 U. S. C. §271 (b) (active inducement liability), with §271 (c) (contributory liability for distribution of a product not "suitable for substantial noninfringing use").

49. In Sony, 464 U. S. 417, the Court considered Sony's liability for selling the Betamax video cassette recorder. It did so enlightened by a full trial record. Drawing an analogy to the staple article of commerce doctrine from patent law, the Sony Court observed that the "sale of an article…adapted to [a patent] infringing use" does not suffice "to make the seller a contributory infringer" if the article "is also adapted to other and lawful uses." Id., at 441 (quoting Henry v. A. B. Dick Co., 224 U. S. 1, 48 (1912), overruled on other grounds, Motion Picture Patents Co. v. Universal Film Mfg. Co., 243 U. S. 502, 517 (1917)).

50. "The staple article of commerce doctrine" applied to copyright, the Court stated, "must strike a balance between a copyright holder's legitimate demand for effective—not merely symbolic—protection of the statutory monopoly, and the rights of others freely to engage in substantially unrelated areas of commerce." Sony, 464 U. S., at 442. "Accordingly," the Court held, "the sale of copying equipment, like the sale of other articles of commerce, does not constitute contributory infringement if the product is widely used for legitimate, unobjectionable purposes. Indeed, it need merely be capable of substantial noninfringing uses." Thus, to resolve the Sony case, the Court explained, it had to determine "whether the Betamax is capable of commercially significant noninfringing uses."

51. To answer that question, the Court considered whether "a significant number of [potential uses of the Betamaxwere] noninfringing." The Court homed in on one potential use—private, noncommercial time-shifting of television programs in the home (i.e., recording a broadcast TV program for later personal viewing). Time-shifting was noninfringing, the Court concluded, because in some cases trial testimony showed it was authorized by the copyright holder, id., at 443-447, and in others it qualified as legitimate fair use, id., at 447-455. Most purchasers used the Betamax principally to engage in time-shifting, id., at 421, 423, a use that "plainly satisfie[d]" the Court's standard, id., at 442. Thus, there was no need in Sony to "give precise content to the question of how much [actual or potential] use is commercially significant." Ibid
(14)

 .1 Further development was left for later days and cases.

52. The Ninth Circuit went astray, I will endeavor to explain, when that court granted summary judgment to Grokster and StreamCast on the charge of contributory liability based on distribution of their software products. Relying on its earlier opinion in A&M Records, Inc. v. Napster, Inc., 239 F. 3d 1004 (CA9 2001), the Court of Appeals held that "if substantial noninfringing use was shown, the copyright owner would be required to show that the defendant had reasonable knowledge of specific infringing files." 380 F. 3d 1154, 1161 (CA9 2004). "A careful examination of the record," the court concluded, "indicates that there is no genuine issue of material fact as to noninfringing use." Ibid. The appeals court pointed to the band Wilco, which made one of its albums available for free downloading, to other recording artists who may have authorized free distribution of their music through the Internet, and to public domain literary works and films available through Grokster's and StreamCast's software. Ibid. Although it acknowledged MGM's assertion that "the vast majority of the software use is for copyright infringement," the court concluded that Grokster's and StreamCast's proffered evidence met Sony's requirement that "a product need only be capable of substantial noninfringing uses." 380 F. 3d, at 1162.
(15)



53. This case differs markedly from Sony. Cf. Peters, Brace Memorial Lecture: Copyright Enters the Public Domain, 51 J. Copyright Soc. 701, 724 (2004) ("The Grokster panel'sreading of Sony is the broadest that any court has given it …."). Here, there has been no finding of any fair use and little beyond anecdotal evidence of noninfringing uses. In finding the Grokster and StreamCast software products capable of substantial noninfringing uses, the District Court and the Court of Appeals appear to have relied largely on declarations submitted by the defendants. These declarations include assertions (some of them hearsay) that a number of copyright owners authorize distribution of their works on the Internet and that some public domain material is available through peer-to-peer networks including those accessed through Grokster's and StreamCast's software. 380 F. 3d, at 1161; 259 F. Supp. 2d 1029, 1035-1036 (CD Cal. 2003); App. 125-171.

54. The District Court declared it "undisputed that there are substantial noninfringing uses for Defendants'software," thus obviating the need for further proceedings. 259 F. Supp. 2d, at 1035. This conclusion appears to rest almost entirely on the collection of declarations submitted by Grokster and StreamCast. Ibid. Review of these declarations reveals mostly anecdotal evidence, sometimes obtained second-hand, of authorized copyrighted works or public domain works available online and shared through peer-to-peer networks, and general statements about the benefits of peer-to-peer technology. See, e.g., Decl. of Janis Ian 13, App. 128 ("P2P technologies offer musicians an alternative channel for promotion and distribution."); Decl. of Gregory Newby 12, id., at 136 ("Numerous authorized and public domain Project Gutenberg eBooks are made available on Morpheus, Kazaa, Gnutella, Grokster, and similar software products."); Decl. of Aram Sinnreich 6, id., at 151 ("file sharing seems to have a net positive impact on music sales"); Decl. of John Busher 8, id., at 166 ("I estimate that Acoustica generates sales of between ＄1,000 and ＄10,000 per month as a result of the distribution of its trialware software through the Gnutella and FastTrack Networks."); Decl. of Patricia D. Hoekman 3-4, id., at 169-170 (search on Morpheus for "President Bush speeches" found several video recordings, searches for "Declaration of Independence" and "Bible" found various documents and declarant was able to download a copy of the Declaration); Decl. of Sean L. Mayers 11, id., at 67 ("Existing open, decentralized peer-to-peer file-sharing networks…offer content owners distinct business advantages over alternate online distribution technologies."). Compare Decl. of Brewster Kahle 20, id., at 142 ("Those who download the Prelinger films…are entitled to redistribute those files, and the Archive welcomes their redistribution by the Morpheus-Grokster-KaZaa community ofusers."), with Deposition of Brewster Kahle, id., at 396-403 (Sept. 18, 2002) (testifying that he has no knowledge of any person downloading a Prelinger film using Morpheus, Grokster, or KaZaA). Compare also Decl. of Richard Prelinger 17, id., at 147 ("[W]e welcome further redistribution of the Prelinger films…by individuals using peer-to-peer software products like Morpheus, Ka-ZaA and Grokster."), with Deposition of Richard Prelinger, id., at 410-411 (Oct. 1, 2002) ("Q. What is your understanding of Grokster? A. I have no understanding of Grokster…. Q. Do you know whether any user of the Grokster software has made available to share any Prelinger film? A. No."). See also Deposition of Aram Sinnreich, id., at 390 (Sept. 25, 2002) (testimony about the band Wilco based on "[t]he press and industry news groups and scuttlebutt."). These declarations do not support summary judgment in the face of evidence, proffered by MGM, of overwhelming use of Grokster's and StreamCast's software for infringement.
(16)

 Even if the absolute number of noninfringing files copied using the Grokster and StreamCast software is large, it does not follow that the products are therefore put to substantial noninfringing uses and are thus immune from liability. The number of noninfringing copies may be reflective of, and dwarfed by, the huge total volume of files shared. Further, the District Court and the Court of Appeals did not sharply distinguish between uses of Grokster's and StreamCast's software products (which this case is about) and uses of peer-to-peer technology generally (which this case is not about).

55. In sum, when the record in this case was developed, there was evidence that Grokster's and StreamCast's products were, and had been for some time, overwhelmingly used to infringe, ante, at 4-6; App. 434-439, 476-481, and that this infringement was the overwhelming source of revenue from the products, ante, at 8-9; 259 F. Supp. 2d, at 1043-1044. Fairly appraised, the evidence was insufficient to demonstrate, beyond genuine debate, a reasonable prospect that substantial or commercially significant noninfringing uses were likely to develop over time. On this record, the District Court should not have ruled dispositively on the contributory infringement charge by granting summary judgment to Grokster and StreamCast.
(17)



56. If, on remand, the case is not resolved on summary judgment in favor of MGM based on Grokster and StreamCast actively inducing infringement, the Court of Appeals, I would emphasize, should reconsider, on a fuller record, its interpretation of Sony's product distribution holding.

JUSTICE BREYER, with whom JUSTICE STEVENS and JUSTICE O'CONNOR join, concurring.

57. I agree with the Court that the distributor of a dual-use technology may be liable for the infringing activities of third parties where he or she actively seeks to advance the infringement. Ante, at 1. I further agree that, in light of our holding today, we need not now "revisit" Sony Corp. of America v. Universal City Studios, Inc., 464 U. S. 417 (1984). Ante, at 17. Other Members of the Court, however, take up the Sony question: whether Grokster's product is "capable of 'substantial' or 'commercially significant' noninfringing uses." Ante, at 1 (GINSBURG, J., concurring) (quoting Sony, supra, at 442). And they answer that question by stating that the Court of Appeals was wrong when it granted summary judgment on the issue in Grokster's favor. Ante, at 4. I write to explain why I disagree with them on this matter.

Ⅰ

58. The Court's opinion in Sony and the record evidence (as described and analyzed in the many briefs before us) together convince me that the Court of Appeals' conclusion has adequate legal support.

A

59. I begin with Sony's standard. In Sony, the Court considered the potential copyright liability of a company that did not itself illegally copy protected material, but rather sold a machine—a Video Cassette Recorder (VCR)—that could be used to do so. A buyer could use that machine for noninfringing purposes, such as recording for later viewing (sometimes called "'time-shifting,'" Sony, 464 U. S., at 421) uncopyrighted television programs or copyrighted programs with a copyright holder's permission. The buyer could use the machine for infringing purposes as well, such as building libraries of taped copyrighted programs. Or, the buyer might use the machine to record copyrighted programs under circumstances in which the legal status of the act of recording was uncertain (i.e., where the copying may, or may not, have constituted a "fair use," id., at 425-426). Sony knew many customers would use its VCRs to engage in unauthorized copying and "'library-building.'". But that fact, said the Court, was insufficient to make Sony itself an infringer. And the Court ultimately held that Sony was not liable for its customers' acts of infringement.

60. In reaching this conclusion, the Court recognized the need for the law, in fixing secondary copyright liability, to "strike a balance between a copyright holder's legitimate demand for effective—not merely symbolic—protection of the statutory monopoly, and the rights of others freely to engage in substantially unrelated areas of commerce." It pointed to patent law's "staple article of commerce" doctrine, under which a distributor of a product is not liable for patent infringement by its customers unless that product is "unsuited for any commercial noninfringing use." Dawson Chemical Co. v. Rohm & Haas Co., 448 U. S. 176, 198 (1980). The Court wrote that the sale of copying equipment, "like the sale of other articles of commerce, does not constitute contributory infringement if the product is widely used for legitimate, unobjectionable purposes. Indeed, it need merely be capable of substantial noninfringing uses." Sony, 464 U. S., at 442 (emphasis added). The Court ultimately characterized the legal "question" in the particular case as "whether [Sony's VCR] is capable of commercially significant noninfringing uses" (while declining to give "precise content" to these terms). Ibid. (emphasis added).

61. It then applied this standard. The Court had before it a survey (commissioned by the District Court and then prepared by the respondents) showing that roughly 9% of all VCR recordings were of the type—namely, religious, educational, and sports programming—owned by producers and distributors testifying on Sony's behalf who did not object to time-shifting. See Brief for Respondent Universal Studios et al. O. T. 1983, No. 81-1687, pp. 52-53; see also Sony, supra, at 424 (7.3% of all Sony VCR use is to record sports programs; representatives of the sports leagues do not object). A much higher percentage of VCR users had at one point taped an authorized program, in addition to taping unauthorized programs. And the plain-tiffs—not a large class of content providers as in this case—owned only a small percentage of the total available unauthorized programming. See ante, at 6-7, and n. 3 (GINSBURG, J., concurring). But of all the taping actually done by Sony's customers, only around 9% was of the sort the Court referred to as authorized.

62. The Court found that the magnitude of authorized programming was "significant," and it also noted the "significant potential for future authorized copying." 464 U. S., at 444. The Court supported this conclusion by referencing the trial testimony of professional sports league officials and a religious broadcasting representative. Id., at 444, and n. 24. It also discussed (1) a Los Angeles educational station affiliated with the Public Broadcasting Service that made many of its programs available for home taping, and (2) Mr. Rogers' Neighborhood, a widely watched children's program. Id., at 445.

63. On the basis of this testimony and other similar evidence, the Court determined that producers of this kind had authorized duplication of their copyrighted programs "in significant enough numbers to create a substantial market for a noninfringing use of the" VCR. Id., at 447, n. 28 (emphasis added).

64. The Court, in using the key word "substantial," indicated that these circumstances alone constituted a sufficient basis for rejecting the imposition of secondary liability. See id., at 456 ("Sony demonstrated a significant likelihood that substantial numbers of copyright holders" would not object to time-shifting (emphasis added)). Nonetheless, the Court buttressed its conclusion by finding separately that, in any event, unauthorized time-shifting often constituted not infringement, but "fair use." Id., at 447-456.

B

65. When measured against Sony's underlying evidence and analysis, the evidence now before us shows that Grokster passes Sony's test—that is, whether the company's product is capable of substantial or commercially significant noninfringing uses. Id., at 442. For one thing, petitioners' (hereinafter MGM) own expert declared that 75% of current files available on Grokster are infringing and 15% are "likely infringing." See App. 436-439, 6-17 (Decl. of Dr. Ingram Olkin); cf. ante, at 4 (opinion of the Court). That leaves some number of files near 10% that apparently are noninfringing, a figure very similar to the 9% or so of authorized time-shifting uses of the VCR that the Court faced in Sony. As in Sony, witnesses here explained the nature of the noninfringing files on Grokster's network without detailed quantification. Those files include:

— Authorized copies of music by artists such as Wilco, Janis Ian, Pearl Jam, Dave Matthews, John Mayer, and others. See App. at 152-153, 9-13 (Decl. of Aram Sinnreich) (Wilco's "lesson has already been adopted by artists still signed to their major labels"); id., at 170, 5-7 (Decl. of Patricia D. Hoekman) (locating "numerous audio recordings" that were authorized for swapping); id., at 74, 10 (Decl. of Daniel B. Rung) (describing Grokster's partnership with a company that hosts music from thousands of independent artists)

— Free electronic books and other works from various online publishers, including Project Gutenberg. Project Gutenberg "welcomes this widespread sharing…using these software products, since they assist us in meeting our objectives"); id., at 159-160, 32 (Decl. of Sinnreich)

— Public domain and authorized software, such as WinZip 8.1. Id., at 170, 8 (Decl. of Hoekman); id., at 165, 4-7 (Decl. of John Busher)

— Licensed music videos and television and movie segments distributed via digital video packaging with the permission of the copyright holder.

66. The nature of these and other lawfully swapped files is such that it is reasonable to infer quantities of current lawful use roughly approximate to those at issue in Sony. At least, MGM has offered no evidence sufficient to survive summary judgment that could plausibly demonstrate a significant quantitative difference. See ante, at 4 (opinion of the Court); see also Brief for Motion Picture Studio and Recording Company Petitioners i (referring to "at least 90% of the total use of the services"); but see ante, at 6-7, n. 3 (GINSBURG, J., concurring). To be sure, in quantitative terms these uses account for only a small percentage of the total number of uses of Grokster's product. But the same was true in Sony, which characterized the relatively limited authorized copying market as "substantial." (The Court made clear as well in Sony that the amount of material then presently available for lawful copying—if not actually copied—was significant, see 464 U. S., at 444, and the same is certainly true in this case.)

67. Importantly, Sony also used the word "capable," asking whether the product is "capable of" substantial noninfringing uses. Its language and analysis suggest that a figure like 10%, if fixed for all time, might well prove insufficient, but that such a figure serves as an adequate foundation where there is a reasonable prospect of expanded legitimate uses over time. See ibid. (noting a "significant potential for future authorized copying"). And its language also indicates the appropriateness of looking to potential future uses of the product to determine its "capability."

68. Here the record reveals a significant future market for noninfringing uses of Grokster-type peer-to-peer software. Such software permits the exchange of any sort of digital file—whether that file does, or does not, contain copyrighted material. As more and more uncopyrighted information is stored in swappable form, it seems a likely inference that lawful peer-to-peer sharing will become increasingly prevalent. See, e.g., App. 142, 20 (Decl. of Brewster Kahle) ("The [Internet Archive] welcomes [the]redistribution [of authorized films] by the Morpheus-Grokster-KaZaa community of users"); id., at 166, 8 (Decl. of Busher) (sales figures of ＄1,000 to ＄10,000 per month through peer-to-peer networks "will increase in the future as Acoustica's trial ware is more widely distributed through these networks").

69. And that is just what is happening. Such legitimate noninfringing uses are coming to include the swapping of: research information (the initial purpose of many peer-to-peer networks); public domain films (e.g., those owned by the Prelinger Archive); historical recordings and digital educational materials (e.g., those stored on the Internet Archive); digital photos (OurPictures, for example, is starting a P2P photo-swapping service); "shareware" and "freeware" (e.g., Linux and certain Windows software); secure licensed music and movie files (Intent MediaWorks, for example, protects licensed content sent across P2P networks); news broadcasts past and present (the BBCCreative Archive lets users "rip, mix and share the BBC"); user-created audio and video files (including "podcasts" that may be distributed through P2P software); and all manner of free "open content" works collected by Creative Commons (one can search for Creative Commons material on StreamCast). See Brief for Distributed Computing Industry Association as Amicus Curiae 15-26; Merges, A New Dynamism in the Public Domain, 71 U. Chi. L. Rev. 183 (2004). I can find nothing in the record that suggests that this course of events will not continue to flow naturally as a consequence of the character of the software taken together with the foreseeable development of the Internet and of information technology. Cf. ante, at 1-2 (opinion of the Court) (discussing the significant benefits of peer-to-peer technology).

70. There may be other now-unforeseen noninfringing uses that develop for peer-to-peer software, just as the home-video rental industry (unmentioned in Sony) developed for the VCR. But the foreseeable development of such uses, when taken together with an estimated 10% noninfringing material, is sufficient to meet Sony's standard. And while Sony considered the record following a trial, there are no facts asserted by MGM in its summary judgment filings that lead me to believe the outcome after a trial here could be any different. The lower courts reached the same conclusion.

71. Of course, Grokster itself may not want to develop these other noninfringing uses. But Sony's standard seeks to protect not the Groksters of this world (which in any event may well be liable under today's holding), but the development of technology more generally. And Grokster's desires in this respect are beside the point.

Ⅱ

72. The real question here, I believe, is not whether the record evidence satisfies Sony. As I have interpreted the standard set forth in that case, it does. And of the Courts of Appeals that have considered the matter, only one has proposed interpreting Sony more strictly than I would do—in a case where the product might have failed under any standard. In re Aimster Copyright Litigation, 334 F. 3d 643, 653 (CA7 2003) (defendant "failed to show that its service is ever used for any purpose other than to infringe" copyrights (emphasis added)); see Matthew Bender & Co., Inc. v. West Pub. Co., 158 F. 3d 693, 706-707 (CA2 1998) (court did not require that noninfringing uses be "predominant," it merely found that they were predominant, and therefore provided no analysis of Sony's boundaries); but see ante, at 3 n. 1 (GINSBURG, J., concurring); see also A&M Records v. Napster, Inc., 239 F. 3d 1004, 1020 (CA9 2001) (discussing Sony); Cable/Home Communication Corp. v. Network Productions, Inc., 902 F. 2d 829, 842-847 (CA11 1990) (same); Vault Corp. v. Quaid Software, Ltd., 847 F. 2d 255, 262 (CA5 1988) (same); cf. Dynacore Holdings Corp. v. U. S. Philips Corp., 363 F. 3d 1263, 1275 (CA Fed. 2004) (same); see also Doe v. GTE Corp., 347 F. 3d 655, 661 (CA7 2003) ("A person may be liable as a contributory infringer if the product or service it sells has no (or only slight) legal use").

73. Instead, the real question is whether we should modify the Sony standard, as MGM requests, or interpret Sony more strictly, as I believe JUSTICE GINSBURG's approach would do in practice. Compare ante, at 4-8 (concurring) (insufficient evidence in this case of both present lawful uses and of a reasonable prospect that substantial noninfringing uses would develop over time), with Sony, 464 U. S., at 442-447 (basing conclusion as to the likely existence of a substantial market for authorized copying upon general declarations, some survey data, and common sense).

74. As I have said, Sony itself sought to "strike a balance between a copyright holder's legitimate demand for effective—not merely symbolic—protection of the statutory monopoly, and the rights of others freely to engage in substantially unrelated areas of commerce." Thus, to determine whether modification, or a strict interpretation, of Sony is needed, I would ask whether MGM has shown that Sony incorrectly balanced copyright and new-technology interests. In particular: (1) Has Sony (as Iinterpret it) worked to protect new technology? (2) If so, would modification or strict interpretation significantly weaken that protection? (3) If so, would new or necessary copyright-related benefits outweigh any such weakening?

A

75. The first question is the easiest to answer. Sony's rule, as I interpret it, has provided entrepreneurs with needed assurance that they will be shielded from copyright liability as they bring valuable new technologies to market. Sony's rule is clear. That clarity allows those who develop new products that are capable of substantial noninfringing uses to know, ex ante, that distribution of their product will not yield massive monetary liability. At the same time, it helps deter them from distributing products that have no other real function than—or that are specifically intended for—copyright infringement, deterrence that the Court's holding today reinforces (by adding a weapon to the copyright holder's legal arsenal).

76. Sony's rule is strongly technology protecting. The rule deliberately makes it difficult for courts to find secondary liability where new technology is at issue. It establishes that the law will not impose copyright liability upon the distributors of dual-use technologies (who do not themselves engage in unauthorized copying) unless the product in question will be used almost exclusively to infringe copyrights (or unless they actively induce infringements as we today describe). Sony thereby recognizes that the copyright laws are not intended to discourage or to control the emergence of new technologies, including (perhaps especially) those that help disseminate information and ideas more broadly or more efficiently. Thus Sony's rule shelters VCRs, typewriters, tape recorders, photocopiers, computers, cassette players, compact disc burners, digital video recorders, MP3 players, Internet search engines, and peer-to-peer software. But Sony's rule does not shelter descramblers, even if one could theoretically use a descrambler in a noninfringing way.

77. Sony's rule is forward looking. It does not confine its scope to a static snapshot of a product's current uses (thereby threatening technologies that have undeveloped future markets). Rather, as the VCR example makes clear, a product's market can evolve dramatically over time. And Sony—by referring to a capacity for substantial noninfringing uses—recognizes that fact. Sony's word "capable" refers to a plausible, not simply a theoretical, likelihood that such uses will come to pass, and that fact anchors Sony in practical reality. Cf. Aimster, supra, at 651.

78. Sony's rule is mindful of the limitations facing judges where matters of technology are concerned. Judges have no specialized technical ability to answer questions about present or future technological feasibility or commercial viability where technology professionals, engineers, and venture capitalists themselves may radically disagree and where answers may differ depending upon whether one focuses upon the time of product development or the time of distribution. Consider, for example, the question whether devices can be added to Grokster's software that will filter out infringing files. MGM tells us this is easy enough to do, as do several amici that produce and sell the filtering technology. See, e.g., Brief for Motion Picture Studio Petitioners 11; Brief for Audible Magic Corp. et al. as Amicus Curiae 3-10. Grokster says it is not at all easy to do, and not an efficient solution in any events, and several apparently disinterested computer science professors agree. See Brief for Respondents 31; Brief for Computer Science Professors as Amicus Curiae 6-10, 14-18. Which account should a judge credit? Sony says that the judge will not necessarily have to decide.

79. Given the nature of the Sony rule, it is not surprising that in the last 20 years, there have been relatively few contributory infringement suits—based on a product distribution theory—brought against technology providers (a small handful of federal appellate court cases and perhaps fewer than two dozen District Court cases in the last 20 years). I have found nothing in the briefs or the record that shows that Sony has failed to achieve its innovation-protecting objective.

B

80. The second, more difficult, question is whether a modified Sony rule (or a strict interpretation) would significantly weaken the law's ability to protect new technology. JUSTICE GINSBURG's approach would require defendants to produce considerably more concrete evidence—more than was presented here—to earn Sony's shelter. That heavier evidentiary demand, and especially the more dramatic (case-by-case balancing) modifications that MGM and the Government seek, would, I believe, undercut the protection that Sony now offers.

81. To require defendants to provide, for example, detailed evidence—say business plans, profitability estimates, projected technological modifications, and so forth—would doubtless make life easier for copyright holder plaintiffs. But it would simultaneously increase the legal uncertainty that surrounds the creation or development of a new technology capable of being put to infringing uses. Inventors and entrepreneurs (in the garage, the dorm room, the corporate lab, or the boardroom) would have to fear (and in many cases endure) costly and extensive trials when they create, produce, or distribute the sort of information technology that can be used for copyright infringement. They would often be left guessing as to how a court, upon later review of the product and its uses, would decide when necessarily rough estimates amounted to sufficient evidence. They would have no way to predict how courts would weigh the respective values of infringing and noninfringing uses; determine the efficiency and advisability of technological changes; or assess a product's potential future markets. The price of a wrong guess—even if it involves a good-faith effort to assess technical and commercial viability—could be large statutory damages (not less than ＄750 and up to ＄30,000 per infringed work). 17 U. S. C. §504 (c) (1). The additional risk and uncertainty would mean a consequent additional chill of technological development.

C

82. The third question—whether a positive copyright impact would outweigh any technology-related loss—I find the most difficult of the three. I do not doubt that a more intrusive Sony test would generally provide greater revenue security for copyright holders. But it is harder to conclude that the gains on the copyright swings would exceed the losses on the technology roundabouts.

83. For one thing, the law disfavors equating the two different kinds of gain and loss; rather, it leans in favor of protecting technology. As Sony itself makes clear, the producer of a technology which permits unlawful copying does not himself engage in unlawful copying—a fact that makes the attachment of copyright liability to the creation, production, or distribution of the technology an exceptional thing. See 464 U. S., at 431 (courts "must be circumspect" in construing the copyright laws to preclude distribution of new technologies). Moreover, Sony has been the law for some time. And that fact imposes a serious burden upon copyright holders like MGM to show a need for change in the current rules of the game, including a more strict interpretation of the test. See, e.g., Brief for Motion Picture Studio Petitioners 31 (Sony should not protect products when the "primary or principal" use is infringing).

84. In any event, the evidence now available does not, in my view, make out a sufficiently strong case for change. To say this is not to doubt the basic need to protect copyrighted material from infringement. The Constitution itself stresses the vital role that copyright plays in advancing the "useful Arts." No one disputes that "reward to the author or artist serves to induce release to the public of the products of his creative genius." United States v. Paramount Pictures, Inc., 334 U. S. 131, 158 (1948). And deliberate unlawful copying is no less an unlawful taking of property than garden-variety theft. See, e.g., 18 U. S. C. §2319 (criminal copyright infringement); §1961 (1) (B) (copyright infringement can be a predicate act under the Racketeer Influenced and Corrupt Organizations Act); §1956 (c) (7) (D) (money laundering includes the receipt of proceeds from copyright infringement). But these highly general principles cannot by themselves tell us how to balance the interests at issue in Sony or whether Sony's standard needs modification. And at certain key points, information is lacking.

85. Will an unmodified Sony lead to a significant diminution in the amount or quality of creative work produced? Since copyright's basic objective is creation and its revenue objectives but a means to that end, this is the underlying copyright question. See Twentieth Century Music Corp. v. Aiken, 422 U. S. 151, 156 (1975) ("Creative work is to be encouraged and rewarded, but private motivation must ultimately serve the cause of promoting broad publicavailability of literature, music, and the other arts"). And its answer is far from clear.

86. Unauthorized copying likely diminishes industry revenue, though it is not clear by how much. The extent to which related production has actually and resultingly declined remains uncertain, though there is good reason to believe that the decline, if any, is not substantial.

87. More importantly, copyright holders at least potentially have other tools available to reduce piracy and to abate whatever threat it poses to creative production. As today's opinion makes clear, a copyright holder may proceed against a technology provider where a provable specific intent to infringe (of the kind the Court describes) is present. Services like Grokster may well be liable under an inducement theory.

88. In addition, a copyright holder has always had the legalauthority to bring a traditional infringement suit against one who wrongfully copies. Indeed, since September 2003, the Recording Industry Association of America (RIAA) has filed "thousands of suits against people for sharing copyrighted material." Walker, New Movement Hits Universities: Get Legal Music, Washington Post, Mar. 17, 2005, p. E1. These suits have provided copyright holders with damages; have served as a teaching tool, making clear that much file sharing, if done without permission, is unlawful; and apparently have had a real and significant deterrent effect. See, e.g., L. Rainie, M. Madden, D. Hess, & G. Mudd, Pew Internet Project and comScore Media Metrix Data Memo: The state of music downloading and file-sharing online, pp. 2, 4, 6, 10 (Apr. 2004), www.pewinternet.org/pdfs/PIP§Filesharing§April§04.pdf (number of people downloading files fell from a peak of roughly 35 million to roughly 23 million in the year following the first suits; 38% of current downloaders report downloading fewer files because of the suits); M. Madden & L. Rainie, Pew Internet Project Data Memo: Music and video downloading moves beyond P2P, p. 7 (March 2005), www.pewinternet.org/pdfs/PIP§Filesharing§March05.pdf (number of downloaders has "inched up" but "continues to rest well below the peak level"); Groennings, Note, Costs and Benefits of the Recording Industry's Litigation Against Individuals, 20 Berkeley Technology L. J. 571 (2005); but see Evangelista, Downloading Music and Movie Files is as Popular as Ever, San Francisco Chronicle, Mar. 28, 2005, p. E1 (referring to the continuing "tide of rampant copyright infringement," while noting that the RIAA says it believes the "campaign of lawsuits and public education has at least contained the problem").

89. Further, copyright holders may develop new technological devices that will help curb unlawful infringement. Some new technology, called "digital 'watermarking'" and "digital fingerprint[ing]," can encode within the file information about the author and the copyright scope and date, which "fingerprints" can help to expose infringers. Other technology can, through encryption, potentially restrict users' ability to make a digital copy.

90. At the same time, advances in technology have discouraged unlawful copying by making lawful copying (e.g., downloading music with the copyright holder's permission) cheaper and easier to achieve. Several services now sell music for less than ＄1 per song. (Walmart.com, for example, charges ＄0.88 each). Consequently, many consumers initially attracted to the convenience and flexibility of services like Grokster are now migrating to lawful paid services (services with copying permission) where they can enjoy at little cost even greater convenience and flexibility without engaging in unlawful swapping (percentage of current downloaders who have used paid services rose from 24% to 43% in a year; number using free services fell from 58% to 41%).

91. Thus, lawful music downloading services—those that charge the customer for downloading music and pay royalties to the copyright holder—have continued to grow and to produce substantial revenue. See Brief for Internet Law Faculty as Amici Curiae 5-20; Bruno, Digital Entertainment: Piracy Fight Shows Encouraging Signs (Mar. 5, 2005), available at LEXIS, News Library, Billboard File (in 2004, consumers worldwide purchased more than 10 times the number of digital tracks purchased in 2003; global digital music market of ＄330 million in 2004 expected to double in 2005); Press Release, Informa Media Report, supra (global digital revenues will likely exceed ＄3 billion in 2010); Ashton, [International Federation of the Phonographic Industry] Predicts Downloads Will Hit the Mainstream, Music Week, Jan. 29, 2005, p. 6 (legal music sites and portable MP3 players "are helping transform the digital music market" into "an everyday consumer experience"). And more advanced types of non-music-oriented P2P networks have also started to develop, drawing in part on the lessons of Grokster.

92. Finally, as Sony recognized, the legislative option remains available. Courts are less well suited than Congress to the task of "accommodat[ing] fully the varied permutations of competing interests that are inevitably implicated by such new technology." Sony, 464 U. S., at 431; see, e.g., Audio Home Recording Act of 1992, 106 Stat. 4237 (adding 17 U. S. C., ch. 10); Protecting Innovation and Art While Preventing Piracy: Hearing Before the Senate Comm. on the Judiciary, 108th Cong., 2d Sess. (July 22, 2004).

93. I do not know whether these developments and similar alternatives will prove sufficient, but I am reasonably certain that, given their existence, a strong demonstrated need for modifying Sony (or for interpreting Sony's standard more strictly) has not yet been shown. That fact, along with the added risks that modification (or strict interpretation) would impose upon technological innovation, leads me to the conclusion that we should maintain Sony, reading its standard as I have read it. As so read, it requires affirmance of the Ninth Circuit's determination of the relevant aspects of the Sony question.

94. For these reasons, I disagree with Justice Ginsburg, but I agree with the Court and join its opinion.

Questions:

1. Please generally describe the character of the free software in the instant case.

2. What features indicated in the evidence produced by the claimmant are unfavorable to the respondent?

3. Please explain the "inducement theory" and the function in the judgement of a copyright case.

4. Under what circumstances does the court think that the distributor of a free software shall be liable of unlawful use of the third party?

5. What is the court's opinion towards the relationship between copyright protection and innovation promotion?

6. Please explain the contributory infringement doctrine and how it is applied in the instant case.
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Reasons for Judgment

French J:

1. For the reasons given by Branson and Kenny J respectively, I agree that the appeals should be dismissed, save for the appeal by Mr Takoushis which should be allowed. I agree with the variations to the orders of the primary judge proposed by Branson J and with the costs orders which her Honour proposes.

Reasons for Judgment

Branson J:

2. Stephen Cooper was the registered owner of the domain name "mp3s4free.net" and the originator, owner and operator of the now disabled "MP3s4FREE" website. Although that website did not contain any music files, it was structured to allow internet users ready access to music files of numerous popular sound recordings via hyperlinks. When an internet user clicked on a particular hyperlink, the music file in question was transmitted directly to his or her computer from a remote server. It is admitted that the overwhelming majority of the sound recordings the subject of the music files were the subject of copyright.

3. E-Talk Communications Pty Limited ("E-Talk") and Com-Cen Pty Limited ("Com-Cen") together conducted an internet service provider business under the name Comcen which hosted Mr Cooper's website. Liam Francis Bal is a director and, as the learned primary judge concluded, the controlling mind, of each of these companies. Chris Takoushis worked in the Comcen business. It seems that he is an employee of Com-Cen. Mr Takoushis was Mr Cooper's primary contact at Comcen and he provided assistance from time to time in relation to the establishment and operation of Mr Cooper's website.

4. A number of Australian record companies and other entities that own copyright in sound recordings, which I will together call the "Record Companies", instituted a proceeding in the Court in which they sought declaratory, injunctive and other relief against Mr Cooper, the two companies and Messrs Bal and Takoushis in respect of infringements of the Copyright Act 1968 (Cth) ("the Act"), the Trade Practices Act 1974 (Cth), the Fair Trading Act 1987 (NSW) and the Fair Trading Act 1989 (Qld).

5. On 22 December 2005 the primary judge granted declaratory and injunctive relief against each of Messrs Cooper, Bal and Takoushis, and against E-Talk and Com-Cen with damages to be later assessed.

6. These appeals challenge the orders made by his Honour on 22 December 2005 to the extent that the orders are founded on his Honour's conclusion that each of Messrs Cooper, Bal and Takoushis and E-Talk infringed the Record Companies' copyright in sound recordings by authorizing the making of copies, and authorizing the communication by operators of remote websites to the public, of those sound recordings. Com-Cen has not appealed from the orders made by the primary judge.

Statutory Context

7. As mentioned above, these appeals concern copyright in sound recordings. A sound recording is not a "work" within the meaning of the Act (s 10). Nonetheless, copyright may subsist in a sound recording (s 89).

8. Section 13 of the Act is concerned with the content of copyright generally. Subsection (1) provides that a reference in the Act to an act comprised in the copyright in a work or other subject-matter is a reference to any act that, under the Act, the owner of the copyright has the exclusive right to do. Subsection (2) relevantly provides that the exclusive right to do an act in relation to a work or any other subject-matter includes the exclusive right to authorize a person to do that act in relation to that work or other subject-matter.

9. Part IV of the Act is concerned with copyright in subject-matter other than works. It provides that copyright in a sound recording includes the exclusive right to make a copy of the sound recording (s 85 (1) (a)) and the exclusive right to communicate the recording to the public (s 85 (1) (c)). A recording is communicated within the meaning of s 85 (1) (c) if it is made available online or electronically transmitted (s 10).

10. Section 101 (1), which is in Part IV, provides as follows:

"Subject to this Act, a copyright subsisting by virtue of this Part is infringed by a person who, not being the owner of the copyright, and without the licence of the owner of the copyright, does in Australia, or authorizes the doing in Australia of, any act comprised in the copyright." (emphases added)

11. It appears that at first instance the parties paid no particular attention to the words "in Australia" which appear twice in s 101 (1). The significance of those words is that they create a nexus between infringements of copyright under the Act and Australia. Section 101 (1) is drawn to cover conduct done in Australia (ie. not being the owner, and without the licence of the owner, doing in Australia an act comprised in the copyright) and some conduct which, although not necessarily done in Australia, relates to conduct done in Australia (ie. the authorizing of the doing in Australia of an act comprised in the copyright). The subsection can thus be seen to create two classes of infringement; one class involving infringing conduct in Australia and the other class relating to infringing conduct in Australia.

12. If s 101 (1) did not include the phrase "or authorizes the doing in Australia of", it would be construed as applying only to conduct in Australia. That is, it would not reach to authorizations given outside Australia to do an act in Australia which the owner of the copyright has the exclusive right to do (Jumbunna Coal Mine No Liability v. Victorian Coal Miners' Association (1908) 6 CLR 309; s 21 of the Acts Interpretation Act 1901 (Cth)). I think it likely that the only intended effect of the phrase "or authorizes the doing in Australia of" in s 101 (1) was to exclude the presumption that the section was concerned solely with conduct in Australia. I doubt that the phrase was intended, as the Record Companies contended, to create a cause of action of authorizing an authorizer. However, it is not necessary for the purposes of this appeal to reach a concluded view on this question. Nor is it necessary to determine the extent, if any, of the practical difference between authorizing and authorizing someone else to authorize. The primary judge found that Mr Cooper's website attracted significant use in Australia. In any event, the Record Companies' case at first instance was not defended on the basis that the conduct upon which they relied as constituting copyright infringement lacked the necessary nexus with Australia. The appellants are bound by their conduct in their respective cases at first instance. They are also bound by their respective notices of appeal (see [26], [53] and [66] below).

13. Section 101 (1A) was inserted into the Act by the Copyright Amendment (Digital Agenda) Act 2000 (Cth) ("the Digital Agenda Act"). It identifies certain matters that must be taken into account in determining, for the purposes of subsection (1), whether or not a person has authorized the doing in Australia of any act comprised in a copyright subsisting by virtue of Part IV. The matters so identified are not the only matters that may be taken into account.

14. Section 101 (1A) may be assumed to have particular relevance in circumstances in which it is alleged that the act of infringement occurred in the online environment. This is because one of the objects of the Digital Agenda Act was to amend the Act so as to ensure the efficient operation of relevant industries in the online environment (s 3).

15. Section 101 (1A) of the Act recognises that an element of judgment is involved in determining whether one person has, for the purposes of s 101 (1), authorized another to do an act. It provides that:

"the matters that must be taken into account include the following:

(a) the extent (if any) of the person's power to prevent the doing of the act concerned;

(b) the nature of any relationship existing between the person and the person who did the act concerned;

(c) whether the person took any other reasonable steps to prevent or avoid the doing of the act, including whether the person complied with any relevant industry codes of practice."

16. Section 112E, which was also inserted into the Act by the Digital Agenda Act, provides:

"A person (including a carrier or carriage service provider) who provides facilities for making, or facilitating the making of, a communication is not taken to have authorised any infringement of copyright in an audio-visual item merely because another person uses the facilities so provided to do something the right to do which is included in the copyright."

17. It was the same amending Act which inserted into s 10 of the Act the definition of "communicate" referred to above. That definition is relevantly in the following terms:

"communicate means make available online or electronically transmit…a work or other subject-matter…"

18. Unless the contrary intention appears, "communication" in s 112E will have a meaning that corresponds with the definition of "communicate" (s 18A of the Acts Interpretation Act 1901 (Cth)). No party suggests that a contrary intention does appear in s 112E. A sound recording is an audio-visual item within the meaning of s 112E (s 100A of the Act).

19. Section 112E thus qualifies the operation of s 101 (1A) when it is necessary to determine whether a person authorized the copying in Australia of a sound recording in circumstances where the relevant copying involved the making available online, or the electronic transmission of, the sound recording via facilities provided by that person. The person is not taken to have authorized the infringement merely because another person used the facilities provided by that person to achieve the making of a copy.

20. Prior to the coming into operation of the Digital Agenda Act the word "authorizes" in the context of copyright infringement had been held to mean sanctions, approves or countenances (Australasian Performing Right Association Limited v Jain (1990) 26 FCR 53 at 57-60). The Digital Agenda Act does not disclose a legislative intention to alter the meaning of the word "authorizes" in the context of the Act. However, as mentioned above, s 101 (1A) does disclose an intention to guide the process by which a judgment is reached as to whether a person authorized the doing in Australia of an act comprised in the copyright; the decision-maker must have regard to the matters identified in the subsection. As mentioned above, these matters may be understood to have particular relevance where the alleged act of infringement has occurred online.

Orders Made by the Primary Judge

21. The primary judge made six declaratory orders and six restraining orders in similar terms against each of the appellants and Com-Cen. Each declaratory and restraining order relates to a particular schedule of sound recordings annexed to the orders.

22. A schedule of definitions, which forms part of the orders, provides the link between the terms of the orders and the schedules of sound recordings and additionally gives meaning to certain terms in the orders such as, for example, "Universal Catalogue" and "Universal Recordings".

23. The form of each of the six declaratory orders can be illustrated by setting out the terms of the first of them:

"1. The first, second, third, fourth and fifth respondents have infringed the copyright in sound recordings in the Universal Recordings, by:

(a) authorising the making of copies of; and (b) authorising the communication to the public of, the whole or a substantial part of those sound recordings without the licence of the first applicant or the owner of the copyright."

24. The form of each of the six restraining orders can also be illustrated by setting out the terms of the first of them:

"13. The first, second, third, fourth and fifth respondents, whether by themselves, their servants or agents or otherwise, be permanently restrained from:

(a) making a copy of; (b) authorising the making of a copy of; (c) communicating to the public; or (d) authorising the communication to the public of, the whole or a substantial part of any of the sound recordings in the Universal Catalogue including the Universal Recordings without the licence of the first applicant or the owner of the copyright."

25. Additionally the primary judge made orders permanently restraining the appellants and Com-Cen from operating or hosting the MP3s4FREE website and orders as to costs.

Mr Cooper's Notice of Appeal

26. Mr Cooper's appeal is brought on only two grounds, namely:

"(1) His Honour erred in finding and declaring that by providing a website with hypertext links (hyperlinks), the appellant authorised the making of copies of the whole or a substantial part of the alleged sound recordings without the licence of the owners or exclusive licensees of those sound recordings as in the circumstances providing hyperlinks does not amount to authorisation under the Copyright Act 1968.

(2) His Honour erred in finding and declaring that by providing a website with hypertext links (hyperlinks), the appellant authorised the communication to the public of the whole or a substantial part of the alleged sound recordings without the licence of the owners nor exclusive licensees of the copyright as in the circumstances providing hyperlinks does not amount to authorisation under the Copyright Act 1968."

27. As Mr Cooper's appeal was argued the sole issue for this Court's determination is the true meaning of the term "authorize" in s 13 (2) of the Act and the related term "authorizes" in s 101 (1) of the Act.

Did Mr Cooper Authorize?

28. The issue of whether Mr Cooper authorized internet users in Australia to copy, and operators of remote websites to communicate to the public, music files constituting sound recordings in which the Record Companies hold copyright must be determined primarily by reference to s 101 (1A) of the Act (see [15] above). The appropriate starting point is to have regard to the matters identified in pars (a)- (c) of s 101 (1A).

Power to Prevent (S 101 (1A) (a))

29. Mr Cooper submitted that he did not have any power to prevent the doing of the acts comprised in the copyright of the sound recordings in issue because he did not have power to prevent:

(a) a person from making an MP3 file from a sound recording in another format (eg from a compact disc); (b) a person from making an MP3 file generally accessible over the internet; and (c) a person from accessing an MP3 file that another person had made generally accessible over the internet.

30. The above submission appears to overlook that the copyright in a sound recording is infringed each time that it is copied without proper authority. The making of a particular unauthorized copy is no less an infringement of the owner's copyright because other unauthorized copies are also made or are likely to be made.

31. Additionally, Mr Cooper submitted that to facilitate copying or communication is not to authorize it. He placed reliance on observations made by Lord Templeman in CBS Songs Ltd v Amstrad Consumer Electronics Plc [1988] AC 1013 and by Sackville J, with whom Jenkinson and Burchett JJ agreed, in Nationwide News Pty Ltd v Copyright Agency Limited (1996) 65 FCR 399 at 422. His Honour there observed that:

"a person does not authorise an infringement merely because he or she knows that another person might infringe the copyright and takes no step to prevent the infringement."

For the reasons given below (see in particular [37] and [43]) I conclude that Mr Cooper did not merely facilitate the infringements of copyright upon which the case of the Record Companies relied. He engaged in additional relevant conduct so as to take himself outside the purview of his Honour's observation.

32. Before considering the extent (if any) of Mr Cooper's power to prevent the copying or communication to the public of sound recordings in which the Record Companies hold copyright, it is necessary to determine what is meant by "power to prevent" in s 101 (1A) (a). The appellants contended, in effect, that unless Mr Cooper had power, at the time of the making of an infringing copy of a sound recording, to prevent that copy being made, he had no power to prevent within the meaning of s 101 (1A) (a). Unless s 112E of the Act, which is set out in paragraph [16] above, were enacted simply out of an abundance of caution, it presupposes that a person who merely provides facilities for making a communication might, absent the section, be taken to have authorized an infringement of copyright in an audio visual item effected by use of the facility. This presupposition is inconsistent with the submission of the appellants. However, in my view, it is consistent with the ordinary understanding of authorization. The following hypothetical situation may be considered. One person has a vial which contains active and highly infectious micro-organisms which are ordinarily passed from human to human by the coughing of an infected person. He or she authorizes another person to break the vial in a crowded room knowing that this will result in some people in the room becoming infected with the micro-organisms. Most people would, I think, regard the first person as having authorized the infection not only of those in the room, but also the wider group thereafter directly infected by them, notwithstanding that he or she had no power to prevent those who were in the room from coughing.

33. In determining what is meant by "power to prevent" in s 101 (1A) (a) it is appropriate then to turn to relevant authorities concerning authorization in the context of copyright law, and in particular, to the Australian authorities as it is these to which the legislature may be presumed to have given particular attention when enacting s 101 (1A) (a).

34. In University of New South Wales v Moorhouse (1975) 133 CLR 1 the High Court unanimously held that the University had infringed Mr Moorhouse's copyright in a book of short stories by authorizing the making of an infringing copy of one of the stories. The relevant circumstances were that a copy of Mr Moorhouse's book was held on open shelves in the University's library and the University placed a coin-operated photocopier in that library. Jacobs J, with whom McTiernan ACJ agreed, identified at 21 the real question to be determined as whether there was in the circumstances an invitation to be implied that the person who made the infringing copy might, in common with other users of the library, make such use of the photocopying facilities as he thought fit. His Honour found that such an invitation was to be implied. He concluded that it was immaterial that the library was not open to all comers, that use of the photocopier was not intended to generate a profit to the University and that the University did not know that users of the photocopier were doing acts comprised in authors' copyrights—and may even have been entitled to assume that users would obey the law of copyright.

35. In a separate judgment Gibbs J, after noting at 12 that a person cannot be said to authorize an infringement of copyright unless he or she has some power to prevent it, said at 13 that:

"a person who has under his control the means by which an infringement of copyright may be committed—such as a photocopying machine—and who makes it available to other persons, knowing, or having reason to suspect, that it is likely to be used for the purpose of committing an infringement, and omitting to take reasonable steps to limit its use to legitimate purposes, would authorize any infringement that resulted from its use."

36. It seems to me that both Jacobs and Gibbs JJ concentrated on the behaviour of the University in making the photocopier available for use in the library rather than on the issue of the University's capacity to control the use of the photocopier once it had been made available to library users. The observation of Gibbs J that a person cannot be said to authorize an infringement unless he or she has some power to prevent it must be understood in this context. That is, the relevant power which the University had to prevent the copyright infringement must be understood to have been, or at least to have included, the power not to allow a coin-operated photocopier in the library.

37. Some support for this understanding of Moorhouse can be found in Australian Tape Manufacturers Association Ltd v. The Commonwealth of Australia (1993) 176 CLR 480. In that case at 498 Mason CJ and Brennan, Deane and Gaudron JJ identified a distinction between the mere sale of an article, such as a blank tape or a video recorder, where there is a likelihood that the article will be used for an infringing purpose and the circumstances of Moorhouse. Their Honours noted that in Moorhouse the University not only failed to take steps to prevent infringement; it provided potential infringers with both the copyright material and the means by which it could be copied.

38. Some, albeit limited, support for understanding the reference in s 101 (1A) (a) to "the person's power to prevent the doing of the act concerned" to include the person's power to avoid the means of infringement becoming available for use can, in my view, be found in Australasian Performing Right Association Limited v. Jain. In that case the Full Court, which concluded that Mr Jain had authorized the infringement of copyright in question, said at 61:

"The judgment of the members of the High Court in the Moorhouse case establishes that one of the meanings of the word 'authorize' in the context in which it is here used is 'countenance'. It may be that not every act which amounts to the countenancing of something is an authorisation. Every case will depend upon its own facts. Matters of degree are involved. But the evidence in the present case reveals…a studied and deliberate course of action in which Mr Jain decided to ignore the appellant's rights and to allow a situation to develop and to continue in which he must have known that it was likely that the appellant's music would be played without any licence from it."

39. Additionally, as mentioned in [32] above, the introduction of s 112E into the Act suggests that, absent that section, a mere provider of facilities for making communications could have been held to have authorized copyright infringements effected by the use of those facilities. I do not accept, as Mr Cooper contended, that s 112E was introduced into the Act simply out of an abundance of caution. The supplementary explanatory memorandum for the Copyright Amendment (Digital Agenda) Bill indicates otherwise by stating that the new s 112E:

"has the effect of expressly limiting the authorisation liability of persons who provide facilities for the making of, or facilitating the making of, communications."

40. Mr Cooper placed considerable weight on a suggested analogy between his website and Google. Two things may be said in this regard. First, Mr Cooper's assumption that Google's activities in Australia do not result in infringements of the Act is untested. Perfect 10 Inc v Google Inc 416 F. Supp. 2d 828 (C. D. Cal 2006) upon which Mr Cooper placed reliance is a decision under the law of the United States of America which includes the doctrine of "fair use". Secondly, Google is a general purpose search engine rather than a website designed to facilitate the downloading of music files. The suggested analogy is unhelpful in the context of Mr Cooper's appeal.

41. I therefore reject the contention that unless Mr Cooper had power, at the time of the doing of each relevant act comprised in a copyright subsisting by virtue of the Act, to prevent its being done, he had no relevant power within the meaning of s 101 (1A) (a). I conclude that, within the meaning of the paragraph, a person's power to prevent the doing of an act comprised in a copyright includes the person's power not to facilitate the doing of that act by, for example, making available to the public a technical capacity calculated to lead to the doing of that act. The evidence leads to the inexorable inference that it was the deliberate choice of Mr Cooper to establish and maintain his website in a form which did not give him the power immediately to prevent, or immediately to restrict, internet users from using links on his website to access remote websites for the purpose of copying sound recordings in which copyright subsisted.

42. I conclude that, within the meaning of s 101 (1A) (a), Mr Cooper had power to prevent the copying in Australia of copyright sound recordings via his website. He had that power because he was responsible for creating and maintaining his MP3s4FREE website. As stated above, the principal content of the website comprised links to other websites and files contained on other servers. Senior counsel for Mr Cooper conceded that, in effect, the overwhelming majority of the files listed on the website were the subject of copyright. The website was structured so that when a user clicked on a link to a specific music file a copy of that file was transmitted directly to the user's computer.

43. It is immaterial, in my view, that Mr Cooper's website operated automatically in the sense that, although he could edit links on the site, he did not control the usual way in which links were added to the site. The evidence also leads to the inexorable inference that it was the deliberate choice of Mr Cooper to establish his website in a way which allowed the automatic addition of hyperlinks.

44. I also conclude that, within the meaning of s 101 (1A) (a), Mr Cooper had power to prevent the communication of copyright sound recordings to the public in Australia via his website. Again he had that power because he was responsible for creating and maintaining his MP3s4FREE website with the characteristics referred to above.

45. For the above reasons, I find that, within the meaning of s 101 (1A) (a), the extent of Mr Cooper's power to prevent copyright infringements via his website was considerable.

Nature of Relationship (S 101 (1A) (b))

46. Mr Cooper submitted that he did not have any relationship with people who made MP3 files generally accessible over the internet or with people who downloaded such files from remote websites via hyperlinks on his website. The findings of the primary judge do not suggest any relationship between Mr Cooper and those who made MP3 files generally accessible over the internet. However, the same cannot be said of his Honour's findings concerning those who downloaded music files via Mr Cooper's website.

47. An aspect of the nature of the relationship existing between Mr Cooper and those users of the internet who obtained copyright sound recordings from the internet via his website is that the users were attracted to Mr Cooper's website and obtained the sound recordings by clicking on hyperlinks on that website. The primary judge found that Mr Cooper's website was user friendly and allowed internet users readily to select from a variety of catalogues of popular sound recordings.

48. His Honour also found that Mr Cooper benefited financially from sponsorship and advertisements on the website; that is, that the relationship between Mr Cooper and the users of his website had a commercial aspect. Mr Cooper's benefits from advertising and sponsorship may be assumed to have been related to the actual or expected exposure of the website to internet users. As a consequence Mr Cooper had a commercial interest in attracting users to his website for the purpose of copying digital music files.

Other Reasonable Steps Including Compliance with Industry Codes of Practice (S 101 (1A) (c))

49. Mr Cooper did not suggest, other than by reference to disclaimers on his website, that he took any reasonable steps to avoid the infringements of copyright. As those disclaimers misstated Australian copyright law in a material way, the inclusion of them on the website did not constitute a reasonable step to prevent or avoid the infringement of copyright. In any event, I would have attributed little, if any, weight to them as, on his Honour's findings, their intended purpose was merely cosmetic.

50. The reasons for judgment of the primary judge make no reference to any relevant industry codes. It appears that the parties agreed at trial that there were no relevant industry codes to which his Honour could have regard.

51. I conclude that Mr Cooper did not establish that he took any reasonable steps to prevent or avoid the use of his website for copying copyright sound recordings or for communicating such recordings to the public.

Mr Cooper Authorized

52. Having taken into account the matters identified above, and the name of his website, I conclude that Mr Cooper infringed the Record Companies' respective copyrights in sound recordings by in Australia authorizing "internet" users to do acts comprised in those copyrights, namely make copies of the sound recordings. I also conclude that Mr Cooper infringed the Record Companies' respective copyright in sound recordings by authorizing operators of remote websites to communicate those sound recordings to the public in Australia.

Notice of Appeal of E-Talk and Mr Bal

53. The amended notice of appeal of E-Talk and Mr Bal remained confusingly drawn notwithstanding the deletion of most of the original grounds of appeal. However, the appeal was argued without objection on the basis that the primary judge erred:

(a) in failing to find that, by reason of s 112E of the Act, E-Talk and Mr Bal were to be taken not to have authorized any infringement of copyright in sound recordings by users of Mr Cooper's website; or alternatively

(b) if s 112E had no relevant operation, in finding that E-Talk and Mr Bal had authorized any relevant infringing conduct.

54. Mr Bal did not challenge the conclusion of the primary judge that, as the controlling mind of E-Talk, he was liable for the infringing conduct of E-Talk. As a result, the discussion that follows dealing with the conduct of E-Talk similarly applies to Mr Bal.

Section 112E of the Copyright Act

55. It is not in dispute that E-Talk is a person…who provides facilities for making, or facilitating the making of, a communication' within the meaning of s 112E of the Act. E-Talk and Mr Bal challenge the conclusion of the primary judge that E-Talk did more than merely provide facilities for the making of communications.

56. The effect of s 112E in the circumstances of this appeal is that E-Talk is not to be taken to have authorized any infringement of copyright in a sound recording just because internet users used Mr Cooper's website to download music files of sound recordings in which the Record Companies hold copyright.

57. E-Talk and Mr Bal submitted that, at its highest, the evidence before the primary judge demonstrated that the conduct of E-Talk was:

"the mere facilitation of the connection of the website to the Internet, without any knowledge of the operation of the website, beyond knowledge of its mere existence."

58. The above submission is untenable. No challenge is made to the findings of the primary judge that:

(a) E-Talk (which traded as Comcen Internet Services), together with Com-Cen, conducted an internet service provider business under the name Comcen; (b) The Comcen business hosted Mr Cooper's website; (c) E-Talk was aware of the high level of usage of Mr Cooper's website and of the copyright problems arising therefrom; (d) Mr Cooper received free web-hosting from Comcen in return for the display on his website of the Comcen logo with a hyperlink to the Comcen website, www.comcen.com.au; and (e) E-Talk took no steps to prevent the acts of infringement which took place via Mr Cooper's website.

59. The evidence before his Honour established that the registered owner of the domain name www.comcen.com.au was E-Talk.

60. In my view, the above findings of the primary judge were sufficient to support the primary judge's conclusion that E-Talk was unable to invoke the protection afforded by s 112E. His Honour did not find that E-Talk authorized an infringement of copyright in a sound recording just because another person used its facilities to do something the right to do which is included in the copyright.

Did E-Talk Authorize?

61. In determining whether E-Talk authorized the doing in Australia of any act comprised in the Record Companies' copyrights it is necessary to take into account, together with other relevant things, the matters identified in s 101 (1A) of the Act (see [15] above).

62. As all of the relevant acts of copyright infringement took place via Mr Cooper's website, I conclude that E-Talk had power to prevent the doing of the acts concerned because, together with Com-Cen (of which Mr Bal was also the controlling mind), it had the power to withdraw the hosting of Mr Cooper's website (s 101 (1A) (a)).

63. I would place no weight on the, at best, remote relationships between E-Talk, on the one hand, and the users of Mr Cooper's website and the remote providers of music files on the other hand (s 101 (1A) (b)).

64. E-Talk could have, but did not, take reasonable steps to prevent or avoid the doing of the acts of infringement (s 101 (1A) (c)). Rather than withdrawing hosting of Mr Cooper's website, or otherwise placing pressure on Mr Cooper to stop his website being used for the predominant purpose of copyright infringements, E-Talk sought to achieve a commercial advantage from advertising on Mr Cooper's website.

65. In the circumstances, in my view, no error has been shown to affect the conclusion of the primary judge that E-Talk and Mr Bal, its controlling mind, authorized the acts of copyright infringement which resulted from the use of Mr Cooper's website. At the least, E-Talk countenanced the acts of infringement (see Australasian Performing Rights Association Limited v Jain and [20] above).

Mr Takoushis' Notice of Appeal

66. Mr Takoushis' amended notice of appeal raised two issues; first, whether he was entitled to invoke the protection of s 112E of the Act and secondly, whether his conduct as an employee of Mr Cooper's internet service provider was capable of constituting conduct which authorized the doing in Australia of any act comprised in the Record Companies' copyrights in sound recordings.

Did Mr Takoushis Authorize?

67. The precise basis upon which the primary judge concluded that Mr Takoushis infringed the Record Companies' copyright by authorizing the making of copies, and the communication to the public, of sound records is not clear.

68. His Honour may have concluded that Mr Takoushis infringed the Record Companies' copyright by personally authorizing acts of copyright infringement, or alternatively, that Mr Takoushis was liable in respect of the infringing conduct of either or both of Com-Cen and E-Talk. His Honour's reasons for judgment specifically record, however, that his Honour did not find that Mr Takoushis was liable as a joint tortfeasor with either or both of Com-Cen and E-Talk (see WEA International Inc v Hanimex Corporation Ltd (1987) 17 FCR 274 at 283).

69. Mr Takoushis had studied information technology at TAFE before becoming an employee of Com-Cen. He gave evidence that his position within that company was essentially a computing support role. His Honour found that Mr Takoushis was Mr Cooper's primary contact with Comcen and that he provided assistance from time to time in relation to the establishment and operation of Mr Cooper's website.

70. The evidence did not establish that Mr Takoushis had any personal power to prevent the doing of the acts of copyright infringement (s 101 (1A) (a)). He was not Mr Cooper's internet service provider; he was merely an employee of the internet service provider—albeit an employee with skills in computer technology who undertook work in relation to Mr Cooper's website.

71. Nor did the evidence establish that there was any relevant relationship between Mr Takoushis and the users of Mr Cooper's website or between Mr Takoushis and the operators of the remote websites from which sound recordings were communicated (s 101 (1A) (b)). Nor did the evidence suggest that there was any reasonable step open to be taken by Mr Takoushis personally to prevent or avoid the doing of the acts of copyright infringement. While it would have been a reasonable step for Mr Takoushis' employer to have terminated its hosting of Mr Cooper's website, either absolutely or unless he removed the hyperlinks on it which facilitated copyright infringement, the evidence did not establish that Mr Takoushis had the necessary authority to do so himself (s 101 (1A) (c)). I do not consider that it would have been a reasonable step for Mr Takoushis to approach his employer to compel them to do so.

72. It may be that Mr Takoushis can be understood to have "countenanced" the acts of copyright infringement in the sense that he supported or showed favour to those acts (see The Macquarie Dictionary, 2nd edn). However, as the Full Court observed in Australian Performing Right Association Ltd v Jain at 61, every case in which the issue of whether a person authorized an act of copyright infringement arises will depend on its own facts and involve matters of degree. Mr Takoushis was not a director of either Com-Cen or E-Talk. Nor was he shown to be an executive or shareholder of either of those companies. His evidence that his position within Com-Cen was essentially a computing support role was not challenged.

73. In my view, the evidence before the primary judge was insufficient to establish that Mr Takoushis infringed the Record Companies' copyright by personally authorizing the relevant acts of copyright infringement.

74. Further, for the reasons given above, the evidence before the primary judge was insufficient to demonstrate that Mr Takoushis held an executive or managerial role within either Com-Cen or E-Talk such that his involvement with their acts of copyright infringement rendered him personally liable for those acts of copyright infringement. I would reach the same conclusion whether I were to adopt the test which Lindgren J favoured in Microsoft Corporation v. Auschina Polaris Pty Ltd (1996) 71 FCR 231 at 239-246 or the approach favoured by Finkelstein J in Root Quality Pty Ltd v. Root Control Technologies Pty Ltd (2000) 177 ALR 231 at [113]-[149]. It is therefore unnecessary for me to express a preference for one view over the other.

Notices of Contention

General

75. In each appeal the Record Companies filed a notice of contention. The filing of a notice of contention is a practice for which O 52 r 22 (3) of the Federal Court Rules provides. Order 52 r 22 is primarily concerned to authorize a respondent who wishes to appeal from part only of a judgment to file a cross-appeal rather than institute a substantive appeal. However, O 52 r 22 (3) relevantly provides:

"If the respondent proposes to contend that the judgment should be affirmed on grounds other than those relied on by the court below, but does not seek a discharge or variation of any part of the judgment, the respondent need not file a notice of cross-appeal, but must:

(a) file a notice of the respondent's contention within 21 days after the service upon the respondent of the notice of appeal…"

76. As the terms of O 52 r 22 (3) make clear, the purpose of a notice of contention is to place the appellant and the Court on notice that the respondent contends that the judgment below (ie the orders made below) can be supported on grounds other than those which the court below relied on when pronouncing the judgment. That is, that even if a ground of appeal is made out, it may not lead to the order the subject of the appeal being set aside or varied. The filing of a notice of contention is not a mechanism for challenging any order made below or for challenging the failure of the court below to make an order to which a party below claimed to be entitled.

Notice of Contention in Appeal of Mr Cooper

77. In Mr Cooper's appeal the Record Companies filed a notice of contention in the following terms:

"The first to thirty-fourth respondents will contend that the judgment below should be affirmed on the following grounds additional to those relied upon by the primary Judge:

1. The appellant:

(a) authorised the acts of each of the thirty-fifth respondent (E-Talk) and the thirty-sixth respondent (Com-Cen) whereby the first to thirty-fourth respondents' copyright was infringed; (b) was a joint tortfeasor in those acts in that he entered into a common design with or participated with each of E-Talk and Com-Cen to carry out those acts."

78. Contention 1 (a) above is intended to raise the issue of whether, as discussed in [12] above, s 101 (1) of the Act creates an act of infringement constituted by authorizing a person, not being the owner of the copyright, and without the licence of the owner of the copyright, to authorize in Australia a person to do an act comprised in the copyright.

79. Neither the terms of the second further amended application nor his Honour's reasons for judgment suggest that the Record Companies propounded a claim below on the basis that Mr Cooper had authorized E-Talk and Com-Cen to authorize the making in Australia of copies, or the communication in Australia to the public, of sound recordings in which the Record Companies hold copyright. The Record Companies did not attempt to demonstrate on appeal that it would be expedient in the interests of justice to allow them to raise this argument for the first time on appeal (Carey-Hazell v Getz Bros & Co (Aust) Pty Ld [2006] FCAFC 48 at [54]). For this reason, even if the contention were otherwise appropriately advanced, I would not allow the Record Companies to rely on it.

80. However, in my view, the contention is not otherwise appropriately raised. No order made by the primary judge could be affirmed on the ground identified in contention 1 (a) (see [76] above). As mentioned above, a notice of contention is not a mechanism for challenging the failure of the court below to make an order. Such a challenge must be made by the filing of a notice of appeal or notice of cross-appeal.

81. Contention 1 (b) identifies a ground, not relied on by his Honour below, on which the six declaratory orders and six restraining orders referred to in [23]-[24] above could be affirmed as against Mr Cooper. His Honour was not satisfied that Mr Cooper was a joint tortfeasor with E-Talk and Com-Cen. However, as the appeals against those orders so far as they reach to Mr Cooper should, in my view, be dismissed, the merits of this contention need not be considered.

Notice of Contention in Appeal of E-Talk and Mr Bal

82. This notice of contention also raises the issue of whether s 101 (1) of the Act creates an act of infringement constituted by authorizing another to authorize in Australia a person to do an act comprised in a copyright. For the reasons given above, it is not expedient in the interests of justice to allow the Record Companies to raise this issue on appeal.

83. The notice additionally raises the contention that the declaratory and restraining orders from which E-Talk and Mr Bal appeal could be affirmed on the ground that E-Talk was a joint tortfeasor with Mr Cooper and Mr Bal was a joint tortfeasor with each of Mr Cooper, E-Talk and Com-Cen. As the appeals against those orders so far as they reach to E-Talk and Mr Bal should, in my view, be dismissed, the merits of this contention need not be considered.

84. The notice of contention additionally asserts that Mr Bal directed or procured the acts of each of E-Talk and Com-Cen whereby the Record Companies' copyright was infringed or deliberately or recklessly directed the commission of those acts so as to make the conduct his own. For the reason given above the merits of this contention also need not be considered.

Notice of Contention in Appeal of Mr Takoushis

85. This notice of contention also raises the issue of the proper construction of s 101 (1) of the Act. For the reasons given above in respect of the other two notices of contention, it is not expedient in the interests of justice to allow the Record Companies to raise this issue on appeal.

86. Additionally this notice of contention asserts that Mr Takoushis:

(a) was a joint tortfeasor with Mr Cooper, E-Talk and Com-Cen; and (b) directed or procured the acts of each of E-Talk and Com-Cen whereby the Record Companies' copyright was infringed or deliberately or recklessly directed the commission of those acts so as to make the conduct his own.

87. In Thompson v. Australian Capital Television Pty Limited (1996) 186 CLR 574 at 580 Brennan CJ, Dawson and Toohey JJ approved the statement in The Koursk [1924] P 140 at 159-160 that for there to be joint tortfeasors "there must be a concurrence in the act or acts causing damage, not merely a coincidence of separate acts which by their conjoined effect cause damage." Their Honours went on to say:

"Principal and agent may be joint tortfeasors where the agent commits a tort on behalf of the principal, as master and servant may be where the servant commits a tort in the course of employment. Persons who breach a joint duty may also be joint tortfeasors. Otherwise, to constitute joint tortfeasors two or more persons must act in concert in committing the tort."

88. I have concluded above that Mr Takoushis did not authorize the acts of copyright infringement undertaken by the users of Mr Cooper's website or by the hosts of the remote websites. For this reason no issue arises of his being a joint tortfeasor with his employer because he committed a tort in the course of his employment; he did not commit the suggested tort.

89. The Record Companies challenged the primary judge's rejection of their allegation that Mr Takoushis acted in concert with Mr Cooper, E-Talk and Com-Cen on the basis that his Honour took too narrow a view of what constitutes acting in concert. They pointed to Mr Takoushis' role in the establishment and maintenance of Mr Cooper's website, his knowledge of legal problems with the website and his ability to prevent Mr Cooper's copyright infringements by simply denying him web hosting.

90. As I have already indicated, I do not accept that Mr Takoushis had the authority to deny Mr Cooper web hosting. Having regard to the matters identified in [70]-[72] above, the other factors to which the Record Companies point are insufficient to establish that the primary judge erred in concluding that Mr Takoushis was not a joint tortfeasor with Mr Cooper, E-Talk or Com-Cen.

91. For the above reasons, the orders made against Mr Takoushis at first instance cannot be affirmed on the grounds identified in the Record Companies' notice of contention.

Conclusion

92. For the above reasons, I would dismiss the appeals of Mr Cooper, E-Talk and Mr Bal but allow the appeal of Mr Takoushis. The dismissal of the appeals of Mr Cooper, E-Talk and Mr Bal should, however, be subject to the amendment of each of the declarations and restraining orders made by the primary judge to clarify that the declarations and restraining orders relate to infringing conduct in Australia.

93. To reflect the allowing of Mr Takoushis' appeal, the orders made by the primary judge should additionally be varied by:

(a) removing from orders 1-6 (inclusive), 13-18 (inclusive) and 26 the words "fourth and fifth respondents" and replacing them with the words "and fourth respondent"; (b) varying order 29 as follows: (iv) by adding "and" at the end of par (a); (v) by replacing "20%" with "30%" in par (b); (vi) by adding a full-stop after "respondents" in par (b) and deleting everything thereafter.

94. Mr Cooper, E-Talk and Mr Bal should pay the Record Companies' costs of their appeals. The Record Companies should pay Mr Takoushis' costs at first instance and on appeal.

Reasons for Judgment

Kenny J:

95. On 14 July 2005, a judge of this Court found that Mr Stephen Cooper, who is an appellant in these appeals, contravened the Copyright Act 1968 (Cth) ("the Act") by authorizing infringements by internet users of copyright in popular music sound recordings. Internet users used his website "mp3s4free.net" (referred to below as "the website") to download the recordings, which were stored on remote websites. These remote websites were neither owned nor operated by Mr Cooper nor any other party to the proceeding. The learned primary judge found that Mr Cooper also breached the Act by authorizing infringements of copyright in the sound recordings by the unnamed owners or operators of these sites.

96. In addition, the primary judge found that, by agreeing to host the website and assisting with its operation, the second to fifth respondents, E-Talk Communications Pty Limited ("E-Talk"), Com-Cen Pty Limited (subject to deed of company arrangement) ("Com-Cen"), and Messrs Liam Francis Bal and Chris Takoushis had also contravened the Act by authorizing infringements of copyright in the sound recordings: see Universal Music Australia Pty Ltd v. Cooper (2005) 150 FCR 1 ("Universal Music") at 23-24 [100] and 29 [131]. With the exception of Com-Cen, they too are appellants in these appeals.

97. For the reasons that follow, I would allow the appeal of Mr Takoushis and dismiss the appeals of Mr Cooper, E-Talk and Mr Bal.

The Factual Background

98. The primary judge described the technological context in which Mr Cooper operated his website in some detail: see Universal Music at 8-11 [18]-[28]. Whilst it is unnecessary to repeat his Honour's description here, concepts of linking and downloading from remote computers to an internet user are central to the appeals. It is also important to bear in mind that his Honour found that hyperlinks were established on the website by software tools that the website itself made available to internet users; and that, in order for Mr Cooper to enable files to be automatically linked to the website by internet users, he must have given permission for this access: see Universal Music at 9 [22]. The following facts appear from his Honour's judgment.

99. Mr Cooper was the registered owner of the domain name "mp3s4free.net" and the owner and operator of the website. He derived income from his website through advertising arrangements: see Universal Music at 4 [5]. By clicking on a hypertext link ("hyperlink") on the website, internet users could download to their own computers copies of sound recordings directly from remote websites: see Universal Music at 7-8 [15]. On these remote websites, the sound recordings were mostly stored as MP3 digital music files.

100. Mr Cooper's website was "a highly structured and organised one", "with hyperlinks to many other pages" and was "user friendly and attractive": see Universal Music at 5 [13] and 7 [15]. The home page of the website, which contained numerous web pages, made statements about the availability of free songs. On one side of each webpage, the Com-Cen logo appeared under a reference to "Best Server": see Universal Music at 8 [16]. Each of the website's pages contained hyperlinks to the site's "Privacy Policy", "Terms and Conditions" and "Disclaimer". Of these matters, His Honour said at 11-12 [30]:

"The 'Terms and Conditions' contains the following statement which emphasises the linking function provided by the website:

'Set forth below are the terms and conditions…governing the MP3s4FREE.NET website located at, or linked to through, the route url www.mp3s4free.net, which may expand or change from time to time (the 'Website').


Sites Linked from the Website: Links to third-party websites from the Website are not necessarily under MP3s4FREE's control…and MP3s4FREE does not intend any such links to third-party websites to imply MP3s4FREE's sponsorship or endorsement thereof.'
 (Emphasis added)

The 'Disclaimer' acknowledges the linking function of the website in the following terms:

'… When you download a song, you take full responsibility for doing so. None of the files on this site are stored on our servers. 
We are just providing links to remote files.'

 (Emphasis added)

The linking function of the website is also acknowledged in the Privacy Policy in the following terms: 'External Links: This site contains links to other sites.

Disclaimer: This site only provides links to the according sites and no songs are located on our servers….We are not responsible for any damage caused by downloading these files, or any content posted on this website or linked websites.'"

Referring to data, including statistics, obtained after the execution of Anton Piller orders (see Anton Piller KG v Manufacturing Processes Ltd [1976] 1 Ch 55) in October 2003, the primary judge said at 11 [29]:

"The statistics confirm that the website was a very successful and active website which attracted internet users from around the world and a significant traffic from Australian internet users. The largest of the files copied from E-Talk/Com-Cen's computer equipment was the log of transactions from the website for the past 12 days (the Access Log File). The Access Log File indicated that there were in excess of 5 million separate text entries occurring within a period of approximately 12 days. The Access Log File contained records of the IP address or host names used by the computers accessing the website. There were in excess of 214,000 unique hosts identified, a number of which had the suffixes '.com.au' (5,676 hosts), '.net.au' (5,738 hosts), 'edu.au' (207 hosts), '.gov' (64 hosts) and '.gov.au' (40 hosts). The records also indicated that requests for searches were made by over 61,000 of the unique hosts during the 12 day period, constituting in excess of 107,000 searches for names which matched the recording artists listed in the further amended application filed on 14 October 2004. The Access Log File also records the requesting by user computers of the Com-Cen logo that appeared on the website. There were 531,499 entries for the 'comcen.gif' file in the Access Log File confirmed as downloaded to user computers."

101. From 21 December 2000 until 21 June 2001, Mr Cooper purchased internet services from Com-Cen in order that it host the website. Around 21 June 2001, Mr Cooper made an arrangement with Com-Cen, pursuant to which Com-Cen hosted the website largely for free in return for the website's advertising of Com-Cen's internet services: see Universal Music at 12 [36].

102. In April 2002, Com-Cen entered into an agreement with E-Talk, pursuant to which Com-Cen transferred 3,000 of its 4,500 customers to E-Talk: see Universal Music at 13 [39]. Mr Cooper's custom was transferred to E-Talk. Mr Bal was a director and the controlling mind of both Com-Cen and E-Talk. Mr Takoushis, who was an employee of these companies, was Mr Cooper's primary point of contact and assisted him from time to time with the operation of the website.

103. On 17 October 2003, various Australian record companies and other entities that were the owners or exclusive licensees of copyright in sound recordings (referred to below as "the record companies") commenced a proceeding in the Court, amongst other things, in respect of alleged infringements of the Act in operating and hosting the website. They alleged, amongst other things, that Mr Cooper, E-Talk, Com-Cen, Mr Bal and Mr Takoushis authorized internet users to make copies of the sound recordings and the communication of these recordings to the public by the operators of remote websites. They also alleged these parties infringed copyright as joint tortfeasors by entering into a common design with internet users to make copies of the recordings.

104. On 22 December 2005, the primary judge granted declaratory and injunctive relief against Mr Cooper, E-Talk, Com-Cen and Messrs Bal and Takoushis. Damages are yet to be assessed: see Universal Music Australia Pty Ltd Cooper [2005] FCA 1878 ("Universal Music (No 2)"). I refer to Branson J's reasons for a more detailed description of these declarations and injunctions.

105. There are three appeals against some of his Honour's orders by (1) Mr Cooper; (2) E-Talk and Mr Bal; and (3) Mr Takoushis (referred to below as "the appellants"). In particular, the appellants challenged his Honour's orders 1 to 6, 13 to 18 and 25 to 30. The appeals were heard together on 7, 8 and 9 August 2006. Com-Cen did not appeal. All appellants filed amended notices of appeal at the hearing. With leave, the parties filed further written submissions after the hearing.

106. Mr Cooper appealed on the grounds that his Honour erred in finding that, by providing a website with hyperlinks, he authorized the making of copies of the sound recordings and the communication to the public of those recordings without the licence of the record companies. E-Talk, Mr Bal and Mr Takoushis also appealed on the ground that his Honour erred in declaring that, on the facts as found, they authorized the infringement of copyright in the sound recordings. In addition, they appealed on the grounds that his Honour erred in holding that, on the facts as found, they did not fall within the protection of s 112E of the Act.

107. Broadly stated, the principal issue raised on the hearing of the appeal was whether or not the primary judge was correct in holding that the appellants infringed the record companies' copyright by authorizing the doing of acts comprised in the copyright referred to in s 85 of the Act. The appeal largely turns on the meaning of the word "authorize" in s 101 (1) of the Act.

The Decision of the Primary Judge

108. Concerning Mr Cooper and the website, the primary judge found that:

(1) The website was a very successful and active one, which attracted internet users from within and without Australia. The traffic from Australian internet users was "significant": see Universal Music at 11 [29].

(2) Each page of the website contained hyperlinks to "Privacy Policy", "Terms and Conditions" and "Disclaimer", which are set out above at [100]: see Universal Music at 11-12 [30].

(3) Mr Cooper had infringed the record companies' copyright by making copies of the music sound recordings, which were stored as MP3 files on the hard drive of his computer, by downloading them from the website: see Universal Music at 15 [56]. On appeal, Mr Cooper did not challenge this finding.

(4) There were no sound recordings on the website and there had not been any downloading or transmission of recordings from the website: see Universal Music at 15 [60]. Accordingly, Mr Cooper had not infringed the record companies' copyright in the recordings by communicating them to the public: see Universal Music at 16 [63] and 17 [66]-[67].

(5) The remote websites made available online and electronically transmitted the music recordings to the public: see Universal Music at 16 [63].

(6) For the purposes of s 22 (6) of the Act, Mr Cooper did not "determine", "formulate" or "create" the content of the remote website from which such communications took place: see Universal Music at 20-21 [74].

(7) The website was "carefully structured", "highly organised", and many web pages contained "numerous references to linking and downloading". The website contained hyperlinks that enabled the internet user to access and download the files on the remote websites: see Universal Music at 20-21 [84]. His Honour continued:

"The website is clearly designed to—and does—facilitate and enable this infringing downloading. I am of the view that there is a reasonable inference available that Cooper, who sought advice as to the establishment and operation of his website, knowingly permitted or approved the use of his website in this manner and designed and organised it to achieve this result. In view of the absence of Cooper from the witness box, without any reasonable explanation apart from a tactical forensic suggestion that he was not a necessary or appropriate witness to be called in his own case, I am satisfied that the available inference of permission or approval by Cooper can more safely and confidently be drawn. 
Accordingly, I infer that Cooper has permitted or approved, and thereby authorised, the copyright infringement by internet users who access his website and also by the owners or operators of the remote websites from which the infringing recordings were downloaded."

 (Emphasis added.)

(8) It was open to Mr Cooper to prevent these infringements by internet users by removing the hyperlinks from his website or by structuring the website in such a way that the operators of the remote websites could not automatically add hyperlinks to the website without his supervision or control: see Universal Music at 21 [85]. Mr Cooper had control regarding both the internet users accessing his website and the operators of the remote websites who sought to add hyperlinks to his website: see Universal Music at 21 [86].

(9) The disclaimers on the website (see above) did not amount to reasonable steps, within the meaning of s 101 (1A) (c) of the Act, to prevent or avoid the doing of the infringing act: see Universal Music at 21 [87]. His Honour added:

"The disclaimers in fact indicate Cooper's knowledge of the existence of illegal MP3s on the internet and the likelihood that at least some of the MP3s to which the website provided hyperlinks constituted infringing copies of copyright music and sound recordings. However, no attempt was made by Cooper, when hyperlinks were submitted to the website, to take any steps to ascertain the legality of the MP3s to which the hyperlinks related or the identity of the persons submitting the MP3s."

(10) Mr Cooper had authorized the infringement of copyright in the sound recordings, both by the internet users who downloaded the recordings and by the operators of the remote websites: see Universal Music at 22 [88]. At 23-24 [100], his Honour concluded that:

"…copyright subsisted in the sound recordings and…there was a breach of copyright as a consequence of the communication, both in the sense of electronic transmission and making available online, of the sound recordings from the remote websites to the internet users who activated one of the hyperlinks that had been set up on the website as a direct or indirect consequence of the activities undertaken by Cooper….Cooper…breached the Act by reason of authorising acts comprised in the copyright, in the sense of permitting or sanctioning and facilitating the infringements of the Act by the internet users who access[ed] the website and also by the owners or operators of the remote websites from which the infringing recordings were downloaded."

(11) Mr Cooper did not engage in trading in the digital music files and was not offering for sale the sound recordings: see Universal Music at 22 [90]-[91] and 24 [101]. He derived a collateral commercial benefit from the sponsorship and funding he received for the advertising material on his website. He used the hyperlinks on the website, and the high traffic of internet users which was generated by these hyperlinks, to procure sponsorship.

(12) Mr Cooper offered encouragement to internet users to download infringing material, as evidenced by the numerous references to downloading on the website, and had specifically structured and arranged the website so as to facilitate this downloading. Accordingly, Mr Cooper could not rely on s 112E by way of defence: see Universal Music at 23 [99] and 24 [100].

109. As to E-Talk, Com-Cen, and Messrs Bal and Takoushis, the primary judge relevantly found that:

(1) E-Talk and Com-Cen had not infringed copyright by communicating the sound recordings to the public: see Universal Music at 25 [110].

(2) Mr Bal was the controlling mind of E-Talk and Com-Cen, which was a small, tightly-knit operation under his direction. There were about eight employees working at the same premises in close proximity to one another. Persons working in the office would have been aware of, and discussed, the offer made by Mr Cooper, its acceptance and implementation. Mr Bal would have been keen to ensure that his companies were receiving some benefit in return for hosting the website for free. The provision of these hosting services was a significant source of revenue: see Universal Music at 26 [115]. Mr Bal visited the website prior to the execution of the Anton Piller orders: see Universal Music at 26-27 [116]-[118] and 28 [124]. Mr Bal was aware of the contents of the website and of the copyright problems that were said to arise from its operation. Whilst E-Talk and Com-Cen told Mr Cooper to take the website down to avoid these problems, Mr Bal and Mr Takoushis took no further steps on learning of these problems and the failure of Mr Cooper to address them: see Universal Music at 27 [119]-[120] and 29 [127]. Mr Bal and Mr Takoushis relied on an alleged assurance from Mr Cooper that there was no problem with the website because no music files were actually stored on it: see Universal Music at 29 [127].

(3) E-Talk and Com-Cen were responsible for hosting the website and providing the necessary connection to the internet. They had the power to prevent the doing of the infringing acts. They could have taken the website down but they took no steps to prevent the infringing acts: see Universal Music at 27 [121].

(4) Mr Takoushis, who was a student in information technology until September 1999, had no directorial or managerial function, but was instrumental in setting up the hosting of the website. He communicated with and gave assistance to Mr Cooper in maintaining and operating the site. Mr Takoushis visited the website and was aware of its contents and discussed the website with Mr Bal and Mr Georgiopoulos, who was an employee senior to him, prior to the execution of the Anton Piller orders. He was aware of the probability of legal problems associated with the website before the execution of the Anton Piller orders. Because "he was instrumental in the arrangements for the hosting of the web site and was a contact person with Cooper, who obtained approval from one of Georgiopoulos…or Bal for the free web hosting arrangement…he was more than a mere conduit for communication. He was the person at E-Talk/Com-Cen who was responsible for cooperating with Cooper": see Universal Music at 28 [123]-[124], 28 [125], 29 [127] and 29 [128].

(6) E-Talk was carrying on the hosting operation of the website during the relevant period. E-Talk and Com-Cen authorized the infringing communication of the sound recordings to the public by the remote websites and the copying of the sound recordings by the internet users who downloaded the files: see Universal Music at 29 [129]-[130].

(7) E-Talk, Com-Cen, and Messrs Bal and Takoushis could not rely on s 112E: see Universal Music at 29 [131].

(8) The primary judge was not satisfied that there had been an entry into a common design or participation sufficient to amount to Mr Cooper being a joint tortfeasor "with either internet users and E-Talk/Com-Cen to make copies of the music sound recordings or to communicate them to the public": see Universal Music at 30-31 [137]. Although, on the findings, Messrs Bal and Takoushis were aware that there was a problem in relation to the downloading of the sound recordings, it was not established that there was a sufficient degree of common design or concerted action to make them joint tortfeasors: see Universal Music at 30-31 [137]. His Honour also found that E-Talk and Com-Cen were not joint tortfeasors: see Universal Music at 30-31 [137].

110. The primary judge dismissed the record companies' claims that statements on the website amounted to misleading or deceptive conduct: see Universal Music at 31-33 [138]-[145].

The Copyright Act

111. A sound recording, as defined in s 10, is not a "work" within the meaning of the Act. Part IV of the Act, which concerns copyright in subject-matters that are not works, relates to sound recordings: see ss 10, 84 and 97. Part IV consists of ss 84 to 113C. Section 85 (1) provides that, for the purposes of the Act, unless the contrary intention appears, copyright in a sound recording is the exclusive right, amongst other things, to make a copy of the sound recording and to communicate the recording to the public: see s 85 (1) (a) and (c). A recording is relevantly "communicated" if it is made available online or electronically transmitted: see s 10. The expression "to the public" means "to the public within or outside Australia": see s 10.

112. Section 101 relevantly provides:

"(1) Subject to this Act, a copyright subsisting by virtue of this Part is infringed by a person who, not being the owner of the copyright, and without the licence of the owner of the copyright, does in Australia, or authorizes the doing in Australia of, any act comprised in the copyright.

(1A) In determining, for the purposes of subsection (1), whether or not a person has authorised the doing in Australia of any act comprised in a copyright subsisting by virtue of this Part without the licence of the owner of the copyright, the matters that must be taken into account include the following:

(a) the extent (if any) of the person's power to prevent the doing of the act concerned; (b) the nature of any relationship existing between the person and the person who did the act concerned; (c) whether the person took any other reasonable steps to prevent or avoid the doing of the act, including whether the person complied with any relevant industry codes of practice.

(2) The next two succeeding sections do not affect the generality of the last preceding subsection.

(3) Subsection (1) applies in relation to an act done in relation to a sound recording whether the act is done by directly or indirectly making use of a record embodying the recording.

(4) …."

113. Section 13 (1), which falls within the interpretation provisions of Pt II, provides that a reference in the Act to an act comprised in the copyright in a work or other subject-matter is a reference to any act that, under the Act, the owner of the copyright has the exclusive right to do. Section 13 (2) further provides that, for the purposes of the Act, the exclusive right to do an act in relation to a work or any other subject-matter includes the exclusive right to authorize a person to do that act in relation to that work or other subject matter.

114. Consideration of whether the appellants authorized copyright infringement by hosting Mr Cooper's website involves consideration of s 112E, which is in the following terms:

"A person (including a carrier or carriage service provider) who provides facilities for making, or facilitating the making of, a communication is not taken to have authorised any infringement of copyright in an audio-visual item merely because another person uses the facilities so provided to do something the right to do which is included in the copyright." The term "audio-visual item" includes a sound recording.

The Parties' Submissions

115. At the hearing of the appeals, senior counsel, who represented all the appellants, made four preliminary submissions: first, that the word "authorizes" in s 101 (1) must mean "purports to authorize"; secondly, whether or not there has been an authorization is a question of fact; thirdly, whilst the authorities note various synonyms for the word "authorize", the synonyms do not resolve the question whether in this case there has been an authorization; and, fourthly, whilst the authorities state what is not authorization, these statements provide only peripheral guidance in this case.

116. Relying on Falcon v. Famous Players Film Company [1926] 2 KB 474 at 499 per Atkin LJ, the appellants submitted that the word "authorize" in s 101 (1) must mean doing an act or acts that, if legally effective, would give lawful permission to do the thing. That is, an "authorization" was more than facilitation and encouragement. The appellants relied on the fact that the primary judge dismissed the misleading and deceptive conduct claim against them in support of the proposition that they had not held themselves out as authorizing the infringing conduct.

117. The appellants also submitted that the primary judge made no finding that the infringements they had supposedly authorized were infringements in Australia and that, having regard to the terms of s 101 (1), this was crucial to the case against them. Further, the declarations and injunctions to which his Honour's judgment gave rise did not incorporate the territorial restriction in s 101 (1).


Mr Cooper


118. Mr Cooper submitted that whether or not the provision of a hyperlink constituted authorization depended on the circumstances of the case. He likened the provision of hyperlinks to a road sign, which merely pointed the way to another site, from which downloading could be done. He submitted that the website was, in relevant respects, no different from other internet search engines, such as Google. Referring to the disclaimer on the website, he argued that he merely stood by, indifferent to what visitors to his site might choose to do. He contended that it made no difference that he knew that the hyperlinks on his website could and would be used unlawfully. He argued that the decision of a Full Court of this Court in Australasian Performing Right Association v Jain (1990) 26 FCR 53 ("Jain") at 61 was wrong in so far as it pointed to a contrary conclusion.

119. Mr Cooper also argued that the MP3 files to which his website provided links were available independently of his website. He submitted that he did not have the power to prevent the downloading of these files; and that he had no relationship with the operators of the remote sites or with the internet users who chose to download the sound recordings. Referring to the disclaimers on the website, he further submitted that he had taken reasonable steps to prevent or avoid copyright infringements. He relied on s 112E.


E-Talk and Mr Bal


120. E-Talk and Mr Bal also relied on s 112E and further contended that the provision was included in the Act out of an abundance of caution. They were not, so they said, to be taken to have authorized infringements of copyright in sound recordings simply because others misused the facilities they provided. They conceded that the primary judge found that they had some knowledge of what the website contained. They argued, however, that it was immaterial that they might have prevented Mr Cooper from displaying his website. They said that they had no power to prevent the infringements constituted by internet users' downloading of sound recordings stored as MP3 files on remote websites. There was, they said, no relationship between them and the internet users or operators of remote websites.

121. In detailed written submissions, E-Talk and Mr Bal contended, amongst other things, that there no sound evidentiary basis for the primary judge's finding that, as an internet service provider, E-Talk (and Mr Bal) had authorized the relevant copyright infringements. They said that there was no proper foundation for the primary judge's adverse view of Mr Bal's credit.


Mr Takoushis


122. Mr Takoushis relied heavily on the fact, as found by the primary judge, that he was merely an employee with responsibilities for technical matters. He submitted that his Honour erred in finding that a person in his position could be taken to authorize copyright infringements. He further submitted that, bearing in mind that he had no control or policy-making role, he did nothing more than provide technical support for the website and, when problems arose, took instruction from his superiors. He was, so he said, a mere functionary.


Record companies


123. The record companies commenced oral argument first by submitting that the website operated by Mr Cooper was not analogous to a general search engine because the only purpose of the website was to facilitate the downloading of sound recordings stored as MP3 files on remote computers. They submitted that Mr Cooper's appeal had a narrow focus and did not challenge the underlying findings of fact. They argued that the law in Australia attributed a wide meaning to the word "authorize" in this context; and the appellants' attempt to narrow the concept of authorization was inconsistent with the decision of the High Court in The University of New South Wales v. Moorehouse (1975) 133 CLR 1 ("Moorehouse").

124. According to the record companies, infringements occurred in Australia in consequence of the remote website operators transmitting and communicating the recordings in Australia. It was reasonably to be inferred from the nature of the popular songs that were catalogued on the website operated by Mr Cooper that most, if not all, were the subject of copyright. They submitted that, in the context of the case, including the structure of the site and its subject matter, there was an "inescapable inference…that every download…absent some other evidence…would infringe copyright".

125. The record companies argued that Mr Cooper authorized a specific transmission that occurred as a direct consequence of activating the hyperlink on the website. Mr Cooper was, so they said, in a position to ensure that the sound recordings stored in the MP3 files accessed by the hyperlinks on the website were not transmitted over this path. The record companies argued that Mr Cooper had a direct relationship with the operators of the remote websites and internet users. They contended that the findings of the primary judge as to the nature and structure of the website gave rise to a reasonable inference that Mr Cooper knowingly permitted the use of the website for infringing downloading. The primary judge was, so they said, entitled to have regard to the fact that Mr Cooper did not give evidence. The record companies also contended that Mr Cooper did not present any coherent statement of the rights of internet users in relation to the downloading of sound recordings.

126. The record companies also submitted that, by connecting the website to the internet, E-Talk authorized copyright infringements by internet users. Further, they relied on the fact that E-Talk and Com-Cen advertised internet services on the website, both on webpages and via hyperlink, and enjoyed the financial benefits of their association with the website. They referred to Jain and the primary judge's findings about Mr Bal and E-Talk, submitting that his Honour's ultimate conclusion about their liability was correct.

127. Similarly, the record companies contended that the primary judge's findings supported his ultimate finding with respect to Mr Takoushis. Although they accepted that he did not have a managerial role in the business of E-Talk, they submitted that Mr Takoushis had a degree of discretion, the ear of Mr Bal, and was instrumental in setting up Mr Cooper's website. This was enough, so they said, to justify his Honour's ultimate finding with respect to Mr Takoushis.

128. Finally, the record companies contended that his Honour erred in not finding that each of E-Talk, Mr Bal and Mr Takoushis was party to a common design with Mr Cooper so as to render them liable as joint tortfeasors. They relied on the findings of fact made by the primary judge in relation to the knowing involvement of each of these appellants in Mr Cooper's infringements of copyright. They argued that his Honour took too narrow a view of what constitutes "common design or concerted action to make them joint tortfeasors". Each of the appellants refuted this contention.


The Parties' Supplementary Submissions


129. In supplementary submissions filed on 16 August 2006 pursuant to leave granted on 9 August 2006, the record companies "object[ed] to [the appellants] being granted leave to raise issues as to proof of infringements in Australia (including the application of s 104) and the form of orders". The bases for their objection were that neither issue was the subject of any ground of appeal; the record companies deliberately confined their approach to the appeals because of their narrow ambit; and the new issues would require more extended consideration of material before the primary judge than had hitherto been necessary.

130. The record companies said:

"Mr Cooper did make a general submission before the primary Judge to the effect that there was no evidence of infringements in Australia; however, his assertions in this regard…were obviously wrong. There was evidence of infringements in Australia.

The fact that his Honour did not deal expressly with that general submission reflects the fundamental weakness in the argument as opposed to any weakness in the primary Judge's judgment."

131. The record companies stated that s 104, which was not raised as a ground of appeal, was also not raised before the primary judge. Had it been raised, it would have led to a factual inquiry that, as it happened, was never undertaken. Further, if leave were given to the appellants, then the record companies sought leave to amend their notice of contention to agitate the question whether Mr Cooper was a joint tortfeasor in the acts of the operators of the remote servers to which his website had links. The record companies accepted that an amended form of orders might nonetheless be made.

132. In responsive submissions filed on 24 August 2006, the appellants argued that no leave was sought or required to raise issues as to proof of infringements in Australia, including s 104. They contended that "[i]f the Record Companies are to be permitted to salvage what they can of the orders made by the primary Judge—even by recasting those orders so as to provide a territorial limitation which is presently totally lacking—they can hardly deny the Appellants the opportunity to argue that the proposed amendments cannot be sustained without some evidentiary foundation that something (relevant) happened in Australia." The appellants also stated that the contention that the record companies foreshadowed that they would wish to raise by amendment to their notice of contention was not pleaded nor otherwise explored at trial.

133. Notwithstanding the appellants' opposition, the Court subsequently permitted the record companies to file further supplementary submissions. It also received the appellants' further supplementary submissions in response.

Consideration

134. Section 101 (1) creates two kinds of infringements: the first is the doing in Australia of any act comprised in the copyright by a person not being the owner of the copyright and without the licence of the owner of the copyright; and the second, the authorizing (again by a person not being the owner of the copyright and without the licence of the owner of the copyright) of the doing in Australia of any act comprised in the copyright. These appeals are primarily concerned with the meaning of "authorization" in s 101. Each kind of infringement created by s 101 (1) has a territorial connection to Australia. In the first case, there must be the doing in Australia of an act comprised in the copyright and, in the second case, there must be the authorizing of the doing in Australia of an act of the same description. Section 101 (1) will be attracted in the latter case if the act of infringement that is authorized is done in Australia, though the "authorization" took place outside Australia. That is, s 101 operates so as to exclude the ordinary presumption that a Commonwealth Act is concerned only with conduct in Australia: see s 21 of the Acts Interpretation Act 1901 (Cth). The question whether or not the primary judge adverted to the need for a relevant territorial connection and the extent of the evidence for it assumed additional significance in submissions filed after the hearing of the appeal. I return to this matter below at [175]-[176].

135. Section 101 (1A) was introduced into the Act by the Copyright Amendment (Digital Agenda) Act 2000 (Cth) ("the Copyright Amendment Act"), an object of which was to provide "a practical enforcement regime for copyright owners" in the online environment: see s 3 of the Copyright Amendment Act. Presumably, the provision has particular significance in the context of alleged infringements of s 101 (1) across the internet. Section 101 (1A) requires that certain matters must be taken into account in determining whether a person has authorized the doing of an infringing act in Australia contrary to s 101 (1). Section 101 (1A) does not, however, prevent the Court from taking into account other relevant considerations. Whether one person has authorized another to commit an infringement will depend on the circumstances of the case: compare Moorehouse at 12 per Gibbs J and 17 per Jacobs J (with whom McTiernan ACJ agreed).


Authorization


136. Section 101 (1A) was enacted at a time when Moorehouse represented the Australian law with respect to "authorization". Before the introduction of s 101 (1A) into the Act, any discussion of the concept of authorization began with Moorehouse. Today, reference to Moorehouse assists in construing s 101 (1A) because, as the following discussion shows, s 101 (1A) is premised on the concept of "authorization" developed by the High Court in that case.

137. Moorehouse concerned the circumstances in which literary copyright was infringed by the making of photocopies in a library at the University. Jacobs J, with whom McTiernan J agreed, said, at 20:

"The question is whether in the circumstances of the case the appellant in supplying the book from its library and in providing a machine at the library which would enable copies to be made authorized the infringement. The answer depends upon the meaning of the word 'authorize' in s 36 (1) of [the Act] and on a conclusion of fact once the meaning of the word is ascertained."

Jacobs J drew a distinction between "authority" and "authorization". The latter was a broader concept than the former. Like Gibbs J in his separate judgment, Jacobs J attributed to the word "authorization" the meaning of "sanction, approve, countenance". Jacobs J observed, at 20-21:

"It is established that the word is not limited to the authorizing of an agent by a principal. Where there is such an authority the act of the agent is the act of the principal and thus the principal himself may be said to do the act comprised in the copyright. But authorization is wider than authority. It has, in relation to a similar use in previous copyright legislation, been given the meaning, taken from the Oxford Dictionary, of 'sanction, approve, countenance'…It is a wide meaning which in cases of permission or invitation is apt to apply both where an express permission or invitation is extended to do the act comprised in the copyright and where such a permission or invitation may be implied. Where a general permission or invitation may be implied it is clearly unnecessary that the authorizing party have knowledge that a particular act comprised in the copyright will be done."

Jacobs J held that in the circumstances of the case the University had impliedly invited the users of the library to use the photocopiers as they thought fit, including committing copyright infringements.

138. Gibbs J also said, at 12, that, in legislation "of similar intendment", the word "authorize" had been held to mean "sanction, approve, countenance" or even "permit". His Honour added that "[a] person cannot be said to authorize an infringement of copyright unless he has some power to prevent it": see Moorehouse at 12. Gibbs J continued, at 12-13, that:

"Express or formal permission or sanction, or active conduct indicating approval, is not essential to constitute an authorization…However, the word 'authorize' connotes a mental element and it could not be inferred that a person had, by mere inactivity, authorized something to be done if he neither knew nor had reason to suspect that the act might be done….[A] person who has under his control the means by which an infringement of copyright may be committed—such as a photocopying machine—and who makes it available to other persons, knowing, or having reason to suspect, that it is likely to be used for the purpose of committing an infringement, and omitting to take reasonable steps to limit its use to legitimate purposes, would authorize any infringement that resulted from its use."

Gibbs J held that the University did not adopt measures reasonably sufficient for the purpose of preventing infringements taking place and that in the circumstances an infringement resulting from the use of the University's photocopier was relevantly authorized by the University: see Moorehouse at 17.

139. In WEA International Inc v. Hanimex Corporation Ltd (1987) 17 FCR 274 ("WEA International Inc"), which also concerned infringement of copyright in sound recordings, Gummow J considered the history of the concept of "authorization" in Australian law. His Honour noted and concluded at 285-286:

"The evolution of the meaning of 'authorisation' in [the Copyright Act 1911 (UK)] and [the Act] has pursued an even more tortuous course than the doctrine of contributory infringement in the United States. One view of the 1911 Act was that the expression 'to authorise' described a situation where the defendant purported to confer on a third party, for example as an agent or licensee, a right or authority to perform an activity which in truth would be, if carried out, an infringement of the plaintiff's copyright: Transatlantic Film Co Ltd v. Albion Cinema Supplies Co [1917-23] MacG CC 118 at 121; Finn v. Pugliese (1918) 18 SR (NSW) 530 at 541; Evans v E Hulton and Co Ltd (1924) 131 LT 534; Falcon v. Famous Players Film Co [1926] 2 KB 474 at 499. This would have given to 'authorisation' a conceptually distinct field of operation from that of principles of joint tortfeasance….

But the course of authority has shown that the concept of 'authorisation' is not so confined. In Moorehouse's case…the High Court, following Adelaide Corporation v. Australasian Performing Right Association Ltd (1928) 40 CLR 481 at 489, accepted that the word 'authorised' as used in s 36 of [the Act] had the meaning of 'sanction, approve, countenance'. This meant that express or formal permission or active conduct indicating approval was not essential to constitute authorisation."

140. The appellants have contended for a narrow concept of "authorization", which, as this passage from Gummow J's judgment in WEA International Inc shows, was rejected by the High Court in Moorehouse and Adelaide Corporation v. Australasian Performing Right Association Ltd (1928) 40 CLR 481 ("Adelaide Corporation"). The proposition that the concept of "authorization" is to be understood in the narrow way for which the appellants contended is incompatible with these authorities: see also Jain at 57 per Sheppard, Foster and Hill JJ. For this reason, I reject the appellants' submissions in this regard.


Relevant Considerations


141. Prior to the introduction of s 101 (1A), the authorities identified various considerations as being relevant to the issue of "authorization" as developed by the High Court. In Moorehouse, the High Court identified as relevant the degree of control over and the nature of the relationship between the alleged authorizer and the person supposedly authorized to do the directly infringing act: see also Adelaide Corporation at 497 per Higgins J and 503 per Gavan Duffy and Starke JJ and Australian Tape Manufacturers Association Ltd v. Commonwealth (1993) 176 CLR 480 ("Australian Tape Manufacturers") at 497-498 per Mason CJ and Brennan, Deane and Gaudron JJ. Gibbs J in Moorehouse also identified as a relevant consideration the knowledge or reasonable suspicion of the authorizer that the infringing act would be done: see also Adelaide Corporation at 487 per Knox CJ in dissent. Building on this idea, the High Court in Australian Tape Manufacturers at 498 said that the "[m]anufacture and sale of articles such as blank tapes or video recorders, which have lawful uses, do not constitute authorization of infringement of copyright, even if the manufacturer or vendor knows that there is a likelihood that the articles will be used for an infringing purpose such as home taping of sound recordings, so long as the manufacturer or vendor has no control over the purchaser's use of the article."

142. The question what degree of control can constitute a sufficient basis for a finding of authorization does not admit of a straightforward answer. As the authorities show, it will be a question of fact and degree in each case.

143. In Adelaide Corporation, a majority of the High Court held that a lessor of a hall had not "permitted" the lessee to perform songs in a concert in breach of copyright, notwithstanding that that the lessor was told that the proposed program would infringe copyright and did nothing to dissuade the lessees from performing the songs. In a passage referred to in Moorehouse, Gavan Duffy and Starke JJ at 504 cited Performing Right Society v. Ciryl Theatrical Syndicate [1924] 1 KB 1 at 9 per Bankes LJ in support of the proposition that:

"Mere inactivity or failure to take some steps to prevent the performance of the work does not necessarily establish permission. Inactivity or 'indifference, exhibited by acts of commission or omission, may reach a degree from which an authorization or permission may be inferred…'"

144. Nationwide News Pty Ltd v. Copyright Agency Ltd (1996) 65 FCR 399 ("Nationwide News") considered the relationship between control, knowledge and inactivity, albeit in obiter dicta. In a passage on which the appellants relied, Sackville J, with whom Jenkinson and Burchett JJ agreed, said at 422 that "a person does not authorise an infringement merely because he or she knows that another person might infringe the copyright and takes no step to prevent infringement". Referring, amongst other cases, to Adelaide Corporation and Australian Tape Manufacturers, his Honour added at 424 that "[k]nowledge that a breach of copyright is likely to occur does not necessarily amount to authorisation, even if the person having that knowledge could take steps to prevent the infringement".

145. On the one hand, mere inactivity or indifference will be insufficient, especially where there is no knowledge or reason to suspect that the infringement might occur. On the other hand, inactivity or indifference, coupled with other factors, may support an inference of authorization. In Jain, the combination of inactivity, knowledge and control led the Full Court to uphold the finding at first instance that a company's chief executive officer had authorized the infringement of copyright that occurred in the unlicensed performance of musical works in a hotel owned by the company. The chief executive officer, who was also a director, was not involved in the daily operations of the hotel. The company employed a manager to select and arrange performances. In upholding the finding below, the Full Court emphasised that the finding of authorization was one of fact. It said at 61-62:

"The judgment of the High Court in the Moorehouse case establishes that one of the meanings of the word 'authorise' in the context in which it is here used is 'countenance'. It may be that not every act which amounts to the countenancing of something is an authorisation. Every case will depend on its own facts. Matters of degree are involved. But the evidence in the present case reveals, in our opinion, a studied and deliberate course of action in which Mr Jain decided to ignore the appellant's rights and to allow a situation to develop and to continue in which he must have known that it was likely that the appellant's music would be played without any licence from it. It was within his power to control what was occurring but he did nothing at all. In those circumstances we have reached the conclusion that the appellant established that Mr Jain authorised the infringement of copyright in question contrary to s 36 of the Act."

For decisions to like effect, see Australasian Performing Right Association Ltd v. Canterbury-Bankstown League Club Ltd [1964-5] NSWR 138 ("Canterbury-Bankstown") at 140 per Ferguson J with whom Heron CJ agreed and Australasian Performing Right Association Ltd v. Metro on George Pty Ltd (2004) 210 ALR 244 ("Metro on George") at 252 per Bennett J.

146. As such cases as Jain and Canterbury-Bankstown emphasize, prior to s 101 (1A), an alleged authorizer's failure to take reasonable steps to prevent the infringing act that the person knows, or had reason to suspect, would be, or would be likely to be, done was also treated as a consideration relevant to a finding of authorization: see also Metro on George at 259.

147. The Court is now required by s 101 (1A) to consider three matters that the authorities had previously identified as relevant to the High Court's concept of "authorization". These factors are: (1) the extent (if any) of the person's power to prevent the doing of the infringing act; (2) the nature of the relationship between the alleged authorizer and the person who did the infringing act that was supposedly authorized; and (3) whether the alleged authorizer took reasonable steps to prevent or avoid that infringing act.


The Extent (if any) of Mr Cooper's Power to Prevent the Doing of the Infringing Act


148. Bearing in mind the findings of the primary judge that were not challenged on appeal, the hyperlinks on the website operated by Mr Cooper permitted an internet user to access the sound recordings stored in the MP3 files on remote computers. Every time an internet user activated a link on the website, which was effective to download a sound recording in Australia that was stored on a remote computer, there was an infringing act. Mr Cooper created and operated the website. He could have prevented these infringing acts, either by not establishing the link in the first place or, subsequently, by disabling or removing the link. The fact that internet users could make other online copies of the sound recordings by other means does not detract from the fact that there were infringements as a consequence of effective activations of the links on the website operated by Mr Cooper.

149. In the circumstances, it was not reasonably open to Mr Cooper to claim mere indifference to the use internet users made of the website. The findings at first instance as to the nature, the contents and structure of the website, which were not seriously contested, plainly supported the further finding that Mr Cooper deliberately designed the website to facilitate infringing downloading of sound recordings. Mr Cooper's position was, in this respect, entirely different from that of the manufacturers and vendors of blank tapes, which was considered in Australian Tape Manufacturers.


The Nature of the Relationship between Mr Cooper and the Internet User and Operators of Remote Websites


150. There was no error in the primary judge's finding that Mr Cooper established a relationship between him and the remote website operators when he created the facility for them to put links on the website that he operated. This was a relevant and direct relationship. Mr Cooper also created relationships with relevant internet users when he provided facilities to initiate direct downloading of the sound recordings at these remote websites. The existence of a relevant relationship is also supported by the primary judge's finding that Mr Cooper derived financial advantage from it. That is, he was able to enter into commercial arrangements on account of internet users' patronage.


Whether Mr Cooper Took Reasonable Steps to Prevent or Avoid that Infringing Act


151. The finding made by the primary judge entitled him to conclude that Mr Cooper did not take reasonable steps to prevent or avoid the infringements that occurred in the downloading of sound recordings. His Honour found, and it is not disputed, that the disclaimers did not accurately state the law and that Mr Cooper did not take any steps "to ascertain the legality of the MP3s to which the hyperlinks related or the identity of the persons submitting the MP3s": see Universal Music at 21 [87].


Conclusions with respect to Mr Cooper


152. So far as internet users and remote website operators were concerned, the website was in substance an invitation to use the hyperlinks provided and to add new links in order that sound recordings could be downloaded from remote websites, and a principal purpose of the website was to enable infringing copies of the downloaded sound recordings to be made. The fact that the website also carried a warning that some downloading could be illegal did not lessen the force of the invitation. Mr Cooper countenanced the specific infringing downloading and copying that occurred as a direct consequence of activating the hyperlink on the website operated by him. For the reasons stated below at [168]-[170], Mr Cooper's activities took him outside the protection of s 112E.

153. I agree with Branson J that Mr Cooper authorized the infringement in Australia of the record companies' copyright in sound recording by authorizing internet users to make copies of sound recordings in which copyright subsisted, and operators of remote websites to communicate these sound recordings to the public.


The Extent (if any) of E-Talk's Power to Prevent the Doing of the Infringing Act


154. I reject the submission made on behalf of E-Talk and Mr Bal that there was no proper foundation for the primary judge's adverse view of Mr Bal. His Honour's reasons for judgment reveal an adequate foundation. I also reject the submission that that there an insufficient evidentiary basis for the primary judge's finding that E-Talk and Mr Bal authorized the relevant copyright infringements.

155. E-Talk connected the website operated by Mr Cooper to the internet. Had it declined to provide connection services, transmissions that led to infringing downloading by internet users from files available at remote websites would have been prevented, as well as the communication to the public of recordings by remote website operators without the licence of the record companies. Had Mr Cooper persuaded another service provider to connect the website to the internet, different transmissions would presumably have resulted in other infringements. This is not, however, to the point. The fact is that E-Talk could have prevented the infringements that actually occurred.


The Nature of the Relationship between E-Talk and the Internet User and Operators of Remote Computers


156. There was no immediate relationship between E-Talk and the internet users who visited the website operated by Mr Cooper, although E-Talk advertised its services on the website and thereby sought to attract these users' custom. The opportunity to so advertise conferred a financial advantage, as is evident from the fact that E-Talk hosted the website largely for free in return for the opportunity to advertise. I differ from Branson J in that I would place some weight on this factor, whilst her Honour would place none. I would not place much weight on it, however.


Whether E-Talk Took Reasonable Steps to Prevent or Avoid Infringing Acts


157. E-Talk could have taken down the website itself. It could have declined to provide its host facilities. E-Talk did not, however, take any further steps to prevent the infringing acts after Mr Cooper failed to comply with its request to take the website down, even though it, through Mr Bal, knew the contents of the website and the copyright problems that arose from its operation.


Conclusions with respect to E-Talk


158. In the circumstances of this case, E-Talk countenanced the infringing downloadings by internet users who visited the website that it hosted and Mr Cooper operated. For the reasons stated below at [168]-[170], its activities were outside the protection of s 112E.


The Position of Mr Bal


159. In WEA International Inc Gummow J said at 283:

"Where the infringer is a corporation questions frequently arise as to the degree of involvement on the part of directors necessary for them to be rendered personally liable. Those questions are not immediately answered by principles dealing with 'authorisation' or joint tortfeasance. Rather, recourse is to be had to the body of authority which explains the circumstances in which an officer of a corporation is personally liable for the torts of the corporation".

160. The law concerning the liability of directors and other officers for corporate wrongdoings is unclear: see Allen Manufacturing Co Pty Ltd v. McCallum & Co Pty Ltd (2001) 53 IPR 400 ("Allen Manufacturing") at 409-411 per Wilcox, French and Dowsett JJ. There are two relevant lines of authority, each supportive of a different test. As the Full Court said in Allen Manufacturing at 409:

"One line supported…the 'Performing Right Society test': whether the director had 'directed or procured' the company's infringement. The other line supported 'the Mentmore test': whether the director had engaged in 'the deliberate, wilful and knowing pursuit of a course of conduct that was likely to constitute infringement or reflected an indifference to the risk of it'."

161. No Full Court of this Court has settled which of these two tests is to be preferred: see Allen Manufacturing at 410-411 and Sydneywide Distributors Pty Ltd v. Red Bull Australia Pty Ltd [2002] FCAFC 157 ("Sydneywide") at [160]-[161] per Weinberg and Dowsett JJ. In Root Quality Pty Ltd v. Root Control Technologies Pty Ltd (2000) 177 ALR 231 ("Root Quality"), Finkelstein J discussed both tests and concluded at 268 [46] that "[t]he director's conduct must be such that it can be said of him that he was so personally involved in the commission of the unlawful act that it is just that he should be rendered liable." I tend to agree with his Honour's approach: compare also Universal Music at [134].

162. As we have seen, however, counsel for the record companies did not confine their case against Mr Bal to his role as director, and contended that his conduct was such as to make him personally liable for infringement by authorization for the purposes of s 101 (1). They made the same contention with respect to Mr Takoushis.

163. Mr Bal was plainly liable for the wrongdoing of the company, whether the Performing Right Society test or the Mentmore test (Mentmore Manufacturing Co Ltd v. National Merchandising Manufacturing Co Inc (1978) 89 DLR (Ed) 195) is adopted, or, indeed, the approach in Root Quality is preferred. Mr Bal directed and procured E-Talk's authorization, in circumstances where he knew about the contents of the website and the copyright difficulties to which the website gave rise. He knew that, by hosting the site, E-Talk was permitting internet users to download and copy sound recordings in which copyright subsisted. He consented to the arrangement entered into between his companies and Mr Cooper, whereby they advertised on the website in return for largely free hosting. Through his companies, he sought to derive financial benefit from the internet users' use of the website. Mr Bal took no steps to prevent the infringing acts after Mr Cooper failed to comply with E-Talk's request to take the website down, although, as the controlling mind of E-Talk, he could have caused E-Talk itself to take the website down or decline to continue to host the site.

164. Furthermore, the Full Court in Jain accepted that the liability of a director or other officer does not solely depend on the principles referred to in Allen Manufacturing, Sydneywide and Root Quality: that is, a director procuring an infringement may also be liable on the basis that his or her conduct amounts to an "authorization" for the purposes of s 101 (1). Upon this basis, Mr Bal also authorized infringements by internet users in the same way as E-Talk did. The fact is that Mr Bal could have prevented the infringements that actually occurred by causing E-Talk not to host the website operated by Mr Cooper. Mr Bal had no immediate relationship with the internet users who visited the website but, through his companies, he derived a commercial advantage from the opportunity to advertise on the website. Mr Bal took no steps to prevent the infringements after Mr Cooper failed to comply with the request to take his website down, even though he knew the contents of the website and the copyright problems that arose from its operation.

165. For the reasons stated below at [168]-[170], his activities were outside the protection of s 112E.


The Position of Mr Takoushis


166. E-Talk employed Mr Takoushis to provide technical support. He did little more than this. He had no control over the company's affairs and no policy-making role in the company. When problems arose or a decision affecting the company needed to be made, he went to his superiors.

167. Plainly enough, Mr Takoushis could not be held liable for the wrongdoing of the company on the Performing Right Society test or the Mentmore test, or, indeed, on the Root Quality approach. Further, he could not, on the facts found by the primary judge, be liable as a person who "authorized" either the infringing downloading of sound recordings by internet users or the communication of these recordings to the public by the operators of the remote websites. Let it be accepted that Mr Takoushis knew the contents of the website operated by Mr Cooper and that it was likely to give rise to infringements of copyright in the recordings to which it was providing links. Such knowledge was insufficient to attract liability. Mr Takoushis was unable to cause E-Talk to take down the website and discontinue its hosting arrangements with Mr Cooper. Mr Takoushis had no relationship of his own with internet users or operators of remote websites. His superiors, such as Mr Bal, already knew about the website operated by Mr Cooper and the copyright difficulties to which it was likely to give rise; and there was no other reasonable step that he could take to prevent the infringements. In these circumstances, Mr Takoushis cannot be said to have relevantly "authorized" the doing in Australia of acts infringing the record companies' copyright.


The Protection of s 112E not available to the Appellants


168. In order for s 112E to apply, there must be a person providing facilities "for making, or facilitating the making of, a communication". The appellants fall within this description. By force of s 112E, such a person is not to be taken to have authorized an infringement "merely because" another person uses the facilities in such a way as to infringe copyright. That is, if the most that can be said is that they have provided the facilities another person has used to infringe copyright, they are not to be taken to have authorized the infringement. As Wilcox J said in Universal Music Australia Pty Ltd v. Sharman License Holdings Ltd [2005] FCA 1242 at [396], "[s]o understood, s 112E operates as a legislative reversal of the High Court's decision in Telstra Corporation Limited v Australasian Performing Right Association Limited (1997) 191 CLR 140". As his Honour noted at [399], s 112E "does not preclude the possibility that a person who falls within the section may be held, for other reasons, to be an authoriser". Whether there are "other reasons" depends on the matters identified in s 101 (1A) and any other relevant matters.

169. As already stated, the website constituted an invitation by Mr Cooper to internet users to use the hyperlinks that it provided and to add new links, in order that sound recordings could be downloaded from remote computers and thereby copied. Having regard to the matters already mentioned with respect to Mr Cooper, it cannot be said that he did no more than provide the facilities that were used to infringe the record companies' copyright.

170. Nor can it be said that E-Talk and Mr Bal did no more than provide the facilities that were used to infringe the record companies' copyright. E-Talk, and, through E-Talk, Mr Bal, derived a commercial advantage from the website operated by Mr Cooper that was over and above payment for hosting services. Mr Bal, and through him, E-Talk knew about the website and the infringements of copyright that were likely to be committed through its operation. In that knowledge, neither took reasonable steps to prevent the infringements.

Notices of Contention

171. In each appeal, the record companies have filed notices of contention. I have had the benefit of reading in draft the reasons for judgment of Branson J. I agree with her Honour, for the reasons she gives, that the contentions sought to be raised in the appeals of Mr Cooper and E-Talk and Mr Bal should not be further considered.

172. I also agree with her Honour that only two of the contentions sought to be raised in the appeal of Mr Takoushis are appropriately raised. The first is the contention that Mr Takoushis was a joint tortfeasor with Mr Cooper, E-Talk and Com-Cen; and the second is that Mr Takoushis directed or procured the acts of E-Talk and Com-Cen whereby the record companies' copyright was infringed or deliberately or recklessly directed the commission of those acts so as to make the conduct his own. I have already considered this latter contention at [167].

173. The circumstance that two or more persons assisted in or contributed to a tortious act causing damage is insufficient to attract liability as joint tortfeasors. There must also be some common design: see Morton-Norwich Products Inc v. Intercen Ltd [1978] RPC 501 at 515-516 per Graham J; also WEA International Inc at 283 per Gummow J. As Brennan CJ, Dawson and Toohey JJ said in Thompson v. Australian Capital Television Pty Ltd (1996) 186 CLR 574 at 580-581, after considering the position of principal and agent and persons who breach joint duties, "to constitute joint tortfeasors two or more persons must act in concert in committing the tort".

174. In the circumstances previously discussed with reference to Mr Takoushis, I can discern no error in the primary judge's finding that there was insufficient evidence of common design. As already noted, within E-Talk, Mr Takoushis was employed to provide little more than technical support. I reject the proposition that he had authority to terminate the hosting arrangement that existed between E-Talk and Mr Cooper. His role in providing technical support in establishing and maintaining the website, and his knowledge of the website and the copyright infringements to which it was likely to give rise, are insufficient to amount, in the circumstances, to common design.


The Doing in Australia of Acts Comprised in the Copyright


175. An authorization infringement under s 101 (1) is not complete unless there is an act of infringement of the kind allegedly authorized (that is, the doing in Australia of any act comprised in the copyright): see Nationwide News at 421 per Sackville J, with whom Jenkinson and Burchett JJ agreed, and the authorities there cited. The Court may, however, enjoin a defendant in an appropriate case in respect of an authorization where the act of infringement that is the subject of the authorization is apprehended quia timet: see WEA International Inc at 288. There was no basis in this case for quia timet injunctive relief.

176. The primary judge found that the website operated by Mr Cooper "attracted internet users from around the world and a significant traffic from Australian internet users": see Universal Music at 11 [29]. His Honour expanded on this finding by reference to what he termed the "Access Log File". It is implicit in his Honour's reasons that he regarded this as tantamount to a finding that acts had been done in Australia that were comprised in the record companies' copyright and that these acts were the subject of the relevant authorizations. In the circumstances of the case, the primary judge was not required to deal with this point in any greater detail than he did: see Kovan Engineering (Aust) Pty Ltd v. Gold Peg International Pty Ltd [2006] FCAFC 117 at [45]-[48] per Heerey and Weinberg JJ, with whom Allsop J substantially agreed and Huntsman Chemical Company Australia Ltd v. International Pools Australia Ltd (1995) 36 NSWLR 242 at 244 per Kirby P and 256-258 per Mahoney JA. None of the notices of appeal challenged his Honour's judgment and orders on the ground that there was no evidence to support such a finding. Nor did they contest his Honour's judgment on the ground that it depended this finding, and that his Honour did not make it and was unable do so. The appellants have said that they do not seek leave to raise any issue as to proof of infringements in Australia (including the application of s 104 of the Act). It follows that no issue as to proof of infringements in Australia properly arises in these appeals.

Disposition of the Appeals

177. For the reasons stated, I would allow the appeal of Mr Takoushis and dismiss the appeals of Mr Cooper, E-Talk and Mr Bal, although in the case of Mr Cooper, E-Talk and Mr Bal I would vary the declarations and injunctions that the primary judge has made in the manner proposed by Branson J.

178. I agree with her Honour that Mr Cooper, E-Talk Communications and Mr Bal should pay the record companies' costs of their appeals. The record companies should pay Mr Takoushis costs at first instance and on appeal.

Questions:

1. Briely summarize the facts and the issues of the case.

2. What are the requirements for infringement of copyright under Australian law?

3. What is the argument of Mr. Cooper, E-Talk and Mr. Bal, Mr Takoushis for non-breach of Australian copywight law respectively?

4. What are the recording companies' reasons for the claimed infrigment by Mr. Cooper, E-Talk and Mr. Bal, Mr Takoushis respectively?

5. What is the meaning of authorization in Australian copyright law?

6. Briefly summarize the analyzing logic of the opinion delivered by Branson J and Kenny J?

 



Reading Cases




 Sony Corp. of America v. Universal City Studios, Inc.


464 U. S. 417 (1984)


 

1. Petitioners manufacture and sell home video tape recorders. Respondents own the copyrights on some of the television programs that are broadcast on the public airwaves. Some members of the general public use video tape recorders sold by petitioners to record some of these broadcasts, as well as a large number of other broadcasts. The question presented is whether the sale of petitioners' copying equipment to the general public violates any of the rights conferred upon respondents by the Copyright Act.

2. Respondents commenced this copyright infringement action against petitioners in the United States District Court for the Central District of California in 1976. Respondents alleged that some individuals had used Betamax video tape recorders (VTR's) to record some of respondents' copyrighted works which had been exhibited on commercially sponsored television and contended that these individuals had thereby infringed respondents' copyrights. Respondents further maintained that petitioners were liable for the copyright infringement allegedly committed by Betamax consumers because of petitioners' marketing of the Betamax VTR's. Respondents sought no relief against any Betamax consumer. Instead, they sought money damages and an equitable accounting of profits from petitioners, as well as an injunction against the manufacture and marketing of Betamax VTR's.

3. After a lengthy trial, the District Court denied respondents all the relief they sought and entered judgment for petitioners. 480 F. Supp. 429 (1979). The United States Court of Appeals for the Ninth Circuit reversed the District Court's judgment on respondents' copyright claim, holding petitionersliable for contributory infringement and ordering the District Court to fashion appropriate relief. 659 F. 2d 963 (1981). We granted certiorari, 457 U. S. 1116 (1982); since we had not completed our study of the case last Term, we ordered reargument, 463 U. S. 1226 (1983). We now reverse.

4. An explanation of our rejection of respondents' unprecedented attempt to impose copyright liability upon the distributors of copying equipment requires a quite detailed recitation of the findings of the District Court. In summary, those findings reveal that the average member of the public uses a VTR principally to record a program he cannot view as it is being televised and then to watch it once at a later time. This practice, known as "time-shifting," enlarges the television viewing audience. For that reason, a significant amount of television programming may be used in this manner without objection from the owners of the copyrights on the programs. For the same reason, even the two respondents in this case, who do assert objections to time-shifting in this litigation, were unable to prove that the practice has impaired the commercial value of their copyrights or has created any likelihood of future harm. Given these findings, there is no basis in the Copyright Act upon which respondents can hold petitioners liable for distributing VTR's to the general public. The Court of Appeals' holding that respondents are entitled to enjoin the distribution of VTR's, to collect royalties on the sale of such equipment, or to obtain other relief, if affirmed, would enlarge the scope of respondents' statutory monopolies to encompass control over an article of commerce that is not the subject of copyright protection. Such an expansion of the copyright privilege is beyond the limits of the grants authorized by Congress.

5. The two respondents in this action, Universal City Studios, Inc., and Walt Disney Productions, produce and hold the copyrights on a substantial number of motion pictures and other audiovisual works. In the current market place, they can exploit their rights in these works in a number of ways: by authorizing theatrical exhibitions, by licensing limited showings on cable and network television, by selling syndication rights for repeated airings on local television stations, and by marketing programs on prerecorded videotapes or videodiscs. Some works are suitable for exploitation through all of these avenues, while the market for other works is more limited.

6. Petitioner Sony manufactures millions of Betamax video tape recorders and markets these devices through numerous retail establishments, some of which are also petitioners in this action. Sony's Betamax VTR is a mechanism consisting of three basic components: (1) a tuner, which receives electromagnetic signals transmitted over the television band of the public airwaves and separates them into audio and visual signals; (2) a recorder, which records such signals on a magnetic tape; and (3) an adapter, which converts the audio and visual signals on the tape into a composite signal that can be received by a television set.

7. The respondents and Sony both conducted surveys of the way the Betamax machine was used by several hundred owners during a sample period in 1978. Although there were some differences in the surveys, they both showed that the primary use of the machine for most owners was "time-shifting"—the practice of recording a program to view it once at a later time, and thereafter erasing it. Time-shifting enables viewers to see programs they otherwise would miss because they are not at home, are occupied with other tasks, or are viewing a program on another station at the time of a broadcast that they desire to watch. Both surveys also showed, however, that a substantial number of interviewees had accumulated libraries of tapes. Sony's survey indicated that over 80 of the interviewees watched at least as much regular television as they had before owning a Betamax. Respondents offered no evidence of decreased television viewing by Betamax owners.

8. Sony introduced considerable evidence describing television programs that could be copied without objection from any copyright holder, with special emphasis on sports, religious, and educational programming. For example, their survey indicated that 7.3 of all Betamax use is to record sports events, and representatives of professional baseball, football, basketball, and hockey testified that they had no objection to the recording of their televised events for home use. Respondents offered opinion evidence concerning the future impact of the unrestricted sale of VTR's on the commercial value of their copyrights. The District Court found, however, that they had failed to prove any likelihood of future harm from the use of VTR's for time-shifting. 480 F. Supp., at 469.

9. The question is thus whether the Betamax is capable of commercially significant noninfringing uses. In order to resolve that question, we need not explore all the different potential uses of the machine and determine whether or not they would constitute infringement. Rather, we need only consider whether on the basis of the facts as found by the District Court a significant number of them would be noninfringing. Moreover, in order to resolve this case we need not give precise content to the question of how much use is commercially significant. For one potential use of the Betamax plainly satisfies this standard, however it is understood: private, noncommercial time-shifting in the home. It does so both (A) because respondents have no right to prevent other copyright holders from authorizing it for their programs, and (B) because the District Court's factual findings reveal that even the unauthorized home time-shifting of respondents' programs is legitimate fair use.

Authorized Time-shifting

10. Each of the respondents owns a large inventory of valuable copyrights, but in the total spectrum of television programming their combined market share is small. The exact percentage is not specified, but it is well below 10. If they were to prevail, the outcome of this litigation would have a significant impact on both the producers and the viewers of the remaining 90 of the programming in the Nation. No doubt, many other producers share respondents' concern about the possible consequences of unrestricted copying. Nevertheless the findings of the District Court make it clear that time-shifting may enlarge the total viewing audience and that many producers are willing to allow private time-shifting to continue, at least for an experimental time period. District Court found:

"Even if it were deemed that home-use recording of copyrighted material constituted infringement, the Betamax could still legally be used to record noncopyrighted material or material whose owners consented to the copying. An injunction would deprive the public of the ability to use the Betamax for this noninfringing off-the-air recording." Defendants introduced considerable testimony at trial about the potential for such copying of sports, religious, educational and other programming. This included testimony from representatives of the Offices of the Commissioners of the National Football, Basketball, Baseball and Hockey Leagues and Associations, the Executive Director of National Religious Broadcasters and various educational communications agencies. Plaintiffs attack the weight of the testimony offered and also contend that an injunction is warranted because infringing uses outweigh noninfringing uses.

"Whatever the future percentage of legal versus illegal home-use recording might be, an injunction which seeks to deprive the public of the very tool or article of commerce capable of some noninfringing use would be an extremely harsh remedy, as well as one unprecedented in copyright law." 480 F. Supp., at 468.

11. Although the District Court made these statements in the context of considering the propriety of injunctive relief, the statements constitute a finding that the evidence concerning "sports, religious, educational and other programming" was sufficient to establish a significant quantity of broadcasting whose copying is now authorized, and a significant potential for future authorized copying. That finding is amply supported by the record. In addition to the religious and sports officials identified explicitly by the District Court, two items in the record deserve specific mention.

12. First is the testimony of John Kenaston, the station manager of Channel 58, an educational station in Los Angeles affiliated with the Public Broadcasting Service. He explained and authenticated the station's published guide to its programs. For each program, the guide tells whether unlimited home taping is authorized, home taping is authorized subject to certain restrictions (such as erasure within seven days), or home taping is not authorized at all. The Spring 1978 edition of the guide described 107 programs. Sixty-two of those programs or 58 authorize some home taping. Twenty-one of them or almost 20 authorize unrestricted home taping.

13. Second is the testimony of Fred Rogers, president of the corporation that produces and owns the copyright on Mister Rogers' Neighborhood. The program is carried by more public television stations than any other program. Its audience numbers over 3,000,000 families a day. He testified that he had absolutely no objection to home taping for noncommercial use and expressed the opinion that it is a real service to families to be able to record children's programs and to show them at appropriate times. If there are millions of owners of VTR's who make copies of televised sports events, religious broadcasts, and educational programs such as Mister Rogers' Neighborhood, and if the proprietors of those programs welcome the practice, the business of supplying the equipment that makes such copying feasible should not be stifled simply because the equipment is used by some individuals to make unauthorized reproductions of respondents' works. The respondents do not represent a class composed of all copyright holders. Yet a finding of contributory infringement would inevitably frustrate the interests of broadcasters in reaching the portion of their audience that is available only through time-shifting.

14. Of course, the fact that other copyright holders may welcome the practice of time-shifting does not mean that respondents should be deemed to have granted a license to copy their programs. Third-party conduct would be wholly irrelevant in an action for direct infringement of respondents' copyrights. But in an action for contributory infringement against the seller of copying equipment, the copyright holder may not prevail unless the relief that he seeks affects only his programs, or unless he speaks for virtually all copyright holders with an interest in the outcome. In this case, the record makes it perfectly clear that there are many important producers of national and local television programs who find nothing objectionable about the enlargement in the size of the television audience that results from the practice of time-shifting for private home use. The seller of the equipment that expands those producers' audiences cannot be a contributory infringer if, as is true in this case, it has had no direct involvement with any infringing activity.

Unauthorized Time-shifting

15. Even unauthorized uses of a copyrighted work are not necessarily infringing. An unlicensed use of the copyright is not an infringement unless it conflicts with one of the specific exclusive rights conferred by the copyright statute. Twentieth Century Music Corp. v. Aiken, 422 U. S., at 154-155. Moreover, the definition of exclusive rights in §106 of the present Act is prefaced by the words "subject to sections 107 through 118." Those sections describe a variety of uses of copyrighted material that "are not infringements of copyright" "notwithstanding the provisions of section 106." The most pertinent in this case is §107, the legislative endorsement of the doctrine of "fair use." That section identifies various factors that enable a court to apply an "equitable rule of reason" analysis to particular claims of infringement. Although not conclusive, the first factor requires that "the commercial or nonprofit character of an activity" be weighed in any fair use decision. If the Betamax were used to make copies for a commercial or profit-making purpose, such use would presumptively be unfair. The contrary presumption is appropriate here, however, because the District Court's findings plainly establish that time-shifting for private home use must be characterized as a noncommercial, nonprofit activity. Moreover, when one considers the nature of a televised copyrighted audiovisual work, see 17 U. S. C. §107 (2) (1982 ed.), and that time-shifting merely enables a viewer to see such a work which he had been invited to witness in its entirety free of charge, the fact that the entire work is reproduced, see §107 (3), does not have its ordinary effect of militating against a finding of fair use. This is not, however, the end of the inquiry because Congress has also directed us to consider "the effect of the use upon the potential market for or value of the copyrighted work." §107 (4). The purpose of copyright is to create incentives for creative effort. Even copying for noncommercial purposes may impair the copyright holder's ability to obtain the rewards that Congress intended him to have. But a use that has no demonstrable effect upon the potential market for, or the value of, the copyrighted work need not be prohibited in order to protect the author's incentive to create. The prohibition of such noncommercial uses would merely inhibit access to ideas without any countervailing benefit. Although every commercial use of copyrighted material is presumptively an unfair exploitation of the monopoly privilege that belongs to the owner of the copyright, noncommercial uses are a different matter. A challenge to a noncommercial use of a copyrighted work requires proof either that the particular use is harmful, or that if it should become widespread, it would adversely affect the potential market for the copyrighted work. Actual present harm need not be shown; such a requirement would leave the copyright holder with no defense against predictable damage. Nor is it necessary to show with certainty that future harm will result. What is necessary is a showing by a preponderance of the evidence that some meaningful likelihood of future harm exists. If the intended use is for commercial gain, that likelihood may be presumed. But if it is for a noncommercial purpose, the likelihood must be demonstrated.

16. In this case, respondents failed to carry their burden with regard to home time-shifting. The District Court described respondents' evidence as follows:

"Plaintiffs' experts admitted at several points in the trial that the time-shifting without libraryingn would result in 'not a great deal of harm.' Plaintiffs' greatest concern about time-shifting is with 'a point of important philosophy that transcends even commercial judgment.' They fear that with any Betamax usage, 'invisible boundaries' are passed: 'the copyright owner has lost control over his program.'" 480 F. Supp., at 467.

17. Later in its opinion, the District Court observed:

"Most of plaintiffs' predictions of harm hinge on speculation about audience viewing patterns and ratings, a measurement system which Sidney Sheinberg, MCA's president, calls a 'black art' because of the significant level of imprecision involved in the calculations."

18. There was no need for the District Court to say much about past harm. "Plaintiffs have admitted that no actual harm to their copyrights has occurred to date."

19. On the question of potential future harm from time-shifting, the District Court offered a more detailed analysis of the evidence. It rejected respondents' "fear that persons 'watching' the original telecast of a program will not be measured in the live audience and the ratings and revenues will decrease," by observing that current measurement technology allows the Betamax audience to be reflected. It rejected respondents' prediction "that live television or movie audiences will decrease as more people watch Betamax tapes as an alternative," with the observation that "[there] is no factual basis for [the underlying] assumption." It rejected respondents' "fear that time-shifting will reduce audiences for telecast reruns," and concluded instead that "given current market practices, this should aid plaintiffs rather than harm them." And it declared that respondents' suggestion that "theater or film rental exhibitionof a program will suffer because of time-shift recording of that program" "lacks merit." Id., at 467. After completing that review, the District Court restated its overall conclusion several times, in several different ways. "Harm from time-shifting is speculative and, at best, minimal." Ibid. "The audience' benefits from the time-shifting capability have already been discussed. It is not implausible that benefits could also accrue to plaintiffs, broadcasters, and advertisers, as the Betamax makes it possible for more persons to view their broadcasts." Ibid. "No likelihood of harm was shown at trial, and plaintiffs admitted that there had been no actual harm to date." Id., at 468-469. "Testimony at trial suggested that Betamax may require adjustments in marketing strategy, but it did not establish even a likelihood of harm." Id., at 469. "Television production by plaintiffs today is more profitable than it has ever been, and, in five weeks of trial, there was no concrete evidence to suggest that the Betamax will change the studios' financial picture." Ibid.

20. The District Court's conclusions are buttressed by the fact that to the extent time-shifting expands public access to freely broadcast television programs, it yields societal benefits. In Community Television of Southern California v. Gottfried, 459 U. S. 498, 508, n. 12 (1983), we acknowledged the public interest in making television broadcasting more available. Concededly, that interest is not unlimited. But it supports an interpretation of the concept of "fair use" that requires the copyright holder to demonstrate some likelihood of harm before he may condemn a private act of time-shifting as a violation of federal law.

21. When these factors are all weighed in the "equitable rule of reason" balance, we must conclude that this record amply supports the District Court's conclusion that home time-shifting is fair use. In light of the findings of the District Court regarding the state of the empirical data, it is clear that the Court of Appeals erred in holding that the statute as presently written bars such conduct. In summary, the record and findings of the District Court lead us to two conclusions. First, Sony demonstrated a significant likelihood that substantial numbers of copyright holders who license their works for broadcast on free television would not object to having their broadcasts time-shifted by private viewers. And second, respondents failed to demonstrate that time-shifting would cause any likelihood of nonminimal harm to the potential market for, or the value of, their copyrighted works. The Betamax is, therefore, capable of substantial noninfringing uses. Sony's sale of such equipment to the general public does not constitute contributory infringement of respondents' copyrights.

22. "The direction of Art. I is that Congress shall have the power to promote the progress of science and the useful arts. When, as here, the Constitution is permissive, the sign of how far Congress has chosen to go can come only from Congress." Deepsouth Packing Co. v. Laitram Corp., 406 U. S. 518, 530 (1972).

23. One may search the Copyright Act in vain for any sign that the elected representatives of the millions of people who watch television every day have made it unlawful to copy a program for later viewing at home, or have enacted a flat prohibition against the sale of machines that make such copying possible.

24. It may well be that Congress will take a fresh look at this new technology, just as it so often has examined other innovations in the past. But it is not our job to apply laws that have not yet been written. Applying the copyright statute, as it now reads, to the facts as they have been developed in this case, the judgment of the Court of Appeals must be reversed.

25. It is so ordered.

 

————————————————————


(1)
  Peer-to-peer networks have disadvantages as well. Searches on peer-to-peer networks may not reach and uncover all available files because search requests may not be transmitted to every computer on the network. There may be redundant copies of popular files. The creator of the software has no incentive to minimize storage or bandwidth consumption, the costs of which are borne by every user of the network. Most relevant here, it is more difficult to control the content of files available for retrieval and the behavior of users.


(2)
  The studios and recording companies and the songwriters and music publishers filed separate suits against the defendants that were consolidated by the District Court.


(3)
  Subsequent versions of Morpheus, released after the record was made in this case, apparently rely not on Gnutella but on a technology called Neonet. These developments are not before us.


(4)
  There is some evidence that both Grokster and StreamCast previously operated supernodes, which compiled indexes of files available on all of the nodes connected to them. This evidence, pertaining to previous versions of the defendants' software, is not before us and would not affect our conclusions in any event.


(5)
  By comparison, evidence introduced by the plaintiffs in A & M Records, Inc. v. Napster, Inc., 239 F. 3d 1004 (CA9 2001), showed that 87% of files available on the Napster file sharing network were copyrighted, id., at 1013.


(6)
  The Grokster founder contends that in answering these e-mails he often did not read them fully.


(7)
  The record makes clear that StreamCast developed these promotional materials but not whether it released them to the public. Even if these advertisements were not released to the public and do not show encouragement to infringe, they illuminate StreamCast's purposes.


(8)
  The mutual exclusivity of these values should not be overstated, however. On the one hand technological innovators, including those writing file sharing computer programs, may wish for effective copyright protections for their work. See, e.g., Wu, When Code Isn't Law, 89 Va. L. Rev. 679,750 (2003) (SteamCase itself was urged to "get [its] technology written down and [its intellectual property]protected." On the other hand the widespread distribution of creative works through improved technologies may enable the synthesis of new works or generate audiences for emerging artists. See Eldred v. Ashcroft, 537 U. S. 186, 223-226 (2003) (STEVENS, J., dissenting); Van Houweling, Distributive Values in Copyright, 83 Texas L. Rev. 1535, 1539-1540, 1562-1564 (2005); Brief for Sovereign Artists et al. as Amici Curiae 11.


(9)
  We stated in Sony Corp. of America v. Universal City Studios, Inc., 464 U. S. 417 (1984), that "'the lines between direct infringement, contributory infringement and vicarious liability are not clearly drawn'…[R]easoned analysis of [the Sony plaintiffs' contributory infringement claim] necessarily entails consideration of arguments and case law which may also be forwarded under the other labels, and indeed the parties…rely upon such arguments and authority in support of their respective positions on the issue of contributory infringement," id., at 435, n. 17 (quoting Universal City Studios, Inc. v. Sony Corp., 480 F. Supp. 429, 457-458 (CD Cal. 1979)). In the present case MGM has argued a vicarious liability theory, which allows imposition of liability when the defendant profits directly from the infringement and has a right and ability to supervise the direct infringer, even if the defendant initially lacks knowledge of the infringement. See, e.g., Shapiro, Bernstein & Co. v. H. L. Green Co., 316 F. 2d 304, 308 (CA2 1963); Dreamland Ball Room, Inc. v. Shapiro, Bernstein & Co., 36 F. 2d 354, 355 (CA7 1929). Because we resolve the case based on an inducement theory, there is no need to analyze separately MGM's vicarious liability theory.


(10)
  Nor does the Patent Act's exemption from liability for those who distribute a staple article of commerce, 35 U. S. C. §271 (c), extend to those who induce patent infringement, §271 (b).


(11)
  Inducement has been codified in patent law.


(12)
  Of course, in the absence of other evidence of intent, a court would be unable to find contributory infringement liability merely based on a failure to take affirmative steps to prevent infringement, if the device otherwise was capable of substantial non-infringing uses. Such a holding would tread too close to the Sony safe harbor.


(13)
  Grokster and StreamCast contend that any theory of liability based on their conduct is not properly before this Court because the rulings in the trial and appellate courts dealt only with the present versions of their software, not "past acts…that allegedly encouraged infringement or assisted…known acts of infringement." Brief for Respondents 14; see also id., at 34. This contention misapprehends the basis for their potential liability. It is not only that encouraging a particular consumer to infringe a copyright can give rise to secondary liability for the infringement that results. Inducement liability goes beyond that, and the distribution of a product can itself give rise to liability where evidence shows that the distributor intended and encouraged the product to be used to infringe. In such a case, the culpable act is not merely the encouragement of infringement but also the distribution of the tool intended for infringing use. See Kalem Co. v. Harper Brothers, 222 U. S. 55, 62-63 (1911); Cable/Home Communication Corp. v. Network Productions, Inc., 902 F. 2d 829, 846 (CA11 1990); A & M Records, Inc. v. Abdallah, 948 F. Supp. 1449, 1456 (CD Cal. 1996).


(14)
  Justice Breyer finds in Sony Corp. of America v. Universal City Studios, Inc., 464 U. S. 417 (1984), a "clear" rule permitting contributory liability for copyright infringement based on distribution of a product only when the product "will be used almost exclusively to infringe copyrights." Post, at 9-10. But cf. Sony, 464 U. S., at 442 (recognizing "copyright holder's legitimate demand for effective—not merely symbolic—protection"). Sony, as I read it, contains no clear, near-exclusivity test. Nor have Courts of Appeals unanimously recognized JUSTICE BREYER's clear rule. Compare A&M Records, Inc. v. Napster, Inc., 239 F. 3d 1004, 1021 (CA9 2001) ("[E]vidence of actual knowledge of specific acts of infringement is required to hold a computer system operator liable for contributory copyright infringement."), with In re Aimster Copyright Litigation, 334 F. 3d 643, 649-650 (CA7 2003) ("[W]hen a supplier is offering a product or service that has noninfringing as well as infringing uses, some estimate of the respective magnitudes of these uses is necessary for a finding of contributory infringement…. But the balancing of costs and benefits is necessary only in a case in which substantial noninfringing uses, present or prospective, are demonstrated."). See also Matthew Bender & Co., Inc. v. West Pub. Co., 158 F. 3d 693, 707 (CA2 1998) ("The Supreme Court applied [the Sony] test to prevent copyright holders from leveraging the copyrights in their original work to control distribution of…products that might be used incidentally for infringement, but that had substantial noninfringing uses…. The same rationale applies here [to products] that have substantial, predominant and noninfringing uses as tools for research and citation."). All Members of the Court agree, moreover, that "the Court of Appeals misapplied Sony," at least to the extent it read that decision to limit "secondary liability" to a hardly-ever category "quite beyond the circumstances to which the case applied. Ante. At 16.


(15)
  Grokster and StreamCast, in the Court of Appeals' view, would be entitled to summary judgment unless MGM could show that that the software companies had knowledge of specific acts of infringement and failed to act on that knowledge—a standard the court held MGM could not meet. 380 F. 3d, at 1162-1163.


(16)
  Justice Breyer finds support for summary judgment in this motley collection of declarations and in a survey conducted by an expertretained by MGM. Post, at 4-8. That survey identified 75% of the files available through Grokster as copyrighted works owned or controlled by the plaintiffs, and 15% of the files as works likely copyrighted. App. 439 As to the remaining 10% of the files, "there was not enough information to form reasonable conclusions either as to what those files even consisted of, and/or whether they were infringing or non-infringing." App. 479. Even assuming, as JUSTICE BREYER does, that the Sony Court would have absolved Sony of contributory liability solely on the basis of the use of the Betamax for authorized time-shifting, post, at 3-4, summary judgment is not inevitably appropriate here. Sony stressed that the plaintiffs there owned "well below 10%" of copyrighted television programming, 464 U. S., at 443, and found, based on trial testimony from representatives of the four major sports leagues and other individuals authorized to consent to home-recording of their copyrighted broadcasts, that a similar percentage of program copying was authorized, id., at 424. Here, the plaintiffs allegedly control copyrights for 70% or 75% of the material exchanged through the Grokster and StreamCast software, 380 F. 3d, at 1158; App. 439, and the District Court does not appear to have relied on comparable testimony about authorized copying from copyright holders.


(17)
  The District Court's conclusion that "[p]laintiffs do not dispute that Defendants' software is being used, and could be used, for substantial noninfringing purposes," 259 F. Supp. 2d 1029, 1036 (CD Cal. 2003); accord 380 F. 3d, at 1161, is, to say the least, dubious. In the courts below and in this Court, MGM has continuously disputed any such conclusion. Brief for Motion Picture Studio and Recording Company Petitioners 30-38; Brief for MGM Plaintiffs-Appellants in No. 03-55894, etc. (CA9), p. 41; App. 356-357, 361-365.


(18)
  There are altogether 38 respondents, including the first respondent Universal Music Australia Pty Ltd, the second respondent EMI Music Australia Pty Ltd, the third respondent Sony Music Entertainment (Australia) Limited, etc. And the previous case was trialed by the Federal Court of Australia New South Wales District Registry and the citation is FCA 972.


Unit 9　Geographic Indication


 Beringer Blass Wine Estates Ltd v. Geographical Indications Committee

[2002] FCAFC 295The Court orders that:

 

1. The matter be re-listed on a date to be fixed to settle the terms of the final order to be entered in accordance with the published reasons for judgment.

Note: Settlement and entry of orders is dealt with in Order 36 of the Federal Court Rules.

Rasons for Judgement

The Court:

1. These five appeals brought under s 44 of the Administrative Appeals Tribunal Act 1975 (Cth) (AAT Act) have been heard together. In each notice of appeal the applicant seeks to have set aside that part of the decision of the Administrative Appeals Tribunal (the AAT) made on 5 October 2001 which has the effect of excluding the applicant's property from the area to be determined as the geographical indication for the "Coonawarra" wine region in South Australia.

2. The decision of the AAT, from which these appeals are brought, concerned forty-six applications in which grape growers sought to have reviewed a decision of the first respondent, the Geographical Indications Committee (GIC), which determined a geographical indication called "Coonawarra". All the applications to the AAT concerned vineyards or land that fell outside the geographical boundary fixed by the GIC's determination (the GIC determination).

3. By its decision, the AAT set aside the GIC determination under review and directed that the matter be remitted to the GIC for implementation of the Coonawarra region boundary in accordance with the AAT's description of the boundaries (the AAT decision). The effect of the AAT decision was to increase the area comprised within the Coonawarra geographical indication so as to include the properties of twenty-four of the applicants who had sought review. The properties to which the remaining twenty-two applications related fell outside the new boundary description. Five of those properties are the subject matter of the present appeals; they are each close to the boundary description in the AAT decision.

The Legislation

4. It is convenient at the outset to refer to the legislation under which the determination of the Coonawarra geographical indication occurred, and to its background.

5. In 1993 the Australian Wine and Brandy Corporation Act 1980 (Cth) (AWBC Act) was amended by the Australian Wine and Brandy Corporation Amendment Act 1993 (the 1993 amendments). The 1993 amendments introduced provisions establishing the GIC to determine geographical indications in relation to regions and localities in Australia. The purpose of the 1993 amendments was to enable an agreement between Australia and the European Community to enter into force (the A-EC Agreement) (see Australian Wine and Brandy Corporation Amendment Bill, Second Reading Speech, 29 September 1993 Hansard at 1342). The A-EC Agreement had been negotiated between Australia and the European Commission officials by that time, although the formal Agreement was not done until January 1994. The A-EC Agreement entered into force on 1 March 1994.

6. Under Article 3 (2) of the A-EC Agreement, the Contracting Parties are to take all the general and specific measures necessary to ensure that the obligations laid down in the A-EC Agreement are fulfilled, and to ensure that the objectives of the A-EC Agreement are attained. Under Article 6, the Contracting Parties agree to take all measures necessary, in accordance with the A-EC Agreement, for the reciprocal protection of the names referred to in Article 7. These are names used for the description and presentation of wines originating in the territory of the Contracting Parties. Article 7 provides that, as regards wines originating in Australia, the following names are protected:

"I the name 'Australia' or other names used to indicate this country;

II the geographical indications and traditional expressions referred in Annex II."

Annex II to the Agreement relevantly refers to:

"ZONE: South East; Regions: Borde[r]town; Buckingham-Mundulla; Coonawarra; Padthaway; Penola"

Article 2 of the A-EC Agreement defines a number of expressions including:

"'geographical indication' shall mean an indication as specified in Annex II, including an 'Appellation of Origin', which is recognized in the laws and regulations of a Contracting Party for the purpose of the description and presentation of a wine originating in the territory of a Contracting Party, or in a region or locality in that territory, where a given quality, reputation or other characteristic of the wine is essentially attributable to its geographical origin;"

7. It follows from Article 2 that under the A-EC Agreement a geographical indication designates a geographical area to which the quality, reputation or other characteristic of the wine is essentially attributable.

8. The objects of the AWBC Act are set out in s 3 which provides:

"(1) The objects of this Act are:

(a) to promote and control the export of grape products from Australia; and (b) to promote and control the sale and distribution, after export, of Australian grape products; and (c) to promote trade and commerce in grape products among the States, between States and Territories and within the Territories; and (d) to improve the production of grape products, and encourage the consumption of grape products, in the Territories; and (e) to enable Australia to fulfil its obligations under prescribed wine-trading agreements; and (f) for the purpose of achieving any of the objects set out in the preceding paragraphs: (i) to determine the boundaries of the various regions and localities in Australia in which wine is produced; and (ii) to give identifying names to those regions and localities; and (iii) to determine the varieties of grapes that may be used in the manufacture of wine in Australia; and this Act shall be construed and administered accordingly."

Objects (e) and (f) were introduced by the 1993 amendments.

9. Section 4 of the AWBC Act defines many expressions used in the legislation, including:

"geographical indication, in relation to wine, means:

(a) a word or expression used in the description and presentation of the wine to indicate the country, region or locality in which the wine originated; or (b) a word or expression used in the description and presentation of the wine to suggest that a particular quality, reputation or characteristic of the wine is attributable to the wine having originated in the country, region or locality indicated by the word or expression."

10. It will be noted that objects (f) (i) and (ii) in s 3 (1) of the AWBC Act, and pars (a) and (b) of the s 4 definition of geographical indication, describe two discrete features of a geographical indication: first, the word or expression used as the identifying name for the region or location and, secondly, the geographical area which constitutes the region or locality.

11. Section 5D (b) of the AWBC Act provides that, for the purposes of the Act, a wine is taken to have originated in a particular region or locality of Australia only if the wine is made from grapes grown in that region or locality.

12. Part VIB (ss 40, 40A-40ZF) was introduced by the 1993 amendments. Section 40A provides:

"The object of this Part is to regulate the sale, export and import of wine: (a) for the purpose of enabling Australia to fulfil its obligations under prescribed wine-trading agreements; and (b) for certain other purposes for which the Parliament has power to make laws; and this Part is to be interpreted and administered accordingly."

13. It is an express requirement of the object clauses in both s 3 and s 40A that the Act be interpreted and administered to fulfil Australia's obligations under, inter alia, the A-EC Agreement. Australia's obligations under the Agreement are not merely relevant as an aid to interpretation in the event of there otherwise being ambiguity in the language of the statute: cf Minister for Immigration & Ethnic Affairs v. Teoh (1995) 183 CLR 273 at 287.

14. Section 40N provides for the establishment of the GIC. Under s 40P the function of the GIC is to make determinations of geographical indications for wine in relation to regions and localities in Australia, and it has power to do all things necessary and convenient in connection with this function. Other sections of Part VIB make provision for interested parties to apply to the GIC for the determination of a geographical indication, and specify the procedural steps that the GIC must follow leading up to the making of a final determination. Section 40T deals with the making of determinations and provides:

"(1) In determining a geographical indication, the Committee must: (a) identify in the determination the boundaries of the area or areas in the region or locality to which the determination relates; and (b) determine the word or expression to be used to indicate that area or those areas. (2) If the regulations prescribe criteria for use by the Committee in determining a geographical indication, the Committee is to have regard to those criteria. (3) When making a determination as a result of an application, the Committee may do either or both of the following: (a) determine an area or areas having boundaries different from those stated in the application; (b) determine a word or expression to be used to indicate the area or areas constituting the geographical indication that is different from a word or expression proposed in the application."

Section 40T, recognising the separate objects stated in s 3 (f) (i) and (ii), imposes two requirements on the GIC. It is to identify the boundary of the area or areas to which the determination relates, and it is to determine the word or expression (i.e. the name) to be used to indicate that area or those areas. This dual function is to be borne in mind when considering Part 5 of the Australian Wine and Brandy Corporation Regulations 1981 (the Regulations) to which s 40T (2) refers.

15. Part 5 of the Regulations relevantly provides:

"23. Determining geographical indications

For the purpose of making determinations under section 40T of the Act, the Geographical Indications Committee is to have regard to the criteria set out in this Part.

24. Interpretation

In this Part, region means an area of land that:

(a) may comprise one or more subregions; and (b) is a single tract of land that is discrete and homogeneous in its grape growing attributes to a degree that: (i) is measurable; and (ii) is less substantial than in a subregion; and (c) usually produces at least 500 tonnes of wine grapes in a year; and (d) comprises at least 5 wine grape vineyards of at least 5 hectares each that do not have any common ownership, whether or not it also comprises 1 or more vineyards of less than 5 hectares; and (e) may reasonably be regarded as a region.

subregion means an area of land that:

(a) is part of a region; and (b) is a single tract of land that is discrete and homogeneous in its grape growing attributes to a degree that is substantial; and (c) usually produces at least 500 tonnes of wine grapes in a year; and (d) comprises at least 5 wine grape vineyards of at least 5 hectares each that do not have any common ownership, whether or not it also comprises 1 or more vineyards of less than 5 hectares; and (e) may reasonably be regarded as a subregion. …

zone means an area of land that:

(a) may comprise one or more regions; or (b) may reasonably be regarded as a zone.

25. Criteria for determining geographical indications

For the purposes of subsection 40T (2) of the Act, the Committee is to have regard to the following criteria:

(a) whether the area falls within the definition of a subregion, a region, a zone or any other area; (b) the history of the founding and development of the area, ascertained from local government records, newspaper archives, books, maps or other relevant material; (c) the existence in relation to the area of natural features, including rivers, contour lines and other topographical features; (d) the existence in relation to the area of constructed features, including roads, railways, towns and buildings; (e) the boundary of the area suggested in the application to the Committee under section 40R; (f) ordinance survey map grid references in relation to the area; (g) local government boundary maps in relation to the area; (h) the existence in relation to the area of a word or expression to indicate that area, including: (i) any history relating to the word or expression; and (ii) whether, and to what extent, the word or expression is known to wine retailers beyond the boundaries of the area; and (iii) whether, and to what extent, the word or expression has been traditionally used in the area or elsewhere; and (iv) the appropriateness of the word or expression; (i) the degree of discreteness and homogeneity of the proposed geographical indication in respect of the following attributes: (i) the geological formation of the area; (ii) the degree to which the climate of the area is uniform, having regard to the temperature, atmospheric pressure, humidity, rainfall, number of hours of sunshine and any other weather conditions experienced in the area throughout the year; (iii) whether the date on which harvesting a particular variety of wine grapes is expected to begin in the area is the same as the date on which harvesting grapes of the same variety is expected to begin in neighbouring areas; (iv) whether part or all of the area is within a natural drainage basin; (v) the availability of water from an irrigation scheme; (vi) the elevation of the area; (vii) any plans for the development of the area proposed by Commonwealth, State or municipal authorities; (viii) any relevant traditional divisions within the area; (ix) the history of grape and wine production in the area.

Note In determining a geographical indication under subsection 40 Q (1) of the Act, the Committee is not prohibited under the Act from having regard to any other relevant matters."

16. The note to reg 25 makes it clear that the list of prescribed criteria to which the Committee is to have regard is not intended as an exhaustive list. The GIC may have regard to any other relevant matters. However, the direction in reg 25 requires that the GIC must have regard to each of the specified criterion and "give weight to them as a fundamental element" in reaching its decision: see Gibbs CJ in The Queen v. Toohey; Ex parte Meneling Station Pty Ltd (1982) 158 CLR 327 at 333. Soil and soil science are examples of matters which in the present case all parties have treated as other relevant matters to which regard should be had.

Applications to the GIC and AAT

17. On 12 December 1995 the Joint Committee of the Coonawarra Grape Growers Association Inc and the Coonawarra Vignerons Association Inc, as parties with the requisite interest under s 40R of the AWBC Act, lodged an application to the GIC for it to determine a region called "Coonawarra". Thereafter the GIC: a. pursuant to s 40U of the AWBC Act, made an interim determination of the Coonawarra region on 30 April 1997 (the interim determination); b. received submissions between May 1997 and October 1998 pursuant to an invitation by notice made in accordance with s 40V (2) of the AWBC Act; c. proposed a variation to the interim determination on 3 February 1999; d. received further submissions between February 1999 and July 1999 pursuant to a further invitation by notice published on 3 February 1999; and e. made the GIC determination on 10 May 2000.

18. Forty-six applications by parties dissatisfied with the GIC determination were then made to the AAT for the GIC determination to be reviewed. Before the AAT, the GIC, the Southcorp Group, the Coonawarra Grape Growers Association Inc, the Coonawarra Vignerons Association Inc and the Coonawarra Respondents, were all joined as respondents to the proceedings. At first the GIC sought to take an active role in opposition to the review by the AAT, but the AAT ruled that it was to take only a limited role, confined generally to providing assistance where necessary to the AAT. An appeal against that ruling to this Court was dismissed: Geographical Indications Committee v. The Honourable Justice O'Connor [2000] FCA 1877.

19. The review conducted by the AAT was a full merits review which required the AAT to make a determination on the material placed before it by the parties. In reaching its decision, the AAT stood in the shoes of the GIC, authorised to exercise all the powers and discretions that are conferred on the GIC by the AWBC Act: see s 43 of the AAT Act and Minister for Immigration & Ethnic Affairs v. Pochi (1980) 31 ALR 666 at 671.

20. Whilst s 40T (1) of the AWBC Act imposed on the GIC, and in turn the AAT, dual obligations to determine both an identifying name for, and the boundaries of, the area of land which will constitute a region comprising the geographical indication, in this instance the function of the GIC and AAT was qualified by the A-EC Agreement which specified that a geographical indication protected by it would be the "Coonawarra" region in the South East Zone of South Australia. To that extent, the name of the geographical indication was pre-determined. What was required in this case was the exercise envisaged by s 40T (1) (a) to delineate the geographical area that constituted the Coonawarra region.

21. Before the AAT the applicants proposed an extensive area surrounding and extending many kilometres from the Coonawarra township. Their case focussed attention mainly on wine growing attributes, and in particular climate and temperature. On the other hand, the Southcorp Group and the Coonawarra Respondents contended that the area had been defined historically by reference to a cigar shaped limestone ridge which runs north and south through the Coonawarra township, and on which can be found an abundance of terra rossa soil. They acknowledged that over the years the public perception of the Coonawarra wine growing area had extended somewhat beyond the cigar shaped ridge. This had been acknowledged by a resolution passed in 1984 by an unincorporated body named the Viticultural Council of South Eastern South Australia (whose members comprised wine growers). Nevertheless, the Southcorp Group and the Respondents contended that the geographical indication should reflect the prominence to the cigar feature, and should not extend much beyond it. The decision reached by the AAT is discussed below.

Respondents to the Appeals

22. The GIC is named as the first respondent in the proceedings before this Court, and has indicated that it will abide by the decision of the Court, save as to costs.

23. The Southcorp Group is the second respondent in these proceedings, and comprises five companies identified in Schedule 1 to the applications before this Court. Those companies have vineyards that are centrally located within the GIC determination boundaries for the Coonawarra region. The Southcorp Group is the principal opponent to the relief sought by the present applicants.

24. The Coonawarra Grape Growers Association Inc and the Coonawarra Vignerons Association Inc have been joined as the third and fourth respondents to the proceedings in this Court, but have not taken any active part.

25. The Coonawarra Respondents have been joined as the fifth respondents. They comprise the proprietors of twenty-five vineyards that were included within the boundary fixed by the GIC determination.

26. Before the AAT, Hamilton Ewing Vineyards, York Consultants Pty Ltd and twenty other parties were joined as additional applicants. Those parties, along with all the other parties who were named in the proceedings before the AAT, whether as applicants or respondents, who are not otherwise parties to the proceedings before this Court, have been joined in this Court as the sixth respondent. They are referred to as the "Joined Parties". They are identified in Schedule 3 to the applications. The Joined Parties include both the parties who failed before the AAT and have taken no further steps to challenge that decision, and those parties who succeeded before the AAT and whose vineyards are now included within the boundary description contained in the AAT decision. The Joined Parties did not appear at the hearing before this Court.

27. It is significant that the Joined Parties were joined by direction of this Court on 19 December 2001 at a time when the application by the applicant, Beringer Blass Wine Estates Limited (Beringer Blass), contended that the determination of the AAT was vitiated by the AAT having made its decision in contravention of s 23 (1) of the AAT Act. It seems that ground was pleaded as the AAT decision was given by a tribunal comprised of the President and one member, whereas when the hearing commenced, the tribunal comprised the President and two members. One member had in the meantime retired. Section 23 of the AAT Act makes provision for the retirement of a member in the course of a hearing. Before the hearing of these applications, that ground of challenge was abandoned. The remaining grounds pleaded by each of the applicants seek to challenge the AAT decision only insofar as it relates to their interests. Those grounds do not seek to challenge the decision insofar as it relates to the fifth and sixth respondents, the Coonawarra Respondents or the Joined Parties. Once Beringer Blass abandoned the ground of challenge which would have vitiated the entire AAT decision, the fifth and sixth respondents appear to have taken the view that they have no real interest in the proceedings that required their active participation. They did not appear at the hearing of the applications.

The AAT Decision

28. The AAT received a great deal of evidence about the natural phenomena and scientific aspects of areas in the south east of South Australia generally called Coonawarra, Penola, Wrattonbully and the Limestone Coast Zone. The AAT in its reasons for decision noted that there was much common ground about basic geology, topography, natural features and climate of Coonawarra and adjacent regions. However, there was considerable disagreement about soil and viticultural prospects in some localities and the implications of that for a boundary determination.

29. The AAT made the following findings. Coonawarra, the town and surrounding area, is located some 430km south east of Adelaide, near the Victorian border, between the towns of Naracoorte and Mount Gambier, and adjacent to the small township of Penola. A dominant feature is referred to either as the Limestone Ridge or "the cigar" (the cigar). The cigar is overlain by a combination of terra rossa and other soils and runs approximately north-south, virtually parallel to the coast which is some sixty-five kilometres to the west. Coonawarra has a predominantly winter rainfall with a long cool ripening period for grapes. There is a good supply of high quality ground water which is used to establish new vines, for frost control, and for supplementary irrigation when needed. The area has a reputation for consistent production of high quality grapes which has led to premium wine production.

30. In their submissions to this Court, counsel made frequent reference to maps which described the location and dimension of the cigar as corresponding to the area of the Penola Land System delineated in mapping compiled by N B Billings and M A Cann, and published by Primary Industries and Resources SA. The Court understood this description to be common ground between the parties. The mapping shows the cigar to be between approximately two and four kilometres wide, and approximately twenty-six to twenty-eight kilometres long. At par 49 of its reasons, the AAT refers to the cigar as being two to four kilometres wide and twelve to fourteen kilometres long. We treat this statement of the length of the cigar to be a misdescription. Counsel have so treated it in the conduct of the appeal. Moreover, the balance of the AAT's reasons indicated that the AAT intended its frequent references to the cigar to mean an area much longer than twelve to fourteen kilometres (see in particulars pars 67, 69, 74 and 237 as to the southern limits, and par 160 as to the northern limits).

31. The AAT said that in more scientific terms, the area can be described as follows (par 50 of the AAT decision):

"The Coonawarra region is a relatively low flat plain lying between the Cave Range some 25 kilometres to the west of the Limestone Ridge and the Naracoorte Range some 10 kilometres to the east.

'The Naracoorte Range is the eastern most and the first shoreline of a series of dune ranges running parallel to one another, each located to the west and associated with the inter glacial periods…The shoreline to the west of Coonawarra is Cave Range and the elevation here is less than 10 metres above the adjacent plain. As water receded from these ranges during each ice age, the next parallel range was formed during the next glacial period, as a result of slow tectonic uplift and ecstatic sea level changes. The Naracoorte Range is dated approximately 750,000 years ago, whereas the Cave Range to the west of Coonawarra is dated about 650,000 years ago, putting Coonawarra somewhere in between, approximately 700,000 years ago.

Unlike the Limestone Ridge which runs north-south, the Naracoorte Range runs NW-SE and rises some 40 to 70 metres above the Coonawarra plain, originally the seabed between the Naracoorte Range and Stewarts and Cave Ranges dunal systems.'"

32. To the west of the Naracoorte Range, the Gambier Limestone is at a depth of about eighteen to twenty-four metres and is overlain by Coomandook, Bridgewater and Padthaway formations, which represent a sequence of marine and lagoonal sediments. These formations contain much calcareous material and the general view is that Coonawarra terra rossa soils formed on site from parent material, formed from marine limestone deposits by weathering of carbonates.

33. The terra rossa soils on the cigar are red-brown in colour, have a higher clay content and less sand than those in neighbouring areas, and overlay what is believed to be marine limestone developed on elevated areas of Bridgewater formation. These terra rossa soils are formed as a result of weathering due to exposure to sun and air and are not uncommon, generally found as isolated outcrops in the wine zone known as the Limestone Coast zone of the south-east of South Australia.

34. The cigar is located at an historic shoal not recently subject to inundation. That area contains more clay than the surrounding areas and various of the parties before the AAT claimed it to be unique as an extensive and continuous ridge of terra rossa soil of marine origin.

35. The extensive areas of plain away from the cigar are believed to have been lagoons for long periods in the past and are located on the marine and lagoonal sediments of the Padthaway formation. There are still numerous swamps, lakes and low-lying areas where the soils are described as "ground water rendzina". Even the higher ground may be inundated at times and the soils are very heavy, grey or black in colour and have good water-holding capacity, but are prone to severe cracking when dry. These soils are described as "rendzina", and are well suited to cropping, but, according to the viticultural experts, not horticulture. Planting of vines on these soils is problematical, as they tend to be highly vigorous and, in all but the driest years, there is a difficulty in ripening grapes. Generally these plantings, if made at all, are restricted to early ripening white varieties.

36. Adjacent to the cigar and also found throughout the area in the form of isolated small "islands" or outcrops, are reddish to dark brown soils which have similarities with the terra rossa soil on the cigar, but often contain higher proportions of sand and maybe terra rossa "transitional" soils. These "islands" are slightly higher than the surrounding land. They are generally associated with a high water table and are prone to flooding, so that the soils have been less subject to oxidation.

37. On the scientific evidence led from geographers, cartographers, soil scientists, viticulturists and research scientists with relevant expertise in one or other aspect of grape and wine production, the AAT concluded that climate is a primary factor governing grape production. However, this factor did not provide a useful basis for a boundary determination as the climate is generally uniform across a wide tract of land, at least between the Cave Range in the west and the Naracoorte Range in the east, and extending a considerable distance north and south.

38. Whilst there was general agreement that soil types and characteristics are an important consideration, mapping of soil types is not precise, and although dominant soil types can be identified for given localities, considerable variation occurs. From contested evidence on this topic three points emerged:

(1) the cigar is probably the most substantial area of terra rossa in Australia, but little evidence exists that it is unique or has special properties other than perhaps a higher clay content and good drainage;

(2) a number of areas exist outside the GIC determination which are already proven, or have prospects for, premium grape production; and

(3) there are substantial areas within the boundary proposed by the applicants where viticultural prospects are low given the nature of the soil and evidence of water logging and poor drainage.

39. The AAT noted that terra rossa soil probably did not constitute more than about 25 to 33 per cent of the area within the GIC determination, and "islands" of terra rossa existed elsewhere. Moreover, the AAT found that viticultural management practice can be used to modify initial soil characteristics by ripping, drainage and irrigation. Throughout most of the area proposed by the applicants before the AAT, high quality ground water is available.

40. None of the experts in the various scientific areas could provide a key to defining the Coonawarra region. Climate was not a discrete delineator. Soil characteristics were not a discrete delineator, unless the boundary was strictly confined to the cigar—a boundary not suggested by any of the parties or the GIC. On the evidence of geographers a number of boundaries were "feasible" in scientific terms.

41. The AAT therefore looked for other criteria as discriminators of the region to be called Coonawarra. The AAT considered the role of history in determining the boundary, and concluded that history had a critical role in making the determination.

42. The AAT noted that evidence as to the historical events was largely non-contentious. However, the significance of some of the events and the weight to be given to them was keenly disputed between the parties. Significantly, none of the historical experts who gave evidence suggested a particular boundary for the Coonawarra region. One expert suggested that, according to his historical method, the area covered by the cigar appeared to be the most appropriate current use of the name, whereas other experts suggested an expansive historical view of the area which would encompass the area proposed by the applicants. Many of the applicants provided evidence to show that the name Coonawarra had been used in association with their vineyards, or was a component of their postal address, or had found expression in marketing material or family historical information.

43. The AAT then turned to the historical significance of the resolution of the Viticultural Council of South Eastern South Australia passed on 25 October 1984. The resolution occurred at an Annual General Meeting. By a vote of its members then present, they resolved that the Coonawarra's boundary should be "within the Hundreds of Penola and Comaum". At the time, the Council was an unincorporated association covering the whole of the south east of South Australia. Its membership was open to all grape growers in the area. At the time it had thirty-one members said by one witness to represent a majority of the south east of South Australia's wine industry. Eighteen people representing members were present at the meeting. The Southcorp Group in particular emphasised the significance of this resolution, contending that it was communicated to the members of the Council either by their attendance at the meeting or by copies of the minutes sent to them afterwards. The Southcorp Group argued that the fact that the resolution had apparently not been debated or questioned at the time or at subsequent meetings held in 1985 and 1991 required that it be given weight. Whilst conceding that the Council did not have a legally enforceable right to preclude anyone from using the word "Coonawarra", the Southcorp Group contended that the Council intended by its resolution to bind its members, and the resolution represented the views of growers and vignerons in the area; hence it was historically significant. Whilst the AAT noted that the arguments of the Southcorp Group were contested for a number of reasons, it made no findings in respect of those arguments. The arguments included that the resolution was not based on expert evidence, was not well researched, and was not properly publicised. The AAT said:

"115. We agree with the submissions of the Respondents as to the historical relevance of the 1984 resolution. As the first attempt of the Viticultural Council to define the boundary of the Coonawarra region, it has had great significance, including an effect on boundaries within and outside the Hundreds specified thereafter. This significance continues to the present day.

116. We consider that the 1984 Resolution was intended to extend the viticultural area accepted as Coonawarra beyond the area of the cigar. It is particularly significant that no party to the proceeding before the Tribunal argues that the Tribunal should revert to the cigar boundary as the boundary of the Coonawarra wine region. There is agreement that one cannot 'turn back the clock'. This, in our view, was confirmed in 1984."

44. Having considered what it described as the scientific evidence and the historical evidence, the AAT then expressed its conclusions which included the following essential findings:

"118. Our decision as to the boundary of this region must, we have concluded, be made on the most current evidence available which is relevant to the criteria. Developments between 1995 and 2001 are therefore all relevant to the application of a number of the criteria including use of name Coonawarra. The fact that this usage was undertaken in the period in which consideration was being given to fixing the boundary is, we consider, relevant to the weight given to the evidence.

119. We have concluded that the process of boundary setting under this legislation is not designed to allow for expansion of Coonawarra to create a benefit for future marketing activities…

121. We have concluded after examining the history of the area that the traditional appellation of the cigar area had been Coonawarra and in 1984 a substantial expansion of the area was agreed by the viticultural community to accept that the two Hundreds of Comaum and Penola comprised the region…

124. A great deal of the evidence presented by Applicants, particularly those not proximate to the cigar or even the two Hundreds of Comaum and Penola is based on similarity of soil types, climate and grape produce. We accept that the vineyards of the Applicants within the boundary proposed by the Applicants grow fruit suitable for use in 'Coonawarra-style' wine. This was not challenged. The expert viticulturists explained this in great detail. The key to this outcome is a combination of climate and viticultural practices associated with the climate of the area.

…

126. However we have concluded that whether a vineyard is physically on or off the cigar cannot of itself be determinative of whether it is within or outside the Coonawarra boundary. It has been of considerably less significance since 1984 when the producers accepted a larger regional identity for Coonawarra. To adopt an inclusive approach based on the 1984 resolution would suggest that vineyards within the two Hundreds at this time must have a strong claim to be considered to be within the boundaries of the Coonawarra region at the present time.

127. The remaining question is whether in 2001, when the boundary must be established and registered, there is room for contraction or expansion of the Hundred lines for any relevant reason i.e. having considered the criteria in Regulation 25. We have concluded, having considered all the evidence, that there is room for both contraction and expansion.

128. All parties acknowledge that the Hundred lines while having a great deal of historical integrity have less geographical or scientific integrity. They were not it seems, chosen to emphasise homogeneity or discreteness or with consideration of the natural features of the area but for reasons of utility.

…

130. We have concluded that there is no absolutely 'correct' boundary for this region. Which boundary, therefore, is preferable is, as all the parties concede, a matter of weight and judgment.

…

134. The parties who want a greatly enlarged boundary are dismissive of the 1984 resolution of the Viticultural Council. They criticise its private and unpublicised nature, the aura of 'parish pump' politics which hung over it, and its unscientific approach. It is characterised by historical expert as an 'inadequate' boundary, even in 1984. Yet even parties like the Fifth and Sixth Joined Parties acknowledge its potential relevance to the following criteria:

Regulation 25 (h) (i)—the history relating to the word 'Coonawarra'

Regulation 25 (h) (iii)—the traditional use of the word in the area;

Regulation 25 (i) (viii)—the traditional divisions with the area; and

Regulation 25 (i) (ix)—the history of grape and wine production within the area.

135. These parties also described this resolution as 'exclusionary' in nature and point out that, at that time aggrieved persons had no way of challenging the decision. We consider that in spite of those criticisms this resolution, particularly, as it was made by an overwhelming majority of those affected i.e. the wine production community living and working in the area, is an important historical event. We regard it as an important starting point in establishing the boundary of the Coonawarra region within the framework of the criteria.

136. We have not, however concluded that the borders of the two Hundreds of Comaum and Penola were then, or are now, immutable as a boundary for the region. As we have previously stated, the Viticultural Council itself considered altering their accepted boundary from time to time. This is particularly evident from the minutes of council meetings dealing with the initial application to the GIC. When having to deal with the legislated criteria there is an acknowledgment by the parties, then and now, that the Hundred lines, while able to be incorporated as part of, geographical boundaries, do not reflect geographical and scientific features which, according to the criteria must be considered. We have therefore, for geographical reasons excluded some land currently within the two Hundreds.

137. …The adoption of the two Hundreds as the wine region border was also, in our view, recognition by the local wine industry that the boundaries of the cigar shaped strip of terra rossa soil at the heart of the region was no longer an adequate marker for the boundary of the Coonawarra in 1984. It remained at that time, however, a significant part of the expanded region. That, in our view, remains the position today. Whether one characterises it as a 'marketing tool' or even challenges the homogeneity of the cigar itself, it is historically and scientifically the signature of the Coonawarra Wine Region. Proximity to this strip of arable soil would be in our view, an important factor in the determination of the boundary. Because of this, we do not consider, at this time, unless an overwhelming countervailing reason was demonstrated that land outside the two Hundreds and not proximate to the topography of the cigar could justify inclusion in a Coonawarra Wine Region."

45. Finally, the Tribunal turned to consider what it described as the "Degree of discreteness and homogeneity of the proposed regional boundary". The definition of "region" requires that the area of land be a single tract that is discrete and homogeneous in its grape growing attributes: reg 24. Regulation 25 (i), as one of the relevant criteria for determining geographical indications, includes the degree of discreteness and homogeneity of the proposed geographical indicator in respect of a number of attributes there listed. In relation to the expression "grape growing attributes" in the definition of region, the AAT said:

"139. The GIC submitted, and we accept, that 'grape growing attributes' of a single tract of land is not synonymous with 'grapevine attributes'. The performance of the vineyards within the proposed region and consequent quality issues are not relevant to the homogeneity and discreteness of the region in question. We have also accepted the submission that soil, although not specifically mentioned is relevant to the geographical formation of the earth being one of the components of geology.

…

143. We have had particular regard in relation to homogeneity to the 'relevant traditional divisions' within the area ie. the Hundred lines and to the extensive history of grape and wine production in the area. As our reasons have stated a substantial amount of the land within the proposed area has been involved in grape production and wine making for a considerable period. There are some new vineyards in the proposed area, however the land is closely planted with vineyards and this industry is the major economic activity.

144. The land outside the proposed region however, in our view has substantially less homogeneity in its grape growing attributes than that of the region. There are to the west of the regions boundary large areas of soil which are, as they currently stand, unsuitable for viticulture. The vineyards in this Western Area are currently located in pockets of soil suitable for viticulture. The evidence of grape production within the proposed area is much greater than that within the areas to the west and south of the region.

…

146. In establishing this particular region the criteria which relate to the history and traditional divisions within the area have been more useful as a means of determining the boundary of a reasonably homogenous tract of land. Further geographical features, consistent with this historical and traditional division have been used to establish a region reasonably discrete from its surrounding areas."

Boundaries Described by the GIC Determination and the AAT Decision

46. As already indicated, the cigar covers an area running north and south approximately twenty-six to twenty-eight kilometres long and two to four kilometres wide. At the northern end it is about one to two kilometres east of the western boundary of the Hundred of Comaum, and at the southern end it is approximately three to five kilometres east of the western boundary of the Hundred of Penola. At the northern end, the cigar is approximately two and a half kilometres south of the northern boundary of the Hundred of Comaum, and at the southern end the cigar is approximately the same distance north of the southern boundary of the Hundred of Penola. The western boundary fixed by the GIC determination, proceeding from the north in a southerly direction, followed for about half its length the western boundary of the Hundred of Comaum, and then moved somewhat to the east. Overall, the western boundary of the GIC determination included an area to the west of the cigar varying up to about three kilometres wide.

47. The eastern boundary of the GIC determination included land to the east of the cigar—at some points extending five to six and a half kilometres to the east. The GIC determination to the north barely extended beyond the cigar, and to the south did not include all of the cigar on the basis that the township of Penola should not be included within the GIC determination. The 1999 proposed variation to the interim determination published by the GIC had included areas both to the north and to the south of the boundaries of the final GIC determination and, in particular, extended north beyond the northern boundary of the Hundred of Comaum so as to include Petaluma Ltd's "Sharefarmers" vineyard and also most of the properties of Naradina Pty Ltd and Mr R D MacLeod, which are the subject of two of the applications presently before this Court. The southern boundary of the Sharefarmers vineyard runs along the northern boundary of the Hundred of Comaum.

48. The GIC determination included an area of 157.7 square kilometres. The applicants before the AAT sought to extend the boundary in all directions so as to include an area of approximately 1030 square kilometres. In the result, the AAT decision described a boundary which increased the geographical indication which had been determined by the GIC by a considerable extent, although the area encompassed by the new boundary description is not disclosed in the material before the Court.

49. The AAT decision extended the boundary to the north-west and the south-west so as to follow the western boundaries of the Hundreds of Comaum and Penola. The boundary immediately north of the cigar generally followed the northern boundary of the Hundred of Comaum, but was extended further north beyond the Hundred boundary to include the Sharefarmers vineyard. The geographical indication was also extended to the east. Due east of it travelled as far as the Victorian border. The eastern boundary runs along the Victorian border for a distance exceeding twelve kilometres, and varies between nine and almost twelve kilometres from the eastern boundary of the cigar. However, the portions of the Hundred of Comaum to the north-east, and the Hundred of Penola to the south-east, were excluded on the basis that the boundary should only run to the western boundary of the Comaum and Penola forests.

50. The AAT said that it included the Sharefarmers vineyard within the geographical indication because the history of the vineyard and its geographical features created a strong case for inclusion, even though it was not within the two Hundreds. The geographical features appear to be that it had adjoined the boundaries declared by the 1984 Viticultural Council resolution, and by the final GIC determination. Petaluma Ltd purchased the Sharefarmers land in 1983, and had progressively planted it with a range of grape varieties thereafter. It was said that the soil topography and management of the vineyard was homogeneous with those vineyards within the 1984 boundary. Since its purchase the vineyard had been managed by the same team which managed another vineyard situated on the cigar, and the vineyard had always been treated by Petaluma Ltd and its investors as a vineyard. The Coonawarra appellation had been used on labels by Petaluma Ltd for its wines made from that vineyard's grapes since 1989, and all export Sharefarmers' wine had been labelled Coonawarra. The AAT said that it accepted the submission based on this evidence that the usage by Petaluma Ltd of the name "Coonawarra" had established a substantial reputation for the Sharefarmers' vineyard.

Location of the Applicants' Land

51. The land, the subject of the present application by Naradina Pty Ltd, adjoins the northern boundary of the Sharefarmers vineyard, and the land of Mr R D MacLeod adjoins the Naradina Pty Ltd land. The vineyards of Beringer Blass are immediately to the north and east of the land of Mr MacLeod. The southern boundary of the Beringer Blass vineyard is a little over four kilometres north of the northern end of the cigar, and approximately two kilometres north of the Hundred of Comaum. The southern boundary of the Naradina Pty Ltd land would be less than one kilometre north of the Hundred of Comaum.

52. The land of D M and P J Castine at its nearest point is 100 metres west of the boundaries of the Hundreds of Comaum and Penola. It is about five kilometres south-west of the Coonawarra township, and approximately two and a half to three kilometres from the western boundary of the cigar. It is therefore significantly closer to the cigar than much of the land to the east of the cigar included within the boundaries described in the AAT determination.

53. The subject land of the J D and P G Kidman partnership is due west of the southern end of the cigar, and about four to five kilometres from it. Its eastern boundary is less than one and a half kilometres west of the Hundred of Penola.

The Appeal by Beringer Blass

54. The Beringer Blass vineyards, the subject of this appeal, are known as "Robertson's Well". The AAT gave the following reasons for not including Robertson's Well within the geographical indication:

"223. The property, running largely north-south is located north of Comaum in the Hundred of Joanna, at the base of the Naracoorte Range. 'Robertsons Well' was a joint venture with the Lillicrap Family in 1993, approximately 74 hectares being planted, limited to the better soils on the land. The name 'Robertsons Well' has a market in the wine industry but there is no record of use of the label or descriptor as 'Coonawarra'.

224. Evidence presented to us in relation to the management of these properties together with the Applicant's properties on the cigar, in order to support a connection to the Coonawarra, is, we consider, equivocal. The property is well north of Comaum and has in our view no objective connection with the Coonawarra region. The soils on the property which we accept are similar to the cigar soils, are not, in light of our view of the application of the criteria to this region, sufficient to satisfy us on that basis alone that the property should be included."

55. Beringer Blass contends that the above finding reflects the following four errors of law:

(a) by requiring Beringer Blass to satisfy a higher threshold test under the AWBC Act and the Regulations for the inclusion of Robertson's Well in the Coonawarra region boundary than it did for those parties whose properties fell within the Hundreds of Comaum and Penola, the AAT wrongly applied the criteria. In particular, the AAT erred in construing the Regulations so as to require the "history" criteria in reg 25 to amount to an overwhelming countervailing reason for including a property within the Coonawarra region in circumstances where a vineyard is not located within the Hundreds of Comaum and Penola (see par 137 of the AAT's reasons set out above);

(b) the finding that there was no record of the use of Robertson's Well label or descriptor as Coonawarra was wrong in fact, and constituted an error of law because it was unsupported by probative material, ignored relevant material and was perverse, arbitrary and unreasonable;

(c) the finding that Robertson's Well had no objective connection with the Coonawarra region was also wrong in fact and constituted an error of law for the same reason as the factual error alleged in ground (b);

(d) the AAT erred in law in failing to take into account relevant considerations namely:

(i) Robertson's Well is proximate to the topography of the cigar and is closer to that topography than several of the properties of other parties found by the AAT to be within the Coonawarra Region;

(ii) there was no evidence before the AAT, and no finding by it, that the land between the northern boundary of the Coonawarra region as determined by the AAT and Robertson's Well was not sufficiently homogeneous or otherwise so unsuitable as to exclude Robertson's Well from the Coonawarra Region; and

(iii) Robertson's Well lies to the west of the forest line which the Tribunal chose as forming the north-eastern boundary of the Coonawarra region.

56. The gravamen of the first ground is that the AAT constructed and applied a test to determine the geographical indication which was not in accordance with the requirements of the AWBC Act and Regulations. It is contended that, under the AAT's test, such importance was given to the "history" criteria that the AAT lost sight of the real object and purpose of determining a geographical indication.

57. A geographical indication is defined in s 4 (1) of the AWBC Act to mean a word or expression used in the description and presentation of wine to indicate the country, region or locality in which the wine originated. Wine is taken to have originated in a particular locality or region only if the wine is made from grapes grown in that locality or region: s 5D. We have earlier pointed out that in this instance the task of the AAT was to determine the boundaries of a region already designated as the Coonawarra region by the A-EC Agreement. The purpose for determining the boundaries of the Coonawarra region as a geographical indication is to advance the objects of the AWBC Act. Section 40A is of particular importance in providing that the object of Part VIB of the AWBC Act is to regulate the sale, export and import of wine for the purpose of enabling Australia to fulfil its obligations under prescribed wine-trading agreements (in the present case under the A-EC Agreement). Part VIB is to be interpreted and administered accordingly. It follows that the Regulations—which are subservient to the AWBC Act—must also be interpreted and administered accordingly.

58. For present purposes, the central requirement to enable Australia to fulfil its obligations under the A-EC Agreement is to determine a geographical indication within the meaning of Article 2 of the A-EC Agreement. Such a geographical indication is one recognised in the law of Australia for the purpose of the description and presentation of wine originating in a region "where a given quality, reputation or other characteristic of the wine is essentially attributable to its geographical origin". That definition intends that the geographical indication will indicate a wine, the characteristics of which are essentially attributable to the region where the grapes, from which it is made, are grown.

59. The characteristics of wine essentially attributable to the region where the grapes are grown will not be influenced by the location within that region of local government or land survey boundaries administratively fixed for reasons unrelated to soil, climate or other conditions which bear on grapevine horticulture. Whilst boundaries of this kind may have a role to play in the selection of an appropriate name, word or expression to describe a region, to use them to identify the region is likely to introduce a wholly irrelevant consideration.

60. That the identification of the boundaries of a region, and the determination of a word or expression to be used to identify the region so determined, are separate matters is reflected in pars (a) and (b) respectively of s 40T (1) of the ABWC Act. Section 40T (2) recognises that in determining the geographical indication regard shall be had to the criteria prescribed in the Regulations. In construing reg 25, the separate requirements in s 40T (1) to identify an area, and to determine a name for it, must be remembered. In particular, reg 25 (h) is cast so as to connect with s 40T (1) (b). Regulation 25 (h) requires the decision-maker to have regard to "the existence in relation to the area of a word or expression to indicate that area …." Those words assume that the area (in this case the region) has already been identified, and reg 25 (h) then prescribes criteria to which regard must be had in determining a word or expression to indicate the area so identified. Regulation 25 (h) does not prescribe criteria that are intended to aid in the identification of the boundaries of the region that is to be named. To use the criteria prescribed in reg 25 (h) as aids in the identification of the area which comprises a region is to misunderstand and misapply reg 25. In our opinion that occurred in this case. The AAT has said at par 134 of its reasons that it has used the criteria prescribed in reg 25 (h) (i) and (iii) to consider the evidence. In pars 134 and 135 of the reasons, the AAT has placed importance on the history of the use of the word "Coonawarra" as a factor delineating the region.

61. In the present case, as the name of the Coonawarra region was pre-determined by the A-EC Agreement, the function of the GIC, and in turn the AAT, was to identify the boundaries of the area comprising the region under s 40T (1) (a). The circumstance that the scope of the determination was limited for that reason cannot alter the proper interpretation of reg 25 (h).

62. The references to historical information in the criteria in reg 25 are, however, not confined to reg 25 (h). Regulation 25 (b) refers to the history of the founding and development of the area; reg 25 (f) refers to ordinance survey map grid references; reg 25 (g) refers to local government boundary maps; reg 25 (i), in requiring that regard be had to the degree of discreteness and homogeneity of the proposed geographical indication, includes as a relevant attribute the "history of grape and wine production in the area". How each particular criterion is relevant to one or both of the tasks which s 40T (1) requires of the decision-maker can be gleaned from a reading of regs 24 and 25 as a whole.

63. Regulation 24 is set out earlier in these reasons, and includes the definitions of "region" and "subregion". In this case the task of the AAT was to identify the region which, relevantly, may comprise one or more subregions and:

"is a single tract of land that is discrete and homogeneous in its grape growing attributes to a degree that:

(i) is measurable; and

(ii) is less substantial than in a subregion; …"

One of the integers of the definition of subregion is that it be a single tract of land that is discrete and homogeneous in its grape growing attributes to a degree that is substantial. Both the definition of "region" and the definition of "subregion" also require minimum wine grape production and a number of vineyards, and each definition concludes with a requirement that the area of land may reasonably be regarded as a region, or subregion, as the case may be.

64. The definition of "region" in reg 24 indicates the degree of discreteness and homogeneity in grape growing attributes that is to be aimed for when drawing boundaries. A substantial degree of discreteness and homogeneity in grape growing attributes is to be aimed for in defining a subregion, but a lesser degree is required for defining a region. The requirement that the area identified may reasonably be regarded as a region directs that the identification of boundaries must be undertaken in a manner that produces an overall result that is reasonable and internally consistent.

65. The subject matter of reg 24 is relevant to the task required under s 40T (1) (a)—that is, to identify the boundaries of the region which is determined as the geographical indication. In the definition of "region" there is not the slightest hint that pre-existing administrative boundaries, such as those fixed for local government or land survey purposes for reasons unrelated to grape growing attributes of the land, could have any relevance to identifying the relevant single tract of land that is discrete and homogeneous in its grape growing attributes to the requisite degree.

66. Regulation 25 should be understood as a further aid to fulfilling the two tasks required by s 40T (1). However, when regard is had to each of the criterion prescribed in reg 25, it is important to consider how that criterion is relevant to each of the tasks required by s 40T (1). For example, in reg 25 (d) reference to the existence of constructed features including roads, railways, towns and buildings, and in reg 25 (f) and (g) reference to survey map grid references, and to local government boundary maps, cannot be relevant to determining a tract of land that is discrete and homogeneous in its grape growing attributes. Rather, those matters are likely to be relevant to the determination of reasonable boundary lines for such an area otherwise determined, and may also be relevant (although not in this case) in determining an appropriate word or expression to identify the region. Whereas reg 25 (h) by its opening words indicates that the criteria which it prescribes are relevant to determining a word or expression to indicate the region otherwise identified as required by s 40T (1) (b), reg 25 (i) by its opening words indicates that it prescribes criteria that are relevant to the task under s 40T (1) (a) in identifying the boundaries of the region; that is the boundaries of an area that is a single tract of land that is discrete and homogeneous in its grape growing attributes to the degree required by the definition in reg 24. Although reg 25 (i) does not repeat the words "in its grape growing attributes" after the words "degree of discreteness and homogeneity", when reg 24 and reg 25 are read together this is plainly the interpretation which should be given to reg 25 (i). It follows that the criteria in reg 25 (i), (viii) and (ix), in referring to any relevant divisions in the area, and to the history of grape and wine production in the area, as attributes to be considered, is concerned with the relevance of that history in identifying a single tract of land that is discrete and homogeneous in its grape growing attributes. The history of grape and wine production in an area will be relevant to show where grapes have traditionally been grown, to identify the extent of the area where grape growing has been successful, and to identify the extent of an area which has produced wine with characteristics that are recognised as coming from that area.

67. Historical events are also referred to in the criterion described in reg 25 (b), namely the history of the founding and development of the area. Again, we think the relevance of this criterion is most likely to arise in determining the word or expression to be used to indicate the region otherwise determined. However, it is possible that, in a particular case, the founding and development of the area may provide evidence that is relevant to identifying the boundaries of a tract of land that is discrete and homogeneous in its grape growing attributes—in the same way as the history of grape and wine production in the area may be relevant under reg 25 (i) (ix).

68. When the Regulations are so understood, the 1984 Viticultural Council resolution, which assumes major importance in the reasoning of the AAT, could be relevant only insofar as it provides probative material identifying boundaries of a single tract of land that is discrete and homogeneous in its grape growing attributes. The 1984 meeting of the Viticultural Council, which resolved that the Coonawarra boundaries should be "within the Hundreds of Penola and Comaum", was its Annual General Meeting. The resolution is recorded as having been moved and passed under General Business. As such, it is reasonable to infer that notice of this item of general business was not given in advance to members. It seems clear that the boundary proposed by the resolution was not a boundary based on any research or expert evidence. At the most, the resolution provides some evidence that some viticulturists knowledgeable in and about the area considered that the region which produced grapes from which wine recognised as "Coonawarra" was made, extended beyond—and well beyond—the cigar.

69. The AAT in its findings in pars 115, 116, 121, 127 and 128 (set out above) has however given the limited evidentiary value of that evidence a status in the identification of the boundaries of the Coonawarra Region that is unjustified on the proper interpretation of reg 24 and reg 25. The finding of the AAT in par 128 demonstrates the way in which its misconstruction of reg 24 and reg 25 has diverted its attention from the central issue, which is to identify a single tract of land that is discrete and homogeneous in its grape growing attributes to the requisite degree. See also the finding in par 136 of the AAT's reasons.

70. The misconstruction of reg 24 and reg 25 caused the AAT to wrongly use the two Hundred boundaries as an exclusionary device, only to be waived in the case of "an overwhelming countervailing reason" (par 137 of the AAT's reasons).

71. The conclusions reached by the AAT cannot be justified on the basis that they were reached by taking into account "other relevant matters" which reg 25 permits. First, the AAT did not purport to so decide the case. Secondly, the power to take into account other relevant matters cannot be used to import criteria that are inconsistent with the purpose and intent of regs 24 and 25, and that is the effect of the use which the AAT made of the 1984 Viticultural Council resolution.

72. The task which confronted the AAT was not an easy one. As it noted, climate, water, drainage and soil conditions did not provide discernible boundaries. The cigar had long since ceased to delineate the grape producing area from which wine recognised as Coonawarra originated. The AAT found, at par 137 of the reasons, that proximity to the cigar was an important indication of the boundaries, and no party in these appeals has criticised that finding. But the notion of proximity was not alone enough to identify boundaries, or even approximate boundaries, with any precision. This is illustrated by the fact that the eastern boundary fixed under the AAT determination extends to the Victorian border, whereas it only extends a comparatively short distance to the west. To the west of the cigar, the AAT noted that the pockets or islands of terra rossa soil were more sparse than to the east, and treated this as providing an understandable and reasonable basis for not extending the boundary as far to the west as to the east. This finding is warranted on the evidence, and, as a general factor to be brought into account, is in accordance with the reg 25 criteria. However, to simply adopt the boundaries of the Hundreds as the western boundary of the region when vineyards not much further to the west are much nearer to the cigar than many vineyards to the east that are included, produces a result that is not internally consistent and, without more, is both arbitrary and not based on the central identifier of a region prescribed in reg 24. The case for inclusion of the Robertson's Well vineyard and the lands of Naradina Pty Ltd and Mr R D MacLeod within the boundaries is even stronger as the adverse soil profile which develops as one moves to the west of the cigar is not present in these lands. On the contrary, the AAT held (at par 224 of the reasons set out above) that the soils on Robertson's Well are similar to the cigar soils. By inference, the soils of the other two properties which lie between Robertson's Well and the northern end of the cigar would also have similar soils.

73. The difficulties in identifying boundaries to an area that may reasonably be regarded as the Coonawarra region within the meaning of reg 24 provides reason for a decision-maker to have regard to historical information, but only insofar as that information is properly to be taken into account in light of the definitional requirements of reg 24, and the purpose of the criteria in reg 25. In the application by Petaluma Ltd the AAT relied heavily on historical information, namely the industry and market acceptance and recognition of the Coonawarra region as a descriptor of the characteristics of wine originating from the Sharefarmers' vineyard. The AAT treated that evidence as an "overwhelming countervailing reason" to depart from the Hundred boundaries. The weight attributable to that kind of historical evidence in the case of Petaluma Ltd illustrates the importance of similar evidence in the cases of other applicants who claim to have their vineyards included within the boundaries of the Coonawarra Region.

74. For the reasons already given, we consider that the AAT fell into error of law in its construction of regs 24 and 25, and we think it is clear that the misconstruction of the regulations directly affected the outcome of the Beringer Blass application. Accordingly the application by Beringer Blass must succeed.

75. We turn, however, to briefly consider the other three grounds on which the decision is challenged.

76. The second ground of appeal contends that the AAT was wrong as a matter of fact in finding that, whilst the name "Robertson's Well" has a market in the wine industry, there is no record of use of the label or descriptor as "Coonawarra". Lengthy submissions were made in support of this ground by Beringer Blass, and in opposition by the Southcorp Group.

77. Beringer Blass relies on evidence that its holding company, Mildara, has since 1993 marketed "Robertson's Well" wines, the front label of which includes the words "Robertson's Well" and "Coonawarra", and the back label of which reads:

"John 'Poor Man' Robertson was one of the most illustrious pioneers of the Coonawarra region and at one time ran 60,000 sheep on his property. Part of that station was named Robertson's Well after a large well sunk into the district's hard layer of limestone in the 1840's. That property is now a Mildara vineyard."

Other evidence was also led by Beringer Blass establishing that marketing material published in relation to Robertson's Well wines contained similar information. Thus a "sales brief" document published in 1994 reads:

"The name Robertson's Well comes from one of the new Mildara Vineyard developments in the Coonawarra region. John 'Poor Man' Robertson was of the Coonawarra districts most illustrious pioneers—at one stage running over 60,000 sheep on his property. He sunk a Well into the districts hard layer of limestone to water his stock—this Well is now in the middle of one of our vineyards. We hope the name Robertson's Well will have the same sort of feel and warmth as Jamieson's Run."

78. Another promotional leaflet published in relation to Robertson's Well 1992 Coonawarra Cabernet Sauvignon contained similar information about John Robertson's history and concludes with a statement "Part of the station was named Robertson's Well after a large well sunk into the district's hard layer of limestone in the 1840's. This property is now a Mildara vineyard".

79. The Southcorp Group contends that the AAT did not fall into factual error because the wine marketed as "Robertson's Well" with a Coonawarra descriptor in its labelling, originates from grapes grown not on Robertson's Well, but in another vineyard on the cigar—an area clearly within the Coonawarra region on any view of the appropriate boundaries.

80. This labelling information falls within the notion of historical information that we have discussed in the interpretation of regs 24 and 25. We think the relevance of the information turns upon the construction of those Regulations. If our construction is correct, we do not think the evidence assists the case of Beringer Blass. The evidence establishes that, as a matter of history, Mildara has claimed that the Robertson's Well vineyard is on land which it has been designated as within the Coonawarra region. However, that is not information that is relevant for the purpose of criteria reg 25 (i) (ix). It is not history of grape and wine production in the area. Unlike the use of the Coonawarra descriptor in the case of Sharefarmers, where it described a wine with characteristics which had received recognition as being from the Coonawarra region in the industry and market circles, the wine recognised under the Robertson's Well label as having Coonawarra characteristics, originated not from a Robertson's well vineyard, but from elsewhere.

81. However, if we are wrong in our construction of regs 24 and 25, and it is relevant under the reg 25 criteria to have regard to historical events which demonstrate the use of "Coonawarra" to describe geographical areas for purposes not related to the grape growing attributes of the land, then it would follow that the evidence discussed above, which Beringer Blass relies on in support of the second ground of its appeal, would have relevance. In this event, we would agree with the submission made by Beringer Blass that the AAT erred in those findings of fact, and that the findings were unreasonable or arbitrary having regard to the evidence. Findings of this kind are errors of law. Thus, if our interpretation of regs 24 and 25 is wrong, whilst Beringer Blass may not then succeed on the first ground, we think the present appeal would succeed on the second ground of appeal.

82. Under the third ground of appeal it is contended that the AAT erred in finding that the Robertson's Well property had no objective connection with the Coonawarra region. For similar reasons to those just given in relation to the second ground, on the interpretation which we place on regs 24 and 25, we do not think that evidence of the kind relied upon by Beringer Blass, namely evidence about their postal address and about the recognition by trade customers that Robertson's Well is at Coonawarra, assists the Beringer Blass case. Evidence of that kind is not evidence which bears on the question whether an area is a single tract of land that is discrete and homogeneous in its grape growing attributes. In any event, this evidence was said by the AAT to be equivocal, and if, contrary to our view, the material was relevant, we are not persuaded that this conclusion is wrong.

83. The fourth ground contends that the AAT erred in law in failing to take into account three relevant considerations which we have earlier identified at par 55. We agree with the submissions of Beringer Blass that the AAT did not take into account these matters. On the proper interpretation of regs 24 and 25, we consider these matters were of relevance and entitled to considerable weight. The Robertson's Well property is much closer to the topography of the cigar than many properties to the east of the cigar which are included in the geographical indication. Not only was there no evidence before the AAT that the land between the northern boundary of the geographical indicator determined by the AAT and the Robertson's Well property was not homogeneous or otherwise unsuitable so as to exclude the property, there are express findings as to similarity of climatic and soil conditions to those pertaining to the cigar. Further, it is correct, as the applicants contend, that Robertson's Well lies well to the west of the forest line which the AAT chose as forming the north-east boundary line of the geographical indicator. The failure to take into account these relevant matters is a product of the erroneous construction which the AAT placed upon regs 24 and 25.

84. For these reasons, the application to this Court by Beringer Blass must succeed.

Appeal by D M and P J Castine

85. We have already described the location of this land. At the closest point the land is 100 metres west of the Hundreds of Comaum and Penola and much closer to the cigar than many of the vineyards within the AAT determination boundaries. Not all of this land has yet been developed as vineyards. The Tribunal said:

"166. The Vineyards on Sections 115 and 116 comprise four hectares which were planted in 1994 and eight hectares planted in 1997. The first vintage was in 1997; it was sold to Normans Wines Ltd as have subsequent vintages. The Applicant claims and we accept that the grapes are regarded as high quality Coonawarra style produce. The vineyards are, however, remote from the cigar area and the Hundreds of Comaum and Penola. Inclusion would involve the addition of a tract of intervening unsuitable ground to the region which would affect its homogeneity. This factor outweighs in our view the particular historical evidence of connection to the http://www.austlii.edu.au/cgi-bin/disp.pl/au/cases/cth/FCAFC/2002/295.html?query=coonawarra-disp137#disp137Coonawarra region presented to us. The Applicant's land is not included in the boundary of the region we have determined."

86. The finding that the grapes grown on this land are regarded as high quality Coonawarra style produce requires further elaboration. The evidence was that the grapes have been harvested from the property and sold to Norman's Wines, and that since 1997 Norman's has made them into premium wines labelled "Coonawarra Cabernet Sauvignon". The evidence therefore establishes a trade recognition of the characteristic of the wine as essentially attributable to its origin within the Coonawarra region (see Article 2 of the A-EC agreement). Moreover, that history is relevant to be taken into account under reg 25 (i) (ix) as evidence about the grape growing attributes of the land. This factor, however, has been discounted by the AAT primarily, we think, because of the importance which is placed upon the Hundred boundaries. We have already given our reasons for concluding that the AAT misconstrued regs 24 and 25, and erred in adopting the Hundred boundaries as a factor for excluding land beyond them.

87. These applicants also contend that the finding of the AAT that inclusion of their land would involve the addition of a tract of intervening unsuitable ground within the geographical indication which would effect homogeneity, is unreasonable and unjustified either by evidence or by any findings that it made. There is a strip of land running parallel to the cigar between the western boundary of the cigar and the western boundary of the Hundreds of Comaum and Penola which, in the vicinity of the subject land of D M and P J Castine, is about three kilometres wide. There is no finding by the Tribunal that within that three kilometre strip, or within the further 100 metres travelling west to the subject land, there is any variation in the topography. It is pointed out that to extend the boundary of the geographical indication to the west so as to include the subject land would not involve the addition of much intervening land. Having regard to the evidence that the terra rossa soil type typical of the cigar did not constitute more than about 25 to 33 per cent of the area within the GIC determination, and apparently a lower percentage in the case of the area encompassed by the AAT determination, the presence of some unsuitable land that might be included in the extension hardly seems a factor that could carry weight sufficient to overcome what the AAT has described as historical evidence of connection to the Coonawarra Region.

88. We think the proper inference from the reasons of the AAT is that, if error had not been made in the interpretation and application of regs 24 and 25, the conclusion of the AAT would have been different. In our opinion the application by D M and P J Castine should succeed.

Appeal by J D and P G Kidman

89. The subject land of these applicants includes a vineyard known as "Bonley". The brief reasons of the AAT for excluding this property misdescribes the extent of the sections of land that are involved. However, nothing turns on that, as the reasons expressed plainly apply to the whole of the land identified in the maps and papers that were before the AAT.

90. The uncontradicted evidence about the land was that in 1996 two hectares of Cabernet Sauvignon vines were planted. In each of 1997 and 1998 a further two hectares of Cabernet Sauvignon were planted so that at the time of the AAT hearing there was a total of six hectares of vines, and in addition a further eight hectares of land for future plantings.

91. The AAT said:

"203. They [the sections comprising the property] were not included in the Joint Committee application or subsequent GIC determinations.

204. The first vintage in 1999 from this property was sold to Normans. Six hectares were planted in 1996, eight hectares have potential for grape growing. However extension of the boundary to include this property would in our view result in much intervening unsuitable land also being encompassed within the boundary affecting its homogeneity and there are no countervailing historical or other reasons for disregarding this fact. For that reason we are not satisfied that the inclusion of these properties in the region of Coonawarra would be justified on the criteria."

92. The concluding sentence of this passage should be understood as meaning that the AAT is not satisfied that the inclusion of the properties would be justified on the criteria which the AAT itself had earlier established: see in particular par 137 of its reasons. We have already expressed our view that the criteria established by the AAT, and in particular its reliance on the boundaries of the Hundreds of Comaum and Penola, are not in accordance with the requirements of regs 24 and 25. That error plainly affects the conclusion reached in relation to the land of J D and P G Kidman.

93. In the case of this land, the extent of intervening land that would be encompassed by extending the boundary to include it is marginally greater than in the case of D M and P J Castine. However, as in the case of the property of D M and P J Castine, the findings of the Tribunal do not indicate any significant difference in the suitability of the land lying between the eastern boundary of the subject land and the southern end of the cigar which lies about four to five kilometres to the east. The subject land is much closer to the cigar than much of the included land lying to the east of the cigar. In terms of proximity it therefore has a stronger claim for inclusion than that other land.

94. Of particular significance to the merits for inclusion of the land in the geographical indication is evidence as to the production of wine from grapes grown there. This evidence appears to have been either overlooked or misunderstood by the AAT as it is not consistent with the finding that there are "no countervailing historical or other reasons" for disregarding the fact that the land lies to the west of the boundary of the Hundred of Penola. The evidence is that the first vintage from the land, in 1999, and all vintages thereafter, are subject to a ten year contract to Norman's Wines. The contract provides for a premium payment if the grapes are included in "Tarlina-Coonawarra Cabernet Sauvignon". A premium was paid to the applicants by Norman's Wine for both the first vintage in 1999 and the second vintage in 2000. The wine maker at Norman's determined grapes sourced from the vineyard were of premium quality required for Norman's "Coonawarra" flagship wine. This is relevant evidence as to industry recognition of a wine characteristic of the "Coonawarra" region.

95. It appears that the Tribunal may have wrongly attributed the significance of the applicant's ten year contract with Norman's, and the Coonawarra premium payments in 1999 and 2000, to another applicant in the proceedings who, coincidentally, is referred to in the papers as J D Kidman. In respect of the land of the other Mr Kidman, the Tribunal said:

"200. However, the land has been owned since 1974, there were negotiations with B R L Hardy for its produce, and now this Applicant has a ten year contract with Normans, with premium payments being made in 1999 and 2000. The area is within Penola and adjoins other properties south of the township considered to have viticultural prospects."

That land was included within the boundaries of the AAT determination. On the evidence, the other Mr Kidman had no long term contract, and his first harvest was due in March 2001.

96. The finding in relation to J D and P G Kidman that "there are no countervailing historical or other reasons" which justified the inclusion of the land, is a finding which reflects a failure to take into account relevant evidence and, for this reason, reflects an error of law. In our opinion this application must succeed both for the error of law just identified, and because the AAT's conclusions about the land were based on a misconstruction of regs 24 and 25.

Appeals by Mr R D MacLeod and Naradina Pty Ltd

97. We have earlier described the location of this land. The Naradina Pty Ltd property lies immediately to the north of, and shares a boundary with, the Sharefarmers vineyard. The property of Mr MacLeod lies immediately to the north of, and has a common boundary with the Naradina Pty Ltd property. The Robertson's Well land lies immediately to the north of the Naradina property and to the north and west of Mr MacLeod's land. The AAT said:

"MacLeod R D

208. The property which is the subject of the application is within Sections 18, 19, 50 in the Hundred of Joanna, within the Naracoorte Ranges proclaimed 'Wells' region. Vineyards were proposed in 1997, but as far as is known, have not yet been planted.

209. The sections were not included in the original application by the Joint Committee, but were within the GIC proposed variation, later being excluded from the GIC final determination.

210. The property is well outside the Hundred of Comaum, with no evidence of historical or other connection to the Coonawarra area and we are not satisfied that it should be included in the Coonawarra region."

"Naradina Pty Ltd: (A MacLeod)

231. The properties which are subject to the review by this Tribunal are Sections 6, 7, 10, 11, 12 and 16, Hundred of Joanna, all being located west of the Riddoch Highway, apart from section 16, east of the Highway, immediately south of the Robertson's Well vineyard of Mildara Blass.

232. Section 16 has 5.4 hectares of vines planted in 1997, 8.9 hectares planted in 1999 and ten hectares planted for 2000 and there is a ten year contract with Orlando, but at average district price. The grapes are regarded as high standard.

233. As this property is north of Comaum, there is no compelling historical case for inclusion, because of labelling or other evidence. The geographical criteria do not counterbalance this conclusion and we are not satisfied that these properties should be included in the Coonawarra Region."

98. Again, there is a misdescription by the AAT of the sections of land involved in the property of Mr R D MacLeod, but nothing turns on this.

99. In the case of the Naradina property there is a finding that the grapes are regarded as high standard. We have already commented that it follows by inference from the finding that the soils of the Robertson's Well are similar to the cigar soils, that similar soils extend from the northern end of the cigar through to properties of Petaluma Ltd, Naradina Pty Ltd and Mr MacLeod. The southern boundary of Mr MacLeod's property is within about four kilometres of the northern end of the cigar, and the whole of the Naradina Pty Ltd property is even closer. Both properties are significantly nearer the cigar than much of the land lying to the east of the cigar which is within the geographical indicator described in the AAT decision. It all lies west of the forest which the AAT adopted in determining the north-east boundary of the geographical indicator. There is no finding that the inclusion of these properties would detract from the discreteness or homogeneity in the grape growing attributes of a region that included them.

100. We consider it is clear that in deciding to exclude these properties the Tribunal has applied the erroneous test which it formulated in par 137 of its reasons, and has wrongly used the northern boundary of the Hundred of Comaum as a prime facie criterion that excludes these properties. In our opinion both applicants have established errors of law and their applications should succeed.

101. It is to be noted that it was common ground between the parties that reg 24 requires that the geographical indication be in respect of a single tract of land. It is not possible for a geographical indication to aggregate a number of discrete "islands" of land, whether by reason of their terra rossa soil or any other distinguishing characteristics. If, for example, the Robertson's Well property should be included on a proper application of regs 24 and 25, then the intervening land must also be included. To achieve a boundary that is reasonable and internally consistent, a boundary that included the Robertson's Well would inevitably include the properties of Mr R D MacLeod and Naradina Pty Ltd.

102. Finally, we note that in relation to the appeals by each of the applicants other than Beringer Blass, it was contended that the AAT fell into error of law by failing to give reasons which met the requirements of s 43 (2B) of the AAT Act. That section requires the Tribunal to give written reasons for its decision, which include its findings on material questions of fact, and references to the evidence or other material on which those findings were based. Without going at length into the arguments made in support of this contention, it is based on an assertion that the Tribunal failed to adequately explain the conclusions expressed in the passages we have set out above about the lands of each of the applicants, and failed to explain what it meant by "homogeneity". This ground of appeal is without substance. Section 430 (1) of the Migration Act 1958 (Cth) is in substantially similar terms to s 43 (2B) of the AAT Act. The extent of the obligation imposed by such a section on a decision-maker was considered by the High Court in Minister for Immigration & Multicultural Affairs v Yusuf (2001) 180 ALR 1. McHugh, Gummow and Hayne JJ (with whom Gleeson CJ agreed) said at [67]-[68]:

"In particular, s 430 (1) (c) requires the Tribunal to set out the findings of fact which it made. But does it require more? Does it oblige the Tribunal to make findings on any and every matter of fact objectively material to the decision which it was required to make?

Section 430 does not expressly impose such an obligation. In its terms, it requires no more than that the Tribunal set out the findings which it did make. Neither expressly nor impliedly does this section require the Tribunal to make, and then set out some findings additional to those which it actually made. In Singh (2000) 98 FCR 469 at [47]-[48] significance was attached to the use of the word 'material' in s 430 (1) (c). It was said that 'material' in the expression 'material questions of fact' must mean 'objectively material'. Even if that were right, it would by no means follow that the Tribunal was bound to set out findings that it did not make. But it is not right to read 'material' as providing an objective or external standard of materiality. A requirement to set out findings and reasons focuses upon the subjective thought processes of the decision-maker. All that s 430 (1) (c) obliges the tribunal to do is set out its findings on those questions of fact which it considered to be material to the decision which it made and to the reasons it had for reaching that decision."

103. In the present case the Tribunal delivered elaborate reasons extending over some seventy-five pages. The process of reasoning followed by the Tribunal, together with findings of fact material to that reasoning process, are set out in a way that quite plainly and adequately discloses the subjective thought processes of the Tribunal. The disclosure of those processes has presented no difficulty to the applicants in the presentation of arguments as to why and where the Tribunal fell into error. The purpose for the giving of reasons was more than sufficiently fulfilled in the present case.

Summary

104. For the reasons given, we consider that each of the five applications before the Court succeeds. The decisions of the AAT in relation to the lands of each of the applicants must be set aside.

105. How then should this conclusion be implemented? Section 44 (4) of the AAT Act provides that the Court may make such order as it thinks appropriate by reason of its decision, and s 44 (5) provides:

"Without limiting by implication the generality of subsection (4), the orders that may be made by the Federal Court of Australia on an appeal include an order affirming or setting aside the decision of the Tribunal and an order remitting the case to be heard and decided again, either with or without the hearing of further evidence, by the Tribunal in accordance with the directions of the Court."

106. Section 44 (4) does not give this Court wide power to make whatever order it likes. The restricted nature of the orders which s 44 (5) identifies recognises that the Court's powers are limited. An appeal to this Court lies under s 44 (1) of the AAT Act only on a question of law. In the event that an error of law is found, that finding provides the subject matter of the order which the Court is empowered to make, the purpose of the order being to enable the decision making process envisaged by the relevant legislation to occur free from the legal error.

107. The AWBC Act vests the authority and powers to determine a geographical indicator in the GIC. Upon review of a decision of the GIC under the AAT Act, the authority and powers are transferred to the AAT. However, even if the AAT commits an error of law, the authority and powers to make a lawful determination remain with the AAT, and do not pass to this Court in exercise of its limited jurisdiction under s 44 of the AAT Act.

108. However commercially convenient it might be for the parties if this Court were to determine a geographical indication by drawing boundaries on a map which incorporate the properties of the applicants, this Court has no power to do so. Nor does this Court have power to remit the matter to the AAT with a direction to the AAT to make a determination that adopts boundaries identified by this Court unless all parties who have a real interest in the proceedings consent. Subject to what we are about to say, the power of this Court is limited to remitting the matter to the AAT to determine the applications of Beringer Blass, R D MacLeod, D M and P J Castine, J D and P G Kidman and Naradina Pty Ltd, in accordance with the construction placed on regs 24 and 25 by this Court.

109. At the commencement of these reasons we referred briefly to the order which the AAT made at the conclusion of the many matters before it. The actual terms of the order were:

"Decision We set aside the decision under review and direct that the matter be referred to the GIC for implementation of the Coonawarra Region boundary in accordance with our description of the boundary."

110. The AAT did not assay the task of drawing boundaries on a map. The delineation of precise boundaries is a necessary part of a determination of a geographical indication. The setting aside of the GIC determination means that there is no longer a final determination in existence. The AAT remitted the task of making a final determination to the GIC in accordance with its directions.

111. At the commencement of the hearing of these appeals we were informed by counsel for the GIC that the GIC has not made another determination. It had endeavoured to translate the reasons of the AAT into lines on a map, but had encountered difficulties in doing so in two areas. The GIC was intending to go back to the AAT for directions, but then put the matter on hold pending the outcome of proceedings in this Court.

112. The simple expedient of the GIC approaching the AAT for directions is now frustrated by two events. First, the President of the AAT who comprised one of the members of the Tribunal that made the decision has now retired. Secondly, the reasons of the AAT must now be implemented subject to the judgment of this Court. The effect of the judgment of this Court, absent an agreement over boundaries, will be that there is no decision about the merits of the applications which the five applicants to this Court made to the AAT. If we simply remit the subject matter of the present appeals to the AAT, a differently constituted tribunal will have to conduct another hearing of the five unresolved applications. In doing so, the AAT would be obliged to take into account that it has already favourably determined the application of twenty-four of the forty-six applicants who applied to it for review, and, save for the five applicants who have applied to this Court, has dismissed the other applications. Those decisions require that the land of the twenty-four applicants who were successful before it remain within the geographical indication. Similarly, those properties that have been excluded by earlier decisions which have not been set aside must remain excluded.

113. Having regard to these considerations, and the reasons of this Court, we think it is probable that the parties whose rights are affected by this decision would have little difficulty in agreeing new boundaries. The scope for disagreement should be extremely limited. Unless some agreement is reached between those parties, the difficulties which previously troubled the GIC will remain, and the parties will be put to further expense in trying to sort those difficulties out in other proceedings.

114. In these circumstances, and at the suggestion of the parties to these applications, we propose to publish our reasons, and then hear the parties as to what orders should be made. If the parties are prepared to abide by the reasons for decision which this Court has published, we would urge the parties, and the GIC in particular, to settle upon boundaries. Orders can then be framed that will remit the present five applications to the AAT on terms that will avoid a further merits hearing, and will lead to a speedy final determination by the GIC.

115. We will deal with the question of costs when we hear the parties as to the terms of the order which this Court should now make.

Questions:

1. Briefly summarize the facts, issues and the previous procedures of the case.

2. What is the background and purpose of the enactment of the Australia and European Comminity Agreement?

3. Briefly summarize the legislation history of geographical indications for grape and wine in Australia.

4. What is the function of Geographical Indication Committee under 1993 Amendment?

5. What are the criteria AAT considered when determining the scope of Coonawarra Region? Is each criteria established at last according to AAT?

6. What is the difference between the boundaries described by GIC and AAT?

7. What are the reasons for Federal Coaurt of Australia's finding that AAT has wrongly interpreted Reg 24 and 25?

8. If you want to file a lawsuit against GIC, which court can you go and where can you appeal? What is the jurisdiction for each court?

9. What is the final judgment of the Federal Court of Australia?
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