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FIRST SALE UNDER TITLE 17

MONDAY, JUNE 2, 2014

HoOUSE OF REPRESENTATIVES

SUBCOMMITTEE ON COURTS, INTELLECTUAL PROPERTY,
AND THE INTERNET

COMMITTEE ON THE JUDICIARY
Washington, DC.

The Subcommittee met, pursuant to call, at 9:41 a.m., in Ceremo-
nial Courtroom 9C, Daniel Patrick Moynihan Southern District of
New York Courthouse, 500 Pearl Street, New York, New York
10007, the Honorable Bob Goodlatte (Chairman of the Committee)
presiding.

Present: Representatives Goodlatte, Chaffetz, Holding, Nadler,
Deutch, and Jeffries.

Staff Present: (Majority) Joe Keeley, Subcommittee Chief Coun-
sel; Olivia Lee, Clerk; (Minority) Heather Sawyer, Chief Counsel;
and Jason Everett, Counsel.

Mr. GOODLATTE. Good morning. The Subcommittee on Courts, In-
tellectual Property, and the Internet will come to order.

And without objection, the Chair is authorized to declare recesses
of the Subcommittee at any time.

We welcome all of our witnesses today. I will begin with an open-
ing statement.

This morning, the Subcommittee on Courts, Intellectual Prop-
erty, and the Internet of the House Judiciary Committee will hold
its first field hearing in our ongoing comprehensive review of our
Nation’s copyright rights.

First, let me thank the Southern District of New York for their
willingness to host this Congressional hearing, along with the ef-
forts of the staff of the court as well as Mr. Nadler’s district staff
to ensure that this hearing would be a success.

New York City is an appropriate location for this hearing. As a
business hub for decades, this city has witnessed the growth of
international commerce that has enabled American copyrighted
works to have a positive balance of trade in our economy. As a
growing eCommerce hub, this city is also at the heart of several
copyright policy challenges that have arisen in the digital era. One
could even say that this hearing returns to the birthplace of first
sale jurisprudence.

In a 1908 decision in a case of first impression, the United States
Supreme Court heard arguments involving the 1897 Copyright Act
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between a book seller and two brothers by the names of Isidor and
Nathan Straus. In the early 1900’s, the Straus brothers had just
opened a new location of their store nearby in Harold Square,
where they sold books at a lower price than that desired by the
publisher. The publisher had printed a minimum resale price di-
rectly below the copyright notice. That retailer was then and is still
known today as R.H. Macy and Company.

In its 1908 decision, the Supreme Court held that the first sale
doctrine prevented such conditions of sale. In the following year,
the first sale doctrine was codified as Section 47 of the 1909 Copy-
right Act and continues today at Section 109 of Title 17.

Building upon this 1908 case and several others after that, in
2013, the Supreme Court provided additional interpretation of the
first sale doctrine in the context of reimported items. The
Kirtsaeng case is something we will learn more about this morning,
including from the CEO of the company that was the opposing
party in this case. Although some legal doctrines may be invisible
to Americans, the first sale doctrine is not one of them.

First sale has been such an integral part of our economy that en-
tire businesses have been built upon it, such as Blockbuster video
stores and Netflix by mail. Consumer expectations have also been
built on this doctrine. Laws and consumer expectations are devel-
oped independently, but they can help shape each other. This
morning we will hear about both as they apply in the first sale con-
text.

As digital business models have grown and in many cases sup-
planted analog business models, the role of licensing has become
more important. From software offered at lower prices in edu-
cational settings to movies offered at lower prices for 24-hour view-
ing periods, licensing enables a greater range of business models
that benefit consumers.

Expectations in the digital context are still developing. For exam-
ple, consumers seem to have embraced business models that set a
lower price for educational uses than commercial uses of software.
Consumers are also accustomed to files such as apps, songs, and
movies being accessible on any device on a consumer’s home net-
work at one purchase price without having to pay for multiple cop-
ies.

Consumer expectations in other areas appear to be more fluid.
For example, do most consumers expect to be able to sell their dig-
ital files? One of our witnesses this morning provides such a serv-
ice, but has been involved in litigation over his business model.

Finally, several of our witnesses have ongoing experience in the
business-to-business context where consumer expectations do not
necessarily apply. The Subcommittee looks forward to hearing their
perspective on first sale as well.

In closing, the first sale doctrine is an essential part of our Na-
tion’s commerce, and understanding its impact in the digital age is
something this Committee looks forward to hearing more about.

It is now my pleasure to recognize the Ranking Member of the
Courts and Intellectual Property Subcommittee, Mr. Nadler of New
York, for his opening statement.

Mr. NADLER. Thank you, Mr. Chairman and welcome to New
York. I also want to welcome my other colleagues, Representative
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Deutch from Florida, my colleague from New York City, Represent-
ative Jeffries, Representative Chaffetz from Utah, and Representa-
tive Holding from North Carolina. We appreciate your traveling to
be with us in the greatest city in the world.

I would have liked to say, “welcome to my district.” This was my
district for 20 years, but my district is across the street.

I would also like to welcome and thank our witnesses and every-
one else with us today. Many of you also traveled to be here today.
Thank you for doing so. And welcome.

New York City is home to thousands of creators, song writers,
performers, musicians, playwrights, journalists, authors, and in-
ventors. It is the heart of the publishing industry. Some of the Na-
tion’s leading technology companies call New York City their home,
or at least one of their homes. Several of the country’s leading col-
leges and universities are located here, including my alma mater,
Columbia University, and we have one of the finest public libraries
in the Nation.

Given the wealth of talent, experience, and expertise in the city,
it is fitting that Chairman Goodlatte chose to hold one of the Sub-
committee’s comprehensive Copyright Act review hearings here.

Today we explore the first sale doctrine codified in Section 109
of the Copyright Act. First sale allows the owner of a particular
copy of a copyrighted work to resell or otherwise dispose of that
copy without the right-holder’s consent. Once a copyright owner
sells or transfers ownership of a particular copy of the work, the
exclusive right to distribute that particular copy is exhausted, and
the person who now owns that copy is free to gift, resell, or other-
wise dispose of it.

Because of first sale, I can give a book that I have purchased and
read to a friend, donate it to my public library, or sell to it a sec-
ondhand book store. Our public libraries rely heavily on first sale
to lend books, thus providing access to thousands of creative works
that help inspire lifelong learning and greater engagement in this
Nation’s rich cultural and historical heritage.

First sale had its origins in a world of physical, not digital,
goods. The Supreme Court first announced the doctrine in the 1908
case of Bobbs-Merrill Company v. Straus. And Congress first codi-
fied it in the Copyright Act of 1909. It is a gross understatement
to say that much has changed since that time, more than a century
ago.

Innovative technologies have made it possible to create, access
and share content through digital platforms. At the same time, the
marketplace for physical goods has become increasingly inter-
national, raising questions about whether the law currently strikes
the proper balance between first sale and the right to control im-
portation of one’s creative works. Today’s hearing gives us an op-
portunity to explore these critical issues.

More than a decade ago, the Copyright Office reported to Con-
gress on the first sale doctrine in the digital age, concluding in
2001 that the first sale doctrine in Section 109 does not extend to
digital works. Because first sale exhausts the right of distribution
but not the right of reproduction, and because the transmission of
digital works results in the creation of a new digital copy, the
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Copyright Office concluded that first sale was not a defense to in-
fringement for digital transmissions.

More recently, in August of last year, the Department of Com-
merce’s Internet policy task force reached the same conclusion. The
Internet policy task force also recently announced that it will con-
duct roundtables in Nashville, Tennessee; Cambridge, Massachu-
setts; Los Angeles and Berkeley, California; to discuss numerous
topics, including the relevance and scope of the first sale doctrine
in the digital environment. These roundtables will provide an op-
portunity to continue to hear from relevant stakeholders about this
issue.

After concluding that Section 109 does not protect digital trans-
missions, the Copyright Office recommended against expanding
Section 109 to do so. It noted that because a digital transmission
results in a perfect copy, the market for original goods would be
harmed significantly. It also raised concerns that digital distribu-
tion would introduce vast numbers of pirated copies into the mar-
ketplace. At that time, the Copyright Office also felt that the likely
harm of expanding Section 109 outweighed any need for doing so.

I am interested in hearing from our witnesses today whether
they believe this remains true today. Is there any greater need for
expansion now? And if so, how would any changes impact copyright
holders, consumers, and the existing marketplace for digital works?

In addition to exploring first sale in a digital environment, I am
also interested in hearing whether the Supreme Court’s recent de-
cision in Kirtsaeng v. John Wiley & Sons appropriately interpreted
and applied the first sale doctrine to imported goods. In that case,
books manufactured and sold abroad were imported without the
copyright holder’s consent and resold in the United States. At issue
was the interplay between the first sale doctrine and the prohibi-
tion on importation without consent of the copyright owner in Sec-
tion 602 of the act.

The court ruled that the first sale doctrine applies to copies of
works lawfully made abroad, and that importation and resale of
such goods is therefore permissible without the copyright owner’s
consent. In so ruling, the court noted that book sellers, libraries,
museums, and secondhand stores rely on first sale to protect them
when lending or reselling copyrighted works made outside the
United States.

At the same time, the court acknowledged that its ruling would
make it impossible for copyright holders to produce and price works
differently for domestic and foreign markets. Several amici warned
that this would discourage U.S. copyright owners from competing
in foreign markets at all because goods sold abroad could be im-
ported to compete in the domestic market. They cautioned that this
would harm American workers and businesses and reduce access to
works, both here and abroad.

While it may be too soon to know the full impact of the Kirtsaeng
decision, I am interested in hearing from the witnesses on how, if
at all, publishers and other rights holders have modified their busi-
ness practices to accommodate the ruling, the impact on consumers
as well as American workers and companies, and whether any re-
sponse from Congress is warranted.



5

These are just a few of the many issues that we’ll begin grap-
pling with today as part of Subcommittee’s ongoing comprehensive
review of the Copyright Act.

Once again, we are fortunate to have a broad range of witnesses
to provide a diversity of perspectives and wide range of experience,
and I look forward to hearing from them.

With that, I yield back the balance of my time. I thank you.

Mr. GOODLATTE. Thank you, Mr. Nadler.

Mr. GOODLATTE. And, without objection, other Members’ opening
statements will be made a part of the record.

We have a very distinguished panel today, and I will begin by
swearing in our witnesses before introducing them.

So if you could all please rise.

[Witnesses sworn.]

Mr. GOODLATTE. Thank you.

Let the record reflect that all of the witnesses answered in the
affirmative.

Each of the witnesses’ written statements will be entered into
the record in its entirety. We have an extremely large panel, nine
witnesses. So I ask that each witness summarize his testimony in
5 minutes or less. To help you stay within that time, there is a tim-
ing light on your table. When the light switches from green to yel-
low, you will have 1 minute to conclude your testimony. When the
light turns red, that’s it. Your 5 minutes have expired.

Our first witness this morning is Mr. Stephen Smith, President
and Chief Executive Officer of John Wiley & Sons, a global pub-
lishing company that specializes in academic publishing. Mr. Smith
joined Wiley in 1992 as Vice President, where he oversaw all oper-
ations in the Asia region. He received his bachelor of science degree
in psychology from Oxford Brookes University.

Our second is Mr. John Ossenmacher, Chief Executive Officer of
ReDigi, the world’s first marketplace for the resale of used digital
goods. He holds his M.S. in economics from Trinity College and his
B.S. in electromechanical engineering from Michigan State.

Our third witness is Mr. Ed Shems, founder, illustrator, and
graphic designer of edfredned illustration & design. He is an
award-winning graphic designer and freelance illustrator, special-
izing in editorial illustrations and kids books. Mr. Shems has also
served as head of the Boston Graphic Artists Guild. He received his
degree from Rhode Island School of Design.

Our fourth witness is Mr. Jonathan Band, Counsel for the Own-
ers’ Rights Initiative. Mr Band has long been active in intellectual
property and Internet policy issues. He received his J.D. from Yale
Law School and his B.A. from Harvard College.

Our fifth witness is Mr. Matthew Glotzer, a media consultant.
Mr. Glotzer helped found the Digital Media Group at 20th Century
Fox and spent 15 years with the company. Mr. Glotzer received his
M.B.A. from Anderson School at the University of California, Los
Angeles, and his B.A. in economics from Wesleyan University.

Our sixth witness is Mr. Greg Cram, Associate Director of Copy-
right and Information Policy for the New York Public Library. In
his position, Mr. Cram assists the library in its efforts to make its
collections more broadly available to researchers and the general
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public. Mr. Cram received his J.D. from the Cardozo School of Law
and his B.A. in political science from Boston University.

Our seventh witness Mr. Sherwin Siy, Vice President of Legal
Affairs for Public Knowledge. Before joining Public Knowledge, he
served as Staff Counsel for the Electronic Privacy Information Cen-
ter, working on consumer and communications issues. Sherwin re-
ceived his J.D. with a certificate in law and technology from U.C.
Berkeley’s Boalt Hall School of Law.

Our eighth witness today is Mr. John Villasenor, professor of
electrical engineering and public policy at the University of Cali-
fornia, Los Angeles. He is also a fellow at the Brookings Institution
back in Washington, D.C. He received his Ph.D. and M.S. from
Stanford University and his B.S. from the University of Virginia.

A very good school, I might add.

Our ninth witness and final witness is Mr. Emery Simon, Coun-
selor at BSA | The Software Alliance. In his position, Mr. Simon
advises BSA and its member companies on a broad range of domes-
tic and international policy issues, including intellectual property,
technology, and trade. Mr. Simon holds his J.D. from Georgetown
University, his master’s degree from Johns Hopkins University
School of Advanced International Studies, and his bachelor’s degree
from Queens College.

Welcome to you all.

And we will start with you, Mr. Smith.

TESTIMONY OF STEPHEN M. SMITH, PRESIDENT AND
CHIEF EXECUTIVE OFFICER, JOHN WILEY & SONS, INC.

Mr. SMITH. Mr. Chairman, Members of the Committee, good
morning.

At the risk of appearing to be the witness from the quaint old
world of print, I would like to spend most of my 5 minutes talking
about the impact of the Kirtsaeng ruling on Wiley’s business, on
our authors, our customers, and on the U.S. political, cultural, and
economic interests around the world. I will briefly touch on the
issue of digital first sale. Given that Wiley now earns 55 percent
of its revenues from digital products, that is also of paramount im-
portance to us.

I speak to you as Wiley’s 11th president and CEO in our 200-
year history but also as someone who has personal experience sell-
ing, publishing, and distributing books into international markets
for over 35 years. I have personally spent much of my career with
hands-on experience selling books in over 40 countries in Asia, the
Middle East, Africa, and Latin America.

At the point when I joined the industry in the late 1970’s, piracy
was a major issue, and I have spent a lot of time working together
with publisher associations, such as the AAP and others, on anti-
piracy issues. Where available to us, we have used enforcement
remedies and the law in countries where we face heavy piracy. But,
of course, we also have sought to build our market by pricing dif-
ferentially by offering market-based pricing to enable us to compete
in international markets and serve the needs of students, teachers,
and consumers in those markets.

For most of my career, we were able to depend on those copy-
right laws and enforcement remedies to protect our interests. We
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were able to price differentially based on consideration of those
international sales as being incremental to the overall life of a title
or a publication. We were able to operate international pricing on
the basis that this was a market entry strategy. We have invested
heavily to create brand awareness, to create trust around our con-
tent and our products to bring the work of our authors to those
markets with the expectation that as economic conditions improved
around the world we would be able to benefit from that as prices
increased.

The Kirtsaeng ruling has changed all of that. As a result of the
Kirtsaeng ruling, we are no longer able to use enforcement rem-
edies to protect our core markets against those who would seek to
use arbitrage to create a gray market and reimport those books for
commercial gain into the U.S. and European markets.

As a result, we have changed our policies, and in many cases, we
are no longer operating in important emerging and international
markets. We have either sought to address the challenge by moving
to parity pricing, and moving to parity pricing effectively means
withdrawal from certain markets, or in some markets, where we
have good knowledge of the distribution network and trusted dis-
tributors, we have been able to operate on a basis of restricted ac-
cess. But it means that we are selling fewer copies into those mar-
kets. And we have also sought to get around the impact of
Kirtsaeng by creating unique and clearly differentiated inter-
national editions for specific markets. But that is a substantial, sig-
nificant further investment.

So we feel that the Kirtsaeng ruling is not in accordance with the
initial intention of Congress. It has had no benefit on pricing in the
U.S. What, in fact, it has done is damage export revenues for the
country. It has limited the ability of our authors to reach their au-
dience around the world, and in many cases it has taken away val-
uable content from students and teachers in strategically important
marketplaces where previously we were building awareness and
friendship for the United States and U.S. scholarship.

So, in addition to the impact of Kirtsaeng, as I said, we do see
digital products as being potentially a way to continue to operate
in international markets, but of course, that would depend on us
being able to continue to have protection for copyright for digital
products in the marketplace as well. Thank you.

Mr. GOODLATTE. Thank you, Mr. Smith.

[The prepared statement of Mr. Smith follows:]






Mr. Chairman, Ranking Member Nadler, Members of the Subcommittee, thank you for this
opportunity to testify before the Subcommittee on the subject of the first sale doctrine in U.S.

copyright law.

| am Stephen Smith, President and CEO of Wiley. Founded more than 200 years ago, Wiley has
evolved from a small, family-owned printing shop to a publicly-traded global publishing
corporation with revenues of $1.8 billion in which the Wiley family still retains a controlling
interest and leadership of its independent board of directors. Headquartered in Hoboken, New
Jersey, we serve customers in 211 countries and territories worldwide. We have 5500
employees worldwide including facilities and employees in Massachusetts, Florida, Indiana,

lowa, Arizona, Texas, Colorado, California, Minnesota, Illinois and Virginia.

Our core mission is to educate communities around the world through our publications,
technologies and content-enabled solutions. Our knowledge and knowledge-enabled products

and services improve outcomes in Research, Professional Development and Education.

Through our Research segment, we provide digital and print scientific, technical, medical and
scholarly journals; reference works; books; database services; and advertising. Our Professional
Development segment provides digital and print books, online assessment and training
services, and test prep and certification. In Education, we provide print and digital content and
education solutions, including online program management services for higher education

institutions and course management tools for instructors and students.

We are a global company with operations around the world. Our ability to operate effectively
in the global marketplace depends heavily on the protections provided by copyright law in the
U.S. and in foreign markets. The copyright system plays a significant role in fostering
investment in the development of new content, underpinning innovation and economic

growth.

Page 1
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THE FIRST SALE DOCTRINE

The proper application of the first sale doctrine represents a crucial component of copyright
law. It places a clear, but narrow, limit on the copyright owner’s right to control the
subsequent distribution of a lawfully-made physical copy of a work. This generates a number of
important consumer benefits that Wiley supports, including lending and resale of such physical
copies of published works. When properly applied, it also avoids interference with a copyright
owner’s importation rights in order to ensure that authors, publishers and other distributors of
works that depend upon copyright in making these works available to the public can operate
effectively in the full range of industrialized and developing world markets by implementing

market-appropriate price differentials.

In 1976, intending to redress the impracticability of the unitary copyright and to create the
ability for copyright owners to license separate limited rights in an original work, Congress
enacted amendments to the Copyright Act to establish the principle of divisibility, along with
prohibitions on unauthorized importation. In doing so, Congress established the predicates for
market segmentation, allowing U.S. content owners to manage their rights efficiently by
allocating them to different markets, with the understanding that the economic interests of the
copyright owner are endangered if they cannot be exercised on a territorial basis. Price
differentials arising from economic differences among countries are necessary to facilitate

participation in diverse markets.

Both the foreign buyer and the U.S. seller benefit from market segmentation. Consumers
overseas can purchase copies of copyrighted works that they value at a price that is reasonable
for their market. The U.S. seller gains effective access to a market which would otherwise not

sustain an unsuitably higher price point.

Page 2
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In the U.S., the first sale doctrine — historically implemented alongside and consistent with
these key concepts — did not hinder or prevent such participation in global markets and allowed
the benefits of such participation to flow not just to the publisher, but to the entire value chain
that creates and markets high-quality content. This chain includes skilled authors, artists,
researchers, editors, production workers and marketers, in high-paying jobs that are the
hallmark of our industry. Moreover, the proper application of the first sale doctrine benefits
U.S. consumers as well by allowing U.S. copyright owners to recoup their investment and to
extend production costs over a broader number of transactions, thereby helping to contain

price increases.

The benefits are not limited to economic advantages that accrue to content creators, providers
and consumers. They include less tangible but equally important social benefits that result
from disseminating our high-quality and innovative content and technology. This is especially
true in the case of underserved populations who would not have access to our products if we
could not use local prices. We foster the global dissemination of knowledge by making our
products legally available at local prices. And we believe that by doing so, we enhance the
global reputation of the United States as a primary source of leading-edge, knowledge-based

content.

The social benefits of market segmentation are an especially important feature of our
educational products. Price differentials allow us to make legally available to students around
the world materials which reflect U.S. cultural, social and political values, exposing successive
generations of emerging leaders to this country’s vision of a just, peaceful and prosperous

world.

THE IMPACT OF KIRTSAENG V. WILEY

These aspects of the U.S. copyright system, which have enabled U.S.-produced copyrighted

works to so richly benefit the U.S. economy by becoming the most successful category of

Page 3
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exported U.S. products in our national export-import balance of trade,' were seriously
undermined by the U.S. Supreme Court’s split ruling in the case of Kirtsaeng v. Wiley in March
of last year. A Thai national came to the U.S. in 1997 for university studies. While living in this
country, he asked his relatives in Thailand to purchase Wiley Asia’s English-language textbooks
in Thai bookshops and ship them to him in the U.S., where he sold them for a profit. Printed
warnings in Wiley Asia’s books state that they are not to be taken into the U.S. without our

permission.

In 2008, we filed suit against this illegal importation of copyrighted works. After our suit was
successful in both the federal district court and court of appeals in New York, the case was

eventually appealed to the Supreme Court.

In March 2013, the Court, in a split 6-3 decision, ruled that the unauthorized importation and
resale of copyrighted works manufactured and intended for distribution only outside the U.S.
was permissible under Sections 109(a) and 602(a){1) of the Copyright Act. The Court’s ruling
destroyed a copyright owner’s importation rights, creating new barriers for them to overcome

in order to successfully compete in global markets.

We believe that the majority opinion in this case is inconsistent with Congressional intent,
longstanding U.S. trade policy and the Court’s own established practice of deferring to Congress

on copyright policy.

The Kirtsaeng decision broadened the traditional scope of the first sale doctrine’s effect from
“national exhaustion” to “international exhaustion” of the copyright owner’s distribution right
regarding physical copies. By adopting an international exhaustion regime, the U.S. has broken

from conformity with the policies of trading partners where the sale of a physical copy of a

Y Copyright Industries in the U.S. Kconomy: The 2013 Report, by Stephen E. Siwek of Economists
Incorporated, prepared for the Intemational Intellectual Property Alliance (IIPA), November 2013,
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copyrighted work outside their country does not exhaust the copyright owner’s distribution
right. This has created confusion and disruption in the global marketplace, lessening the
availability of our products and placing us at a competitive disadvantage. As a result, the

Supreme Court ruling creates a disincentive for U.S. publishers to participate in foreign markets.

In effect, the Court’s ruling in favor of “international exhaustion” encourages and facilitates
international arbitrage in copyrighted products, which undermines a copyright owner’s ability
to segment markets and establish necessary price differentials. This has unintended, adverse

conseqguences.

In educational products, for example, allowing the importation into the U.S. of textbooks
produced abroad for an overseas market is not leading to lower costs for students. Instead,
publishers have either withdrawn from certain international markets completely or are obliged
to work with fewer, more trusted distributors, thus lessening the availability of legitimate
versions of their products in underserved foreign markets and reducing the overall number of
transactions through which they can recoup their various production and dissemination costs.
To prevent arbitrage, some publishers are now only offering their products abroad at higher,

non-local prices which students cannot afford.

The Court’s rewriting of the law in Kirtsaeng is also leading to a disturbing increase in piracy,
another unintended consequence. As publishers lose the ability to supply non-pirated content
on a price-to-market basis, former overseas customers turn to counterfeiters to fulfill their
needs at prices that are sustainable in their economies. This causes a palpable increase in print

piracy outside the U.S. and a higher incidence of those copies being sent into the U.S.

In addition, the ruling places upward pressure on prices. At Wiley, in order to maintain our
ability to successfully participate in foreign markets, we have invested more heavily in
International Student Versions (ISV) of our products. These products may be organized

differently, contain different problem sets or contain other material content differences.
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Preparing these products and producing a separate version of a book for the international
market substantially increases our editorial, production and other costs. These higher costs,
when added to the loss of foreign sales revenue, lead to higher U.S. prices. Moreover, students
and educators around the world often want the U.S. version of the work, not a special

international version.

Notably, two members of the Court who participated in the majority opinion in Kirtsaeng,
Justices Kagan and Alito, indicated in their separate concurring opinion that the ruling was
essentially required, based on the Court’s earlier ruling in Quality King Distributors, Inc. v.
L’anza Research Int’l, inc., 523 U.S. 135 (1998), which held that the first sale doctrine limits the
applicability of the Copyright Act’s prohibition against unauthorized importation, and thus led
the Court in Kirtsaeng to “unavoidably diminish” the scope of that prohibition and “limit it to a

fairly esoteric set of applications.”

They explained that, had the earlier decision come out the opposite way, it would have
permitted a copyright owner to restrict the importation of copies irrespective of the first-sale
doctrine, enabling the copyright owner to segment markets through price differentials without
imposing down-stream liability on libraries or others who purchase and resell in the U.S.
physical copies of the works that were manufactured abroad. Their concurrence, along with
the dissenting opinion of Justices Ginsburg, Kennedy and Scalia, invites Congress to clarify the
importation right and reaffirm the traditional interpretation of the first sale doctrine’s effect as

being one of national exhaustion, not international exhaustion.

Consistent with the concurrence of Justices Kagan and Alito, Wiley recommends that Section
602(a)(1) of the Copyright Act (as amended) be revised to clarify that “importation” is not
simply a synonym for “distribution,” and that the copyright owner’s right to control importation
is a critical aspect of U.S. international trade law and policy which, unlike the right to control
the distribution of copies within the U.S., is not subject to the application of the first sale

doctrine. Importation is a distinct type of distribution and an action that should be regulated
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under the Copyright Act without limitation by the first sale doctrine. That is because Section
109, which codified the first sale doctrine, deals with selling or otherwise disposing of copies,

but does not address importing them.

The reference to Section 106 in Section 602(a)(1) should be eliminated so that the language
would make clear that the unauthorized importation of copies that “have been acquired
outside the United States is an infringement of the copyright owner’s right to import or
authorize the importation of such copies or phonorecords.” The first sale doctrine would then,
as a general matter, apply to copies “lawfully made under this title” without regard to the place
of their manufacture, whenever the owner of such copies sells or otherwise disposes of
possession of them. It would not provide a defense, however, to the unauthorized importation

of such copies.

In Section 602(a)(3), Congress provided for exceptions to the right to control unauthorized
importation, such as importation of copies “for private use” and “not for distribution,” in order
to avoid adverse impacts on certain U.S. importers. The Kirtsaeng decision renders these
exceptions essentially meaningless, since they are now subsumed in the new “rule” that non-
pirated copyrighted works manufactured and sold anywhere in the world can now be imported

into the U.S. without limitation.

Congress could consider whether reasonable limitations and exceptions, in addition to those
already set out in Section 602(a)(3), are necessary and appropriate to mitigate concerns about
possible adverse impacts on, for example, libraries and museums in the U.S., while still
providing copyright owners with the legal basis for managing unauthorized importation that
was the entire purpose of Section 602(a){1). It should be noted, however, that the concurring
opinion of Justices Kagan and Alito explains that such a clarification, as recommended above,
would “target unauthorized importers alone” and not the libraries, used-book dealers,

technology companies, consumer-goods retailers and museums whose asserted “parade of
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horribles” that might have resulted from a contrary ruling so significantly influenced the

majority opinion and the Court’s split decision.

Although the specific issue considered in the Kirtsaeng case was whether the reference in
Section 109(a) to copies “lawfully made under this title” carried with it an implied geographic
limitation to copies made in the U.S., Congress need not change Section 109(a) to expressly
create such a limitation. While that would have the desired effect of reinstating the right of
copyright owners to control unauthorized importation of at least some copies of their works, it
could have unintended consequences, including providing an incentive for U.S. entities to
manufacture their products outside the United States. Instead, changes to Section 602(a)(1)
can accomplish the goal of restoring meaningful rights to control unauthorized importation

without creating such risks.

At Wiley, we have succeeded in developing markets around the world for knowledge-based
content which educates communities and disseminates this country’s values. The expansion of
the effect of the first sale doctrine from national exhaustion to international exhaustion
severely disrupts ongoing operations, undercuts decades of investment and limits our potential
to expand our global footprint. | urge Congress to return the U.S. copyright system to its pre-
Kirtsaeng state by clarifying longstanding Congressional intent through an amendment to

Section 602(a)(1) of the Copyright Act.

DIGITAL FIRST SALE

The expansion of the effect of the first sale doctrine from national exhaustion to international
exhaustion is causing unintended adverse consequences for buyers, sellers and creators of
content in tangible forms, such as books. There are also proposals to extend the first sale
doctrine to digital copies of copyrighted works, ignoring widespread market trends and
consumer preferences favoring access rather than ownership models, as well as the critical

differences between physical and digital copies.
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Wiley believes that creating a “digital first sale” would undermine existing businesses and halt
the development of new businesses that use licensing to offer consumers an unprecedented

variety of ways and price points for accessing and using creative content.

For example, in 2007, Wiley and four other key education publishers (Cengage Learning,
Palgrave Macmillan, McGraw-Hill and Pearson) founded CourseSmart to offer students,
teachers and educational institutions new ways to access digital textbooks anytime, anywhere,
in the form of short-term rentals, customizable coursepacks and accessible formats, all at

significantly less cost than the traditional purchase of a physical copy of the work.

A digital copy of a textbook has significantly different properties than a physical copy. Whereas
the transfer of a physical copy of a book places that book in the hands of the recipient and
leaves the original owner with no copy, perhaps requiring time and money, the transfer of a
digital copy can be instantaneous and virtually costless. Moreover, once transferred, the
physical copy will deteriorate over time, and will deteriorate more quickly the more often it is
used, whereas the digital copy does not deteriorate. There is no difference between a new and
a used digital copy: they complete directly in the marketplace. Lastly, producing multiple
copies of a physical book would be time-consuming and expensive, but reproducing a digital

copy takes little more than the click of a button.

This is true despite the claims that there are technological means of ensuring that the party
who transfers a digital copy immediately deletes it and retains no copies. A robust technology
of this sort would be difficult to develop and police, without seriously intruding on personal
privacy, and would likely be continually subject to circumvention in the rapidly evolving digital

realm.

License-based business models like CourseSmart pass the benefits of digital course materials,

such as portability and durability, on to consumers such as students and teachers in a variety of
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cost and access models that would be significantly undermined, if not impossible to sustain,

under an ownership-based model subject to the digital first sale doctrine.

In 2001, the Copyright Office produced a report for Congress analyzing the first sale doctrine in
detail, including the implications of extending it to digital content transferred electronically.
The Office concluded that the first sale doctrine should not apply in the digital world because
doing so would unreasonably jeopardize copyright’s fundamental goal of promoting the

creation and dissemination of new content. That conclusion remains valid.
| recommend that Congress reject any proposal to extend the first sale doctrine to digital
copies, in order to guard against adversely impacting thriving new digital markets and business

models and inhibiting the development of new ways to disseminate digital content to users.

Thank you.
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Mr. GOODLATTE. Mr. Ossenmacher, welcome.

TESTIMONY OF JOHN OSSENMACHER, FOUNDER AND
CHIEF EXECUTIVE OFFICER, ReDigi

Mr. OsSENMACHER. Thank you, Chairman and Ranking Member
Nadler and other Congressional members.

Thank you for the opportunity to testify today before the Sub-
committee on an issue of significant importance to the American
economy and culture and to approximately 200 million Americans
who buy digital goods.

I am the founder and CEO of a company called ReDigi. Our com-
pany has been on the front lines of digital copyright and first sale
doctrine, which this panel is addressing.

For those of you who are not aware of it, ReDigi started techno-
logical initiatives about 5 years ago and launched its service just
over 2 years ago.

Our company has built an innovative mechanism that verifies
digital ownership and authenticity. We then built a technology-en-
abled marketplace that allows users to transfer title of their law-
fully acquired preowned digital goods to a willing buyer or charity
without making copies.

American consumers have responded to ReDigi enthusiastically.
They do so because of the frustration they feel, that we all feel,
when we buy digital goods. When we buy a digital song from
iTunes or an eBook from Amazon, we expect the same deal we
have always been offered when we buy a physical book or song: to
own the song or book until we are done with it and take advantage
of the free market to resell it, donate it, or give it away.

Yet this deal isn’t available to us from digital vendors today. So
ReDigi was created to give consumers that option for digital goods
and to ensure that first sale doctrine, the right to sell what you
have purchased, a fundamental principle from early common law
and a long mainstay of commerce, lives into the digital age.

Every year, American consumers lose billions of dollars in resale
value because digital goods they lawfully purchased remained
locked up on devices without a mechanism to permit them to resell
or donate the books or music they no longer want simply because
the goods are in digital form. That is wrong.

During the 106 years since the first sale doctrine was applied by
the U.S. Supreme Court in a case involving the resale of books, the
combination of case law and statutory law worked well. The bal-
ance between consumers and copyright holders began to tilt away
from consumers. Consumers found they could no longer make use
of software they thought they owned.

The same thing is happening now with digital books and music.
Consumers are given the option to buy music, movies, and books
on the screen and the “buy” button looks identical for digital and
physical items alike. But in largely unintelligible legalese that no
one reads, the rights of ownership are watered down or, worse, dis-
solved altogether. Content holders are attempting to take away a
fundamental consumer choice by styling what they call long-term
leases, or licenses, into their less-than-forthright marketing strate-
gies.
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If the consumer wants a lease, that is fine. But ownership has
always been and always should remain an option. More impor-
tantly, if a transaction involves an upfront payment for a digital
good, not limited in time, then it should be considered a sale. The
European Court of Justice took exactly this approach to apply the
principle of copyright exhaustion to cases in which a publisher
sought to prevent sales of software originally licensed.

The first sale doctrine is premised on a simple concept: You
bought it, you own it. And has never concerned itself on the issue
of ownership with a specific format or technology, nor with the con-
dition of the goods being sold. It establishes the legal and common-
sense principle that the creator deserves to be paid once, and then
the buyers and subsequent buyers have the right to resell that
good, to donate it, to give it away, without further compensation to
the copyright holder.

This is the status quo. It is not an extreme position. It is a log-
ical, conservative position. It applies to every other type of good.
The reason it applies to those goods are the same reasons that
should apply here as well. I am always surprised when I hear, un-
like paper, a book or physical medium, digital, does not get old, so
we cannot allow a used market. Friends have purchased used dia-
monds for fiancés. From what I have been told, none of the fiancés
objected. The diamonds are as perfect as they were they were first
cut. Should we no longer allow a used jewelry market because the
quality is too good? And, unlike books or music, the diamonds al-
ways remains in favor, regardless of the cut; whereas, with the
passage of time, books, songs, may be outdated because culture has
shifted, not because the paper has become tattered or yellowed or
the vinyl scratched. It is the copyright item that has aged, not the
method of delivery.

Those who claim first sale for digital goods would destroy the
publishing industry because digital material does not deteriorate
and fail to take into account an obvious and simple truth: the sec-
ondary markets have always existed and have always supported
primary markets.

Mr. GOODLATTE. Thank you, Mr. Ossenmacher.

[The prepared statement of Mr. Ossenmacher follows:]
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Extended Oral Stalement

Chairman Coble, Ranking Member Nadler,

Thank vou for the opportunity to testity today before vour Subcommittee on an issue of significant importance to the
American cecononiy, culture and to approximately 200 million American consumers.

[ am the founder and CI!() of a company called ReDigi. Our company has been on the tront lines of digital copyright and
first sale doctrine, which this panel is addressing. I'or those of vou who are not aware of it, ReDigi, largely an MI1 based
team, started its technological initiatives about 3 years ago and launched its service just over two years ago.

Our company has built an innovalive mechanism thal verifies digital ownership and authenlicity of a users digital goods
(kind of a CST for digital data) we then built a technology enabled marketplace that allows users to transfer title of their
lawfully acquired, pre-owned digital goods to a willing buyer or charity without making copies.

Since our launch, American consumers have responded to ReDigi enthusiastically and signed up for our platform. ‘They do
s0 because of a frustration that they feel — that we all fecl — when we buy digital goods. When we buy a digital song from
iTunes or an c-book from Amazon, we expeet the same deal we've always been offered — to own the song or book until
we'te done with it and then to take advantage of the free market and rescll it, donate it, or give it away. Yot these digital
vendors don't olfer us that deal anymore; there may be a “buy ™ or “rent” bution but there 15 no “resell” or “donate™ butlon.

ReDigi was invented to give consumers that choice and that option for digital goods and to ensure that the first sale doctrine
lives on into the digital age. Livery vear, American consumers losc billions of dollars in resale valuc because digital media
they lawfully purchased remains locked up in devices they own and they do not have a mechanism resell or donate the
books or music they no longer want simply because the content is in digital form. That is wrong.

During the 106 years since the I'irst Sale doctrine was approved by the LS. Supreme Court in a case involving the resale of

books, the combination of court rulings and law worked well for the first 70 years or so. Then the balance between
consumers and copyright holders began to tilt away from consumers, slightly at first, then meore drastically as digital
material like software began to become more common. Consumers found they no longer could make use of the software
they thought they owned -- they were told they could only leasing it, and otten had no choice in doing so

The sume thing 1s happening now with digital books and music. Consumers are given the oplion Lo “buy” music, movies,
and books on their computer sereen the buy button looks the sume [or digital and ph | items but 1n the largely illegible
legalese (that no one reads) the rights of ownership are watered down or worse, dissolved all-together [or e-books and
digital downloads.

Studies show consumers believe that they own whal they buy when downloading. Content producers are aliempling o lake
away a [undamental consumer choice by styling what they call a long term lease/license nto their less than forthright
markeling slralegies

If the consumer wants a lcase, and any benefits that might come with it, that's finc. But ownership has been and should
always remain an option as well.

The First Sale doctrine 1s premised on a simple coneepl — you bought it, you own il — and 10 has never concerned itsell with
a specific format or technology, nor with the condition of the goods being resold. It establishes the commonsense principle
that the creator deserves to be paid once, and then the owners, and subsequent owners, have the right to resell that good, to
donate it or to give it away.

It is not an extreme position to advoecate that "vou bought it, you own it." It is a logical, conscrvative position that adheres
1o the long-standing prineiples of law. It applies in every other type of good: 1t should apply here as well

ReDigi has made progress over the years, and is loved by consumers and creators alike but our service has had its
challenges as well as litigation from rights holders. It is those issues, and the industry created lack of clarity that | would
like to bring to your attention,
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It a consumer legally buys something do they have the right to dispose of it. donate it, resell it? The answer has historically
been a resounding ves. ‘The status quo for consumers, creators and holders is ves, consumers have had the absolute right
under title 17 to resell, donate or even destroy the copyright works that thev have lawtully acquired. What then is at issue?

The ability to disposc of copyright goods has always been the consumers right and has always been transparent to the
method of delivery of the copyright works, ic: paper, vinyl, tape, magnetic disk. Why now is the method of delivery which
has nothing at all o do with the copyright and is wholly scparate from copyright just as patenls/inventions are separale [rom
copyrights, why now 1s the method of delivery, being considered at issue with copyright law in such a way as 1l 1t 1s parl of
the copyright itsell which, il (act, it is not?

As credible as it may sound by stating that technology has made it casicr to piratc copyright works and therefore copyright
exclusions need to be changed it is a “red-herring™ a mere smokescreen, laws already exist to punish offenders and we have
all scen and read about some of the cascs to which I am referring, what is really being attempted is to exclude the digital
method of delivery [tom litle 17 which would direetly diminish consumers nghts and the ability 1o proteet the works [rom
removal or deletion by societies and or government’s. The exclusion of digital from Title 17 would be no difTerent than the
taking away of any properly right from Americans simply because tlechnology has changed and even improved our way of
hife.

But with digital the consumer can cheat the system? I believe the answer lhere is that copyright law alreadv has many
stringent enforcement components, as a matter of fact, copyright violations carry penalties often more stringent that criminal
oncs. So the argument that the casc of copying a digital file is a rcason to take away the rights from law-abiding citizens is
preposterous. Ease of access actually improves distribution and a sharing of artistic expression, it is the lack of value, the
Tact that 1f ttle 17 excludes digital that would cause greater 1ssucs with proteelion as consumers would [eel cheated and why
should they protect something that has no value. CD’s are digital and actually are less protected than downloads and they
are nol excluded from Title 17

Those who object and claim that first salc for digital goods would maim the publishing industry becausc digital material
doesn't deteriorate fail to take into account three simple truths. One: technology changes and eventually becomes obsolete
Has anyone listened (o an cight-track tape or casseite lately? Or ired o run a sollware program from the 1990s [or that
matter?

Tn summary: secondary markets have always exisled. They play an important parl in our economy; some people jusl
cannot afford to buy new, some people buy knowing that what they own has resale or donation value, should these people
be alienated and neglected because of technelogical advancement? We think not.

Digital media 1s a multi-billion dollar a year industry, companics wanls & bigger picee of the pie, greater profits, less cost
The people want the ability to choose, the abilily lo own property/media, basicully whal they have always had, the people
are not lrying to change the rules or o make the playing ield less level, the people are accustom to the status quo of media
ownership, resale, donation, gitting, etc. there fore on behalf of consumers everywhere we ask that you do all in your power
to insure these ownership/property rights and copyrights and exclusions remain mutually protected.

It 13 historically apparent that the intent of the law 1s o have all Copynght goods protected regard of their delivery [ormats.
First sale 1s not aboul the medium in which a work is held: it 1s about the exhaustion of the owner’s rights upon the
collection of the [irst payment in consideration of a sale, or even a transfer of a particular copy withoul payment. Ts a
copyright good any more or less protected merely because 1l 1s on paper, rather than on tape or on plasiic or on 4 magnetic
disk, cunvas or parchment? The answer 1s ol course nol.

The dis ion is not, should first sale be “cxtended™ to new forms or means of sale and distribution, but how do
policymakers and lawmakers maintain the status quo for all partics? The group includes the creators the owners and the
consumers i the marketplace, all of which must be served if the kind of balance and growth of the digital market
envisioned by copynight law it 1o be achieved.

Benefits of the First Sale Doctrine

‘The benefits of the first sale doctrine make a direct and significant impact in our countries financial well-being. Billions of
dollars in copyright goods are transacted by consumers each quarter, the ['irst Sale Doctrine is what allows this secondary
market to tlourish and for consumers to be able to realize the value of their property and to buy and sell and then buy again.
As commerce becomes more and more electronic the impact of lVirst Sale on our countries fiscal growth will be critical. Any
change in the status que that would prevent or limit consumers from being able to realize the value of their property through
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digital resale will be a significant and direct blow to our economy.

At present there are minimal benefits being realized: the few copyright menopolies that exist are doing a good job at
swaying the legal system in an effort to control their revenue streams while stifling creativity and preventing the lair trade
of digital goods in America. Currently, these organizations are resisting any attempt to allow consumers to realize the value
of their digital property and at the same time they are controlling and suppressing the rights of the actual creators.

The potential for benetit, how by including digital commeree, is cnormous. The secondary market in physical objc
online and off, far exceeds the size of the market in new object transactions, and buying and sclling goods is a way of lifc
for most all Americans. Used Books, CDs LPs, video games, soflware, cducalional malerials, artwork, and goods of almost
every other kind are an important part of our everyday commerce. [Tundred’s of billions of dollars of used physical goods
are transacted each year between buyers and sellers

Attorney Seth (rreenstein, writing in Fortune, regarding digital resale, said: "'I'he economic implications of the first sale
doctrine are enormous. According o Commerce Department (igures, video rental in the United States 1s a $9.5 billion
industry. Video game retailer GameStop (GME) reported nearly $2.4 billion in 2009 revenue from used game sales
Considering that, in just a few years, Apple (AAPL) has sold more than 10 billion music downleads, 3 billion apps, and 375
million television episodes, the future impact of the first sale doctrine could be huge.”

‘That should be an indication of the demand. Companics like cBay, Amazon (and others like them) which also scll used
things, and cvery used bookstore and clothing store, “previously owned” car lot, cte., in the country show there is a thriving
sccondary market coonony.

The existence and sales of those stores, much less vard sales, which exist but probably can't be quantified, answers the last
part. Everything else can be resold. Obviously, consumers are not reaping the benefits in the digital marketplace because of
the perception that the law restricts the used market.

This begs the question, why are the benefits of the right of secondary sale, thal are applicable o each and every other
category ol propertly in America, polentially being discriminated against and withheld [rom digilal commerce? Where does
the First Sale Doctrine exclude, prejudicially, digital goods?

By correcting and clarifying diital as part of Copyright law and the L'irst Sale Doctrine the lepitimate interests of the
creator, the copyright owner, the purchaser, and the interest of socicty as a whole, a free and cfficient digital marketplace
will be realized and maximized. It is important to clarify that the tirst sale doctrine is independent of the medium of the
copyright material and applics 1o all transactions properly considered o be sales, regardless of how they may be
chaructenzed by the seller

The scecondary market provides an outlet for copyright goods ne longer used by their owner and provides valuc to that
person and at the same ime may muake a copyright good available to someone who may not have been able to purchase the
goods al the “new” price. A secondary market in digital will lessen the divide between (he haves and the haves-less and will
free up billions of dollars of currently locked up value on peoples personal compulers and devices

The opportunities for multiple use are severely limited

Amazon allows you to loan one hook one time only, for 14 days. It must be read cither on Kindle or on a device with the
Kindle software. Amazon has a Kindle Owners Lending Library, with the following terms: The Kindle Owners' Lending
Library 1s available to Amazon Pnme members—paid Amazon Pnme, paid Amazon Student, 30-day [ree tral, and
cuslomers receiving a (ree month of Prime benefits with a Kindle Fire device—who own a Kindle device. The Lending
Library features over 350,000 titles, including many New York Times be lers. Books borrowed from the Lending
Library have no due date and can be delivered to other Kindle deviees registered o your Amazon account.

Books that are borrowed rom the Kindle Owners' Lending Tibrary can be read only on Kindle devices. There are some
startups that want to get into the business, but none has made a splash. Scribd, the document service, has announced a plan
to get into the business as well.
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Apple does now allow lending and limited sharing is allowed within i'l'unes accounts.

As an additional point, there often seems to be an assumption that the first sale doctrine somehow implies a “fire sale” in
“used goods™; this is also incorrect. Not everyone buys “used” because it is “less-than-full-price”. Often older classics or
limited editions are worth substantially more than new versions; with today s lechnology this type of colleclability is also a
reality.

1t is ironic then that good companies like ReDigi who have made sure that legally obtained digital goods can be resold in a
v controlled manner have been sucd by monopolistic interests motivated by the same instinets that would close all used
record stores, flea markets and similar outlets for the legitimate resale of used goods. The justice system needs guidance to
prevent such injustices and the damage being caused Lo legilimale markel inlerests.

The Future of a Digital Sccondary Market

It the market does not currently provide such opportunities, will it do so in the near tuture? If not, are there alternative
meuns o incorporate the benefits of the [irst sale doclrine 1n the digital marketplace? [Tow would adoption of those
alternatives impact the markets (or copyrighted works?

Opportunities are extremely limited and complex today so, yes: let’s hope legal clarification will come from our lawmakers
in the near future to clarify our laws and to help prevent manipulation, in an ever increasingly digital world. Digital is just
another medium of delivery and it would appear that the Copyright Act would bencfit from an explicit recognition of first
sale principles in the digital context, especially given technology available today that facilitates compliance by users.

An updale 1o de-emphasize the role of “reproduction” in a controlled transfer of a digital good, not unlike that forged by the
European Courl of Juslice in its software decision, would go far to reinstate the legitimate balance between the copyright
owner’s interest and that of the consumer that characlerized the copyright world for all time before (he emergence of digital
commerce.

Such adoption/clarification of Digital First Sale, would greatly expand the markets for copyright works in all areas;
purchas sale, gifting, donation, ete. Ownership should be ownership and paper, plastic, disk or digital all should have the
same rights and opportunities in the marketplace. ‘T'o suggest alternatives is to divorce artificially the long-held right of
alienation of property from the essential bundle of property rights recognized by centuries of common law, to the great
detriment of both the creator and the consumer (even if it sometimes seems counterintuitive to copyright owners).

Certainly large companics recognize the potential for a digital sccondary market, as Amazon and Apple have filed for
patents (and Amazon has reecived one) for methods for a sceondary market.

Tn its application [or a patent (or a secondary market for digital objects, Amazon said

“As usc of digital objects increases, users may wish to transfer the digital objects to other users. These transters may include
a sule, a rental, a gill, 4 loan, a trade, ele. ... A sceondary markel which allows users o ellectively and permissibly (rans(er
‘used” digital objects Lo others while mamtaining scarcily is therefore desired ”

Apple has filed for a similar patent, also recognizing the potential benefits of such a system. | lowever, it is unlikely that
either will come to truition unless the law is changed to back to the first principles of first sale.

A Brief History of First Sale

The concept of First Sale was cstablished by the U.S. Supreme Court in Bobbs-Merrill v Straus in 1908, and codificd the
next year by Congress. Al the time, the law read, "“nothing in this Act shall be deemed to forbid, prevent, or restriet the
transfer of any copy of a copyrighted work the possession of which has been lawlully obtained.”

The big change came in 1976 when the law was rewrilten (o eenter on the owner of the copy. Sce. 109 delines [irst sale
"... the owner of a particular copy or phonorecord law(ully 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.”

University of North Carolina Law Professor Anne Klinefelter, writing in Information Outlook in May, 2001, described what
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came next: "When software entered the picture and was recognized as a proper subject for the copyright, copyright owners
focused new energies on avoiding the first sale doctrine’s limitations on their control aver each copy sold.

Tn 1990 Congress passed the Soltware Rental Amendments Act in response (o soltware publishers” concerns that sales of
their products were diminished by the development of a secondary market that would rent the software to other users. This
amendment narrowed first sale rights significantly by forbidding the renting or lending of computer programs, providing an
exception only for nenprofit libraries serving a nonprofit need.”

The test case came the next vear, in Step-Saver Data Sys., Ine. v. Wyse Tech, in the Third Cireuit U.S. Court of Appeals.
On the surlace, the case deall with box-lop licensing of software, butl the court also made an astule observation about the use
of licenses: "When these form licenses were first developed [or sollware, it was, in large part, o avoid the [ederal copyright
Jaw first sale doctnne."

‘I'he cowrt wrote: "By characterizing the original transaction between the software producer and the software rental company
as 4 license, rather than a sale, and by making the license personal and non-translerable. sollware producers hoped Lo avoid
the reach of the first sale doetrine." 7

‘I'he result is the system of e-books and digital music that we have today. Where some sellers of digital music and e-books
surreptitiously characterized their products as licensees, although few people had any idea that it was not a normal and
typical purchase.

The Turopean Court of Justice in the Oracle casc said that copyright holders who “license™ downloaded software without a
time limit on usc arc deemed to “scll™ it, leaving the purchaser free to re-sell it as long as the purchaser takes necessary
sleps Lo destroy any additional copies. In shorl, the Court recognized the applicability of the exhaustion prineiple o
downloaded sollware, without erecling an insurmountable lechnological obstacle o the “reproduction” deemed 0 occur in
the acl of effecting the transler. Rather, pay for a single instance, sell a single instance, pay (or mulliple instances, and sell
multiple instances. Furopean creators and consumers have welcomed this clarification of digital rights and significant
increases mn revenue are expecled for all. The secondary market always has supported the primary markel--market dynamics
101

Because the "seller” controls the content, situations can arise as in 2009 in which Amazon deleted copies of (George Orwell's
"1984" on the Kindle devices of customers. After an outery, Amazon said it wouldn't do such a thing again.

Yet, a similar casc cmerged in Burope in which a woman in Norway, where Amazon did net operate, purchasced a Kindle in
the UK. When the deviee acted up, Amazon replaced it once. When the replacement developed a problem, she tried again
and (ound her account, and all her books, had been wiped out for an unexplained violation of Amazon's policies

Clearly, that could not have happened il she owned the books on the device. Tnstead, she was an unwilling lessee

Clearly, as the companies (ry lo amend the law with their own versions/agreements the secondary markel including digital
music or e-books 1s at risk. Reverling to the 1908 definitions would be one way 1o do it. Another would be to adapt (irst-sale
requirements o meet the expectations of consumers. [ a consumer wishes (o lease, he may do so. I she wishes to buy, she
may do so. [t is technically possible to do those things easily enough, and to make certain the original copy is deleted it
indeed there is a sale. 13ut make sure that it is transparent to the consumer what they are actually getting and make sure that
whatever it is complies with the law.

Such a protocol would have a positive affect at all on the markets tor copyrighted works. As shown, the sccondary market
for vidco games is going strong, as is the original sale of gamies, which is actually supported by wealth created by the
consumer’s sceondary sale. A healthy secondary market would develop just as 1t has in books or in physical music CDs.

Concerns that clectronic content does not degrade over time, particularly when concerning e-books, arc misplaced. The
content may not degrade, but public tastes change. A book or song popular today will be an alterthought next year —-cxeepl

to the person looking for it or the person looking to sell it and nowhere in copyright law was condition contemplated

Consideration of New Technol

oies

‘The fundamental issues in the Green Paper inquiry are what has changed since the Copyright Office’s 2001 report and, as
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importantly, what has not.

Yes, there are substantial changes in technological capabilities. However, the Copyright Office may have been under-
reaching in 2001 by simply not clarifying that digital delivery of a copyright good carries all of the same protections and
exclusions as a physical delivery method and cleaning up definitions like reproduction and phonorecord.

‘Ihis would have helped prevent special interests from creating contusion regarding those terms and as to how they should
be interpreted in the digital age.

And yes, lechnology has evolved significantly in the past 12 vears in such a way thal business and socicly are even more
able (o provide copyright proteclions o digital goods thal are (ar supenor o even those prolections available for their non-
digital counterparts. Tt is important (o note that the lact remains; existing law provides ample remedies Lo discourage piracy
without the need to erect artificial barriers 1o a legitimate secondary markel where participants can innovate and implement
systems to prevent copyright abuse.

Furthermore, systems now exist that allow digital [iles (o be secured without device digital rights management (DRM)
schemas and provide the transfer of single instances of those protected files, while rendering ancillary copies inaperable.
l.imited editions are a reality now. l'orensic analysis for removal of pirated goods is a reality now., as well as, technologies
that provide ongoing menitoring of resold items.

Instantancous transactions, where copics arc never madc as part of a transaction between a buyer and scller, eliminated the
need for old-fashioned “forward and delete” methods. The technology deseribed is in use and cxists today that has surpassed
the forward and delete methods.

Al the same lime. the market place has clearly changed since the original report. Digital malerials are now mainstream
Music and books in digital form have become the norni. In that sense, they deserve to be treated much as a book was in the
original [irst sale cuse, Bobbs-Merrill.

T.ook at the trends over the years. When the 2001 report was issued, compact dises (CD) accounted for almost 94 percent of
revenues in the music business. The cassette was in the final throes of its demise. Downloading of singles and albums wasn't
even a blip on the charts, according to data compiled by the Recording Industry Association of America (RIAA). It wasn't
until 2004 that downloading even appeared, and the downloading of singles accounted for 1.1 percent of revenue, and
downloading of albums for 0.4 pereent.

The Intemational Federation of the Phonographie Industry (IFPI) m 2004 1ssued its [irst “Online Music Reporl.” Once
highlight was the 2003 emergence ol 1Tunes, which sold 25 million downloads by mid-December of that year. Ten years
later, customer have downloaded 25 billion songs worldwide. The IFPT reported there were between 400,000 and 500,000
tracks availablc to consumers. Now, consumers have a choice of 26 million — and that is from iTunes alone.

As a resull of the growth in legal downloading sources, the technology by which consumers received music continued to
evolve. Casselles disappeared. Tn 2010, CDs for the [irst time accounted for less than half of industry revenue. Tn 2012, CDs
accounted for 35.8 percent of revenue, while downloaded songs were 23 percent and downloaded albums were 17.1 percent.
Streaming entered the picture in 2003, and now accounts for 8.1 percent of revenue.

‘The RIAA reported that U.S. revenue from digital formats passed the $4 billion mark in 2012, accounting for about 60
pereent “Industiy revenues from digital formats continued to grow, and in 2012 surpassed $4 billion for the first time,
accounting tor about 60 pereent of the total market in the U.S. After having crossed the 50 pereent mark the year before.
Digital downloads of sengs accounted for $2.9 billion in revenuce in 2012, while digital album downloads were just over §1
billion, according to RTAA's publication “News and Notes on 2012 RTAA Music Industry Shipment and Revenue
Statistics.”

The curve [or e-books is even steeper. According Lo the Association of American Publishers, digilal books accounted for
005% ol publisher net revenue in 2002, the year alter the Copynght Office report was issued

BBy 2009, digital trade books were only 7 percent of the total. [n 2012, after the introduction of many new tablets and e-
readers, e-books accounted for 22.55 percent of net revenue. The trade books sector, which includes adult fiction and non-
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fiction, young adult, children’s and religious books. was worth $7.1 billion last year.

‘Irends tor e-book reading are accelerating, according to the Pew Research Center. In a June 25, 2013 report, 23 percent of
Americans age 16 and over read an e-book in 2012, up from 16 percent in 2011. [or readers age 16-17, the percentage
doubled from 2011 to 2012, from 12 percent to 25 percent.

[n the public's mind, their digital music and e-books are interchangeable with traditional phonorecords and printed books,
and the copyright law should recognize that evolution and maintain that status quo.

At the same time as the consumer market and expectation have rapidly changed, certain technological realitics and their
accompanying statutes have not.

The Copynight Oflice was correct in 2001 o recognize thal a change was needed (o the delinition in Sec. 101. The Office
said: “We recommend that Congress enact legislation amending the Copyright Act o preclude any liability arising (rom the
assertion of a copyright owner's reproduction right with respect Lo temporary buller copies that are incidental 1o a licensed
digital transmission of a public performance of a sound recording and any underlying musical work.”

The recommendation was based on the completely sound observation that: “The economic value of licensed streaming is in
the public performances of the musical work and the sound recording, both of which are paid for. I'he buffer copies have no
independent economic significance.” A buffer copy is created every time anything is downloaded. [t exists for less than a
second, vet this ephemeral collection of bits is holding up the creation and development of vast new markets for the resale
of digital material that would benefit consumers and bookscllers alike.

As an integral part of recommending a new first-sale doctrine, the Office should again make its recommendations regarding
temporary bufler copics and a betler delinition of reproduction. This time, however, il should be m the context of the
creation of a new digital age in which commerce is conducted and include the technology sector in drafling these updated
nole sole the copyright sector that is looking only W protect their sell interest

Also in 2001 the Copyright Olflice observed that a digital transmission creates a perfect copy ol the work, which could both
negalively alfect the development of the digital marketplace and luel piracy

It has become quite obvious that any protection of copyright goods presumed to follow from the Copyright Office’s
recommended position proved to be wholly illusory; digital piracy in the past decade has been rampant with, for example,
numbers of greater that 80% of digital music downloads being from pirated sources.

The failure of the Copyright Act and its amendments to protect creators in the digital age by providing a mechanism of
“value™ for the digital goods being distnbuted 1 secondary transactions has proved, perhaps counter-intuitively. extremely
harm[ul Lo the creators (not necessarily the copynght owners who are most olten dillerent [rom the creators themselves).

Many file sharers have openly stated “Why should I buy it when as soon as I do, the file I purchase has zero cconomic
value.” Never belore m the history of properly in the United States has a group of powerlul monopolies so controlled the
legal rights of both crealors and consumers. Today Lhere is nol a balance between the interests of copynghl owners and
consumers (a hallmark ol every non-digital marketplace in copyrighted goods). Absenl digital st sale there is no Jonger
incentive for creators to create or buyers to protect their copyright goods in the current broken digital system.

A system where the few copyright mammoths are permitted to twist the infenr and interpretation of “reproduction” and the
common law of exhaustion—which is the carlicst enunciations of the first sale doctrine—they do so simply in order to
proteet their personal copyright monopolics in the rapidly expanding digital marketplace. This needs to be corrected.

Seetion ITI1. Title 17 allows digital [irst sule

There is no question that Title 17 even as written allows for first sale of digital goods. The underlined text proves that
conclusively.

HIGHLIGHTED POINTS IN: 17 U.S. Code § 109 - Limitations on exclusive rights: Effect of transfer of particular
copy or phonorecord
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(a) Notwithstanding the provisions of section 106 (3), the owner of a particular copy or phonorecord lawfully made under
this title, or any person authorized bv such owner, is entitled, without the authoritv of the copyright owner, to sell or
otherwise dispose of the possession of that copy or phonorecord. Notwithstanding the preceding sentence, copies or
phonorecords of works subject Lo restored copyright under section 1
of copyright or, with respect to reliance parties, before publication or service of notice under section 1044 (e}, may be sold
or otherwise disposed of without the authorization of the owner of the restored copyright for purposes of direct or indirect
commercial advantage only during the 12-month period beginning on—

A that are manufactured belore the dale of restoration

(1) the date of the publication in the Federal Register of the notice of intent filed with the Copyright OfTice under section
TO4A (d(2)A), or

(2) the date of the

1044 ¢

ipt of actual notice

whichever occurs first
®
M

(A) Notwithstanding the provisiens ol subscetion (4), unless authorized by the owners of copyright in the sound recording
or the owner of copyright in a computer program (including any tape, disk, or other medium embeodying such program), and
in the casc of a sound recording in the musical works embodicd therein, neither the owner of a particular phonorecord nor
any person in posscssion of 4 particular copy ol a compuler program (including any lape, disk, or other medium cmbodying
such program), mavy, for the purposes ol direct or indirect commercial advantage, dispose ol, or authorize the disposal of,
the possession ol that phonorecord or compuler program (including any tape, disk, or other medium embodving such
program) by rental, lease, or lending, or by any other act or practice in the nature of rental. lease, or lending. Nothing in the
preceding sentence shall apply to the rental, lease, or lending of a phonorecord for nonprofit purposes by a nonprofit library
or nonprofit educational institution. The transfer of possession of a lawtully made copy of a computer program by a
nonprofit educational institution to another nonprofit educational institution or to faculty, statt, and students does not
constitute rental, Icase, or lending tor direet or indircet commereial purposes under this subscetion.

(B) This subsection does not apply to—

(i) a computer program which is embodied in a machine or product and which cannot be copied during the ordinary
operation or use of the machine or product; or

(i1) a computer program embodied in or used in conjunction with 4 limited purpose compulter that is designed [or playing
video games and may be designed [or other purposes

(C) Nothing in this subscction affects any provision of chapter 9 of this title.
2)

(A) Nothing in this subscction shall apply to the lending of a computer program for nonprofit purposcs by a nonprofit
library, if cach copy ol a computer program which is lent by such library has allixed to the packaging conlaining the
program 4 wamning ol copynight in accordance with requirements that the Register of Copynghtls shall prescribe by
regulation

(B) Not later than three years atter the date of the cnactment of the Computer Sottware Rental Amendments Act of 1990,
and at such times thereafter as the Register of Copyrights considers appropriate, the Regi
consultation with representatives of copyright owners and librarians, shall submit to the Congre:
this paragraph has achieved its intended purpose of maintaining the integrity of the copyright system while providing
nonprofit librarics the capability to fulfill their function. Such report shall advise the Congry 0 any information or
recommendations that the Register of Copyrights considers necessary to carty out the purposes of this subscetiorn.

(3) Nothing in this subsection shall affect any provision of the antitrust laws. l'or purposes of the preceding sentence,
“antitrust laws” has the meaning given that term in the first section of the Clayton Act and includes section 5 of the I'ederal
‘I'rade Commission Act to the extent that section relates to unfair methods of competition.

(4) Any person who distributes a phonorecord or a copy ol a compuler program (including any tape. disk, or other medium
embodying such program) in violation of paragraph (1) is an infringer ol copyright under section 361 of this title and is
subject to the remedies set torth in sections 502, 503, 504, and 503. Such violation shall not be a criminal offense under
section 506 or cause such person to be subject to the criminal penalties set forth in section 2319 of title 8.




30

Ossenmacher lestimony page 10

(¢) Notwithstanding the provisions of section 106_(5), the owner of a particular copyv lawtfully made under this title, or any
entitled, without the authority of the copyright owi to displav that copy publicly.
either directly or by the projection of no more than one image at a time, to viewers present at the place where the copy is
located.

erson authorized by such owne

(d) The privileges preseribed by subscetions (a) and (¢) do not, unless authorized by the copvright owner, extend to any
person whe has acquired possession of the copy or phonorecord [rom the copvrighl owner, by rental, lease, loan, or
otherwise, withoul acquinng ownership ol il.

(e) Notwithstanding the provisions of sections 106 {4) and 106 (5), in the case of an electronic audiovisual game intended
for usc in coin-opcrated equipment, the owner of a particular copy of such a game lawtully made under this title, is cntitled,
without the authority of the copyright owner of the game, to publicly perform or display that game in coin-operated
cquipment, except that this subscetion shall not apply to any work of authorship cmbodicd in the audiovisual game if the
copyright owner of the clectronie audiovisual game 1s not also the copyright owner ol the work ol authorship.

(Pub. L. 94-553 title 1, § 101,0ct. 19, 1976, 90 Stat. 254%; Pub. L. 98450, § 2,0ct. 4, 1984, 98 Stat. 1727; Pub. L. 100—
617, § 2,Nov. 5, 1988, 102 Stat. 3194; Pub. L. 101-650, title VILL, §§ 802, 803, Dec. 1, 1990, 104 Stat. $134, 5135; Pub. L.
103-465, title V, § 514(b),Dec. 8, 1994, 108 Star 49%1; Pub. L. 105-80, § 12(a)(3),Nov. 13, 1997, 111 $tar. 1534; Pub 1..
110-403, title 11, § 209(a)(1),0ct. 13, 2008, 122 Star. 4264.)

ITistorical and Revision Notes
house report no. 94-1476

Effect on Further Disposition of Copy or Phonorecord. Section 109 () restates and confirms the principle thal, where the
copyrighl owner has translerred ownership ol a particular copy or phonorecord of a work, the person (o whom the copy or
phonorecord is transterred is entitled to dispose of it by sale, rental, or any other means. Under this principle, which has
been established by the court decisions and section 27 of the present law |section 27 of former title 17]. the copyright
owner’s exclusive right of public distribution would have no effect upon anvone who owns “a particular copy or
phonorceord lawfully made under this title” and who wishes to transter it to someonce clsc or to destroy it.

Thus, for example, the outright sale of an authorized copy of a book (rees 1t [rom any copyright control over ils resale price
or other conditions of its future disposition. A library that has acquired ownership of a copy is entitled to lend it under any
condilions it chooses to impose. This does not mean that condilions on [uture disposilion of copies or phonorecords,
imposed by a contract between their buyer and seller, would be unenforceable belween the parties as a breach of contract,
but it does mean that they could not be enforced by an action for infringement of copyright. Under section 202 however, the
owner of the physical copy or phonorecord cannot reproduce or perform the copyrighted work publicly without the
copyright owner’s consent.

To come within the scope of section 109 (), a copy or phonorecord must have been “law(ully made under this title.” though
nol necessarily with the copyright owner’s authorization. For example,_ any resale of an illegally “pirated” phonorecord
would be an infringement, but the disposition of a phonorecord legally made under the compulsory licensing provisions of
section 113 would not.

Efleet on Display o Copy.Subscetion (b) ofscetion 109 deals with the scope of the copyright owner’s exelusive right to
control the public display of a particular “copy™ of a work (including the original or prototype copy in which the work was
first fixed). Assuming, for example, that a painter has sold the only copy of an original work of art without restrictions,
would il be possible [or him Lo restrain the new owner from displaying il publicly in galleries, shop windows, en a projeclor,
or on (elevision?

Section 109 (b} adopts the general principle that the lawful owner of a copy of a work should be able to put his copy on
public display without the consent of the copyright owncer. As in cases arising under scetion 109 this docs not mean that
contractual restrictions on display between a buyer and scller would be unenforeeable as a matter of contract law.

‘I'he exclusive right of public display granted by section 106 (3) would not apply where the owner of a copy wishes to show
it directly to the public, as in a gallery or display case, or indirectly, as through an opaque projector. Where the copy itself is
intended for projection, as in the case of a photographic slide, nepative, or transparency, the public projection of a single
image would be permitted as long as the viewers arc “present at the place where the copy is located.”

On the other hand, section 109 (b) lakes account of the potentialities of the new communications media, notably television,
cable and optical transmission devices, and information storage and retrieval devices, for replacing printed copies with
visual images. First of all, the public display of an image of a copynghted work would not be exempted [rom copyright
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control it the copy from which the image was derived were outside the presence of the viewers. In other words, the display
of a visual image of a copyrighted work would be an infringement if the image were transmitted by any method (by closed
or open cirenit television, for example, or by a computer system) from one place to members of the public located
elsewhere.

Morcover, the exemption would nd only to public displays that are made “cither direetly or by the projection of no more
than one image al a me.” Thus, cven where the copy and the viewers are located at the same place, the simullancous
projection of mulliple images of the work would not be exempled. For example, where each person in a lecture hall 1s
supplied wilh a separale viewing apparalus, the copyright owner’s permission would generally be required in order to
project an image of a work on each individual sereen at the same time

‘Ihe committee’s intention is to preserve the traditional privilege of the owner of a copy to display it directly, but to place
reasonable restrictions on the ability to display it indirectly in such a way that the copyright owner’s market for reproduction
and distribution of copies would be affected. Unless it constitutes a fair use under section 107, or unless one of the special
provisions of scetion 110 or 111 is applicable, projection of morc than onc image at a time, or transmission of an image to
the public over television or other communication channels, would be an infringement for the same reasons that
reproduction in copies would be. The concept of “the place where the copy is located” is generally intended to refer to a
situation in which the viewers are present in the same physical surroundings as the copy, even though they cannot see the
copy direetly.

Elfect of Mere Possession of Copy or Phonorecord.Subsection (¢) ofsection 109 qualilies the privileges specilied in
subsections (a) and (b) by making clear that they do not apply to someone who merelv possesses a copv or phonorecord
without having acquired ownership of it. Acquisition of an object embodying a copvrighted work by rental, lease, loan, or
bailment carries with it no privilege to dispose of the copy under section 109 {a) or to display it publicly under section 109
(b). To citc a familiar cxamplc, a person who has rented a print of a motion picture from the copyright owner would have no
right to ront it to somceonc clsc without the owner's permission.

Burden of Proof in Infringement Actions. During the course of its deliberations on this section, the Committee’s attention
was directed to a recent court decision holding that the plaintiff in an infringement action had the burden of establishing that
the allegedly inlringing copies in the defendant’s possession were not law[ully made or acquired under section 27 of the
present law |section 27 of former title 17| American International Pictures, Inc. v. Foreman, 400 F.Supp. 928
(8.12.Alabama 1975). The Committee believes that the court’s decision, if followed, would place a virtually impossible
burden on copyright owners. The decision is also inconsistent with the established legal principle that the burden of proof
should not be placed upon a litigant to cstablish facts particularly within the knowledge of his adversary. The detendant in
such actions clearly has the particular knowledge of how possession of the particular copy was acquired, and should have
the burden of providing this evidence to the court. It is the intent of the Committee, therefore, that in an action to determine
whether a delendant 1s entitled 1o the pnivilege established by scction 109 (8} and (b), the burden of proving whether a
particular copy was lawlully made or acquired should rest on the defendant.

References in Text

‘I'he date of the enactment of the Computer Software Rental Amendments Act of 1990, referred to in subsec. (b)(2)(B), is
the date of enactment of Pub. {.. 101630, which was approved Dec. 1, 1990.
The first scetion of the Clayton Act, relerred Lo in subsce. (B)(3), 15 classified o scetion 12 of Tille 15, Commerce and

Trade, and section 53 of Title 29, Labor. The tenm “anlitrust laws” is defined in section 12 of Tile {5

Section S of the l'ederal 1tade Commission Act, referred to in subsce. (b)(3), is classiticd to section 45 of Title 15,

Amendments

2008—Subsec. (b)(4). Pub. 1.. 110-403substituted “and 5057 for 303, and 509,

1997—=Subsce. (D)2HYB). Pub. L. 105-80substituted “Register of Copyrights considers appropriate™ for “Register of
Copyright considers appropriate”.

1994—Subsec. (a). Pub. L. 103-465inserted at end “Notwithstanding the preceding sentence, copies or phonorecords of
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works subject to restored copyright under section 1044 that are manufactured betore the date of restoration of copyright or,
with respect to reliance parties, before publication or service of notice under section 104A (&), may be sold or otherwise
disposed of without the authorization of the owner of the restored copyright for purposes of direct or indirect commercial
advantage only during the 12-month period beginning on—

“(1) the date of the publication in the Federal Register of the notice of intent tiled with the Copyright Office under seetion
1044 (D2)A), or

*(2) the date of the receipt of actual notice served under section 104A (d}2)(B3).
whichever oceurs [irst.”

1990—Subsec. (b)1). Pub. L. 101-630, § 802(2), added par. (1) and struck out former par. (1) which read as follows:
“Notwithstanding the provisions of subscetion (a), unless authorized by the owners of copyright in the sound recording and
in the musical works cmbodicd therein, the owner of a particular phonorecord mayv not, for purposes of direet or indirect
commercial advantage, disposc of, or autherize the disposal of, the possession of that phonorecord by rental, lease, or
lending, or by any other act or practice in the nature of rental, ¢, or lending. Nothing in the preceding sentence shall
apply 1o the rental. lease, or lending of 4 phonorecord for nonprofit purposes by a nonprofit library or nonprofil educational
institution.”

Subsec. (b)(2), (3). Pub. 1. 101630, § 802(1), (2). added par. (2) and redesignated former pars. (2) and (3) as (3) and (4).
respectively.

Subsec. (b)(4). Pub. L. 101650, § 802(3), added par. (4) sand struck oul [ormer par. (4) which read as [ollows: “Any person
who distributes a phonorecord in violation of clause (1) is an infringer of copyright under section 301 of (his ttle and is
subject o the remedies set forth in sections 302, . 504, 503, and 569, Such violation shall not be a criminal offense under
section 306 or cause such person to be subject to the criminal penalties set forth in section 2319 of title 18.”

Pub. L. 101650, § 802(1). redesignated par. (3) as (4).

Subsec. (). Pub. .. 101-650, § 803, added subsec. (e).

1988—Subsce. (d). Pub. L. 100-617substituted “(a) and (¢)” lor “(4) and (b)” and “copyright” [or “coynight™.

1984—Subsecs. (b) to (d). Pub. L. 98-450added subsec. (b) and redesipnated existing subsecs. (b) and (c) as (¢) and (d).
respectively.

Eftcctive Date of 1990 Amendment

Pub. L. 101-650, title VIIL, § 804.Dec. 1. 1990, 104 Stat. 5136, as amended by Pub. L. 1034
158 Stal. 4974, provided that:

5.title V. § 511.Dec. 8, 1994,

“(a) In General—Subject to subsection (b), this title |amending this section and enacting provisions set out as notes under
scetions 101 and 2035 of this title] and the amendments made in scetion 802 |amending this scetion] shall take cffect on the
date of the enactment of this Act [Dec. 1, 1990]. The amendment made by section 803 [amending this scetion] shall take
ctfect one year after such date of enactment.

*(b) Prospective Application.—Section 1G9 (b) of title 17, United States Code, as amended by section 802 of this Act, shall
not aftect the right of a person in possession of a particular copy of a computer program, who acquired such copy before the
datc of the cnactment of this Act [Dec. 1, 1990, to disposc of the posscssion of that copy on or after such datc of cnactment
in any manner permitted by section 109 of title 17, United States Code, as in effect on the day before such date of
enactment.

“(¢) Termination.—The amendments made by section 803 shall not apply Lo public performances or displays thal occur on
or alter Oclober 1, 1995

Lftective Date of 1984 Amendment

Pub. L. 98-450, § 4,0ct. 4, 1984, 98 Star. 1728, as amended by Pu
103182, title I11, § 332.Dce. 8, 1993, 107 Stat. 2114, provided that:

L. 100617, § LNov. 5, 1988, 102 Stat. 3194; Pub. L.

“(a) The amendments made by this Act |Jamending this section and section 113 of this title and enacting provisions set out as
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a note under section 101 of this title| shall take effect on the date of the enactment of this Act |Oct. 4, 1984/

“{b) The provisions of scetion 109 (b of title 17, United States Code, as added by scction 2 of this Act, shall not affect the
night ol an owner of a particular phonoreeord of a sound recording. who acquired such ownership before the date of the
cnactment of this Act [Oct. 4, 1984], to disposc of the po on of that particular phonorccord on or after such date of
cnactment in any manner permitted by section 109 of title 17, United States Code, as in effeet on the day before the date of
the cnactment of this Act.”

|Amendment by Pub. [.. 103-182to section 4 ofPub. [,. 98-450, set out above, effective on the date the North American
I'ree ‘Itade Agreement enters into force with respect to the United States [Jan. 1, 1994], see section 335 ofPub. L. 103-182,
sct out as an Liffective Date of 1993 Amendment note under scetion 1052 of Title 15, Commerce and Irade. |

Evaluation of Tmpact of Copyright Taw and Amendments on Electronic Commerce and Technological Development

Pab. L. 105-304, title [, § 104,Oct. 28, 1998, 112 Stat. 2876, provided that:

“{a) Evaluation by the Register of Copyrights and the Assistant Scerctary for Communications and Information.—The
Register of Copyrights and the Assistant Scerelary for Communications and Information of the Depariment of Commerce
shall jointly cvaluatc—

“(1) the ellects of the amendments made by this title [enacting chapter 12 of this title and amending sections 1031, 104,
104A. 411, and 507 of this title| and the development of electronic commerce and associated technology on the operation of
sections 109 and 117 of'title 17, United States Code; and

*(2) the relationship between existing and emergent technology and the operation of sections 109 and 117 of title 17, Uniled
States Code

“(b) Report to Congress.—The Register of Copyrights and the Assistant Scerctary for Communications and Information of
the Department of Commeree shall, not later than 24 months after the date of the cnactment of this Act [Oct. 28, 1998],
submit to the Congress a joint report on the evaluation conducted under subscetion (a), including any legislative
recommendations the Register and the Assistant Scerelary may have.”

The legal background and case analysis:

THE FIRST SALE DOCTRINE SHOULD PROTECT THE RESALE OF DIGITAL MUSIC AND OTHER
DIGITAL GOODS

It is ReDigi’s position that the I'irst Sale Doctrine should apply to digital music, books and other digital files in the same
way that it applies to physical goods. Similarly the Iirst Sale Doctrine should protect the provisioning of market place for
the re-sale of lawfully purchased digital music and other lawfully purchased digital goods, in the same way that the Lirst
Sale Doctrine protects second hand book or CD or record stores.

I FIRST SALE DOCTRINE APPLIES TO DIGITAL SOUND RECORDINGS

A “phonorecord” as defined in the Copyright Act includes digital music files and as such Section 109 should be applied to
digital Nles in the same way it is applied to traditional physical phonorecords.  Section 109 entitled “Timitations on
exclusive rights: Effect of transfer of particular copy or phonorecord” provides that notwithstanding the exclusive rights of
capyright owners:

the owner of a parlicular copy or phonerecord® 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

' Phonorecords are defined as “material objects in which sounds . . . are fixed by any method now
known or later developed, and from which the sounds can be perceived, reproduced, or otherwise
communicated, either directly or with the aid of a machine or device.” (Emphasis Added). 7d at §101.
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phonorecord. (Emphasis Added). See 17 1).8.C. §109(a).

‘I'here is no question that digital music files quality under the definition of “phonorecord™ in the Copyright Act.  Other
Courts have consistently premised lindings on the lact that digital music [iles were “phonorecords™ within the meaning of
the Copyright Act. See e.g. London-Sire Records, Inc. v. Doe [, 542 F. Supp. 2d 153, 171 (D. Mass. 2008) (“any object in
which a sound recording can be fixed is a “material object” . . . that includes the electronic files.”)

As such to the extent, digital music is purchased from an authorized retailer, such as iTuncs, in digital form. and becomes
the legal owner of a particular copy and/or phonorecord in digital form that person 1s the owner of a phenoreeord or
particular copy lawlully made under the Copyright Act. Thus in accordance with the provisions of Section 109, thal
individual is entitled to sell or otherwise dispose of Lhe possession of that phonorecord or that particular copy. See 17 11.8.C
§109

II. POTENTIAL INTERPRETATIONS OF THE COPYRIGHT ACT

On March 31, 2013, in the case Capitol Records, LLC v. ReDigi Inc., 12 Civ. 95, which is currently pending in the United
States District Court for the Southem District of New York, the TTonorable Richard T. Sullivan, by his Memorandum and
Decision on the parties cross motions for summary judgment, rejected Reldigi’s argument that its marketplace was protected
by the Virst Sale Doctrine. Specifically, Judge Sullivan found that “|bjecause the reproduction right is necessarily
implicated when a copyrighted work is embodied in a new material object, and because digital music files must be
cmbodicd in a new material object following their transter over the internet, the Court determines that the embodiment of a
digital music file on a new hard disk is a reproduction within the meaning of the Copyright Act.” 3/31/13 Memorandum and
Order at p. 6. The Court concluded that simee “ReDigr’s serviee violates . . . [the] reproduction right, the first sale defense
does not apply to ReDigi’s infringement of those nghts.” With respect (o the distnibution right the Court held and that
because by transferring a music file over the internet ReDigl necessarily ‘reproduces’ the phonorecord a music (ile migrated
through ReDigi 1.0 and sold on ReDigi is not “lawlully made under this tide”. 3/31/13 Memorandum and Order at p. 11.
Judge Sullivan stated as tollows:

[A] ReDigi user owns the phonorecord that was ereated when she purchased and downloaded a song [rom iTunes (o her
hard disk. But to scll that song on ReDigi, she must produce a new phonorccord on the ReDigi server. Because it is
therefore impossible tor the user to sell her “particular™ phonorecord on ReDigi, the first sale statute cannot provide a
detense. Put another way. the first sale defense 1s limited to material items, like records, that the copyright owner put into
the stream of commeree. Here, ReDigl 1s not distibuting such material 1lems; rather, 1t 1s distribuling repreductions ol the
copyrighled code embedded in new material objects, namely, the ReDigi server in Arizona and its users” hard drives.

3/31/13 Memorandum and Order at p. 12. The Court held that “Section 109(a) still protects a lawful owner’s sale of her
“particular”™ phonorecord, be it a computer hard disk, iPod, or other memory device onto which the file was originally
downloaded.” 3/31/13 Memorandum and Order at p. 13.

As noted by the District Court, “|t|he novel question presented in this action is whether a digital music file,
lawfully made and purchased, may be resold by its owner through ReDigi under the first sale doctrine™ . . . “courts have not
previously addressed whether the unauthorized transter of a digital music file over the Internet — where only one file exists
before and after the transfer — constitutes reproduction within the meaning of the Copyright Act.™ Order at 4-5.

ReDigi respeetlully disagrees with the Distriet Courl’s inlerpretation of the law, and plans o appeal the 3/31/13
Memorandum. However, in the event that other Courls make similar findings, it scems that the language of the Copyright
Act needs 1o be revised to account for lechnological advancements and changes in the way utilize and dispose of legally
purchased digital goods. Following the Court’s reasoning in Capitol Records, LLC v. ReDigi, Tnc., and each time a digital is
fixed on a different particular segment of even a single hard-drive a “reproduction™ is made. These processes occur
naturally during de-fragmentation and automatic organization processes. Utilizing such a hyper technical interpretation of
the exclusive right to “reproduce™ in a world where we often move our digital property to and from varions persenal devices
is absurd.  Similarly utilizing these detinitions to support the proposition that a consumers right to re-scll only allows them
to sell the physical hard drive onto which the file was originally downloaded no longer cffectuates the basic purpose of the
First Salc Doctrine.

‘The law is not static. 'l the extent that the Capyright Act is being interpreted in ways that give substantially more control
to copyright owners who distribute their works digitally, as opposed to physically, in an increasingly digital world, the law
should be revised or clarified so that it continues to effectuate its basic purpose, while taking into account changing
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technology and delivery methods.

1. THE RESALE OF DIGITAL MUSIC THROUGH THE INTERNET PROMOTES THE GOALS OF
COPYRIGHT LAW

Application of the [irst sale doctrine, as inclusive of the right o re-sell digital goods via the intemnel, is consistent with
overall purposes of the Copyright Act. The Constitution gives Congress the power to “promote the progress of science and
useful arts, by securing for limited times to authors and inventors the exclusive right to their respective writings and
discoveries.” U.S. Const. Art. 1, §8, ¢l. 8 “The limited scope of the copyright holder's statutory monopoly, like the limited
copyright duration required by the Constitution, reflects a balance of competing claims upon the public interest.™ See Sony
Corp. of Am., 464 U.S. at 432 (quoting Fox Film Corp. v. Doyal, 268 U.S. 123, 127 (1932)).

On one hand creative work should be encouraged and rewarded, but the motivations and incentives to create must ultimately
serve the cause of promoting broad public availability of literature, music and other arts. /d.  T'o this end although the
immediate effect of copyright law is to secure a fair return for creative labor, the “ultimate aim, is by this incentive, to
stimulate artistic creativity for the gencral public good.” fd. ‘The primary object of contferring a limited monopoly lics in
the “general benefits derived by the public from the labors of authors.” Jd

While authors are entitled o a Cair return for their ereative labor, their entitlement 1o the monopoly that provides that relum
is not unlimited. To the contrary, the exclusive nghts granted o authors must be limited in order W achieve the greater goal,
which is 1o enrich sociely as a whole. Tt is ReDigl’s position that ensuring that the First Sale Doctrine applies to the sale of
digital goods over the internet will help promote bath of these goals. Secondary markets for used goods increases access (o
works of art that have been put into the stream of commerce by the capyright owner, by allowing donation, re-sale and other
disposal, of used works at a decreased price. I[n addition. ensuring that consumers have the same rights in their digital
property as they do in their physical property, including that the work has value in resale, actually increases the perceived
valuc of digital goods as whole. Overall this incrcascs the cconomic bencefit that authors can reccive for the sale of their
works, as it increases the likelihood that consumers will legally purchase works rather than pirate those same works.
Allemnatively, 1 consumers do not have the sume rights (o use and dispose of digital goods as they have in their physical
goods, 1t creales the perception that those digital goods have less value and only re-enforees the attitude amongst some
consumers that piracy is acceptable

IV. ALLOWING THE FIRST SALE DOCTRINE TO APPLY TO DIGITAL GOODS SOLD OVER THE
INTERNET PROMOTES GOOD POLICY

‘Ihe importance of ownership rights and the limitations on the exclusive rights given to authors under the copyright act is at
the very heart of the First Sale Doctrine.  See Bobbs-Merrill Co. v. Straus, 210 U.S. 33 1 (1908). In Bobbs-Merill the
court noted that the copyright owner sold copies of the book in quantitics and at a price “satistactory to it” and when it did
s0 1t exereised its right to vend. 7d.

“T'o add to the right of exclusive sale the authority to control all future retail sales . . . would give a right not included in the
terms of the statute, and, in our view, extend its operation, by construction, bevond its meaning, when interpreted with a
view to ascertaining the legislative intent in its enactment.” /d.

“The whole point of the [first sale doclrine is that onee the copyright owner places a copyrighled item in the stream of
commerce by selling i, he has exhausted his exclusive statutory right o control its distnbution.” Qualitv King Distribs v.
I’anza Research Int’l, Tnc., 523 11.8. 135, 152 (1998). This reflects the common law rule that “a general restraint upon
alienation is ordinarily imvalid.” Dr. Miles Med. Co. v. John D. Park & Sons Co., 220 1U1.8. 373, 404-5 (1911) ? Tlere basic
policy considerations underlying the Copyright Act, dictate that the first sale doctrine is without doubt applicable to
phonorecords in digital torm. When copyright owners authorize retailers to sell copies of their copyrighted sound
recordings in the quantities and at a prices that are satisfactory to them, thev have exercised its right to distribution and
received the benefit from the limited monopoly that they arc entitled to.

As noted in the recent decision Kirtsaeng v. John Wiley & Sons, Tnc., like the common law refusal to permil restraints on the

? Overruled with respect to vertical agreements restraining trade by Leegin Creative Leather Products,
Inc. v. PSKS, Inc., 551 U.S. 877 (2007).
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alienation of chattels, a “law that permits a copyright holder to control the resale or other disposition of a chattel once sold is
similarly “against I'rade and Iraffi|c|. and bargaining and contracting.” 133 8. Ct. 1351, 1363 (2013). 'To the extent that
Courts are interpreting the Copyright Act, to prohibit the resale and disposition of digital goods in any meaningful way,
those lTaws must be revised so that they do not run afoul of the limitations on these exclusive rights or common law
principles which refuse to permit undue restrains on the alienation of property.

Allowing copyright owners lo contrel distribution of digital personal property in perpetuily, does not further the ultimate
purpose ol copyright law. Rather it stulles the disposition of digital goods by sale or gift. Like traditional physical
mediums, authors who distribute their works digitally receive the benefit the hmited monopoly that the copyright law
provides when they are paid upon the first sale. Upon the completion of thal transaction those authors have exercised their
distribution right and their right to control distribution is exhausted. Allowing the law to restrict the disposition of lawfully
purchased digital goods because the law fails to account for the technology that we now use to transmit those goods, would
in effect give copyright owners an extension of their exclusive rights under the copyright act that is not contemplated.

In Bobhs-Merill, the Courl noted thal, the copyright statules “while protecting the owner ol the copyright tin his right to
multiply and sell his production, do not create the right Lo impose a linmitation at which the book shall be sold at retail by
Tuture purchasers, with whom there 1s no pnvity of contrael.” Bobbs-Merill, al 350-51. The reproduction right should not be
implicated where a particular legally purchased copy of a work 1s merely translerred o a new location so long as more than
one copy does not exist al the sume time. The essence of duplication and/or reproduction is that more than one of a
particular phonorecord or copy could exist at the same time.” To the extent courts interpret the current copyright law to
differently. the law should be revised so that the reproduction right is understood as the exclusive “right to multiply.” In this
context tor example, if’ a user legally acquires a digital music the reproduction right is only implicated if the user actually
duplicates or makes additional copies. However, to the extent the legally purchased file is transferred from one place to
another, so long as two copics i.¢. onc on the hard drive and one on the cloud, do not exist at the same time, no reproduction
has taken place.

When the law was written, and “copy” and “phonorecord” were defined to include “material objects in which |sounds/a
work]. . . |is/are] fixed by any method™ it contemplated physical goods in which works are permanently fixed, such as
records and books, to fix a work required a duplication or multiplication i.e. the making of a second copy of a woark.
llowever, with migration technology, like the technology used by ReDigi. that is no longer true. A legally purchased copy
of a work can be moved without it ever being fixed in two places at the same time. It is illogical to conclude that Congress
intended to prevent movement of a singularly purchased copyrighted good whether tangible or in-tangible, so long as it
not duplicated. In fact the congressional reports arc indicative of this conclusion. The legislative history indicates that the
reproductive right to produce a material objeet is concerned with preventing unauthorized duplication. See S. Rep. No. 94-
473, 58 (1975) (“As under the present law, a copyrighled work would be inlringed by reproducing it in whole or in any
substantial part, and by duplicating it exactly or by mmilation or simulation.” (Emphusis Added.)). There is no indication
that the exclusive right 1o “reproduce” nlended (o hmit the ability Lo transler a purchased work (o a new location, as ReDigi
does.

Some Courts have come to this conclusion as well. See also C.M. Pawla Co. v. Logan, 355 F. Supp. 189 (N.D. Tex. 1973)
(“plaintitt has the burden of cstablishing there has been a copying — a ‘reproduction or duplication” of a thing™ (citing White
Smith Music Pub. Co. v. Appolo Co., 209 U.S. 1, 28 (1908)). In C M. Paula, the defendant utilized a process of transferring
printed designs from lepally purchased grecting cards to other mediums. ssentially the defendant coated grecting cards
that plainti opyrighted designs were aftixed to with resins and then through the use of chemicals lifted the original image
from the greeting card and reapplied that same lifted image clsewhere. 7d. at 190, The Court held that such a process was
nol a reproduction. 7d. at 191. Each plaque sold by defendant required the purchase and use an individual piece of artwork
sold by plaintiff. 11 defendant wanted to make 100 plaques using the identical print, defendant would be required to
purchase 100 separate prints, and that process did not “constitute copving.” 7d. The court rejected the notion that merely
because the design was affixed to different mediums at difterent times, that it was “reproduced™ or “copied™ in violation of
the Copyright Act. The design was transterred. but transfer of the work trom one physical medium to another does not
constitute a reproduction where no reproduction of the work was made.

I technology has made it possible o dispose of legally purchased digital goods without duplicating or multiplying the
number of copies that exist, the exclusive right to “repreduce” is not offended and should not be a bar to the right to dispose

? With reference to ReDigi’s migration to the Cloud Locker, and atomic transfer of ownership, there is
never an instance when an Eligible File could exist in more than one place or be accessed by more than
one user, and as such ReDigi maintains that no reproduction has occurred.
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of a legally purchased copy of a work. Through Religi for 100 capies of 7 Walk the Line, by Johnny Cash to be available
for sale, 100 ditferent digital files of that song would have to have been legally purchased and offered for sale on Religi.

This proposition that sale of digital goods should be allowed, even 1l migration is ultimately (ound not found Lo [it perfeetly
within the existing Copyright Act, is turther supported by the common law principles of exhaustion, which provide far
broader protection than the language of First Sale doctrine as codified in Section 109. See e.g. Doan v. American Book Co.,
105 F. 772 (7th Cir. 1901) (holding that the sale of a copy exhausts the exclusive right to vend, but that copy ownership also
implies a right o renew or repair, even 1l repair entails allering or copying the underlying work such as replication of cover
designs)

CONCERNS ABOUT CHANGE TO THE FIRST SALE DOCTRINE

As mentioned above, it is ReDigi’s position that ensuring the legalily of re-sale of legally purchased music and other digital
goads over the internet will have the effect of reducing piracy by enhancing the perceived value of legal purchase options.
‘I'he critics of change voice many of the same arguments over and over again. The first argument is that allowing resale of
digital goods through the internet will result in more widespread piracy and will make it more difficult to identify infringers.
Similar arguments have been rejected by Courts in international jurisdictions. By way of example in a reeent decision by
the liuropean Court of Justice it was held that to enable a copyright holder to prevent further sales of a digital copy of a
work would allow copyright holders to circumvent the rule of exhaustion and divest it of all scope. See UsedSoft GmbH v.
Oracle Int’l Corp., 128/11 L.C.). at 47-49 (2012). That court further held that to avoid infringing the exclusive right to
reproduction of a computer program that was being lawfully sold, all the scller had to do was make the copy downloaded to
the computer unusable at the time of sale. Id. at 78. In response to a the argument that this would make infringement more
dillicult to deteet, the court noted that it would be ne more diflicult for the copyrght holder o determine i the copy was
made unusable, than it would be 10 determine if a person selling a CD-ROM had made a copy prior o sale. /d. al 79.

Critics further argue that to allow resale of digital music over the internet would violate the l'irst Sale doctrine as it would
allow to resell “unlawtul copics”. ReDigi disagrecs. The tirst sale doctrine is meant to allow an owner of a particular copy
lawfully made to disposc of it without any further permission from the copyright owner. It an individual legally purchases a
digital music track (rom an authonzed retaler that track 1s a particular copy that is lawlully made. Il that same individual
then wishes (o re-sell that same (rack, the method ol delivery should mol render it an unlawlul copy on a technicality.
ReDigi's migration process does not reproduce the music file. The legally purchased particular copy is able to be migrated
from the user’s local hard drive to the Cloud without cver existing in two places at once.  As such the resulting music file
that 13 stored 1n the Cloud Locker 1s still the particular copy that was legally purchased. When that particular file 1s sold, all
that is transferred 1s the Key (o the particular segment of the Cloud Tocker where il is stored, so that as soon as the track is
sold, only the purchaser has access Lo the track. The law was writlen al a time when a transfer of a work fron one place ©
another would necessarily result in two copies existing at the same time. Now that is no longer true.

Another criticism is that the ability of used digital copics to be able to compete for market share with new copics is far
greater because they do not degrade and time, space and cffort do not act as barriers o movement of the copics. As an
initial matler, the doctrine of exhaustion upon which the [irst sale doctrine 1s founded, 1s concerned with the alienability of
property and limiting on the copyright holder’s abilily to control (urther distnibution.  See Quality King Distributors, Inc. v.
L'anza Research Int'l, Inc., 523 1).5. 135, 152 (1998) (“|t|he whole point of the first sale doctrine is that once the copyright
owner places a copyrighted ilem in the stream of commerce by selling it, he has exhausted his exclusive statutory right to
control its distribution.”). These concerns seem irrelevant Lo this basic purpose

Morcover, the criticisms are simply without merit. As an initial matter there arc differences between used and new digital
copics i.c. older digital music may be of lower and inferior file size, it may not contain album artwork, or other
cnhancements.  Additionally, give the case wilth which we can purchase physical copies of media via online sceondary
markels, ume, space and ellort no longer act as significanl barriers (o the movement ol physical copies either.

Similarly, the criticism that viable technology is not available is no longer viable. In the report from Copyright Office from
August 2001 “DMCA Scction 104 Report,™ the Copyright office noted that onc of the issues with cxpansion of the first sale
doctrine was that unless a forward and delete technology was cmployed, transmission of a copy would require an
allirmative act which would be very dillicult to prove whether it had laken place, and morcover that there was no evidence
that such technology was viable. DMCA Section 104 Report at 81-84 (unless a “forward and delele” lechnology is
employed an additional alfirmative act by sender would be required which would make 1t difficult o prove or disprove
whether the act of transfer had taken place and inercases the risk of infringement). Although ReDigi is not a “forward and
delete,” technology, 1t has achicved this goal. The technology does exist. With ReDigi's reeently patenied soltware, an
individual can transfer ownership of a legally purchased music [ile, withoul duplication. ReDigi’s media manager sollware
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not only verities that the each file is legally purchased, but further requires removal of any additional archival or personal
capies that the user may have kept on connected devices as part of the sale process.

There 1s no reason Lo treat a legally purchased digital properly dilferently or in an inferior manner o legally purchased
physical property.  The content owners who seck to prevent the ale doctrine tfrom applying to digital goods sold over
the internet, have no right to the unfettered control over the resale of copics of their work that they have put into the stream
of commeree. The content owners reecive the benefit of their exclusive rights at the time they are paid for the sale of cach
copy of their work that they authorize. The First Sale Docinne should give ellect 1o 1ls purpose that aller that sale, the
rights of the author to control distribution, whether of digital goods over (he internet, or physical goods in a brick and mortar
store, are exhausted
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Mr. GOODLATTE. Mr. Shems, welcome.

TESTIMONY OF ED SHEMS, ILLUSTRATOR AND GRAPHIC
DESIGNER, edfredned ILLUSTRATION & DESIGN

Mr. SHEMS. Thank you. Mr. Chairman, Ranking Member Nadler,
Members of the Subcommittee, thank you for the opportunity to
testify today about the experiences of visual artists in making their
work available to clients and consumers in the digital age.

It is important when making policy decisions that will impact au-
thors of all types of copyrighted works to hear from creative people
from all parts of the creative community, so I thank you all for
holding this hearing in New York City. As we have heard already,
it is one of the most vibrant centers of creativity and the visual
arts and home to the Graphic Arts Guild, as well as for under-
standing that your deliberations will have far-reaching impacts on
artists, such as myself.

Before I received my diploma from RISD 23 years ago, I had al-
ready decided to own my own business for one reason: it was im-
portant to me that I retain control over the work that I create, and
this is something you cannot do when you are a salaried employee.
The artwork an employee creates becomes the property of the em-
ployer to do with as they will. But an independent business owner
is bound only by the contract he or she negotiates with the clients.

Graphic artists are service providers, and we provide a service to
our clients through our creativity to enhance their businesses in
the marketplace. Our exclusive rights and our original artwork and
the potential to earn income from licensing our work to different
clients, businesses, and media in different forms and formats are
essential to our income as creative professionals and small business
owners.

Graphic artists, illustrators, and photographers generally license
rather than sell their work commercially, and this allows us to pro-
vide our clients exactly the rights that they need and set a price
that fairly compensates for those rights while allowing us to retain
control over the copyright in our work for other purposes.

This is beneficial to us both because it keeps the costs for the cli-
ent reasonable and the compensation of the artist appropriate to
the rights licensed. We set prices for our work based on how it will
be used. If the design or illustration will be featured over an exten-
sive geographical graphical area, fees are significantly higher than
when a design or illustration is used only locally or limited usage.

I am not a lawyer, but it is my understanding that two related
ideas have been floated which would be relevant to my work: one,
whether the first sale doctrine should be expanded in order to
grant users greater rights in the digital world, and, two, whether
some elements of the first sale doctrine should be imposed even on
businesses that are based on licensing rather than selling work.

I am concerned about proposals to expand the first sale doctrine
in the digital world to allow reselling of creative works over the
Internet. There is no such thing as a used book in the digital
world; every copy of a file is as good as the original, doesn’t de-
grade over time. So every digital book sold under the first sale doc-
trine would compete directly with my client sales. This means my
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clients will have fewer sales and fewer resources to devote to hire
illustrators, photographers, and designers.

As a result, I would likely have fewer clients, and we might see
a decline in the industry in which I make my living.

I am also concerned that infringement will become even harder
to police than it is now. How will we know that all copies of the
original file have been deleted before it has been sold or given away
under a digital first sale doctrine? If my artwork is infringed, it
may also be altered by an end user in a manner to which I may
object. This may include reworking the art in an objectionable way
or using it to promote or convey a message with which I do not
agree. My artwork represents me and my point of view, and
changes unapproved by me might impact negatively upon my rep-
utation and my ability to attract clients.

As a creative professional and small business owner, I am able
to choose which clients I will work with. And if requirements of the
first sale doctrine were imposed on my licensing relationships and
my clients could legally sell copies of my work to others, that right
would be taken away from me.

The proposal to expand the first sale doctrine in the digital world
would make it wholly unmanageable for creative professionals to
oversee the distribution of our work. A change to this doctrine is
something that the visual arts community is not asking for and,
more importantly, is not something our clients are asking for ei-
ther.

The second related question is whether artists and other copy-
right owners should be able to write the terms of our license agree-
ments with our clients based upon their actual needs, without
terms being dictated by law. Licensing is core to the business of so
many visual artists who work commercially. Intervening in the li-
cense agreements we negotiate with our clients would be incredibly
destructive to the livelihoods of commercial visual artists and
would raise prices for clients.

To sum up, a law expanding first sale could easily cut creators
out of value change for their own work and artificially force the
price of our work below sustainable levels. It would almost cer-
tainly increase sky-high levels of infringement in a way that is im-
possible to police. If first sale requirements were imposed on licens-
ing relationships allowing my clients to resell my work, it would
commoditize that work to the point where it would lose its value
for my business.

The effects of such a change would also force me, an independent
entrepreneur, into the equivalent of a work-made-for-hire world,
where I no longer manage rights to my own artworks. This is a
path I explicitly rejected and have been rallying against throughout
my career. I would be forced to surrender my most precious eco-
nomic asset, my copyright. The impact on me as a small business
would be monumental.

Thank you.

Mr. GOODLATTE. Thank you, Mr. Shems.

[The prepared statement of Mr. Shems follows:]
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Testimony of Ed Shems to The House Judiciary Committee Subcommittee on
Courts, Intellectual Property and the Internet

"First Sale Under Title 17"

On June 2,2014
Daniel Patrick Moynihan United States Court House, New York, NY

On Behalf of the Graphic Artists Guild
INTRODUCTION

Mr. Chairman, Ranking Member Nadler, Members of the Subcommittee, thank you for the
opportunity to testify today about the experiences of visual artists in making their work
available to clients and consumers in the digital age. It is important when making policy
decisions that will impact authors of all types of copyrighted works to hear from creative
people from all parts of the creative community, so | thank you all for holding this hearing
in New York City — one of the most vibrant centers of creativity in the visual arts, and
home to the Graphic Artists Guild, as well as for understanding that your deliberations will
have far reaching impacts on artists such as myself.

| graduated with a Bachelor of Fine Arts degree from the Rhade Island Schoal of Design in
1991 and immediately began my career as an illustrator and later as a graphic designer. | am
the past President of the Boston Chapter of the Graphic Artists Guild where | werked with
the creative community to help educate younger creative professionals with an eye toward
elevating our industries. I'm currently on the design advisory committee for DIGMA: The
Design Industry Group of Massachusetts and this month I'm celebrating 23 years in my
field. That's a lot of time spent being creative designing, illustrating, and problem solving for
clients.

Before | received my diploma | had already decided to own my own business for one
reason: it was important to me that | retain control over the work that | create, and this is
something you cannot do when you are a salaried employee. The artwork of an employee
becomes the property of the employer te do with as they will. An independent business
owner is bound only by the contract he or she negotiates with a client.

STANDARD BUSINESS PRACTICES IN THE VISUAL ARTS WORLD
Graphic artists, illustrators and photographers generally license, rather than sell, their work
commercially. This allows us to provide our clients exactly the rights they need, and o set

a price that fairly compensates for those rights, while allowing us to retain control over the
copyright in our work for other purposes. This is beneficial to us both because it keeps the

1
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costs for the client reasonable, and the compensation to the artist appropriate to the rights
licensed.

As a graphic designer and illustrator, | work with individuals and with companies of differing
sizes. From major publishing houses in the city to small businesses down the street from
me, I'm contracted to create custom illustrations or designs specific to the needs of each
client. Many of my smaller clients have very limited budgets and often come to me
unaccustomed to working with an illustrator or a designer; part of my responsibilicy is to
educate them on how to work with me and to determine what their actual needs are. In
this way | am able to control their costs while ensuring they will be pleased with the results
of my work. Without the ability to fine-tune the rights within a contract, | fear the smaller
businesses would not be able t afford to hire me.

The standard trade practices for graphic design and illustration are based on copyright law
and licensing models. It is the use of the design or illustration that influences the price. If
the design or illustration will be featured over an extensive geographical area, or is an all-
rights contrace, fees are significantly higher than when a design or illustration is only used
locally within a selected area, or for limited usage.

If, at a later date, the client needs to use the work for a different purpose than originally
contracted for, such as for an electronic database or on a website, the designer or
illustrator negotiates what is known as a reuse fee with the client based on the original
work and the extended usage.

| had a client a year ago who was starting a new business but couldn't afford to license a
logo at my usual rates. So instead | licensed the design to him for up to two years for a
reasonable percentage of the actual amount | would normally license the full rights to the
logo. After two years he will be able to decide whether he wants to continue the business
and acquire all of the rights to the loge for an additional [50%. My ability to be flexible with
the rights in our contract enabled him to get a custom, professionally designed logo to heip
propel his new business forward. If | had to offer him an “all rights” deal — the equivalent of
selling him the logo, | would have lost the opportunity to work with him, and he would not
have been able to launch with a professionally designed logo.

Graphic artists are service providers. We provide a service to our dlients through our
creativity to enhance their businesses and/or services in the marketplace. Qur exclusive
rights in our original artwork, and the potential to earn income from licensing our work to
different clients, businesses, and media in different forms and formats, are essential to our
income as creative professionals, and small business owners.

WHY EXPANDING THE FIRST SALE DOCTRINE WOULD HARM ARTISTS
AND OUR CLIENTS

| am not a lawyer, but it is my understanding that the Subcommittee is considering two
related issues which would be relevant to my work: (1) whether the first sale doctrine

should be expanded in order to grant users greater rights in the digital world; and (2)

2
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whether artists and other copyright owners should be able to write the terms of our
license agreements with our clients based upon their actual needs without being subject to
government regulation.

As | understand it, the first sale doctrine is a doctrine intended to limit the rights of a
copyright owner to control what a purchaser of a particular copy of a work does with that
copy of the work after it is sold. Since in the analog world the doctrine applies only to the
specific copy of a work sold to a customer, and doesn’t permit the customer to make
additional copies of the work, this doctrine has not been particularly relevant to my work,
given that most of my wark is licensed ta clients rather than sold, and the licenses provide
for very specific permissions as to how the work may be reproduced and published. Once
my work is reproduced and published in book form, for instance, the fact that the first sale
doctrine allows a downstream purchaser of that book to later sefl the used copy of the
book at a yard sale does not trouble me, because the risk in the analog world of my work
being reproduced and distributed without my permission as a direct consequence of this
doctrine is relatively small.

i am concerned, however, about proposals to expand the first sale doctring in the digital
world to allow reselling of digital works over the internet. In practicality, there is no such
thing as a “used book™ in the digital world, Every copy of a file is as good as the ariginal,
and doesn’t degrade over time, so every digital book sold under the first sale doctrine
would compete directly with my client’s sales — this means my clients will have fewer sales,
and fewer resources to devote to illustrate or design their works. As a result, | would likely
have fewer clients and we might see a decline in the industry in which | make my living.

Additionally, under the proposed change, | am concerned that because infringement will
become even harder to police than it is now. once my artwork has been published, my
work may then be altered by an end user in a manner to which | may object. This may
include reworking of the art in an objectionable way or using it to promote or convey a
message with which | do not agree. My artwork represents me and my point of view and
changes unapproved by me might impact negatively upon my reputation and therefore my
ability to attract work/clients. As 2 creative professional and small business owner, | am
able to choose which clients | will worl with. Under an extension of the first sale doctrine,
where copies of my work could be digitally sold to others | don't know or work with, that
right would be taken away from me.

Of course, my work, and the work of other visual artists is already subject to infringement
- often to a degree which is very burdensome for individual artists and small businesses like
my own. The proposal to expand the first sale doctrine in the digital world would make it
wholly unmanageable for creative professienals to manage the distribution of our work. A
change to this doctrine is something that the visual arts community is NOT asking for.
More importantly, it isn't something our clients are asking for either.

The second, related question is whether artists and other copyright owners should be able
to write the terms of our jicense agreements with our clients based upon their actual needs

without terms being dictated by law. As | said at the outset, licensing is core to the

3



44

32 BROADWAY
SUITE 1114
NEW YORK, NY
10004-1612

(212) 791-3400

(212) 791-0333

WYWW, GAG,.ORG

business of so many visual artists who work commercially. If the government were to
intervene in the license agreements we negotiate with our clients, (by, for instance,
requiring us to allow our clients to resell our work to others), that would be incredibly
destructive to the livelihoods of commercial visual artists, and would raise prices for
clients.

If I am illustrating a text book for college students; and the publisher does not foresee the
need to acquire the rights for an interactive online version of the book at the time we are
negotiating the fee and usage rights for the work, | can reflect in my fee the limited use the
publisher desires and which fits the budget the publisher has allocated. However, if
Congress were to impose the requirements of the first sale doctrine also on license based
transactions, my fees would have to reflect that the client is acquiring all rights in the work,
As a result, my client would be required ta pay for uses beyond what they actually need —
driving-up the cost of the project, and likely exceeding their allocated budget

Moreover, if | were required to allow my clients (and other downstream purchasers) to
resell my work it would commoditize that work to the point where it would lose its value
for my business. The effect of such a change would also be to essentially force me —an
independent entrepreneur — into the equivalent of a work made for hire world where | no
longer manage the rights to my own artwork. This is a path | explicitly rejected and have
been rallying against throughout my career, where | would be forced to surrender my mostc
precious economic asset: my copyright. The impact on me as a small business would be
monumental.

CONCLUSION

Graphic art, i.e,, illustration and graphic design, is sold primarily on the basis of usage and
reproduction rights. Usage rights are generally sold according to the client’s needs. Other
uses for a work may be sold to other clients as long as they are noncompetitive or do not
compromise the commissioning client's market. Clients that manage their businesses well
only buy rights that are particular to the project since it is not economical to pay for
additional rights that are not needed and that will not be used.

Changing the doctrine of first sale to be more expansive in the digital world than it is in the
analog world andfor imposing the requirements of that doctrine on licensing transactions
would result in significant changes in the marketplace that would be detrimental to
illustrators and graphic artists as well as our clients. The end user would be forced to
acquire usage rights they've never had before and weren't paying for, resulting in an
increase in expenditures for clients that might make it impossible to contract the services
of a graphic artist.

ABOUT THE GRAPHIC ARTISTS GUILD

In the course of its 47-year history, the Graphic Artists Guild has established itself as the
leading advocate for the rights of graphic artists on a wide range of economic and legislative
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issues, from copyright to tax law.Through its publication of the Graphic Artists Guild
Handbook: Pricing & Ethical Guidelines (now in its 14th edition), the Guild has raised ethical
standards in the industry, and provides an invaluable resource on pricing information that is
relied on by both artists and clients. The Guild’s newsletter, the Guild News, provides lively,
provocative, and useful coverage of developments in the visual communications industry for
its readers.

The Guild also provides a wealth of services and benefits for its members, including
educational programs, discounts on a multitude of products and services, a legal referral
network, and grievance handling. The Guild's website offers up-to-date information on
Guild activities, updates on advocacy issues, members’ portfolios, individual regions, and
tools and resources for all graphic artists.

Respectfully submitted,

Ed Shems, edfredned lllustration and Graphic Design, www.edfredned.com
Lisa Shaftel, Advocacy Committee Chair

Haydn Adams, President

Tricia McKiernan, Executive Director

The Graphic Artists Guild is a member of the Copyright Alliance
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Mr. GOODLATTE. Mr. Band, welcome.

TESTIMONY OF JONATHAN BAND, COUNSEL,
OWNERS’ RIGHTS INITIATIVE

Mr. BAND. Chairman Goodlatte, Ranking Member Nadler, Mem-
bers of the Subcommittee.

The Owners’ Rights Initiative is an organization of over 20 com-
panies and associations dedicated to protecting the first sale doc-
trine.

The first sale doctrine reflects a basic feature of property rights.
When you own a physical good, you can have the right to dispose
of it as you please. You can sell it, lend it, or give it away. The fact
that some aspects of the good are covered by copyright does not di-
minish your rights in the good. If I purchase a legal copy of a novel
written by Elmore Leonard, his estate owns the copyright on the
novel, but I own the physical copy. Leonard’s copyright prevents
me from copying the novel, but it doesn’t prevent me from selling
it or giving it away.

The first sale doctrine protects my property rights in my copy.
If T buy a North Face jacket, with is its distinctive logo, North
Face’s copyright in the logo doesn’t prevent me from donating the
jacket to the Salvation Army or the Salvation Army from selling
the jacket.

The first sale doctrine works because it matches consumer expec-
tations relating to their property. They understand that they can’t
copy the novel or make counterfeit copies of the North Face jacket.
At the same time, they fully expect to be able to sell or give away
these products. Whether the copies of the novel are printed in the
United States or in Canada makes no difference to the consumer.
He expects to be able to resell it regardless of where it was printed
or purchased.

The Supreme Court’s decision in Kirtsaeng makes sense because
it is consistent with consumer expectations. The purchaser’s right
to transfer the copy of the novel or the North Face jacket should
not turn on where the copy was made or where it was first sold
but on whether the copy was manufactured lawfully. Any other
rule would be counterintuitive and impossible to implement.

In today’s global market, downstream sellers often have no way
of knowing where a product was manufactured or first sold. Mr.
Smith, with Wiley, argues that the rule adopted in Kirtsaeng will
prevent copyright owners from price discriminating against Amer-
ican consumers. But the Supreme Court ruled that nothing in the
Constitution suggests that copyright should include the right to
price discriminate. Furthermore, price discrimination will not help
American workers because most copyrighted products are made
overseas, increased foreign sales will not lead to more manufac-
turing jobs in the U.S.

Remember, we are not just talking about books. The previous Su-
preme Court cases in this area dealt with the logo on a watch and
the label on a shampoo bottle. Even after Kirtsaeng, publishers can
still price discriminate. They just can’t use copyright law to enforce
it. Publishers can use contract to prohibit foreign distributors from
shipping to the U.S.; publishers can sell only enough copies in any
country to meet local demand; publishers can make minor changes
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in products to discourage importation. In short, they can act ex-
actly as every other business that can’t rely on copyright to enforce
price discrimination.

Our coalition would like the Subcommittee to examine an aspect
of first sale that affects a specific category of tangible good, of prod-
ucts that are distributed with software essential to their operation.
Even though consumers buy the physical products, ranging from
computers to toasters, some manufacturers claim that they are just
licensing the software essential to the product’s operation. The
manufacturers further claim that because the consumers are just
licensees, they do not have the first sale right to transfer the soft-
ware when they sell the rest of the product. These licenses may
have other restrictive terms that interfere with the resale of the
products, for example, specifying that only the original licensee will
receive security patches or bug fixes. But interfering with resale,
these license terms harm both the consumers who want to sell the
products and the secondary consumers, often government agencies,
that want to buy them.

The license terms are also harmful to cybersecurity. If a manu-
facturer refuses to provide the secondary consumer with security
patches, the security of the computer system could be compromised.
Resale rights also help the environment by keeping recycled prod-
ucts out of landfills.

This is a concrete problem of manufacturers attempting to lever-
age their copyright in a component into control over a much larger
device. We believe that this problem can be fixed by relatively sim-
ple amendment to the Copyright Act. Thank you for this oppor-
tunity to testify.

Mr. GOODLATTE. Thank you, Mr. Band.

[The prepared statement of Mr. Band follows:]
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BEFORE THE HOUSE COMMITTEE ON THE JUDICIARY
SUBCOMMITTEE ON COURTS, INTELLECTUAL PROPERTY AND THE
INTERNET
FIRST SALE UNDER TITLE 17
TESTIMONY OF JONATHAN BAND
COUNSEL, OWNERS’ RIGHTS INITIATIVE

The Owners’ Rights Initiative (ORT) is an organization of over 20 companies and
trade associations that have joined together to protect ownership rights in the United
States.! We believe in the fundamental premise that if you bought it, you own it, and
should have the right to sell, lend, or give away your personal property. ORI formed
when the Kirtsaeng v. Wiley case was pending before the Supreme Court. We now are
dedicated to preserving that holding, and making sure that it is not undermined in
Congress, the executive branch, or in the courts. We also work to protect the principles of
the first sale doctrine as technology continues to evolve, such as when software is
incorporated into other products. Additionally, we try to prevent the misuse of IP law as a
trade barrier that obstructs legitimate competition in other countries.

This testimony describes the importance of the first sale doctrine to the U.S.
economy. Next, it explains why the international exhaustion rule adopted by the Supreme
Court is sound policy. Finally, it identifies a problem that requires Congressional action:
ensuring that consumers and resellers can transfer products that contain software.

Before diving into the details of copyright law, we want to stress that the first sale
doctrine is the articulation of a basic feature of property rights. When you own a physical

good, you have the right to dispose of it as you please. You can sell it, you can lend it,

! A list of ORI members can be found at http://ownersrightsinitiative ore/about/.
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you can give it away. The fact that some aspect of the good is covered by a copyright
owned by an author does not diminish your rights in the good. If I purchase a lawfully
published copy of a novel written by Elmore Leonard, his estate owns the copyright in
the novel, but 1 own the physical copy. Leonard’s copyright prevents me from copying
the novel, but it doesn’t prevent me from selling my copy or giving it away. The first sale
doctrine is what protects my property rights in my copy. Similarly, if I buy a North Face
jacket with its distinctive logo, North Face’s copyright in the logo doesn’t prevent me
from donating the jacket to the Salvation Army, or the Salvation Army from subsequently
selling the jacket. And Coca-Cola’s copyright in the design of the label on a can of Coca
Cola does not prevent the owner of a hot dog stand outside of Yankee Stadium from
reselling the cans of Coke that he buys at Costco.

The first sale doctrine works because it corresponds to consumers’ expectations
relating to their property. They understand that they can’t copy the Elmore Leonard novel
or make counterfeit copies of the North Face jacket or the Coca Cola can. At the same
time, they fully expect to be able to sell or give away legitimate copies of these products.
Whether the copies of the Leonard novel are printed in the United States or in Canada
makes no difference to the consumer. He expects to be able to resell it regardless of
where it was printed or purchased. Likewise, the owner of the North Face jacket expects
to be able to give it to the Salvation Army, regardless of whether it is sewn in the United
States or Malaysia.

The Supreme Court’s decision in Kirisaeng makes sense because it is consistent
with consumer expectations. The purchaser’s right to transfer the copy of the Leonard

novel, or the North Face Jacket, or the can of Coca Cola, should turn not on where the
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copy was made or where it was first sold, but on whether the copy was manufactured
lawfully. Any other rule would be counterintuitive and impossible to implement. In
today’s global market, downstream sellers would have no way of knowing where a
product was manufactured or originally sold.

1. The Importance of the First Sale Doctrine

Justice Breyer, writing for the U.S. Supreme Court in Kirtsaeng v. John Wiley &
Sons, Inc., 133 S. Ct. 1351, 1363 (2013), stated that the first sale doctrine “is a common-
law doctrine with an impeccable historic pedigree.” He quoted a 17" century articulation
of “the common law’s refusal to permit restraints on the alienation of chattels,” id., and
observed that “a law that permits a copyright holder to control the resale or other
disposition of a chattel once sold is similarly ‘against Trade and Traffi[c], and bargaining
and contracting.” /d. Justice Breyer underscored “the importance of leaving buyers of
goods free to compete with each other when reselling or otherwise disposing of these
goods.” Id. Competition, “including the freedom to resell, can work to the advantage of
the consumer.” /d.

The first sale doctrine operates at every level of our economy. It allows
wholesalers to sell products covered by copyright, including products distributed in
copyrighted packaging, to retailers without first securing distribution licenses from the
manufacturers. The first sale doctrine likewise permits retailers to sell products to
consumers without obtaining distribution licenses. Finally, the first sale doctrine permits
consumers to rent or lend the products to other consumers, or to sell or give the products
away when they no longer need them. The first sale doctrine reduces transaction costs

and enables competition between sellers of new products as well as between new and



52

used products. In Kirtsaeng, the Court recognized the importance of the first sale doctrine
to libraries, used-book sellers, car dealers, technology companies, retailers, and
consumers. The limitation on the distribution right provided by the first sale doctrine is
critical to the functioning of our economy because the distribution right applies not only
to products whose primary value is their protected expression, such as books, films, and
sound recordings, but also to the protected expression in the packaging of all products.
11. International Exhaustion

A, Kirtsaeng v. Wiley

At issue in the Kirtsaeng case was how the first sale doctrine applied to goods
purchased abroad. Section 106(3) of the Copyright Act grants the copyright owner the
exclusive right “to distribute copies or phonorecords of the copyrighted work to the
public by ... lending.”® However, the first sale doctrine, codified at section 109(a) of the
Copyright Act, terminates the copyright owner’s distribution right in a particular copy
“lawfully made under this title” after the first sale of that copy.” In recent vears, there had
been extensive litigation over the meaning of the phrase “lawfully made under this title”
in section 109(a). Rights holders generally argued that “lawfully made under this title”
meant “lawfully made in the United States.” This interpretation would allow the rights
holder to prohibit some “parallel imports” or “gray market goods”—that is, the rights
holder could prevent a third party from importing legal but less expensive foreign-made
copies. Conceivably, this interpretation would also allow the rights holder to prohibit the
resale of foreign-made goods sold initially in the United States with the rights holder’s

authorization.

217U.8.C. § 106(3).
317 U.8.C. § 109a).
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On March 19, 2013, by a 6-3 majority, the Supreme Court rejected this
interpretation.® In an opinion written by Justice Breyer, the Supreme Court found that
“lawfully made under this title” meant manufactured in a manner that met the
requirements of American copyright law, e.g., manufactured with the permission of the
rights holder. The Court reached this conclusion after a careful examination of the
context of the words in Section 109(a), the common law history of the first sale doctrine,
the legislative history of Section 109(a), and the Court’s earlier decisions. In effect, the
Court adopted an “international exhaustion” rule; the distribution right in a copy was
exhausted after the first sale of that copy anywhere in the world.

B. The Correct Policy Going Forward

Now that the Supreme Court has issued its decision, there is no point in arguing
over whether the Court properly interpreted the relevant statutory provisions, although we
think it did. What matters going forward is whether the Court reached the right policy
outcome, or should Congress intervene. We believe that the Court did reach the right
policy outcome, and there is no reason for Congress to disturb it.

There are three basic policy choices: 1) the first sale doctrine should apply to all
legal copies, regardless of where manufactured or sold (the Court’s international
exhaustion rule); 2) the first sale doctrine should apply only to legal copies sold in the
United States with the rights holder’s authorization (domestic exhaustion); or 3) the first
sale doctrine should apply only to legal copies manufactured in the United States (the

Second Circuit’s rule in Kirisaeng).

* Kirtsaeng v. John Wiley & Sons, 133 S. Ct. 1351 (2013).
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Option 3 makes absolutely no policy sense. Even the Second Circuit agreed that
there was no logical reason to give foreign-made copies more protection that U.S.-made
copies, as it would encourage the export of jobs. Also, this approach would grant rights
holders too much control over the alienation of property, given the large amount of goods
that are foreign-made and sold in the U.S. with the rights holder’s authorization.

Thus, the real choice is between applying the first sale doctrine to all copies,
regardless of where manufactured or sold (intemational exhaustion), or applying the first
sale doctrine only to copies sold in the United States (domestic exhaustion).

The policy argument in favor of domestic exhaustion is that it permits rights
holders to price discriminate by preventing arbitrage—to charge U.S. consumers higher
prices than foreign, less wealthy, consumers. This in theory enables higher profit margins
from U.S. sales while benefiting consumers in less developed countries.®

How does this benefit the U.S. economy? Rights holders claim that the additional
production for foreign markets means more jobs in the United States. Additionally, the
profits from the foreign sales would be reinvested here in the development of new
products.

But this argument makes two enormous assumptions. First, it assumes that the
copies are manufactured in the United States. But for many copyrighted products, this is
not the case. Even if the underlying work was created in the United States, the
manufacturing of copies occurs in other countries with lower labor costs. Thus, the jobs

resulting from increased production aren’t in the United States. A motion picture might

* However, in some less developed countries, media prices are actually higher in absolute
terms than in the United States because the distributors sell only to wealthy, price-
insensitive consumers.
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be filmed in the United States, but the DVDs could be printed in Mexico.’ So, the
increased production of DVDs to keep up with foreign demand leads to more production
jobs in Mexico, not the United States.

Second, this argument assumes that the rights holders are U.S. companies that
will reinvest the profits in the United States. But again, in many instances, this isn’t true.”
Four of the six largest English language trade publishers, which sell 70% of the popular
books in the U.S., are foreign owned. Four of the five largest science, technical, medical,
and professional publishers are foreign owned. Two of the three major record labels are
foreign owned. Omega, the plaintiff in the previous first sale case in the Supreme Court,
is a Swiss company.® Pearson, which brought several cases against book importers, is a
British company.

Indeed, Justice Ginsburg said in her dissent that “the Court embraces an
international-exhaustion rule that could benefit U.S. consumers but would likely
disadvantage foreign holders of U.S. copyrights.” 133 S. Ct. at 1385 (emphasis supplied).
It is hard to see how U.S. consumers paying higher prices to benetit foreign workers and
corporations would benefit the U.S. economy. At the same time, the economic benefits of
an international exhaustion rule—robust secondary markets resulting in lower prices—

are obvious.

® It should be noted that many motion pictures made by U.S. studios are actually filmed
in whole or in part overseas. See I. Band and I. Gerafi, Foreign Ownership of Firms in I
Intensive Industries 15 (2013), available at http.//infojustice.org/archives/28840. The
leading special effects companies relied upon by U.S. studios are located in the UK,
Canada, and New Zealand. See Richard Verrier, “California visual effects artists fight
foreign film tax credits,” Los Angeles Times, December 21, 2012,

http://articles latimes.com/2012/dec/2 1 /business/la-fi-ct-visual-effects-protest-2012122 1.
7 T. Band and . Gerafi, Foreign Ownership of Firms in IP Tutensive Industries (2013),
available at http://infojustice.org/archives/28840.

8 Costeo v. Omega, 131 S. Ct. 565 (2010),
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At a minimum, much more rigorous study would need to be performed to
determine whether a domestic exhaustion rule would be a net positive or negative to the
United States in light of our increasingly globalized economy. Tn the absence of
compelling evidence of the benefit of shifting to a domestic exhaustion rule, the default
position should be free trade unimpeded by government regulation. As Justice Breyer
observed, “the “first sale’ doctrine is a common-law doctrine with an impeccable historic
pedigree.”133 S. Ct. at 1363. It is rooted in “the common law’s refusal to permit
restraints on the alienation of chattels.” Id.

Further, there is no inherent right under copyright law to price discriminate and
segment markets. As Justice Breyer noted, “the Constitution’s language nowhere
suggests that its limited exclusive right should include a right to divide markets or a
concomitant right to charge different purchasers different prices for the same book, say to
increase or to maximize gain.... We have found no precedent suggesting a legal
preference for interpretations of copyright statutes that would provide for market
divisions.” /d. at 1371.

Moreover, there is a long history of copyright law, through the first sale doctrine,
limiting a rights holder’s ability to price discriminate and segment markets within the
United States. If a rights holder should have the ability to force a U.S. consumer to pay a
higher price for a book than a Mexican consumer, then why shouldn’t a rights holder
have the ability to force a consumer in New York or California to pay higher price for the
book than a consumer in Mississippi or West Virginia? If arbitrage is bad in international

markets, why is it acceptable in domestic markets?
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In any event, even after Kirtsaeng, rights holders can still price discriminate and
segment foreign markets—it just isn’t quite as easy to do so. They can use contracts to
prohibit foreign wholesalers from importing to the United States. They can restrict the
number of copies distributed in any country to meet local demand. They can engage in
modest product differentiation sufficient to discourage importation. In short, they can act
exactly as every other business that cannot rely on copyright to enforce price
discrimination.

Finally, a domestic exhaustion rule would create a minefield for charitable
organizations such as Salvation Army or Hadassah that raise money by selling donated
goods. These organizations would have no way of knowing if an item donated to them
had first been sold in the United States with the manufacturer’s authorization. Thus, they
could potentially incur liability for selling a genuine product that had been imported by
someone further up the supply chain without the manufacturer’s permission.

111. Applying the First Sale Doctrine to Software Essential to the Operation of
Hardware

Given the importance of the first sale doctrine, we support the Subcommittee’s
examination of how the doctrine could be applied to digital goods. While we understand
the need to assess carefully the nuances involving digital goods, we believe that the
concept of ownership and consumer expectations mean that stakeholders ultimately
should work towards a solution that enshrines the first sale principle when discussing the
rules of the road for the resale of digital goods.

At the same time, the Subcommittee should not overlook an aspect of “digital first
sale” of concern to our members that affects a specific category of tangible goods:

products that are distributed with software essential to their operation. Software, of

10
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course, is a digital technology. Even though the consumers buy the physical products,
ranging from high-end servers to toasters, the manufacturers can claim that they are just
licensing the software essential to the products’ operation.” These licenses can contain a
variety of restrictive terms that limit ownership rights by interfering with resale of the
products, thereby harming the consumers that want to sell equipment they no longer want
and the secondary market consumers that want to buy that equipment.'® Often, these
secondary market consumers are federal, state, and local government entities. OR1
believes that manufacturers should not be permitted to use software licenses to interfere
with the resale of products.

Manufacturers currently employ software licenses to place the following
impediments on the alienability of physical products:

* Prohibition on transfer. Some license agreements provide that the software
license is non-transferable. For example, the license for the software that comes
installed on a NetApp product is not transferable. As a practical matter, NetApp
gets paid twice for the right to use the same software: once by the original
purchaser of the product, and a second time by the purchaser of the used product.
Purchasers of Cisco equipment often find that it is cheaper to buy new equipment
than pay the excessively high price for a license for the software essential to the
operation of the used equipment.

* Refusal to provide updates. Some license agreements specify that routine

updates such as security-patches will be provided only to the original licensee.

? The software often is pre-installed into the product by the manufacturer or the vendor.
However, sometime the user must install the software provided by the manufacturers via
the Internet or storage media such as DVDs.

19 These licenses also interfere with the sale of unused products by resellers.

11



59

For example, Oracle refuses to supply routine updates to the purchasers of used
hardware products containing essential Oracle software, unless they make an
additional payment.

*  Bundling of maintenance contracts. Some manufacturers will use control over
the essential software as a means of forcing purchasers of used equipment to buy
additional services from them. IBM, for example, will charge purchasers of used
equipment a fee for software updates, but will provide the updates for free to
purchasers that enter into maintenance agreements. "’

The legal fiction on which these restrictive practices is based is that the essential
software is licensed, not sold, to the purchaser of the hardware in which the software is
installed. The manufacturers argue that because the purchaser is merely a licensee of the
copy of the software, it does not have rights that normally accrue to the owner of a copy,
such as the first sale doctrine or the right to make temporary internal copies necessary for
the operation of a computer. See 17 U.S.C. §§ 109(a) and 117(a). The U.S. circuit courts
are split on the validity of the manufacturers’ argument. The Ninth Circuit has accepted
this argument, Fernor v. Autodesk, 621 F.3d 1102 (9lh Cir. 2010), while the Second
Circuit has rejected it, Krause v. Titleserv, 402 F.3d 119 (2d Cir. 2005). Underlying this
split concerning whether a person who acquires a copy of a computer program is an
owner or a licensee of the copy is an even more profound split concerning preemption of
contract terms inconsistent with the Copyright Act. Compare Bowers v. Baystate Techs.,

Inc., 320 F.3d 1317 (Fed. Cir.), cert. denied, 539 U.S. 928 (2003 )(holding that the

" Here are links to examples of these restrictive licenses: Palo Alto Networks
(https://www paloaltonetworks.com/suppori/support-policies/secondary-market-
policy. html); and EMC (http://www.emc.com/collateral/software/warranty-
maintenance/h248 3-sw-use-rights. pdf).

12
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Copyright Act does not preempt contractual terms prohibiting actions permitted under
fair use), with Fault Corp. v. Quaid Softiware Ltd., 847 F.2d 255 (5th Cir. 1988)(holding
that under the Supremacy Clause of the U.S. Constitution, contract terms prohibiting
copyright exceptions are unenforceable).

Congress previously dealt with a similar issue in the context of software rental. In
1990, when Congress was considering amending the Copyright Act to prohibit the rental
of software because it facilitated infringement by consumers, companies that rented cars
and other equipment that contained software expressed concern that the amendment
could prevent these rentals. Accordingly, Congress added an exception to the software
rental prohibition that applies to “a computer program which is embodied in a machine or
product and which cannot be copied during the ordinary operation or use of the machine
or product.” 17 U.S.C. § 109(b)(1)(B)(i).

Preserving the resale rights of consumers of physical products that contain
software is important for reasons that go beyond the protecting the economic interests of
these consumers and the secondary market consumers who would purchase these
products. If the manufacturer refuses to provide to the secondary market consumer the
security patches it provides to the original consumer, the security of the secondary
consumer’s computer system could be compromised. Such security patches typically are
provided to the original consumer free of charge. In essence, the original purchase price
entitles the consumer to receive security patches and other patches that fix bugs in the
program.

Preserving a secondary market in these physical products is also important for the

environment. If older products can be refurbished and resold, those products stay out of

13
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landfills. Moreover, the recycling of the older products reduces the need to mine raw
materials and produce new components.

We recognize that the problem of restrictions placed on software essential to the
operation of hardware implicates complex issues of legal theory at the intersection of
Constitutional preemption, the Copyright Act, and contract law. Nonetheless, this is a
very concrete practical problem of manufacturers attempting to leverage the copyright in
a component into perpetual control over a much larger device. At present, primarily
manufacturers of computer and telecommunications equipment misuse software license
agreements to interfere with resale. Yet as more products are distributed with pre-
installed software, such as cars and consumer appliances, this problem will become more
widespread. We believe that this problem can be addressed by a relatively simple
amendment to the Copyright Act.

TV. TP as a Trade Barrier

The International Trade Commission (1TC) recently issued a report, Trade
Barriers That U.S. Small and Medium-sized Enterprises Perceive As Affecting Exports to
the Luropean Union, which identifies the European Union’s use of trademark law as a
trade barrier.'? The purpose of the ITC’s report is to catalogue trade barriers as a tool for
the U.S. Trade Representative in conducting the Transatlantic Trade and Investment
Partnership (TTIP) negotiations with the EU. The ITC report’s list of EU trade barriers
specifically includes “excessive rights of original trademark owner,” and the EU’s
restrictive trademark regime is mentioned at several points. In particular, the report

focuses on the use of trademark law to prevent the importation of genuine goods outside

2 ORI testified at a hearing that was part of the inquiry that resulted in the report.

14



62

of authorized distribution channels. This harms U.S. businesses and individuals trying to

sell used and new products in the EU. ORI commends the ITC for recognizing that

“overprolecling inlellectual properly is as harmlul as underprotecting it.”™

"* White v. Somsung Electronics, 989 F.2d 1512 (9" Cir.)(Kozinski, J., dissenting), cert.
denied, 113 S. Ct. 2443 (1993).

15



63

Mr. GOODLATTE. Mr. Cram, welcome.

TESTIMONY OF GREG CRAM, ASSOCIATE DIRECTOR, COPY-
RIGHT AND INFORMATION POLICY, THE NEW YORK PUBLIC
LIBRARY

Mr. CrAM. Chairman Goodlatte, Ranking Member Nadler, and
Members of the Subcommittee. Thank you for the opportunity to
testify today. My name is Greg Cram, and I am the Associate Di-
rector of Copyright and Information Policy at the New York Public
Library. My testimony has been endorsed by the Library Copyright
Alliance.

The New York Public Library system encompass four world-class
research centers and 88 community branches located in Manhat-
tan, Staten Island, and the Bronx. NYPL serves 50 million users
annually of all ages, backgrounds, and needs, offering free pro-
grams, classes, exhibitions, and, of course, access to our circulating
and research collections. NYPL’s collections contain more than 57
million books, eBooks, CDs, DVDs, and other archival materials.

The first sale doctrine is critical to the operation of libraries. It
makes clear that transferring a legally acquired copy of a work to
another individual by sale or lending is not an infringement of the
distribution right of the copyright owner.

First sale supports and protects something American libraries
have been doing for almost 400 years: lending books and other ma-
terials to the public. This function is the cornerstone of public li-
braries and public education, allowing citizens to become informed
and participate in our democracy.

If the scope of the first sale exception were narrowed or reduced,
libraries would face a difficult policy decision, accrue significant
copyright liability exposure by continuing to lend affected collec-
tions, or deprive a public hungry for knowledge by ceasing circula-
tion of those materials. Many libraries with limited and con-
strained legal budgets would choose to limit access to the affected
items to avoid potentially costly copyright liability.

Unfortunately, libraries faced this scenario after the Second Cir-
cuit’s decision in the Kirtsaeng case. The Second Circuit agreed
with the publisher John Wiley & Sons that the first sale doctrine
did not apply to copies of its textbooks printed outside the U.S. By
limiting the doctrine to copies manufactured in the U.S., the Sec-
ond Circuit’s decision threatened the ability to libraries to continue
to lend materials in their collections.

Many books have foreign publishers or are printed by U.S. pub-
lishers in other countries. Although some books indicate where
they were printed, many do not. Libraries, therefore, have no way
of knowing whether these books comply with the Second Circuit’s
rule. Thankfully, the Supreme Court rightly overturned the Second
Circuit’s discussion and ruled that the first sale doctrine applies to
all non-infringing copies, regardless of where they are made.

This means that libraries throughout the U.S. could continue
their existing purchasing and lending practices with new con-
fidence. The rule set by the Supreme Court is the right rule for li-
braries and their users. Congress should not disturb it.

Libraries are increasingly licensing electronic resources, includ-
ing trade eBooks and databases of academic journals. The license,
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not copyright laws set the terms under which the library is per-
mitted to make the content available to its users. This is a major
shift from the traditional model where libraries buy physical copies
of books and other materials and lend them to users pursuant to
the first sale doctrine or preserve them for future access.

This new digital model has both advantages and drawbacks. The
library license rate for an eBook can be more expensive, both ini-
tially and over time, than its print counterpart, putting additional
strain on already tight budgets.

Moreover, if the publisher or content provider goes out of busi-
ness, the library may no longer be able to license or access the con-
tent. This would have serious preservation consequences, leaving
large holes in the cultural and scholarly record. Libraries preserve
materials to ensure they can be studied and enjoyed by future gen-
erations. If libraries are unable to access and preserve digital con-
tent, then they will be unable to fulfill their preservation mission.

The good news is that libraries and publishers are working col-
laboratively to resolve digital transition issues. Business models
are evolving and experimentation is occurring. NYPL has taken an
active role in encouraging publishers to responsibly participate in
the library market for eBooks and explore new ways to address
their concerns and the needs of library users.

Furthermore, a consortia of libraries have formed partnerships
with publishers for digital preservation. NYPL was an early partic-
ipant in Portico, a digital preservation service that operates in
partnership with publishers to protect digital journals others mate-
rials.

At the same time, as progressively more content is licensed rath-
er than sold, Congress needs to consider whether to prohibit en-
forcement of contractual limitations on copyright exceptions in cer-
tain circumstances. Congress, therefore, needs to closely monitor
the evolving and complex digital marketplace to ensure that it is
sufficiently competitive to provide widespread access works.

Thank you, Mr. Chairman.

Mr. GOODLATTE. Thank you, Mr. Cram.

[The prepared statement of Mr. Cram follows:]
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post-graduate scholars, many of whom may be unaffiliated with academic institutions.
Serving close to 50 million users both in person and online, NYPL is one of the largest
library systems in the country. Our 88 community branches located in Manhattan, Staten
Island, and the Bronx circulate a collection of six million books, e-books, CDs and DVDs
each year. Our research collection consists of more than 51 million items, including
published books, archival materials, family photographs, sound recordings, and
ephemera. NYPL’s mission is to inspire lifelong learming, advance knowledge, and
strengthen our communities. In addition to offering our users access to the materials in
our collection, we further this mission by providing free services and other resources
including computer access, classes, exhibitions, programming and more.

T appreciate the opportunity to testify today on the importance of the first sale
doctrine to libraries and NYPL’s support for the Supreme Court’s decision in Kirisaeng
v. John Wiley & Sons. 1 will also explain how the digital first sale issue should be viewed

in the broader context of contractual restrictions on copyright exceptions.

1. THE IMPORTANCE OF THE FIRST SALE DOCTRINE TO LIBRARIES
Section 106(3) of the Copyright Act grants the copyright owner the exclusive

right “to distribute copies or phonorecords of the copyrighted work to the public

by.. lending > However, the first sale doctrine, codified at Section 109(a) of the

Copyright Act, terminates the copyright owner’s distribution right in a particular copy

“lawfully made under this title” after the first sale of that copy.’ The House Judiciary

Committee Report on the 1976 Copyright Act explains that under Section 109(a), ““[a]

217 U.S.C. § 106(3) (2012).
17 U.8.C. § 109(a) (2012).
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library that has acquired ownership of a copy is entitled to lend it under any conditions it
chooses to impose.”™ The first sale doctrine thus is critical to the operation of libraries:
“[wlithout this exemption, libraries would be unable to lend books, CDs, videos, or other
materials to patrons.”” In short, the first sale doctrine is critical to one of the most basic
library functions: lending books and other materials to the public.

A. Throughout American History, Libraries Have Promoted Democratic Values By
Lending Books to the Public

For almost 400 years, libraries in America have been lending books and other
materials. In 1638, John Harvard bequeathed his collection of books to a newly
established college in Cambridge, Massachusetts for the use of its faculty and students.®
Benjamin Franklin in 1731 helped establish the Library Company of Philadelphia, which
allowed its stockholders to borrow its books.” William Rind created a commercial
circulating library in Annapolis in 1763, which rented books for a small fee.® By the end
of the eighteenth century, many towns throughout the new nation had academic libraries,

membership libraries, circulating libraries or church libraries.’

*H.R. Rrp. No. 94-1476, § 109, at 79 (1976), as reprinted in 1976 U.S.C.C.AN. 5659,
5693,
* CARRIE RusSELL, COMPLETE COPYRIGHT: AN EVERYDAY GUIDE FOR LIBRARIANS 43
(2004).

MICHAFTL HARRTS, HISTORY OF LIBRARIES IN THE. WESTERN WORLD 173 (1999).
" 1d. at 183-84. Benjamin Franklin explained his rationale for organizing a library: “by
thus clubbing our Books to a common Library, we should, while we lik’d to keep them
together, have each of us the Advantage of using the Books of all the other Members
which would be nearly as beneficial as if each owned the whole.” BENJAMIN FRANKLIN,
THE AUTOBIOGRAPHY OF BENJAMIN FRANKLIN 130 (Leonard W. Labaree ed., 1964).
# “In many ways more democratic than the subscription social libraries, the circulating
libraries often allowed women to have books, featured reading rooms with long hours,
and provided access to a variety of reading matter, including newspapers, popular
pamphlets, and novels.” Dee Garrison, Libraries, in ENCYCLOPEDIA OF TIIE UNITED
STATES IN THE NINETEENTH CENTURY (Paul Finkelman ed., 2001).
? HARRIS, supra note 6, at 202-03.
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In 1800, Congress established the Library of Congress. President Thomas
Jefferson appointed the first Librarian of Congress, and sold his private collection to the
Library of Congress in 1815, after its collection burned during the British occupation of
Washington, D.C., in the War of 1812.'® Thomas Jefferson also articulated a vision of
libraries across the country providing broad public access to books. In a letter to John
Wyche, Jefferson stated that “I have often thought that nothing would do more extensive
good at small expense than the establishment of a small circulating library in every
county, to consist of a few well-chosen books, to be lent to the people of the county under
regulations as would secure their safe return in due time.”"'

During the first half of the nineteenth century, access to books increased.
Apprentice libraries were established for the use of young men migrating to the cities to
help them “train for the new factory system which had been brought about by the
industrial revolution.”'* Mercantile libraries developed for the use of merchants and law
clerks. School districts began to invest in libraries for their students. By 1853, New York
State had created school district libraries throughout the state with over 1,604,210
volumes." Horace Mann urged Massachusetts to follow New York’s lead because he

“saw the library as an essential contributor to the educational program of the school, as an

' Jd. at 196-97. The Library of Congress circulates materials to Supreme Court Justices,
Members of Congress, thousands of Congressional employees, and other libraries (which
can make the materials available to users within the library premises). lnrerlibrary Loan,
LIBRARY OF CONG., http://www.loc.gov/rr/loan/loanweb 1. html (last visited May 28,
2014).
" Letter from Thomas Jefferson to John Wyche (May 19, 1809), in TIIOMAS JOFFIRSON:
A CIIRONOLOGY OF His TriouaiTs 223 (Jerry Holmes ed. 2002).
ij JEAN KEY GATES, INTRODUCTION TO LIBRARIANSHIP 70 (1968).

Id. at 79.
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invaluable aid in continuing education and in self-improvement, and an indispensable
part of the cultural life of the people.”**

In 1848, the Massachusetts legislature authorized the City of Boston “to establish
and maintain a public library, for the use of the inhabitants....”"” In the following
decades, other public libraries were established, but the public library movement
accelerated dramatically after 1881 through the philanthropy of steel magnate Andrew
Carnegie. Camegie said that “[t]here is not such a cradle of democracy upon the earth as
the Free Public Library, this republic of letters, where neither rank, office, nor wealth

1% Carnegie ultimately funded the construction of

receives the slightest consideration.
1,679 public library buildings in 1,412 communities across the United States.'”

NYPL was founded with this public mission in mind. In 1895, the Astor and
Lenox libraries combined with the support of The Tilden Trust to “establish and maintain

a free library and reading room in the city of New York....”** In 1901, NYPL contracted

with the City of New York to operate 39 Carnegie-built public library buildings in

"“7d at 80.

Y Founding I egislation, BOSTON PUR. LIBRARY,

http://www .bpl.org/general/legislation. htm (last visited May 28, 2014).

16 Adam Arensen, Libraries in Public Before the Age of Public Libraries: Interpreting the
Furnishings and Design of Athenaeums and Other “Social Libraries,” 1800-1860, in
THE LIBRARY AS PLACE: HISTORY, COMMUNITY, AND CULTURE 74 (John Buschman &
Gloria J. Leck, eds., 2007). “When mention is made of the dependence of a democratic
society on an informed citizenry, the American public library usually comes to mind as
the instrument which has had as its fundamental purpose the serving of this crucial need.”
GATES, supra note 12, at 91. See also U.S. OFTICT OF EDUC., PUBLIC LIBRARITS IN TIIL
UNITED STATES OF AMERICA iii (1876) (“[O]ur libraries will fulfill in every respect their
high station as indispensable aids to public education, to the privilege and responsibility
of instructing our American democracy.”).

7 HARRIS, supra note 6, at 246-47.

" Will of Samuel J. Tilden (Apr. 23, 1884). For more information on the founding of
NYPL, see The New York Public Library, Introductory Statement, BULLETIN OF TIIG
NEW YORK PUBLIC LIBRARY, ASTOR, LENOX AND TILDEN FOUNDATIONS, Jan. 1897, at 3,
available ar http://books.google.com/books?id=waNMAAAAYAAJ.
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Manbhattan, Staten Island, and the Bronx. For the last century, NYPL has served a vital
role in the intellectual fabric of American life. Today, NYPL provides free and open
access to its physical and electronic collections of information as well as to its services
for people of all ages, backgrounds and needs.

In the twentieth century, the federal government expanded its support of libraries
far beyond the Library of Congress. During the Great Depression, the Works Progress
Administration built 350 new libraries and repaired many existing ones.”” In 1941,
President Franklin Roosevelt issued a proclamation identifying libraries as “essential to
the functioning of a democratic society” and “the great tools of scholarship, the great
repositories of culture, the great symbols of the freedom of the mind.”*° Congress enacted
the Library Services Act of 1956 and the Library Services and Construction Act of 1964
to provide federal funding for library construction. Currently, the Institute of Museum
and Library Services, an independent federal agency, administers the Library Services
and Technology Act of 1996 and its 2003 reauthorization to allocate federal funding
annually to libraries throughout the United States.”'

B. Americans Borrow Books and Other Materials From Libraries 4.4 Billion Times
A Year

Notwithstanding the spread of digital technology, millions of Americans check
out books and other materials from libraries. The collections of the over 9,225 public

libraries in the country contain 934.8 million materials of which 88.3 percent are printed

' Byron Anderson, Public Libraries, in ST. JAMES ENCYCLOPEDIA OF POPULAR CULTURE
133 (Tom Pendergast & Sara Pendergast eds., 2000).

2 PATTI CLAYTON BELCKER, BOOKS AND LIBRARIES IN AMERICAN SOCIETY DURING
WORLD WAR II: WEAPONS IN TIIE WAR OF IDEAS 49 (2005).

2 See generally INSTITUTE OF MUSEUM AND LIBRARY SERVICES, http://www.imls.gov
(last visited May 28, 2014).
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materials, 5.7 percent are audio materials, 5.4 percent are video materials, and 1.6 percent
are e-books.”” For these 934.8 million materials, there were a total of 2.241 billion
circulation transactions in 2009. Per capita circulation grew by 26.1 percent between
2000 and 2009.**

The collections of 81,920 public school media centers contain 959 million books
and 42.6 million phonorecords and audiovisual materials.”> These materials were checked
out 2.05 billion times during the 2007-08 school year.”

The collections of 3,689 academic libraries include 1.07 billion copies of printed
materials, as well as 112 million phonorecords and audiovisual materials and 158 million
e-books.?” There were a total of 176 million circulation transactions for these materials in
20107

AtNYPL, we have seen an increase in lending and use of the collection since
2008. In 2012, NYPL circulated 28 million items, an increase from 18 million items in
2008. This represents a 44 percent increase in circulation since 2008. All this library

lending is enabled and protected by the first sale doctrine.

2 INSTITUTE OF MUSEUM AND LIBRARY SERVICES, PUBLIC LIBRARIES SURVEY FISCAT
YEAR 2009 10 (2010).
P Id at 7.
24 1 d
23 NAT1I0NAL CENTER FOR EDUCATIONAL STATISTICS, U.S. DEPARTMENT OF EDUCATION,
CHARACTERISTICS OF PUBLIC AND BUREAU OF INDIAN EDUCATION ELEMENTARY AND
SECONDARY SCHOOT, LTBRARY MEDIA CENTERS IN THE UNITED STATES: RESUL TS FROM
THE 2007-08 SCHOOLS AND STAFFING SURVEY 9 (2009).
% Jd. at 14.
2T NATIONAL CENTER FOR EDUCATION STATISTICS, U.S. DEPARTMENT OF EDUCATION,
ZP;CADEMIC LIBRARIES: 2010 FIRST LOOK 8 (2011).

Id at 4.
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11. AVOIDING THE PARADE OF HORRIBLES: WHY THE SUPREME
COURT’S KIRTSAENG DECISION SHOULD NOT BE DISTURBED

The first sale doctrine in Section 109(a) applies only to “copies lawfully made
under” Title 17. In an effort to prevent parallel imports, some rights holders had argued
that this phrase means lawfully manufactured in the United States. The Second Circuit in
John Wiley & Sons v. Kirtsaeng® agreed with publisher John Wiley & Sons that the first
sale doctrine did not apply to copies of its textbooks printed with its authorization in
Thailand. Thus, a student who imported these foreign-printed copies into the United
States and sold them online infringed copyright.

By restricting the application of Section 109(a) to copies manufactured in the
United States, the Second Circuit’s decision threatened the ability of libraries to continue
to lend materials in their collections. Over 200 million books in U.S. libraries had foreign
publishers. Moreover, many books published by U.S. publishers were actually
manufactured by printers in other countries. Although some books indicated on their
copyright page where they were printed, many did not. Libraries, therefore, had no way
of knowing whether these books complied with the Second Circuit’s rule. Without the
certainty of the protection of the first sale doctrine, librarians would have had to confront
the difficult policy decision of whether to continue to circulate these materials in their
collections in the face of potential copyright infringement liability. For future
acquisitions, libraries would have been able to adjust to the Second Circuit’s narrowing
of Section 109(a) only by bearing the significant cost of obtaining a “lending license”

whenever they acquired a copy that was not clearly manufactured in the United States.

654 F.3d 210 (2d Cir. 2011).
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On March 19, 2013, by a 6 to 3 vote, the Supreme Court overturned the Second
Circuit and ruled that the first sale doctrine applies to non-infringing copies, regardless of
where they are made. This means that libraries throughout the United States could
continue their existing purchasing and circulation practices with new confidence that they
would not infringe copyright by doing so.

Writing for the majority, Justice Breyer closely examined the meaning of the five
words “lawfully made under this title.” After reviewing the context of those words in
Section 109(a) and the Copyright Act, the common law history of the first sale doctrine,
the legislative history of Section 109(a), and the Court’s earlier decisions, Justice Breyer
rejected the “geographical interpretation” of lawfully made under this title as meaning
made in the United States. Instead, he found that the phrase meant manufactured in a
manner that met the requirements of American copyright law, e.g., manufactured with the
permission of the rights holder.

Reinforcing this interpretation was the “parade of horribles” that might ensue if
the Court adopted the geographical interpretation. The first, and by far the most detailed,
example Justice Breyer used was the potentially adverse impact on libraries.

The American Library Association tells us that library collections contain

at least 200 million books published abroad (presumably, many were first

published in one of the nearly 180 copyright-treaty nations and enjoy

American copyright protection under 17 U.S.C. §104, see supra, at 10);

that many others were first published in the United States but printed

abroad because of lower costs; and that a geographical interpretation will

likely require the libraries to obtain permission (or at least create

significant uncertainty) before circulating or otherwise distributing these

books. Brief for American Library Association et al. as Amici Curiae 4,

15-20.7" Cf . id., at 16-20, 28 (discussing limitations of potential defenses,
including the fair use and archival exceptions, §§107-108). See also

% The brief Justice Breyer refers to as the American Library Association brief is the brief
submitted jointly by ALA, ARL, and ACRL, referenced above.

10
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Library and Book Trade Almanac 511 (D. Bogart ed., 55th ed. 2010)

(during 2000-2009 “a significant amount of book printing moved to

foreign nations™).

How, the American Library Association asks, are the libraries to obtain

permission to distribute these millions of books? How can they find, say,

the copyright owner of a foreign book, perhaps written decades ago? They

may not know the copyright holder’s present address. Brief for American

Library Association 15 (many books lack indication of place of

manufacture; “no practical way to learn where [a] book was printed”).

And, even where addresses can be found, the costs of finding them,

contacting owners, and negotiating may be high indeed. Are the libraries

to stop circulating or distributing or displaying the millions of books in

their collections that were printed abroad?”!

The Court’s geographic interpretation of Section 109(a) results in an international
exhaustion rule: the distribution right is exhausted regardless of where the first sale
occurs, meaning that the rights holder cannot prevent the parallel importation of copies

purchased abroad. This is the right rule for libraries and for American consumers, and

Congress should not disturb it.

TI1. DIGITAL FIRST SALE

Libraries are increasingly licensing electronic resources, from e-books in public
libraries to databases of academic journals. The license sets the terms under which the
library is permitted to make the content available to its users. Often the content is hosted
on the server of the publisher or other intermediary, and the library is buying access to
the server for its users. An authorized user might be able to download the content onto
her computer or device, and digital rights management software will allow the content to
reside there until it is automatically deleted in accordance with the license terms. For

example, Overdrive provides many public libraries with access to e-books with the

! Kirtsaeng v. John Wiley & Sons, 133 S. Ct. 1351, 1364 (2013).

11
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publishers’ authorization. Currently, for most popular trade titles, a library contracts with
vendors like Overdrive to enable users to check out a licensed title based on the print
“one copy, one user” model. Libraries must license additional e-book files in order to
lend to more than one user at the same time. Similar to the length of time a physical book
1s borrowed for, after a prescribed period, the e-book is automatically returned and
becomes immediately available for digital check-out by another user. Other licenses
might not allow digital download, but instead permit a user to print out a limited number
of pages, e.g., a journal article. Other licenses permit users to access content only when
the user is connected to the Internet, e.g., streaming access.

This obviously is a major shift from the traditional model where libraries bought
physical copies of books and other materials, which they then lent to users pursuant to the
first sale doctrine. This new model has certain advantages over the traditional model.
Libraries do not need to repair torn pages or broken bindings, nor do they need to put the
books on a physical shelf. Users get immediate access to materials once they are
automatically returned, and, if the license permits, users can access the materials
remotely.

At the same time, the new model has certain drawbacks. Under the old model, a
book remained in the collection until the book physically wore out or the library chose to
replace it. In contrast, under most current business terms applied by publishers to this
new digital environment, a library can provide access to licensed content only so long as
it has paid the appropriate license fee. As new digital content licensing models evolve,

libraries will continue to evaluate licenses against their obligation to act responsibly with

12
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taxpayer dollars and private funding.** Also, when libraries renew licenses, the terms of
the renewal may be different than the previous license, adding some unpredictability as to
what will be available from year-to-year.

Further, some current licensing models contain arbitrary circulation limits, and the
libraries must re-license an e-book after a given period in order to maintain access. Thus,
if the library wanted to retain a title for ten years, it would have to license the title ten
times in addition to the annual licensing fee for electronic access. The library license rate
for an e-book can more expensive than its print counterpart, and sometimes more than ten
times the consumer e-book price.*”* Some publishers (or authors who retained their
copyright) do not license e-books to libraries at all, or restrict access to the publisher
catalog through embargos or particular genres.

Moreover, if the publisher or content provider goes out of business, or decides to
discontinue access to certain products because it is no longer profitable, the library might
no longer be able to provide access to the content at all under the original terms of the
license. This, of course, would have serious preservation consequences, leaving large
holes in the cultural and scholarly record. Libraries preserve materials to prevent the loss

of vital cultural, historical and scholarly resources so that generations of users to come

2 For smaller libraries, the cost differential between purchasing a physical item and
licensing a digital file may be significant. According to one study, a public library on
average purchases 59 hardcover copies each of the top 20 New York Times bestseller list
titles (1,180 individual copies) at a total cost of $2.4 million. The same public library
spends $1.2 million on 19 electronic copies of each of the same bestselling titles (380
individual copies). This represents a 55% increase in cost for the same titles. OCLC
ONIINE COMPUTER LIBRARY CENTER, THE B1G; SHIFT: PUBLIC LIBRARY STRATEGIES FOR
ACCESS TO INFORMATION IN ANY FORMAT 15 (2013), available ai
http://www.oclc.org/content/dam/campaign-landing-pages/en/214936 the-big-shift.pdf.
* See Douglas County Libraries Report, Price Comparison as of April 3, 2014 (Apr.
2014), http://evoke.cvlsites.org/files/2014/04/DCL-Pricing-Comparison-4-3-14.pdf.
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are able to use them. If libraries are unable to access and preserve digital content, then
libraries may not be able to fulfill their mission to protect the record of our cultural
heritage for future readers and knowledge creators.

Libraries and publishers are working collaboratively to resolve digital transition
issues. Although some publishers have been reluctant to license e-books to public
libraries on reasonable terms, business models are evolving and experimentation is
occurring. NYPL has taken an active role in encouraging publishers to responsibly
re-enter the library market for e-books, and explore new ways to address their concerns
and the needs of library users. In 2012, Tony Marx, the president of NYPL, offered
NYPL as a pilot-testing lab for virtually any e-book distribution model any publisher
wanted to test. These pilots helped both libraries and publishers understand how to work
with new business models and how users engage with e-books. These partnerships are
consistent with NYPL’s role in providing access to content while promoting the
discovery of new literature. Furthermore, consortia of libraries with a mission for
preserving cultural heritage and the scholarly record have formed partnerships for digital
preservation, starting with journal content, with each library taking responsibility for
particular titles among its holdings. For example, NYPL was an early participant in
Portico, a digital preservation service that operates in partnership with publishers to
protect digital journals and other materials.**

At the same time, as progressively more content is licensed rather than sold,
Congress needs to consider whether to prohibit the enforcement of contractual limitations

on copyright exceptions in certain circumstances. Significantly, the suite of statutory

3 See generally PORTICO, http://www.portico.org/ (last visited May 28, 2014).
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instruments for amending the UK. copyright law that will come into force on June 1,
2014, prohibit the “contracting out” of many exceptions in the research and education
context.”® Congress, therefore, needs to closely monitor the evolving digital marketplace

to ensure that it is sufficiently competitive to provide widespread public access to works.

IV. CONCLUSION: PROTECT FIRST SALE FOR PHYSICAL ITEMS AND
MONITOR EVOLVING DIGITAL BUSINESS MODELS

Throughout American history, libraries have played a fundamental role in
promoting democratic values by providing access to information. By lending materials to
users, libraries help users become informed citizens. Recognizing this important activity,
U.S. copyright law protects the physical lending of material through the first sale
doctrine. Attempts to limit the scope of the first sale doctrine, such as those contemplated
in the Kirtsaeng v. John Wiley & Sows litigation, are very concerning to libraries. For
licensed digital content, Congress should continue to monitor evolving business models
to ensure that the public can continue to access content lent by libraries free of charge.

I would like to thank the Committee for holding this hearing and inviting NYPL

to participate.

% See, e.g., The Copyright and Rights in Performances (Research, Education, Libraries
and Archives) Regulations 2014,
http://www legislation. gov.uk/ukdsi/2014/9780111112755.
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TESTIMONY OF MATTHEW B. GLOTZER, MEDIA CONSULTANT

Mr. GOODLATTE. Mr. Glotzer, welcome.

Mr. GLOTZER. Thank you. Chairman Goodlatte, Ranking Member
Nadler, Members of the Subcommittee.

I appreciate the opportunity to participate in today’s hearing,
and I recognize the need to regularly review copyright, given the
near constant flux in media landscape.

For content-driven companies, emerging technology represents a
mix of opportunity and challenge. And it is incumbent upon IP cre-
ators to be proactive in leveraging these new tools to sustain
growth.

Any business, no matter how established it may be, is better off
working to adapt itself to the future landscape than blindly trying
to preserve the past. In the course of such adaptation, the content
industry has embraced online licensing as a means to provide con-
sumers the flexibility they demand in the Internet era.

With this forward-leaning view, I submit that the creation of a
new first sale doctrine that applies to electronically delivered con-
tent is both unnecessary and potentially detrimental to the long-
term health of many content markets. I have spent more than two
decades working within large organizations designing products and
distribution models that are responsive to technological change.

Although I do not appear on behalf of any particular company
today, my views are based on firsthand experiences in navigating
market shifts and will focus more on commercial and economic re-
ality than legal theory.

There are three primary reasons for my opposition to creating a
new first sale doctrine for electronically delivered content. To
begin, consumers have eagerly adopted the array of flexible elec-
tronically delivered models that are now available alongside phys-
ical media. Since the delivery of Internet video became available in
the mid-2000’s, consumers have led the shift toward access-based
models, in sharp contrast to the rabid collection of the tapes and
disks that had been prevalent for many years prior.

Screen Digest reports that by 2009, U.S. Households were al-
ready accessing to 376 million films and 20 billion television pro-
grams online per year. By 2013, annual consumption ballooned to
5.7 billion movies and 56 billion TV shows via electronic delivery.

To be sure, the traditional proposition to own physical media has
historically been one of the industry’s most potent, and I suspect
it will continue to offer this model as long as consumers demand
it. But today, consumers increasingly demonstrate a preference for
the broad choice and ubiquitous accessibility that is offered by pop-
ular online services. The marketplace has turned a corner.

Secondly, the distribution challenges inherent in physical media
addressed by the first sale doctrine do not exist in the electronic
realm; in other words, there is no incremental problem to solve.
Content distribution by a physical technical host, such as paper,
tapes, and disks, is subject to a series of costs, including manufac-
turing inventory risk; there is the degradation of copies over time;
and the costs of dissemination, which itself includes the need for
a consumer to maintain possession of a copy in order to access the
content.
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But electronic delivery is highly efficient, such that these costs
are greatly reduced or eliminated outright. Most importantly, elec-
tronic content can be transferred from user to user almost instanta-
neously, much faster than any physical host could be transferred
hand to hand, and with no degradation in quality.

Thirdly, unlike secondary markets for physical media, those for
electronic licenses are actually efficient enough to disrupt their pri-
mary counterparts. A secondary market for physical media can co-
exist with the primary market because the inherent costs and limi-
tations of that physical media make used copies a separate value
proposition from new ones.

But the hyper efficiency of electronic delivery is rooted in the
speed, ubiquity, and anonymity of Internet-based communications.
In this realm, parties wishing to exchange goods need not be co-
located and, in fact, need not be known to one another. Low-cost
intermediary service could automatically effectuate not only perma-
nent transfers of licenses but also temporary loans of them.

So it is easy to imagine that a single instantiation of a content
license could provide utility to hundreds of users as long as only
one user wanted the content at any given time.

Such a mechanism would force content owners to price each li-
cense based on its capability to serve many rather than one. But
how many willing buyers would there be if a film cost 10 to 100
times its customary price? The result would be a failure of the pri-
mary market.

My fellow witness, Dr. John Villasenor, has acknowledged this
problem and suggests limiting the frequency with which secondary
market licences could be exchanged so transfers might be allowed
but loans would not.

But where do we draw that line? How would we analyze the
problems so that demarcation between a loan and a transfer would
be something more than an arbitrary distinction?

In summary, content producers have embraced the efficiency of
electronic delivery, arguably at the expense of some of the those
most time-tested business models. And they will continue to do so
as long as the markets for their products remain robust. Currently,
studios are working on exciting mixes of content and services
around their intellectual property that are intended to deepen the
engagement with fans. But this sustained innovation relies on the
elegant balance of producer and consumer incentives. The rise of
secondary market for used electronic goods that are indistinguish-
able from their new equivalents would harm this balance and even-
tually result in a market failure.

Mr. Goodlatte, Mr Nadler, my opinions today are not in any re-
flexive defense of old models. I offer them out of a genuine interest
in maintaining the market dynamics that have fostered so much
innovation to date. The continued investment and experimentation
by content creators will yield myriad benefits to the entire value
chain.

Again, I appreciate your time, and I look forward to any ques-
tions you may have. Thank you.

Mr. GOODLATTE. Thank you, Mr. Glotzer.

[The prepared statement of Mr. Glotzer follows:]
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introduction

Chairman Coble, Ranking Member Nadler, and members of the Subcommittee, thank you
for the opportunity to participate in today's hearing on the impact of changing the first-
sale doctrine to apply to electronically-delivered content. I testify today in my personal
capacity as someone who has spent more than two decades working within content
companies (in music, film and television) designing products and distribution models
that are responsive to advances in available technology and changes in consumer
demand.

It is essential for Hollywood (and other content industries) to be agile in growing new
business models. This innovation must be done thoughtfully, accounting for the
substantial amounts that creators invest each time they produce a new film or television
show, and that is precisely what the movie and television industry has been doing. The
high speed of technological advancement in content businesses over the past 15 years is
obvious. Today’s digital marketplace offers consumers a variety of ways to enjoy content,
such as through electronic download, video-on demand, and streaming services. License-
based options are designed around flexible access to content, not the acquisition of
physical objects. Electronic delivery has increased the value proposition to consumers by
enabling access to content virtually anywhere, at any time, to multiple authorized users,
and on multiple devices; and this increase is evident in the high rate of user adoption.

The first sale doctrine -- created more than 100 years ago and codified in 1976 -- permits
the owner of a physical object containing a work to sell or give away the object. The
doctrine addresses limitations inherent in physical objects: they take up space, require
the user to maintain possession and expend some effort to transport, impose costs to
produce additional units, are often manufactured in limited runs or are otherwise scarce,
and typically decay with age. Some are proposing changing the first sale doctrine to
apply to non-physical goods. Doing so is not only unnecessary, it would radically alter the
nature and purpose of the doctrine.

“True north” for any analysis of proposed changes to the Copyright Act should be the
maintenance of the central balance that it aims to strike: that is, incentivizing creators to
maintain their output of new ideas, and ensuring that consumers have reasonable access
to them, irrespective of the particular tools, services or consumer behaviors that may be
prevalent at any point. Changing the first sale doctrine to apply to electronically-
delivered content would have detrimental effects on that balance. It would do significant
harm to creators over time and ultimately hinder the further evolution of flexible, online
choices that the content industry currently offers consumers.

For individuals that prefer the traditional ownership model, physical options remain
available. But in light of the rapid success of access-based models, it would seem
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primary market and a secondary market to coexist, offering the consumer very different
value propositions.

In the physical world, “used” copies are distinct from the original. They are either
cheaper because they are no longer new, or more expensive because they are rare. “Used”
electronic content, however, is indistinguishable from the original. Consequently, the
used market would supplant the original market, depriving creators of a return on their
investment and reducing their incentive to create content in the first place.

Electronic distribution turns traditional dynamics on their head, most notably in the way
that content is now transferable from one consumer to another. Physical media must be
handed off (literally) from Ato 5. Therefore:

e Aand Bmust know one another to communicate, or both must use an intermediary (e.g, a
physical storefront) that is willing to take control of the copy between the time that 4 offers
the product and #wishes to obtain it.

e Awill then take it away, and 4 will no longer have control, so the nature of the transaction
(whether or not it involves an intermediary) will be a permanent sale, rather than a loan,
hecause A is unlikely to have recourse when Zdisappears.

e The coordination of multiple buyers and sellers in terms of location, timing and price
negotiation is a relatively cumhersome process.

The equivalent mechanism in a realm of electronic licenses is perfectly efficient, so much
so that it could have devastating effects on the primary market for like content. In this
context, the actual content files are encrypted and are easy to obtain, though difficult to
unlock. Licenses to use the content come as separate “key” files that decrypt the content
file for playback. Because of this:

» Aand Bneed not know one another, and the matching by an intermediary could he
accomplished by low-cost servers that operate open-source Internet routing software.

e Amight “sell” the license to 5, making the transfer relatively permanent, but this is no longer a
practical necessity as it was with physical media. The same intermediary could set rules on
how long Bcould access the content before the rights reverted, automatically, to A This
would enable very short-term “loans” of the content to 3

Under this arrangement, one single instantiation of a content license could provide utility
to potentially hundreds of users; as long as only one user wanted the content at any given
time. If such a mechanism were in place, a rational content owner would anticipate this
and price each individual content license based on its capability to serve many, rather
than one. But it is highly implausible to expect that a marketplace where film or
television content costs 10-100x its “customary” price would find many willing buyers to
begin with. The result would be a market failure.

Dr. John Villasenor, a fellow witness in today’s hearing, has acknowledged this problem
and suggests that, “...a digital first-sale doctrine would need to be structured to ensure
that very short-term (e.g, a few minutes), anonymous digital loans are not within the
scope of permitted dispositions of copies of works.”# But addressing this would require
the explicit demarcation of short-term and long-term (i.e, permissible) dispositions of
these licenses. This would be challenging to analyze appropriately, for legislators and
copyright holders alike.

+ Villasenar, |ohn, “Rethinking A Digital first-sale Doctrine In A Post-Kirtsaeng World: The Case For Caution”, £/
Antitrust Chronicle, May 2013
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Conclusion

Critics might assume that a reluctance to expand first-sale to electronically-delivered
goods is a blind defense of old models, but this is wrong. My opposition is based on three
critical points of logic:

e First, that the purpose of first-sale - to limit copyright on{y for purposes of easing the inherent
“friction” associated with physical media - is simply unnecessary in a world of electronic
licensing, where access to the content itself is relatively costless.

e Second, that because of the hyper-efficiency of electronic distribution, there will be no natural
“firewall” between the primary and secondary markets for content. This will substantially
compromise the most valuahle commercial models that are in place today.

e Finally, content owners are currently developing new models to engage modern audiences
more deeply, but these will rely on a market that fosters long-term investment by consumers
in their favorite franchises. A mechanism that allows this holistic experience to be brolen up
and disposed to others breaks the model. As a result, producers will inevitably discontinue
investment in these products.
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Mr. GOODLATTE. Mr. Siy, welcome.

TESTIMONY OF SHERWIN SIY, VICE PRESIDENT,
LEGAL AFFAIRS, PUBLIC KNOWLEDGE

Mr. Sty. Thank you. Chairman Goodlatte, Ranking Member Nad-
ler, Members of the Subcommittee. Thank you for inviting me to
testify here today on the critical issue of the first sale doctrine.

In my testimony today, I would like to emphasize one crucial
point, that the first sale doctrine is not just a technical exception
or limitation to copyright law but a fundamental principle that bal-
ances consumers’ basic rights to their personal property with au-
thors’ rights to their intellectual property.

The way the Copyright Act is structured today, it grants broad,
exclusive rights to copyright holders, rights that are so broad that,
without exceptions, the result would be absurd if not intolerable.
The exclusive rights of distribution and display, for example, would
give copyright holders rights that violated our basic understanding
of personal property. The author of a book, for example, would be
able to prevent a buyer from giving it to her daughter, lending it
to a friend, or donating it to a library.

In other words, first sale is a limitation or exception to copyright
that is necessary because copyright creates big exceptions to the or-
dinary rules of personal property.

While Bobbs Merrill stands as a foundational case in the first
sale doctrine, over a hundred years later, we can see it be under-
mined in a number of ways today. One notable example of this
happened recently, when Aspen Publishers said they would require
students who bought certain legal textbooks to return them at the
end of the semester. In essence, Aspen was claiming that these
printed books were being licensed and not sold to the students. The
point of this presumably was to make sales of the used books copy-
right infringements and therefore eliminate the market of used
books. So more than 100 years after Bobbs-Merrill, we see pub-
lishers still trying to use disclaimers attached to books to limit
ownership and resale. Basically, consumers need to know that they
own what they buy. Owning it in this case means being able to dis-
tribute it and also the ability to simply use it as intended.

But the use of external language to limit ownership is even more
prevalent in the world of software. Typically, software comes with
an end-user license agreement that will, among other things, char-
acterize a transaction as a license rather than a sale. Even if the
exchange looks in all aspects like a sale and may even be called
such in a store or on a Web site, a disclaimer attached to the work
will claim otherwise. This not only puts restrictions on the initial
buyer, but it also places potential liability on anyone else down-
stream who might in turn receive the copy, even if they never even
signed or never even saw that agreement.

To prevent consumers from being saddled with these burdens,
the law should not enforce contracts that result in noncontracting
parties facing liability. And it should resist enforcing the text of
fine-print agreements that deny a sale is taking place when every
other indication from the producer is that the transaction is a sale.
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It may even be worth investigating whether certain types of li-
censing structure should be avoided altogether, the way certain
type of interests in land are not recognized under property law.

Next, ownership of copies is not just the ability to sell and dis-
tribute them. After all, those rights are useless if the copies them-
selves cannot be used. Yet, often, the owners of digital copies could
still infringe copyright by merely using those copies. This is be-
cause practically any use of a digital file, merely loading or running
it, results in copies of that file being made inside the digital device.
Every time you play music or movies on your phone, load an eBook
or open up a Web site on your laptop, you are making reproduc-
tions of likely copyrighted works.

Currently, a first-sale-like rule in Section 117 prevents owners of
the computer programs from becoming inadvertent infringers due
to those essential step copies. However, that rule does not extend
to other types of digital works, like MP3s, movie files, or eBooks.
A simple update of Section 117 would allow for these necessary and
harmless reproductions to be made.

As Congress continues its review of copyright law, Section 117
could also be a useful model for addressing the issue of first sale
in digital downloads. Just as Section 117 allows you to make repro-
ductions that are essential to the use of a computer program, we
can see a provision that would allow for limited and temporary re-
productions that are essential for the transfer of a file from one
party to another. I believe such a provision would permit the first
sale doctrine to continue to be relevant in the digital space, even
as so much of our media comes to us only in a digital form.

Every day, thousands of people hand copies of their works that
they love to one another. As loans, as gifts, in transactions that are
under the law but unseen by commerce. Every day, millions of
more people use and thus copy the digital movies, music, and
books, that they own. Preserving their first sale and ownership
rights is therefore not just important in terms of commercial inter-
actions but to make sure that all of these millions of people con-
tinue to have a vibrant cultural world into the future.

Thank you for your time, and I look forward to your questions.

Mr. GOODLATTE. Thank you, Mr. Siy.

[The prepared statement of Mr. Siy follows:]
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Chairman Goodlatte, Ranking Member Nadler, and Members of the Committee, thank you for
the opportunity to speak today on this critical issue of the first sale doctrine. My name is Sherwin Siy,
and I am Vice President of Legal Affairs for Public Knowledge, a nonprofit public interest organization
that promotes the public’s access to information and culture through open, competitive, and universally
accessible and affordable communications networks.

In my testimony today, 1 would like to emphasize one fundamental point: that the first sale
doctrine is not simply an exception or limitation to copyright law, but that it is a fundamental principle
that balances people’s basic rights to their personal property with authors’ rights to their intellectual

1
property.

Our copyright law recognizes the distinction between a work: the creative thing set down by an
author, like a novel or a song, and a copy: the physical object that houses that creative work, like a
paperback or a CD.” The first sale doctrine puts that distinction into practice by making sure that,
whether or not a piece of physical property contains copyrighted works, it obeys the same laws as other
types of personal property.

In other words, first sale is a limitation or exception to copyright that is necessary because
copyright creates big exceptions to the ordinary rules of personal property. 1 can do what 1like with my
personal property: for example, I can reproduce my keys, display my furniture, publicly operate and
show off my car; I can resell my bicycle, modify my clothes, and so on.

But copyright law restricts these actions when it comes to copies of copyrighted works. Even if
you own a particular paperback, you can’t reproduce it—reproduction being one of the several things
that section 106 of the Copyright Act generally restricts. The Copyright Act also restricts distribution
and public display--meaning that, absent some accommodation of the copyright law, used bookstores,
garage sales, and gifts of copyrighted works would be illegal--let alone the operation of our thousands
of public lending libraries, as well as business models that have emerged for renting various types of
copyrighted works over the years—including videotapes, DVDs, computer games, and now even
textbooks.

! See Sherwin Siy, Copies, Rights, and Copyrights: Realty Owning Your Digital Suyff; Public Knowledge, June 27, 2013,
http:/ v publicknowledae orgfiles/CopiesRightsCopyrightsPK Thinks2013 pdf, Aaron Perzanowski & Jason Schultz,
Digital Exhaustion, 58 U.CL.A. L. Rev. 889 (201 1).

217US.C.§202.
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The first sale doctrine allows all of these things to happen, and a formative part of its history is
outlined in the case of Bobbs-Merrill v. Straus,” which stands as one of the first and best articulations
of the doctrine by the US Supreme Court. W1thout going into too much detail, in this case, one
publisher, as part of a plan by a publishers' association to reduce discounts on books,* placed a notice in
the front cover of a novel that said the book was not to be sold for less than a dollar, and that selling it
for less would constitute a violation of the publisher's copyright.” When Macy’s sold the book for 89
cents, the publisher sued.

But the Supreme Court rejected the idea that this short notice in the front of the book allowed
the publisher to exert its control over the redistribution of the book throughout the lifetime of its
copyright. In its current form in section 109, the doctrine is framed by saying that any lawfully made
copy of a copyrighted work can be distributed or publicly displayed without the permission of the
copyright holder.

This not only preserves the ability of retailers to set market-driven prices on books, DVDs, and
other media they have purchased, it allows individual consumers to hold yard sales of copyrighted
works and give them as gifts without seeking permission. It permits the existence of lending libraries
that otherwise would either have to engage in complex and expensive licensing arrangements, or, in
many cases, would simply not exist. In short, respecting the distinction between personal property and
copyrights promotes both a vigorous economy and the personal rights and freedoms of consumers.

However, a number of issues are arising that suggest the first sale doctrine may lose some of its
effectiveness, if current trends in technology and business continue. These trends include the increasing
prevalence of restrictive and often deceptive fine-print licensing agreements, as well as the increase in
digital media, including media that is sold as downloads, rather than on physical media like CDs.

Replacing Sales with Licensing Agreements

Recently, Aspen Publishers created a controversy when it sent an email to law professors that
indicated that it would require students to return the print version of their casebooks at the end of the
semester.” In essence, Aspen was claiming that the print books were not being sold, but licensed to the
students, thus making any resale or other redistribution of the used textbooks a copyright infringement,
and destroying the secondary market for their textbooks.® After much outery, including many
professors insisting they would refuse to assign such books for their classes, Aspen amended its policy.

Nevertheless, this story illustrates the fact that the incentives of publishers today are the same as
they were in Bobbs-Merrill, and the techniques for eliminating secondary markets—and ownership of
books—are similar to those tried over a hundred years ago.

. Ariel Karz, The First Sale Doctrine and the Liconomies of Post-Sale Restraints, 2014 BYU L R, 55 66-9 (2014).
* Verbatim, the notice read, “I'he price of this book at retail is $1 net. No dealer is licensed to sell it at a lower price, and a
salc at a lower price will be treated as an infringement of the copyright.”

*17Us. C.§109.
7 See Josh H]ackman Aspen C ave/moA Connect Texthooks Must Be Returned At End Of Class, Cannot Be Resold, Josh
Blackman’s Blog. May 5, 2014, ht shblackman.com/blog/2014/05/05/aspen-casehook-connect-texthacks-must-be-

returned-at-end-of -class- connot-be-resold.

¥ Nor was Aspen planning on becoming the sole reseller of its own books; it encouraged students to continue highlighting
and annotating their works, meaning that books returned to the publisher were likely to be pulped. See James
Grimmelmann, Aspen Doesn’t Want You To Own Your Own Casebooks, The Laboratorium, May 6, 2014,
htip:/laboralorium.nct/archive/2 Q506 /aspen docsal want vou o own your own caschouks,
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Aspen’s attempt to eliminate the used book market through the use of a licensing agreement
should come as no surprise, though, since it reflects a longstanding practice of the software industry.
Computer programs frequently come with a fine-print “End User License Agreement” that will, among
other things, claim that the copy that the user purchased and installed on their computer was not
actually sold to them, but rather a sort of long-term rental. Although software companies rarely, if ever,
attempt to reclaim the copies they have sold, and in all other respects act as though the transaction was
a sale, they will use the language of an agreement that few consumers have the time to read, and that
none have the ability to actually negotiate, to claim that the transaction was actually a rental. These
purported license agreements serve to eliminate a secondary market for software of the sort that has
traditionally existed for books, music, movies, and other media.

Worse, these agreements can make infringers of people who have never entered into any
contracts or agreements with the publisher. One of the most prominent cases about the resale of
software involved a reseller who never entered into a licensing agreement.” Yet because of the way
section 109 and the agreement operated, he was found liable for infringement for buying and then
reselling a copy of a computer program that he had never himself copied or installed. These agreements
therefore create a sort legal curse that attaches to the object, specifically counter to the values embodied
in Bobhs-Merrill and the first sale doctrine generally.'

The problem is not just that this harms the secondary market in computer programs, or even that
it allows a particularly strange bootstrapping of fine print into a copyright complaint. Increasingly,
more types of media are being sold digitally, and can easily be offered to consumers with exactly this
sort of language buried in a clickthrough, which will claim that, despite the fact that she clicked on a
bright yellow “BUY"” button, a consumer was only renting her ebook, or album, or TV episode.

Essential-Step Copies and the Need to Update Section 117

The growth of digital media beyond computer programs brings me to the last set of issues T
wish to discuss today. A fundamental issue with copyrights and digital technology is that merely
accessing a digital file usually results in a copy of it being made, even if only in the temporary storage
of a computer’s Random Access Memory, or RAM. Other routine processes lead to copies being made
of digital files in the course of their use, in buffers, caches, and other places. These copies, though
temporary, can implicate the reproduction right, and make an ordinary computer user a potential
copyright infringer merely for using a digital work as it was intended to be used.

In 1980, Congress recognized the problem this created with regard to computer software, and
created essentially what is now section 117 of title 17."" Among other things, it ensures that the owner
of a copy of a computer program can make any adaptations or reproductions of the program that are
created as "essential steps” in the use of the program. This way, RAM or buffer copies of computer
programs are not considered infringements.?

QVI"emor v. Autodesk, 621 F.3d 1102 (9th Cir. 2010)

1% As the Supreme Court found recently in Kirtsaeng, the first sale doctrine’s origins predate Bohbs-Mersifl to at least the
17th, if not the 15th century common law refusal to permit restraints on the alienation of chattels. “A law that permits a
copyright holder to control the resale or other disposition of a chattel once sold is similarly ‘against Irade and 1raffi|c], and
bargaining and contracting. ™ Kirtsaeng v. John Wiley & Soms, 133 S. Ct. 1351 (2013) guoring 1 L. Coke, Institutes of the
Laws of England § 360, p. 223 (1628).

" Pub L. No. 96-517 § 10(b) (1980).

12 Other parts of seetion 117 allow for other types of reproductions and adaptations for archival and mainlenance purposes.
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However, technology and business practices have led to section 117 covering less ground that it
should. For one thing, the clickwrap and shrinkwrap agreements mentioned earlier have been used to
claim that computer users were not the “owners” of copies, and therefore were infringing copyrights
merely by using the computer programs they paid for in a way disfavored by the copyright holder.
While consumers should be held to contracts they have fairly agreed to, the remedies for breach of
contract should not be merged with copyright infringement.

Another problem that has emerged as technology progresses is that a vast amount of digital
media consists of things other than computer programs. The mp3s being played on a phone, the photos
or movies being displayed on a tablet, or the book being read on an e-reader are all subject to the same
digital processes that generate RAM copies, buffer copies, and cached copies that computer programs
do—yet section 117 does not explicitly cover them.

This problem relates closely to the third issue with digital copies—that transferring them
requires reproductions, just as using them does. This is something that has arisen not so much with the
increase in digital formats, but the trend of selling them as data, and not as physical media. While CDs
are nothing new, the act of selling songs and albums without CDs is, relatively speaking. As a result,
the Copyright Act does not specifically account for how consumers might distribute their copies of
downloaded digital works without infringing the reproduction right. While some companies have
attempted to deal with this by trying to create forward-and-delete systems that could fall within fair
use, they have not so far been successful in litigation. Meanwhile, consumers who buy music, movies,
or books are unable to resell them when they no longer want them, even if they delete them. Nor, in
fact, would someone be able to give away those songs, movies, or books, or bequeath them to family,
except in the form of the original hard drives they are stored on.

Potential Solutions

There are a number of potential resolutions to each of these problems; I will only focus on a few
here.

1. Not Enforcing Deceptive Licenses

In the matter of clickthrough and shrinkwrap licenses undermining first sale, a number of
consumer protection measures can be brought to bear. For instance, it could be made clear that when
consumers are led to believe they are actually making a purchase through the characteristics of the
transaction, a retailer may not renege on that through the use of a fine-print clickthrough or hidden
license agreement. In case such as this, the most prominent representation of the transaction should
hold.

This prevents initial consumers from being deceived into receiving less than they paid for, and
it can prevent confusion in later transactions on the secondary market. Nor would it prevent software
companies and other copyright holders from offering their works on a rental or lease basis; they would
simply need to be clear and upfront about the nature of the transaction.

2. Numerus Clausus

Another way of preventing license agreements from creating overly baroque situations might be

These are likely to also need updating, but are Iess direetly tied the issucs [ am discussing here.
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1o, in a certain way, treat the distribution of copies more like the transfer of real estate. Property law (in
both the common law and civil law traditions) traditionally limits the types of interests a person might
have in a piece of land. This principle of limiting types of ownership is often called “numerus clausus,”
meaning “the number [of types of ownership] is closed.”" In other words, for the sake of clarity and
transactional certainty, pieces of land can only have certain types of ownership and burdens associated
with them. This prevents later buyers or tenants from having to engage in meticulous investigations to
find out what property rights they may or may not be violating.

The same can be true for copies of copyrighted works. As we have seen, the current system
essentially allows intellectual property rights beyond those defined in the statute to be attached to
individual copies."* Someone who has never signed or even seen a license agreement can be bound by
its terms and become an infringer. Limiting the sorts of restrictions that can be placed upon copies of
works could prevent just this sort of surprise.

3. Updating Section 117 to Deal with Essential Copies

Finally, a number of adjustments to section 117 could clarify the law so that it takes a simpler
and more logical approach to digital media.

First, section 117 should apply to copies of works generally, not just computer programs. That
way, other forms of digital content, like music and movies, can have essential-step copies made,
reducing the need for complicated licensing agreements (or at least reducing the complexity of
necessary licensing agreements).

Second, section 117 should apply to users of works, and not just their owners. That way, I don’t
become an infringer if I borrow a classmate’s e-reader to look over the copy of the casebook she
bought, or if you watch a movie on a friend’s tablet.

Finally, section 117 could be amended—or a new section created in its model—to allow for the
distribution of digital copyrighted works owned by consumers, provided that, at the end of the
transaction, the seller retains no copies of the work and the buyer has only one. Such a provision would
be entirely in keeping with the first sale doctrine, and would help preserve consumers’ rights as an
increasing number of works are sold primarily, if not solely, as digital downloads.'® That way, the
rights of consumers and creators remain in balance, regardless of the form in which the works are being
sold.

Conclusion:

The first sale doctrine isn’t just a convenience created by the Supreme Court in 1908; it’s a way
to recognize how rights to physical property and intellectual property can be reconciled. As such, itisa
fundamental part of the law that should not be undermined by one-sided, fine-print clickthroughs or
relegated only to distributions involving the transfer of physical objects. As a foundational part of our
law, the first sale doctrine should be clarified so that it might apply, with little need for later
adjustment, well into the future.

'* Christina Mulligan,
hatp:/papers. ssm.cor
M 1d. at 249,

* Inereasingly, games for mobile devices, personal computers, and gaming consoles, as well as large numbers of popular
works of [iction, arc being sold only as digital downloads, withoul any physical versions produced.

Numerus Clausus Rule for Intellectual Property 80 Tennessee L. Rev. 235 (2012), available at
ol 3/papers cfimYabstract id=2017023.
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Mr. GOODLATTE. Mr. Villasenor—is that correct? Say it to me so
all of us know when we question you how to pronounce your name.

TESTIMONY OF JOHN VILLASENOR, NONRESIDENT SENIOR
FELLOW, THE BROOKINGS INSTITUTION, AND PROFESSOR
OF ELECTRICAL ENGINEERING AND PUBLIC POLICY, UNI-
VERSITY OF CALIFORNIA, LOS ANGELES

Mr. VILLASENOR. It is Villasenor. Yes.

Good morning, Chairman Goodlatte, Ranking Member Nadler,
and Members of the Subcommittee. Thank you very much for the
opportunity to testify today regarding the first sale doctrine and
U.S. copyright law.

I am a Nonresident Senior Fellow at the Brookings Institution,
and I am also on the faculty at UCLA. However, the views I am
expressing here are my own and do not necessarily represent those
of the Brookings Institution or the University of California.

In my testimony, I would like to make two main points. First,
modification of U.S. copyright law to introduce a broad digital first
sale doctrine would lead to unintended consequences that would
dramatically reduce the ability of content creators to be properly
compensated for work sold digitally. For example, consider what
would happen if loans that might last only a few minutes or even
a few seconds could be made instantly, without the authorization
of the copyright holder, and among parties who might be separated
by thousands of miles.

A recording artist who sells only a few hundred copies or digital
copies of a song might find that 1 million people are sharing those
few hundred copies. How could this be possible? Because those few
hundred copies could be aggregated into a lending pool serving 1
million people. Listeners would only need to borrow from the lend-
ing pool at the very moment when they want to hear the song.

I am not aware of any statutory language that could be used to
craft a digital first sale doctrine that would somehow avoid these
sorts of unintended consequences while also being practical and
workable.

Secondly, the question of digital first sale, as important as it has
been, is becoming less so with each passing year. We are moving
and in fact have largely already moved to a license-based eco-
system for digital content distribution. And when there is no sale,
the first sale doctrine does not apply. Instead, the permissible
downstream uses of digital content in a license-based ecosystem are
addressed through a combination of contract law and intellectual
property law.

Today’s consumers have access to a remarkable and quickly
growing range of license-based content offerings. But there are also
some concerns. Consumers who shop at content-provider Web sites
featuring opportunities to “buy” a digital version of a song, movie,
or book, can reasonably expect that when the transaction is com-
pleted, they will own a copy of the work. But in many cases, that
is not what occurs. Instead, consumers who buy digital copies, cop-
ies of digital works, are often subject to terms-of-use agreements
specifying that they are, in fact, licensees, not owners. Consumers
can find these agreements to be mind-numbingly complex, often
containing clauses with ambiguous wording susceptible to con-
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flicting interpretations, even among attorneys who specialize in
contract law.

I am not sympathetic to the argument that the onus is on con-
sumers to resolve these ambiguities as a pre-condition to obtaining
new digital content. I believe that content providers have at least
an ethical obligation and quite possibly a legal obligation under
consumer protection laws to clearly structure offerings so that con-
sumers are informed about restrictions accompanying their pur-
chase of digital copies of copyrighted works.

When consumers are weighing offers enabling them to “buy” con-
tent that they in fact will not own, that information should be
clearly and explicitly conveyed before the transaction is completed.

When consumers are considering acquiring content that they will
be prohibited from loaning, selling, giving as a gift, or bequeathing
to an heir, that information should be presented in easy-to-under-
stand, unequivocal language before the purchase is completed.

These issues are of vital importance to the creative content eco-
system. But my view is that they cannot and should not be ad-
dressed through changes to copyright law. And I do not believe
these issues should be addressed through new legislation that
would restrict or otherwise alter American contract law.

Instead, they should be addressed by ensuring what in fact
should be common sense, that consumers who license copyrighted
works have access to clear, upfront descriptions regarding the per-
mitted and prohibited uses of the content. Once that occurs, I am
optimistic that market forces will lead to future license space con-
tent offerings giving consumers many more options than those com-
monly available today.

And in contrast with attempting to address digital content dis-
positions through a one-size-fits-all statutory approach, allowing
the market to experiment with the diversity of solutions is more
likely to result in balanced approaches. Among other things, this
could lead to a growing number of offerings permitting licensees to
engage in dispositions of digital content analogous to those that
have long been available to owners of tangible copies of works.

Thank you very much, and I look forward to answering your
questions.

Mr. GOODLATTE. Thank you.

[The prepared statement of Mr. Villasenor follows:]
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Mr. GOODLATTE. Mr. Simon, you get the last word.

TESTIMONY OF EMERY SIMON, COUNSELOR,
BSA | THE SOFTWARE ALLIANCE

Mr. SiMON. Thank you, Mr. Chairman. It is good for me to be
here today. I am a product of New York City Public Schools. I am
a product of New York City public universities. And when I stood
up to say “I do,” it reminded me of being sworn in as a citizen, in
I think this very building, some 40 years ago. So it is a little bit
of a homecoming for me; it brings back a lot of memories.

So probably of the many issues that this Committee is consid-
ering in the area of copyright, this issue, first sale, is the most im-
portant to the software industry. Software industry relies on copy-
right law for three basic purposes: to prevent piracy, to fight pi-
racy; to fight people who freeload by copying code and cloning it;
but most importantly, it is the foundation stone on which we build
our licensing agreements.

Software is licensed, in most instances, not always. It is a con-
tract. That contract is enforceable. That contract gives rights to the
consumer while preserving obligations on the part of the software
developer.

So it is in that context that we look at this discussion today,
which is, how do you continue to respect the freedom of the parties
to engage in contractual relationships? How do you continue to pro-
?oécg the kind of success that the American software industry has

ad?

BSA members are the dream team of the world’s most innovative
companies. IBM, Microsoft, Intel unleashed an era of unparalleled
change; now we work and live by developing the PC. Apple trans-
formed the smartphone and broke new ground with tablets. And
today, we are at the center of the next wave of innovation as we
transition to a data-centric economy. Data and analytics powered
by software providing insights and unprecedented opportunities
from the factory floor, to medicine, to classrooms. All these things
are possible because the copyright law provides a sound foundation
for licensing.

We have heard that first sale applies only to the owner of a copy
of work, and that is right. This Committee, when it issued its re-
port some years back, made it crystal clear, it said, “first sale ap-
plies only to outright sales.” That is what it should be. It should
apply to sales, not to licenses.

Converting the first sale doctrine into a first license doctrine, as
some argue, by extending to its licensed copies would brush aside
existing law. Such an extension would upturn a cornerstone of our
economy, our ability to contract and our ability to rely on contracts.
And I agree with Mr. Villasenor on that point very strongly.

And it would especially create confusion among consumers about
the rights and quality associated with secondhand software. Buyers
of secondhand software will be unable to tell whether the copy they
paid for is genuine or counterfeit or, even worse, suffer irreparable
harm if the copy is infected with spyware or viruses, as they often
are, and purport to be genuine.

Just this morning, I saw a report from one of my colleagues in
the Czech Republic, where we are having a slew of illicit copies
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being distributed by people who allege they are re-selling, they are
selling used copies.

Courts are not confused. The courts have been clear. Most re-
cently, in Vernor v. Autodesk, the Ninth Circuit said unequivocally,
if it looks like a license, if contains use restrictions, and if it re-
stricts transfer, it is an enforceable license. We think that is the
right case. There are some other cases, Krause here in the Second
Circuit, which previously had a different point of view. But what
that distinguishes was not based on enforcement of a license.

Finally, today, nearly one in five copies of software used in the
United States is unlicensed. We lose about $10 billion just in the
U.S. Threats of infringing use of software would be significantly ex-
acerbated if the first sale doctrine or the first sale rule were ap-
plied to licensed copies. Because it is nearly impossible to police
whether the person purporting to transfer has actually done so.

I would like to say three things in conclusion. One is, applying
the first sale doctrine to licensed copies would substantially in-
crease the infringement risk. Two, it would reduce consumer choice
by undermining the legal foundation that software developers rely
on. And, finally, it would shake the very notion that licensing,
which is completely recognized by the Copyright Act as a legitimate
way to commercialize, it would undermine the concept that licens-
ing is an integral part to be protected and nurtured by the Copy-
right Act.

Thank you very much.

Mr. GOODLATTE. Thank you, Mr. Simon.

[The prepared statement of Mr. Simon follows:]
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Testimony of Emery Simon
Counselor, BSA | The Software Alliance
Hearing on “First-Sale Under Title 17”

June 2, 2014
New York, N.Y.

Good morning Chairman Coblc, Ranking Member Nadler, and members of the Committee. My name is
Emery Simon, and I appreciate the opportunity to testify today on behalf of BSA | The Software Alliance
(“BSA™). BSA is the lcading advocate for the global softwarc industry in the United Statcs and around the
world. Qur members are among the world’s most entrepreneurial and innovative companies, creating
softwarc solutions that spark cconomie growth and improve modem lifc.!

Since the software industry’s inception, developers have relicd on copyright law—and copyright licenscs
in particular—to provide their products and services to users. This licensing-based business model has
been instrumental to the industry’s success and has generated tremendous benefits for consumers, for
example, as developers have tailored their offerings to a wide range of customer needs.

BSA members thercfore have a keen interest in today’s hearing on whether to cxtend the first-sale
doctrine beyond physical copies of works to include works acquired through digital transmissions. We
urge this Committee to reject any proposal to extend the first-sale doctrine to copies of software acquired
under a licensing agreement or otherwise to convert the first-sale doctrine into a “first-license™ doctrine.
‘We believe such an extension would undermine the licensing modcls that our business and individual
customers depend on today, upsetting long-standing business practices and leading to substantial
confusion among consumers about the rights and quality associated with “sccondhand™ software,
resulting in unintended and harmtul consequences.

Software and the Economy

The commercial softwarc industry is one of the world’s most powcerful engincs of cconomic growth. In
just the past decade, the global software industry has nearly doubled in size, generating annual revenues
of nearly $360 billion in 2012, up from $180 billion on 2000.% This represents a compounded annual

growth rate of greater than 6 percent—more than double the global GDP growth average of 2.5 percent.

The software industry also generates millions of high-quality, high-paying jobs. The U.S. software
scrvices industry today cmploys nearly two million workers whose median income far exceeds the
national average. The U.S. Bureau of Labor Statistics projects that software jobs will grow at an annual
ratc of 3.1 percent through 2020, and that the softwarc industry as a whole will grow by almost 9 pereent
annually, making it the second-fastest growing U.S. industry sector over the next few years.’

' BSA’s members include: Adobe, Altium, Apple, ANSYS, Autodesk, AVG, Bentley Systems, CA
Technologies, CNC/Mastercam, Dell, IBM, Intel, Intuit, Microsoft, Minitab, Oracle, PTC, Rockwell
Automation, Rosctta Stonc, Sicmens PLM, Symantce, Tekla, The MathWorks, and Trend Micro. See
www. bsa.ore.

2 See BSA, Powering the Digital Iiconomy: A Trade Agenda to Drive Growth (2014), at
http;//digitaltrade bsa.ora/pdfs/DTA study. en.pdf.

1d at 4.
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Software generates even greater economic returms through its use by customers because it enables
businesses and individuals across the economy to become more efficient, productive, and competitive,
and because it provides them with the tools for further innovation.

The pace of these gains will only accelerate as users transition to cloud computing and other online
scrvices. As BSA noted in a recent report:

“|W|ith infinitely scalable processing power and unimaginably vast data storage at their
disposal, banks can now analyze patterns in their transaction records to detect fraud,
doctors can asscss from historical outcomes the most cffcctive courscs of treatment for
discases; and manufacturers can spot the causes of production delays in global supply
chains. [Cloud] tcchnologics also collapse distance as never before, allowing companics to
operate seamlessly in international markets—interacting with suppliers and serving
customers wherever they may be.”™

Licensing Models Allow Flexibility for Evolving Software Delivery Models

Licensing-based business models have been core to the software industry’s success since its beginning. In
1969, when IBM first began to offer software separate from hardware, it used copyright licenses to do so.
This enabled IBM to protect its economic interests in its software while also providing customers with
rights that exceeded what they would have acquired from an outright “sale” of the software. Licensing has
tremendous benefits for users, including by providing them with more choices, lower prices, and various
post-transaction benefits that users would not receive through outright sales of softwarc.

Although the software industry has grown cxponcntially since 1969 and the terms of softwarc licenscs
have adapted to changes in technology and the marketplace, licenses remain the industry standard for
distributing software to users. Licensing will remain the predominant business model as users transition to
software-as-a-service subscription models and businesses devise other innovative ways to meet
customers’ changing demands for software. It makes little sense to apply first-sale concepts in this
context. Just as we would never think that first-sale applics to streaming scrvices such as Netflix, ora
subscription to the online version of the Wall Street Journal, it similarly makes no sense to apply these
rules to subscriptions to usc cloud-computing scrvices.

Such cvolving softwarc services business models provide tremendous benefits to uscrs: they are flexible,
extremely scalable, and allow customers to access massive computing power quickly and at a small
fraction of what they would pay to run these scrvices themsclves. Whether offered for a one-time fee, as a
subscription service, or under other terms, these services all rely on licensing to provide software
functionality to uscrs, rather than a transfer of ownership.

Licensing Models Offer Substantial Benefits to Consumers

Extending the first-sale doctrine, for example, to copies of software acquired by digital transmission
would undcrmine the substantial consumer bencfits that flow from the licensing models that apply to such
transmissions today. Licenses provide consumers with an explicit bundle of rights, including in many
cascs rights that arc more extensive than would be conveyed by a sale of softwarc. Licenscs also cstablish
a relationship between the software developer and the customer that often continues long after the initial
transaction takes place. For example:

“Id at 1.
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*  Many software licenses entitle the customer licensee to patches and other updates for improved
functionality and to fix security vulnerabilities, and in some cases even provide discounted or free
access to new versions of the software. These updates can help protect consumers from malware and
other sccurity threats that can have disastrous conscquences, including theft of their personal
information and corruption of their computers.’ Critically, licenses also often provide authorization
for the developer to install such updates on the consumer’s computer—conduct that in some cascs
could trigger civil or criminal liability in the absence of such authorization—and provide reasonable
limitations on liability to ensurc that developers are not deterred from making these benefits available
to their customers.

= Software licenses also often provide consumers with rights that might not be available with regard to
a sale under the Copyright Act. For instance, licenses often permit the customer licensee to install the
software on more than one computer (e.g., on up to four devices within a single household).

= Software licenses also enable software developers to tailor their offerings to accommodate a range of
customer requirements, allowing them to offer different features and charge fees that reflect the
customer’s situation (e.g., students, home users, businesses) and that accommodate different customer
needs (e.g., per-use, per-uscr, per-device). A busingss customer, for instance, might be willing to pay
a higher price for a copy of software that has relatively broader use rights, additional features, or
network licensing options (e.g., allowing softwarc to be installed on multiple devices for non-
concurrent use). A student, by contrast, might prefer a lower-priced version of the software with
fower featurcs and usage options. By cnabling softwarc developers to tailor usage rights to very
discrete scenarios and customer needs, licensing facilitates a far greater range of choices for
consumers than would be possible if digital transmissions of softwarc were treated as salcs.

Courts Have Sternly Rejected Arguments That a Software License Is Really a Sale

Courts have repeatedly upheld the enforceability of software licenses, including against claims that the
first-sale doctrine applics to them. For instance, in the reeent casc of Verror v. Auiodesk, the Ninth Circuit
confirmed that the first-sale doctrine applies only to “owners of copies of copyrighted works™ and is
“unavailable to thosc who arc only /icensed to usc their copics of copyrighted works.”® The court
articulated a simple test, based in precedent and state-law contract principles, for evaluating whether a
user 1s a “licensce™ or an “owner” of a particular copy of softwarc and thus whether the first-sale doctrine
applies.”

* The threats poscd by malwarc and other cyber threats—both to a customer’s computer or system and to
the country’s information technology infrastructure morc broadly—arc well recognized. A 2014 study by
the International Data Corporation (“IDC™) found “that consumers and cnterpriscs have a 33% chance of
cncountering malware when they obtain a unlicensed softwarc package or buy a PC with unlicensed
software on it.” See. The Link between Pirated Sofiware and Cybersecurity Breaches: How Malware in
Pirated Sofiware is Costing the World Billions, IDC White Paper, Mar. 2014.

S Vernorv. Autodesk, Inc., 621 F.3d 1102, 1107 (9th Cir. 2010) (emphasis added), cert. denied. 132 S. Ct.
105 (2011).

TId. at 1111 (“Wc hold today that a softwarc uscr is a liconsee rather than an owner of a copy where the
copyright owner (1) specifies that the user is granted a license; (2) significantly restricts the user’s ability
to transfer the softwarce; and (3) imposcs notable use restrictions.™).
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The Vernor test, and similar tests adopted by other courts, look to the license agreement to determine
whether the parties infended the transaction to be a license, or instead a sale.® These precedents provide a
clear legal framework for licensing-based business models and certainty for both software developers and
their customers. Extending the first-sale doctrine to licensed copics acquired by digital transmissions, by
contrast, would override the parties” intent by formulaically treating licensing transactions as sales
regardless of what the licensc said or the partics intended.

Applying First-Sale to Licensed Copies Would Create Substantial Consumer Risk

Expanding the first-salc doctrine to apply to softwarc acquired under a license would have substantial
detrimental consequences. First, buyers of secondhand software often will be unable to tell whether the
copy at issuc is genuine or counterfeit, yet will incur liability if the copy turns out to be infringing.
Secondhand purchasers also will typically have to rely on representations from the seller about what
rights from the original license convey with the softwarc—e.g., to patches, upgrades, after-sales support,
etc.—and may have no recourse if these representations turn out to be false.

Sccondhand purchascrs also have no way of knowing whether the used software they acquire includes
security patches, or even might be infected with viruses or other malware. This risk is substantial. A
recent IDC study found that 78 pereent of counterfeit software downloaded from the Internct was sceretly
infected with spyware or other malicious code. Installing software infected with malware not only places
the user at risk, it also increases the security risks for all other Internet users because the vast “botnet”
networks created by infected computers are often used to mount denial-of-service or other attacks on
uscrs of non-infected computers.

Crcating a right for licensces to transfer copics of softwarc to new uscrs also would raisc difficult issucs
of privity between the software developer and the subsequent transferee. The resulting uncertainty over
the parties” respective rights and obligations would complicate efforts to enforce the original license,
including provisions specifying the terms of the transaction and the remedies and other rights of the
parties. Beyond just casting doubt on whether the subsequent transferee was entitled to services, updates,
or other benefits granted to the original licensce, it would also raisc the question whether the developer
might incur liability in providing such benefits (e.g.. providing software updates often requires the
licensor to access the user’s computing device, which could raisc liability concerns absent the user’s
authorization).

These and related uncertainties would deter developers from offering consumers multiple purchasing
options of their works and lcave them Icss able to offer a range of prices for different uscrs and usage
scenarios. Developers would be particularly averse to offering these options if they faced the risk of
having less-sophisticated versions of their software (e.g., for student use) displace morc complex versions
intended for commercial settings (e.g., for enterprise use).

The On-Going Threat of Unlicensed Use

Copyright licenscs arc also a critical tool in combatting software infringement. Nearly onc in five copics
of software used in the United States has been installed without proper licensing, at a commercial value of

8 Cf. Kirtsaeng v. John Wiley & Sons, Inc., 133 S. Ct. 1351, 1373 (2013) (Kagan, J., concurring)
(cndorsing interpretation of the first-sale doctrine and the importation provision sct forth in 17 U.S.C.
602(a)(1) that “turns on the intended market for copies . . . instead of on their place of manufacture”)
(cmphasis in original).
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nearly $10 billion.” To effectively prevent this unauthorized use, software developers will continue to rely
heavily on the enforeeability of copyright licenses (including for online services).

Extending the first-salc doctrine to softwarc distributed under a license would undermine these bencefits
by creating substantial consumer confusion and threatening the viability of licensing as a business model.
By its terms, the first-salc doctrine applics only to the owncer of a particular copy of a work—i.e., onc to
whom the copy has been sold rather than licensed.!® Indeed, the House Report on this provision stated
that it applicd only to thosc who acquire a copy by “outright salc.”! Converting the first-sale doctrine
into a first-license doctrine, by for example extending it to digital transmission, would brush aside this
cxisting law and ignore the important differences between physical copics that are sold and intangible
copies that are licensed.

Such a change would materially increase risks of infringement, particularly for digital works such as
software. As the Copyright Office noted in opposing such an extension to the first-sale doctrine in 2001,

“In applying a digital first sale doctrine as a defense to infringement it would be difficult
to prove or disprove whether that act had taken place, thereby complicating enforcement.
This carries with it a greatly increased risk of infringement in a medium where such risks
arc alrcady orders of magnitude greater than in the physical world. Removing, cven in
limited circumstances, the legal limitations on retransmission of works, coupled with the
lack of inherent technological limitations on rapid duplication and dissemination, will
make it too easy for unauthorized copies to be made and distributed, seriously harming the
markct for thosc works.™!?

Thesc concerns arc cven morc acute today given the rapid growth in online distribution of works. When
the owner of a physical copy of a work, sells that copy, the owner losses possession of that copy, and
physical copies almost always degrade over time. Thus, application of the first-sale doctrine to sales of
physical copies of works poses limited risks against infringing use since the original owner of the copy
will necessarily lose possession of his copy when it is sold to a second purchaser.

Threats of infringing use of software would be substantially exacerbated were a digital first-sale rule
applicd to copics of softwarc acquired online. It 1s nearly impossible to police in cost-cffective ways
whether a person who purports to transfer a copy of a computer program actually deletes that program
from their system once the copy is sold. In fact, because of this policing problem, it is casy to scc how a
single copy of a program may end up being resold multiple times and each purchaser believing they have
acquired a legitimate copy of the softwarc when in fact they have not.

* BSA, Shadow Market: 2011 BSA Global Sofiware Piracy Study 4 (9th ¢d., May 2012), at
hitp:/zlobalstudy bsa.org/201 /downleads/study _pdf2011 BSA Puacy Swdy-Standard pdf

0 17US.C. §109a).
'HR. Rep. No. 1476, 94th Cong., 2d Sess. 79 (1976).

12U.S. Copyright Officc, 4 Repori of the Register of Copyrights Pursuani io § 104 of the Digital
Millennium Copyright Act 83-84 (2001), at http.//www.copyright.gov/reports/studics/dnica/sec-104-
report-vol-1.pdf.
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In sum, extension of the first-sale doctrine to copies acquired under licenses by digital transmissions or
other means would reduce consumer choice by undermining the legal foundations that software
developers rely on to offer multiple licensing options and sharply increase infringement risks in ways that
do not arisc with respect to salcs of physical copics of works and. For these rcasons, BSA and its
members urge this Committee to oppose any extension of the first-sale doctrine to copies of software
distributed under licensing agrecments.

Thank you again for providing this opportunity to share BSA’s views on this important matter. | welcome
your questions and look forward to continuing to work with members of the Committee.
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Mr. GOODLATTE. Thank you all for excellent testimony.

Before I begin the questioning, I wanted to introduce to our New
York audience and our online audience the other Members of the
Committee, who have been able to travel to be here in New York.
In addition to Mr. Nadler not having to travel very far, since his
district is a stone’s throw away, across the street—don’t throw
stones here—the gentleman from New York, Hakeem Jeffries’ dis-
trict is just a few miles away in Brooklyn. And he is a new Member
of the Judiciary Committee and keenly interested in intellectual
property and technology issues.

As is the gentleman from Florida, Peter Deutch, who spends a
lot of time in intellectual property, particularly copyright issues.
We are glad to have both of them with us today.

Congressman George Holding from North Carolina, just intro-
duced a significant copyright reform bill last week in the Congress.
He is also a new Member.

And Congressman Jason Chaffetz has the record of having trav-
eled the farthest distance to be with us, or at least has to travel
the farthest distance to get home to his district in Utah. He also
has an obligation later on this morning, so I am going to give him
the opportunity to begin the questioning so that he can not feel too
much pressure when he has to slip away to get to his other meet-
ing.

Congressman Chaffetz recognized for 5 minutes.

Mr. CHAFFETZ. Thank you. And thank you, Chairman, for hold-
ing this hearing.

And to Mr. Nadler and Mr. Jeffries, we appreciate always being
in the city. It may be a stone’s throw across the street, but I don’t
think 50 Cent could make that all the way across the street. I
would love to try to see him throw a rock all the way across the
street.

Listen, we do appreciate it. It is a very difficult issue. If this was
simple, we would not be gathered here this day.

And I really appreciate all of the people on this panel. I know
Mr. Deutch, in particular, has been very thoughtful on this issue.
We have looked at it from some different angles. But I really do
want to come to a resolution.

Mr. Band, I would like to start with you, as sort of a two-part
question, if I could.

How widespread is the problem you identified with the transfer
of software essential to the operation of products? Because that—
so many of our products have literally hundreds of different appli-
cations involved with them. And then are these restrictions on es-
sential software a copyright issue, a contract issue, or a bit of both?

Mr. BAND. Thank you, Mr. Chaffetz, for that question. With re-
spect—or the two questions.

With respect to the first question, right now, the problem is
mainly in sort of the computer and the telecommunications indus-
tries. So you see these kinds of restrictions with the sale of com-
puter hardware or telecommunications devices.

But particularly because, as you indicated, the software is every-
thing. I mean, I am sure this microphone probably has some soft-
ware. That timer probably has software. Our watches have soft-
ware it in. The problem now is sort of relatively limited. But it is
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going to be a bigger and bigger problem as we go forward. Cars,
of course, have software in it. And so it doesn’t take a lot of imagi-
nation to see the restrictions that are now used with respect to
computers could very soon be applied more broadly.

So I think this is a very appropriate time for Congress to focus
and figure out how to resolve it.

With respect to your second question, yes, I think it is a com-
bination of both contract and copyright law. It is in the first order
of copyright question because the first sale doctrine, the manufac-
turers are saying the first sale doctrine does not apply because
they are considering it a license of the software rather than a sale
of the software when it is part of this bigger product.

But then also you do have a license. And so you are arguably
breaching both the copyright and the license when you sell the
product. So I think it is one of these overlapping areas, which of
course makes it more complicated.

Mr. CHAFFETZ. And that is the concern, right? That ultimately
you have got a consumer who is trying to do the right thing. They
are not going to weave their way through, you know 72 pages of
disclaimers and questions.

And we also have a piracy problem. I mean, let’s be honest. We
have a big piracy problem in this Nation and certainly globally. So
how do we address that? I mean, are we going to facilitate more
piracy? How do we solve that?

Mr. BAND. I think with the specific—with the larger digital first
sale issue that others have talked about, I mean, I think that is
a complicated issue that needs to be considered.

Fortunately, with the specific issue that we are addressing about,
you know, the essential—the software essential to the operation of
hardware products, you don’t really have to worry about that. Be-
cause either the software is already embedded in firmware or it is
already contained in some manner in the hardware. So you don’t—
you don’t have the proliferation of copies or the potential for the
proliferation of copies that you do in the other examples that we
have heard about on this panel.

Mr. CHAFFETZ. Mr. Siy, you talked about a simple update of Sec-
tion 117. Can you elaborate on that a little bit, how simple this
could be?

Mr. S1y. Certainly. Well, there is a couple of different things. One
of them will account for the sale of used digital goods, which is
maybe not as simple.

The simpler part would simply be to—currently, it says that the
owner of a computer program can make essential step copies, so
that they are not an infringer. Two small changes, one is to change
“computer program” to “works or copies of works generally.” So
that it applies to other forms of digital media that aren’t defined
as computer programs, like video files, music files, and eBooks. The
other one would be so that users of the program aren’t found to be
infringers.

If T simply hand somebody my phone and they open up a game
on it, they wouldn’t have the protections of Section 117. So if they
are a legitimate, lawful user of that software, they should also be
able to afford that protection.
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Mr. CHAFFETZ. Mr. Chairman, I think that the court got
Kirtsaeng right. I am a big proponent of that. I believe strongly in
it. I also understand and respect the idea that we have a major pi-
racy problem. That innovation and technology is a good thing. That
speed, efficiency, and anonymity, as you talked about in your testi-
mony, Mr. Siy, these are all good things for American consumers.
And how we find that proper balance, I just don’t want the Con-
gress to screw it up.

So thank you, yield back.

Mr. GOODLATTE. I thank the gentleman.

And T am now pleased to recognize the gentleman from New
York, Mr. Nadler, for 5 minutes?

Mr. NADLER. Thank you, Mr. Chairman.

In its 2001 report, the Copyright Office concluded that there was
no demonstrated need to extend first sale digital works that would
outweigh likely harms of such an extension.

Professor Villasenor, has the landscape changed since that re-
port? Is there enough of a need now to warrant extension of first
sale of digital works, in your opinion?

Mr. VILLASENOR. I respectfully do not believe that there is. As I
mentioned in my testimony, we have largely already moved to a li-
cense-based ecosystem, and first sale doctrine doesn’t apply when
there is no sale.

I think it is very important to respect contract law. And the con-
cerns I have with respect to the license-based distribution content
is not that licenses themselves are improper; it is that the disclo-
sures accompanying the delivery of license-based content to con-
sumers are, frankly, often lacking. And I think that consumers
have a right to clear disclosures about what the content of those
licenses are. And that when that occurs, I think that we will find
the market will respond and provide a wealth of solutions, giving
consumers the ability to choose to get content on terms that are
more favorable to them.

Mr. NADLER. Thank you.

Mr. Smith, are you seeking a legislative fix to the Kirtsaeng deci-
sion? And, if so, what fix could also adequately protect the interests
of entities like libraries and museums, those entities the Supreme
Court recognizes as needing and relying on first sale?

Mr. SMITH. Our interest would be to see Congress revisit that de-
cision to look at clarifications in the law around first sale to really
protect against distribution and resale into.

Mr. NADLER. Probably a legislative fix.

Mr. SMITH. We think it would be advisable for Congress to look
at that again.

In terms of the impact on libraries and downstream uses, we be-
lieve that there are legislative options that can protect the inter-
ests of those who have legitimate cases to reuse similarly to the
way they reused them always. It is really the attrition of copyright
protection through the allowance of large-scale redistribution and
reimportation that we seek to remedy.

Mr. NADLER. Thank you.

Back to Professor Villasenor.
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When I buy a book, I know that I own it and can resell it or give
to it a friend. Should this same principle, you buy it, you own it,
apply to digital works? And why not?

Mr. VILLASENOR. I think that content providers and copyright
holders have the option of choosing to provide content under li-
censes that could allow various levels of flexibility, and I think con-
sumers have a right to make that choice.

I don’t think—and as I mentioned earlier in my testimony, I do
not think that it is proper to market to consumers with terms that
clearly suggest ownership when in fact the ownership is not what
happens.

But I don’t think that it would be appropriate for Congress to re-
quire that content distributors or content providers own or must
offer their content pursuant to ownership.

I think that copyright holders should have the flexibility to offer
the content under the terms that they see fit, and the market will
respond. Consumers have an enormous amount of power over copy-
right holders because if no one buys or licenses the content, the
content will not get into the hands of consumers.

Mr. NADLER. Okay.

Mr. Cram, if the law allowed copyright owners to prevent unau-
thorized importation, but also kept protections for owners of for-
eign-made copies once imported and allowed distribution once in
the United States, thus penalizing the original importation only,
would that have a negative effect on libraries?

Mr. CrAM. It still might. So libraries—when the Kirtsaeng deci-
sion was being contemplated, we did an analysis on our research
collection and found that close to about two-thirds of our research
collection could have been manufactured outside the U.S. So we
brought that collection in, or we purchased it, or however we ac-
quired the collection, we would be concerned about an importation
right that would prevent us from importing those things in. And
we are a first buyer. So even those, it might protect downstream
uses, we would still be subject to it.

Mr. NADLER. You——

Mr. CRAM. We would be the first importer, the one who brought
the works into the country. So we would still be concerned if there
weren’t adequate exceptions and limitations to that importation
right.

Mr. NADLER. Okay. And probably my last question, given that
the orange light is on. Mr. Ossenmacher, Professor Villasenor pre-
dicted if loans, sales, or other dispositions of digital content could
be made instantly through first sale for digital works, then those
transactions would largely replace the market for initial sales, to
the harm of copyright owners. What is your response? Is this not
a risk? And how can it be mitigated?

Mr. OSSENMACHER. Congressman, my response to that would be,
I understand his point. But first sale doctrine didn’t look at method
of delivery or speed of delivery. First sale doctrine was more about
how to extinguish

Mr. NADLER. Maybe now in the digital world, it should?

Mr. OSSENMACHER. I don’t think so either. Because I think by
doing that, the balance that we all talked about changes greatly.
And I think one of the things we worry about is there was always
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the issue of a physical sale. And in a physical sale, certain rights
existed. Everybody marketed their business based on those rights
and consumers responded to those rights.

In a digital world, I think there is a lot of hype about the speed
of delivery. I mean, I can literally go to Amazon and buy something
right now physically, and it almost happens as quickly. I mean, it
is shipped—a drone will be delivering it shortly. Does that mean
that shouldn’t happen? And so I think speed of delivery is kind of
a red herring in terms of copyright law.

And I think, again, it is more the issue of “if I do acquire some-
thing or I believe I am acquiring something, what are my rights
with that,” not “how quickly did I get it or how quickly can I dis-
pose of it.” So that is how I would respond, Congressman.

Mr. NADLER. My time has expired. I thank you.

I yield back.

Mr. GOODLATTE. I thank the gentleman.

I have a question that I will—since there are nine of you, I am
not going to ask each of you to answer it. But I am going to ask
those of you who want to volunteer to answer three questions.

First one is, should the law expressly provide some definition as
to what constitutes a sale and what constitutes a license?

Do I have volunteers?

Is this something we need to clarify?

Mr. Sty. I am not entirely sure that the law needs a specific defi-
nition. However, I do think the law does need to recognize that
something might not be a license simply because one of the parties
asserts that it is, that the characteristics of the transaction be-
tween the two parties should be taken into account.

Mr. GOODLATTE. In what respect are you trying to draw that dis-
tinction?

Mr. S1y. So, for instance, Mr. Simon mentioned the Vernor deci-
sion. And in the Vernor decision, the court drew up a test to deter-
mine whether or not you had a license or a sale. And it looked at
a number of factors: Was there a transfer of title? Were there
usage restrictions? Were there restrictions on distribution?

But the question is, how is it determining where those restric-
tions came from? Is it just because the manufacturer put them in
a long, fine-print license? Are we going to take their word for that,
that that is what the transaction looked like? Or are we going to
also account for whatever conversation happened between buyer
and seller, or what the Web site looked like. Did they click a giant
button that said “buy”?

So I think the difference is, you know—I don’t know that Con-
gress necessarily needs to draw a bright-line definition. But the
law does need to recognize that simply because one party says it
is so doesn’t make it so.

Mr. GOODLATTE. Mr. Simon.

Mr. SiMON. I don’t know. But I think it is going to get more com-
plicated over time. And here is why. We know that all content is
quickly moving to license-based distribution, whether it is stream-
ing, whether it is in other forms.

A single payment, arm’s-length transaction under a license, feels
like a sale. That is the Weiss case in the Ninth Circuit from 30
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years ago. That is the European Court of Justice opinion in the Or-
acle UsedSoft case.

A lot of content is going to be distributed that way, on a single
payment, no ongoing relationship. Software is different, because
software does have an ongoing relationship.

But I think you have hit on the right question. And I think fig-
uring out how you maintain the validity of licenses over time when
courts are going to have this attraction to turn them into sales is
a real challenge.

Mr. GOODLATTE. Let’s take it to the point that Mr. Siy raised.
Does it matter for consumers if the on-screen button says “license”
or “buy”? What are the impacts for consumers?

Mr. SIMON. I bought an Amtrak ticket to come here. I didn’t
think I bought the seat. I think I licensed the right to sit on the
train. So this notion of “buy” buttons being “buy” buttons I find a
little fanciful. Because we buy all kinds of things which we know
to be licenses. Customers, consumers are pretty smart.

Mr. GOODLATTE. Do we need to clarify that in the law?

Mr. SiMON. I don’t think so.

Mr. GOODLATTE. Mr. Band.

Mr. BAND. But I think the example that Mr. Simon gave is a
good example of the bigger point. So you—the question is obviously
you don’t buy the seat, you buy a license to use the seat. But then
the question is, is your license transferrable? Should you be able,
if you decide you cannot use the ticket, should you be able to let
someone else use the ticket? And Amtrak I think says no.

But, you know, those are—the kinds of issues one needs to get
into. And at least in the specific issue that I was raising of the in-
stalled software, you know, the essential software, rather than
start to figure out is it a license, is it is a sale, I think it is better
to simply say, you know, if you are the rightful possessor of the
hardware, then you are able to transfer that hardware and the
software with it.

Mr. GOODLATTE. What about the consumer’s expectations? Do
users expect to be able to sell digital copies of all works, or do they
simply expect to be able to move it around to various devices tied
to that user’s account?

Mr. BAND. Well, I think——

Mr. GOODLATTE. When I buy a digital book, and I view buying
it, because I am going to be on those devices permanently, I don’t
do it with the expectation that I can do what I do with my hard
copies, which is, once I am finished reading this, I can take it down
to Too Many Books in Roanoke, Virginia, and they will give me
one-quarter of the face value of this, and they will sell it in their
bookstore for one-half the face value.

But I don’t view my online book as something that I am going
to be able to take somewhere and sell it to somebody. Mr.
Villasenor.

%\/Ir‘.? VILLASENOR. Can I respond to the question about license
sales?

Mr. GOODLATTE. Sure. Whatever.

Mr. VILLASENOR. I think the, you know, it is hard to see what
is going to happen in the future. But the courts recently have actu-
ally I think had the right decisions on that. There are two cases
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in the Ninth Circuit. There is the Vernor case, which affirmed the
licensees’ obligations under a license. And the licensee in this case
was an organization called CTA. And then also in the Ninth Cir-
cuit, there was a case called UMG Recordings, where someone had
received a promotional CD that said, you know, you are bound by
the terms of the license, but then the court found that the person
was not bound, in fact, because the person, the recipient, had never
actually agreed to the terms of the license. So there is some, you
know, generally good case law on that.

And I think my personal view is that for Congress to wade in as
this point and try to tackle that would potentially create more con-
fusion than clarity. I don’t see that the system has broken to the
extent that it needs fixing in that particular respect.

Mr. GOODLATTE. My time has expired, but I know Mr.
Ossenmacher wants to respond to my last point there.

Mr. OSSENMACHER. Thank you very much, Chairman.

I think, should there be a “buy” button? A “lease” button? A
“rent” button? I think yes. I mean, our experience is directly with
consumers. And unlike most people in this room, the average con-
sumer, when they push a “buy” button, believes they are owning
something. And I think that is really important. Because we are
not against licensing. I don’t think that consumers are against li-
censing. Consumers are about pro choice. They want to choose, do
I own something? Can I choose that I am streaming it? And I think
all that we see the consumers asking for is just be clear with us,
as the professor had said, about what we are getting.

Mr. GOODLATTE. Okay. But let’s use the example I gave you,
though. The Amazon book that I have downloaded, I have paid a
price for it. That price is lower than I would pay for the hardbound
copy. But it is a price I paid for it, and it will be on my devices
for as long as I have those devices.

Mr. OSSENMACHER. Unless Amazon deletes it.

Mr. GOODLATTE. What is that?

Mr. OSSENMACHER. Excuse me, sir. Unless Amazon deletes it,
like in “1982,” you know, the book “1982.” T mean. Sorry.

So I think, I guess the issue there is, most consumers like the
right that when they buy that—when they push that button from
Amazon to buy, it is different than when they are pushing the
;‘)molzie” button to rent a movie. They think they are buying that

ook.

And many consumers are alienated in digital goods today be-
cause socioeconomically they may not be able to afford that book.
And that eBook is not necessarily less expensive than a physical
book. Used markets in books have helped our society become
smarter and more knowledgeable because the value of that book is
less when it is used. And many people in America today cannot af-
ford a $14.99 eBook. But maybe if it is sold used for $8.99 or $9.99,
which helps people want to buy the book because they know it has
that value, but it also opens the door to people of all socioeconomic
levels to be able to enjoy digital, not just the high-income and the
middle-income people.

Mr. GOODLATTE. We will come back to this.

Next I want to recognize the gentleman from Florida, Mr.
Deutch.
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Mr. DEUTCH. Thank you, Mr. Chairman.

Thanks for holding the hearing. I think it is a really important
discussion.

I just wanted to go back to a couple of themes that we have
heard. Mr. Ossenmacher, I think you touched on both. One is this
whole idea, if you buy it, you own it. But, two, as a number of our
witnesses have referred to, the balance that exists between con-
sumers and copyright holders.

And there are, I think it is worth noting that there are lots of
examples of ways that that balance has been struck in very produc-
tive and innovative ways. I think that is the case. And I know for
a lot of us here, myself included, I watch—I stream shows, I watch
movies on Netflix and Hulu. And I listen to music on Spotify, and
my kids look to YouTube for their music. And there are lots of
ways that actually balance these competing interests that are alive
and well.

So we are not making it more difficult; we are making it easier
for people to access the content that they need while at the same
time protecting the copyright holders.

And on the issue that you buy it, you own it, again, if we look
at what currently exists in terms of what we buy, call it a license
or not, if I buy something, if I buy musiec, it will allow me to do
a lot of things that go beyond listen to it. It will allow me to sync
it across all my devices. I can redownload it if I lose it. I can access
my library in the cloud. For some services, I can share my music—
my movies—with multiple users in my household or in my family.
The mobility and the interoperability is much better than just hav-
ing a right to resell one file.

And I think, lost unfortunately thus far this morning, is the fact
that there are tremendously innovative approaches that provide all
kinds of access while at the same time protecting the copyrights of
the creators and the innovators who provide this content.

I would like to just touch on a couple of points, though. Mr.
Band, and this gets to Mr. Chaffetz’ point, a really important one,
that there is—a reminder that there is a piracy problem.

Mr. Band, you spoke about, I think you used Elmore Leonard as
an example. And you said Elmore Leonard, Elmore Leonard’s copy-
right prevents you from copying the book. And you said that people
understand that they can’t make counterfeit copies. And so they
don’t make a copy of that book before they donate it to someone
that they know, love, care about, that they want to share their pas-
sion for Elmore Leonard with.

That may be true with respect to the book. It is not true—I
mean, let’s not kid ourselves. It is not true. There are plenty of peo-
ple who everyday are working hard to make a lot of money by mak-
ing counterfeit copies. That exists. That is what we have to combat.
We know that is the case.

I guess the question I have first is, is there a service, is there
any service at all that allows for transfer and delete without mak-
ing a copy? Is there any way to do any of this that absolutely guar-
antees that there wouldn’t be copies made? And if there are copies
made, then aren’t we only furthering the opportunity for counter-
feiters to continue to prey upon the folks like Mr. Shems and his
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clients who try to work hard to provide this content? Mr.
Ossenmacher?

Mr. OSSENMACHER. Yes, sir. Technology exists today to be able
to do exactly that. And I think in addition to the fact that tech-
nology exists, one of the things we should——

Mr. DEUTCH. Let me just ask. So there is technology that ensures
that you can’t—that one won’t copy anything on his—can’t make a
copy of his hard drive; right? And still transfer after that. Because
I am not familiar with it. I have not heard of it. I thought the
courts have looked at it.

Mr. OSSENMACHER. So let’s now, if we want to look at technology,
we can break it up. There are certain ways. You asked if there are
ways. There are ways.

If, for example, the original copy or the sold copy goes directly
to a user’s cloud and that cloud is the only way they can then ac-
cess it and title can transfer from buyer to seller through the cloud,
the technology absolutely exists to allow a digital item to be sold
without copies being made.

Mr. DEUTCH. If it goes directly to the cloud—isn’t that a big if?

Mr. OSSENMACHER. No, it is not a big if. This is where content
providers can decide how the delivery—just like they are allowing
today, people who sell digital content allow it to be downloaded. We
started years ago with DRM. We thought by putting lots of DRM
around things that would control how this process worked. Well,
what we found is DRM actually created piracy because people
didn’t feel comfortable with the fact that the DRM existed. That is
why it was removed.

Mr. DEUTCH. Mr. Smith, and then I have one more question for
Mr. Ossenmacher.

Mr. SMITH. So I believe there are technologies that exist that
may do some of what you suggest. However, I think at the moment
enforcement would still be a serious concern for copyright holders,
and from my understanding, there are serious privacy issues that
are raised by any technology that it seeks to identify.

Mr. DEUTCH. How do you enforce that without going back and
checking the computer of the person who transferred it?

But, Mr. Ossenmacher—just last question, Mr. Chairman, if I
may.

You had said earlier that—you used the example of diamonds.
And you said that the diamonds, diamonds remain unchanged
when there is a sale, when someone gives a diamond to someone
else to use. That was your example, I think.

But the question I have is, every diamond is unique. Right? Isn’t
that the difference? Every single diamond is unique. Every copy of
a song, every copy of a film is identical to every other copy of the
song or film, which is what—or book, which is what gets us into
this piracy morass that we are in now.

Mr. OSSENMACHER. So, okay, well, I will respond to that. I think
actually, to be technically correct, every digital download is specifi-
cally unique. Every digital download has its own unique identifiers.
The copyright material may be the same, just as it is in a physical
good. But each downloaded item is completely unique. It is that
uniqueness that allows us to do certain things with that.
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When we talk about piracy, though—I just want to point this out
because I think it is very important. You know, today, piracy exists
in a massive scale, especially in the music industry. Not so much
in the book industry, but in the music industry, it is rampant.

Now, when we look and say, should we allow or not allow first
sale, is first sale going to hurt piracy, the fact of the matter is pi-
racy is a massive issue that all of us dislike that exists today.

So a simple solution to help piracy, and it may sound too simple,
is if we give digital goods value, if the people would actually buy
them, feel they own them, like they are going to protect them as
their personal property, piracy will decline, there will be no reason
for piracy, because if a good is stolen or pirated, the fact that that
good now will have no value.

So I think one of the ways to actually combat piracy is to allow
digital first sale to exist, give digital items value so that they are
not this, you know, thing in cyberspace, and let people realize the
value of those digital goods. That will help everybody.

Mr. DEUuTCH. Mr. Chairman, I hope as we go forward, this will
be the opportunity to pursue further this notion that an Elmore
Leonard book that one gives to someone and—versus copies of that,
is the same as a musical copy. And the differences in the digital,
digital copies and whether or not anyone is ever able to tell the dif-
ference between one copy or the other, I would assert not, but I
hope that we will give others the opportunity to

Mr. GOODLATTE. I think that is a good part of this discussion.

And we probably won’t have time for a complete second round.
But we will allow Members to ask some additional questions.

First let’s go to the gentleman from North Carolina, Mr. Holding.

Mr. HOLDING. Thank you, Mr. Chairman.

Picking up what Mr. Ossenmacher left off with, that if we give
value to these digital works so that they can be resold, it will cut
down on piracy or eliminate piracy.

Who agrees with that?

Mr. Glotzer, do you agree that if they have the—you know, con-
struct some first sale ability on these digital works, that it will cut
down piracy in the movie industry?

Mr. GLOTZER. No, not necessarily, not—I think the mechanisms,
the economic drivers that create piracy are completely separate
from what we are talking about here, which is the notion of wheth-
er or not something that is licensed should be re-marketed, essen-
tially, by the holder.

Mr. HOLDING. Mr. Ossenmacher, if we had a government-man-
dated used market for content in a nonphysical form, you know,
what kind requirements of surveillance would there be? How
invasive would that surveillance be to ensure that people aren’t
keeping copies of it or retaining copies?

Because, obviously, the copyright holders would have to have
some, you know, assurance that what you are proposing would
work, and their copies, you know, really are unique and being
passed on and not just being duplicated.

So the surveillance, the invasive surveillance nature of what you
would have to give up in order to participate in your business
model.
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Mr. OSSENMACHER. So, Congressman, I think that is an excellent
question. But I want to start with an example that may help clarify
before I answer.

Today and for many years, it has been very common practice to
sell CDs. We go to the store, we go online, we buy a CD. What is
the first thing most American consumers do when they buy a CD?
They put it in their computer, and they rip a copy. So that CD now
is on their hard drive. It ultimately ends up on cellphones, on other
devices. And that CD has multiplied.

In today’s kind of general acceptable practice, whether it is right
or wrong, general acceptable practice has been, I now go to sell my
CD on a wonderful site like eBay or Amazon. And I sell my CD.
And the next thing I know, what enforcement has the government
required? What have you expected of me in selling my CD? That
I actually delete and remove copies of that CD I subsequently sold,
because I no longer have, theoretically, the right to have them on
my other devices? I think if we explore that and look at that, that
is what has been happening today.

With digital, in the way at least our system works, and there are
many ways to do it, with digital, what we do is we help a user—
and so, in that case, when the user sold their CD, the user was vio-
lating copyright law because they got rid of their right to access
that good.

So what we have done is we have taken the approach of how do
we help the consumer be aware of copyright law, which helps the
piracy, but how do we help them be aware of copyright law, so
when they go to sell a digital good, if they happen to connect their
phone or their iPad or any other device, we pop up a notification
saying, “Hey, do you know you actually sold this? You need to re-
move it now.”

And just as the law has always required the users to be lawful
in their activity, we still give them the tools. We give them better
tools today to actually maintain compliance with copyright law
than they have ever had before.

Mr. HOLDING. You touch on a point that has come through a lot
of the testimony, that the problems arise perhaps not with the law
itself but with the consumer awareness of what the law is.

So is the question more of a consumer protection or consumer
education issue than actually changing, you know, what the law is?

I mean, Mr. Simon, the software industry, from the get-go, I
think licensing has been something that your consumers have un-
derstood, that they are buying a license to this software. You can’t
copy it; you can’t pass it on, so forth.

Perhaps as we move forward with other digital works out there,
as the consumers become more educated and understand that they
just have a license to it, it will ameliorate, if not come close, to
eliminating the problem.

Mr. SIMON. Just a couple of points, Mr. Holding, because I guess
Mr. Deutch asked a question of, is the technology there?

So we know from, sad fact, NSA revelations, work this Com-
mittee and other congressional Committees have done, there is a
lot of monitoring that can occur out there. We have a lot of tech-
nology to do so. But there is a price associated with it. And we
have to balance these things. And we don’t want to be overly intru-
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sive. But we also want to make sure that people do not engage in
illicit activity.

The suggestion that somehow moving everything to the cloud
solves it all by making it all a streaming business is antithetical
to the whole concept of what copyright and the business models are
about, which is we want lots of choice. And if we drive everything
to a single way of acquiring and enjoying, it is the opposite of what
this law has done and the benefit that I think this Congress has
created for all of us.

So we have got to be very careful here. We want secondary mar-
kets, but not at any price. And the suggestion that secondary mar-
kets overwhelm all other considerations I think is a little fanciful.

Mr. HOLDING. Thank you, Mr. Chairman.

Mr. GOODLATTE. Thank you.

Gentleman from New York, Mr. Jeffries, is recognized for 5 min-
utes.

Mr. JEFFRIES. Thank you, Mr. Chairman.

And thank you, Congressman Nadler, for hosting us here today.

Mr. Ossenmacher, in terms of first sale doctrine, secondary
owner has the right to sell, loan, or give away any physical prop-
erty that it purchases. Is that correct?

Mr. OSSENMACHER. That is—yes, that is correct.

Mr. JEFFRIES. And this is commonly known as the right of dis-
tribution. Correct?

Mr. OSSENMACHER. It is part of the first sale doctrine, yes.

Mr. JEFFRIES. Okay.

Mr. OSSENMACHER. It is an exclusion of the copyright holder.

Mr. JEFFRIES. The first sale doctrine does not provide the sec-
ondary owner, the initial purchaser with a right of reproduction. Is
that right?

Mr. OsSENMACHER. That is correct.

Mr. JEFFRIES. Okay. Now, in the Capitol Records case, the court
concluded that in the context of your business, the digital reproduc-
tion occurs as part of the transaction. Is that right?

Mr. OSSENMACHER. In one aspect of our software, yes.

Mr. JEFFRIES. But in your view—correct me if I am wrong—but
your position is that the actual transfer of the digital item does not
constitute a reproduction. Is that right?

Mr. OSsSENMACHER. That is correct.

Mr. JEFFRIES. Okay. And can you elaborate on that position?

Mr. OSSENMACHER. Yes. So one of the things that the judge had
said in his ruling was that he didn’t completely understand tech-
nology. And based on his not understanding technology, he would
go with a conservative approach. So I wanted that to be said.

But the way our system works is we allow two different types.
We had a type where we called it migration. So a lot of times peo-
ple don’t completely understand how things get to our computers,
but basically computer code is Os and 1s that energize a disk either
positively or negatively.

And what we did is, just as that song originally came down to
our disk, we literally picked up the same 0Os and 1ls. We reversed
the electronic coding going to the disk, the positive and negative
charges.
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And so, for example, if on my disk I have 100 charges, 100 per-
cent of a song, and where I want to move it to where there is O,
as I move 1, there is 1 here, there is 99 here, 98/2, and so forth.

Mr. JEFFRIES. Let me stop you there. That is important, and I
appreciate that elucidation.

In terms of your position as it relates to what constitutes repro-
duction and not under first sale doctrine, there is the transfer; you
just talked about that.

Mr. OSSENMACHER. Yes.

Mr. JEFFRIES. But then secondary aspect or the second aspect is
whether a deletion occurs. This is Ted Deutch’s line of inquiry. I
just wanted to explore that for a minute.

So the court concluded, I believe, that a deletion in its view
didn’t matter. Though I would tend to hold the position and dele-
tion, if it is an actual deletion, is consequential to the discussion
that we are having here as part of the Committee. But I want to
explore this notion as to whether an actual deletion occurs.

Now, when you hit the “delete” button on an email, is that email
actually deleted?

Mr. OSSENMACHER. No.

Mr. JEFFRIES. Okay. Now, that email content is then transferred
to a trash folder. Correct?

Mr. OSSENMACHER. Yes.

Mr. JEFFRIES. Now, if you hit the “delete” button, in that trash
folder, is that email actually deleted?

Mr. OSSENMACHER. Not necessarily.

Mr. JEFFRIES. Right. Because there is a process, I guess it is
called technically recovery and restore. And obviously, there is a
ghost of that email that exists that can be recovered. Correct?

Mr. OsSENMACHER. Correct. Typically, deletion is basically an
overwriting process. So it leaves the original material there and
overwrites it so that it appears it is no longer there. That is not
what we are talking about.

Mr. JEFFRIES. Okay. So how can you assure us in the context of
the technology that you are talking about that a deletion is actually
occurring such that someone cannot subsequently retrieve the dig-
ital file that you contend has been deleted?

Mr. OsSENMACHER. We would be happy with technology to sub-
mit to forensic people. Our team is primarily MIT-based scientists,
who are very, very smart. But I think even more so than that, I
think the issue that we have found is we are not actually doing a
deletion so that there is nothing left. I mean, there is nothing to
actually recover, is how the process is, that we use.

Mr. JEFFRIES. But isn’t it possible—and this was pursued in an
earlier line of inquiry—isn’t it possible that the original content
could have been purchased on a smartphone or an iPod, for in-
stance, and then transferred over? In your model, you are saying
that you would exclude that type of secondary sale. Is that right?

Mr. OSSENMACHER. We can identify those as having happened
that way, yes.

Mr. JEFFRIES. And then you would exclude it if you identify it as
having happened that way?

Mr. OSSENMACHER. If we are aware the user has not caused sub-
sequent copies they made to be removed, we would exclude it, yes.
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Mr. JEFFRIES. Thank you.

Mr. GOODLATTE. Chair thanks the gentleman.

We have 10 or 15 minutes left. So we will, as Mr. Deutch had
suggested, entertain on additional questions.

I want to pursue this line. And I will start with you, Mr.
Ossenmacher.

So going back to our analogy of the book, the audio book—or not
audio book, but digital book—do you think that Mr. Smith and
Wiley, have the right to offer that book for sale, for sale under two
different conditions? One would be for sale at a price that limits
your use within the devices that—generally, when I buy something
from Amazon today, it is limited within those devices—and then a
second sale at a higher price, presumably, where you could do more
with it, where you could sell it through the cloud? Does he have
the right to do much now?

AI;d if your answer is no, should Congress legislate that distinc-
tion?

Mr. OSSENMACHER. That is an excellent question. I believe Mr.
Smith does have the right to offer that now. I think the concern
is that only one of those is being offered. That the right for a con-
sumer to make a choice between those does not exist. And so if Mr.
Smith were to offer consumers

Mr. GOODLATTE. He has a right to do it. He also has a right to
not do it, though. Is that correct?

Mr. OsSENMACHER. Well, I think that is maybe what this discus-
sion is about.

Mr. GooDLATTE. Correct.

Mr. OSSENMACHER. I think that is what this discussion is about.
So if we are only offering a model that, as we have heard from oth-
ers, is a licensed model but is not transparently a license, I guess
the first recommendation we would have is just simply call it a
rental. Call it what it is, and let’s not try to confuse consumers
about what they are actually getting. If they don’t actually own
something, don’t put a “buy” button there.

Mr. GOODLATTE. Do you think we need to legislate that? Or do
you think the law covers that already?

Mr. OSSENMACHER. I think the law covers that. But I think there
is also confusion, as Mr. Jeffries had pointed out, even in our own
court cases, where the court system is not really aware of how tech-
nology maybe works or doesn’t work. And even back to the original
Copyright Office letter that has been referred to, in 2001, I know
you started off about this, how fast things change. And they do
change quickly. So I think there might be support somewhere in
how to help this.

Mr. GOODLATTE. Anybody else want to respond to that? We will
go to Mr. Smith and Mr. Villasenor.

Mr. SmiTH. So I think we are very clear that all of our digital
products are licensed. The technical, technological solution offered
by Mr. Ossenmacher’s company could actually be an interesting
and value-added component to that model.

To actually sell a digital copy for unlimited re-use, I can’t con-
ceive a business model that would make that work for the con-
sumer, if there is no limit to the number of copies that can be pro-
duced and sold onwards. The point is
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Mr. GOODLATTE. Mr. Ossenmacher is suggesting that you could
limit the number of copies made available. You could transfer your
rights within the cloud. Give up your rights and someone else takes
them. Is that correct?

Mr. SMITH. Again, if we had reliable enforcement, if we answered
the questions that Mr. Holding raised about surveillance, perhaps
the technology solution is possible.

But our belief is that there is no need for Congress to legislate
around this. We are offering value today. We are giving consumers
more choice than ever before.

Mr. GOODLATTE. Okay. Mr. Villasenor.

Mr. VILLASENOR. The law already provides copyright owners with
a huge amount of flexibility in structuring their offerings, and so
there is no need to change it in that respect.

If a copyright owner wants to offer a license specifically author-
izing resale or transfer, then the copyright owner is free to do that.
If a copyright owner wants to offer sales, actual sales conferring
ownership but to allow that ownership to be transferred via a re-
production, the copyright owner has the right to offer that because
the copyright owner has the exclusive reproduction right. It is just
not automatically available to the consumer unless the copyright
owner actually authorized it. So there is enormous flexibility under
the law already for copyright owners to offer these kinds of things.

Mr. GOODLATTE. I don’t want to monopolize the conversation, so
let me turn to Mr. Nadler, see if he has questions.

Mr. NADLER. Thank you. I have two questions. I may now only
get to one of them.

The concern with reproduction on digital is that, because the
product is so identical when digitally reproduced or transferred, is
the digital copies will compete directly with and essentially replace
the market for initial sales, thus driving creators out of business.

Does anybody see a way around this if first sale is applied
digitally? Mr. Shems? Mr. Glotzer?

Mr. SHEMS. Yes, sure. If we price our work or price those files
much higher, which will help us cover the costs of losing further
business from the secondary use.

Mr. NADLER. That doesn’t help society to suddenly——

Mr. SHEMS. No, it does not help society. Right.

Mr. GLOTZER. Yes. As I stated before, you will have a market
failure at that point. Which, in practical terms, that is the price,
the customary price of a film or a television show, for example,
bieing 10 to 100 times, simply because there are mechanisms in
place.

Again, we are not—I think this whole, the construct, needs to be
recognized that intellectual property delivered via these various
physical hosts is inherently constrained because of the behavior of
those hosts. Once you liberate it from that, you are delivering it,
it is not to say, well, it just happened to come via the Internet as
opposed to on a tape or a disk. That has liberated the content to
travel in a way that creates a whole different economic proposition
for creators. So if the balance between creators and consumers is
to remain balanced and is to remain undisturbed, then we need to
treat content that travels via this more liberated means in a dif-
ferent way.



132

Mr. NADLER. Does anybody want to take a contrary view?

Mr. OSSENMACHER. Yes. I think, you know, that all sounds very
nice and good. But the fact is the Internet also constrains things.
So to transfer a digital good means there is a full trail of docu-
mentation of where it went, how it went. To take a physical good
and actually illegally make copies of it, distribute them on street
corners is very easy to do.

Mr. NADLER. Thank you. Let me very quickly ask one other ques-
tion. That is, would it be useful to treat the software that enables
this cell phone to function differently than the software that you
may download onto it?

Mr. SIMON. Let me try, since I am the software guy. Couple of
thoughts, so the software industry is evolving very rapidly. And
there are lot of different—so apps. You can get apps for free. But
if you want additional functions, you pay for it. There are a lot of
people out there playing a game called Candy Crush these days.
You get it for free. Right. Candy Crush players? I do it.

You get it for free, but if you want to do additional things, you
have to pay for it.

Mr. NADLER. Candy Crush or any game is an app, whether it
comes with it or not.

I am simply saying, maybe we should have the same first sale
doctrine for the software that makes this cell phone other than a
hunk of metal, but for anything else that you might want to play
on it, read it, use it, have a different

Mr. SIMON. So the point I was trying to make, Mr. Nadler, and
I apologize for being sort of roundabout, is, there are a lot of dif-
ferent layers of software that make that cell phone work. There is
a chip in there, which has layers of software in it. There is an oper-
ating system in there. There are particular applications. And dif-
ferentiating between those things and trying to apply the doctrine
to some and not to others I think would be enormously com-
plicated.

The better way to go is to look at whether there is a license and
enforce the intent of the parties.

Mr. NADLER. What?

Mr. SIMON. Enforce the intent of the parties, as expressed in the
license or in the contract.

Mr. NADLER. Thank you.

Mr. GOODLATTE. I want to let everybody get at least one more
question in.

Go to Mr. Holding next.

Mr. HOLDING. Mr. Siy, currently, software companies offer sig-
nificant discounts to educational users. And if we went to a digital
first sale system, you know, wouldn’t software companies face com-
petition from educational and other discounted versions, kind of the
same arbitrage problem that Kirtsaeng has produced for Mr. Smith
over here?

Mr. S1y. Yes, I think that would be the case if the software was
offered as a sale. I think in all of these proposals, certainly the
ones that I have looked at, of allowing for there to be a digital first
sale, none of them are going to prohibit people from offering things
as rentals or leases. The idea is simply that those things that look
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like sales are sales. And those things that look like rentals or
leases act that way.

So if a software company wanted to offer something under a
lease to an educational provider, they can do that. And the edu-
cational provider reselling that under different terms is in violation
of that contract.

The difference being that you don’t have the confusion, and the
difference being that you are not necessarily going to leverage what
should be a contract dispute into a copyright dispute.

Mr. HOLDING. One of the arguments that has been put forward
regarding the licensing, is, you know, they are complicated. Even
contract attorneys have difficulty figuring out what these licenses
mean. So your average consumer, how are they supposed to know
what the licensing, you know, what the covenants are and so forth?

You know, the market, you know, will dictate ultimately what
consumers—consumers go, in, you know, they are going to pur-
chase what they want. If they find them too complicated, they may
decide that they don’t want to purchase them.

So, in your view, is it necessary for Congress now to act and get
into the realm of the licensing? Or should we just step back and
let the market sort out these issues as consumers become more
educated in what they are buying?

Mr. Sry. I think these contracts can be so complicated that the
consumers acting on their own are not necessarily going to influ-
ence the market. Because there will be a long delay between some-
body seeing the existence of that contract—they might have al-
ready bought it and brought it home and started installing it, let
alone read it and understand it and had a lawyer take a look at
it—and their decision to, you know, they have already made their
purchase decision.

So I think that there are things that can be done to protect con-
sumers other than waiting for the market to act.

There is also the case of a lot of times the terms where they
would be technically in violation of these things. Well, the copy-
right holder or the manufacturer isn’t going to enforce against
them until much, much later, until they start doing something that
they really object to.

Mr. HOLDING. Thank you, Mr. Chairman.

Mr. GOODLATTE. Thank you.

Mr. Deutch.

Mr. DEuTCH. Thanks, Mr. Chairman.

Mr. Villasenor, the fundamental principle behind copyright is
that intellectual property rights enable creators to learn a return
on their investment and incentivizes them to make it available
widely so that that return grows.

If Congress mandated a resale right for Internet-distributed con-
tent, would that in any way jeopardize the balance? Ironically,
would it discourage those holders of that right from making it more
widely available?

Mr. VILLASENOR. To ask, so I can properly answer the question,
would you suggest—is this Congress mandating a resale right and
then simultaneously prohibiting other methods of distribution? Or
simply mandating a resale right for that content which is sold with
ownership?
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Mr. DEUTCH. Mandating a resale right for Internet-distributed
content.

Mr. VILLASENOR. In other words, saying it is—you are no longer
allowed to offer don’t that is nontransferrable under licenses. Yes,
I think that would frankly be a disaster. I think it would basically
be trampling all over contract law. And I think it would up-end a
lot of the dynamic that we have with respect to the balance be-
tween content creators and consumers.

That said, as I am on record, that consumers need better disclo-
sure. But I don’t think that the step that you mentioned is the
right response.

Mr. DEUTCH. Mr. Shems.

Mr. SHEMS. I agree. Thank you for the question.

Expanding the first sale online would greatly limit the creators’
abilities—and creators’ abilities to innovate and experiment. And I
think that that would have a negative effect on the industries.

Mr. DEuTCH. Thanks, Mr. Chairman. I yield back.

Mr. GOODLATTE. Thank you.

Mr. Jeffries.

Mr. JEFFRIES. Thank you, Mr. Chairman.

Mr. Band, in terms of your position, is it your position that we
should create a digital first sale doctrine. Is that right?

Mr. BAND. No. My Committee, my coalition—you are the Com-
mittee. The coalition I represent does not have a position on digital
first sale, per se.

Our position is on this narrower issue that Mr. Nadler raised of,
you know, the software in the iPhone that is critical to the oper-
ation of the iPhone. So we are just talking about that specific piece
and that to make sure that, you know, that when you transfer the
iPhone that the operating system goes along with it.

We don’t have a position on the bigger digital first sale issue that
other people here have been talking about.

Mr. JEFFRIES. Okay.

Mr. Ossenmacher, in terms of, you know, protecting sort of the
rights of the owner, which presumably is inherent in the business
model that you have set forth as it relates to the person who pur-
chases the digital item from the original owner, let’s focus on the
original owner initially.

Obviously, I mean, we, I think, Judiciary Committee, Congress,
we have a constitutional charge, pursuant to Article 1, Section 8,
Clause 8, to create a robust intellectual property system to promote
the progress of science and useful arts.

In terms of undermining that constitutional charge, piracy,
would you agree, presents a great threat at the end of the day to
undermining a robust intellectual property system and isn’t the
risk of piracy greater in the digital context?

Mr. OSSENMACHER. That is a very complicated and complex ques-
tion. But, yes, piracy absolutely undermines the creators and the
intent of the laws that have been set forth.

How that is enacted or how we protect against that I think is
where maybe we differ. We believe that ownership will help protect
agaltlinst that. And, you know, I think consumers believe that as
well.

Mr. JEFFRIES. Thank you, Mr. Chairman. I yield back.



135

Mr. GOODLATTE. Thank you Mr. Chairman.

I want to thank all of the Members of this panel for a very en-
lightening discussion. And all the Members of the Committee for
participating today. This concludes today’s hearing, and I want to
thank again all of the witnesses for attending.

Without objection, all Members will have 5 legislative days to
submit additional written questions for the witnesses or additional
materials for the record.

And this hearing is adjourned.

[Whereupon, at 11:42 a.m., the Subcommittee was adjourned.]
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digitally transmitted copyrighted works, bearing in mind the harm that a digital first sale doctrine
would cause to this robust and growing market.’

Reaffirming a Meaningfnl Tmportation Right

Relevance of First Sale Doctrine to Importation

As a general matter, AAP agrees with hearing witness Greg Cram of the New York
Public Library that the first sale doctrine has and continues to provide important public benefits
including: the right for U.S. libraries to lend printed books in their collections to the public and
for owners of used printed books and physical copies of movies and music (CDs, DVDs)* to
resell their copies, all without further involvement of the owners of the copyrights to those
works.” The statutory provision that authorizes these activities is Section 109 of the Copyright
Act, officially titled “Limitations on exclusive rights: Effect of transfer of particular copy or
phonorecord.” Tn application, the benefits of the limitation become available after the first

»6

transfer of ownership, usually the “first sale” of a physical copy of a copyrighted work to an

end-user, hence the doctrine is popularly referred to as the “first sale doctrine.”

Excluding commercial quantities of books intended for sale exclusively in foreign
markets from entering the U.S. market without the authorization of the rights holder, however, is
a completely separate issue. As explained below, publishers have never harbored any intention
of using a right to control importation to restrict age-old library lending practices for works

3 See generally BookStais Vohane 3, 2013 (available for purchasce at
[ive years, unit sales of trade cBooks have increased over 4,456%); alse Book Industry Study Group, Digital
Books and the New Subscriprion Economy (forthcoming Jun. 2014) https: //www bisg org/mews/digital-subscriptions-
ingvitable-and-driv ket (studying the market forces that are fueling growth of a multitude of different eBook
and journal subscriplion services).

" AAP recoguizes that the Copyright Office, as of 2001, believed that, in general, digital works embodied in a
physical object, e.g., a CD or DVD, would be subject to the traditional first sale doctrine, though, subsequent
casclaw has brought this conclusion into question. Compare Copyright Office, DMCA Section 104 Report at 100
(2011), hitp/fweww copyvright. covireporisfstudies/dmea/dimes stndy il with Vernor v. Aulodesk, 621 F3d 1102
(9n Cir. 2010); UAS Recordings, Inc. v. Augusto, 628 F.3d 1175 (9u Cir. 2011) (establishing a fact-specific
balancing test for determining whether a digital work cmbodicd in a physical format can be “owned™ (and thus be
subject to the first sale doctrine) by a third-party who acquires the physical object, or whether such third-party only
acquires a license (o use the digital work without relerence Lo Lhe [irst sale doctrine. Therefore, some CDs and
DVDs may be sold via license and not be subject to the first sale doctrine.

* First Sale Under Title 17: Hearing Before the Subcomm. on Courts, Intellectual Property, and the Internet of the
I1. Comm. on the Judiciary, 113th Cong. (2014) available al hitp:/fjudiciary house pov/_cache/files/00754728-19(3-
4180-8243-32beeb779d2e/06021 4-first-sale-testimonyv-cram. pdf (Written Testimony of Greg Cram, New York
Public Library, also noting that publishers and libraries are “working collaboratively to resolve digital issues™ and
conceding that “business models arc evolving and cxperimentation is occurring” at 14); see also Amecrican Library
Association, 424 Releases 2014 State of America’s Libraries Report (Apr. 14, 2014)
hup/wvowv.alaorgmewsipress-releases/20 1 4/04/ala-releases-20 1 4-starg-america-s-ibrarigs-report (stating that
“2013 coded with all the major U.S. publishers participating in the library cbook market, though important
challenges, such as availability and prices, remain.™).

% Section 109 does not actually require a commercial transaction for its benefits to become available, rather any
transaction that transfers legal ownership of a particular copy of a work is sufficient.

2

biip:/bo s.0rg/) (showing that in the past
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published abroad.” Rather, AAP’s proposed solution is intended to increase exports and global
access to U.S. content and reverse the damage caused by the Kirfsaeng decision to our
diplomatic and economic reach.

Unauthorized Importation Under the Copyright Act

Like Wiley, AAP’s member publishers all strive in unique ways to educate, inform, and
entertain audiences around the world by making their books and journals available in local
markets. Until last March, when the Supreme Court issued its Kirtsaeng decision, publishers
were able to rely on Section 602(a)(1) of the Copyright Act to prevent the unauthorized
importation of non-pirated copies of U.S. works produced and intended only for sale abroad.®
Specifically, Section 602(a)(1) provides that: “[i]Jmportation 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.” Section 602(a)(3) also lists several specific
exceptions to this general prohibition, which allow the importation of copies: (1) by the U.S. ora
state government; (2) for private use and not for distribution; and (3) for certain nonprofit
scholarly, educational, or religious purposes, such as library lending.

However, as explained in the concurring opinion of Justice Kagan (joined by Justice
Alito) in Kirtsaeng, the Court was bound by precedent established in the 1998 Quality King v.
I.’Anza decision, holding that the first sale doctrine limited a copyright owner’s right to prevent
unauthorized importation as an infringement of the distribution right’ The Quafity King
decision only pertained to “re-imported” works that were originally manufactured and sold in the
U.S., and therefore did not reach the question of whether this policy should apply to works
manufactured and intended only for sale abroad. Still constrained by this precedent, Justices
Kagan and Alito joined the majority opinion in Kirisaeng, but recognized that applying the first
sale doctrine to limit a copyright owner’s control of the importation of U.S. works made and
intended for sale abroad significantly diminished the scope of 602(a)(1)’s importation right,
“limit[ing] it to a fairly esoteric set of applications.”'” Justice Ginsburg’s dissent (joined by

? See supranote 5 at 10-11 (noting that “for almost 400 years, librarics in America have been lending books and
other materials™). This long history of lending indicates to AAP that publishers and libraries can operate in mutually
beneficial ways. Our suggested legislative fix for the Kirtsaeng decision is not intended to disrupt these
longstanding lending practices.
8 Kirtsaeng v. John Wiley & Soms, Inc., 368 U.S. 133 S.Ct. 1351 (U.S. 2013). However, the Supreme Court did
agree with the Solicitor General that “the [Copyright] Act itself makes clear...that foreign-printed pirated copies are
subject Lo the Act” under 602(a)(2). which prohibits importation of such copics. 7d. at 1353 (intcrnal cilalions
omitted).
? Quatity King Distributors v. L dnza Research Int'l, 523 U.S. 135 (1998).
A Kirtsaeng, 133 8. Ct. at 1372 (2013) (Kagan, J., concurring).
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Justice Kennedy and, in substantial part, by Justice Scalia) also noted that the majority opinion
rendered the exceptions set forth in Section 602(a)(3) essentially meaningless.'!

What’s At Stake for Publishers and the United States

There is substantial demand for U.S. published works around the world, which U.S.
publishers strive to satisfy through tailored purchasing and licensing arrangements and the
creation of special editions of their works for sale in specific foreign markets.'> U.S. copyright
owners, like other U.S. producers of tangible goods, seek to vigorously compete in foreign
markets because such export trade extends their opportunities to recover their R&D and
production costs across a larger number of transactions than is possible through dependence on
domestic trade alone. Furthermore, the continuing success of such export trade in U.S.
copyrighted works substantially benefits the U.S. economy, job marlkets, and consumers."

However, CEO Smith testified that the Kirtsaeng decision has “created confusion and
disruption in the global marketplace, lessening the availability of [Wiley] products and placing
[the company] at a competitive disadvantage” and has provided a general “disincentive for U.S.
publishers to participate in foreign markets.”™* Specifically, the decision eliminates a publisher’s
ability to engage in foreign market segmentation which, as a practical matter, requires price
differentials based on “pricing to the market” to ensure the reasonable affordability of the works
to consumers in specific markets; allows arbitrageurs to actively undermine the domestic market
for copyrighted works by importing lower-priced foreign copies into the U.S. for commercial
resale; offers a new opportunity to counterfeiters to recapture foreign markets as the publishers’
legitimate, lower-priced books are stripped out the markets by arbitrageurs; and constrains the
development of goodwill for the United States, its people, and their values derived from access
to U.S. educational content. This is the present, real-world impact of the Kirisaeng decision—
reduced U.S. content in foreign countries, diminishing export revenues and increased piracy.

Publishers understand that library and consumer advocates have concerns regarding
overly expansive applications of the importation right."> For example, hearing witnesses Cram

W Id at 1379 (2013) (Ginsburg, J., dissenting) (noting that “the Court’s decision also overwhelms 17 U.S.C.
602(a)(3)’s exceptions lo 602(a)(1)’s importation prohibition... For example, had Congress conceived of §109(a)’s
sweep s the Court does, what earthly reason would there be to provide, as Congress did in §602(2)(3)(C), that a
library may import “no morc than five copics™ of a non-audiovisual work for its “lending or archival purposes™?).
12 See generally, First Sale Under Title 17: Ilearing Before the Subcomm. on Courts, Intellectnal Praperty, and the
Internet of the H. Comm. on the Judiciary, 113th Cong. (2014) available at

htip/udiciary honse.gov/_cache/files/fN5190355-75b3-4a01-02e7-9d770¢509223/0602 14-first-sale-festimony-
smith.pdl (Wrillen Testimony of Stephen Smith, CEO John Wilcy & Sons).

'* Stephen E. Siwek, Copyright Industries in the (.S, Economy: The 2013 Report (Nov. 19, 2013)
(hitp./Awww.iipa.com/copvright us economy.humi) (reporting that the U.S. copyright industries contributed over $1
trillion in added valuc to the U.S. cconomy in 2012),

"id at 5.

'* See supra note 5 at 10-11 (explaining that despite the fact that “libraries in America have been lending books and
other materials™ for “almost 400 years,” the library community fears that a strong importation prohibition would

4




142

and Band both testified that a decision supporting market segmentation in the Kirtsaeng case
could have subjected libraries to liability for lending copies of works that were manufactured
abroad.’ The solution proposed in Justice Kagan’s concurrence and supported by the publishing
industry (detailed below), however, is intended to safeguard existing library lending practices,
while providing copyright owners with tools to address unauthorized commercial importation of
works intended for foreign markets.

Proposed Legislative Solution

As stated by CEO Smith, “when properly applied, [the first sale doctrine] avoids
interference with a copyright owner’s importation rights in order to ensure that authors,
publishers and other distributors of works that depend upon copyright in making these works
available to the public can operate effectively in the full range of industrialized and developing
world markets by implementing market-appropriate price differentials.”!” Unfortunately, the
Supreme Court majority in Kirtsaeng, abandoning the Court’s usual deference to Congress
regarding the public policy determinations underlying specific statutory provisions and language
in the Copyright Act,'® has unnecessarily broadened the application of the first sale doctrine with
regard to unauthorized importation. Still, the divided Court encouraged Congress to clarify its
intent regarding Section 602(a) and offered a way for Congress to reinstate a meaningful
importation right while maintaining a proper balance between users and copyright owners. '’

require “librarics to stop circulating or distributing or displaying the millions of books in their collections that were
printed abroad™); see also First Sale Under Title 17: Hearing Before the Subcomm. on Courts, Intellectual Property,
and the Internet of the H. Comm. on the Judiciary, 113th Cong. (2014) available at
hup:/udiciary. house. gov/ cache/files/f3adac7a-241d-4a7¢-b201-36ddefc03477/0602 1 4-firsi-sale-testimony -
band.pdf (Writlen Testimony of Jonathan Band. Owners’ Rights Initiative at 10 discussing burden that a domestic
exhaustion rule would place on charitable organization that “have no way of knowing if an item donated to them
lllﬁad first been sold in the United States with the manufacturer’s authorization.™).

Id.
17 See supra nole 12.
18 Kirtsaeng, 133 8. Ct. at 1388 (noting that: “The Court|’s majorily opinion| fails to give meaninglul ellect to
Congress” manilest intent in §602(a)(1) to grant copyright owners he right to conlrol the importation of foreign-
made copies of their works.” Justice Ginsburg objects to this lack of deference to Congress by citing the following
precedent American Trucking Assns., 310 U. 8. 334, 542 (1940); Hartford Underwriters Ins. Co. v. Union Planters
Bank, N. 1., 530U, 8. 1, 6 (2000) (“[WThen the statute’s language is plain, the sole function of the courts—at lcast
where (he disposition required by Lhe (ext is not absurd—is (o enforce it according lo its terms.” (internal quotation
marks omitted). AAP agrees with Justice Ginsburg on this point and supports Congressional reaffirmation of the
importation right given the majority ‘s departure from the standard practice of deferring to Congress on matters of
copyright law. See Eldred v. Asheroft, 537 U.S. 186, 205 (2003) (asscssing “whether the [Copyright Term
Extension Act’s| extension of existing copyrights exceed|ed| Congress’” power under the Copyright Clause,” the
Supreme Court decided to “defer substantially to Congress™ on that point given that “it is Congress that has been
assigned the task of defining the scope of the limited monopoly that should be granted to authors . . . in order to give
the public appropriate access to their work product.™) (intemal citations omitted).
¥ Kirtsaeng, 133 S. Ct. at 1371 (stating for the majority opinion that “whether copyright owners should, or should
nol, have morc than ordinary commercial power Lo divide international markets is a matter for Congress (o decide.™).
The concurrence also notes that “if Congress thinks copyright owners need greater power to restrict importation and
thus divide markets, a ready solution is at hand—not the one John Wiley ofters in this case, but the one the Court
rejected in Quality King” (AAP’s Proposed Legislative Solution). /4. at 1373,
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Specifically, as explained in the concurring opinion in Kirtsaeng and argued by the Solicitor
General of the United States in the Quality King case, importation is a distinct type of
distribution and an action that may be regulated under the Copyright Act without limitation by
the firsi-sale doctrine™® That is because the first sale doctrine deals with selling or otherwise
disposing of copies, but does not address imporiing them.

Congress can and should clarify that the right to control importation is not subject to the
application of the first sale doctrine. Specifically, the reference to Section 106 in Section
602(a)(1) should be eliminated and the text narrowed to simply state that unauthorized
importation of copies that “have been acquired outside the United States is an infringement of
the copyright owner’s right to import or authorize the importation of such copies or
phonorecords.” This alteration would leave intact the ruling in Kirisaeng that the first sale
doctrine, as a general matter, applies to copies “lawfully made under this title,” without regard to
the place of their manufacture, whenever the owner of such copies sells or otherwise disposes of
possession of them; but would not provide a defense to the unauthorized importation of such
copies. Tt would also provide critical copyright protection for U.S. copyright owners while still
allowing U.S. consumers to purchase books abroad, bring them to the U.S. and give them away,
or in the case of libraries, lend them to the public without fear of infringement liability. This
solution incorporates many of the consumer benefits of the Kirtsaeng decision supported by the
New York Public Library and Owners’ Right Initiative

The majority opinion in the divided Kirtsaeng Court ignored the fact that Congress,
anticipating some of the concerns of libraries and others regarding the potential for U.S.
consumers to risk infringement liability for using unauthorized import copies, included specific
exceptions in Section 602(a)(3) to address that issue. The legislative fix proposed above would
impose liability on the unauthorized importation, but not domestic use, of copies that are
manufactured and intended for sale in foreign markets. However, as part of revisions to Section
602(a)(1), and to alleviate concerns regarding the worst-case, hypothetical scenarios described
by some of the amici in the Kirisaeng case, Congress could also consider whether reasonable
limitations and exceptions to the scope and applicability of the right to control unauthorized
importation, in addition to those already set out in Section 602(a)(3), are necessary and
appropriate. Such reasonable limitations and exceptions would leave no doubt that concerns
about potential downstream infringement liability or other possible adverse impact on, for
example, libraries and museums in the U.S. have been addressed, while still providing copyright
owners with the legal basis for managing the unauthorized importation which was the entire
purpose of the enactment of Section 602(a)(1).

20

Id. at 1372, 1373 FN 1-2 (highlighting Onality King’s application of the “first sale” doctrine to the importation
provisions of Section 602¢a)(1) as the real “culprit™ of minimizing the scope of 602(a)(1) and describing the
Solicilor General’s argument that was rejecled in the Quality King decision as a cogent approach which recognirzes
that the two provisions can reasonably be read to “regulate separate. non-overlapping spheres of conduct.” Justice
Kagan goes on to explain that “reversing Quality King—would vield a... sensible scheme of market segmentation. ..
because ... [that] approach turns on the intended market for copies... instead [of] their place of manufacture™).
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Digital First Sale

Publishers appreciate the attention this issue was given at the hearing, and in particular,
found that questions asked by Chairman Goodlatte captured the gravamen of what is at stake and
the reality that there is no need for Congress to create a “digital” first sale doctrine. Specifically,
Chairman Goodlatte asked the CEO of ReDigi,?! John Ossenmacher, whether copyright owners
currently have the ability under the Copyright Act to permit resale of digital content by way of
contract. Mr. Ossenmacher, who had originally tried to launch his digital content resale service
with the authorization of rights holders, ™ said “Yes.” In follow-up, Chairman Goodlatte asserted
that the logical conclusion from the fact that the right to authorize digital resale already exists, is
that right holders must also have an equal right to decline to authorize resale of digital content
and that market forces can determine whether digital resale becomes a reality. From publishers’
perspective, the recent and continuing launch of innumerable new business models embracing
technology to provide flexible access to unprecedented amounts of content (see Appendix for
examples), illustrates that market forces are alive and well, and that Congress does not need to
take any action to create a new “digital” first sale doctrine. Tn fact, with respect to books, many
of the benefits associated with the first sale doctrine are becoming more widely available for
digital works (e.g., personal sharing and library lending of eBooks) or are even better than what
is available in the analog world (e.g., e-textbook rental and chapter-specific purchasing).

Additionally, the first sale doctrine, as codified at Section 109(a) of the Copyright Act,
states that “the owner of a particular copy or phonorecord lawfully made” under the Copyright
Act may “without the authority of the copyright owner...sell or otherwise dispose of the
possession of #hat copy or phonorecord.”* While the Supreme Court’s Kirtsaeng decision may
have ignored Congress’s intent with respect to Section 602 (unauthorized importation), there is
no debate that the Court was correct in stating that “Section 109(a) now makes clear that a lessee
of a copy will no receive “first sale’ protection but one who owns a copy will.”** This is
significant because many of the innovative, new business models (iTunes, Spotify, Scribd,
Netflix, Nook, etc.) providing unprecedented levels of access to copyrighted content in digital

! ReDigi is a company attempting to facilitatc the resale of legally downloaded sound recordings (and potentially
eBooks and other digital copyrighted works) with or without right holder permission. A federal judge in New York
recently issued an injunction against ReDigi on grounds that its [acilitation of the resale (without right holder
permission) of lawfully acquired copics of such works that arc downloaded in digital format is infringing. The court
ruled that the process of transferring a downloaded digital copy of a work necessarily involves reproduction of the
work, which is distinct from the exclusive distrihution right that is subject to the first-sale doctrine and, in the case
of ReDigi’s resale service, was a violation of the copyright owner’s exclusive reproduction right. Capito! Records,
LLC v, ReDigi, Inc. 2013 U.S. Dist. LEXIS 48043 (SD.N.Y. March 30, 2013).

= Presentation, John Ossenmacher, The Resale Market, (May 20, 2013) (noting that “Redigi can, and wants, (o
participate with you.”) (on file with author)

“ Emphasis added.

* Kirstaeng, 133 8. Ct. at 1353.



145

formats are commonly, though not exclusively, based on contractual end-user license agreements
that do not convey ownership of the content to the purchaser but instead authorize the purchaser
to use the digital song, book, adaptive learning content etc. as a licensee subject to certain terms
and conditions.®® Furthermore, in 2001, a Copyright Office study on whether to create a digital
first sale doctrine (“First Sale Report”) explained that the current first sale doctrine explicitly
limits only the copyright owner’s exclusive distribution tight under Section 106(3).** Given this
narrow scope, the Copyright Office concluded that Section 109(a)’s reference to “a particular
copy” and “that copy” meant that the statute only applied to physical copies of copyrighted
works, as no right other than the distribution right is implicated by the transfer of'a material copy
of a work from one person to another.”’

Divergent Consumer Expectations in the Digital Age: Ownership v. Access

Advocates for creating a “digital” first sale testified that consumers, when they “buy” an
eBook or digital copy of a song or movie, expect that they should have the same right to own and
resell that book, song, or movie as they have with physical copies.?® The Copyright Office’s
First Sale Report, however, found that:

Digital conununications technology enables authors and publishers to develop new
business models, with a more flexible array of products that can be tailored and
priced to meet the needs of different consumers. Requiring that transmissions of
digital files be treated just the same as the sale of tangible copies artificially forces
authors and publishers into a distribution model based on outright sale of copies of
the work. The sale model was dictated by the technological necessity of
manufacturing and parting company with physical copies in order to exploit a
work — ncither of which apply to onlinc distribution.”’

BSee Appendix for a list of examples of new license-based business models for which the first sale doctrine, inder
the Supreme Court’s reasoning, does not apply. see adso I'irst Sale Under Title 17: Hearing Before the Subconm.
on Courts, Intellectual Property, and the Internet of the I1. Comm. on the Judiciary, 113th Cong. (2014) available at
hutp:/Audiciary fiouse pov/_cache/files/1003410c-d 1 ba-4083-9bde-0d2ed 7 2c09/0602 1 4-{irsi-sale-testimony -
r.pdf (Written Testimony of John Villasenor at 1, explaining that digital first sale is moot with respect to
licensc-basad content), First Sale Under Title 17: Ilearing Before the Subcomm. on Courts, Intellectual Property,
and the Internet of the H. Comm. on the Judiciary, 113th Cong. (2014) (Oral Statement of John Osscnmacher
testifying Lhat he is not against licensing. but rather (hat consumers are “pro choice” regarding oplions for
consuming content and conceding that digital first sale should not apply to streaming and subscription content when
11 is clcarly licensed.).

= DMCA Section 104 Report at 78 (2011)

“1d.

X Compare First Sale Under Title 17: Hearing Before the Subcomm. on Conrts, Intellectnal Property, end the
Internet of the I1. Comm. on the Judiciary. 113th Cong. (2014) (Oral Statement John Ossenmacher describing the
expectation of the average consumer that “buys™ an eBook on Amazon to be an expectation that he owns the eBook.
not a license to access the eBook); FFirst Sale Under Title 17: Hearing Before the Subcomm. on Courts, Intellectual
Property, and the Internet of the II. Comm. on the Judiciary, 113th Cong. (2014) (Oral Statement of Chairman
Goodlatte explaining that he does not expect to acquire the same rights in an eBook as he does when he purchases a
paperback).

* DMCA Section 104 Report at 91-92,
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Based on these findings, the Copyright Office recommended that “if the sale model
continues to be the dominant method of distribution, it should be the choice of the market, not
due to legislative fiat. > Publishers and distributors of books and journals exist in a very
competitive marketplace that drives solutions to meet customer needs. Therefore, we continue to
agree with the Copyright Office and Chairman Goodlatte that rights holders should be free to
react to the demands of the market in deciding whether the sales model should apply to digital
content, and that the Copyright Act must continue to incentivize rights holders to invest, develop
and offer new methods of accessing content through a full-range of sales and license-based
business models.

At the moment, with the continually growing popularity of streaming models for digital
music and audio-visual programming, eTextbook and movie rentals, as well as library eBook
lending, and eBook subscription services for digital works as well as short-term rental options in
the physical realm, such as Car-2-Go and Rent-the-Runway, consumers appear to be embracing
the flexibility of access models instead of outright ownership.! CourseSmart, an eTextbook
rental platform founded by publishers, offers an example of how license-based access models for
digital content can provide consumers with greater customization, flexibility, and affordability.
The image below®” shows the rental options presented to the student:

¥ Jd al 92,

% See generally Mary Meeker, Internet Trends: End of the Year Report, KPCB,

Iutp:/Awwrw.kpeb, comvinsights/2012 -internct-irends-update (Dec. 3, 2012) (describing the “assct-light generation®
wilh conlrasts between old “assel-heavy” prelerences and new “assel-light” prelerences. For example, slide 67
contrasts paying for “ownership” of albums and CDs in stores with paying for “access™ to content through “instant
on demand streaming” (slide 68 contrasts VHS and Netflix and slide 72 contrasts physical textbooks and Chegg (an
c-Textbook rental company));, Tomio Geron, ALirbib and the Unstoppable Rise of the Share Economy

hupdfwww . Jorbes.com/sites/iomiozeron/2013 Jairbnb-and-the-unstoppable-rise-of-the-share-economy (Dec. 1
2013) (discussing numerous new businesses that show how society is “moving from a world where we’re organized
around ownership to onc organized around access to assets™); Alan McGlade, Steve Jobs was Hrong: Consumers
Want to Rent Their Music Not Own I, htip/Avww. forbes.convsites/alanmmeglade 261 3/0 steve-jobs-was-wrong-
consumers-wani-to-reni-thelr-music-nor-own-it (Mar. 25, 2013); The Rise of Innovative Business Models: Content
Delivery Methods in the Digital /ge: Hearing Before the Subcomm. on Courts, Intellectual Property, and the
Internet of the I1. Comm. on the Judiciary. 113th Cong. (2013) (Post-hcaring Statement of the Association of
American Publishers available at hitp://www.publishers.org/_attachmeuts/docs/publicstatements/aapstatement-
rigeafinnovativebnsinessmodels. pdf (describing a number of new business models, including ones based upon
access instcad of ownership).

2 CourseSmart, Society: The Basics I'welfth Edition (last visited Jun. 17, 2014)

htp /ey o STArt com/societv-the-basics-tw itionfobn-{-macionis/dp/9780205899173 (illustrating the
various prices and levels of access publishers are providing to student through licensed rentals of eTextbooks).
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Notably, the terms for 120-day; 180-day; or Unlimited rental are clear here. Although
voluntary steps to provide “plain English” explanations of access rights may be desirable for
consumers of digital content in other contexts, a regulatory approach for providing such
explanations is unnecessary and would be inappropriate in creating static requirements for
dynamic markets.*> Publishers are willing to do their part, individually or perhaps through
broader development of voluntary best practices, to help alleviate any consumer confusion that
may exist, for example, in scenarios where a consumer “buys” a license (authorizing access or
other specified uses) to an eBook from an e-Retailer.

CourseSmart illustrates the commitment of publishers to use new business models to
meet more specific consumer demands. The market is working, and, a robust digital resale
segment could develop if consumers demand and the market supports it because there is nothing
in the Copyright Act that prevents a rights holder from authorizing outright sales or resale of
digital content. Even though the future of digital resale is uncertain, what is certain is that, if the
exclusive rights afforded to copyright owners under Section 106 are meaningfully protected,
copyright owners will be able to continue to invest in new ways to enhance their digital products
to provide even greater customer experiences.

Physical v. Digital

In addition to the policy considerations discussed above, there are also practical
differences between physical and digital copies of copyrighted works that caution against the
creation of a “digital” first sale doctrine. While there are many similarities between books in

3 See First Sale Under Title 17: Hearing Before the Subcomm. on Courts, Intellectnal Property, and the Internet of
the H. Comm. on the Judiciary, 113th Cong. (2014) (Oral Statement of Sherwin Siy. Public Knowledge, testitying
that Congress does not need to take legislative action to define the difference between a license and a sale in answer
to Chairman Goodlalte’s question as to whether Congress should make such a law.); supra note 24 (Oral Statement
of John Villasenor agreeing that Congress should not define what constitutes a sale or a license, preterring instead
for the market and courts to resolve this issue, despite his belief that some aspects of current online transactions may
not be clear to some consumers).
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physical and digital form, some key features of digital books that are most appreciated by
consumers, such as the ability to access them instantly online, their exponentially-enhanced
portability, and their capacity to withstand deterioration from repeated use, are significant
differences in functionality that make the acquisition and transfer of digital books implicate the
exclusive rights of copyright more substantially than do such transactions involving a physical
book.

The Copyright Office’s First Sale Report explained that “time, space, effort and cost no
longer act as barriers to the movement of copies, since digital copies can be transmitted nearly
instantaneously anywhere in the world with minimal effort and negligible cost. The need to
transport physical copies of works, which acts as a natural brake on the effect of resales on the
copyright owner’s market, no longer exists in the realm of digital transmissions. The ability of
such ‘used’ copies to compete for market share with new copies is thus far greater in the digital
world.™**

Moreover, as Rep. Ted Deutch pointed out at the hearing, new business models providing
access to digital content give consumers new benefits that are impracticable, if not impossible,
with physical works, such as cloud-storage, multi-device access, free re-downloading (if a device
is broken, stolen, lost, etc.), not to mention access to vast amounts of content™ at minimal cost.
AAP agrees with Rep. Deutch that the growth of these new access models and their related
benefits indicates that the balance between copyright owners and users seems to be “alive and
well ”*® However, attempting to apply the “first sale” doctrine to digital books (and other
copyrighted works distributed through downloads, streaming or other forms of online
transmission) would dismiss the significant practical differences between physical and digital
works, in order to create a broad and unnecessary limitation on the exclusive rights of copyright
owners that would undermine efforts to provide consumers with more tailored options for
accessing content.”’

* DMCA Section 104 Report ot 82-83.
* See e.g.. Scribd, w
Just $8.99/month™ “on any device™ offering “thousands of bestsellers” and over 400,000 books).

* Fipst Sale Under Title 17: Hearing Before the Subcomm. on Courts, Intellectual Property, and the Internet of the
11. Comm. on the Judiciary, 113th Cong. (2014) (Oral Statcment of Rep. Ted Deuteh).

¥ Moreover, as pointed out by a representative of the software community, allowing resale of digital content without
right holder authorization through the creation of a digital first sale doctrine would expose consumers to greater
risks [rom unscrupulous vendors selling pirated content potentially infecled with malwarce or other viruses. Firsi
Sale Under litle 17: Hearing Before the Subcomm. on Courts, Intellectual Propertv, and the Internet of the H.
Comm. on the Judiciary, 113th Cong. (2014) hitp//judiciary. house.gov/_cache/tiles/9e2h302a-bbeh-4cha-a320-
2420a1012aba/D002 1 4-first-gale-lestimony ~simon pdf (Written Testimony of Emery Simon, BSA: The Soltwarc
Alliance at 5). Offering vendors of pirated content 4 legitimate market in which to operate and profit off of
unwitting consumers is not worth undermining the variety of legitimate consumer options for accessing digital
content at various price points that currently exist.

11
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Forward and Delete

While publishers are clearly embracing technology to bring new levels of access,
interactivity and user benefits to consumers, AAP’s members believe the question of whether or
not technology can ensure that the original copy of a work no longer exists after it has been
resold, should not determine the viability of a digital first sale doctrine. Proponents of digital first
sale argue that copyright owners would be protected by the inclusion of a “forward and delete”
requirement in any digital first sale legislation, requiring that the owner of the copy being
transferred destroy the original copy and, presumably, any incidental, backup or other copies in
her possession. At the hearing, the CEO of ReDigi testified that technology exists to implement
such a requirement, although questions raised by Rep. Hakeem Jeffries cast serious doubt on
whether digital content is ever really “deleted "

Given the fact that many users of digital content (typically, but not always, pursuant to an
authorizing license) can currently download multiple copies on multiple devices (desktop
computer, laptop, tablet, e-reader, smart phone, etc.) or access copies through remote cloud
storage, the practical likelihood that any technology could ensure compliance with a “forward
and delete” requirement is virtually nil. Furthermore, as Ranking Member Jerry Nadler pointed
out, the copyright owner’s ability to enforce such compliance could require intrusive
investigation or monitoring of an individual’s computer and devices.”

Conclusion

AAP thanks the TP Subcommittee for having this hearing in New York City, home of
many authors and publishers, and appreciates this opportunity to give the publishing industry’s
perspective on Kirisaeng and digital first sale. At various points in this copyright review, the IP
Subcommittee has asked stakeholders to identify what is and is not working in the current
Copyright Act. This hearing documents one example in each category with respect to the first
sale doctrine. In the wake of the Supreme Court’s interpretation of Section 602(a) in Kirtsaeng,
publishers believe the importation right cannot operate as Congress intended unless Congress
acts to ensure that the Copyright Act affords copyright owners a meaningfud right to control
unauthorized importation of copies of their works that are intended for distribution only outside
the U.S. in order to facilitate the effective exercise of their exclusive distribution right in the
context of global trade.

* AAP appreciates Rep. Jeffries” efforts to reflect this practical reality in the hearing record through the following
exchange with witness Ossenmacher:

Jeffries: “When you hit the delete button on an email, is that email actually deleted? Answer (Ossenmacher): “No.”
Jeffries: “Ok, now, that email content is transferred to a trash folder, correct”” Answer: “Yes.” Jeffries: “Now if you
hit the delete button in that trash folder, is that cmail now actually deleted?” Answer: “Not necessarily.” Question:
“There’s a ghost of that email that exists that can be recovered, correct.” Answer: “Correct.”

* First Sate Under Title 17: Hearing Before the Subcomm. on Courts, Intellectual Property, and the Internet of the
H. Comm. on the Judiciary, 113th Cong. (2014) (Oral Statement of Rep. Jerry Nadler).
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With respect to creating a “digital” first sale doctrine, publishers agree with the CEO of
ReDigi and Chairman Goodlatte that there is nothing in the current Copyright Act prohibiting
rights holders from authorizing resale of digital content. As explained at the hearing, and
hopefully made clear by this statement as well, copyright owners are constantly responding to
the demands of the market by developing new ways to deliver more customized, flexible and
useful options for consumers to access digital content. Therefore, time and consumer behavior
will tell if the market can support a digital resale business, but there is no need for Congress to
impose this specific business model by statutory mandate. Rather, publishers ask Congress to
respect the constitutional aim of copyright law to provide incentives for copyright owners to
disseminate new works, as well as create them, and preserve the current environment facilitating
experimentation and innovation instead of undermining it with an unnecessary and
inappropriately restrictive requirement in a “digital” first sale doctrine.

We look forward to continued engagement with the TP Subcommittee as it undertakes
future hearings on other copyright issues.

Sincerely,

Ot Ot b

Allan Adler

General Counsel

Vice President for Government Affairs
Association of American Publishers
455 Massachusetts Ave. NW
Washington, D.C. 20001
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Association of American Publishers
Statement Submitted for the Hearing Record
House Judiciary Committee
Subcommittee on Courts, Intellectual Property, and the Internet
June 17,2014

Hearing on “First Sale Under Title 177
June 2, 2014

Appendix of New Business Models*

Business Models Facilitating Library eBook Lending*'

Lending has been one of the primary benefits of the first sale doctrine. Publishers
understand the importance of library lending and are encouraged by the American Library
Association and Witness Greg Cram’s recognition that, today, all major trade publishers offer
eBook lending programs, and that libraries and publishers are working together to find a
sustainable way to make eBook lending more available consistent with their mutual and
respective interests. Examples of these experimental business models are provided below:

Hachette Offers “all of its e-book titles to libraries simultaneously with print editions and with
unlimited single-user-at-a-time circulations,” reducing the price of the eBook one year after

. . 42
publication.**

HarperCollins Offers e-book titles to libraries and allows libraries to lend new titles 26 times
before the license expires.

Macmillan Started offering library lending of e-book titles in March 2013 under licenses that
allows libraries to lend the titles for two years or 52 lends, whichever comes first,*

Penguin Random House Penguin licenses eBook titles to libraries for one-year lending terms.*
Random House offers e-book titles to libraries under perpetual licenses.

" This appendix is nol intended as cither an endorsement or critique of any of the business models provided, but
rather is intended to illustrate the array of innovative developments that are making the benefits of the first sale
doctrine, such as: library and personal lending as well as more affordable pricing (customarily through buying used
books or recouping part of the initial cost through resclling a book) available, oflen through licensing. with regard to
digital content. The examples below also illustrate how license-based business models for digital books, journals and
academic content can respect copyright and offer consumers new benefits, such as customization and multi-device
acccss, lhal arc not [casible for print materials.

hitn: als org/ransforminglibradesArequently -asked -guestions-e-books-us-libraries
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Simon & Schuster Currently offers all of its titles (new and backlist) for one year to New York
area libraries under a pilot program testing out a number of different eBook distributors. ¥

Kindle Owners' Lending Library “The Lending Library features over 500,000 titles, including
many New York Times bestsellers. Books borrowed from the Lending Library have no due date
and can be delivered to other Kindle devices registered to your Amazon account.”**

CloudLink Permits libraries to lend eBooks within a given consortium, provided the publisher
has not expressly prohibited such sharing.*’” AAP has members that permit such lending and
others that oppose such lending, but this diversity of licensing practices illustrates how copyright
owners and users can competitively experiment with market-based solutions to develop models
that address their respective needs.

Sharing eBooks with Friends and Family

Amazon “You can lend a Kindle book to another reader for up to 14 days. The borrower does
not need to own a Kindle device and can read the book after downloading a free Kindle reading

”

app.

Nook “You can lend eligible books to NOOK friends, or any BN.com account - up to 14 days.
You will not have access to your book while it is lent out (similar experience with paper book),
and each book can only be lent one time. You can view a list of all your lendable books by

tapping LendMe, found under the My Stuff icon along the top of the screen in your Library.”*

eTextbook and Journal Rental

CourseSmart As noted in AAP’s post-hearing statement, CourseSmart is an eTextbook rental
platform founded by publishers, using licensing to offer faculty and students greater
customization, flexibility, and affordability in accessing digital content. Not only does
CourseSmart offer eTextbooks at significantly less cost (up to 60% less) than traditional print
textbooks, it offers access of multiple devices, sharing of content, digital searching, and
enhanced accessibility.*

Kindle Textbook Rental “Kindle Textbook Rental is a flexible and affordable way to read
textbooks. You can rent for the minimum length, typically 30 days, and save up to 80% off the
print list price. If you find you need your textbook longer, you can extend your rental by as little

S3-penouin-expands-c-

adds-friction-to-kindle-lends. btmi
w.mhpbooks.convsiman-schuster-anngunce-new-ehook-lending-program-for-libraries/
o/Avww amazon com/gp/elp/eustomer/display. bimt?oodeld=200757 1 20
" Matt Enis, MELSA, 341 Develop New EBook Sharing Feature Consortia, LIBRARY JOURNAL: THE DIGITAL

SHIFT, hitp://www.ithedigitalshift.com/2013/1 [ /ebooks/melsa-3m-develop-nevi-ebook-sharing-feature-consortia/
(Nov. 5, 2013).
* ity w.amszon.cory/ gp/elpicustomer/display. htmidef=hp_left cnodeld=200549320

fg fr
w0y

8 barnesandnobl /b Suppert-NOQOK -Tablet/379003 1
ity AW coursesmart. com/ourproducts
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as 1 day as many times as you want and just pay for the added days.”' In describing the rental
process, Amazon’s information page notes that to complete the order the purchaser clicks on the
"Rent now with 1-click" button.

Chegg “Helping students save time, save money and get smarter” by offering eTextbooks at up
to 90% less than the list price of print textbooks,™ Chegg also offers students a one-stop-shop to
buy and sell physical textbooks and provides immediate access to “courtesy eTextbooks” during
the time that you wait for the arrival of your print edition.

DeepDyve Leading professional and scholarly publishers, including Elsevier, Wiley, IEEE and
others, are experimenting with the rental model for providing more affordable and tailored access
to the latest journal content, with no embargo period. DeepDyve allows anyone to rent full
articles to read on any device with an Internet connection for 30-days and up to 1-year,
depending on the needs of the user, all at nominal rates.*

Subscription Services

As explored in the forthcoming Book Industry Study Group survey of the eBook and
journal subscription market, there are a number of different models that range from unlimited
access to short-term rental. ™ Some of these models are described below:

Popular Fiction and Non-Fiction

Many of AAP’s member publishers offer their fiction and non-fiction titles through one
or more of the following subscription services.

Seribd Provides customers with unlimited, instant access, on any device to a vast library of over
400,000 eBooks for just $8.99 per month. ™

Ouster Described as “the Netflix for books,” Oyster provides subscribers with unlimited access
to over 500,000 titles accessible on their Apple, Android, Nook or Kindle devices, all for just
$9.95 per month.*®

Lntitle For just $9.99 a month, Entitle offers subscribers perpetual access (i.e. you can cancel
your subscription and keep your books) to two new eBooks each month from among 200,000
titles, including thousands of new releases and bestsellers. Subscribers can read their books
online or offline of any device.”’

Bl

hitp/Awww amazon con/ep/featare. himi 7docid=100070248)

1
' Book I
hups:/feww . bisg.org/news/digital -subscriptions-inevitable-and-driven-market (studying the market forces that are
lucling growth of a multitude of dilfcrent cBook and journal subscription services).

5s o

W
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Professional

Safari Books Online Starting from $39 per month for individual users to custom-priced/ custom-
tailored subscriptions for multi-national companies (including Google and Amazon)**, Safari

offers professional content ranging from "the latest bestsellers, pre-publication exclusives, video
courses, cutting-edge conference sessions, or timeless tech and business classics, Safari’s
selection of tens of thousands of books and courses is unrivaled — and growing every day."**

New Content Models

Tn addition to more flexible price and access models, many academic publishers are also
using licensing to offer more customized and adaptive learning content to faculty and students.
A number of these new adaptive content offerings are described in AAP’s earlier statement on
The Rise of Innovative Business Models*™ another example is provided below:

MindTap Chemisiry Cengage Learning’s MindTap Chemistry is licensed to the student for the
duration of a course at less than the price of a traditional print textbook and is the next generation
of educational technology products for the higher education market. Unlike other digital
solutions, MindTap is not a static content set, developed around homework and textual material.
MindTap is courseware, whose architecture makes personalization by professors or students, the
key value proposition. Using enhanced analytics and immediate feedback, MindTap provides a
student with a personalized study plan and remediation loops. Professors can add a wide range of
OER, Cengage or their own content to the course to further enrich the learning experience and to
make the course their own.

B

it .safaribocksonline.com/pricing

* bt v, safaribooksonline comy

% The Rise of Innovative Business Models: Content Delivery Methods in the Digital Age: Hearing Before the
Subcomm. on Courts, Intellectual Property, and the Internet of the H. Comm. on the Judiciary, 1 13th Cong. (2013)
(Post-hearing Stalement of the Association o American Publishers available at

hitpi/Awww. publishers.org/_sttachments/docs/publicstatements/uapstatement-riseofinnovativebusinessinodels. paf
(describing new adaptive leaming systems such as ALEKS and LeamSmart Advantage offered by McGraw-Hill and
WileyPLUS offered by John Wiley & Sons at pagel 1).
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Statement for the Record by Sandra M. Aistars, Chief Executive Officer,
Copyright Alliance
Before the Subcommittee on Courts, Intellectual Property and the Internet on
“First Sale Under Title 177

June 2, 2014

Ceremonial Courtroom, U.S. District Courthouse, New York City

The Copyright Alliance is a non-profit, public interest and educational
organization of artists, creators, and innovators of all types. Our members include artist
membership organizations and associations, unions, companies and guilds, representing
millions of creative individuals. We also collaborate with and speak for thousands of
independent artists and creators and small businesses who are part of our One Voi©e

grassroots group.

We submiit this statement to aid the Subcommittee in understanding the
significant investments made by creative businesses in a variety of disciplines in meeting
the interests of consumers online through innovative new digital business models based
on licensing creative works, and to explain the destructive effect further limiting authors’
exclusive rights to reproduce and distribute their works would have on creative and

innovative businesses across the country.

Calls to Expand the First Sale Doctrine Should Be Rejected

As the Copyright Office has correctly observed, the first sale doctrine already
clearly applies to works in digital form." Physical copies of works in digital formats, such
as CDs or BluRay discs, are subject to the limitations of Section 109 when they are sold,
in the same way as physical copies of works in analog form. Thus the question before the
Subcommittee is not whether the first sale doctrine should apply in the digital world, but
rather whether it should be redefined in two unprecedented and unwarranted ways: (1) to
limit not only the copyright owner’s exclusive right of distribution, but also the exclusive
right of reproduction by allowing the copying and resale of digital copies of works on the

internet in competition with the author of the works; and (2) by imposing restrictions on

' U.S. Copyright Office, DMCA Section 104 Report xviii (2001).
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the use of licensing transactions for the distribution of works. The Subcommittee should
reject both calls for expanding the first sale doctrine because they would have a
destructive effect on newly-developing digital markets for creative works, as well as on
long-standing license-based industries in the visual arts, software and other sectors of the
creative economy. At bottom, proponents of redefining the first sale doctrine are asking
the Subcommittee to reject new digital business models, and force the Internet to act like

the analog world.

Adopting such policies would also cut creators out of the value chain for the
works they create and reduce the marketplace value for creative works below sustainable
levels. This is because there is no such thing as a “used” digital file, so there can be no
such thing as a secondary market for “used” digital goods. The “secondary” market
would be interchangeable with the “primary” market and the lowest market price would
prevail — regardless of whether it supports the creation and dissemination of new creative

works.

Expanding the First Sale Doctrine to Limit the Exclusive Right of Reproduction
Wonld Run Counter to its Origins

We welcome this opportunity to review how section 109 is serving authors,
motivating the creation of new works of authorship, and the commercialization and
dissemination of such works, for the benefit of our society. All three of these purposes
are indispensable to a well functioning copyright system that serves consumers and
creators alike. Ensuring that authors can support themselves and their families through
their creativity, that distributors find value in commercializing copyrighted works, and
that copyright owners of both commercial and non-commercial works feel empowered
disseminating their works is key to ensuring an appropriate framework of laws. While the

focus may begin on the author, the benefits flow to society as a whole.

These principles have been at the heart of policy-making regarding the first sale
doctrine since its inception. The first sale doctrine derives from Bobbs-Merrill Co. v.

Straus, which concerned the setting of retail prices once a book had been sold by the
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publisher at wholesale.? In deciding the case the Supreme Court rejected calls to merely
analogize to cases in the patent context and instead undertook a fresh analysis under the
copyright laws. The bulk of the Justices’ analysis focuses on discerning the statutory
motivations animating the protections afforded copyright owners under the law. The

Justices began by observing that:

While the nature of the property and the protection intended to be given the
inventor or author as the reward of genius or intellect in the production of his
book or work of art is to be considered in construing the act of Congress, if is
evident that to secure the author the right to muftiply copies of his work may be
satd to have been the main purpose of the copyright statutes. (emphasis added).
Having concluded that guarding against unauthorized reproduction of an author’s
work was the key consideration at issue, the Court ruled that where a publisher had
obtained the price it sought in selling its books in the wholesale marketplace, and had not
entered into a license agreement with the retailer of the books, and where the books were
not subject to further unauthorized copying and distribution in competition with the
publisher, the publisher had obtained the intended benefits of the statute and was not
entitled to exert control over the price set by the retailer by virtue of a legend inscribed in

the books.

While the Court in Bobbs-Merrill did not find in favor of the copyright owner, the
decision is notable in several respects. First, it demonstrates the Court’s interest in
analyzing copyright law through the lens of the author and seeking to interpret the law to
ensure that authors’ interests are adequately served so that they are motivated to create
and disseminate their works. The Court did not look to other factors or policy

motivations.

Second, the case leaves no doubt that it would be inconsistent with the goals of
the first sale doctrine to expand it to limit the copyright owner’s exclusive right of
reproduction — a right the protection of which the Court repeatedly refers to as “the main

purpose” of the law.> Congress has noted that this same reasoning should apply where an

210'U.8. 339 (1908).
*Id. at 351,
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entity while not technically duplicating a work distributes it in a way where the author’s

market for the work is affected.*

Finally, the Court’s analysis demonstrates that the first sale doctrine and licensing
were intended to coexist. The court repeatedly refers to the fact that there was no claim of
contractual relationship or license agreement between the parties, and cites this fact in

support of its conclusion. >

In contrast to the undisputed interest in ensuring the continued incentive to create
and disseminate works, many of the policies cited by supporters of an expanded first sale
doctrine are of very recent vintage and not found in the historical record. For example,
during the revision effort that culminated in the 1976 Copyright Act, inclusion of the

»6

doctrine “attracted no opposition”™ but also attracted little attention. The drafters of the
Act did, however, take into account “the potentialities of the new communications media,
notably television, cable and optical transmission devices, and information storage and
retrieval devices” on authors of literary and visual works by recognizing a right of public
display and limiting the ability of an owner of a copy under the first sale only “to display
that copy publicly, either directly or by the projection of no more than one image at a

time, to viewers present at the place where the copy is located.”

As the House and Senate Reports indicate, the “intention is to preserve the
traditional privilege of the owner of a copy to display it directly, but to place reasonable
restrictions on the ability to display it indirectly in such a way that the copyright owner's
market for reproduction and distribution of copies would be affected.”” As in Bobbs-
Merrill, the focus of Congress was on authors and the ability of authors to sustain
themselves from disseminating their works. It took care to ensure that the first sale

doctrine was not unduly extended to encroach upon those rights.

¥ Copyright Law Revision (House Report No. 94-1476) at 80 (1976); Copyright Law Revision (Scnate
Report No. 94-473)http: //www.copyright.cov/historv/law/clrev 94-473 pdfat 72 (1976).

*Id. al 350 (“There is no claim in this case of contract limitation, nor license agreement controlling the
subscquent sales of the book™).

€ Second Supplementary Register's Report on the General Revision of the U.S. Copyright Taw (1975).
? Copyright Law Revision (House Report No. 94-1476) at 80 (1976); Copyright Law Revision (Senate
Report No. 94-473) at 72 (1976).



161

Much more recently, the Copyright Office has also reviewed the policies
surrounding the first sale doctrine in the digital world and concluded that the risks of

expanding the doctrine would outweigh the benefits. As the Copyright Office has noted:

Physical copies degrade with time and use; digital information does not. Works in
digital format can be reproduced flawlessly, and disseminated to nearly any point
on the globe instantly and at negligible cost. Digital transmissions can adversely
affect the market for the original to a much greater degree than transfers of physical
copies. Additionally, unless a “forward-and-delete” technology is employed to
automatically delete the sender’s copy, the deletion of a work requires an additional
affirmative act on the part of the sender subsequent to the transmission. This act is
difficult to prove or disprove, as is a person’s claim to have transmitted only a
single copy, thereby raising complex evidentiary concerns. . . Even if [an etfective
forward and delete technology existed], it is not clear that the market will bear the
cost of an expensive technological measure.®

Innovation in the Digital Economy is Driven by Licensing of Creative Works

While the history and original policy motivations of the first sale doctrine provide
strong support for rejecting a radical new expansion of the doctrine, the dynamic changes
that have occurred in the licensing of works in the digital economy provide even more
compelling reasons for not forcing constraints on an emerging and innovative digital

marketplace.

Innovation in the digital economy is increasingly being driven by licensing access
to rather than sales of creative works. This is unsurprising as consumers are turning to
access or sharing models for consuming even durable goods (note the success of services
such as Zipcars, bikeshares, and the turn to acquiring “experiences” rather than material
goods, particularly among younger consumers). Benefits to consumers from such
transactions are clear. They are not forced to acquire rights they don’t need, and they pay
only for what they use. Licensing in the creative sector is no different — it creates a
dynamic marketplace that affords creators and distributors the flexibility to give
consumers a range of choices — accessing the creative works they want, when they want,
at a variety of price points. This sales/license distinction should not be eroded through the

imposition of government-mandated requirements on licenses; availability of a greater

#U.S. Copyright Office, DMCA Section 104 Report xix (2001).
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selection of expressive works in the marketplace is not merely an abstract societal benefit,

it is a principal goal of copyright law.

Customers today have exponentially more options then they did in the analog
world. Rather than imposing outdated and rigid sales models from the analog world on
consumers, the creative industries have embraced licensing models which offer access on
more flexible terms. Licensing allows the management of relationships among copyright
owners, distributors, and consumers on a granular level, permitting a degree of

customization not possible when a buyer-seller relationship is the only option.

Copyright Alliance member offerings, supported by licensing, surpass what was

available in the analog world:

. Digital music—Among the 60+ licensed digital services currently available in the
U.S..° iTunes, Rhapsody, Spotify, Pandora, GooglePlay, Amazon all provide
flexibility in terms of access by offering, for example, individual songs instead of
whole albums; downloads or on demand streaming of millions of songs; and
different price points.

. Film and TV'>—Amazon offers short-term rentals, indefinite access, and on
demand streaming; Netflix allows streaming on multiple devices simultaneously;
services such as VUDU, Barnes & Noble’s Nook Video, iTunes, GooglePlay,
UltraViolet, and nearly 100 other services in the U.S. provide cloud storage,
downloading, streaming and physical copies.

. Digital books and magazines—eBooks are now part of the mainstream. Amazon
enables borrowing from its “library™ as well as audio enabled packages. Sony
ReadStore gives readers the right to download, read, listen and view digital
content. Services such as Kobo, Barnes & Noble; audible.com, and
audiobooks.com give readers an array of additional choices.

. Digital photography — Companies like Shutterstock and Getty Images allow
access to millions of images under a variety of licensing terms using different
price points, sizes, placements and uses. Getty recently announced a free embed
service available to individuals and non commercial users which allows such
users to legally embed Getty images in their blogs and websites for free.

Moreover, significant sectors of the creative community have long relied on
license-based transactions exclusively— or virtually so—to make their copyrighted
works available to consumers. This is particularly true of the visual arts and software

Sectors.

9 See hitp:/Awww whymusiematters.org for a list of licensed di gital music providers.
O . - ~pe - - .. .
19 See hitp.//www.wheretowatch.org for a list of licensed online film and television providers.
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The software industry is built upon the licensing of products to consumers. This
is beneficial to consumers for a variety of reasons — including because licensing
relationships are required to facilitate the installation and provision of security updates
and patches; often provide rights that might not be available under a normal sale (such as
installing software across multiple devices); and allow for more precise tailoring of
features and functionality to particular markets or for variations in usage models and
pricing (e.g., per device v. per user). Reliance on licensing is only increasing as
consumers move to cloud based computing models which are “services™ rather than
“goods” based. Such services also offer clear consumer benefits like easier access to
stored work, flexible and expandable storage and usage models, access to the latest
business applications, and better protection from malware and viruses. Interfering with
such well-functioning and reliably growing markets which demonstrably serve consumer

interests would be unwise.

Similarly photographers, graphic artists and illustrators have historically
negotiated licenses with their customers in order to provide them the rights they need to a
given work. This allows greater flexibility in meeting client needs, and enables clients
who would not be able to afford an “all rights included” deal to use the work for the

purposes they require. !

Hundreds of stock image businesses exist across the United States ranging from
small and medium size enterprises, to leaders in the global media marketplace. These
businesses also rely exclusively, or virtually exclusively, on licensing to serve the
marketplace for visual works. Getty Images, a leading creator and distributor of still
imagery, video footage, and music, employs an entirely licensing-based business model
to deliver to its clients worldwide award-winning news, sports and entertainment
imagery, rare and contemporary archival imagery and a wide range of pre-cleared music
tracks. Getty was the first company to license digital imagery online, and serves a
diverse array of clients — from individual bloggers to Fortune 500 companies. It has

developed and deployed tools to allow users to intuitively search for, license, and

1 Hd Shems, graphic artist and illustrator, and member of the Copyright Alliance explains how changes to
the first sale doctrine would negatively affect visual artists in his ficld in his testimony for this
subcommittee hearing.
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download images for use online, in publishing, and broadcast settings. Meeting the needs
of such a diverse array of clients and making available such breadth of copyrighted work
requires the flexibility to set different terms for different uses and users of works.
Moreover, because Getty licenses over 30,000 images a day (more than 2 images per
second) it must have the ability to efficiently set license terms via automated digital

transactions.

Efficient licensing models for digital media serve multiple interests. As noted,
they allow consumers of media access to an infinite variety of works that can be used in
myriad creative ways. Equally important, the online licensing services deployed by
entities like Getty also allow creators of copyrighted works like photographers a variety
of options to distribute their work to broad audiences. Whether the subject matter of the
work is newsworthy photography of national or international events, or archival
photography of iconic personalities or critical cultural moments, there is a shared benefit
to the artist and the ultimate audience of the work in ensuring that the image reaches its
target most effectively and that the licensing revenues earned can be used to support the

creation of new work.

Given the already challenging infringement environment for imagery on line,
imposing additional restrictions on the exclusive rights of copyright owners, or
interfering with their ability to enter into license based transactions with customers would
inject uncertainty into this dynamic and ever evolving marketplace. Among other
concerns, depending on the scope of the first sale requirements that could be imposed on
licensors of images, it could become difficult/impossible to accurately and transparently
negotiate licenses and disclose rights being granted and acquired because previous
licensees of an image might have the right to distribute the work in competition with the

artist or the stock image service.

Finally, it bears mentioning that licensing rather than selling one’s work in the
visual arts world also enables artists to use their gifts to benefit society. Often, retaining
the right to continue to use an image enables the artist to use his or her work for other,

socially beneficial purposes. Because he retains the rights to his work and engages in
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licensing rather than sales of his photography, one of our grassroots members, New
York-based documentary photographer Douglas Menuez was able to produce a book --
Transcendent Spirit -- which chronicles the lives of 20 Ugandan orphans. The children
travel and perform as a dance troupe to bring attention and raise funds for other Ugandan
children orphaned by HIV/AIDS and war. Through auctions of prints of some of the
images and sales of copies of the book Doug was able to raise more than $150,000 to
support the work of the Ugandan children. If first sale concepts are imposed on licensing
transactions, and photographers like Doug are forced to either sell all rights to their
images to commercial clients, or if licensees of their works are allowed to sublicense
images in competition with the photographer, projects like {ranscendent Spirit would not

be possible.
Conclusion

The options and benefits available to consumers through licensing and online
distribution of creative works in today’s digital marketplace are unprecedented.
Licensing-based offerings to consumers of software, gaming, visual arts, film, music,
books, magazines and newspapers, are driving online enjoyment of creative works and
fueling new creativity and authorship. Rather than embrace these new business models
and their attendant consumer benefits, proponents of redefining the first sale doctrine
would rather sacrifice both new and long standing licensing-based businesses in order to
force the Internet to act more like the analog world. We urge the Subcommittee not to
interfere with the growth and innovation of digital businesses in the creative sector in this

manner.
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business, education, consumers, the Internet, and entertainment.' SITA’s members range from
start-up firms to some of the largest and most recognizable corporations in the world. They are
leading providers of, among other things: software publishing, graphics, and photo editing tools;
corporate database and data processing software; financial trading and investing services, news,
and commodities exchanges; online legal information and legal research tools; education
software and online education services; open source software; and many other products and

services in the digital software and content industries.

STIA is concerned that potential application of the first sale doctrine to licensed material or other
undue restrictions that may be placed on either the ability of publishers to license or the manner
in which publishers license, will make it more challenging for publishers to recoup the
investment they have made to develop new products and update existing ones and to widely
distribute their products and services to the public in the manner that consumers enjoy today.
We are also significantly concerned with the fallout from the Kirrsaeng decision and the

imbalance in the first sale defense caused by the decision

A. The Importance of Licensing

The Internet has permanently changed the relationship between users and the software and
information industries. Electronic commerce has provided users with more options, more
alternatives and more opportunities than ever before. The richness and inherent value of
electronic commerce and high-tech products to consumers is derived from the wide availability
of software and content and the ease by which these products and services can be accessed and
used by people with new high-tech products. For users of products and services that incorporate
software and/or information, electronic commerce facilitated through licensing provides a robust
new delivery channel. By using the Internet to deliver software and digital content, users can
take advantage of the lower transaction costs, simplified delivery systems, direct interaction with

providers, and minimal time-to-market.

! A list of the more than 800 SITA member companics may be found at:
tip/fvwvw siia.net/membership/memberlist.asp.
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Through licensing, software and information publishers are able to meet customer needs —
whether their customers are the general public or discrete customer groups — and at the same
time protect against misuse of their rights. Licenses have allowed software and information
publishers the flexibility to tailor their products to their various customers, adjusting features,
benefits, rights, and price according to the needs of each customer base rather than a “one size
fits all” model — a model which logically could require a higher price. Consequently, more often
than not these licenses provide benefits to consumers not provided in a traditional sale limited by

the first sale doctrine of current copyright law.

This has resulted in consumers now having unprecedented choice, convenience and access to
informational, as well as creative, content and new high-tech products that simplify their lives.
Today’s consumers benefit from access to a range of software and information products — the

likes of which have never been seen before.

Thus, consumers are also enjoying unprecedented access to copyrighted works. Today’s online
marketplace offers consumers more opportunities to access copyrighted works anytime,
anywhere than ever before. Many of the opportunities consumers engage in the analog world
made possible by the first sale doctrine are being made available without that doctrine in the

digital world, as illustrated in the following examples.

For several decades, the software industry has relied on a licensing model for the distribution,
maintenance, and updating of its software products and services to and for its customers. Today,
licenses govern most software transactions.” The software licensing model permits a wider range
of users to access and use software. A publisher need not reduce or degrade the function of its
product in order to provide it at a reduced price appropriate for a particular market of users.
Rather, the publisher can simply vary the rights of using it. So, for example, a software

publisher may offer a fully functional “academic” version of its product to students at a deeply

% See Software & Information Industry Association, Software and Information: Driving the Knowledge Economy
(January 24, 2008) at 7-8, Littp//www siia.net/estore/giobecon-08 pdf.
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reduced price, but the rights granted do not permit use for commercial purposes,® Similarly,
“OEM licenses” bundle software with, or install software directly on, specific hardware, such as
a scanner or desktop computer, and require the software to be used and distributed only with that
hardware. Often, the hardware manufacturer was granted a deep discount as part of the OEM
license terms. Another example is “site licenses,” which are defined by some geographic

restriction on use, such as a specific company, area, or even department or floors of a building.*

Because software is virtually always licensed and not sold, the first sale defense does not apply.
Someone who purchases a software license is not the “owner of a particular copy” under Section
109 of the Copyright Act, they are an “owner of a license to use a copy” of the software. Thus,
the first sale defense does not apply. But as shown in the examples above, even though the first
sale defense does not apply to these software transactions, consumers are able to enjoy many of
the benefits commonly associated with the first sale doctrine. Any change in the copyright law
that made the first sale defense applicable to these software licenses would cause a very
significant problem and would jeopardize the future availability of discounted software to those

markets.’

These examples are not limited to the software industry. The textbook industry is rapidly
moving to a licensing model for online and digital versions of their textbooks. The new digital
textbook licensing model provides numerous benefits to students and teachers. Digital textbooks
often come with special features, like embedded quizzes, electronic flash cards, the ability to
share notes online with fellow students and/or embedded links to videos and articles from a
professor’s lectures. These digital texts may also allow the teacher to monitor a student’s
progress, the amount of time the student spends reviewing the material, and the student’s

performance on the embedded quizzes and then use this information to determine what material

3 See. e.g., ProCD, Inc., v. Zeidenberg, 86 F.3d 1447 (7th Cir. 1996) (“Instead of tinkering with the product . . .
|software companies| turned to the instilution of contracL.”); id. at 1455 (“Terms and conditions ofered by contract
reflect private ordering. essential to the efficient functioning of marlkets.”).

1 See, e.g., Sollware & Information Industry Association & LicenseLogic LLC, Certified Software Manager
Student Manual (SITA Publications 2004) at 4:1-4:52

5 Sce Vernor v. Autodesk, 621 F.3d 1102, 1114-15 (9 Cir. 2010)
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the student may be struggling with and develop a personalized study plans to keep the student on
the right track. Because these textbooks are digital they can be updated and edited much more

quickly than analog texts and distributed to users almost immediately.

These are the new generation of textbooks for a new generation of students and teachers. The
difference between traditional textbooks and the offerings in new digital and online textbooks is
astonishing. But that’s not all that is different. The distribution and pricing model for these

textbooks is also very different.

The average eTextbook costs significantly less than a new version of that same print textbook.
For example, the digital version of the widely used textbook, “Biology” by Sylvia Mader and
Michael Windelspecht, published by McGraw-Hill Education, costs $120. Its traditional print
counterpart is priced significantly higher at $229. Many eTextbooks are also available for rental
by students — a business model that further lowers students’ textbook spending and has begun to

reduce the market share of the traditional used book market.

There is one other trend that is further lowering students’ textbook spending — campuses and
professors increasingly want course materials delivered “inside” their digital classrooms so they
can ensure that all students have access to the same materials and they can see how each student
is performing. This leads to increasing situations where the institution is the customer.® The
result of all these evolving business models has been a dramatic drop in student textbook
spending from $192 in the fall of 2008 to $138 in the spring of 2013.7 These business models,
and the resulting drop in students textbook spending, might not be possible if textbook publishers

were no longer able to rely on licensing models and the inapplicability of the first sale doctrine.

® The inslitution may or may not pass the cosls of (he course materials onto students in the form of fees.

7 See Stephanic Simon and Madeline Will, Textbook publishers revamp ebooks 1o fight used market, 4-traders.com
(July 23, 2013) at http://www. 4-traders.comPEARSON-PLC 400003 7/news/Textbook-publishers-revamp-ebooks-
io-fight -used-marked-1711942¢0/. (This 1s despite the prices of new textbooks nsing aboul 6 percenl a year. See
GAO Report 13-368, College Textbooks: Students Have Greater Access to Textbaok Information at 6 (June 2013)at
btfp://www. gao. gov/asscets/660/635066.pdf.
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Textbook publishers are able to offer their digital textbooks at lower prices because they save on
printing, shipping and processing of returns. But another significant factor in the reduced
eTextbook price is the secondary market. Because the publisher of a print textbook has to factor
in the likelihood that the book will be resold by the original student buyer, either directly to
another student or indirectly through a campus bookstore offering used books, the publisher has
to set a higher price for the new print book in order to recoup its investment. Because the new
features of these digital textbooks support a more personalized and interactive relationship
between the publisher and students and teachers than a traditional textbook and the publisher
may continue to innovate and update these features more quickly than the traditional print cycle
would allow, publishers choose to license these materials. The license allows a more flexible,
nuanced relationship between the publisher and consumers of the book. It enables teachers and
students to use only the features they need, and pay only for what they use and for the time

period for which they use it.

In this model, license terms generally do not permit transfer to another user, though, if there were
demand, it might be reasonable for publishers to offer a transferable license for a higher price. It
is important to consider that the publisher has higher development and operating costs in offering
rapidly changing, personalized features, such as embedded dictionaries or glossaries, highlighter
and markup features, support for multiple electronic reader platforms, videos, testing with online
scoring, testing analytics, and data storage so it can track and support each user’s individual
experience. To recoup these higher costs, publishers structure their licenses to restrict the
downstream distribution of their textbooks so they can offer digital books to each of their users at
a reduced price. If they did not restrict the resale of these books, publishers would be forced to
raise their prices. By licensing the textbooks at a lower price, students benefit from the lower
cost and increased functionality of the digital textbooks and textbooks publishers are able to

secure a reasonable return on their investment.

As is the case with software, discussed above, the first sale defense also does not apply to these
licensed digital textbooks because a student who purchases a license to use the textbook is not
the “owner of a particular copy” under Section 109 of the Copyright Act. Even though the first

sale defense does not apply to these types of transactions, students, teachers and other users are
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able to enjoy many of the consumer benefits intended by the first sale doctrine. Any change in
the copyright law that made the first sale defense applicable to these licenses would jeopardize

the future availability of these materials.

Extending the first sale defense to licensed content would not only be injurious to publishers and
users, but would also be contrary to the foundation of the first sale defense set forth in the Bobbs-
Merrill case.® The Court in Bobbs-Merrill — not unlike the Ninth Circuit in the Fernor v.
Autodesk case’ —was concerned with the manner in which the customer came into possession of
the work. In several parts of the decision the Court clearly restricts the application of its decision

»10

to “one who has sold a copyrighted article, without restriction”"” and those who “made no

11

decision as to the control of future sales.” ' The Court noted that “[t]here is no claim in this case

of contract limitation, nor license agreement controlling the subsequent sales of the book.”'?
Given the Court’s language, it is clear that the Bobbs-Merrill Court had no intention of extending

the first sale defense to licensed works.

The same reasoning holds true today. If a consumer obtained a set of rights to a copyrighted
work under license, and the consumer resells the work and asserts the first sale defense, the focus
of the first sale analysis should be on the terms and conditions of the agreement itself. If there is
an agreement between the copyright owner or its agent and the consumer and that agreement
makes it clear that a license is being granted (or the copyright owner otherwise reserves title) and
that the license contains certain restrictions on transfer and use that are not usually present with
ownership, the transaction should be construed as a license for purposes of the first sale defense,

and the first sale defense should be inapplicable to the transaction.

¥ Bobbs-Merrill Co. v. Straus, 210 U.S. 339 (1908).

* Vernor v. Autodesk, 621 F.3d 1102 (9" Cir. 2010).

9 1d. at 350 (1908) (emphasis added). (slating that “|i|n this case, (he stipulated [acts show thal the bocks 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 (vok upon themselves no obligation 1o enforce the noiice printed in the book, undertaking to

restrict retail sales to a price of onc dollar per copy.” (emphasis added).

" Id

2 1d.
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For example, software licensors typically limit their conveyance of rights to a licensee in a
number of ways: by location of use, term of use, type of user, field of use (academic, non-
commercial), use with certain hardware (“OEM”), transferability, and reverse engineering, to
name just a few. In contrast to a licensee, a purchaser who becomes an “owner,” would have no
such limits by contract and could use the copy of software however he/she wanted consistent

with applicable laws, statutes, ordinances, etc.

While consideration of the types of restrictions that a licensor places on transfer and use within
the agreement is important, it is not necessary or appropriate to also consider the types of
restrictions that a licensor does not place on transfer and use. It should not be necessary that a
license include certain terms to avoid conveyance of ownership, such as multiple payments or
return of a worthless plastic CD. It is the code, content and associated rights that are valuable,
not the vehicle of delivery or conveyance (whether CD, DVD, or data transmissions on the
Internet). While a licensor theoretically could require destruction of the disc or erasing the data
file, the transaction costs to enforce that restriction would in many cases dwarf the license fee
and serve to do nothing more than inconvenience the customer, and thus it makes no sense to

penalize licensors that omit such a requirement.

Consumers will be able to take advantage of new technologies and business models only to the
extent that the laws do not inhibit the creation and use of new technologies and business models.
If the law creates undue burdens on providers, the result will be increased transactional costs,
without producing any corresponding tangible benefits to users, and in the end, both the
providers and the users’ interests will be harmed. This is especially true where the legal
requirement on the provider is one that the user cares little about or has the ability to secure in

the absence of any legal requirement.

If undue restrictions are placed on either the ability of publishers to license or the manner in
which publishers license it will be more challenging for publishers to recoup the investment they
have made to develop new products and update existing ones and to widely distribute their
products and services to the public in the manner that consumers enjoy today. This is especially

true with mass market click-through agreements and products offered through the cloud. Certain
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informational products can only be distributed through the use of license terms and conditions.
If these terms could not be enforced, these products may not be distributed, and in some cases,
the incentive to create certain products may have been reduced so significantly that these new

products would never be created.

Some have argued that copyrighted products come bundled with long, legally complex click-
wrap licenses that consumers do not read, and as a result most consumers do not know what they
are really getting. This may be the case, but publishers have worked hard to make their
agreements shorter and more understandable to their customers and will no doubt continue to
make improvements in this area.”* To the extent this remains a problem, however, it is not solely

or even primarily a copyright problem.

We are beginning to see a shift in the way consumers consume a// products. “The next few
decades will witness a massive decline in ownership. Renting, not owning, will become the
primary way people [] consume.”"* Consumers may still own certain essential things and things
they use very often, but “there will be little need to own things we use only occasionally (a fancy

»13

pair of shoes, most jewelry or that really nice pizza-making set).”~ This move toward licenses

to use will have the positive benefit of giving consumers “more choice, convenience and

»16

opportunity to experiment.” " 1t would be unwise and unfair to single out copyright products and

treat them differently by creating licensing standards that apply only to copyrighted goods.

Consumers are faced with lengthy, complex agreements when engaging in common, every-day

commercial transactions. They are present when renting a car, obtaining a credit card, getting a

B Sce c.g., SITA webcast, Christopher T. Anderson, LexisNexis, Content Gone Wild: What Happens to Your
Content After It's Published (Dec. 18, 2013) at

https /icopyright webex convecl 701 Veventeenter/recording/record Action.do?the Action=poprecord& AT=pb&isurla
ct=timedrencwticket=0&reoordID=760023 507 &apigamc=lsr php&iKev=ctD 522 7d 3 efecSad & necdlilter—talse & form
at=short&&SP=EC&ITD=76023 507 &sitcurf=copyright&actappnary 0701 I&actnane=%2Feventcenter¥h2F fram
%02l g dofund=16697997 73 &entactname="o2 FibiRecordingUR L. do&entappuame=uri(i2011.

4 See Auren Hoffman, The Coming Decline in Ownership, Summation Blog (Dec. 19, 2013) at
http://blog. sumunation net/2015/1 2/the-comunp~doctine-1n-owncrship. tmi.

B d.

1619
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new cell phone, buying or selling items on an auction site, agreeing to a website’s privacy policy
and in numerous other common-place commercial transactions engaged in by your average
consumer. SIIA is not unsympathetic to this challenge and should Congress wish to examine
ways that customer expectation can be improved by all players in the commercial marketplace,
we would have no objection, so long as it is not limited to or focused solely on copyrighted

works.

The economic foundations of the software and information industries depend upon a licensing
business model. “Overriding” such licenses would have far-reaching, adverse effects on
everything from the availability of educational software and content, to warranties and support
services, to the development of new products. 1t is therefore essential that the basic principle of
freedom of contract be recognized and preserved by any legislation. Nothing in the law should
restrict the rights of parties to enter freely into licenses or any other contracts with respect to the
use of copyrighted works. This is more important now than ever before because in an
increasingly digital knowledge economy it is almost certain that software and information
publishers will make their products and services available subject to critical contractual terms
that are essential to ensuring the widespread access to innovative new digital products and

services.

B. The Impact of the Kirtsaeng Decision

There is no better example of the importance of the balance between copyright owners’
distribution right and the first sale defense and the effects of upsetting that balance than the case
of Kirtsaeng v. John Wiley & Sons, Inc.."” The case involved the legality of purchasing
copyrighted textbooks that were made and sold overseas with the authority of the publisher and
then reselling them into the United States without the publisher’s authority. Atissue in the case

was whether the first sale doctrine applies to copyrighted products that were made abroad.

7133 8. Ct. 1351 (2013).

10
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In a 6-3 decision, the Supreme Court overturned an earlier Second Circuit decision and held that
the first sale doctrine applies to copies of copyrighted works that are legally manufactured
abroad. In reaching this conclusion, the Court “concede[d]” that its decision would “make it
difficult, perhaps impossible, for publishers (and other copyright holders) to divide foreign and

1% and that a “publisher may find it more difficult to charge different prices for

»19

domestic markets

the same book in different geographic markets.

For years, limitations on use of the first sale defense for imported goods enabled copyright
owners to engage in international market segmentation and price differentiation — like many
other industries did and continue to do today. As Hal Varian noted regarding cases of this kind,
“...differential pricing can provide very significant efficiency gains since it allows markets to be

served that would otherwise not be served at all.”®

Differential pricing also gave publishers and authors another arrow in their international anti-
piracy quiver because allowing their works to be sold at lower prices in developing countries —
which are also the countries most plagued by counterfeiting and piracy — increases the
availability of legitimate copies, invariably lowering these piracy rates and ultimately turning
pirates into customers. But the Kirzsaeng decision destroyed all that. If developing-market-
priced international editions can be freely imported and sold into the United States, then
differential pricing for developing-markets becomes unsustainable, legitimate copies of some of
the world’s best pedagogy becomes unavailable within those developing markets, and, like
Cinderella when the clock strikes midnight, consumers will revert back to obtaining and

trafficking in pirated copies when publishers are forced to raise prices in those countries.

¥ 1d. at 416.
°1d

% Hal Varan, Differential Pricing and Efficiency, First Monday, Volume 1, Number 2 (Aug. 5 1996) at
h\m //&s ww, google. com/url?sa=1&roi=i&q=&esrc=sdusomrce=w cb&cd— Aoy ed~0( DMOFAB &urd=hiip%e3 A% %

rww i Fois¥e2Findex php%e2Fim%2Fardicle?s2 Fview%2F473%62F 394 & ei=NL. /Ol‘uI\CMuxpx
CNH2xz8 G eLzEVIB Z0bANKIDZKFwl EQ&bvm=bv 590

428.d.cWe

11
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One response to the result in the Kirsaeng decision has been changed business models from
price-differentiation by market to a uniform pricing model, because textbooks developed for the
United States can no longer be discounted for sale in developing countries without the risk of
those lower-priced copies — intended only for developing countries — being exported into the
United States to compete with the U.S. versions.”' Needless to say, the uniform price is much

closer to the higher U.S. price than the discounted, developing-country price.

In this new post-Kirtsaeng world, everyone loses.” The uniform pricing of textbooks will in
many cases make it impractical for students in foreign countries to obtain these textbooks
legitimately. This will result in publishers selling fewer textbooks abroad which in turn
diminishes publishers’ opportunity to serve students and teachers in those markets, and
consequently impairs U.S. publishers’ ability to compete within and profit from these foreign
markets, in turn, potentially diminishing future investments in the creation of new textbooks. As
noted above, these higher prices will also encourage piracy, since fewer students may be able to
afford the legitimate book. Since fewer books are sold, uniform prices may also be raised to
cover development and production costs previously offset by foreign sales — operating costs that
were previously spread over a larger global distribution market. To summarize, as a result of the
Kirtsaeng decision, publishers will sell fewer books, U.S. consumers will likely pay more for
these books, piracy rates will likely increase, and foreign students and consumers will no longer
be able to afford U.S. books. In short, those ultimately harmed by this imbalancing of the first
sale doctrine are not simply publishers and authors but also textbook consumers — students,
teachers, universities, boards of education, governments, etc. — both foreign and domestic: in

other words, all of us! The Kirfsaeng result is simply bad economic, social and copyright policy.

This result should be fixed by Congress. If done in a narrowly tailored and thoughtful way,
legislation can restore balance to the first sale defense. This can be accomplished by — as Justice

Kagan recommended in her concurring opinion in Kirtsaeng — restoring § 602(a)(1) of the

2 Sec o.g., Lisa Campbell, Cengage adopts global pricing after Kirtsaeng, The Bookseller (Oct. 6, 2013)
athttp://www.lhebookseller.com/user/login?destination=node%2F210780.

2 The Kirtsaeng case dealt with the importation of physical goods that were sold. Thus, it has no direct effect on
digital works transmutted in the online marketplace or works that arc licensed, rather than sold.

12
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Copyright Act to its rightful function of enabling copyright holders to prevent the unauthorized
importation of copyrighted goods, which would thereby allow them to segment international
markets. Addressing the problem in this way would allow copyright owners (under certain
circumstances) to control importation and first sale in the U.S. market of copyrighted items
manufactured abroad, but appropriately limit controls on resale once the product has been

disseminated in the U.S. market.”

Under this approach, if someone buys a copyrighted work in the United States, they can be
assured that they have the resale rights, and will not need to verify manufacturing location and
separately obtain resale rights, obviating any possible concerns from the parade of horribles that
were raised in many amicus briefs filed with the Supreme Court. From an economic perspective
this approach also makes sense because it reduces transaction costs for U.S. purchasers of
copyrighted products who want to re-sell these products in the United States since these

purchasers would not need to spend resources verifying where these goods were manufactured.?*

On the other hand, this approach would permit copyright owners to challenge someone like
Kirtsaeng who attempts to operate an international arbitrage regime through unlawful
exportation. This policy would sustain geographical market segmentation, and in turn the
availability of appropriately-priced products to meet market demand around the world. Unlike
the result in the Kirtsaeng decision, amending Section 602 in this manner would transform the
current “everybody loses” result into a win for U.S. consumers, a win for customers in overseas

markets and a win for publishers and authors who desire to sell their products on a global basis.

2 See Keith Kupferschiud, A4 Balanced Response o Kirtsaeng, SIIA Blog Post, (Oct. 18, 2013) at
hitp:/fwww siianetblog/index. php/201 3/10/a-balanced-response-lo-the-kirtsaeng-decision/.

* See Guy A. Rub, The Economics of Kirtsaeng v. John Wiley & Sons, Inc.: The Efficiency of a Balanced Approach
to the First Sale Doctrine, Fordham Law Review (Feb. 2012) at htip:/fordhamlawieview org/articles/2013/02

13
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C. Digital First Sale

1t is of critical importance that we not simply heedlessly import the first sale defense into the
digital environment without first asking whether doing so is necessary and desirable. Trying to
force today’s digital works to behave like physical works of the past would be a step in the
wrong direction and would have a chilling effect on the development of new business models

and innovation.

The world is a very different place today than it was in 1908 when the Supreme Court decided
the precedential first-sale case of Bobbs-Merrill Co. v Straus®® When that case was decided no
one could have envisioned how new digital distribution technologies like the Internet would
transform the way people access and use copyrighted works and the vast amount of copyrighted

works that are available at any time, in any location, to any person.

1t has been suggested that, as the marketplace moves toward a born-digital model — one where
there is no physical version of the copy — the first sale defense will lose its vitality and
consequently the first sale defense should be amended to create a so-called digital first sale
defense that would allow the transmission of digital copyrighted works. There are several

problems with this view.

First, to enact a so-called digital first sale doctrine would require the creation and
implementation of “forward-and-delete” technology that automatically eliminates all copies
owned by the original purchaser — no matter where such copies reside — simultaneously upon the
digital transfer of the copy by the purchaser. No such technology exists today or in the
foreseeable future. Even if such technology were to be available, it would be just a matter of
time before it was hacked, allowing anyone to easily circumvent the law and burdening
copyright owners with complex, costly and impossible problems of proof — to say nothing of the

privacy implications associated with actually proving that someone actually deleted the work.

210 U.S. 339 (1908).

14
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Second, even if such a technology were feasible in the future this argument fails to account for
the inherent differences between physical and digital copies that dramatically affect the function
and implementation of the first sale defense. For example, physical works degrade over time,
whereas digital copies do not. Similarly, the more frequently a physical copy is used, the quicker

it will degrade, whereas the frequency of usage has no bearing on a digital copy.

Transferring a physical copy is also significantly more difficult than transferring the digital copy.
Transferring a digital copy is instantaneous and is unaffected by the identity of the transferee or
transferor or by the distance between them. On the other hand, transferring a physical copy may
take significantly more time, effort and money and is highly dependent on the identity or location
of the parties. As the Copyright Office and many others have recognized, the manner in which
physical copies are transferred “acts as a natural brake on the effect of resales on the copyright
owner’s market.”® For these reasons, a digital first sale defense would allow “used” digital
copies to compete directly with “new” digital copies on the secondary market. This is not the

case with physical goods.

D. Conclusion

For the reasons discussed above we strongly urge Congress to retain the first sale defense in its
present form and to not make any legislative change to Section 109. Changes to the first sale
defense to expand the defense to apply to licenses or to digital transfers will have significant
deleterious effects on the software and information industries and their customers and should be
avoided at all costs. The only area where legislative change is appropriate would be to restore§
602(a)(1) of the Copyright Act to its rightful function of enabling copyright holders to prevent
the unauthorized importation of copyrighted goods, as Justice Kagan recommended in her

concurring opinion in Kirtsaeng.

* Digilal Thefl Deterrence and Copyright Damages Improvement Act of 1999, Pub. L. No. 106-160, § 2, 113 Siat.
1774, 1774 (increasing minimum to $750, maximum to $30,000, and maximum for willful infringement to
$150,000).
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