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Copyright Exhaustion Rationales and Used Software

Copyright Exhaustion Rationales

and Used Software

A Law and Economics Approach to Oracle v. UsedSoft

by Antoni Rubi Puig, Senior Lecturer of Civil Law at Universitat Pompeu Fabra (Barcelona, Spain)

Abstract: This article aims to provide courts
and policymakers with an analytical framework that,
building upon the traditional rationales of IP exhaus-
tion doctrine, identifies factors which advocate for a
modulation or flexibilization of the role of exhaus-
tion in copyright law. Factors include (i) the personal
features of acquirers of copies of copyrighted works,
distinguishing between consumers and commercial
users; (ii) whether post-sale restrictions have been
adequately communicated to acquirers and have
been agreed in the contract or license; (iii) the degree
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of complexity of the acquired goods and their pros-
pects of productive uses and interoperability; (iv) the
role of other exclusive rights in providing righthold-
ers with indirect control over uses of the capies in the
aftermarket; (v) the impact of post-sale restraints in
preventing opportunism in long-term contracts and
in reducing deadweight losses created by IP pricing;
and (vi) the temporal scope of post-sale restraints.
After setting out this analytical framework, the ECJ
Judgement in Oracle v. UsedSoft is discussed.

Exhaustion, Law and Econamics, Ownership Rationale, Information Costs
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A. Exhaustion as a structural
limitation to aftermarket control

1 The right of distribution plays a substantial role in
the exploitation of intellectual property assets and
in the commercialization of works protected by cop-
yright law. The right of distribution basically allows
rightholders to control the introduction of tangi-
ble embodiments of a work into the market and, in
this regard, supplements the right of reproduction
in cases where the act of reproduction has occurred
outside the EU or where the origin of the infringing
copies is unknown.* Obvious as it may be, this right is
not unrestricted: among other limitations, once the
rightholder authorizes the transfer or transfers own-
ership of a copy of the work or the medium in which
the work was fixed, she will not be able to prevent
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the acquirer from reselling the copy in the aftermar-
ket. Exhaustion of copyright (first-sale doctrine, Er-
schdpfung, épuisement du droit de mise en circulation,
agotamiento del derecho de distribucién) and of other
intellectual property rights limits rightholders’ abil-
ity to monitor and control purchasers’ conduct in re-
lation to copies of a protected work or products in
which the copies have been installed.

2 Article 4(2) of the Directive 2001/29/EC of 22 May
2001 on the harmonization of certain aspects of cop-
yright and related rights in the information soci-
ety? establishes the general rule providing for the
regional exhaustion of the right of distribution in
the European Economic Area (EEA).’ In the case of
software copies, which are the focus of this article,
Article 4(2) of the Directive 2009/24/EC of the Eu-
ropean Parliament and the Council of 23 April 2009
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on the legal protection of computer programs* cod-
ifies exhaustion doctrine in the EU. According to the
last provision, the first sale of a copy of a computer
program by the copyright owner or with her con-
sent shall exhaust the distribution right of that copy
within the European Community (EC), i.e. the EEA.®
According to these provisions, transferring owner-
ship of a copy exhausts the distribution right in re-
lation to a specific copy or item of an original work.
Yet from a broader analytical standpoint, exhaus-
tion reduces rightholders’ control over aftermarket
activity by acquirers or third parties in relation to
that specific copy or item.

Both traditional and law and economics scholarship
has advocated the limitation of monitoring and con-
trolling powers over further distribution of a copy-
righted work, its copies and the products into which
the work is incorporated, and has endorsed exhaus-
tion as a sound and socially desirable policy for copy-
right markets. First, without exhaustion of the distri-
bution right, ordinary dealings in the market would
frequently give rise to copyright infringement unless
the rightholder had authorized them in advance.®
Traditional foundations of exhaustion highlight that
markets for copyrighted works would be seriously
affected if their participants lacked the minimum
security that common events such as a consumer
sale implied a potential liability risk for copyright
infringement, or if the distribution rightholder had
the opportunity, at any time, to seek an injunction
and paralyze any business by a third party that con-
sisted in introducing copyrighted copies into cir-
culation.” In this scenario, exhaustion of the dis-
tribution right stands as the legal solution to the
transaction costs and risks of hold-up that the need
for the rightholders’ consent would involve for such
normal mass behaviours in the market. Second, ex-
haustion of copyright involves several positive ex-
ternalities that have been identified in the law and
economics literature.®

However, application of the exhaustion doctrine is
not without social costs. To put it simply, exhaustion
prevents parties from including some covenants and
conditions in sales and other transfer agreements,
and freedom of contract is thus restricted. In this
vein, the doctrine has been heavily criticized from
the standpoint of economic analysis of competition
law, which in recent years has shown the benefits
and pro-competitive effects of vertical restraints
and the ability of IP rightholders to engage in effi-
cient price discrimination. Extensive literature on
the theory of the firm has shown how post-sale re-
strictions - or, in general terms, the ability to con-
trol post-commercial activities - reduce the need
for the vertical integration of firms commercializ-
ing IP assets.

The goals of this article are threefold: 1) to present
a critical assessment of the traditional foundations
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of exhaustion, which balances the benefits that are
ordinarily associated to the doctrine with costs that
arise in particular distribution or marketing con-
texts; 2) to provide an analytical framework for ex-
amining issues related to the exhaustion of the right
of distribution, which identifies factors that sustain
a lower scope for exhaustion in some settings; and
3) to apply this analytical framework to ECJ Judg-
ment of 3 July 2012 in Oracle v. UsedSoft. In pursuing
these goals, the article is organized as follows: Sec-
tion B surveys the positive external effects that the
doctrine of exhaustion may have in markets for cop-
yrighted works; Section C further describes the ra-
tionales identified in traditional legal scholarship
to support the exhaustion of the distribution right;
Section D critically assesses these traditional ration-
ales against findings from law and economics liter-
ature and builds an analytical framework that may
help decision-makers in matters concerning copy-
right exhaustion; Section E applies this framework
to the ECJ Judgment in Oracle v. UsedSoft; and finally,
Section F provides a summary of the article’s main
conclusions.

Spillovers of exhaustion

Copyright exhaustion entails substantial positive ex-
ternalities or spillovers which may serve as a justifi-
cation for the enactment or keeping in force of rules
that purport to reduce or eliminate rightholders’
control of aftermarkets.’

Creation of secondary markets

The doctrine of exhaustion of copyright allows the
creation of secondary markets for legal copies and
the development of alternative distribution models
outside rightholders’ control.! Thrift stores, book-
stores, public libraries and websites like eBay de-
pend to some extent on the previous exhaustion of
the distribution right on the products or works that
they offer in the market. The immediate social con-
sequence of these alternative distribution systems,
outside rightholders’ control, is greater public access
to works. Moreover, the existence of these alterna-
tive systems increases competition in the primary
market and encourages rightholders to improve or
update their products.! In this regard it is common
for sellers of a copyrighted work in the primary mar-
ket to put new versions of the same product into cir-
culation - such as remastered CDs, DVDs with new
content or new versions of computer programs - in
order to compete with those in the secondary mar-
ket offering lower quality copies or copies with less
content.
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Il. Cultural preservation and

access to controversial works

Exhaustion of the distribution right contributes to
cultural preservation: the doctrine facilitates conser-
vation and public access to works that are no longer
offered by their producers (works discontinued for
financial reasons,'? works withdrawn for political
or ideological motivations, orphan works," and so
on). Again, the existence of multiple copies, beyond
the rightholder’s scope of control, and their geo-
graphical distribution, facilitate greater public ac-
cess to the work.

It has also been argued that exhaustion contributes
to the protection of privacy and anonymity in cul-
tural consumption: lack of rightholder control allows
consumers to transfer copies of works anonymously,
which may be particularly important for works with
controversial or stigmatizing content.' Anonymity
in cultural consumption reduces the chances of de-
tection by agents enforcing restrictive social norms
and allows greater dissemination of ideas. The dis-
semination of minority views and new ideas which
are opposed to those prevailing in a society at a given
time furthers the search for truth in the classical
sense promoted by John Milton or John Stuart Mill.’s
Positive externalities or spillovers in the form of ed-
ucation, public debate and the search for truth have
a positive effect on social welfare.'®

Reduction of transaction
costs in IP markets

10 The exhaustion of IP rights reduces the transaction

costs associated with the need to examine the idio-
syncratic properties of products which incorporate
copyrighted works - for instance, whether a par-
ticular copy can be resold in the aftermarket or not.
Consumers or purchasers of copies of copyrighted
works would not need to invest more effort, time
and money to learn about the particular character-
istics of the goods or product concerned and might
instead resort to the legal system - i.e. a domestic
copyright act - to find out what they can and cannot
do with their copies. If producers of copyright-pro-
tected goods were provided with greater flexibility
in the commercialization of works and could there-
fore establish certain restrictions or limitations for
some copies while distributing others without limi-
tations, an economic burden in the form of informa-
tion costs and constraints on trading would be cre-
ated for the public.”

11 Also, other sources of transaction costs are lessened

3

and legal and economic exchanges are consequently
protected. Without exhaustion, the prospects of sell-
ing a copy in the secondary market would face new
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transaction costs that would arise if the copy owner
needed to negotiate a license or authorization with
the holder of the exploitation rights. First-sale doc-
trine decreases these transaction costs, including
the associated risks generated by hold-up problems.

IV.Decentralized innovation

12

13

14

The doctrine of exhaustion of rights allows users to
modify products, adapting them to their own pref-
erences and interests. This results in an increase in
the value that users and consumers ascribe to their
purchased goods. As a consequence, decentralized
innovation and the development of new products
and markets are enhanced.'®

The doctrine contributes to innovation at least in
two ways.!” First, it allows the modification and pro-
cessing of a specific copy or product. For example,
the purchaser of a piece of furniture may certainly
make some alterations and adjustments to it that de-
viate from the original design, or the purchaser of a
book may remove the binding and transform it into
a lamp or a backpack. An absolute control by right-
holders over aftermarket activities by copy owners
would make those innovative modifications impos-
sible. Needless to say, not all modifications would
be permitted under the exhaustion doctrine: alter-
ations that affected the copyrighted work and not
only specific copies may infringe on the transfor-
mation and reproduction rights; or, especially in re-
lation to unique and original works, modifications
are obviously subjected to limitations imposed by
the moral right of integrity in countries within the
‘Droit d’auteur’ tradition and by preservation of cul-
tural heritage rules. Second, the exhaustion doc-
trine alleviates what is called ‘the problem of the fu-
ture’: it prevents restrictions or limitations imposed
by the rightholder which were grounded in short-
term objectives or reasons from being enforced at
a later time at which they are no longer sound, or
even prove counterproductive in solving an unan-
ticipated problem.?® Remoteness between a sound
post-sale restriction today and an unforeseen prob-
lem in the future may involve substantial transaction
costs due to the renegotiation of an obsolete limita-
tion for the copy user.

Competition between
technological platforms

The doctrine of exhaustion increases competition
between technological platforms, and as a conse-
quence it reduces the possibilities of technologi-
cal lock-in. It allows a user who wants to shift from
one technological platform to that of a competitor
to transfer ownership of the product (for instance,
video games for a particular platform or the video

2013



15

16

17

3

game console itself) and to recoup some of her in-
vestment. Limiting the possibilities of reselling the
product would make shifting platforms more bur-
densome and less likely. Besides, the availability of
secondary markets promoted by the exhaustion doc-
trine makes shifting to new platforms cheaper.

In spite of all this, the scope of these externalities
would need to be contrasted empirically. As the ar-
ticle shows, in some circumstances - depending on
the model or type or distribution, such as the kind of
work put into circulation or the features of agents in
the market - spillovers may prove to be extremely
scarce or off-set by the costs of exhaustion on free-
dom of contract. Exhaustion of the distribution right
may indeed have a negative effect on social welfare.

Three traditional foundations
of exhaustion: reward, market
protection and full ownership

Origins of the exhaustion doctrine

The origins of the doctrine of exhaustion of intel-
lectual property rights in Europe can be traced back
to the work of the German jurist Josef Kohler (1849-
1919), who elaborated on the principle of the con-
nection between the different acts of exploitation
(Zusammenhang der Benutzungsarten).?' According to
this principle, legally recognized acts which would
involve the economic exploitation of a patent are
connected from the moment the invention is pro-
duced and end up determining the extent of all the
profits a rightholder may obtain from it. Other acts
fall outside the scope of the legal entitlement and the
patent is deemed exhausted (Erschdpfung): the right-
holder is not then entitled to any further profits.2
In fact, at the time that the product is made availa-
ble to the public, the rightholder can anticipate fur-
ther distribution acts by potential acquirers and in-
ternalize this fact in the product prices.”

. Reward theory

The doctrine was soon recognized by German courts
in the field of trademark law?* and copyright.® The
principle of the connection between different ex-
ploitation acts is fundamentally linked to the basic
notions of the theory of reward (Belohnungstheorie),
which the rightholder may obtain by distributing
copies of a copyrighted work or products distin-
guished by a trademark.
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Full ownership theory

Another basis for the doctrine of exhaustion of the
distribution right lies in the idea of full or uncondi-
tioned ownership (Eigentumstheorie). According to
this rationale, the function of exhaustion is to pro-
vide the purchaser with a copy of a work which en-
compasses the bundle of rights that are ordinarily
assigned to property: once ownership of a copy is ac-
quired, the owner is presumed to be entitled to exer-
cise all rights attached to the legal status of property.
This argument, embraced by the first Reichsgericht
case, was later abandoned:*® during the last century
the expanding notion of property was eroded and
has been progressively replaced by a paradigm in
which limitations to property rights are observed
and are deemed part of its definition. In the case of
copyrighted works, the existence of other exclusive
rights and related rights over the work contained
in the copy involves a restrictive interpretation of
the usus or the set of behaviours that the owner of a
copy may engage in. The bundle of rights provided
by copyright is understood as an allocation of dif-
ferent property rights among different individuals.
Even individuals other than the contracting parties
may have some property rights over the copyrighted
work, such as the right to create a parody, for in-
stance, or other fair uses. In other terms, full or un-
conditioned property is merely an illusion.

Market and legal certainty
protection theory

A third rationale for the exhaustion of intellectual
property rights is based on the idea of protecting the
market and legal certainty (Verkehrssicherungstheo-
rie). As mentioned earlier, restricting rightholders’
control over distributed copies of a work serves to
protect legal and economic exchanges and to pre-
vent transaction costs that would arise if acquirers
of a copy had to negotiate a new license or authori-
zation every time they envisioned a new form of use
for the copy. Moreover, legal certainty is also pro-
moted if the idiosyncratic features of goods are con-
fined and the law is used as the focal point to deter-
mine what users can do with their own copies of the
goods. Besides the transaction costs associated with
checking goods’ particular characteristics and ne-
gotiating a new license or agreement, costs related
to hold-up situations have to be considered as well:
rightholders may abuse their bargaining position
and try to extract the whole surplus created by the
new allocation of rights - i.e. the results of specific
investments made by users in gathering information
about new uses of the copies or work.

Protection of markets and legal certainty, together

with the reward rationale, are currently the main
foundations of the exhaustion doctrine.?” However,
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the very idea of providing legal certainty in eco-
nomic exchanges may be used to attack some of the
doctrine’s traditional features, as this article will
show: protection of legal certainty may sometimes
be achieved by less costly remedies and institutions,
which may serve to adequately inform the acquir-
ers of goods that incorporate copyrighted works and
perform this function without hindering potentially
efficient marketing strategies such as price discrim-
ination or socially beneficial vertical restraints.

. The erosion of traditional

exhaustion foundations

Limits to the full ownership
rationale: productivity,
interoperability and the
modulation of exhaustion rules

Property as a bundle of rights
and the right of use

21 As previously mentioned, the idea of full owner-

ship has mainly disappeared from modern discus-
sions about the concept of property in private law
theory. Although it has been subjected to many cri-
tiques, the notion of property understood as a bun-
dle of rights seems to have gained acceptance and
even esteem among private law scholars.?® Within
this framework the conjunction of law, contract and
technology yields the final allocation of the rights
comprised in the bundle at a given time among right-
holders, copy owners and third parties.

22 The use of a good - usus in the Roman law tradition -

3

is one of the main rights that is ordinarily presumed
of proprietors. Copyright law does not explicitly rec-
ognize a generic exclusive right of use. Therefore,
and at least in principle, authors or copyright hold-
ers do not have the right to control how owners actu-
ally use their copies of the copyrighted work, and the
copies’ proprietors are allowed to use them at their
will. Moreover, there is no legal provision in EU law
to establish that a right of use shall be deemed ex-
hausted if some circumstances or requisites concur.
Within this normative setting, the copyright holder
who owns the exclusive rights over a literary work
and sells copies of the book with the restriction that
it can only be read on weekends, or the rightholder
that gives promotional CDs to radio stations with a
notice establishing that they cannot be resold, will
lack any opportunity to bring an action for copyright
infringement against the direct purchaser who reads
the book on a Monday or against the radio station
which resells the CD on eBay. If a contractual rela-
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tionship or other enforceable promise were estab-
lished, the copyright holder could then only bring
an action for breach of contract or promise against
the purchasers.”” However, these actions would not
be available against subsequent or remote purchas-
ers since the latter would not be in a contractual
or obligatory relation with the rightholder.*® Priv-
ity of contract eliminates the availability of reme-
dies for breach.

Productive and non-productive uses

It makes sense that in non-complex products - that
is, copies of goods that are not really susceptible to
productive uses, or that, in fact, do not interoperate
or interoperate minimally with other products or
services - the control that the rightholder may ex-
ercise over purchasers’ activity is to be understood
as non-existent, and a strong rule of exhaustion of
distribution rights is promoted.

When mentioning the prospect of productive uses, I
am not implying that the work embedded in a copy
cannot be successfully transformed or adapted - for
instance, through the cinematographic adaptation
of a book. I am referring instead to the functional
characteristics of the copyrighted work and the fre-
quent interrelated use of the copy with other goods
and services, namely computers.

In this respect, if a company buys a batch of copies of
a printed book, its goal is likely to be to resell them
to other companies or consumers. It makes sense
that the rightholder should not be entitled to re-
strict the resale of copies of this kind of product and
that the right of distribution should be deemed ex-
hausted with the rightholder’s first sale of the prod-
ucts or with her consent. In this context, there are
sound arguments against the possibility of introduc-
ing restrictions on the use of copies in aftermarkets
for consumers or final users.’!

On the other hand, putting acts of reproduction
aside, if a company buys a batch of software copies,
it may be interested in reselling them to end con-
sumers, but its aim may also be to install them into
other products (e.g. computers, home appliances or
cars) and to sell the latter goods in the market. Soft-
ware acquirers can also commercialize the software
copies purchased together with other computer pro-
grams that they have developed.” In this context, a
computer program’s interoperability with hardware
or other software may advocate a greater degree
of rightholder control over these prospective uses.
The prospects of productive interaction with other
products or services suggest that it may be reasona-
ble and socially desirable to extend the scope of the
control that rightholders may continue exercising
once the product has left their commercial sphere.
More scope for modulating the effects of exhaus-
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tion or for opting out of its legal regime should per-
haps be provided.

Uses linked with other
IP exclusive rights

Right of reproduction: Ram copies

Indeed, in the latter category of products, their use
either in isolation or in interaction with other prod-
ucts would frequently require acts of the exploita-
tion of exclusive rights other than the right of dis-
tribution. Despite prior distribution, the ordinary
use of copies in this category of products remains to
some extent under the rightholder’s control. This is
particularly true of computer programs whose func-
tional definition raises problems related to the lim-
its of exhaustion.

For technical reasons, the use of computer programs
requires acts of reproduction: running a software ap-
plication on a computer necessarily involves having
one or more Random Access Memory copies (RAM
copies) in the machine it is installed or run on.* Be-
cause of the exclusive right of reproduction, copy-
right owners have some control over software users’
activities. In other terms, the right of reproduction
entails an indirect form of control over use in this
category of functional goods or products.

Article 4.1(a) of the Software Directive establishes
that

[...]the exclusive rights of the rightholder [...] shall include the
right to do or to authorise: (a) the permanent or temporary repro-
duction of a computer program by any means and in any form, in
part or in whole; in so far as loading, displaying, running, trans-
mission or storage of the computer program necessitate such
reproduction, such acts shall be subject to authorisation by the
rightholder.

Hence RAM copies require copyright owner au-
thorization or some other specific authorization es-
tablished in the law.3* With the aim of preventing
hold-up situations, Article 5 of the Software Direc-
tive provides for some legal authorizations limiting
the exclusive right of reproduction:

1. In the absence of specific contractual provisions, the acts re-
ferred to in points (a) and (b) of Article 4(1) shall not require au-
thorisation by the rightholder where they are necessary for the
use of the computer program by the lawful acquirer in accord-
ance with its intended purpose, including for error correction. 2.
The making of a back-up copy by a person having a right to use
the computer program may not be prevented by contract in so far
as it is necessary for that use. 3. The person having a right to use
a copy of a computer program shall be entitled, without the au-
thorisation of the rightholder, to observe, study or test the func-
tioning of the program in order to determine the ideas and prin-
ciples which underlie any element of the program if he does so
while performing any of the acts of loading, displaying, running,
transmitting or storing the program which he is entitled to do.
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b.) Right to prepare derivative works
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Authorization to prepare derivative works may also
be required, depending on the type of actions neces-
sary to carry out specialized or productive uses of the
software program. For example, the developer of a
new software program may generate a composite or
derivative work as a result of incorporating library
calls to an external source and will therefore need
authorization to market the new software program
from the holder of the right of transformation.®

Flexibility of exhaustion
in complex products

This article advocates distinguishing between cop-
ies of works that have a high degree of interaction
and non-productive copies. The greater the degree
of interaction and productivity, the greater the flex-
ibility of exhaustion: the existence of other exclu-
sive rights that serve as indirect control over users’
activities calls for more room to control distribu-
tion and for the scope of copyright exhaustion to
be more limited.

Limits to market protection
and legal certainty rationale:
Information costs, idiosyncratic
goods and agent identity

Information costs caused by
idiosyncrasy in goods

Exhaustion of IP rights reduces the transaction costs
associated with the need to check the idiosyncratic
properties of products which incorporate copy-
righted works. Exhaustion thus protects certainty
in legal and economic exchanges and prevents new
transaction costs arising from the burden on copy
owners of negotiating a new license with the copy-
right holder or the risks generated by hold-up prob-
lems associated with rightholders’ interest in de-
manding a greater share of the profits or extracting
them all.

This rationale highlights the information problems
that lack of copyright exhaustion and greater control
of subsequent distribution may bring about in the
market. As previously established, exhaustion can
be understood as the legal solution designed to re-
duce transaction costs, since it removes the need for
potential acquirers to examine the idiosyncratic fea-
tures of non-technologically complex copyrighted
goods. Consumers or purchasers can use the law as
the focal point for learning what they can and can-
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not do with the copy they use or own. If greater flex-
ibility were available to producers of those goods,
they could decide to establish restrictions or lim-
its on certain kinds of use for some copies while of-
fering other copies without these restrictions at the
same time. This possibility would create a burden
for market participants, who would have to invest
more effort and money to learn about the character-
istics of goods. In a highly influential law review ar-
ticle, Thomas W. Merrill and Henry E. Smith argued
that the legal solution consisting of defining an op-
timal set of standardized property rights and the
prohibition on creating new idiosyncratic rights in
rem serve to prevent or reduce such costs for third
parties in the market.*® Although the article focuses
on the analytical explanation of the numerus clausus
doctrine, its findings prove useful to understand ex-
haustion’s role in copyright law.*”

The numerus clausus doctrine serves to reduce infor-
mation costs for third parties, including both poten-
tial acquirers of property rights and individuals in-
terested in not infringing others’ property rights.
To that end, the law establishes an optimal stand-
ardization of legal property rights. Standardization
affects both the number of rights and their content
and scope, and therefore contracting parties are pre-
vented from creating new rights in rem and from al-
tering the content of rights defined by the law. Opti-
mal standardization is determined by the trade-off
between the utility of having a larger catalogue of
rights in rem and the confusion that the configura-
tion of new rights would bring about.

Trade-off between measurement
costs and frustration costs

Merrill and Smith identify two kinds of costs in-
volved in the trade-off: measurement costs, which
affect third parties outside the contract that creates
a new property right; and frustration costs, affect-
ing the contracting parties themselves who are de-
prived of creating a right in rem according to their
own wishes and interests and observe the curtail-
ment of their freedom of contract.

a.) Measurement costs

37

3

Measurement costs are borne by the parties outside
the contract - future successors of the contracting
parties as well as other market participants - and
are not internalized by the parties when self-regu-
lating the uses of specific goods; that is, when allo-
cating the different property rights over the goods.
Permitting a contractual design of an idiosyncratic
system and the consequent modification of the con-
tours of a legal right (e.g. the creation of a right con-
sisting of only performing a particular musical work
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in public in spring and summer) also affects remote
purchasers: knowing that some market participants
have introduced idiosyncratic restrictions on their
goods, remote purchasers will need to inform them-
selves about the legal characteristics of the goods
they are interested in acquiring, even though they
are not contracting with the parties that designed
the particular idiosyncratic allocation. In order to
prevent this negative externality, Merrill and Smith
advocate the mandatory standardization of property
rights: first, the number of basic forms of property
rights ought to be limited to provide market partic-
ipants with incentives aimed at reducing the efforts
and costs involved in finding out whether the prop-
erty right they are interested in acquiring fits with
those established in the legal catalogue; and second,
rights in rem with idiosyncratic features that are not
established in the legal catalogue will not be enforce-
able by courts and other adjudicators.

b.) Frustration costs

38

39

Frustration costs, on the other hand, comprise the
consequences that limiting freedom of contract has
on the parties’ interests. Mandatory standardiza-
tion - or, in our case, the inability to mitigate or
modulate the legal effects of exhaustion by validat-
ing aftermarket restrictions - does not come with-
out costs. The parties will sometimes be unable to
achieve their desired legal outcome, or on other oc-
casions doing so will be more expensive. Indeed, the
inability to opt out of the exhaustion of the distribu-
tion right would mean that the rightholder will not
be able to avoid arbitrage - i.e. limiting the oppor-
tunities for potential acquirers to obtain the goods
or service from sellers other than the rightholder
and who acquired them at an inferior price. They
will thus have fewer opportunities to engage in ef-
ficient price discrimination.*® Moreover, the impos-
sibility of enforcing certain vertical restraints will
result in a reduction in the incentives to enter into
long-term contracts for manufacturing and distrib-
uting copies of copyrighted works. Finally, taking
into account the inherent uncertainty of technolog-
ical innovation, an over-rigid exhaustion right may
increase frustration costs due to the unfeasibility of
the right’s accommodating unanticipated innovation
or new state-of-the-art developments.*

Reduction of information costs

Henry E. Smith developed this analytical approach in
the field of intellectual property rights in a later arti-
cle.* In his opinion, an optimal legal regulation of in-
tellectual property rights cannot be guaranteed, but
it may serve as a point of reference that parties may
resort to when allocating different property rights
over a protected work or a copy thereof.** This le-
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gal regulation’s ex-ante availability provides a basic
framework that may be used to identify rights in the
market and as a cost reduction device, since it con-
tributes to the understanding of their scope.

However, one must consider that there are some al-
ternative mechanisms that may also entail transac-
tion cost reduction for potential purchasers. Digi-
tal licenses may provide the necessary information
about the terms of use of digital copies.* In this re-
gard, providing information about the terms of use
- the allocation of property rights - may be eas-
ier and cheaper for digital copies than for tangible
goods.® As a consequence, the availability of these
informative tools may serve as grounds for advocat-
ing broader freedom of contract or private ordering
in the field of digital works and a more flexible ex-
haustion regime.*

Another transaction cost reduction device has its or-
igins in the sophistication and specialization of some
agents in the market. In general terms, legal sys-
tems establish uniform rules on IP rights exhaustion
which do not contemplate the different personal fea-
tures of potential acquirers of copies of works and
provide for the same legal effects for both compa-
nies and consumers, This uniformity contrasts with
the legal solution provided for other issues (among
others, legal warranties for lack of conformity, con-
tract formation, liability limitations and exclusions,
or the right of withdrawal) which would usually de-
pend on purchasers’ personal characteristics.

Specific knowledge, comparative advantages, and re-
peated interactions will usually entail fewer infor-
mation costs and efforts and therefore may serve as
a basis for a more flexible exhaustion regime.* The
effects of exhaustion may be linked to the specific
characteristics of agents in the market, and distin-
guishing between different groups of potential ac-
quirers - namely, commercial producers and con-
sumers - may prove socially desirable.* Modifying
exhaustion’s legal effects will thus be admissible
when sufficient information has been conveyed to
potential acquirers, when there is consent as to its
inclusion into the contract, and when the acquirer
is a specialized agent in the market.

Exhaustion as an obstacle for pro-
competitive post-sale restrictions

Despite the information externalities created by the
exhaustion of the distribution right and its impact
on social welfare, the application of its legal effects
may have other costs that should be balanced in the
trade-off. Following the terminology coined by Mer-
rill and Smith, a mandatory exhaustion rule and the
correlative reduction in post-sale control involve
frustration costs for parties interested in allocat-
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ing property rights over copyrighted works. In this
regard, the doctrine of exhaustion has been heav-
ily criticized from law and economics perspectives,
which have highlighted the pro-competitive effects
of vertical restraints in contracts and the efficien-
cy-enhancing nature of price discrimination in some
settings.*” A strong mandatory exhaustion rule may
frustrate the availability of these strategies.

a.) Vertical restraints: Concept

44
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and classification

For the purposes of this article, the vertical re-
straints will be examined. Unlike horizontal re-
straints, vertical restraints appear in situations in
which the contracting parties are not competing in
the same market. Post-sale restrictions are a form of
vertical restraint imposing some restrictions or con-
ditions upon how goods may be used or commercial-
ized after a first sale.*®

Vertical restraints are usually classified as ‘in-
trabrand’ or ‘interbrand’ restraints. The former re-
fer to limits on how the seller’s product may be dis-
tributed or used afterwards. Common examples of
intrabrand restraints include the establishment of
resale prices (RPM), sales area segmentation, client
group segmentation, commercial guarantees, post-
sale maintenance or repair services and field-of-use
restrictions. Interbrand restraints, however, deny
acquirers the possibility of using the goods together
with products or services offered by third parties or
limit acquirers’ commercializing of products or ser-
vices offered by third parties. The two main exam-
ples of interbrand restraints are tying agreements
and exclusive distribution.

b.) Positive externalities of

46
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vertical restraints

Although vertical restraints may sometimes be used
with anti-competitive purposes, they frequently
enhance social welfare and reduce opportunism in
long-term contracts. Because of these positive ex-
ternalities, competition law has viewed their legal
validity in a more positive light in recent decades.*

In contrast with horizontal restraints, parties in a
vertical agreement share an interest in an increased
level of market competition. For instance, sellers and
producers profit when there is a high level of com-
petition among different providers, and also when
no single distributor has sufficient market power.

Vertical restraints also allow firms to profit from the
advantages associated with the vertical integration
of the firm but without having to face the costs aris-
ing from property rules on the firm’s organization.*
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Moreover, vertical restraints provide distributors
with the incentives to make specific investments, in
the context of a long-term contract, in order to ex-
pand a local market and to offer pre-sale and post-
sale services without incurring the risk that the
principal may opportunistically profit from those in-
vestments afterwards. In this vein, the development
of an efficient distribution system, which proves
beneficial to all parties to the contract and also to
consumers, requires that some specific investments
are made to identify needs in the local market; to
abide by all domestic regulations; to engage in pro-
motional and advertising campaigns aimed at local
consumers; to provide pre-sale services such as free
samples; to participate in fairs and exhibitions; and
to provide post-sale services such as maintenance
services, technical assistance, repair services and
management of legal and commercial guarantees.

If the holder of exclusive rights over the work is ver-
tically integrated and assumes all distribution and
sale services for third parties, she will make the ap-
propriate investment decisions to commercialize the
product in the local market. However, on many oc-
casions it would be cheaper to avoid such vertical in-
tegration and to enter into contracts with special-
ized agents in the local market who will be in charge
of distributing the products. If these agents cannot
be certain that a third party is not able to extract a
profit from the specific investments they have pre-
viously made, they will lack the necessary incentive
to enter into a contract with the rightholder in the
first place. If agents who have developed the neces-
sary infrastructure for commercializing the prod-
ucts and informed the local public about the goods
cannot prevent a new distributor entering the local
market and offering the same products at a lower
price, the positive externalities associated with dis-
tribution systems will not exist.

Vertical restraints in the Technology
Transfer Block Exemption Regulation

This pro-competitive understanding of vertical re-
straints has been accepted by European institutions,
in particular the European Commission. In the field
of software contracts, the Commission passed Reg-
ulation (EC) No 772/2004 of 27 April 2004 on the ap-
plication of Article 81(3) of the Treaty to categories
of technology transfer agreements (hereinafter ‘TT-
BER’).’! The TTBER and accompanying Guidelines*?
explain the new approach to vertical restraints in
software agreements and other technological deal-
ings, how the regulation should be interpreted, and
how Article 81 EC Treaty - now Article 101 of the
Treaty on the Functioning of the European Union
(hereinafter ‘TFEU’) - applies to licensing agree-
ments not covered by the regulation. The function
of the TTBER is to apply Article 101(3) of the TFEU to
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technology transfer agreements. Article 101(1) pro-
hibits undertakings from entering into agreements
which have as their object or effect the prevention,
restriction or distortion of competition within the
common market, whereas Article 101(3) exempts
such agreements if they improve the production or
distribution of goods or if they promote technical or
economic progress, provided they do not impose un-
necessary restrictions on the undertakings involved
nor enable the undertakings to eliminate competi-
tion in the relevant product market. According to
the Commission, licensing agreements, though ca-
pable of having anticompetitive effects, often also
have pro-competitive effects. They promote inno-
vation because they allow innovators to earn the
returns of their research and labour; and they pro-
mote dissemination of technical knowledge and in-
formation, which leads to the production of new or
more sophisticated goods.*

Pro-competitive effects of vertical restraints, as re-
flected in the TTBER and the accompanying Guide-
lines, mainly occur in situations of shared produc-
tion of goods between undertakings that are not
vertically integrated. As expressed in the Guidelines,

efficiencies at the level of the licensee often stem from
a combination of the licensor’s technology with the as-
sets and technologies of the licensee. Such integration
of complementary assets and technologies may lead to a
cost/output configuration that would not otherwise be
possible. For instance, the combination of licensors hav-
ing improved technology with licensees having more
efficient production or distribution assets may reduce
production costs or lead to the production of a higher
quality product.”

Pro-competitive effects occur immediately after the
first sale of the product has taken place or shortly
after the first transfer of ownership.”

The aforementioned pro-competitive effects of ver-
tical restraints obviously do not occur in all distri-
bution and commercialization scenarios. Hence it
is possible to advocate a strict mandatory rule of
exhaustion in situations in which these effects are
non-existent or insignificant. This can be the case
with contracts which do not aim at shared produc-
tion of goods (mainly contracts with consumers) and
with restraints which include limitations for an ex-
cessive period of time, and this can aggravate the
problem of the future.

Limits to the reward rationale:
Internalization of price
discrimination strategies

According to the reward rationale, the producers
of copyrighted works would be entitled to the prof-
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its dictated by market conditions at the time they
put them into circulation but are not entitled to
reap other earnings when purchasers or users try
to transfer the products to third parties. In fact,
the producers may anticipate that some of the cop-
ies will be transferred to third parties in the sec-
ond-hand market and can reflect this eventuality in
the price of their products. The fact that some po-
tential purchasers may prefer to obtain a used copy
instead of paying the producer for a new one may
lead the producer to demand a higher price for the
copy should market conditions concur.

The reward rationale for exhaustion seems to forget
that the product’s features will have an impact on its
price and consequently on the profits that the pro-
ducer may earn. The product’s features include not
only quality or performance attributes but also the
allocation of property rights over the copy among
the parties. The more the purchaser can do with the
product, the higher the price; the more restricted
the purchaser’s use of the goods, the lower the price.
In other terms, the license is also the product, and
the price internalizes the terms of use.

Including the license as a product feature mainly
requires that the producers are able to enforce it
and to avoid arbitrage. If the license cannot be en-
forced and, in particular, if a resale prohibition is
deemed unenforceable, the producer will proba-
bly be encouraged to increase the price of her prod-
ucts; as a result, some purchasers may be deprived of
the goods because they cannot meet the new price.
Producers who anticipate that exhaustion will make
these reselling restrictions unenforceable will have
fewer incentives to produce the goods in the first
place. Moreover, they might also be encouraged
to develop additional technical measures or other
arrangements to avoid the copies being resold on
the market. These measures, of which planned ob-
solescence is one, are costly both privately and for
society.

A strict mandatory exhaustion rule may frustrate
welfare-enhancing price discrimination strategies.
The right of distribution allows the rightholder to
choose how the copyrighted copies of works will
be put into circulation, the distribution channels,
whether ownership is transferred, the products’
price and the limitations on their use according to
the market structure at a given time.

By using the right of distribution, agents in charge
of commercializing a copyright-protected work may
implement price discrimination strategies that may
increase social welfare.*

In the field of software agreements, producers nor-
mally offer different versions of the same computer
program to different groups of individuals. For in-
stance, students and academics are offered low-
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er-priced versions, while higher-priced versions are
sold to commercial users such as professionals and
companies. Legal databases are also priced differ-
ently for university libraries and law firms.In gen-
eral terms, price discrimination involves charging
different consumers different prices for access to
the same goods or service when the variation can-
not be explained by differences in the cost of pro-
ducing the respective versions.” Firms that resort
to price discrimination usually make more profits.
However, price discrimination is not always availa-
ble, and certain circumstances may have to concur
to be able to engage in it:

a  The seller must have market power. Substitute
goods or services must not be accessible in the
market.

b  The seller must be able to prevent arbitrage -
that is, restrict the possibility that potential ac-
quirers may obtain the goods or service from an-
other client (not the seller) who obtained it at
an inferior price.*®

c The seller must be able to discriminate among
potential clients and identify to some extent
the different valuations that they assign to the
goods or service.

As mentioned earlier, charging different prices will
also involve different allocations of property rights -
that is, the different versions of the products will be
conditioned to different terms of use. For instance,
the market may be chronologically segregated and
a higher price charged to consumers who are inter-
ested in accessing the work in the first place. Dif-
ferent formats of the work may also be put into cir-
culation at different prices (hardcover versions,
paperback, pocketbooks and e-books). Price may
depend on the volume or amount of use that is in-
tended by the consumer: in the field of software li-
censes the price or a part thereof is usually set ac-
cording to the number of concurrent sessions of the
computer program or the number of machines on
which the program is installed or accessible. Using
different terms of use is also a price discrimination
strategy. In this regard, the allocation of property
rights included in a software license may impact the
price of the product, and consumers who are pro-
vided with a broader scope of use will probably be
charged a higher price. For instance, consumers who
are deprived of the right to resell the product will
probably pay less than those who are afforded this
possibility.

The conventional law and economics literature on
intellectual property law is generally optimistic
about price discrimination for copyrighted works
and other products protected by IP rights.*® Price
discrimination is perceived as Pareto-efficient since
it may help to reduce the deadweight losses that in-
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tellectual property law involves for establishing
prices.®°

63 According to neoclassical economics, producers in

a competitive market are expected to price their
goods at the marginal cost of distribution, i.e. the
cost of supplying the next additional unit to con-
sumers. It is assumed that competition in the mar-
ket will lead producers to price at marginal cost. In-
tellectual property rights are presumed to be public
goods since they are non-rivalrous and non-exclu-
sive goods. The marginal cost of distributing public
goods is zero, i.e. it costs nothing for the next con-
sumer to enjoy the goods. Anticipating this, produc-
ers will rationally not invest in producing the work
or invention in the first place. Intellectual property
law allows producers to charge prices above mar-
ginal cost and, in doing so, provides incentives for
the creation and development of new inventions
that would otherwise be under-produced. Produc-
ers of goods protected by intellectual property law
may to some extent charge prices as if they were a
monopoly:

Consumer surplus

Monopoly profits

Deadweight loss

/

Average revenues

Average cost

Margnal cost

Marginal revenue

Quantity

64 Intellectual property law provides an opportunity to

charge prices above marginal cost and to reap prof-
its greater than zero. However, this is not without
social costs: artificially raising prices and restricting
output may price certain consumers out of the mar-
ket. Consumers who would have enjoyed the product
for free, who valued it above the marginal price but
below the monopoly price, will be unwilling or una-
ble to meet the higher monopoly price. This wasting
of consumer surplus is a social cost known among
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economists as the deadweight loss of gains that go
unrealized either to the producer or the consumer.®

If producers are allowed to charge different client
groups different prices, the deadweight loss is re-
duced. Obviously, some of the gains made will go to
the producer, but consumers who value the product
above the marginal cost of production but below the
profit-maximizing price will gain access to the work.
As a consequence, price discrimination, besides be-
ing efficient, is also frequently said to be fair because
it redistributes welfare:

Consumer surplus

Monopoly profits

Deadweight loss

Margnal cost

Quantity

However, it is impossible to conclude as a matter
of principle that price discrimination increases so-
cial welfare. It may sometimes increase the dead-
weight loss if some market characteristics concur.
The effects of price discrimination on social wel-
fare basically depend on the conditions of the mar-
ket in which the strategy is implemented.®? Michael
Meurer has suggested that in cases in which a big-
ger deadweight loss and output restriction occur,
the prospect of higher profits for firms may encour-
age innovation and therefore price discrimination
should be allowed: the increase in the deadweight
loss may be compensated by the dynamic efficiencies
arising from innovation.®® Moreover, price discrim-
ination does not always involve output restriction;
in many instances, it will generate a larger quan-
tity of goods on the market, which promotes econ-
omies of scale.*

In any case, uncertainty about the impact of price
discrimination on social welfare ought not to mean
that these strategies should be banned and post-sale
restrictions should be unenforceable. Price discrim-
ination externalities would actually depend on the
market traits of a specific industry and their effects
should be empirically contrasted.®
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. Summary of critiques of the

traditional rationales of exhaustion

The legal and judicial delimitation of exhaustion
and of the powers of control established by right-
holders over the use of copies in the aftermarket
through post-sale restrictions would impact the vi-
ability of vertical integration and price discrimina-
tion strategies.

This article advocates a more flexible approach to
the exhaustion of the right of distribution, especially
in the field of software agreements and licenses. As
has been shown, if certain circumstances concur, re-
laxing the legal effects of exhaustion or permitting
the parties to contract to opt out of its legal conse-
quences may prove welfare-enhancing.

There are several elements that can be factored into
the decision to allow producers a greater degree of
control over the aftermarket, basically aiming to
provide incentives to innovation and the creation
of new works in the first place. The concurrence of
these elements advocates the possibility of applying
exhaustion rules more flexibly, as some courts have
done when deciding software licensing cases. Among
these elements, adjudicators should take into consid-
eration (i) the personal characteristics of acquirers of
the copyrighted copies of works - basically whether
they are acting as consumers and whether they will
use the products for commercial or non-commer-
cial purposes; (ii) whether adequate and sufficient
information about post-sale restrictions has been
conveyed to the purchaser who accepted them in
the contract; (iii) the degree of productivity and in-
teroperability of the purchased goods - basically
whether the copies in question embody complex or
non-complex products; (iv) the degree of indirect
control that rightholders may have over the uses of
copies through other exclusive rights - namely, the
right of reproduction and the right to prepare deriv-
ative works; (v) the impact of post-sale restraints in
preventing opportunism in long-term contracts and
in reducing deadweight losses created by IP pricing;
and (vi) the temporal scope of post-sale restrictions.
If these circumstances - or at least some of them -
concur, and as a result the producer can prove that
the post-sale restrictions have pro-competitive ef-
fects, exhaustion should be displaced and the restric-
tion enforced.®

What follows is a critical discussion of a recent case
decided by the European Court of Justice concern-
ing exhaustion of the distribution right in the field of
used software, In this case, the Court adopts a man-
datory and strict regime for the exhaustion of copy-
rights, which if applied indiscriminately may curtail
efficient strategies in the distribution and commer-
cialization of computer programs in the European
Union.
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Digital exhaustion: The special
regime for computer programs
and the ECJ Judgment in Oracle

International Corp. v. Usedsoft GmbH

Facts of the case

The increase in the digital transmission of software
copies through the Internet and the development
of new software commercialization and distribution
models have actually required a new legal interpre-
tation of the contours of the exhaustion doctrine
both at the EU level and in domestic jurisdictions.
The ECJ has recently resolved a reference for a pre-
liminary ruling from the German Supreme Court®’
concerning the exhaustion of the right of distribu-
tion in computer programs offered on the Internet:
Oracle International Corp. v. Usedsoft GmbH.*

Oracle International Corp., the plaintiff in the case,
develops and markets computer programs. Ora-
cle basically distributes its software (mainly cli-
ent-server software) via Internet downloading; in
fact, direct downloads from the Internet represent
85% of the company’s distribution activity. Clients
do not receive a CD or DVD with the computer pro-
gram unless they specifically ask for one. When com-
mercializing its client-server software, Oracle uses
a mixed second- and third-degree price-discrimi-
nation strategy:%® companies are offered the cli-
ent-server software with fewer restrictions on group
licenses for a minimum of 25 users per group, so if a
customer requires that 30 of its employees be able to
use the software issued, it will have to acquire two
licenses. However, it offers more restrictive licenses
and products to other sorts of clients.

The right to use the program, governed by the li-
cense agreement, included the right to store a copy
of the program permanently on a server that could
be accessed by a certain number of users who would
make temporary copies on their own computers.
Updates and patches for correcting errors could be
downloaded from Oracle’s website.

In the case in question, Oracle’s license agreement
contained the following term, under the heading,
‘grant of rights’: ‘With the payment for services
you receive, exclusively for your internal busi-
ness purposes, for an unlimited period a non-exclu-
sive non-transferable user right free of charge for
everything that Oracle develops and makes availa-
ble to you on the basis of this agreement.’

The defendant, UsedSoft GmbH, was a German com-
pany that offered ‘second-hand’ or ‘already used’
licenses for computer programs on the market. In
October 2005 UsedSoft promoted an ‘Oracle Spe-
cial Offer’ in which it offered ‘already used’ licenses
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for the Oracle programs and informed prospective
customers that the licenses were valid and updated
and that the lawfulness of the original sale was con-
firmed by a notarial certificate.

UsedSoft had acquired the licenses from Oracle cli-
ents who had requested group licenses for a larger
number of users than they actually needed as a con-
sequence of the licensing policies.

After acquiring a license, UsedSoft’s clients either
downloaded a copy of the Oracle software directly
from Oracle’s website or, if they were already in pos-
session of the computer program in question, were
induced to copy the program onto the additional us-
er’s work station.

Oracle filed a lawsuit against UsedSoft for copyright
infringement, trademark infringement and unfair
competition practices. In relation to the copyright
infringement claims, according to Oracle, the actions
of UsedSoft and its customers infringed the compa-
ny’s exclusive rights of reproduction and distribu-
tion. The District Court in Munich granted Oracle’s
application in a Decision issued on 15 May 2007.7°
This Decision was upheld by the Court of Appeal in
a Judgment rendered on 3 July 2008 in which Used-
Soft’s appeal was dismissed.”

UsedSoft then appealed against the Judgment to
the Federal Supreme Court, which decided to stay
the proceedings and refer to the ECJ for a prelimi-
nary ruling. The following questions were referred
to the ECJ:"?

1. Isthe person who can rely on exhaustion of the
right to distribute a copy of a computer program
a ‘lawful acquirer’ within the meaning of Article
5(1) of Directive 2009/247

2. Ifthereply to the first question is in the affirm-
ative: is the right to distribute a copy of a com-
puter program exhausted in accordance with
Article 4(2) of Directive 2009/24 when the ac-
quirer has made the copy with the righthold-
er’s consent by downloading the program from
the Internet onto a data carrier?

3. Ifthe reply to the second question is also in the
affirmative: can a person who has acquired a
‘used’ software license for generating a program
copy as a ‘lawful acquirer’ under Article 5(1) and
Article 4(2) of Directive 2009/24 also rely on ex-
haustion of the right to distribute the copy of the
computer program made by the first acquirer
with the rightholder’s consent by downloading
the program from the Internet onto a data car-
rier if the first acquirer has erased his program
copy or no longer uses it?
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The Court addresses the second question first and
discusses whether and under what conditions the
downloading from the Internet of a copy of a com-
puter program, authorized by the rightholder, in-
volves the exhaustion of the right of distribution. In
this regard, it has to be decided whether a software
download in the context of a license agreement may
be regarded as a ‘first sale’ within the meaning of Ar-
ticle 4(2) of Directive 2009/24. The ECJ answers the
question in the positive.

The concept of sale: Downloads as
first sales for exhaustion purposes

After stating the need for a uniform application of
European Union Law,” the ECJ declares that, since
Directive 2009/24 does not make any reference to
domestic laws as regards the meaning of sale, an au-
tonomous concept shall be adopted.”

In adopting this autonomous concept, the ECJ re-
fers to a pragmatic definition of ‘sale’, which is un-
derstood as ‘an agreement by which a person, in re-
turn for payment, transfers to another person his
rights of ownership in an item of tangible or intan-
gible property belonging to him’ (Para. 42). In assess-
ing whether Oracle’s commercialization system fits
with this definition, the Court examines its under-
lying economic function and states that the down-
loading of a copy of a computer program and the
conclusion of a user license agreement ‘form an in-
divisible whole’ (Para. 44), together with the instal-
lation of patches and updates (Para. 68). When down-
loading the copy from the Internet and concluding
the license agreement, Oracle’s customers receive a
right to use the copy for an unlimited period in re-
turn for payment. The Court uses the reward ration-
ale to affirm that the copyright holder is able to ‘ob-
tain a remuneration corresponding to the economic
value of the copy of the work of which it is the pro-
prietor’ (Para.45) and should not therefore be able
‘to control the resale of copies downloaded from the
Internet and to demand further remuneration on
the occasion of each new sale, even though the first
sale of the copy had already enabled the rightholder
to obtain an appropriate remuneration’ (Para. 63).

Examined as a whole, the economic substance of Or-
acle’s commercialization system shows that own-
ership of the copy has been transferred to the cus-
tomer (Para. 46) and it makes no difference to the
Court whether the copy of the computer program
was made available to the customer by the right-
holder by means of a download from the righthold-
er’s website or by means of a tangible medium such
as a CD-ROM or a DVD (Para. 47).7 In both cases,
the right to use the downloaded copy or the tangi-
ble copy depends on the conclusion of the license
agreement.
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The Court follows the opinion of the Advocate Gen-
eral,”® who had supported a broad interpretation of
‘sale’ within the meaning of Article 4(2) as compris-
ing ‘all forms of product marketing characterized by
the grant of a right to use a copy of a computer pro-
gram, for an unlimited period, in return for payment
of a fee designed to enable the copyright holder to
obtain a remuneration corresponding to the eco-
nomic value of the copy of the work of which he is
the proprietor’. If rightholders had the opportunity
to qualify the agreement as a ‘license’ instead of a
sales contract, the rule on exhaustion could be cir-
cumvented. This solution is in contrast with wide-
spread practice in US case law, which in many cases
has embraced software exceptionalism” and has
held that software licenses do not transfer owner-
ship and cannot be deemed ‘sales’ for ‘first sale doc-
trine’ or ‘essential step defense’ purposes.’

Exhaustion applies only to software
copies but not to other digital copies
downloaded from the Internet

The Court also disregards the application of the
‘right of making available to the public’ established
in Article 3(1) of the Information Society Directive
to software downloads. According to this provision,
copyright holders have a right to make their works
available to the public in such a way that members
of the public may access them from a place and at
a time individually chosen by them; and this right
shall not be exhausted.” The Software Directive con-
stitutes a lex specialis in relation to the provisions of
the Information Society Directive (Para. 51). More-
over, the existence of a transfer of ownership of the
intangible copy transforms an act of communication
to the public into an act of distribution (Para. 52).
Therefore, there is a stark difference in the EU be-
tween software that is downloaded from the Inter-
net and other digital works - such as e-books, dig-
ital music and videogames - that are also accessed
through the Internet. In the latter category, as no
distribution acts occur, exhaustion does not apply
and rightholders have greater control powers over
the aftermarket. This conclusion does not fit with
the findings of this article, according to which ex-
haustion of copyright makes more sense in works
with few productive uses and weak interoperabil-
ity. In general, computer programs pose a higher
degree of interoperability and productive uses than
digital works.

However, it must be taken into account that the pro-
ductive uses in question in the case only concerned
the functioning of companies or other Oracle clients
but did not really have an impact on the creation of
new innovations in the software field. In this regard,
they did not constitute software license agreements
covered by the TTBER, since they were not agree-
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ments where the licensor permitted the licensee to
exploit the licensed technology, possibly after fur-
ther research and development by the licensee, for
the production of goods or services. The software
at issue in the case is basically company application
software that comprises several business-oriented
tools. None of those tools was seemingly licensed to
permit the research and development of new goods
and services.

The irrelevance of tangibility

The Court finally disregards that exhaustion within
the meaning of the Software Directive applies only
to the distribution of tangible copies. As established
in the Judgment, ‘it does not appear from Article 4(2)
of Directive 2009/24 that the exhaustion of the right
of distribution [...] is limited to copies of programmes
on a material medium such as a CD-ROM or DVD. On
the contrary, that provision [...] makes no distinction
according to the tangible or intangible form of the
copy in question’ (Para. 55). The Software Directive,
which is lex specialis in relation to the Information
Society Directive, applies broadly to computer pro-
grams, comprising ‘programs in any form, including
those which are incorporated into hardware’ (Recital
7). The Court again refers to the economic reality in-
volved in the different acts: ‘from an economic point
of view, the sale of a computer program on CD-ROM
or DVD and the sale of a program by downloading
from the Internet are similar. The on-line transmis-
sion method is the functional equivalent of the sup-
ply of a material medium’ (Para. 61).

Creating monsters: Artificially
indivisible goods by way of
contract and the numerus
clausus narrative

According to the Court, exhaustion applies only to
the whole group license sold by Oracle (Para. 69).
In this regard, the acquirer is not authorized to di-
vide the license and resell only the user rights cor-
responding to a number of users determined by the
customer. On the contrary, Oracle’s clients may only
sell the entire group license to UsedSoft. Division of
the license would constitute a breach of contract
- and supposedly a copyright infringement - since
this would mean that the customer does not make
his own copy unusable at the time of its resale (Para.
70). The Court thus safeguards Oracle’s commercial-
ization scheme: customers are prevented from sell-
ing individual licenses, which was what they in-
tended and what UsedSoft induced them to do. It is
likely that if UsedSoft cannot meet a lower price for
the group licenses, potential customers would pre-
fer to buy the group licenses directly from Oracle,
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for reputational reasons. This legal solution respects
the price discrimination strategy devised by Oracle,
which may thus reap the anticipated profits arising
from using this distribution system. According to
the Court, restrictions to resell the whole goods are
not enforceable, whereas restrictions to resell only
a part thereof are deemed valid. In light of the nu-
merus clausus analytical narrative, this legal outcome
seems to exacerbate measurement costs for poten-
tial acquirers of used software in the market. Artifi-
cial indivisibility of entertainment goods and other
copyrighted products creates a sort of monster in
secondary markets: purchasers of encyclopaedias,
double packs of CDs or the entire DVD collection of
The Sopranos would presumably have a property right
to sell just one of the volumes, one of the CDs or just
the first season of the TV show. However, accord-
ing to the ECJ, software products are different and
artificial indivisibility is enforceable against both
first acquirers and subsequent acquirers of software
licenses.

Notwithstanding the application of the Judgment
conclusion to the specific Oracle facts, the ECJ as-
sumes a strong rule of exhaustion in the field of used
software. As explained above, this result may im-
pinge upon the ability of rightholders to prevent
arbitrage. Applying a strong rule of exhaustion for
software copies may discourage efficient price dis-
crimination and encourage rightholders to market
software with costly technical protection measures
or other alternatives which involve a waste of re-
sources. In fact, the Court expressly states that it is
permissible for the rightholder to make use of tech-
nical protective measures such as product keys (Pa-
ras. 79 and 87).%°

The Court seems to forget that implementing fur-
ther technical protective measures can be costly,
both socially and privately. In the end, enforcement
of post-sale restrictions may be less costly from a
social point of view than achieving the same result
through technology.

Acts that are necessary
for lawful acquirers to use
the computer program

After examining how exhaustion applies to resell-
ing used software downloaded from the Internet,
the Court discusses questions 1 and 3 in a joint sec-
tion of the Judgment. According to the Court, as the
copyright holder can no longer oppose the resale of
a copy by virtue of the exhaustion doctrine, purchas-
ers such as UsedSoft customers may be reputed as
‘lawful acquirers’ within the meaning of Article 5(1)
of the Software Directive.
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Article 5(1) of the Software Directive states that, in
the absence of specific contractual provisions, the
reproduction of a computer program does not re-
quire author authorization where the reproduction
is necessary for the lawful acquirer’s use of the com-
puter program in accordance with its intended pur-
pose, including error correction. When UsedSoft’s
clients download a copy of the program in question
and install it in their computers, they are making a
reproduction that is regarded to be necessary to en-
able the new acquirer to use the program in accord-
ance with its intended purpose (Para. 81).

In order not to infringe the rightholder’s exclusive
right of reproduction, exhaustion requisites must
concur and, in particular, resellers must have made
the copy which was downloaded onto their comput-
ers unusable at the time of resale.!

Rightholders are not required to authorize these
acts of reproduction under a license agreement
concluded directly with the final user. As explained
by the Court, requiring a direct agreement with the
rightholder or complying with all the terms in the
agreement would have the effect of allowing the
rightholder to prevent the effective use of any used
copy in respect of which his distribution right has
previously been exhausted (Para. 83). In these sce-
narios, an expansive right of reproduction would
work as a form of indirect control over users’ activ-
ities and a means to circumvent exhaustion effects.

The ECJ concludes that in the event of the resale of a
user license involving the resale of a software copy
downloaded from the copyright holder’s website,
the second acquirer of the license, as well as any
subsequent acquirer, will be able to rely on the ex-
haustion of the distribution right under Article 4(2)
of the Software Directive, and hence be regarded as
the lawful acquirer of the copy within the meaning
of Article 5(1) and benefit from the right of repro-
duction provided for in that provision.

Conclusions

This article provides an analytical framework built
upon the traditional rationales of IP exhaustion doc-
trine which identifies factors that can be considered
by courts and policymakers in applying rules on ex-
haustion more flexibly in some settings.

In deciding whether copyright holders should be al-
lowed a greater degree of control over the distribu-
tion of copyright-protected goods in the aftermar-
ket, courts and policymakers might consider (i) the
personal features of acquirers of the goods, distin-
guishing between consumers and commercial us-
ers; (ii) whether post-sale restrictions have been ad-
equately communicated to acquirers and have been
agreed in the contract or license; (iii) the degree
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of complexity of the goods and their prospects of
productive uses and interoperability; (iv) the role
of other exclusive rights in providing rightholders
with indirect control over uses of the copies in the
aftermarket; (v) the impact of post-sale restraints in
preventing opportunism in long-term contracts and
in reducing deadweight losses created by IP pricing;
and (vi) the temporal scope of post-sale restraints.
Rightholders engaged in pro-competitive post-sale
restrictions that can show the concurrence of most
of these factors in a particular distribution setting
may be awarded the possibility to enforce a contrac-
tual agreement limiting the legal effects of exhaus-
tion rules.

See Ohly, “Economic Rights”, in: Derclaye (ed.), Research
Handbook in Intellectual Property, p. 219 (Edward Elgar, Chel-
tenham/Northampton, 2009).

Directive 2001/29/EC of the European Parliament and of
the Council of 22 May 2001 on the harmonization of cer-
tain aspects of copyright and related rights in the infor-
mation society (0] 2001 L 167, p.10) (hereinafter, Informa-
tion Society Directive).

Article 4(2): “The distribution right shall not be exhausted
within the Community in respect of the original or copies
of the work, except where the first sale or other transfer of
ownership in the Community of that object is made by the
rightholder or with his consent”. This provision has been
adopted by the different EU domestic laws, even in coun-
tries like France which traditionally recognized a broad
right to control commercial uses of copies (droit de desti-
nation). See Dusollier, ‘Le droit de destination: une espéce
franco-belge vouée a la disparition’, 20 Propriétés Intellec-
tuelles 281-289 (2006). The exhaustion doctrine in EU Law
is a product of ECJ case law prior to the Information Soci-
ety Directive. See ECJ, 8 June 1971, case C-78/70, Deutsche
Grammophon Gesellschaft mbH v. Metro-SB-Grofsmdrkte GmbH
& Co. KG. (holding that the distribution right does not al-
low its rightholder to control the distribution of phono-
graphic copies in a domestic jurisdiction if they had previ-
ously been put into circulation in another Member State);
ECJ, 18 March 1980, case C-62/79, SA Compagnie générale
pour la diffusion de la télévision, Coditel and others v. Ciné Vog
Films and others (holding that the freedom to provide ser-
vices does not involve the exhaustion of the performing
right in a cinematographic film in a Member State where
the film had previously been shown in another Mem-
ber State); ECJ, 20 January 1981, joined cases C-55/80 and
57/80, Musik-Vertieb GmbH and K-Tel international v. GEMA
(holding that national exhaustion is incompatible with the
principle of free movement of goods); ECJ, 22 January 1981,
case C-58/80, Dansk Supermarked A/Sv. A/S Imerco (holding
that national exhaustion is incompatible with the princi-
ple of free movement of goods); ECJ, 9 February 1982, case
C-270/80, Polydor Limited and RSO Records Inc. v. Harlequin Re-
cords Shops Limited and Simons Records Limited (holding that
importation of records into the United Kingdom from Por-
tugal - when this country was not a Member State - can be
prevented by the distribution right assignee in the former
country); ECJ, 17 May 1988, case C-158/86, Warner Brothers
Inc. and Metronome Video ApS v. Erik Viuff Christiansen (hold-
ing that national exhaustion is incompatible with the prin-
ciple of free movement of goods); ECJ, 24 January 1989, case
C-341/87, EMI-Electrolav. Patricia, (holding that national ex-
haustion is incompatible with the principle of free move-

Jipitec

174

10

11

Antoni Rubi Puig

ment of goods in a case where the rights over the work
had expired in the country where the copies were put into
circulation); and ECJ, 28 April 1998, case C-200/96, Metro-
nome Musik GmbH v. Music Point Hokamp GmbH (holding that
the introduction by Community legislation of an exclusive
rental right cannot therefore constitute any breach of the
principle of exhaustion of the distribution right). Follow-
ing the introduction of the Information Society Directive,
exhaustion has also been interpreted by the ECJ. See ECJ,
12 September 2006, case C-479/04, Laserdisken ApS v. Kul-
turministeriet (holding that Art. 4(2) of Directive 2001/29
is to be interpreted as precluding national rules provid-
ing for exhaustion of the distribution right in respect of
the original or copies of a work placed on the market out-
side the European Community by the rightholder or with
his consent); ECJ, 17 April 2008, case C-456/06, Peek & Clop-
penburg KGv. Cassina SpA (resorting to Art. 6(1) WIPO Copy-
right Treaty 1996 to define distribution as “making avail-
able through sale or other transfer of ownership”); and
ECJ, 3 July 2012, case C-128/11, UsedSoft GmbH v. Oracle In-
ternational Corp. (holding that, in the field of software law,
distribution of intangible copies downloaded from the in-
ternet exhausts the right of distribution).

Directive 2009/24/EC of the European Parliament and of
the Council of 23 April 2009 on the legal protection of com-
puter programs (0J 2009 L 111, p. 16) (hereinafter, Soft-
ware Directive).

Art. 4(2): “The first sale in the Community of a copy of a
program by the rightholder or with his consent shall ex-
haust the distribution right within the Community of that
copy, with the exception of the right to control further
rental of the program or a copy thereof”. On the doctrine’s
geographical application, contrast with the recent US Su-
preme Court decision in Kirtsaeng v. John Wiley and Sons,
Inc., 568 U.S.___ (2013) (holding that exhaustion - “first
sale doctrine” - applies to copies of a copyrighted work
lawfully made abroad).

Absent consent or authorization by the rightholder, buy-
ing a used copy of a book in a bookstore, giving it to a
friend as a birthday present or even leaving it on a park
bench or in a tree hollow may constitute copyright in-
fringement. See Rothchild, “The Incredible Shrinking First-
Sale Rule: Are Software Resale Limits Lawful?”, 57 Rutgers
L. R. 11 (2004) (arguing that gifts constitute distribution
acts in US copyright law). On abandonment of copyrighted
works and exhaustion, see Kermel, “Off the Walls: Aban-
donment and the First Sale Doctrine”, 45 Col. J. of Law and
Soc. Probl. 353 (2012).

See infra Section C.
See infra Section B.

See Perzanowski & Schultz, “Digital Exhaustion”, 58 UCLA L.
Rev. 889 (2011), pp. 894-901. Positive externalities are ben-
efits of an exchange that are not captured by the parties
thereto but that spill over onto other third parties. Neg-
ative externalities are costs of an exchange that are not
borne by the parties but spread to individuals not engaged
in the exchange. See Cooter & Ulen, Law and Economics
(Pearson Education, Boston, 2011), p. 39; and Frischmann
& Lemley, “Spillovers”, 107 Col. L. Rev. 257 (2007).

Reese, “The First Sale Doctrine in the Age of Digital Net-
works”, 44 B. C. L. Rev. 577 (2003), pp. 585-594.

Gordon, “Intellectual Property as Price Discrimination:
Implications for Contract”, 73 Chi.-Kent L. Rev. 1367 (1998),
pp. 1383-1390.
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For instance, more than 10,000 books were published in
the US in 1930 but only 174 of them were commercially
available in 2001. See Landes & Posner, The Economic Struc-
ture of Intellectual Property Law, p. 212 (Belknap Press of Har-
vard University Press, Cambridge, 2003). Moreover, it is
estimated that only 20% of the films that were produced
during the 1920s can be accessed nowadays and that 40%
of all phonograms produced during last century are not
commercially available. In this regard, see Hinkes, “Ac-
cess Controls in the Digital Era and the Fair Use/First Sale
Doctrines”, 23 Santa Clara Computer and High Tech. L. J. 685
(2006), p. 702.

Due to ignorance as to the rightholder’s identity and the
potential infringement risk, incentives for engaging in a
new economic exploitation of orphan works are dramat-
ically reduced. Given the difficulties in supplying brand
new copies of orphan works, access to their content is
highly dependent on the availability of secondary markets.

See Cohen, “The Right to Read Anonymously: A Closer Look
at Copyright Management in Cyberspace”, 28 Conn. L. Rev.
981 (1996).

See Milton, Areopagitica, 1644 (an online ver-
sion may be found at <http://www.gutenberg.org/
files/608/608-h/608-h.htm>); and Mill, On Liberty, 1859
(an online version may be found at <http://www.guten-
berg.org/ files/34901/34901-h/34901-h.htm>).

See Posner, “Free Speech in an Economic Perspective”, 20
Suffolk U. L. Rev. 1 (1986); and Farber, “Free Speech With-
out Romance: Public Choice and the First Amendment”,
105 Harv. L. Rev. 554 (1991).

See infra Section D.IL

Secondary literature on decentralized innovation is quite
extensive. Two classic references are Von Hippel, Democ-
ratizing Innovation (MIT Press, Cambridge (MA), 2005); and
Benkler, The Wealth of Networks: How Social Production Trans-
forms Markets and Freedom (Yale University Press, New Ha-
ven, 2006). See also Fisher, “The Law of User Innovation”,
94 Minnesota Law Review 1417 (2010) and Lessig, Remix: Mak-
ing Art and Commerce Thrive in the Hybrid Economy, (Penguin
Press, NY, 2008).

Perzanowski & Schultz, supra note 9 at 899-900.

Van Houweling, “The New Servitudes”, 96 Geo. L. J. 901
(2008).

See Kohler, Deutsches Patentrecht, pp. 160 et seq. (Ben-
sheimer, Mannheim, 1878); and Kohler, Handbuch des
Deutschen Patentrechts in rechtsvergleichender Darstellung,
pp- 452 et seq. (Bensheimer, Mannheim, 1900).

In the US the reward rationale in patents has also been ac-
cepted by the Supreme Court: “Whilst the remuneration
of genius and useful ingenuity is a duty incumbent upon
the public, the rights and welfare of the community must
be fairly dealt with and effectively guarded. [...] The test
has been whether or not there has been such a disposition
of the article that it may fairly be said that the patentee
has received his reward for the use of the article” (United
States v. Masonite Corp., 316 U.S. 265 (1942)).

The doctrine developed by Kohler improved on his for-
mer conception based on the idea of giving the purchaser
of a patented product an implied license to perform acts
of exploitation without requiring the patent owner’s ex-
press consent. Given the traditional principle of privity
of contract (“Beschrdankung der Rechtswirkungen auf die di-
rekt beteiligten Vertragsparteien” as implicit in current §311
BGB ), resorting to an implied license rationale was dog-
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matically unworkable in relation to subsequent purchas-
ers of the patented product or the product that was ob-
tained through the process claimed by the exclusive right.
Implied licenses are also unworkable under the scope of a
contract for the benefit of third parties (“Vertrige zugun-
sten Dritter”, §328 BGB) provided the need for expressed
terms to establish such agreements.

1902, RGZ 50, 229 “Kdlnisch Wasser”; and 1902, RGZ 51,
263 “Mariani”.

1906, RGZ 63, 394 “Koenigs Kursbuch”.

Berger, “Die Erschpfung des urheberrechtlichen Verb-
reitungsrecht als Auspragung der Eigentumstheorie des
BGB”, 201 AcP 418-419 (2001). In the same regard, see
Loewenheim, Urheberrecht Kommentar, Sec. 17 Copyright
Act, No. 44 (4th ed., C.H. Beck, Munich, 2010).

See Loewenheim, supra note 26 at No. 44.

Among the most relevant critiques, see Dagan, “The Craft
of Property”, 91 Cal. L. Rev. 1517 (2003); Merrill &. Smith,
“What Happened to Property in Law and Economics?”,111
YaleL.]. 357 (2001); and Penner, “The ‘Bundle of Rights’ Pic-
ture of Property”, 43 UCLA L. Rev. 711 (1996).

In short, the existence of a promise or a contractual obli-
gation between the parties would require that the restric-
tions were deemed legally valid and incorporated into the
sales contract or the gift. The discussion of these issues ex-
ceeds the scope of this article, and questions about their
enforceability are only referred to incidentally.

Legal validity and enforceability of simple communica-
tions conveyed by the copyright holder to the user of a
copy - for instance, through a printed or attached no-
tice in the product - in which the terms of use are dis-
played is a contested issue. However, in products that are
not technologically complex - such as a printed book, for
instance - enforceability of terms of use through notice
would be rather limited. See Lemley, “Terms of Use”, 91
Minn. L. Rev. 459 (2006).

But see Commission Regulation (EU) No 330/2010 of 20
April 2010 on the application of Art. 101(3) of the Treaty
on the Functioning of the European Union to categories
of vertical agreements and concerted practices (0] L 102,
23.4.2010, p. 1). According to Art. 2 of this Block Exemption
Regulation, some vertical restraints in particular chains of
production or distribution may be efficiency-enhancing
and thus permitted by the law.

With respect to the interrelation between different com-
puter programs, see Van Rooijen, The Software Interface Be-
tween Copyright and Competition Law - A Legal Analysis of In-
teroperability in Computer Programs, pp. 13 et seq. (Kluwer
Law International, Alphen aan den Rijn, 2010), and Deter-
mann, “Dangerous Liaisons - Software Combinations as
Derivative Works? Distribution, Installation, and Execu-
tion of Linked Programs under Copyright Law, Commercial
Licenses, and the GPL”, 21 Berkeley Tech. L. ]. 1421 (2006).

Perzanowski, “Fixing RAM Copies”, 104 Nw. U. L. Rev. 1067
(2010). For most courts and authors, RAM copies are acts
of reproduction within the meaning of copyright law. The
exceptions to this understanding are rather limited (1999
LG Mannheim, CR, 360-62, apud Determann & Fellmeth,
“Don’t Judge a Sale by Its License: Software Transfers Un-
der the First Sale Doctrine in the United States and the
European Community”, 36 U.S.F. L. Rev. 1 (2001), pp. 74-
75). In the US, see specially MAI Sys. Corp. v. Peak Computer,
Inc., 991 F.2d 511 (9th Cir. 1993); and Sony Computer Enter-
tainment, Inc. v. Connectix Corp., 203 F.3d 596 (9th Cir. 2000):
“Any purchaser of a copyrighted software program must
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copy the program into the memory of a computer in or-
der to make any use at all of the program”.

In the same regard, concerning the right of reproduction
for digital music copies, see Davis, “Reselling Digital Mu-
sic: Is There A Digital First Sale Doctrine?”, 29 Loy. L.A. Ent.
L. Rev. 363 (2009).

Determann, supra note 32 at 1458 et seq.

Merrill & Smith, “Optimal Standardization in the Law of
Property: The Numerus Clausus Principle”, 110 Yale L. J.
1 (2000).

See also Hansmann & Kraakman, “Property, Contract, and
Verification: The Numerus Clausus Problem and the Divis-
ibility of Rights”, 31 J. Leg. Stud. (Supp.), S373 (2002).

See infra section D.IIL.

Long, “Information Costs in Patent and Copyright”, 90 Va.
L. Rev. 465 (2004), p. 470.

Smith, “Institutions and Indirectness in Intellectual Prop-
erty”, 157 U. Pa. L. Rev. 2083 (2009).

Smith, supra note 40 at pp. 2119-2120.

Actually Smith suggests that supplementary mechanisms
aiming at conveying information to potential acquirers
exist, but in any case their positive impact on social wel-
fare needs to be empirically assessed and confirmed. See
Smith, supra note 40 at p. 2121. According to Smith, the
problem in practice does not concern the amount of in-
formation but of attention (quoting Herbert Simon [Smith,
supra note 40 at p. 2121]).

Van Houweling, supra note 20 at 933; see also Merges, “The
End of Friction? Property Rights and Contract in the ‘New-
tonian’ World of On-Line Commerce”, 12 Berkeley Tech. L.].
115 (1997), p. 122.

However, disclosure of terms of use may prove counter-
productive in many scenarios. Providing purchasers with
a large amount of information may discourage acquirers
from reading and comprehending the intended alloca-
tion of property rights. In this regard, see Ben-Shahar &
Schneider, “The Failure of Mandated Disclosure”, 159 U.
Pa. L. Rev. 647 (2011).

It must be taken into account that a more flexible regime
to alter legal rights and the correlative increase in mea-
surement costs may create barriers to entry for non-spe-
cialized agents in that market, i.e. only sophisticated par-
ties may actually understand the market.

Van Houweling, supra note 20 at pp. 932-939.

See Hovenkamp, “Post-Sale Restraints and Competitive
Harm: The First Sale Doctrine in Perspective”, 66 N.Y.U.
Annual Survey Am. L. 487 (2011); and Hovenkamp, “The Law
of Vertical Integration and the Business Firm: 1880-1960",
95 Towa L. Rev. 863 (2010), pp.882-885.

See Hovenkamp (2011), supra note 47 at pp. 488-490.

The US Supreme Court has modified its antitrust legal ap-
proach to most post-sale restrictions. Instead of consid-
ering them illicit per se, the “rule of reason” standard is
used to assess its validity. Continental T.V., Inc. v. GTE Sylva-
nia, Inc., 433 U.S. 36 (1977): a vertical restraint aiming at a
geographical segmentation is not illicit per se (reversing
U.S. v. Arnold, Schwinn & Co., 388 U.S. 365 (1967)); State Oil Co.
v.Khan, 522 U.S. 3 (1997): a maximum resale price mainte-
nance agreement is not illicit per se (reversing Albrecht v.
Herald Co., 390 U.S. 145 (1968)); and Leegin Creative Leather
Products, Inc. v. PSKS, Inc., 551 U.S. 877 (2007): a minimum
resale price maintenance agreement is not illicit per se
(reversing Dr. Miles Medical Co. v. John D. Park & Sons Co., 220
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U.S. 373 (1911)). The turning point in Europe came with
the ECJ Judgment in Case C-258/78, Nungesser v. Commis-
sion, which pointed out the pro-competitive effects of ex-
clusive IP rights licenses. Afterwards, Commission Regula-
tion (EC) No 772/2004 of 27 April 2004 on the application of
Art. 81(3) of the Treaty to categories of technology trans-
fer agreements (OJ L 123/11, 27.4.2004) has also promoted
aless refractory approach to vertical restraints.

See Bar-Gill & Parchomovsky, “Law and the Boundaries of
Technology-Intensive Firms”, 157 U. Pa. L. Rev. 1649 (2009);
and Barnett, “Intellectual Property as a Law of Organi-
zation”, 84 S. Cal. L. Rev. 785 (2011). This line of scholar-
ship has its origins in Ronald Coase’s famous essay on the
nature of the firm, which showed that contracts and eg-
uity ownership are two ways of pursuing the same goal
within a firm. See Coase, “The Nature of the Firm”, 4 Eco-
nomica 386 (1937).

Commission Regulation (EC) No 772/2004 of 27 April 2004
on the application of Art. 81(3) of the Treaty to categories
of technology transfer agreements (0J L 123/11, 27.4.2004).
Discussion of the Regulation exceeds the scope of this pa-
per. For a detailed analysis, see Speyart, “Technology
Transfer Block Exemption Regulation. Introductory Re-
marks”, in: Cottier & Véron (eds.), Concise International and
European IP Law. TRIPS, Paris Convention, European Enforce-
ment and Transfer of Technology, (Wolters Kluwer, Alphen
aan den Rijn, 2011).

Guidelines on the application of Art. 81 of the EC Treaty
to technology transfer agreements (2004/C 101/02) (0] C
101/2, 27.4.2004).

Para. 17 of the Guidelines.
Para. 17 of the Guidelines.

In this regard, see Katz, “What Antitrust Law Can (and Can-
not) Teach About the First Sale Doctrine”, 2012 (available
at: <http://ssrn.com/abstract= 1845842>), at p. 4.

Secondary literature on price discrimination and intel-
lectual property rights is abundant. Wendy J. Gordon has
suggested that many institutions in intellectual property
law can be explained through price discrimination (Gor-
don, supra note 12 at pp. 1367 et seq.). Other important ref-
erences include Fisher, “Reconstructing the Fair use Doc-
trine”, 101 Harv. L. Rev. 1659 (1988); Besen, Kirby & Salop,
“An Economic Analysis of Copyright Collectives”, 78 Va. L.
Rev. 383 (1992); Lunney, “Reexamining Copyright’s Incen-
tives-Access Paradigm”, 49 Vand. L. Rev. 483 (1996); Meurer,
“Price Discrimination, Personal Use and Piracy: Copyright
Protection of Digital Works”, 45 Buff. L. Rev. 845 (1997);
Fisher, “Property and Contract on the Internet”, 73 Chi.-
Kent L. Rev. 1203 (1998); Benkler, “An Unhurried View of
Private Ordering in Information Transactions”, 53 Vand.
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cilitating a secondary market for digital objects” that dis-
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A. Introduction: Copyright piracy
and enforcement in Lithuania

1 Copyright enforcement in cyberspace (the Inter-
net) is an important and difficult-to-tackle problem
in Lithuania, as in the rest of the world. There are
no reliable statistics on copyright violation rates in
Lithuania in general. In regard to software, accord-
ing to the survey conducted by the Business Soft-
ware Alliance (BSA), software piracy in Lithuania ac-
counted for 54 per cent of all software in 2011 (i.e.
more than half of the software has been acquired
and used illegally), whereas the commercial value
of unlicensed software had reached around 44 mil-
lion USD.! In the regional context, Lithuania is not
unique, since the average piracy rate in Central and
Eastern European countries is 62 per cent.? In the
music and audio-visual sectors, online piracy levels
are likely to be even higher.

2 The enforcement of online infringements in Lithu-
ania is in its very first stages. The two main collect-
ing societies in Lithuania (LATGA, representing au-
thors, and AGATA, representing neighbouring rights
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holders) have been individually consulting and as-
sisting members who are trying to protect their on-
line rights. Most disputes are solved through on-
line notification systems and informal negotiation
procedures; hardly any infringement cases reach
the courts. The Lithuanian Anti-Piracy Association
(LANVA), the association primarily focused on soft-
ware piracy, has been more active and has initi-
ated several - unsuccessful - court proceedings in
the field. For example, in 2009 an individual user
S. B. was accused of illegally downloading Micro-
soft Windows 7 and making this software publicly
available on the Internet for non-commercial pur-
poses using BitTorrent protocol. However, the case
was dismissed due to procedural violations.? As an-
other example, in 2012 the German company Digi-
protect Gesellschaft zum Schutz Digitaler Medien
mbH requested the main Lithuanian telecommuni-
cations company TEO to disclose the identities of
its customers for the purpose of starting proceed-
ings against them for illegal file sharing. After TEO
refused to disclose the information, Digiprotect ap-
proached the court. However, the Vilnius Regional
Court rejected the request, stating that revealing
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such data to a private company would be contrary to
the personal data protection laws, and this data can
only be collected by pre-trial investigation officers.*

The first successful result in online copyright en-
forcement was reached in the Linkomanija case. In
November 2012, the Vilnius Regional Court issued
aruling that the company N5 and its manager, K.E.,
were fully liable for contributing to copyright in-
fringement occurring over the BitTorrent <www.
linkomanija.net> website.* Although the process is
not over (on 14 January 2013, defendants appealed
the case to the Court of Appeal), this ruling may be
a sign of a tougher stance towards online copyright
protection in Lithuania.

This article will provide a more careful look at the
weaknesses and perspectives of the Linkomanija case
(part B). We will then briefly discuss what the Link-
omanija case and other recent European BitTorrent
cases (the Swedish Pirate Bay and Finnish Finreac-
tor cases) mean in a broader European context, and
whether the limited liability regime as provided un-
der the EU E-commerce Directive should apply to
such cases (part C).

Linkomanija case: a right
or wrong solution?

The Linkomanija case is a typical example of cases
dealing with BitTorrent file-sharing services. The
<www.linkomanija.net>website enables users, with
the help of BitTorrent protocol, to download vari-
ous (mostly illegal) content, including illegal copies
of computer programs. The website contains a data-
base of torrent files and a search function that gives
users the opportunity to connect with each other
and exchange content they store on their comput-
ers. Using torrent files and the information of the
central station, it is possible to copy and distribute
illegal copies of music, video works or software. Mi-
crosoft Co., the right holder of various computer pro-
grams illegally shared by users, requested the court
to stop the illegal dissemination of software by clos-
ing down the <www.linkomanija.net> website; it also
requested the operators of the website to pay max-
imum statutory damages equivalent to 130,000 LTL
(approximately 37,680 EUR). On 10 December 2012,
after more than three years of trial, the Vilnius Re-
gional Court decided to fully satisfy the claim. Atten-
tion should be drawn to the interpretation of several
important issues in the case.

Unlawful activity

First, the court examined whether the defendants’
actions should be considered illegal. The court found
that the defendants themselves do not directly re-
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produce or make copyrighted content publicly
available. However, the defendants allow users to
reproduce and share such content without the au-
thorization of the right holder: “The defendants’ un-
lawful actions consist of the fact that the defendants’
file sharing service allows third parties to upload tor-
rent files and provides a database of torrent files that
allows third parties to search for and download tor-
rent files...”. It was also pointed out that the defen-
dants support the functional operation of the Link-
omanija website knowing that users are constantly
infringing copyright and neighbouring rights, thus
promoting such illegal activity and receiving a direct
commercial benefit from it. Consequently, pursuant
to Article 6.246(2) of the Civil Code of the Republic
of Lithuania® and case law of the Supreme Court of
Lithuania,” the court found that the defendants, by
enabling reproduction and dissemination of illegal
computer programs, indirectly made them publicly
available. That is, the defendants are not accused of
directly committing copyright infringement. Rather,
they are responsible for contributing to the infringe-
ment based on the fact that they knew about the il-
legal activities occurring on their website and en-
couraged them.

Generally, the position of the court regarding the
defendants’ unlawful conduct looks reasonable. The
“Linkomanija Project” was broadly known in Lith-
uanian society as basically designed for the illegal
sharing of copyrighted content. On the other hand,
the court’s reasoning is weak (or non-existent) on
certain aspects. First of all, it is not clear how con-
crete the knowledge about illegal activities of us-
ers should be. The court does not specify whether
general knowledge about continuing violations is
sufficient or whether the defendant must be aware
of concrete infringing cases. Second, although the
court notes that the defendant was commercially
benefiting from this conduct, it remains unclear
whether this is a mandatory condition of interme-
diary liability or a complementary one. Will the In-
ternet service provider still be considered liable if
s/he does not acquire commercial benefit from il-
legal activities? Third, the content of “promotion”
of infringing conduct is not revealed either. Does a
mere creation of a virtual platform intended for file
sharing qualify as “promotion” of illegal conduct by
end users? Or, rather, do more specific acts of pro-
motion need to be proven? Also, there is no explana-
tion as to what actions could be deemed “discourag-
ing” (as opposed to promotion) of the illegal conduct
(warning on liability for sharing of illegal content,
content filtering, disclaimers, etc.). The court’s rea-
soning regarding these aspects remains somewhere
“between the lines”. At the same time, these issues
may be important for future cases of a similar na-
ture. Other service providers who may be willing to
develop legitimate online services are facing a diffi-
culty in understanding what kind of actions should
(or should not) be taken in order not to be held con-
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tributorily liable for infringements carried out by
the website users.

Limited liability rules

Second, the defendants argued that illegal conduct
was carried out by third parties and, therefore, the
defendants’ conduct should be subject to limited li-
ability rules. According to Article 14 (1) and (2) of
the Information Society Services Law (ISSL)® (cor-
responding to Article 14 of the EU E-commerce Di-
rective’), a service provider is not responsible for
information s/he stores if s/he is not aware of the
on-going unlawful activity or, upon acquiring such
knowledge, expediently takes action to terminate
access to such information. The court declined
the application of this provision, stating that the
defendants

..initiated the copyright infringements done by the users of
the “Linkomanija Project”, had absolutely all possibilities to
control the users of the project and the content submitted by
them, knew about specific copyright infringements and, if
needed, had all possibilities to eliminate them. Consequently,
the exemption provided in Article 14 of the Law cannot be ap-

plied in this case.

Active vs. passive

As a first important aspect, the court states that
the defendants were “initiating” and had “abso-
lutely all possibilities” to control the users. Mean-
while, Article 14 of the Directive (as well as Article
14 of the ISSL) covers intermediary service provid-
ers that merely host information provided by end
users (are passive) and do not initiate, select, mod-
ify or in any other way control the information (do
not play an active role)."® The court, unfortunately,
did not specify what actions indicate that the ser-
vice provider initiated illegal reproduction and dis-
tribution of copyrighted content or what means it
had to control the users.

On the one hand, one could argue that the “Linkom-
anija Project” acts as an intermediary, a certain data
“bridge” between users who exchange content. De-
fendants merely provide a platform where end us-
ers can upload torrent files (referring to any kind
of information, both legal and illegal), search them,
and, after identifying, download from computers of
other end users. As already noted above, there was
no evidence in the decision that the defendants in
any way promoted (or initiated) the exchange of il-
legal files in particular. Creation of a virtual plat-
form designed for file sharing does not necessarily
mean that it was done on purpose to initiate copy-
right infringements, as such a platform can be used
for an exchange of both legal as well as illegal con-
tent. On the other hand, the court’s brief argumen-
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tation on this issue can be justified by the fact that
the <www.linkomanija.net> website has been widely
known as one of the main sites in Lithuania whose
intent and purpose is to facilitate the sharing of illegal
content, and there is no evidence that the service
provider denied it. There is also no evidence that the
service provider had taken steps to promote the ex-
change of lawful content or restrict the sharing of
illegal content.

Still, a brief statement that the service provider has
initiated the infringement (without additional ex-
planations of which conduct leads to that assump-
tion) can lead to serious consequences for the Inter-
net services market. Namely, one could argue that
any website containing a search engine that enables
users to search and download any (legal or illegal)
information is actively promoting (the initiation
of) illegal conduct by users. For example, with the
help of the search engine Google Search, it is easy
to locate illegal computer programs and download
them. Would the mere fact that Google provides a
search engine function be sufficient to claim that
Google plays an active role in promoting infringe-
ments done by end users using the search engine?
Here again one should refer to the founding goal and
primary purpose of the particular Internet service.
Google Search is a service which to a large extent is
used for legitimate purposes (users search for a va-
riety of information). Meanwhile the ultimate goal
of the “Linkomanija Project”, as was stated above,
was the exchange of illegal copyrighted content. For
this reason it can be said that the court was correct
in stating that the defendants were not mere pas-
sive intermediaries but rather played an active role
(“initiated” the infringements). Nevertheless, the ar-
gumentation and explanation could have been more
detailed.

Actual knowledge

A second important issue is whether the defendants
had actual knowledge about the infringements oc-
curring through their website. Under Article 14 of
the E-commerce Directive, the provider is not liable
if s/he does not have actual knowledge of illegal ac-
tivity or information and, as regards claims for dam-
ages, is not aware of facts or circumstances from
which the activity or information is apparent. When
applying this provision, the court states that the de-
fendants “knew about specific copyright infringe-
ments”. However, again, the court does not provide
any evidence to support this statement.

On the one hand, when the main purpose of a par-
ticular website is facilitating the exchange of illegal
content, the service provider cannot deny s/he knew
about the illegal activities of end users. In the case at
stake, the defendants did not dispute that they knew
about the on-going infringements either. Therefore,
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there is no need in this case to discuss in detail the
“actual knowledge” or “awareness” requirement.

On the other hand, stating that the service provider
“knew about specific copyright infringements” (em-
phasis added) and had a possibility to eliminate them
goes slightly too far. If upheld by courts of higher in-
stance and followed in later court practice, such an
interpretation may have negative effects on the busi-
nesses of legitimate online service providers. First,
one should look at criteria showing how an interme-
diary could acquire actual knowledge about specific
copyright infringement. Under Article 15 of the E-
commerce Directive, an intermediary does not have
a general obligation to monitor the hosted content.
Following this provision, Article 14(3) of the Lithu-
anian ISSL indicates that the criteria which indicate
that the service provider had acquired knowledge
about the illegal conduct or illegal content should
be defined in a special governmental order.!! Under
this order, the service provider is considered to have
acquired the knowledge only upon receiving a noti-
fication about the illegal conduct of users or illegal
content hosted on his/her servers.'? That is, from the
wording of the order it seems that, as long as the spe-
cific copyright infringement was not properly noti-
fied to the intermediary, no “actual knowledge” can
be established. The second question would then be
whether the intermediary was “aware of facts and
circumstances” from which the illegal activity or in-
formation is “apparent”. Here the court has to spec-
ify the evidence which shows that defendants had
such an awareness (e.g. email communication of in-
termediary managers, widely accessible and read
press publications on this issue, etc.). The mere state-
ment that the intermediary “had actual knowledge”
or “was aware” of infringements occurring over his/
her website should in no case be sufficient.

Defendant'’s fault

Another important issue is the formation of fault.
It is of special importance when determining the
amount of damages. In the case at stake, the court
stated that

..the defendants knew (and even encouraged) placement of
the torrent files on the website www.linkomanija.net and its
database. Using these files plaintiff’s programs were made
publicly available online and users of the system downloaded
and reproduced illegal copies of software, while the defen-
dants knowingly allowed the damage to occur.

It concluded that the defendants acted intentionally.
In particular, the court relied on Article 6.248(3) of
the Civil Code and held that “the defendants failed
to provide the required diligence, care and degree
of caution which was necessary to ensure the legit-
imate use of the website owned by the defendants”.
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17 The overall conclusion may seem reasonable. Since

the founding purpose of the “Linkomanija Project”
was to enable sharing of illegal copyrighted con-
tents, one could assume that the defendants acted
intentionally. At the same time, the court does not
mention any evidence to support such a conclusion.
Other intermediaries wishing to act legitimately may
miss more elaborate explanations as to what should
be the appropriate degree of diligence, care and cau-
tion in order to avoid liability. As has been repeat-
edly noted, the information service providers have
neither a general obligation to monitor the infor-
mation which they transmit or store, nor a general
obligation to actively seek facts or circumstances
indicating illegal activity. Since there is no such ob-
ligation, the degree of diligence, care and caution in
each specific case could be measured by taking into
account all circumstances of the case. When there
is a risk that the website may be used for illegal pur-
poses, the court may take into account e.g. whether
the service provider is informing consumers that
the exchange of files without the author’s consent
is illegal, whether s/he is warning users against ille-
gal use of the website, whether any filtering of legal
and illegal content is applied, and whether the ser-
vice provider has a notification system that enables
reporting of infringing content and other applied
measures. In the case at stake, there is no informa-
tion whether any of these or other measures have
been used by the defendant. At the same time cer-
tain guidance by the court as to required diligence
criteria could be helpful for other service provid-
ers in deciding what actions they should take in or-
der to ensure the appropriate level of diligence, care
and caution when pursuing their online businesses.

IV.Remedies

18 The final question is the proportionality of the reme-

dies granted by the court. In the Linkomanija case, the
defendants were ordered to shut down the <www.
linkomanija.net> website as well as to pay maximum
statutory damages equal to 130,000 LTL (appr. 37,680
EUR). These are the most stringent and maximum
remedies available for copyright infringement.

19 As far as the injunction is concerned, its purpose

stated by the court is “... to prevent the plaintiff’s
rights violations referred to and further illegal ac-
tivities...”. At the same time, as has been mentioned
earlier, the website at stake can be used to distrib-
ute both legal and illegal content. It is not speci-
fied in the court decision to which extent <www.
linkomanija.net> was used to distribute legal content
and which part of all its content was illegal. These
questions are of crucial importance when determin-
ing the severity of the sanctions. The obligation to
close down the website is a sufficiently robust rem-
edy that should be used when other measures (such
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as an obligation to filter the content or terminate ac-
cess to illegal information) are not effective.

Even if such a measure were reasonable in the case
of Linkomanija (due to its illegal purpose), this case
should be clearly distinguished from other online
business models where the exchange of both legal
and illegal content is taking place. For example, the
popular website YouTube allows users to upload
video clips and share them with others. While there
is myriad legal and socially valuable content avail-
able through the platform, there is also a great deal
of unauthorized copyrighted material on the You-
Tube website. It is virtually impossible to ensure that
only legal content is distributed (and if it were pos-
sible, the costs would be too high). To cope with this
problem, YouTube takes measures to promote legit-
imate content, enables right holders to notify them
about infringing content and promptly removes the
notified illegal information. Therefore, there is a sig-
nificant difference between the websites where pre-
dominantly illegal content is being exchanged (like
Linkomanija) and primarily (or partly) legitimate
websites (like YouTube). It could be useful if this dif-
ference were reflected in the Linkomanija decision.
The court could emphasize that the overall closure
of the website was ordered because the website was
enabling the distribution of mainly illegal content
(based on specific evidence) and there is no proof
that the defendants took any measures to limit such
unauthorized use or promote the exchange of legit-
imate content.

The last issue to be considered is the amount of dam-
ages. Lithuanian laws allow claiming actual damages
or requesting statutory damages. The plaintiff chose
the latter option and, on the basis of Article 83 (4) of
the Law on Copyright and Related Rights," claimed
the maximum statutory damages equal to 1,000 min-
imal living standards. According to this Article, stat-
utory damages should take into account such criteria
as the offender’s fault, financial position, reasons for
illegal conduct and other significant circumstances
of the case, as well as criteria of fairness, justice and
reasonableness. When applying this provision, the
Vilnius Regional Court stated as follows:

[EJvery time s/he downloads a torrent file the user also
downloads a copy of the claimant’s copyrighted program.
The factual analysis on 28 May 2009 demonstrated how it
is possible to download files using the system operated by
the defendants. It is clear that a considerable number of us-
ers were able to download programs and then distribute or
otherwise use them. For this reason, also considering the ex-
tent and duration of violations and the defendants’ intent,
bad faith and reasonableness criteria, the court decided that
there are grounds to fulfil the plaintiff’s request for the max-
imum statutory damages - 130,000 LTL (i.e. 1000 minimal liv-
ing standards).

Without questioning the amount of compensation
awarded, it should be noted that it is not clear how
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the court applied some of the above-mentioned cri-
teria. In particular, the judgment mentions “extent
and duration of violations” but does not provide any
details on this (e.g. how many illegal copies of the
software have been downloaded or the time frame
during which the violation took place). Similarly,
the criterion of reasonableness is merely mentioned
without providing any comments on its application.

Overall, the above analysis demonstrates that the
overall conclusions of the court in the Linkomanija
case are reasonable; however, the reasoning behind
many of the issues is weak or entirely absent. It does
not give sufficient clarity or guidance for other Inter-
net service providers wishing to develop legitimate
online businesses and not to be held liable for the il-
legal conduct carried out by end users of the service.

The Linkomanija case in
the European context

The next question is how the Linkomanija case looks
in the European context and what questions it raises
in relation to EU rules on intermediary liability.

European experience in fighting
illegal content online

The Lithuanian Linkomanija case fits quite well into
the recent European legal context. Since the appear-
ance of BitTorrent technology,* file-sharing web-
sites based on it have been closed down in several
EU member states (e.g. Slovenia,'> Netherlands,'
UK,"” Sweden'® and Finland'®). The most famous is
the Swedish Pirate Bay case.? Despite the protests of
the online community all around the world, in 2010
the Stockholm Court of Appeal confirmed the judg-
ment of the first instance court and found the ad-
ministrators of the Pirate Bay website criminally lia-
ble (with only certain adjustments in punishments).
In 2012 this example was followed in Finland. The
Finnish Supreme Court confirmed that the admin-
istrators of the largest Finnish BitTorrent file-shar-
ing website Finreactor could incur criminal liability
for copyright violation.”! Therefore, the results in
the Linkomanija case came to nobody’s surprise. Al-
though the Lithuanian Linkomanija case is weak in
argumentation, the decision follows the recent Eu-
ropean trends.

What should Lithuania (and other countries start-
ing the fight against illegal online content) expect
next? In a broader European context, the closure of
obviously illegal file-sharing websites is just one of
the (first) tactics that are used when fighting copy-
right infringements online. Right holders in West-
ern European countries have been experimenting
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with other legal measures as well. For instance, when
a website is not easily reachable in a particular ju-
risdiction (e.g. it is established in another country),
right holders can request the national Internet ac-
cess service providers to block access to the web-
site.” In order to discourage private consumers from
file sharing, right holders can request Internet ser-
vice providers to disclose the identities of their con-
sumers,” and afterwards can sue them for illegal
downloading (reproduction) and sharing (making
available) of the content.? In most cases these claims
are brought through civil proceedings, but criminal
prosecutions have also been successfully tried.” Fi-
nally, the websites that make available both legal
and illegal content (the “semi-legal” websites) are
requested not only to take down the notified ille-
gal content but also to ensure that it will not appear
again (i.e. apply monitoring or filtering technologies
and even manual checking systems).?

These legal battles have been more successful in
some countries than in others, and there is no uni-
fied European practice in this field. Therefore, it will
be even more interesting to see in which direction
Lithuania and other countries with first enforcement
experiences will move. Up to now, Lithuanian courts
have rejected, for different reasons, both requests
by private companies to disclose user identities and
claims against private persons for file sharing.”” As
the pressure from right holders inside and outside
the country gets higher and there is a chance to learn
from more successful colleagues in other countries
of the EU, upcoming enforcement attempts might be
more successful. Therefore, closing down the illegal
file-sharing websites such as Linkomanija is likely
to be just a first step in right holders’ (long) fight
against illegal copyrighted content online.

E-commerce Directive: issues
that still need to be clarified

As more cases against online intermediaries run-
ning BitTorrent websites might be expected across
Europe, it is worthwhile to highlight some of the is-
sues of the EU law that may raise some questions, in
particular limited liability rules under the E-com-
merce Directive.” The three most recent cases con-
cerning BitTorrent websites - the Swedish Pirate Bay,
the Finnish Finreactor and the Lithuanian Linkomanija
cases - demonstrate that some rules of the E-com-
merce Directive may need some clarification in order
to be unitarily applied for BitTorrent sites through-
out the EU.
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Do BitTorrent sites provide
"information storage” services?

First of all, the Swedish court in the Pirate Bay case,
the Finnish court in the Finreactor case and the Lith-
uanian court in the Linkomanija case (explicitly or
implicitly) found that BitTorrent websites meet the
definition of information society services. Moreover,
without much argument the courts assumed that
these services fall in the scope of national provisions
on hosting (i.e. those transposed from Article 14 of
the E-commerce Directive).? Such a conclusion is
not as self-evident as it might seem at first glance.

A torrent metafile in itself does not store the copy-
righted content. Rather, these files merely serve as
links to the content that is stored in users’ comput-
ers. This also means that BitTorrent websites do not
store copyrighted content but are merely (search-
able) collections of “links” that refer to such content.
With the help of these search engines, users identify
the needed torrent file and then, by clicking on the
one chosen, download the copyrighted content that
is stored in the computers of private users. Here the
question emerges whether such a website should be
considered to provide hosting services. In particular,
was Article 14 of the E-commerce Directive meant to
provide limited liability for service providers that
store the illegal content itself, or also service pro-
viders which store information that is not infring-
ing itself but that may lead or facilitate access to il-
legal information stored somewhere else?

Article 14 of the Directive does not directly refer to
illegal information,* and none of the recitals specif-
ically address this issue either.’! The Court of Justice
of the European Union (CJEU) case law interpret-
ing Article 14 also does not directly specify on this.
For instance, in the Google v. Luis Vuitton case,* the
CJEU finds that the fact that the advertiser “stores,
that is to say, holds in memory on its server, cer-
tain data, such as the keywords selected by the ad-
vertiser, the advertising link and the accompanying
commercial message, as well as the address of the ad-
vertiser’s site” is sufficient for the service to fall in
the scope of Article 14, Here the CJEU mentions not
only content that is claimed to be illegal (keywords
that contain a protected mark) but also other infor-
mation which is not illegal per se (link and advertis-
ing message). Therefore, it may seem that Article 14
concerns not only websites that directly store illegal
(and also legal) copyrighted content (e.g. YouTube
or Rapidshare) but also those that store not-copy-
righted information that facilitate access to copy-
righted content stored elsewhere (e.g. file-sharing
sites that store torrent files). Such an interpretation
would mean that both kinds of websites fall under
the limited liability regime offered by Article 14 of
the E-commerce Directive.
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On the other hand, such an extensive interpreta-
tion would mean that Article 14 applies not only to
BitTorrent file-sharing sites, but also to websites
containing any other information facilitating the
access to illegal content, such as lists of links to il-
legal material or search engines (as a result of a re-
quested search, search engines provide links to ille-
gal material inter alia). From a technological point of
view, BitTorrent websites are a mixture of links (Bit-
Torrent files) and search engines (searchable data-
bases that help to find the needed BitTorrent files)
rather than information storage services. There-
fore, if BitTorrent websites were subject to Article
14 of the E-Commerce Directive, the same legal treat-
ment of linking services and search engines could
be expected.

At the same time, information location tools (such
as links and search engines) were intentionally not
included in the E-Commerce Directive.’* For good
or bad reasons, EU legislators at that time decided
to leave the question of liability for the provision
of links and search engines to the discretion of the
Member States. Up to now, cases concerning links
and search engines have normally been solved under
the national liability rules of the EU Member States.*
Therefore, as BitTorrent sites function in a similar
way to information location tools (they do not con-
tain information themselves but rather facilitate the
access to information stored elsewhere by providing
asearchable database of links), it would be more log-
ical to exclude them from the scope of Article 14 of
the Directive. In that case, for good or for ill, BitTor-
rent websites would be subject to the national liabil-
ity rules of EU Member States.

Torrent website — “passive”
or "active” service?

If a limited liability regime as suggested under Arti-
cle 14 of the E-commerce Directive were applied any-
way to BitTorrent file-sharing services,* one of the
main questions would be whether a BitTorrent ser-
vice could be qualified as a mere (“passive”) inter-
mediary or rather as an “active” participant in the
illegal conduct of its end users.

According to the CJEU, a service provider should be
“neutral, in the sense that its conduct is merely tech-
nical, automatic and passive, pointing to a lack of
knowledge or control of the data which it stores”.’’
Otherwise, a service provider does not qualify for
a limited liability regime under Article 14 of the E-
commerce Directive. Which conduct is considered
active involvement has to be decided on a case-by-
case basis. For instance, in the Google v. Vuitton case,
the CJEU points out that

the mere facts that the referencing service is subject to pay-
ment, that Google sets the payment terms or that it provides
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general information to its clients cannot have the effect of
depriving Google of the exemptions from liability provided
for in Directive 2000/31. Likewise, concordance between the
keyword selected and the search term entered by an Internet
user is not sufficient of itself to justify the view that Google
has knowledge of, or control over, the data entered into its
system by advertisers and stored in memory on its server.*®

On the other hand, “the role played by Google in the
drafting of the commercial message which accom-
panies the advertising link or in the establishment
or selection of keywords is relevant”.** In the eBay
v. L’Oreal case, the CJEU concluded that

[w]here, by contrast, the operator has provided assistance
which entails, in particular, optimising the presentation of the
offers for sale in question or promoting those offers, it must be
considered not to have taken a neutral position between the
customer-seller concerned and potential buyers but to have
played an active role of such a kind as to give it knowledge
of, or control over, the data relating to those offers for sale.*®

The courts in the analysed national cases concerning
BitTorrent file-sharing services (Pirate Bay, Finreac-
tor and Linkomanija) have established the active role
of the service providers. For instance, in the Lithu-
anian Linkomanija case, the court merely stated that
“from the case materials it could be seen that the de-
fendants initiated the copyright infringements done
by the users of the ‘Linkomanija Project’, they had
absolutely all possibilities to control the users of the
project and the content submitted by them (...)”.* In
the Finnish Finreactor case, the court was a bit more
detailed and explained that

[t]he Finreactor file-sharing network has come down to united
action between the administrators and the users, aiming at
and leading to the infringement of the economic rights of the
copyright holders on a large scale. The defendants have been
aware of this purpose of the network and through their ad-
ministration they have participated in the copyright infringe-
ments carried out in the network together with the network
users in a manner that constitutes liability as perpetrators
or abettors, respectively.*?

In the Linkomanija case, the court did not specify
which conduct indicated that the service provider
“initiated” and had “absolutely all possibilities to
control the users [...] [and] all possibilities to elim-
inate [infringements]”. There is no information in
the case that the intermediary did more than create
awebsite infrastructure that allowed users to search
and share torrent files. If this is all that was done, one
could argue that evidence is lacking that could prove
the intermediary’s sufficiently active role. Google
or eBay have also created the websites and infra-
structure for users that allowed not only uploading
the link but also uploading the potentially infring-
ing content itself, searching it and using (viewing,
downloading, etc.) the identified material. Still, this
was not considered sufficient by the CJEU to estab-
lish the active role by the service providers.
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In regard to the Finreactor case, the court claims
that Finreactor administrators played an active
role mainly because they knew about the purpose
of the website users to illegally share copyrighted
material, and administrated the website knowing
this purpose. Apart from knowledge, however, the
court does not indicate what specific conduct shows
that the intermediary’s role was more than to cre-
ate and administer the searchable database of tor-
rent files that may lead to sharing of both legal and
illegal content.

This demonstrates that in the analysed BitTorrent
cases, national courts applied a much broader defi-
nition of “active”. Namely, in the Linkomanija case,
the mere creation of a website and its administra-
tion implied an active role. In the Finreactor case, the
court mixed up this requirement with a knowledge
requirement: as the service provider knew about il-
legal purposes of website users and still adminis-
trated it, its role was considered active. Although the
final result of the court analysis - the non-applica-
tion of limited liability rules - may be correct, such
an extensive definition of “active” does not follow
the more narrow approach proposed by the CJEU.*
Meanwhile, as already mentioned earlier, a broad
construction of an “active role”, as applied by na-
tional courts, may cause problems for other web-
sites (e.g. “semi-legal” websites where the website
is used for sharing both legal and illegal content,
such as YouTube or Daily Motion). If an “active role”
is construed broadly, service providers will be ex-
cluded from the limited liability regime merely be-
cause they created and administer a website which,
to a certain extent, is also used for illegal purposes.
It is therefore suggested that courts, when determin-
ing the active role of the service provider, should
more clearly indicate the conduct by which the ser-
vice provider actively intervenes in the conduct of
users (e.g. by checking or controlling their content,
promoting certain content, etc.). Only if specific and
significant intervention by the service provider into
the activities of end users can be identified can the
“active role” be considered proven.

Did BitTorrent service operators
"know" about the infringements?

Finally, national courts in intermediary liability
cases often find it difficult to determine whether a
service provider had (sufficient) knowledge about
the illegal information stored in their websites. Un-
der Article 14 of the E-commerce Directive, the pro-
vider is not liable if it does not have actual knowl-
edge of illegal activity or information and, as regards
claims for damages, is not aware of facts or circum-
stances from which the activity or information is ap-
parent; or upon acquiring knowledge or awareness
expediently acts to remove the illegal content. From
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the context of the Directive it is clear that a general
awareness of the service provider about the possi-
bility (or certainty) of some illegal content on the
website does not automatically exclude the provider
from the limited liability regime. However, it has
been disputed how specific the knowledge should be.
Service providers normally want exact information
and proof of which file is illegal and where it could be
found. Meanwhile, if right holders cannot expect ser-
vice providers to monitor their contents (such a gen-
eral duty is prohibited by the E-commerce Directive),
then at least they expect them to take measures to
check for illegal information and remove or block it
upon obtaining any kind of warning or information.

In all the national cases analysed (Pirate Bay, Finreac-
tor and Linkomanija), the courts found that the ser-
vice providers had knowledge about the infringing
conduct of end users, even if service providers were
not specifically notified and did not know about the
specific infringing files. For instance, in the Pirate
Bay case, the court explained that

[i]t has not been demonstrated that the defendants knew that
the specific works listed in the indictment had been made
available via The Pirate Bay. The defendant’s intent does not,
however, have to cover the specific works which it is alleged
have been made available. It is, rather, sufficient for them
to have had the intent to bring about the existence of copy-
right-protected material on the website (...). The examination
of the defendants, the letters from rights holders published on
the website, The Pirate Bay, and the e-mail correspondence
indicating that the operation involved pirate copying make it
clear that the defendants have been aware that copyright pro-
tected works were available via the website, and were shared
via the tracker embedded within the framework of The Pirate
Bay'’s operation. Despite this knowledge, they have elected
to take no action to prevent the infringement of copyright.*

The court also pointed out that “[i]t must have been
obvious to the defendants that the website contained
torrent files which related to protected works”.* In
comparison, in the Linkomanija case, the court was
very short on this and just stated, without additional
argument, that the defendants “knew about specific
copyright infringements and in case of need had all
possibilities to remove them”.* Unfortunately, no
more proof or discussion on the extent of knowl-
edge was provided by the court.

It is questionable whether the knowledge standard
set in these national BitTorrent cases is compatible
with the interpretation of knowledge requirement
under the E-commerce Directive as defined by the
CJEU. In the eBay v. L'Oreal case, the CJEU pointed out
that “it is for the referring court to consider whether
eBay has, in relation to the offers for sale at issue and to
the extent that the latter have infringed L’Oréal’s trade
marks, been aware of facts or circumstances from
which the illegal activity or information is appar-
ent”¥ (emphasis added). This implies that it is not
sufficient for the service provider to generally be
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aware that there is some illegal content on the web-
site at stake. Rather, s/he has to be aware of facts and
circumstances from which it is clear that the specific
object of the dispute (here L'Oreal trademarks used
on eBay) is illegal. Furthermore, the court specifies
the situations in which awareness could be acquired,
in particular (but not exclusively?), when “the op-
erator of an online marketplace uncovers, as the re-
sult of an investigation undertaken on its own initia-
tive, an illegal activity or illegal information, as well
as a situation in which the operator is notified of the
existence of such an activity or such information”.*
This implies that, in order to acquire awareness of
the violations, certain procedures (such as own in-
vestigation or notification by any person) are nor-
mally needed that lead to certain facts or informa-
tion that make it apparent for the intermediary that
the disputed content is illegal.

In all three BitTorrent cases, national courts found
that it was obvious for the service providers that
their websites are used for illegal file sharing. Since
the intent or founding purpose of the websites was to
enable illegal file sharing, the courts found no need
to more specifically prove that the service provider
knew that the website contained torrent files refer-
ring to specific illegal content (e.g. Microsoft’s pro-
grammes in the Linkomanija case). The courts also did
not request an indication of the facts and circum-
stances from which it should have been apparent to
the service provider that his/her service hosted the
disputed illegal content. This means that the courts
have applied a much more “loose” knowledge re-
quirement than the one adopted by the CJEU.

At the same time, it is questionable whether the
rather strict knowledge standard adopted by the
CJEU would be suitable to the BitTorrent cases at
stake. In all three cases it was found that the found-
ing purpose essentially was to enable predominantly
illegal file sharing. In such cases, the requirement to
prove the specific knowledge or awareness of spe-
cific infringements may seem unnecessary or even
an excessive requirement. When the obviously ille-
gal file-sharing website is at stake, it would be unrea-
sonable to require right holders to prove that service
providers had knowledge of each specific infringe-
ment. And if sufficient evidence on specific knowl-
edge or awareness is not provided, it would be un-
fair to apply limited liability rules to such obviously
illegal websites.

At the same time, as has been noted earlier, such
predominantly illegal file-sharing services should
be clearly separated from the services which are to
a significant extent used for legal purposes (e.g. You-
Tube, Dailymotion or Rapidshare websites). Here, the
tougher CJEU knowledge standard is reasonable. In
the case of such “primarily legal” services, the ap-
plication of the limited liability regime could be re-
jected only if it is proven that the service provider
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had actual knowledge of a specific infringement or,
for example, due to its own investigation or other
notifications, was aware of facts and circumstances
from which it was obvious that the specific informa-
tion or conduct is illegal. The difficult question in
such cases is how active the service provider should
be in seeking knowledge about potential infringe-
ments and preventing them. For instance, the Ger-
man Supreme Court has set rather high monitoring
requirements. In a case concerning a file-hosting
website Rapidshare,* the court found that when the
service provider is informed about the infringing
content hosted on the website, it not only has to pre-
vent the access to this content but also check link
collections on other websites in order to identify and
block links referring to the notified illegal content
hosted on its servers. One may question whether
such a monitoring duty is compatible with the pro-
hibition of a general monitoring duty under Article
15 of the E-commerce directive and as recently con-
firmed by the CJEU.%

. Conclusions

The Linkomanija decision is a first successful at-
tempt by right holders in fighting online copyright
infringements in Lithuania. The outcome of the case
is generally correct, though the argumentation of
the court on many of the issues is weak (or entirely
absent). It does not make it clear for other Internet
service providers how they should meet the condi-
tions of Article 14 of the Information Society Services
Act (and Article 14 of the E-commerce Directive). A
more careful and differentiated analysis of limited li-
ability rules is needed, and specific evidence to prove
or deny the existence of each condition of the lim-
ited liability regime should be identified.

In a broader European context, the Lithuanian Link-
omanija decision does not suggest much that is new;
instead, it shows that the wave of stronger copy-
right enforcement online is moving to smaller Eu-
ropean markets. The comparison of the three most
recent national cases on BitTorrent websites (the
Swedish Pirate Bay, Finnish Finreactor and Lithuanian
Linkomanija cases) raises some additional questions
in regard to the applicability of the EU E-commerce
Directive to BitTorrent services. First of all, it is ques-
tionable whether Article 14 of the E-commerce Direc-
tive is applicable to BitTorrent file-sharing services
at all. BitTorrent sites do not strictu sensu provide
hosting (storage) services (they do not host copy-
righted content). They rather resemble information
allocation tools (links and search engines) that were
intentionally left outside the scope of the E-com-
merce Directive. Second, it is doubtful whether lim-
ited liability rules, as interpreted by the CJEU, are
suitable and reasonable for the BitTorrent file-shar-
ing cases analysed. For instance, BitTorrent service
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providers could be potentially qualified as “passive”
intermediaries as long as they merely create and ad-
minister the platform for sharing of any kind of con-
tent (and do not promote specific content, select it,
modify it or in any other way intervene in the con-
duct of users). Also, as long as BitTorrent service
providers are not notified about the specific illegal
conduct, it may be difficult to prove that they have
more than a general awareness about (possibly) il-
legal conduct occurring over their website. It may
therefore happen that BitTorrent websites - “pas-
sive” and with no “actual knowledge” about the in-
fringements - may meet the conditions of Article
14 of the E-Commerce Directive and in this way es-
cape liability. At the same time it is highly doubtful
whether websites widely known for their illegal pur-
poses should be given a chance to “hide” in the “safe
harbour” provided by the EU law.
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Abstract: Facebook reqguires all members to
use their real names and email addresses when join-
ing the sacial network. Not only does the policy seem
to be difficult to enforce (as the prevalence of ac-
counts with people's pets or fake names suggests),
but it may also interfere with European (and, in par-
ticular, German) data protection laws. A German Data
Protection Commissioner recently took action and
ordered that Facebook permit pseudonymous ac-
counts as its current anti-pseudonymous policy vio-
lates § 13 VI of the German Telemedia Act. This pro-
vision requires telemedia providers to allow for an
anonymous or pseudonymous use of services inso-
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far as this is reasonable and technically feasible. Irre-
spective of whether the pseudonymous use of Face-
book is reasonable, the case can be narrowed down
to one single question: Does German data protection
law apply to Facebook? In that respect, this paper
analyses the current Facebook dispute, in particular
in relation to who controls the processing of personal
data of Facebook users in Germany. It also briefly dis-
cusses whether a real name policy really presents a
fix for anti-normative and anti-social behaviour on
the Internet.
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A. Introduction

1 One of the appealing integral characteristics of the
Internet is anonymity, meaning the ability to con-
ceal one’s identity while communicating.* The real
author of a message is then not identifiable. In this
context, if we speak of anonymity, this also encom-
passes the use of pseudonyms. On the Internet, users
often use screen names, i.e. pseudonyms, when they
post messages, chat or are otherwise communicat-
ing. The advantage of using a pseudonym instead of
remaining completely anonymous is that while con-
cealing one’s real identity, it is possible for third par-
ties to recognise that different messages are written
by the same author. Pseudonyms allow the alloca-
tion of postings to a specific user whose real name
is not known to the public. Even where real identity
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becomes important for the recipients of the commu-
nication - for example, on online auction sites like
eBay - the real identities of users are not revealed
to the general public. Only where a contract of sale
is established will the anonymity of seller and buyer
be lifted to allow the performance of the sales con-
tract. Of course, there are also online transactions
that require a priori real identity verification, such
as banking transactions, for example. However, re-
cently Internet service providers like Google (in re-
lation to their Google+ service) and Facebook have
forbidden the use of pseudonyms, demanding from
members that their online identity be the same as
in the offline world.2 More than the world’s larg-
est social network, Facebook in particular is a huge
data-mining machine capturing and processing ev-
ery click and interaction on its platform. Obviously,
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the harvested data becomes more valuable if it can
be linked to real persons with real names. Hence, it is
no surprise that Facebook vigorously advocates the
use of real names in the online world. Officially, they
do so in the interest of their users, arguing that a real
name policy may serve as a fix for bad behaviour, in
particular cyberbullying, trolls and illegal activities.
The underlying assumption in this respect is that
users will refrain from anti-social and anti-norma-
tive behaviour if their name is attached to a posting.

It is not surprising that Facebook appealed orders
by a German data protection authority which re-
quired Facebook to allow pseudonyms on user pro-
files. Under German law, telemedia service providers
are obliged to allow the pseudonymous or anony-
mous use of their service as long as this is reasonable
and technically feasible. While primarily the ques-
tion of the legitimacy of the mandatory real name
policy was in the public eye, the court did not dis-
cuss this question in detail as the outcome of the
case depended on one single question: Does Face-
book have to respect German data protection law?
This would be the case if German data protection ap-
plied to Facebook. The whole discussion thus cen-
tres around the basic question of applicable law for
a globally active service provider.

In order to answer this question, it is crucial to de-
termine whether there has been a valid choice of
German law, and to determine where and by whom
data is being processed. In the following, this pa-
per will look into Facebook’s corporate structure
and its terms of use before focussing on the order
of the German data protection authority and the
subsequent court proceedings.

The corporate structure of
Facebook and its terms of use

While Facebook users in general use the notion
“Facebook” interchangeably for the service and the
service provider, it is important to know that there
is not one single Facebook company. Though most
official statements of Facebook spokespersons also
just refer to Facebook as such, for the determina-
tion of applicable law it is of fundamental impor-
tance to distinguish between the global player Face-
book Inc., its European subsidiary Facebook Ireland
Ltd. and further smaller Facebook subsidiaries which
are all in some way involved in providing and/or ad-
ministering the platform Facebook.® As the major
part of the lawsuits deal with the relation of Face-
book Inc. towards Facebook Ireland Ltd., it is neces-
sary to have a basic understanding of the corporate
structure of Facebook and its rules on jurisdiction
and applicable law.
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Corporate structure of Facebook

Facebook, which was founded in 2004, is operated by
Facebook Inc., a US multinational Internet corpora-
tion. Facebook has its key assets, its headquarters
and the site of its corporation in the US.

In 2008, Facebook established its European head-
quarters in Dublin. The role and position of the Irish
subsidiary, Facebook Ireland Ltd., in relation to us-
ers from outside the US and Canada was enhanced in
2010 when Facebook’s Statement of Rights and Re-
sponsibilities was amended to set forth that these
users have contracts with Facebook Ireland Ltd. and
not Facebook Inc.* With Facebook Ireland Ltd. be-
ing in charge of all users outside the US and Canada,
Facebook avoids material jurisdiction for corpora-
tion tax on all international revenue in the US.° Be-
side Facebook Ireland Ltd., there are four additional
subsidiaries in Ireland: Facebook Ireland Holdings;
Facebook International Holdings I; Facebook Inter-
national Holdings 1i; and Facebook Payments Inter-
national Ltd. In Germany, Facebook seems to have
only one local subsidiary, Facebook Germany GmbH,
which is in charge of marketing and acquisition for
the local market.

Facebook's rules on jurisdiction
and choice of law

Facebook’s terms of use are entitled “Statement of
Rights and Responsibilities”. The Statement consti-
tutes Facebook’s terms of service that “govern (Face-
book’s) relationship with users and others that in-
teract with Facebook”. Users “agree” to these terms
by simply using or accessing Facebook.”

The Statement also contains a choice-of-law clause.
Section 16.1. provides that “any claim, cause of ac-
tion or dispute (claim) [a user has with Facebook] ...
arising out of or relating to the Statement or Face-
book” will be resolved:

Exclusively in a state or federal court located in Santa Clara
County. The laws of the State of California will govern this
Statement, as well as any claim that might arise between
you and us, without regard to conflict of law provisions. You
agree to submit to the personal jurisdiction of the courts lo-
cated in Santa Clara County, California for the purpose of lit-
igating all such claims.

In accordance with the Statement, users will thus
have to resolve disputes with Facebook in California
under Californian law, even if they are from outside
the United States.®

However, for users in Germany, section 17.3 of the
Statement® exclusively provides that section 16.1 is
replaced by the following clause:
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“This Statement is subject to German law”.*®

In relation to data protection rules, the current data
policy, last updated on 11 December 2012, states that
Facebook Ireland Ltd. is the data controller respon-
sible for the personal information of users from out-
side the US and Canada.™*

Facebook's real name policy

Browsing Facebook, users were likely to meet Max
Mustermann?? or variations thereof as well as nu-
merous teenage girls with the last name “Bieber”.*®
While Max Mustermann, which might easily be iden-
tified as a fake name, has lately disappeared from
Facebook, users are turning to much subtler tricks to
avoid being banned from Facebook: they may use a
middle name as a last name, turn to a fictional char-
acter’s name, invent a real-sounding name, borrow
their mother’s maiden name or a common last name,
an abbreviation, or other pseudonyms that equally
violate Facebook’s real name policy. This mandatory
real name policy is enshrined in Facebook’s commu-
nity standards and requires all users to use their real
identities including their real names on Facebook:

- The name you use should be your real name as it would be
listed on your credit card, student ID, etc.

«  Nicknames can be used as a first or middle name if
they’re a variation of your real first or last name (like
Bob instead of Robert)

*  You can also list another name on your account (ex:
maiden name, nickname, or professional name), by
adding an alternate name to your timeline

+  Only one person’s name should be listed on the ac-
count - timelines are for individual use only

¢ Pretending to be anything or anyone is not allowed.**

Facebook often emphasises that Facebook is for real
people using their real identities. According to the
community standards, real identities and real names
are required to keep the social network “safe” and
guarantee that users know whom they are connect-
ing with.**

For those who want to represent a business, brand
or even a pet, Facebook allows the creation of a so-
called “Facebook page”.* In addition, users may also
list their professional title as an alternate name on
their personal timelines. However, this still meant
that Stefani Germanotta could not run her Facebook
profile under her stage name Lady Gaga.'” In a bid to
attract more celebrities, which in turn may attract
more users, Facebook slightly diluted its strict appli-
cation of the real name policy and now allows celeb-
rities - following a verification of their identity - to
use their well-established stage names on their per-
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sonal accounts.'® However, they need to include their
real name in the information section of the profile. In
order to guarantee that only “real” celebrities make
use of this exception, a user will need at least 20,000
subscribers to be allowed to benefit from this new
pseudonym privilege. Ultimately, Facebook relies on
the honesty of its customers, as from a technological
perspective anyone can still open an account under
a false identity or pseudonym.

The right to pseudonymous use of
media services under German law

In general, users in Germany have a per se reasonable
expectation of privacy with respect to the revelation
of their identity to the general public.*

A unique feature of the German law on Internet ser-
vices is that the possibility of anonymous or pseud-
onymous use of Internet services is prescribed by
law. § 13 VI of the Telemedia Act of 2007 (TMG) fore-
sees the anonymous or pseudonymous use of Inter-
net services as well as the anonymous or pseudon-
ymous payment of these services. The wording of §
13 VI TMG is as follows: “The service provider must
allow the anonymous or pseudonymous use of tele-
media services and their payment, insofar as this is
technically feasible and reasonable. The user must
be informed about this possibility.”?°

This is not a novel principle in German law. Even
the predecessors of the TMG, the Teleservices Data
Protection Act, which came into force on 1 January
2000, and the State Treaty on Media Services, which
came into force 1 August 1997, contained identical
provisions.”

§ 3 VI a of the Federal Data Protection Act (BDSG%)
defines “rendering pseudonymous” as meaning re-
placing the data subject’s name and other identify-
ing features with another identifier in order to make
it impossible or extremely difficult to identify the
data subject.?

The provision recognises that the success of the In-
ternet is inter alia based on the possibility of the
anonymous use.?* The anonymous as well as the
pseudonymous use follows the basic principle of data
reduction and data economy, meaning that as lit-
tle personal data as possible shall be collected, pro-
cessed and used.?® The principle of data reduction
and data economy can also be found in Article 61 ¢)
and e) as well as in Recital 46 of the EU Data Protec-
tion Directive.? This principle is explicitly set forth
in § 3a BDSG ¥ and also derives from the constitu-
tional right to informational self-determination.?®
Under the right to informational self-determination,
every individual is in principle entitled to determine
the disclosure and use of his/her personal data.?® If
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individuals are not sure whether dissenting behav-
iour is noticed and whether information is perma-
nently stored, used and passed on, they may try to
avoid dissenting behaviour in order to not attract
attention. This may even result in abstaining from
making use of their basic human rights.* The pur-
pose of § 13 VI TMG is to avoid the generation of per-
sonal data right from the start.*

Allowing a user the anonymous or pseudonymous
use of telemedia services does not mean that the
user has a right to stay anonymous in front of the
service provider.® There is no right to an anonymous
or pseudonymous contractual relationship.®® This
means that while users are entitled to use a screen
name, this does not exclude the possibility of the
telemedia service provider asking for the user’s real
identity in their internal relationship.

Even in Germany, the right to anonymous or pseud-
onymous use is not granted without limits. The right
finds its limits where the granting of anonymous or
pseudonymous use would be unreasonable for the
service provider.>*

What is important to keep in mind is that § 13 VI
TMG only concerns the possibility of anonymous or
pseudonymous use and does not prohibit disclosure
orders against Internet service providers by injured
parties. In simple terms, the provision only prohib-
its service providers to ask for a user’s real name
and display his real name when it is not necessary
to do so.

ULD v. Facebook

When Facebook took rigorous steps against some
German users who had not obeyed its real name pol-
icy by suspending their accounts, the Unabhingiges
Landeszentrum fiir Datenschutz (ULD) Schleswig-
Holstein® took action against Facebook. Schleswig
Holstein’s Privacy Commissioner and Head of ULD,
Thilo Weichert, announced that it cannot be ac-
cepted “that a U.S. portal like Facebook violates
German data protection law unopposed and with
no prospect of an end”.*® However, Facebook only
violates German data protection law if § 13 VI TMG
constitutes a data protection norm, and if German
data protection law applies to Facebook. With re-
gard to the applicable law, the determining factor
is the location of the data controller of Facebook’s
user data. Only where the data controller is located
in Germany, or is not located on Community ter-
ritory at all, must German data protection law be
obeyed. With regard to the latter, Article 4 1 c) Data
Protection Directive foresees the application of na-
tional law, where the data controller is not located
on Community territory, whereas if the data con-
troller has an establishment in another EU Member
State, Article 4 I a) prescribes the application of the
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law of this EU Member State. Hence, the whole case
centred around the debate on which of Facebook’s
companies does what and where.

The administrative proceedings

As a first step, the ULD issued administrative orders
against Facebook Inc. and Facebook Ireland Ltd. to
refrain from enforcing the real name policy in rela-
tion to users in Schleswig-Holstein and allow pseu-
donymous accounts as required by the TMG.*

The orders of the ULD

The orders of 14 December 2012 stipulated that Face-
book Inc. as well as Facebook Ireland Ltd. would be
fined 20,000 euro if they did not comply with the or-
ders within two weeks.*® In German administrative
law, the effect of any decision is immediate when
notified. The ULD also ordered that an appeal would
not have suspensory effect, meaning that Facebook
had to implement the ordered measures irrespective
of an appeal. Hence, Facebook was obliged to allow
users from the German state of Schleswig-Holstein
(for which the ULD has competence) to use pseud-
onyms immediately.

With regard to Facebook’s real name policy, the ULD
found the policy to be in violation of § 13 VI TMG.
The decision and orders issued by ULD can be sum-
marized as follows:

+  The permission to use pseudonyms on Facebook
is reasonable. The real name obligation neither
prevents abuse of the service for insults or prov-
ocations nor does it help prevent identity theft.
Against this other precautions are necessary.

+  Toensure the data subjects’ rights and data pro-
tection law in general, the real name obligation
must be immediately abandoned by Facebook.

Orders were issued to both companies, Facebook Ire-
land Ltd. and Facebook Inc., as they were found to be
joint data controllers. Although all Facebook users
from outside the US and Canada have contracts with
Facebook’s Irish subsidiary Facebook Ireland Ltd.,
the ULD concluded that, as regards the real name
policy, Facebook Inc. and Facebook Ireland Ltd. were
jointly responsible in legal terms.*® Nevertheless, the
ULD applied § 1 V 2 BDSG, which transposes Article
4 1 c) Data Protection Directive into national law.
Under this provision, German law is applicable if a
data controller who collects, processes or uses per-
sonal data inside Germany is not located in an EU
or EEA Member State. “°Although Facebook Ireland
Ltd. is located in a Member State, the ULD found that
it only played a rather subordinate role in the data
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processing, while from an objective point of view,
the actual control over the data and all authority
in terms of purposes and means of processing re-
mained with Facebook Inc.” Hence, Facebook was
ordered to observe German data protection laws,
and in particular § 13 VI TMG, in relation to Face-
book users in Germany.

The ULD's reasoning

In the proceedings following Facebook’s appeal, the
ULD specified its position and provided further ar-
guments supporting its claim. These arguments are
well worth mentioning as they also deal with the role

of Facebook Germany GmbH.

a.) The ULD's reasoning in relation
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to Facebook Inc. USA

According to the ULD, Facebook Inc. collects, pro-
cesses and uses personal data in the meaning of §
3 VII BDSG, Article 2 d) Data Protection Directive:
During the registration process on www.facebook.
com, Facebook Inc. collects personal data; in addi-
tion, Facebook Inc. installs cookies on the comput-
ers of its users when they access the website. All data
that is collected is stored and processed on servers
of Facebook Inc., which are currently all situated in
data centres in the US.*?

Thus, the ULD was not satisfied that Facebook Ire-
land Ltd. was processing personal data in the context
of its own activities.* It is not sufficient to just hold
an office in a Member State while the business policy
is exclusively determined by a company in the US.*
Moreover, Facebook Inc. is factually in charge of the
data processing as it has the authority to determine
the purposes and means of processing. The notion
of context of activities in Article 4 I a) Data Protec-
tion Directive, however, requires more than the ex-
istence of a mere establishment, namely the active
involvement in activities relating to personal data
processing.*® Pursuant to Article 2 b) Data Protection
Directive, processing of personal data shall mean

any operation or set of operations which is performed upon
personal data, whether or not by automatic means, such as
collection, recording, organisation, storage, adaptation or al-
teration, retrieval, consultation, use, disclosure by transmis-
sion, dissemination or otherwise making available, alignment
or combination, blocking, erasure or destruction.

In this regard the degree of involvement of the es-
tablishment in the activities in the context of which
personal data are processed is crucial.* The question
is “who is doing what”: only where an establishment
processes personal data in the context of its own ac-
tivities will the applicable law be that of the place
of establishment. The ULD was not convinced that
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Facebook Ireland Ltd. carries out the processing of
the relevant user data in the context of the activities
of an establishment of Facebook Inc. in Ireland, nor
does Facebook Ireland Ltd. instruct Facebook Inc.
to process the relevant data.”’ As regards the latter,
Facebook Ireland Ltd. did not provide evidence of
contractual agreements that determine inter alia the
purpose of processing of personal data, the types of
personal data, the technical-organisational data se-
curity measures, and details about controls of Face-
book Ireland Ltd.*® Article 17 III Data Protection Di-
rective requires the existence of a contract or legal
act binding the processor to the controller and stipu-
lating in particular that “the processor shall act only
on instructions from the controller”.

In consideration of the registration process on www.
facebook.com where Facebook Inc. collects personal
data and makes use of automated equipment (the
users’ computers) by installing cookies on these as
well as using equipment in Germany via the content
delivery network Akamai,* the ULD concluded that
German national law has to be applied in relation to
Facebook users in Germany in accordance with Arti-
cle 41c) Data Protection Directive (data controller of
personal data outside the EU/EEA, which makes use
of equipment situated on German territory).

b.) The ULD's reasoning in relation
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to Facebook Ireland Ltd.

Facebook Ireland Ltd. qualified as a controller in the
sense of § 3 VII BDSG and Article 2 d) Data Protec-
tion Directive when it collects, processes and uses
personal data in relation to the blocking of accounts
and asking users to utilise their real names.* Fur-

ther objective control of data processing could not
be established.

The application of German law to Facebook Ireland
Ltd. was also based on the role of Facebook Germany
GmbH.*! According to the ULD, Facebook Germany
GmbH is an establishment of Facebook Inc. in Ger-
many. This was based on the assumption that the
role of Facebook Germany GmbH goes beyond mar-
keting and acquisition for the local market as it is
also a communication channel for Facebook Ireland
Ltd. and Facebook Inc.? The Irish Data Protection
Commissioner had received copies of data-process-
ing contracts entered into by Facebook Ireland Ltd.
as data controller and inter alia Facebook Germany.*
Unfortunately, the ULD had no knowledge of the
content of these contracts, but the mere existence
was used as an indication that Facebook Germany is
also involved in data processing. Accordingly, the
ULD concluded that the controller of personal data
(Facebook Inc.) is established on the territory of sev-
eral Member States (here: Ireland and Germany), and
thus, pursuant to Article 4 I a) Data Protection Di-
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rective, must take the necessary measures to ensure
that each of these establishments complies with the
obligations laid down by the national law applicable.
Hence, the services offered on www.facebook.com
must comply with German data protection law.

The ULD's determination of joint control

Although the ULD could not be convinced that Face-
book Ireland Ltd. is the sole data controller for per-
sonal data of European users, it was satisfied that
Facebook Ireland Ltd. and Facebook Inc. USA con-
trol the data jointly.>* Joint control in the context
of Article 2 d) Data Protection Directive does not
require that all controllers equally determine and
are equally responsible for a single processing op-
eration; “jointly” rather needs to be interpreted as
meaning “together with” or “not alone”.** In case of
several actors, they may have a very close relation-
ship (sharing, for example, all purposes and means
of processing) or a more loose relationship (for ex-
ample, sharing only purposes or means, or a part
thereof).

d.) Choice-of-law clause
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The ULD also argued that the application of German
data protection law is supported by the “Statement
of Rights and Responsibilities” of Facebook, section
16.1., which provides that the Statement is subject
to German law.

The ULD’s conclusion:
applicability of § 13 VITMG

As Facebook Inc. and Facebook Ireland Ltd. were
both considered providers of telemedia services,”
they were obliged to allow the pseudonymous use
of the social network insofar as this is technically
feasible and reasonable. The registration procedure
at www.facebook.com which requires users to en-
ter their real name, and the blocking of users who
did not register under their real name, violates § 13
VI TMG.*®

When examining whether there are legally per-
missible, less restrictive means which could lead to
equivalent results, the ULD stressed that Facebook
basically has a monopoly when it comes to social
networks; in particular, communication of minors in
many regards (e.g. spare time activities) takes place
only on Facebook.*® Hence, the ULD established a
certain necessity of users to register on Facebook
and, subsequently, to give up privacy.® The or-
dered measures were thus considered reasonable,
even in light of the competing interests of Facebook
at hand. Facebook’s freedom to conduct their busi-
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ness model as well as its obligations under §§ 7 - 10
TMG (transposing Article 12-15 E-Commerce Direc-
tive® into national law) did not outweigh the inter-
ests of the users.®?

The position of Facebook

As mentioned above, the discussion of which data
protection regime has to be applied to German Face-
book users can be narrowed down to one single ques-
tion: Who is the data controller of the personal data
of Facebook’s users? According to Facebook, the an-
swer to that question is clear: the data controller of
the personal data of European users is Facebook Ire-
land Ltd. and not Facebook Inc.%

Facebook Ireland Ltd. is an establishment of Face-
book Inc. pursuant to Recital 19 Data Protection Di-
rective.5 Article 41 a) Data Protection Directive then
provides that each Member State shall apply the na-
tional provisions to the processing of personal data
where “the processing is carried out in the context
of the activities of an establishment of the control-
ler on the territory of the Member State”.

According to the submission of Facebook Ireland
Ltd. in the following court proceedings, Facebook
Inc. processes data on behalf of its Irish subsidiary.
Thus, Facebook Inc. informed the ULD that for mat-
ters regarding European users, all enquiries must be
directed to Facebook Ireland Ltd.®

In addition, the existing German Facebook subsid-
iary (Facebook Germany GmbH) is expressly not in-
volved in the processing of any personal informa-
tion. It merely handles marketing and acquisition for
the local market only, and thus cannot be considered
an establishment of the controller of personal data.®®

Finally, Facebook Ireland Ltd. fully complies with
Irish data protection laws, which are themselves
compliant with European data protection law.?” In
Facebook’s view, this was confirmed by the Irish
Data Protection Authority as part of its audit reports
dated December 2011 and September 2012.% As Irish
law applies, § 13 VI of the TMG is not applicable to
Facebook. In addition, this section of the TMG would
infringe higher-ranking European law.

Even if § 13 VI TMG were applicable, a departure
from its real name policy would not be reasonable for
Facebook as it would put Facebook’s “culture of true
identity” at risk.*®® Facebook stressed that it intends
to replicate the social norms of the real world in an
online environment by “emphasizing the human
qualities of conversation and sharing”.” According
to Facebook, users want and expect their relations
on Facebook to be authentic.”* The pseudonymous
use of Facebook would destabilize the integrity of
Facebook and undermine the trust that is necessary
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to interact on Facebook.” The requirement of true
identity is furthermore intrinsically tied to the se-
curity of users on the platform and an essential part
of the security measures it implements.” Without
these measures, safety, security and the integrity of
the platform would be compromised significantly.”
This reasoning was supported by Facebook’s allega-
tion that the vast majority of disabled Facebook ac-
counts could be linked to spamming, distributing
malware, phishing, trolling, cyber mobbing, dissem-
ination of hate speech, distribution of child abuse
materials and gaming cheats.”

. The court proceedings

Facebook lodged an objection to the order with the
responsible administrative authority. It also filed an
appeal to the Verwaltungsgericht (administrative
court) and succeeded in restoring the suspensory
effect of the objection, hence making the order not
immediately enforceable.” The decision was subse-
quently affirmed by the appeal court.” Accordingly,
Facebook does not have to unlock the accounts of
those users in Schleswig-Holstein who used Face-
book under a pseudonym and had been blocked.

Although the court held that the mandatory real
name policy violates § 13 VI TMG, this was of no
relevance as neither the TMG nor German data pro-
tection laws were applicable. Irish data protection
law, which instead applies, does not foresee an ex-
plicit right to pseudonymous or anonymous use of
telemedia services.

Unfortunately, the courts did not really question the
facts presented by Facebook, because proceedings
for preliminary measures require only a summary
examination of the merits of the claim. Thus, there
was no need to examine how and by whom data pro-
cessing in the case in question takes place. For this
reason, the decisions of the courts will only be dis-
cussed briefly.

No choice of law by Section 16.1
of the Statement of Rights and
Responsibilities of Facebook

First of all, section 16.1 of Facebook’s “Statement
of Rights and Responsibilities” does not stipulate
an application of material German data protection
law.”® In general, parties to a contract can agree that
the contract shall be governed by the law chosen by
them (Art. 3 1 Rome I Regulation™). However, § 1 V
BDSG, which prescribes the application of German
law, constitutes an overriding mandatory provision
in the sense of Article 9 Rome I Regulation. Hence,
the application of German data protection law is not
at the disposal of the parties, but has to be deter-
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mined solely on the basis of § 1 VBDSG.* § 1 V BDSG,
which transposes Article 4 1 Data Protection Direc-
tive into German law, sets forth that the BDSG, and
thus German data protection, shall not apply in so
far as a controller located in another EU/EEA Mem-
ber State collects, processes or uses personal data
inside the country, except where such collection,
processing or use is carried out by an establishment
inside the country. The BDSG shall, however, apply
in so far as a controller not located in an EU/EEA
Member State collects, processes or uses personal
data inside the country.

Data controller and establishment

The court based its findings primarily on the fact
that the processing of personal data was not carried
out at the German subsidiary “Facebook Germany
GmbH”. The court was satisfied that the processing
of personal data actually took place in Ireland by
Facebook Ireland Ltd. in the context of its own ac-
tivities.®* Thus, it concluded that Irish data protec-
tion law is exclusively applicable in accordance with
Article 41a) Data Protection Directive.®? As opposed
to Facebook Germany GmbH, Facebook Ireland Ltd.
was considered to be an establishment of Facebook
Inc. in the sense of Article 4 Data Protection Direc-
tive. It was of no relevance that the traffic data of
Facebook is processed in the US, and most content
data are collected in Germany and stored and pro-
cessed in Germany by the service provider Akamai.
The court argued that whenever a data controller
has an establishment in the EU/EEA Member State,
itis of no relevance for the determination of applica-
ble law whether he uses equipment in a third Mem-
ber State.

The question of “who
is doing what?"

As mentioned previously, neither the Verwaltungsg-
ericht (VG) Schleswig nor the appeal court, Oberver-
waltungsgericht (OVG) Schleswig, asked Facebook to
provide evidence on where the data is actually pro-
cessed and by whom, because this was not necessary
in preliminary proceedings where only a summary
examination of the submissions of the parties is con-
ducted. The courts merely accepted Facebook’s sub-
mission as indicating data processing in Ireland. At
this stage of the proceedings, there was little more
to expect by the judges.

There are strong indications that Facebook Ireland
Ltd. only plays a minor role in the processing of per-
sonal data, if it plays any at all. For example, Face-
book Ireland Ltd. repeatedly argued that “certain
things are not possible because the management of
Facebook Inc. would never agree to them”.® This
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raises the question whether Facebook Ireland Ltd.
has any control over the www.facebook.com plat-
form that is technically hosted in the US. If Facebook
Ireland Ltd. is not the actual data controller, but just
a branch that has been set up to benefit from ad-
vantageous Irish tax law and fulfil some alibi tasks,
then Article 4 I a) Data Protection Directive does not
lead to an application of Irish data protection law. If
the ULD pursues the matter further, then Facebook
Ireland Ltd. will need to prove that it processes the
personal data in question itself. It is not established
that the court in the main proceedings will be satis-
fied as easily as the administrative court in the pro-
ceedings for interim measures. Thus, it is not un-
likely that in the main proceedings, a court will come
to a different conclusion. Also, another conclusion
must not necessarily be contrary to the findings of
the Irish Data Protection Commissioner in his Audit
Reports of Facebook Ireland Ltd. He did not legally
assess whether Facebook Ireland Ltd. is a data con-
troller pursuant to Article 2 d) Data Protection Di-
rective. Although there are indications as to Face-
book Ireland Ltd.’s role (“It is the only office, and
legal entity, within the Facebook group with con-
trol over non-North American user data.” and “FB-
I's staff (around 326 Full Time Employees and 75 con-
tractors) are responsible for the development and
maintenance of the Facebook platform, the protec-
tion of Facebook users, the corporate administration
of many of Facebook's non-North American activi-
ties and the sale of advertising to customers.”),#* the
Data Protection Commissioner refrained from ana-
lysing the control element of Facebook Ireland Ltd.
In this context, the function of Facebook’s offices in
other Member States also need to be assessed. In the
Audit Report of Facebook Ireland Ltd., it has been
stated that

[t]hese offices have no role in the development or mainte-
nance of the platform or the control of user data. Their func-
tions are limited to the sale of advertising, local PR and, in
limited cases, addressing queries from local app developers.
In the context of carrying out these duties, these offices may
process a limited amount of user data relating to the pages of
advertisers and prospective advertisers pursuant to process-
ing agreements entered into with FB I[reland].5®

Here, the scope of “limited amount of user data”
needs to be assessed.

Beside Facebook’s submissions, there is not yet
enough evidence on where data is processed and by
whom. The ULD now even succeeded in using some
findings in the Audit Reports of the Office of the Irish
Data Protection Commissioner to support its posi-
tion.® In its Audit Report of 2012, the Irish Commis-
sioner expressed concerns that “products and fea-
tures developed by engineers predominantly based
in California ... will not be capable of fully under-
standing and complying with Irish and EU data pro-
tection requirements”.®” Thus, Facebook Ireland Ltd.
had to commit itself in the 2012 Re-Audit to imple-
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ment measures “for ensuring that the introduction
of new products or uses of user data take full account
of Irish data protection law”®, Hence, the Facebook
Ireland Ltd. data protection compliance team now
examines compliance with Irish law.®® This, however,
rather indicates that the policies are determined by
Facebook Inc., with Facebook Ireland Ltd. only hav-
ing the possibility to intervene. Consequently, it is
not Facebook Ireland Ltd. that determines the means
and purposes of data processing on its own. ®

A similar practice was identified by the Irish Data
Protection Commissioner in relation to the imple-
mentation of new features, such as the “find your
friends nearby” feature, for example: Facebook Inc.
determines practices in the US while only foresee-
ing “input” from Facebook Ireland Ltd.** One may
thus question whether Facebook Ireland Ltd. may
instruct Facebook Inc. in any way in relation to the
processing of personal data. It seems to have no com-
petence to oversee the data processing by its par-
ent company.

In addition, several incidents in the past show that
the role of Facebook Ireland Ltd. with regard to data
processing is less than clear. For example, in rela-
tion to Facebook’s face recognition feature, Facebook
did not succeed in proving that Facebook Ireland
Ltd. guided and directed Facebook Inc. regarding the
processing of personal data of European users.*? In
this case, it was not the ULD but the Data Protec-
tion Commissioner of Hamburg who issued an or-
der against Facebook claiming that the feature vio-
lates German data protection law.*® There was not
sufficient evidence to prove that Facebook Ireland
Ltd. was the actual data processer or directs the data
processing of Facebook’s face recognition feature.**
The Hamburg Data Protection Commissioner’s rea-
soning was very similar to that of the ULD, hold-
ing that the mere establishment of Facebook in Ire-
land does not automatically lead to the application
of Irish data protection law; only where an estab-
lishment holds actual control for the data process-
ing may it fall within the Data Protection Directive’s
definition of establishment. In relation to the face
recognition feature, all decisions regarding the col-
lecting, processing and use of data that were of rel-
evance were taken by Facebook Inc. outside of the
European Union.” Unfortunately, this case did not
reach the trial stage as Facebook disabled the face
recognition feature for European users.* Thus, un-
til now, there is no precedent that has thoroughly
examined Facebook’s data processing.

Of particular interest in that context are further-
more the experiences of the Ministry of Justice of the
German State of Baden-Wiirttemberg with Facebook
Ireland Ltd. when it comes to judicial cooperation re-
quests in criminal matters and the access of German
law enforcement agencies to data held by Facebook.
To the knowledge of the Ministry of Justice, all of
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Facebook’s data are stored solely in the USA, and nei-
ther the establishment of Facebook in Germany nor
Facebook Ireland Ltd. has direct access to the data.®’
This is a strong indication that Facebook Ireland Ltd.
is not even involved in the data processing. Further-
more, Facebook Germany GmbH stated in criminal
proceedings before a German criminal court that all
servers that contain personal data of Facebook us-
ers are possessed and operated by Facebook Inc. in
the US.%8 Facebook Germany could not tell whether
the data requested in these proceedings were stored
on servers of Facebook Inc. as only competent staff
of Facebook Inc. could do so.%® Again, there was no
mention of the role of Facebook Ireland Ltd. in the
actual processing. This shows, however, that Face-
book is actually skating on very thin ice in the real
name policy case when they argue that the data con-
troller of personal data of European users is Face-
book Ireland Ltd. and not Facebook Inc. In light of
the above-mentioned incidents, it seems rather un-
likely that they would succeed in proving that Face-
book Ireland Ltd. is controlling the platform.

The case in a wider context:
The benefits of anonymity v.
the drawbacks of anonymity

Irrespective of the applicable law, one should not
lose sight of the initial question of the ULD v. Face-
book case, namely whether real name policies may
efficiently ban anti-normative and anti-social
behaviour.

Facebook’s main argument for enforcing its real
name policy is that it is a fix for trolling and other
unwanted behaviour. Clearly, it is not just teenage
girls who change their last name to Bieber to im-
ply marriage to the pop star Justin Bieber who are
choosing to use a made-up name on a social net-
work. But whether people really “behave a lot bet-
ter when they have their real names down” ' has
not been proven by Facebook. Whether anonymity
or pseudonymity mitigates social norms and estab-
lishes conditions to neglect principles of mutual re-
spect in such a dimension as to outweigh the bene-
fits of pseudonymous use is questionable.

Anonymous speech existed well before the advent
of the Internet. But as the Internet magnifies speech
to an exceptional level,*** a new dimension is added
to anonymous speech which also includes pseudon-
ymous speech. Postings are instantaneously accessi-
ble worldwide, and thus are communicated to an un-
defined audience largely without any restrictions. A
user may have good reasons to preserve his anonym-
ity, especially where strong opinions are concerned.
Anonymity may encourage people to express opin-
ions, reveal something personal about themselves
or engage in online activities that they otherwise
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would not express if the opinion or activity could be
attributed to them.'® Such cases include abuse vic-
tims who may wish to remain anonymous, or anyone
else who fears unpleasant consequences when iden-
tified.’*® This could most recently be witnessed dur-
ing the Arab spring, where many political dissidents
posted information about the regimes’ repercussions
against civilians. It was the perceived anonymity on
the Internet that allowed them to disseminate ma-
terial without fear of consequences. Research in the
early days of the Internet also proved that member-
ship in gay/lesbian newsgroups and the available op-
portunity to share one’s experiences and emotions
anonymously and freely led to an increased self-ac-
ceptance of these individuals.’** Online anonymity
may also help young people in their own personal
development as they express themselves without
any negative social consequences.’®® These speak-
ers do not commit any wrong by posting their opin-
ions or experiences but may fear becoming subject
to backlashes.

60 While there are good reasons to remain anony-

mous and anonymity may encourage free speech,
it may also discourage responsibility.l% Online an-
onymity is not always used for a good purpose: us-
ers may abuse anonymity to engage in anti-norma-
tive or anti-social behaviour. Undeniably, anonymity
constitutes a disinhibiting factor that affects what
people are prepared to say in computer-mediated
communication.®’

61 Anonymity has traditionally been thought to be

more likely to create negative outcomes.'* Obvi-
ously, anonymous as well as pseudonymous speech
poses challenges to the tort of defamation and other
unwanted behaviour.’®® Hence, Facebook argues
that by enforcing the real name policy, it is pursu-
ing a mission of trust and security. Google CEO Eric
Schmidt went even a step further and called online
anonymity “dangerous”.**° This may refer to the fact
that people may hide behind their perceived ano-
nymity and defame third parties; but it also may re-
fer to the fact that although an Internet service pro-
vider is not liable for all content, it may be equally
responsible for the content to some extent.

62 The use of nicknames and fake names may put vic-

tims of cyber bullying and defamation in a difficult
position: where there are no clues and evidence in
relation to the true identity of the perpetrator, the
victims need to obtain a disclosure order against the
Internet service provider in order to obtain further
information so that the perpetrator may be held ac-
countable. Even then the disclosure of the identity
of an anonymous poster is only possible to a certain
extent, namely tracing back his IP address, which
can be time- and cost-consuming.'* A defamation
victim will have to obtain an order against the In-
ternet service provider for disclosure of the regis-
tration data provided by the alleged tortfeasor, in-
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cluding his email address and the IP addresses of all
computers used to access the Internet service using
that particular registration data. In the following a
further disclosure order against the Internet access
provider is needed to obtain the account subscrib-
er’s details. An IP address alone is not sufficient to
identify the actual tortfeasor. Even where the Inter-
net access provider holding information about the
subscriber of a specific IP address at a certain time
discloses the identity information following a court
order, the information may not be sufficient to iden-
tify the tortfeasor where a connection is shared by
several users. Thus, instead of trying to uncover the
identity of an author and then proceed in suing him
directly, defamation victims may turn to bringing
an action against the Internet service provider to
block access to the defamatory post if it does not do
so voluntarily.*? In this regard, due to the ubiqui-
tous nature of the Internet, they may also be faced
with questions of jurisdictions and immunities af-
forded to online intermediaries, such as those stem-
ming from the E-commerce Directive.!*® A real name
policy, where each communication can be attributed
to areal person, would immediately eliminate these
problems for defamation victims. However, a real
name policy can only work where the registration
data has been verified. Even then, someone may get
access to a third party’s account, most likely where
unsecure passwords are used.

There clearly is a conflict between protecting online
anonymity/pseudonymity and the equally privacy-
related question of accountability for anti-norma-
tive behaviour. As relates to a mandatory real name
policy, one should take into consideration whether
a real name policy can succeed in fixing anti-social
and anti-normative behaviour. In this respect, there
is even evidence from a country that experimented
with mandatory real names on a large scale. In 2007,
South Korea implemented a real name verification
law. The law required participants of discussions on
the Internet to pass a verification process in order to
express their opinions on websites with over 100,000
viewers.'* The goal of this law was to reduce unde-
sirable and anti-normative postings by changing the
level of anonymity in which linkability and trace-
ability are enhanced.!> Although some suggested
that the law had some effects on user behaviour,!*¢
a study by the Korea Communications Commission
found that the system had been ineffective in pre-
venting people from posting abusive messages.!*’ In
fact, malicious comments decreased by only 0.9% in
2008.1% The Korean case provides real-life evidence
that fear of judgement will not significantly change
online behaviour for the better.!®

The effect on other anti-social or illegal behav-
iour also has not been clearly proven. Facebook Ire-
land Ltd. described that Facebook’s User Operations
Team takes substantial efforts to investigate poten-
tial fake and imposter accounts created by adults
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to make contact with teenagers, created by teenag-
ers to bully other teenagers and created by adults
to harass others.'?° Unfortunately, Facebook has re-
frained from making publicly available any statistics
of fake identities used for anti-normative or anti-
social behaviour. Instead it emphasises the impor-
tance of real identities to protect children in the on-
line space.'® This argument is weak considering that
Facebook does not allow children under the age of
14 to register. Obviously, grooming is a problem on
the Internet, but a real name policy does not pre-
vent grooming, nor is grooming a substantial prob-
lem for Facebook where users usually interact with
“friends”.

Facebook’s long-standing policy of making people
use their real name also did nothing to prevent peo-
ple using the social network to insult others. A real
name policy is also no fix to the phenomenon of cy-
ber bullying. Cyber bullying continues regardless of
whether real names are used or not. Research has
shown that cyber bullying often occurs in the con-
text of social relationships, which challenges the
assumption that it is anonymous.!?? In the recent
prominent case of Amanda Todd, who committed
suicide after being bullied on Facebook, bullying oc-
curred by classmates and acquaintances. 12 It seems
that online communication is merely an additional
channel for traditional bullying, though anonymity
may have a disinhibiting effect on what is posted.
Other than the slanderous words, bullying on Face-
book is fixed. However, the roots for bullying lie in
the real social environment.*?*

Thus, Google CEO Eric Schmidt’s assumption that on-
line anonymity is “dangerous” is not true as such.
Similarly, the argument that Facebook pursues a
mission of trust and security does not seem convinc-
ing. Anonymous speech has its pros and cons, but
there is nothing to suggest that a real name policy
is a fix to anti-normative or anti-social behaviour. It
may limit such behaviour, but whether that extent
outweighs the advantages of anonymous speech is
questionable. Allowing the pseudonymous use would
also not hinder Facebook from employing security
measures such as access control and authentication
mechanisms, which can still be used where pseud-
onyms are permitted.

Conclusion

It is of particular interest how this case will proceed
- not so much in terms of the real name policy but
the applicable law to Facebook. The real name pol-
icy is what triggered the discussion of a much wider
issue, namely whether Facebook can carry on show-
ing little regard for the privacy of its users and ig-
nore national privacy laws.
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The question of who controls Facebook is substan-
tial. Are national efforts to regulate futile against a
globalised multinational cooperation? If each state
asserts jurisdiction over the same website, then in-
evitably the rules for users around the world will
vary depending on their residency. Facebook rules
already vary to some extent, with a special set of
rules applying only to users in Germany.'?* Germany
has been deemed the fiercest critic of Facebook due
to its deep commitment to privacy.!?®

Facebook can escape the application of strict Ger-
man law only if Facebook Ireland Ltd. is the con-
troller of personal data processing and no establish-
ment of Facebook controls user data in Germany.
The Facebook companies thus will have to disclose
their internal organisational structure for the pro-
cessing of personal data. As of now, Facebook’s ex-
ternal presentation does not distinguish between
Facebook Ireland Ltd. and Facebook Inc., so the com-
panies and their activities are difficult to separate
from each other.'?’

In a wider context and with regards to competent su-
pervisory authority in such matters, the case could
set a precedent and render the implementation of
a one-stop-shop solution as favoured by European
Commissioner for Justice Viviane Reding unneces-
sary. Reding has been supporting “one-stop shop”
for the clarification of data protection questions - a
unified EU policy and a clear point of contact for ev-
ery company. The European Commission’s draft for
a new EU data protection regulation proposes that
in situations where Internet companies have sev-
eral offices in Europe, the supervisory authority for
those companies should be handled by the Member
State in which they have their European headquar-
ters.'?® For Facebook, this would mean that the Irish
government’s Data Protection Commissioner would
be responsible for the concerns of all EU citizens re-
lating to the company’s privacy policies because the
headquarters are in Ireland. Such a centralisation
of supervisory authority has been criticised by the
Committee on Civil Liberties, Justice and Home Af-
fairs of the European Parliament under Rapporteur
Jan Philipp Albrecht. Under his draft of a new data
protection regulation, EU data subjects would still be
able to address the authority in their place of resi-
dency and in their own language.'® Each applicable
data protection authority would be competent to su-
pervise processing operations within its territory or
affecting local data subjects. The local supervisory
authority in the Member State would be competent
but not solely responsible. There will be a lead su-
pervisory authority at the place of the main estab-
lishment which acts as a single contact point for the
controller or the processor and ensures coordination
with all other data protection authorities involved.'®
The lead authority shall also consult the other au-
thorities before adopting a measure.*** Under the
Albrecht Draft, there would also be a European Data
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Protection Board equipped with a veto power which
may adopt a final decision. Under the Reding Draft,
the European Commission would have had the final
word in unresolved disputes.

The Reding Draft as well as the approach by the
appeals court OVG Schleswig are clearly advanta-
geous for companies that process personal data.
They have a single point of contact for resolving is-
sues. As a consequence, this could lead to business
corporations establishing their European headquar-
ters where data protection supervision is weak. As
of now, Facebook has chosen Ireland as the place
for its European headquarters due to advantageous
tax laws, but it is not unlikely that corporations may
seek lax data protection supervision in future. The
same competition between countries could occur
in relation to data protection as is known from the
field of tax law.32

As concerns real name policies in general, provid-
ers of social networks clearly have identified the po-
tential of big data and aim to monetize the accumu-
lated data as business entities. Specifically, Facebook
is considered so valuable because it is in fact a data
machine that retains every mouse click and interac-
tion of its users.** With Facebook’s vast database of
users’ likes, relationship statuses, personal informa-
tion, photos and shares, it can offer advertisers the
possibility to target their ads to the right audience.
134 By the ubiquitous “like” button, Facebook is able
to compile consumer profiles. In addition, the Face-
book Connect service allows users to log into mil-
lions of websites using their Facebook user ID and
password, and also reports back about their activ-
ity on those sites.'* In the following, Facebook can
sell advertising space to advertisers that allows them
to precisely address the audience they covet.'* This
function is not disabled by users using pseudonyms,
however. Their consumer behaviour and consumer
profile can still be tracked; the only difference is that
the data subject acts under a fake name.

Being forced to abandon the real name policy would
not jeopardise the future of Facebook. However, it
influences the value of Facebook. Facebook’s shares
lost almost half their value following revelations that
as many as 8.7% of Facebook’s 955 million user ac-
counts may be fake and up to 5% of active accounts
duplicates.’ It may also put at risk further busi-
ness models of Facebook. Facebook already serves
as an identity provider by offering other websites
use of its identity system rather than requiring us-
ers to create a new profile. One may also think that
user information on Facebook is used to determine
the creditworthiness of said user. This idea is not as
far-fetched as one might think. In 2012, a German
credit agency commissioned a research project to
use Facebook to study a person’s relationships in or-
der to determine how that might affect their ability
to pay their bills.** Following protest by German pol-
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iticians such as the German Justice Minister at that
time, Sabine Leutheusser-Schnarrenberger (“It can-
not be that Facebook friends and preferences lead to
one, for example, not being able to get a cell phone
contract™®), the research project was withdrawn,#°
Such a use of Facebook data would be an entirely new
dimension. Although the study has never been con-
ducted, the idea of the project highlights the poten-
tial of Facebook’s big data.

Finally, the legal battle against Facebook’s real name
policy highlights the struggle of service providers
operating worldwide to adapt their service to the
legal regimes governing the markets they have en-
tered. The number of legal actions, and in particular
the case of ULD v. Facebook, is set to continue, but for
now we have to say good-bye to Max Mustermann.
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The so-called “Beliebers”, fans of pop star Justin Bieber,
change their name to give the impression that they are mar-
ried to their pop idol. Adrianne Jeffries, “Facebook’s fake-
name fight grows as users skirt the rules” (17 September 2012),
<http://www.theverge.com/2012/9/17/3322436/facebook-

fake-name-pseudonym-middle-name> (accessed 3 June 2013).

<http://www.facebook.com/help/292517374180078/> (ac-
cessed 3 June 2013).

Ibid.
Ibid.

Sengupta, “Lady Gaga Now, Even on Facebook” (16 February
2012), <http://www.nytimes.com/2012/02/17/technology/
new-facebook-policy-on-made-up-names-lets-gaga-be-gaga.
html?_r=3&> (accessed 3 June 2013).

Ibid. The verification procedure requires users to send an im-
age of their passport or other form of ID to Facebook.

See di Fabio in: Maunz, Diirig, et al. (eds.), Grundgesetz (Kom-
mentar, Beck Miinchen 69th ed. 2013), Art. 2 paras. 173 to 191;
Foster and Sule, German Legal System and Laws (Oxford, 4th
ed. 2010), pp. 241 et seq.

Author’s own translation.

Respectively § 41 (from 2001 onwards § 4 VI) Teledienstedat-
enschutzgesetz (TDDSG) and § 13 I (from 2002 onwards § 18
VI) Mediendienstestaatsvertrag (MDStV).

The Bundesdatenschutzgesetz.(BDSG) transposes the Data
Protection Directive 95/46/EC into German law.

In comparison, § 3 VI BDSG defines “rendering anonymous”
as meaning the alteration of personal data so that information
concerning personal or material circumstances cannot be at-
tributed to an identified or identifiable natural person or that
such attribution would require a disproportionate amount of
time, expense and effort.

Miiller-Broich, Telemediengesetz (Nomos-Kommentar, Nomos
Baden-Baden 2012), § 13 TMG.

Ibid.; Spindler & Nink in: Spindler & Schuster (eds.), Recht
der elektronischen Medien (Kommentar, Beck Miinchen 2nd ed.
2011), § 13 TMG para. 10.; Deutscher Bundestag, “Drucksa-
che 13/7385” (1997), p. 23, <http://dipbt.bundestag.de/dip21/
btd/13/073/1307385.pdf> (accessed 3 June 2013).

Directive 95/46/EC of the European Parliament and
of the Council of 24 October 1995 on the protection
of individuals with regard to the processing of per-
sonal data and on the free movement of such data,
Official Journal L 281 (23 November 1995), pp. 31-50.

§ 3a BDSG (Data reduction and data economy): Personal data
shall be collected, processed and used, and data processing
systems shall be chosen and organized in accordance with
the aim of collecting, processing and using as little personal
data as possible. In particular, personal data shall be rendered
anonymous or aliased as allowed by the purpose for which
they are collected and/or further processed, and as far as the
effort required is not disproportionate to the desired pur-
pose of protection.

Spindler & Nink (fn 25), § 13 para. 10.

BVerfGE 65, 1, 43; for an analysis of the population census de-
cision and the “invention” of the basic right to informational
self-determination, see Hornung & Schnabel, “Data protection
in Germany I: the population census decision and the right to
informational self-determination” [2009] 25 Computer Law &
Security Review 84.

BVerfGE 65, 1, 43.

Spindler & Nink (fn 25), § 13 para. 10.

See OLG Hamburg, ZUM 2009, 417 at 420 - Long Island Ice
Tea case.
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OLG Diisseldorf, MMR 2006, 618 at 620.
Spindler & Nink (fn 25), § 13 para. 10.

The ULD Schleswig-Holstein (Independent State Centre for
Privacy Protection of Schleswig-Holstein) is the office of the
Data Protection Commissioner of the German state of Schle-
swig-Holstein. The ULD is the responsible authority to enforce
data protection compliance at Facebook for data subjects in
the German state of Schleswig-Holstein. Head of the ULD and
Data Protection Commissioner of Schleswig-Holstein is Thilo
Weichert, who has held the position since September 2004.
The Commissioner is elected for a period of five years by the
parliament of Schleswig-Holstein.

ULD, “ULD issues orders against Facebook because of man-
datory real names” (17 December 2012), <https://www.dat-
enschutzzentrum.de/presse/20121217-facebook-real-names.
htm> (accessed 3 June 2013). See also Weichert, “Facebook, der
Datenschutz und die 6ffentliche Sicherheit” in Méllers & van
Ooyen (eds.), Jahrbuch 6ffentliche Sicherheit 2012/2013 (Ver-
lag fiir Polizeiwissenschaft Frankfurt 2012) p. 380.

The ULD - as the competent supervisory authority on data
protection - is entitled to issue orders to ensure compliance
with the Federal Data Protection Act (Bundesdatenschutzge-
setz - BDSG) and other data protection provisions; see § 38
V BDSG. Such orders are not unfamiliar to Facebook. As re-
cently as September 2012, the Hamburg Data Protection Com-
missioner issued an administrative order against Facebook in
relation to the face recognition feature. Facebook was ordered
to ask registered users for permission when generating and
storing biometric profiles. In February 2013, the administra-
tive proceedings were closed as Facebook was able to prove
that its face recognition feature had been disabled in Europe.
See press release of the Hamburgische Beauftragte fiir Daten-
schutz und Informationsfreiheit of 7 February 2013, <http://
www.datenschutz-hamburg.de/news/detail/article/face-
book-gesichtserkennung-verwaltungsverfahren-eingestellt.
html> (accessed 3 June 2013).

See Order of the ULD against Facebook Ireland Ltd. of 14.12.2012,
<https://www.datenschutzzentrum.de/facebook/20121214-
anordnung-fb-1td.html.

See Order of the ULD against Facebook Ireland Ltd. 0f 14.12.2012,
<https://www.datenschutzzentrum.de/facebook/20121214-
anordnung-fb-1td.html; Order of the ULD against Facebook
Inc. of 14.12.2012, available at https://www.datenschutzzen-
trum.de/facebook/20121214-anordnung-fb-inc.html> (both
accessed 3 June 2013).

In particular, the ULD applies § 1 V 2 BDSG: “This Act shall
apply in so far as a controller not located in a European Un-
ion Member State or other state party to the Agreement on
the European Economic Area collects, processes or uses per-
sonal data inside the country”. The section transposes Art. 4
I ¢) Data Protection Directive into national law.

See only Order of the ULD against Face-
book Ireland Ltd. of 14.12.2012,
<https://www.datenschutzzentrum.de/facebook/20121214-
anordnung-fb-ltd.html

See also Data Protection Commissioner, “Facebook Ireland Ltd
- Report of Audit, 21 December 2011” (2011), p. 26, <http://da-
taprotection.ie/documents/facebook%20report/final%20re-
port/report.pdf> (accessed 3 June 2013).

In this context, the ULD cited an example from the Opinion on
applicable law by the Art. 29 Data Protection Working Party,
where a social network had its headquarters in a third coun-
try and an establishment within an EU Member State. The es-
tablishment defined and implemented the policies relating
to the processing of personal data of EU residents. The social
network actively targeted residents of all EU Member States,
which formed a significant portion of its customers and rev-
enues, and installed cookies on EU users” computers (Article
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29 Data Protection Working Party, “Opinion 8/2010 on ap-
plicable law, 0836-02/10/EN, WP 179” (2010),p. 27, <http://
ec.europa.eu/justice/policies/privacy/docs/wpdocs/2010/

wp179_en.pdf> (accessed 3 June 2013)). According to the Art.
29 Data Protection WP, the applicable law will be, as set forth
in Art. 41a), the data protection law of the place of establish-
ment of the company within the EU. The ULD distinguished
the situation of Facebook Inc. and Facebook Ireland Ltd. from
the one in the example as there apparently was no evidence
that Facebook Ireland Ltd. determines the business policy of
Facebook in Europe, and in this context also determines the
purposes for which the personal data of European users are
processed (e.g. advertising, customised design of the service).

See also Appeal of the ULD against the decision of the VG Schle-
swig of 14 February 2013 relating to Facebook Inc., <https://
www.datenschutzzentrum.de/facebook/20130312-beschw-

erdebegruendung-facebook-inc.html> (accessed 3 June 2013).

Ibid, p. 12.
Tbid, p. 14.

Facebook has not yet provided the relevant agreements be-
tween Facebook Inc. and Facebook Ireland Ltd.

Appeal of the ULD against the decision of the VG Schleswig of
14 February 2013 relating to Facebook Inc. (fn 43).

ULD, “Anordnung der sofortigen Vollziehbarkeit von Unter-
sagungsverfugungen im Hinblick auf den Klarnamenzwang
bei Facebook” (2013), <https://www.datenschutzzentrum.de/
facebook/20130204-facebook-klarnamen.html> (accessed 3
June 2013), which refers to ULD, “Datenschutzrechtliche Be-
wertung der Reichweitenanalyse durch Facebook” (2011), pp.
16 et. seq., <https://www.datenschutzzentrum.de/facebook/
facebook-ap-20110819.pdf> (accessed 3 June 2013).

According to § 3 VII BDSG, which transposes Art. 2 d) Data
Protection Directive into German law, the responsible en-
tity, i.e. the controller, “is any person or body which collects,
processes or uses personal data on his, her or its or behalf, or
which commissions others to do the same”.

ULD (fn 48), para. 3.
1bid.
See Data Protection Commissioner (fn 41), p. 25.

See Order of the ULD against Facebook Ireland Ltd of
14.12.2012 (fn 39), para. B. a). Although the wording of the
German transposition of Art. 2 d) Data Protection Directive
does not explicitly mention the case of joint determination
of purposes and means of data processing, the German pro-
vision has to be interpreted as also encompassing joint con-
trol. The ULD refers in this context to Article 29 Data Protec-
tion WP, “Opinion 1/2010 on the concepts of ‘controller’ and
‘processor’, 00264/10/EN, WP 169" (2010), p. 23 <http://ec.eu-
ropa.eu/justice/policies/privacy/docs/wpdocs/2010/wp169_
en.pdf> (accessed 3 June 2013).

It seems that this wording is taken from ibid, p. 19.
Ibid.

Cf. § 2 No. 1 TMG, which transposes Art. 2 b) E-Commerce Di-
rective into German law.

A large part of the ULD’s order deals with the proportional-
ity of the ordered measures, i.e. whether the registration un-
der a pseudonym, the unlocking of blocked pseudonymous
accounts and the information of users about the possibil-
ity of pseudonymous use of Facebook are suitable and nec-
essary to protect the fundamental rights of Facebook users,
and whether they are reasonable. First of all, these measures
pursue a legitimate aim in protecting the right to informa-
tional self-determination (Art. 2 I in connection with Art. 11
of the Basic Law of Germany) of individuals who wish to use
Facebook. It also protects the user’s constitutionally guar-
anteed freedom of expression, enshrined in Art. 5 of the Ba-
sic Law: freedom of expression is affected when users must
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fear sanctions for alleged trolling. Also, the fact that only
those who registered under their real name may speak at all
was criticised for interfering with the right to informational
self-determination.

See Order of the ULD against Facebook Ireland Ltd of
14.12.2012 (fn 39), para. B. e) (2).

1bid.

Directive 2000/31/EC of the European Parliament and of the
Council of 8 June 2000 on certain legal aspects of information
society services, in particular electronic commerce, in the In-
ternal Market (“Directive on electronic commerce”), Official
Journal L 178 ,17.07.2000, pp.1 -16.

Order of the ULD against Facebook Ireland Ltd. of 14.12.2012
(fn 39), para. B. e) (4).

Hence, Facebook asked the ULD to issue all requests regarding
the real name policy to Facebook Ireland Ltd. See Order of the
ULD against Facebook Inc. of 14.12.2012, <https://www.dat-
enschutzzentrum.de/facebook/20121214-anordnung-fb-inc.
html> (accessed 3 June 2013).

An establishment in that sense requires “the effective and real
exercise of activity through stable arrangements”.

Order of the ULD against Facebook Inc. of 14.12.2012 (fn 62),
para. B. a).

A detailed analysis of Facebook’s position can be found in
ULD (fn 48), para. 3.

Ibid.

The Irish Data Protection Commissioner published a report
on its one-year-long audit procedure in December 2011 and
a “review of the report” in September 2012.

See Order of the ULD against Facebook Ireland Ltd of
14.12.2012 (fn 39), para. B. e) (2), and Data Protection Com-
missioner (fn 41), p. 136.

1bid.

See Order of the ULD against Facebook Ireland Ltd of
14.12.2012 (fn 39), para. B. e) (2).

Ibid.
Ibid.
Ibid.
1bid, para. B. e) (3).

VG Schleswig, decision of 14 February 2013 - file no. 8 B 60/12
(ULD v. Facebook Ireland Ltd), <https://www.datenschutzzen-
trum.de/facebook/Facebook-Ireland-vs-ULD-Beschluss.pdf>;
and 8 B 61/12 (ULD v. Facebook Inc.), <https://www.daten-
schutzzentrum.de/facebook/Facebook-Inc-vs-ULD-Beschluss.
pdf> (both accessed 3 June 2013).

OVG Schleswig-Holstein, decision of 22 April 2013 - file no 4
MB 10/13 (ULD v. Facebook Ireland Ltd.), <https://www.dat-
enschutzzentrum.de/facebook/20130422-ovg-beschluss-face-
book.pdf>; and 4 MB 11/13 (ULD v. Facebook Inc.), <https://
www.datenschutzzentrum.de/facebook/20130422-ovg-bes-
chluss-facebook-inc.pdf> (both accessed 3 June 2013).

1bid.

Regulation (EC) No 593/2008 of the European Parliament and
of the Council of 17 June 2008 on the law applicable to con-
tractual obligations (Rome I Regulation).

See also Carlo Piltz, “Rechtswahlfreiheit im Datenschutzre-
cht, ‘Diese Erklirung unterliegt deutschem Recht””, Kom-
munikation und Recht 2012, 645. However, there are strong
arguments in favour of the choice of law also in relation to re-
spective provisions of the BDSG and TMG as they do not only
apply between public authorities and private parties but also
between private parties as such; see LG Berlin, Decision of
06.03.2012 - case no. 16 0 551/10 (Facebook friends finder),
Kommunikation und Recht 2012, 300, and Polenz, “Die Daten-
verarbeitung durch und via Facebook auf dem Priifstand”,
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Verbraucher und Recht 2012, 209, who additionally argues
that even where there is a deriving choice of law, national
law must be applicable for consumer contracts.

Cf. only VG Schleswig, decision of 14 February 2013 - file no.
8 B 60/12 (ULD v. Facebook Ireland Ltd) (fn 75).

Ibid.

Europe-v-Facebook.org, “Response to ‘Audit’ by the Irish Of-
fice for the Data Protection Commissioner on ‘Facebook Ire-
land Ltd". (2012), p. 17, <http://www.europe-v-facebook.org/
report.pdf> (accessed 3 June 2013).

Data Protection Commissioner, “Facebook Ireland Ltd. - Re-
port of Audit 21 December 2011, Appendices” (2011), p. 213,
<http://www.dataprotection.ie/documents/facebook%20re-
port/final%20report/Appendices.pdf> (accessed 3 June 2013).

Ibid, p. 215.

Although the Irish Commissioner was satisfied that he has ju-
risdiction over the personal data processing activities of Face-
book Ireland Ltd., he emphasised in his initial audit report that
this position shall not be interpreted as asserting sole juris-
diction over the activities of Facebook in the EU; see Data Pro-
tection Commissioner (fn 41), p. 21.

Data Protection Commissioner, “Facebook Ireland Ltd. - Re-
port of Re-Audit 21 September 2012” (2012), p. 53, <http://
dataprotection.ie/documents/press/Facebook_Ireland_Au-
dit_Review_Report_21_Sept_2012.pdf> (accessed 3 June 2013).

1bid.

Ibid, p. 54.

ULD (fn 48).

Data Protection Commissioner (fn 82), p. 54 et seq.

Der Hamburgische Beauftragte fiir Datenschutz und Infor-
mationsfreiheit, “Rechtliche Bewertung der Gesichtserken-
nung und Zustindigkeit des Hamburgischen Beauftragten fiir
Datenschutz und Informationsfreiheit” (2012), p. 4, <http://
www.datenschutz-hamburg.de/fileadmin/user_upload/doc-
uments/Gutachten_Facebook-Gesichtserkennung.pdf> (ac-
cessed 3 June 2013).

The Hamburg Data Protection Commissioner also held that
Facebook Ireland Ltd. is not an establishment of Facebook
Inc. in the sense of Art. 41 a) Data Protection Directive. Order
of the Hamburgischer Beauftragter fiir den Datenschutz und
die Informationsfreiheit against Facebook of 21 September
2012 (Facebook’s face recognition), p. 17, <http://www.dat-
enschutz-hamburg.de/uploads/media/Anordnung_gegen_
Facebook_2012-09-21.pdf> (accessed 3 June 2013).

Ibid.
1bid.

Der Hamburgische Beauftragte fiir Datenschutz und In-
formationsfreiheit, Facebook Gesichtserkennung - Ver-
waltungsverfahren eingestellt (2013), <http://www.daten-
schutz-hamburg.de/fileadmin/user_upload/documents/
Presseerklaerung_2013-02-07-Facebook-Gesichtserkennung.
pdf> (accessed 3 June 2013).

See Appeal of the ULD against the decision of the VG Schle-
swig of 14 February 2013 relating to Facebook Inc., <https://
www.datenschutzzentrum.de/facebook/20130312-beschw-

erdebegruendung-facebook-inc.html> (accessed 3 June 2013).

AG Reutlingen, order of 31 October 2011 - case no.Js 18155/10
jug, Kommunikation und Recht 2012, 303 et seq.

Ibid.

Former Facebook Marketing Director, Randi Zuckerberg, ar-
gued that she thinks “anonymity on the Internet has to go
away....People behave a lot better when they have their real
names down. ... I think people hide behind anonymity and
they feel like they can say whatever they want behind closed
doors”. See Bosker, “Facebook’s Randi Zuckerberg: Anonymity
Online ‘Has To Go Away’” (27 July 2011), <http://www.huffing-
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tonpost.com/2011/07/27/randi-zuckerberg-anonymity-on-
line_n_910892.html> (accessed 3 June 2013).

Murray, Information Technology Law: The Law and Society (1st ed.
Oxford University Press 2010), p. 105.

Cassidy, Jackson & Brown, “Sticks and Stones Can Break My Bones,
But How Can Pixels Hurt Me?: Students’ Experiences with Cyber-Bul-
lying”, [2009] 30 School Psychology International 383; Mau-
reen Daly, “Is there an entitlement to anonymity? A European and
international analysis”, [2013] 35 European Intellectual Prop-
erty Review 198, 198.

For further examples, see Vamialis, “Online defamation: con-
fronting anonymity”,[2013] 21 International Journal of Law and
Information Technology 31, 61.

See Christopherson, “The positive and negative implications of
anonymity in Internet social interactions: ‘On the Internet, Nobody
Knows You're a Dog™, [2007] 23 Computers in Human Behavior
3038, 3042 with further references.

Ibid.

Joint Committee on the Draft Defamation Bill, Draft Defama-
tion Bill 2010-12, HL 203, HC 930-1, para. 102.

Cf. Eady in: Smith v. ADVFN Ltd [2008] EWHC 1797 (QB), para.
15. See also Chi En Kwan & Skoric, “Facebook bullying: An ex-
tension of battles in schools”, [2013] 29 Computers in Human
Behavior 16, 18 et seq.

Christopherson (fn 103), 3050.
Vamialis (fn 102), 31.

See video of Techonomy conference at <http://techonomy.
typepad.com/blog/2010/08/google-privacy-and-the-new-ex-
plosion-of-data.html>. The same policy was introduced by
Google in relation to Google+ (accessed 3 June 2013).

In relation to English law, cf. for example Vamialis (fn 102),
43 et seq.

This problem has also been addressed by the Joint Commit-
tee on the Draft Defamation Bill, Draft Defamation Bill 2010-
12, HL 203, HC 930-1, para. 100.

Cf. Arts. 12 to 15 E-Commerce Directive .

Cho, “Real Name Verification Law on the Internet - A Poison
or Cure for Piracy?” (2011), p. 3, <http://weis2011.econin-
fosec.org/papers/Real%20Name%20Verification%20Law%20
on%20the%20Internet%20-%20A%20Poison%200r%20Cu.pdf>
(accessed 3 June 2013).

1bid, p.5.

1bid, pp. 9 et seq.

Chosun Media, “Real-Name Online Registration to Be Scrapped”
(30 December 2011), <http://english.chosun.com/site/data/
html_dir/2011/12/30/2011123001526.html> (accessed 3 June
2013).

Ibid.

Ferenstein, “Surprisingly Good Evidence That Real Name Policies
Fail To Improve Comments” (29 July 2012), <http://techcrunch.
com/2012/07/29/surprisingly-good-evidence-that-re-
al-name-policies-fail-to-improve-comments/> (accessed 3
June 2013).

Data Protection Commissioner (fn 41), p. 137.

Ibid.

Mishna and others, “Risk factors for involvement in cyber bullying:
victims, bullies and bully-victims”, [2012] 34 Children and Youth
Services Review 63, 64 with further references.

Mungin, “Bullied Canadian teen leaves behind chilling You-
Tube video” (13 October 2012), <http://edition.cnn.
com/2012/10/12/world/americas/canada-teen-bullying>
(accessed 3 June 2013).

Chi En Kwan & Skoric (fn 106), 24.
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dex.php> (accessed 3 June 2013).

Chander, “Facebookistan, Introduction to the North Carolina Law
Review Symposium , Social Networks and the Law”, [2012] 90 North
Carolina Law Review 1807, 1822.

For example, see Facebook key facts, <http://newsroom.
fb.com/key-facts> (accessed 3 June 2013).

European Commission, “Proposal for a Regulation of the Eu-
ropean Parliament and of the Council on the protection of
individuals with regard to the processing of personal data
and on the free movement of such data (General Data Protec-
tion Regulation), COM(2012) 11 final” (3 February 2012), p. 12,
<http://ec.europa.eu/justice/data-protection/document/re-
view2012/com_2012_11_en.pdf> (accessed 3 June 2013). Art.
51 of the proposed Regulation sets out the competences of
the supervisory authorities. The general rule, based on Art. 28
VI of Directive 95/46/EC (competency on the territory of its
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petence as lead authority in case a controller or processor is
established in several Member States.
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and Home Affairs, “Draft Report on the proposal for a regu-
lation of the European Parliament and of the Council on the
protection of individual with regard to the processing of per-
sonal data and on the free movement of such data (General
Data Protection Regulation), COM(2012)0011 - C7-0025/2012
-2012/0011(COD)” (2012), pp. 162 et seq., <http://www.eu-
roparl.europa.eu/meetdocs/2009_2014/documents/libe/
pr/922/922387/922387en.pdf> (accessed 3 June 2013).
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to Find Out” (31 January 2012), <http://www.nytimes.
com/2012/02/01/technology/riding-personal-data-face-
book-is-going-public.html?pagewanted=all&_r=0~> (accessed
3 June 2013).

See Facebook’s data usage policy, “IV. How advertising and
Sponsored Stories work” (last revised 11 December 2012),
<https://www.facebook.com/full_data_use_policy> (accessed
3 June 2013).

Tbid.
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Abstract: This article provides a legal and eco-
nomic analysis of private copying levies in the EU,
against the background of the Copyright Directive
(2001/29), a number of recent rulings by the Euro-
pean Court of Justice and the recommendations
presented by mediator Vitorino earlier this year. It
concludes that notwithstanding these rulings and
recommendations, there remains a lack of concor-
dance on the relevance of contractual stipulations
and digital rights management technologies (DRM)
for setting levies, and the concept of harm. While Mr
Vitorino and AG Sharpston (in the Opinion preced-
ing VG Wort v. Kyocera) use different lines of reason-
ing to argue that levies raised on authorised copies
would lead to double payment, the Court of Justice's
decision in VG Wort v. Kyacera seems to conclude
that such copies should nonetheless be levied. If lev-
ies are to provide fair compensation for harm result-
ing from acts of private copying, economic analysis
suggests one should distinguish between various
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kinds of private copies and take account of the extent
to which the value said copies have for consumers
can be priced into the purchase. Given the availability
of DRM (including technical protection measures), the
possibility of such indirect appropriation leads to the
conclusion that the harm from most kinds of private
copies is de minimis and gives no cause for levies. The
user value of copies from unauthorised sources (e.g.
from torrent networks or cyber lockers), on the other
hand, cannot be appropriated indirectly by righthold-
ers. It is, however, an open question in references for
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private copying exception or limitation and can thus
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A. Introduction’

1 In1965, Germany was the first country to introduce a
private copying (PC) levy on sound and video record-
ing equipment, following landmark decisions by the
German Federal Supreme Court between 1955 and
1964, namely in the Grundig Reporter? and Personalaus-
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weise’ cases. In the ensuing decades, many countries
followed suit and levies were introduced on a variety
of recording or copying devices and blank media. At
the present day, most countries within the European
Union (EU) have some form of copyright levies, as
well as the United States, Canada, Russia and several
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countries in Latin America and Africa. In Asia, Japan
is the only country with copyright levies.’

PC levies have long been one of the most hotly de-
bated topics in EU copyright law and policy. It is a
common area for discussion between rightholders,
collective rights management organizations (CMOs),
the consumer electronics and ICT industries and
even consumer representative associations. At the
EU level, PC levies have been on the harmonization
agenda since the 1988 Green Paper on Copyright and
the Challenge of Technology® and, following stake-
holder consultations (in 2006 and 2008)” and the 2011
IPR Strategy,® remain an “on-going initiative” of D.G.
MARKT.’

Notwithstanding the perennial attention for levies,
in 2013 a number of developments came together
which could lead to a leap forward in this debate. In
January of this year, Mr Anténio Vitorino, appointed
in late 2011 by Internal Market Commissioner Mi-
chael Barnier as mediator to lead a stakeholder di-
alogue in this field, delivered his recommendations
on the matter (hereinafter, the “Recommenda-
tions”).’ The Commission has made clear that re-
form in this field is necessary from the single market
perspective and presented the Recommendations as
“non-binding provisions”."* However, despite these
having merited discussion in the latest “competitive-
ness” meeting of the Council of the EU, there is no
indication of legislative action in the field for 2013,
as previously promised for 2012 in the IPR Strategy.'

This institutional backdrop is complemented by a
confusing extant legal regime at the European level
- namely, in what concerns the rules of the Copy-
right Directive on fair compensation for the private
use exception or limitation®® - which has spawned
not only a number of divergent national implemen-
tations, but also a considerable number of European
Court of Justice (ECJ) judgements and (a multitude
of) pending preliminary references from national
courts on the interpretation of said provisions.*

This article explores the current EU secondary law
landscape on PC levies, with a special emphasis on
the economic analysis of some of its most disputed
issues, such as the correct definition of the concept
of harm, the effect of authorisation acts by right-
holders and the application of digital rights manage-
ment (DRM) technology - in particular, technolog-
ical protection measures (TPMs) - on the condition
of fair compensation and its calculation, as well as
its relationship with unauthorised file sharing on
the Internet.

In order to so, following this introduction, Part B
provides a detailed and updated legal background
on the framework of rules applicable to PC under
the acquis communautaire.’ It examines the relevant
legal provisions in the Copyright Directive, as well
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as the recitals commonly used to interpret them. It
goes on to examine the multiple EC] judgements that
have attempted to fill gaps in the legal regime and
interpret the provisions in question. This is comple-
mented by a succinct overview of forthcoming ECJ
cases that will address some of the remaining and
still controversial aspects. Part C critically exam-
ines the Vitorino Recommendations against the ex-
tant legal regime and interpretation thereof by the
ECJ, as well as economic arguments, thus highlight-
ing its virtues and shortcomings. Part D facilitates
the transition to economic analysis by establishing
the baseline of the application of PC levies in Europe.
Part E conducts the economic analysis proper. It
provides a typology of PC acts, examines the concept
of harm against that of indirect appropriability, and
discusses the effect of DRM in the PC exception or
limitation as well as in the calculation of levies. Part
F concludes that the case for levies to compensate for
harm caused by “classical” private copies is gradu-
ally diminishing as the utility consumers derive from
offline private copies can to a large extent be appro-
priated indirectly. The choice not to apply TPMs is
nowadays a rational choice that, from an economic
perspective, should not be treated differently from
the choice to apply TPMs or any other sort of DRM.

Mapping the legal background

The legal framework

The purpose of this part is to provide an updated
overview of the legal framework applicable to PC at
the secondary law level in the EU. As such, this part
does not attempt an in-depth analysis of all the di-
mensions and nuances of the legal regime of this ex-
ception or limitation. This mapping exercise intends
to shed light on some of the most relevant problems
with extant legal rules, so as to subsequently intro-
duce economic arguments that can assist in its elu-
cidation. With that objective, this part looks first at
the legal context of the exception, followed by an
examination of its requirements.!¢

The context of the private copying
exception or limitation

Secondary European copyright law is constituted
by a body of directives aimed at harmonizing the
field, the so-called acquis communautaire. Under the
acquis, it is possible to identify economic substan-
tive rights that are either exclusive or non-exclu-
sive, in the sense that they do not entitle righthold-
ers to prohibit a specific use but merely to a claim
for remuneration or compensation.
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The Copyright Directive, which implemented the
WIPO Internet Treaties,"” horizontally harmonized
several economic rights - reproduction, communi-
cation/making available to the public and distribu-
tion - and adjusted them to the digital age.’®* The
reproduction right is granted both to authors and
related rights owners. Performers and broadcasters
have a specific right of first fixation," meaning that
the general reproduction right applies only to the
reproductions of those fixations.?® The relevant in-
ternational treaty provisions referring to this exclu-
sive right? clarify that it applies without restriction
in the digital environment - arguably including all
forms of incidental, transient or technical copies.?
Similarly, the Copyright Directive’s reproduction
right increasingly applies to online dissemination
of content, of which reproduction is an essential con-
stituent. Such a broad interpretation is clear not only
from the letter of Article 2 but also from ECJ deci-
sions dealing with its scope, which seem to apply an
expansive reading of the concept of reproduction,”
coupled with a likewise ample concept of protectable
subject matter (the “work”, understood horizontally
as the “author’s own intellectual creation”).*

Notwithstanding, (primary) exclusive rights in the
dacquis are in certain instances limited in their scope
by the application of non-exclusive (secondary)
rights and, where relevant, accompanying excep-
tions or limitations. Non-exclusive rights can be con-
ceptually divided into myriad disperse harmonized
rights of remuneration or fair compensation.?

Because PC involves acts of reproduction, it calls
into application Article 2 of the Copyright Direc-
tive. This provision contemplates a broad exclusive
right,? covering all digital reproduction acts made
over the Internet, except transient copies; the lat-
ter are exempted by the sole mandatory exception/
limitation in the Directive - Article 5(1)? - the main
purpose of which is to enable transmission by Inter-
net service providers or lawful use by end-users.”
All remaining twenty exceptions or limitations in
the Directive - which are listed exhaustively in Ar-
ticle 5(2)-(4) - are optional, including that for PC.»
These optional exceptions apply to the reproduction
right,® the distribution right** and the rights of com-
munication/making available to the public.”* Where
Member States chose to implement such optional
exceptions, certain provisions are conditional upon
the grant of fair compensation - Article 5(2) (a), (b)
and (e) - while others do not come with such con-
ditions, though it is possible that national law pro-
vides for such compensation.®* Furthermore, all ex-
ceptions are subject to the Directive’s version of the
three-step test in Article 5(5).*

Jipitec

207

2.

12

13

14

15

The requirements of the private
copying exception or limitation

This Article focuses on the right to fair compensa-
tion for reproductions covered by the PC exception
or limitation. This right is prescribed for in Article
5(2)(b) of the Copyright Directive, which states that:

[... MJember States may provide for exceptions or limitations
to the reproduction right [...] in respect of reproductions on
any medium made by a natural person for private use and
for ends that are neither directly nor indirectly commercial,
on condition that the rightholders receive fair compensation
which takes account of the application or non-application of
technological measures referred to in Article 6 to the work or

subject-matter concerned.

It is fundamental to understand the basics of the
meaning and scope of this exception, so as to high-
light the problems that underlie PC levy systems.*
For that purpose, the following paragraphs will look
at the legal requirements for PC, as they result from
the text of the Directive and its Recitals.

First, its scope encompasses reproductions made on
all technologies and media - whether analogue or
digital.** Second, it applies to acts of reproduction
of all subject matter (despite Recital 38 mentioning
solely audio, visual and audio-visual material), with
the exclusion of computer programs and databases.”

Third, the exception is purpose-bound in the sense
that it applies only for private use and for non-com-
mercial ends. Although there is no definition of what
“private” is in the Copyright Directive, there is rough
consensus that the beneficiaries of this provision
must be natural persons making reproductions for
their personal purposes and within the private sphere
which, depending on the national implementation,
may include a broader or narrower circle of (close)
family and friends.”® This would mean, in principle,
that other related but potentially broader concepts
in national law - such as “personal use” and “own
use” (which may include professional and commer-
cial use) - fall outside the scope of the provision.*®
Also, given that only reproductions by a natural per-
son are allowed, acts carried out by the latter on be-
half of a legal person are not exempted.* However,
this does not mean that reproductions made by nat-
ural persons on behalf of another individual and/or
for her private use are not allowed (as long as with
non-commercial purpose), as these might fall in the
private use category.” More problematic is the case
of third-party copying by a legal person acting as a
commercial provider that facilitates PC by a natu-
ral person for private purposes; here, it seems that
Member States must regulate the effect of the in-
tervention of intermediaries and service providers
in the reproduction act.”? To be sure, such leeway
has led to divergent national implementations on
the issue of third-party copying.” This brief sketch
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is enough to highlight the potential legal certainty
challenges facing national courts in defining what
“private” means in this context, especially in light
of its potential expansion in the digital environment
(e.g. within social networking platforms) and in op-
position to a dynamic concept of public in the acquis.*

Closely related to the private nature of the use is
another cumulative requirement as to the purpose
of the reproduction: it cannot be for directly or indi-
rectly commercial ends.*> Again, the scope of this re-
quirement is not made clear by the wording of the
Directive and is further confused by the fact that -
whilst private acts are by definition non-commer-
cial - non-commercial acts can fail the qualification
as private.® Put differently: in mathematical terms,
private acts are a subset of the set of non-commer-
cial acts. The definition of commercial can encom-
pass a wide range of meanings - from “commercial”,
“economic”, “for profit”, “business” and the like -
while the scope of non-commerciality is complex to
define, especially in connection to online uses.”” At
the very least, it seems that the term commercial can-
not be a synonym for economic, let alone welfare eco-
nomic. This is because a PC exception excluding all
welfare economic significant uses would be devoid
of meaning and scope, as every PC act bears such a
significance or consumers would not engage in them.
Beyond that, it seems difficult to clearly define the
scope of commerciality here. National legislators
and courts have attempted to do so by setting forth
subjective and objective criteria: the infringing in-
tent of the copier (actual or constructive knowledge,
linked to the profit-making aim) and the definition
of a specific number of copies beyond which PC is
not acceptable.® It is, however, difficult to trans-
pose these criteria to define indirect commercial-
ity in digital PC.*

Fourth, where the national legislator implements
a PC exception or limitation, such an implementa-
tion must be accompanied by the provision of fair
compensation, aimed at compensating authors for
the harm caused by unauthorised reproductions.
The meaning and scope of this requirement, as in-
terpreted by the ECJ, are discussed in greater de-
tail below.®

However, it bears mentioning from the outset Recital
35, which states that fair compensation is aimed at
compensating rightholders “adequately for the use
made of their protected works”. It adds that the de-
termination of the “form, detailed arrangements and
possible level of such fair compensation” must take
into consideration the “particular circumstances of
each case”. These should be evaluated according to
several criteria, with a valuable one being the “pos-
sible harm to the rightholders resulting from the
actin question”. The recital goes on to address cases
where rightholders have already received payment
in a form other than the fair compensation (e.g. via

Jipitec

208

19

20

21

Joost Poort and Joao Pedro Quintais

a license fee), raising the possibility that such cases
might not give rise to separate (and hence double)
payment. Regarding the level of fair compensation,
“full account” must be taken of the “degree” of TPM
usage; furthermore, in “certain situations where the
prejudice to the rightholder would be minimal” (de
minimis), no obligation to pay fair compensation may
arise.” This recital, by linking fair compensation to
a notion of harm, distinguishes it from the concept
of equitable remuneration,* which is based on the
value of the use in trade.”

Pursuant to Article 5(2)(b), the method for calcula-
tion of the amount of fair compensation must take
into account whether the rightholder of the work or
subject matter susceptible of reproduction has ap-
plied to the same any TPMs referred to in Article 6
of the Directive. This article instructs Member States
to provide adequate legal protection against the cir-
cumvention of any effective TPMs, i.e. “any technol-
ogy, device or component that, in the normal course
of its operation, is designed to prevent or restrict
acts, in respect of works or other subject-matter,
which are not authorized by the rightholder”.* TPMs
are effective when they provide rightholders control
over the access to the work or to a use thereof.”® Ac-
cess controls are measures for protection of the work,
such as encryption, scrambling or other transforma-
tion. Use controls refer to mechanisms that prevent,
e.g., copies of the work from being made. The legal
protection of TPMs is afforded both against circum-
vention and preparatory acts.*

Member States may limit the legal protection of
TPMs by implementing mandatory measures regard-
ing acts of circumvention in case rightholders do not
implement such measures voluntarily. This is to en-
sure that rightholders make available to the PC ben-
eficiary the means of benefiting from the exception
(to the extent necessary for that purpose), where that
beneficiary has legal access to the work concerned.” If le-
gal access is a necessary requirement, it seems that
the limitative measures in question can only target
copy control TPMs. However, such measures cannot
be triggered (i) if rightholders have already made PC
acts possible, or (ii) vis-a-vis copy control TPMs that
limit the number of reproductions made by users in
accordance with such provisions.* Both voluntary
and mandatory TPMs are afforded legal protection.®

Recital 52 clarifies the Directive’s preference for
the adoption of voluntary measures by rightholders,
which Member States should promote; where no vol-
untary measures are taken, these should be imposed
on rightholders, under the terms described above.
Any measures (voluntary or imposed) must not only
respect rightholders’ entitlement to use TPMs, but
also “the condition of fair compensation under that
provision and the possible differentiation between
various conditions of use in accordance with Arti-
cle 5(5)”.%
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Furthermore, the Copyright Directive introduces a
special rule for licensed interactive on-demand ser-
vices.®! According to the same, Member States are
not allowed to implement measures limiting the ef-
fect of TPMs for purposes of enabling PC if the work
in question is made available online for interactive on
demand transmission on agreed contractual terms.®* This
allows for the elimination of the possibility to en-
gage in PC by end-users where (i) the work is made
available online, (ii) subject to specific licensing
terms prohibiting those acts and (iii) accompanied
by TPMs preventing them.

The principle at work here is that TPMs can theoret-
ically be used to prevent or control acts of digital re-
production and subject them to additional payment
by users (even where such acts would otherwise be
lawful), a fact that would make indirect payment
through a levy system unwarranted, insofar as there
would be no unauthorised reproduction act and no
harm to compensate.® To be sure, these consider-
ations have raised an important discussion on the
possibility of the “phasing-out” of PC levies in the
digital environment.*

ECJ case law

The ECJ has ruled on the definition of fair compensa-
tion for PC in Article 5(2)(b) of the Copyright Direc-
tive in Padawan,” Stichting de Thuiskopie®® and, more
recently, in joined Cases VG Wort v. Kyocera® (pre-
ceded by an Opinion by A.G. Sharpston®) and Ama-
zon.com v. Austro-Mechana.® The combination of these
four rulings provides a blueprint of fundamental as-
pects of the PC legal regime and fills some of its gaps,
namely those relating to the meaning and scope of
the concept of fair compensation, the criterion of
harm, the effect of rightholders” authorisation and
TPM application in the right to fair compensation.
This section looks in sequence at these topics.

Conversely, because it is outside of the questions ex-
amined herein, this article will not look at the parts
of these judgements dealing with the liability and ef-
fective burden of compensation. Regarding this topic, it
is sufficient to point out the general rule that, since
the relevant harm is (likely) caused by the natural
person engaging in PC acts, it is in principle this per-
son that should be liable for financing the applicable
fair compensation.” In practice, however, the identi-
fication of these end-users, the enforcement of this
obligation and the minimal nature of each use are
too complex and cumbersome.” The Copyright Di-
rective recognizes as much, by allowing exceptions
to the principle, such as the exemption from pay-
ment in cases of de minimis uses (cf. Recital 35, in fine)
and, with the objective of financing fair compensa-
tion, the adoption of systems of PC levies (cf. Recital
38), imposed not on end-users but on intermediar-
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ies who either make digital reproduction equipment,
devices and media available to the first or provide
them with copying services.”? Following this logic,
Padawan has elucidated that PC levies cannot be ap-
plied indiscriminately to digital reproduction equip-
ment/devices/media which are (i) not made avail-
able to private users, and (ii) reserved to uses with
a different purpose than PC.”

Fair compensation as an
autonomous concept of EU law
and an unwaivable right

No provision in the Copyright Directive makes ref-
erence to national laws in connection with the
meaning and scope of the concept of “fair compen-
sation”.”* As such, both the need for uniform applica-
tion of EU law and the principle of equality demand
that the secondary law provision be given an EU-
wide independent and uniform interpretation, tak-
ing into consideration both its context and the ob-
jective of the specific legislative instrument.”

In that light, as with equitable remuneration, the
concept of fair compensation must be deemed an
autonomous EU law concept, subject to uniform in-
terpretation in countries that have implemented the
exception.’ This assessment is in line with the Copy-
right Directive’s objective of facilitating a harmo-
nized framework on copyright and related rights
(by establishing a high level of protection) and
safeguarding competition in the internal market,
for which a uniform interpretation of EU law is re-
quired. This much is noted in Recital 32, which men-
tions the need for the coherent application of excep-
tions or limitations with the objective of ensuring a
functioning internal market.”” Such coherent appli-
cation, however, must be made against another of
the Directive’s objectives, notably that of striking
a “fair balance of rights and interests between the
different categories of rightholders”, as well as be-
tween these and users.”

Furthermore, in light of the objectives of the Copy-
right Directive and the context of Article 5(2)(b),
which impose an obligation of result on Member
States, the Court has noted that the EU legislator did
“not wish to allow the persons concerned to be able
to waive payment of that compensation to them”.”
In supporting this view, the Court relies on system-
atic interpretation of the acquis, drawing compari-
sons between the right of fair compensation and that
of unwaivable equitable remuneration for rental.®®
In the Court’s view, for the right to be interpreted as
waivable, there would have to be an express refer-
ence in the Directive’s text; as there is not, the right
of fair compensation is unwaivable.®* In other words,
if the Directive imposes on Member States an obliga-
tion of result regarding the actual recovery of a fair
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compensation,® this obligation “proves conceptually
irreconcilable with the possibility for a rightholder
to waive that fair compensation”.®*

The criterion of harm

The autonomy and uniformity of this concept are
to be understood without prejudice to the power of
Member States to determine, in light of applicable
EU law, “the form, detailed arrangements for financ-
ing and collection, and the level of that fair com-
pensation”.® Recitals 35 and 38 of the Copyright Di-
rective are indicative of the EU legislator’s intent to
create a system designed at adequately compensat-
ing rightholders for the likely harm resulting from
unauthorised acts of reproduction.®

As per the Court of Justice, both the notion and level
of “fair compensation” have a connection to the cri-
terion of harm suffered by the rightholders result-
ing from the introduction of the private use excep-
tion or limitation, meaning that this concept must
be perceived “as recompense for the harm suffered
by the author”,* and that its calculation should be
based on said criterion.”’

It should be noted that, while the Copyright Direc-
tive qualifies this harm as resulting from the act in
question, i.e. the unauthorised reproduction (cf.
Recital 35), the Court of Justice qualifies this harm
(also) as that resulting from the introduction of the ex-
ception or limitation, a distinction with relevant eco-
nomic consequences.®® This point is addressed in
greater detail below.*

The effect of (explicit or implicit)
authorisation in the right
to fair compensation

On the topic of the effect of explicit or implicit au-
thorisation in the right to fair compensation, VG
Wort v. Kyocera basically states that, where end-user
acts fall within the scope of an exception or limita-
tion, any authorisation of the same by righthold-
ers is irrelevant for application or calculation of fair
compensation.”

The Court’s reasoning can be summarized as fol-
lows. First, Member States can implement Article
5(2) and (3) either via the legal mechanisms of ex-
ceptions (a broader exclusion of exclusive rights) or
limitations (a more restricted casuistic exclusion of
certain acts from the scope of exclusive rights).” In
both instances, either the Directive requires that
some exceptions or limitations are accompanied by
fair compensation or Member States opt to do so0.”
Where fair compensation is provided for, it must be
based on the harm caused to rightholders by unau-
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thorised reproductions. When particular reproduc-
tion acts fall within the scope of a compensated ex-
ception or limitation, such uses are possible despite
authorisation by rightholders. Consequently, any au-
thorisation by rightholders of the same “is devoid of
legal effects under the law of that State” and cannot
impact the harm caused by the reproduction.”® This
in turn means that these authorisations cannot be
taken into consideration when calculating the level
of fair compensation.* This understanding, it should
be emphasized, represents a significant departure
from the status quo in many Member States’ levy
systems, which take into consideration such authori-
sation to either eliminate levies in certain cases or
substantially limit their amount.

On this point, the Court strays from A.G. Sharpston’s
Opinion. Although the Opinion shares the same basic
understanding, the A.G. qualifies her position in light
of the interpretation that “the legislature clearly in-
tended there to be some possibility for contractual
arrangements to coexist with such exceptions and
limitations”.” The Directive not being clear, Member
States should enjoy a level of discretion, which in-
cludes the possibility of rightholders either renounc-
ing the claim for fair compensation or making their
works available through contractual arrangements
that price such fair compensation for future copy-
ing into the transaction; in either case, no fair com-
pensation from PC levies is due for these acts (as
the same would, quite curiously, be “exhausted”).”
A similar outcome (although following a different
logic) results from the Vitorino Recommendations,
analysed below.””

The Court’s ruling on this point raises concerns that,
in many instances of digital PC, end-users will now
be subject to double payment: the amount paid for a
licensed use (which already prices into the purchase
subsequent acts of digital copying by the user); and
alevy, which must be calculated as if no digital copy-
ing is priced into the purchase of a work. At least two
arguments can be raised to potentially limit this neg-
ative consequence of the Court’s judgement.

The first is that the Court recognizes the relevance
of the application of TPMs on the calculation of the
levy, such as to allow an indirect adjustment of the
levy rate which reduces the impact of the double
payment problem. Second, many instances where
levies are not being collected on the basis that sub-
sequent digital copying is priced into the license or
purchase (e.g. Apple’s iTunes) will likely fall squarely
under the provision of Article 6(4), fourth subpara-
graph of the Copyright Directive. This provision,
noted above, can be interpreted as allowing the con-
tractual overridability of the PC exception or limita-
tion for works made available online, with copy con-
trol TPMs and subject to a licensing agreement. In
such cases, it can be argued that there is effectively
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no PC act and therefore no levy to be paid. Conse-
quently, no risk of double payment arises.

The effect of TPM application in the
condition of fair compensation

As noted above, Article 5(2)(b) of the Copyright Di-
rective demands that fair compensation take account
of the application or non-application of TPMs to the
copied works. Recital 35 further provides that “full
account” must be taken of the “degree” of TPM usage
vis-a-vis determining the level of fair compensation.

When interpreting these provisions, the Court notes
that TPMs are meant to allow rightholders to re-
strict the practice of unauthorised acts by end-us-
ers, whilst the PC exception or limitation is designed
as a legislative permission for unauthorised repro-
duction acts.®® As such, it is for the Member States
to define the proper scope of PC, which should be
done also by the encouragement and regulation of
the voluntary application of TPMs by rightholders.
In other words, the application of TPMs helps de-
limit the scope of PC. It is that delimited scope that
forms the basis for the calculation of fair compen-
sation. In this light and due to the voluntary nature
of TPMs, even where these are available but not ap-
plied, the condition of fair compensation must re-
main applicable.” Member States may nonetheless
adjust the level of fair compensation in light of the
application of TPMs, thus encouraging its voluntary
adoption and better application of the exception or
limitation.'®

Again, the Court’s judgement seems to stray away
from A.G. Sharpston’s Opinion, which believes this
to be a matter of policy not clarified by the Directive,
thus being up to Member States to decide whether
and to what extent fair compensation should be pro-
vided for where TPMs are available to but not applied
by rightholders.! It now seems that Member States
can only decide the extent of fair compensation.

Colouring the remaining legal
landscape: forthcoming ECJ
case law (brief reference)

However clarifying the above-mentioned ECJ case
law was, it has nonetheless left in its wake a patch-
work harmonization of the PC exception/limitation.
In fact, not only has there been an institutional effort
to further harmonize this field - as noted by the me-
diation process leading to the Vitorino Recommen-
dations - but it has also caused the ECJ to be flooded
with multiple references for preliminary rulings.
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At the time of writing, rulings are awaited in UPC
Telekabel v. Constantin Film,"** Copydan Bandkopi v.
Nokia ' and ACI Adam and Others v. Stichting de Thuis-
kopie.’* These cases address some of the issues still
unresolved by the above legal framework and case
law.

Copydan Béndkopi v. Nokia examines the concept of
“fair compensation” in relation to levies on memory
cards for mobile phones; it further addresses a mul-
titude of related questions that read like a “treatise”
on PC.'* The latter relate to topics such as the sub-
sistence of the right to fair compensation for repro-
ductions made from various sources (e.g. paid and
gratis licensed content, DRM-ed and non-DRM-ed
content, subsequent copies from third-party copies,
lawful and unlawful Internet copies), the adequate
consideration of the application of TPMs, the scope
of the de minimis exemption, and the correct articu-
lation of concepts of “fair balance” (cf. Recital 31 of
the Copyright Directive) and “fair compensation” in
the selection of levy targets. %

The issue of the (un)lawful nature of the source
of the copies from which the relevant reproduc-
tions are made features prominently in ACI Adam
and Others v. Stichting de Thuiskopie, which further-
more inquires as to the effect of the application of
the three-step test (Art. 5(5)) on the scope of PC and
its articulation with the Enforcement Directive.*’

For its part, UPC Telekabel v. Constantin Film tackles the
issue of the nature of the source of the copy through
the lens of the interpretation of Article 8(3) of the
Copyright Directive, on the application of injunc-
tions against intermediaries (here: Internet Service
Providers) whose services are used by users of in-
fringing content made available online. %

The quantity and depth of the above requests for
preliminary rulings will quite likely yield rulings
that clarify most of the (many) questionable issues
surrounding PC in the EU. Maybe for that reason,
the Vitorino Recommendations analysed below shy
away from some of the important issues raised in
such requests, such as the nature of the source of the
copy'® or even the full impact of TPM application in
the assessment of fair compensation, which has in
the meantime been addressed in VG Wort v. Kyocera.**®

. The Vitorino Recommendations

The Recommendations, published on 31 January
2013, are relevant not only for their institutional
weight, but mostly because they provide an adequate
mapping of significant points of contention within
the levies debate. They have furthermore been qual-
ified as “non-binding provisions” on PC levies by the
Commission.*!
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In order to be properly understood, the Recom-
mendations must be read in light of both the then-
pending requests for preliminary rulings by the ECJ
(mentioned above) and the mediator’s baseline un-
derstanding of key issues of the PC legal framework
and debate. The latter can be inferred from his in-
troductory remarks in the document.*? First, Mr Vi-
torino believes that none of the currently proposed
alternatives justify the “phasing out” of hardware-
based levies.'® Second, the link between the PC ben-
eficiaries causing the “harm” and those liable for
financing fair compensation “should not be sev-
ered”.!* Third, online business models are shifting
from ownership to access-based models, leading to
a future decrease in the level of levies collected.’s
In fact, where rightholders are remunerated via li-
censing agreements for uses through (typically DRM-
ed) “online services” covering reproduction of their
works, imposition of levies would configure a dou-
ble payment. (This assumption, however, seems to
have been challenged in the meantime by VG Wort
v. Kyocera.) As such, the focus of the Recommenda-
tions is squarely placed on the “consistency, effec-
tiveness and legitimacy” of current levy systems.!*¢

The Recommendations are divided into two clusters:
the first addresses new business models, licensed
services and the PC exception or limitation;'” the
second is directed at levy systems in the internal
market.!® The following sections look at both clus-
ters in sequence, focusing on those recommenda-
tions that are aimed at PC and the issues raised by
the previous analysis of its legal framework.

On new business models, licensed
services and private copying

In this context, Mr Vitorino basically offers one rec-
ommendation regarding the clarification that end-
user copies made for private purposes in the context
of licensed services (by rightholders) cannot be con-
sidered to cause any harm giving rise to additional
remuneration in the form PC levies."

Although the current business market for online ser-
vices is dynamic and evolving, Mr Vitorino identi-
fies a tendency for comprehensive offers to consum-
ers, comprising multiple features (device portability,
synchronization, cloud “storage and matching”,
playlist sharing, etc.), for the most part falling out-
side the scope of the PC exception; as such, the argu-
ment goes, the lawful operation of these complex ac-
cess-based services requires licensing agreements.!?

If that assessment is true, the question then becomes
how to qualify end-user copies made for private pur-
poses under licensed services. Such a qualification
depends on whether the rightholder’s consent for PC
acts is valid. If invalid, the use falls under the excep-
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tion or limitation and (unless de minimis) should give
rise to payment of fair compensation. Mr Vitorino
considers the consent to be valid without explicitly
laying out his legal arguments, instead echoing dif-
ferent stakeholders’ opinions.'?' Such opinions can
be structured as follows: a rightholder’s authorisa-
tion for private use does not equate to the contrac-
tual overridability of the exception or limitation; it
is instead a contractual disposition of an already ex-
empted act; therefore, the rightholder is entitled to
grant such authorisation against whichever coun-
ter performance is deemed adequate. The logical
conclusion of this argument, and one which Vito-
rino endorses, is that PC acts so authorised (i.e. made
in the context of a licensed service) will cause no
“harm” and therefore give rise to no claim for fair
compensation.'#

It is noteworthy that A.G. Sharpston’s Opinion, pre-
ceding the Court’s judgement in VG Wort v. Kyoc-
era, reaches a similar conclusion on this precise is-
sue, albeit following a different reasoning.’ A.G.
Sharpston argues for the validity of national laws
allowing rightholders to either “renounce any claim
to fair compensation or make their works available
for copying subject to contractual arrangements”,
thus enabling them to receive fair compensation in
advance for future acts of PC; in either case, such
rightholders would have no claim for fair compen-
sation, which should be deemed “exhausted”.’* As
noted above, the Court in VG Wort v. Kyocera took a
different view, clearly stating that any authorisation
of an act encompassed in the scope of a PC exception
or limitation is void of legal effects and thus has no
bearing on the fair compensation owed.’?

Mr Vitorino’s interpretation rests on a belief in on-
line service providers’ ability to cater to market
needs via direct licensing. In this context, the me-
diator recognizes that a CMO-enabled private or-
dering regime may hinder authors and performers,
due to their lack of bargaining power in negotiations
with corporate rightholders, a fact often leading to
the latter acquiring all economic rights on works
and benefiting from direct licensing practices. Not-
withstanding, he argues that these issues are not the
province of the PC levies framework, and should in-
stead be addressed in the forum of contract and la-
bour law, as well as collective rights management.'?

In sum, Mr Vitorino argues that licensed copies
should not give rise to PC levies, as that would lead
to double payment. This solution is supported by Re-
citals 35 and 45 of the Copyright Directive (opening
the door for contractual stipulation in this field) and
by the ECJ rulings in Padawan and Stichting de Thuis-
kopie, which link fair compensation to “harm” caused
by unauthorised reproduction. Put differently, autho-
rised uses cause no harm requiring (fair) compensa-
tion. Although the conclusion is legally sound, Mr Vi-
torino’s road to reach it is criticisable, insofar as it
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rests on an assumption of a universal licensing re-
quirement for modern multi-feature service offers
to end-users. This pro-licensing approach, increas-
ingly advocated by the Commission for the online
use of copyrighted works (as transpires from its “Li-
censes for Europe” initiative'?’), represents a policy
trend whose effect is to endorse a restriction to the
scope of the PC exception or limitation. A restric-
tion of this magnitude may be legally questionable,
on the grounds that it goes beyond ECJ interpreta-
tion of the PC exception’s scope, especially post-VG
Wort v. Kyocera, thus raising questions of legal uncer-
tainty. It also opens the door to some normative dis-
cussion on the justification of this exception in light
of current contractual and technological possibilities
in the digital realm.

On levy systems in the Internal
Market and in particular
the concept of harm

In what concerns levy systems in the internal mar-
ket, Mr Vitorino’s departure point is that, pursu-
ant to Padawan, the sole condition for the “levi-
ability” of products is their technical capability to
make (or store) copies.’?® Beyond this condition,
Member States (and not the EU legislator) should
decide which products to levy, according to their
specificities.'” Notwithstanding, and with respect
for the principles of subsidiarity and proportional-
ity, levy systems should be reconciled with Internal
Market objectives.!* Several recommendations are
advanced in this context, aimed at providing spe-
cific solutions to existing “cross-border issues” con-
nected with the divergent application of the PC re-
gimes. For the purposes of this article, these can be
divided into recommendations that do not focus on
the concept of harm, and those that do focus on that
concept.’!

The first group of recommendations is of reduced
interest to our inquiry, as it relates to levy systems
in the Internal Market in general. First, it is recom-
mended that levies are collected “in cross-border
transactions in the Member State in which the final
customer resides”."*? Second, the mediator addresses
concerns with double payments in cross-border sales
and payment liability, by presenting an alternative
proposition: either (i) “liability for paying levies should
be shifted...to the retailer’s level while simplifying the levy
tariff system and obliging manufacturers and importers
to inform collecting societies about their transactions con-
cerning goods subject to alevy”, or (ii) “clear and predict-
able ex ante exemption schemes should be established.”***
Third, it is recommended that levies “be made vis-
ible for the final customer”."* In the context of the
adoption of ex-ante exemptions from payment by
manufacturers/importers, a parallel solution would
be imposing this transparency obligation through-
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out the sales chain.'* Finally, Mr Vitorino recom-
mends that the tariff-setting process be improved
and made transparent, that equal representation of
all stakeholders be implemented, and that the pro-
cess be subject to supervision by national authorities
(at interim and/or final level).13¢ Furthermore, it is
suggested that levy-setting decisions should be sub-
ject tojudicial review, preferably under specific pro-
cedural rules, ensuring fast decisions and clearly de-
fining the effective date of application of the rate.'

Turning to the concept of harm, Mr Vitorino believes
that, in order to achieve coherence in the levy-set-
ting process, it is necessary to define “*harm’ uni-
formly across the EU as the value consumers attach
to the additional copies in question (lost profit)”, and
provide a “procedural framework that would reduce
complexity, guarantee objectiveness and ensure the
observance of strict time-limits”.!*®

In this respect, it is rightly noted that the notion of
“harm” caused to authors for PC purposes is subject
to different interpretations. Harm is both a valuable
(cf. Recital 35 of the Copyright Directive) and neces-
sary (cf. Padawan) criterion for calculating fair com-
pensation.’® What is not mentioned in the Recom-
mendations is that, while Recital 35 discusses the
harm resulting from the act of PC, Padawan shifts that
interpretation to the harm resulting from the intro-
duction of the exception or limitation. In any event, Mr
Vitorino believes this concept requires uniform in-
terpretation (similarly to the related concept of fair
compensation), providing a clear link to the amounts
levied.!

To that avail, he proposes to “look at the situation
which would have occurred had the exception not
been in place” and concretely “assess the value that
consumers attach to the additional copies of lawfully
acquired content that they make for their personal
use.”* This “would allow the estimate of losses in-
curred by rightholders due to lost licensing oppor-
tunities (‘economic harm’), i.e. the additional pay-
ment they would have received for these additional
copies if there were no exception”; in most cases,
“this amount would neither reach the level compa-
rable to the value of the initial copy nor would it be
so negligible that it could be completely ignored”.
142 To make this definition workable, “it would be
necessary to assess not the actual number of copies
made but rather the hypothetical (lower) number of
copies that could have been licensed in the absence
of the exception”.* It is thus “fair and reasonable”,
Mr Vitorino continues, to “compensate righthold-
ers precisely for lost income opportunities, e.g. via
the licence agreements they would have concluded
if there were no exception”, and “for the level of
compensation to reflect the actual value attached
by consumers to such additional ‘private’ copies”.!*
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There are several possible criticisms to Mr Vitori-
no’s proposed interpretation of the concept of harm,
both from the economic and legal standpoints. The
first relates to the identification of “the value that
consumers attach to the additional copies”, which in
economic terms is in principle the entire consumer
surplus of private copies, to “lost profit”. Absent the
PC exception, even very refined pricing schemes for
licences would not be able to appropriate the en-
tire consumer surplus and turn it in to revenues for
rightholders. As such, the rightholders’” “economic
harm” as defined by Mr Vitorino should not, from
the economic standpoint, be understood as the value
that consumers attach to their private copies, as said
amount will be in excess of that which would re-
sult even from the normal exploitation of exclusive
rights through sophisticated price discrimination
models.

Second, using the criteria of the hypothetical situ-
ation “which would have occurred had the excep-
tion not been in place” introduces the complex ques-
tion of whether consumer behaviour would really be
much different with or without a PC exception. Be-
sides justifications based on fundamental rights such
as privacy, this exception is to a large extent based
on market failure considerations linked to high
transaction costs in connection to the enforcement
of previously mass infringing uses.* To the best of
the authors’ knowledge, there is no convincing em-
pirical evidence that, in countries where no PC ex-
ceptions have been introduced (such as the UK, al-
though implementation of a narrow uncompensated
PC exception is forthcoming'*), fewer private cop-
ies are made. To be sure, this is an empirical ques-
tion. However, it is submitted that lacking the rele-
vant data, it becomes nearly impossible to establish
a realistic baseline from which to calculate harm.

Third, and related, Mr Vitorino’s definition of harm
seems to conflate the concepts of lost profits and lost
licensing opportunities. This is made clear by the ap-
plication of his hypothetical-scenario logic in the
context of infringement of exclusive rights. In this
scenario, an infringing practice (e.g. unauthorised
reproduction) could trigger the payment of dam-
ages. Under the Enforcement Directive, it is possi-
ble to calculate damages for either lost profits or lost
licensing opportunities.’*’ Very briefly, lost profits
are a primary method for the calculation of dam-
ages appropriate to the actual prejudice suffered by
rightholders as a result of the infringement, consti-
tuting an example of the negative economic conse-
quences of such acts.'® However, the Enforcement
Directive allows for an alternative possibility of cal-
culating damages, namely by setting them as “as a
lump sum on the basis of elements such as at least
the amount of royalties or fees which would have been
due if the infringer had requested authorisation to
use the intellectual property right in question”.!*
This latter possibility bears a strong resemblance to
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Mr Vitorino’s definition of lost licensing opportu-
nities. It is therefore prima facie difficult to under-
stand his concept of lost profits as the basis of cal-
culation of the PC harm.

Moreover, PC is an exception or limitation, meaning
that relevant challenges arise when applying meth-
ods of calculation native to the infringement of ex-
clusive rights. Chief among these is the fact that,
contrary to the case of PC, it is possible in the con-
text of exclusive rights to calculate lost licensing op-
portunities precisely with reference to information
from previous licensing agreements (where these
exist) that would encompass the uses in question.
Such licensing agreements do not exist for PC pur-
poses and one should be cautious in taking into con-
sideration agreements for equivalent uses under ex-
clusive rights, as their pricing does not reflect the
infringer’s unwillingness to license at this price. Con-
sequently, levies set according to this method could
lead to higher amounts paid by end-users.

Another issue relates to the definition of economic
harm as reflecting lost licensing opportunities for
subsequent copies of “lawfully acquired content”.*°
This concept is not specified further by Mr Vitorino,
and thus it is not possible to discern whether it is
meant to apply to copies from content lawfully pur-
chased, rented, streamed or downloaded (either sub-
ject to DRM, contractual conditions, payment or nei-
ther) or otherwise accessed. Assuming the concept
is sufficiently broad to cover all the aforementioned
variations, it implies that only PC acts from a law-
ful (or lawfully accessed) “source” are relevant for
purposes of calculating fair compensation. Where
national laws do not contain a qualification of this
type, it is arguable that all PC acts fall within the
scope of the exception or limitation, irrespective of
the nature of the source or the access.”* However,
several European countries do contain provisions of
this type.’*2 In these countries, any copies from con-
tent unlawfully acquired, accessed or made available
(e.g. in many cases, file sharing of torrent networks,
newsgroups, social networks or cyber lockers) are
deemed not covered by the exception and thus not
exempted acts of PC. In that scenario, it seems to
follow that no fair compensation is due, as the acts
in question constitute instances of copyright in-
fringement. That much results from Mr Vitorino’s
argumentation. Notwithstanding, such an interpre-
tation, especially where restricted to instances of
content lawfully acquired strictu sensu, if harmonized
at the EU level brings with it the risk that a signifi-
cant portion of current online uses - namely, acts of
download not covered by licensed services - would
be deemed infringing. This will not only raise en-
forcement costs, but also reduce the scope of the PC
exception and potentially diminish the amount of
revenues generated by levies. Those direct conse-
quences will bring related concerns of privacy risks
caused by additional enforcement, criminalization
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of an increasing number of end-users and, in gen-
eral, reduced scope for innovation that depends on
the “breathing space” provided by private acts of
online reproduction, mostly related to “dynamic”
or “creative” PC."*

It is expected that this issue is dealt with in detail
by the ECJ in the aforementioned ECJ references for
preliminary rulings, which encompass many poten-
tial configurations of the unlawful source/access of/
to the copies giving rise to subsequent private and
non-commercial acts of reproduction.

A final criticism relates to Mr Vitorino’s understand-
ing that “the ‘harm’ which is subject to fair compen-
sation arises not from one single copy but from a
number of a natural person’s activities which, taken
together, amount to relevant ‘harm’ caused to right-
holders”; as such, it cannot be qualified as de mini-
mis.’* By itself, this raises great legal uncertainty.
No clarification is provided on multiple issues, such
as where to draw the line for acts to be considered
jointly. What are the relevant acts to be aggregated
(those of a consumer regarding a specific work, by a
specific rightholder, or all works of the same right-
holder)? What is the relevant period of time for cal-
culation of aggregate uses? Moreover, even if a broad
interpretation on these points is professed so as to
secure that a levy system is operational and effec-
tive, it then becomes nearly impossible to define the
scope of de minimis uses.’*> Perhaps a reasonable way
to address this uncertainty is to focus on each lev-
ied device or blank media, instead of each user. Con-
sequently, calculation through aggregation of uses
would be admissible for PC made in each such de-
vice of media over its lifetime. Where PC acts for
each device or media (even when taken together) are
minimal, no levy should be due. If Internet connec-
tions were to be levied instead of devices, the con-
sequences of applying this logic would be different.

PC levies in practice in the EU

Following the Copyright Directive, 22 out of 27 EU
Member States have introduced levy systems.!* As
technology used for consuming and storing music
and audio-visual material changes rapidly, so do the
devices and media levied. All 22 EU countries that
introduced PC levies apply these to blank CDs and
DVDs. A majority also have levies on memory cards,
MP3 players and hard disc DVD recorders. In addi-
tion, a number of countries have levies on external
hard drives, PCs, tablet computers and smartphones.
Game consoles are generally exempted, as the Copy-
right Directive does not apply to software.'

There are also massive differences in the levels of PC
levies. For example, for a blank CD, nominal levies
range from € 0.009 in the Czech Republic to € 0.35 in
France. Alternatively, several countries have levies
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relative to the price of media, ranging from 1.25%
in Bulgaria to 6% in Greece. For devices such as MP3
players, nominal levies often depend on the stor-
age capacity. For a 32-GB player, levies range from €
1.42 in Latvia, to € 22.52 in Hungary. Levies for hard-
disk DVD recorders range as high as € 50 in France.'*®

Figure 1 gives the revenues collected per capita in
2010 in several EU Member States. Revenues per cap-
ita range from less than € 0.01 in Bulgaria to nearly
€ 3 in France and Germany. For all EU Member States
taken together, revenues totalled about € 648 million
in 2010."*° As a result of rapidly changing technology
used for storing and copying content, in combina-
tion with a tradition of litigation over the incorpora-
tion of new media and devices in levy schemes, rev-
enues tend to vary over time. An upward driver is
the rapidly increasing storage capacity of most de-
vices, which implies that revenues based on a fixed
amount per MB or GB increase rapidly in time. A
downward driver is the dynamic nature of the con-
sumer electronics market. For instance, the use of
blank CDs and DVDs has plummeted as they are sub-
stituted by USB sticks and memory cards. Likewise,
the market for MP3 players is being cannibalized by
smartphones.
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Figure 1: Private copying levies collected in 2010
(€ per capita)

Source: Based on WIPO, International Survey on Private Cop-
ying: Law& Practice 2012. Geneva, Switzerland: World In-
tellectual Property Organization (2012), pp. 13-14.
Notes: Within the EU, no PC levies exist (at the date of
writing) in Cyprus, Ireland, Luxembourg, Malta and the
UK; no data is available for Slovenia and Estonia.
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70 Having provided a detailed account of the legal back-
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ground and EC]J interpretation of the PC exception
or limitation, as well as a brief overview of the em-
pirical data on PC levies in the EU, this part will now
overlay on the previous legal and empirical blueprint
an economic perspective on PC levies, which is often
foreign to the legal debate in this field. The focus will
be on the definition of types of PC, the articulation
of the concept of harm with the economic notion of
indirect appropriability and the application of TPMs.

Types of private copying

Article 5(2)(b) of the Copyright Directive is phrased
in a very generic way with respect to the types and
purpose of private copies: as long as such copies are
made by a natural person for private non-commer-
cial use, they can fall under the exception, provided
rightholders receive fair compensation. From an
economic point of view, however, it is useful to dis-
tinguish various types of private copies, as they will
have different values for consumers, and any harm
for rightholders due to lost sales (or lost licensing
opportunities) will also differ between these types.
For these analytical purposes, the following typol-
ogy is proposed:**

a  Making copies of broadcasted works for time
shifting, such as storing radio or TV content on
arecording device to watch it another time and
if desired repeatedly;

b Making “clone copies” of or “format shifting” CDs,
DVDs and media files, or storing streaming au-
dio and video for offline playback (also known
as stream “ripping” or “capture”);

¢ Making clone copies or format shifting to share
works with members of your household, family

and friends;'¢!
d  Making clone copies or format shifting of works
from media rented or borrowed from libraries or

commercial renters;

e Making backup copies of works;

f Downloading and storing works from unauthor-

ised sources on the Internet (and making subse-
quent copies thereof).

Typically, private copies of type (a)-(e) are allowed
under the PC exception or limitation. However, types
(b)-(e) may in practice be prohibited or restricted by
TPMs and licence or rental agreements. According
to a recent WIPO survey, downloading from unau-
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thorised sources on the Internet (f) is prohibited in
most EU Member States.!®?

There are relevant economic differences between all
these types of copies. Copies of type (a) and (b) en-
hance the utility that consumers derive from their
legitimate purchase or subscription. It enables them
to consume this content at a more convenient time
or place, on a more practical device or without carry-
ing discs and devices around. For instance, they can
keep a copy of their favourite CDs in their car or va-
cation home or play them on their computer, smart-
phone or MP3 player. Time-shifting also enables
them to skip advertisements in TV programmes, ei-
ther manually or by using built-in features in digital
video recorders (DVRs) or software. Copies of type (c)
and (d) are different from the former in that they ex-
tend the circle of consumers who derive utility from
an original unit of content.'®® Unauthorised down-
loading (f) resembles the former types, with the no-
table difference that the extended circle of consum-
ers is anonymous and potentially unlimited. Backup
copies (e) do not provide utility directly but act as an
insurance against mishaps.

Harm and indirect appropriability

These differences are relevant in light of the harm
that PC may cause to copyright holders and the con-
cept of indirect appropriability. This term refers to the
economic mechanism according to which, under cer-
tain conditions, the demand for originals will reflect
the value that consumers place on both the originals
and subsequent copies they may make. Hence, the
value of PC can be priced into the initial purchase
and by doing so, this value is indirectly appropriated. 1f
copyright levies should be understood as a compen-
sation for harm caused by PC, as is the case at least
according to EU law, it is important to analyse the
economics behind this harm more closely.

A seminal contribution to this issue is provided
by Stan Liebowitz, who studied the effect of pho-
tocopying on the demand for journals.!* He found
that “publishers can indirectly appropriate revenues
from users who do not directly purchase journals
and that photocopying has not harmed journal pub-
lishers”.165 The value consumers (or scholars) derive
from copies contributes to the willingness of librar-
ies to pay. Hence, publishers end up selling fewer
originals at a higher price, which may even raise
profits. If the number of copies per original differs
substantially, such indirect appropriability depends on
the ability to price-discriminate: charging a higher
price for users who are likely to enable extensive
copying while preventing arbitrage through a sec-
ondary market or other ways to circumvent price
discrimination. In practice, this is done by a higher
price for libraries and a lower price for individuals.
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In general, selling fewer originals at a higher price
introduces two opposing effects which may lead to
both higher and lower profits. This issue was further
studied by Besen and Kirby, who model PC while dis-
tinguishing (i) the extent to which originals and cop-
ies are perfect substitutes, and (ii) whether PC has
constant or increasing marginal costs.’* Increasing
marginal costs may not only stem from the technol-
ogy itself, but also from the “costs” of organizing
the copying process within sharing groups. Besen
and Kirby conclude that the effect of PC on con-
sumer and producer surplus and total welfare de-
pend strongly on the assumptions about substitut-
ability and the costs of copying. When the marginal
costs of copying are constant, copies will be distrib-
uted at marginal costs and the value of copies can-
not be appropriated. The introduction of (relatively
cheap) copying technology will then lower the price
of originals and profits will decline subsequently.
Consumer surplus will increase, while the effect on
total welfare is ambiguous. If the marginal costs of
copies are increasing, copying leads to fewer originals
sold at a higher price: indirect appropriability. Be-
sen and Kirby conclude that the effect on welfare will
depend on whether or not copying is cheaper than
producing originals: “in the case where the size of
the sharing group is fixed, consumer and producer
welfare generally increase when copying is efficient
and decline when it is not. When the costs of both
originals and copies are low, however, producers will
generally lose and consumers will gain from the in-
troduction of copying.”'¢’

The scenario of constant (near-zero) marginal costs
of copying resembles the situation of unauthorised
file sharing over the Internet (type (f) above), even
though such file sharing did not occur when Besen
and Kirby wrote their paper. Their analysis implies
that indirect appropriability is not feasible in the
face of online file sharing. This also follows from the
fact that the number of copies generated per orig-
inal sold may differ immensely. Some CDs will not
be copied at all, while others will be ripped and up-
loaded to torrent sites to be seeded to millions of us-
ers. This complicates price discrimination.

The scenario of increasing marginal costs will apply
to all types of PC except for unauthorised file shar-
ing and may or may not cause harm, depending on
the costs and value of copies in comparison to that
of originals and the size of sharing groups. Copying
may cause no harm at all to copyright holders, but
copies may also become competitors to the origi-
nals, constraining the price the copyright holder can
charge and reducing profits substantially.'®

Empirical testing of the net effect of PC on profits
is lacking. Surveys carried out in the context of the
levy-setting process in various countries typically
focus on the number of private copies and the self-
reported substitution rate'® and ignore the effect

Jipitec

217

80

81

82

of PC on the demand for the first original and the
complex dynamics of indirect appropriability. The
net effect can be expected to differ for the various
types of PC discussed above. As mentioned there,
private copies of types (a), (b) and (e) do not extend
the circle of consumers that derive utility from an
original unit of content. No “copying groups” are
formed in which copies become competitors to the
original. Some additional sales could be foregone as
aresult of such copying, for instance when a person
would have bought his favourite CD twice to play it
at home and in his car. But to the extent that con-
sumers can roughly anticipate their copying behav-
iour, the option to copy can be priced into the initial
purchase by rightholders. Put differently, the demand
curve for originals will reflect the expected utility
derived from such private copies. This is an impor-
tant notion, as it means that in such a case a copy-
right levy that charges “the value that consumers
attach to the additional copies”, as Mr Vitorino sug-
gests, would lead to double payment.\”

On the other hand, the demand curve will not re-
flect the utility of unforeseen copying possibilities:
in the first decade after the introduction of the CD,
consumers would not have expected the possibility
that twenty years later, they would be able to make
perfect copies of CDs within their home, let alone rip
500 CDs into a portable device the size of a matchbox.
Hence, the utility they derive from copying and rip-
ping these CDs will not have been reflected in their
initial purchase at the time."”*

Turning to copies shared within one’s household,
and with family and friends (type (c)), the aforemen-
tioned models of Besen and Kirby and Varian are
more likely to apply, and PC might be harmful to
copyright holders even though some of the addi-
tional utility can be appropriated indirectly. This is
partly due to the fact that the size of such copying
groups is variable and price discrimination accord-
ing to group size is not possible. The utility of copies
of type (d) could in theory be appropriated indirectly
by setting the appropriate rental prices, unless re-
strictions put on the rental price from a public ser-
vice perspective prohibit doing so.

To summarize the economic perspective, the util-
ity downloaders derive from unauthorised file shar-
ing cannot be priced into the initial purchase. For
other types of PC, these benefits can to a large ex-
tent be appropriated by using smart pricing, de-
pending on the cost structures. For time shifting, for-
mat shifting and clone copying for personal use, this is
likely to be the case almost entirely - after an initial
shock wave caused by the introduction of cheap dig-
ital copying and ripping technology for consumers.
Now that both consumers and producers are aware
of this technology, indirect appropriability will ap-
ply and harm will be minimal. In such cases, lev-
ies aimed at compensating for this minimal harm
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are ill-advised, given the administrative and trans-
action costs they incur and their potential effect to
take away incentives for smart pricing.

For copies made within the accepted circle of family and
friends, on the other hand, indirect appropriation
may not be sufficiently possible (e.g. due to varying
sharing group size) and harm from such private cop-
ies may well occur. However, the problems result-
ing from the latter for a PC perspective will greatly
depend on the definition of the scope of what uses
can be qualified as private under the exception (as
all sharing acts outside that scope are deemed copy-
right infringement and, thus, not to be dealt with in
the PC regime).

The application of DRM

As a preliminary point, it should be noted that the
term DRM encompasses both TPMs - e.g. access and
copy control measures (Art. 6 of the Copyright Direc-
tive) - and electronic rights management informa-
tion - such as fingerprinting or watermarking, also
known as “social DRM” (Art. 7 of the same Directive).
Furthermore, most economics literature applicable
to PC levies either does not make the distinction and
uses the term interchangeably or uses it solely to
mean TPMs.'” The distinction is relevant insofar as
legal rules regulating the effect of these measures
on the scope of PC and the calculation of levies men-
tion solely TPMs.'”® Consequently, all arguments on
the impact of other types of DRM on the amount of
levies must be construed as economic (and norma-
tive) by nature. The following paragraphs adopt the
broad use of the term DRM, making the distinction
with TPMs where relevant.

Koelman points out that DRM increases the oppor-
tunities copyright holders have to appropriate the
additional utility derived from PC."” This is in line
with remarks in the Copyright Directive on the “ap-
plication or non-application” of TPMs and Mr Vito-
rino’s recommendation that licenced copies do not
require additional remuneration by a levy. However,
the distinction between the “application or non-ap-
plication of technological measures” is not as binary
as it may seem at first glance. Due to its rich vari-
ety, DRM can be applied with the aim of making any
kind of copy impossible, even clone copies or for-
mat shifts (type (b)) and backups (type (e)). Or it can
be applied in a slightly more lenient way, allowing
consumers to make a certain number of copies to
other devices and carriers. In the case of social DRM,
the aim of which is to discourage the distribution of
private copies outside a circle of family and friends,
copies found on file-sharing sites can be traced back
to the original purchaser against whom action could
be taken. In practice, several flavours of DRM coex-
ist, sometimes even for the same title: consumers
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can choose the kind of DRM they are willing to ac-
cept and pay the corresponding price.

Many believe that DRM did not and will likely not
eradicate all unlicensed copying. As Steve Jobs stated
in 2007: “DRM (systems) haven’t worked, and may
never work to halt music piracy.”” The technical
and privacy issues that make strict enforcement
problematic and give rise to copyright levies in the
first place have not disappeared with the introduc-
tion of DRM. Nevertheless, various kinds of DRM are
now available to give copyright holders at least a
firmer grip on copying and more opportunities for
price discrimination and indirect appropriation.
Against this background, the decision not to apply
DRM should also be considered. When consumers
started copying and sharing CDs on a large scale, for
instance, record labels introduced DRM on CDs, and
until 2007, all digital music files bought from Ap-
ple’s iTunes store also contained DRM technology
to prevent copying.’’° However, consumers did not
appreciate the way in which DRM got in the way of
supposedly legitimate uses. For instance, DRM some-
times caused computers to crash, which was a nui-
sance to people trying to play an audio CD with their
computer, even without trying to copy it. Also, the
use of DRM prevented consumers from format shift-
ing, such as ripping their own CD collection onto
their MP3 player. Thus, DRM “impose[s] costs on le-
gal users who have no intentions of doing anything
illegal”.””

Therefore, the use of DRM (and in particular TPMs)
may create a disutility for consumers and have a
negative effect on the demand for originals. For ex-
ample, consumers who only play music from a hard
drive or on their phone may stop buying CDs if TPMs
prohibit them to rip these. DRM may even cause con-
sumers to revert to TPM-free content from illegal
sources.'”s Over the last few years, the music industry
moved away from using DRM.'”” From an economic
point of view, this should be a rational choice. Indeed
Sinha et al. find that “the music industry can benefit
from removing DRM” and that “a DRM-free environ-
ment enhances both consumer and producer welfare
by increasing the demand for legitimate products as
well as consumers’ willingness to pay for these prod-
ucts”.® Therefore, the choice not to use TPMs should
be perceived as a rational choice in the spectrum
ranging from more to less restrictive DRM technol-
ogies that are currently available.

Now that rightholders have these options, it makes
no longer sense for copyright levies to draw a sharp
line between the application and non-application
of TPMs as the Copyright Directive seems to sug-
gest. The choice not to use TPMs or any other kind
of DRM (where they are available) should no more
entitle copyright holders to compensation than the
choice to use restrictive TPMs. There seems to be le-
gal room to accommodate this economic argument.
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For example, Hugenholtz et al. propose that “lev-
ies are to be phased out not in function of actual
use, but of availability of technical measures on the
market place.”'®! The point is that the decision not
to apply TPMs but less restrictive DRM or no mea-
sures at all will enhance the value of the original to
the initial consumer. This will increase consumers’
average willingness to pay, which implies the en-
hanced value of the original can (at least partially)
be appropriated indirectly. Therefore, while TPM
technology is widely available, its non-application
or the application of less restrictive DRM is in many
instances in the best interest of both consumers and
rightholders.

The Court’s decision in VG Wort v. Kyocera seems
oblivious to these considerations by preventing that
the availability of TPMs is considered by itself as rea-
son sufficient to eliminate any fair compensation to
rightholders.®2 Notwithstanding, Member States re-
tain a wide discretionary margin in defining the ex-
tent of fair compensation where TPMs are available
but not applied. From a legal standpoint, such dis-
cretion must be exercised and, one might argue, on
the basis of solid economic reasoning and evidence.
Consequently, consideration should be given to the
multiple types of TPMs available to rightholders that
allow price discrimination and enable indirect ap-
propriability, under the terms described above. Fur-
thermore, nothing seems to prevent (although there
is no legal imposition to do so) Member States from
extending such consideration to other types of DRM
that fulfil similar functions, thus allowing for a more
holistic approach to the calculation of the applica-
ble levies.

Finally, harm from PC cannot be equated to harm
caused by the possible introduction of a PC excep-
tion or limitation to copyright. As pointed out above,
consumers’ PC behaviour is to a large extent inde-
pendent of its legal status, since enforcement is
problematic. These acts occur with or without an
enabling legal exception or limitation. Much of any
harm from PC would thus not be the result of the in-
troduction of such an exception. This implies that
the suggestion, both in Padawan and in Mr Vitori-
no’s Recommendations, to base compensation on the
harm caused by the introduction of the PC exception,
could leave copyright holders empty-handed. Conse-
quently, it would make more sense for rightholders
to more closely follow the letter of Recital 35 of the
Copyright Directive and have fair compensation be
calculated on the basis of the “use made of their pro-
tected works or other subject matter”. If the above
arguments on indirect appropriability and the eco-
nomic analysis of the concept of harm are adopted
by national legislators, rightholders would have eco-
nomic logic on their side in doing so.
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Conclusions

Copyright levies have been introduced to compen-
sate rightholders for the harm caused by PC. How-
ever, economic analysis has shown that the utility
consumers derive from offline private copies can
to a large extent be appropriated indirectly. Hence,
the harm caused by these acts will be substantially
smaller than the utility consumers derive from pri-
vate copies or even the sales forgone by such copy-
ing. For private copies that do not lead to a prolifer-
ation of content - for example, time shifting, format
shifting and backup copies - there may be no harm
at all, provided consumers are aware of these copy-
ing possibilities at the time of their initial purchase.

TPMs, less restrictive DRM and innovative pricing
schemes have improved the possibilities for copy-
right holders to appropriate the value of private cop-
ies. Therefore, charging levies for copies that are
licenced by rightholders would lead to double pay-
ment. The Court of Justice’s decision in VG Wort v.
Kyocera ignores this economic reasoning and the in-
herent link between contractual arrangements and
DRM availability. By denying legal effects to acts
of authorisation within the scope of PC, the Court
opens the door for levying related goods in addition to
license fees; to be sure, this is detrimental to consum-
ers, who will ultimately bear the burden of payment
of both. Moreover, the choice not to apply TPMs is
nowadays a rational choice that, from an economic
perspective, should not be treated differently from
the choice to apply TPMs (or any other sort of DRM
for that matter). Altogether, the case for levies to
compensate for harm caused by “classical” private
copies is gradually diminishing.

The argument of indirect appropriability does not
apply to private reproductions made in the context
of unauthorised online file sharing, as there is no re-
lation between the uploader (including any unlaw-
ful content provider) and the downloader and the
number of copies made from an original will vary
dramatically. It is an open question in references
for preliminary rulings pending at the Court of Jus-
tice (in Constantin Filmverleih v. UPC Telekabel, Copydan
Béndkopi v. Nokia and ACI Adam and Others v. Stichting
de Thuiskopie) whether EU legislation allows levies
to account for the harm caused by copies from con-
tent unlawfully accessed or from an unlawful source.
If the question is answered in the affirmative, copy-
right levies will continue to have a sound economic
basis within the EU. If not, as already happens to dif-
ferent extents in various Member States, the result-
ing narrow scope of the PC exception or limitation
will provide an increasingly weaker economic case
for levies in the digital age.

Parts of this article are based on: Poort,: “Chapter 21: Copyright

levies”, in: Handbook of the Digital Creative Economy, Towse, &
Handke (eds.), Edward Elgar (forthcoming 2013). The authors
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tive” makes reference to uses covered by the making availa-
ble right under Art. 3 of the Copyright Directive.

“Agreed contractual terms” in this context seems to have a
broad construction and likely applies also to standard form
contracts such as typical online end-user license agreements.
See Walter & Von Lewinski, supra note 16, p. 1074, (n. 482).
For a more restrictive view, arguing for the application of the
provision solely to negotiated and agreed terms, see Guibault,
Westkamp, et al.; Study on the Implementation and Effect in Mem-
ber States’ laws of Directive 2001/29/EC on the Harmonisation of
Certain Aspects of Copyright and Related Rights in the Informa-
tion Society, report to the European Commission, DG Internal Mar-
ket (February 2007), p.112 (“the exception to the main rule
of article 6(4) of the Directive could be interpreted as apply-
ing only in respect of the supply of online services for which
the contracting parties have negotiated the terms of use...”).

See van Eechoud, Hugenholtz, et al.; supra note 37, p. 118,
raising the possibility that, for cases where the application of
TPMs makes PC activities impossible or near impossible (e.g.
copy controls on DVDs), no compensation should be claimed
as it would be unjustified.

See Hugenholtz, Guibault, & Van Geffen, “The Future of Levies
in a Digital Environment”, Institute for Information Law (March
2003), passim, and Van Eechoud, Hugenholtz, et al.; supra note
37, p. 118. Contra the argument that the Directive provides
for automatic phasing out of levies, see Walter & Von Lewin-
ski, supra note 16, p.1034.

See ECJ, Case 467/08, Padawan SL v. SGAE, [2011] ECDR 1
[Padawan],

See ECJ, Case 462/09, Stichting de Thuiskopie v. Opus Sup-
plies Deutschland GmbH, [2011] 3 C.M.L.R. [Stichting de Thu-
iskopie], passim.

Joined ECJ, Cases C-457/11, C-458/11,C-459/11, C-460/11, Ver-
wertungsgesellschaft Wort (VG Wort) v. KYOCERA Document
Solutions Deutschland GmbH and Others, Canon Deutschland
GmbH and Fujitsu Technology Solutions GmbH, and Hewl-
ett-Packard GmbH v. Verwertungsgesellschaft Wort (VG
Wort), [2013] 1-00000 [VG Wort v. Kyocera]. This judgement
results from references for a preliminary ruling from the Bun-
desgerichtshof (Germany) made in the context of proceedings
between a German collecting society (VG Wort) and several
intermediary suppliers (Kyocera, Epson, Xerox, Fujitsu and
Hewlett Packard) concerning the compensation to be paid to
the first by the latter as a consequence of the placement on
the market of devices capable of copying, such as printers,
plotters and personal computers

Opinion of Advocate General Sharpston delivered on 24 Jan-
uary 2013, Joined Cases C-457/11, C-458/11, C-459/11 and
C-460/11 [A.G. Sharpston Opinion].

See ECJ, Case C-521/11, Amazon.com International Sales Inc.
and Others v. Austro-Mechana Gesellschaft zur Wahrneh-
mung mechanisch-musikalischer Urheberrechte Gesellschaft
m.b.H., [2013] 1-00000 [Amazon.com v. Austro-Mechana]. This
judgement deals with the interpretation of “fair compensa-
tion” in the context of a national levy scheme that targets
all recording media, irrespective of their purposive use, but
provides debtors with an (enforceable) right of ex post reim-
bursement against the CMOs collecting where the levied me-
dia is exported before it is sold to consumers. See also Opin-
ion of Advocate General Paolo Mengozzi delivered on 7 March
2013, Case C-521/11.

See Padawan, paras. 44-45.
Id. para. 46.

1d. noting that the referred intermediaries are responsible for
discharging the private copying levy.

Id. para. 57, referring that the incompatibility with the Copy-
right Directive occurs when the levy is applied to equipment/
devices/media “clearly reserved for uses other than private
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copying” (emphasis added). Stichting de Thuiskopie tested
this rule in the context of cross-border sales within the EU of
equipment/devices/media through distance-selling arrange-
ments, elucidating that the relevant harm occurs in the terri-
tory of residence of the end-user. See Stichting de Thuiskopie,
para. 35. Amazon.com v. Austro-Mechana clarified inter alia
that indiscriminate application of the levy is only admissible
subject to a specific set of cumulative conditions, including
the provision of an enforceable right of reimbursement of the
intermediary first placing a recorded media on the market.
See Amazon.com v. Austro-Mechana, paras. 16-37.

See Padawan, para. 31.
Id. para. 32. See also: ECJ, Case 327/82, Ekro [1984] ECR 107,

para. 11; ECJ, Case 287/98, Linster, [2000] ECR I-6917, para. 43;
and ECJ, Case 523/07 A, [2009] ECR 1-2805, para. 34.

See Padawan, paras. 32 and 37, applying by analogy to the
concept of “equitable remuneration” in Art. 8(2) of the Rental
Right Directive. See also Sena, para. 24.

See Padawan, paras. 34-35. See also Premier League, para. 186,
identifying the principal objective of the Copyright Directive
as the establishment of a “high level of protection of authors,
allowing them to obtain an appropriate reward for the use of
their works”. See also ECJ, Case 510/10, DR and TV2 Danmark,
[2012] ECR 1-00000, para. 35.

See Recital 31 of the Copyright Directive. For the use of the
fair balance criteria in Recital 31 within the context of the
Court’s systematic interpretation of provisions in the direc-
tive, see Painer, para. 132.

See ECJ, Case 277/10, Luksan, [2012] ECR 1-00000 [Luksan],
para. 100.

1d. para. 102.

Id. paras. 104-105.

See Stichting de Thuiskopie, para. 34.
See Luksan, para. 106.

See Padawan, para. 7.

Id. paras. 39-41. Recital 38 allows Member States, in the con-
text of analogue PC, to keep in place or introduce “remu-
neration schemes to compensate for the prejudice to right-
holders”, as these would only have a negligible impact on
the functioning of the internal market. Conversely, digital
PC, due to its likelihood “to be more widespread and have a
greater economic impact”, requires fair compensation to be
assessed differently.

See Padawan, para. 40, and Stichting de Thuiskopie, para. 24.
See Padawan, para. 42.

See B.IL

See discussion at C.II, E.Il and E.IIIL.

See VG Wort v. Kyocera, para. 40

1d. paras. 34-35

1d. para. 36.

Id. paras 37-39.

1d. paras 37-39.

A.G. Sharpston Opinion, para. 119.

Id. paras 119-121 and 137, fourth indent.

See Part C. This is namely the case of the recommendation
that copies made by “end users for private purposes in the
context of a service that has been licensed by rightholders do
not cause any harm that would require additional remunera-
tion in the form of private copying levies”.

See VG Wort v. Kyocera, paras. 48-52.
Id. paras. 48-57.

100 Id. para 58.
101 A.G. Sharpston Opinion, para. 104.
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The Levy Runs Dry

Reference for a preliminary ruling from the Oberster Gericht-
shof (Austria) lodged on 29 June 2012, Case C-314/12, UPC Tel-
ekabel Wien GmbH v. Constantin Film Verleih GmbH, Munich
(Germany), Wega Filmproduktionsgesellschaft mbH [UPC Tel-
ekabel v.Constantin Film].

Reference for a preliminary ruling from the @stre Landsret
(Denmark) lodged on 16 October 2012, Case C-463/12, Copydan
Béandkopi v. Nokia Danmark A/S [Copydan Bandkopi v. Nokia].

Reference for a preliminary ruling from the Hoge Raad der
Nederlanden (Netherlands) lodged on 26 September 2012,
Case C-435/12, ACI Adam BV and Others v. Stichting de Thu-
iskopie and Others [ACI Adam and Others v. Stichting de
Thuiskopie].

See Copydan Béndkopi v. Nokia.

See id., respectively, questions one through six and varia-
tions thereof.

See ACI Adam and Others v. Stichting de Thuiskopie.

See UPC Telekabel v. Constantin Film, second question: “...
Are reproduction for private use (Article 5(2)(b) of the Infor-
mation Directive) and transient and incidental reproduction
(Article 5(1) of the Information Directive) permissible only if
the original of the reproduction was lawfully reproduced, dis-
tributed or made available to the public?”

An issue dealt with in detail in ACI Adam and Others v. Sticht-
ing de Thuiskopie, UPC Telekabel v. Constantin Film, Copy-
dan Bandkopi v. Nokia, and only indirectly mentioned in the
Recommendations.

See VG Wort v. Kyocera, paras 48-59. See also A.G. Sharpston’s
Opinion, paras. 94-104.

See supra note 11.

See Vitorino, supra note 10, pp. 2-4.

1d. p. 3.

Id. p. 3.

Id. p. 3.

Id. pp. 3-4.

1d. pp. 6-9.

1d. pp. 10-23.

Id. p.9.

1d. p. 6.

1d. pp. 7-8.

Id. pp. 8-9.

See A.G. Sharpston Opinion, paras. 105-121.
1d. paras. 120-121, and 137, fourth indent.
VG Wort v. Kyocera, paras. 37-40. See above B.I1.3.
See Vitorino, supra note 10, p. 8.

See Communication from the Commission on content in
the Digital Single Market, COM(2012) 789 final, Brussels,
18.12.2012. See also Licenses for Europe, http://ec.europa.eu/
internal_market/copyright/licensing-europe/index_en.htm.

See Vitorino, supra note 10, pp. 10-11.
Id. p.11.
Id. p.11.

Because this article does not focus on the exception/limita-
tion of reprography, Mr Vitorino’s recommendations that
“more emphasis should be placed on operator levies than on
hardware based levies” shall not be addressed. See Vitorino,
supra note 10, p. 16-17.

1d. p. 12.
Id. pp. 15-18.
1d. pp. 18-19.
1d. p. 19.
Id. pp. 21-23.
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1d. p. 22. In this context, Mr Vitorino set forth the following
minimum standards for the tariff-setting process: (i) deci-
sions on the application of a levy to a product are to be taken
within one month post-market introduction; (i) provisional /
transitional tariff levels should be set within three months
post-market introduction; (iii) the definitive tariff level is to
be set within six months post-market introduction; (iv) in
principle, the definitive level should be equal or inferior to
the provisional level; if superior, the payment of the differ-
ence should be gradual.

1d. pp. 21 and 23.
Id. p. 20.

1d. p. 20.

1d. p. 20.

Id. p. 20.

Id. pp. 20-21.

1d. p. 21.

See Karapapa, supra note 16, pp. 15-27, and Hugenholtz, su-
pra note 4, passim.

At the time of writing, the UK is in the process of implement-
ing into law a narrow and uncompensated private copying
exception. See Technical review of draft legislation on copy-
right exceptions, Private Copying (7 June 2013), UK Intellec-
tual Property Office, http://www.ipo.gov.uk/techreview-pri-
vate-copying.pdf.

See Art. 13 of the Enforcement Directive.

Art. 13(1)(a) of the Enforcement Directive.

See Art. 13(1)(b) of the Enforcement Directive; emphasis
added.

See Vitorino, supra note 10, p. 20.

See WIPO, International Survey..., supra note 5, p. 4. The WIPO
survey explicitly identifies a number of countries - The Neth-
erlands, Russia, Switzerland and Canada - as not having a spe-
cific rule on the lawful nature of the source of PC acts. How-
ever, it should be noted that other countries not expressly
identified, such as Portugal, also lack such a provision, which
raises concerns as to accuracy of the survey. In such cases
where the source or access are deemed irrelevant, righthold-
ers are still entitled to pursue parties responsible for the un-
lawful making available (and in certain cases access) of their
works.

See, e.g. §53(1) of the German Copyright Act (UrhG) and Art.
L 122-5 (2) of the French Intellectual Property Code (Code de
la Propriété Intellectuelle).

These terms are usually used in the broader discussion of pri-
vate uses. See Senftleben, supra note 16, pp. 204-206, presci-
ently discussing private uses which, although primarily con-
sumptive in nature, form the basis of future creations. For
the author, these uses (which cover many modalities of PC)
must remain within the scope of exceptions or limitations,
for reasons of intergenerational equity. On the concept of dy-
namic PC, see Karapapa, supra note 16, pp. 40-48, which dis-
tinguishes between “passive” private use (giving rise to “per-
mitted” uses) and “dynamic” private use, affective both the
reproduction right and other exclusive rights, which gives
rise to “permissible” uses.

See Vitorino, supra note 10, p. 21.

Importantly, guidance on the de minimis qualification of the
prejudice is forthcoming in Copydan Bandkopi v. Nokia.

Exceptions include the UK and Ireland, which so far have
not introduced a private copying exception other than for
time-shifting TV content; and Malta, Cyprus and Luxembourg,
which treated private copying as de minimis. See M. Kret-
schmer, Private Copying and Fair Compensation. An empirical
study of copyright levies in Europe, UK Intellectual Property
Office (2011), p. 10. On the narrow uncompensated private
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copying exception to be introduced into UK law, see Techni-
cal review of draft legislation on copyright exceptions, Pri-
vate Copying, supra note 146.

See Art. 1(2)(a) of the Copyright Directive.
See WIPO, International Survey..., supra note 5, pp. 13-14.
Id.

A somewhat different typology can be found in Kretschmer,
supra note 156, pp. 9, 70, which sums up activities that users
may consider private. Kretschmer also mentions user-gener-
ated content, uploading and online publication, performance
and distribution within networks of friends as separate cate-
gories. These are ignored here as they are not considered to
fall under the PC exception. The reason is that they partially
or wholly involve acts that can be legally qualified as com-
munication/making available to the public under Art. 3 of
the Copyright Directive.

Insofar as these activities are covered by the PC exception due
to an extended definition of the requirement “private” (which
may include, e.g., the circle of people mentioned). See B.I.2.

See WIPO, International Survey..., supra note 5, p. 4.

One could also argue that making copies of legally borrowed
or rented content - type (d) - is a form of time shifting (be-
yond the rental period) rather than an extension of the cir-
cle of consumers.

See Liebowitz, “Copying and Indirect Appropriability: Photocop-
ying of Journals”, Journall Of Political Economy, 93 (5), 945-
957 (1985).

1d. p. 945.

Besen & Kirby, “Private Copying, Appropriability, and Optimal Cop-
ying Royalties”, J. Law Econ. 32 (2), 255-280 (1989). Like other
models discussed in this article, the models Besen and Kirby
develop ignore possible positive dynamic effects of the con-
sumption of copies on future sales (the so-called “sampling
effect”) and negative effects of lost sales on the future pro-
duction of content.

1d. p. 280.

Varian, “Copying and Copyright”, Journal Of Economic Perspec-
tives, 19 (2), 121-138 (2005).

In relation to the Dutch PC levies, see e.g. Verhue & Hilhorst,
Gebruik van opslagmedia: twintigste meting (Amsterdam: Veld-
kamp) (2012) and PwC, Thuiskopie: Onderzoek naar gederfde
inkomsten door huiskopie thuiskopieén (2012).

Time shifting of TV content is a somewhat different issue: ad-
vertisers will be aware that some of their ads will be skipped
when consumer watch programmes they recorded. This will
lower advertising revenues for channels, while increasing
consumers’ willingness to pay for TV channels and recorders.

Not everyone would agree that RHs have a natural claim to
any benefits from these unforeseen uses.

For an example of the first, see Koelman, “The Levitation of Cop-
yright: An Economic View of Digital Home Copying, Levies and DRM”,
Entertainment Law Review, 4, 75-76-81 (2005). For an exam-
ple of the second, see Elkin-Koren & Salzberger, The Law and
economics of intellectual property in the Digital Age - The limits of
analysis (Routledge, 2013), pp. 184-185.

See explanation of the extant legal framework above at B.I1.2.
See Koelman, supra note 172, pp. 75-76 and 81.

Quoted in Sinha, Machado & Sellman, “Don’t Think Twice, It’s
All Right: Music Piracy and Pricing in a DRM-Free Environment”,
Journal Of Marketing, 74 (2), 40-54 (2010).

See id.

See Vernik, Purohit & Desai, “Music Downloads and the Flip Side
of Digital Rights Management”, Marketing Science, 30 (6), 1011-
1027 (2011).
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178 See Sinha et al., supra note 175, passim, and Vernik et al., su-

pra note 177, passim.
179 See Sinha et al., supra note 175, passim.
180 Id. p. 40.
181 Hugenholtz, Guibault et al., supra note 64, p. 4.
182 See B.I1.4.
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Not for Designers

On the Inadequacies of EU Design Law and How to Fix It

by Thomas Margoni*, Senior Researcher Institute for Information Law (IViR), faculty of Law, Amsterdam

Abstract: Design rights represent an interest-
ing example of how the EU legislature has success-
fully regulated an otherwise heterogeneous field of
law. Yet this type of protection is not for all. The tools
created by EU intervention have been drafted paying
much mare attention to the industry sector rather
than to designers themselves. In particular, modern,
digitally based, individual or small-sized, 3D print-
ing, open designers and their needs are largely ne-
glected by such legislation. There is obviously noth-
ing wrong in drafting legal tools around the needs
of an industrial sectar with an important role in the
EU economy, an the contrary, this is a legitimate and
good decision of industrial policy. However, good leg-
islation should be fair, balanced, and (technologically)
neutral in order to offer suitable solutions to all the
players in the market, and all the citizens in the soci-
ety, without discriminating the smallest or the new-
est: the cost would be to stifle innavation. The use of
printing machinery to manufacture physical objects
created digitally thanks to computer programs such
as Computer-Aided Design (CAD) software has been
in place for quite a few years, and it is actually the
standard in many industrial fields, from aeronautics

to home furniture. The change in recent years that
has the potential to be a paradigm-shifting factor
Is @ combination between the opularization of such
technologies (price, size, usability, quality) and the dif-
fusion of a culture based on access to and reuse of
knowledge. We will call this blend Open Design. It is
probably still too early, however, to say whether 3D
printing will be used in the future to refer to a major
eventin human history, or instead will be relegated to
alonely Wikipedia entry similarly to *Betamax® (copy-
right scholars are familiar with it for other reasons).
It is not too early, however, to develop a legal analy-
sis that will hopefully contribute to clarifying the ma-
jor issues found in current EU design law structure,
why many modern open designers will probably find
better protection in copyright, and whether they can
successfully rely on open licenses to achieve their
goals. With regard to the latter point, we will use Cre-
ative Commons (CC) licenses to test our hypothesis
due to their unique characteristic to be modular, i.e.
to have different license elements (clauses) that Ii-
censors can choose in order to adapt the license to
their own needs.”
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A. Introduction

1 Design rights represent an interesting example of
how the EU legislature has successfully regulated
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an otherwise heterogeneous field of law. Yet this
type of protection is not for all. The tools created
by EU intervention have been drafted paying much
more attention to the industry sector rather than
to designers themselves. In particular, modern,
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digitally based, individual or small-sized, 3D print-
ing, open designers and their needs are largely ne-
glected by such legislation. The absence in the whole
legal framework of a clear definition of the word
“designer” is a first warning. Another can be taken
in the amount of Recitals making reference to the
needs of the industrial sector in the Community De-
sign Regulation, including 7, 8, 13, 14, 15, 16 and 25.!
Individual designers find some recognition only in
Recitals 7 and 24. This is certainly not a conclusive
argument by itself, but it is quite symptomatic of the
level of the debate during the drafting phase.

The historical moment when this legislation was
drafted (the Green Paper is from 1991?) offers only
a partial justification. It is true that this was a time
when products of industrial design meant industri-
ally based enterprises, and where the state of the
technology, its costs, and dissemination did not al-
low individual designers, or even small enterprises,
to play a relevant role. However, the equation seems
inversely proportional: the technology evolved from
1998 (the year of the Design Directive) to 2002 (the
year of the Design Regulation), giving wider access to
individual designers, but their relevance in the stat-
utes did not evolve accordingly. On the contrary, the
needs of the industrial sector found a sounder rec-
ognition in the most recent legislation.

There is obviously nothing wrong in drafting legal
tools around the needs of an industrial sector with
an important role in the EU economy; on the con-
trary, this is a legitimate and good decision of indus-
trial policy. However, good legislation should be fair,
general, and (technologically) neutral in order to of-
fer suitable solutions to all the players in the market
and all the citizens in the society, without discrim-
inating against the smallest or the newest. Failure
to fulfil this commonly accepted public policy goal
would represent an obstacle for innovation.

Thanks to technological evolution, the role of small
and individual players in the game of design has
grown exponentially without the law apparently
being able to catch the shift or the consequences
it entails.

Nowadays, the situation in technological terms is
diametrically different from the time when EU de-
sign law was enacted, as witnessed by “personal” 3D
printing solutions and the number of projects imple-
menting them.’ The proportions of the relationship
recall IBM’s 1970 data processing units that occupied
entire rooms contrasted with today’s tablets.

The use of printing machinery to manufacture phys-
ical objects created digitally thanks to computer pro-
grams such as Computer-Aided Design (CAD) soft-
ware has been in place for quite a few years, and it is
actually the standard in many industrial fields, from
aeronautics to home furniture. The change in recent
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years that has the potential to be a paradigm-shift-
ing factor is a combination between the populariza-
tion of such technologies (price, size, usability, qual-
ity) and the diffusion of a culture based on access to
and reuse of knowledge.* We will call this blend Open
Design.®

Many Open Design supporters argue that 3D print-
ing technology and mass customization can be seen
as the cornerstone of a third industrial revolution,®
much like the steam engine and the spinning mule
were for the first, and mass production and stand-
ardization for the second.” 3D printing has an end-
less number of possible applications, from food to
aerospace, from biotech to jewellery. In particular,
Open Source 3D printing - i.e. the use of 3D print-
ers created and licensed following the FLOSS model
- promise the achievement of economically efficient
distributed manufacturing models that will reduce ship-
ping and storage costs, improve efficiency of the af-
fected economic sectors, create new markets and
new forms of social interaction, and reduce pollu-
tion (such as that connected with shipment).?

As it has already happened in the past, when legis-
lative interventions fail to recognize new techno-
logical, economic, and business needs, social change
happens and new forms creation and dissemination
flourish beyond, or in spite of the law. It is funda-
mental, from a policy point of view, not to turn this
social change form beyond to against the law. From a
legal point of view, a careful balancing of the differ-
ent rights and interests at stake can lead to shared
solutions that empower institutions, stake holders,
citizens and global welfare. From an economic point
of view, turning thousands or millions of potential
customers into transgressors can hardly be seen as
a good business plan.

It is probably still too early, however, to say whether
3D printing will be used in the future to refer to a
major event in human history, or instead will be rel-
egated to a lonely Wikipedia entry similarly to “Bet-
amax” (copyright scholars are familiar with it for
other reasons). It is not too early, however, to de-
velop a legal analysis that will hopefully contribute
to clarifying the major issues found in current EU
design law structure, why many modern open de-
signers will probably find better protection in cop-
yright, and whether they can successfully rely on
open licenses to achieve their goals. With regard to
the latter point, we will use Creative Commons (CC)
licenses to test our hypothesis due to their unique
characteristic to be modular, i.e. to have different li-
cense elements (clauses) that licensors can choose
in order to adapt the license to their own needs.’
CC licenses are already employed in a number of 3D
projects.'

It must be borne in mind, however, that other le-
gal tools may play an important role in the protec-
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Not for Designers

tion of products of design, such as patents, models
and trademarks (especially three-dimensional trade-
marks). Nonetheless, a thorough analysis of such
aspects would exceed the scope of this work, and
therefore they are not addressed here."* This anal-
ysis is from a EU perspective: Copyright and maybe
even more design rights may operate quite differ-
ently in extra EU jurisdictions'2.

The structure of the paper is as follows: Part I deals
with legislative-based protection and its interpreta-
tion by courts. In this part, after this short introduc-
tion (section 1), we will analyse the relevant EU de-
sign law provisions (section 2) and copyright (section
3), with some brief but interesting national exam-
ples. Part I of the paper is dedicated to what we can
do to fix the EU legal framework available to prod-
ucts of design. We start by outlining the most rele-
vant aspects of CC licenses in section 4. In section 5
we try to understand how these licenses apply, if at
all, to products of design, and whether the resulting
structure can lead to a working legal framework for
Open Design. In our conclusions (section 6), we in-
dicate that a first superficial answer is negative. CC
licenses are copyright licenses and it is not possible
to expand their scope to include design rights. How-
ever, a more detailed answer is not that straight-
forward, and even if CC licenses and design rights
remain two different and incompatible legal instru-
ments, given the specific features of each one, it is
arguably possible to combine them in order to cre-
ate a legal framework for the development of Open
Design under the name of CC-Plus-Design.

Design rights in the EU

The attention that the EU legislator has directed to
the field of design led to the enactment of two im-
portant pieces of legislation: the Design Directive
(DD)* and the Community Design Regulation (CDR).*

The DD of 1998, the oldest of the two, was enacted
with the goal of harmonizing the - sometimes sig-
nificantly heterogeneous - national legislations of
Member States in the field of registered design prod-
ucts. The CDR, in force since 2002, possesses the dif-
ferent objective of creating a unified system of pro-
tection for design products at the EU level, and along
with the registered option (Registered Community
Design, RCD) offers an unregistered form of protec-
tion (Unregistered Community Design, UCD). The
DD harmonizes only in the field of registered design
(and within this field only substantive and not proce-
dural rules), and does not create (but does not pre-
clude the survival at the national level of) any form
of unregistered design scheme.

In light of such double-tier protection, the options

available to a hypothetical European-based designer
are twofold. First, a national registered form of pro-
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tection based on common substantive law princi-
ples throughout the EU - procedural rules regarding
registration and maintenance can in fact vary from
country to country. National registration offers pro-
tection only for the national territory where regis-
tration is filed,' in addition to the usual terms of pri-
ority offered on the basis of the Paris Convention."”

Second, the designer can opt for a community design
protection, register her design through the OHIP*®
registrar office and obtain an EU-wide legal title that
protects her design in the whole EU. A key aspect
of the CDR is the unitary character of protection,
which mandates that a community design shall have
equal effect throughout the Community and can-
not be registered, transferred or surrendered or be
the subject of a decision declaring it invalid, nor can
its use be prohibited, save in respect of the whole
Community."

If the designer does not register her design at any
level, she can still enjoy a three-year unregistered
(UCD) protection which can operate regardless of
any other form of national unregistered design pro-
tection. Such an eventuality is observed in the UK,
for example, where an unregistered form of protec-
tion was available long before the CDR; it still sur-
vives and offers some limited advantages over the
ucCD.®

Regarding the substantive law aspects, it can be ob-
served that the DD and the CDR create an almost
identical set of provisions, and therefore, unless oth-
erwise noted, the analysis, albeit focusing on the
CDR, reflects this identity.*

Definitions and requirements
for protection

Article 3 CDR defines two major concepts in design
law: design and product. Combining the two defi-
nitions and removing the list of examples therein
contained, it emerges that the protection offered
to products of design covers “the appearance of the
whole or a part of ... any industrial or handicraft item
resulting from the features of the product itself ...
and/or its ornamentation”.

The types of features Article 3 enumerates include
lines, contours, colours, shape, texture and/or materials.??
The definition of products includes parts intended to
be assembled into a complex product, packaging, get-up,
graphic symbols and typographic typefaces, but exclud-
ing computer programs.” Pivotal to the definition of
what is protected is indeed the concept of “appear-
ance”, which has to be construed broadly as con-
firmed by the non-exhaustive list of elements that
qualifies it. This definition, has been said, should be
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broad enough to “encapsulate any economic value
that is attached to the appearance of the product” .

Given such a generous definition, it is possible to in-
clude in the scope of protection of the CDR both 2D[i-
mensional] (e.g. ornaments) and 3D[imensional] (e.g.
shapes) products in a huge variety of conformations.
As has been expressed, it is a much easier exercise
to focus on the aspects that are explicitly excluded
from the definition than on those that could be po-
tentially included.? Of particular relevance among
the items explicitly excluded from registration: blue-
prints for houses or other architectural plans di-
rected to a house (though they can be registered as
“other printed matters” following the Locarno clas-
sification®), a single colour as such, mere verbal el-
ements (words per se), music and sounds (but not
their graphical representation registrable as “other
printed matters”) and living plants.?”

Fragrances and smells were listed as another ex-
clusion item by Musker, but in the consulted Man-
ual there is no sign of them anymore.? Suthersanen
suggests that given the definition of design - which
is strongly linked to the concept of appearance of
a product, and therefore to a visual dimension - it
would be unlikely that a court would expand the
definition to protect characteristics such as sound
or smell.” This interpretation is supported by many
commentators, although some point out that even
though the CDR*® and the Green Paper® strongly fo-
cus on the visual dimension of the concept of appear-
ance, therefore excluding sounds and smell from this
notion, references in Article 3 to texture and material
imply that touch may be an important attribute of a
design.’? Process design and service design seems to
fall squarely outside the protection afforded by CDR
as there is no industrial or handicraft product iden-
tifiable.® Interior and exterior design do not seem
to be directed to a product either, though it is con-
sidered protectable by some scholars.** Web design
appears to be a borderline category. On the one side,
the appearance of a website (eliminating sounds, and
reducing it down to what can be filed as support-
ing documentation at the OHIM office, therefore ex-
cluding also dynamic elements) seems not to differ
significantly from the appearance of, say, a book’s
front cover. However, “product” is strictly defined
as an industrial or handicraft item, and under this
point of view it should be impossible for web design
to meet such a definition. It seems, therefore, that
web design in general should be excluded from pro-
tection, with the exception of computer icons and
graphic user interfaces (GUI), for which there is a
specific, though only indirect, provision. GUI and
computer icons usually do not form part of the un-
derlying computer program, an aspect that disqual-
ifies them from the exclusion granted to software.*
This is, however, an extremely contentious issue (see

infra).*®

Jipitec

228

22

23

24

25

26

Thomas Margoni

Nonetheless, not all the designs that conform with
the - overly broad - definition outlined above can
be protected. Two key requirements need to be met:
novelty and individual character.”’

Novelty and individual character

Novelty is defined by Article 5 CDR, which man-
dates that no other “identical design” must have
been made available to the public before the date
on which the design for which protection is claimed
was first made available to the public (for UCD); or
before the date of filing of the application for regis-
tration of the design for which protection is claimed;
or if priority is claimed, the date of priority (for RCD).
The body of designs constituting the prior art, i.e. the
threshold against which novelty needs to be tested,
is defined in detailed by Article 7 in a way that sig-
nificantly reduces the broadness of Article 5 (and of
Article 6, see below). Such details include territorial,
business sectors, confidentiality- and intentionali-
ty-related issues to an extent that “the broad, ob-
jective novelty notion [is transformed] into a pecu-
liar and complex form of local novelty”.®

Section 2 of the same article briefly describes the
concept of being identical and stipulates that iden-
tity has to be found when the features of two designs
differ only in immaterial details.*® Therefore, in or-
der to be considered new, a design has to look dif-
ferent in material details from everything that has
been produced before, regardless of whether the de-
signer has copied from any prior art.”

The second requirement to be met in order to enjoy
CDR protection is the individual character. Article
6 explains that in order to possess individual char-
acter, the design must produce an overall impres-
sion on the informed user that is different from the
overall impression produced on such a user by any
design which has been made available to the public
before the relevant date (i.e. before the date it was
first made available to the public for UCD or before
the date of filing or priority for RCD).

Section 2 of the Article indicates that the degree of
freedom of the designer in developing the design
shall be taken into consideration in assessing the re-
quirement. In order to establish the individual char-
acter, the standard reference is the “informed user”.
This informed user has been defined “as particu-
larly observant and [with] some awareness of the
state of the prior art, that is to say the previous de-
signs relating to the product in question”.*! The in-
formed user is a concept that lies somewhere in be-
tween that of the average consumer - applicable in
trade mark matters - who needs not have any spe-
cific knowledge and who makes no direct compar-
ison between the trade marks in conflict, and the
sectorial expert, who is an expert with detailed tech-
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nical expertise (somehow closer to the person skilled
in the art found in patent law*?). Therefore, the con-
cept of the informed user refers not to a user of av-
erage attention - this is a particularly observant one,
either because of his personal experience or his ex-
tensive knowledge of the sector in question - but it
is still a user, not an expert in the sector.”

In light of this connotation of the threshold for the
informed user, it is necessary to clarify the con-
nected standard of overall impression. As the expres-
sion suggests, all the features of the design should be
taken into account to perform this comparison, al-
though the comparison is based exclusively on what
is visible to the informed users during normal use,
therefore excluding features that are not visible or
are only under special circumstances.*

Excluded from the overall impression test shall also
be those features that are entirely dictated by tech-
nical function, in accordance with the same Article
8. An important parameter to determine the indi-
vidual character is the freedom of the designer. The
more a design is pre-determined by technical con-
ditions, the smaller the possibility for its design to
diverge from a given pattern. In light of this, a de-
sign which could seem as not creating a different
overall impression on the informed user (a given
design is too similar to existing prior art) could af-
ter all be protected since it should create a differ-
ent overall impression on the informed user who is
aware of the technical constraint.”” The other face
of the coin of such limited designer freedom is the
limited protection that applies in this specific case
in light of Article 10(2) CDR, which states that in as-
sessing the scope of protection, the degree of free-
dom of the designer in developing his design shall
be taken into consideration.

Once established that in order to possess individual
character a design should produce an overall impres-
sion on an informed user which is different from that
produced on her by the existing design corpus, we
should enquire how different this overall impression
should be. As a hermeneutic tool, we are helped by
Recital 14 CDR, which establishes that the difference
needs to be clear.”” Therefore, only if a design’s over-
all impression on an informed user clearly differs from
that produced on him by the existing design corpus,
will the design possess an individual character and
be protected, although this qualification (clearly) is
only present in the mentioned Recital and not car-
ried over into the wording of Article 6.% This view,
expressed in detail by the UK Court of Appeal, has
been only partially successful among commentators
(for a detailed discussion, see infra).*’

As for the type of prior art contemplated by the CDR,
Article 7 indicates that we are in the presence of an
absolute novelty requirement. In fact, any form of
disclosure is accepted in order to create prior art and
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destroy novelty. The Article states that for the pur-
pose of Articles 5 (novelty) and 6 (individual char-
acter), a design shall be deemed to have been made
available to the public if it has been legitimately (i.e.
in the absence of any abuse or breach of confidence)
published following registration or otherwise, or ex-
hibited, used in trade or otherwise disclosed before
the relevant date (which is indicated respectively at
Articles 5(1)(a)&(b) and 6(1)(a)&(b)). However, this
absolute prior art test is considerably reduced in sig-
nificance by a list of exceptions.

Previous disclosures, in fact, do not destroy novelty
when the aforementioned events (publication, exhi-
bition, use in trade, etc.) could not reasonably have
become known in the normal course of business to
the circles specialized in the sector concerned, op-
erating within the Community.*® Another major ex-
ception is represented by the 12-month grace period
set forth by Article 7(2), during which the disclosure
is excused. In the present case, the making availa-
ble to the public needs to be occasioned by the de-
signer, her successor in title, or even a third party,
but as the result of information or actions of the de-
signer. As said, under these conditions, and only dur-
ing a period of 12 months, is such making available to
the public deemed irrelevant towards both novelty
and individual character tests, with the consequence
that the designer is still entitled to file an applica-
tion for registration. During this 12-month period
(and for the following 24), the design will most likely
be protected by UCD, which offers protection to the
designer against acts of copying. Accordingly, a
third-party independent application for an identi-
cal design to the one subject to the 12-month grace
period would be rejected for lack of novelty, while
a corresponding use (i.e. the use of a UCD that has
not been copied but independently developed, see
infra) would not represent an act of infringement. In
the case where a third party legitimately uses (not
copying) a design protected only by UCD during the
12-month grace period, and before the expiration
of that period the UCD holder registers an RCD, the
third party can continue in her activity within the
limits of pre-use as long as she acts in good faith, she
has not copied the design,* and most importantly,
her use does not constitute a disclosure. In fact, it
must be borne in mind that this grace period is not
a right of priority,* nor does it have similar conse-
quences: any third-party independent (i.e. not oc-
casioned by information or actions of the designer)
disclosure operates along the normal rules, meaning
that it would prevent the designer who finds herself
in the 12-month grace period from the possibility of
successfully filing a registration for lack of novelty.*

An important limit contained in the CDR is that of
Article 8, which excludes from protection those fea-
tures (not the entire design) that are dictated en-
tirely by technical considerations (as a logical cor-
ollary of what was established by Article 6 above).
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Article 8 embraces two different cases: the first case
of exclusion is mandated when the form of a prod-
uct is dictated by a technical function, while the sec-
ond is observable where the form is dictated by the
need to mechanically combine or connect with other
products. The rationale of this exclusion is explained
in Recital 10 CDR, according to which technological
innovation should not be hampered by granting de-
sign protection to features dictated solely by a tech-
nical function. In particular, the purpose of such pro-
visions is to prevent design rights from being used
to obtain monopolies over technical solutions with-
out meeting the relatively more stringent conditions
laid down in patent law.>

Scope of protection
and infringement

Article 10 deals with the key aspect of the scope of
protection. The scope of protection is based on the
parameters contained in Articles 5 and 6, and states
that the protection conferred by a community de-
sign (CD) includes any design which does not pro-
duce on the informed user a different overall im-
pression assessed in consideration of the degree of
freedom of the designer in developing his design.
Remarkably, the scope of protection of a CD as such
is not affected by the products and classifications
to which the design is applied or incorporated.®
This means that a design protected as applied to a
lamp could be infringed by a completely different
product, such as a personal bag. However, it seems
that the correct reading of the provisions of Arti-
cles 10 and 36(6) is that the fact that the design is
incorporated in two different products should not
per se exclude an infringement. In fact, the ultimate
test remains that of a different overall impression
on the informed user, who can obtain or not obtain
such similar or different impression also in light of
whether the design is incorporated in different and
unrelated products.>

Therefore, in a hypothetical infringement test, an in-
formed user should compare the two designs as they
are applied to the respective specific products.”” If
the same design is applied to a fork and to a spoon,
there is a higher likelihood that the informed user
gets a similar overall impression. However, if the
same spoon shape is applied to an 80-meter-long,
2000-ton space shuttle, the informed user’s over-
all impression might be quite different. This read-
ing of the test contributes to a more balanced view
of the protection offered by CD, and helps to justify
the requirement to indicate the class of products for
which protection is claimed during the registration
phase. It also contributes to limiting possible un-
justified monopolies of forms on products not even
identified.
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The relevance of the product to which a design is
applied or incorporated is confirmed by the OHIM,
where it establishes that a certain design can only be
registered for some class of products and not for oth-
ers (for example, blueprints for houses can only be
registered as “other printed subject matter”, and not
as “building”; see above). The rule seems to follow
logics: if the goal of CD is to protect the appearance
of a product, protection is given, and infringement
can take place only in the presence of those prod-
ucts’ appearance (the protected one and the infring-
ing one). The fact that the product is defined broadly
implies that protection and infringement will occur
more often than if the definition had been narrower,
but the presence of a product is still necessary. The
fact that Article 36(6) establishes that protection is
not limited to the class of products for which reg-
istration is filed represents a - questionable - pol-
icy decision that can only be interpreted systemat-
ically as excluding the fact that a different class of
products would automatically determine a non-in-
fringement finding. Still, as the OHIM practice rec-
ognizes, the fact that a design is applied or incorpo-
rated to different products does have consequences,
sometimes as serious as to cause the rejection of the
application.

Another aspect that should be considered in the in-
fringement test is the type of overall impression in
light of what we observed when analysing Article 6
(see supra). In other words, should the infringement
test employ the “clearly different” standard as found
in Recital 14? This consideration has direct practi-
cal consequences, since it will determine whether
a product (its overall impression on the informed
user) needs to be just different, or clearly different
from a protected one, in order to discard infringe-
ment. In the silence of the CDR, it seems to this au-
thor that should be followed the theory sustaining
that “clearly” operates only in the case of Article 6
(prior art test) and not in the case of Article 10 (in-
fringement test).’® The main reasons are based on
policy considerations:

It is one thing to restrict the grant of a monopoly
right to designs which are shown “clearly” to differ
from the existing design corpus. That makes sense -
you need clear blue water between the registered de-
sign and the “prior art”, otherwise there is a real risk
that design monopolies will or may interfere with
routine, ordinary, minor, every-day design modifi-
cations - what patent lawyers call “mere workshop
modifications.” But no such policy applies to the
scope of protection. It is sufficient to avoid infringe-
ment if the accused product is of a design which pro-
duces a “different overall impression.” There is no
policy requirement that the difference be “clear.” If
a design differs, that is enough - an informed user
can discriminate.”
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This view, though offering a justification to the
specific difference in the wording of Recital 14 and
in that of Article 10, seems to be only partially ac-
cepted by commentators.®® A better drafting tech-
nique would have helped to avoid such an interpre-
tative loophole.

IV.Registered and unregistered

39
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In order to benefit from the protection offered by
CDR, it is not necessary to file an application and ob-
tain the consequent registration of the design. Regis-
tration is a requirement only for RCD, which offers a
stronger protection to its holder (it offers protection
also against design independently developed). How-
ever, if the designer decides not to register her de-
sign (or during the 12-month grace period), she will
enjoy UCD protection, which offers the same extent
of protection as the RCD, but only against acts of di-
rect copying. Albeit different in nature, the broader
right granted by registration and the anti-copying
right granted by UCD - once validly registered or val-
idly substantiated during a court proceeding®* - of-
fer to their proprietor the same type of rights: the
right to use the corresponding product of design and
to prevent any third party not having her consent
from using it.? The difference between CDR and UCD
in terms of the type of protection offered resides in
the nature of the alleged infringing design: any in-
fringing design in the case of RCD, or only infringing
design resulting from copying of the protected de-
sign.® In particular, the contested design shall not be
deemed based on an act of copying if it results from
an independent activity by a designer who may be rea-
sonably thought not to be familiar with the design made
available to the public by the holder.®* This means that
the CDR creates a sort of simple presumption in fa-
vour of the UCD holder, given the fact that it is the
alleged infringer who has to prove that she is not fa-
miliar with the “original” design (which needs to be
disclosed in the public in the first place in order to
trigger UCD protection).®

Rights granted by
community design

Article 19 specifies that a CD confers on its holder
the exclusive right to use it and to prevent any third
party from doing the same. The Article further offers
anon-exhaustive but detailed list of what “use” shall
mean: the making, offering, putting on the market,
importing, exporting or using of a product in which
the design is incorporated or to which it is applied.®®
Once more we can observe how the CDR is far from
clear in its use of legal terms. With regard to the
present Article, it is not clear whether an infringe-
ment is caused by an unauthorized use of the design
or of a product to which the design is applied or in-
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corporated. Article 19’s literal structure is not con-
clusive in this regard, as in the first sentence it only
employs the word “design” (a community design shall
confer ... the right to use it, i.e. the right to use the com-
munity design), while in the second sentence’s list
of possible acts of infringement, all the given exam-
ples make reference to the presence of a product in
which the design is incorporated or applied.

It must be noted that the concept of product is cen-
tral to the entire CD structure: only if a product ex-
ists can there be a design right applying to it, and
consequently also an infringement can only be oc-
casioned by a product incorporating the design.*’
After all, the same Article 3, defining a CD, clearly
states that the essence of a design is the appearance of
aproduct. This means that infringement can only oc-
cur where a person deals with or uses another prod-
uct with the same appearance.

Although reduced in importance by the broad defi-
nition of product, the determination of whether a
product is necessary to cause infringement is not
without relevant consequences. Bently asks whether
a cartoon character registered as a design is used
when the cartoon is broadcast on TV or otherwise
communicated online. In such cases of on-air or on-
line uses, can we still speak of an industrial or hand-
icraft product? In that author’s opinion, the answer
should be in the negative, rooting this view not only
in the literal and systematic analysis of Article 19,
and more in general in the whole structure of CD,
which, as mentioned, is construed around the con-
cept of product, but also on Recital 21, which spec-
ifies that a CD right should extend to trade in prod-
ucts embodying infringing designs.®

The same author, however, notes that the defini-
tion of design clearly indicates that the appearance
of graphic symbols is to be protected. In this respect,
confining use to material products - excluding im-
material media such as the web - seems unduly lim-
iting. The effect of this narrow construction, the au-
thor explains, is also to exclude web design from the
field of designs law.*

Focusing on the semantic meaning of the concept,
it seems that the “use” of an “industrial” or “hand-
icraft” product is linked to its physical dimension,
where it can carry out the function for which it is
manufactured. However, in light of the current tech-
nological development that allows uses of physical
products on immaterial medias, it does not seem pos-
sible to conclude that the CDR explicitly excludes
such acts from the definition of use, a definition that
is general and open ended.

A possible help to untangle this complex problem
could perhaps be found by looking once again at
the test for infringement. A community design of
a screwdriver is infringed, for example, when other
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identical screwdrivers are manufactured without the
rightholder’s consent. But the use of the screwdriv-
er’s appearance on a monitor (such as when read-
ing an eBook) seems not to be tantamount to an act
of infringement: First, one could argue that there
is no use of the product; there is only the appear-
ance without the product (after all, there is no screw-
driver). Second, and maybe more importantly, even
assuming that a product is present (if an eBook can
be considered a product, after all, although a quite
different one for this purpose), the overall impres-
sion on the informed user is different, as few would
confuse the product screwdriver with the product
eBook that at page xy has a 2D representation of a
screwdriver (assuming that a normal use of an eBook
makes its pages visible). If this difference is able to
cause a different overall impression on an informed
user, no infringement occurs.

Computer icons and other
computer-based designs

The practice of OHIM specifically allows registra-
tions for computer icons and graphic user interfaces
(GUI) produced by computer programs, usually in
Locarno class 14.7 In light of the OHIM manual, it
seems that a protectable immaterial product could
certainly be the graphical user interface of a com-
puter screen layout with the exclusion of sounds.
Whether moving images and dynamic user inter-
faces can be held protectable is not clear. However,
the concept of appearance of a product seems to ex-
clude that dynamic elements, many times governed
by the final user, can be included under the scope
of protection. Further, it would be difficult to doc-
ument such unpredictable dynamic aspects in the
registration process.

It must be noted that, while protection of computer
icons and GUI would probably be considered highly
debatable, in the absence of a specific provision, an
industrial or handicraft product represented in dig-
ital form is probably enough to trigger protection.
There is a clear conceptual difference between the
digital item “computer icon” - which is neither an
industrial or handicraft product nor possesses the
characteristic to be made, manufactured or printed
into one, and that unfolds its function exclusively on
the computer screen as a digital immaterial item -
and a spoon represented digitally as a CAD file. A de-
sign that is computer created using a computer-as-
sisted design program (CAD) and that represents
perfectly the appearance of the product (therefore
in the correct number of dimensions, sizes, colours,
indications of materials, and more generally all the
information that is required to define its appear-
ance), can most likely be deemed protectable, and
its actual manufacture is probably not necessary in
order to activate the CD.
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48 Once more the legal framework is not absolutely
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clear in this specific case, which is quite common to
many modern designers, as we will see. We know,
though, that the OHIM is not interested in such as-
pects in its determination of whether to grant a reg-
istered community design: “Whether the product in-
dicated is actually made or used, or can be made or
used, in an industrial or handicraft manner, shall not
be examined”.”*

The very same process of registration does not re-
quire a specimen of the claimed CD, save for the lim-
ited case of Article 36(1)(c).”? And Article 11, defin-
ing the commencement of protection of the UCD,
includes among the acts that constitute a communi-
cation to the public the publication of the design (in-
corporated or applied to a product). It is not clear if
the term publication is limited to the case of 2D de-
signs such as ornaments, but it seems plausible that
as long as the outer appearance of a product is com-
municated to the public, this is sufficient to trigger
the legal effects of CD. It has been argued that as long
as the appearance of the product is made available
to the public, even an oral disclosure could achieve
the purpose.”

The same Examination Guidelines seem to require -
a contrario - that a design exists only in relation to
an industrial or handicraft item, which has to exist
or be passible/subject to coming into existence.

Exceptions and limitations

Article 20 provides for certain limitations of the
rights conferred by a CD. The rights conferred by a
CD shall not be exercised in respect of: (i) acts done
privately and for non-commercial purposes, (ii) acts
done for experimental purposes, and (iii) acts of re-
production for the purpose of making citations or of
teaching.” Article 20 also provides for another set of
exception (sec. 2) that are specific to the repair of
aircrafts and ships, but these are not of interest here.

In the first of the listed exceptions, Article 20 spec-
ifies that it is not sufficient that an act be done for
non-commercial purposes, but it must also be “pri-
vate”.” Therefore, a non-commercial public use will
fall outside the present exception. This double re-
striction (private and non-commercial) is not re-
quired by international sources, and it should be as-
certained whether under a policy perspective it is
desirable.” It is not required, however, that the use
be personal; therefore, all uses that are not public -
including a private number of individuals and those
that are done for non-commercial purposes - will be
deemed covered by the provision.”

The exception for experimental purposes is drafted

following a similar provision in the Topography Di-
rective.” In particular, it seems that acts done for ex-

2013



54

VIil.

55

3

Not for Designers

perimental commercial purposes should be included
within the scope of this exemption.” It is unclear
whether experiments have to be concerned with the
design itself, or whether any type of experiment em-
ploying a protected product of design are exempted,
therefore including those cases where the experi-
mentation is directed to something different than
the design, but where the latter is used.®

The third exception should look quite familiar to
copyright scholars. It provides that acts of repro-
duction for the purpose of making citations or of
teaching are exempted from protection, provided
that mention of the source is made, and that such
acts do not unduly prejudice the normal exploita-
tion of the design. Citation is not further defined,
and it seems that any act is allowed that reproduces
a design as long as this is in accordance with fair
trade practice and does not prejudice the normal
exploitation of the design. Bently brings the exam-
ple of a book about design, where designs of shapes
(3D) are reproduced in the book. He argues that in
such a case, there should be no need to resort to
such an exception in the first place (the design is
not applied to a product). However, should it not
be the case, the present exception will be a helpful
demonstration.® The teaching limitation is broadly
defined and should not be limited to educational in-
stitutions (public or private) but extend to any act
connected with teaching.®? This will, of course, be
limited to acts of reproduction for teaching, and will
clearly not extend to dealing in products involving
such reproductions.® A third and final condition is
required: mention of the source. Once again, this is a
provision with an obscure meaning - not only do we
lack a definition of source but also of designer. Bently
observes that it is unclear who - among the manu-
facturer, the designer and the design proprietor -
should be taken as the source, and cautiously sug-
gests mentioning those three.® Musker, on the other
side, believes that the designer/author does not need
any recognition, limiting the mention to the manu-
facturer or the supplier, at least in the case of UCD,
since in the case of a registered design, a mention of
the CD Bulletin number will suffice.®

Ownership

Entitlement to a right in community design is dealt
by Article 14, which identifies the (not better de-
fined) designer or his successor in title as the owner
of the right to the community design. In the next sec-
tion, the same Article recognizes the possibility of
joint development by different designers, in which
case this right shall vest in them jointly. Section 3
clarifies that in the case of an employee developing
the design in execution of his duties or following the
instructions given by his employer, the right to CD
shall vest in the employer, unless otherwise agreed
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or specified under national law. This last provision is
not deemed applicable in cases of commissioned de-
signs, where in the absence of a specific agreement
the right to CD will vest in the designer.*

Article 14 is silent on who qualifies as a designer. It
has been noted how CD has been created and imple-
mented with industry and market interests in mind,
not designers, and this pillar of CD is observable, for
example, in the attention given to the concept of de-
sign as an industrial product, rather than in the fig-
ure of the designers as individuals undertaking pro-
ductive and innovative activities.

The chosen wording - a designer does not create a
design, but develops it - suggests further that there
is a weak link between the designer and the design,
and a much stronger one between the product and
its industrial or handicraft background. To deter-
mine who is the designer, especially in the case (not
central to the entire CD framework) of individual de-
signers, is not an easy task. Musker notes that since
“design” is the appearance of the whole or a part of
aproduct (Art. 3(a)), designers are those who define
that appearance.®” However, this consideration will
not have a conclusive result with many instances
of collaborative development, since “a given design
may involve contributions at many levels, from set-
ting the specification or brief (which is probably at
too high a level to specify the appearance of a prod-
uct sufficiently to qualify the setter as a designer in
most cases) down to making the production draw-
ings or CAD file (which is probably at too low a level
to do so in most cases)”.®In some instances, where
rights other than CD are protecting the product of a
design (such as copyright, or trade-marks, or other
forms of national protection), it might well happen
that these rights follow different ownership rules,
and consequently lead to a product that can be de-
fined as “complex” from the subjective point of view,
or in other words, where different property rights
are allocated to different owners: a clear case of eco-
nomic inefficiency also known as “tragedy of the
anti-commons”.®

Copyright

Copyright plays a key role in the protection of ap-
plied art and industrial design. It also represents a
difficult element to analyse from an EU perspective.
The EU legal framework in the field of design pro-
tection establishes the principle of cumulation with
copyright, but leaves the determination of the ex-
tent and the conditions of this protection (and es-
pecially the levels of originality required) to be de-
termined by each member state.”

This provision, which arguably represents the at-

tempt to reconcile the many different national ap-
proaches, is unfortunate for the consequences it cre-
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ates under a common market (and society) point of
view. It partially misses the objective to create a
more consistent European framework for the pro-
tection of designs, since it mandates cumulation
with a legal tool that is all but harmonized within
the EU. The explicit provision that every Member
State can determine the extent and the conditions
under which copyright protection for works of in-
dustrial design is granted, pushes towards an even
wider plethora of possible solutions, furthering di-
versity of approaches at the national level.

It can be observed that in different countries the level
of originality required for products of design differs
greatly, ranging from the standard level required for
any other work (perfect cumulation approach®), to
much higher levels, such as the requirement of ar-
tistic value (partial cumulation approach®). An ef-
fect of the EU legislative policy in design protection
has certainly been to get rid of those approaches that
did not allow cumulation or only under certain strict
conditions (such as in the case of “separability” in
place in Italy before the entry into force of the DD).

This small step forward under the light of standard-
ization cannot make up for a solution that fosters
differences rather than similarities, and it is hard to
understand how this can produce positive effects in
the European market and society.

The InfoSoc Directive makes little to no reference to
the issue of cumulability with design rights. A refer-
ence to them can be found in the final section of the
Directive dealing with common provisions. Article
9, titled “Continued application of other legal pro-
visions”, states that “this directive shall be without
prejudice to provisions concerning in particular ...
design rights”.”* As we will see in more detail below,
other major international copyright instruments,
such as the Berne Convention or the TRIPs Agree-
ments, tend to leave broad directionality to Mem-
bers in terms of cumulation.”

EU directives: Scope of protection
and protected rights

Policy criticisms aside, a brief analysis of the relevant
aspects of EU copyright law will help to understand
the relationship between the latter, design rights
and CC. As mentioned, EU copyright law has wit-
nessed different attempts of harmonization; none-
theless, this plurality has not led to a unique harmo-
nized EU framework. Partly due to the limited scope
of some of the directives,” partly because, even
when the directives had a more horizontal scope,
they only harmonized “certain aspects”,’ we are still
nowadays in the presence of an only partially har-
monized EU copyright framework.
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The most relevant - for our purposes - of the copy-
right directives is certainly the Directive 2001/29/
EC on the harmonization of certain aspects of cop-
yright and related rights in the information soci-
ety (InfoSoc)” The scope of the InfoSoc Directive
is to harmonize the legal protection (some aspects
thereof) of copyright and related rights in the frame-
work of the internal market, with particular empha-
sis on the information society.” It harmonizes in the
first instance the type of rights that right-holders
should be granted in the digital environment. Mem-
ber States shall provide for the exclusive right of
reproduction for authors and for rightholders of
related rights,” of communication and making avail-
able to the public by wire or wireless and “on-de-
mand” for authors and other rightholders,'® and of
the right of distribution of works.*** Article 5 of the
Directive provides for a list of possible exceptions
and limitations to copyright (ELC) to the aforemen-
tioned rights. This Article encompasses a closed list
of non-mandatory ELC (save for the case of tempo-
rary acts of reproductions'®?) whose harmonization
effects - in light of such an extremely modest legis-
lative technique - have already been criticized in a
number of publications, and with good reason.'® Suf-
fice it here to restate that if the objective is to har-
monize EU copyright law, the act of creating a closed
list of non-mandatory ELC, whose implementation is
left to each Member State to be decided upon, sim-
ply misses the goal of the Directive as a tool of EU
legal harmonization.

That being said - and with the limits of a set of rights
subject to 27 different possible combinations of ELC
- the aforementioned rights do form a core of pro-
tected activities that are harmonized at the Member
State level and that can therefore be considered re-
served to their copyright-holder across the EU ter-
ritory in a more or less consistent way.

Protected works and elaborations

Crucial to our analysis is to note how the InfoSoc Di-
rective does not define two concepts. The first is the
fundamental concept of protected work, i.e. a defini-
tion of the protected subject matter by EU copyright
law. The second is the concept of derivative work or
adaptation (we will fully discover the importance
of this concept infra). These two aspects are left un-
touched by the InfoSoc or any other EU Directive,
and Member States are left free to offer protection to
the subject matter (and derivatives) of their choice
- at least from an EU perspective. It is true, in fact,
that beyond the EU Directives - and CJEU decisions'®
- another major source for copyright harmoniza-
tion, or at least coordination, is represented by the
international agreements concluded in the area of
copyright and intellectual property more generally.
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In our field there are at least three major interna-
tional instruments that cannot be forgotten in this
analysis: the Berne Convention (BC),' the WIPO Cop-
yright Treaty (WCT)'* and the TRIPs agreements.'"’
For our limited goal (definition of protected works
and of derivative works), it would suffice to analyse
the relevant provisions of the BC given the inter-
twined system created by the aforementioned three
instruments for what concerns some basic rules.'®®
The BC, in Article 2, offers a non-exhaustive but quite
detailed list of protected works, which (selected on
the basis of their relevance for this study) includes
“every production in the literary, scientific and ar-
tistic domain ... such as works of drawing, painting,
architecture, sculpture, works of applied art, ... plans,
sketches, ... and three dimensional works relative to
... architecture or science”.** Section 3 of Article 2
indicates that “[t]ranslations, adaptations, arrange-
ments of music and other alterations of a literary
or artistic work shall be protected as original works
without prejudice to the copyright in the original
work”. 1 It is interesting to note that section 7 of
the same Article establishes a specific provision for
the case of applied art, industrial design and models,
leaving it as a matter for legislation at the national
level “... to determine the extent of the application
of their laws to works of applied art and industrial
designs and models, as well as the conditions un-
der which such works, designs and models shall be
protected”.

This specific provision has played an important role
at the EU level towards the adoption of the princi-
ple of cumulation, in order to overcome the possi-
ble discriminations of protection on the basis of the
country of origin and reciprocity rule.**

Some national examples

Accordingly, it is possible to find at the national level
of EU Member States the presence of provisions in
copyright law regarding the protectability of works
of industrial design and applied art, though signifi-
cant differences survive, especially in the pre-DD era.

Netherlands

Mlustratively, the Dutch Copyright Act clarifies in Ar-
ticle 10 that “literary, scientific or artistic works in-
cludes ... works of applied art and industrial designs
and models”"?and that “reproductions of a literary,
scientific or artistic work in a modified form, such
as translations, arrangements of music ... and other
adaptations ... shall be protected as separate works,
without prejudice to the copyright in the original
work”. No special requirements are present in the
Dutch Copyright Act regarding the protection of de-
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sign, nor does the Dutch design law prescribe any
particular requisite.

As mentioned earlier, the Benelux (the union of
states formed by Belgium, the Netherlands and Lux-
emburg) is governed by uniform design law provi-
sions in virtue of the Benelux Convention on Intel-
lectual Property (Trade-marks and Designs).'* Under
the Convention, Benelux offers a good example of a
perfect cumulation approach.’* Under the old Ben-
elux Design Law, however, the situation was differ-
ent, as that act required a “clear artistic” character
in order for designs to be able to attract copyright
protection.'® The Court of Justice of Benelux, how-
ever, clarified that the threshold for copyright pro-
tection for works of applied art should be reached
when the work has an original character showing
the author’s personality, not much differently from
any other copyrightable subject matter, and accord-
ingly Article 21 of the old design act, requiring this
extra condition, was repealed.!*®

Italy

The Italian Copyright Act'” protects works of inge-
nuity possessing creative character in the field of lit-
erature, figurative arts and architecture regardless
of the form of expression. In particular, the protec-
tion includes “works of industrial design that pres-
ent by themselves creative character and artistic
value”.""® It is therefore not easy to reach copyright
protection for designs in Italy. Designs need to pos-
sess not only creative character but also the new
and arguably difficult-to-reach parameter of artis-
tic value. Artistic value can be reached when “wide
acknowledgement is expressed by different cultural
institutions, in favour of the belonging of the work to
an ambit of expression which is rooted and expresses
tendencies and influences of artistic movements, be-
yond the intentions and the very same awareness of
its author, as the work of artistic content acquires
value in itself thanks to its expressive and commu-
nicative characteristics”.!®

This high requirement creates a system where very
few designs and works of applied art are able to en-
joy copyright protection. It also seems quite clear
that, even if it is not possible to speak of separabil-
ity (scindibilita) anymore, a requisite as high as “ar-
tistic value” is as close to the pre-Design Directive
standard as legitimately possible after the entry into
force of said Directive.

Italian-based designers should also consider the sep-
arate issue of the repeatedly reformed transitory
provision contained in Article 239 of the Industrial
Property Code, which in its current wording grants a
13-year period of time during which products of de-
sign that were in the public domain before 19 April
2001 (the date that sanctioned the cumulation of
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protections in the Italian system) can still be pro-
duced without infringing the relative copyright by
those third parties who by that date were already -
legitimately because in the public domain - produc-
ing such items, but only within the limits (includ-
ing quantitative limits) of the pre-use. Said period
of time (13 years) has been introduced very recently
by a law of 2012'* amending the previous period of
time of five years. The five-year period was in place
between the reported reform of the law of 2012 and
2010.'* Before 2010 the transitory provision was of
10 years.'”2 Note that the 10-year period was the ob-
ject of the preliminary ruling of the ECJ, which de-
clared it in contrast to EU law.'® How a reform that
brings the period of 10 years (judged excessive by the
Court) to 13 years can be held legitimate remains ob-
scure. Courts in Italy have already taken the stand
that this 13-year period is clearly in contradiction to
EU law and therefore should not be applied.'*

UK

In the UK, copyright law'* confers protection to de-
signs by protecting the form and decoration of ar-
ticles as artistic works (sculptures, engravings, or
works of artistic craftsmanship'?). Copyright pro-
vides protection also to preliminary documents on
which a design has been based, usually as a graphic
work.'?

Of special interest in the UK legal landscape are the
specific rules that apply to the interface between
copyright and design rights. In particular, section 51
of the CDPA states that copyright is not infringed by
making an article from a design document or a model
which records or embodies a design where the de-
sign is for anything other than an artistic work or a
typeface.'” This is a fundamental aspect for our anal-
ysis: “copyright in a blueprint for a three-dimen-
sional industrial design will not be infringed where
a person makes articles that embody the drawing”.'*
Note that for section 51, design means the design of
any aspect of the shape or configuration (whether
internal or external) of the whole or part of an ar-
ticle, other than surface decoration. This includes
non-visible parts (which are excluded from CD), but
excludes surface decorations (which are included in
CD). Also, the existence of an unregistered form of
protection peculiar to the UK legal system has to be
accounted for: making an article from a 3D blueprint
may represent an infringement of unregistered de-
sign rights.'®

Section 51 operates only in the case of a design doc-
ument, which must be for something other than an
artistic work, and applies only to the creation of a 3D
article copied from the design document. Section 51
will not apply in the case of decorations or other 2D
designs. Section 4(1) CDPA defines artistic work as
“a graphic work, photograph, sculpture or collage,
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irrespective of artistic quality, a work of architec-
ture being a building or a model for a building, or a
work of artistic craftsmanship”. Given such a broad
meaning of artistic work, the real extent of section
51’s relevance is probably quite limited.!*!

The CDPA is also interesting as in section 52 it con-
tains a limitation of the term of protection for cop-
yright: when an artistic work has been exploited
by an industrial process by making more than 50
articles, all of which are copies, copyright will last
only 25 years from when the article was first mar-
keted (counting from the end of the calendar year).*?
However, articles such as works of sculpture, printed
matter, maps, plans and the like are explicitly ex-
cluded from the exception.’* Section 52 operates as
a defence, and only with regards to acts that apply
the design to a product. The mere reproduction of
the copyright disconnected from any design does
not benefit from the defence (meaning that copy-
right will regain its natural term). The future sur-
vival of section 52 is uncertain as proposals for its
repeal have been discussed.™*

IV.Final observations to part |
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As a conclusion to the part dedicated to designs pro-
tection, we can observe that in the EU products of
design can be protected by a quite conspicuous and
overlapping number of rights. Even limiting our
analysis to only two of them (the most relevant an-
yway: design rights and copyright), the possible dif-
ferent rules that apply in function of the relevant
jurisdiction are many. For example, a product of de-
sign, protected by a registered community design, is
likely protected also by copyright, unless the appli-
cable law has provisions similar to the Italian one,
in which case it should be ascertained whether the
product is not only creative but also possesses an
artistic value, or any other threshold that domestic
law has established.

As a matter of fact, the same product can be pro-
tected by copyright in one country (Germany) and
not in another one (Italy) as some case law has
demonstrated.”*> This possesses a clear negative im-
pact on the free circulation of goods in the internal
market.

However, the failure to implement a consistent cu-
mulation scheme in the internal market is only one,
although quite serious, reason for criticisms. From
what we have seen thus far, design law, though hav-
ing achieved some remarkable harmonizing effects,
has nonetheless failed to regulate the field of de-
sign rights in a consistent and technologically neu-
tral way. In particular it lacks the flexibility to offer
asuitable form of protection to modern, small-sized,
3D printing, EU-based, open designers. Aspects such
as the lack of prior art search during registration
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and the consequent bad quality titles that this pro-
duces, the threshold of “difference” in prior art and
infringement tests, the fact that registration re-
quires the indication of the class of products with-
out limiting the scope of protection, the absence of
a clear definition of designer, the extremely limited
ambit of operation of exceptions and limitations, and
the confusing terminology employed when it comes
to identifying an industrial or handicraft item and
when it is used, are but the major identified flaws.
Their reform would contribute to bringing the entire
EU design law framework closer not just to the needs
of Open Designers, but more generally to the needs
of a more efficient EU legal and economic system.

Copyright, on the other side, while suffering from
some of the same flaws, seems a more flexible tool.
However, it is poorly harmonized throughout Eu-
rope, a situation exacerbated in the specific case of
works of industrial design and applied art by the fact
that it is left to Member States to establish the lev-
els of originality for protection. In the next section
we will see whether contracts (a peculiar typology
thereof) can be successfully employed to overcome
such shortcomings.

. Creative Commons

Creative Commons (CC) is a non-profit organization
that endorses a modern view of copyright - the fa-
mous some rights reserved principle - and offers li-
censes and other legal tools for free public use. There
are different licenses that CC offers, but the most
relevant in terms of use is the CC Public License
(ccPL), which comes with different license elements
(clauses) depending on the selection that users can
make on the online license chooser.”** Another in-
teresting license is CCO (CC zero), which comes in
just one “flavour” and is better seen as a waiver of
different rights that the affirmer has on the work
or other material. There is a fair amount of avail-
able information, mostly online, on CC operations
and the licenses.® Here we will specifically focus on
a few features that are relevant in cases of products
of design and applied art.”*® We will make reference
to the CCPL in its current version 3 (CCPLv3). In the
second half of 2012, a deep revision of CCPLv3 was
initiated with the objective to develop a new ver-
sion 4 (CCPLv4) by 2013. When this paper was writ-
ten, CCPLv4 had not yet reached final public release;
nonetheless, we will make specific reference to the
changes in the new version that could have an im-
pact on the aspects hereby studied.”*
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The Creative Commons
Public License (CCPL)

The CCPL offers a core of rights that are always li-
censed regardless of the options that licensors
choose. These rights include the right to reproduce,
redistribute, communicate to the public, make avail-
able to the public and perform the work. Licensors
can further choose among the following optional
conditions:

BY - Attribution: Attribution must be given to the li-
censor in the modalities indicated in the license. At-
tribution is not actually an option anymore since it
applies per default since version 2.0.

NC - Non Commercial: Licensor offers the rights
identified above only for purposes that are not pri-
marily intended for or directed towards commer-
cial advantage or private monetary compensation.'®

ND - Non Derivatives: Licensor reserves the right to
create derivative works.

SA - Share Alike: Licensor allows the creation of de-
rivative works only under the condition that those
are licensed under the same - or an equivalent
- license.

The main question that this paper attempts to an-
swer is whether a CCPL can be applied to design
products and if yes, whether this can represent the
basis to develop a legal theoretical framework fit
for an Open Design model. In order to answer this
question, we need to analyse CCPL’s scope and li-
censed rights.

CCPL's scope and licensed rights

The license grant is contained in section 3 of the
CCPL™! and provides that by using such license a li-
censor grants a worldwide, royalty-free, non-exclu-
sive, perpetual (for the duration of the applicable
copyright) license to exercise the rights in the Work
as stated below:

»  toReproduce the Work, to incorporate the Work
into one or more Collections, and to Reproduce
the Work as incorporated in the Collections;

+  to create and Reproduce Adaptations provided
that any such Adaptation, including any trans-
lation in any medium, takes reasonable steps to
clearly label, demarcate or otherwise identify
that changes were made to the original Work.
For example, a translation could be marked “The
original work was translated from English to
Spanish,” or a modification could indicate “The
original work has been modified.”;
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+  toDistribute and Publicly Perform the Work in-
cluding as incorporated in Collections; and,

+  to Distribute and Publicly Perform Adaptations

In the 4th draft of version 4 (CCPL 4.0d4), the struc-
ture of the licenses has received major restructur-
ing, and content-wise the license grant has been ex-
panded substantially. Not only neighbouring rights,
such as the database sui generis right, are explicitly in-
cluded in the scope of the license, but the reserva-
tion clause typical of CCPL3.0 has been removed.!*
As we will see, however, the now open-ended list of
rights included in the scope of the license is not still
capable, nor is it arguably intended, to capture de-
sign rights.

In the new version 4.0 there is a new definition in
section 1.1, that of “Share”, which includes most of
the activities listed in section 3 of the previous ver-
sion." The grant is contained now in section 2 and
reads along the lines of the previous version 3 defi-
nition, save for employing the term share as defined
in section 1.

In the CCPL version 3, “Work” is defined by section
1as:

the literary and/or artistic work ... including without lim-
itation any production in the literary, scientific and artis-
tic domain, whatever may be the mode or form of its expres-
sion including digital form ... such as ... a work of drawing,
painting, architecture, sculpture, engraving or lithography;
...a work of applied art; an illustration, map, plan, sketch or
three-dimensional work relative to geography, topography,

architecture or science.

Version 4.0d4 has substituted the definition of work
with that of “licensed material”, which is defined as
“the artistic or literary work, database, or other ma-
terial to which the Licensor has applied this Public
License”. Copyright and neighbouring rights, on the
other hand, are defined as “copyright and/or similar
rights closely related to copyright including, with-
out limitation, performance, broadcast, sound re-
cording, and Sui Generis Database Rights, without re-
gard to how the rights are labelled or categorized....”

Note the similarity in the terminology between
version 3 and the BC terminology, and the fact that
works of applied art are expressly included in the
definition of “work”. Version 4.0d4 is much more
succinct in its definition of licensed material and
copyright, though it employs a formula which
clearly comprehends any subject matter included
in the protection offered by copyright. It seems un-
questionable that both version 3 and the forthcom-
ing version 4 cover in their scope works of applied
art and design, as long as these are protected by
copyright.
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At the same time, however, it seems irrefutable from
the license grant that the CCPL (both version 3 and
4) is a copyright license that additionally includes
other rights closely related to copyright, but not
rights that are different in nature, scope and struc-
ture. Design rights, as defined by the DD and CDR,
are not only absent from the license’s enumeration,
but their nature, scope and structure make them a
completely different type of rights from copyright
and from copyright-related rights - as confirmed,
inter alia, by the fact that no sign of them is present
in the Rome Convention nor in any EU copyright
(and related rights) Directives.'* Design rights, un-
der a number of aspects (registration, subject mat-
ter, requirements, duration, competent offices, tests)
are much closer to trademarks and patents, a set of
rights that are unanimously outside the scope of the
CCPL.**#

Accordingly, a CCPL applied to a design will only gov-
ern the copyright in the work, and not the design
rights in the product. This may lead to the paradoxi-
cal consequence that a user of a CCPL work of applied
art which is also protected by design rights is allowed
to perform some given acts on the basis of the cop-
yright regime, but prohibited to perform very simi-
lar activities on the basis of the - non-licensed - de-
sign rights.”*® We will analyse in detail the possible
situation emerging from this duality of protection
in section 5.

cco

Another CC license that deserves a brief mention is
the CC0, a waiver more than a license, particularly
popular in the field of data and databases. CCO is in-
teresting in our analysis for two main reasons: a) its
scope; and b) how it deals with the rights included
in its scope.

Regarding the first point, we can observe that CC0’s
scope is much broader than that of the CCPL. It in-
cludes the right to reproduce, adapt, distribute, per-
form, display, communicate and translate a Work;
publicity and privacy rights; rights protecting against
unfair competition with regard to a work; rights pro-
tecting the extraction, dissemination, use and reuse
of data in a Work; database rights; and other simi-
lar, equivalent or corresponding rights throughout
the world based on applicable law or treaty. In par-
ticular, the specific indication of privacy rights and
unfair competition rights, and the general clause in-
cluding equivalent or corresponding rights through-
out the world, might trigger a doubt as to whether
there is space for inclusion of design rights in such
a broad and open-ended scope of protection.

The answer will most likely be in the negative for the

case of registered design rights (as the specific ex-
clusion of patents and trademarks may suggest'*’),
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but a positive answer might be plausible in the case
of UCD or other national unregistered design forms
of protections, given the nature of such unregistered
rights, which can be found close to copyright un-
der more than one aspect (absence of registration,
scope, nature of protection and infringement). Un-
registered community design also recalls some pro-
visions of unfair competition (a defence against acts
of deliberate and slavish copying), which is specifi-
cally listed in the CCO scope.

The second aspect of interest is the waiver: To the
greatest extent permitted by, but not in contraven-
tion of, applicable law, the affirmer fully and per-
marnently waives, abandons and surrenders all of its
copyright and related rights and associated claims
and causes of action, whether now known or not.
Therefore, although this seems to be a case of very
limited practical relevance, it could be possible to
apply a CCO to a product of design, and by this act
the designer would surrender any copyright in it, as
well as any UCD-based claim against acts of copying
of the design. Of course, the designer would still be
entitled to file a registration for an RCD within a pe-
riod of 12 months from the date of the first disclo-
sure of the product, but after this grace period, an-
ybody should feel free to reproduce the design.'s
In light of the fact that a CCo by itself would proba-
bly not solve issues connected with the relinquish-
ment of the right to file for a registered community
design, coupled with the fact that the applicability
to unregistered design rights is based more on in-
terpretation than on actual wording or known case
law, this solution remains highly hypothetical and
should not attract the attention of those interested
in anything more than purely academic speculation.
If it did - and we repeat that it shouldn’t - it must
be borne in mind that CCO0 is a waiver; therefore, it
would not be possible to employ CCPL license ele-
ments (BY, ND, NC, SA).

. Open Design

In the dynamics of what we call an Open Design
workflow,"”we have observed that a common prac-
tice among “open designers” is that of sharing their
blueprints online in order to allow everybody to ben-
efit from their creations.”® Designers who do that
are inspired by different sentiments, though. For
some, the sharing of the knowledge is the major re-
ward and incentive, and accordingly those design-
ers tend to employ licenses with few restrictions,
among which are usually “copyleft” clauses.'! Oth-
ers contrast such a libertarian stand with a much
more pragmatic one. In their intentions the shar-
ing should contribute to spread their work and
their name in ways (or at costs) that common mar-
keting tools could not reach, and accordingly they
release their blueprints under terms that restrict
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the creation of derivative works or the commercial
exploitation.

In light of this observation, our analysis requires a
slight shift in angle: given the centrality of the blue-
print, it is precisely from this element that we should
start. Blueprints, when reaching the required level
of originality or creativity, can be considered a work
of authorship in their own right. Alternatively, when
purely technical and lacking any originality, it is ar-
guable that blueprints are not protected by copy-
right, though in some countries we have found a
specific neighbouring right on the reproduction of
the plan and on the realization of a project of engi-
neering in absence of the project drafter’s consent.*?
Blueprints, however, when disclosing the outer ap-
pearance of the product, could also be considered
part of the product, or even as the product of design
themselves, and accordingly attract the protection
offered by design law (see above section 2.6).

100 Given the plurality of roles played by a blueprint,

it can help to resort to a simple example. Let us im-
agine that a designer creates a blueprint and makes
it available online under a CC license that allows de-
rivative works under a Share Alike (SA) provision
(therefore employing a CCPL BY-SA). For the sake of
clarity, we will analyse separately what can be done
with the blueprint as a work of authorship and what
can be done with the resulting product.

The blueprint

101 The first aspect at issue (the blueprint and the pos-

sibility to modify it) represents an easier case which
follows usual copyright rules, if any. The blueprint
can be of a purely technical nature and lack any pos-
sible form of copyright protection. This is an unlikely
scenario considering how low the required level of
originality usually is; however, especially in the most
technical environments, this remains a possibility
that cannot be excluded a priori. A technical draw-
ing reporting the calculation of the acceleration of
a particle released from a given height and lacking
any original or creative addition, can indeed be con-
sidered too technical for copyright protection, at
least in those jurisdictions with higher standards.*:

102 In such a case, the blueprint is not protected by cop-

yright or usually by any other neighbouring right.'>*
The blueprint is said to be in the public domain, a le-
gal status that allows everybody, for copyright pur-
poses, to use and reuse the material. The applica-
tion of a CC license to this public domain blueprint
should be harmless (and pointless), since CC licenses
base their operation on the copyright protecting the
work. In the absence of any copyright, no term of the
CC license should be considered enforceable.'*

2013



103 In the opposite case, where the blueprint meets cop-

yright standards, the license is triggered and the cre-
ation of any other work covered by its scope should
conform to the conditions established in the license.
Therefore, if a licensee decides to modify the blue-
print in an original way, for example adding a new
creative element to it, this will be possible, in our
case (use of a CCPL BY-SA), under the condition that
the licensee correctly report the attribution, and ap-
plies the same, or an equivalent, license to the re-
sulting blueprint.'*

104 But what about the possibility to manufacture a

product based on the blueprint?

The product

105 A more complex analysis regards this second issue,

i.e. the manufacture of a product from the blueprint.
Let us imagine that a second designer finds the same
blueprint online. She downloads the blueprint’s file
and sends it to her 3D printer in order to obtain the
corresponding object. At this point we need to de-
termine what is the legal status of the object under:
a) copyright, and b) design rights.

Copyright

106 A first case is given by the possibility of identity be-

tween the copyrighted blueprint and the realized
product. This means that the blueprint is not only
the authors’ own intellectual creation but is also
complete and final: it determines the appearance of
the product, to use design law wording. In this case
the blueprint leaves no discretion to the manufac-
turer as to how to manufacture the product, and the
manufacturer, on his side, adheres completely with
no creative changes to the blueprint. In such a case,
the digital blueprint (for example the CAD file'’) is
“ready”, in the sense that in order to print the prod-
uct it will be sufficient to “send” the file to the 3D
printer. Any intermediate act before printing takes
place is limited to predetermined and technical in-
terventions, such as “clean-up” of the CAD file from
programming errors, the conversion of the CAD file
in an executable code to be sent to the printer, and
the specific regulations and parameters of the print-
ing machinery.'

107 Accordingly, the realization of the product (the 3D
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item) will very likely represent a reproduction of the
blueprint to a different media or format not much
different from what the printing of a digital journal
article on a regular 2D printer would be. Also in this
latter case, sometimes it is necessary to clean up the
file from comments or typos, to convert the file into
a format readable by the printer (usually done au-
tomatically by the software in a way that the user is
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completely unaware of), or configure some parame-
ter of the printer, such as the type of paper, the order
of collation, whether comments should be printed
and the like. All these activities have a direct influ-
ence on the final print-out; however, they are mar-
ginal and not creative and will not be deemed suffi-
cient to constitute a derivative work under copyright
law. In a case of identity between the digital blue-
print and the material product, where the blueprint
embraces all the creative elements of the material
product itself, the act of printing the article is cov-
ered by the right of reproduction, not by the right
of creation of a derivative work."*® Accordingly, the
author of the copyrighted item is the author of the
copyrighted blueprint, as there is only one copyright
at stake here, one that is likely infringed - save for
the presence of exceptions or authorizations - by
the act of printing'®.

108 In our example (CCPL BY-SA blueprint), the license

allows printing (reproducing) as many products as
desired, copying them further, distributing them,
showing them in public or communicating them to
the public, with the only limitation to apply the same
license in case of acts of redistribution of verbatim
or derivative works and to mention the original au-
thor in the form she indicated. As long as the print-
ing corresponds to an act of reproduction, blueprints
distributed under a CCPL with the Non Derivative
clause can also be legitimately printed.'®* It should
also be borne in mind that any possible ELC as pres-
ent in the applicable copyright law is explicitly af-
firmed by the license.'®

109 A second different case is given when the printed

item results in a substantially different work from
the blueprint, either because the blueprint is not
detailed enough to be printed right away (imagine
that it consists of a drawing or image, maybe just in
2D, rather than in the complete final CAD file'®®), or
because the second designer decides to modify, en-
hance or in any way creatively adapt the blueprint,
or in any other case in which the final printed item
is substantially different from the blueprint. Under
these circumstances (that can be analogized to the
realization of a cinematographic adaptation from a
novel), it must be established whether the intellec-
tual creation as present in the original blueprint is
identifiable in the final product in a way that may
constitute a copyright infringement, or whether, on
the contrary, we are in the presence of a product
merely inspired by the blueprint but that does not
reproduce the original creation in a way prohibited
by copyright law.

110 In the former situation, the manufacturer (who

creatively modifies the blueprint) will be the cop-
yright holder of the derivative work (if her modifi-
cations amount to the level of originality required).
Of course, this is without prejudice to the copyright
in the original work. In our example, the creation
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of a derivative work (the modified printed product)
does not amount to an infringement, as it is allowed
by the Share-Alike clause of the Creative Commons
license under which the blueprint is distributed.
Therefore, the second creative designer will be the
author of the copyrighted item, but obliged to ap-
ply to its work the same - or an equivalent - license
in order to comply with the requirements of the CC-
BY-SA governing the use of the original work. Failing
to do so (or in all cases where the original blueprint
does not allow the creation of derivative works, such
as the use of a CC with the Non Derivative clause)
would trigger liability for copyright infringement,
save for the eventual operation of any ELC.

111 In a different situation, where the product is merely

inspired but not copied from the blueprint, it is argu-
able that the product does not infringe the copyright
in the blueprint, in the same way that a story-line re-
garding a doctor who creates a monster named after
him does not infringe Mary Shelley’s novel, as long
as the former represents an independent intellectual
creation of the author. In order to find precise appli-
cation in a real case, however, the reported general
principle needs to face the idiosyncrasies of the le-
gal system where protection is sought, since, as re-
ported above, the concept of derivative work has re-
ceived very little attention at the EU as well as at the
international level. Accordingly, the degree of crea-
tive autonomy that the new work needs to possess in
order to qualify as independent and non-infringing
can vary substantially. In order to find an answer to
this issue, an analysis of the outer limits of the con-
cept of derivative work should be undertaken for
any relevant country, and with particular attention
to the transition from two to three dimensions and
the technical or creative elaborations this implies.

2. Design rights

112 0Once the designer makes the blueprint publicly

available online, as happens in our example, she
most likely discloses it. This will happen when the
blueprint reveals the outer appearance of the prod-
uct, such as where there is an identification between
the blueprint and the product of design. Accordingly,
novelty (if present at all) becomes an impediment for
any third party trying to claim design right protec-
tion for products that do not cause a (clearly) differ-
ent impression.'®

113 This mechanism will represent an interesting op-
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tion for those designers interested in sharing but
who want to make sure that no one else can use
their blueprints to obtain design protection. In those
cases, designers need to consider that such a disclo-
sure operates only if it reaches the normal circles of
business in the relevant sector. The online publica-
tion (regardless of the type of license) seems to facil-
itate this possibility, though attention should be paid
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to the specific circumstances of the case. The manu-
facture and exhibit of at least a few samples is advis-
able, in order to silence the possible objection (not
shared here) that the design is disclosed only when
applied or incorporated to the material product.'®

114 On the contrary, when the blueprint does not cor-

respond to the appearance of a product of design,
the act of making available the copyrighted blue-
print does not correspond to the design law con-
cepts of disclosure. A second designer could find in-
spiration from this publicly available documentation
and manufacture an independent design with the
intention to obtain registered or unregistered pro-
tection. This is a possible scenario that does not de-
pend on the type of license under which the blue-
print is distributed. It must be noted, however, that
in such a case the difference between the blueprint
(or any other design, documentation or information
available) and the final design needs to be considera-
ble, since the latter will have to be (clearly) different
from the already available body of designs in order
to pass novelty and individual character tests. Un-
fortunately, however, such tests will only come into
play during eventual litigations, and not during the
registration process, a mechanism that has already
been criticized in this paper.*¢

115 Another aspect to keep in consideration in such cases

is that no parts of a copyrighted blueprint (or any
other protected work) can be present in the claimed
design in forms that would constitute a copyright in-
fringement: Article 25 CDR lists among the reasons
for invalidity of a CD the fact that the design consti-
tutes an unauthorized use of a work protected un-
der copyright law.'*”

116 An interesting case is given by the eventuality in

which the work of art applied to the product is li-
censed under a CCPL with a non-commercial clause.
In this case, no commercial activity that involves the
work under CCPL can be legitimately carried out;
therefore, most likely the entire product will have
to be dealt with in a non-commercial way.

117 As we have seen, however, the CCPL scope does not

cover design rights. Therefore, while the inner struc-
ture of design law, and chiefly the effects of disclo-
sure, can represent a satisfactory scheme for licen-
sors, licensees will still find themselves in a situation
of uncertainty since they might be infringing the un-
licensed design rights.

3. Thelicensee's perspective

118 So far we have focused our analysis on the licen-

sor in order to secure that she can rely on the ex-
pected legal effects that the application of a CCPL to
the product of design should entail. Given the likely
double layer of protection of products of design in
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the EU and the application of a CCPL to the work of
applied art, it seems that the licensor can reasona-
bly achieve the prospected goals, at least on the ba-
sis of the copyright provisions. In fact, the use of a
CCPL has no consequences on the rights stemming
from community design protection. Therefore, our
licensor will always have in her hands the power to
enforce her rights on the product of design even in
contradiction with her own determinations when li-
censing the copyright in the same product (with the
obvious limitations regarding acts contra factum pro-
prium). This can indeed be seen as irrational behav-
iour on the part of the licensor, but it is still tech-
nically possible. Further, licensors can change over
time, transfer rights, change ideas, or simply be or
become different persons depending on the rights
at stake.!s

119 Accordingly, the last issue that needs to be addressed

for a complete analysis concerns the conditions un-
der which the licensee can reasonably trust that the
acts undertaken on the basis of the CCPL will not in-
fringe the licensor’s design rights. In fact, in all those
circumstances where the blueprint of a product of
design discloses the appearance of the product and
triggers protection, it can well happen that the blue-
print’s author is entitled to file registration for CDR
or enjoy UCD anyway. As repeatedly pointed out in
this study, we are not concerned with legal or pro-
cedural defences that may offer a resort against an
act first permitted and then prohibited on the ba-
sis of a different right by the same person (acts con-
tra factum proprium, and relative national epiphanies
such as bona fide doctrines, estoppel, and other legal
presumptions). Such defences and theories can actu-
ally prove extremely effective in preventing abuses;
however, they will vary on a case-by-case basis, and
here we are concerned in developing a consistent
framework based on substantive law provisions.

120 Upon disclosure of the product of design, the de-
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signer enjoys the protection granted by UCD for a pe-
riod of three years, together with a 12-month grace
period to register the design. In these cases, poten-
tial licensees could feel extremely frustrated by the
lack of legal certainty around their use of the prod-
uct. Their use, in fact, is based on the CCPL and will
only grant them the possibility to perform a num-
ber of acts on the basis of a copyright authoriza-
tion, with the design rights still reserved to the de-
signer. This would represent a major bias, especially
for users beyond the amateur circle, such as in pro-
fessional and commercial environments, where the
eventual exceptions of private and non-commercial
uses seen above would not find application.
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I1l. A proposal

121 1In order to overcome the situation of legal uncer-

tainty caused by the use of a CCPL for products of de-
sign - that is to say, of an agreement that licenses the
copyright but not design rights in a way that could
lead many licensees in error - we propose to com-
bine the CCPL with other CC tools.

122 As briefly mentioned, in addition to the CCPL, Crea-

tive Commons offers additional legal tools that can
prove quite effective in cases such as the present.
CC+ (CCPlus) is one of those. Strictly speaking, CC+ is
not a license but a “protocol” composed by a stand-
ard CCPL license plus an additional agreement that
allows licensors to offer additional permissions and
more rights above and beyond those granted by the
standard CCPL.*®

123 In our proposal, the “+” would be represented by

a waiver whereby the affirmer relinquishes every
possible right or interest stemming from EU com-
munity design, or from national design rights law.
The specific wording should mirror, mutatis mutan-
dis, the one found in the CC0, with the substitutions
and adaptations of the case. The affirmer, in particu-
lar, should declare not to have filed any application
for a CDR, and to relinquish the relative right (which
would exist for a 12-month period from disclosure)
to file for a registration. In a case in which a CDR
has been filed and/or obtained, the wavier should
contain specific wording declaring that the rights
granted by the CDR are waived, abandoned or re-
linquished and will never be enforced. The affirmer
should also explicitly abandon, waive and promise
not to assert the UCD which will endure for a period
of three years from disclosure regardless of any af-
firmative step taken by the designer. A specific ref-
erence in the waiver should be addressed to national
unregistered design rights (such as in the UK case).

124 In order to ensure the maximum level of compli-

ance with national laws, where and to the extent that
such waivers are deemed invalid, the affirmer should
grant a worldwide, non-exclusive license allowing
the performance of all the acts that the waiver would
have covered. The waiver should be preceded by a
preamble clarifying the intentions and motives of
the licensor in order to guide courts called upon to
interpret this novel contractual structure in case
of litigation. Again, the specific wording of the CCo
would represent a perfect blueprint.

125 With the combination of a standard CCPL and the

type of waiver proposed, designers will finally have
at their disposal an easy and practical way to share
their works with the community under the condi-
tions that so far have proven to be the most popu-
lar in Internet and digital based initiatives: attribu-
tion of paternity (in a way that community design
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rights are not able to offer), permission/prohibition
of creation of derivative works and eventual share
alike, and the possibility to reserve the rights of com-
mercial exploitation, an aspect particularly popular
among those interested in experimenting with new
business models.

126 However, this solution has a potential flaw. Or bet-

ter, its application in jurisdictions featuring a par-
tial cumulation approach could lead to unexpected
results. Partial cumulation jurisdictions, as seen, es-
tablish different, usually higher, levels of originality
for works of applied art and industrial design. Where
this level is particularly high, e.g. in Italy where an
artistic value is required, works of applied art and
industrial design do not usually reach that thresh-
old, and are thus only protected by design rights, not
by copyright. This legislative solution makes perfect
logical sense. It excludes cumulation in the major-
ity of cases (and de facto circumvents the prohibi-
tion of “scindibilitd”), offering design rights protec-
tion to products, copyright protection to works, and
both only in those exceptional cases when a prod-
uct is also a work of art. However, in the EU only
a minority of countries follow this solution, which
leads to cross-border issues and consequent legal
uncertainty.

127 The solution we just proposed, i.e. to waive design

rights and rely on copyright, cannot obviously work
when copyright does not exist. If applied, it would
lead to some sort of “contractual public domain”
status, as copyright is absent and design rights have
been relinquished.

128 To solve the problem, an alternative approach is

possible. It largely resembles the CC+Design solu-
tion seen above, but the “+”is in this case is not rep-
resented by a waiver, but by an additional grant that
extends the scope of the license to include (regis-
tered and unregistered) design rights. In this way,
design rights will not be waived, but licensed to-
gether with copyright and other related rights, and
will therefore follow the conditions established by
the CCPL. This solution allows licensors also in coun-
tries with a partial cumulation approach to allow
the use and reuse of their designs under conditions
such as attribution of paternity, use of the same or
equivalent license for derivatives, and non-commer-
cial uses.

F. Conclusions and future work

129 Throughout an analysis of the most relevant legal
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tools that affect the activities of designers dealing
with new personal, digital, often open-source, 3D
printing technologies, we tried to demonstrate a
rather simple point. Design law, at least in the EU,
does not offer a suitable system of protection and ex-
ploitation of rights to individual designers and small-
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sized enterprises that use 3D printing technologies
in novel ways, creating innovation and added value
in technological, economic and social terms.

130 We proposed two possible solutions that similarly

combine a contractual tool based on copyright, cop-
yright law itself and design rights. It is undeniable
that the proposed solutions exploit copyright law’s
ability to control derivative works and try to annul
as much as possible design law. In fact, in the CC+De-
sign model, design rights will have to be waived to
the greatest extent possible, or, if not possible, in-
cluded in the scope of the license. Another solution
would certainly be to employ licenses that specifi-
cally include design rights in their scope of protec-
tion. We think we have demonstrated that as long as
our model proves effective in practice, such licenses
will add very little. At the same time, they would suf-
fer from the problems connected with possible reg-
istered IP rights, i.e. a process of registration and
the correlated costs. More importantly, CC licenses
have the unique capacity of being modular, i.e. to
offer a set of license elements (BY, SA, ND, NC) that
can be chosen by the licensor, an aspect particularly
important to designers and not found in other open
licenses.

131 As seen, designers based in partial cumulation le-

gal systems - especially where the required level of
originality is particularly high - should opt for the
CC+Design expanding the scope of the license, not on
the waiver, unless they purse a public domain-like
result. A possible obstacle could be present in the
UK, where the creation of an article from a design
plan enjoys a specific copyright defence. In such a
case, the application of a CCPL to the relative blue-
print will not be very effective, as a potential licen-
see could have a defence for not applying a specific
license element (e.g. SA condition) to the resulting
article. However, as seen, this scenario will only op-
erate for quite limited number of subject matter.

132 Our preference for a waiver of design rights is based

in our critical view of the current EU design law
framework, which we already summarized in the
final remarks to part 1. It is however important to
restate once more at least one aspect that could be,
and to some extent has been already, fixed by courts.
Registered community design rights offer protection
against any type of infringing products, including in-
dependently developed ones. In this regard, it is ex-
tremely important that the tests for protection and
for infringement operate on a different basis: Only
products that cause a clearly different overall impres-
sion can be considered novel, but it is sufficient for a
product to be just different from a protected one to
avoid infringement. If courts were to interpret the
two tests along these lines (set forth by the UK Court
of Appeal), by way of interpretation one of the major
flaws of EU design law would be partially corrected.
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133 However, generally speaking, this would represent a

rather modest improvement. It is quite clear that the
EU design legal framework does not favour the cre-
ation of property rights around innovation. On the
contrary, it stimulates the creation of a high number
of bad quality monopoly rights around something
that has not been tested for novelty or individual
character. The very same idea that this process has
low costs is simply wrong. The costs for innovation
and competition are significant when the barrier to
enter the relative markets is so high: property rights
protecting something that may or may not be new
since no check has been made. Especially for those
with small or non-existent design portfolios, such a
market is simply not attractive or accessible in the
majority of situations.

134 In our opinion, modern, 21st-century, 3D printing,

Fablab-based, individual or small-sized open design-
ers will find a much better tool of protection in cop-
yright. And this is bad news, as it is a clear demon-
stration that design law has failed, at least for this
category, and that copyright is used for items that
are closer to products than to works.

135 This brings us to a final consideration that will also
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represent our future work: How far does the concept
of derivative work reach? This question - i.e. what
are the boundaries of copyright protection in the
case of modified works and products (2D to 3D and
vice-versa) - is arguably the key point and the limit
of the analysis we have proposed. In the case of use
of the CCPL, this problem is tempered as the omis-
sion of the ND will generally grant the possibility to
create derivative works. However, a clear indication
of where to draw the line between an act of infringe-
ment (like a derivative work) and an act of inspira-
tion is crucial. Copyright law, especially in the field
of derivative works, is absolutely not harmonized at
the EU or at the international level, and a compara-
tive study in this field will complement the analysis
developed in this article.

Dr. Thomas Margoni is a senior researcher at the Institute for
Information Law (IViR), faculty of Law, Amsterdam Univer-
sity. The author wishes to thank Lucie Guibault, Diane Peters,
and the excellent reviewers of JIPITEC for their extremely use-
ful comments.

A considerable improvement from the Design Directive where
such needs are explicit only in Recitals 13 and 19. See Direc-
tive 98/71/EC of the European Parliament and of the Coun-
cil of 13 October 1998 on the legal protection of designs, and
Council Regulation (EC) n® 6/2002 of 12 December 2001 on
Community Designs.

See Green Paper on the legal protection of industrial design, of the
Commission of the European Communities, I11/F/5131/91-EN, “Su-
perior design is an important instrument for European indus-
tries in their competition with industries from third countries
with lower production costs. It is the design, which in many
cases, is decisive for the commercial success of products thus
allowing European enterprises, investing heavily in develop-
ment of designs to prosper”.
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A particularly interesting example is represented by FabLabs,
a project started by the Media Lab at the Massachusetts Insti-
tute of Technology, that has rapidly spread around the world,
https://en.wikipedia.org/wiki/Fab_lab.

Well-known examples of this culture are Free Libre Open
Source Software (FLOSS) and Open Content/Access. From a
legal point of view, these examples are based on legal docu-
ments such as the GNU General Public License (GPL) or Cre-
ative Commons licenses.

For Wikipedia, Open Design is the development of physi-
cal products, machines and systems through use of publicly
shared design information. Open design involves the making
of both free and open-source software (FOSS) as well as open-
source hardware. The process is generally facilitated by the
Internet and often performed without monetary compen-
sation. The goals and philosophy are identical to that of the
open-source movement, but are implemented for the devel-
opment of physical products rather than software. A real defi-
nition of Open Design was developed in 2000 at www.opende-
sign.org, although the project seems to no longer be under
development. Currently the most active initiative in the Open
Design field seems to be the Open Design project hosted by
the Open Knowledge Foundation, which states, “We aim to use
existing definitions for inspiration in this process, including
the first Open Design definition drafted in 2000, the Open De-
sign Manifesto, the Open Design page on Wikipedia and the
Open Hardware definition”; see http://design.okfn.org/cur-
rent-projects/. See Van Abel, Evers, Klaassen, Troxler, Open
Design Now - Why design cannot remain exclusive, Amster-
dam, 2011.

Among others, see Rifkin J, “The Third Industrial Revolution:
How the Internet, Green Electricity, and 3-D Printing are Ush-
ering in a Sustainable Era of Distributed Capitalism”, available
at: http://www.worldfinancialreview.com/?p=1547; See also
“A third industrial revolution”, The Economist, 21 April 2012,
available at: http://www.economist.com/node/21552901.

From a lawyer’s point of view, a better categorization could
be represented by the concept of limited liability that has fa-
voured the first industrial revolution as much as technologi-
cal inventions. Similarly, the second industrial revolution wit-
nesses the development of the basic concepts of labour law,
and paves the way for what will become consumer protection
law. It is arguable that for the third industrial revolution, de-
sign rights, copyright and the ability to combine the relative
subject matter are among the legal driving factors. Interest-
ing in this regard is an article that appeared in a 1926 issue
of The Economist, suggesting that “the nameless inventor of
[limited liability] might earn a place of honour with Watt, Ste-
phenson and other pioneers of the industrial revolution”; see
The Economist 23 December 1999, available at: http://www.
economist.com/node/347323.

See e.g. Wittbrodt et al., “Life-cycle economic analysis of distrib-
uted manufacturing with open-source 3-D printers”, in Mechatron-
ics, Volume 23, Issue 6, September 2013, pp. 713-726.

See below, sec. 4.

See e.g. <http://thingiverse.com>, a project where design-
ers can share their blueprints and where the suggested li-
censes are CCs.

Studies in this sector are blossoming; see e.g. for a US account
on the relationship with patents: Weinberg, 1t will be awe-
some if they don’t screw it up: 3D printing, intellectual prop-
erty, and the fight over the next great disruptive technology,
Public Knowledge, 2010. For a UK perspective see: Mendis,
The Clone Wars - Episode 1: The Rise of 3D Printing and its
Implications for Intellectual Property Law - Learning Lessons
from the Past?, in European Intellectual Property Review, 35
(3), 155-169. See also Desai & Magliocca, Patents, Meet Nap-
ster: 3D Printing and the Digitization of Things, in George-
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town Law Journal, 2013, forthcoming, available at: <http://
ssrn.com/abstract=2338067>.

See Weinberg, What's the deal with copyright and 3D printing?,
Public Knowledge 2013.

See Directive 98/71/EC of the European Parliament and of the
Council of 13 October 1998 on the legal protection of designs.

See Council Regulation (EC) n® 6/2002 of 12 December 2001
on Community Designs. Another good document demonstrat-
ing EU attention and useful for understanding the histori-
cal underpinnings of such legislation is the Green Paper, cit.
fn 2 above.

Art. 96(1) CDR establishes that its provisions should be with-
out prejudice to a number of Community or Member States’
law, including unregistered designs. For the UK case, see Cor-
nish, Llewelyn & Aplin, Intellectual Property: Patents, Copy-
right, Trade Marks and Allied Rights (7th ed., London, 2010),
at 623 and ss; Bently, Sherman, Intellectual Property Law (Ox-
ford, 3rd ed., 2009), at 667 and ss.

With the exception of the Netherlands, Belgium and Luxem-
burg (the Benelux), where a centralized system of registra-
tion is in force in virtue of the Benelux Convention on Intellec-
tual Property (trademarks and designs), signed in The Hague
in 2005, as modified.

See the Paris Convention for the Protection of Industrial Prop-
erty, signed in Paris, France, on 20 March 1883.

Art. 2 CDR identifies in the Office for Harmonization in the In-
ternal Market (Trade Marks and Designs, OHIM), instituted by
the Council Regulation (EC) No. 40/94 of 20 December 1993 on
the Community trade mark, the office which shall carry out
the tasks entrusted to it by the Regulation itself.

See Art. 1(3) CDR.
See Bently, at 686.

Recital 9 CDR reads: “The substantive provisions of this Reg-
ulation on design law should be aligned with the respective
provisions in Directive 98/71/EC”.

See Art. 3(a) CDR.
See Art. 3(b) CDR.

See Suthersanen, Design Law: European Union and United States
of America (2nd ed., London, 2012), at 95.

See Musker, “Community design regulation art. 3”, in Gielen/Von
Bombhard, Concise trade mark and design law”(Karlsruhe - Am-
sterdam - London, 2011), at 364; from the same author, Com-
munity design law - Principles and practice (London, 2002), 10 -
15; for an illustrative, non-exhaustive list of OHIM practices,
see also “The manual concerning proceedings before the office for
harmonization in the internal market (trade marks and designs)
- Examination of applications for registered community designs”
[Manual], at 23 - 24, available at: http://oami.europa.eu/ows/
rw/pages/RCD/legalReferences/OHIMDesignManual.en.do

See Locarno Agreement Establishing an International Clas-
sification for Industrial Designs, signed at Locarno on 8 Oc-
tober 1968 as amended on 28 September 1979, available at:
http://www.wipo.int/classifications/nivilo/locarno/# ; see
also Suthersanen, at 97-100, pointing out, inter alia, that the
design of a portable house has been held protectable in Mo-
bile Home, Hamburg DC, October 20, 2006.

See Musker 2011, at 364; see also Manual, at 23 - 24.
Id.

See Suthersanen, Design Law, at 95.

See, for example, Recitals 12 and 14 CDR.

See EC Green Paper, at 8.9.

See Bently, at 629.

But of course, if the process or service leads to the creation
of a product, this would be protectable.
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See Massa & Strowel, “Community Design: Cinderella Revamped”,
EIPR, 2003, 25(2), 68 - 78, at 72.

See case C-393/09 [EUCJ] BeSoft v. Softwarova.

Regarding the protection of GUI and computer icons, see in
general Kurr, “Protection of graphical user interfaces under Euro-
pean design legislation”, 11C 2003, 34(1), 50-62.

No reference to any industrial character is present in the CDR,
confirming that CDR is meant to protect products belonging
to fine arts, applied arts and industrial design, with no differ-
entiation; see Suthersanen, Design Law, at 96.

See Bently, at 645.
See Art. 5(2) CDR.

This requirement is clearly closer to the novelty require-
ment in patent law, rather than to the originality require-
ment found in copyright law.

See Grupo Promer Mon Graphic SA v. OHIM - PepsiCO Inc.,
T-9/07 (General Court, GC) of 18 March 2010, at 62, as upheld
(denying appeal on this point) by the European Union Court
of Justice (EUC)).

See Art. 56 of the Convention on the Grant of European Pat-
ents (EPC) of 5 October 1973, as revised; see Procter & Gamble
Co v. Reckitt Benckiser (UK) Ltd [2007] EWCA Civ 936, at 16.

See PepsiCo, Inc. - Grupo Promer Mon Graphic SA, C-281/10
P (EUC)), of 20 October 2011, at 53 and 54.

See Art. 4 (2) and (3).
In this sense, see also Musker, cit., at 368.
See Art. 10(2) CDR, corresponding to Art. 9(2) DD.

Recital 14 CDR: “The assessment as to whether a design has
individual character should be based on whether the overall
impression produced on an informed user viewing the de-
sign clearly differs from that produced on him by the exist-
ing design corpus, taking into consideration the nature of the
product to which the design is applied or in which it is incor-
porated, and in particular the industrial sector to which it
belongs and the degree of freedom of the designer in devel-
oping the design.”

In this sense, see Procter & Gamble Co v. Reckitt Benckiser
(UK) Ltd [2007] EWCA Civ 936, at 16 - 18.

See Procter and Gamble Co v. Reckitt Benckiser (UK) Ltd [2007]
EWCA Civ 936, at 16 - 18.

See Art. 7(1) CDR.

See Art. 22 CDR; Musker at 394.

See Art. 43 CDR.

See Bently, at 630 - 631; Musker at 372.

See Lindner Recyclingtech GmbH v. Franssons Verkstdder,
Board of Appeal of 22 October 2009, R 690/2007-3 - Chaff cut-
ters, at 28; and Bently at 634.

See Art. 36(6) CDR; see also Musker, cit., 376.

In this sense, see Case C-281/10 P, Pepsi Co. v. Grupo Promor
& OHIM, of 20 October 2011.

See Suthersanen, at 133.

In this sense, see Procter & Gamble Co v. Reckitt Benckiser
(UK) Ltd [2007] EWCA Civ 936, at 19.

1d.

Sceptical in this regard is Suthersanen at 131; Bently seems
to leave a door open to a higher standard for individual char-
acter than for infringement, but notes that the Official Com-
mentary on the Regulation suggests that the difference need
not be significant; see Bently, at 649. Cornish, however, seems
to accept that “clearly different” is the test to be employed,;
see Cornish, at 610.

See Art. 85(2) CDR.
See Art. 19(1).
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See Art. 19(2).
Id.
See Musker, 389.

The type of rights conferred by CD is very close to those con-
ferred by Community Patent.

In this sense, see Bently, at 665. Musker, however, is doubt-
ful: “It is unclear whether use of a design must mean use as
a design; in other words, in application to the appearance of
a product of some kind or its ornamentation”; see Musker
2011, at 388.

See Bently, at 667.

See Bently, 667, at fn 65.

See The Manual at 3.1.3; see also Musker at 364. See the Lo-
carno Agreement Establishing an International Classification
for Industrial Design, signed at Locarno on 8 October 1968, as
amended on 28 September 1979. Note that Art. 2(1) of the Lo-
carno Agreement states that the system of classification it es-
tablishes has a purely administrative character.

See Examination Guidelines Community Design, at 5.1; avail-
able at: http://oami.europa.eu/ows/rw/pages/RCD/legalRef-
erences/guidelines.en.do.

Art. 36(1) reads: “1. An application for a reg-
istered  Community  design  shall  contain:
(c) a representation of the design suitable for reproduction.
However, if the object of the application is a two-dimensional
design and the application contains a request for deferment
of publication in accordance with Article 50, the representa-
tion of the design may be replaced by a specimen.”

See Musker, 371, 378.

See Art. 20(1) CDR.

A similar wording is found in Directive Council Directive
87/54/EEC of 16 December 1986 on the legal protection of to-
pographies of semiconductor products, Art. 5(2).

TRIPs agreements only require protection against acts of com-
mercial purposes; see Art. 26.

On the meaning of communication to the public, see Case
C-135/10, Societa Consortile Fonografici (SCF) v. Marco Del
Corso, 81 - 90, available at: http://eur-lex.europa.eu/LexUr-
iServ/LexUriServ.do?uri=CELEX:62010CJ0135:EN:HTML.

See Directive Council Directive 87/54/EEC of 16 December
1986 on the legal protection of topographies of semiconduc-
tor products, Art. 5(3).

See Bently, at 672. Musker seems to arrive at a different con-
clusion, though he recognizes that the issue is not clear; see
Musker 2009, at 391.

See Bently, at 672.

See Bently, at 672 - 673.

See Bently, 673.

Id.

1d.

See Musker, 390.

See Musker 2011, at 383.

See Musker 2011, at 382.

1d.

See Heller, “The Tragedy of the Anticommons”, in 111 Harvard
Law Review 621 (1998), and The Gridlock Economy: How Too Much
Ownership Wrecks Markets, Stops Innovation, and Costs Lives, New
York, 2008.

See Recital 32 and Art. 96(2) CDR. For an explanation of the
reasons, see Explanatory Memorandum to the Regulation,
COM(93) 342 final-COD 463 Brussels, 3 December 1993, and in
particular: “The smooth functioning of the internal market for
products embodying design is going to be fully achieved only
if the Community Design system is supplemented by harmo-
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nized national rules of copyright law relating to the protection
of design. This is, however, a formidable task which needs in-
tense preparation, further comparative studies and contacts
with national authorities and interested or academic circles.
If the introduction of the Community Design should be sub-
ordinated to the achievement of such a harmonization, the
urgent need of giving to design industry an efficient tool for
the internal market could not be satisfied within a reasona-
bly short period. It is, however, important that the Member
States be aware of the Commission’s intention to proceed in
the direction indicated: acceptance of the principle of ‘cu-
mulation’ of protection, as defined in this paragraph would
constitute their first contribution in this direction. It should
also be stressed that it would be difficult to require Member
States which traditionally attach the utmost importance to
protection of design by copyright, like France or the Bene-
lux States, to accept the “market oriented approach” of this
Regulation, if they were not sufficiently satisfied that harmo-
nized rules of copyright law will be laid down at Community
level in order to protect the creativity aspect of the activ-
ity of design. Accepting the principle of ‘cumulation’ should
not, however, prevent the Member States who already ap-
ply such a principle under restrictive conditions (Germany,
Spain, Portugal, Denmark, Ireland) from continuing to do so.
For the time being, the extent and the conditions of protec-
tion, including the level of originality required, would con-
tinue to be autonomously determined by each Member State.
The introduction in the Regulation of the principle of ‘cumu-
lation” would, on the contrary, have an immediate impact for
Italy, where the principle of ‘cumulation’ is excluded by the
existing legislation”.

An example of perfect cumulation is traditionally represented
by France, where on the basis of the principle of unity of art,
every work of the mind is protected regardless of the form of
expression, merit or purpose. As Goldstein & Hugenholtz ob-
serve, however, if the design is strictly functional, copyright
protection might be denied; see Goldstein & Hugenholtz, In-
ternational Copyright - Principles, Law, and Practice (3rd ed., 2013),
at 214 - 216.

This is the approach Italy chose after the DD, which obliged
an abandonment of the previous approach based on the prin-
ciple of “scindibilita”. The current Italian Copyright Act re-
quires artistic value in order to offer protection to products
of industrial design and applied art. The precise meaning of
artistic value is not clear, however; see Franzosi, Design ital-
iano e diritto italiano del design: una lezione per I'Europa?, in Riv-
ista di Diritto Industriale - 2009 - Parte I - 71 - 82; Montantari,
L’Industrial Design tra modelli, marchi di forma e diritto d’autore,
in Rivista di Diritto Industriale, 2010, Parte I, 7 - 25. Another ex-
ample of partial cumulation, with an originality requirement
that is higher than the standard for other copyright works but
does not achieve the extreme of artistic value, is Germany; see
Goldstein & Hugenholtz, 215.

Art. 9 reads “This Directive shall be without prejudice to pro-
visions concerning in particular patent rights, trade marks,
design rights, utility models, topographies of semi-conduc-
tor products, type faces, conditional access, access to cable of
broadcasting services, protection of national treasures, legal
deposit requirements, laws on restrictive practices and un-
fair competition, trade secrets, security, confidentiality, data
protection and privacy, access to public documents, the law
of contract”. See also Recital 60.

See Art. 2(7) Berne Convention and Art. 25 TRIPs Agreements.

Such as the Software or Database Directives for an example
of limited subject matter, or the Rental Directive for an ex-
ample where the directive concentrated on specific rights.

Such as the InfoSoc Directive.

See Directive 2001/29/EC of the European Parliament and of
the Council of 22 May 2001 on the harmonisation of certain
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aspects of copyright and related rights in the information
society.

See Art. 1 InfoSoc.
See Art. 2 InfoSoc.
See Art. 3 InfoSoc.
See Art. 4 InfoSoc.

Art. 5(1) reads: “Temporary acts of reproduction referred to
in Article 2, which are transient or incidental [and] an inte-
gral and essential part of a technological process and whose
sole purpose is to enable: (a) a transmission in a network be-
tween third parties by an intermediary, or (b) a lawful use of
awork or other subject-matter to be made, and which have no
independent economic significance, shall be exempted from
the reproduction right provided for in Article 2”.

See Hugenholtz, “Why the Copyright Directive is unimportant,
and possibly invalid”, EIPR, 2000-11, 499 - 505; Guibault, “Why
Cherry Picking Never Leads to Harmonisation: The Case of the Lim-
itations on Copyright under Directive 2001/29/EC”, JIPITEC, 2010~
2,55-66.

The Court of Justice of the European Union has expanded the
originality requirement of “intellectual creation of its author”
beyond the field of software and databases, where it was con-
fined by the relevant directives. It can be said that nowadays
the originality requirement in EU copyright law is the au-
thor’s own intellectual creation; see, inter alia, Case C-5/08,
Infopaq International A/S v. Danske Dagblades Forening, of
16 July 2009.

See the Berne Convention for the protection of literary and
artistic works of 9 September 1886, as amended.

See the World Intellectual Property Organization (WIPO) Cop-
yright Treaty adopted in Geneva on 20 December 1996.

See Agreements on Trade-Related aspects of Intellectual Prop-
erty rights (TRIPs), WTO Agreement, Annex 1C, adopted in
Marrakesh, 15 April 1994.

Art. 2 WCT identifies itself as a Special Agreement within the
meaning of Art. 20 BC, and specifically indicates that contract-
ing parties are bound by Arts. 1 - 21 BC. A similar provision is
found in Art. 9 TRIPs.

See Art. 2(1) BC.
See Art. 2(3) BC.

See Explanatory Memorandum; see also Case C-28/04 Tod’s
SpA and Tod’s France SARL v. Heyraud SA establishing that
“Article 12 EC, which lays down the general principle of
non-discrimination on grounds of nationality, must be in-
terpreted as meaning that the right of an author to claim in
a Member State the copyright protection afforded by the law
of that State may not be subject to a distinguishing criterion
based on the country of origin of the work”.

See Art. 10 Copyright Act (Auteurswet) 1912.

See the Benelux Convention on Intellectual Property (Trade-
marks and Designs) of 25 February 2005. The convention cre-
ates a uniform body of laws for the Benelux territory in the
field of Trade-marks and Designs.

See fn 86 above.

See Art. 21 of the Benelux Uniform Law on designs and mod-
els Act of 1975.

See Benelux Court of Justice, case A 85/3, Screenoprints Lim-
ited v. Citroen Nedelrland.

See Law 22 of April 1941, n. 633 “Protezione del diritto d’au-
tore e altri diritti connessi al suo esercizio”, as amended.
See Art. 2(10) Italian Copyright Act. Sec. 10 was introduced
by Legislative Decree 2 February 2001, n. 95, implementing
the Design Directive. The decree also repealed part of sec. 4,
which still protects works of sculpture, painting, drawing, en-
graving, figurative arts, and similar, including scenography,
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“even if applied to industry, as long as their artistic value is
distinguishable from the industrial character of the product
to which they are associated”.

See Tribunale di Milano (Court of first instance of Milan) or-
dinanza 29 Dicembre 2006, n. R.G.74660-1/06.

See Legge 24.02.2012 nn° 14, Conversione in legge, con modifi-
cazioni, del DL 29 dicembre 2011, n. 216.

See Art. 123 Decreto legislativo 13.08.2010 n° 131, Modifiche
al decreto legislativo 10 febbraio 2005, n. 30, recante il codice
della proprieta’ industriale, ai sensi dell’articolo 19 della legge
23 luglio 2009, n. 99.

This was the original excused period contained in the first
version of Decreto legislativo 10.02.2005 n° 30, Codice della
proprieta industriale.

The Design Directive should be interpreted as “precluding
legislation of a Member State which - either for a substantial
period of 10 years or completely - excludes from copyright
protection designs which, although they meet all the require-
ments to be eligible for copyright protection, entered the pub-
lic domain before the date of entry into force of that legisla-
tion, that being the case with regard to any third party who
has manufactured or marketed products based on such de-
signs in that State - irrespective of the date on which those
acts were performed”; see Case C-168/09 Flos SpA v. Semer-
aro Casa e Famiglia SpA, at 65.

See for example Flos S.p.a. contro Semeraro Casa e Famiglia
S.p.a., n. 9906/12 of 12 settembre 2012; and Vitra Patente AG
contro High Tech s.r.l,, n. 09173/2012, of 3 May 2012.

See Copyright, Designs and Patents Act 1988 [CDPA].

See Id. Chapter 48. It must be recalled that the list of subject
matter in the UK copyright Act is exhaustive and mandatory
and that a work has to conform to listed subject matter to be
eligible for protection.

See sec. 51 CDPA; see Bently, 679.

A “design document” is defined as any record of a design,
whether in the form of a drawing, a written description, a pho-
tograph, data stored in a computer or otherwise; see CDPA,
sec. 51(3).

Bently at 681.

Section 236 CDPA reads: “Where copyright subsists in a work
which consists of or includes a design in which design right
subsists, it is not an infringement of design right in the design
to do anything which is an infringement of the copyright in
that work”. See Mark Wilkinson Furniture v. Woodcraft De-
sign [1998] FSR 63, 65; see also Bently at 682 and footnotes 19
and 20.

In this sense, Bently, 683.

See section 52 UK Copyright Act and sec. 2 and 3 of the Copy-
right (Industrial Process and Excluded Articles) (No. 2) Order
1989; Bently 684.

See sec. 3 of the Copyright (Industrial Process and Excluded
Articles) (No. 2) Order 1989.

For a detailed and critical account, see Bently L, “The Return
of Industrial Copyright?”, in European Intellectual Property
Review, Vol. 10, September 2012.

See for example the facts of the Donner case, Case C-5/11, 21
June 2012.

See http://creativecommons.org/choose/.

A good starting point is www.creativecommons.org. The top-
level domain name can be changed to the desired country
code in order to find specific localized information.

See Jasserand C., “Creative Commons licences and design: Are
the two compatible?”, JIPITEC, 2011-2, pp. 131-142.

We will make reference to the last CCPLv4 drafts available on-
line for public consultation. The draft version used for this pa-
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per is 4, available for public consultation at <http://wiki.cre-
ativecommons.org/4.0/Drafts#Draft_4_Details>.

The requirement that the compensation be private has been
removed from version 4.

In this article we use CCPL BY-SA version 3 unported as a ref-
erence model unless otherwise noted.

Sec. 3 last paragraph, last sentence CCPL3.0 BY-SA reads: “Sub-
ject to Section 8(f), all rights not expressly granted by Licen-
sor are hereby reserved”.

Currently, the definition of “Share” reads: “Share means to
distribute material to the public by any means or process such
as public display, performance, dissemination or communica-
tion, and to make material available to the public including in
such a way that members of the public may access the mate-
rial from a place and at a time individually chosen by them”.

See Rome international convention for the protection of per-
formers, producer of phonograms, and broadcasting organi-
zations, done at Rome on 26 October 1961, which is commonly
regarded as the international source for neighbouring rights.

“CC licenses do not directly affect rights other than copyright,
such as the trademark or patent rights or the publicity and
privacy rights of third parties; however, our licenses do not
expressly reserve those rights and as between licensor and the
public implied licenses may exist. These and other rights may
require clearance (i.e. permission) in order to use the work as
you would like”; available at <http://wiki.creativecommons.
org/FAQ>.

Again, we will not consider here aspects such as bona fide ob-
ligations, estoppel, or other legal defences, actions or theo-
ries preventing to dispose of a right contra factum proprium.
Such aspects are not covered by the type of analysis conducted
here (copyright, design rights, CC), and will certainly repre-
sent a suitable resort in some situations. The objective of this
study, however, is to find a possible synthesis on the substan-
tive legal level, which will offer a solution in the generality of
situations.

See sec. 4 Limitations and Disclaimers: No trademark or pat-
ent rights held by Affirmer are waived, abandoned, surren-
dered, licensed or otherwise affected by this document.

Also in this case we are not looking into the area of bona fide,
estoppel, and acts contra factum proprium.

We intentionally avoid offering a precise definition of Open
Design. There are a number of Open Design definitions that
partially catch the complexities of the phenomenon, and a de-
bate is ongoing regarding a more generalized and bottom-up
definition able to represent all the different aspects involved.
That is probably the best place for a definition to emerge.

For examples, see in this regard the operations of the FabLabs,
see supra fn 3, or websites such as <http://thingiverse.com>.

From a legal perspective, “copyleft” means the condition that
allows the creation and further distribution of derivates un-
der the obligation to use the same - or sometimes an equiva-
lent - license. Given this definition, clauses such as the Share
Alike (SA) of CC are a copyleft clause.

See Art. 99 Italian Copyright Act. It must be noted that it
consists of a right to compensation limited to a maximum
amount; see M. Fabiani, La protezione dei lavori di ingegneria, in
1l diritto d’autore, 2007/4, 560 - 566.

If it is still possible to speak of a standard different than that of
intellectual creation of the author, as repeatedly established
by the EUCJ; see Infopaq cited.

See, however, Art. 99 of Italian Copyright Act cited.

See sec. 2 CCPL version 3 unported. It is debatable whether
those provisions not connected to copyright or a related right
could survive, such as warranties and limitations liabilities,
for example.
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As established by section 4.b CCPL 3.0 BY-SA

The file format created by the software used for comput-
er-aided design; see http://en.wikipedia.org/wiki/Comput-
er-aided_design .

Usually CAD files are automatically converted into STL files;
see <http://en.wikipedia.org/wiki/STL_(file_format)>.

To the extent and in the jurisdictions where these two rights
are conceptually separate.

We have already pointed out the problems connected with
the fact that the thresholds of copyright protection for ap-
plied art and industrial design can vary significantly from ju-
risdiction to jurisdiction in section 3.

See sec. 3 last sentence CCPL-BY-SA version 3, and the almost
equivalent wording on version 4d3: “The above rights may
be exercised in all media and formats whether now known
or hereafter devised. The above rights include the right to
make such modifications as are technically necessary to exer-
cise the rights in other media and formats” (emphasis added).
Therefore, as long as the passage from the digital to the phys-
ical format does not amount to a derivative work, but is only
a technical modification, the ND provision is also in line with
the 3D printing of a work.

Therefore, no part of the license can be interpreted as limit-
ing any exception or limitation to copyright under national
law. Exceptions such as that of private copy can play an im-
portant role in cases of printing of objects for private uses.

In such a case it could be argued if we are in presence of a
blueprint, or of a different copyright subject matter.

Such an act will simultaneously trigger a 12-month grace pe-
riod, and a 36-month UCD protection for the benefit of the
designer.

See above, sec. 2.
See above, sec. 2.
See Art. 25(1)(f) CDR.

We have seen that copyright and design rights first owner-
ship might follow different rules.

“It is NOT a new or different license or any license at all, but a
facilitation of more permissions beyond ANY standard CC li-
censes. Worth emphasizing is that CC+ (and use of that mark)
requires that the work be licensed under a standard CC license
that provides a baseline set of permissions that have not been
modified or customized. The plus (+) signifies that all of those
same permissions are granted, plus more!”; see http://wiki.
creativecommons.org/CCPlus.
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Licensing agreements are the motor behind the
exploitation of any piece of intellectual prop-
erty: without them only few creations and in-
ventions would ever reach the market. Indeed
initial makers are not always in a position to
produce and distribute the fruit of their own
intellectual labour; licenses are the solution to
allow third parties to do so. Apart from exploi-
tation licences, contractual arrangements play
nowadays an increasing role in setting the con-
ditions under which IP protected items can be
used, primarily by the general public accessing
material in the digital environment. Licenses
are essentially a tool in the hands of rights own-
ers to help them exercise their rights. This tool
can be used to achieve multiple (at times, con-
flicting) goals, from encouraging further inno-
vation by subsequent creators to strategically
fending off competitors and everything in-be-
tween that is not contrary to public order.

In the laws of most jurisdictions in the world,
IP licenses are an unnamed form of contract,
most often of a hybride nature, for which no
specific legal framework exists, save for rare ex-
ceptions. As a result, the formation, content and
interpretation of IP licences call for the appli-
cation of relevant norms from numerous other
fields of the law, such as contract law, prop-
erty law, commercial law, consumer law etc.
Despite efforts of harmonisation at the inter-

Jipitec

249

national and regional levels, these related areas
of the law remain to a large extent nationally
determined, influenced by the legal tradition
of each country, where significant differences
appear between common law and civil law sys-
tems. A Research Handbook that highlights the
main policy concerns and doctrinal debates on
the subject of intellectual property licensing is
therefore particularly timely.

The book, edited by Jacques de Werra, professor
at the University of Genéve, contains nineteen
chapters written by world-renowned scholars
in the area from Europe (Germany, Belgium,
Spain, Switzerland, UK) and abroad (US, China,
India and Japan). The book is divided into three
parts addressing specific IP licensing policies
(I), common IP licensing policies (IT) and a se-
lection of local IP licensing policies (11I). Among
the specific IP licenses analysed in the distinct
chapters of Part I are copyrights, software (pro-
prietary and open source), factual information
and databases, patents, trade secrets and know-
how, technology transfers and trademarks. Part
II of the book deals with various aspects of in-
tellectual property licensing law which do not
depend on the type of intellectual assets at is-
sue, including licensing issues related to pub-
lic health, a model IP commercial law, IP and
bankruptcy, IP licensing and conflict of laws,
and arbitration. As explained in the Preface,
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‘given the diversity of local solutions, the third
part of the book (...) adopts a geographic ap-
proach and presents selected national and re-
gional intellectual property licensing policies,
by focusing on countries and regions which ap-
pear of key importance on the global intellec-
tual property scene’. The four local IP licensing
policies examined in Part III of the book focus
on China, India, Japan and Europe.

The Preface further specifies that the Handbook
‘ultimately aims at offering a scientific contri-
bution to the identification of what could con-
stitute global features of intellectual property
licensing agreements. From a broader perspec-
tive, it is designed to contribute to the discus-
sion about the adoption of a global regulatory
framework on intellectual property contract
law (or intellectual property commercial law),
which shall regulate the relationship between
intellectual property rights and contracts’. Al-
though the individual contributions are thought
provoking and certainly deserve a reading on
their own merit, the book as a whole could have
better attained the ambitious objectives set out
in the Preface. Below are five points that caught
my attention.

One, where the aim of the book is to offer in-
sight towards the adoption of a global regula-
tory framework on intellectual property con-
tract law, the contributions in the book could
have followed a more conceptual and normative
approach around a well-articulated question.
Aninitial section in the book could have set out
and discussed the problem squarely: What are
IP licences? What distinguishes an IP licence
from another type of contract? What are the
characteristic elements of an IP licence? Are
there different types of IP licences - is an ex-
ploitation licence something conceptually dif-
ferent than a licence to use? Does the nature of
a licence vary depending on the IP right con-
cerned? Or on the laws of the jurisdiction where
the rights are claimed or exercised? Devising
a global regulatory framework on IP contract
law demands a uniform understanding of all the
key concepts involved. These questions are pre-
sumably at the root of the contributions in the
book, but because they are mostly not made ex-
plicit, common elements in the analysis of IP li-
cences relating to different IP rights can hardly
be distilled. In fact, only few contributors to the
book have expressly considered the nature of
an IP licence, most notably John Hull on licens-
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ing of trade secrets and know-how, Neil Wilkof,
on trademark licensing and Mark Reutter on 1P
licensing agreements and bankruptcy.

The two first chapters of the book offer a good
example of a lack of clear common conceptual
framework. Both chapters deal with the seem-
ingly similar topic of copyright licensing. Chap-
ter 1, written by Jane Ginsburg, examines authors’
transfer and license contracts from a US law
perspective, while chapter 2, written by Alain
Strowel and Bernard Vanbrabant, considers the
broader issue of copyright licensing from a Eu-
ropean perspective. Ginsburg clearly delineates
the subject of her chapter by focusing on the
rules relating to the scope of authors’ contrac-
tual grants, looking at the features of the 1976
U.S. Copyright Act and the state law contract
rules. This analysis leads to the consideration
of the policy issues concerning the ‘pros and
cons for authors of entering into agreements
that surrender control over and compensation
for an infinite number of downstream acts in
connection with their works, or that transfer
rights as part of an agreement to host material
on third party websites’.

Strowel and Vanbrabant, by contrast, choose
to give a review of selected copyright licensing
issues, through illustrations taken from vari-
ous national regimes, without clarifying which
types of licences are under examination. The
chapter concludes by giving ‘prospective re-
flections on the need for drafting model pro-
visions on copyright licensing’, ‘for having in-
ternational or at least EU framework rules to
facilitate cross-border licenses’, and for devel-
oping future rules to meet the challenges of the
Internet. Chapter 2 does analyse questions like
the material and formal requirements for the
conclusion of copyright contracts, the scope of
the licence and rules on interpretation. But the
chapter goes on to discuss issues regarding the
initial ownership of rights, extended collective
agreements, the cross-border licensing and the
online exploitation of works. All these issues
are currently hot topics at the European level,
but they do not directly concern the rules relat-
ing to the scope of authors’ contractual grants,
as examined in Ginsburg’s chapter. Since the
points of emphasis in both chapters differ, the
conclusions drawn inevitably diverge, making
it difficult to identify global features of copy-
right licensing agreements.
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rules pertaining to different aspects of intel-
lectual property licensing and given the strong
positivistic approach followed in most chapters,
the legal framework within which each topic is
analysed should have been clearly and system-
atically presented to the reader. Most contrib-
utors have naturally tended to refer to the laws
they know best - those of their own country, but
without making this fact explicit. For instance,
in his otherwise very interesting chapter on ‘Is-
sues in modern licensing of factual information
and databases’, Raymond T. Nimmer explains that
the general licensing framework discussed in
that chapter includes two main issues: ‘a) what
technological and contractual limits or permis-
sions to use or transfer the database or factual
information exist, irrespective or in addition
to intellectual property right limitations?; and
b) what contractual commitments to or limita-
tions on quality or accuracy are made and what
extra-contractual qualitative obligations exist
in law or are disclaimed by contracts?’ It is for
the reader to understand that Nimmer’s frame-
work of reference is U.S. law, more specifically,
copyright law, the doctrine of misappropria-
tion, contract and liability law. The same re-
mark applies to the no less interesting chapter
by John Hull, on the licensing of trade secrets
and know-how. This time, the framework of
reference is that of English law. But how does
U.S. law on the licensing of factual information
and databases or English law on the licensing of
trade secrets and know-how fit in within the in-
ternational legal framework? How would sim-
ilar issues be analysed under the laws of other
countries? Upon which aspect(s) of the legal
framework examined here can be drawn to de-
velop a global regulatory framework on intel-
lectual property contract law?

Without diminishing in any way the quality of
Robert Gomulkiewicz's chapter on the enforce-
ment of open source licences, the introduction
of some elements of comparative law could have
added support to his argumentation. Gomulk-
iewicz discusses the issue of what qualifies as
a condition placed on a licence grant, poten-
tially giving rise to injunctive relief. He bases
his analysis on the Federal Circuit’s decision
in the Jacobsen v. Katzer case'. He then analyses
the consequences brought about by a trilogy of
cases rendered by the 9' Circuit on the defini-
tion of a licence. In the MDY Industries case?, the
Court related the definition of a licence to the
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payment of royalties, which, in the case open
source licensing, is unfortunate. The 9* Circuit
decision also had an impact on the application
of the first sale doctrine to software transac-
tions. Looking across the Atlantic, the case law
of the European Court of Justice could have shed
additional insight on the definition of a licence:
in the Usedsoft case®, the European Court indeed
ruled that ‘Since an acquirer who downloads a
copy of the program concerned by means of a
material medium such as a CD-ROM or DVD and
concludes a licence agreement for that copy re-
ceives the right to use the copy for an unlimited
period in return for payment of a fee, it must be
considered that those two operations likewise
involve, in the case of the making available of
a copy of the computer program concerned by
means of a material medium such as a CD-ROM
or DVD, the transfer of the right of ownership of
that copy’. As a consequence of this definition,
the Court applied the exhaustion doctrine to
software downloaded from a website. Because
of the link made to the payment of a fee in the
definition of a licence, the question arises in Eu-
rope as well, as to whether royalty-free open
source licences are subject to the application of
the exhaustion/first sale doctrines.

Three, and connected to the previous point,
the general lack of international harmonisa-
tion of the body of rules pertaining to intellec-
tual property agreements has led some juris-
dictions to adopt specific rules on IP licensing,
rules which were given special treatment in the
book. Two chapters in Part I of the book de-
scribe such distinctive sets of rules: chapter 3
on the ‘ALI principles of the law of software con-
tracts’, written by Robert A. Hillman and Maureen
A. O'Rourke; and chapter 8 on ‘Technology licens-
ing between academic institutions and private
companies’ written by Heinz Goddar. The ALI
Principles constitute a typically U.S. approach
to software licensing based on the fact that the
American software industry is undeniably the
most innovative in the world, for which special
rules on licensing needed to be developed. Hill-
man and O'Rourke did place the Principles in an
international perspective, referring where rel-
evant to the UNIDROIT principles. In their con-
clusion, the authors ‘hope that the ALI Princi-
ples prove useful in producing a dialogue about
adopting international rules for transactions in
software’. On the other hand, Goddar examines
article 42 of the German Law concerning Em-
ployee’s Inventions, which is a unique feature
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of German patent law. The Law generally reg-
ulates the rights and obligations of both em-
ployees and employers with respect to the pro-
prietary exploitation rights associated with the
invention and the intellectual property rights
arising from them. Article 42 of the Law governs
the specific issue of technology licensing. Un-
fortunately, Goddar did not situate the German
provision within a broader legal context nor did
he explain how the German legislature came
up with this particularly suitable solution. How
can the German rules then serve as a model for
a global regulatory framework on intellectual
property contract law, if the general context
behind their initial adoption is not explicated?

Four, the depth of the overall analysis in the
book would have strongly benefitted from
greater cross-references between chapters.
The most obvious example is the co-existence of
chapters 14 and 15 in the book which both deal
with IP licensing and arbitration. Both chapters
stand in parallel to each other without any ex-
planation as to their respective aim and place in
the scholarly discussion on the subject. Coordi-
nating these two chapters would certainly have
enriched the argumentation of both.

And five, the chapters included in Parts Il and III
of the book reflect a number of editorial choices
that could have been better substantiated in the
Preface, or elsewhere in the book. Part II of the
book aims at analysing issues that are indepen-
dent from the type of IP right concerned. This
is certainly true for Lorin Brennan and Jeff Dodd’s
chapter proposing a ‘model intellectual prop-
erty commercial law’, for Mark Reutter’s chap-
ter on IP licensing and bankruptcy, for Pedro de
Miguel Asensio’s chapter on conflict of laws, and
for the two chapters of Dessemontet and de Werra
on arbitration. It is less clear however, for the
first chapter in the section dealing with non-ex-
clusive licensing initiatives in the pharmaceu-
tical sector. All chapters are captivating - yes,
even the one on bankruptcy! - but the first one
stands a little at odds with the rest. Would it
not have fit better in the first part? If not, then
some extra words on the structure of the sec-
tion might have been useful.

Similarly, the chapters in Part III of the book
are meant to highlight the diversity of local so-
lutions, adopting a geographic approach and
presenting the intellectual property licensing
policies of India, China, Japan and Europe. The
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justification given in the Preface for the choice
of countries is rather succinct. Here as well,
one chapter stands out in my opinion: consid-
ering that European law is the object of exten-
sive study in numerous previous chapters, did
European IP licensing policy warrant this addi-
tional attention in the book? Would it not have
been interesting to read instead (or in addition)
about at least one country in Central or South
America. Knowing how active Brazil is nation-
ally and internationally in matters of intellec-
tual property and how much the open content
ideology has progressed in this country, might
it not have been an interesting addition to the
selection of countries?

All in all, the Research Handbook on Intellec-
tual Property Licensing is an absolute must read
for anyone who deals with IP licensing policy
and practice. It provides invaluable insight on a
vast array of issues relating to IP licensing and it
ventures into paths of analysis that are less of-
ten explored. The comment formulated above
should be read as an attempt to raise awareness
for transparency in the use of scientific meth-
ods and approaches, with the belief that if the
reader understands at the outset what assump-
tions are made and what the framework of anal-
ysis is, he will be more easily convinced by the
conclusion.

Jacobsen v. Katzer, 535 F. 3d 1373, 1380 (Fed. Cir. 2008)

MDY Industries v. Blizzard Entertainment, 629 F.3d 928 (9% Cir.
2010); see also Vernor v. Autodesk, 621 F.3d 1102 (9 Cir. 2010);
and UMG Recordings v. Augusto, 628 F.3d 1175 (9t Cir. 2010).

Case C-128/11, Decision of the European Court of Justice, 3
July 2012, (Oracle v. UsedSoft).

2013



jipitec

Journal of
Intellectual Property,
Information Technology,

and Electronic Commerce
Law

Www.jipitec.eu




