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. SUMMARY

“Fair Use” of copyrighted materids, especidly in the MP3 context, has
become a much-debated topic in Taiwan during recent years. This of course has
much to do with the Tainan District Prosecutor Office's controversid search of
Nationd Chengkung University ( ) dorms and seizure of Student
computers containing MP3 music files alegedly downloaded illegdly from the
Internet. Whether a fair use defense is available to students who smply
downloaded MP3 files from the Internet for their persond use and private
enjoyment has thus become a centrd issue. A judicid resolution of the issueis
not expected soon, as a settlement had been reached between the students and
the International Federation of the Phonogrephic Industry (IFPI), the
representative of the record companies who claimed that their copyrights were
being infringed. On the other hand, a consensus has not yet been reached on the
issue within the academic and legdl fields as well. If Taiwan hopesto remain at
the forefront of the globa digital revolution, lega issues concerning the
application of fair use doctrine in the digital context must be resolved in a
manner that would protect both the interests of the public and the copyright
holders. At the same time, due consideration must aso be given to avoid stifling
further development in the digital and Internet technologies. Through analysis
and evduation of the US experience in a struggle to define far use in a
backdrop of evolving technologies, this paper hopes to help shed some light on

the future direction of Taiwan's handling of the fair use doctrine.
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US EXPERIENCE IN DEFINING “FAIR USE” IN THE MP3 WORLD 3

1. INTRODUCTION

With the arrival of the digitd age, traditiond copyright law confronts many
never-before-addressed  issues. ' As  availability, communication, and
transmisson of information, data, materials, and copyrighted works in the
cyberspace become widespread, speedy, and virtudly cost-free, the copyright
law seems to have its hands full in trying to achieve a bdance between the
protection of copyright holders rights and the general public's interests. At
times, it would seem that US Congress has tipped in favor of the copyright
holders, in view of a series of new legidations deliberately extending the rights
of the copyright holders, including the Digital Millennium Copyright Act
(DMCA)? and the Copyright Term Extension Act (CTEA),® among others.
While it is generally accepted that public interest is the center of copyright
protection, these recent |egidative enactments give reasons to wonder about the
leve of importance that the US Congress attaches to public interest during the
legidative process. One cannot hel p but observe that the balance between public
welfares and copyright holders interests seems to have skew significantly
toward the latter. The cyberspace smply provides a new battleground for these
two apparently countering interests. So far, public interests seem to be losing

! See Ruth Okediji, Givers, Takers, and Other Kinds of Users: A Fair Use Doctrine by
Cyberspace, 53 FLA. L.Rev 107, 109 (2001).

2 Digital Millennium Copyright Act, Pub. L. No. 105-304, Titlel. 103(a), 112 Stat. 2863
(1998) , codified at 17 U.S.C. Section 1201(a)-(b) (1998).

# Sony Bono Copyright Term Extension Act, Pub. L. N0.105-298, 112 Stat. 2827 (1998)
(codified at 17 U.S.C. Section 301-304 (1998).



out the fight.

The controversies and debates surrounding the availability of the fair use
defense to MP3 web dte operators and users perhaps epitomize this internal
tension of copyright law in the new digita age. The recent US court decisonsin
UMG Recordings, Inc. v. MP3 Inc.* and A&M Records, Inc. v. Napster, Inc.”
may have answered in part the questions concerning application of fair use
doctrine in cyberspace. However, they do not send friendly messages to the
MP3 web site operators and users. In s0 far as where the web dte operators
engage in direct copying or uploading of MP3 music files onto their sites, asin
the case of MP3 Inc., the operators' ligbility for direct infringement and inability
to invoke the fair use defense have been established.’

On the other hand, while no lawsuit thus far has been filed against any web
site users who directly engage in copying and transferring MP3 files via the
Internet, the US court seems inclined to answer in the affirmative on the issue
their liability, should such a lawsuit ever be filed. This is because the Court of
Apped for the Ninth Circuit has upheld alower court’s issuance of preliminary
injunction againgt a web sSite operator Napster, Inc. (Napster) in a lawsuit filed
against Napster on the ground of vicarious and contributory infringement.” A
precondition for vicarious and contributory infringement on the part of Napster
isdirect infringement of the web site users who engage in the act of transmitting
and copying MP3 files via the Internet with software provided by Napster. In

* UMG Recordings, Inc. MP3.Com, Inc. 92 F.Supp.2d 349.

> A&M Records, Inc. v. Napster, 2001. U.S. App. Lexis 5446.
®1d.

" A&M Records, 2001. U.S. App. Lexis 5446.
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US EXPERIENCE IN DEFINING “FAIR USE” IN THE MP3 WORLD 5

upholding the preliminary injunction, the court has tentatively rejected the fair
use defense argued by Napster on the behalf of its users’. While the case has not
reached the trid stage, and the fair use issue of the case is not a foregone
conclusion, the lega implication seems to weigh againg the users. It is the
position of this paper that a straight and technica application of the fair-use
inquiry under the US copyright law would establish the liability of users.

In view of the congtitutionaly mandated goal for the US copyright law and
various other equity and policy considerations, this paper takes the position such
a result is not necessarily a dedrable one. Naturaly, Taiwan need not
necessarily follow the US court’s position on theissue of fair use. However, it is
useful for Taiwan to evaluate the rationales and policies underlying the US
court’s position before a conclusion is reached on the issue in Taiwan.

Far use essentidly permits those who are not the copyright holders of
works, including educators, students, writers, or any individuas as a matter of
fact, to use materials protected by copyrights under certain circumstances.” The
importance of fair use defense cannot be emphasized enough even outside the
digita world. Without it, many, if not mogt, of the trivid and innocent, yet
unauthorized, everyday uses of copyrighted works by common citizens could
be sanctioned under the copyright law. Despite its paramount importance, the

fair use doctrine remains “one of the most unsettled area of [copyright] law”*°

& 1d.

® SeeFric D. Keller, Scan Now, Pay Later: Copyright Infringement in Digital Document
Storage, 26 J. Corr. L. 177, 185 (2000).

1 Princeton Univ. Pressv. Mich. Document Services, Inc., 99 F.3d 1381, 1392 (6th Cir.
1996).



as it is. The confusons surrounding the fair use doctrine is now further
aggravated and complicated in the digita, more specificaly MP3, context. A
straight application of the traditional four-factor inquiry for fair use under the
US copyright law in the MP3 context would seem to deny fair use defense to
some unauthorized yet trivia, persona, and innocent use of copyrighted works
by common citizens. One cannot help but asksis this result truly consistent with
the legidative intent and policy underlying the US copyright law? If so, does
Taiwan wish to adopt such apolicy?

1. HISTORICAL BACKGROUND OF COPYRIGHT
AND FAIR USE

In the United States, the power to grant and regulate the copyright is
ddegated to the Congress by the Condtitution. Article |, Section 8, Clause 8
provides:

The Congress shdl have Power...To Promote the Progress of Science and
useful Arts, by securing for limited Times to Authors and Inventors the
exclusive Rightsto their respective Writings and Discoveries

Perhaps the most noteworthy aspect about the Copyright-Patent Clause in
the US Condtitution isthat it actualy states the ultimate goal to be accomplished
by its dlocation of power to the Congress—*“To promote the Progress of
Science and useful Arts” Thisis certainly one point to take into consideration in
analyzing the scope of the fair use defense and, as a matter of fact, MP3-rdlaed
copyright issues. The said clause is commonly interpreted as stating a policy

authorizing the Congress, in the exercise of the delegated power, to achieve a
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US EXPERIENCE IN DEFINING “FAIR USE” IN THE MP3 WORLD 7

balance between the interests of authors and publishers on the one hand, and
welfares of the public on the other. The underlying assumption is of course that
by giving the authors a monopoly over their works for alimited period of time,
they will have the economic incentive to engage in the credtion and
dissemination of works. Any cogtsto the public resulting from this monopoligtic
power will be outweighed by the public interests in having intellectua works
created and distributed, not to mention the fact that such protected works will
enter the public domain and become freely accessible to al after copyrights
expired.™

The above-discussed interpretation of the Copyright-Patent Clause is
further confirmed by the 1961 Report of the Register of Copyrights on the
Generd Revison of the US Copyright Law, which launched off a series of
legidative attempts to revise the copyright law and eventualy gave birth to the
present US Copyright Act of 1976. The said report states. “As reflected in the
Condtitution, the ultimate purpose of copyright protection isto foster the growth
of learning and culture for the public welfare, and the grant of the exclusve
rightsto authors for alimited timeis amean to that end.”*?

Furthermore, the Committee Report accompanying the 1909 Copyright
Act,® the predecessor of the 1976 Copyright Act, states the constitutionally
mandated objective of the congressional power in no less clear terms: “The

1 See Kate O'Neil, Again Dicta: A Legal Method of Rescuing Fair Use From the Right
of First Publication, 89 CAL. L. Rev. 369, 371 (2001).

' House Comm. On the Judiciary, 87th Cong. 1st Sess,, Report of the Register of
Copyrights on the General Revision of the U.S. Copyright Law 5 (Comm. Print 1961).
B H.R. Rep. No. 222, 60th Cong. 2d Sess. 7 (1909).



enactment of copyright legidation by Congress under the terms of the
Condtitution is not based upon any naturd right that the author has in his
writing, ...but upon the ground that the welfare of the public will be promoted
by securing to the authors for limited periods the exclusive rights to their
writing.” The report went on to state: “In enacting a copyright law the Congress
must consider ... two questions: First how much will the legidation stimulate the
producer and so benefit the public, and second, how much will the monopoly
granted be detrimental to the public?’

Even the Supreme Court has echoed the same theme in severd landmark
cases. In the United States v. Paramount Pictures the court ated that “the
copyright law...makes reward to the owner a secondary condderation.” In
Mazer v. Stein,™® the Supreme Court offered the following explanation for its
ruling: “The economic philosophy behind the clause empowering Congress to
grant patents and copyrightsiis the conviction that encouragement of individua
efforts by persona gain is the best way to advance public welfare through the
tdents of authors and inventors in ‘Science and useful Arts’” Also, in the
Twentieth Century Music Corp. v. Aiken,*® the Supreme Court reasoned that
“the limited scope of the copyright holder’s statutory monopaly, like the limited
copyright duration required by the Condtitution, reflects a baance between
competing interests; Cregtive work is to be encouraged and rewarded, but

** United Statesv. Paramount Pictures, 334 U.S. 131, 158, 68 S.Ct. 915, 929, 92 L.Ed.
1260 (1948).

> Mazer v. Stein, 347 U.S. 201, 74 S. Ct. 460, 98 L.Ed. 630 (1954).

“® Century Music Corp. v. Aikens, 422 U.S. 151, 95 S, Ct. 2040, 45 L.Ed.2d 84 (1974).
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US EXPERIENCE IN DEFINING “FAIR USE” IN THE MP3 WORLD 9

private motivation mugt ultimately serve the cause of promoting broad public
availahility of literature, music, and other arts.”

Far use is a defense to copyright infringement on the ground that the
infringer’s use of the copyrighted materias is “reasonable” The concept
originated from common law in the US. In the United States, Justice Story first
articulated the fair use doctrine in Folsom v. Marsh®’, which not only provided
the cornerstone for the doctring, but was adso eventudly codified in the
Copyright Act of 1976." In the said case, the court acknowledged that a person
could borrow dignificant parts of an origind work if that use was “fair and
reasonable.” ™ Justice Story explained that “in truth, in literature, in science, and
in art, there are, and can be, few, if any, things which in an abstract sense, are
drictly new and origina through out...Every book...borrows, and must
necessarily borrow, and use much which was well known and used before”?

The Folsom court dso identified five eements of the fair use defense,
including &) the nature and objects of the sdection made; b) the quantity and
value of the materids used; c) the degree to which the use may prejudice the
sde of the origind work; d) the degree to which the use may diminish the
profits of the origind work; and €) the degree to which the use may supersede
the objects of the origina work.?

7 Folsomv. Marsh, 9 F. Cas. 342, 348 (C.C.D. Mass. 1875) (N0.4901).

18 SeeKristine J. Hoffman, Comment, Fair Use or Fair Game? The Internet, MP3, and
Copyright Law, 11 ALB. L. J. ScI. & TEcH. 153, 170 (2000).

¥ Folsom, 9 F. Cas. 342.

2 d.

2 d.
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As for the underlying judtification of the fair use defensg, it is well Sated
by the US Supreme Court’s discussion of the fair use defense provided by the
Copyright Act of 1976, “from the infancy of copyright protection, some
opportunity for fair use of copyrighted materids has been thought necessary to
fulfill copyright's very purpose,’ to promote the Progress of Science and useful
Arts..””” The Supreme Court’s statement indicates that the purpose and
objective of fair use is condstent with the conditutionally mandated god
underlying copyright, that is, to encourage and foster progress and devel opment
of stience, arts, and culture. In other words, one must kegp in mind in applying
the fair use defense to avoid giving excessive weight on the economic interests
and rights of the copyright holders, at least not to the point of gifling the
underlying goa and objective of the fair use defense, and, as a matter of fact,

the copyright law.

V. FAIRUSE UNDER THE USCOPYRIGHT ACT
OF 1976

A. TheFour-Factor Inquiry for Fair Use

Over 120 years dfter the firgt articulation of the fair use doctrine in the
Folsom case, the doctrine was formally codified in Section 107 of the Copyright
Act of the 19762 The dtatute lists four non-exhaustive and illustrative factors

(four-factor inquiry) to consider in determining whether afair use exists: a) the

% Campbell v. Acuff-Rose Music, Inc., 510 U.S. 569, 577 (1994).
% 17 U.SC. 107 (1994).

10
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US EXPERIENCE IN DEFINING “FAIR USE” IN THE MP3 WORLD 11

purpose and character of the defendant’s use of the copyrighted work; b) the
nature of the copyrighted work; ¢) the amount or substantidity of the portion of
the work used by defendant; d) and the effect of the defendant’s use on the
market for the copyrighted work.?* Section 107 was not intended to either
change or limit the common law doctrine on fair use®

While the court must apply the four-factor inquiry in determining the
availability of afair use defense, it is not supposed to be the sole criteria® In
other words, the four-factor inquiry is smply a minimum analysis that a court
must carry out whenver fair use is at issue. In making a four-factor inquiry for
far use, a court may neither condder each of the four statutory factors in
isolation nor give priority or more weight to any of them. All four factors are to
be explored, andyzed, and weighed together, in light of the purpose of
copyright law.

Asindicated in Campbell v. Acuff-Rose Music, Inc., the Supreme Court in
general disfavors a dtrict or rigid interpretation of the fair use defense® In
Campbdl, the Supreme Court overruled the Ninth Circuit Court of Apped,
criticizing the court for rigidly interpreting the datute. According to the
Campbel court, fair use requires and permits “courts to avoid rigid application
of the copyright statute, when, on occasions, it would stifle the very creativity

# See Carol M. Silberberg, Preserving Educational Fair Use in the Twentieth Century,
74S. CAL. L. Rev. 617, 626 (2000).

® |d.

% d.

%" Campbell, 510U.S. a 577 .
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which the law is design to foster.”® For the reasons stated above, the four fair
use factors should be viewed as a generd guideline under which a case-by-case

analysis must be conducted, rather than abright-line test for fair use.

B. Factor One—Purpose and Character of the Defendant’s Use
1. IsDefendant’s Use Transfor mative?

In caseswherefair useisat issue, the court must first examine the nature of
the defendant’s use of the copyrighted work. This of course draws directly on
Justice Story’s fair use formulation in the Folsom case--“the nature and objects
of the selection made.”® Quoting from the Folsom case, the Campbell court
indicates that the focus of the inquiry begins with whether the defendant isusing
or borrowing the copyrighted work to create any new work, and, if so, whether
the new work “merely supersedes the objects of the origina creation or whether
and to what extent it is transformative” ¥ So, what conditutes a
“transformative use?’ It is a use that results in a new work that has a different
purpose from the origind work and makes some new contribution of
intellectual value® A new work is transformative, if it aters the original with
new expression, meaning, or message. The preamble to Section 107 of the

Copyright Act lists examples of vaid transformative uses including “criticism,

% 1d.

® Folsom, 9F. Cas. 342.

*1d.

¥ e Ruth Okediji, Toward an International Fair Use Doctrine, 39 CoLum J.
TRANSNAT'L L. 75, 118 (2000).

2 1d.

12
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US EXPERIENCE IN DEFINING “FAIR USE” IN THE MP3 WORLD 13

comment, news reporting, teaching..scholarship or research.” While a
transformative use is not absolutely necessary for a finding of fair use, as the
god of copyright protection is to promote science and the arts, a generd
presumption in favor of fair use exists where a transformative use of the
copyrighted work is found.®

The more transformative the new work, the more likely fair use will be
found, and the less will be the significance of other factors, such as the
commercia nature of the use discussed below. In other words, the greeter the
transformation, the less likely the commercid nature of the use negates the
applicability of afair use defense.

A commonly accepted transformative use of a copyrighted work is
credting a parody based on the copyrighted work.® A parodist’s commonly
must quote from an existing copyrighted work, or use some eements of the
copyrighted work, to create a new work. The new work would in turn congtitute
the comments or criticisms of the existing copyrighted work. An important
underlying consideration for permitting afair use in a parody would seem to be
the condtitutionally protected freedom of speech. As parodies are considered
comments toward the original works, an over-restrictive application of the fair
use defense in this context would run therisk of violating or stifling that sacred
freedom. Therefore, the courts commonly give grest latitude to the use of

others worksin parodies.

% Folsom, 9 F. Cas. 342.
4.
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In the Campbell v. Acuff-Rose Music Inc. case™, the US Supreme Court
ruled that a popular rap music group 2 Live Crew’s song “ Pretty Woman” was a
parody of the rock balad “Oh, Pretty Woman” written by Roy Orbison and
William Dees. As a reault, 2 Live Crew's use of the Orbison song was
determined to be alegitimate fair use. According to Campell, who wrote “ Pretty
Woman” for 2 Live Crew, he intended his song to satirize the origina work (i.e.
“Oh, Pretty Woman”) through comica lyrics. The Campbell court pointed out
that the 2 Live Crew’s song copied the first line of the Orbison song, but then
“quickly generates into a play on words, subgtituting predictable lyrics with
shocking ones” to show how “bland and bana the Orbison song” was® In
finding that afair use exigts, the Court accepted the argument that the intention
of 2 Live Crew was to ridicule the “white-bread origina” and “remind us that
sexua congress with the nameless streetwalkers is not necessarily the stuff of
romance and is not necessarily without its consequences”® The Court's
opinion placed a heavy emphas's on the transformative value of the defendant’s
work, concluding that it had socia benefits because it shed lights on the origina
work and was essentially ahumorous form of criticisms.

2. Commercial Uselnquiry

Also a very important issue is whether the defendant’s use is commercial

in nature. In fact, the 1976 Copyright Act House Report includes the following

statements®  “The commercia or non-profit character of an activity, while not

% Campbell, 510 U.S. at 569.

% d.

5 1d.

% H.R. Rep.No. 94-1476, at 67 (1976), reprinted in 1976 U.S.C.C.A.N. 5659, 5689

14
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conclusive with respect to fair use, can and should be weighed aong with other
factorsin afair usedecison.” It isimportant to point out that the inquiry focuses
on the commercid or non-commercia nature of the use in question, rather than
the nature of the defendant entity making the use> Therefore, both individuals
and large business enterprises could engage in commercid uses within the
definition of the copyright law in this regard. Of course, the commercia nature
of the use by itself should not per se preclude avaid fair use defense. In cases
where the defendant has engaged in commercia use of the copyrighted work,
consideration must gill be given to other issues, such as whether the use in
question condtitutes a transformative use. If transformation is found, the use
may gill condtitute a fair use® Findly, the crux of the profit-non-profit
digtinction is not whether the motive of the defendant’s use is monetary gain,
but whether the defendant could stand to profit from the exploitation of the
copyrighted materids without paying the customary price to the copyright
holder.*
3. Good Faith Inquiry

In the Harper & Row, Publishing, Inc. v. Nation Enterprise™ case, the
Supreme Court gave significant weight to the lack of “good faith” on the part of
the defendant in examining the firgt fair-use factor. The court quotes with

emphasis from the Time Inc. v. Bernard case that fair use presupposes “good

[hereinafter 1976 House Report].
¥ Cretsingers, supra note 34.
“©d.
“d,
* Harper & Row, 471 U.S. 539.
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faith” and “fair deding’® before it went on to reject The Nation magazine's
far use argument. In the Harper & Row case, former US Presdent Ford
contracted with Harper & Row, Publishing, Inc. to publish his unwritten
memoir, giving the publishing company an exclusive first seriad right to license
prepublication excerpts of the memoir. When the memoir was near completion,
Harper & Row negotiated a prepublication licensing agreement with the Times
magazine. Under the agreement, Times agreed to pay $25,000 ($12,500 in
advance and remainder at publication) in exchange for the exclusive right to
7,500 words of excerpts from the memoir on Ford's account of his pardon of
former Presdent Richard Nixon. Shortly before the Time article’s scheduled
released, The Nation published a 2,250-word article containing about 300 to
400 words of verbatim quotes from the Ford memoir. The Nation had obtained
the memoir from an unauthorized source. The Supreme Court opinion strongly
emphasized on the facts that The Nation had timed its article to “scoop” the
Time aticle, and sought to exploit the headline value of its copyright
infringement, making a news event out of its unauthorized first publication.
Evidently, these facts helped the court to found alack of good faith on the part
of The Nation.

While news reporting may generaly be considered a transformative use,
the court pointed out the “newsworthy” nature of a protected work is not an
independent justification for unauthorized copying. The fact that news reporting
was the generd purpose of The Nation's use is was only one of the factorsto be

considered, said the court.

“ Time Inc. v. Bernard Geis Association, 293 F. Supp. 130, 146 (SD.N.Y. 1968).

16
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C. Factor Two—Nature of the Copyrighted Work
1. Isthe Copyrighted Work a Fictional or Factual Work?

The second factor has to do with whether the copyrighted work being used
by the defendant has a factua basis or an entirely fictional or cregtive nature.
This inquiry again draws on Justice Story’s fair use formulation--the value of
the materials used.”* Some works are smply closer to the core of intended
copyright protection than others, and, therefore, has much more “vaue’ from
the standpoint of copyright law. ® Fair use of works with higher copyright
“value’ istherefore more difficult to establish.

Since copyright protects cregtive expression, rather than the ideas or facts
being expressed, it seems only reasonable and natural that cregtive or fictiona
works receive more expansve copyright protection. Expresson of facts
generaly receives less copyright protection, because rewarding the mere
acquisition of facts with copyright protection would frustrate the intent of a
copyright monopoaly, that is, to encourage distribution and dissemination of
ideas and information. Thereisaso in generd agreater public need and interest
for the dissemination of works of facts than works of fiction, further justifying
less protection for works of facts.

2. Isthe Copyrighted Work Published?
Also, whether the origina work is unpublished or published isakey issue,

“ Folsom, 9 F Cas. 342.
% SePareN. Levd, Toward a Fair Use Sandard, 103 HARv. L. Rev. 1105, 1125
(1990).
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although not necessary determinative. Under ordinary circumstances, an
author’s right to control the first public appearance of his or her work will
outweigh a claim of far use® For example, in the Harper & Row case, an
unauthorized use of a soon-to-be-published memoir of Ford was deemed to fall
thefair use inquiry, despite the fact that the memoir was a factualy based work,
rather than a completdly fictiona work. This indicates that while the copyright
law generdly givesless protection to factua work, the fact that the memoir was
unpublished at the time The Nation article came out tipped the balance againgt
The Nation significantly.

D. Factor Three—The Amount and I mportance of the Portion

Used.

1. How much was borrowed?

The amount and the importance of the borrowed portion from the original
copyrighted work are aso to be considered.” This particular inquiry derives
from Justice Story’s fair use formulation concerning “the quantity and vaue of
the materias used.” *® Generaly speaking, the grester the quantity or portion
borrowed, the less likely the fair use defense would be applicable. Therefore,
someone who borrows the entire work would most likely have problems
prevailing on this factor. Nevertheless, the Supreme Court had held that a full

copying of the original protected work could sometimes congtitute a fair use.

“ Harper & Row, Publishers, Inc. v. Nation Enterprises, 471 US 539 (1985).
4" Level, supra note 45, 1130.
* Folsom, 9F Cas. 342.

18

200



US EXPERIENCE IN DEFINING “FAIR USE” IN THE MP3 WORLD 19

For example, the reproduction of entire work “does not have its ordinary effect
of militating againgt afinding of fair use” in the context of home videotaping of
televison programs, according to the Supreme Court in the Sony Corporation
of Americav. Universa City Studios, Inc.®

2. How Important Wasthe Portion Borrowed To the Entire Work?

In addition to examining the amount or the size of the portion used, the
court must also examine the importance of the portion used relative to the entire
origina copyrighted work.® There have been instances in which athough the
portion used was relatively small, yet it was the essential aspect of the origina
work or the parts from which the origina work derived its unique economic
vaue. Should that be the case, the use may not congtitute afair use, although the
portion useis not significant in terms of volume or size.

For example, in the Harper & Row case™, the Supreme Court denied afair
use finding, athough The Nation article quoted only about 300 to 400 words
directly from the Ford memoir. The Court pointed out that, as these quotes were
from the chapter on Ford's pardon of Nixon, they were the “most interesting
and moving parts of the entire manuscript.”** The assumption was that many
readers might have been interested in buying the memoir primarily due to their

curiogity for this part of the memair. In other words, the excerpts quoted may be

0 Sony Corp. of Americav. Universal City Studios, Inc., 464 U.S. 417, 420 (1984).
% SeeLydia Pdlas Loren, Redefining the Market Failure Approach to Fair Usein an
Era of Copyright Permission Systems, 5 J. INTELL. PROR. L., 24, 32 (1997).

* Thethird factor in afair useinquiry is*“the amount and substantiality of the portion
used.”

% Harper & Row, 471 U.S. 539.
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limited, yet it isthe bulk part of the memoir from which economic vaue of the
memoir derived. The borrowed portion’s quditative importance cannot be
ignored. Under the circumstances, the fact that, quantity wise, only a small
portion was borrowed did not judtify the defendant’s conduct.

E. Fourth Factor—Impact on the Market for the Original Work
1. Potential Market Harm to the Original Work?

The fourth factor considers the extent to which the defendant’s use of the
copyrighted work may harm the market value of the copyrighted work > Again,
this inquiry derives from the part of Justice Story’s fair-use formulation that
asks “the degree to which the use may prejudice the sde of the origind work”
and “the degree to which the use may diminish the profits of the origina
work.”®  Asfar as this fourth factor is concerned, it is not necessary to prove
actual or the certainty of the harm.® Aslong as a preponderance of evidenceis
submitted to prove meaningful likelihood of future harm exigts, the criterion is
met.

In examining the fourth factor, the court asks whether defendant’s activity
or conduct, if widespread, would adversely impact the entire market.® In other
words, even if defendant’s conduct, by itsdf, istoo inggnificant to have any red
market impact, the fair use defense may nonetheless be unavailable, because it
has the potentia of becoming awidespread conduct.

% |_oren, supra notes0.
* Folsom, 9 F Cas. 342.
% |oren, supra note 50.
% 1d.
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In the Campbel v. Acuff-Rose Music, Inc. case” the Supreme Court
further clarified that the potential market harm envisioned by the copyright law
in genera mugt derive from the ability of the defendant’s work to serve as
“subgtitutes’ for the origina work in the market. This inquiry may in term
draws on the level of transformation in the defendant’s work. In other words,
the greater the transformation, the less likely the new work could serve as a
substitute of the origina work in the market place, the lesslikely isthe potentia
market harm to the origind work. For example, in the Campbell case, the
Supreme Court found that 2 Live Crew's parody of Roy Orbison’s song “Oh,
Pretty Women” did not pose potential market harm to the Orbison song. The
court did not think widespread parody, in particular in rap form, in the market
would affect the vaue of the rendition of “Oh, Pretty Women” in the
easy-listening market. The court could not foresee potential market harm,
because the parody was a transformative use of the origina work, decreasing
the likelihood that the new work would fulfill a Smilar purpose or serve as a
subgtitute.

Courts must dso consider the potential harm to the derivative markets of
the copyrighted works®. Today’s markets have expanded aong with the rapid
development of technologies in computers, video games, toys, and other
technologies. The scope of copyright would seem to extend to those derivative
markets that the copyright holders could develop themsalves directly or via
licensng. In fact, copyright protection reaches even those markets that the

*" Campbell, 510 U.S. 569 at 575.
% Loren, supra note 50.
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copyright holders have conscioudy decided not to enter.

However, the extent and weight of the potentia for market harm must be
carefully evduated. Otherwise, the fourth factor will amost dways favor the
copyright holders, especidly since the courts are alowed to condder the
potential market impact if defendant’s activity becomes widespread. Copyright
holders will argue that any unauthorized use reduces the potential market by
reducing his or her ahility to collect licensng fees. Virtudly every unauthorized
use may then fal to meet the fourth factor. The purpose of a fair use defense
would thus be destroyed.

2. |IstheDefendant’s Use Commercial?

The commercial nature of the defendant’s use is certainly a factor to
condder in determining the potentiad for market harm to the origina work. The
finding of acommercia use should in generd weight againgt afair use defense.
However, there can be no presumption of potential market harm based on a
finding of commercial use by the defendant. For example, in the Campbell
case™, the Supreme Court distinguished the case from another Supreme Court
case Sony Corp. of American v. Universd Studio,® Inc. in which it was
presumed that a defendant’s commercid use of the copyrighted work had the
potential of causng market harm to the copyrighted work. The Court made the
digtinction on the ground that, unlike the Sony case, the present case involved
something beyond mere duplication for commercia purpose. The Sony court’s

discussion of presumption was gpplicable to verbatim copying of the origind in

% Campbell, 510 U.S. at 569.
% Sony, 464 U.S. at 417.
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its entirety for commercia purposes. The Sony ruling was interpreted to mean
when a commercial use amounts to mere duplication of the entirety of an
original, it clearly “supersedes the objects’® of the origind, and serves as a
market replacement of the original, creating the likelihood that the market harm

to the original work will result.

V. ADAPTING FAIRUSE DOCTRINETO
TECHNOLOGY

A. MP3—Upsidesand Downsides

Digita technology has developed significantly and rapidly in recent years.
Data compression technology now alows users to store, as files on the hard
drives of their persona computers, copies of musical recording.®? This means
that users can ligen to the music on their computers or send the music as files
via email attachments. Of course, users may aso post these files on Internet
web sites, making the copied files available for al to download onto their own
persona computers. As aresult, one file can be the source of many copies. In
comparison to this new technology, earlier compression formats like Musical
Instrument Digita Interface (MIDI) took hours to download over the Internet
because the digitd information on a single CD required hundreds of computer
floppy diskettesto store.®

% Folsom, 9 F. Cas. at 345.
% See Lisa M. Needham, A Day in the Life of the Digital Music Wars The RIAA
v. .Diamond Multimedia, 26 Wim. Mitchell L. Rev. 1135, 1140 (2000).
63
Id.
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The development of Motion Pictures Experts Group, Audio Layer 3 (MP3)
represents an enormous advancement from the previous music compression
formats such as MIDI. MP3 compresses music files at a 12-to-1 ratio with
near-CD sound quality. ® The MP3 files can be tranamitted relatively quickly
online, making the Internet amore effective and attractive distribution channel.

MP3's popularity on the Internet threatens the recording industry’s
traditiond distribution channels by dragticaly reducing record label’s traditiona
control over the promotion of artists® An independent recording artist can now
promote her music directly to her fans by making the music available in the
form of a downloadable MP3. She no longer has to solely rely on arecord labe
to promote her music to radio stations to reach a large potentia fan base. MP3
proponents therefore argue that the new technology isin fact a*“ great equdizer”
because it shifts the power from afew record labels and consumers.®

Recording artists and record labels however fear that the advancement in
technology have led to widespread piracy of music in the form of illegal
copying and distribution of sound recording. CD-ripping software like
MusicMatch Jukebox and MP3 Blagster 32 2000 alows a person to store tracks
from a CD as adigitd file on her computer hard drive.®” Although CD-ripping
software enables a computer to make a “backup” copy on her hard drive that

would be considered “fair use,” there is no protection mechanism currently in

*1d.

% Seelnes G. Gonzales, Copyright Recording Industry Association of America, Inc. v.
Diamond Multimedia Systens, Inc., 15 Berkeley Tech. L. Rev. L. J. 57,65 (2000).
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place to stop her from sharing that copy with others, thus infringing on the
copyright holder’s exclusive rights to reproduce and to distribute her
copyrighted works.

In addition, hundreds of pirated web sites and file transfer protocol (FTP)
sites offer free downloads of copyrighted materias. The Recording Industry
Association of America (RIAA) has responded with an anti-piracy campaign.
The RIAA monitors the Internet daily and routinely in an attempt to shut down
pirate websites by sending cease-and-desist letters and by filing lawsuits. The
FTP sites are especidly difficult to patrol and monitor.® Thisis because a FTP
ste may be moved very easily by mapping it to a new Internet protocol (1P)
address. In addition, most FTP sites are not advertised. The addresses of these
Stes are spread viaemail or conversations in chat rooms, making them difficult
to track down. To make the matter even worse, MP3 files can be saved in afile
extenson other than <mp3> (e.g., <zip>, <gz>), making it even more difficult
tofindillegaly copied MP3 files.

Independent |abels and artists favor the use of MP3 technology.® The
technology provides a convenient way for unknown artiststo get their music out
for people to hear. It gives them a voice among the giants so that they can be
heard without being overshadowed by the big recording labels and dtars. It is
well known that names like EMI, Capitd, Idand, and etc, dominate the
recording industry. Generaly speaking, an everyday garage band isn’t going to

% 1d.
% See Symposium, Pand |11: Digital Audio, 11 FORDHAM. INTELL. PROP. MEDIA &
ENT. L. J. 361, 383 (2001).
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get a bresk with these companies. MP3 gives these bands, which have little or
no chance of making it with the big labels, an opportunity to make it on their
own. They rip their songs into MP3 format and post them on the Internet for
everyone to take free of charge. For anomina fee, the cost of recording the CD
and possibly for starting a web site, which most people can get for free from
their service providers or from other Internet sites, an unknown band could
make its music available to potentially millions of listeners. Traditionally, this
was something that could not have been done unless the band happened to have
a lot of money or a connection to a big labd. Without the Internet as a
distribution channdl, this till would not be possible.

MP3 provides vauable marketing and exposure for dl in the music
industry. MP3 is vduable not only for independent artists seeking exposure, but
also can be useful and lucrative marketing tools for the big labels as well. The
Internet offers both groups worldwide exposure to millions of web surfers
everyday. By offering music on the Internet, the music industry could save a
great deal of money by diminating the expense of pressing CDs, shipping them,
ddivering them to a store, and many other costs associated with retail saes
outlets.”

B. Time Shifting as Fair Use
Sony Corporation of Americav. Universa City Studios, Inc.”* isin every

sense alandmark case as far as US copyright law is concern. It was one of the

d.
™ Sony, 464 U.S. at 417.
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earlier attempts by the US Supreme Court to squarely confront copyright issues
created by technologica advancements. Due to the arrival of new technologies,
new means of reproduction and new mediums through which copyrighted
materials may be disseminated and transmitted have arrived on the scene. How
to apply the traditiond fair use inquiry became a new challenge as a result. In
the Sony case, the US Supreme addressed a fair use issue spurred on by new
home video-tap recording technology by finding that the so-cdled
“time-shifting” use of copyrighted work congtituted fair use. The so-called time
shifting is the use of Betamax video-tap recorder to record publicly televised or
broadcasted programs on TV for a home persona viewing at alater time.

The defendant in the Sony case was Sony Corporation of America, a
manufacturer and seller of home video tape recorders.” Universa City Studios,
the copyright holder of some of the televison programs broadcasted on the
public airwaves, sued Sony for contributory copyright infringement, because
some members of the genera public used video tape recorders manufactured
and sold by Sony to record TV programs of which Universa was the copyright
holder. ® However, Universd sought no rdief against any Betamax
consumers.” No issue concerning the transfer of tapesto other persons, the use
of home-recorded tapes for public performances, or the copying of programs
transmitted on pay or cable televison systemswasraised in the lawsuit.

The Supreme Court rejected Universal’s contributory infringement claim

2 d.
B d.
d.
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againgt Sony, mainly because Sony’s products was widdy used for legitimate
and unobjectionable purposes, mainly time shifting.” The Supreme Court went
as far as gating that the mere fact that Sony’s products were capable of being
placed to substantia non-infringing uses was sufficient. The availability of fair
use defense to Sony was not negated by the facts that Sony’s products may be
put to some other illegitimate uses. The Supreme Court reasoned that it did not
need to explore dl the different potential uses of the machines in question in
trying to determine whether infringement existed. Rather, the Supreme Court
only needed to consider whether a significant number of possible useswould be
non-infringing.

In finding that the unauthorized recording of Universal’s copyrighted
programs or the time shifting congtituted fair use, the Supreme Court applied
the traditiona four-factor fair use inquiry. In evauating the firgt factor, the
Supreme Court gave significant weight to the non-commercid and priveate
nature of the time shifting at home.”® The court’s analysis especially focused on
the fact that time shifting merely enables a viewer to see a work which he had
been invited to seein its entirety free of chargeon TV in thefirst place. In other
words, the tap-recording of the programs merely alows the viewers to postpone
or “shift” the viewing “time’ to alater time. Further, the court pointed out that
Universal had failed to show that private time-shifting at home had actud or
potential negative market impacts. In addition, the court strongly emphasized on
policy reasons including the public interest in making televison broadcagting

" d.
" d.
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more available, and the fact time shifting may enlarge the total viewing
audience.”” These are policy considerations consistent with the goa of
copyright law and fair use defense in promoting progressin arts and science.
The fact that Universa owned the copyrights of only about 10% of the
televison programs being broadcasted also played a role in the Supreme
Court’s decision.” This leaves open the possibility that had copyright holders
of a greater percentage of the copyrighted works being used objected to the
unauthorized use, would the Supreme Court have ruled otherwise? After al,
such would be the case only if greater impact on the market of copyrighted
works resulted from time shifting. Whether the Supreme Court under the
circumstances would gtill accept the time-shifting theory would seem to be an

entirely different sory.

C. Space Shifting as Fair Use

In Recording Industry Association of America (RIAA) v. Diamond
Multimedia Systems, Inc.”, another milestone in fair use was reached as aresult
of technologica advancements. This time a federal court found that “space
shifting” copyrighted works congtituted fair use. The court had reached the
decison by extending the Supreme Court’s rationales in the Sony case to anew
MP3 product—“The Rio PMP300" (Rio).

The defendant of the Diamond case was Diamond Multimedia Systems,

1d.

% 1d.

™ Recording Industry Association of Americav. Diamond Multimedia Systems, 180
F.3d 1072 (9th Cir. 1999).
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Inc. (Diamond), a personal computer multimedia and Internet connective
company that manufactured products such as audio gppliance, video
accdlerators, modems, and home networking products® Rioisasmall portable
digital audio player that adlows users to copy MP3-format files from their
computer hard drives to the device and replays the audio through headphone.®
The Rio was specifically designed to read and play MP3 files. Prior to Rio’'s
affordable technology, MP3 users were usudly resigned to a set of headphones
and their computer hard drives to enjoy the MP3 formatted music. The Rio
makes MP3 files portable, allowing alistener to hear up to one hour of music or
Sxteen hours of spoken music. The Rio aso has flash memory card that can
store up to an additional hour of music. The Rio is a playback-only machine. It
cannot upload music to a computer or make aduplicate of any filesthat it holds.
The device's only output is an andog audio signa channded through the
headphones. Diamond did not register the device, pay roydties for the device,
or incorporate any Serid Copyright Management System (SCMYS) into the
device, as mandated by the Audio Home Recording Act (AHRA) for dl digita
audio recording devices®

The US Congress had passed the AHRA to prohibit the manufacture,
importation, and distribution of digitd audio recording devices, unless two

requirements were met.® Firgt, adigital audio recording device must employ a

® 4.
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8 Audio Home Recording Act of 1992, Pub. L. No. 102-563, 2, 106 Stat. 4237 (1992)
(codified in the scattered section of 17 U.S.C.).
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SCMS. A SCMS sends, receives, and acts upon information about copyright
status of the files that it plays® Second, the person importing, distributing, or
manufacturing a digital audio recording device pays a two percent roydty for
each device sold to the Register of Copyright which acts on behdf of the
copyright holders.®

Plaintiff RIAA had filed a suit to enjoin the manufacturing and distribution
of the Rio under AHRA.%® Upon appedl to the United States Court of Apped
for the Ninth Circuit, the court found tha the Rio was not a digital audio
recording device under the ambit of the AHRA. Only “digita audio recording
devices’ are subjected to the requirements of AHRA. The gtatutory definition of
“digital audio recording device’ is a device that is able to reproduce, either
“directly or indirectly from a transmission,” a “digital music recording.”® As
the Rio is only able to copy MP3-format files from computer hard drives and
replay the audio through headphone, the court determined Rio neither made a
direct recording from adigital music recording, nor indirectly made arecording
from atransmission of digital music recording.® The court had based its ruling
primarily on the fact it found the statutory language of Section 1001(5)(B)
under AHRA specifically precludes computer hard drive from the definition of
digital music recording. Therefore, the court concluded that Rio was not a

digital audio recording device under the purview of AHRA.

 1d. 1002 (8)(2).

% 1d. 1004(a), 1005.

% Diamond, 180 F.3d at 1080.
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Pertinent to the present discussion on fair use in the MP3 context was the
Ninth Circuit’s acceptance of a space shifting argument by the defendant. The
court had concluded that the Rio's primary function, facilitating persond use,
pardleed the desired goa of the AHRA to ensure the right of individuas to
make private recordings of copyrighted works for their own use. The court then
went on to judtify its ruling by stating that the Rio “merely makes copies in
order to render portable or * space-shift’ thosefilesthat dready resdeonauser’s

hard drive.

D. Direct Copying by Operators of MP3 web Stes—Fair Use

Inapplicable

In the Diamond case, the court did not get a chance to dwell and address
on the issue of fair use in the MP3 context extensvely. Therefore, UMG
Recordings, Inc. v. MP3.Com® may be deemed as the first major court ruling
on the issue. The case clearly established MP3 web ste operators' liability for
direct copyright infringement in cases where they directly uploaded or
reproduced copyrighted works on their websites for access by the users of the
web Sites.

The defendant of the UMG case was MP3.Com, a popular source of MP3
files. MP3.Com allowed its members access to MP3 files donated by members
who have composed and performed the music themsdves®™ In such cases,
MP3.Com has not infringed anyon€s copyright. However, MP3.Com

¥ UMG Recordings, Inc. v. MP3, Inc. 92 F. Supp. 2d 349.
“1d.
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additiondly offers a service cdled My.MP3.Com, which presents copyright
problems. In providing the said service, MP3.Com, rather than the composers or
the copyright holders of the music, was the one that placed the MP3 files that
come into its possession on the web sSte, so that My.MP3.Com users would
have access to them.™ MP3.com produces these digital files from prerecorded,
store-bought copies of sound recordings. The musicians, producers, and or
copyright holders may never know that their copyrighted materids are being
put to such use. User can listen to these files via any Internet connection; they
only need to enter their names and passwords at the My.MP3.Com site in order
to do 0.

To gain access, MP3.Com members must first verify with MP3.Com that
they own copies of the music in question. Owners of such copies may use
Beam+It, a program provided by MP3.Com.to complete this step. Beam-It lets
users place aphysica copy of the compact disc into the computer’s CD drive; it
then transports the identifying information on the CD to MP3.Com. It is
essentid to note that with Beam-It, a copy of the music is never transported.
Only the information needed by My.MP3.Com to match it to aCD dready inits
library istaken. My.MP3.Com user can grin access to a certain sound recording
only if that recording is aready in thelibrary.*

Alterndtively, if the user does not own a copy of the music, the user may

o 1d.

% See Sara Steetle, UMG Recording, Inc. v. MP3.Com, Inc.: Sgnaling the Need for A
Deeper Analysis of Copyright Infringement of Digital Recording, 21 Loy. L. A. ENT. L.
J. 31,40 (2000).
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purchase the CD online through MP3.Com’s online partners.® The members
are then permitted to listen to MP3 files even before the physical CD arrivesin
the mail. Once an MP3.Com partner confirms that a member has purchased the
music, the company gives the member access to that music from the
My.MP3.Com library. The datais transferred over the Internet via“ streaming,”
a technique that dlows information to flow through the Internet to the user’s
computer without saving it asaMP3 file on the users’ hard drives® The music
is played on the user’s computer with the aid of any number of sound programs.
While the user ligens, and afterwards, the origind MP3 files remains on
MP3.Com.’s server for other membersto use.

In redity, borrowing another’'s CD eedly circumvented dl the
requirements regarding purchase of CD before having access to the music on
the defendant’s web site. MP3.Com contends that while it cannot prevent such
unauthorized use of its service, it does attempt to limit the number of people
with access to MP3 files by requiring each user to have a unique username and
password. But this requirement is aso easly evaded. MP3.Com members can
disseminate their passwords, thus alowing friends who have never even seen a
copy of the sound recording to access MP3.Com files.

In January of 2000, Universal Music Group, EMI, Warner Brothers, BMG,
and Sony, under the umbrella of RIAA, filed suits againg MP3.Com for
violating the right of reproduction in the sound recordings held by producers

% d.
% |d.

200



US EXPERIENCE IN DEFINING “FAIR USE” IN THE MP3 WORLD 35

through its My.MP3.Com service® MP3.Com presented severa affirmative
defenses, including the fair use defense, but the court ultimately struck al of
them down. The court applied the-four factor inquiry, and found MP3.Com
liable for direct copyright infringement of the reproduction right.”

Regarding the first factor of the four-factor inquiry for fair use, the court
pointed out that the defendant’s use was commercid in nature.® While
subscribers to My.MP3.Com were not charged any fee, the defendant did stand
to benefit commercidly and financidly from the advertisements placements
drawn from a large subscription base. The court rejected MP3.Com'’s argument
that My.MP3 sarvice was essentially a transformative use in that it smply
“gpace shifted” sound recording the subscribers could otherwise rightfully
enjoyed from playing their CDs. The court reasoned that the fact unauthorized
copies were being tranamitted in a different medium, the Internet, gave no
transformative value, that is, adding some new aesthetics, new insights, or new
understanding to the original music. The court stated putting music in the MP3
format and making it accessible viathe Internet is no more a transformative use
of the copyrighted work than is the re-transmission of radio broadcasts over
telephonelines.

In examining the second factor of fair use, the court had no problem in
finding that the copyrighted work at issue--the creative music recording--was

close to the core of intended copyright protection. Similarly in examining the

% UMG, 92 F. Supp. 2d 349.
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third factor, the court easily concluded that the defendant copied and replayed
the copyrighted works at issue in their entirety.

With respect to the fourth factor, the court found that the defendant’s
activities invaded plaintiff’s statutory right to license their copyrighted sound
recording to othersfor reproduction. The defendant had argued that its activities
could only enhance plaintiffs sales, since subscribers can have no access to any
particular recording on defendant’s web ste, unless they have purchased their
own copies of the CD. However, the court rgected the argument. Other
arguments by MP3.Com, including that it was providing a service “pirates’

would otherwise perform, were aso turned down by the court.

E. A & M Records, Inc. v. Napster Inc— Observed Implications
The outcome of A&M Records, Inc. v. Napster, Inc.” is of paramount
importance not only to the issue of MP3 web Ste operators ligbility for
vicarious and contributory infringement of copyrights in instances where they
do not directly engage in copying and transmission of MP3 filesviathe Internet.
It is of even more importance to the MP3 web site users liability for direct
copyright infringement, the basis of any contributory or vicariouslighility on the
part of the web site operators. Central to the issueis of course the availability of
the fair use defense to the web ste users. While the case has not yet been
revolved, the Ninth Circuit Court has aready upheld the lower court’s issuance
of apreliminary injunction against defendant Napster, Inc. The court’s opinion
appears to indicate that it is inclined to find the fair defense ingpplicable to the

% A& M Records, 92 F.Supp.2d at 356.
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web site users.

Napster had facilitated the transmission of MP3 files between and among
its users. Through a process called “ peer-to-peer” file sharing, Napster alowsits
users to make MP3 music files stored on individual computer hard drives
available for copying by other Napster users, to search for MP3 files stored on
other users computers, and to transfer exact copies of the contents of other
users MP3 files from one computer to another via the Internet.’® These
functions are made possible by Napster's Musi cShare software, available free of
charge from Napger's Internet ste, and Napger’'s network servers and

server-side software’

Napster provides technica support for the indexing and
searching of MP3 file, as well as for its other functions, including a “chat
room,” where users can meet to discuss music, and a directory where
participating artists can provide information about their music.'®

In order to copy MP3 files through the Napster system, a user must first
access Napgder's Internet site and download the MusicShare Software to his
individual computer.’® Once the software is ingtaled, the user can access the
Napster system. A fird time users is required to registered with the Napster
system by creeting a “user name” and password. If aregister user wantsto list
available files stored in his computer’s hard drive on Napster for others to
access, he must firgt createa* user library” directory on his computer hard drive.

The user then save his MP3 files in the library directory, usng self-designated

104,
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file names. He next mugt log into the Napster system using his user name and
password. His MusicShare software then searches his user library and verifies
that the available files are properly formatted. If in the correct MP3 format, the
name of the MP3 fileswill be uploaded from the user’s computer to the Napster
sarvers. The content of the MP3 files remain stored in the user’'s computer.
Once uploaded to the Napster server, the user’s MP3 file names are stored in a
server-side “library” under the user’s name and become part of a “collective
directory” of files available for transfer during the time the user is logged onto
the Napster system. The collective directory is fluid; it tracks users who are
connected in real time, displaying only file names that are immediately
accessible,

To transfer a copy of the contents of a requested MP3 file, the Napster
saver software obtains the Internet address of the requeting user and the
Internet address of the “ host user,” meaning user with the available files The
Napster sarver then communicates the host user’s Internet address to the
requesting user. The requesting user’'s computer uses this information to
establish a connection with the host user and downloads a copy of the contents
of the MP3 files from one computer to the other over the Internet.'®

Asthefactsindicate, Napster does not directly perform or carry out the act
of copying or reproducing the MP3 files. In fact, at no time were the files stored
onitsweb ste. These MP3 files are transmitted viathe Internet directly between
the hard drives of the web site users' computers. Therefore, any liability Napster

104 4.
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may have must be ether or both vicarious and contributory copyright
infringement. To establish any such liability on the part of Napster, the court
must find that the users' conduct congtituted copyright infringement and that no
fair use defenseisavailable to them.

Napster contends that its users did not directly infringe the plaintiffs
copyrights, because they were engaging in fair use of the protected works.
Napster specificaly identified three aleged fair use: sampling, where users
make temporary copies of a work before purchasing; space-shifting, where
users access through the Napster system a sound recording they aready own in
audio CD format; and finally permissive distribution of recording by both new
and establish artists.

In examining the first factor of the far use, the court found that
downloading M P3 files do not transform the copyrighted works® Thisfinding
is congistent with the court’s reluctance to find fair use when an original work is
merely being retransmitted in a different medium. The court aso found that the
Napster users engaged in commercia use of the copyrighted materids, largely
because a host user sending a file cannot be said to engage in a persond use,
when the hogt user does get something for free (i.e.the ability to share music
files of other users) in exchange for distributing that file to an anonymous
requesters. Consistent with prior court findings on the point, the Napster court
reasoned that direct economic benefit is not required to demondrate a
commercia use. Rather, repeated and exploitative copying of copyrighted

works, even if the copies are not offered for sale, may congtitute a commercid
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use. The court pointed out the definition of a financially motivated transaction,
under the No Electronic Theft Act, includes trading infringing copies of awork
for other items, and the receipt of other copyrighted works.*®’

In terms of the second factor, the court also had no problem in finding the
music recordings were “close to the core of intended copyright protection”.
Similarly, in examining the third factor, the court easily concluded that the
copying of entire protected works in the present case “militated against a
finding of fair use.”

Finaly, in addressing the fourth factor, the court determined that Napster
users conduct reduced audio CD sdles among college students and raised
barrier to plaintiffs entry into the market for the digitd downloading of
music.'®

The court determined that sampling nevertheless congtitutes a commercia
use, even if some users eventualy purchase themusic.'® In particular, the court
noted that if sampling becomes a widespread conduct, it could have the
potentia to serious harm the market for plaintiffs works.

Napster aso pointed out to the court that space shifting condtituted fair use
in the Diamond case, and that a space shifting argument is equally legitimate in
the present case™® Rejecting the Napster’s argument, the court distinguished

07 SeeKarin J. Bernstein, Net Zero: The Evisceration of the Sentencing Guideline
Under the No Electronic Theft Act, 27 NEw ENG. J. ON CRIM. & CIv. CONFINEMENT 57,
65 (2001).

1% A & M Records, Inc. v. Napster, 239 F.3d 1017.
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the present case from both the time shifting in the Sony case and the space
shifting in Diamond case on the ground that neither of the prior cases
simultaneoudy involved distribution of copyrighted worksto the general public.
In these two cases, the time-shifted and space-shifted works were available only
to the origina authorized listeners or viewers. In Diamond, the copyrighted
music was transferred from the user’s computer hard drive to the user’s portable
MP3 player. So too in the Sony case, the mgjority of VCR purchases did not
digtribute taped televison broadcasts, but merely enjoyed them at home. In
contragt, once a user lists a copy of the music he or she dready owns on the
Napster system, it becomes available to million of unauthorized users, not just
the original CD ownerswho are authorized users.

In examining the court’s ruling in the Napster case so far, one cannot help
but wonder about an apparent policy-shift in the judicial application of the
four-factor test for fair use after the Sony case. A close comparison of the
somewhat factualy smilar Sony and Napster case would seem to clearly
demondtrate this point. This shift may give a glimpse of the future direction of
judicia decisonson fair use cases.

The Sony and Napster cases both involve a new technology that excited
the consumers at large, but made the copyright holders extremely edgy. The
studios that filed the suit in the Sony case were worried that the ability to
tap-record televison programs, including movies, in the privacy of homes
would negatively impact the movie industry on a large scale. The music
industry responded to MP3 in much the same way as the mation picture
industry responded to the VCRs. Moreover, both cases involve clams of
contributory and vicarious copyright infringements.

41
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Despite these smilaities, and despite Napster’s claim that its service has
substantia non-infringing uses very smilar to those of home VCRs, the Napster
court seems disinclined to adopt the conclusion reached in the Sony case,
primarily because cases since the Sony case have been much stricter in applying
the four-factor test for fair use.

The Napster court's characterization the downloading of copyrighted
materids by Napster users as a commercia use played a pivota role in its
finding against fair use so far. That characterization was made despite the fact
that, just like people who tap TV programs, most Napster users download MP3
music files for persona and at-home enjoyment. To support its finding of
commercial use, the court even went out of itsway to apply No Electronic Theft
Act's rather stringent definition of “financialy motivated transaction.” ™
Conggtent with a shift to decrease emphasis on direct monetary gains, the
Napster court, stated, “direct economic benefit is not required to demondirate a
commercid use”™? Under this logic, Napster users benefited by getting in
return something free which they would otherwise haveto pay (i.e. files of other
users). In this regard, people who video-tepped TV programs a home would
seem to differ in that they usudly do not exchange or trade their tapped
programs with others.

The truth of the matter is courts since the Sony case have assessed the

purpose and use factor much less generoudy in determining whether a use is

" Bernstein, supra note 107, 68.
12 A & M Records, 239 F.3d 1017.
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non-commercia.™® In Sony, the Supreme Court found that commercia use of
copyrighted materials would have been presumptively unfair™, but by the time
of the Campbell case, the Supreme Court had began to caution againgt
over-emphasizing the commercia use of copyrighted works.™™ The more
recent decisions have consstently focused a lot less on monetary gain as a
critica factor and more on whether the users stand to profit from exploitation of
the copyrighted material s without paying the customary price.

For example, in American Geophysica Union v. Texaco Inc.*®

, the court
consdered whether Texaco was ligble for copyright infringement when
researchers copied articles from journals that Texaco had purchased. The
purpose of the use was primarily to afford researcher the persona convenience
of having readily accessible copies. The court found that persona convenience,
ause that the Sony court endorsed, did not weigh in Texaco's favor for fair use.
Nor did that court find that the use was non-commercia even thought it was for
research purpose, a use specifically mentioned in the fair use permesble.™” The
court stated that while the use did not congtitute commercia exploitation, it
could naot ignore the for-profit nature of the Texaco enterprise, snce Texaco
reaps some indirect economic advantages from the photocopying.

Conggtent with the trend to de-emphasize the importance of direct

113 See Sephanie Green, Reconciling Napster With the Sony Decision and Recent
Amendments to Copyright Law, 30 AM. Bus. L. J. 57, 65 (2001).

14 Sony, 464 U.S. 417.

15 Campell, 510 U.S. 569.

18 American Geophysical Union v. Texaco Inc., 60 F.3d 913 (2nd Cir. 1993).

117 |d

43



44 2 6

monetary gain, in Worldwide Church of God v. Philadelphia Church of God™,
the court found that athough the copying of a religious book was not for profit,
the users nevertheless benefited because they did not have to account to the
copyright holders.

The Sony and Napster courts were in particularly different in the emphasis
they gave to the transformative character of use in examining the first factor of
the four-factor test. Very clearly both the purpose and use of VCR recording and
downloading music filesare dikein that both involve mere mechanica copying
of materids. However, the Sony court addressed only whether use was
commercial or non-commercial and virtualy ignored the non-transformative
and mechanical nature of VCR recording and the fact that nothing was added to
the use of the origina copyrighted work.™® In contrast, the Napster court so far
gives much emphasis on thisissue.

Courts since the Sony case have placed overwhdming focus on whether
the use was transformative. In the Campbell case'™, a case decided 10 years
after the Sony case, the Supreme Court stated that the extent to which the useis
trandformative is the more critica inquiry. Despite the fact that the Sony
decison recognizes tha merely mechanical copying may survive fair use
analyss, cases since Sony have emphasized that where there is a finding that

such use is not transformative, it weighs againg a finding of fair use. In the

18 Worldwide Church of God v. Philadelphia Church of God, 227 F.3d 1110 (9th Cir.
2000).

19 sony, 464 U.S. 417.

2 Campdll, 510 U.S. 569.
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American Geophysical Union case™, the court found that if the secondary use
is a mere duplication, then the value generated by the secondary use it little or
nothing more than the value in the originals. The court then concludes that there
is no judtification for fair use because the non-transformative copy serves the
same purpose as the origina and therefore does not foster crestivity, consistent
with the goa of copyright law. Similarly, in Worldwide Church of God case,'*
the court found that the unauthorized copying of religious book was not
transformative and that this factor weaken its claim for fair use.

While the Sony court gave minimal consideration to the second and third
factors, factors that would have weighed againgt afinding of fair usein the Sony
case, more recent courts have been giving much more emphasis on them. In the
Napster case, the court aso found that the second factor, and the third factor
weighed again Napster, since the copyrighted music’s were undoubted cregtive
works and that people usualy download MP3 music files in their entirety.'®
However, while the sameis true in the Sony case, as copyrighted TV programs
were no less creative and people a so tapped programsin their entirety, it did not
keep the court from finding afair use. This strongly suggests that the Sony court
gave much less weight to these two factors.

The Napster court’s finding of commercia use by Napster users left
Napster very little hope of surviving the fourth factor of the test, as the Sony
court had pointed out that harm should be presumed where use is

2L American Geophysical Union, 60 F.3d 913.
122 \\brldwide Church of God, 227 F.3d 1110.
2 A & M Records, 239 F.3d 1019.
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commercia.”® Moreover, the Napster court also essentially recognized much
less tangible forms of harms to copyright holders when it acknowledged
Napster had a “deleterious effect on the present and future digital download
market.” Thisis underlies an attitude very different from that of the Sony court.
The latter had declined a finding of market harm after concluding that the
plaintiff studios had not introduced evidence of any actual or potential harm.

VI.ATTEMPTING TO APPLY THE FOUR-FACTOR
INQUIRY TO MP3WEB SITE USERS

A. Factor One—Purpose and Character of the Defendant’sUse

A direct, rigid, and technical application of the four-factory inquiry for fair
use under the US copyright law tends to establish the liability of MP3 web site
users who engage in direct copying of MP3 files containing copyrighted
materials.

An examination of the first-factor of fair use revedsthat, as pointed out by
the A&M Records court'®, it is unlikely for the users to prevail on this point.
Fird, the users were not engaging in any transformative use of the copyrighted
songs. They were not engaging in any of the acknowledged transformative uses
such as engaging in criticism, comments, news reporting, or teaching. Their
conduct smply reproduced the entire original works without dtering the

origina with new expression, meaning, or message.

124 ony, 464 US 417.
1 A& M Records, 239 F.3d 1019.
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Were the users engaging in a transformative use of copyrighted works by
“gpace-shifting” the works, as argued by Napster in the A&M Records case? In
addition to the consideration made by the Ninth Circuit in rgecting the space
shifting argument in the A&M Records case—whether the use of the
copyrighted works was strictly confined to one's persona use—thelogics of the
Sony case would also seem to dictate that considerations should aso be given to
whether to the source from which copies were made.

In the Sony case, the time shifting argument made sense, because the
viewers had been invited to view the publicly broadcasted programs in the first
place. They smply delayed the viewing time by recording the programs for
persond viewing a a later time. In other words, copies were made from
broadcasted programs for which the viewers were authorized to view in the first
place. Therefore, the source of the copies was not something that the users had
no permission to rightfully enjoy or use. It is a completely different case with
the MP3 files circulating in the Internet, the source of copies made by the MP3
users. In most instances these files were unauthorized copies themselves. Even
in Situations where they were authorized copies, the persons downloading or
reproducing them from the Internet recelved no permission or authorization to
use or copy them in such amanner.

As for the space shifting argument in the Diamond casg, it is important to
point out that, in reaching its decision for the case, the court focused primarily
on the gpplicability of the AHRA to the device Rio. The court ruling was
premised on the fact Rio did not qudify as a “digital audio recording device”
and therefore was not under the purview of AHRA, the legdl basis from which
the plaintiff filed the lawsuit. Space shifting actually did not play a centra role

47



48 2 6

in the case. Plus, as the facts of the Diamond case were rather unique, an
extenson of the space shifting theory beyond the factua context of the case
seems rather difficult.

Generdly spesking, the greater the transformation, the less likely the
commercial nature of the uses negates the availability of the fair use defense. In
the present case, virtualy no transformation could be found, something that
weigh againg the MP3 users sgnificantly. Moreover, in view the A&M
Records court’s reasoning that the exchange of copyrighted materials between
the MP3 users in the case condtituted a commercid use, it would seems that
smply downloading the MP3 files from the Internet without engaging in any
exchange of MP3 files would not congtitute a commercia use? In Stuation
where thisisthe case, the users would be able to make this argument in support
of their fair use defense.

Also pointed out in the previous discussion that the focus of the inquiry is
the commerciad or non-commercia nature of the use, rather than the users
themsdves. Therefore, the fact that the MP3 users are mostly individuass, while
the copyright holders are mostly magor record labels, has no bearing on theissue
of fair use. However, the discrepancy in financia resources and poalitical
influences between the two groups would inevitably make us feding
sympathetic toward the former.

B. Factor Two—Nature of the Copyrighted Work
The A&M Records court was correct in pointing out that MP3 files
generally contain musica works, which congtitute purely fictiona or creative

works entitled to the maximum copyright protection.
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While examining factor two of the fair-use inquiry, the courts have
traditionaly asked whether the copyrighted work is published. The purposeisto
protect the right of first publication by the copyright holder. In the context of
cyberspace, one cannot hep but asks whether a smilar right of firgt
digitalization should be protected? In cases where the users have converted the
copyrighted musica recordings into digital form before the copyright holders
did, should this fact tip the balance in favor of the copyright holdersin order to
protect the right of first digitalization?

C. The Amount and I mportance of the Portion Used

Asthe userstypicaly copy the entire copyrighted musical works, it would
seem difficult for them to prevail on this point. As discussed above, an anaogy
with the present case and the Sony case seems a far dtretch. Therefore, unlike
the Sony case, the fact that the entire works were copied would indeed

“militate’ againgt afinding of fair use.

D. Impact on the Market

In view of the prevdence of the unauthorized downloading from the
Internet, the serious impact on the market of the original work can be presumed,
not to mention the fact that copyrighted works potential derivative market in
the cyberspace may aso be harmed by the unauthorized circulaion of their
works on the Internet. In addition, the MP3 files of the music do serve as
legitimate substitutes to the origina works in the market, adding strength to the
argumentsin favor of negative market impacts.

Unlike the Sony case, the mgor copyright holders and market holders of
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musical recordings have demonstrated unprecedented unity in their quest to
crackdown on unauthorized uses in the cyberspace. This unity reflects two
things—firgt, that the Congress and the courts are under alot of pressure to tip
the balance in favor of protecting the copyright holders' interests, and two, the
prevaence of the unauthorized downloading has indeed caused maor impacts

in the market.

VIlI. CONCLUSION-IMPLICAITON FOR TAIWAN

As mentioned above, a rigid and draightforward application of the
traditiona fair-use inquiry seems to weigh againg a finding of fair use by the
MP3 users. However, as discussed above, the Supreme Court has traditionally
stressed on the importance of avoiding a strict and rigid interpretation and
gpplication of the fair use doctrine. In addition, the four-factor inquiry is not
intended to be an exclusive criterion upon which rulings on fair use are to be
made. In view of the harsh result created by a straightforward application of the
inquiry—finding the direct copyright infringement by potentialy millions of
individud users—one cannot help but asks is this result consigtent with the
congtitutionally mandated goa of promoting progress in science and arts?
Previous Supreme Court cases have repeatedly emphasized that the protection
of copyright holder’s economic interestsis “secondary” to the public interestsin
genera. Is this policy being met with such a strict interpretation of the fair use?
One is inclined to answer in the negative. But then, if gpplication of the
traditiona fair use inquiry in the cyberspace brings awkward and unintended
results, how should we remedy the situation? The US has traditionally dedt
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with such problems by enacting more legidation. However, in view of the
srong conglomerate and business interests involved, the possibility of such
legidation appears dime at thistime.

In view of the US experience, it is advisable for Taiwan to first reach a
policy consensus about the order of priority for al the interests involved in
copyright protection. Then decide how to ded with the fair use issue
accordingly. When necessarily, do not rule out the possibility of a clear-cut
legidative resolution to avoid confusions and delays. Keep in mind that the
ultimate policy-goa should aways be fostering progress in science, literature.
From this standpoint, cautions must be taken to ensure that the copyright law is
not used to unduly suppress the free-flow of information in the digital world. As
stated above, while the development of digital technology such as MP3 may
have increased the prevalence of copyright infringement, it has aso created
opportunities for copyright holders to receive additiond rewards for their
crestive works as their copyrighted works may now be made available are
various never-before-seen digital forums.

Despite this overall policy consderation, it is adso true that copyright
infringement has just about become a common practice in people's everyday
life. With the help of technologies such as MP3 technologies, unauthorized
copying could take place in the privacy of home, speedily, and codt-free.
Because it is s0 easy and common to copy without authorization, people no
longer have the guilty conscience that typically accompanies wrongdoing.
Efforts must be made to educate and heighten people’'s awarenessin this regard.
Of course, sometimes, one cannot help but sympathize with them, rather than
those powerful copyright holders, especially those mgjor international record
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and movie companies. However, if Tawan is truly to become a
knowledge-based economy, and begin developing its own technologies, efforts

must be made to deal with the ongoing prevalence of copyright infringements.
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