
Case No. 08-55998 

UNITED STATES COURT O F  APPEALS 
FOR THE NINTH CIRCUIT 

I UMG RECORDINGS, INC., a Delaware corporation, 
PlaintgJ Counter-defendant, Appellant, 

VS. . 

TROY AUGUST0 d/b/a ROAST BEAST MUSIC COLLECTABLES AND 
ROASTBEASTMUSIC, an individual; and DOES 1 through 10, inclusive, 

Defendant, Counter-claimant, Appellee. 

Appeal From The United States District Court, 
Central District of California, 

Honorable S. James Otero, District Judge 
U.S.D.C. No. 2.07 CV 3 106 SJO (AJWx) 

APPELLANT'S OPENING BRIEF 

RUSSELL J. FRACKMAN (STATE BAR NO. 49087), RJF@MSK.COM 
AARON M. WAIS (STATE BAR NO. 25067 I), AMW@,MSK.COM - 

MITCHELL SILBERBERG & KNUPP LLP 
1 1377 West Olympic Boulevard 

Los Angeles, California 90064- 1683 
Telephone: (3 10) 3 12-2000 
Facsimile: (3 10) 3 12-3100 

Attorneys for Appellant 
UMG Recordings, Inc. 



Case No. 08-55998 

UNITED STATES COURT OF APPEALS 
FOR THE NINTH CIRCUIT 

UMG RECORDINGS, INC., a Delaware corporation, . 

Plaint8 Counter-defendant, Appellant, 

VS. 

TROY AUGUST0 d/b/a ROAST BEAST MUSIC COLLECTABLES AND 
ROASTBEASTMUSIC, an individual; and DOES 1 through 10, inclusive, 

Defendant, Counter-claimant, Appellee. 

Appeal From The United States District Court, 
Central District of California, 

Honorable S. James Otero, District Judge 
U.S.D.C. No. 2:07 CV 3106 SJO (AJWx) 

APPELLANT'S OPENING BRIEF 

RUSSELL J. FRACKMAN (STATE BAR NO. 49087), RJF@,MSK.COM 
AARON M. WAIS (STATE BAR NO. 250671), AMW@,MSK.COM 

MITCHELL SILBERBERG & KNUPP LLP 
11377 West Olympic Boulevard 

Los Angeles, California 90064-1683 
Telephone: (3 10) 3 12-2000 
Facsimile: (3 10) 3 12-3 100 

Attorneys for Appellant 
UMG Recordings, Inc. 



CORPORATE DISCLOSURE STATEMENT 

Pursuant to Federal Rule of Appellate Procedure 26.1, Appellant UMG 

Recordings, Inc. submit the following statement idebtifying its parent company 

I 
and any publicly held corporation that owns 10% or more of its stock: 

1 .  Vivendi S.A., which is a publicly traded corporation, and the ultimate 

parent of UMG Recordings, Inc. 

DATED: December 15,2008 MITCHEiLL SILBERBERG & KNUPP LLP 
RUSSELL J. FRACKMAN 
AARON M. WAIS 

By: 
Russell J. ~ r ackdan  ) 

Attorneys for Appellant 
UMG Recordings, Inc. 



TABLE OF CONTENTS 

Page(s) 

INTRODUCTION ............................................................................................................... 1 

I. STATEMENT OF JURISDICTION .: ...................................................................... 2 
I 

11. STATEMENT OF ISSUES ...................................................................................... 2 

111. STATEMENT OFTHE CASE ................................................................................ 3 

IV. STATEMENT OF FACTS ...................................................................................... 4 

V. SUMMARY OF ARGUMENT ................................................................................ 8 

VI. ARGUMENT ... . .. .. . . .. .. .. . . ..... .. . . . .. . . . . . . . . . . . . . . . . . . .................. . ............ . . . . 10 

A. Standard Of Review ..................................................................................... 10 

B. Augusto Infringed UMG's Exclusive Distribution Rights In Its 
Copyrighted Sound Recordings ................................................................... 11 

C. The First Sale Defense Applies Only To "Owners" Of 
Copyrighted Works And Not To Licensees Of Those Works ..................... 12 

1. The Promotional CDs Are Not Sales Or Gifts. ................................ 12 

2. The First Sale Defense Is A Limited Affirmative 
Defense. ................... .... : ............................................................. . 13 

3. The Promotional CDs Were Licensed With UMG . . 
Retain~ng Ownership. ...................................................................... 14 

4. The District Court's Determination That The Right To 
"Indefinite Possession" Negates The Existence Of A 
License Is Erroneous. ................................................................... 18 

5. The District Court's Reliance On The Purported 
Absence Of A Recurring Benefit To UMG Is Both 
Incorrect And Irrelevant. .................................................................. 28 

D. A License Of The Promotional CDs Does Not Restrain Trade. ................. 3 1 

1 .  Licensing Of Promotional CDs Promotes Competition 
And Is A Valid Means Of Protecting Copyright 
Interests. ........ .................................................................................... 3 1 

2. There Is No Reason To Afford Less Protection To 
Promotional CDs Than To Software For First Sale 
Purposes ............................................................................................ 35 

3. The "Economic Realities" Favor A License Of 
Promotional CDs. ............................................................................. 36 



E. Augusto Failed To Carry His Burden Of Tracing His Chain Of 
Title To A First Sale Of The "Particular" Promotional CDs He 
Sold. .................. .......................................... ................................................. 38 

F. The Promotional . . CDs Were Not Gifts'Pursuant To The Postal 
Reorganlzat~on Act. .................... ; ................................................................ 4 1 

1 .  The Promotional CD Transaction Is Not An 
Unconscionable Sales Technique. ... ................................................. 4 1 

2. The Act Does Not Apply To The Contractual 
Relationship Between UMG And Industry Recipients. ................... 47 

3. Augusto Did Not Carry His Burden Of Proving That 
The Promotional CDs Were "Unordered." ...................................... 50 

CONCLUSION ................................................................................................................ 54 



TABLE OF AUTHORITIES 

Cases Page(s) 

1895 Assoc., Inc., 
Trade Reg. Rptr. (1965-67 Transfer Binder) 
7 17,319 (FTC 1965) ............................................................................ 44 

A&M Records, Inc. v. Napster, 
239 F.3d 1004 (9th Cir. 2001) ............................................................ 3 33 

Adobe Sys., Inc. v. Stargate Software. Inc., 
216 F.Supp.2d 1051 (N.D. Cal. 2002) .................................................. 16, 34 

Adobe Systems Inc. v. One Stop Micro, Inc., 
84 F.Supp. 2d 1086 (N.D. Cal. 2000) ................................................... 16, 3 1 

Advanced Computer Services, v. MA1 Sys., 
845 F.Supp. 356 (E.D. Va. 1994) ......................................................... 32 

American Int'l Pictures v. Foreman, 
576 F.2d 661 (5th Cir. 1978) ................................................................ 1 39 

Arakaki v. Hawaii, 
........................................................... 3 14 F.3d 1091 (9th Cir. 2002) 1 0  

Arizona Cartridge Remanufacturers Ass'n. v. Lexmark Int'l, Inc., 
421 F.3d 981 (9th Cir. 2005) ................................................................ 3 40 

Asset Marketing Sys.. Inc. v. Gannon, 
542 F.3d 748 (9th Cir. 2008) ............. .................................................. 20 

Barry v. Blue Cross, 
................................................................ 805 F.2d 866 (9th Cir. 1986) 3 3  

Betty Phillips, Inc., 
Trade Reg. Rptr. (1954-55 Binder) 

.......................................................................... 7 25,221 (FTC 19584) 45 

Blakemore v. Superior Court, 
129 Cal. App. 4th 36 (2005) ................................................................. 44,46,4,48,49 

Bobbs Merrill v. Strauss, 
210 U.S. 339 (1908) .............................................................................. 3 34 



Buono v. Norton, 
371 F.3d 543 (9th Cir. 2004) ................................................................ 10 /:') 

Campbell v. Acuff-Rose Music, Inc., 
510 U.S. 569 (1994) .............................................................................. 38 

Chevron U.S.A., Inc. v. Natural Resources Defense Council, Inc., 
............................. ................................................ 467 U.S. 837 (1984) : 49. 

District of Columbia v. John R. Thompson Co., 
346 U.S. 100 (1953) .............................................................................. 45 

DSC Comm'ns Corp. v. Pulse Comm'ns. Inc., 
170 F.3d 1354 (Fed. Cir. 1999) ............................................................ 26 

Federal Trade Comm'n v. Vacuum Oil Co., 
1 F.T.C. 305 (1918) .............................................................................. 43 

Galvan v. Press, 
.............................................................................. 347 U.S. 522 (1954) 44 

Great American Music Machine. Inc. v. Mid-South Record Pressing Co., 
.................................................... 393 F.Supp. 877 (M.D. Tenn. 1975) 47 

Hampton v. Paramount Pictures Cow., 
- =  

279 F.2d 100 (9th Cir. 1960) ........................................................... 2 24 

Image Software, Inc. v. Reynolds and Reynolds Co., 
459 F.3d 1044 (10th Cir. 2006) ............................................................ 20 

In the Matter of House of Plate, Inc., 
47 F.T.C. 1411 (1951) .......................................................................... 45 

In the Matter of Nat'l ~ducators.'Inc., 
.......................................................................... 49 F.T.C. 1358 (1953) 45 

In the Matter of Commercial Lighting Products, Inc., 
................................................................. 1980 FTC LEXIS 83 (1980) 48, 49 

In re DAK Indus., Inc., 
........................................................ ....... 66 F.3d 1091 (9th Cir. 1995) : 29 

In re Holmes, 
.............................................................................. 187 Cal. 640 (1921) 42 

,"-\ 
: ,j 

Independent Directory Corp. v. F.T.C., .- 

188 F.2d 468 (2d Cir. 1951) ................................................................. 44. 



Interstate Home Equip. Co., Inc., 
Trade Reg. Rptr. (1942-48 Binder) 
7 12,831 (FTC 1944) ............................................................................ 45 

ISC-Bunker Ramo Corp. v. Altech, Inc., 
........................................................ 765 F.Supp. 1310 (N.D. Ill. 1990) 17 

) Jacobsen v. Katzer, 
535 F.3d 1373 (Fed.Cir. 2008) ............................................................. 3 37 

Jaffe v. Carroll, 
...................................................................... 35 Cal.App.3d 53 (1973) 12. 

Kashelkar v. Rubin & Rothman, 
...................................................... 97 F.Supp.2d 383 (S.D.N.Y. 2000) 41 

Kipperman v. Academy Life Ins. Co., 
................................................................ 554 F.2d 377 (9th Cir. 1977) 42 ,44551  

Krause v. Titleserv., Inc., 
................................................................. 402 F.3d 119 (2d Cir. 2005) 2 27 

. . 
" MA1 Sys. Corp. v. Peak Computer. Inc., 

991 F.2d 511 (9th Cir. 1993) ................................................................ 13,14,16,20 

Mapinfo Corp. v. Spatial Re-Engineering Consultants, 
2004 WL 26350 .................................................................................... 38 

MDY Indus., LLC v. Blizzard Entm't.. Inc., 
........................................... 2008 WL 2757357 (D.Az., July 14, 2008) 1 16, 23 

Microsofi Corp. v. Harmony Computers & Electronics, 
........................................................ 846 F.Supp. 208 (E.D.N.Y. 1994) 17, 39, 40 

Microsoft Corp. v. Software Wholesale Club, Inc., 
.................................................... 129 F.Supp.2d 995 (S.D. Tex. 2000) 17; 38 

Moreno v. Baca, 
................................................................ 43 1 F.3d 633 (9th Cir. 2005) 10 

Morris v. Business Concepts. Inc., 
................................................................... 259 F.3d 65 (2d Cir. 2001) 13 

Mystic Stamp Co., 
$, .......................................................................... 28 F.T.C. 1796 (1939) 45 



NCR Cow. v. ATM Exchange. Inc., 
2006 WL 1401635 (S.D.Ohio May 17, 2006) ...................................... 38 

Novell. Inc. v. Weird Stuff. Inc., 
1993 U.S. Dist. LEXIS 6674 (N.D. Cal., May 14, 1993) ..................... 27 

Novell. Inc. v. Unicom Sales, Inc., 
.................................... 2004 WL 18391 17 (N.D. Cal., Aug. 17, 2004) 16, 28 

Olsen v. Idaho State Bd. of Med., 
363 F.3d 916 (9th Cir. 2004) ......................................................... 11 

Padfield v. AIG Life Ins. Co., 
290 F.3d 1121 (9th Cir. 2002) ............................................................ 10 

Parfums Givenchy, Inc. v. C&C Beauty Sales, Inc., 
832 F.Supp. 1378 (C.D. Cal. 1993), aff. 38 F.3d 477 (1994) ........... 13 

Paul v. HCI Direct, Inc., 
2003 U.S. Dist. LEXIS 12170 (C.D. Cal. July 14, 2003) ..................... 46 

Portwood v. F.T.C., 
418 F.2d 419 (10th Cir. 1969) .............................................................. 44 

RCA Manufacturing Co. v. Whiteman, 
114 F.2d 86 (2d Cir. 1940) ................................................................... 34 

Register.com, Inc. v. Verio, Inc., 
356 F.3d 393 (2d Cir. 2004) ................................................................. 40. 

Rossi v. Motion Picture Ass'n of Am., 
391 F.3d 1000 (9th Cir. 2004) ............................. ; ................................ 4 

S.O.S., Inc. v. Payday, Inc., 
.............................................................. 886 F.2d 1081 (9th Cir. 1989) 16. 32 

S&S Pharm. Co. v. F.T.C., 
408 F.2d 487 (5th Cir. 1969) ................................................................ 44 

Sanford v. Memberworks, Inc., 
...................................... 2008 WL 4482159 (S.D. Cal. Sept. 30, 2008) 41 

SoftMan Products Co.. LLC v. Adobe Sys., Inc., 
171 F.Supp.2d 1075 (C.D. Cal. 2001) .................................................. 2 34 

Storm Impact, Inc. v. Software of Month Club, 
13 F.Supp.2d 782 (N.D. 111. 1998) ........................................................ 17 

vii 
?038834 4 



Suzuki Motor Corp. v. Consumers Union of U.S., Inc., 
330 F.3d 11 10 (9th Cir. 2003) .............................................................. 11 

Tabor v. Ulioa, 
323 F.2d 823 (9th Cir. 1963) ................................................................ 38 

Too, Inc. v. Kohl's Dep't Stores, Inc., 
2002 WL 3 1409852 (S.D. Ohio 2002) ................................................. 38 

Triad Sys. Cow. v. Se. Express Co., 
64 F.3d 1330 (9th Cir. 1995) ................................................................ 16, 20 

UMG Recordings, Inc. v. Augusto, 
558 F. Supp. 2d 1055 (C.D. Cal. 2008) ...............................................p assim 

United States v. Alcaraz-Garcia, 
79 F.3d 769 (9th Cir. 1996) ................................................................. 12 

United States v. Wise, 
550 F.2d 1180 (9th Cir. 1977) .............................................................. 19, 22, 23, 24, 
............................................................................................................. .25 

Vernor v. Autodesk, Inc., 
555 F.Supp.2d 1164 (D. Wash. 2008) .................................................. 20 

Wall Data v. Los Angeles County Sheriffs Department, 
447 F.3d 769 (9th Cir. 2006) ................................................................ 14; 17, 20, 
.............................................................................................................. 2 32, 35, 36, 

Washington Capitols Basketball Club, Inc. v. Barry, 
419 F.2d 472 (9th Cir. 1969) ................................................................ 53 

Wisniewski v. Rodale, Inc., 
5 10 F.3d 294 (3d Cir. 2007) ............................................................... 4 5 1 

Statutes 

I Federal 

........................................................ Federal Rules of Appellate Procedure, 4 2 

15 U.S.C. 
I 

.......................................................................................... i §45(a)(1),(2) 47 

1 17 U.S.C. 



$106(3) .................................................................................................. 11 
$ 109 ...................................................................................................... passim 
$1 14 ...................................................................................................... 36 
$1 17 ...................................................................................................... 15. 36 
$501(a) .................................................................................................. 11 . 
$512(f) ................................................................................................... 4 

:! 28 U.S.C. 
$1292(a)(l) ........................................................................................... 2 
$$1331. 1338(a) .................................................................................... 2 

39 U.S.C. $3009 ............................................................................................... 41. 51 

State: 

Cal . Civ . Code $1584.5 .................................................................................... 46 

Conn . Gen . Stat . $42-126b ............................................................................... 46 

Haw . Rev . Stat . Ann . 3481B-1 ........................................................................ 46 

Mich . Stat . $445.13 1 ........................................................................................ 46 .... 

1 W.Va. Code $47-1 1A-12a ............................................................................... 46 

Other Authorities 

4 W.F. Patry. Patrv On Copyright $ 13:16 (2008) ........................................... 39 

1 16 Cong . Rec . at 223 14 ................................................................................. 43,44, 45 

Black's Law Dictionary (8th ed . 2004) .......................................................... 42 

H.R.Rep. No . 94-1476 ..................................................................................... 1 3 8  

Restatement (Second) of Property, Don . Tran., $3 1.1 (1992) ........................ 12 

I 
I Webster's Third New Int'l Dictionary of the 

English Language. Unabridged (2002 ed.) ........................................... 38 
I 



1 
i 

\ INTRODUCTION 

The District Court's decision dismissing the claims of Appellant UMG 

Recordings, Inc. ("UMG") for copyright infringement seriously curtails the long- 

I standing record industry practice of promoting sales of commercial recordings by 

I 
licensing a small number of free promotional recordings ("promotional CDs") to 

music industry professionals. The license provides that UMG retains ownership in 

the promotional CDs and prohibits their resale or transfer. 

1 Promotional CDs allow music industry professionals to conduct their 

business of writing reviews or articles or playing new music at clubs or on the 

radio. The resulting increased sales of commercial recordings assist the record 

companies in recouping their considerable investments, provide a benefit to 

recording artists whose commercial recordings are being promoted and to record 

distributors and retailers (both brick and mortar and online) who sell the 

commercial recordings. Finally, promotional CDs benefit the public by educating 

the consumer before making a purchasing decision (through the ability to 

"preview" a record on radio or in clubs or to read professional reviews). While the 

promotional CDs benefit many, they harm no one. 

Appellee Troy Augusto ("Augusto") obtained promotional CDs from 

unspecified sources and sold them, contrary to the license restrictions. Augusto 

did not receive the promotional CDs from UMG, and the terms under which 
i 

promotional CDs were licensed are not here challenged by any direct recipient. 



Nevertheless, and notwithstanding the express license terms, the District Court -'I 
held that promotional CDs were a "gift or sale" and, therefore, subject to the first 

sale defense of 17 U.S.C. $109. On that basis, it dismissed UMG's claims against 

Augusto for copyright infringement. I 

I. STATEMENT OF JURISDICTION 

The District Court had federal question jurisdiction under 28 U.S.C. 4s 133 1, 

1338(a). Excerpts of Record ("ER) 1137. Final judgment granting Augusta's 

motion for summary judgment dismissing UMG's complaint was entered on 

June 11,2008. ER:l-15. The District Court's opinion is reported at 558 F.Supp.2d 

1055 (C.D. Cal. 2008). UMG timely filed its notice of appeal on June 13,2008, 

pursuant to Fed.R.App.P. 4. ER: 16. This Court has jurisdiction under 28 U.S.C. 

11. STATEMENT OF ISSUES 

1. Did the District Court commit error in holding, as a matter of law, that 

the first sale affirmative defense constituted a complete defense to the claims of 
I 

I copyright infringement because the original recipients of the copyrighted works 

were not "licensees" but "owners," notwithstanding that the works were not sold 

and were not gifts but rather were provided pursuant to a licensing agreement that 

reserved title to the licensor and prohibited their further distribution? 
-) 



2. Did the District Court commit error in holding that the failure to 

include an express provision for the return of the licensed works negated the 

existence of the license even though, among other things, the nature of the 

transaction made return impractical and unnecessary, and the licensor expressly 

retained title to the works? 

3. Did the District Court commit error in refusing to place the burden of 

proof on the defendant to trace his chain of title to a "first sale" to the original 

recipient of the "particular" copyrighted works that he sold? 

4. Did the District Court commit error in holding that the copyrighted 

works constituted "unordered merchandise" pursuant to the Postal Reorganization 

Act, and as a result constituted a gift, notwithstanding that the works were not 

I provided for the "unconscionable" purpose of tricking or bullying consumers into 

paying (the specific practice the Act was intended to deter), were licensed for free 

I 
for promotional purposes, and the defendant did not provide any evidence that the 

I copies he sold had not been "requested or consented" to by the original recipients? 

I 
111. STATEMENT OF THE CASE 

On May 10,2007, UMG filed its complaint alleging that Augusto had 

infi-inged UMG's copyrights in sound recordings by distributing promotional CDs 
I 

I )  embodying those sound recordings without authorization. ER: 1 136-49. Augusto 

I responded, raising various affirmative defenses. ER: 1126-35. Only the first sale 



affirmative defense is relevant here. ER: 1129. Augusto also filed a counterclaim -j 
pursuant to the Digital Millennium Copyright Act (17 U.S.C. §512(f)), alleging 

that UMG had knowingly and materially misrepresented that Augusto's conduct 

was infringing. ER: 1 130-35. 

The parties each sought summary judgment on the complaint and on the 

counterclaim. ER:908-32,949-50.' After taking the motions under submission 

without oral argument (ER: 145 l), the District Court entered an order on June 11, 

2008, granting Augusto's motion dismissing the complaint and denying UMG's 

motion on the complaint.2 ER: 1-15. 

IV. STATEMENT OF FACTS.~ 
i 

The practice of providing promotional CDs began with vinyl records and 

now largely involves compact discs. ER:359. Promotional CDs are different than 

the commercial CDs they promote. For example, they may have only one or two 

selections (not a full album) and they may not include artwork. ER: 170. Only a 

few thousand copies of each promotional CD are made (id.), and they generally are 

' The declarations supporting UMG's summary judgment motion are not included in the 
excerpts of record because they are identical to those filed in opposition to Augusto's motion. 

The District Court also dismissed Augusto's counterclaim based on Rossi v. Motion Picture 
Ass'n of Am., 391 F.3d 1000, 1004-05 (9th Cir. 2004). See 558 F.Supp.2d at 1065. Augusto did 
not appeal. 

The material facts were largely undisputed. ER:115-30, 168-87,290-321,933-48. .- 1 



made available to the recipients before release of the commercial recordings they 
I 
I promote. ER349. UMG selects the recipients of each promotional CD from 

proprietary lists of music industry "insiders." ER: 172, 349-50. These include 

record reviewers, disc jockeys, and radio stations. ER:185-86, 399. Promotional 

CDs are never sold or otherwise made available to the public by UMG, and UMG 

never receives any payment for them. ER: 170. 

The recipients understand the promotional CDs are for use in their music- 

related businesses and to generate consumer interest in UMG's commercial 

recordings. ER:169-70, 18546,359. The label andlor packaging of each 

promotional CD contains language notifying the recipient that acceptance is 

agreement to a "license," that title is retained by UMG, that the promotional CD is 

for the intended recipient for personal use, and that its resale or transfer of 

possession is prohibited: 

"This CD is the property of the record company and is 
licensed to the intended recipient for personal use only. 
Acceptance of this CD shall constitute an agreement to 
comply with the terms of the license. Resale or transfer 
of possession is not allowed and may be punishable 
under federal and state laws." ER:641; see generally id., 
at 641-74. 

Although this language has varied over the years, the different iterations have the 

same meaning. 558 F.Supp.2d at 1058 n.1; ER: 187,306-07. 

Each promotional CD is sent with a return address (ER:172, 352), and a 

recipient can accept, decline, or retum it. ER: 172. Promotional CDs that are not 



- 
deliverable are returned to UMG and are destroyed. Id. UMG does not ) 
specifically request the return of promotional CDs because, among other reasons, 

they may be used by the recipients over time (to write reviews of a subsequent 

album by the same artist, an article about the artist, the music, or the record 

company, or to be played in clubs by disc jockeys or on radio). ER:352. Although 

only a few thousand copies of each promotional CD are made, the total number of 

all UMG promotional CDs is substantial. ER: 183,35 1. It would be logistically 

difficult, expensive, and time consuming to seek return and then process them only 

to arrange for and pay for their destruction. ER:352. Moreover, almost all 

recipients comply with the restriction on transfer. As to those who do not, UMG 

polices unauthorized distribution by locating online auctions, requesting that those 3 
auctions be removed, determining the identities of those offering the promotional 

CDs for sale, and deleting from its lists any recipient UMG learns is responsible 

for an unauthorized transfer. ER: 172-72,353,356-58. 

Augusto, as well as the music industry recipients, was aware of the nature 

and purpose of promotional CDs. ER: 174-75. Augusto prominently identified the 

CDs he sold as "Promo CDs," and "INDUSTRY EDITION -NOT SOLD IN 

STORES." ER.174; see generally ER:377-590. He formerly was a music critic 

and knew that promotional CDs are licensed to specific individuals and contain 

language that they are licensed for a limited purpose and sale or transfer is not > 



authorized (', "this particular CD wasn't designed for - was designed for people 

who work in the industry"). ER: 175,680,685,692-93,754-55. 

This action was brought after UMG twice notified Augusto that he was 

violating its copyrights. ER:359-60, 365-66. At issue are Augusto's unauthorized 

sales of promotional CDs that comprise just a small portion of those he sold. 

ER: 173-74, 178-80; see generally ER:377-590. Although no longer on its website, 

eBay, over which Augusto made many of those sales, in the past had warned that it 

is "an infringement to sell [promotional CDs] and many copyright holders do care 

and enforce in this area," and that 

"Each promotional item is a copyrighted work. When 
they initially are distributed they are not sold. They 
technically remain the property of the record company or 
the studio that distributed them. The radio stations, 
movie theaters, etc., that receive them are only licensed 
to use the promo materials for limited promotional 
purposes. They are prohibited from selling them or 
giving them away; the materials themselves often state 
right on them 'Not For   ale."'^ ER:98 (referring to 
archived version of eBay U.S. website). 

In a previous lawsuit by plaintiffs unrelated to UMG against Augusto for 

copyright infringement based on his sale of promotional CDs, Augusto 

acknowledged in a consent judgment that: 

eBay later modified this warning on its U.S. site (for unexplained reasons). ER:274. This 
warning continued to appear - in English - on at least one foreign eBay website. ER:274,286 

I (Indian eBay site). 



"Defendant [Augusto] has, on numerous occasions, and 
despite repeated warnings, offered plaintiffs promo CDs 
for sale through an online auction website known as 
eBay.com. These sales made without plaintiffs 
authorization violated plaintiffs exclusive rights under 
17 USC 3 106(3)." ER:901. 

'i 
While the sale of promotional CDs constitutes most of Augusto's business, 

he claims to have no business records concerning their acquisition or sale. 

ER:682-84,689-91,704,713-17,724-25,730-39. He admitted that he did not 

receive the promotional CDs directly from UMG, but he never identified his source 

of the specific promotional CDs he sold or their original recipients. Nor did he 
1 

identify any customer to whom they were sold. Id.; see ER:686-88,699-700,764. 

Because each copy of a particular promotional CDs is identical, without this 
1 

information (known only to Augusto), UMG could not determine the identity of 

the original recipients of the copies Augusto sold or how Augusto obtained them. 

V. SUMMARY OF ARGUMENT 

A copyright owner has the right to retain ownership of his or her copyrighted 

work while licensing its use to others. The first sale affirmative defense is limited 

to "owners" of copyrighted works and does not apply to others, such as licensees, 

who may otherwise obtain possession of copyrighted works. UMG never sold its 

promotional CDs and never intended to make a gift of them by divesting itself of 



\ control and vesting ownership in the recipients. Rather, the original recipients of 

the promotional CDs received them as licensees and not owners and, therefore, 

could not transfer ownership to Augusto. There was no "first sale" and, therefore, 

Augusto's unauthorized sales violated UMG's exclusive distribution right. 

The promotional CDs bear the indicia of a license, including language 

imprinted on the packaging and/or the CD referring to a "license," expressly 

reserving title in UMG, and restricting transfer or sale. The purpose and context of 

~ the long-standing practice of providing promotional CDs also evidences a license: 

they are non-commercial products provided for free to a small number of industry 

insiders for the limited business purpose of promoting commercial recordings. A 

license of promotional CDs provides industry recipients the opportunity to obtain a 

valuable resource to do their work while at the same time preserving UMG's 

copyright interests. There is no reason and no intent to transfer ownership of 

promotional CDs. 

In addition, the proponent of the first sale affirmative defense has the burden 

of proving the predicate element - that there was a first sale of the "particular" 

copyrighted works he sold. Augusto did not receive the promotional CDs directly 

from UMG and did not disclose the identities of his sources for the copies he sold 
I 
l 

or their original recipients. He failed to trace the chain of title to the promotional 

\ CDs he sold to any first sale, and, therefore, could not prove the defense. 
I 



The promotional CDs also were not gifts of "unordered merchandise" under 

the Postal Reorganization Act, including because (1) the Act applies to the sales 

technique of mailing unsolicited merchandise to a consumer and then deceptively 

and harassingly demanding payment; (2) the Act does not apply where the parties 

to the transaction are not seller and consumer but instead enter into a contractual 

relationship; and (3) Augusto, not UMG as the District Court held, had the burden 

of proving, and failed to prove, that the specific promotional CDs he sold were 

"unordered" by the recipients, were not "requested or consented to," and that the 

original recipients had chosen to treat them as gifts. 

VI. ARGUMENT 

A. Standard Of Review 

The decision to grant or deny summary judgment is reviewed de novo. See, 

s, Moreno v. Baca, 431 F.3d 633, 638 (9th Cir. 2005); Buono v. Norton, 371 

F.3d 543, 545 (9th Cir. 2004). Generally, the denial of summary judgment is not a 

final judgment. However, "an order denying summary judgment is reviewable 

when, as is the case here, it is coupled with a grant of summary judgment to the 

opposing party." See Padfield v. AIG Life Ins. Co., 290 F.3d 1121, 1124 (9th Cir. 

i 2002). A decision on cross motions for summary judgment also is reviewed de 
I 

novo. See id.; Arakaki v. Hawaii, 314 F.3d 1091, 1094 (9th Cir. 2002). 



This Court's review is governed by the same standard used by the District 

Court. See, e.g, Suzuki Motor Corp. v. Consumers Union of U.S., Inc., 330 F.3d 

11 10, 1 13 1 (9th Cir. 2003). The Court determines, viewing the evidence in the 

light most favorable to the non-moving party, "whether there are any genuine 

issues of material fact and whether the District Court correctly applied the 

substantive law." Olsen v. Idaho State Bd. of Med., 363 F.3d 916, 922 (9th Cir. 

2004). 

B. Augusto Infringed UMG's Exclusive Distribution Rights In Its 
Copyrighted Sound Recordings. 

Augusto conceded that UMG had established aprirna facie case of 

infringement because it "owns the copyright to sound recordings embodied in the 

[promotional] CDs and . . . Augusto sold these [promotional] CDs through eBay . . . 

in violation of UMG's exclusive right to sell copies of those sound recordings to 

the public." 558 F.Supp.2d at 1059; ER:178-80.5 See 17 U.S.C. §106(3) 

(distribution right); §501(a) ("Anyone who violates any of the exclusive rights of 

the copyright owner . . . is an infringer of the copyright."). Augusto's sole defense 

was the first sale affirmative defense. 

"Sound recordings are "works that result from the fixation of a series of musical ... sounds." 
17 U.S.C. 5 101. "Phonorecords are material objects in which sounds . . . are fixed." Promotional 1 CDs are "phonorecords? Id. 

I 



C. The First Sale Defense Applies Only To "Owners" Of 3 
Copyrighted Works And Not To Licensees Of Those Works. 

P 

1. The Promotional CDs Are Not Sales Or Gifts. 

The District Court concluded that promotional CDs were a "gift or sale." Id. 

I at 106 1, 1062 (emphasis added). However, they were never sold by UMG. And 

they could not be gifts, as there was no unequivocal intent to vest ownership in the 

recipients. A gift is made "by delivering it to the donee, . . . with the manifested 

intention that the donee be the owner of the personal property." Restatement 

(Second) of Property, Don. Trans., $3 1.1 (1992); see, e.g., United States v. 

Alcaraz-Garcia, 79 F.3d 769, 775 (9th Cir. 1996)(elements of gift include "a 

voluntary intent on part of the donor to make a gift; . . . [and] complete divestment 9 
of control by the donor.")(emphasis added); Jaffe v. Carroll, 35 Cal.App.3d 53,59 

(1 973)(same). 

UMG did not "unequivocally" intend to vest title in its promotional CDs in 

others and to divest itself of all control. In fact, in holding that the pr.omotiana1 

CDs were not abandoned, the District Court found that UMG had (and expressed) 

the opposite intent: 

"One has intent to abandon when one relinquishes 
possession 'without any present intention to repossess.' 
. . . There 'must be some clear and unmistakable 
affirmative act or series of acts indicating an intention to 
relinquish ownership.' . . . UMG has not affirmatively 
disavowed its rights to the Promo CDs, and in fact prints 
on the Promo CDs that it retains title." 558 F.Supp.2d at 
1064-65. 



I UMG did not sell or give away its promotional CDs, but exercised its right to 

1 
I 

retain ownership and to license them for a limited and disclosed purpose. _See 

Parfums Givenchv, Inc. v. C&C Beauty Sales, Inc., 832 F.Supp. 1378, 1389 (C.D. 

Cal. 1993), afrd. 38 F.3d 477 (9th Cir. 1994)cThe distribution right under Section 

i 
106(3) includes the right to control not only the 'sale or other transfer of 

ownership' of copies or phonorecords, but also their disposition 'by rental, lease, 
:i : 

l or lending."'). 

I 
2. The First Sale Defense Is A Limited Affirmative Defense. 

I The first sale defense is an exception to the exclusive distribution right and a 

narrow "privilege." It applies only to "owners of copies or phonorecords," and 

excludes others who obtain possession but not ownership: 

"(a) [Tlhe owner of a particular copy orphonorecord 
lawfully made under this title, or any person authorized 
by such owner is entitled, without authority of the 
copyright owner, to sell or otherwise dispose of the 
possession of that copy or phonorecord." 

"(d) [t]heprivilege[] described by subsection (a) [does] 
not, unless authorized by the copyright owner, extend to 
any person who has acquired possession of the copy or 
phonorecord from the copyright owner by rental, lease, 
loan or otherwise, without acquiring ownership of it." 
17 U.S.C. $109(a), (d)(emphasis added).6 

1 A licensee is not an owner. Morris v. Business Concepts, Inc., 259 F.3d 65, 70 (2d Cir. 
2001)("[A]n exclusive licensee is not a copyright owner."); MA1 Sys. Corn. v. Peak Computer. 

I (. ..continued) 
I 
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The legislative history reiterates the qualified nature of the "privilege": 1 
"Subsection (c) [now subsection (d)] of Section 109 
qualifies the privilege specified in subsection (a) . . . by 
making clear that [it does] not apply to someone who 
merely possesses a copy or phonorecord without having 
acquired ownership of it. Acquisition of an object 
embodying a copyrighted work by rental, lease, loan or 
bailment carries with it no privilege to dispose of the 
copy under section 109(a)." H.R.Rep. No. 94-1476, at 80 
(1975); S.Rep. No. 94-473, at 72-73 (1975)(emphasis 
added). 

The District Court erroneously expanded the first sale defense beyond itslimited 

parameters to include promotional CDs owned by UMG and licensed for free to a 

limited number of sophisticated music industry recipients for a specific purpose. 

3. The Promotional CDs Were Licensed With UMG Retaining 
Ownership. I 

This Court recently addressed the ability of a copyright owner to license, 

instead of transferring title to, its copyrighted works. In Wall Data v. Los Anaeles 

County Sheriffs Department, 447 F.3d 769 (9th Cir. 2006), the Sheriffs 

Department paid for and obtained copyrighted software limited to 3,663 

installations, but installed it in 6,007 computers. Id. at 774-75. Wall Data sued for 

infringement claiming that the additional copies exceeded the limited license under 

which the software was provided. The Sheriffs Department argued that it had 

(...continued) 
Inc., 991 F.2d 51 1,518 n.5 (9th Cir. 1993)rSince MA1 licensed its software, the Peak customers 
do not qualify as 'owners' of the software."). Compare H.R.Rep. No. 94-1476 at 79 ("Outright 
sale" of book is an example of "where the copyright owner has transferred ownership."). 



I 

i 
purchased and "owned the  oftw ware.^ In holding that there was a license, not a 

transfer of ownership (despite the fact the software was sold and there apparently 

was no obligation to return it), this Court stated: 

"Generally, if the copyright owner makes it clear that she 
or he is granting only a license to the copy of software 
and imposes significant restrictions on the purchaser's 
ability to redistribute or transfer that copy, the purchaser 
is considered a licensee, not an owner, of the software." 
Id. at 785. - 

See MDY Indus., LLC v. Blizzard Entm't., Inc., 2008 WL. 2757357, *8 (D.Az., 

July l4,2008)(referring to Wall Data's two-part test for determining whether a 

purchaser is a licensee: if the copyright holder (1) makes clear it is granting a 

license, and (2) imposes significant restrictions on the use or transfer of the copy). 

Of particular relevance is the reference in Wall Data to the first sale defense: 

"Indeed, the first sale doctrine rarely applies in the 
software world because software is rarely 'sold.' See 
Adobe Systems Inc. v. One Stop Micro, Inc., 84 F.Supp. 
2d 1086, 1091 (N.D. Cal. 2000) ('[V]irtually all end 
users do got buy-but receive a license for-software.' 
The industry uses terms such as 'purchase' 'sell,' 
'buy,'. . . because they are convenient and familiar, but 
the industry is aware that all software.. . is distributed 
under license.)." 447 F.3d at 785 n. 9. 

" The question of ownership was important in light of the defense that making copies was 
protected under 17 U.S.C. $1 17, which permits the "owner" of a copy of a program to make 
another copy as an "essential step in the utilization of the computer program." 447 F.3d at 784. 
A licensee does not have that right. Id. at 785. The definition of "owner" under Section 117 is 
the same as under Section 109. &g 8. at 785 n.9. 



This Court in Wall Data declined to reconsider its previous holdings that -l 
licensees of software - even those who purchased and were entitled to permanent 

possession of copies - did not own the copies they possessed. Id., citing Triad Svs. 

) 
Corp. v. Se. Express Co., 64 F.3d 1330, 1333 (9th Cir. 1995) and MA1 Svs. Corp. 

v. Peak Computer, Inc., 99 1 F.2d 5 1 1, 5 18 n.5 (9th Cir. 1993); see S.O.S., Inc. v. 

Payday, Inc., 886 F.2d 1081, 1088-89 & n.9 (9th Cir. 1989)(software license 

provided that series of programs "is the property of S.O.S."; therefore, licensee 

"would be entitled to possess a copy of the software to enable it to exercise its 

limited right of use, but would not own that copyn)(emphasis in original); see also 

MDY Indus., LLC, 2008 WL 2757357 at *8 ("The resolution of this issue is 

controlled by Ninth Circuit law. At least three cases - MAI. Triad, and Wall Data 1 

. . . -hold that licensees of a computer program do not 'own' their copy of the 

prograrn.")(citation omitted). 

A majority of district courts within this Circuit also have held that license 

restrictions limiting transfer of a copyrighted work preclude the first sale defense. 

See, e.g., Novell, Inc. v. Unicom Sales, Inc., 2004 WL 18391 17, * 10-13 (N.D. 

Cal., Aug. l7,2004)(summary judgment on license agreement included in software 

box); Adobe Svs., Inc. v. Stargate Software, Inc., 216 F.Supp.2d 1051, 1059-60 

(N.D. Cal. 2002)(shrink wrap license enforceable); Adobe Sys., Inc. v. One Stop 

Micro, Inc., 84 F.Supp.2d 1086, 1092 (N.D. Cal. 2000)("[A] common method of 1 



\ distribution is through licensing agreements, which permit the copyright holder to 

place restrictions upon the distribution of its products."). Other courts have 

I reached similar conclusions. See, e.g., Microsoff Corp. V. Software Wholesale 

I 
Club, Inc., 129 F.Supp.2d 995, 1007-08 (S.D. Tex. 2000)(summary judgment 

1 rejecting first sale defense); Storm Impact, Inc. v. Software of Month Club, 13 

F.Supp.2d 782, 791 (N.D. Ill. 1998)(reservation of right to distribute software 

made available over the internet was valid and enforceable); Microsoft v. Harmony 

Computers & Electronics, 846 F.Supp. 208 (E.D.N.Y. 1994); ISC-Bunker Rarno 

Com. v. Altech, Inc., 765 F.Supp. 1310, 1331 (N.D. Ill. 1990)(first sale defense not 

applicable where owner, "through its licensing agreements, has specifically limited 

distribution"). 

The promotional CDs bear the indicia of a license as described in Wall Data 

and other cases. Here, as in Wall Data, "the copyright owner makes it clear that 

she or he is granting only a license to the copy." 447 F.3d at 785. The 

promotional CDs state: "This CD ... is licensed ... Acceptance of this CD shall 

constitute an agreement to comply with the terms of the license." Here, too, "the 

industry is aware that all [promotional CDs] . . . [are] distributed under license." 

Wall Data, 447 F.3d at 785 n.9 (quotation omitted). Finally, here, too, there was a 

"significant restriction[] on the [recipient's] ability to redistribute or transfer that 



copy." Id. at 785. The promotional CDs state: "Resale or transfer of possession is 
' 1 

not allowed." 

Because ownership of the promotional CDs did not pass to the initial 

recipients, Augusto could not receive title, regardless of where or how he obtained 

them, and his sales infringed UMG's exclusive distribution right. 558 

F.Supp.2d at 1060 (stating that if UMG retained title to, and ownership of, 

promotional CDs, Augusto's actions are excluded from protection of the first sale 

doctrine); see, G, American Int'l Pictures v. Foreman, 576 F.2d 66 1, 664 (5th 

Cir. 1978)("[U]nless title to the copy passes through a first sale by the copyright 

holder, subsequent sales do not confer good title."). 

4. The District Court's Determination That The Right To 
"Indefinite Possession" Negates The Existence Of A License 
Is Erroneous. 

The District Court initially set up a strawman characterizing UMG as 

contending that the use of the word "license" "create[s] a license between UMG 

and any recipient who accepts the Promo CD." 558 F.Supp.2d at 1060. To be 

sure, the term "license" expressed that recipients did not "own" promotional CDs. 

But that is just the beginning, not the end, of the issue. The entire language and 

surrounding facts and circumstances are what make the promotional CDs subject to 

a license. Other relevant facts not considered by the District Court include: 

I promotional CDs were provided only to selected music industry insiders; recipients 
.- 1 

understood, based on their language, purpose, and practice, that the use of the 



promotional CDs was limited to the recipient and solely to promote commercial 

recordings, ER: 169-70, 185-86, 359; promotional CDs were distributed in limited 

quantities, ER: 183; promotional CDs were provided for free and were never sold, 

ER: 170; promotional CDs differed in appearance and content from the commercial 

CDs they promoted and frequently were provided prior to the sale of commercial 

CDs, ER: 170; UMG retained title to the promotional CDs ("This CD is the 

property of the record company"); "Resale or transfer of possession" of the 

promotional CDs was prohibited; and recipients were advised on the cover and/or 

the disc that "[alcceptance of this CD shall constitute an agreement to comply with 

the terms of the license." ER:641, 352. 

The District Court all but ignored these various factors. Instead, relying on a 

I 30-year-old criminal copyright case, United States v. Wise, 550 F.2d 1180 (9th Cir. 

i 1977), the District Court constructed a standard that focused on the single element 

I 
I of whether the recipient's right to possession of the work is "indefinite." 558 

I F.Supp.2d at 1061. Although the District Court characterized the copyright 
I 
I 

I owner's "intenf' to regain possession as "one hallmark" of a license (9. at 1060), 

1 the District Court effectively made this the dispositive factor.' In so doing, the 

District Court ignored that UMG retained ownership of the promotional CDs, 

As noted, the District Court's conclusion that UMG did not have the intent to regain 
possession was inconsistent with its conclusion that UMG did not abandon the promotional 
CDs because it did not relinquish possession without any present intention to repossess. See 
pp. 12.13,- 



disregarded the context and entire language of the promotional CD license, and 1, 
that, in any event, the nature of promotional CDs made regaining possession 

impractical and unnecessary. 

The District Court also ignored the weight of authority and this Court's 

precedent in MA1 Sys., Triad Sys., and Wall Data, each of which found a license 

despite the fact that there was no provision for the licensor to regain possession. 

See MA1 Sys., 991 F.2d at 517; Triad Sys., 64 F.3d at 1333, Wall Data, 447 F.3d at 

755-56 n.5. The District Court also ignored that licenses can be of indefinite 

duration. See, e.g, Asset Marketing Sys., Inc. v. Gagnon, 542 F.3d 748, 757 (9th 

Cir. 2008)(copyright owner granted oral, unlimited, irrevocable license); Image 

Software, Inc. v. Reynolds and Reynolds Co., 459 F.3d 1044, 1047 (10th Cir. 1 
2006)(claim of infringement for violating "perpetual license" to use, market, and 

distribute software ).9 

The District Court also misread and misconstrued the facts and analysis of 

-.lo In -, the defendant was convicted of illegal distribution of movie 

The first sale defense also applies in other contexts where there is no definite duration for 
possession, for example "loans." 17 U.S.C. 5 109(d). 
'O  The District Court apparently relied on, but did not cite, Yernor v. Autodesk. Inc., 555 
F.Supp.2d 1164 (D. Wash. 2008). The result in Vernor hinged on a supposed conflict between 
Wise and this Court's subsequent opinions in MAI, Triad, and Wall Data (referred to by Vemor 
as the ''U trio."), which led it to conclude that under the "earliest opinion" rule, it "must" 
follow the earlier "conflicting" Wise opinion. Id. at 1169-72. However, as discussed hereafter, 
that "conflict" was of the court's own making as JV& and the &fJ.J trio are consistent. 
None of the &fJ.J trio even cited Wise, much less referred to conflict. As Vemor acknowledged, 

(...continued) 



prints that had been licensed by the copyright owners for television distribution or 

to selected individuals in the movie industry ("VIPs"). The defendant claimed that 

I 
ownership of the prints had been transferred and invoked the first sale defense. 

I 
With limited exceptions, the Court rejected the defense. 

In its cursory and selective summary of Wise, the District Court stated: 

"In Wise, the court evaluated several contracts under 
which movie studios transferred movie prints. Most of 
the contracts required that the recipients return the movie 
print after a fixed term. . . . The Ninth Circuit determined . 

that these contracts were licenses. 

"However, some of the contracts permitted the recipient 
to keep the film print. In particular, one contract allowed 
an actress to keep possession of the film print 'at all 
times' for her personal use and enjoyment, 'but prevented 
her from transferring the print to anyone else.' . . . The 
Ninth Circuit determined that this contract was a sale, not 
a license." 558 F.Supp.2d at 1060-61 (citations omitted). 

Properly analyzed, Wise supports UMG's position that the express reservation of 

title, other provisions on the promotional CDs, and their nature and purpose, result 

I in a license, notwithstanding that there is no provision for return. 

I 
I The "one contract [that] allowed an actress to keep possession of the film 

I print" - on which the District Court supported its rationale and which 

I determined to be a sale and not a license - was a "VIP  contract for a print 

(. ..continued) 
in the absence of the non-existent conflict, the MAI trio support the position that a license 

/ existed. Id. at 1172 ("Audodesk prevails in its motion if the court follows the &fAJ trio"). 



provided to Vanessa Redgrave in return for an upfrontpayment. 550 F.2d at ? 
1192. That payment was a significant factor in denominating the transaction a 

sale: 

"While the provision for payment for the cost of the film, 
standing alone, does not establish a sale, when taken 
with the rest of the language of the agreement, it reveals . 

a transaction strongly resembling a sale." Id. (emphasis 
added). 

Wise quoted a portion of the Redgrave contract but did not identify specifically 

"the rest of the language" that, combined with the payment, resulted in a sale or 

explain how it reached that conclusion." It is noteworthy, however, that the 

Redgrave contract neither provided that title was retained by the studio nor referred 

to a "license." 

In contrast to the Redgrave contract, JV& analyzed three other VIP 

contracts that it determined to be licenses. Precisely like the Redgrave contract, 

"all of these agreements required the licensee to retain thefilm print in his 

possession at all times," (3.) -- the exact language the District Court believed was 

dispositive in finding the Redgrave contract a sale. However, each of the other 

VIP contracts was found to be a license, notwithstanding that the recipient was to 

keep possession of the print "at all times," and that only one of the three required 

I I The Court also was influenced by the fact the Government has the burden of proving the 
absence of a first sale. 550 F 2d at 1190, 1192. The burden of proof in a civil infringement 
action is on the defendant. See Section E., infra. 1 



the print to be returned "upon . . . request." u.I2 Further, unlike the Redgrave 

contract but similar to the promotional CDs, each VIP contract deemed to be a 

license was characterized internally as a "loan" or a "license," and none provided 

for payment to the copyright owner. Id. 

Rather than a return requirement, the key difference between the Redgrave 

contract (a sale) and the other VIP contracts (licenses), from Wise's description, 

was that, in addition to payment, the Redgrave contract did not reserve title in the 

transferor, whereas the other three VIP licenses expressly did.13 Wise concluded as 

to those three VIP contracts: "We find the terms of these agreements to be 

consistent with their designation as loans or licenses, and that they do not effect 

sales of the motion pictures." Id.; see MDY Indus. LLC. 2008 WL 2757357 at * 10 

n.7 ("Under Wise, a transaction is a license where the recipient is required to return 

the copy to the copyright owner or the copyright owner retains title to the copy"), 

citing Wise, 550 F.2d at 1190-92 (emphasis in original). 

Further evidence that providing for return was not the deciding factor in 

Wise is the Court's reference with approval to Hampton v. Paramount Pictures 

h, 279 F.2d 100 (9th Cir. 1960). In Hampton, the copyright owner had given 

12 Even with respect to the one VIP license that required "return upon . . . request," there was no 
time specified and Wise did not indicate whether the print was requested or returned. 550 F.2d 
at 1192. Obviously the fact of return was not determinative (indeed, was not particularly 
important). 
13 Two such contracts provided that the studio copyright owner "retained title." Id. The third 
reserved to the studio "'all rights in, to and with respect to' the film." 550 F.2d at 1152. 



to  Kodascope rights to produce prints for "non-theatrical exhibition" in return for a 
' -:I 

flat payment. @. at 102. One print was later sold by Kodascope to Harnpton. As 

described by Wise, the Hampton Court determined that the prints had been 

j 
licensed originally to Kodascope by looking to the contractual language and the 

limited "purpose of the license." 550 F.2d at 1189. Based on that analysis, 

Hampton held the agreement was not a first sale of the prints even though there 

was "no limitation as to time" and "no requirement that outstanding prints and 

negatives were to be returned." @. at 1190. Wise specifically relied on Hampton 

in holding that theatrical distribution agreements were licenses and not sales, "[iln 

accordance with the holding and reasoning of Hampton . . . since both on their face 
, 

and by their terms they were restricted licenses and not sales." @.I4  3 
It is apparent from the Wise Court's analysis that no single factor was 

I "critical" to its determination. Rather "[iln each case, the court must analyze the 
I 

arrangement at issue and decide whether it should be considered a first sale." @. at 
I 

i 1 189 (citation omitted). That is precisely what the Court did with respect to the 

I four VIP contracts. It examined the terms, purpose, and context of each contract 
I 

14 Although Hampton did not use the term "first sale," that was the issue (279 F.2d at 103). 
Wise cited Hampton as precedent on the first sale defense. 550 F.2d at 1189 ("The question of - 
what constitutes a first sale has been considered in a number of cases," citing Hampton). 



I 
I , and did not simply divide them between those that required return and those that 

did not.'' 

Since Wise and prior to Vemor (and the District Court here), no other court, 

i including this Court in Wall Data, MA1 Sys., and Triad Sys., has cited Wise as 

I limiting the first sale inquiry to whether the copyright owner provided for 
I 

1 regaining possession of the work. The reason is because that is not the express or 
I 

I 
implicit holding of Wise. Rather, the lack of payment, the retention of title, the 

I 

restriction on transfer, the reference to a "license," and the limited nature of the 

1 transaction all must be considered under Wise. All point to a license of the 

1 promotional CDs. 
I 

15 That approach is clear from the only other agreement, in addition to the Redgrave contract 
(and contracts that admittedly were sales of prints for salvage), that JV& characterized as a 
transfer of title - a distribution agreement with ABC for telecast of the movie Funny Girl The 
Court held that agreement was not a license based on its unique provisions and not on the fact 
that the copyright owner failed to provide for regaining possession. The ABC agreement 
allowed the recipient (ABC) "at [its] election and cost" to retain a "file screening copy" of the 
print, which "clearly contemplates the sale of a film print to ABC at ABC's election." a. at 
1191. There was "[nlo restriction on the use or further resale of such a copy." Id. at 1191 n.20. 
Wise considered all of the language and context of the agreement, including that the contract was 
"not phrased in terms of a license" and failed "to provide for the retention of title" in the 
copyright owner. Id. at 1191. The Court concluded that since the transaction could have 
transferred title if ABC had elected to exercise its right to purchase a print, the Government was 
unable to satisfy its burden of proving the absence of a first sale. u. at 1191-92 

Wise contrasted the ABC agreement to an agreement between a studio and NBC for 
telecast of the movie Camelot. This agreement also permitted the licensee W C )  the option to 
buy prints (and thus retain them) Id. at 1191. Notwithstanding that fact, held that this 
agreement was a license, relying on the "entire contract" and specifically the provision that 
"[tlitle to all prints and tapes shall be and remam in Licensor [Warner] subject to the right ' granted to NBC under this agreement." Id. 



The only case, other than Wise, cited by the District Court in support of this 
- 1 

analysis was Krause v. Titleserv., Inc., 402 F.3d 119 (2d Cir. 2005). The unusual 

circumstances of that case involved computer programs owned and created by the 

', plaintiff while working for the defendant and for which the defendant paid "a 

substantial sum to develop." Id. at 122. In finding transfer of ownership, thecourt 

relied on a number of factors in addition to the right to indefinite possession, 

including that the plaintiff was paid "substantial consideration to develop the 

programs for [defendant's] sole benefit. [Plaintiff] customized the software to 

serve [defendant's] operations. The copies were stored on a server owned by 

[defendant]," and there were no material restrictions on use. Id. at 124. The Court 

concluded that all of these facts "in the aggregate satisj) 4 117(a)'s requirement of I 

ownership of a copy." Id. (emphasis added). 

In reaching its conclusion, the Court in Krause cited with approval and 

contrasted its facts to DSC Comm'ns Corp. v. Pulse Comm'ns, Inc., 170 F.3d 1354 

I (Fed. Cir. 1999). In DSC Cornm'ns, the district court determined that the 
I 

defendants were owners of copies of software because they had obtained "their 

interests in the copies of the software through a single payment and for an 
I 

unlimited period of time." Id. at 1362. The Court disagreed, noting that this 

I reasoning 

I "has not been accepted by other courts . . . and we think it 
I overly simplistic. The concept of ownership of a copy 
1 

1 



entails a variety of rights and interests. The fact that the 
right of possession is perpetual, or that the possessor's 
rights were obtained through a single payment, is 
certainly relevant to whether the possessor is an owner, 
but those factors are not necessarily dispositive if the 
possessor's right to use the software is heavily 
encumbered by other restrictions that are inconsistent 
with the status of owner." Id. 

Finding this Court's opinion in "instructive" (d. at 1360-61), Krause held 

that these "other restrictions," including reserving to the copyright owner "[all1 

rights, title, and interest in the Software" and limiting the "recipient's right to 

transfer copies," compelled reversal. a. at 136 1-62. 

The District Court also attempted to support its conclusion on the 

assumption that "there are no consequences for the recipient should she lose or 

destroy the Promo CDs." 558 F.Supp.2d at 1061. But to the extent this is relevant, 

1 there are consequences. Should UMG determine that any lost promotional CD 

1 later was sold, the recipient risks the significant consequence of forfeiting 

entitlement to receive promotional CDs to use in his or her business activities. 

~~:352-53.16 And, if a promotional CD is lost, there is no first sale, and UMG can 

enforce its copyright against anyone who may find and sell it. Novell, Inc. v. 

I 
I 

l6 The District Court incorrectly noted in passing that "UMG does not keep permanent records 
identifying who received which Promo CDs." 558 F.Supp.2d at 1061. A copyright owner does 
not have to keep specific records to enforce its copyright. In any event, the evidence is that 
UMG does keep a variety of records and databases that are continually updated and does delete 
from its lists of recipients those who sell its promotional CDs. ER:351-53, 830-35. UMG would 

1 ] have done so here had Augusto disclosed his sources. 



Weird Stuff, Inc., 1993 U.S. Dist. LEXIS 6674 (N.D. Cal., May 14, 1993). Of 

course, if a promotional CD is destroyed rather than lost, it cannot be redistributed 

or sold. That is precisely why UMG destroys those that are returned. 

I 
Further, even though loss or destruction of promotional CDs may breach the 

license, because of their non-commercial nature they have little or no intrinsic 

value (and are not reused or sold). ER:352. Therefore, in order to impose any 

"consequences for the recipient," UMG not only would have to be aware that the 

recipient lost or destroyed the promotional CD but also choose to seek 

"consequences" against important industry insiders for potentially inadvertent 

breaches. The fact that UMG does not pursue this course of action does not affect 

the existence of a license any more than when a software copyright owner does not 

pursue an individual who breaches a license. See Unicom Sales, Inc., 2004 WL 

18391 17, at * 12 ("The Court sees no reason why Novell's failure . . . to take steps 

to enforce the requirement in its Software License that the software be destroyed or 

returned if the license is breached . . . should affect the transaction's status as a 

license or sale."). 

5. The District Court's Reliance On The Purported Absence 
Of A Recurring Benefit To UMG Is Both Incorrect And 
Irrelevant. 

The District Court next attempted to support its conclusion by the sweeping 

statement that "generally, licenses provide recurring benefits for the copyright 3 
owner." 558 F.Supp.2d at 106 1. This statement is a non-sequitur. Neither of the 



two cases cited by the District Court enunciates such a requirement for a license 

(and both cases differ in material respects from this case). 

I In re DAK Indus., Inc., 66 F.3d 1091 (9th Cir. 1995), applying bankruptcy 

i principles, found that no license existed because of the "economic reality" 

reflected in the agreement that the "licensee" could adapt the copyrighted software 

and distribute it to consumers. Id. at 1092. Additionally, "the pricing structure of 

the agreement," including a lump sum payment (of $2,750,000), evidenced a sale. 

Id. at 1095. SoftMan Products Co., LLC v. Adobe Svs., Inc., 171 F.Supp.2d 1075, - 

1085 (C.D. Cal. 2001) found a sale because "[tlhe transfer of a product for 

consideration with a transfer of title and risk of loss generally constitutes a sale." 

See also n.20, infra.17 -- 

The cases relied upon by the District Court also are not apposite because 

they contrasted a single payment (as evidencing a sale) with a royalty or other 

recurring payment (as evidencing a license). Such a comparison is not helphl 

when, as here, the product is provided under specific and limited circumstances 

without any payment that might reflect a purchase and transfer of ownership. In 

fact, the first sale statute includes, among those who are not "owners" and cannot 

invoke the defense, one who receives the copyrighted work by "loan" (such as a 

1 

17 
I When this Court discussed the first sale defense and that "virtually all end users do not buy - 

but receive a license for - software," it chose to quote with approval One Stop Micro, not 
SoftMan, as the relevant precedent. Wall Data, 447 F.3d at 785 n.9. 

29 



loan of a CD) - a transaction that does not contemplate a payment or any benefit, -3 
let alone a recurring one (at least by the District Court's definition). 

Moreover, to the extent relevant, UMG did receive a recurring benefit. The 

promotional CDs are licensed to make them available, among other things, for 

reviews and articles concerning the artist or repeated radio airplay, all potentially 

over a period of years and all directed to increasing sales of commercial . 

recordings. ER:169, 352. The District Court's statement that there is "no 

guaranty" or requirement that a specific recipient actually will use the promotional 

CD is beside the point. The license provides a mutual benefit: The recipient has 

the opportunity to use for free in his or her business, and generally in advance of 

commercial sales, the otherwise unavailable promotional CDs. UMG benefits ) 

from the opportunity to promote its commercial records and from the goodwill 

engendered among the recipients who are important to the ongoing promotion of 

UMG's products. In these respects, promotional CDs are analogous to the VIP 

prints provided to movie industry insiders without any "recurring" or "guaranteed" 

benefit. As the District Court acknowledged, most VIP prints are licensed. 558 

F.Supp.2d at 1061-62. If anything, VIP prints confer even less of a "recurring" 

benefit than do promotional CDs, whose purpose is to promote fbture sales to the 



public.'8 See Jacobsen v. Katzer, 535 F.3d 1373, 1379 (Fed.Cir, 2008)("open 

source" software licensed for free: "There are substantial benefits, including 

economic benefits, to the creation and distribution of copyrighted works under 

public licenses that range far beyond traditional license royalties. For example, 

program creators may generate market share for their programs by providing 

certain components free of charge."). 

D. A License Of The Promotional CDs Does Not Restrain Trade. 

Under the heading that "the only apparent benefit of promotional CDs is 

I 
restraint of trade," the District Court briefly reached several disconnected, and 

ultimately incorrect, conclusions. 558 F.Supp.2d at 106 1-62. 

1. Licensing Of Promotional CDs Promotes Competition And 
Is A Valid Means Of Protecting Copyright Interests. 

The District Court's broad (and speculative) statement that the "only 

I apparent benefit to a license for UMG is to restrain transfer of its music" (558 

1 F.Supp.2d at 1061), not only is irrelevant, it is unsupported and wrong. All 

licenses "restrain trade" by prohibiting activities or transactions, including transfer, 

l8 That some of the licenses contain the phrase "for personal use only" does not alter this 
analysis, as the District Court implied. 558 F.Supp.2d at 1061. That phrase is consistent with 
the prohibition against transfer. Some promotional CDs included the language "for promotional 
use only." 558 F.Supp.2d at 1058 n.1. Augusto agreed that all versions had the same meaning. 
Id. The purpose of the promotional CDs was use by the recipients in promotion. That is the - 
meaning of "personal use." See, ex., One Stop Micro, 84 F.Supp.2d at 1091 ("The industry uses 
terms such as 'purchase,' 'sell,' 'buy' .. . because they are convenient and familiar, but the 
industry is aware that all software . . . is distributed under license."), quoted by Wall Data, 447 
F.3d at 785 n.9. 



that otherwise would be permitted to an "~wner ." '~  Many software licenses 1 
prohibit distribution and also impose additional broad "restraints." See, e.g., 

Advanced Computer Services. v. MA1 Sys., 845 F.Supp. 356,370 (E.D. Va. 

3 
1994)(license prohibiting "loading" or "booting" of software onto a computer not 

anticompetitive or copyright misuse: "MA1 is simply attempting to protect the 

rights accruing to it as the holder of valid copyrights in its software."). For 

promotional CDs, the prohibited activity is distribution, a copyright interest UMG 

can validly protect. See Wall Data, 447 F.3d at 785 n.9 ("By licensing copies of 

their computer software, instead of selling them, software developers maximize the 

value of their software, minimize their liability, [and] control distribution 

channels ...")( emphasis added); see also S.O.S., Inc., 886 F.2d at 1088 ("The J 

[software] license must be construed in accordance with the purposes underlying 

federal copyright law.. . . Chief among these purposes is protection of the author's 

rights")(citations omitted). 

The license of a few thousand promotional CDs is an adjunct to the 

marketplace sale of millions of commercial CDs. All music copyright owners can, 

and many do, engage in this practice. In fact, the means of informing the. 

19 "Restraint of trade" is not a defense to copyright infringement, and Augusto did not claim 
that the licenses constituted copyright misuse. The misuse defense would have been unavailing. 
See, u, A&M Records, Inc. v. Napster, 239 F.3d 1004, 1026-27 (9th Cir. 2001)(rejecting - 
misuse defense because plaintiffs only sought to "control reproduction and distribution of their 
copyrighted works"). 



I consuming public of new commercial releases is to provide the opportunity to hear 

1 them (by sending promotional CDs to radio stations and disc jockeys) or to read 
i 

reviews (by sending promotional CDs to music critics). A competitive market 

I depends upon such access to information. See Barry v. Blue Cross, 805 F.2d 866, 

872 (9th Cir. 1986). In performing that function, promotional CDs promote fair 

i 
1 and informed competition and benefit consumers; recording artists, and retail 
, , , . 

sellers of records, as well as the record companies and the industry recipients. 
. ,  

I Neither Augusto nor anyone else is restrained from re-selling commercial 
J 

CDs after they are sold in the market and UMG has received payment. What the 

promotional CD licenses restrict is the potential for "unfair" trade; for example, 

I 
making multiple, unlawful, digital copies or uploading a copy of a promotional CD 

1 

to the internet to be made "virally" and prematurely available to millions of 

computer users. See, e.%, A&M Records, 239 F.3d at 1025 (recognizing harm to 

I copyright owners in sound recordings by transmitting copies over the internet). 

The three cases to which the District Court referred in support of its 

characterization of the promotional CDs as restraints of trade deal with a much 

I narrower and very different situation; specifically, a restriction attempted to be 

imposed after the sale and transfer of a work. 558 F.Supp.2d at 1061-62. In 
I 

Bobbs Merrill v. Strauss, 210 U.S. 339 (1908), the copyright owner attempted to 

prohibit resale of books for less than one dollar after they were purchased by 

I 



wholesalers for the specific purpose of retail sale. Id. at 341-42. The Supreme '"-1 
Court specifically noted that "[tlhere is no claim in this case of contract limitation, 

nor license agreement controlling the subsequent sales of the book." Id. at 350. In 

RCA Manufacturing Co. v. Whiteman, 114 F.2d 86, 90 (2d Cir. 1940), the owner 

of common law copyrights attempted to restrict the use of commercial recordings 

after sale and after its common law copyright had expired and it no longer 

possessed any rights. In SoftMan, 171 F.Supp.2d at 1085-86, the copyright owner 

attempted to placepost-sale restrictions on software copies specifically intended 

for resale by the di~tributor.~' See also Stargate Software, Inc., 216 F.Supp.2d at 

1058 ("This Court respectfully declines to accept the Softman analysis."). 

The District Court's reliance on these cases conflates a post-sale contractual 

covenant imposed after transfer of ownership and a license reserving to the 

licensor a specific copyright right (here, the distribution right). That is a crucial 

distinction. Compare, % Bobbs Merrill, 210 U.S. at 339 (contractual restriction 

The more detailed rationale for finding a transfer of ownership in SoftMan is 

"The distributors pay full value for the merchandise and accept the risk that the software 
may be damaged or lost. The distributors also accept the risk that they will be unable to 
resell the product. The distributors then resell the product to other distributors in the 
secondary market. The secondary market and the ultimate consumer also pay full value 
for the product, and accept the risk that the product may be lost or damaged. This 
evidence suggests a transfer of title in the good. The transfer of a product for ' 
consideration with a transfer of title and risk of loss generally constitute a sale." 171 
F.Supp.2d at 1085. 



on resale price after books had been sold to a distributor) Wall Data, 447 F.3d 

at 785 (license restriction on copying, k, the exclusive reproduction right). 

2. There Is No Reason To Afford Less Protection To 
Promotional CDs Than To Software For First Sale 
Purposes. 

The District Court next referred to a purported distinction between 

promotional CDs and software, reasoning that "[u]nlike the use of software, which 

necessitates a license because software must be copied onto a computer to 

function, music CDs are not normally subject to licensing. Therefore, the benefits 

of a license for software do not exist under these  fact^."^' 558 F.Supp.2d at 1062. 

However, the District Court never explains how a software license that may limit 

further distribution, modification, and a myriad of other activities is "necessary" so 

a user may make a single copy for use on a computer. 

The distinction the District Court drew between software and phonorecords 

is not in Section 109, which applies equally to phonorecords and other "copies," 

including software. See, ex., 17 U.S.C. @109(a),(d)(refemng to the owner of a 

"copy or phonorecord"). In fact, the statute sometimes treats phonorecords and 

computer programs differently from all other "copies." See 17 U.S.C. 

fj 109(b)(prohibiting disposing of a copy of a "phonorecord or computer program 

2' Preliminarily, that "music CDs are not normally subject to licensing" misses the point - it is 
precisely because the relatively few promotional CDs are not "normal" commercial CDs that 
they are licensed. 



. .. by rental, lease, or lending"). By contrast, where the Copyright Act intended to 
) 

distinguish between software and phonorecords, it did so explicitly. See, ex., 17 

U.S.C. $ 114 ("Scope of exclusive rights in sound recordings"); $1 17 ("Limitations 

on exclusive rights: computer programs"). 

More to the point and directly contrary to the District Court's underlying 

assumption, a license of computer software is not necessary to permit copying onto 

a computer. The opposite is true: The owner of computer software has the right to 

make a copy to use it on a computer. 17 U.S.C. $1 17 ("it is not an infringement 

I ,  

for the owner of a copy of a computer program to make . . . a copy [provided that 
l 

it] is created as an essential step in the utilization of the computer program") 
I 

(emphasis added). On the other hand, a licensee of computer software does not / 

possess that right. Wall Data, 447 F.3d at 784-785 ("[Ilf a software developer 

retains ownership of every copy of software and merely licenses the use of those 

copies, $1 17 does not apply.")(emphasis in original). 

3 .  The "Economic Realities" Favor A License Of Promotional 
CDs. 

The District Court next referred briefly to the purported "economic realities" 

of the promotional CD transaction, again emphasizing the right to perpetual 

possession. 558 F.Supp.2d at 1062. However, the "economic reality" points to a 

license of promotional CDs and this does not change, even assuming promotional 

CD licenses permit "perpetual possession" (as do many software licenses). .- 1 



Promotional CDs are, however, different than software in the economic function 

they perform in ways that reflect a license transaction. They are not sold. They 

are made in limited quantities for the economic purpose of promoting commercial 

1 
sales. They perform a distinct business function, beneficial to both UMG, the 

recipients, and others. For that reason, they are provided to a limited number of 

selected industry insiders for free with an express limitation on their transfer. 

Arizona Cartridge, 421 F.3d at 989-88 ("In exchange for agreeing to the restricted 

use of the [licensed] cartridge, consumers receive consideration in the form of the 

price discount"). Promotional CDs are distinctly different, in form and function, 

from the commercial CDs that are sold and to which ownership is transferred, and 
\ 

I 
/ which can then be freely distributed by the purchaser. A license limiting 

distribution of promotional CDs is crucial to their purpose and to protect UMG's 

I 
investment in its commercial recordings. Jacobsen, 535 F.3d at 1382 ("The 

clear language of the [free] Artistic License creates conditions to protect the 

economic rights at issue in the granting of a public license."). 

Finally, the District Court's statement that the promotional CD transaction 

provides the recipient with "the freedom from obligations to UMG (558 

F.Supp.2d at 1062) assumes that there is no license. To the contrary, the license 

1 does provide for obligations, including most specifically, that the promotional CDs 

I cannot be transferred or distributed. 
I 



E. Augusto Failed To Carry His Burden Of Tracinv His Chain Of 
Title To A First Sale Of The "Particular" Promotional CDs He >) 

Sold. 

The party asserting an affirmative defense bears the burden of proof. -, See 

% Campbell v. Acuff-Rose Music, Inc., 510 U.S. 569, 590 (1994)(fair use). 

That burden of proof on the first sale defense required that Augusto trace his chain 

of title to a first sale of the "particular" copy of each promotional CD he sold: 

"The defendant in such actions clearly has the particular 
knowledge of how possession of the particular copy was 
acquired, and should have the burden of providing this 
evidence to the court. It is the intent of the Committee, 
therefore, that in an action to determine whether a 
defendant is entitled to the [first sale] privilege . . ., the 
burden of proving whether aparticular copy was 
lawfully made or acquired should rest on the defendant." 
H.R.Rep. No. 94-1476, at 8 1 . ~ ~  (emphasis added) 

See NCR Corp. v. ATM Exchange, Inc., 2006 WL 1401635, *2 (S.D. Ohio 

May 17,2006)(burden on defendant to trace chain of title to first sale); Mapinfo 

Com. v. Spatial Re-Engineering Consultants, 2004 WL 26350 *3-4 (N.D.N.Y. 

Jan. 5,2004)(same); Too, Inc. v. Kohl's Dep't Stores, Inc., 2002 WL 3 1409852, *3 
I 
I 

(S.D. Ohio, Sept. 4,2002)(same); Software Wholesale Club, Inc., 129 F.Supp.2d at 
I 

1008 (summary judgment rejecting first sale defense because "[d]efendants have 

22 The adjective "particular" echoes Section 109 ("owner of a particular copy") and must be 
given meaning. Tabor v. Ulloa, 323 F.2d 823,824 (9th Cir. 1963). "Particular" is defined as 
"of, relating to, or being a single definite person or thing as distinguished from some or all 
others." Webster's Third New Int'l Dictionary of the English Language, Unabridged (2002 ed.). 
The phrase "particular copy" reflects that the party asserting the first sale defense must show that 
each copy was acquired initially through a first sale. 



not met their burden of tracing the chain of title to show a basis for the first-sale 

doctrine"); Harmony Computers & Electronics, 846 F.Supp. at 212 ("[Tlhe 

defendant has the burden of proving that the particular pieces of the copyrighted 

I 
work that he sold were lawfully made or acquired."); see also American Int'l 

Pictures, 576 F.2d at 665 ("[Blecause copyright law favors the rights of the 

copyright holder, the person claiming authority to copy or vend generally must 

show that his authority to do so flows fiom the copyright holder."); see generally 4 

W.F. Patry, Patry On Copyright 9 13:16 at 13-38 (2008)rThe first sale doctrine is, 

therefore, adjudicated on a copy-by-copy basis: if the particular copy or copies at 

issue are unauthorized, it is unavailing to defendant if other, authorized copies 

I have been sold."). 

"Possession" of a copy does not satisfy the requirements of the first sale 

defense. See American Int'l Pictures, 576 F.2d at 666 ("[Flor purposes of the first 

sale doctrine, each copy is unique; if the copyright holder possesses 100 copies and 

sells 99 of them, the final copy nonetheless remains protected."). The burden of 

showing an actual first sale is on the party asserting the defense since he or she 

obtained the copyrighted work and, therefore, has knowledge of how and where 

that copy was acquired. Here, Augusto admittedly did not receive the promotional 

CDs fiom UMG, and would or could not identify his sources. His failure to do so 

is a failure of proof on the predicate element of the first sale defense. 



. 
Harmony Computers & Electronics, 846 F.Supp. at 213 ("Defendants' failure to 

meet their burden of proving a chain of title . . . precludes the applicability of the 

first sale doctrine."). 

> The District Court sidestepped Augusto's failure to cany his burden by 

briefly noting that "by showing that UMG transferred ownership of the Promo CDs 

to the music industry insiders, Augusto would show that UMG no 1onger.has a 

copyright interest in the Promo CDs." 558 F.Supp.2d at 1060 n.2. That reasoning 

is circular. The only way Augusto could show "that UMG transferred ownership 

. . . to the music industry insiders," would be to prove that the original recipient of 

each of the '>articularx promotional CDs somehow was not bound by the license 

terms. He offered no evidence to make that showing. See, e.g., Arizona Cartridge, \) 

421 F.3d at 987-88 (patent license: "consumers . . . had notice of the restrictions on 

use and had a chance to reject the condition before opening the clearly marked 

cartridge container.. .. [Tlhe consumer accepts the terms placed on usage of the ... 

cartridge by opening the box."); Register.com, Inc. v. Verio, Inc., 356 F.3d 393, 

403 (2d Cir. 2004)("It is standard contract doctrine that when a benefit is offered 

subject to stated conditions, and the offeree makes a decision to take the benefit 

with knowledge of the terms of the offer, the taking constitutes an acceptance of 

the terms, which accordingly become binding on the offeree."). 



F. The Promotional CDs Were Not Gifts Pursuant To The Postal 
Reoreanization Act. 

1. The Promotional CD Transaction Is Not An Unconscionable 
Sales Technique. 

The District Court alternatively held that the promotional CDs were "gifts of 

1 unordered merchandise" pursuant to the Postal Reorganization Act. 39 U.S.C. 
I 

$3009 ("the Act"). 558 F.Supp.2d at 1062. The Act provides in relevant part: 
I 

"(b) [alny [unordered] merchandise . . . may be treated as 
a gift by the recipient, who shall have the right to retain, 
use, discard, or dispose of it in any manner he sees fit 
without any obligation whatsoever to the sender. 

"(c) No mailer of any merchandise mailed in violation of 
subsection (a) of this section . . . shall mail to any 
recipient of such merchandise a bill for such merchandise 
or any dunning communication." 39 U.S.C. 
§3009(b),(c). 

I 
"Merchandise" is not defined in the Act. See 39 U.S.C. §3009(d) 

i ("'unordered merchandise' means merchandise mailed without the prior expressed 

1 
1 request or consent of the recipient."). However, that term portends a sales 

I 
transaction. See Sanford v. Memberworks, Inc., 2008 WL 4482159,*5 (S.D. Cal. 

I 
September 30,2008)("the Unordered Merchandise Statute governs only 

merchandise, and not everything that can be mailed falls within that category"; 

holding membership in discount club sent with a membership kit not subject to the 

Act because "The membership kit contained nothing that was the subject of sale"); 
I 

1 
Kashelkar v. Rubin & Rothman, 97 F.Supp.2d 383,395 (S.D.N.Y. 2000)(check 



sent to plaintiff was not merchandise, but an offer to open a line of credit); see also 

In re Holmes, 187 Cal. 640,643 (1921)rthe term 'merchandise' is defined by 

Webster and the other lexicographers as 'the objects of commerce; whatever is 

usually bought and sold in trade, or market, or by merchants"'); Black's Law 

Dictionary, 1008 (8th ed. 2004)(defining "merchandise" as "[iln general, a 

movable object involved in trade or traffic; that which is passed from hand to hand 

by purchase and sale."). The definition of "merchandise" reflects the purpose of 

the Act, to prohibit the sales practice of mailing unsolicited goods to consumers 

followed by deceptive demands for payment. 

In Kipperman v. Academy Life Ins. Co., 554 F.2d at 377,379 (9th Cir. 

1977), the defendant mailed unsolicited promotional materials concerning life 

insurance and "what appears to be a fully executed term insurance policy . . . [and] 

. . . a notice indicating a PREMIUM AMOUNT NOW DUE." This Court held that 

practice outside the Act, because "such an offer is no more 'merchandise' than is 

an unsolicited offer to sell kitchen appliances." In this context, the Court reviewed 

the purpose of the Act: 

"Section 3009's main purpose is to combat the old and 
pernicious practice of mailing unsolicited merchandise 
by enabling the Federal Trade Commission to attack the 
practice as a per se violation of unfair trade laws and by 
allowing the consumer to keep the item received. . . . The 
purpose of the amendment was to 'control the 
unconscionablepractice ofpersons who ship unordered 
merchandise to consumers and then trick or bully them 



into paying for it."' Id., 554 F.2d at 379, quoting 11 6 
Cong. Record at 223 14 (June 30, 1970)(remarks of 
Senator Magnuson, who offered the language of the Act 
as an amendment to the Postal Services Act)(emphasis 
added). 

A more complete recitation of this legislative history further confirms the 

Act's intent: 

"Fifteen States have now moved to bring under control 
the unconscionable practice of persons who ship 
unordered merchandise to consumers and then trick or 
bully them into paying for it. 

"The very first volume, amazingly, of Federal Trade 
Commission's published decisions in 19 18, dealt with 
this very practice.23 Yet, nothing has been done about it 
up to date. 

"Throughout the years, however, the Federal Trade 
Commission has brought one case after another before it, 
because they had to bring individual cases in order to try 
to stop the practice on a case-by-case basis, involving 
automobile accessories, books, reading cards, 
advertisements, novelty merchandise, photographs, 
vitamins, pharmaceuticals, and stamps. 

"As with many consumer fi-auds, the burden most 
often falls heaviest upon minors, the poor, the aged, those 
who are the most vulnerable to this predatory collection 
technique, in which invariably the reception in sending 
unordered merchandise lies in the ability of the seller to 
convince an unsuspecting consumer that he is obligated 

23 Apparently Federal Trade Comrn'n v. Vacuum Oil&, 1 F.T.C. 305,309 (1918)(requiring 
respondent cease and desist from shipping to customers or prospective customers products 
without having sold or received orders and attempting to induce consignees to acceptand 
purchase the products). 



to purchase or return the merchandise. The consumer, 
even where he is not specifically told that he has an 
obligation to pay for the unsolicited merchandise, 
assumes that he must do so or return it, and rather than go 
to the trouble of shipping the items back and answering 
dunning letters, many consumers just go ahead and pay. 
Usually, they are small amounts, but often of 
consequence to those consumers." 

116 Cong. Record at 2 2 3 1 4 ; ~ ~  see Kipperman, 554 F.2d at 379 ("the purpose of 

enforcement is to protect recipients of unwanted merchandise from being badgered 

into paying therefor"); Blakemore v. Superior Court, 129 Cal. App. 4th 36, 50 

(2005)(Section 3009 designed to "prevent the practice of shipping unordered 

I merchandise to consumers and then tricking them into paying for it."). 

As noted in the legislative history, the Act was the culmination of years of 
I 

concern and action by the FTC, targeting the same deceptive sales technique of 
I 

I mailing unordered merchandise, badgering the consumer, and deceptively 

demanding payment. See 116 Cong. Record at 223 14. See, ex., Portwood v. 

F.T.C., 4 18 F.2d 4 19,420-2 1 (10th Cir. 1969)(sending unsolicited "approval book" 

of stamps and subsequent notices requesting payment); S&S P h m .  Co. v. F.T.C., 

408 F.2d 487,488-89 (5th Cir. 1969)(sending drugs to pharmacists and then 

billing); Independent Directow Cow. v. F.T.C., 188 F.2d 468,469 (2d Cir. 

195 l)(deceiving companies into ordering advertisements and then billing); 1895 

24 Statements of the sponsor of a bill evidence its meaning and intended effect. See, e.g., 
Galvan v. Press, 347 U.S. 522, 527 (1954). 1 



Assoc., Inc., Trade Reg. Rptr. (1965-67 Transfer Binder) 717,319 (FTC 

1965)(publishing unordered advertisements and seeking payment); In the Matter of 

Nat71 Educators, Inc., 1953 FTC LEXIS 97, *6,49 F.T.C. 1358 

(1953)(Respondents "[iln some instances send sets of their encyclopedias to 

persons who have not contracted to buy same and then endeavor to enforce 

payment for them by stating that they are legally obligated to pay therefor"); 

Matter of House of Plate, Inc., 1951 FTC LEXIS 62, *5 (195l)(unauthorized 

shipments of plastic ducks to retailers and billing); Bettv Phillips, Inc., Trade Reg. 

Rptr. (1954-55 Binder) 125,221 (FTC 1954)(shipping unordered greeting cards 

followed by a series of collection letters); Interstate Home Equip. Co.. Inc., Trade 

Reg. Rptr. (1942-48 Binder) 12,831 (FTC 1944)(FTC complaint alleging unfair 

practices including "threat to sue purchasers if unordered merchandise is not paid 

for"); Mystic Stamp Co., 28 FTC 1796 (1939)(using deceptive practices for the 

purpose of collecting payment for unordered stamp approval sheets). This 

historical context also reflects the intent of the statute. See, e.g., District of 

Columbia v. John R. Thompson Co., Inc., 346 U.S. 100, 109 (1953). 

By the time the Act was passed in 1970, its Sponsor referred to the fact that 

fifteen states had already moved to bring under control the same unconscionable 

practice of "persons who ship unordered merchandise to consumers and then trick 

or bully them into paying." 116 Cong. Record at 223 14; see Kippennan, 554 F.2d 



at 380 ("It is true that the practice with which section 3009 is concerned :: A%-.> 

traditionally has been governed by state law."). The California statute (enacted ' 

one year before the Act) "is similarly directed at sellers marketing products or 

services to consumers." Blakemore, 129 Cal.App.4th at 5 1, citing Cal. Civ. Code 

51584.5. Several otherstatutes, also adopted one year before the Act, prohibit 

offering for sale unsolicited goods that are not ordered or requested. See, e.g., 

Conn. Gen. Stat. $42-126b; Haw. Rev. Stat. Ann. $481B-1; Mich. Stat. $445.131; 

W.Va. Code $47-1 1A-12a. "While the existence of a state statute on the same 

1 

subject does not control the interpretation of a federal law, it serves to demonstrate 

the similarity of purpose in the statutes - the protection of consumers from sellers 

of unsolicitedgoods or services. " Blakemore, 129 Cal.App.4th at 5 1 (emphasis ) 

added). 

Consistent with this background, since its adoption, it appears that no court 

has considered application of the Act in the absence of a demand for payment 

directed to apurchaser by the seller. See, ex., Wisniewski v. Rodale, &, 

5 10 F.3d 294,295-96 (3d Cir. 2007)(alleged violation of the Act where defendant 

sent books never ordered and demanded payment); Paul v. HCI Direct, Inc., 2003 

U.S. Dist. LEXIS 12170, *2 (C.D. Cal. July 14,2003)(manufacturer mailed 

unsolicited package of pantyhose and then "two collection letters threatening to 

report Plaintiff as a delinquent creditor if the pantyhose were not paid for 
. 



immediately"); Great American Music Machine, Inc. v. Mid-South Record 

Pressing Co., 393 F.Supp. 877, 880 (M.D. Tenn. 1975)(32,000 copies of the 

recording at issue sent to a sorority with a written request that $5.00 be remitted to 

1 
the seller for each). 

~ The unconscionable sales practice to which the Act is directed is the 

I opposite of the practice of periodically licensing promotional CDs for free to 

I selected and sophisticated music industry insiders. Promotional CDs are not the 

1 type of "merchandise" covered by the Act, and the recipients are not the 
I 

"consumers" intended to be protected by the Act. Promotional CDs are never sold, 

1 and there was no dunning communication or "trickery or bullying" involved. 

\ Contrary to the District Court's characterization, there are no "affirmative 

obligations" on the recipient. The only restriction is that they not be distributed in 

violation of copyright, which is clearly disclosed and follows decades of practice. 

The District Court's opinion converts this long-standing, mutually beneficial 

transaction that bears no relationship to the "unconscionable" transactions the Act 
, .. , 

meant to regulate into an "unfair method of competition" and violation of the 

I Federal Trade Commission Act. See 15 U.S.C. $45(a)(1),(2). 

1 2. The Act Does Not Apply To The Contractual Relationship 
Between UMG And Industry Recipients. 

Just as the Act applies only to a purchase and sale transaction between a 
I 

1 , seller and a consumer, it does not apply to an independent contractual relationship 



between parties who are not sellers and consumers. See cases cited at p. 41-42, i 
m. In Blakemore, the defendant shipped to independent sales representatives 

products they did not order and then allegedly coerced them to pay for the 

unordered products. 129 Cal.App.4th at 41. Even though the representatives were 

charged for the unordered products, the court held there was no violation because 

the Act "is addressed to the mailing of unordered merchandise by the seller to the 

consumer of that merchandise, not to parties who have contracted with each other 

to promote the sale of the same merchandise to third persons." JrJ. at 5 1. The court 

concluded: 

"In sum, section 3009 forbids the mailing of unordered 
merchandise by sellers to consumers, and was not , 

intended to apply to independent jobbers or wholesalers ) 

or, as in this case, where a contractual relationship 
exists between the parties relating to the sale of the 
merchandise. " Id. at 52 (emphasis added). 

I 

Similarly, the FTC has promulgated a Mail or Telephone Order Merchandise 

Rule, which is directed to the same type of "sales" technique as the Act: "in any 

1 - approval or other sale, you must obtain the customer's prior express 
I 

agreement to receive the merchandise." Federal Trade Commission, A Business 

1 

Guide to the Trade Commission's Mail or Telephone Order Merchandise Rule 

(Jan. 2002) at 9 (emphasis in original); ER: 1079-98. The FTC applied this 

limitation in practice and interpreted the scope of the prohibited conduct in & 
1 
I Matter of Commercial Lighting Products, Inc., 1980 FTC LEXIS 83 (1980). In .I 



that proceeding, the FTC entered a Consent Order pursuant to the Act and the FTC 

Act, requiring that a company cease and desist from "Shipping Products or causing 

Products to be shipped, without the expressed request or consent of a Person" but 

defined the type of "Person" subject to the order's protection as: 

"'Person' shall mean a recipient of Products from the 
Respondent . . . in connection with the advertising, 
offering for sale or sale of Products, as defined. 
Provided, however, that Person shall not mean a natural 
person, business establishment or institution which does 
notpurchase said Products for consumption (i.e., 
independent jobbers or wholesalers)" Id. at * 1 1 
(emphasis added).25 

The District Court did not give any weight to the fact that promotional CDs 

are not part of a deceptive sales practice but are part of an independent relationship 

between UMG and industry professionals. Instead, District Court narrowly 

construed both the FTC precedent and Blakemore by limiting it to the "exempted 

non-consumers of the kind speci@cally identified in those opinions, and not to 

recipients of promotional CDs because "sales representatives, jobbers, and 

wholesalers all pass the physical product on to purchasers." 558 F.Supp.2d at 1063 

(emphasis added). However, as discussed in Blakemore and by the FTC,. 

1 "independent jobbers or wholesalers" were only illustrative categories "where a 

I 
i contractual relationship exists between the parties relating to the sale of the 
I 

I 25 See Chevron U.S.A.. Inc. v. Natural Resources Defense Council, Inc., 467 U.S. 837,844 - 
(1984)("[C]onsiderable weight should be accorded to an executive department's construction of 

I 

I , a statutory scheme it is entrusted to administer."). 



merchandise." 129 Cal.App.4th at 52. The point here is that the Act applies to 

sales transactions to consumers, not to those who are offered a contractual 

relationship, even unsolicited. Grudgingly recognizing the Act was designed to 

) 
protect consumers, the District Court strained to categorize music industry insiders 

as "consumers," based on the fact they "listen" to promotional CDs. 558 

F.Supp.2d at 1063. But "consumers" purchase CDs. It tortures the language, to 

say the least, to equate a consumer with someone who does not purchase but is 

provided for free the ability to listen to a recording for a business purpose.26 

3. Augusto Did Not Carry His Burden Of Proving That The 
Promotional CDs Were "Unordered." 

The District Court also was incorrect in finding that the recipients of the 

promotional CDs sold by Augusto did not "request or consent" to receive them. 

Augusto did not submit any evidence that was the case. Unlike the merchandise 

targeted by the Act, promotional CDs were sent following decades of industry- 

wide practice to those who participated in and understood the terms of the practice 

(many of whom no doubt had received promotional recordings over the years). In 

fact, the recipients would have relied on this practice to conduct their business 

(s, review music before it is commercially released to the public) and that likely 

is a reason they generally complied with the license terms. 

26 Of course, whether or not recipients of promotional CDs "consume" them is not the point. 
They are not the "consumers" envisioned by the Act and are not involved in a purchase and sale 
transaction implicating the Act. .I 



Every case brought under the Act (until this one) has been brought by the 

actual "recipient" of the merchandise. See, e.g., Kipperman, 554 F.2d at 380 

(implying private cause of action because section 3009 is specifically designed to 

protect the recipients of unordered merchandise). No "recipient" of promotional 
5 

CDs has ever claimed that the Act applied. Augusto himself was not a party to the 

initial promotional CD transaction; therefore, whether he requested or consented to 

receive them is not the issue. 39 U.S.C. §3009(b)("unordered merchandise may be 

treated as a gift by the recipientY')(emphasis added). Because he did not reveal the 

identities of those recipients, he could not carry his burden of showing that the 

promotional CDs at issue were "unordered" in the first instance. It certainly is 

possible (indeed, probable) that music industry insiders requested that the 

promotional CDs be provided or consented to receive them. 

The failure by Augusto to identify his sources of "unordered" promotional 

CDs highlights another problem with the District Court's reasoning. The Act 

provides that unordered merchandise "may be treated as a gift," not that it "shall 

be deemed a gift." Further, "[s]ection 3009 does not explicitly declare any 

agreement to be void." Wisniewski, 510 F.3d at 306 & n.34.27 Thus, all else aside, 

27 The District Court marginalized this reasoning in Wisniewski because it held the Act does 
not create a private cause of action, contrary to the holding of this Court. 558 F.Supp.2d at 1064, 
citing Kipperman, 554 F.2d at 380. However, the relevant issue is not the circuit split, but the 
Wisniewski Court's distinction between the Act's provisions and the effect of a separate contract 
between the mailer and the recipient. 



the recipient has the option to choose to treat "merchandise" as a "gift" or not to do --I 
so. Because Augusto was not the recipient of the promotional CDs and not a party 

to the license, he did not have that option to treat promotional CDs as gifts or to 

; 
declare any agreement between UMG and the recipients to be void. The Act does 

not apply here for this independent reason. 

The District Court's conclusion that "UMG mistakes the music industry 

insider's actions - keeping the Promo CDs -as accepting the license, when those 

actions are perfectly consistent with treating the merchandise as a gift," 558 

F.Supp.2d at 1064, does not change this result but merely begs the question. 

Retaining the promotional CDs is equally consistent with accepting a license for 

products that are not gifts. Augusto did not prove otherwise. Also erroneous is the \ 

District Court's conclusion that "those music industry insiders whose Promo CDs 

ultimately ended up in Augusto's possession affirmatively refuted the license 

agreement by transferring possession to somebody else." Id. Augusto did not 

provide any evidence to support that conclusion. In fact, the transfer of possession 

would not be a "refutation" of the license but a breach of the license.28 

The District Court ultimately based its determination that the promotional 

CDs were "unordered" on the lack of evidence produced by UMG that they were 

28 Moreover, since Augusto did not carry his burden of proving the source of his promotional 
CDs, it could not be determined how the CDs he sold were "transferred by the initial recipients 
and whether they were voluntarily transferred or, for example, stolen or lost. -1 



ordered. 558 F.Supp.2d at 1062 n.6. This was the wrong approach: First, Augusto 
1 

relied on the Act as a defense. Proof that the "merchandise" he sold was 

"unordered," not requested, and not consented to, is a necessary element of that 

statutory defense and the burden of making that showing was on Augusto. Cf., 

Washinpton Capitols Basketball Club, Inc. v. Barw, 419 F.2d 472,477 (9th Cir. 

1969)(burden on defendant to prove affirmative defense of illegality of contract I 
under general principles and as a violation of statute, specifically the Sherman 

Anti-Trust Act). Second, the District Court improperly would have required UMG 

to prove that all promotional CDs were ordered by all recipients, not just those 

I sold by Augusto. And even as to the specific promotional CDs sold by Augusto 

( (assuming arguendo that UMF had the burden imposed by the District Court), 

I Augusto made it impossible for UMG to prove they had been "ordered" by a 

specific recipient because he did not disclose the identities of the original 

recipients. 

I * * * 
I ~. > I '. 

I 
I The Act and its intent are clear: the promotional CDs sold by Augusto are 
i 
I not unordered merchandise mailed to a consumer to coerce payment. They are not 



CQNCLUSION 

For all of the foregoing reasons, the judgment dismissing the complaint 

should be reversed and judgment should be entered in favor of UMG. 

Respecthlly submitted, 
J 
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