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INTRODUCTION AND SUMMARY OF ARGUMENT

This appeal concerns a copyright owner’s right to retain ownership of
copies of its computer software so as to enforce its exelwkstribution and
reproduction rights under the Copyright Act. The copyright owner,
Autodesk, Inc. (“Autodesk”), transferred ten copies of Auto€AD
Release 14 (“AutoCAD R14") software to Cardwell/Thomas & Asses,

Inc. (“CTA”), an architecture firm, pursuant to a Softwanednse Agree-
ment (“SLA”) that reserved Autodesk’s ownership in those comeshib-

ited their transfer, and restricted CTA’s rights to use thenThe
District Court held that, despite the SLA’s express resenvaif title and
designation of the transaction as a license, the transfer Agiodesk to
CTA of the AutoCAD R14 software copies was an outright saléy' €$ub-
sequent transfer of possession of four copies to Appellee Timothyoie
(“Vernor”) made him the “owner” of these copies for purposes of the
Copyright Act; and, as a result, Vernor could lawfully redadise software
copies without infringing Autodesk’s copyright in the software pursuant to
the “first sale” and “essential step” doctrines (codified MU.S.C. 8109(a)
and 17 U.S.C. 8117(a), respectively).

That holding is contrary to controlling Ninth Circuit precedent. Vémor
proposed resales of the AutoCAD R14 software copies that hexettom
CTA would infringe Autodesk’s exclusive rights under the Copyright Act.

Part |, infra. The sales would directly infringe Autodesk’s exclusive

1-



distribution right under 17 U.S.C. 8106(3d. They would also contributo-

rily infringe Autodesk’s exclusive reproduction right under 17 U.S.C.
8106(1) because Vernor's customers would need to make additional copies
of Autodesk’s software in order to install the software on theirprders

and use it.ld.

As shown in Part llinfra, the District Court erred in holding that the first
sale and essential steps defenses shielded Vernor fromtyiabillhose
defenses would apply only if CTA were an “owner” of the AutoCAD R14
software copies, not a mere licensee. Part ll{Axa. Here, the SLA
unambiguously provided that CTA was a licensee of these copies. And
under this Court’s controlling precedent, where “the copyright owner snake
it clear that she or he is granting only a license to the copy tfaef and
Imposes significant restrictions on the purchaser’s ability to trdalise or
transfer that copy, the purchaser is considered a licenseannmwner, of
the software” {all Data, Inc. v. Los Angeles County Sheriff's Dep't
447 F.3d 769, 785 (9th Cir. 2006)). Part lI(B)fra. Indeed, an earlier

Section 109(a), the first sale defense, provides that a copyrigtersw
exclusive right to distribute a particular copy of a copyrightedkworthe
public is exhausted upon the copyright owner’s authorized transfer of-owne
ship of that copy. 17 U.S.C. 88106(3), 109(a). Section 117(a)(1),46e-es
tial step defense, carves out an exception to the copyright ownelisigrc
right to make copies of a copyrighted work by providing that an owner of a
computer program may make an additional copy of that program ifoihe c
Is created as an essential step in utilizing the program arsgdsin no other
manner. 17 U.S.C. §8106(1), 117(a)(1).



Ninth Circuit decision held that if a contract for the transfea copyright
interest characterizes the transaction as a licensechaacterization con-
trols, making the transfer a license, not an assignment oofstile copyright
interest. Hampton v. Paramount Pictures Car@79 F.2d 100, 103 (9th Cir.
1960). Parts 1I(B) & 1I(C)(2)infra. Here, Autodesk retained ownership of
the AutoCAD R14 software copies it licensed to CTA (copies Yeahor
later obtained) because Autodesk made clear that it was providiggaonl
license to the software, expressly reserved title in tipgespand materially
restricted CTA'’s ability to transfer and use the copieart I1(B),infra.

The District Court misreatdnited States v. Wis&50 F.2d 1180 (9th Cir.
1977), as having held that even though the applicable contract reseties t
copyright owner title to a copy of a copyrighted work, the transfethef
copy (in that case a movie print) is a sale, not a licensleeié are no limi-
tations on the length of time the transferee can retain the cBpwt II(C),
infra. Based on that misreading, the court concluded\Wiat cannot be
reconciled with contrary rulings iWall Data and other precedents subse-
guent toWise (Triad Systems Corp. v. Southeastern Express @b F.3d
1330 (9th Cir. 1995)MAI Systems Corp. v. Peak Computer,.,|891 F.2d
511 (9th Cir. 1993)), and thaVise as the earliest of the decisions, was the
controlling precedent, trumping the later decisions.

The District Court’s conclusion th&Vise protects Vernor from liability

was mistaken. Part II(Cjnfra. The dispositive factor itwWise which



expressly followedHampton was whether the copyright owner had retained
title in the movie print that it transferred. Part [I(C)(I)fra. In every
instance where the relevant contract had provided for an exptestior of
title to the movie printWisefound that the copyright owner retained owner-
ship of the movie print, and held the first sale defense inapplicalle
Conversely, in two instances where the Court found that the tramatea
sale, not a license, the applicable contract had failed torpeetige copy-
right owner’s title to the movie print.ld. Moreover, even ifWise had
reached the conclusion attributed to it by the District Caukisould have
been inconsistent with this Court’s earlier decisiorlampton in that event,
Hampton as the earlier precedent, would control. Part II(C)(#)a. The
District Court therefore erred in concluding thd&ampton Wall Data MAI,
and Triad were not valid, binding precedents on the controlling issue of

“‘ownership” of the AutoCAD R14 software copies in this case.

STATEMENT OF JURISDICTION

The District Court had jurisdiction over this matter pursuant to ZBJ.
81331 and 81338. The court entered its Judgment on October 23, 20009.
1-ER-1. Appellant filed a timely Notice of Appeal on October 2@09.
2-ER-312-13. This Court has jurisdiction under 28 U.S.C. §1291.



STATEMENT OF ISSUES PRESENTED
Autodesk transferred copies of its AutoCAD R14 software to CTAunde

a “license” agreement that expressly retained title to dpges, barred any
transfer of them, and imposed material restrictions on tiseir u

1. Does the “first sale” defense codified at 17 U.S.C. 8109(axhw
Is available only to an “owner” of copyrighted material, excMsgnor’'s
direct infringement of Autodesk’s exclusive distribution right under
17 U.S.C. 8106(3)?

2. Does the “essential step” defense codified at 17 U.S.C. &117(
which is available only to an “owner” of a copy of a computer program
permit Vernor's purchasers to make additional copies of Autodesk’s
AutoCAD R14 software by installing it on their computers, thereby exempt
ing Vernor from contributory infringement of Autodesk’s exclusive repro-

duction right under 17 U.S.C. 8106(1)?

STATEMENT OF THE CASE
A. Autodesk’s AutoCAD Software.

Autodesk makes computer-aided design or “CAD” software used by
architects, engineers, manufacturers, and others. 2-ER-147 Sji3ce
Autodesk introduced its flagship product, AutoCAD (a software applicatio
for 2-D and 3-D design and drafting), over twenty-seven yearsfagogdesk
has invested billions of dollars in research and development to imgsove

software products and has licensed them to more than nine millitoneers



worldwide. 2-ER-147 4. Autodesk has registered its copyrighthan
AutoCAD software programs, including the version at issue in thsg,ca

AutoCADR14. 2-ER-147 5.

B. Autodesk’s Licensing Practices.

Autodesk makes copies of its software available to cussnmeough
license agreements. 2-ER-148 8. AutoCgditware users must accept the
terms and conditions of the applicable license agreement beforecdney
install the program on their computers. 2-ER-148-49 8. A customer
does not agree to the terms of the license agreement can teturogy of
the software.Id.

Like many software companies, Autodesk offers its customersietywa
of options for use of its software. 2-ER-149 110. One customagrlicense
AutoCAD for use on five computers, and another may license it for use on
200 computersid. Autodesk also uses a multi-tier licensing structure, ena-
bling it to offer different terms—including commercial, educatiomeititu-
tion, and student—for essentially the same software. 2-ER-1494301%.

For example, the “commercial” license is the most expenseause it
places the fewest restrictions on the customer’s use obftvease and offers
the customer an opportunity to purchase upgrades to the software at a

reduced price. 2-ER-149-50 {12. The license to educationalimsig and



students, on the other hand, is offered at a significantly redoiceel and
prohibits use of the software for commercial purposes. 2-ER-158 14.

Autodesk has developed policies, procedures, and technology to ensure
compliance with its software licenses and prevent unauthodistdbution
and copying. Most significantly, Autodesk assigns a separate samder
to each package of AutoCAgbftware and tracks the registered licensee for
each licensed software package. 2-ER-151 18.

Over the years, Autodesk has modified the means by which it distribute
AutoCAD to customers. 2-ER-147-48 6. Initially, in the 198k E3P0s,
Autodesk provided users with multiple floppy discs that had to be edtall
sequentially in order to load the entire program on their compulers2-
ER-151-52 19. The applicable license agreement at thatdguneed users
to return the “No. 1 Disc,” which was encoded with the prodeciak
number, in order to upgrade to a newer version of the software. -I5ER
52 §19. Autodesk abandoned this practice because it was slow, dyawiel
and ultimately unworkableld. Autodesk’s cost for processing the returns of
the discs far outweighed the monetary value of the discs themsainvkthe
cost to create a new disc was negligible because of thel digttae of the
software. 2-ER-148 17; 152 119. As technology evolved, Autodesk became
better able to monitor product serial numbers through its databasgis{
tered licensees and could ensure licensee compliance follanpgpdes

through technological measures. 2-ER-151-52 919. Autodesk designed



these measures to ensure that its licensees could not treogfes of the
older version of the AutoCABBoftware to third parties and that licensees
would cease using previously licensed software following the purdiase
upgrade. 2-ER-152-53 {119-23.

For instance, in order to continue using AutoCA4 thirty days or
more after installing the software on a computer hard drive, tbgraam
required the user to input an “activation” code. 2-ER-152-53 {20FB2.
only authorized way to obtain this activation code was to registesoft-
ware with Autodesk by providing the product’s unique serial number and the
user's information. 2-ER-153 22. Autodesk would then provide the
authorization code to the user only if Autodesk’s database confitmagthe
serial number was authentic, a prior user had not registered the praddc
the product had not been upgraded (because, with an upgrade, Autodesk’s
license agreements required the user to destroy previously ditestdt-
ware). Id.

Autodesk’s activation code system helped both to ensure license compli-
ance and to deter piracy of the software. After instaltata copy of the
software would reside on the user's hard drive. 2-ER-150-51 e
requirement of an activation code supported the license agreemeoiiibi-
tion on transferring copies of the software to a third party, anparticular,
sought to prevent the user from transferring the CD-ROM contaiag t

AutoCAD program to a third party while continuing to use the copy of the



program previously installed on its hard drive. 2-ER-150-51 17; 152-53
1919-23. Unless the original licensee saved the activation ttadeit
received from Autodesk when registering the software copy and thave
code to a subsequent, unauthorized purchaser, that purchaser would be
unable to use the software for more than thirty ddgs.

These measures made it possible for Autodesk to provide AutoCAD on
CD-ROMs and DVDs. 2-ER-147-48 6. Autodesk also now distributes

copies of its software through Internet downloalik.

C. Autodesk Licensed Copies Of AutoCAD R14 Software To
CTA.

The AutoCAD R14 software copies at issue here were traadféom
Autodesk to CTA and, then, from CTA to Vernor. The transfer of
AutoCAD R14 from Autodesk to CTA was governed by a settlement
agreement executed in March 1999 as a result of CTA’s unauthorieesf us
Autodesk’s software products (“Settlement Agreement”). 2-ER{I'63.65-

72. In return for a settlement payment from CTA, Autodesk lickriea
copies of AutoCAD R14 and one copy of AutoCAD LT to CTA. 2-ER3

18; 165-66 1. The Settlement Agreement attached and incorpdnated t
SLA governing the use of the AutoCARL4 software. 2-ER-163 7; 166-67
14; 170-71. CTA was represented by counsel in the arm’s-leegtitiation

of the Settlement Agreement. 2-ER-163 7.



CTA reaffirmed its assent to the SLA in several waysclEof the ten
AutoCAD R14 packages provided to CTA contained a printout of the SLA.
2-ER-164 14; 170-71. Each package of AutoCRD! also contained a
CD-ROM jewel case, which was sealed with a warning stittiet provided
that the software was being “licensed subject to the liceqieement that
appears during the installation process or is included in the pacaadehat
the consumer could return the copy of the software if it did not wash
accept the terms of this agreement. 2-ER-163-64 {11-12; 17Ben W
installing the copies of the software on its computers’ hard JriGd\
again agreed to the terms and conditions of the SLA by clickingcitep-
tance on a click-through screen. 2-ER-164 {13; 174.

1. AutoCAD R14 Software License Agreement Terms.

The SLA provided that although Autodesk was transferring possession of
specific serialized copies of its AutoCARL4 software to CTA, ownership
of the software copies remained with Autodesk. The SLA adguficantly
restricted CTA’s ability to use the software copies and prtaditheir trans-
fer without Autodesk’s permission.

Retention Of Title And Copyrights. The SLA is explicit that “[t]itle and

copyrights to the Software and accompanying materials and any copdEs

1C



by you remain with Autodesk.” 2-ER-171 at “COPYRIGHTThe SLA
also states unambiguously and repeatedly that Autodesk is licensingptand
selling, copies of the AutoCAIR14 software. See, e.g.2-ER-170 at
‘IMPORTANT” (“BY OPENING THE SEALED SOFTWARE
PACKET(S), YOU AGREE TO BE BOUND BY THE TERMS AND
CONDITIONS OF THIS LICENSE AGREEMENT. THESE ARE EH
ONLY TERMS UPON WHICH AUTODESK SOFTWARE PRODUCTS
ARE LICENSED”); id. at “GRANT OF LICENSE” (“*Autodesk, Inc.
(‘Autodesk’) grants you a nonexclusive, nontransferable license tohese t
enclosed program (the ‘Software’) according to the terms and tcomli
herein”).

Transfer Restrictions. The SLA forbids any transfer of the software
copies without Autodesk’s prior written consent: “YOU MAY NQT..
rent, lease, or transfer all or part of the Software, Docuatient or any
rights granted hereunder to any other person without Autodesk’s prier writ
ten consent...."ld. at “RESTRICTIONS.” Separately, the SLA forbids
transfer of the software outside of the Western Hemisphgee id.(“YOU
MAY NOT USE OR TRANSFER THE SOFTWARE OUTSIDE OF THE
WESTERN HEMISPHERE . . .").

’Because the SLA contains no numbered paragraphs, Autodesk cites it by
reference to its boldface headings.
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Use Restrictions. The SLA specifies numerous restrictions on the licen-
see’s use of the software: “YOU MAY NOT: (1) modify, tséate, reverse-
engineer, decompile, or disassemble the Software; . . .{®wve any pro-
prietary notices, labels, or marks from the Software or Doouatien;
(4) use or transfer the Software outside of the Western Hemgphe
(5) utilize any computer hardware or software designed to dafgahard-
ware copy-protection device . . . ; or (6) use the Softwaredormercial or
other revenue-generating purposes if the Software has bearsddt or
labeled for educational use onlyld.

Termination Rights. So long as CTA complied with the terms and con-
ditions of the SLA, it had a nonexclusive license to use the amdtand also
to install the software on two computers, provided that CTA used onlgfone
the installed software copies at a timéd. at “GRANT OF LICENSE.”
However, the SLA provides that failure to comply with the liceresdric-
tions and terms will automatically result in license termoma “Unauthor-
ized copying of the Software or Documentation, or failure to comply the
above restrictions, will result in automatic termination of theense.”
2-ER-171 at “COPYRIGHT.” CTA'’s use of AutoCAD R14 was,rdfere,

conditioned on its compliance with the SLA.

12



2. AutoCAD 2000 Upgrade Terms.

CTA later upgraded its ten AutoCAD R14 licenses to a newesion of
the program, AutoCAD 2000. 2-ER-162 Y4; 183-84 7. CTA received a
significant discount on these upgrade licenses: it paid only $495 pasdic
compared to $3,750 for a new licenskl. The AutoCAD 2000 software
license agreement to which CTA consented required CTA tongmather
things, destroy its AutoCAD R14 software copies. 2-ER-183-84 17305
308 at “UPGRADES” (providing that “[i]f this Software is labdl as an
upgrade to software previously licensed to you, you must destroy allscopie
of the software previously licensed to you replaced by this Softwenlegd-
ing any copies resident on your hard disk drive”).

Rather than destroying the AutoCAR14 software copies, however,

CTA made them available at an office sale.

D. CTA'S Transfer Of Possession Of AutoCAD R14 Software
Copies To Vernor.

Vernor runs a business under the name Happy Hour Comics through
which he purchases items such as software and comic book=age¢ gales,

office sales, and flea markets and resells these itermean websites such

The AutoCAD R14 SLA had a similar “destroy upon upgrade”
requirement: “If this Software is being licensed to you as an dpgoa
update to software previously licensed to you, you must destroy the softwa
previously licensed to you, including any copies resident on your hgkd di
drive ....” 2-ER-170 at “UPGRADES AND UPDATES.”
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as eBay.com. 2-ER-298 112-3. In April 2007, at CTA’s offiak, Vernor
obtained four of the AutoCAIR14 software packages that had been trans-
ferred from Autodesk to CTA pursuant to the Settlement AgreeneER-
156-57, 163 19; 185 f11; 301 Y14. The unique activation codes necessary to
install and activate the software were handwritten on ea¢cheo€D-ROM
jewel cases. 2-ER-153-54 [24; 156-57, 247-48.

Soon thereafter, Vernor listed these packages for sale on eB&R-
301 1914-15. While Vernor did not install the AutoCAD R14 software on
any computer, he was aware of the terms of the SLA containthe ipack-
ages, including the provision restricting resale of the softwapges. 2-ER-
236, 246. Vernor stated in his eBay listing for these packages|tines
software is not currently installed on any computer,” but he didknotv
whether or not that was true. 2-ER-243-45, 252.

For each AutoCAD R14 copy listed for sale by Vernor, Autodesk sent a
notice of claimed infringement to eBay, which requested ¢éBaty discon-
tinue Vernor’'s attempts to auction these items off through thg eRasite.
2-ER-301 17115-17. Vernor responded by sending counter-notices to eBay
claiming that his sales were non-infringinigl. Prior to bringing suit against
Autodesk, Vernor auctioned off two of the AutoCAD R14 software pgeka
he obtained from CTA. 2-ER-238.
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E. District Court Proceedings.
1. The Complaints.
On August 1, 2007, Vernor filed a Complaint in the District Court

requesting $7,000 in compensatory damages for lost sales during thedime
eBay account was suspended, $10 million in punitive damages, and filing
fees and costs. 2-ER-76-79. Relying on the first sale idect¥ernor
alleged that Autodesk had illegally used the “take-down” provisadrtfie
Digital Millennium Copyright Act (“DMCA”) to remove his auction dfie
AutoCAD R14 software copies. 2-ER-78-79.

On November 14, 2007, Vernor filed a First Amended Complaint seek-
ing, among other things, a declaratory judgment that his proposed “résale o
authentic, used copies of AutoCABoftware is lawful, protected by
17 U.S.C. 8109, and does not infringe Autodesk’s copyright or other rights.”
2-ER-80, 925see2-ER-90-91 130-34. Vernor also requested an injunction
“prohibiting Autodesk from further interfering with Vernor's resatd
Autodesk software” and “requiring Autodesk to rescind their DMCA meatic
of claimed infringement with eBay.” 2-ER-93. Vernor furtherroked that
Autodesk’s actions constituted unfair and deceptive practices in violafi
Washington law. 2-ER-91-92 1135-37. Vernor sought actual, punitide, an
treble damages. 2-ER-92.
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2. The District Court’s Order Denying Autodesk’s Motion
To Dismiss The Complaint Or, In The Alternative, For
Summary Judgment.

On January 15, 2008, Autodesk moved to dismiss the First Amended
Complaint or, in the alternative, for summary judgment. 2-ERA%Rodesk
argued that Vernor’'s proposed resale of the AutoG&lld software copies
was not protected by the first sale doctrine and would infringe Auttsdesk
copyright because CTA was not an owner of the AutoCAD R14 software
copies it transferred to Vernor and could not therefore haveféraed own-
ership of the software copies to Vernor. 2-ER-95, 103-114.

By Order dated May 20, 2008, the District Court denied Autodesk’s
motion. 1-ER-55 VYernor v. Autodesk, Inc.555 F. Supp. 2d 1164
(W.D. Wash. 2008)). “Taking direction solely froM/ise” the court
concluded “that the transfer of AutoCAD packages from AutodesKTiy C
was a sale.” 1-ER-64 (555 F. Supp. 2d at 1170). The court also
distinguished a decision preceding/ise holding that a contract's
characterization of a transfer of film rights as a “licénsas controlling,
Hampton v. Paramount Pictures Cor@79 F.2d 100 (9th Cir. 1960). 1-ER-
64 n.4 (555 F. Supp. 2d at 1170 n.4). The District Court held that ghe fir
sale doctrine codified at 17 U.S.C. 8109(a) permitted Vernor tb sel
authentic, used copies of AutoCAD R14 without copyright liability. R-E
70 (555 F. Supp. 2d at 1174). The District Court also held that Vernor's

sales of AutoCAD R14 software would not contribute to copyright
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infringement by his purchasers because their installation of copiéiseof
software on their computers would be protected by the essential $éesale

codified at 17 U.S.C. §117(a). 1-ER-72 (555 F. Supp. 2d at 1175).

3. The District Court’s Order Granting Vernor's Motion For
Summary Judgment.

On February 20, 2009, Autodesk moved for summary judgment. 2-ER-
117% Autodesk argued that controlling Ninth Circuit precedent regarding
similar licenses for computer software compels the corautsiat Vernor's
proposed resale of the AutoCAD R14 software copies would infringe
Autodesk’s exclusive right to distribute copies of its softwaréhé public
and contributorily infringe its exclusive right to reproduce thevearf¢, and
that Wisedoes not conflict with this precedent. 2-ER-129-44. On March 6,
2009, Vernor filed a cross-motion for summary judgment seeking, among
other things, a declaratory judgment that his resale of used copies o
AutoCAD R14 would not infringe Autodesk’s rights. 2-ER-278.

On October 23, 2009, the District Court entered an Order denying
Autodesk’s motion for summary judgment and granting summary judgment

in favor of Vernor except to the extent that he sought a judgment that

“The parties had reached a stipulation to dismiss with preji#ioeor’s
state law claim, and the District Court had dismissed thEsmg at the
parties’ request as well as Vernor's demand for damages,dad expenses.
2-ER-115-16.
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Autodesk engaged in copyright misuse. 1-ER-28 Sthe District Court
also enjoined Autodesk from asserting its rights under the Copyrigldasfat
basis for preventing Vernor’s sales of AutoCAdftware. 1-ER-1.

In its Order, the District Court observed that “[tlhere is n@ulis that
Autodesk licensed its software to CTA” and framed the questiardéfas
“whether the Autodesk License is a license that transfers swipeof the
software copies included in AutoCAD packages.” 1-ER-10. Imgubn
this question, the court concluded that Ninth Circuit precedent gmeslif-
ferent answers to the question of what distinguishes an “ovinoen’a licen-
see to whom ownership has not been transferred. 1-ER-10-21.

According to the District Court, one answer comes ftdnited States v.
Wise 550 F.2d 1180 (9th Cir. 197 &yhich the court read to hold that con-
clusive evidence of a transfer of ownership exists where ‘filnesferee
could, at his election, retain possession of the transfeopd indefinitely,
and the copyright holder had no right to regain possession.” 1-ER-13.
Relying onWise the court found “no basis for the conclusion that an agree-
ment to permit perpetual possession of property can be construectias res
ing ownership.” 1-ER-15. The court also determined that a lieénhpay-
ment of a single price to the copyright holder at the outset of dhsdction

was evidence of a transfer of ownership. 1-ER-14-15.

*The District Court entered the October 23, 2009 Order to amend its
September 30, 2009 Ordebeel-ER-2.
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The District Court recognized thitAl Systems Corp. v. Peak Computer,
Inc., 991 F.2d 511 (9th Cir. 1993Jriad Systems Corp. v. Southeastern
Express Cg 64 F.3d 1330 (9th Cir. 1995), awdhll Data Inc. v. Los Angeles
County Sheriff's Departmend47 F.3d 769 (9th Cir. 2006) point to a differ-
ent answer. 1-ER-17-21. The court réd4dl andTriad as suggesting that
the mere labeling of a transfer agreement as a licersséfisient for a copy-
right holder to reserve ownership, awtall Dataas holding that a copyright
owner retains ownership where it makes clear that it is prmyidnly a
license to the software copy and imposes restrictions onuticbaser’s abil-
ity to redistribute or transfer that copy. 1-ER-17-19. The cadknowl-
edged that, undafAl, Triad, andWall Data it “would have to conclude that
the Autodesk License did not transfer ownership of any software copy to
CTA.” 1-ER-19.

The District Court held thatvisewas controlling because (1) in its view,
Wisecould not be reconciled witllAl, Triad, andWall Datg and (2)Wise
precededMAI, Triad andWall Data 1-ER-10-21. The court also did not
mentionHampton the decision prior t&Viseholding that a contract’s char-
acterization of a transfer of film rights as a “license”swantrolling even
though the transfer was for an indefinite peridthihpton 279 F.2d 100).
Id. Accordingly, the court held that the Autodesk SLA transferred owigersh
of the AutoCAD R14 software copies to CTA despite the SLASemeation
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of title to Autodesk and prohibition on transfer. Appellant filednaely

Notice of Appeal on October 27, 2009. 2-ER-312.

STANDARD OF REVIEW

This Court reviews an order granting or denying summary judgment
de novoand uses the same standard as the District Court under IHedkra
of Civil Procedure 56.Padfield v. AIG Life Ins. Cp290 F.3d 1121, 1124
(9th Cir. 2002). Viewing the evidence in the light most favorabléémbn-
movant, this Court must determine “whether there are any genuires isfu
material fact and whether the district court correctly agapthe relevant sub-
stantive law.” American Civil Liberties Union of Nevada v. City of
Las Vegas 333 F.3d 1092, 1097 (9th Cir. 2003). In reviewing the Dis-
trict Court’s ruling on the parties’ cross-motions for summary juelgimthis
Court “evaluate[s] each motion separately, giving the nonmoving party i

each instance the benefit of all reasonable inferendds.”

ARGUMENT
l.

VERNOR'’S PROPOSED SALES OF COPIES OF
AUTOCAD R14 SOFTWARE WOULD CONSTITUTE
DIRECT AND CONTRIBUTORY COPYRIGHT
INFRINGEMENT UNLESS BOTH THE FIRST SALE
AND ESSENTIAL STEP DEFENSES APPLY.

Unlessboth the first sale and essential step defenses apply—the issue

addressed in Part linfra—Vernor's proposed sales of the AutoCAD R14
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software copies would infringe Autodesk’s exclusive rights under the-Copy
right Act to distribute and reproduce copies of its copyrighted wédk.the
copyright owner of the AutoCAD R14 software program, Autodesk pos-
sesses the exclusive right to authorize distribution of copiéiseoprogram

to the public “by sale or other transfer of ownership, or by rentageleor
lending.” 17 U.S.C. 8106(3). Autodesk has not authorized Vernor (or CTA
before him) to sell copies of its software. Instead, the 8kpressly forbids
these transfersSeepp.11-12 supra.

Autodesk also possesses the exclusive right to make copies of its copy-
righted software. 17 U.S.C. 8106(1). In order to use the softwagram
purchased from Vernor, the buyer would need to make an additional copy of
AutoCAD R14 on its computer hard drive. 2-ER-148 {7; 150 §&6;also
MAI, 991 F.2d at 518-19. Because Autodesk has not authorized the buyer to
reproduce its copyrighted computer code, this copying would infringe
Autodesk’s exclusive reproduction right.As a result, Vernor would be
liable for contributory copyright infringement because he would be contrib-

uting to this infringement knowingly and materially through his sales.

®Autodesk did originally grant a license to CTA to use its copy of
AutoCAD R14 and install a copy of the program on its computer. 2-HER-1
at “GRANT OF LICENSE.” However, the SLA barred CTA iino
transferring its copies without Autodesk’s consent, and when CTA &blat
this restriction, this license from Autodesk “automaticallynematied].”
2-ER-170-71 at “RESTRICTIONS” and “COPYRIGHT.”
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See, e.g.MGM Studios Inc. v. Grokster, Lid545 U.S. 913, 930 (2005)
(“[o]ne infringes contributorily by intentionally inducing or encouraging
direct infringement . . .”);Fonovisa, Inc. v. Cherry Auction, Inc/6 F.3d

259, 264 (9th Cir. 1996).

BECAUSE AUTODESK DID NOT TRANSFER
OWNERSHIP OF COPIES OF ITS AUTOCAD R14
SOFTWARE, THE FIRST SALE AND ESSENTIAL STEP
DEFENSES DO NOT APPLY.

The District Court upheld two defenses to Autodesk’s claim that
Vernor's proposed sales of the AutoCAD R14 software packages would
infringe Autodesk’s copyright. First, the court decided that the&t 8ale
defense (codified at 17 U.S.C. 8109(a)) would excuse Vernor'stdire
infringement of Autodesk’s exclusive distribution right. 1-ER-6-8, 10-21.
Next, the court decided that Vernor's proposed sales would not contrtbute
any infringement of Autodesk’s exclusive reproduction right because the
“essential step” defense (codified at 17 U.S.C. 8117(a\aliernor’s pur-
chasers to install a copy of Autodesk’s software program ontodbwputer
hard drives.Id.

Vernor bears the burden of proof with respect to each of these dgfens
See, e.g.Campbell v. Acuff-Rose Music, In610 U.S. 569, 590 (1994) (fair
use defenseMicrosoft Corp. v. Software Wholesale Club, JA29 F. Supp.
2d 995, 1002 (S.D. Tex. 2000) (first sale defendéicrosoft Corp. v.
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Harmony Computers & Elecs., In@46 F. Supp. 208, 212 (E.D.N.Y. 1994)
(first sale defense)n re Indep. Serv. Orgs. Antitrust Litjg964 F. Supp.
1469, 1475 (D. Kan. 1997) (essential step defense).

A. The First Sale And Essential Step Defenses Apply Only To
“Owners” Of Software Copies.

The first sale and essential step defenses apply only to owndrsoa
licensees, of copies of copyrighted softwareSection 109(a) provides in
relevant part:

Notwithstanding the provisions of section 106¢8g ownerof a par-

ticular copy or phonorecord lawfully made under this title, or any

person authorized by such owner, is entitled, without the authority of

the copyright owner, to sell or otherwise dispose of the possession of

that copy or phonorecord. (LZS.C. 8109(a) (emphasis added))
Section 109(a)’s first sale defense does not protect someone who has
acquired lawfulpossessiomf a copy of a copyrighted work without acquir-
ing ownershipof that copy. Seel7 U.S.C. 8109(d) (providing that “[t]he
privileges prescribed by subsections (a) and (c) do not .ene@xbd any per-
son who has acquired possession of the copy ... from the copyrigbt,ow
by rental, lease, loan, or otherwise, without acquiring ownerdhip).

Similarly, Section 117(a)’s essential step defense “petimtswnerof a

copy of a copyrighted computer program to make (or authorize the making

‘Ownership of a particular copy of a copyrighted work is distinct from
ownership of a copyrightSeel7 U.S.C. 8202 (“Ownership of a copyright,
or of any of the exclusive rights under a copyright, is disfirach ownership
of any material object in which the work is embodied”).
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of) another copy of the program, if the copy is created as aentslsstep in
the utilization of the computer program in conjunction with a [computer
and] is used in no other manner.Wall Data 447 F.3d at 784 (quoting
17 U.S.C. 8117(a)(1)). However, if the copyright holder only liceasaspy
of its computer program and itself retains ownership of the copwy, tthe
essential step defense does not appyat 784-85 (“Section 117, by its own
terms, applies only to ‘thewner of a copyf the computer program’. . ..
[I]f a software developer retains ownership of every copy of so#wand
merely licenses the use of those copies, 8 117 does not apply”).

Unless Vernor can show that Autodesk relinquished ownership of the
AutoCAD R14 software copies to CTA, and that he subsequently adquir
ownership of these copies from CTA, Vernor's essential stepfiestcsale

defenses fail.

B. Under Controlling Ninth Circuit Precedent, Autodesk
Retained Ownership Of Its AutoCAD R14 Software Copies
Because It Expressly Retained Title To The Copies, Barred
Any Transfer Of The Copies, And Imposed Material
Restrictions On Use Of The Copies.

Through the unambiguous terms of the SLA, Autodesk retained owner-
ship of the AutoCAD R14 software copies. This Court’'s controllirecer
dent requires that those terms be respected.

In three cases, this Court has examined the applicable softaasfetr

agreements to determine whether an acquirer of a copy of autem
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program was an owner of that copy under Section 127(@)all three cases,
this Court held that the agreements constituted licensds)@rsales, of the
software copies and that, as a result, the essential tpsdalid not apply.
The District Court acknowledged that under these precedents, \&ernor’
defenses fail. See1-ER-19 (“If the court were to follow th&lAl trio,
Autodesk would prevail”).
Wall Data articulates a bright-line test for determining whether the
acquirer of a software copy is a licensee or an owner ottmt:
Generally, if the copyright owner makes it clear that she orshe i
granting only a license to the copy of software and imposes signifi-
cant restrictions on the purchaser’s ability to redistributé&rasfer
that copy, the purchaser is considered a licensee, not an @i iies,
software. (447 F.3d at 785)
In Wall Data, copyright owner Wall Data sued the Los Angeles County
Sheriff's Department for copyright infringement after the Shexidepart-

ment installed copies of Wall Data’s software on 6,007 computgen

though Wall Data had only licensed the Sheriff's Department talirnbie

8Because both Section 109(a) and Section 117(a) use the same “owner of
a ... copy” language, this Court must presume that the hasthe same
meaning in both sections of the Copyright A&eeln re Cybernetic Servs.,
Inc., 252 F.3d 1039, 1051 (9th Cir. 2001) (interpreting Patent Act and noting
that “we presume that words used more than once in the samie $tave
the same meaning throughtut Also, as the District Court noted, while
Section 117(a) uses the phrase “owner of a copy,” and Section 10%a) use
the phrase “owner of a particular copy,” there is no reason teviedhat the
word “particular’ makes a material difference. 1-ER@B(555 F. Supp. 2d
at 1173).
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software on 3,663 computersd. at 774-75. The parties’ license agreement
made clear that Wall Data had granted only a license to ussoftveare
copies. Id. at 775 n.5 (“Wall Data . . . grants you (‘You’), the end user,
non-exclusive license to use the enclosed software prograiiig agree-
ment also limited the Sheriff's Department’s ability to stdbute or transfer
the software copies providedd. (allowing use of the software only on a
“Designated Computer” and forbidding transfer of the software tparaee
“‘Designated Computer” more than once every thirty days). This Court
rejected the Sheriff's Department’s contention that Sectibi(a) excused
its actions, holding that under the parties’ agreement the Shddifpart-
ment was not the owner of the software copies that it had obtfnmed
Wall Data. Id. at 784-85.

Wall Data is consistent with this Court’s earlier decisionsMil and
Triad, which refused to apply Section 117(a) where the copyright holders
had made clear that they were granting merely a license to tinasoitop-

ies provided and had restricted transfer of the cogfedn MAI, the plaintiff

°SeeMAI, 991 F.2d at 517 n.3 (providing that “[t]he provisions of this
License . .. shall apply to all versions and copies of tifenv@re furnished
to Customer pursuant to this AgreemenfT)jad, 64 F.3d at 1333 (noting
that Triad changed its practice from selling its softwarectistomers to
licensing this software; “[ijn 1986, however, Triad began liaapsather
than selling its software . . .”).

1%SeeMAl, 991 F.2d at 517 n.3 (providing that “[a]ny possession or use
of the Software . . . not expressly authorized under this Lécensis prohib-
ited” and requiring that the customer “keep the Software onfidential and
(continued . . .)
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alleged that the defendant made unauthorized copies of the pkiodifh-
puter software when performing repair and maintenance aesvith com-
puters owned by customers who had obtained the plaintiff's softwasep
ant to a license agreement. This Court agreed, holdinghbatefendant’s
loading of plaintiff's software into a computer's Random Accesaridry
(“RAM”) created an infringing copy under the Copyright Act. 991 F.2d a
518-19. It then rejected a defense under Section 117(a) that thoss copi
were not infringing because the plaintiff's customers (asgatl owners of
copies of the plaintiff's software) had authorized the creaifaiose copies
as an essential step in utilizing the software prograan.at 518-19 & n.5.
The Court held that since the plaintiff “licensed itstsafe” to its custom-
ers, they did “not qualify as ‘owners’ of the software and [wer]eligible
for protection under § 117.1d. at 518 n.5.

Likewise, inTriad, the plaintiff manufacturer of computers and distribu-
tor of software alleged that the defendant made unauthorized afpilbe
plaintiff's software in the computers’ RAM when servicing and rteamng
the plaintiff's computers and software for the plaintiffisstomers. 64 F.3d

at 1333. The Court found that whether these copies were infringing

(... continued)
not make [it] available to others..."friad, 64 F.3d at 1333 (license
agreement provided that Triad’s customers could not “alldw lte used by
third parties” and required “that licensees selling their commytgtems pay
Triad a license transfer fee”).
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depended on whether the plaintiff sold or licensed the copies sifftigare
to its customers under three separate agreemétsUnder the first agree-
ment, the plaintiff “sold its software outright to custoniees)d as a result,
these customers were owners who could authorize the defendankéo ma
RAM copies pursuant to Section 117(&). However, under the second and
third agreements, where the plaintiff did not sell copies afafswvare, and
instead licensed those copies with restrictions on their useCabet held
that the defendant’s copying constituted infringeméatat 1333, 1336-37.
Earlier Ninth Circuit precedent interpreting an agreementrdegg use
of copyrighted material also is consistent with th&ll Data test In
Hampton v. Paramount Pictures Cqor279 F.2d 100 (9th Cir. 1960), the
issue was whether a copyright holder had granted rights to commercial
exhibit movie prints via a licensing agreementd. at 103. Although
Hamptondid not involve the first sale defense, it decided whether#ms-
feree of the print was the owner of an intangible copyright intergsteis
cally, the right to exhibit the movie publicly—or a licenségamptonheld
that the parties’ contract's unambiguous language designating @& as
“license” was determinative even though (1) the license was palpetu
(2) there was a one-time lump sum payment; and (3) there wasjnwer
ment to return the outstanding prints and negaties.Because the contract
unambiguously provided that the copyright owner was licensing the trans-

ferred rights, and not assigning or selling them, the Court held ths¢ the
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other provisions could not contradict the expressed intent of the parties
regarding ownership:
If the contract in question were ambiguous with regard to its @atsir
an assignment or a license . .. , the fact that provisiorniseokind
referred to above were present or absent would be helpful in con-
struing the instrument. Here, howevére contract expressly pro-
vides that Paramount ‘licenses’ Kodascope to do certain things,

thereby precluding a construction that there was an assignnight.
(emphasis added))

Under the foregoing authorities, Autodesk likewise retained ownersghip o
its software copies. First, the SLA unambiguously provided thabdask
retained title to and remained the owner of the AutoGdBware and the
copies it provided to CTA, and that their relationship was liceasdrlicen-
see. Seep.11,supraand contract provisions cited. Second, the SLA prohib-
ited CTA from transferring the software copies without Autodeskissent.
Seepp.11-12,supra™* Third, the SLA imposed significant restrictions on
CTA's use of the software copieSeep.12,suprg pp.30-31jnfra.

“There is no dispute between the parties as to the meaning of A'® SL
terms in any of the respects discussed in this brief. tethwere, the Court
would resolve them in accordance with contract interpretgtionciples of
California law so long as these rules do not interfere withré&ad®pyright
law or policy. See S.0.S., Inc. v. Payday, 1886 F.2d 1081, 1088 (9th Cir.
1989);Gardner v. Nike, In¢.279 F.3d 774, 781 n.5 (9th Cir. 2002punt v.
Acuff Rose-Oprylandl03 F.3d 830, 835 (9th Cir. 1996). In the Settlement
Agreement, Autodesk and CTA provided that California law would govern
interpretation of the contract. 2-ER-168 110 (providing that the “Agesé
shall be governed by and construed in accordance with Calif¢amia
without regard to its conflict of laws rules”); 171 at “GENERA Here,
there was no dispute as to the meaning of any of the SLA’s proyvisiods
a fortiori, no parol evidence was submitted on that question.
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Wall Data also looked to the agreement’s restrictionsusaas an indi-
cator that Wall Data had not relinquished ownership of the sdtwapies
that it provided to the Sheriff's Department. The Court disaiddAl,
which it described as “the leading case on ownership under 8117,” and noted
that in MAI, the defendant was a licensee, and not an owner, where it had
received its software copies under an agreement that “imposestes
restrictions on [defendant’s] rights with respect to those copié47 F.3d at
784-85. It then observed that, as MAI, “[tlhe Sheriff's Department’s use
of and rights to the RUMBA software products were restricted” utiue
parties’ license agreement and that these severe nestsicn the licensee’s
rights “would not be imposed on a party who owned the softwal@. at
785. As a result, these use and transfer restrictions “sudfieient to clas-
sify the transaction as a grant of license to Wall Data’sveoé,” and the
Sheriff's Department was not an owner of the software copitibeel to the
protection of Section 117’s essential step defemgde.Similarly, the license
agreements in botMAI and Triad restricted use of the acquired software
copies. See MA| 991 F.2d at 517 & n.3 (forbidding any use of the software
not expressly authorized under the license agreement and barrinparnaut
ized copying, modification, examination, or visual display of théwsok);
Triad, 64 F.3d at 1333 (forbidding any software use by third parties or soft-

ware duplication).
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As the District Court acknowledged, Autodesk and CTA agreed
restrictions on CTA’s use of the AutoCAD R14 copies that vegrkeast as
severe, if not more so, than the restrictions imposed by the licarse-
ments inMAI, Triad, andWall Data Seel-ER-67 (555 F. Supp. 2d at 1172)
(“The terms of the Autodesk License are either indistinguishablifasito
or more restrictive than the licenses found not to be sales ik Aherio”).

In addition to the restrictions on CTA's ability to rent, keaand transfer its
software copies, the parties agreed that CTA would not “modifgslate,
reverse-engineer, decompile, or disassemble the Softwaeethassoftware
outside of the Western Hemisphere; use any computer hardwarevearsof
designed to defeat any hardware copy-protection device; or “remove any
proprietary notices, labels, or marks from the Software or Dontatien.”?
2-ER-170 at “RESTRICTIONS.” Also, when CTA and Autodesk agteed
upgrade CTA'’s software in 2002, CTA agreed in the AutoCADO license
agreement to destroy its AutoCAD R14 software copies. 2-ER&308

‘“UPGRADES.”

9n addition to these restrictions, the SLA also granted someici
rights to CTA beyond what CTA would have otherwise possessed—even
assuming that it was an “owner” of the software copies—by graffirgy a
right to install the software on two computers, provided that CTA oséd
one of the installed software copies at a tiBee2-ER-170 at “GRANT OF
LICENSE.”
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Autodesk’s use restrictions are greater than the restrigiovis\l, Triad,
andWall Databecause the SLA also provided that CTA's failure to comply
with these restrictions on use would result in “automatic tertoinma of
CTA’'s license to use the software. 2-ER-171 at “COPYRIGHT
(“Unauthorized copying of the Software or Documentation, or failore t
comply with the above restrictions, will result in automatiegnieation of
this license”). Following a violation by CTA of these agreed upastric-
tions, any future use of the software would be unauthorized and constitute
copyright infringement. See, e.9g.S.0.S., Inc. v. Paydaync., 886 F.2d
1081, 1087 (9th Cir. 1989) (“A licensee infringes the owner’s copyright if i
use exceeds the scope of its license”). This limitation on €T&é of the
software copies is further evidence that Autodesk retained ownerstig of

software copies that it provided to CTA.

C. The District Court Misapplied United States v. Wise.

1. The District Court Erroneously Concluded That Wise Is
Inconsistent With  MAI, Triad, And Wall Data.

The District Court concluded th¥itisewas inconsistent witMAl, Triad,
andWall Dataand that, as an earlier precedent, it was controlling. -2ER
The court misreatlVisewhich is, in fact, consistent with those precedents.

In Wise the defendant was convicted of criminal copyright infringement
for illegally distributing movie prints that copyright owners hadrsed for

exhibition through a variety of channels, including theaters, tetevisind
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the homes of prominent individuals in the movie industry (“VIPs”). damh

of the contracts examined Wisein which the copyright owner had retained

title in the movie prints, the Court held that the copyright holdertrets-

ferred possession of the prints via a license and retained owneistiip

prints:

Where the theatrical distribution agreements Tdre Stingand
American Graffiti“reserved title to the film prints in Universal,”
the Court found that neither “constituted first sales, sincé baot
their face and by their terms, they were restricted liceaselsnot
sales.” Wise 550 F.2d at 1190.

Where the television licensing agreement @@melotprovided that
“[t]litle to all prints and tapes shall be and remain in laser
[Warner] subject to the rights granted to NBC under this agree-
ment,” the Court found “this language and the entire contract @ b
license and not a saleldl. at 1191.

Where the VIP agreement fohe Sting‘retained title in the print in
Universal Pictures,” the VIP agreement f&aper Moon was
“loaned’ . . . pursuant to an agreement in which Paramount Bgtur
retained title to the print,” and the VIP agreement Fanny Girl

“was furnished . . . under an agreement which reserved to Columbia

‘all rights in, to and with respect to’ the film, ‘subject tach limited

rights’ as were granted to the VIP’s by the agreement,” thetCour
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found that these agreements did “not effect sales of the motion pic-
tures.” Id. at 1192.
With two other contracts, the Court found that the government hadi fail
to meet its burden of proving beyond a reasonable doubt the absence of a
first sale’® In one of those contracts, the television distribution contoact f
Funny Girl, the movie studio did not expressly retain title in the moviet prin
and did not designate the agreement as a licédse/Nise 550 F.2d at 1191
(noting that the television distribution contract feunny Girl “failfed] to
provide for the retention of title” and was “not phrased in termsa of
license”). In the other, the VIP agreement@amelotfurnished to Vanessa
Redgrave (the “Redgrave Contract”), the copyright holder also did not
expressly reserve title in the print. Although this important iciot made
clear by the opinion, an examination of the parties’ briefé/ise confirms
that the Court was informed that the studio did not reserve titlleet@rint
that it provided to Ms. RedgraveSee Request for Judicial Notice, filed
herewith (“RJIN”) Ex. A Wise Appellant’'s Opening Brief) at 41 (“TITLE
TO PRINTS IS NOT RESERVED IN ‘V.I.P." SALES. Foraxple, a print

3Because the government was prosecuting the defendamisia for
criminal copyright infringement, it had the “burden of showing thatreh
was no first sale.”"Wise 550 F.2d at 1192. By contrast, Vernor has the bur-
den of proving that the first sale defense protects him h€empbel] 510
U.S. at 590 (fair use defens&opftware Wholesale Clud29 F. Supp. 2d at
1002 (first sale defensejtarmony Computers846 F. Supp. at 212 (first sale
defense)
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of ‘CAMELOT’ was sold to Miss Vanessa Redgrave for the sfir§401.59
under a ‘V.I.P." agreement. (Exh. 18No title was reserved therein.
(R.T. 575-76)") (emphasis added).

The District Court thought it unlikely that the Redgrave Contiattd to
include a reservation of title. 1-ER-13. This assumption thiat was
reserved in the Redgrave Contract was, as just shown, iotorfée court
went on to conclude, however, that, even where title is expresstyved,
“Wiserequires the court to look at a transaction holistically.” .1-ER-15.
Wiseprovides no support for the proposition that even though an agreement
purports to confer a license while retainimgnershipin the copies provided,
it may nevertheless constitute an outright sale.

Even if title had been reserved in the Redgrave Contract, the
District Court’'s conclusion required it to assume that this Coad—
without comment or explanation—decided that a reservation of vide
ineffective where the transferee’s possession of the movie pratg
indefinite, and that this unexpressed holding was a binding precedént tha
trumpedMAI, Triad, andWall Data In the Ninth Circuit, however, as in
most appellate jurisdictions, cases are not authorityniptied propositions
not actually considered and discussed in the opingee, e.gMiller ex rel.

NLRB v. California Pac. Med. Ctr991 F.2d 536, 541 (9th Cir. 1993) (“It is

“Appellee’s Brief inWisedid not dispute that the Redgrave Contract did
not expressly reserve titlssSeeRJIN Ex. B WiseAppellee’s Brief).
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a venerable principle that a court isn’t bound by a prior decisiorfahed to
consider an argument or issue the later court finds persua$ive”)

Wiseis consistent with this Circuit’s later precedentMi\l, Triad, and
Wall Data In everycontract where the copyright holder expressly retained
title, Wise found that the movie studio had only licensed the movie print
while retaining ownership of the print. The Court found that the govembm
failed in its burden of proving the absence of a first sale oitly iggard to
those contracts in which the studio had not expressly retairedSeEWise
550 F.2d at 1191 (television distribution contractFanny Girl); id. at 1192
(Redgrave Contract). Moreover, the Court noted that a ssfatdsst sale
defense “requires a transfer of title before a ‘first 'sadn occur.” Id. at
1187.

Wise also made the point that even where a copyright owner did not
expressly retain title in the copy of its copyrighted work, taikire did not
automatically lead to a conclusion that the copy was sold and nuteide

Although some of the contracts did not provide expressly for reserva-

tion of title in the copyright owner, the remaining terms of thee-

ments were consistent with the theory of a limited license and

inconsistent with the concept of a sale. The mere failurggessly
reserve title to the films does not require a finding thatithes fwere

*The District Court acknowledged that, if the Redgrave Contraaatid
contain an express reservation of title, “then\Wisepanel had no occasion
to consider an agreement that both retained the copyright holdés’snti
transferred copies and permitted the transferee to retain dpgesc
indefinitely.” 1-ER-15.
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sold, where the general tenor of the entire agreement is in@ntsist
with such a conclusion.Id. at 1191)

The Court’s conclusion that “[tlhe mere failure to expressbernee title to
the films” does not foreclose the possibility of a license ssiggéhat
expressly reserving titldoesresult in a license.

This reading ofWiseis bolstered byVisés citation, with approval, of
Hampton v. Paramount Pictures Carpliscussed on pp.18-28ypra The
Court citedHamptonas supportive of its determination that several of the
agreements did not “constitute[] first sales, since both oin thee and by
their terms they were restricted licenses and not saled”characterized its
decision as “in accordance with the holding and reasonin¢dafptor.”

550 F.2d at 119Gsee id.at 1190 n.17 (“with respect to the meaning of ‘first
sale’ we adhere to the reasoning lamptori). As previously shown,
Hamptonfound that the parties’ contract’s unambiguous language establish-
ing that it was a “license” was determinative of ownershighefcopyright
owner’s public exhibition right even though (1) the license was pabetu
(2) there was a one-time lump sum payment; and (3) there wasguower
ment to return the outstanding prints and negatiles.

For these reasonsWise is consistent with both prior precedent
(Hamptor) and this Court’'s subsequent decisions NfAl, Triad, and
Wall Data Under those authorities, where the parties’ agreement makes

clear that the copyright holder is only licensing its property witataining
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ownership, and imposes restrictions on the licensee’s use andtaeight

transfer, the transaction is a license, not aale.

2. EvenlIf (Arguendo) Wise Had Held That Despite A Clear
Retention of Title, The Transfer Of The Film To Redgrave
Was A Sale, The Binding Precedent Would Be
Hampton—Not Wise.

The preceding section showed that the reA¥@ewas able to find that
the Redgrave Contract was a sale was because the contranitgirovide
that the movie studio retained title; the holdingWifiseis, therefore, fully
consistent with prior and subsequent Ninth Circuit precedent. ef2en if
that were not so—that is, evenWifisehad squarely held that contract provi-
sions retaining title and characterizing the relationship as dmesbée licen-
sor and licensee do not govern where perpetual possession is doatited
licensee—then the controlling precedent would H@mpton not Wise
While Hamptondid not involve a first sale defense, its holding is dispositive

on the crucial issue of whether CTA was an owner or a licendeepton

¥In arguing for application of the first sale defense before the
District Court, Vernor relied heavily on the century-old caseBobbs-
Merrill Co. v. Straus 210 U.S. 339 (1908). HoweveBobbs-Merrill is
easily distinguished. It addressed only whether the copyright ownka co
restrict resale of a boolafter a sale of the book to a purchaser” where there
was “no claim . .. of contract limitation, nor license agreat controlling
the subsequent sales of the book.ld. at 350 (emphasis added).
Accordingly, it is not contrary to the Ninth Circuit rule holding thétere
the opposite is true, and the copyright owner retains title opg of a copy-
righted work and restricts the transferee’s ability to useradistribute the
copy, the first sale defense does not apply.
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held that where a contract for the transfer of a copyright interesnbigu-
ously provides that it is a license, not a sale or assignmethtatfopyright
interest, then it is a license, not a sale, of that ester 279 F.2d at 103.
There is nothing in the text of Sections 109(a) or 117(a), or in thpslde
tive history, that would suggest Congress intended a differenfioredeter-
mining who is an “owner” of a software copy under these provisidtsa
result, if Wise and Hampton were in conflict, Hampton would control
because it is the earlier precedentUnited States v. Rodriguez-Lara

421 F.3d 932, 943 (9th Cir. 2005).

3. The District Court Erroneously Determined That Length
Of Possession Determines Ownership Of The Software
Copies.

Having erroneously decided thetAl, Triad, andWall Datawere not
binding Ninth Circuit precedents, and tlidgamptonwas distinguishable, the
District Court concluded that the dispositive factor is whethetrdresferee
Is entitled to retain the copy indefinitely. 1-ER-15 (“the cdunds no basis
for the conclusion that an agreement to permit perpetual posse$sorp-
erty can be construed as reserving ownership”). The court baseotlis-
sion on its interpretation &Vise

Only one characteristic was unambiguous in that it appeared only in
agreements that th&/isepanel deemed to be transfers of ownership.
In each instance in which the transferee could, at his atecttain
possession of the transferred copy indefinitely, and the copyright

holder had no right to regain possession, the court found an owner-
ship transfer. (1-ER-13)
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The District Court was wrong. On at least two occasi@viseheld that the
transferee of a movie print was a licensee, not a purchesamn where there
was no mechanism for the movie studio to repossess the pwike
550 F.2d at 1192 (finding VIP contracts fbine StingandFunny Girl to be
licenses despite agreement requiring licensee “to retainlthefint in his
possession at all times"). Wisenever identified permanent possession as a
dispositive factor. Nor did the Court attribute any significanceaéolength
of possession. Instead, as explained ab@iseis consistent with the rule
that where the copyright owner expressly retains ownership, madaasticht
it is transferring possession of a copy pursuant to a licensk pkatces
restrictions on the transferee’s ability to transfer or hse topy, the copy-
right owner retains ownership of that copy.

Moreover, as previously shown, this Court’'s decisiorlampton which
Wisedeclared that it was following, rejected an argument that #msfer of
film rights was an outright assignment rather than a license hedhas
transferee was entitled to retain possession of the film ipdefinitely. See

pp.28-29,supra Hamptonheld that the contract language unambiguously

"The VIP contract forhe Stingprovided that the movie studio’s consent
to use the print was “revocable,” but provided no explicit way forsthdio
to regain possession of the print. Similarly, the SLA pravidkat
Autodesk’s grant of permission to use AutoCAD R14 could cease,hand t
license to use the program would be automatically terminated A Go-
lated the license restrictions in the SLA. 2-ER-171 at “CRGHT.”
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characterized the transfer as a license, not an outrigigféra and that this
was dispositive.

Likewise, the Federal Circuit has rejected an argument pgbgtetual
possession of a copy necessarily leads to ownership of that copy. In
DSC Communications Corp. v. Pulse Communications, 17€@ F.3d 1354,
1362 (1999), the District Court had determined that the defendants were
owners of software copies because they had “obtained their isténetste
copies of the software through a single payment and for an unlimitex pe
of time.” Id. at 1362. The Federal Circuit reversed, characterizing the
District Court’s standard as “overly simplisticfd. Instead, relying in part
on MAI, which it called “instructive,” the Federal Circuit found thae
copyright holder retained ownership of the software copies bedhease
parties’ agreements designated the transferees “as non-ownespie$ of
the software” and placed restrictions on their rights to traresfer use the
copies. Id. at 1360-62.

Additionally, while the District Court believed that the singl@yment
structure of the SLA supported its conclusion that Autodesk sokbftware
copies seel-ER-14), the method of payment does not determine ownership.
Any ongoing series of payments can be given a present economic value.
There is no logical reason to require copyright owners who widitgnse
their software copies to choose a deferred payment schemenfiagas the

additional logistical costs that arise from making and trackirsgrées of
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payments. How a license structures payments deternvimasthe copyright
owner gets paid, not who owns the software copfseHampton 279 F.2d
at 103 (finding a license, not a sale of a copyright interest, etwene the
contract provided for “a flat lump-sum paymenDSC Commc’'nsl70 F.3d
at 1362 (rejecting argument that payment structure is dispositiogvner-
ship of a software copy)Adobe Sys. Inc. v. Stargate Software ,Ii&i6
F. Supp. 2d 1051, 1059 (N.D. Cal. 2002) (same).

D. The Legislative History Supports The Ninth Circuit’s
Controlling Precedent.

The legislative history of Sections 109 and 117 supports the rule for
determining ownership of a software copy set forth in this Court’sralent
ling precedent. The legislative history of Section 109(a) empd®siz
Congress’s intent to limit the first sale defense to aatisns where all own-
ership rights in the copy of the copyrighted work are transferred.Hblise
Report for Section 109(a) provided that the defense would only be available
to someone who obtained a copy via an “outright sale.” HHER. 0. 94-
1476 at 79 (1976)eprinted in1976 U.S.C.C.A.N. 5659, 5693.

The legislative history of Section 117(a) also supports interpretiag
term “owner” in its conventionally understood sense. As the FeGerit
has noted, this legislative history makes clear that simply megean
authorized copy of a computer program is not a sufficient basishéor t

essential step defense:
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The National Commission on New Technological Uses of
Copyrighted Works (“CONTU”) was created by Congress to recom-
mend changes in the Copyright Act to accommodate advances in
computer technology. In its final report, CONTU proposed a version
of section 117 that is identical to the one that was ultijmateacted,
except for a single change. The proposed CONTU version provided
that “it is not an infringement for the rightful possessor obpycof a
computer program to make or authorize the making of another copy
or adaptation of that program . ...” Congress, however, sutleskit

the words “owner of a copy” in place of the words “rightful possessor
of a copy.” The legislative history does not explain the reasciméor
change, but it is clear from the fact of the substitution ofténm
“‘owner” for “rightful possessor”’ that Congress must have meant to
require more than “rightful possession” to trigger the section 117
defense. DPSC Commc'ns Corpl70 F.3d at 1360 (citations
omitted))

Congress’s decision to limit the scope of Section 117(a)’s protettt own-
ers, as opposed to mere possessors, shows that it did not intendrnd ext
Section 117(a)’s protection to a transferee who receives a sefoepy pur-
suant to a license and subject to restrictions on transfensn

The legislative history of a separate subsection of Section—117
Section 117(c)—also supports this Court’s rule for determining owneo$hip
a software copy. Congress impliedly approvedviffil's interpretation of
“‘owner” under Section 117(ajhen it enacted Section 117(c) in 1998, in
part, in response tdMAI's holdings that RAM copies created during
maintenance are reproductions under the Copyright Act and that softwa
licensees are not “owners” under Section 117(a). ReR. No. 105-551,
pt. 1, at 27 (1998) (citingVAl), reprinted in NIMMER ON COPYRIGHT at
App. 52-35 (2006). Congress did not overrule these holdings or change the
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text of Section 117(a). Instead, Congress enacted a new, rexemaption

that permitted copying a computer program for repair or maintenance
purposes where certain conditions were met. 17 U.S.C. 8117(¢gr akf
“Interpretation of a statute has been brought to the attention of €&ma@nd
Congress has not sought to alter that interpretation although it leaslad

the statute in other respects, then presumably the legislaterdg imas been
correctly discerned.”United States v. Colaha®35 F.2d 564, 568 (6th Cir.
1980).

E. The Controlling Ninth Circuit Rule Benefits Both Softw are
Consumers And Companies.

The bright-line rule articulated iWall Databenefits both software com-
panies and users, and supports the statutory purposes of the Copyright Act t
“enrich[] the general public through access to creative worksgérty v.
Fantasy, Ing. 510 U.S. 517, 527 (1994)), and torémotethe creation and
publication of free expression” by rewarding authoisldred v. Ashcroft
537 U.S. 186, 219 (2003) (emphasis in original).

First, allowing copyright holders and software users to define their rel
tionship—and to specify that the user is merely licensing thevadd
copy—permits software developers to price their software éifiity for dif-
ferent markets. As discussed at pp.Gipra Autodesk uses a multi-tier
licensing structure that allows it to offer different pmnigidepending on the

customer’s needs for essentially the same softwareR-249 711; 150 {15.
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In contrast, as explained by Professor Raymond Nimmer, the rulesddmpt
the District Court would have the effect of raising pricescfmmsumers:

[S]oftware publishers use licenses to fit their software pradiacthe
relevant market and to the price charged. Because digitaimation

does not change in quality when copied, a ruling that might limit the
effect of license restrictions to only the immediate patbtes license
would increase costs to consumers because licensors could not rely
on enforcing copyright limits on the use of their software after th
first, limited transfer. (2-ER-261 126)

The current licensing model supported by thall Data rule is good for
software companies (because it increases sales) as wklt asnsumers
(because it decreases prices and thus expands accessvianestfy spread-
Ing costs across a larger number of purchasers):
If [the software creator] had to recover all of its costs arake a
profit by charging a single price—that is, if it could not chargeemo
to commercial users than to the general public—it would have to
raise the price substantially.... If because of higisteeity of
demand in the consumer segment of the market the only way to make
a profit turned out to be a price attractive to commerciafaualone,
then all consumers would lose out—and so would the commercial
clients, who would have to pay more . .. because [the softweae cr
tors] could not obtain any contribution toward costs from the con-

sumer market. RroCD, Inc. v. Zeidenber@6 F.3d 1447, 1449 (7th
Cir. 1996))

See also Adobe Sys., Inc. v. One Stop Micro, 8dck. Supp. 2d 1086, 1091-
92 (N.D. Cal. 2000) (finding that where plaintiff licensed its wafe at a
significant discount for sale to the educational market, deferddaatés of
these software copies violated plaintiff's exclusive distidrutight because
plaintiff had retained ownership of the copies pursuant to its lolision

agreement)Stargate Software216 F. Supp. 2d 1054-59 (same).
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Second as demonstrated by the evolution of Autodesk’s business prac-
tices, the District Court’s proposed rule would create a paemitad ineffi-
cient requirement of return of the software to create adieems discussed
at pp.7-8,supra, Autodesk abandoned its requirement that customers return
the physical media of the software in order to upgrade to a newsowef
the software because the practice was slow, unwieldy, andatdtym
unworkable. In addition, return of the discs did not eliminate the capies
the programs that already had been installed on the users’ compOtars.
Autodesk established its control over the software copies byctagg its
users’ ability to use and transfer the software (backed bYatitematic ter-
mination” provision) and by requiring that new users employ an activatio
code to install the software, there was no reason to takeutdensome and
wasteful step of requiring return of the discSee als@2-ER-259 {15 (“In
software licensing, the economic and business reality is thah¢ldaim on
which the code is delivered loses significance as soon aprdiggam is
loaded on the computer. Requiring a return of that irrelevant tangible
medium would impose large monitoring and enforcement costs without
helping in enforcement of the license”).

Third, as this Court has recognized:

By licensing copies of their computer programs, instead of selling

them, software developers maximize the value of their sadtwar
minimize their liability, control distribution channels, and iim
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multiple users on a network from using software simultaneously.
(Wall Data, 447 F.3d at 785 n.9)

If Autodesk’s licensees could resell their software copies,purchasers—
who are not parties to the Autodesk SLA—might not be in privity with
Autodesk and not be bound by the SLA. Autodesk would lose the benefit of
provisions such as the limitation of liability clause, whichwadhe parties

to the SLA to allocate risk. Because software developkes Autodesk
would face considerable additional liability, they would be forcedatser
their prices to compensate for this additional exposui®ee Software
Licensing in the 21st Century: Are Software “Licenses” Realle§ahnd

How Will the Software Industry Respon®2 AIPLA Q.J. 555, 572 (2004)
(“[B]Jusiness users tend to place far greater reliance on sadtthhan on other
copyrightable works. Often an entire business depends on properly working
software (such as to process sales transaction, manage the dropikm/ide
accurate data). The prospect of software failing is an engnisk the
software copyright owner must face. Software must be pricedcuat for
these risks, and licensed to ensure some limitation of Hiality”) (footnote

omitted).

®The SLA contains these types of limitationsSee 2-ER-171 at
“LIMITATION OF LIABILITY” (agreement to limit Autodesk’s iability);
170 at “RESTRICTIONS” (forbidding use or transfer outside of the
Western Hemispherelgl. at “GRANT OF LICENSE” (limiting the number
of users on a networked system).
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Fourth, a copyright owner’s retention of ownership of its software copies
protects against unauthorized reproductions of the software. iAftiling
the software, a licensee of Autodesk’s software can tratisfdangible copy
of the software while retaining and using the copy installed on itsdrare.
2-ER-150-51 717. Autodesk’s licensing of its software copies prowddes
enforcement mechanism against this possibility because ititpefuntodesk
to sue a downstream purchaser for copyright infringement. Indeed, Vernor
admitted that he did not know whether CTA had retained on its corsputer
copies of the AutoCAD R14 software that Vernor proposes seltingitd
parties. 2-ER-24%

Finally, theWall Datarule has the benefit of respecting the parties’ free-
dom to structure the transaction to their own benefit:

[N]o colorable reason exists in this case as to why [the plestiesild

be barred from characterizing the transaction that has begadfor

between them as a license. In light of the restrictions ttnthat

have been incorporated into the [license agreement], as wélkeas

Parties’ free and willing consent to enter into and executeeritss,

the Parties should be free to negotiate and/or set a priceefqrod-

uct being exchanged, as well as set the terms by which the preduct

exchanged. Fundamental to any free society is the libertysof it
members to formulate contracts in accordance with thestehat

The ease of making additional copies of software also distinguishe
transfer of a software copy from the transfer of, for examglepok or a
sculpture. See2-ER-150-51 117. The original purchaser of such a physical
item gives up the value when it sells the physical copy. A sodtwser, on
the other hand, can retain what is valuable—a working copy of the seftwar
loaded on its computer—while selling the tangible copy of the softwaae t
new user.ld.
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they agree and consent to mutually executtar@ate 216 F. Supp.
2d at 1059 (citation omitted))

Here, the parties’ agreement is clear. By the unambiguous tdrthe SLA,
Autodesk retained ownership of its AutoCAD R14 software copiesusecit
expressly retained title in the copies, barred any tramdféine copies, and

iImposed numerous restrictions on use of the copies.

CONCLUSION

For the foregoing reasons, the decision of the District Court shmuld
reversed and judgment entered in favor of Autodesk on Vernor's claim for

declaratory and injunctive relief.

DATED: January 5, 2010.

Respectfully,

JEROMEB. FALK, JR. MICHAEL A. JACOBS
CLARA J.SHIN GEORGEC. HARRIS
BLAKE J.LAWIT MORRISON& FOERSTERLLP
HowWARD RICE NEMEROVSKICANADY
FALK & RABKIN
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By /s/ Jerome B. Falk, Jr.
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