MILLER & STARR

P N
A
A
y
]
——TT——

REAL ESTATE NEWSALERT

Reprinted in part from
Volume 21, Number 2, November 2010
(Article starting on page 115 in the actual issue)

ARTICLE

WHO OWNS THE PLANS? OWNERS, ARCHITECTS AND
ENGINEERS, AND THE FEDERAL LAW OF COPYRIGHT

By Karl E. Geier and Scott Hernandez*

Bob has been saving up for his dream home his entire life. While not
an architect himself, he follows architecture trends and visits buildings
designed by Frank Lloyd Wright and I.M. Pei. After purchasing a plot of
land on a hillside with a view of one of California’s fertile wine-growing
regions, he contacts an architect to convert his crude sketches and ideas
into usable blueprints. They execute the standard, unaltered form con-
tract for architectural services provided by the American Institute of Archi-
tects. The architect then completes the plans and the house is built. Bob
is now living in a beautiful and unique house that reflects his personal
style. Several years later, someone purchases the lot next door. Because
Bob’s house is so impressive, the neighbor also buys the blueprints from
Bob’s architect and announces his intention to erect an identical home.
Has Bob’s one-of-a-kind dream home become a model home nightmare,
or does he have the right to claim ownership of the design and stop the
copycat neighbor?!

In another locale, Fran purchases land to construct a commercial de-
velopment and, with a handshake agreement to cover the expenses, hires
her cousin to draw up the engineering plans. Unfortunately, because of
the economic downturn, Fran defaults on her loan and her bank fore-
closes on the property. After the foreclosure sale, the new owner contacts
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Fran’s cousin and obtains the rights to the plans that Fran paid to pro-
duce. Is Fran’s investment going into someone else’s pocket, or can she
prevent the lender from using the plans??

Both Bob and Fran feel they should have the right to control the plans
they purchased. The problem is, the plans may not be their property. But
what did they pay for?

Although the Federal Copyright Act was passed in 1976 and preempted
state law, many misconceptions based on prior state copyright law re-
main, not least of which is that a person who commissions architectural
or other design services automatically owns the work product by virtue
of payment.’ Under the Copyright Act, mere payment for architectural
or other construction plans or designs does not confer exclusive rights
to a landowner absent an express written license or transfer of owner-
ship.* The end result is that landowners who do not properly negotiate
for rights under a contract for design documents could end up, at best,
with only non-exclusive rights to use the documents, and thus, the docu-
ments might be sold out from under them without their consent.

This Article provides basic information about the position of parties ne-
gotiating for architectural, engineering, or other design services. It begins
with an overview of the Copyright Act, including the rights and protections it
provides and the materials subject to it. The next section explores ownership
of copyrighted materials. The subsequent discussion presents the ramifica-
tions of failing to account, in writing, for copyright ownership and exclusivity
when entering an agreement for design services, specifically the probable
implication of a non-exclusive license in the design documents. Finally, the
Article ends with an examination of the relatively simple process by which
the parties, by contract, can transfer rights to copyrightable material.

THE COPYRIGHT ACT

Any discussion of intellectual property reduced to a tangible medium
of expression must focus on the Federal Copyright Act of 1976 and its
subsequent revisions. The Copyright Act was intended to eliminate the
prior dual system under which state common law regulated unpublished
works and federal statute governed published works.”> While “publica-
tion” still plays a vital role in copyright law, it no longer has jurisdictional
implications.® Federal law governs rights in all copyrightable materials.
Furthermore, any suit enforcing a copyright must be brought in federal
court, because federal courts have exclusive jurisdiction of all claims for
copyright infringement.” Such claims cannot be pursued in state court.

The Copyright Act protects “original works of authorship fixed in any

tangible medium of expression,” including “literary works,” “pictorial,
graphic, and sculptural works,” and “architectural works.” In the con-
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struction document context, engineering drawings and subdivision maps
are copyrightable as “pictorial, graphic, and sculptural works,” while writ-
ten plans and CC&Rs are regulated as “literary works.” Copyright in these
types of documents protects only the documents themselves; no protec-
tion is given to comnstruction based on such documents.'®

In contrast, “architectural works” are treated differently under the Copy-
right Act. Like engineering designs, architectural plans are also protected
as “pictorial, graphic, and sculptural works,” but the 1990 amendments
to the Copyright Act provide additional protection for “the overall form”
of a constructed “building.”'! Thus, a person cannot copy the design of a
building from its constructed form any more than he or she can copy the
plans from which it was constructed, without running afoul of the Copy-
right Act. “Buildings” are defined as “humanly habitable structures that
are intended to be both permanent and stationary, such as houses and
office buildings, and other permanent and stationary structures designed
for human occupancy, including but not limited to churches, museums,
gazebos, and garden pavilions.”'? Federal regulations, however, explicitly
exclude “bridges, cloverleafs, dams, walkways, tents, recreational vehi-
cles, mobile homes, and boats” from the definition of “building.”*?

While architectural and engineering drawings are within the purview of
the Copyright Act, mere ideas, concepts, or other designs that are not fixed
into concrete media are not governed by the Copyright Act and may be
regulated by state law."* For example, the California Civil Code provides
a claim of ownership to the author of ideas or concepts that have not yet
been “fixed into any tangible medium of expression.”">

A copyright owner holds the exclusive right to reproduce the copyright-
ed work, prepare derivative works, and distribute copies by sale or other
transfer of ownership.'® Should anyone but the copyright owner exercise
any of these exclusive rights without permission, a cause of action for in-
fringement may lie."” Such infringement may entitle the copyright owner
to an award of actual and statutory damages, as well as possible attorney’s
fees.'® Additionally, the copyright owner may be entitled to enjoin further
exercise of exclusive rights. In the case of architectural and engineering
plans, the copyright owner may enjoin another’s use of the plans exceed-
ing the scope of any licensing agreement."

As mentioned above, state copyright law is preempted by federal law.
State causes of action seeking to enforce “equivalent rights” as those pro-
vided under the Copyright Act are similarly preempted.?’ However, under
the “equivalent rights” test, the Copyright Act does not preempt any state
cause of action that requires proof of an additional element beyond a
claim of federal copyright infringement.?! Thus, a party that does not own
or hold an exclusive license to a copyrighted work may be preempted
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from bringing certain state claims that provide “equivalent rights” to those
imparted by the Copyright Act. For example, the Copyright Act may pre-
empt claims for unfair competition and unjust enrichment based on al-
leged misappropriation of a copyrighted work.?> However, claims of fraud
are not preempted, because a successful claim of fraud requires proof of
misrepresentation, which is not required for an infringement suit.??

COPYRIGHT AUTHORSHIP AND INITIAL OWNERSHIP

As discussed above, only a copyright owner or party with an exclusive
license may enforce a copyright. Ownership initially vests in the “author”
of a copyrighted work.?* Though registering a work with the United States
Copyright Office is prima facie evidence of ownership, it does not actu-
ally affect ownership.?> However, a work must be registered before a copy-
right may be enforced in a suit for infringement.?® Additionally, copyright
notice has no bearing on ownership of a work and is no longer required
for copyright protection.?” Thus, a copyrightable work is automatically
owned by its author at the time it is fixed in permanent and tangible
form.?® As the initial owner, an author has all of the exclusive rights under
the Copyright Act, including the rights to reproduce, adapt, distribute,
sell, transfer, or perform the work.?

In the case of architectural or engineering services, the “author” is
generally the individual architect or engineer who produced the design
documents. However, the Copyright Act provides for other methods of
authorship, which may confer ownership to parties other than the soli-
tary design professional who prepared the plans. Two such vehicles for
authorship are “works made for hire” and “joint works.”

Prior to the Copyright Act of 1976, copyright ownership of architectural
plans vested in the party who paid for design services under the common
law “work-for-hire” doctrine.*® The Copyright Act abrogated this doctrine.
Now, a work made for hire may only occur in two specific situations—
either when a work is created by an employee within the scope of her
employment or when a copyrighted work has specially been ordered with
an express agreement that it constitutes a work made for hire.*' Gener-
ally speaking, however, works made for hire most often arise within an
employment situation.

In this context, ownership in a work made for hire vests in the employer,
unless there is an agreement otherwise.*? However, work completed by an
independent contractor is not considered work made for hire and does not
vest ownership in the paying party.*® In that case, the independent contrac-
tor is the author and owner of the copyrighted work. Courts have turned to
the Restatement (Second) of Agency to determine whether a design profes-
sional is an employee or independent contractor, looking to factors such as
extent of the employer’s control over the details of the work, the party pro-

4 © 2010 Thomson Reuters



MILLER & STARR REAL ESTATE NEWSALERT Main Article ® Volume 21, Number 2

viding supplies to complete the work, the length of employment, whether
the work is part of the employer’s regular business, and whether the parties
believe they have entered into an employment relationship.** Usually, copy-
right in architectural and engineering documents produced by in-house
design professionals is owned by the employer.

Another method of conferring ownership to multiple parties is through
joint authorship. When two or more authors create a copyrightable work,
ownership in the copyright vests in all authors as a joint work.*> Each au-
thor must contribute in a material way to the development of the ideas
and concepts represented in the copyrighted work.** However, initial
ideas and design concepts provided by the commissioning party or con-
versations and approvals between that party and an independent contrac-
tor do not create joint authorship.®”

To summarize, in the case of construction documents, the owner of
the copyright is almost always the architect or engineer who prepared the
plans. The landowner who commissions the plans has limited ability to
prevent reuse or adaption of the plans for another project if such use is per-
mitted by the copyright owner. In cases like Bob’s dream house or Fran’s
foreclosed project, the landowner has no standing to pursue a claim for
copyright infringement, unless a design professional transfers ownership
or provides an express, written license to use the copyrighted work, includ-
ing the right to control the transfer or re-use of the plans.

ABSENCE OF A WRITTEN AGREEMENT AND NON-EXCLUSIVE
LICENSES

If there is no signed writing regarding transfer of copyright, the best that
a purchaser of design services can hope for is an implied non-exclusive li-
cense in the documents.?® Even when a purchaser signs a contract for such
services, he or she might only be buying a non-exclusive license to use the
copyrighted work. This may occur when an architectural design contract
is executed on form documents written by the American Institute of Archi-
tects, which only provide the purchaser with a non-exclusive license.*

A non-exclusive license permits the purchasing party to complete con-
struction based on the copyrighted designs without further permission from
or compensation to the architect.”’ If such a license is implied, it is gener-
ally presumed that the license grants a continued right to use the plans in
connection with the project for which they were commissioned.*! Practically
speaking, a non-exclusive license merely operates as an affirmative defense
against a claim of infringement brought by the copyright owner.*

As the name suggests, an implied non-exclusive license is implied from
the relationship of the parties contracting for design documents or any
other copyrighted work. The courts have established a test to determine
whether an implied non-exclusive license has been created.” Under this
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test, an implied non-exclusive license exists when (1) the licensee requests
the creation of a work, (2) the licensor creates the work and delivers it to
the licensee, and (3) the licensor intends that the licensee copy and dis-
tribute the work.* The dispositive element is usually intent, as the first two
elements of the test are generally clear.

In ascertaining the intent of the licensor, courts will look at the totality
of the circumstances. Some of the factors considered are whether the par-
ties were engaged in short-term and discreet transactions, whether the au-
thor utilized written contracts, and whether the author’s conduct indicated
that use of the copyrighted work without his or her further involvement
or consent was permissible.* In one case involving an oral contract for
architectural services, a non-exclusive license was not implied for lack of
intent when an architect submitted a written contract to the owner, which
restricted use of plans, but the parties never executed it.”” If an author does
not intend to grant an implied non-exclusive license, a purchaser of design
services does not have rights to use the plans and is liable for infringe-
ment if the plans are copied or used in construction of another building.*
Persons who have committed copyright infringement are subject to dam-
ages and injunction, as well as disgorgement of profits, dispossession of the
copyrighted work, and criminal penalties.” There are examples in the case
of law of landowners who commissioned architectural plans but were en-
joined from constructing the building after infringing upon the copyright.*
Such a result is potentially disastrous for a purchaser of design services.

TRANSFERS OF COPYRIGHT OWNERSHIP AND LICENSES TO USE

An architect, engineer, or any other author of a copyrighted work may
transfer ownership or other exclusive rights to use the work, but may
only do so according to the provisions of the Copyright Act.>" Transfer of
copyright is defined as “an assignment, mortgage, exclusive license or any
other conveyance, alienation or hypothecation of a copyright or of any of
the exclusive rights comprised in a copyright whether or not it is limited
in time or place of effect, but not including a non-exclusive license.”>*
After an author of a copyrighted work transfers ownership or grants an
exclusive license to the copyrighted work, the new owner or exclusive
licensee may exclude all others—including the author—from using the
transferred rights.>> Copyright can only be transferred in two ways. The
first is by operation of law, such as in a bankruptcy or probate proceeding;
the second is in a writing signed by the owner of the copyright, which is
the focus here.>* As discussed above, in the absence of a written contract
transferring ownership or exclusive right to use, the person commission-
ing a work acquires, at most, only a non-exclusive license to use the plans.

In the case of an express transfer or license, the scope of the rights
granted by the author is governed by the terms of the signed writing.>
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When a contract is used to convey ownership or exclusive license, the
terms of that contract are governed by state law.>® This may lead to some
inconsistent results from jurisdiction to jurisdiction. For example, Cali-
fornia has a more permissive parol evidence rule than some other states,
meaning that extrinsic evidence is more likely to determine the terms and
scope of a transfer of copyright in California than in other jurisdictions.>”

The requirements for a written transfer of copyright are very minimal.
As explained by one court:

The rule is really quite simple: If the copyright holder agrees
to transfer ownership to another party, that party must get
the copyright holder to sign a piece of paper saying so. It
doesn’t have to be the Magna Charta; a one-line proforma
statement will do.”®

As simple as it is to transfer ownership or grant an exclusive license, the
case law is rife with situations in which a signed writing was not utilized.>

While a simple statement transferring ownership of a copyright will suffice,
architects and engineers usually are reluctant to relinquish full ownership
of their work product. Instead, a license is often granted as to one of the
exclusive rights, and the license is usually subject to various limitations on
the owner’s and the design professional’s rights as specified in the contract.
These issues should be considered carefully when negotiating a contract for
architectural, engineering, or other design services.

In the case of copyright, like other forms of property, any one of the
sticks in the bundle of exclusive rights may be transferred by license
agreement. Essentially, an exclusive license permits a licensee to uti-
lize copyrighted works for a specific use and for a price; in return, the
licensor promises that the same permission will not be given to anyone
else.® In the case of design services, the scope of the license is generally
limited to the specific project for which it was commissioned. The li-
censee is liable for infringement if the scope of the license is exceeded.®

Most licensing provisions in agreements for design services involve
reproduction rights, distribution rights, and possibly the right to create
a derivative work based on the copyrighted design documents.®* Be-
cause architectural works are embodied in the building itself, the right
to reproduce is not merely the reproduction of plans but any reproduc-
tion of the physical building.®®* Additionally, all rights may be subdivided.
For example, the right to reproduce architectural plans may be limited
to reproduction for construction purposes (i.e. providing plans to con-
tractors and government permit authorities), prohibiting reproduction
for marketing purposes (i.e. reproducing the plans on a model home
brochure or a developer’s press kit),* or prohibiting re-use of the plans
in other projects.
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An exclusive license right may be limited in duration, geographic terri-
tory, quantity of reproductions, third-parties involvement, and recipients to
whom the licensee may distribute the copyrighted work.®> A licensor will
often make an explicit reservation of all other rights.*® The parties should
determine whether the licensee has the right to assign the license.®” Addi-
tionally, the licensor may want to add a clause providing the right to termi-
nate the license upon the licensee’s default, such as failure to pay for the
continued services of the licensor.®® A developer or builder should consider
whether and to what extent a lender or purchaser may require an interest
in the plans and a license to use them. A purchaser/developer who is retain-
ing design professionals while in an option or purchase contract may wish
to restrict or limit the property owner’s interest in the plans in the event
the purchase does not go forward. All of these matters could be the subject
of express provisions in the license agreement, although often they are not
mentioned or are only partially addressed.

STANDARD FORM AIA AGREEMENT

As mentioned above, form licensing agreements are published by the
American Institute of Architects. Though these standard agreements pur-
port to be fair to both parties,” the actual language appears to favor the
architect and should therefore be used with caution. Indeed, under an
American Institute of Architects standard agreement, a landowner could
be left with fewer rights that she would receive under an implied non-
exclusive license.

Article 3 of AIA Document B-102 - 2007, the standard form agreement
between landowner and architect without a predefined scope of architect’s
services, provides that the architect shall retain ownership of the copyright-
ed work, and grants the landowner a mere non-exclusive license to use
the copyrighted work to complete the project contemplated in the con-
tract.”” However, the agreement also grants additional power to the archi-
tect, which would not be implied by law. For example, section 3.3 of AIA
Document B-102 — 2007 grants the landowner a non-exclusive license only
if prompt payment is made to the architect.”" If such payment is not made,
the landowner is in default and the architect may terminate the license.”?
In contrast, a court generally will not require prompt payment as a condi-
tion of an implied non-exclusive license.” Thus, a landowner could end up
with fewer rights under an unmodified America Institute of Architects form
than if no written agreement is used at all. Therefore, if such a standard
form is used at all, it should serve as a starting point for negotiation but
should be modified to reflect the intentions of the design professional and
the landowner.
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CONCLUSION

It is important for practitioners to bear in mind the position of the parties
as to copyright when negotiating for architectural, engineering, or other
design services. Unlike prior law which granted ownership to the party who
paid for the creation of design documents, the Copyright Act vests owner-
ship in the author absent an agreement to the contrary. Mere payment for
design services and the normal back and forth communications between
purchaser and design professional will not qualify the purchaser as an au-
thor, even under the theories of work made for hire or joint authorship.
In the absence of a concise written contract to control the architect’s or
engineer’s use or transfer of rights to others, a purchaser of design services
could end up without any exclusive rights and, worse still, could be liable
to the design professional if the copyrighted work is used by others. More-
over, the purchased designs could potentially be transferred to another
party who has not invested any time, money, or effort into the creation
of the design documents. Furthermore, only a party with exclusive rights
may bring suit for infringement. Worse yet, any cause of action providing
“equivalent rights” to a suit for infringement is preempted by the Copyright
Act, thus leaving an unfortunate purchaser without remedy.

Such problems can easily be averted by an appropriate written transfer
of rights signed by the architect or design professional. With an adequate
understanding of how the Copyright Act affects the rights of the parties in
the absence of an express agreement, the parties can effectively negotiate
for contractual rights in copyrighted work that will have predictable and
fair consequences for both parties.
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Cir. 1998).
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17 U.S.C.A. §204; Estate of Hevia v. Portrio Corp., 602 F.3d 34, 40, 94 U.S.PQ.2d 1501 (1st
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2001).
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66. See AIA Document B-102 — 2007, p. 3, §3.4.

67. “The Owner shall not assign, delegate, sublicense, pledge or otherwise transfer any
license granted herein to another party without prior written agreement of the Architect.”
AIA Document B-102 - 2007, p. 3, §3.4.

68. AIA Document B-102 — 2007, p. 5-6, art. 5.

69. AIA Document B-102 — 2007 Instructions, p. 1.

70. AIA Document B-102 — 2007, p. 3, §§3.2-3.3.
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73. See LA.E., Inc. v. Shaver, 74 F.3d 768, 778, 37 U.S.PQ.2d 1436 (7th Cir. 1996), citing Effects
Associates, Inc. v. Coben, 908 F.2d 555, 559, fn. 7, 15 U.S.PQ.2d 1559 (9th Cir. 1990).
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