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QUESTION PRESENTED

Whether the court of appeals correctly ruled, on the only
issue before it, that respondents’ distribution of the current
versions of their file-sharing software does not render re-
spondents secondarily liable for every direct infringement of
petitioners’ copyrights committed by users of the software.

(i)
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I
PARTIESTO THE CASE
AND RULE 29.6 STATEMENT

The parties to the proceeding are fully listed in the MGM
petitioners’ brief (at ii). The parent corporation of respondent
StreamCast Networks, Inc., is Stirling Bridge, Inc., which is
not a publicly traded company. Respondent Grokster Ltd. has
no parent company, and no publicly traded company owns
10% or more of its stock.

The named defendants in the underlying district court
cases—but not parties to the particular district court ruling at
issue or in the court of appeals cases on certiorari review
here—include Kazaa B.V ., Niklas Zennstrom, LaGaliote BV,
Janus Friis Degnbol, Indigo Investment BV, Sharman Net-
works Ltd., and LEF Interactive Pty Ld.
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STATEMENT

Petitioners urge three grounds for secondary liability. Only
two are properly before this Court, and they are meritless.

First: Under the heading of “contributory infringement,”
petitioners urge that respondents should be liable for provid-
ing their software to users, with general knowledge that many
will use it for infringing purposes. That contention is fore-
closed by Sony Corp. of America v. Universal City Sudios,
464 U.S. 417 (1984), which held that no secondary liability
may attach to distribution of an article of commerce, even
with “constructive” knowledge of infringing use, as long as it
is capable of significant noninfringing uses. The software
here meets that standard. In this situation, copyright holders
must pursue not the distributor of the product, but those who
misuseit. Petitioners are readily able to discover misuses and
to attack them in direct infringement suits.

Second: Also invoking “contributory infringement,” peti-
tioners urge that respondents are liable for various alleged
past activities—over and above the usual incidents of ongoing
distribution of their software—to encourage or to aid known
infringement. But this claim is not before this Court. The
district court limited its summary judgment ruling to respon-
dents’ then-current file-sharing software, and it certified only
that ruling for interlocutory appeal. The rest of the case re-
mains in the district court, including claims based on past
versions of software or past activities that allegedly went be-
yond the normal offering and promotion of the software.

Third: Petitioners assert that respondents are “vicariously
liable” for direct infringements committed by the users of
their software. But vicarious liability cannot apply here, not
only because of Sony’s reasoning, but because any such
liability would require that respondents’ present product give
them control over individua infringing acts, which it does
not. Petitioners’ claim, that respondents should have de-
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signed their products differently to gain control, demands an
inquiry that copyright law does not and should not require.

For petititioners to prevail, therefore, this Court would
have to change the clear Sony rule. It should not do so, and
not only because of stare decisis. The suggested changes in
the general law of secondary liability would profoundly im-
pair Sony’s essential protection of product innovation, to the
detriment of future creators among others. Only Congress is
ingtitutionally suited to consider the challenges presented by
decentralized peer-to-peer file searching and sharing, to
assess its rea-world effects, to decide when legislative inter-
vention in market experimentation is advisable, and to choose
among possible context-specific legal regimes, as it has done
throughout the Copyright Act. The ruling below should
therefore be affirmed.

A. Factual Background

1. Respondents’ Software. The software that respondents
distribute (see JA78-91, JA92-124, Pet. App. 41a-44a; see also
JA440-65) is not necessary for computer users to share files.
Ordinary email, instant messaging, web browsers, and other
software allow users to send and receive files, including music
and video files. What software like respondents’ adds to that
capability is, at bottom, a mechanism for efficiently finding
other computer users who have files a user is seeking. The
user commands the software to send out “do you have a file
featuring X?” messages, to which other computers connected
to the Internet can automatically respond. The software is
wholly neutral as to the type of file sought, whether it contains
words, data, photographs, music, video, or other content.

Software to search for information on line, like software to
enable sharing of files, is itself hardly new. Yahoo, Google,

! The “X” in the search query might be the file name or a word that
appears in “indexing” parts of the file (often called “meta data”). For
example, songs encoded in the prevalent MP3 format commonly include
identifying information such astitle, artist name, and album name.
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and others enable searching. Those “search engines,” how-
ever, focus on the aways-on “servers” on the World Wide
Web: a search request produces a list of responsive Web
pages, which users, by mouse click, can transfer to their
computers. The software at issue here extends the reach of
searches beyond centralized Web servers to the computers of
ordinary users who are on line: searchers send a request to
an aready-online computer, which propagates the request to
computers to which it is connected, and so on for severa
steps until (through this exponential process) a large respon-
sive base is reached; in only seconds, the search generates a
list of responsive online users’ files—each user can fully
control what files are made accessible to others (JA253;
contra MGM Br. 4, 25, 46)—and files can then be down-
loaded by mouse click. Pet. App. 423, 44a. The software is
called “peer to peer” (P2P) because it enables ordinary users
to communicate with each other directly.

P2P software is compact and has proven easy to write.
Numerous versions are available—which together over-
shadow respondents’ versions in usage—some by commercial
ventures (e.g., LiméWire, BearShare, eDonkey, Kazaa, Ares),
others by hobbyists (e.g., Bit Torrent, Freenet, Gnucleus).
Some leave the searching to other tools and refine the
downloading function. Others refine what and how informa-
tion is presented to users or the means of finding other users’
files. For example, P2P software can be designed to search
indices of designated files on individual users’ computers; or
it can be designed to organize subgroups of computers and
create a common (ever-changing) index for that subgroup on
a particular user’s computer—selected automatically, without
the software creator’s intervention, based on factors like mem-
ory capacity or time on line—so that only the common index
need be searched, not every computer in the subgroup. Pet.
App. 6a-7a; JA254-55.

The terms “network”™ and “service” in the context of this
case, although common in informal or specialized references
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(including by respondents), can easily conjure a misleading
picture. As to “network”: respondents do not own or control
a “network” in the familiar sense of, say, a telephone com-
pany that owns and operates a set of physical lines and
associated equipment. All “network” means in the present
setting is the group of users of a particular computer language
(protocol) who happen to be on line at any given moment.
The “network” changes from instant to instant, as users sign
on or drop off: it is more a self-forming community of com-
mon language speakers within hearing distance than a “net-
work” in the familiar lay sense. The language is spoken over
physical equipment that is not owned or run by respondents,
but includes the user’s computer (e.g., an HP or Dell or IBM
machine running Microsoft’s Windows on an Intel or AMD
processor), the copper wire, coaxial cable, optical fiber, or
wireless band of a telephone or cable or wireless company,
and the equipment of Internet service providers like AOL.

The term “service” can also give a misleading picture. Re-
spondents supply users a piece of software, as Microsoft
provides software to users or Sony provided users a video
tape recorder. The product then functions for users to find
and transfer files without any need for continuing provision
by respondents of further goods or services to the users. In
this key respect, respondents differ from the original Napster,
which, after supplying software, operated a server that con-
tinually responded to each individua file-transfer request
with the very information that was essentia to that transfer:
the location of available files, even ones Napster alegedly
knew were not authorized for copying.? As the district court

2 See Pet. App. 5a; A & M Records v. Napster, 239 F.3d 1004 (9th Cir.
2001) (Napster 1); A & M Records v. Napster, 284 F.3d 1091 (9th Cir.
2002) (Napster I1). The Aimster service at issue in In re Aimster Copy-
right Litig., 334 F.3d 643 (7th Cir. 2003), cert. denied, 540 U.S. 1107
(2004), like the Napster service (and a “Scour” or “SX” service), continu-
aly furnished requesting users information necessary to individua file
transfers after receiving individual requests for files. Indeed, Aimster’s
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found, respondents (unlike Napster) could disappear tomor-
row and the software would continue to alow users to find
and transfer files. Pet. App. 45a.°

Respondents have post-distribution contacts with users, but
none that plays a role in finding and transferring files. Like
Microsoft (and Sony, presumably), respondents engage in
routine activities like offering updated versions for users who
want them and (in Grokster’s case) providing technical sup-
port. Moreover, when users go on line, respondents’ software
automatically and periodically contacts servers run by respon-
dents that send advertisements (for which respondents are
paid) to the user’s computer. The advertisement transmission
plays no part whatever in file searching or in file transfer, the
direct infringement. It occurs whenever a user is on line with
the program launched on the computer, regardless of whether
the user is active at all. JA87-88.%

servers actually found the file and instructed the host computer to send it
to the requester. See W. Fisher, Promises to Keep: Technology, Law, and
the Future of Entertainment at 112 (2004) (“like Napster and Scour,
Aimster was ‘centralized’ in the sense that the company’s own servers
managed all search requests, and thus closing down those servers would
destroy the network™).

3 petitioners’ expert first baldly opined that, without respondents’ pres-
ence, their software would “degrad[e]” over time, JA457, but the only ex-
planation he gave said much less: that bugs might not later be fixed if
respondents disappeared, id. At deposition he acknowledged the obvious:
if any such bug did not impair the file-sharing functionality at the outset,
it would not somehow come to do so over time; the code does not change,
so there is no spontaneous “degradation.” JA1196-202.

* Post-distribution contacts include other incidental communications
(Pet. App. 153, 18a; JA453-61), but the record is undisputed that, for the
versions of the software at issue, none of these contacts, including those
relating to the “auto.xml” file as it actually exists, enables respondents to
monitor or control what files users search for or download or upload, and
none is needed for users’ file-sharing activities. JA72-73, 87-90, 109-12,
1172-95 (petitioners’ expert’s concessions), 1207-08.
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A number of different “protocols” (a set of computer-lan-
guage conventions, like the “hypertext transfer protocol,” or
http, for the World Wide Web) exist for P2P software. One,
called FastTrack, was developed by Kazaa B.V., which, with
affiliated and/or successor entities, also wrote P2P software
using that protocol. Grokster is a licensee of that software,
whose source code Grokster does not control or even see.
Pet. App. 41a. StreamCast (under an earlier name, MusicCity)
originally licensed Kazaa’s software, but in February 2002
Kazaa cut off StreamCast, which, while retaining the name
Morpheus, then switched to P2P software that uses the
“gnutella” protocol rather than FastTrack. Id. at 44a. Where-
as the FastTrack protocol is proprietary to certain Kazaa-
based entities, the gnutella protocol is “open,” i.e., generally
available for others to use and modify. Id. at 6a JA95.
Within each protocol, the different “brands” of the software
interoperate: their users can share with each other.

2. Benefits of Peer-to-Peer File Sharing. The defining
characteristic of respondents’ software is its enabling of direct
user-to-user communication without central control. The de-
centraization offers large efficiency benefits, independent of
any issue of legal liability. It “significantly reduc[es] the

The versions of the software at issue do not provide users the location
of a first online contact (through “root supernodes™) or instant-messaging
connections (Pet. App. 42a-45a) and do not depend on any user registra-
tion or log-in. JA73-74, 84, 100-01, 773-74. Petitioners mischaracterize
the record in accusing respondents of willfully removing earlier Kazaa-
imposed registration and log-in requirements. MGM Br. 10. Kazaa caused
the change for both respondents—when it cut off StreamCast from the
FastTrack protocol (prompting StreamCast’s shift to the gnutella protocol,
which does not use such features), JA84, 708-22, 1058-59, JER8715, and
when it unilaterally changed the software it licensed to Grokster (which
had no control over the change in its software), JA73-74, 773-74. Even as
to the earlier software, evidence submitted by both respondents and peti-
tioners stated that file-sharing continued to function even when the
registration server was unavailable or a user name was deleted (a new one
could be created). See JA73, 201, 575-76, 1058-59; JER8710, 8724.
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distribution costs of public domain and permissively shared art
and speech, as well as reducing the centralized control of that
distribution.” Pet. App. 16a. Creators themselves benefit.

The economic benefits derive from severa undeniable facts:
there is tremendous storage and communication bandwidth
capacity aready present in the mass of end-users’ computers
and connections. If those capacities can be harnessed to be
accessible by any individual user seeking material of any form,
i.e., if material sought by a user already resides on other users’
computers that can be accessed over aready-in-place com-
munication lines, then it is a wasteful redundancy also to store
the materid on a group of centra servers, and to ingtal and
operate high-volume communication lines into and out of those
sarvers, especidly a high enough capacity to ensure service a
times of maximal usage. Both storage and bandwidth capacity
are saved by not centrally duplicating what is aready efficiently
availablein the end-user base.

The benefits of decentralized peer-to-peer arrangements
(compared to server-based arrangements), if set up well, go
well beyond cost savings. One is “robustness”: in a central-
ized system, a crash at the central repository (of memory, or
of communication links) takes down the system; in a peer-to-
peer arrangement, any single user’s difficulty leaves vast num-
bers of others accessible. Another is “scalability,” i.e., the
organic ability to self-adjust to different levels of demand for
particular data. At the low end, peer-to-peer arrangements
foster small “niche” communities interested in specialized or
arcane materia; for example, early fans of an unsigned per-
forming artist (one not signed by the tight-knit world of
record labels that control the scarce pre-Internet distribution
resources) can share their interest and, indeed, benefit the
artist through mouth-to-mouth promotion. Peer-to-peer ar-
rangements also provide efficiency benefits at the high end of
demand: the more any particular material is sought, the more
end-user computers will have it, and render it accessible over
the millions of diverse communication lines serving those
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computers, al without bulking up storage and bandwidth ca-
pacity on a centra server. Even Napster had scaability
problems, though it centralized only indices (not the music)
on its servers. J. Menn, All the Rave: The Rise and Fall of
Shawn Fanning’s Napster 247 (2003).

Achieving such desirable functionality with substantial cost
savings is practically a definition of economic progress. All
such efforts, of course, present challenges in actual imple-
mentation, making experimentation necessary. But peer-to-
peer file sharing arrangements indisputably offer promising
economic benefits. And the benefits are not only economic.
Such arrangements enhance political freedom in those places
where suppression of particular material might be attempted.
When access to materia relies on a central server, suppres-
sors can attack the hub (disable or delete material from the
server, snip the wires). Peer-to-peer arrangements, by elimi-
nating the hub, alow access to samizdat material stored on
any of millions of computers connected through millions of
links. 1t is harder to suppress a book if 50 million homes, not
only central libraries, have copies. See P. Huber, Orwell’s
Revenge 170-78, 182, 239-40 (1994).

In short, easy-to-use peer-to-peer file-sharing software has
obvious benefits, economic and otherwise, for creators as
well as consumers. See Address by Patrick Gelsinger, Intel
Chief Technology Officer, Aug. 24, 2000, www.intel.com/-
pressroom/archive/speeches/pg082400.htm. Condemning its
distribution as unlawful, as petitioners urge, would cause rea
socia harm.

B. District Court Proceedings

Petitioners’ suits alleged that respondents (and Kazaa-
related persons not before this Court, Pet. App. 7an.4) should
be liable for every infringement committed by users of their
software. JA15-64. In September 2002, respondents moved
for summary judgment: Grokster in full; StreamCast only as
to whether its then-current software (the gnutella-based
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Morpheus product introduced in March 2002) was secondar-
ily infringing, the critical question for going-forward pur-
poses. (Petitioners also sought summary judgment, but they
do not mention their motion here, MGM Br. 15, reflecting the
narrow scope of the ruling at issue.)

The district court rendered a carefully circumscribed ruling
in April 2003 (and reiterated the limits in June 2003, JA1213-
21). It explained that it was “consider[ing] only whether the
current versions of Grokster’s and StreamCast’s products and
services subject either party to liability.” Pet. App. 28a. It
expressly excluded “the question whether either Defendant is
liable for damages arising from past versions of their soft-
ware, or from other past activities.” 1d. All questions about
software and particular activities from before April 2003 (or
perhaps before the September 2002 motions—it makes no
difference here) were left for further litigation.

Within the defined limits, the court granted respondents’
motions (and denied petitioners’ motion, to the extent it over-
lapped). Id. a 24a25a° The court followed this Court’s
Sony decision and the Ninth Circuit’s Napster decisions.

Rejecting contributory infringement, the court found key
facts not in genuine dispute: Respondents “clearly know that
many if not most of those individuals who download their
software subsequently use it to infringe copyrights” (Pet.
App. 363; id. at 31a)°%; but “there are substantial noninfringing

®As to any broader aspects of Grokster’s or petitioners’ motions, the
court effectively deferred the issues until further proceedings, denying the
motions (without prejudice). 10A Wright, Miller & Kane, Federal Prac-
tice and Procedure: Civil 3d § 2728, at 525-26 (1998).

® petitioners repeatedly assert that “at least 90%” of the use of respon-
dents’ software was for infringement. MGM Br. i, 2-3 (citing Pet. App.
4da; JA439). The district court nowhere so found. Nor did the Ninth Cir-
cuit, which, at the cited page, noted merely that petitioners “allege that
over 90% of the files exchanged . . . involves copyrighted material.” Pet.
App. 4a (emphases added). That is twice removed from petitioners’ claim.
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uses for Defendants’ software,” present and future (id. at 334,
34a), and “Plaintiffs do not dispute that Defendants’ software
is being used, and could be used, for substantial noninfringing
purposes” (id. at 34a). The court also found that users of re-
spondents’ software “connect to the respective networks, se-
lect which files to share, send and receive searches, and
download files, al with no material involvement of Defen-
dants.” Id. at 45a. As a result: “If either Defendant closed
their doors and deactivated all computers within their con-
trol, users of their products could continue sharing files with
little or no interruption.” 1d. (emphasis added). Noting that
respondents “have undertaken efforts to avoid assisting users”
in infringement (id. at 46a) and offered users some technical
support and software updates (id. at 46a-47a), the court con-
cluded that respondents, in the end, “are not significantly dif-
ferent from companies that sell home video recorders or copy

All petitioners can legitimately point to is the recognition that, today, the
“vast majority of the files are exchanged illegally.” Pet. App. 8a.

Petitioners’ only percentage evidence was one expert’s study, which
did not cover StreamCast’s software, but only the FastTrack protocol
(Grokster, Kazaa, and others). JA434-49. The expert did not assert, or
prove, 90% infringement. He said only that (a) 75% of the files in his
sample were petitioners’ copyrighted works (JA439)—some of which
could well be shared without infringing (as fair use)—and (b) another
15% were “likely copyrighted” (JA439)—some of which is certainly
available for sharing without objection by the rights-holders (groups like
Phish and the Grateful Dead). The expert’s sampling, moreover, had sub-
stantial weaknesses (JER7355-81): e.g., the numbers represent files of-
fered, not transferred; only English-language words were searched, thus
excluding many video-game and software files (and foreign-language
material) authorized for sharing; the search excluded “adult” material
(identified by sex-related words in their titles), much of which may
be lawful and authorized for sharing; the results were skewed toward
music files, which have more searchable data; of all the music files from
Grokster users, 95% came from only four users. JER7378-80.

Notably, even a 10% figure for noninfringing downloads, applied to
petitioners’ 2.6 billion figure (MGM Br. 12), means 260 million lawful
downloads each month—significant by any sensible measure.
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machines, both of which can be and are used to infringe copy-
rights.” 1d. at 48a

Regarding vicarious liability, the court observed that it was
undisputed that “Defendants derive a financial benefit from
the infringing conduct” of the users of their software, because
“a significant proportion of Defendants’ advertising revenue
depends upon the infringement.” Pet. App. 493, 50a. (Nei-
ther the district court nor the Ninth Circuit found that respon-
dents could not sustain their small businesses without the
infringing activity. Contra MGM Br. 3.) The court found,
however, that the required element of control and supervision
under the existing arrangement with users was undisputedly
missing: “there is no admissible evidence before the Court
indicating that Defendants have the ability to supervise and
control the infringing conduct (all of which occurs after the
product has passed to end-users).” Pet. App. 54a. There
were disputed issues of fact about whether respondents could
feasibly and effectively change their software (id. at 52a
53a), but vicarious liability cannot rest on “the fact that a
product could be made such that it is less susceptible to
unlawful use, where no control over the user of the product
exists.” 1d. a S54a

After this ruling on part of the case, petitioners sought an
immediate appeal. The district court, in June 2003, amended
its April ruling, entered a partial final judgment (Fed. R. Civ.
P. 54(b)), and certified the ruling for appea under 28 U.S.C.
§ 1292(b). JA1213-21; Opp. App. 1la-10a. The court again
emphasized that it was ruling only on “the ‘current versions’
of Grokster’s and StreamCast’s software and services.”
JA1219-20. The court noted again that petitioners “had ad-
duced no evidence that Defendants materially facilitate or
contribute to the file exchanges that form the basis of these
lawsuits” (JA1217) and that petitioners “have essentialy not
disputed that Defendants’ software has current and potential
future substantial non-infringing uses” (JA1218).
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C. TheCourt of Appeals Decision

The Ninth Circuit affirmed on the limited issue before it—
“liability arising from present activities.” Pet. App. 4a. The
court first ruled that, under Sony, respondents cannot be liable
based on the offering and promotion of their software be-
cause, as the district court found to be undisputed, the soft-
ware is “capable of substantial or commercially significant
noninfringing uses.” Id. at 9a (footnote omitted). Declara-
tions show use of the software for sharing public-domain
works and many works authorized for distribution, including
by commercia performers. Id. a 10a-l1la. Whatever the
“vast majority” of uses are (or will be), the lawful uses are
substantial and “have commercial viability.” Id. a 11a, 12a
Sony’s test is therefore met.

There was no other basis for contributory infringement, the
court added. “[N]either StreamCast nor Grokster maintains
control over index files”; they do not “regulate or provide
access”’; and users could continue their file-sharing activities
(licit and illicit) even if respondents disappeared tomorrow.
Id. at 13a-16a. Moreover, athough respondents communicate
with the users of their software, the communications are “not
to facilitate infringement.” 1d. at 15a-16a, 18a. Respondents
thus lack the required knowledge of specific infringements at
the time of amaterial contribution. 1d. at 8a, 13a.

The court of appeals also affirmed the district court’s
rejection of vicarious liability. What respondents undisput-
edly lack, in the current versions of their software, is any
“‘right and ability to supervise’” individual users’ sharing of
individual files. Id. at 17a. Napster, in sharp contrast,
actually was in the middle of every file transfer. 1d. at 18a
19a. The law of vicarious liability does not require a
defendant to redesign its product to create an ongoing inter-
mediary, conduct-controlling role that it does not currently
have. 1d. at 19a-20a. Here, petitioners’ “evidence of the right
and ability to supervise [ig] little more than a contention that



13

‘the software itself could be altered to prevent users from
sharing copyrighted files.”” Id. at 19a

The court ended by noting that its decision was limited to
“the specific software in use at the time of the district court
decision,” with other conduct remaining for litigation in the
district court. 1d. at 20a-21a (emphasis added). Noting that
content markets traditionally have adjusted to disruptive but
beneficial new technologies, the Ninth Circuit reiterated this
Court’s admonition in Sony, 464 U.S. at 456, that legd
change in the area is properly left to Congress. Pet. App.
21a-22a.

SUMMARY OF ARGUMENT

Present governing law provides no support for petitioners’
claim in this Court that respondents are secondarily liable for
al infringing uses of their software. The clam fails under
Sony’s clear rule that the general offering of a product cannot
support secondary liability unless the product has no signifi-
cant noninfringing uses. Nor can petitioners otherwise pre-
vail on the two grounds for secondary liability that the 1976
Congress recognized when it gave copyright holders the
exclusive right to “authorize” copying and other acts (17
U.S.C. § 106): “contributory infringement,” which targets
participation in another’s specific, known acts of infringe-
ment; “vicarious liability,” which targets defendants that have
control over the direct infringer’s specific activities. H.R.
Rep. 1476, 94th Cong., 2d Sess. 61, 159-60 (1976); see Sony,
464 U.S. at 437-38 & n.18. Accordingly, petitioners need a
change of law to prevail here. But any legal change in this
area should be left to Congress.

|. Respondents’ software indisputably has significant non-
infringing uses as an article of commerce, and the Sony rule
therefore prevents contributory-infringement liability based
on respondents’ general provision of their software. Petition-
ers’ various arguments—specifically, about whether infring-
ing uses predominate or make the product commercially
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viable for particular defendants, about intent to profit, about
possible design changes—are plain departures from the Sony
rule, as is the whole attempt to replace a clear rule with an
uncertain multi-factor standard. Modifying the Sony rule as
petitioners suggest would, in fact, undermine Sony’s core
policy. It would deter investment in innovation by subjecting
innovators to standards that are unpredictable in application
and expensive to litigate, and put large sectors of the digital-
technology economy in the hands of entertainment-industry
incumbents with a vested interest in preserving their existing
business arrangements, to the detriment of both creators
and consumers.

II. Thereisno other basis for liability here. Beyond chal-
lenging the distribution of software itself, petitioners claim
contributory infringement based on past acts of respondents
that allegedly encouraged infringement or assisted individual,
known acts of infringement. But these contentions, which
would not support en-masse liability for al infringing uses of
respondents’ software regardless, are simply outside the lim-
ited scope of the ruling on appeal. Issues about respondents’
past conduct were not decided below, are not before this
Court, and remain to be litigated in the district court.

Petitioners also assert vicarious liability, contending that
respondents, by adopting a different design for their products,
would be able to control, and thus prevent, all the infringing
acts committed by users of their software. But, as the Gov-
ernment recognizes, the vicarious-liability standard recog-
nized by Congress does not embrace the provider of a product
that, as is indisputable here, gives the provider no control
over its customers’ individual uses of the product. Petition-
ers’ design-change proposal would impermissibly extend
vicarious liability beyond the principal-agent context without
congressional authorization, contrary to Meyer v. Holley, 537
U.S. 280, 285-91 (2003), and would threaten innovation by
subjecting product design to expensive and indeterminate
judicia second-guessing, contrary to Sony.
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1. With the Sony standard clearly governing this case,
and requiring affirmance, this Court should leave to Congress
any legal changes relevant to the peer-to-peer setting. Stare
decisis weighs heavily in the statutory context, particularly
when Congress is actively engaged in the area. Despite some
sky-is-falling pleas, there is no urgent need for judicial action.
And petitioners’ technology-specific grievance demands, at
most, a technology-specific legal response, when there has
been enough market experimentation and the myriad facts are
reliably understood. This Court could afford petitioners relief
only by expanding the general standards of secondary
liability, with inevitable collatera harm to numerous indus-
tries beyond the present P2P context. Congress, on the other
hand, can not only consider the technologica and market
facts relevant to when and what action is needed, but choose
among complex, regulatory, balanced, experimental re-
sponses to the specific problem. Congress has repeatedly
done just that in other contexts. Sony has served well as the
background general rule and should remain so.

ARGUMENT

|. Respondents’ Distribution of Their Software Is Lawful
Under the Express Rule of Sony v. Universal

Sony establishes a clear rule that no secondary copyright
liability attaches to the genera distribution of a product (or
the normal incidents of such distribution) as long as the
product has or is capable of substantial noninfringing uses.
That ssimple rule clearly applies here. Petitioners’ arguments
depart from Sony and would undermine its vital policies.

A. Sony Protects General Distribution Of A Product If
It IsCapable Of Significant Noninfringing Uses

This Court in Sony rejected two movie studios’ “unprece-
dented attempt to impose copyright liability upon the distribu-
tors of copying equipment” as an effort to give copyright
holders “control over an article of commerce that is not the
subject of copyright protection.” 464 U.S. at 421; id. at 441
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n.21 (“extraordinary to suggest” such control over product).
Sony undisputedly knew that its Betamax machines “would
be used to record copyrighted programs” (id. at 426), and
survey evidence showed that, almost certainly, most users
were, at one time or another, using the machines to make
copies other than simply to “time shift” (watch a program
once, later than when it aired)—though such time shifting
was “the primary use . . . for most owners.” Id. a 423.” The
Court nevertheless rgjected secondary liability, and did so by
adopting a clear rule of law.

Governing Principles And Existing Precedents. The Court
began with the pertinent principles, explaining that copyright
protection “is wholly statutory” and “has never recognized an
author’s right to absolute control of his work.” Id. at 431,
433 n.13. The extent of protection requires a “difficult
balance” that it has been Congress’s (not the courts’) job to
strike and to adjust. Id. at 429. Thus, Congress has repeat-
edly enacted targeted solutions to problems raised by “signifi-
cant changes in technology,” such as player pianos, photo-
copiers, cable and microwave television transmission, and
audio tape recorders. Id. at 430 n.11, 431. The Court
stressed the “judiciary’s reluctance to expand the protections
afforded by the copyright without explicit legislative guid-
ance” and its “deference to Congress when major technolog-
ical innovations alter the market for copyrighted materials,”
because it is Congress that has “the institutional ability to
accommodate fully the varied permutations of competing in-
terests that are inevitably implicated by such new technol-
ogy.” ld. at 431; seeid. at 456 (Congress may examine “this

" Fully 44% of users had more than 10 tapesin their library, and 42.1%
indicated plans for multiple viewings even of programs taped the previous
month. 464 U.S. at 424 n.4. The dissent noted the “surveys showing that
the average Betamax user owns between 25 and 32 tapes.” |d. at 483 n.35;
see Universal City Sudios Inc. v. Sony Corp. of America, 480 F. Supp.
429, 438-49 (C.D. Cal. 1979); 81-1687 Universal Br. 5 n.11 (69-75% of
users “maintain large libraries of off-the-air recordings”).
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new technology, just as it so often has examined other
innovations in the past,” but task is for Congress, not Court).

Within this framework, the Court described the limited
bases for secondary copyright liability in existing precedent.
Id. at 434-37. Its own precedent, Kalem Co. v. Harper Bros,,
222 U.S. 55 (1911), did not approve liability for merely
“supplying the ‘means’ to accomplish an infringing activity,”
but involved a defendant that “supplied the [infringing] work
itself.” 464 U.S. at 436. Indeed, the defendant’s actions—
making a movie of the book Ben Hur, then distributing it to
theaters for exhibition—may have been dramatizations, exhi-
bitions, productions, presentations, performances, or repre-
sentations of the book, directly infringing under § 1(b), (c), or
(d) of the 1909 Copyright Act, 35 Stat. 1075.

Subsequent lower court precedents for secondary liability,
Sony explained, were limited, involving “an ongoing relation-
ship between the direct infringer and the contributory in-
fringer at the time the infringing conduct occurred,” where
the latter “was in a position to control the use of copyrighted
works by others and [in fact] had authorized the use without
permission.” 464 U.S. at 437 (emphasis added).? The Court
readily concluded that Sony could not be held liable under
such pre-existing precedents, because Sony had no direct in-
volvement with users’ taping and had not influenced or
encouraged infringing taping. Id. at 438. The Court so held
despite the studios’ vigorous argument (like petitioners’ argu-
ment here) that Sony, knowing that many users would engage
in unauthorized copying, was inducing infringement by pro-
moting its product for copying through advertising and gen-

8 The Court noted the absence of liability of landlords who do “not
participate directly in any infringing activity,” comparing liability of a
store owner for infringement committed by the concessionaire hired to run
the store’s own record department as part of the store, and liability of a
manager who promoted its artists’ performances with “actual knowledge”
of the works they would perform. 464 U.S. at 437 n.18.
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eral technical assistance.’ The Court underscored the narrow
meaning of “direct involvement with any infringing activity”
(id. at 447) when it ruled that Sony “certainly does not
intentionally induc[e]” users to infringe or “supply its prod-
ucts to identified individuals known by it to be engaging in
continuing infringement.” Id. at 439 n.19 (emphasis added).

The Product-Distribution Rule. Having easily dismissed
any liability under existing standards, the Court noted that no
copyright precedent supported the studios’ demand—to im-
pose liability for selling “equipment with the constructive
knowledge of the fact that its customers may use that equip-
ment to make unauthorized copies of copyrighted material.”
Id. at 439. Turning to patent law as the best source of arule
defining when such copyright liability could be alowed, the
Court explained that 35 U.S.C. 8§ 271(c) sets a very stringent
test: there is no contributory liability for distributing unpat-
ented articles “unless they are ‘unsuited for any commer-
cial non-infringing use.”” 464 U.S. at 441, quoting Dawson
Chemical Co. v. Rohm & Haas Co., 448 U.S. 176, 198
(1980); id. (““no use except through practice of the patented
method’”; “‘the item must almost be uniquely suited as a
component of the patented invention’’) (emphases added).
That principle determined how to strike the “balance between
a copyright holder’s legitimate demand for effective—not
merely symbolic—protection of the statutory monopoly, and
the rights of others freely to engage in substantially unrelated
areas of commerce.” |d. at 442. The Court expressly held:

Accordingly, the sale of copying equipment, like the sale
of other articles of commerce, does not constitute con-
tributory infringement if the product is widely used
for legitimate, unobjectionable purposes. Indeed, it need
merely be capable of substantial noninfringing uses.

°81-1687 Universal Br. 12-13. The studios cited evidence that Sony,
over counsel’s advice, had even refused to include a warning against un-
authorized copying in its advertisements, fearing lost sales. 1d. at 45 n.97;
see Universal, 480 F. Supp. at 459.
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Id. The question was not what uses predominated, or whether
the product could be modified to reduce infringement, but
“whether the Betamax is capable of commercially significant
noninfringing uses.” 1d.*°

The Court held that test readily satisfied by private, non-
commercia time-shifting “both (A) because [the studios]
have no right to prevent other copyright holders from author-
izing it for their programs, and (B) because . . . even the
unauthorized home time-shifting of respondents’ programs is
legitimate fair use.” Id. (emphasis added). The sentence, by
its structure, indicates two reasons each of which suffices to
meet the test. Indeed, that is the only apparent reason the
Court discussed the first category at all, because time-shift-
ing, held to be fair use (id. at 447-55), was at the time the
“primary use . . . for most owners” (id. at 423). (The fair-use
guestion warranted resolution regardless because of its obvi-
ous independent importance to users.) The district court deci-
sion, which this Court reinstated, had expressly found that
Sony satisfied the patent-law standard even if the primary use

19 The Court adopted that standard, which makes no reference to possi-
ble product alterations, even though the dissent noted that “Sony may be
able . . . to build a [video recorder] that enables broadcasters to scramble
the signal of individual programs and ‘jam’ the unauthorized recording of
them.” 464 U.S. at 494. The studios also repeatedly pointed this Court to
the possibility of “technological modification” for that very purpose. 81-
1687 Universal Br. 2 n.4, 48, 54. They cited evidence, as well, that Sony,
upon learning that broadcasters could deploy a jamming mechanism, engi-
neered a way around it. Id. at 2-3 n.4, 45 n.97. And they contended that
Sony’s refusal to countenance a filtering mechanism showed that “there
would be little, if any, market for [video recorders] if they could not be
used for infringing purposes.” 1d. at 54.

Contrary to petitioners (MGM Br. 33-34), the Court articulated its dual-
use-product standard with no reference to any possible technological
filtering measures, and did so before any discussion of fair use. More-
over, the possible filtering that petitioners stress in this case (id. at 10-11)
would, like the technology mentioned in Sony, prevent copying of particu-
lar works outright, whether or not the copying was afair use.
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(time-shifting) was not fair use. Universal, 480 F. Supp. at
457-62.

The first significant permissible use, then, was to copy
material authorized for copying. This category, focused on
sports, religious, and educational programming (464 U.S. at
444 & n.24), the Court deemed “significant” despite the low
percentage of all usesit represented. 1d. at 444. The dissent
noted that, at best, “only 7.3% of all Betamax use is to record
sports events of all kinds” (id. at 494 n.45), and the surveys
evidently showed that sports, religious, and educational mate-
ria constituted “less than 9%” of recordings. 81-1687 Uni-
versa Br. 52-53. This figure—comparable to petitioners’
dubiously low 10% figure for lega use here (see note 6,
supra)—was enough. Indeed, the Court explained that a
copyright holder “may not prevail unless the relief that he
seeks affects only his programs, or unless he speaks for
virtually all copyright holders with an interest in the out-
come.” |d. at 446 (emphasis added).

The dissent in Sony (besides disagreeing about fair use)
proposed a standard for secondary liability that highlights
the protectiveness of the Court’s rule. The dissent pointedly
objected to the Court’s rejection of secondary liability “as
long as the product is ‘capable of substantial noninfringing
uses.”” Id. at 498. Asto actua uses, the dissent did not pro-
pose a predominance test condemning products whenever
misuse was a majority use, as the Ninth Circuit in Sony had
done. Rather, it said that there should be no secondary liabil-
ity as long as “a significant portion of the product’s use is
noninfringing” (id. at 491), evidently approving liability only
if “virtually all of the product’s use . . . is to infringe,” i.e., “if
no one would buy the product for noninfringing purposes
alone.” 1d. With even the 9% figure for authorized copying
uncertain, the dissent urged a remand to determine the
proportion of infringing use. Id. at 492-93.
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B. The Sony Rule Protects Respondents’ Software

Both courts below correctly recognized that respondents in
this case had easily established not only that their software was
capable of significant noninfringing uses, but that it was being
so used. The district court explained that StreamCast’s
Morpheus “is regularly used to facilitate and search for public
domain materids, government documents, media content for
which distribution is authorized, media content as to which the
rights owners do not object to distribution, and computer soft-
ware for which distribution is permitted,” and “[t]he same is
true of Grokster.” Pet. App. 33a (citations to evidence omit-
ted). Even petitioners’ figures would suggest hundreds of mil-
lions of legitimate downloads a month. Note 6, supra.

Numerous performing artists, from Janis lan, Bela Fleck,
and John Mayer to bands such as Phish, Pearl Jam, and the
Dave Matthews Band, have authorized free file-sharing.
JA125-29; JER645-51. The Internet Archive relies on P2P
file-sharing to distribute many (over 17,000) concert re-
cordings from over 700 musical groups. JA137-42. (See also
ACLU Amicus Br.) Computer programs (“shareware” and
“freeware”) are widely authorized for such distribution.
JA160-61; JER7608. Ventures such asthe Prelinger Archives,
GigAmerica, Red Mind, and Jve Media have built com-
mercid businesses by using peer-to-peer file-sharing to
promote and distribute hundreds of thousands of authorized
copies of music, video, and video-game content. JA143-64,
322-24; JER502-05. (See also Harvard Berkman Center,
Content and Control (Jan. 7, 2005), App. I11.) Project Guten-
berg and the Internet Achieve, to reduce their costs, rely on
P2P software to share public-domain works (JA130-43, 169-
71)—such as Shakespeare plays, the King James Bible, the
Koran, the Communist Manifesto, and Plato’s dialogues, al
found by petitioners’ expert (JER752.109-13).

The capability of respondents’ software for still further
legitimate uses as a communication tool, helping creators as
well as consumers, is clear from its inherent economic and
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other benefits. See pages 6-8, supra; JA149-64; Gelsinger,
supra. Even focusing just on musical performers today, those
benefits offer otherwise-unavailable opportunities for reach-
ing an audience. Many, perhaps the great majority of, artists
receive no royalties from CD sales under major-label record-
company contracts,** which serve instead chiefly to attract
audiences for concerts or other activities. Free online file-
sharing of such artists’ future music (of recorded concerts, of
non-major-label recordings) may serve that function at much
lower expense. Many other artists are not signed at al by the
four magjor labels. For them, using online file-sharing opens
wholly new possibilities for exposure. P2P’s benefits of mas-
sive cost savings, robustness, niche-market service, and scal-
ability clearly make it capable of substantial legitimate uses.

Contrary to the Government (US Br. 5, 23-24, 17), nothing
in Sony’s clear rule requires that noninfringing uses suffice
to make the product commercialy viable, let alone for the
particular defendant. Cf. MGM Br. 35. This Court reversed
the Ninth Circuit in Sony without any such inquiry, and the
Court’s reference to “commercially significant . . . uses” im-
ports no such requirement. 464 U.S. at 442. The term
“commercial” is not even part of the express statement of the
Sony rule, id., because the term plays such a limited role: to
assure merely that the noninfringing uses add value as an
article of commerce, i.e., are among the reasons consumers
want the particular product (rather than a substitute with
lesser features). Not surprisingly, the source of Sony’s rule,
patent law, imposes no “commercially viable” requirement,
but merely refers to a “article or commodity of commerce”
being suitable for substantia noninfringing use (35 U.S.C.
8 271(c)), excluding only uses that are “farfetched, illusory,

" See Fisher, at 19-20, 55-56, 77; Content and Control, at Al-4;
Testimony of Amicus AFTRA (2001), www.musicdish.com/mag/?id-
=4451; Courtney Love, Courtney Love Does the Math, Salon, www.salon-
.com/tech/feature/2000/06/14/love.
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impractical or merely experimental.” D. Chisum, Patents
8§ 17.03[3] a 17-62 (2004); Intellectua Property Owners
Ass’n (IPO) Amicus Br. 12-13.

The reasons for rgjecting the proposed commercial-viabil-
ity inquiry are clear. It would senselessly make some busi-
nesses liable, and others not liable, for the identical conduct
of selling the identical product. And it invokes a concept
with no consistent, nonarbitrary meaning or workable appli-
cation in the business world. Even for a product, the contri-
bution it makes to profits (its “commercial viability”) in a
particular multi-product firm is rarely a stand-alone proposi-
tion, but depends on inherently indeterminate accounting for
potentially massive common costs (e.g., R&D, administra-
tion, shared equipment and facilities, marketing), equaly in-
determinate judgments about how it helps sell other products,
and other factors. Businesses commonly guess wrong about
their products, as the entertainment industry well knows and
as recognized in the deferential business-judgment rule. The
problems get markedly worse if particular uses of products,
not the products themselves, must be evaluated for their con-
tribution to profits. Indeed, as intrinsically uncertain as such
guestions are in a mature business, they can be positively
nonsensical for innovations in digital markets, where venture-
capital investments often are made and businesses launched
without concrete plans about how to make money, trusting
that a good idea will eventually bear fruit. Petitioners’ judi-
cia inquiry, aside from arbitrarily distinguishing firms en-
gaged in the identical conduct, thus presents unknowable
risks for investors (and for noncommercia innovators). See
Digital Media Ass’n (DiMA) Amicus Br. 12-13.

In short, the products at issue here, like the product at issue
in Sony, fal squarely within the protection of Sony’s rule.
Here, as there, despite known widespread misuse, the prod-
ucts provide legitimate benefits to large numbers of users;
and it is the same product capabilities that enable proper and
improper use. Here, as there, the products benefit many crea-
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tors of copyright-protected works and copyright owners
themselves. Sony’s rule thus protects the general offering and
promotion of the software at issue here, and continued inno-
vation in that software, against patent-like control by copy-
right holders.

Unable to satisfy Sony’s clear rule, petitioners try to fall
back (MGM Br. 17-19, 27) on Sony’s observation that copy-
right law “must strike a balance between a copyright holder’s
legitimate demand for effective—not merely symbolic—pro-
tection of the statutory monopoly, and the rights of others
freely to engage in substantially unrelated areas of com-
merce.” 464 U.S. at 442. This treatment of Sony is imper-
missible. The relied-on statement merely formulates the
statutory-construction question. The Court’s answer was that
a dual-use product is noninfringing—in short, is part of a
“substantially unrelated line of commerce”—whenever it is
“merely . . . capable of substantial noninfringing uses.” Id.
It is the answer, not the question, that establishes the govern-
ing rule having precedential force, even for cases presenting
different facts, as the Court recently affirmed. Clark v.
Martinez, 125 S. Ct. 716 (2005).

C. The Sony Rule Safeguards Innovation In Products
With Legitimate Uses

Copyright liability for genera distribution of a dual-use
product inevitably harms the legitimate uses of a product as
well as impeding its improper uses. Avoidance of that harm
as beneficial new products are created is the central substan-
tive rationae for the clear Sony rule.

This Court has recognized the importance of the law’s
protection of “risk taking that produces innovation and eco-
nomic growth,” of “safeguard[ing] the incentive to innovate.”
Verizon Communications Inc. v. Law Offices of Curtis V.
Trinko, 540 U.S. 398, 407 (2004). It is now well accepted
that economic progress is fundamentally dependent on con-
tinuing innovation—on what Joseph Schumpeter called the
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“perennial gale of creative destruction,” through technologi-
cal advances tested and perfected in the marketplace.? Pro-
tection of product innovation is the centra commitment of
patent law specifically.®® Sony adopted a strict rule precisely
to avoid allowing general copyright duties to trench on patent
law’s provenance over technological innovation, leaving Con-
gress to enact any needed technol ogy-specific copyright rules.
464 U.S. at 421, 430 n.11.

Sony’s clear rule protects not just the benefits of the par-
ticular innovation at issue here, including the dramatic lower-
ing of search-and-distribution costs that can provide an
audience for many speakers, writers, and performing artists
that cannot secure scarce entertainment-industry resources
and attention. The rule protects beneficia innovations like
phonographs, radio, cable television, the VCR, photocopiers,
audio cassette decks, Sony’s Walkman, TiVo, CD and DVD
burners, and Apple’s iPod. And it protects yet-unrealized, or
unimagined, future improvements and innovations that will
benefit creators and consumers tomorrow.

Abandonment of the protective Sony rule would threaten
innovation in obvious ways—as indicated, eg., by the
already-filed (light-green) amicus briefs of DIMA, IPO, and

123, Schumpeter, Capitalism, Socialism, and Democracy 84 (Harper-
Perennial ed. 1976); see F. Scherer, Innovation and Growth: Schumpete-
rian Perspectives vii (1984) (“technological change has had, and will
continue to have, much more of an impact on material well-being than the
niceties of static resource alocation to which microeconomists devote
most of their attention”); Brodley, The Economic Goals of Antitrust:
Efficiency, Consumer Welfare, and Technological Progress, 62 N.Y.U. L.
Rev. 1020, 1026 (1987) (“technological progress is the single most impor-
tant factor in the growth of real output in the United States and the rest of
the industrialized world”); W. Baumol, The Free-Market Innovation
Machine: Analyzing the Growth Miracle of Capitalism (2002).

3 Festo Corp. v. Shoketsu Kinzoku Kogyo Kabushiki Co., 535 U.S.
722, 730-32 (2002); Markman v. Westview Instruments, Inc., 517 U.S.
370, 390 (1996); Bonito Boats, Inc. v. Thunder Craft Boats, Inc., 489 U.S.
141, 146 (1989).
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the Business Software Alliance (BSA), who represent large
segments of the economy. See also IEEE Amicus Br.
Innovation is a multi-step process of “invention, entrepre-
neurship, investment, development, and diffusion.”** All of
this costs money.'®> The greater the risks and costs of either
liability or litigation, the less investment will flow into the
costly steps of innovation, to the detriment of future creators
and consumers aike. A departure from Sony’s rule would
dramatically raise these risks and costs, which cannot be
managed by the courts. Cf. Central Bank of Denver, N.A. v.
First Interstate Bank of Denver, N.A., 511 U.S. 164, 189
(1994) (rgecting aiding and abetting 10b-5 cause of action,
citing “uncertainty and excessive litigation”).

D. Petitioners’ Proposals Would Alter The Sony Rule

And Impair ItsRationale

Petitioners’ arguments all would involve a departure from
the Sony rule, not an application of it. Initially, petitioners
seem to suggest by their quotation of Gershwin Publ’g Corp.
v. Columbia Artists Mgmt., Inc., 443 F.2d 1159, 1161-62 (2d
Cir. 1971), and repeated references to “assisting” infringe-
ment, that liability attaches to providing tools that materially
aid copying, with general “knowledge of the infringing activ-
ity,” rather than knowledge of specific infringing acts. MGM
Br. 17,18, 23, 26, 27. That suggestion misreads Gershwin

Y F. Scherer & D. Ross, Industrial Market Sructure and Economic
Performance 616 (3d ed. 1990); id. at 616-20 Scherer, at 6 (“once the
necessary inventions are available, the development of new products or
processes to the innovation stage depends largely upon the allocation of
human and material resources in order to solve through costly trial and
error the detailed problems of technical advance™); Baumol, at 10.

> gcherer & Ross, at 615 (“Technical innovations do not fall like
manna from heaven. They require effort—the creative labor of invention,
development, testing, and introduction into the stream of economic life.”);
cf. AT&T Corp. v. lowa Utilities Bd., 525 U.S. 366, 429 (1999) (Breyer,
J., concurring in part and dissenting in part) (noting the “the investment
necessary to produce complex technological innovations”).



27

(which involved specific knowledge) and contradicts Sony.
464 U.S. at 437 n.18 (discussing Gershwin). Sony itself pro-
vided an essential tool for copying, which it promoted, with
general knowledge of infringing use. Pages 17, 19 & nn.9,10;
Sony dissent, 464 U.S. at 458-59 (Sony promoted taping
shows and building libraries). The Court squarely held that
conduct insufficient to support liability.

Petitioners’ less sweeping arguments are equally a depar-
ture from Sony. For one thing, petitioners refuse to state a
clear rule of law at al, but present a mishmash of consid-
erations, whereas Sony sharply separated the general offering
of a dua-use product from participation in specific known
acts of infringement and then stated a clear rule of law for the
former situation. In any event, petitioners depart from Sony
in the particular considerations they advance as potential
bases of liability: (a) that infringing uses of a product
predominate; (b) that the product offeror intends to profit
from increased use, including misuse, of the product; and (c)
that the product could be redesigned to reduce misuse. MGM
Br. 23, 26, 27, 30-38, 40-44; Songwriter Br. 10-14; see also
US Br. 13-21. Each of these variations would alter Sony’s
clear rule. And they would undermine its rationale of protect-
ing innovations that have legitimate uses, by introducing
debilitating uncertainty and risk to would-be investors in the
vast realm of digital products, which are inherently useful for
copyrighted content.

Predominant Use. By its plain terms, the Sony rule
protects products regardless of whether illegitimate uses pre-
dominate at some moment (which can change drastically over
time). 464 U.S. at 442. Even as to present uses, the Court
barred liability as long as the product is “widely used” with-
out infringement—which says nothing about whether other
uses predominate. Id. The Court then lowered the threshold
for protection still further: the product need only be “capable
of substantial noninfringing uses.” Id. That standard, high-
lighted by the dissent, precludes any predominance inquiry,
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which could hardly be conducted as to yet-unestablished uses.
A predominance inquiry also is inconsistent with the Court’s
holding that all it needed to consider was “whether the
Betamax is capable of commercially significant noninfringing
uses,” not the totality of possible uses. Id.

A predominance inquiry, moreover, is foreign to the patent-
law standard that Sony expressly borrowed, as this Court
itself described that standard. Page 18, supra.'® Condemning
distribution of a dual-use product under a predominance test
is incompatible with the central idea underlying the capable-
of-substantial-noninfringing-use standard in both the patent
and copyright contexts: that the legitimate uses, when more
than insignificant, should not be sacrificed by condemning
the product. And, in applying its standard, the Court in Sony
relied on and protected the category of authorized copying, at
most only 9% of uses. Page 20, supra. Sony’s rule thus
involves no predominance inquiry.

Nor should the Court require such an inquiry now. Even
aside from stare decisis, a predominance inquiry would
threaten innovation by embroiling investors in incurably
unreliable and costly litigation. See Wu, Copyright’s Com-
munications Policy, 103 Mich. L. Rev. 278, 349 (2004). At
the early investment stage, there are no usage data available
a al, and no one may have any reliable idea what uses will
predominate once the product is launched. Thereafter, meas-
uring usage may be difficult, expensive, and uncertain, as this
case illustrates (see note 6, supra); so too will assessing what
uses are legal, because copyright standards, particularly fair-

1464 U.S. at 441; see Menell Amicus Br. 10-11 (arguing against bor-
rowing from 35 U.S.C. § 271(c), but not suggesting that “primary use”
standard can be found there); Dawson, 448 U.S. at 199 (for patent-law
contributory infringement, standard is “no use except through practice of
the patented method”); Alloc, Inc. v. ITC, 342 F.3d 1361, 1374 (Fed. Cir.
2003) (same), cert. denied, 124 S. Ct. 2390 (2004); C.R. Bard, Inc. v. Ad-
vanced Cardiovascular Sys., 911 F.2d 670, 674 (Fed. Cir. 1990) (same).
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use standards, are notorioudly full of gray areas and expensive
to litigate, as Sony and Campbell v. Acuff-Rose Music Inc.,
510 U.S. 569 (1994), indicate. In any event, and decisively,
the mix of uses is highly likely to change greatly over time,
making judicial assessments of predominance a form of
guesswork and precluding any meaningful finality.

Beyond that, the facts themselves are readily subject to
control by atightly knit set of incumbent businesses (studios
and labels): by deciding either to authorize or not to authorize
use of their content, they can themselves dictate the propor-
tion of lawful uses. The mix of VCR uses, for example,
obviously changed greatly when the studios agreed to license
their movies for cassette rental and purchase. How is a court
to factor in the effect on usage data, present and future, of the
incentive to protect existing business arrangements against
threats from new technologies? More to the point, how is an
investor to predict, long in advance, the likely outcome of all
the uncertain judicia inquiries? A predominance inquiry
would “wreak havoc in practice.” DIMA Amicus Br. 25; BSA
Amicus Br. 13-16; IPO Amicus Br. 13; IEEE Amicus Br. 12-14.

Profit Motive. Equally problematic, and foreign to Sony,
would be an inquiry into whether the product seller intends
to profit from increased use, including infringing use. The
Court in Sony did not rely on lack of profit motive; nor could
it have. Sony plainly profited from greater use, including
infringing use. The Betamax was more valuable the more it
could be used, so that Sony could sell more and perhaps even
charge more. Moreover, Sony sold more tapes the more the
machine was used; and library-building, not time-shifting,
drove the need for tapes. See Sony dissent, 464 U.S. at 486;
Universal, 480 F.Supp. at 462 (tapes); notes 9, 10, supra.
Not surprisingly, Sony’s clear rule turns not at all on profit-
making intent.

To condemn a profit motive would, in fact, paralyze
investment in any product with potential infringing uses.
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Investors and their companies would routinely have it held
against them that they seek to make money off increased use
of the product. However true the quip that “‘[n]o man but a
blockhead ever wrote, except for money,”” Acuff-Rose Music,
510 U.S. at 584, investors in innovation typically hope (even-
tually) to make money off the resulting products. They will
fully recognize that the more consumers use a product, the
more valuable it is to them, the more they will buy, and the
more they will be willing to pay (in cash or other value). Itis
therefore practically inherent in a dual-use product that the
sellers will profit from misuse as well as proper use, and they
will be subject to a finding of intent to profit from misuse,
creating an almost universal legal risk under petitioners’
approach.*

Redesign. Finaly, the Sony rule protects, and must protect,
distribution of products without regard to whether they might
be redesigned to reduce infringement. Possible modifications
to Sony’s Betamax were expressly and repeatedly called to the
Court’s attention. See note 10, supra. Yet the Court an-
nounced its test and applied it to rule for Sony without finding
any need to inquire into such redesigns. Petitioners’ urging of
such an inquiry, like their other suggestions, is thus flatly
contrary to Sony’s express rule, which, when a product has
significant legitimate uses, requires that copyright holders
target misuses, not the tool, or seek relief from Congress.

The prospect of litigation over possible design changes

would inhibit investment in innovation. Anyone contemplat-
ing a new product, or investing in the development of one,

Y The claim that respondents sought users that previously had used
Napster (MGM Br. 25), aside from referring to “past” conduct not before
this Court, adds nothing. To market consumer P2P software at all, with
its tremendous legitimate benefits, is necessarily to seek former Napster
users—80 million people, at its height (Fisher, at 111)—who may employ
the technology for wholly legitimate uses. Of course, the industry-
supported pay service initialy called PressPlay, acquired by Roxio, has
recently taken the Napster name precisely to attract Napster users.
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would face the rea prospect that one or more copyright
owners—potentialy threatened in their existing business
arrangements—would sue to launch uncertain and expensive
litigation over how the product might have been designed
differently. What design changes are possible, and how
would they actualy affect misuse? What would they cost to
implement, and (relatedly) how close to perfection in elimi-
nating misuse must the design changes be? How would the
design changes adversely affect the product’s price or legiti-
mate functionality? Many of these essential questions will be
empirically unanswerable, turning on mere predictions about
untested marketplace responses and the costs of implement-
ing something new and untried. Most if not all will trigger
complex disputes among experts, including those relying on
third-party companies (like some amici here) touting their
wares as design changes. JA181, 224, 228 (cited MGM Br.
11). The district court here found a genuine dispute over the
costs and benefits of filtering aternatives (Pet. App. 52a
53a), and this case is anything but idiosyncratic.

As the Government recognizes, such an inquiry “would
have the undesirable effect of chilling technological innova-
tion and constraining the product development options of
developers of software and other digital technologies.” US
Br. 19-20 n.3": see DIMA Amicus Br. 2-3. Congress, in re-
lated legidlation, itself has recognized the overriding difficul-
ties with demanding such design changes. The 1998 Digital
Millenium Copyright Act (DMCA) added protections for
copyright holders’ encryption efforts (17 U.S.C. §§ 1201-
1205) and safe-harbor provisions for Internet service compa-
nies (8 512). In the former context, Congress repudiated
inquiries into possible design changes firms might make to

8 The Government, having recognized this obvious point, fails to
recognize that the same chilling effect is present under an approach that
treats redesign as one factor in a secondary-liability standard—especially
one that adds uncertainty to the legal regime. See US Br. 19-20.
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aid copyright holders’ encryption efforts (§ 1201(c)(3)); in
the latter, it likewise repudiated inquiries into possible
changes the service companies might make to assist in moni-
toring infringement (8 512(m)). The Sony rule should not
now be altered to add such design-change inquiries.

The just-discussed investment risks presented by all of
petitioners’ proposed modifications to Sony—ranging from
predominance to redesign—are anything but speculative.
Copyright holders have been nothing if not aggressive in
suing (Lemley & Reese, Reducing Digital Copyright In-
fringement Without Restricting Innovation, 56 Stan. L. Rev.
1345, 1347, 1384 (2004); Fisher, at 133), and litigation over
the issues petitioners propose to inject would be uncertain and
expensive. That is so not only for the companies involved,
but for individuals: in Napster and other cases, copyright
holders have directly sued investors, officers and directors,
and even lawyers, embroiling them in costly litigation long
after the company went bankrupt.

Litigation costs aside, the prospect for investors includes
the dramatic consequences of guessing wrong about all of the
issues petitioners would inject into the liability standard.
Large investments in developing a product can be wiped out
by enjoining distribution (or by litigation costs alone). See
Fisher, at 133 (features of Replay TV dropped after suit and
subsequent bankruptcy). As important, the nondiscretionary
“statutory damages for all infringements involved” (§ 504(a),
(¢)), which the plaintiff can elect instead of proving any
actual damages or lost profits, can be ruinous, given that a
mass-market product is commonly used by literally millions
of people. Statutory damages are set at $750 to $30,000
(reducible to $200 if the infringer “was not aware and had no
reason to believe” it was infringing). § 504(c)(1), (2) (em-
phasis added). The text and legidlative history indicate that
statutory damages are obligatory and that the “minimum
statutory damages for each work must be awarded” once for
each different individual infringer of the work (seemingly
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once for each non-identical group of liable infringers). 1976
House Report at 162; P. Goldstein, Copyright § 12.2.2.2 (2d
ed.). Given the millions of users of mass-market products,
the mandatory damages quickly reach hundreds of millions or
billions of dollars. (A single iPod may hold 3,000-15,000
songs, Apple has sold more than 10 million.) The rigid,
severe remedia regime of the Copyright Act underscores the
importance of Sony’s clear rule to safeguarding investment in
innovation across numerous industries.

II. Other Possible Bases For Secondary Liability Are Not
Applicable As The Case Comes To This Court

Congress in 1976 recognized two grounds for secondary
copyright liability. As described in the 1976 legidative his-
tory and in Sony, 464 U.S. at 437 n.18, both rested on in-
volvement in specific acts of infringement, through participa-
tion in or actual supervisory power over them.’* Neither
ground supplies any basis for secondary liability on the only
issue before this Court—whether respondents’ general supply
of their software renders them liable en-masse for al infring-
ing uses.

¥ The 1976 House Report, discussing “contributory infringers,” gave
asits sole explanation a classic case of direct participation in infringement
(of the public-performance right, in the example given): “For example, a
person who lawfully acquires an authorized copy of a motion picture
would be an infringer if he or she engages in the business of renting it to
others for purposes of unauthorized public performance.” Id. at 61. The
same report, discussing “[v]icarious [l]iability,” noted the rejection of an
amendment “to exempt the proprietors of an establishment, such as a
ballroom or night club, from liability for copyright infringement commit-
ted by an independent contractor, such as an orchestra leader.” Id. at 159.
The Committee explained: “To be held a related or vicarious infringer in
the case of performing rights, a defendant must either actively operate or
supervise the operation of the place wherein the performances occur, or
control the content of the infringing program, and expect commercial gain
from the operation and either direct or indirect benefit from the infringing
performance.” Id. at 159-60.
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A. Claims Of Contributory Infringement Liability For
Urging Infringement Or Assisting Specific Known
Acts Of Infringement Are Not Before This Court

As their second basis for “contributory infringement,” peti-
tioners assert that respondents, beyond engaging in normal
distribution of their product, affirmatively urged infringing
uses and otherwise participated in individualy identified,
specific, known acts of infringement. E.g., MGM Br. 25-29.
But this contention is simply outside the case in its posture in
this Court, which concerns only ongoing en-masse liability
for users’ infringements based on the software itself, not any
isolated past acts with isolated effects.

The district court’s only ruling was confined to the “cur-
rent” software and services of respondents, excluding all past
versions of the software and past activities. Pet. App. 28a.
Only that ruling was certified for appeal. JA1213-31. The
Ninth Circuit limited its decision to that ruling, i.e. to respon-
dents’ current software and their ongoing role in its operation.
That limit was jurisdictionally required by 28 U.S.C.
§ 1292(b). Yamaha Motor Corp., U.SA. v. Calhoun, 516
U.S. 199, 205 (1996).*° Nothing else is before this Court.

% The grant of partial summary judgment to respondents is not prop-
erly treated as a refusal of an injunction appealable under 28 U.S.C.
§ 1292(a)(1), see Carson v. American Brands, Inc., 450 U.S. 79, 84
(1981); 16 Wright, Miller, & Cooper, Federal Practice and Procedure:
Jurisdiction 2d § 3924.1, at 175-80, 193-96 (1996), but even if it were,
review would be limited to the only arguable refusal of an injunction that
exists—the district court’s limited ruling that the current software and
services supported no secondary liability. Seeid. § 3921.1, at 25-27, 39,
42. (The denial of petitioners’ summary judgment motion, with no re-
quest for a preliminary injunction, is clearly outside Section 1292(a)(1).
Id. §3924.1, at 172-73.)

In the Ninth Circuit, the MGM petitioners recognized the limited scope
of the issug, i.e., the lawfulness of respondents’ “‘current versions’ of their
products and services,” not “earlier versions of their networks or other past
activities” CA MGM Br. 7 (emphasis added). In seeking an immediate
appedl, they affirmatively asserted that what the district court had decided
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Everything else remains for litigation in the district court
regardless of the outcome here.

Within the scope of the ruling at issue, then, there plainly
was no proof of the required participation in direct infringe-
ment. Sony readily rejected any direct-participation liability
even though Sony was supplying the means for infringement,
had general knowledge that many if not most users were en-
gaged in unauthorized copying (including illicit librarying),
advertised the product for use in copying, refused to include
warnings in advertising, provided instructions on use, sought
to profit, and (presumably) warrantied and updated its
product (all to make copying easier). Petitioners have shown
nothing more here.

They have not shown that (within the limits of the ruling
at issue) respondents urged, encouraged, requested, argued
for, or promoted (“induced”) any infringing act. For all their
efforts to intimate otherwise, petitioners have identified no
such communication to users promoting unauthorized sharing
of copyrighted files (they label as “promotional materials”
certain pitches to would-be advertisers, not to users). MGM
Br. 6-8, 25.*% In any event, in the Ninth Circuit petitioners
presented no such evidence, but claimed only knowledge
(even that, at the en-masse level, which is what matters), and

(“the legality under the Copyright Act of Grokster’s current system” and
“the legality under the Act of StreamCast’s current system”) is “distinct
and severable” from what it had not decided (“the Court expressly reserved
decision on claims involving Grokster’s and Stream-Cast’s ‘past versions of
their software, . . . or other past activities’). D. Ct. MGM Br. on Section
1292(b) Certification at 3 (first emphasis added).

2 BEven as to “past activities,” while petitioners cite an email to one
user (JA808), they ignore the anti-infringement warnings in the very user
licenses (for earlier versions of respondents’ software) they cite. JA338-
39, 344, 999-1000, 1006. The district court noted respondents’ efforts to
avoid assisting infringement, Pet. App. 46a: e.g., Grokster warned users
upon receiving infringement notices from petitioners—who then stopped
sending notices, JA75-77, 325-29, 334-35. See JA200, 575 (Morpheus).
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thus cannot do so here. See CA MGM Br. 28-29, 48; CA
Lieber Br. 12-19.%2

Nor can petitioners claim here that respondents, knowing of
any particular act of impending infringement, lent materia
assistance to that act. Decisively, petitioners argued in the
Ninth Circuit only that respondents were liable for the mass
of misuse collectively, which is the only issue of conse-
guence. Petitioners did not argue that, even if there is no
genera liability, there were certain instances of particularized
knowledge for which respondents should be liable. Indeed,
the only instances of even-arguable particularized knowledge
cited to the Ninth Circuit were five emails in which respon-
dents answered requests for technical help that referred to
named works. CA MGM Br. 29, citing JA811, 813, 820, 941,
943. Those emails, and the dlightly larger current set (MGM
Br. 8, citing JA809-17, 820, 941-54), are “past” conduct
excluded from the ruling at issue. Pet. App. 28a.%

Z1n the patent-law context, 35 U.S.C. § 271 carefully distinguishes
conduct-specific “inducement” (§ 271(b)) from contributory infringement
based on product distribution (8 271(c)). The latter expressly precludes
liability for sales if there is a “substantial noninfringing use” (as in Sony);
the former requires that the defendant, with the “specific intent” to pro-
duce infringement, actively “promote or encourage” the infringing use.
Warner-Lambert Co. v. Apotex Corp., 316 F.3d 1348, 1364 (Fed. Cir.
2003). See MGM Br. 29 (patent-law standard: “‘active steps are taken to
encourage’”); Henry v. A.B. Dick Co., 224 U.S. 1, 48 (1912) (inducement
where infringing use “invoked by advertisement”); Fromberg, Inc. v.
Thornhill, 315 F.2d 407 (5th Cir. 1963) (defendant instructed customers
how to commit infringement); Chisum, § 17.04[4]. As amicus |IPO
stresses (Br. 9 n.7), the “objectively promotional behavior” requirement is
needed to avoid “a chilling effect on legitimate innovation.”

% Even the “past” evidence, aside from being spotty, has evident weak-
nesses. For example, petitioners did not prove copyrights in the works
mentioned in the handful of emails from February or March 2002 (JA941-
54). See Pet. App. 46an.9; JER59-62. Nor did petitioners prove that the
emails actually assisted any infringing act; and some gave advice about
the noninfringing act of playing already-downloaded files. JA809-13,
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In any event, any such isolated events are critically differ-
ent from conduct inherent in a mass distribution of the
software. Only the latter could, as petitioners demand, gener-
ate secondary liability for every infringing use of the software
and support commensurately broad relief. With narrower
kinds of conduct, such as a statement urging use of the
product for infringement, the harm would be dramatically
narrower, and liability and relief would be commensurately
narrow, under the basic principle that relief must be tailored
to the wrong. Friends of the Earth, Inc. v. Laidlaw Environ-
mental Servs,, Inc., 528 U.S. 167, 193 (2000) (“federal courts
should aim to ensure ‘“the framing of relief no broader than
required by the precise facts”™).** For that reason—and
because other companies can avoid any particular acts not
inherent in the operation of the software—the district court
properly recognized that the important issue was liability
based on the “current version,” and petitioners eagerly sepa-
rated the ruling on that issue for immediate appeal and limited
their claim in the Ninth Circuit. Nothing more is before this
Court.

B. Respondents’ Lack Of Control Of Specific Acts Of
Infringement Precludes Vicarious Liability
While petitioners’ claim of “vicarious liability” is properly
before the Court (regarding current versions of respondents’
software), MGM Br. 42-50, this claim fails on the merits. As
the Government rightly recognizes, vicarious liability in

816, 820 (Morpheus); JA949-50 (Grokster). Such issues remain in the
district court.

#In patent law, remedies for “inducing” infringement “cannot be ex-
panded so as to establish exclusive control over [a] staple commodity.”
Chisum, § 17.04[3]; Rohm & Haas Co. v. Dawson Chemical Co., 599
F.2d 685, 703 n.24 (5th Cir. 1979), aff’d, 448 U.S. 176 (1980) (rejecting
“injunction forbidding the defendant’s sale of staples, since mere sale is
not wrongful”; favoring “injunction against continuing to ‘actively in-
duce’ infringement”).
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copyright law has not encompassed, and should not now
encompass, petitioners’ claim. US Br. 19-20 n.3, 30 n.6.

At most, vicarious liability applies to a product provider
only if the existing product gives it control over users’ direct
infringements (as a night-club proprietor has over the per-
formances it offers to its patrons, whether or not it merely
promises to refrain from exercising that control). 1976 House
Report 159-60 (quoted note 19, supra); Sony, 464 U.S. at 437
n.18; Shapiro, Bernstein & Co. v. H.L. Green Co., 316 F.2d
304, 306 (2d Cir. 1963). Vicarious liability does not apply
just because a change in an existing product could give the
defendant control over direct infringements. US Br. 19-20
n.3 (“The ‘right and ability to supervise’ element of vicarious
liability . . . has never . . . been held to be satisfied by the
mere fact that the defendant could restructure its relations or
its product to obtain such an ability. Rather, the law of
vicarious liability looks at the extent of control the defendant
actually possesses.”), 30 n.6. After all, in the landlord-tenant
cases where no vicarious liability attached (Sony, 464 U.S. at
437 n.18), the lease could have been changed to provide for
landlord control. Petitioners’ complaint about incentives to
avoid control (MGM Br. 38-41)—made in their “contributory
infringement” discussion—directly challenges the traditional
limits on vicarious liability, which embody a policy balance,
not petitioners’ one-Sided approach.

It is beyond genuine dispute that, as their software actually
operates, respondents lack control over users’ choices of
whether to engage in illicit copying. Both courts below so
recognized. Pet. App. 17a, 54a. Petitioners’ argument de-
pends entirely on the clam that respondents could change
their software to acquire a control over individual uses not
today present. The vicarious liability standard Congress
recognized in 1976 embraced no such claim (note 19, supra),
and expanding the standard now would be improper.
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That is so, first, as a matter of institutional role. Recently,
this Court explained that vicarious liability traditionally
applies only to employers and other principals, rendering
them liable for certain acts of employees or other agents
carried out on their behaf. Meyer v. Holley, 537 U.S. at 285-
86 (citing cases). The Court held that vicarious liability
should not be expanded to unusual circumstances without
specific congressional direction. Id. at 286-91. “[C]ourts
ordinarily should determine that matter in accordance with
traditional principles of vicarious liability—unless, of course,
Congress, better able than courts to weigh the relevant policy
considerations, has instructed the courts differently.” Id. at
290-91. That principle fully applies to the copyright setting
and precludes any judicial expansion of vicarious liability
beyond the circumstances recognized in 1976, leaving any
expansion to the policy-weighing discretion of Congress. See
also Central Bank, supra (reecting expansion of implied
10b-5 cause of action to aiding and abetting).

Even were that not so, the Court should regect efforts to
reconfigure the vicariousliability standard.  Petitioners’
argument would substantially undo Sony by changing labels,
though Sony itself notes that its reasons for protecting dual-use
products bear on vicarious liability as well as contributory
infringement. 464 U.S. a 435 n.17. As discussed (pages 30-
32, supra), secondary liability, under any name, would
serioudy threaten innovation (to the detriment of creators and
consumers) if it turned on assessments of design changes. That
is true whether the court is asked to decide that the product
developer should have adopted a different design or should not
have changed the design of a previous product: innovation in
changing products is as important as in creating them in the
first place. The Court in Sony correctly refrained from requir-
ing this kind of second-guessing, and in the absence of direc-
tion from Congress—which can assess relevant policy risks,
e.g., effects on innovation, on product-design incentives, on
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copyright owners’ incentives to litigate design issues to hobble
new technologies—the Court should continue to do so now.

[11. Any Expansion of Copyright Liability In the Peer-To-
Peer Context Should Come from Congress

With the Ninth Circuit’s judgment correct under existing
law, this Court should leave legal changes in this setting to
Congress. Adhering to stare decisis, the Court should reject
petitioners’ proposed general expansion of secondary liabil-
ity, which would have harmful effects on settings not even
before this Court. Only Congress is able adequately to
consider and craft a technology-specific legal response to
petitioners’ technology-specific grievance, as it has done time
and again for similar grievances.

A. Stare Decisis Weighs Heavily Against Loosening
The Innovation-Protecting Sony Rule

The Sony rule is necessarily a statutory construction. See
page 13, supra; 464 U.S. at 431 (all copyright liability is
solely a creature of statute). Sony states a clear rule of law,
not a case-specific result limited to the circumstances
presented. Such a statutory construction does not change
when a new case presents facts different from those which
gave rise to it (Clark, supra), and it is strongly entitled to
stare decisis. Neal v. United Sates, 516 U.S. 284, 295-96
(1996); Patterson v. McLean Credit Union, 491 U.S. 164,
172-173 (1989); see Golden State Transit Corp. v. Los
Angeles, 493 U.S. 103, 112 (1989) (“A rule of law that is the
product of judicia interpretation of a vague, ambiguous, or
incomplete statutory provision is no less binding than a rule
that is based on the plain meaning of a statute.”).25

% Neal, 516 U.S. at 295-96, stresses that, to assure Congress a fixed
target for possible statutory change, statutory precedents are judicially
altered only “when the intervening development of the law has ‘removed
or weakened the conceptual underpinnings from the prior decision, or
where the later law has rendered the decision irreconcilable with compet-
ing legal doctrines or policies.”” No such justification exists in this case.
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Precedent is even more strongly to be respected in an area
where Congress is actively engaged. In Black & Decker
Disability Plan v. Nord, 538 U.S. 822, 831-32 (2003), the
Court explained that “judicial innovation” is particularly in-
appropriate where “other federal actors are engaged,” citing
precedent where Congress was the federa actor so engaged
(Milwaukee v. Illinois, 451 U.S. 304 (1981)). Similarly, in
Trinko, the Court refused to expand monopolization liability
because (a) such liability had not previously embraced the
duty plaintiffs there alleged, (b) the proposed new liability
raised serious questions both about dampening investment
incentives and the courts’ comparative institutional incapacity
to make and experimentally adjust the required judgments,
and (c) the matter was el sewhere addressed by Congressin an
industry-specific manner. 540 U.S. a 407-15. That logic
applies here, with differences of detail but not of rationale:
pre-existing liability would have to be extended to achieve
petitioners’ result, which raises serious investment-deterrence
and institutional-incapacity problems, and (with no agency
having relevant delegated authority) Congress itself has ad-
dressed problems in the area (e.g., the 1998 DMCA), regu-
larly enacts industry-specific measures for these problems,
and is actively considering pleas for additional legidation.

The reliance interests protected by stare decisis are present
here. Patent law itself has relied on the strict Sony rule. 1PO
Amicus Br. 13-14. And for 20 years, the flourishing consumer-
electronics, computer, and telecommunications industries, to
name just a few, have been able to innovate without inhibi-
tion by any of the legal standards petitioners propose. For
example, Apple developed the iPod without facing liability
based on legal challenges that its primary use (each iPod
holds thousands of songs) was for illegal copying. The same

Nor, in this case, has any agency been vested with implementing authority
entitling it to fill gaps or resolve ambiguities in any relevant aspect of
copyright law. The United States nowhere claims entitlement to deference.
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is true for Sony and its CD burner (and, before that, its
Betamax). Similarly, Internet service providers and others
developed and deployed high-speed services—and the routers
that move traffic on the Internet—without facing liability
based on lega challenges that their primary use (measured,
e.g., in bits transmitted) is for illegal transmission of music or
video. Such reliance interests demand preserving Sony, not
ateringit.

B. The Overall Effects Of Peer-To-Peer File Sharing

Are Still Uncertain

To the extent that petitioners’ plea to create a more pro-
plaintiff standard of secondary copyright liability rests on a
“sky is falling” premise, MGM Br. 12-13, they simply have
not established the premise. Undoubtedly, there is a large
volume of file-sharing, there are consumers who obtain songs
illegaly that they otherwise would buy (though many would
not), and the record industry saw a downturn in sales in 2000-
2003, before rebounding in 2004. Beyond those facts, how-
ever, there is substantial uncertainty about what harm is being
caused to copyright holders. Still less can any such effect be
weighed against the harm that liability expansion would in-
flict on the massive consumer-electronics, computer, telecom-
munications, and other industries. See BSA Amicus Br. 4-5.
At present, there is no urgency for judicia action that could
possibly justify a displacement of Congress’s role in studying
industry and technological facts that bear on selecting among,
and deciding when if ever to intervene in the marketplace to
implement, any of the many possible legal solutions to the
technol ogy-specific problem petitioners present.

Claims of destruction must be met with skepticism. The
studios cried wolf in Sony. See J. Lardner, Fast Forward:
Hollywood, the Japanese, and the VCR Wars 279 (Mentor ed.
1988) (MPAA president Jack Valenti told Congress that “the
VCR is to the American film producer and the American
public as the Boston strangler is to the woman home alone”).
By saving the VCR from legal condemnation, the Court pre-
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served a new channel for distribution of video content that
has been a fabulous success for the industry. Revenues from
sales and rentals of home videos are now more than twice the
revenues from in-theater exhibition—though the latter have
risen aswell. Fisher, at 32-33 (2002 figures: $9.52 billion for
box-office receipts, $24.42 billion for home rental/purchase).

Clams of calamity today are likewise subject to serious
doubt. Asto the video-content industry, which is thriving, there
is no meaningful evidence of harm. Fisher, a 32-33 (“The
movie industry is not yet symptomatic.”).?® Displacement of
DVDs, let done of movie-going (with its communal, evening-
out experience) and televison viewing, has been severdy
limited by the size of movie files for downloading, most users’
inability to watch downloaded movies except on a small
computer screen, and the comparatively poor qudity of movie
downloads. Not surprisingly, petitioners’ survey (note 6, SUpra)
turned up not one movie shared by a Grokster user. JER7379.

The music industry presents a more serious claim of harm,
but the extent of traceable harm is uncertain. Petitioners’ key
fact is the drop in record industry sales in the period 2000-
2003, after substantial prior increases in sales. MGM Br. 13
n.11; Fisher, a 32. Yet the downturn indisputably ended in
2004, which saw an increase in CD sales.”’ The business of

% See Content & Control, at Al-5 & n.22; www.videobusiness.com-
[article.asp?articlel D=9535& catType=NEWS (2004 home video market
reached record $24.1 hillion); Johnson, Good News in Hollywood. Shhh.,
N.Y. Times, Jan. 31, 2005, a C1, C8; Fabrikant, Cable and Film
Divisions Bolster News Corp. Profit, N.Y. Times, Feb. 3, 2005, at C4
(petitioner parent News Corp.’s revenue in quarter ending 2004 rose,
“driven by home-video sales” of “$1.87 billion, up from $1.37 billion™).

" Industry group Recording Industry Association of America (RIAA)
reports an increase in units and dollars for the first half of 2004 over 2003.
www.riaa.com/news/newsl etter/pdf/2004midY rStats.pdf. Nielsen Sound
Scan (the main industry data source) reports 2004 domestic retail sales of
albums rising over 2003 sales. BBC, www.bbc.co.uk/2/hi/entertain-
ment/4150747.stm. The Universal Music Group (parent of several peti-
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selling music on line also took off in 2004, proving that user-
pays download services (like Apple’s iTunes) are not deterred
from successful competition (contra MGM Br. 41; Napster
Amicus Br.): such downloads exploded from 20 million in
2003 to 200 million in 2004. Washington Post, Jan. 20, 2005,
at E2.

The 2004 turnaround confirms the substantial reasons to
guestion how much of the 2000-2003 downturn is traceable
to downloading rather than to, e.g., abnormally large sales
before 2000 as consumers replaced their record collections
with CDs, subsequent reduction in CD offerings, diminished
interest in those offerings, a retailing shift to Wal-Mart and
other stores that stock fewer CDs, and burgeoning competi-
tion for entertainment time and dollars from DVDs, Internet
browsing, and video games; even one internal industry study
attributed only 1/4 to 1/3 of the sales drop to online copying.
See Geist, Numbers Don’t Crunch Against Downloading,
Toronto Star, Nov. 29, 2004, at DO2; Music’s Brighter Future,
The Economist, Oct. 28, 2004, www.economist.com/business-
[displayStory.cfm?story_id=3329169. An important study by
economists from Harvard and the University of North
Carolinafound no statistically significant negative correlation
between levels of CD sales and file-sharing. Oberholzer
& Strumpf, The Effect of Filesharing on Record Sales:
An  Empirical  Analysis, www.unc.edu/~cigar/papers
FileSharing_March2004.pdf.?®  The “evidence that file

tioners, representing 1/4-1/3 of music sales) reports “strong sales growth”
both for 2004 overal and the last quarter (compared to 2003).
www.vivendi-universal.com/vu/en/files/PR0O50201_Revenues _for_2004
Q4_2004.pdf.

% See also U.S Entertainment Industry: 2003 MPA Market Statistics at
55, 57 (tremendous 1999-2003 growth of Internet, video game, and home
video viewing); Music Industry Way Off Track With Song and Dance
About Falling Sales, Sydney Morning Herald, Mar. 29, 2004, www.smh.
com.aLl/articles’2004/03/28/1080412234274.html (CD sales grew as P2P
became popular).
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sharing has caused losses to the music industry is controver-
sial.” Content and Control, at 6.

The future economics of music sales remain unsettled.
CDs offer high fidelity and certain conveniences, but still
embody high distribution costs. Paid online services like
iTunes offer reliability and quality (the song files are not
mislabeled or corrupted), convenience, legality. Many artists
with limited access to the existing labels can increase sales by
gaining exposure from file-sharing. See JA125-29 (Janis lan
declaration); page 22, supra. And there is no telling how
sales of various sorts might increase if the industry actively
embraced P2P’s efficiencies. Content and Control, App. Il
(discussing “P2P Stores”). Both the short-term effects, and
the longer-term ones, thus remain unclear. See JA149-64.

Finally, adverse effects on the recording industry are lim-
ited by the industry’s ability, with the Government, to attack
illicit file-sharing directly. First: Although the record here
does not establish what is redlistic, the industry may be able
to inhibit or limit copying by using targeted “spoofing” or
technologies like those in certain new CDs or iniTunes. See
JA158; Fisher, at 129-30. Second: In any event, contrary to
the central policy claim that direct actions are impractical for
encryption or other reasons (MGM Br. 22, 25), the industry
and Government can readily pursue direct infringers. The
Government has filed criminal charges, and obtained guilty
pleas, against infringing users of peer-to-peer software. 73
U.S.L.W. 2438 (Feb. 1, 2005). The record industry has sued
more than 8,000 users, whose liability for statutory damages
is daunting. CNET News, news.com.com/RIAA+files+754
+new+fileswapping+suits/21101027_35494259.html;  www.
riaa.com/news/newsl etter/021704.asp. The RIAA has touted
to this Court the effectiveness of direct enforcement, enabled
by its 24-hour automated “webcrawler” that discovers file
sharers. 03-1579 Pet. 27 n.18 (suits reduced infringing
downloads by half). The Internet, while enabling copying,
also “facilitates detection” of misuse, leading even the movie
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industry to sue direct infringers.®® For that reason, and
because P2P software is so widely available from hobbyists
and from firms in countries where legality is established,
petitioners’ abstract logic that suing direct infringersis either
impractical or less efficacious than suing software providers
(MGM Br. 22) is doubly inapplicable in this context.

C. For The Technology-Specific Issues Raised, Only
Congress Can Choose Among The Many Possible
Technology-Specific Solutions

Not only is urgent judicial action unnecessary; it would be
singularly inappropriate. To begin with, too many facts rele-
vant to any legal response even for this particular context are
not reliably knowable in this case, including technological
facts and industry facts that are fast-changing. The relevant
facts include the effects of P2P software, both positive and
negative, on copyright owners and creators, both present and
future; the impact of expanding secondary liability on inno-
vation and investment in the massive industries involving
digital technology; and the real-world possibilities for techno-
logical or business arrangements that can capitalize on the
extraordinary possibilities for cost reduction represented by
online distribution, including peer-to-peer arrangements.
These and other critical facts cannot be reliably established in
this forum. As this Court has often recognized, Congress is
better suited to collecting and assessing such facts and
deciding when market experimentation has so matured as to
make lega intervention advisable. Sony, 464 U.S. at 429-31;

2 J. Litman, Digital Copyright 25 (2001); Lemley & Reese, at 1391-
92; id. at 1399 n.220 (RIAA estimate that “‘10 percent of users
are responsible for 90 percent of the infringement’); Internet Week, Feb.
9, 2005, www.internetweek.com/showArticle.jhtml?articlel D=59302454
(MPAA announcing February 2005 suits: “‘People who have been steal-
ing our movies believe they are anonymous on the Internet, and wouldn’t
be held responsible for their actions. They are wrong. We know who they
are, and we will go after them, as these suits will prove.””).
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see Eldred v. Asheroft, 537 U.S. 186, 204-05, 207 n.15, 212-
13, 222 (2003); Teleprompter Corp. v. CBS, 415 U.S. 394,
414 (1974).

As important, this Court is institutionally constrained in
what action it can take. The only way to grant petitioners
relief here is to loosen the general standards for secondary
copyright liability, within the confines of the general remedial
regime of the Act. That constraint requires rejection of peti-
tioners’ claim, for at least two reasons.

First, this Court cannot, through adjudication within the
present copyright regime, assess and act on the full range of
issues and possible measures that must be considered in
sensibly seeking to nurture the potentia of, while aleviating
difficulties caused by, online file-sharing. The right solution
may be to do nothing for a while, as the market continues to
experiment; or it may be to craft a solution that addresses
specific carefully defined technologies, grants compulsory
licenses, creates royalty payment systems, provides safe
harbors for particular activities, or makes offsetting tradeoffs
in one area to balance measures in another. The challenge is
essentially legidative, requiring wide-ranging inquiry, assess-
ment, and experimentation (as the breadth of amici’s propos-
als indicates) that this Court cannot meaningfully undertake.
See Fisher, at 134-258 (discussing possible legal changes);
Kusek, Music Like Water, Forbes, Jan. 31, 2005, www.forbes.
com/columnists/free_forbes/2005/0131/042.html; Content and
Control, supra; Lemley & Reese, at 1405-25.

Second, anything this Court were to do to expand generd
secondary liability would inherently apply to a vast array of
settings not before this Court. In the present age of extensive
digitization, vast sectors of the economy involve products
specifically designed to handle digitized content, much of
which is copyrighted (given the breadth and automatic char-
acter of copyright protection): consumer el ectronics, computer
hardware and software, and telecommunications devices and
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services, among others. Innovation in al those industries has
flourished in reliance on Sony. Newly exposing al such
industries to serious risks of secondary copyright liability (and
the expense of litigation over such issues) threatens that suc-
cess and would cede innovation across the digital-technology
realm to the substantial control of incumbent copyright-owner
industries, with their inherent incentive to obstruct new
technologies that threaten present business arrangements.

Congress, of course, could react to a decision by this Court.
But in the meantime the legal basis for the flourishing pattern
of innovation will have been undermined; and in any event,
any congressiona action is overwhelmingly likely to be
industry- or setting-specific, given the history of copyright
law and the historic lobbying power of the movie and record
industries. Thus, a legidative response would almost cer-
tainly leave any newly expanded genera principles of secon-
dary liability in place only for the settings not before this
Court. Any impetus for legal change based on arguments about
the present setting should not perversely lead to alteration of
the legal rules for other settings, about which even less can be
known. Any ateration of Sony should be left to Congress
from the outset.

D. CongressHas Regularly Addressed Copyright Own-
ers’ Technology-Specific Concerns

The Copyright Act is replete with complex provisions
tailored to specific problems as they have arisen for 100
years. The Act’s many such provisions attest not only to the
range of possible technology-specific measures but to Con-
gress’s active assumption of responsibility to take any needed
action.

Title 17 contains special provisions for libraries (§ 108)
and rental of phonorecords, including CDs (8 109(b)). De-
talled rules alow certain performances and displays in
schools, restaurants, and other designated places. § 110.
Speciad rules involving compulsory licenses and royalty
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payments apply to cable television and satellite systems
(§§ 111, 119, 122), to public broadcasting’s use of songs
(8 118), and coin-operated phonorecord players (jukeboxes)
(8 116). Specia rules protect certain copying of computer
programs. 8 117. Complex rules involving compulsory
licenses and royalties apply to digital audio transmissions
(interactive or non-interactive). 8 114. A special compulsory-
license regime governs recording of songs and other non-
dramatic musical works. § 115. Complicated safe-harbor pro-
visions protect certain online services, carefully differentiat-
ing those which merely transmit material and those which
host it or take certain other actions. § 512. Complex provi-
sions govern actions to circumvent encryption measures copy-
right holders might adopt to control access to their works.
88 1201-1205. Many of these provisions post-date this Court’s
decision in Sony, which has served well as the background
rule for congressional action. See Opp. 4-5 (detailing enact-
mentsin 1988, 1992, 1995, 1997, 1998, and 2002).

An example of a balanced, interdependent regime is the
1992 Audio Home Recording Act, codified at 8§ 1001-1010,
enacted after Sony was sued for introducing digital audio tape
recorders. Congress evaluated the contentions of the music
and consumer-el ectronics industries and enacted (in the Gov-
ernment’s words) “a carefully developed and finely balanced
legislative compromise.” US Amicus Br. 3, in Napster (Sth
Cir. Sept. 8, 2000), www.copyright.gov/docs/napsteramicus.
pdf. It required copy-limiting circuitry in certain digital audio
recorders (8 1002) and, in exchange for protecting the making
and selling of the devices and their noncommercia use to
record music, 8 1008, required manufacturers to pay royalties
into a fund for ultimate distribution to copyright owners,
88 1003-1007.

The large record companies and movie studios can hardly
complain of impediments to congressional consideration of
their present arguments. They suffer from no collective-
action problems such as often afflict the unorganized genera
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public, and they are established interests rather than new-
comers. Even in the past decade, petitioners have secured
congressional attention (MGM Br. 13 nn.11,12) and legisla-
tion (e.g., the just-described 1992 Act, the 1998 DMCA) on
issues relating to copyright in the digital setting. Congres-
sional consideration of their current arguments is actively
under way. See Opp. 13-15. Congress is the proper forum to
consider any legal change in the Sony rule, which requires
affirmancein this case.

CONCLUSION
The judgment of the Ninth Circuit should be affirmed.
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