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Imagine that you are a young songwriter and you’ve just signed a hot music publisher to plug
your new work to a number of leading recording artists. Unfortunately, a major car company
picks up your song, strips the lyrics, and sets your melody with new words on a new mission --
the promotion of a new sports coupe. They expand the use from website into a national
advertising campaign on major broadcast channels, beginning with a well-placed television ad
during the Super Bowl. They also register the copyright of the derivative work in their names,

thus giving them complete control over your melody in all future uses.

As the commercial reaches international attention, you find that your interesting song is now a
ditty hummed by shoppers in every auto mart, but lost irretrievably to you. When you hire an
attorney to recover copyright damages, your infringing auto company offers you the sum of
$3,000, which their expert presents as a reasonable royalty that covers the licensing revenues
(i.e., actual damages) lost by a non-distinguished writer (i.e., you) of an unproven tune. If you
had been able first to put the song on a multi-platinum album, life might have been kinder in the
cash register, but you still would have earned no more than actual damages. Unless you can get
an injunction (now itself an uncertainty?) , you are now the proud grantor of a compulsory

license for use of you work in an infringement that you may thoroughly detest.




As you had not yet had a chance to register the copyright, you cannot recover statutory damages
of $30,000 (or more) that would have otherwise been payable for a willful infringement.®> This
pre-registration requirement for statutory damages is a modern American oddity that was not
present in American law before 1975, and now appears in no other major country* And without
preregistration, you cannot recover attorneys’ fees, which can run you about $300,000 for a
small case.®> If you lose your case for any number of reasons (by the way, how good is your

musicologist?), you can also expect to pay as the losing party for the defendant’s legal costs.®

When you finally suggest to your attorney an expert to recover additional defendant profits, you
learn the ultimate harsh reality of the present copyright law. While your song was a huge smash
and generated considerable interest in the company’s advertisements for its new product. it is
difficult to prove that the song itself actually generated any discernible level of profits. We have
a problem of proving causality in indirect profits. It is unlikely that you will recover any

defendant profits because you cannot prove causality.

The distinction between direct and indirect profits is critical in copyright law. Direct profits in
copyright arise from the sale of any media product that directly bears a reproduction or
synchronization of the original work (e.g., record albums or movie soundtracks bearing infringed
musical compositions). Indirect profits arise in non-infringing products or performance venues
where sales might nonetheless have increased due to copyright infringement in an advertisement,
promotion, or related item. For example, when a musical work was infringed in a live Las
Vegas review, ticket sales at the event were recoverable as direct profits, while additional

earnings earned at the restaurant and hotel were indirect.’




Under 17 U.S.C. 8504, a court with direct or indirect infringement may award to copyright
plaintiffs actual damages (arising from lost sales or licensing opportunities) plus any additional
defendant profit not previously take into account.® The purpose of defendant disgorgement is
clear; “by preventing infringers from obtaining any net profit, [the law] makes any would-be
infringer negotiate directly with the owner of a copyright that he wants to use, rather than bypass

9 As additional consideration, a copyright plaintiff may alternatively choose to

the market.
recover statutory damages ranging from $200 to $150,000, depending on the degree of defendant

egregiousness (most importantly, willfulness).

While a plaintiff may collect both actual damages and defendant profits when indirect profits are
at issue, the aggrieved must first prove a causal connection between the use of the original work
and final sales of product —an often arduous task.’® The standards here have been tightened
considerably since the 1980s.**  Practically speaking, causality is most effectively demonstrated
-- through circumstantial evidence -- of an infringing use with a nexus to sales that is so secure

that is reasonable to infer that the use of the infringed work actually promoted sales.*?

Once a plaintiff proves causality in any indirect matter, it must then prove — as in a direct profit
case — the level of resulting defendant revenues. Defendant in direct and indirect matters must
then prove offsetting costs and reasonable procedures for apportioning the relative worth of
infringing and noninfringing components.*®> Once causality is proven, the defendant evidently

carries a considerably heavier burden.

The demonstration of causality is no small order. In the Fifth Circuit decision of Estate of Vane
v. The Fair, Inc.,** a distinguished marketing professor™ showed through a complex linear

regression that defendant’s television advertising campaign (which made infringing use of a



copyrighted visual work) influenced defendant sales. Asa component in the advertisement, the
infringed work may indeed have helped generate interest in the defendant’s product, However,
the expert could not prove that the use of the work within the advertisement actually increased
defendant revenues. The Court ruled here that “a lump sum figure for profits attributable to the
television commercials that contained infringed material as a whole without accounting for the

1% presented

fact that the infringed material constituted only a fraction of the given commercia
too speculative a connection to compel disgorgement of defendant profits. That is, sales may

have been no less had the infringement not occurred.

The Court in Estate of Vane then allowed plaintiff to recover only the actual damages that it
suffered from lost licensing fees. When based on lost licensing fees, this is the amount that the
defendant would expectedly have paid anyhow. Thus the defendant lost nothing in the venture,

and had the actual possibility of suffering no loss at all if the plaintiff backed off.

Within the present strictures of the common law, many would-be indirect infringers may be
counseled then to learn the ropes of an interesting business strategy. Why not STEAL?, because
the plaintiff will often be able to prove only as actual damages the reasonable royalty amount
that would have been paid anyhow. Or perhaps the injured plaintiff will just GO AWAY.
And if the matter does go to court, settlement will be easy because there may be little real cash

on the line.

The proper legal resolution of this copyright quandary might implicate some of the structure in
patent law, where courts may set punitive damages up to a triple multiple of actual damages.*’

The critical consideration in enhancing patent awards is the egregiousness of the defendant's



conduct.® As many as nine considerable factors have been itemized, including defendant

willfulness.® Considerable discretion is then left to the trier of fact.

The Copyright Act now makes no explicit provision for punitive damages whatsoever. And
while some courts have come in recent years to rule that punitive damages are admissible, ?° there

is no general concensus that this is allowable.?

The legislative course that most easily meets the Constitutional requirement to compensate and
thus provide incentives to stimulation the creation of original works (and simultaneously reduce
incentives for bad actors) would indeed extend the wording or application of the Copyright Act
to allow a copyright plaintiff to recover punitive damages as some multiple of actual damages, at
least in those instances where direct defendant profits (i.e., causality) cannot otherwise be proven
and disgorged. The statute should also keep in place the plaintiff’s current option to recover
statutory damages and attorney’s fees if the original work is properly registered in the Copyright

Office.

While the suggested structure here appears at first blush to be redundant, the envisioned statutory
and punitive instruments are designed to achieve two different objectives that are enactive of the
Constitutional imprimatur behind copyright. Statutory damages (with attorney’s fees) allow
plaintiffs the right to seek their imposition at any point in the litigation, and provide in their
wider scope for recovery a general incentive for authors to register their works to provide to
others listings that can facilitate search and proper acquisition. A creator who registers a work

then follows a useful incentive that helps rationalize the Copyright system.

But the same statutory structure now provides to infringers loopholes to avoid paying damages

and verifiable attorney’s fees, and possible incentive to infringe in the gaps. As a legal backstop,



punitive domains can be activated to cover a multiple of demonstrated actual damages. This
would be left presumably at court discretion, but would reasonably be called into play if direct
defendant profits cannot be proven. Courts here may consider matter related to willfulness,
failure to prove causality, and general defendant conduct. Punitive damages then are primarily
designed to increase the potential loss than infringers may face, and thus encourage negotiation

per the Constitutional objective to stimulate the creation of the arts and sciences. %

With judicial discretion, punitive damages might be most useful in those instances where the
infringing work is part of an advertisement or promotion that is designed specifically to promote
sales of a final product — conceivably in national or international campaigns — to the apparent
preemption or other despoliation of the market of another copyrighted work. Here, it is quite
clear that a musical background in an well-placed advertisement can generate audience interest
that advertisers may value highly. For example, after R.E.M. declined from Microsoft the sum of
$10 million for use of their composition It’s the End of the World as We Know It (And | Feel
Fine) in a SuperBowl commercial for Windows 95, Microsoft licensed Start Me Up from the
Rolling Stones for $15 million in the same spot.”® For its part, U2 contracted in a very lucrative

profit-sharing arrangement for the use the song Vertigo in a commercial for Apple iPod. %*

But proving sales causality is another matter. In Cream Records v. Schlitz,®> owners of movie hit
“Theme from Shaft” sued Schlitz after the song was modified and used in a beer commercial on
national television. The court in this early case awarded to plaintiffs a percent share of beer
sales, which now seems questionable since causality could not be proven. As mentioned, the
court in Estate of Vane?® later declined to disgorge defendant profits in a similar advertising
matter after finding lack of causality between the infringing component and product sales. The

latter outcome would provide no incentive for infringers to come to negotiation ahead of time.




From an evidentiary standpoint, it is admittedly questionable whether the infringements in
Cream Records or Estate of Vane actually increased defendant sales or profits. However, it is
also true that both infringements were part of advertisements and thus actually enhanced
audience interest. Consequently, a punitive damage award based on a multiple of lost licensing
fees would seem to have been a more reasonable outcome in both of these instances, which
involve the use of infringing material in a manner that can benefit the infringer and harm the

original owner.

By contrast, the need for discretionary punitive enhancement might be more speculative in
matters where an infringement purportedly led indirectly to promotion of brand value and
goodwill (a more diffuse effect),”’ and to instances where the sale of one infringing product

purportedly promoted sales of a non-infringing second sold in the same physical location.?®
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