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QUESTION PRESENTED

Under the Copyright Act’s first-sale doctrine, 17
U.S.C. § 109(a), the owner of any particular copy
“lawfully made under this title” may resell that good
without the authority of the copyright holder. In
Quality King Distribs., Inc. v. L’Anza Research Int’l,
Inc., 523 U.S. 135, 138 (1998), this Court posed the
question presented as “whether the ‘first sale’ doc-
trine endorsed in § 109(a) 1s applicable to imported
copies.” In the decision below, the Ninth Circuit held
that Quality King (which answered that question af-
firmatively) i1s limited to its facts, which involved
goods manufactured in the United States, sold
abroad, and then re-imported. The question pre-
sented here 1s:

Whether the Ninth Circuit correctly held that
the first-sale doctrine does not apply to imported
goods manufactured abroad.

@
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RULE 14.1(b) AND 29.6 STATEMENT

Pursuant to Supreme Court Rule 14.1(b), peti-
tioner, Costco Wholesale Corporation states that all
parties to the proceeding below appear in the caption
of the case on the cover page.

Pursuant to Supreme Court Rule 29.6, petitioner
states that Davis Selected Advisers, LP controls 10%
or more of petitioner’s corporate stock.
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PETITION FOR A WRIT OF CERTIORARI

OPINIONS BELOW

The opinion of the court of appeals (App., infra,
la-17a) 1s reported at 541 F.3d 982. The district
court’s order granting petitioner’'s motion for sum-
mary judgment (App., infra, 18a-19a) is unreported.

JURISDICTION

The judgment of the court of appeals was entered
on September 3, 2008. App., infra, la. Rehearing
was denied on February 17, 2009. App., infra, 20a-
21a. This Court’s jurisdiction is invoked under 28
U.S.C. § 1254(1).

STATUTORY PROVISIONS INVOLVED
17 U.S.C. § 109(a) provides in pertinent part:

Notwithstanding the provisions of section
106(3), the owner of a particular copy or phon-
orecord lawfully made under this title, or any
person authorized by such owner, is entitled,
without the authority of the copyright owner,
to sell or otherwise dispose of the possession of
that copy or phonorecord.

17 U.S.C. § 602(a) (renumbered as § 602(a)(1) in
2008) provides in pertinent part:

Importation into the United States, without
the authority of the owner of copyright under
this title, of copies or phonorecords of a work
that have been acquired outside the United
States 1s an infringement of the exclusive
right to distribute copies or phonorecords un-
der section 106, actionable under section 501.
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STATEMENT

This action arises out of the efforts of respondent
Omega, S.A. (“Omega”), to prevent petitioner Costco
Wholesale Corporation (“Costco”) from reselling
watches originally sold by Omega to authorized for-
eign distributors. Lacking any contractual basis for
restricting Costco’s sales, Omega affixed a symbol to
its watches that it later registered under the Copy-
right Act in order tc use the Act to control the impor-
tation and sale of its watches into the United States.
The Ninth Circuit condoned that action, holding that
the Copyright Act grants U.S. copyright holders
complete control over the resale, redistribution, and
importation into the United States of any copy-
righted works they manufacture abroad, even after
those works are sold to others. In doing so, the lower
court gutted the venerable “first-sale doctrine,” well
summarized by this Court more than one hundred
years ago: “[T]he copyright statutes, while protect-
ing the owner of the copyright in his right to multiply
and sell his production, do not create the right to im-
pose . .. a limitation at which the [copy] shall be sold
at retail by future purchasers, with whom there is no
privity of contract.” Bobbs-Merrill Co. v. Straus, 210
U.S. 339, 350 (1908).

The Ninth Circuit’s opinion is inconsistent with
both the plain language of the Copyright Act and this
Court’s interpretation of it in Quality King Distribs.,
Inc. v. L’Anza Research Intl, Inc., 523 U.S. 135
(1998). The Ninth Circuit failed to follow this
Court’s unanimous direction to “[r]ead literally” the
“unambiguous|]” text of the statute, id. at 145, in-
stead choosing to narrow that statute and this
Court’s opinion to preserve the Ninth Circuit’s own,
irreconcilable precedents. The court of appeals ar-
ticulated a stark dichotomy between copies manufac-
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tured abroad and then imported into the United
States (for which the first-sale defense is not avail-
able), and copies manufactured in the United States,
sold abroad, and subsequently re-imported (for which
the first-sale defense is available). That dichotomy
has no basis in law or logic, yet carries severe conse-
quences, not intended by Congress, for manufactur-
ers, retailers, and consumers in the United States.
This Court should grant certiorari to reiterate that
the Court meant what it said in Quality King, and to
forestall needless damage to the nation’s economy.

A. The Copyright Act and Quality King

The Copyright Act grants copyright holders cer-
tain exclusive rights, among them the right to dis-
tribute — or to authorize others to distribute — copies
of their work by sale or other transfer of ownership.
See 17 U.S.C. § 106(3). This distribution right is ex-
tended in § 602(a), which provides, in relevant part,
that “[ijmportation into the United States, without
the authority of the owner of copyright under this
title, of copies or phonorecords of a work that have
been acquired outside the United States is an in-
fringement of the exclusive right to distribute copies
or phonorecords under section 106.” 17 U.S.C.
§ 602(a) (renumbered as § 602(a)(1) in 2008).

The exclusive rights provided for in § 106, how-
ever, are not absolute. Rather, they are subject to a
number of important and well-known limitations
that are codified in later sections of the Copyright
Act, including the rights of fair use, see 17 U.S.C.
§ 107, and educational use, see 17 U.S.C. § 110. Also
among these limits is the so-called first-sale doctrine,
which provides that:

Notwithstanding the provisions of section
106(3), the owner of a particular copy or phon-
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orecord lawfully made under this title, or any
person authorized by such owner, is entitled,
without the authority of the copyright owner,
to sell or otherwise dispose of the possession of
that copy or phonorecord.

17 U.S.C. § 109(a) (emphasis added). The phrase
“lawfully made under this title” is not explicitly de-
fined in the Act.

In Quality King, this Court analyzed the interac-
tion of §§ 106(3), 602(a), and 109(a). Specifically, the
Court addressed whether the first-sale doctrine lim-
its the importation right provided for in § 602(a).
Following the text of the statute, the Court held that
“since § 602(a) merely provides that unauthorized
lmportation is an infringement of an exclusive right
‘under section 106,” and since that limited right does
not encompass resales by lawful owners, the literal
text of § 602(a) is simply inapplicable to both domes-
tic and foreign owners” of lawfully made products
that import and resell them in the United States.
Quality King, 523 U.S. at 145. Once a lawful first
sale has occurred, even unauthorized resales do not
infringe the copyright owner’s exclusive right to dis-
tribute. Id. at 143. “The whole point of the first sale
doctrine 1s that once the copyright owner places a
copyrighted item in the stream of commerce by sell-
ing it, he has exhausted his exclusive statutory right
to control its distribution.” Id. at 152.

B. Factual Background

Omega manufactures watches in Switzerland
and sells them globally through a network of author-
1zed distributors and retailers. See Court of Appeals
Supplemental Excerpts of Record (“CASER”) 61, 239-
257. Costco 1s a membership warehouse club well
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known for selling genuine brand-name merchandise
to its members at prices lower than its competitors.

For many years, Costco sold Omega watches that
it had legally obtained through third parties who im-
ported them into the United States.! Among the
Omega watches sold by Costco was a model known as
the “Seamaster.” Costco sold the Seamaster for
$1,299, more than one-third less than Omega’s sug-
gested retail price of $1,999. CASER 61, 79-82.
Costco also guaranteed its sales with a lifetime re-
turn policy that far surpassed Omega’s own three-
year limited warranty. Id. at 196, 258-260. Costco’s
superior price and customer service threatened other
Omega retailers, who complained about the competi-
tion. Id. at 33-35.

Starting in 2003, for the express purpose of in-
voking the Copyright Act to restrict the resale of its
products, Omega engraved a small emblem, less than
one-half centimeter in diameter, referred to as the
“Omega Globe Design,” on the back of its Seamaster
watch. CASER 238. That design was registered with
the United States Copyright Office. Id. at 60-61.

In 2004, Costco purchased 117 Seamaster
watches from an American supplier. CASER 61.
Discovery revealed that some number of those
watches were originally sold by Omega to authorized
foreign distributors in Egypt and Paraguay, who
subsequently resold them into the regular stream of
commerce. Id. at 175. Costco bought the watches

1 Goods legally produced and purchased abroad but imported
without the permission of the copyright holder are sometimes
referred to as secondary-market goods or gray-market goods,
though this Court has discouraged the use of the latter term to
describe the issues raised here. See Quality King, 523 U.S. at
153.
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only after they had been imported into the United
States. Id. at 54-57. 61.

C. Proceedings Below

After Costco’s sale of 43 Seasmaster watches in
2004, Omega filed suit alleging that Costco’s acquisi-
tion and sale of the watches constituted copyright
infringement under 17 U.S.C. §§ 106(3) and 602(a).
Court of Appeals Excerpts of Record (“CAER”) 132.
Omega moved for summary judgment. Id. at 148.
Costco filed a cross-motion on the basis of 17 U.S.C.
§ 109(a), arguing that, under the first-sale doctrine,
Omega’s initial foreign sale of the watches precluded
claims of infringing distribution and importation in
connection with Costco’s subsequent sales. The dis-
trict court ruled in favor of Costco without explana-
tion. App., infra, 18a-19a.

The Ninth Circuit reversed, citing its own prece-
dent in BMG Music v. Perez, 952 F.2d 318 (9th Cir.
1991). The panel in BMG Music had held that the
phrase “lawfully made under this title” in § 109(a)
“grant[s] first sale protection only to copies legally
made and sold in the United States.” 952 F.2d at
319 (following CBS v. Scorpio Music Distribs., 569 F.
Supp. 47 (E.D. Pa. 1983), aff'd without op., 738 F.2d
424 (3d Cir. 1984)). The court gave two rationales
for that interpretation. First, “[c]lonstruing [§] 109(a)
as superseding the prohibition on importation set
forth in . . . § 602 would render § 602 virtually mean-
ingless.” Id. (quoting Scorpio, 569 F. Supp. at 49).
Second, recognizing a first-sale defense as to goods
manufactured abroad would impermissibly extend
the Copyright Act extraterritorially. See id. (citing
Scorpio, 569 F. Supp. at 49).

The Ninth Circuit in the present case viewed its
task as determining whether this Court’s decision in
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Quality King had undermined BMG Music. The
Ninth Circuit concluded that this Court’s decision
was distinguishable on two grounds. First, “the facts
[of Quality King] involved only domestically manu-
factured copies.” App., infra, 10a. Justice Ginsburg,
1n a one-paragraph concurrence, had opined that, be-
cause the copies at issue in Quality King had origi-
nated in the United States, the Court’s unanimous
opinion did not “resolve cases in which the allegedly
infringing 1imports were manufactured abroad.”
Quality King, 523 U.S. at 154 (Ginsburg, J., concur-
ring). Though no other Justice joined her concur-
rence, the Ninth Circuit treated it as controlling be-
cause “[t]he majority opinion did not dispute this in-
terpretation.” App., infra, 15a. Second, the court of
appeals suggested that this Court never “discussed
the scope of § 109(a) or defined what ‘lawfully made
under this title’ means.” App., infra, 11a. Those two
conslderations, the lower court concluded, meant
that Quality King was not “clearly irreconcilable”
with the rule it enunciated in BMG Music, and that
the rule could be applied to bar Costco’s reliance on
§ 109(a). App., infra, 11a.

REASONS FOR GRANTING THE PETITION

The decision of the court of appeals conflicts with
the plain language of 17 U.S.C. § 109(a), with its leg-
1slative history, and with this Court’s straightfor-
ward interpretation of the statutory text. The
phrase “lawfully made under this title” is used
throughout the Copyright Act, and makes perfect
sense when read to mean nothing more than accord-
ing to, or as defined by, this title. In contrast, the
Ninth Circuit’s holding that the phrase means made
in the United States makes little sense at all and in-
troduces into the statute numerous absurdities that
the lower court did not even acknowledge, let alone
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explain. Moreover, the Ninth Circuit’s definition
lacks any basis in the legislative history of the stat-
ute and is based solely on circuit precedent that was
undermined by this Court’s unanimous decision in
Quality King Distribs., Inc. v. L’Anza Research Int’l,
Inc., 523 U.S. 135 (1998), which unambiguously held
that the first-sale doctrine applies to imported cop-
1es, without concern for the place of manufacturing.

Though the distinction between goods made at
home and those made abroad has no basis in the
Copyright Act, as long as such a distinction exists in
the case law it will have severe consequences for the
U.S. economy. Manufacturers who sell globally will
prefer to manufacture their goods abroad because of
the 1increased control they will gain over subsequent
use of their products. Conversely, retailers will be
hesitant to sell such products for fear of unintended
liability for infringement. Moreover, by absolving
goods manufactured abroad from the first-sale doc-
trine, the Ninth Circuit’s decision gives rise to a
number of absurd outcomes unintended by Congress,
including copyright infringement liability for librar-
ies that lend foreign books or movies.

Without review by this Court, those erroneous
outcomes are very unlikely to be corrected. Both the
Ninth Circuit and the lower courts have for many
years now completely overlooked the statutory text
at 1ssue, even after this Court’s clear and unanimous
instruction to “[r]ead literally” the “unambiguous][]”
text of § 109(a). Quality King, 523 U.S. at 145.
Some, like the Ninth Circuit, have become enamored
of policy disputes. Others have announced a result
with no analysis or treated a lone concurrence as the
law of the land. None has followed Quality King.
The time 1s therefore ripe for this Court again to re-
focus analysis on the Copyright Act itself, which re-
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quires application of the first-sale doctrine to goods
made and sold abroad.

I. THE NINTH CIRCUIT'S OPINION IS
INCONSISTENT WITH THE PLAIN
LANGUAGE OF THE COPYRIGHT ACT
AND WITH THIS COURTS INTERPRE-
TATION OF THAT LANGUAGE IN
QUALITY KING

The first-sale doctrine, codified in 17 U.S.C.
§ 109(a), limits distribution and importation liability
for owners of copies “lawfully made under this title.”
The scope of the doctrine — and the validity of the
lower court’s holding — thus turns on the interpreta-
tion of those five words.

A. Though not explicitly defined in the Copy-
right Act, the phrase “lawfully made under this title”
easily can be understood in light of “the normal
meaning of the language chosen by Congress.” See
Regents of Univ. of Cal. v. Pub. Emp. Rel. Bd., 485
U.S. 589, 595 (1988). In its normal usage, the phrase
would seem to mean nothing more than made pursu-
ant to, or in compliance with, the Copyright Act.?
Here, because Omega is the U.S. copyright holder,
any coples that it makes are necessarily in compli-

2 A virtually identical definition was employed by the Court
in New York Gaslight Club, Inc. v. Carey, 447 U.S. 54 (1980),
for example. In evaluating whether a state administrative
claim required under 42 U.S.C. § 2000e-5(k) constituted a pro-
ceeding “under this title,” the Court simply looked at various
aspects of Title 42, among them “the language and history of
the statute” itself. Id. at 61. The mode of analysis used by the
Court was entirely uncontroversial; though the Court’s holding
was not unanimous, there was not even the mere suggestion
that the phrase “under this title” meant anything other than
according to Title 42,
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ance with 17 U.S.C. § 106(1), which provides the U.S.
copyright holder with an exclusive right to make or
authorize copies. As a result, any copies made by
Omega are “lawfully made under this title” and,
therefore, subject to the first-sale doctrine.

This Court has long recognized that “|a] provi-
sion that may seem ambiguous in isolation is often
clarified by the remainder of the statutory scheme
because the same terminology 1s used elsewhere in a
context that makes its meaning clear, or because
only one of the permissible meanings produces a sub-
stantive effect that is compatible with the rest of the
law.” United Sav. Ass’n of Texas v. Timbers of In-
wood Forest Assocs., Ltd., 484 U.S. 365, 371 (1988)
(internal citations omitted). Here, the phrase “law-
fully made under this title” is used two other times
in Title 17, and 1n both of those instances the
straightforward, Literal definition advanced by
Costco makes perfect sense. In contrast, the Ninth
Circuit’s holding that the phrase can only mean
“made and sold in the United States,” App., infra, 8a,
makes little sense. In fact, that definition introduces
considerable absurdity that the Ninth Circuit failed
even to acknowledge, let alone explain.

In 17 U.S.C. § 110, for example, the Copyright
Act exempts from liability copies that are “lawfully
made under this title” for educational use. Under
Costco’s reading of that phrase, § 110 would permit
teachers to use lawful copies of books, recordings,
and other media, while sensibly limiting their use of
piratical copies, which are obviously not “lawfully
made.” Were the Ninth Circuit’s contrary under-
standing correct, however, teachers would be liable
for copyright infringement if they simply chose to ex-
pose their students to non-piratical foreign-made re-
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cordings of classical music because the safe harbor
created by 17 U.S.C. § 110 would be inapplicable.

Even more nonsensical consequences result from
applying the lower’s courts definition to require-
ments introduced into Title 17 by the Audio Home
Recording Act (“AHRA”), 17 U.S.C. §§ 1001 et seq.3
Section 1004(b) of the AHRA provides for a royalty
payment “for each digital audio recording medium
imported into and distributed in the United States,
or manufactured and distributed in the United
States.” Section 1006(a) goes on to provide that
those royalties shall be distributed to those whose
musical works or sound recordings have been “em-
bodied in a digital musical recording or an analog
musical recording lawfully made under this title that
has been distributed.” 17 U.S.C. § 1006(a)(1)(A)
(emphasis added).

Costco’s reading of the operative phrase to mean
simply according to the Copyright Act properly en-
ables § 1004 and § 1006 to be read in harmony. If,
however, the phase “lawfully made under this title”
referred only to copies manufactured in the United
States, no royalty payments under § 1006 would be
due on digital audio recording media manufactured
abroad and imported into the United States, in direct
contravention of § 1004(b), which explicitly provides
for such payments. “It is well established that when
the statute’s language is plain, the sole function of
the courts — at least where the disposition required
by the text is not absurd — is to enforce it according
to its terms.” Lamie v. U.S. Trustee, 540 U.S. 526,

3 The AHRA regulates the importation and distribution of
audio recording devices and media and requires royalty pay-
ments to be paid to copyright owners by manufacturers, im-
porters, or distributors of such products.
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534 (2004) (internal quotations and citation omitted).
The lower court’s interpretation turns this canon on
its head by simultaneously departing from the text
and creating absurd results.

The lower court's definition also fails to recognize
that when Congress intends to call attention to the
location of manufacturing — and, as in § 1004(b) of
the AHRA, it often does — it does so explicitly and in
plain English.4 A prime example is the Copyright
Act’s now-expired “manufacturing requirement,”
where Congress used the phrases “under this title”
and “manufactured in the United States” in the very
same sentence. See 17 U.S.C. § 601 (“the importa-
tion into or public distribution in the United States
of copies of a work consisting preponderantly of
nondramatic literary material that is in the English
language and is protected under this title is prohib-
ited unless the portions consisting of such material
have been manufactured in the United States or
Canada”) (emphasis added). The use of both phrases
In the same sentence demonstrates that they are not
equivalent, and that, if Congress meant to limit
§ 109 to goods man-factured in the United States, it
would have done so explicitly. See Nken v. Holder,
129 S. Ct. 1749, ___ (2009) (slip op. at 11) (“[W]here
Congress includes particular language in one section
of a statute but omits it in another section of the

4 See, e.g., 15 U.S.C. § 1124 (banning the importation of goods
that, inter alia, “bear a name or mark calculated to induce the
public to believe that the article is manufactured in the United
States”™); 19 U.S.C. § 1€673c()(2) (providing for penalties in cer-
tain situations where a trading partner “no longer prevents the
suppression or undercutting of domestic prices of merchandise
manufactured in the United States”); 14 U.S.C. § 97(a)(1) (“the
Coast Guard may not procure buoy chain that is not manufac-
tured in the United States”).
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same Act, it is generally presumed that Congress
acts intentionally and purposely in the disparate in-
clusion or exclusion.”) (internal quotation marks
omitted); accord Dean v. United States, 129 S. Ct.
1849, _ (2009) (slip op. at 4). See also Sebastian
Int’l Inc. v. Consumer Contacts (PTY) Ltd., 847 F.2d
1093, 1098 n.1 (3d Cir. 1988) (addressing the phrase
“lawfully made under this title” in § 109(a) and not-
ing that “[wjhen Congress considered the place of
manufacture to be important, as it did in the manu-
facturing requirement of section 601(a), the statutory
language clearly expresses that concern”).

B. The Court’s holding in Quality King — that
the first-sale doctrine in § 109(a) limits the importa-
tion right in § 602(a) — did not require enunciation of
an explicit definition of the phrase “lawfully made
under this title.” But the principle that the phrase
encompasses any coples made by the U.S. copyright
holder, regardiess of location, follows from the
Court’s treatment of the statutory text. Recognizing
that the first-sale doctrine “does not apply to ‘any
copy,” Quality King, 523 U.S. at 142 n.9, the Court
identified two types of copies that would not be con-
sidered “lawfully made under this title.” The first
was “piratical copies, of course, because such copies
were not ‘lawfully made.” Quality King, 523 U.S. at
146 n.17. The second was “copies that were ‘lawfully
made’ not under the United States Copyright Act,
but instead, under the law of some other country.”
Id. at 147. To clarify the scope of this second cate-
gory, the Court provided a hypothetical example:

If the author of [a] work gave the exclusive
United States distribution rights — enforceable
under the Act — to the publisher of [a] United
States edition and the exclusive British distribu-
tion rights to the publisher of [a] British edition
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. .. presumably only those made by the publisher
of the United States edition would be “lawfully
made under this title” within the meaning of
§ 109(a). The first-sale doctrine would not pro-
vide the publisher of the British edition who de-
cided to sell in the American market with a de-
fense to an action under § 602(a) (or, for that
matter, to an action under § 106(3), if there was
a distribution of the copies).

Quality King, 541 U.S. at 148. The court of appeals
read “this illustration [to] suggest[] that ‘lawfully
made under this title’ refers exclusively to copies of
U.S.-copyrighted works that are made domestically.”
App., infra, 15a (emphasis added). But the illustra-
tion does no such thing. Indeed, it does not refer to a
place of manufacture at all, only to “rights” granted.
This treatment conforms perfectly with a definition
of “lawfully made under this title” that turns on the
rights created or granted by Title 17. Obviously, if a
copyright owner gives exclusive American publishing
rights to Person A, and exclusive British publishing
rights to Person B, A’s books are “lawfully made un-
der this title” (i.e., the Copyright Act) even if they are
manufactured in Mexico. Conversely, B’s books are
not lawfully made under the Copyright Act, even if
they are made in the United States, because B did not
receive U.S. rights from the copyright owner.

C. The legislative history further confirms that
“lawfully made under this title” simply means ac-
cording to the Copyright Act, and not made in the
United States. For example, the legislative history
notes that copies “lawfully made under this title” in-
clude some types that were “not necessarily [made]
with the copyright owner’s authorization,” among
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them, copies “legally made under the compulsory li-
censing provisions of section 115”9 H.R. Rep. No.
94-1476, at 79 (1976), reprinted in 1976 U.S.C.C.A.N.
5659, 5693. That comment makes sense if the
phrase “lawfully made under this title” refers simply
to the surrounding provisions of Title 17; for pur-
poses of the first-sale doctrine, there is no logical
reason to treat coples authorized by a copyright
owner differently than those made under a compul-
sory license. Yet that is precisely the result that
would follow from the lower court’s interpretation of
the phrase “lawfully made under this title”; under
that interpretation, a rerecording of a U.S. copy-
righted song made abroad might not be subject to the
first-sale rule, even if the artist making the rere-
cording paid for a compulsory license and abided by
the other requirements of § 115. The Ninth Circuit’s
interpretation therefore conflicts not only with logic,
but with the legislative history of statute as well.

Analysis of the transition to § 109 from its prede-
cessor also undercuts the Ninth Circuit’s holding.
Section 109 replaced § 27 of the 1909 Copyright Act,
which stated: “[N]othing in this title shall be deemed
to forbid, prevent, prevent, or restrict the transfer of
any copy of a copyrighted work the possession of
which has been lawfully obtained.” Act of Mar. 4,
1909, ch. 320, §27, 25 Stat. 1075, 1084 (1909)
(amended 1976) (emphasis added). This Court char-
acterized the two acts as having “comparable limita-
tion[s],” Quality King, 523 U.S. at 142, and it is sen-

9 Section 115 provides that, once a copyright holder records a
composition and distributes it to the public, others are also en-
titled to record and distribute copies of that composition, sub-
ject to the payment of statutory royalties and other minimal
requirements.
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sible to conclude that “lawfully made” in the 1976
Act drew its meaning from “lawfully obtained” in the
1909 Act. Cf. Keene Corp. v. United States, 508 U.S.
200, 210 (1993) (predecessor provisions can “shed
some light” on current ones); ICC v. J-T Transp. Co.,
368 U.S. 81, 127-128 (1961) (Frankfurter, J., dissent-
ing) (“we are guided primarily by an investigation of
the prior law as it sheds light on” congressional in-
tent). The words “lawfully obtained” in § 27 of the
1909 Copyright Act did not refer to the locality of
manufacturing or first sale, and there is no evidence
to suggest that changes made by the 1976 Act were
meant to introduce such a factor.®

D. The decision below does more than merely
misinterpret the statutory text and its history, how-
ever. It also blatantly ignores clear principles articu-
lated clearly and unanimously by this Court in Qual-
ity King. In even the most narrow recitation of the
question presented in Quality King, for example, this
Court indicated its intention to articulate a principle
of law, not just a determination on the facts: “More

6 See Staff of House Comm. on the Judiciary, 89th Cong., 1st
Sess., Copyright Law Revision Part 5: 1964 Revision Bill with
Discussion & Comments 66 (Comm. Print 1965) (Barbara
Ringer, member of the Copyright Office’s General Revision
Steering Committee, stating: “The basic purpose of [§ 109(a)] is
to make clear that full ownership of a lawfully-made copy au-
thorizes its owner to dispose of it freely, and that this privilege
does not extend to copies obtained otherwise than by sale or
other lawful disposition. In other words, if you obtain a copy by
loan or by rental, you are not free to dispose of it freely or to use
it in any way you see fit.”). The Court in Quality King acknowl-
edged this rationale for the statute’s amendment when it ob-
served that “the first sale doctrine would not provide a defense
to a § 602(a) action against any nonowner such as a bailee, a
licensee, a consignee, or one whose possession of the copy was
unlawful.” 523 U.S. at 146-147.
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narrowly, the question is whether the ‘first sale’ doc-
trine endorsed in § 109(a) is applicable to imported
copies.” Quality King, 523 U.S. at 138. See also 2
NIMMER ON COPYRIGHT § 8.12[B][6][c], at 8-176 (3d
ed. 2007) (“[T]he entire way that the Court encapsu-
lated the inquiry before it indicates that its ruling
should be given a broad sweep, instead of being con-
fined to the operative facts at play in that particular
case.”). That question did not distinguish between
the 1mportation of copies manufactured abroad and
the “re-importation” of goods originally manufac-
tured in the United States.

More to the point, the primary rationale articu-
lated in BMG Music, that recognizing § 109(a) in im-
portation cases would render § 602(a) meaningless,
was squarely rejected by the Court as Quality King’s
core holding because of “several flaws in th[e] argu-
ment.” 523 U.S. at 146. In particular, the Court
emphasized that the argument rested on a faulty “as-
sumption that the coverage of [§ 602(a)] is coexten-
sive with the coverage of § 109(a).” Id. at 148. A
reading of the statute reveals that the assumption is
false: § 602(a) “is, in fact, broader because it encom-
passes coples that are not subject to the first sale
doctrine.” Id. In particular, as noted earlier, the
first-sale doctrine applies neither to piratical copies,
id. at 146 n.17, nor to copies lawfully made under
foreign law, id. at 147, because in both cases such
coples are not “lawfully made under this title.” Thus,
the Court concluded, although there may be consid-
erable overlap between the first-sale doctrine and
§ 602(a), “the former does not subsume the latter;
those provisions retain significant independent
meaning.” Id. at 148-149.

Nor can the second rationale relied on by the
court of appeals, that recognizing a first-sale defense



18

as to goods manufactured abroad “would amount to
an extraterritorial application of the Copyright Act,”
be reconciled with the express reasoning of Quality
King. The argument was noted, without being ad-
dressed or otherwise validated, in Justice Ginsburg’s
Quality King concurrence. 523 U.S. at 154. And it
has been the basis for a number of recent district
court opinions, many of which treat Justice Gins-
burg’s concurrence as though it were controlling
without any consideration of the issue.” The argu-
ment, however, misinterprets or flatly ignores sev-
eral aspects of Quality King.

First, the Court in Quality King addressed — and
squarely rejected — an argument virtually i1dentical
to that adopted by the Ninth Circuit. Respondent in
Quality King had argued that the first-sale doctrine
should not apply when that first sale is made abroad.
523 U.S at 145 n.14. Its rationale was that “[a] dis-
tribution of copyrighted goods outside the United
States 1s not an exercise of the Section 106(3) right,
but rather an exercise of rights conferred by foreign
copyright law,” and therefore, “[blecause a distribu-
tion of copyrighted works outside the United States
1s not an exercise of the Section 106(3) United States
distribution right, the Section 106(3) right and Sec-
tion 602(a) right cannot be extinguished by [a] dis-
tribution outside the United States.” Brief for Re-
spondent at 27, Quality King, 523 U.S. 135 (1998)
(No. 96-1470). This Court flatly rejected that argu-
ment, holding that a defendant’s invocation of the
first-sale doctrine “does not require the extraterrito-
rial application of the Act any more than § 602(a)’s

7 See infra notes 11-13 and surrounding text.
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‘acquired abroad’ language does.” 523 U.S at 145
n.14 (emphasis added).

Characteristic of its general disregard of Quality
King, the Ninth Circuit attempted to distinguish it
from this action by concluding that in the case ad-
dressed by this Court “the statute merely acknowl-
edges the occurrence of a foreign event as a relevant
fact,” while in Costco’s case “application [of the stat-
ute] would go much further.” App., infra, 13a. Ac-
cording to the Ninth Circuit, applying the first-sale
doctrine “would mean that a copyright owner’s for-
eign manufacturing constitutes lawful reproduction
under 17 U.S.C. § 106(1) even though that statute
does not clearly provide for extraterritorial applica-
tion.” Id. at 13a. But that purported distinction
makes no sense: Permitting use of the first-sale doc-
trine here requires nothing more than a factual de-
termination about whether the manufacturer abroad
1s the U.S. copyright holder, just as permitting use of
the first-sale doctrine in Quality King required noth-
ing more than a factual determination about whether
the distributor abroad was the U.S. copyright holder.

Second, the court of appeals, following both Scor-
pio and BMG Music, misconceived the purpose and
application of the rule against extraterritoriality.
That rule is meant “to protect against unintended
clashes between our laws and those of other nations
which could result in international discord,” EEOC v.
Arab. Am. Oil Co., 499 U.S. 244, 248 (1991), by “re-
stricting federal statutes from reaching conduct be-
yond U.S. borders,” Small v. United States, 544 U.S.
385, 400 (2007) (Thomas, ., dissenting) (emphasis
added), unless Congress clearly states otherwise. As
the U.S. District Court for the Northern District of
California recently emphasized when confronted
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with a similar argument in the context of the foreign
sale of a product with a U.S. patent:

[T]he concept of “extraterritorial effect” refers to
imposing liability under United States law for
conduct occurring outside the United States.
Holding that exhaustion is triggered by the au-
thorized foreign sale of a patented product does
not impose liability of this sort, and thus does not
amount to giving extraterritorial effect to the
patent law.

LG Elecs., Inc. v. Hitachi, Ltd., No. C 07-6511, 2009
WL 667232, at *11 (N.D. Cal. Mar. 13, 2009) (em-
phasis added and internal citations omitted). The
1ssue here is not how U.S. copyright law is applied in
other countries but whether it bans a particular im-
portation into this country; there is no applicable
rule regulating conduct abroad here. Accordingly,
barring use of the first-sale doctrine as an affirma-
tive defense in an action brought by a U.S. copyright
holder alleging infringement of U.S. copyright simply
turns the rule against extraterritoriality on its head,
creating further need for this Court’s review.

II. THE ISSUE IS OF GREAT IMPORTANCE

The decision below should be examined by this
Court because of the significant impact it has on an
important component of the U.S. economy. “Because
of its relatively open markets and historically strong
currency, the United States has developed a large
gray market economy.” John C. Cozine, Fade to
Black? The Fate of the Gray Market After L' anza Re-
search International, Inc. v. Quality King Distribu-
tors, Inc., 66 CINCINNATI L. REV. 775, 778 (1998). In-
deed, the size of the secondary market for informa-
tion technology alone is currently estimated to be
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more than $40 billion annually. See Romana Autrey
& Francesco Bova, Gray Markets and Multinational
Transfer Pricing, Harv. Bus. School Accounting &
Management Unit Working Paper No. 09-098, at 1
(Feb. 25, 2009). This is a dramatic increase over just
twenty years ago. See Frank V. Cespedes, et al.,
Gray Markets: Causes and Cures, 66 HARV. BUS. REV.
75 (July-Aug. 1988) (estimating the entire U.S. sec-
ondary market to be seven to ten billion dollars an-
nually).

The Ninth Circuit’s opinion gives copyright hold-
ers an unfettered right to eliminate these secondary
markets, and the American jobs and tax revenue
that flow from them. By granting greater protections
to goods made abroad than to those made at home,
the Ninth Circuit’s opinion creates perverse incen-
tives, not intended by Congress, for United States
copyright owners to produce all copies of their copy-
righted works outside the United States.® See, e.g.,
Michael J. Meurer, Copyright Law and Price Dis-
crimination, 23 CARDOZO L. REV. 55, 142 n.380 (2001)
(“A policy that allows exclusion of gray market goods
that are manufactured abroad provides an inefficient
incentive to shift domestic production abroad.”); Elie
Dugan, United States of America, Home of the Cheap
and the Gray: A Comparison of Recent Court Deci-

8 In the analogous area of patent exhaustion, one court re-
cently noted that “[d]rawing such a distinction between author-
ized domestic sales and authorized foreign sales would negate
the Supreme Court’s stated intent in Quanta [Computer, Inc. v.
LG Elecs., Inc., 128 S. Ct. 2109 (2008)] to eliminate the possibil-
ity of a patent holder doing an ‘end-run’ around the exhaustion
doctrine by authorizing a sale, thereby reaping the benefit of its
patent, then suing a downstream purchaser for patent in-
fringement.” LG Elecs., 2009 WL 667232, at *10. Analogous
concerns are present here.
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sions Affecting the U.S. and European Gray Markets,
33 GEO. WASH. INT'LL L. REvV. 397, 406 (2001) (charac-
terizing the phenomenon as “loophole” that “does not
bode well for employment in the United States” and
that “can hardly be seen as positive”). Not only
would such a result lack any legal basis, but it lacks
any policy rationale as well. See Meurer, supra, 23
CARDOZO L. REV. at 142 n.379 (noting that it is “hard
to find any policy basis for treating the two cases
[i.e., manufactured at home or abroad] differently”).
This problem is exacerbated because it 1s easy for
copyright holders to apply a copyrighted symbol, la-
bel, or package to almost any good offered for sale in
the United States.

The Ninth Circuit’s decision not only distorts in-
centives for manufacturers, but does so for down-
stream retailers as well. Neither the mass-market
chain that imports billions of dollars of goods for re-
sale each year, nor the small local shop that pur-
chases its inventory from middleman exporters and
distributors, can always know the provenance of law-
fully made goods first sold abroad and imported for
sale in the United States. Where (as here) the copy-
right owner places no copyright notice on the goods,
retailers have no reasonable way to ascertaln
whether anything about the goods is protected by
copyright. This is particularly true in cases in which
the copyrighted work 1s at best ancillary to the goods
consumers purchase. If copyright owners had the
right to prevent importation of lawfully made goods,
the retail industry would have less confidence to sell
non-piratical goods acquired from an independent
exporter or importer. See Disenos Artisticos E Indus-
triales S.A. v. Costco Wholesale Corp., 97 F.3d 377,
380 (9th Cir. 1996) (noting that, if the first-sale doc-
trine were not applicable to imported goods then
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“every little gift shop in America would be subject to
copyright penalties for genuine goods purchased in
good faith from American distributors, where unbe-
knownst to the gift shop proprietor, the copyright
owner had attempted to arrange some different
means of distribution several transactions back”).

Despite Quality King, given the practical difficul-
ties in assuring the provenance of imported goods,
retailers would be loath even to re-import goods pro-
duced in the United States, forgoing the opportunity
to purchase and sell those goods at all rather than
risk the expense of litigation, potential injunctive re-
lief, seizure and loss of inventory, and/or statutory
damages. Ensuring that the first-sale doctrine is ap-
plied to lawfully made goods, regardless of where
they are manufactured, thus secures the rights of
everyone along the chain of commerce — the first for-
eign purchaser, the exporter, the importer, the do-
mestic distributor, and/or the retailer — to sell at re-
tail in the United States lawfully made goods legally
acquired abroad.

The damage caused by the decision below is not
Iimited to industry, however. It causes substantial
harm and confusion for everyday consumers as well.
The lower court’s decision subjugates retailer compe-
tition to copyright owner price controls, resulting in
fewer goods offered at retail, in fewer retail outlets,
and at higher prices. Moreover, the decision below
mandates a number of nonsensical outcomes, includ-
ing the following, non-exhaustive list:

e Imported copies of copyrighted material — be it
a British version of a Harry Potter book im-
ported by an individual consumer under the
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§602(a)(2) “suitcase exemption,”® a Picasso
fine art print purchased from a foreign art
dealer, or a foreign-made classical compact
disc — cannct lawfully be resold, loaned, or
even given away by the purchaser without
committing copyright infringement.

e Libraries are unable to lend foreign-language
texts made abroad.

e Movie rental businesses such as Netflix and
Blockbuster and used-DVD and -CD resale
shops, whose existence depends on the first-
sale doctrine, can be shut down merely by
shifting disc duplication to Mexico or Canada.

e It i1s impossible to rent or resell a foreign-
produced automobile whose on-board com-
puter systems are loaded with control software
covered by a United States copyright registra-
tion.

This Court’s review is necessary because no copy-
right or public policy would be served by the poten-
tial losses of jobs and tax revenue, or the manifest
disadvantages to consumer and commercial inter-
ests, that flow from the Ninth Circuit’s opinion.

9 Congress exempted from infringement under 17 U.S.C.
§ 602(a)(2) the “importation, for the private use of the importer
and not for distribution, by any person with respect to no more
than one copy or phonorecord of any one work at any one time,
or by any person arriving from outside the United States with
respect to copies or phonorecords forming part of such person’s
personal baggage.”
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III. THE ISSUE IS READY FOR THIS
COURT’S REVIEW

A. Though no other court of appeals has ad-
dressed the precise issue raised here, the Ninth Cir-
cuit’s opinion is in conflict with the reasoning of the
Third Circuit in Sebastian Int’ll, Inc. v. Consumer
Contacts (PTY) Ltd., 847 F.2d 1093 (3d Cir. 1988).10
In Sebastian, the Third Circuit “confess[ed] some un-
easiness with [a] construction of lawfully made” that
turned on the place of manufacturing “because it
does not fit comfortably with the scheme of the Copy-
right Act.” Id. at 1098 n.1. “When Congress consid-
ered the place of manufacturing to be important, as
it did in the manufacturing requirement of section
601(a), the statutory language clearly expresses that
concern.” Id. “Furthermore,” the Court noted, “it is
trademark law that emphasis the source of origin.”
Id. “[C]opyright law focuses instead on originality of
authorship [and] [t]he Supreme Court has cautioned
against applying doctrine formulated in one area to
the other.” Id. See also Red Baron-Franklin Park,
Inc. v. Taito Corp., 1989 Copyright L. Dec. (CCH)
9 26,352 (E.D. Va. 1988) (“This court finds it difficult
to accept that Congress would have given foreign
corporations greater protection under the copyright
laws than it has provided to domestic copyright hold-
ers.”), rev'd on other grounds, 883 F.2d 275 (4th Cir.
1989), cert. denied, 493 U.S. 1058 (1990) .

Though the facts of Sebastian involved a “round-
trip” importation, and that court “specifically d[id]

10 1t was a conflict between Sebastian and the Ninth Circuit’s
decision in L’Anza Research Int’l, Inc. v. Quality King Distribs.,
Inc., 98 F.3d 1109 (9th Cir. 1996), that gave rise to this Court’s
Quality King decision. See Quality King, 523 U.S. at 140.
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not pass upon” the phrase “lawfully made under this
title,” 847 F.2d at 1098, the prevailing view is that
“[t]he Third Circuit upheld the first sale doctrine us-
ing language that could also apply to sale and manu-
facture abroad of copyrighted goods and their subse-
quent importation into the United States. In dictum,
if not in holding, Sebastian therefore calls into ques-
tion” the “continued vitality” of the interpretation re-
lied on by the court of appeals here. 2 NIMMER
§ 8.12[B][6][a], at 8-172 n.111.24.

B. Though this Court in Quality King adopted
the Third Circuit’s reasoning in Sebastian, the views
of commentators and the erroneous and unreasoned
departures from Quality King’s reasoning in the
lower courts suggest that this Court needs to do
more to reiterate its prior reasoning and clarify the
interaction between § 109(a) and § 602(a). In par-
ticular, there 1s considerable doubt that there i1s any
continuing validity to the extraterritoriality concerns
raised in Scorpio and cited in BMG Music. Indeed,
because this “Court [did] not even cite to Scorpio or
most other cases in the field, [and because| the opin-
1on does [not] even grapple with the basic issues that
Scorpio poses,” one prominent treatise has comment-
ed that “a unanimous Supreme Court opinion has
now addressed the copyright gray market, without
leaving any clear guidance as to what the status is of
pedestrian gray market goods manufactured abroad
and sought to be imported into the United States.” 2
NIMMER § 8.12[B][6][c], at 8-178.3 n.111.83. See also
William W. Fisher III, When Should We Permit Dif-
ferential Pricing Of Information?, 55 UCLA L. REV. 1,
38 (2007) (noting that whether the first-sale rule ap-
plies to products manufactured and sold abroad is
“subject to some uncertainty or dispute . .. [and that
the governing rule] has not yet been resolved”).
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This perceived lack of clarity might be tolerable,
were 1t the case that lower courts were rigorously ex-
amining § 109(a) and vigorously debating its mean-
ing. But that is simply not the case. Despite this
Court’s mnstruction to “[r]Jead literally” the “unambai-
guous|]” text of the statute, Quality King, 523 U.S. at
145, most lower courts have been more concerned
with parsing this and other courts’ opinions than
with parsing the words of the operative statutory
text.1l A number of lower courts have concluded
that Quality King itself held that copies made abroad
are not subject to the first-sale doctrine;!2 even Jus-

11 See, e.g., , Microsoft Corp. v. Cietdirect.com LLC, No. 08-
60668-CIV, 2008 WL 3162535 at *4 (S.D. Fla. Aug. 5, 2008) (fol-
lowing Scorpio because, “[a]s Justice Ginsburg recognized in
her concurrence, the Quality King Court did not ‘resolve cases
in which the allegedly infringing imports were manufactured
abroad™); UMG Recordings, Inc. v. Norwalk Distribs., Inc., No.
SACV-02-1188, 2003 WL 22722410, at *3-*4 (C.D. Cal. Mar. 13,
2003) (parsing the language of Quality King to determine its
scope but nowhere even mentioning the operative statutory lan-
guage); Lingo Corp. v. Topix, Inc., No. 01-CIV-2863, 2003 WL
223454, at *4 (S.D.N.Y. Jan. 31, 2003) (citing Ninth Circuit
precedent for the proposition that the first-sale doctrine does
not apply to goods made abroad, with no discussion of the Copy-
right Act itself).

12 See, e.g., Pearson Educ., Inc. v. Liao, No. 07-CIV-2423, 2008
WL 2073491, at *3 (S.D.N.Y. May 13, 2008) (“because a first
sale defense only applies to the sale of copies that are ‘lawfully
made under this title,” the resale in the United States of copies
manufactured outside the United States is not protected under
the terms of the statute”); Swatch SA v. New City, Inc., 454
F. Supp. 2d 1245, 1254 (S.D. Fla. 2006) (asserting that in Qual-
ity King this court “expressly recognized” that the first-sale doc-
trine does not apply to goods manufactured abroad); U2 Home
Entm?, Inc. v. Lai Ying Music & Video Trading, Inc., No. 04-
CIV-1233, 2005 WL 1231645, at *4 (S.D.N.Y. May 25, 2005)
(citing Quality King for the proposition that “the importation of
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tice Ginsburg did not go that far, believing the issue
simply to be unresolved. The decision below has al-
ready exacerbated this problem, as recent court deci-
sions have begun to substitute a citation to Omega
for any reasoned exploration of the statute at all.13
Review by this Court is therefore necessary to return
lower courts to the task of interpreting the Copyright
Act, as opposed to the words of prior decisions.

C. Nor is there any reasonable expectation that
the Ninth Circuit will limit the reach of its holding in
future cases without action by this Court. Indeed,
this case demonstrates quite the opposite. BMG Mu-
sic, the case on which the opinion below chiefly re-
lies, was the subject of “widespread criticism” from
the day it was decided. Parfums Givenchy v. Drug
Emporium, 38 F.3d 477, 482 n.8 (9th Cir. 1994). An-
other panel of the Ninth Circuit went so far as to ex-
press concern that, applied literally, BMG Music
would lead to precisely the “absurd and unintended
results” just described, including giving “foreign
manufactured goods . .. greater copyright protection
than goods manufactured in the United States.” Id.
“[S]uch a result,” the court concluded, “would be un-

[Footnote continued from previous page]

copies into the United States of a work manufactured in a for-
eign country can form the basis for a copyright infringement
claim by an exclusive licensed U.S. distributor without regard
to the first sale doctrine”).

13 See, e.g., Microsoft Corp. v. Big Boy Distrib. LLC, 589 F.
Supp. 2d 1308, 1317 (8.D. Fla. 2008) (citing Omega and con-
cluding that “the first sale doctrine protects only resales of
works lawfully made ‘under this title,” a phrase which is gener-
ally interpreted to mean works legally made in the United
States”) (emphasis in original); Microsoft Corp. v. Intrax Group,
Inc., No. C-07-1840, 2008 WL 4500703, at *3 (N.D. Cal. Oct. 6,
2008) (citing Omega without any discussion of the issue).
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tenable, and . . . nothing in the legislative history or
text of § 602 supports such an interpretation.” Id.
See also 2 PAUL GOLDSTEIN, GOLDSTEIN ON COPY-
RIGHT § 7.6.1, at 142 (3d ed. 2007) (noting that the
result of Scorpio, upon which BMG Music rests, “con-
tradicts the policy behind section 109(a) and the
terms of section 602(a)”).

Rather than simply returning to the text of the
Copyright Act, however, the Ninth Circuit’s putative
solution has been to stray even further from the
statute by “creat[ing] an exception to BMG Music,
... [whereby} § 109(a) can apply to copies not made
in the United States so long as an authorized first
sale occurs [t}here.” App., infra, 9a (emphasis added)
(citing Drug Emporium, 38 F.3d at 481). This excep-
tion has quelled some of the policy critiques of BMG
Music, but it has completely unhinged analysis from
the statute, as evidenced by the decision below. The
words “lawfully made under this title” quite clearly
do not mean “manufactured in the United States,
and also manufactured abroad, but only in instances
where the copyright holder sells into the United
States.” In Quality King, this Court bluntly stated
that “whether or not we think [a particular rule]
would be wise policy . .. is not a matter that is rele-
vant to our duty to interpret the text of the Copy-
right Act.” 523 U.S. at 153. BMG Music and its
progeny, however, including the case below, take ex-
actly the opposite approach. By reviewing the deci-
sion below, this Court can both put focus back on the
text of the statute and resolve the problems associ-
ated with Ninth Circuit’s departure from it.
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CONCLUSION

The petition for a writ of certiorari should be
granted.
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