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COMPETITION AND COMMERCE IN
DIGITAL BOOKS

THURSDAY, SEPTEMBER 10, 2009

HOUSE OF REPRESENTATIVES,
COMMITTEE ON THE JUDICIARY,
Washington, DC.

The Committee met, pursuant to notice, at 10 a.m., in room
2141, Rayburn House Office Building, the Honorable John Conyers,
Jr. (Chairman of the Committee) presiding.

Present: Representatives Conyers, Watt, Lofgren, Jackson Lee,
Waters, Cohen, Johnson, Quigley, Sherman, Gonzalez, Schiff,
Smith, Coble, Goodlatte, Lungren, and King.

Staff Present: (Majority) Perry Apelbaum, Staff Director and
Chief Counsel; Christal Sheppard, Counsel; Brandon Johns, Staff
Assistant; (Minority) Sean McLaughlin, Chief of Staff and General
Counsel; and Stewart Jeffries, Counsel.

Mr. CONYERS. Good morning, ladies and gentlemen. We are going
to start some opening statements. Time is of essence here.

We come here to discuss among ourselves “Competition and Com-
merce in Digital Books.” The Google Books settlement represents,
without exaggeration, one of the most innovative developments
since the press.

I am going to start off by asking Zoe Lofgren, also from Silicon
Valley, to just take a couple of minutes to get us off. And then I
will turn to the distinguished Ranking Member. The Chair recog-
nizes Zoe Lofgren.

Ms. LOFGREN. Thank you, Mr. Chairman. And I thank you for
holding this hearing today.

The future of literacy does, I think, indeed rely a great deal on
how we get right digitizing written material. And, in fact, we prob-
ably wouldn’t be here today if the Congress had been successful in
dealing with the orphan works measure.

As you know, Mr. Chairman, I was a coauthor in working with
Howard Berman. We made a very grand effort to do something in
that regard. It was brought to our attention by Justice Breyer in
the Eldred case. And it seemed to me the fact that potentially a
majority of the written works in this country are unavailable to the
culture is a problem—is a problem. And that is why we worked so
hard to try and come up with a solution. And we failed. We failed.

We could not get parties—you know, the fact that orphan works
are not being exploited tells us some things, which is: The rights
holder, whoever he or she was, decided they couldn’t make money
on it. But as soon as the prospect of money was in the air, no one
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wanted to do a deal. And so I think we are here today because
somebody in the private sector decided to seek forgiveness rather
than permission. And that, in a way, is what this settlement is. It
is a resolution of the rights that we, the Congress, could not accom-
plish—could not accomplish.

And so I think that there are legitimate issues that we need to
look at. I think this hearing is important because of that. But I am
also mindful that, as with all antitrust and copyright issues, there
are competitors who sometimes try and seek a business advantage
out of a dispute. It is important for us—you know, and that is fair.
This is America; people can do that—but to separate out that kind
of squabbling from the actual legal issues that are before us.

Now, I did want to mention one thing because it is something
that has been overlooked, but I am a believer in the utility, at
times, of class action lawsuits. I have been a critic of coupon settle-
ments, but there are times when the class is so big that you have
to actually group them together. And I am very disturbed by any
criticism that would eliminate rule 23, which is an undercurrent in
some of this. That is not on the table, as far as I am concerned,
Mr. Chairman. And I know that you have felt that way in the past.
So I just wanted to state that.

And in this final matter, I just want to say, I am quite distressed
that we only received testimony from the Copyright Office this
morning. There is a rule that the testimony has to be here at least
24 hours in advance. I can recall when Mr. Sensenbrenner was
Chairman that he refused witnesses to testify if their testimony
was not here. I had looked forward to reviewing the testimony, and
I didn’t have the opportunity to do that. So I just think, you know,
the office is not some newbie. It is not, you know, some volunteer.
And it is just scandalous, really, outrageous. And I am ashamed
that the government did that.

With that, Mr. Chairman, I am not going to speak further be-
cause we have a lot of witnesses and we want to get through them
this morning. I appreciate your hearing, and I appreciate all those
who are here as witnesses. Thank you.

Mr. CONYERS. Yes, only eight witnesses.

The Chair is now pleased to recognize the distinguished gen-
tleman from Texas, the Ranking Member, Lamar Smith.

Mr. SmiTH. Thank you, Mr. Chairman.

Today’s hearing allows the Committee to explore the intersection
of two areas of the Committee’s jurisdiction, antitrust and copy-
right.

In September 2008, copyright owners and Google reached a set-
tlement agreement in a class action lawsuit concerning Google’s
digitization and use of millions of books in the Google Book Search
program. The District Court for the Southern District of New York
has scheduled a hearing for October 7, 2009, to review and possibly
approve the terms of this settlement agreement.

Under this settlement, copyright infringement claims against
Google for the unauthorized digitization of millions of books would
be dropped and Google would be allowed to make commercial use
of books it has scanned that were published prior to January 5,
2009. This includes offering individual books for sale and subscrip-
tions to the entire digital collection of scanned books.
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In return, Google will share proceeds from use of the works with
copyright owners. To facilitate the distribution of these royalties,
the settlement calls for the creation of a Book Rights Registry that
will serve as a collecting society for affected copyright holders.

Google Book Search is a novel and innovative way for people to
acquire knowledge. Google has made accessible literally millions of
books that were out of print or otherwise largely unavailable to
readers and researchers.

The Google Books settlement also anticipates the creation of a
Book Rights Registry that may be useful in resolving the so-called
orphan works program. In the past, the absence of such a registry
has been considered a stumbling block to the ultimate resolution
of this matter.

But there are countervailing concerns. Some complain that
Google was able to negotiate this agreement only after they alleg-
edly infringed the rights of tens of thousands of copyright holders.
Without that action and the litigation that led to the subsequent
certification of a class, we would not be here today.

The class action system, by its very nature, can only address
Google’s actions. Thus, the benefits that Google would obtain
through this settlement are not readily available to any of their ac-
tual or potential competitors in book search and sales. As a prac-
tical matter, the only way a competitor would be positioned to ben-
efit from a similar arrangement would be to follow the same course
of action pursued by Google: in other words, divest risk liability by
digitizing massive amounts of copyright protected works without
first receiving the express permission of the authors or other rights
holders. Even then, there is a question as to whether the compet-
itor would receive the same settlement terms as Google.

From a public policy perception, it is unclear whether the Google
Book Search settlement is the ideal way to address the orphan
works issue. Congress had been wrestling with this issue for years,
and the settlement agreement at issue today is but one, and not
necessarily the right, solution.

There is also the question of whether the Book Rights Registry
between the publishers and authors would facilitate price-fixing of
works not just to Google but to all book resellers. This would un-
doubtedly be a bad deal not just for Google and its competitors but
for consumers as well.

Mr. Chairman, these are a few of the questions raised by this
settlement, and I think it is very helpful today to have such a bal-
anced panel of experts address these concerns. And I thank you for
holding the hearing.

I will yield back.

Mr. CoNYERS. Thank you for your thoughtful introductory set of
comments.

For my part, I would welcome this hearing and the eight partici-
pants by observing that it is a good thing to provide millions of
Americans access to published works that otherwise wouldn’t be
available to them. A library will be available in every household
with an Internet connection. This could be the greatest innovation
in book publishing since the Gutenberg Press.

The heart of the matter is that my primary concern is that, be-
cause Google reached this settlement, they now have exclusive ac-



4

cess to orphan works. However, this can be remedied by legislation
that would include others. And I have indications from that organi-
zation that they would support such a remedy.

The fact is that Google is in this position, in my view, not be-
cause they have engaged in predatory or anticompetitive behavior
but because they have, to date, built a better mousetrap in the eyes
of mousetrap purchasers.

The settlement has, in my view, been fair with copyright owners.
It explicitly gives copyright owners the ability to determine the
type and cost of access for consumers. As copyrighted books become
part of the Internet, we need to be careful. It is important that oth-
ers who wish to compete with Google Books adhere to the same
type of copyright protections that Google has agreed to.

For some books, the rights holder cannot be found. These are “or-
phan works.” For other works, the rights holder can be found but
it requires some effort. We must ensure that the law continues to
create incentives to make best efforts to find the rights holders of
these books.

We also should make sure that access is provided to the sight-
impaired and others with disabilities, as this settlement does.

Now, are there any other Members in the Judiciary Committee
that have a burning desire to make a 1-minute statement?

None. And so we will now turn to our list of witnesses. And what
a group we have.

We welcome senior fellow from the Center for American Progress
David Balto. We welcome Mr. Randal Picker, the Paul H. and Theo
Leffmann professor of commercial law, University of Chicago. And
of course the register of copyrights for the United States Copyright
Office, we welcome back again Ms. Marybeth Peters. We have also
the executive director of the Authors Guild, Mr. Paul Aiken. And
then we have John Simpson, consumer advocate, Consumer Watch-
dog; from the National Federation of the Blind, its president, Dr.
Marc Maurer; the vice president of global public policy, Ama-
zon.com, Mr. Paul Misener.

And we begin with David Drummond, who will be our first wit-
ness. He is the senior vice president of Google’s corporate develop-
ment and its chief legal officer. He has been with Google since
2002, worked as outside counsel, and is no stranger to the Judici-
ary Committee.

We will accept into the record all the witnesses’ statements, in-
cluding yours, Mr. Drummond. And we welcome you to begin our
discussion this morning.

TESTIMONY OF DAVID C. DRUMMOND, SENIOR VICE PRESI-
DENT OF CORPORATE DEVELOPMENT AND CHIEF LEGAL
OFFICER, GOOGLE INC.

Mr. DRUMMOND. Well, thanks so much, Chairman Conyers. It is
indeed an honor to be back. Ranking Member Smith, Committee
Members, thanks for having me here to discuss how the Google
Books settlement will benefit the reading public and spur competi-
tion in the emerging electronic book industry.

Imagine if a student living in a rural area or inner-city could go
to a local public library and read from millions of books in the com-
bined collections of some of our Nation’s greatest universities and
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libraries—the University of Michigan, University of Texas, Stan-
ford, the New York Public Library—or if a blind student suddenly
could access millions of digital books to unlock knowledge fore-
closed from the visually impaired today. Then consider the author,
whose life’s work, a book no longer in publication, suddenly be-
comes available online so anyone could find it, buy it, and read it.

That is why I am excited to be here: Because these and other op-
portunities will be created by the settlement of a lawsuit brought
against Google by authors and publishers.

Now, this settlement is the result of 3 years of painstaking nego-
tiation, but I am proud of what we have achieved. The settlement
will create an educational, cultural, and commercial platform to ex-
pand access to millions of long-forgotten books for anyone in the
United States. It will enrich our country’s cultural heritage and in-
tellectual strength.

As I will explain, the product we provide today is fully compliant
with copyright law. The settlement will let us improve our product
in ways that will expand access for the public, provide rights hold-
ers choice and compensation, lower barriers to entry in the elec-
tronic book market, complement orphan works legislation, and pre-
serve Congress’s role in setting copyright policy.

Now, there has been a lot of talk that our scanning efforts origi-
nally violated copyright law. I reject that, and I reject it whole-
heartedly. We strongly believe that we would have won the case on
the basis that copying for the purpose of indexing, which is the
same thing we do on the Internet, is a fair use under existing
precedent.

And let me be clear about one thing, because there is some confu-
sion. It is an important point. Although we have scanned books, if
it is an in-copyright book, we are not displaying any more than a
few lines of text around the search term. We call this a snippet
view. And we believe that just like Web search, indexing and show-
ing snippets does not violate anyone’s copyrights.

Now, if you are on Google Books today and you see more than
a short snippet, you are looking at a book that is directly licensed
to us from one of our 30,000 publishing partners or you are looking
at a book that is in the public domain.

Now, since 2004, Google has scanned more than 10 million books:
2 million public domain books and 2 million from our partners. The
other 6 million are still subject to copyright protection but largely
out of print, meaning that there is no current market or easy ac-
cess to these books.

The settlement dramatically expands access to these out-of-print
books, and it’s this new access that makes the settlement a far bet-
ter outcome for the parties and for society than if either of us had
won the lawsuit.

First, rather than showing just snippets, we will now be able to
show a preview of up to 20 percent of the book. This will let users
browse books and read a few pages, as they do in bookstores today.

Second, Google can offer for sale a digital version of the book,
with 63 percent of the revenue going to the rights holder. We don’t
sell books today, so we are entering this with absolutely zero mar-
ket share.
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Third, we can provide an institutional subscription for colleges,
libraries, and other organizations. Small colleges are eager to use
the subscription to attract faculty and students and level the play-
ing field with larger institutions. And we will give every public li-
brary across the country free access to our database at one on-site
computer.

Now, at any time, a rights holder can direct Google to turn these
displays off, set the purchase price itself, or make other granular
choices.

Out-of-print books stopped generating revenue for authors and
publishers long ago, so no incentive exists to resolve the com-
plicated question of who owns the digital rights. And it is not sim-
ply a matter of locating the author. Decades-old contracts may or
may not have included digital rights. Long ago, communications
may have been disputed, and clearing the rights often costs more
than the economic value of the out-of-print work. The settlement
will change that. It creates a registry to locate rights holders, dis-
tribute revenue, resolve disputes, and license works to other pro-
viders besides Google.

Some claim that the settlement will harm competition, but the
agreement is nonexclusive in every possible respect and actually
lowers barriers. Let’s be clear about this: Any search engine that
wants to scan and index in-copyright books to compete with us can
already do that as a fair use. And any book retailer who wants to
scar(11 (biooks can make deals with our library partners and do what
we did.

So, many of the critics confuse orphan works with the real prob-
lem, which is rights clearing. It is not that the book is orphaned,
it is that the two parents, sort of, can’t work out who owns it, and
it is not really cost-effective to try. The settlement doesn’t make it
any harder for anybody to do this. It actually makes it easier.

Now, there might be a small portion of books that are truly aban-
doned, and here the settlement complements orphan works legisla-
tion. Past measures didn’t really address the rights-clearance
issues, which really are the lion’s share of the problem. Years ago
we called for effective orphan works legislation, as the Chairman
alluded to. We will continue to support these efforts. And we be-
lieve that the settlement makes this legislative task easier, as we
have funded a private-sector initiative and a mechanism to clear
rights that actually reduces the scope of the problem.

Now, let me clarify one last thing. The settlement of private liti-
gation does not take away Congress’s power to set copyright policy.
Critics may dislike the use of class actions in copyright cases, but
it is the judge’s role to apply rule 23 to assure a fair process for
the class members. And as a means to redress private litigation in
the U.S., the settlement is consistent with all of our international
treaty obligations, which is a view that is confirmed by the leading
scholars.

While much time and energy has been spent on the settlement,
it is not really Google’s vision for the future of digital books. It is
kind of the past. We are partnering with bookstores, publishers,
and device-makers to develop an open platform that allows readers
to find and purchase digital books from any device. It is this open
platform and the availability of the newest titles that is going to
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drive competition and commerce with digital books, not the out-of-
print books.

Thanks very much, Mr. Chairman.

[The prepared statement of Mr. Drummond follows:]

PREPARED STATEMENT OF DAVID DRUMMOND



What we anticipate will revolutionize the way some people read books is an open cloud-based
platform, where users buy and store digital books in online personal libraries accessible from any
Internet-connected device. Amazon’s Kindle approach links its online bookstore with its
hardware device in a proprictary system, where users buy their books and device from a single
source — Amazon. We are partnering with bookstores, publishers, and device manufacturers to
develop an open platform. In this open platform, readers can [ind and purchase digital books
from any bookstore and read them on any device, including laptops, mobile phones, and e-
readers from multiple vendors. Smaller, independent bookstores, such as BookPeople in Austin,
will benetit from an open platform that helps them stay relevant as book consumption moves
online. Ours and other retail syndication efforts may be critical for consumers to retain a diverse
range of options when shopping for books.

Google does not currently sell books. We are a new entrant, starting with zero market share.
We’re cxcited that the settlement will let us scll out-of-print books online through an open
platform to anyone in the United States. Indeed, we believe it may be the development of this
open platform, rather than concern about the marginal economics of out-of-print works, that
underlies corporate opposition to this agreement. After all, in a market driven overwhelmingly
by new titles, sales from the settlement will be a tiny fraction of overall book sales. We didn’t
settle the lawsuit thinking it would catapult us to be the next Amazon — rather, opening up access
to these books helps fulfill our founders’ vision for our digitization efforts.

Google Books — Origin and Product Features

Larry Page and Sergey Brin, Google’s founders, have long believed in the power of unlocking
information contained in books. Their interest in making digital libraries accessible dates back
to 1996 when they worked on the Stanford Digital Library Technology Project as graduate
students.

When Larry and Sergey approached me with the bold vision of doing for books what we do for
the web — namely, making copies and indexing the text to make it searchable —~ as the company’s
lawyer | was a litile (aken aback. But as [ thought about it, it made perfect sense. Today it is
understood that the act of copying the web to index it is a fair use under our nation’s copyright
laws. Fair use is the very rcason scarch engines exist. Well, the same fair usc principles apply
here — we make copies of books, index them, and only show users a few lines of text if the book
is still under copyright protection. 1f you have used Google Books and seen more than short
snippets, then you were looking at a book that was licensed to us or is in the public domain.

Since we started in 2004, we have scanned more than 10 million books. We get the books in two
main ways. First, publishers partner with us on a non-exclusive basis to give us licenses to
display and preview often their newest and commercially valuable titles. We have more than
30,000 publisher partners, representing more than two million books. For example, we partnered
with the University of Michigan Press (o make available a 2001 book entitled Before Motown: A
History of Jazz in Detroit 1920-1960, for which users can browse scveral pages online. Our
“Partner Program” was not the subject of the lawsuit or settlement.

2



The main way we get out-of-print books is from 42 global library partners, including 30 major
institutions in the United States. Libraries have long been entrusted to preserve information
spanning the range of human knowledge. Our partners have enriching historic collections, such
as the Nettie Lee Benson Collection at the University of Texas comprising rare books that
chronicle the history, politics and socicty of Latin America. Our library agrcements are non-
exclusive, and several participating libraries partner with other digitization efforts.

Of the 10 million books, we estimate that at least two million are clearly in the public domain
and not part of the lawsuit. These include books published before 1923. For these books, when
a user enters a relevant query we display the entire text. Users can freely download the book in
multiple formats. Making public domain texts discoverable online is already advancing
education and scholarly pursuits. Tim Barton of Oxford University Press describes a Columbia
University classics class assignment, in which 70 percent of the undergraduates cited a book
published in 1900 that was not on the reading list and long overlooked in classics scholarship.

That leaves six million books that arc likely still under copyright protection but mostly out-of-
print, although not all orphaned. For these books, we currently show users three small snippets
of text around the search term, often just a few lines from the book. This snippet view is not
particularly useful to our users — they cannot replicate the experience in physical bookstores,
where people tend to pick up books and browse through a few pages before buying. Google
Books also provides links to show users where to locate the book in a library or buy it from
retailers, We drive traffic today for free to Amazon, Bames & Noble, used book stores, and
other booksellers through these links.

Even with our limited uscs of library scans and restricted snippet view, in 2005 authors and
publishers sued us in separate fawsuits, with the authors filing a class action. The lawsuits
essentially claimed copyright violations for scanning, indexing and displaying portions of in-
copyright works. We strongly disagreed then, and we still disagree today. Nothing about the
settlement changes our firm belief that copying for the purpose of indexing is a fair use that is
encouraged hy existing copyright law precedents. Fair use is eritical to the way web search and
book search work, and Google vigorously defends fair use in this and other contexts.

Settlement Expands Access to Locked-Up Information and Benefits Copyright Owners

As the lawsuit progressed, at the authors’ request, we sought to find common ground among
authors, publishers, libraries and Google to expand distribution channels and make out-of-print
books more accessible. In October 2008, we announced a settlement that will:

s Allow anyone, anywhere in the U.S. to preview out-of-print books and purchase an
online version, right from their computer;

+ Provide every public and university library across the U.S. free viewing of millions of
books at a designated computer, plus the ability to purchase an institutional subscription;

» Provide the print disabled and visually impaired unprecedented aceess to the written
literary record;

» Create new opportunities for authors and publishers to sell their books; and
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« Enhance innovation and competition in digital books by crcating a non-exclusive registry
to clear rights, collect revenue and license works efficiently to Google and others.

The Reading Public — Google settled the case mainly so we can provide readers greater access to
books. Rather than continue showing only snippets of out-of-print books, the scttlement wilt
allow us to display previews of up to 20 percent of the book, sell digital versions and provide
access to institutional subscriptions, unless the rightsholder instructs us otherwise. With sirong
privacy protections, users will be able to browse and buy digital copies of millions of books that
otherwise might be left behind in the digital age.

Out-of-print books are not sold through most bookstores and typically are found only in a limited
number of research libraries, making access difficult or time consuming for much of the
population. Expanded access will broadly benefit readers, researchers, and students, but it will
be felt most tangibly by those who historically have had the least access to books, particularly
those living in under-funded areas or with a disability that hinders traveling to, or reading from,
their local librarics. Regardless of gecography, income or physical disabilities, the settlement will
greatly expand access to the world of knowledge contained in our nation’s largest libraries.
According to Wade Henderson of the Leadership Conference on Civil Rights, “[flailure to
approve the settlement would be tragic, in that it would impede meaningful aceess to vital
information for many of who have been denied for far too long.”

Libraries and Academic Institutions — The settlement will let Google sell an institutional
subscription enabling libraries, universities and other organizations to offer access to millions of
books from the world’s leading libraries. Expanded access to these vast collections will serve as
an important cqualizer. Historically black colleges and community colleges are cager to attract
faculty and students and level the playing ficld with larger institutions. The institutional
subscription will be priced to assure a market rate for the rightsholder and broad access by the
public. Under the settlement, public libraries and non-profit higher education institutions can
obtain free access to the institutional database at one on-site computer.

Scholars and Researchers — Many scholars and librarians support our work as complementary
to their efforts to make books accessible in an increasingly digital society. Gregory Crane, who
runs the Perseus Digital Library Project to preserve Greco-Roman literature and culture, believes
the settlement “is a watershed event and can scrve as a catalyst for the reinvention of education,
research and intellectual life.” Google also will provide $5 million to create two research centers
for computational research across the corpus.

Disability Access —Millions of print-disabled Americans will receive revolutionary new access
to books through the settlement. As CNET reported earlier this month:

“Blind people ... have access to a special library run by the Library of Congress that
converts print books into formats readable by the visually impaired, but that library —
in existence since 1931 ~ only has 70,000 texts, said Chris Daniclsen, director of
public relations for the National Federation of the Blind. If the settlement is approved
in October, it will give ‘print-disabled” people ‘access to more books than we have
ever had in human history,” he said.”



11

After the settiement, millions of out-of-print texts will be accessible via screen enlargement,
screen reader, and refreshable Braille display technologies. The National Federation of the Blind
believes this will be pivotal in shifting the current inaccessible e-book archetype to one that
assurcs cqual access. For the [irst time, the print disabled will access our printed heritage to a
degree comparable to that enjoyed by other Americans.

Authors and Publishers — The settlement provides a means to locale and compensate authors
whose works might otherwise never be distributed online, while preserving rightsholder choice.
Under the settlement, the rightsholder is in control, regardless of whether the book is in print or
out of print. At any time, the rightsholder can direct Google to turn displays on or off, start or
stop selling digital versions, or not scan particular books. Rightsholders will receive 63 percent
of revenue earned from purchases, advertising, and subscription sales. For consumer purchases,
rightsholders can set their own price (including a price of zero, as some authors simply want to
give away their older books), or they can choose to have Google set a competitive price using an
algorithm. The registry will provide authors a low-cost mechanism to resolve ambiguity over
digital rights and license works to other providers in addition to Google.

Settlement Lowers Barriers for Other Entrants

We arc the only company to date that has attempted to digitize the vast in-copyright collections
of U.S. libraries. Even so, nothing in the settlement prevents anyone from doing what we have
done. The agreement is non-exclusive in every possible respect, and the creation of the registry
will make it easier for other companies to enter the market. That is why several leading antitrust
scholars have praised the settlement’s pro-competitive benefits. Indeed, e-reader manufacturer
Sony Electronics belicves the settlement “will foster competition, spur innovation, and create
cfficiencies that will substantially benefit consumers.”

Search Engines — Any search engine that wants 1o scan and index m-copyright books can
already do so. Tt is understood that scanning for the purpose of indexing is fair use. The
settlement therefore has no affect on the ability of other search engines to compete by scanning
and indexing in-copyright books, whether orphancd or not. Microsoft announced its own
digitization initiative in 2005 for public domain and partner books. Three years later, after
scanning 750,000 books, Microsoft shut down the program for financial reasons, preferring to
crawl the repositories created by others instcad. After the settlement, just as betore, search
engines no doubt will continue making their own business decisions about digitization.

Book Retailers — Next is the question of whether the settlement harms competition for book
sales. Because the settlement largely deals with out-of-print works, it does little to change the
state of competition for new, in-print titles, which comprise 97 percent of the market. Through
Google Editions, we will work with publishers to offer digital versions of in-print books through
multiple retailers. Our open retail platform will expand distribution in a way that is clearly
beneficial for the public.

Competition for out-of-print books is restrained for everyone. Unlike newer titles, as a practical
matter it is nearly impossible to clear ownership rights to millions of older, out-of-print books.

It’s not simply a matter of locating the author. A tangle of legal uncertainties apply, including
5
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decades-old contracts, different copyright regimes depending on when and where in the world
the book was published, whether the book was registercd or renewed with the Copyright Office,
and whether the inserts, illustrations or images have separate copyright holders. The right to
publish the hard copy may or may not include digital rights, an unresolved legal entanglement
between authors and publishers. Long ago communications between author and publisher may
have [eft either one with the sole ability to license the work. Facing the threat of statutory
damages liability (as much as $30,000 per work) for making a mistake even il the rightsholder is
not harmed, often neither author nor publisher is willing to commit that they can license the work
for online use. The cost of ascertaining for certain who has the rights to an out-of-print book
likely exceeds the economic potential of any given book. The result is that these books, which
collectively represent much of our nation’s printed cultural heritage, have remained inaccessible.

Nothing in the settlement makes it any more difficult for others (o license these books. Rather,
the settlement is structured to make it easier for anyone — including Google’s competitors — to
clear rights. Google is funding a non-profit registry, controlled by authors and publishers, to
resolve ownership disputes. As rightsholders come forward, information about what books were
claimed and who claimed them will be publicly available, thereby lowering the costs and risks
for other providers. Google’s competitors can use this information to avoid scanning books with
limited market potential and focus on commercially valuable works. Later entrants also can take
advantage of Google’s efforts to identify books in the public domain. Moreover, while
rightsholders retain licensing of their own works, they also can authorize the registry to license to
third parties to the extent allowed by law. Many books that were once difticult for anyone to
license will become books that are easy for everyone to license.

If within ten years the registry licenses a significant number of unclaimed works to another
distributor on more favorable terms (less favorable for the rightsholder), Google can receive
equal treatment. This simply protects against others free riding off the investment of Google in
crealing the registry, and reflects the fact that, unlike Google whose terms are fixed through the
settlement, competitors can negotiate terms based on [uture market realities. Moreover, the
provision docs not apply to claimed books, which hold the lion’s sharc of cconomic value.
Importantly, it does nothing to reduce the registry’s incentives to license our competitors. If a
competitor oflers the registry a better deal, the regisiry has every incentive to lake i, and the
provision doesn’t apply. While this clause has generated much controversy, the structure is
refatively commonplace and understood to be pro-competitive in contexts like this.

Settlement Reduces the Problem of Orphan Works for Everyone

Many people have expressed concern about the problem of “orphan works,” a concern we share.
We have long supported an effective orphan works legislative solution, and we will continue to
do so. This setilement is a strong complement to, and not a substitute for, orphan works
legislation.

An “orphaned” book is an abandoned book. Many out-of-print books, however, are not
abandoned but instead have two parents whose ownership rights are uncertain. We call these
books “neglected” books. Data points indicate that orphaned books are at most about 20 percent
ol out-of-print books, and likely would be lower with a financial incentive and efficient

6
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mechanism for rightsholders to claim books and clear rights, which the scttlement provides.
Even among the orphans, a substantial postion may be commercially insignificant or
miscellaneous works, such as a transistor handbook from 1966 that we scanned and is now likely
abandoned.

QOver time, the structure of the settlement will reduce the orphan work problem for everyone.
The settlement will create a regisiry whose job it is to go out and find rightsholders. It also will
create a financial incentive for rightsholders (o come forward. And it creates a database that
identifies these rightsholders, making it easy tfor other providers to find them and obtain a license
for their books. We believe over time a significant number of works will be claimed. Ideally,
the registry would eliminate orphan books altogether. But realistically some small portion of
rightsholders will still be unable to be found, resulting in a true abandoned book, or orphan.

The settlement will enable Google to make certain uses of abandoned books. So far we are the
only company that has sought to digitize in-copyright, potentially orphaned hooks. We believe
anyone who wants to re-usc abandoned works should have a fair, legal way to do so. In our
view, the settlement helps here too.

To the extent that other providers want a legal tramework to re-use orphaned books (without
having to defend against a lawsuit like we did), Google would support a legistative sotution. The
settlement provides a working model — a private sector incentive and mechanism to elear rights —
that will reveal the scope of the orphan problem and spur legislation. Indeed, past legislative
efforts have contemplated and encouraged private sector initiatives to build rights databases like
the one Google will fund, which the Copyright Office called “indispensable” to solving the
orphan works problem.

Some scholars have taken a well-intentioned view that it is preferable to pass orphan works
legislation before lelting Google make abandoned books more accessible. This would mean we
all wait for enactment of a broader bill that addresses not only orphan works but also rights
clearance challenges for neglected works. In the meantime, instead of having multiple potential
providers of neglected books and at least one provider of abandoned books, we will have no
providers of any of these books. Moreover, absent the settlement or a government-funded
registry, it remains unclear whether the private sector will fund the necessary databases.

For truly orphaned books, why is one provider now better than none? Because one company
spending the resources to make orphaned books more accessible greatly enriches our cultural
heritage and expands the progress of human knowledge. Every day, older works in libraries are
being taken off shelves and sent to storage facilities. Given the opportunity to revive access to
these books for the public in a way that harms neither competition nor commerce, nor the chance
of enacting future legislation, T would hope the choice is obvious.

The Settlement in Context —~ Congress Continues its Legislative Role

The scttlement represents the resolution of a long and hard-fought litigation among multiple
partics with divergent interests. The suggestion that the settlement usurps the role of Congress to
set copyright policy because the suit took the form of a class action is flatly wrong. The

7
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settlement does not establish ncw copyright law; it is not even a determination on the merits of
copyright law. All the settlement represents is the means by which the class of rightsholders
decided to resolve the lawsuit.

Critics may dislike the use of class actions in copyright, but Congress itsclf created class actions
through Rule 23 of the Federal Rules of Civil Procedure and has not restricted their use in
copyright cases. Copyright class actions are not uncommon, and have been settled through
similar remedies. The class action process allows rightsholders (o object to the settlement or opt
out. Indeed, this settlement will let rightsholders control the use of their books even after the
settlemnent takes effect. Moreover, as the means of redress for private litigation in the United
States, the settlement is fully consistent with international treaty obligations — a view confirmed
by Berne Convention scholar Sam Ricketson.

I've heard many suggestions for improving the settlement, some diametrically opposed. But the
Judge’s role is to approve or reject. If rejected, the parties likely return to their litigation stances,
arguing over snippets and indexing, losing this opportunity to open up online aceess to
information trapped in out-of-print books.

It would be unfortunate if this hearing devolved into hypothetical debates over class action law
in the copyright context, postulation of the Platonic ideal of orphan works legislation, or simply a
forum for competitors to argue over what is estimated to be less than three percent of the
comunercial markel for books. Something far greater for human knowledge is at stake.

The very purpose of Article I, Section 8, Clause 8, the copyright clause, of the Constitution is to
“promote the Progress of Science and useful Arts.” As reading moves online, and new
generations of students tap into centuries of learning from their laptops, users will find
knowledge they greatly value but did not even know existed. While this may not generate
significant commercial value, it will elevate the marketplace of ideas. The settlement represents
the progress of science to tackle copyright challenges and help ensure millions of out-of-print
books do not fade into oblivion. To oppose this settlement means depriving the public of
learning, and punishing the parties to a lawsuit for resolving their private litigation in innovative
and groundbreaking ways.

Mr. CoNYERS. Thank you.

Now, sitting amicably next to Mr. Drummond is the vice presi-
dent of Amazon.com’s global public policy. And for nearly 10 years,
he has been doing that work and is responsible for formulating and
representing the company’s public policy positions worldwide.

We are glad that you are here, Mr. Misener. You may proceed.
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TESTIMONY OF PAUL MISENER, VICE PRESIDENT OF
GLOBAL POLICY, AMAZON.com

Mr. MISENER. Thank you very much, Mr. Chairman. I am also
very happy to be here. And I appreciate you and Mr. Smith holding
this hearing and inviting me to testify.

I was going to read my written statement, but since that is al-
ready part of the record, I think it probably is more important that
I take on one particular issue in my 5 minutes.

First of all, we fully appreciate the value of scanning books and
making them more widely available. We began scanning books be-
fore Google did. And, to date, we have scanned 3 million books.
Three million books we have scanned.

The difference is, and probably the only significant difference be-
tween their book-scanning project and ours, is we first sought per-
mission from the rights holders. We went to the rights holders and,
one by one, negotiated deals with the rights holders to be allowed
legally to scan these books.

It has been said repeatedly that this is a nonexclusive arrange-
ment, that the proposed settlement would somehow not be exclu-
sive, would not give Google exclusive rights over competitors. That
simply is not true. The proposed settlement, if approved, would
give Google exclusive liability, free monopoly rights over millions of
works—exclusive.

Now, this exclusivity has two principal components, and I
thought it would be most helpful if I explained how this exclusivity
arises.

One is the release from liability. Now, clearly, as any settlement
of a class action would do, it releases Google for past actions. But
this settlement goes much further. It releases Google prospectively
for future infringement. It even, as Mr. Drummond outlined, re-
leases Google for future infringement using business models that
they haven’t even used yet. This is remarkable for a class action
settlement, to say the least.

The other aspect of exclusivity is the composition of the corpus,
what body of works are available to Google with this exclusive re-
lease of infringement liability.

Well, first, the corpus initially available to Google is essentially
everything, right? It is U.S. books in copyright published before
January of this year. It is all that, everything minus a few opt-
outs. There are opportunities for rights holders to either opt out of
the proposed settlement, so they can pull their works out that way.
And there are also exclusion and removal procedures where rights
holders can opt out their works out of the Google corpus.

But what does a competitor get? Nothing, except what is opted
in by rights holders.

Rights holders can opt in to have a competing distributor of dig-
ital books in two ways. One is the traditional, the time-honored
way, going out, negotiating one on one with rights holders. This is
what Amazon has done for its 3 million books. We have done this,
and the rights holders clearly have opted in to this.

The other way arises within the proposed settlement, if ap-
proved. This other way would be through the registry that has
been discussed by Mr. Drummond and others. The registry has its
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own problems because it would combine erstwhile competitors in
agreement, which would allow them to fix prices for books.

But setting aside that, we have to ask, what is the corpus avail-
able to the registry? The corpus available to the registry is, again,
limited only to the rights holders who have opted in their works.

So what does this mean overall? Google gets everything, minus
some opt-outs. Competitors get nothing, plus some opt-ins. Well,
what do orphans do? By definition, orphans don’t do any opting.
They won’t be opting out. They are not to be found. They are not
potentially findable. They won’t be opting in to the competitor. So,
by this mechanism, Google has exclusive, liability-free monopoly
rights over millions of works which are orphans.

They also have, in addition to the orphans, the same cir-
cumstance applies to rights holders who could be found with a dili-
gent search, as would have been required by the orphan works leg-
islation. But they are just not interested, they are busy with other
things, they have moved on in their lives, whatever. But they don’t
out opt of the Google corpus, and they don’t opt in to the competi-
tor’s corpus.

Again, the proposed settlement would set up a monopoly for
Google for liability-free treatment of millions of works.

And I look forward to your questions. My time is out.

[The prepared statement of Mr. Misener follows:]
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Good morning, Chairman Conyers, Ranking Member Smith, and members of the
Committee. My name is Paul Misener, and | am Amazon.com’s Vice President for
Global Public Policy. Thank you for inviting me to testify on this important topic.

On behalf of our customers and company, and in the interests of promoting
competition and commerce in digital books, Amazon.com strongly objects to the
proposed class action settlement among Google, the Authors Guild, and some book
publishers. If approved, this proposal would create national copyright and competition
policy with enduring adverse effects on consumers and Google’s competitors.

Amazon has joined librarians, legal scholars, authors, publishers, and other

technology companies in the Open Book Alliance to counter the proposed settlement.”

" The Alliance’s membership includes the Special Libraries Association, the New York Library Association,
the American Society ol Journalists and Authors, the Council of Literary Magazines and Presses, Small
Press Distribution, the Internet Archive, Microsoft, and Yahoo! See www.openbookalliance.org.
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Our shared view is that we strongly support mass digitization and electronic distribution

of books, but we insist that any such efforts be undertaken in the open, grounded in sound

public policy, and mindful of the need to promote long-term benefits for consumers
rather than those of a few commercial interests.

Mr. Chairman, Amazon takes no pleasure in opposing Google in the class action
case or in today’s hearing. As you may recall, we work closely with Google on other
matters before your Committee, including net neutrality, where we both want rules to
protect consumers in the absence of competition, and Google has often said they seek
such rules to enable “the next Google.”

Similarly for book scanning and distribution, Amazon seeks to preserve the
competitive market so that we may continue to provide our customers the great selection
they have come to expect from us. Unfortunately, however, under the threat of liability
for what the Authors Guild called “massive copyright infringement,” Google has taken
another course. Rather than ask Congress to protect consumers and competition, Google
instead has asked a trial court to approve a class action settlement that would establish
national copyright and competition policy exclusively in favor of Google above all
potential competitors.

Mr. Chairman, the proposed settlement is exceedingly complex, primarily because
it is much more of a joint venture agreement and establishment of national policy, than a
resolution of claims arising from past behavior. The proposal contains many flaws that
run counter to consumers’ interests but, in light of our limited time today, let me focus on

two flaws, either of which is sufficient to condemn and reject the proposed settlement.
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First, the proposal would create a cartel of rightsholders that, for sales of books to
consumers, would set prices to maximize revenues to cartel members. This cartel, called
the Book Rights Registry, could never have been established in the ordinary course of
business. Currently, rightsholders may individually license their works for electronic
distribution and, thus, compete against each other. But the proposed Registry is based on
an agreement among erstwhile competitors to collectively set prices for their products.
The Registry is a classic horizontal cartel and, with respect to electronic books sold to
consumers (including those ultimately printed on paper using “print on demand”
technology), the Registry cartel is novel mostly for the automation it applies to price
setting. Instead of a cigar smoke-filled room, the Registry cartel would set book prices
within the clean confines of a computer “Pricing Algorithm” designed by Google to “find
the optimal such price for each Book and, accordingly, to maximize revenue for each
Rightsholder.,” This algorithm could optimize the price for a certain set of books simply
by increasing all prices of similar books at the same time — a nifty, smokeless feat of
collusion for revenue maximization.

Making matters much worse, in the proposed settlement's second fatal flaw,
Google would get a privileged, exclusive deal, despite lip service to non-exclusivity.
Except for works of rightsholders who affirmatively opt out, the settlement would give
Google — and only Google — a license to digitize and sell every U.S. book ever written.
This means that Googlc alone would have a permanent and cxclusive right to copy,
display, or sell digital versions of the millions of orphan works. It is nonsense to claim
that potential Google competitors would have access to the same deal, either directly,

through the Registry, or by following Google’s courtroom odyssey. For one thing, the
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Registry cannot license competitors to scan orphan works because it can only license uses

of books whose copyright owners have given their express approval. Moreover, it’s not

at all clear whether the Registry would be willing to license these registered works to

compete with the Google deal. And, if a potential competitor to Google engaged in

“massive copyright infringement” in the hopes of getting sued by the same plaintifts in

the Google litigation and making the same settlement deal, why would the rightsholders

settle on the same terms when they already have a distribution partner and would stand a

reasonable chance of obtaining massive statutory damages? In any case, the “MFN

clause™ of the proposed settiement would guarantee that a hopeful competitor to Google
could not get a better deal.

As a result of these flaws, the proposed settlement would seriously harm
individual book consumers and most libraries and schools because the rightsholders
cartel and Google monopoly inevitably would set higher prices or provide worse service
than would be available in a competitive market. The proposal also would harm existing
and potential Google competitors, who would be denied a fair and reasonable opportunity
to license a similar corpus of works under similar terms. Under the proposed settlement,
“the next Google” wouldn’t stand a chance, and customers of existing Google
competitors would, instead of realizing the myriad benefits of market choices, find
themselves at the mercy of a sole source provider. Under the proposed settlement,
Google would become a consumer’s nightmare: the only store in town.

Amazingly, the proposal also would exonerate Google of future claims based on

future actions that would otherwise be prohibited by law. This is an impermissible result
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of class action litigation and, again, makes the proposed settlement less about resolution
of a legal dispute than about copyright policymaking and forming a joint venture.

Mr. Chairman, if you have not already, you undoubtedly will hear from Google
and some others about the potential consumer benefits of the proposed settlement.
Amazon has its own book scanning project, and clearly recognizes the benefits of
digitization and distribution, and would welcome a statutory solution to the orphan works
problem. But even if this matter were being evaluated purely on policy grounds, the
costs of the proposed settlement far outweigh the potential benefits. A price-setting cartel
and monopoly arc means cmphatically not justified by the ends, especially because
legislation could produce the same benefits in a pro-consumer, pro-competitive manner.

Indeed, the novel copyright (and competition and class action litigation) policy
matters at issue in the proposed settlement should be addressed in Congress, the
appropriate venue for national policymaking. We hope that the court will not approve the
proposed settlement when it acts, as expected, in the coming weeks. In the interim, we
merely ask that this Committee carefully monitor developments in the case. If the court
approves the proposal without fixing its serious anti-consumer, anti-competitive flaws,
we respectfully request that Congress reestablish its public policy making authority and
act quickly to supersede the settlement with appropriate legislation.

Thank you again for the opportunity to testify. I look forward to your questions.

% ok Kk ok K %k ok
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Mr. CONYERS. Thank you very much.

We now are pleased to hear from Dr. Marc Maurer, president of
the National Federation of the Blind. As its president, he is leading
the organization, I think boldly, in its expansion of the National
Center of the Blind.

And, sir, we welcome you here this morning.

TESTIMONY OF MARC MAURER, JD, PRESIDENT,
NATIONAL FEDERATION OF THE BLIND

Mr. MAURER. Thank you, Chairman Conyers and Members of the
Committee. I am Marc Maurer, and I do serve as president of the
National Federation of the Blind, which is the largest organization
of the blind in the United States, with over 50,000 members.

Approximately 1.3 million blind people live in the United States.
Thirty million people in the United States, approximately, have
print disabilities. We favor the Google settlement because it pro-
vides electronic books in accessible formats to individuals with
print disabilities.

Electronic books are the trend in education and reading. A num-
ber of State governments are seeking to change from print text-
books in the public schools to electronic books. Many universities
are using an increasing number of electronic books. And several
large companies are distributing these books. So far, Google is the
only company that has planned to make millions of these books
available to the public in ways that can be used by individuals with
print disabilities.

In the National Federation of the Blind, we have urged govern-
ments, universities, and commercial entities to make electronic in-
formation accessible to the blind. The technology exists to do this
with only a minimum of difficulty. Most of the time, the response
we get is either a delaying tactic, a refusal to accept the impor-
tance of our proposals, or an ignorant assertion that access to infor-
mation for these disenfranchised individuals is of minimal impor-
tance.

We spend our lives trying to get at information that others take
for granted. One of the real disadvantages of blindness is that ac-
cess to readily available information is either frequently denied or
made more difficult than it needs to be. Google is trying to change
part of this, and I applaud them for it.

Some of their competitors have stiff-armed us. We have talked to
them, but they have ignored the reality that we represent a market
for their products. We want the right to buy books, to pay for intel-
lectual property. We understand that some people think of the
blind as objects of charity who should be given only what they
think we need. However, we want access to the commercial market-
place, and we want to pay for the access by buying the books we
need. We want to spend the same number of dollars to get the
same books at the same time and at the same price that other peo-
ple pay to get them.

Now the opponents of this settlement would like to close the
market for us that Google is planning to make available. We regard
this as reprehensible. We wholeheartedly support the Google settle-
ment, and we urge you to join in this support.

Thank you, Mr. Chairman.
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[The prepared statement of Mr. Maurer follows:]
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the Google Books interface and purchase, borrow, or read at a public library any of the
books that are available to the general public, in a format that is compatible with text
enlargement software, text-to-speech screen access software, and refreshable Braille
devices. [f this settlement is approved, blind people will have greater access to books
than we have ever had in human history.

Currently, the blind have access to a relatively sparse selection of titles produced
by government and nonprofit organizations dedicated to serving our needs. The
primary source of reading material for most blind Americans is the National Library
Service for the Blind and Physically Handicapped of the Library of Congress. While this
service has done an outstanding job of providing books to the blind within budgetary
constraints, it has, at most, perhaps 70,000 circulating titles in its collection.
Furthermore, even if all methods of providing content in a format accessible to the blind,
including commercial audio books, are taken into consideration, it is estimated that only
5 percent of the books published each year are ever produced in a format that can be
used by the blind or others with print disabilities.

While the blind have for years been tantalized by the promise of greater access
through e-books, which are inherently accessible, the sad fact is that no other provider
of e-books has yet made its offerings accessible to the blind. Instead, publishers
distribute their e-books through inaccessible devices and platforms, use digital rights
management schemes to prevent screen access technology and other methods used
by the blind from accessing these books, or both. Prior to this landmark settlement
agreement, neither authors and publishers, nor any entity promoting e-book technology
had ever consented to any system that would make such a large number of books
immediately accessible to the blind and other Americans with print disabilities. The
Google settiement therefore represents the only present prospect for blind people to
access electronic texts. It is our hope and belief that the settlement will also represent a
paradigm shift that will encourage other publishers and e-book distributors to make
accessibility a priority.

Libraries are currently distributing e-books to borrowers. An increasing number
of universities require students to use e-texts. Some state governments are
contemplating replacing printed books with e-texts. A number of companies are
distributing e-texts. The e-text market is expanding rapidly, and the Google settlement
represents the only substantial effort to make this form of information usable by the
blind. The technology exists to make all of this distributed information readily accessible
to the blind. Unless an immediate effort to implement such a system is pursued, the
result for employment for blind people will be devastating. Already the lack of
information has meant that fewer than 50 percent of blind people in their school years
will graduate from high school. Already the lack of information has contributed to an
unemployment rate for the blind in excess of 70 percent. Already the lack of information

{ Voice of the Nation'’s Blind
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has prevented blind students from being able to matriculate in college courses of their
choosing. Blind people are willing to pay for books, but they must be books we can
read. The proposed Google settlement is a promise that this magnificent notion may
become real.

It has been said that the proposed Google settlement is an effort to give judicial
sanction to theft of intellectual property. This argument ignores the provisions of the
settlement itself. Any author wishing to avoid the terms of the settlement may opt out.
Those who do not opt out receive a very substantial portion of the revenue generated.

Some opponents of the settlement have propounded the argument that by
including accessible provisions for the blind in the agreement Google has taken a
position akin to that of “Robin Hood.” Apparently, these opponents are saying that
Google is taking what doesn't belong to it and justifying the theft by giving access to the
blind. This is an argument without foundation. The blind are prepared to pay for books
at the same rate and to the same extent that the sighted must do so. The settlement
has no provisions to give intellectual property to the blind that is not already available to
the sighted. The blind must pay as much for intellectual property as the sighted must.
No different terms apply to blind people from those which apply to the sighted. The
“Robin Hood” analogy fails because the blind don’t get anything for free that the sighted
don't get for free and because a “Robin Hood” must first steal the material. If the theft
hasn't occurred, the transaction has to be characterized in some other way.

The Google settlement is, for the blind and many others, the next step in the
democratization of knowledge. That process began with the introduction of the printing
press and then, for the blind, with the invention of Braille. Now technology has arisen
which transcends the traditional limitations of both print and Braille, promising to make
millions of titles available to the blind in Braille or any other format of our choice. The
narrow business interests of Google’s competitors must not be allowed to block
Americans who cannot read print from all of the opportunities that greater access to
written knowledge will make available to them. It is time for the doors of the world's
great libraries to be opened in welcome to everyone.

Thank you for the opportunity to present this testimony. If you have any further
questions, please do not hesitate to contact the National Federation of the Blind.

{ Voice of the Nation'’s Blind

Mr. CoNYERS. Thank you very much, Mr. President.

Well, in every hearing, there has got to be a consumer watchdog.
And, in this case, the consumer watchdog is a group called “Con-
sumer Watchdog,” in the person of Mr. John Simpson. He started
off as a nice fellow a long time ago as a journalist. Then he became
a veteran journalist and held top editing positions at newspapers,
international and national. And now he is where he is today.

So we welcome you for your testimony, sir.
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TESTIMONY OF JOHN M. SIMPSON, CONSUMER ADVOCATE,
CONSUMER WATCHDOG

Mr. SiMPSON. Thank you, Mr. Chairman. I am delighted to be
where I am today, which is here in front of your Committee. Good
morning to you, sir, and to the Ranking Committee Member Smith
and other Committee Members. Thank you for considering my tes-
timony.

Established in 1985, Consumer Watchdog is a nationally recog-
nized, nonpartisan, nonprofit organization representing the inter-
ests of taxpayers and consumers. Over the past year, our Privacy
Project focused on Google, funded by the Rose Foundation, a chari-
table, nonprofit organization. During that project, we became
aware of the proposed book settlement. In April, we called upon the
Department of Justice to intervene in the proposed settlement be-
cause of its antitrust concerns. And Justice has since announced it
is investigating.

Let me be absolutely clear: We do not oppose the concept of dig-
ital libraries. Done correctly, they would greatly enhance public ac-
cess to books. Everyone should be in favor of that.

The problem is Google’s monopolistic digital library and how it
would be implemented. The proposed class action settlement is
monumentally overbroad and invites the court to overstep its legal
jurisdiction to the detriment of consumers, the public. The proposed
settlement would strip rights from millions of absent class mem-
bers worldwide in violation of national and international copyright
law for the sole benefit of Google. The deal simply furthers the rel-
atively narrow agenda of Google, the Authors Guild, and the Asso-
ciation of American Publishers.

The settlement provides a mechanism for Google to deal with or-
phan works. It protects Google from such potentially damaging ex-
posure but provides no protection for others. This effectively is an
insurmountable barrier for potential competitors who wish to enter
the digital book business.

In our brief, filed on our behalf by Kasowitz and Benson in U.S.
District Court, we made four specific arguments against the settle-
ment. It is not fair, adequate, or reasonable because it far exceeds
the actual controversy before the court and abuses the class action
process. It is an unauthorized attempt to revise the rights and rem-
edies of U.S. copyright law, which are exclusively left to Congress.
I would expect that this body would be very concerned about that
usurpation. It conflicts with international law, specifically the
Berne Convention for the Protection of Literary and Artistic Works.
And finally, as I mentioned, it is an unlawful and anticompetitive
monopoly. We are also very concerned about the privacy aspects.

So, what is to be done? The unfair competitive advantage Google
receives under the settlement comes from its attempt to pull an
end-run around the appropriate legislative solution to the orphan
books problem. This is not an issue for a court and certainly one
that cannot be settled by solving the problem for one large corpora-
tion and no one else. Congress must resolve the orphan rights
issue. It could also step in with legislation about what exactly con-
stitutes fair use in the digital age. Privacy guarantees are another
area appropriate for legislative action.
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Finally, Consumer Watchdog supports digitization and digital li-
braries in a robust, competitive market open to all organizations,
both for-profit and nonprofit, that offer fundamental privacy guar-
antees to users. But a single entity cannot be allowed to build a
digital library based on an unprecedented monopolistic advantage
when its answer to serious questions from responsible critics boils
down to, “Trust us. Our motto is ‘Don’t be evil.””

Thank you very much. I look forward to your questions.

[The prepared statement of Mr. Simpson follows:]
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substantiated by a court and was the initial activity that prompted the suit against Google resulting in the
proposed settlement.

The problem is Google’s monopolistic digital library and how it would be implemented. As we said
in our friend-of-the-court brief in the Google Books case, “The proposed class-action settlement is
monumentally overbroad and invites the Court to overstep its legal jurisdiction, to the detriment of consumers
and the public... The proposed Settlement Agreement would strip rights from millions of absent class
members, worldwide, in violation of national and international copyright law, for the sole benefit of Google.”

The parties in the suit negotiated the Google Books settlement in secret and there was no opportunity
to represent and protect the broad interests of all consumers. This deal simply furthers the relatively narrow
agenda of Google, The Authors Guild and the Association of American Publishers.

The settlement provides a mechanism for Google to deal with “orphan works.” Orphan works are
works under copyright, but with the rights holders unknown or not found. The danger of using such works is
that a rights holder will emerge after the book has been exploited and demand substantial infringement
penalties. The proposed settlement protects Google from such potentially damaging exposure, but provides no
protection for others. This effectively is an insurmountable barrier for potential competitors who wish to enter
the digital book business.

Consumer Watchdog asked U.S. District Court Judge Denny Chin to reject the proposed settlement for
four reasons:

= It is not fair, adequate or reasonable because it far exceeds the actual controversy before
the court and abuses the class action process: “The proposed class action settlement claims
to resolve the actual dispute between the parties, but it also goes much, much farther, and
purports to enroll millions of absent class members in a series of new business ‘opportunities.’
For those absent class members who fail to step forward and claim their share, however, this
‘opportunity’ operates as a theft—essentially the parties propose to sell the copyrighted works
of absent class members, and then split the proceeds among themselves.

= It is an unauthorized attempt to revise the rights and remedies of U.S. Copyright law.
“The proposed Settlement Agreement, if approved, would so massively reallocate the existing
rights and remedies under copyright law that it would effectively rewrite the existing statutory
regime for the benefit of a single player — Google. But Supreme Court precedent is clear:
courts may not modify copyright law. Only Congress has “the constitutional authority and the
institutional ability to accommodate fully the varied permutations of competing interests’ that
must be balanced when amending the Copyright Act.””

= It conflicts with international law, specifically The Berne Convention for the Protection of
Literary and Artistic Works, an international copyright treaty. “Not only does the
proposed Settlement Agreement attempt to do an end-run around the legislative process, but it
also proposes a scheme that Congress could not have adopted because of its clear violation of
the United States’ international obligations under the Berne Convention for the Protection of
Literary and Artistic Works. As Congress has noted, ‘[a]dherence to [Berne] is in the national
interest because it will ensure a strong, credible U.S. presence in the global marketplace...” The
Court should not approve what is tantamount to private legislation for the benefit of Google
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that would violate an international agreement and jeopardize the public’s interest in
international copyright relations.”

= It gives Google an unlawful and anti-competitive monopoly. “Finally, because the
settlement effectively suspends existing copyright law just for Google, it opens the door for
Google to become the dominant player in new markets for online book search engines and
book Subscription programs. Accordingly, the settlement should be further rejected because it
would violate Section 2 of the Sherman Act, which makes it an offense for any person to
“monopolize, or attempt to monopolize, or combine or conspire with any other person or
persons, to monopolize any part of the trade or commerce among the several States.”

Consumer Watchdog did not bother to raise privacy concerns in the context of the Google Books
settlement because we felt the objections just cited were substantial and well enough grounded in law so as to
preclude the settlement. Nonetheless other organizations including the Electronic Frontier Foundation, the
American Civil Liberties Foundation and the Samuelson Law, Technology & Public Policy Clinic, and a
group of privacy authors and publishers have objected on privacy grounds. They said:

“Courts, libraries and legislatures have fiercely protected the right to read without fear of
being watched or reported upon. The settlement, if approved, may enable Google Book Search to
become the world’s largest public library, institutional library, book ‘purchasing’ and ongoing access
system combined. It is no understatement to say that this settlement may crecte the central way that
books are accessed in the future, and the only way (o access certain books. Because of its potential 10
greatly expand book access, (zoogle Book Search is extremely exciting.

“Yet that future potential will be undermined if this Court allows Google to collect intimate,
invasive and previously unavailable information on readers, aggregate that sensitive information with
information about them collecied by and through other Google products, and by doing so create the
real risk of disclosure of that sensitive information to prying governmental entities and private
litiganis. This chilling effect will hurt authors and publishers, but especially those who write about
sensitive or controversial topics. It will also hurt the public interest, as the advance of digitization
would come ai the cost of reader privacy.

“The privacy authors and publishers were not adeguately represented in the settlement
negotiations. They would not have agreed to a settlement so bereft of privacy protections. Without
additional protections, the settlement is not fair, reasonable or adequate 10 the class members or lo
the public. It should not be approved until sufficient privacy protections are put info place.”

Consumer Watchdog shares those concerns about privacy if a settlement without privacy guarantees is
implemented.

So what is to be done? The unique and unfair competitive advantage Google receives under the
settlement comes from its attempt to pull an end-run around the appropriate legislative solution to the orphan
books problem. This is not an issue for court and certainly one that cannot be settled by solving the problem
for one large corporation and no one else.

Congress must resolve the “orphan rights” issue. It could also step in with legislation about what
exactly constitutes fair use in the digital age, though that matter could be fairly adjudicated by the courts.
Privacy guarantees are another area appropriate for legislative action.
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Consumer Watchdog supports digitization and digital libraries in a robust competitive market open to
all organizations, both for-profit and non-profit, that offer fundamental privacy guarantees to users. Buta
single entity cannot be allowed to build a digital library based on a unique monopolistic advantage when its
answer to serious questions from responsible critics boils down to: “Trust us. Our motto is “Don’t be evil.””

Mr. CoNYERS. Thank you very much, sir. You didn’t disappoint
me.

Mr. SiMPsON. Thank you.

Mr. CoNYERS. Mr. Paul Aiken is the executive director of the Au-
thors Guild, the largest society of published book authors and free-
lance journalists in the United States. He has testified before the
White House Task Force on Copyright and the Internet and has
testified before Congress.
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We are pleased to welcome you again to the Judiciary Com-
mittee.

TESTIMONY OF PAUL AIKEN, EXECUTIVE DIRECTOR,
AUTHORS GUILD

Mr. AIKEN. Good morning, Chairman Conyers, Ranking Member
Smith, and the other distinguished Members of this Committee.

Today we stand at the threshold of a landmark achievement, an
achievement that promises to have a profound effect on the edu-
cational and cultural life of our country. I am deeply proud that the
Authors Guild played a role in bringing us to this threshold.

The point of copyright is to create markets for creative works. It
has worked brilliantly. It has filled our homes and classrooms with
countless informative and entertaining works. It has helped turn
our great academic and public libraries into vast and valuable
storehouses of intellectual and cultural capital.

But in spite of the best efforts of our librarians and the fondest
hopes of our Nation’s authors, only a small part of that value is
being realized. Books aren’t getting to all the people who would like
to read them because they have disappeared from the market.
Those tens of millions of out-of-print books represent a market fail-
ure, one of the oldest market failures in our economy.

It is a market failure that my organization has tried to address
in a small way for years, going back a quarter of a century to the
initiative of our member, the late William F. Buckley. Mr. Buckley
worked with us to develop a catalog of out-of-print books that au-
thors were making available by mail order. That effort evolved into
backinprint.com, which now offers more than 1,400 books in on-de-
mand form, generating a modest but respectable $100,000 in an-
nual royalties. Backinprint.com demonstrates on a small scale that
out-of-print books have ongoing commercial value.

In the course of negotiating a settlement with Google, we found
a way to address that same market failure on a much larger scale,
in a manner similar to the way copyright systems around the world
have addressed other market failures. In Germany, for example, at
this moment, works by U.S. and other authors are being copied
without the authors’ permission. Everything can be photocopied—
in-print, out-of-print, even orphaned or unclaimed works. There is
no getting out of it, I am told; there is no way to exclude your work
from the system.

Nearly every advanced economy has such a system, a license by
default for photocopying. It is a practical solution to a knotty prob-
lem. The transaction costs of clearing photocopy rights often exceed
the value of the copy itself. These systems address a market fail-
ure, and they abide by international copyright law.

In our settlement, we are creating commercial markets where
there are none. To get the necessary scale to create a viable mar-
ket, out-of-print works will automatically be in the system, but, as
in the photocopy systems of the U.K. and in Canada, rights holders
will be able to exclude them.

Our settlement, besides creating new markets, provides another
important benefit: It will shrink the orphan works problem. The
new Book Rights Registry will have as a duty the duty of finding
authors for whom it has money.
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This is not nearly as daunting as many assume. The Authors’ Li-
censing and Collecting Society in the U.K., for example, reports a
success rate of upwards of 90 percent in finding authors of out-of-
print books. We would still like to address the orphan work prob-
lem in the U.S., but we would like to cut it down to size, at least
for books.

In Brussels this week, there were hearings on this settlement.
The copyright wars are playing out over there as they are here, so
we heard the usual debating points. We also detected something
new: a subplot of envy. Europeans are starting to size up what we
have achieved, and they like it. They think we are getting a signifi-
cant advantage, that we have found a way to more fully deploy the
intellectual and cultural capital stored in our great libraries. They
are right. No doubt they will be working hard to catch up.

In the meantime, here, we are at the threshold. We can recognize
what we have, the transformational result of a rare and productive
truce in the copyright wars, negotiated by pragmatic representa-
tives of the author, publisher, and library communities and a so-
phisticated technology partner, and we can cross the threshold. Or
we can let the fight consume us. If that should happen, then per-
haps someday when everyone is worn out we will arrive at another
solution. I fear, however, that it may not be nearly as good for ev-
eryone as the deal before us and that it almost certainly won’t be
worth the wait.

Thank you for inviting me to testify today. I look forward to your
questions.

[The prepared statement of Mr. Aiken follows:]
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I EXECUTIVE SUMMARY
Overview

My name is Paul Aiken. I'm the executive director of the Authors Guild, the
largest society of published authors in the U.S., representing more than 8,500 book
authors and freelance writers. Our members represent the broad sweep of American
authorship, including literary and genre fiction, nonfiction, trade, academic, and
children’s book authors, textbook authors, freelance journalists and poets.' Guild
members have won countless honors and all major literary awards, including the Nobel
Prize for Literature.?

The Authors Guild promotes the professional interests of authors: we’re
advocates for effective copyright protection, fair contracts, and free expression.

The Challenges Facing Print Media

It’s a pleasure to be here before this committee, at this moment in book publishing
history. Never in the Authors Guild’s long history has its straightforward mission — to
maintain writing as a viable livelihood — been so daunting. The digital environment is
brutal for print media. As we meet here today, the newspaper industry is dying. Credible
estimates say that one newspaper is closing each week in America. The magazine
industry isn’t much better off, as week by week we see venerable publications shrink in

size and ambition. The loss to our society from the collapse of these industries is

! The Guild had its beginnings as the Authors League of America, which was founded in 1912 by
a group of book authors (including Theodore Roosevelt, who served as the League’s founding
vice president), short story writers, freelance journalists and a smattering of dramatists. In the
1920s, the Authors League broke into two groups: the Authors Guild and the Dramatists Guild of
America.

*Pearl S. Buck (1938) (who served as Authors Guild president), William Faulkner (1949), John
Steinbeck (1962), and Isaac Bashevis Singer (1978). One Guild member, Elie Wiesel (1986), has
won the Nobel Peace Prize.
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immeasurable.

The book industry, happily, has to date fared better than our colleagues in the
print media. This is, no doubt, partly due to our medium: print books are still superior in
almost every way to their electronic counterparts. That advantage is rapidly fading,
however; our transition to digital form is underway, and things change quickly in a digital
environment.

The portents are not encouraging. Finding a sustainable business model for
creative work in digital form seems nearly impossible on the Internet: if piracy doesn’t
get you, the aggregators will.

We’ll likely need many things to go right to avoid the fate of our colleagues in the
print industries.

The Opportunity

Yet, there are reasons for optimism. One of those reasons is our settlement with
Google, which brings us here today. That settlement promises to address one of the
oldest and most vexing of market failures: the loss to the commercial market of out-of-
print books.

If you had asked knowledgeable people a couple of years ago whether we were
close to delivering a near universal library to public libraries, colleges, and universities
across the country, they would have scoffed. The technical challenges seemed too
daunting, the rights clearance issues insurmountable, the passions stirred by the ongoing

copyright wars far too intense for such a result to be achieved in the foreseeable future.

But here we are, on the cusp of that extraordinary achievement: the marriage of

(o8]
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much of our collective library with the Internet. The benefits to readers, students, and
scholars would be profound. Here are a few:

1. The settlement would turn every library into a world-class research

facility, by offering every public library building in the U.S. —all 16,500 of them

— a free portal to millions of out-of-print books. The settlement would also offer a

free portal to that same vast database of out-of-print books to more than 4,000

higher education institutions, from community colleges to our most elite

universities.

2. Students and professors at colleges with the most modest of endowments

would find an important part of the academic playing field had come to level, as

they gain full access from every computer on campus to a library exceeding that
of the finest Tvy League schools.

3. The visually and reading impaired would find the stacks of libraries open
up to them as never before, gaining access to orders of magnitude more books
than they currently have.

4. The settlement would offer anyone online in the U.S. free "preview"
access to hundreds of millions of pages of text (up to 20% of each book).’
Readers from their own home computers would be able to review hundreds of
accounts of the Battle of Vicksburg, or of the beginnings of the Industrial

Revolution, or of the sources and interpretation of Moby Dick, at no charge.

* Here's the math: we expect the settlement to make at least 10 million out-of-print books
available, which, at an average of 300 pages per book, represents at least 3 billion pages of
professionally written, professionally edited text. 20% of that is 600 million pages of text
available at every desktop computer in the U.S. as a free preview. (For comparison, Encyclopedia
Britannica is about 44,000 pages in print form; Wikipedia's featured articles total about 5,000
pages. All English Wikipedia articles, including stubs, total perhaps 3 million pages.)
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Should a reader find one book particularly compelling, she could buy access to

the entire book. Access to public domain books is free, of course, and authors

controlling the rights to their books can choose to give away access for free.

Authors and publishers are willing to make this deal for several reasons. We of
course hope to profit from the market that’s created. We would like to have the Internet
work for us, creating a market of the previously unmarketable. We also have a vital
interest in keeping books central to our students, scholars, and culture. We're confident
that making this vast library available online will help do just that.

Authors have another strong interest in making this deal work: authors need
libraries. Libraries fuel their work. Authors of every type read, reinterpret and rely on
their fellow authors, and those who have come before them. This is true of the scholarly
writer and of the author of popular nonfiction. It’s as true for authors of books for
children as it is for authors of books for adults. Authors of literary fiction also rely
heavily on those who’ve come before them. The creative expressions are new, but many
of the ideas underlying literary works are eternal. Writers of genre fiction are no
exception. Romance writers read romance novels and other works and offer their own
interpretation and variations on the romance theme.

Authors, in short, want not only to realize the untapped value of their out-of-print
works, they want access to this new, vast online library so that they can more easily
create new works that readers will value.

The Opposition
Opposition to the settlement falls into several broad categories. We’ll address

two important objections in this Executive Summary.
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Objection i 1: Copyright doesn’t permit a system that asks authors and publishers to
specifically exclude their out-of-print works from uses negotiated on their behalf.

This simply isn’t so. There is ample precedent around the world for dealing with
market failures in copyright in precisely this way. For example, Germany today operates
a system that nearly parallels the one the settlement would put in place. The German
system allows for

(a) routine copying of out-of-print works written by foreign and domestic authors,
(b) including routine copying of “orphan” (unclaimed) works, and
(c) without regard to whether those authors and publishers have expressly approved
those uses.
The German system, however, actually denies authors and publishers any ability to
exclude their works.

The German system goes even further, allowing the copying of in-print works
without the permission of the author or publisher (in our settlement, the author and
publisher must both approve of any displays of in-print works). Germany’s photocopy
licensing system is perfectly legal, and meets with the norms of international copyright
law.

In fact, this is the typical way for countries to deal with the market failure
represented by the unlicensed photocopying of copyrighted materials, although many
countries allow authors and publishers to exclude their works from such licensing. Other
countries with similar photocopy licensing systems include Australia, Canada, the United
Kingdom and the Nordic countries, among many others. The market for photocopy

licensing often fails without intervention, because the transaction costs of the license,
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including the labor costs of the licensee, are simply too high relative to the value of the
individual copy.

The inability to license out of print works to colleges, libraries and individual
users presents a market failure on an epic scale. Here, as with photocopy licensing, a
major component of the transaction costs involve rights clearance issues. Another
impediment is the sheer scope of the project, and the capital and technological resources
it demands. This settlement, with a financially strong and sophisticated technology
partner, addresses the market failure. The societal value in bringing these works back to

the market is incalculable, but until our settlement there was no practical way to do so.*

* The impediments to making systematic use of the digital rights in out-of-print books are many,
but they fall into two broad catcgorics:

A.  Rights clcarance issucs. Here, there are three different obstacles. First, it may be
unclear who controls the rights because no one knows whether rights to a particular
out-of-print book have reverted to the author or not (most standard trade book
contracts ask an author to demand a reversion of rights before the contract formally
terminates and the rights revert to the author). Second, it may be unclear who
controls the digital rights for a particular out-of-print book, since many (but not all)
older contracts make no mention of digital or analogous rights. Third, it may be
difficult to find the author or publisher who controls the rights, particularly for
older works. This is the so-called orphan works problem. (More on this later.)

B.  Digitization and presentation issues. Here, the obstacles are capital and
tcchnological sophistication.

The rights clcarance issucs arc largely addressed in Attachment A to the scttlement. which deals
with author-publisher issues and was the result of laborious negotiations between author and
publisher representatives, and through the operation of class-action law.

The digitization and presentation issues have been handled with money and clever technology.
Estimates of Googles costs in scanning, digitizing and building the technical infrastructure to
support the display of millions of out-of-print books run to about a billion dollars. (We have no
special knowledge of Google’s costs.) Part of the challenge for Google was to find an efficient
way to scan library books without damaging them by flattening them onto the scanner’s surface.
It solved this through a patented technology that corrects for the distortions causced by the
scanning of a book pagc that curves away from the scanncer’s surface towards the book’s binding.
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Objection 2. The settlement inappropriately permits the use of unclaimed (orphan)
works.

No issue has been more misunderstood or misreported regarding this settlement
than the unclaimed or “orphan” works issue.

The primary misconception is the size of the problem: it’s much smaller than has
commonly been reported, for several reasons. First, finding the rights owner of a book is
not as daunting as many seem to believe. Books do not present the classic orphan works
problem, photographs do. Photographs, both in the physical world and online, often
become separated from their identifying information. This makes finding the rights
owner a near impossibility. Books, however, always contain author and publisher
information, and there’s often a copyright registration record to help locate the rights
owner. Second, although a copyright-protected book may have been published as long
ago as 1923, the vast majority copyright-protected books in our libraries are far more
recent.’

Another major misconception is the failure to recognize that countries around the
globe are already dealing with the orphan works issue in a productive way. The
photocopy-licensing systems in other English-speaking countries permit the use of
orphan works. This, as previously discussed, is a natural result of those nations’ attempts
to cope with the market failure represented by unlicensed photocopying of copyrighted

works. As the licensing societies collect photocopy royalties and start to cut checks to

* This is because, for books published between 1923 and 1963, authors had to file renewal
registrations to prevent their works from falling into the public domain. More importantly, the
number of titles produced by the baok publishing industry was far lower through most of the 20"
Century than it was in its concluding decades. The median age of a copyright-protected book in a
U.S. library is far vounger than many commentators assume.
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authors, word spreads, quickly, and authors step forward to register themselves. The pool
of unlicensed works shrinks. The licensing societies are duty-bound to actively seek out
authors® for whom they have money. Year by year, they locate more and more authors,
and the orphan works problem diminishes further.

We have some experience with this, since we helped found and long provided
financial support to the Authors Registry, an independent, non-profit, rights-payment
agency. The Authors Registry collects photocopy and other use fees from overseas,
particularly from photocopy uses in the UK., and pays authors in the U.S. the amounts
due them. A sample of our success in paying authors of out-of-print works last year
suggests that we reach 85% of such authors. The success rate of larger, more developed
systems — such as that of the Authors’ Licensing and Collecting Society (ALCS) in the
UK. — demonstrates that even higher success rates are possible. (The ALCS,
representing more than 30,000 published writers, is an enthusiastic supporter of the
settlement, for good reason. They know it can work, because they’ve achieved great
success finding and paying photocopy revenues to authors of out of print books.)

Thus, this settlement presents a practical solution for the problem of orphan works
for books. When an author is identified, then requests for all kinds of other uses — for
permission to use an excerpt from the author’s work, reprint it, or to translate it into a
foreign language — can be relayed to the author or the author’s agent and acted upon.

The orphan works issue is far smaller, and far more tractable, than some objectors

would have you believe. The settlement itself is a big part of the solution.

¢ Publishers are sought out too, of course. In some systems, such as in the UK., different
societies represent authors and publishers. In others, such as in Australia and Canada, the same
society represents both authors and publishers.
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Conclusion

We urge this committee to recognize this settlement for what it is: the
outstanding result of a rare and productive truce in the copyright wars, negotiated by
strong-willed and pragmatic representatives of the author, publisher, and library
communities and a sophisticated technology partner.

To a dispassionate observer, we believe the solution presented by this settlement
is how a rational, useful market for out-of-print books should operate in the digital age.
The means of getting there, a class-action settlement, may be novel, but that shouldn’t
distract us from the great good — for readers, students, scholars, authors and publishers —
that this settlement accomplishes. Similar systems, inevitably, will develop around the
world.

This settlement doesn’t pre-empt congressional action, but there’s no need to act
now, before we see how well this solution works in the real world. We suspect many of
the concerns — including all of the major objections — will prove unwarranted as this
settlement goes into operation. There’s no need to fix that which likely isn’t broken at
all.

Allowing this opportunity to slip through our grasp would be a tragic loss to all

those who value the riches stored in our nation’s libraries.

1L INTRODUCTION TO THE SETTLEMENT

In 2004, Google Inc. (“Google™) announced that, as part of its Google Library
Project (or “GLP”), it would reproduce millions of copyrighted books located in U.S.
libraries and display “snippets” of those books on its website. These books had been

published within and outside the United States and their copyright owners included

10
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publishers and authors domiciled in both the United States and around the world. In
copying and displaying content from books as part of the GLP, Google did not seek the
permission of the copyright owners of those books.

The Settlement resolves two copyright infringement actions brought against
Google by authors and publishers that alleged that Google’s unauthorized copying of
books and display of snippets without permission constituted copyright infringement
under the U.S. copyright laws. Google defended its actions as non-infringing fair uses, as
authorized by 17 U.S.C. § 107.

At the end of October 2008, after a negotiation that lasted more than two years,
the author and publisher plaintiffs and Google announced that they had reached a
comprehensive settlement of the litigation. The Settlement avoids further discovery and
litigation, which could have been protracted.

The Settlement was carefully negotiated to protect the copyright interests of, and
to provide meaningful benefits to a class of authors (and their heirs) and publishers of
books covered by the Settlement (essentially, books published on or before January 5,
2009). One of the Settlement’s crowning achievements for the class -- and for the United
States public -- is that it breathes new life into millions of out-of-print books, which until
now have been relegated to the dusty stacks of university libraries. The Settlement also
provides new marketing and revenue opportunities for rightsholders of in-print books
(should they choose to take advantage of them), in a way that does not harm the existing
markets for those books.

If approved, the Settlement will provide the following material benefits to authors

and publishers:

11
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. Payment to Rightsholders: Google will be authorized to use class
members’ works in several revenue models, and will pay 63% of the revenues
earned from its exploitation to a Book Rights Registry (the “Registry”), for
disbursement (after an administrative charge) to the Rightsholders of those works;

. Rightsholders Retain Control: The Settlement is non-exclusive and does
not involve any transfer of copyright ownership interests or any other property
interests to Google. Additionally, Rightsholders at all times will retain control
over their works, with the ability to determine the extent to which their works are
to be included in or excluded from Google’s uses, and to license their works to
others;

. Compensation to Rightsholders for Past Alleged Infringement: Google
will pay at least $45 million to compensate class members whose works Google
digitized without permission before May 6, 2009.

. Establishment of Registry: Google will pay $34.5 million both for notice
and settlement administration costs and to fund the Registry, a non-profit
organization that will be managed by a Board representing authors and publishers,
that will locate rightsholders, maintain a database of their contact information,
collect and pay revenues to the class for Google’s use of copyrighted works
through this Settlement, and otherwise protect and represent the interests of the
class.

As explained in more detail below, the Settlement provides extraordinary and
previously unattainable benefits to authors and publishers in the United States and all
over the world, along with remarkable benefits to the reading public, students, scholars
and researchers in the United States.

M. THE MATERIAL TERMS OF THE SETTLEMENT

A. The Settlement Class and Sub-Classes.”

The Settlement Class is defined as follows:

All persons or entities that, as of January 5, 2009, have a Copyright

Interest in one or more Books or Inserts. All Settlement Class members

are either members of the Author Sub-Class or the Publisher Sub-Class,
or both. Settlement Agreement (“SA”) § 1.142.

7 Capitalized terms used have the same meaning as in the Settlement Agreement.

12
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e Author Sub-Class
All members of the Settlement Class who are authors, and their heirs, successors,
and assigns, and any other members of the Settlement Class who are not members
of the Publisher Sub-Class. SA § 1.14.
¢ Publisher Sub-Class
All members of the Settlement Class that are (a) companies that publish books,
and their exclusive licensees, successors, and assignees, and (b) companies that
publish periodicals and have a Copyright Interest in one or more Inserts, and their
exclusive licensees, successors, and assignees. SA § 1.120%
B. The Parties.
The Representative Plaintiffs for the Author Sub-Class are authors Paul Dickson,
Joseph Goulden, Daniel Hoffman, Betty Miles, and Herbert Mitgang. SA § 1.125. The
Representative Plaintiffs for the Publisher Sub-Class are The McGraw-Hill Companies,
Inc., Pearson Education, Inc., Penguin Group (USA) Inc., Simon & Schuster, Inc., and
John Wiley & Sons, Inc. /d. The Authors Guild and the AAP are “Associational
Plaintiffs.” SA § 1.12. The Associational Plaintiffs participated in the litigation to

advance the rights and interests of the Author Sub-Class and Publisher Sub-Class,

respectively, and served as consultants to counsel for the respective sub-classes.

¥ A “Copyright Interest” refers to a United States copyright interest to the extent
implicated by a use covered by the Settlement Agreement, i.e., reproduction of a Book
and the Display Uses and Non-Display Uses (described below). SA § 1.38. A “Book”
refers to a written or printed, bound work that was published or distributed prior to
January 6, 2009 and, if a “United States work” under 17 U.S.C. § 101, registered with the
United States Copyright Office. The Settlement excludes from the definition of Book
works that are Periodicals, unbound personal papers, and works in the public domain
(including government works). SA § 1.16. An “Insert” refers to copyrighted textual (but
not pictorial) content in a book whose rightsholder is different from the book’s
rightsholder. SA § 1.72. See the sections of the SA cited in this footnote for more details
concerning these definitions.
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Google was the sole defendant in the cases. In addition, though not parties to the
litigation, the libraries of the University of Michigan, Stanford University, and the
University of California took part in the settlement negotiations. They, along with a
large number of other libraries, have entered into digitization agreements with Google, to
allow their collections to be digitized. Numerous university libraries plan to participate
in the GLP as well. A list of libraries that are authorized to provide books to Google for
copying, and to receive digital copies, can be found at Attachment G of the SA.

C. Benefits To Authors and Publishers.

1. Revenues From Google’s Use Of Books And Inserts

The Settlement authorizes Google, on a non-exclusive basis, to digitize Books and
Inserts, to develop a searchable electronic books database, and to display and make
commercial use of Books and Inserts, including the following “Display Uses™:

¢ sell institutional subscriptions to schools, corporations, and government
offices (“Institutional Subscriptions™) (SA § 4.1);

¢ sell online access to Books to consumers (“Consumer Purchases™) (SA §
4.2);

o display “previews” (up to 20% of a Book (SA § 4.3)) and “snippets”
(several lines of a Book (SA § 1.147)) in order to spur Book sales and
earn advertising revenues;

e place advertisements next to Book text (SA § 4.4); and

o provide free Public Access Services to all public and school libraries, with
any printing from these services subject to a per-page fee (SA § 4.8).”

® Also, subject to agreement with the Registry, Google may, in the future, be
authorized to exploit works in other revenue models, such as consumer subscriptions,
print on demand, custom publishing, .pdf downloads, and summaries, abstracts and
compilations. SA §4.7.

14
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Note that all authorizations, including the right to digitize books and to display and make
commercial uses of Books and Inserts, are confined to the United States and Google
obtains no rights under the Settlement under any law other than United States law.

Revenues earned from Display Uses will be split 63/37 in favor of the
Rightsholders. SA § 4.5, (“Rightsholders” are members of the Settlement Class that do
not opt out of the Settlement.) Google will pay 63% of these revenues to the Registry,
for disbursements to the Rightsholders.

2. Classification of Books.

The Settlement differentiates between Commercially Available (generally, in-
print) and not Commercially Available (generally, out of print) Books. The purpose of
this distinction is to ensure that Google’s Display Uses do not cannibalize the existing
markets for Commercially Available books. Thus, the Settlement treats Commercially
Available Books differently from Books that are not Commercially Available (i.e., Books
that are not being marketed or sold by the publishers of the Books). SA §§ 3.2-3.3.
Specifically, Google may not make any Display Uses of Commercially Available Books
— both the revenue models described above and “snippet display” — unless both the author
and publisher authorize Google to do so. Id. In contrast, Books that are not classified as
Commercially Available will, by default, be included automatically in all Display Uses.
At any time, however, the Rightsholder of a Book can change the default and instruct
Google to exclude any Book from any one or more Display Uses. /d.

Google will initially determine whether or not a Book is Commercially Available
as of January 5, 2009 (the Notice Commencement Date). SA § 3.2(d) (referred to in the

SA as the “Commercially Available” classification). Google and the Registry will
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continue to be assessing whether Books are Commercially Available using multiple
sources of information. Rightsholders who claim their Books will be informed if a
change is made in the Commercially Available classification of those Books.
Rightsholders can challenge the determination of whether a Book is
Commercially Available, and any disputes with Google will be resolved through the
Settlement’s arbitration procedures (see SA Article 1X). SA § 3.2(d)(iv).
3. Rightsholders’ Do-Not-Digitize/Removal Rights.

Rightsholders can tell Google not to digitize their Books, or if already digitized,
to remove their Books from Google’s database and from the digital copies provided by
Google to participating libraries. SA §§ 1.124, 3.5(a)(i). Google and the libraries must
honor all do-not-digitize/removal requests made by April 5, 2011, thereafter requests will
be honored only if the Books have not already been digitized. SA § 3.5(a)(iii)."

4. Rightsholders’ Exclusion Rights.

Even if they do not remove a Book from Google’s and the libraries’ databases,
Rightsholders at any time can exclude their Books (or portions thereof) from any or all
Display Uses. SA § 3.5(b). Insert Rightsholders at any time can exclude Inserts (or
portions thereof) from all (but not less than all) Display Uses. /d. Rightsholders can
change their mind at any time and turn Display Uses back on for some or all of their
Books and Inserts. /d.

S. Rightsholders’ Pricing Rights for Consumer Purchase

Rightsholders have two options under the Settlement for setting the sale price of

their Books made available in the Consumer Purchase revenue model: they can set the

19 Exercise of the removal right does not vitiate Rightsholders’ eligibility for the Cash
Payment, described below.
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price themselves (Specified Pricing) (SA § 4.2(b)(i)(1)) or they can rely on the
“Settlement-Controlled Price” developed by Google. (SA § 4.2(b)(i)(2)). Settlement-
Controlled Prices will be algorithmically designed by Google to find the optimal revenue-
maximizing price for each Book. (SA §§ 4.2(b)(1)(2) & (¢)).

Plaintiffs have heard from a number of academic and other authors (e.g.,
university professors) who are interested in making their books freely available to others
through the Settlement. The Settlement Agreement enables Rightsholders to do so. The
Settlement Agreement will support Creative Commons licenses. In addition,
Rightsholders can set the sale price for their Books at zero. In those situations neither
Google nor the Registry will receive revenues from any Consumer Purchase of those
Books.

6. Establishment of The Book Rights Registry, and Payment for
Notice and Claims Administration.

Google has agreed to pay $34.5 million to fund the newly formed Book Rights
Registry, to pay for notice to the Settlement Class and to pay for claims administration
services. SA § 2.1(c). The Registry will be an independent not-for-profit entity, and all
funds received by the Registry will be for the benefit of Rightsholders. SA § 6.2(a). The
Registry will have a Board of Directors composed at all times of an equal number of
Author Sub-Class and Publisher Sub-Class representatives. SA § 6.2(b). Thus, the
Registry will not, as some have suggested, by controlled by Google. The Registry will
establish and maintain a database of Rightsholders’ contact information and information
regarding Rightsholders” Books and Inserts. SA § 6.1(b). The Registry will locate
Rightsholders, identify and coordinate payments to Rightsholders, and otherwise

represent the interests of Rightsholders under the Settlement Agreement. /d. The
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Registry will able, with express rightsholder approval, to do deals with anyone, including
competitors of Google.

The Registry will be funded at first by Google’s $34.5 million payment (net of
notice and claims administration expenses). SA §§ 1.6, 2.1(c), 5.2. Thereafter, the
Registry will also be funded by an administrative fee taken as a percentage of
Rightsholders’ revenues. SA, Attachment C (Plan of Allocation) § 4.2.

7. Payment For Already Digitized Books.

To settle plaintiffs’ claims for actual infringement, Google has agreed to pay
Rightsholders a minimum of $45 million for Books and Tnserts digitized without
permission as of May 5, 2009 (i.e., the original opt-out deadline). SA §§ 2.1(b), 5.1. For
every such work that is claimed by January 5, 2010, Google will make a “Cash Payment”
of at least $60 per Principal Work, $15 per Entire Insert, and $5 per Partial Insert.''

If more than $45 million is required to pay all of the eligible claims for Cash
Payments, then Google will pay the additional funds necessary to make all such Cash
Payments, with no cap on such additional payments. SA § 5.1(b). If the total amount of
all eligible claims is less than $45 million, the claiming Rightsholders can receive up to
$300 per Principal Work, $75 per Entire Insert, and $25 per Partial Insert. Any
remaining funds thereafter from the $45 million will go to the Registry for operations.

SA, Attachment C (Plan of Allocation) § 3.2.

" “Principal Work” refers to a book’s principal written work (such as a novel, or a

collection of short stories). SA §1.111. “Entire Inserts” are complete works, such as
short stories, forewords and poems. “Partial Inserts” are all other content that meet the
definition of an Insert, such as quotes from other works. SA §§ 1.50, 1.100.
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D. Author-Publisher Procedures.

Because, for most Books, authors and their publishers each have copyright
interests, the authors’ and publishers’ respective interests are addressed in the Author-
Publisher Procedures (SA, Attachment A). Among other things, the Author-Publisher
Procedures set forth the authors’ and the publishers’ respective rights concerning in-print
and out-of-print Books under the Settlement.

1. In-Print Books.

With respect to in-print books (other than works-for-hire), both the author and the
publisher must agree to include the Book in the GLP; if they do not agree, it will not be
included. Author-Publisher Procedures (“A-P”) § 5.1. Cash Payments for in-print
Books, as well as all revenues earned from Google’s future uses of in-print Books, will
be paid to the publishers of the Books, who will then pay the authors under the book
publishing contract between the author and the publisher. A-P § 5.5. If an author wishes
to challenge the revenue split offered by the publisher under that contract, the dispute
may (except for Educational Books) be resolved in the Settlement’s arbitration process.
1d. The A-P also sets forth the respective rights of authors and publishers as to exclusion,
removal, pricing, and changes in Display Uses of in-print Books. A-P §§ 5.2-5.4.

2. Out-Of-Print Books.

The A-P includes provisions concerning exclusion, removal, control of pricing,
and changes in Display Uses of out-of-print Books, which vary depending on whether the
Book is (1) a work-for-hire under United States copyright law (100% of Cash Payments
and revenues paid by the Registry directly to the publisher), or (2) reverted (100% of

Cash Payments and revenues paid by the Registry directly to the author). A-P §6.1.
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Cash Payments and future revenues earned for unreverted out-of-print Books will be split
between the author and publisher of the Book as follows: (a) for Books first published
prior to 1987, the Registry will pay 65% to the author and 35% to the publisher; and (b)
for Books first published during or after 1987, the Registry will pay each of the author
and the publisher 50%. A-P § 6.2(c)."” Tn addition, for Books that are not reverted and
are not works-for-hire, in general, both the author and the publisher have the right to
manage the Books. (See A-P for further details concerning the A-P.)

E. Other Provisions.

1. Public Access Service,

The Parties have agreed to provide, upon request, free access to the entire
subscription database at a computer terminal in every public library building in the
United States that requests one and at least one computer terminal at each not-for-profit
higher educational institution. SA §§ 1.66, 1.119, 4.8. Anyone in any urban or small
town library building in the U.S. could have free, full access to the entire database of
Books.

2. Non-Display Uses.

In addition to the Display Uses, Google will be permitted to make “Non-Display
Uses” of Books, including full-text indexing (without displaying the text), geographic
indexing, algorithmic listings of key terms for chapters of Books, and other internal

research. SA §§ 1.91, 3.4,

12 Based on discovery taken by the author plaintiffs, most form book publishing
contracts in the late 1980s began to include express electronic rights grants to the
publisher. Counsel for the authors and publishers thus agreed that authors would receive
a greater revenue split for out of print Books published prior to 1987 than those published
thereafter.
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3. Security Provisions.

Google and plaintiffs developed security standards to prevent security breaches
and unauthorized use of Google’s books database. SA §§ 8.1-8.2 and Attachment D.
The SA provides remedies to Rightsholders for security breaches and unauthorized
access. SA §§ 8.3-8.7.

4. Dispute Resolution Mechanism.

If disputes concerning the Settlement arise among Rightsholders and Google or
the libraries, they will be subject to arbitration. Examples are disputes (1) between
authors and publishers of the same Books; (2) over claimed security breaches; (3) over
whether a Book is in-print, out-of-print, or in the public domain; and (4) over whether
Google or a participating library has made a use of a Book that is not authorized under
the Settlement. See generalfy SA Article IX. The Settlement Agreement also provides
that the court will have continuing jurisdiction over other disputes concerning the parties’
obligations under the Settlement Agreement. SA § 17.23. Disputes between publishers
are not subject to arbitration.

S. Non-Exclusive Rights.

The authorizations granted to Google under the Settlement Agreement are non-
exclusive only. Rightsholders retain all their rights to use and license their Books in any
way, including ways identical to those authorized to Google. No authorization under the
Settlement constitutes a transfer of any copyright ownership interest in any Book or
Insert. SA §§ 2.4, 3.1(a).
1IV.  COPYRIGHT ISSUES

The Settlement has been the subject of substantial discussion. T would like to
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elaborate on my remarks in the Executive Summary regarding the Settlement’s treatment
of so-called “orphan works,” and 1 will then address the potential effect of including
foreign rightsholders in the Settlement Class on U.S. foreign relations.

A. The Question of “Orphan Works”

A number of critics of the Google Book Search Settlement have complained that
the Settlement will confer on Google a monopoly over “orphan works.” These critics
have stated — without any evidence — that “orphan works™ will include millions of books,
comprising anywhere from 50% to 70% of the books covered by the Settlement. These
percentages are over-inflated, principally because at least some of the critics appear to
have equated the term “out-of-print books” with “orphan works,” which is erroneous,
and, further, because they incorrectly assume that the rightsholders of out-of-print books
are either unknown or cannot be found.

The term “orphan works,” however, has no meaning under the Copyright Act; the
Act only recognizes works only as in-copyright or not in-copyright. That term, however,
has been typically understood and used — both in the context of legislative proposals
considered by the Congress, including this Committee, over the last several years, as well
as by the Copyright Office — to refer to a work for which the copyright owner cannot be
identified or found (such as a photograph with no attributed photographer).

Contrary to the use of that term by the Settlement’s critics, we start with the
principle that published books found in U.S. libraries — unlike many other types of
copyrighted works — are generally quite unlikely to be orphan works. They are published
works. They have identifiable authors and publishers. Published books include readily

accessible information as to their author, publisher and date of publication.
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Moreover, as to all United States works, the Settlement only covers those that are
“registered” with the United States Copyright Office. So, at least with respect to United
States works, the Copyright Office registration is available as an important starting point
in attempting to identify and locate the current copyright owner. There is no reason to
believe that a significant number of the copyright owners of books covered by the
Settlement cannot be identified and found — by anyone, including would-be competitors
of Google — if due diligence efforts are made to do so.

Prior to the Settlement, at least for purposes of large scale commercial
exploitation, few such efforts have been made. That is because there has been no
commercial market for a collection of out-of-print books, and thus no incentives to
identify rightsholders of out-of-print books or for them to come forward to associate
themselves with their works for purposes of licensing others to use them. Now, for the
first time, the settlement provides just such a product, and brand new incentives for
rightsholders of out-of-print books to participate. Not only have meaningful, ambitious
efforts been made to locate these rightsholders, those efforts will be continued into the
future by the Registry. In addition and importantly, the prospect of earning money under
the Settlement — and the very availability of revenues generated by the Settlement — will
provide powerful incentives for rightsholders to come forward to claim their works.
Once they do so, of course, such works would have identifiable copyright owners and
could not be considered to be “orphans.”

First, approval of the Settlement required the parties to undertake an
unprecedented, worldwide Notice Program that was designed to reach as many members

of the Settlement Class as possible. As a result of the Notice Program, many
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rightsholders of out-of-print books have already claimed their books. Because there is no
deadline to claim one’s books through the Settlement, it is reasonable to expect that the
numbers of claimed out-of-print books will grow exponentially.

Second, one of the Registry’s core missions will be to locate rightsholders of out-
of-print books that have not yet been claimed. This is for the purpose of having the
Registry assist them in claiming their works and, ultimately, to pay to them the revenues
they are owed under the Settlement’s revenue models.

Also, as noted above, the Registry will want to enter into licensing arrangements
with others, not just Google. For this purpose, the Registry and claiming rightsholders
will want as many rightsholders as possible to come forward and authorize the Registry
to include their books in those arrangements. In this way, there will be a more robust set
of books available for license, which will redound to the benefit of all rightsholders..

The goals of the Notice Program and the Registry are achievable precisely
because the settlement creates meaningful incentives for copyright owners of out-of-print
works to claim their books. The new services authorized by the Registry (which include
the subscriptions and consumer purchase options offered by Google, as well as
alternative, even competing products that others may establish) will begin earning
rightsholders new revenue.

Most authors write for two reasons, for their books to be read, and to be
compensated. Because the Settlement has given new exposure and commercial life to
out-of-print books, authors are more likely to claim their books and the Registry will
have a greater chance of finding them.

What does that mean for the so-called “orphan books?” We’ve already learned
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)

through the Settlement’s claiming process that many out-of-print books’ “parents” are
alive and claiming their books. And, as “parent” rightsholders claim their books, the
number of books that might arguably be considered “orphans” will be dramatically
reduced.

Significantly, the Registry will maintain a publicly accessible database of which
books are claimed. The database will also make public who has claimed those books
(except where the claimant has asked that his or her name not be disclosed). This
database will make it far, far easier than at present for anyone to identify rightsholders of
books and obtain permission to use them. The experiences of the Authors Registry and
the ALCS, reported in the Executive Summary, bear this out. Thus, where it might once
have been difficult to find the copyright owners of books it will now become much more
feasible to license out-of-print books, either through the Registry or directly from their
copyright owners.

Of course, there may still be books whose rightsholders prove difficult to find.
The Settlement is not a panacea. But the facts suggest, contrary to the gloomy scenarios
painted by the critics, that the number of such books ultimately will be quite low.

B. The Settlement is Wholly Consistent with the International
Obligations of the United States

Questions also have been asked as to whether the Settlement complies with the
international treaty obligations of the United States. These issues have been raised under
two provisions of the 1971 Berne Convention for the Protection of Literary & Artistic

Works (the “Berne Convention™), to which the United States adhered effective March 1,
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1989." The first provision is that of national treatment, found in Article 5(1) of the
Berne Convention. The second provision is Article 5(2) of the Berne Convention, which
bans the imposition of certain “formalities.” Examining both provisions, we believe that
the Settlement is fully consistent with our country’s treaty obligations.

To begin, the Berne Convention is not itself self-executing in the United States.
In the Berne Convention Implementation Act of 1988 (BCIA), which implemented the
Berne Convention,'* Congress was crystal clear that the Berne Convention itself does not
create any rights or obligations under U.S. law."* Thus, if any provision of the enacted
laws of the United States is inconsistent with our country’s Berne Convention
obligations, the only remedy is for another counrry to take the United States to the

International Court of Justice, or to invoke the dispute resolution provisions set forth in

'3 The United States has entered into other international agreements that incorporate the
United States’ Berne Convention obligations by reference, such as the 1994 GATT
TRIPS agreement. However, because these other agreements are derivative of the Berne
obligations, we do not discuss them separately.

4102 Stat. 2853-2861.

' Section 2 of the BCIA provides:

(1) The Convention for the Protection of Literary and Artistic Works, signed at
Bemne, Switzerland, on September 9, 1886, and all acts, protocols, and revisions
thereto (hereafter in this Act referred to as the "Berne Convention") are not self-
executing under the Constitution and laws of the United States.

(2) The obligations of the United States under the Berne Convention may be
performed only pursuant to appropriate domestic law.

(3) The amendments made by this Act, together with the law as it exists on the date of
the enactment of this Act, satisfy the obligations of the United States in adhering
to the Berne Convention and no further rights or interests shall be recognized or
created for that purpose.

Section 3(a) declares:
(a) Relationship with Domestic Law.--The provisions of the Berne Convention--
(1) shall be given effect under title 17, as amended by this Act, and any other
relevant provision of Federal or State law, including the common law; and
(2) shall not be enforceable in any action brought pursuant to the provisions of the
Beme Convention itself.
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the GATT, leading possibly to a WTO panel. With respect to the pending approval of the
Settlement, the District Court must follow the Copyright Act, and it has no authority to
deviate from it in an effort to comply with its understanding of the United States’ treaty
obligations.

1. National Treatment

The Settlement is fully consistent with the national treatment principle of Article
5(1) of the Berne Convention,'® which Congress implemented in the BCIA, and is now
enshrined in Section 104 of the Copyright Act, as amended. Inthe United States, that
principle “simply assures that if the law of the country of infringement applies to the
scope of substantive copyright protection, that law will be applied uniformly to foreign
and domestic authors.” See liar-Tass Russian Newspaper Agency v. Russian Kurier, Inc.,
153 F.3d 82, 89 (2d Cir. 1998). Thus, Article 5(1) applies only to national /aws granting
substantive rights. A private settlement agreement is, by definition, not a law nor can it
grant substantive statutory rights. As Congress made clear, only Congress can grant such
rights. The Settlement does not provide or grant any substantive copyright rights; only
Congress can do so. Instead, it is the settlement of copyright litigation between private
parties that provides extensive remedies to members of the class.

Most importantly, the Settlement is careful to treat all covered books identically,
without regard to whether their rightsholders are United States or foreign publishers or

authors. Consistent with Section 104 of the Copyright Act, all copyright owners of books

16 Article 5(1) of the Berne Convention provides:
(1) Authors shall enjoy, in respect of works for which they are protected under this
Convention, in countries of the Union other than the country of origin, the rights
which their respective laws do now or may hereafter grant to their nationals, as well
as the rights specially granted by this Convention.
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covered by the Settlement, regardless of their nationality, are entitled to exactly the same
rights and receive exactly the same remedies under the Settlement.
2. Formalities and the Means of Redress

The Settlement and the class action opt-out procedure do not constitute a
prohibited formality within the meaning of Article 5(2) of the Berne Convention."” The
term “formality” is not defined in the Article. The World Intellectual Property
Organization’s guide to the Berne Convention provides some guidance. It states: “The
word 'formality’ must be understood in the sense of a condition which is necessary for the
right to exist -- administrative obligations laid down by national law, which is not
fulfilled, lead to loss of copyright.” See WIPO Guide to the Berne Convention for the
Protection of Literary and Artistic Works (Paris Act 1971) at 33 (1978). As the WIPO
drafted the Berne Convention and is charged by the United Nations with administering it,
its views should be entitled to great deference.

The process for reviewing and approving class action settlements under Rule
23(b)(3) of the Federal Rules of Civil Procedure necessarily includes a mechanism to
allow class members to opt out. That requirement of federal law is not a formality. It
cannot lead to a loss of statutory copyright protection under the Copyright Act. Nor is
the Settlement itself or the opt-out procedure of Rule 23(b)(3) an administrative

obligation laid down by national law that is necessary for the copyright right to exist.

'7 Article 5(1) of the Berne Convention provides:
The enjoyment and the exercise of these rights shall not be subject to any formality;
such enjoyment and such exercise shall be independent of the existence of protection in
the country of origin of the work. Consequently, apart from the provisions of this
Convention, the extent of protection, as well as the means of redress afforded to the
author to protect his rights, shall be governed exclusively by the laws of the country
where protection is claimed.
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The Rule constitutes, instead, a procedural device.

The language of Article 5(2) makes clear that such procedural mechanisms —
which are the means by which copyright infringement suits may be brought and resolved
— fall exclusively within the province of national law and, as such, can be adopted by
Congress and applied by federal courts consistently with the United States’ obligations.
See Article 5(2) (providing that “the extent of protection, as well as the means of redress
afforded to the author to protect his rights, shall be governed exclusively by the laws of
the country where protection is claimed [emphasis supplied]).

C. The Settlement is not “Legislating”

Some have expressed concern that the Settlement constitutes “judicial legislating”
or that approval of this particular class action settlement is not otherwise properly within
the province of the federal courts. That is not the case. Whatever one’s view of judicial
activism, a class action settlement negotiated by parties to a lawsuit and approved by a
federal court only binds members of the class who have chosen not to opt out. It does not
bind — or supplant the role of — Congress.

Moreover, settlements of litigation do not establish rights or obligations of general
applicability, which is, by contrast, in the very nature of statutes. In this case, the
Settlement only pertains to the rights of class members vis-a-vis Google, which is
obtaining a non-exclusive license from rightsholders who have chosen to remain in the
Settlement.

Furthermore, the class action device is widely used in all manner of state and
federal common law and statutory claims. It has also been used in the context of federal

copyright claims. Such actions have been settled, and those settlements are subject to the

29



63

requirements of the Federal Rules and to judicial decisions interpreting such Rules.
Congress has not chosen to exempt copyright infringement actions from the Federal
Rules that authorize the use of the class action device in appropriate circumstances.
Parties utilizing a congressionally created procedural device, and courts approving class
action settlements, are, therefore, fully adhering to federal law.

Finally, nothing in the Settlement prevents Congress from legislating in the future
as broadly as it wishes. Congress could, for example, pass orphan works legislation, to
enable users to make use of a work after a due diligence effort to identify and locate the

copyright owner.
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Mr. CONYERS. Thank you so very much.

We are now happy to have with us again the leader of the United
States Copyright Office, Ms. Marybeth Peters. She has been a fre-
quent speaker and writer on this and other related subjects and is
the author of the “General Guide to the Copyright Act of 1976.”

And we welcome you at this time, ma’am.

TESTIMONY OF MARYBETH PETERS, REGISTER OF
COPYRIGHTS, U.S. COPYRIGHT OFFICE

Ms. PETERS. Thank you. Chairman Conyers, Ranking Member
Smith, and Members of the Committee, I appreciate the oppor-
tunity to testify before you today about the potential impact of the
proposed Google Books settlement on United States copyright law
and policy.

I am familiar with the terms of the settlement. Indeed, my office
has thoroughly reviewed the entire settlement agreement. While
aspects of the settlement have merit—for example, the creation of
a registry which facilitates licensing of books for online uses and
certain provisions to benefit the blind and visually impaired—key
parts of the settlement are fundamentally at odds with the law.
They impinge on exclusive rights granted to authors and other
rights holders.

My written testimony fully describes my concerns. And I apolo-
gize for not submitting the testimony within the time limits pro-
vided by the Committee, thereby basically making it not available
for Members to read before this hearing.

In my oral testimony I am going to focus on only two points. One
is, the settlement agreement creates what is, in effect, a compul-
sory license that allows Google to continue to scan millions of books
into the future and permits Google to engage in a number of activi-
ties that were not actually part of the lawsuit and that are indis-
putably acts of copyright infringement: for example, offering full-
text displays and the sale of downloads.

Compulsory licenses are the domain of Congress, not the courts.
When such licenses are created, it is usually the result of market-
place failure. You have heard that there is marketplace failure
from some today. But it is after full public debate. Moreover, they
are narrowly tailored and apply to all users who meet the terms
and conditions of the license.

By permitting Google to engage in a wide array of new uses of
most books in existence, the settlement would alter the landscape
of copyright law—which is also the role of Congress and not the
courts—for millions and millions of rights holders of out-of-print
books. The out-of-print default rules would flip copyright on its
head by allowing Google to engage in extensive new uses without
the consent of the copyright owner, in my view making a mockery
of Article 1 of the Constitution that anticipates that authors shall
be granted exclusive rights.

Moreover, the settlement would jeopardize the efforts of Congress
to enact comprehensive orphan works legislation that would benefit
all users. Courts have acknowledged that, when dealing with new
technology, only Congress has the authority and the institutional
ability to accommodate the competing interests that are implicated.
This Committee has spent considerable time and given consider-
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able thought as to how to resolve the orphan works problem. The
settlement undermines Congress’s ability to determine how to ad-
dress this issue and is at odds with the approach that you have
been considering up to now.

The agreement also has serious international implications. For-
eign governments, as well as many foreign authors and publishers,
have objected to the settlement and suggested that the settlement
may violate certain international obligations of the United States.
It is troubling that many foreign works that have never been made
available by their authors or publishers in the United States would
be swept into a class action simply because one copy was located
in a library and that library permitted Google to scan its books.

In conclusion, Congress frames and defines the scope of the
rights and the remedies of copyright owners. I do believe that the
proposed settlement agreement seeks to usurp that role by address-
ing policy issues that go well beyond the case or controversy identi-
fied by the plaintiffs in litigation.

I look forward to your questions. And, as always, the office
stands ready to assist the Committee as it considers the issues
posed by the settlement agreement. Thank you.

[The prepared statement of Ms. Peters follows:]
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PREPARED STATEMENT OF MARYBETH PETERS

Statement of Marybeth Peters
The Register of Copyrights
before the Committee on the Judiciary

United States House of Representatives
111" Congress 1™ Session

September 10, 2009

Hearing on Competition and Commerce in Digital Books: The Proposed Google
Book Settlement

Chairman Conyers, Ranking Member Smith, and Members of the Subcommittee,
T appreciate the opportunity to appear before you today to testify about the impact of the
proposed Google Book Settlement Agreement on U.S. copyright law and policy as part of
this hearing on Competition and Commerce in Digital Books.

Summary

The Copyright Office has been following the Google Library Project since 2003
with great interest. We first learned about it when Google approached the Library of
Congress, seeking to scan all of the Library’s books. At that time, we advised the Library
on the copyright issues relevant to mass scanning, and the Library offered Google the
more limited ability to scan books that are in the public domain. An agreement did not
come to fruition because Google could not accept the terms.

In 2005, we followed very closely the class action filed by The Authors Guild and
its members and the infringement suit filed by book publishers shortly thereafter. The
facts of the underlying lawsuits are simple. Google was reproducing millions of protected
books in their entirety, without permission of the copyright owners, through systematic
scanning operations set up with large research libraries. Once scanned, the books were
indexed electronically, allowing end-users to search by title and other bibliographic
information. Google returned hits to its customers that included the option of browsing
“snippets” (e.g. several lines of the book), except for public domain books, which could
be viewed and downloaded in their entirety. Google’s search engine is free to users, but
the company collects substantial revenue from the advertising that appears on web pages,
including those pages on which images of, and information from, copyrighted books
appear. The lawsuits raised complex and sometimes competing legal questions,
including questions about intermediate copying, future markets, book digitization goals
and fair use. Members of the legal community and the public debated the issues
vigorously and anticipated what a Court decision on the merits might look like.

When the parties announced last fall that they had reached a settlement in what
was becoming a long and protracted litigation, our initial reaction was that this was a
positive development. But as we met with the parties, conversed with lawyers, scholars
and other experts, and began to absorb the many terms and conditions of the settlement—
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a process that took several months due to the length and complexity of the documents—
we grew increasingly concerned. We realized that the settlement was not really a
settlement at all, in as much as settlements resolve acts that have happened in the past and
were at issue in the underlying infringement suits. Instead, the so-called settlement
would create mechanisms by which Google could continue to scan with impunity, well
into the future, and to our great surprise, create yet additional commercial products
without the prior consent of rights holders. For example, the settlement allows Google to
reproduce, display and distribute the books of copyright owners without prior consent,
provided Google and the plaintiffs deem the works to be “out-of-print” through a
definition negotiated by them for purposes of the settlement documents. Although
Google is a commercial entity, acting for a primary purpose of commercial gain, the
settlement absolves Google of the need to search for the rights holders or obtain their
prior consent and provides a complete release from liability. In contrast to the scanning
and snippets originally at issue, none of these new acts could be reasonably alleged to be
fair use.

In the view of the Copyright Office, the settlement proposed by the parties would
encroach on responsibility for copyright policy that traditionally has been the domain of
Congress. The settlement is not merely a compromise of existing claims, or an
agreement to compensate past copying and snippet display. Rather, it could affect the
exclusive rights of millions of copyright owners, in the United States and abroad, with
respect to their abilities to control new products and new markets, for years and years to
come. We are greatly concerned by the parties’ end run around legislative process and
prerogatives, and we submit that this Committee should be equally concerned.

As outlined below, the Copyright Office also believes that some of the settlement
terms have merit and should be encouraged under separate circumstances. For example,
the creation of a rights registry for book authors, publishers and potential licensees is a
positive development that could offer the copyright community, the technology sector
and the public a framework for licensing works in digital form and collecting micro-
payments in an efficient and cost-effective manner. Likewise, the promise to offer
millions of titles through libraries in formats accessible by persons who are blind and
print disabled is not only responsible and laudable, but should be the baseline practice for
those who venture into digital publishing. The ability of copyright owners and
technology companies to share advertising revenue and other potential income streams is
a worthy and symbiotic business goal that makes a lot of sense when the terms are
mutually determined. And the increased abilities of libraries to offer on-line access to
books and other copyrighted works is a development that is both necessary and possible
in the digital age. However, none of these possibilities should require Google to have
immediate, unfettered, and risk-free access to the copyrighted works of other people.
They are not a reason to throw out fundamental copyright principles; they are a pretext to
do so.

In the testimony below, we will address three specific points. First, we will
explain why allowing Google to continue to scan millions of books into the future, on a
rolling schedule with no deadline, is tantamount to creating a private compulsory license
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through the judiciary. This is not to say that a compulsory license or collective license
for book digitization projects may or may not be an interesting idea. Rather, our point is
that such decisions are the domain of Congress and must be weighed openly and
deliberately, and with a clear sense of both the beneficiaries and the public objective.

Second, we will explain why certain provisions of the proposed settlement
dramatically compromise the legal rights of authors, publishers and other persons who
own out-of-print books. Under copyright law, out-of-print works enjoy the same legal
protection as in-print works.! To allow a commercial entity to sell such works without
consent is an end-run around copyright law as we know it. Moreover, the settlement
would inappropriately interfere with the on-going efforts of Congress to enact orphan
works legislation in a manner that takes into account the concerns of all stakeholders as
well as the United States’ international obligations.

Finally, we will explain that foreign rights holders and foreign governments have
raised concerns about the potential impact of the proposed settlement on their exclusive
rights and national, digitization projects. The settlement, in its present form, presents a
possibility that the United States will be subjected to diplomatic stress.

Factual and Procedural Background

The proposed settlement, announced by the parties on October 28, 2008, would
resolve claims that stem from Google’s highly publicized Google Library Project. Ttis
currently pending before the Honorable Denny Chin, United States District Court,
Southern District of New York. Settlement Agreement, The Authors Guild, Inc. et al. v.
Google Inc., No. 06-CV-8136 (S.D.N.Y. Oct. 28, 2008). The proceeding combines the
unresolved claims of authors and book publishers as initially filed in two underlying
actions: 7The Authors Guild, Inc. v. Google Inc., No. 05 Civ. 8136 (S.D.N.Y Sep. 20,
2005) (a class action filed by representative authors and the Guild) and The McGraw-Hill
Companies, Inc. v. Google Inc., No. 05 Civ. 8881 (S.D.N.Y Oct. 19, 2005) (an action
filed on behalf of five publishing companies).

By way of background, as of 2008 Google had digitized about 7 million books
and other materials obtained through agreements with library collections at the University
of Michigan, Stanford University, Oxford University, Harvard University and the New
York Public Library, among others.> At a hearing convened by the European
Commission in Brussels on September 7, 2009, Google announced that it has now
scanned approximately 10 million books. Of these, Google estimates that about 1.5

! Under cerlain narrow circumstances, libraries and archives may make use of works (hat are in (heir last 20
years of copyright protection, provided that the usc is for purposcs of preservation, scholarship, or rescarch
and that the library or archives has first determined, on the basis of a reasonable investigation that certain
conditions apply. See 17 U.S.C. §108(h)(i).

2 Googlc Books Scitlement Agreement, hitp://books. google.com/cog
4,2009).

slcbooks/agrectnent (last visited Sept.
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million of these works are in the public domain. Many more may be works that are
protected by copyright but have no identifiable or locatable copyright owner.®

1. Judicial Compulsory License

Class action lawsuits typically seek compensation for a class of similarly-situated
persons who have suffered harm, or will suffer harm imminently, due to the defendant’s
past acts. The proposed settlement in fact resolves Google’s past conduct by requiring
Google to pay at least $60 for each book and $15 for each insert that was digitized prior
to the opt-out deadline.* Proposed Settlement Agreement at 61, § 5.1(a). But the class is
overbroad and the settlement terms do not stop here.

Under the proposed settlement, the parties have crafted a class that is not
anchored to past or imminent scanning, but instead turns on the much broader question of
whether a work was published by January 5, 2009. As defined, the class would allow
Google to continue to scan entire libraries, for commercial gain, into the indefinite future.
The settlement would bind authors, publishers, their heirs and successors to these rules,
even though Google has not yet scanned, and may never scan, their works.

We do not know the parties’ reasons for defining the class according to whether a
book was or was not published by January 5, 2009, but the result is to give Google
control of a body of works that is many times larger than the 7 million works that were
originally at issue. As defined, the class would bring into the settlement tent not only
works that were published in the United States, and are therefore directly subject to U.S.
law, but works published in most other countries in the world that have treaty relations
with the United States.” While no one really knows how many works would be affected,
Dan Clancy, the Engineering Director for the Google Book Search project, has been
quoted as estimating that there are between 80 and 100 million books in the world.® Asa
practical matter, this means that the settlement would create for Google a private

? Google Books Settlement, orphan works, and loreign works, hitp://blog librarylaw.com/
librarylaw/2009/04/googlc-book-scttlement-orphan-works-and-forcign-works.html (last visited Scpt. 4,
2009).

* The settlement also addresses and resolves other issues such as the conduct of libraries, but the Office will
not address those provisions for purposcs of this preliminary asscssment of issucs with the Proposcd
Settlement Agreement.

° The United States enjoys international copyright relations with all but a small number of countries. See
U.S. Copyright Office, Circular 38a: International Copyright Relations of the Uniled States (rev. July 2009)
(available at http://www copvright gov/cires/cire38a.pdf (last visited Aug. 25, 2009)).

6 See “The Audacity of the Google Book Search Settlement,” Pamela Samuelson,
bt www huflinetonpost. convpamela-samucison/ihc-audacitv-ol-the-googl b 255490 himt (last visiled
Aug. 12, 2009).
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structure that is very similar to a compulsory license, allowing it to continuously scan
copyrighted books and “inserts.””

Compulsory licenses in the context of copyright law have traditionally been the
domain of Congress.® They are scrutinized very strictly because by their nature they
impinge upon the exclusive rights of copyright holders. A compulsory license (also
known as a “statutory license”) is “a codified licensing scheme whereby copyright
owners are required to license their works to a specified class of users at a government-
fixed price and under government-set terms and conditions.” Satellite Home Viewer
Extension Act: Hearing Before the S. Committee on the Judiciary,108th Cong. (2004)
(statement of David O. Carson, General Counsel, U.S. Copyright Office) (May 12, 2004).
“[Clompulsory licensing . . . break[s] from the traditional copyright regime of individual
contracts enforced in individual lawsuits.” See Cablevision Sys. Dev. Co. v. Motion
Picture Ass’n of Am., Inc., 836 F.2d 599, 608 (D.C. Cir. 1988) (describing limited license
for cable operators under 17 U.S.C. § 111). By its nature, a compulsory license “is a
limited exception to the copyright holder’s exclusive right . . . As such, it must be
construed narrowly. . . .7 Fame Publishing Co. v. Alabama Custom Iape, Inc., 507 F.2d
667, 670 (5th Cir. 1975) (referring to compulsory licenses in the Copyright Act of 1909).
Congress is the proper forum to legislate compulsory licenses when they are found
necessary. See Melville B. Nimmer & David Nimmer, Nimmer on Copyright § 1.07
(2009) (Congress has authority to grant exclusivity and “may properly invoke . . .
[n]onexclusivity under a compulsory license™); cf. Cablevision at 602 (citing
Teleprompter Corp. v. Columbia Broadcasting Sys., 415 U.S. 394, 414 (1974) (stating
that it was Congress’s role to address the issue of secondary transmissions if the
Copyright Act of 1909 was inadequate). Compulsory licenses are generally adopted by
Congress only reluctantly, in the face of a marketplace failure. For example, Congress
adopted the Section 111 cable compulsory license “to address a market imperfection” due
to “transaction costs accompanying the usual scheme of private negotiation. . . .”
Cablevision at 602. “Congress’ broad purpose was thus to approximate ideal market
conditions more closely . . . the compulsory license would allow the retransmission of
signals for which cable systems would not negotiate because of high transaction costs.”
Id. at 603.

As a matter of copyright policy, courts should be reluctant to create or endorse
settlements that come so close to encroaching on the legislative function. Congress
generally adopts compulsory licenses only reluctantly in the face of a failure of the
marketplace, after open and public deliberations that involve all affected stakeholders,
and after ensuring that they are appropriately tailored. Here, no factors have been
demonstrated that would justify creating a system akin to a compulsory license for
Google — and only Google — to digitize books for an indefinite period of time.

* The term “inscrt” is broad. It inchudes (i) text, such as forewords, afterwords, prologucs, cpilogucs.
essays, poems, quotations, letters, song lyrics. or excerpts from other Books, Periodicals or other works; (ii)
children’s Book illustrations; (iii) music notation (i.e., notes on a staff or tablature); and (iv) tables, charts
and graphs. Proposcd Scitlecment Agreement at 9, 9 1.72.

8 See, e.g. 17US.C§§ 111,112, 114,115, 118 and 119,
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At very least, a compulsory license for the systematic scanning of books on a
mass scale is an interesting proposition that might merit Congressional consideration. As
stated above, various compulsory licenses have been carefully crafted over the years after
extensive deliberation and consideration of the viewpoints of all affected stakeholders,
though none apply to books or text. Among the issues Congress would want to consider
are the pros and cons of allowing copyright users, rather than copyright owners, to initiate
the digitization of copyrighted works; the rate of compensation that should be paid to
copyright owners; and whether the same license terms should apply to mass digitization
activities undertaken for the public interest by non profit organizations such as libraries,
and for profit purposes by commercial actors. Congress also would want to consider
whether all books merit the same attention, or whether differences can be drawn from the
date of publication, the type of publication, or such facts as whether the rights holder is
likely to be alive or deceased. Congress would need to consider the treaty obligations
that may apply.

2. The Sale of Copyrighted Books without Consent of Rights Holders

The Copyright Office strongly objects to the treatment of out-of-print works
under the proposed settlement. The question of whether a work is in-print (generally, in
circulation commercially) or out-of-print (generally, no longer commercially available) is
completely inconsequential as to whether the work is entitled to copyright protection
under the law.

The Google Book Settlement gives Google carre blanche permission to use out-
of-print works by operation of the default rules. If a work is out-of-print, Google need
not obtain permission before incorporating it into new “book store” products. These
include on-line displays (up to 20% of a work), full-text purchases, and subscription
products for institutional subscribers and library patrons. There are mechanisms by
which the rights holder may stop Google after the fact and prospectively collect royalties
that are predetermined by the Book Rights Registry (“BRR”). In summary, the out-of-
print default rules would allow Google to operate under reverse principles of copyright
law, and enjoy immunity from lawsuits, statutory damages, and actual damages.

The activities that prompted the plaintitfs to file suit against Google — the
wholesale scanning of books, electronic indexing and snippet display — are activities as
to which reasonable minds might differ when considering whether such activities are acts
of infringement or are, for example, fair use. However, the same cannot be said of the
new uses that the settlement agreement permits Google to make of out-of-print works.
We do not believe that even Google has asserted that, in the absence of this class action
settlement, it would be fair use to undertake the new activities that Google would enjoy
risk-free as a result of the settlement. In essence, the proposed settlement would give
Google a license to infringe first and ask questions later, under the imprimatur of the
court.
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We are not experts on the proper scope of class action settlements, but we do
wonder whether, as a constitutional matter, a class action settlement could decide issues
that were not properly before the Court as part of the case and controversy presented
during the litigation.” At the very least, within the context of copyright litigation, the
class action mechanism has been used sparingly in recent years and has never resulted in
the broad adoption of a settlement permitting extensive future uses of copyrighted
products that were not the subject of the original infringement action.'® A class action
settlement that permits new activities for years to come, and removes the judicial
remedies of millions of authors and publishers that are otherwise afforded by the
Copyright Act, seems to us to be an excessive exercise of judicial power. The default
rules for out-of-print books are not a small issue in the settlement because the substantial
majority of books covered are out-of-print works—millions and millions of books. To
be clear, the Office does not dispute the goal of creating new markets for out-of-print
books — copyright duration has always been longer than the first print-run of a book and it
has always been obvious that works will come in and out of favor, and in and out of print,
during the term of protection. But copyright law has always left it to the copyright owner
to determine whether and how an out-of-print work should be exploited.

Apart from its interest in ensuring the proper application of law and policy,
Congress should be particularly concerned about the settlement since it would interfere
with the longstanding efforts of Congress and many other parties to address the issue of
orphan works. The broad scope of the out-of-print provisions and the large class of
copyright owners they would affect will dramatically impinge on the exclusive rights of
authors, publishers, their heirs and successors. Such alteration should be undertaken by
Congress if it is undertaken at all. Indeed, this Committee has already invested
significant time in evaluating the orphan works problem and weighing possible solutions.
That process is not over. The Google Book Settlement would frustrate the Committee’s
efforts and make it exceedingly difficult for Congress to move forward. A much more

¥ As Judge Friendly slatcd in National Super Spuds, Inc. v. New York Mercantile Exchange, 660 F.2d 9, 18
(2d Cir. 1981), “If a judgment after trial cannot extinguish claims not asserted in the class action complaint,
a judgment approving a settlement in such an action ordinarily should not be able to do so either.” In
National Super Spuds, a settlement purported to release the claims of class members who held both
liquidated and unliquidated contracts when the original complaint only concerned persons who held
liquidated contracts during a specific period of time. The Court held that the harm done by the unclcar
release of parties outweighed the benefits of settlement and reversed the settlement approval. /d.

19 One of these class actions, I re Literary Works in Electronic Databases Copyright Litigation, MDL No.
1379 (S.D.N.Y.). is the remedics phasc of an infringement suit brought by members of the National Writcrs
Union, in which the writer-plaintiffs successfully challenged the sale of their newspaper and magazine
articles in commercial databases. See New York Times v. Tasini, 533 U.S. 483 (2001). A settlement
agreement has been proposed by (he parties (o (he consolidated cases.'” However, (he proposed seftlement,
if finally adopted, would speak only (o the aclivilies originally at issue in the suit: the reproduction. display
and distribution of copyrightcd articles in clectronic databascs. Scttlement Agrecment, /i re Literary
Works (2005),9 1(f). In contrast with the proposed settlement agreement, the /n Re Literary Works
settlement does not authorize the publisher and database defendants to further copy. package, and sell the
copyrighted articles as part of new products such as subscriptions, books, or compilations, for cxamplc.
Nor docs it lock in licensing tenms, including payment, for futurc kinds of activity.
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productive path would be for Google to engage with this Committee and with other
stakeholders to discuss whether and to what degree a diligent search for the rights holder
should be a precondition of a user receiving the benefits of orphan works legislation, or
whether a solution that is more like a compulsory license may make sense for those
engaged in mass scanning. Whatever, the outcome, Congress is much better situated than
the judiciary to consider such important and far-reaching changes to the copyright
system.

As a side note, the Copyright Office would like to underscore for the Committee
that out-of-print works and orphan works are not coextensive. Orphan works are works
that are protected by copyright but for which a potential user cannot identify or locate the
copyright owner for the purpose of securing permission. They do not include works that
are in the public domain; works for which a copyright owner is findable but refuses
permission; or works for which no permission is necessary, i.e. the use is within the
parameters of an exception or limitation such as fair use. Many out-of-print works have
rights holders who are both identifiable and locatable through a search. In fact, the U.S.
works covered by the proposed settlement would all be searchable, at a minimum,
through Copyright Office records because the settlement includes U.S. works only if they
are registered. Proposed Settlement at 3, 9, 19 1.16, 1.72. Certainly, rights information
may not be current and there may be disputes about rights between publishers and
authors. However, these are the realities of the copyright system and the reason that
Congress, the EU and other foreign governments have been working on a solution, with
all of the deliberation and fine tuning that is appropriate. Until there is a legislative
solution, it is our strong view that Google should conduct itself according to the same
options available to other users of copyrighted works: secure permission; forego the use;
use the work subject to risk of liability; or use the work in accordance with fair use or
another limitation or exception.

The Office also notes that while the BRR might well provide a place for rights
owners to come forward with contact information, it is also likely to have the unfortunate
effect of creating a false database of orphan works, because in practice any work that is
not claimed will be deemed an orphan. Many rights holders of out-of-print books may
fail or refuse to register with the BRR for very good reasons, whether due to lack of
notice, disagreement with the Registry’s mission or operations, fear (e.g. privacy
concerns) or confusion. The fact that the rights holder is missing from the BRR may also
mean that he has no interest in licensing his work.

3. International Concerns

We are troubled by the fact that the proposed settlement implicates so many
foreign works even when they have not taken steps to enter the United States market.
While it would be appropriate to allow foreign nationals to participate voluntarily in
licensing programs that may be developed by the BRR or other collectives, they should
not be automatically included in the terms of the settlement. Moreover, we are aware that
some foreign governments have noted the possible impact of the proposed settlement on
the exclusive rights of their citizens. Indeed, many foreign works have been digitized by
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Google and swept into the settlement because one copy was in an academic research
library in the United States. As a matter of policy, foreign rights holders should not be
swept into a class action settlement unknowingly, and they should retain exclusive
control of their U.S. markets.

The settlement imposes a requirement that all “U.S. works” be registered with the
Copyright Office. U.S. works are, in relevant part, works that are first published on U.S.
soil or published simultaneously in the United States and a treaty partner. See 17 U.S.C.
§ 101. That the parties would apply a registration requirement in this manner comes as
no surprise in and of itself, especially since the issue is pending before the Supreme Court
in another case. See Muchnick v. Thomson (In re Literary Works in Illec. Databases
Copyright Litig.), 509 F.3d 116, 122 (2™ Cir. 2007), cert. granted sub nom. Reed Ilisevier
Inc. v. Muchnick, 129 S.Ct. 1523 (2009). But in our view, this rule should be applied to
all works in the class, i.e. to the extent foreign works are implicated at all, they should
have been published in the United States and registered with the U.S. Copyright Office.""

For the past few months, we have closely followed views of the proposed
settlement as expressed by foreign governments, foreign authors and foreign publishers.
We have read numerous press accounts' “and spoken with foreign experts. We know that
some foreign governments have suggested that the settlement could implicate certain
international obligations of the United States.'> As the Committee is aware, the

" Article 5.1 of the Berne Convention provides for national (reatment of authors by requiring (hat authors
cnjoy, in other Union countrics, the rights provided to nationals of snch Union countrics. Berne
Convention, 102 Stat. 2833 (1988). TRIPS also provides for national treatment in article 3.1; it requires
Mernbers (o “accord (o nationals of other Members (reatment no less [avorable than (hat it accords (o ils
own nationals with regard to the protection of intellectual property.” TRIPS Agreement, art. 3.1, 33 LL. M.
81 (1994).

12 See, e.g., Google Books Leaves Japan in Legal Limbo, The Japan Times Online; Germany Wants EU fo
Fight Google Books Project, The Local, June 2, 2009 (quoting Foreign Minister Frank-Walter
Steinmceiser); Politicians Back Heidelberg Appeal: German Authors Outraged at Google Book Search,
Spiegel Online, Apr. 27, 2009 (“German politicians have voiced their support for an appeal by 1,300
German authors. . .known as the Heidelberg Appeal”—sent last week to German President Horst Kohler,
Chancellor Angela Merkel and the heads of Germany’s 16 federal states); Letter to the European
Commission [rom (he Federation of European Publishers and Presidents of National Publisher
Associations, Junc 16, 2009 (availablc at ttp://www danskeforlag diddownload/pdf/323absb03 3 pdfilast
visited Aug. 26. 2009)); Federal Ministry of Justice, Zypries urges European action against Google Books,
Press Release of the German Minister of Justice; (*In Brussels today, Federal Minister Zypries stressed
(hat...Brussels must take further steps that may be necessary to protect rights holders.”); “EU fo study how
Google Books impact authors, Reuters, May 28. 2009 (" The commission will carcfully study the whole
issue and. if need be. to take steps,”” Vladimir Tosovsky industry minister for the Czech EU presidency.
told a news conference.”); Agreement concerning Google Book Search is a Trojan Horse, Boersenverin des
Deutschen Buchhandels, Nov. 11, 2008 (“[TThe American precedent model is out of the question for
Europe...Germany and Europe have already implemented legal provisions and models which allow wide
access to digital content while respecting the rules of copyright”).

" By way of background, the United States is a party to important copyright treaties and bilateral
agreements which imposc minimum obligations for copyright protcction and enforcement, on the onc hand,
and comnfine the scope of permissible exceptions and limitations on cxclusive rights, on the other hand.
These include the Berne Convention for the Protection of Literary and Artistic Works (Paris 1971), the
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governments of Germany and France have filed objections with the Court. Memorandum
of Law in Opposition to the Settlement Proposal on Behalf of the Federal Republic of
Germany, The Authors Guild, Inc., et al. v. Google Inc., No. 05 Civ. 8136 (DC)
(S.DN.Y. Aug. 31, 2009); Memorandum of Law in Opposition to the Settlement
Proposal on Behalf of the French Republic, The Authors Guild, Inc., et al. v. Google Inc.,
05 Civ. 8136 (DC) (SD.N.Y. Sep. 8, 2009). Numerous foreign authors and publishers
have raised concerns as well, including concerns about navigating the settlement from a
distance. Indeed, the inherent difficulties of doing business internationally is one reason
that typical collective management organizations work through counterparts in foreign
countries, making it easier and more efficient for rights holders to protect their works on
foreign soil, in foreign languages, under foreign laws, and using foreign currencies.

Some foreign governments have raised questions about the compatibility of the
proposed settlement with Article 5 of the Berne convention, which requires that copyright
be made available to foreign authors on a no less favorable basis than to domestic
authors,™ and that the “enjoyment and exercise of these rights shall not be subject to any
formality ”'*  For example, the Federal Republic of Germany has asserted that “[T]he
proposed settlement is contrary to both the Berne Convention and WCT.” Memorandum
of Law in Opposition to the Settlement Proposal on Behalf of the Federal Republic of
Germany at 4.

For purposes of this hearing, we are not suggesting that international obligations
of the United States are at issue or necessarily would be compromised. However, itis a
cause for concern when foreign governments and other foreign stakeholders make these
types of assertions.

Conclusion

Mr. Chairman, thank you again for inviting me here today to present my
observations and concerns. The Copyright Office welcomes any questions that the
Committee has about the copyright implications of this unprecedented settlement
agreement. To summarize, it is our view that the proposed settlement inappropriately
creates something similar to a compulsory license for works, unfairly alters the property
interests of millions of rights holders of out-of-print works without any Congressional
oversight, and has the capacity to create diplomatic stress for the United States. As
always, we stand ready to assist you as the Committee considers the issues that are the
subject of this hearing.

World Trade Organization Agreement on the Trade-Related Aspects of Intellectual Property Rights
(“TRIPS™), and the World Intellectual Propertly Organization Copyright Trealy, as well as many bilateral
agreements (hat address copyright issues. See, e.g., US-Peru Trade Promotion Agreement, Dec. 14, 2007,
121 Stat. 1454, Under Berne," copyright protection is afforded to works published in any country that is
party to one of the copyright treaties and agreements to which the United States is a party or by any
national of that country.

'4_ Berne Convention art. 5(1).
5 Berne Convention art. 5(2).
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Mr. CONYERS. Thank you very much.

We are now pleased to hear from Randal Picker, the Leffmann
professor of commercial law at the University of Chicago. His ex-
pertise is in laws relating to intellectual property, competition pol-
icy, and regulated industries.

We welcome you.

TESTIMONY OF RANDAL C. PICKER, PAUL H. AND THEO LEFF-
MANN PROFESSOR OF COMMERCIAL LAW, UNIVERSITY OF
CHICAGO LAW SCHOOL

Mr. PICKER. Thank you, Mr. Chairman, Ranking Member Smith,
and Members of the Committee.

I am, Mr. Chairman, I think as you put it, the only professional
mousetrap user on the panel. So, that is what I do for a living. My
office at the law school is in the library. Faculty offices surround
the library. I literally walk from my office into the stack, some-
times quite literally.

So these kinds of tools are the things that make my job a won-
derful job. And notwithstanding having access to one of the great
university libraries, I regard Google Book Search as a wonder. It
is a fabulous product. I have an unnatural liking for it. I am doing
some research into some business practices in the early 1900’s, and
it is amazing what you can do with it. So, the points that Mr.
Drummond makes and that Dr. Maurer makes about how it ex-
pands access—absolutely right. It is fabulous. And I applaud the
product.

Notwithstanding that, I think the role that I am trying to play
here, and the paper I wrote is, is to figure out how to improve the
product. The fact that it is a great product doesn’t mean it might
not have problems. The fact that it is a great product doesn’t mean
it might not engage in behavior which is anticompetitive. And it is
the job of antitrust regulators to sort through that and to make im-
provements.

Indeed, Google thinks of itself as a learning company. They are
constantly running experiments to change their search algorithm to
improve it. The agreement we were given is that it is a beta, and
it is something we now need to take and turn into a full-blown
product and figure out how to improve it. Indeed, to not do so—
I don’t see the clock running—to not do so would be almost posi-
tively—thank you—un-Googlish. So I hope that is what we will do
today. I hope we will figure out how to improve the product.

Okay. So I wrote a paper; that paper makes a number of points.
I think those points are directed toward different government ac-
tors.

I make a point about antitrust immunities, which is sort of a
technical point. I think there is some risk that if the settlement is
approved, that will make it hard for the Department of Justice to
inquire into it afterwards. That is something called the Noerr-Pen-
nington doctrine, antitrust immunity. It comes out of some Su-
preme Court cases. I don’t think that would be the right analysis,
but I think under the case law there is a risk of that. I think Judge
Chin should address that if he approves the settlement. I think he
should say, “No, Noerr-Pennington immunity doesn’t attach.” So
that is a point for Judge Chin. He should address that.
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I make a second point in the paper, and that is a point about the
consumer purchase model. So there are sort of two core models for
selling access to the work. One is the institutional subscriptions.
My library will buy an institutional subscription, and I will use it
every day. The other is individual sales and individual access to
consumers.

The consumer purchase model has a pricing rule that I find sur-
prising, and it involves sort of putting Google in the middle and en-
gaging in a centralized, coordinated pricing. I am surprised they
did that. The Department of Justice, as has been mentioned, will
be making a filing in the case by September 18. It is my expecta-
tion that they will either say something about that or not say
something about it—I expect that they will—and that Judge Chin
will take that very seriously.

I think the pricing mechanism, which we can talk about in great-
er detail in questions if you want—I think it is complicated. I don’t
think it is simple. When I say it is complicated, that is not a shock.
The whole agreement is extraordinarily complicated. But the pric-
ing mechanism is complicated, as well. But I do think there are
some issues there, possible issues under section 1 of the Sherman
Act. But, again, not an issue for Congress. Really an issue for, first
and foremost, the Department of Justice and Judge Chin.

Then I would make a third point, and the third point is about
the orphan works. And the orphan works, obviously we have heard
a lot of discussion of those, as well. Bringing those online is some-
thing to be greatly desired. And I will, as a mousetrap user, take
full advantage of them when they are there. But the question is
how to do that.

And the critical thing to recognize on the orphan works is that
only the government can create a license to use those works. That
is where we are. No one else can do it. And so then the question
is, how is the government going to do that? And is the government
going to create a license in favor of only one company or create a
broad license in favor of everyone? And I can’t imagine, if someone
came before this body and said, “Give only us a license,” that you
would do that. I just find that inconceivable. The orphan works leg-
islation that you put on the table before obviously would apply
broadly. The great problem with the settlement agreement is that
it only applies, really, in favor of Google.

So I would urge Judge Chin, as I do in paper, to expand the set-
tlement agreement out, to expand licenses. And, obviously, I would
urge this body to pass orphan works legislation. That is easy to
say.

Now, I think it is very important to recognize the critical dif-
ferences between the settlement agreement and the orphan works
legislation that emerged from the Copyright Office’s orphan works
report and then also the legislation that has been proposed in the
past.

One critical difference is this question of whether or not you need
to engage in a reasonable search to use the material. That search,
if you have to do that search, you are almost certainly taking lots
of orphan works off the table. If you have to have a human being
go look, go examine the copyright records, many of which are not
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online, it is pretty unlikely those are going to come on. The settle-
ment agreement does not require Google to search.

So the gap between past proposals of orphan works legislation
and what is currently in the settlement agreement is quite dra-
matic. And if Congress moves forward on orphan works legislation
to really bring meaningful competition in this space, to grant a
broad license to everybody—and Google seems to support this, to
their great credit—you are going to have to do something different
than you have talked about doing in the past.

Thank you.

[The prepared statement of Mr. Picker follows:]
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Randal C. Picker
Paul and Theo Leffmann Professor of Commercial Law
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and
Senior Fellow, The Computation Institute
The University of Chicago and Argonne National Laboratory
Hearing before the House Judiciary Committee
Competition and Commerce in Digital Books
September 10, 2009

Mr. Chairman and Members of the Committee:

Thank you for the invitation to testify today on competition and commerce issues in
digital books. My name is Randal C. Picker. I am the Paul and Theo Leffmann Professor
of Commercial Law at the University of Chicago Law School. I am also a Senior Fellow
at the Computation Institute of The University of Chicago and Argonne National
Laboratory. I have taught at Chicago since 1989 and write and teach in a number of
areas including, of relevance to today’s hearing, antitrust, copyright and network
industries.

Faculty offices at the University of Chicago Law School are physically in the
D’Angelo Law Library. I walk out of my office door into book stacks and I feel very
lucky to have ready access to one of the world’s great university libraries. Yet
notwithstanding that, I have an almost unnatural level of affection for Google Book
Search. If you haven’t used it, you should, as it is a wonder. I have been doing research
into some business practices in the early 1900s. Google Book Search is a powerful
window into the past and one that I can look through from any computer anywhere.
And, again, I say that as someone who has a great library literally outside his office
door. Imagine what that access means for people who are less fortunate.

But creating a great new product doesn’t somehow entitle a firm to a broad
exemption from the law of the land. We wouldn’t consider for an instant allowing
Google or any other firm to violate environmental laws or civil rights laws merely
because they were creating a great new product. You have to do both: innovate and
comply with the law. More precisely here, the fact that Google Book Search generates
substantial benefits to consumers does not somehow insulate the Google Book Search
settlement from antitrust inquiry. We should expect antitrust officials to assess whether

September 10, 2009 Page 1
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those benefits can be preserved while at the same time minimizing any possible anti-
competitive features of the settlement. Antitrust officials do not and should not allow
firms to engage in anti-competitive practices merely because those practices have been
bundled into a larger project that has substantial competitive benefits. Antitrust
regulators need to separate the pro-competitive wheat from the anti-competitive chaff.

Earlier this year, I was asked to speak at a conference at Columbia Law school on
antitrust and competition issues in the GBS settlement. In connection with preparing for
that talk, I commenced a draft of the paper on those issues and subsequently completed
it after the conference. That article was recently published in the September, 2009 issue
of the Journal of Competition, Law and Economics. A preprint version of that article is
attached to this testimony and my testimony is largely based on the article, though my
thinking about the consequences of the GBS settlement has continued to evolve and
there are some new thoughts in this testimony.

I'make three central points in the article and those points are addressed to three
different government audiences, first to the courts, then to the Antitrust Division in the
Department of Justice, and then to the courts but really to Congress. Take those points
one by one.

1. No Antitrust Immunity from Approval of the Settlement. One pointis a particularly
technical issue of antitrust law, namely whether court approval of the GBS settlement
will insulate it from subsequent antitrust inquiry. This is a question of the scope of the
Noerr-Pennington doctrine of antitrust immunity. That point is addressed to the court
system and first to Judge Chin in particular who has the proposed settlement before
him. Antitrust law provides that parties can petition the government and ask for
competitive benefits without fear of antitrust prosecution, but the precise boundaries of
that doctrine are uncertain. Should Judge Chin approve the settlement agreement, I
don’t believe that Noerr-Pennington immunity should attach, but I don’t think the cases
on this are completely clear. Should he approve the agreement, I think Judge Chin
should add a provision stating that it is not his intent for Noerr-Penningion immunity to
attach. I call this a no-Noerr clause. I should say that I made this up out of whole cloth
and have no idea whether a subsequent court would respect that intent.

2. Collective Pricing of Consutiter Purchases as Sherman Act Section 1 Violation. The
second point is about the pricing mechanism for consumer purchases in Google Book
Search. That point is addressed to our antitrust prosecutors. The Department of Justice
is expected to file its views in this case by September 18, 2009. There are two core
business models contemplated by the settlement. One is a blanket-license subscription
for institutions to confer online bulk access to all of the works in Google Book Search.
Although there have been concerns raised about the pricing of these blanket licenses,
my paper says very little about those. Under current United States antitrust doctrine,
high prices associated with legitimately obtain monopolies do not give rise to antitrust
violations. We accept those prices as a consequence of successful competition. My paper
instead addresses the second business of the settlement, namely sales of individual

September 10, 2009 Page 2
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access to online books to consumers. This is the online equivalent of going into Borders
to buy a single copy of a book.

The settlement agreement implements a pricing algorithm for these individual
consumer sales that is, like almost everything else in the agreement, quite complex. That
said, I suggest in my article that there are ways that the algorithm can result in
coordinated pricing among individual authors in a way that could give rise to problems
under Section 1 of the Sherman Act which forbids much joint pricing as collusive. 1
don’t regard that as a slam dunk argument, as I think that the pricing algorithm raises
new issues, but I think that there is a good chance that the Department of Justice will
address it in its filing.

3. The Government Should Not Issue Just One License for the Use of Orphan Works. The
third point is addressed to Congress first and foremost but also to the court system. A
key feature of the class-action settlement is that it will make available to Google—and
only Google — the so-called orphan works. These are works that remain in copyright but
where the holder of the copyright cannot be tracked down so that his or her work could
be used with permission. I have seen figures from Google suggesting that perhaps as
many as 80% of the works in GBS are orphans. The opt-out class action inverts the usual
rule of copyright on its head. Usually someone like Google would need to get
permission to use a copyrighted work unless its use would qualify as a fair use. Absent
fair use, you have to ask to use a copyrighted work, and the problem with orphans is
that you don’t know who to ask.

The opt-out class action changes this. Orphan rightsholders need to come forward to
be excluded from the settlement, and if they don’t, Google will get full rights to use
those works. Usually if you ask a copyright holder for permission and you don’t get a
response, you get nothing. You get no right to use the work at all. But here with the opt-
out class action, silence is indeed golden: Google will get full rights to use the orphan
works,

Google and the Authors Guild could implement large chunks of their agreement as
a private deal without court approval. The key point of running this business plan
through the court system is that it will give Google a government license to use the
orphan works. No private party can create a right to use the orphan works. Only the
government can do so either through some form of opt-out class action or if Congress
enacts broader orphan-works legislation.

That leads to a number of natural questions. Under what circumstances should the
government create a right to use the orphan works? Should the government create a
right in favor of only one firm and thereby create a monopoly over those works or
should the government grant multiple licenses to spur competition? If Google or
Microsoft or Amazon came to Congress seeking orphan-works legislation, could we
imagine new copyright legislation that granted a right in favor of only one of those
companies and not the others? Given the role of the government in authorizing the use
of the orphan works, the government will choose precisely how much competition is

September 10, 2009 Page 3
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possible. If only one firm is authorized to use those works, we will have a monopoly
over those works.

My paper discusses ways in which the federal district court considering the
settlement agreement might consider broadening that agreement to allow other firms to
use the orphan works. But there is a more direct route available and that would be for
Congress to pass orphan-works legislation. In considering that possibility, it is
important to recognize how different the proposed settlement is from orphan-works
legislation has been proposed in the past. That legislation typically has contemplated
that an extensive search would be performed by the person or firm contemplating the
use of the work that it believes to be an orphan. The only way to know that you have an
orphan is to look for the owner.

The problem with that is that it imposes a substantial burden—indeed perhaps a
crippling burden— on mass digitization efforts of the sort seen in Google Book Search.
Anything that would require human beings to search individually as opposed to
computers proceeding automatically would, I suspect, raise costs sufficiently to block
most large-scale digitization efforts. In contrast, the Google Book Search settlement
requires no such search in advance to include orphan works in the database. Moving
from a required-search version of orphan-works legislation to something closer to the
Google Book Search settlement might raise issues under the Berne convention, but those
might be sidestepped by limiting the orphan-works legislation to United States works
akin to what we do for the registration rules set out in Section 411 of the Copyright Act.

IS

To close, we might return to the early 1900s and the days of player pianos. It wasn’t
clear whether the piano rolls infringed on the underlying musical composition that they
played. In 1908, in the White-Smith case, the Supreme Court ruled that the piano rolls
weren’t copies, but Congress planned to overturn that result in new legislation.
Knowing that, Aeolian, the leading producer of player pianos, entered into widespread
contracts to lock up access to the new player piano roll rights. Faced with the threat of a
monopoly over those rights, Congress created the first compulsory license, the so-called
mechanical license. Under that license, once a composer had licensed his or her work to
one firm, a second firm could pay a statutory fee and making competing piano rolls.

Only the government can license use of the orphan works and the government will
choose how many licenses to grant. One license means monopoly, open-licensing the
possibility of meaningful competition. Congress should pass orphan-works legislation.
To its great credit, Google remains in favor of sucli legislation. That legislation should
track many of the features of the Google Book Search settlement so as to enable full
competition in the use of orphan works. Only the government can make that
competition possible.

September 10, 2009 Vaged
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THE GOOGLE BOOK SEARCH SETTLEMENT:

A NEW ORPHAN-WORKS MONOPOLY?
Randal C. Picker"

ABSTRACT

This paper considers the proposed settlement agreement between Google and the
Authors Guild relating to Google Book Search (“GBS”). I focus on three issues that raise
antitrust and competition policy concerns. First, the agreement calls for Google to act as
agent for rights holders in setting the price of online access to consumers. Google is
tasked with developing a pricing algorithm that will maximize revenues for each of those
works. Direct competition among rights holders would push prices towards some
measure of costs and would not be designed to maximize revenues. The consumer access
pricing provision might very well fail a challenge under Section 1 of the Sherman Act.
Second, and much more centrally to the settlement agreement, the opt-out class action
will make it possible for Google to include orphan works in its book search service.
Orphan works are works as to which the rightsholder cannot be identified or found. The
opt-out class action is the vehicle for large-scale collective action by active rights holders.
Active rights holders have little incentive to compete with themselves by granting
multiple licenses of their works or of the orphan works. Plus under the terms of the
settlement agreement, active rights holders benefit directly from the revenues attributable
to orphan works used in GBS. We can mitigate the market power that will otherwise
arise through the settlement by expanding the number of rights licenses available under
the scttlement agreement. To do that, we should take the step of unbundling the orphan
works deal from the overall settlement agreement and create a separate license to use
those works. All of that will undoubtedly add more complexity to what is alrcady a large
piece of work, and it may make sense to push out the new licenses to the future. That
would mean ensuring now that the court retains jurisdiction to do that and/or giving the
new registry created in the settlement the power to do this sort of licensing. Third, there
is a risk that approval by the court of the settlement could cause antitrust immunities to

' Copyright © 2009, Randal C. Picker. All Rights Reserved. Paul and Theo Leffmann Professor of
Commercial Law, The University of Chicago Law School and Senior Fellow, The Computation
Insritute of the University of Chicago and Argonne National Laboratory. This paper is based on a
talk that T gave on March 13, 2009 at the conference “The Google Books Settlement: What Will Tt
Mean for the Long Term” at Columbia Law School’s Kernochan Center for Law, Media and the
Arts. [ thank the Kernochan Center for hosting the conference and June Besek in particular for
inviting me. I thank the John M. Olin Foundation and the Paul H. Leffmann Fund for their
generous research support. I also thank Matthew Stoker for research assistance. Three disclaimers.
First, I have served as a consultant in connection with the opposition to Google’s proposed deals
with DoubleClick and Yahoo!. I think that nothing there bears directly on the issues raised in this
paper. Sccond, I have received rescarch grants from Microsoft directly and the Law School reccives
funding from Microsoft. Again, I think that none of these bear directly on this paper. Third, and
finally, T currently chair the facully board for the Library at the University of Chicago. Qur library is
a member of the Committee on Institutional Cooperation, a library consortium of Chicago and the
eleven schools in the Big Ten. As a group, the CIC has been library partners with Google since
June, 2007.
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attach to the arrangements created by the settlement agreement. As it is highly unlikely
that the fairness hearing will undertake a meaningful antitrust analysis of those
arrangements, if the district court approves the settlement, the court should include a
clause—call this a no Noerr clause—in the order approving the settlement providing that
no antitrust immunities attach from the court’s approval.

JEL: D4; K20; K21; K41; L4; L43; O34

I. INTRODUCTION

Google is a company of modest ambitions. As it says in its brief corporate
statement, Google’s mission is to “organize the world’s information and make 1t
universally accessible and useful.”? Organize it, put it online, display it and make
a few dollars at the same time. Google’s Book Search is a core piece of this
vision. Think of the world’s great libraries, all merged into one collection and all
available online through any device connected to the Internet. Universal access
indeed.

But creating such a wonder is not a simple undertaking. Books have to be
found, bought or borrowed and copied. The resulting digital files need to be
sliced and diced to make them as useful as possible but also preserved so that
looking at books online is very much like looking at them offline. This is a
substantial technical undertaking, plus we need to figure out a business model
for accessing the books. In the past—and still today of course—individuals
purchased books or borrowed them from libraries, who in turn had purchased
the books. Will digital copies be purchased in the same fashion or will different
rules apply? Were these technical and economic challenges not enough, we
would confront the really hard problem, namely, how do we match an 18"
century legal system with early 21" century opportunities?

Google moved forward nonetheless. That in turn led to two lawsuits and an
eventual settlement agreement that will be considered at a fairness hearing in
federal district court on October 7, 2009. The settlement agreement is
exceedingly complex—though not obviously unnecessarily so—as befits an
agreement that will create an extraordinary new platform for accessing books.2
Successful new book platforms are rare—since Gutenberg have there been
any?—and Google’s 1s of breathtaking ambition.

This paper considers some of the antitrust and competition policy issues
raised by the settlement agreement. The paper itself is divided into seven
sections. Section II provides brief background to the creation of Google Book

1 Se Google Corporate Information, http://www.google.com/corporate/ (last visited July 8,
2009).

2 §ee The Official Settlement Agreement, http://www.googlebooksettlement.com/ (last visited
July 3, 2009). See also Google’s Discussion of the Settlement,
http://books.google.com/googlebooks/agreement/ (last visited July 5, 2009).




85

Google Book Search Settlement 3

Search and the lawsuits that emerged. Section III sets out five quick situations—
hypotheticals, as we call them in law school—to try to establish some antitrust
bearings to help us triangulate on the settlement agreement.

Section IV sets out some of the salient features of the settlement agreement.
Absent the lawsuit by the Authors Guild, the settlement agreement would be
nothing more than a private contract between Google and individual
rightsholders with both horizontal and vertical components. The lawsuit does
not change that essentially though it does have the key consequence of bringing
so-called orphan works within the agreement. These are works that remain
within copyright but that are stuck in limbo: the rightsholder for the book
cannot be identified or, if identifiable, cannot be tracked down. That means that
it is not possible to license access to the work. You cannot contract with people
you cannot identify or find.

That takes us to two antitrust/competition policy issues and then to a key
question of timing and comparative institutional advantage. First, the settlement
agreement implements a pricing algorithm for single-copy access to digital
books that I think is questionable. This is a joint agreement among rightsholders
with Google as to how Google will price online access to their works going
forward. Rightsholders can choose to appoint Google as their agent for pricing
online access to consumers where Google will seek to maximize revenues for
each book. That is not the result that would emerge under pure competition
between authors/rightsholders and seems likely to run afoul of Section 1 of the
Sherman Act.

Second, as currently configured, the settlement agreement creates unique
access for Google to orphan works. This emerges directly from the court’s
presence. Absent the lawsuit by the Authors Guild, Google and interested
rightsholders could have crafted a deal very much like that in the settlement
agreement and would have implemented that through private contracts. That
deal, of course, would be subject to antitrust scrutiny, as it would involve large
numbers of otherwise competing rightsholders contracting together with
Google. That would not be unprecedented—we have similarly complex
arrangements for other copyright collectives like ASCAP and BMI—but
definitely worth antitrust attention (70 years worth for our music cooperatives).

But with the lawsuit and the opt-out class action, we have left the world of
purely-private contracts. For some rightsholders, that change is just a bother:
they would not have had to sign a private deal and could have done nothing but
now must affirmatively opt out of the settlement. But for our orphan
rightsholders, the change in default positions is everything. The orphan holders
cannot act and the settlement agreement neatly sweeps them up to give Google
releases for the ongoing use of their works. The settlement agreement solves this
problem for Google, but only for Google, in creating a carefully-crafted license
for Google to use those works. The great accomplishment of the settlement is
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precisely in the way that it uses the opt-out class action to sidestep the orphan
works problem. But, as has been noted elsewhere,’ this gives Google an initial
monopoly—and possibly a long-running one—over the use of the orphan works.
This emerges directly from the court’s role in this case because, again, the
settlement agreement between Google and active rightsholders could have been
implemented as a private matter without a lawsuit, though, again, with perhaps
substantial antitrust attention. But the lawsuit is the device by which the initial
orphan works monopoly is created: without the lawsuit, Google would acquire
no rights to use the orphan works.

The way to prevent the creation of the market power that will arise directly
from the court’s role in approving the settlement would be to modify the
settlement agreement by expanding the licenses created under it. I consider this
issue in Section V. T think that there are strong reasons to think that the license
created by the settlement agreement should be expanded so as to mitigate the
market power that the court’s approval of the settlement agreement will
otherwise create. The most natural hook for this substantively would be the
agreement’s most-favored nations clause, which currently runs only in favor of
Google. A more symmetric MFN would create a going-forward licensing
mechanism for other entities to license the works of the active rightsholders as
well to use the orphan works.

But I do think that there is a timing issue on that. Without real parties
before the court on this, we are just shadowboxing. I do not know that I would
modify the MFN clause in the abstract; we should probably wait instead until
we have an actual case before us. The settlement agreement provides that the
court will retain jurisdiction over it going forward. That jurisdiction needs to
include the possibility that other parties can subsequently come to court and seek
licenses. Another possibility is to ensure that the registry created under the
settlement agreement has the power to issue licenses going forward. And there is
a plausible reading of the settlement agreement that suggests that the registry is
intended to have the authority to license the orphan works to third parties.

There is a second timing question and I consider that in Section VI. A
standard fairness hearing for a class-action settlement does not begin to look
anything like an antitrust inquiry. There will be no effort to define markets or
any effort to inquire systematically into the likely market effects of a settlement.
Fairness hearings often will just focus on what the proposed settlement means
for the direct parties to the litigation, but even courts that consider more factors,

3 See James Gibson, Google’s New Monaopoly, Wash. Post, Nov. 3, 2008, at A21; see James
Grimmclmann, How o Improve the Google Book Search Settlement, 12 J. Internet L. at 1, 11-20 (April
2009), available at
htrp://works.bepress.com/cgi/viewcontent.cgirarticle=10228&context=james_grimmelmann; see
Robert Darnton, Google € the Future of Bocks, 56 N.Y. Rev. Books 2 (Feb. 12, 2009), available at
http://www.nybooks.com/articles/22281.
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including a public interest factor, are unlikely to conduct a searching antitrust
inquiry. The fairness hearing will also not come close to matching the business
review process undertaken by the Antitrust Division of the Department of
Justice when parties want some level of pre-deal comfort on their planned
business arrangements.* All of this suggests that the approval of the settlement
agreement by the court should not cause some sort of antitrust immunity to
attach to the agreement. Under the current caselaw, there is some risk of that
and Google and the Authors Guild will clearly argue for such immunities after
the fact. The district court considering the agreement might minimize that risk
by expressly providing in an order approving the settlement agreement that no
antitrust immunities will attach from the court’s approval of the agreement—a

no Noerr clause as it were.>

II. BRIEF BACKGROUND TO THE SETTLEMENT

Books are the quintessential copyrighted works. The 1790 Copyright Act—the
U.S’s first federal copyright statute—addressed “any map, chart, book or
books.” And copying a book—in its entirety—is exactly the sort of act that we
would think would run afoul of most copyright laws. Of course, a project such as
the one envisioned by Google—the world’s information online—would
necessarily intersect with copyright laws across the planet and across time. To
simplify considerably, such a project would necessarily confront three key
situations. The first would relate to works in the public domain, that great
repository of expression available to be drawn upon by anyone at any time. The
second would relate to works of authors or publishers—whomever holds the
copyright—who could easily be found. For those works, we might imagine that
consent of some sort would be the appropriate vehicle for determining whether
works were or were not in our online collection. The need for consent would of
course be tempered by the doctrine of fair use which makes possible use of
copyrighted works without the copyright holder’s permission in circumstances

which are, to say the least, unclear.” Third, an online database of books would
need to figure out what to do about orphan works. These are works that remain
within copyright—they have not entered the public domain—but books as to
which the copyright holder simply cannot be tracked down. These are not works

428 CFR § 50.6 (2009). See alss Antitrust Division, U.S. Department of Justice, Instructions
for Business Reviews, http://www.usdoj.gov/atr/public/busreview/201659b.htm (last visited July 5,
2009).

5 See Professional Real Estate Investors, Inc. v. Columbia Pictures Industries, Inc., 508 U.S. 49
(1993); Eastern Railroad Presidents Conference v. Noerr Motor Freight, Inc., 365 U.S. 127 (1961);
United Mine Workers v. Pennington, 381 U.S. 657 (1985).

61 Stat. 124 (1790).
7 $ee17 U.S.C. § 107 (2009).
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that we can all draw upon—they are not in the public domain—nor works for
which consent provides a simple sorting mechanism.

Nowwithstanding all of this, Google pressed forward.®3 After doing
preliminary work in 2002 and 2003, on October 7, 2004, Google announced its
new Google Print Service at the Frankfurt Book Fair.” More than a dozen
publishers had agreed to participate in the new service which would bring their
books into the Google search engine. Google would provide limited online
access to chunks of the books—snippets—while linking to places to buy the
books. Two months later, Google announced that it was working with the
libraries of Harvard, Stanford, the University of Michigan and the University of
Oxford and the New York public library to scan their collections and to bring
them online.!® Michigan made clear that the ambition of the project was to add
all of the 7 million volumes in the Michigan library to the Google search engine
and to, in the words of University of Michigan president Mary Sue Coleman,
launch an era “when the printed record of civilization is accessible to every
person in the world with Internet access.”!

On September 20, 2005, the Authors Guild brought a class action suit
against Google alleging copyright infringement relating to the copying of books
from the Michigan library.12 A month later, five publishing companies brought
a similar action against Google.1? Fast forward three years. On October 28,
2008, the Authors Guild, the Association of American Publishers and Google
announced a settlement to the pending lawsuits.1* That settlement agreement,
now pending in federal district court in New York, will create a comprehensive

8 Seo History of Google Book Search, http://books.google.com/googlebooks/history.html (last
visited July 5, 2009).

9 See Edward Wyatt, New Google Service May Strain Old Ties in Bookselling, N.Y. Times, Oct.
8, 2004, available at http://www.nytimes.com/2004/10/08/technology/08book.html.

10 Soo Press Release, Google Inc., Google Checks Out Library Books (Dec. 14, 2004),
http://www.google.com/press/pressrel/print_library.html.

11 Qo Press Release, [niversity of Michigan News Service, Google/U-M Project Opens 1he
Way o Universal Access to Information (Dec. 14, 2004),
htep://www.umich.edu/news/?Releases/2004/Dec04/library/index.

12 Gee Class Action Complamt, The Author's Guild v. Google Tne., 05 CV 8136 (S.D.N.Y.
2005), available ar http://www.authorsguild.org/advocacy/articles/settlement-
resources.attachment/authors-guild-v-google/ Authors%20Guild%20v%20G 00gle%2009202005. pdf.

13 See Complaint, McGraw-Hill Co., Inc. v. Google Inc., 05 CV 8881 (SD.N.Y. 2005),
available at http//www.authorsguild.org/advocacy/articles/settlement-
resources.attachment/megraw-hill/McG raw-Hill%20v.%20G 00gle%2010192005. pdf.

14 Gee Press Release, The Authors Guild, Authors, Publishers and Google Reach Landmark

Settlement  (Oct. 28,  2008),  http://www.authorsguild.org/advocacy/articles/settlement-
resources.attachment/press_release_final 102808/press_release_final 102808.pdf.
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new regime for online access to United States books. A fairness hearing will be
held on the proposed settlement on October 7, 2009 and, before that date, class
members who wish to opt out must do so by September 4, 2009.15

ITI. FIVE HYPOTHETICALS

It might be useful to frame the GBS settlement by considering five hypothetical
cases.

1. Poodle Book Quote. An entrepreneur—call the company Poodle—buys a
physical copy of every book ever written. Customers call a toll-free number to
ask about book quotes. In response to an inquiry, human beings scurry around a
vast warehouse of books looking for quotes. Poodle initially charges a modest fee
for the service but it is a hit with consumers and, facing no competition, Poodle
jacks up its prices, enjoying the benefits of monopoly power.

What do copyright and antitrust say about this? Nothing, I think. Poodle
has purchased books, not made copies of them, and the use that Poodle is
making of the books almost certainly falls within traditional notions of fair use.
As to antitrust, Poodle has acted on its own and has created a great product with
a corresponding market power through successful competition in the
marketplace. Antitrust does not condemn this.16 Indeed, as the Supreme Court
put it in its most recent antitrust decision “[s]imply possessing monopoly power
and charging monopoly prices does not violate §2 ... 217 Tweak this case
slightly. Switch from purchased physical copies to digitized copies and have the
quotes returned by a computing system algorithmically rather than by human
beings. Given the massive copying through digitization, the copyright issues are
quite different, but I see no change in the antitrust analysis of the situation.

2. Digital Book Rights. An author writes a book, publishes it on paper and
retains the copyright. An entrepreneur approaches our author and seeks a license
to sell digital copies of the book. Where do we stand? Our author starts with the
full set of rights assigned to her by the Copyright Act. Those are statutorily
defined rights—start with Section 106—and those rights are limited in some
cases by compulsory statutory licenses and by the uncertain but overriding rules
of fair use. But none of those rights limit her ability to license whatever rights

15 See Authors Guild v. Google Settlement Resources Page,
htep://www.authorsguild.org/advocacy/articles/settlement-resources.html (last visited July 5, 2009).

16 A Judge T.earned Hand famously put it in United States v. Aluminum Co. of America, 148
F.2d 416, 430 (1945): “A single producer may be the survivor out of a group of active competitors,
merely by virtue of his superior skill, foresight and industry. In such cases a strong argument can be
made that, although the result may expose the public to the evils of monopoly, the Act does not
mean to condemn the resultant of those very forces which it is its prime object to foster: finis opus
coronat. The successful competitor, having been urged to compete, must not be turned upon when
he wins.”

17 Pacific Bell Telephone Co. v. Linkline Communications, Inc., 555 U.S. __ (2009).
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she has to a third party; indeed, the Copyright Act contemplates such
transactions and sets out basic rules governing them.!8 This transaction poses no
copyright issues and we should think as such also poses no antitrust issues.
Neither copyright nor antitrust insists that an author on her own exploit all of
the uses of her work. Put differently, she need not vertically integrate into all
fields where her work might be used. If she prefers to license the right to
someone else to exploit her work in a particular medium, she is fully entitled to
do so under copyright law and nothing in antitrust should foreclose this.
Moreover, copyright law does not create an obligation for her to license her
work to a second person merely because she licensed it to a first person. If JK
Rowling chooses to allow a movie to be made of her latest Harry Potter novel,
she does not need to license all comers who might like a chance to make
competing versions of that movie.

3. Dugital Books Cartel. One hundred authors—all of the authors in our little
universe—write novels, publish them on paper and retain copyright to their
individual works. They compete vigorously in the offline space with each author
setting the price for his work. But as they approach a new medium—digital
copies of works—they get together to implement a centralized sale system. In
that medium, they set a uniform price for each work of $9.99. What does
copyright law or antitrust law say about the situation? Again, copyright law
proper says very little about this. Each author would be entitled to exploit her
copyright in the new medium. We do see occasional nods towards the doctrine
of copyright misuse, which clearly embraces some notion of competitive harm as
a within-copyright limitation, but the application of that is typically quite

uncertain.!® But antitrust law is ready to address this situation, as this is classic
price-fixing in violation of section 1 of the Sherman Act. Price-fixing remains
one of the few behaviors that is per se illegal under Section 1.20 That means that
no further inquiry is required into market structure or actual market harm.

4. Author Book Quote. Return to the first case, but change the facts. Instead
of Poodle buying physical books, the authors/rightsholders get together as a
group, digitize copies of their books, and put these online as a searchable quote
service. Access to individual books is sufficiently limited that we would not think
of the online access as a substitute for purchasing a physical copy of the book.
The service is a quote service, with charges per quote or with some sort of
unlimited use blanket-license fee.

18§60 17 U.S.C. § 201 04 (2009).

19 See, e.g., Practice Management Information Corp. v. American Medical Ass'n, 121 F.3d
516 (9° Cir. 1997), amended by 133 F.3d 1140 (9" Cir. 1998).

20 NYNEX Corp. v. Discon, Inc., 525 U.S. 128, 133 (1998) (citing cases).
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Again, there should be no copyright issues here assuming that the authors
control their own copyrights. As to antitrust, we are now edging close to
something like ASCAP or BMI, where we are nearing seventy years of antitrust
regulation of those copyright collectives. Now alter this case slightly and
consider a few key questions. They authors conclude that they do not want to
enter the book quote business as they do not believe that search is their
comparative advantage. But they do form a joint digital rights licensing group
with the thought that they will then license those digital rights to firms that
want to enter the book quote market. How many licenses would such a
monopoly seller want to grant? One to, in my hypo, Poodle? More than one> A
license to any entrant in the book quote business? How do we think that book-
right licensing would work if the authors could not proceed collectively but
instead were required to act individually? Would that alter the number of book
quote entrants who would be able to obtain access to some digital rights?

5. Monopoly by Statute. Poodle approaches Congress and asks it to enact the
“Online Book Quote Monopoly Act of 2009.” Under the bill, Poodle would be
the only company permitted to offer an online book quote service. Congress
passes the act. This would almost certainly be bad policy, but that is not the
same thing as an antitrust violation. We have been reluctant to create antitrust
roadblocks to efforts to petition the government. Firms can pursue anti-
competitive ends through the legal process. We could try to control those efforts
through antitrust or we can give free flow to these forces consistent with
fundamental First Amendment values. The Noerr-Pennington doctrine creates a
broad antitrust immunity that protects efforts to seek competitive benefits from
the government.2!

IVv. THE GBS SETTLEMENT

These five cases provide natural starting points for analyzing the settlement
agreement currently under consideration in the class-action suit by the Authors
Guild against Google for Google’s book search service. The actual service
provided is substantially more complicated than my examples and the settlement
agreement infinitely more complex but we need starting points and these five
examples should do the trick.22

2 80, supranote 5.

22 And the setrlement agreement itsclf is not the only relevant document to the rights that will
cmerge fl'UlTl tll.ls process. FUI Cx'd.lllplcy Subscqucnt to Culllplcﬁﬂg fl]f SCttlclTlCllt agn:cnlcllt, GUUg]C
signed a revised digitization agreement with the University of Michigan. See Press Release,
University of Michigan News Service, U-M first to sign new digitization agreement with Google
(May 20, 2009), http://www.ns.umich.edu/htdocs/releases/story. php?id=7162.
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Active rights holders can embrace the settlement as is or opt out in toto.
But opt out is only one way in which the collection can be limited. The
agreement contemplates a removal mechanism to remove individual works from
Google’s collection.?® The right to remove is time-limited and expires at the end
of 27 months after the notice commencement date.2” There is also a partial
removal mechanism, which allows rightholders to exclude a work from particular
display uses or revenue models.”® These mechanisms are substantially more
complicated than this quick summary suggests, as the agreement makes an effort
to ensure that books made available generally to consumers are also included in
institutional subscriptions—the so-called “coupling requirement”—but I will
avoid most of these details here.?

The definition of “Book” is fundamental both for what it tells us about the
works covered by the settlement and for what it says about how Google Book
Search will evolve after the settlement is in place.3® The definition covers
written or printed United States works (as defined in the Copyright Act)3! that
have been registered with the U.S. Copyright Office and published before the
Notice Commencement Date, which is January 5, 2009, the date of the first
notice of the class action settlement.32 The definition then excludes, among
other things, periodicals, music books, works in the public domain and
governmental works.

This raises two key points. The settlement is first backwards looking. That
is exactly what we would expect for past damages, if any of course, but the
settlement also will put in place licenses for the use of these works going forward
but only for books that are registered U.S. books before January 5, 2009. That
sounds like Google Book Search is not really a library of all books ever written
but just those published in the United States before early-2009. A great resource
to be sure, but one frozen at a point in time. That takes us naturally to the
second point: Google will add content to GBS through separately negotiated
contracts. That shows up most directly in the settlement agreement in the
Google Partner Program, which contemplates exactly these sort of contracts.33
To put the point slightly differently, Google must contract going forward to

26 14.§§1.124,3.5a).

27 14§ 3.5()(ii).

28 See Settlement Agreement, supra note 23, at 3.5(b).
29 14§ 3.5(b)Gii).

30 12§ 1.16.

31 §e 17 U.S.C. § 101 (2009).

32 $oe Settlement Agreement, supra note 23, at § 1.94.
B g6




94

12 Forthcoming, Journal of Competition Lavs & Economics

continue to add to its collection and active rightsholders can opt of out of the
settlement entirely and instead pursue separate contracts with Google. The
group that cannot do that of course are the inactive rightsholders—the holders
of rights to the orphan works—and a settlement cut off in early-2009 will
encompass all of the preexisting orphan works.

These are the two deals fused together. Active rightholders can effectively
embrace simultaneous contracts with Google pursuant to the terms of the
settlement or can opt out and seek to execute separate deals with Google.
Orphan rightholders will not do anything and the settlement agreement will
make it possible for Google, and really only Google, to put those works to use.

That leaves our third building block, the Registry.3* We have the digital
files and the licensing regime that the agreement creates for those files, but the
agreement also create a new institution—the Registry—to manage many of the
aspects of the settlement agreement. The Registry will act as a middleman
between the rightholders and Google. That is both about channeling money but
also about managing the information that will be necessary to make this new
complicated apparatus work.35

B. Use of Digital Copies

We should pay some attention to who gets a digital copy of a book and how it
can be used. Google will make a digital copy of a book available to the
rightsholder (typically, the author or the publisher).36 Google will also create a
digitized works collection known as the Research Corpus and two or three sites
will host it.37 Libraries that have been the source of the works that make their
way into Google’s collection will have the chance to receive back a digital copy
(the Library Digital Copy).3® The agreement is a little more cormplex than that.
Cooperating Libraries make books available to Google but do not take back
digital copies.3 In contrast, Fully Participating Libraries receive back digital
copies—subject to extensive and complex restrictions—and can make a specified
set of uses of those files.*? The breadth or narrowness of those uses depends on
where you sit obviously, but it seems hard to think that these uses, taken
individually or together, will amount to meaningful competition to GBS itself.

34 14 §1.123, Art. VI

35 14. 8§ 6.1(d), 6.3, 6.5, 6.6.

3614 §3.11.

37 See Settlement Agreement, supra note 23, zt §§ 1,130, 7.2(d).
38145178

39 14.§ 1.36.

40 14, §§ 1.58,7.2(2), 7.2(b), 7.2(c).
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It is clear that Google thinks of these digital files as such as belonging to
Google, as the agreement limits the rights of rightsholders and the Registry to
authorize the use of digital copies made by Google.*! Google is authorized to
make Display Uses and Non-Display Uses of the works that make it into
GBS.#2 Display Uses turn on the business models embraced in the settlement
agree1‘11ent43 Non-Display Uses are at least as interesting, indeed perhaps even
more so.* Google will be able to draw upon the digitized works to do internal
research to improve its core search algorithms—the crown jewel of Google’s
business—and to develop new services, such as much-improved automatic
translation services.

Google’s competitors will not fare as well. They might turn to the Research
Corpus but the agreement puts substantial limits on the sort of research that can
be done. The Research Corpus brings together two overlapping sets of claims,
namely, those of Google to the digital files as files it has created through its
scanning efforts and then those of the rightsholders to the copyrighted works
embedded in the digital files. The Research Corpus is to form the basis for what
the agreement calls “Non-Consumptive Research.”*> That is research that is
“not research in which a researcher reads or displays substantial portions of a
Book to understand the intellectual content presented within the Book.” Not
reading the book to understand it but instead the use of the book for non-
content understanding research. The definition sets forth five examples of
research that might qualify, including research on automatic translation;
indexing and search; linguistic analysis and others. This is exactly the sort of
research that we should anticipate that Google will perform internally on GBS
as part of its right to engage in Non-Display Uses.

The agreement limits the extent to which third parties can do this research.
For-profit commercial “use of information extracted from Books” is barred,
unless Google and the Registry consent to it.40 That would seem to prevent the
extraction of say, baseball statistics, to provide a fantasy baseball service.
Moreover, the agreement expressly limits the use of “data extracted from specific
Books” “to provide services to the public or a third party that compete with

4 77.§§ 3.12, 6.6(b).

42 $0¢ Settlement Agreement, wpra note 23, at § 2.2.

B a5 1.48.
Rali72 § 1.91; see Fred von Lohmann, Coogle Book Search Settiement: A Reader’s Guide (2008),

http://www.ctt.org/deeplinks/2008/10/google-books-scttlement-readers-guide.

45 $ee Settlement Agreement, supra note 23, at § 1.90.

46 14, § 7.2(d)(viii).
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services offered by the Rightsholders of those books or by Google.”#” That said,
commercial exploitation of algorithms developed in doing research on the
Research Corpus is permitted.*® There may be some very fine lines being drawn
here. Does algorithmic improvement count as information extracted from
books? If so, Google would seem to have the power to block its competitors; if
not, the settlement agreement seems to permit this sort of improvement,
assuming of course that a prospective researcher can become a “Qualified
User.” The use of the Research Corpus is limited, in the main, to such users.5?
Google competitors will not easily qualify—researchers based at U.S colleges
and universities, non-profits and the government are covered directly—and both
the Registry and Google must consent for a for-profit entity to so qualify.

It is not unusual for a firm to condition access to its property in a way that
limits subsequent competition. For example, federal patent law makes it possible
for a patent holder to limit the assignability of a license that it grants to another
person. Absent the limit on assignment, the recipient of a license could
immediately compete with the patent holder in the power to deliver a license to
a third party. The patent holder would just create a new license for the third
party but the original licensee could deliver its license to the third party if
licenses were freely assignable. Federal patent law makes it possible for the
original patent holder to bar assignment and avoid that competition.5! To take a
second example, courts sometimes enforce limits on reverse engineering of
software. The limit on reverse engineering is again intended to limit the ability
of the recipient of a work to compete with the originator of that work.52

All of that suggests that the limitations imposed by Google on the use of
the digital files it has created are broadly consistent with the types of
downstream limits on subsequent uses that we see in other circumstances. As to
the rightsholders, the only wrinkle is that they are proceeding collectively in
limiting that downstream competition. Were the rightsholders to proceed
individually rather than collectively, we might very well see more competition as
to the uses as to which the works could be put.

Again, this matters most for the orphan works. The settlement agreement is
non-exclusive so a downstream user wishing to use a copyrighted work could

7 14§ 7.2(d)(w).

B 14 §72d)x).

49 17 §1.121.

50 See Settlement Agreement, supra note 23, at § 7.2(d)(iii).

51 Eyerex Systems, Inc. v. Cadtrak Corp., 89 F.2d 673, 679 (9" Cir. 1996).

52 Bowers v. Baystate Technologies, Inc., 320 F.3d 1317, 1324-26 (Fed. Cir. 2003).
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contract directly with an active rightsholder.53 The fact that the settlement
agreement pushes towards a default position in which the rightsholders will have
moved simultaneously in limiting downstream competition may make it easier
to limit that subsequent contracting. And of course subsequent contracting is
not possible as to the orphan works. But even if we do see direct contracts with
active rightsholders, those holders presumably cannot contract as to the digital
files that Google has created. The rightsholder can contract as to the

copyrighted work, but the digital file itself is a separate matter.5

C. Business Models
The settlement agreement contemplates a number of different business models
and also contemplates that those business models may change over time. To
simplify considerably, focus on institutional subscriptions and consumer
purchases. Institutional subscriptions are akin to the blanket licenses that we
have seen in ASCAP and BMI. A standard institutional subscription will give
access to the entire body of digitized works, but for any particular work in that
group, access will be limited. The agreement contemplates a high-transaction
cost approach to limiting uses, meaning that it will circumscribe the ability to
copy, paste and print. You can get small chunks of the works easily but they will
try to make it difficult to aggregate those chunks into something that would
compete directly with the traditional offline physical book.>>

Institutional subscriptions will be priced usually on FTEs—full-time
equivalency—meaning, in the case of academic institutions, the number of full-
time equivalent students.”® At whart price exactly? The settlement offers pricing
objectives that will result simultaneously in the realization of market rates for the
books in the collection and in broad access to those books.”” That may require
squaring the circle, but it is clear that many fear that Google will ultimately

charge monopoly prices for these institutional subscriptions.”®

33 See Settlement Agreement, supra note 23, at § 2.4,

541t is not clear to me whether the settlement agreement makes a Host Site an owner of the
Research Corpus. There is a mechanism for removing works from the Research Corpus, id.
§ 7.2{d)(iv}, but that could just mcan that the Host Site holds title, but a defeasable one, to the copy
in the question. What tumns on this could be the application of the first-sale doctrine, 17 U.S.C.
§ 109(s) (2009), though that docirine seems Lo conlemplale sale or other dispossession of the copy
in question and would n