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the subject of the proceedings led to a finding______ INTRODUCTION______

T
he development of copyright law is a 
record of changing technology and the 
judicial policy of attempting to 
balance existing copyright against the 

potential fornew innovation. In the context 
of the.law on contributory copyright 
infringement, case law in Australia and 
overseas has demonstrated judicial 
recognition of the need to encourage the 
development of new: technology where 
technology which is used for infringing 
purposes also has substantial non-infringing 
uses, present or potential.
To paraphrase the Supreme Court in Sony 
Betamax case,1 major technological 
innovations alter the market for copyrighted 
materials, and raise permutations of 
competing interests that are inevitably 
implicated by this technology:

“In a case... [where the legislature] has 
not plainly marked our course, [courts] 
must be circumspect in construing the 
scope of rights created by a legislative 
enactment which never calculated stick 
a calculus of interests.

The impact of the internet and simultaneously 
developing digital technologies on copyright 
law has posed a whole new series of issues 
for the judiciary, intellectual property lawyers 
and academics. In .-1 & MRecords v Napster 
Inc (A &M Records v Napster Inc) (114 F 
Supp 2d 896 (ND Cal 2000), the District 
Court held that the defendants were liable for 
contributory infringement for their provision 
of an innovative software. The software 
enabled file sharing between users’ 
computers, but was used predominantly to 
exchange compressed music files (MP3s) 
which infringed the plaintiffs' copyright. The 
decision was affirmed on appeal in A& M 
Records v Napster Inc (Napster) (239 F 3d 
1004). '
Metro Goldwyn Mayer Studios v Grokster 
Ltd and Streamcast Networks Inc (US 
District Court of Central California 25 April 
2003) (Grokster) also considered the issue 
of contributory copyright infringement in the 
context of file sharing software made 
available by the defendants and widely used 
by end users for infringing purposes. 
However, important technological 
developments between Napster and Grokster 
which differentiated the software which was

in Grokster that the defendants were not 
liable for contributory or vicarious 
infringement (although it is likely that tzzhe 
decision will be appealed by the plaintiffs).

In light of these developments to the law of 
contributory infringement, this article will 
consider:

■ The development of the law of 
contributory infringement in the United 
States; '

• The likely outcome if Grokster were 
litigated in Australia; and

• The possible ramifications, legal and 
otherwise, of Grokster.

BACKGROUND: THE US 
_______ STORY SO FAR_______ ’
The so called 'staple article of commerce’ 
doctrine, developed in Sony Carp v Universal 
Citv Studios Inc 464 US 417 {Sony 
Betamax), can be seen as consonant with 
copyright’s underlying objective ot 
‘Promot[ingl the progress of Science and 
Useful Arts’.1 The doctrine applies in cases 
where contributory infringement is alleged.

Generally, a finding of contributory, material 
or vicarious infringement under US law will 
be made only where; .

• A third party is found to directly infringe1; 
and

* In the case of contributory infringement: 
a defendant, who knows or has reason to 
know of the infringing activity, induces, 
causes or materially contributes5 to the

■ infringing conduct."
In Sony Betamax. the US Supreme Court (the 
Supreme Court) rejected contributory 
infringement claims brought by movie studios 
against the manufacturers and distributors ot 
the Sony Betamax video tape recorder. The 
video tape recorder allowed users to record 
movies from television. The Supreme Court 
found that the video tape recorder was used 
in order to facilitate ‘time-shifting’ (recording 
now to watch later, which was found to be a 
non-infringing use) and as a method of 
archiving movies (which was accepted to be 
an infringing use). ■
The Supreme Court held that there was no 
precedent for the applicant’s attempt to 
impose copyright liability upon the

distributors of copying equipment, nor tor the 
imposition of vicarious liability on the basis 
that manufacturers and distributors sold the 
technology with the constructive knowledge 
that customers could use the equipment to 
make unauthorised copies ot authorised 
material.
The Supreme Court held that the exercise of 
copyright rights did not justify limitations on 
the distribution of technology which might 
facilitate copyright infringement, since relief 
of this kind ‘would enlarge the scope of the 
respondent’s statutory monopoly to 
encompass control over an article ot 
commerce that is not the subject ol copyright 
protection’Where an article is capable ol 
substantial non-infringing uses, sale ol that 
article will not be contributory infringement 
(the Sony Betamax doctrine).
The Sons Betamax doctrine, which is 
borrowed from patent law, has been appljgd 
particularly to new technologies. It cun be 
seen as a kind of extension to the general 
principle, articulated throughout intellectual 
property law, that in the absence of clear 
legislative guidance courts will be cautious 
before finding that protection of existing 
intellectual property rights should be favoured 
at the expense of innovation tomorrow. The 
importance of future uses and development 
of technology is a principle reflected by the 
fact that the doctrine will protect even those 
technologies which are ‘merely’ capable of 
substantial non-infringing use."

However, an important limitation to the Sony 
Betamax doctrine was articulated in A & M 
Records v Napster Inc. The defendant in A 
& M Records v Napster Inc offered a set of 
interrelated services. In combination, the 
services offered ‘peertopeer’ digital transfer 
of compressed musical files, or MP3s, 
between users over the internet. It did so by 
providing users with a free download of 
Napster software, which enabled individual 
users to indicate MP3 files they were willing 
to share with other users This information and 
user details were uploaded into Napster's 
databases. The databases were constantly 
updated as users logged on and off to reflect 
those users on the Napster network at any 
given time. All users could access all 
available MP3 files on the database. Users 
could identify MP3 files held by host users by 
use of a proprietary search engine or by use of 
a hotlist. Users would then ‘request’ MP3s 
from a host user holding the relevant MP3,
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the Napster network would identity the internet 
protocol address ol the host user, and forward 
through the details to the requesting user. The 
requesting user's software used this 
information to establish a direct connection 
with the host user and download the MP3. 
That is, Napster acted as a dispatcher, 
introducing a person looking for a song to the 
person with that song available. Once the 
introduction was made, the actual transfer ol 
the song was handled directly between users.

Napster was sued by eighteen record 
companies, including A&M Records, for 
contributory and vicarious copyright 
infringement. The plaintiffs sought an 
interlocutory injunction preventing Napster 
from engaging or facilitating others in 
copying, downloading, uploading, 
transmitting or distributing the plaintiff's 
copyrighted works. The plaintiffs were 
successful at first instance (before the District 
Court) and Napster appealed to the Ninth 
Circuit.
Importantly, the Ninth Circuit also held that 
the Sony Betamax doctrine could not apply 
because Napster, unlike the defendants in the 
Sony Betamax. exercised ongoing control 
over its services. The Court held that Napster 
had actual knowledge of direct infringement 
by reason of a notification by the plaintiffs1', 
and by providing the site and facilities (ie the 
network, proprietary software, search engine, 
servers, and means of establishing a 
connection between computers) for the 
infringement,111 materially contributed to the 
infringement. In failing to prevent the 
unauthorised trading of copyright music, the 
District Court held that Napster facilitated 
infringement. It was significant that Napster 
had actual and not merely constructive 
knowledge of direct infringement at a time 
during which the defendant materially 
contributed to the infringement." A finding 
of contributory infringement against Napster 
therefore had real ramifications for the direct 
infringers using the service, since, as the court 
in Grokster noted. ‘Napster ... served as the 
axis of the file-sharing network's wheel. 
When Napster closed down, the Napster file
sharing network disappeared with it.’12

The decision in Napster turned on the finding 
that the defendant exercised ongoing control 
over the services it offered. Napster \eit open 
the possibility that provision of a similar peer 
to peer file sharing service, which did not rely 
on a centralised database and which could 
therefore not be controlled with the same ease 
by a software provider, would not constitute 
contributory infringement. This possibility 
was litigated in Grokster.

THE EVOLUTION OF PEER 
TO PEER: GROKSTER *

In Grokster, both defendants distributed free 
software, which could be downloaded by 
users free of charge and which enabled the 
free exchange of copyrighted music, movies, 
and other digital media over the internet.11 It

was also accepted by the court that the 
software was used to locate and transfer a 
variety of non-copyrighted material.14 The 
plaintiffs argued that the defendants were 
liable for contributory and vicarious copyright 
infringement by reason of their provision of 
software.
Although the different defendants used 
different software platforms, there were some 
important similarities between the services 
offered by all defendants and the services 
offered by Napster. In particular, users could 
download software from servers operated by 
the defendants. Once installed, users could 
elect to share files (not limited to MP3 files) 
located on the user’s computer. When the 
downloaded software was launched, users 
were automatically connected to a peer to peer 
network and their nominated files made 
available to any other users on the network. 
Users could then search the pool of shared 
files by various means. Users could request 
specific files from other users who ‘host’ that 
file, by clicking on a file and initiating a direct 
transfer of those files between the host 
computer and the requesting computer.

However, there were also important 
distinguishing factors between the package 
of services offered by the defendant in 
Napster and those at issue in Grokster. In 
particular, whereas Napster hosted a central 
list of files available on each users’ computer 
‘and thus served as the axis of the hie sharing 
network's wheel’, Grokster did not operate 
any centralised tile sharing network, Rather, 
users’ access to files occurred by means ol 
connection to a ‘supemode’, or endpoint on 
the Internet, typically a user’s computer. 
Individual users' computers would 
automatically self select a supemode, which 
might change from day to day. Alter 
connection to a network, a user’s queries 
would be relayed among supernodes, 
maximising the breadth of the search. While 
Napster searches all utilised a single 
‘supemode’ owned and operated by Napster, 
users of Grokster software could search for 
and initiate transfers of files without any 
information being transmitted through 
Grokster’s computers. In the case of the 
defendant Streamcast, the network was even 
more decentralised. Each users’ computers 
would connect by identifying another peer- 
to-peer network user by means of a public 
directory (which was not operated by 
Streamcast), and connecting to the other user. 
Search requests would be passed from user 
to user, until a match was found or the search 
expired. File transfer would take place 
directly'between the requesting user’s 
computer and the host user’s computer.

On the basis of the information flow and the 
method of file transfer, the Court did not 
implicate the defendant proprietors of 
Grokster and Streamcast as materially 
involved in infringement, since neither 

■facilitated the exchange of files as Napster 
did:

[f either Defendant closed their doors and 
deactivated all computers within theircontrol, 
users of their product could continue sharing 
files with little or no interruption ... [by 
comparison,] If Napster deactivated its 
computers, users would no longer able to 
share files through the Napster network.1'

The District Court also rejected an argument 
that the defendants were vicariously liable for 
infringement, since it found that there was 
no evidence indicating that the Defendants 
had the ability to supervise and control the 
infringing conduct (all of which occurred alter 
the product had passed to end users). The 
Court rejected an argument by the plaintiffs 
that the defendants should be liable because 
the software could have been designed so as 
to be less susceptible to unlawful use."’

HOW WOULD GROKSTER BE
DECIDED IN AUSTRALIA?

Under the Copyright Act 1968 (Cth) (The 
Copyright Act), owners of copyright works 
(literary, dramatic, artistic and musical works) 
and other subject matter (sound recordings, 
films and broadcasts) have an exclusive right 
tocommunicate to the public17. ‘The public’ 
is a broad term which will encompass 
individuals in private circumstances, or small 
groups of people, where the facility would 
be available to the public if they chose to avail 
themselves.15 Communicate is defined 
broadly as:

“make available online or electronically 
transmit (whether over a path. or a 
combination of paths, provided by a 
material substance or otherwise) a work 
or other subject matter. "Iv

Section 22(6) of the Copyright Act specifies 
that it is the person responsible for 
determining the content of the 
communication who is responsible for 
making the communication.

On the basis of section 22(6), it is unlikely 
that Australian Courts would find that 
Grokster and Streamcast themselves are 
responsible for infringement by way of 
unauthorised communication, since it is the 
users of the software who select the content 
of files which are made available for transfer. 
However, it is likely that Australian Courts 
would find that users of the Grokster and 
Streamcast services who make copyrighted 
material available online to other users 
without the authorisation of the copyright 
owner are communicating within the 
meaning of the Copyright Act, and thus 
infringing the copyright owner’s exclusive 
rights.
Sections 36 and 101, in relation to literary 
and musical works and sound recordings, 
respectively, provide that copyright is 
infringed by a person who, not being the 
owner of the copyright, does in Australia, or 
authorises the doing in Australia of an act
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comprised in the copyright--' Inconside * 
whether there has been an authorisation ot 
an act comprised in the copyng - 
sections 36(1 A) and 101(1 A) hst a number 
of factors to be taken into accoun . -
include: ' ■

This raises the issue of how copy right owners 
can protect their copyright in the t ace i 
technological innovations. The op a - * 
canvassed below. _

(1) the extent (if any) of the person’s power 
to prevent the doing of the act concerned;

(2) the nature of any relationship existing 
between the person and the person w o 
did the act concerned; and

(3) whether the person took any reasonable 
steps to prevent or avoid the doing o 
act including whether the person 
complied with any relevant indust y 
codes of practice.

Although the application of 1 '

party’s inactivity may be found to const.tute 
authorisation11
However, this test is clearly dependent on the

nrevent the doing of the mtnngmgact. It has
Child «some degree of connecuon «
control must exist between the allege 
contributory intrsnger and 'be direct 
infringer11 While Australian courts have
refrained from r*«N-i* *
control must exist for authorisation to be 
found, it has been noted that 'here may be a 
distinction between infringement on the
SnSt's premiss nod
eSered' if AusrrafinnCoom ««.= <»

«*** 7l»i“”“”"'"Vluld clearly 
bcopcn to°the Court to find that although the 
defendants in Grokster were »™re °f £

. potential for infringement, the desig J * 
neer-W-pecr sharing system <unl,k* V* 
design ofthe Napster network) was such that 
Jhey did not have the requisite power to 
orevent unauthorised usage of copyright
S“r«ad therefore rha. no-»
author,solion could be 5umi"FTK
conclusion would be supported by the tacts 

■ found bv the District Court ^ Grokster. that 
the Defendants undertook efforts to avoi

uA ...prp iicinaassisting users who were usmt
for improper purposes.-4 alth°“g bg^uired

to inform useis ot tlie,T - ble
copyright law in order to fulfil all reasonable
steps to prevent or avo,d the doing of the act .

peer filing systems at issue m G 
mean that Australian Courts would, by a 
process of reasoning a"al°E°uJj^kir 

, adopted by the District Court
conclude that authorisation of mfnnceme 
was not made out.

PUTTING THE GENIE BACIi.
IN THE BOTTLE: HOW THE

ANTI-PIRACY battle is 
being fought

In some senses, the evolution of peer-to-peer

Sktet-'t-HS
concomitant of the Napster decision. As th 
District Court in Grokster stated. .

“The Court is no, blind to the possibility
that Defendants may have mrcummr> 
structured their businesses to in out 
secondary liability Jar 1
infringement. white benefiting
finartcia/lv from the illicit draw of then 
{■a res While the Court need not dec uh 
whether steps could be taken to reduce 
die susceptibility of such software u 
unlawful use. assuming such ';
be taken, additional legislative gtudanc
may be well-counseled. "

h maV be that the decision in Grokster will 
«Tk legislative reform aimed at ensuring 
iK software designers and manufacturers
JXX* -N« »—? t
possibility Of copyright mtnngeniei y
users.
In the meantime, a move towards prosecution 

■ f• >l3.-o ie the users ot soitw*ii cof direct mlnngei*-ietnc
systems - is c^rS7hr« AuWallans
^SSncnmS'cburgcsforohU*

ZS«dIsimi,urmosres,oy».ify

\ nvi-i-ipeute usees who arepiracy^bl'isicihdocfry representatives hove
5’e,l thtit high profile prose* o
infringing users may have a deterrent efte 
on would-be infringers.- 
Finally it has been suggested that the 
development of the law will lead to a non 
lettal resolution of the issues, as copy' * 
holders are spurred to adopt and adap

accessible and inexpensive “thons«lonU 
' access to copyr.ght materials. thi.

materialises, innovation may be^e 
innovation, as copyright holders take the 
Lmrtumty to control their copyrighted 
materials through technological rather 

' means.
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