ReDigi and the Application of the First Sale Doctrine

to Digital Works

By Marc. J. Rachman and Joshua B. Podolnick

1. Introduction

The First Sale Doctrine, codified in section 109(a) of
the Copyright Act, generally permits the owner of a law-
fully made “copy” or “phonorecord” containing a copy-
righted work to resell the copy or phonorecord without
violating the copyright holder’s distribution right. For
example, if someone purchases a music album on a com-
pact disc, that person has a right to resell that copy of the
album. For years, however, it has been unclear how the
First Sale Doctrine would apply to digital works. Indeed,
Nimmer notes that “the voyage from low- to high-tech
often brings confusion in its wake. That phenomenon has
played out in the context of case law applying the [First
Sale Doctrine] to computer software.”! Like computer
software, confusion has also surrounded the application
of the First Sale Doctrine to digital media, such as songs
purchased and downloaded from iTunes. The recent rul-
ing by the Second Circuit in Capitol Records LLC v. ReDigi
Inc. provides some clarity on this issue.

Il. The First Sale Doctrine

Among the exclusive rights granted to a copyright
holder, sections 106(1) and 106(3) of the Copyright Act
grant a copyright holder the right to, respectively, repro-
duce and distribute a copyrighted work.? Specifically,
section 106(1) grants copyright holders the right to “repro-
duce the copyrighted work in copies or phonorecords,”?
while section 106(3) grants copyright holders the right
to “distribute copies or phonorecords of the copyrighted
work to the public by sale or other transfer of ownership,
or by rental, lease, or lending.”4 However, the Act limits a
copyright owner’s right of distribution in a way that ben-
efits the lawful purchaser of a copyrighted work. Section
109(a) of the Act, which codifies the First Sale Doctrine,
states: “Notwithstanding the provisions of section 106(3),
the owner of a particular copy or phonorecord lawfully
made under this title, or any person authorized by such
owner, is entitled, without the authority of the copyright
owner, to sell or otherwise dispose of the possession of
that copy or phonorecord.”

The definitions of “copies” and “phonorecords” are
important to understanding the reproduction and distri-
bution rights and the First Sale Doctrine. The Act defines
“copies” as “material objects, other than phonorecords,
in which a work is fixed by any method now known or
later developed, and from which the work can be per-
ceived, reproduced, or otherwise communicated, either
directly or with the aid of a machine or device.”® It defines
“phonorecords” as “material objects in which sounds,
other than those accompanying a motion picture or other
audiovisual work, are fixed by any method now known

or later developed, and from which the sounds can be
perceived, reproduced, or otherwise communicated, either
directly or with the aid of a machine or device.”” Thus,
“copies” and “phonorecords” are the material objects in
which a copyrighted work is fixed in a way that the work
can be perceived or communicated either directly or with
assistance from some sort of device.

Accordingly, section 109(a) allows the lawful purchas-
er of a copy or phonorecord, such as a book or compact
disc, to “resell, lend, give, or otherwise transfer that copy
without violating the copyright holder’s exclusive right
of distribution.”® The bygone era of used book stores and
secondhand records and compact discs shops was likely a
byproduct of the First Sale Doctrine.

The Supreme Court first recognized the First Sale
Doctrine in 1908. At that time, the doctrine was not yet
codified in the Copyright Act. Still, the Supreme Court
recognized in Bobbs-Merrill Co. v. Straus that “while [the
Copyright Act] protect[s] the owner of the copyright in his
right to multiply and sell his production, [it does] not cre-
ate the right to impose . . . a limitation at which the book
shall be sold at retail by future purchasers, with whom
there is no privity of contract.”® The Court reached this
conclusion by analyzing the Copyright Act’s purpose, and
it noted that to hold otherwise would “give a right not in-
cluded in the terms of the statute, and, in our view, extend
its operation, by construction, beyond its meaning . . . .”10

In response to Bobbs-Merrill, Congress added the First
Sale Doctrine to the Copyright Act of 1909, and it remained
in the 1976 Copyright Act. Of course, in 1909 and 1976
courts and Congress were faced primarily with physical
copies and phonorecords, such as books, vinyl records,
and compact discs. These types of physical copies and
phonorecords could easily be resold without making new
reproductions. Today, however, a substantial amount of
media is transmitted and used digitally. Indeed, in a recent
report the Recording Industry Association of America
found that 87 percent of music industry revenue generated
in the first half of 2018 was from streaming and digital
downloads, with digital downloads making up about 12
percent of this total.!! Because uploading, downloading,
and transmission of digital media necessarily requires
reproduction, it was unclear if, or how, the First Sale
Doctrine might apply to the resale of copyrighted digital
media lawfully purchased online. As described more fully
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below, ReDigi’s software was specifically designed to
allow purchasers of iTunes songs to take advantage of the
First Sale Doctrine to resell those songs in the secondary
market.

lll. ReDigi’s Business

ReDigi was founded in 2009 with the goal of using
the First Sale Doctrine to create “enabling technology and
provid[e] a marketplace for the lawful resale of lawfully
purchased digital music files.”!? Specifically, ReDigi was
designed to allow lawful resale of music files purchased
from iTunes. To do this, ReDigi created a software pro-
gram called “Music Manager” that a user downloaded
to her Computelr.13 Once downloaded, Music Manager
analyzed the digital file intended for resale, verified that
the file was lawfully purchased from iTunes, and scanned
the file for evidence of tampering.'* If the file passed these
tests, the ReDigi system permitted the file to be resold.

ReDigi also took steps to ensure that the seller did not
retain a digital copy of the file after selling it on ReDigi’s
system. Specifically, the Music Manager software con-
tinuously monitored the seller’s computer, including
connected devices, to ensure no other copies of the file
existed or were uploaded.? If the Music Manager detected
duplicates, it asked the seller to delete that duplicate copy
of the file, or it would suspend the seller’s account.? In its
discussion of ReDigi’s system, the Second Circuit noted
that there was no way to prevent a seller from copying
their digital music file to an external storage device before
transferring it to ReDigi on their computer, thereby cir-
cumventing ReDigi’s monitoring of duplicate copies.?

IV. The ReDigi Lawsuit

The plaintiffs in ReDigi are record companies that own
copyrights or licenses in sound recordings of musical per-
formances and distribute those recordings in the form of,

“Because uploading, downloading, and transmission of digital media necessarily
requires reproduction, it was unclear if, or how, the First Sale Doctrine might
apply to the resale of copyrighted digital media lawfully purchased online.”

Once the ReDigi system determined that a file was
eligible for resale, it transferred the file to ReDigi’s remote
server.!” Importantly, ReDigi’s system did not simply
make a copy of the file so that the file still existed on the
seller’s device and in ReDigi’s server. Instead, ReDigi
used a process called “data migration.”'® Data migra-
tion consists of breaking the music file into small blocks
of data and then creating a “transitory copy” of those
data blocks, which are then stored in the seller’s com-
puter’s buffer (a temporary storage space used when
data is being moved from one place to another).'” As the
data blocks were stored in the buffer, ReDigi’s software
deleted the data blocks that were on the user’s computer,
permanently removing the file from the user’s computer.
ReDigi then re-assembled the complete playable file onto
ReDigi’s server.!®

ReDigi’s innovation was that once the data blocks ar-
rived at the computer’s buffer, ReDigi’s software deleted
the permanent copy of those data blocks from the seller’s
computer before they were transmitted from the buffer
to ReDigi’s servers.!” According to ReDigi, the result of
this was that the digital file never existed in two places at
once.?’ Once a file had been transferred to ReDigi’s server,
the seller could still listen to the file by streaming it.?!
The seller could also resell the file. If the file was resold,
ReDigi allowed the buyer to either download the file us-
ing the same mechanism by which the file was uploaded,
or the buyer could keep the file on ReDigi’s servers and
access the file by streaming it.??

among other things, digital files.?® They sell these digital
files through authorized agent services such as Apple’s
iTunes.?” The plaintiffs alleged that ReDigi and its users
“duplicated digital files both in uploading and download-
ing discrete copies distinct from the original file that origi-
nally resided on the user’s computer.”?8 The trial court

in the Southern District of New York held on summary
judgment that ReDigi was liable for direct and secondary
infringement of the plaintiffs’ copyrights.29 In particular, it
held that ReDigi violated the plaintiffs” exclusive right of
reproduction:

ReDigi’s service infringes [the plaintiffs’]
reproduction rights under any description
of the technology. ReDigi stresses that it
‘migrates’ a file from a user’s computer

to its Cloud Locker, so that the same file

is transferred to the ReDigi server and

no copying occurs. However, even if

that were the case, the fact that a file has
moved from one material object — the
user’s computer — to another — the Re-
Digi server — means that a reproduction
has occurred. Similarly, when a ReDigi
user downloads a new purchase from the
ReDigi website to her computer, yet an-
other reproduction is created. It is beside
the point that the original phonorecord no
longer exists. It matters only that a new
phonorecord has been created.*
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Notably, the court defined the relevant “phonore-
cords” for iTunes files as the “computer hard disk, iPod,
or other memory device onto which the file was originally
downloaded.”?!

Ultimately, a jury awarded the plaintiffs
$3,500,000 in damages. On appeal, ReDigi presented sev-
eral issues for review, including;:

e  Whether the district court erred in interpret-
ing the Copyright Act’s definition of “phono-
records” as “material objects” to mean that in
the context of distributing iTunes music files
or downloads over the internet, the “phonore-
cord” was a consumer’s computer hard disk.

e  Whether the district court erred in failing to
recognize that iTunes music files or down-
loads are themselves “phonorecords” under
the Copyright Act.

e  Whether the restraints imposed by the district
court on a consumer’s ability to convey law-
fully purchased iTunes music files violated
the First Sale Doctrine.

e  Whether the district court erred in determin-
ing that ReDigi’s software, which it claimed
did not make any reproductions, violated the
reproduction and distribution rights under
the Copyright Act. 32

V. Arguments on Appeal

ReDigi argued on appeal that iTunes files themselves,
rather than the device containing the iTunes files, are
“phonorecords,” the resale of which is protected by the
First Sale Doctrine.®® Second, ReDigi argued that there
was no violation of the copyright holders’ right of re-
production because its technology did not “reproduce”
any copies or phonorecords.? To support this argument,
ReDigi explained that its technology did not use the stan-
dard “copy and delete” or “forward and delete” transfer
mechanisms that required the making of an actual copy
of the digital file.?> Instead, as described more fully above,
ReDigi’s technology was structured so that the iTunes file
never existed on the purchaser’s computer or on ReDigi’s
server at the same time as it resided on the seller’s com-
puter. Third, ReDigi argued that its method of transfer
complied with the policy underlying the First Sale Doc-
trine. Noting that the district court’s reading of the First
Sale Doctrine would require the user to sell her computer
to be able to lawfully sell a purchased iTunes file, ReDigi
argued that such a reading exceeded the restraints pro-
vided by, and policy behind, the First Sale Doctrine.

Notably, several groups submitted amicus briefs on
both sides of this case. One brief in support of ReDigi
was submitted by a group of copyright law scholars who
argued that the First Sale Doctrine is actually an “entitle-
ment” or right granted by the Copyright Act and that

the district court should have read the Copyright Act

to effectuate that entitlement even if some reproduction
was necessary.” The scholars contended that “incidental
copying necessary to effectuate the First Sale entitlement
is outside the bounds of the reproduction right.”3 They
also argued that when a work is “merely transferred from
one medium to another, and only one copy remains at the
end of the process, there has been no act of reproduction
at all.”* In addition, they made several policy arguments,
including that the district court’s ruling would prevent
any consumer from being able to resell digital copies,
which they believed contravened the purpose of the First
Sale Doctrine.

The plaintiffs argued that the district court correctly
relied on the definitions of “copy” and “phonorecord” to
hold that ReDigi’s software infringed their reproduction
rights. They maintained that the district court held cor-
rectly that the uploading to and subsequent downloading
of a file from ReDigi’s server, no matter what technology
was used, constituted the creation of reproductions, and
was not merely a distribution, under the Copyright Act
because new phonorecords containing the copyrighted
work were created.*! The plaintiffs further argued that the
district court held correctly that the First Sale Doctrine did
not provide a defense to unlawful reproduction even if it
was incidental to distribution.*?

In response to policy arguments by ReDigi and its
amici, the plaintiffs noted that such arguments would
require the court to effectively amend the Copyright Act,*3
the plaintiffs noted, as did the district court, that “it should
ultimately be left to Congress rather than the Courts to
assess whether the physical limitations of the First Sale

Doctrine should be abandoned in today’s digital world.”#

VI. The Second Circuit Decision

The Second Circuit ruled in favor of the plaintiffs,
affirming the district court. In particular, the court agreed
with the district court that “in the course of ReDigi’s trans-
fer, the phonorecord has been reproduced in a manner that
violates the [p]laintiffs” exclusive control of reproduction
under § 106(1)[.]”4> In an opinion by Judge Pierre N. Leval,
the court noted that when a purchaser of a digital music
file from iTunes possesses that file, the device (or portion
of the device containing the file) becomes a phonorecord.*
When ReDigi attempts to transfer the file, at each step in
the transfer, the file becomes fixed in a new material object
for a period of more than transitory duration.*” Accord-
ingly, the transfer creates a new phonorecord, which is, by
definition, a reproduction under the Copyright Act.* The
court found that this act of reproduction is not changed
by the fact that packets of data making up the file are
deleted as the equivalent packets are transferred, as it is
the ultimate receipt of the file on ReDigi’s server and the
ultimate purchaser’s computer that creates new phono-
records.?’ Given this holding, the Second Circuit did not
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reach ReDigi’s argument that the iTunes file itself is the
phonorecord.

As for the argument that the district court’s ruling
leads to absurd results because it would require a pur-
chaser of digital music to sell her entire computer in order
to resell iTunes files, the Second Circuit conceded that
this might occur. But the court noted that there could be
a secondary market for initially downloading 50 to 100
purchased songs onto an inexpensive device, such as a
USB drive, and selling that physical device as a means of
creating a secondary market without making new phono-
records of the purchased files.’ Ultimately, regardless of
the impact on the secondary market, the court held that
“[i]f Redigi and its champions have persuasive [policy]
arguments in support of the change of law they advocate,
it is Congress they should persuade.”!

ReDigi has indicated that it intends to seek Supreme
Court review.

VIl. Impact of the Decision

Although the Second Circuit’s decision will likely
have a large impact on the secondary market for the sale
of digital media files, with the advent of music streaming
services like Spotify and Amazon Music, the market for
the purchase of digital music has been declining steadily
since ReDigi launched in 2009.5? Currently, there does
not appear to be any digital resale technology that avoids
unlawful reproduction on a new device. While it is pos-
sible to resell digital media files by selling the physical
device on which they are held, it is unclear whether that
is actually a feasible or realistic solution. For now, absent
a reversal by the Supreme Court, the most likely result of
ReDigi is that there is no secondary market for purchas-
ers to sell their “used” digital media files, and the market
for music streaming services will continue to increase.”
Should the public want the First Sale Doctrine to apply
beyond physical copies and phonorecords in order to
create a secondary market for digital media, it will likely
require Congress to amend the Copyright Act.
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