N THE UNI TED STATES DI STRI CT COURT
FOR THE DI STRI CT OF MARYLAND

COSTAR GROUP I NC., and
COSTAR REALTY | NFORMATI ON
I NC.

V. : Civil Action No. DKC 99-2983

LOOPNET, | NC.
MEMORANDUM OPI NI ON

Presently pendi ng and ready for resolutioninthis copyright
infringement action are (1) Plaintiffs’ notion and Defendant’s
cross-nmotion for summary judgnent on the safe harbor defense
under the Digital MIIennium Copyright Act (paper nos. 70 and
87); (2) Plaintiffs’ notion and Defendant’s cross-notion for
sunmary j udgnent on copyright infringement liability (paper nos.
71 and 87); (3) Defendant’s notion and Plaintiffs’ cross-notion
for partial summary judgnment on m suse and statutory danages
(paper nos. 87 and 95); and (4) Plaintiffs’ nmotions to nmodify

the prelimnary injunction (paper nos. 66, 105, and 121).1

! The parties have also filed notions to seal all of the
noti on papers because they contain proprietary or confidenti al
i nformati on subject to protective order. See paper nos. 67, 72,
97, 104, 108, 110, 118, and 125. No oppositions have been
recei ved. Those notions are GRANTED. The parties have al so
nmoved for leave to file supplenental nenoranda and responses,
see paper nos. 90, 105, 109, 115, 116, 121, 122 and 127, and one
to exceed the page limt, paper no. 106. Those notions are
GRANTED.



Heari ngs were held separately on the prelimnary injunction and
the summary judgnment notions.
| . Background

Plaintiffs CoStar Group, Inc. and CoStar Realty I nformati on,
Inc. (collectively CoStar) filed suit against LoopNet, Inc.
(LoopNet) all eging copyright infringenment. CoStar is a national
provi der of comrercial real estate information services. It
mai ntains a copyrighted commercial real estate database which
i ncl udes phot ogr aphs. Sone of the photographs are taken by
pr of essi onal phot ographers hired by CoStar either as enployees
or as independent contractors. CoStar licenses users of its
dat abase.

LoopNet is an internet based conpany offering a service
t hrough which a user, usually a real estate broker, may post a
listing of commercial real estate avail able for | ease. The user
accesses and fills out a form at LoopNet's site, with the
property name, type, address, square footage, age, description,

identifying information, and password. The property is |listed

once the user subnmits the form To include a photograph,
however, the user nust fill out another form A phot ograph
once submtted, is not inmediately available to the public

Instead, it is uploaded into a separate “folder,” elsewhere in

LoopNet’ s system where it is reviewed by a LoopNet enpl oyee to



determine that it is in fact a photograph of comercial property
and that there is no obvious indication that the photograph was
submtted in violation of LoopNet’s ternms and conditi ons. | f
t he photograph nmeets LoopNet’'s criteria, the enployee accepts
t he photograph and it is automatically posted along with the
property |isting. The listing is then nade avail able to any
user upon request.

LoopNet does not charge a fee for posting real estate
listings or for accessing those listings.?

Inthe initial conplaint, CoStar clains that over 300 of its
copyri ghted photographs have appeared on LoopNet’'s site (the
nunber has increased over tine). CoStar contends that LoopNet
is liable for direct or contributory copyright infringenent as
a matter of law, asserting that there is no material dispute of
fact (1) that it owns the copyrights in the photographs; (2)
that LoopNet is copying, distributing, and displaying; and/or
(3) contributing to the copying, distributing, and di spl ayi ng of
t he photographs w thout authorization. LoopNet’ s position on
those issues is (1) that CoStar authorized its customers to use
t he photographs on the internet through the |icense agreenents;

(2) that its activities do not constitute direct infringement;

2 LoopNet provides other services, some generating incone,
and it sells advertising space on the public areas of its site.
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and (3) that it is not liable for contributory infringenment
because it |acked know edge and did not induce, cause, or
materially contribute to the infringing conduct of others.

I n addition, LoopNet contends that CoStar msused its
copyright and that it is entitled to the “safe harbor”
protections provided under the Digital MII|ennium Copyright Act
(DMCA) as an “online service provider.” In response to this
aspect of their dispute, CoStar contends that LoopNet does not
gqualify as an “online service provider,” does not provide a “web
page hosting service,” and is not entitled to the protection of
t he DMCA because (1) the photographs are stored at the direction
of LoopNet rather than its wusers; (2) its review of the
phot ographs prior to pernmanent storage disqualifies it from
protection; (3) LoopNet has not reasonably inplenented a
term nation policy; (4) it obtains a direct financial benefit
fromthe infringing photographs that appear onits web site; and
(5) it has not acted expeditiously to renmove infringing
material. CoStar contends, and LoopNet agrees, that there is no
saf e harbor for photographs posted prior to Decenber 8, 1999,
t he date on which LoopNet appointed an agent to receive notices

of infringement.



LoopNet also asserts that the copyright act preenpts
CoStar’s non-copyright claim, and that CoStar’s statutory
danages are limted to, at nmost, 11 (now 13) infringenents.

1. Standard of Review

It is well established that a nmotion for summary judgnent
will be granted only if there exists no genuine issue as to any
mat erial fact and the noving party is entitled to judgnent as a
matter of |aw Fed. R Civ. P. 56(c); Anderson v. Liberty
Lobby, Inc., 477 U S. 242, 250 (1986); Celotex Corp. v. Catrett,
477 U.S. 317, 322 (1986). In other words, if there clearly
exi st factual issues "that properly can be resolved only by a
finder of fact because they nay reasonably be resolved in favor
of either party,"” then summry judgnment is inappropriate.
Anderson, 477 U.S. at 250; see also PulliamInv. Co. v. Caneo
Properties, 810 F.2d 1282, 1286 (4th Cir. 1987); Morrison V.
Ni ssan Motor Co., 601 F.2d 139, 141 (4th Cir. 1979); Stevens v.
Howard D. Johnson Co., 181 F.2d 390, 394 (4th Cir. 1950). The
nmoving party bears the burden of showing that there is no
genuine issue as to any material fact. Fep. R Cv. P. 56(c);
PulliamlInv. Co., 810 F.2d at 128 (citing Charbonnages de France
v. Smith, 597 F.2d 406, 414 (4th Cir. 1979)).

When ruling on a notion for summary judgnment, the court nust
construe the facts alleged in the light nost favorable to the
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party opposing the motion. United States v. Diebold, Inc., 369
U.S. 654, 655 (1962); G Il v. Rollins Protective Servs. Co., 773
F.2d 592, 595 (4th Cir. 1985). A party who bears the burden of
proof on a particular claimnmust factually support each el ement
of his or her claim "[A] conplete failure of proof concerning
an essential element . . . necessarily renders all other facts

immaterial." Celotex Corp., 477 U.S. at 323. Thus, on those

i ssues on which the nonnoving party wll have the burden of
proof, it is his or her responsibility to confront the notion
for summary judgnent with an affidavit or other simlar

evi dence. Anderson, 477 U. S. at 256. In Celotex Corp., the

Suprene Court st ated:

In cases like the instant one, where the
nonnmoving party wll bear the burden of
proof at trial on a dispositive issue, a
sunmary judgnment notion nay properly be made
in reliance solely on the "pleadings,
depositions, answers to i nterrogatories, and
adm ssions on file."™ Such a notion, whether
or not acconpanied by affidavits, wll be
"made and supported as provided in this
rule,” and Rule 56(e) therefore requires the
nonnmovi ng party to go beyond the pleadings
and by her own affidavits, or by the
"depositions, answers to interrogatories,
and adm ssions on file," designate "specific
facts showing that there is a genuine issue
for trial."

Cel otex Corp., 477 U S. at 324. However, "'a nere scintilla of

evidence is not enough to create a fact issue. Barwi ck v.



Cel otex Corp., 736 F.2d 946, 958-59 (4th Cir. 1984) (quoting
Seago v. North Carolina Theaters, Inc., 42 F.R D. 627, 632
(E.D.N.C. 1966), aff'd, 388 F.2d 987 (4th Cir. 1967)). There
must be "sufficient evidence favoring the nonnoving party for a
jury to return a verdict for that party. If the evidence is
merely colorable, or is not significantly probative, summary
judgment my be granted.” Anderson, 477 U.S. at 249-50
(citations omtted).
I11. Analysis

Appl ication of copyright law in cyberspace is elusive and
per pl exi ng. The world wi de web has progressed far faster than
the law and, as a result, courts are struggling to catch up.
Legi sl atures and courts endeavor in this growing area to
mai ntain the free flow of information over the internet while
still protecting intellectual property rights. The DMCA is one
attempt by Congress to stri ke the proper bal ance. Understanding
the interplay between basic copyright jurisprudence and t he DMCA
presents an additional challenge for the courts.

A. Direct Copyright |Infringenent

A prima facie case of direct infringenent consists of proof
of ownership of the allegedly infringed material and viol ation

of at |east one of the exclusive rights granted to copyright



hol ders under 17 U.S.C. § 106. A&M Records, Inc. v. Napster
Inc., 239 F.3d 1004, 1013 (9" Cir. 2001).
1. Ownership
LoopNet does not contest CoStar’s assertion that it owns,
in the first instance, the photographs. Rat her, in resisting
sunmary judgnent on this threshold issue, LoopNet clains that
the | icense agreenents, or sone of them grant the |licensees the
right to publish the photographs on the internet.?3
Maryl and adheres to the | aw of objective interpretation of
contracts and, thus, where the Ilanguage 1is clear and
unambi guous, the plain meaning is given effect and no further
construction is needed. The question of contract interpretation
is one of law for the court. Auction & Estate Representatives,
I nc. v. Ashton, 731 A 2d 441, 444-45 (M. 1999). LoopNet
suggests that the following |anguage grants the |icensee
perm ssion to upload photographs onto its web site:
Li censee nmay use the Database only for its
internal market research purposes and to
produce reports for Licensee’'s in-house use

or for its <clients in the course of
Li censee’ s normal brokerage operations

3 LoopNet has not identified which |icensing agreenents
pertain to which alleged infringing photographs. Accordingly,
it would not be appropriate to grant it summary judgment on this
i ssue, even were the court to find that any of the agreenents
contained a sufficient consent by CoStar to the internet use of
t he phot ographs.



; provided however, that Licensee may not
generally reproduce or republish all or
substantial portions of the Database or
| mages, without the prior witten consent of
RI P [predecessor to CoStar], for any other
purpose or in any other form . . .Licensee
may not distribute any Image file in
el ectronic format, except for use in
presentation or mar ket i ng f or mat for
distribution to «client. Li censee is
explicitly prohibited from publishing or
posting CoStar data or conpilations based
upon CoStar data on, or providing access to
CoStar via, the Internet, a public or
private bulletin board system or other
el ectronic network, w thout the express
prior witten perm ssion of RIG

Paper No. 87, at 13, ex. 18.

Assuni ng the quoted | anguage is in a pertinent agreenent,
LoopNet’s strained interpretation depends on finding that the
use granted in the first sentence broadly grants the right to
post the photographs and then that the limtations on Internet
use apply to data, and not to inages. The contract | anguage
itself does not support that interpretation. There is no broad
right to use any portion of the database; rather, the licensee’s
use is restricted to research, in house reports, and for
clients. There is no broad right to use the database for w der,
i ndiscrimnate dissem nation. Thus, LoopNet’'s premse is
lacking and it is not necessary to parse the renmaini ng | anguage.

2. LoopNet’'s Conduct



CoStar asserts that LoopNet directly copies and distributes
its photographs on its web site. LoopNet contends, however, by

relying on Religious Tech. Cent er V. Netcom On-Line
Communi cation Servs., Inc., 907 F. Supp. 1361 (N.D. Cal. 1995),

that it cannot be liable for direct infringement absent “some
el ement of volition or causation.” Paper 87 at 18. LoopNet
al so argues that it does not “reproduce” CoStar’s photographs on
its web site, but rather only allows another to upload or
downl oad them ld. at 23-24. Simlarly, LoopNet chall enges
CoStar’s contention that it directly distributes or displays the
phot ogr aphs.

In this case, as in ALS Scan, Inc. v. RemarQ Cmys., Inc.,

239 F.3d 619, 621-22 (4" Cir. 2001), there is insufficient basis
for a claimof direct infringenent:

ALS Scan contends first that the district
court erred in dismssing its direct
copyright infringenment claim It contends
that it stated a cause of action for
copyright infringenment when it alleged (1)
t he "ownership of valid copyrights,” and (2)
RemarQ s violation of its copyrights "by
allowing its nenbers access to newsgroups
containing infringing material." [FNl] See
generally Keeler Brass Co. v. Continental
Brass Co., 862 F.2d 1063, 1065 (4th Cir.
1988) (describing the requirenents of a
direct infringement claim. In rejecting
ALS Scan's direct infringenment claim the
district court relied on the decision in
Rel i gious Technology Center v. Net com
On-Li ne Communi cation Services, Inc., 907
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F. Supp. 1361, 1368-73 (N.D. Cal. 1995), which
concluded that when an Internet provider
serves, w thout human intervention, as a
passi ve conduit for copyrighted material, it
is not liable as a direct infringer. The
Netcomcourt reasoned that "it does not nake
sense to adopt a rule that could lead to
liability of countless parties whose role in
the infringement 1is nothing nore than
setting up and operating a system that is
necessary for the functioning of the
Internet.” Id. at 1372. That court observed
that it would not be workable to hold "the
entire Internet liable for activities that
cannot reasonably be deterred.” I1d.; see
al so Marobie-FlI, Inc. v. National Ass'n of
Fire and Equi prrent Distributors, 983 F. Supp.
1167, 1176-79 (N.D.1Il. 1997) (agreeing with
Net com s reasoni ng). ALS Scan argues,
however, that the better reasoned position,
contrary to that held in Netcom IS
presented in Playboy Enterprises, Inc. V.
Frena, 839 F. Supp. 1552, 1555-59 (M D. Fl a.
1993), which held a conmputer bulletin board

service provider liable for the copyright
infringement when it failed to prevent the
pl acenment of plaintiff's copyri ght ed

phot ographs in its system despite any proof
t hat the provider had any know edge of the
infringing activities.

FN1. It would appear that ALS Scan's
all egations amount nore to a claim of

contributory I nfringenment in which a
def endant, "wi th know edge of the infringing
activity, induces, <causes or materially

contributes to the infringing conduct of
anot her," Gershwin Pub. Corp. v. Colunbia
Artists Managenent, Inc., 443 F.2d 1159,
1162 (2d Cir. 1971), than to a claim of
direct infringenment.

In the 1995 Netcom decision, Judge Whyte applied pre-DMCA
|aw to the operator of a conputer bulletin board service, which
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gai ned access to the internet through Netcom a |arge internet
access provider. The court was careful to distinguish between
the system at issue there, where the copying of material was
initiated by a third party, fromthat in MAIl Systens Corp. V.
Peak Conputer, Inc., 991 F.2d 511 (9" Cir. 1993), where the
def endant itself initiated the creation of tenporary copies. It
was i n that context that the court observed: “Although copyri ght
is a strict liability statute, there should still be sone
el ement of wvolition or causation which is |acking where a
def endant’ s systemis merely used to create a copy by a third
party.” 907 F. Supp. at 1370.
In ALS Scan, 239 F.3d at 622, the Fourth Circuit resolved
the dichotony as foll ows:
Al t hough we find the Netcom court
reasoning nore persuasive, the ultimte
conclusion on this point is controlled by
Congr ess’ codi fication of t he Net com

principles in Title Il of the DMCA. As the
House Report for the Act states,

The bill di stingui shes between
direct infringenment and secondary
liability, treating each
separately. This structure is

consi stent with evol ving case | aw,
and appropriate in light of the
different |egal bases for and
policies behind the different
forms of liability.

As to direct i nfringenment,
liability is rul ed out for
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passi ve, autonmatic acts engaged in
t hrough a technol ogical process
initiated by another. Thus the
bill essentially codifies the
result in the |eading and npst
t houghtful judicial decision to
date: Religious Technol ogy Center
V. Netcom On-Line Comrunications
Services, Inc., 907 F.Supp. 1361
(N.D.Cal. 1995). In doing so, it
overrul es these aspects of Playboy
Enterprises Inc. v. Frena, 839
F.supp. 1552 (MD. Fla. 1993),
i nsof ar as that case suggests that
such acts by service providers
coul d constitute direct
infringement, and provi des
certainty that Netcom and its
progeny, so far only a few
district court cases, will be the
| aw of the | and.

H.R. Rep. No. 105-551(1), at 11 (1998).
Accordingly, we address only ALS Scan’'s
clai ms brought under the DMCA itself.
Thus, the Fourth Circuit found that Congress had deci ded t he
i ssue, adopting the Netcom approach, which it found nore
persuasive in any event. CoStar neverthel ess continues to urge
a finding of direct infringement here, by pointing out that the
version of the DCVMA actually enacted was NOT the one described
in the referenced House Report. Then, it urges the court to
adopt the reasoning of the Playboy |ine of cases instead.
The undersigned finds that this case does not present a

valid claim of direct copyright infringement. As observed by

the Fourth Circuit, the Netcomapproach is nore persuasive, even
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i f not mandated by the DCMA. Rather, contributory infringenment
is the proper rubric under which to analyze the case.

B. Contributory Copyright |nfringenent

1. Overview
It is, today, a given that:

“one who, with know edge of the infringing

activity, induces, causes or materially
contributes to the infringing conduct of
anot her, may be hel d l'iabl e as a
‘contributory’ infringer.” Gershwin Publ’'g

Corp. v. Colunmbia Artists Mnt, Inc., 443
F.2d 1159, 1162 (2d Cir. 1971); see also
Fonovisa, Inc. v. Cherry Auction, Inc., 76
F.3d 259, 264 (9" Cir. 1996). Put
differently, liability exi sts | f t he
def endant engages in “personal conduct that
encourages or assists the infringenent.”
Mat t hew Bender & Co. v. West Publ’g Co., 158
F.3d 693, 706 (2d Cir. 1998).

A&M Records, 239 F.3d at 1019.

CoStar argues that LoopNet is |liable because of its own
conduct in operating the system and not nerely because it nade
technol ogy available that others mght wuse to infringe.
According to CoStar, once it gave notice of specific alleged
infringements to LoopNet, LoopNet had know edge of ongoing
infringenments by its users. CoStar asserts that this know edge,
coupled with the lack of nore drastic neasures to prevent
infringenent, constitutes inducenent and so renders LoopNet

liable for contributory infringenent.
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CoStar attenpts to distinguish this case from Sony Corp. v.
Universal City Studios, Inc., 464 U S. 417 (1984), where the
mere provision of neans, capable of substantial noninfringing
uses, was not a basis for contributory infringenment. |nstead,
CoStar seeks to bring the current case under the analysis in
Fonovisa v. Cherry Auction, 76 F.3d 259, 264 (9" Cir. 1996)
(holding that the knowing provision of swap neet facilities
necessary to the sale and distribution of infringing works was
a “material contribution” to the infringement of others) and A&M
Records v. Napst er, 239 F.3d 1004, 1020 (9t Cir.
2001) (di stingui shing Sony on the basis of Napster’s “actual
speci fic know edge” of direct infringenment).

The difference between Sony, in which the court found no
contributory infringement, and Fonovisa and its ilk, where it
did, is a matter of time frame and the retention of sonme control
by the party providing facilities. 1In Sony, the only connection
bet ween Sony and the potential direct infringers was at the
poi nt of sale, after which Sony had no control over the use of
its Betamax. In contrast, in Fonovisa, the operators of the
swap neet not only rented the prem ses, but provided other
facilities. Furthernore, they continued to retain control over

the facilities and were in a position to deny access once they

15



had actual know edge of infringenment. Fonovisa, 76 F.3d at 264.

The court in Napster picked up on this and found that
Napst er had actual know edge of specific infringements by its
users, Napster, 239 F.3d at 1020, whereas in Sony, it was a
matter of inputing know edge of possible infringenents.
Al t hough fact issues precluded summary judgnment on contributory
infringement in Netcom that case supports this characterization
of the difference between Fonovisa and Sony because the court
held that the tinme to assess infringenment was when the services
were provided, not when the parties entered into an agreenent.

Netcom 907 F.Supp. at 1373, 1374. Thus, CoStar seeks to
anal ogi ze LoopNet’s role vis a vis the infringenments to that of
t he swap neet operator in Fonovisa, where ongoi ng services were
provided and in which the operators had actual or constructive
know edge of direct infringenents.

LoopNet, in turn, contends that is not Iliable for
contributory infringenent because (1) it had no know edge of the
infringement prior to notice from CoStar and (2) it has not
i nduced, caused, or materially contributed to the infringing
conduct of its wusers because it discontinued access to the
infringing mterial i medi ately upon di scovery. It asserts that

its policy for renmoval of infringing material and of denying
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access to repeat infringers is sufficient to avoid liability
because its conduct does not rise to the |evel of inducenent.

I n addition, LoopNet argues that, for any infringenents
occurring after Decenmber 8, 19994 it is protected from
liability in damages for contributory infringenment by the DMCA' s
saf e harbor for online service providers (OSP's). The DMCA was
enacted to stri ke a new bal ance between the vi abl e operations of
OSP’s and the need to enforce copyright protection. It shields
service providers from danages unless they have know edge of
infringement by users or are notified by copyright owners of
al l eged infringenments. The liability shield remains, however,
only as long as the service provider follows the Act’'s “take
down” provisions and expeditiously renoves or bl ocks access to
infringing (or allegedly infringing) material. LoopNet contends
that it is protected by the safe harbor, that it maintains an
adequate policy for the termnation of repeat offenders, and
that, once notified by CoStar of alleged infringements, it

conplied sufficiently with the “take down” provisions to remain

4 The DMCA states: “The limtations on liability... apply to
a service provider only if the service provider has designated
an agent to receive notifications of clainmed infringenment
described in paragraph (3).” 17 U. S. C. 512(c)(2) (1998). It is
undi sputed that LoopNet did not designate an agent until
Decenber 8, 1999. Paper no. 96, at 33. Therefore, the safe
harbor is only available to LoopNet with regard to its liability
(if any) arising after that date.
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shielded fromliability. CoStar, on the other hand, maintains
that LoopNet is not protected by the safe harbor and that, even
if it is, its removal procedures do not satisfy the “take down”
requi rements for staying within the safe harbor once it has
know edge of actual or potential infringenments.

CoStar does not claim that LoopNet had know edge of its
users’ infringenments prior toits giving notice.® Paper no. 71,
at 26. In Netcom the court found that Netcom was unable to
screen out the allegedly infringing postings before they were
made and that there was a factual dispute over whether Netcom
had knowl edge apart fromthat gained when it received notice of
specific infringements fromthe plaintiff. Netcom 907 F. Supp.
at 1374. G ven the nature of the infringenments in this case, it
was i npossible for LoopNet to have know edge of the alleged
i nfringement before receiving notice from CoStar. CoStar does
not attach a copyright notice to its photos and even CoStar’s
own expert could not identify a CoStar photo sinply by review ng
it. Paper no. 87, at 26, Ex. 20. Additionally, prior to

receiving notice from CoStar, LoopNet did not have know edge

> LoopNet first received at |east sonme notice of
infringements from CoStar in the formof a letter on February
16, 1998. Paper no. 1, at 7, ex. G CoStar refers in one brief
to the first of its seven notices to LoopNet occurring on
February 28, 1999. Paper no. 71, at 26. However, all other
briefs and exhibits show no evidence of a February 28, 1999
notice, but prove the existence of the February 16, 1998 letter.
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about the status of CoStar’s licensing agreenents with its
clients. Although exceeding the scope of a |license constitutes
copyright infringement (see Tasini v. New York Times Co., 206
F.3d 161, 170 (2d Cir. 2000)), even if LoopNet suspected that
sonme photographs posted on its site were copyrighted, as with
the user’s fair use claim in Netcom there was no way for
LoopNet to know whether the copyright owners’ |icensing
agreenments woul d al |l ow t he photographs to be used in such a way.
In the case of a service provider, know edge giving rise to
liability only exists when there is no col orabl e cl ai mof users’
noni nfri ngment. Netcom 907 F. Supp. at 1374. Thus, LoopNet
cannot be charged with any form of know edge before receiving
claims of infringement from CoStar.

Al t hough CoStar does not claimthat LoopNet had know edge
of infringement prior to receiving notice from CoStar, there
remai n factual disputes about the type of know edge with which
it can be charged after receiving the clains of infringement.
CoStar alleges that once it gave LoopNet notice that its
phot ogr aphs were being infringed, LoopNet can be charged wth
knowm edge of continuing infringements. Additionally, there is
a di spute over whet her LoopNet’'s policies to deter infringenent,
renmove infringing works, and prevent repeat infringenent were

i nadequat e. CoStar clains that if, as it asserts, those
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policies were not adequate, LoopNet can be found to have i nduced
or materially contributed to continuing infringenments by its
users of which, CoStar argues, it had know edge.

The exi stence of the safe harbor convol utes the anal ysis of
copyright infringenent which, theoretically, should proceed in
a straight |ine. | deally, CoStar would have to make a prim
facie showing that LoopNet was liable of contributory
infringement and then the court would turn to the question of
whet her the “safe harbor” provided a defense. However, because
t he paraneters of the liability protection provided by the “safe
harbor” are not contiguous with the bounds of liability for
contributory infringement, the analysis may proceed nore
efficiently if issues are decided a bit out of order. On
sunmary judgment, it is often appropriate for a court to decide
i ssues out of the traditional order because a dispute of fact is
only material if it can affect the outcome of a proceeding.
Anderson, 477 U.S. at 248. Thus, to the extent, if at all, that
LoopNet is entitled to summary judgnent in its safe harbor
defense, all other 1issues concerning damages liability for
contributory infringenment would be rendered i nmateri al .

2. The Digital MIIlennium Copyright Act
The court now turns to its analysis of LoopNet’s status

under the DMCA and whether it remains in the safe harbor
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provided by that act with regard to damages for infringenents
occurring after Decenmber 8, 1999.

I n 1998, Congress enacted the DMCA. Title Il of the Act,
the Online Copyright Infringenment Liability Limtation Act, is
codified at 17 U . S.C. 8 512. It provides, in part, that:

(c) Information residing on systens or networks at
direction of users.--

(1) I'n general.—-A service provider shall not be liable
for nonetary relief, or, except as provided in
subsection (j), for injunctive or other equitable
relief, for infringement of copyright by reason of the
storage at the direction of a user of material that
resides on a systemor network controlled or operated
by or for the service provider, if +the service
provi der —

(A) (i) does not have actual know edge that
the material or an activity wusing the
material on the system or network is

i nfringing;
(i) in the absence of such actual
know edge, is not aware of the facts or

circunstances fromwhich infringing activity
is apparent;

(ii1) upon obtaining such know edge or
awar eness, acts expeditiously to renove, or
di sabl e access to, the material;

(B) does not receive a financial benefit
directly attributable to the infringing
activity, in a case in which the service
provider has the right and ability to
control such activity; and

(O upon notification of cl ai med

i nfringenent as described in paragraph (3),
responds expeditiously to renove, or disable
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access to, the material that is clainmed to

be infringing or to be the subject of

infringing activity.
17 U.S.C. 8 512(c)(1) (1998). The service provider nust also
designate an agent to receive notifications. 17 U.S.C. 8
512(c)(2) (1998).

As a relatively recently enacted statute, there is little
interpretative case l|law, although there is a grow ng body of
commentary and reports. Amy P. Bunk, J.D., Validity,
Construction and Application of Digital MIIlennium Copyright
Act, 2001 A.L.R Fed. 2 (2001) (unpublished annotation); see
also Alfred C. Yen, Internet Service Provider Liability for
Subscri ber Copyright Infringenent, Enterprise Liability, and the
First Amendnent, 88 Geo.L.J. 1833 (2000). To the extent that
the statutory | anguage may be unclear, the |egislative history
of the DMCA can be useful in fleshing out its meaning given the
paucity of precedent interpreting the statute. Congress has
traditionally defined the scope of copyright protections:

Sound policy, as well as history, supports
our consistent deference to Congress when
maj or technol ogical innovations alter the
mar ket for copyrighted materials. Congress
has the constitutional authority and the
institutional ability to acconmmodate fully
the wvaried per mut ati ons of conpeti ng

interests that are inevitably conplicated by
such new technol ogy.
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Sony, 464 U.S. at 431. In light of the courts’ traditional

def erence to Congress and the | ack of precedent interpreting the
Digital MIIlennium Copyright Act, it is appropriate to turn to
the legislative history of that act, as well as precedent, in
or der to define the relationship between contributory
i nfringement and the safe harbor provisions of the Act.

The Fourth Circuit has decided one case dealing with the
relationship of the DMCA and contributory infringement: ALS
Scan, 239 F.3d at 625, citing HR Rep. No. 105-796, at 72
(1998):

The DMCA was enacted both to preserve
copyright enforcement in the Internet and to
provide inmmunity to service providers from
copyri ght i nfringenment liability for
“passive,” “"automatic” actions in which a
service provider’s system engages through a

t echnol ogi cal process initiated by another
without the knowledge of the service

provider. . . . The DMCA's protection of an
i nnocent service provider disappears at the
moment the service provider loses its
i nnocence, i.e., at the monment it becones

aware that a third party is using its system
to infringe. At that point, the Act shifts
responsibility to the service provider to
di sabl e the infringing matter, “preserv[ing]
the strong incentives for service providers
and copyright owners to cooperate to detect
and deal with copyright infringenments that
take place in the digital net wor ked
envi ronment . ”

The DMCA seeks to strike a balance by shielding online service

providers fromliability in damages as |ong as they renove or
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prevent access to infringing material.® The initial inquiry is
whet her LoopNet can be considered a service provider for the
pur poses of the DMCA.

a. Service Provider

In order to qualify for the safe harbor in the DMCA, LoopNet
must neet the definition of “online service provider.” Under 8§
512 (k)(1)(A), a service provider is “an entity offering the
transm ssion, routing, or providing of connections for digital
online communi cati ons, between or anmpbng points specified by a
user, of material of the user’s choosing, w thout nodification
to the content of the material as sent or received.” 17 U S.C
8 512(k)(1)(A (1998). For the other safe harbor provisions,

including (c), which is at issue here, the definition is

6 CoSt ar makes an argunment both here and when addressing the
i ssue of contributory infringement directly that LoopNet’'s use
of humans to check photographs as opposed to the nmere use of an
aut omat ed process distinguishes it fromthe “technol ogy” |ine of
cases, notably Napster. While CoStar is correct in that
ongoi ng, active control over the facilities used by infringers
is the critical 1issue, whether the uploading process is
controlled by technological or human barriers is irrelevant.
LoopNet has peopl e checki ng photographs for purposes other than
copyright infringement (Paper no. 87, at 52) and CoStar’s own
experts could not distinguish between a CoStar and non- CoSt ar
phot ograph upon i nspection. Id. at 26, Ex. 20. Essentially, the
di fference between human or conputer control does not change the
cal culus that LoopNet only had notice, if ever, when i nformed of
all eged infringenents by CoStar and that the existence of
ongoi ng, active control is proven wthout reference to the
human/ t echnol ogy di chot ony.
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broader: “a provider of online services or network access, or
the operator of facilities therefor.” 1d. at (B).

CoSt ar chal l enges LoopNet’s ability to qualify as a service
provi der, contending that LoopNet is not a web page hosting
service limted to the “provision of Internet infrastructure.”
Paper no. 96, at 12. LoopNet contends that it is a web page
hosting service, but also, nore generally, that it falls within
the Act’s broad definition of “online service provider.” Paper
no. 87, at 35.

Statutory interpretation principles direct the court to
consider, first, the plain | anguage of the statute. If thereis
no anbiguity, then no resort to extrinsic aids is appropriate.”’
A court nust harnonize all portions of a statute, and not read
any single provision out of context. “The pl ai nness or anmbiguity
of statutory | anguage i s determ ned by reference to the | anguage
itself, the specific context in which the | anguage is used, and
the broader context of the statute as a whole.” Robi nson v.

Shell Gl Co., 519 U S. 337, 341 (1997), citing Estate of Cowart

v. Nicklos Drilling Co., 505 U.S. 469, 477 (1992).

" The parties concentrate on the legislative history which
reports that the definition includes “providingInternet access,
e-mai |, chat room and web page hosting services.” H R Rep. No.
105-551, at 64 (1998). They then debate whether LoopNet
provi des webpage hosting services.
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It is not necessary to decide, at this time, just how far
the definition of “online service provider” extends. CoSt ar
turns to the legislative history of the DMCA for support for its
proposed limtation of the term “online service provider,” but
that limtation is sinply not commensurate with the | anguage of
t he act. “The Act defines a service provider broadly.” ALS
Scan, 239 F.3d at 623. In ALS Scan, neither party suggested
that RemarQ was not a service provider under that definition.
I n anot her recent case, it was also undisputed that internet
auction site eBay “clearly neets the DMCA' s broad definition of
online ‘service provider.’” Hendrickson v. eBay Inc., --
F.Supp.2d -, No. CV 01-0495 RJK, 2001 W 1078981, at *5
(C.D.Cal. Sept. 4, 2001). Therefore, it is sinply not possible
to read the definition of service provider as narrowy or as
technically restrictive as CoStar would have it. “Online
services” is surely broad enough to enconpass the type of
service provided by LoopNet that is at issue here. The termis,
of course, only a threshold to the protections of the Act. Even
if LoopNet qualifies as a service provider, it nust neet the
other criteria.

b. Stored at the instance of the user

A service provider is only protected fromliability by the

DMCA, “for infringenent of copyright by reason of its storage at
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the direction of a user of material.” 17 U S.C. 8§ 512(c)(1).

The legislative history indicates that this does not include
mat eri al “that resides on the system or network operated by or
for the service provider through its own acts or decisions and
not at the direction of a user.” H R Rep. No. 105-551, at 53
(1998). CoStar argues that photographs are uploaded to the site
only after review and sel ection by LoopNet and so they are not
stored at the instance of the wuser. However, that is a
nm scharacterization of the process by which the photographs are
upl oaded. They are uploaded at the volition of the user and are
subj ect, not to a review and sel ection process, but to a nere
screening to assess whether they are comercial property and to
catch any obvious infringements. Paper no. 87, at 52. Although
humans are invol ved rather than nmere technol ogy, they serve only
as a gateway and are not involved in a selection process. See

supra note 6.

The ability to remove or bl ock access to materials cannot
mean that those materials are not stored at the wuser’s
di scretion or it would render the DMCA internally illogical
The “take down” procedures of 8§ 512 mandate that the service
provi der renove or bl ock access to materials in order to stay in
the safe harbor. It would be inconsistent, then, if in order to

get into the safe harbor, the provider needed to |ack the
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control to renpve or block access. See Hendrickson, 2001 WL

1078981 at *9 (maki ng anal ogous argunent regarding the standard
for direct financial benefit in 8 512(c)(1)(B)), see also infra
note 9. Therefore, this threshold requirenment is net and LoopNet
is not disqualified fromthe safe harbor on these grounds.

c. Know edge

The safe harbor protects service providers fromliability
unl ess they have know edge of copyright infringement. There are
three types of knowl edge of infringenent that can take a service
provi der out of the safe harbor: (1) the service provider can
have actual know edge of infringement; (2) it can be aware of
facts which raise a “red flag” that its users are infringing; or
(3) the copyright owner can notify the service provider in a
manner “substantially” conformng with 8 512 (c)(3) that its
wor ks are being infringed. See H R Rep. No. 105-551, Part 2, at
53 (describing the “red flag” test). The service provider does
not automatically lose its liability shield upon receiving
notice, but “the Act shifts responsibility to the service
provider to disable the infringing matter...” ALS Scan, 239 F. 3d
at 625.

The question at this stage of the analysis is whether
LoopNet had sufficient knowl edge of its wusers’ copyright

infringement to trigger the “take down” provisions of the DMCA.
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| f sufficient know edge is established, then the analysis shifts
to whether LoopNet conplied with the |anguage of the DMCA's
“t ake down” provisions. Al t hough different DMCA sub-sections
control *“take down” procedures for actual or “red flag”
knowl edge than those necessitated when the service provider
receives notification of a clainmed infringenent,® the |anguage

of both sub-sections is the sane: whether the service provider

acted, “expeditiously to renove, or disable access to, the
material,” so as to stay in the safe harbor. 17 U.S.C. 8§ 512
(c)(1)(A)(iii) or 8 512 (c)(1)(0O. If LoopNet did not

adequately renove or block access to the clainmed infringing
material, it loses its DMCA liability shield, but is not
necessarily liable for contributory infringenment. As will be
seen, proof that LoopNet had know edge of and induced the
infringements are necessary elenments of CoStar’s contributory
infringement claim These elenments are slightly different from
t hose applicable to LoopNet’ s safe harbor defense and so require
a separate determ nation if LoopNet fails to remain in the safe

har bor .

8 If the service provider has actual know edge under 8§

512(c) (1) (A) (i) or “red flag” know edge under 8
512(c) (1) (A (ii), t he “t ake down” provi si ons of 8
512(c¢c) (1) (A (iii) must be nmet to stay in the safe harbor.
Al ternatively, i f it receives notification of cl ai ned

infringement in accordance with 8512(c)(3), the “take down”
provisions of 8 512(c)(1)(C) nust be net.
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LoopNet has not challenged the sufficiency of CoStar’s
notification of claimed infringement. Furthernore, under Fourth
Circuit law, notice is adequate to trigger the safe harbor “take
down” protocols when it “substantially conplies wth the
notification requirenments” of 8§ 512(c)(3)(A). ALS Scan, 239
F.3d at 625. Therefore, LoopNet received notification of
claimed infringenment that conplies with 8 512(c)(3)(A) and so
t he adequacy of LoopNet’'s renoval policy must be assessed to
det er m ne whet her LoopNet is protected by the safe harbor.

d. Adequacy of Term nation and “Take Down” Policy

Once a service provider has received notification of a
claimed infringenment as described in 8§ 512(c)(3), the service
provider can remain in the safe harbor if it “responds
expeditiously to renove, or disable access to, the material that
is clainmed to be infringing or to be the subject of infringing
activity.” 17 U.S.C. 8 512(c)(1)(C (1998). CoStar clainms that
LoopNet has not acted expeditiously or effectively in renoving
infringing material once it has received notification and so has
not satisfied 8 512(c)(1)(C). Furthernore, there is a rel ated,
t hough not identical, requirenent that limtations on liability
only apply to a service provider if that provider:

has adopted and reasonably i nmpl enented, and

i nforms subscri bers and account hol ders of
the service provider’s systemor network of,
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a policy that provides for the term nation

in appropriate circunstances of subscribers

and account hol ders of the service

provider’s system or network who are repeat

i nfringers.
17 U.S.C 8 512(i)(1)(A) (1998). This requirenment is designed so
that flagrant repeat infringers, who “abuse their access to the
| nternet through di srespect for the intellectual property rights
of others should know there is a realistic threat of
| osing...access.” H R Rep. No. 105-551, Part 2, at 61. CoStar
argues that LoopNet has not adopted and reasonably inplenented
a policy and so should lose its liability shield according to 8
512(i)(1). Al t hough the satisfaction of each of these
provi sions have different requirenments, they each turn on
simlar factual determ nations. Wth respect to each, there are
material factual disputes that preclude sumary judgnent.

I n making its claimthat LoopNet’s “take down” of infringing
mat erial follow ng notification was i nadequate, CoStar points to
LoopNet’s failure to renove several photographs after being
notified by CoStar that they were infringing and clains that
several photographs have been posted nmore than once after
notification. Paper no. 96, at 34. In attacking LoopNet's
term nation policy for repeat infringers, CoStar asserts that

there is no evidence that LoopNet has ever term nated any user’s

access despite the fact that sone of them have an extensive
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hi story as repeat infringers. Paper no. 70, at 29, 20, ex.5,
23.

LoopNet argues in contrast that 8 512(i)(1)(A) does not
require that it termnate access, but that it reasonably
inplement a policy for termnation of repeat infringers in
appropriate circunstances. Paper no. 87, at 45. LoopNet '’ s
policy includes “Terns and Conditions” that include the renoval
of listings alleged to have infringed copyrights, t he
possi bility of additional evidence denmonstrating conpliance with
the noninfringement policy for repeat infringers, and the
possibility of term nation. 1d. at 45, ex. 7. In addition
LoopNet clainms that it pronptly renoves photographs once it
receives notice of alleged infringenment, sends an e-mail to
brokers explaining the potential consequences of repeat
infringement and investigates brokers it suspects to be repeat
i nfringers. ld. at 46, ex.16, 2, 3. Specifically, LoopNet
chal l enges the designation by CoStar of certain brokers as
repeat infringers and clains that it has linmted the access of
sone brokers. Id. at 47-49, ex. 2, 3, 24. Finally, LoopNet
counters CoStar’s assertion that it has not acted expeditiously
to renmove al l egedly infringing photographs in conpliance with §

512(c)(1)(C) when it receives notice and clains to have
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i npl emented additional precautions to avoid reposting of
i nfringing photographs in the future. 1d. at 56, ex. 2.

There are several material factual disputes remaining as to
whet her the renoval of allegedly infringing photographs was
satisfactorily expeditious and whether LoopNet’s term nation
policy was reasonable and effective. CoStar’s infringenment
claims are based on the posting of specific photographs.
Addi tionally, LoopNet’s know edge of the alleged infringenents

and its “take down” and term nation policies have changed over

time in fairly significant ways. In order to resolve this
i ssue, the factfinder will have to focus on each photo and the
policy in effect prior to the posting of each photo. Hence,

neither party is entitled to summry judgnent on this issue.

e. Direct financial benefit

CoSt ar argues that LoopNet does not qualify for the safe
har bor because it obtains a direct financial benefit fromthe
i nfringing photographs that appear on its website. Paper no.
96, at 30. Regar dl ess of whether LoopNet conplied with the
“take down” requirenments, a finding that it received a direct
financial benefit from the infringement automatically would
remove it from the safe harbor. To stay in the safe harbor,
LoopNet has to show that it “does not receive a financial

benefit directly attributable to the infringing activity, in a
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case in which the service provider has the right and ability to
control such activity.” 17 US.C. 8§ 512(c)(1)(B) (1998).
Basically, the DMCA provides no safe harbor for vicarious
i nfringement because it codifies both elenments of vicarious
liability. 3 Melville B. Nimrer and David N nmer, N nmmer on
Copyright, 812B.04[A][2], at 12B-38 (2001).

LoopNet neets neither el ement of this test. CoStar does not
assert that LoopNet has any right to control its users beyond
nerely the ability to control or block access to its site. As
such, LoopNet does not have the “right and ability” to contro
its wusers comensurate wth the standard for vicarious
infringement. “[T]lhe ‘right and ability to <control’ the
infringing activity, as the concept is used in the DMCA, cannot
sinmply nmean the ability of a service provider to renove or bl ock
access to materials posted on its website or stored in its
system” Hendrickson, 2001 W. 1078981 at *9.°

Furthernmore, LoopNet does not neet the other elenent for

direct financial benefit. LoopNet does not charge a fee for

 Afinding that the “right and ability to control” standard
could be met nmerely by the ability to renmove or block access to
mat eri als would render the DMCA internally inconsistent. The
result would be that the very policy mandated by the DMCA in 8§
512(c)(1)(C) to remain in the safe harbor, termnating
i nfringers and bl ocki ng access, would force service providers to
| ose their imunity by violating 8512(c)(1)(B). See Hendrickson,

2001 W 1078981, at *9.
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posting any real estate listing, with or without a photograph.
While CoStar correctly asserts that the legislative history of
the DMCA supports the use of a common-sense rather than a
formalistic approach, that same Senate Report stated that it
woul d not be a considered a direct financial benefit “where the
i nfringer makes the sane ki nd of paynment as non-infringing users
of the provider’'s service.” H R Rep. No. 105-551, Part 2, at
54. In this case, neither infringing or non-infringing users
made any ki nd of paynent.

CoStar attenpts to bolster its argunment for a broader
conception of benefit by relying on Playboy Ent. v. Russ
Har denburgh, Inc., 982 F.Supp. 503 (N.D. Oh. 1997). In that
case, the defendant operator of an electronic bulletin board
(BBS) was found liable for contributory infringement when it
encouraged subscribers to upload photographs and benefitted
indirectly from having more files available to custoners.
Har denburgh was based in part on Fonovi sa, in which
“contributory liability could attach where ‘infringing
perfornmances enhance the attractiveness of the venue to
potential custonmers.’” Hardenburgh, 982 F.Supp. at 514, citing
Fonovi sa, 76 F.3d at 263. However, that assessnent of a benefit

to the defendant was not for the purposes of 8§ 512(c)(1)(B) of

the DMCA, but rather was a part of the court’s determ nation
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that the defendant met the standard for contributory
infringement. Both the | anguage and the purpose of the test for
direct financial benefit are different from the test for
contributory infringenment. Whereas in Playboy and Fonovisa, the
finding of added value to the defendant was evidence that the
def endant induced the infringenent, for the purposes of the
DMCA, the financial benefit nmust be “directly attributable to
the infringing activity.” 17 U.S.C. 8 512(c)(1)(B) (1998).
CoStar m ght make an argunment that the indirect type of benefit
cited in Hardenburgh is also present here. However, such a
benefit does not fit within the plain | anguage of the statute.
Accordingly, 8 512(c)(1)(B) does not present a barrier to
LoopNet remaining in the safe harbor.
3. Liability for Contributory Infringenment

Wth regard to the photographs that were infringed before
the safe harbor applied, and in case LoopNet’'s term nation

policy and take down of infringing photographs is found to be

01t is undisputed that “LoopNet does not claim inmunity
for damages prior to LoopNet’'s registration under the DMCA.”
Paper no. 87, at 35 n. 20. CoStar identifies 179 photographs
that fall in that category of photographs identified before safe
har bor took effect. Paper. No. 96, at 33. However, CoStar does
not claim that LoopNet is Iliable for the <contributory
infringement of its photographs before it sent the first
notification of alleged infringenent to LoopNet on February 16,
1998. Paper no. 1, at 7. The issues of liability addressed in
this section pertain to those photographs that were alleged to
be infringed between that first notice and the safe harbor.
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i nadequate so as to renove it fromthe safe harbor, the anal ysis
shifts from the DMCA back to contributory infringenment. The
determ nation of contributory infringement liability turns on a
different i ssue of know edge than the standard used to determ ne
LoopNet’s eligibility for the safe harbor. Here, the question
is whether CoStar’s notice of claimed infringement was
sufficient to satisfy the know edge prong of the test for
contributory infringenent either by providing actual know edge,
a “red flag” that infringement was occurring, or constructive
know edge. Additionally, to prevail on its <claim for
contributory infringement, CoStar nmust prove that LoopNet
i nduced, caused or materially contributed to the infringenent.
Gershwin, 443 F.2d at 1162.

It is necessary to assess this claimalong two di nensi ons.
The first is whether notice by CoStar to LoopNet satisfies the
know edge prong of the test for contributory infringement. More
specifically, there are questions as to the scope of the notice
given and the correspondi ng scope of know edge. CoStar all eges
that once it gave LoopNet notice of specific infringenents,
LoopNet was on notice that ongoing infringements were occurring
and had a duty to prevent repeat infringenents. LoopNet does
not deny that it was on notice that specific photographs were

al l egedly infringed, but asserts that it cannot be charged wth
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i nput ed know edge of future infringenents. This first
di mension of know edge flows into the second assessnent,
det erm ni ng whet her inducenent occurred. There is a critical
i nterplay between the | evel of know edge possessed by LoopNet as
a result of CoStar’s notices and the amount of policing,
deterrence and renoval demanded of LoopNet to avoid being Iiable
for contributory infringement. If CoStar’s notice to LoopNet
gave LoopNet a broad scope of know edge that infringenments were
occurring, then it creates a high | evel of policing necessary by
LoopNet to avoid inducing infringenment.

The issue of the adequacy of LoopNet’'s removal policy is
different at this stage than it was when assessing its adequacy
for the purposes of the DMCA safe harbor. In the safe harbor
context, the renoval policy had adequately to renove infringing
or allegedly infringing material. |If LoopNet net the standard
following notice it was shielded fromdamages liability by the
saf e harbor. In the context of assessing liability for
contributory infringenment, the question is not whether LoopNet
adequately renmoved the infringing mterial, but whether, at sone
point, it created an i nducenent to put infringing material up on
the site. CoStar argues that the fact that it gave LoopNet
notice neant that when LoopNet, as it alleges, did not

adequately police infringement and create disincentives to
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infringing, it actually induced the infringing. Therefore, it
argues, LoopNet is liable because it had know edge of
infringement and induced the infringers to use its site. See
Gershwin, 443 F.2d at 1162.

While liability for contributory infringement can be based

on “merely providing the neans for infringenent,” Fonovisa, 76
F.3d at 264, citing 2 WlliamF. Patry, Copyright Law & Practice
1147, nmerely providing nmeans is not always sufficient to prove
i nfringenment. CoStar is correct that its «claim for
contributory infringement against LoopNet are not anal ogous to
Sony, in which the court found that the mere provision of means
was an insufficient basis for contributory infringement when
t hose nmeans were capable of substantial noninfringing use. 1In
Sony, the only connection between Sony and the direct infringers
was at the point of sale; Sony retained no access control
simlar to that of a service provider. Furthernore, the Betamax
buyers were capabl e of potential infringenments, but, at the tine
of the sale, Sony could not have notice of any actual
infringements because they did not yet exist. In the current
case, unlike Sony, LoopNet mmi ntained control over access to the
site and could deny access or block materials after gaining
knowl edge of infringement. It is unclear, however, when and to

what extent LoopNet gai ned know edge of infringenent.
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| nstead, CoStar seeks to draw conparisons between the
current case and Fonovisa, in which the owner of a swap nmeet who
provi ded support services and took rental paynments materially
contributed to the underlying infringing activity. There was no
guestion in that case that the swap neet owner had actual
know edge of the infringenents. Fonovi sa differs from Sony in
the time frame involved; the owner had continued control over
access to the swap neet, provided ongoi ng support through the
use of facilities and knew of actual infringenments, but did not
bl ock access. See Fonovisa, 76 F.3d at 264. CoStar al so draws
conpari sons between the current case and Sega Enters. Ltd. v
Maphi a, 948 F. Supp. 923 (N.D.Cal. 1996). 1In Sega, the operator
of a BBS was found liable for contributory infringement of
copyrighted video ganmes when he knew users were uploadi ng and
copying ganes, provided the site and facilities for the
i nfringing conduct, actively solicited users to upl oad ganes and
hi ghlighted the |ocation of wunauthorized games on his site.
Sega, 948 F. Supp. at 933.

VWil e LoopNet’s continued control over access to its site
is more simlar to that of the BBS operator in Sega or the swap
nmeet owner in Fonovisa than to the nere seller of goods in Sony,
there are el enents of know edge in those cases which the court
is not satisfied have been proven here. The current case seens
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nore factually simlar to Netcom in which the court held that
when a BBS operator could not “reasonably verify a claim of
i nfringenent” because it was beyond the ability of a BBS
operator quickly and fairly to determine the validity of the
user’'s fair use claim the operator’s |lack of know edge was
reasonabl e. Netcom 907 F. Supp. at 1374. In Netcom the court
found that a triable issue of fact existed with respect to the
degree of know edge Netcom possessed about its subscriber’s
i nfringement where the subscriber had “at |east a colorable
clain’ of noninfringement. Netcom 907 F.Supp. 1374. As in
Netcom the situation in the current case resides in that gray
m ddl e range of <cases in which the service provider has
i nformati on suggesting, but not concl usively denonstrating, that
subscri bers commtted infringenment. See Yen, supra, at 1875
(stating that Netcom holds that know edge is necessary for
contributory liability).

In the analysis of LoopNet’'s safe harbor defense to
liability, mere notification of claimed infringenent by CoStar
was enough to trigger one of two scenari os. Ei t her LoopNet
could comply with the *“take-down” provisions of the DMCA and
remain in the safe harbor or refuse to renove the allegedly
infringing material and expose itself to the choppier waters of

contributory infringement liability. However, that notification
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did not automatically equate to know edge for the purpose of
assessing liability. Net com stands for the proposition that
the bare claim of infringenent by a copyright hol der does not
necessarily give rise to know edge of an infringenment.

CoStar needs to prove not only that LoopNet had know edge
of the infringements by its users, but that, as it asserts,
LoopNet’s alleged failure effectively to renove infringing
phot ographs and dissuade infringers at some point began to
conprise inducenent or material contribution. I n Har denbur gh
and Sega, BBS operators not only had actual know edge of its
users’ infringenment, but encouraged subscribers to upload
infringing works. MWhile Napster and Fonovisa did not require
actual encouragenent of infringenent, in both cases the
def endant had actual, specific know edge of infringenments and
continued to provide support and facilities to infringers.
Thus, in order to prove its claim CoStar needs to establish
that the notice it gave to LoopNet conprised at | east
constructive know edge of specific infringing activity which
LoopNet materially contributed to or induced by its alleged
failure to halt the activity. There remain too many materi al
factual disputes for the court to decide on sunmary judgnent
either that such a |level of know edge did or did not exist or

that LoopNet’'s actions in trying to stop the infringenent were
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or were not insufficient to the point of conprising inducenment
as a matter of law. Again, CoStar has alleged the infringenment
of specific photographs posted at different times. Over the
same time, LoopNet’s know edge of the alleged infringenments and
policies regarding renoval and termnation have shifted
significantly. As aresult, the factfinder nust determ ne al ong
a continuum the adequacy of the policy in place prior to the
posting of each specific photograph. Therefore, neither party
is entitled to sunmary judgnment on this issue.

C. M suse

LoopNet argues that CoStar msused its copyrights by
extending them beyond their intended reach to limt 1its
i censees fromdistributing the entire database, including data
and phot ographs in which it has no copyright. Paper no. 87, at
31, 32. M suse of copyright is an affirmtive defense to a
claimof copyright infringenent. The m suse defense, which is
rarely asserted, stems from an anal ogous nisuse of patent
def ense recogni zed by the Supreme Court in Mrton Salt Co. v.
G S. Suppiger, 314 U.S. 488 (1942), and was adapted to copyri ght
in Laserconmb Anerica, Inc. v. Reynolds, 911 F.2d 970, 973-74
(4th Cir. 1990). Basically, this defense is an assertion that
the copyright holder is using his copyright, “to secure an

exclusive right or |Ilimted nonopoly not granted by the
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[ Copyright] Office and which it is contrary to public policy to
grant.” Id. at 977, citing Mdrton Salt, 314 U. S. at 492.

Al t hough msuse is a claim of anticonpetitive behavior,
Laserconmb di stingui shed nm suse froman antitrust violation when
it held that:

a msuse need not be a violation of
antitrust law in order to conprise an

equi t abl e defense to an i nfringenment action.
The question is not whether the copyright is

being wused in a mnner violative of
antitrust law . . . but whether the
copyright is being wused in a manner

violative of the public policy enmbodied in
the grant of a copyright.

Laserconb, 911 F.2d at 978. In Lasercomb, the Fourth Circuit
exam ned plaintiff’s use of anticonpetitive |anguage in its
licensing agreenments to determ ne whether the |anguage was
adverse to the public policy enmbodied in copyright |aw It
found that “[t] he m suse arises from Laserconb’s attenpt to use
its copyright in a particul ar expression, the Interact software,
to control conpetition in an area outside the copyright, i.e.,
the idea of conputer-assisted die manufacture, regardless of
whet her such conduct anopunts to an antitrust violation.” |[|d. at
979. Despite the fact that conduct need not rise to the |evel
of an antitrust violation to constitute m suse, the Fourth
Circuit has been hesitant to find m suse. For example, in

Service & Training, Inc. v. Data General Corp., 963 F.2d 680,
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690 (4th Cir. 1992), the court rejected the appellant’s effort to
establish copyright m suse where appellant failed to establish
that appellee did anything nmore than limt the use of its
software to the repair and maintenance of specific conputer
hardware. Such activity, it held, was protected as an excl usive
ri ght of a copyright owner.

The gravamen of LoopNet’s m suse claimis that CoStar seeks
to restrict licensees from distributing photographs and data
over which, by its own adm ssion, it has no claimof ownership.
Paper no. 87, at 32. However, this case bears little simlarity
to Laserconmb, where the software |icensing agreenment in question
precl uded t he devel opnent of even non-infringing software. The
establishment of this defense depends on a determ nation that
the holder of a copyright is wusing that copyright in an
anticonpetitive mnner against the public policy behind
copyright. One case relied upon by LoopNet, QAD, Inc. v. ALN
Assocs., Inc., 770 F.Supp 1261 (N.D. IIl. 1991), denobnstrates
that the m suse defense is only applied in situations that are
sufficiently abusive of copyright’s grant of exclusivity.

LoopNet seeks to conpare CoStar’s use of its licensing
agreenment to the plaintiff’s attenpt in QAD to restrain the
def endant’ s use of material over which it held no copyright. In

t hat case, however, the plaintiff deceived the court over the
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copyrighted and uncopyrighted elenents of its software and,
“further wused that confusion to weld the heavy sword of
litigation under the guise of legitimte copyright enforcenment
in areas in which it had no rights.” Id. at 1267, n. 17. In
this case, there is no allegation that CoStar has m sled the
court over the scope of its copyrights. Furthernore, there is
no allegation of tying or abuse of copyright serious enough to
of fend the public policy behind copyright and rise to the |evel
of m suse. Accordingly, LoopNet’s defense of copyright m suse
is rejected.

D. Statutory Damages

LoopNet contends that, even iif CoStar can establish
infringement, it may, as a matter of law, recover no nore than
11 statutory damage awards, corresponding to each of the then 11
(now 13) copyright registrations on which CoStar registered its
phot ograph copyrights. Paper no. 87, at 62, 63. In contrast,
CoStar contends that each of its 348 photographs constitutes a
separate work and, therefore, it is entitled to 348 separate
statutory danage awards should the court find infringenent.

Paper no 94, at 25. 17 U.S.C. 8 504 (c)(1) states, in relevant

part:
the copyright owner may elect, at any tinme
before final judgnent is rendered, to
recover, instead of actual damages and

profits, an award of statutory damages for
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all infringenents involved in the action,
with respect to any one work, for which any

one infringer is liable individually... in a
sum of not less than $500 or nmore than
$20, 000, as the court considers just. For

t he purposes of this subsection, all the

parts of a conpilation or derivative work

constitute one worKk.
17 U.S.C. 8 504 (c)(1) (1996). Each side agrees that the number
of statutory damage awards should be determ ned on summary
judgnent, so both parties have noved for summary judgment on
this issue.

The court’s determ nation of the correct nunber of statutory
danmage awards wi |l depend on what constitutes a “work” for the
purposes of 8 504 (c)(1l) and, nore particularly, on whether
CoStar registered its photographs as a conpilation or as
separate works on the sane registration. There appears to be a
di vi sion of authority over whether the copyright registrationis
determ native of the number of works or whether the
determ native factor is whether each work is independently
copyri ght abl e. However, this division can be reconciled by
| ooki ng beyond the | anguage used by the courts to the actual
result in each case.

LoopNet seeks to establish that the nunmber of registration
certificates should be determ native of the nunber of statutory

danage awar ds. In Phillips v. Kidsoft, 52 U S.P.Q2d 1102,
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1106-07 (D.Md. 1999), a recent case in this district, the court
held that the plaintiff was entitled only to 5 statutory damage
awards for each regi stered naze book as opposed to 30 awards for
each separate maze. That case seens to support the proposition
that the copyright registrations were dispositive of the issue
of statutory damage awards. The Phillips court appeared to
di sregard the economc viability test articulated in Walt Di sney
Co. v. Powell, 897 F.2d 565, 569 (D.C. Cir. 1990), and Ganmm
Audio & Video, Inc. v. Ean-Chea, 11 F.3d 1106, 1116 (1st Cir.
1993), and said, “In this case, whether or not the mazes copied
by Ki dsoft possess separate econom c value is irrel evant because
they are not individually copyrighted.” Phillips, 52 U S.P.Q 2d
at 1106. This seenms to place the onus on the nunber of
copyrights registered to determ ne the nunmber of statutory
damage awar ds.

The court in Stokes Seeds Ltd. v. Geo. W Park Seed Co., 783
F. Supp. 104, 107 (WD.N. Y. 1991), seens to take the sane
approach in holding that the plaintiff could get only a single
statutory damage award for a book of photographs. The
phot ographs constitute only one work, even though the
phot ographs were separately copyrightable, because they were
assenmbled into a collective whole and registered as a

conpilation. As in Phillips, the Stokes Seed court seens to
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| ook only to the number of registrations and eschews the
“i ndependent copyright life” test. 1d.; see also Xoom Inc. v.
| mgeline, Inc., 93 F. Supp. 2d 688, 693 (E.D. vVa. 1999) (hol ding
that for a conpilation or derivative work, “there should be only
one award of statutory damages per registration.”)

However, other courts have just as clearly recogni zed that
mul ti pl e copyrights may be regi stered on the sane formand, so,
the registration is not dispositive. CoStar |ooks to authority
whi ch establishes an economic viability test for detern ning
what constitutes a “work” for the purposes of statutory damages.
In Ganmma Audio, 11 F.3d at 1116, the First Circuit stated that

“separate copyrights are not distinct ‘works’ unless they can

‘“live their own copyright life. (internal citations omtted).

Further, the court stated:

Under regul ati ons pr ormul gat ed by t he
Copyright O fice, the copyrights in multiple
works may be registered on a single form
and thus considered one work for the
purposes of registration, see CF. R

8§202.3(b)(3)(A), while still qualifying as
separate “works” for the purposes of
awardi ng statutory damages. We are unable

to find any |l anguage in either the statute
or the corresponding regulations that
precl udes a copyright owner fromregistering
the copyrights in nmultiple works on a single
registration formwhile still collecting an
awar d of statutory damages for t he
i nfringement of each work’s copyright.”

Gamma Audi o, 11 F.3d at 1117 (internal citations omtted).
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| n anot her case, Playboy Enters., Inc. v. Sanfilippo, 46
U.S.P.Q2d (BNA) 1350 (1998), the court cited three main factors
in its decision that each photograph should be considered a
separate work for statutory damages: (1) each photograph had
i ndependent economc value and was viable on its own (as
evidenced by licensing agreenents for the redistribution of
i ndi vi dual phot ographs subsequent to publication as a group in
t he magazine); (2) each photograph represents a singular and
copyri ghtabl e effort concer ni ng a parti cul ar model ,
phot ogr apher, and location; and (3) the defendant marketed each
i mage separately on his web site. Id. at 1354-1356. The
econom c value of the work has also been determ native in the
El eventh Circuit, which held that whether a work is distinct is
det erm ned by whet her each unit woul d have “i ndependent econom c
value.” MCA Television Ltd. v. Feltner, 89 F.3d 766, 769 (11th
Cir. 1996).

Al t hough these courts use | anguage that nakes them seem at
odds, the approach has actually been consistent and so provides
a clear guide for the current case. In cases like Phillips
wher e each “wor k” was consi dered one registration, the plaintiff
had actually registered a conmpilation, not separate copyrights
on the sane form Therefore, even though the court in that case

said the fact of the single registration obviated the need to
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assess the i ndependent viability of each maze, the crucial fact
was not the single registration, but the nature of what was
regi stered. The photographs in Sanfillipo and the video tapes
in Gamma Audi 0 were never registered as conpilations while the
maze book in Phillips and the seed books in Stokes Seeds were.
The critical fact, then, is not that CoStar registered nultiple
phot ographs on the same registration form but whether it
regi stered them as conpil ations or as individual copyrights.

The court, then, nust | ook at how CoStar registered the
phot ographs to determ ne whether they are separate works.
CoSt ar asserts that it “has consistently registered the
phot ographs collectively (that is, as a group) separately from
the conpilation.” Paper no. 94, at 26, 27. It asserts that it
isirrelevant that the photographs were registered together with
conpil ati ons because they were not a “part of the conpilation”
and, thus, should be considered separate works |Ilike the
phot ographs in Gamm Audi o. ld. at 27. However, it woul d
stretch the bounds of credulity to read the evidence CoStar
supplies as supporting its claim that the photographs are
regi stered separately fromthe conpil ation.

VWhile CoStar clains it nakes a separate reference to the
phot ographs in addition to its registration of the database

conpilation (see Paper no. 94, at 26), the |anguage on the
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regi stration under “Nature of Authorship” on all but the first
registration reads, “REVI SED  COWPI LATI ON OF DATABASE
| NFORMATI ON; SOME ORI G NAL TEXT AND PHOTOGRAPHS.” Paper no. 94,
Ex. H  This same | anguage is repeated when the form asks the
registrant to give a brief, general statenent of the material
added to the work. On those sanme forns, where the registrant
is asked to identify any previ ous works that the current work is
based on or incorporates, the registration reads only,
“previously registered database.” 1d. The registration makes
no nmention of the nunber or any specific features of the
photographs it claims it sought to register. If CoStar
regi stered these photographs w thout any other reference or
description, as it claims to have done, it theoretically could
have registered any number of phot ogr aphs on those
regi strations. The bare reference to “photographs” only has
efficacy as a description of the work to be copyrighted if it
was made with reference to the other el enents being copyrighted
—the conpilation of work. 1In other words, wi thout the presence
of the conpilation as a limting feature providing explication
of which photographs CoStar sought to include in the
registration, the word “photographs” is inadequate to describe

the works to be registered.
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CoStar refers to the slightly different |anguage in its
April 17, 1998, registration to support its assertion that it
made separate nention of the photographs apart from the
conpilation. CoStar’s registration does differ fromits later
registrations stating under “Nature of Authorship” that it is
copyrighting “Conpilation, text, and photographs.” I1d. On that
sanme registration, when asked to describe briefly the work to be
copyrighted, CoStar stated, “Conpilation of public domain
mat erial, substantial original text, and original photographs.”
I d. Adm ttedly, there is some anbiguity resulting from the
pl acement of punctuation. For exanple, there could pl ausibly be
sone significance to the difference between having a comm
separate the word “conpilation” from the words “text” and
“phot ographs” on the April 17, 1998 registration as opposed to
the semcolon it used in later registrations. Additionally, it
is not entirely clear whether CoStar nmeant to describe the work
as a conpilation of the material, text and photographs or, as it
seeks to argue, a conpilation of material and also text and
phot ogr aphs. However, these argunents are not sufficient where
CoStar makes no nmention of the nunbers of separate photographs
it meant to register on each application. For the reasons

stated above, an interpretation of the registrations in which
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CoStar registered “photographs” wthout further explication
makes no sense and is rejected.

CoStar seeks to bolster its interpretation of the |anguage
on the registrations by pointing to a letter fromthe Copyright
O fice which, it claims, “specifically recognized that CoStar is
regi stering its conpi |l ati on, phot ogr aphs, and t ext
coll ectively.” Paper no. 94, at 27. CoStar is incorrect. The
letter refers only to a copyright application for a “database”
and authorizes “special relief” from the requirenment that a
conpl ete database be filed with the Library of Congress so that
CoStar could file a single registration for “a group of
updates.” Paper no. 94, Ex. |I. No nention is made of text or
phot ographs in the latter and the only reference to any
collective registration is to the “group of updates.” CoStar
has not provided sufficient evidence that it registered
copyrights for the photographs on the registration forns
separate fromits database conpilations. Therefore, the court
finds that CoStar registered only a conpilation on each form

As in Phillips, 52 U.S.P.Q2d at 1106, it is irrelevant
whet her the photographs have i ndependent econom c val ue because
t hey have not been separately registered, but registered only as
t he conponents of a conpilation. Accordingly, CoStar will only

be eligible for 13 statutory danage awards, corresponding to the
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nunber of registered conpilations, if LoopNet is found to have
infringed on CoStar’s copyright.

E. Preenpti on of Non-Copyri ght Cl ains

LoopNet asserts that the Copyright Act preenpts CoStar’s
non-copyright clains for reverse passing off, fal se designation
of origin, unfair conpetition under federal and state | aw,
intentional interference with business relations, and unjust
enri chment under common | aw. Paper no. 87, at 61. The Copyright
Act preenpts state law that is “equivalent to any of the
exclusive rights within the general scope of copyright as
specified by section 106.” 17 U.S.C. 8§ 301(a) (1996). “The
Fourth Circuit Cour t of Appeals has interpreted the
‘“equi val ency’ test to nmean that state law clainms involving an
act that would infringe rights under the Copyright Act are

preenpted unless they are ‘qualitatively different.’”” \Warton
v. Colunmbia Pictures Indus., Inc., 907 F.Supp. 144, 145 (D. M.
1995), citing Roscizewski v. Arete Associates, Inc., 1 F.3d 225,

230 (4th Cir. 1993). LoopNet argues that since the gravanmen of
CoStar’s conplaint is that LoopNet violated CoStar’s exclusive
right to reproduce, distribute, and display its copyrighted

materials, this court should follow the court in Wharton which

held that clainms were “equivalent” when they concerned the
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“central allegation” of copyright infringenent. Paper no. 87,
at 62, citing 17 U.S.C. 8106 and Wharton, 907 F.Supp. at 146.
As a prelimnary matter, LoopNet's argunent that the Lanham

Act clains are preenpted, Paper no. 87, at 61, is without nmerit.

Section 301(d) of Title 17 states: "Nothing in this title
annuls or limts any right or renedi es under any other Federal
statute." Thus, the Copyright Act, by its terms, does not

preenpt plaintiff's Lanham Act clains. See Tracy v. Skate Key,
Inc., 697 F.Supp. 748 (S.D.N. Y. 1988); see also D.C. Com cs,
I nc. V. Filmtion Assoc., 486 F. Supp. 1273, 1277
(S.D.N.Y.1980); 1 Melville B. Ninmrer and David Ni nmer, Ni mmer on
Copyright 81.01[ D], at 1-66.6 (2001) (“[T]he current Copyri ght
Act does not in any manner repeal or otherw se affect other
federal statutes.”).

“To determ ne whether a state claimis preenpted by the Act,
courts nmust make a two-part inquiry: (1) the work nmust be within
t he scope of the subject matter of copyright, and (2) the state
| aw ri ghts nust be equivalent to any exclusive rights within the
scope of federal copyright.” Fischer v. Viacom Intern. Corp.
115 F. Supp. 2d 535, 540 (D. Md. 2000) (internal citation omtted).
The scope of the subject nmatter of copyright enconpasses
"original works of authorship fixed in any tangi ble medi um of

expression” including literary, pictorial, and audiovisual
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works. 17 U.S.C. 8§ 102(a) (1996). The first prong of this test
is met since all of Plaintiff’s clainms involve the alleged
infringement of its photographs, and photographs are pictora

wor ks fixed in a tangi bl e nediumand so, within the scope of the
subject matter of copyright. “The second prong of the
preenption inquiry requires a court to examne the rights a
plaintiff claim under state law to deternm ne whether these
rights are equivalent to the exclusive rights granted by the
Copyright Act.” Fi scher, 115 F.Supp.2d at 541. In order to
denonstrate that the clains are not equivalent and “[t]o avoid
preenption, a cause of action defined by state |aw nust
i ncorporate el ements beyond those necessary to prove copyri ght
i nfringement, and nust regul ate conduct qualitatively different

from the conduct governed by federal copyright |aw. Tr andes

Corp. v. GQuy F. Atkinson Co., 996 F.2d 655, 659 (4" Cir. 1993).

CoStar asserts that its state | aw clainms neet the burden of
being “qualitatively different” from the copyright clains
because they i nclude el ements not found in the copyright clains.
Paper no. 94, at 35, citing Avtec Sys., Inc. v. Peiffer, 21 F. 3d
568, 574 (4th Cir. 1994). In both Avtec and Trandes,
defendants’ clainms that § 301 of the Copyright Act preenpted

trade secret clains failed because recovery for trade secret
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nm sappropriation requires proof of breach of confidence, which
is an additional elenent of proof beyond those necessary to
recover for copyright infringement. See Avtec, 21 F.3d at 574;
see also Trandes, 996 F.2d at 660.

However, simlar additional elenments are not found in
CoStar’s common |aw unfair conpetition clains. The Trandes
court distinguished the trade secret violation froma copyright
infringement claim by holding that it was “the enploynment of
i nproper nmeans to procure the trade secret, rather than the nere
copying or use, which is the basis of [liability].” Trandes,
966 F.2d at 660 (enphasis omtted), citing Restatement (First)
of Torts 8757 cnt. A (1939). The distinction between those
unfair conpetition clainms that are not preenpted and those that
are is that “clainms based upon breaches of confidential
rel ati onshi ps, breaches of fiduciary duty and trade secrets have

been held to satisfy the extra-elenment test,” Anerican Movie
Classics Co. v. Turner Entmt Co., 922 F.Supp. 926, 933
(S.D.N. Y. 1996), citing Kregos v. Associated Press, 3 F.3d 656,
666 (2d Cir. 1993), whereas clains of m sappropriation and
unfair conpetition based solely on the <copying of the

plaintiff’s protected expression fail that test. The critica

question, then, is whether CoStar’'s unfair conpetition claim
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contains an additional element or whether it is based solely on
the all eged copyi ng.

The basis of CoStar’s argunment that its unfair conpetition
claim should not be preenpted is that LoopNet did not nerely
copy its photographs, but passed them off as its own
phot ogr aphs. In doing so, CoStar alleges, LoopNet caused
separate injury than by the nmere act of copying because it
caused its users to believe it had photographs equivalent to
CoStar’s or that it had authorization to wuse CoStar’s
phot ogr aphs. Paper no. 94, at 34-35. Furt hernmore, CoStar
asserts that Wal dman Pub. Corp. v. Landoll, Inc., 43 F.3d 775,
780 (2d Cir. 1994), stands for the proposition that this kind of
“reverse passing off,” where a party passes off the goods of
anot her party as its own, is not preenpted by the Copyright Act.
However, Waldman did not state that clainms of reverse passing
of f are not preenpted. Rat her, it vacated on other grounds a
district court decision holding that “[a] claimthat a defendant
has reproduced the plaintiff’s work and sold it wunder the
def endant’s name—even if denom nated ‘passing off’ by the
plaintiff—is preenpted by the Copyright Act.” American Movie
Classics, 922 F.Supp. at 934 (internal citation omtted).
Essentially, CoStar’s claimis that LoopNet is exhibiting as its

own photographs on its web site that CoStar has an exclusive
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right to exhibit or Ilicense for exhibition. This type of
reverse passing off is, in effect, a “disguised copyright
infringement claim” 1 Nimrer on Copyright, 81.01[B]J[1][e], at
1-28 (2001); see also Anerican Mwvie C assics, 922 F. Supp. at
934. The sane act which constitutes LoopNet’s all eged copyri ght
i nfringement, the unauthorized copying of CoStar’s phot ographs,
al so constitutes CoStar’s unfair conpetition claim Therefore,
this claim does not satisfy the “extra-elenment” test and so is
equivalent to CoStar’s <claim wunder the Copyright Act.
Accordingly, it is preenpted.

The det erm nati on of whether CoStar’s remai ning state cl ai ns
are preenpted simlarly turns on whether they arise solely from
copying or whether they require additional elenents. CoSt ar
characterizes its unjust enrichment claim as based not on the
copyright infringenent, but rather upon m sattribution of source
arising fromits Lanham Act clainms. Paper no. 94, at 36. I n
Wharton, however, the court held that the plaintiff’s claim of
unj ust enrichnment was preenpted by the Copyright Act because it
“concerns the central allegation that Defendants pl agi arized his
copyrighted screenplay.” Wharton, 907 F. Supp. at 146; see also

Ameri can Movie Classics, 922 F. Supp. at 934 (hol di ng preenption

is appropriate where unjust enrichment claim does not allege

that the defendants were enriched by anything other than
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copyright infringenent). CoStar seeks to distinguish the
present case from Wharton and Anerican Mvie Cl assics by
asserting that those cases do not deal with a claimof passing
of f. Paper no. 94, at 36. However, as with CoStar’s unfair
conpetition clainms, the court fails to discern a true claimfor
passing off and instead sees only a disguised copyright claim
Accordingly, CoStar’s unjust enrichnment clainms are preenpted.
Finally, CoStar seeks to rescueitsintentional interference
with business relations claim by asserting that LoopNet
interfered with existing licenses as opposed to prospective
busi ness relationships as in Warton. Paper no. 94, at 37,
citing Wharton, 907 F. Supp. at 145-46. According to CoStar, in
cont r ast to interference with prospective busi ness
relati onships, interference with existing contracts is akin to
a breach of contract claim which is not preenpted. See
Architectronics, Inc. v. Control Systems, Inc., 935 F. Supp. 425,
440-41 (S.D.N. Y. 1996) (breach of contract clains are different
and not preenpted). However, in Harper & Row, Publishers, Inc.
v. Nation Enters., 723 F.2d 195, 201 (2d Cir. 1983), rev'd on
ot her grounds, 471 U. S. 539 (1985), the Second Circuit held that
a plaintiff’s claim of tortious interference with contractua

relations was preenpted when it was based on the unauthorized
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publication of a work protected by the Copyright Act. It

st at ed:
The enjoyment of benefits from derivative
use is so intimately bound up with the right
itself that it could not possibly be deened
a separate elenent. See 1 Nomrer on
Copyright 8 1.01[B], at n.46 (1983). As the
trial court not ed, t he fact t hat
cross-appel |l ants pl eaded addi ti onal el enents
of awareness and intentional interference,
not part of a copyright infringenent claim
goes nerely to the scope of the right; it
does not establish qualitatively different
conduct on the part of the infringing party,

nor a fundanental nonequi val ence bet ween t he
state and federal rights inplicated.

Therefore, as with CoStar’s other state clainms, the critical
guestion to be decided is whether the alleged tortious
interference depends on an extra elenent. In National Car
Rental Sys., Inc. v. Computer Assocs. Int’'l, Inc., 991 F. 2d 426,
433-34 (8th Cir. 1993), the Eighth Circuit found that a tortious
interference claim was not preenpted where a contractual
restriction on the use of a conputer program constituted an
addi ti onal el enent. Simlarly, in Teleconm Tech. Servs., Inc.
v. Sienens Rolm Comunications, Inc., 66 F.Supp.2d 1306, 1326
(N.D. Ga. 1998), a case relied upon by CoStar for the proposition
t hat the Copyright Act does not preenpt intentional interference

claims, the court found that clainms were not preenpted where the
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violation of |licensing agreenents and contractual provisions
conprised an extra el enment. Even accepting CoStar’s cl ains that
LoopNet’ s alleged interference was with existing |licenses as
opposed to prospective relationships, the present case does not
present an additional element simlar to the the violation of
contractual agreenents by defendants in Tel econmor National Car
Rental. Accordingly, CoStar’s intentional interference claimis
al so preenmpted by the Copyright Act.
V. Modification of Prelimnary Injunction

On March 14, 2000, the court entered a prelimnary
injunction, directing LoopNet to (1) renove fromits web site
all photographs for which it received notification of clained
infringement from CoStar; (2) notify the user who upl oaded the
phot ograph of CoStar’s claimof the renmpbval and that repeat acts
of infringement mght result in restrictions on the user’s (or
t he brokerage firms) access to the web site; and (3) with
regard to identified brokers, require prima facie evidence of
copyright ownership prior to posting a photograph. The
injunction also required that other brokerage firnms or offices
| ater shown to the court’s satisfaction to be repeat offenders
after notice would simlarly be subject to the prima facie

showi ng requirenment.
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Di ssatisfied with LoopNet’'s performance, and troubled by
what it sees as escalating repeat infringenents, CoStar seeks
subst anti al nodi fications to the prelimnary injunction.
Specifically, CoStar seeks to require LoopNet to obtain a hand-
signed witten declaration of copyright ownership prior to any
posting, to direct that any repeat infringer thereafter be
prohi bited from submtting any further photographs, to add to
its database the address and property identification nunber of
t he 306 photographs thus far identified as infringing, and to
order that failure to renove a photograph within 24 hours of
notification from all locations and the reposting of any
photograph will constitute evidence of direct contenpt. I n
part, CoStar seeks to add additional firms or offices to the
list of repeat infringers who are subject to the prim facie
pr oof requi rement. LoopNet di sputes CoStar’s factual
recitations, and asserts that it has not only conplied with the
terms of the prelimnary injunction, but has itself initiated
further measures designed to prevent further wunauthorized
postings of CoStar’s photographs. In a supplenental filing
CoStar clains that the prima facie evidence requirenment is not
inhibiting brokers from subm tting non-infringing photographs,
t hat LoopNet has posted a photograph w thout obtaining such

evidence as required, and that there are additional repeat
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i nfringers. Agai n, LoopNet disputes both the facts and the
concl usi ons drawn.

The court has revi ewed t he argunents and supporting materi al
concerning LoopNet’'s conpliance vel non with the prelimnary
i njunction, as well as CoStar’s requested enhancenents. As
di scussed at the hearing on Decenber 15, 2000, CoStar woul d have
to neet the standard for issuance of prelimnary injunctive
relief to obtain relief inthe formof enhancenents. It has not
done so. The facts are sufficiently disputed that the court
cannot conclude that additional irreparable harm wll befall
CoStar if LoopNet is not required, for exanple, to obtain signed
aut horizations, or that such a requirenment would not cause
irreparable harm to LoopNet. Furthermore, in light of the
court’s resolution of the contributory infringenment/safe harbor
i ssues above, CoStar’'s |I|ikelihood of success has not been
substantially denonstrated wth regard to the potentia
enhancenments being requested. Finally, the public interest in
access to the commercial information wei ghs agai nst i nposi ng any
further inpedinments during the pendency of this litigation.
Accordingly, CoStar’s request to modify the prelimnary
injunction ISDENIED to the extent that it seeks enhancenents to

the types of actions required of LoopNet.
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On the other hand, application of the injunction requires
the court to direct LoopNet to require prim facie evidence from
t hose brokers or firnms who post an all eged i nfringi ng photograph
after notice that a previously posted photograph is clainmed to
infringe a CoStar copyright. During the course of these
proceedi ngs, LoopNet has inplenented a probation/term nation
policy designed to deal with those brokers or offices that post
an allegedly infringing photograph after renoval of an earlier
posti ng and acconpanying notice. The court concludes that the
policy, while hel pful, does not go quite far enough in two ways.
First, all brokers in an office in which any broker posted an
al l egedly infringing photograph after notice to any broker in
t hat sane office should be subject to the prinma facie evidence
requirenment. And, for the purposes of the prelimnary
i njunction, the brokerage office should remain in that status
pendi ng conpletion of this lawsuit.

VWhen an office receives notice that one of its brokers has
posted an allegedly infringing photograph, that office can be
expected to nonitor its own activities nmore vigilantly.
Accordingly, if any broker in that office, whether or not the
ori gi nal of f ender, posts a second allegedly infringing
phot ograph, then it is appropriate to require any broker in that

office to provide prima faci e evidence of the right to post a
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phot ograph. Thus, the gradations of “probation” cut too fine a
distinction at this tine. Furthermore, the discontinuance of
probationary status in three, six, or twelve nonth intervals
poses an enforcenment problem for the court. The tinme necessary
to review all egati ons of violations of either the policy or the
i njunction has becone burdensonme, not only to the parties, but
to the court as well. Wth the resolution of the issues set
forth above, the case will nove toward what, it is hoped, wl

be the final stages of the proceedings at this Ilevel.
Accordingly, the court concludes that the status of “repeat

infringer,” once achieved, will remain during the pendency of
t hese proceedings.
V. Concl usion

For the foregoing reasons, by separate order, both notions
concerning the safe harbor defense of the DMCA will be denied,
sunmary judgment will be granted in favor of LoopNet on direct
infringement, both notions concerning contributory infringenment
wll be denied, summary judgnment will be granted in favor of
CoStar on LoopNet’'s m suse defense, summary judgnent wll be
granted in favor of LoopNet on the issues of statutory damages

and preenption of the state |law clainms of unfair conpetition,

unjust enrichnment, and intentional interference with business
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relations, and the prelimnary injunctionwi |l be particul arized

regardi ng repeat violators.

DEBORAH K. CHASANOW
United States District Judge

Septenber __ , 2001.
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N THE UNI TED STATES DI STRI CT COURT
FOR THE DI STRI CT OF MARYLAND

COSTAR GROUP I NC., and
COSTAR REALTY | NFORMATI ON,
I NC.

V. : Civil Action No. DKC 99-2983

LOOPNET, | NC.
ORDER

For the reasons stated in the foregoi ng Menorandum Opi ni on,
it is this ___ day of Septenber, 2001, by the United States
District Court for the District of Maryl and, ORDERED t hat:

1. The cross-notions for summary judgnment on the safe
har bor defense of the Digital MIIlennium Copyright Act ARE
DENI ED;

2. CoStar’s motion for sunmary judgnent on liability IS
DENI ED;

3. LoopNet’s cross-notion for summary judgnment on liability
IS GRANTED as to direct infringenent and DENIED as to
contributory infringenment;

4. LoopNet’s notion as to copyright m suse | S DENI ED, whil e
CoStar’s cross-nmotion IS GRANTED

5. CoStar’s notion as to statutory danmages IS DENI ED, whil e

LoopNet’s notion |I'S GRANTED



6. LoopNet’s notion to dismss clains as preenpted IS
GRANTED as to the comon law wunfair conpetition, unjust
enri chment, and intentional interference with business rel ations
claims and DENIED as to the Lanham Act cl ai ns;

7. CoStar’s motions to nmodify prelimnary injunction ARE
DENI ED, except that prim facie evidence of authorization to
post a photograph nust be obtained fromany broker at an office
of a brokerage house once a second allegedly infringing
phot ograph is posted by any broker after renoval of and notice
concerning the first allegedly infringing photograph has been
sent to any broker in the same office;

8. A status and scheduling tel ephone conference will be
held on Monday, October 22, 2001, at 4:00 p.m Counsel for
CoStar is directed to arrange for and initiate the call to
counsel for LoopNet and the court; and

9. The clerk will transmt copies of the Menorandum Opi ni on

and this Order to counsel for the parties.

DEBORAH K. CHASANOW
United States District Judge



