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New Top-Level Domain

Names: .EU and . XXX

ICANN has approved the introduction of the new top-level domain
name ("TLD") .€U and is in the process of approving the TLD .XXX.

Apart from the inherent benefit in
particular businesses securing either
or both of these TLDs as part of their
brand strategy and domain name
portfolio, this expansion of the
Internet should also merit close
attention for all brand owners wishing
to pre-empt moves by cyber/typo
squatters and pirates. As explained
below they can do this through the
common practice of blocking third
party registrations by securing a
range of domain names under the
new TLDs. Needless to say, securing
registrations as soon as they become
available will prove to be far less
costly than attempting to retrieve
them from opportunistic registrants
in the future.

.eu

The .eU TLD, which comes into
force on 7th April 2006, will
complement other TLDs such as
.com, .net, .org and .uk. Subject to
the detailed rules, applications will be
accepted by the European Registry
for Internet Domains Registry (EURid)
on a first come, first served basis.

Applicants have to be based in the
European Community, and
applications have to made via an

accredited .€U registrar. Applicants
will be required to provide evidence
of their right to apply. The rules are
complex and there are likely to be
disputes over entitlement in some
cases.

As well as providing additional
Internet space the .€U TLD is
expected to provide a useful tool for
businesses that operate within the
EU by providing a purely pan-
European Internet identity. .€U
registrants will therefore be instantly
globally identified as EU established
businesses. In this regard, registering
a .U address could prove to be a
decisive marketing initiative for any
European business or organisation.

With a growing range of TLDs to
choose from, the question as to
which TLD name to register becomes
increasingly prominent. In order to
catch the random Internet searches
carried out by customers when
attempting to locate particular
websites, it is prudent for brand
owners to register a range of domain
names (for example, registering the
corporate name, brand name and
any misspellings which are likely to
occur).
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Before general registration begins on
7th April 2006 there will be a 4-month
"sunrise period" during which
government bodies and the
proprietors of prior rights (such as
trade marks) will be able to register
.eU domain names in advance of
others. During Phase |, which starts
on 7th December 2005, public
bodies and owners of registered
trademarks can apply. During Phase
I, which starts on 7th February 2006,
owners of unregistered marks,
company names and certain other
designations can apply. Following



the sunrise period, registration will be
on a first come, first served basis
(known as the "land rush").

The sunrise period is aimed primarily
at preventing cyber squatters
registering .€U domain names.
However, in the unfortunate event
that a cybersquatter gets there first,
businesses will be able to use the
alternative dispute resolution
procedures (details of which have not
yet been published). It will however
be cheaper in the long run to take
advantage of the sunrise period.
Failing to do so could lead to
prolonged and substantially costly
disputes as proof that the registration
is in some form or other abusive/in
bad faith will be required.

It should also be borne in mind that in
many cases there may be more than
one owner of the same registered
mark in different classes, and in this
case registration will be on a first
come first, served basis, even in the
sunrise period. The moral is to apply
as soon as possible.

XXX

ICANN is in the process of approving
the new and lively . XXX generic TLD.
Once approved, pornographic
websites will be encouraged to move

their websites over to these XXX
TLD websites. Even though the use
of the . XXX TDL will be purely
voluntarily it is hoped that the adult
entertainment industry will take to the
new TLD and therefore allow the
public to easily identify adult
entertainment websites, and avoid
them if so desired.

There is a degree of uncertainty as to
what form registration abuse will
take. From an intellectual property
perspective, the danger is likely to
come in the guise of third parties
prefixing . XXX with legitimate and
well known brands unrelated to the
porn industry (think bbc.xxx) so as to
confuse the public into believing that
the registered domain names are
connected with that business, secure
a swift payment out of the brand
owner's embarrassment or otherwise
generally attract business by sitting
on the brand wagon.

The bodies that will be responsible
for the management and policy-
making of the . XXX TLD propose an
array of independent and over-
lapping methods to avoid abusive
registrations and to protect
intellectual property right-holders.
Among these includes a stringent

screening process to review new
domains at the initial stages of
registration. There is also to be a
requirement for the registrant to enter
into a contractual agreement not to
infringe the rights of third parties.
These avoidance measures will be in
addition to bringing an action under
ICANN's Uniform Dispute Resolution
Policy ("UDRP"). However, these
measures are currently uncertain and
may even be varied from time to time.

Additionally, it is proposed that trade
mark holders outside the adult
entertainment industry will be
permitted to register their marks as a
defence mechanism. In this regard,
registration may be the most certain
way of protecting a name from being
registered by a third party. We highly
recommend this approach to all
brand owners.

NOTE: Davenport Lyons' brands
practice provides a refined domain
name registration and recovery
service. A recent example of our
work before WIPO can be seen at
http://arbiter.wipo.int/domains/decisi
ons/html/2005/d2005-0255.html

Registration of Movement as a
Trade Mark: Is This Possible?

On the 26th November 1999, the well-known sports car manufacturer Lamborghini applied to register the

typical and characteristic arrangement of the doors on its DIABLO sports car.

In considering the

application, the European Trade Marks and Designs Office (OHIM) objected that inter-alia the sign which
Lamborghini was attempting to register lacked the necessary distinctive character to warrant registration.
Lamborghini then appealed the refusal of the Examiner to one of the Boards of Appeal of OHIM. The
following article considers Lamborghini's appeal and whether it is in fact possible to register "movement"”
as a trade mark in the European Union.

To qualify for registration as a trademark in Europe, a sign
must satisfy a number of criteria which are set out in a
document known as the Community Trade Mark
Regulation, which governs the use and registration of
trademarks in the European Union. In attempting to
satisfy the requirement that a sign must be capable of
being represented graphically, Lamborghini submitted
drawings showing the movement of the swinging doors
on its DIABLO sports car. The application was also

accompanied by the following description:

"The trade mark refers to a typical and characteristic
arrangement of the doors of a vehicle. For opening the
doors are 'turned upwardly', namely around a swiveling
access which is essentially arranged horizontally and
transverse to the driving direction”.

In carrying out its examination of the application, OHIM
objected that the subject matter for which Lamborghini



sought protection and its graphic depiction did not tally.
OHIM also asserted that the Lamborghini car doors
were used by other car manufacturers. Therefore, the
trademark in question did not serve to indicate a
specific company and as such had to be opposed due
to lack of distinctive character. OHIM also objected that
the sign for which registration was sought consisted
solely of the shape of the product, which was necessary
to achieve a technical effect.

In answering the objection that car doors which opened
by swiveling upwards were also used by other
manufactures, Lamborghini argued the Examiner's view
was based on documents which it had not previously
had the chance to review. One of the documents that
the Examination Division relied upon to support its
objection showed swiveling doors on a Bugatti car.
However, Lamborghini argued that the documents
presented by the Examination Division only showed
prototypes which were not yet available on the market
and therefore previously unknown to Lamborghini and
indeed the general public. In responding to the
Examiner's objection that the sign for which registration
was sought consisted solely of the shape of a product
which was necessary to achieve a technical effect,
Lamborghini argued that the particular method of
opening the doors on a Lamborghini Diablo had
remained essentially unique and therefore had not lost
its distinctive character through use by other car
manufacturers.

In considering the appeal by Lamborghini against the
decision of the Examination Division, the Board of
Appeal had to determine whether Lamborghini's
argument that the Examiner should not have regarded
its trade mark as consisting merely of the shape of
goods, but that instead, it merely consisted of a
movement, namely of a forwards and upwards swiveling
of the doors. In its finding, the Board of Appeal
concluded that the trade mark in question was
necessarily three dimensional in nature, and if it was not
based on a specific shape, it amounted to nothing more
than the characteristic mechanical movement which
equated to the technical function of a car door. In
support of its finding, the Board of Appeal referred to the
European Court of Justice case of Koninklijke Phillips
Electronics N.V. v Remington Consumer Products
Limited where the Court stated that the Community
Trade Mark Regulation is intended to preclude "the
registration of shapes whose essential characteristics
perform a technical function". The Board of Appeal felt
that this prohibition not only applied to shapes whose
essential characteristics perform a technical function,
but also indeed to the actual arrangement of such a
technical function. The Board therefore felt that the
movement of the doors of a vehicle applied for by
Lamborghini belonged to "technical solutions or
functional characteristics", which are precluded from
trade mark protection, in the same way as, for example,
a functional movement when opening the roof of a

cabriolet would be. Put simply, the Board of Appeal
reiterated the view of the European Court of Justice that
the provisions of European trademark law reflect the
legitimate aim of not allowing individuals to use
registration of a mark in order to acquire or perpetuate
exclusive rights to technical solutions.

In dealing with the Examiner's second objection that
several competitors in the automobile sector also offer
cars with upward-swiveling doors, and that use of
upward-swiveling doors was a normal feature in the
market of high performance sports cars, the Board of
Appeal concluded that upwards-swiveling car doors are
in fact perceived by the relevant trade circles as a
characteristic feature of a category of (sports) cars and
not as a trade mark of a particular manufacturer of these
cars.

In its appeal, Lamborghini also argued that the swiveling
door movement of its car takes place around an axis
which moves transverse to the driving direction, whilst in
other models the movement takes place around an axis
which lies in the driving direction; hence this particular
movement was distinctive of Lamborghini. In its reply,
the Board of Appeal stated that even if the relevant trade
circles were to ascertain, on closer consideration, that
the doors opened in a characteristic movement through
the position of the swiveling axis, they would, at most,
perceive this as a technical feature and not as an
indication of the identity of a particular car manufacturer.
Therefore, the sign which Lamborghini was seeking to
register was devoid of distinctive character and
consequently not capable of registration as a European
(CTM) trademark.

In the final analysis, the Board of Appeal upheld the
Examiner's refusal to register Lamborghini's trade mark
on the grounds that:

1. Lamborghini was seeking to register what was, in
effect, merely a shape designed to obtain a technical
result; and

2. That such "swiveling" doors were already commonly
used by other car manufacturers and therefore not
unique to Lamborghini.

Bearing in mind that the purpose of a trademark
registration is to grant exclusivity of a particular sign to
a person or company, the decision of the Board of
Appeal is eminently sensible. Had Lamborghini
succeeded in registering the movement of its
"swiveling" doors, it is arguable that its registration
could then have been used to stop other manufacturers
from using identical or similar swiveling doors.

On an interesting note, it is significant that the Board of
Appeal did not specifically rule out the registration of
"movement” marks in general. However, it is clear while
"movement" marks are not precluded from registration
as European (CTM) trademarks, applications for them
will be rigorously assessed.



Shake up in the Art World

New Regulations are shortly to be
introduced by the UK government to
implement the EU Directive on the
introduction of a new resale right for
the benefit of the authors of original
works of art (i.e. artists). The
Directive was passed in 2001 after
considerable lobbying and
controversy, and has to be
implemented by 1st January 2006.
Resale right (or "droit de suite") has
long existed in some EU countries but
not in the UK. A consultation by the
Patent Office is now closed and the
final form of the Regulations is
awaited.

Under the Directive, an artist has a
right to a royalty on any resale of his
or her work after its first transfer. The
resale right lasts for the period of
copyright, which is now the life of the
artist plus seventy years.

Resale royalty is payable where the
work is resold in the course of a
business. There are exemptions for
where the sale price does not exceed
€3,000, or where the seller acquired
the work directly from the artist within
the past 3 years and the sale price
does not exceed €10,000.

The royalty payable will be a
percentage of the net sale price, on a
sliding scale from 4% (where the sale
price is up to €50,000) to 0.25%
(where the sale price exceeds
€500,000). However the maximum
royalty payable is capped at €12,500.
It appears that the royalty will be
payable on top of any commission.

Resale royalty is payable on all sales
after 1st January 2006, even if the
work was created before that date.
Complex rules will apply where the

artist has died before that date, and
heirs may not exercise the right on
any resale before 1 January 2010.
Resale right is transmissible to the
artist's heirs but otherwise cannot be
assigned or waived by the artist or his
or her heirs.

The Regulations are likely to provide
for resale royalties to be managed by
a collecting society.

There are fears that the effect of the
introduction of the resale right will be
to drive important sales of works of
art away from the London auction
houses, but the costs of transport
and sale abroad will outweigh the
saving in many cases. The
introduction of the right will of course
be welcomed by artists.

Music On-line - A Legal

Update

In the last six months, legal battles over distribution of
music on the Internet have kept industry lawyers busy
on both sides of the Atlantic. Meanwhile, the European
Commission has been busy with a review of the way in
which the collecting societies licence on-line use of
music and Universal Music Group has kept up the
pressure by issuing a complaint to the Commission
regarding the societies' anti-competitive practices in

this area.

The Grokster Ruling

Back in June the US Supreme Court overturned earlier
rulings in the MGM v Grokster case. It found that
Grokster and Streamcast, who provide software which
facilitates illegal file sharing, were liable for the copyright
infringements by individual file sharers using their
software. It is now clear that if suppliers of software (or
indeed devices), which facilitate illegal sharing of music,
are shown to have the requisite intent to encourage file
sharing, they may be liable for inducement to infringe
copyright. This was found to be the case with Grokster

and Streamcast, even though they were not aware of
specific infringements by their users and the software (or
device) was shown to be capable of legitimate, non-
infringing uses. The Supreme Court relied in part on
evidence that Grokster and Streamcast had targeted
former users of the old un-licensed Napster service.

The Supreme Court's ruling will bolster the record
companies' morale as their revenues have been badly hit
since illegal downloading became widespread. Subject
to ratification of the judgment by the District Court, the
US music industry will now be able to proceed directly



against the providers of P2P software and not just against
the file sharers themselves. However, the Recording
Industry Association of America (RIAA) has made clear its
resolve to continue its action against individual file
sharers by announcing a further raft of lawsuits in the
aftermath of the judgment.

For an action to succeed against the suppliers of P2P
software in the UK, the rights owners would have to
establish either that a provider of
file-sharing software had authorised
copying by file sharers or that it was

to a "common design" or by
inducing or inciting the infringing
activity). Given that the suppliers of
P2P software generally lack any real
control over how their software is
used, it would arguably be hard for
any claim against them to succeed
at present. However, no doubt the
British Phonographic Industry (BPI),
which represents the interests of the
UK record companies, and the
Music Publishers Association (MPA), which represents
UK music publishers, have been watching US
developments with interest.

BPI -v- MCPS/PRS

As the market for digital music product delivered on-line
and through mobile phones continues to grow across
Europe, all sections of the music industry are vying for as
large a slice of the pie as possible.

On-line music services and mobile phone operators are
lining up with record companies in an ongoing battle with
the collecting societies, who represent the music
publishers and songwriters, over royalty
rates being set for music downloads and
other new uses of music. In the UK, the
BPI has issued Copyright Tribunal
proceedings against the MCPS and PRS
collecting societies. The dispute concerns
what percentage of revenue from on-line
music services should end up in the
pocket of the writers and publishers. At
the moment MCPS charges 8.5% of the
"dealer price" on physical music formats
such as CDs and records. Under
MCPS/PRS' joint on-line licence, covering
Internet transmissions and downloads of
music, they are currently asking for an introductory
royalty rate of 8% of revenues. They are, however, looking
to increase this to 12% in the longer term.

Trouble has been brewing for some time and the BPI has
been joined in its action by the major digital music players
(AOL, Apple iTunes, MusicNet, Napster, Real Networks,
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Sony Connect and Yahoo) and mobile network operators
(02, Orange, T-Mobile and Vodafone) who claim these
rates put on-line retailers at a disadvantage to traditional
retailers. They also claim that the tariff fails to reflect the
fact that not all their revenues are attributable to music
products and services. It remains to be seen whether the
dispute can be settled amicably before the Copyright
Tribunal proceedings get into full swing.

European Gommission's
Recommendations for On-line Royalty
Collection

In October, the European Commission
adopted its recommendations
concerning the collection of on-line
royalties. At present Europe's
performing right and mechanical rights
societies are licensing on-line rights on
a territory by territory basis, following
the demise of the Santiago and
Barcelona Agreements, which for a time
enabled a number of the more
prominent Collecting Societies to licence on-line rights on
a worldwide basis.

European Commissioner Charlie McCreevy has
proposed, by way of a 'soft law instrument’, that rights
owners will be able to choose which collecting society
will represent their on-line interests across Europe. The
recommendations are being phased in and it is hoped
that they will promote competition for members and
make it easier for on-line content users to license
repertoire for use across the Continent. The Commission
has decided that competing for members is a more
effective way forward than forcing the societies to
compete for licensees.

The recommendations do however
throw up issues that the music
industry will need to face. First, in
the race to attract rights owners, a
number of successful societies are
likely to win out and as a result
societies from smaller states may
not be able to compete and could
lose all their on-line income. It
remains to be seen whether
consolidation of societies in the area
of on-line licensing would also be
followed by consolidation of
societies in the areas of traditional
mechanical and performing rights. If that were to happen,
rights owners could be given the same freedom to
choose in relation to their mechanical and performing
rights and that could lead to future royalty collection
across Europe being concentrated amongst a small
number of the larger, more successful societies.
Secondly, the concept of one society being able to grant



international on-line licences cuts across traditional sub-
publishing agreements, which will need to be modified to
carve out on-line rights. Presumably publishers will want
to ensure that the writers whose works they publish
mandate the same society as the publisher to avoid
licensees having to secure licences from more than one
society at potentially different rates.

Another particularly thorny issue is that concerning on-
line royalty rates and how these will be regulated. It is not
clear which authority will oversee the setting of rates.
Different collecting societies currently charge different
rates and copyright tribunals have no jurisdiction beyond
their home states.

Universal Music Group's Complaint to the European
Commission

In response to the recommendations on on-line royalties,
Universal Music Group complained to the European
Commission this October about what it describes as the
anti-competitive way in which the European collecting
societies are setting royalty rates for music downloads. It
has pointed out that the collecting societies operate a
pan-European monopoly and, as a result, the
development of on-line music services 'is being
restricted and distorted". It claims the societies are able
to maintain excessively high royalty rates with 12 % of
retail price typically being charged for on-line uses of
music, whereas for records and CDs rates of between 8%
and 9% of the wholesale price are the norm. We await the
Commission’s response with interest...

Software piracy: what should British
businesses do to avoid breaking the

law?

Over the last 5 years British Companies have been forced to pay out £1.8 million to the Business Software Alliance
(BSA) for unlawful use of software, the industry group revealed earlier this year.

In partnership with the International Data Corporation
(IDC), the BSA conducts an annual review of software
piracy rates around the world. According to their latest
global piracy study published in May 2005, 27% of all the
software installed by British businesses in 2004 was not
paid for. While this figure is dwarfed by piracy rates in

countries like China (90%) and Russia (87 %), it is clear
that UK companies could be doing a far better job of
ensuring that the software they use is legal.

Although the UK has the fifth-lowest piracy rate in the
world, the BSA still considers the level to be
unacceptably high. The group has revealed that
software piracy in the UK costs British and
international software publishers over £1 billion.

The BSA has called on the government to help
tackle the problem, and has emphasised that
action against IP infringement was promised in
the Labour Party's pre-election manifesto. "We
will use our presidency of the EU to look at how
to ensure content creators can protect their
innovations in a digital age," the manifesto
stated. "Piracy is a growing threat and we will
work with industry to protect against it."

Given the BSA's determination to crack down on
piracy and the imminent assumption of the EU
presidency by the UK on 1st July, it is likely to
become more important for companies to fully
comply with the law on software piracy. The
consequences of failing to do so are only likely to
become increasingly serious and costly.

So how can British businesses ensure that their



software is legal? Before that question can be
properly addressed, it is necessary to explain how the
law gives copyright protection to software and what
activities can amount to infringement.

Software copyright

Computer programs and their preparatory design
materials (e.g. source code) are
defined as 'literary works' under
the Copyright, Designs and
Patents Act 1988 (CDPA 1988).
Under the Act, copyright
protection will extend to original
computer programs and
preparatory design materials as
soon as they are recorded, in
writing or otherwise. Various
other elements of computer
programs, such as the graphics
and music used in games, may
also attract copyright protection.

Infringement

Software copyright is capable of being infringed in
several ways, but as far as British businesses are
concerned, the two basic types of infringement are as
follows:

1. Making blatant copies of software without paying
for a licence. This would include saving copies of
programs onto disks or CD
ROMs as well as
downloading illegal copies
of software from the
Internet.

2. Using software outside the
terms of a licence. If a
company has paid for a
licence to use Microsoft
Word on 100 PCs, but in fact
allows it to be used on 150
machines, that is a clear
breach of the software
licence and an infringement
of copyright. It is important
to note that this is an infringement whether the
company intended to allow it to take place, or
whether it simply did not have sufficient internal
controls to monitor and prevent the use on the 50
unlicensed PCs.

So what should companies do to ensure compliance?

Software licensing is easy to overlook if you are not
properly supervising your employees or taking the
time to implement an effective software audit. With
hectic schedules, small companies in particular can
see this as a low priority.

software piracy in the
UK costs British and
international software
publishers over £1
billion

If a company has
engaged in piracy, not
only can the company

itself be criminally liable,
but any directors or
other officers who
consent or turn a blind
eye could be
prosecuted as well.

Software licensing is made far more straightforward if
your IT and HR departments keep comprehensive logs
of users and staff respectively and the consequent
licences required. In addition, effective mechanisms
should be put in place by your IT department to
prevent unauthorised installation of software onto the
company's network.

At the very least, your company
should appoint a 'software asset
manager' who will have overall
responsibility for implementing and
enforcing a company policy on
software licensing. It would be up to
him or her to maintain the
comprehensive log of users and
required licences, and to keep senior
management informed as necessary.

Your company should also centralise

the whole process of purchasing
new software, while rigorously enforcing its ban on
unauthorised installation of new software by
employees. As part of this whole process, a thorough
software audit must also be undertaken. This should
indicate whether your company has software that it
doesn't really need, and should reveal the existence of
any unlicensed software. Needless to say, there is
software available which automates the auditing
process.

It would also be sensible to
consult a lawyer with experience
of software licensing issues. This
is because IT professionals may
not always fully understand the
finer details of what can be
extremely complex licences.

Compliance with proper software
asset management procedures
can, however, be time-consuming
and can require resources which
some businesses can ill afford.
But what is the likelihood of
getting caught with unlicensed
software?

So what is the likelihood of being caught out?

At present, it does not seem to be too easy to be
caught. One way of getting into trouble is if your
company agrees to a request by the BSA to submit to
a voluntary audit, and the BSA finds unlicensed
software.

While the BSA cannot itself compel a company to
submit to an audit, if a software vendor suspects
piracy and has evidence of it, the BSA can apply
considerable pressure on the company concerned to



engage in an audit. If the company refuses, a court
order could be obtained to force an audit to take
place, if the BSA has good evidence.

Another possibility is that an employee (or a
disgruntled former employee) may become aware of
deliberate piracy and may decide to blow the whistle.
One reasonably strong incentive for an employee to
do this is the reward of up to £10,000 offered by the
BSA for information on piracy.

It should always be borne in mind that software
piracy can constitute a criminal offence under the
CDPA 1988. If a company has engaged in piracy, not
only can the company itself be criminally liable, but
any directors or other officers who consent or turn a
blind eye to the piracy could be prosecuted as well.

Conclusion

The chances of being caught could very well arise if
and when the government follows through on its
manifesto promises to take a tougher stance against
piracy. In addition, vendors such as Microsoft are
vigorously tightening up their registration systems
and other anti-piracy measures.

It may be costly and time-consuming to ensure full
and proper compliance, but given that the
government and the BSA are likely to take a tougher
line, and given the possibility of criminal convictions
for companies and their directors, it is prudent for
businesses to start engaging with the issue of
software asset management, if they have not yet
done so.
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This newsletter is designed to provide a summary of the
subject matter. It does not purport to be comprehensive
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