FEATURE

Termination of Music Copyright Transfers: The
Renegotiation Reality

By Kenneth Abdo, Timothy Matson, and Jacob Abdo

Share this:

f ¥ in

Published in Landslide Vol. 11 No.2, ©2018 by the American Bar Association. Reproduced with permission. All
rights reserved. This information or any portion thereof may not be copied or disseminated in any form or by
any means or stored in an electronic database or retrieval system without the express written consent of the
American Bar Association.

The termination right creates a method for authors to recapture valuable copyrights in both musical
compositions (songwriting) and sound recordings (recordings of performances of compositions).! Congress
created the termination right to safeguard authors against “unremunerative transfers. .. resulting in part from
the impossibility of determining a work’s value until it has been exploited.” The termination right is absolute
and inalienable.? It empowers recording artists and songwriters to regain control of their works and either
renegotiate agreements on more equitable terms or enter into new agreements.
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For example, when a promising young musician granted copyright interests to a record or publishing company
in 1978, the actual value of the yet unexploited or to-be-created works were unknown, and the author had
limited leverage in negotiations. In later years, the true value of works became clear. There are many stories of
unknown—sometimes teenaged—artists who signed deals under terms that limited record and publishing
companies’ financial risk while maximizing their reward for the duration of copyright (which now extends 70
years from the life of the author). The termination right mitigates this inequitable outcome by giving artists an
opportunity to renegotiate their earliest agreements.

This article begins with a review of the statutory provisions governing the termination right. It then discusses
limitations to the termination right in the context of recent judicial decisions. It concludes that as more works
age into termination, the right will serve an important role in recapturing transferred value. Although the
authors seek to accurately distill developments in this area of law, they are primarily artist advocates with a point
of view that is evident in and between the lines.

Music Copyrights and Termination of Transfers

The US. Copyright Act permits authors—or, if deceased, their surviving spouses, children, or grandchildren (or
their executors, administrators, personal representatives, or trustees)—to terminate grants of transfer or licenses
“notwithstanding any agreement to the contrary.* Grants executed prior to January 1, 1978, are governed under
17 USC. § 304. Grants executed on or after January 1, 1978, are governed under 17 USC. § 203.

Grants Executed prior to January 1, 1978

Section 304 of the Copyright Act governs “the exclusive or nonexclusive grant of a transfer or license of the
renewal copyright or any right under it, executed before January 1, 1978 Notice of termination “may be effected
at any time during a period of five years beginning at the end of fifty-six years from the date the copyright was
originally secured, or beginning on January 1, 1978, whichever is later”® Termination is “effected by serving an
advance notice in writing upon the grantee or the grantee’s successor in title”” The notice must state the
effective date of the termination, which will fall within the five-year period specified above or, in the case of
copyrights that have expired on or before the effective date of the Sonny Bono Copyright Term Extension Act,®
within the five-year period specified in that amendment with the notice served not less than or more than 10
years before the effective date of termination under that amendment.” A copy of the notice must be recorded in
the Copyright Office before the effective date of termination as a condition to its taking effect.” Termination of
the transfer “may be effected notwithstanding any agreement to the contrary, including an agreement to make a
will or to make any future grant™"!

Because of the foregoing, the effective date of the termination of a transfer of copyright originally secured, for
example, on January 1, 1960, is January 1, 2016. Notice for such a transfer must be served on or before January 1,
2014, to take advantage of the 56-year reversion term. If not filed before January 1, 2014, a five-year cure period
allows for a termination to be served and filed on or before January 1, 2019, with a latest effective date of
termination of January 1, 2021.



Grants Executed on or after January 1,1978

Section 203 of the Copyright Act governs “the exclusive or nonexclusive grant of a transfer or license of
copyright or of any right under a copyright, executed by the author on or after January 1,1978"> Notices of
termination may be served no earlier than 25 years after the execution of the grant or, if the grant covers the
right of publication, no earlier than 30 years after the execution of the grant or 25 years after publication under
the grant, whichever comes first."” Termination of a grant cannot be effective until 35 years after the execution of
the grant or, if the grant covers the right of publication, no earlier than 40 years after the execution of the grant
or 35 years after publication under the grant, whichever comes first.* Notice of termination under § 203 must
state the effective date of termination, and the notice shall be served not less than two or more than 10 years
before the effective date of termination.” A copy of the notice must be recorded in the Copyright Office before
the effective date of termination as a condition to its taking effect.'® Termination of the transfer may be effected

notwithstanding any agreement to the contrary, including an agreement to make a will or a future grant.”

Because of the foregoing, the effective date of the termination of a transfer executed, for example, on January 1,
1979, is January 1, 2014. The window in which an author (or his or her statutory successors) may serve a notice of
termination of transfer is between January 1, 2004 (or 10 years before the effective date of termination) and
January 1, 2012 (or two years before the effective date of termination). The five-year cure period allows for a
termination to be served and filed on or before January 1, 2017, with a latest effective date of termination of
January 1, 2019.

Limitations
Works Made for Hire

Works made for hire are expressly excluded from the termination right."® As such, record companies generally
and music publishing companies occasionally raise the “work made for hire” defense (such as it is). The
Copyright Act defines a work made for hire as:

(1) awork prepared by an employee within the scope of his or her employment; or

(2) awork specially ordered or commissioned for use as a contribution to a collective work, as a part of
a motion picture or other audiovisual work, as a translation, as a supplementary work, as a
compilation, as an instructional text, as a test, as answer material for a test, or as an atlas, if the parties
expressly agree in a written instrument signed by them that the work shall be considered a work made

for hire.”

The challenging party may avail itself of either or both statutory avenues to establish that a work is made for
hire.

Employer-Employee



In Community for Creative Non-Violence v. Reid,*° the Supreme Court addressed the employer-employee
relationship vis-a-vis the work made for hire doctrine. The Court looked to the common law principles of
agency and synthesized a 12-factor test.”! Factors include:

[1] the skill required; [2] the source of the instrumentalities and tools; [3] the location of the work; [4] the
duration of the relationship between the parties; [5] whether the hiring party has the right to assign
additional projects to the hired party; [6] the extent of the hired party’s discretion over when and how
long to work; [7] the method of payment; [8] the hired party’s role in hiring and paying assistants; [9]
whether the work is part of the regular business of the hiring party; [10] whether the hiring party is in
business; [11] the provision of employee benefits; and [12] the tax treatment of the hired party.>

No one factor is dispositive.** Nor is the talismanic incantation of “work made for hire” decisive.>* The inquiry is
fact-specific and must be applied on a case-by-case basis.>> Central to the inquiry is “the hiring party’s right to
control the manner and means by which the product is accomplished.”° The federal circuits have provided
substantial judicial gloss in the years following Reid*’

Record labels often claim that recording artists are employees and their creative works are prepared within the
scope of their employment. This position is suspect under Reid. For example, recording artists exercise a high
degree of skill and expertise in the creation of their works. The most valued musical instrument is the human
voice, a tool not provided by a record company. Much, if not all, of the costs incurred by recording companies
are recoupable advances that artists must repay. Artists often select musicians, producers, and other creative
talents involved in the recording process. Finally, many recording agreements contain language expressly
disclaiming an employer-employee relationship.”®

Independent Contractor
The Copyright Act affords a second means of establishing that a work is made for hire. An independent

contractor’s creative expression is a work made for hire if: (1) the work was specially ordered or commissioned,
(2) it falls within one of the nine categories enumerated in the Copyright Act.”” and (3) the parties entered into a
qualifying written agreement.° It is doubtful that record companies can satisfy this test. First, record companies
rarely specially order or commission works.

Second, albums are not an enumerated class of works under the Copyright Act’s definition of works made for
hire. In an attempt to fight on, record companies point to Bryant v. Media Right Productions, Inc.*' Bryant states
in dicta that materials sold as part of a compilation, such as songs on an album, ordinarily are not deemed
separate works for the purpose of determining statutory damages.* The Second Circuit, however, snapped this
slender reed in EMI Christian Music Group, Inc. v. MP3tunes, LLC:** The Second Circuit held: “{W]hen a copyright
holder or publisher issues material on an independent basis, the law permits a statutory damages award for
each individual work. In other words, our ‘focus|] [is] on whether the plaintiff—the copyright holder—issued its
works separately, or together as a unit. ** Under EMI, the vast majority of albums cannot be classified as
compilations.



Third, the existence of a qualifying agreement must be determined on a case-by-case basis.
Vesting

The termination right vests upon effective notice to successors in interest.” If the author gives timely notice but
dies prior to the effective termination date, the author’s estate takes the reversion interest.”° If the termination
right fails to vest during the authors life, it falls to the author’s “statutory successors. If the termination right is
not exercised, it is lost.

38 the Southern District of New York held invalid an

In Artists Rights Enforcement Corp. v. Estate of King,
agreement to transfer copyrights entered into before the author’s termination right vested. On July 31, 2014,
Benjamin Earl King p.k.a. Ben E. King executed a sale agreement with Artists Rights Enforcement Corp. (AREC)
to sell his coauthor interest in “Stand By Me” and “There Goes My Baby.* In August and September of 2014, King
served termination notice on Sony/ATV Tunes, LLC. King passed away on April 30, 2015. AREC filed suit seeking
a declaratory judgment that “the [sale agreement] continue in full force and effect.*° King's family motioned to
dismiss. The court found for the King family on the grounds that “the promise of future rights contained in the
Sale Agreement predated the effective dates of the Termination Notices* Accordingly, the contract was held

“invalid on its face.** Simply put, you cannot sell what has not vested.

Choice of Law

It is an open debate whether a foreign choice of law provision will extinguish the termination right. In Stillwater
Ltd. v. Basilotta, ™ the Central District of California was presented with a contract containing a UK. choice of law
provision. The court declined to resolve the choice of law issue given the case’s posture.** Nevertheless, it
acknowledged the choice of law provision was of importance.

A reverse scenario arose in Ennio Morricone Music Inc. v. Bixio Music Group Ltd.* In Ennio, the Southern
District of New York applied Italian copyright law to determine whether works created in Italy and granted to a
US. company enjoyed termination rights. Acknowledging that Italian copyright law did not recognize the work
made for hire doctrine, the court imported the Italian concept of “‘commissioned works” as a legal proxy.*® The
court found that the compositions were commissioned and thus not amenable to termination.*’

Renegotiating Pre-January 1, 1978, Grants Post-December 31, 1977

Whether the termination right is extinguished when a pre-January 1, 1978, grant is renegotiated post-December
31,1977, is an evolving area of law. Section 304(c)(5) states that “[t]ermination of the grant may be effected
notwithstanding any agreement to the contrary*® Commentators argue that the language “notwithstanding any
agreement to the contrary” disallows post-1977 renegotiations to extinguish termination rights.*” Courts have
been less forgiving.”” Case law generally holds that § 304(c) termination rights are extinguished when a post-
1977 agreement effectively revokes a pre-1978 grant.” State contract law principles determine whether the pre-
1978 grant was effectively revoked.”



The Sixth Circuit deviated from this treatment in Brumley v. Albert E. Brumley & Sons.>> In Brumley, the Sixth
Circuit held “unofficial” termination agreements do not extinguish authors’ termination rights.>* The court gave
weight to the fact that the agreement at issue: (1) did not contain an effective termination date, (2) was not
recorded with the Copyright Office, and (3) did not explicitly discuss termination.> Brumley does not foreclose
the possibility that parties can contract around § 304(c), rather it articulates reasonable standards that comport
with the letter and spirit of the termination right.

Practical Realities

Though there are disputes over the interpretation and application of §§ 304 and 203, they were promulgated
for a reason: to lessen the inequitable consequences of an imperfect and evolving music marketplace. At a
minimum, authors with good claims should be in a position to engage in renegotiations with record and
publishing companies to improve the terms of their contracts. Such renegotiations may include improved
royalty rates, an advance of significant money that may or may not be secured (recoupable) against royalties, an
actual reversion in exchange for an exclusive license, a regrant of copyright in exchange for improved terms, etc.
The process is creative and unique to each artist’s circumstances. The parties respective leverage will also
depend on the precise language in the contract governing the grant of rights.

The incentives for music creators to avail themselves of this empowerment hinges on practical considerations.
The cost of litigation may be worthwhile to artists with valuable copyright interests. These artists also have the
greatest leverage in a renegotiation scenario. Companies do not want to lose productive copyrights and usually
will prefer a successful renegotiation of an existing contract to expensive and unpredictable litigation. Artists
know that well-funded companies have a lot to lose by an unfavorable judicial decision and will fund their
position accordingly. Artists of lesser means may not want to waste money in risky litigation where they will be
financially outgunned.

The result of a successfully reverted copyright is not the end of the matter. To preserve the exploitation value of
the copyrights, someone must promote, administer, and shepherd these rights. Otherwise, they diminish in
value. Most artists and their immediate advisers, such as managers, accountants, agents, lawyers, and family, are
not equipped for this task. This is precisely why record and publishing companies exist. Unless the artist is
extremely upset with the company, moving his or her catalog to yet another company after an expensive legal
proceeding in order to make a deal that the existing company might otherwise agree to removes the incentive
to fight. For the most popular catalogs, there are only a few so-called “major” label recording and publishing
companies with a worldwide reach and the strength to exploit them. If an artist is already signed to such a
company, or even an established smaller independent label, the disruption is just not worth it.

As the baby boomer generation of artists continue to pass on, the termination right has become a valuable
consideration for estate planning. In the interest of leaving the benefit of productive assets to heirs, an artist may
be content keeping the copyright with an established company that sends checks to the heirs or trustee rather
than to leave fragmented copyright interests to heirs whether in a structured estate plan or as an unfortunate
result of dying intestate.



Conclusion

The reality is that recorded music consumption has evolved from an own-it to a rent-it model. Though revenues
from music streaming subscription services (e.g., Spotify, Pandora, etc.) are escalating, it is far from the revenues
earned by artists and companies in the heyday of the sale of physical products (i.e., vinyl, cassettes, and CDs). So-
called “heritage” or “legacy” artists have experienced precipitous declines in revenues as audiences have already
purchased their music over the years and in differing physical configurations.

Ultimately, most music creators just want fair financial treatment and continued support for their works.
Termination jurisprudence, often circumscribed by the particular facts of a case, have not resolved many of the
most pressing issues. The Copyright Act itself is becoming outdated in the face of the digital music revolution.
Nevertheless, the framework it has established for copyright terminations encourages negotiated settlements.
As windows for termination continue to open for iconic music works, it is likely that more artists will pursue
termination cases against record and publishing companies.
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