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|. Supreme Court Split Decision in Costco
Gray Market Copyright Case

/

II.SEC Proposes New Rules on Required /
Disclosure of “Conflict Minerals”

|. An evenly divided Supreme Court upheld a fedepaleals court’s decision that the Swatch Group’s
Omega division could prevent Costco Wholesale freselling imported copyrighted luxury watches at
discounted prices.

The watches originally were sold by Omega to autledrdistributors in Egypt and Paraguay. Eventual-
ly, Costco purchased the watches from a third-parporter and then sold the watches well below the
suggested retail price for sale in the United Statemega sued Costco for copyright infringemdidga
ing that the discounted sales violated the copyeidi©omega globe design on the back of the watd¢te T
Ninth Circuit Court of Appeals agreed, holding thia authorized foreign sale did not exhaust t& U.
copyright.

Under the Copyright Act’s “first-sale” doctrine glowner of a copy that was “lawfully made” may tese
that good without approval by the copyright owrmrt the appellate court held that the Omega watches
were not subject to the first sale doctrine becalieg were not lawfully made because they were not
made in the United States. Previously, the Supi@met has held that U.S.-made copyrighted goods
sold overseas are subject to the first sale decamd copyright holders cannot block those goauis fr
being brought back into the United States througgwthorized channels, but had not ruled on goods
made overseas.

U.S. Customs also has taken the position thatas et have the authority to prevent the impontatib
“gray market” goods, which were lawfully made bampiorted for distribution in the U.S. by a partyeth
than a licensed distributor. This position wilkmbange as a result of the Costco decision, bytbea
affected by future litigation.

Because it was a split 4-4 decision, the case doeset a national precedent, but may be an indicaf
how the court will rule in the future if presentedh similar facts. Justice Elena Kagan recusaddie

from this case because she had filed a brief dsi®olGeneral, urging the lower court not to h€arst-

co’s appeal. If you have any questions on howdage or future litigation may affect your products

please contact us.
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II. The Securities and Exchange Commission has issopd$ed regulations, as mandated by the Dodd-
Frank Act, to require new reporting disclosuresgdablic companies regarding the use of conflicterafs
originating in the Democratic Republic of the Corggaan adjoining country (“DRC countries”). Undke
new rules, public companies that file reports wiita SEC under the Exchange Act would be required to
disclose annually whether they use conflict mirethat are “necessary to the functionality or pabidun”

of products that they manufacture or contract tonla@ufactured. Conflict minerals are generallyahm,
tin, gold, and tungsten, and are used in a wideetyaof products, including jewelry, electronicsiget en-
gines. Although public companies are the subjéth@new reporting requirement, it may have aifign
cant impact on all companies in their supply chains

A reporting public company would be considerededdontracting to manufacture” a product if:
+ It has any influence over the product’s manufaowri

+ It offers a generic product under its own brand eama separate brand name, provided the reporting
public company has contracted to have the prodaciufactured specifically for itself, regardless of
whether the company has no influence over the nagtwfing specifications of the product

The proposed rules have specific requirementssguimg a Conflict Minerals Report, indicating whestr
not the minerals are sourced in the DRC countaied,describing the measures taken to exerciseitiue d
gence on the source and chain of custody of théictominerals, including a certified independemnivpte
sector audit of the Report. The report must alstude a description of any products manufactunecon-
tracted to be manufactured that are not “DRC coifitee,” the facilities used to process the cahfhiner-
als, the conflict minerals’ country of origin, atite efforts to determine the mine or location agjior with
the greatest possible specificity.

The Commission is seeking public comments on tbpgsed rules by January 31, 2011. The Dodd-Frank
Act requires implementation of regulations by A@@11.

If you have any concerns regarding the use of @minmflinerals or about the importation of produaibjsect
to intellectual property rights, please contact B@shira atdshira@spcblaw.comr Gail Cuminsat
gcumins@spcblaw.comr call us at 212-425-0055.




