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CORPORATE DISCLOSURE STATEMENT
Pursuant to Federal Rule of Appellate Procedure 26.1, Appellants certify as

follows:

Appellants 1401 West Goodale, LLC, 999 Kinnear, LLC, Anaid Holdings,
LLC, Bookeagle.com, LLC, Mandolin Imports, LLC, Oliveford Limited, GEKR
Holdings, LLC, K12 Book Services, Inc. (f/k/a/ K12 Book Source, Inc.), SPL
Management, LLC, and SRockPaper Imports, Inc. certify that they are privately held
companies. They have no parent corporations, and no publicly held corporation
owns 10% or more of each entity’s stock.

Appellant RW Europe, Inc. certifies that it is wholly owned by GEKR
Holdings, LL.C, which is privately held as described above.

Appellant Robert William Holdings, LLC certifies that it has as owners
Appellants GEKR Holdings, LLC, SPL Management LLC, and RW Europe, Inc.,
which are owned as described above.

Appellant Book Dog Books LLC (OH) certifies that it is owned by Appellants
GEKR Holdings, LLC and Robert William Holdings LLC, which are owned as
described above.

Appellants Cal Text Books, Inc., Robert William Intermediate Holdings,

LLC, and Robert William Intermediate Holdings Doppelganger, LLC, certify that
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they are wholly owned by Appellant Robert William Holdings, LLC, which is owned
as described above.

Appellant Academico CentroAmericano, S.A. certifies that it is owned by
Appellants RW Europe, Inc. and Robert William Holdings, LLC, which are owned
as described above.

Appellant Robert William Management, LLC certifies that it is owned by
Appellants Robert William Intermediate Holdings Doppelganger, LLC and Robert
William Intermediate Holdings LLC, which are owned as described above.

Appellants Apex Commerce, Inc. and Bookstores.com LLC certify that they
are owned by Appellant Book Dog Books LLC (OH), which is owned as described
above.

Appellants Apex Media LLC, Book Dog Books, LLC (FL), Books for Coco,

LLC, and Apex Commerce, LLC have been dissolved.
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INTRODUCTION

Plaintiffs are four large publishers whose products—new textbooks—
compete with the used books of secondary booksellers like Defendants. This case
involves a problem that plagues every bookseller on the secondary market: As
Plaintiffs concede, it is simply “impossible for textbook distributors” to prevent
counterfeit books from making their way into the bookseller’s inventory. A551:22-
AS552:2. Distributing counterfeits, however, is a strict liability offense. Infringement
suits thus enable publishers to demolish any successful secondary bookseller—if the
publishers can achieve a devastatingly large verdict. That, in turn, depends on how
far they can stretch their proof.

Here, the district court permitted it to stretch far beyond the permissible line.
Plaintiffs successfully stacked inference upon innuendo to paint Defendants as bad
actors who simply must have distributed additional counterfeits. The predictable
consequence was a runaway $34 million verdict—an award over three times larger
than Defendants’ total annual profits, based on less than one quarter of one percent
of their total distributions over the relevant period.

The court’s fundamental error was allowing Plaintiffs to prove their case
through speculation and conjecture, then sustaining a verdict based on circumstantial
evidence too attenuated to support liability. Indeed, the magistrate judge recognized

the paucity of evidence at summary judgment, recommending dismissal of most of
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Plaintiffs’ case.

The district court rejected that recommendation. It then compounded its error
by forcing Defendants to fight Plaintiffs’ circumstantial evidence one-handed. The
court allowed Plaintiffs to repeatedly tell the jury that Defendants had been “caught,
sued, and settled” for counterfeit distribution based on a 2008 settlement. Yet the
district court forbade Defendants from telling the jury that it settled the publishers’
earlier counterfeiting claims for a mere $7,000—a nuisance value settlement if ever
one existed. Defendants were thus barred from countering a centerpiece of Plaintiffs’
case for liability and exorbitant damages.

The resulting award bears no relation to Plaintiffs’ lost revenues, Defendants’
profits, or the numerous anti-counterfeiting measures that Defendants diligently
instituted in the past several years. The award is unfounded and unconstitutional. It
1s entirely disproportionate to the conduct’s reprehensibility and eclipses many times
any reasonable assessment of actual harm. Yet to Defendants, even a relatively
modest tempering will mean the difference between survival and insolvency.

At bottom, liability and exorbitant damages resulted from the district court
failing to properly police the boundaries of proof. Such tenuous evidentiary strains

cannot justify bankrupting Defendants. The verdict should not stand.
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JURISDICTIONAL STATEMENT

The district court had subject matter jurisdiction under 28 U.S.C. § 1331 over
Plaintiffs’ claims under the Copyright Act and the Lanham Act, and it had
supplemental jurisdiction under 28 U.S.C. § 1367 over Plaintiffs’ breach-of-contract
claim. After a jury trial, the court entered final judgment, disposing of all claims, on
August 17, 2018. A192-A202. Defendants timely appealed September 13, 2018.
A204-A211. This Court has jurisdiction under 28 U.S.C. § 1291.

ISSUES PRESENTED

1. Whether the Court should award Defendants judgment as a matter of law
or order a new trial regarding copyright and trademark infringement of 105 titles
based on insufficient evidence.

2. Whether the Court should award Defendants judgment as a matter of law
or order a new trial regarding willfulness based on insufficient evidence.

3. Whether the Court should order a new trial based on any or all of the district
court’s rulings that:

a. Excluded the amount of the 2008 settlement between Plaintiffs and
Defendants.

b. Admitted the cease-and-desist letters sent by Plaintiffs’ counsel in
mid-2017.

c. Admitted certain portions of Plaintiffs’ “roadmap” (PX-13 (A212-
482) that did not provide an accurate summary of admissible evidence.

4. Whether the Court should order remittitur of the statutory-damages award
or order a new trial on damages; or alternatively, whether the Court should vacate
the award for violating Defendants’ due-process rights.

5. Whether the Copyright Act preempts Plaintiffs’ breach-of-contract claim.
3
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STATEMENT OF THE CASE

I. Local Rule 28.1 Statement

This case involves claims for copyright and trademark infringement and a
related claim for breach of contract based on an agreement to refrain from
committing or assisting copyright and trademark infringement. After a jury trial, the
district court (Judge Pauley) denied Defendants-Appellants’ motions for judgment
as a matter of law, new trial, and remittitur, and entered final judgment for Plaintiffs-
Appellees for $34,200,000.00 in statutory damages, plus $4,137,081.70 in attorneys’
fees and $694,096.29 in costs. The district court’s opinion is reported at 327 F. Supp.
3d 606.
II. Factual Background

A.  The Parties

Plaintiffs are four large publishing companies. Together they took in over $10
billion in 2016.! Defendants are secondary booksellers and their owner Phillip

Smyres. Defendants’ average annual revenue from 2008-2012 was approximately

$52 million. A649:23-25.

! See Pearson PLC 2018 20-F, at 6 (available at
https://www.sec.gov/Archives/edgar/data/938323/000119312518106891/d525147d
20f.htm); McGraw-Hill Education, Inc. 2017 10-K, at 76 (available at
https://investors.mheducation.com/financial-information/annual-reports/default.
aspx); John Wiley & Sons, Inc. 2017 10-K, at 65 (available at
https://www.wiley.com/en-us/investors); Cengage Learning Holdings II, Inc. 2017
10-K, at 37 (available at https://www.cengage.com/investor/).

4
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Smyres started selling textbooks in 1992, A656:1-2, and opened his first
bookstore in September 1994, A657:10-11. His revenue from that first season of
textbooks in fall 1994 was $15,000. A658:1-3.

Smyres’ business gradually became a major player in the secondary textbook
market. As of 2017, Defendants were selling and renting roughly 2.5 million books
per year. A732:19-24. Defendants sell to individual buyers like students as well as
large distributors like Follett and Chegg.

B.  The Publishers’ Hostility Toward Secondary Booksellers

Between January 2006 and July 2016, the prices for college textbooks
exploded, increasing at over four times the rate of inflation.? Affordable alternatives
are few. One option is to buy a textbook printed overseas, as those textbooks often
sell at cheaper prices. E.g., Trial Tr. 1193:9-11; 1321:1-4. Those imports, however,
hurt publishers’ profits, so they long sought to eliminate that practice by arguing it
infringed their copyrights. Cf. Kirtsaeng v. John Wiley & Sons, Inc., 568 U.S. 519,
557-558 (2013). In Kirtsaeng, the Supreme Court disagreed, holding that the “first

sale” doctrine applies to works lawfully made abroad. Id. at 525.

2 See https://www.bls.gov/opub/ted/2016/college-tuition-and-fees-increase-63-

percent-since-january-2006.htm; http://www.aei.org/publication/chart-of-the-day-
the-astronomical-rise-in-college-textbook-prices-vs-consumer-prices-and-
recreational-books/.

5
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Students also may obtain relief from exorbitant textbook prices by buying
used copies. But Plaintiffs dislike this option, too—the sale of used books hurts their
revenues. A547:8-A548:12. The publishers, however, have no colorable argument
that selling used books is illegal. So they sue for counterfeiting, hoping to drive
secondary booksellers out of business.

Counterfeiting in the textbook industry arose in the early-mid 2000s.
A759:19-21. High-quality digital printing caused ‘“a measured upswing in
counterfeits,” A741:5-10, and Plaintiffs admit that some look so authentic it can be
“impossible for textbook distributors” to catch, A551:22-A552:2; see A585:13-
AS586:6 (admitting that even authentic copies of the same title can look different in
several ways). Plaintiffs have nonetheless filed numerous actions over the years
against booksellers, accusing them of distributing counterfeits. For instance,
Cengage sued Follett despite considering Follett “a legitimate book seller.”
A803:16-A804:14.

C. Previous Lawsuit, Settlement, And Pre-Trial Procedural History

Like other major used-book sellers, Defendants found themselves in the
publishers’ cross-hairs in 2007, when Plaintiffs first sued Defendants. Plaintiffs
alleged Defendants had (1) imported legitimate textbooks printed abroad; and (2)
distributed counterfeit copies of textbooks in violation of the copyright and

trademark laws. That lawsuit settled in 2008 for $150,000. A488-489. The
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settlement allocated $143,000 to the importation claims and $7,000 to the counterfeit
distribution claims. A488-489. It disclaimed any ‘“admission of liability or fault.”
A488.

In the settlement, Plaintiffs and Defendants each undertook various
obligations. Defendants agreed not to import textbooks or to distribute or assist in
the distribution of counterfeits; and agreed to allow Plaintiffs to inspect their
warehouses and to disclose the sources of any previously obtained counterfeits and
sources who had supplied over 200 works, regardless of authenticity. A490-492.
Plaintiffs agreed to assist Defendants’ anti-counterfeiting efforts by identifying
suppliers of counterfeits (unless notification would “interfere with” an investigation)
and to revise the agreement should the Supreme Court rule that textbook importation
was legal (as it did in Kirtsaeng). A492-494. Plaintiffs never notified Defendants of
any sources of counterfeit works, inspected Defendants’ warehouses, or modified
the agreement (despite Kirtsaeng). Trial Tr. 383:6-385:3.

In 2013, Plaintiffs sued Defendants again—the first of two actions that were
consolidated for trial and form the basis for this appeal. John Wiley & Sons, Inc. v.
Book Dog Books, LLC, No. 13 Civ. 0816 (WHP) (GWGQG) (S.D.N.Y.) (“BDB I’).
Plaintiffs alleged Defendants had distributed counterfeit copies of 140 different
college textbooks, and asserted claims for copyright infringement, trademark

infringement, and breach of the settlement. BDB I Dkt. 263.
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Post-discovery, Defendants moved for summary judgment, arguing that
Plaintiffs had failed to identify evidence they had distributed counterfeit copies of
many of the titles identified in BDB I. BDB I Dkt. 207. The magistrate judge agreed
and recommended summary judgment for 117 of the 140 works. The magistrate held
that no reasonable jury could conclude that Plaintiffs had proven distribution. 2015
WL 5724915 (S.D.N.Y. Sept. 30, 2015). The fundamental flaw in Plaintiffs’ case
was that they could not link Defendants to the distribution of any counterfeit copy.
The “failure to show a distribution of a ‘particular’ counterfeit book is fatal to
plaintiffs’ claims. The copyright statute does not contemplate a claim that a
defendant at some point engaged in copyright infringement as to some work.” Id., at
*14.

On review, the district court declined to adopt the recommendation. 2016 WL
11468565 (S.D.N.Y. Mar. 29, 2016). It held that Plaintiffs’ general circumstantial
evidence like “purchases from suppliers accused of dealing in counterfeit textbooks™
and “failure to keep accurate records” would allow a reasonable jury to infer liability.
Id., at *5. The court permitted trial on all of the titles in BDB 1.

Six months later, Plaintiffs filed an additional action against other companies
owned by Smyres—the second of two actions consolidated for trial and underlying

this appeal. Cengage Learning, Inc. v. Book Dog Books, LLC, No. 16 Civ. 7123
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(WHP) (GWG) (S.D.N.Y.) (“BDB IT"). This suit accused Defendants of distributing
21 additional counterfeit titles.

Over Defendants’ objection, BDB I and BDB II were consolidated for trial.

D. Trial Evidence And Additional Procedural History

For most of the 161 titles at issue, Plaintiffs lacked any direct evidence of
copyright infringement. They instead asked the jury to infer liability from
circumstantial evidence: Defendants’ sources of books, what Plaintiffs called
Defendants’ lax inspection processes, and the existence of counterfeit books either
in Defendants’ inventory or the inventories of third parties with whom Defendants
did business, like other booksellers who bought from Defendants. The trial focused
on those issues.

1. Defendants sourced books from multiple outlets: Plaintiffs themselves,
distributors that even Plaintiffs called legitimate (e.g., Chegg and Follett), individual
sellers (e.g., students and others selling their texts to Defendants through
Defendants’ websites or an Amazon.com portal), and wholesalers. Plaintiffs painted
three sources as most problematic: a wholesaler from Thailand called Best Books
World (“BBW?”), a domestic wholesaler called the Blackerbys (two brothers who
also did business under other names), and Amazon buybacks (because many books

bought from Amazon never physically passed through Defendants’ warehouse).
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Defendants’ recordkeeping did not always make clear which source supplied,
or which customer purchased, certain books. E.g., A707:5-7 (Smyres email
explaining that he could not provide additional invoices for one supplier because
Smyres “often operate[s] using lists generated by pen and paper”).

Best Books World. Defendants began buying from BBW in 2006 and placed
several orders over the years. In mid-late 2008, Defendants determined that one of
BBW’s shipments contained counterfeits; they sought to return the entire shipment
upon refund. A588:21-589:20.° In September 2008, Defendants disclosed to
Plaintiffs that BBW had supplied “most if not all” the counterfeits. A558:16-20.

Over a year later, Defendants resumed buying from BBW. Smyres explained
that he thought textbook counterfeiting had “cleared out” because Defendants
“hadn’t heard anything about the counterfeits from the publisher[s].” A672:10-19.
To be cautious, Defendants still inspected “all” BBW books “every time they came
in.” A675:21-24. Smyres also received an email from his contact there
“guarantee[ing]” that BBW books do “[n]o[t] violate any law [or] rule.” A483.*

In April 2011, Defendants stopped buying from BBW out of an abundance of

caution, as they had heard that counterfeits generally “had come back into the market

and we had to be even more careful.” A678:12-A679:4. Indeed, when Defendants

3 Defendants returned fewer books than were purchased. A593:19-A594:13.
* Smyres never met his contact in person, despite many attempts.

10
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detected counterfeits from a different supplier, rather than sitting on their hands, they
re-doubled efforts to inspect BBW books, too. A607:12-18; A677:3-7.

The Blackerbys. Defendants began buying from the Blackerbys in 2008.
A597:2-6. Although Smyres knew they sourced books from overseas, he thought
their books were legitimate because Follett annually purchased roughly $7100 million
of books from them. A680:4-7, 20-24.

In February 2011, after one of Defendants’ customers returned some books he
suspected as counterfeit, Defendants discovered the Blackerbys had supplied
Defendants some counterfeits. A601:14-21. Defendants notified the Blackerbys,
who promised in the future they would compare incoming books to “a valid
publisher copy” to ensure authenticity. AS507; see A685:8-21. Satisfied the
Blackerbys took the issue seriously, Defendants ordered more books. Unbeknownst
to Defendants, the Blackerbys had lied about comparing books to a publisher copy—
they never instituted that program. A750:20-25. In mid-2011, Defendants diligently
inspected a shipment from the Blackerbys and found counterfeits. A610:21-
A611:12. Defendants stopped buying from the Blackerbys by the beginning of 2012

(i.e., before this litigation began). A688:6-12.°

> Before buying, Smyres did not check whether the Blackerbys had been sued for
distributing counterfeits. A598:4-6.

® During 2011, the bookseller Follett accused Defendants of selling Follett
counterfeits and closed Defendants’ accounts. A768:4-6. In May 2011, MBS
Textbook Source, another bookseller, suspected that Defendants might be supplying
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Other sellers. Defendants also buy many books from other sellers, including
through their own online portals and via Amazon.com. Defendants never see some
books bought and sold through Amazon because the physical copy only passes
through a warehouse owned (or affiliated with) Amazon. A723:3-8. Defendants rely
on Amazon to ensure that sellers are legitimate. A646:2-4. For their own websites,
Defendants rely mainly on the process that banks and PayPal have for authenticating
people. E.g., A643:9-12.

2. At trial, Plaintiffs highlighted that Defendants had destroyed some
counterfeit books in 2011 and 2012. Although Smyres testified he had the books
destroyed so they would not “accidentally get sold,” A691:7-14, Plaintiffs argued
that Smyres was trying to destroy evidence. Plaintiffs seized on testimony of
Defendants’ employee that “fear of lawsuit” prompted the destruction, A813:20-21,
even though this same employee took a picture as proof the books had been
destroyed rather than distributed, A617:8-15; A692:9-11.7 Defendants could not
supply records regarding which books were destroyed and didn’t notify Plaintiffs.

A613:11-12; A619:13-18.3

counterfeits, but never stopped doing business with Defendants and ultimately
determined that Defendants were not selling counterfeits. A778:19-A779:6.

7 Were Defendants truly attempting something nefarious like eliminating evidence,
maintaining proof of their illicit act would be a bizarre tactic.

8 This destruction led the court to instruct the jury that it “may consider defendants’
document destruction practices and their failure to retain records regarding those

12
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3. The trial also covered Defendants’ processes for inspecting books for
authenticity. These procedures have improved over time, as Defendants learned
better ways to identify counterfeits. Although Plaintiffs were quick to sue
Defendants as far back as 2007, they did little to help Defendants prevent the issue
from recurring—they never told Defendants “anything about how to identify a
counterfeit book.” A662:19-21.

In fact, Smyres didn’t even know that counterfeit textbooks existed until late
2007 through a contact at Follett. A661:4-10. Around the same time, another
distributor, MBS, told Defendants some tips to catch counterfeits. A662:22-25.
Lacking better advice from Plaintiffs, Defendants used those tips to instruct, albeit
informally, employees who checked books in. A625:20-A626:12; see also, e.g.,
A783:1-10, A786:7-18. By and large, however, Defendants’ employees had to teach
themselves how to spot counterfeits, as they had no prior experience in this area.
Generally they did not have exemplars to compare incoming books. E.g., A710:15-
A711:2. As noted, however, Defendants did inspect inventory more closely in
response to certain stimuli. A607:12-18 (customer returning books as counterfeit);

A590:2-4 (sending suspect books to Cengage).

books in determining whether defendants infringed plaintiffs’ trademarks and
copyrights for the titles in Book Dog Books 1.” A837:12-15.
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In 2013, Defendants formalized systematic anti-counterfeit training and
inspection processes. They initiated such training for all employees “who handled
books in any way.” E.g., A734:13-20, A789:22-24, A780:7-15. Employees undergo
training twice per year, and the training document is regularly updated to incorporate
new lessons in detecting counterfeits. A735:5-7; A800:19-23. Defendants also
strengthened their internal processes, recently compiling a log of suppliers who
provided potential counterfeits and maintaining a master list of titles that have been
counterfeited so that new copies of those titles receive special attention. A726:17-
18, A729:1-7.

Notably, in 2016, Plaintiffs audited the inventory of a major book distributor
called Chegg. See A564:20-23. Plaintiffs examined 4400 books Defendants sold to
Chegg and determined that only 50 were suspect (at least one of which was
authentic). A747:8-23. That number is so low that Plaintiffs’ own “best practices”
guidelines would excuse Chegg from even inspecting future shipments from
Defendants. A744:9-23.°

4. Plaintiffs introduced actual counterfeit copies of certain titles at issue,
which Plaintiffs had found in various places. See A138-140. Defendants had

quarantined some; that is, Defendants themselves caught these copies and prevented

® Defendants haven’t adopted all of Plaintiffs’ “best practices” guidelines (created in
2016), although, as noted, they have taken substantial steps toward fighting
counterfeits.
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them from being sold. Plaintiffs nonetheless convinced the jury that Defendants had
also distributed other copies of those same titles, although Plaintiffs did not produce
any such copies or evidence showing Defendants even purchased other counterfeits
of those titles.

Plaintiffs found counterfeits of other titles in the inventories of Defendants’
customers. A few of these had Defendants’ stickers in them, but for others, Plaintiffs
produced no evidence that the counterfeit copy came from Defendants. These
customers purchased copies of the same titles from other sources too, and each
customer testified it did not know whether Defendants supplied the counterfeits.
Infra at 26-27.

Finally, for some titles, Plaintiffs found counterfeit copies in both Defendants’
quarantine and another location, like the inventory of one of Defendants’ customers.

Plaintiffs supported their claims with a summary exhibit Plaintiffs called the
“roadmap” (PX-13 (A212-482)). See Fed. R. Evid. 1006. For each accused title, the
roadmap purported to summarize documents showing (a) where Plaintiffs obtained
the counterfeit copy of the title (if any), (b) the suppliers from which Defendants had
purchased any copies, and (c) the customers to whom Defendants had sold any
copies.

5. Some evidence was introduced due to prejudicial evidentiary rulings.

15
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First, the court permitted the introduction of the settlement of the 2007 lawsuit
as evidence of prior wrongdoing that showed, in Plaintiffs’ first (and last) words to
the jury, that Defendants had been “caught, sued, and settled.” A528:12-13 (opening
statement); A820:22-23 (summation). But the court prohibited Defendants from
introducing the $150,000 settlement amount or explaining that the amount of the
settlement attributable to counterfeit distributions was a paltry $7,000. A536:1-5.
The jury thus saw the settlement document with only the amount of the settlement
redacted, feeding the impression that Defendants had been ‘“caught, sued, and
settled” for something significant rather than resolving disputed claims for nuisance
value.

Second, the court permitted Plaintiffs to introduce hearsay cease-and-desist
letters that their counsel sent to Defendants after the filing of BDB II as evidence of
continuing infringement. See A652:4-A653:4; A629:23-A637:17.

Third, some entries in the roadmap did not accurately characterize admissible
evidence, in violation of Fed. R. Evid. 1006.

6. The jury returned a verdict for Plaintiffs on all counts. A116-131. It
awarded the maximum $2 million for each of the ten trademark claims for a total of
$20 million in statutory damages, and $100,000 for each copyright claim for a total
of $14.2 million in statutory damages. It also found Defendants liable for breaching

the settlement agreement, but awarded no damages for the breach.
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The district court denied Defendants’ motions for renewed judgment as a
matter of law, remittitur, a new trial, and a stay of enforcement of judgment. The
court also awarded Plaintiffs attorneys’ fees and costs, bringing the total judgment
to $39,031,177.99, and entered a permanent injunction. Final judgment was entered
concurrently.

STANDARD OF REVIEW

This Court reviews de novo the denial of a Rule 50 motion. Harris v. O’Hare,
770 F.3d 224, 231 (2d Cir. 2014). The Court must “consider the evidence in the light
most favorable to the party against whom the motion was made and . . . give that
party the benefit of all reasonable inferences.” Ibid. (ellipsis in original).

The Court reviews for abuse of discretion the denial of a motion for new trial.
Nimely v. City of N.Y., 414 F.3d 381, 392 (2d Cir. 2005). A new trial is appropriate
where “the jury has reached a seriously erroneous result or [its] verdict is a
miscarriage of justice.” Ibid. (alteration in original). “A district court abuses its
discretion when ‘(1) its decision rests on an error of law (such as the application of
the wrong legal principle) or a clearly erroneous factual finding, or (2) its decision—
though not necessarily the product of a legal error or a clearly erroneous factual

299

finding—cannot be located within the range of permissible decisions.”” Manley v.

AmBase Corp., 337 F.3d 237, 245 (2d Cir. 2003) (citation omitted). The district
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court’s discretion is “significant” but not “limitless.” Ali v. Kipp, 891 F.3d 59, 64
(2d Cir. 2018).

The Court “appl[ies] a deferential standard in reviewing an award of statutory
damages.” L.A. Printex Indus., Inc. v. Does 1-10, 543 F. App’x 110, 111 (2d Cir.
2013). But the Court reviews de novo Defendants’ constitutional challenge to
damages. Cooper Indus., Inc. v. Leatherman Tool Grp., Inc., 532 U.S. 424, 431
(2001).

SUMMARY OF ARGUMENT

1. Insufficient evidence supported liability on Plaintiffs’ infringement claims
regarding 105 titles at issue. No evidence tied Defendants to the distribution of any
particular counterfeit copy of those works. For instance, for 41 titles, the only
counterfeits in the record were quarantined by Defendants, and Defendants did not
buy any of those titles from a source that had previously supplied counterfeits. As
the magistrate recognized, although circumstantial evidence may sometimes suffice,
infringement liability cannot rest on the fact that at some time the defendant
distributed a counterfeit of some other works.

2. Insufficient evidence supported the jury’s willfulness finding. That finding
simply cannot be squared with Defendants’ numerous actions demonstrating that
they were not turning a blind eye toward counterfeits. Defendants instituted anti-

counterfeiting processes and training (even if those methods could have been more
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robust), did indeed detect counterfeits, worked with other entities to combat
counterfeiting, and received assurances from suppliers. Willfulness cannot rest on
simple mistakes—even negligence—but those are all Plaintiffs offered.

3. Independently, prejudicial rulings require a new trial. Most notably, the
district court precluded Defendants from introducing the 2008 settlement amount.
Plaintiffs seized on the redacted settlement agreement to let the jury’s imagination
run wild about how Defendants had been “caught, sued, and settled” previously.
Compounding that error, the court incorrectly admitted hearsay cease-and-desist
letters from 2017 regarding titles not at issue. Plaintiffs used those letters to argue
that a decade after the settlement, Defendants still were distributing counterfeits. The
prejudice is plain.

4. The $34.2 million award is grossly excessive under the usual framework
for reviewing statutory damages, and it is also unconstitutional. It vastly exceeds
Plaintiffs’ harm or Defendants’ profits and assets. It impermissibly punishes and
deters to the point of obliteration, and fails to account for the fact that Defendants
already substantially improved their anti-counterfeiting processes. A far more
modest award—at a more reasonable multiplier of actual damages—would easily

achieve the goals of punishment and deterrence without ruining Defendants.
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ARGUMENT

L. FOR 105 OF THE 161 TITLES AT ISSUE, THE VERDICT RESTS ON

PURE SPECULATION

The jury found infringement for every title, and the court denied Defendants’
post-trial motion by holding that the jury could have inferred that Defendants
distributed the titles for which Plaintiffs lacked direct evidence. But for 105 works,
the evidence permits no such inference; the jury could have found distribution only
on pure speculation. The court permitted the trial to become an indictment of
Defendants and their business practices writ large, without any proof that Defendants
actually distributed counterfeits of these titles.

These works fall into three categories: (A) titles Defendants did not purchase
from a source with a history of providing counterfeits, and for which counterfeits
were found only in Defendants’ quarantine; (B) titles for which counterfeit copies
were found only in a third party’s inventory and where that third party could not link
the copy to Defendants; and (C) titles for which counterfeit copies of a single title
were found in multiple places, like in Defendants’ quarantine and in one of

Defendants’ customers’ inventory.
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For these titles, the problem is not that Plaintiffs’ evidence was circumstantial;
the problem (as the magistrate judge recognized) is that the evidence is non-existent.
Judgment as a matter of law or a new trial is warranted.'®

A.  There Was Insufficient Evidence Of Infringement For 41 Titles

With Counterfeit Copies Defendants Quarantined.

For Titles 71-77, 79-86, 89, 91-97, 99-105, 107-116, and 118, the only
evidence of counterfeits was copies found quarantined by Defendants themselves.
See A212-482. But there is no evidence Defendants distributed or imported
counterfeits of these works.

1. Distribution. These books were not sourced from what the district court
called “known counterfeiters” like BBW or the Blackerbys. So there is no reason to
think that just because Defendants had one counterfeit copy of these titles, they also
had others. There is accordingly no permissible inference that Defendants
distributed counterfeits of these titles, rather than purchased counterfeits and
prevented them from being resold.

Title 72 is illustrative. Defendants quarantined two counterfeit copies. They

purchased 31 copies from Cengage, 73 from reputable distributors (e.g., Ingram),

10 Should the Court reverse regarding any of these titles or the willfulness finding,
the Court should also order reconsideration of the attorneys’ fees award.
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and 32 from individual suppliers. A323. There is no basis to infer that those sources
provided counterfeits Defendants failed to catch.!!

Rather than examine any of those titles specifically, the district court
incorrectly relied on a general assessment of Defendants’ practices. The court wrote
that “Defendants purchased more of those works than were held in quarantine” and
“inadequately checked books before selling them.” A138. According to the court,
that meant it was reasonable to “infer[] that other copies of that title had slipped
through the cracks and been sold.” A139.

That is an unjustified inferential leap. These were not bulk purchases by
sources who had previously supplied counterfeits. See A323. Therefore, the presence
of one counterfeit that Defendants identified and quarantined does not support the
court’s conclusion. The jury may draw reasonable inferences, but it may not engage
in “sheer surmise and conjecture.” Harris v. Niagara Mohawk Power Corp., 252
F.3d 592, 597 (2d Cir. 2001). Indeed, the court’s reasoning is exactly backward,
because Defendants made themselves worse off by quarantining these counterfeits.

Without them, there would be no evidence whatsoever of counterfeits for these titles.

' Indeed, these purchases (aside from two copies from Cengage, which are
obviously not counterfeit) were made after Defendants instituted formal anti-
counterfeit training in April 2013. A323. That timing further undercuts the jury’s
speculation.
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The court’s reasoning also proves too much. According to its logic, the jury
could have found Defendants liable for any book Defendants bought or sold if
Defendants ever in their 25-year history procured a counterfeit copy of that work.
Plaintiffs bore the burden to show that Defendants distributed a counterfeit copy of
a particular title. Poor recordkeeping and inspection processes alone cannot carry
that burden, and that Defendants caught one (or a few) counterfeits doesn’t make it
any more likely that others slipped past. It is pure surmise and conjecture to conclude
that Defendants distributed counterfeits of these titles.

2. Importation. Nor could the jury permissibly have found that Defendants
imported counterfeit copies of these titles. There was simply no evidence of
importation. The only overseas bulk seller was BBW, but BBW did not supply these
titles. The court also cited a PIERS report showing textbooks imported by a Smyres
company, but Plaintiffs did not link that report to any of these 41 titles. Indeed,
Plaintiffs’ roadmap says precisely nothing on importation.

The Court should accordingly grant judgment as a matter of law in

Defendants’ favor or alternatively order a new trial regarding each of these 41 titles.
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B. There Was Insufficient Evidence To Find Infringement Of The 33
Titles For Which Counterfeit Copies Were Found In A Third
Party’s Inventory.

The jury’s findings regarding the following 33 titles also could be based on
nothing more than conjecture and surmise: Titles 22-23, 25, 27, 30-31, 33, 35-36,
41,49, 52-54, 57, 60-62, 69, 121-123, 125-131, 133-134, 138, and 139.

Plaintiffs’ only evidence that counterfeit copies of these titles were distributed
came from inventories of other booksellers. Plaintiffs sought to prove Defendants’
distribution of these titles in two ways: arguing that Defendants purchased copies of
the relevant title from ‘“known counterfeiters” like BBW, Tichenor, and the
Blackerbys; and arguing that a counterfeit copy of the relevant title was found in the
inventory of one of Defendants’ downstream customers. See A139.

As an initial matter, the court let the verdict stand for titles about which
Defendants did not prove even this much. For Titles 131 and 139, the roadmap said
the counterfeits came from Tichenor. A431, A439. But Plaintiffs’ witness in charge
of the roadmap admitted there is no evidence supporting that statement. A580:6-21.
There is accordingly no evidence even purportedly linking Defendants to the only
proof of a counterfeit copy of these titles anywhere. Similarly, the only counterfeit
copy of Title 30 came from MBS’s inventory, yet there is no evidence that Plaintiffs

sold any copies of Title 30 to MBS. See A261; compare, e.g., A273 (memorializing
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MBS’s reported purchase of copies of Title 38). There is thus no connection
whatsoever between Defendants and the only counterfeit copy of Title 30. Evidence
for these three titles is unquestionably deficient.

As to the remaining titles in this group, neither of Plaintiffs’ two arguments
supports an inference that a counterfeit copy actually came from Defendants. First,
there was no evidence that the majority (or any significant specific proportion) of
books sold by BBW, Tichenor, and the Blackerbys were counterfeit; without such
evidence, the jury could only speculate that Defendants had purchased any
counterfeit copies from them. Second, no evidence linked the customer’s counterfeit
copy to one sold by Defendants; Plaintiffs’ witnesses admitted that the copy as likely
came from another supplier.

As the magistrate judge explained in recommending summary judgment for
Defendants, Plaintiffs had “no evidence that a majority, let alone all, of BBW and
the Blackerbys’ business involved the sale of counterfeits.” 2015 WL 5724915, at
*16. So too for Tichenor. Id., at *17. Plaintiffs never inspected BBW’s inventory or
warehouse. Trial Tr. 537:7-15. As to the Blackerbys, Plaintiffs inspected their
inventory, but testified only that it was “infested with counterfeits.” A561:6.
Plaintiffs did not introduce more precise evidence, and the generalizations they

relied on fail to tie Defendants to any particular counterfeit copies purchased from
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the Blackerbys. Similarly, Plaintiffs admitted they have not determined the
percentage of counterfeits Tichenor sells. A577:20-23.

To be sure, Defendants themselves also detected some counterfeits from these
suppliers, but the past or occasional shipment of counterfeits does not permit a
reasonable inference that all other shipments are counterfeit. As the magistrate judge
again correctly reasoned, the fact that a supplier “has had a history of dealing in
some counterfeit books on some occasions is not a strong enough basis for an
inference that the copies of a particular work sold to defendants were themselves
counterfeit.” 2015 WL 5724915, at *17.12

Plaintiffs” evidence regarding Defendants’ customers failed likewise.
Although Plaintiffs found counterfeit copies in these customers’ inventories and
these customers purchased some of those titles from Defendants, these customers
could not say whether Defendants had supplied the counterfeit because the
customers also had other suppliers for the same title. The magistrate aptly
concluded: “there is no evidence that the customers have records on a work-by-work
basis that would allow them to identify where each book they surrendered [to

Plaintiffs] came from.” 2015 WL 5724915, at *15.

12 For the same reason, the evidence was insufficient to support the verdict on Titles
34 and 66. A267, A312. Although those were found in Defendants’ quarantine, not
a third party’s inventory, there is no basis to assume that every copy of these titles
was counterfeit.
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On the contrary, MBS’s inventory control manager explained that MBS
“intermingled” Defendants’ sales “with inventory provided by other sellers.”
AT774:9-12; see A774:13-16 (“real tough” to identify the supplier). MBS thus could
not “determine definitively one way or the other” whether Defendants provided the
counterfeits. A775:4-9.13

99 <<

Similarly, TBC “common[ly]” “receive[s] many copies of the same title from

9

different sources,” and is unable to “distinguish which books come from which
source.” Trial Tr. 1907:7-23. While Defendants were “among the most prevalent”
suppliers of a title for which TBC had counterfeit copies (A763:15-16 (emphasis
added)), TBC could not say that any counterfeit came from Defendants (A762:12-
17)—as opposed to another “prevalent” supplier.

Follett is no different. In a 2011 analysis, Follett could confirm that
Defendants supplied only one counterfeit. A766:21-24. Although the Follett witness
also professed “certainty that some of the counterfeit books” were from Defendants
(A769:3-6), he failed to ground that statement in evidence or tie it to any particular

book on Plaintiffs’ roadmap. “The fact that Follett is ‘certain’ or has ‘no doubt’ as

to the source of the books cannot substitute for evidence that would allow a

13 In May 2011 MBS’s president called Smyres “dirty” because he was “[pJossibly”
selling counterfeits. A780:7-10. But in July 2012 MBS was still doing business with
Defendants because MBS determined that “Smyres wasn’t selling” counterfeits.
AT778:17-AT79:6.
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reasonable jury to conclude by a preponderance of the evidence that defendants
actually sold an identified counterfeit work to Follett.” 2015 WL 5724915, at *15.

In sum, Plaintiffs offered evidence that counterfeit textbooks were being
bought by and sold to someone, but they offered nothing more than conjecture that
Defendants bought or sold any counterfeit copies of these 33 titles. Without evidence
tying Defendants to a particular counterfeit copy (like Defendants’ sticker on a
counterfeit), Defendants deserve judgment as a matter of law or at least a new trial.!*

C. The Evidence Does Not Support Infringement For 29 Titles Of

Which Counterfeit Copies Were Found In Multiple Locations.

For Titles 10, 16, 17, 20, 22, 24, 26, 28, 32, 36-38, 40, 42-44, 46-47, 58-59,
63, 67-68, 78, 87, 90, 98, 124, and 137, Plaintiffs found counterfeit copies in two or
more of the locations described above, e.g., Defendants’ quarantine and inventories
of Follett, MBS, TBC, the Blackerbys, or Tichenor. The preceding analyses in Parts
ILA and 1.B also warrant reversal on these titles. The magistrate judge succinctly
explained why:

[O]nly speculation would allow a jury to connect a counterfeit work in a third

party’s possession to an actual sale by defendants. While the existence of a
counterfeit copy of a work in defendants’ possession makes the inference that

14 The verdict also cannot rest on importation. The evidence established only that
Defendants sourced some of these titles from BBW. As explained, it is pure
speculation whether any given book from BBW was counterfeit. And, again, BBW
1s the only bulk supplier that sent books from overseas. For the titles purchased from

other suppliers, there is certainly no evidence of importation. See A267, 269, 300,
421-423, 425-431, 433-434, 438-439.

28



Case 18-2716, Document 62, 12/21/2018, 2461546, Page39 of 165

a sale by defendants took place stronger, these circumstances, even in

combination with the other evidence in this case, still do not allow for a

reasonable inference that there was an actual the sale of a specific counterfeit

work by defendants for the reasons already stated.
2015 WL 5724915, at *18. Plaintiffs’ purported inference of distribution or
importation is even weaker for Titles 78, 87, 90, and 98, because there is no evidence
Defendants purchased any copies from so-called “known counterfeiters.” See A333,
A350, A357, A369.

The district court thus should be reversed regarding all these titles.
II. THE EVIDENCE WAS INSUFFICIENT TO SUPPORT THE JURY’S

FINDING OF WILLFULNESS

For willful infringement, Plaintiffs had to prove that Defendants ‘“‘had
knowledge that [their] conduct represented infringement or ... recklessly
disregarded the possibility.””” Bryant v. Media Right Prods., Inc., 603 F.3d 135, 143
(2d Cir. 2010) (citation omitted) (ellipsis in original). The evidence shows that
Defendants’ conduct was not willful as a matter of law; alternatively, the Court
should order a new trial on willfulness.

1. Defendants detected counterfeits multiple times. Their interactions with the
Blackerbys are telling. After a customer notified Defendants about counterfeits,
Defendants successfully traced them to the Blackerbys (A604:12-14) and received

an assurance that the Blackerbys would compare incoming books to a publisher

exemplar going forward (A685:11-21). And Defendants did not blithely resell
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subsequent shipments; they inspected and found counterfeits. A611:8-14; A612:8-
12. A willful infringer would not have traced the counterfeits, urged their supplier
to take action, and checked future shipments despite receiving that supplier’s
requested assurance.

What’s more, the return of those counterfeits prompted Defendants to
examine other books, too. A607:12-18. That proactive response is likewise entirely
inconsistent with willfulness.

Similarly, in August 2008, Defendants reviewed incoming books from BBW,
noticed that some were questionable, and sent copies to Cengage. A668:23-A669:2.
A reckless defendant would have simply resold these books.

It is also undeniable that Defendants had an anti-counterfeiting inspection
process before 2013. To be sure, a more rigorous inspection process may have been
possible (Defendants later implemented one in 2013 once they gained greater
knowledge about counterfeit detection), but a less-than-excellent procedure cannot
constitute willfulness. And Plaintiffs explained why even robust inspection might
fail—some books at issue “are high-quality counterfeits.” A741:8-17; see A585:13-
AS586:6.

2. The district court’s contrary analysis does not square with the evidence,

even taking all inferences in Plaintiffs’ favor.
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First, the court wrote that Defendants purchased from the same suppliers who
previously delivered counterfeits. A147. But Plaintiffs admit that even legitimate
sellers sometimes sell counterfeits, the occasional sale of which is effectively
“impossible” to prevent. A551:22-A552:2. Defendants trusted their inspection
process and received other assurances from BBW and the Blackerbys, including that
BBW’s books do “[n]o[t] violate any law [or] rule” (A483) and the Blackerbys’
promise to compare publisher exemplars (A507). And Defendants stopped doing
business with both BBW and the Blackerbys well before Plaintiffs filed this action.
A678:12-14; A688:4-7.

True enough, Defendants’ judgment about these suppliers proved wrong, and
their inspection process required more rigor. But that at most is negligence. Cf.
McLaughlin v. Richland Shoe Co., 486 U.S. 128, 133 (1988) (“The word ‘willful’ is
widely used in the law, and, although it has not by any means been given a perfectly
consistent interpretation, it is generally understood to refer to conduct that is not
merely negligent.”). These mistakes cannot sustain the willfulness verdict.

Second, the court faulted Defendants for belatedly “implementing formal anti-
counterfeiting procedures.” A147. But it is undisputed that Defendants had earlier
anti-counterfeiting procedures, including written documents. That 1s how

Defendants repeatedly detected counterfeits. Therefore, again, Defendants could
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have done better, but “best practices” is not the standard for enhanced statutory
damages.

Third, the court noted that “Defendants failed to ascertain where their
suppliers sourced their books.” A147. But as a matter of industry practice, suppliers
do not reveal their sources. A682:13-20 (Smyres explaining that revealing supplier’s
source would allow the purchaser to go directly to that source); A753:18-19 (Mark
Blackerby: “If they did [ask me the supplier’s name], I would not have revealed it to
them.”). Defendants received assurances on which they mistakenly thought they
could rely. See supra at 30-31. A mistaken belief does not constitute willfulness, and
perfect practices are not required. Notably, Follett bought $100 million of books from
the Blackerbys (A680:4-7), and even Plaintiffs describe Follett as reputable
(A714:13-14). Taking actions consistent with those of a reputable dealer is directly
at odds with willfulness.

Fourth, the court cited Defendants’ destruction of counterfeits. A147. That
action was arguably relevant to other issues but it has no bearing on whether
Defendants willfully distributed counterfeits. Far from it, destroying books made
distribution impossible. Defendants acknowledge that a better solution may have
been sending those books to the publishers, but an act preventing distribution—
however misguided and problematic for other reasons—cannot evince disregard for

the possibility of distribution.
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Finally, “the jury learned that Defendants violated the Settlement Agreement
by failing to disclose the true sources of their textbooks.” A147. This, too, is
irrelevant to willfulness under the copyright and trademark laws. Defendants’
punishment for violating the contract is liability for breach of contract. But failing
to tell Plaintiffs the true sources of textbooks does not reveal Defendants’ state of
mind regarding the distinct act of distributing counterfeits. !>

Those last two of the district court’s critiques are emblematic of the overall
defect in the court’s opinion—Plaintiffs convinced the jury and the district court that
Defendants are generally bad actors. With all respect to the court, that is no basis to
find Defendants liable for distributing specific titles at all, let alone for doing so
willfully. Enhanced statutory damages require evidence of knowledge or reckless
disregard of the specific infringing conduct; the inquiry does not merely ask whether
Defendants committed problematic acts.

While Defendants’ actions were not perfect, perfection is not the standard for
avoiding enhanced statutory damages. But given the substantial evidence of conduct
Defendants undertook to avoid selling counterfeits, the district court effectively
required perfection—or near so—and accordingly it abused its discretion in denying

Defendants’ challenges to the willfulness finding.

15 Moreover, the court didn’t instruct the jury that failing to disclose sources could
constitute breach of the settlement. See A829:2-14.
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III. PREJUDICIAL EVIDENTIARY RULINGS INDEPENDENTLY
WARRANT A NEW TRIAL
The evidence presented at trial was insufficient to support the jury’s verdict.
Alternatively, the Court should grant a new trial due to three erroneous evidentiary
rulings that affected the case’s outcome. “An error is harmless only if ‘the evidence
was unimportant in relation to everything else the jury considered’ and we ‘can
conclude with fair assurance that the evidence did not substantially influence the
jury.”” Abascal v. Fleckenstein, 820 F.3d 561, 567 (2d Cir. 2016). The Court
considers several factors in assessing whether an error is harmless: “(1) whether the
evidence bore on the most important issues in the case; (2) whether the evidence was
simply cumulative or corroborative; (3) whether the evidence was used in
summation; and (4) whether the appellee’s case was particularly strong.” Ibid. Under
that framework, each of the district court’s challenged rulings warrants a new trial.
A. Precluding The Amount Of The 2008 Settlement Was Prejudicial Error.
The court permitted the introduction of the 2008 settlement between Plaintiffs
and Defendants, but it forbade Defendants from telling the jury that the total
settlement was only for $150,000, and the parties allocated just $7,000 to settle
Plaintiffs’ claims regarding counterfeit distribution. See A533:7-9 (“I’'m under no
circumstance permitting the amount of the settlement to come in.”); A535:2-A536:5;

A516:3-4. This was obvious error, and it was critical to the outcome of the case.
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The court excluded the settlement amount because it “could have
unreasonably anchored the jury’s determination of damages.” A150. The court did
not explain why that would be so. This lawsuit is based on different titles, and
Plaintiffs were free to (a) distinguish the titles in the 2007 lawsuit and (b) persuade
the jury about the appropriate measure of damages here.

The extent of the error and harm resulting from the exclusion becomes clear
from examining the settlement’s importance to the case, in light of the harmless-
error factors. The settlement bore heavily on the key issues of liability, willfulness,
and the amount of the award. See A149 (explaining that the settlement itself was
“relevant in determining willfulness”). The willfulness finding allowed the jury to
award tens of millions of dollars more in statutory damages.

To understand how important the settlement was to Plaintiffs’ case—and thus
how prejudicial the amount exclusion was to Defendants—this Court need look no
further than Plaintiffs’ own statements. Their counsel unsurprisingly featured the
settlement in the very first line of their summation (and the second and third lines of
counsel’s opening statement). He said: “Almost three weeks ago, I stood up in front
of you and I said . . . that this is a case about a bookseller swarming with counterfeits;
a bookseller who had been caught, sued, and settled; a bookseller who had ignored
the settlement and ignored the law.” A820:19-24 (emphasis added); compare

A528:11-14 (“This is a case about a bookseller who was caught, sued, and settled.
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And this is a case about a bookseller who ignored the settlement and ignored the
law.”).

As Defendants told the court in arguing to admit the amount, Plaintiffs’
opening statement “went directly for the most prejudicial application of [the
settlement], that because [Defendants] were sued before, they must have been
guilty.” A531:23-25. Allowing Plaintiffs to make those comments on the settlement
while forbidding Defendants to mention the amount prevented Defendants from
using their strongest defense against what Plaintiffs obviously thought was their
strongest weapon.

Had Defendants been permitted to inform the jury that just $7,000 was
attributable to distributing counterfeits, however, Defendants also could have argued
that the settlement was a nuisance settlement and that Defendants had not repeatedly,
knowingly distributed counterfeits. Instead, based on the absence of the amount and
Plaintiffs’ counsel’s emphasis, it looked like Defendants had been bad actors as far
back as 2007. And, in turn, regarding damages, Defendants could not compare the
$7,000 settlement to the tens of millions of damages Plaintiffs sought.

Part of Smyres’ testimony highlights the harm from precluding evidence of
the settlement’s amount. He explained that when he had not heard anything about
additional counterfeit problems after executing the settlement, he concluded that

“this counterfeit situation really was just a one-off . .. issue in the industry. This
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happened and that’s it.” A665:2-6. That understanding sounds credible if the earlier
lawsuit encompassed so little as to produce only a $7,000 settlement. But leaving
the jury to imagine that, in Plaintiffs’ counsel’s words, Defendants had been
“swarming” with counterfeits and “ignoring” the law since 2007, it seems a lame
excuse to brush aside earlier counterfeit issues as a “one-off.”

B. The Court’s Admission Of Five Cease-And-Desist Letters Was

Prejudicial Error.

Independently harmful but also compounding the harm from excluding the
settlement amount, the district court also abused its discretion in admitting cease-
and-desist letters sent by Plaintiffs to Defendants during the pendency of the
litigation accusing Defendants of having infringed works not at issue.

The court’s explanations of its ruling are at war with each other. At trial, the
court told the jury to consider these letters “for [the] very limited purpose” of
“showing that the defendants were on notice that the plaintiff publishers here
believed that there were other counterfeits.” A652:15-16, A653:1-3. But in its final
opinion, the court wrote that the letters were admitted “to show bad faith and willful
infringement.” A152. Yet Plaintiffs’ “belie[f]”” about continued infringement cannot
show bad faith or willfulness; continued infringement would be relevant only if these
letters were admitted to show that continued infringement was actually occurring.

That is exactly how Plaintiffs used them. In summation, Plaintiffs’ counsel argued:
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“We are still in litigation and we are still getting counterfeits, and you see we are
still sending cease and desist letters to them.” A823:3-5.

Moreover, the letters cannot be relevant to willfulness regarding past
infringement. The point of admitting cease-and-desist letters is to show notice, i.e.,
that Defendants were aware of certain conduct yet had not changed. But cease-and-
desist letters in 2017 have nothing to do with Defendants’ state of mind regarding
the past actions Plaintiffs sued on.

Accordingly, the admission of these letters influenced the outcome on at least
two issues. First, it affected willfulness. The letters—despite being mere allegations
of counsel—allowed Plaintiffs to tell the jury that Defendants were still infringing
in 2017. The existence of additional infringement in 2017 after past instances of
infringement could suggest that Defendants had always disregarded Plaintiffs’
rights. That effect is particularly harmful combined with the court’s preclusion of
the settlement amount. Combining those two errors allowed Plaintiffs to tell the jury
that Defendants had flagrantly infringed for an entire decade.

Second, these letters affected the statutory-damages calculation. As discussed
below, statutory damages are awarded in part to promote deterrence. Defendants had
a strong argument that, especially as of 2013, they had significantly improved their

anti-counterfeiting practices. Allowing Plaintiffs to show infringement in 2017
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simply via letters from Plaintiffs’ counsel supports the conclusion that greater
deterrence is needed to further curb Defendants’ behavior.
C. It Was Prejudicial Error To Admit Portions Of The Roadmap.

The roadmap was the linchpin of Plaintiffs’ case. It was admitted under Rule
1006 for summaries of evidence “to prove the content of voluminous writings,
recordings, or photographs that cannot be conveniently examined in court.” Fed. R.
Evid. 1006. As Judge Pauley correctly recognized in another case, summary
documents must be based on admissible evidence (even if the underlying evidence
is not actually admitted) and, critically, must be “‘accurate and nonprejudicial.””
UPS Store, Inc. v. Hagan, No. 14cv1210, 2017 WL 3309721, at *5 (S.D.N.Y. Aug.
2, 2017) (citation omitted). “[G]reat care must be taken to ensure that the proposed
summary contains no annotation or suggestion, even inferential, that may be
considered argumentative.’” Ibid. (citation omitted); see, e.g., United States v. Bray,
139 F.3d 1104, 1110 (6th Cir. 1998).

Regarding four titles, Plaintiffs’ roadmap contained inaccuracies that
significantly mischaracterized the admissible evidence on which the roadmap was

purportedly based. It was therefore inadmissible with respect to those titles.!®

(113

16 The district court wrote that “‘[t]he inaccuracy of a summary under Rule 1006 . . .
goes to the weight, rather than the admissibility, of the evidence.”” A155 (citation
omitted) (ellipsis in original). Not so. At most, “relatively small deficiencies in the
accuracy of the summary go to weight, not admissibility.” 31 Charles Alan Wright
et al., Federal Practice & Procedure § 8044 (1st ed. 2018) (emphasis added). As
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First, the roadmap sought to link Defendants to counterfeit sales of Titles 131
and 139 by claiming (a) Defendants purchased copies of these titles from Tichenor
and (b) Plaintiffs found counterfeit copies of these titles in Tichenor’s inventory.
A431, A439. But Plaintiffs’ witness in charge of laying the foundation for the
roadmap could not cite any evidence that the counterfeit copies actually came from
Tichenor. A580:6-21 (“Q: Are there documents that show that the book in this
courtroom even came from Tichenor? A: I don’t know.”). The roadmap is therefore
at worst incorrect and at best untethered to any admissible evidence. The court thus
erred in admitting the parts of the roadmap covering Titles 131 and 139.

That error plainly affected the outcome of Plaintiffs’ claims regarding those
titles. Without the roadmap, there was simply no evidence that Defendants had
anything to do with counterfeit copies of them.

Second, similarly, the roadmap sought to link Defendants to counterfeit sales
of Title 30 by noting that Plaintiffs found counterfeit copies in MBS’s inventory.
A261. But the roadmap cites nothing for its suggestion that MBS sold any of these
to Defendants or bought any from Defendants. The roadmap’s “summary” of Title

30 evidence is therefore not based on admissible evidence and is egregiously

noted below, the inaccuracies are far from “relatively small”—they provide the only
even tenuous link between Defendants and the counterfeit copies of the relevant
titles. Regardless, given the undeniable flaws identified below, the roadmap
deserved no weight regarding these titles.
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misleading—it definitively declares that Defendants are connected through MBS to
the counterfeit copies of Title 30, but there is no admissible evidence showing any
such purchase or sale between Defendants and MBS.

That error again obviously influenced the jury. Without the roadmap, the
jury’s finding regarding Title 30 rested on nothing.

Third, the portion of the roadmap addressing Title 141 also was erroneously
admitted. The roadmap asserts Plaintiffs found a counterfeit copy in MBS’s
inventory, and “MBS records identify Defendants’ affiliate, UBX Book Exchange,
as source of alleged counterfeit, sold to MBS.” A441. The roadmap presents as a
fact the statement regarding MBS identifying Defendants as the counterfeit’s source.
But that statement is argument based on a strained inference explained by Plaintiffs’
witness in charge of the roadmap. He testified that inside the counterfeit copy was a
paper that looked like an invoice with “UBX” printed on it. But he had no idea other
than pure speculation where that paper came from or how it got into the book.
AS571:13-A574:12. That type of argument-disguised-as fact is flatly impermissible
under Rule 1006. UPS Store, 2017 WL 3309721, at *5; Bray, 139 F.3d at 1110.
Again, therefore, the roadmap lacks any factual basis for tying Defendants to the
only counterfeit copy of Title 30. Its admission was error that provided the only

possible basis for the jury’s finding on that title.
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IV. THE AWARD OF STATUTORY DAMAGES WAS EXCESSIVE

Regardless of the liability findings, the $34.2 million award of statutory
damages cannot stand. It vastly eclipses Plaintiffs’ loss or Defendants’ gain. It
exceeds multiples of Defendants’ profits from all books, authentic or counterfeit,
sold over multiple years—even though the number of accused books represents a
tiny fraction of Defendants’ total inventory. Indeed, the award so egregiously
outweighs Defendants’ assets that it will crush Defendants as a viable business. No
concern for deterrence and punishment can justify such a draconian result,
particularly where the evidence unequivocally establishes that since 2013
Defendants have taken substantial steps toward improving their anti-counterfeiting
processes.

Accordingly, under the usual review of damages awards, the Court should
order remifttitur or a new trial on damages; alternatively, the Court should vacate the
award as violating the Constitution’s due-process guarantee.!”

A. The Excessive Award Warrants Remittitur Or A New Trial.

Several factors inform the propriety of an award of statutory damages:

(1) the infringer’s state of mind; (2) the expenses saved, and profits earned,
by the infringer; (3) the revenue lost by the copyright holder; (4) the deterrent

17 Should the Court agree with Defendants regarding their willfulness challenge, the
damages award would also fall, as it would exceed the permissible statutory range.
And should the Court affirm liability solely on importation grounds, it should
likewise vacate and remand for a new trial on damages because eliminating the
distribution grounds would affect the statutory-damages factors.
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effect on the infringer and third parties; (5) the infringer’s cooperation in

providing evidence concerning the value of the infringing material; and (6)

the conduct and attitude of the parties.
Psihoyos v. John Wiley & Sons, Inc., 748 F.3d 120, 127 (2d Cir. 2014). The district
court abused its discretion in applying these factors. '8

First, the evidence of Defendants’ profits affirmatively undermines the award.
The only evidence on this front was testimony that Defendants’ overall per-book
profit ranged from $2.11/book to $2.84/book. A796:21-A797:2. Even if each of the
53,217 books on the roadmap were counterfeit—which would include over 5000
books sold to Defendants by Plaintiffs themselves and thus obviously not
counterfeit—that would mean Defendants earned just over $151,000 on these
counterfeits. Compare that to the $34.2 million award, and the injustice is plain. To
view this another way, the award would equate to over $640/book, i.e., over 225
times the highest per-book profit figure in evidence.'”

The district court wrote that Defendants’ practices “led Defendants to earn

$53,800,000 in profit in a four-year period.” A161. That is flatly incorrect. Plaintiffs’

expert testified that $53.8 million was Defendants’ total profits over this period, but

18 The fifth factor is irrelevant here.

19 Alternative calculations yield similarly staggering results. Plaintiffs’ financial
expert did not offer per-book profit numbers but did argue that Defendants earned
$53.8 million from 2012-2016, which amounts to roughly $10.76 million annually.
Compare that to the two million books Defendants purchase annually, and profits
per book equal $5.38/book. Even using that number, Defendants’ entire profit would
be $286,300, a figure still eclipsed by the $34.2 million judgment.
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not a shred of evidence (or even argument) attributed all those profits to distributing
counterfeits rather than legitimate sales. In effect, the court wrongly concluded that
every book Defendants sold was counterfeit.

Defendants’ total profit does, however, provide another useful comparison
that further undercuts the award. The $151,000 inferred profit from all 53,217 books
represents 0.28% of the $53.8 million total profit figure. It is excessive to demolish
Defendants based on misconduct that represented a drop in the bucket of their overall
business.?

Second, Plaintiffs did not offer evidence of lost revenue. While such evidence
is unnecessary to obtain some statutory damages, such a huge award as $34.2 million
cannot rest on silence.

Third, contrary to the district court’s opinion, the need for deterrence cannot
justify the award. A161-162. That is because the evidence showed that Defendants
had already modified their anti-counterfeit practices. In 2013, Defendants instituted
formal anti-counterfeit training for all employees “who handled books in any way.”
E.g., A734:13-20, A789:22-24, A790:7-15. Employees undergo training twice per
year, and the training document is regularly updated to incorporate new lessons in

detecting counterfeits. A735:5-7; A800:19-23. Defendants have also strengthened

20 In Psihoyos, unlike here, the defendant had “earned substantial profits.” 748 F.3d
at 127.

44



Case 18-2716, Document 62, 12/21/2018, 2461546, Page55 of 165

their internal processes, recently compiling a log of suppliers who have sent in
potential counterfeits and maintaining a master list of titles that have been
counterfeited so that new copies of those titles receive special attention. A726:17-
18, A729:1-7. What’s more, Defendants stopped buying from BBW and the
Blackerbys well before this litigation even began. A678:12-14, A688:4-7.

Defendants also engaged in external efforts to fight counterfeiting. First and
foremost, Defendants sought specifically to work with Plaintiffs themselves.
A694:23-A695:25. Smyres asked them to share lists of counterfeit books, but did
not receive help. A696:1-12. He invited Cengage to view Defendants’ operation, but
Cengage refused. A699:19-A700:12. He even offered to pay Plaintiffs to place an
employee in Defendants’ warehouse, but an arrangement could not be reached.
A700:18-25. And Defendants worked with multiple non-Plaintiff publishers on anti-
counterfeiting issues. A701:1-17. Similarly, Defendants offered anti-counterfeiting
training to Amazon and its third-party processor, A640:13-23, A720:4-7, and offered
anti-counterfeiting tips to another bookseller, A807:7-15. If Amazon did not trust
Defendants, it is hard to see why such a sophisticated company would accept their
training.

And Defendants’ endeavors have caused improvements. In 2016 Plaintiffs
audited Defendants’ sold books found in the inventory of a major book distributor

called Chegg. See A564:20-23. Plaintiffs examined 4400 books and determined that
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only 50 were suspect (at least one of which was actually authentic). A747:8-23. Yet
Plaintiffs have found acceptable a similar ratio of suspect-to-authentic books
(thereby recognizing the impossibility of stopping all counterfeits). According to the
publishers’ “best practices” guidelines for textbook distributors, if a distributor has
a textbook source that has supplied under 1% counterfeit books, the distributor need
not even bother inspecting new shipments from that source. AT744:9-23.
Additionally, as of 2016, Chegg continued to buy from Defendants (A816:24-
A817:15), and as far back as July 2012 MBS determined that Defendants were not
selling counterfeits (A778:12-A779:6). And, again, even Plaintiffs concede that it is
simply impossible to achieve a 0% counterfeit-distribution rate.

Put simply, exorbitant damages are unwarranted to modify the behavior of
defendants who have already changed their behavior. And even if deterrence could
support some enhancement beyond actual damages, the verdict here goes too far to
rest on this basis. Courts regularly find deterrence goals satisfied based on far smaller
multipliers of actual damages. See, e.g., Malletier v. Artex Creative Int’l Corp., 687
F. Supp. 2d 347, 358 (S.D.N.Y. 2010) (“slightly more than treble the gross sales”);
Peer Int’l Corp. v. Luna Records, Inc., 887 F. Supp. 560, 569 (S.D.N.Y. 1995)
(Sotomayor, J.) (plaintiffs may not reap “a windfall recovery”); Fallaci v. New

Gagette Literary Corp., 568 F. Supp. 1172,1174 (S.D.N.Y. 1983) (double the unpaid
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licensing fee); Broad. Music, Inc. v. R Bar of Manhattan, Inc., 919 F. Supp. 656, 660
(S.D.N.Y. 1996).

Moreover, the Court should be especially wary of permitting a business-
destroying award in a situation in which all booksellers might find themselves. That
is because booksellers might refrain from selling used books rather than risk
financially devastating litigation. As the Supreme Court explained in another
context, imposing great burdens on booksellers effectively imposes burdens on “the
public’s access to reading matter,” and “[t]he bookseller’s self-censorship” becomes
“a censorship affecting the whole public.” Smith v. California, 361 U.S. 147, 153-
154 (1959). That potential chilling of speech counsels against awards, like this one,
that deter to the point of ruination.

Fourth, as to Defendants’ state of mind and the parties’ conduct and attitudes,
Defendants have explained that evidence of willfulness was insufficient and that
they continue to improve their practices. It is also worth noting that Plaintiffs did
little to help Defendants (despite agreeing to do so in the settlement)—they never
told Defendants about counterfeit suppliers or offered any anti-counterfeit training

during the relevant time period. E.g., A793:3-5. In hindsight, Defendants could have
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taken other actions before 2013, but it is indefensible to say they sat idly by and
distributed counterfeits willy-nilly.?!

In sum, the statutory-damages factors cannot support the immense award of
statutory damages. The award should thus be remitted or a new trial should be
ordered.

B. The $34.2 Million Award Is Unconstitutional.

Alternatively, the damages award should be vacated as a violation of due
process. The familiar punitive-damages framework applies equally to statutory
damages and topples the jury’s award here. Even under the framework the district
court applied, however, the award is infirm.

1. The BMW v. Gore Guideposts Restrict Statutory Damages, At Least

Where The Award Explicitly Rests On Punishment And Deterrence.

a. The government may authorize financial penalties to punish wrongdoers
and deter further misconduct. BMW of N. Am., Inc. v. Gore, 517 U.S. 559, 568
(1996); St. Louis, IM. & S. Ry. Co. v. Williams, 251 U.S. 63, 66 (1919). It is well-

established, however, that the Constitution’s due-process guarantee “imposes

2l Again, Defendants respectfully disagree with the conclusion that by destroying
counterfeit books, they intended to destroy evidence, rather than ensure that those
books could not be accidentally resold. While the finding about destroying evidence
1s a factor in Plaintiffs’ favor on the statutory-damages inquiry, that in isolation
cannot insulate an award so high, particularly where Defendants retained a
photograph to prove they had destroyed, rather than distributed, counterfeits.

48



Case 18-2716, Document 62, 12/21/2018, 2461546, Page59 of 165

substantive limits” on that authority. Cooper Indus., 532 U.S. at 433. “To the extent
an award is grossly excessive, it furthers no legitimate purpose and constitutes an
arbitrary deprivation of property.” State Farm Mut. Auto. Ins. Co. v. Campbell, 538
U.S. 408, 417 (2003); see also Williams, 251 U.S. at 67 (penalty may not “be wholly
disproportioned to the offense”).

The Supreme Court has established three guideposts for evaluating whether
the penalty is “grossly disproportional to the gravity of” the offense: first, “the
degree of the defendant’s reprehensibility or culpability”’; second, “the relationship
between the penalty and the harm to the victim caused by the defendant’s actions”;
and third, “the sanctions imposed in other cases for comparable misconduct.”
Cooper Indus., 532 U.S. at 434-435. These are merely “general criteria,” for “the
relevant constitutional line is ‘inherently imprecise.”” Id. at 434-435.

The district court incorrectly held that the Gore guideposts do not restrain
statutory damages, and instead mechanically applied the Supreme Court’s 100-year
old decision in Williams. A162-163 (agreeing with Sony BMG Music Entm’t v.
Tenenbaum, 719 F.3d 67, 70-71 (1st Cir. 2013), and Capitol Records, Inc. v.
Thomas-Rasset, 692 F.3d 899, 907 (8th Cir. 2012)). Williams held that penalties
violate due process “where the penalty prescribed is so severe and oppressive as to
be wholly disproportioned to the offense and obviously unreasonable.” 251 U.S. at

66-67.
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Although Williams also stated that the penalty need not be “confined or
proportioned to [the plaintiff’s] loss or damages,” id. at 66, that does not mean the
plaintiff’s “loss or damages” are irrelevant. Rather, it means only that the inquiry
does not reduce to “‘a simple mathematical formula.”” Cooper Indus., 532 U.S. at
435 (citation omitted). Since Williams was decided, the Supreme Court has more
finely articulated the constitutional standard. The Gore guideposts thus give content
to Williams’s admonition that the due-process guarantee forecloses awards ‘“‘so
severe and oppressive as to be wholly disproportioned to the offense.” 251 U.S. at
67.

The Gore line of cases makes clear that their framework governs statutory
damages imposed as penalties to punish and deter. For instance, Gore cited Williams
as an example of “the most important indicium of the reasonableness” of an award,
namely, “the degree of reprehensibility of the defendant’s conduct.” 517 U.S. at 575;
see also TXO Prod. Corp. v. Alliance Res. Corp., 509 U.S. 443, 454 (1993) (plurality
op.) (describing Williams as “impos[ing] substantive limits ‘beyond which penalties
may not go’”); id. at 478-479 (O’Connor, J., dissenting) (Williams recognized that
“proportionality is implicit in the notion of due process”). More broadly, Cooper
Industries dictates that the Gore analysis covers all “deprivations of property.” 532
U.S. at 434. A statutory-damages penalty deprives a defendant of property just as

surely as does a punitive-damages penalty.
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Indeed, contrary to the district court’s understanding, there is no logical reason
to hermetically separate statutory damages from punitive damages under the due-
process rubric, at least where, as here, the statutory-damages award indisputably
sought to accomplish the same purposes as punitive damages, namely, punishment
and deterrence. Although statutory damages contain a compensatory component,
effecting “punishment” and “deterrence” through a statutory penalty is materially
indistinguishable from effecting the same via punitive damages.

This Court has recognized as much: “The purpose of punitive damages—to
punish and prevent malicious conduct—is generally achieved under the Copyright
Act through the provisions of 17 U.S.C. § 504(c)(2), which allow increases to an
award of statutory damages in cases of willful infringement.” On Davis v. The Gap,
Inc., 246 F.3d 152, 172 (2d Cir. 2001). Any doubt on this score is erased by the
district court’s instructions and Plaintiffs’ closing argument to the jury. The court
instructed the jury to consider the deterrent effect on defendants and third parties
(A831:8-9, A834:1-2), and Plaintiffs urged the jury to “punish[]” Defendants to
show them their “behavior is not acceptable” (A826:14-17). Moreover, the jury
could increase the penalty by $70,000 for each copyright infringement and fully $1.8
million for each trademark infringement only due to its willfulness finding. See 17
U.S.C. § 504(c); 15 U.S.C. § 1117(c). Yet the defendant’s state of mind in no way

increases the extent of private (or public) injury.
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Further, the administration of statutory damages implicates the same
“imprecise manner in which punitive damages systems are administered.” Campbell,
538 U.S. at 417. With punitive damages, “[j]ury instructions typically leave the jury
with wide discretion in choosing amounts, and the presentation of evidence of a
defendant’s net worth creates the potential that juries will use their verdicts to
express biases against big businesses.” Ibid.; see Honda Motor Co., Ltd. v. Oberg,
512 U.S. 415,433 (1994) (lamenting “‘the possibility that a jury will not follow those
instructions and may return a lawless, biased, or arbitrary verdict”). Just so with
statutory damages.

At bottom, allowing the label “statutory damages” to carry the day, when the
award here was substantively identical to punitive damages, would impermissibly
elevate form over substance.

b. Three circuits—two of which reversed considered district-court opinions—
have held otherwise, but those circuits employed cursory analysis that this Court
should not follow. See Tenenbaum, 719 F.3d at 70-71; Thomas-Rasset, 692 F.3d at
907-908. The First and Eighth Circuits both relied on the same three reasons to

justify shunning the Gore guideposts. None of the three is persuasive.?

22 The third relevant decision, Zomba Enters., Inc. v. Panorama Records, Inc., 491
F.3d 574, 587-588 (6th Cir. 2007), is almost wholly devoid of reasoning. The court
noted that Gore addressed punitive damages while Williams addressed statutory
damages, but did not consider all the reasons that Gore supplants—or at least
informs—Williams’s standard.
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First, these decisions claim the punitive-damages analysis is irrelevant
because due process rests on “fair notice,” whereas the statute authorizing statutory
damages provides the defendant notice. Tenenbaum, 719 F.3d at 70; Thomas-Rasset,
692 F.3d at 907. This is wrong on two levels.

[3

One, due process also “imposes substantive limits” on excessive awards.
Cooper Indus., 532 U.S. at 433 (emphasis added); see Campbell, 538 U.S. at 416
(noting “substantive constitutional limitations™); Honda Motor, 512 U.S. at 420. “To
the extent an award is grossly excessive, it furthers no legitimate purpose and
constitutes an arbitrary deprivation of property.” Campbell, 538 U.S. at 417. Notice,
however clear, cannot immunize a ‘“grossly excessive” award. Cf., e.g., Honda
Motor, 512 U.S. at 422 (“excessive” damages are “in themselves an evidence of
passion or partiality in the jury’”).

Two, multiple States limit punitive damages by statute. Cooper Indus., 532
U.S. at 433. Those statutory limits provide what Tenenbaum and Thomas-Rasset
would call fair notice, yet the Gore framework equally constrains awards in those
States. Id. at 433-434. No meaningful difference distinguishes the “notice” provided
by statutorily-enumerated damages from the ‘“notice” provided by a statutory

punitive-damages cap. And it would be illogical for a statutory specification to

explode due-process constraints. Take 15 U.S.C. § 1117(c)—if infringement is
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willful, the possible award ranges from a thousand dollars to two million dollars.
That huge disparity in potential penalties hardly provides meaningful notice.

Second, those decisions argue that the second Gore guidepost—a comparison
between the award and actual harm—"“makes no sense” because the statutes excuse
the plaintiff from providing any evidence of actual harm. Thomas-Rasset, 692 F.3d
at 907-908; see Tenenbaum, 719 F.3d at 70-71. This is a red herring.

For one thing, it is well-settled that the amount of actual damages informs the
proper amount of statutory damages. See supra at 42-44 & n.20. In any event, only
a sliver of the award here can possibly substitute for actual harm. It is beyond dispute
that the bulk of the jury’s award was to punish and deter, which makes it no different
than an award of punitive damages. See On Davis, 246 F.3d at 172.

In any event, Congress cannot override a constitutional prohibition—due
process does not countenance an award vastly disproportionate to actual harm. So a
plaintiff might obtain statutory damages as a proxy for compensatory damages, but
that does not mean the Constitution permits the plaintiff to obtain an additional
windfall without showing some harm. Cf. Honda Motor, 512 U.S. at 429 (“evidence
of culpability warranting some punishment is not a substitute for evidence providing
at least a rational basis for the particular deprivation of property imposed by the State
to deter future wrongdoing™). Notably, Plaintiffs didn’t even “attempt[] to quantify

specifically what that impact [of counterfeiting] is.” AS544:6-7 (McGraw-Hill
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witness). Yet McGraw-Hill, for instance, was awarded $2,000,000 for the
distribution of a single title out of the nearly one hundred thousand titles it has sold
over the past decade—without providing any evidence of concrete harm it suffered
from that comparatively tiny distribution. A542:8-12.

Third, the First and Eighth Circuits also find the third guidepost—comparing
the award to authorized civil and criminal penalties—inapplicable “because
statutory damages are the civil penalties authorized.” Thomas-Rasset, 692 F.3d at
908; see Tenenbaum, 719 F.3d at 71. True enough, this guidepost is less useful in
some instances of statutory damages (though it still provides some information
through criminal penalties). But that is why the guideposts are mere “general
criteria,” “inherently imprecise.” Cooper Indus., 532 U.S. at 434-435. The relative
unimportance of one guideline does not warrant jettisoning the entire package.

In all events, these other circuits have no answer for the language in the
Supreme Court’s opinions making clear that “punishments” (Campbell, 538 U.S. at
416), whatever their form, violate due process, and that these “deprivations of
property” are considered using “the same general criteria,” Cooper Indus., 532 U.S.
at 434-435. A statutory-damages penalty awarded expressly to punish and deter the
defendant carries all the same hallmarks of punitive damages, and it should be
evaluated the same way. Under that framework, as explained below, the jury’s award

here is unconstitutional.
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2. The Award Here Violates Those Guideposts.
This award was “grossly disproportional to the gravity of” Defendants’
offense. Cooper Indus., 532 U.S. at 434.

1313

a. “‘[Tlhe most important indicium of the reasonableness of a punitive
damages award is the degree of reprehensibility of the defendant’s conduct.””
Campbell, 538 U.S. at 419 (quoting Gore, 517 U.S. at 575) (alteration in original).
In evaluating reprehensibility, courts consider multiple factors: “the harm caused
was physical as opposed to economic; the tortious conduct evinced an indifference
to or a reckless disregard of the health or safety of others; the target of the conduct
had financial vulnerability; the conduct involved repeated actions or was an isolated
incident; and the harm was the result of intentional malice, trickery, or deceit, or
mere accident.” Ibid. Even if “one of these factors weighing in favor of a plaintiff”
1s present, that does not necessarily “suffic[e] to sustain” the award. Ibid.

While Defendants do not minimize the importance of protecting copyrights
and trademarks, these factors countermand the massive award here. Three of the
factors are not even arguably present—the harm was not physical, it had nothing to
do with health or safety, and Plaintiffs are not financially vulnerable. Additionally,

though the jury found Defendants’ conduct willful, there is no finding of “intentional

malice, trickery, or deceit,” nor could there be.
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Plaintiffs are left only with repeated instances of copyright infringement. But
Plaintiffs admit that completely preventing counterfeit distribution is infeasible. One
witness testified that some counterfeits look so authentic that “sometimes it’s
impossible for textbook distributors” to catch them. A551:22-A552:2; see A585:13-
A586:6. And McGraw’s senior director of anti-piracy could not conceive any
method that “would eliminate the possibility of” distributing counterfeits. Trial Tr.
1288:22-1289:12. Accordingly, Plaintiffs concede that “a legitimate book seller”
might “occasionally sell counterfeit[s].” A804:11-14.

What’s more, Defendants did implement some anti-counterfeiting measures
(even if the jury thought that Defendants should have done more, earlier). Supra at
44-45. They instituted formal, robust anti-counterfeit training and inspection
processes, and they sought to work with other entities regarding counterfeits. Those
tactics have already yielded results, as the Chegg audit demonstrates. Supra at 45-
46. These efforts are hardly the actions of a wanton, egregious offender intent on
skirting intellectual-property rights.

Therefore, the totality of the evidence, accepting all the jury’s findings, leaves
one conclusion: Defendants could have done better, but the huge award here far
exceeds any amount necessary to satisfy the goals of the trademark and copyright

statutes. “[A] more modest punishment * * * could have satisfied [Congress’s]
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legitimate objectives, and the [district] court[] should have gone no further.”
Campbell, 538 U.S. at 419-420.

b. The second guidepost confirms that the jury’s award goes too far, for the
award is many multiples of the actual harm Plaintiffs suffered. See Campbell, 538
U.S. at 418, 424-425. The jury awarded $2 million for each trademark violation and
$100,000 for each copyright violation, regardless of any differences in titles
distributed.

Particularly for the trademark claims, each $2 million award dwarfs any harm.
In the first place, Plaintiffs introduced no evidence of concrete harm. Instead, they
offered vague generalizations about the importance of a publisher’s brand and
asserted that counterfeits cause damage. E.g., A545:14-18 (“[C]lounterfeits have no
quality control so I don’t know what’s in that book so, clearly, it has an impact.”);
A1738:21-23 (“[ T]rademark is something that consumers or people respond to. They
look at a trademark and they will say, that’s a great product, I know it.”).

Those sweeping generalities cannot support $2 million per title. Indeed, the
titles at issue constitute a tiny fraction of Plaintiffs’ works. For example, McGraw-
Hill publishes 200-300 new titles each year and has sold nearly 100,000 titles over
the past 10 years. A539:21-23, A542:8-12. Yet it received $2 million for the
trademark violation relating to a single title. See A119 (Title 152). Similarly,

Cengage “accomplishes” 20,000 titles annually (A717:16-18) and was awarded $2
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million to cover just eight of them and another $2 million for two others. A119. And
Pearson publishes 3,000 titles every year (A555:6-8), yet demands $10 million for
just five trademark violations attributed to six titles.

The particular numbers of distributed copies confirm the absence of any
reasonable relationship between harm and the award. For instance, Defendants
purchased and sold 42 copies of Pearson’s Title 92 (A360); even if every single one
were counterfeit, that would amount to an award of over $47,600/copy. Put simply,
no evidence supports anything but an astronomical multiplier for actual harm to
Defendants’ trademarks.

Likewise, there is inadequate evidence of copyright harm to support the
$100,000-per-title award. Though the roadmap contains prices for some new titles,
it does not follow that the sale of a counterfeit deprives Plaintiffs of a sale of their
new book. That is because it is more likely that the displaced sale was another
distributor’s lower-priced copy. As Plaintiffs admit, used books compete with
Plaintiffs’ products, and Plaintiffs thus disdain used books. E.g., A548:6-12. But
consumers who buy from Defendants seek used-book prices; there is no evidence
that a buyer would purchase a new copy from Plaintiffs instead of finding a cheaper
copy elsewhere, and, indeed, logic dictates just the opposite.

c. The award looks even more egregious when compared to Defendants’

profits and “financial situation.” Patterson v. Balsamico, 440 F.3d 104, 121 (2d Cir.
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2006). Even could the Gore guideposts sustain the award, the “inquiry does not end”
there. Ibid. This Court does not uphold “awards that ‘result in the financial ruin of
the defendant’ or ‘constitute a disproportionately large percentage of the defendant’s
net worth.”” Patterson, 440 F.3d at 122 (quoting Vasbinder v. Scott, 976 F.2d 118,
121 (2d Cir. 1992)). In Patterson, the Court halved a $20,000 award in light of the
defendant’s finances showing $46,000 in wages and $92,500 in assets. Id. at 122-
123. And Vasbinder found unlawful one award that exceeded 50% of the defendants’
net worth and another that exceeded 40% of another defendant’s liquid assets. 976
F.2d at 121.

The $34.2 million judgment here represents over 60% of Defendants’ toral
profits from 2012 to 2016. A771:16-18. And even the district court acknowledged
“that the award dwarfs [Defendants’] assets.” A189. A significantly lower award
would still “provide a sufficient punishment and deter future conduct of this sort.”
Patterson, 440 F.3d at 122. It is unnecessary to ruin Defendants to achieve
punishment and deterrence. “Elementary notions of fairness” dictate that the award
is unconstitutional and cannot stand. Gore, 517 U.S. at 574.

3. Even If The Gore Guideposts Do Not Apply, The Award
Violates Due Process.
Even were the district court correct to apply only Williams to the exclusion of

the Supreme Court’s later decisions, the award would still be unconstitutional. For
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the same reasons as already discussed, $34.2 million is “so severe and oppressive as
to be wholly disproportioned to the offense and obviously unreasonable.” Williams,
251 U.S. at 67. That amount is entirely disproportionate to Defendants’ offense, and
there is no legitimate purpose in essentially driving Defendants out of business. See,
e.g., United States v. Dish Network LLC, 256 F. Supp. 3d 810, 951-952 (C.D. Ill.
2017) (finding unconstitutional under Williams an award that “would represent more
than 25 percent of [defendant’s] capital value and more than five years’ net after tax
profits” and thus “might put [defendant] out of business™).?
V. THE COPYRIGHT ACT PREEMPTS PLAINTIFFS’ BREACH-OF-

CONTRACT CLAIM

Independent of its other errors, the district court incorrectly allowed Plaintiffs
to assert breach of contract based on the settlement. Because Plaintiffs’ contract
claim amounts to breach of a promise not to violate the Copyright Act, that claim is
preempted.?*

“Section 301 of the Copyright Act expressly preempts a state law claim . . . if
(1) the work at issue ‘comes within the subject matter of copyright’ and (i1) the right

being asserted is ‘equivalent to any of the exclusive rights within the general scope

23 The award here even pales in comparison to those in Tenenbaum and Thomas-
Rasset, which awarded $22,500 per work and $9,250 per work, respectively. 719
F.3d at 71; 692 F.3d at 907.

24 Even absent preemption, contract liability cannot rest on any titles successfully
challenged in Part I supra.
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of copyright.”” Forest Park Pictures v. Universal Television Network, Inc., 683 F.3d
424, 429 (2d Cir. 2012). Forest Park held that claims “includ[ing] a promise to pay”
for use of the plaintiff’s work survive because “the Copyright Act does not provide
an express right for the copyright owner to receive payment for the use of a work,”
id. at 431-32, but declined to “address whether preemption is precluded whenever
there 1s a contract claim.” Id. at 432. The Court distinguished a case where the
contract “simply require[d] USA Network to honor Forest Park’s exclusive rights
under the Copyright Act.” Id. at 432-33. And it recognized Professor Nimmer’s
“suggest[ion] that a contract that ‘does not purport to give the plaintiff any protection
beyond that provided by . . . copyright law itself” would be preempted.” Id. at 432
(quoting 4 Melville B. Nimmer & David Nimmer, Nimmer on Copyright
§ 19D.03[C][2] (2011)) (ellipsis in original). That is precisely what the settlement
does. See A829:2-7 (jury charge discussing contract provisions).

The district court nonetheless found no preemption. It thought the settlement
included a “promise to pay” because it “specifically provided for damages in the
event of a breach,” including attorneys’ fees. A142-143. But there is

no authority for the novel proposition that a “qualitative difference” between

the state law claim and the copyright claim may be supplied by a difference

in damages claimed for the same basic wrong. In fact, if there were such an

exception to the rule of preemption, the exception would quickly swallow the
rule.
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Am. Movie Classics Co. v. Turner Entm’t Co., 922 F. Supp. 926, 932 n.5 (S.D.N.Y.
1996).

What matters is whether the rights—not the remedies—are equivalent. That
is the case here: Defendants promised only to refrain from what copyright law
already prohibits; they did not promise to pay for license rights or grant Plaintiffs
any broader entitlement. The contract claim is accordingly preempted. Although the
jury awarded no damages on this claim, it supplied one basis for awarding attorneys’
fees. A173-174. Thus, this Court should at minimum remand to reconsider fees.

CONCLUSION
The Court should vacate the district court’s judgment and remand.
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WILLTAM H. PAULEY II1, Uniled States Distriet Judge:
According to the pongiples of law as charged by this Court and the facts as vou

find ihern, please answer the following quostions:

1. Trademark Infrinpement

Cheesiion 1. Plaintills are pursuing trademarl intringement ¢laims for 10
trademarks. Those tredemarks zie listed in TABLE 1. Which trademarks, i any, have Plaintilly
cslablished by a preponderance of the evidenee that Defendants infringed?

Chreck ondy one box @ AlLL SOME. NONE

fyou answered “ALL " to (heestion T, go fo (uestion 2.
I you mwwered "NONE " to Ouestion I, so divecily to Section If,

i your answered "SOMET to Chiestion {, please mark in the 'L TABILITY" column of TABLE 1,
the trademarks that vou find Defendants infhinged. Then proceed fo Cuestion 2.

Cheastion 2. TF vou answered “ALLY or “50ME,” w Cheestion 1, you must decide
whether Defendants” infringement was willful or not willful, Which trademarks, if any, have )
Plamtily established by a preponderance of the evidence that Defendants” infringement was '
wiillfuk? :

Check ond)y one box @ ALL SOML NOMNE

If you answered "ALL" io Ouestion 2, go to Quesiion 5.
if you answered “NONE to Ceesrion 2, go fo Oheestion 3.

Ifvou answered "SOME™ fo Cuestion 2, please identify the irademarks that you find Defendants
willfully infringed by checking the box in the "WILLEUL™ column of TARLE 1. Please idertif)
the trademarks that you find Defendas did not willfidly vifringe by checking the hox in the
“NOT WILLFUL " column of TABLE 1. Then proceed to Question 3. g
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Question 3, |f you angwered “ALL™ or *SOME” to Juestion §, you must
determing an amount of slatulory damazes o avward Plaindills [or cach (rademark thar vouo found
Defendants infringed. Tf you choose to award the same amount of statuwtory damages [or each
trademark infrinped, please {1l in the amount you award Plaintitfs for cach trademark infringed
on the line below. I you choose to award dilferent amounts of damages [or dillerent
trademarks, please identity the amount vou award Plaintiffs for sach trademark that you found
Defandunts inlringed in the “DAMAGES AWARD” column of TABLE L.

The artmeunt o statulory damages hal yvou must award Plainlifts Lor cach
trademark infringed is as follows:

i . You must oward damoges berween 51,000 and 5200, (00
Nt Willtul . podomark infringed
o FYou muisst onvard damoges between 51000 and 52,000,000
11 Willful per tridemark infringed

What amount of statutory damapes per trademark infringed do vou award Plaintifs?

.
L e T
Amount: $ o iu"‘f\-} ji.m. per tracdemark®

* o not fill in if vou choose fo award different amounts of damages in TABLE |

Flewase proceed fo Section 1L

Loa
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Verdict Form - Table 1

If Not You mrust auord demages
Wil [hetween 51,000 aod S200,000
You most oword damoges
B Wl ful between 51,000 and
&2,000,000
WILLFULMESS
Roadmap NOT
Trademarle Case
Title 8 TITLE FUBLIZHER LIABILITY | WIILLFUL WILLFLIL DAMAGES AWARD
:.18.-:

":|Cengage Learning:

. Busmess Ethlcs E*fhn:m [}m:rsw:m Mafclng and
Cases : :

Cnnﬁagng;-,_f;v

.:E-ng'a'ge'_ R B

CENgage o

Cengagen - -

- _: Canpape

censage...

- EE nEIge

¥ [Lengage -

tL Intercuttural Cnmpetense
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IE, Copyrichi Intvinsernent

Chgesfions 4. Plaintills are pursuing copyrighl inlringement elaims [or 142 tiles. |
Those (42 litles are listed in TABTLE 2. Which copyrights, if any, have I’laintiffs established by a
preponderance of the ovidence that Detendants indringed??

Chaek only one box H.&L SOME NONE

Ifvow answered "ALLT to Cuestion 4. go to (uestion 3,
I yon answered "NONE” (o Question 4, go directly to Section 7.

I vou answered "SOME” to Quesiion 4. please mavk the copyrichts ther you find Defendanty
infringed in ihe "LIABILITY" colume of TABLE 2. Then proceed fo Question 3.

Crestionr 5. I you answeored “ALL™ or “SOME.” 1o Cheestion 4, you must L
determine whether Defendants” infringsment was willful, innocent, or neither wiltful nor
innccent. Please mark below whether vou find Dotendanta” coprricht indrinpenent was “ALL ;
WILLFUL,” “AELL INNOCENT,” “ALL WEITHER WILLFLL NOR TNNOCENWT.” or ;
SROME MUK OF THE ATROVES

E AT WITT.RUT.

Check only one hox A ALl INNOCHENT ;_

¥ ALL NEITHER WILLFUL NOR INNGCENT x

SOME MOIOF THE ABOVE

I vou answered “ALL WIELEUL " e to uesiion . fE
If v amswered “ALL INNOCENT.” go to Onestion 6, :
If vou answered “ALL NEITHER WILLFUL NOR INNOCENT, ™ go to Question 6.
i vou arswered "SOME MUY OF THE ABOVE, " please mork the willfulness determination you f

make for ecch copyrighit that vou fousd Defendoms infrimped in the columns morked
CWALLFUL ™ "INNOCENT, " and "NEITHER WILLFUL NOR INNOCENT" in TABLE 2. Then
proceed o Chestion 5.
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Cuestion 6. Ivou answered “ALL™ or ®SOME™ to Cesiion 4, you must
determine an amount of statutory damages to award Plaintifts for sach copyright that you (bund
Difendants infringed. If vow choose o award the same amount of statutory damages per
copyright infrfinged. please fill in the number youw award PlaintitTs [or each copyright infringed
on the line beiow. It you choose to award difterent amounts of damages for different copyrights,
please identity the amounl you award Plaintllys [or cach copyright thal vou [und Delendants
infringed in the “12AMAGES AWARD” columin of TABILE 2.

The amount of statutory damages that you must award PlamLifTs for each
copvright infringed is as follows:

If Willful {f.):u rlnuslt envaared demmagres bebweern 3700 aned 3150000 per
ifile infringed

I Tanocent JI'rl'rm HLust award domages hetween 3200 and 330,001} per
titde infringed

It Neither Willfnl  You sst oward domages between 875 and 530,004} per

Nor Innocent title Infringed

What amount of staiulovy damages per copyrieht infringed do vou awaed Plainulls?

A

Amounl: § im}jﬁtjﬁ .

per copyriglil®

* Do et fill in i von choose to award different amowts of damages In FABLLE L,

Please proceed 1o Seciion IfL
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Verdict Form - Table 2

¥ou must award domages betwesen

WAL 1 760 anes 150,000 per titie lafringed
H Innocant You must owaord dormages between
S200 and 530,000 per title infringed
M:Iri?f:.:::}:\lec:r You st eword domoges between
S750 qrnd SA0000 prer ditle infringed
Innacent
WILLFULNESS
Roadmap NEITHER
Title & Casp TITLE PURLISHER | LIABILITY | WIILLFUL | INNOCENT |WILLFUL NOR CAMAGES AWARD
INNOCENT
1 BDOE 1 JClassroom Managoment for Middle Scheel and  [Poarson V/' {iﬁ R
Hign School Teachers TR KRS
2 BOB I |Educalional Administration: Concepts and CERgage = @
Practices W “ :L[:!U el
3 BOE Y |Human Comrmunication: The Basic Cowrse, 22th|Pearson . "5;- B
Edition w A Do
4 BOE 1 [frtermational Coonomics: Thenry and Paliny Pearsan w % L OUED D
5 BDE 1 JPFopulalion: An Inlroducllon to Concepts and [ssues |Cengape 2, ' .
w 200, 600
b BB 1 |Research Methods for the Behavioral Sciences  [Cengage .
-’ o g oW
BLBE1 |Basics of Sociat Research, The Congage e T N T T
BDBE 1 JCommunicating for Hesuits Cengage = g LT U
BDE1 |Erviranment: The Science Oehind the Stories |Pearson <y .
[ fl-lj:}, a0
10 BDE1 |Int-oduction to Feaching Paarscn e % '_':"._,,1:35?, TP
11 BOB1 Jan Inlroduclion Lo Lhe Profession of Social Cengage ] i3, . -
Wark v ﬁL_i,-{ Ot
12 BDGE1 {Media Effects Rescarch Cengage %l LI W S et
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