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LEGISLATIVE COUNCIL BRIEF

Copyright Ordinance
(Chapter 528)

COPYRIGHT (AMENDMENT) BILL 2003

INTRODUCTION

At the meeting of the Executive Council on 28 January 2003, the
Council ADVISED and the Chief Executive ORDERED that the Copyright
(Amendment) Bill 2003 (“the Bill”), at Annex A, should be introduced into
the Legislative Council (“LegCo”) to make permanent (subject to a number
of modifications) the suspension arrangements under the Copyright
(Suspension of Amendments) Ordinance 2001 ("Suspension Ordinance")
which will expire on 31 July 2003, and to make other related amendments to
the Copyright Ordinance.

BACKGROUND AND ARGUMENT

Use of pirated copies of copyright works in business

2. To combat rampant piracy in computer software and audio-visual
products, we amended the Copyright Ordinance with effect from 1 April
2001 to introduce criminal liability for the use of pirated copies of copyright
works in business.

3. Prior to 1 April 2001, section 118(1){d) of the Copyright Ordinance
provided that a person would commit an offence if he, without the licence of
the copyright owner, possessed an infringing copy of a copyright work for
the purpose of trade or business and with a view to committing any
infringing act.



4, The legal advice then was that it was uncertain whether the
criminal provision mentioned above would cover the situation in which the
trade or business in question did not consist of dealing in the infringing copy
itself. For example, a factory engaged in making garments but using pirated
computer software for personnel management might not be criminally liable.

5. To rectify this problem, we amended the Copyright Ordinance by
replacing the expression ‘for the purpose of trade or business’, where it
appeared in the Copyright Ordinance, with ‘for the purpose of, in the course
of, or in connection with, any trade or business’. In addition, we added to the
Copyright Ordinance a provision clarifying that it was immaterial whether or
not the trade or business consisted of dealing in infringing copies of
copyright works.

6. While the original aim of these amendments was to deter corporate
piracy in computer software and audio-visual works, the new law applied
also to photocopying of printed works as well as downloading of information
from the Internet. The public generally felt that the scope of the new
criminal law was too wide. In June 2001, with the enactment of the
Suspension Ordinance, we suspended the amendments except as they applied
to four categories of copyright works, namely, computer programs, movies,
television dramas and musical recordings ("the Four Categories of Works").
We also suspended application to the new criminal law of the phrase ‘in
connection with’ in the expression ‘for the purpose of, in the course of] or in
connection with, any trade or business’ where this appeared in the Copyright
Ordinance, so that activities incidental to or marginally related to business
would be outside the scope of the criminal liability for using pirated copies
of copyright works in business. We undertook to formulate a long-term
solution after wide public consultation.

7. In November 2001, we issued a document entitled ‘Review of
Certain Provisions of the Copyright Ordinance’ for a two-month public
consultation. Having regard to the outcome of the public consultation and
the views of the LegCo Panel on Commerce and Industry, the Government
decided in March 2002 to make the suspension arrangements permanent as
well as to make some other improvements to the Copyright Ordinance. We
1ssued a LegCo Brief in the same month describing in detail the decision.
We also informed LegCo that we would implement the various
recommendations in stages, and that we would concentrate first on issues
related to end-user criminal liability.
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8. In July 2002, we sought the views of the LegCo Panel on
Commerce and Industry on the broad approach in amending the Copyright
Ordinance (together with certain preliminary draft provisions of a bill) to,
among other things, make permanent the suspension arrangements. The
Panel urged us to expedite the drafting of the bill and listen to the views of
the public and the industry to facilitate its introduction in this legislative
session.

End-user liability in relation to parallel imports

0. One of the recommendations mentioned in paragraph 7 above
concerns the removal of end-user liability in relation to parallel imports. Qur
original plan was to deal with parallel importation issues in the next stage,
but on further deliberation we consider it more appropriate to deal with them
in the Bill. This is because they are also related to end-user liability and it
would be desirable to remove earlier rather than later potential worries on the
part of end users of parallel-imported products.

Proposals

10. The Bill seeks to implement a number of recommendations
described in the LegCo Brief mentioned in paragraph 7 above. These
recommendations are as follows:

(a) the arrangements under the Suspension Ordinance whereby
criminal liability for the use of pirated copies of copyright works in
business is confined to only the Four Categories of Works should
be made permanent;

(b) the phrase ‘in connection with’ should be removed from the
expression ‘for the purpose of, in the course of, or in connection
with, any trade or business’ where it appears in the Copyright
Ordinance;

(c) a new defence against criminal liability should be provided for
employees possessing infringing copies of works belonging to the
Four Categories of Works supplied by their employers, and that this
defence should take retrospective effect from 1 April 2001;

(d) to combat illicit reproduction of books by copy-shops for
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commercial purposes more effectively, the relevant criminal
provisions in the Copyright Ordinance and the enforcement
procedure should be reviewed; and

(e) the existing restrictions on parallel importation of copyright works
other than computer software should be maintained, except that the
criminal and civil liability for importation and possession of such
goods by end users should be removed.

The proposed legislative amendments are set out below.

Proposed legislative amendments

Making the suspension arrangements permanent

11. We propose to implement the recommendation in paragraph 10(a)
above broadly by —

(a) amending the offences in sections 118(1)}(d) and (e) of the
Copyright Ordinance to limit them to certain specified acts of
dealing with infringing copies of copyright works that are by nature
mainly commercial acts. These acts include selling, letting for hire,
distributing for profit or financial reward, transporting or storing
for profit or financial reward, or possession with a view to doing
the afore-mentioned acts; and exhibition in public for the purpose
of selling or letting for hire; and

(b) adding to the Copyright Ordinance a new provision to deal
specifically with criminal liability for the use of pirated copies of
copyright works 1n business. Under this provision, a person will
commit an offence if he possesses in the course of any business an
infringing copy belonging to the Four Categories of Works, with a
view to its being used in that business.

The combined effect of the two proposed amendments is that criminal
liability for using a pirated copy will be incurred only in relation to copyright
works belonging to the Four Categories of Works, and the criminal act
concerned will be confined to possession of an infringing copy in the course
of any business with a view to its being used in that business. See paragraph
28(111)(i) below.
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12. In addition to the above, we propose to make similar or
consequential changes to sections 118(1)(f), 118(4), 118(5), 118(8), 118(8A)
and 120 of the Copyright Ordinance.

13. While not applicable to computer programs generally, the
suspension arrangements do apply to certain types' of infringing copies of
computer programs. These arrangements will also be made permanent when
amending the Copyright Ordinance. See paragraph 28(IH)(j} and (m) below.

Improvements to section 118(1)(d) and (e)

14, In re-defining the offences in section 118(1){d) and (e) (see
paragraph 11(a) above), we have consciously omitted making reference to
the expression 'for the purpose of, in the course of, or in connection with, any
trade or business' in the provisions. We consider it clearer and more
transparent to set out explicitly the various offending acts. See paragraph
28(IIT)(c) and (d) below.

15. With regard to the offending act of transporting or storing for profit
or financial reward infringing copies of copyright works (see paragraph 11(a)
above), we propose to add a presumption to the effect that, where a person is
transporting or storing an infringing copy in circumstances that give rise to a
reasonable suspicion that he is transporting or storing the infringing copy for
profit or financial reward, the person is presumed to be so acting for profit or
financial reward, unless there is evidence to the contrary. This limited
presumption is necessary to facilitate effective enforcement and prosecution,
as in practice it will be extremely difficult in many cases to prove beyond
reasonable doubt the element of ‘for profit or financial reward’ in the
offence. A similar presumption will be provided for the offending act of
possessing an infringing copy with a view to transporting or storing it for
profit or financial reward. See paragraph 28(III)(h) below.

Deletion of the phrase ‘in connection with’

16. To implement the recommendation set out in paragraph 10(b)
above, we propose to delete the phrase ‘in connection with’ from the
expression ‘for the purpose of, in the course of, or in connection with, any
trade or business’, where this expression appears throughout the Copyright

! These include, for example, infringing copies in printed form, and infringing copies by virtue of their

parallel importation into Hong Kong,
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Ordinance. See paragraph 28(X) below (in relation to provisions other than
the offence provisions).

New defence for employees

17. We propose to add a new defence for an employee charged with an
offence described in paragraph 11(b) above where the possession of the
infringing copy in question occurred in the course of his employment and the
infringing copy was provided to him by or on behalf of his employer. The
defence will be available with retrospective effect from 1 April 2001 in
certain proceedings no matter whether the proceedings were begun before or
after the commencement of the amending legislation. See paragraphs
28(III)(k) and (IX) below.

18. However, this defence will not be available to employees of a
business establishment who have functions of management of the
establishment. Such employees include, for example, any director or
- secretary of a body corporate. See paragraph 28(III)(1) below.

Tightening criminal sanctions against illicit copy-shops

19. We propose to amend section 1 18(1)(a) of the Copyright Ordinance
so that making infringing copies of a copyright work for profit or financial
reward will be an offence, in addition to making infringing copies for sale or
hire. This will facilitate enforcement in 'making-to-order' situations (for
example, a photocopying service) by eliminating the argument that the
defendant merely provided a service to customers. See paragraph 28(III)(a)
below.

20. We propose to create a new offence targeting copy-shops by
providing that a person engaged in a commercial copying service will
commit an offence if he possesses two or more substantially identical
infringing copies of a copyright work as published in a book, magazine or
periodical. The proposed maximum penalty for this offence is to be the same
as for other offences of dealing in infringing copies of copyright works under
the Copyright Ordinance, namely imprisonment of four years and a fine of
$50,000 per infringing copy. See paragraphs 28(III)(q) and (IV) below.
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21. To ensure that the new offence will not operate unfairly, we
propose providing the following defences -

(a) that the defendant did not know and had no reason to believe that
the copies in question are infringing copies;

(b) that the relevant book, magazine or periodical is available free of
charge to members of the public in Hong Kong who wish to
acquire their own copy; or

(c) that-

(1) the defendant possesses the infringing copies only by virtue of
the fact that he possesses copies of another work (“principal
work”) in which copies the copyright work to which the
offence relates forms part of the principal work; and

(i1) extracts from books, magazines or periodicals constitute not
more than 20% of the contents of each of the copies of the
principal work concerned.

The defence at (c) above is to address the concern of some copy-shop
operators that student customers may ask copy-shops to make photocopies of
their school project report which contains extracts from a book, magazine or
periodical. Making photocopies of such a school project report may result in
making infringing copies of the extracts concerned. The “20%” threshold in
paragraph 21(c)(ii) above is proposed to render it difficult for the defendant
to exploit the defence by making the infringing copy part of a fictitious
principal work which is substantially the same as the infringing copy. See
paragraph 28(1II)(r) below.

Removal of end-user liability in relation to parallel imports

22. “Parallel-importing”, in the context of a copy of a copyright work,
refers to the importing of a copy of a work without the explicit authorisation
of the copyright owner and that was lawfully made outside Hong Kong. If
the making in Hong Kong of a copy so imported (“parallel-imported copy™)
would constitute an infringement of copyright or a breach of an exclusive
licence agreement relating to the work, the copy will by virtue of section
35(3) of the Copyright Ordinance be an infringing copy (“parallel-imported
infringing copy”). To implement the recommendation in paragraph 10(e)
above, we propose to remove civil and criminal liability in relation to
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parallel importing of copies of copyright works and possession of such
parallel-imported copies, unless the importing or possession is for the
purpose of any of the following acts : selling, letting for hire, or distributing
for profit or financial reward or to such an extent as would prejudicially
affect the copyright owner. Existing restrictions on parallel importation are
maintained for such mainly commercial dealings. See paragraphs 28(D), (II),
and (III)(f) and (j) below.

23. The effect of this proposal is that a person will not incur any civil
or criminal liability for parallel importing copies of copyright works, or for
possessing such copies, for use in the person’s business. On the other hand,
parallel importing copies of copyright works for sale, or selling parallel-
imported copies will, among other commercial dealings, continue to be
subject to existing restrictions”.

24. Besides importing and possession, the existing restrictions apply to
some other dealings with parallel-imported copies. These include certain
acts of exhibiting in public or distributing paraliel-imported copies. Our
proposal will also remove civil and criminal liability for exhibiting in public
parallel-imported copies other than for the sale or hire of those copies, and
for distributing such copies other than for profit or financial reward or to
such an extent as to affect prejudicially the copyright owner. For example,
exhibiting in public a parallel-imported book for the promotion of culture, or
distributing a limited number of parallel-imported copies for classroom use,
would not attract any civil or criminal liability. This is consistent with our
objective to remove civil and criminal liability for the use of parallel-
imported copies of works in a business context.

25. We further propose that the removal of criminal liability in relation
to parallel-imported infringing copies should apply retroactively as regards
any offence committed before commencement of the amending legislation,
unless a conviction has already been entered. See paragraph 28(1X) below.

Other amendments

Definition of ‘business’

? Subject to enactment of the Copyright (Amendment) Bill 2001, which is being examined by LegCo, no

restriction will apply to parallel imported computer software.
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26. We propose to amend the definition of the term ‘business’ in
section 198 of the Copyright Ordinance, to put it beyond doubt that the term
includes business conducted other than for profit. This is consistent with our
policy that non-profit-making businesses such as charitable organizations or
government should generally be treated on a par with profit-making
businesses for the purposes of the Copyright Ordinance. For example,
criminal liability for the use of pirated copies of copyright works should
apply to both profit-making and non-profit-making businesses. See
paragraph 28(VIII) below.

Consequential amendments

27. Schedule 1 of the Organized and Serious Crimes Ordinance (Cap
455) (“OSCO”) was amended in January 2000 to include certain intellectual
property offences. The objective was to provide additional powers of
investigation for enforcement agents and confiscation of proceeds where
criminal syndicates were involved. Most of the offences under section 118
of the Copyright Ordinance were included in Schedule 1 of OSCO in that
exercise. With the proposed amendments to section 118, we need to make
consequential amendments to Schedule 1 of OSCO. However, since the
'end-user' criminal offence under the new section 118A(1) is unlikely to
require the additional powers of investigation and confiscation provided
under OSCO, we do not propose to add reference to that section to Schedule
1 of OSCO. See paragraph 28(XI) below.

THE BILL

28. The main provisions of the Copyright (Amendment) Bill 2003 are
set out below -

(I) Clause 2 adds a new section 30(2) to remove civil liability in
relation to parallel importing of copies of copyright works for
certain purposes. The new section 30(2) provides that importing a
parallel-imported infringing copy will not infringe copyright if the
person importing it does so other than for sale or hire, or for
distributing it for profit or financial reward or to such an extent as
would affect prejudicially the copyright owner. See paragraphs 22
and 23 above. For the purpose of this and other provisions related
to parallel importation in the Copyright Ordinance, the expression
“lawfully made” does not include the making of a copy of a work
in a country or place where there is no law protecting copyright in
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(1)

the work or where the copyright in the work has expired. See
paragraph 28(VIII) below.

Clause 3 adds new sections 31(3), (4) and (5) to remove civil
liability in relation to the possession, exhibition in public and
distribution of parallel-imported copies of copyright works for
certain purposes. The new Section 31(3) provides that possessing a
parallel-imported infringing copy of a copyright work will not
infringe copyright if the person possessing it does so other than for
sale or hire, or for distributing it for profit or financial reward or to
such an extent as would affect prejudicially the copyright owner.
The new section 31(4) provides that exhibiting in public a parallel-
imported infringing copy is not an infringement if the exhibition is
other than for sale or hire of that copy or any other infringing copy
of a copyright work. The new section 31(5) provides that
distributing a parallel-imported infringing copy other than for
profit or reward or to such an extent as to affect prejudicially the
copyright owner will not be an infringement. See paragraph 24
above.

(III) Clause 4 replaces the existing section 118.

(a) The new section 118(1)}(a) replicates the existing section
118(1)(a) with the addition of the offence of 'making for profit
or financial reward' infringing copies of any copyright works.
See paragraph 19 above.

(b) The new section 118(1)}(b) and (c) replicates the existing
sections 118(1)}b) and (c) for importing or exporting
infringing copies of any copyright works otherwise than for
private and domestic use.

(¢) The new section 118(1)(d) replicates the existing section
118(1)(e) with modifications. The expression 'for the purpose
of, in the course of, or in connection with, any trade or
business' has been removed and specific acts mainly involving
dealing with infringing copies in a commercial context are
spelt out. These are : selling, letting for hire, offering or
exposing for sale or hire, transporting or storing for profit or
financial reward, distributing for profit or financial reward,
and exhibiting in public for the purpose of selling or letting
for hire any infringing copy of a copyright work. See
paragraph 14 above.
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(e)

®

(g

(b)

(1)

The new section 118(1)(e) replicates the existing section
118(1){(d) with modifications. The expression 'for the purpose
of, in the course of, or in connection with, any trade or
business' has been removed and specific acts mainly involving
dealing with infringing copies in a commercial context are
spelt out, namely, selling, letting for hire, transporting or
storing for profit or financial reward, and distributing for
profit or financial reward. See paragraph 14 above.

The new section 118(1)(f) replicates the existing section
118(1)(f) with modifications to reflect the wording of the new
section 118(1)(d)(iv).

The new section 118(2) exempts from criminal liability under
the new sectton 118(1)(b) a person who imports a parallel-
imported infringing copy of a copyright work other than for
sale or hire, or for distributing it for profit or financial reward
or to such an extent as would prejudicially affect the copyright
owner. See paragraphs 22 and 23 above.

The new section 118(3) replicates the existing section 118(2)
with modifications to provide that the new section 118(1}Db),
(¢), (d)(111) and (e)(11) do not apply to an article in transit.

The new sections 118(4) and (5) provide presumptions for
the element of 'for profit or financial reward' in proceedings
for offences under the new section 118(1)(d)(iii) and
118(1)e)(ii). Under the new section 118(4), a person who is
transporting or storing an infringing copy of a copyright work
in circumstances that give rise to reasonable suspicion that he
1s transporting or storing the infringing copy for profit or
financial reward is, in the absence of evidence to the contrary,
presumed to be so acting for profit or financial reward. The
new section 118(5) provides a similar presumption for a
person who possesses an infringing copy with a view to
transporting or storing it for profit or financial reward. See
paragraph 15 above.

The new section 118A(1) creates an offence for a person who
possesses in the course of any trade or business an infringing
copy of a copyright work falling within the Four Categories of
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k)

M

(m)

Works, with a view to the copyright work being used in the
course of that trade or business. See paragraph 11(b) above.

The new section 118A(2) provides that the new section
118A(1) does not apply in relation to an infringing copy that
1s a parallel-imported copy. Since the offence under new
section 118A(1) is the only offence in the Copyright
Ordinance relating to the actual use of an infringing copy, the
effect of this provision is that a person in possession of a
parallel-imported copy of a work falling within the Four
Categories of Works for use in the person's business will not
commit any offence. (Under the present law, the possession
in the course of a business for use in that business of an
infringing copy of a work falling outside the Four Categories
of Works 1s not a criminal offence.) See paragraphs 22 and 23
above.

The new section 118A(3) provides a defence for a person
charged under the new section 118A(1) if his possession of
the infringing copy in question occurred in the course of his
employment and if the infringing copy was provided to him
by or on behalf of his emplover. See paragraph 17 above.

The new section 118A(4) stipulates that the defence at the
new section 118A(3) will not be available to an employee of a
body corporate, a partnership, a sole proprietorship or a
business organisation in any other case, if he is concerned in
the management of that establishment. See paragraph 18
above. An example of 'any other case' is a charitable
organization registered under the Societies Ordinance.

The new section 118A(5) in essence replicates section 2(6) of
the Suspension Ordinance. See paragraph 13 above.

The new section 118B(1) replicates the existing section
118(3).

The new sections 118B(2) and (3) in essence replicate the
existing sections 118(6) and (7) and list out matters which if
proved by a defendant will constitute proof of the defence in
the new section 118B(1) in relation to a parallel imported
copy of a copyright work, and the factors that the court may
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(@)

have regard to in determining whether the matters have been
proved.

The new section 118C(1) provides a definition for the
expression 'business that includes the providing of a copying
service' as used in the offence for copying service businesses
under the new section 118C(2).

The new section 118C(2) makes it an offence for a person
engaged in a business that includes the providing of a copying
service to possess two or more substantially identical
reprographic copies (being infringing copies) of a copyright
work as published in a book, magazine or periodical. See
paragraph 20 above.

The new sections 118C(3), (4) and (5) provide defences for a
person charged under the new section 118C(2) if he could
prove any of the following (see paragraph 21 above) -

e that he did not know and had no reason to believe that the
copies in question were infringing copies;

e that

(i)  he possessed the infringing copies only by virtue of
the fact that he possessed reprographic copies of
another work (“principal  work™), in which
reprographic copies the copyright work to which
the offence relates forms part of the principal work;
and

(1) works as published in books, magazines or
periodicals constitute not more than 20% of the
contents of each of the reprographic copies of the
principal work.

; Or
* that copies of the book, magazine or periodical in question

are available free of charge to members of the public who
wish to acquire their own copy.



