ENTERTAINMENT LAW REPORTER

BUSINESS AFFAIRS

Four Ways to Calculate Net Profits
(Depending on Who s Asking)

by Schuyler M. Moore

Most people assume that there is one monoalithic
standard for calculating “net profits’ for al purposes.
When they hear that a film company has reported a cer-
tain amount of net profits for one purpose, they assume
that the reported net profits applies for all purposes.
This assumption is the genesis of many misconceptions,
such as that film companies must be lying or “cooking
the books’ when they report inconsistent numbers for
different purposes.
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The truth is that film companies are permitted to
calculate net profits differently for different purposes,
and film companies have found a way to do the calcula-
tions differently for each purpose in a way that favors
film companies for each purpose. The four different pur-
poses for which net profits are calculated are as follows:

1. Calculating earnings based upon “generally ac-
cepted accounting principles’ (“GAAP"), which is used
for reporting earnings to the SEC, shareholders, and
lenders.

2. Calculating income and loss for tax purposes.

3. Calculating payments to profit participants,
such as writers and actors.

4. Cdculating cash available to make distribu-
tions to equity holders, such as shareholders, of the film
company.

Because film companies have a vested interest in
making sure the calculations work to their advantage,
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they have been active in determining how the calcula-
tions are made. This article briefly summarizes the ma-
jor differences in the calculations for each purpose and
the impact the differences have on the various
calculations.

GAAP

The calculation of net profits for GAAP was the
topic of a previous article that appeared in these pages
(Accounting for Profits in the Movie Business, by
Schuyler Moore (ELR 18:8:4)) so the rules are only
briefly summarized here. These rules are generaly
found in Financial Accounting Standards No. 53, re-
ferred to herein as “FAS 53.” In summary, the goal of
film companies in applying GAAP isto report net profits
as high as possible. This is achieved in a number of
ways. First, and most importantly, a number of
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debatable items are “ capitalized,” which means that the
costs are not immediately deducted but are, instead,
added to the cost of films. Capitalizing costs has two
salutary benefits. First, it decreases current deductions,
thereby increasing reported earnings. Second, it in-
creases film costs reported as an asset on the balance
sheet. GAAP rules for film companies permit the capi-
talization of development costs, production costs, the
cost of making physical film prints, payments of partici-
pations to third parties, a portion of the company’s over-
head, and even the cost of abandoned film projects.
Another way to maximize reported earnings is to
accelerate the date that income is reported. Under FAS
53, this is achieved by permitting film companies to re-
port the present value of al payments to be made under
a license as income as soon as the “availability date”
has occurred, which is the date that the licensee can ex-
ploit the first showing or broadcast of the film under the
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license. This alows film companies to report income
years before it is actually received. For example, if a
film company entersinto aten-year license providing for
payments of $1 million per year, the film company will
report the present value of the total payments of $10
million as current income upon entering into the license.
Thisis contrary to the rule applicable to most industries;
if the same transaction had involved the lease of red
property, the annual payments would be reported as in-
come each year, instead of being al reported as income
in the first year.

Another key to maximizing reported earnings is to
deduct film costs as dowly as possible. Under FAS 53,
this is achieved by deducting film costs based on esti-
mated future income. By maximizing the estimate of fu-
ture income, film companies are able to defer writing off
film costs as long as possible because FAS 53 requires
film companies to match, as closely as possible, the
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deduction of film costs with the receipt of income. For
example, if a film costs $10 million, and is expected to
earn $1 million per year for 20 years, for a total of $20
million, the film cost of $10 million would be deducted
$500,000 per year for 20 years in order to match, as
closely as possible, the deduction of the film costs with
the estimated income. The estimate of future income is
made by management, and they are under an irresistible
Impulse to make the estimate as high as possible in or-
der to defer deductions as long as possible.

Tax

For tax purposes, the goal is to report net profits
as low as possible. It is relatively easy to summarize the
tax rules applicable to film companies; ssimply do the op-
posite of the rules for GAAP!
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For example, for tax purposes, film companies are
permitted to deduct many of the expenses that they capi-
talize for GAAP, including advertising, most overhead,
and abandoned film projects. Similarly, for tax purposes,
film companies do not follow the GAAP rule of recog-
nizing al the future income under a license on the
“availability date.” Rather, for tax purposes the income
Is reported each year when it is payable. Using the ex-
ample discussed above of a ten-year license for $1 mil-
lion per year, for GAAP the present value of the tota
payments is reported as income upon entering into the
license. However, for tax purposes, the annual payments
are reported each year.

Further, while the goal under GAAP is to defer
the deduction of film costs by over-estimating future in-
come, the goal for tax purposes is to under-estimate fu-
ture income, as this will accelerate deductions, and there
IS no requirement that the two estimates match. Thus,
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film companies have been notorious for under-
estimating future income for tax purposes, in order to
accelerate the deduction of film costs. This practice was
changed somewhat by the 1996 Tax Act, which required
film companies to include in their estimates al income
for the first ten years from the date the films are re-
leased, with a retroactive interest charge added to the
film company’s tax liability if the estimates prove too
low in practice.

Paying Profit Participants

As with calculating net profits for tax purposes,
the goal of calculating net profits for purposes of paying
profit participants is to report net profits as low as possi-
ble. Unlike the tax calculation, however, which is gov-
erned by statute, the concept of net profits for purposes
of paying profit participants is entirely a contractua
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animal, although these contracts tend to follow a stan-
dard industry pattern.

With respect to gross receipts, the goa is to re-
port as little and as late as possible, and this is achieved
by a number of contractual definitions permitting gener-
ous reserves, exclusions, and allocations. For example, a
film company may receive a large cash advance from a
television network for the right to show a film several
times over a three-year period to commence in two
years. Most film companies do not report the advance as
gross receipts until commencement of the three year
television term after two years, and even then the ad-
vance is accrued in income pro rata over the three year
term of the license.

For video gross receipts, it is common to partialy
offset gross receipts with alarge reserve for potential re-
funds. In addition, it is common to sdll or license films
in packages, and it is common to allocate gross receipts
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away from the winning films to the turkey films, for
which no participations will be payable. Further, there
are certain sources of income, such as theme parks, that
are smply excluded entirely from being included in
gross receipts.

The goal with respect to distribution expenses is
to report as early and as much as possible. This is
achieved by a number of means, including high interna
fees, early accruals of expenses, payments to affiliates,
overhead alocations, and deemed interest. Film compa-
nies also take a huge dlice of gross receipts off the top
as their distribution fee. When all else fails, the con-
tracts aways permit film companies to siphon off in-
come through affiliates.

The important point is that the definition is purely
contractual. People often assume that “net profits’ for
purposes of paying profit participants must be grounded
upon accounting, not contractual, principles. In truth, the
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common contractual reference to this calculation as “ net
profits’ is a misnomer; it would be more accurate to re-
fer to this calculation as “potential contingent compen-
sation payable by contract.”

Distributions To Equity Holders

The final calculation of net profits relates to how
much cash is actually distributed to equity holders, such
as shareholders, in the form of dividends or similar dis-
tributions. This calculation is more complex than the
others in that it is a function of severa variables. The
first variable is the amount of actua cash on hand (net
of reserves for expenses, debts, and the like), as most
distributions are made in cash.

The next variable is contractual — namely, the
provisions of the governing corporate documents, such
as the articles and bylaws for a corporation, the
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partnership agreement for a partnership, and the operat-
ing agreement for a limited liability company. These
governing documents will usually have provisions deal-
ing with distributions, ranging al the way from requiring
a minimum specified level of distributions each year all
the way to granting management unbridled discretion to
reinvest net profits in other businesses. Thus, the provi-
sons of these governing documents must always be
consulted to determine if a distribution can or must be
made and, if so, the amount of the distribution.

Most film companies wish to retain their profits
for the purpose of reinvesting in other films or in related,
or even unrelated, businesses. Thus, the governing
documents of most film companies, particularly the
larger ones, grant management unbridled discretion to
reinvest profits. The amount of net profits, if any, that
are actually distributed is then left solely to the discre-
tion of management.
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The third variable is statutory; most states have
statutes that prohibit distributions while an entity is “in-
solvent” (defined in various ways). These statutes serve
as a celing on the amount of any permissible
distributions.

Conclusion

The consequence of all this is that as the Red
Queen said in Alice In Wonderland, “a word means
what | say it means.” When the words “net profits’ are
bantered about, ask for what purpose it is being calcu-
lated. By knowing the purpose, you will know the biases
inherent in the calculation and can take the proffered
number with the appropriate grain of salt. [ELR 18:12:4]
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RECENT CASES

Supreme Court upholds constitutionality of Cable
TV Act s must-carry rules

It took five years of litigation and four lengthy ju-
dicial decisions — two by the Supreme Court itself —
but finally the question has been resolved: the “must-
carry” provisons of the Cable Televison Consumer
Protection and Competition Act of 1992 are constitu-
tional. The United States Supreme Court has so held.

The “must-carry” provisions of the Cable TV Act
require cable systems to carry the over-the-air signals of
local televison stations, without charge to those sta-
tions. The Turner Broadcasting System and severd
other cable programmers and cable system operators
challenged the constitutionality of the “must-carry”

VOLUME 18, NUMBER 12, MAY 1997



ENTERTAINMENT LAW REPORTER

rules, contending that the rules violate their First
Amendment free speech rights.

In the first round of the challenge, a three-judge
panel upheld the congtitutionality of the “must-carry”
rules (ELR 15:2:8). Though the court granted summary
judgment to the government, the difficulty of the issue
was reflected in the panel’s decision: each of the three
judges wrote his own opinion, and one of the opinions
was a dissent.

The case then proceeded directly to the Supreme
Court which affirmed the correctness of the legal stan-
dard that the lower court had used: the “intermediate
level of scrutiny” standard, rather than the higher level
of scrutiny that had been urged by Turner and its co-
plaintiffs (ELR 16:4:16). Again, however, the difficulty
of the issue was reflected in the Court’s decision. Jus-
tice Stevens would have sustained the constitutionality
of the “must-carry” rules on the record as it then existed
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and been done with the case. Four other justices would
have declared them unconstitutional. The remaining four
Justices said they could not reach a conclusion on the
rules’ constitutionality without further evidence. And so,
with Justice Stevens concurrence, they remanded the
case to the lower court for further consideration of two
guestions. The first was whether the record compiled by
Congress during the legidative process supported its
prediction that the “must-carry” rules are necessary to
advance “important governmenta interests.” And the
second was whether the rules burden free speech only to
the extent necessary to advance those interests.

The lower court answered both questions “yes,”
but just barely (ELR 18:3:4). One judge would have an-
swered them “no.” Another judge thought a trial was
necessary to answer them. And only one judge felt they
could be answered without trial. In order to avoid a
stalemate, the judge who thought a trial was necessary
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joined with the judge who concluded the rules are con-
stitutional. So that is what the lower court held.

When the case got back to the Supreme Court, it
affirmed. In a 5-to-4 ruling by Justice Anthony Ken-
nedy, the Court held that: protecting over-the-air loca
television stations is an important governmental interest;
substantial evidence supported Congress' prediction that
if the “must-carry” rules were eliminated, many loca
stations would be dropped by cable systems or denied
cable carriage in the first place; the “must-carry” rules
addressed this problem directly and effectively; and the
rules did not burden substantially more speech than nec-
essary to accomplish their goals.

Turner Broadcasting System, Inc. v. Federal Communi-
cations Commission, 117 S.Ct. 1174, 1997 U.S.LEXIS
2078 (1997) [ELR 18:12:7]
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Lender s law firm not negligent for failing to perfect
security interests in movie distribution proceeds, be-
cause loan to MCEG took place before Peregrine
Entertainment case first held that copyright mort-
gages must be recorded with Copyright Office in or-
der to perfect security interests in movie proceeds,
New York court rules in dismissing malpractice
lawsuit

In 1989, Credit du Nord loaned MCEG Produc-
tions $4.5 million which MCEG later repaid. Neverthe-
less, several years later, that loan became the subject of
alegal malpractice lawsuit against Phillips Nizer Benja-
min Krim & Ballon, the law firm that had represented
Credit du Nord in connection with the loan.

The mapractice lawsuit aleged that Phillips
Nizer had negligently failed to perfect the Credit du
Nord's security interest in the collateral that MCEG had
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given for the loan. But the 1989 loan was made a full
year before the Peregrine Entertainment case (ELR
12:5:12) first explained what had to be done in order to
perfect such security interests.

Therefore, New York state court Judge David
Saxe has dismissed the suit against Phillips Nizer. The
judge explained that the firm did not have a duty “to an-
ticipate future caselaw,” and thus it did not breach any
duty to its client by failing “to take al actions necessary
to avoid any legal challenge [to the lender’s security in-
terest], even if such challenge would be unsupported by
legal authority then existing.”

The collateral given to Credit du Nord by MCEG
in 1989 in return for its $4.5 million loan was a security
interest in the proceeds from a distribution deal MCEG
had made with Viacom involving television and homevi-
deo rights to three movies, “Boris and Natasha,” “Limit
Up” and “Getting It Right.” In that deal, Viacom
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promised to pay MCEG a $1.5 million guarantee on its
delivery of each completed movie. Credit du Nord
sought to perfect its security interest by filing a UCC-1
financing statement with the California Secretary of
State. However, Credit du Nord apparently did not get a
mortgage on the movies copyrights and thus did not re-
cord Copyright Mortgages with the Copyright Office.
Banks routinely file UCC-1's in order to perfect
security interests in intangibles, including receivables.
And in 1989 — when Credit du Nord made its loan to
MCEG — UCC-1's were all that some banks were us-
ing to perfect security interests in movie distribution
proceeds too. A UCC-1 was al that Capitol Federal
Savings used to perfect its security interest in movie dis-
tribution proceeds to be received by one of its custom-
ers, Peregrine Entertainment, when Capitol lent money
to it. But when Peregrine later went bankrupt, the com-
pany’s unsecured creditors persuaded Judge Alex
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Kozinski (temporarily ditting as a Bankruptcy Court
judge) that in order to perfect a security interest in
movie distribution proceeds, it is necessary to record a
Copyright Mortgage in the Copyright Office, rather than
a UCC-1 in the Secretary of State's office. Though
Judge Kozinski’s 1990 ruling in the Peregrine case was
not without its critics, it was followed by another judge
in a subsequent bankruptcy case involving Atlantic En-
tertainment Group (ELR 13:8:9) and that ruling was af-
firmed by the Ninth Circuit Court of Appeals (ELR
16:3:14), so by now it is quite well-settled that recorded
Copyright Mortgages are necessary to collateralize
movie loans — though this wasn't as clear when Credit
du Nord made itsloan to MCEG in 1989.

Since that loan was not perfected by recording a
Copyright Mortgage in the Copyright Office, a dispute
arose over whether Credit du Nord could keep the
money MCEG had repaid it. Credit du Nord settled that
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dispute by giving up $2.8 million of the money it had
been repaid. That appears to have been the damage
Credit du Nord suffered as a result of Phillips Nizer's
alleged malpractice.

MCEG Sterling v. Phillips Nizer Benjamin Krim & Bal-
lon, 646 N.Y.S.2d 778, 1996 N.Y.Supp.LEXIS 297
(Sup. 1996) [ELR 18:12:7]

Writer David Kaplan is entitled to trial on claim that
he is co-owner of copyright to memoirs of former
baseball commissioner Fay Vincent, and on claim
that Vincent fraudulently induced Kaplan to work on
manuscript, federal court rules in denying Vincent s
motion to dismiss those claims; court does dismiss
Kaplan s breach of contract and quantum meruit
claims, however
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Most readers of these pages will recognize the
name Fay Vincent. Among other things, he used to be
the Commissioner of Baseball. Some readers will recog-
nize the name David Kaplan too. He is a senior writer
for Newsweek magazine, specializing in legal affairs.
Once, Vincent and Kaplan were friends. Now they are
adversaries in a lawsuit. The dispute arose out of their
collaboration on Vincent’s memoirs of his days as Base-
ball Commissioner — memoirs which Vincent has de-
cided he no longer wants to publish.

Vincent made this decision after he and Kaplan
had signed a publishing contract with Little, Brown and
Company, and after Kaplan took an unpaid leave of ab-
sence from Newsweek and wrote 90% of the book. This
a least is what Kaplan has alleged in a complaint filed
in federal court in New York City in which he seeks: a
declaration that he is co-owner of the copyright to
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Vincent's memoirs and thus may publish them without
Vincent's permission; damages because Vincent alleg-
edly fraudulently induced him to work on the manu-
script; damages for Vincent’'s breach of the Little,
Brown contract; and damages for unjust enrichment.
Vincent responded to Kaplan's complaint with a motion
to dismiss, a portion — but only a portion — of which
has been granted.

Judge Barrington Parker has dismissed Kaplan's
breach of contract claim, on the grounds that the Little,
Brown publishing agreement created no obligations be-
tween Vincent and Kaplan, and Kaplan is not a third
party beneficiary of that contract. The judge aso dis
missed Kaplan's quantum meruit clam against Vincent,
because Vincent received no benefit from Kaplan's
work on the manuscript, and because Kaplan did not ac-
tually finish the manuscript.
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On the other hand, Judge Parker has denied Vin-
cent’s motion to dismiss Kaplan's claim for a declara-
tory judgment that he is the co-owner of the
manuscript’s copyright and may publish it without Vin-
cent’s consent. In support of his motion, Vincent cited
unsigned drafts of a collaboration agreement between
them — drafts which indicated they may have ordly
agreed that Vincent could terminate their collaboration,
and that if he did, neither could not publish material con-
tributed by the other without consent. However, the
judge refused to rely on those unsigned drafts as a basis
for dismissing Kaplan’s claim, because certain evidence
suggested that Kaplan and Vincent did not intend to be
bound by the written collaboration agreement unless and
until it was signed; and it wasn't.

Judge Parker also denied Kaplan's counter-
motion (for partiad summary judgment) on the co-
ownership issue, because there was conflicting evidence
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about whether Vincent intended to become a joint
author with Kaplan; and in the Second Circuit, both
authors must intend to become co-authors in order for
that to be the result for copyright ownership purposes.

Finally, the judge denied Vincent's motion to dis-
miss Kaplan's fraud claim, ruling that the complaint
adequately aleged that Vincent had fraudulently in-
duced Kaplan to work on the manuscript.

Kaplan v. Vincent, 937 F.Supp. 307, 1996 U.S.Dist.
LEXIS 13396 (S.D.N.Y. 1996) [ELR 18:12:8]

Appellate court affirms dismissal of copyright in-
fringement case against New England Patriots and
NFL Properties brought by fan who submitted de-
sign for Patriots new logo, because logo adopted by
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team was created by professional designer who did
not have access to fan s submission

James Grubb is a New England Patriots fan (or at
least, once was). So in 1993, when Grubb learned the
Petriots were looking for a new logo, he sent them one
he had designed. When the team’s new logo was un-
velled, it was similar to his, Grubb thought, but he was
not given credit for designing it. Instead, the Patriots
said their new logo had been designed by a professional
artist hired by NFL Properties.

Grubb then registered the copyright to his design
and sued the Patriots and NFL Properties for infringe-
ment. When the District Court granted the defendants
motion for summary judgment (ELR 18:2:10), Grubb ap-
pealed; but he has lost once again. In a decision by
Chief Judge Juan Torruella, the Court of Appeals has
agreed that the evidence showed that the professional
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artist hired by NFL Properties had not had access to
Grubb'’s design before the artist created the logo the Pa-
triots eventually adopted, and this alone was sufficient
“to justify summary judgment.”

Grubb had placed great emphasis on similarities
he saw between his design and the Patriots new logo.
But “similarity alone cannot lead to a finding of copy-
ing, without evidence of access prior to the alegedly of-
fending work’s creation,” Judge Torruella explained.

Though Grubb lost his case, it did bring him at
least a diver of artist immortality. His design is repro-
duced (along with various versions of the Patriots' 10go)
as an Appendix to the appellate court’s decision, where
it will remain forever on the shelves of thousands of law
libraries.

Grubb v. KMS Patriots, L.P., 88 F.3d 1, 1996 U.S.App.
LEXIS 14892 (1st Cir. 1996) [ELR 18:12:9]
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Playboy obtains order requiring Italian publisher to
shut down or block U.S. access to Playmen Inter-
net site; court holds that Internet site located in Italy
violates injunction granted to Playboy in 1981 bar-
ring publisher from distributing Playmen publica-
tions in U.S.

Playboy Enterprises has obtained an order from a
United States District Court in New York City that re-
quires an Italian publisher to shut down its “Playmen”
Internet site, or to block access to the site from the
United States, because even though the site is on a com-
puter located in Italy, it violates an injunction issued in
1981 barring the publisher from distributing publications
and related products in the U.S. using the “Playmen”
name.
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The 1981 injunction was the remedy granted to
Playboy in a lawsuit it had filed against the publisher
and distributor of “Playmen,” an Italian “male sophisti-
cate magazine.” In that case, a federa District Court
held that the Italian magazine infringed Playboy’s trade-
mark, and a Court of Appeas affirmed that judgment
(ELR 3:10:6, 4:20:4). Playboy obtained similar injunc-
tions from courts in England, France and Germany, but
an Italian court held that “Playboy” was a weak mark
and thus was not entitled to protection there. As aresult,
the magazine's publisher — Tattilo Editrice, S.p.A. —
continued to publish “Playmen” in Italy, and established
a“Playmen” Internet site there in 1995 or ’ 96.

Though physically located on a computer in Italy,
the site — http://www.playmen.it — was accessible
from the United States, and Playboy brought contempt
proceedings against Tattilo in the United States. Judge
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Shira Scheindlin agreed with Playboy and has held Tat-
tilo in contempt.

The judge ruled that although the publication of
pictorial images on the Internet could not have been
contemplated when the injunction was issued in 1981,
that “does not prevent the Injunction from applying to
the modern technology of the Internet and the World
Wide Web.” Judge Scheindlin ruled that even though
the 1981 injunction did not “refer to the Internet by
name,” it still could apply to the Internet. “Injunctions
entered before the recent explosion of computer technol-
ogy must continue to have meaning,” she reasoned.

Tattilo argued that even if the injunction applies
to the Internet, it did not violate the injunction, because
it was “merely posting pictorial images on a computer
server in Italy, rather than distributing those images to
anyone within the United States.” According to Tattilo,
“A computer operator wishing to view these images
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must, in effect, transport himself to Italy to view [itg]
pictorial displays. The use of the Internet is akin to
boarding a plane, landing in Italy, and purchasing a copy
of Playmen magazine, an activity permitted under Italian
law.”

Judge Scheindlin was not persuaded, however.
“By inviting United States users to download these im-
ages, Tattilo is causing and contributing to their distribu-
tion within the United States,” the judge held. “While
this Court has neither the jurisdiction nor the desire to
prohibit the creation of Internet sites around the globe, it
may prohibit access to those sites in this country. There-
fore. .. Tattilo must either shut down [the Playmen site]
completely or prohibit United States users from access-
ing the site in the future.”

Editor s note: Playboy has become a true cham-
pion in the battle against digital infringements. It seems
to pick its cases carefully and does a good job with
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them, because Playboy is now 3-for-3 in precedent set-
ting decisions involving digital issues. In addition to this
case, Playboy won the first copyright infringement in cy-
berspace lawsuit, Playboy v. Frena (ELR 16:4:10), and the
first copyright infringement by CD-ROM case, Playboy v.
Starware (ELR 18:2:13). For its part, Tattilo may have
achieved a technological accomplishment; it may have
figured out how to keep its site up while merely block-
ing access from the United States. A Yahoo search for
“playmen” done after this decision was rendered turned
up “Playmen Italian magazine”; but an attempt to access
that site (from Santa Monica) resulted in a message say-
ing “The site was not found.”

Playboy Enterprises, Inc. v. Chuckleberry Publishing,
Inc., 939 F.Supp. 1032, 1996 U.S.Dist.LEXIS 8435,
9865 (S.D.N.Y. 1996) [ELR 18:12:9]
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Court refuses to dismiss suit brought by Simon &

Schuster and William Bennett alleging that their
Book of Virtues trademark is infringed by Dove s
The Children s Audiobook of Virtues

Former Education Secretary William Bennett
struck it rich when Simon & Schuster published his col-
lection of public domain fables, essays and musings en-
titted The Book of Virtues in November 1993. The
book’s enormous success prompted Simon & Schuster
to bring out a series of sequels and spinoffs, so that
fewer than two years later, it was estimated that Bennett
had already earned some $5 million.

Of course, this much success attracted the atten-
tion of others, including Dove Audio, Inc., a company
that publishes books on tape. By early 1995, Dove
planned to release The Children s Audiobook of Virtues
— a tape whose title was reminiscent of Bennett's
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original book and virtually identical to that of one of Si-
mon & Schuster’s planned spinoffs, a book to be called
The Children s Book of Virtues.

Simon & Schuster and Bennett sued, but Dove
didn’t back down. Instead, Dove demonstrated its dis-
dain for the claims made against it by responding with a
motion for judgment on the pleadings, arguing in effect
that even if Simon & Schuster and Bennett proved eve-
rything they alleged, they still would not be entitled to
prevail.

Alas, in the eyes of federa District Judge Allen
Schwartz, the case has more virtue than Dove gave it
credit for. Judge Schwartz has denied Dove's motion
and permitted the case to proceed.

Dove had argued that “books of virtues. . . have
been a literary convention since the days of St. Thomas
Aquinas and his published work ‘Of Virtues.'” Thus,
said Dove, the titles at issue in the case are generic and
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unprotectible because they “precisely describe the con-
tents of the works. . . .” Judge Schwartz disagreed, how-
ever. He ruled that “’ The Book of Virtues mark does
not fall into the generic category. . .."

Instead, the judge found the mark to be “descrip-
tive.” As such, it was entitled to protection if, but only
iIf, it had acquired secondary meaning. Dove argued that
it had not. But the judge noted that Simon & Schuster
and Bennett had alleged facts which if proved would es-
tablish that the mark has secondary meaning. Ultimately,
they would have the burden of proving those facts, but
the judge ruled that it would be “premature, if not incor-
rect” to find that the title lacks secondary meaning based
exclusively on the pleadings.

Dove aso argued that since the lawsuit involved
the title to an “artistic work,” Simon & Schuster and
Bennett would have to have to make a “particularly
compelling” showing of likelihood of confusion in order
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to overcome Dove's First Amendment right to use the
title of its choice; and Dove argued they would be un-
able to meet this high standard as a matter of law. While
Judge Schwartz seemed to agree that Simon & Schuster
and Bennett would have to meet the “particularly com-
pelling” standard, he couldn't say, at that point in the
case, they would be unable to do so.

Simon & Schuster, Inc. v. Dove Audio, Inc., 936
F.Supp. 156, 1996 U.S.Dist.LEXIS 12609 (S.D.N.Y.
1996) [ELR 18:12:10]

Ringling Bros.-Barnum & Bailey gets mixed results
in trademark dilution suits that seek to prevent oth-
ers use of phrases similar to The Greatest Show on
Earth ; circus company overcomes motion to
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dismiss in one case, but preliminary injunction
sought by it in second case is denied

Ringling Bros.-Barnum & Bailey has been in the
circus business for well over a century, and for much of
that time it has immodestly referred to its productions as
“The Greatest Show on Earth.” The company registered
that famous phrase as a federal trademark back in 1961,
and has what appears to be a vigorous trademark en-
forcement program. Until recently, however, federal
trademark law required proof of a “likelihood of confu-
sion” — a standard that could not always be met when
offending uses were far afield from the trademark own-
ers own business.

In 1995, however, that changed. Congress
amended the Trademark Act to add provisions that give
the owners of “famous marks’ protection against the
“dilution” of their marks (ELR 17:10:12). This expanded
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the rights of trademark owners considerably, because
“dilution” may result whenever there is a “lessening of
the capacity of afamous mark to identify and distinguish
goods or services.” And Congress made it clear that di-
lution can be found even in cases where there is no like-
lihood of confusion.

Equipped with this new law, Ringling Bros. set
out to prevent others from using phrases that are similar
to “The Greatest Show on Earth” on the grounds that
those uses will dilute its trademark. One target of the
circus company’s complaints is the state of Utah which
for several years has used the phrase “The Greatest
Snow on Earth” on its license plates and in advertise-
ments and other promotions that seek to attract visitors
to the state’'s resorts. The other target is the owner of
“The Greatest Bar on Earth,” a new bar on the 107th
floor of New York City’s World Trade Center. Both
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cases are in preliminary stages only, and thusfar Rin-
gling Bros. has gotten mixed results.

Utah made a motion to dismiss the circus compa-
ny’s lawsuit entirely, arguing that the new anti-dilution
provision of the Trademark Act only gives trademark
owners the right to prevent the use of identical marks.
Since Utah's phrase contains the word “Snow” where
Ringling Bros. mark contains the work “Show,” the
state’s mark is not identical, and thus not a violation of
federal law, Utah contended. Federal District Judge
Thomas Ellis has disagreed, however. In a succinct
opinion that emphasizes the wording of the anti-dilution
amendment itself, the judge has ruled that an offending
mark may infringe a trademark owner’s anti-dilution
rights even though it is not identical to the famous mark.
As a result, Judge Ellis has denied Utah's motion to
dismiss.
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In its case against Utah, Ringling Bros. had not
sought a preliminary injunction, so Judge Ellis did not
have to evaluate the merits of Ringling Bros. claim. And
he didn't.

However, in its case against the World Trade
Center bar, Ringling Bros. did seek a preliminary in-
junction — without success. Federal District Judge
Shira Scheindlin agreed that non-identical phrases could
infringe anti-dilution rights if used in a related business.
In this case however, “The Greatest Bar on Earth” was
engaged in a business that is not related to circuses, nor
isit identical to “The Greatest Show on Earth.” Moreo-
ver, after applying a multi-factor analysis for likelihood
of dilution, Judge Scheindlin concluded that Ringling
Bros. had not demonstrated a likelihood that the bar's
name would dilute the circus company’s mark. For these
reasons, the judge has denied Ringling Bros.” motion for
apreliminary injunction.
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Ringling Bros.-Barnum & Bailey Combined Shows, Inc.
v. Utah Division of Travel Development, 935 F.Supp.
763, 1996 U.S.Dist.LEXIS 13304 (E.D.Va. 1996); Rin-
gling Bros.-Barnum & Bailey Combined Shows, Inc. v.
B.E. Windows Corp., 937 F.Supp. 204, 1996
U.SDist.LEXIS 9778 (S.D.N.Y. 1996) [ELR 18:12:11]

Owner of The Sports Authority retail stores is en-
titled to trial in trademark and dilution suit against
owner of similarly-named restaurant chain, Court of
Appeals rules in decision reversing summary judg-
ment that had dismissed the case

A federal Court of Appeals has pumped new life
into a trademark infringement and dilution lawsuit filed
by The Sports Authority, a sporting goods and apparel
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retailer, against Prime Hospitality Corp., the owner of a
chain of sportsthemed restaurants caled “Sports
Authority Food, Spirits & Sports.”

Earlier in the case, District Judge John Martin had
granted Prime Hospitality’s motion for summary judg-
ment, because after applying a multi-part analysis of the
likelihood of confusion, he concluded there were no is-
sues of fact requiring atrial. Judge Martin concluded, in
other words, that reasonable jurors could not find a like-
lihood of confusion. He aso dismissed The Sports
Authority’s dilution clam brought under New York
state law. (ELR 17:1:19)

However confusion, and its likelihood, are in the
eye of the beholder. And what Judge Martin found rea-
sonable jurors could not do, a panel of federal appeas
court judges found they could.

The Sports Authority appealed the dismissal of its
case. And on appeal, three judges — applying the same
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eight factors that had been used by Judge Martin —
concluded that five factors weighed in favor of The
Sports Authority and only threein favor of Prime Hospi-
tality. As aresult, in a decison by Judge John Walker,
the appellate court ruled that summary judgment should
not have been granted, and it remanded the case to the
lower court for further proceedings.

The appellate court also reversed and remanded
the dismissal of The Sports Authority’s dilution claim.

Sports Authority, Inc. v. Prime Hospitality Corp., 89
F.3d 955, 1996 U.S.App.LEXIS 18138 (2d Cir. 1996)
[ELR 18:14:11]

Court denies Disney s motion to dismiss case alleging
The Lion King and other videos contain sexual
messages unsuitable for young children; complaint
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adequately pleads breach of warranty and fraud,
and First Amendment defense requires further
proceedings

According to Janet Gilmer, the video of “The
Lion King” contains a sublimina scene in which milk-
weed particles form the word “Sex”; “The Fox and the
Hound” contains a subliminal scene in which a character
gives “the finger” to the camera; and the cover of the
box for “The Little Mermaid” shows an erect penis. Ms.
Gilmer made these allegations in a class action com-
plaint filed in Arkansas against Walt Disney Pictures
and Television and Buena Vista Home Video.

Improbable though the allegations seem, the case
has turned serious. After Disney and Buena Vista suc-
cessfully removed the case from state to federal court,
over Gilmer’s objections (ELR 18:4:7), they sought to
have it dismissed on First Amendment and other
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grounds. But Judge Franklin Waters has denied the mo-
tion, and so the case will proceed.

Gilmer’s complaint aleges claims for negligence,
fraud, invason of privacy and breach of warranty.
Disney asserted a First Amendment defense, arguing
that since movies are speech, none of the tort claims
could succeed. Gilmer, however, responded that the
First Amendment does not apply to “subliminal” speech,
citing cases involving Judas Priest (ELR 12:5:19) and
Ozzy Osbourne (ELR 13:4:5). Judge Waters agreed that
in those two cases, “the court felt the proper characteri-
zation of the message as being subliminal or not was im-
portant to the court’s analysis of the First Amendment
issues.” Though Disney argued that the offending mate-
rial was not subliminal, the judge concluded he couldn’t
decide whether it was or not on the basis of a motion to
dismiss. And for that reason, Judge Waters denied
Disney’s motion.
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The judge aso denied Disney’s motion to dismiss
Gilmer’s breach of warranty and fraud claims. He ruled
that the allegations of her complaint were sufficient to
withstand dismissal, though he said he would determine
later whether the warranty claim could withstand a mo-
tion for summary judgment.

Disney did achieve one small measure of success.
Judge Waters dismissed the case against Walt Disney
Pictures and Television, saying he did not have persona
jurisdiction over that company. It does not do business
in Arkansas, and the “relationship created by the mere
act of producing afilm or motion picture is not sufficient
to satisfy the requirements of due process,” he ex-
plained. Thus the case will proceed against Buena Vista
Home Video aone.
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Gilmer v. Buena Vista Home Video, Inc., 939 F.Supp.
665, 1996 U.S.Dist.LEXIS 13737 (W.D.Ark. 1996)
[ELR 18:12:12]

NFL s Raiders received $19 million during 1980s
that should have been reported as income, but was-
nt; Tax Court rejects Raiders argument that
money received from L.A. Coliseum and Irwindale
as loans and from Oakland as inverse condemnation
damages was not taxable income

National Football League teams earn money by
selling admission tickets, renting luxury boxes, licensing
broadcasts of their games, and selling or licensing mer-
chandise bearing team names and logos. Some teams
also make money from concession stand sales and park-
ing at thelr home stadia For federal income tax

VOLUME 18, NUMBER 12, MAY 1997



ENTERTAINMENT LAW REPORTER

purposes, all of this money is taxable, because the Inter-
nal Revenue Code defines “gross income” very broadly
to include income “from whatever source derived.”

During the 1980s, the NFL’s Raiders had income
from these usual sources, and almost $19 million in ad-
ditional receipts from three unusual sources as well. Be-
tween 1982 and 1986, the Raiders received $6.7 million
in loans from the Los Angeles Memorial Coliseum
Commission in connection with the team’s move to Los
Angeles from Oakland. In 1988 and 1989, the Raiders
received $2 million from Oakland to settle an inverse
condemnation suit the team had filed against that city in
response to a suit Oakland had filed against the team in
an effort to keep the Raiders from moving to Los Ange-
les. And in 1988, the Raiders received $10 million from
Irwindale as an advance against a $115 million loan for
the construction of what was to have been a new sta-
dium in that city.
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The Raiders did not report any of this money as
taxable income, and when the IRS asserted that it should
have been reported as income, the Raiders (and limited
partners in the partnership that owns the team) filed suit
in Tax Court challenging the IRS's position. The Tax
Court, however, has rejected the Raiders arguments, so
the Raiders' limited partners will now have to pay taxes
on some $19 million in additional income.

The Raiders argued that the loans from the L.A.
Memorial Colissum Commission were not taxable in-
come, because ordinarily, “loans’ are not taxable. In
this case, however, the loans were “without recourse” to
the Raiders and were to be repaid “solely” out of re-
ceipts from the rental of suites inside the Coliseum that
were to have been built by the Raiders. The deal gave
the Raiders discretion to decide if and when the suites
would be built. As things turned out, the Raiders didn’t
build the suites or repay the loans. And though the
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Coliseum Commission sued the Raiders, the lawsuit was
settled with a mutual release. The Tax Court held that
under these circumstances, “an unconditional and en-
forceable debt did not exist for tax purposes’ when the
loans were made; and thus the Court agreed with the
IRS that the loans were taxable income when they were
made.

The Raiders argued that the money the team re-
ceived from Oakland in settlement of the Raiders in-
verse condemnation suit was not taxable, because it was
compensation for damage to the Raiders *“goodwill”
and as such was not “income.” While compensation for
injury to goodwill is not income for tax purposes, the
Tax Court concluded that the “ preponderance of the evi-
dence” showed that the damages sought by the Raiders
were really for lost revenues and extra expenses suf-
fered by the Raiders as a result of the injunction Oak-
land had obtained in the city’s suit against the team
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which delayed the Raiders’ eventual move to Los Ange-
les. As such, the settlement proceeds from the Raiders
counter-suit against Oakland were taxable income, the
Tax Court ruled.

After the Raiders moved from Oakland to Los
Angeles and had played in the L.A. Coliseum for several
years, the Raiders made a deal with Irwindale to build a
stadium in that city and to play the team’s home games
there. As part of that deal, the Raiders signed a $115
million note, and Irwindale advanced the Raiders $10
million. The Raiders note was “non-recourse,” and was
to repaid “exclusively” from stadium revenues. Irwin-
dale had planned to sell bonds to raise the $115 million
it was going to lend the Raiders to build the stadium; but
that plan was blocked by the California legisature when
it enacted alaw in 1988 that prohibited cities from using
genera obligation bonds to build stadiums that would be
turned over to any private company. A lawsuit was filed
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to compel the Raiders to repay the $10 million that had
already been advanced. But in the answer the Raiders
filed in that case in 1988, the team took the position that
it was “entitled to retain that money whether or not the
stadium is built.” And sure enough, when the case was
later settled, the Raiders “were not required to repay the
initial $10 million received from Irwindale.” The Tax
Court ruled that the $10 million advanced to the Raiders
was not income when the money was advanced, because
it was ssimply a loan when the deal was first made. But
“income” is realized when the obligation to repay aloan
Is “discharged.” That happened in 1988, the Tax Court
held, so the Raiders should have recognized $10 million
in “discharge of indebtedness income” in that year.

The Raiders also took a $400,000 “bad debt” de-
duction in 1986, on account of money that was owed but
not paid by Bob Speck Productions for television and
radio rights to certain games. While the Internal
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Revenue Code does permit taxpayers to deduct debts
that become worthless, taxpayers bear the burden of
proving the debt became worthless during the year in
which the deduction is taken. In this case, the Raiders
did not sue Bob Speck Productions in 1986 and contin-
ued to do business with the company for years after-
ward. The Tax Court therefore held that the Raiders had
not shown abasis for “abandoning any hope of recovery
of $400,000 of the Speck debt in 1986,” so the court
sustained the IRS's disallowance of the Raiders bad
debt deduction for that year.

Milenbach v. Commissioner of Internal Revenue, 106
T.C. 184, 1996 U.S. Tax Ct. LEXIS 8 (1996) [ELR
18:12:12]
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NFL defeats lawsuit by Dallas Cowboy player Clay-
ton Holmes challenging his suspension by NFL after
failing a drug test; court rejects Holmes constitu-
tional, federal and state law claims

The National Football League has defeated an ag-
gressive three-pronged attack on its drug program — an
attack mounted by Dallas Cowboy player Clayton Hol-
mes. Judge Sidney Fitzwater, of the federa District
Court in Dallas, has dismissed a lawsuit filed by Holmes
as aresult of being suspended after failing a drug test.

[ronically, Holmes troubles began after he be-
came a free agent and began talks with the Detroit Li-
ons. The Lions told him he had to take a urine test
“solely” to see whether he had been using steroids, Hol-
mes later alleged. The test revealed Holmes had been
using marijuana, and as a result, he was involuntarily en-
rolled in the NFL drug program. In follow-up tests,
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Holmes tested positive for drugs again, and he was sus-
pended for four games.

Holmes appealed his suspension, and had a hear-
ing before Commissioner Paul Tagliabue, as provided in
the NFL collective bargaining agreement. But the Com-
missioner affirmed the suspension, and Holmes then
sued.

In his lawsuit, Holmes asserted that his hearing
before the Commissioner had not satisfied the “due
process’ standards required by the Constitution. But
Judge Fitzwater ruled that since the arbitration had been
conducted pursuant to a provision of a privately negoti-
ated collective bargaining agreement, “the arbitrator is
not deemed to be a government official or the equiva
lent, and constitutional rights do not apply.”

Holmes aso claimed that the Commissioner had
not followed procedures required by the collective bar-
gaining agreement itself, and had thus breached the
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bargaining agreement in violation of federal labor law.
Again Judge Fitzwater disagreed. Holmes had not al-
leged that the Commissioner’ s decision was the result of
fraud, dishonesty, bad faith or misconduct. Since these
are the only grounds for setting aside a labor arbitrator’s
decision, the judge ruled that Holmes had failed to state
a breach of contract claim on which judicial relief could
be granted.

Finally, Holmes had asserted various tort law
claims under Texas state law. But Judge Fitzwater ruled
that these claims were preempted by federal labor law.

Holmes v. National Football League, 939 F.Supp. 517,
1996 U.S.Dist.LEXIS 12496 (N.D.Tex. 1996) [ELR
18:12:14]
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Dispute between Pebbles and concert promoter is or-
dered to arbitration, as sought by Pebbles, even
though she had not signed contract form containing
arbitration clause

Parties to a written contract usually express their
agreement with its terms by signing it, but not always.
Sometimes other behavior suffices, especialy in show
business. This principle is nicely illustrated in an Indiana
appellate court ruling issued in a case involving a dis-
pute between Pebbles and the promoter of a concert that
was to have taken place at the Fort Wayne Memoria
Coliseum in July 1991. Pebbles agency, ICM, got
sucked into the dispute as well.

According to the deal made on her behalf, Peb-
bles was to perform at the concert in return for a
$12,500 guarantee, half payable when the dea was
made and half just before the concert, plus a percentage
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of the gate. The contract form prepared to document the
deal contained three clauses that became especialy im-
portant. One provided that the balance of Pebbles guar-
antee was to be paid by “certified check, money order,
bank draft, or cash . . . prior to performance . . . or act
will not perform.” Another provided that any dispute re-
lating to the agreement would be settled by arbitration.
And a third provided that the contract would not be
binding unless it were signed by all parties.

The concert promoter appears to have signed the
contract form, but Pebbles did not. She did however
show up for the concert, as promised. The promoter ten-
dered the balance of the guarantee then due her, but not
all of it was by certified check, money order, bank draft
or cash, as the contract required. As a result, Pebbles
did not perform, just as the contract indicated. The con-
cert was canceled and the promoter sued.
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Pebbles and ICM sought to compel arbitration of
the dispute, but the trial court denied their motions on
the grounds that they had not signed the contract form
containing the arbitration clause. The promoter’s lawsuit
was based on an oral agreement that allegedly preceded
the preparation of the written contract form.

The Indiana Court of Appeals has reversed, how-
ever. Its review of the evidence convinced it that no oral
agreement ever existed, and that everyone was acting
pursuant to the written contract form. It found that al-
though Pebbles had not signed the contract, her actions
showed that she had accepted its terms. And the pro-
moter’ s actions showed that it had accepted the terms of
the contract even though Pebbles had not signed it.

The appellate court explained that “Because time
Is often scarce and artists in the music industry are often
on tour during contract negotiations between their agent
and the promoters, the absence of an executed written
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agreement does not always mean that there is no legally
binding agreement.” In this case there was testimony
“that it is a standard occurrence that artists on tour do
not have the opportunity to sign contracts;, however all
parties act as if they are bound to the terms of the
contract.”

For this reason, the Court of Appeals ordered the
trial court to direct the parties to arbitrate their dispute.

International Creative Management, Inc. v. D & R En-
tertainment Co., Inc., 670 N.E.2d 1305, 1996 Ind.App.
LEXIS 1103 (Ind.App. 1996) [ELR 18:12:14]

Discrimination dispute between television station
and producer is ordered to arbitration pursuant to
arbitration clause in producer s employment
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contract, but court suggests that contractual time
limits and limitations on remedies may be
unenforceable

A race discrimination claim made by a producer
a televison station KSTP against the station’s owner
has been ordered to arbitration by the federal District
Court in which the producer initialy filed her Title VII
case.

The producer’ s employment agreement contained
aclause requiring arbitration of disputes, including those
arising under federal anti-discrimination statutes; and the
court held that this clause is enforceable. The producer
and the EEOC had argued that the arbitration clause was
unenforceable for three reasons. because it imposed a
time limit for making claims that was shorter than Title
VII’s statutory time limit; because it barred the recovery
of some damages permitted by Title VII; and because it
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required the producer to pay her own attorneys fees
even if she won though Title VII would permit her to re-
cover her fees from the station if she won.

The court ruled that these provisions did not in-
validate the contract’s choice of arbitration as the forum
for resolving the dispute. The court noted that the appli-
cability of these other provisons would have to be de-
cided first by the arbitrator. However, the court said that
If the arbitrator found them to be applicable, the contract
might be unenforceable, but judicial consideration of
whether the contract was unenforceable on this ground
would have to wait until the arbitrator had made a
decision.

Johnson v. Hubbard Broadcasting, Inc., 940 F.Supp.
1447, 1996 U.S.Dist.LEXIS 18910 (D.Minn. 1996)
[ELR 18:12:15]
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Miami Sports and Exhibition Authority is enjoined
from preventing the Florida Panthers from using the
Miami Arena because the Authority unreasonably
withheld consent to amendment of Panther s lease
negotiated by company hired to manage the Arena

Wayne Huizenga owns all or part of the NHL's
Florida Panthers and Leisure Management International,
the company that manages the Miami Arena where the
Panthers play their home games. Huizenga does not own
the Arena itsdlf, however; the Arena is owned by the
Miami Sports and Exhibition Authority. Since the
Authority knew that the company it had hired to manage
the Arena was owned by the same fellow who owned
one of the Arena s mgjor tenants, the Authority reserved
the right to approve any leases negotiated by the man-
agement company with its “affiliates.”
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The Panthers' first lease of the Arena was a good
deal for the Authority and not a very good deal for the
team — not as good a deal, for example, as the lease en-
joyed by the NBA’s Miami Heat. So when the Panthers
first lease expired, the team did not exercise an option to
extend it. Instead, the Panthers negotiated an
“amendment.”

From the Authority’s point of view, it looked as
though Huizenga had negotiated the amendment with
himself; and the Authority didn’'t like — and didn’t ap-
prove — its terms. This would have left the Panthers
without a home arena, so they sued, seeking a declara-
tion that the amendment is binding on the Authority and
an injunction barring the Authority from preventing the
Panthers from using the Arena.

Federal District Judge Michael Moore has
granted the Panthers a preliminary injunction. The judge
noted that while the Authority had the right to approve
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leases entered into by Leisure Management International
with its affiliates, the agreement between the Authority
and the management company provides that the Authori-
ty’s approval could “not be unreasonably withheld.”
Moreover, the agreement contains specific standards for
the Authority’s review and approval; and under those
standards, approval could be withheld only if a lease
contained provisions that were less favorable than those
previously approved.

While it seems that the lease amendment must
have benefited the Panthers in some way, Judge
Moore's decision does not describe any changes the
amendment may have made to the terms of the Panthers
first lease. Instead, the judge stated that the Authority
was “unable to identify any term or condition which is
materially different or adverse” to it. And for this rea
son, Judge Moore concluded that the Authority had un-
reasonably withheld approval of the amendment.
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Florida Panthers Hockey Club, Ltd. v. Miami Sports
and Exhibition Authority, 939 F.Supp. 855, 1996
U.S.Dist.LEXIS 14233 (S.D.Fla. 1996) [ELR 18:12:15]

Dismissal of Eddie Palmieri s copyright infringe-
ment suit against Gloria Estefan and others is af-
firmed; appellate court refuses to consider merits of
Palmieri s claim that trial court improperly ex-
cluded evidence of access

Back in 1991, Grammy-award winning salsa artist
Eddie Palmieri filed a copyright infringement suit
against Gloria Estefan and others, aleging that Estefan’s
song “Oye Mi Canto” infringed the copyright to his own
“Paginas De Mujer.” The defendants included Sony
Music and 33 of its foreign affiliates; and early in the
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case, Palmieri won an important procedural victory: the
District Court ruled that it had personal jurisdiction over
Sony’s foreign dffiliates (as well as the U.S.-based
defendants).

Shortly before trial, however, Pamieri suffered a
significant setback. The District Court ruled that it
would not permit him to introduce certain evidence he
had intended to use to prove that Estefan had had access
to his song before she composed her own. In an unpub-
lished ruling, Judge Richard Owen held that Palmieri
could not use evidence of radio air play of arecording of
his song, including public performance royaty state-
ments based on estimated air play, to prove access. Nor
could he use evidence that two of Estefan’s associates
possessed a recording of his song, or testimony by Este-
fan's brother-in-law that the recording had been played
at Estefan family gatherings.
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Rather than go to trial with his remaining evi-
dence, Palmieri permitted his case to be dismissed, after
it was expressly stated on the record that he was “not
waiving” his “appellate rights.”

Palmieri had intended to appeal the District
Court’s evidence rulings. But the appellate court has re-
fused to consider his arguments on that issue. Instead, in
an opinion by Judge Wilfred Feinberg, the Court of Ap-
peals has ruled that Palmieri is not entitled to appellate
review of the lower court’s evidence rulings, either be-
cause he dismissed the case voluntarily or because it
was dismissed on the grounds he refused to proceed
when it was called for tria. In either event, the dismissa
was not appealable, Judge Feinberg held; and thus it
was affirmed for that reason, without regard to the mer-
its of his argument that the trial court should not have
excluded his evidence.
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Palmieri v. Defaria, 88 F.3d 136, 1996 U.S.App.LEXIS
16016 (2d Cir. 1996) [ELR 18:12:16]

Federal law enforcement agents entitled to trial on
claims that television station and newspaper negli-
gently caused agents injuries during 1993 raid on
Branch Davidian compound near Waco, Texas;
court denies media s motions for summary judgment
based on First Amendment on other defenses

More than four years ago, federal law enforce-
ment agents staged a raid on a Branch Davidian com-
pound near Waco, Texas — araid that eventually ended
Iin a tragedy that reverberates to this very day. During
that raid, four of the agents were killed and several oth-
ers were wounded. The possibility of injuries had been
anticipated; the government had even arranged to have
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an ambulance standing by. But when the anticipated ac-
tually occurred, the urge to assess blame grabbed hold,
and at least one lawsuit followed.

Reportersfor The Waco Tribune-Herald and tele-
vision station KWTX had learned in advance of the
planned raid, and were outside the Branch Davidian
compound the morning it occurred. They and their vehi-
cles created a crowd, unusual in its size for the location
in question — a crowd that the Davidians noticed. As a
result, the raid was not the surprise it was supposed to
be. And thisis what caused the agents' deaths and inju-
ries, they have alleged in their lawsuit against the news-
paper and TV station.

From the paper and station’s point of view, they
were smply gathering news in a “routing” fashion. So
they filed a motion for summary judgment, seeking dis-
missal of the case in its entirety. But federa District
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Judge Walter Smith has ruled against them, saying there
was nothing “routing” about the events of that morning.

Judge Smith regected the defendants First
Amendment defense on the grounds that they were “no
more free to cause harm to others while gathering the
news than any other individual.”

He also ruled that Texas statutes “create a duty
upon al individuals, including the media, not to negli-
gently interfere with the execution of arrest or search
warrants.” Even in the absence of such statutes, the
judge added, Texas common-law “clearly establishes
that the media defendants owed a duty to the Plaintiffs
not to warn the Davidians, ether intentionally or negli-
gently, of theimpending raid.”

The newspaper and station also argued that the
presence of their reporters was not the cause in fact of
the agents deaths and injuries. But Judge Smith ruled
that material issues of fact about whether the actions of
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the reporters had “alerted the Davidians to the impend-
ing raid,” and thus he could not rule on that issue on
summary judgment.

Finally, the defendants argued that the presence
of their reporters was not the proximate cause of the
tragedy, because the federal agents knew before the raid
that the Davidians had become aware of what was about
to happen, but the agents decided to proceed nonethe-
less. This meant that the agents' own actions constituted
an “intervening cause,” the newspaper and station ar-
gued. But Judge Smith again ruled that a materia issue
of fact was presented concerning whether the agents
“decision to continue with the raid was an intervening
cause of the Plaintiffs’ injuries, or merely a contributing
factor under comparative negligence.”
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Risenhoover v. England, 936 F.Supp. 392, 1996
U.SDist.LEXIS 10831 (W.D.Tex. 1996) |[ELR
18:12:16]

Briefly Noted:

Inmates do not have standing to seek declara-
tory judgment that rented movie videos may be
shown in prison without public performance licenses.
Inmates in an Arkansas prison have lost a lawsuit in
which they sought a declaratory judgment that rented
movie videos could be shown in prison without public
performance licenses. Although the Arkansas Depart-
ment of Corrections rents videos from two companies
— Film Inc. and Swank Motion Pictures, Inc. — that
also issue public performance licenses for their viewing,
these licensed rentals are more expensive than rentals
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would be from conventional video stores. Thus, the pris-
oners argued they would be able to see more movies if
the Department of Corrections could simply rent videos
from stores. The Department of Corrections refused to
take a position in the case, however, and so in response
to an earlier appellate court ruling (ELR 14:5:15), it was
joined as an involuntary plaintiff. Nonetheless, the case
was dismissed by the District Court, on the grounds
there was no case or controversy. The inmates appeal ed
again, but this time the appellate court affirmed. In an
opinion by Judge James Loken, the appellate court
noted that the Department of Corrections would have
had standing to seek a declaratory judgment that in-
prison showings of videos are not public performances,
and thus do not have to be licensed. But since prisoners
themselves cannot rent videos, they cannot engage in
any potentialy infringing activity; and thus they do not
have standing. Diagnostic Unit Inmate Council v. Films
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Inc., 88 F.3d 651, 1996 U.SAApp.LEXIS 16099 (8th
Cir. 1996) [ELR 18:12:17]

Comedy club that performed music without
ASCAP license is entitled to jury trial on issue of
statutory damages, Eighth Circuit Court of Appeals
holds. There wasn't much money at stake, but appar-
ently the legal issue in dispute was considered a matter
of “principle.” When two music publishing companies
— Cass County Music and Red Cloud Music — proved
that Stanford’'s Comedy Club (in Little Rock, Arkansas)
had publicly performed their songs without an ASCAP
license, a federa District Court granted them summary
judgment and awarded them $4,000 in statutory dam-
ages plus costs and attorneys fees. (ELR 17:11:10) The
comedy club had asked for a jury trial, but since the
publishers had sought only statutory damages — and not
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their actual damages or the club’s profits — the District
Court denied the club’s request, ruling that statutory
damages are for a judge to assess rather than a jury.
There is in fact a split of authority on this issue among
the circuits. So despite the exceedingly modest amount
of damages actually assessed by the judge — only
$1,000 for each of four songs, rather than the $5,000 per
song the publishers had requested — the club appealed.
In a decision by Judge Pasco Bowman, the Eighth Cir-
cuit has ruled in favor of the club, holding that either
party is entitled to a jury trial when statutory damages
are requested, just as they would be if actual damages
and profits had been requested. For this reason, the ap-
pellate court reversed the judgment and remanded the
case to the District Court for such atrial. Cass County
Music Co. v. C.HL.R., Inc., 88 F.3d 635, 1996
U.S. App.LEXIS 16102 (8th Cir. 1966) [ELR 18:12:17]
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FCC may regulate rates charged by cable sys-
tems for premium programming packages. The Fed-
egrd Communications Commisson has statutory
authority to regulate the rates charged by cable-TV sys-
tems for premium programming packages, a federal
Court of Appeals has held. This authority comes from
the Cable Television Consumer Protection and Competi-
tion Act of 1992 — the federal statute by which Con-
gress reimposed federal regulation of cable-TV rates,
eight years after Congress had deregulated those rates in
1984. Thus, in a decision by Judge Douglas Ginsburg,
the appellate court rejected a petition filed by a cable
system operator contending that the FCC could not
regulate the prices charged for such packages if each
channel or program in the package is aso offered “ala
carte.” Adelphia Communications Corp. v. Federal
Communications Commission, 88 F.3d 1250, 1996
U.S.App.LEXIS 18152 (D.D.C. 1996) [ELR 18:12:17]

VOLUME 18, NUMBER 12, MAY 1997



ENTERTAINMENT LAW REPORTER

Sponsor of academic games tournament did
not infringe games copyrights. The Academic Games
League of America did not infringe the copyrights to
several games played in the League's tournaments, a
federal Court of Appeas has held, because playing
games does not constitute their “performance.” If game
playing were the “performance” of a game, Judge
Eugene Wright explained, “that would alow the owner
of a copyright in a game to control when and where pur-
chasers of games may play the games and this court will
not place such an undue restraint on consumers.” The
court also said that if playing games did amount to their
“performance,” the non-profit sponsorship of academic
game tournaments would be a fair use. Finally, the tour-
nament’s rule book did not infringe the copyright to the
games manuals, because it hadn’t been shown that the

VOLUME 18, NUMBER 12, MAY 1997



ENTERTAINMENT LAW REPORTER

games' rules could be expressed in other ways, and thus
under the “merger doctrine” the rules were not entitled
to copyright protection. Allen v. Academic Games
League of America, Inc., 89 F.3d 614, 1996
U.S. App.LEXIS 17081 (9th Cir. 1996) [ELR 18:12:18]

United Press International not liable for re-
publication of allegedly defamatory article about
beauty pageant producer. A defamation, fraud and in-
terference with contract lawsuit filed by the president of
the Miss Black Virginia Pageant against United Press
International has been dismissed in response to UPI's
motion for summary judgment. The lawsuit arose out of
UPI’s republication of an alegedly defamatory article
that was reported and originally published by the
Virginia-Pilot. Federal District Court Judge Paul Fried-
man ruled that UPI was not negligent as a matter of law
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for republishing on its wire an article from a reliable
newspaper that did not suggest a factual error or the
need for further investigation. In so ruling, the judge re-
lied on the “wire service defense,” a legal doctrine that
had been applied in another lawsuit filed by the same
plaintiff against Associated Press on account of the re-
publication by that wire service of the same Virginia-
Pilot article (ELR 18:3:12). Judge Friedman also dis
missed the plaintiff’s fraud and interference with con-
tract claims, because she did not have standing to assert
UPI's alleged fraud on the public, and because there
was no evidence that UPI had interfered with any con-
tractua relationships. Winn v. United Press Interna-
tional, 938 F.Supp. 39, 1996 U.S.Dist. LEXIS 13144
(D.D.C. 1996) [ELR 18:12:18]
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Court refuses to enjoin enforcement of high
school athletic association eight semester rule, de-
spite claim by learning disabled football player that
rule violates his rights under Rehabilitation Act and
Americans with Disabilities Act. A federal Digtrict
Court has denied a motion for a preliminary injunction
sought by alearning disabled high school football player
who contends that the Ohio High School Athletic Asso-
ciation “eight consecutive semester” rule violates his
rights under the Rehabilitation Act and Americans with
Disabilities Act. The student had received failing grades
as a high school freshman and thus had completed eight
semesters by the time he began his senior year. Under
the “eight semester” rule, he was inéligible to play foot-
ball as a senior; and that is what prompted his lawsuit.
Judge Sam Bell denied the student’s motion for a pre-
liminary injunction, on the grounds that his indigibility
for football was not “solely” the result of this learning
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disability. Rather, citing an appellate court ruling in a
similar case involving a “19-year-old” €ligibility rule
(ELR 17:11:11), Judge Bell ruled that it was the passage
of time measured in semesters that made the student in-
eligible for further football play, rather than his learning
disability. Thus, since the student’s ineligibility was not
solely based on his disability, the rule did not violate the
Rehabilitation Act or the American with Disabilities
Act, because both Acts require proof that the offending
rule discriminates against the complaining individual
“solely” by reason of his or her disability. Rhodes v.
Ohio High School Athletic Association, 939 F.Supp.
584, 1996 U.S.Dist.LEXIS 12998 (N.D.Ohio 1996)
[ELR 18:12:18]

Law enforcement officials entitled to show that
seizure of videotape from TV newsroom was
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permitted under exception to Privacy Protection Ac-
t s usual requirement that subpoenas be used instead
of search warrants. A videotape of a murder being
committed in Kansas City was seized by law enforce-
ment officials during a search of the newsroom of televi-
sion station WDAF-TV which had purchased the tape
from the tourist who made it. The search was done pur-
suant to a search warrant, after the station had told po-
lice they could have a copy if they got a “court order.”
Under the Privacy Protection Act of 1980, law enforce-
ment agencies are supposed to get materials from news
organizations by using subpoenas, not by conducting
searches, except in certain specificaly described cir-
cumstances. In this case, the application for the search
warrant made no mention of any of the exceptional cir-
cumstances. So when the WDAF sued those who had
conducted the search for violating the Privacy Protection
Act, the judge refused to allow them to assert that their
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search was permitted because exceptional circumstances
existed. Instead, the court awarded the station $1,000 in
damages (ELR 17:6:26). A mgjority of a federal Court
of Appedas has reversed, however. In a decision by
Judge Frank Magill, the appellate court has ruled that
the Act does not require law enforcement officials to de-
scribe exceptional circumstances in their application for
a search warrant. As a result, the appellate court re-
versed and remanded the case to the lower court, where
law enforcement officials will be given the chance to
prove that circumstances made a search warrant proper
under the Act's exceptions. Appellate Judge Myron
Bright dissented. Citicasters v. McCaskill, 89 F.3d
1350, 1996 U.S.App.LEXIS 17823 (8th Cir. 1996)
[ELR 18:12:18]
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Previously Reported:

Supreme Court refuses to hear Hooked on
Phonics copyright co-ownership case. The United
States Supreme Court has denied a petition for certiorari
in a case which held that the Copyright Act’s three-year
statute of limitations applies to claims of co-ownership,
and that the three-year period begins when the co-
ownership is first denied and does not begin anew each
time the work in question is republished. (ELR 18:7:24)
By denying their petition, the Supreme Court brought to
an end a case filed by two musicians who say they co-
authored “Hooked on Phonics,” a now popular audio-
tape program that helps children learn to read. The Su-
preme Court’s refusal to hear the case also leaves a split
among the circuits on the issue of which law supplies
the period of limitations for co-ownership clams. The
“Hooked on Phonics’ case, holding that the Copyright
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Act applies, was decided by the Ninth Circuit. But the
Second Circuit and the Fifth Circuit have held that state
law, not the Copyright Act, determines the period of
limitations in cases involving claims of copyright co-
ownership. (ELR 14:6:8, 18:6:8). Zuill v. Shanahan, 117
S.Ct. 763, 1997 U.SLEXIS 519 (1997). [ELR
18:12:19]

Court of Appeals affirms dismissal of Termi-
nator 2 plagiarism case. The Ninth Circuit Court of
Appeals has affirmed a summary judgment dismissing
an implied contract and breach of confidence action al-
leging that the Arnold Schwarzenegger movie “Ter-
minator 2° was based on a screenplay entitled “The
Minotaur” written by plaintiff William B. Green. (ELR
17:10:5) The appellate court did not write an opinion
explaining its decision. Its order merely says, “For the
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reasons given by the district court in its Order Granting
Defendants Motion for Summary Judgment, entered on
July 12, 1995, and its Order re Defendants’ Motion for
Attorney Fees and Costs, entered on May 7, 1996, both
orders are affirmed in al respects” Green v.
Schwarzenegger, 1997 U.S.App.LEXIS 3921, 1997 WL
90379 (9th Cir. 1997) [ELR 18:12:19]

INTERNATIONAL CASES

British Court of Appeal affirms ruling that KWS
recording of Please Don t Go infringed copyright
to disco arrangement composed by Roberto Zanetti,
and that Pinnacle Records distributed records in
U.K. with knowledge they infringed so that addi-
tional damages are justified
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Pinnacle Records is the largest independent re-
cord distributor in the United Kingdom. Its directors —
Steven Mason and Sean Sullivan — are both experi-
enced record industry executives, Mason is even a
member of the Committee of the British Phonographic
Industry. As a result, it might be thought that Pinnacle
would know the difference between a*“cover” recording
and arecording of an “arrangement.”

That a least is what a British trial court judge
thought, in a case in which Pinnacle was sued for dis-
tributing an infringing recording of a copyright protected
arrangement of the song “Please Don’'t Go.” As aresult,
the trial court held that the owner of the arrangement’s
copyright was entitled to the usual remedies for copy-
right infringement, and “additional damages’ as well,
due to the “flagrancy” of Pinnacle’'s infringement.
Moreover, in the course of rendering his judgment, the
trial judge was so critica of the testimony given by
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Mason and Sullivan that they felt the judgment injured
thelr reputations. (ELR 17:5:19)

For both of these reasons, Pinnacle appealed, but
without success. The Court of Appeal has affirmed the
trial court’s judgment, even to the point of saying that
the trial judge “was fully entitled to reject their [Ma-
son’'s and Sullivan’g] testimony when it conflicted with
other evidence, and to disbelieve the explanations and
excuses which they put forward to justify their conduct.”

At issue in the case was a disco arrangement of
“Please Don't Go,” a dreamy ballad written by Wayne
Casey and Richard Finch and first recorded in 1979 by
KC and the Sunshine Band. The disco arrangement was
written by Italian record producer and keyboard player
Roberto Zanetti and was recorded by his band Double
You early in 1992. Shortly after the Double Y ou record-
ing was released, another band — KWS — recorded
Zanetti’s disco version, without a license. Zanetti’s
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publisher sued KWS, its record company, and the re-
cord s distributors in Germany and in Britain.

Zanetti's publisher quickly got an injunction
against them in Germany. The dispute was newsworthy
even in Britain, and the German distributor was a Pinna-
cle subsidiary. Nevertheless, Pinnacle proceeded to re-
lease the KWS recording in the U.K.

In its defense, Pinnacle claimed that it thought
that the Double You version of “Please Don't Go” was
simply a “cover” version of the original song, and as
such would not be entitled to a copyright of its own be-
cause it was not sufficiently original. Actually, Zanetti’s
version of the song was quite different from the original
— oo different that the trial court judge and the judges
of the Court of Appeal were able to hear significant dif-
ferences between them without difficulty. Thus the
Zanetti version was an “arrangement” and sufficiently
original to be entitled to a copyright of its own.
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The primary issue on appeal was whether Pinna-
cle “actually knew” or “had reason to believe’ that the
Zanetti arrangement was protected by its own copyright,
at the time Pinnacle began distributing the KWS record-
ing in Britain. The answer to this question depended
largely on the evidence; and the Court of Appea re-
viewed and evaluated the evidence in detail.

On the basis of its review, the appellate court
concluded that the trial judge had been “right to con-
clude that Mr. Mason and Mr. Sullivan had actual
knowledge at the release date that the two new versions
were arrangements and not covers of the original song.”
If they did not have actual knowledge, the appellate
court said, “the only viable alternative conclusion would
be that they turned a blind eye to the question” by fail-
ing to compare the new versions with the “easily avail-
able original.”
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Moreover, the appellate court held that the tria
judge had correctly decided that a “reasonable” record
distributor, knowing what Pinnacle knew, would neces-
sarily believe there might be an infringement once it
read about the dispute in the British press and certainly
once the injunction was issued in Germany.

ZYX Music GmbH v. King, [1997] 2 All ER 129
(Ct.App.Civ.Div. 1997) (available in LEXIS Intlaw Li-
brary, Engcas File) [ELR 18:12:20]

WASHINGTON MONITOR

U.S. Trade Representative announces results of
1996-97 review of world-wide protection of rights of
U.S. intellectual property owners; treatment of
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American entertainment industry in other countries
is detailed

United States Trade Representative Charlene
Barshefsky has announced the results of her office's
1996-97 Specia 301 annual review. As aresult of this
review of the “adequacy and effectiveness’ of intel-
lectual property protection in over 70 countries, the
United States will initiate WTO dispute settlement ac-
tions against four countries and may bring actions
against two more if they do not meet their TRIPS obli-
gations in the coming months. In addition, Barshefsky
announced that ten more countries have been placed on
the “priority watch list” and another 36 have been
placed on the “watch list.”

The Trade Representative' s annual review covers
al types of intellectual property protection, including
patent and other specialized types of protection that do
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not directly affect the entertainment industry. However,
American entertainment companies depend on copy-
right, trademark and related types protection, so much
of the Trade Representative’s review was devoted to
matters of significant importance to those in the enter-
tainment industry.

WTO Dispute Settlement Actions

All four of the countries against which dispute
settlement actions will be initiated before the WTO have
failed to provide adequate protection to the entertain-
ment industry.

Denmark has not implemented the TRIPS obliga-
tion to provide provisona relief in civil enforcement
proceedings. The United States wants Danish courts to
be granted the ability to order unannounced raids to de-
termine whether infringement is taking place, and to

VOLUME 18, NUMBER 12, MAY 1997



ENTERTAINMENT LAW REPORTER

either saize allegedly infringing products as evidence or
to order that allegedly infringing activities be stopped
pending the outcome of acivil infringement case.

Sweden also does not provide provisiona relief
in civil proceedings, athough Sweden may amend its
law to do so. If it does, Barshefsky has said that the
United States will terminate dispute settlement proceed-
ings against it.

Ireland has not yet amended its copyright law to
comply with TRIPS obligations. For example, lrish
copyright law does not yet prohibit the unauthorized
rental of sound recordings, does not yet contain an
“anti-bootlegging” provision, and contains only minimal
criminal penalties which fail to deter piracy.

Ecuador has failed to upgrade its laws as re-
quired by TRIPS in severa ways. Its copyright law does
not treat computer programs as literary works, and its
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trademark law does not give foreign trademarks national
treatment.

According to Barshefsky, the United States has
“serious concerns’ about compliance with WTO obliga
tions in two other countries — Greece and Luxembourg
— but WTO dispute settlement cases will not be initi-
ated at this time in the hope that these countries will
take the steps necessary to bring them into compliance
voluntarily.

In Greece, many TV dtations broadcast
U.S.-owned movies without being licensed to do so, and
without paying fees. Enforcement efforts by U.S. copy-
right owners against these unauthorized TV broadcasts
have been “thwarted in a manner inconsistent with
TRIPS enforcement provisions,” Barshefsky has said.
But the government of Greece has begun taking steps
which may correct this problem, so the United States
plans to wait until July 1997 to see whether TV piracy is
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reduced by then. If it is not, the U.S. will request WTO
dispute settlement consultations at that time.

Luxembourg has not amended its copyright law
to comply with TRIPS obligations. For example, that
country’s copyright law does not contain an anti-
bootlegging provision, does not protect sound record-
ings as long as it should, does not provide retroactive
protection for sound recordings as it should, and does
not prevent the unauthorized rental of sound recordings.
Barshefsky has announced that the U.S. will initiate
WTO dispute settlement procedures if Luxembourg has
not complied with its TRIPS obligations by September
1997.

Special 301 Decisions

China was made a “priority foreign country” in
1995 as a result of a “Special 301" proceeding (ELR
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17:12:17), and the United States threatened to impose
punitive tariffs on goods imported from that country.
China responded with tariffs threats of its own, and a
trade war between the two countries seemed areal pos-
sibility. However, just before the designated deadline,
the United States and China reached an “enforcement
accord” which permitted Barshefsky to announce that
punitive tariffs would not be imposed (ELR 18:1:18).
According to the Trade Representative’ s most recent re-
view, China has shut down 39 factories that had been
making pirated CD’s, CD-ROMs and VCDs, and re-
wards are now being offered of up to $75,000 for infor-
mation leading to the closure of illegal production
facilities. More than 250 people have been arrested, and
some of them have been sentenced to prison for as much
as 15 years. Chinese customs officials have stepped up
raids at the border and have seized smuggled CD pro-
duction equipment. Nonetheless, Barshefsky has
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announced, the production of pirated CDs, CD-ROMSs,
and VCDs continues to be a serious problem, and do-
mestic end-user piracy rates remain high. As a result,
the Trade Representative has designated China for spe-
cial “Section 306" status in order to “ensure that en-
hanced enforcement measures are put in place.”

Priority Watch List

This year, the Administration has decided to place
ten countries on the priority watch list, “because of the
lack of adequate and effective intellectual property pro-
tection or market access in these countries is particularly
troublesome to U.S. interests.” Seven of these countries
are of specia concern to the entertainment industry.

Egypt has improved its protection of copyrighted
works. But because of the lack of sufficient enforcement
and the failure to impose deterrent penalties, there has
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not been a significant reduction in piracy of videos,
books, and software.

The European Union continues to deny nationa
treatment to U.S. intellectual property owners with re-
gpect to the distribution of revenues collected in associa-
tion with blank tape levies and public performances.
And domestic content restrictions in certain member
states deny market access opportunities for U.S.
companies.

Greece has not yet acted to stop extensive copy-
right piracy, particularly the widespread unauthorized
television broadcasts of American motion pictures and
other programming.

Indonesia presents serious problems in connec-
tion with the protection of well-known trademarks and
market access. Although the Indonesian parliament has
passed revised copyright and trademark laws in order to
bring it into closer compliance with its TRIPS
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obligations, U.S. firms continue to face inadequate en-
forcement against retail and end-user software piracy
and video compact disk piracy at the retail level. Indo-
nesian enforcement efforts have not yet been regular,
aggressive or comprehensive enough to prevent soft-
ware and VCD piracy. Also, U.S. companies experience
serious problems in Indonesia from counterfeiting and
the appropriation of their trademarks by local registrants
and have problems with the protection of well-known
trademarks. Pervasive market access barriers impede the
full entry of al copyright-based industries into the Indo-
nesian market.

Last October, Barshefsky said that Paraguay
needed to make “significant, meaningful progress in
combating piracy and counterfeiting” by the April 1997
review. Since then, the Paraguayan Government has
taken important initial steps, including the introduction
of new intellectual property legidation and the creation
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of a National Intellectual Property Council. However,
piracy and counterfeiting in Paraguay have reached
alarming levels and much more needs to be done. As a
result, Paraguay has been placed on the priority watch
list. An out-of-cycle review will be conducted before
next April to monitor the efforts of the Government of
Paraguay in cracking down against piracy and counter-
feiting internally and especially at the border and enact-
ing modern intellectual property legidation.

Russia continues to take steps to address U.S. in-
tellectual property concerns, but a number of serious
problems remain including insufficient progress in im-
proving copyright protection and enforcement. Russiais
being elevated to the priority watch list in large part be-
cause it fails to provide protection, as required by inter-
national agreements, for pre-existing U.S. copyrighted
works and sound recordings. Extensive piracy of Ameri-
can videos, films, music, books and software remains a
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serious problem. In addition, Russia maintains a dis-
criminatory registration fee for foreign motion pictures
which discourages the development of a market for le-
gitimate products and increases the market for pirated
versions.

Turkey remains on the priority watch list because
it continues to have inadequate intellectua property
laws and its enforcement efforts have been ineffective.
As part of Turkey’s entry into a customs union with the
European Union, Turkey has agreed to continue to im-
prove its intellectual property protection. Nevertheless,
Turkey’s copyright law remains deficient and is TRIPS
inconsistent in a number of respects. Moreover, enforce-
ment efforts remain lax and, as a result, copyright piracy
Is widespread. Turkey aso maintains a discriminatory
25 percent municipality tax on receipts from foreign
films which is inconsistent with Turkey’s national treat-
ment obligations under GATT. The United States is
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pursuing this matter under WTO's dispute settlement
procedures and will review Turkey’'s progress toward
resolving these issues in an out-of-cycle review in De-
cember 1997.

Watch List

The Trade Representative has decided that 36
countries should be placed on the “’watch list.” (The
“watch list” is used to monitor progress in implementing
commitments with regard to the protection of intellectual
property rights and for providing comparable market ac-
cess for U.S. intellectual property products.) Twenty-
one of these countries are of concern to the entertain-
ment industry.

Australia now permits the parallel importation of
books under certain circumstances, and the United
States is concerned that it may broaden the
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circumstances under which books may be imported and
may even permit parallel importation of sound record-
ings and software.

Bahrain has taken important steps to combat
video piracy, but the United States has urged it to bring
its copyright regime into line with its obligations under
the Berne Convention and the WTO and to increase en-
forcement actions against the piracy of copyrighted
works of all types.

Bolivia has been kept on the watch list because it
has not yet taken adequate steps to combat copyright pi-
racy and to revise its national copyright law to conform
with international standards. The national treatment obli-
gations of TRIPS require Bolivia to provide full copy-
right protection for foreign sound recordings which it
currently does not.

Bulgaria has adhered to the Geneva Phonograms
Convention and has published a statement in its officia

VOLUME 18, NUMBER 12, MAY 1997



ENTERTAINMENT LAW REPORTER

gazette confirming copyright protection for U.S. and
other foreign sound recordings. It aso established atitle
verification system aimed at preventing and detecting
unlicensed production of CDs and CD-ROMs. Despite
these developments, production and export of pirated
product — particularly CDs and CD-ROMs — contin-
ues to be a serious problem. An “out-of-cycle’ review
will be conducted in December 1997 to ensure that en-
forcement efforts are improved. Special attention will be
paid to the level of production of pirated CDs and CD-
ROMs as well as the export of those products to other
markets.

Canada is a concern because in April 1997, the
Canadian Parliament passed copyright legidation that
discriminates against the interests of some U.S. copy-
right holders. This legidation establishes a public per-
formance right for record producers and performers, and
it imposes a levy on blank audio recording media, the
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revenues from which are intended to compensate per-
formers and producers for the performance and unau-
thorized home-taping of their works in Canada. The
United States is extremely concerned that U.S. perform-
ers and producers are denied national treatment under
the legidation. In response to this recent development,
the Trade Representative immediately began an out-of -
cycle review to examine the legidation in detail and
consult with U.S. industry members on appropriate next
steps.

In Columbia, piracy and border enforcement
continue to be significant problems; and that country’s
TV broadcast law continues to discriminate against for-
eign content.

Denmark has not implemented the TRIPS obliga-
tion to provide provisional remedies, including ex parte
actionsin civil enforcement proceedings.
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The Dominican Republic has not made sufficient
progress to address the lack of adequate and effective
intellectual property protection since last year's review
and is therefore being included on the watch list. Do-
minican copyright law does not provide protection con-
sistent with TRIPS. The United States is especially
concerned that TV piracy and piracy of computer soft-
ware, video, and CDs continues with little enforcement
action by the Dominican Government. Trademark en-
forcement is also inadequate, particularly regarding
well-known trademarks.

Guatemala s copyright law is deficient, and the
United States remains concerned about the interception
and unauthorized retransmission of U.S. satellite-carried
programming by cable and multichannel microwave dis-
tribution systems.

Copyright piracy has worsened in Hong Kong
over the past year. As a result, Hong Kong is being
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placed on the watch list. Enactment of a new copyright
law is expected in the near future which should signifi-
cantly strengthen Hong Kong's ability to make mgjor in-
roads in the battle against copyright piracy. An
out-of-cycle review will be conducted in the fall to re-
view the results of these efforts.

Ireland has not yet amended its copyright law to
comply with its TRIPS obligations.

Israel has an inadequate copyright law which,
combined with poor enforcement, has led to widespread
cable and software piracy. There is aso evidence of
growing audio CD piracy for export. The United States
isincreasingly concerned by this situation and has asked
Israel to revise its copyright law, to improve enforce-
ment, and to pass a law governing licensing of satellite
signals by cable operators.

Extensive copyright piracy and trademark coun-
terfeiting exist in Italy. The Itaian Government
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stepped-up enforcement efforts over the past year, in-
cluding severa large well-publicized raids, particularly
against copyright piracy. Nevertheless, losses due to pi-
racy remain high. A major impediment to reducing video
piracy has been the inadequacy of existing criminal pen-
aties An out-of-cycle review will be conducted in the
fal to assess the results of Italy’s continued efforts
against piracy and counterfeiting.

Jordan s 1992 copyright law is cumbersome and
fallsfar short of international standards in most respects.
Any protection offered by the law is undermined by a
lack of effective enforcement mechanisms and, as a re-
sult, piracy is rampant. Jordan intends to revise its copy-
right law as part of its economic liberalization program
and accession to the WTO but insufficient progress has
been made. Trademark protection is unavailable absent
extreme vigilance by U.S. rights holders and revisionsin
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the law are necessary to expand the definition of “trade-
mark” to include services and goods.

Korea has taken a number of steps to enhance the
protection and enforcement of intellectual property
rights and to reduce piracy. These include implementa-
tion of various parts of the TRIPS agreement, accession
to the Berne Convention, the reduction of end-user soft-
ware piracy, and increased budget alocations for en-
forcement. Korea aso will gradualy ease foreign
content restrictions applicable to cable programming and
may improve market access for intellectua property-
content goods, including TV programs. The United
States has applauded these steps and is ready to address
more complex issues, including full retroactive protec-
tion for copyright works and enhanced protection of
well-known trademarks.
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Luxembourg has not amended its copyright law
to comply with TRIPS obligations, which have been in
effect since January 1996.

Poland enacted a copyright law in 1994, and the
United States continues to monitor implementation and
enforcement of rights provided under that law. While
enforcement has steadily improved for most intellectual
property, piracy remains a problem and enforcement ef-
forts must be sustained. Furthermore, Poland’ s copyright
law provides protection to sound recordings both Polish
and foreign back only to 1974; the international standard
provided for in TRIPS is 50 years of protection for pre-
existing works. TRIPS obligates Poland to provide full
protection for sound recordings on a national treatment
basis, and the United States will monitor that country
carefully to ensure that such protection is provided.

San Marino has become an important center for
the manufacture and distribution of bootleg sound
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recordings. The United States expects that country to
strengthen its domestic legidation and to take strong en-
forcement actions against those engaging in these illicit
practices.

Saudi Arabia has made progress in improving its
enforcement activities against copyright piracy, par-
ticularly for motion pictures and sound recordings.
However, serious copyright problems remain, because
its copyright law contains deficiencies making it incom-
patible with international standards, including an inade-
guate term of protection. At the conclusion of an
out-of-cycle review in December 1996, Saudi Arabia
was maintained on the watch list because more enforce-
ment actions were needed against pirated products.

Although Singapore has a good record of pro-
tecting intellectual property, its copyright law is not
TRIPS consistent. Outstanding issues include lack of
rental rights for sound recordings and software,
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Inadequate protection against making bootleg copies of
musical performances, the scope of copyright protection
for cinematographic works, and overly broad exceptions
from copyright protection.

Sweden has not implemented the TRIPS obliga-
tion to provide provisiona relief in civil enforcement
proceedings.

Other Observations

The Trade Representative also noted develop-
ments in five other countries.

Austria amended its copyright law in 1996. One
of these amendments created a compulsory license for
the public performance of films in hotels. This compul-
sory license may violate both the Berne Convention and
TRIPS. The United States will continue to consult with
Austria about this matter and expects that Austria will
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amend its copyright law to remove the compulsory li-
cense provision.

While Germany has made notable progress in
enforcement since last year's review and is credited by
the entertainment industry with doing an effective job in
combating video and audio piracy, concerns are increas-
ing regarding the role of German firms in manufacturing
and exporting Europe pirated “smart cards’ and other
descrambling devices used to steal encrypted satellite,
cable and broadcast transmissions, particularly of
American motion pictures.

Televison piracy remains a serious problem in
Lebanon. The most urgent needs in that country in-
clude: judicia reform of administrative processes; full
implementation of licensing under the 1996 Broadcast
Law; and the completion of the copyright law reform
process. Although Lebanon has a copyright law that ad-
heres to the 1928 text of the Berne Convention and to
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the Universal Copyright Convention, this legidation
must be amended to meet TRIPS standards, and penal-
ties for copyright infringement should be increased.

Nicaragua’s current copyright law, which dates
from 1904, does not explicitly protect computer soft-
ware, which contributes to endemic piracy. Piracy of
video recordings, unauthorized video and sound record-
ings, and piracy of U.S. satellite signas is aso
widespread.

Romania passed a new copyright law in 1996
which appears to meet international standards. Regretta-
bly it appears that after Romania undertook an initial
anti-piracy campaign following implementation of the
law, it relaxed its efforts and piracy has returned to that
market. The United States is concerned that little pro-
gress was made over the past year to ensure that the
new law is effectively implemented and enforced in or-
der to end the piracy of American motion pictures by
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TV &ations in Romania, the production of pirated audio
cassettes, and the piracy of American books.
[ELR 18:14:21]
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In the Law Reviews:

Comm/Ent, Hastings Communications and Entertain-
ment Law Journal, has published Volume 19, Number 1
with the following articles:

VARA S First Five Years by Simon J. Franke, 19
Comm/Ent, Hastings Communications and Entertain-
ment Law Journal 1 (1996)
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The Case for Color-Blind Distress Sales by Michael E.
Lewyn, 19 Comm/Ent, Hastings Communications and
Entertainment Law Journal 31 (1996)

Return to Hot Wheels: The FCC, Program-Length
Commercials, and the Children s Television Act of
1990 by Allen K. Rostron, 19 Comm/Ent, Hastings
Communications and Entertainment Law Journal 57
(1996)

The Communications Decency Act and The Indecent In-
decency Spectacle by David Kushner, 19 Comm/Ent,
Hastings Communications and Entertainment Law Jour-
nal 87 (1996)

The Shirts Off Their Backs: Colleges Getting Away with
Violating the Right of Publicity by Vladimir P. Belo, 19
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Comm/Ent, Hastings Communications and Entertain-
ment Law Journal 133 (1996)

Caught in the Web. Entrapment Law in Cyberspace by
Jennifer Gregg, 19 Comm/Ent, Hastings Communica-
tions and Entertainment Law Journal 157 (1996)

Patent Law s Nonobviousness Requirement: TheEffect
of Inconsistent Standards Regarding Commercial Suc-
cess on the Individual Inventor by Reed W.L. Marcy,
19 Comm/Ent, Hastings Communications and Entertain-
ment Law Journal 199 (1996)

Contracting Into Liability Rules: Intellectual Property
Rights and Collective Rights Organizations by Robert
P. Merges, 84 CaliforniaLaw Review 1293 (1996)
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The Journal of Intellectual Property Law, published by
University of Georgia School of Law, Athens, GA
30602-6012, has issued Volume 4, Number 1 with the
following articles:

Copyright and Free Speech Rights by L. Ray Patterson
and Judge Stanley F. Birch, Jr., 4 Journal of Intellectua
Property Law 1 (1996) (for address, see above)

OFAC: Hands Off Intellectual Property Rights by Keith
Stolte, 4 Journal of Intellectual Property Law 25 (1996)

How to Avoid Infringing the Copyright of a Computer
Program: From the Perspective of a Computer Pro-
grammer Turned Attorney/Law Professor by Daivd C.
Tunick, 4 Journal of Intellectual Property Law 49 (1996)
(for address, see above)
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Wobbling on the Shoulders of Giants: The Supreme
Court s Failure in Lotus v. Borland by Bradley W.
Grout, 4 Journal of Intellectual Property Law 77 (1996)
(for address, see above)

Unjust Enrichment for Patent Infringement. A Novel
Idea? by Mohamed Yusuf M. Mohamed, 4 Journa of
Intellectual Property Law 123 (1996) (for address, see
above)

Give Me Liberty and Give Me Death: The Conflict Be-
tween Copyright Law and Estates Law by Michael Ro-
senbloum, 4 Journa of Intellectual Property Law 163
(1996) (for address, see above)

The Journal of Art and Entertainment Law, published by
DePaul University College of Law, 25 East Jackson
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Blvd., Chicago, Illinois 60604, has published Volume 6,
Number 1, with the following articles:

The Legal Protection of Cultural Property in Britain:
Past, Present and Future by Simon Halfin, 6 Journa of
Art and Entertainment Law 1 (1995) (for address, see
above)

Assessing the Evolution and Available Actions for Re-
covery in Cultural Elite or the Sabotage of the Suste-
nance of National Culture? by Dawn Best, 6 Journa of
Art and Entertainment Law 39 (1995) (for address, see
above)

Stay Tuned, Violence Can t Be Unplugged: The Paren-
tal Choice in Television Act of 1995 by Allison L. Wap-
ner, 6 Journal of Art and Entertainment Law 61 (1995)
(for address, see above)
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Drastic Funding Cuts Proposed for the National En-
dowment for the Arts: The Necessary Limitation of En-
tertainment for the Cultural Elite or the Sabotage of the
Sustenance of National Culture? by Dawn Best, 6 Jour-
na of Art and Entertainment Law 73 (1995) (for ad-
dress, see above)

Gender [In}equity?: An Analysis of Title IX Lawsuits in
Intercollegiate Athletics by David H. Moon, 6 Journal
of Art and Entertainment Law 87 (1995) (for address,
see above)

Law v. National Collegiate Athletic Association by
Terry Schiff, 6 Journal of Art and Entertainment Law
109 (1995) (for address, see above)
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Crawn v. Campo by Margaret A. Larrea, 6 Journal of
Art and Entertainment Law 115 (1995) (for address, see
above)

NBA v. Williams by Jeffrey Kosc, 6 Journal of Art and
Entertainment Law 121 (1995) (for address, see above)

Photographer s Rights: Case for Sufficient Originality
in Copyright Law by Patricia L. Baade, 30 The John
Marshall Law Review 149 (1995)

What s Left?: Hate Speech, Pornography, and the
Problem for Artistic Expression by Amy Adler, 84 Cali-
fornia Law Review 1499 (1996)

The Marquette Sports Law Journa has published Vol-
ume 7, Number 1 with the following articles:
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Browns to Baltimore: Franchise Free Agency and the
New Economics of the NFL by Sanjay Jose Mullick, 7
Marqguette Sports Law Journal 1 (1996)

Who Are These Colts? : The Likelihood of Confusion,
Consumer Survey Evidence and Trademark Abandon-
ment in Indianapolis Colts, Inc. v. Metropolitan Ballti-
more Football Club, Ltd. by Sean Brogan, 7 Marquette
Sports Law Journal 39 (1996)

Sports Marketing and the Law: Protecting Proprietary
Interests in Sports Entertainment Events by Anne M.
Wall, 7 Marquette Sports Law Journal 77 (1996)

A Three Dimensional Model of Stadium Owner Liabil-
ity in Spectator Injury Cases by Joshua E. Kastenberg,
7 Marquette Sports Law Journal 187 (1996)
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The Powers of the Commissioner in Baseball by Jona-
than M. Reinsdorf, 7 Marquette Sports Law Journal 211
(1996)

College Athletes: What is Fair Compensation? by Eric
J. Sobocinski, 7 Marquette Sports Law Journal 257
(1996)

Preparing for the Storm: The Representation of a Uni-
versity Accused of Violating NCAA Regulations by
Greg Heller, 7 Marquette Sports Law Journa 295
(1996)

The Special Relationship Between Student-Athletes and
Colleges: An Analysis of a Heightened Duty of Care for
the Injuries of Student-Athletes by Andrew Rhim, 7
Marqguette Sports Law Journal 329 (1996)
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Who s In and Who s Out: Racial Discrimination in
Sports, a review of In Black and White: Race and
Sports in America by Kenneth L. Shropshire, reviewed
by Timothy Davis, 28 Pacific Law Journal 341 (1997)

Ownership and Content Regulation in Merging and
Emerging Media by Daniel L. Brenner, 45 DePaul Law
Review 1009 (1996)

Unplanned Obsolescence: The Telecommunications Act
of 1996 Meets the Internet by John D. Podesta, 45
DePaul Law Review 1093 (1996)

Television Without Frontiers : The Continuing Ten-
sion Between Liberal Free Trade and European Cul-
tural Integrity by John David Donadson, 20 Fordham
International Law Journal 90 (1996)
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International Harmonization in Electronic Commerce
and Electronic Data Interchange: A Proposed First
Step Toward Signing on the Digital Dotted Line by
Randy V. Sabett, 46 American University Law Review
511 (1997)

Problems  Arising  Out of the Use of

WWW.Trademark.Com : The Application of Princi-
ples of Trademark Law to Internet Domain Name Dis-
putes by Michael B. Landau, 13 Georgia State
University Law Review 455 (1997)

Right on the Mark: Defining the Nexus Between Trade-
marks and Internet Domain Names by G. Peter Albert,
15 The John Marshall Journal of Computer & Informa-
tion Law 277 (1997)
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Regulating Bomb Recipes on the Internet: Does First
Amendment Law Permit the Government to React to the
Most Egregious Harms? by lan A. Kass, 5 Southern
Cdlifornia Interdisciplinary Law Journa 83 (1996)

The International Impact of Internet Regulation by John
T. Delacourt, 38 Harvard International Law Journal 207
(1997)

Canada s Barbie and Ken Murder Case: The Death
Knell of Publication Bans?, 7 Indiana International &
Comparative Law Review 193 (1996)

Limits on Foreign Ownership of Radio Licenses Under
47 U.S.C. section 310: An Analysis of the Existing Re-
strictions and Proposed Changes in the Telecommuni-
cations Act of 1996 by Rahul Kapoor, 15 Wisconsin
International Law Journal 163 (1996)
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Harmonizing the United States and European Commu-
nity Copyright Terms: Needed Adjustment or Money for
Nothing? by Jerome N. Epping, Jr., 65 University of
Cincinnati Law Review 183 (1996)

Something s Weird in the State of California: How the
Right of Publicity Wronged Bettie Page by Sean Elliott,
72 Notre Dame Law Review 593 (1997)

Cardozo Studies in Law and Literature has published
Volume 8, Number 2 on The State's Relation to Art,
Political Speech and Indigenous Peoples with the fol-
lowing articles:

Is There Such a Thing As Irresponsible Art by Sdllie
Tisdale, 8 Cardozo Studies in Law and Literature 253
(1996)
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How Justice Brennan Freed Novels and Movies During
the Sixties by Edward de Grazia, 8 Cardozo Studies in
Law and Literature 259 (1996)

Nintendo of America, Inc. v. Dragon Pacific Interna-
tional: double Trouble-When Do Awards of Both Copy-
right and Trademark Damages Constitute Double
Recovery? by Sheri A. Byrne, 31 University of San
Francisco Law Review 257 (1996)

Copyrightability and Scope of Protection for Works of
Utilitarian Nature Under Japanese Law by Sinto Tera
moto, 28 I1C 51 (1997) (VCH Verlagsgesellschaft mbH,
P.O. Box 10 11 61, D-69451 Weinheim, Federal Repub-
lic of Germany)

Australia- Music on Hold Il - Music on Telephone
Lines - Australasian Performing Right Association
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Limited v. Telstra Corporation Limited, 28 11C 136
(1997) (for address, see above)
[ELR 18:12:25]
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