Legal Affairs

Film-Related Provisions of the 2004 Tax Act

by Schuyler M. Moore*

I. 100% Deduction of the Cost of Qualified Audio-
Visual Works

A. In General. The 2004 tax act (the “Act”)
showered gifts on the film industry, but none is more
striking than new IRC Section 181, which permits a
100% write-off (the “Film Deduction”) for the cost of
certain audio-visual works, regardless of what media
they are destined for (e.g., theatrical, television, DVD,
etc.), referred to herein as “Qualified Audio-Visual
Works.” While it is manna from heaven for the film
industry, Section 181 requires a vivid imagination to
decipher its meaning — it makes “napkin deals” look
good in comparison.

B. Requirements for Qualified Audio-Visual
Work. There are a number of requirements in order for
an audio-visual work to be a Qualified Audio-Visual
Work, outlined below:

1. Limitation on Aggregate Cost. The
aggregate cost of the audio-visual work (“Film Costs”)
cannot exceed $15 million (or $20 million in certain
cases, discussed below). The test is all or nothing; if the
Film Costs exceed $15 million, you lose — you don’t get
to deduct the first $15 million. Based on the legislative
history, it appears that in the case of a television series,
the $15 million test applies separately to each episode.

Many taxpayers will assume that the standard
budget used for financing purposes applies for purposes
of the $15 million test. However, it appears that Film
Costs include all direct and indirect costs of producing
the audio-visual work that would normally be required to
be capitalized under IRC Section 263A, including,
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without limitation, (a) development costs, (b)an
allocation of general and administrative costs based on
the portion of those expenses relating to production
activities, (c) depreciation of property used in
production, and, in most cases, (d) financing costs. This
issue is discussed in Section 5.01 of my treatise Taxation
of the Entertainment Industry (referred to herein as the
“Treatise”). Section 263 A requires capitalization of these
expenses that are incurred by either the taxpayer or any
parties that are related to the taxpayer.' Thus, Film Costs
will include costs that are not normally included in the
budget. On the other hand, there may be items in the
budget that are not included in Film Costs, such as
“overhead fees” or “producer fees” that are merely
amounts retained by the production company (although
they might be included if they are paid to another party,
even an affiliate). If transaction costs are incurred in
connection with a tax shelter financing transaction using
the Film Deduction, it may be possible to treat those
costs as part of Film Costs that are entitled to be
deducted.

Although Section 181 is not clear on the issue, it
appears logical to exclude deferments, participations and
residuals for purposes of calculating Film Costs for
purposes of the $15 million ceiling. Otherwise, a
successful film could be disqualified retroactively.

The $15 million ceiling is increased to $20 million if
the Film Costs are “significantly incurred” in certain
designated low-income communities. It is risky to rely
on the $20 million ceiling for two reasons: First, it is not
clear what percentage is “significant.” Second, the test
compares the costs incurred in the low-income
communities to the tofal Film Costs, not just to the total
costs of principal photography. In most cases, the costs
of shooting in a particular area will be dwarfed by other
Film Costs, including editing, pre-production, financing,
etc.

2. U.S. Costs. Seventy-five percent of the
total compensation relating to the audio-visual work
(“Total Compensation”) must be paid for services
performed in the United States by actors, directors,
producers, and production personnel (“U.S. Production
Compensation”). There is no requirement that the

" Reg. 1.263A-1(j)(1)(i) (applying the rules of Section
482).
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individuals be U.S. citizens or residents. The definition
of the United States does not include its possessions,
such as Puerto Rico. For both Total Compensation and
U.S. Production Compensation, deferments,
participations, and residuals are excluded.

Only compensation relating to production 1is
included in U.S. Production Compensation, and it
appears likely that the intent of Section 181 is to also
apply this limit to Total Compensation. For example, it
appears that a payment to a writer (i.e., a non-production
cost) would not be included in Total Compensation.
Otherwise, a large payment to a U.S. writer might
disqualify a film, which would be anomalous.

3. Television Series. For television series,
only the first forty-four episodes can be Qualified Audio-
Visual Works.

4. Commencement of Principal
Photography. Principal photography must commence
after October 22, 2004 and prior to January 1, 2009.

5. Content of Work. The audio-visual work
cannot include a “depiction of actual sexually explicit
conduct.” Other than this one limit, there are no other
limits as to content.’

C. Costs Subject to Film Deduction

1. Film Costs. It appears that the Film
Deduction applies, at a minimum, to all Film Costs,
discussed above, so it is not limited to U.S. Production
Compensation or even to production costs. For example,
it would appear to apply to the entire cost of producing
Monday Night Football, including the cost of acquiring
the underlying rights.

2. Development Costs. One important
question is the treatment of Film Costs incurred prior to
commencement of principal photography, such as
development and pre-production costs. There are two
possible approaches to dealing with these costs, and it is
not clear which is correct: One approach is to capitalize
them and to permit a deduction only upon
commencement of principal photography on the basis
that this is the date that a Qualified Audio-Visual Work
comes into being. The other approach is to permit the
deduction of these expenses as incurred if they were
reasonably thought to be incurred for a future Qualified
Audio-Visual Work.

3. Contingent Payments. Although Section
181 is ambiguous on the issue, it appears that the Film
Deduction does apply to deferments, participations, and
residuals paid with respect to a Qualified Audio-Visual

2 An earlier draft of Section 181 had contained certain
limitations (referred to in the Senate Report), such as
precluding reality programs from qualifying, but these
limitations were dropped from the final bill.

Work, even if they are excluded from Film Costs for
purposes of calculating the $15 million/$20 million
ceiling. It would seem odd to require capitalization of
these costs if all other costs of the film were deductible.

D. Film Deduction Limited to Owner

1. Must be Owner While Film Costs are
Incurred. Based on the legislative history and a bit of
interpolation, it appears that only the owner of the
Qualified Audio-Visual Work that pays the Film Costs
can take the Film Deduction. It does not appear that a
payment to purchase or license all or some of the rights
to a Qualified Audio-Visual Work that has already been
produced will qualify for the Film Deduction. For
example, if a film company acquires rights to a Qualified
Audio-Visual Work upon delivery, such as pursuant to a
negative pick-up or pre-sale, the payment is probably not
deductible. It appears possible for the owner of only
limited rights during production to be entitled to the Film
Deduction, such as when a film company pays a portion
of Film Costs in exchange for a grant of limited
distribution rights that vests prior to the time the relevant
Film Costs are incurred. Thus, there could be multiple
owners each entitled to deduct their contribution to Film
Costs.

2. Subcontracting Production. There is no
requirement that the owner be the actual producer of the
Qualified Audio-Visual Work; the owner should still be
entitled to the Film Deduction even if it pays an
independent film production company to physically
produce the film, as long as the rights are not transferred
to the production company during production (as often
occurs for financing and guild reasons).

3. Production Services. If the production
entity does not own any rights, and is merely rendering
production services, then it could deduct 100% of the
costs of production, even under prior law, since it does
not own any asset to capitalize those costs to.’ In this
case, however, the entity paying the production entity for
production services would not be entitled to the Film
Deduction until payment is made to the production
entity,* and the production entity would generally have
to use the accrual method and pay tax on any deferred
payments,” so there is no mismatching opportunity, as
there is under Section 181 (as discussed below).

E. Election. The taxpayer is required to make a
binding election to deduct the Film Deduction in lieu of
normal income forecast amortization with respect to each
particular Qualified Audio-Visual Work. The legislative
history suggests that the IRS should liberally permit the
fact of simply deducting the Film Deduction on a tax

3 Reg. 1-263(a)-4(b)(3)(iii).
* Section 404(d).
3 Section 448.
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return to be treated as an election, without requiring any
special form.

F. Other Tax Provisions. More important than
what is written in Section 181 is what is not written,
since taxpayers must consider all the other provisions
and doctrines of existing tax law, some of which are
discussed below.

1. Alternative = Minimum  Tax. For
individuals, as long as the production activity constitutes
a trade or business, the Film Deduction will be
deductible for purposes of calculating the alternative
minimum tax.’ It thus becomes critical to determine —
whether the particular production activity constitutes a
trade or business. Although there is substantial
conflicting law on this question,” it is likely that
production activities, alone, even prior to the receipt of
income, will be treated as a trade or business,® so the
Film Deduction should not subject individuals to the
alternative minimum tax.

For corporations, if the Film Deduction is deductible
for purposes of calculating “earnings and profits,” the
deduction will not subject them to the alternative
minimum tax.’ Since the Act did not create any special
rules for treatment of the Film Deduction in calculating
earnings and profits, it appears that the Film Deduction is
deductible for purposes of calculating earnings and
profits and thus should not trigger the alternative
minimum tax for corporate taxpayers.'’

2. Passive Loss Rules. If the production
activity constitutes a trade or business, as seems likely to
be the case, the Film Deduction will be subject to the
passive loss rules with respect to certain taxpayers,
including  individuals and  personal  service
corporations.'" C corporations that are more than 50%
owned by five or fewer individuals (“Closely Held
Corporations”), and that are not personal service
corporations, cannot use passive losses to shelter
investment income but can use passive losses against
other income. The passive loss rules do not apply to non-
Closely Held Corporations.

Individuals and personal service corporations that do
not “materially participate” in the activity can only

% Sections 56(b)(1)(A)(i), 67(b), 63(d)(1), and 62(a)(1).

" See Treatise, Section 5.03[A][2].

8 US. v. Manor Care, Inc., 490 F.Supp. 355 (D.Md.
1980) (preopening activities for a nursing home were a
trade or business); Blitzer v. U.S., 684 F.2d 874 (Ct. Cl.
1982) (construction of rental real property constituted a
trade or business).

? Section 56(g)(4)(C)(i).

1 Compare Section 312(k)(3)(B), requiring the
deduction under Section 179 to be amortized over five
years for purposes of calculating earnings and profits.

' Section 469. See Treatise, Section 9.08.

deduct passive losses, including the Film Deduction, to
the extent of “passive income,” which generally is
limited to income from real estate and from passive
interests in businesses held by pass-through entities.
Passive income also includes income from the Qualified
Audio-Visual Work. If the Film Deduction is restricted
under the passive loss rules, the excess carries forward
and may be deducted against all ordinary income when it
is “freed up” by future passive income, including gain
from the sale of the Qualified Audio-Visual Work. This
is so even if this gain is long-term capital gain (discussed
below). Thus, the taxpayer would be able to deduct the
Film Deduction against ordinary income and would still
be entitled to long-term capital gain treatment on the sale
proceeds.

3. At-Risk Rules. For individuals and Closely
Held Corporations, the Film Deduction will also be
subject to the at-risk rules. Under the at-risk rules, the
taxpayer may only take a deduction for direct investment
and borrowed amounts for which the taxpayer has
ultimate direct recourse liability. For example, if any
portion of the Film Deduction is funded with debt, the
taxpayer must have ultimate liability for that debt
directly to the lender, without a right to reimbursement
from any third party. Such a liability will be included in
the “at-risk” amount even if the risk is ameliorated with
future license payments from a creditworthy licensee.

4. Deferral of Income. The benefit of the
Film Deduction will be magnified if income from the
Qualified Audio-Visual Work can be deferred. One way
income could be deferred is with an installment sale of
the Qualified Audio-Visual Work if it does not constitute
inventory. This approach would permit the seller to defer
gain while permitting the buyer an immediate stepped-up
basis for purposes of calculating the buyer’s available
depreciation or amortization. This approach effectively
permits mismatching of the seller’s income and the
buyer’s deduction.

Under the installment sale rules, an additional
annual interest charge is imposed on the deferred tax
liability attributable to the portion of the installment sale
in excess of $5 million. The $5 million test is applied at
the individual owner level in the case of a pass-through
entity."?

If an installment sale cannot be used, it may be
possible to interpose a licensee that is indifferent to the
income that would otherwise be taxable (e.g., income
from pre-sales), such as a licensee with NOLs or that is
in a tax-free jurisdiction outside the U.S.

5. Long-Term  Capital Gain. Most
remarkably, the Film Deduction is not treated as
amortization or depreciation. Thus, it should not be
subject to recapture at ordinary income rates. This means

12 IRS Notice 88-2, 1988-1 C.B. 387.
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that if the Qualified Audio-Visual Work is sold after
being held for one year, and if it does not constitute
inventory, the entire gain, including the gain attributable
to the Film Deduction, will be taxed at a maximum
federal rate of 15% applicable to long-term capital gains
for individuals. This is a remarkable benefit that
effectively converts ordinary income into long-term
capital gain. There is no special capital gain rate for C
corporations, so there is a tremendous incentive to
partially finance films by effectively transferring this
benefit from film companies that are C corporations to
pass-through entities held by individuals.

To qualify for long-term capital gain treatment, the
property must be “held” for one year."” In order for
100% of the gain to qualify for long-term capital gain
treatment, the Qualified Audio-Visual Work needs to be
held for one year from the date of completion (probably
of the answer print).'* As mentioned above, it is critical
that the Qualified Audio-Visual Work not constitute
inventory. If the ultimate sale is made pursuant to a
contract entered into prior to production, the Qualified
Audio-Visual Work may be treated as inventory." It is
also critical that the transaction constitute a “sale” for tax
purposes.'®

6. Case Law Limitations. Tax shelters based
on the Film Deduction need to comply with limitations
imposed by case law, including: (a) the taxpayer may
need a profit motive'” and (b) the transaction must not be
vulnerable to being recast based on the doctrine of
substance over form in a manner that would eliminate
the tax benefits."®

7. Summary. In summary, the homerun is to
finance a film on a leveraged basis that complies with the
at-risk rules using a pass-through entity with investors
that can either immediately deduct the Film Deduction
against passive income or that do not mind postponing
the deduction until a sale. The Qualified Audio-Visual
Work could then be held for one year after completion
and sold, generating long-term capital gain subject to the
15% maximum federal capital gain rate. If the investors
were able to deduct the Film Deduction against prior
passive income, the sale could be made on the
installment method, further postponing the gain while

13 Section 1222(3).

" Cf., Rev Rul. 62-140, 1960-2 C.B. 181 and Rev. Rul.
75-534, 1975-524 C.B. 342 (completion of construction
of real property).

15 See Treatise, Section 2.05.

16 See Treatise, Section 2.02.

17 See Treatise, Section 9.02. However, it is not at all
clear that the Film Deduction requires a profit motive,
because Section 181 flatly permits the deduction without
any trade or business or investment requirement.

18 See Treatise, Section 9.03.

permitting the buyer immediate basis for its own
deductions.

II. Deducting Residuals and Participations

A. In General. Effective for films placed in
service'” after October 22, 2004, the Act permits
taxpayers to elect, on a film-by-film basis, to irrevocably
adopt one of two approaches with respect to the
deduction of participations and residuals for that film.*’
Under one approach, the taxpayer may elect to increase
the adjusted tax basis of the film by the amount of
participations and residuals that the taxpayer ultimately
may owe based on its estimate of the income from the
film during the first ten years after the film is placed in
service. This choice effectively codifies the
Transamerica® case. Alternatively, the taxpayer may
elect to deduct the participations and residuals when
paid. In most cases, it would seem that this later election
would be preferable, particularly if there were substantial
participations payable in the early years of a film’s
release.

B. Definition of Participations and Residuals.
Participations and residuals are defined as amounts that
“by contract vary with the amount of income earned in
connection with” the film. It appears that deferments
payable out of gross receipts are included within this
definition, and even box office bonuses may be included,
since the statute does not say whom the “income” has to
be earned by, and in any event box office gross typically
impacts the income earned by whoever has to pay the
participations. If deferments are included, it creates an
incredible opportunity to accelerate deductions by
converting talent salaries (which would normally be
capitalized) into equivalent deferments payable out of
100% of gross receipts (which would now be fully
deductible when paid). It also appears that contingent
payments owed to licensors would qualify as
“participations” under this definition, so it may be
possible to accelerate the deduction of advances or
minimum guaranties by converting them into payments
out of 100% of gross receipts.

III. Income Forecast Amortization Based on Gross
Income

The Act states that in calculating income forecast
amortization for films placed in service™ after October
22, 2004, the calculation will be based on the taxpayer’s
gross income from the film.* Prior to the Act, the IRS

¥ See Treatise, Section 5.03[a][1].

2% New IRC Section 167(g)(7).

2! Transamerica Corp. v. U.S., 999 F.2d 1362 (9th Cir.
1993). See Treatise, Section 5.03[g].

22 See Treatise, Section 5.03[a][1].

2 New Section 167(g)(5)(E).
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and the courts required the calculation to be made based
on net income,”* which had the effect of substantially
delaying the amortization of film costs because theatrical
distribution expenses reduced or eliminated early net
income.

IV. Partial Exclusion of Income for Films Produced
in the U.S.

A. In General. The Act provides for an exclusion
of a percentage of worldwide net income attributable to
audio-visual works if at least 50% of the total
compensation relating to production of the audio-visual
work is compensation for services performed in the
United States.” The exclusion is 3% in 2005 and 2006,
6% from 2007 through 2009, and 9% thereafter. In no
event may the exclusion exceed 50% of the total W-2
wages paid by the taxpayer during the applicable tax
year. The exclusion also applies for purposes of the
alternative minimum tax.

B. Type of Audio-Visual Works. The exclusion
applies regardless of the medium of intended
exploitation (such as theatrical, television, or DVD).
Films will not qualify for this benefit if the film includes
“visual depictions of actual sexually explicit conduct.”
Other than this restriction, there are no limits on content

* See Treatise, Section 5.03[C][1]

» New Section 199. The exclusion is somewhat
awkwardly worded as a “deduction” of a portion of net
income, but the practical effect is the same as a partial
exclusion since it cannot be used to create a carryforward
net operating loss.

or type of production. For example, even Monday Night
Football qualifies.

C. Income Exclusion Limited to Owner. The
exclusion only applies to films “produced by the
taxpayer,” and it appears based on analogous case law
that whoever is the owner of the film during production
will be treated as the producer, even if it pays an
independent film production company to physically
produce the film, as long as the rights are not transferred
to the production company during production.”® Thus,
this issue is analogous to the requirement of ownership
for the Film Deduction, discussed above.

D. Allocations. The remarkably complex aspect of
the Act, which is left to the IRS to figure out, is how to
allocate all the expenses of the taxpayer for purposes of
calculating the net income from the audio-visual work
for purposes of the exclusion. It goes far beyond
determining what costs should be capitalized to the
film,”” since it will now require allocations that never
before had to be made for tax purposes, such as
allocations of indirect expenses relating to distribution
activities. It is a safe bet that film companies will not use
the same allocations that they use in calculating third-
party participations, or there may not be much net
income left to exclude.

% Reg. 1.263A-2(a)(1)(ii)(A); Suzy’s Zoo .
Commissioner, 273 F.2d 875 (9th Cir. 2001).
" See Treatise, Section 5.01.
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NEW LEGISLATION AND REGULATIONS

Pennsylvania enacts film production tax
credit

The state of Pennsylvania is hoping to increase film
production within its borders. And it’s using a new and
unique tax credit as a lure.

The credit is available to producers of “feature films,
television series and television shows of 15 minutes or
more in length, intended for a national audience.” (The
credit is not available for certain types of productions,
including: news or current events programs, weather or
market reports, “public programming,” talk or game
shows, sports events, industrial films or productions
featuring “sexual . . . performances.”)

To qualify for the credit, 60% of a production’s total
production expenses must be incurred in Pennsylvania.
To claim the credit, an application must be submitted to
the Pennsylvania Department of Revenue. If the
Department approves the application, the credit amounts
to 20% of the amount spent in Pennsylvania on
production for such things as salaries, construction,
operations, editing, photography, sound synchronization,
lighting, wardrobe and accessories, and the cost of rental
of facilities and equipment (but not marketing or
advertising costs).

Technically, 20% is the most the credit might be,
because the Department of Revenue is not permitted to
approve more than $10 million in credits in any single
year. To be certain the Department limits the credits it
approves to no more than that amount, applications must
be submitted by February 15th, and the Department will
notify applicants of the credits that have been approved
by August 15th. If applications seeking more than $10
million are submitted in a single year, the Department
will allocate a total of $10 million in credits
proportionately among all of that year’s applicants.

The Pennsylvania Film Production Credit is just that
— a “credit” against state taxes that a production
company otherwise would be obligated to pay to
Pennsylvania. The state will not be issuing cash refunds,
though if the full amount of the credit isn’t used (because
the credit exceeds the taxes owed by the production
company), the unused portion of the credit may be
“carried forward” and used over as many as three years.

Moreover, the production company may sell its
credit (or even just part of it) to another company that
pays taxes in Pennsylvania (with the approval of the
Pennsylvania Department of Community and Economic
Development). The purchaser of a credit may use it to

offset up to 50% of its state tax for the year of the
purchase, but the purchaser may not carry forward any
unused part of the credit.

Pennsylvania House Bill No. 147, amending the
Pennsylvania Tax Reform Code of 1971 by adding
Article XVII, Sections 1701-C et seq., authorizing a film
production tax credit, available at http:/www?2.legis.
state.pa.us/WUO1/LI/BI/BT/2003/0/HB0147P4323.pdf

California makes it a crime to disseminate
recordings, movies, TV programs and
electronic games over the Internet, without
disclosing sender’s email address and titles
of disseminated works

The state of California has enacted a statute that
makes it a crime to disseminate entertainment — whose
copyrights are owned by others — over the Internet,
without disclosing the sender’s email address as well as
the titles of the disseminated works. The purpose of the
new law is to discourage Internet piracy. It does so by
supplementing the rights granted to creators by the
federal Copyright Act.

Though the California law itself does not prohibit
piracy, it requires those who engage in online piracy to
reveal their own email addresses and the titles of the
works they are pirating — thereby making it easier for
copyright owners to detect the infringement of their
works and to identify infringers.

By imposing its disclosure requirements on those
who “electronically disseminate” entertainment, the act
applies to all forms of Internet transmission including
email and instant message attachments, website
downloads, and peer-to-peer distribution. The statute
does not apply, though, to transmissions among family
members or over home networks.

The penalty for violating the statute’s requirements
is serious. Adults may be punished by fines of as much
as $2,500, or as much as a year in jail, or both. Minors
may be punished by fines of as much as $250 for a first
or second offense, and as much as $1,000 or a year in jail
or both for third and subsequent offenses.

The statute, though new, is patterned after an old
and similar statutes, commonly known as “true name and
address” statutes that are on the books in California and
elsewhere, that require those who distribute tapes, CDs,
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videos and DVDs to affix their names and addresses to California Senate Bill No. 1506, rewriting section 653aa

the products they distribute (ELR 10:8:16, 12:5:21, of the California Penal Code, relating to Internet piracy,
13:6:12, 16:4:24, 16:5:32). available at  http://www.leginfo.ca.gov/pub/bill/sen/
The new Internet piracy statute was introduced by sb_1501-1550/sb_1506 bill 20040921 chaptered.pdf

state Senator Kevin Murray.
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INTERNATIONAL DEVELOPMENTS

Court of Arbitration for Sport rejects
protest of Korean gymnast who contended
that scoring error deprived him of Olympic
gold medal that was awarded instead to
American Paul Hamm

American gymnast Paul Hamm had to compete,
twice, for the gold medal in the 2004 Olympic Men’s
Individual All-round event. He competed once in
Athens, Greece, during the Olympics itself, and he
competed a second time in Lausanne, Switzerland,
during an arbitration conducted by the Court of
Arbitration for Sport. Hamm won both times, thereby
securing himself a place in the annals of Olympic sports
and of sports law.

To win the gold medal the first time, Hamm
narrowly outscored Korean gymnast Yang Tae Young.
However, according to Yang, an error was made in
calculating his score on the parallel bars. The error
understated Yang’s score by a tenth of point, which he
argued was enough to deprive him of the gold medal he
otherwise would have won.

The error alleged by Yang was not an error of
judgment. Rather, in the All-round, each competitor
begins with a “start value,” from which judges may
deduct points, based on the gymnast’s performance. The
“start value” however is determined during, not before,
the performance, based in part on the difficulty of the
elements performed. Yang’s start value was 9.9, but
based on the difficulty of the elements he performed, it
should have been 10.0.

Yang’s performance was recorded on videotape, and
no one seems to have disputed that Yang should have
had a start of value of 10. What was disputed was what
could or should have been done about the error, once it
was reported. Though there was disagreement about
when the error was reported, even the Koreans
acknowledged they disputed Yang’s start value after the
competition was completed. That made all the
difference, when the matter got to the Court of
Arbitration for Sport.

In an opinion by British Barrister Michael J. Beloff,
German lawyer Dirk-Reiner Martens, and Kenyan
Barrister Sharad Rao, the Court of Arbitration decided
that the Koreans reported the error too late. “There is no
doubt that a mechanism exists for reversing judging
errors,” the arbitrators acknowledged; but “any appeal
must be dealt with during, not after a competition.”

The arbitrators explained that this was so, because
“This interpretation [of the rules of the International
Gymnastics Federation] conforms with the natural
expectation of both participants, spectators and the
public at large that at the close of a competition in any
sport, gymnastics included, the identity of the winner
should be known, and not subject to alteration thereafter
save where exceptionally, for example, the purported
winner is proved to have failed a drug test and so been
disqualified.”

The arbitrators ruled that “any protest to be effective
within the ambit of [International Gymnastic Federation]
rules had to be made before the end of the competition,”
and Koreans’ protest was too late because it “was made
after the competition ended.”

Even if the protest had not been late, the arbitrators
may have been unwilling to overrule the onsite officials
anyway. “The extent to which, if at all, [the Court of
Arbitration for Sport] can interfere with an official’s
decision is not wholly clear,” they said. “An absolute
refusal to recognize such a decision as justiciable and to
designate the field of play as ‘a domain into which the
King’s writ does not seek to run’ . . . would recognize
that there are areas of human activity which elude the
grasp of the law, and where the solution to disputes is
better found, if at all, by agreement. It would contribute
to finality. It would uphold, critically, the authority of the
umpire, judge or referee, whose power to control
competition, already eroded by the growing use of
technology such as video replays, would be fatally
undermined if every decision taken could be judicially
reviewed. And, to the extent that the matter is capable of
analysis in conventional legal terms, it could rest on the
premise that any contract that the player has made in
entering into a competition is that he or she should have
the benefit of honest ‘field of play’ decisions, not
necessarily correct ones.” Nevertheless, the arbitrators
acknowledged that “Sports law does not . . . have a
policy of complete abstention.” But, they added, “Courts
may interfere only if an official’s field of play decision is
tainted by fraud or arbitrariness or corruption.”

Although the question of whether Yang would have
been the gold medalist was not a factor in the outcome,
the arbitrators noted that he may not have been, even if
he had been given a start value of 10 for his parallel bars
performance. “After the parallel bars there was one more
apparatus on which the competitors had to perform ie the
high bar. We have no means of knowing how Yang
would have reacted had he concluded the competition in
this apparatus as the points leader rather than in third
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position. He might have risen to the occasion; he might
have frozen (his marks on the high bar were in fact
below expectation); and speculation is inappropriate. So
it needs to be clearly stated that while the error may have
cost Yang a gold medal, it did not necessarily do so.”
Yang was represented by Allen & Overy in Hong
Kong. The International Gymnastics Federation was
represented by Sara Ellen Hiibscher in Lyss,
Switzerland, and André Gossin in Moutier, Switzerland.
Paul Hamm was represented by Kelly C. Crabb of
Morrison & Foerster in Los Angeles. The United States
Olympic Committee was represented by Mark S.
Levinstein of Williams & Connolly in Washington D.C.

Yang Tae Young v. International Gymnastics Federation,
CAS 2004/A/704 (Oct. 2004), available at http://www.
tas-cas.org/en/juris/frmjur.htm

British tabloid invaded privacy of Naomi
Campbell by reporting her treatment for
drug addiction, UK House of Lords rules in
3-to-2 opinion reinstating £3500 judgment in
super-model’s favor

As judgments go, £3500 (less than $7000) isn’t
much, even in the United Kingdom, where judgments
tend to be smaller than they are in the United States. It
certainly won’t change the lifestyle of supermodel
Naomi Campbell, to whom the judgment was awarded.
But the judgment is significant, nonetheless, because it
was reinstated by the House of Lords (the UK’s highest
court) in a 3-to-2 opinion that holds that British law does
indeed include a right of privacy. In fact, all five of the
judges — four Lords and a Baroness — agreed that British
law protects the right of privacy. They split only on the
question of whether Campbell’s privacy rights were
outweighed by her adversary’s right to free expression.

Campbell’s adversary was the publisher of the
Mirror, a British tabloid newspaper that published an
article and photos that reported she was attending
Narcotics Anonymous meetings to treat her addiction to
drugs. Unlike the United States, “there is no over-
arching, all-embracing cause of action for ‘invasion of
privacy’” in the UK. But Campbell sued the Mirror
nonetheless for “breach of confidence.”

At one time in British legal history, a successful
“breach of confidence” claim required the existence of
an actual confidential relationship between the person
whose privacy was invaded and the person who invaded
it. (Campbell herself had won such a case a couple of
years before, when she sued her former personal
assistant for disclosing to the News of the World that
Campbell had had an affair with actor Joseph Fiennes.
(ELR 24:4:4))

Now, though, British law “imposes a ‘duty of

confidence’ whenever a person receives information he
knows or ought to know is fairly and reasonably to be
regarded as confidential.” This change in the law is due,
at least in part, to the adoption of the European
Convention on Human Rights, article 8 of which requires
“respect for private and family life.” The European
Convention isn’t entirely one-sided, however. Its article
10 also guarantees “freedom of expression.”

Because of the natural tension between these two
articles of the European Convention, Campbell’s lawsuit
against the Mirror was not easily decided. The Mirror
claimed a right to publish its article and photos, because
Campbell had earlier said that many other models use
drugs but she does not. Thus, when Campbell’s
statements turned out to be false, the Mirror concluded
her drug addiction was newsworthy.

To decide the case, the information published by the
Mirror was divided into five categories: “(1) the fact of
Miss Campbell’s drug addiction; (2) the fact that she was
receiving treatment; (3) the fact that she was receiving
treatment at Narcotics Anonymous; (4) the details of the
treatment — how long she had been attending meetings,
how often she went, how she was treated within the
sessions themselves, the extent of her commitment, and
the nature of her entrance on the specific occasion; and
(5) the visual portrayal of her leaving a specific meeting
with other addicts.”

All five categories of information were deemed to
be “confidential.” But because Campbell had denied
using drugs (while asserting that other models do), even
Campbell acknowledged that the Mirror was privileged
to publish the information in the first two categories. The
case was about the Mirror’s publication of the last three
categories.

Campbell won the first round of the case, when a
trial court judge ruled in her favor and awarded her
£3500. The Mirror won the second round, when the
Court of Appeals ruled in its favor, “allowed the appeal”
and “discharged” the trial judge’s order. Campbell then
won the third and final round, when the House of Lords
split 3-to-2 in her favor, and “restored” the trial judge’s
award.

In separately written opinions, Lord Hope of
Craighead, Baroness Hale of Richmond, and Lord
Carswell agreed that the Mirror should not have revealed
that Campbell was attending Narcotics Anonymous
meetings or the details of her treatment, nor should it
have published photos of her leaving a meeting with
other addicts.

For Lord Hope and Baroness Hale, publication of
the photos seems to have tipped the balance in
Campbell’s favor. Lord Hope specifically said that “Had
it not been for the publication of the photographs, and
looking to the text only, I would have been inclined to
regard the balance between these rights [of privacy and
freedom of expression] as about even.” Baroness Hale
said “There was no need” to publish photos showing
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Campbell going or coming from a Narcotics Anonymous Campbell v. MGN Limited, [2004] UKHL 22, available
meeting, because even without the photos, the Mirror’s at http://www.parliament.the-stationery-office.co.uk/pa/
editor acknowledged that the article “would have been a 1d200304/1djudgmt/jd040506/campbe-1.htm

front page story.”
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RECENT CASES

CBS miniseries “Blonde” about Marilyn
Monroe is not substantially similar to play
“Marilyn Dances,” and thus did not infringe
play’s copyright, federal District Court rules

The CBS miniseries “Blonde” was based on Joyce
Carol Oates’ book Blonde about Marilyn Monroe. The
miniseries was not based on, nor was it substantially
similar to, a play about Marilyn Monroe titled “Marilyn
Dances: Happy Birthday Mr. President.” Nor did the
miniseries copy anything protectible from the play “My
Aretha.”

All of this can be reported with confidence, because
federal District Judge Richard Roberts so ruled, in a
copyright and trademark infringement lawsuit filed
against CBS (and others) by the author of the two plays,
a fellow named David L. Whitehead.

Based on Judge Roberts’ detailed synopses of the
miniseries and the plays, there was less similarity among
them than usually exists in plagiarism cases. No doubt
for that reason, the judge concluded that CBS’s
miniseries and Whitehead’s plays “are very different in
total concept and feel,” in part because ‘“Marilyn
Dances” is whimsical while “Blonde” is a drama. What’s
more, the judge found, Whitehead’s assertion that the
miniseries copied his writing style was “wholly
meritless” as a matter of fact. But even if the two works
did share the same style, it wouldn’t have helped
Whitehead’s case, because “style alone cannot support a
copyright claim.”

Whitehead’s play about Monroe and CBS’s
miniseries did portray some of the same facts. But “no
one may claim copyright protection for facts,” Judge
Roberts ruled. And short phrases in the miniseries that
were similar to phrases in Whitehead’s play “My
Aretha” did not support his copyright claim either,
because the “phrases serve different purposes in the
works and have a basis in fact.”

Judge Roberts also rejected Whitehead’s trademark
claim. He explained that although titles of plays have
qualified for trademark protection, such protection “does
not extend to the corpus of the . . . the play. . ..”

For these reasons, the judge granted CBS’s motion
for summary.

Editor’s note: This is not the first time David L.
Whitehead has appeared in these pages. Several years
ago, in an infringement lawsuit against Paramount and
Disney, Whitehead alleged that his autobiography,
Brains, Sex, & Racism in the C.I.A., was the basis for at

least a half-dozen movies including “Mission:
Impossible” and “Bad Company.” Judge Paul Friedman
found otherwise, and dismissed that case too, in an
opinion that warned Whitehead that if other cases then
pending in Judge Friedman’s court were as “lacking in
merit” as that case, he “may very well award attorneys
fees” to those Whitehead had sued in those other cases
(ELR 21:7:8). Judge Roberts has written nothing, yet,
about whether he may award CBS the attorneys fees it
incurred in the successful defense of this case.

Whitehead represented himself. CBS and its co-
defendants were represented by Paul R. Taskier of
Dickstein Shapiro Morin & Oshinsky in Washington
D.C. and by Jason Christopher Chipman of Hogan &
Hartson in Washington D.C.

Whitehead v. CBS/Viacom, Inc., 315 F.Supp.2d 1, 2004
U.S.Dist. LEXIS 6184 (D.D.C. 2004)

NFL eligibility rule barring players who
graduated from high school less than three
football seasons earlier is exempt from
federal antitrust law, so Ohio State
sophomore Maurice Clarett was not eligible
for NFL draft, federal appellate court rules

The National Football League is playing its 2004
season without the services of former Ohio State running
back Maurice Clarett. Clarett led the Buckeyes to an
undefeated season in 2002, as a freshman. And the fact
that he was a freshman that year is exactly why he isn’t
playing in the NFL this year. To be eligible to play in the
NFL, players must be out of high school for three
football seasons, and Clarett isn’t, quite yet.

All of this came to the attention of federal judges,
because Clarett sued the NFL in an effort to become
eligible for the April 2004 draft. His lawsuit alleged that
the NFL’s eligibility rule violates federal antitrust law,
because it’s an agreement among potential employers —
NFL teams — to boycott certain players.

Early in the case, Clarett was as successful in the
courtroom as he had been on the football field. Federal
District Judge Shira Scheindlin entered a summary
judgment in his favor and denied the NFL’s request to
stay (pending its appeal) her order that Clarett was
eligible for the draft (ELR 25:9:4, 25:11:27). Judge
Scheindlin’s opinions were persuasive, not the least
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because Clarett had a strong Circuit Court precedent in
his favor — Mackey v. National Football League — and
Judge Scheindlin applied Mackey’s teachings with bold
confidence.

Nevertheless, Clarett’s victory surprised many
observers for two reasons. First, the Mackey case was
decided in 1976 by the Eighth Circuit Court of Appeals,
while Judge Scheindlin sits in the Southern District
Court of New York which is in the Second Circuit.
Second, in the years that followed Mackey, the Second
Circuit itself decided three similar cases — Wood v.
National Basketball Association (ELR 8:12:12), National
Basketball Association v. Williams (ELR 16:11:15), and
Caldwell v. American Basketball Association (ELR
17:12:9) — all of which differed with Mackey on an issue
of critical importance to Clarett.

That critical issue was whether eligibility rules
adopted by professional sports leagues are exempt from
antitrust laws, and if so, under what circumstances. All
four earlier decisions agreed that eligibility rules may be
exempt from antitrust laws, under a doctrine known as
the “labor exemption,” if the leagues’ players are
represented by a players association for collective
bargaining purposes. But the Eighth Circuit’s Mackey
decision held the exemption is applicable only under
circumstances that are more difficult for leagues to
satisfy than those required by the Second Circuit’s
Wood, Williams and Caldwell decisions.

Thus, when the National Football League appealed
from Judge Scheindlin’s order in favor of Clarett, the
NFL had “local” law in its favor; and it won. In an
opinion by Judge Sonia Sotomayor, the Second Circuit
held that the NFL’s eligibility rule is exempt from
antitrust law, for three reasons.

First, Judge Sotomayor ruled that the eligibility rule
is a mandatory subject for collective bargaining. Second,
the fact that the rule is a “hardship” on players who are
not yet members of the NFL Players Association did not
make the rule “impermissible.” And third, it did not
matter that the rule wasn’t actually bargained about
during negotiations that resulted in the current collective
bargaining agreement; all that matters is that the rule
would have been bargained about, if either the NFL or
the Players Association had raised it, because it is a
mandatory subject for bargaining.

Since the eligibility rule is exempt from antitrust
law, Judge Sotomayor did not have to consider whether
it otherwise would have violated antitrust law; and she
didn’t.

The Court of Appeals has since denied Clarett’s
petition seeking a rehearing en banc (by all of its
members).

Clarett was represented by Alan C. Milstein of
Sherman Silverstein Kohl Rose & Podolsky in
Pennsauken N.J. The National Football League was
represented by Gregg H. Levy of Covington & Burling
in Washington D.C.

Editor’s note: One of the interesting issues raised by
this case is how it (or a similar case) would come out, if
it were litigated in a Circuit other than the Eighth or the
Second. In other words, is there a split among the circuits
on the circumstances under which the labor exemption
applies? Judge Sotomayor thought that though there once
may have been a split, there is no longer, because of the
Supreme Court’s 1996 decision in Brown v. Pro Football
(ELR 18:2:3), which she interpreted as adopting labor
exemption standards that are the same as those in the
Second Circuit. Brown certainly can be read that way,
though even Judge Sotomayor acknowledged that the
Supreme Court “expressed some reservations” about the
“broader” version of the exemption used by the lower
court in that case. A second interesting issue raised by
this case is whether the labor exemption would protect
an established league from antitrust liability, if (for
example) a collectively-bargained for reserve clause
made it impossible for a new competing league to hire
veteran players. Judge Sotomayor suggested that under
those circumstances, the labor exemption would not
protect an established league from an antitrust suit filed
by a competing league.

Clarett v. National Football League, 369 F.3d 124, 2004
U.S.App.LEXIS 10171 (2nd Cir. 2004)

Songwriter’s heirs are entitled to statutory
damages of $100,000 (or more) for each of
two willfully infringed songs, but not for
each of 16 albums on which those songs were
recorded, federal appellate court affirms

Sonolux Records infringed the copyrights to two
songs written by the late Puerto Rican composer
Guillermo Venegas-Lloveras. It did so by releasing the
songs on 16 separate albums recorded by several
different artists, apparently without mechanical licenses.
A lawsuit was the eventual result, filed by Venegas-
Lloveras’ heirs, who now own the songs’ copyrights.

Though the lawsuit was not surprising, Sonolux’s
response was. It defaulted. And a $1.6 million default
judgment was thereafter entered against the record
company. The federal district judge was satisfied that
Sonolux had infringed the songs’ copyrights “willfully,”
which meant that under Copyright Act section 504(c),
the judge could award “statutory damages” (rather than
actual damages or profits). The judge decided to award
the heirs $100,000 (the Act authorizes as much as
$150,000) for each of the 16 albums on which the songs
appeared, which brought the total judgment to $1.6
million.

That finally got Sonolux’s attention. It filed a
motion to set aside the default and to reduce the amount
of the judgment. The record company was partially
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successful. A different district judge denied the record
company’s motion to set aside the default, but he did
reduce the judgment from $1.6 million to $200,000. In
an opinion by Judge Sandra Lynch, the Court of Appeals
has affirmed the district judge’s decision to reduce the
judgment.

Judge Lynch explained that section 504(c) of the
Copyright Act authorizes statutory damages for each
infringed work, rather than for each infringing work.
When the $1.6 million judgment was entered, its amount
was based on $100,000 for each infiinging work —
namely each infringing album — and that was not correct.
When the judgment was later reduced to $200,000, its
amount was based on $100,000 for each infringed work
— namely, each song. The second approach was correct,
Judge Lynch held.

However, instead of simply affirming the $200,000
judgment, Judge Lynch remanded the case to the district
judge, so the amount of the judgment could be
determined one more time. Judge Lynch did this,
because she noted that the Copyright Act authorizes
statutory damages of $150,000 for each infringed work —
not merely the $100,000 the district judge had awarded.
Judge Lynch concluded that if the district judge
originally thought the heirs should receive $1.6 million,
he may want to award them $150,000 for each infringed
song, which would bring the judgment to $300,000 —
much less of course than $1.6 million, but noticeably
more than $200,000.

The songwriters’ heirs were represented by Heath
W. Hoglund. Sonolux Records was represented by David
M. Rogero.

Venegas-Hernandez v. Sonolux Records, 370 F.3d 183,
2004 U.S.App.LEXIS 11090 (1st Cir. 2004)

Lawyer disqualified from continuing to
represent Blix Street Records in suit over
right to distribute early Eva Cassidy album,
over objections of Cassidy’s parents who
were lawyer’s clients too when lawsuit was
filed, but now want to settle case even
though Blix Street does not

Recording artist Eva Cassidy died of cancer in 1996,
at age 33, almost two years before Blix Street Records
released her platinum-selling album “Songbird.” Sadly,
Cassidy never knew she had a recording deal with Blix
Street, because it was her parents who made that deal
after she died.

The contract between Blix Street and Cassidy’s
parents gave the record company the exclusive right to
release Cassidy’s recordings. So it wasn’t surprising that
when another record company named Q & W Music
released a very early Cassidy recording, Blix Street and
the Cassidys sued Q & W, in federal court in Maryland.

It wasn’t even surprising that Blix Street and the
Cassidys were represented by the same lawyer — Don
Engel of the Los Angeles firm of Engel & Engel.

The album that prompted the lawsuit was one that
Eva Cassidy made when she was a member of a short-
lived group called “Method Actor.” The case didn’t go as
well as Engel’s clients probably hoped, for reasons that
may not have been obvious when the suit was first filed.
It turned out that Method Actor’s song writer and
guitarist had obtained Eva Cassidy’s written consent to
release the album. Moreover, as a joint author of the
album, he had the right to license its release by Q & W,
even without the consent of Cassidy’s parents; and that’s
exactly what he did.

This at least is what federal District Judge Benson
Legg determined, when he denied a motion filed by Blix
Street and the Cassidys seeking a preliminary injunction
that would have barred Q & W from continuing to
distribute the “Method Actor” album. In an unpublished
order, Judge Legg simply required Q & W to affix
stickers to the album, indicating it was not an Eva
Cassidy solo album; and B & W did so.

Thereafter, the Cassidys decided to settle the case —
something Blix Street was unwilling to do. As a result,
the Cassidys retained a different lawyer, and Engel
withdrew as their lawyer, but Engel continued to
represent Blix Street. Six weeks after Engel withdrew as
their lawyer, the Cassidys filed a motion to disqualify
him from continuing to represent Blix Street. And Judge
Legg has granted their motion.

Judge Legg explained that Maryland’s Rules of
Professional Conduct prohibit Engel from continuing to
represent any of his former clients in the case if the
dispute between Blix Street and the Cassidys is material,
concerns the rights at issue in the case, and was not
waived.

According to Judge Legg, Engel himself
acknowledged the dispute was “major, vigorous and
vitriolic,” and that it involved the rights claimed by
Method Actor’s songwriter and guitarist.

Engel did argue that the Cassidys had waived their
objection to his continued representation of Blix Street.
But Judge Legg concluded that the facts simply did not
show such a waiver — not expressly, or by delay. Because
the Cassidys had not waived their objection, Judge Legg
disqualified Engel and his law firm from continuing to
represent Blix Street in the case.

Blix Street was represented by Donald S. Engel of
Engel and Engel in Los Angeles. The Cassidys were
represented by James Nolan and Stephen Andrew Oberg
of Council Baradel Kosmerl & Nolan in Annapolis. Q &
W Music was represented by Ronald B. Rubin of Rubin
and Rubin in Rockville, and Margaret A. Lange of
Perkins Smith and Cohen in Boston.

Cassidy v. Lourim, 311 F.Supp.2d 456, 2004
U.S.Dist. LEXIS 5634 (D.Md. 2004)
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Clear Channel Communications settles case
filed by Denver rock concert promoter,
alleging Clear Channel threatened artists
with loss of air play and promotional
assistance unless their concerts were
promoted by Clear Channel itself, after
federal District Court denied Clear
Channel’s motion to dismiss attempted
monopolization and business interference
claims

Less than a decade ago, Clear Channel
Communications was just a medium sized broadcaster,
with 43 radio stations and 16 television stations in its
stable. Then, Congress passed the Telecommunications
Act of 1996, which eliminated the cap on the number of
radio stations a single company could own nationwide
and substantially increased the number they could own
within a single city (ELR 17:11:14). As a result of this
change in the law, Clear Channel now owns 1200 radio
stations — 10% of all radio stations in America —
including eight stations in Denver. Clear Channel also
got into the business of promoting rock concerts in
Denver and elsewhere.

Clear Channel’s remarkable growth has triggered
some criticism, not the least of which was from Nobody
in Particular Presents, Inc., a Denver rock concert
promoter sometimes referred to by its acronym “NIPP.”
In a lawsuit filed by NIPP in federal court in Colorado,
NIPP accused Clear Channel of violating federal and
state antitrust law, and interfering with NIPP’s business.
Clear Channel did this, NIPP alleged, by threatening
artists that unless they allowed Clear Channel itself to
promote their concerts, Clear Channel radio stations
would no longer play their recordings and wouldn’t
broadcast anything about their upcoming concerts.
According to NIPP, artists responded to these threats by
selecting Clear Channel to promote their concerts, rather
than NIPP.

Clear Channel and NIPP settled the case, shortly
before it was scheduled to go to trial, though not before
both sides and Judge Edward Nottingham did a great
deal of legal work. Clear Channel filed a motion for
summary judgment, much of which Judge Nottingham
denied. In a 72-page opinion that recites facts in detail
and methodically analyzes the law, the judge ruled that
NIPP had produced sufficient evidence to entitle it to a
trial on several claims and issues.

Among other things, Judge Nottingham held: that
Clear Channel could be held liable for the actions of its
separately incorporated broadcasting subsidiaries; that
the relevant market for assessing NIPP’s monopolization
claims was the market for rock concerts (rather than live
music concerts generally, as Clear Channel had argued);
and that NIPP had offered evidence (sufficient to require

a trial) that Clear Channel had “tied” radio air play and
promotional support to artists’ choice of Clear Channel
as their concert promoter.

Judge Nottingham ruled in Clear Channel’s favor on
some issues. He held, for example, that although Clear
Channel controlled more than 50% of the Denver rock
concert market, that was not sufficient to find it has a
monopoly in that market. On the other hand, the judge
also ruled that NIPP had offered sufficient evidence to
require a trial on whether Clear Channel had attempted
to monopolize the Denver rock concert market.

Similarly, Judge Nottingham granted Clear
Channel’s motion for summary judgment on NIPP’s
claim for tortious interference with NIPP’s contracts
with artists. The judge did so, because NIPP had not
offered evidence showing that Clear Channel knew about
any contracts between NIPP and artists who then chose
to have Clear Channel promote their concerts. On the
other hand, the judge held that NIPP had offered
sufficient evidence to go to trial on its claim that Clear
Channel had interfered with NIPP’s prospective business
relations with artists.

Judge Nottingham also dismissed NIPP’s claim that
Clear Channel had violated the Colorado Consumer
Protection Act by injuring NIPP’s reputation among
artists and record labels. The judge held that there was
no evidence that artists or labels had changed their
opinions of NIPP, or decided not to do business with it,
as a result of anything Clear Channel may have said.

NIPP was represented by John Allen Francis of
Davis Graham & Stubbs in Denver. Clear Channel was
represented by Sean Patrick Costello of Jones Day
Reaves & Pogue in Cleveland.

Clear Channel
1048, 2004

Nobody in Particular Presents v.
Communications, 311  F.Supp.2d
U.S.Dist.LEXIS 5665 (D.Colo. 2004)

Universal Studios and its exclusive
homevideo distributors must defend
antitrust lawsuit filed by Universal’s former
distributors

As a general rule, manufacturers are free “to
exercise . . . independent discretion” about those with
whom they do business. The Supreme Court itself said
so, as long ago as 1919 (in United States v. Colgate).
This means that manufacturers may choose which
companies distribute their goods and which do not, and
even may change their minds from time to time, if they
like. What’s more, it seems that copyright owners ought
to be specially privileged to decide who distributes their
works, because the Copyright Act itself explicitly gives
copyright owners the exclusive right to distribute their
works and to authorize others to do so.

ENTERTAINMENT LAW REPORTER

17

VOLUME 26, NUMBER 5, OCTOBER 2004



Nevertheless, there are exceptions to the general
rule. Over time, claims alleging those exceptions have
been hotly litigated in the copyright industries, in cases
involving disputes between movie studios and exhibitors
(ELR 14:10:5), television production companies and
broadcasters (ELR 8:9:8), book publishers and retail
stores (ELR 23:5:16), and record companies and retail
stores (ELR 7:5:20).

Now, in a lawsuit that is similar to those earlier
cases, Universal Studios has been sued, along with its
current home video distributors, Ingram Entertainment
and Video Products Distributors. The lawsuit was filed
by Flash Electronics and East Texas Distributing which
used to distribute Universal videos and DVDs, but don’t
any longer. In fact, the lawsuit was prompted by
Universal’s decision to discontinue using Flash and East
Texas, and to make Ingram and Video Products the
studio’s exclusive distributors.

The complaint filed by Flash and East Texas alleged
several types of claims, the legal sufficiency of which
Universal, Ingram and Video Products challenged with a
motion to dismiss. Universal and its co-defendants were
partially successful, but not completely so. Federal
District Judge Raymond Dearie refused to dismiss many
of Flash and East Texas’s claims, so Universal, Ingram
and Video Products will have to defend themselves
against those, in further legal proceedings.

The motion filed by Universal and its co-defendants
asked Judge Dearie to assess the adequacy of the
allegations of Flash and East Texas’s complaint, not the
evidence. The motion, in other words, was not a motion
for summary judgment. As a result, the ruling tells
readers nothing about what actually happened in the case
or its likely outcome, and very little if anything that
would be useful in guiding other companies’ actions in
the future. Rather, Judge Dearie’s opinion is a lesson on
how to draft an antitrust complaint.

Judge Dearie concluded that the complaint, as
drafted, adequately alleged that Universal, Ingram and
Video Products violated the Sherman Act’s ban on
agreements in restraint of trade — an allegation that will
be measured later in the case under the rule of reason.
The judge also concluded that the complaint adequately
alleged a claim that Universal had discriminated among
its distributors in price, in violation of the Robinson
Patman Act.

Universal, Ingram and Video Products didn’t come
away completely empty-handed, though. Judge Dearie
agreed with them that Flash and East Texas failed to
allege a per se antitrust claim. And the judge dismissed
their monopoly claim, because neither Ingram nor Video
Products has sufficient market power to have a
monopoly, and the judge rejected the allegation that
together they have a “shared monopoly.”

Flash Electronics and East Texas Distributing were
represented by Frederic B. Goodman of Marin Goodman
in New York City. Universal was represented by Stuart

N. Senator of Munger Tolles & Olson in Los Angeles.
Ingram was represented by James K. Leader of Leader &
Berkin in New York City and John Calendar of Howrey
Simon Arnold & White in Washington D.C. Video
Products was represented by Robert Alan Johnson of
Akin Gump Strauss Hauer & Feld in New York City.

Flash FElectronics v. Universal Music & Video
Distribution, 312 F.Supp.2d 379, 2004 U.S.Dist. LEXIS
6018 (E.D.N.Y. 2004)

Penguin Putnam wins reversal of judgment
that its book of Dorothy Parker poems
infringes compilation copyright to Stuart
Silverstein’s book of previously uncollected
Dorothy Parker poems; Court of Appeals
questions whether Silverstein’s selection of
poems was sufficiently “creative” to be
protected by copyright, and rules that any
interest Silverstein may have is too “slight”
to be protected by injunction

Penguin Putnam has won the reversal of a judgment
and an injunction entered against it in a copyright
infringement lawsuit filed by Stuart Y. Silverstein, the
editor of the book Not Much Fun: The Lost Poems of
Dorothy Parker.

Silverstein’s book consists of 122 poems, all but two
of which were published, individually, in magazines and
newspapers while Parker was alive, but did not appear in
four volumes of her collected poetry that were published
before her death in 1967. Silverstein not only located,
selected and arranged these 122 poems, he also
published Not Much Fun himself — after he and Penguin
were unable to agree on whether Penguin should publish
them as part of a larger volume of all of Parker’s poems
(as Penguin wanted to do) or as a separate volume by
themselves (as Silverstein wanted).

A few years after Silverstein published Not Much
Fun, Penguin did publish a compilation of all of Parker’s
poems, including 121 of the 122 that appeared in
Silverstein’s book. What’s more, the evidence showed
that a Penguin editor had photocopied Silverstein’s book,
cut the poems apart with a scissors, and then pasted them
into Penguin’s manuscript, changing only the order in
which they appeared. Silverstein had given them a
“subjective” arrangement, while Penguin published them
chronologically.

Silverstein didn’t claim a copyright in Parker’s
poems themselves. But he did register a compilation
copyright in his selection and arrangement of the poems
he published. Armed with that copyright, Silverstein
sued Penguin Putnam for infringement, and won. In an
unpublished opinion, federal District Judge John Keenan
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granted Silverstein’s motion for summary judgment and
issued an injunction that barred Penguin from continuing
to publish its compilation and required Penguin to recall
all existing copies.

Penguin appealed, successfully. In an opinion by
Judge Dennis Jacobs, the appellate court reviewed the
process by which Silverstein had selected Parker’s
previously uncollected poems, and concluded that
“material questions of fact exist as to whether Silverstein
exercised creativity in selecting the works for his
compilation” — “questions [that] must be answered
before the creativity, if any, in his selection process can
be assessed.” This has to be done, because the
compilation copyright Silverstein claims is valid only if
his selection of Parker’s poems was “creative.”

Silverstein also said he made 600 copy edits to the
poems he  published, changing punctuation,
capitalization, indentation and titling — all of which
Penguin copied. But Judge Jacobs said “There is a
question as to whether copy editing changes of this kind
are sufficiently creative to merit copyright protection.”
Even if they are, the judge held that Silverstein is
estopped from claiming infringement based on those
changes, because his book didn’t indicate those changes
had been made, and instead implied that the poems
appeared in the form in which they were first published.

Finally, Judge Jacobs held that even if Silverstein
has a copyright interest in his book, that interest is “so
slight that it cannot properly be enforced by . . .
injunction.”

Silverstein was represented by Mark A. Rabinowitz
of Neal Gerber & Eisenberg in Chicago. Penguin Putnam
was represented by Richard Dannay of Cowan Liebowitz
& Latman in New York City.

Silverstein v. Penguin Putnam, Inc., 368 F.3d 77, 2004
U.S.App.LEXIS 9006 (2nd Cir. 2004)

Gibson Guitar’s registered trademark for
design of “Les Paul single cutaway guitar” is
infringed by design of Paul Reed Smith
Guitars’ “Singlecut” guitar, federal District
Court decides

Gibson Guitar has won a significant victory against
a competitor, in a dispute over the design of a guitar that
has been a mainstay of Gibson’s business for more than
50 years. At issue in the case is Gibson’s “Les Paul
single cutaway guitar” — a design so important to Gibson
that the guitar manufacturer registered it as a trademark
in 1999.

Gibson’s Les Paul single cutaway guitar is a
traditionally shaped guitar, the body of which has been
modified by cutting away the section where the
fingerboard meets the body. Paul Reed Smith began

selling its similarly-shaped “Singlecut” guitar in the year
2000, apparently in response to a request from a retail
store following a dispute between Gibson and guitar
retailers and distributors.

Gibson responded to Paul Reed Smith’s “Singlecut”
with a trademark infringement lawsuit, which thus far
has been successful. In a lengthy and factually detailed
opinion, federal District Judge William Haynes has ruled
that Gibson’s trademark is valid, because although it was
“descriptive” at first, it has acquired secondary meaning,
and because the design of its Les Paul guitar is not
functional. Moreover, Judge Haynes has held that the
design of Paul Reed Smith’s “Singlecut” guitar infringes
Gibson’s trademark, because the “Singlecut” design is
likely to cause confusion.

For these reasons, Judge Haynes has granted
Gibson’s motion for summary judgment establishing
Paul Reed Smith’s liability. All that remains in the case
is the issue of damages.

Gibson Guitar was represented by Edward D.
Lanquist, Jr., of Waddey & Patterson in Nashville. Paul
Reed Smith Guitars was represented by Alan Dale
Johnson of Willis & Knight in Nashville.

Gibson Guitar Corp. v. Paul Reed Smith Guitars, 311
F.Supp.2d 690, 2004 U.S.Dist. LEXIS 18210 (M.D.Tenn.
2004)

Defamatory article in legal newspapers,
reporting that lawyer had been sanctioned
by federal court, were protected by “fair
reporting privilege,” because articles were
substantially accurate, Connecticut appellate
rules in opinion affirming dismissal of
lawyer’s  defamation lawsuit  against
newspapers and reporter

Publicity is generally a good thing for attorneys, so
mentions in articles in periodicals like the New York Law
Journal and the Connecticut Law Tribune would be
prized, under most circumstances. But not all. In fact, an
attorney named Nancy Burton was so displeased with
articles about her in those two newspapers that she sued
their corporate parent, American Lawyer Media, Inc.,
and the reporter that wrote the articles. Burton’s lawsuit,
filed in state court