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Despite being enacted in the 19th century, the Sherman Antitrust Act is showing few
signs of itsage. The Sherman Act is sometimes described as a“common law statute,”* as
judicial interpretations of the statute continue to evolve with technology and adapt to modern
economic readlities. In this month’s column, we discuss PrimeTime 24 Joint Venture v.
NBC,? which dramatizes the intersection between first antitrust principles and emerging
telecommuni cations practices.

In PrimeTime, an opinion written by Chief Judge Ralph K. Winter, and joined by
Judges Dennis G. Jacobs and Robert W. Sweet (sitting by designation), the Second Circuit
held that PrimeTime 24 Joint Venture (PrimeTime) stated a claim under 81 of the Sherman
Act.® PrimeTime had brought a private antitrust suit against NBC, ABC, CBS and FOX, as
well as their affiliates’ trade associations, other related business entities and the National
Association of Broadcasters (NAB) (collectively, “the networks’). PrimeTime alleged that
the networks had violated the Sherman Act through: (1) concerted “sham” challenges
brought pursuant to the Satellite Home Viewer Act solely to impose costs upon PrimeTime,
and (2) concerted refusals to license copyrighted television programming in order to restrain
commercia trade.

Telecommunications Environment

Television consumers have historicaly received programming through direct
broadcasts from stations owned and operated by the network companies. These television
programs are free to the consumer and are funded with advertising revenues. With the
introduction of cable and satellite television, however, new technol ogies emerged to improve
reception quality over greater geographical distances and to increase programming options.
Cable and satellite distributors typically charge users an access fee. But because network
television programs retain mass appeal, cable and satellite operators must include
copyrighted network programming with their menu of offerings. Under the copyright laws,
cable and satellite operators require a commercia license or some other form of valid
permission to distribute network programming.

Seeking to accommodate both the networks copyright interests and consumers
interests in receiving satellite programming, Congress passed the Satellite Home Viewers
Act of 1988 (SHVA).* The SHVA mandates that networks license their signals to satellite
broadcasters for distribution to viewers who could not otherwise receive sufficiently strong
broadcast signals, in exchange for a statutorily fixed fee from the satellite operator. The
standard under the SHVA for triggering this licensing duty is not a “subjective rule of
reception quality,” but rather an “ objective signal-strength rule.”> Under the statute, satellite
providersinitially designate the households for which they claim aright to anetwork license,
but local broadcasters seeking to limit distribution of copyrights programming may challenge
the satellite operators’ estimate of the signal-strength received by the designated households.®
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Thus, the SHVA provide a procedural framework through which satellite operators
and the networks may safeguard their interests. Under the SHVA, when a broadcaster
initiates a signal-strength challenge, satellite carriers must either pay to test its subscribers
reception strength for that network’s broadcast, or otherwise terminate service. If the
satellite carrier transmits copyrighted programming to a household that is being sufficiently
served through direct over-the-air broadcasts, then the satellite operator must terminate
service. If, however, the satellite carrier demonstrates that subscribers would not otherwise
be served by the networks, it is entitled to reimbursement for the costs of defending the
broadcaster’ s challenge.” PrimeTime s antitrust allegations centered around these SHVA's
signal-strength provisions.

Antitrust, Copyright Interests

PrimeTime retransmits network broadcast signals both to satellite dish owners and
to satellite distributors. When PrimeTime filed its complaint, it was the only satellite carrier
of network programming neither owned nor controlled by network or cable television
interests.® PrimeTime asserted two principal antitrust claims against the networks — a
“sham” litigation claim and a“concerted refusal to deal” claim, both in alleged violation of
81 of the Sherman Act.®

First, PrimeTime claimed that the networks intentionally abused the SHVA’s signal-
strength challenge provisions, “by filing baseless challenges for the purpose of raising
PrimeTime’s cost structure and thereby reducing competition” from PrimeTime.®
Specificaly, the networks premised their signal-strength chalenges on a common NBC
subscriber list, even though PrimeTime provided different lists to each network. Because
network affiliates broadcast from different geographical points, the signal-strength contours
for each of the SHV A challenges should have differed from network to network. PrimeTime
alleged that the purpose of using the common NBC subscriber list was to over-chalenge
subscribers, and thus to increase PrimeTime's costs in seeking to obtain statutory
broadcasting licenses.**

Second, PrimeTime alleged a concerted refusal to license PrimeTime, even though
each defendant had an economic incentive to deal with PrimeTime individualy. In
particular, the complaint claimed that the NAB, bargaining on behalf of al defendants, had
initially offered a license at a cost calculated to be too high for PrimeTime. Yet, when
PrimeTime agreed to discuss the price, NAB immediately withdrew its offer. Furthermore,
the NAB allegedly copied aletter to its members directing them to boycott PrimeTime, while
the networks discouraged their affiliates from negotiating with PrimeTime and refused to do
so themselves. ™

In granting a motion to dismiss, Judge Lawrence M. McKenna of the Southern
District of New York ruled that the defendants actions were protected by the Noerr-
Pennington doctrine,™* which derives from two U.S. Supreme Court cases decided in the
1960s.** Under the Noerr-Pennington doctrine, good-faith litigation activity falls within the
penumbra of the First Amendment and is immune from antitrust challenge.> As
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Judge McKenna noted, litigation to enforce avalid copyright is an example of conduct that
is protected under Noerr-Pennington.*®

Analogizing the SHVA procedures providing for signal-strength challenges to a
prelitigation “threat” letter,"” Judge McKenna held that the networks concerted use of
statutory signal-strength challenges was protected petitioning activity under Noerr-
Pennington.’® Indeed, the district court said that “the case for immunity is particularly
strong” where, as here, the challenged conduct was undertaken pursuant to a statutory
scheme for monitoring and enforcing federally protected copyrights. Nor did the district
court consider the networks' signal-strength challengesto fall within an exception to Noerr-
Pennington for “sham” litigation. Judge M cKenna concluded that PrimeTime had failed to
allege that the use of the NBC list was unreasonable or that “ defendants knew that challenges
based on thislist would be meritless.”*°

With respect to the group boycott claim, the district court held that the complaint
alleged nothing more than rejection of a settlement offer, which was likewise shielded by
Noerr-Pennington. Judge McKennareasoned that PrimeTime’ s efforts to negotiate with the
networks were functionally equivalent to an attempt to avoid liability for infringing
copyrights, and that the networks were under no obligation to negotiate with, or grant a
license to, PrimeTime.”® Accordingly, the district court dismissed the complaint for failing
to state a claim upon which relief could be granted.

Noerr-Pennington Scope

Reviewing the district court’s dismissal de novo, the Second Circuit reversed. The
Court held that PrimeTime had properly stated a claim that the networks abused the SHVA
challenge provisions for anticompetitive ends, and that they were not eligible for Noerr-
Pennington immunity. Moreover, the complaint’s allegations of concerted refusalsto deal
with PrimeTime amounted to more than mere “settlement” activity, and were likewise
actionable under the Sherman Act.

e “Sham” Litigation. First, the Second Circuit acknowledged that a good-faith
SHVA chalenge by a network to a PrimeTime subscriber cannot violate the Sherman Act.
Indeed, even if the networks coordinated in making good-faith SHVA challenges, it is
“beyond question” that no antitrust action would lie.® In reaching this conclusion, the
Second Circuit first interpreted the SHV A and itslegidative history. According to the Court,
because Congress anticipated coordinated signal-strength challenges, it would be
“anomalous’ to read the Sherman Act to forbid what the SHVA clearly permits. Second,
the Court determined that Noerr-Pennington protection independently attaches to good-faith
SHVA challenges. In fact, the Sherman Act itself has been read to allow parties with shared
legal rights, such as copyright owners, to defend their individual copyrights in good faith
against common infringers who may be competitors.?®

Thus, the Second Circuit reasoned, only a copyright violator would gain by denying

copyright holders the right to engage in cooperative efforts to enforce their rights. “Where
common legal or fact issues exist, the sharing of costs or other coordinated activity avoids
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wasteful duplication of effort and has no discernible effect on lawful competition.”* And
while SHV A challenges are distinguishable from petitions to the government, prelitigation
threat |etters, and administrative and judicia proceedings — al of which have been held to
enjoy Noerr-Pennington immunity — signal-strength challenges are nonetheless a “form of
action authorized by statute and a preliminary step to resort to litigation if necessary.”?
Moreover, because any costs imposed on satellite carriers to participate in signal-strength
tests are counterbalanced by a statutory entitlement to reimbursement if the challenge does
not succeed, SHVA challenges constitute “a litigation skirmish in miniature.” %

No ‘Shams Allowed

However, neither the SHV A nor Noerr-Pennington permits “sham” challenges to be
interposed “without regard to the merits and for the purpose of imposing upon a satellite
carrier unnecessary costs as a means of limiting that carrier’s ability to operate and
compete.”?" First, the Second Circuit discerned no hint in the text or legislative history of
the SHVA that Congress intended broadcasters to institute frivolous signal-strength
challenges. Rather, while contemplating cooperation among copyright holders in enforcing
their rights under the SHVA, Congress specifically noted its objection to broadcasters
abusing SHV A procedures to effectuate “anti-competitive ancillary restraints.” %

Second, the Court observed that traditional antitrust principles lead to the parallel
conclusion that “sham” litigation is* predatory, without any redeeming efficiency benefitting
consumers.”® To establish the “sham” exception to Noerr-Pennington in asingle-litigation
fact pattern, the plaintiff must show that the litigation is: (1) “objectively baseless,” and
(2) “an attempt to interfere directly with the business relationships of a competitor through
the use of the governmental process — as opposed to the outcome of that process — as an
anticompetitive weapon.”* In single-litigation “sham” cases, the objective component of
thistest is frequently emphasized. For, asthe Second Circuit noted in PrimeTime, the mere
fact that concerted action is genuinely intended to influence governmental action cannot, in
itself, trigger Noerr-Pennington protection. Otherwise, horizontal price agreements would
be immunized if price-fixing competitors genuinely desired to propose their price to
governmental ratemakers.

Test for ‘Sham’ Actions

But, the Second Circuit ruled in PrimeTime, where the defendant is accused of
bringing a series of baseless legal proceedings rather than a single sham action, the second,
more subjective prong predominates. Here, the test becomes prospective rather than
retrospective:  “Were the legal filings made, not out of a genuine interest in redressing
grievances, but as part of a pattern or practice of successive filings undertaken essentialy for
purposes of harassment?’3 Under this standard, the objective merits of the litigation become
“immaterial,” and the relevant issue is whether the litigant harbors a*“policy” or “purpose”
of injuring a market rival .

Applying this test, the Second Circuit concluded that PrimeTime stated a valid
“sham” claim. First, PrimeTime alleged that the networks had submitted a series of SHVA
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challenges without considering their merits. For instance, because al of the networks
challenges were based upon NBC station lists, ABC, CBS and FOX had challenged
thousands of subscribers who did not even receive their programming. Since the SHVA
specifiesthat networks must pay for signal-strength tests conducted outside of their predicted
contour regions,® these challengers could not have been eligible for statutory reimbursement.
Similarly, the complaint alleged that the networks conspired to submit enormous volumes
of simultaneous challenges so that PrimeTime could not determine which tests it was
responsible for funding. In short, PrimeTime' s complaint adequately aleged “*the filing of
frivolous objections. . . Simply in order to impose expense and delay,’ the ‘ classic example
of asham.”®

The Second Circuit also rejected the networks argument, credited by the district
court, that PrimeTime’ s “sham” allegation should be dismissed as a matter of law because
two other federal courts had ruled in favor of the networks in SHVA actions against
PrimeTime. For example, in a nationwide copyright action against PrimeTime, the District
Court for the Southern District of Florida rejected PrimeTime's “unclean hands’ defense,
which substantially overlapped with PrimeTime's sham allegations in the case at bar.*
Moreover, the Florida action determined that PrimeTime had engaged in a pattern or practice
of violating the networks copyrights and issued an injunction against PrimeTime. The
Fourth Circuit Court of Appeals later affirmed a similar “pattern or practice” finding and
grant of equitablerelief against Prime Time.®” Given thishistory, it seemsat first remarkable
that a court could hold that SHV A challenges initiated by these same networks against this
same aleged copyright infringer may be characterized as a“ sham.”

The Second Circuit was unimpressed with this argument, however, because the
Florida district court’ srejection of PrimeTime' s “unclean hands’ defense entailed no more
than an “equitable weighing” process, which neither compelled nor precluded an injunction
against PrimeTime in that case.® According to the Court, such balancing analysis is not
dispositive of whether properly alleged abuses of SHVA challengesin a collateral action can
constitute an antitrust violation. Moreover, while PrimeTime for its part had engaged in a
pattern and practice of violating the networks' copyrights, the networks for their part may
have engaged in baseless signal-strength challenges to harm PrimeTime, and thus
PrimeTime' s conduct would “ appear to go more to the damages suffered by the respective
parties than to liability.”*

» Concerted Refusals to Deal. The complaint also alleged that PrimeTime had
attempted to negotiate individually with each of the network-affiliated stations but that, in
violation of the Sherman Act, the networks conspired to ensure that no affiliate would enter
into discussions with PrimeTime. Specifically, the complaint alleged that NBC and ABC
discouraged their affiliated stations from dealing with PrimeTime, and that many of the
affiliated stations sent identical rejection letters to PrimeTime.®

Under well-settled authority, concerted refusals to deal, group boycotts and other
horizontal agreements among direct competitors have been held to be per se antitrust
violations.** These authorities do not exempt copyright owners from liability.** The district
court held, however, that Noerr-Pennington protection applied to this claim as well because
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the networks' alleged refusalsto dedl “amounted to the rejection of a settlement offer, which
constitutes protected petitioning activity.”*

The Second Circuit doubted that PrimeTime' s attempts to deal individually with the
networks and stations constituted mere attempts to settle the SHVA challenges. Indeed,
PrimeTime's initial offer predated the copyright infringement suits** Furthermore,
PrimeTime's offers to negotiate with the various stations may have been prospective
proposals concerning licensing in the future, rather than any attempt to bring existing legal
actions to a conclusion.®

Again interpreting the Noerr-Pennington doctrine, the Second Circuit emphasized
that horizontal agreements among competitors that would violate the Sherman Act absent
litigation “can not be immunized by the existence of a common lawsuit.” Thus, while
coordinated efforts to litigate (and, by extension, to settle) copyright actions against a
common infringer may be permissible, copyright holders cannot agree to limit licensing
rights to the infringer before, during, or after the lawsuit.* Accordingly, the networks
alleged conduct was not shielded by Noerr-Pennington ssmply because SHVA challenges
were pending, and thus PrimeTime's “refusal to deal” claim was properly stated under the
Sherman Act.

Alternative Arguments

The networks alternatively argued that it was the SHVA itself, not their own
anticompetitive conduct, to which PrimeTime was really objecting. The Second Circuit
dismissed any argument that the SHVA prevents competition by forcing networks and
stations to make signal-strength challenges, or by preventing them from individually
licensing their product to satellite carriers. Rather, the Court observed, the SHVA merely
authorizes signal-strength challenges and simply does not require networks and stations to
license satellite carriers.

The networks also claimed that PrimeTime failed to alege “antitrust injury,” which
requires harm not merely to a competitor but to competition itself.* PrimeTime's alleged
damages were that it had been injured in its business and property, including through lost
profits and goodwill, incursion of substantial and unnecessary expenses, and by being
threatened with elimination. The alleged harm to competition was that the networks
conspiracies reduced national network competition with alternative programming, and local
stations' competition with alternative distribution systems, thereby eliminating price
competition, restricting output and programming options, and reducing the quality of
television broadcasting.*

Finally, the Second Circuit summarily rgjected the defendants argument that
PrimeTime lacked antitrust standing. Because PrimeTime competes directly with the
networks owned-and-affiliated stations in distributing network programming, and because
it is a customer of the networks, standing was adequately alleged.®® Having reinstated the
Sherman Act claims, the Second Circuit reversed the district court’ s decision not to exercise
supplemental jurisdiction over PrimeTime's state law claims.®
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Narrow Interpretation

With its ruling in PrimeTime, the Second Circuit signaled that it will not broadly
interpret the scope of Noerr-Pennington immunity, nor otherwise allow legal processesto be
abused as an incident to anticompetitive conduct under the Sherman Act. Most striking is
the fact that the Second Circuit determined that PrimeTime stated a plausible claim of
“sham” copyright litigation by the networks — even though sister federal courts had recently
enjoined PrimeTime from continuing to engage in a pattern or practice of infringing the
copyrights of these same networks.> In broader view, perhaps, PrimeTime illustrates the
continuing vitality of age-old antitrust principles in a modern era of rapid technological
change. This*common law statute” should be expected to remain a source of interesting and
important commercial litigation in the 21st century.
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