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MIX
AND
MATCH:
Divergent Legal Traditions
in International Arbitration
By William Karl Wilburn
In arbitrating a purely domestic dispute in the United States,
an American lawyer is reasonably safe in assuming that the
partipants in the arbitration – the parties, their counsel, the
arbitral panel, and the admininstering organization (e.g., the
American Arbitration Association) – share a single, common
law, and “adversarial“ legal culture. Thus even while fiercely
disputing the merits and wrangling over procedure, domestic
arbitration participants are at least likely to have in common
an implicit understanding of the the jurisdiction and authority of the arbitral panel, the role of advocacy, a party’s burden
of proof, and other arbitral mechanics.
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In international arbitration, however, the opposite is more probable;
participants will not share any common legal tradition. In a single international arbitration, several legal
cultures may collide; for example, a
dispute among Western contractors
arising from an infrastructure project in the Persian Gulf may implicate Anglo-American common law,
European Civil Code, and Islamic
Sharia traditions. Such extralegal
cultural and professional differences
may have profound consequences
for many aspects of the arbitration,
including the initial drafting of the
arbitration agreement, the selection
of an administering organization,
the appointment and powers of
the arbitrators, the conduct of the
hearing itself, and the integrity and
enforcement of the ensuing award.
Of course, counsel’s first step is to
ascertain usually accessible “black letter“ authority, the law, court and arbitration decisions, and other norms
that will be applied to the dispute
itself and the rules that will govern
arbitral proceedings. Counsel’s next
step should be to identify the often
unwritten and harder-to-detemine
different legal cultures that may be
present and how these differences
may impact the international arbitration. This article illustrates how such
differences can arise in the three basic
phases of any arbitration: formation
of the agreement to arbitrate, the
hearing, and enforcement of the
award. To highlight these cultural differences that may apply in
international arbitration, the article
compares rules of several international arbitration organizations and
offers practical tips on how best
to minimize the adverse impact of
these factors.

6
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A. The Agreement: Choice
of Law, Jurisdiction, and
Seat (“Place“) of Arbitration
At contract formation, parties and
counsel must understand the interplay between the jurisdiction and
powers of the arbitral panel, and the
seat of arbitration.
1. Jurisdiction
In the absence of a prior agreement,
parties to international arbitration
who come from divergent legal systems may have very different notions
regarding the jurisdiction of the
administering organization, the seat
or place of the arbitration, and the
authority of the arbitrators.
“Jurisdiction” in international arbitration has much the same meaning
as it has in the U.S. legal system,
i.e., whether the adjudicating forum
has the power to hear a dispute and
issue an enforceable award. Because
a respondent in arbitration may challenge jurisdiction, parties should
ensure that jurisdictional requirements are clearly ascertained in the
arbitration agreement. Where possible, in the arbitration agreement parties should consider adopting a provision whereby, except on grounds of
improper service, the parties waive
in advance any objections to the tribunal’s jurisdiction. Also, jurisdictional challenges are largely avoided
if the parties agree to have a reputed
international arbitration institution
administer the arbitration.
Parties should also consider the
scope of authority they wish to confer
on the arbitrators. Most organizations
have default rules that vest arbitrators
with discretion to decide broad procedural issues, unless the parties specify
otherwise. For example, absent the
parties’ agreement otherwise, arbitrators may: decide challenges to

the tribunal’s jurisdiction, See, e.g.,
International Chamber of Commerce
(“ICC”) Art. 7, 4; interpret and apply
the organization’s rules, See, e.g.,
American Arbitration Association
(AAA) International Centre for
Dispute Resolution (“ICDR”) Art.
36; order pre-hearing discovery See,
e.g., London Court of International
Arbitration (“LCIA”) Art. 22(d); and
hire the tribunal’s own experts at the
parties’ expense. See, e.g., German
Institution of Arbitration (“DIS”) §
27.2; ICC Art. 1, 11.
Parties may also authorize the tribunal to decide the case ex aequo et bono
(by proposing solutions) or as amiable
compositeur (by deciding a dispute on
nonlegal grounds of fairness). These
practices, more common in Europe
than in the United States, authorize
arbitrators to decide a case by relying more on equitable principles, and
less by strict application of governing law. See,e.g., Swiss Arbitration
Assoc., Glossary of Arbitration and
ADR Terms and Abbreviations 7 (2006).
Many arbitration rules provide that
the tribunal may decide a dispute in
this manner, but only if the parties
authorize it to do so, DIS § 23.3; ICC
Art. 17, 3; LCIA Art. 22.4; UNCITRAL
Art. 33(2).
2. Seat (“Place”) of Arbitration
An American-trained lawyer will
also be surprised that the seat (“or
place”) of the arbitration is similar to
U.S. court venue, but has additional
legal consequences. The significance
of the arbitral seat (or under some
rules, “place”) varies among the institutions’ respective rules, with some
defining the seat as the central location of the arbitration organization,
China International Economic Trade
Arbitration Commission (“CIETAC”)
Art. 31, 2., and others differentiating
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between the seat of the arbitration
and the place of hearings and other
meetings. ICC rules provide that the
ICC Court determines the place of the
arbitration, but that the arbitral tribunal “may, after consultations with
the parties, conduct hearings and
meetings at any location it considers appropriate... .” ICC Art. 14, 1-2;
see also LCIA Art. 16.2. Determining
seat is significant because it confers
jurisdiction on the local courts to
enforce the arbitral agreement; parties
would be subject to the local counterpart to the American Arbitration
Act, 9 U.S.C. § 1. See, e.g., Nr. 10
Zivilprozeßordnung (German Code
of Civil Procedure).
Thus, “it is the seat that ... is important in determining ... the procedural
regime of the arbitration ... the extent
to which the courts of the place of
arbitration ... have jurisdiction [over
the arbitration] and the enforceability
of the award in other jurisdictions.”
Black, Venoit & Pierson, Arbitration
of Cross Border Disputes, 27 Constr.
Lawyer 5 (ABA, Spring 2007).
In short, if the parties’ arbitration
agreement and applicable arbitration
rules are silent, the local court of the
seat may have jurisdiction to decide
discovery, privilege, and other procedural and evidentiary questions. The
courts of the seat of arbitration may
also determine party capacity, the
law governing the conduct of arbitration itself (as opposed to the law the
arbitrators will apply to resolve the
underlying dispute), and enforceability of the arbitration agreement (i.e.,
jurisdiction of the arbitral panel, as
discussed above).
Because most rules of international
arbitration institutions allow the parties to define this element of the
arbitration, See, e.g., UNCITRAL Art.
16 (1), expressly agreeing to the seat
8
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of the arbitration ensures the parties a convenient locale for dispute
settlement. Parties who fail to define
the seat of arbitration may be subject
to the default location specified in
the arbitration rules which may be
inconvenient and expensive for both
parties, See, e.g., DIS § 21; LCIA Art.
16.1 (calling for default seat to be in
London); CIETAC Art. 31, 2 (calling for place of arbitration to be in
China). Some default rules authorize
the tribunal to determine the seat,
See, e.g., ICDR Art. 31, 2., others, the
administering organization. See, e.g.,
ICC Art. 14, 1.
Even if the parties agree to move
the arbitral hearings to a more convenient location, the seat of the arbitration for the purposes discussed above
will remain the same. For example,
if the arbitration agreement in the
contract specifies New York as the
seat of the arbitration and the parties
elect to move the arbitral hearings
to London, the technical seat of the
arbitration will remain in New York.
Practice Recommendations
• To block later challenges, adopt
a provision in the arbitration
agreement whereby parties waive
their right to object for lack of
jurisdiction, except on grounds of
improper service.
• Examine the legal consequences
of determining the arbitration’s
seat.
• Understand that local courts of
the seat may by default have
jurisdiction to decide procedural
and evidentiary issues such as the
enforceability of the arbitration
agreement, party capacity, discovery, and privilege.
• If these local norms of the seat
are unfavorable, include appropriate provisions in the arbitration

agreement.
B. The Hearing: Adversarial or
Inquisitorial?
A party must ascertain from the outset whether the arbitral tribunal will
apply an adversarial or an inquisitorial approach to its functions, the role
of the parties and their counsel, the
taking of evidence, and the findings
of fact. The legal traditions of the
Anglo-American common law, i.e., the
United States, the United Kingdom,
and in general, areas affected by the
former British Empire’s legal influence, adhere to the adversarial process. Under this tradition, the parties are responsible for investigating
(through discovery and other means)
the facts, introducing evidence, and
presenting argument to a neutral trier
of fact.
Among other functions, the court’s
role is to insure the fairness of the
proceedings, rule on the admissibility
of evidence presented by the parties,
and issue an enforceable judgment. In
contrast, Europe’s inquisitorial tradition calls for the tribunal itself to take
the leading role in investigating facts,
deciding which witnesses to summon,
and generally developing the fact
record itself, with the parties having
the right to supplement the record
as necessary. This inquisitorial tradition originated with the Romans, took
its modern form in the Napoleonic
Code, and has been carried forward in
the Civil Code legal systems of most
countries in Continental Europe. It is
imperative that a party knows under
which tradition the arbitration will
be conducted – or whether the arbitral process is a hybrid – because this
will determine many aspects of the
hearing and arbitration generally, See
generally Siegfried H. Elsing & John
M. Townsend, Bridging the Common
Law-Civil Law Divide in Arbitration, 18
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example, an arbitrator from a Civil
Code country may tend to ask questions of the parties and the witnesses
during the arbitration proceeding,
whereas an American arbitrator may
be more inclined to allow the parties’
counsel to ask questions, interfering
only when the arbitrator feels that
he or she requires information not
addressed by counsel’s questioning
or the evidence presented.
Practice Recommendation
Review the applicable arbitration rules
carefully to determine which legal tradition they will apply. Ascertain the
legal cultures of the arbitrators and
counsel, as this will influence how
they will apply the rules and otherwise conduct the arbitration.

J. London Ct. Int’l Arb. 1 (2002).
Often, rules of the administrative
organization may not specifically
refer to “adversarial” or “inquisitorial” – more likely, these differences
are only apparent from a close examination of the rules and their interrelationship. As might be expected, the
AAA’s ICDR follows the commonlaw adversarial tradition, in which
a party is to “present” evidence “in
support of its claim, counterclaim or
defense,” ICDR Art. 19, 2. At the other
extreme, illustrative of the Civil Code
inquisitorial tradition, the German
Institution of Arbitration vests the
10
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tribunal with broad “discretion ... to
hear witnesses and experts and order
the production of documents.
The arbitral tribunal is not bound by
the parties’ applications for the admission
of evidence.” (emphasis added), DIS §
27.1. Straddling these two traditions,
China’s CIETAC permits parties to
choose in advance which approach to
follow: “Unless otherwise agreed by
the parties, the arbitral tribunal may
adopt an inquisitorial or adversarial
approach... .,” CIETAC Art. 29, 3.
The nationality and training of
the arbitrators may also dictate how
they will conduct the arbitration. For

C. The Award: Strengthening
Enforceability
Enforcement of an award is the ultimate
test of the efficacy of an international
arbitration. The larger the monetary
award issued against a party, the greater the likelihood that the non-prevailing
party will decline to cooperate (to put it
mildly) with enforcement of the award.
Broadly speaking, there are three features of international arbitration which
reduce such risks to a prevailing party:
(1) the integrity of the award itself;
(2) the “award-strengthening” rules
of the administrative organization;
and (3) treaties, most especially
the New York Convention for the
Recognition and Enforcement of
Foreign Arbitral Awards, United
Nations Convention on the Recognition
and Enforcement of Foreign Arbitral
Awards, June 10, 1958, 21 U.S.T.
2517, 330 U.N.T.S. 38 (“New York
Convention”), available at http://www.
uncitral.org/uncitral/en/uncitral_
texts/arbitration/NYConvention.html.

1. Integrity of the Award
The tribunal typically issues many
written orders during arbitration.
Practice Recommendation
At the bottom of every order, the
tribunal and parties should adopt
something close in concept to the
following:
The parties reviewed this Order
before the tribunal issued it. The
parties waive any right to object to
this Order and to any aspect of the
arbitration proceedings to date. If
a party has any such objection, it
should state so separately.
______________________________
For Claimant		
Date
______________________________
For Respondent		
Date
This has the salutary effect of eliminating, or at least narrowing, the
grounds on which a party may rely
to challenge any later ensuing award.
At the conclusion of the hearing,
it is also prudent for the arbitrators to ask the parties on the record
whether they have any objections to
the conduct of the hearings to date.
Any objections not so stated shall be
deemed waived. This may also have
the effect of negating any future challenge to the integrity of the proceedings.
2. Rules
Many organizations have rules to the
effect that by agreeing to arbitrate, a
party automatically waives its right
to judicially challenge an award, if
such waiver is lawful. LCIA Art. 26.9
is typical: “All awards shall be final
and binding on the parties. By agreeing to arbitration under these Rules,

the parties undertake to carry out
any award immediately and without
any delay (subject to Article 27); and
the parties also waive irrevocably
their right to any form of appeal,
review or recourse to any state court
or other judicial authority, insofar as
such waiver may be validly made.”
See also ICC Art. 28, 6.
3. Conventions
The most widely accepted means
of enforcing an international arbitral award is the U.N. Convention
on the Recognition and Enforcement
of Foreign Arbitral Awards (New
York, June 10, 1958) (“New York
Convention”). Currently there are
over 142 nations that have joined in the
treaty. However, practitioners should
carefully examine treaty reservations
unique to a specific country. Other
such conventions include, those of
Panama Inter-American Convention
on
International
Commercial
Arbitration, done at Panama City,
January 30, 1975, 14 I.L.M. 336,
1438 U.N.T.S. 249, entered into
force June 16, 1976; and Riyadh.
Convention on Judicial Cooperation
between States of the Arab League,
done at Riyadh, 1983.
The normal procedure for judicial enforcement is relatively simple, requiring the filing of a certified
copy of the award, any necessary
translations, and an application
to the enforcing court, New York
Convention, Art. IV.
Defenses to enforcement, as specified in the New York Convention,
include invalidity or unenforceability of the agreement; lack of notice or
fair hearing; the award exceeds the
scope of the arbitration agreement;
improper constitution of the tribunal;
the award is premature or has been
voided by a court; the subject matter

is not capable of resolution through
arbitration; and enforcement of the
award contravenes public policy of
the enforcing jurisdiction. Id. Art. V.
For example, courts in many countries
refuse to enforce an arbitral award,
where the underlying commercial
transaction from which the dispute
arose was illegal. Christoph Liebscher,
The Healthy Award—Challenge in
International Commercial Arbitration
313-343 (2003).
Practice Recommendation
Even when first adopting an agreement to arbitrate, examine carefully
and in advance the local rules and
practice of any court from which
enforcement of an arbitral award may
be sought.
D. Conclusion
In addition to the black letter law that
may apply to an international arbitration – the rules and governing substantive judicial and arbitral authority
– parties and counsel must also ascertain which legal cultures and traditions may play roles in the conduct
of the arbitration. These differences
may arise not only from the governing rules, but also from the disparate
culture, training, and experience of
the various participants to a particular international arbitration. American
counsel can best ascertain such extralegal considerations by knowing in
advance from which legal cultures the
parties, counsel, and the administering organization come, and how those
differences may impact critical phases
of the arbitration.
Mr. Wilburn is the founding partner of
the Bethesda law firm WKWilburn PC,
which handles dispute resolution, litigation, construction law, and international
practice. He may be reached at
wkw@wkwilburn.com
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International
Commercial
Arbitration
By James W. Constable
Imagine your client, a United Statesbased engineering company, asking you to
draft documents for a joint venture with
a Swedish-domiciled construction company
and a German-based fertilizer manufacturer
for the construction of a processing plant
in Costa Rica. Your mind reels with the
myriad of potential issues and disputes that
may arise during and after performance.
In today’s global economy, the options for
resolving disputes are of singular importance in the negotiation and performance of
international contracts.

12
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Foreign courts can be a morass of
unpredictability. A United States-based
party forced to litigate in the courts of
another country might face frightening obstacles. Not necessarily knowing
where litigation may be filed, your
client should have concerns. The case
may be heard by politically biased
judges in a court system that is not
equipped to resolve complicated commercial problems. The hearing may be
in an unfamiliar language at inconvenient situs subject to local laws that
do not provide appropriate remedies.
Your client may confront sovereign
immunity, and have difficulty enforcing a favorable judgment in the country where the remedy can be found .
You want predictability. The growing trend is towards more flexible
methods of dispute resolution - mediation, binding arbitration, or a combination of the two.
Arbitration of international commercial disputes is conceptually similar to
arbitration of domestic commercial dis14

Maryland Bar Journal

July 2010

putes. Because of the greater obstacles
encountered in navigating the global
commercial world, arbitration offers a
number of advantages and allows the
parties to tailor a dispute resolution
model that mitigates against uncertainty. Among the advantages are choice
of language, law and situs, impartial
arbitrators experienced in the field of
dispute, confidentiality, and the ability
to enforce awards in other countries
and against sovereign bodies.
Arbitration may also be quicker
from start to finish because awards are
final, and there are limited grounds
to appeal or vacate. Discovery is also
limited, saving the parties time and
money. There may be, however, some
disadvantages that you should consider. Summary procedures may not
be available. Preliminary injunctions
might require court action. The case
can become bogged down in jurisdictional issues. Cases may not be heard
on consecutive days, and gaps could
delay a final resolution. If the losing

party does not voluntarily abide by
the award, the winner will have to go
to court anyway.
A favorable court award is of little value unless it can be enforced.
Enforcement of awards resulting from
properly conducted arbitrations have
an advantage over court judgments
because of multi-lateral treaties, also
known as conventions. Over one hundred and forty countries are signatories
to the Convention on the Recognition
and Enforcement of Foreign Arbitral
Awards (21 U.S.T 2517, 330 U.N.T.S.
38, 1958) – commonly known as the
New York Convention of 1958. In our
hypothetical case, you may tell your
engineering client that Germany, Costa
Rica and Sweden are signatories.
Some South and Central American
countries that have not joined the
New York Convention are signatories
of the Inter-American Convention on
International Arbitration (OAS Treaty
Series No. 42, 1975). The United
States has ratified both conventions.

These conventions provide for the
cross-border enforcement of arbitral
awards except in cases of violation
of procedural rights or public policy
of the country of enforcement. They
require the country in which enforcement is sought to recognize arbitral
awards as binding.
Foreign awards that are sought
to be enforced in the United States
are brought before the United States
District Courts, and in some cases,
before state courts. The New York
Convention contains the grounds that
might justify non-enforcement: invalidity of the agreement in the jurisdiction issuing the award or under the
law chosen in the arbitration clause;
incapacity of the party against whom
enforcement is sought; an award that
exceeds the scope of the agreement;
and failure of proper notice are all
grounds that could block enforcement.

Enforcement may also be denied
if the Tribunal was improperly constituted, if the subject matter of the
case is not arbitratable under the law
of the forum, or if the award violates
the public policy of the country of
enforcement. Enforcement may also
be denied if the award has not yet
become binding. To qualify for coverage by the New York Convention,
there must be a written agreement creating a commercial legal relationship
that contains an agreement to arbitrate
in a signatory country. Therefore, it is
important for the contract to provide
for a situs of any arbitration that is in
a country that is a signatory to one of
these conventions.
As a drafter of a multinational commercial contract, you must consider a
number of questions when negotiating the arbitration clause. The first
issue is whether an arbitration will

be administered by an organization
established for that purpose or ad hoc –
that is, self- administered. There are a
number of organizations that administer arbitrations and mediations. Most
of us are familiar with the American
Arbitration Association (“AAA”).
The AAA’s international division is
the International Centre for Dispute
Resolution (“ICDR”), located in New
York City. The ICDR has an experienced staff of case managers who can
administer a case from start to finish,
much like the clerks of a court system.
The ICDR has cooperative agreements
with over sixty other arbitral institutions in forty-three countries and a
roster of four hundred experienced
arbitrators. ICDR case managers are
fluent in over a dozen languages.
It also provides comprehensive rules
of procedure and a roster of qualified arbitrators with experience in

July 2010

Maryland Bar Journal

15

many areas of law and commerce.
Information about the ICDR can be
found on the AAA website: http://
www. adr.org.
Another popular administering
body is the Court of Arbitration of the
International Chamber of Commerce
(“ICC”). It is based in Paris and has
a global reach. Information about
ICC can be found at http:/www.
iccwbo.org. An institution for companies doing business in the Americas
is the Inter-America Commercial
Arbitration Commission (see http://
www.sice.oas.org/dispute/comarb/
iacac/iacac1e.asp).
It
operates
through National Sections.
The United States is one of the
Commission’s Sections; arbitrations
filed pursuant to this Commission
that are to be held in the United
States are administered by the ICDR
in New York. The London Court of
International Arbitration (www.
lcic-arbitration.com) and the United
Nations Commission on International
Trade Law Arbitration (See http://
www.uncitral.org/pdf/english/
texts/arbitration/arb) have international credibility. Some are more
geographic in focus such as the
China International Economic Trade
Arbitration Commission (see http://
www.cietac.org) and the St. Petersburg
International Commercial Arbitration
Court (see http://www.spicac.spb).
Others are more specialized in
focus, such as the World Intellectual
Property Organization in Geneva
(http://www.arbiter.wipo.int) and
the International Centre of Settlement
of Investment Disputes which, as
its name implies, deals with investment disputes between investors and
foreign countries. It is operated by
the World Bank. (http://www.worldbank.org/icsid)
Most institutions have their own
16
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rules of procedure. The ICDR has
a comprehensive set which controls
the proceedings, in the absence of
agreed upon variations, from start
to finish. Another set of procedures
commonly adopted by parties is
promulgated by the United Nations
Commission on International Trade
Law known as UNCITRAL. They
apply to cases administered under the
United Nations Commission and are
frequently adopted by parties in ad
hoc arbitrations and sometimes in proceedings administered by other institutions. The UNCITRAL Rules can
be found at http://www.uncitral.org
/english/texts/arbitration/
arb-rules.htm.
While there are variations among
the various institutional rules, most
address such key topics as the commencement of arbitration proceedings, the demand, statements of
defense and counterclaims, selection
and appointment of arbitrators, conflicts of interest, challenges to arbitrators, place of arbitration, language
and applicable law if not stated in
the agreement, powers of the tribunal
including power to determine jurisdictional issues and grant interim
relief, form of notices, time limits,
admission of evidence, conduct of the
hearing, and issuance of an award.
Parties should take great care in
drafting the arbitration clause. Most
administering organizations have
sample clauses, but they contain the
bare minimum. Additions should be
considered to lock in areas that are
important to the context of the types
of disputes anticipated. The drafter
should consider provisions for choice
of law, the number of arbitrators,
their fields of expertise, their nationality, the method of selection, the
language in which the case will be
heard, the situs of the hearing, limita-

tions on issues subject to arbitration,
limitations on damages or other remedies, discovery, rules of procedure
and evidence, the type of award, and
attorneys fees. Not all of these are
important in every situation, and the
sophisticated rules of the more commonly used administrative institutions may be sufficient. Therefore, it is
important to know how the adopted
rules deal with these subjects before
modifying or supplementing them.
Most parties are concerned with
predictability and so the arbitration
clause should specify the choice of
law. In the absence of a stated choice,
the tribunal has flexibility. It could
use the law of the situs, the law of the
place of performance or its own version of the law of international trade
yet not linked to a particular situs
– lex mercatoria. The latter may be
preferred if the parties are interested
in applying concepts of good faith
and fair dealing, custom and usage,
common sense and equity.
The sample arbitration clause published by ICDR reads: “Any controversy or claim arising out of or relating to this contract, or a breach thereof, shall be determined by arbitration
administered by the International
Centre for Dispute Resolution in
accordance with its International
Arbitration Rules.” The ICDR suggests that the parties add: “(1) The
number of arbitrators shall be …(one
or three); (2) the place of arbitration
shall be… ( city, state, country), and
(3) the language(s) of the arbitration
shall be… (state the language(s).” See
the ICDR cite at www.info@adr.org.
Domestic arbitration proceedings
tend to follow the same procedures
as domestic courts, although with
less formality. A United States trial
lawyer will have no trouble making
the transition from the court room to

the domestic arbitration tribunal. We
are accustomed to trying cases under
the common law system; however,
because international disputes involve
non-US parties and may be held overseas, the non-US party may be trained
in the civil law system of trying cases.
Although most English speaking
countries adopt the common law system. the Civil law system is more
common and is used in Continental
Europe, most of Africa, Central and
South America, and many other countries. There are a number of notable
differences between the civil and common law systems in how a case is
presented. This is because civil law is
predominantly code-based whereas
common law is case and code-based.
One specific example of the differences between the two legal systems
is the presentation of evidence. In civil
law countries, the evidence is laid
out in the pleadings as opposed to
being introduced at the hearing . The
case should be fully developed at the
time that the pleadings are filed; there
is very little discovery. In fact, the
word “discovery” might invoke fits of
rage. Limited requests for exchange of
documents are permitted, but be prepared to meet a standard of relevancy.
Depositions are rare.

In the U.S., the arbitrator or judge
acts as a referee and gate keeper. The
attorneys control the presentation of
their respective cases. In civil law
forums, the tribunal or judge controls
the case; not the attorneys. Counsel
presents to the tribunal a package of
documents and points out the ones
that make its client’s case.
Witnesses are not used for authentication of documents, and pre-filed witness statements are common. If expert
testimony is appropriate, the tribunal
may appoint its own expert who will
investigate and prepare a report. A
party’s expert will have a limited role.
Brutal cross- examination is the
exception. The judge or tribunal may
conduct the examination of witnesses.
Counsel suggest questions to the tribunal. Long-winded legal briefs are discouraged. A simple outline with a list
of important code citations and treatise
is more common. Punitive or exemplary damages are usually not allowed
unless the parties agree otherwise.
The International Bar Association
(“IBA”) has promulgated rules for the
taking of evidence in international
proceedings. The IBA Rules For The
Taking Of Evidence In International
Commercial Arbitration are designed
to bridge the gaps between the prac-

tices of different countries. They
cover such topics as exchange of
documents, identification and testimony by fact witnesses, partyappointed and tribunal-appointed
expert reports and testimony, admissibility of evidence, and conduct of
the hearing.
Arbitration of disputes is becoming increasingly favored across the
international commercial spectrum,
whether the commerce is in developed or developing economies.
Statistics show that the number of
cases filed with the more established
arbitration organizations is on the
rise. There is a great deal of source
material in texts and on the web to
assist the practitioner in assessing the
situs of the hearing as well as assisting in the crafting a clause appropriate to the situation. Mandatory
arbitration assures that all parties are
playing on the same field. Although
the outcome of the case is never a certainty, the rules of the game are established and enforced. This should be
of great comfort to your client.
Mr. Constable, a partner with the
Baltimore law firm Wright, Constable &
Skeen, LLP, practices business law and has
served as an arbitrator for both domestic
and international commercial cases. He
may be reached at jconstable@wcslaw.com.
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U.S. Export
Controls-

Recent Enforcement
Action Lessons
By Joseph Dyer

The good news is – the enforcement agencies are
more interested in encouraging compliance with
United States export control laws than imposing
stiff penalties for their violation. The bad news
is – they are not reluctant to impose stiff penalties when circumstances warrant it. This article
discusses recent enforcement actions and the
lessons to be learned from them.
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United States Export
Control Primer
But first a primer on United States
export control laws. Exports from the
United States are regulated, for the most
part, by the International Traffic In Arms
Regulations (“ITAR”) and the Export
Administration Regulations (“EAR”).
As their name implies, the ITAR regulates the export of defense related articles and technical data. The EAR regulates the export of non-defense related
articles and technical data, which the
EAR refers to as “technology”.
The ITAR regulatory scheme is
straight-forward. With very limited
exception, the ITAR requires one to
obtain the approval of the Directorate
of Defense Trade Controls (“DDTC”),
the office within the Department of
State responsible for administering the
ITAR, before exporting any defense
related article or technical data. 22
C.F.R. §§123.1(a), 125.2(a) and 125.3(a).
Regulating a broader range of articles
than the ITAR, the EAR’s regulatory
scheme is more complex. The EAR
may or may not require one to obtain
approval to export from the Bureau
of Industry and Security (“BIS”), the
bureau within the Department of
Commerce responsible for administering the EAR, depending on the
nature of the item to be exported and
the country of destination.
Whether approval is required is
determined by reference to the
Commerce Control List and the
Country Chart. 15 C.F.R. §738, Suppl.
1 and §774. As a general proposition,
however, the less sophisticated the
item, the more friendly the country of
destination is to United States’ interests, the more likely it is that the item
can be exported without need for
any approval. Conversely, the more
the sophisticated the item, or the less
friendly the country of destination is
20
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to United States’ interests, the more
likely it is that approval is required.
Of particular interest, and not intuitively obvious, is the fact that both
regulations define “export” to include
disclosing technical data to persons
who are not citizens or permanent
residents of the United States, regardless of where the disclosure occurs. 22
C.F.R. §120.17(a)(4); 15 C.F.R. §734.2(b)
(1). In such cases, the nationality of
the person to whom the data is to be
disclosed is considered the country
of destination. Thus, one may require
the approval of the DDTC or the BIS
before disclosing in the United States
technical data to a person who is not
a citizen or permanent resident of
the United States, depending on the
nature of the data and the nationality
of the person to whom the data will
be disclosed. For additional information, the disclosure of technical data
to persons who are not citizens or permanent residents of the United States
is discussed at some length in “Export
Control: A Visa May Not Be Enough,”
Maryland Bar Journal, Vol. XXXVII,
No. 2 (March/April 2004).
Significant penalties can attach
to violations of either set of regulations. In addition to civil and criminal
fines, violators can be prohibited from
further exporting activity. 22 C.F.R.
§127.3, 7 and 10; 15 C.F.R. §764.3. The
latter can be devastating for companies dependent on export sales. Both
sets of regulations strongly encourage
persons to voluntarily report violations, and both sets of regulations
provide that voluntary reporting will
be a mitigating factor in determining
what penalties, if any, to impose for
the violation. 22 C.F.R. §127.12; 15
C.F.R §764.5.
In fact, consistent with the DDTC’s
and BIS’ focus on encouraging compliance, most voluntarily reported viola-

tions are closed without the imposition
of any penalties. Rather, the DDTC’s
and BIS’ focus is on the deliberate, or
unintentional, nature of the violation
and whether the company has in place,
or plans to adopt, policies and procedures to ensure future compliance.

Recent Enforcement Actions
So much for the primer, now for the
recent enforcement actions. Going back
a few years, in 2007, ITT Corporation
pled guilty to (1) willfully exporting defense-related technical data
to Singapore, China and the United
Kingdom without DDTC approval,
and (2) willfully failing to report the
disposal of consigned defense related
equipment, and also agreed to a fine
of $100 million. The violations themselves were significant. The technical
data and equipment involved night
vision technology – technology which
the DDTC considers to be particularly sensitive. In addition, China is a
particularly disfavored destination,
and Singapore is a suspect destination because unauthorized re-exports
from Singapore to China are common.
Those factors certainly militate toward
the imposition of penalties. See, e.g.,
22 C.F.R. §127.12(b)(3) (advising that
the severity of the security impact is a
factor in determining what penalties to
impose).
Reviewing the plea agreement’s
Statement of Facts (“Statement”), however, it appears that the Government
was motivated also, and perhaps predominantly, by ITT’s historic lack of
compliance, its delay in reporting violations and its lack of candor in the
reports it made. The Statement speaks
at length regarding the fact that ITT
exported the technical data without
DDTC approval for several years –
going back to the late 1990s, and did

so with the knowledge and participation of several management personnel. ITT managers similarly knew for
some number of years – going back to
the mid 1990s - that the company had
not properly tracked the disposal of
consigned defense related equipment
and, thus, were not accurately reporting its disposal.
Despite such knowledge, ITT failed
to disclose any violations until April
2000. Even then it disclosed only
its failure to track the disposal of
consigned equipment, and the company did not disclose its unauthorized exports of technical data until
2004. According to the Statement, ITT
delayed reporting its unauthorized
exports in an attempt to stagger its
disclosures and thereby, hopefully,
minimize their impact.
Finally, the Statement speaks about
the company’s lack of candor when
it did report. Namely, it mentions the
company’s April 2000 reporting of its
failure to track the disposal of consigned
equipment when the company first filed
a preliminary report stating that it had
“recently discovered” the violations.
In a second letter, the company set
forth a number of corrective actions
which it represented it had taken on
discovering the violations. In fact, as the
Government later found out, ITT managers had been aware of the violations
for some years before reporting them,
and ITT did not take corrective action
upon discovering the violations.
On the contrary, it continued violating the ITAR, taking corrective action
only after it reported the same. Thus,
ITT neither reported the violations,
nor took corrective action “recently”
after discovering the violations. In
both cases, ITT waited years. (The
ITT Corporation’s Plea Agreement
and Statement of Facts are available at http://www.roanoke.com/

news/0327_agreement.pdf.)
More recently, in December 2008,
Qioptiq, S.a.r.l. agreed to pay $25
million in civil fines for re-exporting
United States origin, defense-related
technical data and articles manufactured therefrom without the approval
of the DDTC. Qioptiq was, in fact, the
successor to a number of foreign companies, which predecessor companies
were the companies re-exporting without DDTC approval. For ease of discussion, we refer to Qioptiq and all of the
predecessor companies as “Qioptiq.”
As in the ITT matter, the technical data in question was related to
night vision technology. The countries to which Qioptiq re-exported
the technical data and manufactured
items included countries disfavored
by DDTC – in this case, Cyprus, India,
Iran, Myanmar, Pakistan, China and
Singapore. Qioptiq also re-exported
to more favored countries in Europe
but re-exports to such countries nonetheless required the prior approval
of the DDTC. As with the ITT matter,
these factors alone militate toward the
imposition of penalties. And as in the
ITT matter, reviewing DDTC’s proposed charging letter, it appears that
the DDTC was motivated not simply
by the unauthorized re-exports per se,
but also by Qioptiq’s historic lack of
compliance and its delay in reporting. The charging letter emphasized
that the unauthorized re-exports were
carried out over a number of years by
some number of employees.
Unlike the case with ITT, Qioptiq
appears not to have been operating
in willful disregard for the ITAR. It
was, however, perhaps operating in
deliberate ignorance of the ITAR. As
the charging letter notes, management was at various times advised
of employees’ concerns that approval was required for the re-exports.

Rather than investigate those concerns, Qioptiq chose to ignore them,
even to the point of refusing to engage
knowledgeable consultants for fear
that such consultants would “play by
the book” and “push [the company]
to clean up” its practices. As a matter
of fact, Qioptiq had almost no company policies and procedures guiding export control, and, at best, only
limited institutional knowledge of the
regulations. Qioptiq only reported the
violations on the eve of the successor
acquiring the predecessor companies.
The Qioptiq matter is interesting
not only for the purpose of learning
lessons from the recent enforcement
actions, but also because it involved
re-exports. Both the ITAR, the regulations at issue in Qioptiq, and the EAR
prohibit recipients of United States origin articles and technical data from reexporting such items or from exporting
articles manufactured therefrom without the appropriate approval of the
DDTC or BIS. 22 C.F.R. §123.9, 124.8(5).
15 C.F.R. §736.2(b)(1) and (2). (The proposed charging letter and additional
materials are available at http://www.
pmddtc.state.gov/compliance/consent_agreements/Qioptiq.html.))
Also in 2008, Northrop Grumman
agreed to pay DDTC civil fines of $15
million related to its export of inertial navigation systems over a period
of years without DDTC approval.
The majority of the exports were, in
fact, made by Litton Industries, Inc.
which Northrop Grumman acquired
after Litton had committed most, but
not all, of the violations. Because the
enforcement action refers to “Northrop
Grumman,” as the party of interest, reference here is to “Northrop Grumman.”
Again, the exports themselves were
significant – they involved sensitive
technology going to disfavored countries, among which were Angola and
July 2010
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China, the imposition of penalties
more likely. Again, the DDTC appears
also to have been motivated by the
duration of the unauthorized exports
and by Northrop Grumman’s possible
lack of candor. Northrop Grumman
began exporting the navigation systems in 1994. It did not voluntary
report the same until 2004.
Northrop Grumman’s explanation
was that it believed that the navigation systems were non-defense articles
for which DDTC approval was not
required. Northrop Grumman originally developed the navigation systems for commercial use. Northrop
Grumman had, in fact, obtained the
BIS’ approval to export the systems.
As DDTC’s proposed charging letter
states, however, beginning in 1994,
Northrop Grumman modified the
systems for military use, and in its
license applications to BIS, Northrop
Grumman “failed to disclose that the
INS [i.e. the inertial navigation] systems had been modified for military
use.” While not charging Northrop
Grumman with having misrepresented matters, the DDTC appears to
have been concerned that Northrop
Grumman should have been much
more careful in how it described the
systems to BIS. Had it done so, BIS
very likely would have denied the
license, or referred the matter to the
DDTC to approve or disapprove the
exports. (The proposed charging letter and additional materials are available at http://pmddtc.state.gov/
compliance/consent_agreements/
NorthropGrummanCorp.htm.))

Lessons Learned
The first, and perhaps most important, of the
lessons to be taken from the recent enforcement actions is to be scrupulously honest
and forthright in communicating with the
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various agencies. The agencies do not
have the manpower to police all possible violations. They rely on voluntary
compliance and disclosure. Where they
are met with the same, they are tolerant of inadvertent violations. As noted
above, most voluntary disclosures are
resolved without the imposition of any
penalty. Where they are not met with
the same, they can be harsh.
ITT’s deliberate misrepresentation that it was initiating corrective
actions in response to, and reporting on, violations that it had only
“recently discovered” may go some
way in explaining the severity of the
penalty imposed. Similarly, Northrop
Grumman’s “failure to disclose” to
the BIS that it had “modified for military use” the commercial navigation
systems whose export it was requesting BIS to approve appears to have
been a significant factor in the penalty
imposed on it.
Second, promptly report possible violations. Delaying reporting typically
leads only to continued violations,
either willful violations, as in ITT and
Northrop Grumman, or violations by
deliberate ignorance as in Qioptiq.
Moreover, it leaves one open to the suspicion that one is delaying reporting in

order to “game the system” to report at
a time and under circumstances most
advantageous to the disclosing party.
That suspicion certainly played a role
in the penalty imposed on ITT.
It also worth noting that the longer
one delays reporting, the more likely it
is that someone else will report the violation. There is no dearth of potential
reporters – conscientious employees,
disgruntled employees, and recipients
of the exported items, for example.
And of course, if someone else reports
the violation, the violating company
cannot thereafter “voluntarily” report
the violation. The violating company
will then lose the mitigating effect
that it might otherwise have enjoyed
by voluntarily reporting the violation.
See 22 C.F.R. §127.12(b)(2); 15 C.F.R.
§764.5(b)(3).
Third, thoroughly investigate possible
violations. Without a thorough investigation, one cannot know the scope
of the violation and the nature of the
corrective action one should take to
avoid future violations. Nor can one
be assured that the representations
that one makes in its voluntary report
are accurate. One might guess that the
misrepresentations in the ITT matter
were due, in part, to the fact that the
company had not thoroughly investigated possible violations and thus did
not fully understand the scope of the
representations it was making.
Without needing to go overboard,
one should investigate possible violations in a reasonably thorough manner. What is “reasonable” will vary
from situation to situation. It should
consider, for example, the size of the
company (and thus the resources that
it has available to the task), the level
of sophistication of company personnel dealing with exports (the more
sophisticated the employees, the more
reasonable it may be to believe that any

violations are limited), and the national
security implications of the violation.
Fourth, implement corrective measures.
Continuing the same practices that led
to a violation will likely only lead to
future violations. People can always
make mistakes. It is important, however, that the company identify and
correct any systemic inadequacy in
its internal procedures and training
and correct them. More to the point,
implementing corrective action demonstrates to the enforcing agencies
the company’s commitment to compliance. Ignoring systemic inadequacies demonstrates a company’s lack
of commitment. Certainly, Qioptiq’s
cavalier attitude toward implementing any corrective action was a factor
in the penalty the DDTC imposed on
it. Along these lines, both the ITAR
and the EAR call for identification of
corrective actions as part of any voluntary disclosure. 22 C.F.R. §127.12(c)
(vi); 15 C.F.R. §764.5(b)(3).

areas of International and Government
Contract law. He may be reached at
JDyer@seyfarth.com

Conclusion
The good news is that the enforcement
agencies are more interested in encouraging compliance with United States
export control laws than they are in
imposing penalties for their violation.
Where they can conclude that a company is committed to compliance – by
promptly and responsibly reporting
violations and taking corrective actions
– they typically dispose of the violation
without the imposition of any penalty. The bad news is that where they
cannot conclude that a company is
committed to compliance they are not
reluctant to impose very stiff penalties.
What conclusions they reach, and, thus
what penalties they might impose - are
up to the company itself.
Mr. Dyer is a partner in the national firm
of Seyfarth Shaw LLP practicing in the
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Warning To
Maryland
Lawyers:
Understand International Law

By Alexander W. Koff
The marketplace is global. To succeed,
your clients need you to understand
the international system and the U.S.
laws, regulations, policies, and institutions that will help them succeed.
Succeeding is defined here as both
driving revenue and avoiding regulatory pitfalls. This article explains how.
It discusses below Section 337, unfair
trade, safeguards, customs, export
controls, and select issues to consider
in international transactions, including
corporate structures, contract provisions, litigation tips, and government
programs that assist in export financing. The field is too broad to address
all issues exhaustively here, so this
article focuses on those issues likely
of most benefit to lawyers advising
Maryland companies.
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Section 337 – Protecting
Intellectual Property
Section 337 cases are the intersection
of international, litigation, and intellectual property (“IP”) rights. See 19
U.S.C. § 1337. There is a steady march
of Maryland businesses into information technology, biotechnology, and
other industries dependent on IP protection, which is only accelerating with
federal BRAC relocations, Maryland’s
Cyber Security efforts, and Baltimore’s
Bio initiatives. Be sure you know how
to use patents and other IP rights as
competitive business tools. When your
client’s IP is stolen and used to produce
an item destined for the U.S. market,
consider Section 337.

ITC Is Forum of Choice for
Big and Small
Section 337 cases are decided at the
U.S. International Trade Commission
(“ITC”) – www.usitc.gov – an independent, quasi-judicial federal agency
with broad investigative responsibilities on matters of trade. The cases are
argued before knowledgeable administrative law judges. Their dockets
deal exclusively with IP. Plus the ITC
is a rocket docket. Cases are fast –
often 12 to 15 months with full U.S.style discovery. Costs are comparable
to, if not less than, proceedings in
federal district court.
The ITC is rapidly becoming the
forum of choice for IP violations.
Just ask Apple, which filed to protect its mobile communications and
computer devices. See 337-TA-704.
Or HP, which filed concerning inkjet
ink supplies from China. See 337-TA691. Or GlaxoSmithKline, which filed
to protect Augmentin – those with
kids suffering from ear infections
know this blockbuster wonderdrug.
See 337-TA-479.
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But it is also where U.S. manufacturers from hometown U.S.A. seek
relief. Think Zippo from Bradford,
PA, which manufactures the famous
windproof lighter and sought trademark protection against foreign
infringers. See 337-TA-575. Even individuals can seek relief. Take Geoffrey
Lee McCabe of Hollywood, CA. The
ITC is investigating his complaint
about infringing fulcrum tremolos on
stringed musical instruments. See 337TA-708. Maryland businesses should
know about this statute.
Often the cases involve the most
valuable IP in the country. And those
cases are argued by attorneys many
consider to be the best in the country. Their clients flock to the ITC as a
jurisdiction of choice because these
attorneys know what you should – the
judges are capable, the cases are quick,
and the remedies offer real benefit.

Post Ebay, Run – Don’t Walk
– to the ITC If You Need An
Injunction
Remedies are critical. Typically the
first question after “how much will
this cost?” is “what will the effort
get me?” Start with the fact that the
ITC has nationwide in rem jurisdiction. Combine this with a remedy that
excludes infringing products from the
U.S. market. Often such relief provides
greater benefit than a money judgment
provided in federal court. Unlike district court litigation where attorneys
joke that enforcing a judgment is the
next step in dispute settlement, in 337
cases the U.S. government enforces the
judgment for you. Upon entering relief,
the ITC sends a notice to Customs
directing exclusion of the infringing
goods at the border. No muss, no fuss.
But another significant development is the U.S. Supreme Court’s May

2006 decision in Ebay. See Ebay, Inc., et.
al. v. MercExchange, 547 U.S. 388 (2006).
Some practitioners believe that in Ebay
the Court made it more difficult to
obtain an injunction in a district court
for patent infringement. At a minimum, it is clear that patent infringement no longer guarantees an injunction. The Court held unanimously that
the traditional four-factor balancing
test used by courts of equity applies
to disputes arising under the Patent
Act. A plaintiff seeking a permanent
injunction must demonstrate: (1) that
it has suffered an irreparable injury;
(2) that remedies available at law, such
as monetary damages, are inadequate
to compensate for that injury; (3) that,
considering the balance of hardships
between the plaintiff and defendant, a
remedy in equity is warranted; and (4)
that the public interest would not be
disserved by a permanent injunction.
Note also Justice Anthony Kennedy’s
concurrence, which is joined by Justices
John Paul Stevens, David Souter, and
Stephen Breyer. Justice Kennedy directs
his comments at “firms [who] use patents not as a basis for producing and
selling goods but, instead, primarily
for obtaining licensing fees.” The pejorative industry term is “patent troll” –
one who obtains and then uses patents
to litigate rather than manufacture or
innovate. He suggests that when determining whether to grant an injunction,
district courts may consider whether
their rulings would be employed as
bargaining tools to charge exorbitant
licensing fees. If so, he suggests injunctive relief may not be appropriate.
The ITC does not have any such
balancing test. It offers an exclusion
order, which is an injunction prohibiting importation. And the ITC has the
power to issue cease and desist orders
that force the export or destruction of
goods currently in U.S. inventory. Post

Ebay, the ITC is the forum of choice
for those seeking injunctive relief in
IP matters.

Post Kyocera, Be Careful When
Drafting 337 Complaints
Before grabbing your client and drafting a 337 complaint, however, read
Kyocera and understand its impact
on ITC relief. Kyocera Wireless Corp.
v. Int’l Trade Comm’n, 545 F.3d 1340
(Fed. Cir. 2008). In Kyocera, the Federal
Circuit overturned the ITC’s longstanding practice of providing downstream product relief. Downstream
products are those manufactured by
third parties not named in the complaint but whose products contain
infringing components. For instance,
assume a semiconductor is found to
be infringing a complainant’s patent.
If the respondent imports few semiconductors but those infringing semiconductors are incorporated into cell
phones (a downstream product), the
ITC might issue an exclusion order
that also prohibits the importation of
cell phones containing the infringing
semiconductor. No more. Here’s why.
The ITC’s exclusion orders come
in two flavors: limited or general.
Limited exclusion orders are limited to
those entities named in the complaint,
namely those who had a chance to act
as respondents during the investigation. General exclusion orders apply
to all infringing goods regardless of
who is named in the complaint. As
such, they place a higher burden of
proof on the complainant. Enter the
Kyocera decision. The producers of
downstream products in the Kyocera
case argued successfully that, as
drafted, Section 337 does not permit
a limited exclusion order to cover
downstream products made by third
parties who are not named as respon-

dents in the original investigation. So
when drafting your complaint, decide
whether you have named all relevant
respondents or whether to shoot for
the tougher general exclusion order.

Trade Remedy – Protecting
U.S. Manufacturers from
Low Priced Imports
If 337 cases typify cutting edge
businesses, anti-dumping (“AD”

or dumping), countervailing duty
(“CVD” or subsidy), and safeguards
cases typify struggling U.S. industries. Often trade lawyers are as adept
at wielding AD, CVD, or safeguard
cases as carpenters are at swinging
hammers. Sometimes the cases are
helpful. Often expensive. Usually
controversial. In this economy, you
should have a rudimentary understanding of the process.
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Unfair Trade – Dumping and
Subsidy Cases
AD and CVD cases remedy what folks
consider “unfair” trade practices. That
means a foreign company who is not
playing by international trading rules.
What Is Dumping?
Imports are “dumped” when sold in
the United States at less than their normal value, which usually means sold
here for less than they are sold for at
home. (I say “usually” because normal
value for Chinese goods is calculated
in a different – most would say harsher
– fashion.) The idea is that a company
should be prohibited from leveraging
its own market to drive competitors
out of business in ours. Dumping cases
determine if U.S. industries are suffering or threatened with injury by
imports and, if so, what those imports
are being sold for abroad and here.
Simple example: a widget that sells for
$5 abroad and for $3 here is “dumped”
to the tune of $2 (the home market
price of $5 minus the U.S. price of $3).
The remedy: add an additional tariff at
the U.S. border of $2 so that, in theory,
the foreign product no longer has a $2
price advantage and U.S. goods are
now able to compete fairly.
What Is A Subsidy?
The same general idea applies when
imports are “subsidized,” which means
that a foreign government makes some
kind of contribution that confers a benefit. The contribution may range from
cash or grants to a specific industry to
more complex forms of financial assistance. The theory is that the subsidy
then permits the foreigner to sell here
for a lower price.
Filing A Petition for Relief, Both ITC
and DOC Play A Role
In both AD and CVD cases, an industry
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in the U.S. prepares a detailed petition
asking the U.S. government for relief.
The process is like a Texas two-step –
the complaint is heard both at the ITC
and the U.S. Department of Commerce
(“DOC”). Each agency plays a different role. The ITC assesses whether, as
a whole, the U.S. domestic industry
is suffering or threatened with material injury. The cases are briefed before
the ITC much like those before district
or state courts, although there is no
discovery – the ITC is responsible for
gathering and distributing the data
that lawyers argue and economists
crunch. The DOC’s role is to take a
magnifying glass to the operations and
pricing practices of the foreign companies. In AD cases, the DOC assesses
and subsequently verifies pricing. It
does so in the relevant home market as
well as in the United States for select
foreign manufacturers. It establishes a
baseline dumping rate for all others. It
engages in the same type of examination to determine the amount of any
subsidy in the CVD context.
In total, these cases take 10 to 14
months, sometimes longer. The tough
economy may increase unfair trade
case filings as well as safeguards case
filings.

Safeguards – Protection from
Fairly Traded Imports
What Is A Safeguard?
A “safeguards case” is filed when
imports are traded fairly. They are
designed to safeguard the U.S. industry when there is such a surge of
low priced (but fairly traded) imports
that U.S. companies cannot compete.
Known also as “escape clause” cases,
they permit the U.S. government to
escape from international trade rules
and protect its own domestic industry
for a limited time. Here, if a complain-

ant meets certain legal thresholds, the
U.S. government may stem the flood
of imports by erecting an artificial barrier at the border, such as an increased
tariff or a quantitative restriction.
The theory is that the industry
can then catch its breath and figure
out how to compete. Think Harley
Davidson and the U.S. heavy-weight
motorcycle industry. Now a success
story, in the early 80s Harley filed for,
and obtained, safeguards relief.
Because Safeguards Deal With Fairly
Traded Goods, There Is a Higher
Legal Threshold To Obtain Relief
There are two touchstones to safeguards cases, also argued before the
ITC. Because they deal with fairly
traded goods, they have a higher injury standard than in AD/CVD cases.
And they are global, meaning imports
from one country cannot be singled
out. China and a handful of other nonmarket economies are the exception.
China Is The Exception – Expect More
421 Cases And Understand How A
Poultry Company Like Perdue On
the Eastern Shore Can Be Affected
By A Trade Measure On Automobile
Tires Directed At Beijing
When entering the World Trading
Organization (“WTO”), China agreed
to a (controversial) transitional measure. This provision grants other
WTO members authority to examine imports only from China when
evaluating a safeguards petition. U.S.
authorities also apply the lower injury
standard used in AD/CVD cases. Plus
the cases are fast – decided in about
five-and-a-half months, even though
the cases have three distinct phases.
The first is a full day hearing at the
ITC (with briefing and witnesses). The
second is an interagency review process chaired by the Office of the U.S.
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Trade Representative (with a public
hearing). The third is an intra-governmental process culminating with a
decision by the President himself.
421 is etched into U.S. law by Section
421 of the Trade Act of 1974. See 19
U.S.C. § 2451. There have been seven
cases since March 2010. I represented Chinese respondents in three of
the first six, all of which resulted in
no remedy. The seventh, decided by
Obama in September 2009, won the
United Steelworkers 35 percent tariffs
on Chinese tires. Practitioners thought it
would open the floodgates to other 421
cases. Curiously, this has not happened.
But I say look out for more such cases.
By “coincidence,” China quickly
launched unfair trade investigations
against the U.S. automobile and poultry industries. China professed no
retaliation for the 421 ruling. But the
timing is suspect. Did you ever think
Perdue on the Eastern shore could be
affected by a trade decision on tires
aimed at Beijing? In our brave new
world, believe it. And be sure you
understand it.

Customs Tweaks
Can Drive Revenue
Customs reviews can help clients drive
revenue. Take the Port of Baltimore.
The trade slump hurts – last year
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even Maersk, the world’s largest shipping line, reported its first full year
loss since its 1904 founding. If the
slump affected your clients, a simple
legal review could identify a raft of
timely cost savings. Are you sourcing
from trade preference program countries? Could a product tweak eliminate an ad valorem tariff classification?
How about leveraging the “backhaul”
route? Of course, be sure your clients comply with enhanced homeland security regulations and country
of origin and marking requirements.
Also be sure that they institute appropriate compliance programs and complete and maintain required shipping
forms.

Export Controls –
Enforcement Is (Way) Up
Export compliance avoids regulatory
fines, debarment, exporting restrictions, bad press, and other headaches.
In some cases, being registered with an
appropriate agency may even help clients to drive revenue and secure business. Plus enforcement efforts are up –
just ask BAE Systems, which agreed to
pay the U.S. government $400 million
for violations in March 2010. Siemens
agreed to pay the United States $800
million in December 2009. And the list
of enforcement targets includes small

players – even university professors.
The rules are complex, the penalties
can be severe, and there is personal
as well as corporate liability. Know
the U.S. Foreign Corrupt Practices Act
(“FCPA”) rules, 15 U.S.C. §§ 78dd-1,
78dd-2, 78dd-3, 78m, the economic
and trade sanctions rules administered by the U.S. Office of Foreign
Asset Controls (“OFAC”), 31 C.F.R.
§§ 500-599, the Export Administration
Regulations (“EAR”), 15 C.F.R. §§ 730774, and the International Traffic in
Arms Regulations (“ITAR”), 22 C.F.R.
§§ 120-130 and 22 U.S.C. § 2751 et. seq.
We have prepared digitized videos
that explain these rules in about 30
minutes – contact me to learn more.

Select Issues – Contract,
Litigation, and Export
Financing Tips
This article would not be complete
without addressing briefly corporate
structures, contracts, dispute settlement,
and government export programs.

Mike Violette and
His China WOFE
Take the actual case of one Maryland
CEO, Mike Violette. He is on the
ground in China. Twenty years ago,
Mike founded Washington Labs, an
engineering services business based
in Gaithersburg. He opened up shop
in China and is now expanding to
Vietnam. How? He asked smart questions and sought good advice, such as
where do I go and how should this be
structured?
For Mike, the answer was Shenzhen,
China. Roughly one-third of China’s
exports are from the Pearl River Delta,
where Shenzhen is located. It is a
hotbed of manufacturing and technology. The Chinese and foreign com-

panies there are his customers, so
the place made sense. But locating in
China? Concerns included high taxes,
Chinese courts, and limits on the repatriation of capital, among other things.
Ultimately, Mike decided to create a Hong Kong holding company
that owns a Wholly-Owned Foreign
Enterprise (“WOFE”) in Shenzhen.
This structure creates a legal buffer
separating his China venture from the
deep pockets of his Maryland business
and makes it easier to invoke international arbitration clauses to sidestep
local Chinese courts. Plus the structure takes advantage of lower tax rates
given Hong Kong’s special status with
the mainland. It permits Mike also to
move money more easily than if he had
only the U.S. and Chinese businesses.

Issues to Consider

Although each client is unique, typically many will have the same questions when going abroad or when
executing an international deal from
the comfort of Maryland. Intellectual
property issues to consider include
ownership, licensing, protective
measures, and remedies. Contracts
must address regulatory approvals, representations and warranties,
and payment concerns. For dispute
settlement, do you want arbitration
and, if so, where, under what rules,
and subject to which governing law?
For instance, if your client wants to
resolve disputes quickly, negotiate for
English as the only official language to
prevent translation delays and costs.
Mandate one arbitrator rather than
three. And require a strict timetable.
And do not forget to explore financing options, such as those offered by
the Export-Import Bank of the United

States (“Ex-Im”). In this time of tight
liquidity, Ex-Im’s programs may free
up cash and permit a deal that would
otherwise be untenable.

Conclusion
The goal of this article is not to make
you the expert. It highlights some
options for driving client revenue,
and it warns of regulatory pitfalls.
The illustrative examples here bounce
between corporate, litigation, and regulatory topics. International law refuses to be neatly boxed into such labels
despite valiant attempts by attorneys
on firm websites. But if this article
reads like a foreign language, I am just
an email away.
Mr. Koff is Chair of the Global Practice
at the law firm Whiteford, Taylor &
Preston, LLP. He may be reached at
akoff@wtplaw.com.

July 2010

Maryland Bar Journal

31

32

Maryland Bar Journal

July 2010

International
Compliance
Mitigating Risk In FCPA and Other
Cross-Border Transactions
By Jacob S. Frenkel and Ira E. Hoffman

The “good news” is that President Obama has launched
the “National Export Initiative,” with the goal of doubling
exports over the next five years by “working to remove
trade barriers abroad, by helping firms – especially small
businesses – overcome the hurdles to entering new export
markets, by assisting with financing, and in general by
pursuing a Government-wide approach to export advocacy abroad, among other steps.” Exec. Order No. 13,534, 75
Fed. Reg. 12,433 (Mar. 11, 2010). In other words, the Federal
Government is committed to helping grow exports at an
unprecedented pace, and Maryland businesses that are innovators in such areas as technology, pharmaceuticals, homeland security and defense can look forward to significantly
increased cross-border opportunities.
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The “bad news” is that the
Government also is intensifying
enforcement of the Foreign Corrupt
Practices Act (“FCPA”), 15 U.S.C. §§
78dd-1 et seq., and other statutes governing the conduct of and compliance by U.S. companies and persons,
and their representatives, seeking to
enter or expand business in international markets. For example, the
FCPA enforcement trail in the first
quarter of calendar year 2010 is littered with such international corporate giants as BAE Systems plc (but
not its Maryland-based U.S. subsidiary, BAE Systems, Inc.), which paid
a $400 million criminal fine for violating the FCPA (and the Arms Export
Control Act and International Traffic
in Arms Regulations), and Daimler
AG, which, together with three nonU.S. subsidiaries, paid $185 million in
criminal fines and civil penalties for
FCPA violations.
In late 2008, Siemens AG set the
record for off-the-charts penalties, as
coordinated enforcement actions by
DOJ, the Securities and Exchange
Commission (“SEC”) and German
authorities resulted in the payment
of penalties alone of $1.6 Billion. Yet,
at the other end of the enforcement
spectrum, but of equally high profile,
was the arrest of 22 persons from 16
different companies in January 2010
as a result of a multi-year sting operation in the military and law enforcement products industries. See, e.g.,
http://www.shulmanrogers.com/
media/publication/63_ENFORCE.
pdf. As of the end of the first quarter
of 2010, DOJ has approximately 140
active FCPA investigations.
Despite such dramatic changes in
doing business globally, U.S. lawyers instinctively focus on the efficacy and enforceability of contracts.
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There often is a general knowledge
that certain countries are off limits,
certain products are not eligible for
export and certain labor practices
are not acceptable. Once corporate
managers identify target countries
for expansion, the outreach to effect
market penetration begins. Before
looking beyond America’s borders
to new business frontiers, however,
companies are best served if they first
look internally at their compliance
systems and governance structure,
as the effectiveness of these essential corporate principles could impact
significantly the ability of companies to continue doing business both
domestically and internationally.
An intense and understandable
focus on a company’s revenue generation, particularly in non-publicly
held and smaller companies, tends to
result in delaying the adoption and
implementation of prudent governance policies and procedures. That
is, until it’s too late. Executives often
view compliance and governance
issues as unnecessary costs, a drain
on the bottom line. As a result, they
are more inclined to react to problems
than proactively mitigate risk. It is
the executives and directors acting
with foresight who view governance
as an integral part of doing business
on a daily basis. Regardless of perspective, the current business climate
– which will not change – features
an expectation that corporations be
good citizens, and the template for
corporate citizenship and best practices is accomplished through a governance program.
DOJ undoubtedly recognizes that
the push to prosecute individuals, such as principals, agents and
employees of many smaller companies in the January sting operation,

is more likely to get the attention of
business executives and managers
than prosecutions of corporate entities. Indeed, as the Assistant Attorney
General for the Criminal Division
said in February 2010, “the prospect of significant prison sentences
for individuals should make clear
to every corporate executive, every
board member, and every sales agent
that we will seek to hold you personally accountable for FCPA violations.” See http://www.justice.gov/
criminal/pr/speeches/2010/02/0225-10aag-AmericanBarAssosiation.
pdf. Since then, Philadelphia-based
export company Nexus Technologies
Inc., a privately-held corporation,
and three of its employees pleaded
guilty to bribing Vietnamese officials
in exchange for lucrative contracts to
supply equipment and technology
to Vietnamese government agencies.
Nexus’ President and owner, as well
as two of his siblings, also pleaded
guilty to offenses that included FCPA
violations. Then, two days after the
Nexus announcement, DOJ reported
that Innospec, Inc., a publicly-held
specialty chemical company and
Delaware corporation, pleaded guilty
to violating the FCPA and the U.S.
embargo against Cuba, and agreed to
pay a $14.1 million fine.
DOJ’s heightened enforcement
has reached such a scale that Time
Magazine recently described the FCPA
as “a far-reaching bit of American
legislation that cracks down on corporate bribery in all its forms and is
rattling the cages of corporate chiefs
the world over.” K. Stier, U.S. Cashes In
on Corporate Corruption Overseas, Time,
Apr. 7, 2010, at 1, available at http://
www.time.com/time/business/article/0,8599,1977526,00.html. This from
a statute that traces its roots to sev-

eral cases in the early 1970s involving
the fraudulent concealment of illegal
corporate campaign contributions in
public company books and records.
Report of the Securities and Exchange
Commission on Questionable and Illegal
Corporate Payments and Practices,
Senate Comm. on Banking, Hous. &
Urban Affairs, 94th Cong., 2d. Sess.
(Comm. Print 1976).
Focusing solely on the corporate
bribery component of the FCPA overlooks its most widely applied section, what securities lawyers call the
“books and records” provision, 15
U.S.C. §78m(b), which requires issuers with securities registered with
and required to file periodic reports
with the SEC to keep books and
records that accurately reflect the disposition of the corporation’s assets.
When a public company files financial
statements with the SEC in connection with its periodic reporting
obligations or the registration of
securities, and those financial statements are false in some material
respect, the SEC’s civil enforcement
actions typically include a violation
of the books and records provision.
Additionally, where the facts suggest
that a public company has violated
the FCPA’s anti-bribery provisions,
but there is insufficient evidence to
charge the company under the bribery section, the SEC will bring civil
charges for violations of the books
and records provision.
The more notable component of the
FCPA nevertheless is the anti-bribery provision in section 30A of the
Exchange Act, which applies equally to private persons and privately
held and publicly held companies
and their officers, employees and
agents. Specifically, the basic elements of the anti-bribery prohibition

of the FCPA are:
• giving, offering or promising to
give anything of value
• “corruptly”
• to an officer, employee or agent
of a foreign government or international organization, or instrumentality of that government or
organization, or a foreign political party
• while knowing that the gift, offer
or promise to give is
• for the purpose of influencing
or inducing an act or decision,
“securing any improper advantage,” or “inducing such foreign
official to use his influence”
• “in order to assist ... in obtaining or retaining business for or
with, or directing business to,
any person.”
See 15 U.S.C. §§ 78dd-1, 78dd-2. It
is important to note that the FCPA
applies to acts occurring entirely outside of the United States. As such,
the statute confers jurisdiction over
the unlawful conduct, eliminating
the need to ascertain whether the
conduct satisfies the traditional tests
for subject matter jurisdiction. The
FCPA imposes liability for acts of
foreign agents acting on behalf of the
“issuer” or “domestic concern.” Id. §
78dd-2(a).
Moreover, the FCPA defines broadly a “foreign official” as “any officer
or employee of a foreign government or any department, agency, or
instrumentality [of that government,
department or agency], or of a public international organization, or any
person acting in an official capacity for or on behalf of any such government or department, agency, or
instrumentality, or for or on behalf of

any such public international organization.” Id. § 78dd-2(h)(2).
The FCPA also provides specific guidance as to what constitutes
“knowledge” under the statute. Id.
§§ 78dd-1(f)(2), 78dd-2(h)(3), 78dd3(f)(3). The definition of “knowledge” with respect to “conduct, a
circumstance or a result” includes
actual awareness, recognition of circumstances that may give rise to a
result, or a “high probability” of the
existence the circumstances required
for an offense. Id. The term “knowledge” further includes “deliberate
ignorance” – that is, a person’s conscious decision to avoid learning the
truth. See H.R. Conf. Rep. No. 100576, reprinted in 1988 U.S.C.C.A.N.
at 1952-54. (Congress intended for
the FCPA to cover those persons
who deliberately choose to ignore
evidence of possible FCPA violations -- “both prohibited actions that
are taken with ‘actual knowledge’
of intended results as well as other
actions that, while falling short of
what the law terms ‘positive knowledge,’ nevertheless evidence a conscious disregard or deliberate ignorance of known circumstances that
should reasonably alert one to the
high probability of violations of the
Act.”)
It is not FCPA enforcement alone
that has created a sea change of
expectations with respect to corporate compliance. The guilty plea by
BAE Systems plc included violations of the Arms Export Control Act
(“AECA”), 22 U.S.C. §§ 2751-2799aa2, and the International Traffic in
Arms Regulations (“ITAR”), 22 C.F.R.
Parts 120-30. Other statutes and regulations well within the international
enforcement umbrella include the
Money Laundering Control Act of
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1986, 18 U.S.C. §§ 1956-57; the Trading
with the Enemy Act (“TWEA”), 50
U.S.C. App. §§ 5, 16; the International
Emergency Economic Powers Act
(“IEEPA”), 50 U.S.C. §§ 1701--06; the
sanctions regulations promulgated
pursuant to IEEPA by the Treasury
Department’s Office of Foreign Asset
Controls (“OFAC”), see 31 C.F.R. Parts
500-598; the Export Administration
Regulations (“EAR”), 15 C.F.R. Parts
730-774; the Foreign Assistance Act,
22 U.S.C. §§ 2151-2431k; the AntiBoycott Regulations, 15 C.F.R. Part
760; and various sections of the USA
PATRIOT Act, Pub. L. No. 107-56, 115
Stat. 272 (2001).
These statutes and regulations all
include civil penalties and fines for
violations and most provide criminal
sanctions, too. Moreover, the IEEPA
Enhancement Act of 2007, Pub. L.
No. 110-96, 121 Stat. 1011 (2007),
“enhanced” the penalties that companies, their executives, directors,
agents, and employees may face for
violating IEEPA, the TWEA, EAR,
Anti-Boycott regulations and OFAC
regulations. Specifically, willful violations of these IEEPA-covered statutes and regulations now may result
in criminal penalties of up to $1 million for companies and individuals,
as well as imprisonment for up to
20 years for individuals, per count;
and civil fines may also be imposed
for each violation of up to $250,000
or twice the amount of the transaction that is the basis of the violation,
whichever is greater. 50 U.S.C. § 1705.
The potential consequences of
FCPA violations are a criminal fine of
up to $2 million per violation of the
antibribery provisions for a company,
and a criminal fine of up to $250,000
per violation and imprisonment for
up to five years for an individual. 15
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U.S.C. §§ 78dd-2(g), 78dd-3(e), and
78ff(c). Willful violations of the books
and records and internal control provisions also can result in criminal
fines of up to $25 million for a public
company and a criminal fine up to $5
million as well as imprisonment for
up to 20 years for responsible corporate officials. 15 U.S.C. § 78ff(a). There
also are possible collateral sanctions,
including suspension and debarment
from government contracting programs for violations of any of these
statutes or regulations. See DFARS
Export-Controlled Items, 75 Fed. Reg.
18,030 (Apr. 8, 2010) (to be codified at
48 C.F.R. § 252.204-7008).
Ignorance and economics are
not sources of protection for companies; governance and compliance
programs are. The U.S. Sentencing
Guidelines applicable to organizations set forth expressly what constitutes an effective compliance and
ethics program. See U.S.S.G. §8B2.1
(2009) (viewed at http://www.ussc.
gov/2009guid/TABCON09.htm).
The Principles of Federal Prosecution
of Business Organizations governing DOJ (U.S.A.M. 9-28.000, et seq.)
(“Corporate Prosecution Principles”),
identify one of the factors that prosecutors should consider in determining
the proper treatment of a corporate
target as “the existence and effectiveness of the corporation’s pre-existing
compliance program....” U.S.A.M.
9-28.300 (2008). The Comment to the
Corporate Prosecution Principles
explains what prosecutors examine
in evaluating a compliance program:
While the Department recognizes
that no compliance program can
ever prevent all criminal activity by a corporation’s employees, the critical factors in evalu-

ating any program are whether the program is adequately
designed for maximum effectiveness in preventing and detecting
wrongdoing by employees and
whether corporate management
is enforcing the program or is
tacitly encouraging or pressuring
employees to engage in misconduct to achieve business objectives. The Department has no formulaic requirements regarding
corporate compliance programs.
The fundamental questions any
prosecutor should ask are: Is the
corporation’s compliance program well designed? Is the program being applied earnestly and
in good faith? Does the corporation’s compliance program work?
In answering these questions,
the prosecutor should consider
the comprehensiveness of the
compliance program; the extent
and pervasiveness of the criminal misconduct; the number and
level of the corporate employees involved; the seriousness,
duration, and frequency of the
misconduct; and any remedial
actions taken by the corporation,
including, for example, disciplinary action against past violators
uncovered by the prior compliance program, and revisions to
corporate compliance programs
in light of lessons learned.
Comment, U.S.A.M. 9-28.800, B.
(2008). These standards do not distinguish companies based on whether
they are public or non-public, large
or small, or particular revenue
thresholds.
What then should companies of
all sizes do upon discovering a possible violation, particularly one that

may subject the corporation or officers, directors, employees or agents
to criminal prosecution? The short
answer, although a treatise unto
itself, is to conduct an independent
corporate investigation. A properly
conducted investigation brings the
insight of regulators and prosecutors
to the analysis, effectively maneuvers the corporate culture, adroitly
develops evidence without the benefit of subpoena power, understands
the voluntary and compulsory selfdisclosure regimes in play, and commands the respect of management,
the board and regulators upon presentation of findings and recommendations. The information developed
about acts and omissions, evaluated
in the context of lawful and ethical
conduct, becomes the benchmark for
determining what, if any, corrections
are necessary or disclosure strategies
may be advisable.
In the world of compliance, one
size does not and cannot fit all. Since
each company faces unique risks,
compliance programs must be tailored. Implementing a compliance
program in consultation with counsel
is a best practice, because management and the directors can discuss
the issues under the protection of the
attorney-client privilege. If a company constantly is recognizing, addressing, and considering the risks that it
confronts, then it should attempt on
an ongoing basis to evaluate how to
improve its governance systems to
reduce its risk exposure. The role of
counsel should be to assist a company in the development and administration of a compliance program, not
policing the program.
American businesses are motivated to expand overseas, and the
President’s new National Export

Initiative will increase that motivation. Noticeably absent from
the Initiative’s “Export Promotion
Cabinet,” however, is the Cabinet
official responsible for enforcing
criminally the FCPA and the other
statutes and regulations affecting international transactions – the
Attorney General.
On one hand, the President is
encouraging reducing barriers to
trade and “tak[ing] steps to improve
market access overseas for our
manufacturers, farmers, and service
providers by actively opening new
markets, reducing significant trade
barriers, and robustly enforcing our

trade agreements.” Exec. Order No.
13,534, § 3(g). On the other hand,
DOJ, the SEC, and other federal regulators with enforcement jurisdiction
over cross-border transactions are
watching closely to ensure that there
is strict compliance with all federal
laws. There is no better way to ensure
compliance than to take trade overseas with an effective compliance
program in tow.
Mr. Frenkel chairs the Corporate
Investigations, Governance and Risk
Management and White-Collar Crime
practice groups at the Potomac law firm
Shulman Rogers. He may be reached
at jfrenkel@shulmanrogers.com. Mr.
Hoffman chairs Shulman Rogers’
Government Contracts and International
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War in Afghanistan:
International Law Perspective
By Miriam B. Altman

T

he searing attacks on the
United States of September 11,
2001, led to the deaths of thou-

sands of Americans on their home
soil. It was an unprecedented offensive operation perpetrated by members of al Qaeda (“the Base”), an organization created by Osama bin Laden,
an ex-Saudi patriot and veteran of
the Soviet invasion of Afghanistan of
1979. Al Qaeda’s mission was to support veterans of the Afghan war and
to provide them with assistance in
new operations in their global Islamic
jihad. Stephen Tanner, Afghanistan
(Da Capo Press 2002) (274).
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Al Qaeda, which emerged in the late
1990s as an international terrorist organization, received a safe haven and support in Afghanistan from the Taliban, a
revolutionary regime and political organization that emerged in 1993 to rule
Afghanistan. The Taliban and al Qaeda
had formed a strategic alliance with a
singular objective to “replace…modern
Western regimes in Muslim countries
with theocracies.” Seth G. Jones, in the
Graveyard of Empires (W. W. Norton &
Company 2009) (85). On September 11,
2001, this objective reached American
shores. The aggression against America
would not go without a response. The
American imperative was to seek out
and destroy al Qaeda and the regime
sustaining it in order to prevent any
further attacks on American interests
and American lives.
On October 7, 2009, President George
W. Bush proclaimed the commencement of Operation Enduring Freedom,
with the words, “On my orders, the
United States has begun strikes against
al Qaeda terrorist training camps and
installations of the Taliban regime in
Afghanistan.” Pierre Tristam, President
Bush Launches Attack on Afghanistan
(last visited March 14, 2010) <http://
middleeast.about.com/od/afghanistan/qt/me081007b.htm>. The war
against terror in Afghanistan had
begun. This conflict, which engulfed
Central Asia from that day onward, is
still in existence today.
Many articles and commentaries

have addressed the war in Afghanistan
from the perspective of the military,
politics, economics and global international relations. This article examines
how the war in Afghanistan is viewed
under the rubric of international law,
in particular jus ad bellum—the right to
wage war.

Background
Public international law regulates the
activities and relationships between
nations and governments. Much of
international law is customary, based
on rules and customs that, “evolved
after a long historical process culminating in their recognition by the international community,” and these customs
then “obtained the force of…law.”
Barry E. Carter & Phillip R. Trimble,
International Law (Little, Brown and
Company, 1991) (109).
Historically,
war was an almost permanent presence. As countries matured and after
each round of battle, the notion of
war being an aberration and abhorrence was reaffirmed. Countries routinely rushed to sign a treaties and
international agreements regulating the laws of wars, from the First
Geneva Convention of 1864 for the
Amelioration of the Condition of the
Wounded in Armies in the Field to
more recent international protocols
in 2000 regarding child combatants.
Customary law was overtaken by treaties, but both had “equal authority as

international law.” Id. at 121.
The laws of war enshrined in the various treaties and in customary law were
always meant to protect civilians and
non-combatants. Unfortunately, most
failed their ultimate test as evidenced by
World War II, the greatest conflagration
of world history, in which hundreds
of millions perished worldwide—those
same civilians and non-combatants that
centuries of treaties and customs were
supposed to protect.
The United Nations was created in
1945 in the aftermath of World War II
with the objective of achieving world
peace and “to save succeeding generations from the scourge of war.” Preamble,
Charter of the United Nations, June 26,
1945. Article 2(4) of the Charter of the
United Nations (the “Charter”) clearly
stated, “All Members shall refrain in
their international relations from the
threat or use of force against the territorial integrity or political independence
of any state…”Id.
The founders and promoters of the
United Nations were not naïve enough
to believe war would simply disappear.
Despite the premise of the organization being to promote “collective measures for the prevention and removal
of threats to the peace,” the Charter
provides for the use of force when the
United Nations Security Council determines the use of force is “necessary
to maintain or restore international
peace and security” under Article 42
and Article 51 of the Charter. Id. Article
51 of the Charter states, “Nothing in
the present Charter shall impair the
inherent right of individual or collective self-defense if an armed attack
occurs against a Member of the United
Nations, until the Security Council has
taken the measures necessary to maintain international peace and security.”
Id. This Article solidified the right of a
nation to self-defense. On June 26, 1945,
the United States signed the United

Nations Charter and thus became a
Member of the United Nations.

A Right to War under
the Charter of the
United Nations
Afghanistan was a military engagement
authorized by Congress and supported
by the American public. In addition to
receiving domestic approval, the United
States looked to international law to justify the engagement it called “Operation
Enduring Freedom.” Al Qaeda was an
enemy without uniforms and without a
set battlefield. Could the war on terror
be justified under international law and
the laws of war?
The same day President Bush made
his speech to the American people, the
permanent representative of the United
States to the United Nations sent a letter to the President of the Security
Council, “claiming that United States
has an inherent right of individual and
collective self-defense, and reporting it
had initiated actions designed to prevent and deter further attacks on the
United States.” Matthew Scott King,
The Legality of the United States War on
Terror: Is Article 51 a Legitimate Vehicle for
the War in Afghanistan or Just a Blanket
to Cover Up International War Crimes?
9 ILSA J. INT’L & COMP. L., 457, 458
(2003). The United States’ international
law response to the September 11th
attacks was to invoke its right to selfdefense under Article 51 of the Charter.
While the justness of attacking
Afghanistan in response to September
11th would seem obvious to many,
even with the revocation by the United
States of Article 51, the attacks against
Afghanistan by the United States
gave pause to many legal theorists.
Questions were raised as to whether the
war in Afghanistan could be justified
under international law, particularly
under Article 51. The first question was
whether the actions of September 11th,

which clearly were acts of terror, fit the
definition of “armed attack” within the
meaning of Article 51?
In 1986, the International Court of
Justice in Nicaragua v. United States of
America ruled in favor of Nicaragua
when it took the United States to court
for military actions taken by the United
States against Nicaragua, including
United States support of the Contras
and the mining of Nicaragua’s harbors.
Nicaragua v. United States of America,
1984 ICJ REP. 392 (June 27, 1986). The
United States’ justification for such
actions was that the government of
Nicaragua was providing military support and weaponry through armed
rebels and irregular troops for the overthrow of El Salvador. The court ruled
“the supply of arms…cannot be equated with armed attack.” Supra. United
States actions against Nicaragua under
the guise of protecting El Salvador
from an “armed attack” by Nicaragua
was not justified under Article 51.
The attacks of September 11th are
distinguishable from the above-mentioned case in two ways. First, it was
clear that the attacks of September 11th
were in fact “armed attacks” within the meaning of Article 51, being
spectacular in their breadth and reach
of destruction. There were a total of
four simultaneous attacks with thousands of casualties judged as, “death
and destruction on a scale comparable
with that of regular military action by
a state.” Lindsay Moir, Reappraising
the Resort to Force? Jus ad Bellum and
the War on Terror, Yearbook of New
Zealand Jurisprudence, 2 (2005).
The second question was whether
Article 51 could be invoked against
organizations and other non-state
actors because al Qaeda was not a
nation or state? An expansive reading of Article 51 does not seem to
limit armed attacks to attacks by states
or nations only. Article 51 could be
July 2010

Maryland Bar Journal

39

interpreted broadly to include armed
attacks from organizations, especially when such organizations have the
backing of states or nations.
Looking at the relationship between
the Taliban and al Qaeda showed how
interwoven the two were in all facets
of their operations. The Taliban’s military included al Qaeda members and
vice-versa. Osama bin Laden frequently
stayed with Mullah Omar, the head of
the Taliban, at his residence in Kandahar.
See Seth G. Jones, In the Graveyard of
Empires, at 83. Al Qaeda had a vast network of bases and camps throughout
Afghanistan and the Taliban provided
them with numerous administrative
services such as identification cards
and passports. Given the very high
level of state support given to al Qaeda
by the Taliban, it is clear the Taliban
shared responsibility for attacks by al
Qaeda by allowing al Qaeda to operate
from within Afghanistan. Terrorism had
become an alternate way for a country
to wage war.

A Right to War under
Customary International Law
Article 51 is not the exclusive doctrine
of self defense under international law.
In order to be lawful, any act of self
defense has to satisfy customary international law; namely, the use of force
must be “necessary and proportionate” in that armed reprisals are generally contrary to international law. See
Moir, at 2. September 11th was not an
isolated event. It represented a most
dramatic and damaging culmination
of continuing and escalating attacks
perpetrated by al Qaeda against the
United States around the world. The
United States was a target of numerous
terrorist attacks by al Qaeda including
the 1993 Trade Center bombings, the
1998 bombings of United States embassies in Tanzania and Kenya and the
40
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2000 bombing of the U.S.S. Cole.
The United States assumed that
ignoring September 11th or offering a
limited armed response would further
serve to embolden al Qaeda and lead
to more attacks. “An imminent threat
of armed attack was undeniably in
existence after 11 September and the
military action taken by the United
States…is properly seen as a forwardlooking measure to prevent that threat
from materializing…” Moir, at 4. The
United States met the criteria of necessity in this instance. The proportionality of self-defense “relates not to the
armed attack that has taken place, but
rather to the continuing threat that the
use of force is designed to counter.”
See Moir, at 5. In addition, proportionality is determined by “the balance between a military objective and
its costs in terms of lives lost or the
military actions needed to control the
enemy.” See King, at 469.
Arguments can be made that too
much force is being undertaken against
al Qaeda given the civilian casualties
in Afghanistan. However, the United
States has shown that al Qaeda attacks
against the United States were ongoing and continual and that al Qaeda
clearly showed its ability to create mass
American casualties. Routing out and
destroying al Qaeda and the regime
that supported it as a military objective was a proportionate response
in that destroying al Qaeda would
restore American security. Generally
the guideline is no more attacks than
are needed to eliminate this enemy.
The United States met this threshold
given its extensive enemy.

An Alternative
Response to War
Despite universal sympathy for the
United States after September 11th, the
United Nations Security Council did

not declare September 11th an armed
attack under Article 51. Moir, page
3. The Council, however, passed two
resolutions related to the attacks,
namely Security Council Resolution
1368 on September 12, 2001 (“recognizing the inherent right of individual
or self-defense”) and Security Council
Resolution 1373 on September 28, 2001
(“reaffirming the inherent right of individual or collective self defense”). King,
page 465. A minority of legal theorist
believe the war in Afghanistan was
a not justified response to September
11th and that the world community is
“allowing an illegal war to continue
indefinitely.” Id, 464.
At a symposium of German international lawyers held at the end of
October 2001, the legal scholars concluded that the United States attacks
on Afghanistan ran contrary to international law. Some of their rationale
included the following arguments:
(i) the United States attack violated
the Charter’s prohibition against
the use of force;
(ii) the United States attack on
Afghanistan extended beyond
September 11 which proves there
was no immediacy to the selfdefense claimed; and
(iii) the United States did not provide proof that self defense was
needed. J.M Spectar, Beyond the
Rubicon; Presidential Leadership,
International Law & the Use of Force
in the Long Hard Slog, 22 CONN. J.
INT’L L. 47, 72 (2006).
Thomas M. Franck, an American
lawyer, professor and expert on international law rebuffed these claims in
his Editorial Comments to the symposium as follows:
•
There was no violation of Article

51 since the right of self defense
is exercised at the “sole discretion
of the attacked state.” Thomas
M. Franck, Editorial Comments, 95
AM. J. INT’L., 839, 840 (2001).
The United States did not need
to convince the Security Council
necessarily of the justness of its
cause before it took up a defense
as, practically speaking, a state
does not always have the luxury
of time and deliberation before
it acts to defend itself. Article 51
does allow a state discretion to act
unilaterally in protecting itself.
•

Franck held that “the fact it
extended beyond September 11 is
irrelevant and an erroneous reading of the famous Caroline case.”
Id. at 840. Franck’s reference is to
19th century exchange of letters
between United States Secretary of
State Daniel Webster and British
Special Minister Lord Ashburton
over an incident where British
troops entered United States territory during the Canadian rebellion of 1837. Id. at 840. In order
to justify such an incursion, the
British had to show a “necessity of
self-defense, instant, overwhelming, leaving no choice of means,
and no moment for deliberation.”
Robert J. Delahunty & John Yoo,
The “Bush Doctrine:” Can Preventive
War be Justified? 32 HARV. J.L.
& PUB. POL’Y, 843, 846 (2009).
The United States could not to be
held to such a stringent 19th century standard given that technology had made all facets of warfare
potentially imminent.

•

The United States did demand
that the Taliban hand over Osama
bin Laden. Mullah Omar refused.
Even so, the burden was not on the
United States to provide evidence.

According to Franck, the “evidentiary requirement arises after, not
before, the right of self defense is
exercised.” Franck, page 840.
Despite the seeming solid international ground on which the war in
Afghanistan was launched, there were
other international players that promoted alternatives to war. The Arab
and Muslim world maintained that the
self-defense actions against Afghanistan
should have been carried out directly
under the United Nations. Spectar, page
76. Many in this part of world saw an
attack on Afghanistan as an attack on
Islam or renewed imperialism in the
region. As one Middle Eastern leader
summarized, “Terror cannot be ended
with military might.” Id. at 74.
Left leaning parties in Europe feared
the civilian and collateral casualties that
would follow. Other international players felt there should have been more
negotiation with the Taliban and the fact
that the United States refused to share
its evidence was proof the “United
States was not genuinely interested
in a peaceful resolution of the crisis.”
Richard Falk, Appraising the War Against
Afghanistan, (last visited March 14, 2010)
http://essays.ssrc.org/sept11/essays/
falk.htm. There was a perception of a
“rush to war” on the part of the United
States. Id.
Finally, the international legal community feared “the more prolonged
use of force is, the more likely it is to
violate both the letter and spirit of
international law.” Spectar, page 66.
Legal critics look to the bigger picture
of how any conflict impacts international law and its future application.
They reason that any war will “destabilize the international order…that will
lead to further conflict, violence and
disregard for positive international
law.” Yoo, at 845.

Conclusion
The war in Afghanistan is a continuing military commitment on the part
of the United States. On December 2,
2009 President Obama spoke at the
United States Military Academy about
sending an additional 30,000 troops to
Afghanistan, but bringing them home
in eighteen months. These actions reaffirm the commitment of the United
States to defeat al Qaeda as a sponsor
of worldwide terrorism and attacks on
American lives.
Ultimately, the majority of legal
scholars agree that the United States
acted and continues to act in accordance
with the Charter of the United Nations
in its war in Afghanistan as response to
September 11th. The attacks against the
United States did fall within the definition of “armed attack” under Article 51
and simply because al Qaeda was an
organization and not a state actor did
not insulate it from being accountable
under international law for its acts of
war. In addition, even the Taliban, a
state which did not directly attack the
United States, was held accountable for
harboring an organization responsible
for undertaking military acts against
the United States.
A minority of legal scholars continue to question the justifications under
which the United States continues its
war in Afghanistan. Such concepts of
eroding international law and projecting ulterior motives on American
actions in the region are largely considered untenable and possibly political. The war in Afghanistan confirms
that when faced with a new type of
warfare, namely terrorism, states and
nations are able to seek appropriate
redress under international law.
Ms. Altman is a partner with the law firm
of Foont & Altman, LLC, where she focuses
on business-related representations and
intellectual property. Ms. Altman can be
reached at MAltman@FoontAltman.com
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International

Distribution
By David B. Eberhardt
and John E. McCann, Jr.

I

n today’s global economy, and
with the advent of purchasing
via the Internet, the world is
indeed shrinking. With the click
of a mouse, any business, anywhere, can suddenly be an international distributor of goods. If
you are buying or selling goods
across international boundaries, there are certain trends and
issues that impact the drafting
or negotiation of an agreement
for the supply or distribution of
goods. This article highlights a
few such trends and issues.
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Financing and Credit Issues
These difficult political and economic
times have resulted in a dichotomy –
in order to accelerate or protect cash
flow, parties to supply and distribution agreements have become both
more creative and more conservative
in financing their transactions. Some
creative financing witnessed recently
is best described as “reverse factoring
with a twist.” With traditional factoring, a supplier typically sells all its
accounts receivable to a third party,
usually a bank or finance company (for
purposes of this article, the “bank”),
for cash at a discount to face value
instead of holding the receivables and
waiting to be paid within terms. With
traditional reverse factoring, rather
than merely selling receivables, the
supplier, its bank and a high-credit, quality purchaser are all involved
in the arrangement through which,
upon the issuance of purchase orders
from the purchaser, the supplier sells
its invoices to quality purchasers to
the bank. The purchaser of the goods
shipped by the supplier then pays the
bank directly, after receipt of the goods,
within its contract terms (i.e., net 60
days). The advantage to the supplier is
increased cash flow and no credit risk
with respect to the purchaser; the entire
credit risk is borne by the bank.
The “twist” recently introduced in
some arrangements reduces the bank’s
risk and provides it with security in the
goods to be sold; this scenario involves
not only the sale of invoices, but also
the transfer of title to the bank. Goods
are shipped directly to the purchaser,
the purchaser pays the bank within
terms, and title transfers from the bank
to the purchaser upon payment. The
bank never takes physical possession
of the goods, of course, but retains title
until paid – thus giving the bank more
security than in a traditional reverse
44
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factoring arrangement.
As mentioned above, traditional
reverse factoring only works with credit-worthy purchasers, but this reverse
factoring with a “twist” can reduce the
bank’s risk. The buyer must be aware
of the situation in order to negotiate
manufacturers’ indemnities and warranties directly from the supplier, notwithstanding that title to the goods at
issue has transferred to the bank.
A more conservative and traditional
approach to financing and credit issues
in supply and distribution agreements
is a return to requirements for credit
enhancement in the transaction in the
form of a trade letter of credit.
In the early 2000s, trade letters of
credit lost favor in the market to trade
credit insurance. Trade credit insurance is a type of property and casualty
insurance used as a trade credit tool,
most often used for insuring foreign
accounts receivable. Several years later,
because of the global economic crisis,
many businesses found that their insurers withdrew or cancelled their trade
credit insurance, fearing large losses if
they continued to insure the accounts
receivables from faltering businesses.
This trend has lead to a return to the
traditional trade letter of credit.
To use a trade letter of credit in a
supply or distribution arrangement,
suppliers require buyers to put in
place an irrevocable letter of credit,
against which the supplier can draw
for payment when goods are shipped
upon the presentation of the appropriate documents as agreed upon with
the issuing bank. In an international
arrangement, it is not unusual for
the purchaser’s letter of credit to be
issued by a foreign bank. To provide
greater comfort, a supplier may ask
to have the letter of credit confirmed
by a United States bank. Once so confirmed, the United States bank must

pay the supplier even if the foreign
bank defaults. Depending on a supplier’s appetite for risk, the extra fees
required for such a confirmation may
provide greater comfort.

Dispute Resolution, Choice
of Law & Enforcement
What happens if, even after all due
attention to the law and financing,
there is a dispute over payments or
other terms of the agreement? With
international transactions, it can be difficult to obtain jurisdiction in the U.S.
over a foreign party and even more difficult to enforce an award in a foreign
jurisdiction if one is obtained in the
U.S. To avoid these kinds of difficulties,
advance planning is important.
Supply or distribution agreements
negotiated with a foreign party should
contain a choice of law provision and
a selection of venue for the resolution
of disputes. In the domestic supplier’s
perfect world, the law governing the
contract would be the laws of an
appropriate state in the United States,
and the venue would be exclusive to
the state or federal courts located in
that state. Many foreign purchasers
or distributors will not agree to those
terms however, and a compromise is
often necessary.
Arbitration can be an appealing
compromise. The advantages to arbitration include (i) the ability to choose
an arbitrator with specific substantive
knowledge, (ii) reducing the “home
court” advantage a party might have
if a matter is litigated in its own jurisdiction, (iii) adding certainty to the
choice of law, procedure, language,
and location of the proceedings, and
(iv) the ease of enforceability compared to court judgments.
When drafting an arbitration clause
for an international supply and distri-

awards as binding and to enforce
such awards through the local court
systems, while multilateral treaties for
the enforcement of court judgments
are practically non-existent. There are
approximately 142 signatories to the
New York Convention (approximately
50 United Nations Member States and
Taiwan have not yet adopted the New
York Convention), so the enforcement
of an arbitral award should be achievable in almost any country in which
international commercial transactions
occur today.

Antitrust and
Fair Trade Laws

bution agreement, choosing an established, sophisticated foreign tribunal
is likely the best way to proceed, as
its procedures are known, its fees are
established, and a database of sophisticated arbitrators should be available. The Court of Arbitration of the
International Chamber of Commerce
is probably the best known, but there
are other well-established tribunals
that are also commonly used, such
as the London Court of International
Arbitration and the Hong Kong
International Arbitration Centre.
In international arbitration, the
choice of law is generally agreed
upon by the parties in the underlying
contract. In an international supply
or distribution agreement, if United
States law will not be agreed upon by
the foreign party, a “neutral” selection
should be agreed upon by the parties.
An appropriate “neutral” law will
vary by transaction depending upon
the parties. For example, United States

and China based parties may agree on
Hong Kong law, while United States
and Eastern European parties may
agree on German law. If choice of law
is not agreed upon, the arbitrator may
choose. In addition to a neutral choice
of law, the parties should agree on a
neutral location for arbitrating. For
example, contracts between United
States parties and parties located in
the Far East are frequently arbitrated
in Hong Kong or Singapore, and contracts between United States parties
and European parties are frequently
arbitrated in London or Paris.
Arbitral awards are generally easier
than court judgments to enforce in
foreign jurisdictions. The enforcement
of such awards is generally provided for through the Convention on
the Recognition and Enforcement of
Foreign Arbitral Awards (the “New
York Convention”), the international
treaty in which signatory countries
agree to recognize foreign arbitral

Regardless of the choice of law chosen for purposes of interpreting and
enforcing a supply or distribution
agreement, one must ensure that the
agreement complies with the antitrust
and fair competition laws of all countries that may exercise jurisdiction
over the arrangement. In addition to
the complex body of federal and state
antitrust laws in the United States, at
least 35 foreign countries (including,
inter alia, Canada and the European
Union) now have some form of antitrust or fair competition laws that may
apply to all or certain aspects of a supply or distribution agreement.
Determining what nations’ antitrust
laws apply to a particular agreement is
often a difficult legal question that can
raise complex issues of conflicts of law
and international comity. An international supply or distribution agreement may be subject to the antitrust
laws of several different nations, and
one should ensure that the provisions
comply with the antitrust laws of all
potentially applicable jurisdictions. In
so doing, one should recognize that
what may be permissible or viewed
with less scrutiny under United States
July 2010
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antitrust law may be treated differently under the antitrust laws of other
countries whose commerce may be
affected by the arrangement.
To illustrate this point, we turn to
two antitrust issues that commonly
arise in the context of international
supply and distribution agreements:
(1) resale price maintenance; and (2)
exclusive dealing arrangements.
Resale Price Maintenance – An
antitrust issue that commonly arises in
the context of supply and distribution
agreements is resale price maintenance
(“RPM”) – i.e., “agreements between
participants at different levels of the
market structure that establish the
resale price of products or services.”
Jonathon M. Jacabsen, Antitrust Law
Developments (Sixth) 131 (2007). RPM
typically takes two forms: (1) “maximum” RPM, which sets a price ceiling
that precludes a reseller from selling
above a certain price; and (2) “minimum” RPM, which sets a price floor
that precludes a reseller from selling below a certain price. William C.
Holmes, Antitrust Law Handbook 20092010 Edition § 2.12, at 218.
Under United States federal antitrust law, a manufacturer or supplier
unilaterally can “suggest” the price at
which a retailer should resell its products (as a “Manufacturer’s Suggested
Retail Price”), but cannot agree upon
that price without inviting some level
of antitrust scrutiny. United States v.
Colgate & Co., 250 U.S. 300 (1919). For
many years, any form of RPM (wheth46
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er “maximum” or “minimum”) was
treated as per se unlawful under Section
1 of the Sherman Act (15 U.S.C. § 1). In
1997, the United States Supreme Court
lifted the per se prohibition against
“maximum” RPM holding that, in
some circumstances, such restraints
could be found to be competitively justified and, therefore, lawful under the
more lenient “rule of reason” standard.
State Oil v. Khan, 522 U.S. 3, 22 (1997).
More recently, in 2007, the United States
Supreme Court’s landmark decision in
Leegin Creative Leather Products, Inc. v.
PSKS, Inc., 127 S. Ct. 2705 (2007), lifted
the per se prohibition against minimum
RPM allowing such restraints also to
be scrutinized under the more lenient
“rule of reason” standard. Id. at 2720.
Even within the United States, Leegin
has been controversial. Leading the
charge against Leegin, the Maryland
General Assembly recently amended
its state antitrust statute to reinstate for
purposes of Maryland law the per se rule
of illegality for minimum RPM. Md.
Code Ann., Com’l Law § 11-204(a)(1).
At the federal level, there are ongoing
efforts to legislatively overturn Leegin
through bills that, as of the date of
this article, are currently pending before
both the United States Senate and the
United States House of Representatives.
See S. 148, 111th Cong. (2009-2010); H.R.
3190, 111th Cong. (2009-2010).
Given the recent revisions to the
Maryland Antitrust Act and the considerable uncertainty surrounding
the future of Leegin at the federal

level, a Maryland company should
be especially careful to ensure that
nothing in its supply and distribution
agreements or arrangement runs afoul
of either the Maryland state or federal law regarding minimum RPM –
even when those arrangements relate
only to domestic commerce. When
those arrangements reach beyond our
shores to affect foreign commerce,
careful consideration also should be
given to the treatment of RPM under
the antitrust laws of any other potentially applicable jurisdictions.
As in the United States, RPM is an
evolving antitrust issue internationally. For example, in March 2009 the
Canadian government enacted certain amendments to its Competition
Act that removed criminal sanctions
for minimum RPM and established
a purely civil standard for evaluating such restraints. (Competition Act,
R.S.C.. 1985, c. C-34 (as amended)
(hereafter referred to as the “Canadian
Act”)) This new civil standard requires
a showing of an “adverse effect on
competition” that is analogous in
many respects, but not all, to the
“rule of reason” standard adopted by
the United States Supreme Court in
Leegin. See Canadian Act at § 76(1)(b).
Similarly, RPM is also an evolving subject under the antitrust laws
of the European Commission (the
“Commission”). The Commission has
traditionally viewed RPM as a form
of prohibited vertical price fixing governed by Article 81(1) of the EC Treaty.

European Commission Guidelines
on Vertical Restraints, OJ C-291/1
(October 13, 2000) (“EC Guidelines”)
¶ 47. Although not technically per se
unlawful under Article 81(1) of the EC
Treaty, defending RPM as an exempted pro-competitive arrangement
under Article 81(3) of the EC Treaty
is so difficult that it is generally presumed to be unlawful in most circumstances. See EC Guidelines, ¶ 112. The
EC Guidelines, including those relating to RPM, are set to expire on May
31, 2010, and the Commission’s treatment of certain aspects of RPM issues
may change under certain proposed
revisions to the EC Guidelines. See
the Commission’s website, at http://
ec.europa.eu/competition/antitrust/
legislation/vertical.html.
Given the rapidly changing landscape of RPM law both in the United
States and abroad, careful consideration should be given to these issues
in any form of international supply
and distribution arrangement.
Exclusive Dealing Arrangements:
Another antitrust issue commonly
confronted by suppliers and distributors arises in the context of exclusive
dealing arrangements. Exclusive dealing typically occurs when: (1) a manufacturer agrees to sell all or a substantial portion of its products to one
distributor for resale in a particular
territory or market (an “exclusive distribution agreement”); or (2) a manufacturer agrees to purchase all or a
substantial portion of its requirements
from a particular supplier (an “exclusive supply agreement”). Herbert
Hovenkamp, Antitrust Law § 1800(a)
[here after referred to as Hovenkamp].
Under United States antitrust law,
exclusive dealing arrangements are
governed by Section 1 of the Sherman
Act, and in the context of goods or
other physical commodities by Section

3 of the Clayton Act. 15 U.S.C.§ 14.
Exclusive dealing arrangements are
not per se unlawful, but rather are subject to the more lenient “rule of reason”
standard. Hovenkamp, at § 1820(a); see
also Jefferson Parish Hisp. Dist. No 2 v.
Hyde, 466 U.S. 2, 45 (1984). Under that
standard, federal courts will balance
the potential anticompetitive effects
of the exclusivity restraint against its
pro-competitive justifications and efficiencies based a number of market
factors. Such factors typically include:
(1) percentage of market foreclosed by
the arrangement; (2) barriers to entry;
(3) term of the agreement; (4) ability of
the parties to terminate the agreement;
(5) the nature of the purchaser (whether an end-user or reseller); (6) actual
anticompetitive impact; (7) existence
of alternative distribution channels;
and (8) pro-competitive business justifications. Hovenkamp, at § 1821(d).
The antitrust laws of other countries
also regulate exclusive dealing arrangements. The Commission, for example,
analyzes exclusive supply and distribution agreements based on many of
the same factors as those embraced
by the “rule of reason” under United
States law. See EC Guidelines § 2.2,
¶¶ 161 -177 (guidelines for exclusive
distribution agreements); § 2.6, ¶¶ 202214 (guidelines for exclusive supply
agreements). Exclusive dealing is similarly regulated under the Canadian
Act. Under section 77 of the Canadian
Act, the Canadian Commissioner of
Competition or a private party (with
leave of the Canadian Competition
Tribunal) may make an application
to the Canadian Competition Tribunal
where exclusive dealing has been
engaged in by a major supplier of
a product. In order to bring a successful application of exclusive dealing, the Canadian Commissioner of
Competition must prove: (a) the exis-

tence of a “practice” of exclusive dealing; (b) the practice is engaged in by
a major supplier of a product in a
market; (c) the practice is likely to
impede entry or expansion of a firm
or product into a market or have other
exclusionary effects; and (d) as a result,
competition is, or is likely to be, lessened substantially. Canadian Act, at §
77. See also Competitor Collaboration
Guidelines, available at http://competitionbureau.gc.ca/eic/site/cb-bc.ncf/
eng/03177.html.
Notwithstanding the general similarity in the approaches taken in the
United States, Canada and Europe
with respect to exclusive dealing
arrangements, there are differences as
well. Again, careful analysis of the law
of each potentially applicable jurisdiction should be undertaken before
entering into such agreements.

Conclusion
With ever increasing frequency, “local”
suppliers and distributors engage in
international commerce. As such suppliers and distributors take advantage
of the world market that is easily accessible today, careful planning and forethought, and an awareness of the potential legal issues that might arise, are
critical to the drafting and negotiation of
their supply and distribution contracts
that benefit and protect suck parties.

Mr. Eberhardt and Mr.McCann are
principals in the Baltimore law firm
Miles & Stockbridge P.C. They may be
reached, respectively, at deberhardt@
milesstockbridge.com and jmccann@
milesstockbridge.com.
Disclaimer - The opinions and legal positions expressed in this article are those
of the authors and do not necessarily
reflect the opinions or positions of Miles
& Stockbridge P.C
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Is MCLE On Horizon
By Janet Stidman Eveleth
MCLE may be on the horizon for all Maryland lawyers. A
proposed Rule requiring at least 10 hours of continuing
legal education per year for every attorney practicing law
in Maryland is currently before the Court of Appeals of
Maryland. As proposed, this mandate requires two of the
10 CLE hours be devoted to professionalism, establishes
accreditation and reporting standards, carves out exemptions and creates a Commission on Mandatory Continuing
Legal Education to implement, regulate and oversee MCLE
in Maryland.
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If the Court approves this measure,
all Maryland attorneys could be selfreporting their 10 hours of MCLE to
the Commission starting January 1,
2011 and this would become an annual occurrence. Any attorney who fails
to complete the MCLE requirement
could have his or her right to practice law suspended by the Court of
Appeals of Maryland. This Rule calls
for the Commission to be funded by
an assessment paid by all practicing
Maryland attorneys and accreditation
fees paid by CLE providers.
This proposal hails from the Court’s
Professionalism Commission led by
the Honorable Lynne A. Battaglia and
awaits a hearing before the Court of
Appeals. The principle behind MCLE
is “the complexity and scope of the law
are ever-increasing and only through

For Maryland Lawyers?
continuous study can an attorney maintain the level of skill and knowledge
that justifies the privilege of a license
to practice law.” To Battaglia, this study
includes professionalism because she
sees a direct link between legal education and legal professionalism.
“Look at the Carnegie study on
character development,” she exclaims.
“This was about law schools and
showed education fosters character
development. Being a professional
requires a lawyer to strive for excellence in knowledge and expertise. This
is directly related to being informed
and educated.”
Battaglia believes that as legal professionalism decreases, legal education should increase and it will
increase through MCLE. She cites the
CLE/professionalism connection as

the foundation of the MCLE proposal.
“Attorneys are not availing themselves of CLE opportunities in
Maryland,” Battaglia reports, hence
the problem and the proposed Rule.
“I do not believe most Maryland attorneys currently engage in CLE. When I
headed MSBA’s Long Range Planning
Committee, we did a CLE member
survey and found that when Maryland
lawyers took a number of hours in
CLE, it was because it was mandated
by another jurisdiction; they took the
course to satisfy that requirement.”
However, when not mandated to take
CLE, “there was practically no course
taken on professionalism,” she reports.
“None,” she emphasizes. “There were
no readings, nothing on professionalism and minimal participation in other
CLE areas. If new admits need to have

a course on professionalism, why is
it,” she queries “that more experienced
lawyers don’t have a refresher course
in professionalism so they can benefit from the awareness that education
brings? No one is devoting any time to
learning about professionalism.” That
could soon change.
“MCLE contributes to our striving to
be excellent in knowledge and expertise as a profession,” Judge Battaglia
reports. “It is a public manifestation
recognizing our professional obligation
to exhibit excellence to the public, our
clients and each other.” For insight into
the “Court’s value judgment on professionalism,” Battaglia references the
new Ideals of Professionalism adopted by
the Court of Appeals on March 8, 2010.
http://mdcourts.gov/professionalism/pdfs/ideals.pdf
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The Proposed MCLE Rule
The Commission recommends that
every “active” attorney in Maryland
complete ten hours of mandatory continuing legal education (MCLE) every
year, with 50 minutes of MCLE credit constituting one hour, unless that
attorney is exempt. At least two of the
ten hours must be devoted to topics
concerning professionalism, obtained
by either:
1.

2.

taking a separate MCLE course
or courses or participating in
an eligible MCLE activity specifically devoted to professionalism; or
taking a MCLE course or courses or participating in other eligible MCLE activities, a portion
of which is specifically devoted
to professionalism. Only that
portion of the course will count.

There is a carry-over clause allowing attorneys who complete more than
ten hours of MCLE in one year, up to
eight hours, to carry those eight hours
forward and apply them to the MCLE
requirement for the succeeding year.
However, the attorney may not use carried-over hours to satisfy the required
two hours of professionalism.
The Court’s MCLE requirement
will take effect January 1, 2011. Every
Maryland “active” attorney not
exempt under the Rule must complete
ten hours of MCLE by December 31,
2011, and every December to follow.
All newly-admitted attorneys begin
their MCLE requirement year the year
following their admittance to the Bar.
Attorneys will self-report the completion of the MCLE requirement to the
Commission and those failing to complete the requirement could have their
right to practice law suspended by the
Court of Appeals of Maryland.
50
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Every attorney is required to complete an affidavit and attest, under
penalty of perjury that he or she has
complied with the MCLE requirement,
unless he or she is exempt. All affidavits must be returned to the new
Maryland Commission on Mandatory
Continuing Legal Education by
January 31st of each calendar year.

MCLE Oversight Commission
The proposed Rule also establishes
a new judicial oversight agency to
administer MCLE in Maryland. The
Maryland Commission on Mandatory
Continuing
Legal
Education
(Commission) will implement, monitor
and manage MCLE and will approve
all CLE activities consistent with the
standards it will develop. Thus, it will
formulate the rules, regulations and
forms associated with MCLE, evaluate every CLE provider’s individual
program and allocate credit hours to
those meeting the requirements. The
Commission will also evaluate all professionalism courses to ensure they are
consistent with the standards.
The Commission will designate qualified persons or organizations such as
existing bar associations and other collegial groups, as Accredited Sponsors.
It will assess and approve their courses
and activities for MCLE credit. As set
forth in the Rule, five of the required
credits must be earned by attending
accredited CLE courses. But up to five
of the ten required hours may be earned
through the following means:
1.

2.

participating in “in-house” seminars, courses, lectures, or other
MCLE activity presented by law
firms, corporate legal departments, governmental agencies,
or similar entities;
completing self-study courses

3.

involving the use of audio or
video recordings or other technological means;
participating in other activities,
including: attendance at bar
association, professional association, or inn of court meetings;
non-paid scholarly writing and
publication; teaching law school
or MCLE courses; and similar
activities.

Funding for the Commission will
likely be generated by an assessment
placed on all Maryland attorneys in
conjunction with their annual payment to the Client Protection Fund and
accreditation fees paid by organizations sponsoring CLE programs as a
condition of accreditation for attendees
to receive Maryland MCLE credit.

Exemptions
There are exemptions to the MCLE
requirement. Essentially, all judges,
attorneys on active duty military service, and attorneys holding an elected
public and certify via affidavit they
are not practicing law, are exempt.
Specifically, all judges, whether a fulltime judge, magistrate judge or master
of any federal or state court or a fulltime administrative law judge for a
federal or state agency are exempt.
Attorneys serving as law clerks or
judicial staff attorneys to any of the
above mentioned judges are exempt, as
are their law clerks or judicial staff attorneys. Attorneys on active duty in the U.
S. armed forces, those holding an elected public state or federal office, certifying they are not engaging in law practice via affidavit, and those who have
complied with another state’s MCLE
requirements provided that at least ten
hours of MCLE per year are required
with at least one hour being devoted to

professionalism, are also exempt.
If a lawyer is admitted to another state Bar and has completed that
state’s MCLE requirement, that attorney will be exempt from completing
Maryland’s MCLE requirement provided it requires at least ten hours of
MCLE per year and that at least one
of those hours is devoted to topics
concerning professionalism. Attorneys
who are unable to complete Maryland’s
MCLE requirement due to disability
or undue hardship will be able to
apply for an extension or waiver of the
MCLE requirement. The entire package of proposed Rules may be found
at http://mdcourts.gov/professionalism/pdfs/proposedrules-mcle.pdf

Background
Judge Battaglia, a true expert in the
legal professionalism arena, has led
a court task force and MSBA’s Long
Range Planning Committee, which
had its own CLE Committee, and now
heads the Court’s Commission on
Professionalism. The epitome of a legal
professional, as an attorney and a judge,
Battaglia has been instrumental in the
success of MSBA’s required professionalism course for new lawyers and has
been a leader in advancing legal professionalism for the last two decades.
A lack of professionalism and civility emerged as a concern to Maryland’s
Bar and Bench in the late 1980s. MSBA
and the Judiciary have both engaged
in various studies of the decline in
professionalism through special task
forces, conferences and commissions.
To address the decline, a required professionalism course for new lawyers
was instituted in 1992, several surveys
have been conducted and various
civility initiatives have been implemented to advance professionalism in
the practice of law. But, the problem of

incivility persists.
In 2002, the Court created the
Maryland Judicial Task Force on
Professionalism, headed by Battaglia,
to once again examine attorney civility
in Maryland. After a tour of the entire
state via 22 town hall meetings, this
task force found that “overwhelming
economic pressures associated with the
everyday practice of law, discovery
disputes, time spent running the law
office as a business, technology, lawyer
advertising, the media’s portrayal of
lawyers, long hours, increased competition and little time for family and
community interaction all contributed
to declining professionalism.”
The Task Force concluded the decline
was “marked by rancorous discovery
disputes, a loss of trust between lawyers, a breakdown of the traditional
mentoring of new lawyers, an increase
in the unauthorized practice of law, a
lack of civility in and out of the courtroom, the failure of courtroom attorneys to treat witnesses and each other
with respect and an increase in lawyer
advertising and unrealistic client expectations.” To address this, the Task Force
recommended the Maryland Judicial
Commission on Professionalism, which
was created in 2004.
This Commission, chaired by
Battaglia, subsequently conducted its
own 30 month probe, including another round of town hall meetings, and the
results once again pointed to a decline
in legal professionalism. “Lawyers
from all circuits, whether they have
been practicing 50 years or 10 years or
are fairly new practitioners,” Battaglia
emphasizes, “all lawyers believed there
has been a decline in professionalism.”
To address this concern and enhance
professionalism, the Commission recommended this MCLE proposal to the
Court of Appeals.

Conclusion
While the MCLE proposal awaits a
hearing before the Court of Appeals
of Maryland, Battaglia is actively
encouraging discussion of this proposal amongst local and specialty bar
associations across the state as well as
the MSBA and has expressed willingness to participate in these discussions.
“It is important to promote discussion
so that we can, together, find the best
rule for Maryland,” she stresses. Judge
Battaglia seeks the best CLE rule for
Maryland lawyers.
“It is my hope that every bar association in the state starts developing CLE
programs for its members,” Battaglia
concludes. “These CLE programs can
be presented by members of the bar
association, who shall receive credit
for doing this training. If we never
have a paid provider, I will be happy.
I think all bar associations, whether
specialty, local or the MSBA, can be so
much more relevant to their membership by putting on CLE programs for
their members.”
“In my view it would be wonderful if we could engage judges to be
involved in these bar association activities, in terms of training lawyers, like
we do at MSBA’s Annual convention. It
would satisfy the issue of CLE and create collegiality and camaraderie that is
at the foundation of professionalism.”
“I believe in my heart,” she concludes, “that any time all of us join
together as a profession and strive for
the excellence, we can manifest this
excellence along with increased collegiality and community.” In this way,
legal professionalism will be enhanced
in Maryland.

Janet Stidman Eveleth is the Director of
Communications for the Maryland State
Bar Association and the Editor of the
Maryland Bar Journal.
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Trials, Verdicts

Mediation
and

in Maryland’s U.S. District Court
By The Honorable Susan K. Gauvey
and Heather R. Pruger
There has been much commentary over the last decade on the
“vanishing jury trial,” the privatization of adjudication, and the
changing role of the judiciary in the resolution of civil disputes. In
an open letter to federal judges, Chief Judge William G. Young of
the United States District Court for the District of Massachusetts
commented, “[t]he American jury system is withering away. This
is the most profound change in our jurisprudence in the history
of the Republic.” Hon. William. G. Young, An Open Letter to U.S.
District Court Judges, The Federal Lawyer 30, 31 (July 2003). In
2004, the American College of Trial Lawyers identified alternative dispute resolution as one factor contributing to vanishing
civil trials and commented that “mandatory ADR ... in some
cases may betray a judicial hostility toward trial.” American
College, The “Vanishing Trial: The College, The Profession, The Civil
Justice System” 22 (Oct. 2004). As recently as March 2009, the
American College declared:
Trials, especially jury trials, are vital to fostering the respect of
the public in the civil justice system. Trials do not represent a
failure of the system. They are the cornerstone of the civil justice
system. Unfortunately, because of expense and delay, both civil
bench trials and civil jury trials are disappearing.
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American College, Final Report on
the Joint Project of the American College
of Trial Lawyers Task Force on Discovery
and The Institute for the Advancement
of the American Legal System 3 (Mar.
11, 2009). While the 2004 American
College study criticized ADR, especially mandatory court-sponsored
ADR, its 2009 study acknowledged
the positive effect of court-sponsored
mediation in “appropriate” cases, and
in fact approved court-ordered mediation even in the absence of unanimous
consent of all parties. Id. at 21. There
now seems to be a consensus that it is
not so much that ADR is the cause of
the decline of trials, but rather that the
excessive expense and delay of litigation has diverted parties from resolution of these disputes in the courtroom
to the conference room. Id.
Given the clearly evolving nature
of the resolution of civil disputes in
the federal courts, we thought it might
be interesting to capture the statistical picture of mediation, trials, and
verdicts in the United States District
Court for the District of Maryland
in the recent past: October 1, 1999 September 30, 2008.
The District of Maryland strongly
encourages mediation and devotes
considerable judicial resources to its

mediation program. Seven magistrate
judges of the Court together conduct
between 500 and 600 mediations per
year. The magistrate judges are uniquely suited to this role as they are trial
judges, many with extensive litigation
and trial experience both as lawyers
and as judges managing their own civil
dockets. Each magistrate judge spends
an estimated 40-50 percent of his or
her time on mediation. While statistics
are not rigorously maintained, mediation is successful in the vast majority
of cases, with chambers records estimating as high as 85-90 percent. Even
where settlement is not achieved at
mediation, counsel reports that mediation often plays a role in achieving
settlement later in litigation.
Participation in such mediation is
voluntary. The standard scheduling
order asks parties to consider mediation before discovery, although parties
may request court-sponsored mediation at any stage in their cases. These
are essentially evaluative mediations,
with attendance by the parties, short
opening statements, and caucuses,
often taking the better part of a day.
The procedure involves critical analysis of the cases, requiring counsel to
submit detailed mediation letters setting out the facts and law, strengths
and weaknesses, and an itemization
of damages with an exchange of offers
and demands.
The number of mediations held by
magistrate judges has been between
500 and 600 mediations per year during the nine year period of study.
Indeed, this suggests a drastic increase
from the rate of 151 mediation referrals reported in 1995. Susan K. Gauvey,
ADR’s Integration in the Federal Court
System, 34 Md. Bar J. 36, 41 (Mar./
Apr. 2001). Because mediation is voluntary, this increase suggests significant receptivity to mediation by parties, counsel, and, indeed, trial judges.
That said, an individual trial judge’s
enthusiasm for mediation will dictate

how many (or few) of his or her cases
go to mediation. For example, during fiscal years 2003-08, one district
judge referred an average of 31 cases
per year to mediation, while another referred 64. Because parties must
consent to mediation, and judges’
scheduling orders uniformly instruct
attorneys to confer with their clients
regarding mediation, both initially
and prior to pretrial conferences, the
difference may be whether a judge
raises mediation in scheduling or status conferences or other contacts with
counsel, rather than simply relying
on the routine, written invitation to
mediation.
Over the nine years studied, there
has been a drop in civil trials, both
absolutely and as a percentage of
terminated cases. Certainly, the shift
towards mediation and other ADR
methods has likely contributed to the
decreasing percentage of cases that
reach trial in the federal system. In the
District of Maryland, the percentage
of civil cases terminated by trial has
decreased from 2.5 percent of cases
terminated in FY 1999-2000 to 1.2 percent of cases terminated in FY 2007-08.
Nationally, civil cases terminated by
trial similarly decreased from 2.2 percent of terminated cases in FY 19992000 to 1.4 percent in FY 2007-08. The
District of Maryland, in six of the last
nine years, has had a slightly lower
percentage of cases go to trial than the
Civil Cases Terminated During or After Trial
Fiscal Year

District of Maryland

National

1999-2000

108 (2.5%)

5,780 (2.2%)

2000-01

85 (2.3%)

6,513 (2.6%)

2001-02

84 (2.0%)

4,569 (1.8%)

2002-03

55 (1.5%)

4,206 (1.7%)

2003-04

56 (1.5%)

3,951 (1.6%)

2004-05

47 (1.1%)

3,899 (1.4%)

2005-06

50 (1.4%)

3,555 (1.3%)

2006-07

45 (1.3%)

3474 (1.5%)

2007-08

40 (1.2%)

3287 (1.4%)

These percentages reflect cases terminated each fiscal
year during or after trial, rather than those terminated at
earlier stages.

national average.
During the same period, the number of pending cases in which the
magistrate judges held mediations has
fluctuated between 18 percent and 22
percent. The rate of mediation at the
national level is much lower, fluctuating between 8 percent and 10 percent
since FY 1999-2000, and dropping to a
Civil Cases with Court-Sponsored Mediation
Fiscal Year

District of Maryland

National

1999-2000

521 (20.9%)

24,255 (9.7%)

2000-01

607 (22.8%)

24,997 (9.9%)

2001-02

563 (18.0%)

24,420 (9.2%)

2002-03

625 (19.1%)

26,506 (10.2%)

2003-04

591 (15.8%)

25,331 (8.8%)

2004-05

634 (20.4%)

24,203 (9%)

2005-06

593 (20.1%)

22,113 (8.8%)

2006-07

526 (17.9%)

21,991 (8.3%)

2007-08

573 (19.1%)

21,602 (7.2%)

These percentages reflect mediations reported as held by
magistrate judges as a percentage of cases pending during
the same year.

new low of 7.2 percent in FY 2007-08.
While it is not possible to demonstrate a scientific causal relationship
between the District of Maryland’s
high percentage of mediations and
its decreasing trials, it is safe to say
that the robust and well-received
mediation program has played a part
in the decline. However, our strong
mediation program has not had the
profound chilling effect on trials
that some feared—indeed, the
District of Maryland’s trial rate is
generally declining in concert with
the national trend.
We know at least anecdotally (with
some very preliminary statistical support discussed below) that an unsuccessful mediation often plays a role
in settlement later. A harder question
is whether an unsuccessful mediation affects, or predicts, the outcome
of a trial. This article examines all
cases that were filed within the nine
year period that went to trial before
September 2009. Of these cases, 222
were jury trials, and 107 bench trials. Over the years, a growing perJuly 2010
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centage of the cases studied underwent mediation: 27.8 percent of these
cases that reached trial in FY 200001 had court-sponsored mediation;
seven years later 52.5 percent of cases
that reached trial in FY 2007-08 had
undergone court-sponsored mediation. Cases that had unsuccessful
mediations prior to trial were nearly
four times as likely to settle after trial
began (78.9 percent) than those cases
in which the parties did not participate in mediation (21.1 percent).
In cases that were filed and reached
trial during the period studied,
where parties participated in mediation prior to trial, 43 percent of cases
resulted in verdicts for plaintiffs, 34
percent in defense verdicts, 9 percent
settled, and the remainder failed to
reach disposition or reached “mixed”
verdicts in which neither party prevailed on all counts. In cases that
did not have mediation, 34 percent
had verdicts for plaintiffs, 53 percent
had verdicts for defendants, 10 percent settled, and 3 percent reached
mixed verdicts. Moreover, verdict
outcomes seem to differ depending
on the type of case—tort cases, civil
rights/employment cases, contract
dispute cases, and other cases—and
whether it was a jury or bench trial.
The authors must again caution that
these statistics are based on a relatively small number of cases (329)
and especially when further broken
down into subcategories—types of
cases—the differences may lack statistical significance.
Of the tort cases examined, 41 percent resulted in plaintiffs’ verdicts,
and 46 percent in defense verdicts.
Eight percent settled, while 5 percent
reached mixed dispositions. Seventyeight percent of tort cases were tried
by a jury, just over half of which went
54
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to mediation. Parties’ participation
in mediation was associated with a
slightly reduced likelihood of a plaintiffs’ verdict in jury trials (-1 percent).
But, parties’ participation in mediation was associated with a greater
likelihood of a plaintiffs’ verdict in
bench trials (19 percent).
Of the civil rights/employment
cases examined, 31 percent resulted
in plaintiffs’ verdicts, and 55 percent
in defense verdicts. A single case
settled, and 13 percent reached mixed
or other dispositions. Over threequarters of civil rights/employment
cases that went to trial were heard
by juries, just over a third of which
had undergone mediation. Parties’
participation in mediation was only
associated with a slightly greater likelihood of a plaintiffs’ verdict in jury
trials (5 percent). However, parties’
participation in mediation was associated with a greater likelihood of a
plaintiffs’ verdict in bench trials (28
percent).
Of the contract cases examined, 52
percent resulted in plaintiffs’ verdicts,
and 25 percent in defense verdicts.
Thirteen percent were settled during
trial, and 19 percent reached mixed or
other dispositions. Over 70 percent of
contract cases that went to trial were
heard by juries, approximately twothirds of which went to mediation.
Parties’ participation in mediation
was associated with a slightly greater
likelihood of a plaintiffs’ verdict in
both jury trials (1 percent) and bench
trials (4 percent).
Of the other cases (including intellectual property and forfeiture cases,
among others) examined, 42 percent
resulted in plaintiffs’ verdicts, and
36 percent in defense verdicts. Two
cases settled, and 19 percent resulted
in mixed or other dispositions. Just

under half of these cases were tried
by a jury, 52 percent of which went
to mediation. Parties’ participation
in mediation was associated with a
slightly greater likelihood of a plaintiffs’ verdict in jury (6 percent) and
bench (4 percent) trials.
In all cases that went to trial except
tort cases heard by a jury, plaintiffs
that participated in court-sponsored
mediation saw some increased likelihood of a favorable verdict. The
reasons for this difference can only
be hypothesized. Perhaps plaintiffs
are more likely to prevail in mediated cases due to the “education”
that mediation affords them. Perhaps
defendants only agree to mediation
in either very strong or very weak
plaintiffs’ cases. If stronger plaintiffs’ cases do not settle, there is, of
course, a greater chance of plaintiffs’
verdicts at trial. Alternatively, parties
may more readily agree to mediation
where plaintiffs’ cases are weaker
and defendants wish to “weed out”
and settle less meritorious cases for
nuisance value or for less than anticipated attorneys’ fees, again leaving
only the stronger cases to proceed to
trial. It is harder to explain the greater
rate of plaintiffs’ post-mediation success in bench, as opposed to jury, trials. Plaintiffs show 37 percent and 33
percent post-mediation success rates
in torts and civil rights/employment
jury trials respectively, which contrast
strikingly with their 71 percent and
75 percent post-mediation success
rates in the same categories in bench
trials. Perhaps plaintiffs demand jury
trials in weaker cases, while submitting stronger cases to bench trials.
In conclusion, there obviously has
been a dramatic increase in mediation in the District of Maryland, and
that increase likely reflects the legal

community’s growing acceptance of
mediation where, as here, it is voluntary. Not only does the District of
Maryland routinely hold more mediations than any other district in the
Fourth Circuit, but it also maintains a
mediation rate well above the national average. Strikingly, despite a rate
of mediation that is more than double
the national average, the District of
Maryland continues to have trials
at a rate only slightly less than the
national average.
This only slight decrease in trial
rate reinforces the views of many
judges that ADR hastens the settlement of cases (no small achievement,
given the cost of discovery) but does
not necessarily change the number of cases that settle. Judge Jack
Weinstein’s “intuition is that most
[cases] would have settled without
court intervention—though somewhat more slowly.” Jack B. Weinstein,
Some Benefits and Risks of Privatization
Through ADR, 11 Ohio St. J. on Disp.
Resol. 241, 286 (1996).
But the robust nature of the Court’s
mediation program also may result in
the right cases going to trial—cases
that have been subjected to vigorous
evaluation to assure that the decision
to go to trial is wholly informed. In
the mediation process in the District
of Maryland, the Court requires, inter
alia, parties to identify the strengths
and weaknesses of their cases and
their opponent’s cases and to itemize
and counter-itemize damages, with
the decision makers for each side at
the table. This is the intense analysis that usually only comes in final
preparation for trial when litigation
positions have been staked out and
attorneys’ fees and costs loom large.
As a judge, I personally do not
believe that this decrease in trials is

necessarily a negative development.
Not every dispute needs public adjudication on the record. First, many
parties seek to resolve essentially private disputes between themselves as
efficiently and effectively as possible
using the available institution of the
courts. These disputes could be just
as, if not more, efficiently and effectively resolved using a private agency of dispute resolution (as indeed
many are). Parties in such cases do
not want or need a public airing of
their disputes or exhaustive examination of the law governing their
dispute. Broader public interests are
not implicated.
Second, the health of our civil justice system does not require that all
disputes be resolved through public
adjudication on the record. However,
the corollary is equally true that some
disputes require or benefit from public resolution through adjudication
on the record. For example, parties
may seek public resolution of public
accusations or allegations. The interests of such wronged parties are perceived to include public vindication.
Alternatively, a dispute may
involve evolving law, and parties
may feel the need for a thorough
vetting of the legal issues through
development of a record and appellate review. Indeed, the health of
our civil justice system would be
impaired if all disputes were resolved
“behind closed doors” and “off the
record.” Public belief in the fairness
and integrity of our judicial system is
reinforced when disputes, especially
those involving issues of the day or
those of great importance, are played
out in the civil and orderly arena of
the courtroom.
And, of course, the parties must
always have the essentially free “pub-

lic” option of the courts to resolve
disputes. This is a hallmark of a
civil society. Thus, the challenge is
to assure that disputes that demand
public adjudication on the record
reach trial without crippling cost
and delay: that the public institution
of the courts be available for all to
resolve disputes. But, the challenge is
also to afford, indeed, encourage that
all cases receive the critical assessment that mediation offers before the
commitment of resources to the most
expensive and exhaustive dispute
resolution tool—the trial. The robust
but voluntary nature of the mediation
program in this district appears to
meet these challenges.
Over the last decade or more,
mediation has become an integral
part of our civil justice system. While
undoubtedly some cases are not (and
should not be) resolved by mediation, but rather by trial, attorneys
and litigants seem to have embraced
mediation as a natural part of the litigation process and a highly satisfactory way to resolve disputes.

Judge Gauvey is a magistrate judge on
the United States District Court for the
District of Maryland. Ms. Pruger is Judge
Gauvey’s law clerk.
Disclaimer: The views expressed in
this article are Judge Gauvey’s not the
Court’s. The authors have reported a
number of statistics throughout this
article. In some cases, statistics are based
upon small samples. Where there are
differences, the authors cannot say
that these differences have statistical
significance, so conclusions drawn from
them must be cautiously made. Unless
otherwise noted, the data represented
herein comes from the Court’s dockets,
chambers files, or the Annual Reports
of the Director on the Judicial Business
of the United States Courts, http://www.
uscourts.gov/judbususc/judbus.html.
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Smack Apparel
E x pa n d i n g t h e Pa l e t t e o f
Protection to Color Marks?

By H. David Starr and Gregory G. Bennett

Wayne Curtiss is not clairvoyant. So admits the proprietor of Smack Apparel, Inc.
[“Smack”], a producer of “smack talking” t-shirts aimed chiefly at college sports
programs. Curtiss’s inability to read the minds of the colleges and universities his
company either lampoons or touts landed Smack in hot water—and made for groundbreaking trademark law.

In some respects, the Smack Apparel
decision, infra, is a conventional application of settled law on trademark
protection of color established by the
Supreme Court’s Qualitex decision,
infra. In other respects, it provides a
sweeping scope of protection to color
schemes and “other indicia” of origin
and looks to be a powerful enforcement tool for universities and the
licensing industry.

Qualitex
In 1995, the Supreme Court established the elements for protecting
colors as trademarks. Qualitex Co.
v. Jacobson Prods. Co., 514 U.S. 159
(1995). Before Qualitex, the Circuits
had been split regarding whether
color alone could be accorded protection. The high court settled the issue,
unanimously holding that “there is
no rule absolutely barring the use of
color alone.” Id. at 160.
Qualitex involved a unique shade
56

Maryland Bar Journal

July 2010

of green-gold that Qualitex Co. had
been using on dry cleaning pads since
the 1950s. After competitor Jacobson
began selling competing products using that shade of green-gold,
Qualitex sued for trademark infringement, having registered the color for
press pads with the PTO.
Considering whether color was eligible for trademark protection, the
Supreme Court focused on the language of the Lanham Act. “Nothing
... shall prevent the registration of a
mark used by the applicant which
has become distinctive of the applicant’s goods in commerce.” 15 U.S.C.
§ 1052(f). The Court noted that “a
mark,” defined as any “word, name,
symbol or device” had certainly come
to include color.
The Court then established the
requirements for according trademark
protection to color alone. As with any
mark, a color mark must be capable of
identifying and distinguishing goods
from those manufactured or sold by

others and of indicating the source
of those goods, even if the source is
unknown. 15 U.S.C. § 1127.
The Court analogized color to the
category of “descriptive marks,”
which are never inherently capable
of indicating source. For such categories, there is an assumption that
the term—or color—was adopted
for purposes other than to identify
source. Such marks could, however, come to identify, distinguish, and
indicate source through “secondary
meaning.” “Secondary meaning,” the
Court explained, is acquired when,
“in the minds of the public, the primary significance of a product feature
... is to identify the source of the product rather than the product itself.”
Qualitex, 514 U.S. at 163 (citations
omitted).
The Court also limited protection
of color marks to those that—like all
trademarks—are nonfunctional. “The
functionality doctrine,” it explained,
“prevents trademark law ... from ...

inhibiting legitimate competition by
allowing a producer to control a useful product feature.” Id. at 164. Thus,
“a product feature is functional if it
is essential to the use or purpose of
the article or if it affects the cost or
quality of the article.” Id. at 165 (citations omitted). Noting that color is not
always essential to a product’s use,
purpose, cost, nor quality, the Court
found no universal “functional” bar to
color marks. Id. at 164.
On these firmly established requisites, the Fifth Circuit heard Smack
Apparel.

Smack
Smack has been making and selling
t-shirts since 1998. It intentionally uses
school colors alongside loosely associated messages, according to Curtiss’s
deposition testimony, to “make you
think of your team.” Notably, these
t-shirts do not use the names or even
logos of the schools. Based upon
previous dealings with universities,
Smack believed that by avoiding use
of names, logos, and federally registered marks it avoided trademark
infringement liability. Several universities disagreed.
Louisiana State University, the
University of Southern California,
the University of Oklahoma, Ohio
State University, and the Universities’
licensing arm, the Collegiate Licensing
Company [collectively “Universities”]
sued Smack in the United States
District Court for the Eastern District
of Louisiana [“District Court”] in
2004, asserting infringement of their
unregistered trademarks. They posited trademark rights in their school
“color schemes in the context of merchandise that makes reference to the

Plaintiff Universities or their accomplishments and is directed to their
fans and other interested consumers.”
The Universities met with immediate success. The District Court granted summary judgment as to liability
and Smack appealed to the Court of
Appeals for the Fifth Circuit [“Fifth
Circuit”].
The Fifth Circuit affirmed and held
that the color schemes in combination with the university indicia were
legally protectable. Bd. of Supervisors
for La. State Univ. Agric. and Mech. Coll.
v. Smack Apparel Co. 550 F.3d 465 (5th
Cir. 2008), cert. denied, 77 U.S.L.W. 3656
(U.S. June 1, 2009). In arriving at its
decision, the Fifth Circuit considered
both secondary meaning and functionality.
The Court concluded that the secondary meaning finding was supported by the undisputed evidence
of the Universities’ use of their color
schemes dating back to the late 1800s,
the tens of millions of dollars of sales
of school-color merchandise, vast
advertising campaigns, numerous
media references to the school colors,
and that the schools often refer to
themselves as the school colors; e.g.
LSU referring to itself as the “Purple
and Gold.”
The Court of Appeals also affirmed
the District Court’s summary judgment finding that the plaintiffs’ “color
schemes, logos, and designs” were
nonfunctional. Establishing nonfunctionality as an element of protectability for unregistered trademarks, the
Fifth Circuit stated, “[t]he party seeking protection under the Lanham Act
has the burden of establishing nonfunctionality.” Smack Apparel, 550 F.3d
at 485. The District Court enounced
the same standard: “The Lanham Act
requires that to obtain protection for

a particular trademark, the burden
is on the plaintiff to prove that the
trademark is not functional. Plaintiffs
admit that they bear the burden of
demonstrating that their trademark
is not functional.” Bd. of Supervisors v.
Smack Apparel Co., 438 F. Supp. 2d 653,
661 (E.D. La. 2006). It is odd then that
both courts treated functionality as
a defense to the just-found infringement. The Courts’ misplacing the burden was evident in their reliance on
Boston Prof’l Hockey Ass’n, Inc. v. Dallas
Cap & Emblem Mfg. Inc., 510 F.2d 1004
(5th Cir. 1975).
In Boston Prof’l Hockey, the defendant manufactured embroidered
emblems incorporating federally registered trademarks of the plaintiff
teams. The defendant asserted that
the plaintiffs’ registered trademarks,
when embroidered on emblems for
wearing apparel, were functional. The
Court concluded that the embroidered
symbols were nonfunctional since the
emblems were successful because
they represent the hockey teams, not
because of their aesthetic characteristics. “[T]he emblems sold because they
bore the identifiable trademarks of plaintiffs. ... In the case at bar, the embroidered symbols are sold not because
of any ... aesthetic characteristics but
because they are the trademarks of the
hockey teams.” Id. at 1013 (emphasis
added).
Both Smack Apparel Courts, relying
on this authority, rejected Smack’s
argument that the Universities’ color
schemes are functional. The Appeals
Court further rejected Smack’s arguments that there is no competitive
alternative for a t-shirt manufacturer
to successfully market shirts to college
sports fans without use of the school
colors. The Court noted that the Fifth
Circuit has never recognized such
July 2010
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“aesthetic” functionality, but even
considering that argument, Smack
would fail. Sounding much like the
Boston Prof’l Hockey Court, it stated
that “any demand for Smack’s t-shirts
is inextricably tied to the Universities’
trademarks themselves.” Smack Apparel,
550 F.3d at 488 (emphasis added).
Bootstrapping? In what should
have been Plaintiffs’ burden to show
that they owned legitimate nonfunctional marks, the Court relied on the
fact that Plaintiffs’ already have trademarks to show that they are nonfunctional. Nevertheless, the Court’s
infringement analysis, based on a
fairly conventional likelihood-of-confusion standard, was unremarkable.
Missing a distinction between registered and unregistered trademarks
aside, what then is the big deal about
Smack Apparel?
In granting enforceable trademark
rights to “color schemes in the context
of merchandise that makes reference
to the Plaintiff Universities or their
accomplishments and is directed to
their fans and other interested consumers,” the Fifth Circuit has not
only protected unregistered marks,
but unregisterable marks.

PTO Requirements for
Registrability of Colors
While the PTO requirements for registering a color mark track closely
with Qualitex in requiring acquired
distinctiveness and nonfunctionality,
there are rigors unique to the application and examination process. These
additional requirements are not based
solely on procedural logistics, however; they stem from crucial public policy in “providing notice [to the public]
of the nature of the mark sought to be
registered.” TMEP § 1202.05(d).
One such requirement is that color
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be used in conjunction with particularly specified goods or services. Further,
the PTO requires submission of a
drawing, a written description, and a
specimen. For color marks, the drawing must include a separate statement
describing where the color appears and
how it is used on the mark.
These requirements prevent registration of “phantom marks”—those
that change depending on their use,
thereby offending PTO policy forbidding registration of more than one
mark per application. See In re Int’l
Flavors & Fragrances Inc., 183 F.3d 1361
(Fed. Cir. 1999) (affirming refusal to
register applications claiming variations of “Living xxxx Flavor” where
the “xxxx” element served to denote
any possible herb, fruit, plant, or vegetable; e.g. “Living Cherry Flavor” or
“Ling Artichoke Flavor.”). Accordingly,
the “phantom mark” offends public policy because it encompasses too
many combinations and permutations
to provide adequate notice to the public of just what is protected.
The Federal Circuit addressed this
issue in the color mark context. In In
Re Thrifty Inc., 274 F.3d 1349 (Fed. Cir.
2001), the Federal Circuit affirmed
the Trademark Trial and Appeal
Board’s [“TTAB”] refusal to register
blue as it applied to Thrifty Inc.’s
[“Thrifty”] car rental centers, signs,
and employee uniforms. Thrifty’s
application drawing showed a building in dotted lines with a portion of
one wall depicted blue. This drawing did not correspond with any of
Thrifty’s several descriptions of the
mark, ranging from blue in conjunction with the rental centers, vehicles,
signs, and uniforms, to simply “the
solid color blue” in the abstract.
The PTO refused Thrifty’s application; none of the descriptions correlated to the drawing. “The multiple

impressions created by the wide variety of objects sought to be covered
under the proposed description differ
significantly from the original mark
of a color placed on a building. The
multiple forms described . . . do not
create the impression of being essentially the same mark as the color blue
applied to a building as described in
the original application.” Id. at 1353.
The PTO, TTAB, and Federal Circuit
were willing to grant Thrifty protection of blue used on a wall, and
even used in ways that convey commercial impressions similar to that.
But because of the attempt to claim
disparate uses of blue in a single
application showing only blue walls,
Thrifty would not succeed.
Thus, the PTO’s drawing and
description requirements serve to provide notice to the public of the nature
and scope of the claimed mark. Smack
Apparel suggests, however, that owners of color marks need not always
define their marks so precisely.

Smack’s Scope of Protection
The Smack Apparel Court found that
the combination of colors with evershifting “indicia” was sufficiently
definite to accord protection despite
the fact that it would no doubt offend
public policy against “phantom
marks.” Given that it is use of a mark,
not its registration, that creates exclusive property right in trademarks,
one might wonder what exactly had
the Universities used that garnered
them such sweeping protection.
They claimed that their trademarks
lay in school color combinations “on
merchandise that combines other
indentifying indicia referring to the
Universities.” Smack Apparel Co., 550
F.3d at 475.
Yet, the vague “identifying indicia”

hardly provides notice to the public.
On Smack’s offending t-shirts, “identifying indicia” referred to notable
athletic victories or season results.
It is conceivable that the mention
of an athletic conference, a school
nickname, year of founding, annual
tuition, or even average freshman SAT
score too are “identifying indicia.”
“Merchandise,” equally broad and
vague, was never defined and stands
in contrast to the PTO requirements
that goods and services be set forth
with specificity. Further, “merchandise” could itself conceivably act as
the “indicia.” Perhaps a novelty-sized
football painted LSU crimson and gold
or an OU crimson and crème textbook
cover are “merchandise” that in themselves refer strongly enough to the
respective institutions to be protected.
Smack Apparel appears to have sidestepped the registrability requirement
that there exist a significantly similar commercial impression between a
protected mark and an asserted one. It
also arguably removes the commonlaw trademark requirement of actual
use, skips right past intent to use,
and lends protection based on imaginable use. Smack Apparel has broadly
defined color schemes coupled with
any secondary indicia as protectable
marks, creating moving targets that
fail to provide the public with any
meaningful notice of the nature and
scope of the claimed color mark.
The holding demonstrates that
unregistered and even unregisterable
trademarks can be highly potent.
Color combinations in conjunction
only with “other indicia” untethered
to any particular product is just as
much a trademark as any federally
registered one. This provides universities and professional sports organizations a powerful cause of action
against infringers heretofore careful

to avoid direct use of teams’ names
and logos. In the billion-dollar world
of licensing—witness the $93 million
of such licensed products sold from
these four schools alone in recent
years—this can be big business.
Not only does Smack Apparel
expand the visible range of infringers within the scopes of the schools
and sports organizations, but it also
gives more force to existing licenses
and more incentive for new ones.
Smack’s petition for certiorari being
denied on June 1, 2009, Smack Apparel
now stands as the law in the Fifth
Circuit. Whether this opens the
door to broader and more expansive
claims of protection over color marks
in the Fifth and other Circuits, or is
limited to the facts in this particular
case, remains to be determined. With
Smack’s petition for certiorari filed
on March 23, 2009 (No.08-1197), there

may be an answer to this question in
the coming months.
What is presently clear is that in
this uncertain legal environment the
protection, registration, and enforcement of color marks raise a number of
important issues that need to be carefully evaluated by experienced trademark counsel. Failure to comply with
PTO policy, substantive and procedural application requirements in the U.S.
can result in costly delay in registration
or even loss of certain rights.

Mr. Starr is a Senior Associate with The
Nath Law Group, where he manages the
Trademarks and Copyrights Department.
He may be reached at dstarr@nathlaw.
com. Mr. Bennett is an Associate Attorney
in the Trademarks and Copyrights
Department of The Nath Law Group. He
may be reached at gbennett@nathlaw.com.
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Overlooked Defence in Professional Liability Claims Against Attorneys
The past thirty years have seen an unusual evolution of legal malpractice claims
every attorney may find interesting.
While the historical progress of claims
against other professionals, doctors,
engineers and architects have remained
static and in some cases declined, the
exact opposite has occurred as to lawyers. When the undersigned first began
to defend suits against Maryland lawyers in the early 1980s, general circumstances were significantly different.
The usual claims involved allegations of: missing a statute of limitations;
failure to advise the client of conduct to
be undertaken; failure to meet hearing
deadlines; misrepresentation; and conflicts of interest. The volume of litigation
faced by the profession seemed modest
and many practices were uninsured.
Subsequently, the frequency of lawsuits, often trivial, has seen a geometric
increase. As a consequence most lawyers are insured and areas of exposure
have multiplied.
For example, today an attorney may
face, in addition to the categories of supposed error referenced above, expansive theories of malpractice going to
the very heart of professional judgment
and case management. Disgruntled ex
clients now proceed with clever arguments, inter alia, of: inefficient research;
lax discovery; insufficient knowledge
of controlling or possibly helpful case
law; accepting too modest a settlement;
offering to large a settlement; and poor
file maintenance. Creative minds of
successor counsel find fault after-thefact with decisions now deemed sig60
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nificant which in the course of earlier
case handling were otherwise.
It may be “Monday-morning quarterbacking,” but it is becoming a constant
in our practice – particularly when litigation is a part of the representation and
the trial result is unfavorable. Indeed,
some insurance carriers have proceeded
to sue their appointed counsel for perceived representation error in handling
cases for insureds that ultimately cost
the carrier money.
The purpose of this brief practice
note is not to emphasize the increased
ingenuity of disappointed former clients and their new attorneys, but rather
to suggest defensive tactics have also
developed to meet this new litigious
climate. Most of us are familiar with
the requirement that an attorney malpractice claim must first establish that
the ex-client’s suit could have been won
absent the alleged errors/omissions of
the former counsel.
This “case within a case” obstacle
to the disgruntled client retains vitality. Briggs v. Cochran, 1999 U.S. App.
LEXIS 32064 (4th Cir. 1999); Royal Ins.
Co. v. Miles & Stockbridge, 138 F.Supp.2d
695, 707 (D.Md. 2001). And there are
a plethora of other procedural and
substantive tactics available to experienced defense counsel; too numerous
to explore in this limited discussion.
Rather, the present focus is on but one
of the arsenal of undertaking to limit
a jury trial as to lawyer negligence
claims -- collectability.
While Maryland courts have not dealt
in any depth with the defense of collect-

ability, it has been frequently raised in
other jurisdictions. On a national scale,
at least twenty one jurisdictions have
addressed the issue, and have deemed
it to be a necessary element of proof in
legal malpractice claims. Collectability
refers to the capacity of the defendant
in the underlying case to satisfy a judgment, voluntarily or otherwise.
The states are split on the question of
whether collectability is an additional
element of the claim which must be
proven by the plaintiff by a preponderance of the evidence; DiPalma v.
Deldman, 27 Cal. App. 4th 1499 (1994);
Fernandez v. Barrs, 641 So. 2d 1371 (Fla.
App. 1994); Allen Decorating, Inc. v.
Oxendine, 225 Ga. App. 84, 483 S.E.2d
298 (Ga. App. 1997); Klump v. Duffus, 71
F.3d 1368 (7th Cir. 1996); Whiteaker v. State
of Iowa, 382 N.W.2d 112 (Iowa 1986); Poly
v. Maylan, 423 Mass. 141 667 N.E.2d 250
(1996); Eno v. Watkins, 229 Neb. 855, 429
N.W.2d 371 (Neb. 1988); McKenna v.
Forsyth, 280 A.D.2d 79, 720 N.Y.S.2d 645
(NY 2001); Rorrer v. Cooke, 313 N.C. 338,
329 S.E.2d 355 (N.C. 1985); Taylor Oil Co.
v. Weisensee, 334 N.W.2d 27 (S.D. 1983);
Payne v. Lee, 686 F. Supp. 677 (E.D. Tenn.
1998); Cosgrove v. Grimes, 774 S.W.2d
662 (Tex. 1989); Tilly v. Doe, 49 Wash.
App. 727, 746 P.2d 323 (Wash. App.
1988); Paterek v. Peterson, 118 Ohio St.3d
503, 890 N.E.2d 316 (Ohio 2008), or an
affirmative defense, the initial burden of
which is borne by the defendant; Power
Constructors, Inc. v. Taylor & Hintze, 960
P.2d 20, (Alaska 1998); Smith v. Haden,
868 F. Supp. 1 (D.D.C. 1994); Jenkins
v. St. Paul Fire & Marine Ins. Co., 422

So.2d 1109 (La. 1982); Jourdain v. Dineen,
527 A.2d 1304 (Me. 1987) Teodorescu
v. Bushnell, Gage, Reizen & Byington,
201 Mich. App. 260, 506 N.W.2d 257
(Mich. App. 1993); Albee Assoc. v. Orloff,
Lowenbach, Stifelman and Siegal, 317 N.J.
Super. 211, 721 A.2d 750 (N.J. 1999);
Kituskie v. Corban, 552 Pa. 275, 714 A.2d
1027 (Pa. 1998) with a substantial majority holding that regardless, it is a necessary element of the plaintiff’s claim.
The courts that place the burden of
proving collectability on the plaintiff
cite as a basis for their holding the
fact that collectability is relevant to
both the damages and proximate cause
elements of the claim, on which the
plaintiff already bears the burden. See
Klump v. Duffus, 71 F.3d 1368 (7th Cir.
1996); McKenna v. Forsyth & Forsyth, 280
A.D.2d 79, 84, 720 N.Y.S.2d 645 (2001).
The decisions that place the initial burden on the defendant to show that any
judgment plaintiff would have obtained
in the underlying case would not have
been collectable have rationalized their
holdings by asserting that the majority
position forces an unfair burden on the
plaintiff and ignores the fact that the
tortfeasor’s finances may change over
time. See Smith v. Haden, 868 F. Supp. 1
(D.D.C. 1994); Kituskie v. Corban, 552 Pa.
275, 284-5, 714 A.2d 1027, 1032-3 (1998).
The D.C. decision in Haden, supra, is
instructive in that the court found that
collectability is not a specific element
of a malpractice claim in the District of
Columbia, as no local court had ever
considered the issue. Following Erie, the
federal court found it impossible to conclude that the issue of proximate cause
could overlook collectability entirely. If
then proceeded to place the burden on
the attorney to show collectability by
weighing the equities and concluding
the “fairer” approach would be to treat
the issue as one involving “avoidance
or mitigation of the consequences of
one’s negligent act.” Id. at 6. Pleading
and proof were assigned the defendant lawyer as an affirmative defense.

No other District of Columbia reported
cases have referenced this precedent.
The only Virginia court that has
directly addressed the issue in a reported opinion, the Circuit Court of the
City of Norfolk, adopted the majority
position in holding that collectability is
an element of the plaintiff’s case, which
must be established by a preponderance
of the evidence before a plaintiff can
prevail. Contant v. Ervin, 61 Va. Cir. 475,
477 (2003). The court there did not articulate in detail the basis for its holding,
but it is consistent with an often cited
case from the Supreme Court of Virginia
on damages in legal malpractice claims.
Duvall v. Siddiqui, 243 Va. 494, 416 S.E.2d
448 (Md. 1992), which held the offended
plaintiff has the burden of proof as
to damages allegedly incurred due to
the lawyer’s conduct and that proof
requires an explicit showing of the difference between what was promised
and the actual amount collected.
Maryland courts have not addressed
this matter often, but the Court of
Appeals included collectability as
an element for the plaintiff in a legal
malpractice case, requiring the plaintiff to prove that the award “would
have been collectable with reasonable
effort.” Thomas v. Bethea, 351 Md. 513,
535, 718 A.2d 1187, 1198 (1998). In this
case, the court discussed extensively
the measure and proof of damages in
a legal malpractice case involving negligent settlement. The defendant attorney had settled a lead paint poisoning
case wherein he had filed a one million
dollars ad damnum, for $2,500.00.
Perhaps predictably, the jury found
for plaintiff and rejected an argument
that the plaintiff’s earlier agreement
to settlement of all claims barred the
subsequent suit against the previous
attorney. The defense that such a resolution would have a “chilling effect” on
future settlement efforts by the profession was rejected.
More importantly for our present
purposes, the majority opinion (there

were two dissents) firmly places the
burden of proof of damages on the
plaintiff client as well as the burden to
establish what money could have been
recovered. Id. (The court approved the
requirement that plaintiff must prove
“a case within a case,” but the dissenting judges labeled this doctrine as
unfair to defendant attorneys who were
faced with testimony as to the facts
of the underlying dispute that were
hyped by expert testimony of lawyers
who unfairly enhanced that case’s merits, calling it “a debacle within a trial.”
Contrast this opinion with the “fairness” perspective indorsed by the D.C.
federal court in Haden, supra.) But it
then concluded the defendant attorney
had failed to challenge the sufficiency
of the plaintiff’s evidence that a favorable verdict would have resulted or the
value of the injuries suffered. So while
articulating a five element requirement a plaintiff must meet in an attorney malpractice case, including “the
amount of damages that (i) would have
been awarded by the jury had the case
against [defendant] proceeded to trial
and (ii) would have been collected with
reasonable effort,” the court concluded
defendant simply failed to dispute this
offer of proof by plaintiff. Such a conclusion would seem to underline the
importance of the collectibility hurdle
that many practitioners overlook.
In conclusion, it would seem that the
doctrine of collectability is available to
all defendant attorneys in all three local
jurisdictions and that Maryland practitioners can learn much from Thomas,
Briggs, and Royal Insurance should the
unpleasant need for such information
someday arise.
By Joseph F. Cunningham, Michael A.
Graziano and Steven C. Lippman
Mr. Cunningham is a principal, Mr.
Graziano a member and Mr. Lippman
an associate at the law firm Cunningham
& Associates.
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Tips For Successful Mediation
These days, it seems that almost every
civil lawsuit is mediated. The forum is
either a private mediation in which the
parties select and pay for a mediator or
a court-mandated mediation or settlement conference held before a retired
judge, a United States Magistrate Judge
or another court-appointed mediator.
Mediations are so common that there
are now numerous private international, national and local mediation
groups, bar association mediators, and
individual mediators. Many judges
and lawyers who “retire” from the
active practice of law become mediators. More cases are settled at mediation than are resolved at trial.
Accordingly, because mediation has
become the dispute resolution process
of choice in almost every jurisdiction, it
makes sense to focus on what elements
contribute to a successful mediation.
For purposes of this article, a successful mediation is defined as (1) one in
which the dispute is settled and (2) in
which the parties are satisfied with the
mediator’s services. Mediators for hire
should agree with this definition since
one of their objectives is to get hired
again and each of these criteria plays a
large role in attracting repeat business.

1. How to Select a Mediator
The most obvious criterion to a successful mediation is finding the right person
to mediate. Sometimes, the mere fact
of bringing the parties together with
competent, reasonable and motivated
62
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counsel and clients can result in a settlement even without much help from the
mediator. However, in most cases, the
parties already have tried to settle the
dispute and have been unable to do so.
Thus, the need for third-party intervention usually means that the mediator
has an important role to play beyond
being a mere master of ceremonies.
First and foremost, the parties need
to agree on the selection process. In
court-ordered mediation or in certain
other mandatory circumstances, the
court or another agency will select the
mediator. However, it is much more
preferable for the parties to agree on a
mediator where possible.
In situations where the parties select
the mediator, a good way to determine
if your mediator “has the right stuff” is
to interview the mediator in advance
of retention. It is surprising that this
is not done more often. You wouldn’t
think about hiring an associate, paralegal or a secretary without at least
one in-person interview. Moreover,
you wouldn’t bring a new partner into
your firm without multiple interviews.
Therefore, why does it make sense to
hire a mediator in an important case
by merely reviewing a resume and/or
relying solely on word-of-mouth? Prehiring interviews can be done with all
counsel present or separately. You may
even wish your client to participate.
At the interview of the mediator, you
will want to develop information about
the mediator that goes well beyond his
or her written resume. Some suggested

areas of inquiry follow.
a. Substantive Knowledge of the
Area of Law
Matching the kind of dispute with the
mediator’s expertise may be important.
For example, in a serious products liability case, the parties may want an experienced trial lawyer who has brought
and/or defended such suits. A former
judge who has presided over multiple
product liability suits also would be a
good choice. The parties may even want
to find a mediator who has particular
experience with the specific type of
product at issue (motor vehicles, heavy
machinery, etc.) A mediator’s familiarity
with and knowledge of the subject matter of the dispute plays an important
role in the mediator’s ability to evaluate the parties’ respective contentions
and to fashion an acceptable resolution.
Substantive knowledge also gives the
mediator “gravitas” in the eyes of the
parties and their lawyers.
However, in some cases, an experienced trial lawyer or judge who does
not have specific knowledge of the area
of law at issue can still be very effective. If the mediator is a quick learner
and the legal issues are not complex or
determinative (for example, liability is
uncontested), then you may not need
a mediator with extensive substantive
legal knowledge in the particular area.
However, if the legal issues are complex,
there is a lesser learning curve for one
who is already familiar with the subject
matter.

b. Credentials and Experience
Second, consider whether you want a
retired judge or lawyer or a practicing
trial lawyer. There are advantages and
disadvantages to each. Retired judges
may have more time, have the aura of
superior wisdom and knowledge and
communicate the sense that they have
“been through it all.” Clients usually
listen to them because of their stature.
However, retired judges who haven’t
tried cases for many years may be
less sensitive to practice issues, client
concerns, and litigation strategies and
tactics. Active trial lawyers (or recently
retired ones) may be more aware of
client issues, litigation strategies and
tactics since they still may use them.
The mediator’s age can be a plus or a
minus. Many older mediators were very
alert and bright during their younger
years, but may no longer be at their
best. Others are still sharp as a tack.
Learning about the mediators from lawyers who have actually mediated before
the prospective mediator is a good way
to determine if a particular mediator
is right for your case. While knowing
someone’s general reputation is helpful,
there is no substitute for actual experience with a mediator. You typically
want a mediator with current real world
experience as well as someone who has
conducted many mediations.
c. Personality
Third, what kind of demeanor do
you want the mediator to have? This
depends on the type of case, the lawyers
and the parties. Many curmudgeonly mediators are effective in banging
heads, scaring parties and accordingly,
achieving a resolution. Nice guys or
gals don’t always finish last, but consider whether or not the case can be settled
with someone who wants to be friendly
with everyone. Settlement is not inconsistent with a personable mediator, but
many times a firm approach is needed
to close the deal. With difficult clients

and issues, strong mediator may be
necessary to get the job done.
On the other hand, a low key personable mediator may be better if the
parties (or the lawyers) need cajoling
and stroking to make a deal. Assess
the personalities of the lawyers and the
clients in deciding what type of personality your mediator should have.
Of course, good mediators, like good
trial lawyers, can adapt their personality to the parties so you may wish to
advise the mediator in advance of your
view as to the most effective means of
bringing about settlement in light of
the personality traits of the lawyers
and litigants.
d. Flexibility
Fourth, some mediators employ a specific style. For example, some seek to
facilitate resolution without articulating their personal views. Others freely
discuss their judgments and predictions if the case does not settle. The
best mediator is one who is flexible and
who can shift from one style to another
as circumstances dictate. Try to identify
those mediators who can do this.
e. Persuasiveness
Several authorities on mediation techniques advocate letting the parties craft
their own agreement and liken the
mediator’s role to “leading horses to
water.” This is the “facilitative” method.
If this technique can work, then terrific.
The parties are most likely to reach a
mutually satisfactory agreement when
they “see the light” on “their own.”
However, this method is less successful
with tough businessmen who are used
to getting their own way. In significant business cases, the mediator must
have the capability to move the parties
toward agreement, either subtly or in a
more assertive manner.
A mediator employs the “evaluative” method when the parties request
the mediator’s opinion on an issue or

the possible outcome at trial. In such
cases, how and what the mediator says
can have a major effect on whether or
not the case is resolved. Ask yourself
what type of approach will have the
most influence on the decision-makers
---the respective clients. .
In addition, mediators should control the pace and structure of the mediation to keep the parties committed to
the process especially when it appears
that their interest is waning or they feel
that no progress is being made. Thus,
the strength of the mediator’s personality and ability to persuade is critical. This is especially important with
strong-minded or difficult lawyers.
Accordingly, it is important to assess
the proposed mediator in the context
of the personalities of the combatants.
Mediators, whether judges, lawyers or others, must have not only the
credentials, training, experience and
demeanor, but they must be persuasive.
After all, the reason for the mediation
is that, up to this point, the respective
parties remain unpersuaded that a settlement is in their best interests.

2. Find Someone Who
Can Move the Ball in a
Timely Fashion
The pace of the mediation is important—both to keep the parties engaged
in the process and to strike while the
iron is hot and the parties are in a settlement frame of mind. Mediators all have
differing levels of sensitivity to timing.
Some think that a long, laborious process is the only way to “beat down”
the parties and achieve an agreement.
Sometimes this works. However, a common criticism from lawyers and clients
is the slow pace of the process. Some
mediators spend hours on determining
the character traits of the parties and
their interests and objectives from a
global perspective.
While this exercise may be helpful, a
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slow pace can create frustration on the
part of lawyers and parties early in the
mediation. Many parties are generally
suspicious of both lawyers and mediators. When everyone in the mediation
is getting paid by the hour except the
client, a party who is paying part of the
bill naturally wants the process to move
with reasonable rapidity. Mediators
who appear plodding make dollar signs
appear in the minds of clients.
While many mediations do take time,
the mediator must not only prepare the
parties for the anticipated duration, but
also must provide interim status reports
on the progress so that the client does
not get the impression that the mediator
is dragging things out to earn more in
fees. Find a mediator who is sensitive to
this. Once the client rightly or wrongly
believes that the mediator is wasting
time, it reduces the mediator’s credibility and ability to persuade.
For example, in a recent one-day
mediation that commenced at 9 a.m.,
the only issue was the amount of
damages. Liability was not contested.
Notwithstanding the limited scope of
the mediation, no numbers were discussed until almost 5 p.m. By this
time, both sides were frustrated with
the snail-like progress and each side
took unreasonable positions. Thus, by
7 p.m., little progress had been made
and everyone wanted to go home.
Weeks later, the lawyers finally settled
the case without the mediator. Had
concrete negotiations been started earlier during the mediation, it is likely
that a settlement would have been
reached that day.
In the Circuit Court for Baltimore
City, mandatory settlement conferences are held one month prior to trial.
The mediations typically are scheduled
at 1 1/2 hour intervals. In this author’s
experience, over 50 percent are settled
within this limited time frame. While
most of these cases are not complex,
the point is that successful mediations
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do not have to be unduly lengthy.
Accordingly, finding a mediator who
can get to the heart of the issues (and
personalities), identify the settlement
levers and move the ball, is important.

3. The “Biased Mediator”
Sometimes, one of the reasons for
delay in the selection of a mediator
is a party’s desire to get a “friendly”
mediator. A counterintuitive approach
to this tactic is to permit the other
side to select whom they want. Unlike
arbitrations where the arbitrators take
an oath to be neutral (unless they are
selected by one side or the other where
the ground rules may be different), a
mediator does not necessarily have to
be a “neutral” in the purest sense.
Although, most mediators are truly
neutral or at least think of themselves
that way, sometimes it is helpful to let
the other side pick its chosen mediator. Why do this? If the mediator is
“biased,” but you can get the mediator
to see your side, the mediator, because
of his relationship with the other side,
actually may be more persuasive to
their “friend” than someone who is
truly neutral.
Also, the “non-neutral” mediator
may bend over backwards to display
fairness and impartiality, and thus may
be able to bring about a good resolution, notwithstanding his close relationship with your opponent. The bottom line is that a mediator whom your
opponent chooses and trusts may be
in a better position to influence your
opponent and get the case settled. At
worst, if you don’t like the deal, you
don’t have to settle and can find another mediator or try the case.

4. Where to Hold
the Mediation
Sometimes you have a choice as to
the location for the mediation. Neutral

locations may be best. The mediator’s
office or a hotel are common venues. On the other hand, conventional
wisdom states that if you can hold the
mediation on your home turf, there is
some psychological advantage. (For
example, you already know where the
kitchen and the restrooms are located.)
In the author’s view, location is secondary. When experienced counsel are
involved, being on the other party’s
home turf is immaterial. (As a matter
of fact, some lawyers like to be at the
opponent’s office to pick up “inside
information,” get a sense of the operation, to eat free doughnuts and coffee, and pick up free pens and legal
pads.) Irrespective of location, the most
important factor is to make sure that
there are enough rooms for the parties.
Typically, each party needs a separate room. The ability to confer in
private and in relative comfort is essential to success. Food is also a good
inducement. In a mediation that this
author attended at a conference center in Atlanta, there was a never-ending buffet — breakfast, mid-morning
snacks, lunch, mid-afternoon snacks
and dinner. (For those of you who have
been on cruises, the only meal missing was the “midnight buffet.”) No
one was allowed to leave so the only
things to do were to mediate and eat.
Although the participants all gained
several pounds, the case settled and
the availability of food played a positive role. At least the hotel next door
had a gym.

5. Pre-mediation
Conferences and Statements
Most good mediators hold at least
one meeting or telephone conference
with the lawyers prior to the mediation. Additionally, many mediators
request a written “mediation statement” a week or so in advance of the
mediation. These are helpful to having

an organized and efficient mediation.
They help the mediator focus on the
key issues.
At the conference, various organizational items should be discussed such
as whether a written mediation statement is desirable, and if so, the date for
its submission, whether the submissions will be exchanged among the
parties or will be “for the mediator’s
eyes only,” whether or not the parties
should have separate confidential oneon-one telephone conferences with the
mediator in advance of the mediation,
whether or not the parties wish to
make opening statements at the mediation, the duration of the mediation, etc.

ments may open up an opponent’s
eyes (and maybe their pocketbooks).
The mediator may find opening statements to be of assistance, not only with
respect to the substance of the dispute
but also as to the personalities of the
lawyers, and the parties, if they choose
to speak. Eyeballing one’s adversary in
action is always instructive.
However, there are also “cons” to
making openings. They may further

polarize the parties. They may exacerbate existing emotions. Moreover,
unless there are time limits, opening
statements, especially in a multi-party
case, can kill a lot of time.
Accordingly, discuss with opposing
counsel whether or not opening statements in a particular case are helpful. While opening statements usually
occur, in the author’s experience they
are frequently omitted in cases with

6. Preparation for
the Mediation
Lawyers and parties should all prepare
for the mediation. Lawyers need to
practice their opening statements, if
any, school their clients on mediation
procedures of the mediation and the
personality and likely activities of the
mediator, prepare the client for the
delays that are inherent in the process,
review the tactics and strategies of the
anticipated bargaining, and determine
goals and “bottom line” settlement
position. Clients need to be advised to
remain patient and of the alternatives
if the case does not settle at mediation.
Preparation of demonstrative exhibits
also may be desirable.
			

7. Opening Statements
There are pros and cons to having opening statements. In complex disputes, it
may be helpful to the resolution of
the matter for the opposing attorneys
to make presentations in front of the
opposing party, so that their side of the
case is clear. Many times, an opposing party does not truly understand
his adversary’s position and may not
appreciate its strength. Opening stateJuly 2010
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sophisticated parties and counsel. If
mediation statements are exchanged
between the parties, there may be less
need for opening statements or they
may be more succinct.
In lieu of opening statements, some
mediators prefer to ask questions of
the lawyers in the “plenary session”
(when all the lawyers and the clients
meet in a conference room together
at the beginning of the mediation).
In such circumstances, it is helpful
to know the questions, or topics,
in advance. Thus, this should be
discussed with the mediator in advance.
Sensitive questions that are asked by
the mediator in front of your client and
your adversary may be unproductive if
you don’t have advance notice of them.
Such a circumstance can start off the
mediation in an embarrassing way or
on a bad footing.

8. Party-to-party Discussions
During the Mediation
Sometimes, a mediator will request
that the party opponents and their
lawyers get together with the mediator
present. Many times, it makes sense
for the parties to talk alone without
lawyers (or the mediator) present. A
good mediator will explore a variety
of communication avenues to resolve
the case. Some mediators like to retain
close control over the process and want
to be involved in everything.
However, in many circumstances,
direct party-to-party approaches may
be very productive. These direct communications usually work best later on
in the mediation. In the early stages,
the mediator usually needs to “grease
the wheels” and take the temperatures
of all concerned. In situations where
there is a question about the accuracy
of the communications by the mediator
to each side, or where less of a buffer
is needed, direct communications may
66
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be necessary and can save time. On the
other hand, if the parties do not get
along, then keeping them separate is
desirable. However, many mediations
settle once the parties talk directly.

9. Lawyer–to-lawyer
Discussions During
the Mediation
If the parties cannot communicate with
each other effectively, then another
way to expedite the settlement process
is for opposing counsel to talk outside
the presence of the mediator or in the
presence of the mediator. Direct contact
between the lawyers avoids miscommunication. One can also get a sense
of the resolve or willingness to make
a deal.
This is especially true when the
mediator has been going back and
forth engaging in the typical “shuttle
diplomacy” between the warring factions for hours and you haven’t seen
your adversary in a long time. Such
a supplemental process should be
discussed up front with the mediator
before the mediation date. In multiparty mediations and depending on
the mediator’s wishes, contemporaneous discussions among opposing counsel while the mediator is with another
party can help move the ball and save
time. Most mediators permit this.
			

10. Post-mediation
Settlement Efforts
Just because the parties walk out of
the mediation without making a deal,
this doesn’t mean that negotiations are
necessarily over. Many times after a
hiatus of a day or so, the parties will
continue settlement negotiations and
a matter will get resolved. A “cooling
off” period may be useful. Whether the
mediator still needs to be involved is an
open question. Sometimes, the media-

tor’s highest and best use is to get the
parties together and then get out of the
way if they are making progress on
their own. On other occasions, the continued involvement of the mediator can
be very helpful. Accordingly, try to keep
the door open for further negotiations
if the case is not settled at the mediation.

11. Obtain a Written
Settlement Agreement
Once you have arrived at a verbal settlement, it is imperative to put the terms
into writing before everyone leaves.
Even a handwritten memorandum
of settlement is satisfactory. It should
express the material terms, be signed
by the parties and the mediator, dated,
and should reflect finality — that the
case “has been settled” even though
a more formal settlement agreement
may be prepared later on. Many times,
the “devil is in the details” and a written
agreement signed by both sides is necessary for clarity, understanding, and to
make the details of the settlement binding. The formal settlement agreement
should be prepared as soon as possible
after the mediation.
Mediations are a way of life
in today’s litigation arena. The
benefits of a successful mediation are
many: certainty of result, less expense
(depending on when the mediation
occurs), and finality. Attention to
improving mediation skills for both
lawyers and mediators is essential. It
is hoped that the tips above will be
useful. May you have a fun-filled and
successful mediation!
By Neil J. Dilloff
Mr. Dilloff, a partner in the Litigation
Department of law firm DLA Piper, has
served as both an advocate and mediator in
hundreds of mediations.

Leasing Office Space in Maryland When Not Licensed
to Practice Law
You have asked for an opinion as to
whether the leasing of office space in
Maryland, by attorneys who are not
licensed to practice in this jurisdiction, violates the Maryland Rules of
Professional Conduct, or constitutes
the unauthorized practice of law.
You state that the principal office
of your firm is in New York, with a
satellite office located in the District
of Columbia. Your firm focuses primarily on tax law. While the New
York office handles some state and
local taxation matters, the District of
Columbia office handles exclusively
federal tax matters. The District of
Columbia office has four attorneys;
none of whom are licensed to practice
law in Maryland.
You contemplate the leasing of
office space in Maryland, for use
by attorneys from the District of
Columbia office. You propose that
the firm’s letterhead, business cards
and the door to the leased space
would prominently display that the
attorneys are not licensed to practice
law in Maryland. You state that, as is
the nature of your work in the
District of Columbia, all matters handled out of the leased space would be
limited to federal tax law. The firm
would not actively seek or solicit
clients in Maryland, and Marylandbased clients would rarely be seen
there. Finally, you state that none
of the attorneys utilizing the leased

space would represent clients in
Maryland Courts.
First, we ask you to note that
although you are not admitted to the
Maryland Bar, you would be subject
to the disciplinary rules of this state.
Rule 8.5(b) of the Maryland Rules of
Professional Conduct states:
“A lawyer not admitted by the
Court of Appeals to practice in this
State is subject to the disciplinary
authority of this State for conduct
that constitutes a violation of these
Rules and that:
1.
2.

3.

involves the practice of law in
this State by that lawyer, or
involves that lawyer holding
himself or herself out as practicing law in this State, or
involves the practice of law in
this State by another lawyer
over whom that lawyer has
the obligation of supervision
or control. See also 16-701 of the
Maryland Rules of Procedure,
which mirrors this rule.

Rule 7.5(b) states, “A law firm with
offices in more than one jurisdiction
may use the same name in each jurisdiction, but identification of the lawyers in an office of the firm shall indicate the jurisdictional limitations on
those not licensed to practice in the
jurisdiction where the office is located.” While the precautions that you

intend to take with regard to your
firm’s letterhead, business cards, and
the door to the leased space do not
technically run afoul of Rule 7.5(b),
the Committee is concerned that a
law office conducting business in
Maryland, where no one is licensed
to practice in Maryland, could put
the firm in danger of violating other
ethical rules.
Rule 7.1 concerns communications regarding a lawyer’s services. It
states in part,
“A lawyer shall not make a false
or misleading communication about
the lawyer or the lawyer’s services.
A communication is false or misleading if it:
(a) contains a material misrepresentation of fact or law, or
omits a fact necessary to make
the statement considered as a
whole not materially misleading;
(b) is likely to create an unjustified
expectation about results the
lawyer can achieve, or states
or implies that the lawyer can
achieve results by means that
violate the rules of professional
conduct or other law…”
This Committee has previously
opined that “a Maryland resident
who seeks legal services at an office
located in Maryland will expect that
July 2010
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the attorney to whom the client is
speaking is licensed in this State.
Therefore, the failure to make available on a regular basis a licensed
Maryland attorney to handle the legal
services required by the client in the
State of Maryland would be misleading. Ethics Opinion 94-13
Therefore, the Committee has determined that “a lawyer may not advertise that it has an office in Maryland
unless a member of the lawyer’s firm
is licensed in Maryland, and is present or available on a continuing or
“as needed” basis to supervise the
legal services carried on in Maryland.
Ethics Opinion 94-13.
The advice of this Committee
is limited to the interpretation of
the Maryland Rules of Professional
Conduct. These rules give little guidance as to what constitutes the unauthorized practice of law. Rule 5.5
simply states,
“A lawyer shall not:
(a) practice law in a jurisdiction
where doing so violates the
regulation of the legal profession in that jurisdiction; or
(b) assist a person who is not a
member of the bar in the performance of activity that constitutes the unauthorized practice of law.”
Nevertheless, the Committee has
previously determined that “the
activities of an individual who is
not a member of the Maryland Bar
in meeting with prospective clients
in a Maryland office for the purpose
of rendering legal services to those
clients may constitute the practice
of law in Maryland”. Ethics Opinion
94-13.
The Committee has previously
declined to opine regarding what
68
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activities specifically constitute the
practice of law, because that is a legal
question, and ultimately a determination for the Maryland Court of
Appeals. See Ethics Opinions 94-13,
99-20 and 02-19. In this case, however, we feel compelled to tell you that
opening a law office in Maryland,

The

where no one is admitted to the practice of law in Maryland, will result in
your firm’s unauthorized practice of
law in this jurisdiction.
The Ethics Committee
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Swan Song
This will be my last article for
the Maryland Bar Journal as Bar
Counsel.
First. It has been a privilege to
address ethical issues for attorneys
to consider though this column.
I hope it has provided guidance,
alerted you to some pitfalls in the
practice of law, and addressed practical issues such as file retention and
winding up a practice.
Second. My staff has said that
their mission has been “to make me
look good.” I have appeared before
many inquiry panels, peer review
panels, tried a number of circuit
court trials and appeared before the
Court of Appeals on a number of
occasions, each with assistance from
my staff. Bar Counsel is not a “one
person position.” My thanks to the
two attorneys who have served as
Deputy Bar Counsel, each Assistant
Bar Counsel, the Executive Secretary,
each investigator past and present,
every paralegal that has served on
my staff, the office administrator
and assistant, my personal legal secretary and the other legal secretaries and our receptionists. Each has
made his or her contribution to the
office of Bar Counsel and each has
devoted himself or herself to the
mission of protection of the public and the investigation and recommended discipline of an attorney who has run afoul of the
Maryland Lawyers’ Rules of

Professional Conduct.
Third. I have encouraged staff
attorneys. investigators and paralegals to engage in outreach. The public, and the bar, should be informed
about the disciplinary process,
the proper handling of the funds
and property of clients and others
,and how to prevent and respond
to a complaint to our office. Our
annual reports reflect the number
of MICPEL programs in which each
attorney has participated , served as
a facilitator at the professionalism
course for new admittees, lectures to
professional responsibility classes,
paralegal classes, as a faculty member at law schools and paralegal
courses, addressed many bar associations, served on programs of the
Maryland State Bar Association at
its annual meetings, and spoken to
law firms, and citizen groups. I have
presented over 125 programs.
Preparing for these programs has
been as helpful to us as to those
who attended.
Fourth. I and my staff have strived
to be fair and consistent in our decisions and recommendations. Making
those decisions never satisfy every
complainant or a respondent lawyer Decisions whether to agree to
a conditional diversion agreement,
a reprimand or a sanction recommendation to the Court of Appeals
is made only after being vetted by
myself and other attorneys on staff.

Fifth. Some of my thoughts of
where we have come since my inception as Bar Counsel in January, 1981,
are as follows. We have grown from
10,000 members of the bar to over
34,000. The bar has become increasingly sensitive to ethical requirements, reflected in the number of
attorneys sanctioned each year
compared with the total attorney
population in our state. We have
seen the adoption of the overdraft
notification program, required
record keeping rule, annual reporting of IOLTA and trust accounts,
report of pro bono activities, statutory requirement that insurance companies notify clients that their attorney has been sent a settlement check
and clients have become more
consumer oriented expecting an
attorney to work diligently, competently, communicate regularly,
be truthful and fulfill any promise
made to a client.
The use of computers has
increased, cell phones have become
ubiquitous, I phones and blackberries
are increasingly used, fax machines,
scanners and copy machines are necessary, and electronic filings have
taken place and will increase in all
courts at some time. Attorneys have
experimented with offices in drug
store locations. Attorneys help one
another through LISTSERV. Those
who are geographically challenged
are now aided by navigation sysJuly 2010
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tems. Rule changes replaced pleadings filed on 8x14 paper with 8x11
and now replaced ,when required,
by electronic filing.
Discovery is no longer filed
until used at trial. Use of Power
point presentations at trials have
augmented the use of charts and
graphs. Attorneys bring laptops to
the trial table. Witnesses have their
testimony taken by videotape eliminating a live appearance at trial.
Bar Association and CLE programs
are now provided on CD or thumb
drives leaving it to the attendee
to download the material to paper
form. Some appellate courts in this
country have considered accepting
appellate briefs on CD. I’m not sure
whether that is now acceptable in
any jurisdiction.
The Court of Appeals has emphasized the need for greater “professionalism” which appears to have
become a problem as the bar has
grown. Lawyers don’t know one
another as they did when the bar was
smaller. Oral agreements between
lawyers have been replaced by CYA
letters. The economy from time to
time has affected lawyers of all ilk,
solos and law firms, prosecutors and
public defenders, and courts dealing
with increasing filings (bankruptcy,
foreclosures, family litigation, criminal litigation), complex business
litigation, malpractice and product
liability.
The public has been burdened in
litigation with a number of requirements such mediation, settlement
conferences, use of Masters, etc. each
step requiring more of an attorney
and client’s time and therefore an
increase in legal fees before a litigant is able to appear before a judge.
Child support guidelines have
reduced to mathematics what was
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in the past a judgment by the court.
Medical malpractice requires a certificate from an expert to proceed.
The United States Supreme Court
has now decided that a simple complaint in certain litigation requires
more specifics.
Litigation attorneys represent
the largest percentage of lawyers
about whom clients complain to our
office. The use of Alternate Dispute
Resolution, when agreed by all parties, saves time and money in resolving disputes. Then there are trials
captured on videotape, ability to
take CLE on Webcasts and cassette
tapes or videotapes are available for
those unable to attend. Arguments in
our Court of Appeals can be viewed
on Podcasts and are archived for
viewing later. It is possible, if per-

mitted, for arguments to take place
where the judges are in one location and counsel in other locations.
Closed circuit TV can be utilized.
Conference between a judge and
counsel can be done by telephone
saving time and travel (another saving to clients who are charged for
travel time).
Melvin Hirshman
Bar Counsel
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