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Importance of Intellectual Property -1  
 In 2011, the 10 largest U.S. IP verdicts totaled $4.6  

Billion dollars (double the total of 2010), including:  
 $2.3 billion verdict against an ex-employee of St. 

Jude who was accused of passing secrets to a 
Chinese company 

 $920 million award against South Korean company 
for usurping Kevlar information  

 From 2009 through 2011 there have been five 
intellectual property verdicts in excess of one billion 
dollars 
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Importance of Intellectual Property -2 

 Examples of Recent Injunctions 
 August, 2012 – Samsung enjoined from selling 8 

phones (overturned October 11, 2012) 
 February, 2012 - Apple enjoined from using push 

functionality in iCloud Services in Germany due to 
Motorola patent 

 October, 2011 - Bosch enjoins Pylon’s sale of 
windshield wipers in U.S. 

 November 2010 - AstraZeneca enjoined Apotex from 
selling a generic version of an asthma drug 



Complete History of 
Intellectual Property 

(Abridged) 
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Complete History of 
 Intellectual Property  (Abridged)  -1  

 
 5000 BC –  
Ownership marking 
on cave paintings  
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Complete History of 
 Intellectual Property  (Abridged)  -2  
 300 BC – first patent issued by Sybaris (Greek City) for a  

recipe  
 1266 – England enacts Bakers Marking Law  
 1300s – English Crown grants guilds “exclusive” rights to 

trade within a town 
 1326 – 1485 – Crown grants exclusive rights to first 

individuals or guilds willing to undertake new ventures  
 1501 – Pope Alexander VI prohibits printing of 

unlicensed books  
 1559 – List of Prohibited Books  
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Complete History of 
Intellectual Property (Abridged)  -3 
 1558 – Queen Elizabeth I – begins granting “patents 

“ for the importation of various goods and creation of 
inventions  

 1571-1601 – Parliament begins limiting the Queen’s 
power to issue patents 

 1624 - Statute of Monopolies 
 swept away most monopolies, with some 

exceptions 
 limited the term of many patent grants  
 required patent be issued to true and first inventor 
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Complete History of Intellectual 
Property (Abridged)  -4 

 1710 – Statue of Anne – England passes copyright law  
 1773 – Tea Act –allowed East India Company to provide 

lower priced tea to the Colonies 
 1773 - Boston Tea Party 
 1776 – Declaration of Independence 
 1789 – U.S. Constitution (Article I, Section 8, Clause 8) 

gives Congress power “to promote the progress of 
science and useful arts, by securing for limited times to 
authors and inventors the exclusive right to their 
respective writings and discoveries” 
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Complete History of 
Intellectual Property (Abridged) -5 

 1791- Thomas Jefferson urges passage of 
trademark law because of a dispute involving 
sail cloth (not passed until 1870) 
 Although common law rights existed and state statues 

enacted earlier 
 1859 - Abraham Lincoln writes  “the patent 

system added the fuel of interest to the fire of 
genius.” 
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Complete History of 
Intellectual Property (Abridged) - 6 
 1978 - The good patent gives the world 

something it did not truly have before, whereas 
the bad patent has the effect of trying to take 
away from the world something which it 
effectively already had.  
 Giles S. Rich 

 1982 – Congress forms a special appeals court 
(the Federal Circuit Court of Appeals) to hear all 
patent appeals 



Types of IP Rights 
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IP Overview 

 2 Basic Rules 
 

 You can use it unless it is protected 
 

 You only need to protect it if others are going to use it 
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IP Overview - 5 Categories Rights 

Type of Right Scope of Coverage Example 
Patents Ideas - products, 

processes 
Telephone 

Trademarks Identities, Quality Coca-Cola® 

Copyrights Expressions of Ideas Movies, Books 
Trade Secrets  Confidential 

Information 
Strategies, 
Lists 

Contracts  Fills Gaps Confidentiality 
Agmt., License 



Patent 
Overview 
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Patent Overview 1 

 Patents are a right to sue to prevent someone else from 
“practicing the patent” -- making, using, selling, importing 
or offering to sell the invention 

 Patents protect: 
 Processes, machines, manufactured items or 

compositions of matter  
 “Anything man-made under the sun” (see next 

slide) 
 Must be: 
 Novel (not identically described elsewhere), and 
 Non-obvious (not obvious to one skilled in the art) 
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Patent Overview 2 

 Utility Patent for 
Transgenic Non-Human 
Mammal 

 The “Oncomouse” 
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Patent Overview 3 

 An example of a utility 
patent:  
 A new, non-obvious 

and useful process, 
product or 
composition of 
matter, or any new 
and useful 
improvement thereof.  
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Patent Overview 4  

 A design patent 
 A new, non-obvious, 

original and 
ornamental design 
for an article of 
manufacture or 
improvement thereof. 
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Patent Overview 5 

 Patents are only granted by the Federal Government 
 Lengthy application process 

 Length of Protection  
 20 years from filing date for Utility Patent 
 All recently filed patents are eligible for a term 

extension for Patent Office delays 
 Pharmaceutical patents are often extended for 

delays related to regulatory approval process  
 14 years from grant date for Design Patent 
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Patent Overview 6 

Contract Theory of Patents  
 In essence, a patent represents a bargain between the 

government and an inventor. 
 The government gives the inventor an exclusive right for 

the term of the patent.   
 The inventor gives the public a full disclosure that 

teaches others how to make and use the invention.  This 
full disclosure permits the public to learn from and build 
on what the inventor has created.   

 The invention is given to the public after the patent term 
expires. 

 

24 
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Patent Overview 8 

 A patent application cannot be filed in the U.S. if: 
 The invention was described in a printed publication 

more that one year prior to filing the patent application  
 The invention was offered for sale more than one 

year prior to filing the patent application 
 “Offer for sale” has been interpreted broadly 
 A key concern for emerging companies 

 Note: foreign countries do not allow the one year 
grace period 
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Patent Overview 7 - 
Changing U.S. System 

 U.S. previously used a “first to invent” system  
 Allows an inventor who files a patent application 2nd to 

still obtain the patent 
 Patent Application file on or after March 16, 2013 U.S. 

will be subject to a “first to file” system  
 It will become more important to be first to the patent 

office 
 new patent law prohibits derivation from true 

inventor  
 new law allows prior use by people who don’t own 

the patent to continue 

26 



© 2001-2010 Peter J. Kinsella 

27 

Patent Overview 9 –  
International Patent Process  

 PCT Stage 
 File PCT application - designate PCT countries of interest 
 18 months after priority date (1st US filing date) - patent 

published  
 20 months - request preliminary examination  
 28 months - receive PCT examination results  
 30 months - final designation of national countries 

 National Stage  - entered after 30 months - can last 1-8 years 
 Patent application is filed in each country’s patent office 
 Must be translated prior to filing 
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Commercially Valuable Patents 

 Two Basic Characteristics: 
 Likelihood of use by others 
 Ease of detecting infringement 
 These two characteristics are frequently found in patents 

focusing on 
 Concepts 
 Selling features 
 Architectural features 
 Product interfaces and protocols 
 Parts and supplies 
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Intermittent Windshield Wiper 



© 2001-2010 Peter J. Kinsella 

30 

AT&T “Bong - AT&T” Patent 
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Amazon’s “One-Click”  
Shopping Patent 
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iPhone Design Patent  
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NCR’s “Clip” Patent 
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When to Avoid Filing a Patent  

 Costs outweigh the benefits (should be 
evaluated at the dollar level and strategic level) 

 Value of the product/service is not in the 
patented technology (e.g. branding) 

 Protection can be easily circumvented 
 Discovering infringement will be very difficult 
 Patent/technology is non-strategic to the 

business 
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Patent Infringement 

Infringement analysis is a two-step process: 
 

 Claims are construed by a court 
 Claim construction is a very complex process  

 
 Infringement is determined by comparing the 

allegedly infringing product to the patent claims, 
not the rest of the specification or anything else.  
 



Trademark 
 Overview 



© 2001-2010 Peter J. Kinsella 

37 

Trademark Overview 1 
 Trademarks Protect: 

 Words, names, symbols, devices, sounds, smells, trade dress, or 
product shapes  
 Examples: Coca-Cola, Coke bottle, NBC chimes, Owens 

Corning pink 
 that identify and distinguish goods and services 

 Example: calling a computer “Apple” is distinctive 
 Example: calling the fruit an “apple” is not distinctive 

 Trademarks prevent others from using a word, name, symbol, 
device that:  
 causes a likelihood of consumer confusion, mistake or 

deception; or  
 dilutes the distinctive nature of a mark  
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Trademark Overview 2 
 2 Ways to Obtain U.S. Trademark Rights 

 Use the mark 
 Have a bona fide intent to use the mark followed by use of the 

mark 
 3 Types of Trademark Rights 

 Federal (Use, Intent to Use)  
 State (Use, Intent to Use - Depending on State) 
 Common Law (Use) 

 Length of Protection 
 Common Law - as long as properly used as a trademark 
 Federal Registration - initial term 5/10 years - Renewable for 10 

year periods - no limit on renewals 
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Trademark Overview 3  
 Many Countries are “first-to-file” jurisdictions  

 The first party to submit a trademark application owns the mark  
 Exceptions:   

 The owner of an internationally famous trademark may 
challenge the application 

 Madrid and PCT trademark filings may have priority  
 Some countries (e.g. China) require written trademark licenses be 

recorded with Trademark Office 
 Important if distributor will actively promote or service products 

 Should consider using a separate license to keep 
distributorship terms confidential. 
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Trademarks versus Service Marks 

BIG MAC® is a trademark for sandwiches 

http://www.mcdonalds.com/corporate/info/history/img/tm08_lg.jpg
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Trademarks versus Service Marks 

MCDONALDS® is a service mark for restaurant services 
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Protection of Trade Dress 

 Taco Cabana v. Two 
Pesos  

 Supreme Court determined: 
 Trade Dress is The Total 

Image of the Business 
 Restaurant Décor is 

Product Packaging 
 If Product Packaging is 

Distinctive, no proof of 
Secondary Meaning is 
Required 

Nonfunctional Elements: 
Exterior, Sign, Floor Plan, 
Décor, Menu, Uniforms 
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Wal-Mart v. Samara 

 Samara wanted Wal-Mart to 
stop selling clothing that 
looked like its line of 
clothing  

 Wal-Mart asked court for 
non-infringement ruling 

 Supreme Court Held:  
 product design is not 

inherently distinctive 
 therefore, secondary 

meaning must be 
established 
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Marks versus Design Patents 

Reg. No. 1,484,254, 
protects the appearance of 
an “S” shaped packing 
peanut as a trademark. 

U.S. Patent No. D 319,392 
protects the appearance of 
an “I” shaped packing 
peanut as a patented 
design. 



Copyright Overview 
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Copyright Overview 1 

 Copyrights Protect 
 Works fixed in a tangible medium of expression 
 Examples: literary, musical, pictorial, computer 

software, architectural works 
 that are original and creative  
 Level of creativity is low 
 Examples: White Pages telephone listing are 

unprotectable, but an artistic yellow page 
advertisement is protectable 
 A couple of lines of code may be protectable 
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Copyright Overview 2 

 Functional  aspects of 
a work are not 
protected by copyright 

 Example: 
 design feature of 

a sink may exist  
apart from the  
function it  
performs 
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Copyright Overview 3 

 An example of a 
copyrighted work: 
 “An artistic color 

pattern for an athletic 
uniform and fabric 
patches positioned 
thereon” 
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Copyright Overview 4 

 A Copyright allows the owner to prevent others from 
 Reproducing (copying) 
 Creating derivative works (modify) 
 Distributing publicly 
 Performing publicly 
 Displaying publicly; and 
 Transmitting certain types of information 
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Copyright Overview  5 
 Fair Use – 
Mattel v. Walking 
Mountain Productions  
353 F.3d 792 (9th Cir. 
2003) 
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Copyright Overview 6 

 4 Fair Use Factors 
 The purpose and character of the use, including whether 

such use is a commercial nature or is for nonprofit 
educational purposes 

 The nature of the copyrighted work 
 highly creative? 

 The amount and substantiality of the portion used in 
relation to the copyrighted work as a whole 

 The effect of the use upon the potential market for or value 
of the copyrighted work 

 35 U.S.C. 107 
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Copyright Overview 7 

 Federal rights are created the moment ideas and thoughts are 
fixed in any tangible medium of expression - i.e., protection is 
automatic when fixed. 
 Registration is not required  
 But, registration provides several advantages 
 allows collection of statutory damages and attorney 

fees 
 A copyright notice is not required to protect the 

work!!!!!  
 But, use of notice negates innocent infringement 

defense 
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Copyright Overview 8 

 Length of Protection: (different rules exist for many 
categories of works) 
 Life of the author plus at least 70 years 
 Work for hire: 95 years from publication or 120 years 

from creation 



Trade Secret Overview 
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Trade Secret Overview 1 

 Trade Secrets protect:  
 information  
 Typically any information (including inventions, 

product plans, technical specifications, strategies, 
costs, prices, names, finances, marketing plans, 
business opportunities, personnel, research 
information, development information, know-how, 
customer lists) 

 that is not generally known (i.e., it does not have to be 
completely unknown to be protected) 



© 2001-2010 Peter J. Kinsella 

56 

Trade Secret Overview 2 

 Trade Secrets prevent others from obtaining the 
information through improper means 

 Protection Mechanisms 
 Uniform Trade Secret Act - adopted by a large 

number of states (not Texas!) 
 Contract Obligations 
 Common Law 
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Trade Secret Overview 3  
 Trade Secret Protection 

exists so long as the 
information is not generally 
known 

 “Today, the recipe is locked 
away in a safe in Louisville, 
Ky. Only a handful of people 
know that multi-million dollar 
recipe (and they've signed 
strict confidentiality contracts).”  

 http:// 
www.kfc.com/about/secret.htm 
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Trade Secret Overview 4 

 How to Protect Confidential Information: 
 Use a non-disclosure agreement 
 Confidential Information is protected by identifying it as 

confidential 
 Documents containing Confidential Information 

should be marked “Confidential” 
 Depending on the non-disclosure agreement, 

conversations that disclose Confidential Information 
may need to be followed up by a letter to the recipient 
confirming the confidential nature of the information 



Common IP Traps 
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Ownership -1 

Patent Ownership Issues - 

• A patent is generally owned by the inventor, unless the 
inventor is contractually obligated to assign the invention.   

– In some instances the inventor’s employer may own a 
non-transferable “shop right” 

• In the U.S., each co-owner may  

– exercise rights under the patent without accounting to 
the other co-owners; and 

– any co-owner can assign or license rights under the 
patent without accounting for profits 
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Ownership -2  
Copyright Ownership Issues - 

• A copyright is owned by the author, unless the work is a “work 
made for hire”, that is: 

– a work prepared by an employee within the scope of her 
employment; or  

– a work specially ordered or commissioned for use as a (1) 
contribution to a collective work, (2) an audiovisual work, (3) 
translation, (4) supplementary work, (5) compilation, (6) 
instructional text, (7) test or answers to a test, (8) an atlas 
AND the parties expressly agree in writing that the work is 
considered a “work made for hire.” 

• Co-owners share profits, unless otherwise agreed in writing 
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Ownership – 3  
• Trade Secret Ownership Issues 

– Unless limited by (1) written agreements, or (2) legal 
obligations (such as Uniform Trade Secret Act), any 
person who has access to the trade secret may, 
without an accounting obligation: 

• use it; and  
• disclose it (thereby destroying value) 

– When “assigning” a trade secret one must carefully 
consider what obligations should be imposed on the 
assignor 

• Destruction of materials?  
• Non-compete? 
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Ownership – 4  
Using improper assignment language may not transfer 

future inventions without further action 
 Present Assignment 

 “will assign and do[es] hereby assign to…” Stanford v. Roche, 
563 U.S. ___ (2011) 

 "hereby conveys, transfers and assigns" (Speedplay v. Bebob 
(Fed. Cir. 2000)) 

 "agrees to and does hereby grant and assign" (DBB Techs v. 
MLB Advanced Media (Fed. Cir. 2008)) 

 Promises to Assign 
 “I agree to assign”. Stanford v. Roche, 563 U.S. ___ (2011) 
 "shall, or shall cause . . .  to Transfer" (Abraxis Bioscience v. 

Navinta (Fed. Cir. 2010)) 
 "will be assigned" (Arachnid v. Merit Indus. (Fed. Cir. 1991)) 
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IP Transferability Issues -1 
 Patent  and copyright license assignment analysis is 

governed by federal common Law not state Law.  
 Unarco v. Kelley Co., 465 F.2d 1303, 1306 ( 7th Cir. 

1972). Everex Sys., Inc. v. Cadtrak Corp. (In re CFLC, 
Inc.), 89 F.3d 673, 679 (9th Cir. 1996) Cincom 
Systems v. Novelis Corp. (6th Cir. 2009) 581 F.3d 
431. 

 There are “limited . . . situations where there is a 
significant conflict between some federal policy or 
interest and the use of state law” that require “judicial 
creation of a special federal rule” of common law. 
O’Melveny & Myers v. Fed. Deposit Ins. Corp., 512 U.S. 
79, 87 (1994).  
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IP Transferability Issues -2  

Licenses are generally considered personal to 
the licensee and not assignable unless 
expressly stated so in the agreement.  

 Allowing the free assignability of patent and 
copyright licenses would “undermine the reward 
that encourages invention.” Id. This is because 
any entity desiring to acquire a license could 
approach either the original inventor or one of 
the inventor’s licensees. Cincom Systems v. 
Novelis Corp. (6th Cir. 2009) 581 F.3d 431. 
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IP Transferability Issues -3 

Reverse triangular mergers may violate anti-
assignment clauses  

 SQL Solutions, Inc. v. Oracle Corp., 1991 WL 626458 
(N.D.Cal., December 18, 1991) holding that a software license 
held by the surviving entity in a reverse triangle merger was 
improperly transferred as the licensee went through a 
fundamental change in its form of ownership 

 Meso Scale Diagnostics, LLC v. Roche Diagnostics GmbH, 
C.A. No. 5589-VCP (Del. Ch. Apr. 8, 2011), Court  refused to 
grant a motion to dismiss wherein it was alleged that a 
reverse triangular merger violated a contract clause 
prohibiting assignment of the contract by operation of law. 
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Using the “Proper” words in a 
license grant 

 Patents:  
 35 U.S.C. §271(a):  make, use, sell, offer for sale, and 

import.   
 Export and Import issues in §271 (f)(1), (f)(2), and (g)  

 Copyrights – §106 - reproduce, prepare derivative works, 
distribute, perform, display and transmit   

 Digital Millennium Copyright Act – circumvention 
 Uniform Trade Act:  Access, Use & Disclose 
 Trademarks are more fuzzy: "use"   
 Licensee Solution: consider using the catch all phrase 

"and otherwise practice any rights"  
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Not Using a Confidentiality 
Agreement 

 Some courts have ruled that in the absence of express 
confidentiality obligations, a confidential relationship 
doesn’t exist between a licensor and a licensee.  See 
Seatrax, Inc. v. Sonbeck Int’l, Inc., 200 F.3d 358 (5th Cir. 
2000).  
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Perpetual Irrevocable Licenses 

 Nano-Proprietary Inc. v. Canon Inc. et al., Case No. 07-
50540 (5th Cir., July 25, 2008) 
 Licensee was granted a "perpetual" "irrevocable" 

patent license  
 Licensee violated agreement by granting sublicense  
 5th Circuit reversed district court decision that 

agreement was terminated due to a "material breach" 
by the licensee  

 Drafting Tip:  Explicitly identify the grounds, if any, 
under which the "perpetual" license can be terminated  
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Indefinite Term Licenses  
Trient Partners I Ltd. v. Blockbuster Entertainment, Inc., 83 F.3d 704 

(5th Cir. 1996) 
 License Agreement was to “continue indefinitely … until terminated 

in accordance with the provisions hereof.”  
 Agreement allowed termination for:  non-curable defaults, 

bankruptcy, death, or improper transfer.  
 Court concluded that termination provision was a “mere 

transcription” of the universal rule that contracts are terminable upon 
a material breach and that the four termination conditions “do not 
limit the duration of the License Agreement or make its duration 
determinable in any real or concrete way.” 

 Because the license agreement “(1) expressly state[d] that it will 
‘continue indefinitely,’ and (2) [wa]s confined in time only by 
‘termination provisions’ which contain conditions that are likely never 
to transpire,” the contract was of indefinite duration and therefore 
terminable at will.  
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Damage Exclusion Clauses  
 Piper Jaffray & Co. v. SunGard Systems International, Inc., 

No. 04-2922, 2007 U.S. Dist. LEXIS 11399 (D. Minn. Feb. 16, 
2007). 
 Consequential damage exclusion clause in software 

license limited the software owner's copyright infringement 
claims arising from the customer’s unlicensed use of the 
software following termination of the license agreement.  

 Court rejected the argument that the copyright 
infringement claim arose outside of the agreement and 
was therefore not limited by the consequential damage 
exclusion clause contained in the license agreement.  

 Court held that since the software company was seeking 
indirect damages based upon the customer’s unlicensed 
use of the software, such damage claims were barred by 
the agreement’s prohibition on consequential damages.  
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Bankruptcy Issues  
 U.S. Bankruptcy Law 365(n) provides protection to licensees 
 If licensor goes bankrupt, licensee can continue using 

rights 
 Escrow Issue:  U.S. Bankruptcy Law likely prohibits exercise 

of springing license grant  
 Potential Solutions  
 Letter of Credit 
 Security Interests  
 Bankruptcy Remote Vehicles 
 Escrow (with present grant of rights to use materials upon 

release) 



Online IP Issues 
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Domain Name Selection 

 Anticybersquatting Consumer Protection Act of 1999 
 Authorizes action if: 
 Identical or confusingly similar domain name 
 Registration, use, or trafficking; and 
 Bad faith intent to profit. 

 Authorizes statutory damages of up to $100,000 per 
domain name. 

 ICANN Uniform Dispute Resolution Policy 
 Arbitrator may transfer or cancel domain name when: 
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www.aolsucks.com 
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PETA.ORG 
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Playboy Playmate 

playmate, playboy, 
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Meta-Tags 

 Brookfield v. West Coast Entertainment 
 Use of the trademark “MovieBuff” in a meta-tag script 

causes “initial interest confusion” 
 Momentary confusion is sufficient to justify a finding of 

trademark infringement 
 Playboy v. Terri Welles, Inc. 
 Use of “Playboy” and “Playmate” names in meta-tag script 

was not trademark infringement. 
 Descriptive use does not equal use as a trademark. 
 Prominent display of disclaimers defeats claim of 

infringement 
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Key-Word Buys 

 Several recent lawsuits have been filed in light of Google key-
word advertising policy 
 Some decisions generally permit key-word buys, See, 

Network Automation v. Advanced Concept Systems, Inc. 
(9th Cir. 2011)  

 Others do not. See, CJ Products LLC V. Snuggly Plushez 
LLC, 2011 WL 3667750 (E.D.N.Y. Aug. 22, 2011) (court 
enjoined defendant from buying advertising for key word “Pillow 
Pets”) 
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Linking and Framing -1 

 Links & Framing 
 Copyright Issues 
 Trademark Issues 
 Permissions 
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Total News 
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Linking and Framing -2 

 Types of Hypertext links that can create legal issues 
 Linking page uses text or images from the linked page that 

are protected by trademark or copyright - unless fair use 
applies  

 Linking Page links to an internal page rather than the 
“home page”  
 Ticketmaster v. Microsoft 

 Linking Page links to a page that contains defamatory 
material or displays infringing works 

 Use of Thumbnails is “fair use” Kelly v. Arriba Soft Corp, 
2002. 
 “fair use” is “fair use” even when copying is involved 



Privacy Issues 
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U.S. Privacy - 1 

 U.S. Approach 
 No comprehensive data protection laws 
 Commercial use of personal data unrestricted, unless 

covered by  
 A sector specific law (HIPAA, GLB, FCRA) 
 A law targeting a specific harm 
 COPPA, restrictions on use of SSNs 

 A contract or privacy promise 
 Identify theft is the biggest concern 
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U.S. Privacy - 2 

 Exemplary Federal Statutes and Regulations 
 Fair Credit Reporting Act -- 15 U.S.C. § 1681 
 Gramm-Leach-Bliley Act --  15 U.S.C. § 6801 
 Health Insurance Portability and Accountability Act -- 42 U.S.C. § 1320a 
 Federal Trade Commission Act -- 15 U.S.C. § 1681 
 Electronic Fund Transfer Act -- 15 U.S.C. §1693 
 Right to Financial Privacy Act -- 12 U.S.C. §1384 
 Children’s Online Privacy Protection Act -- 15 U.S.C. §§ 6501- 06 
 Electronic Communications Privacy Act -- 18 U.S.C. §2701 et seq. 
 Federal Wiretap Act -- 18 U.S.C. §2510 et seq. 
 Computer Fraud and Abuse Act -- 18 U.S.C. §1030 et seq. 
 Communications Decency Act -- 47 U.S.C. 230 
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U.S. Privacy - 3 

 State by State Regulation 
 Laws vary by state, and may include: 
 Deceptive Trade Practices Act 
 Electronic Eavesdropping Act 
 Anti-Harassment Act 
 Right to Privacy Statutes 
 Industry-specific statutes, e.g. insurance, medical records, 

banks, human resources or personnel records, and others 
 Several States are implementing new laws on a frequent 

basis 
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U.S. Privacy – 4 

 Exemplary California Notification Law  
 Applies to persons and businesses conducting business in 

California who own computerized data containing personal 
information. 

 Must inform any resident in California of a security breach 
in which that person’s personal information is reasonably 
believed to be disclosed to an unauthorized person. 

 Notification must be made in the “most expedient time 
possible and without unreasonable delay,” except where 
law enforcement authorities request delay. 

 Allows private rights of action 
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EU Restrictions on Data Transfer 
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EU Data Protection Laws -2 
 EU Data Protection Laws Issues 
 Rule: Data must not be transferred to countries outside 

the EU that do not offer an “adequate level of protection” 
 Currently only: Andora, Argentina, Canada, Faroe 

Islands, Guernsey, Isle of Man, Israel, Jersey, New 
Zealand, Switzerland, Uruguay. 

  Exceptions: 
 ask permission from every “data subject” involved 
 for US - Dept. of Commerce “safe harbor” registration 
 EU model contract clauses 
 “Binding Corporate Rules” 
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EU Data Protection Laws -3 

 Legislation makes fundamental distinction between: 
 data controller: party that defines the purpose and the 

means of processing the data 
 data processor: the party performing the tasks 

 Data controller is liable towards the “data subjects” 
 Data controller is obligated to select appropriate data 

processors, and must obtain adequate contractual 
protection from them 
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EU Data Protection Laws -4 

 EU law will apply when: 
 A “controller” is located in its territory; or, 
 When a “controller” outside the EU uses “equipment” 

within the EU territory 
  Applied to cloud computing: 
 using an EU-based data center triggers legal 

compliance obligation 
 Many authorities interpret “equipment” in an extremely 

broad way (e.g., browser cookies) 
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Privacy Policies 

 Recommended elements  
 notice of information collected and how it will be used 
 use of data solely for the purpose for which is was 

collected 
 choice as to how information will be used beyond the 

stated purpose 
 security of data 
 access to data  
 opportunity to correct 
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Acceptable Use Policy 

 Designed to protect company 
 from liability arising from use of its website 
 from inappropriate third party use of intellectual 

property assets on company website  
 from third party liability (claims arising from bulletin 

boards) 



International Overview 
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Practical International Thoughts 

 Assume nothing 
 Due diligence is key – investigate the local law, the other 

party and applicable U.S. law 
 Self help protection first, legal protection second 
 Arbitration over litigation 

 It’s not enough to know the law  
 PSCHITTT GEL - hair styling preparations  
 NOVA - “won’t go” in Spanish 

 Terminate softly 
 It will take 3 times longer to do an international deal 
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Common Forms of Int’l Transactions  
 Manufacturing Agreements 
 Distributor Agreements 
 Sales Rep Agreements 
 License Agreements 
 Franchise Agreements 
 Contracting through foreign subsidiary  
 Joint Ventures  

 Contractual Alliance 
 Formation of jointly owned separate legal entity 
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Due Diligence on Other Party 

 Financial 
 Ethical 
 Quality 
 Public Officials 
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Due Diligence on Foreign Country -1  
 Exchange Controls (Products & Cash) 
 Registration Requirements 
 Intellectual Property Protection  
 Taxes  
 Visas 
 Antitrust/Competition Laws 
 Other Laws (examples)  
 Language Requirements 
 Waste Disposal Laws 
 Company Ownership Restrictions  
 Required Investments (china) 
 Competition Laws  
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Due Diligence on Foreign Country -2  

 Political Risks 
 Stability of Country 
 Risk of Nationalization 
 Risk of Surrounding Repatriation 

 Tax Issues 
 Stamp Taxes and Transfer Taxes 
 Permanent Establishment Taxes Based on 

Transaction Structure 
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Due Diligence on Applicable  
U.S. Laws 

 U.S. Export Controls 
 Export Administration Act 
 Arms Export Control Act 
 Foreign Corrupt Practices Act 
 Patriot Act 
 Committee on Foreign Investment in the United 

States (CFIUS) 
 Foreign Corrupt Practices Act 
 Anti-Boycott Law 
 Other Laws 



Export Control 



© 2001-2010 Peter J. Kinsella 

What are Export Control Laws? 
 Various Federal laws and regulations require 

agency approval before the export of “controlled” 
items, commodities, technology, software or 
information to “restricted” foreign countries, persons, 
and entities.  

 US Government Viewpoint 
 Exporting is a privilege, not a right 
 Activity cannot take place until an export license is 

obtained or it is determined that a license is not 
necessary 

 Every situation is unique 
 Ignorance is not a defense  
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Why do we care about Export 
Control Laws?  -1  

 Certain export control laws may apply to a company’s 
activities here and abroad. 
 

 Failure to comply with export control laws may result in 
adverse publicity, serious criminal and civil penalties for 
the company and its employees 
 

 The U.S. Government has increased enforcement and 
investigations activities after September 11.  
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Why do we care about Export 
Control Laws?  -2  

105 
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The two categories of controls  
(not mutually exclusive) 

1. Examples of control list-based controls (product driven) 
 U.S. Munitions List – International Traffic In Arms 

Regulations (ITAR) 
 Commerce Control List – Export Administration 

Regulations (EAR) 
 Schedule of Chemicals in the EAR 
 Nuclear Equipment Materials List 

2. Activity-based controls (activity driven) 
 EAR General Prohibitions (e.g. proliferation activities 

WMD) 
 Anti-Boycott Regulations 
 Prohibited Parties Lists 
 Trade Embargoes and Economic Sanctions (OFAC) 
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What is an Export? 

 An export is the release or dissemination of any item 
or information from the United States to:  
 Anyone outside the U.S., including U.S. citizens; 

or  
 “Foreign Nationals” inside or outside the United 

States  
 Note that some items and information are excluded 

from some (but not all) provisions of the export 
control laws (e.g. information generally available to 
the public, artistic publications) 
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Who is a Foreign National?  

 A person who is not: 
 A U.S. citizen;  
 A permanent U.S. resident, having a permanent 

residence card (i.e., a “Green Card”); or  
 A “protected person” under 8 U.S.C. 1324b(a)(3), 

e.g., political refugees, political asylum holders, etc. 
 Foreign Nationals include persons such as: (i) foreign: 

students, business people, corporations, trusts, (ii) any 
other group not incorporated or organized to do business 
in the United States, and (iii) any international 
organization, foreign government, or diplomatic entity. 
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What is Technology? 

 Information necessary for the development, 
production or use of a “controlled good”  

 
 Technical Data: blueprints, diagrams, specifications, 

plans, instructions/manuals, engineering designs, 
tables, or formulae written or recorded on other media 
or devices such as disk, tape, read-only memories 
 

 Technical Assistance:  Consulting, instruction 
(including presentations at seminars), skills, training, 
working knowledge 
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Exports can Take Different Forms 

 Hardware: 
 Physical export from the United States 
 Transfer to foreign persons located within the United 

States 
 Software: 
 Physical export - shipping disks abroad or to foreign 

persons 
 Emailing programs 
 Permitting downloads from a website 
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Exemplary Transactions subject to 
Export Control Laws 

 Direct export of a controlled item/technology/information 
 Foreign national access/use of controlled item 
 Foreign travel to a restricted country 
 International and domestic collaborations 
 Publications (that are not generally accessible to public) 
 International and domestic presentations at conferences 
 Conversations involving controlled technology 
 Taking or shipping a controlled item out of the U.S. 
 Exports of technology/information  
 Provision of services to restricted individuals  
 Investing in or entering into contracts involving embargoed 

countries 
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EAR – Ten Specific Categories 
1. Nuclear materials, facilities, equipment research 

(delegated to NRC) 
2. Chemicals and toxins 
3. Materials processing, i.e., making plastics, metals 
4. Electronics development 
5. Computer development and programs 
6. Telecommunications 
7. Information security (encryption) 
8. Sensors and lasers 
9. Navigation and avionics 
10. Propulsion systems and space vehicles 
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What is “subject to the EAR”? 
 any item (U.S. or foreign) in the U.S. or in transit through the 

U.S. 
 any U.S. origin item anywhere in the world 
 any U.S. origin part, component or material which is in a 

foreign item in a quantity exceeding certain de minimus levels  
 certain foreign origin items which were made using controlled 

U.S. origin technology/software in quantities exceeding 
certain de minimus levels and are for shipment to certain 
places (currently Cuba, Libya and D1 countries)  

 certain items produced by a plant located outside of the U.S. 
that is a direct product of controlled U.S. origin 
technology/software and are for shipment to certain places 
(currently Cuba, Libya and D1 countries) 
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ITAR Munitions Control List (“MCL”) 
 Firearms 
 Artillery projections 
 Ammunition 
 Launch vehicles, guided 

missiles, ballistic missiles, 
rockets, torpedoes, bombs & 
mines 

 Explosives, propellants & 
incendiary agents 

 Vessels of war & special naval 
equipment 

 Tanks & military vehicles 
 Aircraft & assoc. equipment 
 Military training equipment 
 Protective personnel 

equipment 

 

 Military electronics 
 Fire control, range finder, 

optical & guidance & control 
equipment 

 Auxiliary military equipment 
 Toxicological agents & equip. 

& radiological equip. 
 Spacecraft systems & 

equipment 
 Nuclear weapons design & test 

equipment 
 Submersible vessels, 

oceanographic & associated 
equipment 

 Misc. articles 
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ITAR  MCL – Exemplary Equipment 

 Example 1: Vaccines, antidotes and medical diagnostics 
specifically designed to protect against or counter 
chemical and biological warfare agents 

 Example 2:  Powerful explosives, propellants and 
incendiary agents (including, e.g., propellants having a 
force constant of more than 1,200 kJ/Kg) 

 Example 3: Global Positioning  System (GPS) that can 
operate at speeds in excess of 515 m/sec (1,000 
nautical miles/hours) and at altitudes in excess of 18 km 
(60,000 feet) or designed or modified for use with 
unmanned air vehicles 
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Office of Foreign Assets Control 
(“OFAC”) Regulations  

 Balkans 
 Belarus 
 Burma (Myanmar) 
 Cote D’Ivoire 
 Cuba 
 Diamond trading 
 Drug trafficking 
 Iran  
 Liberia 

 

North Korea 
Proliferation 
Sudan 
Syria 
 Terrorist 

Organizations 
 Terrorists 
 Zimbabwe 
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OFAC:  Comprehensive Sanctions 

 Applicable to Cuba, Iran and Sudan 
 In general, the following are prohibited under 

comprehensive sanctions programs: 
 Exports (direct or indirect) 
 Imports (direct or indirect) 
 Trade brokering, financing or facilitation 
 Any attempt to evade or avoid the sanctions 

 Applies to most goods, technology & services 
 Limited exceptions may be available from the OFAC, 

such as agricultural goods or humanitarian items 
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OFAC:  Limited Sanctions 
 North Korea 

 Importation of items of North Korean origin are restricted. 
 Assets of certain persons blocked. 

 Burma (Myanmar) 
 Importation of items of Burmese origin is prohibited. 
 Ban on export of financial services. 
 Specific entities are blocked. 
 Exports to Burma are not prohibited, but transactions must comply with 

export control rules and the prohibitions regarding financial services. 
 Syria 

 Ban export of US-origin goods. 
 Requirement to block assets of entities and individuals related to 

terrorism, WMD, undermining reconstruction in Iraq & assassination of 
Prime Minister Harari. 

 Diamond Trading 
 Import and export of rough diamonds restricted. 
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Exemplary List-Based Sanctions 
 Balkans – block property of Milosevic supporters 
 Belarus – block property of persons undermining democratic 

process 
 Drug Traffickers – no dealings with designated traffickers 
 Iraq – sanctions lifted, but assets previously blocked remain 

blocked 
 Liberia – block property of Charles Taylor and his supporters; 

no imports of Liberian timber 
 Zimbabwe – block property of persons undermining 

democratic process 
 Proliferation – no dealings with persons involved in 

proliferation of weapons of mass destruction 
 Terrorism – no dealings with persons or organizations 

involved with terrorism 
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Export Control Lists to Check 
 There are seven lists of prohibited end-users: 

 Department of Commerce’s Denied Persons List 
 Department of Commerce’s Entity List 
 Department of Commerce’s Unverified List 
 Department of Commerce’s General Order 3 to Part 736  
 Department of the Treasury’s List of Specially Designated Nationals and 

Blocked Persons 
 Department of State’s Debarred Parties List 
 Department of State’s Nonproliferation List  

 The lists are available at: 

  http://www.bis.doc.gov/ComplianceAndEnforcement/ListsToCheck.htm 
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When is a License Required prior to 
Export? -1 

 Need the following facts: 
 What is the export classification control number 

(ECCN)? 
 Where is the item going? 
 Who will receive it? 
 What will they do with it? 
 What else do they do?  
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When is a License Required prior to 
Export?  -2 

 Even if the product/information doesn’t require an export 
license based of its ECCN classification, a license may 
still be required if the product/information will be used: 
 By a prohibited individual  
 For a prohibited use  
 By a prohibited country  
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Laptop Issues -1 

 A laptop computer is generally an exception to the EAR 
and ITAR lists of controlled items/equipment 

 Use good practice when hand-carrying a laptop 
computer to a foreign country 

 The laptop: 
 Must remain in exclusive control of the person(s) 

responsible for it at all times 
 Must not be used by anyone in the foreign country 
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Laptop Issues - 2 

The laptop computer exception is not automatically allowed 
 A license is required when a laptop with controlled research 

data or encrypted/proprietary software is hand-carried or 
shipped abroad to a  restricted country and/or to a denied 
person/entity 
 For example: A laptop being hand-carried to any country 

with research data on a “genetically modified organism” 
will currently require a license 
 “Genetically modified organisms” are controlled items 

for chemical, biological and anti-terrorism reasons and 
there are no applicable license exceptions 
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Does an Export Control Issue Exist?  

 Common situations which implicate export controls 
issues: 
 collaborating or contracting with a foreign national 
 sending information to a foreign country or citizen 
 foreign travel 
 work involving technology or devices for use in 

military, security and intelligence 
 work that involves a substantial or dual-use military 

application 
 software or products that utilize encryption  

 

125 



Foreign Corrupt Practices Act 
("FCPA") 
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Recent FCPA Headlines 
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FCPA: Purpose and Background -1 

 Prohibits bribery of foreign officials by U.S. firms and 
U.S. citizens to obtain an improper business advantage 

 FCPA was a reaction to a series of U.S. scandals in the 
1970s and was designed to restore public confidence in 
the integrity of U.S. business 

 For years, the U.S. was the only country to prohibit 
bribes to foreign government officials 
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FCPA: Purpose and Background -1 

Numerous other countries have now passed similar laws: 

 In November 1997, the OECD group that has grown to 
38 participating countries passed the OECD treaty 

 The U.N. Convention Against Corruption also entered 
into force in December 2005 and more than 75 nations 
have ratified the Convention which mandates that 
signatories criminalize bribery of domestic and foreign 
officials 
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FCPA's Two Provisions:  

 Anti-bribery prohibitions 
• DOJ enforces the anti-bribery provisions  
• Prohibits giving anything of value to "a foreign 

government official" in order to gain a business 
advantage 

• Accounting provisions 
• Enforced by SEC 
• Requires U.S. companies (and others) to maintain 

accurate books and records, to report transactions in 
reasonable detail and to have adequate internal 
controls over accounting records and assets 
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Anti-Bribery Provisions 

 Prohibited conduct: 
• Payment (or offer or promise to pay) 
• Money (or anything else of value) 
• To a foreign government official 
• With corrupt intent  
• Directly or indirectly 
• To obtain or retain an improper business 

advantage 
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Foreign Government Officials 
 Foreign government official includes: 
 State-owned enterprises ("SOEs") 
 An officer or employee of a State instrumentality 
 Municipal corporations 

 In addition to foreign government officials, this term also 
includes:  
 Foreign political parties 
 Foreign political party officials or candidates 
 Public international organization officials 

 A private person acting in an official capacity for a government 
instrumentality is considered a foreign official  

 Payments made to private persons are not prohibited the FCPA, but 
may violate local bribery laws and the U.S. Travel Act 
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"Directly or Indirectly" 

 U.S. company liable for payment through third party 
(agent, sales representative) 

 Knowledge 
• Clearly exists when company has actual knowledge 
• Constructive knowledge—awareness of a high 

probability FCPA is being violated by foreign agent 

 Many FCPA violations occur based on indirect payments 
through a consultant or sales representative 
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Obtaining or Retaining Business 

 A bribe paid to advance a business purpose satisfies the 
FCPA 

 U.S. DOJ basically assumes that anything offered to a 
government official will be for a business purpose 
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Manufacturing, Sales and 
Distribution Agreements 

 Strategic issues to consider when 
negotiating agreements around the 

world 
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Agenda  

 Pre-Contract Issues  
 Common negotiating problems  
 Structuring the deal  

 Channel selection issues  
 Important contract provisions 

 



Structuring the Deal  
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Common Negotiating Problems -1 

 Contracts often do not address all of the parties’ 
expectations 
 Why? Because the parties don’t articulate their 

expectations …or know their expectations 
 You cannot allocate risks and obligations until you 

understand them 
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Common Negotiating Problems -2  

 Getting Lost in the Negotiations 
 Too many people negotiating the contract. 
 Rapid turnover of contract drafts. 
 “Email Flurry” 
 Solution:  
 Need to step back and digest what has been agreed 

to…and what has not 
 Need good, clear communication within your company 
 Who is assigned the task of keeping track of the deal 

points?  
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Common Negotiating Problems -3 

 Language Issues 
 In many countries, English is often better spoken than 

understood 
 If you do not speak the language well, it is important 

to use professional interpreters and translators 
 Always have your own interpreter 
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Common Negotiating Problems -4 
 Common China Issues 

 Nothing is ever black or white 
 Chinese often prefer “grey” 
 often no rules or regulations 

 It is important to understanding the Chinese culture, but culture 
is sometime used as a negotiating tactic  

 The concept of “Face” is important   
 Negotiations can be extremely difficult 
   Important to be firm, polite, but prepared to say no 
 Negotiations are often slow and protracted (and may be split 

between groups)  -- Need to maintain patience  
 Contracts and activity move quickly once decisions have been 

made 
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Purposes of a Written Agreement -1 
 Records agreement of the parties 
 Creates rights -- starting point in a dispute 
 Focuses attention of the parties at the outset 
 Important part of building relationship 
 You might have a binding agreement even without a writing (course 

of dealing; exchange of forms; E-Sign/UETA issues) 
 you may not like the terms 

 NOTE: You might not have a binding agreement even with a writing 
(public policy, protective laws)  
 typically in international jurisdictions 

 Legal issues arise in managing your relationships – e.g., parallel 
imports 
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Purposes of a Written Agreement - 2 

 Gaps in contracts: 
 are filled by gap-filling laws and principles (which 

themselves may contain gaps) 
 can and should be detected... before they develop 

into business and legal problems 
 can and should be avoided… 
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Structuring the Deal -1 

 What are you buying/selling? 
 Does it exist already, or does it need to be developed? 
 Are there clear specifications for the product? 
 If the specifications don’t exist, Phase I should be to 

create them 
 Consider reserving the right to accept the specs, and to 

terminate the contract at end of Phase I 
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Structuring the Deal -2 
Specifications 

 Understand what the product/software/service can 
do…and not do 

 Specifications are the basis of your warranty and any 
acceptance test 

 Must be detailed, thorough and complete 
 Do they cover all of the functions that are supposed to 

be delivered? 
  Are the specifications Ambiguous? Too general? 
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Structuring the Deal -3  
Limiting Risk - Buyer 

 As Buyer, limit your risk by: 
 Defining specifications 
 Requiring acceptance test where appropriate 
 Insisting on clear warranties 
 Getting consequential damages (very difficult) 
 Avoiding damage limitations, or making them realistic 
 Know the deal 
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Structuring the Deal -4 
Limiting Risk - Seller 

 As Seller, limit your risk by: 
 Defining specifications 
 Disclaiming warranties 
 Disclaiming consequential damages 
 Limiting the dollar amount of damages 
 Applying these limitations to any type of claim Buyer 

might bring 
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Negotiating Tactics 

 Everything is negotiable, unless it’s not (e.g., required by 
law issues) 

 Know your “hot button” issues – say no early if you need 
to  

 Know the other side’s hot button issues 
  Bring them up early! 

 Keep track of where you are in list of points 
 Clearly state your demands and your replies – don’t 

move the goal posts  
 Be prepared to walk away! 

 



Channel Selection  
Indirect, Direct and the Internet 
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Indirect Channels 

 Shift distribution, marketing and negotiation costs to 
distributor 

 Extend reach 
 Obtain local expertise (particularly important in 

international deals) 
 May provide for quicker growth opportunities 
 May shift export and other international burdens to 

distributor 
 May simplify tax issues 
 May protect company from foreign jurisdiction 
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Direct Channels 

 Better control over marketing and distribution  
 Increased marketing costs 
 May be more profitable 
 Avoid many distribution costs (particularly direct distribution 

over the internet) 
 Provides a direct relationship with Customers 
 May mitigate risk of returns of unsold inventory from the 

distribution channel 
 May complicate sales tax issues 
 Likely to subject company to foreign jurisdiction 
 Beware of EU Channel Conflicts! 



© 2001-2010 Peter J. Kinsella 

152 

Gray Market Issues -1 

 Intertwined with Patent and Trademark Exhaustion  
 Exhaustion doctrine prevents trademark and patent 

owners from controlling downstream activities based 
on their intellectual property rights  
 May be able to use contract restrictions  
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Gray Market Issues -2 

 Exhaustion  
 Generally, a trademark or patent holder may no 

longer control branded goods after releasing them 
into the stream of commerce.  
 Trademark law will not allow a trademark owner to 

prevent the sale of genuine goods bearing a true 
mark even though the sale is not authorized by the 
trademark owner.   
 A distributor who resells branded goods without 

change is not an infringer and thus needs no 
license.  
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Sales Agent vs. Distributor 

 Sales Agent 
 broker-type intermediary 
 does not own the goods they sell 
 compensated by commission 
 can bind the manufacturer to contracts 

 Distributor 
 buys for own account 
 takes title to goods 
 compensated with margin on resale 

 May arise from other arrangements -- e.g., joint development 
agreement, OEM agreement 
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Issues as to Agents 
 Can they be considered employees? 
 Must the agreement be in writing? 
 Can the sales representative handle competing products during the 

representation? 
 Can the sales representative use sub-agents on own initiative? 
 Does sales representative receive commissions on sales in the 

territory, even those made by principal? 
 When must commissions be paid? 
 Can there be a post-termination period of non-competition? 
 Choice of law clause – Can non-EU law be selected? (No) 
 Arbitration as a solution to conflicts ? (Probably not) 
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Issues as to Distributors  
(Freedom of Contract) 

 Competence, especially if regulatory approval required 
 Can they be considered sales representatives? 
 Yes, if fully integrated into principal’s business and 

principal becomes aware of distributor’s customer list 
 Must agreement be in writing? (Generally no) 
 Competing products? 
 Post-termination non-competition clause 
 Choice of law: can choose non-EU law (Warning: 

Belgium) -- evaluate whether that is a good idea 
 Arbitration as a solution to conflicts? (Probably not) 
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Distributor and Agent  
Termination Issues 

 Typically a more significant issue abroad 
 Sales Agents: EU Directive 86/653 (Severance 

Compensation payable) 
 Distributors: Freedom of Contract 
 But, local laws may apply - (e.g. Belgium) 
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Termination of  
Non-U.S. Sales Agents 

 EU law will apply 
 Termination notice period generally 
 One month per year 
 After 5 years, 6 months 

 Termination compensation (“indemnity”) of average 
annual commission based on last 5 years 

 Alternative compensation (an alternative in UK and some 
other jurisdictions) 
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Termination of  
Non-U.S. Distributors - 1 

 Termination notice period 
 contractual, but best practice to allow as long as for Sales 

representatives. 
 possible damages if “reliance” can be shown. 

 Occurs without compensation, except 
 in Belgium or 
 when relationship too similar to that of sales representative 

 Are market disturbances after termination a concern? 
 repurchase inventory? 
 reclaim IP rights? 
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Termination of  
Non-U.S. Distributors - 2 

 Does the business relationship need to be retained in 
another form? 

 Terminate softly 
 Maintain (as) good (as possible) relations 
 The “ex” had extensive contacts with your current 

and future customers; 
 The “ex” is still in the marketplace can create 

“headwinds” 
 Enforce post-termination noncompetition where 

necessary 



Important Contract Provisions  



© 2001-2010 Peter J. Kinsella 

162 

“Give Me Your Standard 
Agreement…” 

 Don’t assume the contract will be enforced as it is written 
 Various legal issues will need to be addressed: 
 Warranty, installation policies, order and acceptance, 

shipping documents, trademark registrations, product 
liability, regulatory issues 

 Get advice on the impact of foreign laws 
 Conclusion:  there is no one size fits all agreement 
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It is Important to Use  
Precise Language -1 

“Bimonthly” 
adjective 
  1. Occurring every two months. 
  2. Occurring twice a month: semi-monthly 
adverb 
  1. Once every two months. 
  2. Twice a month: semi-monthly 
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It is Important to Use  
Precise Language -2 

 “Service Fees will be paid bimonthly.” 
 Avoid ambiguity – say what you mean: 
 “Service Fees will be paid on the 1st and 15th of each 

month.” 
 “Service Fees will be paid on the first day of every 

second month.” 
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It is Important to Use  
Precise Language -3 

 Another Example: 
 “A must consult with B before selling widgets to any 

third party” ... 
 What does this mean?  
 Is it enough that A just asks the advice or opinion 

of B? 
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It is Important to Use  
Precise Language -4 

“Consult:” 
 1:  to have regard to: consider 
 2   a: to ask the advice or opinion of 
    <consult a doctor> 
     b: to refer to <consult a dictionary> 
From: Merriam-Webster Dictionary, http://www.m-w.com 
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It is Important to Use  
Precise Language -5  

“Consult:” 
 1.  to ask the advice or opinion of 
 2.  to seek permission or approval from 
     (a person) for proposed action 
From: Oxford English Dictionary 
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It is Important to Use  
Precise Language -6  

 Where are problems likely to arise?  
 Dates  
 “10/11/07”   
 Is the month or day first? 

 Currency Amounts  
 “1.500”  
 Is it one point five or one thousand five-hundred? 

 “1.500 thousand” 
 Is this fifteen hundred or one million five hundred 

thousand? 
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Whose Law Applies?  

 It depends... 
 on the contract 
 on the choice of law, the place of business of the 

parties, the parties’ intent, the scope of the contract, 
the issues to be resolved, etc.,  

 the governing law is certainly not always the buyer’s! 
 Your contract should never be silent on the choice of 

law! 
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Whose Law Applies? 

 The law governing the contract should be sufficiently 
sophisticated and well-tested to cope with commercial 
disputes 
 

 Will the choice of law be enforceable?  
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Dispute Resolution -1 

 Enforcement Issues 
 Reciprocal Judgment Treaties 
 Arbitration is generally more enforceable  
 New York Convention has been adopted by 144 

countries (see map on Next Slide) 
 Issues that should be considered:  
 Select Language of Arbitration 
 Select Governing law  
 Select Rules and Procedure 
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(New York Convention Signatories) 
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United Nations Convention on Contracts 
for the International Sale of Goods (CISG) 

 
 Applies if:  
 merchants are located in different countries and those 

countries are signatories to the CISG 
 doesn’t apply to non-commercial transactions 

 the parties do not explicitly disclaim application of 
CISG 

 Relates to formation issues and remedies 
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CISG Signatories 
http://www.cisg.law.pace.edu/cisg/cisgintro.html 
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CISG Default Rules 

 The CISG may 
 be read into and form part of your contract, 
 affect your quality, notice and other requirements, 
 interfere with and override your intention, 
 modify and affect what you believed your rights and 

obligations were, 
 fundamentally impact the existence and scope of your 

rights and obligations, and can 
 write your contract for you 
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Parties  

 Is a subsidiary a party to the agreement? 
 Are the goods being shipped through a foreign 

subsidiary?  
 If IP is being licensed…  
 Who actually owns the IP being licensed?  
 How are the rights getting to the end purchaser?  
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Appointment terms  

 Exclusivity 
 Territory -  
 important to limit gray market resale issues 
 if you’ve agreed to allow goods into one EU country 

then you’ve allowed the goods in all of the EU 
 EU Internet sales are not deemed to be active sales 

 Duration of Appointment 
 Non-competition obligation - (EU must be less than 5 

years) 
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Appointment terms (continued) 

 Potential Danger areas under competition law: 
 exclusivity 
 price restrictions / stipulations 
 tying 
 collaborations - joint ventures 
 non-compete obligations 
 post-termination restrictions 
 resale to end users / absolute export bans 
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Price 
 Are payments in U.S. dollars or some other currency?  

 If payments are in foreign dollars, do they need to be converted?  
 How is the conversion rate calculated?  

 How do payments get repatriated?  
 Is prior governmental approval required for currency conversion? 
 Is contract registration required?  

 How can you ensure payment?  
 Prepayment – difficult 
 Letter of Credit – various forms  
 Factorize Accounts Receivable 
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Ordering and Delivery Logistics 

 How does ordering work?  
 Forecasts? 
 Identify minimum lead order times 
 Identify order acceptance procedures 
 What time zone applies to deadlines?  

 Where does title and risk of loss pass?  
 Dictates who has responsibility for export responsibilities 
  Is it delivered when shipped or when it arrives? 

 Consider issues arising from stockpiling of goods and kanban 
delivery mechanisms  
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Delivery Terms 

 INCOTERMS (different versions) 
 A set of 13 abbreviations governing the 

responsibilities of buyer & seller of goods in an 
international contract 

 Each term indicated who is responsible for freight, 
delivery, insurance & customs  

 e.g., FOB = Free on Board = all costs paid up to 
loading of goods on selected ship 

 INCOTERMS web site: http://www.iccwbo.org, look 
for “incoterms” 
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INCOTERMS (2010) 
 
 
 
 
 
 
 
 
 
 
 
 

 Source: http://en.wikipedia.org/wiki/Incoterms 
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Acceptance of Deliverables 

 Issues to Consider 
 Criteria used to determine acceptance  
 Notification of acceptance or defects  
 Process to cure defect  
 What happens if defect cannot be cured ? 
 How are defective products returned? 
 Who pays?  

 Limits on cost to cure 
 Impact on revenue recognition 
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Distributor’s Duties  

 Product promotion 
 Minimum purchase amounts 
 Registrations 
 Prohibition on bribery  
 “Eyes and ears” role 
 Maintaining trained sales and support staff 
 Export control compliance? 
 Customs clearance? 
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Manufacturer's Duties 

 Product development 
 Creation of improvements 
 Training 
 Product support 
 Installation 
 Spare parts 
 Marketing materials 
 Export control compliance? 
 Customs clearance? 
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Taxes 
 Common Types of Taxes 

 Transaction-based taxes (sales, use, VAT, GST) 
 Location-based taxes (property taxes, city/municipal taxes) 
 Taxes on personnel or Intellectual Property (withholding taxes) 

 Relevant factors may include:  
 where the services are being performed which entity or entities are 

performing or receiving the services 
 whether real property, equipment or other personal property involved in 

the performance of services is being sold or leased 
 which entity acquires title to intellectual property 
 whether intellectual property is being licensed or assigned 
 where invoices are rendered and paid and by whom 
 and how invoiced amounts are characterized on the invoices.  

 This is a very complex issue that requires sophisticated planning! 
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Intellectual Property Issues 

 Grant of licenses 
 various requirements depending on licensed property 

and type of relationship 
 Ownership of rights  
 Trademark: First to File vs. First to Use 
 Improvements: Assignment vs. Grant-Back  

 Confidentiality 
 Joint development issues 
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Trademark License Issues 

 Grant clause should explicitly identify the licensed goods 
or services 

 Trademark owner must maintain quality control over the 
licensed goods and services (see next slides) 

 Trademark owner may reserve the right to inspect and 
approve the form and appearance of the mark in 
advertising (this is not quality control) 

 Must be careful to avoid franchise issues 
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Trademark Quality Control 

 Direct Quality Control - License agreement contains 
provisions for direct control by licensor.  Examples: 
 supply of products or ingredients  
 providing precise instructions for manufacturing the 

marked goods or supply the marked services 
 inspection of facilities 
 inspection of product or services 
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Regulatory and Quality Issues 
 Specifications  - Legal and Technical Requirements 
 Legal/Regulatory Approvals 
 Approval of Source of Raw Materials and Change 
 Manufacturing Documentation Requirements 
 Quality Control Testing and Procedures  
 Inspections and Audits  (prime and subcontractors) 
 Changes to Facility/Specifications/Manufacturing Process 

(Notice, Approval Procedure, Price Adjustment) 
 Labeling  and Packaging Requirements 
 Reporting  
 Manufacturing Suspension or Termination 
 Epidemic Conditions (Definition and Procedures) 
 Product Recalls (Notification, Cooperation with Regulatory 

Authorities, Logistics of Product Recall, Costs and Remedies)  
 Failure of Supply (Shortages, Remedies) 
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Trademark/Franchise Issues 

 Franchise Concern: State and Federal Franchise Laws may 
apply if too much control is exercised. Indicia of control are: 
 Licensee is required to sell certain type, quality or quantity 

of product 
 Licensee is required to utilize training manuals provided by 

licensor or follow specified operating procedures 
 Licensee required to purchase ingredients or products 

from designated suppliers 
 Licensee required to advertise or promote its 

goods/services in a specified manner.  



© 2001-2010 Peter J. Kinsella 

192 

Term and Termination -1 

 What is the duration of the Agreement? 
 No fixed term, but terminate on notice? (Dangerous)  
 Be careful - forever is a long time, or contract may be 

terminable at will as courts don’t like perpetual 
agreements 

  Without cause? Or, without cause after first year? 
  Who benefits from a short term vs. long term? 
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Term and Termination -2 

 Be wary of getting into a contract you cannot terminate.  
 Terminate for convenience? 
 Terminate only for “cause”? 
 Define cause 
 Cure period? 30 days? 90 days? 
 Terminate immediately after cure period, or is further 

notice required? 
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Term and Termination -3 

 Automatic renewal provisions  
 Found in maintenance agreements, etc. 

 How much notice is needed before the end of current 
term?  30/90 days? 

 No one remembers to terminate in time 
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Term and Termination -4 

 Effect of Termination  
 Termination fees for early termination 
 sublicense survival? 
 Rights to continue using product 
 Continuing obligations of transition assistance 
 Wind-down period? 
 EU - post termination obligations must not exceed 

one year 
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Allocation of Risk 

 Product Liability Issues 
 Warranties 
 Indemnification  
 Remedies 
 Limitations on liability 
 Insurance 



© 2001-2010 Peter J. Kinsella 

197 

Product Liability Laws 

 Claims can be based on different theories 
 Negligence 
 Strict Liability – liability does not depend on the 

degree of carefulness of the victim 
 Failure of Warranty 

 Three types of defects commonly give rise to claims 
 Design Defects 
 Manufacturing Defects 
 Defects in Marketing (e.g., failure to warn or provide 

adequate instructions) 
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Exemplary Product Liability Laws - 
Europe 

 Product Liability Directive (1988) 
 “The producer shall be liable for damage caused by a defect in 

his product.”  
 A product is defective when it “does not provide the safety which 

a person is entitled to expect,” considering all circumstances  
 Machinery Safety Directive (1993) 

 “CE” Mark may not be applied unless product meets all technical 
requirements 

 Imposes a duty to warn and instruct 
 General Product Safety Directive (1994) 

 Obligates producers to make consumer products “safe” 
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Exemplary Product Liability Laws - 
Other Countries 

 Australia—follows EU Product Liability Directive  
 Taiwan—recent legislation adopts strict liability theory 

 products and services must be “free from any danger to safety or 
sanitation.”  
 Note: stricter than U.S. reasonable danger standard 

 Importers are held to same standard as manufacturer 
 China—Product Control Law.  Product must   

 comply with national and industry standards 
 not pose an "unreasonable danger" to people or property 
 have the “properties that should be possessed by such products,” 

except where explanations about defects have been provided  
 conform with standards carried on the product or its packaging, or with 

the quality indicated by a sample 
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Express Warranties - 1 

 A warranty is “an assurance by one party to a contract of 
the existence of a fact upon which the other party may 
rely” (17A Am. Jur.2d § 410) 

 Generally not duties or rights per se, but statements of 
assumptions made by a party about the facts underlying 
a deal 

 Affirmation can be express or implied 
 Create direct cause of liability in the event the basis of 

the warranty is proven untrue 
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Express Warranties - 2 

 Without a proper integration clause, extrinsic affirmations 
can be made part of a sales agreement 
 Integration clause may or may not prevent fraudulent 

inducement claims 
 Can arise without use of terms such as “warrant” or 

“covenant” 



© 2001-2010 Peter J. Kinsella 

202 

Express Warranties -3 

 Exemplary Types of Express Warranties:  
 Conformance with Specification/Documentation/Sales 

literature 
 Operating Performance 
 Hardware/Software Compatibility 
 Data Conversion/Compatibility/Integrity 
 Documentation 
 Delivery Times/Methods 
 Standard of Services 
 Support and Response Times 
 Lack of Viruses/Time Bombs 
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Warranties - Implied 

 Various countries impose warranties into contracts 
 Title 
 Non-infringement 
 Merchantability 
 Course of Performance 
 Fitness for Particular Purpose 

 Implied warranties arise even if agreement says nothing 
on the subject--that is the nature of an implied warranty 
 Sellers will typically affirmatively disclaim implied 

warranties 
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Implied Warranty of Title 
(1) Subject to subsection (2) of this section, there is in a contract for 

sale a warranty by the seller that: 
 (a) The title conveyed shall be good, and its transfer  rightful; and 
 (b) The goods shall be delivered free from any security interest 

 or other lien or encumbrance of which the buyer at the time of 
 contracting has no knowledge. 

(2) A warranty under subsection (1) of this section will be excluded or 
modified only by specific language or by circumstances which give 
the buyer reason to know that the person selling does not claim title 
in himself or that he is purporting to sell only such right or title as he 
or a third person may have. 



© 2001-2010 Peter J. Kinsella 

205 

Implied Warranty of  
Non-Infringement 

 § 2-312(3) -- Warranty against infringement of third party 
rights 
 “Unless otherwise agreed, a seller who is a merchant 

regularly dealing in goods of the kind warrants that 
the goods shall be delivered free of the rightful claim 
of any third person by way of infringement or the like, 
but a buyer who furnishes specifications to the seller 
must hold the seller harmless against any such claim 
which arises out of compliance with the 
specifications.” 
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Implied Warranty of  
Merchantability - 1  

 § 2-314 -- Warranty of merchantability (if Seller is 
merchant) 
 “(1) Unless excluded or modified (section 4-2-316), a 

warranty that the goods shall be merchantable is 
implied in a contract for their sale if the seller is a 
merchant with respect to goods of that kind. Under 
this section, the serving for value of food or drink to 
be consumed either on the premises or elsewhere is 
a sale.”  

 



© 2001-2010 Peter J. Kinsella 

207 

Implied Warranty of  
Merchantability - 2 

(2) Goods to be merchantable must be at least such as: 
(a) Pass without objection in the trade under the contract description; and 
(b) In the case of fungible goods, are of fair average quality within the 

description; and  
(c) Are fit for the ordinary purposes for which such goods are used; and 
(d) Run, within the variations permitted by the agreement, of even kind, 

quality, and quantity within each unit and among all units involved; and  
(e) Are adequately contained, packaged, and labeled as the agreement 

may require; and  
(f) Conform to the promises or affirmations of fact made on the container or 

label if any.  
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Warranties Implied by Course of 
Performance 

 § 2-314(3) -- Warranties that arise by course of 
performance   
 “Unless excluded or modified (section 4-2-316), other 

implied warranties may arise from course of dealing 
or usage of trade.” 
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Implied Warranty of Fitness for a 
Particular Purpose 

 § 2-315 -- Warranty of fitness for a particular purpose 
 “Where the seller at the time of contracting has 

reason to know any particular purpose for which the 
goods are required and that the buyer is relying on 
the seller's skill or judgment to select or furnish 
suitable goods, there is, unless excluded or modified 
under section 4-2-316, an implied warranty that the 
goods shall be fit for such purpose.” 
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Indemnity 

 The obligation of a party to restore or secure against loss 
or liability another party (in whole or in part) from certain 
types of loss or liability 

 Often used in the place of or to supplement express and 
implied warranties 
 e.g., a Seller disclaims the implied warranty of non-

infringement but agrees to indemnify Buyer from third 
party actions for certain types of infringement 
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Indemnity -- Scope of Obligation 

 What is covered?  
 claims? allegations? final decisions? 
 type of damages? finally awarded damages? attorney 

fees? 
 covered activities 
 simply the existence of the product or software 
 claims directed at the “use” of the product or software 

 what type of intellectual property rights are covered? 
 patents, copyrights, trademarks, trade secrets? 

 What is excluded? 
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Indemnity -- Exclusions 
 Product is manufactured or used in accordance with Buyer’s 

specifications 
 Buyer uses product in manner other than the normally intended 

manner 
 Product is used in combination with products not provided by Seller 

 exception to exclusion - unless such product is normally 
intended to be used with such a product 

 Product is modified or not properly maintained by Buyer 
 Customer's willful, knowing or deliberate infringement of a patent, 

copyright, trade secret, trademark or other proprietary right  
 The use of the Product to produce other materials or equipment 
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Indemnity -- Seller Protection - 1 

 Seller may include certain options that allow the Seller to 
repair, replace, modify (without degradation of 
functionality), obtain a license from third party, or refund 
on depreciated basis 
 Licensee will want to limit the refund option to 

situations where other remedies are not possible  
 Licensee will want to limit the Triggering Event  
 event of a claim 
 reasonable belief that the product is infringing  
 held to infringe 
 use is restricted as a result of a claim 
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Indemnity -- Seller Protection - 2 

 Seller may attempt to limit obligation to amounts “finally 
awarded” 

 Obligation may extend to consequential and indirect 
losses, attorneys’ fees 

 Consider relationship with limitations on liability (are 
obligations of indemnification excluded from or subject to 
limits on liability?) 
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Remedies - 1 

 UCC/CISG provide numerous default remedies (e.g., cover, 
damages, recover identified goods) if not disclaimed 
 Are express remedies the sole and exclusive remedies 

available?  
 Consider whether warranties are cumulative or aggregated 

 Remedies can be set forth expressly in the agreement  
 e.g., repair, replace, re-perform or refund amounts paid 
 What are the time limits? 
 Liquidated Damages  
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Remedies - 2 

 “Liquidated Damages” 
 Contract provision that specifies amount of damages 

in event of breach 
 Damages must have been hard to predict or estimate 

at time the contract was made 
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Limitation of Liability - 1 
Three Categories of Damages 

 Direct (basic measure of damages) 
 Difference between contract price and market price at 

time of breach 
 Incidental damages 
 Costs directly associated with obtaining replacement 

goods (seller’s breach) or selling goods (buyer’s 
breach) may also be recovered 

 Consequential damages 
 Usually lost profits 
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Limits on Liability - 2 
 2 Issues to Consider – Types of Liability vs. Amount of Liability 

 Types of Liability include: consequential, incidental, indirect and 
special damages 
 Exclusion of consequential and indirect damages may favor 

one party more than the other 
 Caps on the amount of liability: 

 aggregate/per incident caps vs. cumulative caps on liability 
 relationship to amounts paid/value of contract 
 total amount paid vs. portion of amounts paid (e.g., “within 12 

months immediately preceding events giving rise to liability”) 
 Liquidated damages vs. caps 
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Limits on Liability – 3 
 Failure of Essential Purpose 

 Courts may not enforce limits on liability if the only 
available remedy fails of its essential purpose 

 Doctrine is driven generally by concern that contracts 
provides at least a fair quantum of remedy for breach of 
the contract 

 Many courts apply two-part test: 
 identify essential purpose of limited remedy 
 identify whether or not limited remedy in fact failed to 

meet such essential purpose 
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Insurance 

 May be contractual or extra-contractual means of 
controlling exposure to liability 

 Contract may require a party to carry certain levels of 
insurance 

 May include obligation to name other party as additional 
insured 

 Parties may obtain insurance on their own behalf to 
protect against liability that may arise by performance 
(Commercial General Liability, Media and Advertising 
Liability, Environmental Liability, etc.) 

 Requires consultation with broker/agent 
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Escrow 

 Some types of contracts may be appropriate for forms of 
escrow 

 Consider software licenses -- if Buyer significantly 
invests in Seller’s technology, Buyer does not want to be 
without recourse in the event Seller fails to perform, goes 
bankrupt or discontinues business 

 Escrow puts Seller’s property at risk of exposure in the 
event of release; protects Buyers from dependency on 
unsupported technology 

 Terms (e.g., release conditions, scope of use, etc.) can 
be negotiated 
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“Force Majeure” Events 

 Parties can bargain for effects of “FME” 
 Consider scope and wording (what is/is not considered 

FME) 
 What form of relief is granted (excused from 

performance, suspension of performance, termination, 
etc.) 

 Disaster Recovery Obligations of Seller 
 Right to cover at Seller’s expense 
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Thanks! 

 
 
 

Peter J. Kinsella 
pkinsella@perkinscoie.com 
303-291-2300 
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