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OVERVIEW
A. What Is ADR?
B. What Are Its Forms?

C. Where Is ADR Applicable?
D. - What Are Its Advantages And Disadvantages?

E. What Should Parties To An IP Contract Consider And
Provide For? :

F. Whither ADR?

WHAT IS ADR?

Alternative Dispute Resolution embraces all forms of
dispute resolution cother than conventional litigation.
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IIT. WHAT ARE ADR's FORMS?

A. ADR encompasses an infinite number of forms. It
is helpful to consider three generic categories.
B. Adjudicative Forms.
1. A conventional adjudicative form is binding
arbitration.
2. Non-binding'arbitratibn may also be an
adjudicative process.
3. Another form is the use of a Court-appointed
Special Master. -
4. In some jurisdictions, "Rent-a-Judge"
procedures are available.
5. A 3d party renders or imposes on the
. contestants a decision -- based on (a) issues
~ formally defined, (b) sophisticated
~positions, and (c) evidence and legal
authorities. S S :
c. Non-adjudicative Forms. {

1.

2.

Negotiation.

Mediation.

‘Mini-trial.

Early Neutral Evaluation.
Summary Jury Trial.
parties themselves to solve their problems.

Not limited by formal pleadings, carefully
adduced evidence or legal authorities.
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Hybrid Forms.

1.

Hybrid forms stretch the spectrum of forms to
infinity. |

Negotiation, followed by mediation, followed

by arbitration is becoming popular.

Mediation followed by last offer arbitration
is effective.

Early neutral evaluation coupled with
mediation has worked.

Ex parte, non-binding arbitration has
succeeded where the parties do not want to
exchange sensitive information.

Creativity is the key. Must fit the forum to
the fuss. -

More thorough discussions and elaborations
regarding the forms of ADR appear in, inter alia -

1.

Plant, "Overview of ADR Procedures", AIPLA
Alternative Dispute Resolution Guide, 1995
r. 3. (A copy of this chapter appears at
Appendix A to these notes.)

Arnold, "A Better Mousetrap: ADR"™, Les
Nouvelles, Vol. XXX, No. 1, March 1995, p.
31.

Arnoid, Patent Alternative DRispute Handbhook,
Clark, Boardman, Callaghan 1991.
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IV. WHERE TS ADR APPLTICABLIE?

A. ADR is applicable to almost any intellectual
property dispute -- even where injunctive relief
seems necessary.

B. . ADR may not be applicable where —= ... ...

a. - A counterfeiter must be nipped in the
bud.
~b. A trade secret must be preserved.
C. Legal precedent is needed.
.d. EMOTIONS are out of control -- ADR may
... be applicable but extraordinarily
difficult to apply.
'C. Specific examples will be discussed. These will

include:

1. .Bihding arbitfation
2. - Non-binding arbitration
'3.  ‘Mini-trial |

4. Mediation
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WHAT ARE ADR's ADVANTAGES AND DISADVANTAGES?

A. Advantages.

1. The parties create and control the solution
to their problem. 1In any ADR proceeding
other than a binding adjudicative procedure,
the solution is not imposed by a third person
who is bound by narrow pleadings. But even
in binding arbitration, parties’ agreement re
process controls the process.

“2. ~ The parties preserve old, or create new,
business relationships, or both.

3. (Qften time and mcney are saved.

4. Cultural differences may be better
accommodated, or reconciled.

B. Disadvantages.
1. . If poorly constructed or managed, ADR may be
counterproductive.
2. Badly planned and managed ADR may inflate

expenditure of time and money and may yieid
unsatisfactory substantive results.

3. May be undermined by party not acting in good
faith. But even then, other party (or both
parties) may acquire better understanding of
issues, risks, rewards.
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VI.

WHAT SHOULD PARTIES TO AN IP CONTRACT
CONSTIDER AND PROVIDE FOR?

Some Key Issues

1st Arbitration

" 2d Mediation

L.

Arbitration.

Arbitrability and Enforceability

a. = U.S.

(1)

(2)

(3)

Virtually all IP issues are
arbitrable.

Query increased damages.

Plant "Intellectual Property:

 Arbitrating Disputes in thé United
" States", Dispute Resolution Journal

of the American Arbitration
Association, July-September 1995,

'p. 8 (A copy of this paper appears

as Appendix B to these notes.)

b.  Elsewhere.

(1

*

Convention")

Art. V.Z2.

Important to understand local laws,
local public policy and the New
York Convention.*

_ of the 1958 Convention On The Recognition And
Enforcement Of Foreign Arbitral Awards (the "New York

provides:

"Recognition and enforcement of an arbitral award may
also be refused if the competent authority in the
country where recognition and enforcement is sought
finds that:

m (a}

the subject matter of the difference is not
capable of settlement by arbitration under

(continued...)
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(2) Important to distinguish between
{a} government granted or
registered rights and (b) private
rights.

(3) congider an arbitration clause that

- focuses on --
(a) Private rights
{b) " International Commerce

(¢} Arbitrator may consider [IP
issue] but is not empowered to
declare whether IP wvalid or
not valid, enforceable or not
enforceable, etc.

{(d) Neither the award nor any
statement by the arbitrator
shall be regarded as a
declaration of validity or
invalidity, etc.

{e) Award may determine what acts
one party may or may not
undertake vis-a-vis any other
party, but not re a non-party.

{(4) See discussion in Plant, "Drafting
- for Confidentiality, Arbitrability
and Enforceability in Intellectual
Property Agreements," ALI-ABA
Course Materials Journal, June
1987, p. 51 (A copy of this article
appears at Appendix C.)

% (...continued) ' _ |
S ~ the law of that country; or

"(b) - the reCognitioh:dr enforcement of the award
‘would be contrary to the public policy of
that country." C '
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2.  Arbitration provisions to consider.*
o a. Administered v. ad hoc arbitration.

b. Issues to be resolved.

”(1),,IP"issueéQ
- {2) Related issues.
c. Arbitrator(s).

(1} Number.

(2) Qualifications.
‘.(3).iSelection process.
”(4)_EPartyfappointed.

{a} interview process
 (b) neutrality
d. Schedule; commitment
~e.  Venue.
:(1) Neutrality.
‘(a)_jtransnational disputes
(b) cultural differences

(2) Availability of witnesses and
documents.

* These and other provisions are discussed in various
places in the literature, e.g., Plant, "Arbitration And
Intellectual Property Disputes™, Euromoney Publications PLC,
Managing Intellectual Property, June 1996 (a copy of this
paper appears at Appendix D); Arnold, "A Better Mousetrap:
ADR", supra; Plant, "Arbitration And Arbitration Clauses,"
Intellectual Property Counselling And Litigation, Vol. 2,
~Ch. 20, Matthew Bender, 1994; CPR, Arbitration, 19294; CPR,
Model ADR Procedures, "Alternative Dispute Resolution In
Technoclogy Disputes,™ 1993. . =
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f. Discovery.
g. Confidentiality.
(1) During proceeding.
(a) Rules
- {by Parties’ agreement
‘(c) Award enforced as Protective
Order
{2} . Post-proceeding.
{a) Enforcemént of arbitration
award
(b)y § 294(d} & (e)
h. Remedies.

(L) Monetary.

(a) Compensatory.
(b) _Punitive.
(c) Currency
{2) Other.
{a} Injunction.
..(b) Specific performance.

(c) Provisional.

(i) Emergency relief an issue
" in IP matters.

(ii) Most arbitral
administrative
organizations cannot

constitute a panel on the

required short notice
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(iii) U.S.: ancillary aid of
Court

(iv) WIPO: contemplating “24
hour" service

Applicable rules.

. .Governing law.

(1) . Arbitral.
(2) Substantive.
Language;

Form of award.

(1) Win/lose.
(2) Reasoned.

{a)--Collateral estoppel énd res
judicata '

(b} § 2%4{c) re modification
{c)i Motions to vacate or modify
(d) Road map

Recoursé.

'(i)_ Enfecrceability.

(2) Challenge.

(3) Modification.

.:arbitration law.

U.S. Arbitration Act, 9 U.S8.C. §8 1 et

. seq.

Uniform Arbitration Act enacted in a
.large majority of states.
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. State statutes re international
arbitration.

d. 35 U.S.C. § 294.*
(1) & 284(a).
(2) 8§ 2%4(b).
(3} & 294 (c}.
(4) § 294(d) and (e).

‘e, 35 U.S.C. § 135(d) .**

4, Various rules.***
- a. -AAA,
{1} Patent.

(2) <Commercial.

(3) Large, complex.

{(4) International.

b. CPR.

(1)  Rules For Non-Administered
Arbitration Of Patent And Trade
Secret Disputes.

{2) Model Agreement For Ex Parte
Adjudication of Trade Secret

Misappropriation And/Or Patent
Disputes.

(3) Non-Administered Arbitration Rules
- And Commentary.

* 35 U.S.C. § 294 is reproduced in Appendix E.
** 35 U.5.C. § 135(d) is reproduced in Appendix F.

***  Specimens of some rules will be available at the
lecture.
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(1)

LCIA

{1)

{2)

(3)

UNCIT

(2)

U.s.

Model Procedure For Mediation Of a
Business Dispute.

Model Minitrial Procedure.

-. Mediation Rules.

Arbitration Rules.

Expedited Arbitration Rules.

. 24 hour rules under consideration.

Rules of Conciliation.

~Rules of Arbitration.

Revised effective January 1, 1998
Pre-Arbitral Referral Procedure.

Neot adeguate for emergency relief

Arbitration Under LCIA Rules.
Under revision

Arbitration Under UNCITRAL Rules.
Cbnciliation under UNCITRAL Rules.

RAL

,”Mbdel law adopted in various

countries.
Non—adminiStered arbitration.

Courts.

Each U.S. District Court has ADR

rules or practices.
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B.

Mediaticn

1. U.S.
a.
b.
c.

(5) Vary from court to court, e.g.

(a) SDNY: rules re mediation.

(b) EDNY: rules re arbitration,
mediation, early neutral
evaluation,

(c} DNH: ADR considered at
preliminary pretrial
conference; various ADR
procedures available. Not
~formalized in local rules.

{d) See tabulation in AIPLA ADR
Guide, 1995,

v. elsewhere.
Mediation.
Conciliation.

Mini-trial.

S5ix phases.

e.

Getting to the table.
Preparatibn.

Inifial sessions.

(1) Joint_session.

(2) Private caucus.

‘Subsequent sessions.

The "End Game".

Post-mediation.

A more detailed outline appears at Appendix G

to these notes.
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VII.

WHITHER ADR? .

A,

In the United States, the impetus to apply ADR
stems from many quarters --

i.  Courts.

2. Clients.

' 3,T' Legislation.
' 4; “Prdfeésional responsibility.
‘Elsewhere in the world, the impetus varies —--

1. _Arbitration in international commercial

disputes.
2. Conciliation in Asia.
3. Mediation in”Europe;
Disputants will‘iﬁcreasingly enjoy the bénefits of
ADR 1f it is understood, constructed and utilized

intelligently.

ADR will wither if not understood, constructed or
utilized intelligently.

Many matters must be litigated.

1. But statistics show more than 90%, maybe more
than 95%, of IP lawsuits are settled before
trial.

2. With this fact, together with the high cost

of litigation in terms of 3, emoticn, time
and other resources; it makes eminent sense
‘to consider ADR earlier rather than later,
and to encourage .the parties to put their
dispute behind them and get on with their
customary businesses.

3. As counsel we must be informed AND we must be
ready and able to recommend and to utilize
ADR. - '

07/06/98 12:45 pm
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OVERVIEW OF ADR PROCEDURES

L INTRODUCTION
.' - Alternative Dlspute_ Resolution (ADR) techniques generally fall into two

B categones (1) adjudicative and (2) non-adjudicative. These are not crisp categones, ‘because
" " often the process of finding a solution to'a problem will embrace both categories -~ typically,
when the process flows from a non-adjudicative state to an adjudicative state or vice versa —
resulting in a hybrid process.

- This short overview touches on some issues t.hat deserve attentxon ln respect of
ca few specxﬁc ADR teehmques

I ADJUDICATIVE PROCESSES
:AA..: Aﬂhuunau

s ' Among adjudlcanve ADR techxuques, arbltranon usually rises to the top of the
list. For many years, arbitration has been utilized in the United States to resolve licensing
disputes concerning intellectual property rights. Of course, since 1983, binding arbitration of
all issues relating to United States patents, under appropriate circumstances, has been sanctioned
under 35 U.S.C. § 294. Arbitration of other intellectual property issues, including validity and
- enforceability, seems to be generally sancuoned by the Jud:cxary. absent specxﬁc contractual or
- legislative restrictions to the contrary :

Arbitration may be binding or non-bmdmg (Non-bmdmg arbm'auon, while
~adjudicative insofar as the specific arbitration proceeding is concerned, may be part of a larger
--non-adjudicative process.) Arbitration may be the result of an agreement between the parties,
or of an initiative by 3 court, Arbitration may be administered by-an institution and subject to
the institution’s rules’, or it may be administered by the parties subject to rules the parties
-~ create, ‘of it may reflect elements of both. Even in administered arbitrations, it is not unusual

- for the parties and the arbitrator to agree to depart from the admlmstmuve msbtutlon s

published rules.

An arbitrator’s decision is embodied in an award. If a party is concerned about
~ collateral estoppel effects of an award or other adverse commercial effects (e g., providing a
- .road map as o how not to infringe), a reasoned award may not be desired. "Also, conventional
“wisdom suggests that a reasoned award may be more suscepuble to modlﬁcanon or vaeanon by

. “..a-court than a bare "win-lose" award

Because arbitration is usually the product of an agreement between the

- the parties can set the course of the proceedings, specify issues, fix-time limits and define the
- scope of the arbitrator's :authority. A full understanding by counsel and client, and the
~"arbitrator, of these dimensions and their- 1mphcanons is necessary to the: efﬁcxent expedmous

- and equitable use of arbitration.

The right to appeal an arbltr.mon award is limited by leglslanon and by judicial
" opinion’. That right may be modified by the parties, e.g., enlarged so that the Court performs
+* -a more typical role in ascertaining whether findings of fact are cleerly erroneous of 00"‘31“310“3
of law are correct.’ , .

APPENDIX A
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Many of us on many occasions have urged that 2 fundamental requisite of
arbitration is a seasoned arbitrator, available when needed, willing and abie to move the
proceedings forward, and dedicated to efficiency and fairness. Arbmanon has sometimes
received bad press, oceesmnally tecause an arbitrator appeared to split the baby (perhaps an
exaggerated impression in many cases). - But a more severe <:awback may be an arbitrator’s
- permitting the proceeding to expand and to absorb as. ‘much time, energy and money as the

i -complex litigation it was ~expected to supplant (a matter of substantial concern.and severe

. consequence). Fortunately, this result is not at all inevitable or even hkely lf the arbltrator is
selected with care. _

L - The disclosure requirements of 35 U.S.C. § 294(d) and (e) have sometimes been
invoked as discouraging the use of arbitration to resolve patent disputes. -This does not seem
entirely sound in light of the need to file in court an arbxtranon award whenever the award is

challenged or judgment is sought on the award.

Arbitration has worked, and efficiently and effectively so, in intellectual property
disputes. It has been utilized in lieu of litigation and in lien of Patent Office adjudication. It
- can continue to work, especially if. counsel and chents recogmze that arbltratzon can be ta:lored

o _~_-to fit the:r spec:ﬁc needs.

B.. : Other Techmques

: A neutral fact ﬁnder ora neutral legal expert may be engaged to rule ona
Speclﬁc issue. As with an arbitrator, the terms and conditions on which the neutral’s work is

undertaken are negotiated by the parues and the neutral

o Also, a pnvate tnal ("rent-a-Judge") may beagreed upon Here, a “judge” (often
L a former jurist) presides and judgment is ultimately entered in a court. Where sanctioned by
:-_,.local Ieglslanon the private Judgment may be subject to. appeal in. the: local court system

_ - Another technique is a proceeding before a specla.i master appomted by a court
.pursuant to Rule 53, F.R.Civ.P. Substantial intellectual property: dxsputes have been prended

over by special masters.
- MII. . NON-ADJUDICATIVE PROCESSES

R Non-a.d]udlcanve processes ty'plcauy focus on: a1d1ng the parties themseives to find
a soluuon to'a preolem.  Flexibility, participation-and control by the parvies: themselves are
hallmarks of such processes. Importantly, the opportunity to:preserve or to create business
relanonshxps is presented by non-adjudxeauve proccsses

S Among the non-adjutheauve processes employed in mtellectual property disputes

C.oare medlanon mini-trial, early neutral evaluation, summary jury trial,- and many variants on
. these themes. Each of these is a form of facilitated negotiation in which the parties participate

directly. (Of course negotiation itself is a non-adjudicative dispute . resolution process.

_ Negonatmn per se is not explored in depth in this Guide.)
Each of the four processes we discuss here has been used so often that counsel

- and clients need not reinvent the wheel.  Many forms of model. rules and actual agreements

have been drafted and disseminated.
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A. Mediation

In medlanon, a neutral mediator facilitates communication, negotiation and

resolution by the parties. The mediator attempts to help the parties understand their own and
their adver<ary’s real needs and real interests, articulate those needs and interests, and create

.a m_utually:' beneficxal formula for meeting the needs and interests.

'The mediator may express a view on the merits if requested by the parties.

However man ‘practitioners are concerned that i so doin _%the mediator may appear to have
‘ ”compronnsed e mediator’s ability to facilitate problem $0

ving in an even-handed manner.

Also, the mediator may caucus privately with each party and shuttle between the

' parties, In_so domg, it is imperative that the mediator preserve in confidence any information
- learned from a party which the party does not want disclosed. Because some practitioners view

private caucuses as creating concern in the absent party as to whether the mediator is somehow
being tainted by the adverse party’s private remarks, some mediators attempt to conduct the
entire mediation without private caucuses, i.c. with all substantive communications between the

| _medxator and a party occurring in the presence of ail parhes

“Itis cnucally 1mportant thata representanve of each party with authority to settle

" (i.e. an mdmdua.l party or an officer of a corporation) be present throughout the mediation.

This includes, importantly, interested but unnamed parties, such as an insurance carrier or a

_ _hcensee Medxanon will hardly ever be successful if this condition is not satisfied.

Fmally, the background trammg and expenence of a medxator is 1mportant.

' Medlators are not born. Litigators and judges may be skilled at litigating and judging, but

not always at mediating, Training is a virtual necessity to enable a mediator to

competently. The mediation process is so different and so fluid in comparison with an
“ adjudicative process, the mediator must have training so as to be fully prepared to assist the

parties.

Mediation has worked effectively in resolving intellectual property dxsputes It
has worked in large, complex cases and in smaller cases. It has worked early in the life of a
dispute as well as later in full-blown lmgsatlon It appears to be burgeomng as a well accepted

alternanve to full-time, all-out lmgauon

B. M. .. = .

Muumals are well-lmown in the intellectual property field. Indeed, the very ; first

minitrial in the United States is widely regarded has having occurred in 1978 in a patent
_infringement dispute between TRW and Telecredn.

A rmmtnal is a kind of facilitated negotiation in which a panel compnsmgparty
representatives authorized to settle and (usuaily) a neutral, hears arguments by each party’s
counsel and immediately confers in an attempt to settle the matter. The settlement discussions
are facilitated by the neutral who acts very much like 2 mediator. The presence of a neutral

_is uysually a plus, if not a sine qua non. . The presence of authonmd representauves of all
interested parties is essential. _ . _. _ .




C.  Early Neutral Evaluation
Early neutral evaluation is usually a court-annexed procedure Invented in the

'_ Northern sttnct of Cahforma this procedure has en;oyed commcrcml success in va~~ve« agther

- complex case.

IV. END NOTES

arbn:rator

Typlcally, after the plmdmgs are ciosod a respectcd ncutral hears argument by
counsel, attempts to assist the parties in negotiating a settlement, renders an opinion on the

- merits, and in the absence of settlement, assists in working out a pretrial schedule. Like
‘mediation-and minitrials, it is imperative that a representanve from each interested party with

authority to settle attend early neutral evaluation sessions.
~ Early neutral evaluation has been successful both in sctt.lmg intellectual property

' -dxsputcs and in assxstmg parties and courts m dcvclopmg and Implcmcntmg dx*'covcry
 schedules.® S - LT _ B

R Summa:y Jury Trial

Summary jury trials also have been uscful in ass:stmg ‘parties to mtcllectua.l
property actions resolve their differences. Judge Thomas Lambros in the Northern District of

* Ohio is credited with ongmatmg this process. It has bcen used hundreds of times in that district
fandclscwhcrc o o o o _

Thc same cast of characters as in a minitrial participates -- plus' a judge and an

‘empaneled jury. Counsel argue to the jury, and the jury deliberates and renders a verdict, all
~in a short time (e.g. a day). Immedlatcly upon hmng thc Jury 'S vcrdtct the parties. confer
- wnh the objecnve of rcsolvmg thc dlsputc e S o

Summary Jjury tnals oftcn occur on thc cve of a long Jury tnal m a large,

A.'_ Hybrxd Pmcesses

" Many combinations of the foregoing processes, and ‘variants of the processes,
nave been utilized in resoiving inteilectual property disputes. Partes have provided for
negotiation, followed by mediation, followed by arbitration. Parties have agrood to mediation,
and having mediated to close toa solut:on have agreed to put the remaining issues to an

'I‘he literature is rich, as is the cxpencnce of some pmcutmncrs w1th creative

_ tcchmques for encouraging and cnabhng parties to solve thetr problems

B, Gettmg Ta The Table =~ = | | |
Persuadmg pames to talk has becn a recurring issue, A pre-dxsputc ADR clause

“has poscd httlc problem. A post-dispute suggestion of ADR may once have posod a far more

serious problem. But that day is almost over.

No longer does a proposal of ADR by one party to another signal weakness or
lack of confidence. ADR is too well-known. Hundreds of corporations have signed the CPR

4




P
; )

corporate pledge. Hundreds of law firms have signed the CPR law firm pledge. Professional
associations encourage, if not compel, counsel to be familiar with and to consider ADR. Evety
United States District Court provides for some form of ADR in its rules or its procedures®, It
is simply a matter of fundamental professional responsibility for counsel to consider * ™%

-~ -without fear-of waiving-the white flag-and without mfemng an. adversary who. pmposcs ADR_ ...
'is waiving that flag.

So with the psychological barriers receding, what does counsel or a ?a.rly do

| absent a court order? - Counsel can call counsel, simply as a matter of professional

responsibility, to explore the prospects of ADR. Management can call management, because
both know the cost of litigation, or because both know the court will encouragc, if not order,
ADR. These communications can occur at any time - e.g. during early negotiations, when a

complaint is filed, on the eve of arguing a motion, on the eve of trial, during trial or after trial.

Of course, if it is a bct—your-busmess case, emotions are runmng high, a
precedent is needed, a licensing program 1s to be protected, truly irreparable harm is about to
occur, or strategic hugatmn is otherwise an imperative, the parties may never get to the table.
Some issues must be litigated. ADR will not solve every problem between all parties. -

+ .G Finding A Neutral

The importance of engagmg a competent neutral shines through the fabnc of each
ADR. process How to find such a neutral is thus a critical quesnon :

At the outset the parties must understand the issues on which they dlsagree and
must become informed as to the pros and cons of various procedures (including litigation) for
resolving those issues. If an adjudicative process other than litigation is settled on, one
of neutral should be considered. If a non-adjudicative process is chosen, another kind of neutral
should be considered. The adjudicator is the decisionmaker. In contrast, a mediator is a
facilitator of decisions made by the parties, not by the mediator.. o

" ~ Training and experience are important in all cases. Although it may be (and has
becn) possible for a litigating attorney or a retired judge to serve effectively as an arbitrator
without training, it is imperative that a medlator or other facilitator have been tramed

Various organizations, €.g. AAA, CPR and WIPO, maintain rosters of potential
neutrals. The organizations cited keep themseives informed as to the background and
experience of each person on.their rosters. - It is usually salutary for a party and its counsel to
communicate with more than one such organization as to the people that organization would
suggest as qualified. It is always important for client and counsel to mvestxgate thoroughly the
training and expcncnce of a potential candldate

Also, it is imperative that each potential neutral commit lurnsclf or herself to
discharging the duties-and responsibilities of the engagement in timely fashion.

D. Whither ADR And Intellectual Property?

Since the 1978 TRW - Telecredit minitrial in our field, ADR has been tentativel
explored here and skeptically utilized there, until perhaps the last half dozen years during wi
many forms of ADR have been enmusxastxcaily explored and confidently utilized. The signs
of the times suggest even wider and more creative applications of ADR. We should all be fully

prepared.

e e
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~ In the absence of contract language to the contrary, all intellectual
property issues appear to be the proper subject of bind:ng arbitration in

the United States.

This article will discuss such subjects as patents, copvrights, trade-
marks and federal antitrust and securities laws pertaining to these

issues.

Patent Arbitration

_ Until 1983, L'.5. courts generally .
refused to order binding arbitration of
issues as. to patent validity and enforce-
ability. Such patent law issues were said
. to 'be “inapprcpriate for arbitration pro-
~ceedings and should be decided by a
court of law, given the great public inter-
est in challenging invalid patents.”!
However, with the enactment of 35 U.S.C.

law is no longer in question on this

ground. Voluntary, binding arbitration of

‘patent validity, enforceability and

Section 294.
Similarly, with the addition of

Subsection (d) to 35 US.C. § 135 in 1984,
part:es to a patent interference may also
“determine such contest or any aspect
thereof by [binding| arbitration.” Section
135(d) reserves to the Commissioner of
Patents and Trademarks the right to
determine patentability.-
~ Section 294(b) provides inter alia that
all patent defenses under 35 U.S.C. § 282
. “shall be considered by the arbitrator.if
raised by any party to the proceeding.”?

Express inclusion of these defenses in .

Section 294 has foreclosed any serjous.
fépresentations as to source, An [TC

question as to the scope of patent issues
properly subject to binding arbitration. In-
short, virtuallvy every defense to a claim
under a LS. patent mav be the subject of
binding arbitration under Section 294.
These defenses include issues as to

title, as well as validity and enforceabili--..%

tv, including unenforceability issues
based on patent misuse or other antitrust
grounds. As for title, in Scan-Graphics, Inc,
v. Photematrix Corporation,® the district
court noted, without reservation or other
comment, that it was “likelv that the
California arbitrators, while addressmg
the validity and scope of the 1987
Agreement, will also address whether
there has been a transfer of rights to one
or more claims of the patent by virtue of
the agreement.”
Interestingly, Section 294
invoked in Warner & Swasey Co. v
saloagnon Transferica.® An exclusive
licensing agreement provided that anv

wWas

action tor breach ot contract would be
brought in Italy. The District Court cited
-Section 294 in rejecting plaintiff's con-
tention that patent:intringment claims
may be heard onlv by U.S. district courts.*

" The Court of Appeals for the Federal

- Circuit appears-to favor arbitration, in
general. In In re Mcdical Enginsering
Corporation,® the court of appeals upheld .

a district court order staving a patent
mfrmgement action .in favor.of arbitra-

appeals construed an arbitration clause in
a_.patent license agreement to include

issues.® In Rhone-Poulenc, the Court of
Appeals invoked Mitsubishi Motuors v.
Soler Chrystr-Plymonti,” to the effect that
the “ “intentions [of the parties] are gener-
ously construed as to issues of a. .u.rabili-
[T
However, the Court of Appeals for
the Federal Circuit has refused to permit
arbitration to supersede the jurisdiction
of the U.S. International Trad. Com-
mission (ITC) over intellectual propertv
issties arising in a 19 U.S.C. § 1337(a) pro-

“ceeding.!! The ITC complaint was ba:ad
on alleged misappropriation of trade

secrets, trademark infringement and false

Administrative Law Judge had terminat-
ed the proceeding on the ground of (1} an
arhitration clause. 2 (2) a previous ITC
decision terminating a proceeding in light
ot an arbitration ugreement, and (3) a fed-
era} district court decision that Farrc!

L

By David Plant
'_

The author is me charrmar of
the ADR Commitiee,of the .

Armerican Intellectual'Progerty
Law Association and & partner
at the New York firm of Fish &
Neave. This article is an up-

dated and revised version of a

tonger paper presented al the

Worldwide Forum on the

§ 294 (effective February 27, 1983), the “-tion. Earlier in Rhone-Poulenc. Specialties . Arbitration of Intellectual
arbitrability of patent disputés under: Us.: Chimiques v. SCM CO!’P .7 the court of

Property Disputes, held in
Geneva.

“issues as to the scope of the claims of the A

mfrmgement lS expresslv prOVIded for i !I'l .‘;_’ hcensed Pa[’ent as well as’ Infnngement S

egal history is replete with illustrations of how the eyo!ur;on
of the modern-day system of arbitration of. commercial and
v labor disputes was met vith resistance by the court system.
Arbitration in its application to intellectual property issues also fol-
lowed a long and difficuit road to acceptance by the courts, says the
author. That has, for the most zart, changed: Now, he says, "all.
intellectual property issues appear to be the proper.subject of bind-
ing ariitration.” This is not to assert that there are no substantive
_intellectual property policy issues remaining to be addressed,. of
course. Matters of arbitrability remain open to interpretation by the
courts, though careful tailoring of the terms of arbitration can do
much to clarify any controversy and move drspures sw:ftiy to resofu-

tion. -
e
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intellectual '

Property
Seminar
-Set For NYC
rbitration and

A mediation of
- inteflectual

propeny disputes will be
the focus of a seminar

the Association of the .

- 'Bar:of the City of New

York on Oct. 24. _
Speakers will discus<

. the differences in ADRH

. practices in-the United
States, Europe and

i Asia. David W. Plant,

i chair of the associa-

. ton's Committee on
Arbitration, will. serve
as moderator.

The speakers are:
James E. Brumm,
executive vice president,
director and general
counsel of Mitsubishi
international Corp..
Deborah Enix-Ross,
legal affairs director of
the U.S. Council for
International Business;
Francis Gurry, director/
advisor, World intellec-
tual Property Organi-
zation Arbitration Cen-
ter, Geneva; Dr. Julian
Lew, partner, Herbert
Smith, London.

For more information,
call Karen H. Milton,
ABCNY director of

_ education and training,

i (212) 382-6615. H

1N
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must pursue its claims betore an [TC arbi-
tration panel.!* The Commission agreed
with the ALJ and cited Mitzuhisii Motora14
in support of its view that :
“‘a party toan international transac-
tion will be required to honor its agree-
‘ment to arbitrate disputes mvolving
statutory claims under LS. law when
the arbitration agreement reaches the
statutorv-issues-and-when th e are ia
legal constraints external to the agree-
ment which toreclose arbitration of
such claims.’ “7*
The Court of ~\ppeals for the Federal

Circuit found such a “legal constraint { ||

. which foreclose[s} arbitration” and
reversed on the grounds that (1) the
directions of 19 U.S.C. § 1337(bX 1} and
{c) are mandatorv (7., the Commission
“shall investigate” and “shall determine”
whether or not there is a violation) and
(2) the narrow exceptions of Section
337(c) to the statutorv mandate do not
embrace a prl\ate a"reement_ to arbi-
trate.’

The court noted that Mitsubishi's rea-

soning was confined to judicial proceed-
ings, did not extend to administrative
proceedings, and thus was consistent
with the court of appzals’ ruling. The
avoked Mitsubishi's statement that
not “all controversies unphmtmg statuto-
rv m;hts are suitable for arbitration .
[ilt is the congressional intention
expressed in some other statute on which
s must relv to identifyv anv cate-
gory of claims as to.which agreements io
arbitrate will be held unenforceable.”1”
court also cited Gilmer v,
Interstateffolinson Lane Corp, '™ where an
arbitration agreement operated as a waiv-
er of access only to a judicial forum and
not an administrative forum:

Thu it appears that, nonwithszand-
n:.otherwise binding and enforceable
carcement to arbitrate. a-party to such
ar.,rcernent mayv attempt to-persuade the
ITC toinv esh;,,a te and determine whether
or not there is a vielation of Section
337(a), and if successtul, mayv abort arba-
tration. : '

The Farrel decision s directed to the
impact of a prior agreement to arbitrate
drfer an ITC investigation has com-
menced: Quervw hether a party who
wishes that the atherwise agreed to arlsi-
tration co torward mav <snccesstully
enjoin the potential 1ITC complamant
rrom requestingthat the ITC initiate an
mveshgation. ™ Alse, the court of appeals
acknowledged the possibility that the

Commission can consider remedies
ordered byv-an arbitral tribunal. ™

A similar situation may. obtain with
the United States Federal Trade
Commission (FTC). the domestic andlog
to the ITC. The FTC is empowered and
directed by 15 U.S.C & 33aN2) to prevent
the use of “unfair methods of competition

i or atfecting commerce and unfair or
-~ deceptive actsor pracmea in or affecting

commerce,” 15 US.Co g 45(h} requxres an
investigation by the FTC where “the
~Commission shall have reason to balieve”
there is a violation or where it "shall
appear to the Commission that a proceed-
ing bv it . .. would be to the interest o/
the public ... ." In the event the FTC does
initiate an investigation, 15 US.C. § 45(a)
provides that (17 the FTC shalf issue and
serve @ camplaint, and (2} the person
charged siull have the right to appear and
show cause why an arder should nat be
entered against the person. Thus, once an

. FTC mavestigation commences, a party to

an arbitration agreement mayv invoke
such an event in line with Farref to abort
the arbitration.

We are unaware of anyv case like
Farrel having arisen in the FTC context. If
Farrel were urged in an FTC context, the
differenc. . between the sections enabling
the FTC and the ITC might afford a per-
suasive argument that binding arbitration
may properly be v<ed to prevent the use
of untair methods of competition over
which the FTC would other wise have
jurisdiction.

The net of the foregoing is that an

-arbitration clause mav permit resolution

of patent (or other intellectual property)
issues by way of binding arbitration in
lieu of a prmeedm" before a LS. court,
but not alwavs in lieu of a proceeding
before a US. administrative agency, espe-
cialiv the iTC and perhaps the FTC,
Turning now to patent interferences,
there is doubt as ta the value of arbitration of
an interference (as provided for in 35 LS.C
5 135(d) because the Patent and Trademark
Office is not bound as to any issue of
patentabilitv ' Nevertheless, arbitration of
mterterence issues has been undertaken on
more than one accasion—and has been
reported in at least one case. In Uiker v,
Hiraga,” the parties to an interference
entered mto an arbitration agreement to
“avond the detav and evpense associ-
ated with formal interterence proceed-
ines i the [PTO} and ln the Courts of
the United States. ... 0 3
The arbutrator decided the issue ot priori-
tv but dechined to decide matters of




‘patentabilitv which he submitted to the

U.S. Patent & Trademark Office.

But the express language ot Section
135(d) provides only that the Com-
missioner is not precluded from deter-

mining patentabilitv. 1t does not preciude -

an arbrtmmr from. making such a deter-
mination subject to the Commissioner’s

rev:eu

possible even apart from Section 294. [f
the arbitration arises out of a contract dis-
- pute {¢.g.,
due under a patent license agreement),
validity' may not be in issue and Section
294 may play no role, especially if the
contract limits the arbitrator’s powers in
this regard.> The Court of Appeals for
the Federal Circuit has endorsed a district
. court’s characterization of the arbltrator s
' powers
“ 'The court holds that the arbitrators
in this case did not imperfectly execute
“their powers bv refusing to invalidate
‘Wright's patents. The arbitrators’
“powers” in this case were derived
from the agreement of the parties and
the governing federal law. Those pow-
ers were limited primarily to constru-
_ing the contract between the parties to
determine whether or not certain tech-
‘nology came within the scope of the
" parties’” agreement. The arbitrators did
not have anv power to invalidate
patents, since- the parties nesvr agreed
to arbitrate the validity of Wright's
patents, nor does federal law give arbi-
trators an mdependent power to inval-

. idate patents.” "%

Further, if a patent issue is amenable

to resolution in.a non-federal forum, such
as a state court, then it should also be
subject to resolution by arbitration wheolly
apart from Section 294, For example, i a
dispute as to whether a state court was
the proper torum to decide “rights”
between the parties to a patent and how
those rights relate to the parties’ financial
rights and obligations under a purchase
agreement, the Court of Appeals for the
Federal Circuit affirmed a district court’s’
decision to dismiss for lack of subject
matter jurisdiction under 28 U.5.C. &

[1338€ah > The court of appeals found that

an evaluation of the validity or “true”
value of the patent would be onlv an ele-
tient of a detense to the contract action
and held that
““the tact that patent issues are relevant
under state contract law to the resolu-
tion of.a contract dispute ‘cannot possi-
biv convert a suit for breach of contract

- state court, the dxspute belonesd in teder-

Arbitration of patent issues may. be N
necessarilv depended on resolution of a

whether or not rovalties are

_right to relief did not depend upon reso-

law.

Copyright Issues

of disputes arising out of the agreement.

under 28 L.S.C. §.1338¢a), which gives

_In addition, as was the case in patent dis-

into one “arising ‘under” the patent
laws as required to render the jurisdic- ;

sion of the district court based on sec-
tion 1338, -

However. Addetrre Confols &
Megsteremionts swys. v, Flowedas = held that,
in the contest ut a state Jaw business dis-
paragement claim origmally brought in

“al court because plaintift’s .r.t},ht to relief

substantial question of patent law, viz,
the falsitv ot defendant’s accusations of
patent infringement. In Additive Controls,
the Court of Appeals for the Federal
Circuit diztinguished other opinions on
the ground that in those cases plaintiff's

lution of a substantial questlon of patent

The net of the Federal Circuit opin-
ions discussed above is that—in light of
the recent trend encouraging arbitration
in fields previously reserved for resolu-
tion in the courts, the lack of express pre-
emptive language in the statute or legisla-
tive historv of 35 U.S.C. § 294, and the
Supreme Court’s willingness to al!ow S :
parties to chovse the law TR
governing arbitration, and #
absent contractual or statu- Vlrtually every defensetoa

torv limitations to the con-
trarv-—issues of patent Claim under a United States

validity, enforceabilitv and patent may be the subject of -
infringement may be sub- pinding arbitration under

ject to binding arbitration .
outside the scope of 35 Section 29_4-

USC.§254. _ m

Although Congress ‘has authorized
arbitration for patent disputes, it has not
done <o tor copy rvulu RIG putos. N ever-
theless, copsright hu:nse agreements mav
properly provide for binding arbitration

Tiese agreements have been challenged

federal district cuurta ‘original jurisdic- -
tion” of actions for copyright infringe-
ment as well as for patent infringement.

putes before 1983, it has been argued that
public policy. prohibits the submission of

copyright clairas to arbitration—or at the
least, precludes arbitrators from deter-
mining the validitv of .copyrights. These
arguments have generallvy not been suc- - _ S
cessful. \
- In-Ramakazr Musie Corp. v, Robbins

Musie Corp. ™ the Court of Appeals

endorsed the arbitrability of copvright
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The court of appeals
held that public
policy does not
prohibit the
submission of
copyright-

infringement claims N

to arbitration.
- ]

infringewment claims where copvright

validitvy was not in issue. Kamakazi su.d

for copvright infringement arter a license’

had expired. because Robbins continued
to print and sell the copvnighted works.
Robbins contended that Kamakazi's suit
was for breach of contract and the district
court lacked jurisdiction. in the alterna-
tive, Robbins sought arbitration pursuant

to-the license- agreement.-The district
court ruled that the suit was for copvright: =

infringement and the court had jurisdic-
tion, and ordered the case to arbitration.
Thereafter, the arbitrator rendered an
award in favor of Kamakazi, basing his
remedies on the U.S. Copyright Act, i,
statutory damages and attorneyv's fees.

" Robbins appealed to the U.S. Court of
_ Appeals for the Second Circuit, arguing

that the arbitrator had exceeded his
authority in applving the Copvright Act
in the arbitration proceeding.

The Court of Appeals for the Second -
Circuit made it plain that the claim sent
to arbitration was for copyright infringe-
ment. In “the circumstances of this case,
the arbitrator had jurisdiction to make an
award under the Copyright Act,” and
“the arbitration clause was broad enough"

_to encompass Copyright Act claims

which requ:red interpretation: of the con- '
tract.”

The court of appeals held that public
policy does not prohibit the submission
of copyright infringement claims to arbi-
tratioi.. “The only ‘public interest” n a
copvright claim concerns the monopoly
fcreated bv] a valid copvright.”* How-
ever, the court did not have to face that:
issue, because the validitv of the copv-
right was not at issue in the arbitration.
(In fact, this issue was decided bv a dix-

trict court.) Without any such public poli-

" Runtbloscat Press,

¢v concern the court of appeals found no

reason to F‘"'“"l‘lf the arbitration of LU[.'\-'
right infriagement. Thus, Kamakazs lett
open the question of whether the validit:
of a copvright is arbitrable.

In Saturdaw Ecmuu\' Post Co. v
finc..* the Court of
Appeals for the Seventh Circuit held that
‘an arbitrator may determine the validity

ot a capyright when the issue arises in a

copvright license lawsuit. After the licens-

Cing agreement between the two parties

-

L.
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had expired, Post filed an action, charg-
ing copvright infringement and seeking
armitration. Rumbleseat argued that
Post'~ copvrights were mnvalid and
oppescd arbitration on the ground that
Congress” decision to give federal courts
‘eaclusive ]urisdictmn over copvright
faciions m 28 US.CL g 1338 nmphutl\

precluded arbitration of dlbp'lte\ over the
validity of a copvright.

The Court of Appeals for 'he Se\ enth
Circuit rejected this argument where
validity 15 at issue in a contract dispute,
nuting that “a dispute over the terms of a
copvright license is not deemed to arise
under the Copyright Act” " .. se it is

“too remote tmm the tederal grant (the ..

Tcapuright)
The court stated that because the
arbitration of a dispute involving an eco-
nomic monoupoly (i.¢., antitrust) was not
considered a threat to public policy by the
Supreme Court, the arbitration of a dis-
pute invoiving a considerably less dan-
gerous legal monopoly (i.c., copvright)
that couid easily be circumvented by the

creation of close substitute presented _

even less of a threat to pubiic policy.

Also, the public policv danger was fur-

ther lessened by the fact that the deci-
sions of arbitrators aré binding onlv on
the parties involved and have no value as
a precedent. Finally, and of special inter-
est, the court noted that the danger of
monopoly is “more acutelv posed by
patents,” vet Congress, had passed 35

U.S.C. § 294 expresslv authorizing the . -

arbitrativa of patent validity issues.

More recently, in an action involving
multiple claims of brex h.of contract and
copyright infringement, the Court of -
Appeals for the Fourth Circuit held that

“the Federa. Arbitration Act requires that

the non-arbitrable issue (according to the
arbitration agreement) of the rovality

“amount be sep-irated from the arbitrable. .

issues (which included copyright
infringement, conspiracv to commit copy-
right infringement, fraud and RICO
claims), and that litigation should be
staved pending such arbitration.¥
Public policy is not likelv to continue
as the primary concern in copyvright
validity arbitration cases, It is more likely
that future decisions regarding the arbi-
trability of copyright validity issues will
depend upon the manner in which the
courts choose to interpret the arbitration

clause.

Trademark ,S5ues

in-contrast to patent rights and copy-
rights, rigihts in a trademark in the US.
arise primartlv under the common law as
theresult or appropriate use of the mark.
such rights mav be augmented by regis-
tration pursuant to  the Federal
Trademark (Lanham! Act ot 1946, or by
registration pursuant to one er more state
trademark acts, or buth,
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' AAA Rules and Procedures For Handlmg
Intellectual Property Cases

he use of altemative dispute resolution (ADR) processes

-in resolving intellectual property disputes is increasing
as technology rapidly advances and businesses strive
for globat manufacturing and marketing advantages. :

ADR methods have proven partictlarly effective in the com-
plex, fast-paced environment of high-technology, entertamment
and information industries.

Parties to these disputes look to the rules and procedures
developed by the American Arbitration Association for the
administration of inteflectual property disputes, including the
Patent Arbitration Rules, the Commercial Arbitration and
Mediation Rules, and the Supplementary Procedures for Large,
Complex Disputes. -

In addition to panelists with intellectual property expertise-
on the AAA's commercial panel, the select, nationwide panel
for the AAA’s Large, Complex Case Program (LCCP) has 46
arbitrators and medtators specializing in the field of intellec-
tual property. Their backgrounds and professional experience -
cover such areas as patent and tradema:k litigation, trade -
secret, copyright law, complex technoiogy and contract issues,
copyright and trademark registration and licensing, foreign
patents, data rights, software protection, and transfer of intel-
lectual property rights. The panelists provide technical expertise
in such areas as data communications, computer and com-
puter periphera’s, medical davices and technology, microcircuit
and microcomputer hardware. Al LCCP panelis:s also partici-
pate in special training in the objectives, procedures, issues,
athics and skills involved in managing a large, complex arbi- -
tration or mediation. =

There were 13,192 busmeas dsputes filed with the AAA in
1994, with claims and counterclaims reaching $5.1 billion. This
includes 394 patent, kcensing, trademark and comptter cases
with claims and counterclaims totalling $881.3 million, "

- Homewood opposed, contending that the
federal courts had original jurisdiction
" over federal trademark and patent issues.

i A Cohats
1”’ VOATS betore Section

Thus,
became effective,

the court held tiu
claims for infringement of a federally reg-
“istered trademark (as well as patent

— - — )

—_— .-

|

In U.S. Diversified Industrics, lne, v,

" Barrier Coatings Corporation,*~ an action for
breach of contract and trademark [
infringement, defendant moved to stay
proceedings in court pending arbitration.
The arbitration clause was broad:

“"Anv dispute arising hereunder shall
be settled by arbitration . . . accoruing
to the commercial arb:tratxon rules of
the American Arbitration Association’
and any award therein may be entered:
in anv court having jurisdiction,”

The district court found that the trade-
mark infringement issue was within the
scope of the broad arbitration agreement -
and granted defendant’s motion. S

The foregoing authorities center on -
the effect ~f an arbitration clause in a pre-
dispute agreement and manifest the need
for care in drafting such clauses to effect
the parties’ intent. The issue not vet
definitivelv resolved is whether or not a
naked claim for trademark infringement
under the Lanham Act is properly the
subject of binding arbitration. In light of
the recent judicial trend, the answer is
likelv to be in the affirmative,

Federal Antitrust and Se:t:uritia! Laws

The more recent decisions concerning
the arbitrability of issues under U.S,

- -antitrust laws and securities laws are like-

“ly to-weigh heavily in future decisions in

favor of the arbitrability of intellectual
property issues. As with intellectual

‘|- property claims, United States courts

once generally held that claims arising

+ under the federal antitrust, securities, and
-RICO laws were not arbitrable for public

- policy reasons.’* Recent Supreme Court

“nonarbitrable.+

decisions, however, have rejected public
policy as a justification for holding feder-
ai antitrust, securities, and RICO claims
oor Co % the

In Scherk v. Alberto-Cu

" Supreme Court upheld the arbitrability,

claims) were not arbitrable because the
" jurisdiction of the district courts over a
cause of action arising under the federal
trademark (and patent) laus was exclu-

sive pursuant to 28 US.C. §

1338, The -
Homewood court did recohmze however.

that under some circumstances arbltra-

- tion might be appropriate:;

“However, should it develop from

tuture pleadmes

Y an action on

and or pre- -treal dis-

covery that the instant action 1s in real-
the Franchise

Agreement, this Court does not mtend
that this ruling <hould be a bar to arbi-
tration it arbi*ration is appropriate.”*"

Am——
14 JULY 1985

with respect to an international arbitra-
tion agreement, of claims based on allega-
tions of fraudulent representations as to
the status of trademarks, and arising
under Section 10(b) of the Securities
Exchange Act of 1934, The court found

“that ‘public policy mandates this result

because without a “contractual provision
anecm ing in advance the forum in which
Lal\l_‘l]tt:"" <hail be litigated and the law to
be applied.” the “orderliness and pre-

©dictability essential to anv international

business transaction” would be impossi-
ble to achieve 3 The dissent rejected arhi-

“tration for Section 10(b) on statutory and - . -




public pnllcv grounds, but interestingly.
stated that “[i]f a quest:on of trademarkq

were the onlv one involved. the pnnuple'

Co.d

of The Bremen v, Zapata Otf-Shoere
(favoring forum selection), would be con-
troliine.” @ arbrtration would be
allowed. ©

Im \tspiedn, the Supreme Couin

held that public policy did not proclude

arbitration of a dispute aristng under the

‘Linited States antitrust laws, at least in the

international context. The Mitsulishy court
did not address the arbitrability, in the
U.S., of domestic antitrust claims. This
left at least three public policy-based
issues unresolved: (1) whether the avail-
ability of treble damages in domestic
-antitrust actions would preclude arbitra-
‘tion; (2) wi ther upholding pre-dispute
agreements to arbitrateé domestic disputes
would violate public policy; and (3}

..whether “the pervasive. public interest in

"

enforcement of the antitrust laws,” and
previously uniformly followed by the
Courts of Appeals, would continue to
preclude arbitration of domestic antitrust
claims in general. Each of these questions’
has been addressed by U.S. courts.-

 Treble Damages. In Mitsuhishi, the
Supreme Court ruled that, even. with the
availabilitv of treble damages, interna-
tional antitrust claims were arbitrable.
The court emphasized the compensatory
function of treble damages in antitrust
cases over the penalizing and deterrent
function of such damages. The court con-
cluded that “so long as the prospective
litigant effectively may vindicate jts statu-
torv cause of action in the arbitral forum,
the statute will continue to serve both its
remedial and deterrent function.™

In later decisions, the Supreme Court
and other courts have extended the rea-
mning-nr-,\'fzrlm."rshr' to the domestic con-
tont i ATV, the ‘HL[pan'lt’ wourt
vddressed the arbitrabilits . a RICO®
claim, in light of the treble Jarmages avail-
able under RICO. The court tound noth-
ing in the RICO statute or legislative his-
torv excluding RICO claims from the
Federal Arbitration Act. The court
invoked Muitsifishy and rejected the con-
tention that public policy precluded arbi-
trating RICQ claims. The court noted that
the RICO treble damages provisions were
maodeled on the antitrust statutes and saw
no reason to precfude an arbitrator from
awarding treble damages, or to allow the
treble damages provision of RICO to pre-
Jude arbitration of RICO claims.

Treble damages appear to be arbitra-

-ple in domestic antitrust arbitrations as

wello In Kerr-MeGee Rettnarg Corpe v MT

caccord. In Kowalskr v,

Triwnph ' the Court of Appeals for the
Second Circuit stated in the context of a
RICQO arbitration that the arbitrators
could trebie thetr award it thev found an
antitrust violation, hrdeed the court went
turther and stated that 2 an appropriate
case arbitrator< could vnhance therr
dward by pumtnedam T

J Plc-dhpuh Agrecmenis by
Prior to Mutsubishs, L-S.
entorced post-dispute agreements to arbi-
trate antitrust issues, The courts analo-
gized these agreements to settlement
agreements, finding thev did not violate
public policy. On the contrary, prior to
Mitsubishi, United States courts had often
refused to enforce pre-dispute agree-

- ments to arbitrate on the ground that thev :

violated public policy.™

The Mitsubisii Court, in the context of :

that international antitrust ciaim,
‘enforced a pre-dispute agreement to arbi-
trate, finding that it did not violate public

policy. This left the question of whether

domestic antitrust claims could be arbi-

trated under pre-dispute agreements to
" arbitrate. . :

Since Mitsubishi, U.S. courts have per-
mitted arbitration of similar disputes

-under pre-dispute agreements. Thus, the

Supreme Court has upheld the validity of

-pre-dispute agreements to arbitrate RICO

claims, securities claims,-and Age Dis-
crimination Emplovment Act (ADEA)
claims. Appellate courts have upheld
such agreements involving Employee
Retirement [ncome Security Act (ERISA)
claims.?

o The Public Interest. In 1968, the
Second Circuit in American Safety™ pre-
cluded arbitration of domestic antitrust
issues. Since Mitsihisin, in 1985, both dis-
trict and appellate courts in the LS. have
auesticned the continued applicability of
the Anwrican Satcty doctrine with respect
to the arbitrability of domestic antitrust
disputes.

The courts (n GRKG Carthe. Ine
Nokta-Mobira, Inc.,” and Gemee Latino-
america, fuc. v, Seike Tine Carp™ rejected

“the American Satefy doctrine and allowed
‘the arbitration of domestic antitrust

issues after reviewing the Supreme
Court’s decizions in Miutsubishii and
MoeMahan. The GRKG Ciribe court stated
that the Supreme Court “if confronted
squarely with the issue of its {the
Anmerican Satety doctrine’s] continued
apphicability, would most certaintly dis-
<card said doctrine.”™ The Gemee opinion
is to the same effect.

Dicta of U.S. courts of appeals are in
Chicage Tribune

Arbutrate.
courts had”’

Future arbitration
decicions regarding
the arbitrability of
copyright validity
issues will depend
upon the manner in
which the courts
choose to interpret
the arbitration
clause. '
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e
The issue not yet
definitively resolved
is whether or not a
naked claim for
trademark
infringement under
the Lanham Act is

cate”

properly the subject .. spoken,.stating that McMalion and
of binding ' h
arbitration.
]
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Co.,% the Court of Appeals for the
 Seventh Circuit stated that “it seems
unlikelv after McMahon that the principle
of Mitsuhishi can be
tional transactions.”
Appeals for the Eighth Circuit has stated
that Mrtsubishi and McMallon -
that antitrust claims can be made
the subject of arbitration between agree-
ing parties.™ The dissent was more out-
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Mitsubishi. buttressed by Gibmer,™ “dic-

“tate” that the antitrust claims of appe!fett

are subject to arbitration.™
Each of these opinions acknmv[edges

.the arbitrability of pre-dispute agree-

ments to arbitrate, rendering public poli-
cv grounds for precluding ‘arbitration of
domesti¢ antitrust issues moribund.
Accordingly, it is likelv that in the future,
courts in the LS. will find domestic

s antitrust claims arbitrable. : n
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: Draftmg for Con '-1dent1a11ty,. o

¥ Arb1trab111ty, and Enforceabﬂity

. in Intellectual Property Agreements

ik (with Form)

“ADR” refers to alternative dispute resolution; “IP” to intellectual property;
“AAA” to the American Arbitration Association; “ICC,” to the International
Chamber of Commerce; “WIPO,” to the World Intellectual Property Organi-
_ zation; “CPR;” to the Center for Public Resources (“CPR"} Institute for Dis-

pute Resolution; and “The New York Convention of 1958,” to the Convention

on the Recognition and Enforcement of Foreign Arbitral Awards, June 10
1958 21 U.S.T; 2517, TI.A.S. No. 6997, 330 U.N.T.S. 38.

A, Introduction

Alternatives to conventional litigation can be advantageous in protecting
confidential information. Various techniqu=s, when used under the proper
circumstances, have proven effective in-this regard. AHowever, a technique
~ that is effective in resolving the underlying dispute may not necessarily
* provide long-term protectiont of confidential information, and thus in this
. respect may not prove advantageous over litigation.

by David W. Plant -

David W. Plant is a partner in the New York City law firm of Fish & Neave. He is a member of

the International Trade Commissi_o_n Trial Lawyers Assoctation and a member of various
. -panels of neutrals.

A complete set of the course materials from which this outline was drawn may be pur--
chased from ALI ABA. Call 1- 800—CLE-NEWS ext. 7000, and ask for SB41.

51



52

2.

- ALI-ABA COURSE MATERIALS JOURNAL JUNE

Similarly, a technique that offers some protection of confidential informa-

_tion may not satisfactorily resolve the underlying dispute. For example,

when considering arbitraiion as the dispute resolution process, you must

:‘/__\ *

be concerned about what issues (especially intellectual propetty isstes)
may properly be arbitrated and whether the award may be enforced. If

~_arbitrability and enforceability are not ensured, 1nvestments of resources
in arbitration may yield disappointing results.

. Confidentiality

‘Confidential information may include substantive information on technol-
' ‘ogy, manufacturing recipes and processes, ways of doing business, cus-

tomer lists, financial information, business plans and strategies, and the
like. It may also include the fact that a dispute exists, its subject matter,

“the status of the dlspute and the terms on which the dispute was re-

" solved."

" a. The advantages of ADR in protecting confidential mformatlon vary

from techmque to techmque

bl Understandlng those variations will go a long way in helpmg business

people'and their counsel select and implement an appropriate process.

Adjudicative Alternatives to Litigation. In adjudicative alternatives to formal

litigation, e.g:; arbitration, proceedings through filing of a final arbitral

award may be confidential. This protects the parties vis-a-vis the general
public, but it does not inherently protect one party’s confidential informa-
tion from disclosure to another party to the proceeding. On this score, a
stipulation between the parties, or an order from the tribunal, or even an

~order from a court in an ancillary. proceeding will be necessary.

a. Whether such an order may be issued by an arbitral tribunal is not a
. certainty. The parties must be fully aware not only of the institutional
~rules under which they are arbitrating, but also of the arbitral law gov-

-erning the proceedlng For example for mstltutlonal rules

- Art:cle 52 of the WIPO Arb1trat10n Rules prov1des for a relatively
_eiaborate procedure for protecting confidential information, including
~in excepttonal circumstances the appointment of a “confidentiality ad-
. visor.” Also, Articles 73-76 provide for the confxdenhal treatment of all

kaSpects of an arbitration.
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ii. Rule 17 of the CPR Rules For Non-Administered Arbitration of Pat-
‘ent and Trade Secret Disputes contains detailed prdvisions regarding

| . confldentlahty including authorizing the tribunal to 1ssue an approprx-

ate order (Rule 17. 6)

Rule 33 of the AAA Patent Arb:tratlon Rules provxdes only in terse
terms for the issuance by the arbitrator of an order to protect confiden-
tial information.

iv. Rule 34 of the AAA Commercial Arbitration Rules appears to autho-
rize the arbitrator to issue an award “to safeguard the property that is
the sub]ect matter of the arbltranon

v, The' current ICC Rules of Conc'iliation'and"Arbit_ration 'ar_e‘silent on

- - this subject, although they may soon be revised in this respect as well

as others.

.'In addition, regardless of the provisions of the apphcable rules, the

cultural or experiential background of the arbitral tribunal may play a
decisive role in resolving the question of how far the tribunal will go in

+ endorsing a protective order. This is especzally true in multi-national
~and muiti-cultural arbltratlon

Importantly, post-arbitral proceedmgs often leave otherwrse protected

: mformatlon vulnerable as far as public scrutiny is concerned.

This is true because to enforce an arbitral award against a reca!citra'nt
loser it is necessary to go to court to seek a judgment on'the-award. In

" doing so, the record of the arbitral proceeding, especially the o+ird

itself and often the entire record, may not be under seaI

ii. Specific steps _must_ be taken to seek protection’ from the court in

~ which enforcement (or vacatur) is sought. This is not always available.

d.

Of special inferest with respect to patents is section 294(d) and (e) of

~ the U.S. Patent Act (35 U.S.C. §294(d) and (e)). Section 294(d) and (e)
" require that an award in an arbitration pursuant to section 294 is not
’ _'_e_nforceable until the award has been filed with the Commissioner of
- Patents. This, of course, is not consistent with a desire to maintain
‘confidentiality. T
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e. Also of interest is 35 U.5.C. §294(c). That section provides, su'bject to
agreement by the parties, for modification of an arbitral award of - -*
""""""" judgment of invalidity or unenforceability with respect to the same
‘patent. Thus, a court is charged under section 294(c) with the duty of
examining the original arbitral award for purposes of determining
whether or not it ought to be set aside. This, of course, provides fur-
. ther opportunity for public scrutiny of information the parties thought
was secure in the original arbitration. _

3 Also of concern is the prospect of a third party’s relying on an ealier

‘award in an arbitration of a United States patent for its estoppel effect
under Bt’onder-Tongue Labomtorzes v University of Illmozs Foundation, 402

- US. 313 197D).

- a. Additionally, a party to the earlier arbitration may rely on an arbitral
- -award for its res ]udlcata effect in later litigation.

b. Here, also, you must ask to what extent the earlier arbrtratlon record
and arbitral award are entitled to protectlon

. Non-Adjudicatibe Alté_matives. With non~adjudicative alternatives to litiga-

~ tion, the parties have far more control over their problem, ‘its solution,

and how the procedure of solving their problem will be formulated. Criti-

* cally important is the fact that no public tribunal need play a role in craft-

' ing the solution. The solution is customarily in the form of a private agree-
‘ment between or among the parties. Usually, it needs no court
endorsement (although in the event of a breach, intervention by a court
may be required). An exception is, of course, a dispute embracing anti-
“trust or other public interest issues that may require court review. But this
‘does not mean that all confidential information of one party or another
that might have been of record in a litigation need be reviewed by the
court or otherwise made available to the public in connectlon with judicial
'cons1deratron of a settlement agreement.

a. Normally, in non-adjudicative procedures (e.g., mediation), all discus-
 sions between the parties, and among the parties-and the neutral, are
regarded as privileged, i.e. within the protection afforded settlement
discussions. Also, frequently, the parties need not share with one an-

other their confidential busmess mformatlon except w1th respect to
: '.Spec1f1c issues. .

ent validity, enforceability or infringement in the event-of a subsequent
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b. Thus, non-adjudicative proceedings are much less likely to be the sub-
ject of public scrutiny, and are less hkely to put confidential informa-

tlon on the table.
" 5. COnSider'Sdme'SPecifié situations.

‘a. .Conventional Mediation. Customarily, all commurucatlons between the
- parties and among the parties and the mediator are confidential in me-
diation. This includes information shared in joint caucuses and trans-
mitted to the neutral in private caucuses.

i. Ordinarily, the mediator and the parties expressly agree at the outset
of the mediation that all c’:t’jmrrlunicatior_as= will be confidential, unless
- expressly agreed otherwise. Also, various organizations’ mediation
rules provide for confidentiality. (E.g., Articles 14-17 of the WIPO Me-
diation Rules, Section A.7 and 8 of the CPR Model Procedure for Medi-
ation of Business Disputes, Rules 11, 12 and 13 of the AAA Commercial
Mediation Rules, and Article 11 of the ICC Rules of Optlonal Concﬂla-

tion.)

ii. The normal aspects of the mediation process go a long way toward

insulating a party’s confidential infcrmation from disclosure to third

~ parties. However, it may.not go all the way.' If mediation results in a

“resolution of a dispute, the resolution and the factors that led up to it

may be the subject of legitimate discovery in ensuing litigation. But the

_ fact that this non-adjudicative process occurred is not in and of itself

" likely to permit a third party to penetrate the immunity that would
otherwise protect a party’s confidential information.

b. Court-Annexed Non-Adjudicative Procecdings. Court-annexed mediation

~ and neutral evaluation proceed in the same manner as voluntary medi-

ation and neutral evaluation. The same safeguards obtain. Indeed, the

~ judge assigned to the case may not even know the mediator’s or. neu-

tral’s identity (but when the judge orders that'a specific neutral be

appointed, the judge will of course know the neutral’s identity). In any

event, the substance of what transpires during a mediation or evalua-
tion is confidential and is not disclosed to the judge, e’xcép't to the

extent of advising the judge that the proceeding occurred whether or

not the parties participated and the result

c.  Summary Jury Trigls. In summary jury tr_lals, the problem of confiden-
- tiality is more complex because of the presence of the jury and the
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courtroom staff. Thus, this ADR technique cannot be easily viewed as
consistent with the protection of confidential information.

S

P

d.”Ex Parte Submissions to a Neutral. In actual practice, when each party to a
trade secret mlsapproprlatlon and’ patent infringement dlspute has not
wanted the other party to continue to be exposed to fresh proprietary
information of the party, the parties and the neutral (the author) have
worked out a procedure whereby the neutral received ex parte submis-

. sions from each party on a confidential basis, with neither party being
~ privy to what the other party had ‘submitted to the neutral. This in-
_-cluded both oral and written submissions. CPR’s Model Agreement for

... Ex Parte Adjudication of Trade Secret Mlsapproprlatlon and Patent Dis-
. putes is based on this predlcate .

6. Interested Non-Parties. Often overlooked is the fact that many non-parties
~may have a legitimate interest in the existence of the dlspute and its out-
,' come, whether adjudicative or non- ad]udlcatlve

. Non-partzes that may have a legltlmate interest in the existence of the
dispute are:

i. Parent corpo‘_raf_ions, sﬁbsidiéi‘ies and divisions;I a
ii. Principal im_res'tors' and 'p.oténti'al in\}e_stofs ;
111 Inde.mnitors and insurers;
. iv.” Vendors and customers;
V. Pértners;
Vi, Lic_e»xs.c‘)rs .a_n__d licenséés; :
vii. Potential iﬁfringers; _.:
viii, Governmef}t' reguIatbry and taxing agencies;
ix. Creditors:; and | | |
- -x. ‘Parties to similar disputes.

b. It is not difficult to envision one or more of those non-parties applying
~ to a court for access to an arbitration award, the underlying arbitration
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1.

record, or a settlement agreement. resulting from a non-adjudicative
ADR process. If the court grants the application, confidentiality may be
compromised.

C. Arbitrability and Ep_fo_rc_eaibility in Arbifra_tion _

In disputes concerning international commerce, arbitration has many ad-

~ vantages. But arbitration is valuable only to the extent that the agreement
S to arbltrate can be zmplemented and the resulting award can be enforced.
'Avery important question in international commercial arbitration is

whether an arbitral award will be. enforced in all relevant countries, in-

- cluding the 'site of the arbitration and countries other than the country
- whose legal system governed the proceedings and the resolution of sub-

stantial issues.

. The New York Coﬁve,nh'on. The New York Convention of 1958 provides the
‘structure to frame that question, but it does little to answer the question

with respect to the arbitrability of mtellectual property dxsputes a partic-

. ularly difficult problem.

a. The New York Convention establishes a unified legal framework for the
fair and efficient settlement ‘of disputes arising in international com-
mercial relations. More than 100 countries are parties to the Conven-
tion, including most important socialist and capitalist trading nations
and an increasing number of developing countries.

b. The New York Convention focuses on two essential elements of inter-

national arbitration:

i. The enforcement of arbitration agreements and the enforcemer* of
foreign arbitral awards. It applies to arbitral awards rendered ir any
country other than that of enforcement or otherwise not considered
domestic in the country in which enforcement is sought. New York
Convention, Article I(1). However, under Article V of the Convention,
an appropriate court of a member country may deny recogmtlon and
enforcement of a foreign arbitral award.

it. Article V sets out seven grounds for denying recognition and en-
forcement of a foreign arbitral award. New York Convention, Article V.
Two of those in Article V(2) are especially. relevant to arbitration of
intellectual property disputes. Under Article V(2)(a) recognition and
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- enforcement of an award may be refused by competent authority (i.e.,
an appropriate court) in the country where recognition and enforce-
ment are sought if that authority finds that the subject matter in dis-

- pute is not arbitrable in the country, Under Article V(2)(b), that author-
ity may refuse recognition and enforcement of an award if that would

be contrary to the public policy of the country.

iii. It has been argued that an arbitral award. that cannot be enforced
* because of violation of public policy is also a matter that is not capable

of arbitration under Article II. See, Mitsubishi Motors Corp. v. Soler

Chrysler-Plymouth Inc., 723 F.2d 155, 164 (1st Cir. 1983), rev'd in part, =73

U.5. 614 (1985). When the challenge is to the enforceability of the

award, the public policy ground is asserted after the arbitral award has
- been rendered. Jay R. Sever, Comment, The Relaxation of Inarbitrability

and Public Policy Checks on U.S. and Foreign Arbitration: Arbztratzon Out of
' Control ?, 65 Tul. L. Rev. 1661 (1991). o

¢, Article V(2) is relevant to intellectual property disputes because signifi-
- cant inteilectual property rights are granted, sometimes after examina-
- tion, by public authorities. Even in countries where there is no exami-
- nation, such rights are nevertheless granted. by a public authority.
- When intellectual property affords the owner the right to exclude the
- public from unauthorized use of the property, the mtellectual property

*is manifestly imbued with the public interest.

i. Thus, Article V provides courts of member countries grounds to
“.refuse to give effect to an agreement to arbitrate intellectual property
- -disputes and to deny recognition and enforcement of a foreign arbitral

award resolving such disputes —at least when the intellectual property

rights were granted by or registered with a governmental agency of the

member couatry.

ii. As a result, there is troublesome uncertainty about the arbitrability
of disputes where intellectual property rights are at issue—especially
- 'when different rights granted by different authorities are concerned.

3. Rights in Various Countries. New York conventlon countries have applied
Article V(2). to intellectual property rights such as ownershlp, vahdlty,
mfrmgement and licensing w1th various results.

a.. Trade Secrets. Disputes regarding trade secrets know- how or conflden-
tial information are proper subject matter for arbitration in virtually all
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member countries. Ordinarily, these rights do not arise out of public

.. registration or examination.

i.. These disputes are usually private in nature, arising from breach of

_contract or breach of a duty of confidentiality between private parties.

ii. However, if injunctive relief is sought in a trade secret action, as is

often the case, the public interest will typically be involved. In this

situation, parties to the dispute must be informed as to the propriety of
. an arbitration tribunal awarding that relief—both in the country of the

arbitration and in countries where a party may wish to enforce the
award.. _

Licensing Generally, disputes affecting licensing or other contract rights
in which only damages are claimed may be referred to arbitration. Con-
tractual disputes between parties to an intellectual property agreement

are typically arbitrable provided that resolution of the dispute does not

affect third parties. Questions of interpretation of an agreement, breach
of the agreement, and amounts owed under the agreement are arbitra-
ble. This includes most disputes that ihay arise in relation to the licens-
ing or other transfer of intellectual property rights, including royalty
disputes, between private parties. However, resolution of a dispute

_over the validity of a licensed patent, for example, may not be arbitra-
. ble in many countries, and thus an award purporting to resolve such

an issue may not be enforceable.

i. A licensing dispute to which a government is a patty requires special
consideration. Concern for the public interest may be heightened when
a government is on one side of a dispute. o

| i. Finally, when injunctive relief is sought against a licensee in default,

o the public interest {as in the trade secret situation) may affect both

arbitrability and enforceability.

Ownership. When an intellectual’ property right is granted by or regis-
tered with a public authority, questions concerning ownership of that
right may embrace public interest issues. Thus, the arbitrability of
questions concerning ownership of an intellectual property right has.

~ been treated differently in different countries. When the intellectual

property right at issue is not registered with a public authority, the
issue of ownership may be arbltrable if it is not otherwise affected w1th

the pubhc 1nterest
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d. Scope and Infringement of -Patents and Trademarks. Questions concerning
~.scope and infringem..ii of intellectual property rights such as patents
and trademarks often include matters extending beyond the private
_interests of the parties to the dispute. Thus, in many countries, dis-
putes over the scope and infringement of a patent or trademark are not
proper subjects of arbitration. Disputes over the scope and infringe-
ment of intellectual property rights that are not registered with a public
authority are arbitrable if the public interest or public policy does not
mandate otherwise.

e. Validity and Enforceability of Patents and Trademarks. Questions regarding

" the validity or ‘enforceability of an intellectual property right such as a
‘patent or a trademark is a matter in which the public has an interest.
When a competent court decides that a patent or trademark is invalid
or unenforceable, the pertinent official register reflects that dec:sxon to
provide notice to the mte_rested segment of the public..

4 Suggested Contract f_ﬂnguage In countries where the arbitrability of intellec-
* tual property issues is limited, not favored, or otherwise in doubt, the
prospects of enforcing an award that in fact determines only private, com-
" ‘mercial rights between the parties, notwithstanding an underlying intel-

“lectual property dispute, may be enhanced if no purported determination
“of any potentially non-arbitrable issue is made by the arbitrator. Accord-
" ingly, the contract language appended to this outline may increase the
" likelihood of enforcmg arbitral awards relating to intellectual property

rights.
. Conclusion

. With rore-ght and care, you can adopt an appropriate ADR procedure
~that will not only achieve the primary goal of expeditious and fair resolu-
tion of a dispute, but also provide reasonable assurances of protecting

confidential information.

. What that procedure should be poses an interesting challenge that de-
serves your full attention. :
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APPENDIX
~ Model Intellectual Property Dispute Resolution Clause
1. This dispute is a private commercial dispute between the parties and
affects international commerce. [Pre-dispute clause: Any dispute arising
hereunder is likely to be a private- commeraal dlspute between the parties

: and to affect international commerce.]

2. The parties agree that this dispute and all aspects of this dispute shall
“be resolved by binding arbitration solely for the nghts of the partles with

respect to one another.

3. If the determination of this'dispﬁ'te necessitates the Arbitrator’s consid-
eration of any issue relevant to the validity, enforceability, or infringement
of any [IP right] of any party with respect to another party, the Arbitrator
shall have the authority to consider all such issues and to express a view
on all such issues. The parties expressly agree that the Arbitrator shall not
have authority to declare any such [IP right] valid or not valid, enforce-
able, or not enforceable or infringed or not infringed, provided, however,
that the Arbitrator may express a non-binding view for the parties on

" whether in the Arbitrator’s view a court or other government agency of

- competent jurisdiction would uphold the validity, enforceability or in-
- fringement of any such (IP right]. The Arbitrator shall specify [may state]
- the Arbitrator’s reasons underlying that view. However, neither the view .
- ‘of nor the statement of reasons by the Arbitrator shall be regarded by any
party or any other entity as a declaration of validity or invalidity, enforce-
ability or unenforceability, or infringement or non-infringement of any

such [IP right].
4. The Arbitrator's award:

a. Shall state what acts, if any, a party may or may not undertake thh
respect to any other party; SR

b. Shall be final, binding and effective only between or among the
: partles, ‘ R

c. Shall not be appealable by any party; and

d. Shall not be regarded or asserted by any party as having any effect
on any person or entity not a party. :
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5. The parties expressly agree that judgment based on the Arbitrator’s award
may be entered in favor of, or against, any party in any jurisdiction that the
Arbitrator determines to be appropriate under the circumstances, and each
party against whom any such judgment may be entered hereby agrees to and
shall make itself subject to the jurisdiction of any court in which that judg-

ment is entered.

6. The parties agree to incorporate the terms of the award into [an underlying
or related technology transfer, license, etc. agreement] as a binding amend-
ment to the agreement and enforceable as such, effective as of the date of the

award.
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- ARBITRATION AND INTELLECTUAL PROPERTY DISPUTES -
David W. Plant
Fish & Neave
ivew York, New York
,  Jume 1996 -

L+ INTRODUCTION
- Arbitration is an adjudicative process for resolving disputes. In lieu of a

judge or jury in a court room, one or more (usually, three) private citizens selected to

serve as the arbitral tribunal receive evidence and hear argument in a conference room or

similar venue, and render a decision, viz. the award.

~ Arbitration may be binding or-non-bindiné. Non-binding arbitration, while
adjudicative insofar as the specific arbitration proceeding is concerned, n‘lay"be part of a
larger non-adjudicative process. Arbitration usuaily is the result of an agreement between
the parties, but it may also stem from an initiative by a court. (Courts usually order only
non-binding arbitration.) Arbitration may be administered by an institution and subject to
- the institution’s rules; or it may be administered by the parties themselves subject to rules
the parﬁes create, or it may reflect elements of both. Even in institutionally administered
arbitra'tion's, it is not unusual for the parties and the arbitrator to agree to depart frdm the
administrative institution’s published rules. -

An arbitrator’s decision is embodied in an award. If a party is concerned
about collateral estoppel effects of a binding arbitral award or other adverée commercial
effects (e.g., revealing confidential information or providing a.'rOad map as to how not to
infringe), a reasoned award may not be desired. Also, conventional wisdom in the United
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States suggests that a reasoned award may be more susceptible to modification or
vacation by a court than a bare "wih-lose". award,

Because arbitration is usually the pro.duct of an agreement between the
p.arties (especially, binding arbitration), the parties can set the.course of the proceedings,
agree upon governing law and applicable rules, specify issues, fix time limits and define
the scope of the arbitrators’ authority. A full understanding by counsel and client, and
the arbitrator, of these dimensions and their implications is n_e_céssaxy to the efficient,
expeditious and equitable use of arbitration.

The right to appeal a binding arbitration award is severely limited by
legislation and by judicial opinion. Under some circumstances in the Unite,a States, that

_right may be modified by the parties, -- ¢.g., enlarged so that a court-or another tribunal
may perform a more typical role in ascertaining whether an arbiirator’s findings of fact
-are clearly erroneous or co_nclusions_ of law are correct. .

A fundamental requisite of ar_bitratibn is a seasoned arbitrator, available
when needed, willing and able to move the proceedings forward, even-handed, and :
dedicated to efficiency and fairness. Arbitration has sometimes received baa press,
occasionally because an arbitrator appeared to split the baby (an exaggerated impression
in many cases). But a more severe drawback may be an arbitrator’s permitting the
proceeding to expand and to absorb as much time, energy and money: as. the complex

litigation it was expected to supplant (a matter of substantial concern aud severe
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consequénée). Fortunately, this result ié not at all inevitable or even likely if the
:i_rbitfafdr is selected with care.

Arbitration has proved to be practicable, and efficiently and effectively so,
in resolving intellectual property 'd'ispu'tes.. It has been utilized in lieu of litigation world-
wide, and in the United States, in lieu of Patent Office adjudication. It can contirue fo

work, especizilly if counsel and clients recdgiﬁze that arbitration n'ot.only can be, but

' should be, tailored to fit their specific needs.

II. WHENIS ARBITRATION APPROPRIATE? =~

Arbitration of intellectual property disputes is appropriate under many

circumstances. They include licensor-licensee disputes, joint venture disputes,

technology transfer disputes, inﬂ‘ingeinént'dispute':s and the 'llike'. This is true whether the
arbitration is binding or non-binding.

Arbitration is not suitable in counterfeit situations or other circumstances
Wheré immediate injunctive relief is needed, or in sifuatibns where a legal precedénf is
necessafy, or where other'Strateg'ic considerations compel litigation.

In a domestic situation, the local courts may be the préfef'réd recourse and
may be whblly effebti\{c. Howeve‘f, inan in'terr_latidhal situation, local courts may or may
not be available, and if available, judgmeﬁts they render may not be enforceable as a

practical matter.




It is worthy of note that the World Intellectual Property Organization’s
Arbitration and Mediation Centre in Geneva is currently circulating for comment draft
:Ful_es intended to provide fqr‘immcd‘iate_(zi.e. ‘_‘:24,:hou:”) int_eﬁm rel_ief_ in binding
_gr_bitratiqn of imellec_tual property disputes. Other arbitration insn'tutio_ns are also
cpn__sidering this issue. It is likely that the WIPO_ ml_cs will be in place in 1997. What is
not clear_ is whether or not they will be utilized, and if so, w_hct_hcr or not they prove to be
practicable. Clients and counsel should keep an eye on developments on this .front and
give thorough consideration to utilizing the WIPQO immediate interim relief procedure in
situations where it may be efficacious. Even while promulgation of the WIPO rules is
pending, clients and counsel can use the p_roposed rules as a mod_t_:l fo; the_iijwn
agreement providing for immediate _intgri_m_ _r_eli‘c_:f. |

In binding arbitratjon of intcr_natip_nal intellectual property disputes,
attention must be paid to whether or not the subject matter to be arb.i_tra_t__e'd is indeed
a.;bitrable, and to whether or not an arbigral‘ award with respect to that subject matter will
be enforceable in relevant jurisdictions. In the United States, statutory authority pemits
binding arbitration of virtually all issues relating to United States patents (35 U.S.C.
§ 294; also, § 135(d)). Ther_e are exceptions, but they are rare -- although the parties
themselves may agree to exclude certain issues frpm the binding arbitration. Judicial
opinion. in the United States has assured that qll other intellectual property issues (e.g.
trade mark, copyright, trade secret) are also the proper subject of binding arbitration.

However, such overall authorization of binding arbitration of all intellectual property
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“* issues is plainly not a universal phenomenon. Accordingly, clients and counsel must be
~ fully informed as to the law and the public policy in relevant jurisdictions regarding
" arbitrability of intellectual property issues that may, or in fact do, confront them. =~

Thus, absent com'peﬂllin'g commercial 'circuﬁsmnces (e;g. the need for
immediate injunctive relief) or legal barriers (e.g. patent validity is not arbitrable in a
relevant jurisdiction), arbitration is abundantly appropriate in connection with intellectual
property disputes. 'Among its virtues, is the abilily of the parties to select the arbitral
tribunal, the arbitral rules under which they will proceed; the schedule on which they will
proceed, the venue for the pfOCeedings, the issues to be arbitrated, the power and
authority of the arbitrator and post-arbitration procedures. = |

Also, the New York Convention (The Convention on the Recoghition and
Eriforcement of Foreign Arbitral Awards, June 10; 1958, 21 U.S.T. 2517, T.LA.S. No.
6997, 330 UN.T.S. 38) establishes a unified legal framework for the fair and efficient
“settlement of disputes arising in international commercial relations.  Approximately 120
countries are signatories to the New York Convention. The Convention providesa -
vehicle for-enforcig binding arbitral awards that court judgmerits do not enjoy.
Accordingly, it is attractive for nationals of signatory countries to arbitrate rather than
litigate international commercial disputes, because (assuming arbitrability and
enforceability in the re~lev'ant jurisdictions) the arbitral award may be readily enforced in

signatory jurisdictions in addition to the jurisdiction in which the award is rendered. -




Lastly, arbitration can and should be considered both before an intellectual
property dispute matures and after the dispute méturg___s._ Arbitration clauses in agreements
relating to intellectual property transactions are commonplace, especially in international
transactions. And arbitration after a dispute arises, if properly designed and conducted, is

often a salutary way to resolve differences.

II. . SOME CONSIDERATIONS WITH RESPECT TO ARBITRATION CLAUSES
-Af_bitration clauses in international commercial contracts, or in domestic
contracts, relating to intellectual property matters are typically among the last to be
considered, negotiated and agreed upon. Accordingly, such clauses often s‘_ﬁffer from
short shrift. While an arbitration clause ought not to be a deal breaker, a thorough
understanding of arbitration and its applicability to the potential dispute can enhance the
prospects of settling on an arbitration clause that effectively leads to resolution of the
potential dispute with a minimum of ancillary proceedings and a maximum of satisfaction
(at least with the proceeding itself, if not -- from the loser’s perspective -- the outcome).
Post-dispute arbitration agrecments stand in vivid contrast to p..-dispute
arbitration clauses in agreements with respect to which dispute resolution is a tertiary
concern. In post-dispute situations, the primary object of the agreement is to fashion a
workable dispute resol‘ution mechanism. However, because the emotional environment
may be super charged as result of the dispute having matured, negotiating a post—di_spu_t_e_

clause carries difficulties of its own.




In any event, clients and counsel should have in mind points of substantial
significance when negotiating an arbitration clause, whether post-dispute or pre-dispute.
- Some of those points are referred to below, primarily in connection with binding
arbitration.
" First, what rules are to govem the proceeding? This is among the most
- important considerations, because in pre-dispute clauses there is a tendency to use a
~boiler plate clause that leaves to specified institutional rules the entire burden of shaping
the procedure--from commencement of the aibitration through final award. This may be
entirely satisfactory in some circumstances, but clients and counsel should be thoroughly
familiar with the rules invoked and thoroughly aware of what they are agreeing to.
" Second, should the arbitration be administered by an arbitral institution?
Should it be ad hoc? Should it be a hybrid?  For the less sophisticated users,
- administered arbitrations probably serve useful functions. For the more sophisticated
users, it may be more appropriate for clients and counsel to fashion their own procedure,
rules, schedules and the like.

Third, what issues are to be résolyed'by the arbitral tribunal? Itis
especially important to understand whether the arbitral clause is confined to contract
issues relating only to".b'reac'h of the contract in issue, or whether the clause is framed so
as to embrace all issues arising out of any transaction related fo the contract - including
tort causes of action. It may also be salutary to give thought fo whether the dispute can
be resolved by arbitrating fewer than all possible issues, thus focussing on a specified, -
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— dispositive issue requiring less time and less expense for resolution than an all-out arbitral
~ war would engender. -

‘Fourth, how many arbitrators should there be and who should they be? A
Seasoned, dedicated, even-handed, available tribunal is critical to the success of the
process. Thus, clients and counsel should consider assuming full control of the selection
of arbitrators, leaving to an institution or other entity the power to select only in the event
of iptrac_tabl_e disagreement between the parties. Indeed, as the author’s own experience
confirms, selection of the arbitrators can be the subject of a separate mediation process
__where necessary (e.g. two party appointed arbitrators can mediate with clients and
counsel the selection of the chair). On this score, it is important to anticipgite the
difficulties posed by multiple party arbitration and the appointment of party appointed
arbitrators. The parties should agree as to the alignment of groups of parties for purposes
of selecting party-appointed arbitrators, or if agreement is not possible, leave appointment
of all arbitrators to an arbitral institution.

Fiﬁh, are party appoinfed arbitrators to be neutral and independent? In
international commercial arbitration, the custom is that all arbitrators are neutral and
independent of the appointing party. Of course, there are exceptions. Also, in domestic
arbitration in the United States, it may be perfectly acceptable, indeed expected, for a
party appointed arbitrétor.to act as an advocate for the appointing party. Thus, c_lients
and counsel must be very clear on the ground rules that will govern conduct of party
appointed arbitrators. This begins with the selection process and continues through
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- rendering of the final award. For example, candidates for appointment by a party must be

* very circumspect in pre-appointment interviews. And after appointment, the arbitrator
and all others concerned ﬁiﬁ’st:be'véry'clear on the party appointed arbitrators rights and
obligations ﬁs-a-‘vis the appointing party.

-~ -Sixth, where is the arbitration to be held? A country whose laws and
practices are hospitable to arbitratibn should be selected as the situs. Cultural
considerations may dictate situating the arbitration in a country different from any
country of which a party is a national. This may pose nice issues with res}.)e'ét to multi-"
national corporations. Often, the site of the arbitration it is simply a matter of
"‘convenience for the parties, witnesses and arbitrators (and sometimes, cOux}'éei); ‘The law
of the situs is not to be overlooked. ‘If the arbitration clause or agreement is silent as to
governing arbitral law, the law of the situs will usually control. <

Seventh, what will the schedule be, and may it be modified? There should
be a schedule. If there is none, the arbitration may unexpectedly extend far into the
 future.  Some arbitra] institutions and some institutional rules specify the schedule.
Others are silent. Typically, it is up to the parties -- arbifration is a creais . of agreement
-- and the parties can fix and can modify the §chedule. Not only the parties but also the )
arbitral tribunal should agree to the schedule. An open-ended approach, especially
without written commitment from the tribunal, may lead to interminable prdceeding's,

uncontrollable expense, and justified frustration on the parts of the barﬁes.




Eighth, what information will be exchanged before the evidentiary hearing?
United States counsel are accustomed to extensive discovery. Counsel in other countries
are not. The parties and their counsel should understand fullv what will occur on this
score, and what the consequences will be of failure to provide information called for, .
One consequence may be that the arbitral tribunal will draw inferences adverse to a party
that fails to produce such information. Also, the clients and counsel should understand
that the applicable arbitral law, the composition of the tribunal and the customs of the
Jurisdictions in which counsel normally practice all may lend a specific and special
character to arbitral proceedings. That is, the same arbitration under the same arbitral
_mle_s may be entirely different procedurally, depending on the composition _,6f the tribunal
and the backgrounds of counsel. For example, a tribunal with Swiss national as chair -
may be far less generous in permitting pre-hearing discovery than a tribunal with an
American chair.

Ninth, what will happen at the evidentiary hearing? Clients and counsel
should understand that in some proceedings direct testimony is taken only on written
statement, fqllowed ny cross-examination by counsel, or followed only by inquisinon by
the fribunal. They should understand also how much time will be allocated to the
evidentiary hearing, and also whether pre-hearing briefs, post-hearing briefs or oral -
argument will be permitted. |

Tenth, what about confidentiality? The prevailing view seems to be that
arbitration proceedings, the record, the award and even the existence of the proceeding
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" itself are confidential. This view is not altogether sound. Arbitration proceedings are

usuéiiy private. The parties can enter into agreements to preserve the confidential

character of propﬁétaiy information that orie party may disclose to another. A tribunal

may refuse to order disclosure of one party’s confidential information to another party.
But what about the outside world if the award is to be .taken into court to be enforced? It
is entirely likely that the award will be a matter of public record. (Under 35 U.S.C.

§ 294(d) .and (e), an award in an arbitr'ation under .Se'ctio'n 294 is not enforceable until it is
deposited with the United State Patent aﬁd‘Traderhark'(‘.)fﬁce.)' ' And what about interested
non-partles‘? Non-party licensees, competitors, \?enc.l'ors, customers and future liti‘g'ﬁn'ts.
may have a legi.tim&e interest in lémmg the outcome of the zfrBitratibn. S_5 may
government agencies (é.g:'.' antitrust authorities, tax authorities, other fegulatoxy
auﬂlodﬁ'eS),"mdemnitoré, privzite investors and related companies, such as 'pai'ents. In
short, clients and counsel can take sfépé to insure profection of confidential information

between the"paﬂies,'but't.hey should not count on the award of the record of the

proceeding remaining out of the public’s reach.

Ele\)enth, what rérﬁédies will be available? Those who have followed
repbrted judicia’l c').pinions in the "U.n.ited States will know that "thcre.is a vigordus debate in
some of the 50 states as to whether an arbitral tribunal has poWer to award pu;fliti:\re N
damages. This question arises in other juriSdiétiOns. also. But what are punitive
damages? In the United States, simply because damages may be increased (typically, up

to three times), it does not follow that the increased damages are punitive. The United
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States Supreme Court has e_mphasizcd the compensating function pf increased damages in
antitrust matters, over their punitive .and detcrre_nt_ function. Also, depending on the
United States inteliec_tual property right in question, qnha:nccd, damages may or may not
be regarded as punitive (e. g increased damages under the patent act are punitive;
increased damages are awarded in trademark cases un_der_ the Lanham Act only if not
p@ﬁﬁvc; enhanced statutory damages incopyri.g_ht inﬁing;ment actions embody both
components). In addition, clients and counsel must be al_crt_to the forms of relief that
may or may not be available under speci_ﬁc rules. or _speciﬁ_c gov_e_rning law. M_or;etary
damaggs:may have to be awa;ded in a specific currency. Only limited forms of equitable
relief (e.g. permanent injunctions, specific performance) may be available. _.:

Twelfth, what form should the award take? In the United States, many
binding arbitration awards have been naked win-.lose gwards, v-vithout reasons. In
ix_1tcmational_ arbitration, a reasoned award is more likely to be fcndcred._ In complex
intellectual property disputes, the pa_rties may want a reasoned award. However, there are
circumstances in which a reasoned award may be manifestly undgsirable. For example, a
patent_. owner may not want the regsoned award to provide a roadmap for .desigm'ng a non-
inﬁ_‘_i_n_g_ing _product, neither party may want to risk c_oligtcral éstopp_el effects of a r_;asoncd
awarded, and neither party may want the award to reveal conﬁdential information, if
through ju_dicial cnforqémcnt _proc_egdin_gs or otherwise _it_-bcc.om‘e‘s_avai]able_to non-

parties.
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~ Thirteenth, what ‘other elements of an arbitration might be addressed in an
arbitration clause or agreement? The answer is any number. Example.s are the language
of the arbitration;’ governing law on the merits, governing arbitral law, specific procedures
for enforcement of the award, specific procedures for seeking relief from the award,
. recoufse the parties may have if an arbitrator does not participate, the consequences of a

party’s failure to appear at a hearing, etc.

AV~ 1IS'ARBITRATION UTILIZED IN INTELLECTUAL PROPERTY DISPUTES?
" The answer is an unqualified yes.

Clearly, litigation is the preferred, and sometimes only, routq: for resolving
intellectual property disputes. “Also, other ADR mechanisms, such as mediation, are
becoming increasingly attractive. Nevertheless, both administered and ad hoc arbitration
have been, and are being, utilized.

It is difficult to assess the number of intellectual property disputes that are
the subject of arbitration. One reason is-the confidentiality that shrouds such
proceedings--at least up to a point. Another reason is the difficulty arbime. institutions
experience in attempting to. classify arbitrations initiated under their auspices.
Notwithstanding this situation, it seems fair to say that substantial numbers of intellectual
property disputes havé been the subject of arbitration proceedings in recent yearg. The

- number is likely to-be significantly larger than institutional statistics would suggest, -
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. because intellectual property issues are often a component of international commercial
.-disputes that are not classified by institutions as "intellectual property" disputes.

This returns us to the point made in Section II. regarding arbitrability and
unenforceability. Even though a dispute being arbitrated appears to include an -
intellectual property issue as a minor component, clients and counsel should be aware of
the potential impact on the enforceability of the award overall. For example, if the -
arbitral tribunal rules -- as a part of a larger award -- that a government granted
intellectual property right (e.g. a patent, a registered trademark) is not valid or otherwise
is not enforceable, all concerned must be alert to the impact on the award if that

. intellectual property ruling is held by a court to have been outside the power of the
arbitrators under the arbitral law goVeming.the arbitr_atio.n,-ror‘ is held by a courtto be -

- unenforceable in the jurisdiction in which enforcement of the award is attempted.

V. . WHAT SERVICES DO-VARIOUSINSTITUTIONS OFFER? .
- We consider here two categories. of institution: (1) ADR providers and (2)
intellectual property urganizations.
ADR providers in the United States include organizations such as the
American Arbitration Association, CPR Institute-for Dispute Resolution and
JAMS/Endispute, andielsewhcre in the world, such organizations as the I_ntern_atironal
Chamber -Qf Commerce in Paris, the London Court of International Arbitration, Chartered

Institute of Arbitrators and Centre For Dispute Resolution in London, the British
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Columbia International Commercial Arbitration Center in Vancouver, and otheré such as
the Stockholm Chamber of Commerce, China International Economic and Trade.
Arbitration Commission, and International Arbitral Centre of the Federal Economic
Chamber in Vienna. Among these organizations, only the AAA and CPR seem to have
‘promulgated rules, or model rules, dircctéd specifically at arbitration of intellectual
property disputes (e.g. AAA Patent Arbitration Rules, CPR Rules for Non-Administered
- Arbitration of Patent and Trade Secret Disputes, CPR Model Agreement for Ex Parte
Adjudication of Trade Secret Misappropriation And/Or Patent Disputes). This is not
necessarily of high moment. All ADR providers are aware of and are considering‘special
issues‘associated with intéllectual property disputes and are prepared to prgivide

- arbitration services of such disputes under one set of their rules or another. Even with
organizations like the AAA and CPR, many intellectual property disputes are arbitrated

" under more general rules such as the AAA Commercial Arbitration Rules, the AAA
International Arbitration Rules, and the CPR Non-Administered Arbitration Rules.

" The CPR Model Agreement for Ex Parte Adjudicatidn'of Trade Secret
Misappropriation And/Or Patent Disputes is of especial interest in connection with non-
binding arbitration of disputes in which each party desires to insulate its proprietary
information from the other party. This model agreement may illustrate usefil procedures
not typically employea, but nevertheless of real practicability.

As [or intellectual property organizations, the World Intellectual Property
Organization seems to be the only organization to have established an arbitration and
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~ mediation center and promulgated rules for the purpose of providing ADR services
specifically for the intellectual property community. The WIPO Arbitration and
Mediation Centre came on ling in October 1994. Its director, Dr. Francis Gurry, has
_a:s.s_embled_ a panel of potential neutrals numbering over 400 persons from around the
world. While at this writing WIPO Arbitration Rules may not have governed any specific
procecdjng, thqse rules have been incorporated into dispute resolution clauses in
international agreements and will in due course be applied. At the same time, the WIPO
Centre has consulted with and provided informal services to many disputants around the

. world. -

Other intellectual property organizations have assembledllist‘s of potential
neutrals. For example, in conjunction with CPR, the International Trademark Association
has developed a panel of potenﬁal neutrals with expertise in trademark law and related
subjects. And the American Intellectual Property Law Association has assembled a list of
more than 100 potential neutrals, together with background information about each. .
Neither the CPR/INTA panel nor the AIPLA list is meant to imply that either INTA or

AIPLA will themselves administer arbitrations.

VI. CONCLUSION.

We have skimmed the surface in this introductory piece, leaving many

issues unmentioned and many questions unanswered.
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But perhaps enough has been written to suggest that arbitration, if well
designed and properly implemented, is indeed alive and well as an intellectual property
dispute resolution mechanism. On those occasions where arbitration has gone astray
procedurally, the blame should not be placed on any inherent unsuitability of arbitration
in this field. Rather, other circumstances have led to the bad press arbitration sometimes
receives -- albeit circumstances that may sometimes have been in the parties’ control.

Arbitration, as we have seen, is the product of the parties’ agreement. The
parties are free to design a procedure that will prove to be satisfactory. Whether or not
they realize that goal is a function of the thoroughness of their understanding of the
nuances and their willingness to address those nuances in their arbitration c“llause or their

arbitration agreement, and then to implement that clause or agreement in a rational way.
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'35 U.S.C. § 294. Voluntary arbitration

. {a) . A contract involving a patent or any
right under a patent may contain a provision
requiring arbitration of any dispute relating to
patent validity or infringement arising under the
contract. In the absence of guch a provision, the
parties to an existing patent validity or
infringement dispute may agree in writing to
settle such dispute by arbitration. Any such
provision or agreement shall be wvalid,
irrevocable, and enforceable, except for any
grounds that exist at law or in equity for
revocation of a contract.

{(b) Arbitration of such disputes, awards by
arbitrators and confirmation of awards shall be
governed by title 39, United States Code, to the
extent such title is not inconsistent with this
gsection. 1In any such arbitration proceeding, the
defenses provided for under section 282 of this
title shall be considered by the arbitrator if
raised by any party to the proceeding.

{(c} An award by an arbitrator shall be final
and binding between the parties to the arbitration
but shall have no force or effect on any other
person. The parties to an arbitration may agree
that in the event a patent which is the subject
matter of an award is subsequently determined to
be invalid or unenforceable in a judgment rendered
by a court to competent jurisdiction from which no
appeal can or has been taken, such award may be
modified by any court of competent jurisdiction
upen application by any party to the arbitration.
Any such modification shall govern the rights and
cbligations between such parties from the date of
guch modification.

{d) When an award is made by an arbitrator,
the patentee, his assignee or licensee shall give
notice thereof in writing to the Commissioner.
There shall be a separate notice prepared for each
patent involved in such proceeding. Such notice
shall set forth the names and addresses of the
parties, the name of the inventor, and the name of
the patent owner, shall designate the number of
the patent, and shall contain a copy of the award.
If an award is modified by a court, the party
requesting such modification shall give notice of
such meodification to the Commissioner. The
Commissioner shall, upon receipt of either notice,
enter the same in the record of the prosecution of
such patent. If the required notice is not filed
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with the Commissioner, any party to the proceeding
may provide such notice to the Commissioner.

'(ez The award shall be unenforceable until
the noticr —~2gquired by cubsection (d) is received
by the Commissioner. = o *







3




.‘//_m\\ i

35 U.8.C. §8 135. Interferences

(d) Parties to a patent interference, within
such time as may be specified by the commissioner
by regulation, may determine such contest or any
aspect thereof by arbitration. Such arbitration
shall be governed by the provisions of title 9 to
the extent such title is not inconsistent with
this section. The parties shall give notice of
any arbitration award to the Commissioner, and
such award shall, as between the parties to the
arbitration, be dispositive of the issues to which
it relates. The arbitration award shall be
unenforceable until such notice is given. Nothing
in this subsection shall preclude the Commissioner
from determining patentability of the invention
involved in the interference.
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Mediation is a facilitated negotiation, in which a neutral (the mediator)
attempts to assist the parties in finding their own solution to their own problem.
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L. SIX PHASES OF THE MEDIATION PROCESS

A. . Getting to the table.

B. Preparing for the process. -
C. Initiaj Sesslons. | o
I First joint session.-
2. First private session.
D. Subsequent sessions.’
E. Closure, viz.-"End Game".
EF. Post-Mediation.
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GETTING TO THE TABLE

'Preparation

IL
Al
i
2.
3.
4,
5.
6.
B.

Know all parties' real interests and real needs.

‘Know your BATNA, and the other parties' BATNA's.

A dispute is an dpponu11ity to create value.
Know the ADR menu.
Be creative; fit the probess to the fuss.

Post-dispute more difficult than pre-dispute.

How to break the ice.

Court rules.

Professional responsibility.

Clients' pledges and commitments.

Client's policy.

Common sense.

Who?

a Party to party.

b. Lawyer to lawyer.

c. Neutral good offices.

Your adversary must be your partner.

07/06/98 12:45 pm
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I

PREPARING FOR MEDIATION

A

The parties have agreed to (pre-dispute or post-dispute), or a Court has
ordered (post-dispute). mediation.

The rhediatof. "

1. Partics and 'co'unselj(.)ihtly‘ select the mediator (desirable); or Court

~or other institution selects the mediator (not desirable).

2. Know your mediator.
a. Reputation.

__ _b_. .. .Some characteristics.
(1) Patient
(2)  Diligent
(3)  Sensitive
(4)  Flexible
(5)  Creative
(6) Trustworthy
(7)  Authoritative
(8)  Even-handed
C. Competence. -
(1) Subject matter.
(2 Process
(a) Experience.

(b) Training.

07/06/98 12:45 pm
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d  Style.
1)y TFacilitative.
(2)  Pro-active and evaluative.
“e. .- How does the mediator manage personal interaction?
f Sources of information.
(1) Institutions.
(2)  Colleagues.
The mediator communicates.
I | Joint telephone conference with counsel.

2. Emphasizes that whatever is in dispute, this is a problem to be
solved as partners, not a war to be won as adversaries,

3. Continues transformation of adversaries into partners.
a. Fundamental shif: in viewpoint.
b. At least in formulating and proceeding through the

mediation process.

4, Explains process.
a . Procéss.
b. Journey.
C. Negotiation.

LN

Is alert to semantic issues.
a. E.g. "binding" mediation.

b. E.g. mediator will decide what's right for the parties.

07/06/98 12:45 pm
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10.

Participants to negotiate in gcod faith and with candor.
Explain who must be present and their roles.

a. Parties -- principals; authority to settle.

...b. . Counsel -- counselors; not necessarily litigators.

C. Third parties -- insurers; indemnitors; partners.
Schedule.
Confidentiality.

Pre-session Submissions -- briefs. -

a. Positions.
~b. . -Real interests anu uceds.
() BATNA

(2)  Becreative and be objective.
(3) Do you need litigation?

' (4) Is there a business relationship to be preser-ed or
created?

(5) Are there political reasons, internal or external,
motivating, settlement?

©6) Are ther. personal needs?

C. Understand and account for the other side's interests and
needs.
d. Look beyond the present dispute to overall relationships.

(1) Subject matter.

(2) Time. |

07/06/98 12:45 pm
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P

1.

12.

e Assess the strengths and weaknesses of both sides'

positions.
f. Conduct an objective litigation risk analysis.
g. Include the few material exhibits.
h. Clarify whether briefs are in confidence and ex parte to

mediator, or are axchanged.
Court-arinexed aspects.
a. Understand duties and responsibilities of the mediator.
b.- Comply with the schedule.
C. Understand the information to be reported to the judge.
Mediator's fee.
Written agreement.
a. Deal with these and other issues.

b. Parties' consent to mediator.

Ethics -- Responsibilities of The Mediator

I

No conflicts of interest!

a. Actual.
b. Apparent.
C. Must immediately notify of any change in situation.
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“Rights and obligations of the mediator vis-a-vis the parties.

a Past engagements.

b. Present engagements.
¢ Future en"gag'f::ments
d Fi.'rm‘s engagements

e CPR rpodel agreement.
(2) _ Other Clauses.
e. Fee;s .
(1) Hourly.
(2)  Lump sum -- approximate value of case.
(3)  Who pays? When?
f ) Power imbalgnqg.
(]) Large v. small.
- (2)  Party represented by counsel v. pro se.
(3) Wealthy v. poor.
(4) Sophisticated v. unsophisticated.
(3) Eastern v. Western.
. (6) European v. U.S.
g. Not judge.
h. Not a party's attorney.
1 Not party to a crime or fraud.
J. All information qonﬁdential.
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3. Immunity.

a. Suit.
b. Subpoena.
4. Mediator to mar:lag'é 'prr'océss.‘
| 'a.. Sﬁbstantive pfoblem is the parties' problem to be solved by
- the parties.
b. Mediator has to guide and keep on track the problem

solving process; does not solve the substantive problem.

C. May have to mediate re the mediation process.
5. - Mediator as arbitrator.
a.. This process.
b. Later dispute.
6. Arbitrator as mediator.
7. Mediator will withdraw.
a. If conflict of interest.
- b. If parties not participating in good faith.
c. If clear mediation will not be successtul.
d. 1f mediator would be party to a crime or fraud.
E. Role of Counsel and Parties in Preparation.
1. Must understand mediation -- know what to expect.
a. The variations on the themes.

b. The pros & cons.

07/06/98 12:45 pm
9 99999 099 - [NY] 363929.1




Understand all counsel's and all parties’ negotiating techniques.

a.

b.

Principled.

Scorched earth.

Beware misconceptions.

a.

b.

Mediator's power -- not a judge.
Injunction needed -- still can settle.

Intellectual property right invalid or unenforceable - still can
-~ settle.

Intractable parties -- still can settle.
One party seeking discovery -- still can settle.

One party signaling weakness -- still can mediate fairly.
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IV.  THE FIRST JOINT SESSION -

- A, Amenities.
e Rooms.
2. Coffee.
3. Telephones. )
4, Meals.
5. The table.
6. Courthouse v. private of’ﬁee.
B. N lntrodections. o
1. Everyone present.
2. Pgljies seated next to mediater; counsel not next to mediator.
3 .. First. names.
a. | Usually.

b. | Eventual]y." B
C. Eve.n mediator.
C. Mediator explains process.
" Repeats essence of preliminary telephone conference.
2. Necessary because new _pafticipants, viz. the parties.
3. Emphasizes problem to be _solved by parties working together.
4. - | Ceﬁﬁdential. |
a. The process.
b. Mediator's notes.
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10.

1.

12.

14

Off-the-record settlement discussion.
Mediator is neutral; no substantive judgment; no substantive power.

Mediator facilitates; not evaluates, unless jointly requested and
appropriate.

Explains joint and private caucuszes.

a. Emphasizes conﬁdentiality. |

b. Especially in private caucus.

Frankness and openness are requisites.

Good faith negotiatiéns are required.

The principals (e.g. executives) must be prepéred to participate.

Solutions to difficult problems call for creativity.

O coumannexed, court will not know what said by any party.

a. Mediator simply reports that parties met and settled or did
not settle.

b. If early neutral evaluation is combined with mediation,
mediator/evaluator will report on discovery needed, for
example.

Ground rules.

a. . This s the parties' (more specifically, the principais’
process.

b.  Challenge positions, not persons.

c.  Always focus on potential solution.
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- D.

d. The mediator will manage the process.
(1') In-lc:rruptions not be permitted.

'(2)  Each party may be asked to restate other party's
position and other party's real interests and needs.

(3) Explore options; brainstorm without judgments.

~ Emotion

|8 )

- Can run deep.
a Ange'r -- other party is unfair, immoral and vindictive.

b. Distrust -- other party is liar; has breached a contract; has
betrayed a trust, has failed to pay.

c Dislike -- personal animosity; can't stand to be in the same
o room.
d. Strategic -- for competitive purposes; anger as a negotiating

.tac_tic.

Expressed in challenges to

a. Past and present positions.

b, Other principal's or counsel's integrity.
c Other principal's or cou:nsel's good faith.
d. . Past sins of Qmisqion _and commission.

‘Mediator's role.

a.  Listen.

'b.  ‘Express understanding.
C. Expect emotion at every session.

07/06/98 12:45 pm
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l.

T e

d.  Let parties air out, then
(1)  Deflect anger.

(2)  Encourage civilized dialogue.

(3)  Move to private caucus.

(4 Point out more progress if parties focus energies on
finding solution.

(5) Ask other party to state its understanding of basis
for angry party's emotion.

- Which party speaks_ﬁrst? _

Usually claimant or claimant's counsel speaks first.

* But defendant may request to speak first.

‘May be the party who last proposed a resolution.

Or the party who proposed mediation,

May be party selected ad hoc By the mediator based on mediator's
instincts.

Mediator will assure other parties that all will have an opportunity
to speak.

Usually, counsel opens with a statement of client's position.

.

Counsel should address the other side's represent.ti--es, not the
mediator. '

5-10 minutes; if complex, Ionger.

Typically, more detail or changed position later.
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Purpose: to persuade other pa&y of

4.
a Your bona fides.
b. Strength of your position. |
C. Weakness of other pérty's pésitioﬁ. |
d. The need to settle; overlap of interests and needs.
e. A rational basié for scttierhent.
G. Next, other counsel will state their client's position.
H. Mediator's role.
1. Aéks questions to assure mediétor and pér‘ties understand --
:a. | ?érties‘ positions.. | :
b. Status of settlement talks.
~ ¢ - Status of pending or proposed litigation.
-.d. - Interests of others not present
2. .. Kinds of questions --
a. Open-ended.
b.. .Hypotheti.cal.
c. Seeks help in understanding.
.3. . Restates a party's position.to assure clarity.
4. Asks counsel to restate adversary's position.
5. After hearing parties' pesitions stated by counsel, mediator may ask

each party to begin to articulate real interests and needs.
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V.

MEDIATOR'S JOB AT ALL SESSIONS

A,

B.

Be patient.
Rematn neutral.
Listen and understand.

Facilitate.

1. Communication.
2. Understanding.

Always optimistic; never pessimistic.
Assure that everyone is heard and understood.

Form no judgment; be flexible; beware of unspoken solution that seems
obvious to mediator. :

Engender trust and confidence.

Seek broad views from parties first; &e’tails, second.
Understand the emotional roller coaster; weather it.

After counsel and parties have spoken in each other's presence.

I Mediator may suggest private caucus, or one party may request a
private caucus; in either case, mediator checks if OK with other

party.
OR
2. Media.tor stays with joint session and begins to explore
a. What each party needs.
b. - What each party expects.
C. What gach ﬁaﬁy sees ag a practicabl_e précess for achieving

a joint solution.
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N

-~

Usually, a mediator's evaluation should be deferred until late in the process,
and often, never given at all.

1. An early evalﬁation may
a Indicate that _mediator is biased.
b: :iia?dén pos.itions. |
2. Mediator's evaluation may be essential to reality testing.
3. - Proper timing is vital.
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VI

COUNSEL'S JOB AT ALL SESSIONS

A Be prepared -- as if final argument.
B. But this is not final argument.
C. Counsel's job is to counsel and to hélp client find a solution; strident

advocacy usually inappropriate and counter-productive.
L Understand client's BATNA.
2. Understand client's real interests and needs.

Ascertain other side's BATNA and real interests and needs.

w2

D. Beware of Rambo litigator tendencies.
E. Persuade other side's representatives, not the mediator.
F Persuade other side that --
I. Other side's position, however attractive to other side; is weak.
2. Client’s position, however difficult for other side to accept, is
strong.

Client's position is direct out-growth of client's real intere:“< and
posttion g

L)

needs.

4 Other side's position 1s not consistent with other side's real interests
and needs.

5. Notwithstanding differcices re positions, parties' ic... .nterests and

needs may overlap and may suggest a solution.

6. Important to client that both sides' real interests and needs are
satisfied.
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VII. PRINCIPAL'S JOB AT ALL SESSIONS:

A

Be prepared to participate fully, and increasingly as the mediation
proceeds.

Be prepared to talk more than your lawyer.

Talk with the other party.

Be creative.

1

[

Know your BATNA,
Understand thoroughly and describe own interests and needs.

Listen and try to understand thoroughly other side's BATNA,
interests and needs. '

Objectively assess value of case to cach party.

- -Objectively assess risks of not settling to each party. :

Avoid ad hominem attacks.

Explore ways to share important information with other side -- even
confidential information,

Be prepared to share views -- even hfghly sensitive and confidential
information -- with mediator.-

I.

Mediator will ask what the party wanted out of the deal now in
dispute.

Mediator will ask what the party's goal is today.

Express emotion.

But be controlled, be firm, be informed, be objective and be confident.
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VIII. FIRST PRIVATE CAUCUS

A...  The party not caucusing.

I.

Mediator must reassure.
Should have own room.
Amenities.

Homework -- what mediator will be asking; focus on real
interests/needs of all parties. .

B.  Caucusing party

L

Mediator must reassure party that all aspects of private caucus will
remain confidential, unless party expressly authorizes disclosure of
a specific aspect.

a. Mediator will take notes to keep important points in mind
- and to assure confidential information is segregated from
non-confidential information.

b. At end of private caucus, mediator will double check on
what mediator can and cannot say to other side.

Mediator will gather information.

a. Will start on positive note, viz. what is important to
caucusing party.

b Full story is not likely to unfold in first caucus; more will be

revealed later.

c. ‘Mediator will seek the real story.

(1 Party's perceptions.
(2)  Partys dislikes.

(3) Party's understanding of the differences separating
the parties.
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(4) - Bases for distrust.
(5) Relevant history. =

(6) "~ Party's previously unstated concerns, fears, motives,
©° needs. B

Mediator will have principals talk.
“*. Mediator will encourage the party to focus on its needs.

Both counsel and the principal must be prepared to disclose real
interests, real needs, real value of case.

Mediator may inquire as to party's further understanding of the
other party's real interests, real needs, perceptions, fears, etc.

Mediator is likely to --

a. Ask open ended questions.

b. Ask hypothetical questions.

c. Avoid confrontation.

d. Eschew reality testing in early caucus.

€. Try to listen with open mind.

£ Express no judgment and no recommendations.

g. Wonder whether the mediator's patience will endure.

h Wonder whether the mediator has the requisite skills to

assist the parties.
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Before private caucus concludes, mediator will ask party whether
there is any message the mediator should transmit to the other side.

Anything [ cannot say?

a. . Mediator will distinguish clearly between what mediator can
say and cannot say on behalf of caucusing party to the other
party.

b. The mediator can frame hypoth'eticaf questions to other

side, e.g. "What if..."; "Have you considered..."; "Would it
be possible to..."; "If we could persuade the other side..."
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1X.

FIRST PRIVATE CAUCUS WITH THE OTHER PARTY

A. ~Same process as in preceding Section VIIL.
B. Mediator is likely to (i.e. should) listen before delivering a message.
1 Before stating first party's offer, and
2. Before asking "what if .. "
3 Let this party tell its story.
C. The mediator should understand the second party's interests and needs

before revealing anything about first party's caucus.

D. Mediator will begin to isolate real issues in light of unspoken information
from first private caucus. o

E. The mediator will attempt to find an issue on which to begin to facilitate
negotiation. :

F. Is the mediator obligated to deliver the first party's message regardless of
what the mediator learns in the second party's private caucus?
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X THE MEDIATOR AND PRIVATE CAUCUSES IN GENERAIL,

A The mediator will hear diametrically opposed accounts.
1. Unalterable anger.
2. Eternal dislike. .. . .
3. Solidified distrust.
4. The other side's misconduct is the sole cause of the dispute.
5. Hopeless deadlock.
B. The mediator is likely to want to throw in the towel. DON'T!
I fihd one potentially resolvable issue.out of tﬁe two of three real
1ssues.
a. Not positions.
b. Real issues.
2. Explore ways .to find common ground on that issue.
a. Brainstorm options.
b. Move outside parameters of dispute as currently framed.
(1) Another relationship?
(2)  Goods for money?
(3) VAnother player?
C. Prioritize.
3. 7 Take it a step at a time.
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XI.

DANGER, DANGER, DANGER!

A.

B

A solution may be immediately and luminously clear to the mediator.

- The mediator's perceived solutior may be objectively sound, all

encompassing, profitable to all, efficient, and eminently fair.

But it is highly unlikely that any party sees it now, or will see it later, as the

mediator see it!

The parties have own agendas: the mediator is not likely to be privy to or
to understand all the agendas. o

" The mediator should let the parties expldré and propose the solutions!

It's their problem; the solution is within their grasp.

The solution will be durable if the parties create it and own it.
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XII. SUBSEQUENT SESSIONS

A Joint.
1 Joint sessions should be frequent; interspersed among private
caucuses.

2. Parties together can sum up.

3. Parties together can reach a common understanding.

4. Parties together can discuss possible solutions.

5. . Avoid the negatives associated with hidden conversations with the

o mediator.

6. Avoid misstatements or misunderstanding when mediator is shuttle
diplomacy messenger.

7. Joint caucuses may engender confidence and good wiil:

a. After abrasive emotions have subsided.
b. But abrasive emotions may never subside, and joint
caucuses may be difficult.

8. Entirely new perspectives may be difficult to acknowledge '~ joint
caucus, but joint exploration of a solution to a relatively easy issue
may be salutary.

9. If the parties can make progress in small steps in joint caucus, this
will build confidence in
a. The parties themselves.

b. The process.
C. The prospects of finding a solution.
B. Private caucuses may continue to be necessary to provide the environment

to get to real interests and real needs.
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Caucuses on different days.

1. Fatigue is an important factor; parties have to stand back and
reflect.
2. Incentive to continue wanes if intense caucusing seems to yield only

" negative results.”

3 Homework may be necessary to break a logjam before negotiations
resume.
4. Another party (e.g. insurer) may have to participate.
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XIIL.

A.

END GAME

Breaking an impasse.

I

Ll

Reality testing.

a.  Mediator m'ay'qu:es_t_i_on soundness of positions.

b.  Mediator may inquire as to cost of litigation.

C. Mediator may ask parties to list the real rewards of litigation
V. costs.

d. The mediator may ask a party to tabulate the pros and cons
of another alternattve to potentially available terms and
conditions.

e. Mediator may take parties through litigation risk decision
tree.

Mediator may explore creating other relationships.

Mediator may ask each party what the party would do if it owned
both sides of this problem.

Mediator may explore with one party what that party can give up
that 1s of little value to it but of relatively larger value to the other

side.

The mediator may serve as an arbitrator.

a. The mediation may render a binding decision on a final
issue.
{1 Money.
(2) Design.
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b. The mediator may evaluate each party's chances in
litigation.

(1) Privafely.
@  Jointly.

6. Parties may not be influenced by mediator's judgment because it is

demonstratively correct; rather, because of their confidence in the
mediator.

7. Mediator may provide short term solution followed by continued
monitoring.

8. Mediator's expression of an opinion may adversely affect mediator's

ability to act as a-neutral in the future on the specific matter.

Don't Let Parties Leave The Session!:

1. -Parties can quit any time. " It's their process.
2 But 1t 1s more difficult for a party to quit forever if the mediator is
present.
3. Mediator will discourage quitting if progress apparent and end in
sight. '
4. Mediator may let party walk out, and before other party leaves, get

the walking party back in the room.

-1t is imperative that the mediator be

1. B EtérnailS; optimistic -- maust poinf frequently to progress.
2. Confident.

3. Experienced.

4.~ Trusted.

5. An authority figure.
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Don't let the parties leave with a handshake; there must be a written
agreement signed by all concerned.

1. Counsel, not the mediator, should dictate or draft.
2. Will reveal and clarify misunderstandings.
3. Will minimize chances of immediate rekindling of impasse.
4. Counsel and parties execute.
5. Even if only some issues settled; agreement may outline process for

resolving future issues.

If no agreement is possible.

~1. . Parties should expressly acknowledge no agreement.
2. Parties should state why.
3. Parties should acknowiedge room for further progress, if any.
| 4. ‘Parties should explore what to do next. |
5. Court-annexed mediation. |
a. Mediator may give an evaluation.
b | Mediator may suggest that parties report to Court on their

views of the mediation;

C. Mediator may suggest to the ADR admunistrator that the
Court's intervention is necessary to break a logjam.
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X1V. POST-MEDIATION

A Mediator will destroy documents submitted to mediator, as well as
mediator's notes.

B. If the mediator is subpoenaed, or if a party is subpoenaed,
1. Notice must be given to all concerned.
2. Mediator must invoke the privilege.

C. If court-annexed, mediator will report to Court.

1. Bare bones report.

2. May include evaluation.
3. May outline discovery issues to be tried, etc.
D. Mediator should write to parties.

R Confirming the outcome.
2. Including post-mediation reflections.

3. Expressing thanks.

07:06/98 12:45 pm
31 99999.099 - [NY] 363929.1







