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I.

OVERVIEW
A.

What Is ADR?

B.

Wh~t

C.

Where Is ADR Applicable?

D

What Ate Its AdvantagesAn(:! Disadvantages?
.
.
What Should Parties To An IP Contract Consider And
Provide For?

E:
F.
II.

Are Its Forms?

Whither ADR?

WH.l'T IS ADR?
Alternative Dispute Resolution embraces all forms of
dispute resolution other than conventional litigation.
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HI. WHAT ARE APR I s FORMS?

_. _,, .__._'

'.

.__..

,,

A.

APR encompa::;sesan infinite numbe.r of forms. It
is helpful to consider three generic categories.

B.

Ad~udicative

.__._~

c.

Fprms.

A conventional adjudicative form is binding
., . .._.arb i.t.ra.ti.on •__._. _.._.,
__.- _,_, _. . ._._.__..
.__ __._._ .__.
,-. .

1.

2.

Non-binding arbitration 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.

Non-adjudicative Forms.
1.

Negotiation.

2.

Mediation.

3,

Mini-trial.

4.

Early Neutral Evaluation.

5.

Summary Jury Trial.

6.

Each of these is directed to enabling the
parties themselves to solve their problems.
Not limited by formal pleadings, carefully
adduced evidence or legal authorities.

2
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,··

Hybrid Forms.
1.

Hybrid forIlls stretch the $,pectrum of forms to
infinity.

2.

Negotiation, followed by mediation, followed
by arbitration is becoming popular.

. ..·",..·"'c······
."
.3.······=Is
!1~dia ti o!1."Jg],"~p~~f1...l:?Y.~le.§!
..QfJs!J::~e.;rJtitr.ati.o.n
i: ffect i vi: ..

·,··A.·~

E.

4.

Early neutral evaluation coupled with
mediation ha~ worked. '

5;

Ex parte, non~biriding arbitration has
suq::eeded where the parties do not want to
exchange sensitive, information.

6.

Creativity is the key.
the fuss.

Must fit the forum to

More thorough discussions and elaborations
regarding the forms of ADRappear in, inter alia 1.

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

2.

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

3.

Arnold, Patent Alternative DisDute Handbook,
Clark, Boardman, Callaghan 1991.
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IV.

WHERE IS APR APPLICABLE?
A.APRi.s applicable to almost any intellectual
property dispute -- even where injunctive relief
seems necessary.
B.

APR may not be applicable where -_.__.

C.

...a

0 •• _

_

__

A count.er_f_e i.t_er._mus Lhe._nipp.ed in.__the
bud.

b.

A trade secret must be preserved.

c.

Lega.l precedei)t is needed.

d.

EMOTIONS are out,,! control -- APR may
be applicable but extraordinarily
difficult to apply.

Specific examples will be discussed.
include:
1.

Binding arbitration

2.

Non-binding arbitration

3.

Mini-trial

4.

Mediation

4
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V.

WHAT ARE APR's ADVANTAGES AND DISADVANTAGES?
A.

Advantages.
1.

The parties create and control the solution
to their problem. In any APR proceeding
other than a binding adjudicative procedure,
the solution is notimposed>by a third person

~""'~"~""'""'~~'whors""boun'd~'by'rrarr6\i1"I5l:eadtngs7"'-BYIt'"eve'fi"'""'"""'

in binding arbitration, parties' agreement re
process controls the process.

B.

2.

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

3.

Often time and money are saved.

4.

Cultural differences may be better
accommodated, or reconciled.

Disadvantages.
1.

If poorly constructed or managed, ADR may be
counterproductive.

2.

Badly planned and managed APR may inflate
expenditure of time and money and may yield
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.

5
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VI.

WHAT SHOULD PARTIES TO AN IP CONTRACT
CONSIPER AND PROVIDE FOR?
Some Key Issues
l:::t Arbitration
2d Mediation
A.

Arbitration.
1.

Arbi trabili ty and Enforceabili ty

a.

b.

U.S.
(1)

Virtually all IP issues are
arbitrable.

(2)

Query increased damages.

(3)

Plant "Intellectual Property:
Arbitrating Disputes in the United
States", Pispute ResolutiOn Journal
of the American Arbitration
Association, July-September 1995,
~. 8 (A copy of this paper appears
as ApPendix B to these notes.)

Elsewhere.
(I)

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

*
Ar~. v.2. of the 1958 Convention On The Recognition And
Enforcement Of Foreign Arbitral Awards (the "New York
Convention") 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:
"(a) the subject matter of the difference is not
capable of settlement by arbitration under
(continued ... )
6
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(2)

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

(3)

consider an arbitration clause that
focuses on --

(4)

(b)

International Commerce

(c)

Arbitrator may consider [IP
issue] but is not empowered to
declare whether IP valid 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.

tel

Award may determine what acts
one party mayor may not
undertake vis-a-vis any other
party, but not re a non-party.

See discussion in Plant, "Drafting
for Confidentiality, Arbitrability
and Enforceability in Intellectual
Property Agreements," ALI-ABA
Course Materials Journal, June
1997, p. 51 (A copy of this article
.appears at Appendix C.)

( ., . continued)
the law of that country; or
"(b) the recognition or enforcement of the award
wCl1.lldbe contrary tdthepublic policy of
that country."
7
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2.

Arbitration provisions to consider.*
a.

Administered v. ad hoc arbitration.

b.

Issues to be resolved.
(1)

c.

IP issues.

Arbitrator(s).
(1)

Number.

(2)

Qualifications.

(3)

Selection process.

(4 ), Party-appointed.
(a)

interview process

(bl

neutrality

d.

Schedule; commitment

e.

Venue.
(1)

(2)

Neutrality.
(at

transnational disputes

(b)

cultural differences

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", E\lromoneyPublications PLC,
Managing Intellectual Property, June 1996 (a copy of this
paper appears at Appendix D);,Arnold, "ABetter Mousetrap:
ADR", supra; Plant, "Arbitration And Arbitration Clauses,"
Intellectual Property Counselling And Litigation, Vol. 2,
Ch. 20, Matthew Bender, 1994; CPR, Arbitration, 1994; CPR,
MqdelADR,!?roceduresi "Alternative Dispute Resolution In
Technology Disputes," 1993.
8
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f.

Discovery.

g.

Confidentiality.
(1)

During proceeding.
(a)

Rules

"'" " ,-_"""" ,,'''' "".. ''''' '",,_ ""', "'" " _"',' " ," ",(hL,,,Par_t ies!" ,agr,eement",,, ,',","", ,,,_,, '"
(c)
(2)

h.

Award enforced as Protective
Order

Post-proceeding.
(a)

Enforcement of arbitration
award

(b)

§ 294 (d)

&

(e)

Remedies.
(1)

(2)

Monetary.
(a)

Compensatory.

(b)

Punitive.

(c)

Currency

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

9
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,

(iii) U.S.: ancillary aid of
Court
(iv) WIPO: contemplating "24
hour" service
i.

(1)

Arbitral.

(2 )

Substantive.

k.

Language.

l.

Form of award.

m.

3.

Applicable rules.

(1)

Win/lose.

(2 )

Reasoned.
(a)

Collateral estoppel and res
judicata

(b)

§

(c)

Motions to vacate or modify

(d)

Road map

294(c) re modification

Recourse.
(1)

Enforceability.

(2)

Challenge.

(3)

Modification.

U.S. arbitration law.
a.

U.S. Arbitration Act, 9 U.S.C.
seq.

b

Uniform Arbitration Act enacted in a
large majority of states.

10
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c.

State statutes re international
arbi tration.

d.

35 U.S.C.

§ 294.

(1)

§ 294

(a) .

(2 )

§

(3 )

§ 294 (<::) •

(4)

§ 294 (d)

e.
4.

*

94 (b) .

35 U.S.C.

and (e) .

§ 135 (d) • **

Various rules.***
a.

b.

AM.

(1)

Patent.

(2)

Commercial.

(3)

Large, complex.

(4)

International.

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-A:dJriinistered Arbitration Rules
Commentary.

And

*

3.5 U.s.C.

§

294 is reproduced in Appendix E.

**

35 U.S.C.

§

135(d)

isreproduced.in Appendix F.

*** Specimens of some rules will be available at the
lecture.
11
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c.

d.

(4)

Model Procedure For Mediation Of a
Business Dispute.

(5)

Model Minitrial Procedure.

WIPO.
(1)

Mediation Rules.

(2)

Arbitration Rules.

(3)

Expedited Arbitration Rules.

(4)

24 hour rules under consideration.

ICC.
(1)

Rules of Conciliation.

(2)

Rules of Arbitration.
Revised effective January 1, 1998

(3)

Pre-Arbitral Referral Procedure.
Not adequate for emergency relief

e.

LCIA
(1)

Arbitration Under LCIA Rules.
Under revision

f.

g.

(2)

Arbitration Under UNCITRAL Rules.

(3)

Conciliation under UNCITRAL Rules.

UNCITRAL
(1)

Model law adopted in various
countries.

(2)

Non-administered arbitration.

U. S. Court s.
(4)

Each U. S. District Court has ADR
rules or practices.
12

07/06/96

12:45 pm

99999.099 -(NY) 298789.1

(5)

Vary from court to collrt,e.g.
(a)

SDNY:

rules re mediation.

(b)

EDNY: rules re arbitration,
mediation, early neutral
evaluation.

~"""{c)" ~~~~~~;~~O;~;r~!;f::"""-"-~"~"-~"~""""l
procedures available. Not
formalized in local rules.
(d)
B.

See tabulation in AIPLA AQB
Guide, 1995.

Mediation
1.

2.

U.S. v. elsewhere.
a.

Mediation.

b.

Conciliation.

c.

Mini-trial.

Six phases.

a.

Getting to the table.

b.

Pr~paration.

c.

Ini tial sessions.
(1)

Joint session.

2)

Private caucus.

d.

Subsequent sessions.

e.

The "EndGame".

13
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I

J..

Courts.

2.

B.

3.

Legislation.

4.

Professional responsibility.

Elsewhere in the world, the impetus varies
1.

Arbitration in international commercial
disputes.

2.

Conciliation in Asia.

3.

Mediation in Europe.

C.

Disputants will increasingly enjoy the b~nefits of
ADR if it is understood, constructed and' utilized
intelligently.

D.

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

E.

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 $, emotion, time
and other resources, it makes eminent sense
to c()nsiderf-DRearlier 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 ANll we must be
ready and able to recommend and to utilize
ADR.

14
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OVERVIEW OF ADR PROCEDURES
I.

IN'tRODUC710N

Alternative Dispute Resolution (ADR) techniques g~erally ~ into two
\2f,egories: (1) adjudicative and (2) non-adjudicative•.These are not cnsp \2f,e~ones,"?"al!'"
often the process of finding a solution.to ~ p~lem will emb~.bo~ categones.:- typically,
wh~ . the ~ flows.frol11 . ll.. !I.~!I~JlJ!I!.5!'!!Y!t~~~~_;!!!!_~Jl!!!~c::;mY!L~~ ..Q.(.Yl~.;y.Q ..... =~~._

. . . . . . c""--""';retwWlg·m·-i]fybiia~proc::ess.

This shon overview touches on some issues that deserve attentioll in respect of
a few specific ADR techniques.
II.

ADJUDICATIVE PROCESSES
A.

Ar6i1nztion

Among adjudicative ADR techniques, arbitration usually rises to the m.P of the
list. For many years, arbitration has been utilized in the United States to resolve licensing
disputes conc:cming intellectual property rights. Of course, since 1983, bindipg 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 aDd
enforceability, seems to be generally sanctioned by the judicwy, absent specific contractual or
legislative restrictions to the contrazy. I
.
Arbitration may be binding or non-binding. (Non-binding arbitration, while
adjudicative insofar as the specific arbitration proceeding is concerned, ma~= of a larger
non-adjudicative process.) Arbitration may be the result oian agreement
the putia,
or of an initiative by a1 court. Arbitration may beadlllinistered by an institution and subject to
the institution's rules , or it may be. administered by the parties subject to rules the parties
create. or 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 administrative institution's
published rules.
An arbitrator's decisiun is embodied in an award. If a patty is concerned about
collateral estoppel effects of an award or other adverse commercial effects (e.g., providing a
road map as to how not to infringe), a reasoned award may not be desired. Abo, CUIIVeftUOl'li1
wisdom suggests that a reasoned award may be .norcsusceptible to modification or vacanon by
a coun than a bare "win-Iosc" award.

~8:~~~~~ =::S~=fA, ~~:s~::~:; :;:~th:e=

the parties can
scope of the arbitrator's authority. A full U!\dcrstanding by counsel and client, aDd the
arbitrator,of these dimensions and th~ implications is necessary to th.e efficient,. expeditious
and equitable usc of arbitration.
The right to appcalan arbitration award is limited by legislation and by jndicial
opinion'. That right may be modified by the parties, e.g., enlarged so that the Coun pedonns
a marc typical rolc in asccnaining whether findipgs oifact are clearly erroneous or conclusions
of law are correct.'

I
APPENDIX A

.

Many of us on many.occasions have urged that a fundamental requisite of
arbitration is a seasoned arbitrator, available when needed, willing and able to move the
proceedings forward, and dedicated to efficien~y and fairness. Art:!itration has sometimes
receiVed bad press occasionally l ..'3Use an arbitrator appeated to split the baby (perhaps an
exaggerated imp~on in many cases). But a more severe ~:awback may be an. lUbitrator's
pennitting thept"XeCding to expand and to absorb as much time, en~ and money as the '
complexlitigatlonitwasex~~J.Cl.~IlPe1llrtt (a. m~r of substant!al CO!'cem an~ ~
consequence). Fortunately, this result IS not at all tnevltableoreven"likeIY·lf·the.,arbltratorl$" ..~",..,., .
selected with care.
The disclosure requirements of 35 U.S.C. § 294(d) and (e) have sometimes been v'
invoked as discouraging the use of lUbittation to resolve patent disputes. 'Ibis does not seem

entirely sound in light of the need to file in court an arbitration award whenever the award is
challenged or judgment is sought on the award.
Arbitration has worked, and efficiently and effectively so, in intellectual JliOpetty
disputes. It has ~ utilized in lieu of litigation and in lieu of Patent Office adjudication. It
<:an continue to work, especially if counsel and clients recognize that lUbitration can be lailorcd
to fit their specific needs.
B.

Other TechnUiues

A neutral fact finder or a neutral legal expert may be engaged to rule on a
specific issue. As with dJ\ arbitrator, the terms and conditions on which the neutral's work is
undertaken are negotiated by the parties and the neutral.
.
. Also, a private trial (-rent-a-judge-) maybe agreed upon. Here, a -judge- (often
a fonner jurist) presides and judgment is ultimately entered in a court. Where sanctioned by
local legislation, the private judgment may be SUbject to appeal in the local court system.

Another technique is a proceeding before a special master appointed by a court
pursuant to Rule 53, F.R.Civ.P. Substantial intellectual propeny dispUtes have been presided
. over by special masters.
111.

NON·ADJUDlCATIVE PROCESSES

Non-adjudicative processes typically focus on aiding the parties themseives to iiDd
a solution to a pIT_'olem. Flexibility, participation and control by w parries themselves are
hallmarks of such prncesses. Importantly, the opportunity to preserve or to <:reat.ebllsincss
relationships is presented by non-adjudicative p~sses.
Among the non-adjudicative processes employed in intellectual property disputes
are mediation, mini-trial, early neutral evaluation, summary jury trial, and many variants OIl
~ themes. Each of these is a fonn of facilitated negotiation in which the parties participate
directly. (Of course negotiation i1$elf is a non-adjudicative dispute resolution ptocw.
Negotiation 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 fonns of model rules and actual agteemeIlts
have been dzafted and disseminated.
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A.

Merljarjqfl

In mediation, a neutral· mediator facilitates communication,. negotiation and
resOlution by the partiC$. The mediator attempts to help the partiC$ understand their own and
their adve:c3r')"s real needs and real interests, articulate those ~=ds and interests, and create
a mutually beneficial formula for meeting the needs and interests.
. . . CC".co"..•.•~~=f"'C"o'"o.1'he ..mediator••.may.~prC$S . .a.•view"on.;the.•.mcrits.•if.n:qUC$ted"bydthe.o.partie:s. ....~ ... ~...
Ho~~~, many practitioners are concerned that iit.aQ..doifilJthemediatormay appe:arto have
co1JlPromisedthe mediator's ability to facilitate problem-sofving in an even-handed manner.
Alsp, the mediator may caucus :nivately with each pany and shuttle between the
parties' , 1D.J.so. ing, it is im~. ve that the mediator p~e. in confidence an)' infO.rmation
learned fij)m a party which the pany doC$ not want cIisclosed. Because some practitiOllCtl view
private caucuses as c:n:ating concern in the absent pany as to whether the mediator is somehow
being tainted by the adverse pany's private remarks, some mediators attempt to conduct the
entire mediation without private caucuses, Le. with allsubstanlive communications between the
mediator and a party occurring in the presence of all parties.
d o .

It is critically important that a representative of each panywitha.uthoritytoseule
(i.e. an individual pany or an officer of a corporation) be present throughl!ut the mediation.
This includes, importantly, interested but unnamed partiC$, such as an insurance carrier or a
licensee. Mediation will hardly ever be successful if this condition is not sati~fied •

• ,.' .. FmallY, the background, training and experience of a mediator isim~L
MediallJrsarenot bom.Litigatorsand Judges may be skilled at litigating and Judgmg, but
not always at mediating. Training is a virtual, necessity to enable a mediator to pafutm
competently. "Ibe mediation process is so different and so fluid in comparison wilh aD
adjudicative Process, the mediator must have training so as to be fully preparedlQ as$ist the
partiC$.
Mediation has worked effectively in resolving intellectwil property disputes. 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 litig,ation. It appears to be burgeoning as a well accepted
alternative to full-time, all-out litigation.
B.

Minizriai

ldinitrials are well-known in'the intellectual property field. Indeed, theveryfint

minitrial in the United States is widely regarded has having occurred in 1978 in a patent
infringement dispute between TRW and TelccrediL
A rninitrialis a kind of facilitated negotiation in which a panel, comprisinc.pany
representatives authorized to settle and (usually) a neutral, hears. arguments by ~ pany'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 a mediator. The presence of a neutral
is uswilly a plus, if not a sine qua non. The presence· of authorizedreprcsentatives .of all
interes~ parcie.s is essential.

3

c.

&uly Neutral El'ahlation

Early neutral evaluation is usually a court-annexed procedure. Invented in the
Northem,District of California, this procedure has enjoyed commercial success in va";~'" other
CIlutts.

Typically, after the pleadings are closed, a respected neutral hears ~ument by
. . . . . ~.. ","'"",' . CQ!!q~ •• l'~!lemp.t$ . . . "Ll's$istthepartie.s.in.negotiating.. a.. settJement, . rendets;an~ . opimon"on.the,.. ~,.,~~
. 'IIlerits,andin the absence of settlement, assists in working out a pretrial schedule. Like
mediation and minitrials, it is imperative that a representative from each interested party with
authority to settle attend early neutral evaluation sessions.
Early neutral evaluation has been successful both in settling inte1lecnw Piopetty
disputes and. in assisting parties and courts in developing and implementing cIiscoverY
schedules.'
D.SII1IUIUU'1 Jury TriDl

Summa&)' jury trials also have been useful in assisting parties to inte1lectual
property actions resolve thetrdifferences. Judge Thomas Lambros in the Northern District of
()hio is credited with originating this process. It has been used hundreds of times in that district
and elsewhere.
The same cast of characters as in a minitrial participates -- piuS a judge and an
empaneledjill)', Counsel argue to the jul)', and the jUI)'de1iberates and renders a verdict, all
~~~~~~~~S:'~f ~~gI:~=~:l.upon hearing the jul)"s verdict, the parties confer
complex case.
IV.

Summa&)' jUl)'trials often occur on the eve' of a long jul)' trial in a large,
.

END NOTES

A.

Hybrid Proce:rses

Many combinations of the foregoing processes, and variants of the processes.
have been utiiiz.ed in resolving intciiectuai property disputeS. Panies have provided ior
negotiation, followed b) mediation, followed by arbitration. Parties have l'8reed to mediation,
and. having mediated to close to a solution,have agreed to put the remaining issues to an
.arbltrator.
The literature. is rich, as is the experience of some. practitioners, with creative
techniql1eS .for enc:ouraging and enabling puties to solve their problems. 7
.
B.

(Jelling To The Table

Persuading parties to tall!; has been a recurring issue. A pre;1isputc ADR clause
has posed little problem. A post-displl.U:: suggestion of ADR may once have posed a far more
serious problem. But tha1 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

corporate pledge. Hundreds of law fInns have signed the CPR law finn pledge. Professional

~ations encourage, if not co~pel, counsdto be familiar ~th. and to con~ider ADR. E~

United States District Coun provides for some fonn of ADR m 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 inferring an adversary who propos=; ADR
is waiving that flag.

·~~~·····~~·~·~~~;~·a-·~~o~~the~~~~o~~wn:s~~;;p~ha~d~~tp~~-~.
~nsibility, 10 explore the prospects of ADR. Management can call managell1en~ hcnny
both know the cost of litigation, or because both know the coun Will encourage, i(not order,
.ADR, T¥se communications can occur at any time - e.g. during early negotiations, whal a
comPlaintisfiled, on the eve of arguing a motion, on the eve of trial, during trial Drafter trial.

Of course, if it is a bet-your.business case, emotions are running high, a
precedent is needed, a licensing program IS to beproleCted, tr!Jly irreparable hann is about to
. occur; or strategic litigation is otherwise an imperative, the parties may never get to the table.
Some issues must be litigated. ADR Will not solve every problem betwt:en all panies.

C.

Frnding A Neutral

The impol'tlrlce of engaging a competent neutral shines through the fabric ofeach
ADR process. How to find such a neutral is thus a critical question.
:
At the outset the parties must understand the issues on which they disagn:c and
must become infonned 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 kiDd
of neutral should be considered. If a non-adjudicative process is chosen, another kind of nc:uaal
should be considered. The adjudicator is the dec:is1onmaker. In contrast, .a mediator is a
facilitator of decisions made by the parties, not by the mediator.

cases'

Training and experience are imponant in all
Although it may be (and has
been) possible for a litigating attorney or a retired judge to serve effectively as an arbitraror
without training, it is imperative that a mediator or other facilitator have been trained.
Various organizations, e.g. AAA, CPR and WIPO, maintain rosters of potential
neuuals. The organizations cited keep themselves inionned as to the background and
experience of each person on their rosters. It is usually salutary for a party and its counsc1to
communicate with more than one such organization as to the people that organization would
suggest as qualified. It is always imponant for client and counsel to investigate thoroughly the
training and experience of a potential candidate.
Also, it is imperative that each potential neutral commit himself or hcrsc1f to
discharging the duties and responsibilities of the engagement in timely fashion.

D.

W1UIher ADR And ImeUeetlUJ1 PropeTty7 .

Since the 1978 TRW • Telecredit minitrial in our field, ADR has been tentati~J
explored here and skeptically utilized there, until perhaps the last half dozen years during w .
many fonns of ADR have been enthusiastically explored and confidently utilized. The signs
of the times suggest even wider and more creative applications of ADR. We should all be fully
prepared.
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In the absence of contract language to the contrary,. all intellectual

properlY issues appe"r t<:> be the proper subject of binding arbitration in
the United States.
This article will discuss such subjects as pa tents, copyrights, trademarks and federal antitrust and securities u.ws pertaining to these
issUe!!.
.Plltont ArlIirnttion

(

action for breach of c(')ntract wO\lld be

br<>ughl in llaly. The Di.lrict Court ciled
Until 1983. U.S. courls generally Section 294 in rejecting plaintiff's con- By DIlVId P"nr
refusoo to order binding arbllration of tention Ihal patent infringment claims
.
h '
_,
·
t o pn Ien I val,
J'd't
·d nf
.•
be heil rd only by U'"
__ .~, . Th••Ulharl$
c ••rm.n u.
~s.u~as
~ y an, e()rcc.. ,,~y
. d·'Ism'ct CUUJL;:"'::,:",rheAl)Ii.c*"nm_~-o'the
.... -_ ...-... -~--4··ability,··Such-palenl
..law",...u"",were.csald.,......··· __The.Gourl_of.Appeals.for.lhe.EederaJ ••·•.,l\merii;;liiHn..,ltiC'u.l!fr_rt.~'-"._.
to be "inappropriate for arbitralion pro- Circuit appears to favor arbitration, in .!.awASS<><:iarionand'P<'rm.,
reedings and should be decided by a general_ In In re Medical engineering Milhe New.l'o~ fir'!' of!';" &
court of law. g:ivt:'nthe \l'r~~t -public inlcJ'" COrporat;otl6 the court of appeals uph~ld'!-.eBw.ThJ••rf,cl(t IS8J? u~
'11
.
. P t· d
dltlrsd and revised vflT5IOl1of ~
..~st In cha .~J1g111g UJ ...·tJ I paLenls. ~1, c\,:distrjet court order staYlng a patent itJngerl'lIPBrplttStlntedstthe
However.. wlth the eMcttncnt of 35 U.S.C. infJingcmcnt action in favor-of JiTbitra- VVarJdwide Forvm em thtl
§ 294 (effective' .Febtu~ry 27, 1983), the Lion. Earlier in Rllone-Poulenc Specialties Arl3.ltrtJtjon_o"ntf1(lDCtu~
arbltrability ufpatent disputes- under U$. Chimiqlu5 v. SCM Corp.,7 the court of PropertyDispufes, he'd m
lawis no longer in question on this. appeals <,()nstrued an arbitnition clause in a"neva.
gro\,1nd.Voluntary, bi~d,ing,arbitrnti(1.n.of a'·patentlicense' agreement tQ in~l1Ade
patenivalidity, enforce,abilitya~d ,i~'Ues as to the scope of the claims of the
irlfring~ment is expressly provided for in licensed patent as well as infringement
Section 294.
issut.-S.ll Tn Rhone:'Polllinc. the Court 01
Similarly, with the addi~ion of Appeals invoked Mitsllb;s/d Motors v.
Subset'lion (d) to 35 U.S.c. § 1.35 m 1984, Soler Chrysler-Plymoocth,' to the effect thai
parties to" patent interference may also the" 'intentions [01 the parties) are gener"determine such contesl or any .spect ousty construed as to issues of arbitrablli.
thereof by [binding] arbitration." Sectiun ty: "lU
135(d) reserves 10 the Commissioner of
However, the Court 01 Appeals for
Patent. and Trad.e.marks the right to til" Federal Circuit has refus~ '7' permit
detcrmme patentability.
arbitration 10 supersede the JUTlsdiction
Section 294(b) provides inter alia that of the U.S, Internalion.ll'rade Cornall patent detenses under 35 U.S.c, § 282 mission (ITO over intellectual property
"shall be cunsidered by the .arbitrator jf issues arising in a 19 U.S.c. § 13..'7{a) prorai""d by, any "arty to 'heproceeding.:'2 ceeding. \I The ITC complaint was based
Exp~ess inclUSion of thes~dt!'ft:'n!:i,":s In on alleged misappropriation of trade
Secuc.m 294 has fore('lo~ed any ~~n(luS'SccretsJtrademarkinfringement and falo;e
question as ~o the ~~u~ of pa~ent .UJsu~.s representations as to source. An lIC
prupcrl)isubJCC' to bindmg arbltration.. ln Adminislralive taw Judge had terminat~hurt. vlI'lually every defense to a .claIm. ed the pToceed.ing on the ground of (1) a.n
~d~ ,1 u.~. pa~ent may be l1~c subJect of arbitration . clause,12 (2) a previous ITC
bmdmg arbItration u~der Sect,lOn 294,
decision terminating" proceeding in light
. Thc$(: ddcnsc~ l.ndude issues as .t~' of an arbitration agreement, a.nd (3) a fed•
. htle~ at> wt:1~1 as validlty and 7~or~eahll1- eral di triclcouTt decision that Farrel
ty. Including Ul\enfOn~f'f)hdlty ISSUeS
S
.;11.

J

based. on patent misuse OJ' olhc'T antitrust
grounds. As for title, in 5can-Graphics,luc.
v. Plwto»lafr;.tC(lrporation. 3 the :distri.ct

('"ourt noted. without re:;;r=rvationor other
comment, that it was "likely Ihat the
California arbitr;:ltors. while addT~sing

the validity and scope of Ihe J987
A~Tcement, will {llsn address whether,
there has been a transfer of righL<: to one
or more claims of the patent by virtue of
the agreement:'
Interestingly, SectiDn 294 was
Wart!~r & S'wnsel/ Co. v.

invoked in

Sall1a8f!i~li TraI1sterica.4. An exdu~jv(:

lircm;tng

agr~~mt=:llt

provided that allY

" . . ,',

'

. .

•

.'
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mlJ!=it pursue its claims before an ITC arbitrationppnel. t3 TIle Commission agreed
withlhe ALJ anddted Mitsubishi Moforsl~
in 511.ppOrt of its view that
'a party to an intftrTl,fltiona1 transac9
lion will b. r"'iuircd to honor its agreeme,,' 10 arbitrate disputes involving
statutory claims under U_S. law when
th~ arbitration agreement reaches th('
statutory issues and' when there are no
legal con.train'" external to the agree'
ment which forcc1o~earbitrationof
such claims '''15. .
U

-;_.~~--

Intellectual

Property
seminar

II
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meciation'of
intellectual
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Commis510n can consideT remedies
ordered by an arbitral tribuna1. 2l1
A similaT situation may obt~in with
the United Stat€Os Federal Trade
Commission (FTC), the;" domestic i'lnalog
to th. ITC. The FrC is empowered and
directed by 15 u.s.c. § 4-,(a)(2) to prevenl
the uS(' of "unfair methods of competition
in or affecting romme-rel? and unfair or
dt!Ceptiv~ acts or praetk'eS in or C1ffecting
commerce:' 15 U.S.c. § 45(\:11 reqUires an
invcstig~tion by the FTC where ·'the
COJllmjs~lI()n shall have reason to believe'"

•

~

'---------------.--~--------------------------------------":·-------------~-~-tnB-t~--TS---a-~·-iol-~nitH\----(ft--Wo-crc----ir-'·'sliin----·

. ~'c Court ~f App~15 fur th~ F':d erAI appear to thet:ommissionthc"lt C1 pnx:~~
CU'cwt found such a lesal.con~tra~,l\t (I ing by il
would be to the interest of
. . . 'YhlC~ forcdosersl arbltrahunandthe publk
11 In the evenl: the FTC d~
..r~ver~ed Dn th<a grounds that (1) the initiate an invt,'stigatitm. 15 U.s.C. § 4S(a)
dl""'tlonS of 19 U.5:C. § 1337(b)(l) .. nd provides lhat (1) the FTC ,1",11 ;SSlW and
~,c) art:'. man~atory (J.e.,"the Conl.U\lS~lO~, serve i.l complaint. and (2) the per~on
. shallmvestigate an~ sha~l d~U\e
(,,~rulrgcd $lrall have the right to appear and
whether or not there 1$ ~ vlo}ahon) ~nd sh(JW cause why an order should not be
(2).·ihc narrow exceptIons of St:'C't!Ortentcrcd agairu;t the person. Thus, nncean
33?(C) to the stalutory mandate do
investigation commenc••, a party to
embrace a pnvate agrcement to arbl- an arbitr~tjon io'Sfcement may i:nvuke
trate;lt>
.such all eventln liT'IP with Farrel to abort
The court noted th..1.t MitSlibis!r;'s Te.(l- the arbitration.

""lFrC
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s<Jning was ,,"onfin.:ad to p.uijrial proceed~""
ing~, did not extend to administrative
proce~d.ingsl and thu~ wa~ consistent
wfth the court of i'lppeals' ruling. The
court inv"ked Mil.llbi.hi'. statement that
not ":111 controversies implicating stfltuto~
ry righb are suih\blc· fOT arbitration .... ,
[IJt is the congressional intention

w~ ~re unawar~ of anv case like
FI1rrrl having ari.!;jen in the FTC context. If
1-"l1rr('1 were urged in f'm FTC context. the
diffe.r~nces between the seC'tions cn~b1ing
the FTC and th. 1'1'(' might afford a per·
suaslv(' argument that binding arbitration
may proP'?rly be used to prevent the use
of uniair methods of compdition ovcr
which the FTC \'\'uuJd otherwise hp\,('
jurisdktion.
Tht? l'I~t of the foregoing is that an
arbitration clause may permit resolution
of palenl ("r other inlelleclual property)
issues by way of bin,Ung arbitration in
lieu of it proceeding before- a U.S. courl,
but nut aJ ~',i1Ys i~ .lieu ~)f a proceeding
before a U.s. _admllustrauvc agency, espe<iolly the ITC and perhaps th" fTC
Turning now tu patent mterferenl"'t's,

~xpressed. in some other statute on which
the courts must r~lyto identify any:ratC'gory of claims as to whkha~reements ttl
arbitrate will he held unt"nfOT('cablc. "17
Th., court aJ.o cit.d Gil", .. r v.
JHter=-ffltf.'!lolwsort Lmrc Corp.,lfoi wherc .m
arbitration ngl"C'Cm(,mt operated as a wai\'t":r. of access only
a judicial (orUl1l and
not an administrative forum.
Thu., it appearg Ihat. nOlwith.tanding an otherwise binding and enfOrCeoi"lblr
n,Kreement to arbitralC', ".party to·such th,e~iSdoub[O\srothe~alueofa~tn1.tiunof
irlgrCil:~mcnt may·.attE:-mpt topt>tsuadt:.' lhc~n lJl.terfureIl(,.,\" (i)$ pn.wldL"ld {Ol' In ~,\l) U.s.c.
ITC to investigate and detennine whethe.- ,S.13;?(d>? ~c..:au~· tl'l" P;:"Jll':'1H clild Tr~\den'l.i!lrk
or not th~re it;. a violation ,,')r S~ction Offlce l5 not bound a~ to iJny JS$.u ..~ of
337(a), and if succes..'~fut may ab~rt'arbi- ptlt:l~ntabi1ily)1 Neverthele55, arbitration of
tr~tjon.
:mrem:.'11.·n,,'t.": j:;sues has beell un-...iertaken on
ThC'Tnrrd decision is dir-ec::t-ed to the ln0re tha~ un(;~ o,·caslrm . .and hilS bi!~n
'impact of a prll'lr agreem('nt to arbitrate rcportc~ In at h~a~t (.lnt!('c\s:. In Utter v.
otJe r ',jIn TTC investigation has com. Huagn J -.2. the part~tc"5 t.ll an \nt4?'derence
menced. Query whet ht,.:T a p,:nty who eI1tI;'T~ l~lto nn arbltration agreement t'l
wishc-s that the otherwise agr~d· to arbi..
I' 'dVUld lhe delay and expense aS5<.lCi..
tratiungo forward m.'y !iOuccessfully
~terJ ~ith f""tJ:,~al h\l~rf.erel\ce proceedenjoin the pot~ntial IT(: compJ(11nnnt
m.gs m the f!YJOl ond m the Courts of
. from r~questtlt~ that the ITC ;nitiat~ iln
the United Stiltes....• ""~~
invC5-ligaUon. ICl Also, the court ofappei:lls Th+.~ arbiLratnr decided the hi!Sue of prioria(.·knowl(tdg~d the pO!\;l=;ibility that the
ty but declined to decide matt~ns uf
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p.lentability whic~ he ""bmitled to the
into one "arising under" the patent
U.S. P.tent & Trademark Office.
laws as required to render the jurisdic·
. Rut the express language of s""tion
!ion of tM district court based on seC13S(dl provide. only that the Comtion 13:38: ":0
nlis1i>ioner is not pTeduded from detc.rHowcvnr.. Additive C(Jlltrols &
mining patentability. It does not preclude, Metlsurement. Sys. v. FlowdataJ8 held that,

an arbitra.tor from making such a deter-

in the context of a state Jaw business dis·

mination subject to the Cumrnissioner'.
review.
Arbitratiun of patent issue. may be
possibl~ a,:en a~art from Section 294.. If
the arb1trabona~uut of a contr~ct diS-

paragement claim originally bruught in
slale court. tI.e dispute belonged in fedaral court because plaintiffs right to relief
necessarily depended On resolution uf a
substantial question of patent law, viz.
.- .-pule (e.g_. whether (')T not rOyAlties are the falsity oldefenc.iant's accusatio~ of
,.-.__ .,-~. ,·~-t1u-e'und.>r·1I-patent-·11cense-agreement);----paterit-·inmngernent; InAdditiveCo.tTofs;-- --~-----~--------~---'------'--~'---
validity may not be in issue and Section the Court of Appeals for the Federal
2<)4 may play no rule, e.pedally If the Circuit distinguished other opinions on
contract Hmits the arbitrator's powe.~ in the ground that in those cascs plaintiffs
tbis regard.>·' The Court of Appeal. for righl '0 relief did not depend upun r"",,the Federal Circuit has endu,.",! • district lution of a s'Ub>;tanti~1 '1u""li"n "f pat...t
court's Chctrclltt.:~ri7.aLionof the a.rbih'ator's law.
powers:

,

. Th.e net of the F~~ralCir~i~opin-

" 'The court holds that the arbitrator.
in this ca~e did not imperfectly execute
their powers. by refUsing to invalidate
Wright's patents. The arbitrator.'
Ilpowers" in this cati~ w""tC derived
from the agreement of the parti... and
the governing fuUerallaw. Those pow-

Ions discussed abovc> IS th,at-m light. uf
~he ,recent tTe:,d encouragmg arbltr~hort
I~ fi:lds prevIously reserved forresol~
"on '~ the courts, !holackofexpress F'"
e_mptl~e language ~ the statutp. or legisJ.at~ve h,story of ~5 U.~.~. § 294, and the
sup:e-:nE> Court l=> wIlhngness to allow
t:!!b w(;rc limited primarily to constru_partles. to cho.osc ,the law
ing tht:' (,:onlracl between th(;~ parties to governmg arbttratIon, and
determint" whether or not certilin tech- absent contractual or !lltatu- Virtually ev"rydefense to a
nology camt' within the 5cup~of the tory 1im~t~~tions to the conparties' agreement. The aroitrat"oni did
not have any power to invalidah."
patentt1, sinc~ the parties nevar agreed

to arbitrate the volidity of Wright'<
p..i.tcnts, nor d~ f~d~raI law give arbi-

tralors an independentpOWf'T lo invalidate pMents: "2::;
purther, if a patent i!:'~uc if; amcn.'\ble
t<.l n:::;olution in a. non-ft."deral forum, s\1.ch
a5 .n ~hllC! cnurt, then it ~hou)d also bl;'
'subjecttl.l r~')lutiotl by itTbitraUL')n Wholly
apart fn.}m Se<:tlt"m 294. For ~:.,:ample. in a
d;~putc as to whether ~, stat~ court W<1~
the proper forum to d('c:id~ "rights"
betwP.e'1l tIll""' parties to a pcllcnt
how
thost:' right~ rela.te to tht!' parUcs.' fimmdal
rights and obHg,iticm;l; under ,jl purchase
~lgTccment, th~ Court of Appeals· for· the
Fcd("ral Circuit affirmed a district court's
deCision to dismbs for lackuf subject
mattt~r juri~dictiun under 28 U,S.C. §

.

tTa~~-lssues of. patent claim under a United States
Y'ah~lty, enforceability ~and' patent may Q,e the subject of
~n!rlnSCT:nC~Lmay'!'es?-b- binding arbitration under
l"ct to bmdmg arbltratlOn section 294,
()u~5~de the scope ()t 35
U.S.C. § 294.

Copyright Issues

"nu

1338(al_"'The ",urt of approl< found tb.1t
anevaluatioll of the validity (IT ~'tTue"
value of the patE-f11 would be only an ele·»lent of it dt:!fetl51? to the contract action

and held that
" t h£> fact that patent issues are relevant
under stat\"' contract law tu the resolu-

tion of t1 ,,'ontract di5PUtt.:~ '('.annat pussibly convert a ~uit for breach ut contract
DISPUTE RESOLUTION JQURNAL
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claims where copyright
validity was not in isSue. J<amal<a'i sued
for copyright infrin~ent after a license

precluded arbitration of disputes oWr
"
validity of a copyright.
ji
The Court of Appeals for the Seventh .. ~

had expired. because Robbim continued

Circuit l'ejectted thIs argument where

¥

"tion.. andordered thecase.to arbitration.,

nomic monopoly (i.e., antitrust) was not

.

award In favor of Kamakazi, basing his

Supreme: Court, the arbitr~tion of a dis--

.

remedl... on Ihe U.S. Copyright Ad, i.e..

pute involving a considerably les. dalh

to print and sell the copyrighted works.
Robbins contended that Kamakazi's suit
was for breach of contract and the district
court lacked jurisdiction. In the a1ternalive, Robbins sought arbitration pursuant
to the licens~ agreement. The district
court roled that the suit was for copyright
infringement and the court had jurisdic-

validity is at issue in a contract dispute, J
.noting that "a dispute over the terms of a"$.
copyright license is not deemed 10 arise .,
under the Copyright Act" because it is
"too remote from the federal grant (the
copyright)."'"
The court stated that because the
arbitration of a dispute involving an e<;,," :'

··.; . "'·····c-·.~·_~. ~.heJd.that.puI:lJlc~~.o~T-hereafler;·thearbitrator-r~ndered"n-"<"ru;iden.-d·a·lhreaH0p'lblicpolicy·by·tlte-·~·

.

p:olicydoe~not

protlibitthe
·'-:;"{bmis' ·onof

~/

51.

C()pyrl'iJht
'.'
infri'llJElffi/ilnt cla.ims
to arbltratilJn.

statutory damages and attorney'~ fee:;i,

that could easily be cir<:\lmven!ed by the
creation of close sub.titutes presented
even less of a threat to public policy.
Also, the public policy danger was further lessened by Ih" fact that the dedsiolls of arbitrators are hinding only On
the partias involv~d arid have no value as
a I'.....·edelll. Finally, and of special interest, the court noted that the danger of
monopoly is "more acutely posed by
patents:' yet Congre.s had passed 35
V.S.c. § 294 expressly authorizinl'; the
arbitration of patent validity issues.
More recently, in an action involving
multiple claims of breach of contra" and
copyright infringement, the Court of
Appeals for the Fourth Circuit held that
the Federal Arbitration Act requires that

tration. lIThe only 'publiC interest' in 4l
copyright claim concerns the monopoly

the non-arbitrable jSf;ue (according to the
arbitration agreement) of the roya.lty
amount be separated fron> the arbitrable

lcreated byj a valid copyright."" However, the court did not have to face that
Issue, because the validity of the copyright was not at issue in the arbitriltion.
Un fact, l.hi~ i.c;sue wa~ decided by a ui~..
hiet court.) Without any such public poli.
c:y C:OI1.\:t.!rn lJW court of appeals found Ill")
reason to pn;lhibit the arbitrfttion (.If(:~)py
right infring~mC:~r\t. Thus. Kamnka:l' left
open the qut-stion flf whether the validity
of a copyright i. arbitrable.
In. Satrtrdny Et,t~,til1f Po,t Co, v ..
RumbleSfAt Pre:.;:.;, Ine:-/~ the Court of
Ap~.At'i. for the Seventh Circ.."l,Jit hpld that
an arbitrab)r nl.1y determin~ thf:? v,,::alidity
of a "opyrig,ht when the issue arises in a
copyright liren~ lawsuit. After the Ji('e-ns~
ingagr~t.~m(;'nt between thetwQ parti(lS
had ~~pirM, Po~t filed an action, charg~
ing cupyright infringement and ~eeking
ilrbitration. Rumblcseat arJ~ut!d that
Po~t's copyrights were invalid and
opp05ed arbitration on the ground that
Congr~!::is'

d('('isinn lo give federal (.vurt~
exdu8i ve- jurh;dkUo-n .over copyright
action, in 2K U.s.c. § 1338(a) implicilly

12JULY1~~5

\
U
I

gerous l~gill monopoly (i.e., copyright)

Robbins appealed to the U.S. Court of
Appeals for tlte Second CirculI, arguing
that the arbitrator had ... ceeded his
authority in applying the Copyright Act
in the arbitration pr:o<l<!eding.
The Court of Appeals for the Second
Circuit made it plain that the d~im sent
to arbitration was for copyright infringemenl. Tn "th" circum,tances of this case,
. th~ arbitrAtor had jurisdiction to maIe. ~n
award under the Copyright Act," and
"the arbitration dause WllS broad enough
to encompass Copyright Ac.t claim.
which required interpretation ot the con·
tract.""
The court of appeals held that public
policy dOl'S not prohibit the submL~sion
of "opyright infringement claims to arbi-

issues (which included copyright
infrinKemenl, conspiracy to commit copyright infringement, fraud and RICO
claims), auJ thM liLigalion should be
stayed ptmUins $ouch ill'bilration.J.:i
Public policy is not likely to continue
as the primilTy ~onccrn in copyright
validity arbitriltlon ca9($. It is more likely
thllt future decisions regarding the arbitrabiJily of copyright validity iss"es will
-d~end upon the manner in "which the
court~ ('hoo~ to inlcrpretthe arbitration
d:I1.1se..

T...demark luue,

In rontrast to patent rights and copyrights in (1 trademark in the U.S.
arise primarily under the common law 1lI&
the resull of appropriate use of the mark.
Such rights may be augmented by registration pursuant to the rederal
Trademark (Lanham) Act of 1946, or by
ri~hts~

registration pursuant to one or more state
trademark acts. or both.
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Jt appears that trademark
;5S\ft'fi are arbitrable, depend;ng upon how generously Ihe
courts choose to interpret the
arbitration agreement and
related statutes. Given the
courts' current attitudes
toward arbitration, and
a;c;suming a broad arbittation
clause in effect al 1o" time of
the dispute, trademark claims
baSed on or issues arising out
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statute, would likely be arbitrable-notwithstanding older
authority to the contrary. The
.ame may be conc1ud<'d with
respect 10 all i..ue. arisillg in
a ,trademark dispu to even
without a pre-dispute arbitrn·
tion provision.
One case in which arbitration was denj<'d io W:¥ntf Earp
Entcrpri!:i~~

v. Sackman.,

1Jll:.30"

~..

In this case,

Wyatt tiarp claimed trademark infringement after the expiration of the license
agreement between the two paTtie~.
,R~f]ecting an inhospitable view toward
arbitration, the district courl interpreted
th" arbitration clause to apply only to
;c::ontrac,l di!=iputes arising direcLly· t')ut of
the licensing ag=ment prior to it:> e'pjraUon:
nWhcthC'T or not defendant has con)peted unfairly with the plaintiff pre5cnts an issue far transcendjng one
merely 'arising out ofor relating to' the
contract

betw~n th~ rartic~,

and it is

itl.conce"rablc that they intendE'd such
n dIspute tu be- settled by arbitration,"·'?
Consequently, the court decided that,
becau~t:' the clc1im was a tort ('au~e of
fH,"Uon rather tha.n a contract dispute. it
WaS not . ~. ovcred under the arbitration
agreem~nt.

Three years later, the ~3me di~trict
C()urt (but dirkre"t judge) distinguiohed
~t(att

a

Earp. In Sall(1I Susau Pmdlu'fs, inc.

v. AlIi"d Old Eng/i,iz, IIIc.,"" the court ruled
thi:ll di~putes involVing trademarks and
trade names were arbitrable. Alhedhad
commenced arbilrntion proc,eeding~
agc1inst Saucy Susan. Promptly th~reafter
Saucv ~USc1n commt!nc~d em action in th~
distrIct court a~a insl I\lUed for trcl.demark
infrln~("mcnt and unfair ('ompetitlon.
Allied moved to swy th~ district ('ourt
flclion and to compt"l iubitration.
The district court ruled. that the tn-u.h.:·
mark .md unfair compt"tilinn i.ssues wen'

subject to an arbitration agreement. The
court distinguished W:¥afl Earp by noting
that, in contrast to Sallcy SUstl,t, the ~ya1t
C.arp licen..c;,ing agreement contaIning: the
arbitration clause had expired, and the
acts complained of by plaintiff had
occurred after the expiration dale. The
court took into consideration decision!; of
th.U.S. Court of Appeals for the Second
Circuit favoring a more Iibcr~l COIL"itruCtion of a.rbitration agreements, and on
this basis, was not persuaded by U,e d i.tinction between tort and contract law
expounded in Wyall Earp. Sigrtifical\lly,
the court noted that Saucy Susan did not
argue that public polk)' wdghed again.t
arbitrating dajrn~· of. trademark infringemerit and unfdir compelition_ At the same
tiDlrt', the district court stated that "it docs
not appear that an agreement to c.ll'bitrare
futute digputc-~ would thwart Con·
grl;.'$sional po!icy,"3<) As a result, the district cuurt decided that the trademark
issueswcrc: aTbitrablt;> um.i.er federal law.
Subsequently, in Ht1r1lf'U1lJod l,.-,dtlstr;l]fi,
llU:'. v. Caldwcll, a distrkt c.ourt in lllin(lis
embraced Ihe older view and dedded that
trademark infringement claims were not
arbitrable:.'" HOll'CWood sued Caldwell
for ·lrademark infringement, untair com.~

·'Se"$on'$ Greetlngs'loob
OK to me. Ler's run it by the

legal depanmtmr. -

pt?'tition and patent inftjJlscm~nt a~~r

.rion\€'wood had terminated a franchise
agreern.ent between the two parties, and
Caldwell had continued to promote th<,

tral1emarked and patented product>.
Caldwell moved to cum pel ilrbitration
pursuant to the laws of Illinois under i:1
provision in the fraI1~his{~ ilIsreenlent".

·D-IS-P-U-1E-R"e"S~O~L~l!!!!T!'!IO!'!N~J"!'O!!!U~R!!!'N!'!A'!"!"'L~'3
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In U.S. Diversified Industries, llle, v.

AAA Rules and Procedures For Haqdllng,. ~~;~~hC"~~in~~~~;:~t~~~' i~:d~::;k
.'. ,Intellectual Proms.rtu
Cases .
.. '.,"": . infringement,
defendant moved to stay
1"-: c;r
proceedings in rourt pending arbitration.
,.

a

he use 01 altel'lllltMi displlteresOJution (ADR) processes'
in ~ inlB/lectUaI proPertY d1spu\B8 Is incltlas!ng

M teclmology' rapidly 8dVance8 and businesses $lriY8.
• ....

.tor global manUfacfuring and mlil1<e1l119 advarIl;ages. , .

-'--.. '.

_~"., ADR methods have ~n j)ertlCullII1y effective in the comfast-paced !,nYlltll!ment.~ h~echnology. entenalnme.nt
: and inlotmallon ,ndilstrie$. -'--, ",'"
- ,._-,--"
.."," - .

-':iJI8>t.

"-

The arbitratiun clause was broad;
" 'Any dispule arising hereunder .hall
be settled by arbitratiun ... acrording
to lhe commercial arbitration rulcs of
the Amencan Arbllration A.sod.tlon
and any award therein may be entered
in any court having jurisdiclicm:
H

I
,

~:-=i:%1r==~=.~~=~., -~~kd:~~~~g~~":~lf?~~~ ~::~:h~~a~h;~ I
Patent Arbitration RUles,1tIe CommBlCial Arbitration lUld·
Mediation Rules. and the Suppl8rnentary Procedures for Large.
Complex DiSputes.
.
'.
. In addition to panells1lS with Inlel!ectUBI property expertise .. :.. ..... .
on' the MA'. commercilll panel, the eeIeCl, nationwide panar :.'
lor the MA's Largo;. COmplex'Cu.... PI'J)gI1UI\(LCCP) has 46'
· Brbill'Btors and mediSio1'6 :speclalizing.-in ·the field of intellec-...
tual propetty. lJlelf'lla:;Icgrciurids Iind'pro!e6$Ional experienCe'

· 'copyright and trademark regilllratlon.and licensing, foreign:.:. .
· patents, data rlghla, software protection. andtranster oI..intel, ..'
· . '1ectua1 property tightS. The p8~.Pf'OIIidtltechnlcalexperliae. .

"""1'" of th.. broad arh,itrallon agreement
and granled defendant s ~!,on.
The loregolng authont.es center on
the eff<X1 01 an arbitration clauS<! in a predispute agreement and manU...t the need
for care in draftinll such clauses to effecl
the parties' inlent. The issu", nC)t yet
definitively resolved is whether or not a
naked daim for trademark infringemenl
under the Lanham Act is properly the
subject of binding arbilration. In light of
the recenl judicial trend, the answer is
likely tu be in the afJinnative.

·::In such areaS as data commuriQatl<iOs. .oonipulal: and·oom-: ....
• pulBf peripheralS. J11$d!oBl deylcieliaiul. technolOgy,niicrociic:uit··

Fed,,",' AnliVult and Selltlrilies La_

· cover such areas ·u.patent ~ tr3de1liark litigation. trade"~'
·aecret. copyright law,compleX tBllhnQlogy llIld contract Issues, .:

.. and microcomputer lIatdW'a{e" ·All LCCP p_Jisl$ also partioi-.
pate In speclaltraining In the :objectives. procectures. issues.
ethics and skills In..volvedln #l;inaglng a 1ar9".' complex arb;'
· tflllion or mediation.
. : . ··:X·::,i·.::. -', .,,'
:.. .There were 13,192 business CiSputea flted with the AAA' In .
'1994. with etaims and counterclaims. reaching $5~ 1 billion. This ..
includes 394 pa\l)nt,llcensing, trademark and computer cases
with claims and counterclaims totalling $881.3 million.
•

The more rel"'CnL decisions conil,.-erning
the arbjtr~bi1Hy of hsua.":$ under U.S.
antitrust laws and securitit!S lnws·are likelyto weigh heavily in future decisions in
favor of the arbitrability of intellectual
property i~~ucs. As with intellectual
property claims. United States courts
ont:c generally held that da.ims arising

under the federal antitrust, securities, and

1lomC'wood opposed, (.'nntcnding that the
federal eourls had original jurisdiction
over tederpl trademark and 'Pat~nt issues.
Thus. 10 years befoTt> Section 294
became efft?{'t1ve, the C<'1\JTt held that
claims for infringement of ~ fil?dprally· regj~tered trCld~mark (as w~lJ ns patent
clnims) Wf:lTf> nol arbitrable bccause the
jurisdiction of the distril't courts over a
("au~e of action arising unoC'r the. federal
\radem,uk (and patent) laws was exdu..;
sive pursuant to 28 U.S.c. § 1338. The
Homewood court did TecogniLt.", however,
that under som~ circumstances arbitration might be appropriate:
"Howev~r, &hould it develop from

RICO laws were not arbitrable for publk
policy rcasons.4.3 Recent Suprpmc Court
decisions, howevt"f, have rejected pUblic
'policy a~ a justification f()f holding feder·
al antitr1J~t, s('cuTitie~, and RICO claims
nonnrbitrabli:.......
Tn Sdlerk Y. AllJl?"rto-Cultttr CO.,:·'i the

Supreme Courl upheld lhe arbilrahility,
with respect to an international arbitra~
hon ag......ment. of claims boS1!d on allegations of fraudulent representations as to
the statu,s of trademarks, and arising
under Section lOeb) of lhe Securities
Exchange Act of 1934. The courl lound
thot publi< policy mandates this result
because without il ~/('ontractu,,1 provision
specifying in advance thc forum in which
future pleadings and/or pre-trial dis- disputes shall be titillated and the law to
b. applied," the "orderliness and pre~ovcry that the instant action is in realitv an action on the franchise' d ictabUity essential to any intemationa]
business tr~nsa.cUon"" would be: impossiAg'Tt~emt""nt, lhi~ Court dl't"S not intend
that this ruling shuuld lx· a baT to arbi- ble to achievc." The dissent rejecred arbitration if arbitration is appropriate. "41
u'ation for Section 10(b) on t::itiitulOry and

14
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blic policy groundS. but interestingly. Triumph .." the Court of Appeals for the
p" ",,d th.t "lilf a 'lu"",-tion of trademarks Second Circuit stated in th. conlext of a
sta...; the only one 'nvolved. the principle RICO arbitration that the arbitrators
::'The Bremen v. Zapato Off-Shore CO.,47 oould treble their award if they found an
(favoring forum .ele<;tiont would be ron- antitrust violation. Ind...,.j the court went
trolling," i.e.• • rbltratlon would be further and stated that in an appropriate
alJowed.4tl
case arbitrators could enhance their
I" Mitsubishi," the Supreme Court award by punitive damagesh"ld that public policy did not preclude
• Pre-dispute Agrements to Arbltrale.
arbltratJon of" di"J'Ule arising under the Prior to Milsubishi, U.S. courts had
United States antilru.tlaws, at least in the enforoed post-di5pute agreements to arbiinternational context. The MiH,i.tbishi court irate antitrust issues. The courts analodId not address the arbitrability. In the gized the.e agreements 10 settlem."'l
. . .---. ---- - - U.S.• of domesUc antitrust c1~•. This ••agreemenls,Jinding.they. qis).not ~o!ilt~~,,~_.~ •
left al least three pubhc pohcy-bas,:d publiC policy. On the contrary, pnor to
issues unresolved: (1) whelher the aVI")' MiM,/,(shi, United SI~Les c011rlo had often
ability of treble damages in domestic refused to enforce pre~disputl.:'! agreeantitrust activn~ would pn~lude arbitro- menhi tu arbitrate on the ground thilt they
tion; (2) whether uphoIdi"g pre-dispule violate<l public policy!"
agrecm~t.s to arbitratC' dOI'J"t'li$tk disputes
The MitSllbishi Court. in the context uf
would violate public policy; and (3) that international anlitru.t claim,
whdhe" '~the pervasive public interest in enforced it pre-db.-pute agreement to arbienforcement of the antitrust Jaws," and tratt:'. finding that it did not violatepubtk
preViously uniformly followed by tbe policy. This left the question of wbcther
Cour15 of Appeals, would continue to domestic antitrust claims could be ~rbi
preclude arhitra!i'm of dom",,-tic antitrust traled under pre-<1ispute agreements to
claims in &""era\. Each of these questions arhitrale.
has h<!en addressed by U.S. courts.
Since Mitsul>ishi, U.S. courts hav" per• T"ble Damages. In Mitsubishi. th" milted arbitration of .imilar di.putes
SUprelne Court ruled that, even with the under pre-di.pute agreements. Thus, the
availability of treble damages, interna- Supreme Court has "pheW the validity of
tiona I antitrust claims were arbitrable. pre·dispute agreemen~. to arbitrate RICU
The court emphasized the compensatory claims. securities cl~im.., and Age Di.function of treble damages in antitrust crimination Employment Act IADEA)
case. over the penalizi"tl and deterrent claims. Appellate courts have upheld
function of !lOuch damages. The court con- such agreements involving Employee
eluded thal "so long as the prospective Retirement Income Security Act (ERISA)
litigantt?ffe<'tlvely may Vindicate its statu- claims.,'il
10ry cause of action in the EJrbitral forwll,
1he l::itatute will continu~ to serve buth iloi>
rcrnNialllnd deterr~nt fUllclion.511

In lcJlcr decisions, the 5uprem..~ Court

t'age

~ ..
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• Thl? Public ltltere5t. In 19~8. lhe
Second Circuit in American SufdyS4 pre~
duded arbitration of donlestic antitrust
i5SUt:'~. Since Mitsubi.-;lti.. in 1985. bL)th diT
tri~'l and appel1tl.t~ courts in the u.s. hi.'l.v~
(iuc!l'.lioned the l~ontinued appJicability of
thf,~ AmericaIJ Saft·ty doctrine with respt'et .
h.l the i3.rbitrabi.hty of dom~Lic a.ntitnu;;t
disputes.
The CO\lrt~ in GKG Carihe, Inc, v.
N(lkiarMotJiTa, lnc.,5!1 and Gr.mcC1 Latinofln'wrica, file v. Seiko Trmt Corp.,56 rejected

Future arbitratioTl
dellisions regarding
the lIrbitrllbility of
copyright validity
issues will depend
upon the manTler in
which the c:ourtS
tol'y exdul;Jing RICO claims from the
F€"d~ral Arbitration Act. The court
the AmerimIJ S(l~!tll doctrint:" ~lnd allowed choose to interpret
il't\'oked Mil:mhi$hi and rejected the con- the arbitration of dumestic antitrust the arbitr..tion
tention that public policy prec1udoo arbi- i::;$ues after rE'vicwin~ the Supte1l1 c
trating RICO dilims. The court noted. that Court's decisions in Mitsubish; and clause.

and lIther' courts. hftv~ extendt-o the .rea&4">l1ing of Mit5Ubi~!li to the domt'Stic cont~ :<l. In M<.Mllhon, the SuprE'me Court
addresli>"!d the Qrbitrability of aRIC.O
claim. in Hght of the trt"hlc damag~ aV31lc:.blco under R1CO. Thf:' murt found nothing in the RICO statuti? ()l' \egisLl.tivc his-

the RlCO treble damalll!S provisions were
modeled on the antitrust statutes and ~.,w
no rca son to pl'E"<'lude anclrbitrator from
awardi.ngtreble cjamag~, or to allow the
trebk da~1i,g~s provision of ~ICO to predude' 3rbltraboll of RICO Ch'\lffiS.
Trebl~ d~m3g,es appCi1f to b,=, oiubarable in domestk l:Hltilrust ~rbitf..\ tio115 (]~
w'!l1. In Kerr-McC....l." R"fini,tg Ct'Yp. v. MIT

MeMoli"". The GKG Caribe COUTt stated
that th(' Supreme Court "if confronted
squarely with the i5;sue of its Ithe
American Safety do('trine'~l continued
applicability. ":ould most eer\.o'lint1y: ~is~
card sald doctnne."S7 The GcmCIl 0pm.10Jl
i~ to the sarn~ effccl.
Dk'1:a of U.S. t'0\1I"1-,,; of appciJls are in
acconJ. 1t\ Kowalski v. Chic~g{) Tribune
DISPUTE RESOLUTION JOURNAl
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CO.,'S the Cuurt of Appeals for th...
Seventh Cirou it staled that "it seemS
unlikely a ner ~on that the principle
of Mit.".i.hi can be confined to inlemational trans3<."tions.'" The. Court of
Appeals for the Eighth Circuit haS stated
that Mils"b;.h; and McMAhon "may indio
"ptco n that antitrust claims an be made
the subj<'Ct of arbitratiOn betw<>en a~
ing parti""." The dissent waS more out·
sroken, stating that McMahon and

The issue not yet
definitively resolved
is whether or not a
naked claim for

trademark
infringement under
the Lanham Act is
properly the subject
of binding

~"'C~'

ENDNDTES
In,;.

't'.

"l"t'(hnkal

In contrl'll~l. disputoes aE "'.1 whether 0[' m"lt a
flTUduCl W~!'I. withitl lhe scope ,,{ patli!nt
c1aiIN and th~'1 sUbject to rnyalty pun.~,~nt
to a li(.~n!>a a~~l.."menl had been regardli!d as
th~ proper ~bjec! of hind in! iIIrbitr4lti~1I'\
undl:r~itheriedl."T;lll.1w or st:.,tc law.
Section 282 uf th~ P.otLl!l1;t A~t prt)vides
oc);:prtl1isly that infl!' alia nO[l,itlfringement,

:!

(thMmce of liability for infrit'gp.ment; uncll·
fOTCl:ilbility, and invalidity shall be d.'~fen!iE!S
ill any i1ctio!\ rnncerninl;; thE! validity or
~

pat~lt.

1992 WL 2231 at .] <E..D.Pa. January 2,

lW.ll.
~ 63:l

p, 511pp. 12tH t'W.DN.Y. 198b), affd 80M

F.2d ,1045 {Fc..'d.Gr. 1986).
~

IJ.•it 1212.

Maliad Prod.uc.ts v. WriXf!:l, 823 F.2d

527.53] (P..o d.Cir. IIJM7).
2li

Id. at 53L

~ Sl't':b1I:". /rIC. U. C~,

v ld.. at ':'13,
"""~ f2d 476,47'1 Wed.Cir.I993).
::'l Chl'lptf'll' 9 of Title 17 or the U.S. Code provides for the protection uf StJl'\i('onductor
chip design!!., t')f parti~uh\r mtere!>t is ~'C, 907,
which providl.':S HljIIl.aL' innocent purchl!l:;er of
an int'rin~~... A. M!mic:ondud('r chip l!i liabJp
only for a rea!>OI\ilblt: royallY, 1t\p.)mnunt h.'1
be ~d~'d by thE! murt in a civil action
fur infriJ\~("ml!''"t unle!ll> the parhes rli!soJveo
lhe ififi'IH~ by "L:l1untiuy negotiation, TIlr.dia.Hon, or ~indil"l~ ~I'bitration:' 17 lJ.!i.c. n~'.
907(bl.

~\

684 F2d 228 (2nd Cir. 1QR2).

·\1.1II.;\t 2.31.

The 'ilrbitr~tinn clause invokl"l.1 lht! rules vi
lntemation.ll (:tmJllt~1 ('}f Commerce.

th~

-.;. 473IJ.S. 614. (120 (1985)

FlIrrd ell'f.' I.'. U5. fmcm.
F.2d 1147 {Fed.Cir.1990

Trlld~' Com ·If. Q49

U This ddU!'if! ai:!;tl invv]..l;'tl lh~ rulC'S of th~
tntt'TnaholUlJ Chi'lrnl;wr t)f Comrn,,'rl'l!.
I,'

Supra, note 11. at l1tJO.

'~SllpNI.

Jlot.... 9. at 6,28.

". SUP".Il, nutl~ 1 J. at
l~

Id. at

1151,1~51.

ll!ill~!il. 1152.·54.

17 5UJIffl.

nute 9, i~t F:l7.

III

500 US. 20, 111 S.Ct. lfA7. 1653 (19Q I).

I"

Suprrr. n~.,tp 9. at 1153, 11. fl.

1{1

Jd. at 1154, n. A.

21 Chisum, Pllhml."-. sa::. 10.09 ,\l 10-2.1'" (1":1111,
n"vilied 1I)9J),

n 845 f.2d eNS (Fe.:1.Cir. 19M).

16 JU.V 1995

23()".31.

nalh Fold
l4

n~l,

1 t9S-~1 C7th C"ir. !Wl7t

She/:;nwrf/Ammun F.f/l••
188·F.2d 94(2Dd
CiT. 1986}(R1C.:O c1Din\s ond daims. \U\d.er-the

,~,

Sf':curim.-s

.:'-\.

EltC'hanSI: Act (It 19.14 nonarbitta_
hie for pubUC' policy R.'>l$01lFo). 1'lii!Vt.-na."C1 al482.
u.s. 221,) (1987); AmE'T«:lItl SIt/tty u,IltplJlmt
Corp. t', J.r. Maguire & Cv.• 391 F.2d 821 O:nd.

CiT.

l~)(~ntitl'lJ!'it

is,;uc; tlONlrbitrab'e).

MitSUbishi, SU'J'r~, nett' 9, AI 614 (public PJli.
q doet\ not pr£Clude "rJ;,itl'3.tion ot antitruat
issuc:'S in intp.matiUl'liU l."(lIU",xt); /Wd";jllln. J£
Quiills ~l, fihr.RrwnJAttt. F.xp.• 490 U.S. 4n

Pllh};$l7t":I. 1nc.• IJM
Cir.1992).

r;.:l.~1

l455. 1460·61 (41h

'''157 F.51Jpp. 621 (S.DN.Y.
:1'

19~1.

Id. at b27,

:\>1200 r.Supp. 724 (S.D.N.Y. 1%1).
:w Id. at

72~.

..' 360 F.Supp. ]201 tN.D. Ill. 1')73).
41 Id. .at 1204. In It¥:l2, the same di:stnrt l'Ylllrt
affirmed an ..lrhitrah,lr·~ n1lins th.at thl."
lit'\."J1~ under 4:1 h.·rminalfd agn..'t..'mcont must
cnan[!:c ib corporate nilmc t(. minimuc t'Qntu.o;itIJ1. Fl'dera! tr.,d""~,.k rishts apparently
Wl:l:le not in i~!!OII... FHSi~ Corp. ~t. EtJgi.~ Ltd..
HOU F.Su.pp. 627,fl2!K)30 (N.D. 111. 1'::l'::f2).

Civil N(l. A:l·2124-,.
1982).
I?

to. MillO.", O:lober 18,

Wilkl3 l'. Swan, :346 U.S. 4.;'.7 (1053)(daiml:
IInd....r the SecuritK.~ AC'l ()l ]933 n<.1T1Mbitra~
ble for pl:lblic polic.:y rE'i\!IOns); M{'Mlllltm I'.
I'

<l9S9)(e)(p1'f'5l'io]y ovettuhnR WilleD and find.
ins dnims under the St."('urititi Act Of 1933
otrbitrabIL·); Sht:ar!illflIAm(7il~t1 £xprus Itt'. 1:1.
MeMn1roP'! {h~'reinafter Mr'MdhnnJ.. 482 U$

no OYK1)(fin.jing

dain~s under RICO and
~~·urities Exch~nge Act uf ]934

under the
3t'bilrallIcl,
&.';

4171J.S. SUO () 974).

«Old.

il~

516.

4':'

407 U.s. 1.

~

Sltpra. noh:'45.•\t 0522.

.:;0

11!. i.'Il637.

n Q21 F.2d 467.470 (;!nd Cir. 1991>.

'd. .:It 1194.

.,.; Summa R,r;1I ". [l(llmh,....• CrmllJQTr!l1

'IJ. tKrlt" 7. At 1572.

11

futu,,;

-l-l

~·769F.2U

1:J69 (Fed.Cir. Nfl,')).

853 f'.2d 909~ 9'11.913-

l4(..C d,O.... 19M).

31 lif. .at

1l1S11 P

",r

"It:..

Id. at ';195,

~&lllJn:l

.. 976 r.~1 716 (Fed.Cir. 1992), ~r!ed in full
at 1992 WI. 217703.

1\

:1.>

Mitsubish;, buttressed by Gilmer.'" , , ;
tate" that the antitrust ~laims of ap~lloos .{"
are subject to arbitration.'"
~
EaCh of these opinions acknowlEdllOs
the arbitrability of pre-dispute agree-. ~
ments to arbitrate, rendering public POll. :':~
cy grounds for precluding arbitration of ::?'.i
domc~tic antitrust issues mOribu.nd "::"1:
Accordingly, it islil«>Jy that in the
.:'~.
courts in th... U_S. will find dome.ti~
antitrust claims arbitrable.
•

__'__'_"'_"

ZJ

Vwr/op. C07Jl., 433 l',;Zu !is.6J (7th Cir. ]970).

infringel'nf!nt ot a
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~l fur' t':)l..unplc. Cobb Y'. l.lWis. 4&1 l1.2d 41
<5th Cir. 1974)(~a!i .. W'I"I~lll matter. antitru!>t
claims \'IrE' nnt appropriall1' !'Iubjects uf ilr'bitnl.
til..'n,..lexC'eptl 'wh~n lhe ilgreenll!nt to ... rN~
trate I~ made lI.flt·" thli' di~put~ arisc$: ,,) ~')9
1:.SUPfl·99.

::;~ Pritzk~r t'. Mt'rrH/ t.yllm. Pit'ra. Fp.lUler &
Smith, i F.3,j 111-0, 1111-12 {3rd CiT. 1993);
Bird 1.'. $hol'''':>'''' ldm'oIJI/AtU('F;/:drt ~:l:P" Inc.,
92.6 F.2d 116. 121 (2t'ld Cir. 1Q91 )

.'" SUWa. note 43.
:" 725 P.Supp. H19, lIO-In (D.P"R. 1989).

.... 6/1 F.Supp. 972, IJ7Q (5.D.N.Y. lq87)
;;J

Supra. Ilote tiS, til II!.

'~~54 P.2d

168, 173 Oth Cir. 1966).

~y $l,Ir'It.o;Ml'S Ju Crcvm Co. 11. Corsflir Ct"'1'" 942

F.2d 1307. 131U (8th Cir. 1991).
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prafting for Confidentiality, Arbitrability, and ,/
Enforceability in Int~llectualPropertyAgreements
(with Fonn)

David W. Plant
51
l'he ALI-ABA Course Materials Journal features selected outlines,
forms, checklists and other documents from ALI-ABA Courses of
Study and is published six times a year by the American Law
Institute -American Bar Association Committee on Continuing
Professional Education.
APPENDIX C

Dr~!~gf<?r ~Q11fi~entiali~. _.... ~.~c ~"" ~-""~~'~-"l
-_.~",-, .._.~~-- Arbitrabili~ and Enforceability.
in Intellectual Property Agreements
(with Form)

.'

-

by David W Plant

"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 Organization; "CPR:' to the Center for Public Resources ("CPR") Institute for Dispute 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.5.T. 2517, T.I.A.5. No. 6997, 330 U.N.T.5. 38.
A. Introduction
1. Alternatives to conventional litigation can be advantageous in protecting
confidential information. Various techniqu~s, when used under the proper
circumstanc!!s, have proven effective in this regard. However, a technique
that is effective il'l resolving the underlying dispute may not necessarily
provide long-term protection of confidential information, and thus in this
respect may not prove advantageous over litigation.

David W. Plant is a partner in the New York City law firm of FIsh &< Neave. He is a member of
the International Trade Commission Trial Lawyers Association and a member of various
panels of neutrals.
A complete set of the course materials from which this outline was drawn may be pur·
c:hasedfrom ALI·ABA. Call1·8O()..CLE·NE,WS, ext. 7OOO,and ask for SB41.
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2. Similarly, a techl'lique that offers some protection of confidential information may not satisfactorily resolve the underlying dispute. For example.
when considering arbitra,lon as the dispute resolution process. you must
be concerned about what issues (especially intellectual property issues)
may properly be arbitrated and whether the award may be enforced. H
..~~-.- ..-_._---~._-_.....- ·---·-arbitrability-and-enforceability-are·not-ensured,investments-of-resources _.._.__. __ .~~.~
in arbitrationlllay yield disappointillg results.
B. Confidentiality
1. Confidential information may include substantive information on technology. manufacturing recipes and processes. ways of doing business, customer lists, financial information, business plalls and strategies. and the
like. It may also include the fact that a dispute exists, its subject matter.
the status of the dispute, and the terms Oil \"hich the dispute was resolved.
a. The advantages of ADR in protecting confidential informatio.n vary
from technique to technique.

.f

\

b. Und!i!rstanding those lIariations willgoa long way in helping business
people and their counsel select and irnplementan appropriate process.

2. 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 information from disclosure to another party to the proceeding. On this score, a
stipulation between the parties,or an orderfrom 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 alsoofth!i! arbitral law governing the proceeding. For example, for institutional rules:
i. Article" 52 of·the WIPO·Arbilfation Rules provides for a relatively
elaborate procedure for protecting confidential information. including
in exceptional circumstances the appointment of a "confidentiality advisor:' Also. Articles 73-76 provide for the confidentiaLtreatment of all
"
".
aspects ofan arbitration.

i

.~
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ii. Rule 17 of the CPR Rules For N()n-.'\dministered Arbitration of Patent and Trade Secret Disputes contains detailed provisions regarding
confidentiality, including authorizing the tribunal to issue an appropriate order (Rule 17.6).

.

,----

~~-- --~~~i..c~·,:;~.,_::'~_:.,';~';~~,~;,_;:~~A~hi.:::·;;;:'·R·;:;::,,:::~~,i:=~~~~n-;:.=·~--~·~~~ll.
Rule 33 of the AAA Patent Arbitration Rules provides only in terse
terms for the issuance by the arbitrator of an order to protect confidential information.
iv. Rule 34 of the AAACommercial ArbitrationRules appears to authorize the arbitrator to issue an award "to safeguard the properly that is
the subject matter of the arbitration."
v. The current ICC Rules of Conciliation and Arbitration are silent on
this subject, although they may soon be revised in this respect as well
as others.
b. In addition, regardless of the provisions of the applicable rules, the
cultural or experiential background ofthe arbitraltribunal may playa
decisive role in resolving the question of how far the tribunal will go in
endorsing a protective order.. This·· is·· especially true in multi-national
and multi-cultural arbitration.
c. Importantly, post-arbitral proceedings often leave otherwise protected
information vulnerable as far as public scrutiny is concerned.
This is true because to enforce an arbitral award against a recalcitrant
loser it is necessary to go tocourt toseek a judgment on the award. In
doing so, the record of the arbitral proceeding, especially the ""'lrd
itself and often the entire record, may not be under seal.
ii. Specific steps must betaken to seek protection from the court in
·which enforcement (or vacatur) is sought. This is not always available.
d. Of special interest with respect tp 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)
re<iuir.E! that an award in an arbitration pursuant to seetion294is not
enforceable. until the award has \:leen fJled. with the Commissioner of
Patents. This, of course, is not consistent with a desire to maintain
confidentiality.

)
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e. Also of interest is 35 U.S.c. §294(c). That section provides, sqbject to
agreement by the parties, for modification of an arbitral award ot - .•
ent validity, enforceability or infringement in the event of a subsequent
judgment of invalidity or unenforceability with respect to the same
patent. Thus,. a courtis_~lIl'~e~ qA<i~&Se~cm294{!=tYillll-lbeJf~9:-of-~---~_----~---exantining-tneorigmaI arbitral award for purposes of detemumng
whether or not it ought to be set aside. This, of course, provides further 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 earliE:r
award in an arbitration of a United States patent for its estoppel effect
under Blcnder-Tongue Laboratoriesu University of Illinois Foundation, 402
U.S. 313 (1971).
a. Additionally, a party to the earlier arbitration may rely on an arbitral
award for its res judicata effect in later litigation.
b. Here, also, you must ask to what extent the earlier arbitration record
and arbitral award are entitled to protection.

4. Non-AdjudiClltive Alternatives. With non-adjudicative alternatives to litigation, the parties have far more control over their problem, its sqlution,
and how the procedure of solving their problem will be formulated. Critically important is the fact that.no public tribunal need playa role in craft'. ing the solution. The solution is customarily in the form of a private agreemerit 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 antitrust or other public interest issues that may require court review. But this
<ioes not mean that aU confidential information ~f 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 conni!Ction with judicial
consideration of a settlement agreement.

m

non-adjudicative procedures (e.g., mediation)( all discusa. Normally,
sionsbetween the parties, and among the parties and the neutral, are
.reg~ded as priVileged, i.e. within the protection afforded. settlement
discussions. Also, frequently, the parties need not share with one another their confidential business information, except with respeclto
specific issues.

.,')
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b. Thus, non-adjudicative proceedings are much less likely to be the subject of public scrutiny, and are Jess likely to put confidential information on the table.

a. Conventional MediJztion. Customarily, all communications between the
parties and among the parties and the media.tor are confidential in mediation. This includes information shared in joint caucuses and transmitted to the neutral in private caucuses.
i. Ordinarily, the mediator and the parties expressly agree at the outset
of the mediation that all communications will be confidential, unless
·expressly agreed otherwise. Also, various organizations' mediation
rules provide for confidentiality. (E.g., Articles 14-17 of the WIPO MediationRules, Section A.7 and 8 of the CPR Model Procedure for Mediation of Business Disputes, Rules 11, 12 and 13 of the AAA Commercial
Mediation Rules, and Article 11 of the ICC Rules of Optional Conciliation.)
.

ii. The normal aspects of the mediation process go a long way toward
insulating a party's confidential information 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-Adjudicatit>e Proceedings. Court-annexed mediation
and neutral evaluation proceed in the :;ame manner as voluntary media.tionand neutral evaluation. The same safeguards obtain. Indeed, the
judge assigned to the case may not even know the mediator's or neutral'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 evaluation is confidential and is not disclosed to the judge, except to the .
extent of advising the judge that the proceeding occurred, whether or
not the parties participated and the result.
c. Summary Jury Trials. In summary jury trials, the problem of confidentiality is more complex because of the presence of the jury and the

)

(

(
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courtroom staff. Thus, thisADR technique cannot be easily viewed as
consistent with the protection of confidential information.

d. Ex Parle Submissions to a Neutral. In actual practice, when each party to a
trade secret misappr9priationandpatent infringement' dispu~ ~~!'~L_~~__ ~~~_
~~~'~'-"~'~~'- '~""~~~'-~~wanted'the'6therpanyto contfuue~tooeexpOsecnofreSh proprietary
information of the party. the parties and the neutral (the author) have
worked out a procedure \Vhereby therieutralreceived ex parte submissions from each party on a confidential basis, with neither party being
privy to what the ()ther,party had submitted to the neutral. This included both oral and written submissions; CPR's Model Agreement for
Ex Parte Adjudication of Trade Secret Misappropriation lind Patent Disputes is based on this predicate.

6. Interested Non-Parlies. Often overlooked is the fact that many non-parties
may have a legitimate interest in ti)e existence of the' dispute and its outcome, whether adjudicative or non-adjudicative.
a. Non-parties that may have a legitimate interest in the existence of the
dispute are:
{

(

i. Parent corporations, subsidiaries and divisions;

ii. Principal investors and potential investors;
iii. Indemnitors and insurers;

iv. Vendors and customers;
v. Partners;
vi. Lice tsors and licensees;
. vii. Potential infringers;
viii. Government regulatory and taJ<ingagencies;
ix. Creditors; and

x. Parties to similar disputes.
b. It is not difficult to envision one or more of thosenon~pilrtiesilPplying
to a court for access to an arbitriltion award, the underlying arbitration

(
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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 Enforceability in Arbitration
1. In disputes concerning international comm~rce, arbitration has many advantages. But arbitration is valuable only to the extent that the agreement
to arbitrate can be implemented and the resulting award can be enforr.ed.
A very important question In International commercial arbitration is
whether an arbitral award will be enforced in alI relevant countries, including the site of the arbitration and countries other than the country
whose legal system governed the proceedings and the resolution of substantial issues.
2. The New ~Tk Convention. 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 intellectual property disputes-~' particularly difficult problem.
a. The New York Convention establishes a unified legal framework for the
fair and efficient settlement of disputes arising in international commercial relations. More than 100 countries are parties to the Convention, 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 international arbitration:
i. The enforcement of arbitration agreements and the enforcemp...• of
foreign arbitral awards. It applies to arbitral awards rendered w any
country other than that of enforcement or otherwise not considered
domestic in the country in which enforcement is sought. New York
Convention, Article 1(1). However, under Article V of the Convention,
an appropriate court of a member country may deny recognition and
enforcement of a foreign arbitral award.

ii. Article V sets out seven grounds for denying recognition and enforcement of a foreign arbitral award. New York Convention, Article V.
Tr'0 of those in Article V(2) are especially relevant to arbitration of
intellectual property disputes. Under Article V(2)(a) recognition and

c)

S~

AU-ABA COliRSE MATERIALS JOURlI:AL

JUNE

f
( e . n f o r c e m e r i t of an award may be refused by competenfauthority (Le.,
an appropriate court) in the country where recognition and enforcE'ment are sought if that authority finds that the subject matter in (l1Spute is not arbitrable in the country. Under Article V(2)(b), that authority may refuse recognition and ellforceIlll!Ilt()f3I1l1\\'ar<lift!lClLwo~q~~~-~~~- ---~-~-~~---~-----~b1:fcontfary lo-tnepiiblicpoliCYof·the :Country.

iii. It has been argued that an arbitral award thatcannot 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., 723F.2d 155, 164 (1st Cir. 1983), rev'd in part, ';73
U.S. 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: Arbitration Out of
Control?, 65 Tul. L. Rev. 1661 (1991).
c. Article V(2) is relevant to intellectual property disputes because significant intellectual property rights are granted, sometimes after. e~amina
tion, by public authorities. Even in countries where there is no examination, 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 intellectual prc:>perty
is manifestly imbued with the public interest.
i. Thus, Article V prOVides courts of member countries grc:>unds to
!efuse to give effect to an agreement to arbitrilte 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 CCt..ltry.

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.

Rig~ts

in Wlrious Countries. New York convention countries have applied
Article V(2). to intellectual property rights such. as ownership, validity,
infringement, and. licensing with various results.

a. T7J1;de Secrets. Disputes regarding trade secrets, know-how or confidential 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.

b. Licensing. Generally, disputes affecting licensing or other contract rights
in which onlydamages are claimed may be referred to arbitration. Contractual 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 arbitrable. This includes most disputes that may arise.in relation to the licensing or other transfer of intellectual property rights, including royalty
disputes, between private parties. However, resolution ofa dispute
over the validity of a licensed patent, for example, may not be arbitrable 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 isa party requires special

consideration. Concern for the public interest may be heightened when
a government is on one side of a dispute.
ii. Finally, when injunctive relief is sought against a licensee in default,
the public interest (as in the trade secret situation) may affect both
arbitrability and enforceability.
c. OU!neTship. When an intellectual property right is granted by or registered with a public authority, questions concerning ownership of that
right may embrace public interest issues. Thus, the arbitrilbility 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 arbitrable if it is not otherwise affected with
the public interest.

')
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d. Scope and Infringement of-Patents and Trademarks. Questions concerning
scope and infringem._,,' of intellectual property rights such as patents
and trademarks often include matters extending beyond the private
interests of the parties to the di~pute. Th~s. i~lIlan}'co~ntries. dis-

'-putes'Over4he"'5cape-an(Hnfrirtgemenh;f-al'atent~or"tradem'ai'R-if te not~~~-"~~~~·

proper subjects of arbitration. Disputes over the scope and infringement of intellectual property rights that are not registered with a public
authority are arbitrable ifthepublkinterestor public policy does not
mandate ·otherwise.
e. Validity and Enforceability of Patents and Trademarks. Questions regarding
the yalidityorenforceability of an intellectual property rightsuch as a
patent or a.tradernarkisa matter in which the public has ariinterest.
Whena.c~mpetent court decides that a patent ortrademarkisinvalid
~r unenforceable. the pertinent official register reflects that decision to
provide notice to the interested segment ofthepublic.

4.

~uggested

Contract Language. In countries where the arbitrability of'intellec.tual property issues is limited. not favored. or otheli'lisein doubt. the
prospects o{enforcing an award that in fact determines only private. commerciaLrights between the parties. notwithstanding an underlying intellectual property dispute.> maybe enhanced if no purported determination
ofany potentially non-arbitrable issue is made by the arbitrator. Accordingly. the contract language appended to this outline may increase the
likelihood . of enforcing arbitral awards relating to intellectual property
rights.

D. Conclusion
1. With iort:-,ght and care. you can adopt an appropriate ADR procedure
that\','ill not !,nly achieve the primary goal of expeditious and fair resolution of a dispute. but also provide reasonableass1Jrancesof protecting
confidential information.

2. What that procedure should be poses an interesting challenge that deserves your full attention.
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APPENDIX
Model Intellectual Property Dispute Resf;Jlution Clause
1. This dispute is a private .commercial dispute between the parties and
affects intema.tional commerce, [Pre~disput~ c1alJse: Any dispute arising

. . . . . ~.... ..~~.r~:~e~:~:[~~i~r~~~i~~~"~~~;;;;~merci.11

d~RU!e· betweeIlJberParti.e.L....r....r~~~1

2. The parties agree that this dispute and all aspects of this dispute shall
be resolved by binding arbitration .;.>Iely for the rights of the parties v;ith
respect to one another.
3.. If the determination of this dispute necessitates the Arbitrator's considerationof any issue relevant to the validity, enforceability, or infringement
of any [IP right] of any party with respect to another party, the Arbitrator
shal1 have the authority to consider al1 such· issues and to express a view
on al1 such issues. The parties expressly agree that the Arbitrator shal1 not
have authority to declare any such [IP right] valid or not valid, enforceable, 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 govemmenta&ency of
competent jurisdiction would uphold the validity, .enforceability or infringement of any such liP 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 Arpitrator shall be regarded by any
party or any other entity as a declaration of validity or invalidity, enforceability or unenforceability, or infringement or non-infringement of any
such liP right].
4. The Arbitrator"s award:
a. Shal1 state what acts, if any, a party mayor may not undertake. with
respect to any other party;
b. Shall be final, binding and effective only between or among the
parties; ,
c. Shall not

be appealable by any party; and

d. Shal1 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 tr"
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 judgis entered.
-----.-.--- - - - ..

~_~_·_~~_~_~' __ '''-~~-'ment

~~-.~"----'-'~--~--~--'-'~--=~-'---~--

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

---~....,......,..-.-.

(

(

(

I

ARBITRATION AND INn:LLECTUN- PRQPERTY PISPUTES
David W. Plant
Fish & Neave
I~ew York, New York
lune 1996

Arbitration is an adjudicative process for resolving disput~s .. In lieu ora
judge ()r jury in a court roolJ1,one or more (usllll1l)', three) privllt~.~i~~sele~tc:c!to
serve as..the arbitral trillUna! receive evid~nce .and h~ar. argwnent in Il~onferellc:e, .roomqr
similar venue, and render a decision, viz. the aWl!fd.
Arbililltion may.be bindiJlg or non-biJlding. l'lon-binding arbitration, while
adjucliclltiveiJlsofar as. the specific.arbitration proceediJlg is concerned, mllY be part ofa
larger Ilon~adjudicative process..Arbitration usually is the result of an. agreement between
the parties, .butit may also stem fr()m an initiative by a court. (Courts usually order 0Il1Y
non-binding arbitration.) Arbitration may be administered by an institution and subject to
the institution'.s rules, or it may be administered by theparti~sthemselves subject to rules
the parties create, or it may reflect elements of both. Even in institutionally administered
arbitrations, it is m'! unusual for the parties and the arbitrator to agree to depart fi"om th~
adm.in.istrative iJlstitution's published rules.
An arbitrator's decision is embodied in an award. Ifaparty is.concerned

about collateral estoppel effects of a binding arbitral award or other adverse cOmmercial
effects (e,g., revealillg confidential information or providing a road map as.t0 h()w not to
infringe), a reasoned award may not be desired. Also, conventional wisdom in the United

«:> David W. Plant 1996
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States suggests that a reasoned awardmay be more susceptible to modification or
vacation by a court than a bare "win-lose" award.
Because arbitration is usually the product of a:: agreement between the
-------~---p3rties(especiaIlY, biDdiDgarliliiitionfthe-partJescansetilie"'colliSe ortheproceeQiiigS;-------~

agree upon govc:rning law and applicable rules, specify issues, fix time limits and define
the scope ofthe arbitrators'authority. A full understanding by counsel and client, and
the arbitrator, ofthese dimensions and their implications is necessary 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 United·States, that
right maybe modified by the parties, ·-e.g., enlarged so that a court or anothertI'ibunal
may perform a more typical role in ascertaining whether an arbitrator's fmdings offact
are clearly erroneous or conclusions oflaw are correct.
A fundamental requisite of arbitration 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 sometimesreceived baa press,
occasionally because an arbitrator appeared to split the baby (all 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 auu severe

)
2

«

conseqllence). FortlJ.nately, this result .is not at all inevitable or even likely if the
arbitrator is selected with care.
Arbitrationhas p(oved to be practicable,.lIJld efficiently and effectively so,

.... _.-~--~-inresolving-intellect11al-propertydisputes;-It·hasbeen·utilized-in-lieu·oflitigation-world-~-~~~~
wide,and in .the United States, in lieu of Patent Office adjudication. It can continue to
work, especially if counsel and clients recognize that arbitration not only can be, but
should be, tailored to fit their specific needs.

II.

WHEN IS ARBITRATION APPROPRIATE?

Arbitration of intellectual property disputes is appropriateun~er many
circumstances. They include licensor-licensee dispute~,joint venture disputes,
technology transfer disputes, infringement disputes and the like. This is true whether the
arbitration is binding or non-binding.
Arbitration is not suitable in counterfeit situations or other circumstances
where immediate injunctive relief is needed, or in situations where a legal precedent is
necessary, or where other strategic considerations compel litigation.
In a domestic situation, the local courts may be the preferred recourse and
may be wholly effective. However, in an international situation, local courts mayor may
not be available, and if available,jud,gments they render may no.t b~.enforceable as a
practical matter.

3

Itis worthy of note that the World Intellectual Property Organization's

(

-,

Arbitration and Mediation Centre in Geneva is currently circulating for comment dn!ft
rules intended to provide for immediate (i.e. "24 hour") interim reliefin bincing
~~'"lIrbl~ti~~()fmteUectl1afcpic>p~rtY"'afsp~fet-()1ller··iiDitrllfion· mstitutioris···llieatso~'~"·~- --_.. . ~~-~._.

considering this issue. It IS likely that the WIPO rules will be in place in 1997. What is
not clear is whether or not they will be utilized, and if so, whether 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 W1PO immediate interim relief procedure in
situations where it may be efficacious. Even while promulgation of the W1PO rules is
pending, clients and counsel can use the proposed rules as a model for the~ own
agreement providing for immediate interim relief.
.In binding arbitration of international intellectual property disputes,

attention must be paid to whether or not the subject matter to be arbitrated is indeed
arbitrable, and to whether or not an arbitral award with respect to that subject matter will
be enforceable in relevant jurisdictions. In the United States, statutory authority permits
binding arbitration of virtually all issues relating to United States patents (35 U.S.C.
§ 294; also, § 135(d». There are exceptions, but they are rare -- although the parties

themselves may agree to exclude certain issues from the binding arbitration. Judicial
opinion in the United States has assured that all 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.nota uniyersal phenomenon..• Accordingly, clients and counsel must be
. fully informed as to the law and the public policy in relevant juri$dictioIl$ regardiJlg·
arbitrability of intellectual property issues th~tmay, or inJact do, .conftontthc:m.

immediate injunctive relief) or legal barriers (e.g. patent validity is not arbi1rllble ina
relevant jurisdiction), arbitration is abundantly appropriate in connection with intellectual
property disputes. Among its virtues, is the ability ofthepartie$ to select the arbitral
tribUllal, the arbitral rulesundc:rwhich theYW'ill.proceed, the sche!lule pn which they will
proceed, thc:venue for the proceedings, theissuesto be arbitrated. 'thepower and
aUtllorityof the arbitrator and post-arbitration procedures.
Also, the Nc:wXork Convention (The Convention on the Recognition and
"

Enforcement of Foreign Arbitral Awards, June 10, 1958, 21l},$.T.2517,T.I.A.S.No.
',

--,'

-""

',

"

"

,,:>: -':'

'"

6997,330 (J.N.T.S.38) establishes a unified legal·framewprk for the fair and efficient
settlementof <ii$putes arising in international commerci~l relations. Approximately 120
c()untries are signatories tp tile New York Convention. The Convention provides a .
veNcle for enforcHg binding arbitral awards that counju<igments do notenjoy.
Accpr!lingly, it is .attractive for nationals of signatol)' countries to arbitrate rather than
litig~teinternatipnal

c()rnmercial disputes, because (assuming arbitrability an<i

enforceability in the. relevant jurisdictions) the arbitral award 111aybe readily enforced in
signatPJ'Y jurisdictions in additipn t() the jurisdiction inwhich the awardis n:ndered.

5
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Lastly, 'arbitration can and should be· considered both before an intellectual

·c__

property dispute matures and after the dispute matures. Arbitration clauses in agreements
relating lomtellectual property transactions are commonplace, especially in international
~~~~~~-~~~-transactions."· rotd--atbltnttic5fi~aftef'lhfisputecarises;Cifpfopet1y'designed~andcondllcted,~is·~·-~~~

often a salutlU)' way to resolve differences.

m.

SOME CONSIDERATIONS WITH RESPECT TO ARBITRATION CLAUSES
Arbitration clauses in iriternationalcommercialcontracts, of in domestic

contracts, relating to intellectual property matters are typically among the last to be
considered, negotiated and agreed upon. Accordingly,suchclatises often s;idrer 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 ancilllU)' proceedings and a maximum of satisfaction
(at least with the proceeding itself, if not - from the loser's perspective·- the outcome).
Post-dispute arbitration agreements stand in Vivid contrast to ... ~-dispute
arbitration clauses in agreements with respect to which' dispute resolution is atertilU)'
concern. Inpost~dispute situations, theprimlU)' object of the agreement is to fashion a
workable dispute resolution mechanism. However, because the emotional enVironment
may be supercharged as result of the dispute having matured, negotiating a post-dispute
clause carries difficulties ofits own.
6

In any ~V~I1t,. cliellts and cOUIl$el should have in mind points ofsubstantial
significance when negotiating an arbitration clause, whether post-dispute orpre-dispute.
Some ()ftllosepOUlts arereferre4 to below,primarilyjn c()nnecti0ll with binding

First, w~at rules are togovem the proceeding? . This is among the most
important COnsiderations, be.clluse in pre-dispJ1te clauses th.~re isatelldency to use.!!.
boilerplate clause that leav~s to specified iustitutionaI rules the entire ~urden.ofshllping
the procedure-from c()mmencementofthe arbitration throu~rlI1al award. This may be
entirely sllti$fact()ry in sOme circumstances,btlt cli~nts and COUIlSe! should be thoroughly
familiar witlltll~.l"IllesiI1voked andth()rougMy a\Vare .of what they are agre~ingto.
Second, sh0tlld the .ar~itration be al1minister~d by an arbitralin$titution?

I

(

~houId

it be ad .hoc? Should it be .a hybrid?. For the less .sophisticated users,

adIninistered arbitrations pro~ablyserve useful.functions.For the more sopmsticated
users, it may be more appropriate for clients and counsel to fashion their own procedure,
rules,

sc~edulesand

the. like.

Third, \Vhat issues are to. be re$olved by the arbitral tribUIlal'?It is
especially important tOl1I}derstanp whether the arbi.tral clause is confilled to contract
issues relating oI1lyto breach ofthe contract in issue, or whetller the clause is framed so
as to em1)rllce all issues ari$ingout ofany transaction related to the conlrllct~iI1cluding
tort causes ofac.tion. It may also be salutarY to give thought to whether the dispute/can
be .r~splved byar1>itratillg fewer th llI1 all possible issues, thus focussingona specifiep,
7

dispositive issue requiring less time and less expense for resolution than an all-out arbitral
war would engender.
Fourib,how manyarbitrators should there be and who should they be? A
.............

··~··seasonea;aeOicafed;·even4randed;-available·tribunalis·critical·to·the·success"ofthe~--~·_·

__····

process. Thus, clients and counsel should consider assuming full control of the selection
of arbitra.tors, leaving to an institution or other entitythe power to select omyin the event
of intractable diSagreement betWeen the parties. Indeed, as the author's own experience
confInns, selection of the arbitrators earibe the subject of a separate mediation process
where necessary (e.g. two party appointed arbitrators can mediate with clientS and
counsel the selection ofthe chair).. On this score, it isimportant to a1lticip~te the
difficulties posed by multiple party arbitration arid the appointment of party appointed
arbitrators. The parties should agree as to the alignment of groups of parties for purposes
of selecting party-appoilited arbiti8tors,orif agreement iSllot possible,· leave appointment
ofall arbitrators to an llrbitralinstitution.
Fifth, are party appointed arbitrators to be neutraland independent? In
internationalcommercialllrbitration, the custom is that all arbitrators·are neutral and
independent of the appointing party. Of course, there are exceptions. Also, in d()mestic
arbitration in the United States, it may be perfectly acceptable, indeed expected, for a
party appointed arbitrator to actas an advocatefor the appointing party. Thus, clients
and counsel must be very clear on the ground rules that wiIlgovern conduct of party
appointed arbitrators. This begins with the selection process and continues through
8

\
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rendering of the fmal award, For example, candidates for app()intnl,elltby a party must be
very circumspect in pre-appointment interviews. And after appointmen~ the arbitrator
and all others concerned must be very clear on. the party appointed arbitra~ors ri~ts and

Sixth, wllere is the arbitration to be held? A country whose laws and
practices are hospitable tp arbitration should be selected as the situs.. Cultural
considerations mllydictate situating the arbitration in a country differentfroDl any
COtUltry of which a party is a national. This may pose nice issues with respe~t tClmllltinational corporations. Often, the site "f the.arbitration it is simply. a matter of
.~onveniencefor

the parties, witn~ssesand arbitrators (and sometimes,coUllsel). TheIaw

J

of the situs is not to be overlooked. If the ari>itration clause or.agr«ement is silentastp

\

governing arbitral law, the law of the situs will usually control.
Seventh, what will the schedule be, and may it be modified? Thereshpuld
be a schedule. If there.is none, th.e arbitration may unexpectedly~xtend far into the
future. Some arbitral

ins~tutions

and some institutional rules speGify the sc.hedule.

Others are silent. Typically, it is up to the parties .- arbitration isa crcalu, ~of agre~ment
-- and the parties can fix and can modify the schedule. NOtonly the. parties but also the
arbitral tribtUlal should agree to the schedul~. An open-ended approach, especially
without written commitment from the tribunal, may lead to intenninable proceedings,
tUlcontroIIable expense, and justified frustration on the parts of the parties.

9

Eighth, what infonnation 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~whanln:llonsequencenvillbe-offai1Ure~tdproVideinf()l'Iriati()tlcalledi"()r;~~~~-~~~~-1

One consequence may be that the arbitral tribunal will draw inferences adverse to a party
that fails to produce such infonnation. Also, the clients and counsel should understand
that the applicable arbitral law, the composition of the tribunal and the customs ofthe
jUrisdictions in which counsel nonnally practice all may lend a specific and special
character to arbitral proceedings. That is, the same arbitration under the same arbitral
rules maybe entirely different procedurally, depending on the composition :ofthe tribunal
and the backgrounds of counsel. For example, a tribunal with Swiss national as chair
may be far less generous in pennitting pre-hearing discovery than a tribunal with an
American Chair.
Ninth,what will happenat the evidentiary hearing? Clients and counsel
should understand that in some proceedings direct testimony is taken only on written
statement, followpd .'y cross-examination by counsel, or followed only by inquislllon by
the tribunal; .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
argurnentwill be pennitted.
Tenth, what about confidentiality? The prevailing view seems to be that
arbitration proceedings, the record, the award and even the existence of the proceeding
10

)

(

(

itselfare confidential. This view is not alto~ether sound.. Arbitration proceedings are
usually private.. The parties can enter into agreements to preserve the confiden~al
character I')fproprietary info01l11tion that one party may disclose to another. A tribUlla1

·~~~~-~~~,mayrefuse··to~order~disclQsureof~oneparty·s~confidential~informationto~anotherparty;~-··---~

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 \viII be a mattero(publicrecord. (Under3S U.S.C.
§ 294(d)and (e), an award in an arbitration under Section 294 isnotenforct:able until it is

depos#ed with the United State Patent and Trademark Office.) ·Andwhatabou.t interested
non-pllrties?Non-party licensees, competitors, vendors, customers and future litigants
may have a legitimate interest in learning the outcome of the arbitration..•S,o may
{

(

govenunentll8en~ies

(e.g. antitrust authorities, tax authorities, other regulatory

authorities), indemnitQrs, private investors and related comPanies, such as parents, In
short, clients andcQunsel Can take steps to insure protection of confidelltialinformation
between the parties, but they should not count on the award or the record of the
procee~ingremaiJlingoutofthe

public's reach.

Eleventh, what J'emedies will be availllble?Thosewho have followed
reported judicial opinions in the'uni.ted States Will know that there is a vigorous debate in
some of the SO states as
to whether an arbitJ'lIl tribunal has power tOllWard punitive
,
damages. J'hisqllestionarises in other jurisdictions also. ButwhatllJ'e 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
II

States Supreme Court has emphasized the compensating function of increased damages in
antitrust matters, over their punitive and deterrent function. Also, depending on the
United·StateS intellectual property right in question, enhanced damages mayor may not
~~~-~----~-~De

regMdecJ· 8s1>lIJiitiVe"(~.g:-mcfC'8sed"-damltges'Ufi'detth'C~paterlhct'arepUtlitive;~~'-'~.~--~----~~~-

increased damages are awarded in trademark cases under the·Lllnham Act only if not
punitive; enhanced statutory damages in copyright i11fringement actions embody both
componen.ts).lJraddition, clients and counsel must be alert to the forms ofrelief that
mayor may not be available under specific rules or specific governing law. Monetary
damages may have to be awarded in a specific currency. Only limited fonns of equitable
relief (e.g. pennanent injunctions, specific perfonnance) may be available. :'
Twelfth, what fonn should the award take? In the United States, many
bindingarbitrahon awards have been naked win-lose awards, without reasons.

rl

(

In

international arbitration, a reasoned award is more likely to be rendered. In complex
intellectual property disputes, the parties may wanta reasoned award. However, there are
circumstances in which a reasoned award may be manifestly undesirable. For example, a
patent owner may not want the reasoned award to provide a roadmap for designing a noniIlfringingptoduct, neither party may want to risk collateral estoppel effects ora fellSoned
awarded, imdneither party may want the award to reveal confidential il'lfonna.tion, if
through judicial enforcement proceedings or otherwise it becomes available to nonparties.
)
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Thirteellth, whllt oth~relem~nts of an arbitration might t>e lIddress~~

in.an

arbitration clause or agreement? 'The lI[1Swer iSaI\Y number, EXllJ1lPI~sar~thelan~age

~-~:===---~~.~.
recourse the pa,rties may have ifan arbitrator do.es not pa,rticipate, tile~.Ol1Sequen,?e~of

II

party's failure. to appear at ahearing,etc,

IV.

IS ARBITRATION UTILIZED IN INTELLECTUAL PROPERTY DISfUJ:'ES?
Th~ansvrer

is an unq\lalified yes.

Clearly, litigati0l1 is tile preferred, and sometimes only,r()ut~ forresolYing
intellecma.r property disput~s. Also, other ADR ,nec~aI\isms,such as mediatiOll,are
.becoming incf!:asinglya~cti"e .. 1'1~verth~less,both adnlinistered and ad hocarb!tJ"lItion
have been, and are being, utilized.
It is difficult to~ssess the number of intellectual property disput~s that are
.thesubj~~t

of arbitration.. ()ne rellson is thecOllfidentiality that shrouds. such

proceedings-at least up to a point. Another reason is the difficulty arbilI".1 ms~tutions
experience in attempting to classify arbitratio'lls initiated under their auspices.
Notwithstanding .this situati0l1, it. seemS fair to say thauubstantial numbers of intellectual
property disputes have been the subject of lIfbitrlltion proceedings in recent years. The
number is likely to be si8l1ificantly largc:r than institutional statistics would suggest,

13
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because intellectual property issues are often a component of international commercial
disputes thaiaie not classified by institutioDsas "intellectual property" disputes.
This returns us to the point made in Section II. regarding arbitrability and
~~~~~~~~~~~W1eiifdfte'a15iJ.il9; ··E~~tJfouglr'a-'dispute-'beiDgarbitrated·appeal'sto2iDclucle~an,

'~~~~~ ..

intellc:ctuafproperty issue aSll minor component, clients and counsel shoUld be aware of
the potential impact on the enforceability ofthe aWllrd overall. For eXlIIIlple, if the
arbitral tribunal rules -- as a part of a larger award - that a government granted
intellectuilpropeitYrlght (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
intellectu3I property rulmg is held by a court to have been outside the power of the
.

..

arbitrators under the arbitral law governing the arbitration,

.

oris held by a court to be

/~

(,

unenforceable in the jurisdiction in which enforcement of die aWllrdis attempted.

V.

WHAT SERVICES DO VARlOUSINSTlTUTIONS OFFER?

We consider here two categories of institution: (1) ADR providers and (2)
intellectual propert) urganizations.
ADR providers in the United States includeorganiZlltions such as the
American Arbitration Association, CPR Institute for Dispute R~solution and
JAMSlElldispute, and elsewhere in the world, su(;h organizations as the International
Chamber of Commerce in Paris, the London Court of International Arbitration, Chartered
Institute of Arbitrators and Centre For Dispute Resolution in London, the British
14

\

Arbitration Commission, and Intemational Arbitral Centre (I(the Federal Eco.nomic

promulgated rules, or model rules, directed specifically at arbitration ofintellectulll
property disputes (e.g. AAAPatent 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 AndiOr Patent Disputes).. This is not
necessarily of high moment. All ADR providers are aware of and are considering special
cissuesassociated with intellectual property disputes and are prepared to pr~vide
arbitratiol1 services ofsuch disputes under one set oftheir rules or another. Even with
. organizations like theAAA and CPR, many intellectual property disputes are arbitrated
UIlder more general nl1essuch 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 Adjudication of Trade Secret
Misappropriation AnCIIOr Patent Disputes is ofespecial interest in connection with nonbinding arbitration of disputes iIi which each party desires to insulate its proprietary
information from the other party. This model agreement may ilIustrateusefulprocedures
not typically emploYed, but nevertheless of realpracticability.
As for intellectual property organizations, the World Intellectual Property
Organization seems to be the only organization to have established an arbitration and
15

mediation center and promulgated rules for the purpose ofprovidingADR services
specifically for the intellectual property community. The WIPO Arbitration and
Mediation Centre came on line in October 1994. Its director,Dr. Francis Gurry, has
~-c--~-~'1ISsett1bled'a-paneJeofpotential'neutrals-numbeFing-overc\400-personscfrom-around-the~----

world. While at this Writing WIPOArbitrationRules may not have governed any specific
proceeding, those 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 assembled Iis~ofpotential
neutrals. For example, in conjunction with CPR, the International Trademark Association
has developed a panel ofpotential neutrals with expertise in trademarklaw and related
subjects. And the American Intellectual Property Law Association has assembled a list of
more thanJOO potential neutrals, together with background information about each.
Neither the CPRIINTA panel nor the AIPLA list is meant to imply that either !NTA or
AIPLA will themselves administer arbitrations.

VI.

CONCLUSION
We have skimmed the surface in this introductory piece,leavingmariy

issues unmentioned and many questions unanswered.

16
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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

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 thorou!,hness of their understanding ofthe
nuances and their willingness to address those nuances in their arbitration c,lause or their
,, (

e

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

5 294.

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 such a provision, the
parties to an existing patent validity or
infringement dispute may agree in writing to ~~~_~~_____~_~_~_

..._~.~~~-~.~~~._-_ . ~._~. __.~~•. settl-e--such:-drspuce~Dyarb:rtraEron .-~·Ai1Y sucnprovision or agreement shall be valid,
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 9, United States Code, to the
extent such title is not inconsistent with this
section. In 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
upon application by any party to the arbitration.
Any such modification shall govern the rights and
obligations between such parties from the date of
such 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 a~ award is modified by a court, the party
requesting such modification shall give notice of
such modification 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

APPENDIX E

with the Commissioner, any party to the proceeding
may provide such. notice to the Commiss.ioner.

(J
\.

(e) The award shall be unenfo#eable l.lntil
the notic r "~qui;edby ~ubse~tion (d) is received
by the Commissioner.

I
I

(

(

35 U.S.C.

§

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
aspecc 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

. .__

~--~------~~'~--'--~~-~~-'-~~-----~~------~--a-ny·a:r15i-tra
tioll-awara-to--~tne--ebmrt'\fss-roner-~--~ana-----'----------'~~-~~'
._._-.~.-

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 whic:h a neutral (the mediator)
attempts to assist the panies in finding their own solution to their own problem.
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I.

SIX PHASES OF THE MEDIATION PROCESS
A.

Getting to the table.

B.

Prepllring for the process.

C.

Initial sesliion:s..
1.

Firstjoint session.

2.

First private session.

D.

Subsequent sessions.

E.

Closure, viz. "End Game".

F.

Post-Mediation.

Copyright D.W. Plant, NY, NYJ998

()
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II.

GETTING TO THE TABLE
A.

B.

(

c

Preparation
i.

Know all parties' real interests and real needs.

2.

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

3.

A dispute is an opportl.U1ity to· creat~ value.

4.

Know the ADR menu.

5.

Be creative; fit the proc:ess to the fuss.

6.

Post-dispute moredifficultthan pre-dispute.

How to break the ice.
I.

Court rules.

2.

Professional respclnsibiJjty.

.l.

•

Clients' pledges and commitments.

4.

Client's policy.

5.

Common sense.

6.

Who·'

7.

a.

Party to. party.

b.

Lawyer to lawyer.

c.

Neutral good offices.

Your adversary mUSt be your partner.

3
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III.

,'~

PREPARING FOR MEDIATION

'(

A.

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

B.

The mediator.

.

····~~·~~··~·~····~·····l-:-~·~Part..en:lfd-t"ounsellointlyselecnhemediatortdesirable);--or·Court~~······~···

or other insliiutiollselects the mediator (not desirable).
2.

Know your mediator.
a.

Reputation.

b.

Some characteristics.

c.

(I)

Patient

(2)

Diligent

(3)

Sensitive

(4)

Flexible

(5)

Creative

(6)

Trustworthy

(7)

Authoritative

(8)

Even-handed

Competenc::e.
.(I)
(2)

Subject matter.
Process
(a)

Experience.

(b)

Training.

4
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)

d.

Style.
(I )

Facilitative.

(2)

Pro-active and evaluative.

e.
f.

C.

the mediator manage personal interaction?
Sources of information.
(I)

Institutions.

(2)

Colleagues.

The mediator communicates.
J.

Joint telephone conference with counsel.

2.

Emphasizes that whatever is ill dispute, this is a problem to be
solved as partners, nota war to be won as adversaries.

3

Continues transformation of adversaries into partners.
Fundamental slli!: inviewpoint.
b.

4.

S.

At least in formulating and proceeding through the
mediation process.

Explains process.
a.

Process.

b.

Journey.

c.

Negotiation.

Is alert to semantic issues.
a.

E.g. "binding" mediation.

b.

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

5
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6.

Participants to negotiate in good faith and with candor.

7.

Explain who must be present and their roles.
a.

~. ~ _.

~_._~_ .___~__~_~

Parties - principals; authority to settle.

~_.~ 1:1. _ Counsel -- counselors; not necessarily Iitigators.

..

.

~

.."_._._._.'._, ...

c.

__

_._.~'._._.~

~

__

~._._'.~'.'~._._._.

__.

.

._._.

._ _.__.

.-,-C..~

._.

._,_.-'--.c.,..,.....,._ •__._._; ._.__"_._._._.

._._,

~_~

Third parties -- insurers; indemnitors; partners.

8.

Schedule.

9.

Confidentiality.

IO.

Pre-session Submissions -- briefs.
a.

Positions.

b.

Real interests an"; 1I~.:ds.
(I)

BATNA

(2)

Be creative and be objective.

(3)

Do you need litigation?

(4)

Is there a business relationship to be preser,pd 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.

Lopk beyond the present dispute to overall relationships.
(1)

Subj~ct

(2)

Time.

matter.

6
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( )

L

e.

Assess the strengths and weaknesses·ofboth sides'
positions.

f.

Conduct an objective litigation risk analysis.

g.

Include the few material exhibits.

(

--~.....~~ ...._~

.....~ ··__ ·_·'-····~~---···h,·_·~·elarifY·whether·briefsare·inconfidence·and·ex·parte·to·~···~······~·_··
mediator, or are exchanged.
II.

D.

Court7annexed aspects.
a.

Understand duties and responsibilities of the mediator.

b.

Comply with the schedule.

c.

Understand the information to be reported to the judge.

12..

Mediator's fee.

13.

Written agreement.
a.

Deal with these and other issues.

b.

Parties' .consent to mediator.

Ethics c· Responsibilities .0fThe Mediator
I.

No conflicts ofinterest!
a.

Actual.

b.

Apparent.

c.

Mustimme4iately notifY of am: change in situation.

7
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2.

Rights and obligations of the mediator vis-a-vis the parties.
a.

Past engagements.

b.

Present engagements.

c.

Future engagements

d.

Finn's engagements

e.

f.

(I)

CPR model agreement.

(2)

Other Clauses.

Fees
(I)

Hourly.

(2)

Lump sum -- approximate value ofcase.

(3)

Whopays?Whell?

( :-)

PO\ver imbalance.

'.

(I)

Largev.small.

(2)

Party represented by counsel v. pro se.

(3)

Wealthy v. poor.

(4)

Sophisticated v. unsophisticated.

(5)

Eastern v. Western.

.(6)

Europe/m v. U.S.

g.

Not judge.

h.

Not a party's attorney.

1.

Not party to a crime or fraud.

J.

All information confidential.

8
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3.

/

~..

4.

5.

E.

Immunity.
a.

Suit.

b.

Subpoena.

Mediator to maOligeprocess.
a.

Substalltive problem 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.

Mediator as arbitrator.
a.

This process.

b.

Later dispute.

6.

Arbitrator as mediator.

7.

Mediator will withdraw.
a.

If conflict ofinterest.

b.

If parties not participating in good faith.

c.

If clear mediation will not be successful.

d.

If mediator would be party to a crime or fraud.

Role of Counsel and Parties in Preparation.
I.

Must understand mediation -- know what to expect.
a.

The variations on the themes.

b.

The pros & cons.

9
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2.

3.

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

Principled.

b.

Scorched earth.

Beware mi~conceptions.
a.

Mediator's. power-- not a judge.

b.

Injunction needed -- still can settle.

c.

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

d.

Intractable parties -- still can settle.

e.

One party seeking discovery -- still can settle.

f.

One party signaling weakness -- still can mediate fairly.

10
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c

IV.

THE FIRST JOINT SESSION
A.

Amenities.
I.

B.

C.

Rooms.

3.

Telephones.

4.

Meals.

5.

The table.

6.

C~urthouse

v. private office.

Introductions.
I.

Everyone present.

2.

Parties seated next to mediator; counsel !lQl next to mediator.

3.

First names.
a.

Usually.

b.

Eventually.

c.

Even mediator.

Mediator explains process.
Repeats essence of pre:imimuy telephone conference.
2.

Necessary because new participants, viz. the parties.

3.

Emphasizes problem to be solved by parties working together.

4.

Confidential.
a.

The process.

b.

Mediator's notes.

11
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5.

Off-the-record settlement .discussion.

6.

Mediator is neutral; no substantive judgment; no substantive power.

7.

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

8.

Explains joint and private caucuses,
a.

Emphasizes confidentiality.

b.

Especially in private caucus.

()

9.

Frankness and openness are requisites.

10.

Good faith negotiations are required.

II.

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

12.

Solutions to difficult problems call for creativity.

13.

If court-annexed, court will I!Q1 know what said by any party.

14.

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 is the parties' (more spf:cifically, the principals')
process.

b.

Challenge positions, not persons.

c.

Always focus on potential solution.

12
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d.

(
\ ...

The mediator willm,mage the process.
(I)

Interruptions not be permitted..

(2)

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

....... "...... (3)....

.D.

brainstorm without judgments.

Emotion
I.

Can run deep.
a.

Anger --otherparty 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
. room.

d;

2.

3.

(

..+Expl()~eoptions;

Strategic -- for competitive purposes; anger as a negotiating
tactic.

Expressed in challenges to
a.

Past and present positions.

b.

OtherprincipaI's orcounseI's integrity.

c.

Other principal's or counsel's good faith.

d.

Past sins of omis~ion and commission.

Mediator's role.
a.

Listen.

b..

Exp~ess

c.

Expect emotion at every session.

understanding.
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d.

E

Let parties air out, then

")

(

(1 )

Deflect anger.

l2)

Encourage ciVilized dialogue.

(4)

Point out more progress ifparties focus energies on
finding solution.

(5)

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

Which party speaks first?
1.

Usually claimant or claimant's counsel speaks first.

2.

But defendant may request to speak first.
May be the party who last proposed a resolution.

F.

4.

Or the party who proposed mediation.

5.

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

6,

Mediator will assure other parties thatall will have an opportunity
to speak.

Usually, counsel opens with a statement of client's position.
1.

Counsel should address the other side's representbti--::s, IlQ1 the
mediator.

2.

5-10 minutes; if complex,longer.

3.

Typically, more detail or changed position later.

14
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I

4.

(

Purpose: to persuade ot~er pal1yof
a.

Your bona fides.

b.

Strength ofyour position.

c.

Weakness ofother party's position.

d.

The need to settle; overlap of interests and needs.

e.

A rational basis for settlement.

G.

Next, other counsel will state theircljent's positjon.

H.

Mediator's role.
\.

Asks questions to aSS1ITe mecliator and parties understand -Parties' positions.
b.

Status of settlement talks.
,,,".

2.

c.

Status of pending or proposed litigation.

d.

Interests of others not present

Kinds of questions -a.

Open-ended.

b.

Hypothetical.

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' ~',tiQm stated by counsel, mediator may ask
each par,ty to begin to al1iculate real interests and ~.
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v.

',\

MEDIATOR'S JOB AT ALL SESSIONS
A.

Be patient.

B.

Remain neutral.

C.

Listen and understand..

D.

Facilitate.
I.

Communication.

2.

Understanding.

(

E.Always optimistic; never pessimistic.

F.

Assure that everyone is heard and understood.

G.

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

H.

Engender trust and confidence.

I.

Seek broad views from parties first; details, second..

J.

Understand the emotional roller coaster; weather it.

K.

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; ineithercase, mediator checks if OK with other
party.

OR
2.

Mediator stays with jQin1 session and begins to explore
a.

What each party needs.

b.What each party expects.
c.

What each party sees as a practicable process for achieving
a joint solution.
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L.

Usually, a mediator'sc::valuatipnshpuldbe de~erre.d until late in the. process,
and often, never given at all. .
.
1 . \n early evaluation may
a.

Indicate that mediator is biased.

b.

Harden positions.

2.

Mediator's evaluation Illay be.essential to reality testing.

3.

Proper tilllillg is vital.

17
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VI.

)

COUNSEL'S JOB AT AU, SESSIONS

(
A.

Be prepared - as if final argument.

B.

But this is not final argument.

C.

Counsel's job is to counsel and to help client find a solution; strident

'-~~~-'~~"-~--"-'~-'~--adv6cacy'lrsmilly-ijfappfo-prim'e+mfd~counter~p'roduetive-;--'-~ ~~-------'--'-~~-~~-~

I.

Understand client's BAINA.

2.

Understand client's real interests and needs.

3.

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

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.

3.

Client's position is direct out-growth of client's real intere: .~ and

.0=.
4.

Other side's position is D.Ql. consistent with other side's real interests
andill:W.

5.

Notwithstanding differ...lces re positions. parties' ;~ ... IIlterests and
needs may overlap and may suggest a solution.

6.

Important to client that both sides' real interests and neW 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.

B.

Be prepared to talk more than your lawyer.

. C.
D.

E.

Talk with the other party;
Be creative.
I.

KnowyourBATNA.

2.

Understand thoroughly and describe own interests and needs.

3.

Listen andtJY.lo understand thoroughly other side's BATNA,
interests and needs.

4.

Objectively assess value of case to each party.

5.

Objectively assess risksofl1ot settling to each party.

6.

Avoid ad hominem attacks.

7.

Explore ways toshareimpqrtant information with other side -- even
confidential information.

Be prepared to share views •• even highly sensitive and confidential
information."- with mediator.
1.

1\1ediator will ask what the party wanted out of the deal now in
dispute.

2.

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

F.

Express emotion.

G.

But be controlled, be firm, be informed, be objective and be confident.
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VIII.

FIRST PRIVATE CAUCUS
A.

B.

The partyJlQ1 caucusing.
I.

Mediator must reassure.

2.

Should have own room.

3.

Amenities.

4.

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

Caucusing party
I.

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

a.

b.

2.

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

.-~

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 win seek the real story.
(I )

Party's perceptions.

(2)

Party's dislikes.

(3)

Party's understanding ofthe differences separating
the parties.
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,.

e

(4)

Bases for distrust.

(5)

Relevant history.

(6)

Pany'spreviously unstated concerns, fears, motives,
needs.

J:

Mediat6fwiIlhaveprincipais talk.

4.

Mediator will encourage the party to focus on its needs.

5.

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

6.

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

7.

Mediator is likely to -a.

Ask open ended questions.

b.

Ask hypothetical questions.

c.

Avoid confrontat:on.

d.

Eschew reality testing in early caucus.

e.

Try to listen with open mind.

r

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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8.

Before private cauc;us c;oncludes, mediator will ask party whether
there is any message the mediator should transmit to the other side.
Anything I cannot say? .
a..

Mediator will distinguish clearly between wh.. t ml:diator can
say and cann()t say on behalfofcaucusing party to the other
party.

b.

The
can frame hypothetical questions to other
side, e.g, "What if:.."; "Have you considered..."; "Would it
be possible to..."; "Ifwe could persuade the other side..."

(
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IX.

FIRSTPRIYATE CAUCUS WITH THE OTHER PARTY

A.

Same prpcess as in preceding Section VIII.

B.

~,lediator

is likely to (i.e. should) listen before delivering a message.

I.

Before stating first party's offer, and

2.

Before asking "what if... "

3.

Let this party telIits story.

C.

The mediator should understand the second party's interests and needs
before revealing anything about first party's caucus.

D.

MediatClr wiII begin to isolate real issues in light ofunspoken information
from first private caucus.

E.

The mediator \\~J1 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 GENERAL

A.

B.

The mediator will hear diametrically opposed accounts.
I.

Unalterable anger.

2.

Eternal dislike.

3.

Solidified distrust.

4.

The other side's misconduct is the sole cause of the dispute.

5.

Hopeless .deadlock.

)

('

The.mediator is likely tq want to throw in the towel. DON'T!
I.

2.

Find one potentially resolvable issue out of the two or three ral
. issues.
a.

Not positions.

b.

B&al~.

Explore ways to find common ground on l!!ll1 issue.
a.

Brainstorm options.

b.

Move outside parameters of dispute as currently framed.

c.
3.

(I)

Another relationship?

(2)

Goods for money?

(3)

Another player?

Prioritize.

Take it a step at a time.
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XI.

DANGER DANGER DAl)!GER!

A.

A solution may be immediately and luminously .c1ear to the mediator.

B.

The mediator's perceived solutic)nmay be objectively sound, all
encompassing, profitable to all, efficient, and eminently fair.

. m·········~····~e.·····Bltt·itis·~unlikely·that~y·party·~ees:it·n()w,er·will·seeit·latef,aHhe~~~·-..-j·
mediator see it!
D.

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

E.

The mediator should let the parties explore and propose the solutions!

F.

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

G.

The solution will be durable ifthe parties create it and own it.

/
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XII.

SUBSEQUENT SESSIONS
A.

Joint.
I.

. . '. .,'.", .' ".',

~ ~~ ~~ ~.

~~

Joint sessions should be frequent; interspersed among pnvate
'caucuses.

"~~~:~'~:::::'::::::::':::::::~:=~n u~~~rs;an~~d~i~g. ~'~"'~~-~~-' ..~-~~~~ I·

B.

4.

Parties together can discuss possible solutions.

S.

Avoid the negatives associated with hidden conversations with the
mediator.

6.

Avoid misstatements or misunderstanding when mediator is shuttle
diplomacy messenger.

7.

Joint caucuses may engender confidence and good will.
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 i:l
a.

The parties themselves.

b.

The process.

c.

The prospects of finding a solution.

Private caucuses may continue to be necessary to provide the environment
to get to real interests and real needs.
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)
(

c.

Caucuses on different days.
I.

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..
Homework may benec('ssary to break a logjam before negotiations
resume.

4.

Another party (e.g. insurer) may have to participate.

•
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XIII.

END GAME
A.

Breaking an impasse.
I.

Reality testing.
a.

Mediator may question soundness of positions.

b.

Mediator may inquire as to cost oflitigation.

c.

Mediator may ask parties to list the real rewards oflitigation
v. costs.

d.

The mediator may ask a party to tabulate the pros and cons
ofanother alternative to potentially available terms and
conditions.

e.

Mediator may take parties through litigation risk decision
tree.

2.

Mediator may explore creating other relationships.

3.

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

4.

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

5.

The mediator may serve as an arbitrator.
a.

The mediation may render a binding decision on a final
Issue.
.(1)

Money.

(2)

Design.

\

28

07:06/98 12:4S pm

90999.099 - (:"YI363929.1

b.

The mediator may evaluate each party's chances in
litigation:
(I)

Privately.

(2)

Jointly.

...........~..~....~..~.... ·.~6c-.~....Patties.maynot.beinfluenced.by.mediator·s.judgment.because.itk~.~~.~
demonstratively correct;rath~r, because of their confidence in the
mediator.

B.

C.

7.

Mediator may provide short term solution followed by continued
monitoring.

8.

Mediator's expression ofan 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! .
I.

Parties can quit anytime. It's their process.

2.

But it is 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~ other party leaves, get
the walking party back in the room.

It is imperative that the mediator be

I.

Eternally optimistic -- moJst point frequently to progress.

2.

Confident.

3.

Experienced.

4.

Trusted.

5.

An authority figure.
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D.

E.

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

Counsel, !J.Ql the mediator, should dictate or draft.

2.

Will reveal and clarify misunderstandings.

3.

WilllT1inilllizeclJ8Ilc~s

4.

Counsel and parties execute.

5.

Even if pnly some issues settled; agreement may outline process for
resolving future issues.

of illllllCldiate rekindling ofimpasse.

If no agreement is possible.
I.

Parties should expressly acknowledge no agreement.

2.

Parties should state why.

3.

Parties should acknowledge 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 administrator that the
Court's intervention is necessary to break a IOl!iam.
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XIV.

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,

2.
C.

D.

(

Mediator must invoke the privilege.

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

Bare bones report.

2.

May include evaluation.

3.

May outline discovery issues to be tried, etc.

Mediator should write to parties.
I.

Confirming the outcome.

2.

Including post-mediation reflections.

3.

Expressing thanks.
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