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Franklin Pierce L.C.

Notes Re Alternative Dispute Resolution
And IP Licensjng

I. OVERVIEW

1251
!'I~'N

David W. Plant
Fish & Neave

Avenue of the Americas
york, New York 10020
..... ···July1998 ..

A. What Is ADR?

B. What Are Its Forms?

C. Where Is ADR Applicable?

D. What Are Its Advantages And Disadvantages?

E. What Should Patties To AnIP Contract Consider And
Provide For?

F. Whither ADR?

II. WHAT IS APR?

Alternative Dispute Resolution embraces all forms of
dispute resolution other than conventional litigation.

01/06/98 1:29 pm
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III. WHAT ARE ADR's FORMS?

A. ADR encompasses an infinite number of forms. It
is helpful to consider three generic categories.

B. Ad~udicative Forms.

1. A conventional adjudicative form is binding
arbitration.

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 l~gal

authorities.

C. 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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D. Hybrid Forms.

1. Hybrid forms stretch the spectrum of forms to
infinity.

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

3. Meqiation followed by last offer arbitration
is effective.

4. Early neutral evaluation coupled with
mediation hal" worked.

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

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

E. More thorough discussions and elaborations
regarding the forms of ADR appear in, in~er 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.J

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

3. Arnold, Patent Alternative DisD)]te Handbook,
Clark, Boardman, Callaghan 1991.

3
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IV. WHERE IS ADR APPLICABLE?

A. ADR is applicable to almost any intellectual
property dispute -- even where injunctive relief
seemsne~essary.

B. ADR may not be applicable where --

a. A counterfeiter must be nipped in the
bud.

b. A trade secret must be preserved.

c. Legal precedent is needed.

d. EMOTIONS are outofcontr6t -- ADR may
be applicable but extraordinarily
difficult to apply.

C. Specific examples will be discussed. These will
include:

1. Binding arbitration

2. Non-.binding arbitration

3. Mini-trial

4. Mediation

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

A. Advantages.

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

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

3. Oftel1 time and money are saved.

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

B. Disadvantages.

1...If poorly constructed or managed, APR may be
counterproductive.

2. Badly planned and managed ADR may inflate
expe l1diture 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) rnayacquire better understanding of
issues, risks, rewards.

5
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VI. WHAT SHOULD PARTIES TO AN IP CONTRACT
CONSIDER AND PROVIDE FOR?

Some Key Issues

l[;t ArbitrCition

2d Mediation

A. Arbitration.

1. Arbitrability and Enforceability

a. U.S.

(1) Virtually all IP issues are
arbitrable.

(2) Query increased damages.

(3) Plant "Intellectual Property:
Arbitrati I1g Disputes in the United
states", Disput!;l Resolution Journal
of the American Arbitration
Associat~on, July-September 1995,
p .. a .(A copyqfthis paper appears
as. Appel)dix 13 to these notes.)

b. Elsewhere.

(1) Important to understand local laws,
10Ga1 public policy and the New
York Convention. *

* Arc. 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
capable of settlement

6

the difference is not
by arbitration under

(continued •.. )
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(2) Important todistinguish.between
(a) government granted or
registered rights and (b) private
rights.

(3) consider an arbitration clause that
focuses on --

(a) Private rights

(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.

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

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

;'(b) the recognition or enforcement of the award
wou1d·be contrary to the public 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) IP issues.

(2) Related issues.

c. Arbitrator(s)

(1) Number.

(2) Qualifications.

(3) Selection process.

(4) Party-appointed.

(a) interview process

(b) neutrality

d. Schedule; commitment

e. Venue.

(1) Neutrality.

fa) transnational disputes

(b) cultural differences

2) Availability of witnesses and
documents.

* These and other provisions are discussed in various
places in the literature, e.g., Plant, "Arbitrati:on And
Intellectual Property Disputes", Euromoney Publications PLC,
Managing Intellectual Property, June 1996 (a copy of this
paper appears at Appendix D); Arnold, "A BettE!rMousetrap:
ADR", supra; Plant, "Arbitratiol).AndArbitration Clauses,"
Intellectual Property Counselling And l.itigation, Vol. 2,
Ch. 20, Matthew Bemier, 1994; CpR, Arbitration, 1994; CPR,
ModelADR Procedures, "Alternative Dispute ,Resolution In
Technology Disputes," 1993. .'

8
01/06/98 12:45 pm

99999.099 - (NY] 298189.1



f. Discovery.

g. Confidentiality.

(1) During proceeding.

(a) Rules

(b) Parties' agreement

(c) Award enforced as Protective
Order

(2) Post-proceeding.

(a) Enforcement of arbitration
award

(b) § 294 (d) & (e)

h. Remedies.

(1) Monetary.

(a) Compensatory.

(b) Punitive.

(c) Currency

(2) Other.

(a) Inj unction.

(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. Applicable rules.

j. Governing law.

(1) Arbitral:

(2) Substantive.

k. Language.

1. Form of award.

(1) Win/lose.

(2) Reasoned.

(a) Collateral estoppel and res
judicata

(b) §294(c) re modification

(c) Motions to vacate or modify

(d) Road map

m. Recourse.

(1) Enforceability.

(2) Chall enge .

(3) Modification.

3. U.S. arbitration law.

a. U.S. Arbitration Act, 9 U.S.C. §§ 1 et
seq.

b. Uniform Arbitration Act enacted in a
large majority of states.

10
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c. State statutes re international
arbitration.

d. 35 U.S.C. § 294.*

(1) §294(a).

(2) § 294 (b).

(3) ... § .294.(c)..

(4) § 294 (d) and Ie).

e. 35 ti.S.C. § l35(dl .**

4. Various rules.***

a. AAA.

(l) Patent.

(2) Commercial.

(3) Large, complex.

(4) International.

b. CPR.

(1) Rules·ForNon-Administered
Arbitration Of Patent And Trade
Secret Disputes.

(2) Model Agreement For Ex Parte
Adjudication of Trade Secret
Misappropriation And/Or Patent
Disputes.

(3) Non-Administered Arbitration Rules
And Commentary.

* 35 U.S.·c. § 294 is reproduced in Appendix E.

** 35 U.S.C. § 135 (dl is reproduced in Appendix F.

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

11
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(4) Model Procedure For Mediation Of a
Business Dispute.

(5) Model Minitrial Procedure.

c. WIPO.

(1) Mediation Rules.

2 Arbitration Rules.

(3) Expedited Arbitration Rules.

(4) 24 hour rules under consideration.

d. ICC.

(1) Rules of Conciliation.

(2) Rules of Arbitration.

Revised effective January 1, 1998

(3) Pre-Arbitral Referral Protedure.

Not adequate for emergency relief

e. LCIA

(1) Arbitration Under LCIA Rules.

Under revision

(2) Arbitration Under UNCITRAL Rules.

(3) Conciliation under UNCITRAL Rules.

f. UNCI TRAL

(1) Model law adopted in various
countries.

(2) Non-administered arbitration.

g. U.S. Courts.

(4) Each U.S. District Court has ADR
rules or practices.

12
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(5) Vary from court to court, e.g.

(a) SDNY: rules re mediation.

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

(c) DNH: ADR considered at
~~~~~~~~~~--~--~-~-~~--'p",,!..e>-11+int.i;nar-y--pf'€e>ttc£r4iaa~1~-------~--

conference; various ADR
procedures available. Not
formalized in local rules.

(d) See tabulation in AIPLA~
Guide, 1995.

B. Mediation

1. u. S. v. elsewhere.

a. Mediation.

b. Conciliation.

c. Mini-trial.

2. Six phases.

a. Getting to the table.

b. Preparation.

c. Initial sessions.

(1) ~oint session.

(2) Private caucus.

d. Subseq~ent.sessions.

e. The "End Game".

f. Post-mediation.

3. A more detailed outline appears at Appendix G
to these notes.

13
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VII. WHITHER ARB?

A. In the United states, the impetus to apply ADR
stems from many quarters --

~ .
2.

Courts.

Clients.

3. . Legislation.··

4. Professional responsibility.

B. Elsewher.e 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.enefits 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 consider ADR earlier rather than later,
and to encourage the parties to put their
dispute behind them and get on with their
customary businesses.

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

14
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OVERVIEW OF ADR PROCEDURES

I. INTRODUCTION

Alternative Dispute Resolution (ADR) techniquesgf:!lerally ~ into two
categories: (1) adjudicative and (2~ non-adjudic:ative..These are not CrISP cate~OrIes, bc;anSC!
often the process of finding a solution 10 apl'Oblem will embrace bOth categOrIes - typically,
when.the process flows from a. non-adjudicative state to an adjudicative state or vice versa 
resulting in a hybrid process.

1bis.sllon overview touches on SOme issues that deserve attention ill resPect of
a few specific ADR techniques. .

II. ADJUDICATIVE PROCESSES

A. Arbilnltion

Amongadjudic:ative ADRteehni9.ues, arbitration usually rises to the~ of the
list. For many years, arbitration has been utilized in the United States. to resolve licensing
di~utes concerning intellectual property rights. Of course, since 1983, binding arbitration of
all ISSues relating to United States patents, under appropriate circumst:ances, has been sanctioned
under 35 U.S.C. § 294. Arbitration ofother intellectual property issues, including validity aDd
enfcm:eability, seems to be generally sanctioned by the judiCiary, absent ~ific contractual or
legislative restrictions to the contrary. I .

Arbitration may be bindin$ or non-binding. (Non-binding arbitration, while

~ri-~j::a;:~n:es~)sr:J~a:~::b:~~~~f:'===:=
or ofan initiative by a coun. Arl:Iitration may. be administeRd by an institution andsuflject to
the institution's rules', or it may be administered by the parties subject to rules the parties
cn=l,te. or. itmay reflect .elements of bOth. Even in administered arbitrations, it is not unusual
for the parties and the arbitrator to agree to. dc:part from the administrative institution's
published rules.

An arbitrator's decisi\ln is embodied in an award. If a party is concerned about
collateral estoppel effects of an award or other adverse commercial effects (e.g., providiDg a
road map as to how not to inl'ringe), a reasoned award may not be desired. Abo, conventional
wisdom suggests that a reasoned award may be .nore susa:ptible to modification or vacation by
a coun than a bare ·win-lose· award.

Because arbitration is usually the product of an agreement between the parties,
the parties «:an set the course of the proceedings, specify issues, .fIX time limits and define the
scope oCthe arbitrator's authority. A full undentanding by counsel and client, aDd the
arbitrator, ofthese dimensions and their implications is necessary to the efficient,expcdiliOIl$
and equitable uSC! of arbitration.

The right to appeal an arbitration award is limited by legislation and by judicial
opinion'. That right .may be modified by the parties, e.g., enlarged so that the Coun performs
a more typical role in~g whether findings of fact are clearly erroneous or conclusions
of law are correct.'

I
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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 efficiency and fairness. Arbitration has sometimes
received bad press, occasionally lQ;aUse an arbitrator appeared to split the baby (perhaps an
exaggerated impression ill many cases). But a more severe ~::lwbackmay be an arbitrator's
pernlitting theprlX'=ling to ex~d and to absorb as much time, en~y and money as the
complex .litigation it •was expected. to supplant (a matter of substantial concern and severe
consequence)•. Fonunately, this result is not at all inevitable or even likely if the arbitrator is
selected with care•

. The disclosure requirements of 35 U.S.C:. § 294(d)and (e) have Sometimes been
invoked as cIiscouraging the use of arbitration to resolve patent disputes. 1'bis 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 property
disputes. It has been utilized in lieu of litigation and in liell of Patent Office adjudication. It
can continue to work, especially if counsel and clients recognize that arbitration can be tailored
to fittheit specific needs.

B. Other Techniljues

A neutral fact finder or a neutral legal expert may be engaged to rule on a
specific issue. As with o.n arbitrator, the terms and conditions on which the neutral's work is
undertaken are negotiated by the parties and the neutral.

Also, a privatetria1 (·rent-a-judge") may beag~ IIpon. Here, a "judge· (often
a •former j urist) presides and Judgment is ultiJnate1y entered in a court. WheresanctiOlledby
local legislation, the private jUdgment may be subject to appeal in the local court s~m.

Another technique is a proceeding before a specialmaster appointed by a court
pursuant to Rule 53, F.R.Civ.P. Substantial intellectuaJ. property disputes have been presided
over by special masters.

III. NON·ADJUDlCAT1VEPROCESSES

Non-adjudicative processes typically focus on aiding the parties themselves to find
a solution toa l'po'olem. Flexibility, participation and control by t~ panies themselves are
hallmarks of such processes" Importantly, the opportunity to preserve or to create ·business
relationships is presented by non-adjudicative processes.

Among the non-adjudicative processes employed in intellectual property disputes
are mediation, mini-trial, early neutral evaluation, summary jury trial, and many .variants on
these themes. Each of these is a form of facilitated negotiation in which the parties participate
directly. (Of course negotiation itself is a non-adjudicative dispute resolution process.
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 counse1
and clients need not reinvent the wheel. Many forms of model rules and aetua1 agreements
have been drafted and disseminated.

2 (



A. Mediation

In mediation, a neuttaLmediator facilitates communication, negotiation and
resolution by the parties. The mediator attempts to help the parties understand th,eir own and
their adve!=3tY's re31 needs and rea1 interests, articulate those 1l=S and interests, and create
a mutually beneficial formula for meeting the needs and interests.

The mediator mayexprc:ss a view onth~ merits if requested py the parties.
However,man~practitionersareconcemed that ~the.mediator may appear to have
CQmp1'Qmi~_~~eln~i,3!m'tl!Riji!y.~mg!!!!!~prg.g!eJll".~,.yill; ~ ~ .e\'en:hlllldecl.,.~ClI':..,

AIsp, the mediator may caucus ,rivately with each party and shuttle between the
parties. II1-so doing. it is imperative thatthemediaU!r Preserve in confidence any information

~~~:~.:es~~~~n~~a:en:==I~·w=:e~::Ji:~~:n~
being tainted by the adverse party's private remarks, some mediators attempt to conduct the
entire mediation without private caucuses, i.e. with all substantive communications between the
mediator and a party occurring in the presence of all parties. .

It is critically important that a representative of each party with auth09tytosettle
(i.e. an individual party or an officer of a corporation) be presenl throughout the meefiation.
This includes, importantly, interested bUI unnamed parties, such as an insurance carrier. o.r a
licensee. Mediation will hardly ever be successful if this condition is not sati~fied.

"f"ma11y, the background, .ttainingand experienceC)f a roediator isimJl<lnanL
Mediators are ". n~bom. Litigators and judges may be skilled at litigating and judgmg, ,bllt.
nOI always at mediating. Training is a virtua1 necessity to enable a mediator topei:fin:!n
competently: The mediation process is so different arid so fluid in compmson willi an
adjudicati.lo'e,process, the mediator must have training SO as tl) be fully prepared to assist the
parties. ",'

::',,\;; Mediation has worked effectively in resolving intellectual 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 1aler in full-blown litig,ation. It appears 10 be.burgconing as a we11aca:pted
alternative 10 full-time, all-oullitigation.

B. itiinUriDl

Minitrlals are well-known in the intellectual property field. Indeed, the\,etY~
minilrial in the United SlateS is widely regarded haS having occurred in 1978 in a patent
infringement dispute between TRW and TelecrediL

A minilrial in kind of facilitated negotiation in which a panel, compr,ising.pany
representatives authorized to settle and (usually) a neutral, hears arguments by c:aeh party's
counsel and immediately confers in an attempt to settle the /OItler.. The settlement discussions
are facilitated by the neutral who acts very much like a mediator. The presence of a neutral
is usually a plus, if not a sine qua 1I()n. Theprc:sence ofauthorize:d representatives of all
interested parties is ~tial.
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C. Early Neutral Evaluation

Early neutral evaluation is usually a court-annexed procedure. Invented in the
Northern District of California, this pl'OCl:dure has enjoyed cOmmercial su~s in va":~'" other
cnUIU. .

.. .. Typically, after the pleadings are closed•.arespec:ted neutral hears~ument by
collnsel; att¢mptslOassist thepaniesin negotiating a •settlement,renders an 0plmon on the
merits. and in the absence of Sl:ll1ement.~ts in. working out a pretrial schedule. Like
mediation and minitrials,it isimpenltive thats. rep~ntative from each interested party with
authority 10. settle auend early n~utral evaluation sessions.

I
Early n~utra.1.evaluation hasb~su~~ful both in settling intellecnla1 property

disputesllJld in assistingpanies and courts in developing and implementing discovery
schedules.'

·D. SU1llltUll1Jury Trild

. .... Summary jury trials also have been. useful in assisting panies to intellectual
proJ'C7rtyactiolls resolve thCU' differences. ludge Thomas Lambros in the Northern District of
Ohiois~reditedwith 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 •• plus a judge and an
emparieledjury, Counsel~ue 10 thejury,and the jury deliberates .and renders a verdict, all
ina. ~C)~ time (e.g. a day).. Immediately upon· hearing the jury's verdict. the. parties confer
withth~ objc,:tive oiresolving the dispute.

.• ..•. Summary jury trials often occur onthee\'e oia long jury trial· in a large,
complex case.

IV, END NOTES

A.Hybrid Processes

Many combinations of the foregoing processes. and variants of the processes,
have been utilized in resolving inteiiectuai property disputes. Parties have provided for
negotiation. follpwed b~ mediation,. followed. by arbitration, Parties have agreed to mediation.
and, having.· m&::diated to close to a solution, have agreed to put·· the. remaining issues to an
arbitrator.

The literature is rich, as is the experience of some practitioners, with creative
teChniljues foi encolUll.ging and enabling panies to solve their problems.7

B. Getting To 17Je Table

Persuading panies to ta1khas been a recllrring issue. A pre-dispute ADR clause
has posed little problem. A post-dispute suggestion of ADR may once have posed a far more
serious problem. But that day is almost over.

No longer does a proposal of ADR by one party to another signal weakness or
lack of confidence. ADR is too well-lmown. Hundreds of corporations have signed the CPR
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corporate pledge. Hundreds of law finns have signed the CPR law finn pledge. Professional
associations encourage, if not compel, counsel to be familiar with and to consider ADR. Every
United States District Court provides for some fonn of ADR in its rules or its procedures'. It
is simply a matter of fundamental professional responsibility for counsel to consider ! ')?
without fear of waiving the white flag and without inferring an adversary who proposes ADR
.is waiving that flag.

So with the psychological bamers receding, what does co.unsel ora party do
absent a court order? Counsel can call counsel, simply as a matter of professional
responsibility, toexplorethepl'9spec:ts of ADR.. Management can call. management, ""'7'''sc
both know the cost of litigation, or because both know the court will encourage, ifnot orill::r.
ADR. These communications can occur at any time - e.g. during early negotiations. when a
complaint is filed, on the eve of arguing a motion. on the eve of lria1. during trial or after trial.

Of course. if it is a bet~your-business case. emotions are running high, a
precedent is needed, a licensing program IS to be protected, truly irreparable harm 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 win not solve every problem between aU parties.

C. Ffnding A NtUlnzl

The importance ofengaging 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 issuesc)D which they disigree 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 neutral
should be considered. The adjudicator is the decislonmaker. In contrast. a mediator is a
facilitator of decisions made by the parties. not by the mediator.

Traininll and experience are important in aU cases. Although it may be (and has
been) possible Jor a litigating attorney.or a retired judge to serve. effectively as an artlitrator
without training, it is imperative that a mediator or other facilitator have been trained.

Various organizations, e.g. AM, CPR and .Wij'O, maintain rosters of potential
neuuals. The organizattons cited keep themselves infonned as to the background and
experience of each person on their rosters. It is usually salutary for a party and its counsel to
communicate with more than one such organization as to the people that organization would
suggest as qualified. It is always importantfor 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 herself to
discharging the duties 'and responsibilities of the engagement in timely fashion.

D. Whither ADR And InteUectual Property? .

Since the 1978 TRW - Telecredit minItrial in our field. ADR has been tentatively
explored here and skeptically utilized there, until perhaps the last half dozen years during which
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 aU be fully
prepared:
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In the absence of contract language to the contrary, all intellectual
property issues appear to be the proper subject of binding arbitration in
the United States.

This article will discuss such subjects as patents, cupyrights, trade
marks and federal antitrust and securities laws pertaining to these
~ue5.

.• Qgalhistory is replete with iJlust~ations01 how the evolurion .
Dfthe modern...cfay system ofaroJtrBtjon ofcommercial a~.,.: ::.
18bordisputes was met wffh rQsistance by ths court syste~'.· .

. .', .ration;n its application to intellectual prcperry iS$UBS also 'el.. ....:.
low-ed 41 long and diffioult road to BcceptarJ" tw the Cr1urhi.. says the . :: ':
author. Thst has.. (Qr tIle most part. ahittlged. Now~'he uys, Hall. ::".
int~llectual pr(Jpefty ;SBuflSoappeltt' to bs the prcper subject: of~rnd- .,..:: :
;ng flrI;Jltrat;on. ". This;s riot to >J~S6rt tha.t !h.,e arB no SubstantlW'.'. . :
int9lJ9Ctuatprapetty policy issues remalnmg ta.l'8 add~~edf of. . .
course. Matters of arlJ;trability remain OPflfl fo mt,.rpret8tlOlt by th~: ;..":: ;.:'
courts. though carBfui tailorinp of the terms. ?farbitration An'do· .': ,...
ml.lCh to clarify any ccnrroven9Yand move d'5PUt~SstNlfrly to resD/~";:::"
tion. . ... ..

.p.ten1 Arbitration action for breach of c{1ntractwotJld1J:~

brought in Italy. The District Cc>url cited
Until1983 r u.s. courts generally Sccti0Ii294-inrejecUng plaintiff's c(tn~;>ByO."id PlaDt:,·

refu~_ccl to:_?r~e~,,1?~llding~_r_~itratiQn, of ~,!!t\U~g-h---tll~tdP~ril,-,~~nbtinu~.~_.!,~m~nct_.t~t~~;:'~:_/l:"fl&1l~,thr7rjk th.:~h-~;Ttriilnof"~
i.$iiue~raf.,: f6paten'rv aJiOftyan'd enf6rtc~ xnay,L1e eal'1 0 y,y .;;r,dIS\.IICUU1L;:>,<'rMADRCommitt&eofthe -
ability. Such patent law i5Su~ were said Th€' Court of Appeals for the Federal American lntfllllftCtual PrOptUfy
to be "inappropriate f~r a.rbitriltionpro::,: Ch'_9,1i~~ppearsto favor-arbitrati0l'l' in .Law~.&Soci8rionEmde /J8rtne!r
ceedtngs and should ,be dc<:l9Cd by a generakJn Tn re,Medical E11ginefrlng JJU~JeN~w..Yor~fir~of~J~h&
court of law, giV\ell th~<g:["~~t pub.lie inlcl'-(:orporatimr6the court of appeals upheld N~sve. rhJs~~tlCl(jtIS8,!JJP-

1 II . . I d . "1' '.' '. ", . ..... .'.. d~tsdandrevlsedv8rslf:mofa
~'!st in c.; Hi !lwg1.ngU:1 Vrl i palenLs. ad~strict,courtord~r staymga pa.tent l()ngerp~pSrpJ't:senfed8tthe.
However, with thet--nfictrncnt of 35 U.S.C. infrmgCl'ncnt actionln favor ofarbItTa- WprJtJwjdeForum (In rh9
§ 294 (effective' F~btu~ry 271 1983), the lion. Earlier in R'IOPle-Po~IJe7JcSpc<:ialfies Arbltl'sti<Jnofintaf/cctual
(lcbitrahilityofpaten,t dLsputes und~; U.S, Chimiquesv.SCM Corp.,7tbecuurtl,,'lf ,P,(}~tyDi5PUt9G,
11l'W'·i.snolong.er i!,questionon thig appea15'coI\5tru~anarbitrationdau~in ,~IWVa.
ground. Voluntary, bindh....g arbitration of a pal;~-nt'li(:~nsQ,aBr~~ment to-include
patent validity, enforceability ,find issues CIslO the scope of the: claims of tha
infringement is expressly provided for in licen:;ed patent as well as infringement
SectioJ"l294. issues.s Tn 1Vume-Poulenc. the Court of

SjmHilrly. with the addition of Appeals jnvnkedMit8Ubi,slti Motors v.
Subse<'lion (d) to 35 U.s.c. § 135 in 1964, Soler Chrysler-Plymouth,- to the effe<tlhal
parties to a patentinterfercnc:c may also the" 'intentions [of the parties] are gCl"lc:r~
"determinesu(:h contest or any aspect (lusly construed as to issues of arbitrabiliw

thoreof by [binding] arbitration." Section ty: "lU

135(d) reserves tothe,Cumm!ssioner of Howeverl the Court of Appeals for
Patents and Trademarks the rigl1t to the Federal Cir<:uit has refused to permit
determine patentability.' arbitration to supersede the Jurisdiction

5cotion 294(b) provides i,'l'" alia that 01 the U.S. internationa1Trade Corn
all Pt"ltent defenses lUld~r 35 U.S.C. § 282 missiol'l (lTC)uver intellectual property
"shall be considetedby thea:rbitratorif issues arising in a 19U.S,C§13.'i7(a) pro
rajs~~d by any party to the pruceedi(lg.~··2 c~ding.nThe ITC compiaint ""as based
Express inclusion of..thes~ defeu~vS,in on alle-ged misappropriCltion:of trad.e
Section 294 has'foft?closed any t>~ri(tu8 oo<;Tetl;i trademark inmngen\e'ttt and false
question as to the ~l.:IjP(' of patel'lt isl:iU~9 representations as tOSOlJTce. AnlfC
propt.:·rly ~ubiect ~6bindjng arbitration- 10 Adminib1rati\'e L1W Judge ,had renninat
shurt. viz'Lually every defcn~e toa claim ed the': proceedinf;onthcground of (1) an
l.lndl:.'l:" 1"1 UB. patent,may be the subj~~tof arbitri\tion c1ause,12 (2) a. prcviou5 ITe
binding t1rbHraHon Undt'lf Section 294, d~d;ion terminating' proceeding in light

Thc$c defenses include issues ,l.!>to· f :I. . .. . ~ . .' . bT- of an arhitration agreement, and (3) a e'(.
·'htle, a~ we~l a:s validIty ~nd 71~for~ea 1 I . I d' ·t . I urtdeciSi01l that Farr~l
ty, iJl("ludtng LUl.enf<.ln.'i;'tlhlhty t~~ues·era lS nc co
based on p9I:el\t. misuse tV nlhcl' antitru,st/-. .,
.Srounds, As foriitlC:,' in S~ul-qraphi~5,b.H.'. . ;>,.
V. P!lotl.mwfr;x Corpomh01t,?' the.dHitnct
court noted., without feSl:!ivatio.t\ or ()~her

comment,thl'lt it Wi;lS Ulikely that the
Californiaarbit.rill,ors. whil~ addrcssing
the validity and scope of the 1987
Ag,rccment, will also addrE!:ss whether
th~re has been i:'\ trfmsfer of right"do one
or more claims of the patent by virtue of
the agreemt:'nt/'

Interestingly, Section 294 was
invoked in WRrr~L"r !-f SiVQfil?11 CD. v.
Snlpag1zhzI Trcmsferica. ~ An exdu~jv(:
lifcnsing agre~m€nt pl'ovidedth<,.tany
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ml1!=>t pursue its .;laim~before an ITe arbi- Commi.ssion call consider rem/;~Qies

tration rnne1.1$ The Commission agreed ordered by an a.rbitral tribunaL:.!l\ .
with the ALI and cited Mitsubi~riMotQl"$l-l A similaT !\ituation ml1Y obt~in with
in s'L\:pport of its view that the United States Fed€'tal Trade

" 'a paTty to anjnt~rflatlonAl transac. Comrnission (FTC), the- d(m1estic analog
tion will be requir<':d toh()nur its agree- to the lTe. The FTC is empowered and
m"nllo arbitrate dispules involving directed by 15 US.C. § 45(.)(2) I" prevehl
stat1.\tory (laim1> under U.s. law when the uS£' of "unfaiT methods of competition
thp. arbitration agreement reaches the in or affecting comt}lerc!? ond unfair or
statutory issues and wh~n there are no deceptiviI:! acts or practk.-es in or cffCl."ting

.'legal'cb'nstfiHritSexternal 'to -lhEragl.'ee';;'''~ cornmerctt:,', 15 1l.S.C. §.45(b).,tei.lu,lres, aI'i .._

rt'l~.nt whkh fOTr.do~e arbitration of inve~tigatl()nby the FTC where J'the
such claim.s/ Ulf> C01'.l\mission shall have Teasun to believe"

th~r~ is U ",iohHion or "",hcrl,,~ il "shall
The Court of Appe313 for th~ F~dtrr'~1 appear to thtc> c...·ommission thClt ~ pnl~~"

Circuit found !:i\lth a "legal t::onstrah"tt I ling by H .•. would be to the interest of
.. '. which foredosersJ arbitration" and the pu'blit.'. _. .If In the event the FTC dOt..~

reversed on I;ht" grounds that (1 ) the initiate an invt'~tigatkl\',15 U.S.C, § 4$(a)
dir'4ilctions of 19 U.S.C. §1337(b.)'(l) and provides that (1) the FTC SJllltl is::iul! and
(c) are mandatory (i.e., th6! Commissi(.'n :c;crve i.l complaint, and {2} tht' pen.on

Intellectual "shall investiFjate" and J'shall aetet'mlnc/' dmrgoo 1'11(dl have the right to appear and
property whether or not there is a -violation) _and show l',aUOO why an ord'cr should not be
seminar (2) the narrow exceptions- of 5t:"diot'l: entered agttiru;t th~ person. Thus, once an
set For NYC 337«) to the statutory mandate do nol !<"TC inve.tlgation <omm"n«., a party to

embrace a private agreement to arbi- ..'\n arbitrCltion ~'\grecment may invuke

A
rbltre,\lon and trate,ll;> such an event in Iinp with Farrel to abort
mediatkln of The court noted th..1.tMitsllbjs1Ti'~fe,fl- thearbitratiol'\.

~~·c-------------I-- ~intelle:c.tuaL ~miD~__.~~_~_.~~·~~.~Ji,1;'I,~~;L!!!j~_t_!if'jflJl?~9_l:~.::-.__ We :Ire llna'Ware __of an.v. case like
proparty·~isputeswWbe i~g~. dtd not C!xt~nd to administrative --Fn-rj~rI1.1-vTltg--iTl~en-inllle--FTt-coiifexClf---
:1he focl)sof a'semlnar p~tlcet:'ding:~, ~Qd thuoC; was. consistent ffl.r1'('/ wer~ urged in 4')11 FTC context.. the
~.he~=~of~heW'f.hlhp. C'ourt of appeals' ru.ling. The diffenmces between the sc('Uonf; l;!n~b1ing
Bar ot theCIt)'of New court invoked M;fsubi$'I;'.s statement that the FTC and the lTC might afford a peru
York,C:Jn()trt. .24. not "Sill C'ontroversies implicating stf1t~l;(l" sUa:9iv(" orgument that binding: arbitration

Speoki{lJ,rs,willdlsouesry right':!. are- 9uitablcfoy arbitratiun . ... may properly be lJscd to prevt.~1t the use
the differe:nCeGtn'AOR [l}t:is the congressional intelltion of unfair methods of compt."tition over
practloeEl in the United expres-sed insomr- other statute on which which the FTC \....'ould otherwisE' lUlv('
States.:Europe and 'he (,O~Tts must rely to id~ntify any l"uat('- jurisdktion.
Asla;<David'W;Ptant. gory ot cL:1ims as to which agreement:; to Tlw 11("( of thc foregoing i~ th~t an
~~~~~o~m=~~" arbitrate will be held unen("1T(,C';lhlc."17 arbitl"atioI\ dauS€' may permit rCs(l'h.ltitm
Arbitration, will aetve Th\?' court ahiCl cited Gi1m~'r \" of patent (or other imellcdual property)
as moderator. IHt,msftltt:.'!f(l11l1sou Ll1Irt' Caf'p.,lK wh,,~rc.m issucs by way of binding arbitration in

The speakers are: nrbitralion agrccm(~ntoperated as a waiv~ li~u -of n proc:ee~ing befon:' a U.s. co~u'\'
Jlilm&S E. Brumm, ~r of access only to n judicial forum fll1d but nt1t alwi.1ys 11'\ li~ll ofa proceedmg
execulivevicepresldent. not,i:1J\ administrative mrum.: b~fore a U.S.ui:ldministrativc "g~ncy, espe-
director and general TIl.U~, it appt'c1r5 that, nOlwith~tt\nd- C'l<ll1y the.ITC and perhaps tJ~E' f r~.
counsel of Mitiubiihi ingo(ll'l olherwise binding and eI\fot(~~lblC' Turmng now tu patent Il'ttt,orferetlc+!s.
=~O~~~l(~~:~. aKrt!'ement to arhitrfll(', a party to such the~e Is doubt as 10 Ihe,,:alue ofa;bUration of

--Iegal-aflairs'direcror-ot-.- ' n~rl,~t.~mel1.Lmay-_attempttu __p.t'r.$lUld~: __ ~.hr. _~~.JI2:~~~~~~' __~'~~ e~'Vlt~.L:d __.f~.I' 1Il.;m.usc.
the U.S. COuncil fot rrc to invcstiglltt:! and determine whether !§ 13;=,(d)! W(:ausc thl' P't!l~'1H Ih'd-Tr:ldt11Nrk--
International BuslneSG; or not the1"~ hi. f4 violntiot\ or Section OffIce 15 not bound n!;i h,l (In)' I$$.\lr.~ of
Francis Gurry. director! J37(a), llnd if succe~fut may ab~rt arbi- f'ilt(lntabilHy..:ll Nevertheles5. arbitration (tf

adVisor. Wortd tntellec. tration. ]ntt>rtl::.'n.·r\(~ j~SLIe5 has been undertaken on
tual Property Organl- Th<-F'llrrcl decision is directed to tht~ more 'tha,:" Olil.:~ t)('CMion . <In:d has been
zatiotl Arbitration Can- impact ufa prior a&reem('nt to-arbitrate reported" Ul at l~as.t one r:~\~:. In LTiter v.
ter. Gene'la; Dr. Julian H - H th til fLew. panner. Herbert afitOrm1 TTCinve!Stigation has. COll"l.I"tlg8/-: e par ~~S ,0 (In In er' el'$nCQ
Smith. London. menced. Query whlZ'thC'J' -a piJfty who ~I1tl;"rE'd Into ~m arbltratioll agreem~nttll

Formoreinformatlcn. wishes thnt the otherwi~ agreed to arbi. n 'i:I"Vi~ lh~ delilY: and expense ass(''lCiw

call Karen H. Mitton. tration go forward may successfully at~d. ~'th (ntmal Ullerfere1"l.ce pl'oceed-
AElCNY director of Cn j(lill. the pot~ntial ITC (;ompl~lil'Hmt il1~s In the (1''1'0] cnu,i i~l the Courts of
edugaUon an.d training, fn.)m requesting that th~ ITC ;:niHflt~ ,flO ~he United St.ntes.... ' "1.1,.

at (212) 38~19. • invcsligation. 1Q Also, the court of appeals The arbHrator decided the lli~ue of priorj·
acknowl~dscd th~ possibility that the ty bt.ll declined to decidernaHen; uf

10 JUlYI99;
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Virtually every def~nlle toa
olaim under a Unlt",dSt~tes

patent may be the subject of
binding arbitration .tlndjlr
Sjllltion 294.

Copyright l••ues

Allhliugh Congres~ has authorized
i'll'biualion for patent Ui.l\putes, it has not
dcmeSCl for copyright disputcs.29 Never
thcJ~ss,copyright 1i(,'e1"l$~agreements may
properly providt' fVT bindil\g. arbitration
of dhlputes ari~ing ()1,Jt of the agreemetlt.
These agreements ·havp. been-challenged
under 28 U.s,c. § 13,8(.), which gives
ff.'d~l'o,l dh:;trict courts "original jurisdic
tion" of actiono for ('opyrtght infringe·
m("nl a~ well as for patent infringement.
In addition, as was the ca:;e in patent dis-
pllle~ befme 1983, it has been argued that
public policy 'Prohibits the submission of
cupyrighl claim!:; to arbitration-or at the
h~a~t, prl?dudes arbitrators hom dett!r
mining the validity ot copyright~. Thel:H:~

arguments h,3ve generally not been sue.,
cessful.

In Kamakazi MuMc Corp. v. Rc.,bbirt...
Mu:;j( C()1·t).~~u the Court vfAppeab
endof~l.~d the arbitrabilityof copyright

=~~~~=i-"':':'

into one "arising under" the patent
laws as requir~d to render the jIlrllidiC·
lion "I til<! district cour! based on .ec·
tion 1338: ..t!~

Howcvrtr, Additivr Cmltrols &
Measurement, Sy:;. v, FIOludala)' held that.
in the context of a state law bUbiness dis
paragement claim originaHy brought in
~tlJtc court. tI,e dispute belonged in feder
al eourtbecaUlle plaintiff's right to r~lief

I\e~_e$3ariJyd.epend.ed"o:nresolution of .. a
substantial question of patent law, viz.
the falsity of defendant's accusations of
patent infringement. 11\ .Addit{~'e O:mtrols"
the Court 01 App~.ls for the Federal
Circuit distinguished other opinions on
the ground that in those cases plaintiff's
right [0 relief did not depend. upon reso
lution ()f a sub:;tantialqu,~tilt.t1. OfYdtl;l'Jlt
law.

The net of the Federal Circuitopin
ions diScUssed ~bove is that...;....in light of
the recent tr~.1'ld et"lI::ouraging arbitratiot\
in fields previously reserved for rf;!!R)I~

th;m in the courts, the lack of express p:re
empttve language in thE> statuip. 01' legisla
tive history of 35 U,S,c. § 294. and the
SUpTE''M1?' c.l.'}urt'l'=j. willingness to allow
parties···tochoosclhe--Jaw
governing arbitration, a.nd
absent contract'Ua:1 or "tatu
tQry.1imitations to. the ron
trary---:issues of patent
validity. enforceability and
infrIngement may be sub
ject to binding arbitration
(Juts.ide tb€:!lcope (>t35
U.S,c. § 294,

patentclhility which he submitted to the
U.S, Pa,,,,,t & Trademark Office,

. flut the expre~s langullge of Section
135(dl provide, only that the Com
,triisF.ioner is notpl'cduded from detcr
mhung patentability. It doe. not predud~
an· arbitrator from making such a deter
millation subjcdto the Commiss.ioner's
.revieW'.

Arbitration of patent issues may bt!'
p""sible even apart frpm Se,tion 294. If
the arbitration arises uut of a contI'ad dis
pute (e.g., whether or not rnyaltie5 ar~

4iue under a patent license agl'cl?ment)~

validitv may not be in issue and Section
294 may play no role, e.peci.lIy if tho
contriJCl ·limit~ the arbitrator's powers in
thi.g rEognrd.2" The Cuurt of Appea1~ for
the Federal Circuit has. endor~~J a I;Hf,lJ.'kt
court's chcmtl'tl.~ri.:7.o.Lionof the «.rbitr'ator's
powers;

" 'Th~ court holds that the ~lTbit\"ators

in this ca.!3t:o did not imperle-t.'tly execute
their powers by refusing to invalidate
Wright's patents. The arbitrator!;'
""powers" in this case w~(C derived
from the agreement of the parti~s iUl.d

;' ~~l~_g,?y~~gf~d~~a~.1~_vv· _!J:l?~~_~~~
iI::!!S WCJ'C limited primMilyto C01~trn

ing th~ t.:onU·acl between the parties to
determine whether or not certilin tcch
t\ology camt.· withil'! the scope- of the
portie.;' agreemt·nt. The arbitrators did
not have- any power to invalidate
pat~h:";, sin~~€_the parties n~v!?tr agr~

to arbitrate th~ villidity of Wrig'ht'j:;
p..'ltCl1ts. nor duEo'& f,-,dli!raT law give arbi
tralors anindependent powf.'r·(o inval
idate pl.'Hl2nlo;;: "2.:;

Further, if a patent l~1:iU~j~ ~1mcnable

to n::;;(}lu tinn in a non-ft!d~r"<ll forum, sl1ch
asnst...l1C! court, then it loi.hould als(,\ bl;'
subject to taftnlution by aTbitraU011 whc.'Uy
klpart from S~l·ticm 294. For 4c"xan'ple, in a
dispute as to whlilther ~1 stat/::' CO'l.Il't Wil~

thr: proper forum to dt"ddt! "rights"
betwt:ot;>n tlu.'" p~lrties to a Ptllcnt ,mdhow
tho$f:'right~ relate to the:! PMtics' finandal
rights- and ubHga·tion~ under .fJ purchase

. i:1grccment, the Court of Appe(11s for the
FOONili Circuit affirmed a distr~cl ('()UYt's

decision todisrt'!issfoT lack vf subject
mc\tte-r juri!:;diction under 28 U.s.C. §
1338la).J"1I The court of appeals fm.md that
cln~valuationof the v"HdHy or "t'rut:!"
vtlluc of the paleflE would be' only an ete;.
mont of a defense to the contract ildion
and htld that

"th(l' fact that p"hmt issues art! rfdevant
under ~to!'1h.· Ct1niract law to the resolu
tion (,)f t1 t:ontract disputt1' ·";]llnot·po~i
bly ('(Jm'~rta suit fur b~ach (.')~ contrar::'l



The court of appeals
held that public
policy does not
prohibit the
.SUllll'lission of
90pyri~ht

infringelllent clailllS
to arbitration.
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infrirtgcnlt:!nt claims where copyright
validity was nut in issue. Kamakazi sued
for copyright inmnKement after a licellse
had expired. because Robbins continued
to print and sell the -copyrighted works.
Robbins contended that Kamil~zi"$ suit
was for breach of contract 81\d the di.strict
court lacked jurisdif:tion. Jri·the alterna';'
tive~ Robbins !:iOught arbitration pUTSuartt
to the license agreement. The f;U~tTict

court ruled tlult the suit was for copyright
infringement and ,the court had juJisdk·
tiort.. and ordered the case to arbitration.
Thereaflcr, the arbitrator r~nderl;;'rl all

award In favor of Kamakazi, basing his
rem.edi~ 01\ lhl;,~ U.S. Copyrtght Act~ i.t~.,

statutory damages and attorney's fee~.

Robbins appe.led to the U.s. Court of
A.ppeals for the Secl)rtd Circuit. arguing
thQt the arbitrator had exceeded his
authority in 'pplyin~ the Copyright Act
in the arbitration proceeding.

The Court of Appeals for the Second
Circuit made it plain that the claim sel\t
to aJ.·birration was for copyright jnfringR
t'nent. Tn ~'thp. drcumgtanees of this case,
thi:' arbitrAlor had jUlisdictiun to make an
a ward under the Copyright Act:' and
"the arbitration clause was broad enough
to encompass Copyright Act claims
which required Interpret.tion of the <'On
tJ:'oct."31

The court of appeals held that public
policy does not prohibit the submi~~ion

of copyright infring~rnentclaims to arbi
tration. (~The only 'public interest' in 0
copyright claim concerns the monopoly
[creatt:'d by} a valid copyright:'32 How
{;!ver/ the court did not have to face ~hat

isstle, becaus~ the validity of the copy"
right was not at it;sue in the arbitrcltion.
(In fact, thiJli bi~ue wa~ decided by H ui~..
trict court.} Without any such publk poli
cy com:~m lht;! court of appeals found IHi

reason to pr(lhibit the arbitration of copy
right infringl.·mc.~nt.Thus, Kamllkazi left
open the qlle~tiol'1 of whether th~ validity
of a copyright is a'!'bitrable-.

In Satlinlny Et}t~tti11g P.o:;;l Co, v,
Rwnb'lesfat Pri?1fo~, ],n:.,:n the Court of
Appeals [or the ~venth Circ\lit h"ld th"l
an .(l:T!>ittahW may determint" thli' validity
uf ,fl ('opyrlght when the issu~ aris~ in oil

copyright license lawsuit, After the licens..
ing agr£'cmcnt between the two parties
had expirlo."t:1, P['),;t filed an action, charg
ing copyright i.nfringcment and ~e-eking

arbitration. Rumblcscat arHu~d that
Po~t's copyrights were invalid and
oppmied arbitration on the ground that
Congre~s' dil:.~i$ion to give federal c"l)uTh;
exdu!:live- juri~diction.ov~r copyright
actions in 2H U.S.c. § 1338~a) implicitly

-..,
precluded arbitration of disputes OVer the
validity of a copyright. .

The Court of App.als fur the Seventh .
Circuit n~jected this argument where
validity is .ilt issue in a contract dispute
.noting that "a dispute over the tenns of ~
copyright lic-ense- is not deemed to 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 eco
.I:\omi(' Inonopoly (i.e., antitrust) Wfl5 nOt
ton~idercd a thl'eal to public policy by the
Suprcml;! Courtl the arbitration of -a dis
pute ipvolving a considerably le8s dan"':.
gerou5 Ie-gOlI monopoly <i.e., copyright)
that cauld easily be ciroumvOlltcd by the
aca.tion of dose 5ub~titutfi!9pretle-rlted

eVf;m less of a threat to public:- policy.
Also. the public policy danger was,fur
ther leliisened by fha- fact that the deci
sions of arbitrators are binding only ot\
the parties involved and have no value as
(ilp~cnt.Finally, and of sped~l inter
est, tho court noted that the danger of

~a~~~~~'!Yy~~t~~~;~e~~U;~~$~~:~.~§
U.S.C. § 294 expressly authorizing the
arbitration of patent validity issues.

More recently, in an action involving
multiple claims of breach of contract and
copyright infringement, the/Court of
Appeals for the Fourth Circuit held that
the Fed€'ral Arbitr~tion Act requites that
the non-arbitrable is~tle (aCCQrding to the
arbitration agreement) of the royalty
amounl be separated from the arbitrable
bsues (which included copyright
infringement. conspiracy to commit copy"
right infringement, fraud and [<.lCO
claims), <\nd that litigaUon should be
sttayed pendiug $ud\ al'bUraUon,J,;i

Public policy is not likely to continue
a.s the prirni1ry ,.(mcc:rl\ in copyright
validity arbitmti.()M. (".a~. It is more likely
that future deeds-ions regarding the arbi
trabHlty of copyright validity i.." .. will

. depend upon the manner in ·which the
court~ chOOf;e to inf.crpret the ./U'bitration
dause.

Trademark Issue,

In contrast to plltcnt rights and copy
i'ight~, rights in a tr13demark in the U.S.
nrise primarily under thcc:ommnn'law as
th(" l'C$ult or apprupriate use of the maTk.
Such right. may be augmented by regi'"
tratlon pursuant to the- r'ederal
Trademark (Lanham) Act of 1946, or by
registratiun pursuant to one or more state
trademark acts, or both.



""Season's GrBstings'loaks
OK to fflB. Let's run it by the
legal depsrtmenr. ~

'-'--

subject to an arbitratiOn· agreernelit. The
court distinguished ~¥atl Earp by noting
that~ in cOJ\trast to SQU(lI Srmm, the W:yalt
,f.ar'11ke~ingagreE!fi\ent 'containin};;. the
arbitration clause hpd expired, and the
acts complained of by plaintfff h~d
occurred after the expiration date. The
cou1"t.toak into consideration d«.1siou;I'l of
tho U.S. Court of Appeals (or the Second
Circuit favoring a more libcn31 CCJIL'itruC-

tion of arbitration agreemel1ts~and on
this baSl9,WQS not penmaded by the dis-
tinction between tOft and contract law
expounded in Wyatt Earp. SignificCl1'l.tly,
thE' (,~UTt noted that Saucy Susan did not
argue that public politY w('!ighed agairet
arbitrating daims of trademark infr.inge-
ment and unfair compclitiolL At the same
timE', tllc district court stated that ''It docs
not appear that anagree_rn~nlto arbitrate
future· dispule~ WOl.lid thwart Coo'
gressional pulicy.";:I'l As c1 rC::ll,llt; the dis-
trict cuurt decided that the trademark
issues weT'(! arbitrableunder f\1"dcrallaw.

subse(luently, h~ H~mlrn'(}()d~tJdus.trjc~,
lilt:. v. Cal, wt'll, a d1Strt(l' court m llhrt01S
embraced the older view i;l1\d dodded that
trad~m,lrk infringement daiInB, wcrCllot
arbitrable,'w HOl"llcwood sued Caldwell
for trademark infringl?P1<l'nt,. unfair COn\
pe-titionnnd patent infringement atter
ltort'lewQo,d had termirtated a franchise
agreement between the two parties, and
Caldwell had continued t{)pTomot~ tho('
trademarked and patented ·prQducts.
Caldwell moved to cumpel arbitration
pt1fsuant to the laws of Illinois under ,I

provision in th~ fram:hh"~ ag.re~e~[,!!",!!e~n'!!t~.~~~,,:,,:,~~~~o;::~:--:::
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It ~ppears tl1~t tradem~rk
j5"f31Je~ are arbitrable, depend
ing upon how generously the
courts c;:.huosC' to interpret the
arbitration agreement and
related statutes. Given the
iCourts'·, current attitltdes
toward arbitration,and
as:;uming a broad arbitration
dause,in:effudat the,orne-of
the dispute. trademark cL'1ixn~
based on or issu~s- arising out
of a licens-e agreement rather
than federal trademark
statute. would likely be arbi- :~~,~.
trabJe-ootwithstanding older '
authority h.l the contrary. The
same maybe concluded 'With
respe(.'t to all i'l;sues arising in
a traaemark dispu tc even
withollt' (1 pre-dispute arb1t1"fl~

lion provision.
One case in which a.-'bitra-

tion was dlenjed i~ 't"\Ctpltt Earp
Entcrl'risf!~ v. Sa(.~k1'n;:m, Inc.36 In this caS€',
Wyatt Harp claimed trademark infringe
ment aft~r the:e~pirati.onof tl:\e_l1(,~llsc

agrCCTnent betwe~nthc two pa·rti~~.
Reflecting an inhospitable view tuward
arbitraUoll, the district courl lntcrpret~d

th~ arbitratio.ll c1flU5~ to apply uulylo
contracf disputes arUiing ·directly. out .of
the licensing agreement prior to it~t:.'IIpj..
rj\tjon:

"Whcth('r or not defendant has COOl
peted' unfairly with tIll;! plaintiff pre
sents an is~ue far tnns,cending one
merely 'flri~dngoul of or relating t.o' the
contract betw~~n thE' rclrUc.s, and it is
inconceivable that they iI,tendeO such
;) dispute to bi! s€'ttlcd by arbitration.":'?

Cons~quentlYI the court decided that,
because theel.lim was a tort ('€lUSC of
(H..~Hon rather than <'I contract diisput~. l1
was· not I,~ovcred under tht;' !ll'bitration
agreement.

Three years latt!r, tht"::' ~3me district
c,)urt(but adUk-rent judge) distln~ujshed
W:llalt F.arp. In StHl(V Small PrmhH.... 's, l/Jc.
v. lllJi"I,1 Old £Jlg1i~l!, Inc.?t; thle court ruled
that disputes involving trademarks and
trad€- nal'ncs were arbitrable. Anied had
commenced arbilr~lion proceledlng~
again$t Saucy SU!iaIi., Promptly tht:'reatte-r
SautvSusnn commen~t:!d an action in tht:'
district cmlrt ,,~('il"lSI Allied for trad('m(1rk
infrlJ'tgC'mcnt and unfair ('ompetitivn.
A1lied moved '0 Sl~1Y tht= distrlcl (,Qurt
action and to compl;'l .lrbitration,

'nlC district court' ruled that tht:' trmh,:·
mark (lnd Ultfair cl>mp:>tiliclJ) issues wen"



'. AAA Rules anciProc,dures For Ha~(1ling,
::JntelJectual PropertY cases, , : ~'- ..,
':'.. T he useolaliemaii,n;diS~resOl~tiOn(.6.r;lR) p:ooe-
" inresolviN!lnte/leetii", p!Oj:iertidispulllS 'fa increasing
:. " as leCllnolog}irilPldly: adVanc\lS and bullinessea stl'iYEl
:. :!'lr gtobal,manUf~l!rl~g.aild.....ketil19 ad\laIlIall"!'-"'" '.:,':' ,
;;;;.r.:"[)Rmelhods ha~ pteWe!'j)artlCUllll1y efIectlvll 'n the com·, .
Y·,P19x;fSSt·pacild eriVlior1«oel1l QI.hI9l"'lIlChnology.- enlenalnmonl
,··and .llormallon indiJstrillS,'''':;:.;'·L.<-:,,~:·,:...-.. :. ;'.:",:,:""":",: ':::""'.<"..." .
:::. ,Panie" to lhese dlapul8ll'look lo·the rUles and. procedl,lres .
·developed by the American A/tlilrallon AssoclatiOl) 'fOr Ihe:·· .. ,.

.' administration of in18l1eetuilFpropeny dispules, .Including thll .. --· .,. ".
'. Patent Arbllralion RUles,the Commercial Arbilralion and.:· .' ,..,.. ;.

Mediation Rule.. and Ihe Supplementary Procedure. lor Large. .
· Complex DiSpules... ." .":,. ... .--.. .' '.".' .. .
".. ·In addnion to panelisls. wnn lntelJeCl\ll)l' properly expertise .. ,... "
· on the AM'. comm$l'Cial panel, 111" eEoleel, nationwide pane"
for 1I1e AM's Large. Complex' Case. Progiam (leep) has 46
inbilrelOfS and medialore :speciallzing..," ·the ti.eld of intelleo- .. ..
lual property. Their'backgrourids and·.profes$iOnal.expanenCll .
cover such areas ·as.patent and traderitarl< litigation. trllde >:'.'.

·"",crel, copyright faw, t:amplell t"chnQlogv and conlract Iss~esi . ,
· 'copyright and trademerk regi8lra1l0n .and licensing, fOrliign<: .. ,
· patenllJ, data rlghls,software protection, and:transfer.ol..fniel, '.'

.. 'Iectual property. rights. The pliilelist8prov1d~.tDChnlc.... expattiSEl. :'",
. ,::in such areaS as data communiOa!kins.·coniputer and't:am".'.., .".,
, pllt$r pe!iphEll'aIs. ,madloal da)/lcIiSaild technok>llY, :mIC!'oc;n;u'(:'··
'-'.and mimocompl,ller hardwars.'·AlI LOCP'pan"listl; also partiei-

.pate In special training Inil'le ,oblllctivlls, proc;.EI<Iures, ISsues,
" ethica and skals Involved mmanaging a targEt,' compleX arb~
· Iraliono",nedialion. .. :.""\;:".",:: ,. ,;. ,.:", .. , . '. . '. ..

Tlte,ewere 13,192 bl,l&iri_ diSPUtes iliad with Ihe AAA'ln .
1994, wIIh Claims and counlerclalms.reaching $5.1 billion. This ..
Includes:394 patent, llcansing, trademark and computer cases
wIIh claims and counterclaims totalling $881.3 million. •

1Iomewood 0ppo5~d, ~ont~l\ding that the
federal c..'Qurls· had origini'Jl jurisdiction
over ted~I"i11 trademark and p;.ttent issues.

Thus, 10 years befort" Section. 294
became eff~ctivcl the C'tl\Jrt held that
claims .fOT infringemont of a f4;ld."raUyreg~

istered tradprnark (a.s w~lI ilspatent
claims) Wf;'rp nol arbitrable be<::i:luse the
jurisdiction of the district courts over a
('~1use of action arising under the f~d.t!rdl

trademark (and patent) laws wa~ excLu
sivo purouant to 28U.S.C. § 1338, The
HomewmJ(~courtdid r~cogni:.le, however,
that under liome- drt:'um5tanc~s arbitra~

tion might be appropn(lte:
"However, lihouldit develop from
future pleadings ilud/or pre-tria' dis
('ov~ry that thE! instant action is in real
itv all action on the Franchise
Agreemt?'nt, this Court does not intend
that this ruling should be a bar toarbi
tration if arbitratiOn is appropriate:'41
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lrt U.S. DiY.lersified lndustrres, Inc, \'.
Barrier COJltin~~sCorporatiOtf/'J.ntl action for
breach of contract and trademark
infringement, defendant moved to stay
proceedings in COUTt pending arbitraUon.
The arbitration clause was broad;

",'Any di~ute arising.hcre~n~er shaH
be settled bYlll'bitratiun .. , according
to the comn'u2rdal arbitration rl,llcsof
th~ American Arbitration Association
and any award the.rein'nli!ybt!'enteroo.--'r.
in any court having jurisdiction: "

ThE" district court found that the trade..
mark infringement issuE' was within thtl'
~opt' of the broad arbittationngreement
and grantro defendant's motion.

The ,fort:!gotng authorities center on
the eHQt;'t of an arbitration cl3Ust:! in a pre
dispute agreement and mnnlfel;t the need
for care in dTi'ftinl; ouch dausos tn .ffect

, the parties" intent. The is~ue not yet
definitively resolved' is whether or not a
mllked claim fot' trade:trtark infringement
under the Lanham Act is properly the
subject of binding arbitratiun. In light of
the recent judicial trend. the answer is
likely to be in the a!furt\allve,

F.d",.1 Antitru.t .nclse....riti•• Law.

TI,e mure ttA."COl dec:i:5ions Cotv..-crning
'the arbitr~bilityofil;~\.1I,':.jil under U$.
antitrust laws. and securitiesluw5 are like
ly to weigh heavily jn future deciijioT\9 in
favor· of the arbitrability· of intellectual
property i~sucs. As with intcllectu~l

property claims. United States courts
(,lnec 8cmcrll.lly held that daimsarising
under the fcdc-ral antitrust.. securities, and
RICO law!:> were not arbitrable for publiC'
poJj('y rCllsons,'o Recent 5tlprl?'mC Court
dec~iom:., however. have rejected puhlic
poncya~ fi justificatiun fnt' holding feder~

alal1titnlst, fiec:urities, and RICO claim::t
T10narbitrab11;'.4.t.

1tl Scherk \t. Albl!rt".Cultter CO,,4.'i the
Supreme Court Uphl~Jd the arbitrability,
with Iespect"to art international arbitra...
tion agre£"mcnt, of claims based on allega
tions .of fraudulent representations liS tu
the status of tradcm~rks,and arlsing
under SC'<;ti,m 10(b) of the Securities
Exchange Act of 1934. ThE> <OUT! fcund
that public policy mandat~B this result
becal.lsc without a ~/oontractual provision
spt!'cifylng in advance thr. forum in which
disputes shan be litiga~d and the law to
be applied," the u orderllncs5 and pre,.
dktability es&cntial to any international
busines:i tr.onnaclionN would ~ impossi~

ble to achieve.oki The diss~nt rejected arbi
tration h,'r Section IO(b) on t:ittitulOry and



Future arbitration
decisions regarding
the arbitrability of
copyright validity
issues will depend
upon the manner in
which the courts
choose to interpret
the arbitration
clause,
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Triumph;" the Court ",f Appeals for th•
Second Circuit stated in the c;Qntext of a
RICO arbitration that the arbitrators
<culd treble thoit' award if they found an
antitrust violation. Indeed theoourt went
further and .tated Umt in an 'ppropriate
c~se arbitra tors could enhance their
award by punitive damages-

• Pre-disputr. Agreements to Arbitrate.
Prior to Mitsubislli, U.S. courts had

r:tf:~ti~~~td::f:;:.~~~Wr~st~:X~:
gized these agreemertts to settlemeut

: ;agreements, findlng they did n.ot. vi(.llilt..~
publiC policy, On the cOI1tnilfy,priorto
Mitsul1ishi, United SticlLCS court9- h~d often
refused 1;..) ~l\force pre-dispute agree
,ment~ tv arbitrate on the ground that they
violated public 'policy i"

The Mitsub'shi Court, in the i..vt\tcxt of
that in.ternational antitrust claim.
enforced a pre-dispute agreement to arbi-

,::t:rate, finding that it did not violate public
policy. This left the que;,;Uon of whether
domestic antitrust claims could be a.rbi:
trated under pre-dispute-. f.lgreernents to

'arhitrale. _
Since MilsuJ'is/oi, (J.s. coum haw per

mitted arbitration of-similar disp~tes.. ~
'under prCwdispute agreements. Thtl5, the
Supreme Court ha. upheld the vatidily of .
pre-dispute. agreements to arbitrate RlCU
claims, securities claims, and Age Dis w

crimination Employment Act (ADEM
claims. Appellate courts hove upheld
such agre~ments involving ,Employee
~tiremcnt.Income SctuTity Ace· (ERISA)

-:daims.·'S.'
• Tht~ Public litter!?!'>!. In 1968, the

Se<:ond Cfr('uit in Arm~ricall Sujety-'i4 pre~
eluded ill'bitrativI1 vf domestic antitrust
itl~u'-'ti.·Since Mit~n/Ji.o;1tl.. In 1985. btlth dis
tri~'l iUl.d appt:'11«t~courts in the, U.S. have
qU~,ij.Uoned the t~ontinued applicability of
thf,~ American Safety doctrirye.with re.s~et·

tv the arbitrC:lbility ofdomli!~lic antltrw;.t
disputes,

The Ctn.lt"t~ in GKG CariI1e, inc. v.
N(lkjt~wMobiTa, Tltc.,~~ and Gcmco LaHtlO w

ml1(·rica. IJlc. v. Seikn Timi' Corp.•56 ~ected
the Americrm S(l~~~JJ doctrine- and. allowed
the oilrbitration ofdumestk antitrust
i,!50Soues afteT r~vt.c~ing ~hIJS.upte1l:'C
Court's ,decisions In MJtsubJshi and
McMal1on. The GKG Caribe court 5tate-d
that th(' Supreme Court'~ifconfronted
~quarely with the i~sue or as I the'
Americatl Sli!dy dortrine'sl ('ontinu!d
applicability, ~o\.tld most cert<lintl>: ~lS"

card sicliddoctnne:'!)7 The Gemr.fl opmll.m
is to,the same effect.

Dicta ot U.S. c.:ourl."i of appc~l~ are in
accorcL 11\ KellQtt/ski v.Chic~g() Tribune.

=~~~~~~

llbHe policy grounds~ but interestingly,
.Ptatl;:~d that "Lilt a quertioJ' of tradl;;':marks
~e~ the only one involv.;::d, the principle
of The Err-metl v. ZaplltuOff-Sltcre Co.,4.7
(favDring.!(}~m ~€'Ie<;tion): would be con~
trolling, J.e .. arbltrat10fi would be
alJowM.J1t1

I".Mitsubishi.4'. thoC.Supreme Cou:(t
hold that public !,olicy didnot predude
at'bltration of .a dlSpute ansmg under the
lIn1t~.,?~tt::s.a~.t.1~~~~,~Sf !i,!le~stJ.n t~e
international context. ,1 he MlfSub:ShI court
did not address the arbitrability,in the
U.s,! of domestic:: antitrust daim~. This
left at least three public policy-bused
iss\lt:!S unresolved: (l) wh~Lher the aVfJil
ability of treble .damagesin domestjc,;
antitrust actioI\~ would preclude arbitra
tion; (2) whether upholding pre-disp,,'c
ilgrt;'!f.~m~~ts to arbitrate doIt'les~kdisputes
would violate public policy; and (3)
whli:tht~T "theplilrvasive publk inter~t in
enforcement of the antitr\.l~tJaws/'and
:erevlolJsly uniformly ft'tllowed by the
Courts of Appeal$.~wouldcontinue to
predu.de arhitratitln of domestic antitrust
clairns in' ge-nera1. Each of these queeot1ons
ha. ,,",cn add",.oed by U.S. courts.

• Treble Damages. In Mitsubislti, the
Supreme Court ruled that, even with thl:!
aVa,iIilbility of treble damages, irtterna
tiona1 antitrust claims wereaTbitrable.
The court emphasized the cOmpentN1tory
function of treble damages in antitrust
cases ove1' the penali.l.ing and deterrent
function of ~uch damages. The court con~'

eluded. thal "so long as the prospE!'ctive
litigant'effectlvelvmay vindicate its statu~
tory 'cause of action in the t1rbitral focum,
the b)tatute will continue to serve both ilf;
rcmedi~l and deterrent fl,l.l'Iclion.5l\

In liJh::r decisions, the 5upremt~Ct')urt
and utlH:~tcourtshavf,,~ extend...-d' the rea~

&4')ning of Mit5Ubi~lli to the dom~tic con-:
texl. In M,Mllhon, the Supreme Court
addte55~d the arbitrability of a. RICO
di1im. in light of the tnoblc dJ.i.mag~ ~vail

;.)blc, \.l.nd.er RICO, Th~ ('Ourt found noth
ing in the RICO stahlh? or legislative his
tory excluding RfCO claims. from the
r:t"'dr:ral Arbitration Act. The court
invoked MiJflllbi51li andT\!iected the con
t~~ntion that public pulicy precluded arbi:
trating RICO c1~ims.l·h€" COUrt noted that.
theRJCO treble,damages provislunswcre
mode-ll;!d nn the antitrust 8tDlute~and saw
no rClJ~on to pre<'lude an arbitrator from:
awarding treble dl1mag~BJ or to a11o\\/, the,
treble- dJ'!mages provl!tiQn of RICO to pre-
dudt:' arbitration of RICO c1nims.

Trebl~ dmnages appear to bt' (Jrbil.ra.
bll::' jI~ domestic ~\nlilrust <uhiil'oi.'ltio115 eH;

wel1. In Kerr-McCeL" Rl!'finiHg Corp. v, MIT



The issue not yet
definitively resolved
Is whether or not a
naked claim for
trademark
infringement under
the Lanham Act is
properly the subjeet
of binding
arbitration.

CO.,5H the Court of Appeals for thE>
Seventh Cin:uit staled that "it seems
unlJkely .fter McMahon that the principle
of Mitsubishi can be confuui·.d to intema
tiunal uansactions.N The Court of
Appeals for the Eighth Circuit has stated
thl:lt MiisubisJll and McMahm1 "ma.y indio.
C'pte" that antitrust claims can be made
the $ubjt:oct of arbitration bEtween awee
ing parties,'%! The dissent wa~ more out
opoken,.tating that McMahon aTid

--Mif.uhishi, buttressed by GUm,'T!" "dio
tate" that the antitrust claims of appell";
an~ subject to arbitration.&)

Each of these opinions acknOWledges
the arbir:rability of pre..di~pute agree:
ments to arbitrate, rendering public POli.
cy gr<>unds for precl"ding arbitration of
domestic antitrust issues m,()ribund
Accordingly. It ;. likely that in th. Iu!:uie'
courts in the U.S. will find domes:ti~
antitrust claims arbitrable. •
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Drafting for Confidentialit)T,
Arbitrabilit)T, and Enforceability __~ee ee.

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 Organi
zation; "CPR;' to the Center for Public Resources ("CPR") Institute for Dis
puteResolution; and "The New York Convention of 1958," to the Convention
on the Recognition and Enforcement of Foreign Arbitral Awards, June 10,
1958, 21 V.S.T. 2517, T.I.A.S. No. 6997, 330 V.N.T.S. 38.

A. Introduction

1. Alternatives to conventional litigation can be advantageous in protecting
confidential information. Various techniqu~s, when used under the proper
circumstances, have proven effective in this regard. However, a technique
that is effective in 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 materialsf~;'m which this outline was drawn may be pur
chased from ALI-ABA. Call HOO·CLE-NEWS. ext. 7000. and ask for S541.
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2. Similarly, a technique that offers some protection of confidential informa
tion may not satisfactorily resolve the underlying dispute. For example,
when considering arbitrauon 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. If
arbitrability and enforceability are not ensured, investments of resources
inilrbitration may yield disappointing results.

B. Confidentiality

1. Confidential information may include substantive information on technol
ogy, manufacturing recipes. and processes, ways of doing business, cus·
tomer lists, financial information. business plans and strategies, and the
like. It may also include the fact that a dispute exists. its subject maller,
the status of the dispute, and the terms on. which the dispute was re
solved.

a. The advantages of ADR in protecting confidential information vary
from technique to technique. .

b. Understanding those variations will go a long way in helping business
pepple. and their counsel select and imphm1ent iln appropriate process.

2. 'Adjudicative Alternatives to Litigation. In adjudicative alternatives to formal
..··::1ftigation.e.g., arbitralioll' proceedillg~ through filing of a. final arbitral

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

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

a. Whether such an order may be issued by an arbitral tribunal is not a
certainty. The parties must be fully aware not only of the institutional
rules under which they are arbitrating. but also of theai"bitrallaw gov
erning the proceeding. For example. for institutionall1lles:

i. Article 52 of the WIPO Arbitration Rules provides for a relatively
elaborate procedure for protecting confidential information, including
in exceptional circumstances the appoinhnent ola "confidentiality ad
visor:' Also. Articles 73·76 provide for the confidentialtreatment olall
aspects of an arbitration.
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ii. Rule 17 of the CPR Rules For Non-Administered Arbitration of Pat
ent and Trade Secret Disputes contains detailed provisions regarding
confidentiality, induding authorizing the tribunal to issue .an appropri
ate order (Rule 17.6).

iii. Rule 33 of the AAA Patent Arbitration Rules provides only in terse
terms for the issuariceby the arbitrator of an order to protect confiden
tial information.

iv. Rule 34 of the AAA Commercial Arbitration Rules appears to autho
rize the arbitrator to issue an award "to safeguard the property that is
the 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 experientialbackground of the arbitral tribunalmay playa
decisiverole in resolving the C1uestion ofhow farthe tribunal will go in
endorsing aprotective order. This is especially true in multi-national
and multi-cultural arbitration.

c.Importantly, post~arBitl"alproceedings·ofhm leave otherwise protected.
information vulnerable as far as public scrutiny is concerned.

i. This is true because to enforce an arbitral award ~gainst a. recakitrailt
loser it is necessary to .go to court to seek a judgment on the award. In
doing so, the record of the arbitral proceeding, especially the ?"'1rd
itself an4 often the entit.e record, may not b.e under seal.

ii. Specific steps mustbetakep to seek protection from the court in
which enforcemellt (or vacatur) is sought. This is not always available.

d. Of special interest with respect to patents is section 294(d)an4 (e) of
the U.S. Patent Act(3S U.S.C.§294(d)and (e». Se.ction 294(d) and (e)

.require that an award in an arbitration pursuant to section 294 is not
enforceable until the award has been filed with the Commissioner of
Patents. This, of course, is not consistent with adesite to maintain
confidentiality. ..
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e. Also of interest is 35 U.S.c. §294(c). That section provides, subject to
agreement by the parties, for modification of an arbitral award 0' - ••

ent validity, enforceability or infringement in the event of a subsequent
judgment of invalidity or unenforceability with respect to the same
patent. Thus, a court is charged under section 294(c) with the. duty of
examining the original arbitral award for purposes of determining

.. '..., whether ornotitoughtto.besetaside.This,)oL~ourse,prQ)1idesWr
ther opportunity for public scrutiny of information the parties thought
was secure in the original arbitration.

3. Also of concern is the prospect of a third party's relying on an earlier
award in an arbitration of a United States patent for its estoppel effect
under Blonder-Tongue Laboratories u 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
"'0' and arbitral award are entitled to protection.

4. Non-Adjudicative Alternatives. With non-adjudicative alternatives to litiga
tion, the parties have far more control over their problem, its solution,
and how the procedure of solving their problem will be formulated. Criti
cally important is the fact that no public tribunal need playa role in craft-

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

a. Normally, iII non-adjudicative procedures (e.g., mediation), all discus
sions between the parties, and among the parties and the neutral, are
regarded as privileged, i.e. within the protection afforded settlement
discussions. Also, frequently, the parties need not share with orte an
other their confidential business information, except with respect to
specific issues.



1997 I:-;TELLECTl:AL PROPERTY AGREEMENTS 55

b. Thus, non-adjudicative proceedings are much less likely to be the sub
ject of public scrutiny, and are less likely to put confidential informa
tion on the table.

5. Consider some specific situations.

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

i. Ordinarily, the mediator and the parties expressly agree at the outset
of the mediation that all communications will be confidential, unless
expressly agreed otherwise. Also, various organizations' mediation
rules prOVide for confidentiality. (E.g., Articles 14-17 of the WIPO Me
diation Rules, Section A.7 and 8 of the CPR Model Procedure for Medi
ation of Business Disputes, Rules 11, 12 and 13 of the AAA Commercial
Mediation Rules, and Article 11 of the ICC Rules of Optional Concilia-
tion.) .

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 alI the way.)f 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-Alillexed NOl1.Adjudicatit1e Proce~dillgs. Court-annexed mediation
and neutral evaluation proceed in the same manner as voluntary medi
ation and neutral evaluation, The same safeguards obtilin. Indeed, the
judge assigned to the. case may not even know the mediator's or neu
tral's identity (but when the judge orders that a. specific nel1tral be
appointed, the judge will of course know the neutral's identity). Iil any
event, the substance of what transpires during a media.tion or evalua
tion is .confidential and is· not disclosed to the judge, except to the.
extent of advising the jlldge. that the proceeding occurred, whether or
not the parties participatedand the result.

c. Summary luryTrials. In summary jury trials, the problem of confiden
tiality is more complex because of the presence of the jury and the
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courtroom staff. Thus, this ADR techniqlle cannot be e'1sily viewed as
consistent with the pr()tection ofconfidenti'l1 information. '

d. Ex Parte Submissions to a Neutral. In actual practice, wherieachparty to a
trade secret ntisappropriation and,P'1~el1t jnfringement disputeha~not
wanted the other party to continue to be exposed to fresh proprietary
inf011l\ation,.of,theparty,.tbe.par~ies.anli,tbel1euqllL(fu!!,'1~~IW~),have.
worked out a procedure whereby, the neutralreceive~ex partesubntis
sions from ell,ch l'arty0n a confidential p'1sis,with J:\ei~er partybeing
privy to whatth~olli~r party had sub~tted to the IlE!utral,}'hisin
eluded both oral and written sublllissions. CPR's ModeI1greell\E!nt, for
Ex Parte Adjudil:ati()n of TradeSecret Misappropnati()naIldPatent I>is-
putes is based on this predil:"te. ' '

6. Interested Non-Parties. Often overlooked is the fact that many non"parties
may have a legitimate interest in the existence of the dispute ,and its out
come, whether adjudicative or non-adjudicative.

a. Non-parties that may have a legitimateiriterest'in the existence()f 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'lsors and licensees;

vii. Potential infringers;

viii. Government regulatory and taxing agencies;

ix. Creditors; and

x. Parties to similar disputes.

b. Itis not difficult to envision 0Ile or more ofthose non-parties applying
to a court for access to an arbitration awarci~tbe !lIlderlYing arbitration
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record, ora settlement agreement resulting from a non-adjudicative
ADR process. If the court grants the application, confidentiality may be
COII\P~omised.

C'A1-biti-~bility 'lDet. Ehforceabilityin·.Arbitratiol1

1. InclisP!1~es· C:on<:emirlginternati()nalcommerce,arbitrationhasmanyad.
Vi1ntl\ges.Bllt arbitr~tion is valuable only to the ,extent that the agreement
toarbitrl\tefan ,be impl~mented and theresultirlg "award can be enforr.ed.
A.. yeryiJnportant,questi~n in international COlI\lI\erci~ arbitration is
whether ~narbitral award \yiIIbe enforcedin a1Irelevantcountries, in-

. duding the site of the arbitration and countries other than the country
whose legal system governed the proceedings and the resolution of sub
stantial issues.

2. The New10rk Convention.. Thei'J'ewYork Convention of 1958 provides .the
structure to frame that question, but it does little to answer the question
with respect to thearbitrability of intellectual propertydisputes-,!' partic
ularly difficult problem.

a. The New York Convention establishes a unified legal framework for the
fair and efficient settlement of disputes arising in international com
mercial relations. More lhanl00 countries are parties to the Conven
tion, induding most important socialist and capitalist trading nations
and an increasing number of developing countries.

b. The New York Convention focuses on two essential elements of inter
national arbitration:

i. The enforceQlent of arbitration agreements and the enforcemp,,· of
foreign arbitral awards. It applies to arbitral awards rendered ir' any
country other than that of enforcement or otherwise not considered
domestic in the country in which enforcement is sought. New York
Convention, ArticleI(l). However, under Artide V.ofthe Convention,
an appropriate court of a member country may deny recognition and
enforcement' of a foreign arbitral award.

ii. Artide V sets out seven grounds for denying recognition and en
forcement of a foreign a,rbitral award. New York Convention, Article y.
Two ofthosein Artide V(2) are especially relevant to arbitration of
intellectual property disputes. Under Artide V(2)(a) recognition and
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enforcement of an award may be refused by competent authority (Le.,
an appropriate court) in the country where recognition and enforc('

. mentare sought if that authority finds .that the subject matter in eUs
pute is not arbitrable in the country. Under Article V(2)(b), that author
ity may refuse recognition and enforcement of an award if thatwould
be contrary to the public policy of the country.

iii. It has been argued that an arbitral award that c:annot.be enforced
because of violation of public policy is also a matter that is not capable
of arbitration under Article II. See, Mitsubishi Motors Corp. v. Soler
Chrysler-Plymouth Inc., 723 F.2d 155, 164 (1st Cir. 1983), rev'd in part, ';73
U.S. 614 (1985). When the challenge is to the enforceability of the
award, the public policy ground is asserted after the arbitral award has
Peen rendered. Jay R. Sever~. Comment, The Relaxation of Inarbitrability
and Public Policy Checks on U.S. and Foreign Arbitration: Arbitra.tion Out of
Control?, 65 Iu!. L. Rev. 1661 (1991).

c. Article V(2) is relevant to intellectual property disputes becausesignifi-
'!C cant intellectual property rights are granted, sometimes after e~amina

tion, by public authorities. Even in countries where there is no exami
nation, such rights are nevertheless granted by a public authority.
.yvhen intellectualproperty affords the owner the right to exclude the
public from unauthorized use of the property, the intellectual property
is manifestly imbued with the public interest.

L Thus, Article V provides courts of member countries grounds to
refuse to give effect to an agreement to arbitrate intellectual property
disputes and to deny recognition and enforcement of a foreign arbitral
award resolving such disputes-at least whell the intellectual property
rights were granted by or registered with a governmental agency of the
member ccutry.

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

3. Rights in Vanous Countries. New York convention c.ountries have applied
Article V(2). to intellectual property rights such as ownership, validity,
i,*ingement, and licensing with various results.

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

i. These disputes are usually private in nature, arising from breach of
contract or breach ola duty of confidentiality between private parties.

ii. Howevel; 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 informedas to the propriety of
an arbitration tribunal awarding that relief- both in the country of the
arbitration and in countries where" party may wish to. enforce the
award; .

b. Licensing. Generally, disputes affecting licel\sing or other contract rights
in which only damages are claimed may bereferred to arbitration. Con
tractual disputes between parties to an intellectual property agreement
are typically arbitrable provided that resolution of the dispute does not
affect third parties. Questions of interpretation of an agreement, .breach
of the agreement,and amounts owed under the agreement are arbitra
ble. This)ncludes most disputes that may arise in relationto the licens
ing or other transfer of intellectual property rights, including royalty
disp\ltes, between private parties.. Howev!!r,resolution of a dispute
over the validity of a licensed patent, for example, may notbearbitra
ble in many countries, and thus an award purporting to resolve such
an issue may not be enforceable.

i. Alicensing dispute to which ;l government is a party requires special
consideration. Conc!!rn for the public interest may be heightened when
a goverf\ment is on on~ sicie .o£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. Ownership'\h!hen an intellect\l.all'roperty right is granted by orI:egis
tered with a public authority, questions concerning ownership of that
right may embI:ace public interest issues. Thu~, thearbitrability of
questions concerningownersllip of an intellectual property right ha~

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 publicint!!r!!st.
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d. Scope and Infringement of-Patents and Trademarks. Questions concerning
scope and. infringem~"i of intellect)lal property rights s¥ch as patents
and trademarks often includl!matters extending beyond the private
interests of the parties to.lhe dispute. Thus, in many countries, dis
putes over the scope and infringement of a patent or trademark are not
proper subjects of arbitration. Disputes over the scope and infringe
mentClf iriteUedual.ptopettytights that ate not registered with a public
authority are arbitrable if thl! public interest or public policy does not
mandate otherWise.

e. Validity and Enforceability of Patents .and Trademarks. Questions regarding
t.~eyalidity elr l!nfpr<:eilbility ofan intellectual property right such as a
patep,t or a traciemark isa matter in which the public has an interest.
When a competent courtdecides. tha.t a patent or trademark is invalid
orunenforceable,.the pertinent official register. reflects that decision to
provide notice to the, interested segn:tent of the public.

4.· Suggested Contract Language. Incountries where the arbitrability of'intellec
tual property issueUs limited, not favored, or othenvise in doubt, t~e

< ';prospects of enforcing an award that in fact determines only private, com
, mercial rights between the parties, notwithstanding an underlying intel

.' dect~al property dispute, may be. enhanced if no purported determination
'of any potentially non-arbitrable issue is made by the arbitrator. Accord
ingly, the contract language ~ppended to this outline <may increase the
likelihood of enforcing arbitral awards relating to intellectual property
rights.

D. Conclusion

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

2. What that procedure should be poses an interesting challenge that de
serves your full attention.
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APPENDIX
Model Intellectual Property Dispute Res~Jlulion Clause

1. This c1isputeisa private, commercial dispute betwe~n. the parties and
affects international, comlllerce. [Pre-disp~te dause: Any dispute arising
hereunder is likelytobea private comlllercial dispute between the parties
and to affect international commerce;) .

2: The parties'llgree'fhatUiis'dispiiteandallaspects'ofthis'liispute'sllilll
be resolved by binding arbitration ~Jlely for the rights of the Parties v.ith
respect to one another.

3, If thl! ,determinationofthis disputenecessitatesthe A.ri:litrator's consid
eration of any issu,erelevant to the validity, enf~rceability"or infri~gelllent
ofany [IP right] of any party withrespect to an()ther pa~ty, the Arbitrator
shaH have the authority to consider aH such issues and to express a view
on aH such issues..The parties exp~esslyagree that the Ari:litrator shaH,not
have authority to declare any such [IP right] valid or not valid, enforce
able, or not enforceable orinfringed or not infrin~ed, provided,h()weyer,
thafthe Arbitrator may e"pressa. non-binding viewfor the parties on
whether. in •the Arbitrator's view a court,or other gov~rnment ~gency of
competent juris~iction \yould uphpld the validity, eIlf()r~eabi1ity. or inc
fringementof any such [IPlight]. The Arbitrator shaH specify [may state]
the A.rbitratpr's reaso[1s underlying that view. However, neither the view
of nor the state~ent of reasons by the Arbitrator sh~Il be regarded by any
party or any other entity as a declaration o{validity or invalidity, enforcec
ability or unenforceability, or infringement or non-infringement of any
such [IP right].

4. The Arbitrator's award:

a.Shall state what acts, if any, a party mayor may npt undertake with
respect to any other party;

b. ShaH be final, binding and effective only between or among the
parties;

c. Shall not be appealable by any party; and

d. ShaH 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 tt",
Arbitrator determines to be appropriate under the circumstances, and each
party against whom any such judgment may be entered hereby agrees to and
shalI make itseU subject to the jurisdiction of any court in which that judg
ment is entered.

·6:·The parties agree to ii'lc:orporatethe· terms of·the award into [an undel'l}'ing
or related technology transfer, license, etc. agreement] as a binding amend
ment to the agreement and enforceable as such, effective as of the date of the
award.
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I. INTRODUCTION

Arbifrlltioilis8tflldjtidiclitiveptc)(:ess for resolving disputes. In lieuofa

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

serve as'the arbitral tribunal receive evidence and hearargwnent in a conference room or

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

Arbitration may be binding or non-binding. Non-binding aJ:bitration, while

adjudic~tiveiinsofar as the specific arbitration proceeding is concerned, may be part ofa

larger non-adjudicative proc:ess. Arbitrationusually is the result ofan .~eement between

the parties, but it may also stem from an mitiative by a court. (Courts usually order only

non-binding arbitration.) Arbitration may be a~inistere~ b}' aninstitution and subject to.

the institution's rules, or it may be administered by the parties them~elves subject to rules

the parties create, Clr it may reflect elements of both. Even in instjtutionally administered

arbitrations, it is. Dl'! unusual for the parties and the arbitrator to agree to depart from the

administrativeinstitqtion's publishec1 rules.

An arbitrator's decision is embodied in an award. If!l party is concerned

about collateral estopPel effects of a binding arbitral award or other adverse. cOnunercial

effects (e.g., reyealingconfidemial information or providing a rCl!ld map as tCl how not to

infringe), a reasoned award may not be desired. Also, conventional wisdom in the United
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States suggests that a reasoned award may be more susceptible to modification or

vacation by a court than a bare "win-lose" award.

Because arbitration is usually the product ofa:: agreement between the

parties (especially, binding arbitration), the parties can set the course ofthe proceedirigs,

.~lP"~~' ~p~~g~;;~g-i~;:imd"~ppiicabie;Uies;speCIfYIssues:fiXnmeliiiiits-aiidaeflrie
the scope of the arbitrators' authority. A full understanding by counsel arid client, an.d

the arbitrator, ofthese dimensions and their implications is necessary to the efficient,

expeditious and equitable use ofarbitration.

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 may be modified by the parties, •• e.g., enlarged so thatli court or another triblIDai

may perfonn a more typical role in ascertaining whetheranarbitrator'sfmdlngs offact

are clearly erroneous or conclusionsoflaw are correct.

A fundamental requisite of arbitration is a sellSonedarbitrator, available.

when needed, willing and able to move the proceedings forward, even·handed, and

dedicated to efficiency and fairness. Arbitration has sometimes received baa press,

occasionally because an arbitrator appeared to split the baby (art exaggerated impression

in many cases). But a,more sevel'edrawback may bean 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 ofsubstantial concernaJlli severe
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consequence). Fortunately, this result is not at all inevitable or even likely if the

arbitrator is selected with care.

Arbitration has provedtPbe practicable, and efficiently and effectively so,

in resolving intellectual property disputes. Ithas been utilized in lieu oflitigationworld-

wide;artdintheUnited States,in Heuof PatenrOfficeadjudication.• It Can continue to

work, especially ifcounsel and clients recognize that arbitration not only canbe, bl1t

should be,tailored to fit their specific needs.

n. WHEN IS ARBITRATION APPROPRIATE?

Arbitration of intellectual property disputes is appropriate un~er many

circum.stan.ces. They include licensor-licensee dispute~ joint venture disputes,
'*",.' . . .

technology transfer disputes, .infringement disputes and the H~e. This is true whether the

arbitration is binding or non-binding.

Arbitration is not suitable in counterfeit situations or othercircumstances

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 r~course an~

may be wholly effective. However, in an internatipnal situation,loc;al courts. mayor may

not be available, and if available, judgments they render may not be enforceable asa

practical matter.
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issues is plainly not a universal phenomenon. Accordingly, clients and counsel must be

fully informed as to the law and the public policy in relevantjurisdiCtions regarding

arbitrllbilit}' ofiIltellectual property issues that may, or in fact do, confront them.

ThUS. absent compelling commercial circumstances (e.g; the need for

.unmedllltemjilI'lc1:ive rellet)or legll1bamers (e.g. plilerifvllliditYisnotifrbiiiableiii'j .

relevant jurisdiction), arbitration is abundantly appropriate in connection with intellectual

property disputes. Among its virtues. is the ability of the parties to select the arbitral

tribunal. the arbitral rules under which they will proceed. the schedule on which they will

proceed. the venue for the proceedings, the issues to be arbitrated, the power and

authority ofthe arbitrator and post-arbitration procedures.

Also. the-New York Convention (The Convention on the Recognition and

Enforcement ofForeign Arbitral Awards. June 10, 1958, 21 U.S.T.2517. T.lA.S. No.

6997,330 U.N.T.S.38) establishes a unified legalframework for the fair I\11defficient

settlement ofdisputes arising in international commercial relations. Approximately 120

countries are signatories to the New York Convention. The Convention provides a

vehicle for enforCI'lg binding arbitral awards that cOllrtjudgments do not enjoy.

Accordingly, it is attractive for nationals ofsignatol)' countries to arbitrate rather than

litigate international commercial disputes, because (assuming arbitrability and

enforceability in the relevant jurisdictions) the arbitral award may be readily eriforced in

signatory jurisdictions in addition to the jurisdiction in which the award is rendered.
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Lastly, arbitration can and should be considered both before an intellectual

property dispute matures and after the dispute matures. Arbitration clause~ in agreements

relating to intellectual property transactions .are commonplace, especially in .intemational

transactions. And arbitration after a dispute arises, ifproperly designed and conducted, is

. oftenasalutaJY:way·toresolvedifferences.· .. ·

III. SOME CONSIDERATIONS WITH RESPECT TO ARBITRATION CLAYSES

Arbitration clauses in international commercial contracts, or in domestic

contracts, relating.tQ intellectual property matters are typically among the. last to be

considered, negotiated and agreed upon. Accordingly, such clauses often~idfer from

short shrift.. While an arbitration cl\ljlse ought not to be a deal breaker,athorough

understan9ing ofarbitration and its applicabilitylothe potential dispute can enhance the.

prospects of settliJlg on an arbitration clause that effectively leads to resolution of the

potential dispute with a minimum of ancillaJY- _proceedings and a maximum ofsatisfaction

(at least with the proceeding itself, ifnot.· from the loser's perspective·· theojltcome).

Post·dispute arbitrati()n agreements stand in vivid contrast to ". ~.dispute

arbitration clauses in agreements with respecuo which dispute resolution is a tertiaJY

concern. In post·dispute situations;tI1e primaJY object ofthe agreement is .to fashion.a

workable dispute resolution mechanism. However, because the emotional envirQnment

may be super.charged as result of the dispute having matured, negotiating a post-dispute

clause carries difficulties of its own.
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In any event, clients and counsel should have in mind points ofsubstantial

significance when negotiating an arbitration clause, whether post-dispute or pre,dispute.

Some ofthose poiDtsare referred to below, primarily in connection with binding

arbitration.

.. Firs~·Whafiillesaret(fgovenFtliepr()c·eeding?This·isamong·the·most

important considerations, because in pre-dispute clauses thereisa tendency·to use a

boiler plate clause that leaves to specified institutional rules the entire burden ofshaping

the procedure--from commencement of the arbitration through fmal award. This may be

entirely satisfactory in some circumstances, but clients and cOlU1sel should be thoroughly

familiarwith the rules invoked and thoroughly aware ofwhat they areagre~ing to.

Second, should the arbitration be administered by lin arbitral institution?

Should itbeadhoc?Should it be a hybrid? For the less sophisticated users,

administered arbitrations probably serve useful functions. For the more sophisticated

users, it may be more appropriate for clients and counsel to fashion their own procedure,

rules, schedules and the like.

Third, what issues are to be resolved by the arbitral triblU1al'l It is

especially importarit to understarid whether the arbitral clause is confined to contract

issues relating onlyto breach of the contract in issue;or whether the clause is framed so

as to embrace all issues arising out ofany transaction related to the contract -- including

tort causes of action. It may also be salutary to give thought to whether the dispute can

be resolved by arbitrating fewer than all possible issues, thus focussing ona specified,
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dispositive issue requiring less time and less expense for resolution. than an all-out arbitral

war would engender.

Fourth, how many arbitrators should there be and who should they be? .A

seasoned, dedicated, even-handed, available tribunal is critical to the success of the

process;'Thus;<clients<and·counselshouldconsider.assuming·.·fu11control.of,the selection

ofarbitrators, leaving to an institution or other entity the power to se'ect only in the event

of intractable .disagreement between the parties. ~deed, as the author's own el.'perience

confirms, selection of the arbitrators can bethei5ubject ofasepl\I'ate'lUediation process

where necessary (e.g. two party appointed arbitrators can lUediate with clients and

counsel the selection oCthe chair). On this score, it is important to anticip~tethe

difficulties posed by multiple party arbitration and the appointlUent of party appointed

arbitrators. The parties should agree as to the alignment ofgroups ofpartiesforpwposes

ofselecting party-apPClinted arbitrators, orifagreemellt is .notpossible,leave.appointment

ofall arbitrators to an arbitral institution.

Fifth, are party appointed arbitrators to be neutral and independent? In

international commercial arbitration, ,the custom .is that all arbitrators are neutral and

independentofthe appointillg party. Of course, there are exceptions. Also, in (1omestil:

arbitration in the United ~tates, it lUay be perfectly aC!leptable, indeed expected, for a

party appointed arbitrator to act as. an advocate for the appointing party. Thus, clients

and counsel must be very clear on the ground rules that will govern !lond\lct (Ifparty

appointed arbitrators. Thisbeginswith the selection process and continues through
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rendering of the fmal award. For example, candidate~ for appointment by a party must be

very circumspect in pre-appointment interview~. And after appointment, the arbitrator

and all other~ concerned mu~t be very clear on .the party appointed arbitrators rights and

obligations vis-a-vis the appointing party.

.Sixth;Where is the arbitratiortto b¢held? A country whose laws and

practices are hospitable to arbitration should be.selected as the situs. Cultural

considerations may dictate situating the arbitration in Ii c0U!1try different from any

country ofwhich a party is a nationaLThis may pose nice issues with respect to multi-

national corporations. Often, the site ofthe arbitratioJ:i it is simply a matter of

convenience for the parties, witnesses and .arbitrators (and sometimes, c0UJ.lsel). The law

ofthe situs is not to be overlooked. Ifthe arbitration clau~e or agreement is silent as to

governing arbitral law, the law of the.situs will usually control.

Seventh, what will the schedule be, and may it be modified? There should

be a schedule. If there i~ none, the arbitration may unexpectedly extend far into the

future. Some arbitral institutions and some.institutional rules specify the schedule.

Others are silent. TypicallY, it is up to the parties _. arbitration is a creaiu, v ofagreement

-- and the parties can fix and can modify the schedule, Nl)t only the parties but also the

arbitral tribunal should agree to the schedule.. An open-ended approach, especially

without written conunitment from the tribunal, may lead to interminable proceedings,

uncontrollable expense, and justified frustration.on the parts of the parties.
. . . '.. .. .
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Eighth, what inforlllation will be exchanged before the evidentiary hearing?

United States cOWlsel are accustomed to extensive discovery.CoWlsel in other cOWltries
. . '". . ...

are not The parties and theircoWlsel should understand fullv what will occur on this

score, and what the consequences will be of failure to provide information called for.

oneconsequencemaYfJirtliafiliearbitriiltribiliiill·wiUorawiftferencendverset0 a··party

that fails to produce such information. Also, the clients and cOlll1sel should Wlderstand

that the applicable arbilrallaw,the composition ofthelribWlal and the customs ofthe

jurisdictions in which cOWlsel normally practice all may lend a specific and special

character to arbitral proceedings. That iS,the same arbitration Wlder the same arbitral

rules may be entirely different procedurally, depending on the composition .ofthe tribWlal

and the backgroWlds ofcoWlsel. Forexample,l1lribunal with Swiss national as chair

may be far less generous in permitting pre-hearing discovery than a lribWlal with an .

American chair.

Ninth, what will happen at the evidentiary hearing? Clients and cOWlsel

should Wlderstand that in some proceedings direct testimony is taken only on written

statement, followl'd "ycross-examination by counsel, or followed only by inquis1ll0nby

the tribWlal. They should Wlderstand also how much time will be allocated to the

evidentiary hearing, and also whether pre-hearing briefs, post-hearing briefs or oral

argument will be permitted.

Tenth, what aboutconfidentiality?The prevailing view seems to be that

arbitration proceedings, the record, the award and even the existence of the proceeding

10
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itselfare confidential. This view is not altogether sound. Arbitration proceedings are

usually private. The parties can enter into agreeme~ts to preselVe the confidential
.,

character ofproprietary infonnation that one party may disclQse to anothe~.. A tribunal

may refuse to order disclosure oCone party's confidential infonnationto another party.

, " .. ,_. '" , , ButWharab'Out the outside world.ifthe award is to be taken into courtto be.enforced?It

is entirelylikely that the award will be a matter ofpublic record. (Under 35 U.S.C.

§ 294(d) and (e), an award in an arbitration under Section 294 .is not enforce1lble until .it .is

deposited with the United State Patent and Tradelllark Office.) And what about interested

non-parties? Non-party licensees, competitors, vendors, customers andfu~ litigants

may haye a leg.itimate interest in learning the outcome of the arbitration. S,q may

govermDl;~t agencies (e.g. antitrust authorities, tax authorities, other regulatory"., ,.. . ,,". ...., .', " .

authorities), indemn.itors, private investors and related companies, such as parents. "In

short, clie~tsand counsel can take steps to insure protection ofconfidential information

between .the parties, but they should not count on the award or the recor<) ofthe

proceeding.relllaining out of the public's reach.

Elj:venth, what remedies will be available? Those who have followed

reported judicial opinions in the United States will know that there is a vigorous dj:bate in

some of the 50. states. as to whether an arbitral tribunal has power 10 award punitive
,

damages. This question.arises in other jurisdictions also. But what are punitive

damages? In the United States, simply because damages may be increased (typically, up

to three times), it does not follow that the increased damages are pun.itive. The United

11



States Supreme Court has emphasized the compensating function ofincreased damages in

antitrust matters, over their punitive and deterrent function. Also, depending on the

United States inteliectual JlropertYright in question, enhanced damages may orfuay not

be regarded as punitive (e:g. increased damages under the patent liefa.re punitive;

..increased·da1fiigeS·lreIlWardedinttademarkcases·underthe'EarihainActonly···ifnot ;"..•...............

punitive; enhanced statutory dlllDagesin copyright infiingementactionsembodyboth

components). Inllddition, clients and counsel mustbe alert tothCforrllsofreliefthat .

mayor may not be available under specific rules or specific goveming law. Monetary

damages mayha"g to be awarded in a specific currency. Only limited forms ofequitable

relief (e.g. permanent injunctions, Specific performance) may be available.;

Twelfth, what form should the award take? In the United States; many

binding arbittation awards have been naked win-lose awa.rds, without reasons. In

intemationalarbittation, II reasoned award is more likely to be rendered. In complex

intellectual property disputes, the parties may want a reasoned award. However, there are

circumstances in which a reasoned award may be manifestly undesirable. For example,a

patent owner may not wantthe reasoned award to provide a roadmap for designing a non

infringing product, neither party may want torisk collateral estoppel effects ofa reasoned

awarded, and neither party may wantthe awa.rd to reveall::onfidential infonnation, if

through judicial enforcement proceedings or otherwise ifbecomesavailableto non"

parties.
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Thirteenth, what other elements ofan arbitration might be addressedin an
arbitration clallseor agreement? The answer is any nwnb.er. Examples are the language

ofthe arbitration, governing law on the merits, gov~mil1g arbitral law, specific procedures

for enforcement ofthe award, specific procedures for seeking relieffrol11 the award,

·rccoursc·tbepamesmayhaveifaiflll'bitratordoesnot·participate;the·conseqllences.ofa

party's failme to appear at a hearing, etc.

IV. IS ARBITRATION UTILlZEDIN INTELLECTlJAL PROPERTY DISPUTES?

The answerisanllnqllalified yes.

Clearly, litigation is the preferred, and sometimes ()n1y,rollt~ for resolving

intellc:ctlJaI property displltes. Also, otherAD~ mechanisms, sllch as. mediation,. are .

becoming increasingly attractive. Nevertheless, both administered and ad hocarbi.tration
• ,--' ','. ,-' , -', ',', .... .' " ,". ' ..... ',',",' -', <.. ... ' . .

havc:1?een, and are being, lItilized.

It is difficult to assess the number of intellecmal property disputes that are

the subject of arbitration. one reasoll is the confidentiality that shrollds such

proceedings-oat least up to a point. Another reason is the difficulty arb.itJ•. ~ instimtions

experiencein attempting toclll$sifY arbitrationsinitil\tedundertheir auspices.

Notwithstanding this simlition, it seemsfajr to say thatsubstanti.alnumbers ofintelle9maI .

property disputes have~een the subject of arbitration proceedings in recent years.• The

nwnberis likely to be significantly larger than institutional statistics would suggest,
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because ihtellectual property issues are often a component of'ihternationalcommercial

disputes that are not classified by ihstitlltions as "intellectllal property" disputes;

This retllms us to the poihtmade in Section II. regardihg arbitrability and

unenforceabifitY...Evel1though a disputebemg'arbitrated appears toihcltide art

, 'iritellectUarproperWisstie"u'ifiiiliiorcompoftecnt;c1iellts'andcounseIshouldkaware'oC'" ',

the potential impact on the enforceability of the award overalL For example, if the

arbitral tribunal rules -- as a part ofa larger award _. that a government granted

ihtellectual property right (e.g. a patent, aregistered trademark) is not valid or otherwise

is not enforceable, all concerned must be alert to the impact on the avvardifthat

ihtellecfualpropei"tYrulirig is held by a court to have beelloutside the pow~r ofthe. .

arbitrators IU1derthearbitrallawgove11lingthe arbitration/oris held by acourfto be '

unenforceablem thejurisdiction in which enforcemelltoftheaward is attempted.

V. WHATSERVICES DO VARIOUS INSTITUTIONSOFFER.?

Weconsideihere two categories ofinstifution: (I)ADRproviders and (2)

intellecfual propert} 'urganizations.

ADR providers in the United States include organizations such as the

Americari Arbitration Association, CPR. Institute forOisputeRdoltition arid

JAMSlEndispute, arid elsewhere in the world, sut:h orgartizations as the International

Chamber ofCommerce in Pans, the'London Court of International Arbitration, Chartered

Instifute of Arbitrators and Centre For Dispute Resolution in London, the British

14
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Columbia International Commercial Arbitration Center in Vancouver, and others such as

the Stockholm Chamber ofCommerce, China International Economic and Trade

Arbitration Commission, and International Arbitral Qentre ofth.e Federal Economic

Chamber inVienna. Among theseorganizations,only theAAA and CPR seem to have

. promulgateaiUles;ot~modelniles; directedSpeclfically·atarbitrationofintellectua!······

property disputes (e.g. AAAPatent Arbitration Rules, CPR Rules for Non-Admini~tered

Arbitration oCPatent and Trade Secret Disputes, CPRModel Agreementfor Ex Parte

Adjudication ofTrade Secret Misappropriation And/Or Patent Disputes). This iuot

necessarily of high moment. All ADR providers are aware ofand are considering special

issues aSsociated with intellectual property disputes and are prepared to pr~vide

arbitratiollservices ofsuch disputes under one set oftheir rules or another.. Even with

organizations like the AAA and CPR, many intellectual property disputes are arbitrated

under more general rules such as the AAA Commercial Arbitration Rules, theAAA

International ArbitrationRules, and the CPR Non-Administered Arbitration Rules.

The CPR Model Agreement for Ex Parte AdJudication ofTrade Secret

Misappropriation AnCIIOr Patent Disputes is of especial interest in connection with,non

binding arbitration ofdisputes in which each party desires to insulate its proprietary

information from the other party. This model agreement may illustrate useful procedures

not typically employed, but neverthetessofrealpracticability.

As for intellectual property organizations, the World Intellectual Property

Organization seems to be the only organization to have established an arbitration and
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mediation center and promulgated rules for the purpose of providing ADR services

specifically for the intellectual property community. The WIPO Arbitration and

Mediation Centre came on line in October1994. Its director, Dr; Francis Gurry, has

assembled a panel ofpotential neutrals numbering over 400 persons from around the

.. world;·· While"at··this· writing'WIPO Arbitration Rules may·.nothave.govemed any specific...

proceeding, those rules have been incorporated into dispute resolution clauses in

intemational agreements and will in due course be applied. Atthesametime,cthe WIPO

Centre has consulted with and provided informal services to many disputants around the

world.

Other intellectual property organizations have assembled lis~ of:potential

neutrals. For example, in conjunction with CPR, the IntemationalTrademark Association

has developed a panel ofpotential neutrals with expertise in trademark law and related

subjects. And the American Intellectual Property Law Association hasasselllbledalist of

more than 100 potential neutrals, together with backgroundinformation about each.

Neither the CPRlINTApanelnor the AIPLA list is meant to imply that either INTA or

AIPLA will themselves administer arbitrations.

VI. CONCLUSION

We have skinunedthe surface in this introductory piece,leaving many

issues unmentioned and many questionsunansvyered.
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But perhaps enough has been written to suggest that arbitration, if well

designed and properly implemented, is indeed alive and well as an intellectual property

dispute resolution mechanism. On those occasions where arbitration has gone astray

procedurally, the blame should not be placed on any inherent unsuitability ofarbitration

····iniliisfield:·· Rallief; othefcitcUfustanceshaveled· to·the··badpressarbitration··sometimes

receives - albeit circumstances that may sometimes have been in the parties' control.

Arbitration, as we have seen, is the product ofthe 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 thoroul'hness of their understanding of the

nuances and their willingness to address those nuances in their arbitration clause or their

arbitratioIugreement, and then to implement that clause or agreement in a rational way.
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35 u.s.c. § 294. Voluntary arbitration·

(a) A contract involving a patent or any
right under.a patent may contain a provision
requiring arbitration .of any dispute relating to
patent validity or infringement arising under the
contract. In the absence of such a provision. the
parties to an existing patent validity or
infringement dispute may agree in writing to
settle such dispute by arbitration. Any such

.····lii~~6~~bl~;:~dEl~iif6~C~~bii.1J~x~~~~dforany
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
shalls~t 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
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with the Commissioner, any party to the proceeding
may provide such notice to the Commissioner.

(e) The award shall be unenforceable until
the notiC r "~quiredby !'ubsection (d) is received
by the Commissioner.







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
any arbitration award to the Commissioner, and
such award shall, as betwean the parties to the

.............. - ··arbitrat·ion,.bedisposit ive ....ofthe ..issuesto ..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 "Yhich a neutral (the mediator)
attempts to assist the parties 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. Preparing for the process.

C. Initial sessions.

1. First joint session.

2. First private session.

O.Subsequent sessions.

E. Closure, viz. "End Game".

F. Post-Mediation.

Copyright OW. Plant, NY, NY.I998 2
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11. GETTING TO THE TABLE

A. Preparation

i . Know all parties' real interests and real needs.

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

3. A dispute is an opportunity to create value.

4. Know the ADR menu.

5. Be creative; fit the process to the fuss.

6. Post-dispute more difficult than pre-dispute.

B. How to break the ice.

I. Court rules.

2. Professional responsibility.

3. Clients' pledges and commitmi:nts.

4. Client's policy.

5. Common sense.

6. Who')

a. Party to party.

b. Lawyer to lawyer.

c. Neutral goo~ offices.

7. Your adversary must be your partner.

3
07106198 12:4S pm

99999.099 -INYj363929.1



111. 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.

I. Parties and counsel jointly select the mediator (desirable); or Court
or other institution selects the mediator (not desirable).

...................

2. Know your mediator.

a. Reputation.

b. Some characteristics.

c.

(1) Patient

(2) Diligent

(3) Sensitive

(4) Flexible

(5) Creative

(6) Trustworthy

(7) Authoritative

(8) Even-handed

Competence.

·(1) Subjecfmatter.

(2) Process

(a) Experience.

(b) Training.

4
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d. Style.

(I) Facilitative.

(2) Pro-active and evaluative.

e. How does the mediator manage personal interaction?

[ Sources ofinformation.

(I) Institutions.

(2) Colleagues.

C. The mediator communicates.

I. Joint telephone conference with counsel.

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

3. Continues transformation of adversaries into partners.

a. Fundamental shi!: in viewpoint.

b. At least in formulating and proceeding through the
...111.ediation process.

4. Explains process.

a. Process.

b. Journey.

c. Negotiation.

5. Is alert to semantic issues.

a. E.g. "binding" mediation.

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

5
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6. Panicipants to negotiate in geod faith and with candor.

7. Explain who must be present and their roles.

a. Panies -- principals; authority to settle.

b. Counsel -- counselors; not necessarily Iitigators.

_______________~C;~-~TlJbl1liIlrdLpP:arties-- insure~emnilo!'S~ ..an"'nrne;;trJ>,s.~-----------____+

8. Schedule.

9. Confidentiality.

IO. Pre-session Submissions -- briefs.

a. Positions.

b. Real interests all" ll~cds.

(1) BATNA

. (2) Be creative and be objective.

(3) Do you needJitigation?

(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. Look beyond the present dispute to overall relationships.

(I) Subject matter.

(2) Time.

6
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'e. Assess the strengths and weaknesses ofboth sides'
positions.

f. Conduct an objective litigation risk analysis.

g. Include the few material exhibits.

h. ClarifY whether briefs are in confidence and ex parte to
mediator, or are exchanged.

I\. Court-annexed 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.

D. Ethics -- Responsibilities ofThe Mediator

I. No conflicts ofinterest!

a. Actual.

b. Apparent.

c. Must immediately notifY of~ change in situation.

7
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2;· Rights and obligations (lfthe mediator vis-a-liis the parties.

a. Past engagements.

b. Present engagements.

c. Future engagements

d. Firm's engagements

(1 ) CPR modeiligreement.

(2) Other Clauses.

e. Fees

(I) Hourly.

(2) Lump sum -- approximatllvalue ofI)ase.

(3) Who pays? When?

f. Power imbalance;

(I) Large v. small.

(2) Party represented by counsel v. pro se.

(3) Wealthy v.. poor.

(4) Sophisticated v.unsophisticated.

(5) Enstem v. Western.

. (6) Europeanv. U.S.

g. Not judge.

h. Not a party's attorney.

i. Not party to a crime or fraud.

j. All information confidential.

8
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3. Immunity.

a. Suit.

b. Subpoena.

4. Mediator to manage process.

a. Substantive problem is the parties' problem to be solved by
the partie.

b. Mediator has to guide and keep on track the problem
solving process; does n()t solve the substantive problem.

c. May have to mediate re the mediation process.

5. Mediator as arbitrator.

a. This process.

b. Later dispute.

6. Arbitrator as mediator.

7. Mediator will withdraw.

a.

b.

Ifconflict of interest.

Ifparties not participating in good faith.

I
----j

I

c. If clear mediation will not be successful.

d. Ifmediator would be party to a crime or fraud.

E. R.ole 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. Understand all counsel's and all parties' negotiating techniques.

a. Principled.

b. Scorched earth.

3. Beware misconceptions.

a. Mediator's power -- not a judge.

b. Injunction needed -- still can settle.

c. Intellectual property rightinvalid 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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IV. THE FIRST JOINT SESSION

A. Amenities.

.. Rooms.

2. Coffee.

3. Telephones.

4. Meals.

5. The table.

6. Courthouse v. private office.

B. Intreductions.

I. Everyone present.

2. Parties seated next to mediator; counsell1Q1 next to mediator.

3. First names.

a. Usually.

b. Eventually.

c. Even mediator.

C. Mediator explains precess.

Repeats essence of pre:iminary 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.

II
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5. Off-the-record settlement discussion.

6. Mediator is neutral; no substantive judgment; no su~stantive power.

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

8. Explains joint and private caucuses.

a. Emphasizes confideJlliality.

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 D.Q1 kllOW what said by any party.

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

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

14. Ground rules.

a. This is the parties'. (more specifically, the principals')
process.

b. Challenge positions, not persons.

c. Always focus on potential solution.
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d, The mediator will manage the process,

(1) Im.:rruptions not be permitted,

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

(3) Explore options; brainstorm without judgments,

[). Emotion

1. Can run deep.

a. Anger -- other party.is unfair, immoral and vindictive.

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

c, Dislike -- personal animosity; can't stand to be in the same
room,

d, Strategic-" for competitive purposes; anger as a negotiating
tactic,

2, Expressed in challenges to

a, Past and present positions.

b. Other principal's or counsel's integrity,

c, Other principal's or counsel's good faith.

d, Past sins ofomis~ionand commission.

3. Mediator's role.

a. Listen.

.b. . Express understanding.

c, Expect emotion at every session,

13
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d. Let parties air out, then

(I) Deflect anger.

t2) Encourage civilized dialogue.

(3) .Move to private caucus.

~~~~~~~~~~~~~~~~----1([441J)~--1Pl'OoinwlUl-m0re-pIOgresiliparties focus energ",ie~s",0 ..n~~~~~~~~4
finding solution.

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

E. Which party speaks first?

I. Usually claimant or claimant's counsel speaks first.

2. But defendant may request to speak first.

3. Maybe the party who last proposed a resolution.

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 that all will have an opportunity
to speak.

F. Usually, counsel opens with a statement of c1ienl's position.

I. Counsel should address the other side's represent~ti' ·es, IlQ1 the
mediator.

2. 5-10 minutes; ifcomplex, longer.

3. Typically, more detail or .changed position later.
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4. Purpose: to persuade other.pany of

a. Your bona fides.

b. Strength ofyour position.

c. Weakness ofother pany's position.

d. The need to settle; overlap ofinterests and needs.

e. A rational basis for settlement.

G. Next, other counsel will state their client's position.

H. Mediator's role.

I. Asks questions to assure mediator and panies understand ••

a. Panies' positions.

b. Status of settlement talks.

c. Status of pending or proposed litigation.

d. Interests of others not present

Kinds ofquestions ••

a. Open-ended.

b. Hypothetical.

c. Seeks help in understanding.

3. Restates a pany's position to assure clarity.

4. Asks counsel to restate adversary's position.

5. After hearing panies' ~\liQm stated by counsel, mediator may ask
each pany to begin to aniculate real interests and nm.
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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.

1. 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~ caucus, or one party may request a
private caucus; in either case, mediator checks ifOK with other
party.

OR

2. Mediator stays with j,Qjnl 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's evaluation should be .deferred until late ill 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 may be essenttall-;t71onr"e"alt~it~yrjt"'e<1st;'in1Tg'-.~~~~~~~~~~~~-

3. Proper timing is vital.
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VI. COUNSEL'S JOB AI ALI. 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 ~lient .find a solution; strident
advocacy usually inappropriate and counter-productive.

·1. . Understand client's BAIN .

2. Understand client's real interests arid 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 ofclient's real intere: '~ and
~.

4. Other side's position is llQ1 consistent with other side's real interests
and needs.

5. Notwithstanding differ~llces re positions, parties' r~,.. ,nterests and
needs may overlap and may suggest a solution.

6. Important to client that both sides' real interests and~ are
satisfied.

18
07:06198 12:4$ pm

99999.099 - (XYjJ63929.1



VII. PRINCIPAL'S JOB AT ALL SESSIONS

A. Be prepared to participate fully, and increasingly asthe mediation
proceeds.

B. Be prepared to talk more than your lawyer.

C. Talk with the other party.

D. Be creative.

I. Know your BATNA.

2. Understand thoroughly and describe own interests and needs.

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

4. Objectively assess value of case to each party.

5. Objectively assess risks ofn~t settling to each party.

6. Avoid ad hominem attacks.

7. Explore ways to share important information with other side _. even
confidential information.

- -- -------------- ----,-,,.,,'0'
E. Be prepared to share views •• even highly sensitive and confidential

information .- with mediator.

1. Mediator 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 CA!JC!JS
,

A. The party !1Q1 caucusing.

I. Mediator must reassure..

2. Should have own room.

3. Amenities.

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

B. Caucusing party

. I. Mediator mustreassllre party that all aspects ofprivate caucus will
remain confidential, unless party expressly authorizes disclosure of
a specific aspect.

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

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

2. Mediator will gather information.

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

b. Full story is not likely to unfold ill first caucus; more will be
revealed later.

c. .Mediator will 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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(4) Bases for distrust.

(5) Relevant history.

(6) Party's previously unstated concerns, fears, motives,
needs.

3. Mediator will have principals talk.

4. Mediator Will encourage thepartytoloclls 011 ItS needs.

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

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 caucus concludes,mediator will ask party whether
there is any message the mediator should transmit to the other side.
Anything I l<mlIlll1 say?

a. Mediator will distinguish clearly between wh..t mediator can
say and cannot say on behalfofcaucusing party to the other
party.

b. The mediator can frame hypothetical questions to other
~~~~~~~~~~~~~~~~~~.siside,e.g. "What if..",;nHa~u~sidered ";."Woultul~~~~~~~~~4

be possible to..."; "Ifwe could persuade the other side..."
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IX. FIRST PRIVATE CAUCUS WITH THE OTHER PARTY

A. Same process as inl1receding Section VIII.

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

1. Before stating first party's offer, and

2. Before asking "what if.. "

3. Let this party tell its story.

C. The mediator should understand the sec()nd party's interests and needs
before revealing anything about first party's caucus.

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

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

F. Is the mediator obligated to deliver the. first party's message regardless of
what the mediator learns in the second party's private caucus?

(
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X. THE MEDIATOR AND PRIYATE CAUCUSES IN GENERAL

A. 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.

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

I. Find one potentially resolvable issue out of the two or three In!
issues.

a. Not positions.

b. Real~.

2. Exploreways to find common ground on thlI1 issue.

a. Brainstorm options.

b. Move outside parameters of dispute as currently framed.

(I) Another relationship?

(2) Goods for money?

(3) Another player?

c. Prioritize.

3. Take it a step at a time.
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XI. DANGER DANGER DANGER!

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

B. The lIIediator'~ perceived solution may be objectively sound, all
encompassing, profitable to all, efficient. and eminently fair.

c. Bl!1 it is I!iib.b! unlikely that any party sees it now, or will see it later, as the
mediator see it!

D. The parties have own a.gendas: the mediator is notlikely to be privy to or
to understand all the agendas.

E. The mediator should let the parties explore andpropose the solutions!

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

G. The solution will be durable if the parties create it and own it.

\.
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XII. SUBSEQUENT SESSIONS

A. Joint.

I. Joint sessions should be frequent; interspersed am()ng pnvate
cauCuses.

2. Parties together can sum up.

3. Parties together can reach a common understandmg.

4. Parties together can discuss possible solutions.

5. 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 difticult.

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

9. [fthe parties can make progress in small steps injoint caucus, this
will build confidence i:I

a. The parties themselves.

b. The process.

c. The prospects offroding a solution.

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

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

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 ofpositions.

b. Mediatoimay inquire as to cost of litigation.

c. Mediator may ask parties to list the real rewards of litigation
v.costs.

d. The mediator may ask a party to tabulate the pros and cons
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 oflittle 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.
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b. The mediator may evaluate each party's chances in
litigation.

(1) Privately.

(2) Jointly.

6. Pa.rtiesmay not be influenced by mediator's judgment because it is
demonstratively correct; rather, because of their confidence in the

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

8. Mediator's expression of an opinion may adversely affect mediator's
ability to act as a neutral in the future on the specific matter.

B. Don't Let Parties Leave The Session!

I.

2.

.,

3.

.

4.

Parties can quit any time. It's their process.

But it is more difficult for a party to quit forever ifthe mediator is
present.

Mediator will discourage quitting ifprogress apparent and end in
sight.

Mediator may letpartywalk out, and~ other party leaves, get
the walking party back in the room.

C. It is imperative that the mediator be

1. Eternally optimistic -- must point frequently to progress.

2. Confident. I

3. Experienced.

4. Trusted.

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

1. Counsel, !!Q1 the mediator, should dictate or draft.

2. Will reveal and clarifY misunderstandings.

3.. Will minimize chances pfimmediate rekindling ofimpasse.

4. Counsel and parties execute.
.... .. .

5. Even ifonly some issues settled; agreement may outline process for
resolving future issues.

E. lfnoagreemel)t is possible.

I. Parties should expressly acknowledge no agreement.

2. Parties should state why.

3. Parties should acknowledge room for further progress, ifany.

4. Parties should explore what 10 do next.

5. Courtcannexed mediation.

a. Mediator may give an evaluation.

b. Mediatormay suggesttha(partiesn:port to Court on their
views of the mediation. .

c. Mediator may suggest tothe ADR administrator that the
Court's intervention is necessary to break a IOl!iam.
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XlV. POST-MEDIATION

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

B. If the mediator is subpoenaed, or ifa party is subpoenaed,

I. Notice must be given to all concerned.

.2. ..... Mediii!ofiriiist iiivoke tliepnvilege:'

C. Ifcourt-annexed, mediator will report to Court.

I. Bare bones report.

2. May include evaluation.

3. May outline discovery issues to be tried, etc.

D. Mediator should write to parties.

I. Confirming the outcome.

2. Including post-mediation reflections.

3. Expressing thanks.
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