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Postscript

Key Issues for Discussion
- Due Diligence
- Letter of Intent
- Acquiring Stock in a U.S. Company
- Representations, Warranties and Indemnities
- Director’s Duties
- Governing Law and Dispute Resolution

Deal Process and Timeline

Background of the Deal
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Agenda
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Designated TransEnterix Board Seat for CEO of SOFAR

Deal Structure
- Transfer by SOFAR of all relevant assets to a specially-formed,
wholly-owned subsidiary (a Società a Responsabilità Limitata)
- Purchase by TransEnterix of all membership interests of newly
formed S.R.L.
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Transaction: Sale of SOFAR’s advanced medical robotic system
for minimally invasive laparoscopic surgery known as TELELAP
ALF-X

Buyer: TransEnterix, Inc., a New York Stock Exchange listed
Delaware corporation headquartered in North Carolina

Seller: SOFAR, S.p.A., an Italian Societa’ per Azioni
headquartered outside of Milan, Italy

Background
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2015 Foley Hoag LLP. All Rights Reserved.

Second Milestone
- Achievement of € 25,000,000 in quarterly revenue from sales
of ALF-X

Initial Milestone
- Earlier to occur of (1) FDA approval of ALF-X or (2) December
31, 2016, and
- TransEnterix having cash on hand of at least $50,000,000
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Consideration
- $25,000,000 cash at closing
- € 10,000,000 cash upon satisfaction of initial milestone
- € 15,000,000 cash upon satisfaction of second milestone
- Shares of TransEnterix Common Stock with an aggregate value
of $50,000,000 (approximately 13.6% of TransEnterix’s
outstanding shares)

Background

© 2016
2015 Foley Hoag LLP. All Rights Reserved.

Closing – September 21, 2015
- Speed made possible by lack of required competition
filings or other necessary regulatory approvals

Purchase Agreement – signed September 18, 2015

Due Diligence – late May 2015 to early September 2015
- Pace picked up in earnest after signing of LOI

Letter of Intent - signed August 13, 2015
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Deal Process and Timeline

© 2016
2015 Foley Hoag LLP. All Rights Reserved.

In this case had to be audited by a PCAOB registered
accounting firm

Need for stand-alone financial statements

Heaviest focus was on ALF-X intellectual property

Nature of this deal made the diligence process “bi-lateral”
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Typically done mostly by the buyer, directed at the seller and
business to be acquired.

Due Diligence

Key Issues for Discussion
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Why U.S public companies seldom sign binding LOIs

Binding or non-binding?

Level of detail?

Letter of Intent

6

Key Issues for Discussion
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- For directors, officers and 10% beneficial owners (Exchange Act,
Section 16(b))

Restrictions on “Short Swing” Trading
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- For 5% beneficial owners (Securities Exchange Act of 1934, Section 13(d))
- For 10% beneficial owners (Exchange Act, Section 16(a))

Disclosure Obligations

- Contractual restrictions (“Lock Up” Agreements)
- Practical restrictions (based on volume of trading)

- Legal restrictions (primarily arising under Securities Act of 1933)
• Registration Rights Agreements

Ability to resell shares

Acquiring Stock in a U.S. Company

Key Issues for Discussion

© 2016
2015 Foley Hoag LLP. All Rights Reserved.

- A common way to secure indemnities, but made complex because
of shares

Escrows

- In U.S. deals, usually qualified by a carefully drafted “Disclosure
Schedule”
- In this deal, qualified by a broad reference to the diligence materials
made available by each party

Qualifications

- Serve as conditions to closing and often provide a basis for
indemnification if untrue
- Typically made mostly by the seller for the benefit of the buyer,
but the nature of this deal made them “bi-lateral”
- May be more extensive in U.S. deals than in European deals

A common feature in all M&A deals

Representations, Warranties and Indemnities

8

Key Issues for Discussion
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Duties are owed equally to all stockholders, not solely to the
stockholder who nominated the director

• Confidentiality

• Duty of candor

• Duty of good faith

• Duty to act in the best interests of the corporation

- Duty of loyalty

• Duty to act in an informed manner on the basis of all
reasonably available information

- Duty of care

Basic duties

Director’s Duties
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Key Issues for Discussion
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- Who is the decider?

- Where is the dispute resolution proceeding held?

- Whose law governs the interpretation of the contract and rules
for enforcement?

In the case of a dispute

Governing Law and Dispute Resolution
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Key Issues for Discussion

© 2016
2015 Foley Hoag LLP. All Rights Reserved.

11

On August 2, 2016, TransEnterix announced the sale of its first ALFX device to Humanitas Hospital in Italy – TransEnterix stock jumped
up 33% as a result of the news.

TransEnterix common stock traded at $2.67 per share on September
21, 2015, at $1.35 per share on July 29, 2016.

None of the milestones for the payments of the balance of the
purchase price has yet been attained

But,

On September 21, 2016, the “lock up” will expire as to 50% of the
TransEnterix shares held by SOFAR (75% on March 21, 2017, 100%
on September 22, 2017).

On February 11, 2016, TransEnterix filed a resale registration
statement for the sale of shares held by SOFAR.

Postscript
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Dispute Resolution
Advice to corporate/commercial lawyers?
■

Look at every transaction from perspective of what
happens if things go wrong
❑

court litigation

arbitration

Time for dealing with possibility of dispute is at outset of
relationship, not after dispute erupts

■

Fundamentals:
❑ choice of forum
choice of law
❑

Dispute settlement procedures
negotiation → mediation

■
❑

ADR

2

How often is mediation used in international disputes?

■

■

ICDR: 75-100 mediations per year; about 13% of total case load;
over 70 countries; about 85% of mediations settle

Mediation – usage rates are increasing

Mediation – flexible process conducted confidentially where mediator assists parties to negotiate settlement, with the parties in
ultimate control of decision to settle and terms of resolution

■

ICC: 30-50 per year; over 70 countries; over 80% success rate when
first meeting with mediator is held; duration < 4 months; costs
average less than 1% of amount in dispute; amounts in dispute range
from below US$20,000 to over US$500 million
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private procedure in which dispute is submitted, by agreement
of parties, to one or more arbitrators who make binding

Why arbitration?
❑

❑

❑

❑

❑

❑

Why arbitration?

Which
of these considered most important?
decision
■

√
❑
❑
❑

single forum & procedure
arbitration is consensual → enables party autonomy
arbitrator expertise
arbitration is neutral
cost-effective_______
/ efficient / flexible procedures
arbitration can be confidential
eliminate appeals
International enforcement regime: award enforceable
internationally under New York Convention

4

5

World Bank – Ease of Doing Business: Enforcing Contracts
Overview of Judicial Systems

45
155

1.2 years
1.6 years

3.1
3.9 years
years

22.9%
15.1%

14.4%
27.5%

23.1%
39.6%

6.5

15
7.6

12
5.5

13
7.5

Time (years)
Time (years)

Italy
India
15
86

1.0 years
1.1 years

26.2%

Ranking
Ranking

Germany
Saudi Arabia

7
84

2.8 years

Country
Country

US
China

131

of Judge
Cost (% of debt) Quality
Cost (% of debt) Quality of Judge
(1-18)
(1-18)

Egypt
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vs.
Ad hoc

- ICC (Paris)
- LCIA (London)
- ICDR (New York)
- DIS (Frankfurt)
- SCC (Stockholm)
-ZCC (Zurich)
- WIPO (Geneva)
- CIETAC (China)

Administered by institution

Types of Arbitration?
■

■

UNCITRAL

7

8

9

■

Arbitration
Procedure

output

Enforceable
Award

10

Which two elements are absolutely
essential in order for the international
arbitration system to be legally
effective and practical?

input

Enforceable
Arbitration
AgreementWaste of time
and money?

The Modern Arbitration Statute

■

■

Establish duty of courts to cooperate and assist with arbitral process

Express language recognizing consequences of valid contract of
arbitration
divest courts of jurisdiction

Express language______________________________________
recognizing arbitration agreements as valid

What should it cover? What are its characteristics?
■

■
■

Provide limited and narrow grounds for judicial review of awards

Establish strong presumption that awards are valid for enforcement

Provide for recognition _______________________________
/ enforcement of arbitral award in courts
■

New York Convention
Article II

1. Each Contracting State shall recognize an agreement in
writing under which the parties undertake to submit to arbitration
all or any differences which have arisen or which may arise
between them in respect of a defined legal relationship, whether
contractua1 or not, concerning a subject matter capable of
settlement by arbitration.

Article III

Each Contracting State shall recognize arbitral awards as
binding and enforce them in accordance with the rules of
procedure of the territory where the award is relied upon, under
the conditions laid down in the following articles

12

Italy 1969
US 1970

156 Member Countries
-

13

■

Contains 3 chapters which constitute U.S. law on arbitration

Enacted in 1925

US Law - Federal Arbitration Act (FAA)

■
❑
❑

FAA overcame judicial hostility to arbitration

❑

■

US law of arbitration has become “federalized”

Ch. 1 – Domestic arbitrations
Ch. 2 – New York Convention
Ch. 3 – Inter-American Convention on International Commercial
Arbitration

■
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■

Federal Arbitration Act
FAA Section 2:

Validity, irrevocability, and enforcement of agreements to
arbitrate

A written provision in any...contract evidencing a transaction
involving commerce to settle by arbitration a controversy thereafter
arising out of such contract or transaction, … or an agreement in
writing to submit to arbitration an existing controversy arising out
of such a contract [or] transaction ..., shall be valid, irrevocable,
and enforceable, save upon such grounds as exist at law or in
equity for the revocation of any contract.
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■

Federal Arbitration Act
FAA Section 9:

Award of arbitrators; confirmation; jurisdiction; procedure

If the parties in their agreement have agreed that a judgment of the
court shall be entered upon the award made pursuant to the
arbitration, and shall specify the court, then at any time within one
year after the award is made any party to the arbitration may
apply to the court so specified for an order confirming the
award, and thereupon the court must grant such an order
unless the award is vacated, modified, or corrected as prescribed in
sections 10 and 11 of this title.
.

16

■

US: Short History on Arbitration Principles

(1) Enforce forum selection clauses (including arbitration
clauses)

(3) Competence-competence

■

■

(4) Broad subject matter arbitrability

(2) Separability doctrine – arbitration agreements are
“separately” enforceable from rest of contract

■

■

(5) Strong presumption of enforcement of awards – narrow
view of public policy defence

17

Forum Selection Clauses

M/S
Bremen
v Zapata
Off-Shore,
407 U.S.
(1972)
■ Parties
designate
in advance
the court
(or1 tribunal)
before
which disputes must be brought

is at stake?

Arbitration clause is a special form of forum selection clause

eventual
litigation
/ dispute
settlement
■
parallel
efforts
by parties
to stay / enjoin proceedings in each
jurisdiction

■Classic parallel litigation case: 2 cases were proceeding in
❑ Introduces
measure of certainty & predictability concerning forum for
Florida
and London

❑

■What
■

English court would likely enforce exculpatory clauses in
contract

18

❑

❑

❑

M/S Bremen v Zapata Off-Shore, 407 U.S. 1 (1972)

Agreements to oust jurisdiction of US courts are contrary to public policy

Traditional US view of forum selection
■

Supreme Court Ruling
■

Forum selection clauses in international contracts should be considered
presumptively enforceable, unless there is compelling countervailing
reason, e.g., fraud, that would make enforcement unjust

■

“Expansion of American business and industry will hardly be encouraged
if, notwithstanding solemn contracts, we insist on a parochial concept that
all disputes must be resolved under our laws and in our courts.”

Policy basis for court’s decision

■

“We cannot have trade and commerce in world markets and in
international waters exclusively on our terms, governed by our laws, and
resolved in our courts.”
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Arbitration agreement “separately” enforceable

Prima Paint 388 U.S. 395 (1967)
■

Issue: whether claim of fraud in the inducement of contract
should be decided by court or arbitrator, and does it void entire
contract, including arbitration clause?

❑
Federal
court lawsuit
rescission
of consulting
In
cases
where
fraudseeking
is alleged,
should
the agreement –
alleged fraud
in thein
inducement
of the contract
arbitration
clause
a the contract
still be
❑
Defendant moved to stay court action pending arbitration
enforceable?

❑

❑

❑

Supreme court: arbitration clause is separable from the rest
of contract and can be enforced separately
Unless challenge is to arbitration clause itself, issue of
contract’s validity is considered by arbitrator in the first
instance
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■

Federal Arbitration Act
FAA Section 4:

Failure to arbitrate under agreement; petition to United States court
having jurisdiction for order to compel arbitration…

A party aggrieved by the alleged failure, neglect, or refusal of another to
arbitrate under a written agreement for arbitration may petition any United
States district court…for an order directing that such arbitration proceed
in the manner provided for in such agreement.…. The court shall hear the
parties, and upon being satisfied that the making of the agreement for
arbitration or the failure to comply therewith is not in issue, the court
shall make an order directing the parties to proceed to arbitration in
accordance with the terms of the agreement.

Seperability doctrine

21

Competence-competence

■

First Options of Chicago, Inc. v. Kaplan, 514 U.S. 938 (1995)

Competence-competence prevents parties from challenging
arbitral agreements as delay or obstruction tactic

Does
the arbitral
tribunal
have
abilitycases
to decide
■ ■US
Supreme
Court has
decided
overthe
several
that
its own
jurisdiction?
unless
parties
have expressly limited arbitral tribunal’s
power, principle of competence-competence allows the
rule on
jurisdiction, even if it ultimately
■tribunal
FAA istosilent
on its
thisown
question
decides that no valid arbitration agreement exists

■

22

AAA - ICDR Rules (2014)
Article 19: Arbitral Jurisdiction

■1. The arbitral tribunal shall have the power to rule on its own
jurisdiction, including any objections with respect to the
existence, scope, or validity of the arbitration agreement(s), or
with respect to whether all of the claims, counterclaims, and
setoffs made in the arbitration may be determined in a single
arbitration.

■2. The tribunal shall have the power to determine the existence or
validity of a contract of which an arbitration clause forms a part.
Such an arbitration clause shall be treated as an agreement
independent of the other terms of the contract. A decision by the
tribunal that the contract is null and void shall not for that reason
alone render invalid the arbitration clause.
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ICC Rules (2012)
Article 6

3)
If any party against which a claim has been made ….
raises one or more pleas concerning the existence,
validity or scope of the arbitration agreement …, the
arbitration shall proceed and any question of jurisdiction
… shall be decided directly by the arbitral tribunal….

9)
Unless otherwise agreed, the arbitral tribunal shall not
cease to have jurisdiction by reason of any allegation that
the contract is non-existent or null and void, provided that
the arbitral tribunal upholds the validity of the arbitration
agreement.
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Subject Matter Arbitrability

Mitsubishi Motors v. Soler, 473 U.S. 614 (1985)

■■Dispute
involved
distribution
Mitsubishi,
Does
the nature
of theagreement
claims orbetween
subject
matter of the
Chrysler and Puerto Rican car dealer
dispute make them inappropriate for arbitration?
claims raised as defence

■Antitrust

■Issue: Whether antitrust claims arising under US Sherman Act are
arbitrable?
❑

Japan Commercial Arbitration Association, Tokyo

Do concerns of antitrust law make it inappropriate for
arbitration?
■
❑
❑

3 Japanese arbitrators
Japanese panel might apply US law, including statutory antitrust law, but contract called for Swiss law
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❑

Mitsubishi Motors v. Soler, 473 U.S. 614 (1985)
Supreme Court decision
■

■

■

■

“We are well past the time when judicial suspicion of the
desirability of arbitration and of the competence of arbitral
tribunals inhibited the development of arbitration….”
By agreeing to arbitrate statutory claim, party does not forgo
substantive rights…[instead] “trades the procedures and
opportunity for review of the courtroom for the simplicity,
informality, and expedition of arbitration”
Court has (1) strong belief in efficacy of arbitral procedures for
resolution of international commercial disputes, and (2)
commitment to enforcement of freely negotiated choice-of-forum
clauses
Anti-trust claims? (1) Congress has not shown an intention to
preclude waiver of judicial remedies in this area, and (2) the parties
themselves have not excluded statutory claims

26

■

Enforcement

New York Convention – provisions for seeking enforcement

Article III
Each Contracting State shall recognize arbitral awards as binding and
enforce them in accordance with the rules of procedure of the territory
where the award is relied upon, under the conditions laid down in the
following articles. . .
Article IV

1. To obtain the recognition and enforcement mentioned in the preceding
article, the party applying for recognition and enforcement shall, at the time
of the application, supply:

(a) The duly authenticated original award or a duly certified copy thereof;

(b) The original agreement referred to in article II or a duly certified copy
thereof.

27

28

Subject matter arbitrability

Public policy

29

■

Parsons & Whittemore Overseas, 508 F.2d 969 (2d Cir. 1974)

■
■
■
■

Public policy
Non-arbitrability – due to foreign policy issues
Inadequate opportunity to present defense
Award decided matters in excess of jurisdiction

US company asserted list of arguments for non-enforcement of
award:

❑

Court rejects all arguments
■
“pro-enforcement bias points to narrow construction of public
policy defense”
■
Public policy – “only when enforcement would violate
forum state’s most basic notions of morality & justice”
National policy does not equate to public policy
■

___________________________________

30

❑

U.S. Supreme Court Decisions on International Commercial Arbitration

Even statutory claims – e.g., those implicating important public
policy issues –will be deemed arbitrable

Create doctrine of fundamental judicial support and policy in favor
of international arbitration
Presumptive validity and enforcement of forum selection clauses

■

Enforcement of awards

■

■

31

■

Waiver of sovereign immunity
Costs and interest
Finality

IBA Rules - Taking of Evidence in International Commercial
Arbitration

Broad or narrow clause
Choice of law
Rules
Location
Language
Arbitrator(s)
Confidentiality
Rules of evidence and extent of discovery

Arbitration Agreement – what should be included?

■
■
■
■
■
■
■
■

■
■
■
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International Swaps and
Derivatives Association
(ISDA)

33

34

35

36

ICC Rules - Article 17

The parties shall be free to agree upon the rules of law
to be applied by the Arbitral Tribunal to the merits of
the dispute. In the absence of any such agreement, the
Arbitral Tribunal shall apply the rules of law which it
determines to be appropriate.

Article 17 Applicable Rules of Law
1
■

2
■

In all cases the Arbitral Tribunal shall take account of
the provisions of the contract and the relevant trade
usages.
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TTIP and ISDS

(Investor-State Dispute Settlement)

38

39

3315of
End
bilateral
2015: 700
investment
known treaties
cases (BITs)

Explosion in International Investment Agreements
■

400 ISDS
regional
free trade agreements
(FTAs)
444
proceedings
have been concluded
❑
❑
❑
❑
❑
❑
❑

no cases
central
authority
70 new
filed
in 2015 coordinating or regulating

United States: 47 BITs and 29 FTAs
36% in favor of State
Germany:
135ofBITs
and 64 FTAs
26%
in favor
investor
26 % settled
Italy:
88 BITs and 64 FTAs
12% cases withdrawn

■
■

■

40

Bilateral Investment Treaty (BIT)

■

■

“Investment” is all-encompassing concept → almost any
kind of business activity

Protects investors from both countries

Mutual guaranty of protection for “investments”

Turkey

■

Consent to investor-State arbitration

Italy

■

41

■

■

■

■

■

■

■

ban performance requirements

currency transfer standards, and

standards for expropriation and guarantees of prompt, adequate
and effective compensation

full protection and security for the investment

treatment in accordance with international law

fair and equitable treatment

most favored nation (“MFN”) treatment

national treatment

Core Guarantees

■

43

■

Historical issue: how to protect investor’s rights?

Barcelona Traction (1970):

States often prefer diplomacy (which can take years) before bringing
case before ICJ + exhaustion of local remedies

Only State has standing to sue

Before BITs – what were hurdles for companies seeking
compensation for foreign investments?
❑
❑

❑

■

Old rule: when unlawful act is committed against foreign company,
international law authorizes State of that company alone to make claim

44

■

6 years – ELSI in Italian courts to recover plant or seek compensation
1974 – USG becomes involved on behalf of Raytheon & sends diplomatic
note
1978 – 4 years – Italy finally answers note

Raytheon owned ELSI (Italian subsidiary) – manufactured sophisticated
electronic equipment
March 1968 – Raytheon decided to shutdown ELSI
Mayor of Palermo “requisitioned” plant - ELSI surrendered control
ELSI went into bankruptcy

The ELSI Case (1989)
❑

❑
❑
❑
❑
❑

❑
❑

❑

1987 – Approx. 10 years - further diplomatic exchanges, before dispute is
finally submitted to ICJ
July 1989 – issues judgment – rejects claim based on failure to show ELSI had
any substantial value at time of requisition – 21 years!

ICJ never reached issue of whether expropriation took place

45

■

■

■

Innovation in International Law:

Court

Mixed Private-Public International Disputes

Private law rights

Arbitration

InvestorState
arbitration

World Court (ICJ)

Mixed private-public enforcement

Public law rights

WTO (DSU)

47

Italy’s 2003 Model BIT

48

Dispute resolution under UNCITRAL rules or ICSID
additional facility

Chapter 11 contains provisions for the rights and protection of
foreign investors, similar to a BIT

NAFTA – Chapter 11
■

■

■

Concern: does it challenge a governments' ability to regulate
in the public interest

49

New political
climate

Brexit?

50

51

52

TTIP
Chapter 2 - Investment

53

54
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Thank you
Christopher Gibson
cgibson@suffolk.edu
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Unregistered Offerings of
Securities under U.S. Law

A Perspective for Foreign Lawyers

Prof. Joseph A. Franco
Suffolk University Law School
August 9, 2016

■

■

■

Three Basic Points

Most countries (including the U.S.) require
registration of securities sold within jurisdiction.
Most countries have exceptions to (or exemptions
from) the registration requirement and each
jurisdiction’s exceptions are of varying degrees of
breadth
■

The U.S. is fairly flexible in its exemptions and has become
increasingly so over time.

Registration exceptions or exemptions are potentially
(but not always) attractive for cross-border activity.

2

“If you build it, they will come”

from movie: Field of Dreams

FOCUS TODAY:
3 TRANSACTIONAL EXEMPTIONS
Regulation D – Rule 506 offerings (as amended)

[1]
PRIVATE OFFERING EXEMPTION – Section
4(a)(2)
■

Revised Regulation A (so-called Regulation A+)

[2]
LIMITED OFFERING EXEMPTION (Section
3(b))
■

Rule 144
Rule 144A
New Section 4(a)(7)

For example, exempt resales

Note: many other related exempt offerings (not discussed):

[3]
Crowdfunding Exemption – Section 4(a)(6) and
Section 4A
--■
■

■
■
■

■

■

■
■

■

JOBS Act of 2012 (Jumpstart Our
Business Start-ups) – Unregistered
Offering Portion

Significant expansion of Regulation A offerings
JOBS Act amends Section 3(b) to increase in funding caps to $50 million for
Regulation A offerings
SEC adopts implementing rules March 2015

Regulation A+ (Title IV)

Liberalized private offerings that permit significant public marketing activities but
limited to “accredited” investor purchasers and above
SEC adopts implementing rules in 2013

Regulation D Revisions – private offering (Title II)

NEW DEREGULATION OF PRIVATE OFFERING PROCESS
■

■

■

Small funding to general public with some investor protection safeguards
SEC adopts final rules in November 2015

Crowdfunding – Amending Securities Act Section 4(6) with new
Sections 4(a)(6) & Sections 4A (Title III)
■
■

Legal Preliminaries

[Registration Requirement – Section
5]

YOU MUST COMPLY WITH THE SECURITIES
ACT’S REGISTRATION REQUIREMENTS IN
OFFERING OR SELLING SECURITIES

SECURITIES ACT of 1933: Basic Registration
Requirement for Securities Offerings
■

■

UNLESS THE TRANSACTION IS, OR THE
SECURITIES ARE, EXEMPT FROM THE
REGISTRATION REQUIREMENT.

[Registration Exemptions – Sections
3 & 4]

Public offering of
shares or debt

BASIC PUBLIC OFFERING MODEL
ISSUER

Investor 2

(1) transactions by any person
other than an issuer, underwriter,
or dealer. [Ordinary
Trading Exemption]

DISTRIBUTION

1

PUBLIC

Underwriting
syndicate

Investor 1

market trading

FOCUS TODAY:
3 TRANSACTIONAL EXEMPTIONS
Regulation D – Rule 506 offerings

[1]
PRIVATE OFFERING EXEMPTION – Section
4(a)(2)
■

Regulation A and Reg A+

[2]
LIMITED OFFERING EXEMPTION (Section
3(b))
■

Rule 144
Rule 144A
New Section 4(a)(7)

For example, exempt resales

Note: many other related exempt offerings (not discussed):

[3]
Crowdfunding Exemption – Section 4(a)(6) and
Section 4A
--■
■

■
■
■

Sells shares

Resale

PURCHASER/
(potential
conduit)

The Resale Issue
ISSUER
(Exempt)

PUBLIC

1

shares

2

INTERMEDIARY/
AFFILIATE

Investor 2

3

SECONDARY
DISTRIBUTION

shares (much later)

DISTRIBUTION v. ORDINARY
TRADING
ISSUER

4

PUBLIC

Distribution
(conduit)

Investor 1

trade

Typically
involving a
brokerdealer

Unregistered Offering
ISSUER
Offering by means
other than
public offering

SELECTED INVESTORS
(limited by type or
manner of offering)

Private Offering Exemption: Section 4(a)
(2) & Rule 506 (regulatory safe harbor)

Securities Act Section 4(a):
Exempt Transactions

The [registration requirements of the Securities
Act] shall not apply to --

*

*

(2) transactions by an issuer not involving any
public offering. [Private Offering
Exemption]

*

Famous Judicial Interpretation:
RALSTON PURINA STANDARD

THE APPLICABILITY OF 4(2) SHOULD
TURN ON WHETHER THE PARTICULAR
CLASS OF PERSONS AFFECTED NEEDS
THE PROTECTION OF THE ACT. AN
OFFERING TO THOSE WHO ARE
SHOWN TO BE ABLE TO FEND FOR
THEMSELVES IS A TRANSACTION
“NOT INVOLVING ANY PUBLIC
OFFERING.” (emphasis added)

Example 1: Regulation D and
Rule 506 (safe harbor
pursuant to Section 4(a)(2))

GENERAL RULES (including
definitions) – definitions and conditions
SPECIFIC EXEMPTIONS

REGULATION D (structure)
■

■

■
■
■

RULE 504 – Limited Offering
RULE 505 – Limited Offering
RULE 506 – Non-exclusive safe harbor
for private offering under Section 4(a)(2)
of unlimited size

Table 1. Number of offerings by type
of offering and year

2011

2010

2009

Year

954

863

1,072

942

Public equity

1,510

1,473

1,465

1,930

1,445

Public debt

33,429

30,429

28,184

27,336

25,993

18,295

1,534

1,602

1,302

1,148

1,607

1,240

Rule 144A

674

841

531

960

930

942

Other private*

Private Offerings

2012
1,250

1,576

Public Offerings

2013

1,176

Regulation D

2014

*Includes offerings conducted under Regulation S, Regulation A and Section 4(a)(2).

Source: Scott Bauguess, Rachita Gullapalli, and Vladimir Ivanov, Capital Raising in the U.S.:
An Analysis of the Market for Unregistered Securities Offerings, 2009-2014 (Staff Members of SEC DERA)

2012

2011

2010

Year
2009

19,846

18,187

18,174

17,581

13,764

15,254

14,533

13,284

12,536

11,864

7,077

1,332

1,029

903

863

1,025

595

Total
amount sold
($ Billions)

24

24

27

28

26

36

Mean
amount sold
($ millions)

1.5

1.5

1.5

1.5

1.4

1.5

Median
amount sold*
($ millions)

Table 2. Capital raised through
Regulation D and Regulation D/A
offerings*

2013

22,004

Regulation D Regulation D/A
filings
filings
(number)
(number)

2014

*Mean and median amount sold based on initial (new) Form D filings only. Total amount sold includes
additional amounts raised and reported in amended filings, recorded at the time of the amendment.
Includes offerings conducted under Regulation S, Regulation A and Section 4(a)(2).

Source: Scott Bauguess, Rachita Gullapalli, and Vladimir Ivanov, Capital Raising in the U.S.:
An Analysis of the Market for Unregistered Securities Offerings, 2009-2014 (Staff Members of SEC DERA)

■

■

RULE 506 – 2 related
exemptions
RULE 506(b)

– no general solicitations but may sell up
to 35 non-accredited investors

RULE 506(c) (relatively recent –
2013)

– can use general solicitations provided
sales exclusively to verified accredited
investors

Table 3. Capital raised through Rule 506
(c) and Rule 506(b) offerings: September
23, 2013-December 31, 2014

Total amount sold includes incremental amounts reported to be raised in amended filings (Form D/As).
Mean and median amounts sold based on initial (new) Form D filings only. Median offer size is based on offerings
that report their amount of offering.

Source: Scott Bauguess, Rachita Gullapalli, and Vladimir Ivanov, Capital Raising in the U.S.:
An Analysis of the Market for Unregistered Securities Offerings, 2009-2014 (Staff Members of SEC DERA)

Non Funds Incremental
2%

Non FundsInitial
11%

Figure 9 (partial): Amounts raised by funds and
non-funds in Rule 506(b) market: Sept. 23,
2013 – December 31, 2014

Funds Incremental
43%

Funds- Initial
44%

Source: Scott Bauguess, Rachita Gullapalli, and Vladimir Ivanov, Capital Raising in the U.S.:
An Analysis of the Market for Unregistered Securities Offerings, 2009-2014 (Staff Members of SEC DERA)

Figure 9 (partial): Amounts raised by funds and
non-funds in Rule 506(c) market: Sept. 23,
2013 – December 31, 2014

Initial

Non Funds

Funds

34%

Non Funds –

-

Incremental
23%

Funds- Initial
41%

2

Incremental 2%

Source: Scott Bauguess, Rachita Gullapalli, and Vladimir Ivanov, Capital Raising in the U.S.:
An Analysis of the Market for Unregistered Securities Offerings, 2009-2014 (Staff Members of SEC DERA)

■

■

Accredited Investor Platforms
http://www.ourcrowd.com/

OurCrowd
■

http://www.funded.com/

funded
■

Private (or other exempt)
offerings by foreign issuers
■
■

Private placement pursuant to Rule 506
Use of resale exemption under Rule
144a:

offering to “qualified institutional buyers” (or
QIBs) in the United States of foreign securities
(that may have been offered publicly or
privately overseas provided the securities are
not otherwise listed for public trading in the
U.S.

Other Regulation D
Requirements

Substantial Compliance

(1) Information Requirements;
(2) Filing Requirements;
(3) Resale Restrictions; and
(4) Consequences of NonCompliance
•

■

■

■

■

Other requirements and
features
Rule 502(b) -- Varies by issuer

Disclosure obligations & information requirements to nonaccredited investors
■

Form D
■
■

Online electronic filing
Electronic Filing and Revision of Form D, Securities Act Release No.
8891, 73 FR 10592 (Feb. 27, 2008)
Rule 508

Substantial compliance
■

Non-integration principle (Rule 502(a) – Note)

Foreign offerings
■

■

■

Disclosure under
Regulation D

Non-accredited investors are entitled to disclosure
Offerings applicable: Rule 505 & 506(b)

Rule 502 (b) –
■
■

Offerings Up to $2 million: audited balance sheet
Offerings up to $7.5 million: streamlined audited financials
Offerings more than $7.5 million: audited full financials

By reporting companies: information contained in
required filings
By non-reported companies

Tiered-Disclosure Requirements
■

■
■
■
■

■

■
■

SA Rule 503 Filing
Requirement

Notice of sale under Regulation D must be filed
within 15 days of the first sale – on Form D
■

Form D requires basic information relating to
offering such as identity of sponsor, amount of
offering, use of proceeds and sales commissions to
be paid

Filing must be electronic
FINRA Rules – must file placement materials

■

■

Restrictions on Resale

Inquiry
Notice
Legend

Issuer must use reasonable care to prevent resales

Generally:
■
■
■
■

Rule 504(b)(1):
■

Special provision that may permit resales to the
extent permitted by applicable state law, but
otherwise restrictions apply

Section 506(c) – technical
information

Conditions when offering not subject
to limitations on manner of offering

Rule 506(c) Exemption for limited offers and
sales without regard to dollar amount of
offering.

(c) Conditions to be met in offerings not subject to
limitation on manner of offering—(1) General
conditions. To qualify for exemption under this
section, sales must satisfy all the terms and
conditions of §§ 230.501 and 230.502(a) and (d).
(2) Specific conditions—(i) Nature of purchasers. All
purchasers of securities sold in any offering under
paragraph (c) of this section are accredited
investors.

Rule 506(c) Exemption for limited offers and
sales without regard to dollar amount of
offering.

.

(2)(ii) Verification of accredited investor status. The issuer shall take reasonable steps to verify that purchasers of securities sold in any offering under
paragraph (c) of this section are accredited investors. The issuer shall be deemed to take reasonable steps to verify if the issuer uses, at its option, one of the
following non-exclusive and non-mandatory methods of verifying that a natural person who purchases securities in such offering is an accredited investor;
provided, however, that the issuer does not have knowledge that such person is not an accredited investor:
(A) In regard to whether the purchaser is an accredited investor on the basis of income, reviewing any Internal Revenue Service form that reports the
purchaser's income for the two most recent years (including, but not limited to, Form W-2, Form 1099, Schedule K-1 to Form 1065, and Form 1040) and
obtaining a written representation from the purchaser that he or she has a reasonable expectation of reaching the income level necessary to qualify as an
accredited investor during the current year;
(B) In regard to whether the purchaser is an accredited investor on the basis of net worth, reviewing one or more of the following types of documentation
dated within the prior three months and obtaining a written representation from the purchaser that all liabilities necessary to make a determination of net
worth have been disclosed:
(1) With respect to assets: Bank statements, brokerage statements and other statements of securities holdings, certificates of deposit, tax assessments, and
appraisal reports issued by independent third parties; and
(2) With respect to liabilities: A consumer report from at least one of the nationwide consumer reporting agencies; or
(C) Obtaining a written confirmation from one of the following persons or entities that such person or entity has taken reasonable steps to verify that the
purchaser is an accredited investor within the prior three months and has determined that such purchaser is an accredited investor:
(1) A registered broker-dealer;
(2) An investment adviser registered with the Securities and Exchange Commission;
(3) A licensed attorney who is in good standing under the laws of the jurisdictions in which he or she is admitted to practice law; or
(4) A certified public accountant who is duly registered and in good standing under the laws of the place of his or her residence or principal office.
(D) In regard to any person who purchased securities in an issuer's Rule 506(b) offering as an accredited investor prior to September 23, 2013 and continues
to hold such securities, for the same issuer's Rule 506(c) offering, obtaining a certification by such person at the time
of sale that he or she qualifies as an accredited investor

■

■

■

■

Result: Rule 506(c)
(adopted July 2013)

Permits use of general solicitation to offer and sell
securities under Rule 506, subject to conditions:
At the time of sale of the securities, all of the purchasers
are, or the issuer reasonably believes them to be
accredited investors;
The issuer takes “reasonable steps” to verify that the
purchasers are accredited investors; and
All of the terms and conditions of Rule 501 and Rules
502(a) and 502(d) of Regulation D are satisfied.

Safe Harbor for Verification of
Accredited Investor Status

Note: Investor Questionnaire not satisfactory

Receipt of certain documentation of levels of income or
net worth of purchasers (such as tax returns, bank
statements, and credit reports)
Verification of accredited investor status from certain third
parties (such as registered broker-dealer, certified public
accountant, or licensed attorney)

Proving reasonableness of issuer’s steps,
include:
■

■

■

■
■
■

Easy access to multiple documents
Hyperlinking
Locating and searching out material

ISSUER AND UNDERWRITER HAVE POTENTIAL
FOR MORE DIRECT COMMUNICATION WITH
INVESTORS
INVESTOR HAS GREATER ACCESS TO MORE
SOURCES OF INFORMATION

EFFECT OF ELECTRONIC
MEDIA ON DISCLOSURE
■

■

■

GREATER CHANCE OF CONFLATION BETWEEN
OFFERING MATERIALS AND OTHER
INFORMATION CHANNELS

Communications and
Solicitation Restrictions
■

Solicitations over the internet will be
treated as general solicitations, unless
■

■

web site has password protocols limiting
general public’s access
web site contains cautionary features
clearly designed to screen out investors
from jurisdictions excluded from the
communication.

□

□
□

Relevant U.S. Citations on
Electronic Media

Commission Guidance on the Use of Company
Websites, Exchange Act Release No. 58288 (Nov. 5,
2008)
Use of Electronic Media, Securities Act Release No.
7856 (April 28, 2000)
Statement of the Commission Regarding the Use of
Internet Web Sites to Offer Securities, Solicit Securities
Transactions or Advertise Investment Services Offshore,
Securities Act Release No. 7516 (March 1998)

Example 2: LIMITED OFFERING
EXEMPTION (Section 3(b)(2)-(b)(6))
■

Regulation A+ (amended version of old
Regulation A) (Securities Act Rules 251-63)

■

■

Rethinking Regulation A

Size of offering limited to less than $5 million
“Testing the waters” materials limited to potential
investors
State law registration limitations applicable

“Old” Regulation A (largely unused):
■
■

■

“New” Regulation A+:
■
■
■

Size of offering raised to $50 million
No restriction on testing the waters materials
State law registration limitations applicable only to
offerings of less than $20 million

■

Regulation A +: two offering
tiers

■

■

Tier 2: up to $50 million in a 12 month period

Selling security-holders sales cannot exceed 30% of offering in initial
qualified offering for 12 month period
Thereafter, no more than $6 million in sales by affiliates in any 12
month period

Tier 1: up to $20 million in a 12 month period

Subject to compliance with eligibility and other
conditions:
■

■
■

■

Selling security-holders sales cannot exceed 30% of offering in initial
qualified offering for 12 month period
Thereafter, no more than $15 million in sales by affiliates in any 12
month period

■

■

■

Oversight of Process

Part I: identifying information
Part II: basic information that makes up narrative portion of Offering
Circular (scaled back from what would be required in standard
registration statement on Form S-1) + certain financial info
Part III: exhibits

SEC Review: No sales before SEC issues notice of
“qualification.” In the case of public offerings, the SEC must
declare the registration statement with notice of effectiveness.
Electronic Filing: Form 1-A -- three parts
■
■

■

Securities Act Liability: civil liability for materially
misleading statements in offering circular

Issuer Eligibility: available to U.S. and
Canadian issuers of equity, debt or convertible
securities
Excluded issuers:
■
■
■

■
■

Issuer of SEC-reporting company
Registered investment companies
Oil, gas or mineral extraction businesses offering
fractional undivided interests
Blank check companies
Issuers subject to general disqualification
conditions

■

■

■

General Features
Testing the waters:

May circulate publicly solicitation material (including so-called “preliminary
offering circular”) before filing with the SEC or at any time during the
offering

Non-integration:

Regulation A offerings are not integrated with prior offerings and will not be
integrated with offerings in the subsequent 6 months. Such offerings are
also not integrated with:
■ Employee retirement benefit plans or compensation arrangements;
■ Regulation S offerings
Crowdfunding offerings
■

Confidential treatment: non-public submissions permitted

Offering Tier-Specific
Additional Conditions
■
■
■
■

Financial Statement Requirements
State Law Coordination
Investor Limitations
Periodic Reporting and Exchange Act
Reporting Triggers

Tier 1 Offering: Additional
Conditions

■ Financial Statement Requirements: 2 years of most
recent balance sheets and income statements (but need only be
reviewed and not audited if not otherwise audited)

Investor Limitations: none
Periodic Reporting and Exchange Act

■ State Law Coordination: must comply with relevant state
law registration requirements (e.g., half of all states require audited
financials)
■
■

Reporting Triggers: none other than offering results (Form 1Z) except may trigger reporting requirement if more than 500 nonaccredited investors of record and $10 mil. in assets

■

■
■

■

Tier 2 Offering: Additional
Conditions

Financial Statement Requirements: 2 most
recent years of audited income statement and balance sheet

State Law Coordination: state law preempted

Investor Limitations: Non-accredited investors limited
in investments for non-exchange traded securities

Periodic Reporting and Exchange Act

Reporting Triggers: special Tier 2 periodic reporting
requirements – annual, semi-annual, and other reports – and
not subject to Exchange Act reporting triggers except if
public float exceeds $75 million.

Result: More of a whimper
than a bang

As of June 2016:
■ 94 companies had filed to raise a total of $1.7
billion
■ 45 offerings have qualified to raise funds of
$785 million
■ Only a handful have actually successfully
completed offerings

Source: Ruth Sinon, “Few Small Businesses Take Advantage of Mini-IPOs,”
Wall St. J. (electronic ed. July 6, 2016)

■

■

■

■

Reg A+ & Crowdfunding
Platforms
www.startengine.com

Start Engine
■

http://www.seedinvest.com/

SeedInvest
■

http://www.manhattanstreetcapital.com/

Manhattan Street Capital Inc. (only Reg A)
■

http://www.equitynet.com/

EquityNet
■

Example 3: CROWDFUNDING

■

■

■

Crowdfunding

Donation Crowdfunding: Reward or charity
crowdfunding
■
■

Example: kickstarter
2011-13: 30,000 projects, $350 million raised from
2.5 million individuals

Others: Indiegogo, GoFundMe, Razoo, Seed &
Spark
Italy:DeRev.com, Rete del Dono,
produzionidalBasso.com

■

■

“securities” crowdfunding
– slow process in U.S.

Not formally permitted by statute until JOBS
Act of 2012

Legislative approach -- guarded:
■

■

Allow equity crowdfunding for issuers in any 12 month
period up to $1 million.
Crowdfunding offerings must be conducted through an
intermediary (either a broker-dealer or a registered
funding portal)

Crowdfunding Rules Finally
Adopted!

Crowdfunding. Securities Act Release
No. 9974 (Oct. 30, 2015)
■ Regulation Crowdfunding. The final rules
and forms are effective May 16, 2016,
except § 227.400
■ Form Funding Portal and the amendments
to Form ID are effective January 29, 2016.

■

■

■
■

Basics:
No more than $1 million in total in any 12 month period

Size and amount restrictions
■

■
■

$2000 or 5% of annual income if income less than $100,000
Otherwise, 10% of the annual income or net worth not to exceed $100,000.

Single investor threshold amounts:

■

No resales for one-year except to authorized purchasers (e.g., issuer, its
affiliates, family members)

Funding platform must register
Affirmative obligations to ensure offerings are compliant
Issuer required to conduct offering on funding platform

Issuer mandated disclosure
Crowdfunding Platforms
■
■
■

Issuer Eligibility:
Excluded issuers:
■
■
■
■
■

Non-U.S. issuers
Issuer of SEC-reporting company
investment companies – registered or exempt
Blank check companies
Issuers subject to general disqualification
conditions

■

“securities” crowdfunding
in the U.S.

■
■

Crowdfunding offerings must be conducted through an
intermediary (either a broker-dealer or a registered funding
portal). SEE SA SECTION 4A
Scaled-down SEC filing requirements (Form C)

$2000 or 5% of annual income if income less than $100,000
Otherwise, 10% of the annual income or net worth not to exceed
$100,000.

New Section 4(a)(6) exemption: authorizes rules that allow
issuers to solicit and sell up to $1 million in securities to a “crowd”
in conformity with the exemption’s terms. No integration with other
offerings.
Single investor threshold amounts:
■

■

■

■
■

■

■

■

■
■

Portal imposed safeguards to
provided investor protection

Crowdfunding offerings must be conducted online and through a single portal
Offering must be open at least 21 days and portal will ensure that offering
achieves targeting closing amount before closing
Portal can have financial interest in offering issuer only as compensation in
connection with services rendered in offering
Portal may accept investor money only from established account holders and
portal must make investor qualification determination with respect to
participation in any offering.
Portal must provide ability for communication about offering on its portal site
to investors
Portal must make required issuer information available to investors
Portal has due diligence obligation with respect to issuer to reasonably belief
issuer is operating in good faith

Crowdfunding
International Wrinkles:
■

■

Non-U.S. firm can qualify as a funding
portal subject to additional requirements
to ensure regulatory jurisdiction.
U.S. registered portal may be used to
make offerings to non-U.S. persons
without U.S. oversight (but presumably
would be subject to regulatory oversight
of foreign jurisdiction)

Some differences between federal
crowdfunding and crowdfunding within
a single state
■

States can establish different
requirements with respect to
crowdfunding that is aimed exclusively
at investors within a single state.

The “crowdfunding” exemption
– Section 4(a)(6)

(6) transactions involving the offer or sale of securities by an issuer
(including all entities controlled by or under common control with the
issuer), provided that—

(A) the aggregate amount sold to all investors by the issuer, including any amount
sold in reliance on the exemption provided under this paragraph during the 12-month
period preceding the date of such transaction, is not more than $1,000,000;
(B) the aggregate amount sold to any investor by an issuer, including any amount sold
in reliance on the exemption provided under this paragraph during the 12-month
period preceding the date of such transaction, does not exceed— (i) the greater of
$2,000 or 5 percent of the annual income or net worth of such investor, as applicable,
if either the annual income or the net worth of the investor is less than $100,000; and
(ii) 10 percent of the annual income or net worth of such investor, as applicable, not
to exceed a maximum aggregate amount sold of $100,000, if either the annual income
or net worth of the investor is equal to or more than $100,000;
(C) the transaction is conducted through a broker or funding portal that complies with
the requirements of section 77d–1(a) of this title; and
(D) the issuer complies with the requirements of section 4A–1(b) of this title.

■
■

■
■

■
■

Section 4A - subsection (a):
Requirements for intermediaries

Registration requirements as broker or a funding portal
Must register with FINRA (or national securities
association)
Provide investor education and protection measures
Ensure proceeds go to issuer and appropriate
provisions for cancellation of purchases;
Provides some assurances relating to investor eligibility
prohibition on third-party compensation

■

Section 4A - subsection (b):
Requirements for issuers

$100,000 or less: financial figures as certified by
executives found on most recent tax filings
More than $100,000, but not more than $500,000:
financial statements of issuer reviewed by independent
auditor
More than $500,000: audited financials

Filing with SEC and furnishing to investors
minimum level of disclosures relating to
entity, business plans and financial
statements tiered to offering sizes:
■

■

■

■

Section4A- subsection (c): Liability for
material misstatements and omissions

Creates a liability regime analogous to
Section 12(a)(2) liability:

An issuer shall be liable in an action under paragraph (1), if the issuer—
(A) by the use of any means or instruments of transportation or communication in
interstate commerce or of the mails, by any means of any written or oral
communication, in the offering or sale of a security in a transaction exempted by
the provisions of [section 4(a)(6)], makes an untrue statement of a material fact or
omits to state a material fact required to be stated or necessary in order to make
the statements, in the light of the circumstances under which they were made, not
misleading, provided that the purchaser did not know of such untruth or
omission; and
(B) does not sustain the burden of proof that such issuer did not know, and in the
exercise of reasonable care could not have known, of such untruth or omission.

Some Comparisons

Level of Investor
Protection

Some but largely
determined by the
participants as long as they
are deemed accredited
investors

Nature
Potentially very large
offerings

Scaled down issuer
requirements but some
assurance of issuer integrity

Unregistered
Offering - Type

Enhanced
Regulation A

Small-scale tiered capital
offerings to the public
through broker-dealers

Private placement
(pursuant to Rule
506)

Crowdfunding

Very small offerings to the
public over the internet
through funding portals

Significant investor
protections to ensure only
what is permitted happens
but little assurance about
issuer capabilities

So in the case of unregistered offerings
-- “If you build it, will they come?”

Yes, but only in some cases and only to some
extent; the business logic of the offering must
still be consistent with regulatory constraints

Sealing the Border:

Procedures and Practices of a Section 337 Proceeding in the U.S. International Trade Commission

August 8, 2016
Mike Newman, Member
Adam Samansky, Member

Mintz Levin. Not your standard practice.

Overview

• Background on the International Trade Commission (ITC) and Section
337 Investigations

• Advantages/Disadvantages of Patent Litigation at the ITC
• Procedural Overview of a Section 337 Case
• Enforcement
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Background on ITC and Section 337

3

Background on ITC and Section 337

• The USITC is an independent, quasi–judicial federal administrative

agency with broad investigative responsibilities on matters of trade.

• Established by Congress in1916 as the U.S. Tariff Commission. In 1974,

the name was changed to U.S. International Trade Commission.

Consistent with its statutory mandate, the Commission makes determinations

• Mission:
–

in proceeding involving imports claimed to injure a domestic industry or
violate U.S. Intellectual property rights;

– Provide the President, USTR, and Congress with independent quality analysis,

information, and support on matters relating to tariffs and international trade
and competitiveness;

– Maintain the Harmonized Tariff Schedule of the United States (HTS).

4

Background on ITC and Section 337
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Background on ITC and Section 337
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Background on ITC and Section 337
• Office of Unfair Import Investigations (OUII)
– Advises ITC on whether to commence an investigation

• Offers informal pre-filing advice to Complainant on compliance with pleading rules

– Participates as an independent party in an investigation on behalf of the
public interest
• Serves discovery
• Takes positions on motions
• Examines witnesses at depositions and trial
• Takes position on merits of case
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Background on ITC and Section 337
Section 337

– Section 337 of the Tariff Act of 1930, as amended (19 U.S.C. § 1337) authorizes

the ITC to investigate unfair methods of competition and unfair acts, including

IP infringement, in the importation of articles into the United States.

8

Background on ITC and Section 337
• Violations of Section 337
– Importation
– Infringement
– Domestic Industry

• Remedies under Section 337
– General Exclusion Order (GEO)
– Limited Exclusion Order (LEO)
– Cease and Desist Order (C&D)

• Presidential Review

• Appeals to the Court of Appeals for the Federal Circuit (CAFC)
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Background on ITC and Section 337
• Patent Litigation at the ITC vs. District Court

• Procedures similar to Federal Civil Procedure and District Court practice

– Procedural rules similar to Fed. Rules (19 C.F.R. Chapter II, Part 210)
– Judges Ground Rules provide key guidance
– Number of discovery requests

• Trials similar to District Court bench trials except:

– ITC Judges follow but not bound to Federal Rules of Evidence
– ITC Judges more likely to admit hearsay
– ITC evidentiary record typically voluminous

• ITC Judges render “Initial Determinations” that are subject to full

Commission review and render an opinion on all issues
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Background on ITC and Section 337

Length

in rem (articles)

≤18 months

ITC

in personam (people)

average of 3 years

District Court

Patent Litigation at the ITC vs. District Court

Jurisdiction

Federal Rules apply

monetary damages only, unless
eBay factors also allow injunction

public by default

677 judges with diverse caseload

broad
Six ALJs with
predominantly
patent caseload
automatic administrative
protective order

Discovery
Judges

Confidentiality

Remedy

exclusion orders/cease
and
desist orders
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Background on ITC and Section 337

Complainant

ITC

Defendant

Plaintiff

District Court

Terminology ITC vs. District Court

Respondent

Summary Judgment
Trial

District Judge’s Opinion

Magistrate’s Decision

Summary Determination
Hearing
Initial Determination
Petition for Review
Commission Opinion
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Background on ITC and Section 337

• Canada

• British Virgin Islands

• Bermuda

• Japan

• Israel

• German

• France

• UK

• Taiwan

• Switzerland

• Korea

Usage by Non-U.S. Based Complainants

• Finland
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Background on ITC and Section 337
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Background on ITC and Section 337
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Background on ITC and Section 337
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12%

Background on ITC and Section 337
Dispositions at the ITC since 2004

45%

22%

21%

Complaint withdrawn
No violation
Violation
Terminated due to arb
Settled
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Advantages and Disadvantages of Patent
Litigation at the ITC
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Advantages/Disadvantages of Patent Litigation at the ITC

• Speed
• IP Expertise
• Broad Injunctive Relief
• Domestic Industry
• Other Pros and Cons
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Advantages/Disadvantages of Patent Litigation at the ITC

Speed
– Statutory responsibility to complete cases quickly

– Statutory/rule responsibility to adhere to target dates for completion

– Investigation commenced within 30 days after complaint is filed
– ITC serves the complaint and Notice of Investigation
– Protective Order issues immediately upon institution
– Discovery commences immediately

20

Advantages/Disadvantages of Patent Litigation at the ITC

Speed (cont.)
– Judge conducts initial discovery conference
– Discovery/motions proceed on short deadlines
– Judges available to resolve discovery disputes
– Average time to trial = 10 months

21

Advantages/Disadvantages of Patent Litigation at the ITC

IP Expertise
– Statutory responsibility to conduct IP investigations
– Approximately 90% of cases are patent cases
– ITC has internal review process

• Multiple attorneys involved in determining whether to adopt or modify Judge’s
opinion before issuance of final ITC opinion

– ITC defends its own opinions at the Federal Circuit

– Higher Percentage of ITC decisions affirmed by Federal Circuit
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Advantages/Disadvantages of Patent Litigation at the ITC

Broad Injunctive Relief
– Exclusion Orders

• Directs U.S. Customs Service to stop entry of infringing articles at all U.S. ports
• Framework for Customs Service seizure and forfeiture

• In Rem Jurisdiction – Functions without regard to personal jurisdiction

• ITC procedures available to Complainant to broaden Customs enforcement (advisory

opinion procedures, enforcement procedures, modification procedures)
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Advantages/Disadvantages of Patent Litigation at the ITC
Broad Injunctive Relief (cont.)
– Limited Exclusion Orders (LEO)

• Bars importation of the accused product from Respondents named in the
Investigation
• Issued by ITC in the typical case

– General Exclusion Orders (GEO)

• Bars infringing products from all sources (even sources that were not parties to

the investigation) See, e.g., Certain LED Photographic Lighting Devices , Inv. No.
337-TA-804 (January 17, 2013)

Proof of widespread infringement; difficulty identifying the source; and/or ease of evading a LEO

• Rare and highly coveted. Higher statutory standard requires:
–
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Advantages/Disadvantages of Patent Litigation at the ITC

Broad Injunctive Relief (cont.)

– eBay, Inc. v. MercExchange, LLC, 126 S.Ct. 1837 (2006) does not apply

–

–

–

Importation activity governed differently under the trade laws

Balance of harms and public interest analysis as part of ITC analytical framework

Amendments to remove injury requirement confirm that irreparable harm need not be proven

Tariff Act of 1930 contains legislative determination that there is an inadequate remedy at law
for unfair acts in import commerce

• Commission finds eBay not applicable to Section 337 cases

–
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Advantages/Disadvantages of Patent Litigation at the ITC

Other Pros and Cons
– No counterclaims
• Case focused on allegations in Complaint and ITC Notice
• ITC directed by statute to not consider counterclaims
• Counterclaims, if any, must be removed to District Court

– Nationwide subpoena power
– No issues with personal service of Complaint
– No laches defense
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Advantages/Disadvantages of Patent Litigation at the ITC

Other Pros and Cons
– Proceeds quicker than Inter Partes Review (IPR)
• Cannot be stayed pending IPR

– Rare to have an early Markman decision
– No monetary damages

– President can disapprove or delay on public policy grounds
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Advantages/Disadvantages of Patent Litigation at the ITC

Other Pros and Cons
– Automatic protective order
– Third party discovery
– Mediation program
– Mandatory settlement conferences
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Advantages/Disadvantages of Patent Litigation at the ITC

Other Pros and Cons
– Parallel District Court cases usually filed

• Defendant can stay case as a matter of right while ITC investigation will proceed to
conclusion

• District Court stay can be lifted and case tried again, for money damages

• Commission determination on infringement and validity is persuasive but not res
judicata
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Procedural Overview of a Section 337 Case

30

Requirements of Section 337

• Section 337 of the Tariff Act of 1930 (19 U.S.C. § 1337):

– “(a)(1)(B) The importation into the United States, the sale for importation, or

the sale within the United States after importation by the owner, importer, or
consignee, of articles that

• (i) infringe a valid and enforceable United States patent or a valid and enforceable
United States copyright registered under title 17; or

• (ii) are made, produced, processed, or mined under, or by means of, a process

covered by the claims of a valid and enforceable United States patent [is declared
unlawful]”

– “(a)(2) Subparagraphs (B) … apply only if an industry in the United States,

relating to the articles protected by the patent … exists or is in the process of
being established.”
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Requirements of Section 337

• To show a violation of Section 337, a complainant must therefore
establish:

– The accused products have been imported into the United States;

– The accused products infringe at least one valid, enforceable claim of a U.S.
patent;

– There exists a domestic industry in the United States related to the patent that
is infringed.
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Requirements of Section 337 – Domestic Industry
• “Domestic Industry”

– U.S. and foreign entities may file at ITC if “Domestic Industry Test” is satisfied for
standing

• Same rules apply regardless of whether the complainant is American or foreign

• Caution: The ITC is a political body, and political considerations may affect outcome

– Two prongs of the Domestic Industry requirement:

• Economic Prong ─ Under 337(a)(3) a US domestic industry shall be considered to exist if

–

–

substantial investment in exploitation of patented article, including engineering, R&D or licensing

significant employment of labor or capital

significant investment in plant or equipment

there is, with respect to patented article (actual product covered by patent):

–

Any claim of the patent can be practiced (whether asserted against Respondents in the investigation

• Technical Prong – the domestic industry product(s) must practice the asserted patent
–

or not) to establish the technical DI
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Requirements of Section 337 – Domestic Industry
• “Domestic Industry” (Continued)
– Ways of establishing a domestic industry:

• Complainant itself can establish a domestic industry through investment in labor and

capital (337(a)(3)(A)), plant and equipment (337(a)(3)(B)), or engineering, research and

Complainant can also show that it has attempted to establish a domestic industry

complainant has invested $50 million in research related to developing patented technology

complainant built a factory and utilizes a significant amount of equipment to run the factory,

E.g., complainant employs 100 people to develop technology related to products it sells,

development, or licensing (337(a)(3)(C))
–

–

Actions of subsidiaries or licensees may be sufficient, but must show existence of articles covered

articles which can be made by licensee

19 U.S.C. § 1337 does not limit the domestic industry to only the complainant – limited to protected

• Complainant can rely on the activities of its licensees
–

–

by the patents-at-issue. In re Computers and Computer Peripheral Devices (337 TA 841 – Jan. 9,
2014)
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Requirements of Section 337 – Domestic Industry
• “Domestic Industry” (Continued)
– Ways of establishing a domestic industry:

• Under “technical prong” of domestic industry test, domestic product or process “must

be covered by the asserted claims; the test ‘is essentially the same as that for

infringement, i.e., a comparison of domestic products to the asserted claims.’” Osram

GmbH v. International Trade Comm’n, 505 F.3d 1351 (Fed. Cir. 2007)

• Recent cases extend domestic industry test out to non-practicing entities (primarily

licensing) – efforts to negotiate (NPE such as Walker Digital) – but trying to limit under
new cases
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Requirements of Section 337 – Domestic Industry
• “Domestic Industry” via Licensing

– The Licensing Investment Must Be Attributable to the Asserted Patents

• Must show a “nexus” between the investments and the asserted patents – need
Nexus between investments and patent portfolio is NOT sufficient

allocation to specific patents.
–

• Company that holds many patents organized in different portfolios must be able to

track its activities and expenditures in order to allocate them to the appropriate
license.

• Companies who both engage only in revenue-driven licensing and do not allocate

licensing expenditures specific to the asserted patents will have a difficult time

meeting the domestic industry requirement via licensing activities.

• The Licensing Investment Must Be "Substantial" as opposed to "Significant"
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Public Interest

7–9

Hearing

Discovery &
Prehearing Filings

Investigation Instituted

0

10–12

Posthearing Filings

14–16

16–18

Executive
Branch
Review/
Review/
Exclusion

Entry Only
Under Bond

Commission
Opinion and
Remedial Order(s)
Issued

ALJ’s Initial Determination/
Recommended
Determination

Background on ITC and Section 337

-1

Complaint filed

MONTHS
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Section 337 – Remedies: General Exclusion Order Evidence
• Evidence for unauthorized pattern:
– Importation by numerous manufacturers
– Foreign infringement suits based on counterpart patents
– History of unauthorized foreign use.

• Evidence for business conditions:
– Established US demand for product
– Availability of marketing & distribution networks in US.

• Evidence for foreign manufacturers
– Low cost to make product outside US – e.g., earplugs
– Large number of possible foreign manufacturers
– Difficulty of identifying source of products

38

Enforcement
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Enforcement

• Orders are enforced by the U.S. Customs and Border Protection (CBP), a
component of the Department of Homeland Security

• ITC sends a copy of the exclusion order to the IP Rights Branch at CBP
Headquarters in Washington, D.C.

• After consulting with the ITC about the language of the order and any
technical issues, the order is forwarded to CBP Office of Field
Operations, where it is entered into an electronic database and
becomes available to CBP officers at all U.S. ports of entry

• U.S. ports are concerned with trade facilitation, so a customs strategy
may help a complainant get maximum exclusion of infringing products
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When to Consider ITC as a Complainant
• Are the accused products imported?
• Do you have a domestic industry?

• Do you have significant investments in U.S. related to manufacturing the protected
article?

• Do you have significant investments in the U.S. related to research and development
or licensing of the patented technology?

• Is time of the essence?
• Do you expect to face inter partes review?
• Is an injunction important?
• Are there indirect infringement of method claims?
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Questions?

Questions?
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Thank you for joining us!
mnewman@mintz.com

Michael Newman, Member

Adam Samansky, Member
asamansky@mintz.com
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Returning Italy’s Treasures
Dispute Resolution Strategy in
Cultural Property Cases

Professor Dominick Vetri
August 10, 2016

Syria – Before & Now

Major Cultural Property Treaties

1954 Hague Convention - War
Convention for the Protection of Cultural
Property in the Event of Armed Conflict

1970 UNESCO Convention – Peace & War
Convention on the Means of … Preventing
the Illicit Import, Export and Transfer of
Ownership of Cultural Property

Not self executing
Reservations possible
Unwillingness to be customs law enforcer
Not retroactive
Operates state to state
Compensation required

UNESCO 1970 Treaty Problems
1.
2.
3.
4.
5.
6.

Two Successful Efforts

1. Italy Reparations Agreement Strategy
1. U.S. Bilateral Treaties Model

Euphronios Krater

Death of Sarpedon

1920 - in London
1920 – sold to Sarrafian in Beirut
Two letters
Sarrafian checking account records
Sarrafian employee saw Krater pieces

Phony Euphronios Krater Provenance
1.
2.
3.
4.
5.

Medici
Handwritte
n
Illicit
Trafficking
Organizatio
n Chart

Giacomo Medici

Selfies with the Euphronios Krater at the Met

Robert Hecht

Met Settles with Italy
Euphronios Krater Returned

Morgantina
Goddess
(Aphrodite)

Two Griffins

Morgantina
Goddess

Phony Goddess Provenance

1. Owned by Canavesi – Swiss tobacco
shop owner
1930’s – His father bought in Paris
Brought to Switzerland
1960 – Father gave to son
Sold to Symes for $400,000
2.
3.
4.
5.

Odyssey of
Vic

Getty - LA

Brazil

London

Milan

Fano

Munich

Adriatic

J. Paul Getty
Purchase Conditions

1.
2.
3.
4.

Lawyers to discuss legal matters with Italian
Culture Ministry & Carabinieri Art Squad.
Written assurances that Italy would not
claim title.
Proof of legal export.
Proof of valid legal title in Artemis so as to
pass valid legal title to Getty Museum.

Marion True (Getty Curator) Indicted in
Italy - 2005

Mobius Loop of Antiquities Looting

Cutting the
Cultural Property
Loop

1. Italy’s Repatriation Agreements with Museums
and Collectors.

2. Memoranda of Understanding between the U.S.
and Source Countries

•
•
•
•

Italy-US Memoranda of Understanding
(MoU)
2001
2006
2011
2016

• MoU covers pre-Classical, Classical &
Imperial Roman artifacts

5,000 plundered artifacts worth €9m returned to Italy after 14-year investigation – January 2015

International Transactions
From an In-House Perspective
Todd Krieger
12 August, 2016
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An All Too Common In-House Scenario

• Salesperson has a huge new
urgent opportunity and wants to
use the usual agreement.
• Their contact speaks the same
language, so it is no problem if
the customer is in another
country, right?
• It depends…
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One Size Does Not Fit All

• A standard form agreement might be fine
overseas…
…until there is a dispute

• How would a local court interpret the rights
of the parties?
• Can your client enforce their rights?
• Protecting IP
• Getting paid

• Is it lawful to do business there?
• What is required for the transaction to be
valid?
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Contingency fee plaintiff’s counsel
Punitive and multiple damages
Discovery
Class action law suits
Common law system
Does the opportunity outweigh the risks?

The United States has an Unusual Legal
Climate
•
•
•
•
•
•
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• Access goods or
services not locally
available
• Better pricing
• Different standards
• Quality
• Safety
• Environmental

• Buyer:

Business Objectives in an International
Transaction
What my client wants
• Seller:
• Expand client
base
• Create
distribution
network
• Build brand
awareness
• Diversify
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• Buyer:

Legal Objectives in an International
Transaction
What I want
• Seller:
• Ensure payment
• Limit liability
• Protect brand and
other intellectual
property

• Ensure product
delivery and
performance
• Protect investment
• Maintain seller
accountability
• Limit risk.
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Challenge #1: Standard Clauses May
Not Be Enforceable

• Validity of warranty exclusions,
disclaimers, and limitations on liability
vary by region

• No limitations for death or personal injury
in many countries.
• Extensive consumer protection and
statutory warranties in certain regions

• Other standard clauses may be illegal:

• Interest for late payment under Sharia law.

• Solution: localization if needed.
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Challenge# 2: Local Laws may Include
Local Surprises

Article 1266 and 1267 of the Indonesian Civil Code (Kitab Undang
Undang Hukum Perdata)

•If the articles are waived:
• The agreement can be terminated by mutual
consent of the parties without court intervention.
(Art.1266)
• A party can enforce their rights under the
contract and seek compensation, losses and
interest through the court.

•If not, termination would require court approval and an
enforcing party can seek compensation, losses, and
interest in the event of breach without court intervention.

•Solution: research new jurisdictions to avoid
surprises.
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Intellectual Property Rights Vary by
Country

• Copyright: despite copyright treaties,
copyright definition and enforcement
varies by countries and treaties are not
universal.
• Patent: domestic patents do not give the
patent holder rights overseas.
• Trade Secrets: trade secret rights vary by
country.

• Could you be subject to a local FOIA?

• Trademark rights vary by country.
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Distribution Chain Considerations

Penalties for termination (termination allowance)
FCPA compliance
Export control
Control of brand / trademarks
Unintentional ‘employee’

• How many layers are there between the end user
and the client?
• The rights of the parties may vary if there are other
parties between them.
• Statutory risks in appointing distributors and agents
overseas:
•
•
•
•
•

• Who will perform customer support or other services?
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Challenge #3: There May Be Few
Choices

• “…Article (23) of the Kuwaiti Commercial Code states that nonKuwaiti citizens may not pursue any commercial activities in
Kuwait, unless having a Kuwaiti partner. This partner's share must
not be less than (51%). Article (24) sets forth that any foreign
company may not establish a branch in Kuwait and cannot pursue
its commercial activities in Kuwait unless having a Kuwaiti agent.”
• “..The principal may not decline to renew the agency agreement
upon its expiration without paying the agent equitable
compensation for the non-renewal, provided that the agent
provides evidence that he is not at fault and that his activities
successfully promoted the principal’s products.”

• Solution: careful risk and transaction management
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Negotiations Overseas

• Local contract negotiation styles will differ
• Focus on building a relationship
• Turnaround time can vary by regions
• Be sensitive to local time zones and
holidays.

“SPECIAL CIRCUMSTANCES: The workweek in Kuwait is Sunday
through Thursday for most businesses, government offices, and
commercial banks.” (US State Department)

• For important issues, video conference,
telephone, or face to face discussions can
be more efficient than e-mail.
• Leverage business team to assist in working
with the other party.
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Solution: Working With Local Counsel

• Local subject matter expertise
• Realistic risk assessment
• Language skills (where applicable)
• Cultural awareness
• Able to assist with negotiations
• Can help navigate through a dispute.
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Solution: Seek Accounting Insight

• Shift tax burden to the other party
• Tax rates vary by country and depend on
categorization of goods

• Creating a local nexus can have profound tax
consequences
• Who will provide local support, or other
services?

• Be aware of currency exchange issues
• Can payment be sent directly to the
client?
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Tax Rates Can Vary Widely

• “Taxation:
Generally, individuals (Kuwaiti and foreign nationals)
and Kuwaiti companies do not pay taxes on income.
However, an income tax is levied on a foreign
corporate body conducting commercial activities in
Kuwait. The tax rates, ranging from (5%) to 55%, are
applied progressively to income brackets.”
• Some other regions have a 0% corporate tax rate,
but transactions may still be subject to taxes in the
client country.
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Challenge #4: Language
Considerations

• Contractual obligations can be diluted in
translation
• Solutions:

• Double check key clauses with local counsel or
other trusted native speaker.
• Even automated translations can give a hint at a
problem.
• Have side by side translation with your
preferred language prevailing, where permitted.

• Consider local language requirements.
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Automated Translations Are Not Always
Accurate
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Challenge#5: “No” doesn’t always
mean “No”

• In many countries, you may not always be
able to get a clear “no” for an answer:
• “Let me think about it”
• “Leave it with me”

• Counterparties may want to ‘save face’
by not saying ‘no.’
• “Yes” may not signal agreement
• Solution: confirm the party’s intentions
multiple times. Do not celebrate early.
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Challenge #6: Selecting a Predictable
Forum for Disputes

• Local entities may prefer their local court and
choice of law.
• Foreign forum and choice of law clause may not be
enforceable.
• Arbitration offers a reasonable alternative.

• Define rules and forum
• Reserve the right to obtain injunctive relief

• What resources would be needed if there was a
dispute?
• Maintaining confidentiality during the dispute
• Local dispute may be a leap of faith.
• Solution: balance enforceability with predictability.
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Challenge#7: Export Control (US view)
Employees
Subsidiaries
Agents
Distributors

• Applies to all U.S. companies:
•
•
•
•

• U.S. Department of Commerce Bureau of
Industry responsible for most export
regulations
• Export Administration Regulations (EAR)

• Software transfer can be considered an export:
•
•
•
•

E-mail
FTP
Download
Provision of source code subject to EAR to foreign national in the
U.S.
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Export Administration Regulations

What is exported?
Where is the recipient?
Who is the recipient?
How will the item be used?

• Restrictions and requirements depend upon:
•
•
•
•

• EAR apply no matter whether the products
originated in the U.S. or elsewhere.
• Certain exports could be prohibited or
require a license.
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Some Exports have Additional
Regulations
•
•
•
•
•
•
•
•
•

Defense services and munitions
• Department of State, Directorate of Defense Trade Controls (DTC)
Defense-related goods, services, and technologies
• Defense Technology Security Administration
Nuclear materials and equipment
• Nuclear Regulatory Commission, Office of International Programs
Nuclear technology and technical data for nuclear power and special nuclear materials
• Department of Energy, Office of Arms Controls and Nonproliferation, Export Control
Division
Licenses for natural gas and electric power
• Department of Energy, Office of Fuels Programs
Export of wildlife and endangered and threatened species
• Department of the Interior, U.S. Fish and Wildlife Service
Controlled substances and the import-export of listed chemicals used in the production of
control substances under the Controlled Substances Act
• Drug Enforcement Administration, Office of Diversion Control, Import-Export Unit
Drugs and medical devices
• Food and Drug Administration, Office of Compliance, Food and Drug Administration,
Import/Export
Hazardous waste exports
• Environmental Protection Agency, Office of Solid Waste, International and
Transportation Branch
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Export Restrictions Depend on
Classification of the Goods
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• Export Control Classification Number (ECCN)
determines the licensing requirements under the
EAR.
• Items are categorized into 10 categories, each
Most goods are not
further delineated
groups:(EAR99).
Categories into five productclassified
0 = Nuclear Materials, Facilities, and Equipment
(and Miscellaneous Items)
1 = Materials, Chemicals, Microorganisms and
Toxins
2 = Materials Processing
3 = Electronics
4 = Computers
5 = Telecommunications and Information Security
6 = Sensors and Lasers
7 = Navigation and Avionics
8 = Marine
9 = Propulsion Systems, Space Vehicles, and
Related Equipment

Product
Groups
A. Systems,
Equipment and
Components
B. Test, Inspection
and Production
Equipment
C. Material
D. Software
E. Technology

Export Restrictions Vary by Country

• Cross reference ECCN with the Commerce Country
Chart
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Embargoed Countries Have Additional
Restrictions
Cuba
Iran
North Korea
Northern Sudan
Syria

• Restricted Countries:
•
•
•
•
•

• Restrictions vary by country
• The list is subject to change
• Export licenses are still permitted for some
categories, but very restricted.
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Restrictions Vary by Recipient

• Individuals and organizations may be prohibited from
receiving any goods from the U.S. or require a license.
• EAR99 goods or other goods not requiring a license are
restricted.
❖ Restricted Entity List (EAR Part 744 Supplement 4).
❖ Treasury Department Specially Designated Nationals
and Blocked Persons List.
❖ Unverified / Red Flag List.
❖ Denied Persons List.

26

Exports are Restricted by Use

• EAR99 items and other categories are
restricted by use:

• Items used by parties involved in WMD are prohibited without
a license.
Nuclear uses.
Rocket propulsion systems.
Maritime nuclear propulsion.
Chemical & biological weapons.
Certain foreign vessels or aircraft.

•
•
•
•
•
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Criminal sanctions >$1 million
Criminal penalties
Revocation of export privileges
Reference:

Substantial Penalties for Non-Compliance

•
•
•
•

• http://www.bis.doc.gov/licensing/exportingbasics.htm
• http://www.bis.doc.gov/licensing/bis_exports2.pdf
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Challenge # 8 Foreign Corrupt Practice Act
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• Prohibits illicit payments by U.S. companies to
foreign officials
• Prohibited Payments: It is unlawful to pay or
offer to pay “anything of value” to a “foreign
official” to influence official action or to secure
any improper business advantage in order to
obtain or retain business.
• 5 elements:
•
•
•
•
•

Applies to any employee or agent of client in any location
Unlawful to offer, pay, or promise to give “anything of value”
The payment must be intended to induce misuse of an official position
To any foreign official or political party
To influence official action or to secure any improper advantage in order to
“obtain or retain business”

http://www.justice.gov/criminal/fraud/fcpa/guide.pdf

Prohibited Payments

Cash
Services
Payment of Travel Expenses
Excessive Entertainment Expenses
Lavish Gifts
Favorable Loans
Charitable Contributions

• Prohibited Payments: cannot offer,
pay, or promise to give “anything
of value”
•
•
•
•
•
•
•
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Exceptions

• Payment Lawful Under Foreign Law

• Must be in the written law or regulations of the
foreign country
• Traditional, customary, or not enforced restrictions
do not qualify

• Reasonable Business Expenditure

• To promote a business or product
• Includes trip expenses, tours of company facilities,
product demonstrations and training
• Must be reasonable and bona fide
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Enforced by the SEC and DOJ

Questionable

• “it is difficult to envision any scenario in which the
provision of cups of coffee, taxi fare, or company
promotional items of nominal value would ever evidence
corrupt intent”
• “single instances of large, extravagant gift-giving (such
as sports cars, fur coats, and other luxury items) as well
as widespread gifts of smaller items as part of a pattern
of bribes”

Lawful

• Helpful guide: http://www.sec.gov/spotlight/fcpa/
fcpa-resource-guide.pdf
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FCPA Enforcement

• Penalties may include substantial fines,
debarment, disgorgement of profits, and
prison
• Recent enforcement actions:

• Siemens (Iraq, Argentina, Bangladesh, Venezuela, Iraq,
Israel, Nigeria, Vietnam, China, Russia, Mexico) $800
million
Aibel (Nigeria) $4.2 million
AGA Medical Corp. (China) /$2 million
Con-Way Inc. (Philippines) $300,000
Faro Technologies (China) $2.95 million
Willbros Group (Bolivia, Ecuador, Nigeria) $32.3 million
•
•
•
•
•
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Even Lawful Exceptions can be a
Publicity Nightmare

NHS contractor hosts US junket for health staff
“ABOUT 150 hospital managers and medical staff were flown to the
US, for a conference that included a 1980s-themed street party which
was hosted by one of the biggest contractors in the National Health
Service.
An entire street was cordoned off to allow guests to watch bands and
sip free drinks at local bars last Tuesday. The event was hosted by X
Vendor, which is bidding for NHS contracts worth hundreds of millions
of pounds.
Some trusts sent as many as 11 staff for the four-day conference, with
X Vendor paying for some of the flights and hotel bills in exchange for
the trusts helping to develop and promote its technology. The total
cost for flight and accommodation for the NHS staff was more than
£150,000.”
.
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Questions and Answers
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Transatlantic Trade and
Investment Partnership--TTIP

Finally, trade as “hot” issue
TTIP will likely never pass—Obama hopes for acceptance in
2017
Trump, Sanders and trade—The public discovers the relevance
of international trade agreements to their own lives

•
•
•
•
•

How trade law develops: The bicycle theory
and 18th century roots

Building blocks of trade: tariffs, QRs
The free trade imagination runs ahead:
Peace and prosperity
Trump called out the rhetoric of trade (his best issue)
But had it wrong in blaming China!

•
•
•
•
•

The European model: trade and non-trade,
the Schuman Declaration

Where does the TTIP fit?
We must look back to the foundation of the GATT system
The set if GATT rules, the intensification in the 1990s
Creation of the WTO
Doha Round—WTO breakdown?

The parallel rise of investor-state arbitration

• Especially from the 1980s; BIPAs and BITs
• Protecting the interest of investors, demoting the nation
state
• Claims that the state has “lowered the value” of the
investment
• TPP and TTIP have embedded investor-state arbitration
models (as NAFTA does)
• Controversial cases, troubling to the European public
• Threats to environmental protection and public health

•
•
•
•

The fall or stall of the WTO, our only
“global” trade system

Doha’s general failure
Regionalism (and bilateralism) return to the fore
TPP and TTIP—the Obama “alliance”-based trade deals
Note the EU’s traditional emphasis on non-trade values

•
•
•
•
•

TTIP content: What we know is what has
been leaked!

The European fears: Hormone treated beef! Chlorine
washed chicken! Unlabeled GMOs!
Going beyond WTO law, but nothing unexpected in the
TTIP subject matter
Some chapters have been finalized, some not
Topics: trade in goods (no tariffs); regulatory barriers to
fall; investments enhanced; services; government
procurement; IP rights; dispute settlement
Side agreements in labor and environment—do these ever
matter? They haven’t been effective in NAFTA……

Title and Content Layout with List
• Click to edit Master text styles
• Second level
• Third level
• Fourth level
• Fifth level

More on TTIP content:

• Trade in goods: Customs duties gone
• Regulatory barriers, NTBs: European fears confirmed
• US wants the EU to drop the “precautionary principle”
• Trade in services—WTO GATS was first step and
“voluntary”; European fears of more privatization
• Major outcry over the investment chapter—a chilling effect
on regulations??
• Common cause in US and EU in strengthening IP rights

The TTIP “news” is not its content

• Rather, it is in the extension of existing trade models
• And the “partnership” ambition
• Given the anti-trade backlash, it will depend on the
people of the US and the EU as to whether this gets passed
• It looks doubtful—Some EU countries want referendums to
be held
• US Congress is wary of any new trade agreements….
• So, doubtful it will come into being at all
• What would we lose, if anything?

Commercial Law and the New Transatlantic Trade and Investment Partnership
Treaty
Suffolk University Law School
Co-Sponsors:
The Italian Bar Council University of Rome La Sapienza
Master in European Private Law la Sapienza

Presentation of Renée M. Landers, Professor of Law
and Faculty Director, Health and Biomedical Law Concentration
Wednesday, August 10, 2016

Selected Topics in U.S. and E.U. Law: A
Comparative Look
at Privacy, Health Care, and Administrative Law

by
• In the Matter of a Warrant to Search a Certain E-Mail Account Controlled and Maintained
Microsoft Corporation Microsoft Corporation v. United States of America, --F.3rd –( 2nd Cir., July
14, 2016).
• Structure of Privacy Regulation and Protection in the United States
• Data and Regulated Industries: Who Owns Transactional Data and the Role of the First Amendment
in U.S. Regulatory Law

Microsoft v. United States (2016)

• U.S. Department of Justice issued a warrant under Stored
Communications Act (SCA) seeking authorization to search and seize
information associated with specific web-based e-mail account.

• Microsoft moved to quash search warrant to extent it directed
operator to produce content stored on server located in Ireland.
• District court magistrate judge denied motion.

• Panel of the Court of Appeals for the Second Circuit overturned and
held that warrant violated presumption against extraterritorial
application of the law of the United States.

Microsoft v. United States (2016)

• In response to the warrant, Microsoft produced its customer’s
non-content information—data stored in the United States.
• Content information stored and maintained in Ireland, Microsoft
declined to produce it because would be required to import into
U.S.
• Argument that U.S. law enforcement may obtain a warrant to
seize material from locations in the U.S. and in U.S. controlled
areas Fed. R. Crim. P. 41(b).
• Court held that interpreting SCA to require disclosure of material
wherever held ignores presumption against extraterritoriality.

Microsoft v. United States (2016)

• Microsoft practices with web-based e-mail accounts:

• Stores contents of each user’s e-mails, and non-content information
on a network of servers
• Servers housed in datacenters—one in Dublin, Ireland
• “Enterprise cloud service offerings” in over 100 countries through
“public cloud”
• Offerings segmented into regions, and most customer data, email,
calendar entries, and documents contained entirely within one or
more data centers in the region in which customer located—a physical
location as identified by customer
• Microsoft does not verify user identity or location

Microsoft v. United States (2016)
• Microsoft retains only 3 data sets in the U.S.:

• Some non-content information in a data warehouse for testing and
quality control accessible in U.S.
• Address book information in address book clearing house
• Basic account information including the user’s name and country

• Using Microsoft’s database management program in U.S. it can
collect account data stored on any of global servers and bring
data into the U.S.

Microsoft v. United States (2016)

• Court distinguished subpoena situation—company subject to U.S.
jurisdiction must produce its own information no matter where
held
• Here Location of the information is the important fact
• Recognized special role of ISP in protecting content of information
customers entrust—ISP has no privacy interest in the information
• Court recognized practical effect:

• Customer can mislead ISP on overseas storage
• Process for obtaining foreign-stored dated governed by Mutual Legal
Assistance Treaties (MLATS)

• Cumbersome
• Do not have MLAT with all countries—no formal tools

Microsoft v. United States (2016)
• Concurring opinion
•

•
•
•
•

Different rules for different countries
Different rules for different crimes
More demanding showing than probable cause
Only when a last resort as in wire tap statute

Not a traditional search warrant and not typical case where activities
touch on multiple jurisdictions
Focus is not on place of storage of information, but on place where
disclosed
Nature of the records—virtual location on a computer
Result here dependent on customer’s representations, company’s decision
where to store the data
Movement to cloud—requires Congress to reconsider approach,
possibilities:

•
•
•
•

Fourth Amendment

The right of the people to be secure in their persons, houses,
papers and effects, against unreasonable searches and
seizures, shall not be violated, and no Warrants shall issue, but
upon probable cause, supported by Oath or affirmation, and
particularly describing the place to be searched, and the
persons or things to be seized.
(emphasis added)

Fourth Amendment

Probable Cause
• Probable cause to search exists when facts and circumstances known
to the government provide the basis for a reasonable person to believe
that a crime was committed at the place to be searched, or that
evidence of a crime exists at the location.
• Search warrants must specify the place to be searched, as well as
items to be seized.

• Common situations in which search without a warrant is allowed include:

• Search with consent from the person in charge of the premises (although who that person
is can be a tricky legal question);
• when conducting certain searches connected to a lawful arrest; and
• in emergency situations which threaten public safety or the loss of evidence.

Source: http://criminal.findlaw.com/criminal-rights/probablecause.html

Fourth Amendment

• Probable cause refers to the amount and quality of information required
to arrest someone, to search or seize private property in many cases, or
to charge someone with a crime. Probable cause to arrest, search, or
seize property exists when facts and circumstances known to the police
officer would lead a reasonable person to believe:
•
•
•
•

that the person to be arrested has committed a crime;
that the place to be searched was the scene of a crime;
that the place to be searched contains evidence of a crime; and/or
that property to be seized is contraband, stolen, or constitutes evidence of a
crime.

• Should evidence prove to have resulted from an illegal search, it
becomes subject to the exclusionary rule and cannot be used against the
defendant in court.
Source: http://criminal.findlaw.com/criminal-rights/probable-cause.html

Microsoft v. United States (2016)

• Stored Communications Act, 18 U.S.C. §§ 2701 – 2711
(criminal provisions of the federal statutes).

• Applies to accessing communication in “electronic storage” and
records of internet service providers

Microsoft v. United States (2016)

For Stored Communications, government must obtain a court order,
subpoena, or warrant:
• Communications stored 180 days or less: Warrant supported by
probably cause § 2703(a)
• Communications stored over 180 days: Provide prior notice to
subscriber and obtain a subpoena or court order based on “specific and
articulable facts showing that there are reasonable grounds” to
believe communications are relevant to the criminal investigation.
With no prior notice to subscriber, government must obtain a warrant.
§ 2703(b)
• ISP Records, court order based on the same standard as for
communications over 180 days

Microsoft v. United States (2016)
• Exceptions:

• Subscriber or customer may consent, § 2702(b).
• Does not apply to ISP service provider § 2703(c)(1)

Stored Communications Act
Source: https://epic.org/privacy/ecpa/

Stored Communications Act Proposed
Amendments

• Electronic Communications Privacy Act Amendments Act of
2015 (proposed, Senators Lee and Leahy)
• Amends § 2702 to prohibit an ISP from voluntarily disclosing
contents of customers’ communications to the government

• Exceptions on customer consent and to address criminal activity still
apply

• Eliminates the 180-day rule and would require government to
obtain a warrant for disclosure of contents based on showing of
probable cause

• Notice to customer within 10 days of law enforcement receipt and 3
business days of receipt by other agency

Stored Communications Act Proposed Amendments

• Amends § 2705 to allow government to seek a court order to
delay notice to an individual for up to 180 days if law
enforcement agency or 90 days if entity is civil or
administrative enforcement agency
• Can extend delay for same periods
• ISP providers must notify government of intent to inform
customer or subscriber at least 3 business days in advance
• Government Accountability Office to Study Use of Statute

Structure of Privacy Regulation and Protection in the United
States
• Fragmented Sector Approach
• State Regulation
• No Central Regulator

Structure of Privacy Regulation and
Protection in the United States
• Fair Credit Reporting Act
• Privacy Act of 1974
• Family Educational Rights and
Privacy Act of 1974
• Right to Financial Privacy Act of
1978
• FISA of 1978
• Electronic Communications
Privacy Act of 1986
• Video Privacy Protection Act 1988

• Video Privacy Protection Act 1988
• Health Insurance Portability and
Accountability Act of 1996 and
HiTech Act of 2009
• Children’s Online Privacy Protection
Act of 1998
• Gramm-Leach-Bliley Act of 1999
• Identity Theft, Video, Cable
Records, Driver’s Records, Bank
Secrecy Act
• USA Patriot Act

Structure of Privacy Regulation and
Protection in the United States

• 50 States plus other jurisdictions such as Puerto Rico under
control of United States
• Laws take myriad approaches or embrace numerous elements
• Sectoral
• Data security
• Breach notification

Proposed Consumer Privacy Bill of Rights
Act of 2015--Obama

• Broad definition of personal data regardless of sector
• Enforcement by State Attorneys General or Federal Trade
Commission
• Codes of Conduct Safe Harbor
• Federal preemption of state laws less protective of privacy

Data and Regulated Industries: Who Owns Transactional Data
and the Role of the First Amendment in U.S. Health Law

• Sorrell v. IMS Health Inc., 131 S.Ct. 2653 (2011)
• Issue of whether government may regulate economic
expression
• Marketing of pharmaceuticals through “detailing”

• Pharmacies sell prescriber information to data miners who lease
reports to manufacturers
• Detailers for manufacturers use information to refine marketing to
doctors
• Vermont’s Prescription Confidentiality Law prohibits disclosure of
prescriber information and its use for marketing, but some other uses
permitted, e.g., for health care research on costs and quality

First Amendment

• Congress shall make no law respecting an establishment of
religion, or prohibiting the free exercise thereof; or abridging
the freedom of speech, or of the press; or the right of the
people peaceably to assemble, and to petition the Government
for a redress of grievances.

First Amendment and Regulation

• U.S. courts are increasingly embracing a novel interpretation
of the First Amendment under which protection of
“commercial speech” bars or severely limits the regulation of
the pharmaceutical, tobacco, and food and beverage
industries.
• At the same time, the First Amendment rights of health
professionals is under attack, forcing providers to espouse
nonscientific, ideological information and hampering their
ability to help their patients.

Sorrell v. IMS Health, Inc.

• U.S. Supreme Court held that because statute imposed content- and
speaker-based burdens on expression, law was subject to heightened
judicial scrutiny
• Vermont had the burden to show that the statute advances a
substantial governmental interest and that the measure is drawn to
achieve that interest
•

•
•
•
•

Necessary to protect medical privacy including physician confidentiality,
avoidance of harassment, and the integrity of the doctor-patient relationship
Integral to improving public health and reducing healthcare costs
Impact on treatment decisions
Court disregarded state’s assertion that regulation would prevent false or
misleading speech
Dissent—opens up challenges to other regulatory programs--securities laws
just one example

Conclusion

• Reconciling longstanding legal doctrines with the new world of
new technologies and vast accumulation of data
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Managing Innovation
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Innovation > Value for the Enterprise

Innovation > Intellectual Property Estate

Innovation > Knowledge Assets

Innovation > Intellectual Currency

Good News

1
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Limited Only by Imagination

Means for Enhancing Value of the Enterprise

Commercial
Social / Cultural
Personal

Value Proposition

No Enterprise is Exempted

Better News

2

Person

For-profit entity

Non-profit entity

Government

klgates.com

Social / Cultural Group

Advocacy Group

Citizen

Entrepreneur

Enterprises

3
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Accumulate, Preserve, Control and Safeguard
Assets
Estate Planning
Enhance the Value of the Enterprise
Formulate a Legacy / Reputation

Role of a Steward

Enterprise as Steward

4
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Think “outside the box”

Very broadly and inclusively

How Should “Asset” Be Defined?

5

Brand

Know-How

Trade Secrets

Copyrights

Trademarks

Patents

klgates.com

Standard Definition Includes:

6

Strategic Plan

Clinical Trial Design
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Distribution and Supply Agreements

License Agreements / Strategic Alliances

Technology Development Agreements

Employment / Consultant Agreements

Management / Key Employees / Consultants

A Broader Definition Includes:

7

Reputation

Credibility

Goodwill

Relationships

klgates.com

An Even Broader Definition Includes:

8

The Citizen

II.

klgates.com

The Technology Company

I.

Stewardship Case Study

9

The Technology Company

What’s the process?

What’s the objective?

What is it?

klgates.com

Intellectual Property Due Diligence

11
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Extent of Freedom To Operate the Business as
Proposed

Scope of Exclusivity
Rigor of Barriers to Entry

Includes at least:

Audit of Intellectual Property Assets

What is it?

12

“Monetize” Innovation
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Near-term Feasibility
Long-term Viability

Formulate an IP Risk Management Plan

Identify and Assess Benefits and Risks

What are the Objectives?

13
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What are the relevant assets?
What is the scope of the rights in the assets?
Do the assets correspond to the business as
proposed?
Can the company conduct the business as proposed?
Do the assets provide sufficient exclusivity?

Stay Focused on the Basics
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Establish probabilities of risks materializing
Assess magnitude of risks

Investor/Partner

Pre-determine potential issues/risks
Correct problems
Address the problems that can’t be corrected (risk
management strategy)

Target

Which Side of the Diligence?

15
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Product coverage
Scope of patent portfolio
Ownership of inventions, know-how
1st, 2nd generation products/technologies

Patent due diligence

Components of an Audit
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Management/Employees/Consultants
Strategic Alliances
Freedom to operate in the marketplace
Scope of exclusivity in toto

Business due diligence

Components of an Audit

17

Economics?
klgates.com

Milestones realistic?

Sufficiently inclusive?

Ownership of improvements?

Necessary for business? Enabling or core?

Inbound licenses

Economics?

Scope of reserved rights?

Can anyone else make, use or sell the product?

Are licenses effectively a “sale” or “brain drain”?

Outbound licenses

License Issues

Components of an Audit
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Actual threats
Offers for license
Potentially litigious parties

Litigation Issues

Components of an Audit
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Dominating patents

Phase III

Strength and Scope of the IP

Phase II

Who is the owner of the IP?
Does the IP protect the product/market?

Phase I

Stages of a Patent Due Diligence

20
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Joint Development
Academic/Non-profit IP policies
NDAs

Who is the inventor?
Obligations to assign arise how?
Were all inventors working for the entity at the
time of filing?
Any skeletons lurking in the closet?

Patents

Inventorship/Ownership

21
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Are there opportunities to re-capture breadth
and/or subject matter?

Are the claims as broad as possible?

Do the claims correspond to the product?

Do the Patents Protect the Product?
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Opportunities to remedy a defect?

Validity of existing patents?

Validity Issues
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Dominating patents
Cataloging risk

Non-Infringement investigation

Current form of product versus improvements

Freedom To Operate Issues
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How effectively can competitors be excluded?

Can the company conduct the business as
proposed?

Do the assets correspond to the business as
proposed?

What is the scope of the rights in the assets?

What are the relevant assets?

Stay Focused on the Basics
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Too little, too late

The Ugly

Two’s a crowd

The Bad

klgates.com

An “intellectually tidy” house

The Good

The Good, The Bad, The Ugly

The Outcome
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The Citizen as Steward

PXE International

PXE International

Research Collaborations

RFPs.
Applications.
MTAs.
MOUs.
Contracts.
Negotiations.
Verbal Agreement.
Alliances.

klgates.com

31

PXE International

This has been a vast human endeavor. You have been a part of history. We
thank each and every one of you for your support and kindness. We are linked
by one biology and we are helping ourselves and others in ways we do not
even comprehend. We are hope filled and we are striving for answers. Thank
you for enabling us to do what we are doing.

This is one world. PXE exists in peoples around the world. The yellow
boxes are the small group of research labs that are helping us in our work.

10. Functional Screening Assays
11. Clinical Biomarker Program
12. Drug Discovery Program
13. Human Clinical Interventions
14. Mentoring other disease groups

3. Biorepository

4. Patient Registry

5. Genotype-Phenotype Program

6. Rigorous Participant Protections

7. Patent and Licensing

32

9. Animal Models

2. Mutational Database

klgates.com

8. Clinical Diagnostics

1. Gene Discovery

Results

klgates.com

Resource Sharing

Contracts

MOUs

Licensing

Patenting

Intellectual Property Management

33
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Terry et al. Nature Reviews Genetics 8, 157–164 (February 2007)

Figure 1. The PXE International strategy. PXE International uses a variety of approaches to bring the PXE
community together with research scientists to accelerate translational research.
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Talking to Clients About Intellectual Property

Guidance for the Non-Specialist
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What do you consider your most valuable product
and/or service? Do you know what has been done
to protect it? What more could be done?

Have you considered an independent audit to
create an inventory?

Do you have an inventory of your IP portfolio
(patents, trademarks, trade secrets, copyrights)?

How do you establish the value of your intellectual
property (IP) as a corporate asset?

Intellectual Property Assets - General
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Do you have a plan in place to deal with any third
party patents you receive?

Have you become aware of any third party
patents?

Have you mapped your patent portfolio to your
product lines? Do you know if all of your patents
are being implemented within your product lines?

Patents
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How about whether to maintain those patents
which you already filed or which already issued?

Have you assessed the costs versus benefits of
filing patent applications in foreign countries?

Do you have foreign patents?

Foreign Patents
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For existing trademarks, do you police your
trademarks?

Have you registered all of your trademarks?

Trademarks
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Do you give attention to the copyrights applicable
to software applications, both those developed inhouse and those licensed from vendors?

Do you think about placing copyright notices on
your advertising materials?

Have you registered your copyrights?

Copyrights

40
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Have you implemented contract protections
against open source infringement claims?

Are you using open source software to develop
any software products that you market to third
parties?

Does your use of open source software comply
with all applicable licenses?

Is open source software being used in your
enterprise?

Software

41
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Have you taken affirmative steps to limit the
disclosure of that information, both within the
workspace and externally?

Have you identified any information—customer
lists, key process ingredients or steps—that you
consider to be a trade secret?

Trade Secrets

42
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Do you have a process for approving changes to
web sites and/or press releases?

When was the last audit performed on the legal
support for web-based assets (content, images,
data collection, payments, information security)?

Have you evaluated the sufficiency of your legal
protections regarding website assets, including
shared services?

Websites/Shared Services
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Do you have a process for obtaining potentially
protected ideas (e.g., patents) from employees and
deciding on filing idea protections (e.g., a patent
review committee)?

Do you have an established policy for obtaining
patent clearance opinions (legal opinions on
whether new products potentially violate any
existing patents)?

New Products

44
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What do you do to train your employees to recognize
the value of the company’s intellectual property assets?

Do all of your employees sign confidentiality and
assignment-of-inventions agreements?
Do they all sign those agreements at the time of hire?
How do your policies address inventions occurring offsite or through the use of personal assets (such as
home computing)?

Internal Controls
Employment Relations
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Have you inventoried/managed contract-based
competitive constraints or restrictions on your
developed and developing IP?

Internal Controls
IP Restrictions
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Have you considered obtaining IP insurance?

Internal Controls
Insurance

47
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Do you have insight into patent lawsuits by “trolls”
or others that are impacting your industry?

Have you compared your competitor’s products to
your IP portfolio—patents, trademarks, etc.?

Is someone following the IP direction of your
competitors (patent filings, trademarks, misuse of
your brand marks)?

Competitive Intelligence

48
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Use of Non-Traditional Trademarks
and User Generated Content in the
United States

Business Considerations for Optimizing Intellectual Property
Assets in the United States
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“The term "trademark" includes any word, name, symbol, or device,
or any combination thereof (1) used by a person, or (2) which a
person has a bona fide intention to use in commerce and applies to
register on the principal register established by this Act, to identify
and distinguish his or her goods, including a unique product, from
those manufactured or sold by others and to indicate the source of
the goods, even if that source is unknown.”

Trademark Act -15 U.S.C. §1127

2
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(3) source identification to consumers, that the mark would not be
perceived as mere ornamentation.

(2) functionality - that the mark has not been the subject of a utility
patent, doesn’t result from a simple or inexpensive method of
manufacture and doesn’t protect a utilitarian feature of the product that
might disadvantage competitors if protected, and advertising does not
promote functional features (Morton-Norwich factors); and

(1) distinctiveness - either inherently or through secondary meaning;

Examination Considerations

3

klgates.com

The description of the mark describes the color or colors claimed
and how they are used on the goods or services.

Drawing must show color as applied to the goods or services,
application usually shows dotted line where color is placed.

Color marks are exactly that, no words, no designs just color.

Color Marks

4

Color Mark Example
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Registration No. 3,361,597
Goods: Women's high fashion
designer footwear
“The color(s) red is/are claimed
as a feature of the mark. The
mark consists of a red
lacquered outsole on footwear
that contrasts with the color of
the adjoining ("upper") portion
of the shoe. The dotted lines
are not part of the mark but are
intended only to show
placement of the mark.”
Owner: Christian Louboutin
5
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Registration No. 2131693
Services: motor vehicle
transportation and delivery of
personal property
•“The mark consists of the
color brown applied to the
vehicles used in performing
the services. The drawing is
lined for the color brown.”
Registered on the Principal
Register under Section 2(f)
Owner: United Parcel Service
Of America, Inc.

Color Service Mark Example

6
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The drawing can be: 1. A single image showing one point of the
movement/or one frame; or 2. A series of up to five freeze frames
showing different points of the mark’s movement.

If an applicant claims motion as an element of its mark the motion
must be described with specificity.

Motion Marks

7
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Motion Mark Example
Registration No. 1,975,999
Goods: “motion picture film”
“The mark consists of a moving
image of a flash of light from
which rays of light are emitted
against a background of sky and
clouds. The scene then pans
downward to a torch being held by
a lady on a pedestal. The word
COLUMBIA appears across the
top running through the torch and
then a circular rainbow appears in
the sky encircling the lady.”
Owner: Columbia Pictures
Industries, Inc.

8
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Registration No. 1,986,822
Goods: for “candy”
“The trademark consists of the
configuration of a conicallyshaped candy piece
approximately 7/8 of an inch high
as measured from the base to the
pinnacle and 15/16 of an inch in
diameter as measured at the base
of the candy piece. The lining in
the mark is for shading purposes
only and does not indicate color.”
Owner: Hershey Chocolate &
Confectionery Corporation

Trade Dress- Shape of Goods

9
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Registration No. 2,155,915
Goods: “soft drinks ”
“The mark consists of a drawing of
the negative image of a contour
bottle with indentations at the
sides of the bottle where a label or
word mark would be affixed or
applied.”
Owner: Coca-Cola Company

Trade Dress- Shape of Container

10
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Three-dimensional items used in connection with
services, e.g., a building design, a building
interior or a vehicle used to provide service.

Owner: OCH International, Inc.

“The color(s) red, specifically the color Ironstone,
and white is/are claimed as a feature of the mark.
The mark consists of the trade dress of a front
exterior of a building consisting of a rectangular
shaped building, outlined with a white border,
featuring red horizontal siding covering the façade,
a white horizontal stripe positioned near the middle
of the façade, bays positioned below the horizontal
stripe in the bottom portion of the façade, two
horizontal window frames housing three smaller
windows positioned above the horizontal stripe in
the top portion of the façade, and a horizontal
window frame housing two smaller windows
positioned above the horizontal stripe in the top
portion of the façade. The two dimensional matter
shown in the drawing by dotted lines is not a feature
of the mark and no claim is made to it; it serves only
to show the position of the mark”.

Services: “automobile lubrication and oil changing”

Registration No. 3823314

Trade Dress- 3 Dimensional

11

Position Marks
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Owner: Levi Strauss & Co.

“The mark consists of a small
market or tab affixed to the
exterior of the garment at the hip
pocket.”

Goods: Trousers

Registration No. 1,157,769

12

Holograms
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Owner: American Express
Company

“The mark consists in part of a
hologram image in the center
of the mark.”

Services: charge and credit
card services

Registration No. 3,045,251

13
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Registration No. 3,619,919
Services: Providing travel and
accommodation information.
The mark consists of the words "dot com" sung by
multiple voices, with each of the two words "dot"
and "com" sung in harmony in the notes "G", "B",
"D" and "G".
Owner: Expedia, Inc.

Sound Marks
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In 1990, the Trademark Trial and Appeal Board held that a scent
reminiscent of Plumeria blossoms could be registered for “sewing
thread and embroidery yarn.” In re Clarke, 17 U.S.P.Q.2d 1238
(T.T.A.B.1990).
A scent or fragrance may be registered if Applicant proves it does
not serve a function as applied to the goods or services and that it is
distinctive .
The USPTO’s standard is that “[t]he amount of evidence required to
establish that a scent or fragrance functions as a mark is
substantial.” (Trademark Manual of Examining Procedure §
1202.13.)
Where the mark is not functional but has yet to acquire the requisite
distinctiveness, the mark may be registered on the Supplemental
Register.

Scent Marks
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Peppermint flavor for “pharmaceutical formulations of nitroglycerin”.
Applicant overcame the functionality requirement. The Trademark
Trial and Appeal Board affirmed the refusal to register on the
grounds that the mark 1) was functional and also 2) “failed to
function” as a mark.

Orange flavor for “pharmaceuticals for human use, namely,
antidepressants in quick solving tablets and pills.” The Trademark
Trial and Appeal Board affirmed the refusal to register on the
grounds that the mark 1) was functional and also 2) “failed to
function” as a mark.

Taste Marks
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Dooney & Bourke sought to register features of its leather
handbags, including their “pebble grained texture,” which in
combination with other elements and evidence supported its
registrations under Section 2(f) of the Lanham Act (U.S. Reg. Nos.
2,252,278 and 2,252,280).

Louis Vuitton Malletier received trademark protection for its
“distinctive man-made textured pattern utilized as a surface feature”
on its luxury line of luggage and related leather products. (U.S. Reg.
No. 2,263,903).

Touch Marks
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Tianya – 85 million users

Ubuntu – 1.9 million members

eBay – 152 million active users

klgates.com

Yelp – 139 million unique users each month; 67 million posted reviews

TripAdvisor – 315 million unique users each month; 190 million posted
reviews

Twitter – 284 million active users each month; 500 million tweets per day

YouTube – over 1 billion unique users each month; 100 hours of video
uploaded every minute

Facebook – 1.35 billion active users

Blogs, tweets, reviews, comments, photos, emails, auction sales

User Generated Content (UGC) or User Created Content (UCC) takes many
forms, and will continue to be an important issue in our time:

User Generated Content
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Trademark rights owned by brand owner

Privacy rights owned by individual/public figure exception

Publicity/Name and Likeness rights owned by individual

Copyright in music – potential multiple owners

Copyright in image owned by creator/capturer – unless assigned

Copyright in text owned by creator/poster – unless assigned

Depends on the content but generally:

Who Owns User Generated Content

USER GENERATED CONTENT is defined as "any form of content such as blogs,
wikis, discussion forums, posts, chats, tweets, podcasts, digital images, video, audio
files, advertisements and other forms of media that was created by users of an
online system or service, often made available via social media websites".

User Generated Content Defined

19

State Law
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Defamation – Slander v. Libel – a statement that is published, false, injurious,
and unprivileged.

Commercial speech – speech that proposes an economic transaction
Controversial test for measuring whether First Amendment is violated by regulation or law
Regulations are constitutional if the speech relates to an alleged unlawful activity, is misleading, if
government interest is substantial and the regulation directly advances the interest, and the regulation
is narrowly tailored to serve the interest
Commercial speech more regulable

Applies to federal laws
Applies to state laws, through the 14th Amendment
Non-commercial/commercial speech

First Amendment: “Congress shall make no law . . . abridging the freedom of
speech, or of the press . . .”

US Laws to Consider When Reviewing User
Generated Content
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State

klgates.com

Name and Likeness – image, name, voice, “trademark” – no commercial
exploitation without written consent

Posthumous?

Federal and state

Rights of Publicity – Celebrities and Public Figures

Federal and state

Trademark – covers marks, logos, product designs (sometimes)

Federal

Low threshold of originality

Text, programs, music, visual arts, choreography, performance

Copyright – protects expression immediately upon memorialization

US Laws to Consider When Reviewing User
Generated Content (Cont.)
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Child pornography – but,
klgates.com

Obscenity and Child Pornography –

Others pending

About a dozen states have express laws

Revenge Porn – use of explicit photos to harm reputation

Several statues have specific laws relating to online activity

Federal to some extent

Cyberstalking/Bullying – harassing, harmful behavior

Securities fraud

Federal and state

False Advertising – false or misleading statements

Federal and state

Privacy – right of privacy; special categories (PHI)

US Laws to Consider When Reviewing User Generated
Content (Cont.)
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Creator/poster
Host: eBay, TripAdvisor, Facebook
Search engines: Google, Yahoo, specialty engines
Are you a library or a publisher?
What are the characteristics?
Effect of legal rules
Incentives
Prison
Different approaches

The Most Important Legal Question:
Who is Liable? What is the Impact?
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Trademark
Copyright (but see DMCA)
Perfect 10, Inc. v. CCBill LLC, CDA covers state right of publicity

Section 230 – Perhaps the most important law enhancing and protecting the
expansion of the Internet and UGC
Protects ISP’s (defined broadly) from any liability as a “publisher” except for
intellectual property infringements
Must be a “provider” of an “interactive computer service”
Claims must be treating ISP as “publisher” (not first-party actor)
Material must be provided by another “content provider”
Intellectual Property Exception

The Communications Decency Act 1996 (CDA)

24

Defamation
False advertising/fraud
Obscenity/Child pornography
Prostitution
Housing and racial discrimination
Hate crimes
Threats and bullying

klgates.com

What types of claims are covered?
None for a direct actor (poster, reviewer, commenter)
All, except for IP, for secondary or tertiary actors, if meet requirements
Covers

The Communications Decency Act 1996 (CDA)
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§512 creates important “safe harbors” from copyright infringement claims for direct or
indirect acts by intermediaries
“Online Service Providers” protected against liability if they meet specific
requirements and properly block or remove content when they receive notice and
include counter-notifications
Sanction against false notices
Covers entities that (1) store material on system at user’s request, (2) entities that
refer users to material at other online locations, (3) system caching, and (4)
transmission and routing
General contours: passivity, no knowledge, expeditious action after notification,
counter-notification, registration of agent
No monetary relief or damages
Limited injunctive relief
No liability for implementing takedown

Digital Millennium Copyright Act
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Optimizing Your Brand
Equity and Distribution
Strategy

Michael R. Murphy, Partner
michael.r.murphy@klgates.com
617.261.3132

Establishment & Maintenance
U.S. Retail Distribution Strategy

Open Distribution

Manufacturer
Introduces
Product

Unsustainable
Product Cycle

Internet
Resellers
Compete,
Further
Lowering Price

Brick & Mortar
Sellers
Compete,
Lowering Price

No restrictions on sales venue, price or partner.

Retailers Ask
for Lower
Price or New
Product

Brick & Mortar
No Longer Has
Sustainable
Margin

klgates.com
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$289

$299
$315

Retail $399.99
Wholesale $289

This happens in the real world

What do we
tell them?

How is he selling
at such a low price?

klgates.com

$399

$315

$329

What about the drop
that started it all?

Where did he get
the product?
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How Do We Change The Dynamic?
The easiest way is not an option

Can we simply contract with all our resellers around
price?

Of course not. That’s illegal price fixing.
So what are other possibilities?

klgates.com
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Four Pillar Distribution Strategy
1.
2.
3.
4.

Distribution Transparency
Limited Authorized Resellers
Advertised or Resale Pricing Policy
Monitor Price Disruption & Take Action vs Gray
Market

klgates.com
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1. Distribution Transparency
Prospective – In Contract
Contractually limiting how
your products get to market
& partners’ rights to disrupt
your larger strategy.

Examples:
1. Limiting resale to endusers only.
2. Limiting their territory to
only one country.
klgates.com
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$289

$315

Retail $399
Wholesale $289

1. Distribution Transparency
These provisions
should help
prevent retailers
distributing to
resellers rather
than end users.

$299

klgates.com

$315

$399

$329

8

2. Limited Authorized Resellers
Prospective and Ongoing
Default cannot be that
everyone can sell online.
More retailers in a falling
margin product does not equal
more sales.

Examples:
No online sales without specific
authorization.
Even with online authorization,
Manufacturer retains right to
curate resellers’ online
presence.
klgates.com
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2. Limited Authorized Resellers
Limiting online distribution to
authorized, curated retailers helps
maintain control of brand and
prevent flood of varied promotional
strategies.

klgates.com
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2. Limited Authorized Resellers
But there is tension with our
goals
Everyone Wants to Sell Online:
Onboarding a retailer but telling
them they can’t sell on their own
website is awkward and difficult.
Curation is Hard: Managing our
products’ presentation on retailer
websites requires real resources.

klgates.com
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3. Advertised Or Retail Pricing Policy
Setting a limit on the
advertised or resale
price at which the
retailer may list and
remain “in
acquiescence” with
manufacturer’s policy.

klgates.com
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Can be used to limited advertised and
resale price: can stop
“add to cart for best price”

Unilateral (one-sided)

Unilateral Policy

Manufacturer can only cut off co-op ad
funds for a limited period

Only covers
advertised price

Bilateral (agreement)

Minimum Advertised Price

3. Advertised Or Retail Pricing Policy

Manufacturers can choose
to stop supplying a reseller

klgates.com
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3. Advertised Or Retail Pricing Policy

US v Colgate (1919)
“A seller acting alone may announce a resale pricing policy,
and unilaterally refuse to deal with those who decline to
observe it.”

“This Unilateral Policy does not restrict any Authorized Reseller's right to establish independent prices.
Manufacturer reserves the right to determine whether an Authorized Reseller has sold or advertised
for sale Manufacturer’s products at a price less than the minimum resale price established in this
Unilateral Policy. Upon such determination Manufacturer may, without assuming any liability, cancel
all orders and indefinitely refuse to accept new orders from the Authorized Reseller.

This policy has been unilaterally adopted by Manufacturer. Manufacturer neither solicits nor will it
accept assurances by any Authorized Reseller of its acquiescence with this Unilateral Policy. Nothing
in this Unilateral Policy shall constitute an agreement between Manufacturer and any Authorized
Reseller. Every Authorized Reseller can within its own discretion choose to acquiesce or not with this
Unilateral Policy. Manufacturer will not discuss conditions of acceptance related to this Unilateral
Policy. This Unilateral Policy is non-negotiable and will not be altered, modified, or amended for any
Authorized Reseller.”
klgates.com
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Retail $399
Wholesale $289

A pricing policy
addresses these
pain points.

$399

$315

$329

3. Advertised Or Retail Pricing Policy

$289

$299
$315

klgates.com
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3. Advertised Or Resale Pricing Policy

There can’t be a “violation” of our policy. Only nonacquiescence.
There is no agreement because no one has been asked
to agree.
All communication regarding the policy comes from one
single point of contact to the reseller.
Our single POC: the Unilateral Policy Committee,
UPComm@widget.com
Get this wrong at your peril: fines of up to $100M for
companies and $1M for individuals; up to ten years in
prison per violation
klgates.com
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4. Monitor Price Disruption & Take Action
Vs Gray Market

Actively monitor the authorized network,
ensuring only authorized retailers are reselling
our products.

Take aggressive legal action against
unauthorized resellers, and engage directly with
the authorized retailers that supplied them.

klgates.com
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Retail $399
Wholesale
$289

Monitoring and taking
action vs gray market
address these pain
points

$399

$315

$329

4. Monitor Price Disruption & Take Action vs
Gray Market

$289

$299
$315

klgates.com
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4. Monitor Price Disruption & Take Action
vs Gray Market
Three-prong Legal Approach
Remove Low-Hanging Fruit

Mystery Buys, Identify Source of Remaining Product
Targeted Lawsuits?

klgates.com
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20% Remaining

10% Removal
Rate

70% Removal
Rate

Entrenched
Reseller

Follow-Up
Letters

Tortious
Interference
Letters

4. Monitor Price Disruption & Take Action vs
Gray Market
Three-prong Legal Approach
Step One: Remove Low-Hanging Fruit

klgates.com
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4. Monitor Price Disruption & Take Action
vs Gray Market

Three-prong Legal Approach
Step Two: Mystery Buys, Identify Source of
Remaining Product

Identify the Source of the Remaining 20%
Make Purchases from Entrenched Resellers to Obtain
Product
Cut Off Supply of Products When Available

klgates.com
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4. Monitor Price Disruption & Take Action
vs Gray Market

Three-prong Legal Approach
Step Three: Targeted Lawsuits
Purpose is: to gather information on source of
products to sew up distribution leaks

Lawsuits last less than 6 months
Average legal fees incurred under $10k

klgates.com
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Distribution in the European Union
klgates.com

Some Unique Principles To Bear In Mind In
The EU

Rules stricter in terms of restricting EU-based resellers:
From selling outside their territory
From selling online
With respect to their resale prices

But there are legal and effective ways of designing a
distribution strategy to get as close as possible to the
objectives achievable in the U.S. and to maximize your
brand image and sales

klgates.com
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Restricting Who Can Resell Your Products

General rule: reseller can sell your products to whomever it
wishes
Main Exception?
Selective distribution

Only resellers meeting certain criteria can resell your product

Must demonstrate a few things:
- Quality standards regarding reseller’s ability to sell goods
- Product justifies need for selective distribution
- Criteria are proportionate and justifiable
- Apply consistently

klgates.com
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Selective Distribution
Usually used for:
Hi-tech products
Technical support or information required

Luxury products
Appropriate retail environment required for brand image

klgates.com
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Selective Distribution Criteria

Criteria should be necessary and
objectively justifiable to meet legitimate aims
Almost always acceptable:
Suitably trained staff
After-sales service
Attractive store layout
Not to be sold alongside down-market goods

Unless high market shares, generally also acceptable:
Buying a minimum quantity of goods
Achieving a particular turnover
Maintaining minimum stock

klgates.com
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What Restrictions Can Be Placed On
Resellers?

Can exclude resellers who don’t meet the minimum criteria
Can prevent approved resellers from selling to unapproved resellers
Can prevent wholesalers from selling to end customers
But:

Can’t prevent approved resellers from reselling to end users or
other approved resellers anywhere in the EU

Must allow both passive and active cross-border sales by approved
resellers

?

Remember that generally must be prepared to admit anyone that
complies with criteria
What about online resale restrictions
klgates.com
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Can We Restrict Online Resale?

Developing area in EU
Particularly strict approach in Germany (generally) – especially
regarding online marketplaces

EU Sector Inquiry – European Commission investigating online resale
restrictions in agreements between manufacturers and resellers

May lead to new laws and/or competition investigations
Initial findings March 2016 – concerned by the prevalence of contractual
geo-blocking

klgates.com
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Can We Restrict Online Resale? (cont.)

General rule: resellers should be free to sell online
But:

Can require online resellers to meet selective distribution criteria
Can impose different criteria for websites compared with brick &
mortar resellers, provided justified and “overall equivalent”

Requires consistent approach to online resellers and
marketplaces

klgates.com
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What About Resale Price Restrictions?

Stipulating resale prices is unlawful “resale price maintenance” in
the EU
Fixed or minimum resale prices
Margins or maximum discount

Allowed:

Maximum resale price - but can’t be so low it amounts to fixed price
Recommended resale price

Do not use coercion!

Strictly enforced in some Member States e.g. Germany

klgates.com
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Advertised or resale pricing policy

Limited authorized resellers - specific authorization for
online resale and curation of online presence

Distribution transparency - e.g. limiting resale to endusers only or limiting territory to one country

U.S. DISTRIBUTION STRATEGIES

Stricter regarding pricing – cannot pressure resellers in
any way whatsoever to charge Retail Price

Online selective distribution criteria if justified – can
exclude resellers that don’t comply

Possible limitations depend on type of distribution
Exclusive distribution? Can stop active sales outside
territory
Selective distribution? Can stop sales to unauthorized
retailers anywhere but must allow active and passive
sales within network

EU DISTRIBUTION STRATEGIES

Summary Comparison – U.S. And EU

Monitor price disruption & take action vs gray market

Monitor compliance with qualitative selective
distribution criteria & take action vs non-compliance /
unauthorized resale

klgates.com
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