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Foreword

F OREWORD
The Harvard Law School Program on the Legal Profession was founded in 2004 to:
Conduct and publish world‐class empirical research on the structure, norms and evolution‐
ary dynamics of the legal profession;
Innovate and implement new methods and content for teaching law students, practicing
lawyers and related professionals about the profession; and
Foster broader and deeper connections bridging between the global universe of legal prac‐
titioners and the academy.
This manuscript by the Program’s Senior Distinguished Fellow, Ben Heineman, launches a new
“blue paper” series of substantial essay, speech and opinion pieces on the legal profession se‐
lected by the Program for distribution beyond the format or reach of traditional legal and schol‐
arly media channels. Thank you for your interest and we look forward to your feedback.
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The Fundamental Mission of the Corporation

T HE F UNDAMENTAL M ISSION
OF THE C ORPORATION
The foundational goals of the modern corporation should be the fusion of high performance with
high integrity. The ideal of the modern general counsel is a lawyer‐statesman who is an acute
lawyer, a wise counselor and company leader and who has a major role assisting the corporation
achieve that fundamental fusion which should, indeed, be the foundation of global capitalism.
I believe that this concept of General Counsel as lawyer‐statesman has strong roots in major
American companies, is growing in the UK and has adherents in some companies elsewhere in
the world. Trends over the past 25 years have made possible a powerful, affirmative leadership
role for General Counsels, at least in large transnational enterprises. But to understand the role,
it is necessary, first, to understand in some detail what (in my view) should be the mission of the
contemporary global corporation.
High performance means strong sustained economic growth through provision of superior goods
and services which in turn provide durable benefits for shareholders and other stakeholders upon
whom the company’s health depends. Such performance entails an essential balance between
risk‐taking (the creativity and innovation so essential to economic growth) and economic risk‐
management (the financial, commercial and operational disciplines so essential to the soundness
and durability of business institutions).
High integrity means robust adherence to the letter and spirit of formal rules, both legal and fi‐
nancial; voluntary adoption of global ethical standards that bind the company and its employees;
and an employee commitment to core values of honesty, candor, fairness, trustworthiness and
reliability. It involves understanding, and mitigating, other types of risk—beyond directly eco‐
nomic risk—which can cause a company catastrophic harm: legal, ethical, reputational, commu‐
nications, public policy and country‐geopolitical.
But the fusion of high performance with high integrity is not just about risk mitigation. It is about
creating affirmative benefits in the company, in the marketplace and in the broader global soci‐
ety. Ultimately high performance with high integrity creates the fundamental trust among share‐
holders, creditors, employees, recruits, customers, suppliers, regulators, communities, the media
and the general public. This trust is essential to sustaining corporate power and freedom which
drives the economy with widespread economic and social benefits—trust which in the past 10
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years has dramatically eroded due to stark corporate scandals and unthinkable business failures.
The core task of CEOs, and top senior executives like the General Counsel, is to build a perform‐
ance with integrity culture that permeates the corporation. Such a culture entails shared princi‐
ples (values, policies and attitudes) and shared practices (norms, systems and processes). Al‐
though this culture must include elements of deterrence against legal, financial and ethical
wrong‐doing, it must, at the end of the day, be affirmative. An underlying tenet of this culture
should be that people want to do the right thing because leaders make it a company imperative
and live it themselves. Clear expectations must be driven down into the company, and this must
be a uniform global culture that applies in every nation and cannot be bent by corrupt local prac‐
tices, regardless of short‐term business costs.
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The Role of a General Counsel

T HE R OLE OF A G ENERAL C OUNSEL — AND
I NSIDE L AWYERS —I N A H IGH P ERFORMANCE
WITH H IGH I NTEGRITY C ORPORATION
Given this view of the global corporation’s fundamental mission, the role of the General Counsel,
and other inside lawyers, is extremely broad, involving three distinct functions: acute technical
lawyer, wise counselor and lawyer as leader. The essence of being a lawyer‐statesman is to move
beyond the first question—“is it legal?”—to the ultimate question—”is it right?” Such a role in‐
volves leadership, or shared responsibility, not just for the corporation’s legal matters but for its
positions on ethics, reputation, public policy, communications, corporate citizenship, country
and geopolitical trends.
The lawyer‐statesman role involves not just dealing with past problems, but charting future
courses; not just playing defense, but playing offense; not just providing legal advice, broadly
defined, but being part of the business team and offering business advice. It means being both a
partner to business leadership but ultimately the guardian of the company. Even more broadly, it
involves the wise counseling and leadership roles which stem from practical wisdom, not just
technical mastery; which requires broad judgment based on knowledge of history, culture, hu‐
man nature and institutions, not just a sharp tactical sense; which flows from the ability to un‐
derstand long‐term implications, not just achieve short‐term advantage; and which is founded
on a deep concern for the public interest, not just the private good.
In aspiring to be a lawyer‐statesman, the General Counsel, and inside lawyers, must be skilled in
asking “what ought to be” questions; in articulating systematic and constructive options that ex‐
pose and explore the value tensions inherent in most decisions; in assessing risk, but not being
paralyzed by its existence; in understanding how to make rules realities and develop strategies
for meaningful implementation of policies; in understanding the hurly burly world of politics, me‐
dia and power outside the corporation and how to navigate with principle and purpose in that
domain; in leading and building organizations, creating the vision, the values, the priorities, the
strategies, the people, the systems, the resources and the motivation; in having understanding,
intuition, perspective and respect relating to different cultures around the globe; in, ultimately,
having the quintessential quality of the great generalist to envision and understand the multiple
dimensions of issues—to define the problem properly—and the ability to comprehensively inte‐
grate those dimensions in decision‐making.
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Given this definition of fundamental corporate purpose, this delineation of the general counsel’s
broad responsibilities and this description of essential qualities of mind a lawyer leader must pos‐
sess, let me very briefly highlight ten essential tasks of the General Counsel as lawyer‐statesman.
Each task could, in and of itself, be the subject of an article (and most apply to all senior inside
lawyers as well).

The General Counsel must build a world class legal organization...
...hiring the best possible global talent which includes both top‐flight generalists (to head legal
teams at profit and loss centers) and world class specialists. These lawyers must be capable of
handling the most difficult matters facing the company on their own, and, as necessary, in forg‐
ing strategic partnerships with outside counsel. The General Counsel must lead in creating an
inside‐outside relationship which minimizes conflicts over money and is instead characterized by
a powerful value proposition of providing high quality services with alignment of economic in‐
centives (through, for example, fixed fee arrangements). The inside legal team must be inte‐
grated with other staff (Finance/HR) and business teams. And the General Counsel must effect
world‐wide integration (one legal culture) through specialist global practice groups, cross‐
company lawyer councils at national and regional levels (e.g. China or Europe) and close partner‐
ing at the senior lawyer level.

The General Counsel and the legal team must be creative, affirmative
partners to business leaders in using their broad skills to accomplish the
corporation’s high performance objectives.
The General Counsel should be at the table with the CEO on the broad array of performance is‐
sues: key operational initiatives, economic risk assessment and mitigation, major transactions,
new strategic directions (new products, new markets, new geographies), important template
contracts, resolution of major disputes (through mediation or arbitration if possible), and major
accounting decisions that have a forensic dimension (as many do today). The fundamental task is
to establish critical facts, define applicable legal principles, identify areas of risk and generate
options for accomplishing performance goals while minimizing legal, ethical or reputation risk.

The General Counsel must also provide perspective and advice as a business
person, not a lawyer.
Others at the table with business leaders come, like counsel, from specialist backgrounds: fi‐
nance, marketing, engineering, IT, HR. Beyond providing advice as members of different disci‐
plines, they all need to generate energy as intelligent persons with a broad understanding of the
products, technology, competition and other dimensions of business decisions. The General
Counsel, as curious, broad‐gauged business partner, must help define, debate and develop busi‐
ness positions on broad company issues.

The General Counsel must be a leader in building an integrity infrastructure
that embeds formal requirement (law and finance) and the company’s ethical
rules into business operations.
This task requires an understanding of the enormously complex web of law and regulation of
both general (competition law) and specific (health care law) application at national, state and
local level in nations all across the globe. Each business process (finance, sales, marketing, engi‐

The General Counsel as Lawyer‐Statesman 8

The Role of a General Counsel
neering) in each business unit in each country must be mapped to understand where require‐
ments intersect—then those points of intersection must be risk‐assessed with appropriate risk
mitigation systems integrated into the business processes. The broad purposes of the integrity
infrastructure are to prevent legal and ethical misses, to detect misses as soon as possible and
then to respond quickly and effectively. This merger of integrity and business process requires
business leader commitment with the General Counsel (and other inside lawyers) providing ex‐
pertise and advice on such key leadership issues as resource allocation and in‐depth manage‐
ment reviews which demonstrate commitment from the top down.

The General Counsel must play a lead role in defining and adopting ethical
standards—beyond what the formal rules require—which bind the corporation
across the globe.
Great corporations often impose rules upon themselves: no bribery (even when not prohibited),
building new facilities to world, not local law, standards; engaging in ethical sourcing so that
third parties avoid child or prison labor and provide safe and healthy working conditions. The
General Counsel has a key role in these decisions which, as noted above, go beyond asking “is it
legal” to asking “is it right.” The chief lawyer helps generate issues (by, for example, systemati‐
cally reviewing claims on the corporation by various stakeholders); determining which ones re‐
quire in depth analysis; conducting that analysis under an “enlightened self‐interest” standard
which understands that “costs” are also “investments,” that “benefits” may be expressed in
strictly financial terms but may also require judgment, and that the proper “accounting period”
may be years, not just the next quarter. The General Counsel will be at the center of resolving
conflicts between national laws (which transnational companies must follow) and global ethical
standards, a vexing problem illustrated by Google’s recent decision to stop complying with Chi‐
nese censorship laws because of global ethical standards against suppression of information.

The General Counsel must help develop early warning systems which allow
the corporation to stay ahead of emerging global trends and expectations
relating to formal rules, ethical standards, public policy and important
country and geopolitical risk.
The integrity infrastructure and adoption of global ethical standards focus on immediate issues,
but looking into the future and anticipating changes is one of the characteristics of a lawyer‐
statesman. These early warning systems are systematic: careful compilation of information from
a variety of sources (cases, legislative proposals, commentary, NGO agendas); regular meetings
to determine which issues require analysis; and then decisions about whether pro‐actively to
change policies and practices far in advance of when the company might be forced to do so.

The General Counsel must play a lead role in fostering employee awareness,
knowledge and commitment to a high performance with high integrity
culture.
Employees must understand their basic obligations; must do the right thing under those duties;
must live the core company values; and must understand enough about the technical rules to
seek advice when in “gray areas.” It is the task of the General Counsel, working with other key
corporate staff, to create education and training materials on business and society issues which
are as engaging as the education in business disciplines. This involves tracking, training and test‐
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ing employees in high risk jobs; creating meaningful case‐based learning; being candid about
company failures; and integrating integrity training with business training. It also means con‐
fronting cultural differences head on (explaining why conflicts of interest involving family mem‐
bers may be the norm in Chinese society but why they are not tolerated in a global corporation).

The General Counsel must develop systems which give employees at all levels
“voice” to express concerns about the corporation’s adherence to law, ethics
and values.
Based on nearly 20 years in one of the world’s most complex business enterprises, I believe that
integrity is greatly advanced when employees are encouraged (indeed required) to report con‐
cerns without fear of retaliation. The General Counsel has a vital role in developing different
forums for “voice” to be heard: through bottoms‐up compliance reviews that start on the shop‐
floor; through a powerful independent, internal audit staff doing compliance reviews; through
candid communications from lawyers in the businesses to the General Counsel; and, most impor‐
tantly, through a company “ombuds” system. Such a system allows employees to report in many
languages in many forms (email, phone, letter) to many recipients (in the division or at head‐
quarters) either anonymously or not. The General Counsel (and the CFO) must treat all concerns
promptly with dignity and respect and follow the facts wherever they lead—up, down or side‐
ways. Employee trust in the integrity of the processes is key to a successful ombuds system that
detects and deters (and avoids back‐biting because cheap shots won’t work).

The General Counsel should have either the lead role, or a strong supporting
role, in the development and implementation of the company’s positions on
public policy...
...in capitals all across the globe, from Brussels to Beijing, from Washington to Moscow. Policy
development requires marrying substantive expertise with the corporation’s business strategy
and should be done with business teams at headquarters. Many of the substantive experts on
public policy which cuts across the company will work for the General Counsel: antitrust, envi‐
ronment, IP, securities law, labor and employment law, tax, trade etc. These corporate legal spe‐
cialists should have broad knowledge and experience in public policy and its processes. The Gen‐
eral Counsel should also help the individual business units find industry specific policy experts
(e.g. communications, energy, healthcare). Once policies are developed and prioritized then the
government relations staff (whose customers are executive and legislative branch officials)
should work with the business people and the policy experts on political implementation. One of
the most challenging tasks for the General Counsel is defining policy positions based on credible
facts that advance public interests not just the corporation’s narrow private interest and thus can
command assent, rather than just being viewed as a business land‐grab.

The General Counsel will also be a core member of crisis management
teams responding to investigations, law suits, product problems, personnel
emergencies and threats to company people, facilities, information or supply
chain from terrorism, natural disaster or war.
Working with the CEO, the General Counsel must seize the issue the moment top management
learns about it; develop a crisis management team with clear responsibilities; meet continuously
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to adapt to changing developments; and, ultimately determine an appropriate response. A key
related role, one for which the General Counsel is well suited, is to develop the facts both expedi‐
tiously and carefully. And the General Counsel must be closely integrated in all communications
stemming from the crisis to assure accuracy and credibility. Crisis management is often a stress
test for the corporation’s integrity—and for the General Counsel.

Integrating all these foundational roles, the General Counsel should develop the corporation’s
essential position on corporate citizenship for review by top business leaders, the CEO and the
board of directors. Consistent with my emphasis on high performance with high integrity, I be‐
lieve that corporate citizenship (a much better concept that corporate responsibility for assess‐
ing business’ role on society) consists of three elements:
Sustained economic performance which provides benefits to stakeholders across the
society;
Robust adherence to the spirit and the letter of the laws and regulations designed to ad‐
vance social goods; and
Adherence to global ethical standards and public policy positions that are in the enlight‐
ened self‐interest of the company but fairly balance private concerns with the public
interest.
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G ENERAL C OUNSEL T RENDS
The greatly enhanced role of the General Counsel in large transnational companies—whether
headquartered in the US, the UK, Europe or elsewhere in the world—is due a number of trends
which have occurred over the past 25 years. The future growth of the General Counsel role in ma‐
jor global corporations—and its spread to smaller and medium sized companies—will depend on
the continuation of those trends.
General Counsel have increasingly been hired from the upper reaches of government and
private practice. A former U.S. Attorney General, a former Deputy Attorney General, distin‐
guished former federal appeals court and district court judges, and a former White House
counsel now all serve as chief legal officers of major American companies. Similarly, law
firm partners in their forties and fifties are being recruited away from their firms to General
Counsel positions.
This remarkable upgrade in the quality of General Counsel has increased the status and
prestige of inside lawyers and has made it possible to hire superb lawyers from outside the
company to serve as heads of large business divisions or as heads of specialty functions
(tax, environment, trade, antitrust, mergers and acquisitions, labor and employment, intel‐
lectual property). Indeed, larger companies are developing specialty practice groups,
headed by a nationally renowned practitioners, which rival law firm practice groups.
As a result of this increase in inside talent, the General Counsel has become, in many cases,
the chief legal advisor to the CEO and to the board of directors, replacing the venerable
senior partner from the great law firm. The General Counsel is a member of the core man‐
agement team—and, as business and society issues have become of ever greater impor‐
tance to corporations, has come to have comparable status to the Chief Financial Officer in
some major companies.
To attract this talent, corporations have been willing, at least for the General Counsel and
division and lead specialist lawyers, to meet market pay, although some of that compensa‐
tion may be in the form of deferred equity which may lose (or increase) its value. Corporate
Counsel, an American magazine for inside lawyers, each year publishes a table of highly
paid General Counsels in US companies—and it can only get this information because many
GCs are among the companies’ five most highly compensated executives whose pay pack‐
ages must be disclosed, per government regulation, in the annual Proxy Statements.
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The new inside lawyers—who now have skills equal to their peers in outside law firms—have
begun to manage actively major issues staffed by joint inside/outside teams. Not only has
power over control of matters shifted in a number of instances, but inside lawyers have also
sought to break up old monopolies (when single firms represented companies on a broad
range of matters) and introduce competition among firms. Thus, the new inside lawyers
forged new cooperation on matters with outside firms and fostered new competition on
money. As noted above, today both corporations and law firms are trying to develop new
strategic alliances in which financial incentives are aligned and value and quality, rather
than sheer hours billed, are emphasized.
In sum, in the course of a generation, General Counsels’ prestige, status, compensation, power
and position at the core of major transnational corporations have been transformed. But, this
enhanced role will only continue, and be expanded at other companies, if boards of directors and
CEOs see the value of a strong inside team working closely with business leaders. They must be
willing both to pay for talent and to carry the legal headcount.
I believe that a strong inside legal team—that is part of the company culture, understands its
rhythms and personality, is in the daily flow of business—is far more effective, and far more cost‐
effective, than outside counsel can possibly be in helping the company achieve both high per‐
formance and high integrity. In difficult economic times, there is always the call to cut costs by
cutting headcount. While the legal function can never be immune from a relentless quest for pro‐
ductivity, it is very short‐sighted of business leaders to use the traditional meat‐axe (“10 percent
down”) and either push costs (which will be higher) outside or degrade the core goals of perform‐
ance with integrity which can lead to far greater, even catastrophic, costs down the road.
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T HE P ARTNER ‐G UARDIAN T ENSION
AND THE L AWYER ‐S TATESMAN R OLE
Although the role of General Counsel has been transformed in recent years, one dimension re‐
mains the same: the reliance on a good relationship with the CEO. And, at the core of that rela‐
tionship, is what I term “the partner‐guardian” tension. Indeed, in many recent scandals (from
Enron‐like accounting fraud to improper options back‐dating to the credit crisis), General Coun‐
sel have failed as guardians. They were either excluded from decisions or failed to ask broad,
probing questions about dubious actions.
Although the General Counsel must be a strong business partner for the CEO and other business
leaders (to help the company but also to grain credibility), he or she must, at the same time, be
guardian of the company (whom the General Counsel actually represents). This guardian role can
involve slowing decisions down until facts are gathered and analysis completed—and, on occa‐
sion, it can involve saying “no” if no legitimate actions are possible. I do not believe that the
choice for General Counsel (and inside lawyers generally) is to go native as a “yes person” for
business leaders and be legally and ethically compromised or to be conservative, inveterate
“naysayer” ultimately excluded from core corporate activity and decisions. Being at the table to
assess facts, law, ethics, risk and options—to help find an appropriate way to accomplish busi‐
ness goals—is essential.
Resolution of this tension is key to a company’s high performance with high integrity and to the
ability of the General Counsel to play to the kind of lawyer‐statesman role I have outlined above.
But, this requires a strong degree of independence. Yet critics have questioned whether such in‐
dependence can exist when candid General Counsels run the risk of being fired and losing un‐
vested economic benefits (like stock options, restricted stock or deferred compensation).
Certain conditions inside the company must be met before a General Counsel can resolve the
tension and aspire to be a lawyer statesman. Most importantly, the board of directors and the
CEO must understand and approve the broad role for General Counsel I have outlined here. They
can demonstrate that by hiring a General Counsel with deep experience (hopefully in both public
and private sectors), with superlative legal skills but also broad vision, with both credibility and
courage. The CEO must also support the General Counsel in hiring the outstanding, independent
lawyers for key inside positions. This is not to say lawyers make critical decisions for the com‐
pany: their primary job is to give the business leaders a range of legitimate options with different
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degrees of risk and explain pros and cons. Only after acute analysis, integrating all relevant per‐
spectives, should they make recommendations. And, unless the action is unlawful, General
Counsels, having spoken their piece, should defer to the CEO’s discretion.
Certain processes can help assure that the proper conditions exist. General Counsel candidates
should do extensive due diligence on the CEO, the company culture, the attitudes of top staff
and business leaders. They should clarify the conception of the chief legal officer held by those
executives. They should meet with one or two board members before accepting the job. Once in
place, the General Counsel should meet alone with the board (or the Audit Committee) on a
regular basis.
But the General Counsel must go into the position prepared to resign if asked to condone or do
something clearly illegal or highly unethical or if excluded from major decisions. With a good
CEO and a good Board, this will not happen, although there can be friction as hard decisions may
yield tough conversations. With a bad CEO and a good Board, the General Counsel may be able
to negotiate an honorable withdrawal. With a bad CEO and a bad board, the General Counsel ob‐
viously may simply have to quit—but with proper diligence before accepting the job this risk
should be minimized.
At the end of the day, the rise of the General Counsel to a broad lawyer‐statesman role, and an
increase in status to be a true peer of the Chief Financial Officer, turns on intense commitment of
board of directors and CEOs to high performance with high integrity.
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ATTORNEY-CLIENT PRIVILEGE AND WORK-PRODUCT PROTECTION:
HOW TO USE AND LOSE THE PRIVILEGE!
By Helen Johnson Alford and Mark A. Dowdy 3
I.

WHAT ARE ATTORNEY-CLIENT PRIVILEGE AND ATTORNEY WORK PRODUCT
HOW ARE THE TWO PRIVILEGES DIFFERENT.
a.

AND

Attorney-Client Privilege.
The Attorney-Client Privilege is defined as "[i]n law of evidence, client's

privilege to refuse to disclose and to prevent any other person from disclosing confidential
communications between he and his attorney. Such privilege protects communications between
attorney and client made for the purpose of furnishing or obtaining professional legal advice or
assistance. That privilege which permits an attorney to refuse to testify as to communications
from client to him though it belongs to the client, not to attorney, and hence client may waive it.
In federal courts, state law is applied to such privilege." (internal citations omitted). Black's Law
Dictionary, (6th ed. 1990).
b.

Attorney Work Product.
Under the Work Product Rule "any notes, working papers, memoranda or similar

materials, prepared by an attorney in anticipation of litigation, are protected from discovery.
Most states have codified the work product rule in some form either by statute or court rule.
This rule has been interpreted to include private memoranda, written statements of witnesses and
mental impressions of personal recollections prepared or formed by attorney in anticipation of
litigation or for trial." (internal citations omitted). Black's Law Dictionary, (6th ed. 1990).
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II.

IMPORTANT CHANGES TO FED. R. CIV. P. (RULE 26)
Before launching into a discussion of the attorney-client privilege and work product

doctrine, a brief discussion of recent changes concerning expert disclosures is pertinent to the
topic discussion. In the world of evolving electronic discovery and the exchange of countless
electronic mail messages and documents between experts and counsel, an issue has arisen as to
what information must be disclosed to opposing counsel involving expert testimony. To resolve
the concern over expert testimony, the Supreme Court of the United States has prescribed
changes effective December 1, 2010 amending Federal Rules of Civil Procedure (Rule 26).
a.

Fed. R. Civ. P. (Rule 26).
Generally, Rule 26(a)(2) now limits expert reports to facts or data considered by

the witness in forming expert opinions, and further requires expert witnesses who do not provide
a written report to disclose the expert testimony.
b.

Fed. R. Civ. P. (Rule 26(a)(2)(B)(ii)).
Specifically, Rule 26(a)(2)(B)(ii) is amended as follows4:

(B) Witnesses Who Must Provide a Written Report. Unless otherwise stipulated or
ordered by the court, this disclosure must be accompanied by a written report--prepared
and signed by the witness--if the witness is one retained or specially employed to provide
expert testimony in the case or one whose duties as the party's employee regularly
involve giving expert testimony. The report must contain:
(i) a complete statement of all opinions the witness will express and the basis and
reasons for them;
(ii) the facts or data considered by the witness in forming them;
(iii) any exhibits that will be used to summarize or support them;
(iv) the witness's qualifications, including a list of all publications authored in the
previous 10 years;
(v) a list of all other cases in which, during the previous 4 years, the witness
testified as an expert at trial or by deposition; and
(vi) a statement of the compensation to be paid for the study and testimony in the
case.
4

Previously Fed. R. Civ. P. (Rule 26(a)(2)(B)(ii)) read as follows "the data or other information considered
by the witness in forming them;"
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c.

Fed. R. Civ. P. (Rule 26(a)(2)(C)).
Rule 26(a)(2)(C) is added requiring disclosure of expected expert testimony for

those experts not otherwise required is prepare a written report:
(C) Witnesses Who Do Not Provide a Written Report. Unless otherwise stipulated or
ordered by the court, if the witness is not required to provide a written report, this
disclosure must state:
(i)
the subject matter on which the witness is expected to present evidence
under Federal Rule of Evidence 702, 203, or 705; and
(ii)
a summary of the facts and opinions to which the witness is expected to
testify.
d.

Fed. R. Civ. P. (Rule 26(b)(4)(B)).
Generally, Rule 26(b)(4)(B) is added to afford work-product protection against

discovery of draft expert disclosures or reports (whether written, electronic or otherwise), and
communications between expert witnesses and counsel. The expert-counsel communications
protection is tempered by three (3) exceptions. The work-product protection applies to all
witnesses identified under Rule 26(a)(2)(A) regardless of whether they are required to provide a
written report under Rule 26(a)(2)(B) or are required to make disclosure under Rule 26(a)(2)(C).
Specifically, Rule 26(b)(4)(B) reads as follows:
(B)
Trial-Preparation Protection for Draft Reports or Disclosures.
Rules 26(b)(3)(A) and (B) protect drafts of any report or disclosure required under
Rule 26(a)(2), regardless of the form in which the draft is recorded.
e.

Fed. R. Civ. P. (Rule 26(b)(4)(C)).
Generally, Rule 26(b)(4)(C) is added to afford work-product protection against

discovery of attorney communications with experts, regardless of whether that communication is
oral, written, electronic or otherwise. Rule 26(b)(4)(C) protects attorney's work product so that
the attorney may interact with a retained expert while not exposing those communications during
Page 3 of 18

discovery.

Counsel should note that this work-product protection applies only to those

communications between an attorney and that attorney's own retained expert (and assistants)
who are required to provide a written report under Rule 26(a)(2)(B) and extends to preliminary
expert opinions. Specifically, Rule 26(b)(4)(C) reads as follows:
(C)
Trial-Preparation Protection for Communications Between a Party's
Attorney and Expert Witnesses. Rules 26(b)(3)(A) and (B) protect drafts of any report or
disclosure required under Rule 26(a)(2), regardless of the form of the communications,
except to the extent that the communications:
(i)
relate to compensation for the expert's study or testimony;
(ii)
identify facts or data that the party's attorney provided and that the expert
considered in forming the opinions to be expressed; or
(iii)
identify assumptions that the party's attorney provided and that the expert
relied on in forming the opinions to be expressed.
III.

RULE 501, FED.EVID. AND THE ATTORNEY-CLIENT PRIVILEGE
The Federal Rules of Evidence confirm that an analysis of the attorney-client privilege in

civil proceedings shall be conducted under state law. Rule 501 provides:
Except as otherwise required by the Constitution of the United States or provided by Act
of Congress or in rules prescribed by the Supreme Court pursuant to statutory authority,
the privilege of a witness, person, government, State, or political subdivision thereof shall
be governed by the principles of the common law as they may be interpreted by the
courts of the United States in the light of reason and experience. However, in civil actions
and proceedings, with respect to an element of a claim or defense as to which State law
supplies the rule of decision, the privilege of a witness, person, government, State, or
political subdivision thereof shall be determined in accordance with State law.
IV.

RULE 502, FED.EVID. AND THE ATTORNEY-CLIENT PRIVILEGE AND WORK PRODUCT
However, one may waive the attorney-client privilege or work-product protection when

disclosure occurs in a proceeding or before a federal officer depending on whether such
disclosure is intentional or inadvertent. Rule 502 provides:
The following provisions apply, in the circumstances set out, to disclosure of a
communication or information covered by the attorney-client privilege or work-product
protection.
(a) Disclosure made in a Federal proceeding or to a Federal office or agency;
scope of a waiver. When the disclosure is made in a Federal proceeding or to a Federal
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office or agency and waives the attorney-client privilege or work-product protection, the
waiver extends to an undisclosed communication or information in a Federal or State
proceeding only if:
(1) the waiver is intentional;
(2) the disclosed and undisclosed communications or information concern the
same subject matter; and
(3) they ought in fairness to be considered together.
(b) Inadvertent disclosure.--When made in a Federal proceeding or to a Federal
office or agency, the disclosure does not operate as a waiver in a Federal or State
proceeding if:
(1) the disclosure is inadvertent;
(2) the holder of the privilege or protection took reasonable steps to prevent
disclosure; and
(3) the holder promptly took reasonable steps to rectify the error, including (if
applicable) following Federal Rule of Civil Procedure 26(b)(5)(B).
(c) Disclosure made in a State proceeding.--When the disclosure is made in a
State proceeding and is not the subject of a State-court order concerning waiver, the
disclosure does not operate as a waiver in a Federal proceeding if the disclosure:
(1) would not be a waiver under this rule if it had been made in a Federal
proceeding; or
(2) is not a waiver under the law of the State where the disclosure occurred.
(d) Controlling effect of a court order.--A Federal court may order that the
privilege or protection is not waived by disclosure connected with the litigation pending
before the court--in which event the disclosure is also not a waiver in any other Federal or
State proceeding.
(e) Controlling effect of a party agreement.--An agreement on the effect of
disclosure in a Federal proceeding is binding only on the parties to the agreement, unless
it is incorporated into a court order.
(f) Controlling effect of this rule.--Notwithstanding Rules 101 and 1101, this rule
applies to State proceedings and to Federal court-annexed and Federal court-mandated
arbitration proceedings, in the circumstances set out in the rule. And notwithstanding
Rule 501, this rule applies even if State law provides the rule of decision.
(g) Definitions.--In this rule:
(1) “attorney-client privilege” means the protection that applicable law provides
for confidential attorney-client communications; and
(2) “work-product protection” means the protection that applicable law provides
for tangible material (or its intangible equivalent) prepared in anticipation of
litigation or for trial.
V.

ATTORNEY-CLIENT PRIVILEGE UNDER THE FEDERAL RULES OF CIVIL PROCEDURE
"The attorney-client privilege is the oldest of the privileges for communications known to

the common law." Carr v. Anheuser-Busch Companies, Inc., 2011 WL 2174853, *1 (E.D. Mo.,
June 3, 2011. The privilege "encourag[es] full and frank communication between attorneys and
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their clients" and "recognizes that the sound legal advice ... depends upon the lawyer's being
fully informed by the client." Id. citing Upjohn Co. v. United States, 449 U.S. 383, 389, 101
S.Ct. 677 (1981). During litigation "[p]arties may obtain discovery regarding any nonprivileged
matter that is relevant to any party's claim or defense...." Fed. R. Civ. P. 26(b)(1) The attorneyclient privilege is an exception to Rule 26 and applies only to communications that reveal
confidential information about the content of the legal consultation. Upjohn Co. v. United
States, 449 U.S. 383, 391 (1981); Baez-Eliza v. Instituto Psicoterapeutico de Puerto Rico, 2011
WL 2413051, *7 (D.P.R. June 16, 2011).
The practitioner should note that sanctions may be awarded when litigants use this
evidentiary privilege as a sword by making unfounded claims to improperly attempt to conceal
documents depicting client in an unflattering light. Baez-Eliza v. Instituto Psicoterapeutico de
Puerto Rico, 2011 WL 2413051, *4 (D.P.R. June 16, 2011).
The federal bench has declined to extend the attorney-client privilege to documents
which indicate the purpose of legal consultation or that the mere fact that legal representation or
consultation occurred. See Humphreys, Hutcheson, & Moseley v. Donovan, 755 F.2d 1211,
1219 (6th Cir.1985) (holding that “the fact of legal consultation or employment ... and the scope
and nature of employment are not deemed privileged.”); Diversified Industries, Inc. v. Meredith,
572 F.2d 596, 603 (8th Cir.1978) (concluding that document which stated the purpose for which
a law firm had been engaged was not privileged); Howell v. Jones, 516 F.2d 53, 58 (5th
Cir.1975)(observing that “[t]he great weight of authority ... refuses to extend the attorney-client
privilege to the fact of consultation or employment....”).
This article generally describes the attorney-client privilege and work-product doctrine
and illuminates some of the areas where the privilege or protection may apply. All aspects of the
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attorney-client privilege and work-product doctrine cannot be covered in the pages afforded this
article, and this article is not intended to be a comprehensive guide. Instead, the practitioner may
use this article to foster ideas for further study in a relevant jurisdiction.
a.

Which party bears the burden of proof.
The party asserting protection under the attorney-client privilege or work product

bears the burden of establishing by a clear showing the existence of the privilege. Baez-Eliza v.
Instituto Psicoterapeutico de Puerto Rico, 2011 WL 2413051, *7 (D.P.R. June 16, 2011); ACE
USA v. Union Pacific Railroad Co., Inc., 2011 WL 2199820 (D. Kansas, June 6, 2011). That
party must provide a detailed description of the information in a privilege log coupled with
reasons substantiating the objection to the sought discovery. ACE at *2.
Once the objecting party meets the required burden, that party may either
withhold the protected document or provide a redacted copy. That party may withhold the entire
document only when the all of the information contained within the document is protected. Id. at
*3.
b.

Proper Application of the Attorney-Client Privilege
The existence of the attorney-client privilege operates at its zenith "when a client

asks a lawyer to analyze a situation in a manner that would best support his position according to
the lawyer's understanding of the law. U.S. v. Zolin, 491 U.S. 554, 562 (1989). Eight essential
elements comprise the attorney-client privilege:
(1)
(2)
(3)
(4)
(5)
(6)
(7)

Where legal advice is sought
from a professional legal advisor in his capacity as such,
communications made in the course of that relationship
made in confidence
by the client
are permanently protected
from disclosure by the client, the legal advisor, or any other
witness
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(8)

unless the privilege is waived.

ACE USA v. Union Pacific Railroad Co., Inc., 2011 WL 2199820, *2 (D. Kansas, June 6, 2011).
One does not properly invoke the privilege because a client communicates with
counsel alone. The communication must be confidential occurring during the requesting or
receiving legal advice. While the privilege may not extend to the written communications
between co-employees of a named party, the privilege may extend to those written
communications made in confidence for the primary purpose of receiving or giving legal advice.
Id. at *3.
c.

Disclosure and Waiver of the Attorney-Client Privilege
1.

Waiver during a federal proceeding.
A party may waive the attorney-client privilege and work-product

privilege during a federal proceeding if:
(1)
(2)
(3)

the waiver is intentional;
the disclosed and undisclosed communications or
information concern the same subject matter; and
they ought in fairness be considered together.

Fed. R. Evid. 502. However, a party and counsel should realize that when a party voluntarily
discloses privileged communication between the party and counsel, the party waives the
privilege to all communications on the same subject. Dumas v. City of Elk Grove, 2011 WL
2173727, *2 (June 2, 2011).
2.

Implied Waiver.
A party may also impliedly waive the attorney-client privilege and work-

product privilege if:
(1)
(2)

assertion of the privilege was a result of some affirmation
act, such as filing suit, by the asserting party;
through this affirmative act, the asserting party put the
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(3)

protected information at issue by making it relevant to the
case; and
application of the privilege would have denied the opposing
party access to information vital to his defense.

Dumas v. City of Elk Grove, 2011 WL 2173727, *3 (June 2, 2011), citing Hearn v. Rhay 68
F.R.D. 574 (E.D. Wash. 1975). A waiver in this context applies equally to the attorney-client
privilege and the work-product doctrine. Id. citing Bittaker v. Woodford, 331 F.3d 715, 722 n.6
(9th Cir. 2003).
3.

Waiver by public letter.
The federal district courts are split over the issue of whether a public letter

disclosing the substance of counsel's advice constitutes a waiver of the attorney-client privilege.
In Tracy v. NVR, Inc., the district court affirmed a magistrate judge's finding that a corporation
waived the attorney-client privilege when it issued a letter to employees which contained advice
from counsel. Tracy, 2011 WL 2383218 (W.D. N.Y. June 14, 2011); (citing United States v.
Jacob, 117 F.3d 82, 91 (2d. Cir. 1997)(waiver of attorney-client privilege where party publicly
discloses summary of letters from counsel), citing In re Kidder Peabody, 168 F.R.D. 459, 469
(S.D.N.Y 1996). The Second Circuit has held that the waiver of privilege applies equally to an
inaccurate summary of counsel's letters and to direct quotation of counsel's letters. Jacobs at 9091.
However, courts in the Fifth and Eight Circuit hold that disclosure of legal
opinions to investors or third-party customers does not waive the attorney-client privilege. See
Aspex Eyewear, Inc. v. E'Lite Optik, Inc., 2002 WL 159606 at *3 (N.D. Tex. 2002);
Furmninator, Inc. v. Kim Laube & Co., Inc., 2009 WL 5176562 at *1-2 (E.D. Mo. 2009).
4.

Waiver by accidental release.
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An accidental release of documents otherwise protected by the attorneyclient privilege before or during the course of litigation operates as a waiver of that privilege.
Zink v. City of Mesa, 2011 WL 2184965, 16-17 (Wa. Civ. App. June 7, 2011). In Zink, the
protected communications were accidently released to the opposing party in the clerk's papers
prepared for the appellate court.

The court held that [a]ccidental release of all the

communications on appeal, however, did not waive the exemption for all of the documents
because the disclosure was unpreventable and inadvertent."

Id. at 17 citing Sitterson v.

Evergreen School District No. 114, 196 P.3d 735 (2008).
5.

Preventing Waiver for Inadvertent Disclosure.
A practitioner may possibly avoid waiver of the attorney-client privilege

following inadvertent disclosure by taking prompt action to reclaim or seek prompt return of
protected materials. See Brieses Lichttechnik Vertiebs GmbH v. Langton, 272 F.R.D. 369,
(S.D.N.Y. 2011); The Navajo Nation v. Peabody Holding Co., Inc., 255 F.R.D. 37 (D.D.C.
2009); but see U.S. Fidelity & Guaranty Company v. Liberty Surplus Insurance Corp., 630
F.Supp.2d 1332 (M.D. Fla. 2007)(law firm waived privilege by failing to take reasonable
precautions to avoid inadvertent disclosure of privileged materials or asserting privilege before
producing documents without review.)
d.

Piercing the Attorney-Client Privilege.
There are certain actions that will serve to pierce the attorney-client privilege.

Baez-Eliza v. Instituto Psicoterapeutico de Puerto Rico, 2011 WL 2413051, *8 (D.P.R. June 16,
2011). (when a client seeks legal advice with the intent to commit illegal acts). The movant
bears the burden of establishing the exception applies, and must establish: "the client was
engaged in (or was planning) criminal or fraudulent activity when the attorney-client
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communication took place; and (2) that the communications were intended by the client to
facilitate or conceal the criminal or fraudulent activity. In re Grand Jury Proceedings (Gregory
P. Violette), 183 D.3d 71, 75 (1st Cir. 1999).
e.

Privileges May Not Extend To Protect Insurance Claims Files, Reserves,
Underwriting Files, or Training Manuals
Pennsylvania recently held that a plaintiff was entitled to an insurance company's

entire claims file in a bad faith and UIM case. Consugar v. Nationwide Insurance Company of
America, 2011 WL 2360208 (M.D. Pa. June 9, 2011). In Consugar, the plaintiff sought access to
the entire claims file, the reserve information, underwriting files and policy manuals.
Nationwide, produced activity logs of the agents, other redacted documents and a privilege log.
Nationwide also objected to producing the entire claims file and reserve information on the
grounds that those documents are subject to the attorney-client privilege, constitute work
product, and that the underwriting files and policy manuals are not relevant.
The federal court noted that courts allowing discovery of the claims files temper
that production by the attorney-client privilege. Id. at *2, citing Fidelity and Deposit Co. of
Maryland v. McCullough, 168 F.R.D. 516,524 (E.D. Pa. 1996). Applying Pennsylvania state
law, the court denied plaintiff's motion for production of the entire unredacted claims file,
suggesting instead that the plaintiff challenge the attorney-client privilege by appropriate motion
practice and in camera inspection. Id. at *3. The Defendant also argued that activity logs after
a review of pre-accident medical records constituted work product prepared in anticipation of
litigation.
The Consugar Court, noted that federal courts apply the work product privilege
under Fed. R. Civ. P. 26(b)(3), protecting "the mental impressions, conclusions, opinions or legal
theories of an attorney or other representative of a party concerning the litigation." The court
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also noted that federal courts have routinely extended this privilege to documents prepared by or
for a party's insurer or agents of the insurer. The work product privilege applies to material
prepared in anticipation of litigation even where the insurer is not a named party to the litigation.
Consugar at *3. Here, the court ordered Nationwide to include all documents protected by the
work product privilege in the privilege log, and if the plaintiff objected thereto, the documents
should be submitted for an in camera inspection by the court.
The court noted that the underwriting file was relevant, and ordered Nationwide
to produce those documents as no privilege was asserted. Id. at *6. Similarly, the court held that
the reserve information for the UIM claim is relevant and provides evidence of the value
assigned by the defendant to plaintiff's claim, and provides a comparison of the reserve value and
defendant's actions for assessing any potential bad faith liability in the processing of plaintiff's
claim. Id. at *5 Further, the policy manuals, policy statements, educational materials or other
written instructions provided to agents during training are relevant to the bad faith claim to
compare standards for evaluating claims and the conduct of Nationwide's agents.

The

documents were ordered to be produced; provided, however, to the extent the attorney-client
privilege or attorney work-product privilege is asserted, then those documents shall be included
in a privilege log. Id. at 6-8.
f.

ERISA
The ERISA practitioner should note the "fiduciary exception" to the attorney-

client privilege.

The ERISA beneficiaries are the clients of the attorney, not the plan

administrator. Thus, when an attorney advises either the plan administrator or another fiduciary,
those communications are not protected from disclosure to the beneficiaries. Carr v. AnheuserBusch Companies, Inc., 2011 WL 2174853, *1 (E.D. Mo., June 3, 2011. In turn, the plan
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administrator has a fiduciary obligation to disclose full and accurate information to the plan
beneficiaries, including communications with counsel. Id.
g.

Ineffective Assistance of Counsel Claims Impliedly Waive the AttorneyClient Privilege.
One may waive his or her attorney-client privilege by asserting a claim of

ineffective assistance of counsel. Stone v. United States of America, 2011 WL 2222055 (D.
Maine June 6, 2011). The Stone Court noted that many sister circuits follow the rule that
"[w]hen a habeas petitioner claims that he received ineffective assistance of counsel, he puts
communications between himself and his attorney directly in issue, and thus by implication
waives the attorney-client privilege with respect to those communications. Stone at *1, citing
Hunt v. Blackburn, 128 U.S. 668, 691 (1984).
h.

Disqualification of Counsel.
The legal practitioner should observe that disqualification may result from

"excessive review" of documents protected by the attorney-client privilege or work-product
doctrine. Clark v. Superior Court, 2011 WL 2150349 (Cal. App. June 2, 2011). After receiving
documents responsive to a discovery request, the receiving party determined that the production
included many documents marked "Attorney-Client Privilege"; "Prepared at the Request of
Counsel"; and "Highly Confidential" taken in violation of a nondisclosure agreement. Id. at *2.
[T]he obligation of an attorney receiving privileged documents due
to the inadvertence of another is as follows: When a lawyer who
receives materials that obviously appear to be subject to an
attorney-client privilege or otherwise clearly appear to be
confidential and privileged and where it is reasonably apparent that
the materials were provided or made available through
inadvertence, the lawyer receiving such materials should refrain
from examining the materials any more than is essential to
ascertain of the materials are privileged, and shall immediately
notify the sender that he or she possesses material that appears to
be privileged.
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Id. at 86, citing State Comp. Ins. Fund v. WPS, Inc., 70 Cal.App.4th 644 (1999). This protection
was subsequently extended to include the work-product doctrine. Rico v. Mitsubishi Motors
Corp., 42 Cal. 4th 807 (2007).
VI.

WORK-PRODUCT PRIVILEGE UNDER THE FEDERAL RULES OF CIVIL PROCEDURE
Rule 26(b)(3) governs the work-product doctrine, and provides that "[o]rdinarily, a party

may not discover documents and tangible things that are prepared in anticipation of litigation or
for trial by or for another or its representatives (including the other part's attorney, consultant,
surety, indemnitor, insurer, or agent.". Fed. R. Civ. P. The party seeking protection afforded by
the work-product doctrine must establish:
(1)
(2)
(3)

the materials sought to be protected are documents or
tangible things;
they were prepared in anticipation of litigation or for trial;
and
they were prepared by or for a party or representative of
that party.

ACE USA v. Union Pacific Railroad Co., Inc., 2011 WL 2199820, *3 (D. Kansas, June 6, 2011).
The practitioner should note that the privilege does not extend to all investigative work
done, but only work conducted under the supervision of an attorney preparing for both an real
and imminent threat of litigation. Id. at *3. Cause and reasonableness also play key factors in
whether this privilege is applied.

Cause goes to whether the document was prepared in

anticipation of litigation, while reasonableness goes to whether a party was reasonable in
anticipating litigation at the time when the document was prepared. Id. at * 3. Thus, documents
a party prepares in the ordinary course of business are not afforded the work product doctrine.
VI.

ATTORNEY CLIENT PRIVILEGE UNDER STATE LAW
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The attorney-client privilege may be codified under state law and/or appear in the rules of
evidence. See § 13-90-107(1)(b), 5 C.R.S. (2001); N.J.S.A. 2A:84A-20; N.J.R.E 504; § 90.502,
Florida Statutes (1997); Gordon v. Boyles, 9 P.3d 1106, 1123 (Colo.2000); In Re Custodian of
Records, Criminal Division Manager, 2011 WL 2150047 (N.J. Super. May 31, 2011). When
"legal advice of any kind is sought from a professional legal advisor in his capacity as such, the
communications relating to that purpose, made in confidence by the client are protected from
disclosure." Illinois Emcasco Insurance Company v. Nationwide Mutual Insurance Company,
213 N.E.2d 1102, 1105 (Ill. App. 2009). Questions of whether the attorney-client privilege or
work-product doctrine may be asserted or waived are generally reviewed de novo by appellate
courts. Augustine v. Allstate Insurance Company, 2011 WL 1565989 (Mich. App April 26,
2011).
State courts often permit liberal discovery of relevant matters not privileged. Augustine
v. Allstate Insurance Company, 2011 WL 1565989 (Mich. App April 26, 2011) (citing Reed
Dairy Farm v. Consumers Power Co., 576 N.W.2d 709 (Mich. 1998), citing MCR 2.302(B)(1)).
Similar to the federal privilege, state courts have recognized that open and honest
communications between an attorney and client enhances the former's ability to represent his
client. Without assurance that those communications will remain confidential, a client will be
less likely to seek advice of counsel, or, in the alternative, will not provide the attorney with all
of the information relating to a given issue in the representation. Wesp v. Everson, 33 P.3d 191
(Colo. 2001); Illinois Emcasco Insurance Company v. Nationwide Mutual Insurance Company,
213 N.E.2d 1102, 1105 (Ill. App. 2009). The privilege also applies to persons who consult an
attorney or an attorney's representative for the purpose of retaining counsel. In Re Custodian of
Records, Criminal Division Manager, 2011 WL 2150047, *2 (N.J. Super. May 31, 2011). While
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the attorney or client may assert the attorney-client privilege, only the client may waive the
privilege. Kubiak v. Hurr, 372 N.W.2d 341 (Mich. 1985).
The attorney-client privilege is afforded equally to communications between persons with
privately retained counsel, and indigent persons assisted by attorneys without fee or public
defenders. In Re Custodian of Records, Criminal Division Manager, 2011 WL 2150047, *2
(N.J. Super. May 31, 2011).
The practitioner should note that while attorney-client communications may be protected
in certain circumstances, those same communications may be denied in others depending upon
the "purpose for which the privilege exists and the reasons for its assertion in the context of the
particular case." In Re Custodian of Records, Criminal Division Manager, 2011 WL 2150047
(N.J. Super. May 31, 2011) (citing Fellerman v. Bradley, 493 A.2d 1239 (N.J. 1985)).
VIII. WAIVER OF ATTORNEY-CLIENT PRIVILEGE UNDER STATE LAW
Communications made in the presence of a third-party, or within earshot of a third-party
may not be afforded attorney-client privilege as the confidentiality requirement may not be met.
Wesp v. Everson, 33 P.3d 191 197 (Colo. 2001), citing Lanari v. People, 827 P.2d 495, 499
(Colo. 1992).
a.

Where the privilege holder places the protected communication "at issue".
The attorney-client privilege may be waived where the privilege holder places the

communication at issue. Wesp v. Everson, 33 P.3d 191, 198 (Colo. 2001). Most courts have
followed a variation of the three-prong test announced in Hearn v. Rhay, 68 F.R.D. 574 (E.D.
Wash. 1975). Darius v. City of Boston, 741 N.E.2d 52, 55 (Mass. 2001). The Hearn Court,
found three conditions exist for the implied waiver of the attorney-client privilege: "(1) assertion
of the privilege was the result of some affirmative act, such as filing suit, by the asserting party;
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(2) through this affirmative act, the asserting party put the protected information at issue by
making it relevant to the case; and (3) application of the privilege would have denied the
opposing party access to information vital to his defense." Hearn at 581.
However, other courts have found the Hearn Court's application too liberal.
Rhone-Poulenc Rorer Inc. v. Home Indem. Co., 32 F.3d 851, 864 (3d Cir.1994); Ryall v.
Appleton Elec. Co., 153 F.R.D. 660, 663 n. 1 (D.Colo.1994); Allen v. West Point-Pepperell Inc.,
848 F.Supp. 423, 429 (S.D.N.Y.1994); Remington Arms Co. v. Liberty Mutual. Insurance Co.,
142 F.R.D. 408, 413-414 (D.Del.1992); Standard Chartered Bank PLC v. Ayala International
Holdings (U.S.) Inc., 111 F.R.D. 76, 81 (S.D.N.Y. 1986); Public Service Company of New
Mexico v. Lyons, 10 P.3d 166, 172-173 (N.M. App. 2000).
b.

Where another witness testifies about the communication without privilege
holder asserting the attorney-client privilege.
This privilege may also be waived where another witness testifies to the

communication without the privilege holder asserting the attorney-client privilege. Wesp v.
Everson, 33 P.3d 191, 198 (Colo. 2001).
IX.

ATTORNEY-CLIENT PRIVILEGE SURVIVES DEATH
To encourage full disclosure between counsel and client, the attorney-client privilege has

been deemed to survive the death of the client. Mayberry v. Indiana, 670 N.E.2d 1262, 1267 n. 5
(Ind. 1996).
X.

WAIVER UNDER CRIME-FRAUD EXCEPTION
The attorney-client privilege will not protect communications between the attorney and a

client "made for the purpose of purpose of aiding the commission of a future or present
continuing crime." Wesp v. Everson, 33 P.3d 191 (Colo. 2001) (citing, Law Offices of Bernard
D. Morley, P.C. v. MacFarlane, 647 P.2d 1215, 1220 (Colo. 1982).
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XI.

THE COOPERATION CLAUSE AND ITS IMPACT ON THE ATTORNEY-CLIENT PRIVILEGE
States appear split on the effect that a cooperation clause in a policy of insurance has on

the attorney-client privilege. The Illinois Supreme Court has interpreted the cooperation clause a
imposing a duty upon the insured without limitation or qualification by contractual obligation.
Further the insured's obligation survives any underlying lawsuit and continues for so long as the
insured seeks for the insurer to performs its obligation under the policy. Waste Management,
Inc. v. International Surplus Lines Insurance Company, 579 N.E.2d 322 (Ill. 1991).
However, many states have rejected the Waste Management decision by holding that the
attorney-client privilege is a state law matter, and that the cooperation clause does not vitiate the
privilege. Eastern Air Lines, Inc. v. U.S. Aviation Underwriters, Inc., 716 So.2d 340,
(Fla.App.3rd 1998); Rockwell Int'l Corp. v. Superior Court, 26 Cal.App.4th 1255 (Cal.App.4th
1994); Remington Arms Co. v. Liberty Mutual Insurance Company, 142 F.R.D. 408
(D.Del.1992); Bituminous Cas. Corp. v. Tonka Corp., 140 F.R.D. 381 (D.Minn.1992), aff'd, 9
F.3d 51 (8th Cir.1993); In re Environmental Ins. Declaratory Judgment Actions, 612 A.2d 1338
(N.J. 1992), cert. denied; Owens-Corning Fiberglas Corp. v. Allstate Ins. Co., 660 N.E.2d 765
(Ohio 1993); Northwood Nursing & Convalescent Home, Inc. v. Continental Ins. Co., 161
F.R.D. 293 (E.D.Pa.1995).
XII.

WORK-PRODUCT PRIVILEGE UNDER STATE LAW
Most state courts also recognize the common law privilege for work-product. Augustine

v. Allstate Insurance Company, 2011 WL 1565989 (Mich. App April 26, 2011). The state law
privilege protects, "notes, working documents, and memoranda that an attorney prepares in
anticipation of litigation from discovery." Id. The Practitioner should also note that the workproduct privilege may be waived in a manner similar to the attorney-client privilege. Id.
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The Scope and Use of the Attorney-Client Privilege in the United States
and Its Applicability to Communications in the U.S. and Abroad
by
Christopher Scott D’Angelo

ALTHOUGH the attorney-client privilege has been described as “one of the most revered of common law
privileges,”1 recent developments have challenged the scope and use of the privilege, particularly
concerning government investigations of corporate clients. In a 2005 survey by the National Association
of Criminal Defense Lawyers, 87 percent of lawyers surveyed reported that they had experienced recent
challenges to the attorney-client privilege.2 Additionally, 85 percent reported that the Department of
Justice and Securities and Exchange Commission frequently require waiver discussions when negotiating
settlements.3 Reviewing the characteristics of the privilege in the United States will aid clients and
practitioners in ensuring that their communications remain as securely shielded by the attorney-client
privilege as possible.
What the Privilege Is
The attorney-client privilege is the oldest confidential communications privilege known to the common
law.4 Though each U.S. jurisdiction retains its own particular privilege test, often codified by statute,
1

In re Estate of Wood, 818 A.2d 568, 571 (Pa. Super. Ct. 2003) (citing Commonwealth v. Maguigan, 511 A.2d
1327, 1333 (Pa. 1986)).

2

Stephanie A. Martz, NACDL News: Member Survey: Attorney-Client Privilege Is Under Attack, 29 CHAMPION 6
(July 2005).
3

Id. See also “Investigation Issues”, infra.

4

Upjohn v. United States, 449 U.S. 383, 389 (1981).
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most jurisdictions require the same four elements for establishing privilege. There must be (1) a
communication (2) between counsel and client (3) made confidentially (4) for the purpose of obtaining or
rendering legal advice.5 Though most jurisdictions have extended the privilege to include a client’s
confidential communications with a subordinate or outside agent assisting an attorney, the communication
must always be confidential and made for the purpose of obtaining or rendering legal advice.6 The
privilege protects these communications to encourage frank discussions between a client and an attorney
and to ensure that an attorney is not hindered in providing legal advice and services to a client.7 The
attorney-client privilege rests with the client and survives an individual client’s death.8
What It Is Not
Jurisdictions also are similar in what they do not protect under the attorney-client privilege. First, the
privilege does not protect facts, including those imbedded within otherwise privileged communications.9
Even facts concerning the attorney-client relationship itself, such as a client’s identity, whether such a
relationship exists, when an attorney was retained, or the terms of the attorney’s engagement, usually are
not privileged.10 Additionally, the attorney-client privilege is applicable only to information sought for
the purpose of obtaining legal advice and to communications involving an attorney acting as a legal
advisor.11 Therefore, business advice rendered by an attorney is not privileged.12 As a practical matter,
documents containing both privileged communications and facts or business advice likely are
discoverable, but may be redacted before production.
The attorney-client privilege also does not protect information that counsel obtained from third parties
5

See, e.g., In re Teleglobe Commc’ns Corp., 493 F.3d 345, 359 (3d Cir. 2007); John Doe Co. v. United States, 79
Fed. Appx. 476, 477 (2d Cir. 2003); United States v. United Shoe Machinery Corp., 89 F. Supp. 357, 358-59 (D.
Mass. 1950) (stating the leading test for determining whether the attorney-client privilege applies).
6

See, e.g., John Doe Co., 79 Fed. Appx. at 477 (holding that district court did not abuse discretion in holding that
communications with investigator hired by attorney were not privileged because they were not confidential).
7

See Upjohn, 449 U.S. at 389 (1981).

8

See, e.g., Swidler & Berlin v. United States, 524 U.S. 399, 405-10 (1998) (holding that attorney’s notes from
meeting with deceased are privileged).
9

See Upjohn, 449 U.S. at 395 (“The privilege only protects disclosure of communications; it does not protect
disclosure of the underlying facts by those who communicated with the attorney: ‘The protection of the privilege
extends only to communications and not to facts.’”).
10

See, e.g., In re Grand Jury Subpoena Served upon Doe, 781 F.2d 238, 247 (2d Cir. 1986) (en banc) (“We have
consistently held that, absent special circumstances, client identity and fee information are not privileged.”);
Diversified Indus., Inc. v. Meredith, 572 F.2d 596, 603 (8th Cir. 1977) (holding that memorandum of engagement is
not privileged).
11

See Andritz Sprout-Bauer, Inc. v. Beazer East, Inc., 174 F.R.D. 609, 633 (M.D. Pa. 1997) (“The privilege attaches
only if the attorney is acting in the role of legal advisor.”); In re Estate of Wood, 818 A.2d 568, 571-72 (Pa. Super.
Ct. 2003) (holding that information was not privileged because it did not constitute confidential communications
made in the context of a legal discussion).
12

See In re Ford Motor Co., 110 F.3d 954, 966 (3d Cir. 1997), abrogated on other grounds, Mohawk Indus. v.
Carpenter, __ U.S. __, 130 S. Ct. 599 (2009) (holding minutes privileged because “infused” with legal concerns);
North Pacifica, LLC v. City of Pacifica, 274 F. Supp. 2d 1118, 1127-28 (N.D. Cal. 2003) (analyzing
communications to determine their primary purpose – business or legal advice).
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during the course of representation.13 Therefore, “any communications from counsel to the client
disclosing information from third parties would not be protected because the underlying communication
between counsel and the third party is not protected.”14 Counsel’s notes and impressions of third party
conversations may be protected, however, as attorney work product.
Choice of Law
Because jurisdictions each have their own particular attorney-client privilege laws, choice or conflict of
law issues can arise. Federal courts sitting in diversity jurisdiction apply state law concerning the
attorney-client privilege.15 A court determines which state’s privilege laws apply by analyzing the forum
state’s choice or conflict of law principles.16 States generally look to the state with the greatest interest or
most significant relationship to the case generally, or to the privilege issue specifically.17 Among the
factors analyzed are: choice of law agreements, the principal locations of the parties involved, the location
of the disputed occurrence, the location of the communication, where discovery is occurring, and where
any waiver is alleged to have occurred.18
If the federal court maintains federal question jurisdiction, federal common law applies to privilege
disputes.19 Where both federal question claims and pendent state law claims are at issue, the federal
common law of privilege applies to all claims.20 In cases involving international privilege disputes, courts
have ruled that comity and federal choice of law rules are included within the ambit of federal common

13

MacQuown v. Dean Witter Reynolds, Inc., 47 Pa. D. & C.3d 21, 24-25 (Pa. Ct. Comm. Pl. 1987) (holding that
information counsel obtained from third parties is not privileged).

14

Id.

15

FED. R. EVID. 501.

16

Pritchard-Keang Nam Corp. v. Jaworski, 751 F.2d 277, 281 n.4 (8th Cir. 1984) (“Under the Erie doctrine, a
federal court must apply the forum’s conflict of laws rules.”); In re Diet Drugs Prods. Liab. Litig., MDL No. 1203,
2004 U.S. Dist. LEXIS 8596, at *6 (E.D. Pa. May 11, 2004) (“Since we are a federal court sitting in Pennsylvania,
we will look to its choice of law rule.”); Fin. Techs. Int’l, Inc. v. Smith, 99 Civ. 9351 (GEL) (RLE), 2000 U.S. Dist.
LEXIS 18220, at *6 (S.D.N.Y. Dec. 19, 2000) (“[T]he choice of law rules of the forum state are controlling.”).

17

See Urban Outfitters, Inc. v. DPIC Cos., Inc., 203 F.R.D. 376, 379 (N.D. Ill. 2001) (holding that privilege law of
the state where discovery is occurring should apply); Fin. Techs. Int’l, Inc., 2000 U.S. Dist. LEXIS 18220, at *6-7.

18

See Urban Outfitters, Inc., 203 F.R.D. at 379; Fin. Techs. Int’l, Inc., 2000 U.S. Dist. LEXIS 18220, at *6-7.

19

FED. R. EVID. 501.

20

See Naquin v. Unocal Corp., Civ. A. No. 01-3124, 2002 U.S. Dist. LEXIS 15722, at *5-6 (E.D. La. Aug. 12,
2002) (“The weight of authority among courts that have confronted this issue in the context of discovery is that the
federal law of privilege governs even where the evidence sought might be relevant to pendent state law claims.”);
see also Hancock v. Hobbs, 967 F.2d 462, 466 (11th Cir. 1992) (“Courts that have confronted this issue in the
context of the discoverability of evidence have uniformly held that the federal law of privilege governs even where
the evidence sought might be relevant to a pendent state claim.”); Wm. T. Thompson Co. v. General Nutrition Corp.,
671 F.2d 100, 104 (3d Cir. 1982) (applying rule to accountant-client privilege analysis because the “Senate Report
accompanying Rule 501 states that it is also intended that the Federal law of privileges should be applied with
respect to pendent State law claims when they arise in a Federal question case” (internal citations omitted)). See
also FED. R. EVID. 502.
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law and, therefore, should be referenced and analyzed when deciding such disputes.21
Certain courts examining international privilege disputes have adopted a two-tier analysis for determining
which jurisdiction’s rules should apply.22 First, if the communication simply “touches base” with the
United States, such as by being authored or concerning legal matters in the United States, United States
federal discovery principles prevail.23 Second, if the communication relates solely to matters concerning
foreign jurisdictions, such as by taking place and involving attorneys or proceedings there, the court
analyzes which foreign jurisdiction has the predominant interest, by examining the place where the
privileged relationship was entered into or the place in which the relationship was centered at the time of
the communication.24 At least one court, however, has found the first “touching base with the United
States” part of the analysis too restrictive, and when faced with a choice of law question, immediately
weighed the United States’ and the foreign jurisdiction’s interests to determine which had the “most direct
and compelling interest,” taking into account the location of the parties, the substance of the
communication, the center of the communicating relationship, the needs of the international system, and
whether the application of foreign law would be inconsistent with federal law policies.25
Waiver
The attorney-client privilege can be waived in several ways. Most common is when the communication
at issue loses its confidential nature. If a privileged communication is shared with third parties, the
privilege generally is waived.26
Most courts provide for an exception to this rule when parties establish a joint defense agreement among
themselves, allowing for a “community of interest” privilege. The community of interest privilege, also
known as the “joint defense” privilege, protects communications between or among parties with mutual

21

See Golden Trade, S.r.L. v. Lee Apparel Co., 143 F.R.D. 514, 521 (S.D.N.Y. 1992) (recognizing that courts can
rely on applicable choice of law rules under the general rubric of federal common law); see also VLT Corp. v.
Unitrode Corp., 194 F.R.D. 8, 14-16 (D. Mass. 2000); Duplan Corp. v. Deering Milliken, Inc., 397 F. Supp. 1146,
1169-70 (D.S.C. 1975).
22

See Astra Aktiebolag v. Andrx Pharms., Inc., 208 F.R.D. 92, 98 (S.D.N.Y. 2002); Golden Trade, S.r.L., 143
F.R.D. at 520 (S.D.N.Y. 1992) (describing two-tier analysis as the “working standard”).
23

See In re Philip Servs. Corp. Sec. Litig., 98 Civ. 0835 (MBM) (DF), 2005 U.S. Dist. LEXIS 22998, at *8-9
(S.D.N.Y. Oct. 7, 2005) (holding that opinion letters “touch base” with the United States and applying federal
privilege law); see also Astra Aktiebolag, 208 F.R.D. at 98; Golden Trade, S.r.L., 143 F.R.D. at 520; Duplan Corp.,
397 F. Supp. at 1169-70.
24

See Kiobel v. Royal Dutch Petroleum Co., No. 02CIV7618 (KMW) (HBP), 2005 WL 1925656, at *2-3 (S.D.N.Y.
Aug. 11, 2005) (examining whether England or Nigeria had more substantial contact with documents); Astra
Aktiebolag, 208 F.R.D. at 98-99 (analyzing which foreign jurisdiction had predominant interest); Golden Trade,
S.r.L., 143 F.R.D. at 521-22 (examining foreign jurisdictions’ “predominant interest” in whether communications
should remain privileged); see also Duplan Corp., 397 F. Supp. at 1170-71.

25

See VLT Corp., 194 F.R.D. at 15-17 (holding that foreign jurisdictions’ privilege laws control); see also 2M Asset
Mgmt., LLC v. Netmass, Inc., No. 2:06-CV-215, 2007 U.S. Dist. LEXIS 14098, at *9-10 (E.D. Tex. Feb. 28, 2007)
(rejecting the argument that if one document touches the U.S., then all privilege questions are governed by U.S. law,
and recognizing the need to “afford comity and deference to the laws of foreign countries”).
26

See, e.g., In re Columbia/HCA Healthcare Corp. Billing Practices Litig., 293 F.3d 289, 295-304 (6th Cir. 2002)
(discussing various forms of waiver).
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interests and their counsel.27 To establish the privilege, a party must demonstrate that the communication
was made in the course of, and to further, a joint litigation effort.28 Additionally, because the privilege is
not distinct, but rather considered an extension of the attorney-client privilege, the communication still
must be made confidentially and for the purpose of obtaining or rendering legal advice.29
Though not all jurisdictions require one, the relevant parties should sign a written joint defense agreement
establishing the scope of their shared privilege and, if appropriate, obtain court approval of the
agreement.30 Additionally, because of future disqualification concerns, parties should include a waiver of
conflict of interest clause.
Parties must also be wary of inadvertent disclosures of privileged communications as courts are divided
concerning whether such disclosures waive the privilege. While certain courts leniently hold that no
waiver occurs in such instances, other courts hold that an inadvertent disclosure constitutes a complete
waiver of the privilege.31 Still other jurisdictions decide on a case-by-case basis, weighing the
precautions taken to avoid inadvertent disclosure, the time taken to rectify the error, the scope of
discovery, the extent of the disclosure, and general considerations of fairness and equity.32
Federal Rule of Evidence 502, Attorney-Client Privilege and Work Product; Limitations on Waiver, was
enacted in September of 2008 to address the issue of waiver of the attorney-client privilege and work
product doctrine. Although a Federal Rule of Evidence, the Rule was enacted by federal legislation and is
controlling in both federal and state proceedings.33 Among other things, FRE 502 states that when
disclosure is made in a federal proceeding or to a federal office or agency and waives the attorney-client
privilege or work-product protection, the waiver extends to undisclosed communications or information
in a federal or state proceeding only if the waiver was intentional, the disclosed and undisclosed materials

27

See In re Teleglobe Commc’ns Corp., 493 F.3d 345, 364 (3d Cir. 2007) (defining the community of interest
privilege and noting that it was formerly known in the criminal context as the “joint defense” privilege).
28

See Grand Jury Proceedings v. United States, 156 F.3d 1038, 1042-43 (10th Cir. 1998) (holding that no joint
defense privilege applied where there was no agreement or joint defense strategy); Haines v. Liggett Group, Inc.,
975 F.2d 81, 94 (3d Cir. 1992) (stating test for joint defense privilege); United States v. Schwimmer, 892 F.2d 237,
243 (2d Cir. 1989) (holding one party’s communications with an accountant hired by another party’s attorney were
privileged under joint defense privilege).
29

See Schwimmer, 892 F.2d at 243-44.

30

See FED. R. EVID. 502(e) (“An agreement on the effect of disclosure of a communication or information covered
by the attorney-client privilege or work product protection is binding on the parties to the agreement, but not on
other parties unless the agreement is incorporated into a court order.”) and 502(d) (“A federal court order that the
attorney-client privilege or work product protection is not waived as a result of disclosure in connection with the
litigation pending before the court governs all persons or entities in all state or federal proceedings, whether or not
they were parties to the matter before the court, if the order incorporates the agreement of the parties before the
court.”).
31

See Gray v. Bicknell, 86 F.3d 1472, 1483-84 (8th Cir. 1996) (discussing courts’ approaches to inadvertent
disclosures).
32

See Gray, 86 F.3d at 1484; Lois Sportswear, U.S.A., Inc. v. Levi Strauss & Co., 104 F.R.D. 103, 105 (S.D.N.Y.
1985) (holding privilege was not waived through inadvertent disclosure).
33

See FED. R. EVID. 502(d, f).
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concern the same subject matter, and “they ought in fairness be considered together.”34 Likewise, FRE
502 also addresses “inadvertent disclosures”, stating that when made in a federal proceeding or to a
federal office or agency, the disclosure does not operate as a waiver in a federal or state proceeding if the
disclosure was inadvertent, the holder of the privilege or protection “took reasonable steps” to prevent
disclosure, and the holder promptly took “reasonable steps” to rectify the error.35
FRE 502 also addresses the issue of waiver where the disclosure was in a state proceeding. When
disclosure is made in a state proceeding and is not subject to a state court order concerning waiver, the
disclosure does not operate as a waiver in a federal proceeding if the disclosure would not be a waiver had
it been made in a federal proceeding or is not a waiver under the law of the state where the disclosure was
made.36
Clients can also waive their privilege over communications by placing the communication at issue in
litigation. Often this occurs when a client challenges their former attorney’s representation or relies on
advice of counsel as a defense, or when the case concerns insurance bad faith claims. Courts generally
fall into two categories when analyzing an “at issue waiver.” One group holds that if a privileged
communication is relevant to the privilege-holder’s claim or defense, the privilege is waived.37 Another
group more restrictively holds that a client waives the privilege only if the client relies on the particular
communication at issue to support a claim or defense.38
Finally, even if a communication is privileged and the privilege has not been waived, litigating parties
might argue to the court that the administration of justice nevertheless warrants disclosure of the
communication.39 For example, the former Supreme Court Justice Sandra Day O’Connor has commented
in dissent that “a criminal defendant’s right to exculpatory evidence or a compelling law enforcement
need for information may, where the testimony is not available from other sources, override a client’s
posthumous interest in confidentiality.”40 Similarly, at least one court has held that where testimony
concerning a privileged communication can only be obtained from an attorney, and disclosure of the
privileged communications will not prejudice the party, justice requires disclosure of the
communication.41

34

FED. R. EVID. 502(a).

35

FED. R. EVID. 502(b)

36

FED. R. EVID. 502(c).

37

See Hearn v. Rhay, 68 F.R.D. 574, 581 (E.D. Wa. 1975) (holding that privilege is waived when (1) the assertion
of privilege results from affirmative conduct, such as filing suit; (2) the affirmative act places the privileged
information at issue by making it relevant to the case; and (3) application of the privilege will deny the opposing
party access to information vital to that party’s defense.).
38

See Glenmede Trust Co. v. Thompson, 56 F.3d 476, 486 (3d Cir. 1995) (holding that defendant waived the
attorney-client privilege concerning certain attorney-client communications because defendant raised reliance on the
advice of counsel as an affirmative defense).
39

See Swidler & Berlin v. United States, 524 U.S. 399, 412 (1998) (O’Connor, J., dissenting).

40

See Swidler & Berlin, 524 U.S. at 411 (O’Connor, J., dissenting).

41

See Cohen v. Jenkintown Cab Co., 357 A.2d 689, 693-94 (Pa. Super. Ct. 1976) (ordering disclosure because
“when it is shown that the interests of the administration of justice can only be frustrated by the exercise of the
privilege, the trial judge may require that the communication be disclosed”).
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Corporate Issues
A corporation is a client for purposes of the attorney-client privilege. Therefore, communications
between a corporation’s employees and its attorney may be as protected as communications between an
individual client and his or her attorneys.
In the leading case of Upjohn Co. v. United States, which concerned a federal tax issue, the United States
Supreme Court held that the attorney-client privilege protected communications made by a company’s
employees to the company’s counsel during the attorneys’ internal investigation of the company.42 The
Court rejected the “control group test,” which posited that the privilege should protect only
communications from senior management.43 Because the corporation was communicating through its
lower-level management employees in order to obtain legal advice from its counsel, such communications
were privileged.44 The Court found the following factors important in deciding that the communications
at issue were privileged: (1) the communications were made by company employees to company lawyers,
each acting in that capacity; (2) the communications concerned matters within the employees’ scope of
corporate duties; (3) the employees’ communications were made to counsel at the direction of corporate
superiors; (4) the communications were made to secure for the corporation legal advice from counsel and
the employees understood that they were being questioned so that the corporation could obtain legal
advice; (5) the communications were confidential and employees understood them to be confidential; (6)
the information needed from the investigation could not be obtained from senior management; and (7) the
communications were kept confidential by limiting their dissemination.45
The holding in Upjohn Co., however, is binding only on federal courts sitting in federal question
jurisdiction applying federal common law.46 While certain states have adopted a privilege test similar to
that announced in Upjohn Co., other states continue to analyze the issue under the “control group test”
rejected in Upjohn Co. Still other states have yet to determine what test should govern this determination.
Fifteen states have adopted some variant of the broader test discussed in but not expressly adopted by the
Supreme Court in Upjohn Co., also called the “subject matter test,” while seven states adopted the
“control group test,” and twenty-eight states had not definitively adopted any test, including Delaware,
New York, Pennsylvania, and New Jersey.47

42

449 U.S. 383, 390-96 (1981).

43

Id. at 392-93.

44

Id. at 394-96.

45

Id. at 394-95.

46

See FED. R. EVID. 501.

47

The fifteen states whose highest courts or legislatures adopted tests based on or similar to the holding in Upjohn
Co. are: Alabama (ALA. R. EVID. 502(a)(2)); Arizona (ARIZ. REV. STAT. § 12-2234); Arkansas (Corteau v. St. Paul
Fire & Marine Ins. Co., 821 S.W.2d 45 (Ark. 1991)); California (D.I. Chadbourne, Inc. v. Super. Ct., 388 P.2d 700
(Cal. 1964) (en banc)); Colorado (Denver Post Corp. v. Univ. of Colo., 739 P.2d 874 (Colo. 1987)); Florida (S. Bell
Tel. & Tel. Co. v. Deason, 632 So. 2d 1377 (Fla. 1994)); Kentucky (KY. R. EVID. 503(a)(2)); Louisiana (LA. CODE
EVID. ANN. ART. 506(A)(2)); Mississippi (MISS. R. EVID. 502(a)(2)); Nevada (Wardleigh v. Second Judicial Dist.
Ct., 891 P.2d 1180 (Nev. 1995)); North Dakota (N.D.R. EVID. 502(a)(2)); Oregon (OR. EVID. CODE 503(1)(d));
Texas (TEX. R. CIV. EVID. 503(a)(2)); Utah (UTAH R. EVID. 504(a)(4)); Vermont (Baisley v. Missisquoi Cemetery
Ass’n, 708 A.2d 924 (Vt. 1998). Brian E. Hamilton, Conflict, Disparity, and Indecision: The Unsettled Corporate
Attorney-Client Privilege, 1997 Ann. Surv. Am. L. 629, 633-640 (1999). The seven states that adopted the “control
Continued…
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In fact, the Illinois Supreme Court expressly rejected the test used in Upjohn Co., ruling that the control
group test properly protected communications between attorneys and corporate decision makers while
also “minimizing the amount of relevant material that is barred from discovery.”48 The court
characterized an employee protected under the test as one “whose advisory role to top management in a
particular area is such that a decision would not normally be made without his advice or opinion, and
whose opinion in fact forms the basis of any final decision by those with actual authority. . . . However,
the individuals upon whom he may rely for supplying information are not members of the control
group.”49
Mergers and Dissolutions
Particular privilege concerns can arise when a corporation merges or dissolves. Though stated as dictum,
in Commodity Futures Trading Commission v. Weintraub, the Supreme Court of the United States noted
(referring to the parties’ agreement) that, “when control of a corporation passes to new management, the
authority to assert and waive the corporation’s attorney-client privilege passes as well.”50 Therefore,
“[d]isplaced managers may not assert the privilege over the wishes of current managers, even as to
statements that the former might have made to counsel concerning matters within the scope of their
corporate duties.”51 In deciding whether a debtor corporation’s privilege was held by the bankruptcy
trustee or the debtor’s directors, the Court ruled that the privilege passed to the trustee because the trustee
controlled the corporation’s affairs.52
Using this language from Weintraub, courts have distinguished what it means when “control of a
corporation passes to new management.” Courts have held that in the case of a merger, if Corporation A
acquires Corporation B’s business and continues that business, Corporation A also acquires Corporation

….Continued

group test” are: Alaska (ALASKA R. EVID. 503(a)(2)); Hawaii (HAW. R. EVID. 503(a)(2)); Illinois (Consol. Coal Co.
v. Bucyrus-Erie Co., 432 N.E.2d 250 (Ill. 1982)); Maine (ME. R. EVID. 502(a)(2)); New Hampshire (N.H.R. EVID.
502(a)(2)); Oklahoma (OKLA. STAT. TIT. 12, § 2502(A)(4)); South Dakota (S.D. CODIFIED LAWS § 19-13-2(2)).
Notably, lower courts in Delaware, Pennsylvania and New Jersey have positively cited the Upjohn Co. approach,
but those states have not definitively adopted the “subject matter” test. See Deutsch v. Cogan, 580 A.2d 100, 106
(Del. Ch. 1990) (citing Upjohn Co., in dicta, for the proposition that “the lawyer-client privilege applies even when
the client is a corporation, and . . . the corporate lawyer-client privilege [may not] be limited by the application of
tests like the ‘control group’ test”); Amtrak v. Fowler, 788 A.2d 1053, 1056 (Pa. Commw. Ct. 2001) (holding that
“entities may claim the privilege for communications between their attorney and their agents or employees who are
authorized to act on behalf of the entities”); Wagi v. Silver Ridge Park W., 580 A.2d 1093, 1097 (N.J. Super. Ct.
App. Div. 1989) (“The privilege unquestionably extends to corporations which must act through agents, including
its officers and employees.”).
48

Consol. Coal Co. v. Bucyrus-Erie Co., 432 N.E.2d 250, 257 (Ill. 1982).

49

Id. at 258.

50

471 U.S. 343, 349 (1985).

51

Id.; see also Venture Law Group v. Superior Ct. of Santa Clara County, 12 Cal. Rptr. 3d 656, 662 (Cal. Ct. App.
2004) (“Former management of a merged company does not hold the merged company’s attorney-client privilege
and may not waive the attorney-client privilege post-merger.”); Maleski v. Corp. Life Ins. Co., 641 A.2d 1, 3 (Pa.
Commw. Ct. 1994) (citing Weintraub).
52

Weintraub, 471 U.S. at 353.
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B’s privilege.53 However, if Corporation A merely purchases some of the assets of Corporation B, no
privilege is transferred.54
Few courts have addressed whether the attorney-client privilege survives corporate dissolution. Though
the attorney client privilege survives an individual’s death, courts have analogized the issue to a corporate
merger. For example, where a liquidator assumes control of a dissolved corporation’s business, the
privilege passes to the liquidator.55 However, where no entity exists to continue the corporation’s
business, such as when a liquidator merely oversees distribution of a defunct corporation’s assets, the
privilege does not transfer, and according to at least one court, the privilege dies with the corporation.56
Investigation Issues
Protecting a corporation’s privileged communications involves particular concerns. Often, corporate
clients and their attorneys must decide whether to share their otherwise privileged communications
concerning internal audits and investigations with government investigators.
Though often pressured by the government, expressly or otherwise, to do so to assist an investigation and
obtain leniency, sharing such communications risks the confidential nature of those communications, and
therefore, may waive the attorney-client privilege. Without such protection, the client’s communications
may be discoverable to any third party. Moreover, any such waiver may extend to the entire subject
matter of the communication, and not merely to the particular document or communication itself.57
Efforts by the Department of Justice to pressure corporations to waive the protections of privilege in order

53

See Soverain Software LLC v. The Gap, Inc., 340 F. Supp. 2d 760, 763 (E.D. Tex. 2004) (holding that purchasing
company was a successor to the business and the privilege that attended that business because it sold the transferee’s
product, held its patents, and serviced its customers); Bass Pub. Ltd. Co. v. Promus Cos., Inc., 868 F. Supp. 615, 620
(S.D.N.Y. 1994) (holding that post-merger company could waive privilege); Tekni-Plex, Inc. v. Meyner and Landis,
674 N.E.2d 663, 669 (N.Y. 1996) (holding that privilege transferred because business of purchased company
remained unchanged, purchaser possessed “all of the rights, privileges, liabilities and obligations” of the purchased
company, in addition to its assets, and the purchaser should have “access to any relevant pre-merger legal advice
rendered to [the purchased company] that it might need to defend against these liabilities or pursue any of these
rights”).

54

See Zenith Elecs. Corp. v. WH-TV Broad. Corp., 2003 U.S. Dist. LEXIS 13816, at *6 (N.D. Ill. Aug. 7, 2003)
(holding that attorney-client privilege was not a property right that could be contractually sold as an asset); In re InStore Adver. Sec. Litig., 163 F.R.D. 452, 458 (S.D.N.Y. 1995) (“[A] transfer of assets, without more, is not
sufficient to effect a transfer of the privileges; control of the entity possessing the privileges must also pass for the
privileges to pass.” (quoting In re Grand Jury Subpoenas 89-3 and 89-4, 734 F. Supp. 1207, 1211 n.3 (E.D. Va.
1990))).
55

See Maleski, 641 A.2d at 4 (holding that liquidator may waive dissolved corporation’s privilege because the
liquidator was functioning as management of the corporation).
56

See Lewis v. United States, No. 02-2958 B/An, 2004 U.S. Dist. LEXIS 26680, at *9 (W.D. Tenn. Dec. 7, 2004)
(“[C]lient confidentiality does not extend beyond the ‘death’ of a corporation.”); FDIC v. McAtee, 124 F.R.D. 662,
664 (D. Kan. 1988) (“[T]he transfer of assets to the FDIC in its corporate capacity does not transfer the attorneyclient privilege.”); FDIC v. Amundson, 682 F. Supp. 981, 987 (D. Minn. 1988) (where FDIC merely acted as
receiver and liquidator of bank’s assets, FDIC could not assert former attorney-client relationship with bank’s
attorney for purposes of disqualification).
57

See FED. R. EVID. 502 and Committee Letter.
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to gain credit for government cooperation have exacerbated concerns surrounding this issue. In a June 16,
1999 memorandum issued by then-Deputy Attorney General Eric H. Holder, Jr., federal prosecutors were
expressly permitted to account for a “corporation’s timely and voluntary disclosure of wrongdoing and its
willingness to cooperate in the investigation of its agents, including, if necessary, the waiver of the
corporate attorney-client and work product privileges,” when deciding whether to charge a corporation.58
This policy was reiterated and made mandatory in a 2003 memorandum by then-Deputy Attorney General
Larry Thompson59 and a 2005 memorandum by Acting Deputy Attorney General Robert McCallum.60
Many criticized the DOJ’s pressuring of corporations to disclose privileged information, including a
bipartisan group of 10 former senior Justice Department officials, including such officials as former
Attorneys General Richard Thornburgh and Griffin Bell and former Solicitor General Theodore Olsen. In
September 2006, they wrote to then-Attorney General Alberto Gonzales to protest the government's
tactics in investigating corporate wrongdoing.61 These tactics, they asserted, are “seriously eroding”
attorney-client privilege and “undermin[ing], rather than enhance[ing], compliance with the law" and in
fact have discouraged corporate boards and executives from consulting with their lawyers, harmed
companies’ ability to conduct effective internal investigations.
In December of 2006, in response to the mounting criticism and proposed federal legislation,62 and in
what was touted as a significant shift in how the Department of Justice would seek and employ privilege
waivers in corporate prosecutions, then-Deputy Attorney General Paul J. McNulty issued new guidance
limiting federal prosecutors’ ability to seek waiver of attorney-client privilege protection to situations
“when there is a legitimate need for the privileged information to fulfill their law enforcement
obligations.”63 Under the “McNulty Memorandum”, prosecutors could request a waiver of privilege
protecting purely factual (“Category I”) information relating to the alleged underlying corporate

58

Memorandum from The Deputy Attorney General to All Component Heads and United States Attorneys, Bringing
Criminal
Charges
Against
Corporations
(June
16,
1999),
available
at
http://www.justice.gov/criminal/fraud/documents/reports/1999/charging-corps.PDF (“One factor the prosecutor may
weigh in assessing the adequacy of a corporation’s cooperation is the completeness of its disclosure including, if
necessary, a waiver of the attorney-client and work product protections, both with respect to its internal investigation
and with respect to communications between specific officers, directors, and employees and counsel.”).
59

Memorandum from Larry D. Thompson, Deputy Attorney General to Heads of Department Components and
United States Attorneys, Principles of Federal Prosecution of Business Organizations (Jan. 20, 2003), available at
http://www.justice.gov/dag/cftf/corporate_guidelines.htm.
60

Memorandum from Robert D. McCallum, Jr., Acting Deputy Attorney General to Heads of Department
Components, Waiver of Corporate Attorney-Client and Work Product Protection (Oct. 21, 2005), available at
http://lawprofessors.typepad.com/whitecollarcrime_blog/files/AttorneyClientWaiverMemo.pdf.
61

Letter from Griffin R. Bell, et al., to Hon. Alberto Gonzales, dated September 5, 2006 re Proposed Revisions to
Department of Justice Policy Regarding Waiver of the Attorney-Client Privilege and Work Product Doctrine,
available at http://lawprofessors.typepad.com/whitecollarcrime_blog/files/thompson_memo_letter_sept_5_2006.pdf
62

On November 14, 2006, H.R. 3013, The Privilege Protection Act, was passed in the House of Representatives by
voice vote without objection. The companion bill in the Senate, S. 186, was then expected to be taken up shortly
thereafter.
63

Memorandum from Paul J. McNulty, Deputy Attorney General to Heads of Department Components and United
States Attorneys, Principles of Federal Prosecution of Business Organizations (Dec. 12, 2006), available at
http://www.justice.gov/dag/speeches/2006/mcnulty_memo.pdf.
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misconduct when authorized by the US Attorney, and could consider, for charging decision purposes, the
corporation’s response to a request for Category I information.
Privileged attorney-client
communications or non-factual attorney work product (“Category II”) could be sought only in “rare
circumstances” where available purely factual information was inadequate. Refusal to produce Category
II information could not be a factor in a charging decision, although waiver could still earn a company
cooperation credit.
However, the changes made by the McNulty Memorandum did not satisfy the concerns, nor did it
effectively reduce the pressures the Department of Justice could and would bring to bear, expressly or
impliedly, upon companies to waive the attorney-client privilege in exchange for “cooperation credit”,
with the obvious corollary. In June 2008, more than thirty former U.S. Attorneys expressed continued
concerns and disagreement with the McNulty Memorandum and instead their support for the AttorneyClient Privilege Protection Act of 2006,64 which was shortly thereafter reintroduced by Sen. Specter as the
Attorney-Client Privilege Protection Act of 2008.
Seeing the handwriting on the wall,65 and responding to criticism that the Department had promoted an
environment that “unfairly eroded” the protections of attorney-client privilege and work-product
protection, the Department of Justice abandoned the McNulty Memorandum’s framework in August 2008
when Deputy Attorney General Mark Filip issued new guidance for federal prosecutors.66 Under the
“Filip Memorandum,” prosecutors must focus on the corporation’s willingness to disclose to the
government “relevant facts” concerning the alleged misconduct. “[A] corporation should receive the
same credit for disclosing facts contained in materials that are not protected by the attorney-client
privilege or attorney work product as it would for disclosing identical facts contained in materials that are
so protected.” Thus, in theory at least, cooperation credit is no longer given based on waiver of privilege
protection, and unwillingness to waive privilege is not supposed to factor in bringing charges. In fact,
prosecutors are no longer permitted to request privilege waivers.
However, the issuance of the Filip Memorandum did not and still does not quell concern about the
erosion of privilege. Indeed, the current DOJ guidelines seem to turn a blind eye to the corporation’s
continued need to waive privilege protection in order to furnish prosecutors with the “relevant facts”
necessary to gain cooperation credit.67 Moreover, the Filip Memorandum, like those that preceded it,
64

Letter from Rebecca A. Betts, former U.S. Attorney for the Southern District of West Virginia, et alia, to Senator
Patrick
Leahy,
Chairman,
Judiciary
Committee
(June
20,
2008),
available
at
http://www.nacdl.org/public.nsf/whitecollar/WCnews094/$FILE/USAs_Letter.pdf.
65

See, e.g., Letter from Sen. Arlen Specter to Mark R. Filip, Deputy Attorney General (July 10, 2008) available at
(http://specter.senate.gov/public/index.cfm?FuseAction=NewsRoom.NewsReleases&Content
Record_id=09EE0CFC-978B-D2CB-C6E8-511BEC8EA4EA).
66

Memorandum from Mark Filip, Deputy Attorney General to Heads of Department Components and United States
Attorneys, Principles of Federal Prosecution of Business Organizations (Aug. 28, 2008), available at
http://www.justice.gov/dag/readingroom/dag-memo-08282008.pdf, reprinted in UNITED STATES ATTORNEYS’
MANUAL, § 9-28 et seq., available at
http://www.justice.gov/usao/eousa/foia_reading_room/usam/title9/28mcrm.htm.
67

See
Press
Release
from
Sen.
Arlen
Specter
(Aug.
28,
2008),
available
at
http://specter.senate.gov/public/index.cfm?FuseAction=NewsRoom.NewsReleases&ContentRecord_id=0aa887f0f40c-f557-5dbb-4aef8032b8f9 (“[T]here is no change in the benefit to corporations to waive the privilege by giving
facts obtained by the corporate attorneys from the individuals in order to escape prosecution or to have a deferred
prosecution agreement.”).
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shows a disdain for the attorney-client privilege and work product protections, and demonstrates a view
that having lawyers conduct internal investigations, as opposed to doing so without lawyers and in a
manner that would not raise the privilege, is a matter of choice and suggests not only a lack of
cooperation but also a desire to be secretive. The DOJ thus continues to ignore the traditional and
valuable role lawyers play in such investigations. Further, other agencies, including the SEC and some
state regulators, who are not subject to the Filip Memorandum, have also adopted policies encouraging
corporations’ cooperation with government investigations.68 Indeed, the American Bar Association has
established a task force on the Attorney-Client Privilege to address, what it perceives, are attempts to
erode the privilege, and along with the American Civil Liberties Union, the National Association of
Criminal Defense Lawyers, and the United States Chamber of Commerce, has challenged the United
States Sentencing Commission’s proposed commentary to Section 8.C2.5(g) of the United States
Sentencing Guidelines, which it believes encourages the waiver of the attorney-client privilege.69 In the
same vein, Senator Arlen Specter and other lawmakers have reintroduced the Attorney-Client Privilege
Protection Act, S. 445, legislation aimed at prohibiting federal agencies from requesting attorney-client
privilege and work-product protection waivers, offering rewards for such waiver, or threatening adverse
consequences for refusals to waive privilege.70
As stated above, Federal Rule of Evidence 502, Attorney-Client Privilege and Work Product; Limitations
on Waiver was enacted in September of 2008. The Rule addresses the scope of a waiver of privilege in a
federal proceeding or to a federal office or agency, avoiding waiver when an unintentional or inadvertent
disclosure occurs, and disclosures in state proceedings.71 In drafting this Rule, the Advisory Committee
on Evidence Rules also considered including a provision allowing for “selective waiver” of privilege for a
specific limited purpose of responding to a federal government regulatory, investigative or enforcement
authority, but maintaining it for all other purposes. Although, as stated above, the concept has generally
been rejected in the courts,72 it was advanced and included in those proposed amendments. However, the
“selective waiver” proposal was deleted during the Rule approval process.73

68

See Securities and Exchange Act of 1934 Release No. 44969, Securities and Exchange Commission, Report of
Investigation Pursuant to Section 21(a) of the Securities Exchange Act of 1934 and Commission Statement on the
Relationship of Cooperation to Agency Enforcement Decisions (Oct. 23, 2001), available at
www.sec.gov/litigation/investreport/34-44969.htm; Bruce A. Green and David C. Clifton, Feeling a Chill;
Changing Government Policies Are Pressing Corporation and Attorneys to Disclose Protected Information,
A.B.A.J. at 63-64 (Dec. 2005); Elkan Abramowitz and Barry A. Bohrer, White Collar Crime; Waiver of Corporate
Attorney-Client and Work Product Protection, N.Y.L.J., Nov. 1, 2005, at 3.
69

See Green, supra note 68, at 63; Abramowitz, supra note 68.

70

See Attorney-Client Privilege Protection Act, S. 445, 111th Cong. (2009); Attorney-Client Privilege Protection
Act, H.R. 4326, 111th Cong. (2009).
71

See Notes 33 – 36 and related text.

72

See, e.g., In re Columbia/HCA Healthcare Corp. Billing Practices Litig., 293 F.3d at 302-04 (6th Cir. 2002)
(holding privilege was waived) ; Westinghouse Elec. Corp. v. Republic of Philippines, 951 F.2d 1414, 1425-27 (3d
Cir. 1991) (distinguishing partial from selective waivers); Weil v. Investment/Indicators, Research, and Mgmt, Inc.,
647 F.2d 18, 24-25 (9th Cir. 1981); Velsicol Chem. Corp. v. Parsons, 561 F.2d 671 (7th Cir. 1977); United States v.
Doe (In re Grand Jury Proceedings), 219 F.3d 175, 183, 186 (2d Cir. 2000) (remanding case to determine whether
privilege was waived by disclosure); Diversified Indus., Inc. v. Meredith, 572 F.2d 596, 611 (8th Cir. 1978) (holding
that privilege was not waived through disclosure in non-public Securities and Exchange Commission investigation);
Maruzen Co., Ltd. v. HSBC USA, Inc., 00 Civ. 1079 (RO), 00 Civ. 1512 (RO), 2002 U.S. Dist. LEXIS 13288, at
Continued…
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Thus, Rule 502 makes no allowance for a waiver specific to responding to a governmental investigation.
As stated above, the selective waiver concept has also generally been rejected in the courts.
Conclusion
Though the attorney-client privilege provides clients and their counsel unique opportunities for candid
conversations, attention must be paid to each jurisdiction’s unique rules to avoid waving the privilege and
to ensure protection.

….Continued

*2-5 (S.D.N.Y. July 23, 2002) (holding that privilege was not waived because communications were disclosed under
a confidentiality agreement with the United States Attorney’s Office).
73

While some had argued in favor of the selective waiver provision in order to protect against subject matter waiver
and to maintain the privilege in other contexts, others argued that such a provision would simply encourage the
government to pressure companies more to waive the privilege by arguing that there would be limited detriment to
the company outside the government’s investigation. Companies rightfully argue that they should not be compelled
to waive the privileges due to the far-reaching impact beyond the particular government investigation such as in civil
litigation or the ability to conduct effective investigations and counseling in the future (in addition, of course, to the
fact that doing so undermines the crucial value of the attorney client privilege and work product doctrine to society
and parties).
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“What To Do When The Government Comes Knocking”
The title of this session may conjure up numerous nightmarish
images in corporate counsel's mind. With apologies to former President
Reagan, the government rarely knocks and says, “We are from the
government and we are here to help you.” And if it does, be careful and
verify.
So, what are we discussing in this breakout session? Government
inquiries come in various forms, from various agencies and under myriad
statutory schemes. For example:
-

State Attorney General subpoenas
Federal Agency investigations
FBI search warrants
DOJ investigations
Office of Inspector General investigations
An invitation from a House or Senate Committee

-

Inquiries from the SEC, FDA, NHTSA, CPSC, FAA and other
regulatory agencies

-

False Claims Act
Foreign Corrupt Practices Act
Sarbanes-Oxley
Dodd-Frank

This breakout session will offer an engaging and interactive
discussion, led by three inside counsel from three different and highly
regulated industries. The discussion will offer inside counsel practical tips
for what to do, and what not to do, when faced with a government inquiry,
investigation, or subpoena.
While a dissertation of the above legislation is beyond the scope,
time or space allotted for this breakout, these written materials will briefly
outline, by way of example, the False Claims Act and its whistleblower
provisions.
Regardless of what statutory scheme underlies the
government inquiry, it is crucial for counsel to know the law, and to find
counsel with specific knowledge and experience with the agency and the
particular statute. These materials will also briefly address the current
status of the implications of cooperation with a government investigation
and its effect on the attorney-client and work-product privileges.
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The Government as Adversary
In any discussion of litigation involving the government, there are
important distinctions to note regarding your adversary, as compared to
private counsel in a private litigated matter. For example, and especially
with respect to litigation involving the federal government, the following
distinctions should be noted:
-

the government typically has an unlimited litigation budget;
the government has grand jury powers and broad subpoena power;
the government discovery powers are exercised pre-litigation;
the government may also use covert undercover phone calls with
ex-employees;
the lawyer is actually the client;
the government is less motivated by money, except in the case of
fines;
the government likes press releases;
government lawyers
o
o
o
o
o

may be primarily motivated by justice, rather than money
may be motivated by political advancement
may not have experience from industry or private sector
may work more as a 9 to 5 lawyer
need to have successful cases for career advancement

The practical importance of these distinctions is to find common
ground where you can protect your client's interest while responding to the
government inquiry in a manner that results in getting the inquiry
completed so all can move on. This does not mean that the government is
or will be correct necessarily, but that inside counsel should consider
whether there is a premium placed on cooperation and a prompt response
that produces resolution.
From a government prosecution standpoint, inside counsel should
not ignore the often repeated history that obstruction may be much easier
to prove, as compared to the substantive legal claims that motivated the
inquiry.
False Claims Act
The False Claims Act (FCA), 31 USC §§ 3729, et seq. imposes
liability on any "person" or company that knowingly makes a false or
fraudulent claim for money spent on the behalf of the federal government
or which advances a government program or interest.
The original FCA was enacted in 1863, but has become one of the
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fastest growing areas of federal litigation. This is primarily due to recent
amendments to the FCA over the past 35 years. In 1986, Congress
increased the FCA's “whistleblower” incentives; in 2009, Congress
expanded the FCA's liability and civil penalties, and in 2010, Congress
weakened the FCA's bar to public disclosure requirements.
Elements
The elements of a violation of the FCA are broad:
The FCA imposes liability on any person who (see 31 USC §
3729(a)):
(A) knowingly presents, or causes to be presented, a false or
fraudulent claim for payment or approval;
(B) knowingly makes, uses, or causes to be made or used, a false
record or statement material to a false or fraudulent claim;
(C) conspires to commit a violation of subparagraph (A), (B), (D),
(E), (F), or (G);
(D) has possession, custody, or control of property or money used,
or to be used, by the Government and knowingly delivers, or causes to be
delivered, less than all of that money or property;
(E) is authorized to make or deliver a document certifying receipt of
property used, or to be used, by the Government and, intending to defraud
the Government, makes or delivers the receipt without completely knowing
that the information on the receipt is true;
(F) knowingly buys, or receives as a pledge of an obligation or debt,
public property from an officer or employee of the Government, or a
member of the Armed Forces, who lawfully may not sell or pledge
property; or
(G) knowingly makes, uses, or causes to be made or used, a false
record or statement material to an obligation to pay or transmit money or
property to the Government, or knowingly conceals or knowingly and
improperly avoids or decreases an obligation to pay or transmit money or
property to the Government.
The FCA defines “knowingly”, but requires no proof of specific intent
to defraud. See 31 USC § 3729(b).
A "claim" is any request for money that is presented to the
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government, or made to a contractor or other recipient, if the money is to
be used on the government's behalf or advances a program or interest
involving federal dollars. See 31 USC § 3729(b)(2). Every invoice
submitted under a government contract is a separate "claim" for purposes
of the FCA.
Civil Penalties
A prime contractor, subcontractor or other person violating the FCA
is liable for a civil penalty of $5,500 - $11,000 per claim plus 3 times the
amount of damages sustained by the government. Other potential
consequences include suspension or debarment from federal programs
and potential damage to a company's reputation for honesty and integrity.
The FCA has become the government's primary litigation tool for
combating fraud and is the fastest growing area of federal litigation. Since
1986, the Justice Department has recovered more than $27 billion in FCA
cases, including $3 billion in FY2010.
The FCA authorizes cases to be brought either directly by the DOJ
or by "whistleblowers" – known in FCA parlance as "qui tam relators" –
who act as private attorneys general and file suit on the government's
behalf. Qui tam is a Latin phrase meaning “he who brings a case on
behalf of our lord the King, as well as for himself.” Qui tam relators are
entitled to share in bounties of up to 15-30% of any proceeds recovered,
together with reasonable expenses, attorney's fees and costs. See 31
USC §§ 3730(d)(1) & (2).
During 2010, a significant pharmaceutical company paid $750
million in fines and settlement of an FCA and related state claims. The
whistleblower received $95 million.
To Intervene or Not To Intervene
The prosecution of a claim under the qui tam provisions of the FCA
presents several threshold issues. As stated by the Department of Justice
on qui tam under the FCA, the statute has a very detailed process for the
filing and pursuit of these claims. The qui tam relator must be represented
by an attorney. The qui tam complaint must, by law, be filed under seal
and kept on a secret docket by the Clerk of the Court. Copies of the
complaint are given only to the United States Department of Justice,
including the local United States Attorney, and to the assigned judge of
the District Court. The Court may, usually upon motion by the United
States Attorney, make the complaint available to other persons.
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The complaint, and all other filings in the case, remain under seal
for a period of at least sixty days. At the conclusion of the sixty days, the
Department of Justice must, if it wants the case to remain under seal, file
a motion with the District judge showing “good cause” why the case
should remain under seal. In the usual course, these motions request an
extension of the seal for six months at a time.
In addition to the complaint filed with the District Court, the relator
through his or her council must serve upon the Department of Justice a
“disclosure statement” containing substantially all the evidence in the
possession of the relator about the allegations set forth in the complaint.
This disclosure statement is not filed in any court, and is not available to
the named defendant.
Under the False Claims Act, the Attorney General (or a Department
of Justice attorney) must investigate the allegations of violations of the
False Claims Act. The investigation usually involves one or more law
enforcement agencies (such as the Office of Inspector General of the
victim agency, the Postal Inspection Service, or the FBI.) In some
investigations where state agencies are victims, state attorneys general
with expertise and interest will participate in the investigation and work
closely with the federal agencies.
The investigation will often involve specific investigative techniques,
including subpoenas for documents or electronic records, witness
interviews, compelled oral testimony from one or more individuals or
organizations, and consultations with experts. If there is a parallel criminal
investigation, search warrants and other criminal investigation tools may
be used to obtain evidence as well.
At the conclusion of the investigation, or earlier if so directed by the
Court, the Department of Justice must choose one of three options named
in the False Claims Act:
1) intervene in one or more counts of the pending qui tam action. This
intervention expresses the Government’s intention to participate as
a plaintiff in prosecuting that count of the complaint. Fewer than
25% of filed qui tam actions result in an intervention on any count
by the Department of Justice.
2) decline to intervene in one or all counts of the pending qui tam
action. If the United States declines to intervene, the relator and his
or her attorney may prosecute the action on behalf of the United
States, but the United States is not a party to the proceedings apart
from its right to any recovery. This option is frequently used by
relators and their attorneys.
What To Do When The Government Comes Knocking

Page 6

3) move to dismiss the relator’s complaint, either because there is no
case, or the case conflicts with significant statutory or policy
interests of the United States.
In practice, the Department of Justice may also settle the pending
qui tam action with the defendant prior to the intervention decision. This
usually, but not always, results in a simultaneous intervention and
settlement with the Department of Justice (and is included in the 25%
intervention rate). It may also advise the relator that the Department of
Justice intends to decline intervention, in which case the relator may
decide to dismiss the qui tam action.
There are no statistics reported on the length of time the average
qui tam case remains under seal. In this District, most intervened or
settled cases are under seal for at least two years (with, of course,
periodic reports to the supervising judge concerning the progress of the
case, and the justification of the need for additional time).
Intervention by the Department of Justice in a qui tam case is not
undertaken lightly. Intervention usually requires approval by the
Department in Washington. As part of the decision process, the views of
the investigative agency are solicited and considered, and a detailed
memorandum discussing the relevant facts and law is prepared. This
memorandum usually includes a discussion of efforts to advise the named
defendant of the nature of the potential claims against it, any response
provided by the defendant, and settlement efforts undertaken prior to
intervention. This memorandum is considered to be attorney work product
exempt from disclosure.
Upon intervention approval, the Department of Justice files:
1) a notice of intervention, setting forth the specific claims as to which
the United States is intervening;
2) a motion to unseal the qui tam complaint filed by the relator and the
notice of intervention. All other documents filed by the Department
of Justice up to that point remain under seal.
The decision by the Department of Justice to intervene in a case
does not necessarily mean that it will endorse, adopt or agree with every
factual allegation or legal conclusion in the relator’s complaint. It has been
the usual practice of the Department to file its own complaint about 60
days after the intervention, setting forth its own statement of the facts that
show the knowing submission of false claims, and the specific relief it
seeks. In addition, the Department of Justice has the ability to, and often
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will, assert claims arising under other statutes (such as the Truth in
Negotiation Act or the Public Contracts Anti-Kickback Act) or the common
law, which the relators do not have the legal right to assert in their
complaint, since only the False Claims Act has a qui tam provision.
After the relator’s complaint is unsealed, the relator through his or
her attorney has the obligation under the Federal Rules of Civil Procedure
to serve its complaint upon each named defendant within 120 days.
Each named defendant has the duty to file an answer to the
complaint or a motion within 20 days after service of the government’s
complaints. Discovery under the Federal Rules of Civil Procedure begins
shortly thereafter.
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Cooperation and the Evolution of DOJ Policies Regarding AttorneyClient and Attorney Work-Product Privileges
As is well known to past attendees of the Corporate Counsel
Symposium, the U.S. Department of Justice has issued a series of
memoranda to federal prosecutors to serve as guidelines when deciding
to pursue charges against corporations. Much has been written on this
topic and these materials simply cite to the most recent update and
iteration of Department of Justice policy.
The Holder Memo, named for then Deputy Attorney General Eric
Holder and issued on June 16, 1999, emphasized the value of corporate
cooperation in federal investigations and identified several factors that
prosecutors could consider on an advisory basis in addressing mitigation
of a company’s exposure to criminal liability:
1. waiving attorney-client and work product privileges;
2. refusing to provide advancement/indemnification to
officers and directors charged with or suspected of misconduct;
3. implementing remedial/restitution programs;
4. disciplining culpable employees; and
5. avoiding joint defense agreements.
The Thompson Memo, issued January 20, 2003, made the advisory
principles outlined in the Holder Memo mandatory on federal prosecutors.
Deputy Attorney General Paul McNulty released the McNulty Memo
on December 12, 2006. Although the McNulty Memo liberalized DOJ’s
treatment of a company’s refusal to waive evidentiary privileges and
limited consideration of advancement and indemnification practices, broad
exceptions left prosecutors free to continue many of the practices
condoned by the Thompson Memo. Criticism, from both within and without
the DOJ, coupled with the threat of congressional action led to the
issuance of the Filip Memo. The Federal courts had also held certain
parts of the prior policy violated due process and the Sixth Amendment.
See, U.S. v. Stein, 435 F. Supp. 2d 330 (S.D.N.Y. 2006) 541 F.3d 130,
(U.S.C.A. 2nd Cir 2008).
These memoranda demonstrate an evolution of policy regarding the
government's efforts to obtain waivers of the attorney-client privilege and
work product protections. For a detailed breakdown of how DOJ policies
have pressured the waiver of fundamental rights and privileges, including
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the attorney-client privilege and work product protections, the Fifth
Amendment right against self-incrimination held individually by corporate
agents, and the Sixth Amendment right to counsel, see, Flessner et al,
The Pitfalls of Shifting DOJ Policies, July 11, 2011, from which much of
this summary is taken.
Government efforts to obtain waivers of the attorney-client privilege
and work product protections is particularly problematic for corporations as
they are increasingly likely to be the target of parallel proceedings, which
arise when multiple state and federal agencies conduct investigations or
prosecutions into the same or similar subject matter.
In-house corporate counsel must remain cognizant of the risks when
deciding whether to agree with a prosecutor’s request for a waiver,
because there are serious consequences and risks of that the information
being used in parallel proceedings.
The Most Recent DOJ Memoranda
On August 28, 2008, then-Deputy Attorney General Mark Filip issued
the revised Principles of Federal Prosecution of Business Organizations
(the “Filip Memo”), which, on its face, appears to make significant policy
revisions. Under the Filip Memo, the extent to which a corporation will be
given credit for cooperation is based on the corporation’s timely disclosure
of relevant facts, rather than whether the corporation discloses attorneyclient or work-product materials.
Unlike the DOJ’s previous memoranda, the Filip Memo provides
that it is solely within the corporation’s discretion to waive attorney-client or
work-product protections and provides that cooperation credit is no longer
based on waiver of any privilege. In addition, the principles it announced
were included for the first time in the United States Attorneys’ Manual.
Cooperation is determined instead by the disclosure of relevant facts
about the alleged misconduct. Prosecutors are prohibited from requesting
waivers of “core” attorney-client communications or work product and from
providing cooperation credit to the corporation for waiving such privileges.
The Filip Memo further provides that in assessing a corporation’s
cooperation, prosecutors should refrain from considering the
indemnification for or advancement of attorneys’ fees, joint-defense
agreements with employees, or the corporation’s decision not to sanction
employees.
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Choosing the right compass: How to Navigate The Request for Proposal (RFP) Process
David M. Nicholas is the Managing Member of Mediation & Alternative Dispute Resolute Services,
LLC based in West Palm Beach, Florida. Preceded by a short time as a trial attorney, Mr. Nicholas
has served more than twenty years as an in-house litigation counsel with experience managing
complex commercial, tort and insurance related legal issues for global manufacturers in diverse
industries. Mr. Nicholas is a member of the Federation of Defense and Corporate Counsel, Defense
Research Institute and is admitted to practice in Michigan and Pennsylvania.
Joe A. Garza is Vice President – Associate General Counsel of SuperMedia LLC. Mr. Garza
supervises the company’s litigation matters and utilizes his Lean Six Sigma background to
aggressively reduce costs and create efficiency gains for his internal clients. Mr. Garza was
previously Assistant General Counsel in the litigation group of Verizon Communications Inc. Mr.
Garza started his career in the U.S. Army’s JAG Corp., where he held the rank of Captain and
enjoyed a 92.5% first-chair winning rate in prosecuting and defending criminal cases. Mr. Garza
holds a B.A. in political science from the University of Notre Dame and a J.D. from the University of
Texas School of Law.
J. Richard Caldwell, Jr. is of counsel to Rumberger, Kirk & Caldwell. A trial lawyer for some 40
years, he has focused on products liability, professional malpractice and general liability. Mr.
Caldwell is a member of the Federation of Defense and Corporate Counsel, DRI, the Products
Liability Advisory Council, and is admitted to practice in Florida, Alabama and Texas.
The Request for Proposal Process
The Request for Proposal (“RFP”) process can at first be lengthy and tedious; however, like anything
else, once you have experience with the process it becomes more routine and manageable. For our
purposes, this paper will concentrate on preparing an RFP for handling a company’s litigation only.
One could do a separate RFP for other in-house legal work or support. A first step is to make sure
that you have identified precisely what you are looking for in the way of retained counsel.
Geographic coverage, percent of savings, or rates or alternative fee arrangements sought,
specialization and expertise, case management philosophy, technology, staffing and diversity issues
should all be analyzed to make sure you are utilizing the right criteria. Figure out how many law
firms you want to invite to participate in this project (too many can make it quite burdensome on you,
the reviewer). The more thought given before embarking upon an RFP, the easier the process will be
to manage as it unfolds.
Once this determination is made, the RFP can be tailored to elicit the information needed to enable
you to make an intelligent decision. An RFP can become a bulky and rather large document if not
carefully managed; a typical RFP can be broken down as follows:
A. Introduction
The introduction should state, in very concise terms, the Company’s Litigation Management
philosophy, its goals, financial targets and objectives. For example, you can state that the Law
Department is engaged in an ongoing effort to achieve efficient excellence in its purchase of legal
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services. A key component of this initiative is managing its litigation portfolio through partnering
relationships with a limited number of law firms.
When inviting a firm to participate in the RFP process, it is wise to advise them that you envision a
relationship that will provide: (i) interaction and a close working relationship with the in-house
lawyers and staff, and (ii) coordinated strategic and tactical decision-making to achieve the best legal
and financial results for the client. Remember, these are people whom you intend to ask to partner
with you to provide cost-effective legal services to your mutual client: the company.
You may want to further advise the firms that the ultimate goal in undertaking this bidding process is
to reduce exposure and control costs, while providing a consistent level of quality service,
responsiveness, and results.
B. Information for Bidders
1. Background
The bidder is provided with information about the client, the client’s identity, the nature of the
business and the markets it serves, the company’s vision or mission statement; locations, number of
employees, etc. This is your opportunity to explain why the participant should want to respond to this
RFP.
2. Litigation Portfolio
Participants will be advised regarding what you are looking for – national, regional or specialized
counsel. Information should then be supplied concerning the nature and type of Litigation Portfolio
that is to be awarded to the successful bidder. Details can be provided here or via exhibits to the RFP,
the number and types of cases, venue, etc. You should describe if the winner will be the exclusive
litigation representative, and if not, what situations would the company give a case to an firm outside
the successful bidders.
3. RFP Process
The participants then learn what timelines will have to be met to stay in contention, how much time
they will have to submit questions, when they can expect a response, when the proposals will be due,
etc. Be sure and provide a reasonable response time. Providing for too lengthy a deadline wastes
time; too short a deadline can mean receipt of less than thorough, complete responses, and thus
hinder your decision-making.
4. Response Format
When responsive information is requested, the questions asked should be very specific, e.g.,
submissions should be in a certain format, font, page limitations, whether or not a firm marketing
brochure is acceptable, etc. Ask only for the information you really need to make the decision about
which firm to hire. If nothing else, brevity makes it much easier for you to review and analyze the
responses.
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5. Confidentiality
Confidentiality is obviously critical to the process.
C. Contents of the Request for Proposal
1. Pricing Arrangement
A description of what pricing arrangement the Company may be looking for in the proposal should
be detailed here. The pricing model, if one is preferred, should be explained fully or a template may
be utilized. For example, you can provide past statistics such as litigation outside counsel expense,
cost per case, cost per task within a case and suggest the firm will be chosen based upon the highest
percent decrease of these costs in their fee proposals.
2. Approach, Experience, Staffing & Technology
The Company here should solicit how the responding law firm will propose to handle the work or
portfolio that is under consideration. You should strongly encourage law firms to be creative with
their proposals, advising them that points will be awarded for creativity and that you are not
interested in receiving the standard routine response; i.e., time and expense. In addition, the company
should explain that it is interested in working with a law firm that is experienced in this type of
litigation. The Company wants to know the law firm’s model for the representation and defense of
this type of litigation. What is the experience level of the timekeepers who will be charged to handle
or manage this docket? For example, how many years have they been in practice, how many jury
trials have these timekeepers been involved in, etc? Who is going to be the relationship
partner/manager for this work or client and what are the experience levels of those supporting that
individual? What e-discovery tools do they have?
It is also important to determine whether the law firm has any similar experience partnering with a
client similar to that which is being proposed here? If so, details should be requested regarding that
experience or relationship.
An additional important factor concerns the information technology capabilities of the firm. How
does the law firm communicate? Is it compatible with your systems? Do they have extranet or web
accessed information technology so that the Law Department Litigation Team may gain access to the
data or files 24/7? What are the electronic billing capabilities?
3. Performance Measurement & Evaluation
It is critical to detail when evaluations will be performed and it is crucial to provide objective criteria
to measure the law firm’s performance. Subjective or vague criteria can only lead to uncertainty
and/or relational issues down the line.
4. Conflicts of Interest
Generally in an RFP, you want to advise the bidder that you intend any arrangement you enter into
with the selected firm will be long-lasting and will be renewed upon expiration of the Period.
Consequently, longevity could be compromised by conflicts of interest arising from other
professional relationships that the law firm may have either now or in the future. Therefore, ask for
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the responding law firm to describe the controls in place, or that will be established, to identify and
prevent conflicts of interest with the client and its subsidiaries regarding specific matters and
substantive positions taken on behalf of other clients. You may also ask the responding law firm to
resolve any conflicts in accordance with the policies outlined in the Company’s Outside Counsel
Retention Policy.
5. Malpractice and Contingency Planning
It is also wise to ask for information concerning the bidding law firm’s malpractice insurance, and
any past malpractice judgments. Ask whether or not there is any disaster recovery or contingency
planning procedures in place.
6. Discovery Management, Coordination and Reporting
It is crucial to request for the responding firm’s approach to discovery management, coordination and
reporting, and to describe how they propose to support and interface with the Company, should you
elect to perform discovery through a third-party or in-house.
7. Diversity
The law firm should describe their approach to diversity and/or their diversity initiatives, and how
that will be reflected in their relationship with the Company.
8. Service
This is the opportunity to ask the Law Firm to address its Client Service Philosophy and areas that
are of concern to the Company, whether it’s as mundane as office hours, or to meeting the need for
expedited service.
9. Communication
Last, but certainly not least, the responding Law Firm should provide what their methods of
communication are with Attorneys, Paralegals, and Managers. For example, what expectations are
set for the employee to communicate their process and procedures? In addition, how does an
employee or client representative obtain the latest status information on a case? How does the law
firm communicate key points or advise the employee or client representatives of immediate action
items or issues due to changing laws and circumstances that impact their case? Questions such as
these should be addressed.
D. Request for Proposal Tools
In conducting its RFP, the Law Department may want to work with the Company's Sourcing Team
which may employ the Ariba or similar tool to facilitate the RFP process.
In working with a Sourcing Team, the Ariba’s Sourcing Pro software can be utilized to efficiently
manage the RFP process. The RFP is built online and all of the law firms are invited to participate
and all are given the same information. Therefore, there is no competitive advantage given due to
accidental omissions of data. All law firms are required to respond to the RFP online and all
communication are driven through the site, via the Message Center. The RFP responses are uploaded
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by all law firms and all activity is tracked to verify RFP delivery and participation in the event. The
Ariba software is then used to award the business through the site.
E. The Selection Criteria
Prior to receiving the proposals it is important to establish some benchmarks or criteria by which the
proposals will be judged. Again, depending upon the nature of the request for proposal, the criteria
chosen may vary. While the seven topics below are not an exhaustive list, in a recent RFP the ones
below were selected to assist the decision making process. The weight given to each category should
be determined before receiving the proposals.
1. Relevant Experience
Obviously when submitting a proposal to a law firm you should already know that the firm has solid
experience in the area of expertise being sought in the RFP. This category allows you to evaluate the
expertise of each of the law firms against each other. In addition, what is the law firm’s experience
partnering with a client such as that being asked in the RFP?
2. Geographic Reach (Footprint)
This is obviously a consideration when evaluating a regional and/or a national counsel program. How
many of the cases can the law firm directly manage and how many will require a pro hac vice
admission or coordination effort with another law firm? It is well known that there are still some
jurisdictions that are protectionist and are not very receptive to out of state counsel.
3. Ease of Administration
This is a key consideration in the selection process. There are several topics one can consider here
e.g., information technology capabilities, vendor compatibility, chemistry, etc.
4. Clarity of Response
This will help you determine whether the law firm has successfully done this before; do they really
“get it.” Is it direct and succinct? Does the proposal really cover the relevant subject matter, or is it a
cut and paste submission that is presented to everybody from “A” to “Z.” The law firms that direct
their proposal to your hot buttons will be the ones that get to come to the show.
5. Pricing Template
Did they complete it correctly such that it can be compared to the other proposals so that an “applesto-apples” comparison can be made? Is the pricing competitive? If not, the template should disclose
why the pricing is off the mark.
6. Alternative Pricing
How much creativity does this law firm have? Will the law firm give a reduced rate simply on a time
and expense basis? Is the proposal just another “ho-hum” billable hour proposal or something novel?
Will there be a reciprocal risk and reward for your company entering into this arrangement with this
law firm? How much is this law firm willing to risk versus the other law firms? What level of fiscal
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predictability will there be with this arrangement? The finance team will need to know all costs for
budget purposes. The only ones who hate surprises more than lawyers are controllers.
7. Respect to Timeline
This is indicative of whether or not the law firm really wants to be part of the action. It may also
reflect whether the law firm is capable of being there in a crisis or on a moment’s notice. For some
clients, this may be a critical part of the program.
F. The Presentations
After receipt and evaluations of the proposals, you should down select the candidates to identify
which law firms you want to make a presentation to your team. I recommend you submit all of your
questions to them in advance of their presentation so they may incorporate their responses into their
presentations. I would also recommend that you conduct the presentations shortly after your receipt
and evaluation of the proposals. Limit the amount of time the law firms will have to make their
presentations so they will be focused upon what they perceive to be your needs. A tip for the law
firms making the presentations: focus it upon the clients’ needs and bring the key attorneys to the
presentations, no matter how junior they may be.
G. The Selection Process
Following the presentations you should then be ready to choose the law firm to award the business.
Negotiate the best deal you can. Like any partnership, it will not be easy in the beginning, but if you
pick the right partner it can turn out to be a beautiful relationship. Good luck!
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Choosing the right compass: How to Navigate The Request for Proposal (RFP) Process
Implementing an RFP
RFP Process Overview
 Identify the purpose
 Who has input into the decision making?
 Criteria needed
 Timeline
 Determine list of law firms
 Short list procedures/meetings
 Review/Revise after first year of contract
What will the RFP help accomplish? (internal)
 Provide better management
 Streamline reporting
 Budget certainty/predictability
 Better use of outside resources
Identify purpose of RFP (external)
 Particular type of work
 Individual case/matter
 Convergence of counsel
 National or regional counsel program
Determine criteria needed to make decision
 Geographic coverage
 Rates/alternative fees
 Specialization/expertise
 Case management philosophy
 Technology
 Staffing
 Diversity
Identify the timeline (internal and external)
 Start date of contract then backtrack
 Drafting
 Issue date
 Questions from law firms
 Responses from law firms
 Review responses internally
 Develop short list
 In person meetings/presentations
 Decision

List of law firms
 Current firms
 Ask around for referrals (non-current)
 Do research
 Don’t send out to too many, burden for you to process
Content
Company/General Information
 Outline expectations, goals and objectives
 Company information
 Confidentiality statement – should be a given, but state anyways
 Conflicts of interest – some may not want their firms working for their competitors
 Other guidelines, i.e. billing, administrative, performance measurement and evaluation
Background Information
 Provide information relating to type of work addressed by RFP (especially for litigation)
 Volume
 Past total litigation budgets
 Geographic markets
 (Tie in with goals and objectives via criteria)
Types of Criteria to ask for (what is relevant to decision making process?)
 General firm information
 Team/staffing
 Experience – how many trials? actual examples? other clients in the same industry?
 Approach
 Management philosophy
 Communication/reporting to in house counsel
 Coordination with local counsel
 Technology/disaster recovery
 Diversity
 Malpractice insurance
 Law firm’s financial stability
Pricing
 Calculate what you’re willing to pay (should be determined prior to drafting phase)
 Be reasonable and realistic, Understand that it needs to work for both client and law firm
 Alternative fees – inclusive/exclusive of trial, travel, experts, etc.
 Ask firms to share the risk – ask for specifics
 Ask for creativity
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Short List of Firms
 In person meeting vs. conference call
 Formal Presentation vs. informal discussion vs. in house panel of questioners
 Who attends from law firm?
 Who will attend from Client?
Post Selection
 Notify firms who did not make it
 Be open to provide feedback if asked
 Set post matter/first year date for review and debrief
 Reiterate expectations
Follow Up
 Post matter/first year review
 Discuss what went right/wrong
 Be open to make adjustments
 Be reasonable and realistic
 Set next matter/year expectations
Do’s and Don’ts
 Be very sure what it is you’re looking for
 Only ask what you really need to know to make a selection
 Draft the RFP on based on it’s on purpose/criteria, do not reuse old RFPs
 Focus on results and examples, not just process and analysis
 Keep open ended questions to a minimum (can be burdensome to review proposals)
 Be specific to what your expectations are and communicate them
 Provide the law firms with as much background as you can
 Be open for questions (phone calls/emails) while they put together their responses
 Be open to have new firms participate
 Provide a reasonable timeline for law firms to respond
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IN THE COURT COMMON PLEAS
FIRST JUDICIAL DISTRICT OF PENNSYLVANIA
TRIAL DIVISION – CIVIL
ADMINISTRATIVE DOCKET 02 OF 2003
[Edited and Updated]
IN RE: COMMERCE CASE MANAGEMENT PROGRAM
AND NOW, this 29th day of April, 2003, it is hereby ORDERED and DECREED that
the following protocols shall apply to all civil cases within the Commerce Case Management
Program on or after January 1, 2000:
Commerce Case Management Program:
Procedure for Disposition of Commerce Program Cases Filed on and after January 1, 2000
A Commerce Case Management Program ("Commerce Program") has previously been
established within the Trial Division of the Court of Common Pleas (Administrative Docket 01
of 1999 and 01 of 2000).
A.

Organization

1.
Judges. Three judges shall be assigned by the Administrative Judge to the
Commerce Program. The number of Commerce Program Judges may thereafter be adjusted by
the Administrative Judge consistent with the caseload of the Program.
2.
Filings & Listings. Upon consultation with the Administrative Judge, the Civil
Supervising Judge and the Commerce Program Judges, with the goal of ease of access by the
Commerce Program Judges and their staff, the parties and the public, the Prothonotary shall
establish procedures for maintenance of filings and listings in actions assigned to the
Commerce Program.
B.

Assignment of Cases Subject to Commerce Program

1.
Cases Subject to Commerce Program. Notwithstanding anything to the contrary
in General Court Regulation 95-2 (Day Forward Program) or any other General Court
Regulation, Jury, Non-Jury & Equity, and Class Action cases filed on or after January 1, 2000,
but not Arbitration cases, shall be assigned to the Commerce Program if they are among the
following types of actions:
a.

Actions relating to the internal affairs or governance, dissolution or liquidation,
rights or obligations between or among owners (shareholders, partners,
members), or liability or indemnity of managers (officers, directors, managers,
trustees, or members or partners functioning as managers) of business
corporations, partnerships, limited partnerships, limited liability companies or
partnerships, professional associations, business trusts, joint ventures or other
business enterprises, including but not limited to any actions involving

interpretation of the rights or obligations under the organic law (e.g., Pa.
Business Corporation Law), articles of incorporation, by-laws or agreements
governing such enterprises;
b.

Disputes between or among two or more business enterprises relating to
transactions, business relationships or contracts between or among the business
enterprises. Examples of such transactions, relationships and contracts include:
(1)

Uniform Commercial Code transactions;

(2)

Purchases or sales of businesses or the assets of businesses;

(3)

Sales of goods or services by or to business enterprises;

(3)
Non-consumer bank or brokerage accounts, including loan, deposit cash
management and investment accounts;
(5)

Surety bonds;

(6)
Purchases or sales or leases of, or security interests in, commercial, real
or personal property; and
(7)

Franchisor/franchisee relationships.

c.

Actions relating to trade secret or non-compete agreements;

d.

"Business torts," such as claims of unfair competition, or interference with
contractual relations or prospective contractual relations;

e.

Actions relating to intellectual property disputes;

f.

Actions relating to securities, or relating to or arising under the Pennsylvania
Securities Act;

g.

Derivative actions and class actions based on claims otherwise falling within
these ten types, and consumer class actions other than personal injury and
products liability claims;

h.

Actions relating to corporate trust affairs;

i.

Declaratory judgment actions brought by insurers, and coverage dispute and bad
faith claims brought by insureds where the dispute arises from a business or
commercial insurance policy, such as a Comprehensive General Liability policy,
and;
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j.

Third-party indemnification claims against insurance companies where the
subject insurance policy is a business or commercial policy and where the
underlying dispute would otherwise be assigned to the Commerce Program, not
including claims where the underlying dispute is principally a personal injury
claim.

All of the above types of actions may involve individuals named as parties, in addition
to business enterprises, so long as all other criteria are met and the essential nature of the
litigation is a business dispute. For example, a dispute over a commercial loan may include
individual guarantors as either plaintiffs or defendants, as the case may be, but such a lawsuit
would still be a commercial dispute.
2.
Cases Not Subject to the Commerce Program. The following types of matters are
not to be included in the Commerce Program:
a.

Matters subject to Compulsory Arbitration in this Court or to the jurisdiction of
the Municipal Court, including any appeals.

b.

Personal injury, survival or wrongful death matters.

c.

Individual consumer claims against businesses or insurers, including products
liability and personal injury cases.

d.

Matters involving occupational health or safety.

e.

Environmental claims not involved in the sale or disposition of a business and
other than those addressed in Commerce Program types 9 or 10 above.

f.

Matters in eminent domain.

g.

Malpractice claims, other than those brought by business enterprises against
attorneys, or accountants, architects or other professionals in connection with the
rendering of professional services to the business enterprise.

h.

Employment law cases, other than those referenced in Commerce Program type
3, above.

i.

Administrative agency, tax, zoning and other appeals.

j.

Petition Actions in the nature of Change of Name, Mental Health Act Petitions,
Petitions to Appoint an Arbitrator, Government Election Matters, Leave to Issue
Subpoena, or to Compel Medical Examination.

k.

Individual residential real estate and non-commercial landlord-tenant disputes.
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l.

Domestic relations matters, and actions relating to distribution of marital
property, custody or support.

m.

Any matter required by statute, including 20 Pa. C.S. Chapter 7, §§ 711 & 713,
to be heard in the Orphans' Court or Family Court Division of the Philadelphia
Court of Common Pleas, or other matter which has heretofore been within the
jurisdiction of the Orphans' Court or Family Court Division of this Court.

n.

Any criminal matter other than criminal contempt in connection with a
Commerce Program action.

o.

Such other matters as the Court shall determine.

3.
Assignments Based on the Civil Cover Sheet. The Civil Cover Sheet, effective
January 1, 2000, shall include a box in which the attorney signing the sheet must certify that the
action is, or is not, subject to the Commerce Program. A "Commerce Program Addendum to
Civil Cover Sheet," is hereby required to be filed with all initial filings (i.e., all filings requiring
a Civil Cover Sheet) subject to the Commerce Program, filed on or after January 1, 2000. The
attorney shall indicate on the Commerce Program Addendum filed with any filing denoted as a
Commerce Program matter, the applicable type or types of action which result in the matter
being assigned to the Commerce Program. An attorney's signature on the Civil Cover Sheet
shall constitute certification that the matter is or is not subject to the Commerce Program, as
indicated on the Civil Cover Sheet and Addendum. A copy of the Civil Cover Sheet, including
any Commerce Program Addendum, shall be served with the original process served on all
parties.
All actions designated into the Commerce Program pursuant to the Commerce Program
Addendum are hereby assigned to the Commerce Program and to the individual calendar of one
of the Commerce Program Judges, according to a random procedure established by the
Administrative Judge or the designee of the Administrative Judge. This assignment shall be
noted on the Docket. All further filings in the matter shall state prominently in the caption and
on any cover sheets that the matter is "ASSIGNED TO COMMERCE PROGRAM."
4.
Disputes Arising From the Civil Cover Sheet Designation. If any party disagrees
with the designation or lack of designation of a case into the Commerce Program, that party
shall file with Civil Motions Clerk in the Prothonotary’s Office, 278 City Hall, to be referred to
the Administrative Judge, or the designee of the Administrative Judge, for decision (which shall
not be subject to appeal), and serve on all parties a Notice of Management Program Dispute,
not exceeding three pages, as soon as practical, and no later than the earliest of (a) the filing by
that party of any pleading, motion or response to motion, (b) ten days in advance of a noticed
case management conference or (c) thirty days after service of process. A copy of the complaint
or filing commencing the litigation, shall be attached to the Notice of Management Program
Dispute. Any party opposing the Notice of Management Program Dispute may, but need not,
submit a response thereto not exceeding three pages (to Civil Motions Clerk, Room 278 City
Hall) within seven days of service of the Notice.
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In the event of the service of a Notice of Management Program Dispute, a copy of that
Notice shall be attached to and referenced in all motions and responses to motions filed by any
party pending the resolution of the management program dispute.
C.

Commencement of Action

All subject actions shall be commenced as provided in Pa. R.C.P. 1007. Philadelphia
Civil Rule *205.2 shall be followed. As noted above, in all cases, not just those designated into
the Commerce Program, a copy of the Civil Cover Sheet, including any Commerce Program
Addendum, shall be served with original process served on all parties.
All jury demands shall be perfected in accordance with Pa. R.C.P. 1007.1 and Phila.
Civ. R. *1007.1.
A party seeking emergency relief immediately upon commencing an action subject to
the Commerce Program shall follow the procedure set forth in part D.6. below (Rules to Show
Cause and Emergency Motions and Petitions).
D.

Case Management Procedures

1.
Authority Over Commerce Program Status: When there is a dispute as to
whether the case is properly assigned to the Commerce Program, the decision will be made by
the Administrative Judge or the designee of the Administrative Judge. If the Civil Case
Manager conducting a case management conference or any party objects as to the Commerce
Program assignment, the Case Manager will forward the dispute to the Administrative Judge or
the designee of the Administrative Judge.
2.
Alternative Procedures Available: The Commerce Program Judge, in his/her
discretion, may, upon application of any party or upon his/her own initiative, modify these
procedures. Requests for changes in these procedures will be made by filing a Petition for
Extraordinary Relief (which Petition calls for a ten-day response time).
3.
The Case Management Conference: Typically, notice of a Case Management
Conference ("CMC") will be sent to counsel and unrepresented parties (sixty days after filing)
scheduling the CMC for approximately ninety days after filing. In certain circumstances, the
CMC may be scheduled through the Commerce Program Judge.
a.

Presiding Officer: Unless otherwise ordered, the CMC shall be conducted by a
Civil Case Manager designated by the Court, acting on behalf of the assigned
Commerce Program Judge.

b.

Issues to be Addressed: The following subjects, along with other appropriate
topics, such as service of process, venue, pleadings, discovery, possible joinder
of additional parties, theories of liability, damages claimed and applicable
defenses (see also Pa.R.C.P. 213.3), will be discussed.
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(1)

(2)

(3)

Means for Early Disposition
a.

Timing and potential forms of Alternative Dispute Resolution
(ADR). The case manager will make available the list of
Commerce Program Judges Pro Tempore (as provided by the
Business Litigation Committee of the Philadelphia Bar
Association).

b.

Scheduling pre-discovery dispositive motions, only if oral
argument is needed. (Whether to hear oral argument is up to the
Commerce Program Judge). The Commerce Program Judge will
likely have a half day set aside for hearing Motions and Rules.

c.

Scheduling limited-issue discovery in aid of early dispositive
motions. The Case Manager will advise counsel of the half day
Discovery Program set up for the assigned Commerce Program
Judge.

Schedules and Deadlines
a.

Assignment to a Case Management Track and issuance of a Case
Management Order ("CMO"), which will set forth a target trial
date, deemed the earliest trial date pursuant to Pa. R.C.P. 212.1.

b.

A discovery plan and schedule based on the CMO date for the
completion of discovery.

c.

Anticipated areas of expert testimony, timing for identification of
experts, responses to expert discovery, exchange of expert reports
(reference to the CMO).

Potential Use of a Commerce Court Judge Pro Tempore
a.

On stipulation of all parties, for supervision of discovery.

b.

For mediation.

c.

Identification of a particular Commerce Program Judge Pro
Tempore acceptable to all parties.

d.

The choice of a particular Judge Pro Tempore for these purposes
must be approved by the Court.

e.

Use of a Pro Tempore Judge for purposes of discovery or
mediation cannot affect the deadlines set forth in the CMO,
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unless the Commerce Program Judge allows an extension of
affected dates.
The Commerce Program Judge may establish any informal procedures to achieve
expeditious resolution of discovery disputes and other non-dispositive issues. Prior to the CMC,
it shall be the obligation of the parties to confer concerning all of the above matters, for the
purposes of reaching agreements.
4.

Case Management Order:

At the CMC, the Case Manager shall issue a Case Management Order ("CMO") setting
forth dates for a Settlement Conference and for a Pretrial Conference (with Pretrial Statements
typically to be filed in advance), and for Trial. The CMO will also address cut-off dates for
completion of discovery, for the service of expert reports and for the filing of Motions.
Based upon the nature and complexity of the case, the Case Manager with input from
the parties at the CMC shall assign the case to a track. The Commerce Program shall typically
employ the following management tracks: Commerce Expedited (Target Trial Date within 13
months of Complaint) and Commerce Standard (Target Trial Date within 18 months of
Complaint). Only exceptionally complicated cases should be designated Commerce Complex
(Target Trial Date within two years of Complaint). In the latter instance, the Commerce
Program Judge may schedule status conferences at six month intervals or at other times upon
application of the parties, if appropriate.
The Commerce Expedited Track shall consist of matters in which minimal discovery is
needed and legal issues are anticipated to be routine. Examples of such actions, in the absence
of complicating factors, are actions relating to commercial loans, and contract, UCC and
foreclosure matters. Other matters should presumptively be designated Commerce Standard.
Actions in which preliminary injunctive relief is sought may be appropriate for any of the
tracks, depending upon the circumstances.
5.

Commerce Court Motions.

a.

Motion Practice and Discovery Motions.

The Commerce Program Judge to whom the action is assigned will hear all pretrial
motions, including discovery motions, except that, to the extent that scheduling or other
concerns so require, a Commerce Program Judge may make arrangements for certain discovery
and other pretrial motions to be heard by another Commerce Program Judge. All motions
(except discovery motions) shall be filed in Motion Court with a designation on the Motion
Court Cover Sheet of the assigned Commerce Program Judge. Procedures of the Discovery
Court should generally be followed, and filings processed through Room 287. In some
instances, the Commerce Program Judge may direct further briefing of complex discovery
motions. Any Notice of Management Program Dispute that is pending or is being filed
contemporaneously with the Motion filing, should be noted in the Motion Court Cover Sheet.
Oral argument is at the discretion of the Commerce Program Judge.
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A Commerce Program Discovery List for each Commerce Program Judge shall be
established so that discovery matters ordinarily will be heard by that Judge on a particular day
of the week. Each Judge may also scheduling hearings on non-discovery motions on the
discovery day, or at such other times as the Court deems appropriate.
b.

Petitions for Extraordinary Relief.

A Petition for Extraordinary Relief must be filed whenever a party seeks an extension of
a deadline imposed by a case management order. Any party may seek relief from the time
requirements by filing the Petition for Extraordinary Relief. This Petition must be filed prior to
the deadline that the party is seeking to change. Petitions for Extraordinary Relief are filed with
the Motions Court Clerk in the Prothonotary’s Office, Second Filing, Room 278, City Hall.
Any adverse party has ten (10) days after the filing of the motion to file a response. The Motion
Court will forward the pleading to the assigned team leader.
The Petition for Extraordinary Relief is ruled on by the individual team leaders. Counsel
must include the name of the team leader for that given case (Sheppard, Bernstein, New) on the
Motion Court Cover Sheet. The party filing the petition must include a proposed order that sets
forth the extension requested in months, as well as a copy of the current Case Management
Order.
Counsels’ agreement to extend deadlines within a Case Management Order is not a
recognized basis for an extension. A movant must demonstrate extraordinary and unforeseeable
circumstances justifying the deadline extension request. Requests for extensions of Court
ordered deadlines should be utilized only as a last resort and with compelling
reasons offered in support thereof.
6.
Rules to Show Cause and Emergency Motions and Petitions. Rules to show
cause in cases assigned to the Commerce Program will be presented in the Motions Court,
where they will be reviewed as to form, and forwarded to the assigned Commerce Program
Judge for consideration.
Unless there is a dispute as to Commerce Program applicability, emergency motions or
petitions in a newly filed action presented in a matter appropriate for assignment to the
Commerce Program shall be referred to a Commerce Program Judge for disposition. If there is
any dispute regarding Commerce Program applicability, that dispute shall be referred to the
Administrative Judge or the designee of the Administrative Judge. Parties are encouraged to
give the Motion Court advance notice of an emergency motion or petition, including notice that
the action is assigned to the Commerce Program or may be appropriate for such assignment. If
the assigned Commerce Program Judge is unavailable, an emergency motion or petition in an
action already assigned to Commerce Program shall be heard by another Commerce Program
Judge, if available, with any subsequent hearing referred back to the assigned Commerce
Program Judge. If no Commerce Program Judge is available to hear an emergency motion or
petition, such motion or petition shall be referred to a Judge assigned to Motion Court (or, if
necessary, the Emergency Judge), with any subsequent hearing referred back to the appropriate
8

Commerce Program Judge. An emergency motion heard by a Commerce Program Judge in a
case which has not yet gone through the random assignment procedure shall be subject
to that procedure prior to any subsequent hearing and the subsequent hearing shall be scheduled
before the Commerce Program Judge assigned.
7.
Settlement Conferences. A settlement conference may be expeditiously
scheduled in any case in which counsel concur that such a conference may be productive. Such
requests shall be made in writing by letter to the assigned Commerce Program Judge, and in all
other respects Local Civ. R. *212.1(B) should be applied. Except as otherwise provided in
Local Civil Rule *212.3 (Settlement Conferences --Non Jury Cases), Commerce Program
Judges may assist the parties in reaching a fair and reasonable settlement or other resolution of
the matter. To that end, the assigned Commerce Program Judge, in his or her discretion, may
schedule one or more formal settlement conferences. The Commerce Program Judge may also
encourage the parties to engage in settlement discussions and in any form of Alternative
Dispute Resolution (ADR), including the assistance of a Commerce Program Judge Pro
Tempore, that may result in settlement, avoidance of trial or expeditious resolution of the
dispute. Except upon order of the Court, the pendency of any form of ADR shall not alter the
date for commencement of trial.
8.
Pretrial Conference. A Pretrial Conference shall be held in all Commerce
Program actions. At the conclusion of the Pretrial Conference, a Pretrial Order controlling the
conduct of trial may be entered. The Court shall exercise its best efforts to try the matter as
soon after the target trial date as practicable. Typically, the CMO will require the filing of
Pretrial Statements (Pa. R.C.P. 212.2) in advance of the Pretrial Conference. Prior to the
Pretrial Conference, principal trial counsel shall confer on the matters set forth in Pa. R.C.P.
212.3, and attempt to reach agreement on any such matters.
Following the Pretrial Conference, the Commerce Program Judge shall enter a Trial
Scheduling Order, identifying the date by which the matter should be prepared for trial, and, if
applicable, the date to be placed into a trial pool or the date of any special listings. The Trial
Scheduling Order may further provide specific dates, to the extent not already addressed in the
Case Management Order, for such matters as:
a.

Exchange of proposed stipulations and filing of stipulations in writing to facts
about which there can be no reasonable dispute;

b.

Pre-marking and exchanging copies of all documents or other exhibits to be
offered in evidence at trial;

c.

Service and filing of written objections to any documents or other exhibits as to
which a party intends to object at trial, together with the legal basis for such
objections;

d.

Identification in writing of all deposition testimony, by page and line number,
intended to be read into the record at trial, followed by counter-designations and
objections to deposition designations;
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e.

Exchange of trial briefs and proposed findings of fact and conclusions of law
(nonjury) or requested points for jury charge (jury).

At such time prior to trial as may be fixed by the Court, it shall rule on all matters
placed in issue under this procedure.
In addition, the Commerce Program Judge may establish procedures consistent with the
requirements of each case to ensure close interaction with the parties in order to minimize trial
time.
E.

Commerce Program Judges Pro Tempore And Alternative Dispute Resolution

There shall be established in the Commerce Program, an Alternative Dispute Resolution
program for Commerce Program actions, which may include, but is not limited to, mediation
and the assistance of Commerce Program Judges Pro Tempore.
1.
Panel of Commerce Program Judges Pro Tempore. The Administrative Judge or
designee shall designate a panel of Commerce Program Judges Pro Tempore from among
volunteers nominated and approved by the Philadelphia Bar Association Business Law Section,
Business Litigation Committee, who shall be distinguished attorneys engaged in active practice
of law with no less than fifteen (15) years trial experience including a practice focused on the
type of litigation described in section B.1. above (Cases Subject to Commerce Program).
Commerce Program Judges Pro Tempore shall serve without charge. Persons may be added to
or removed from the panel as the Administrative Judge or designee may determine consistent
with the qualifications above.
The Court may order a Commerce Program case to be assigned for Settlement
Conference to a Commerce Program Judge Pro Tempore who shall, on a date certain, hold a
Settlement Conference which must be attended by trial counsel representing the parties, as well
as any unrepresented parties. Counsel and unrepresented parties shall provide to the Commerce
Program Judge Pro Tempore prior to the Settlement Conference a fully completed Settlement
Memorandum, in a form to be established by the Commerce Program Judges. The Commerce
Program Judge Pro Tempore on such a referral is not authorized to rule on any motions, but
will attempt to facilitate a settlement between the parties.
2.

Mediation.
a.

Referral to Mediation and Selection of Mediator. Commerce Program
cases may be referred to nonbinding mediation at the discretion of the
Commerce Program Judge, who may make such referrals at the time of
the Case Management Conference, at a Pretrial Conference referenced
above, or at any other time. Where appropriate and whether or not
mediation is pursued at an early stage of the litigation, the Commerce
Program Judge has the discretion to refer cases to nonbinding mediation
at a later stage of the proceedings. The Court may permit the parties to
choose the mediator from among the panel of Commerce Program
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Judges Pro Tempore, or agree to pay for a mediator not on the panel. The
order of reference to mediation shall not stay or delay any scheduling
dates, unless the Court so orders.
b.

Conflicts of Interest. A mediator to whom a case is assigned must
disclose to the parties and to the Court any apparent conflict of interest.
Unless the mediator determines consistent with any applicable ethical
requirements and guidelines that he or she should preside
notwithstanding any such apparent conflict of interest and the
parties and the Court agree that such mediator nevertheless shall preside,
another mediator shall be selected.

c.

Confidentiality of Mediation. The order referring an action to mediation
shall require that the mediator report to the Court the disposition of the
mediation in accordance with a schedule as determined by the Court,
under the guidelines below. The order shall also provide that all
information received by the mediator as to the merits of the matter,
including the submitted memoranda, shall remain confidential and not be
reported or submitted to the Court by the mediator or the parties, except
as necessary in a stipulation of settlement agreed to by the parties.

d.

Mediation Procedure. The first mediation session preferably shall be
conducted within 30 days of the execution of the order of reference,
unless the Court establishes a different schedule. At least ten days before
the first session, each party shall deliver to the mediator a copy of its
pleadings, any briefs filed in the action important to the mediation and a
memorandum of not more than five pages (double-spaced), setting forth
that party's contentions as to liability and damages. The memorandum
shall be served on all parties, but shall be marked "Confidential, for
Mediation Only," and may not be used, cited, quoted, marked as an
exhibit or referenced in any proceedings. Attendance at the first
mediation session shall be mandatory, and the mediator may require, in
addition to the appearance of the attorneys, the presence of the parties or
their representatives with authority to settle. If the first session is
successful, the settlement shall be reduced to a stipulation, and the
mediator shall submit forthwith the stipulation, the notice of
discontinuance and the report of disposition to the Court. The report of
disposition shall be on a form prescribed by the Court Administrator.

e.

Report; Extensions. If the action is not settled upon completion of the
first session, the mediator may schedule additional sessions on consent of
the parties. However, at the end of the first session, any party or the
mediator may terminate the mediation effort, and in that case the
mediator shall advise the Court forthwith that mediation has been
terminated but shall not disclose the identity of any parties who
terminated or did not terminate the mediation. Except as set forth below,
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subsequent sessions should be concluded within 15 days from the date by
which the first session was to have been held according to the order of
reference. The mediator shall report to the Court as to the outcome of the
mediation session(s) no later than 20 days from the date by which the
first session was to have been held according to the order of reference. If
mediation cannot be concluded within 15 days from the date by which
the first session was to have been held according to the order of
reference, upon consent of all parties a 30-day extension of time to
conduct further sessions may be granted by the mediator. If such
extension is granted, the mediator shall report to the Court as to the
success or lack of success of the additional sessions as soon as
practicable but in any event no later than 5 days after the final
mediation session.
All deadlines and relevant procedures shall be set forth in a standard form order of
reference.
BY THE COURT

12

COMMERCE PROGRAM
CASE MANAGEMENT ORDER
AND NOW, this day of ___________, 20__, it is ORDERED that:
1.

The case management and time standards adopted for the Commerce Program,

[Track Designation] cases shall apply and are incorporated.
2.

All discovery shall be completed no later than ______________.

3.

Plaintiff(s) shall identify and submit Curriculum Vitae and Expert Reports for all

expert witnesses intended to testify at trial to all other parties not later than _____________.
4.

Defendant(s) and any additional defendant(s) shall identify and submit

Curriculum Vitae and Expert Reports of all expert witnesses intended to testify at trial to all
other parties not later than ____________________.
5.

All Pretrial Motions (other than Motions in Limine) shall be filed not later than

________.
6.

A settlement conference may be scheduled at any time after _____________. On

or before that date all parties shall serve on all opposing counsel or pro se parties and file a
Settlement Memorandum containing the following:
(a)

The plaintiff(s) shall provide a concise statement of the theory of the
case. The defendant(s) and additional defendant(s) shall provide a
concise statement as to the nature of the defense.

(b)

A statement by the plaintiff(s) itemizing all damages sought by
categories and amounts.

(c)

Defendant(s) and additional defendant(s) shall identify all
applicable insurance carriers, together with corresponding limits of
liability.
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7.

A Pretrial Conference may be scheduled at any time after ________________.

Fifteen days prior to the Pretrial Conference, all parties shall file and serve on all opposing
counsel or pro se parties a Pretrial Statement containing the following:
(a)

The plaintiff(s) shall provide a concise statement of the theory of the
case. The defendant(s) and additional defendant(s) shall provide a
concise statement as to the nature of the defense;

(b)

A list of all witnesses who may be called to testify at trial by name and
address. Counsel should expect witnesses not listed to be precluded from
testifying at trial;

(c)

A list of all exhibits the party intends to offer into evidence. All
exhibits shall be numbered and exchanged among counsel prior to
the Conference. Counsel should expect any exhibit not listed to be
precluded at trial;

(d)

Plaintiff(s) shall itemize all damages claimed by category and amount;

(e)

Defendant(s) and all additional defendant(s) shall state a position
regarding the damages claimed and identify all applicable insurance
carriers, together with applicable limits of liability; and

(f)
8.

An estimate of the anticipated length of trial.

It is expected that the case will be ready for trial _____________, which is the

earliest trial date pursuant to Pa. R.C.P. 212.1, and counsel should anticipate trial to begin
expeditiously thereafter.
9.

All counsel are under a continuing obligation, and hereby ORDERED to serve a

copy of this Order upon all unrepresented parties and upon all counsel entering an appearance
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subsequent to the entry of this Order.
BY THE COURT
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FDCC PRESENTATION ON THE COMMERCIAL COURT

The foundations of English mercantile law were laid in the latter half of the 18th Century, when trials of
commercial actions involving banking, insurance and shipping took place at the Guildhall in the City of
London.
However, I am going to take you back to the 17th Century where the story begins – in 1663. What
happened in 1663?
In America, the province of Carolina was established. Charles II was King of England, having been crowned
in 1661 following his father’s execution, the Civil War and Cromwell is protectorate. The Theatre Royal
opened in Drury Lane. It was 25 years before the Lloyd’s market emerged, but England was a trading
nation, shipping was big business and with it insurance was growing, thereby creating the conditions for
the Lloyd’s market. We know a lot about life during this period thanks to this well known diarist –
Samuel Pepys, who on 1 December 1663 visited the Court of King’s Bench to watch a marine insurance
case being tried. His diary entry includes the following comment:
“To hear how the Counsel and Judge would speak as to the terms necessary in the matter would
make one laugh.”
The merchantmen of the City at that time were not happy that the Courts really serviced their needs or
understood their business. Trade grew and disenchantment grew but it was not until a century later that
the then Lord Chief Justice, Lord Mansfield, took a direct interest in the efficient resolution of mercantile
disputes. He adopted the practice of sitting at the Guildhall regularly during his 32 years as Lord Chancellor
between 1756 and 1788. Under his influence consistent principles of mercantile law, especially in relation
to bills of exchange, insurance and shipping, were developed. Incorporation of mercantile usages into
English law was achieved by his practice of empaneling a body of jurors, who were experienced merchants
from the City, to hear cases with him. He would incorporate their verdicts on questions of mercantile
usage into his Judgment. The same jurymen sat over a number of years and merchants came to feel that
their disputes would be decided by a tribunal broadly conversant with trade practices.
However these procedures were not enshrined in the law or in rules of Court and with the passing of Lord
Mansfield the practice gradually fell away to be replaced by the more rigid rules of Court. The Guildhall fell
into disuse as a place for commercial disputes to be heard. Litigation became slow and expensive. Judges
and jurors became out of touch with the world of international commerce.
In 1869 the Judicature Commission was set up to look into the Court system generally. The City made
great efforts to persuade it to recommend the establishment of tribunals of commerce, or judicial
arbitration. Here are two snippets from witnesses who gave evidence to the Commission:
“To guard myself against the possibility of litigation, this is the clause which I have inserted in my
form of charter parties:
‘Should any difference arise between the owners and the charterers as to the meaning and
intention of the charter party, the same shall be referred to three parties in London, one to
be appointed by each of the parties hereto and the third by the two so chosen, and their
decision, or any two of them, shall be final and binding …’”
This may have a familiar ring to a number of you.
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“The number of arbitrations that take place daily in London is extremely numerous, and there is
both in the Baltic Coffee House and in other large centres of trade, a regular system of arbitration.
At Mark Lane there is a system of the kind”
These areas remain the centres of business in the City. The Baltic Coffee House became the Baltic
Exchange and is now right next to the Gherkin – the Swiss Re building. The London Underwriting Centre is
now in Mark Lane.
What was happening was something with which we are familiar. Disenchantment with the law was
causing business to take its dispute resolution into its own hands by way of arbitration. The report of the
Judicature Commission noted that the judiciary lacked technical knowledge of commerce. It
recommended that commercial actions be tried by a Judge assisted by two business assessors – thereby
borrowing concepts from arbitration. This interaction between commercial arbitration and the
development of the Commercial Court was to become a theme over the years.
It must be recalled that it was during this time that the first Lloyd’s Act was passed in 1871. This could be
seen as a barometer of the increases in commerce and the resultant need for and growth of insurance.
Business and the British Empire were booming. Disraeli was Prime Minister. Victoria was Queen. In 1874
Fiji became a British province and New York annexed the Bronx! Levy Strauss in the same year patented
blue jeans with copper rivets. It was a period of exceptional commercial and trading activity.
However, the Lord Chief Justice of the day, Lord Coleridge, was set against any such reform, unwilling to
sacrifice the certainty of the law for any uncertainty of trade usage. As a result, the Judicature Acts of 1873
and 1875 hindered rather than helped the efficient, speedy and informed resolution of commercial
disputes. The only concession made was to restore Court hearings in the City at the Guildhall. However a
mere change of venue was not going to be enough for the City gentlemen, who wanted a new tribunal that
would freely depart from the excessively formal procedures of the High Court.
In 1892 the Bar and the Law Society reported that if the High Court were to regain the confidence of the
commercial community, it was essential to establish a separate list for commercial actions to be operated
separately from all other Court actions. Lord Coleridge remained implacably opposed.
On 17 June 1882 a meeting of High Court Judges passed a resolution by a majority of 20:5 “that there shall
be a Commercial Court for London cases”. Lord Coleridge was one of the five, so nothing happened.
Litigation continued to decline and arbitration to increase, such that on 10 August 1892 a Judge felt moved
to write in the Times:
“Two considerations are important to men of business when contemplating the possibilities of
litigation. The first is – money. ‘ How much is it likely at most to cost?’ The second is – time. ‘How
soon at latest will the thing be over?’ They want to close their books at the end of the current year,
to write off bad and hopeless debts, to know upon what lines next year to deal with similar
questions should they arise. For such and other reasons of their own the mercantile public is not
fond of law, if law can be avoided.
They prefer even the hazardous and mysterious chances of arbitration, in which some arbitrator,
who knows about as much of law as he does of theology, by the application of a rough and ready
moral consciousness, or upon the affable principle of dividing the victory equally between both
sides, decides intricate questions of law and fact with equal ease.”
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Still Coleridge would not budge. However two years later an event occurred which was to change all this
and open the door to reform – Lord Coleridge died.
He was replaced by Lord Russell of Killowen. Lord Russell was keenly interested in commerce and in
arbitration. He had written on the subjects. He represented Britain in the first international arbitration
between States – the Bering Strait arbitration.
1n 1894 a Judicial Commission was therefore formed which resulted in February 1895 in the “Notice as to
Commercial Cases”. This is generally taken as the date on which the Commercial Court was formed – but in
fact, it was not a Court but a “list”. Cases would still be issued in the High Court but, on application by a
party, would then be transferred, to the Commercial Court list where it would be heard by a Judge to be
specialised in commercial matters, using more flexible procedures. This was indeed what tended to
happen in the initial burst of enthusiasm, but there were those who still veered towards Lord Coleridge’s
view. Lindley LJ said, deniably correctly:
“The Commercial Court has no more power to dispense with strict evidence, or depart from the
administration of the law in the ordinary way, than any other Judge or Court … It is a mere piece of
convenience in the arrangement of business.”
Formality slowly crept back in and a whole new area of dispute emerged to slow things down – the
contested application for transfer to the Commercial List! Technical matters prolonged litigation together,
I suspect, with a disinclination by certain High Court and Chancery Judges to hand over their more
interesting cases to a commercial judge. In 1958, only 21 actions were tried in the Commercial List.
As a result, there was a Commercial Court users conference in 1960, recommendations of which included
procedural reforms, simplification of pleadings, using written witness statements (again borrowing from
successful international arbitration procedures). Perhaps most importantly, the ability to issue in the
Commercial List without applying to transfer at a stroke removed a major source of contention and delay.
In 1970, the Administration of Justice Act changed the Commercial List into the Commercial Court. It took
off slowly at first, but as commerce came to trust it momentum was gathered. There were 130 trials in
1974 and 431 trials in 1982. In 2006, 1,721 Judge days were available for hearings and all were used. In
1999 over 2000 applications were issued. There has been a slight decline in recent years in the number of
cases that have come to trial due to the successful promotion of ADR processes, primarily mediation, by
the Commercial Court. However the Commercial Court remains widely used and confidence in it has
become international. It was recently quoted that in over 50% of cases heard none of the parties were in
fact British – this means that large numbers of foreign companies are conferring jurisdiction on the
Commercial Court by contractual agreement, to resolve their disputes. In 80% of cases they are
international disputes in the sense that at least one of the parties is not British. The Commercial Court has
become a significant invisible export!
What has happened is that barristers who have spent their careers in commercial law in areas such as
insurance, reinsurance, shipping, banking, trade and technology transfer have been appointed Judges to
the Commercial Court. Over the years they have been promoted and replaced by Judges of like
experience, so that commercial expertise now runs through the whole Court system to the Supreme Court,
formerly the House of Lords, as the final Appeal Court. My firm actually acted in the last case to be
decided in the House of Lords in 2009 – it was an international reinsurance dispute involving parties from
the UK, the USA and Sweden. The leading judgments in the House of Lords were given by two very
experienced commercial judges, Lords Collins and Mance – the latter of whom comes from a City
commercial family, his father having been Chairman of Lloyd’s.
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Now, I have been speaking for the last 15 minutes about the Commercial Court and the commercial cases
that it hears. However what I have not yet considered is what is a commercial claim? And how are
commercial cases now being dealt with in the Commercial Court?
There is now a Rule of Court which sets out a non-exclusive list of commercial cases. Hence they include:


Cases relating to business contracts, export and import, carriage of goods, oil and gas, insurance
and reinsurance, banking and financial services, markets and exchanges, commodities,
shipbuilding, business agency and arbitration – in the latter of which the Commercial Court is the
Court that oversees all international arbitrations that take place in the United Kingdom. London is
a major world centre for international arbitration, another significant invisible export.

It is a non-exclusive list. Indeed many would say that the main rule is that a commercial lawyer and a
commercial judge know a commercial case when they see one.
Finally, without wishing to send the audience to sleep before the next speaker, I will briefly run through the
process of a Commercial Court case highlighting areas of major difference from the procedures that you
may be used to.
First of all the Courts have issued pre-action protocols aimed at ensuring that the nature of the claim and
the responses are dealt with properly in correspondence, supplying key documents, before the matter
goes to litigation. Claim Forms are issued and served, with leave to serve out of the jurisdiction if needed
and jurisdictional challenges are of course dealt with before substantive issues are heard. Jurisdiction must
be challenged before a step in the action is taken by the defendant. Once the pleadings have been dealt
with a list of issues is agreed between the parties and approved by the Court. This list of issues becomes
an important document in the case management of the Judge.
Disclosure takes place but is more limited than the US disclosure. There are no fishing expeditions to try
and find documents that may lead to a line of enquiry that may lead to an allegation. Documents disclosed
are essentially those which may assist or harm a party’s case, and it is the solicitor’s duty to the Court to
ensure that a proper search is carried out.
Witness evidence is given in chief by the exchange of written witness statements of fact. Hearsay evidence
is allowed subject to notices stating why it is necessary. These witness statements stand as evidence in
chief at the main hearing, following which there may be some additional questions which arise from other
witnesses’ statements but essentially the witnesses’ oral evidence consists of cross-examination and reexamination.
Depositions are virtually unknown. Where they happen it is generally for de bene esse evidence in
circumstances where the witness cannot appear in Court. They are never used in relation to documentary
discovery.
Expert witness evidence is exchanged, as you will be familiar with, but one major difference is that the
parties' expert witnesses then meet generally without the parties or their lawyers present. They are
charged with producing a list of the issues on which they agree and disagree, setting out the areas of
disagreement. There may be short supplemental reports dealing with these.
The Court will expect an attempt to settle using ADR at an appropriate point during the process and will
require an explanation if it does not happen. There are potential cost penalties for failure to do so –
bearing in mind that the system is that the loser pays normally. Throughout the case is managed by the
Judge and there are case management conferences, questionnaires as to progress etc, a few copies of
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which appear to be in the final few slides that you have but which I will not go through now. Generally the
intention is that procedures are flexible, but there will be variations on the above themes. Although in
practice arbitration has had a tendency to utilise these core processes, which to some extent have in
themselves been borrowed from arbitration anyway, in theory at least arbitration remains a more flexible
tool that can be moulded to the requirements of the case. However, the differences between the two are
far less than they have been historically.
Finally, in an attempt to prevent the sort of cycles that we have seen whereby commercial cases are heard
in a commercial atmosphere and this veers back towards an out of touch rigidity, a Commercial Court
Users Committee has been formed and sits every year. This comprises solicitors, barrister and
corporations who are major users of the Commercial Court – both in industry and in commerce. In this
way it is hoped that the Commercial Court will remain at the forefront of commercial dispute resolution
and continue to work harmoniously with London’s international arbitration industry.
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THE DELAWARE COURT OF CHANCERY

INTRODUCTION
The Delaware Court of Chancery is widely regarded as the forum of choice to litigate
corporate disputes. Here is an overview of the practice and procedures in the Court of
Chancery.

JURISDICTION
Unlike most other jurisdictions, Delaware has not merged its courts of law and equity.
The Court of Chancery is a court of equity. Thus, it is a court of limited jurisdiction.
Jurisdiction exists only for matters or causes in equity and/or those specific matters for
which jurisdiction is conferred by a Delaware statute. See 10 Del. C. § 341. The Court
of Chancery has no jurisdiction where damages are an adequate remedy that can be
retained from another court or jurisdiction in Delaware. See 10 Del. C. § 342. The
Court of Chancery adjudicates a wide variety of cases involving corporate issues,
alternative entities, trusts, real property, guardianships, civil rights and commercial
litigation.

NO PUNITIVE DAMAGES / NO JURY TRIALS
Because it is a court of equity, there are no punitive damages and no jury trials in the
Court of Chancery.

THE JUDGES
The Court of Chancery consists of one chancellor and four vice chancellors. The
chancellor and vice chancellors are nominated by the Governor and must be
confirmed by the Senate for 12-year terms. The chancellor and vice chancellors
must be learned in the law and must be Delaware citizens. The current judges are
as follows: Chancellor Leo E. Strine, Jr., Vice Chancellor Donald F. Parsons, Jr.,
Vice Chancellor John W. Noble, Vice Chancellor J. Travis Laster, and Vice
Chancellor
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CHANCELLOR LEO E. STRINE, JR.

The Honorable Leo E. Strine, Jr. became a Vice Chancellor of the Court of Chancery in
November 1998, and Chancellor in July of 2011. Immediately prior, Vice Chancellor
Strine had been Counsel to Governor Thomas R. Carper since 1993. Before his position
with Governor Carper, Vice Chancellor Strine served as a corporate litigator and as law
clerk to Judge Walter K. Stapleton of the U.S. Court of Appeals for the Third Circuit and
Chief Judge John F. Gerry of the U.S. District Court for the District of New Jersey. Vice
Chancellor Strine graduated magna cum laude from the University of Pennsylvania Law
School, and received his Bachelor's Degree summa cum laude from the University of
Delaware.

VICE CHANCELLOR JOHN W. NOBLE

The Honorable John W. Noble has been a Vice Chancellor of the Court of Chancery
since November 2000. He holds a B.S. in chemical engineering, magna cum laude, from
Bucknell University and a J.D., cum laude, from the University of Pennsylvania Law
School. Following law school, he served as a federal district court law clerk and then
worked in private practice.

VICE CHANCELLOR DONALD F. PARSONS

The Honorable Donald F. Parsons has been a Vice Chancellor of the Court of Chancery
since October 2003. He is a 1977 graduate of the Georgetown University Law Center
and also received a B.S. degree in electrical engineering from Lehigh University. In over
twenty-four years of private practice, he specialized in intellectual property litigation.
Before joining private practice in 1979, Vice Chancellor Parsons clerked for the
Honorable James L. Latchum of the United States District Court for the District of
Delaware.

VICE CHANCELLOR J. TRAVIS LASTER

The Honorable J. Travis Laster became a Vice Chancellor in the Court of Chancery in
October 2009. He received his A.B. summa cum laude from Princeton University and his
J.D. and M.A. from the University of Virginia. Following law school, he clerked for
Honorable Jane R. Roth of the United States Court of Appeals for the Third Circuit and
then worked as a corporate litigator.

VICE CHANCELLOR SAM GLASSCOCK, III

Vice Chancellor Glasscock was formerly a Master in the Court of Chancery, nad became
a Vice Chancellor in July of 2011. He has a B.A. in History from the University of
Delaware in 1975, a J.D. with Honors from Duke University in 1983 and a Master's
Degree in Marine Policy from the University of Delaware in 1989. Before coming to the
Court of Chancery, he worked as a judicial clerk, as a litigator, as a Superior Court
special discovery master and as a Deputy Attorney General in the Appeals Unit of the
Department of Justice.
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THE MASTERS
The Court of Chancery presently has one master and is awaiting the appointment of a
successor to former Master, now Vice Chancellor, Glasscok.. The supplemental
information form that must be filed with all complaints (Court of Chancery Rule 3(a)(2))
requires in certain cases that counsel submit a statement of good cause if they do not
believe the action should be assigned to a master in the first instance.

MASTER KIM E. AYVAZIAN

Kim E. Ayvazian has been a Master in Chancery since November 2006. She received a
B.A. in History from Yale University in 1975 and a J.D. from the University of Chicago
Law School in 1986. Before joining the Court of Chancery, she was a Deputy Attorney
General in the Appeals Unit of the Delaware Department of Justice and a judicial law
clerk.
A new Master will be named shortly to succeed now Vice Chancellor Glasscock.

THE COURTHOUSE
The Court of Chancery is located on
the top floor of the New Castle
County Courthouse, which is at 500
North King Street in Wilmington,
Delaware. It is eight blocks from our
offices at Morris James. Air travel is
via the Philadelphia Airport. While
shuttles and car rentals are available,
we generally suggest that counsel and
clients arrange for private cars to
avoid inconvenience and unnecessary
delays. We will be pleased to make those arrangements for you should you so desire.
Parking is available at the New Castle County Courthouse parking facility which is
located next to the courthouse. The parking facility may be entered on either Walnut
Street (on the left-hand side after crossing 4th Street) or King Street (left turn after
passing Wilmington College).
The Delaware Court of Chancery has entered a technologically efficient and paperless
world. The Court offers electronic Web-based filing using LexisNexis’ eFiling program.
The Court of Chancery is equipped with a sophisticated wireless system that allows
courtroom litigants to access information on their office computer via the Internet.
Courtroom Connect, the service provider, also allows people outside the courtroom to
follow court proceedings by viewing a live copy of the court reporter’s transcript.
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For more information on the administrative aspects of the Delaware court system in
general, please see http://courts.delaware.gov/AOC/.

EFILING
In late 2004, the Court of Chancery adopted e-filing through Lexis-Nexis. E-filing is
accomplished by scanning images or saving them in Portable Document Format (PDF).
Although e-filing has many advantages, it often takes time to put lengthy briefs and
exhibits into the appropriate format. Outside counsel should factor that in when they
deliver a brief or other document to Delaware counsel for filing. As a general matter, we
recommend providing drafts at least one day in advance so we can ensure conformity
with Delaware practice and procedures as well as timely filing of a quality product. All
e-filings must be signed by a member of the Delaware bar. The rules forbid a Delaware
lawyer from authorizing a lawyer from another firm to sign his or her name to a
document that is e-filed.

TECHNOLOGY
Wireless Internet

Using their laptops, attorneys can collaborate with others in the courtroom. They can
also wirelessly print to a laser printer in the courtroom.

Remote Real-Time Transcripts

The Delaware Courts offer attorneys the capability to have instant access to the transcript
at counsel table. This facilitates cross examination and permits review of a witness’s
testimony during an objection by opposing counsel. The wireless technology permits the
court reporters to provide this instant transcript over the Internet to authorized trial team
members outside the courthouse.

Video

With advance notice and the permission of the Court, a camera in the courtroom provides
total access to the trial elsewhere. For example:
Live Streaming Video: The entire trial can be streamed live to trial team members in
other locations. The audio/video of the proceedings and the evidence can be streamed
over the Internet.
On-Demand Viewing: In addition to live access, authorized viewers will have ondemand access as well. Segments of the trail can be replayed, rewound and fast
forwarded.

SECURITY

Wireless technology creates security concerns. Encryption with special software and
firewalls reduce these concerns. While Courtroom Connect knows what it is doing, it is
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important to make sure the information on your remote network is secure if you are using
this type of technology.

VOLUNTARY MEDIATION
IN THE DELAWARE COURT OF CHANCERY*
Introduction

There are two types of non-mandatory mediation available in the Court of Chancery: (i)
mediation pursuant to Court of Chancery Rule 174, which provides for mediation in an
ongoing case pending in the Court of Chancery (“Rule 174 Mediations”), and (ii)
mediation pursuant to 10 Del. C. § 347 and Rules 93 to 95, which provide for “mediation
only” dispute resolution for certain types of business disputes where there is no preexisting pending action (the “Mediation Only Program”). Mediation in both cases is
voluntary and can only proceed with consent of the parties.

Who May Participate In The Mediation Program?

Rule 174 Mediations are available to parties to an ongoing case pending in the Court of
Chancery, but only if the parties agree. Under the Mediation Only Program, parties who
consent by agreement to mediation may have a business dispute mediated, so long as at
least one party is a business entity (as defined in 10 Del. C. § 346), at least one party is a
business entity formed or organized under Delaware law or having its principal place of
business in Delaware, no party is a consumer, as that term is defined in 6 Del. C. § 2731,
with respect to the matter in dispute, and if the dispute involves solely a claim for
monetary damages, the amount in controversy exceeds $1 million dollars.

Who Will Serve As The Mediator?

In Rule 174 Mediations, the Chancellor or Vice Chancellor presiding in a case may refer
any case or issue in a case to any other judge or master sitting permanently in the Court
of Chancery who has had no involvement in the case or to another person agreed upon by
the parties for voluntary mediation. In the Mediation Only Program, a member of the
Court of Chancery (or the Master in Chancery) will act as the mediator and the parties
may request a particular member of the Court to act as mediator.

What Types of Business Disputes Qualify for the Mediation Only
Program?

Only “business disputes” where one of the parties is a business entity formed in Delaware
or having its principal place of business in Delaware, and no party is a “consumer” with
respect to the dispute are eligible for the Mediation Only Program. In the case of

*This information is derived from a Mediation Guideline Pamphlet previously available
on the Court of Chancery’s website.
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business disputes involving solely a claim for money damages, the amount in controversy
must exceed $1 million.
Business disputes that are eligible for submission include any complex corporate and
commercial disputes, including technology disputes, as that term is defined in 10 Del. C.
§ 346(c). A “technology dispute” means a dispute arising out of an agreement and
relating primarily to: the purchase or lease of computer hardware; the development, use,
licensing or transfer of computer software; information, biological, pharmaceutical,
agricultural or other technology of a complex or scientific nature that has commercial
value, or the intellectual property rights pertaining thereto; the creation or operation of
Internet web sites; rights or electronic access to electronic, digital or similar information;
or support or maintenance of the above. The term does not include a dispute (i) arising
out of an agreement that is primarily a financing transaction, or (ii) merely because the
parties' agreement is formed by, or contemplates that communications about the
transaction will be by, the transmission of electronic, digital or similar information.

Will I Need Delaware Counsel?
Yes, Delaware counsel must be present and prepared to participate in a meaningful way.

Is There A Filing Or Other Fee?

Yes, for Rule 174 Mediations, if the mediator appointed is the Chancellor, one of the
Vice Chancellors or the Master, the mediator shall not be compensated. Instead, a filing
fee shall be assessed against the parties in the amount $5,000 for the first day of
mediation and $5,000 for every additional day required. Rule 174(c)(2). Designated
mediators will be compensated by the parties in a manner consistent with the
compensation of an ADR specialist pursuant to 6 Del. C. § 7713, and there shall be
consultation and agreement among the parties and the designated mediator as to
compensation before the mediation commences.
For the Mediation Only Program, there is an initial filing fee of $10,000 that must
accompany the petition to mediate. In addition, for each day after the first day of
mediation there is a $5,000 fee. These costs are divided equally between the parties.
This fee is modest when compared to the costs of private mediation providers.

Are Mediation Proceedings Confidential?

Yes. The confidentiality provisions set forth in Rule 174(c) apply to both types of
mediation. A mediation agreement, however, is not confidential unless the parties
otherwise agree in writing. Information disclosed to the mediator by a party or counsel
during the mediation session, including in any written submissions, is not disclosed to the
other party without consent. All mediation proceedings are confidential, are not
admissible as evidence in any other proceedings, and may not be recorded without prior
consent of the parties and the mediator.
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Who Must Attend?

Rule 174(b) governs participation in all mediation conferences. It provides that at least
one representative with an interest in the issue or issues to be mediated and with authority
to resolve the matter should participate in the mediation conference. Delaware counsel,
as defined in Rule 170(a), must also attend the mediation conference on behalf of each
party. In the Mediation Only Program the initial mediation conference will generally be
scheduled between 15 and 60 days after the filing of the petition. Rule 94(c).

What Documents Must the Parties Prepare?

Under either method of mediation, before the mediation commences, the parties must
enter into a written consent and order of mediation that identifies the issues to be
mediated and specifies the methods by which the parties shall attempt to resolve the
issues. Rules 93(d)(4), 94(a)(3) and 174(c).
To commence the process under the Mediation Only Program, a petition for mediation
also must be submitted to the Register in Chancery. The petition must identify the issues
to be mediated and the amount in controversy and include a statement that all parties
consent and that the jurisdictional requirements have been met. Rule 94(a)(3).
It has been the practice of the Chancellor and Vice Chancellors that shortly after
receiving their assignment to mediate, they hold a “pre-mediation” conference with the
parties to discuss the issues in the case, the expectations of the mediator, progress
towards settlement to date and the written materials the mediator wishes the parties to
submit. A mediation statement, not exceeding 15 pages, will normally be required.
Ordinarily, the mediation statement is not to be shared with the other parties and should
provide a short background of the dispute, legal authorities supporting the party’s
position, an honest assessment of the strengths and weaknesses of the case, the fees spent
to date and any other information the party wishes the mediator to have. In a particular
case, however, the mediator, after consultation with the parties, may determine that a
different form and length of statement (or statements), or a different protocol as to
sharing of mediation statements, is preferable. For instance, where the mediator prefers
the parties to exchange mediation statements, the mediator may require the parties to
submit directly to the mediator a short description of the party’s bottom line position and
the strengths and weaknesses of the party’s position without sharing that information in
the mediation statement.
If the parties reach agreement with regard to the issues set forth in their mediation
agreement, their agreement shall be reduced to writing and signed by the parties and the
mediator. Rules 95(d) and 174(c). The agreement will be binding on all parties to it and,
upon filing by the mediator, will become part of the Court record. If, however, the
parties choose to keep the terms of the agreement confidential, a stipulation of dismissal
may be filed instead. Rule 174(c)(2). A mediation agreement, however, shall not be
confidential unless the parties otherwise agree in writing. Rules 95(b) and 174(c).
Parties are expected to prepare in advance for the mediation so that the mediator's time
can be used most efficiently.
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What Happens If No Agreement Is Reached?

The mediator shall officially terminate the mediation conference. The termination shall
be without prejudice to any party in any other proceeding. No party shall be bound by
anything said or done at the conference unless an agreement is reached. Rule 95(e). The
mediator in a mediation only matter is not eligible to adjudicate any matter arising from
the issues identified.

ARBITRATION
IN THE DELAWARE COURT OF CHANCERY
Introduction

Delaware recently enacted 10 Del. C. § 349 to give the Court of Chancery the power to
arbitrate business disputes.

Who May Participate In Arbitration Proceedings?

The dispute must satisfy the eligibility requirements of 10 Del. C. § 347(a) and (b) in
order for the Court of Chancery to arbitrate the dispute. The parties must have agreed to
arbitration by the Court of Chancery, at least one party must be a business entity (as
defined in 10 Del. C. § 346), at least one party must be a business entity formed or
organized under Delaware law or having its principal place of business in Delaware, no
party is a consumer, as that term is defined in 6 Del. C. § 2731, with respect to the matter
in dispute and the amount in controversy in cases involving solely claims for monetary
damages must exceed $1 million.

Who Will Serve As The Arbitrator?

A judge or master in the Court of Chancery will act as the arbitrator. Rule 96(d)(2).

What Types of Business Disputes Qualify for Arbitration in the Court
of Chancery?

Only “business disputes” where one of the parties is a business entity formed in Delaware
or having its principal place of business in Delaware, and no party is a “consumer” with
respect to the dispute are eligible for arbitration in the Court of Chancery. In the case of
business disputes involving solely a claim for money damages, the amount in controversy
must exceed $1 million.

Will I Need Delaware Counsel?

Yes, Delaware counsel must be present and prepared to participate in a meaningful way.
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Is There a Filing or Other Fee?

Yes, there is a filing fee of $12,000, to be divided by the parties. For each day or partial
day that the Vice Chancellor or Master engages in arbitration after the first day or
arbitration, there is a $6,000 fee, to be divided by the parties.

Are Arbitration Proceedings Confidential?

Yes. The Register in Chancery will not include a petition for arbitration in the public
docketing system. The petition and supporting documents are considered confidential
and not of public record unless the proceedings are the subject of an appeal.
Any communication made in or in connection with the arbitration that relates to a
controversy being arbitrated, whether made to the arbitrator or a party or to any person if
made at an arbitration, is confidential. Confidential materials and communications are
not disclosed in any judicial or administrative proceedings unless all parties to the
arbitration waive confidentiality or the materials are otherwise subject to discovery and
were prepared specifically for the arbitration hearing.

Is There Discovery?

The parties will exchange information necessary for preparation for the arbitration
hearing and for the arbitrator to understand the dispute, unless the parties agree, with the
approval of the arbitrator, to forego a prehearing exchange of information. Rule 97(f).
The parties must first attempt to agree on prehearing exchange of information, which may
include depositions, and present their agreement to the arbitrator. Id. The arbitrator may
require additional information. Id. If the parties are unable to agree, the arbitrator will
resolve their dispute. Id.
Except to the extent inconsistent with these rules or as modified by the arbitrator or the
parties, Court of Chancery Rules 26-37 apply to an arbitration proceeding. Rule 96(c).

Who Must Attend?

Rule 98(a) provides that at least one representative with an interest in the issue or issues
to be arbitrated and with authority to resolve the matter must participate in the arbitration.
Delaware counsel must also attend the arbitration.

What Documents Must The Parties Prepare?

First, the parties must have agreed to arbitration in the Court of Chancery. Rule 96(d)(7).
Second, a party must submit a petition for arbitration, signed by Delaware counsel, to the
Register in Chancery. Rule 97(a)(1). The petition must set forth the nature of the
dispute, the names and addresses of all other parties, the claims and the remedy sought.
Rule 97(a)(3). The petition must also include a statement that all parties have consented
to arbitration and that the jurisdictional requirements have been met. Rule 97(a)(3).
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What Happens After The Arbitration Petition Is Submitted?

The Chancellor will appoint an arbitrator and the arbitrator will contact the parties to
schedule a preliminary conference within ten days of commencement of the arbitration,
unless the parties agree to extend the date. Rules 97(b) and (c). At the telephonic
preliminary conference, the arbitrator will obtain additional information about the dispute
and the expected length of the hearing, obtain conflict statements from the parties and
considered whether mediation may be appropriate. Rule 96(d)(3).
The arbitrator will schedule a preliminary hearing as soon as practicable after the
preliminary conference. Rule 97(d).
At the preliminary conference, the parties may
consider: (i) service of statements of claims, damages and defenses, a statement of the
issues asserted by each party and positions with respect thereto, and any legal authorities
upon which the parties rely, (ii) stipulations of fact, (iii) the scope of discovery, (iv)
exchanging and premarking of exhibits for the hearing, (v) the identification and
availability of witnesses, including experts, and such matters with respect to witnesses,
including their qualifications and expected testimony as may be appropriate, (vi) whether,
and to what extent, any sworn statements and/or depositions may be introduced, (vii) the
length of hearing, (viii) whether a stenographic or other official record of the proceedings
shall be maintained, (ix) the possibility of mediation or other non-adjudicative methods
of dispute resolution, and (x) the procedure for the issuance of subpoenas. Rule 96(d)(4).
The arbitrator must issue a scheduling order promptly after the preliminary hearing. Rule
97(d).
The arbitrator will schedule the arbitration hearing at the preliminary hearing. Rule
97(e). Generally, the arbitration hearing will take place within 90 days of the petition for
arbitration. Id.

What Remedies Can The Arbitrator Award?

The arbitrator may grant any remedy or relief they deem just and equitable and within the
scope of the parties’ arbitration agreement. Rule 98(f). The arbitrator may award interim
or interlocutory relief. Id. Upon the granting of a final award, a final judgment or decree
must be entered and may be enforced as any other judgment or decree. Id.

COURT OF CHANCERY RULES HIGHLIGHTS
A few of the highlights are:

Admission Pro Hac Vice
Delaware counsel must sign or receive service of all notices, orders, pleadings or other
papers filed in the action, and shall attend all proceedings before the Court, Clerk of the
Court, or other officers of the Court, unless excused by the Court. Attendance of
Delaware Counsel at depositions shall not be required unless ordered by the Court. Rule
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170(d). Out of state counsel who take or defend depositions or who appear in Court must
be admitted pro hac vice.
Out of state counsel can be admitted pro hac vice on motion and order of the Court. See
Sample Pro Hac Vice Motion. The fee for the pro hac vice application is $300.
Any attorney seeking admission pro hac vice shall be bound by the Delaware Lawyers’
Rules of Professional Conduct and must have reviewed the Statement of Principles of
Lawyer Conduct.

Commencement of Action
Delaware is a “notice pleading” jurisdiction requiring only a short and plain statement of
the cause of action. Unless required by a specific statute or rule, pleadings need not be
verified. A supplemental information form must accompany each complaint. See
Supplemental information pursuant to Rule 3(a) of the Rules of the Court of Chancery.
All complaints, counterclaims, cross-claims, third party complaints and any amendments
must be accompanied by a notarized verification signed by the party asserting the claim.
Rule 3(aa).

Sealing of Court Records
All documents filed with the Court of Chancery are public unless the filing party has first
obtained a court order, for good cause shown, specifying the documents or categories of
documents which should be filed under seal. See Rule 5(g)(2). A party who files a
document under seal is required to submit within three days thereafter a public version
which omits only the material that the party believes should continue for good cause to
remain under seal. See Rule 5(g)(4)(c).
A party who seeks to file a complaint under seal must first obtain an order authorizing an
under seal filing of the complaint. To obtain such an order, the party should prepare a
motion to file the complaint under seal (including the proposed complaint as an exhibit)
and proposed order. The party should then fax a cover letter, the motion, exhibits and
proposed order to the Chancellor. If the Chancellor grants the order, the party must first
file the order and then the complaint.

Dismissal with Prejudice
A party who responds to a motion to dismiss under Rules 12(b)(6), 12(c), or 23.1, other
than by amending the pleading, and who then loses the motion, will have the action
dismissed with prejudice. See Rule 15(aaa).
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Expedited proceedings
The Court moves at the speed of business. If a party has not unduly delayed and
circumstances require an expedited hearing, the Court will schedule one to meet the
parties’ needs. Nonetheless, expedition is ordered only upon a showing of good cause.

Examples of Disputes with Summary or Expedited Proceedings
One fairly common type of expedited proceeding is an action to determine who are
rightfully the officers and directors of a Delaware corporation pursuant to Section 225 of
the Delaware General Corporation law (“DGCL”). The Court will generally enter a
standstill order to preserve the status quo pending a final hearing. See Status Quo Order.
Other types of summary hearings include an action for advancement of legal fees and
expenses pursuant to Section 145 of the DGCL, an action to compel inspection of a
company’s books and records pursuant to Section 220 of the DGCL, and an action to
compel the holding of an annual meeting pursuant to Section 211 of the DGCL.

TROs and Injunctions
Applications for equitable relief are heard on a paper record. A party seeking expedited
equitable relief must move with dispatch in seeking the application or the Court may
decline to schedule an expedited proceeding.
A party seeking a TRO may file a brief in support of its motion for a TRO or a speaking
motion for a TRO. In addition to the TRO papers, a party must file and serve a letter to
the Chancellor requesting prompt assignment of the matter. If the requesting party does
not hear promptly from the judge assigned to the matter, they should contact the
Chancellor’s chambers

Discovery

There are no numerical limits on written discovery. The Court will expect the parties to
be reasonable in its requests and responses. Similarly, there is no limit on the time for a
deposition although a party should have a good reason for seeking to depose a witness for
longer than one day.

Electronically Stored Information

The Court has become increasingly sensitive to issues involving electronically stored
information (“ESI”). On January 18, 2011, the Court issued Guidelines for the
Preservation of ESI. These guidelines provide:


There is a common law duty to preserve potentially relevant ESI within a
party's possession, custody, or control once litigation is commenced or
when litigation is "reasonably anticipated."
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Parties must take reasonable steps in good faith to meet their duty to
preserve ESI.



Parties and their counsel should confer early in the litigation regarding the
preservation of ESI.



Parties and their counsel must develop, oversee, and document a
preservation process in collaboration with the appropriate client
information technology personnel.



Parties and their counsel should discuss the need to identify how
custodians store their information, including document retention policies
and procedures as well as the processes used to create, edit, send, receive,
store, and destroy information for the custodians.



Counsel should take reasonable steps to verify information they receive
about how ESI is created, modified, stored, or destroyed.



The preservation process should include a written litigation hold notice to
individual custodians instructing them to take reasonable steps, act in good
faith, and with a sense of urgency in preserving potentially relevant
information.



Parties and their counsel may face "serious consequences" for failing to
take reasonable steps to preserve ESI.



The reasonableness of a party's preservation process is judged on a caseby-case basis.



Counsel for all parties should confer about the scope and timing of
discovery of ESI and may agree to limit or forgo the discovery of ESI.

Motion Practice

A party need not file a brief with a motion. Instead, the Court will expect the parties to
present a briefing schedule. The general practice is 30 days for the opening brief, 30 days
for the answering brief, and 15 days for the reply brief. The page limitations are 50 pages
for opening and answering briefs and 30 pages for reply briefs. See Rule 171.
A party may respond to a brief by filing a “speaking motion”, but if a pleading responsive
to a pending motion is not in brief format and is filed as “Opposition” or “Reply” it
should not exceed 15 pages in length or else it will be rejected. Such a pleading in excess
of 15 pages should be filed as a brief and comply with Rule 171.
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Application for Argument or Trial; Procedure

Any party may apply to the Court upon reasonable notice to all other interested parties
for the fixing of a time to hear any aspect of a pending matter. Rule 173.

Requests for Judicial Action

A party requesting any judicial action must file a Request for Judicial Action.

Electronic Filing (see eFile Administrative Procedures)

When the Chancellor of the Court of Chancery determines that it is appropriate for any
civil case, or category of cases, to follow the procedures for eFiling, the Chancellor shall
designate it as an eFile case or category of cases. Rule 79.1. Some important pointers:








No Delaware lawyer shall authorize anyone to eFile on that lawyer’s behalf,
other than an employee of his/her law firm or service provider retained by that lawyer
to assist in eFiling.
No person shall use, or allow another person to use, the password of another in
connection with any eFiling.
The eFiling of a document by a lawyer, or by another under the authorization of a
lawyer, shall constitute a signature of that lawyer under Court of Chancery Rule 11.
All eFilings must be signed by a member of the Delaware Bar or party not
represented by an attorney in accordance with the eFile administrative procedures.

Unreported Opinions

Copies of all unreported decisions cited in any submission must be attached. See Rule
171(h).

Scheduling Orders

The Rules generally do not fix or mandate deadlines. The Court of Chancery expects the
parties to agree on a schedule for pre-trial proceedings and submit an order for approval.
See Sample Scheduling Order.

Trial Dates

Any party may apply to the Court for a trial date. See Rule 173(b).

Trials

Because trials in the Court of Chancery are before chancellors as opposed to juries,
courtroom theatrics are disfavored. The Court generally will require each side to submit
a pre-trial brief outlining its position on what the evidence will show, and thus often will
dispense with opening statements to give the parties maximum time to develop the trial
17

record. Nonetheless, counsel should be prepared to orient the Court to the expected
presentation of witnesses and major trial themes.

Post-Trial Proceedings

At the end of trial, the Court will generally discuss with the parties the briefing schedule
for submission of post-trial briefs. In some settings the Court will require simultaneous
briefing; in others the party with the burden of proof will go first, the other party will
answer, and the first party will reply. Thereafter, the Court generally schedules oral
argument.

Opinions

Absent expedition, the Court aspires to release decisions within 90 days from the date of
the last written submission.
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THE DELAWARE
SUPERIOR COURT COMPLEX
CIVIL LITIGATION DIVISION
Delaware has long been noted for its court system. The United States Chamber of
Commerce for years has voted the Delaware courts as the best in the United States.
Delaware’s Court of Chancery is particularly famous for resolving corporate disputes
promptly and expertly. But the Court of Chancery has a limited equity jurisdiction and
does not generally hear business disputes involving damage claims. Those claims are
instead resolved in Delaware’s Superior Court.
To meet the demands of modern business litigation with its vast amounts of electronically
stored data, the Delaware Superior Court in May 2010 established a new Complex Civil
Litigation Division (“CCLD”). The CCLD has four experienced judges assigned to it and
special procedures to facilitate efficient resolution of business disputes.

PURPOSE
The CCLD was created to provide another option for businesses to have their disputes
heard in Delaware. Because the CCLD was formed by leveraging the simplicity and
predictability of the Superior Court’s rule making power, Court structure and existing
judges, commercial litigants will have ready access to efficient dispute resolution by a
known entity using familiar rules. The ultimate goal is to create a forum with predictable
procedures that will control the course of proceedings, bring cases to a conclusion in a
reasonable period of time, and to reasonably control the costs of discovery, especially ediscovery.
To qualify, a case must: (1) include a claim with an amount in controversy of at least one
million dollars, (2) involve an exclusive choice of court agreement or a judgment
resulting from an exclusive choice of court agreement or (3) be so designated by the
president judge.
The CCLD is exclusively limited to business and commercial disputes. Cases will not
qualify for the CCLD if they involve personal injury, mortgage foreclosure, mechanics’
liens, condemnation proceedings and any case where a party is an individual acting
primarily for personal, family, or household purposes.
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STRUCTURE
Cases qualified to be a CCLD case are assigned, on a rotating basis, to a judge on the
Special CCLD Judge’s Panel. The Panel is appointed by the President Judge from among
the existing Superior Court judges. Each judge on the Panel will serve a 3-year term.
Panel Judges have the ability and authority to establish standing orders and protocols and
to collaborate to promote uniformity in case management. If a case filed in Superior
Court is assigned initially to a non-Panel judge under another case category, and it is
subsequently identified as a qualifying case by a responding party, it will be reassigned to
a CCLD Panel Judge.

THE JUDGES
The Complex Commercial Litigation Division Panel Judges are:

JUDGE FRED S. SILVERMAN

The Honorable Fred S. Silverman became a Judge of the Superior Court of Delaware in
October 1993. Judge Silverman received his B.A. from New College, and a J.D. from
Boston University School of Law in 1975. From 1987 to 1993, Judge Silverman was
Delaware's Chief Deputy Attorney General. From 1983 to 1987 Judge Silverman was
Delaware's State Solicitor. From 1978 until 1983 Judge Silverman served as a
prosecutor. Before entering state service, Judge Silverman was an Associate at Biggs &
Battaglia.

JUDGE JOSEPH R. SLIGHTS III

The Honorable Joseph R. Slights III, was appointed to the Superior Court of Delaware by
Governor Thomas R. Carper on November 2, 2000. Judge Slights received his B.S. in
Political Science (with honors) from James Madison University in 1985, and his J.D.
degree from Washington & Lee University School of Law in 1988. He was admitted to
the Delaware Bar in 1988. He is a member of the Bars of the United States District Court
For the District of Delaware, the United States Court of Appeals for the Third Circuit,
and the United States Supreme Court. Prior to joining the Superior Court, Judge Slights
was an associate in private practice with the firm Richards, Layton & Finger where his
practice focused on corporate litigation. Thereafter, he was an associate with the Law
Offices of Sidney Balick where he practiced in the areas of personal injury, commercial
litigation and white collar criminal defense. From 1992 to 2000, he was a partner with
the law firm Morris, James, Hitchens & Williams, where he practiced in the areas of
health law, corporate and commercial litigation and white collar criminal defense. He
was Vice Chairman of the Health Law practice group and Chairman of the firm’s
recruiting committee. Judge Slights is a member of the American Bar Association and
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the Delaware State Bar Association. He is a past Chairman of the Health Law section
and currently serves as the Judicial Member of the Executive Committee of the Delaware
State Bar Association. He is a charter member of the American College of Business
Court Judges, a member of the Advisory Board for the Georgetown University Law
Center's e-Discovery Institute, a member of the National Advisory Council of the
American Judicature Society, and an adjunct professor at Widener University School of
Law. He is a recipient of the Delaware State Bar Association's Distinguished Mentoring
Award and the Middle States Council of the Social Studies Distinguished Service Award
(recognizing his long time involvement in, and commitment to, the High School Mock
Trial program). He has authored or co-authored several articles, including "Alternate
Dispute Resolution and Court-Appointed Experts," Pepperdine Dispute Resolution Law
Journal, Vol. 6, No. 3 (2006); and "The History of Delaware's Business Courts,"
Business Law Today, Vol. 17, No. 4 (March/April 2008). He presides over the Court's
Seroquel® litigation docket and is a member of the Court's Complex Commercial
Litigation Division.

JUDGE JAN R. JURDEN

The Honorable Jan R. Jurden, a Delaware native, was appointed to the Superior Court of
Delaware in May 2001. After serving three years in the United States Army overseas,
Judge Jurden received her B.A. summa cum laude from Muhlenberg College in 1985 and
her J.D. from the Dickinson School of Law (now the Dickinson School of Law of the
Pennsylvania State University) in 1988 where she was an Articles Editor of the Law
Review and a member of the Woolsack Honor Society. She practiced law as an
Associate with the law firm of Young, Conaway, Stargatt & Taylor from 1988 to 1995
concentrating on corporate, commercial and personal injury litigation, and became a
Partner in 1996. She continued her law practice at Young, Conaway until May 2001.
During her 13 years at Young, Conaway, Judge Jurden litigated cases in the U.S. District
Court, Delaware Supreme Court, Superior Court, Court of Chancery, Family Court and
Court of Common Pleas. Since its inception in 2008, Judge Jurden has overseen Superior
Court’s Mental Health Court. She oversaw the Conflict Attorney Program, providing
representation for indigent defendants from 2006 to 2008. She previously served as Civil
Administrative Judge and is currently Criminal Administrative Judge. She is also a
member of the Court's Complex Commercial Litigation Division. Judge Jurden is a
member of the American Bar and the Delaware State Bar Associations and the National
Association of Women Judges. She is a member of the Advisory Committee on the
Delaware Rules of Evidence and the Advisory Committee on Professionalism. She is also
a member of the Richard S. Rodney Inn of Court. Judge Jurden is the 2009 recipient of
Sylvia H. Rambo Award presented by the Women’s Law Caucus of the Pennsylvania
State University Dickinson School of Law “honoring a woman in the legal profession
who has had a distinguished career and who, by example, has made the professional
success of other women more likely.” She was the 1997 recipient of the Caleb R. Layton
III Service Award awarded to one who "personifies the qualities of a federal practitioner,
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legal acumen, professional decorum and public service." She was also the 1996 recipient
of the New Lawyers Distinguished Service Award, awarded to one who, "by exemplary
leadership and service dedicated to the cause of good citizenship in civic and
humanitarian service over a period of less than ten years has maintained the integrity and
honored recognition of the legal profession in community affairs and who, as an
outstanding Delawarean, has unceasingly advanced the ideals of citizen participation and
community accomplishment, thus reflecting high honor on both country and profession."

JUDGE MARY MILLER JOHNSTON

The Honorable Mary Miller Johnston was appointed to the Superior Court of Delaware
on September 25, 2003. Judge Johnston received her J.D. cum laude from Washington &
Lee University School of Law where she served as Lead Article's Editor of the Law
Review. She also has a B.A. magna cum laude in music from Wittenberg University, and
an M.A. in music from Northwestern University. Before coming to the bench, Judge
Johnston served as Chief Counsel of the Delaware Supreme Court's Office of
Disciplinary Counsel, prosecuting attorney discipline cases and unauthorized practice of
law matters. She formerly was a partner with Morris James, LLP practicing primarily in
the areas of corporate and commercial litigation. Judge Johnston is past chair of the
Delaware State Bar Association's Women and the Law Section; a recipient of the Bar
Association's Women’s Leadership Award; and was a member of the Pro Se Litigation
Assistance Committee. She is a member of the Delaware Supreme Court's Permanent
Advisory Committee on the Delaware Lawyers' Rules of Professional Conduct, the
Professionalism Committee, and the Court's Commission on Continuing Legal Education.
Judge Johnston serves as a member of the Washington & Lee School of Law Council.
She is past president of the Board of Children & Families First.

KEY ELEMENTS
The CCLD was designed to address two principal concerns of business litigants: (1) the
need for predictable procedures to control the course of the proceedings and to bring such
proceedings to a prompt conclusion and (2) the need for reasonable control over the cost
of discovery, including e-discovery.
The CCLD addresses these concerns by
implementing certain case administration principles and protocols.
First, each CCLD case will remain with the same judge from start to finish. Second, each
CCLD case will be administered pursuant to uniform procedures, including the
requirement of an early Rule 16 scheduling conference for counsel to meet and confer
with the judge. There, a case management order will be entered that covers all phases of
the case, including the handling of discovery disputes and dispositive motions, early
mandatory disclosures and the exchange of electronic discovery. Third, each CCLD case
will be assigned firm pretrial and prompt trial dates that will be given priority among the
Panel Judges’ other trial assignments.
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The CCLD for the most part has chosen to characterize its special procedures as
guidelines for litigants to adopt or modify as they choose by their own agreements. Thus,
the parties may opt out of the expert witness, e-discovery and privileged communication
guidelines of the CCLD if they wish. The Court has made it clear that it will accept any
reasonable proposal the parties choose.
The Superior Court has also appointed Bench-Bar Liasons, who are practicing lawyers
who volunteer as intermediaries to address issues between practicing lawyers and the
Court, continue the efficacious functioning of the Court and reinforce the collegiality of
the Delaware bench and bar. Lawyers and judge’s communications with the liasons will
remain confidential unless the practitioner agrees otherwise.

E-DISCOVERY PROTOCOL

Probably the most valuable feature of the CCLD is its focus on effectively managing the
typically burdensome, costly and time-consuming e-discovery process. To address these
very real concerns and to minimize disputes and delays, the CCLD has developed
detailed E-Discovery Plan Guidelines that allow for meaningful input by counsel into the
e-discovery process and call for the entry of an e-discovery order early in the case to
govern how electronically stored information (ESI) will be preserved, produced and
protected. Click for the E-Discovery Plan Guidelines.
Within 21 days of the first scheduling conference, the parties must meet and confer to
discuss the discovery of ESI. The E-Discovery Plan Guidelines mandate that the parties
discuss specific e-discovery issues at that session, including the form of ESI production
and any potential problems; the scope of production, including custodians, time period,
file types and search terms; the method for asserting or preserving confidentiality of ESI;
the format of production; and whether preservation and production expenses should be
allocated among the parties. The meet and confer session allows the parties to assert their
positions and come to a compromise regarding the scope and structure of e-discovery in
advance of entry of the e-discovery order.
Based on the information exchanged at the meet and confer session, the parties must
develop an e-discovery plan and, within 14 days, submit to the Court a written report on
the plan and each party’s position with respect to any unresolved issues. The Court will
then enter the e-discovery order. It addresses the relevant e-discovery issues, establishes
the permissible scope of ESI discovery, and provides certain safe harbors with respect to
document destruction policies and the inadvertent production of privileged material. By
allowing the parties to take an active role in the e-discovery process from the outset, the
E-Discovery Plan Guidelines afford CCLD litigants the opportunity to leverage best
practices and eliminate unnecessary disputes and costly waste.
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While the CCLD follows the general Guidelines in the absence of agreement, the parties
and CCLD judges have the flexibility to tailor the e-discovery protocol to suit the unique
circumstances of each case and each litigant.

CASE MANAGEMENT ORDERS

CCLD cases are also governed by a Case Management Order (“CMO”) that includes all
appropriate case deadlines and provides the framework for an orderly completion of all
case tasks. Click for samples of general and case-specific Case Management Orders.
The purpose of these CMOs is to set a fixed and orderly litigation schedule that leads to a
firm trial date. These goals are disclosed to the litigants from the very beginning. For
example, when new parties are added to an existing case, they are immediately provided
with a copy of the CMO.
The CMO also controls the discovery process and the accompanying collateral disputes
that otherwise often derail a case. The CMO sets the final dates for both fact and expert
discovery. In an attempt to effectively manage document discovery, the CMO provides
specific deadlines for the service of document requests, production of responsive
documents and service of privilege logs. By setting these guideposts, parties know when
responsive discovery will be requested and produced and cases avoid needless delays.
The CCLD may also utilize a Special Discovery Master to hear and decide all discovery
disputes, freeing up the judges to try cases.
The CMO also tempers overly aggressive deposition discovery by requiring the parties to
confer and agree upon appropriate limits, dates and deadlines. Parties are required to
state the number of fact depositions each will take and are bound to such number unless
the court, for good cause shown, extends the limit. Depositions are limited to seven
hours unless extended by agreement or court order. The parties must also propose dates
for the start and completion of depositions of record custodians and all other non-experts.
Under this orderly approach, litigants will know very early in the case the number of
depositions to be taken and can avoid multiple eleventh hour deposition notices served on
the eve of the discovery cut-off date.
In addition to managing discovery, CMOs schedule the filing of dispositive motions, the
pretrial stipulation, jury instructions (if appropriate) and motions in limine. One
important characteristic of the CMO deals with motion practice. Unlike the current
Superior Court practice, motions in the CCLD will be fully briefed and heard at the
court’s convenience. All briefs are to conform to Superior Court Civil Rule 107, except
that the length of briefs on discovery motions are limited to 10 pages or may be governed
by an Order of Reference to a Special Discovery Master. These changes afford litigants a
full and complete opportunity to be heard on all motions submitted to the court.
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INADVERTENT PRODUCTION OF DOCUMENTS PROTOCOL

In cases where the parties have not entered into a protective order or confidentiality
agreement, the CCLD has set out a Protocol to guide parties in resolving the problem of
inadvertent productions of privileged or confidential documents. Click for a sample of
the standard Protocol for the Inadvertent Production of Documents. In setting out this
framework, the CCLD has freely borrowed from the principles set out in Federal Rule of
Evidence 502. The key takeaway from this Protocol is that any inadvertent production
does not operate as a waiver of any claim of privilege as long as the retrieval procedures
described below are followed.
The Protocol mandates that if a party receives what it believes are inadvertently produced
privileged materials, that party must either return the materials or notify the producing
party of the inadvertent production. Once a party realizes that they have inadvertently
produced privileged materials, they have two alternatives to retrieve those materials
depending on how much time has elapsed since the disclosure. Within 120 days of the
production, a party may give written notice to all parties that the documents produced
were privileged and identify the nature of the privilege. Upon receiving such notice, all
receiving parties must return or destroy the privileged documents and not make any use
of the contents. The receiving party may challenge the assertion of privilege, however,
and the court will ultimately determine whether the claim of privilege is well founded. If
the inadvertent production eludes the producing party’s attention for more than 120 days,
the party may still try to retrieve the materials up until 30 days before trial by giving
written notice. If the parties cannot resolve the dispute within 10 days of the notice, the
producing party may file a Protective Order with the court.

EXPERT WITNESS PROTOCOL

Cases in the CCLD allow the parties to choose to be governed by an Expert Discovery
Protocol, or to tailor this default standard to their liking. Click for a sample of the
standard Expert Witness Protocol. That Protocol seeks to standardize what information
will be produced in the course of expert discovery and when it will be produced. The
Protocol promotes cooperation among counsel early on in the case in identifying experts,
scheduling testifying expert depositions and producing documents relied upon by such
experts. For example, parties are to provide good faith estimates of how long an expert
deposition will take and attempt to schedule the depositions at convenient locations.
The Protocol has adopted the recent amendments to Rule 26 of the Federal Rules of Civil
Procedure, require full discovery of the expert’s opinions and of the documents, facts and
data used to support them, but limit discovery of attorney-expert communications and
draft reports. The Protocol requires that parties produce, at least 14 days in advance of an
expert deposition, documents relied upon by the expert, but not otherwise produced in the
litigation. However, the Protocol explicitly provides that no communications between
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counsel and their expert shall be produced and no party shall be required to produce any
work product between counsel and their expert.
As with fact discovery, these guidelines provide for a greater degree of certainty,
efficiency and predictability as to how discovery will proceed.

CONCLUSION
The CCLD appears to be an underutilized resource. At the end of June, 2011, cases had
been filed in the CCLD. Because Delaware is a frequent corporate domicile and
jurisdiction over Delaware entities is easily established, companies interested in efficient
resolution of business disputes before specially-focused judges should more frequently
file their claims in the CCLD. If businesses are serious about improving the efficiency
and predictability of business litigation, they will choose the Delaware Superior Court’s
CCLD more frequently.
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With the recent economic downturn, alongside the collapse of the financial institutions
and real estate markets, the ability to find the best value for your dollar has become increasing
more important to all.

The legal market is not immune to this heightened scrutiny to ensure that

the consumer of legal services get the best bang for its buck. The directive to find quality
services at the best possible price is being given to legal departments from CEO’s, CFO’s and
boards across the nation.
But for a legal department, value shopping for legal services is not as simple as finding
the best price on retail merchandise. There is no Red Laser app for legal services which will
allow you to scan a bar code and find the best price instantly. With legal services the product is
never exactly the same law firms to law firm or lawyer to lawyer. Likewise, no two pieces of
litigation or deals are exactly the same. Thus, the lowest price does not always equate with the
best value.
The legal services industry has been built upon the billable hour. Whether it is broken
down in tenths of an hour, fifteen minute blocks or even project billing, the number of hours it
will take to complete a task and the price per hour remains the central concept for pricing for the
industry. It is also likely to remain the benchmark by which performance is evaluated for many,
even when alternative fee agreements are utilized.
Technically, an alternative fee agreement can be anything other than billing time in the
standard unit at the standard rate of the attorney. The variety of agreements, however, is limited
only by the imaginations and negotiations of the attorneys and clients involved.
When negotiating an alternative fee arrangement, there are a number of factors to be
considered. Not only is the client searching for a lower price, but care must be taken to ensure

that the quality of the work does not suffer or that the appropriate efforts are made to reach a
desirable end result.

Saving $100,000 in legal fees only to pay $500,000 more to resolve the

case does not further the end goal of reducing expenses.
This balance of the best quality work at the best possible price can be achieved but takes
planning, flexibility, trust and open communications between clients and law firms. This paper
will outline the strengths and weaknesses of various arrangements and explore the circumstances
for which each type is best suited.
Reduced hourly rates
Perhaps the simplest alternative fee agreement is negotiating a reduced hourly rate. This
does not require a drastic change in the manner in which the parties think about handling a case.
Often these discounts are tied to the volume of work, and works well in cases where a client has
a number of claims, but the claims themselves differ vastly from one another. The client reaps
the benefit of having consistent counsel who knows the client’s business model and preferences.
This leads to less time to learn background information on any given claim, because the
attorneys have already familiarized themselves with these items, further lowering the total bill.
Another common method of obtaining a discount is by linking a discount to the timing of
payments. Often law firms will be willing to offer a discount if invoices are paid within 30 days
of issuance. Paying invoices on a monthly basis allows both the client and the outside attorney
to keep close tabs on the total cost of any given piece of litigation.
Another option which falls under this category is a blended rate, where all lawyers at the
firm work for the same hourly rate, which is somewhere between the normal rates for the more
senior attorneys and the junior attorneys.

This can result in having more junior attorneys

performing the bulk of the work, even in instances where a more senior person might be able to
handle the matter more efficiently.
While all of these options have the ability of reducing the cost per hour of the claims,
they do not take into account the benefits of having the client and the outside counsel joined in
reaping the benefits of a successful outcome or in resolving cases quickly.

In reduced fees

cases, the law firm is paid the same amount regardless of a good outcome or a bad outcome.
Further, there is little incentive for the law firm to search for creative ways to resolve the claim
early on in the case, as it will be paid less than for a case that goes through trial.
Flat fee cases or fixed fee cases
Flat fee cases or fixed fee cases, are as indicated by the name one where the outside law
firm quotes a price for the litigation that is a simple number. The firm does not get paid more or
less if the case lasts for years or is resolved in a few weeks. Fixed fees are similar in that a fixed
fee is paid each month, regardless of the work that is done in that particular timeframe (similar to
a retainer).
Flat or fixed fee arrangements give the client some comfort level as to how much the
litigation costs will be. These arrangements help simplify budgeting and planning for legal
expenses.
Agreeing upon the amount of the fee in these cases is a challenge. It requires that both
the client and the outside attorney have a good understanding of the type of work at issue.
relies upon well-educated estimates and a mutual respect between client and attorney.

It

Some cases are better suited for flat fees than others. Commodity work fits well within
this frame work. Claims that are factually and legally similar, with a low number of parties are
easier forecast in terms of the amount and type of work. Likewise, transactional work that has a
great deal of overlap from piece to piece can be relatively easy to budget.
With flat or fixed fees, both the client and the attorney are betting that the estimate that
becomes the flat fee is close to or better than the compensation they would have paid or received
under a traditional hourly payment formula.

If there are a large number of cases involved, the

inaccuracies of estimation often even out over time; if one case reaches resolution at the outset of
discovery, the next may end up being very involved and taking significantly more time than
anticipated.

To an extent, an ongoing relationship between the parties allows each side to

monitor the agreements and make negotiate adjustments over time.
Despite the rigid sounding names of “fixed” fees, a successful long term flat or fixed fee
arrangement requires communication and often compromise between client and attorney. While
hopefully the more readily resolved matters and the more intricate matters balance out, there may
be times or circumstances in which the pre-negotiated fees no longer make sense. Through the
course of discovery it may become apparent that third parties need to be added and cross claims
litigated in the course of this litigation, drastically expanding the scope.

The attorney on the

other side may be particularly unreasonable and marching down a path of scorched earth
litigation. Regulations or rules may change midstream, or unrelated events may snip a case in
the bud.

In the event that the facts, circumstances or laws change from the point the fee was

negotiated to the time the matter is being handled.

In a strong relationship between the client and lawyer, the two will work out a
modification to the fee agreement. In order for this to work, both sides must be willing to step
into the other’s shoes to evaluate what is a fair fee. A $200,000 flat fee may be unreasonable if
the plaintiff dies shortly after the complaint is answered and the estate drops the claim.
Likewise, that same fee may be woefully inadequate on a case that expands and drains
significant firm resources for years on end.
One way to avoid having to renegotiate fees mid case is to create a series of flat fees
associated with different aspects of the case.

It may be easier to estimate reasonable fees

through the first round of settlement discussions, through discovery, for dispositive motions, etc.
than to come up with a value all the way through trial. Further, given that such a low percentage
of cases actually end up being resolved through trial, fees containing trial costs in them almost
always will result in paying more than would have been paid on an hourly basis.
While these types of fees curtail excessive billing and unnecessary discovery or research,
they still fall short of linking the firm and client together in a goal of a good result.

The

potential arises for the outside lawyers to suggest higher settlement values than are warranted
early on in the case, rather than working towards finding the best value for resolving the case, if
it involves significantly more work. This is offset to some extent by the mere fact that if a firm
consistently produces results that create overpayment of claims, the client is likely to find
alternate counsel. Further, most lawyers take pride in a job well done
Contingency fee agreements
The contingency fee agreement is by no means a novel concept. It has been used by the
Plaintiff’s bar for decades. It is difficult to put a contingent fee agreement in place unless the

client is attempting to collect money from another party.

In those cases where there are

counterclaims, or in which the company is the plaintiff seeking compensation they may be
applicable, but generally they are difficult to adapt to a defense claim or for transactional work.
The upside of contingency fees is that the client and the lawyer are inextricably
intertwined in the result of the case. The phrase, “We don’t get paid unless you get paid” is
ubiquitous in advertisements. Both the lawyer and the client are incentivized to do the necessary
work and to seriously evaluate the need for costly out-of-state depositions, motions with little
chance of success and experts.
Holdbacks or Bonuses
In order to place outside counsel in a position in which they have a stake in the end result
of the case, holdbacks or bonuses can be used. The agreement can include a provision whereby a
percentage of the fees earned by the law firm is held back each billing period. Over time this
amount continues to grow.

If the performance meets a certain goal (which could be a dollar

settlement amount or verdict amount, or a total out of pocket payment of settlement or verdict
funds and legal fees) a portion or all of the heldback money is paid to the firm at the end of the
case.
Bonuses operate much the same way.

Upon the achievement of a desirable result an

additional sum would be paid to the law firm.

The payment of a bonus or holdback funds can

be linked to any number of factors – the timeliness in which the case is resolved, the end result,
compliance with litigation standards, or even an intangible gut feeling.
hourly rates, flat or fixed fees.

They can work with

Holdbacks and bonuses take the greatest steps towards placing the outside counsel and
the company in the same boat. It encourages the firms to staff the work with the best persons
for the job, both in terms of results and efficiency. When the client wins, everyone wins.
Hybrid Agreements
The most vibrant area of alternative fee development is the hybrid agreements. It allows
both sides to pick and choose some of the strengths of each of the methods above and hedge
some bets. The case can be divided into stages, with different fee formats for each stage. For
example, the parties could agree to a flat fee through the first round of settlement discussions,
and then switch to an hourly agreement at that point through trial.

The appeal could be an

hourly rate with a holdback or bonus in a case where creating good law would have a favorable
impact on other ongoing litigation. Transactional work could be done on a fixed fee basis with
an hourly component for training given to the firm regarding implementation of new policies.
A fixed fee could be applied to litigation with a bonus given for cases resolved within 8 months
of filing.
The hybrid agreement can be as varied as your imagination. It can be tailored to meet
your needs. If you are worried about bad publicity and having the matter on the courts dockets,
incentives can be given for innovative ways to resolve the matter at the outset. If hitting your
target budget is the goal, flat fees with holdbacks based upon the end result of the case may fit
your needs. Not all the permutations listed will work for all law firms, but a large number will
be willing to work towards a solution that benefits both.

.

Cost Effective Management of Low Exposure Litigation
(< $150,000)

David A. Schooler
Briggs and Morgan, P.A.
2200 IDS Center
80 South Eighth Street
Minneapolis, MN 55402
(612) 977-8797

Federation of Defense and Corporate Counsel
8th Annual Corporate Counsel Symposium
Four Seasons Hotel, Philadelphia, PA
September 20-22, 2011

4076257v1

BIOGRAPHICAL INFORMATION
David A. Schooler. Dave is an experienced trial attorney with a proven winning track record in
complex employment and business litigation. He defends companies of all sizes against
fundamental challenges to their businesses in courts and arbitration proceedings. Dave’s
representative trial experience includes more than 30 first chair jury trial defense verdicts in
employment litigation, shareholder litigation, officer and director litigation, intellectual property
litigation, antitrust, and business and specialty lines insurance litigation. He has served as a trial
instructor for a national trial defense group. Dave represents numerous Fortune 1000 companies
as litigation panel counsel in Minnesota litigation or as local counsel retained by national
coordinating counsel to assist in the defense.
Dave is AV peer review rated by Martindale Hubbel, the highest rating for skill and ethics. Dave
has been board certified as a Civil Trial Specialist by the Minnesota State Bar Association. He is
an elected member of numerous organizations including: the Academy of Certified Trial
Lawyers of Minnesota; the American Board of Trial Advocates; Fellow of the ABA Foundation
and, the Federation of Defense and Corporate Counsel. Dave has been named a ―
Super Lawyer‖
by Minnesota Law & Politics multiple times.

4076257v1

Table of Contents
Page
1.

Low Stakes Litigation – The Hobson Dilemma ................................................................ 1

2.

Litigation Avoidance – Best Practices Policies and Procedures ........................................ 2

3.

Managing Expectations ...................................................................................................... 2

4.

Early Initial Case Evaluation—The DuPont ECA System ................................................ 3

5.

Create Goals ....................................................................................................................... 4

6.

Use of the Litigation Budget .............................................................................................. 5

7.

Effectively Managing Staff ................................................................................................ 5

8.

Managing Discovery Costs ................................................................................................ 6

9.

Mediation ........................................................................................................................... 7

10.

Offers of Settlement ........................................................................................................... 7

11.

Exploring Alternative Business Solutions ......................................................................... 8

12.

Other Tools in the Tool Box .............................................................................................. 8

i

1.

Low Stakes Litigation – The Hobson Dilemma
In a recent survey of in-house attorneys for US corporations, nearly 90% of the

respondents surveyed reported being engaged in some type of litigation. In $1 billion-plus
companies the number of lawsuits that are being juggled soars to 147.1 The ubiquity of litigation
in American business goes a long way toward explaining the overriding concern of corporate
counsel with controlling litigation expenses. Id. Most of those lawsuits are characterized as low
stakes litigation where damages are $100,000 or less. Id. At a time when defending even the
most basic lawsuit through trial typically costs more than $100,000, it is not surprising that in
house counsel responding to the survey expressed more concern about what they perceived as the
high cost of litigation than they did about winning the underlying lawsuits.

Id.

When

respondents to the survey were asked to rank the five leading litigation concerns describing their
ideal outside counsel, the number one directive was ―
control costs.‖

That message took

precedent over ―
win cases‖ ―
get results‖ or an array of other results-driven choices. Id.
For the purpose of this paper, low risk litigation is defined as having exposure of
$150,000 per claim or less. Most low risk litigation presents a classic Hobson’s dilemma – none
of the options is attractive. The Company either incurs total litigation expenses and costs that
exceed the damages or settles and pays the damages to avoid litigation costs but, risks
encouraging more law suits or damaging the Company reputation or brand. As one Fortune 100
in-house attorney stated in direct response to declining an offer to speak at the seminar, ―
the only
way to manage claims less than $150,000 is to prevent them from ever being brought. Unless
you are defending the brand, there is absolutely no ―
win‖ for a defendant in such claims and it is
even worse if you have to defend the brand because summary judgment likely costs between

1

http:\\www.insurancejournal.com\magazines\mag-features\2010\11\07\62402.htm.

4076257v1

$50,000 to $150,000 (or more) and double that for trial. Tough topic . . .‖ While this outlook is
widely held, effective litigation strategies exist for managing low risk litigation.
2.

Litigation Avoidance – Best Practices Policies and Procedures
The best way to avoid litigation costs is to avoid the litigation itself – easier said than

done. Whether a company has a cutting edge sophisticated in house legal department of 100
attorneys or no in house attorneys and a single human resources manager, the fundamental issue
is always the same—effective policies and procedures to avoid certain litigation. Best practices
policies and procedures are one cornerstone of preventing litigation but obviously cannot prevent
the inevitable. Another cornerstone of litigation avoidance is early identification of legal issues
while managing the day-to-day business. Many Companies create a litigation reporting system
to address complaints at an early stage. The idea is to avoid having a matter spin out of control
by encouraging employees and managers to report problems directly to legal so that minor
problems that could result in litigation are diffused.
3.

Managing Expectations
Litigation is costly, slow and an imperfect process. Litigation ―
on principle‖ is seldom

rewarding because the process of getting to judgment day is often difficult and the ―
principle‖
can get lost along the way. Departing employees, fading memories and less than ideal document
retention, combined with normal costs and delays in litigations, can weaken the resolve of
litigants. Most Companies understand the practical realities of litigation. Nevertheless, outside
counsel and inside counsel must paint a realistic picture for the client of risks, time, costs and the
hassle factor of litigation. A realistic assessment these factors on the front end of a matter so
executives and others are aware of the time and costs necessary to proceed with the litigation will
spare carnage—win or lose—when litigation ends and expectations were unmet because they
were never explained.

4076257v1
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4.

Early Initial Case Evaluation—The DuPont ECA System
Controlling litigation costs and low exposure litigations is critical to managing low

exposure litigation.

DuPont is recognized for developing Early Case Assessment System

(―
ECA‖) in 1992.2

Like most corporations with a large litigation dockets, DuPont was

concerned about how much time lawsuits took away from managers who were responsible for
growing DuPont’s business. It was also concerned about how much money it was spending on
outside lawyers who tried cases and in-house counsel who managed large dockets of litigation.
Id. An early case assessment by outside counsel regarding the merits of the case, including
interviewing known witnesses, reviewing and analyzing key documents must be undertaken
within the first 30 days of litigation. Using the ECA methodology reduces business managers’
time away from their business goals, improves the corporate perception of the value of the law
department and decreases the total cost of defending litigation per case. Among the various items
captured in the ECA process are those actions, tasks, procedures and customs that drive litigation
costs. Id.
A Deloitte & Touche study of the DuPont ECA system analyzed 18 litigated labor-andemployment cases to determine two things. First, it studied the correlation, if any, between the
quality of the early case assessment and the quality of the results. The second focus was the
potential savings to DuPont when defects in the early case assessment process were eliminated.
The elements used to measure ECA quality included whether the assessment was timely and
comprehensive; whether the strategy and the budget were expressed; and whether the whole
process was well documented. The quality of litigation results was determined on the basis of
client satisfaction, the size of outside counsel fees, the case cycle time, and the size of the

22

www.dupontlegalmodel.com/metrics-for success-dupont%E2%80%99s-legal risk-analysis/
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plaintiff payout. Id. By carefully quantifying the elements and assigning point values to the
client ratings, the Deloitte study found that high ECA quality generally resulted in lower
indemnity/plaintiff payouts and higher client satisfaction. On top of that, the potential savings in
outside counsel fees in the 18 cases were dramatic: $852,802—more than a third of the total fees
of $2.3 million.
While the ECA approach does increase the investment in the early stages of litigation, it
saves significant resources in the long-term and assists in the early risk assessment and
settlement. If the assessment is that the case is weak, early settlement avoids the opposing side
learning of supporting facts which may later be disclosed in discovery. Similarly, if an early
assessment reveals a winning case, it often identifies strategies to employ early to assist in
winning the case. An early assessment of the case also streamlines and assists in the orderly
handling of the matter. Key to the initial case evaluation is some form of basic probability
analysis or ―
risk tree‖ which determines likely outcomes and, typically places some dollar value
around the claim for working purposes. Another key element of the initial case evaluation will
be the identification of whether there are important public relation issues, branding issues,
corporate policies, or business relationships at stake including those that may pertain to the
reputation of company representatives and directors and officers. All of these elements will form
the settlement strategy adopted at the outset.
5.

Create Goals
Most litigation results in three choices: settle; defend until the timing of settlement is

appropriate; or defend to judgment. Importantly, all litigation should not be treated as equal and
the defend at all costs strategy is rarely appropriate in low exposure cases. In instances where
the exposure for damages is limited to $150,000 or less and where no company reputation or
branding issue is involved, the ―
blood money‖ settlement may be warranted.

4076257v1
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Although

painstaking, it is sometimes prudent to make a payment and enter into a confidentiality
agreement early in the process to prevent an aggrieved or otherwise resourceful plaintiff from
pursuing an individual claim that can blossom into something more, including a class action.
However, in most cases companies are forced to litigate because the initial demand for a low
exposure case prevents early settlement.
6.

Use of the Litigation Budget
Either after an ECA is prepared or part of the ECA process, a formal litigation plan and

budget must be prepared. The litigation plan must include issues in dispute, a detailed analysis
of the law, jurisdiction, opposing counsel, what discovery needs exist, and specific steps required
to be completed. An essential element of the litigation plan will be some form of budgeting
process. Again, the uncertainties of litigation make forward-looking budgeting difficult in many
cases; however, as costs and expectations diverse, the budget is a critical process since it assists
in allocating resources to the most useful steps in litigation. In the absence of a reputation,
branding issue or some clearly defined company objective, it makes no sense for defense counsel
to present a $300,000 budget to defend a claim worth a maximum of $150,000. When the
decision is made to defend, the key to success is to cut costs and create a budget that reflects the
amount in dispute.
7.

Effectively Managing Staff
Hiring the right attorneys for the problem is critical for defending any litigation. Once

the outside lawyers suited for the litigation are identified, it then becomes critical to effectively
staff the litigation so that the most cost-effective use of personnel is being implemented. It
makes no sense outside counsel drafting and responding to discovery when a paralegal can do so
more efficiently and for a significant cost reduction. Similarly, it makes no sense to have an
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associate conduct important depositions and potentially miss significant areas of inquiry or
admissions that a senior attorney would obtain as a result of his or her significant experience.
8.

Managing Discovery Costs
Any cost effective strategy for managing low risk litigation must include streamlining

discovery. Streamlining includes defining necessary from unnecessary discovery. This goal is
daunting in the age of electronic discovery. The problem of rising discovery costs combined
with a liberal discovery standard is a perfect storm for increased litigation costs. Even more
problematic is that the burden of electronic discovery often falls upon the corporate defendant.
Allocating these costs shift the cost of discovery to the opposing party is a solution. Allocating
discovery costs to the responding party to the requesting party breaks from the general rule that
―
the responding party must bear the expense of complying with discovery requests.‖
Oppenheimer Fund, Inc. v. Sanders, 437 U.S. 340, 358 (1978). This presumption holds true
even in cases involving e-discovery. Zubulake v. UBS Warberg LLC, 217 F.R.D. 309, 317
(S.D.N.Y. 203). It is imperative that defense counsel and in-house counsel understand the multifactor Zubalake test. The Zubalake IV factors are not weighed equally, but are given priority and
assessed in their descending order of importance. These factors include:

4076257v1

(i)

The extent to which the request is specifically tailored to discover relevant
information;

(ii)

The availability of such information for other sources;

(iii)

The total cost of production, compared to the amount in controversy;

(iv)

The total cost of production, compared to the resources available to each
party;

(v)

The relative ability of each party to control costs and its incentive do so;

(vi)

The importance of the issues at stake in the litigation; and

(vii)

The relative benefits to the parties obtaining the information. Id.

6

Both cost-shifting approaches are stated under the Federal Rules in Zubalake IV are used
by the majority of courts today. In addition to these approaches, however, there is a third
marginal ―
utility‖ test that a limited number of courts have used. Under the marginal utility test,
―
the more likely it is that the backup tape contains information that is relevant to a claim or
defense, the fairer it is that the requesting party search at its own expense… [t]he less likely it is,
the more unjust it would be to make the [requesting] party search at its own expense.‖ McPeek
v. Ashcroft, 212 F.R.D. 33, 34 (D.D.C. 2003). If a company can make the argument that the
parties are fighting over low stakes and plaintiff’s discovery is an unnecessary and expensive
expenditure, cost shifting is a possibility.
9.

Mediation
The timing of settlement opportunities is critical to effectively manage low responsive

litigation. Mediation is usually the best option. Early mediation that results in settlement is the
golden ring of low exposure litigation.

While proceeding with mediation may not be

recommended when defending against a weak or frivolous case, litigation allows direct access to
the opposing party in the absence of the filtering effect of counsel. The risks of early mediation
are generally limited and the parties, even if they do not settle, often emerge with a better
understanding of the real issues and facts and dispute which may more easily pave the way for
later resolution. It also allows counsel an opportunity to gauge the players and better understand
what drives the litigation. One downside to early mediation is that a final offer by the company
may be viewed as a floor for settlement and ongoing mediation. Communicating how a final
offer relates to any ongoing litigation is critical to the success of early mediation.
10.

Offers of Settlement
Most jurisdictions have specific rules allowing a party to make a Rule 68 offer with

penalties for the opposing party including double costs if the offer is rejected and the trial

4076257v1

7

judgment awards something less than what was offered. This strategic use of settlement offers,
particularly with corresponding potential sanctions, raises stakes to have the opposing party
seriously consider the offer. In some cases, the penalty of additional cost sanctions is often a
catalyst to settlement with recalcitrant party.
11.

Exploring Alternative Business Solutions
Often parties to litigation have ongoing business relationships with a number of

outstanding disputes and commercial arrangements.

A higher level analysis of those

relationships can reveal innovative commercial solutions which achieve the interests of both
parties.

Rolling a small litigation problem into a much larger business deals is often an

acceptable way to resolve a dispute without having to focus all of the parties efforts on ―
who was
right.‖
12.

Other Tools in the Tool Box
A.

Efficient Use of In-house Counsel – Efficient use of in-house counsel can

significantly reduce the cost of the litigation where the services that would otherwise be
performed by outside counsel can be performed with in-house attorneys without compromising
the litigation goals. In some instances, in-house counsel can perform these more effectively and
more efficiently than outside counsel for a number of reasons, including internal relationships
and understanding the business.

Examples of efficient use of in-house counsel include

coordinating document preservation, conducting investigations, responding to written discovery
requests, tracking down former employees, and document management.
B.

Informal Discovery – Depending on the nature of the claim and the cooperative

level of the opposing counsel, in-house counsel or, when appropriate, outside counsel can agree
with Plaintiff’s counsel to undertake preliminary informal discovery with the goal of providing
sufficient information so that early settlement is a realistic possibility.
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C.

Pooling Agreements – In some instances where multiple companies may be

threatened with the same kind of litigation by multiple plaintiffs, the companies can pool
together, waive any actual or perceived conflicts of interest, and retain a single law firm for the
purpose of defending multiple claims.
D.

Alternative Fee Arrangement – Alternative fee arrangements can be used in a

multitude of different ways to manage low risk litigation. The most common approach is a fee
cap. Another approach is a merit based fee based upon certain outcomes.
E.

Monitoring of Agendas – In-house counsel and outside counsel must continually

monitor and reassess the agendas of all of the players to insure that litigation does not get side
tracked. Is the in-house attorney being forced to clear a powerful supervisor’s name regardless
of whether it is in the Company’s best interest? Is a defense attorney engaging in an ongoing
dispute with a hated rival to the detriment of the Company? Is a critical Company witness
withholding testimony or being less than candid about key facts for fear of losing his or her job?
Any or all of these issues can sidetrack a successful resolution of low exposure claims, or any
litigation for that matter. Perhaps the most important goal in monitoring agendas is for in-house
counsel to insure that outside counsel is conducting itself with the highest level of
professionalism even when taking a strong defense position. Nothing is more damaging to the
efforts to successfully manage litigation and the litigation cost than litigation tactics by lone wolf
outside counsel hiding the ball in discovery, engaging in personal attacks on opposing counsel or
the plaintiff, or treating the bench in a dismissive tone.
F.

Adopt Metrics for Measuring Outside Counsel – Many companies have specific

metrics for measuring vendors, including outside legal counsel. There are many methods and
objective criteria depending on the area of the law. Many companies measure outside law firms
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on the following general metrics: 1) cycle time; 2) average or median cost per case; 3) average
cost per lawyer; 4) settlement versus authority/exposure. In general, key performance indicators
(KPI’s) should be designed based on the specific factors targeted for cost control.
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Introduction1
Throughout the U.S., today’s corporate counsel face increasing pressure to know
when to disclose various loss contingencies and how much information to provide to the
public (specifically including financial analysts and the media). Multiple standards and
regulations require that in-house counsel be familiar with the rules and “make the right
calls” on the timing, the extent and the nature of the disclosures. The pressure applied by
governmental agencies upon companies to make such disclosures is increasing. This
article gives a general overview of the disclosure requirements under 1) Standard No. 5
issued by the Financial Accounting Standards Board (FASB) relating to company financial
statements; 2) routine disclosure forms 10-Q, 10-K and 8-K required by the Securities and
Exchange Commission (SEC); and 3) SEC Regulation FD, which addresses “selective”
disclosure of information by publicly traded companies and other issuers of information.
All of these standards/regulations impose significant disclosure obligations upon
companies in general and their in-house counsel in particular.
I.

FAS 5 , ASC 450 – Accounting for Contingencies

In March 1975, the Financial Accounting Standards Board released FASB
Statement No. 5, Accounting for Contingencies2. This statement, also known as “FAS 5,”
was codified as Accounting Standards Codification Topic 450 (ASC 450). The statement
sets out standards and requirements for how companies must deal with accounting for
loss contingencies3.
1

The author wishes to acknowledge the assistance of Rebecca M. Saracco and Jason Proctor, both of
whom are students at the West Virginia University College of Law, and both of whom worked as summer
associates with Flaherty Sensabaugh Bonasso PLLC in 2011.
2
The text of FAS 5 may be found on the web at the following link:
http://www.fasb.org/cs/BlobServer?blobcol=urldata&blobtable=MungoBlobs&blobkey=id&blobwhere=11758
20910926&blobheader=application%2Fpdf
3
References to ASC 450 and FAS 5 are used interchangeably herein.
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A. Current Standard
ASC 450 established the standards for accrual and disclosure of loss
contingencies in a company’s financial statements. These disclosures must be set forth in
a company’s quarterly filings and annual reports. ASC 450 groups “loss contingencies”4
into three possible categories:
Probable – A future event is “probable” if it is “likely to occur.”
Reasonably Possible – An event is labeled as “reasonably possible” if the “chance
of the future event or events occurring is more than remote but less than likely.” A
loss reserve is not required for a reasonably possible loss, but a disclosure may
be.
Remote – When the chance of an event is slight, the event is categorized as
“remote.”
If the company determines that a loss is “probable,” it must then also determine
whether the amount of the potential loss is material and whether such loss can be
reasonably estimated. If a probable loss is both material and can be reasonably
estimated, then the company must set aside a litigation reserve to prepare for the loss. In
the instance where the company determines either that the loss not is a material one or
that the loss cannot be reasonably estimated, the company is not required to set up a
reserve. However, even if actual amount of the loss cannot be reasonably determined,
the company should still take steps to estimate the range of possible losses. If the range
does not really capture a useful estimate, then the company should reserve the lower end
of the range, and disclose the remaining amount of the range as a “reasonably possible”
loss.

4

For the purpose of FAS 5, a “contingency is defined as an existing condition, situation, or set of
circumstances involving uncertainty as to possible gains (‘gain contingency’) or loss (‘loss contingency’) to
an enterprise that will ultimately be resolved when one or more future events occur or fail to occur.” See
FAS 5, Introduction, para.1.

3

If a company determines that a loss is “reasonably possible,” it need not
necessarily establish a litigation reserve, but must still disclose the loss contingency. The
disclosure must state the “nature of the contingency” and give an estimate of the possible
loss or the range of a loss, if one can be made. The goal of the disclosure is to ensure
that the company’s financial statements are not misleading. See Top 10 Issues to
Consider when you Are Sued: #8: Disclosing Litigation and Reserving for Litigation
Losses, Perkins Coie, April 4, 2007. Further, there is no requirement to disclose in the
case of an unasserted claim or assessment, when there has been no manifestation by a
potential claimant of an awareness of a possible claim – unless the company considers it
probable that a claim will be asserted and that it is reasonably possible that the outcome
will be unfavorable. Thus, a company must determine whether to make disclosure of
potential claims related to a given loss contingency, even when there has not yet been an
actual assertion of a claim or assessment.
If the likelihood of a litigation loss is small, the event is categorized as “remote.” A
remote classification ends the analysis, and companies are not required to set aside a
reserve or to issue a disclosure on their financial statements. The company should be
cautious of changes in the status of pending or threatened litigation, however, and should
continuously reassess the situation in order to make appropriate reserves and disclosures
if and when they become necessary.
B. What are Loss Contingencies?
FAS 5, paragraph 7, enumerates several examples of loss contingencies:
•

Collectability of receivables

•

Obligations related to product warranties and product defects
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•

Risk of loss or damage of enterprise property by fire, explosion or other
hazards

•

Threat of expropriation of assets

•

Pending or threatened litigation

•

Actual or possible claims and assessments

•

Risk of loss from catastrophes assumed by property and casualty
insurance companies, including reinsurance companies

•

Guarantees of indebtedness of others

•

Obligations of commercial banks under “standby letters of credit’

•

Agreements to repurchase receivables (or to repurchase the related
property that has been sold).

FAS 5 specifically points out that no set of examples can encompass all possible
contingencies or circumstances. Thus, accrual and disclosure of loss contingencies
should be based on an evaluation of the facts in each particular case.
C. 2008 Exposure Draft
In June 2008, the FASB released an exposure draft to address concerns that FAS
5 did not require companies to timely provide sufficient information regarding loss
contingencies classified as “remote” or loss contingencies where the loss could not be
reasonably estimated. This change to ASC 450 would have required companies to
disclose a substantially larger amount of information, including information on remote loss
contingencies and the claim or assessment amount (or the company’s best estimate of its
maximum risk of loss) for practically any loss contingency. The FASB received many
complaints from constituents about this exposure draft about the difficulty companies
would have in determining the estimates of their risk of loss, the legal concerns
surrounding the prejudicial effect of this degree of disclosure, and auditors’ concerns
5

about the level of assurance that could be obtained from some of the newly demanded
disclosures.
D. 2010 Proposed Amendment to ASC 450
In July 2010, the FASB proposed another change to ASC 450 that addressed
many of the concerns raised by constituents in the negative comments on the 2008
Exposure Draft. The proposed Accounting Standards Update (ASU) would replace the
disclosure requirements for “certain loss contingencies,” including pending and
threatened litigation. The current standards under ASC 450 for accrual and measurement
of contingencies would continue to apply. The amendments also continue to require
companies to disclose contingencies, regardless of whether or not they are accruable,
unless the contingency is remote. The one new exception to this is that, under the new
standard, companies would have to disclose even a remote contingency if the potential
magnitude or timing (if known) could have a “potential severe impact.” The FASB
classifies a “severe impact” as a “significant financially disruptive effect on the normal
functioning of an entity,” which is a higher threshold than “material. See FASB Proposes
Guidance on Expanded Disclosures for Certain Loss Contingencies, Deloitte Heads Up,
Vol. 20, Issue 23, July 20, 2010.
Additionally, the proposed amendment would have increased the qualitative and
quantitative requirements for disclosure of contingencies, regardless of whether an
accrual is needed:
a. Qualitative Disclosures:
Additional qualitative disclosures required by the proposed amendment include:
•

Information to enable users to understand their nature and risks
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•

Certain minimum disclosures during early stages of asserted litigation
contingencies while requiring more robust disclosures in subsequent
reporting periods

•

For individually material contingencies, sufficiently detailed disclosure to
enable financial statement users to obtain additional information from
publicly available sources such as court records

•

When disclosure is provided on an aggregated basis, disclosure of the
basis for aggregation and information that would enable financial
statement users to understand the nature, potential magnitude, and
potential timing (if known) of loss.

b. Quantitative Disclosures:
Under the amendment guidelines, if the claimant in a lawsuit requests a specific
sum, that amount must be included in the company’s disclosure. Under current standards,
companies usually only disclose the actual amount sought by claimants, if stated publicly.
The 2010 proposal is a step back from the amendment proposed in 2008, which called for
companies to disclose their estimated “maximum exposure” to a claim when a claimant
failed to specify the amount of damages sought. The 2010 exposure draft also proposes
that a company should be required to disclose an estimate or range of possible loss for all
loss contingencies that are at least reasonably possible, although the standard would
allow companies to aggregate disclosures about similar contingencies as long as the
basis for the aggregation is given.
c. Current Status of the Update Project
After at least one extension, the comment period for the 2010 Exposure Draft
ended on September 20, 2010. The Board carefully considered the comments received
during the comment period. As of November 10, 2010, the Board decided that a final
standard would not be effective for the 2010 calendar year-end reporting period,
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effectively putting the project on hold for the time being. Instead, the Board directed its
staff to work with the SEC to focus on increased compliance with existing rules. There
has been some indication that the SEC has been looking at banks and other institutions
that have reported large settlements of financial crisis-related lawsuits that were not
disclosed in prior regulatory filings.
The SEC also appears to be taking steps to enforce the standards that are
currently required. The number of “comment letters” – letters that the SEC routinely sends
to companies when it has concerns about accounting practices – has steadily risen in the
past few years. The SEC and the FASB appear to be informing companies that if they are
unwilling to go along with more stringent accounting standards, then the regulatory
organizations will become more strict in enforcing the standards that are already on the
books.
II.

SEC Form Disclosures

The federal securities laws require publicly traded companies to disclose
information on a regular basis. Companies must file an annual report on Form 10-K,
quarterly reports on Form 10-Q, and current reports on Form 8-K.
A. Form 10-K
Annual reports are filed on Form 10-K and provide comprehensive reviews of the
company’s business and financial condition, including information on company history,
organizational structure, executive compensation, equity, subsidiaries, and the like.
Audited financial statements are also required to be included in an annual report. The
company is required to disclose in plain English known and material risks.
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B. Form 10-Q
The Form 10-Q includes unaudited financial statements and provides a continuing
view of the company’s financial position during the year. The report must be filed for each
of the first three fiscal quarters of the company’s fiscal year.
C. Form 8-K
Registrants must report unscheduled material events or corporate events on a
regular basis on a Form 8-K. Companies have four business days to file a Form 8-K.
However, if the company is submitting a Form 8-K to satisfy its obligations under
Regulation FD (see discussion below), the due date may be earlier.
D. SEC’s Perspective Going Forward
The SEC has noted in recent months that it expects management to evaluate loss
contingency disclosures (or lack thereof) each reporting period and expects that the
disclosures will evolve to include more quantitative information as the loss contingency
progresses. The SEC has also indicated that, where estimates cannot be made, it
expects registrants to establish processes to include reassessment of loss contingencies
for each reporting period. That is, for each new reporting period, the company should
determine whether a contingency which was not estimable in a prior period is estimable in
the current period. Examples of potential updates to loss contingency disclosures as new
information becomes available could include a new disclosure about a reasonably
possible loss that could not be estimated in previous periods or a revised disclosure about
an estimate that was previously disclosed. The SEC staff has also noted in various
speeches that registrants can expect the adequacy of historical disclosures to be
challenged when loss contingencies are settled.
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Registrants should also expect the SEC staff to continue to question the adequacy
of loss contingency disclosures in its review of public company filings during the year-end
reporting cycle. Companies should pay particular attention to disclosures of loss
contingencies that are either reasonably possible of loss or probable of loss when a range
of loss exists. In situations where disclosure of an estimate of the possible loss or range
of loss is required but not provided because an estimate cannot be made, companies
should document the reasoning behind the conclusion that a range of loss cannot be
estimated. See Loss Contingency Disclosure, Ernst & Young Hot Topic 2011-01, January
5, 2011.
III.

Regulation FD (Fair Disclosure)

Regulation FD (“Reg FD”) was adopted by the SEC in August 2000. See 17 C.F.R.
pt. 243 (2000)5. The measure was intended to address the selective disclosure of
information by publicly traded companies and other issuers of information. Regulation FD
holds that when an issuer discloses material, nonpublic information to certain individuals
or entities – particularly, securities market professionals such as stock analysts or holders
of the securities who may use the information to impact trading decisions – the issuer
must also make a public disclosure of that information. The aim of the rule is to promote
the full and fair disclosure of information.
A. General
The purpose of Regulation FD is to prevent companies from releasing material,
nonpublic information to selective individuals or groups that who would or could use the
information to gain an unfair advantage on the rest of the market. If information becomes
5

The entire Final Rule regarding Regulation
http://www.sec.gov/rules/final/33-7881.htm
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FD
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be

found

at
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following
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public, further disclosures of information will not trigger a Regulation FD violation as the
public at large will be presumed to already have the information. This aspect of Reg FD
makes the definition of what constitutes “public” information critical. The SEC purposely
chose to exclude the definitions of terms such as “nonpublic” and “material” from the rule
and instead to rely on the existing definitions that had been established through case law.
By leaving these definitions up to the courts, the SEC left an element of flexibility in the
rule which would allow it to adapt with changing circumstances.
The SEC first articulated its standard for “public” information in 1973 with In re
Faberge, Inc., 45 S.E.C. 249, 256 (1973). That administrative proceeding arose out of a
situation where certain broker-dealers had learned, the night before the information was
made public, that Faberge had experienced its first losing quarter in a decade. Those
broker-dealers sold significant positions in the company stock before the news was made
public. The Division of Enforcement for the SEC determined that
In order to effect a meaningful public disclosure of corporate information, it
must be disseminated in a manner calculated to reach the securities
market place in general through recognized channels of distribution, and
public investors must be afforded a reasonable waiting period to react to
the information.
Id. at 255. Significantly, the Division further found that
Obviously, what constitutes a reasonable waiting period must be dictated
by such surrounding circumstances as the form of dissemination and the
complexity of the information, i.e., whether it is "readily translatable into
investment action.”
Id. One problem with the ruling was that the Division of Enforcement gave very little
guidance to companies to know what actually constituted a “reasonable waiting period,”
leaving companies to predict, without the benefit of 20-20 hindsight, how long they must
wait before taking any action that the marketplace may also take.
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The Division did provide some broad directives; but, really without much specific
guidance:
At the heart of an effective compliance program is the adequate and
appropriate training and education of employees. Every broker-dealer
must alert its personnel to the problems in this area. The educational
program should alert employees as to what falls within the definition of
material non-public information and how to treat such information. Beyond
the educational process, firms should take steps to assure that their
employees are complying fully with firm policy.
Id. at 257. Troubling is that the Division admonished companies to educate its employees
about what constituted “material non-public information” or how actually “to treat such
information.” Thus, companies and their in-house counsel must bear the risk of getting it
wrong on where to draw the lines on what is “material” and what is “non-public.” Given
the SEC’s failure to provide real guidance to companies on what is meant by these critical
terms, and given that we are seeing both the SEC and the FASB reach for greater
disclosure requirements, companies face greater risk in the future for failing to disclose.
As such in-counsel must make sure that their companies have compliance programs
which strive to train and educate insiders about what information is material, what is nonpublic, and how to treat such information.
The meaning of the term “material” with regards to Regulation FD is also crucial. In
general, the courts have found that information is material if there is a substantial
likelihood that a reasonable investor would consider that information important in
determining whether to buy, sell, or hold a company’s securities, and would view it as
altering the total mix of information available. See Regulation Fair Disclosure: An
Overview, IRWebReport, Vanessa Schoenthaler, December 27, 2010.
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B. Intentional vs. Unintentional Disclosures
Regulation FD stipulates that whenever a company or representative does make a
disclosure of material, nonpublic information, the company must make a public disclosure
of the information to the market as a whole. When the initial, selective disclosure is
intentional, the company is required to publicly disclose the information “simultaneously.”
On the other hand, where the disclosure is unintentional, the company must disclose such
information “promptly”. See 17 C.F.R. §243.100(a). There are some exceptions to this
requirement of public disclosure, including cases where the disclosure is made to a
person who owes a duty of trust or confidence to the issuer (such as an attorney,
investment banker, or accountant); to a person who expressly agrees to maintain the
disclosed information in confidence; when the issuer is disclosing to a company which
issues credit ratings for the actual purpose of developing a credit rating. See 17 C.F.R.
§243.100(b)(2).
A selective disclosure is considered to be intentional when the person making the
disclosure either knows, or is reckless in not knowing, that the information he/she is
communicating is both material and nonpublic. See 17 C.F.R. §243.103(a). Again the
SEC does not define one of the critical terms – “reckless.” However, case law suggests
that such communication will be consider reckless “if it consists of a highly unreasonable
act or omission that is an extreme departure from the standards of ordinary care.” See
Regulation Fair Disclosure: An Overview, IRWebReport, Vanessa Schoenthaler,
December 27, 2010.
Where the disclosure was unintentional, the public disclosure must be made
“promptly,” which Reg FD defines to mean “as soon as reasonably practicable (but in no
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event after the later of 24 hours or the commencement of the next day's trading on the
New York Stock Exchange)” after the company learns that there has been a nonintentional disclosure. See 17 C.F.R. §243.103(d).
C. Making a Public Disclosure
Reg FD provides two ways to comply with the “public disclosure” requirement: 1)
by furnishing to or filing Form 8-K with the SEC which discloses that information, or 2) by
disseminating the information through another method (or combination of methods) of
disclosure that is reasonably designed to provide broad, non-exclusionary distribution of
the information to the public. See 17 C.F.R. §243.103(e).

This second method was

intended to be somewhat undefined in scope. In its release of Reg FD, the SEC noted
that new rule gave issuers considerable flexibility for disclosure, including by distributing a
press release through a widely disseminated news or wire service, or by any other nonexclusionary method of disclosure that is reasonably designed to provide broad public
access – such as announcement at a conference of which the public had notice and to
which the public was granted access, either by personal attendance, or telephonic or
electronic access. This definition was also designed to permit issuers to make use of
current technologies, such as webcasting of conference calls that provide broad public
access to issuer disclosure events. With increased internet usage, the SEC has permitted
some companies to use their web pages to meet the disclosure requirement.
D. Best Practices for Complying with Regulation FD
It is important for companies to develop and maintain a policy in order to comply
with Regulation FD. For instance, in a 2009 enforcement proceeding, the SEC viewed a
corporation’s prior implementation of a Regulation FD compliance program as a mitigating
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factor when it refrained from instituting an action against the company for the violation of
one of its employees. Generally speaking, a company’s Regulation FD policy should
contain the following:
•

An outline of the procedures and practices regarding disclosure of information to
the public, including a formal designation of authorized person(s) permitted to
communicate with analysts and investors on behalf of the company.

•

A restatement of the company’s policy on confidential information.

•

A step-by-step guide to disclosing material information. This may include details on
timing for release of material information; procedures for earnings calls, one-onone analyst or investor meetings, and investor conferences; preparation and
review of press releases by the investor relations, accounting and legal
departments; and record-keeping policies.

See Regulation FD Polices: Best Practices, from Benesch Law Firm, February 7, 2011.
E. Regulation FD Enforcement
The Division of Enforcement within the SEC is responsible for enforcing the rules
set forth by Regulation FD. The division could bring an administrative action seeking a
cease-and-desist order, or a civil action seeking an injunction and/or civil money
penalties. In appropriate cases, the Division could also bring an enforcement action
against an individual at the company deemed to be responsible for the violation, either as
"a cause of" the violation in a cease-and-desist proceeding, or as an aider and abettor of
the violation in an injunctive action.
IV.

Conclusion

The Financial Accounting Standards Board and the Securities and Exchange
Commission have made it clear that they intend to interpret the reporting and disclosure
requirements of FAS 5 (ASC 450), Forms 10-K, 10-Q and 8-K, and Reg FD more
stringently (i.e., aggressively) going forward. Regardless of whether they are successful in
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securing amendments to present standards and regulations, they will continue to interpret
the existing rules and regulations in ways that require more disclosure on loss
contingencies. Thus, in-house counsel must evaluate his/her respective company’s (i.e.,
client’s) procedures to insure, to the extent possible, that the company has in place
adequate practices to evaluate loss contingencies properly – both as to likelihood of
occurrence and as to extent of potential loss.
The SEC has also made it clear that it will insist on greater and more rapid “public
disclosure” in those instances where material, nonpublic information has been selectively
disclosed to individuals or entities who have the ability to use the information to affect
trading decisions before the general public is aware of such information. Corporate
counsel must regularly evaluate company policies regarding the dissemination of
confidential information to insure such policies will meet the SEC’s increasingly stringent
requirements. In order to protect against enforcement proceedings (or to win such
actions, if filed), the company should have in place specific procedures and guidelines
relating to the questions of how, by whom, and to whom confidential information is to be
communicated; procedures for the timing of such releases of information; procedures to
make immediate public disclosures in the event of unintentional selective disclosures; and
sufficient record-keeping policies to establish that the company has followed its
procedures when public disclosures have been made.
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Overcriminalization

Liberty, and More, At Risk for Corporations and Their Employees
Marsha Rabiteau©
FDCC Philadelphia Meeting, September 21-22, 2011
I.

Regulating corporate behavior via criminal laws and regulations—so what‟s
the problem?
a. The life of the corporation, the liberty interests of corporate officers and
other employees can be in the cross-hairs of criminal prosecution over
matters that often do not rise to true criminal activity.
i. Civil penalties more appropriate—“Corporate criminal liability
conflicts with the fundamental moral precepts of criminal law, and
arose only as a nineteenth century expedient to fill a gap in public
law enforcement institutions that has long since closed. Under
current conditions, there is no legitimate law enforcement purpose
for corporate criminal liability that cannot be equally or better
served by the alternative legal processes of civil liability.” Jeffrey
S. Parker, Doctrine of Destruction: The Case of Corporate
Criminal Liability, 17 Managerial & Decision Econ. 381 (1996).
ii. For “Ripley‟s Believe It or Not”—but unfortunately, true that a
rail master was sent to jail for a year (maximum penalty allowed;
first time offender) for a misdemeanor offense committed by an
independent contractor who negligently dropped some rocks on a
buried oil pipeline causing a small amount of oil to leak into a
nearby river. Although the railmaster was at home at the time of
the spill, he was convicted of “negligently” discharging the oil
under the Clean Water Act. United States v. Hanousek, 176 F.3d
1116 (9th Cir. 1999).
b. The corporation as the criminal—pushing a round peg into a square hole
i. Congress has determined that the words “person” and “whoever”
in any federal statute are defined to include corporations. 1 U.S.C.
§ 1 (2000). The law meanders to form “criminal intent/act” by this
fictional person or completely ignores these prerequisites to
charging a crime.
ii. Getting around the fiction and looking to the civil law of
respondeat superior to hold the corporation AND employees
accountable for the acts of miscreant employees. Congress with
only a few exceptions in regulatory schemes has not explicitly said
how to impute liability to the corporation to hold it criminally
accountable. See e.g., Commodities Exchange Act, 7 U.S.C.
§ 2(a)(1)(B) (2000); United States Cotton Futures Act, 7 U.S.C. §
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15b(i) (2000); United States Cotton Standards Act, 7 U.S.C. § 63
(2000); United States Grain Standards Act, 7 U.S.C. § 87d (2000).
iii. Failure of the laws to give notice or to be decipherable: None of
the cited acts infra are found within Title 18, popularly called the
Federal Criminal Code. The “federal criminal code” is “simply an
„incomprehensible‟, random and incoherent, „duplicative,
incomplete, and organizationally nonsensical‟mass of federal
legislation that carries criminal penalties.” Julie R. Sullivan, The
Federal Criminal “Code” is a Disgrace: Obstruction Statutes as
Case Study (Symposium 2006: The Changing Face of White Collar
Crime), 96 J.Crim Law Criminology 643 (2006).
iv. Responsible corporate officer doctrine: “Hardship there doubtless
may be under a statute which thus penalizes the transaction though
consciousness of wrongdoing be totally wanting. Balancing
relative hardships, Congress has preferred to place it upon those
who have at least the opportunity of informing themselves of the
existence of conditions imposed for the protection of consumers
before sharing in illicit commerce, rather than to throw the hazard
on the innocent public who are wholly helpless”. United States v.
Dotterweich, 320 U.S. 277, 284-285 ( 1943).[President of
pharmaceutical company‟s conviction affirmed under the Fed.
Food Drug and Cosmetic Act for his employee‟s accidental
adulteration of drugs which were subsequently shipped.]
c. Incursions on attorney/client and work product privilege
i. “What is astonishing is that the attorney-client privilege, one of the
foundational rights on which rests Anglo-American legal
culture…should now be under siege. The two federal agencies that
have been most vigorous in seeking waiver of the attorney-client
privilege have been the Department of Justice and---unfortunately,
I must say---the Securities and Exchange Commission”. Paul
S.Atkins, SEC Commissioner, January 18, 2008.
ii. The Holder/Thompson/McCollum/McNulty memos are
problematic for the charging factors the prosecutor is to consider
which “include[ed], if necessary, the waiver of corporate attorneyclient and work product protection,” and whether the corporation is
protecting allegedly culpable employees “through the advancing of
attorneys fees.”
iii. “KPMG refused to pay [the indicted employees‟ defense fees]
because the government had the proverbial gun to its head.” United
States v Stein, 435 F.Supp.2d 330, 336 (S.D.N.Y. 2006) [the courts
subsequently dismissed the indictments against 13 of the 16
KPMG employees because their constitutional rights to counsel
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and due process were violated by the government. 495 F.Supp. 2d
390 (S.D.N.Y. 2007)]
iv. A culture of waiver has spawned consequences that are unjust,
costly and dangerous to corporate governance, e.g., chilling effect
on communications necessary for robust compliance programs;
corporate counsel in effect become deputized agents for
prosecutors; forced cooperation weighed against termination or
surrender of Fifth Amendment rights.
d. Criminalizing everything has resulted in the explosive growth of federal
crimes and unchecked penalties. There are over 4500 federal laws on the
books with over 100 definitions of mens rea, or these laws completely lack
definition of the criminal state of mind, no clearly defined elements of a
crime, etc. Estimates of the number of crimes in the Code of Federal
Regulation top 10,000. Baker, John S., Revisiting the Explosive Growth
of Federal Crimes, Heritage Foundation Legal Memorandum, No 26 June
16, 2008.
i. At the beginning of the Twentieth Century, there were about 165
federal criminal laws on the books; by 1970, the number increased
by more than ten-fold to 2000. Id.
ii. “The growth of federal crimes continues unabated. The increase of
452 [sic additional] crimes over the eight year period between
2000 and 2007 averages 56.5 crimes per year---roughly the same
rate at which Congress created new crimes in the 1980s and
1990s.” Id.
e. Poorly written laws that fail to provide clear notice about the act (actus
rea) which is the crime and the state of mind (mens rea) necessary to a
conviction.
i. The American legal tradition has required that the government
prove that the party charged with a crime has performed a
wrongful act with a wrongful intent, that is, “an evil-doing hand”
and “an evil-meaning mind.” Morisssette v. United States, 342
U.S. 246, 251 (1952).
ii. On February 23, 2009, Justice Scalia observed in his dissent to the
denial of a certiorari petition the significant problems with the
mail fraud statute, [“For the purposes of this chapter, the term
„scheme or artifice to defraud‟ includes a scheme or artifice to
deprive another of the intangible right of honest services.” 18
U.S.C. §1346. ], which is one of the more problematic statutes that
leaves all Americans vulnerable to criminal prosecution:
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“..and what principle it is that separates the criminal breaches,
conflicts and misstatements from the obnoxious but lawful ones,
remains entirely unspecified… invites abuse by headline-grabbing
prosecutors…Indeed, it seems to me quite irresponsible to let the
current chaos prevail”. Sorich v. United States, 555 U.S.___, at 3, 6
(2009) (J. Scalia dissenting).
f.

Congress continues to introduce bills and pass laws that pay little heed to
the Founder‟s intent regarding critical underpinnings to the criminal
justice system.
i. Heritage Foundation and the National Association of Criminal
Defense Lawyers studied all bills introduced in the 109th Congress
and concluded that 57% of the 446 offenses studied had “weak” or
no mens rea requirements and only 8% had strong mens rea.
Walsh, Brian; Joslyn, Tiffany, “Without Intent How Congress Is
Eroding the Criminal Intent Requirement in the Federal Law”
(2010).
ii. Lack of clarity in the law raises due process issues but poorly
written laws also serve as a springboard for prosecutorial
overreaching.

g. Prosecutorial aggressiveness, indiscretion and excess. Small or no
consolation that the U.S. Supreme Court ultimately overturned the
decision that destroyed Arthur Anderson and hurt 80,000 of its
employees, their families, communities and the host of others who were
stakeholders and lost their livelihoods. Arthur Andersen, LLP v. United
States, 544 U.S. 696 (2005) (Conviction on obstruction of justice charges
reversed because the jury instruction “failed to convey the requisite
consciousness of wrongdoing”).
i. A recent study of prosecutorial misconduct demonstrates that
courts and others seldom act on findings of prosecutorial
misconduct. Ridolfi, Kathleen M., Possley, Maurice, Preventable
Error: A Report on Prosecutorial Misconduct in California 19972009 (Northern California Innocence Project, 2010)
ii. Courts made explicit findings of prosecutorial misconduct in 707
of 4000 state and federal cases involving allegations of
prosecutorial misconduct which cases were studied over a 12 year
period, and yet only found that the misconduct was harmful in
about 20% of these cases. Id, at 3.
iii. “the [California] State Bar publicly disciplined only one percent of
the prosecutors in the 600 cases in which the courts found
prosecutorial misconduct and the NCIP researchers identified the
prosecutors.” Id.
h. The many facets of problems facing corporations and their employees in
the criminal law context derive from a variety of other sources that include
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but are not limited to the sentencing guidelines, grand jury proceedings,
disparate treatment within and among government agencies, deferred and
non-prosecution agreements, etc.
II.

The status quo has been challenged in the courts in a long-term effort to upset
an interpretation of a case that spawned decisions holding corporations and
employees criminally responsible for the acts of others.
a. The court in New York Central & Hudson River Railroad v. United States,
212 U.S. 481 (1909), only determined that Congress has the constitutional
power to include respondeat superior principles in a criminal statute. Yet
this decision is commonly cited for the proposition that corporations can
be held accountable for criminal acts of employees rather than its very
narrow holding tied to the Elkins Act. The decision said nothing
whatsoever about the criteria that govern the imputation of corporate
criminal liability in those federal criminal statutes where Congress is silent
on the issue of vicarious liability.
b. The National Association of Criminal Defense Lawyers and four other
amici recently challenged in the Second Circuit this misinterpretation of
New York Central upon which is built many of the corporate problems
with criminal accountability, arguing the narrow holding as it applied to
the Elkins Act. NACDL further supported its arguments with recent
Supreme Court decisions that reject the application of respondeat superior
in analogous cases. (This author will make available the briefs and opinion
rejecting amici‟s argument upon request.)

III.

Challenging the status quo in Congress—a coalition has formed to fight back.
a. The crisis in the economy has exacerbated the problems as politicians
respond with more laws that are poorly written.
i. Dodd-Frank Financial Reform Act includes about two dozen
criminal provisions that did not have Judiciary Committee
oversight, lacks criminal intent requirements and delegates
criminal lawmaking authority to agencies to include additional
crimes.
ii. Fraud Enforcement and Recovery Act (FERA) of 2009
expands Title 18‟s definition of “financial institution” to include
mortgage lenders, thereby including those businesses within the
scope of a number of existing criminal provisions that apply to
financial institutions; amends the offense against „False Statements
in Mortgage Applications” to include false statements made by
mortgage brokers and lenders; expands the offense of “Major
Fraud Against the Government” to include fraud connected with
the TARP program; amends criminal prohibitions on securities
fraud to include options and futures in commodities and amend the
money laundering statute to state that “proceeds” includes “gross
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receipts” obtained through unlawful activity, not just profits,
thereby overturning the Supreme Court‟s holding in United States
v. Santos (2008).
iii. S. 525: Pharmaceutical Market Access and Drug Safety Act of
2009 This bill would have allowed the importation of prescription
drugs by wholesalers and pharmacies that register with the
Department of Health and Human Services. It would also create a
criminal offense for the importation of drugs in “knowing”
violation of a vast array of regulations issued under the Food and
Drug Act, including violations of any registration requirement,
falsifications of any record required to be kept or provided to the
government, and violations of any other regulatory condition
concerning drug importation. Violations would be punishable by
criminal fines and imprisonment of up to 10 years.
b. Examples of Overcrim Allies working offensively in Congress:
i. A bill that modifies the Foreign Corrupt Practices Act is gaining
traction that would:
 Add a compliance defense
 Limit a company‟s liability for the prior actions of a
company it has acquired
 Add a “willfulness” requirement for corporate criminal
liability
 Limit a company‟s liability for acts of a subsidiary
 Define a “foreign official” under the statute
ii. A bill that would create a default mens rea in laws passed without
mens rea or that has inadequate mens rea
iii. Model bill has been drafted to modify Rule 16 requirement to
provide exculpatory evidence in a manner consistent with notions
of justice.
iv. Other potential bills will require that all bills with criminal
penalties be referred to the judiciary committees; bill that will
require reporting on costs, duplication with other laws, impact, etc.
for any bill which includes a criminal penalty.
IV.

Working with others to make meaningful changes:
a. Federal Criminal Rules Advisory Committee should make changes to Rule
16 regarding exculpatory evidence.
i. ABA passed Resolution 105 D at August 2011 Annual Meeting:
Resolved that the American Bar Association urges federal, state,
territorial and tribal governments to adopt disclosure rules
requiring the prosecution to seek from its agents and to timely
disclose to the defense before the commencement of trial all
information known to the prosecution that tends to negate the guild
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of the accused, mitigate the offense charged or sentence, or
impeach the prosecution‟s witnesses or evidence, except when
relieved of this responsibility by a protective order; Further
Resolved, the American Bar Association urges federal, state,
territorial and tribal governments to adopt disclosure rules
requiring the prosecution to make timely disclosure to the defense
before a guilty plea of all information, which may include
impeachment evidence, known to the prosecution that tends to
negate the guilt of the accused or mitigate the offense charged or
sentence, except when relieved of this responsibility by a
protective order.
b. The Sentencing Commission should change the mandatory minimums for
economic offenses (“Theft, Embezzlement, Receipt of Stolen Property,
Property Destruction, and Offenses Involving Fraud or Deceit” at USSG§
2B1.1).
i. See, e.g., United States v. Parris, 573 F.Supp.2d 744, 754
(E.DN.Y. 2008) (“the Sentencing Guidelines for white-collar
crimes [can produce] a black stain on common sense”); United
States v. Adelson, 441 F.Supp.2d 506, 512 (S.D.N.Y. 2006)(“the
utter travesty of justice that sometimes results from the guidelines‟
fetish with absolute arithmetic, as well as the harm that guideline
calculations can visit on human beings if not cabined by common
sense”)
c. Enact grand jury reform that would require defense representation in the
grand jury room; production of witness transcripts for the defense;
advance notice for witnesses to appear; and the presentation of
exculpatory evidence to the grand jury.
V.

FDCC members‟ help is needed to restore the system of criminal justice so
that wrongdoers are punished with laws that are clear and adhere to our
Anglo-American heritage. FDCC members who have not acted criminally
should not have to live with threatened extinction over poorly conceived
notions of criminal liability.
a. In general terms:
i. become informed about solutions and work with others to pursue
them;
ii. participate with sweat equity and/or financial resources in efforts
to help legislators understand the impact they are having on
Americans when they criminalize virtually anything or fail to
legislate appropriate limitations on prosecutorial power;
iii. become involved with organizations which are effectively
mounting an attack on the problems by taking the matter out of the
realm of “corporate” and into the realm of restoring justice for all
Americans.
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b. Current specific efforts:
i. Help influence outcomes to a number of federal bills that are
unnecessary, duplicative and poorly written; work with key bipartisan legislators to help them understand the problems and
encourage them to agree to champion the cause of
overcriminalization.
ii. Stay informed of efforts to pass legislation that addresses
problems, e.g., FCPA amendments, default mens rea
iii. Join the Corporate Advisory Council to the National Association
of Criminal Defense Lawyers White Collar Crime project.
iv. Support judicial education about criminal justice issues,
particularly those programs that attract federal judges, e.g.,
George Mason Law and Economics Center Judicial Education
Program
v. Participate in the Stetson University Law School White Collar
Criminal Defense College
vi. Help raise awareness of overcrim problems by writing and
speaking about the problems and solutions.
VI.

Conclusion: Wrongdoers should be held responsible and punished
accordingly, but the problem stems from the fact that in federal law it is not
clear what conduct constitutes a crime and conduct that does not. With over
4500 crimes in federal statutes and so many criminal offenses in the Code of
Federal Regulation that even the Department of Justice can‟t determine the
exact number of offenses, Americans are unreasonably expected to be aware
of everything they must do to avoid becoming a federal criminal. “Congress
has essentially delegated its constitutional authority to regulate crime to
federal prosecutors, who now have immense latitude to construe the often
vague, overly broad language of federal criminal law”. Congress must also
refrain from delegating its responsibilities to agencies and should act to rein in
the proliferation of regulatory offenses that carry criminal penalties. Civil
penalties should be utilized as punishment for conduct that is not truly
criminal. Thornburgh, Dick, Overcriminalization: Sacrificing the Rule of
Law in Pursuit of “Justice”, (Heritage Foundation, March 1, 2011).
.
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E-Discovery Procedures in Federal & State
Courts: The Current Status
Thomas Y. Allman1

I.

Introduction

The 2006 E-Discovery Amendments to the Federal Rules of Civil
Procedure (the “2006 Amendments”) were intended to address discovery of
electronic information by technologically neutral innovations. By and large,
they involved “relatively modest changes to the discovery rules aimed at
modernizing the process to accommodate the explosion of ESI.”2 In some
cases, they creatively addressed “imbalance[s] that [had] emerged in
practice.”3
They were also intended to serve as an exemplar for state rule-makers.
As of this writing, thirty-three states have acted to adopt some form of
e-discovery rules. Thirty based their rules in whole or in part on the 2006
Amendments4 and three have followed the approach pioneered by Texas in
1999.5
With the exception of four other states6 and the District of
Columbia where rulemaking is ongoing, activity in the remaining thirteen
states appears to be minimal.
E-discovery is, however, a fact of life in all courts. Federal decisional
law has played the major role in promoting a uniform approach whether or
1

©2011 Thomas Y. Allman. The author, a former General Counsel, is Chair Emeritus of the Sedona
Conference® Working Group on Electronic Discovery and one of the Editors of the PLI Electronic
Discovery Deskbook.
2
Bennett Borden et. al., Four Years Later: How the 2006 Amendments to the Federal Rules Have
Reshaped The E-Discovery Landscape and Are Revitalizing the Civil Justice System, 17 RICH. J.L. &
TECH. 10, *12 (Spring 2011).
3
Mark R. Kravitz, To Revise, Or Not to Revise: That is the Question, 87 DENV. U. L. REV. 213, 220221(2010).
4
The thirty states are, in alphabetical order: Alabama, Alaska, Arizona, Arkansas, California, Connecticut,
Indiana, Iowa, Kansas, Louisiana, Maine, Maryland, Michigan, Minnesota, Montana, Nebraska, New
Hampshire, New Jersey, New Mexico, North Carolina, North Dakota, Ohio, Oklahoma, South Carolina,
Tennessee, Utah, Vermont, Virginia, Wisconsin and Wyoming.
5
Texas, Mississippi and Idaho.
6
Florida, Massachusetts, Oregon and Pennsylvania.
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not a jurisdiction has adopted e-discovery rules.7 As the Supreme Court of
New Hampshire explained, “[b]ecause electronic discovery has been more
predominant in federal courts, we look to those courts for guidance,”8 a
sentiment recently echoed by a Rhode Island court.9

II.

Electronically Stored Information

At the heart of the 2006 Federal Amendments is amended
Fed.R.Civ.P.34(a), which treats “electronically stored information” (“ESI”)10
as a distinct category of discoverable information and not, as had long been
the case, as a mere subset of “documents.” Many states have adopted
similar terminology for their rules, and in some cases, did so prior to the
2006 Amendments.11
This evolution in terminology is central to flexibility.
ESI is
information that is “stored in a medium from which it can be retrieved and
examined,” and includes ephemeral information viewable on-screen as well
as system data and metadata that may not be readily viewable.12 Indeed,
North Carolina defines ESI as including certain “reasonably accessible
metadata.”13 It also includes “„deleted‟ files, or the scraps of electronic
information found on hard drives as „residual data‟ or in the „slack space‟ at
the end [of] active files.”14
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Klickstein & Fergus, Navigating E-Discovery in the Massachusetts State Trial Courts, 24 JOURNAL OF
TRIAL & APPELLATE ADVOCACY 35, 40-41 (2009)(“ procedural uniformity in practice” is not uncommon
even in the absence of rules).
8
New Hampshire Ball Bearings v. Jackson, 158 N.H. 421, 423, 969 A.2d 351 (S.C.N.H. March 18, 2009).
9
Barbara Brokaw v. Davol, 2011 R.I. Super. LEXIS 23, at *6 (R.I. Superior Ct., Providence, Feb. 15,
2011)(where a federal rule and a state rule are substantially similar, courts may look to federal courts for
guidance or interpretations of our own rules); cf. Bunn Builders v. Womack, 2011 Ark. 231, 2011 WL
2062393, at *6 (S.C. Ark. May 26, 2011)( refusing to do so).
10
FED. R.CIV.P 34 (a). ESI was also referenced in amendments to Rules 16, 26, 33, 37 and 45 and Form 35
(2006). See generally 234 F.R.D. 219 (2006).
11
See, e.g., TEX.R.CIV. P. 196.4 (1999)(“data or information that exists in electronic or magnetic form”);
ILL. R. CIV. P. 201(b)(2010); Rule 214 (“any party may by written request direct any other party to produce
[information which shall include] “all retrievable information in computer storage in printed form”).
12
Columbia Pictures v. Bunnell, 245 F.R.D. 443, 447 (C.D. Cal. 2007)(“Rule 34 requires no greater degree
of permanency from a medium than that which makes obtaining the data possible”).
13
See House Bill 380, Rule 26(b)(“ the phrase [ESI] includes reasonably accessible metadata that will
enable the discovering party to have the ability to access such information as the date sent, date received,
author, and recipient”). A copy of the House Bill is at
http://www.ncga.state.nc.us/Applications/BillLookUp/LoadBillDocument.aspx?SessionCode=2011&DocN
um=536&SeqNum=0.
14
Kenneth J. Withers, We‟ve Moved the Two Tiers and Filled in the Safe Harbor, 52-DEC FED. LAW. 50
(Nov/Dec. 2005).
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Fed. R. Civ. P 34(b) and its state counterparts provide that a
requesting party may, but need not, specify a preferred form or forms of ESI
for production. Absent agreement or a court order, a party must produce it
as “ordinarily maintained” or in another “reasonably useable” form. The
Rules Committee did not state a preference.15
The form in which information is “ordinarily maintained” is
understood to be its “native format” - the format of the application in which
the information is created and maintained. Production of spreadsheets,
sound recordings, animated content, web pages, video and drawings or large
databases is often accomplished in “native” or “quasi-native” file.16
“[M]etadata” is discoverable17 if relevant and not privileged or inaccessible
within the meaning of Rule 26(b)(2)(B).18
Production can also be accomplished in a “reasonably useable” form,
which may include a static or “imaged format” such as .pdf or .tiff , typically
produced with a load file to enable the recipient to use review software and
search the primary material.
It is easier to redact privilege or confidential material from imaged
formats and they are, accordingly, often designated as the default form in
local Federal or state rules and protocols.19 The Maryland Committee Notes,
for example, suggest PDF, TIFF, or JPEG format for email and other
document-like images in contrast to native form.20
However, since metadata must be affirmatively removed to create
static images, some courts order production in native formats when the

15

Thomas Y. Allman, The Impact of the Proposed Federal E-Discovery Rules, 12 RICH. J. L. & TECH. 13,
*21 (2006)(“Neither default form is intended to[automatically] mandate production of “metadata”).
16
See, e.g., In re Facebook PPC Advertising Litigation, 2011 WL 1324516, at *4 (April 6, 2011)(noting
inadequacy of production of database contents as 18K page .pdf); but compare 150 Nassau Associates v.
RC Dolner, 2011 WL 556290 (N.Y. Sup. Ct. N.Y. County, Feb. 9, 2011)(refusing to order production of
“raw, electronic or „native‟ data” in light of production of reports from database in pdf).
17
The Committee Note to Rule 26, Subdivision (f)(2006) mentions that “metadata” and other material
which is not “apparent to the creator or readers” is discoverable.
18
Aguilar v. Dept. of Homeland Security, 255 F.R.D. 350, 354 - 59 (S.D. N.Y. Nov. 21, 2008)(discovery of
metadata is subject to “balancing test”).
19
Suggested Protocol for Discovery of [ESI] in the District of Maryland, 17 ( “[i]f the parties are unable to
reach agreement on the format for production, ESI should be produced to the Requesting Party as Static
Images).
20
Committee Note, MD. RULE 2-504.1(c).
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burden of production is raised as an issue.21 Others reject non-searchable
.pdf or .tiff image formats, citing the maintenance of an ability to search ESI
electronically, as noted by Sedona Principle 12.22

III. Preservation
The obligation to preserve potentially discoverable evidence in
advance of discovery is triggered by commencement of litigation or, in some
cases, when litigation is reasonably foreseeable. Duties may also arise from
retention requirements imposed by federal or state regulations.23
The 2006 Amendments largely ducked the issue of preservation
obligations.24 Instead, the amended rules suggest early discussion of
preservation issues among counsel and provide a limited „safe harbor‟ in
Fed. R. Civ. P 37(e) for losses due to “routine, good faith” operations.
States have, by and large, also ignored the duty to preserve in
rulemaking efforts except to enact a counterpart to Rule 37(e) limited to ESI.
Connecticut, for example, recently referred to “known preservation
obligations” while doing so – without spelling them out.25
The duty to preserve encompasses affirmative actions designed to
preserve information which is or may be sought in the action. As explained
in Rimkus v. Cammarata,26 “[w]hether preservation or discovery conduct is
acceptable in a case depends on what is reasonable, and that in turn depends
on whether what was done – or not done – was proportional to that case and
consistent with clearly established applicable standards”)(emphasis in
21

Romero v. Allstate, 271 F.R.D. 96, 107 (E.D. Pa. Oct. 21, 2010)(rejecting blanket argument that
production in native format is unduly burdensome).
22
Sedona Principle 12 (2nd Ed. 2007)(“the choice should “[take] into account the need to produce
reasonably accessible metadata . . . where appropriate or necessary in light of the nature of the information
and needs of the case”).
23
Talavera v. Shah, 638 F.3d 303, 311-312 (C.A. D.C. March 29, 2011)(violation of a regulation requiring
preservation supports an inference of spoliation as long as the party seeking the inference is a member of
the general class of person that the regulatory agency sought to protect).
24
ADVISORY COMMITTEE MINUTES, April 14-15, 2005, at p. 39-40, copy available at
http://www.uscourts.gov/rules/Minutes/CRAC0405.pdf (“the difficulties of drafting a good rule would be
so great that there is no occasion even to consider the question whether preservation rule would be an
authorized or wise exercise of Enabling Act authority”).
25
See Sec. 13-14 Connecticut Practice Book (2011)(eff. Jan. 2012)(providing that sanctions for failure to
provide information, including ESI, shall not be imposed “in the absence of a showing of intentional
actions designed to avoid known preservation obligations”); copy at
http://www.jud.ct.gov/Publications/PracticeBook/PB_070511.pdf.
26
688 F. Supp. 2d 598, 613 (S.D. Tex. Feb. 19, 2010).
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original). This is consistent with the principles advocated by the Sedona
Conference® Commentary on Legal Holds27 and the Sedona Conference®
Commentary on Proportionality in Electronic Discovery.28
Courts define standards to be followed primarily through the ad hoc
exercise of their inherent power. Zubulake v. UBS Warburg,29 for example,
famously requires that “[o]nce a party reasonably anticipates litigation, it
must suspend its routine document retention/destruction policy and put in
place a „litigation hold.‟” This has become the dominant articulation on the
topic of preservation in both federal and state30 courts.
However, as updated by Pension Committee,31 the Zubulake doctrine
has evolved into a dogmatic assertion that severe sanctions may be imposed
without a showing of loss of relevant evidence merely by failing to issue a
written litigation hold. Not all courts accept this absolutist position, since
reasonable and good faith conduct, applied proportionately, is all that is
required under the common law.32
Other “contemporary standards” stemming from Pension Committee
include the preservation of information from all key players; preservation of
information from former employees; and preservation of backup tapes that
are the sole source of relevant information or relate to key players where no
readily accessible alternative source exists.33 Among corporate in-house
counsel, there is a widespread belief that these standards often are
disproportionate to reasonable preservation needs.34
27

11 SEDONA CONF. J. 265, 270 (Fall 2010)(noting that preservation efforts should be taken “as soon as is
practicable and applied proportionately” ).
28
11 SEDONA CONF. J. 289 (Fall 2010)(suggesting that “the burdens and costs of preservation of potentially
relevant information should be weighed against the potential value and uniqueness of the information when
determining the appropriate scope of preservation”).
29
Zubulake v. UBS Warburg (Zubulake IV), 220 F.R.D. 212, 218 (S.D. N.Y. 2003).
30
See, e.g., Barbara Brokaw v. Davol, Inc., 2011 R.I. Super. LEXIS 23, at *10, n.3 (Superior Ct. R.I.,
Providence, Feb. 15, 2011)(“the primary case on ESI discovery in courts throughout the United States”).
31
Pension Comm. v. Bank of Am. Sec., LLC, 685 F. Supp. 2d 456, 477 (S.D. N.Y. Jan. 15, 2010, amended
May 28, 2010).
32
See, e.g., Centrifugal Force v. Softnet Communications, 2011 WL 1792047, at *4 (S.D. N.Y. May 11,
2011)(oral litigation hold instructions sufficient since the responsibility to preserve evidence is grounded in
the concept of reasonableness, citing to Orbit One Communications v. Numerex, 271 F.R.D. 429, 441
(S.D. N.Y. 2010)(criticizing Pension Committee for its assertion that failure to adopt specified preservation
practices is “categorically sanctionable”).
33
Id. at 471.
34
Lawyers for Civil Justice, Preservation - Moving the Paradigm to Rule Text (April 1, 2011), 2, copy at
http://www.lfcj.digidoq.com/BLAP/FRCP%202011/FRCP%20Preservation%20Rule%20Comment%20Cor
rected%20040311.pdf.
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However, given the variation in approaches among the circuits and
the states, some parties may feel compelled to comply with the most
demanding requirements of any court that has spoken.35
At the 2010 Duke Conference, conducted by the Federal Rules
Advisory Committee in response, in part, to concerns about perceived
unfairness,36 an E-Discovery Panel unanimously suggested that the
Committee address preservation issues in the Federal rules.37 Subsequently,
the Rules Committee decided to investigate the practicability of drafting
uniform rules.
As described in an accompanying Memo furnished by the author for
use at this Symposium (“Rules Committee Proposals (2011): Addressing
Preservation by Rulemaking”), the Rules Subcommittee is seeking input
prior to proceeding. It has suggested two contrasting.38 One group of rule
exemplars involves “front end” benchmarks for compliance with
preservation obligations while another involves a “back end solution”
dealing with sanction limitations in a revamped Rule 26(g).39

IV. Early Planning Conferences
Fed. R.Civ. P. 26(f) was amended in 2006 to mandate that unique
issues relating to discovery of ESI be discussed by parties (without court
involvement) at a “meet and confer” conference. The Committee was
convinced that “discussion at the outset may avoid later difficulties or ease
their resolution.”40
Only Alaska, Arizona (complex cases), Arkansas, California, New
Hampshire, North Carolina (Business Court), Wisconsin and Utah have
35

Victor Stanley v. Creative Pipe, 269 F.R.D. 497, 523 (D. Md. Sept. 9, 2010).
Gregory P. Joseph, SANCTIONS: THE FEDERAL LAW OF LITIGATION ABUSE, 1-9 Sanc. Supp. To §59
(2010)(“[p]rospective litigants are at serious risk of committing spoliation - passively, actively, [or]
unintentionally – before litigation commences (if it ever does) because they have no codified benchmarks
to which to conform their behavior”).
37
See E-Discovery Panel, Elements of A Preservation Rule, April, 2010 (noting a “consensus view that a
rule addressing preservation (spoliation) would be a valuable addition to the Federal Rules of Civil
Procedure), copy at http://civilconference.uscourts.gov/ (scroll to E-Discovery Panel papers).
38
See Rules Committee Report, May 2, 2011(“Preservation/Sanctions” Issues)(hereafter “ISSUES, p___”),
copy at http://www.uscourts.gov/uscourts/RulesAndPolicies/rules/Reports/CV05-2011.pdf.
39
For a more fulsome description, see the Memo referenced above.
40
Committee Note, Rule 26, Subdivision (f)(2006).
36
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explicitly adopted a “meet and confer” requirement. Other states require
early conferences with courts in cases when discovery of ESI may be sought
in the action.41
In New York, for example, discussions about e-discovery are to be
held at preliminary conferences when the court “deems [it] appropriate.”42
The Delaware Chancery Court has endorsed “early and, if necessary,
frequent communication among counsel” and cautioned that it “is not likely
to be sympathetic” to disputes where this was not done.43
The meet and confer process of Rule 26(f) or the court-supervised
state analogies could involve discussions of preservation, form of
production, privilege review procedures and search methodology, including
search terms that the responding party may utilize. Courts expect parties to
utilize the opportunity.44
The process is intended to function in a
cooperative manner, as advocated by the Sedona Conference Cooperation
Proclamation45 and by emerging case law. 46
In some cases, particularly well-funded disputes, parties utilize
electronic tools and processes, including targeted searches based on keyword
searching, advanced concept or predictive coding methodology. These
approaches have the potential to reduce excessive coasts.

V.

Discovery from Inaccessible Sources

The 2006 Amendments provided in Fed. R. Civ. P. 26(b)(2)(B) for
presumptive limitations on the production of ESI from sources identified as
“not reasonably accessible” because of “undue burden or cost.” Most states
adopting the 2006 Amendments have included similar provisions. Even in
41

ALA. R. CIV. P. 26(f)(2010)(to discuss “issues relating to discovery electronically stored information,
including issues relating to preserving discoverable information”); Wyoming permits a court to “direct the
attorneys” to appear before it “for a conference on the subject of discovery.” WYO. R. CIV. PROC. RULE
26(f)(2010); accord, TENN. R. CIV. P. 26.06(E)(3) (“in any case in which an issue regarding the discovery
of [ESI] is raised or is likely to be raised”).
42
N.Y. CLS UNIFORM RULES, TRIAL CTS. §202.12.
43
Beard Research v. Kates, 981 A.2d 1175, at text with n. 66 (Ct. Chan. Del. May 29, 2009).
44
Surowiec v. Capital Title Agency, 2011 WL 1671925, at *11 (D. Ariz. May 4, 2011)(finding an
“unreasonably narrow search for documents using only Plaintiff‟s name and escrow number” was
“inexcusable”).
45
The Sedona Conference® Cooperation Proclamation, 10 SEDONA CONF. J. 331 (2009)( “a national drive
to promote open and forthright information sharing, dialogue (internal and external), training, and the
development of practical tools to facilitate cooperative, collaborative, transparent discovery”).
46
DeGeer v. Gillis, 2010 WL 5096563 at *8 (N.D. Ill. Dec. 8, 2010).
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the absence of rules, state courts have found the approach persuasive. The
Alabama Supreme Court, for example, acknowledged Rule 26(b)(2)(B) as
the appropriate “standard” to be applied when concerns over excessive
A similar result was reached in
discovery of ESI were raised.47
48
Massachusetts and, more recently, in Rhode Island.49
This “two-tiered” approach to ESI production was presaged by the
earliest of the Zubulake decisions,50 and is an effort to make discovery
“proportional,” i.e, to produce value equal to or greater than the burden
imposed.51 In the case of Rule 26(b)(2)(B) and its progeny, for example, a
party seeking discovery from inaccessible sources must establish that “good
cause” exists to require production.

VI. Cost-Allocation
It has been argued that mandatory allocation of excessive costs
associated with production of ESI would force requesting parties to tailor
their requests more closely to what is actually needed in litigation.52
Something akin to this approach is in effect in Texas.53
\
The 2006 Amendments merely provided in Fed. R. Civ. P.
26(b)(2)(B) that a court may “specify conditions” when production is
ordered from inaccessible sources for good cause.
A similar result had
been reached in an early Zubulake decision, employing a seven factor test.54
47

Ex parte Cooper Tire & Rubber Company, 987 So. 2d 1090 (S.C. Ala. Jan. 18, 2008).
Makrakis v. Demelis, R.N., 2010 WL 3004337 at n. 2 (Mass. Super. Ct. Suffolk Co. July 13, 2010).
49
Barbara Brokaw v. Davol, Inc., 2011 R.I. Super. LEXIS 23, at *6 (Superior Ct. R.I., Providence, Feb. 15,
2011)(because “ESI is still a novel means of discovery in [RI] state courts, . . this court will turn to the
[FRCP]” and Zubulake I, “the primary case on ESI discovery in courts throughout the United States”).
50
Zubulake v. UBS Warburg (Zubulake I), 217 F.R.D. 309, 318 (May 13, 2003)(whether information “is
kept in an accessible or inaccessible format (a distinction that corresponds closely to the expense of
production”)(emphasis in original).
51
See Guideline 1, Sedona Conference® Commentary on Proportionality in Electronic Discovery, 11
SEDONA CONF. J. 289 (2010)(“The burdens and costs of preservation of potentially relevant information
should be weighed against the potential value and uniqueness of the information when determining the
appropriate scope of preservation.”).
52
Lawyers for Civil Justice, WHITE PAPER, Reshaping the Rules of Civil Procedure for the 21 st Century,
57, May 2, 2010 (“a requester-pays rule will encourage parties to focus the scope of their discovery
requests on evidence that is reasonably calculated to produce relevant information from the most costeffective source”), copy at http://www.civilconference.uscourts.gov/ (scroll to “Empirical Research, Pt. 2”).
53
TEX. R. CIV. P. 196.4 (2010)(“the court must also order that the requesting party pay the reasonable
expenses of any extraordinary steps required to retrieve and produce” electronic or magnetic data ordered
to be produced over objection that it is not reasonably available)(emphasis added).
54
Zubulake I, 217 F.R.D. 309, 324 (S.D. N.Y. May 13, 2003)(listing seven factors to be used in conducting
the cost-shifting analysis).
48
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The multi-factor Zubulake test continues in widespread use55 although
controversy remains over the scope of the permissible costs which can be
shifted.56
States have adopted a similar approach either directly – by adopting a
counterpart to Rule 26(b)(2)(B) – or by simply adopting the approach of
Zubulake.57
California and New York have unique approaches to the topic.
California requires that the reasonable costs of translating data compilations
into a useable form be at the requesting party‟s expense and has applied this
to backup tape production.58
In New York, some cases support a presumption “in favor of requiring
that the costs of e-discovery, potentially including attorney‟s fees, be borne
by the requester.”59 There, however, there is a possibility that the doctrine
is confined to instances where the ESI is not readily available.60 The New
York CPLR is silent on the issue and no definitive appellate rulings exist.61

VII. Privilege Waiver
The 2006 Amendments and its state counterparts added a procedure
for claiming privilege and work product after inadvertent production and
encouraged discussion of party agreements to manage the process.62 Any
agreements, however, are not necessarily binding on third parties. The rules
55

See, e.g., Bradley T. Tennis, Cost-Shifting in Electronic Discovery, 119 YALE L. J. 1113 (March, 2010).
Zubulake III limited cost-shifting to production costs associated with producing from inaccessible
sources alone. 216 F.R.D. 280 (S.D. N.Y. July 24, 2003)( at 290: “where cost-shifting is appropriate, only
the costs of restoration and searching should be shifted”).
57
See Barbara Brokaw v. Davol, 2011 R.I. Super. LEXIS 23, at *18-19 (Superior Court R.I., February 15,
2011)(scheduling argument on costs shifting of “part or all of the reasonable costs of obtaining information
from sources that are not reasonable accessible” related to accessing backup tapes).
58
CAL CODE CIVIL PROC. §§ 1985.8(g)(subpoenas); 2031.280(e). See Toshiba America Electronic
Components, Inc. v. Superior Court, 124 Cal App. 4th 762, 21 Cal. Rptr. 3d 532 (C.A. 6th Dist.
2004)(predecessor version of the statute [§2031(g)(1)] held to require a requesting party to share in the
reasonable expenses of restoring backup media).
59
Robert W. Trenchard, Two Roads Diverge in Managing E-Discovery Costs: The Big Difference that
Federal and New York Responses Can Make, 11/16/2009 N.Y.L.J. S6 (col. 1); see 150 Nassau Associates
v. RC Dolner, 2011 WL 556290, at *5 (N.Y. Sup. Ct. N.Y. County, Feb. 9, 2011)(“the CPLR and Federal
Rules of Civil Procedure differ” on who bears the cost of discovery).
60
MBIA Insurance. Corp. v. Countrywide, 27 Misc. 3d 1061, 895 N.Y.S. 2d 643, 654 (Sup. Ct. New York
Co. 2010)(refusing protective order allocating costs of discovery).
61
See Berman, Case Law Remains Unclear As To Who Pays For What?, 1/4/2011 N.Y. L. J. 5, (col. 1).
62
Rule 26(b)(5)(B)(2006); ARIZ. R. CIV.P. 16 (b)(iii).
56
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did not resolve the issue of whether inadvertent production constituted a
waiver.63
In 2008, Congress, acting on the recommendation of the Federal
Evidence Advisory Committee, enacted Evidence Rule 502 (“FRE 502”)
which acknowledges the authority of a federal court to endorse binding
agreements applicable to parties and non-parties - whether in state or federal
courts. 64 The Rule also provides for a uniform standard applicable to claims
that privilege or work product protection was waived by production.
A number of states, including Arizona, Arkansas, Florida, Iowa,
Louisiana, Maryland, New Hampshire, Oklahoma, Tennessee, Texas and
Washington have enacted rules roughly corresponding to FRE 502.
Arkansas, Oklahoma and Washington acknowledge selective non-waiver for
disclosures made to governmental entities, an approach dropped from the
final version of the federal rule.
Arizona, for example, also deals with the impact of disclosures made
in other federal or state courts.65

VIII. Spoliation
Spoliation - defined as the loss, damage or destruction of evidence at a
time when a duty to preserve exists - is a flexible doctrine which can, in civil
actions,66 justify the impositions of remedial measures or sanctions,
including evidentiary inferences, or serve as a defense to imposition of a
summary judgment.67 There has been a dramatic upsurge in sanction

63

12 OKLA. ST. § 3226(5)(2010)(“[t]his mechanism” does not alter the standards governing whether the
information is privileged or subject to protection as trial preparation material or whether such privilege or
protection has been waived).
64
See Rajala v. McGuire Woods, 2010 WL 2949582 (D.Kan. July 22, 2010)( inadvertently produced
privileged information may be retrieved without proof that the party took the reasonable steps normally
required under 502(b) to avoid waiver).
65
ARIZ. R. EVID. 502(c)(if disclosure is made in federal court or another state without a court order
governing waiver, it is not a waiver if it would not be waived in the other forum).
66
Pamela S. Palmer, When Is It Safe to Shred Unwanted Documents After Sarbanes-Oxley?, 6
GLWSLAW 15 (2003)(describing a “network of state and federal laws” designed to “punish and deter
[criminally] the deliberate (and sometimes even negligent) destruction of documents”).
67
See Tucker, The Flexible Doctrine of Spoliation of Evidence: Cause of Action, Defense, Evidentiary
Presumption, and Discovery Sanction, 27 U. TOL. L. REV. 67 (1995).
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requests involving ESI. Many such proceedings involve “wasteful and timeconsuming satellite litigation.”68
In some states (and in federal courts sitting in diversity in those states)
a failure to preserve may also serve as a basis for tort recovery of individual
damages.69 Most states have, however, refused to acknowledge independent
causes of action for spoliation, arguing that sanctions are sufficient to deter
spoliation.70
Entitlement to sanctions for spoliation requires proof of a breach of a
duty to preserve, undertaken with a culpable state of mind, resulting in the
prejudicial loss of relevant evidence.71 The authority to sanction is typically
not found in the Civil Rules, as Rule 37(b) is applicable only when a prior
order requiring preservation is violated.72 Instead, courts routinely assert the
power to sanction based on the inherent power of federal73 and state courts74
to deal with litigation abuse.
Courts are also prepared to sanction counsel for failure to actively
guide or manage their clients preservation efforts, citing (sometimes) the

68

Dan H. Willoughby, Jr. & Rose Hunter Jones, Sanctions for E-Discovery Violations: By the Numbers,
http://civilconference.uscourts.gov (Scroll to E-Discovery Panel); revised and edited (with Gregory R.
Antine) at 60 DUKE L.J. 789 (Dec. 2010)( updated to include subsequent decisions); A. Benjamin Spencer,
The Preservation Obligation: Regulating and Sanctioning Pre-Litigation Spoliation in Federal Court, 79
Fordham L. Rev. 2005, 2019 (2011).
69
See 40 CAUSES OF ACTION 2nd 1 (SPOLIATION OF EVIDENCE)(2010)(listing Alaska, Conn., D.C., Florida,
Illinois., Indiana, Kansas, Montana, New Jersey, New Mexico, New York, North Carolina, Ohio,
Pennsylvania, and West Virginia); see, e.g., Kearney v. Foley & Lardner, 582 F.3d 896, 908-9(9th Cir. Sept.
18, 2009) (noting evolution of the California tort law on spoliation “to the point of nearly eradicating it”).
70
See, e.g., Martino v. Wal-Mart Stores, 908 So. 2d 342, 347 (S.C. Fla. 2005).
71
See New Hampshire Ball Bearings v. Jackson, 158 N.H. 421, 969 A.2d 351, 363 (S.C. N.H. March 18,
2009)(“[i]f, however, there remains a question of fact as to any of the three factors, spoliation is a matter
for the jury, not the judge”).
72
Some federal and state courts treat it as applicable to spoliation on the theory that the failure to preserve
makes it impossible to comply with a duty to produce. See, e.g, Turner v. Hudson Transit Lines, 142
F.R.D. 68, 72 (S.D. N.Y. Sept. 27, 1991)( the “inability [to comply with an order to produce] was selfinflicted”); APC Filtration v. Becker, 2007 WL 3046233, at *4 (N.D. Ill. Oct. 12, 2007)(disposing of laptop
“eventually culminated in the violation”).
73
Chambers v. NASCO, 501 U.S. 32, 46 (1991)(the sanctioning scheme of the rules does not displace “the
inherent power to impose sanctions”).
74
Slesinger v. The Walt Disney Company, 155 Cal. App. 4 th 736, 66 Cal. Rptr. 3d 268 (2nd App. Dist. Sept.
25, 2007)(Civil Discovery Act “supplements, but does not supplant, a court‟s inherent power to deal with
litigation abuse”); see also Utah Rule Civ. P. 37(g)(“Nothing in this rule limits the inherent power of the
court to take any action authorized by Subdivision (b)(2) if a party destroys, conceals, alters, tampers with
or fails to preserve a document, tangible item, electronic data or other evidence in violation of a duty.”) and
Daynight v. Mobilight, 2011 WL 241084, at *1 (C.A. Utah Jan. 27, 2011)(applying provision).
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obligations arising under Rule 26(g)(1)75 or, more typically, their inherent
power of courts to sanction counsel.76
However, there is a marked lack of uniformity among jurisdictions in
defining the conditions under which a spoliation inference may be imposed
for failure to preserve. The same conduct may be treated differently in
different forums.
For example, in many courts there must be a predicate showing of
“bad faith” as “mere negligence is not enough, for it does not sustain an
inference of consciousness of a weak case.”77 In other courts, the negligent
destruction of evidence is sufficient because “each party should bear the risk
of its own negligence.”78
Rule 37(e), added in the 2006 Amendments, has been adopted by
twenty-five of the states.79 This latter provision, which limits rule-based
sanctions for “routine, good faith” losses, has been interpreted to be
inapplicable once a duty to preserve attaches.80 However, a more nuanced,
fact-dependent view is more appropriate.81 “[M]minimal” involvement by

75

Play Visions v. Dollar Tree Stores, 2011 WL. 2292326, at *8 (W.D. Wash. June 8, 2011)(sanctioning
counsel, inter alia, because “[h]e did not take an active role in guiding his client in searching for records”
thus demonstrating that certifications were not formed after a reasonable inquiry).
76
Greene v. Netsmart Technologies, 2011 WL 2225004 (E.D. N.Y. Feb. 28, 2011)(recommendation by
Magistrate Judge based on dicta in Chan v. Triple 8 Palace and Zubulake V, 229 F.R.D 422, 436 (S.D.
N.Y. 2004).
77
Vick v. Texas Employment Comm., 514 F.2d 734, 737 (5 th Cir. 1975)(quoting McCormick, Evidence §
273 at 660-61 (1972)); but compare Bunn Builders v. Womack, 2011 Ark. 231, 2011 WL 2062393, at *5
(S.C. Ark. May 26, 2011)(using Arkansas form instruction requiring intentional destruction but refusing to
apply federal circuit precedent requiring that the destruction indicate a desire to suppress the truth).
78
Residential Funding Corp. v. DeGeorge Financial Corp., 306 F. 3d 99, 107, 108-109 (2nd Cir.
2002)(culpable state of mind includes negligent destruction of information); see Nunez v. Professional
Transit Management, 2011 WL 1998433 (C.A. Ariz. May 18, 2011)(affirming use of jury inference
instruction without prior finding of bad faith).
79
Alabama, Alaska, Arizona, Arkansas, California, Connecticut, Indiana, Iowa, Kansas, Louisiana, Maine,
Maryland, Michigan, Minnesota, Montana, New Jersey, North Dakota, Ohio, Oklahoma, South Carolina,
Tennessee, Utah, Vermont, Wisconsin and Wyoming. The pending Florida, Massachusetts and North
Carolina e-discovery rules (as well as the one in the District of Columbia) also contain the provision..
80
See Panel Discussion, Sanctions in Electronic Discovery Cases: Views from the Judges, 78 FORDHAM L.
REV.1, 30-31 (October, 2009)(“what this toothless thing [Rule 37(e) really tells you is the flip side of a safe
harbor. It says if you don‟t put in a litigation hold when you should there‟s going to be no excuse if you
lose information.”)(Scheindlin, J).
81
See, e.g., Olson v. Sax. 2010 WL 2639853, at *3 (E.D. Wis. June 26, 2010)(applying Rule 37(e) to
overwriting of digital video after duty to preserve triggered because part of routine good faith operation and
“no evidence” that the party engaged in bad faith destruction for purpose of hiding adverse evidence).
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system operators in accomplishing the task does not take the loss outside the
scope of the rule.82
The author supported the “safe harbor” rule as a means to reassure
parties that reasonable efforts would not lead to serious sanctions when, as is
inevitable, some ESI slips through.83 It would appear that this goal has not
been achieved, as angst over the risk of sanctions is prevalent.
As a result, the author has suggested that the Rule should be amended
to explicitly require proof of intentional conduct, amounting to bad faith, as
a pre-condition to disregarding the “safe harbor.”84 Connecticut has already
done so.85
The Rules Committee proposals postulate bringing preservation
violation under Rule 37 (as distinct from inherent powers) and promotion of
uniformity in the specification of the required culpability for severe
sanctions.86

IX. Concluding Remarks
The unique aspects of e-discovery procedure are increasingly uniform
across federal and state courts – with uncertainty and confusion largely
confined to the extent of obligations to preserve, and the consequences of a
failure to do so. It would be prudent for the Rules Committee to take the
lead, as it did in 2006, to address these issues by technologically neutral
amendments.

82

Miller v. City of Plymouth, 2011 WL 1458491, at *3, n.1 (N.D. Ill. April 15, 2011)(“the drafters
acknowledge[d] that „routine operations‟ can still occur despite the direct involvement of a system user”).
83
Thomas Y. Allman, Inadvertent Spoliation of ESI After the 2006 Amendments: the Impact of Rule 37(e),
3 FED. CTS. L. REV. 25, 30-31 (Feb. 2009)( good faith was adopted as a compromise in order to provide an
intermediate culpability standard greater than mere negligence).
84
See, e.g., Thomas Y. Allman, Preservation Rulemaking After the 2010 Litigation Conference, 11 Sedona
Conf. J. 217, 228 (Fall, 2010).
85
See Sec. 13-14 Connecticut Practice Book (2011)(eff. Jan. 2012)(limiting sanctions from “routine, goodfaith operation” of systems or processes “in the absence of a showing of intentional actions designed to
avoid known preservation obligations”); copy at
http://www.jud.ct.gov/Publications/PracticeBook/PB_070511.pdf.
86
See Allman Memo, supra, Rules Committee Proposals (2011): Addressing Preservation by Rulemaking
(July 29, 2011).
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Rules Committee Proposals (2011): Addressing
Preservation by Rulemaking
I.

Introduction

At its April 2011 meeting, the Civil Rules Advisory Committee
agreed to hold a Mini-Conference in September on the real-life dynamics of
preservation and spoliation with an eye towards addressing the topic in the
Federal Rules.1
While rulemaking was considered during the 2006 E-Discovery
Amendment cycle, the perceived difficulties in drafting a good “preservation
rule” prevented action on that topic.2 However, as a result of a unanimous
recommendation of the E-Discovery Panel at the 2010 Litigation Review
Conference, the Committee is considering the issue again.3 It is expected
that any rules, if recommended, will not be ready for final action until the
Spring 2012 Meeting.
The Committee has reached no conclusion on whether rule
amendments “would be a productive way of dealing” with the concerns.4

II.

Background

Courts impose spoliation sanctions for failure to preserve primarily in
reliance on their inherent powers, buoyed by Chambers v. NASCO, where
the Supreme Court spoke approvingly of the inherent power “to fashion an
appropriate sanction for conduct which abuses the judicial process.”5
Currently, however, “the standard for severe sanctions is unpredictable and
1

See Rules Committee Report, May 2, 2011(“Preservation/Sanctions” Issues)(hereafter “ISSUES, p___”),
copy at http://www.uscourts.gov/uscourts/RulesAndPolicies/rules/Reports/CV05-2011.pdf.
2
Instead, a limited “safe harbor” was adopted as part of Rule 37. See Fed.R.Civ.P. 37(e)(Failure to
Provide Electronically Stored Information).
3
See E-Discovery Panel, Elements of A Preservation Rule, April, 2010 (noting a “consensus view that a
rule addressing preservation (spoliation) would be a valuable addition to the Federal Rules of Civil
Procedure), copy at http://civilconference.uscourts.gov/ (scroll to E-Discovery Panel papers).
4
ISSUES, 28.
5
501 U.S. 32, 44-45 (1991).
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inconsistent across the nation.”6 Similarly, guidelines on the trigger and
scope of the duty to preserve in advance of litigation - applicable to both
plaintiffs and defendants - are not included in the rules. Wrong guesses can
have serious consequences.7
Parties may, for example, feel that the threat of serious sanctions
requires conformance to the most demanding requirements among the
reported decisions.8 Some argue this means spending excessive sums to
address an unquantifiable risk.9 Others counter, however, that “serious
sanctions are a realistic threat only to litigants engaging in the most extreme
discovery misconduct.”10

III.

The Proposals

The Discovery Subcommittee has identified two different approaches
for purposes of discussion. One group of rule exemplars (Categories 1 and
2) involves “front end” benchmarks for compliance with preservation
obligations while another (Category 3) involves a “back end solution”
dealing with sanction limitations.
The Category 1 and 2 approach centers on a preservation rule defining
trigger and scope while amending Rule 37 to include sanctions for failures to
preserve.
The Category 3 approach amends Rule 37 to deal with sanction for
failure to preserve and lists factors for courts to consider in the process. It
impacts preservation, if at all, by virtue of the “backwards shadow” of the
factors.11

6

ISSUES, 3.
Gregory P. Joseph, SANCTIONS: THE FEDERAL LAW OF LITIGATION ABUSE, 1-9 Sanc. Supp. To §59
(2010)(“[p]rospective litigants are at serious risk of committing spoliation - passively, actively, [or]
unintentionally – before litigation commences (if it ever does) because they have no codified benchmarks
to which to conform their behavior”).
8
Victor Stanley v. Creative Pipe, 269 F.R.D. 497, 523 (D. Md. Sept. 9, 2010)(the only safe way is to
comply with the most demanding requirements of the toughest court to have spoken).
9
Lawyers for Civil Justice, Preservation - Moving the Paradigm to Rule Text (April 1, 2011), 2 , copy at
http://www.lfcj.digidoq.com/BLAP/FRCP%202011/FRCP%20Preservation%20Rule%20Comment%20Cor
rected%20040311.pdf.
10
See, e.g., Milberg LLP and Hausfeld LLP, E-Discovery Today: The Fault Lies Not In Our Rules, 2011
FED. CTS. LAW REV. 4, at 49-50 (the threat of sanctions does not provide a rationale for amendments), copy
at http://www.fclr.org/fclr/articles/html/2010/Milberg-Hausfeld.pdf.
11
ISSUES, 50-51 (listing factors to consider in determining “whether a party failed to preserve discoverable
information” and whether the failure was “willful or in bad faith”).
7
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Amending Rule 37 to apply to preservation failures is intended to
“obviate reliance on „inherent authority‟ to support sanctions.12 The
Subcommittee acknowledged that this is essential to ensuring a “uniform
treatment” nationwide, and noted its concern that courts may simply
interpret the provisions “in keeping with the existing (and seemingly
inconsistent) precedents” now in existence.13
The following is a more detailed summary of the key elements
arranged chronologically.
Trigger
The “trigger” specified in the Category 1 and 2 proposals is the
occurrence of an event which causes a person to be aware that they are or
will become a party to litigation in federal court.
Thus, service of a
pleading, receipt of a notice of claim or an event resulting in a duty to
preserve under a statute or regulation or one‟s own retention program is
sufficient.
Also, an obligation applies when a party becomes aware of
“circumstances which “would make a reasonable person aware of the need
to preserve information.”14
When the shoe is on the other foot - i.e., when a party contemplates
litigation or assertion of a counterclaim - other benchmarks also apply, such
as retention of counsel or an expert witness, testing of materials, discussions
of compromises or taking “any other actions in anticipation of litigation.”
The Committee does not deal with pre-litigation access to a court to
resolve any uncertainty.15 Courts lack jurisdiction when disputes arise
before suit is commenced,16 and some commentators have proposed prelitigation judicial process to permit applications for preservation orders.17
12

ISSUES, 40, at n.38; 49 (“should generally make reliance on inherent authority unimportant”).
ISSUES, 51.
14
ISSUES, 32. The Committee acknowledges that the “catch-all” provides no advance knowledge of trigger
events and indeed “could swallow the others.” Id., n. 14.
15
See ISSUES, 51, at n. 61.
16
Texas v. City of Frisco, 2008 WL 828055, at *8 (E.D. Tex. March 27, 2008)(refusing to adjudicate
preservation dispute after blanket pre-litigation demand by City of Frisco re highway planning materials).
17
A. Benjamin Spencer, Pre-Litigation Spoliation in Federal Court, 79 Fordham L. Rev.2005, 2023-2024
(2010)(proposing to authorize issuance of “Pre-Action Preservation Orders” of limited duration upon
petition of party who expects to bring an action in a United States court).
13
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Duty
The proposed Category 1 and 2 rules provide that a party whose duty
has been triggered “must take actions that are reasonable under the
circumstances” taking into account the proportionality criteria of Rule
26(b)(2)(C).” One of the factors listed in the Category 3 approach is the
reasonableness of efforts to preserve, “including the use of a litigation hold,”
as well as “the proportionality of the preservation efforts to any anticipated
or ongoing litigation.”18
Scope
The scope of the duty to preserve under the proposed rule in Category
1 extends to all documents, ESI or tangible things covered by Rule 34(a)(1).
It includes information which is “routinely accessed in the usual course of
business” but could (if one alternative were adopted) presumptively exclude
deleted information, ephemeral data, temporary on-line internet files,
metadata fields, backup data, damaged media, legacy data and the like.19
The duty might also apply only to a specified number of “key custodians”
most likely to possess the information subject to preservation.20
Other alternative provisions would limit the number of years prior to
the trigger that could be covered by a duty to preserve and impose a duty to
notify the other party if ongoing preservation efforts are not occurring.21
The material subject to preservation would be required to be preserved in
native format.22
Sanctions
Sanctions for failures to preserve under Rule 37 would be “the sole
remedy for failure to preserve” in the Category 1 preservation rule.23 The
court would be required to take into account the “harm caused” and the
“level of culpability,” with the goal of choosing the least severe sanction
appropriate. An alternative would require the party seeking sanctions to
18

ISSUES, 32-33, 50-51.
ISSUES, 35-36.
20
ISSUES, 38. The footnote to this provision (n.32) highly equivocal and note that it “bristles with issues.”
21
ISSUES, 36-37, 39.
22
ISSUES, 36.
23
ISSUES, 39.
19
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show a specified culpability or bar sanctions completely if “good faith”
conduct was involved.
The Category 3 sanctions provision (Rule 37(g)) is a more inclusive
version of current Rule 37(e). It distinguishes between “curative” measures
and the imposition of spoliation sanctions. As to the latter, a court would be
barred from imposing any of the severe sanctions listed in Rule 37(b)(2) or
from giving an adverse inference jury instruction “unless the failure to
preserve discoverable information was willful or in bad faith and caused
[substantial] prejudice in the litigation.” 24
[By comparison, a newly enacted Connecticut provision bars
sanctions for failure to provide information, including ESI, due to “routine,
good-faith operation of a system or process in the absence of a showing of
intentional actions designed to avoid known preservation obligations.25]
Among other factors listed as relevant to court consideration as to
whether the failure was willful or in bad faith would be the party‟s resources
and sophistication in matters of litigation. However, the court could consider
“all [other] relevant factors.”26

IV. Authority To Act
There are said to be “significant rulemaking challenges” for a rule that
attempts to regulate pre-litigation preservation.27 The rulemaking authority
of the Supreme Court is limited by the Rules Enabling Act28 to making rules
governing conduct within the four walls of the courthouse.
The Subcommittee seeks to avoid the issue by making Category 1 and
2 rules applicable only to persons who expect to be parties to an action
cognizable in a United States court, as is the case with current Fed.R.Civ.P
27.29 A supportive analogy is said to be the Supreme Court rejection of
24

ISSUES, 49- 50.
See Sec. 13-14 Connecticut Practice Book (2011)(eff. Jan. 2012)( copy at
http://www.jud.ct.gov/Publications/PracticeBook/PB_070511.pdf.
26
ISSUES, 50- 51.
27
ISSUES, 26.
28
28 U.S.C. § 2072 (a-b)(The Supreme court shall have the power to prescribe “general rules of practice
and procedure” provided they do not modify “substantive” rights).
29
Fed.R.Civ.P. 27 provides for perpetuation of testimony prior to trial by filing a petition by a person who
expects be named a party “but cannot presently bring it or cause it to be brought.”
25
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challenges to Fed.R.Civ.P.11, which imposes a pre-litigation duty of
“reasonable inquiry” prior to instituting litigation.30
The sanctions rule approach, although covering pre-litigation conduct,
is seen as uncontroversial because it apply only during the litigation process,
much as does current Rule 37(e). However, even so, the Subcommittee
noted concern that the proposed factors listed might “intrude” too far into
pre-litigation primary conduct by virtue of its impact on decisions.31

30
31

Business Guides, Inc. v. Chromatic Communications Enterprises, 498 U.S. 533 (1991).
ISSUES, 26.
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Every in-house lawyer who is responsible for employment legal matters is aware of the
dramatic rise in Fair Labor Standards Act cases over the past 10 years, particularly class actions.
Indeed, these days employers need to be concerned about FLSA claims just as much as, and
perhaps even more than, discrimination claims. These cases can be very expensive because
damage awards include: (1) unpaid wages going back 2 years from the date of the claim (and 3
years if willful violations are found); (2) liquidated damages in the amount of the unpaid wages;
and (3) court costs and attorneys fees.1
I. The DOL Wage & Hour Division Has Been Increasingly Active Under the Obama
Administration
The Department of Labor under the Obama Administration has stepped up its efforts on
behalf of employees in a number of concrete ways. Last winter, the DOL Wage & Hour Division
launched the Bridge to Justice Program – a collaboration with the ABA that refers workers, who
have wage & hour claims that the DOL has declined to pursue, to ABA attorneys in their area
who can bring a private lawsuit on the workers’ behalf. (See:
http://www.dol.gov/whd/resources/ABAReferralPolicy.htm) The DOL has also introduced a
smart-phone app that allows workers to track their overtime “to help empower workers to
understand and stand up for their rights when employers have denied their hard-earned pay,"
according to Secretary of Labor, Hilda L. Solis. See,
http://www.dol.gov/opa/media/press/whd/whd20110686.htm.
II. Background on FLSA Enforcement Actions
The Fair Labor Standards Act requires the employer to pay overtime for all hours worked in
excess of 40 per week, unless the employee’s job duties fall within one or more of the
exemptions. Unpaid wage claims have historically been based on failure to pay overtime for
one of the following reasons:



1

the employee was misclassified as exempt;
the employer discouraged employees from recording and reporting overtime; or

A sampling of FLSA verdicts and judgments reported on the internet includes:
 $14.5 million against SNET Co. for failure to pay for meal breaks for outside plant technicians who were
required to remain on site during lunch to protect equipment;
 $210 Million and $52 Million verdicts against Farmers Insurance for unpaid overtime for claims
representatives;
 $35.6 million judgment against Family Dollar Stores for wrongly classifying store employees as managers
and then denying them overtime pay; and
 $2.5 million verdict against Staples for misclassifying store managers as exempt and failing to pay them
overtime.

2



the employer failed to pay for work or work-related activities, such as: picking up and
putting on equipment, reviewing employer memos/training; travel time; at-home work
(e.g. checking pda/answering work-related calls); and guarding equipment/premises
during unpaid meal breaks.
III. Recent Focus on White Collar Exemptions

Since the Department of Labor’s 2004 revision of its “white-collar” exemption
regulations— executive, administrative, professional, outside sales, and computer professional
employees—there has been a significant rise in FLSA claims, along with suits brought under
state wage-hour laws, for claims of improper classification under the white collar exemptions.2
The legal standard for determining whether an employee falls within an exemption looks at the
actual duties performed by the employee, not his or her title or job description. Exemptions
are narrowly construed, and the employer bears the burden of proof that an employee is
properly classified as exempt, regardless of intent.
A. Outside Sales Exemption
Recent FLSA suits have targeted the outside Sales exemption. Historically, the outside
sales exemption was not closely scrutinized – outside sales representatives were regarded as
exempt. As a result of recent litigation, companies have been forced to look more closely at the
requirements for the outside sales exemption. To qualify as exempt under the FLSA regulations:
1) the sales employee’s primary duty must be making sales or obtaining orders or
contracts for services or for the use of facilities for which a consideration will be paid by
the client or customer; and
2) the employee must be “customarily and regularly engaged away from the employer's
place or places of business in performing such primary duty.”
C.F.R. § 541.500.
1.

“Engaged Away” Requirement for Outside Sales Exemption

The “engaged away” component of the exemption requires that the sales
representative work primarily at customer premises. Working from home, or any fixed
2

The DOL Fact Sheet on Exemptions sets forth a summary of the requirements for each exemption:
http://www.dol.gov/whd/regs/compliance/fairpay/fs17a_overview.htm.

3

location, is considered the same as working from the office (i.e. does not satisfy the engagedaway requirement). The federal regulations state:
“The outside sales employee is an employee who makes sales at the customer's place of
business or, if selling door-to-door, at the customer's home. Outside sales does not
include sales made by mail, telephone or the Internet unless such contact is used merely
as an adjunct to personal calls. Thus, any fixed site, whether home or office, used by a
salesperson as a headquarters or for telephonic solicitation of sales is considered one of
the employer's places of business, even though the employer is not in any formal sense
the owner or tenant of the property.”
C.F.R. 541.502. The federal regulations do not specify how much time away from the office
suffices for the “customarily and regularly engaged away” prong of the test. Old federal
regulations (now replaced) defined the “Out-Side Salesman” exemption as reserved for a sales
employee whose non-sales work was limited to 20% of his/her time. Under the new
regulations, no percentage is specified, but 10% of time outside the office has been held not
enough.3
California law is more stringent than federal law on the outside sales exemption. It
requires that the outside sales representative spend more than 50% of his or her time away
from the office. The California Industrial Welfare Commission has stated:
“’Outside salesperson’ means any person, 18 years of age or over, who customarily and
regularly works more than half the working time away from the employer’s place of
business selling tangible or intangible items or obtaining orders or contracts for
products, services or use of facilities.”
California Industrial Welfare Commission Order No. 4-2001 Regulation Wages, Hours and
Working Conditions in the Professional, Technical, Clerical, Mechanical and Similar Occupations
(emphasis added).

3

Schultz v. All Fund, Inc., (unreported decision) 2007 WL 2333049 (D. Md., 2007)(where mortgage sales
representatives spent 90% of time in the office, and only 10% at the customer premises, Federal District Court
entered summary judgment against employer stating:
“No reasonable jury could find from the evidence submitted by defendants that plaintiffs customarily and
regularly met with clients and conducted business outside of the branch office. Plaintiffs are therefore
not exempt employees under the FLSA.”
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There has been increasing litigation over the engaged away prong in recent years,
prompting companies to take a look at exactly how much time their sales representatives are
spending in the office versus at customer locations. Actual day-to-day job responsibilities, not
job title, determine whether the exemption applies. Some companies have begun requiring
their sales representatives to be out of the office at least 50% of the time, particularly if they
work in California, both to stimulate sales and to satisfy the engaged away test. Some
employers are also seeking to qualify their outside sales representatives under other
exemptions, such as the administrative exemption or the highly compensated employee
exemption, if the job does not entail work at customer locations at least 50% of the time. In
some instances, companies have reclassified certain traditional outside sales positions as nonexempt, or have created new non-exempt support positions to handle administrative office
aspects of outside sales work so that the outside sales representatives have more time to work
at customer locations.
2.

Primary Duty Requirement for Outside Sales Exemption

There has also been litigation over the primary duty component of the outside sales
exemption. Indeed, there is currently a split in the courts over whether pharmaceutical sales
representatives (PSRs), who educate doctors in furtherance of sales efforts, but who are
prohibited from making sales to those doctors, qualify for the outside sales exemption. These
pharmaceutical representatives are often paid well in excess of $100,000. Some courts have
held that, as PSRs are prohibited by law from making sales to end-users (PSRs cannot sell to
doctors; they can only obtain “commitments,” from doctors to prescribe a drug to patients),
their primary duty cannot possibly be sales or obtaining orders, as required by the exemption.4
Other courts have held that PRRs are exempt because, applying a common sense understanding
and following the 70-year history of the DOL’s treatment of PSRs, PSRs make “sales” of
prescription drugs to doctors, who ultimately prescribe the drugs to the end-users, their
patients.5 By denying certiorari in the Novartis case on February 28, 2011, the United States
Supreme Court declined to resolve the split.6
4

In re Novartis Wage & Hour Litig., 611 F.3d 141 (2d Cir. 2010). The Novartis court held that the PSRs fell neither
within the Outside Sales exemption, nor the Administrative exemption. The Supreme Court denied certiorari on
this case. Novartis Pharmaceuticals Corp. v. Lopez, 131 S. Ct. 1568 (Feb. 28, 2011).
5
th
Christopher v. SmithKline Beecham Corp., 635 F.3d 383 (9th Cir. 2011). In Christopher, the 9 Circuit applied a
“common sense understanding to its determination that pharmaceutical sales representatives (PSRs) make sales,
stating:
“PSRs are driven by their own ambition and rewarded with commissions when their efforts generate new
sales. They receive their commissions in lieu of overtime and enjoy a largely autonomous work-life
outside of an office. The pharmaceutical industry's representatives—detail men and women—share many
more similarities than differences with their colleagues in other sales fields, and we hold that they are
exempt from the FLSA overtime-pay requirement.”
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B. Administrative Exemption
The administrative exemption excludes from the overtime requirements, individuals
who work in a bona fide administrative capacity. Employers have long lamented the lack of
guidance provided by the regulations on the primary duty prongs of this exemption. An
individual employed in a "bona fide administrative capacity" is someone:
1) Compensated on a salary or fee basis at a rate of not less than $455 per week . . .
exclusive of board, lodging or other facilities;
2) Whose primary duty is the performance of office or non-manual work directly
related to the management or general business operations of the employer or
the employer's customers; and
3) Whose primary duty includes the exercise of discretion and independent
judgment with respect to matters of significance.
29 C.F.R. § 541.200. The decisions on the administrative exemption often discuss both of the
primary duty prongs together, and thus do not provide precise guidance on what is required to
satisfy each prong.
a. Management or General Business Operations of the Employer or the
Employer’s Customers
The Seventh Circuit noted the vagueness of the administrative exemption requirements,
but came down on the employer’s side in a recent decision entitled, Verkuilen v. MediaBank,
LLC, 2011 WL 2084074, 2011 U.S. App. LEXIS 10666 (7th Cir. May 27, 2011). In Verkuilen,
Judge Posner, writing for the panel, found that the plaintiff was “a picture perfect example of a
worker for whom the Act's overtime provision is not intended.” Id., 2011 WL 2084074 at *2.
The plaintiff was an account manager for her employer, MediaBank, a provider of computer
software to advertising agencies. In that role, plaintiff “acted as a bridge between the software
developers and the customers, helping to determine the customers' needs, then relaying those
needs to the developers and so assisting in the customization of the software, and finally
helping the customers use the customized software.” Id. 2011 WL 2084074 at *1. The Seventh
Circuit affirmed the district court’s rejection of plaintiff’s overtime claim on summary judgment,
holding that that the plaintiffs primary duty was directly related to the general business
operations of her employer and the employer’s customer; however, the court first described
Id., 635 F. 3d at 400 – 401. A New Jersey District Court found PSRs exempt under the Administrative Exemption,
but not exempt under the Outside Sales exemption because they did not make sales, in an unreported decision,
Smith v. Johnson & Johnson, 2008 WL 5427802 (D. N.J. 2008). The Third Circuit affirmed the decision on the
Administrative exemption, but did not address the application of the Outside Sales exemption. Smith v. Johnson &
Johnson, 593 F.32 280 (2010).
6
See footnote 4, above.
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elements pertinent to the discretion and independent judgment prong – the complexity and
variety of options the account manager had to choose from in preparing a customized software
solution for the customer.7
b. Independent Judgment and Discretion
Employers have struggled to understand and apply the independent judgment and
discretion prong of the Administrative exemption requirements. Two recent opinions by the
Honorable Catherine Blake, United States District Judge for the District of Maryland, shed light
on this analysis: Andrade v. Aerotek, Inc., 700 F.Supp.2d 738 (D. Md. 2010)(herein “Aerotek I”)
and Andrade v. Aerotek, Inc., Slip Op., 2010 WL 4449333 (D. Md. November 5, 2010)(herein
“Aerotek II”). In both of these decisions, Judge Blake granted summary judgment in favor of the
employer, finding that the employer’s recruiter and account recruiting manager positions,
which involved finding and placing financial services professionals in contract positions with the
staffing company’s clients, were exempt under the administrative exemption.8 The Court
stated:
“The plaintiffs did not simply screen applicants for minimum qualifications; rather, they
developed their own individual recruiting strategies, conducted personal interviews with
potential candidates, and assisted candidates with drafting resumes and preparing for
job interviews with clients. Once a contractor was hired, the plaintiffs also used
discretion to manage and counsel a contractor when problems arose. Accordingly, the
plaintiffs fit within the third element of the FLSA's administrative exemption.”

7

The Seventh Circuit noted that the minimum wage requirements are not suited to employees who work much of
their time away from the employer’s premises – particularly where the job requires the exercise of independent
judgment relating to management or general business operations:
“Yet one sees what the regulation is getting at: a legal requirement to pay a worker a fixed percentage
increase in his hourly wage if he works more than 40 hours a week doesn't fit a worker who spends much
of his work time off the employer's premises, where he can't be supervised and so if entitled to overtime
would be tempted to inflate his hours.”
Id. 2011 WL 2084074 at *1.
8
The Court also addressed the management or general business operations prong of the administrative exemption
test. In Aerotek I, the Court held that the recruiter jobs satisfied this prong as they were performing HR-type work
for Aerotek’s customers. The Court stated:
“While working as a Recruiter and as an ARM at Aerotek, Ms. Kleinpeter found and placed financial
services professionals in contract positions at Aerotek's clients. She interviewed candidates, negotiated
pay, including holiday and vacation pay, and helped manage the contractors once they were hired. Thus,
it is clear that she was performing work in the functional areas of personnel management and human
resources for Aerotek's clients. Such work is squarely within the DOL's interpretation of “business
operations”.
Aerotek I, 700 F. Supp. 2d at 744.
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Aerotek II, 2010 WL 4449333 at *7.9
In another case this summer, Swartz v. Windstream Communications, Inc., Slip Op., 2011
WL 2036363, 2011 U.S. App. LEXIS 10593 (3d Cir. May 25, 2011), the Third Circuit found that the job
responsibilities of a telecommunications sales engineer sufficiently involved “the comparison
and evaluation of possible courses of conduct, and acting or making a decision after the various
possibilities have been considered” to satisfy the independent discretion and independent
judgment prong:
“Windstream's customer base was varied; it included, for example, major hospitals,
banks, and law firms. Each customer's needs varied with the nature of its business. It fell
to employees such as Swartz to assess these unique needs and to design
telecommunications systems to meet them. In so doing, Swartz had access to a sizable
product portfolio line. The inclusion (or exclusion) of different products in different
combinations naturally impacted the ultimate sales price. Swartz's goal was to find the
right combination of products at a price the customer was willing to pay. This task
required him to compare and evaluate discrete options, and to make a decision after he
had considered each possibility. Swartz's duties thus included the exercise of discretion
and independent judgment.”
Id., 2011 WL 2036363 at *2.
C. Current Legislative Efforts to Clarify the FLSA
The explosion in FLSA litigation, the split of authority in the Courts on key issues, the
costs to businesses and lack of flexibility for employees as a result of the confusion in the law,
and other factors, have led to efforts to reform the law. Congress is currently holding hearings
on updating the Fair Labor Standards Act. On July 14, 2011 the House Subcommittee on
Workforce Protections, which has oversight of the Fair Labor Standards Act held a hearing on
July 14, 2011 entitled: "The Fair Labor Standards Act: Is It Meeting the Needs of the TwentyFirst Century Workplace?" The testimony presented at that hearing is available here:
http://edworkforce.house.gov/Calendar/EventSingle.aspx?EventID=250290. Similar efforts are
taking place in the Senate.

9

A similar case against Aerotek, brought in the California state court, was removed to the U.S. District Court for
the Central District of California (Case No. 2:08-cv-06044-DMG-AGR), involving the application of California law to
th
the same recruiter positions. The District Court’s denial of class certification in that case was appealed to the 9
Circuit.

8

D. Conclusion
Until the law is clarified, the FLSA is full of traps for employers. Just because a group of
employees have been exempt “forever” does not mean that they meet the requirements of the
exemption. To avoid unpleasant surprises, it may be wise to take a fresh look at all employees
who are classified as exempt to see if any adjustments may be warranted.
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The Whistleblower Provisions of the Dodd-Frank Act

On July 21, 2010, President Obama signed the Dodd-Frank Wall Street Reform and
Consumer Protection Act (“Dodd-Frank Act”) into law.
The Dodd-Frank Act should be carefully scrutinized by the legal departments of publicly
traded companies, as its provisions will have a profound effect on how these companies process
internal complaints and warnings regarding possible violations of securities laws.

This is

because the Dodd-Frank Act authorizes the payment of potentially huge monetary awards to
whistleblowers who provide original information to the Securities and Exchange Commission
(“SEC”) or the Commodity Futures Trading Commission (“CFTC”) and equally importantly bars
“retaliation” against such whistleblowers. The Dodd-Frank Act also strengthens pre-existing
whistleblower protection provisions in the Sarbanes-Oxley Act and the False Claims Act.
Section 922 of the Dodd-Frank Act (which amends various sections of the Securities
Exchange Act of 1934, located at 15 U.S.C. 78a, et seq.) requires the SEC to pay rewards to
people who provide original information to the SEC which results in monetary sanctions which
exceed one million dollars. Such awards will range from ten to thirty percent of the amount of
money recouped by the SEC, with the precise amount of the award left to be determined by the
SEC.
The plain intent of the Dodd-Frank Act is to provide an incentive to corporate employees
and other “insiders” to come forward and assist the SEC to identify violations of securities laws.
In evaluating the amount of money to be paid to these whistleblowers, the government will
evaluate the significance of the information provided, the degree of assistance provided and the
interest of the government in deterring the violations which come to light.
478726

Unlike the existing qui tam provisions of the False Claims Act, the Dodd-Frank Act
provides no private right of actions to whistleblowers to prosecute alleged securities fraud on
their own.
Significantly, however, the Dodd-Frank Act does create a new private cause of action for
employees who allegedly suffer retaliation due to a lawful act carried out by the whistleblower.
If an employee provides information to the SEC, testifies to a judicial or administrative
entity or makes disclosures as required under the Sarbanes-Oxley Act, they may not be
discharged, demoted, suspended, threatened or harassed. An employee need not prove that the
“whistleblowing” was the sole reason for demotion or termination of employment. Instead,
under Section 1057 of the Dodd-Frank Act, such an employee must merely show, by a
preponderance of the evidence, that the whistle blowing was a “contributing factor” to the
demotion or job termination.
The Dodd-Frank Act also strengthens the pre-existing whistleblower protection sections
of the Sarbanes-Oxley Act and of the False Claims Act (31 U.S.C. §3730(h)).
Corporate legal departments should make it a top priority to review their compliance
programs and update them as needed. They should constantly inform and remind employees of
the existing channels for reporting internal complaints and, wherever possible, streamline and
improve those channels to insure that they are fully functioning and that employee reports of
possible violations are fully investigated and evaluated. When compliance officers within a
company learn of improper activity, they must quickly determine whether there is actually a
reportable violation and if such a violation exists, they should bite the bullet and “self-report” the
violation to the S.E.C. or C.F.T.C. quickly as possible. Although the company will still have to

478726

face the consequences of the violation, the government may be somewhat more amenable to a
reasonable settlement of a self-reported violation and further, the company will avoid the thicket
of laws and consequences which spring into effect as soon as an employee blows the whistle
about a securities violation. Human resources administrators and attorneys should be vigilant to
insure that employees who have reported a violation are not demoted or dismissed or if it is
absolutely necessary to dismiss or demote the employee, they should be braced for the inevitable
litigation and prepared to show that the employee’s whistleblowing was not even a factor in the
decision to demote or dismiss them.
In summary, the Dodd-Frank Act’s Whistleblower provisions should be carefully
reviewed by corporations and those who advise them and protocols should be aput in place to
minimize the risk of large awards and sanctions.
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