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Article 1 Definitions and usages (general) 
Introductory comment:  There are three schools of thought about de-

fined terms:  1) Put all defined terms in a Definitions section; 2) Define 

each term as it is first used; and 3) Some combination of 1 and 2. This 

document uses the third approach.  

101.01 Affiliate 

Affiliate status, whether or not capitalized, exists (i) when one in-

dividual or organization is in a control relationship with another, 

and/or (ii) in any other circumstance expressly stated by this 

Agreement.   

Purpose:  Sometimes a company wants the benefits (or obligations) of 

the contract to extend also to "affiliated" companies. This definition 

puts fences around the concept of affiliation; the definition is very 

common and seldom objected to. It’s based on definitions used in a 

number of SEC regulations (see the commentary in the definition of 

control below). 

Competitor with affiliate status?  Think about what would happen if one 

of the other side’s existing- or future affiliates turned out to be a com-

petitor, or some other person or organization the negotiator's client 

would just as soon not do business with.  

Loss of affiliate status?  It might be well to specify, elsewhere in the 

Agreement, just what would happens in case of loss of affiliate status. 

For example, suppose that (1) that a software license agreement per-

mitted the licensee’s affiliates to use the software, and (2) that a partic-

ular affiliate were later to lose its status as such because of a corporate 

divestiture. It could be disruptive if the affiliate were required immedi-

ately to stop using the licensed software. 

Affiliate status also exists among the following individuals and/or 

organizations: None.     

Purpose:  Sometimes a company wants the rights (and/or the obliga-

tions) of affiliate status to exist even if a control relationship doesn't.  

For example, suppose that Party A is a partner in a joint venture, and 

doesn't have a control relationship with the joint venture, but it still 
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wants the joint venture to have affiliate benefits under the agreement.   

This provision offers a vehicle for achieving this.  

101.02 And/or 

And/or has the same meaning as the inclusive or.   EXAMPLE:  

“The parties expect to meet Tuesday and/or Wednesday” means 

that they expect to meet on Tuesday, on Wednesday, or on both 

days. 

Comment:  Some critics rail against the use of and/or as a crutch for the 

lazy. According to one judge — no slave to brevity, he — “the drafter 

could express a series of items as, ‘A, B, C, and D together, or any com-

bination together, or any one of them alone.”‘   Carley Foundry, Inc. v. 

CBIZ BVKT, LLC, No. 62-CV-08-9791, slip op. at 8 (Minn. Ct. App., Apr. 6, 

2010);  (affirming summary judgment dismissing malpractice claim on 

grounds of prior release) (unpublished) (italics added); see also, e.g., 

materials cited in the Wikipedia entry for the term “and/or.”  ¶ I’m usu-

ally a stickler for ‘correct’ language. But count me in the camp of those 

who insist that and/or, properly used, is a perfectly serviceable short-

hand — language was made for man, not man for language. 

101.03 Best efforts 

Best efforts refers to `leaving no stone unturned' in making rea-

sonable efforts to achieve the stated objective.   For the avoid-

ance of doubt, a party required to use best efforts (i) need not 

take every conceivable action to achieve the stated objective, and 

(ii) need not take any action that would not qualify as a reasona-

ble effort. 

Purpose: This section tries to give some predictability to the term “best 

efforts.”  Different courts might define the term in very different 

ways — sometimes requiring all efforts short of bankruptcy, while other 

times requiring only reasonable efforts.  See generally Kenneth A. Ad-

ams, Understanding "Best Efforts" and Its Variants (Including Drafting 

Recommendations), The Practical Lawyer, Aug. 2004, at 11, 13-14 (Aug. 

2004) (reviewing case law), available at http://goo.gl/p9pns.  Caution:  

Ken (a longtime on-line acquaintance) helpfully cites case law, but he 

http://www.lawlibrary.state.mn.us/archive/ctapun/1004/opa091018-0406.pdf
http://en.wikipedia.org/wiki/And/or
http://www.adamsdrafting.com/downloads/Best-Efforts-Practical-Lawyer.pdf
http://www.adamsdrafting.com/downloads/Best-Efforts-Practical-Lawyer.pdf
http://goo.gl/p9pns
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does not seem to grasp the difference between best efforts and reason-

able efforts, nor between reasonable efforts and all reasonable efforts. 

See id. at 14-15.  He asserts that "as a matter of semantics there is no 

basis for suggesting that reasonable efforts should be given a meaning 

different from best efforts or reasonable best efforts." Id. at 14.  He also 

makes the surprising claim that "[m]ost courts use the terms  best ef-

forts and  reasonable efforts interchangeably."  Id. at 14; see also his 

blog posting, What the Heck Does "Best Efforts" Mean?, available at 

http://goo.gl/Rc5FG (Jan. 23, 2008; accessed Feb. 5, 2012). 

Leaving no stone unturned is a phrase from a leading Canadian court 

decision. See Atmospheric Diving Systems Inc. v. International Hard Suits 

Inc., 89 B.C.L.R. (2d) 356 (1994), excerpted by Ken Adams in his posting, 

"Best Efforts" Under Canadian Law, available at http://goo.gl/IxvG 

(March 9, 2009; accessed Feb. 5, 2012). 

Comment:   Best-efforts obligations are inherently risky.  The obligated 

party might well think it has made its best efforts. But it usually 

wouldn’t be hard for the other side’s lawyer — who of course has 20-20 

hindsight — to think of other things the company supposedly could have 

done; therefore (so the other lawyer argues), the obligated party clearly 

didn’t use “best” efforts, QED. 

Negotiation tips: See the blog posting at http://goo.gl/ak4TP for some 

tips on negotiating best-efforts obligations, if you must.  In summary:  

1) Try to define “best efforts” and “reasonable efforts” conservatively; 

2) help keep disputes from arising by forcing the parties to talk regular-

ly; 3) require early neutral evaluation (ENE) of best-efforts disputes; 

4) create a financial incentive to settle; 5) Require micro-arbitration of 

best-efforts disputes; and/or 6) agree to refer best-efforts disputes to a 

special master. 

Further reading:  See generally: ● The definition of reasonable efforts; 

● a useful 2007 Jones Day memo by Shawn C. Helms, David Harding, 

and John R. Phillips at http://bit.ly/4noETJ. 

101.04 Commercially reasonable 

As an example, commercially-reasonable efforts (whether or not 

capitalized) refers to at least those efforts that experienced busi-

http://www.adamsdrafting.com/2008/01/23/what-does-best-efforts-mean/
http://goo.gl/Rc5FG
http://www.adamsdrafting.com/2009/03/09/best-efforts-under-canadian-law/
http://www.adamsdrafting.com/2009/03/09/best-efforts-under-canadian-law/
http://goo.gl/IxvG
http://en.wikipedia.org/wiki/Q.E.D.
the%20blog%20posting
http://goo.gl/ak4TP
http://www.jonesday.com/pubs/pubs_detail.aspx?pubID=S4470
http://bit.ly/4noETJ
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ness people, in the relevant circumstances, would regard as rea-

sonable efforts. Other uses of the term commercially-reasonable 

have corresponding meanings. 

Comment:  Note that this example expressly requires assessing the lev-

el of effort from the point of view of reasonably-experienced business 

people. Note also, however, that the example implicitly incorporates 

the definition of reasonable efforts, which potentially requires consider-

ation of more than just business issues. 

Further reading:  See the commentary to the definition of best efforts 

above. 

101.05 Consumer Price Index (CPI) 

CPI refers to the Consumer Price Index, All Items for All Urban 

Consumers (CPI-U), as published from time to time by the U.S. Bu-

reau of Labor Statistics. 

Comment:  Many contracts include limitations on pricing increases, of-

ten tied to increases in CPI.  Depending on the industry, however, CPI-U 

might not be the best index for estimating how much a provider’s costs 

have increased. See generally the FAQ page of the Bureau of Labor Sta-

tistics (accessed Dec. 2, 2010). 

From time to time:  This prophylactic phrase should forestall any at-

tempt to claim that CPI means only the specific value of CPI as of the 

signing date of the Agreement. 

101.06 Control 

(a) For purposes of determining affiliate status, control of an or-

ganization (whether or not capitalized) refers to the direct or indi-

rect possession of (i) voting control — via ownership, a voting 

agreement, or otherwise — of securities of the organization carry-

ing at least 50% of the aggregate right to vote for the organiza-

tion's board of directors or comparable governing body, or (ii) the 

right to select, or to prevent the selection, of a majority of the 

members of such board or other body.  ¶ (b) For the avoidance of 

http://www.bls.gov/cpi/cpifaq.htm#Question_12
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doubt, control of an organization may be (i) direct, or (ii) indirect 

via one or more intermediaries.  

Comment:  See the discussion in the definition of affiliate.   The "50%" 

language is common, as is the definition of control, which has roots in 

the definition of affiliate in U.S. securities laws such as Rule 501(b) of 

SEC Regulation D, 17 CFR § 230.501(b).  

Heads-up:  Some parties may want the percentage to be less than 50% 

because they have subsidiaries in which they don’t own that much 

stock.  Consider instead using the "Affiliate status also exists ..." section 

to specify that particular organizations are to be deemed affiliates even 

without a control relationship. 

101.07 Control (continued) 

For purposes of determining affiliate status, control of an organi-

zation (whether or not the term is capitalized) will not be deemed 

to arise solely from a requirement that a particular type of trans-

action or decision by the organization be approved by a superma-

jority vote of the organization's board of directors, shareholders, 

members, etc., or, a specific class of shares, a specific individual, 

and the like.   

101.08 Control (continued)ef 

Control of an organization also includes the power to direct or 

cause the direction of the management and policies of the organi-

zation, by contract or otherwise. 

Purpose: Some contracting parties want their “affiliates” to include 

companies that (they think) they “control.”  The language of this clause 

is modeled on text found in the U.S. securities laws (for example, in 

Rule 1-02(g) of SEC Regulation S-X). 

Heads-up: For regulatory purposes, the SEC's language may be all well 

and good. But if this kind of definition of "control" were to be used in a 

contract, it's not hard to imagine how, in later litigation, the parties 

might have to engage in extensive — and expensive — discovery about 

who had what management power at the relevant time(s). For an ex-

http://www.law.uc.edu/CCL/33ActRls/rule501.html
http://www.law.uc.edu/CCL/regS-X/SX1-02.html
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ample of just such a such battle over who had "control," in a case in-

volving a vessel destroyed by fire, see Offshore Drilling Co. v. Gulf Cop-

per & Mfg. Corp., No. 08-40885 (5th Cir. Apr. 20, 2010) (affirming sum-

mary judgment in relevant part). 

Alternative:  In many circumstances, it may be enough to state that 

certain specified companies will be deemed affiliates regardless of any 

lack of a control relationship; see the "Affiliate status also exists among 

..." section for language to that effect. 

101.09 Control relationship 

A control relationship exists between two persons (where a per-

son is an individual or an organization) when one such person 

controls, is controlled by, or is under common control with, the 

other person, either directly or indirectly via one or more inter-

mediaries; the two persons are control-relationship affiliates.  

101.10 Day 

Day refers to a calendar day unless expressly stated otherwise. 

101.11 Discretion  

IF: This Agreement commits a decision, determination, or action 

to the discretion (whether or not capitalized) of an individual or 

organization; THEN: That decision, determination, or action may 

be taken with concern solely for the wishes of that individual or 

organization. For the avoidance of doubt, the parties' intent is to 

empower the individual or organization to take the decision, de-

termination, or action without fear of later being accused of 

breaching a putative duty of good faith and fair dealing. 

Heads-up:  Applicable law might impose an implied covenant of good 

faith and fair dealing that could limit a party's right to exercise discre-

tion purely in its own self-interest. See generally the Wikipedia article, 

"Implied covenant of good faith and fair dealing," at 

http://goo.gl/BKJ4b. 

http://www.ca5.uscourts.gov/opinions/pub/08/08-40885-CV0.wpd.pdf
http://www.ca5.uscourts.gov/opinions/pub/08/08-40885-CV0.wpd.pdf
http://en.wikipedia.org/wiki/Implied_covenant_of_good_faith_and_fair_dealing
http://goo.gl/BKJ4b
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101.12 Examples 

Examples (and terms such as for example), whether or not capital-

ized, are used in this Agreement for purposes of illustration, not 

of limitation, unless another meaning is clear from the context.  

¶ NOTE:  For the avoidance of doubt, if in some places this 

Agreement uses longer expressions such as "by way of example 

and not of limitation," such usage does not mean that the parties 

intend for shorter expressions such as "for example" to serve as 

limitations unless expressly stated otherwise. 

Purpose: This definition eliminates the need to repeatedly write (and 

read), for example, “by way of example but not of limitation.” It’s not 

uncommon in contracts, and generally uncontroversial. 

101.13 For the avoidance of doubt 

IF: The parties omit from this Agreement a form clause containing 

the term “for the avoidance of doubt” (or similar phrases such as 

“for clarity”); THEN: That omission does not in itself signify that 

the parties agreed to a proposition contrary to the omitted form 

clause. 

Purpose:  Some provisions of this Agreement contain a provision 

tagged as “for the avoidance of doubt.” This definition of that term is 

meant to forestall a party from making an argument that omission of 

the provision implies that the parties agreed to the contrary of the pro-

vision.  

101.14 GAAP  

GAAP refers to generally accepted accounting principles, as est-

ablished and interpreted in the United States, and consistently 

applied. 

Further reading:  For an overview of generally accepted accounting 

principles, see the Wikipedia article of the same title — which also links 

to a discussion of International Financial Reporting Standards (IFRS), 

which according to some are beginning to replace the U.S.-oriented 

GAAP. 

http://en.wikipedia.org/wiki/Generally_accepted_accounting_principles
http://en.wikipedia.org/wiki/International_Financial_Reporting_Standards
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101.15 Include 

Include and like words (for example, includes, included, and in-

cluding), whether or not capitalized, are to be deemed followed 

by the phrase "without limitation" if not followed literally by that 

phrase, unless followed by "only" (or other limiting phrase). 

Precedent:  United Airlines - Continental Airlines merger agreement 

§ 9.4.   

101.16 Indemnify 

Unless otherwise specified, a party required to indemnify another 

party against a stated event (whether or not the verb is capital-

ized) will, at the other party's written request, pay or reimburse 

the other party for all claims, liabilities, losses, monetary awards 

obligations, penalties, actions, judgments, execution, costs, ex-

penses, and disbursements, of any kind or nature, arising out of 

the stated event. (See also the sections entitled "Indemnities – in 

general" and "Indemnities – claims by third parties.") 

Comment:  Many indemnity clauses include laundry lists of things to be 

defended- and indemnified against. This definition reduces the need to 

repeatedly write out (and read) the laundry list.  

Note:  This definition does NOT include a “hold harmless” clause. There 

doesn't seem to be a generally-accepted meaning for the term "hold 

harmless"; it appears to mean that the indemnifying party, in essence, 

not only (i) agrees to reimburse the protected party for whatever dam-

age it might incur itself, but also (ii) gives the protected party a get-out-

of-jail-free card, that is, the indemnifying party agrees to be responsible 

for all of the damage in question even if the protected party bears some 

responsibility for it. 

101.17 Intellectual property 

Intellectual property, whether or not capitalized, refers broadly to 

inventions, concepts, techniques, plans, designs, methodologies, 

procedures, programs, approaches, ideas, know-how, computer 

http://yahoo.brand.edgar-online.com/displayfilinginfo.aspx?FilingID=7225770-40130-562436&type=sect&dcn=0000950157-10-000587
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software, technology, writings, graphics, other works of author-

ship, trademarks, service marks, logos, and trade names. 

101.18 Intellectual-property right 

Intellectual-property right, whether or not capitalized and wheth-

er or not hyphenated, refers to any exclusive- or exclusionary 

right existing by law in respect of intellectual property, now or in 

the future, anywhere in the world, including without limitation 

any right to sue for present or past infringement.  ¶ For the 

avoidance of doubt, the term intellectual-property right is intend-

ed to be construed broadly; it includes, for example, (i) all rights 

(whether registered or unregistered) in, or arising under laws con-

cerning:  trade secrets; confidential information; inventions; pa-

tents; trademarks, service marks, and trade names; Internet do-

main names; copyrights; designs; rights of publicity; and mask 

works; (ii) any pending application for such a right, including for 

example an application for a patent or to register a copyright or 

trademark; and (iii) any right to file such an application. 

101.19 Knowledge  

Knowledge refers to actual knowledge; knows has a correspond-

ing meaning. 

Comment:  Knowledge definitions, usually much more elaborate than 

this one, are commonly seen in merger- and acquisition (M&A) agree-

ments. I’ve not seen many, if any, in agreements for commercial trans-

actions.   

Background:   This definition is excerpted from UCC § 1-202(b).  Note 

that there is no duty of inquiry. Note also that other subdivisions of UCC 

§ 1-202 are not incorporated into this Agreement: some of those other 

subdivisions define “notice” and specify default rules for when an or-

ganization has knowledge or notice of a fact, which might conflict with 

the notice provisions of the Agreement. 

http://www.law.cornell.edu/ucc/1/article1.htm#s1-202b
http://www.law.cornell.edu/ucc/1/article1.htm#s1-202b
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101.20 Law 

Law, whether or not capitalized, refers to any and all applicable 

provisions of a constitution, statute, regulation, ordinance, judg-

ment, order, or other requirement or prohibition having legally-

binding effect at the relevant time. 

Purpose:  Once in a great while, an aggressive trial counsel might try to 

claim that some form of government requirement did not constitute 

“law” in connection with a contract provision.  This definition is intend-

ed to forestall such an attempt. 

101.21 Organization  

Organization, whether or not capitalized, refers to a corporation, 

business trust, estate, trust, partnership, limited liability company, 

association, joint venture, government, governmental subdivision, 

agency, or instrumentality, public corporation, or any other legal 

or commercial entity. 

Origin:  This language is adapted from UCC § 1-201(25) and (27). 

101.22 Person  

An individual or organization. 

Origin:  This language is adapted from UCC § 1-201(27). 

101.23 Reasonable efforts 

(Whether or not capitalized)  One or more reasonable actions rea-

sonably calculated to achieve the stated objective.  ¶ (a) Any as-

sessment of reasonable efforts is to give due regard to the infor-

mation reasonably available, to the relevant person at the rele-

vant time, about (for example) the likelihood of success of specific 

action(s); the likely cost of other actions; the parties' other inter-

ests; the safety of individuals and property; and the public inter-

est.  ¶ (b) For the avoidance of doubt, to make reasonable ef-

forts does not necessarily require taking every conceivable rea-

sonable action. 

http://www.law.cornell.edu/ucc/1/article1.htm#s1-201b25
http://www.law.cornell.edu/ucc/1/article1.htm#s1-201b27
http://www.law.cornell.edu/ucc/1/article1.htm#s1-201b27
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Purpose: This section attempts to give some predictability to the term 

“reasonable efforts.”    The definition is my own coinage.  

Comment: Whether a given drafter or reviewer will want to use this def-

inition likely will depend on the specific context in which the defined 

term is to be is used. 

Further reading: Chapter 7 of Ken Adams’s A Manual of Style for Con-

tract Drafting, 2d Ed., contains useful research.  See also a helpful 2007 

Jones Day memo by Shawn C. Helms, David Harding, and John R. Phillips 

at http://bit.ly/4noETJ. 

101.24 Responsible 

As an illustrative example, responsible efforts (whether or not 

capitalized) to achieve an objective refers to at least 

such reasonable efforts as a reasonable person would make in a 

conscientious attempt to achieve that objective. 

Purpose:  This section attempts to define a level of effort that requires 

more than just “reasonable efforts,” without drifting into the vagueness 

of the term “best efforts.” 

Comment:  This definition is my own coinage; I don’t recall ever seeing 

the defined term used in an actual contract. Whether the term will be 

acceptable to a given drafter or reviewer will likely depend on the con-

text in which it’s used. 

101.25 Seasonable 

An action is taken seasonably (whether or not the word is capital-

ized) if the action is taken at or within the time agreed or, if no 

time is agreed, at or within a reasonable time. 

Origin:  This definition is adapted essentially verbatim from UCC  

§ 1-205. 

101.26 Signed 

(Whether or not capitalized)  Signed and like terms such sign, 

signing and signature, whether or not capitalized, with respect to 

http://www.amazon.com/gp/product/1604420286?ie=UTF8&tag=legalusageind-20&linkCode=as2&camp=1789&creative=390957&creativeASIN=1604420286
http://www.amazon.com/gp/product/1604420286?ie=UTF8&tag=legalusageind-20&linkCode=as2&camp=1789&creative=390957&creativeASIN=1604420286
http://www.jonesday.com/pubs/pubs_detail.aspx?pubID=S4470
http://bit.ly/4noETJ
http://www.law.cornell.edu/ucc/1/article1.htm#s1-205
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a writing, refers to executing or adopting a symbol, or carrying out 

a process, attached to or logically associated with a writing, with 

the intent to adopt, accept, or authenticate the writing. 

Origin: This definition is a combination of (i) the definition of "signed" in 

UCC § 1201(37), and (ii) the definition of "writing" in Rule 1.00(v) of the 

2010 proposed amendments to the Texas Disciplinary Rules of Profes-

sional Conduct [for lawyers] at http://goo.gl/PbgOe.  (Those proposed 

amendments were rejected, for unrelated reasons, in a referendum of 

the State Bar of Texas.) 

101.27 Tax  

(Whether or not capitalized)  Any tax, assessment, charge, duty, 

levy, or other similar governmental charge of any nature.  ¶ The 

term includes, for example, any and all governmental charges im-

posed by any federal, state or local authority in the United States 

or elsewhere.  ¶ Illustrative examples of taxes include the follow-

ing, whether or not undisputed: (i) all taxes on income, gross re-

ceipts, employment, franchise, profits, capital gains, capital stock, 

transfer, sales, use, occupation, property, excise, severance, wind-

fall profits, sick pay, and disability pay; (ii) all ad valorem, alterna-

tive minimum, environmental, license, payroll, registration, social 

security (or similar), stamp, stamp duty reserve, unemployment, 

value added, and withholding taxes; and (iii) all other taxes, as-

sessments, charges, customs and other duties, fees, levies or oth-

er similar governmental charges of any kind whatsoever, together 

with (iv) all estimated taxes, deficiency assessments, additions to 

tax, penalties, and interest. 

Origin:  This definition of tax is adapted from contract language quoted 

by the Court of Appeals of New York in Innophos, Inc. v. Rhodia, S.A., 

2008 NY Slip Op 01253, 882 N.E.2d 389 (N.Y. Feb. 12, 2008), available at 

http://www.nycourts.gov/ctapps/decisions/feb08/4opn08.pdf. In that 

case, the state of New York’s highest court of appeals upheld a sum-

mary judgment that a $20 million-plus water usage charge, levied by a 

Mexican government entity, was a “tax” within the meaning of the con-

tract’s laundry-list definition. See slip op. at 2-3. 

http://www.law.cornell.edu/ucc/1/article1.htm#s1-201b37
http://www.texasbar.com/Content/NavigationMenu/ForLawyers/GrievanceInfoandEthicsHelpline/Final-Proposed-TDRPC-Amendments.pdf#page%3D6
http://goo.gl/PbgOe
http://www.nycourts.gov/ctapps/decisions/feb08/4opn08.pdf
http://www.nycourts.gov/ctapps/decisions/feb08/4opn08.pdf
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101.28 Term 

The term of this Agreement, unless another meaning is clear from 

the context. 

101.29 Tribunal 

(Whether or not capitalized)  An adjudicatory body of competent 

jurisdiction, for example a court; an arbitrator or arbitral tribunal; 

or an administrative agency acting in an adjudicatory capacity.  

¶ For this purpose, the term acting in an adjudicatory capaci-

ty means that in a particular matter, after the presentation of evi-

dence or legal argument or both by one or more parties, a panel 

of one or more neutral officials renders a binding legal judgment 

directly affecting the interests of one or more parties in the mat-

ter. 

Origin: This definition is adapted from proposed amendments to 

Rule 1.00(u) of the 2010 proposed amendments to the Texas Discipli-

nary Rules of Professional Conduct [for lawyers] at http://goo.gl/PbgOe.  

(The proposed amendments were rejected, for unrelated reasons, in a 

referendum of the State Bar of Texas.) 

101.30 Warranty 

For the avoidance of doubt, a warranty, whether or not capital-

ized, is (i) a statement of existing- or anticipated fact by a party to 

another party, coupled with (ii) a promise to indemnify the other 

party against any damages that the other party may show it in-

curred as a result of the statement being incorrect at a time stat-

ed in or implied by the statement. ¶ The verb warrant, whether or 

not capitalized, has a corresponding meaning. 

101.31 Written 

Writing or written, whether or not capitalized, refers to any tangi-

ble or electronic record of a communication or representation. 

The terms encompass, for example, handwriting, typewriting, 

http://www.texasbar.com/Content/NavigationMenu/ForLawyers/GrievanceInfoandEthicsHelpline/Final-Proposed-TDRPC-Amendments.pdf#page%3D6
http://goo.gl/PbgOe
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printing, photocopying, photography, audio or video recording, 

and e-mail. 

Origin: This definition is adapted from Rule 1.00(v) of the 2010 pro-

posed amendments to the Texas Disciplinary Rules of Professional Con-

duct [for lawyers] at http://goo.gl/PbgOe.  (The proposed amendments 

were rejected, for unrelated reasons, in a referendum of the State Bar 

of Texas.) 

101.32 Usages 

Unless otherwise clear from the context:  (a) All references to ar-

ticles, sections, subsections, subdivisions, paragraphs, exhibits, 

appendixes, addenda, and the like are to those of this Agreement 

unless otherwise clear from the context. ¶  (b) A dollar sign ($) re-

fers to U.S. dollars. ¶ (c) A reference to any individual or organiza-

tion includes the successors and permitted assigns of that individ-

ual or organization.   

Precedents:   http://www.faqs.org/sec-filings/101112/Howard-Hughes-

Corp_8-K/a10-21087_1ex10d1.htm#ixzz1kJl86x39 

http://www.texasbar.com/Content/NavigationMenu/ForLawyers/GrievanceInfoandEthicsHelpline/Final-Proposed-TDRPC-Amendments.pdf#page%3D6
http://goo.gl/PbgOe
http://www.faqs.org/sec-filings/101112/Howard-Hughes-Corp_8-K/a10-21087_1ex10d1.htm#ixzz1kJl86x39
http://www.faqs.org/sec-filings/101112/Howard-Hughes-Corp_8-K/a10-21087_1ex10d1.htm#ixzz1kJl86x39
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Article 2 Business operations [selected] 

201 Definitions 

For purposes of this Article, the following defined terms have the 

stated meanings. 

Client refers to [company name]. 

Customer refers to [company name]. 

Order refers to an order issued to Provider by or on behalf of Cus-

tomer for the acquisition of goods or services. 

Products refers to [list of products authorized for resale] 

Provider refers to [company name]. 

Reseller refers to [company name]. 

Territory refers to [define the market area in which Reseller is au-

thorized to operate].  

202 Orders 

202.01 Writing requirement for Orders 

All Orders must be in writing. 

202.02 Content & form of an Order 

Each Order must contain such information, in such form, as Pro-

vider may reasonably specify in writing from time to time.  

202.03 Information required in an Order 

Each Order is to contain, at a minimum, the following where ap-

plicable: (i) unit quantity; (ii) unit price; (iii) shipping destination; 

(iv) requested delivery date; and (v) any other relevant infor-

mation reasonably requested by Provider from time to time. 
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202.04 Pricing information required in an Order 

Each Order is to state the relevant Provider list price(s), expressly 

labeled as such, along with any applicable discount.  

202.05 Orders not binding unless accepted in writing 

Provider will have no obligation in respect of any Order unless and 

until it accepts the Order in writing.  

202.06 Acceptance of an Order at discretion 

No Order will be binding on Provider unless and until accepted by 

Provider in its discretion.   

202.07 Electronic acceptance permitted 

Provider may accept an Order by email or other electronic form in 

its discretion. 

202.08 Notification of rejection required 

An Order will be deemed accepted if Provider does not advise Re-

seller, in writing, of rejection within three working days after re-

ceipt.  

202.09 Explanation of rejection required 

 If Provider rejects an Order, it will explain its reasons to Reseller 

in writing.  

202.10 Cancellation of accepted Orders 

Reseller may cancel an accepted Order by providing Provider with 

a written cancellation no later than two business days after ac-

ceptance, but only with Provider's written consent. 

Alternatives:  Consider specifying any of the following:  • Provider may 

grant or withhold its consent to an Order cancellation in its discretion. 

• Provider will not unreasonably withhold its consent to cancellation of 

an Order. • Reseller may cancel an accepted Order at any time until ful-

fillment.  
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203 Services 

203.01 Definitions 

Statement of Work (or SOW) refers to one or more written doc-

uments (or groups of related written documents), each signed or 

otherwise clearly agreed to in writing by or on behalf of Provider 

and Customer, specifying services to be performed by Provider for 

Customer. 

Purpose:   Both parties tend to like having a services agreement serve as 

a master agreement. This allows the parties to agree to one or more 

specific statements of work (frequently abbreviated “SOW”) on a case 

by case basis, without having to negotiate legal T&Cs each time. In addi-

tion, Provider often wants it clear that its obligation to provide services 

will be only as stated in a statement of work. 

Groups of related documents:  The definition of “Statement of Work” is 

designed to accommodate real-world situations in which the parties 

aren’t as punctilious about documenting their intentions as the lawyers 

might like:  If it’s clear from emails, etc., that the parties agreed that 

Provider will do X, then this provision allows that agreement to be en-

forced.  

Comment:  Drafters usually prefer strongly that contracts be self-

contained (and often include an entire-agreement clause to make sure 

of it), but in this case referring to extrinsic written evidence seems likely 

to be a worthwhile trade-off for convenience in getting business done. 

Heads-up:  Sometimes the parties’ lawyers might not review a state-

ment of work as carefully as they do the body of the contract. Even so, a 

SOW can easily contain significant, legally-binding obligations.  

Deliverable refers to an item that Provider is required to cause to 

be delivered to Customer pursuant to a Statement of Work. 

Service refers to a service specified in a Statement of Work. 
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Statements of Work (SOWs) 

203.02 Incorporation by reference 

Each Statement of Work is deemed to incorporate this Agreement 

by reference.  

Comment:  I've seen some services agreements in which the reverse is 

true, namely that each Statement of Work is deemed incorporated into 

(or even an extension or amendment of) the main agreement.  I've nev-

er understood the rationale for that; it means that a material breach in 

one SOW could result in a cascade of cross-default consequences for all 

other SOWs.   If a party wants that, it can provide for it using the "Cross-

default" provision in section 903.12 below.  (See also the "Separate 

agreements" provision below.) 

203.03 Separate agreements 

Each Statement of Work is considered a separate agreement be-

tween the parties unless it expressly provides otherwise.  

Purpose:  Provider may want this provision to negate cross-default 

rights.  If Provider were to totally bomb out on SOW #1, but it did OK on 

SOW #2, it might not want Customer to be able to terminate both of 

them.   

Objection:  On the other hand, if Provider did totally bomb out on 

SOW #1, then Customer might want the right to wash its hands of Pro-

vider entirely by terminating all SOWs, not just the problematic one.  

203.04 Master agreement controls 

In any case of apparent conflict between this Agreement and a 

Statement of Work agreed to under this Agreement, the provi-

sions of this Agreement will control unless the Statement of Work 

expressly states otherwise.    
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203.05 Statements of Work are discretionary 

 For the avoidance of doubt, neither party is obligated to enter in-

to or agree to any particular Statement of Work except to the ex-

tent (if any) that this Agreement expressly states otherwise. 

Purpose:  This phrase is intended to preclude an aggressive provider 

from claiming that the customer implicitly agreed to give the provider a 

certain amount of work. In one case, a provider made just such a claim 

in connection with an agreement between IBM and a subcontractor – 

the subcontractor asserted that IBM had agreed to give it $3.6 million of 

work; the court disagreed.   Business Sys. Engineering v. IBM Corp, No. 

08-1081, available at http://goo.gl/LQB1 (7th Cir. Nov. 10, 2008) (affirm-

ing summary judgment in favor of IBM). 

203.06 Change orders 

No modification or amendment to a Statement of Work will be 

enforceable unless set forth in a writing signed by the party 

sought to be bound; each party specifically agrees not to assert 

the contrary.  

Purpose:  Both parties often want this kind of provision:  • The provider 

wants to prevent the customer from claiming that the provider orally 

agreed to do more work. • The customer wants to prevent the provider 

from claiming that the customer orally agreed to pay for work the cus-

tomer didn’t approve. 

Comment:   If Customer objected to this provision, Provider might have 

reason to wonder whether Customer would be a “problem.”  

203.07 Oral change requests 

For the avoidance of doubt, Provider reserves the right to require 

that oral requests by Customer, not already covered by an existing 

Statement of Work, be supported by a mutually-agreed written 

change order. 

Purpose:  This provision would give Provider's personnel some "cover" if 

a Customer representative made an oral change request. 

http://goo.gl/LQB1
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203.08 Electronic signatures for Statements of Work and 

change orders 

For the avoidance of doubt, electronic signatures are permitted 

for statements of work and change orders; such signatures may 

take the form of, for example, an exchange of emails between in-

dividuals having authority to bind the parties. 

Further reading:  See generally the Wikipedia article about the enforce-

ability of electronic signatures. 

203.09 All necessary tasks 

Each Statement of Work will be construed as requiring Provider to 

cause all individual tasks necessary for the proper rendering of the 

services in question to be performed, even if one or more such 

individual tasks is not expressly stated there. 

Purpose: Customers may want this provision, mainly for comforting re-

assurance.   

Objection:   Providers might be concerned about the potential for ex-

pensive “scope creep” occurring in the guise of "implicitly require[d]." 

Comment:  I used to think that a provision like this could lead to dis-

putes about the scope of the work. I’ve since tentatively concluded that, 

if such disputes are going to happen, it won’t really matter much if this 

provision is or is not in the contract, and it's likely to give Customer 

some comfort, so why not. 

Responsibilities (in general) 

203.10 Workmanlike performance 

(a) Provider will cause the Services to be rendered in a workman-

like manner in accordance with the requirements specified in the 

Statement of Work. ¶ (b) For purposes of subdivision (a), the term 

workmanlike refers to work that is skillful; competent; well-

executed; worthy of a good worker; but not necessarily outstand-

ing or original. 

http://en.wikipedia.org/wiki/Electronic_signature#Enforceability_of_electronic_signatures
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Purpose: Applicable law will often impose an implied warranty of work-

manlike performance. This provision makes that warranty explicit (as is 

typically done in services agreements).  

Workmanlike: The definition in subdivision (b) is adapted from various 

definitions found on-line. 

 Alternatives:  In some situations, customers might want to demand a 

tougher standard of performance – for example, “the highest profes-

sional standards,” whatever that means. (That could lead to a price in-

crease, however, because providers are likely to be reluctant to have 

their work subjected to hindsight second-guessing without being com-

pensated for the increased economic risk.) 

203.11 Materials, equipment, etc. 

Provider will arrange, at its own expense, for any necessary acqui-

sition, licensing, installation, maintenance, and support of materi-

als, equipment, supplies, hardware, software, and other items 

needed to provide the Services.   

203.12 Customer assumption of responsibility 

(a) Provider will provide reasonable cooperation with Customer, 

at its request, if Customer elects to perform itself some or all of 

the services described in a statement of work. ¶ (b) For the avoid-

ance of doubt, this section does not in itself require Provider to 

share its confidential information with Customer. 

Purpose:   Customers might want this provision to give them flexibility 

to take over portions of the work.  

Objection:   If Customer has the right to step in and do things itself, that 

could lead to finger-pointing about who screwed things up. 

Comment:  Note that this provision does not say anything about price 

breaks or refunds if Customer decides to take over part of a project. If 

Customer ever feels the need to do so, it’s probably safe to assume a 

discussion of those subjects will be forthcoming.  
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203.13 Cooperation with other contractors 

(a) Provider will provide reasonable cooperation with other con-

tractors of Customer, if so requested by Customer, in their provi-

sion of goods or services for Customer. ¶ (b) For the avoidance of 

doubt, this section does not in itself require Provider to share its 

confidential information with other contractors. 

Purpose:   Customers might want this provision for comfort.  

Heads-up:   This provision has the potential to cause disputes about the 

scope of Provider’s obligations under the statement of work; it could al-

so lead to finger-pointing if things were to get messed up.  

203.14 No other services required 

For the avoidance of doubt, Provider is under no obligation to 

cause services to be provided that are not described in the rele-

vant Statement of Work. 

Purpose: Provider might want this provision as a firewall against a de-

manding customer.   

Heads-up:   If Provider asked for this language, Customer might ques-

tion Provider's commitment to getting the job done properly, on time, 

and on budget. 

Permits and licenses 

203.15 Permit responsibility 

Other than as stated in the "Intellectual-property licenses" section 

below, Provider will obtain any permit, license, consent, per-

mission, and the like, that may be required, by law or as a practi-

cal matter, for performance of the Services.   

Purpose:   It’s in both parties’ interests to establish a clear dividing line 

of responsibility for obtaining third-party approvals.   (In some situa-

tions, just identifying necessary approvals might be a non-trivial task, 

and could be something that the provider would want to charge a fee 

for doing.) 
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Required as a practical matter:  Consider a hypothetical situation in 

which it would be unwise to try to build a school in a certain area of Af-

ghanistan without first getting approval from a local warlord or Taliban 

commander. The “as a practical matter” language is intended to cover 

that type of situation. 

Heads-up –  licensed work:  When the third-party approval consists of a 

license or permit, California law holds some traps, and other states may 

have similar laws: • A contractor that undertakes work required to be 

done by a licensed contractor (for example, certain construction work), 

but that does not itself have the proper license(s) at all times while per-

forming the work, may forfeit its right to be paid for any of the work.  

See, e.g., Great West Contractors, Inc., v. WSS Indus. Constr., Inc., 162 

Cal. App. 4th 581, 76 Cal.Rptr.3d 8, No. B191662 , available at 

http://goo.gl/xODZ  (Cal. App. Apr. 28, 2008) (reversing $220,000-plus 

judgment in favor of subcontractor, on grounds that subcontractor had 

not obtained the required license when it did preliminary work).   

• Moreover, under a 2002 ‘disgorgement’ amendment to the California 

statute, such a contractor might have to repay any payments it did re-

ceive for the work.   See generally Kyle A. Ostergard, California Contrac-

tors Beware: You Must Be Properly Licensed at All Times!, available at 

http://goo.gl/TQiU, for more analysis and cautions. 

203.16 Intellectual-property licenses 

In respect of the Services and Deliverables (if any), Provider is not 

responsible for obtaining a license or other covenant not to sue 

under a third party's Intellectual-Property Right, for itself or for 

Customer, unless: (a) the Statement of Work so specifies; or 

(b) Provider warrants noninfringement to Customer as to Intellec-

tual-Property Rights of that kind (for example, a warranty of no 

copyright infringement for Deliverables). 

Purpose: If Provider were being hired simply to provide extra bodies for 

a Customer project, it probably wouldn’t make sense for Provider to be 

responsible for obtaining all required intellectual-property licenses. (In 

all likelihood the compensation probably wouldn’t be enough for Pro-

vider to take on that responsibility.)  On the other hand, if Provider’s re-

sponsibility were such that it was warranting noninfringement, then of 

https://docs.google.com/viewer?url=http://www.courtinfo.ca.gov/opinions/archive/B191662.PDF
http://goo.gl/xODZ
http://goo.gl/TQiU
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course that warranty would implicitly put the burden of obtaining IP li-

censes on Provider. 

203.17 Disagreements about permits, licenses, etc. 

IF: Provider reasonably takes the position that a particular third-

party approval, of any kind, may be necessary for Provider to per-

form the Services; BUT: Customer states in writing that, in its 

view, the approval is not required; THEN:  (i) Provider will not be 

in breach if it declines to proceed with performing the relevant 

aspect of the Services; BUT (ii) IF: Provider elects to proceed with-

out the third-party approval; THEN: Customer will defend, indem-

nify, and hold harmless Provider and its affiliates and the officers, 

directors, shareholders, members, employees, and agents, from 

any claim arising from Provider’s doing so.  

Purpose:   If Provider senses third-party trouble ahead — for example an 

infringement claim, a governmental action, etc. — but Customer wants 

to proceed anyway, then Provider may want the right to opt out, plus an 

indemnity if it decides to go along with the customer’s wishes  

Objection:   The provision makes sense from both a legal- and practical 

perspective, but Provider may want to be tactful in asking for it. 

Comment:   The parties might want to war-game this possibility be-

fore contract signing. 

Comment:   The defense- and indemnity requirement of this section 

might be unenforceable if, say, criminal behavior is involved.  

Customer's rights in Deliverables 

203.18 Customer’s utilization rights 

Except as expressly stated otherwise in this Agreement or in the 

relevant Statement of Work, Customer has the right, under any 

and all intellectual-property rights owned or otherwise assertable 

by Provider, to utilize any Deliverable in its business as it sees fit.   
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Purpose: Customer will almost certainly want to be sure it has the right 

to use whatever work product Provider delivers to it.  In most circum-

stances this provision shouldn’t be objectionable to providers. 

203.19 Service-bureau use 

Absent written approval by Provider, Customer’s right to utilize 

Deliverables does not extend to using them in providing services 

to or for third parties if such services are comprised substantially 

of functions performed by one or more Deliverables. 

Purpose:   This provision seems to have application mainly when Cus-

tomer’s service-bureau use of deliverables (e.g., software) could com-

pete with Provider’s own business. Provider might want to license such 

use separately, for example on a revenue-sharing basis.   

203.20 Customer modification 

Any modification or further development of Deliverables by or on 

behalf of Customer is subject to Provider’s applicable intellectual-

property rights, if any. 

Comment:  Under standard intellectual-property law, just because Cus-

tomer paid for a Deliverable does not mean it necessarily gets to do 

whatever it wants with the Deliverable. 

203.21 Customer's further development 

Customer may modify or otherwise further develop any Delivera-

ble; this right has the same scope, and is subject to the same 

terms and conditions, as Customer’s right to utilize the Delivera-

ble.  

Purpose:   For obvious reasons, Customer might want to be able to 

tweak or otherwise improve a Deliverable, or even to re-do the Deliver-

able in its entirety.   

Objection:   Provider might be concerned (1) that Customer could learn 

too much about Provider’s trade secrets and confidential information, 

and (2) that Customer might later claim that Provider was implicitly ob-
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ligated to support Customer’s additional-development efforts. (Subdivi-

sion (b) should take care of the latter concern.) 

203.22 Further development by other contractors 

Customer may engage one or more third parties to modify or oth-

erwise further develop any Deliverable on Customer’s behalf; this 

right (i) has the same scope, and is subject to the same terms and 

conditions, as Customer’s own right to further develop the Deliv-

erable, and (ii) is subject to any restrictions imposed by law, for 

example export-controls laws. 

Purpose:   Customer may well want the right to “hire out” further de-

velopment of deliverables, especially if Customer does not have, or 

does not want to use, its own internal resources for that purpose.  

Objection:   A provider might object to a customer’s hiring one of its 

competitors to do additional development, because it might expose the 

competitor to Provider’s trade secrets or confidential information. If 

that's a concern, the following section can address the issue. 

203.23 Further development by Provider’s competitors 

Without Provider’s prior written consent, Customer may not en-

gage any competitor of Provider to modify or otherwise further 

develop any Deliverable that (i) is the subject of one or more un-

expired copyrights or patent claims owned by Provider that has 

not been shown to be invalid or enforceable, or (ii) contains trade 

secrets of Provider. 

Purpose:   Provider might want this provision to prevent its competitors 

from getting access to inner workings of Deliverables.  

Objection:  Customer might not want to have its hands tied in this way, 

especially if there’s nothing special about a Deliverable. 

203.24 No Provider support obligation 

For the avoidance of doubt, except to the extent expressly stated 

otherwise in this Agreement or the Statement of Work, Provider is 



 DCT INCOMPLETE WORKING DRAFT 2012-02-15 

not obligated to provide any support for any further development 

of a Deliverable by or on behalf of Customer. 

Consider also:  Provider's warranties for Deliverables (if any) should take 

into account the possibility that Customer might cause modifications to 

be made.  

203.25 Provider ownership 

For the avoidance of doubt, Provider retains ownership of  any 

and all intellectual property that it may create in performing its 

obligations under this Agreement, subject to Customer’s rights in 

(i) Deliverables, and (ii) Customer’s own confidential information 

and other intellectual property. 

Comment:  Customers sometimes demand to own all rights in delivera-

bles, but very often don’t need that. Granted, there are circumstances 

in which Customer might legitimately want to own all rights in anything 

and everything Provider happens to create. In my experience, though, 

very seldom will Customer really need total ownership of Deliverables. 

Customers tend to ask for that mainly by reflex, even though it often 

makes far more business sense for Provider to retain those rights. 

203.26 Assignment of Customer's Deliverable rights 

Customer may assign its rights in any Deliverable under this 

Agreement (subject to all restrictions on those rights):  (a) in con-

nection with a sale or other disposition of: (i) a Deliverable that is 

a physical object; and/or (ii) substantially all the assets of Cus-

tomer’s business in which the Deliverable is used, and/or (b) with 

Provider’s prior written consent, not to be unreasonably withheld. 

Purpose:   Under applicable law, Customer technically might not have 

the right to transfer its  customer might want this for deliverables that 

are important to its business. 
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203.27 Payment condition 

Customer’s rights in Deliverables are conditioned on its payment 

of any amounts required by the applicable Statement of Work for 

the relevant Deliverable(s). 

Purpose: A provider could ask for this provision so that it will have more  

leverage in case the customer doesn’t pay its bills. 

Heads-up:  If the deliverables will be copyrightable or patentable, Pro-

vider could say something like this: “Mr. Customer, you didn’t pay our 

bills on time, therefore you had no right to use the software we devel-

oped for you, therefore you’re a copyright infringer, therefore you owe 

us your direct- and indirect profits arising from your use of the soft-

ware.”  

Post-termination services 

203.28 Definition 

In respect of a given Statement of Work, work-in-progress refers 

to any and all Deliverables — both completed and in-progress — 

not yet delivered to Customer. 

203.29 Turnover requirement 

Provider will transfer any and all work-in-progress and all Cus-

tomer data to Customer or its designee if both of the following 

are true:  (a) Customer, pursuant to this Agreement, terminates 

the relevant Statement of Work (i) for material breach by Provider 

or (ii) in any other circumstances specified in the Statement of 

Work, and (b) Customer requests a transfer in writing. 

Purpose:   Customer will usually want the ability to “pull the plug” on a 

project and either complete the work itself or send it to another con-

tractor to be finished up.  

Heads-up:  Customer could want Provider to transfer work-in-progress 

and/or data directly to another provider, which could raise issues if the 

other provider is a competitor of Provider. 
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203.30 Transfer exception 

Provider need not transfer work-in-progress or Customer data if 

Customer itself is in material breach of this Agreement.  

203.31 Data format 

Provider will transfer Customer's data to Customer or its designee 

in an industry-standard format such as XML or JSON, or other mu-

tually-agreed format. 

203.32 Turnover documentation 

As part of any transfer of work-in-progress, Provider will make 

commercially-reasonable efforts to provide a documentary ‘snap-

shot’ of the status of the work-in-progress, in such detail as would 

permit a person of ordinary skill in the relevant art or arts to re-

sume the Services without undue delay, experimentation, or ex-

pense. 

Purpose:   Customer may well want Provider to be obligated to docu-

ment the status of work-in-progress – otherwise, Customer or its substi-

tute contractor might have to spend an inordinate amount of time re-

starting the work.  

Objection:   Provider might not want to commit to such an effort with-

out being paid; this concern can be addressed by including the "Billing 

for transfer work" and "Transfer expenses" sections below. 

Antecedents:  The "person of ordinary skill ...." language is adapted from 

the enablement requirement in U.S. patent law. 

Heads-up:  If a transfer of work-in-progress is requested, the relation-

ship between Provider and Customer is likely to be less than fully ami-

cable.  Two crucial questions to be considered in any transfer are: 

(1) Exactly how much effort is Provider expected to put in, given that 

the work is being taken away; and (2) how, if at all, will Provider be 

compensated for that effort, given that the customer might be taking 

the work away for good reason. 

http://www.uspto.gov/web/offices/pac/mpep/documents/2100_2164.htm
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203.33 Turnover cooperation 

As part of any transfer of work-in-progress and/or of Customer 

data, Provider will make its personnel available to the extent nec-

essary to provide reasonable cooperation in an orderly transition 

and knowledge transfer. 

Comment:  See the commentary for the "Turnover documentation" sec-

tion above. 

203.34 Billing for turnover work 

(a) IF: Customer requests a transfer of work-in-progress and/or of 

Customer data OTHER THAN in conjunction with termination of a 

statement of work for breach by Provider; THEN: Customer will 

pay Provider for the time of its personnel in effecting the transfer 

as stated.  ¶ (b) For the avoidance of doubt, subdivision (a) does 

not in itself obligate Provider to transfer work-in-progress or Cus-

tomer data upon such a (non-breach-related) request. 

Purpose:   Provider will want to be paid for transferring work-in-

progress or data to Customer, especially if (i) Customer wants a lot of 

knowledge transfer, and/or (ii) there’s a disagreement about whether 

Provider is in breach.  

Objection:   In case of an alleged breach by Provider, Customer’s atti-

tude might be “hell, no, I’m not paying them another [expletive] nickel.”   

But it may be in Customer’s best interest to give Provider a cash incen-

tive. (On the other hand, if Provider is in breach, it might be well advised 

to cooperate in a transfer of work-in-progress without being paid.) 

203.35 Turnover expenses 

Customer will reimburse Provider for reasonable out-of-pocket 

expenses actually incurred in transferring work-in-progress and/or 

Customer data. 

Comment:  See the commentary to the "Billing for transfer work" sec-

tion, above.  
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203.36 Transitional services 

Subject to Customer's timely performance of its own post-

termination obligations (if any), if Customer so requests in writing, 

Provider will continue to provide Services for up to [six months??] 

from the effective date of termination. In that case, Customer will 

pay Provider at the rates that would have been applicable if this 

Agreement or Statement of Work had not been terminated.  

204 Marketing 

In general 

204.01 Marketing [condensed version] 

Reseller will use its best efforts to promote sales of Products in 

the Territory; the parties will consult with each other from time to 

time, when reasonably requested by either party, about the sta-

tus of Reseller's promotional efforts. 

204.02  Evaluation licenses 

Provider will make time-restricted evaluation software available 

to Reseller and/or its customers on substantially the same basis as 

Provider does for its own customers. 

204.03 Plans 

Reseller will submit a marketing plan, at least 30 days in advance 

of each calendar quarter, for approval by Provider.  Each plan is to 

set out Reseller's proposed targets and marketing activities for 

the upcoming period, in such format and including such infor-

mation as Provider may reasonably specify.   

Comment:  Provider might want the right to review Reseller's marketing 

plan if a significant price discount will be involved.  

Heads-up:  Too much control over a reseller’s or distributor’s operations 

can help make Provider an "accidental franchisor."  Providers entering 

into such agreements should therefore be extremely careful about 
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charging any kind of “fee” (a term that can encompass a lot of economic 

arrangements), which is usually another element of a “franchise” rela-

tionship. An accidental franchise can result in enormous complications 

and potential civil and/or criminal liability — see this useful overview by 

attorney John Tang. 

204.04 Marketing plan review 

Reseller will review its marketing plan with Provider from time to 

time at Provider’s  reasonable request. 

Heads-up:  See the accidental-franchise discussion in the commentary 

to the "Plans" provision above.  

Materials 

204.05 Duplication 

Reseller may cause duplicates of Provider's published marketing 

materials for the Products to be made, of the same quality as the 

originals or as otherwise specified in writing by Provider.  

Purpose:  Marketing materials will likely be subject to copyright, so the 

marketer will need permission to make copies. 

204.06 Hard copies 

Provider will furnish Reseller with "hard" copies of Provider's 

standard marketing materials (for example, instruction books, 

catalogues, circulars, and other promotional or technical materi-

al), of such type(s) and in such quantities as Reseller may reason-

ably request from time to time.  

204.07 Charge for hard copies 

Provider may invoice Reseller for hard copies of marketing mate-

rials at Provider's then-standard rates.  

Comment:  Invoicing is most likely appropriate when the provider will be 

furnishing copies in bulk. 

http://www.strasburger.com/calendar/news/franchise/OMG-Now-I-am-a-Franchisor.htm#page=1
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204.08 Distribution 

Reseller may distribute copies of marketing materials, where such 

marketing materials have been furnished (or authorized to be 

created or duplicated) by Provider, for the purpose of marketing 

and selling Products; Reseller will not distribute such copies for 

any other purpose.  

Copyright issue:  Marketing materials will likely be subject to copy-

right, so the marketer will need permission not just to make copies, but 

also to distribute them. Here, permission would probably be implied, 

but this provision makes it explicit. 

204.09 Samples of marketing materials 

At Provider’s request from time to time, Reseller will supply Pro-

vider with representative samples of all marketing materials used 

by Reseller to promote Products. Provider may inspect, test, 

and/or dispose of such samples in its discretion.  

204.10 Discontinuance 

Reseller will cease using any marketing materials used in connec-

tion with marketing or selling any Product promptly upon written 

request from Provider.  

204.11 No unauthorized marketing materials 

 In connection with any Product, Reseller will not use any market-

ing materials that have not been approved in advance by Provid-

er.  

205 Software-specific provisions 

Software licenses 

205.01 Definition 

EULA refers to Provider's standard end user license agreement 

distributed with the relevant item(s) of Software at the time in 
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question.  NOTE:  Installation of Software generally requires 

agreement to the terms and conditions of the EULA by clicking on 

"I agree" or similar language.   

License refers to a license to use one or more items of the Soft-

ware in accordance with the applicable License Agreement.  

License Agreement, in respect of an item of Software, refers to 

(i) the EULA, and/or (ii) any other terms and conditions that, in re-

spect of licensing the use of the relevant item(s) of Software, may 

be (x) required by Provider in its discretion, or (y) requested by 

Reseller for a particular customer and approved in writing by Pro-

vider in its discretion. [See also the "Proposals for special agree-

ments" section below.] 

Maintenance Agreement has the same basic meaning as License 

Agreement in respect of user support and updates for the Soft-

ware. 

205.02 Acknowledgement of receipt 

Reseller acknowledges receipt of a copy of Provider's current EU-

LA. 

205.03 Confidentiality 

Reseller will maintain the terms and conditions of the EULA in 

confidence.  

For the avoidance of doubt, Provider reserves the right, in its dis-

cretion, to modify the EULA from time to time. 

205.04  Proposals for special agreements 

 (a) Upon reasonable advance notice, Provider will consult with 

Reseller about, and give due consideration to, any written request 

by Reseller for approval of special terms and conditions for licens-

ing and/or maintenance of the Software (for example, standard 

"umbrella" terms already agreed to by Reseller and one or more 

of its end-customers).  (b) For the avoidance of doubt, the final 



 DCT INCOMPLETE WORKING DRAFT 2012-02-15 

decision whether to approve any such special terms and condi-

tions lies in Provider's discretion. 

205.05 Use for demos and training 

(a) Reseller may use any item of the Software, at no charge, (i) for 

demonstrations for prospective customers, and (ii) for training of 

customers and of Reseller’s own personnel in the use of such 

Software.  (b) All such use must be in accordance with the EULA 

and any other restrictions imposed by Provider in its discretion.  

205.06 No unauthorized use of Software 

(a) Reseller will not use any Software in any manner, nor permit 

or knowingly assist others to do so, unless (1) this Agreement ex-

pressly authorizes such use, and/or (2) Reseller has obtained the 

appropriate license(s) from Provider.  (b) Uses that are prohibited 

if unlicensed include, for example, production use for Reseller’s 

own benefit as well as service-bureau use for the benefit of any 

Reseller customer. 

205.07 No reverse engineering, etc. 

Reseller will not copy, disassemble, decompile, or reverse en-

gineer any item of Software, nor assist or knowingly permit others 

to do so, without Provider's prior written consent. 

205.08 Support for superseded versions 

 Provider will continue to support superseded versions of items of 

Software as provided in the EULA. 

205.09 Support for discontinued versions 

 Provider will continue to support discontinued versions of items 

of Software as provided in the EULA. 

205.10 Software legal compliance 

 Provider will make commercially-reasonable efforts to ensure 

that the Software complies with all laws and regulations in effect 
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in the Territory that Reseller brings to Provider's attention in writ-

ing. 

205.11 Software downloads 

For each accepted Order, Provider will make the relevant Soft-

ware available to Reseller for downloading.  

in its standard downloadable format or in any other commercially-

reasonable manner, to the extent the Software has not already 

made available; and (b) providing Reseller, in any commercially-

reasonable manner,  with (1) the requisite number of 90-day 

temporary license codes upon Provider's acceptance of the rele-

vant Order, and (2) the requisite number of permanent license 

codes upon Provider's receipt of payment in full for the Licenses.   

205.12 No licenses except License sales 

Except to the extent expressly approved in writing by Provider, 

Reseller has no authority, and will not purport, to license any 

Software except through sales of Licenses.  

Open-source software and other restricted 
third-party materials 

205.13 Definition:  Restricted third-party materials  

Restricted third-party materials (whether or not capitalized) re-

fers to any materials that are subject to a license from a third par-

ty restricting or imposing conditions on Customer's use of the de-

liverables.  ¶ Such restrictions or conditions on use include, for 

example, restrictions or conditions on: making copies of or manu-

facturing the materials; using the materials; selling, offering for 

sale, or otherwise distributing the materials; creating derivative 

works based on the materials; and publicly-performing or 

-displaying the materials. ¶ Restricted third-party materials in-

clude, for example, open-source code released under one or an-

other license such as, for example, any version of the General 

Public License (GPL), the BSD license, the MIT license, and the like.  
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205.14 Customer approval required  

Provider will not include restricted third-party materials in any De-

liverable without Customer's prior approval on a case-by-case ba-

sis.  

205.15 Blanket approval permitted 

For the avoidance of doubt, once Customer has approved includ-

ing restricted third-party materials in one or more Deliverables, 

Provider need not obtain approval for any particular such materi-

als.   

205.16 Notification requirement 

Provider will seasonably advise Customer of any restricted third-

party materials included in any Deliverables. For the avoidance of 

doubt, the previous sentence does not in itself authorize Provider 

to include any such  materials in any Deliverable. 

Article 3 [Reserved] 

Article 4 Business operations - ancillary matters 

401 Background checks 

401.01 Definitions:  Requesting-Party; Obligated-Party 

For purposes of this Article, Requesting-Party refers to [company 

name]; Obligated-Party refers to [company name]. 

401.02 Requirement 

If so requested in writing by Requesting-Party, then Obligated-

Party will cause reasonable background checks to be conducted 

on all personnel employed or otherwise engaged by Obligated-

Party who will engage in any of the following activities pursuant 

to this Agreement: (a) working on-site at Requesting-Party's 

premises; (b) having access to Requesting-Party's equipment or 

computer network; (c) having access to Requesting-Party's confi-
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dential information, and/or ¶ (d) interacting with Requesting-

Party's employees, suppliers, or customers. 

Purpose: Customers sometimes ask for background checks when pro-

vider personnel will have access to important- or sensitive facilities, 

equipment, information, etc. This can be especially true if the customer 

is a government contractor; if it deals with sensitive information; or if 

the provider’s personnel will “face” the customer’s own customers. This 

section lays out basic ground rules for such background checks. 

Mechanics: Contractors sometimes object to background-check re-

quirements on grounds that they’re burdensome. Basic online criminal 

records checks, however, seem to be available from any number of Web 

sites at low cost. (I’ve never personally used any such site; background 

checks were always something the HR department took care of.) 

Already done? It’s entirely possible that, due to the nature of the in-

dustry (e.g., technology consulting services), the contractor might have 

already had background checks performed on its relevant people. 

401.03 Drug testing 

If reasonably requested by Customer, background checks are to 

include drug testing completed within the 30-day period before or 

after the request.  

Comment: Customers with safety concerns might want contractor em-

ployees to be drug-tested.  Providers, though, should think about the 

possible effect on employee morale of asking them to take a drug test.  

Heads-up:  Drafters should keep applicable employee- and consumer-

privacy laws in mind, including for example the Fair Credit Reporting 

Act. The Privacy Rights Clearinghouse maintains a FAQ sheet with gen-

eral information that may be useful. 

401.04 Timing 

 All background checks must be or have been completed within 

the 12-month period immediately preceding the request. 

http://www.ftc.gov/os/statutes/fcrajump.shtm
http://www.ftc.gov/os/statutes/fcrajump.shtm
http://www.privacyrights.org/fs/fs16-bck.htm
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401.05 Legal compliance 

 All background checks are to be conducted in accordance with 

law, including for example: (a) any applicable privacy laws; and 

(b) any applicable pre-decision and/or post-decision notification 

requirements, for example, in credit-reporting laws, in respect of 

information learned in any such background check.  

Comment: This provision is included: (i) to remind drafters and parties 

of privacy laws protecting employees and consumers, including for ex-

ample the Fair Credit Reporting Act, and (ii) to give the other party a 

contractual remedy — not to mention a certain amount of political cov-

er — in case the party required to conduct background checks violates 

the law in doing so.   

Heads-up:  Privacy being the hot button that it is at this writing (fall 

2010), if a party were to violate the law in doing background checks, the 

other party might find itself targeted by some or all of: ● plaintiffs’ law-

yers looking for any available deep pockets; ● law-enforcement officials 

who, for a variety of reasons, might be looking for a make an example 

out of someone; and/or ● journalists in search of a story.   

Further reading: See generally Paul L. Myers, Are Your Background 

Check Policies Making Your Company a Target for a Class Action Law-

suit?, in Strasburger & Price Labor & Employment Newsletter, Sept. 30, 

2010, p.1 (accessed Oct. 16, 2010). See also the Privacy Rights Clearing-

house FAQ sheet with general information that may be useful. 

401.06 Disqualification 

 Absent the specific approval of Requesting-Party, Obligated-Party 

will not assign any individual to perform Restricted Activities if his 

(or her) background check indicates that he has been arrested for, 

convicted of, or pled guilty or no contest to:  (a) a felony, or 

(b) a misdemeanor involving fraud or moral turpitude. 

Comment:  A blanket prohibition against using personnel with criminal 

records could have a disproportionate impact on racial- or ethnic minor-

ities and thus might be illegal in the U.S., according to the EEOC. It has 

been reported that (as of August 2010) the EEOC has been stepping up 

http://www.ftc.gov/os/statutes/fcrajump.shtm
http://www.strasburger.com/calendar/news/labor/Background-Check-Policies-Making-You-A-Target-For-Lawsuits.pdf#page=1
http://www.strasburger.com/calendar/news/labor/Background-Check-Policies-Making-You-A-Target-For-Lawsuits.pdf#page=1
http://www.strasburger.com/calendar/news/labor/Background-Check-Policies-Making-You-A-Target-For-Lawsuits.pdf#page=1
http://www.privacyrights.org/fs/fs16-bck.htm
http://www.privacyrights.org/fs/fs16-bck.htm
http://www.eeoc.gov/facts/fs-race.html
http://www.boston.com/business/articles/2010/08/11/some_job_screening_tactics_challenged_as_illegal/
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its enforcement efforts against practices that have the effect of discrim-

inating against African-Americans and Hispanics.  Some states may re-

strict an employer’s ability to rely on criminal background information in 

making employment-related decisions. Drafters should pay particular 

attention to the law in New York, Massachusetts, Illinois, and Pennsyl-

vania (not necessarily an exhaustive list). 

401.07 Expense 

 All background checks required by this "Background checks" sec-

tion will be at Obligated-Party's expense, without reimbursement. 

Comment:  Providers often take the view that any customer who want 

a background check on Provider personnel should pony up for the in-

cremental cost. On the other hand, Customer might take the position 

that background checks should be an overhead expense that Provider 

must bear. 

401.08 Indemnity obligation 

A party required by this Agreement to conduct background checks 

will defend and indemnify the other party against any and all 

third-party claims — including but not limited to claims by gov-

ernment agencies and/or private individuals — arising from the 

conduct of such background checks. 

Comment:  See also the "Indemnities – claims by third parties" section.  

A customer might well want its providers to take full responsibility for 

their background checks (“leave us out of it”), or vice versa.   

402 Confidential information 

Definitions and related matters 

402.01 Definition:  Disclosing Party 

The term Disclosing Party refers to either party to this Agreement.   

Negotiator perspectives:   Disclosing parties will often want the confi-

dentiality obligations to apply only to the receiving party, so that if the 
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receiving party happens to disclose its own confidential information, the 

disclosing party will not have any obligation of confidence. ¶ Receiving 

parties, however, often object to a one-way agreement, and push for a 

two-way agreement — or, if they know they won’t be disclosing their 

own information, they might agree to a (nominally) two-way agree-

ment, but at the same time try to water down the confidentiality obliga-

tions as much as possible.  

Advantages of a two-way agreement:  It’s always possible that at a 

later date, the parties will decide that they also need to protect the re-

ceiving party’s confidential information. In that case: the original dis-

closing party might find itself in the embarrassing position of asking to 

negotiate a new agreement, because it doesn’t want to have to live with 

the obligations it insisted that the receiving party agree to. ¶ If the par-

ties did negotiate a new agreement, though, the business people likely 

would ask pointed questions about why the agreement couldn’t have 

been “done right” in the first place. ¶ So it’s often a good idea to insist 

that any confidentiality provisions be two-way in their effect from the 

start, protecting the confidential information of both parties.  

Similar provisions in two-way agreements:   In the specimen contracts 

listed below, each party's confidential information is protected:  Disney-

Pixar Co-Production Agreement § 19(c).  Dow Chemical - Diversa Master 

Collaboration Agreement § 5.1.  Ford - Vastera Global Services Agree-

ment § 8.1.  GE Energy Financial Services Confidentiality Agreement 

Preamble.  {{{HP(§§ 2 and 3.  {{{IBM(Preamble.  {{{UNC(Preamble.  {{{UT 

§ 4 & Exhibit A Preamble.   

Similar provisions in one-way agreements:   In the specimen contracts 

listed below, only one party's confidential information is protected by 

the confidentiality agreement:  AT&T NDA for Poles, Ducts, etc. §§ 1-2.  

CitiGroup DALI System Confidentiality Agreement § 1(a).  

{{{JH(Preamble.  Verizon Communications Non-Disclosure and Confiden-

tiality Agreement § 1.  {{{Wal-Mart first- and second paragraphs. 

Heads-up:  Even in a two-way provision, a decent drafter can slant the 

language in favor of the specific role he (or she) thinks his client will be 

playing. 
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402.02 Definition:  Receiving Party 

The term Receiving Party refers to any other party to this Agree-

ment (i) to which Confidential Information (defined below) is dis-

closed pursuant to this Agreement, or (ii) which accesses Confi-

dential Information pursuant to this Agreement.  

"Pursuant to this Agreement":  This phrase addresses the following pos-

sible situation:  Suppose that (i) the Agreement is negotiated and signed 

by people in (let's say) the Atlanta offices of the Disclosing Party and Re-

ceiving Party, respectively; and (ii) the Agreement does not require the 

Disclosing Party to mark its information as confidential.  ¶ Now suppose 

further that (iii) people in the parties' respective Zanzibar offices (let's 

say) exchange similar information, not knowing that their Atlanta offices 

have signed a confidentiality agreement.  ¶ In that situation, (iv) the 

people in the Receiving Party's Zanzibar office would naturally expect 

that they were free to use the Disclosing Party's information; they 

would not want to be ambushed by a claim that they were bound by 

confidentiality obligations that were agreed to by their Atlanta office 

and of which they had no knowledge.  The "pursuant to this Agreement" 

language gives the Zanzibar people some protection in that regard. 

402.03 Definition:  Disclosure Period 

For information to be considered Confidential Information (de-

fined below), it must be disclosed to, or accessed by, the Receiv-

ing Party, pursuant to this Agreement, for the first time during the 

period ending one year after the Effective Date of this Agreement.  

"Pursuant to this Agreement":  See the commentary to the definition of 

"Receiving Party." 

Example found on the Web:  GE Energy Financial Services Confidentiality 

Agreement § 6:  Two years.  {{{HP § 4(c) – one month.  {{{UT §3 & Exhib-

it A § 8. 

402.04 Definition:  Confidentiality Period 

The Confidentiality Period, as to particular information, refers to 

the period that begins on the Effective Date of this Agreement 
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and ends when (if ever) the information in question becomes sub-

ject to one of the Frequent-Five Exclusions from confidentiality 

status (defined below).  

Precedents in specimen contracts:  See, e.g., {{{Ford § 8.2 – [redacted 

time period] following date of receipt for each disclosure.  {{{GE § 6 – 

two years after execution of NDA.  {{{HP § 4(c) – one year.  {{{IBMNDA 

§ 3 – two years following initial date of disclosure.  {{{JH § 5 – five years 

from effective date of agreement.  {{{UT § 3 & Exhibit A § 6. {{{Verizon 

§ 7. 

Precedents in specimen contracts with no Confidentiality Period:  

{{{AT&T.  {{{Citi.  {{{Disney.  {{{Dow.  {{{Pfizer.  {{{UNC.  {{{Wal-Mart.   

Heads-up:  Stating that the Confidentiality Period expires on a date cer-

tain might very well result in loss of any ability to assert trade-secret 

rights in information after that date, on grounds that the Disclosing Par-

ty was no longer maintaining the information in confidence. 

402.05 Definition:   Confidential Information 

Confidential Information refers to non-public information that: 

(a) is maintained in confidence by or on behalf of a Disclosing Par-

ty; and (b) meets any other requirement stated in this Agreement 

for the information to qualify as Confidential Information. 

"Maintained in confidence":  In most jurisdictions, the law will not pro-

tect information that in fact is not the subject of reasonable efforts to 

maintain it in confidence.   ¶ In many if not most cases, courts will look 

to the definition of "trade secret," under either the relevant statute — 

which typically will be a variation of the Uniform Trade Secrets Act — or 

the Restatement of Torts.   Here's a typical statutory example, from the 

California Uniform Trade Secrets Act, Cal. Civ. Code 3426.1(d):  "'Trade 

secret' means information, including a formula, pattern, compilation, 

program, device, method, technique, or process, that ... Is the subject of 

efforts that are reasonable under the circumstances to maintain its se-

crecy" (emphasis added).   ¶ To like effect is the commentary to sec-

tion 757 of the Restatement of Torts, which sets out a number of factors 

affecting whether particular information is a trade secret, including 

http://en.wikipedia.org/wiki/Uniform_Trade_Secrets_Act
http://www.leginfo.ca.gov/cgi-bin/displaycode?section%3Dciv&group%3D03001-04000&file%3D3426-3426.11
http://www.lrdc.pitt.edu/ashley/RESTATEM.HTM
http://www.lrdc.pitt.edu/ashley/RESTATEM.HTM
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"3. the extent of efforts taken ... to guard the secrecy of the information 

..." (emphasis added). 

Oddball example:  AT&T NDA for Poles, Ducts, etc. § 1 refers to infor-

mation "which AT&T intends to keep secret" (emphasis added).  It's not 

at all clear that this would be enough to work in court. 

402.06 Examples of types of Confidential Information 

The term Confidential Information includes, by way of example 

and not of limitation, the following:  agreement terms; biological 

materials; business plans; business records; circuit records; com-

mercial information; compounds; computer programs; construc-

tion records; designs; designs; diagrams; documents; draft publi-

cations; drawings; engineering records; financial information; fi-

nancial projections; financial statements; forecasts; formulas;  

hardware items; interpretations; leases; machine-readable data; 

maps; market projections; marketing information; methods; of-

fers; operational data; patent applications; plans; pricing infor-

mation; processes; product information programs; projections; 

research data; research plans; samples; source code for computer 

programs; specifications; tax bills; technical information; technical 

reports; test data; title reports.   

Purpose:  Some lawyers for disclosing parties like to include laundry lists 

of this kind, on the theory that they so that they can point to of specific 

examples of Confidential Information such as financial information, 

computer program source code, etc.   

Similar provisions:  The laundry list above was "harvested" from those 

contained in the following agreements:  AT&T NDA for Poles, Ducts, etc. 

§ 1. {{{Exxon § 1.1.  {{Ford § 8.1.  {{{GE § 1.  {{{HP § 2.  {{{JH, Preamble.  

{{{UNC § 1.  {{{UTNDA § 1.  {{{Verizon § 1.  {{{Wal-Mart second para-

graph.   

Agreements with no laundry lists:  {{{BDI.  {{{Citigroup DALI Systems 

NDA.  {{{Disney-Pixar.  {{{Dow.  {{{IBMNDA.  {{{Pfizer.  

http://www.google.com/url?sa=t&rct=j&q=&esrc=s&source=web&cd=2&ved=0CFoQFjAB&url=https%3A%2F%2Fclec.att.com%2Fclec_documents%2F%2Funrestr%2Fhb%2FSwbt%2F1355%2F%2FAppendix%2520V%2520-%2520Non-Disclosure%2520Agreement%25205-state.doc&ei=qC8CT93wB8T42QXQ-ei7Ag&usg=AFQjCNGXk3PrmaT3BjNB4wQJI-Bob2rnmw
http://www.google.com/url?sa=t&rct=j&q=&esrc=s&source=web&cd=2&ved=0CFoQFjAB&url=https%3A%2F%2Fclec.att.com%2Fclec_documents%2F%2Funrestr%2Fhb%2FSwbt%2F1355%2F%2FAppendix%2520V%2520-%2520Non-Disclosure%2520Agreement%25205-state.doc&ei=qC8CT93wB8T42QXQ-ei7Ag&usg=AFQjCNGXk3PrmaT3BjNB4wQJI-Bob2rnmw
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402.07 All types of information are protected 

For the avoidance of doubt, all types of otherwise-eligible infor-

mation are to be considered Confidential Information under this 

Agreement. 

Purpose:  A disclosing party might take the position that, "We don't 

know what types of information we might be giving you, so we want all 

types to be eligible for Confidential Information status."  

Similar provisions:  The following agreements use an open-ended defini-

tion of Confidential Information like the one in this provision:   British 

Design Innovation Multi-Party Confidentiality Agreement § 1.1.  Citigroup 

DALI System Confidentiality Agreement § 1(a).  Disney-Pixar Co-

Production Agreement § 19(c)(i).  {{{ExxonMobil(§ 1.1.  Ford - Vastera 

Global Services Agreement § 8.1(a).  GE Energy Financial Services Confi-

dentiality Agreement § 1.  {{{HP(§ 2, 3.  {{{IBM(Preamble.  

{{{JH(Preamble.  {{{UNC(Preamble.  {{{UT(Recitals A through C.  Verizon 

Communications Non-Disclosure and Confidentiality Agreement § 1.  

{{{Wal-Mart(First and second paragraphs. 

402.08 Only specified types of information are protected 

For purposes of this Agreement, the term Confidential Informa-

tion encompasses only the following types of information:  [List 

the agreed types of information, for example, financial data, 

technical data, etc.] 

Similar provisions:  The following agreements use a limited definition of 

Confidential Information akin to that of this provision:  AT&T NDA for 

Poles, Ducts, etc. § 1.  Dow Chemical - Diversa Master Collaboration 

Agreement § 1.4. 

Comment:  A receiving party might take the position that, "We're only 

interested in your information about X [for example, financial data, 

technical data, etc.], and we only want to be bound by confidentiality 

obligations for information of that type." 

http://www.britishdesigninnovation.org/pp_docs/Multi%20Party%20confidentiality%20agreement.pdf
http://www.britishdesigninnovation.org/pp_docs/Multi%20Party%20confidentiality%20agreement.pdf
http://www.dali1441.com/dali/DALIhome.nsf/9a6ba86b8250efb8882569b6002ab70b/$FILE/CONFIDENTIALITY_AGREEMENT.pdf
http://www.dali1441.com/dali/DALIhome.nsf/9a6ba86b8250efb8882569b6002ab70b/$FILE/CONFIDENTIALITY_AGREEMENT.pdf
http://www.google.com/url?sa=t&rct=j&q=&esrc=s&source=web&cd=2&ved=0CFoQFjAB&url=https%3A%2F%2Fclec.att.com%2Fclec_documents%2F%2Funrestr%2Fhb%2FSwbt%2F1355%2F%2FAppendix%2520V%2520-%2520Non-Disclosure%2520Agreement%25205-state.doc&ei=qC8CT93wB8T42QXQ-ei7Ag&usg=AFQjCNGXk3PrmaT3BjNB4wQJI-Bob2rnmw
http://www.google.com/url?sa=t&rct=j&q=&esrc=s&source=web&cd=2&ved=0CFoQFjAB&url=https%3A%2F%2Fclec.att.com%2Fclec_documents%2F%2Funrestr%2Fhb%2FSwbt%2F1355%2F%2FAppendix%2520V%2520-%2520Non-Disclosure%2520Agreement%25205-state.doc&ei=qC8CT93wB8T42QXQ-ei7Ag&usg=AFQjCNGXk3PrmaT3BjNB4wQJI-Bob2rnmw
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402.09 Medium of disclosure is irrelevant 

For the avoidance of doubt, the term Confidential Information in-

cludes information disclosed or made available to the Receiving 

Party in any form, including for example graphic, written, or other 

visual forms; audible form; hard-copy or electronic form; or any 

other form or medium in which the information is kept or in the 

course of any oral, written, or other communication. 

Similar examples:  {{{BDI § 1.1 (definition of "Information").   

402.10 Fact of parties' discussions is confidential 

The fact that the parties are engaging in discussions or negotia-

tions in connection with this Agreement have entered into this 

Agreement is an example of the Confidential Information of each 

party. 

Similar examples:  {{{BDI § 1.1 (definition of "Information").   

402.11 Fact of Agreement is confidential 

The fact that the parties have entered into this Agreement is an 

example of the Confidential Information of each party. 

402.12 Terms of Agreement are confidential 

The terms and conditions of this Agreement are examples of the 

Confidential Information of each party. 

402.13 Marking of Confidential Information is required 

For information to be considered Confidential Information, it 

must be marked with a reasonably-prominent, visually-readable 

notice, such as (for example) "Confidential information of [name]" 

or "Subject to NDA."  

Purpose:  Receiving parties very often ask for a marking requirement for 

two reasons:  1) So their employees will know what information they 

have to treat as confidential; 2) to make it clear that unmarked infor-

mation is fair game for the receiving party to use or disclose as it pleas-
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es. Disclosing parties usually agree to a marking requirement as long as 

fxcatch-up marking is allowed, as in the provision below.  

Comment:  Chances are that a disclosing party will mark its confidential 

information as such in any case – if the disclosing party didn’t do so, it 

might be at risk of having a court hold that it didn’t make reasonable ef-

forts to keep the information confidential.  

Similar provisions: {{{IBM(1.  {{{UT(2.• 

402.14 Catch-up marking is permitted 

 IF: Particular information is not marked as confidential in accord-

ance with this Agreement when initially disclosed to the Receiving 

Party —for example, in an unmarked writing, a demonstration, an 

oral or video presentation, etc.; THEN: The information will still be 

considered Confidential Information if a copy or summary of the 

information, so marked, is provided to the Receiving Party no lat-

er than five business days after the initial unmarked disclosure. 

Likely negotiator ratings:   

 Disclosing Party:  5  – love this provision, might walk 

away if it's not included  

 Receiving Party:  3  – OK, but might not actively seek it 

The bright-line approach:  This section requires catch-up marking to be 

completed within a stated time, which typically is five to ten business 

days, but often can be as much as 30 days. This is a bright-line approach 

that favors the receiving party, because if the disclosing party fails to 

mark the information by the stated deadline, the information’s confi-

dentiality restrictions evaporate. (This assumes confidentiality isn’t sep-

arately required by applicable law, for example by HIPAA or the Gramm-

Leach-Bliley Act.)  ¶ Bright-line tests can be advantageous in business 

contracts. They make life easier on the people who actually have to do 

the work, and they promote predictability, which is prized in the busi-

ness world. ¶ But here a bright-line approach has the potential to dam-

age the parties’ business relationship (assuming one exists). And it’s not 

clear how much good the approach will actually do for the receiving 

party.  ¶ Put yourself in the disclosing party’s shoes: If you slipped up 

and forget to mark particular information, the receiving party might 

http://en.wikipedia.org/wiki/Health_Insurance_Portability_and_Accountability_Act
http://en.wikipedia.org/wiki/Gramm-Leach-Bliley_Act
http://en.wikipedia.org/wiki/Gramm-Leach-Bliley_Act
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claim that you’ve lost all right to control the use of the information. It 

wouldn’t matter whether the receiving party would suffer any prejudice 

by belated marking – the receiving party (you fear) would assert that 

the information is no longer confidential, period. If the parties’ relation-

ship is supposed to be a collaborative one, that wouldn’t be a good 

thing. 

The reasonable-time approach:  For collaborative relationships, another 

approach is to allow catch-up marking within a reasonable time. Sure, 

that could lead to uncertainty about what “a reasonable time” might be. 

But that very uncertainty can usefully encourage the parties to try to 

work things out, which in turn can help them preserve their business re-

lationship. ¶ In any case, in a collaborative relationship it’s no bad thing 

for the receiving party to call up the disclosing party and ask:  “Hey, you 

didn’t mark Document X as confidential; did you intend to do that, or 

did it just slip through the crack?” The disclosing party gets a chance to 

protect its information, and the receiving party scores points for being a 

“good” business partner. 

Similar provisions:  {{{Dow(5.1 – 30 days. {{{UT(2 – 30 days 

402.15 Marking requirement — exception for in-place 

access to copies 

Copies of Confidential Information need not be marked as such if 

the Receiving Party is given access to the copies solely as they are 

kept in the ordinary course of business. 

Purpose:  This provision allows the disclosing party to “throw open the 

kimono” and give the receiving party access to its documents, computer 

files, etc., without having to mark those that are confidential. ¶ It still, 

however  

402.16 Marking requirement — exception for 

recognizably-confidential information 

All information of the Disclosing Party that would be recognizable 

as likely to be confidential, by a reasonable person in the circum-

stances, is presumed to be confidential, regardless whether it is 

marked as such, unless and until shown otherwise. 
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Purpose:  Disclosing parties sometimes want a provision like this as a 

safety net in case they fail to mark confidential information as such.  

Objectionable?  Receiving parties often object to language of this kind, 

because it puts extra burdens on them and could create disputes about 

what is “clearly recognizable” as confidential.  

Compromise:  Disclosing parties understandably don't want to lose 

their confidentiality rights if they forget to mark particular information 

as confidential.  The "Catch-up marking" section is intended to address 

that concern.  

402.17 Marking is not required 

All information of the Disclosing Party is to be considered Confi-

dential Information, without regard to whether it is so marked, 

unless and until it is shown to come within one or more of the 

Frequent-Five Exclusions below.  

Purpose:  A Disclosing Party with bargaining power might want to im-

pose tight restrictions like this on the Receiving Party. 

Similar provisions:  AT&T NDA for Poles, Ducts, etc. § 9.  British Design 

Innovation Multi-Party Confidentiality Agreement 1.1. {{{CIti(1a. {{{Dis-

neyPixar(19(c)(i.  

402.18 Frequent-Five Exclusions from confidentiality 

For the avoidance of doubt, Confidential Information does not in-

clude information shown to have been, at the time in question:  

(1) known by the Receiving Party before obtaining access to the 

information under this Agreement; or (2) provided to the Receiv-

ing Party by a third party not under an obligation of confidence 

benefiting the Disclosing Party; or (3) independently developed by 

the Receiving Party without use of Confidential Information; or (4) 

published or otherwise generally known by relevant segments of 

the public without breach of this Agreement by the Receiving Par-

ty; or (5) disclosed to a third party, by the Disclosing Party or with 

its authorization, without confidentiality obligations comparable 

to those of this Agreement.  

http://www.google.com/url?sa=t&rct=j&q=&esrc=s&source=web&cd=2&ved=0CFoQFjAB&url=https%3A%2F%2Fclec.att.com%2Fclec_documents%2F%2Funrestr%2Fhb%2FSwbt%2F1355%2F%2FAppendix%2520V%2520-%2520Non-Disclosure%2520Agreement%25205-state.doc&ei=qC8CT93wB8T42QXQ-ei7Ag&usg=AFQjCNGXk3PrmaT3BjNB4wQJI-Bob2rnmw
http://www.britishdesigninnovation.org/pp_docs/Multi%20Party%20confidentiality%20agreement.pdf
http://www.britishdesigninnovation.org/pp_docs/Multi%20Party%20confidentiality%20agreement.pdf
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Purpose:  Receiving parties typically want to list specific ways by which 

they can try to disprove confidentiality. Such exclusions from confiden-

tiality technically favor the receiving party by stating explicit what the 

law usually provides anyway, but disclosing parties almost invariably re-

gard the exclusions as acceptable. 

Necessary?  Substantively, in most cases omitting the list of exclusions 

would probably be no big deal. Lawyers who negotiate confidentiality 

agreements, however, are accustomed to seeing an exclusions section.  

Independent development - subdivision (3):  A receiving party is like-

ly to have a tough time convincing a judge or jury that it independently 

developed the information unless it can corroborate its oral testimony 

with lab notebooks or other evidence. Judges and juries can sometimes 

refuse to believe oral testimony about independent development, espe-

cially if the putatively-independent developers had access to confiden-

tial information. I saw this first-hand as co-counsel for the defendant at 

the trial in Celeritas Technologies, Ltd. v. Rockwell Int’l Corp., 150 F.3d 

1354 (Fed. Cir. 1998), in which the appeals court affirmed judgment on 

a jury verdict that Rockwell had breached an NDA by using technology 

disclosed to it by Celeritas. The appeals court observed that “[s]ignifi-

cantly, Rockwell did not independently develop its own … technology 

[sic], but instead assigned the same engineers who had learned of Celer-

itas’s technology under the NDA to work on the … development project” 

(emphasis added).  

Disclosed to a third party:  Some disclosing-party negotiators might 

object to the exclusion of information that gets disclosed without re-

striction to third parties. That should be a fruitless objection, though, 

because in general that’s pretty much the way the law works. Example:  

in April 2010, Lockheed Martin won a $37 million verdict against a com-

petitor for misappropriation of trade secret — but then the judge or-

dered a new trial because, he found, Lockheed Martin had withheld 

email evidence suggesting that the company had disclosed the trade se-

crets in question to a competitor without restrictions. See R. Robin 

McDonald, Discovery Failure Sinks Lockheed’s $37 Million Win, Apr. 6, 

2010; see also a blog posting by Todd Sullivan at http://goo.gl/PpEW. 

The case later settled; see this Law.com report.   

http://openjurist.org/150/f3d/1354/celeritas-technologies-ltd-v-rockwell-international-corporation
http://goo.gl/MLsT
http://goo.gl/PpEW
http://www.law.com/jsp/article.jsp?id=1202475359948
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Subpoenas, etc.:  Some badly-drafted confidentiality exclusion provi-

sions categorically exclude information sought under subpoena, a 

search warrant, etc.  This section does not do so, because under such a 

provision, arguably even the mere issuance of a subpoena, etc., for con-

fidential information would completely strip the information of its con-

fidentiality status. That would normally be a big mistake, because it 

might deprive the disclosing party of the benefit of any confidentiality 

protections in the subpoena itself or in a protective order entered by 

the court. ¶ The better approach is to provide that the receiving party 

may disclose confidential information pursuant to a subpoena, etc., as 

long as it meets certain conditions, as stated in the "Disclosure com-

pelled by law" section.  

Similar provisions:  The following agreements contain variations of the 

Frequent-Five Exclusions:  AT&T NDA for Poles, Ducts, etc. § 10 – states 

that agreement "does not apply to records and information obtained by 

Recipient from other lawful sources." [DCT comment:  This one phrase 

just might do the trick, obviating the need for a laundry list of exclu-

sions.]  British Design Innovation Multi-Party Confidentiality Agreement § 3.0.  

{{{Citi(1a.  Disney-Pixar Co-Production Agreement § 19(c)(iii).  Dow 

Chemical - Diversa Master Collaboration Agreement § 1.4.  Ford - Vast-

era Global Services Agreement § 8.3.  GE Energy Financial Services Con-

fidentiality Agreement § 3.  {{{HP(5(e). {{{IBM(4. {{{UNC(2. {{{UT(T&Cs 1. 

402.19 Selections and compilations of information 

For the avoidance of doubt, a specific selection or combination of 

information will NOT be excluded from Confidential Information 

status solely by virtue of the fact that some or all of its individual 

component parts are themselves so excluded, unless the selection 

or combination itself is shown to be so excluded. 

Purpose:  This section is intended to forestall aggressive trial counsel for 

receiving parties from trying to argue that (i) individual bits and pieces 

of the confidential information in question are publicly known, and so 

therefore (ii) the combination of the bits and pieces supposedly cannot 

be confidential, and thus (iii) the receiving party (supposedly) did not 

misappropriate the confidential information.  

http://www.google.com/url?sa=t&rct=j&q=&esrc=s&source=web&cd=2&ved=0CFoQFjAB&url=https%3A%2F%2Fclec.att.com%2Fclec_documents%2F%2Funrestr%2Fhb%2FSwbt%2F1355%2F%2FAppendix%2520V%2520-%2520Non-Disclosure%2520Agreement%25205-state.doc&ei=qC8CT93wB8T42QXQ-ei7Ag&usg=AFQjCNGXk3PrmaT3BjNB4wQJI-Bob2rnmw
http://www.britishdesigninnovation.org/pp_docs/Multi%20Party%20confidentiality%20agreement.pdf
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If omitted:  The law generally works in the same way as this provision.  

Here's a case in point (the dialog below is a paraphrase, not a tran-

script).   ¶ Meat-packing company: "You signed an NDA but then you 

stole our trade secrets for vacuum-packing meats!"  ¶ Specialty-meats 

company: "No way! None of the things you told us under the NDA were 

secrets -- most of them had already been published in your patent ap-

plication, and the rest were common knowledge in the industry!"  

¶ Meat-packing company:  "Yeah, but the specific combination of things 

we told you to do to vacuum-pack your meats wasn't public!"  ¶  The 

trial judge granted summary judgment dismissing the meat-packing 

company's case against the specialty-meats company. ¶ The appeals 

court, however, reversed, holding that there was a genuine dispute 

about whether the specific combination was in fact generally known, so 

it was premature for the trial court to grant summary judgment.  Tewari 

De-Ox Systems, Inc., v. Mountain States/Rosen, L.L.C., No. 10-50137 

(5th Cir. Apr. 5, 2011) (reversing in part and remanding summary judg-

ment).  See also, e.g., Integrated Cash Mgmt. Servs., Inc. v. Digital 

Transactions, Inc., 920 F.2d 171, 174 (2d Cir. 1990) (“[A] trade secret can 

exist in a combination of characteristics and components, each of 

which, by itself, is in the public domain, but the unified process, design 

and operation of which, in unique combination, affords a competitive 

advantage and is a protectible secret”), quoted in Waterville Invest-

ment, Inc. v. Homeland Security Network, Inc., No. 08-CV-3433 (E.D.N.Y. 

Jul. 2, 2010) (granting summary judgment dismissing trade-secret claim) 

(internal quotation marks and citation omitted).  

Similar provisions:  University of North Carolina Mutual Confidentiality 

Agreement § 2, last grammatical paragraph. 

402.20 Exclusion – enhanced proof requirement 

A party asserting that an item of information falls into one or 

more of the Frequent-Five Exclusions or is otherwise not confi-

dential must support that assertion by (a) documentary evidence, 

and/or ¶ (b) reasonably corroborated oral evidence. 

Purpose: Disclosing parties want to raise the bar for the receiving party 

in court. 

http://www.ca5.uscourts.gov/opinions/pub/10/10-50137-CV0.wpd.pdf
http://www.ca5.uscourts.gov/opinions/pub/10/10-50137-CV0.wpd.pdf
http://ftp.resource.org/courts.gov/c/F2/920/920.F2d.171.89-9213.1459.html
http://ftp.resource.org/courts.gov/c/F2/920/920.F2d.171.89-9213.1459.html
http://www.leagle.com/unsecure/page.htm?shortname=infdco20100702a21
http://www.leagle.com/unsecure/page.htm?shortname=infdco20100702a21
http://www.leagle.com/unsecure/page.htm?shortname=infdco20100702a21


 DCT INCOMPLETE WORKING DRAFT 2012-02-15 

Objectionable? Disclosing parties sometimes propose language stating 

that proof of an exclusion can only be done with documentary evidence, 

but receiving parties sometimes object to raising the bar that high.  

Reasonably-corroborated oral evidence: The corroboration requirement 

represents a compromise position.  Borrowing from a patent-law doc-

trine, it allows a receiving party to show an exclusion via oral evidence, 

but the oral evidence must be reasonably corroborated.  The rationale 

for the corroboration requirement is that a receiving party, asserting 

(for example) that it had independently developed the disclosing party's 

confidential information in question, might be tempted to "describe [its] 

actions in an unjustifiably self-serving manner," in other words, to lie.  

Sandt Technology, Ltd. v. Resco Metal & Plastics Corp., 264 F.3d 1344, 

No. 00-1449  (Fed. Cir. 2001) (affirming relevant part of summary judg-

ment; as a matter of law, inventor provided sufficient corroboration of 

date of invention).     

Example found on the Web:  {{{UT(T&Cs § 1) – the definition of "Confi-

dential Information" requires "competent written proof" for exclusion 

402.21 All information is confidential unless and until 

shown otherwise 

All information owned or maintained by a Disclosing Party is to be 

considered Confidential Information, regardless whether marked 

as such, until shown to come within one of the Frequent-Five Ex-

clusions. 

Burden-shifting:  Normally the burden of proof would be on the dis-

closing party to show that its information was confidential.  (The disclos-

ing party would usually prove this by offering evidence that it had made 

reasonable efforts to keep the information confidential.) A burden-

shifting presumption of confidentiality technically might make the re-

ceiving party bear the risk of failing to prove that the information came 

within an exclusion from confidentiality status. ¶ As a practical matter, 

though, in almost any case the receiving party will put on whatever evi-

dence it can muster to show that the information was not confidential, 

so this provision might not have much in the way of real-world effects. 

http://www.ll.georgetown.edu/federal/judicial/fed/opinions/00opinions/00-1449.html
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Similar provisions:  See, e.g., the following provisions in the specimen 

contracts:  HP Confidential Disclosure Agreement § 5(b).  

402.22 Affiliate information 

Information owned or maintained by affiliates of the Disclosing 

Party is to be treated as Confidential Information if the informa-

tion (a) otherwise meets the requirements of this Agreement to 

be treated as Confidential Information, and (b) is clearly marked 

as being subject to this Agreement. 

Purpose:  Disclosing parties sometimes want to be able to give the re-

ceiving party not just their own confidential information, but those of 

their Affiliates as well, without having to get their Affiliates to sign sepa-

rate confidentiality agreements. This provision offers one way of recon-

ciling that desire with the receiving party’s need to know the specific 

companies to which it owes confidentiality obligations, so that it can 

properly manage any information it receives. 

Objectionable?  Suppose the disclosing party itself furnished its affili-

ate’s confidential information to the receiving party in the same way it 

did its own information (complying with marking requirements, etc.). In 

that case, the disclosing party might have a strong argument that the af-

filiate’s information was just as protected as the disclosing party’s own 

information. ¶ On the other hand, suppose the affiliate itself provided 

its information to the receiving party: The receiving party might have a 

strong argument that, without more, the information isn’t protected by 

the Agreement’s confidentiality provisions. 

Marking:  It could be dangerous to make a blanket statement that even 

without marking, the confidential information of the disclosing party’s 

affiliates will be considered confidential. Consider this hypothetical sce-

nario:   • Completely separately from the transaction contemplated by 

the nondisclosure agreement, an individual in the affiliate organization 

gives information to an individual at the receiving party. • Neither of 

these individuals, however, knows anything about a nondisclosure 

agreement or has any sort of confidentiality obligations in mind. • The 

receiving party makes use of the affiliate’s information in its business. 

• The affiliate decides that it wants to claim that its information had 
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been confidential, and to sue the receiving party for using it. • The re-

ceiving party might have valid defenses such as estoppel. But who 

would want the grief (and expense) of having to litigate the question?  

 ¶ A sledgehammer solution to this problem would be to categorically 

exclude affiliate information from protected status. But that’s probably 

not the best approach. This section instead tries to balance the parties’ 

interests by requiring affiliate information to be clearly marked as con-

fidential in order for it to be protected. 

402.23 Receiving Party's notes, etc. 

 For the avoidance of doubt, the Receiving Party's obligations in 

this Agreement concerning Confidential Information apply equally 

to any copies, notes, summaries, etc., made by the Receiving Par-

ty to the extent they contain Confidential Information. 

Purpose:  Disclosing parties sometimes want this language to drive 

home the point that the receiving party must treat its notes, etc., as 

confidential information — which means, by the way, that those docu-

ments might have to be returned to the disclosing party or destroyed.  

(Chances are, however, that a court would come down on a receiving 

party just as hard, regardless whether this language was in the agree-

ment.) 

Example found on the Web:   

o {{{ATT(§§ 7-8. 

402.24 Representation by Receiving Party 

The Receiving Party represents that it is a [DESCRIBE] and that it 

seeks access to Confidential Information for the purpose of [DE-

SCRIBE]. 

Purpose:Receiving Party make these representations is to position the 

Disclosing Party to try to make a claim for "fraud in the inducement" 

(which would entail the possibility of punitive damages), and not just a 

breach-of-contract claim, if the Receiving Party were to misuse Confi-

dential Information. 

Example found on the Web:   {{{ATT(§ 3. 
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Confidentiality obligations 

402.25 Precautions 

During the Confidentiality Period, the Receiving Party will take, at 

a minimum, commercially-reasonable precautions — and in any 

case not less than those it uses for its own confidential infor-

mation of comparable nature and value — to protect Confidential 

Information.  

Similar provisions:  AT&T NDA for Poles, Ducts, etc. §§ 5, 6 – prohibits 

Receiving Party from permitting any other person or entity to have ac-

cess to confidential information.  British Design Innovation Multi-Party 

Confidentiality Agreement2.1 – requires Receiving Party to keep infor-

mation "strictly confidential to itself and safeguard accordingly and re-

strict access thereto"; see also § 5.0.  {{{Citi(1b – requires "strict confi-

dence," etc.  Dow Chemical - Diversa Master Collaboration Agreement 

5.1 – requires "good faith efforts," etc.  {{{DisneyPixar(19(c)(ii).  Ford - 

Vastera Global Services Agreement 8.2.  GE Energy Financial Services 

Confidentiality Agreement § 2.  {{{HP(6.  {{{IBMNDA(2(1).  {{{JH(2 – re-

quires receiving party to "employ all reasonable efforts to maintain the 

[Confidential Information] as secret and confidential," etc. (emphasis 

added).  {{{UNC).  {{{UT(2. — requires "all reasonable efforts ...." 

Commentary:  Disclosing parties nearly always want language like this, 

in no small part so that they can demonstrate to a court that they them-

selves took reasonable precautions with their confidential information. 

A court might treat the lack of a required-precautions provision as con-

stituting (or contributing to) a failure by the disclosing party to take rea-

sonable steps to keep its information confidential – which might doom 

the disclosing party’s case. 

402.26 No removal of confidentiality markings 

The Receiving Party will not remove any confidentiality marking 

from any copy of Confidential Information without the Disclosing 

Party's written consent. 

Precedents:  See, e.g., the following specimen contract provisions:  

{{{AT&T(6.  {{{Citi(1d.   

http://www.google.com/url?sa=t&rct=j&q=&esrc=s&source=web&cd=2&ved=0CFoQFjAB&url=https%3A%2F%2Fclec.att.com%2Fclec_documents%2F%2Funrestr%2Fhb%2FSwbt%2F1355%2F%2FAppendix%2520V%2520-%2520Non-Disclosure%2520Agreement%25205-state.doc&ei=qC8CT93wB8T42QXQ-ei7Ag&usg=AFQjCNGXk3PrmaT3BjNB4wQJI-Bob2rnmw
http://www.britishdesigninnovation.org/pp_docs/Multi%20Party%20confidentiality%20agreement.pdf
http://www.britishdesigninnovation.org/pp_docs/Multi%20Party%20confidentiality%20agreement.pdf
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402.27 No use, disclosure, or copying except as agreed 

During the Confidentiality Period, the Receiving Party may not 

use, disclose, or make copies of Confidential Information except 

(i) as permitted by this Agreement or (ii) with the Disclosing Par-

ty's express prior written consent. 

Purpose:  Restrictions on use, disclosure, and copying are practically 

universal in confidentiality agreements. Both parties will want to know 

the extent to which the receiving party is permitted to use and disclose 

the disclosing party’s confidential information. Moreover, the disclosing 

party will want to show a court that it did not allow unrestricted use or 

disclosure of its confidential information. (The specific uses and disclo-

sures to be allowed might depend on the circumstances.) 

Heads-up:  If this provision were left out, the disclosing party could try 

to argue that the receiving party was implicitly restricted in its ability to 

use and disclose the confidential information. (However, an entire-

agreement provision might make that difficult.) But a court might find 

that the absence of use- or disclosure restrictions meant that the dis-

closing party didn’t really consider the information to be confidential af-

ter all – meaning that the receiving party might be free to do whatever 

it wanted with the information. 

402.28 Use in negotiation discussions 

During the term of this Agreement, the Receiving Party may use 

Confidential Information to the extent reasonably necessary for 

assessing the potential advantages and disadvantages of entering 

into another agreement with the Disclosing Party. 

Purpose:  Language of this general type is often found in pre-negotiation 

nondisclosure agreements, for example when a vendor will need access 

to a customer’s internal operations.  

Example found on the Web:  {{{ExxonMobil § 1.1 (definition of Permitted 

Purpose).  {{{UNC}}}, Preamble.   
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402.29 Use in connection with this Agreement 

During the term of this Agreement, the Receiving Party may use 

Confidential Information to the extent reasonably necessary for 

performance of its obligations and/or exercise of its rights under 

this Agreement. 

402.30 No confirmation 

For the avoidance of doubt, the Receiving Party may not confirm, 

to any third party, any correlation or similarity between Confiden-

tial Information and information from any other source, except as 

otherwise permitted by this Agreement or with the Disclosing Par-

ty's prior written consent. 

402.31 Disclosure to Receiving-Party employees with 

need to know [short form] 

During the term of this Agreement, the Receiving Party may dis-

close Confidential Information, in confidence, to its employees 

who have a need to know in connection with a use of Confidential 

Information by the Receiving Party permitted by this Agreement. 

Similar provisions:  AT&T NDA for Poles, Ducts, etc. § 5.   {{{JH(2.  

{{{UT(3. 

Negotiation perspective:  Receiving parties sometimes want it ex-

pressly stated that they can share confidential information internally, 

without having to go back to the disclosing party to get its approval of 

each individual employee, etc., who is to be given access to the infor-

mation.  

If omitted:  I don’t remember a case ever coming up where this was an 

issue, but my guess is that a court would hold that disclosure to em-

ployees, etc., on a need-to-know basis would be implicitly authorized. 

http://www.google.com/url?sa=t&rct=j&q=&esrc=s&source=web&cd=2&ved=0CFoQFjAB&url=https%3A%2F%2Fclec.att.com%2Fclec_documents%2F%2Funrestr%2Fhb%2FSwbt%2F1355%2F%2FAppendix%2520V%2520-%2520Non-Disclosure%2520Agreement%25205-state.doc&ei=qC8CT93wB8T42QXQ-ei7Ag&usg=AFQjCNGXk3PrmaT3BjNB4wQJI-Bob2rnmw
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402.32 Disclosure to employees – confidentiality 

instructions required 

 IF: The Receiving Party wishes to disclose Confidential Infor-

mation to its employees in accordance with this Agreement; 

THEN: The Receiving Party will instruct each such employee of the 

confidentiality obligations of this Agreement.  

Similar provisions:  {{{JH(2 – requires receiving-party employees to agree 

to be bound by the terms of the agreement.  {{{UT(3 – requires receiv-

ing-party employees to "be advised of the confidentiality and non-use 

obligations hereunder ...."  

402.33 Disclosure to employees – confidentiality 

obligations required 

Any Receiving Party employees to which the Receiving Party dis-

closes Confidential Information must be legally obligated to abide 

by the confidentiality obligations of this Agreement, either 

through a written agreement with the Receiving Party or through 

other legally-enforceable obligations.  

Comment:  In the U.S., it seems to be generally accepted that employ-

ees of a receiving party must comply with confidentiality obligations 

agreed to by their employers.  

Similar provisions: 

o {{{UT(3 – requires employees to be "legally obligated by 

written agreement or otherwise to maintain the confiden-

tiality and non-use of the Confidential Information." 

402.34 Disclosure to Receiving Party personnel with need 

to know [long form] 

During the term of this Agreement, the Receiving Party may dis-

close Confidential Information to certain of its personnel as fol-

lows: (a) Each individual in question must serve in one or more of 

the following roles for the Receiving Party: (1) an officer or direc-

tor (in the case of a corporation or comparable organization); (2) a 
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manager (in the case of an LLC or comparable organization); (3) a 

general partner (in the case of a general- or limited partnership); 

and/or (4) an employee. ¶ (b) Each such individual must have a 

need to know in connection with a use of Confidential Infor-

mation by the Receiving Party permitted by this Agreement. ¶ 

(c) Each such individual must be bound by legally-enforceable 

confidentiality obligations to the Receiving Party, preferably in the 

form of a signed written confidentiality agreement, sufficient to 

enable the Receiving Party to comply with the Confidentiality Ob-

ligations. 

Comment:  See the commentary above. 

402.35 Disclosure compelled by law 

For the avoidance of doubt, it is not a breach of this Agreement 

for the Receiving Party to disclose Confidential Information when, 

and to the extent, required by legal process (such as, for example, 

a subpoena or search warrant) or other legal requirement, IF in 

any such case (subject to any applicable legal prohibitions) the 

Receiving Party: (a) promptly advises the Disclosing Party upon 

learning of the disclosure requirement; (b) provides reasonable 

cooperation with any efforts by the Disclosing Party, at the Dis-

closing Party's request and expense, to limit the disclosure and/or 

to obtain legal protection for the information to be disclosed; and 

(c) discloses only so much Confidential Information as is required 

to be disclosed by law after completion of all such efforts.  

Purpose: The receiving party doesn’t want to be caught between a rock 

and a hard place:  It doesn’t want to be in breach of contract if it turns 

over the disclosing party’s confidential information in response to a 

subpoena or search warrant. On the other hand, it doesn’t want to find 

itself in contempt — or under arrest for obstruction of justice — if it de-

clines to do so.  

If omitted:  A disclosing party likely would have a very hard time claim-

ing that a receiving party breached a contractual confidentiality re-

quirement by complying with legal process such as a subpoena or 
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search warrant, especially if the receiving party made reasonable efforts 

to preserve the confidentiality of the information. 

Not a breach:  This phrasing does not say that subpoenaed information 

is categorically excluded from confidentiality status from then on, mere-

ly by virtue of having been within the scope of a subpoena. That's be-

cause in the event of a subpoena, the disclosing party likely would seek 

a court order that the subpoenaed information can only be used or dis-

closed in specified ways. That might well preserve the confidentiality of 

the information, in which case it’d be counterproductive to have the in-

formation categorically excluded from confidentiality. 

Promptly advise the disclosing party:  This phrasing, which does not 

include a strict time deadline, gives the receiving party some flexibility 

to accommodate informal requests for cooperation from law enforce-

ment agencies and similar bodies. 

Subject to applicable legal restrictions:  A receiving party would want 

to take into account that if it received a grand-jury subpoena or search 

warrant, it might not be allowed to tell the disclosing party that confi-

dential information had been subpoenaed (and anyone who did so 

might go to jail for it). 

Similar provisions:  AT&T NDA for Poles, Ducts, etc. § 11.   

402.36 Disclosure to contractors 

During the term of this Agreement, the Receiving Party may dis-

close Confidential Information to those of its contractors that: 

(a) have a need to know for a use permitted by this Agreement; 

and (b) are bound by confidentiality obligations that:  (1) are set 

forth in a written agreement between the relevant contractor and 

the Receiving Party; and (2) are at least as protective of the Confi-

dential Information as the Receiving Party’s obligations under this 

Agreement. 

Purpose:  Receiving parties might not want to have to ask permission 

every time they want to provide Confidential Information to a contrac-

tor.   

http://www.google.com/url?sa=t&rct=j&q=&esrc=s&source=web&cd=2&ved=0CFoQFjAB&url=https%3A%2F%2Fclec.att.com%2Fclec_documents%2F%2Funrestr%2Fhb%2FSwbt%2F1355%2F%2FAppendix%2520V%2520-%2520Non-Disclosure%2520Agreement%25205-state.doc&ei=qC8CT93wB8T42QXQ-ei7Ag&usg=AFQjCNGXk3PrmaT3BjNB4wQJI-Bob2rnmw
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Objectionable?  A disclosing party might well object to allowing the re-

ceiving party to disclose confidential information to ANY other entity 

(other than as required by law) without consent:  For all anyone knows, 

a receiving-party contractor might turn out to be a disclosing-party 

competitor.  

Comment:  If a contractor is indeed a competitor of the disclosing par-

ty, chances are that it won’t want to come anywhere near the disclosing 

party’s confidential information, for fear of getting tied up in litigation 

down the road. 

402.37 Disclosures – copies of confidentiality agreements 

If so requested by the Disclosing Party, the Receiving Party will 

provide the Disclosing Party with a copy of the confidentiality 

agreement between the Receiving Party and each individual or 

organization to which the Receiving Party provides Confidential 

Information, redacted if desired to prevent disclosure to the Dis-

closing Party of confidential information.  

Similar provisions:  {{{UT(10. 

402.38 Disclosures — compliance with law required 

For the avoidance of doubt, in any disclosure of Confidential In-

formation, the Receiving Party will comply with applicable law, in-

cluding (for example) laws governing export controls and disclo-

sures of personal financial information or personal health infor-

mation.  

Purpose:  Disclosing parties sometimes ask for language like this so that 

they’ll have an express contractual remedy (and at least some political 

cover) if the receiving party engages in unlicensed exports of technical 

data or other unlawful disclosures of confidential information. Moreo-

ver, U.S. export-controls laws require affirmative “written assurances” 

for disclosures to take place under certain exceptions to the export li-

censing requirements.  

If omitted:  The receiving party presumably would still be required to 

comply with any applicable legal obligations, but it’s unclear whether 
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the disclosing party would have any contractual remedy if the receiving 

party breached those obligations.  

Similar provisions:  {{{UT(10. 

402.39 Indemnity against third-party claims 

The Receiving Party will defend and indemnify the Disclosing Party 

against any claim by a third party arising out of the Receiving Par-

ty’s use or disclosure of Confidential Information. 

Purpose:  The disclosing party might want this language, if the receiving 

party’s use of the disclosing party’s confidential information might put 

the disclosing party at risk from third-party claims.  

Objectionable?   Possibly – the main effect of the provision might be to 

require the receiving party to fund the disclosing party’s defense up 

front, instead of reimbursing the disclosing party afterwards. 

Comment:  This is a comparatively-narrow indemnity obligation, in that 

it applies only to third-party claims “arising from” the receiving party’s 

disclosure or use of confidential information.  

Example 1:  Suppose that: • The disclosing party is a doctor; the receiv-

ing party, a medical laboratory. • The doctor orders a blood test for a 

patient who is a well-known Hollywood celebrity. • A laboratory pro-

cesses the blood test, but then a lab technician leaks the result to the 

tabloid press. • The celebrity patient sues both the laboratory and the 

doctor for invasion of privacy. • Under this section, the laboratory is re-

sponsible for paying the doctor’s defense costs up front, and also for 

any damage award that the celebrity patient might win.  

Example 2:  Suppose that: • A university discloses pre-publication re-

search to a pharmaceutical company under a confidentiality agreement. 

• The pharmaceutical company uses the research to prepare a new drug 

and begins clinical trials. • Unfortunately, things go wrong in the trials 

because of errors by the university’s researchers, and a patient sues 

both the pharmaceutical company and the university. • Under this sec-

tion, the pharmaceutical company must pay for the university’s defense 

costs as well as for any resulting damage award. And under the hold-

harmless clause, the pharmaceutical company cannot try to shift any of 
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the responsibility to the university, even though it was the university’s 

error that caused the problems.  

402.40 Necessary copies 

(a) During the term of this Agreement the Receiving Party may 

make copies of Confidential Information, solely to the extent rea-

sonably necessary for disclosures and uses permitted by this 

Agreement. ¶ (b) The Receiving Party will ensure that any such 

copy includes an appropriate marking to show its Confidential In-

formation status. ¶ (c) For the avoidance of doubt, any such cop-

ies are subject to the confidentiality obligations of this Agree-

ment.  

Similar provisions:  AT&T NDA for Poles, Ducts, etc. § 6.  {{{Citi(1(d).   

Purpose:  Permitted-copying provisions are frequently seen in confi-

dentiality agreements, because it's in the interest of both parties to set 

out clear ground rules for copying of confidential information.  

402.41 Cooperation against misappropriators 

During the term of this Agreement, The Receiving Party will coop-

erate, at the Disclosing Party’s request (and expense), in any ac-

tion brought against third-party misappropriation of Confidential 

Information by or at the behest of the Disclosing Party. 

Purpose:  Disclosing parties' litigation counsel have been known some-

times to try to conscript enlist anyone and everyone they think might be 

able to help them win.  Hence the clause about “at the disclosing party's 

request (and expense)”). 

Objections:   The receiving party might object along the following lines:  

¶ If the possible third-party misappropriator were an employee, etc., of 

the receiving party, then the receiving party would already have an in-

centive to cooperate, namely to try to avoid being sued by the disclos-

ing party, with the risk of punitive damages.  ¶ If the potential misap-

propriator were not associated with the receiving party, then the receiv-

ing party might legitimately not want the aggravation that can come 

with "getting involved." ¶ If the potential misappropriator were a busi-

http://www.google.com/url?sa=t&rct=j&q=&esrc=s&source=web&cd=2&ved=0CFoQFjAB&url=https%3A%2F%2Fclec.att.com%2Fclec_documents%2F%2Funrestr%2Fhb%2FSwbt%2F1355%2F%2FAppendix%2520V%2520-%2520Non-Disclosure%2520Agreement%25205-state.doc&ei=qC8CT93wB8T42QXQ-ei7Ag&usg=AFQjCNGXk3PrmaT3BjNB4wQJI-Bob2rnmw
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ness partner or other ally of the receiving party, the latter might well 

not want to get in the middle of its partner's dispute with the disclosing 

party.  

Post-termination provisions 

402.42 Continuation of confidentiality obligations 

 For the avoidance of doubt, the Receiving Party's obligations 

stated in this "Confidential information" section will continue in 

effect, as to particular Confidential Information, regardless of any 

termination or expiration of this Agreement or any other right or 

obligation under it, until the end of the Confidentiality Period. 

Similar provisions:  AT&T NDA for Poles, Ducts, etc. § 13.  {{{UT(6. 

Purpose:  The disclosing party likely will want this provision (1) to leave 

no doubt that termination or expiration of the Agreement will not au-

tomatically mean termination of the receiving party’s confidentiality ob-

ligations; and  (2) to guard against a later argument that the confidenti-

ality provisions violate the rule against perpetuities and therefore are 

terminable at will (which might or might not be fine with the parties).  

See generally Brett A. August and Andrew N. Downer, Equitable Excep-

tions to the Rule Against Perpetual Contracts,” Intellectual Property Liti-

gation, Volume 21, No. 4 (ABA Section of Litigation, summer 2010) (LINK 

- requires ABA membership).  

If omitted:  The disclosing party might someday try to argue that the 

confidentiality obligations did not survive termination or expiration of 

the Agreement.  

“Any other obligation under it”:  This language is intended to pre-

clude a receiving party from contending that expiration of a noncompe-

tition covenant released the receiving party from its confidentiality obli-

gations. 

402.43 Return or destruction 

 (a) Except as otherwise provided in this Agreement, within 30 

days after any termination of this Agreement, the Receiving Party 

http://www.google.com/url?sa=t&rct=j&q=&esrc=s&source=web&cd=2&ved=0CFoQFjAB&url=https%3A%2F%2Fclec.att.com%2Fclec_documents%2F%2Funrestr%2Fhb%2FSwbt%2F1355%2F%2FAppendix%2520V%2520-%2520Non-Disclosure%2520Agreement%25205-state.doc&ei=qC8CT93wB8T42QXQ-ei7Ag&usg=AFQjCNGXk3PrmaT3BjNB4wQJI-Bob2rnmw
http://en.wikipedia.org/wiki/Rule_against_perpetuities
http://www.abanet.org/abanet/common/login/securedarea.cfm?CFID=231810514&CFTOKEN=32da47c04a6e69d6-FC5765F0-956A-C604-0579309E6F6A9F6C&jsessionid=1a30a535f7f2188da3cea42a5425c583ab62TR&AREATYPE=premium&ROLE=lt&REDIRECT_LOCATION=/abanet/common/login/securedarea.cfm%3FareaType%3Dpremium%26role%3Dlt%26url%3D/litigation/mo/premium-lt/newsletters/intellectual/ipl_summer2010.pdf&URL=/litigation/mo/premium-lt/newsletters/intellectual/ipl_summer2010.pdf


 DCT INCOMPLETE WORKING DRAFT 2012-02-15 

will make commercially-reasonable efforts to return, to (i) the 

Disclosing Party or (ii) a party designated in writing by the Disclos-

ing Party, or (ii) to destroy, all copies of Confidential Information 

that are in the possession, custody, or control of (x) the Receiving 

Party and/or (y) any individual or organization to which the Re-

ceiving Party provided such Confidential Information.  ¶ (b) For 

the avoidance of doubt, the return or destruction obligation ap-

plies to, for example, the Receiving Party's notes, summaries, re-

ports, etc., to the extent they contain Confidential Information. 

Purpose:  A return-or-destroy provision is very often seen in confiden-

tiality agreements. It can have both practical benefits (the fewer copies 

remain in the receiving party’s hands, the less likely it is that confiden-

tial information will leak) and legal benefits (in assessing a disclosing 

party’s claim that it took reasonable measures to protect its confidential 

information, a court might well give some weight to a requirement that 

receiving parties return or destroy all copies).  

If omitted:  There’s at least some risk that, in the absence of a return-

or-destroy requirement in a confidentiality agreement, a court might 

give less weight to the disclosing party’s claims that it took reasonable 

steps to protected its confidential information. Cf. Vernor v. Autodesk, 

Inc., No. 09-35969 (9th Cir. Sept. 10, 2010) (vacating and remanding dis-

trict court’s summary judgment): The Ninth Circuit held that Autodesk’s 

failure to require customers to return outdated software versions did 

not fatally undermine its contention that it licensed, not sold, its soft-

ware (therefore, licensees were not entitled to benefits of copyright’s 

first-sale doctrine).  

Possession, custody, or control:  If the receiving party has disclosed con-

fidential information to a third party, this return-or-destroy language 

would require the receiving party to retrieve and return or destroy the 

information. 

Worth the burden?  From a receiving party’s perspective, a return-or-

destroy obligation really does only two things:  (1) It creates a compli-

ance burden for the receiving party — especially if the receiving party’s 

emails, electronic notes, and other on-line documents must also be re-

turned or destroyed; and (2) it gives the disclosing party ammunition 

http://www.ca9.uscourts.gov/datastore/opinions/2010/09/10/09-35969.pdf
http://www.ca9.uscourts.gov/datastore/opinions/2010/09/10/09-35969.pdf
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with which to paint the receiving party as unreliable or even a scoff-

law — “Ladies and gentlemen of the jury, the receiving party obviously 

didn’t take its return-or-destroy obligations seriously; we have no rea-

son to think they took their other confidentiality obligations seriously ei-

ther.”  ¶ When you think about it, the receiving party might not need to 

be contractually bound to return or destroy confidential information, 

because it likely has a purely-business motivation:  it very well might not 

want the continuing ‘taint’ that can come with having the disclosing par-

ty’s information sitting in its files. The parties might be equally served, 

therefore, by simply omitting a return-or-destroy obligation. 

Heads-up:  Adopting a "gold plated" return-or-destruction policy, but 

then failing to enforce it, might be far worse, in later litigation, than hav-

ing no policy at all. If the disclosing party neglected to follow up on the 

return-or-destroy argument, another party could portray the disclosing 

party as not really having considered its information to be confidential 

after all.  This section tries to balance these considerations by imposing 

a return-or-destroy requirement, but only if the disclosing party ex-

pressly asks for it; see also the additional comments below.  

Similar provisions:  {{{UT(5 – requires return or certification of destruc-

tion within 10 days after termination or a written request 

402.44 Certification 

 Within 45 days after any termination of this Agreement, the Re-

ceiving Party will provide the Disclosing Party with a certificate 

that it has complied with the return-or-destruction obligation 

above.  The certificate must (i) be signed by an officer of the party 

or other individual authorized to bind the party; (ii) note any 

known compliance exceptions; and (iii) for each compliance ex-

ception, whether and how the exception is authorized by this 

Agreement.  

Purpose:  Disclosing parties often want to require the receiving party to 

provide a certificate of return of destruction — in some cases, one mo-

tive might be to have the receiving party provide a certification that lat-

er turned out to be incorrect, giving the disclosing party's trial counsel a 

cudgel with which to bash the receiving party. 
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402.45 Backup tapes, etc. 

 The Receiving Party need not return or destroy copies of Confi-

dential Information stored in system-type media (such as, for ex-

ample, email backup tapes), PROVIDED THAT such media: (i) are 

not readily accessible to users; (ii) are maintained in confidence; 

and (iii) are periodically and systematically overwritten in the or-

dinary course of business. 

Purpose: Receiving parties very often ask that backup tapes and similar 

media be exempted from the return-or-destroy obligation.  Without 

such a carve-out, the receiving party might be forced to retrieve, search, 

and purge its email backup tapes, system caches, etc. That likely would 

be very burdensome and expensive. 

402.46 Archival copies 

(a) The Receiving Party may maintain indefinitely, in a secure loca-

tion, a set of archival copies of Confidential Information, including 

reasonable backups for such copies. ¶ (b) The Receiving Party may 

not use such copies except to determine the Receiving Party's ob-

ligations under this Agreement. ¶ (c) For the avoidance of doubt, 

the confidentiality obligations stated in this "Confidential infor-

mation" section will continue in effect for such copies in accord-

ance with the applicable provisions. 

Example found on the Web:  {{{UNC(6.  {{{UT(5. 

402.47 Outside-counsel archive 

The Receiving Party's outside legal counsel ("outside counsel") 

may maintain indefinitely a set of archival copies of Confidential 

Information, including reasonable backups for such copies, PROVI-

DED THAT: (a) such copies are maintained, using responsible secu-

rity measures, under the direct or indirect control of outside 

counsel — including, for example, maintaining the archival copies 

in a commercial records-storage facility operated by an individual 

or organization that, directly or indirectly, is contractually obligat-

ed to outside counsel to maintain the copies in confidence — and 
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¶ (b) the archive copies are accessible only: (1) by outside counsel 

and their employees, or (2) as directed or permitted by a tribunal 

of competent jurisdiction, or (3) with the Disclosing Party's con-

sent. 

Purpose:  Receiving parties sometimes want their outside counsel to be 

able to preserve a set of outside-counsel-only archival copies. This is 

sometimes seen in confidentiality provisions relating to M&A deals.  An 

outside-counsel-archive exception is often considered acceptable by 

disclosing parties. 

Worth the trouble?  In some situations, an exception for outside-

counsel-only archival copies might not be especially useful. For exam-

ple:  • If the receiving party were scrupulous in giving archival copies of 

all the disclosing party protected information it received to its outside 

counsel, then the archival copy could prove useful in arguing that the 

receiving party never had access to a particular piece of information. 

• But doing this might not be worthwhile unless protected information 

were disclosed exclusively in suitably marked writings, or through nar-

row channels such as an M&A data room. • For less-formal disclosures, 

the fact that particular information wasn’t contained in the receiving 

party’s outside counsel’s archival copy might not mean much; in such a 

case, allowing outside counsel to retain archival copies might not pro-

vide much benefit for the receiving party.  

"Outside counsel":   The phrase ‘outside counsel only’ is well under-

stood to lawyers who work in litigation. See, for example, para-

graph 11(c) of the protective order entered in an antitrust case brought 

by the [U.S.] Department of Justice. 

402.48 Expiration of confidentiality obligations 

Except as otherwise provided by this Agreement, the confidential-

ity obligations of this "Confidential information" section will no 

longer apply beginning on the date five years after the effective 

date of termination of this Agreement.  

Purpose:  Receiving parties often seek to impose a ‘sunset’ on their 

confidentiality obligations, in part so that after the stated time, • the re-

http://www.justice.gov/atr/cases/f205600/205664.htm
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ceiving party’s employees won’t have to pay attention to whether or 

not particular disclosing-party information is confidential, and • the re-

ceiving party will be free to use or disclose the information as it sees fit.   

Objectionable?  The disclosing party is likely to object to this language 

if its confidential information is likely to be of long-lasting value.  (The 

exception for trade secrets, below, might sufficiently address that con-

cern.) 

402.49 Expiration exception for designated trade secrets 

 During the 30 days before and 30 days after termination of this 

Agreement, the Disclosing Party may, by notice to the Receiving 

Party, designate, with particularity,  specific trade-secret infor-

mation for which the confidentiality obligations of this "Confiden-

tial information" section will not expire for so long as that particu-

lar information remains a trade secret. 

With particularity:  This phrase should be familiar to litigators — it’s 

based on similar language in Rule 9(b) of the Federal Rules of Civil Pro-

cedure. 

Trade secret:  Generally speaking, under the law in most U.S. jurisdic-

tions, a ‘trade secret’ is information (i) that is not generally known or 

readily discoverable, and (ii) that  gives someone who knows it an eco-

nomic advantage over someone who doesn’t – see generally Wikipe-

dia’s article on trade secrets. 

402.50 Expiration exception as required by law 

For the avoidance of doubt, the confidentiality obligations of this 

"Confidential information" section will not expire to the extent 

applicable law requires the information in question to be main-

tained in confidence. 

http://www.law.cornell.edu/rules/frcp/Rule9.htm#Rule9_b_
http://en.wikipedia.org/wiki/Trade_secret
http://en.wikipedia.org/wiki/Trade_secret
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Other Confidential Information provisions 

402.51 Disclosing Party warranty of authority to disclose 

Each Disclosing Party warrants to the Receiving Party that it has 

the right to disclose any Confidential Information made available 

to the Receiving Party pursuant to this Agreement 

Similar provisions:  See, e.g., the following provisions in the specimen 

contracts:  GE Energy Financial Services Confidentiality Agreement § 4. 

HP Confidential Disclosure Agreement § 9.  

402.52 No warranties for Confidential Information 

For the avoidance of doubt, EXCEPT to the extent (if any) express-

ly stated otherwise in this Agreement:  (a) The Disclosing Party 

DISCLAIMS all warranties, representations, and conditions, ex-

press or implied, about Confidential Information (for example, 

warranties of completeness or accuracy), all of which is provided 

or otherwise made available AS IS, WITH ALL FAULTS; and 

¶ (b) The Disclosing Party will not be liable for any use of Confi-

dential Information made by the Receiving Party.  

Example found on the Web:  Citi § 1(d).  GE NDA § 4.  {{{UT(7. 

402.53 No ownership or license rights granted in Con-

fidential Information 

 For the avoidance of doubt, EXCEPT to the extent (if any) express-

ly stated otherwise in this Agreement, the Receiving Party is not 

granted any license rights or ownership rights of any kind, in Con-

fidential Information nor other any intellectual property of the 

Disclosing Party. 

Example found on the Web:  {{{HP(10.  {{{UT(7. 
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402.54 Disclosure to Receiving Party not required 

For the avoidance of doubt, this Agreement does not obligate the 

Disclosing Party to disclose any particular Confidential Information 

to the Receiving Party. 

402.55 Non-Confidential Information 

For the avoidance of doubt:  Except for Confidential Information, 

the Receiving Party is under no obligation of confidence in respect 

of any information that the Disclosing Party causes to be disclosed 

or made available to the Receiving Party pursuant to this Agree-

ment. Consequently, the Receiving Party may use and/or disclose 

any or all of such information in its discretion, as long as such use 

or disclosure does not violate another intellectual-property right 

of the Disclosing Party (if any), for example, patent rights, trade-

mark rights, or copyrights.  

Similar provisions:  See, e.g., {{{HP(7(a).   

402.56 Receiving-Party responsibility for misappropria-

tion 

IF: An officer, director, member, manager, partner, employee, 

agent, or subcontractor of the Receiving Party uses or discloses 

Confidential Information; AND: That person obtained or otherwise 

accessed the Confidential Information in question through the 

person’s relationship with the Receiving Party; THEN: The Receiv-

ing Party will be liable to the Disclosing Party for the person’s un-

authorized use or disclosure to the same extent as if the same had 

been committed by the Receiving Party itself. 

Purpose:  A disclosing party might want this provision so that it has 

"one throat to choke" if it is concerned about leaks or misuse by 

“rogue” employees, etc., of the receiving party. 

Hat tip:  This provision is adapted from one suggested by Ken Adams at 

Koncision, but rewritten to make it likely to be more acceptable to a re-

ceiving party. 

http://www.koncision.com/an-alternative-to-indemnification-language
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402.57 Injunctive relief 

In any case of actual or threatened breach of the confidentiality 

obligations of this "Confidential information" section, the Disclos-

ing Party may seek any relief available at law or in equity, includ-

ing but not limited to monetary damages, specific performance, 

and injunctive relief.  

Similar provisions:  AT&T NDA for Poles, Ducts, etc. § 12.  GE NDA § 7.  

{{{UT § 9. 

402.58 Injunctive relief – no bond 

The Disclosing Party need not post a bond to obtain injunctive re-

lief against actual or threatened breach of the confidentiality obli-

gations of this "Confidential information" section.  

Similar provisions:  {{{Citi(3.  {{{UT § 9. 

402.59 Injunctive relief – inadequate remedy 

IF: The Disclosing seeks injunctive relief against actual or threat-

ened breach of the confidentiality obligations of this "Confidential 

information" section; THEN: The unavailability of an adequate 

remedy at law is to be deemed to have been established.  

Similar provisions:  AT&T NDA for Poles, Ducts, etc. § 12. 

402.60 Residuals 

The Receiving Party may, without obligation to the Disclosing Par-

ty, use Confidential Information that may be retained in the un-

aided memory of the receiving party’s personnel (subject to any 

applicable patent rights, copyrights, trademark rights, or mask 

work rights owned or assertable by the Disclosing Party), PROVID-

ED THAT such personnel: (a) do not refer to any written, electron-

ic, or other fixed form of the information, and ¶ (b) do not inten-

tionally remember the information for that purpose. 

Purpose:  Receiving parties sometimes ask for “residuals” provisions to 

insulate themselves from liability for using Confidential Information.  

http://www.google.com/url?sa=t&rct=j&q=&esrc=s&source=web&cd=2&ved=0CFoQFjAB&url=https%3A%2F%2Fclec.att.com%2Fclec_documents%2F%2Funrestr%2Fhb%2FSwbt%2F1355%2F%2FAppendix%2520V%2520-%2520Non-Disclosure%2520Agreement%25205-state.doc&ei=qC8CT93wB8T42QXQ-ei7Ag&usg=AFQjCNGXk3PrmaT3BjNB4wQJI-Bob2rnmw
http://www.google.com/url?sa=t&rct=j&q=&esrc=s&source=web&cd=2&ved=0CFoQFjAB&url=https%3A%2F%2Fclec.att.com%2Fclec_documents%2F%2Funrestr%2Fhb%2FSwbt%2F1355%2F%2FAppendix%2520V%2520-%2520Non-Disclosure%2520Agreement%25205-state.doc&ei=qC8CT93wB8T42QXQ-ei7Ag&usg=AFQjCNGXk3PrmaT3BjNB4wQJI-Bob2rnmw
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Objectionable?  Disclosing parties usually object strenuously to residu-

als rights, because they have the potential to give the receiving party 

almost carte blanche to use confidential information outside the scope 

of the agreement.   

Proof problems:  Suppose that the receiving party's relevant employee 

were to testify, "oh no, I didn't memorize the information, I just hap-

pened to remember it."  It might be difficult or impossible for the dis-

closing party to disprove such testimony. That, in turn, would mean that 

the case might turn on how favorable an impression the testifying em-

ployee made on the jury.  

Comment:  A residuals clause might be appropriate in an agreement 

where the parties have a long relationship, with everyday exchanges of 

confidential information, and where it might be difficult for people to 

keep track of who owned what. ¶ In many situations, however, a dis-

closing party would likely react to a demand for residuals rights along 

the lines of, “are you out of your [expletive] mind?” 

Further reading:  • MICHAEL D. SCOTT, SCOTT ON INFORMATION TECHNOLOGY 

LAW § 6.25[D] (accessed Nov. 26, 2010) • Brian R. Suffredini, Negotiating 

Residual Information Provisions in IT and Business Process Outsourcing 

Transactions (accessed Nov. 26, 2010); • Tom Reaume, This Residuals 

Clause Left a Bad Residue, at http://goo.gl/JbLtV (accessed January 20, 

2012). 

402.61 Receiving Party consent required for disclosure to 

it 

The Receiving Party will be under no obligation of confidence un-

der this Agreement with respect to any Confidential Information 

disclosed to it unless the Receiving Party first consents in writing 

to the specific disclosure. 

Purpose:  Suppose a receiving party and disclosing party were competi-

tors. The receiving party might want to be sure that it was under a con-

fidentiality obligation only for limited, specific confidential information, 

so it doesn’t become entangled in unwanted confidentiality obligations 

with respect to other information.  

http://books.google.com/books?id=V0LIZlUR_vkC&pg=SA6-PA82&lpg=SA6-PA82&dq=defense+for+residual+information+clause&source=bl&ots=-mmsnucwAU&sig=8i8QQmGmRsBJhRcdJjt8uflo0jw&hl=en&ei=K0PtTLb1M4OBlAfd-5j9AQ&sa=X&oi=book_result&ct=result&resnum=10&ved=0CFQQ6AEwCQ#v=onepage&q=defense%20for%20residual%20information%20clause&f=false
http://www.mayerbrown.com/publications/article.asp?id=1827
http://www.mayerbrown.com/publications/article.asp?id=1827
http://www.mayerbrown.com/publications/article.asp?id=1827
http://www.techstartupcenter.com/post/Residuals_Clause_Left_Bad_Residue
http://www.techstartupcenter.com/post/Residuals_Clause_Left_Bad_Residue
http://goo.gl/JbLtV
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Objectionable?  A disclosing party might regard this provision as im-

posing an unnecessary paperwork burden. 

402.62 Receiving Party freedom of action 

 This Agreement does not restrict the Receiving Party’s ability to 

do any of the following without use or disclosure of Confidential 

Information:  (a) develop, acquire, market, and/or sell technolo-

gies, products, or services similar to or competitive with those of 

the Disclosing Party; (b) have one or more such things done for it 

by third parties; (c) enter into business- and contractual relation-

ships with third parties; and/or ¶ (d) assign such duties to its per-

sonnel as it sees fit. 

403 Employee non-solicitation 

403.01 Definitions: Obligated-Party; Existing-Employee 

For purposes of this "Employee non-solicitation" section, Obligat-

ed-Party refers to [company name]; Existing-Employer refers to 

[company name]. 

403.02 Employees affected 

The obligations of this "Employee non-solicitation" section (re-

ferred to as the Employee Non-Solicitation Obligation) restricts 

Obligated-Party's solicitation of Existing-Employer's employees 

who have become known to Obligated-Party as a result of the 

parties' relationship documented in this Agreement. 

403.03 Restriction on solicitation 

Obligated-Party will not, without Existing-Employer’s written con-

sent, recruit or solicit any such employee until at least three 

months after the earlier of: (a) the termination of this Agreement 

or of a relevant Statement of Work, or (b) the termination of such 

employee's employment by Existing-Employer.  
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403.04 Exceptions for general advertisements and 

unsolicited applications 

 The Employee Non-Solicitation Obligation does not prohibit Obli-

gated-Party from employing any such employee: (a) who seeks 

employment with Obligated-Party in response to a general adver-

tisement or solicitation that is not specifically directed towards 

employees of Other-Party; or (b) who contacts Obligated-Party on 

his or her own initiative without any direct or indirect solicitation 

by Obligated-Party. 

404 Export controls  

404.01 Definitions 

Complying-Party refers to Reseller. 

Covered Item refers to any commodity or technical data (including 

for example software) obtained or created pursuant to this 

Agreement. 

Further reading:  For additional information, see the Commerce De-

partment’s Introduction to Commerce Department Export Controls 

(which has links to information about State Department export controls 

as well). 

Prohibited Destination includes any destination to which exports 

are prohibited by law, for example, any U.S.-embargoed coun-

tries.   

Further reading:  See generally the list of U.S.-embargoed countries  

Restricted Person refers to any person listed on any government 

list prohibiting the listed persons’ access to a covered item, in-

cluding for example: (i) the U.S. Department of the Treasury’s list 

of Specially Designated Nationals, and (ii) the U.S. Department of 

Commerce Denied Persons List or Entity List.  

http://www.bis.doc.gov/licensing/exportingbasics.htm
http://export.stanford.edu/country.html
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Further reading:  See generally the following:  Treasury Dept. list of 

Specially Designated Nationals  • Commerce Dept. Denied Persons List 

• Commerce Dept. Entity List. 

404.02 Compliance obligation 

Complying-Party will comply with applicable export-control laws 

with respect to Covered Items. As one example, Complying-Party 

will not export or re-export Covered Items to Prohibited Destina-

tions nor to Restricted Persons.  

Purpose:  Parties whose business together involves goods or infor-

mation that are subject to the expert-controls laws will often want each 

other to commit to abiding by those laws, in part to reduce the risk of 

being criminally indicted for export violations. The export-controls laws 

in the U.S. are more than a bit complicated, but it’s extremely important 

for companies to sort them out. Noncompliance can lead to all kinds of 

trouble, including imprisonment for up to ten years; millions of dollars 

in fines and civil penalties; and denial of export privileges. 

Heads-up – "deemed exports":  Disclosure of export-restricted tech-

nical data to a foreign national, even in the U.S., can constitute a 

“deemed export.”  According to a spring 2009 memo by the Squires 

Sanders law firm, “… sending an email containing controlled technical 

data – even to an overseas employee with US citizenship — constitutes 

an export that requires a license under either the ITAR or the EAR, unless 

covered by a specific license exemption or exception. Were a US employ-

ee to then disclose the contents of such email to a non-US citizen, that 

act may constitute a separate export transaction — a re-export.”  Squire 

Sanders & Dempsey LLP, Can Using Your BlackBerry Device Overseas Vi-

olate the ITAR? in International Trade and Technology Transfer (IT3) 

Update (spring 2009) (accessed Mar. 25, 2009). 

Further reading:  See generally Marian E. Ladner & Thomas P. Scott III, 

Top Ten Export Compliance Nightmares, at http://goo.gl/NNuvS.  

404.03 Compliance representation 

Complying-Party represents that: (i) it is not a Restricted Person; 

(ii) it is not a citizen or resident of any country embargoed by the 

http://www.ustreas.gov/offices/enforcement/ofac/sdn/
http://www.bis.doc.gov/dpl/default.shtm
http://www.bis.doc.gov/entities/default.htm
http://library.findlaw.com/2004/May/14/133457.html
http://www.ssd.com/files/Publication/cf53e4ee-213b-4872-b436-f725cd7a2d27/Presentation/PublicationAttachment/603ce634-e112-4b67-901d-f7d433492f58/IT3_Update_Spring2009.pdf#page=4
http://www.ssd.com/files/Publication/cf53e4ee-213b-4872-b436-f725cd7a2d27/Presentation/PublicationAttachment/603ce634-e112-4b67-901d-f7d433492f58/IT3_Update_Spring2009.pdf#page=4
http://www.txcorp.org/images/customers/127149/storage/05_TOPTEN_EXPORTCOMPLIANCENIGHTMARES_LADNER-SCOTT.PDF
http://goo.gl/NNuvS
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United States; and (iii) it has not had its export privileges sus-

pended, revoked, or denied by any governmental authority.  

Represents:  See generally this note on the crucial differences between 

the terms “represent” and “warrant.” 

404.04 No unlawful use 

In connection with this Agreement, Complying-Party will not use 

Covered Items, nor permit or knowingly assist in their use, for any 

purposes prohibited by United States law, including, without limi-

tation, the development, design, manufacture or production of 

nuclear, missiles, or chemical or biological weapons.  

404.05 Written assurances 

Complying-Party will, upon request and at its own expense, pro-

vide such written assurances and other documentation as may be 

reasonably necessary to comply with export-related law. 

Purpose: This provision is included because some exceptions to U.S. 

export-license requirements require that exporter’s obtain written as-

surances that the recipient will not re-export the exported item(s).  See 

generally John Black, Stop Using License Exception TSR Now!: You Need 

to Get a New TSR Written Assurance (Export Compliance Training Insti-

tute Sept. 7, 2010, accessed Oct. 29, 2010). 

404.06 ECCN warranty 

Provider warrants to Customer that [describe products; N/A if not 

filled in] are classified under the U.S. Commerce Department’s Ex-

port Control Classification Number (ECCN) XXXX. 

Purpose:  Customers who want, for example, to use their purchases in 

overseas operations might ask for this warranty so they can do their 

own due-diligence to establish where they can export the items.  

Objectionable?  Quite possibly:  A customer that asks for such a war-

ranty is arguably asking for legal advice from the provider — which 

might make the provider’s legal counsel nervous about expanded mal-

practice liability.  

http://www.lawnotes.com/warranties-and-representations-a-brief-overview/#toc-warranties-versus-representations
http://learnexportcompliance.bluekeyblogs.com/2010/09/07/stop-using-license-exception-tsr-now-you-need-to-get-a-new-tsr-written-assurance/
http://learnexportcompliance.bluekeyblogs.com/2010/09/07/stop-using-license-exception-tsr-now-you-need-to-get-a-new-tsr-written-assurance/
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Alternatives:  Consider offering instead: • to warrant facts about the 

purchased items, so that the customer can draw its own conclusions 

about the proper classification; and/or • to submit a request for an offi-

cial classification at the Commerce Department Web site (although this 

could take a few weeks to obtain).  

Warrants:  See generally this note on the crucial differences between 

the terms “represent” and “warrant.” 

Further reading:  See generally this Commerce Department note on 

ECCNs. The Commerce Department Web page “Exporting Basics“ con-

tains an overview discussion of export licenses and license exceptions. 

404.07 License-exception warranty 

Provider warrants to Customer that [describe products; N/A if not 

filled in] may be exported under the U.S. Commerce Department’s 

License Exception XXXX. 

Heads-up:  Given that criminal penalties can result from improper ex-

ports, a provider asked to make such a warranty should proceed with 

extreme caution. 

Warrants:  See generally this note on the crucial differences between 

the terms “represent” and “warrant.” 

405 Force majeure 

405.01 Events of force majeure 

Force majeure may be invoked by either party upon the occur-

rence of one or more events from the following list that causes a 

failure of timely performance by the invoking party:  act of a pub-

lic enemy; act of any government or regulatory body, whether civ-

il or military, domestic or foreign; act of war, whether declared or 

undeclared, including for example civil war; act or omission of the 

other party; act or threat of terrorism; blockade; boycott; civil dis-

turbances; confiscation by a governmental authority not resulting 

from violation of law by the invoking party; earthquake; electrical-

power outage; embargo imposed by a governmental authority; 

http://www.bis.doc.gov/licensing/do_i_needaneccn.html
http://www.bis.doc.gov/licensing/do_i_needaneccn.html
http://www.lawnotes.com/warranties-and-representations-a-brief-overview/#toc-warranties-versus-representations
http://www.bis.doc.gov/licensing/do_i_needaneccn.html
http://www.bis.doc.gov/licensing/exportingbasics.htm
http://www.lawnotes.com/warranties-and-representations-a-brief-overview/#toc-warranties-versus-representations
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explosion; fire; flood; hurricane; insurrection; Internet outage; in-

vasion; nationalization; riot; sabotage; storm; supplier default ; 

telecommunications service failure; tornado. 

405.02 Failure to pay amounts due 

A failure to pay an amount due under this Agreement may be 

considered a force-majeure event, but only if the failure resulted 

from failure of or interruption in one or more third-party payment 

systems that otherwise qualifies as a force-majeure event.  

405.03 Labor disturbances 

For the avoidance of doubt:  (a) Labor disturbances are eligible to 

be considered force-majeure events; illustrative examples include 

strikes, lockouts, work slowdowns, and other labor unrest.  ¶ 

(b) For the avoidance of doubt, nothing in this section should be 

construed as requiring a party to take any particular action to pre-

vent, settle, or otherwise avoid, mitigate, or end any such disturb-

ance. 

405.04 Cost increases 

For the avoidance of doubt, in appropriate circumstances, one or 

more sustained, substantial cost increases that make the cost of 

performance unreasonable may be deemed events of force 

majeure.  

405.05 Specific proof requirement 

A party invoking force majeure to excuse its failure of timely per-

formance must show that the force-majeure event(s) and their 

relevant effects (i) were beyond the invoking party’s reasonable 

control and (ii) could not have been avoided through the exercise 

of due care by the invoking party. 

405.06 Status updates 

(a) IF: A party invokes force majeure (either pursuant to this 

Agreement or applicable law, as the case may be); THEN: If so re-
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quested by the other party, the invoking party will provide rea-

sonable information, from time to time, about its efforts — if 

any — (i) to perform its obligations under this Agreement, and/or 

(ii) to remedy or mitigate any delay in or failure of such perfor-

mance.  

405.07 Confidentiality of status updates 

The other party will maintain in confidence all status information 

it receives from a party invoking force majeure unless and until 

the information becomes available to the general public.  

405.08 Mitigation efforts 

A party asserting force majeure as an excuse for nonperformance 

or delayed performance must make at least commercially-

reasonable efforts to mitigate the effects of the force majeure.  

405.09 Termination 

IF: One or more force-majeure events materially prevents or ma-

terially delays a party’s performance of its obligations for more 

than X days; THEN: Either party may terminate this Agreement by, 

and effective upon, giving written notice of termination to the 

other party. 

406 Government contract-related provisions 

406.01 No commitment to government-contract 

obligations 

 Reseller will not purport to obligate Provider to any government 

entity, as a subcontractor or otherwise, without Provider’s ex-

press prior written consent. 

406.02 No certifications, etc., re government-contractor 

matters 

 Reseller will not purport to make any representation, warranty, 

or certification concerning Provider’s business practices, employ-
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ee population, or other status, in any report to a governmental 

entity (for example, an equal-opportunity compliance report) 

without Provider’s express prior written consent. 

407 Insurance requirements 

Coverage requirements 

407.01 Minimum insurance coverages 

Any party required by this Agreement to maintain liability insur-

ance (the insured party) will maintain at least the following insur-

ance coverages, or such higher coverage(s) as may be agreed in 

writing, for example in a service agreement’s statement of work:  

Commercial general liability coverage, including bodily injury, per-

sonal injury, and property damage liability, along with contractual 

liability coverage for the insured party’s indemnity obligations un-

der the contract, if any: $1 million.  Additional-insured endorse-

ment:  Yes. 

Errors & omissions liability: $1 million.  Additional-insured en-

dorsement:   No. 

Business automobile bodily injury and property damage liability 

for owned, non-owned and hired automobiles: $300,000.  Addi-

tional-insured endorsement:   No. 

Worker’s compensation coverage and employer-liability coverage 

as required by applicable law (including maritime-related law 

where applicable) where work is to be performed pursuant to the 

contract or anywhere else an employee performing such work is 

normally employed: As required by law. Additional-insured en-

dorsement:   No. 

Employer liability: $500,000. Additional-insured endorsement:   

No. 

Excess / umbrella liability:  $2 million. Additional-insured en-

dorsement:   No. 
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407.02 Policy basis 

All insurance required by this Agreement is to be maintained 

on an occurrence basis. 

407.03 Policy limit basis 

All insurance required by this Agreement is to be maintained with 

combined single limit per occurrence policy limits. 

407.04 Policy forms 

All insurance required by this Agreement is to be maintained on 

industry-standard policy forms. 

407.05 Carrier ratings 

All insurance required by this Agreement is to be maintained with 

one or more carriers each having an A.M. Best rating of at least 

A VIII. 

407.06 Duration of coverage 

 All insurance required by this Agreement is to be maintained 

while any transaction pursuant to this Agreement remains in pro-

gress and for at least two years thereafter. 

Additional-insured endorsements 

407.07 Form of additional-insured endorsements 

The insured party will cause its carrier(s) to provide the other par-

ty with an additional-insured endorsement on industry-standard 

forms for each coverage for which such an endorsement is speci-

fied above.   

407.08 Endorsement beneficiaries 

Each additional-ensured endorsement must name, as additional 

insureds, at least the other party and its officers, directors, em-
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ployees, shareholders, general- and limited partners, members, 

and managers. 

407.09 Notice of cancelation, etc. 

Each additional-ensured endorsement must state that the insur-

ance carrier will endeavor to give the other party at least 30 days' 

prior written notice of any cancelation, non-renewal, or material 

change in the policy. 

407.10 Primary and non-contributing 

Each additional-insured endorsement must designate the insured 

party's coverage as primary and non-contributing. 

407.11 Additional-insured status for affiliates 

 Each additional-insured endorsement will also name:  (i) the oth-

er party’s parent company, subsidiary companies, and companies 

under common control with the other party, if any; and (ii) the of-

ficers, directors, employees, shareholders, general- and limited 

partners, members, and managers of each of the foregoing. 

Other insurance matters 

407.12 Certificates and endorsements 

The insured party will seasonably cause its carriers to furnish the 

other party with certificates of the insurance and/or endorse-

ments required by this Agreement. 

407.13 Premiums and deductibles 

Except to the extent (if any) expressly provided otherwise by this 

Agreement, as between the insured party and the other party, the 

insured party is solely responsible for all premiums and deducti-

bles for insurance required by this Agreement. 
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407.14 Subrogation waiver 

The insured party, on behalf of itself and its carrier(s), waives all 

rights of subrogation of any kind against (i) the beneficiary; (ii) all 

additional insureds, if any; and (iii) the officers, directors, employ-

ees, shareholders, general- and limited partners, members, and 

managers of each of the foregoing who are not additional in-

sureds in their own right. 

407.15 Premium reimbursement 

The other party will reimburse the insured party for 100% of all 

premiums paid for insurance required by this Agreement. 

407.16 Noncompliance as material breach 

Noncompliance with the insurance requirements of this Agree-

ment (i) is a material breach, and (ii) does not extend the insured 

party’s deadlines under this Agreement. 

408 Site rules & network access 

408.01 Site rules 

Each party will cause individuals subject to its control who visit 

physical premises or access a computer system or network (col-

lectively, site) of the other party to comply with such reasonable 

site rules and policies as the other party may timely communicate 

to the first party. 

Purpose:  Customers sometimes  have clauses like these in their stand-

ard form agreements, sometimes in a very biased one-way form. The 

“reasonableness” qualifier and the advance-notice requirement should 

prevent undue heartburn on the part of the visiting party. 

408.02 Evidence of employability 

IF: A party's physical premises are accessed by personnel of an-

other party; THEN: At the first party's request, the other party will 
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provide the first party with reasonable evidence that those per-

sonnel are legally employable where the premises are located. 

Purpose:  Some companies may feel compelled to verify employability. 

That might be the case if a company had previously entered into a non-

prosecution agreement after being caught employing aliens not having 

the legal right to work.    

Comment:  This provision shouldn’t be too contentious, given that U.S. 

law requires most if not all employers to verify that their employees 

have the right to work in this country. 

408.03 Non-interference 

Each party will make reasonable efforts to avoid interfering with 

the activities of the other party at any site where both parties’ 

personnel are present. 

Purpose:  A party concerned that the other party’s people might get in 

the way could ask for this provision.  Some customers, though, might 

think, “hey, it’s the provider’s job to stay out of my way, not the other 

way around” (and demand a one-way provision as a result). The reason-

ableness qualifier should make the requirement palatable to all but the 

most unreasonable customers. 

408.04 Discrimination 

For the avoidance of doubt, a visited party may not deny access to 

the visiting party’s personnel for any reason prohibited by appli-

cable law (for example, antidiscrimination or equal-opportunity 

law). 

Purpose:  Providers might want this provision to provide them some 

“cover” in case the EEOC were ever to come knocking at their door (or if 

it has done so in the past).  Customers, however, might not want the 

potential contractual liability to their providers to be piled on top of 

whatever statutory liability they might have.  

Is it worthwhile?  This provision strikes me as not worth bothering with 

– a visited party that illegally discriminates against visiting personnel 
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would be letting itself in for trouble no matter what, so this provision 

probably isn’t needed. 

408.05 Excused nonperformance 

For the avoidance of doubt, IF: For other than good reason, a vis-

ited party denies access to one or more of the visiting party’s per-

sonnel; THEN: That fact may be taken into account, to the extent 

reasonably appropriate, in determining whether the visiting party 

should be excused for failure to timely comply with its obligations 

under this Agreement. 

Purpose:  A service provider (for example) might want to be able to 

brandish this provision if the customer’s interference kept the provider 

from doing its job.  A customer, however, might object to this provision 

on grounds that it would give a provider an opportunity to blame the 

customer for its own non-performance. 

Unnecessary? In some jurisdictions a visiting party might not need this 

provision, because the general law would allow it to plead impossibility 

as a defense to an action for breach of contract — especially if the im-

possibility were due to the visited party’s refusal to allow the visiting 

party on site.  

409 Staffing 

409.01 Personnel assignment criteria 

 Provider will assign personnel who are adequate in number, edu-

cation, skills, and specialties to perform its obligations under this 

Agreement.  

Objection:  Provider could take the position that (i) it's none of Custom-

er's business how Provider assigns its employees and otherwise manag-

es its contract responsibilities, and that (ii) what Customer really wants 

is a "sound bite" to use at trial. 
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409.02 Written agreements 

 To the extent necessary for performance of its obligations under 

this Agreement, Provider will maintain appropriate written 

agreements with its relevant personnel, such as (for example) 

employment- or contractor agreements with suitable confidential-

ity- and invention-assignment provisions. 

Comment: Some customers like to include provisions of this nature to 

give them comfort that their providers have their act together.  This 

might not be necessary for employees of a provider, because applicable 

law might automatically impose the necessary obligations, whether or 

not the employees had a written contract with the provider.  

Heads-up:  A provider might be using independent contractors or other 

non-employee personnel, in which case an actual agreement might be 

necessary to secure intellectual-property rights. See the blog posting at 

http://goo.gl/NG6Ro for a discussion of the Numbers Licensing case, in 

which a startup company used a flawed software-development contract 

with an outside consultant, and ended up having to go to court to estab-

lish its right to continue using the software. Numbers Licensing, LLC v. 

bVisual USA, Inc., 643 F.Supp. 2d 1245, No. CV-09-65-EFS (E.D. Wash. 

Jul. 15, 2009) (denying outside consultant’s motion for preliminary in-

junction). 

Customer input re staffing decisions 

409.03 Consultation re personnel issues 

Provider will consult with Customer, at Customer's reasonable re-

quest, about any significant staffing issues that may arise in the 

course of the Services. 

Purpose:  Customers sometimes demand the right to veto proposed 

staffing changes, as in the alternative to the "Staffing stability efforts" 

provision below. Often, however, all the customer really wants is to be 

consulted about changes in its project staffing, which in many cases 

should not be especially controversial.  

http://www.lawnotes.com/startup-company-uses-incomplete-software-development-contract-with-outside-consultant-ends-up-having-to-go-to-court-to-stay-alive/
http://goo.gl/NG6Ro
http://www.loeb.com/files/Publication/c32d233d-a1fa-4ed9-9f3b-2855490ad9d4/Presentation/PublicationAttachment/ed7ed56c-3f73-41e6-80cd-5bf8aa549109/Numbers%20Licensing%20v%20bVisual%20USA%20ED%20Wash%20July%202009.pdf
http://www.loeb.com/files/Publication/c32d233d-a1fa-4ed9-9f3b-2855490ad9d4/Presentation/PublicationAttachment/ed7ed56c-3f73-41e6-80cd-5bf8aa549109/Numbers%20Licensing%20v%20bVisual%20USA%20ED%20Wash%20July%202009.pdf
http://www.loeb.com/files/Publication/c32d233d-a1fa-4ed9-9f3b-2855490ad9d4/Presentation/PublicationAttachment/ed7ed56c-3f73-41e6-80cd-5bf8aa549109/Numbers%20Licensing%20v%20bVisual%20USA%20ED%20Wash%20July%202009.pdf
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409.04 Staffing stability efforts 

Provider will make commercially-reasonable efforts to maintain 

stability in its staffing of its performance of its obligations under 

this Agreement.  

Purpose: Customers sometimes ask for provisions like this, because high 

staff turnover in a project can cause problems, delays, and cost increas-

es.  

Objection: This provision could be burdensome on Provider. Moreover, 

the provision might not even be needed if smooth completion of pro-

vider’s obligations will not depend on its keeping key people in place. 

Alternative:  See the "Staffing stability" and "Customer approval of cer-

tain staffing changes" provisions below. 

409.05 Staffing stability 

Provider will not make any changes in its staffing of any work it 

does for Customer without Customer's prior written approval.  

Comment:  See the commentary to the "Staffing stability efforts" section 

above.  

409.06 Customer approval of certain staffing changes 

(a) This section applies to any employee of Provider, or employee 

of an affiliate of Provider, who has been specifically designated in 

writing to Customer by Provider as being subject to this section.  

¶ (b) Provider will see to it that no such employee is removed 

from so providing the stated services unless at least one of the 

following is true:  (1) Customer approves in writing, with approval 

not to be unreasonably withheld or delayed; (2) the employee’s 

employment with Provider or its affiliate is being terminated; 

and/or (3) all of the following are true: (i) the employee’s time is 

being billed to Customer, (ii) Provider or its affiliate is increasing 

the rate at which the employee’s billing time is to be billed to cus-

tomer (subject to any applicable restrictions on such increases 

imposed by this Agreement), and (iii) Customer elects not to pay 

the increased rate. 
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Purpose: Customers will sometimes ask for a provision like this in their 

services contracts because they want to minimize the impact of provid-

er staffing changes.   

Objection: Providers might not be so eager to agree to this provision, 

because it can reduce their management flexibility.  

Alternatives: In lieu of this section, consider the "Consultation" and 

"Staffing stability efforts" provisions above.  

409.07 Customer dissatisfaction with staff members 

IF: Customer becomes dissatisfied with any employee or other 

personnel of Provider engaged in work under this Agreement; 

THEN:  (a) Customer may give written notice to Provider of such 

dissatisfaction, including the specific reasons for such dissatisfac-

tion if any; IN WHICH CASE:  (b) Provider will promptly make such 

efforts (compliant with law) as Provider reasonably deems appro-

priate to remedy such dissatisfaction. 

Comment: This phrase should make it clear that Provider has final au-

thority over specific steps to cure Customer’s dissatisfaction . (Customer 

likely would not want much authority over Provider’s staffing — that 

might increase the odds that Customer could be held to be an inadvert-

ent "employer" of Provider’s employees and contractors for purposes of 

employee benefits, etc.) 

Billing of staff changeover time 

409.08 Staff turnover time billing 

Provider may bill time spent by its personnel in turning over du-

ties to others personnel at X% of their regular billing rates.   

409.09 Only outgoing time to be billed 

For the avoidance of doubt, if Provider bills for the turnover time 

of its personnel, only the time of the individual(s) turning over his 

or her duties may be billed; the time of the individual’s replace-

ment may not be billed.  
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Restriction on staff duty assignments 

409.10 Purpose; applicability 

The purpose of this section is to protect Customer’s confidential 

information. It applies if the parties expressly agree in writing that 

one or more companies are designated as Customer’s competi-

tors (designated customer competitors) for purposes of restrict-

ing the assignments of one or more specific employees of Provid-

er and/or its affiliates (designated staff members).  

409.11 Restrictions 

During the time that any designated staff member is assigned to 

work directly on performing Provider's obligations under to this 

Agreement, and for three months thereafter (if any), Provider will 

not assign that staff member to work directly on any project in-

tended specifically and exclusively for a designated customer 

competitor without Customer’s prior written consent.  

Purpose: Some customers might be sensitive about having their provid-

ers work for their competitors, e.g., because of concerns about confi-

dential information. 

Objection:  For obvious reasons, providers should be careful about 

agreeing to this clause. 

409.12 Exceptions 

For the avoidance of doubt, any designated staff member may 

work on projects that are not intended specifically and exclusively 

for a designated customer competitor, including for example 

technology that is used or to be used on behalf of multiple clients. 

Comment: The "Restrictions" and "Exceptions" sections represent an ef-

fort to balance the interests of Customer and Provider. 
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Personnel responsibility 

409.13 Parties' responsibility for personnel 

For the avoidance of doubt, as between the parties, each party re-

tains responsibility for, and final authority over, all decisions con-

cerning its personnel in respect of its performance of its obliga-

tions and exercise of its rights under this Agreement. 

Purpose: Some customers like to include the “responsibility” language, 

as potential protection against later claims that the customer, not the 

provider, was the “employer” of staff members.  

Comment: Most of the time this provision probably won’t be needed, 

but it can provide at least some protection if a party tries to excuse its 

faulty performance (or lack of performance) by shifting the blame to the 

other party. (Large companies with deep pockets, especially, sometimes 

want their contracts to be very explicit that their contractors bear full 

responsibility for supervision, etc., of their own employees.) 

409.14 Indemnity obligation 

 (a) Each party will defend and indemnify the other party and its 

affiliates and the officers, directors, shareholders, managers, 

members, and partners of each of them (each, a protected per-

son) from any and all third-party claims —including for example 

claims by the indemnifying party’s personnel and/or by govern-

ment agencies —  arising from or relating to the indemnifying par-

ty’s policies, practices, actions, and omissions concerning its in-

ternal management of its officers, directors, members, managers, 

partners, employees, and agents. ¶ (b) Examples of such claims 

include those arising from or relating to the indemnifying party’s: 

(1) recruiting activities, including for example background checks 

and other personnel screening;  (2) payment of wages and other 

compensation and its provision of employment benefits; 

(3) withholding, reporting, and remitting of employment-related 

taxes; and (4) employment practices. ¶ (c) Examples of such 

claims also include those arising from or relating to workplace in-
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juries suffered by the indemnifying party’s personnel, including 

but not limited to injuries resulting in death. 

Comment:  See also the "Indemnities – claims by third parties" section. 

409.15 No entitlements from the other party 

 For the avoidance of doubt, neither a party nor its officers, direc-

tors, employees, or subcontractors, if any, are entitled to partici-

pate in any benefit program that may be offered by the other par-

ty to its employees, if any, such as (for example) retirement- and 

stock-option programs. 

Heads-up:  Contractors have been known to claim that they were really 

employees and therefore were entitled to overtime, stock options, etc.  

This provision, however (or any other), might not be enough to conclu-

sively exclude individuals from being deemed “employees” of a compa-

ny.   

Further reading:  See generally: ● Is Your Independent Contractor Really 

Your Employee?, by Jeremy R. Sayre (2007; accessed Oct. 3, 

2008); ● Employee or Independent Contractor?  The Implications of Mi-

crosoft III, by Dennis D. Grant of Arter & Hadden LLP (2000; accessed 

Oct. 3, 2008); ●  the Fifth Circuit’s “economic realities” analysis in, e.g.,  

Hopkins v. Cornerstone America,  No. 07-10952 (Oct. 13, 2008) (affirm-

ing summary judgment of employee status); ● the Ninth Circuit’s refusal 

to apply a Texas choice-of-law clause in holding that a California truck 

driver was really an employee and not an independent contractor, in 

Narayan v. EGL Inc.,  No. 07-16487 (9th Cir. July 13, 2010) (reversing 

summary judgment in favor of employer). 

410 Subcontracting 

410.01 Subcontracting approval required 

Provider will not subcontract any of its obligations under this 

Agreement without Customer's prior written approval in each 

case. 

http://localtechwire.com/business/local_tech_wire/opinion/story/1680383/
http://localtechwire.com/business/local_tech_wire/opinion/story/1680383/
http://library.findlaw.com/2000/Feb/1/127759.html
http://library.findlaw.com/2000/Feb/1/127759.html
http://www.ca5.uscourts.gov/opinions/pub/07/07-10952-CV0.wpd.pdf
http://www.ca9.uscourts.gov/datastore/opinions/2010/07/13/07-16487.pdf
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Purpose:  A customer might want this provision in a services agreement 

to help it keep tight control of access to its facilities, confidential infor-

mation, etc.   

Objectionable?  A provider might be concerned that this provision like-

ly would add to the provider’s time and expense of completing (and 

administering) a project.  

410.02 Approval of specific subcontractors 

Provider will not engage any particular subcontractor in perform-

ing its obligations under this Agreement without Customer's prior 

written approval. 

410.03 Approval of subcontractor contract forms 

To help Customer protect its proprietary rights and confidential 

information, Provider will obtain Customer's prior written ap-

proval of any written agreement between Provider and any sub-

contractor.  

410.04 Approval benefit 

Customer's approval or disapproval of subcontracting or of any 

specific subcontractor or subcontract is for its own benefit only 

and not for that of Provider.  

Review and/or approval: This provision attempts to forestall later at-

tempts by a provider that the customer was charged with enhanced re-

sponsibility for the success of a project by virtue of its review- and ap-

proval rights. 

410.05 Provider's obligations not negated 

 For the avoidance of doubt, Customer's review and/or approval 

of a subcontractor or a subcontracting agreement, if any, will not 

excuse Provider from its obligation to select its subcontractors (if 

any), enter into appropriate subcontracting agreements, oversee 

the subcontractors' work, pay the subcontractors, and the like. 
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410.06 Unreasonable approval delays. 

Any unreasonable delay by Customer in reviewing or approving 

subcontracting matters pursuant to this "Subcontracting" section 

may be taken into account in determining whether Provider is in 

breach of its obligations under this Agreement. 

Likely ratings:  Provider:  4.  Customer: 2 

Comment:  By law, this provision might go without saying; some Cus-

tomers nevertheless like to include it in contracts to be sure, and/or as a 

reminder to the customer. 

410.07 No direct contractual relationship 

Nothing in this Agreement is to be deemed as creating a direct 

contractual relationship between Customer and any subcontrac-

tor engaged by Provider.  

Provider rating:  3.  Customer rating: 4 

410.08 Primary contact 

For the avoidance of doubt, Provider remains Customer's primary 

contact for all matters relating to Provider's obligations under this 

Agreement. 

Provider rating:  3.  Customer rating:  4 

Comment:  This provision sounds good in theory, but it might be incon-

venient if Customer persisted in behaving otherwise – see also the other 

provisions in this section. 

410.09 Continued responsibility 

For the avoidance of doubt, Provider remains responsible to Cus-

tomer in respect of all subcontractor performance. 

Provider rating:  3.  Customer rating:  4 

Comment:  This clause sounds good in theory, but it might be inconven-

ient if Customer persisted in behaving otherwise – see also the other 

clauses in this section. 
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410.10 Subcontractor data 

At Customer's written request from time to time, Provider will 

seasonably provide Customer with information about its subcon-

tractors (if any) to the extent reasonably necessary for Customer 

to make any reports required (i) by law (for example, reports con-

cerning equal opportunity or executive compensation) or (ii) by a 

contract between Customer and a governmental entity or a gov-

ernment contractor.  

Provider rating:  3.  Customer rating: 4 

Executive-compensation reports: Many federal contractors are now 

required to report executive-compensation information for its subcon-

tractors. See generally Roger Waldron, Regulatory: Federal Acquisition 

Regulation Council Amendment Requires Greater Transparency (Sept. 8, 

2010; accessed Nov. 1, 2010). 

410.11 IP rights agreements 

Provider will enter into written agreements with its subcontrac-

tors (if any) that are at least as protective of the intellectual prop-

erty rights of Customer as those of this Agreement. 

Provider rating:  3.  Customer rating: 4 

410.12 Government contracting provisions 

Provider will ensure that its agreements with its subcontractors 

under this Agreement (if any) include all government contracting 

provisions (if any) that are required by law to be included in such 

subcontracts.  (See also the "Government contract-related provi-

sions" section.) 

Purpose: Agreeing to this clause likely will put additional administrative 

burdens on a provider, but as a practical matter that burden might be 

unavoidable. 

http://www.insidecounsel.com/Exclusives/2010/9/Pages/Federal-Acquisition-Regulation-Council-Amendment-Requires-Greater-Transparency-.aspx
http://www.insidecounsel.com/Exclusives/2010/9/Pages/Federal-Acquisition-Regulation-Council-Amendment-Requires-Greater-Transparency-.aspx
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410.13 Subcontractor insurance requirement 

Provider will require its subcontractors (if any) to comply with the 

insurance requirements of this Agreement. (See also the "Insur-

ance" section.) 

410.14 All non-employees are subcontractors 

For the avoidance of doubt, any individual providing services on 

behalf of Provider pursuant to this Agreement who is not an em-

ployee of Provider is deemed a subcontractor for purposes of this 

"Subcontracting (in general)" section. 

Provider rating:  2.  Customer rating: 4 

Comment:  This clause could be problematic for a provider that uses in-

dividual independent contractors on a long-term basis. 

411 Other general business-operations 
provisions 

411.01 Compliance with law 

In performing its obligations and exercising its rights under this 

Agreement, each party will comply with (a) all requirements of 

law that apply to that party's business generally (but not neces-

sarily with requirements that are specific to the other party's 

business or industry); and (b) any other requirements of law 

agreed to in writing by the parties (which could include for exam-

ple particular requirements that are specific to the other party's 

business or industry). 

Purpose:   Customers often like to have written assurance (and of course 

whatever political- and PR cover that the assurance might provide) that 

their providers will comply with law.  

411.02 No deceptive practices 

Neither party will knowingly engage in any deceptive practice in 

connection with its activities pursuant to this Agreement; it will 
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defend and indemnify the other party against any claim, by any 

third party in any forum or before any tribunal, arising out of its 

breach of this prohibition. 

411.03 Safety measures 

Provider will cause at least commercially-reasonable safety 

measures to be taken in its activities in connection with this 

Agreement.  

Objections:   A customer might prefer a tighter standard, e.g., prudent 

measures.  

411.04 Viruses, pollutants, etc. 

Provider's safety measures are to include commercially-

reasonable measures to guard against introducing potentially-

harmful agents into Customer's business environment(s), such as 

(for example) pollutants and computer viruses. 

Purpose:   A customer likely would, quite reasonably, desire that the 

provider not contaminate the customer’s premises, computer network, 

etc.   

Objections:   A customer might prefer a tighter standard, e.g., prudent 

measures.  

411.05 No disparagement 

Reseller will not disparage Provider or its products or services to 

customers, potential customers, or the public. 

Objection:  A reseller might want to preserve its freedom to say what it 

wants to its own customers. 

411.06 No comparative reviews 

Reseller will not participate in comparative-product reviews in-

volving any product or service of Provider. 

Provider rating:  4.  Customer rating: 2. 



 DCT INCOMPLETE WORKING DRAFT 2012-02-15 

Heads-up:  This provision could lead to unfavorable stories by industry 

journalists and bloggers, and possibly to legal complications in some ju-

risdictions. 

411.07 Indemnity for viruses, pollutants, etc. 

Each party will indemnify the other party against any harm arising 

out of introduction of harmful agents into the other party's busi-

ness environment(s), for example pollutants and computer virus-

es, as a result of the indemnifying party's activities pursuant to 

this Agreement.  

Purpose:   Customer might want this provision as a tougher obligation 

than just a reasonable-precautions provision. In effect, this provision 

would require Provider to insure Customer against any harm arising 

from harmful agents introduced as a result of Provider’s work. In es-

sence, this would impose strict liability on Provider in respect of harmful 

agents.   

Objection:   Provider would very likely object to this indemnity obliga-

tion because of its strict liability; it might well demand a price increase 

as compensation for taking on this “insurance” risk.  
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Article 5  Financial matters in general 

501 Pricing 

501.01 Applicability 

 The provisions of this "Pricing" section apply unless the parties 

agree otherwise in writing on a case-by-case basis.  

501.02 Product pricing 

 If not otherwise agreed on a case-by-case basis, Provider's pricing 

of Products to Reseller will be Provider's then-current list pricing, 

discounted by xx%. 

501.03 Prior notice of pricing changes 

 Provider will give Reseller at least 30 days' prior written notice of 

any change to its pricing practices that would affect the pricing of 

Orders submitted after the effective date of the change. 

501.04 No effect on completed transactions 

A pricing change by Provider will not apply to any Order submit-

ted by Reseller that, as of the effective date of Provider's notice of 

the pricing change, had already been fulfilled by Provider.  

501.05 No effect on Orders already accepted 

A pricing change by Provider will not apply to any Order that, as of 

the effective date of Provider's notice of the pricing change, had 

already been accepted by Provider.  

501.06 No effect on Orders already submitted 

A pricing change by Provider will not apply to any Order submit-

ted by Reseller before the effective date of Provider's notice of 

the pricing change. 
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501.07 No other discounts, etc. 

For the avoidance of doubt, Reseller is not entitled to any other 

discount on, or promotions or particular pricing for, products 

and/or services of Provider, unless the parties expressly agree so 

in writing, in this Agreement or elsewhere. 

501.08 Pricing decreases 

If Provider gives notice to Reseller of a pricing decrease, the de-

crease will apply to all Orders that have been accepted but not yet 

unfulfilled. 

501.09 Reseller's pricing autonomy 

As between Reseller and Provider, Reseller shall have sole author-

ity and responsibility to determine prices for its customers. 

502 Compensation for Services 

502.01 Compensation per Statement of Work 

(a) Provider's sole compensation for Services will be as set forth in 

the Statement of Work.  ¶ (b) If the Statement of Work does not 

set forth Provider's compensation for the Services, then the sole 

such compensation will be at Provider's standard billing rate(s), in 

effect at the time the Services are performed, for time actually 

worked by Provider's personnel. 

Purpose:   Customers often want provisions like this to reduce the 

chances of being surprised by unexpected charges. 

If omitted: That might depend on local law – the provider could try to 

argue that the parties implicitly agreed to pay the provider’s standard 

billing rates, or that the provider was entitled to those rates on a quan-

tum-meruit theory. 

502.02 Billing for travel time 

 Provider may bill for reasonable and necessary travel time of its 

personnel, in connection with providing the Services, at 100% of 

http://en.wikipedia.org/wiki/Quantum_meruit
http://en.wikipedia.org/wiki/Quantum_meruit
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Provider's then-regular billing rate(s) of such personnel, other 

than time spent working for other customers or clients of Provid-

er. 

Negotiation considerations:  Providers often reason that, when their 

people travel for a customer project, they are not fully available for oth-

er work, so the customer should pay for that unavoidable opportunity 

cost. ¶ Customers, in contrast, don’t like paying for travel time; they 

reason that the opportunity cost is something that the provider itself 

should absorb — especially if the traveler is able to do other work en 

route. 

503 Expense reimbursement 

503.01 Reimbursable expenses 

Reseller will reimburse Provider for all reasonable out-of-pocket 

expenses actually incurred by Provider incurred by Provider of ne-

cessity in performing training and/or consulting services pursuant 

to this Agreement. 

503.02 No mark-up 

Reimbursable expenses are to be submitted for reimbursement 

on a straight pass-through basis with no mark-up, unless expressly 

agreed otherwise in writing. 

Comment: The parties might wish to negotiate other terms, for example 

a cost-plus reimbursement to cover administrative expenses. 

503.03 Maximum mark-up 

Reimbursable expenses are to be submitted for reimbursement 

with a maximum markup of __%, unless expressly agreed other-

wise in writing. 

503.04 Examples 

The types of reimbursable expenses include, without limitation, 

expenses for:  shipping; air freight; long distance telephone calls; 
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postage; bank service charges; printing of envelopes, forms and 

statements; high volume printing of personalized communication 

material; assembly costs associated with required mass mailings 

(forms fulfillment); translation service; third party fees and licens-

es; and travel- and lodging expenses. 

503.05 Specific-expense approval threshold 

Individual expenses exceeding $X will not be reimbursed unless 

approved in advance by the reimbursing party.  

503.06 Reimbursement policy compliance 

Expense-reimbursement requests will conform to the reimbursing 

party's reasonable written policy, as revised from time to time, if 

the reimbursing party furnishes a copy of the policy, and any revi-

sions to it, to the party requesting reimbursement a reasonable 

time before the requesting party incurs the relevant expense(s) or 

otherwise becomes obligated to pay them. 

Payer's view:  4  Payee's view:  2  

Comment: Customers' various expense-reimbursement policies are 

sometimes an administrative pain for providers, but they're often a 

practical necessity.   Large corporate customers often demand that their 

providers comply with the customers’ expense-reimbursement policies. 

The language of this particular reimbursement provision has enough 

qualifiers in it that it should be acceptable to most providers. 

503.07 Reimbursement policy attached 

The reimbursing party's current expense-reimbursement policy is 

attached as Appendix __. 

503.08 Expenses to be invoiced monthly 

Provider will endeavor to invoice Client on or about the first day 

of each calendar month for reimbursable expenses incurred but 

not previously invoiced.   (Client acknowledges that invoicing of 
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expenses might be delayed as a result of delays in expense invoic-

es to Provider, disputed invoices, etc.) 

504 Invoices 

504.01 Invoices required for payment 

A party believing itself entitled to payment from another party 

pursuant to this Agreement must submit to the other party a cor-

rectly-stated invoice containing reasonable detail, on such sched-

ule as the other party may reasonably request in writing. 

Comment:  For accounting purposes, customers often want their pay-

ments to be tied to invoices stating the amounts owed.  And a party 

that’s owed money will usually be more than happy to generate and 

send an invoice if that’s what it takes to get paid. 

504.02 Electronic invoicing  

Any party issuing an invoice will do so in an electronic format if, 

and in such format(s) as may be, reasonably requested by the 

payer. 

Comment:  A customer or client might have switched — or be planning 

to switch — to electronic invoice processing: This section could position 

the customer or client to request electronic invoices. 

504.03 Invoicing schedule 

Provider will invoice Client on or about the first day of each calen-

dar month for fees for Services to be rendered during that month. 

Comment:  For on-going projects, the customer might want it agreed 

that invoices would be rendered on a “Goldilocks” schedule: not too of-

ten (because it takes the payer a certain amount of work and expense 

to process and pay an invoice), but not too seldom either (because pay-

ers don’t like unpleasant surprises in the form of one huge invoice re-

flecting months of unbilled charges). 
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504.04 Submission deadline for invoices 

 Invoices submitted after five business days after the end of each 

calendar quarter need not be paid unless applicable law prohibits 

such a deadline. 

Comment: Late invoices can cause accounting problems for the payer, 

potentially including having to restate its earnings for the period cov-

ered by the invoice.  EXAMPLE:  In 2006, the general counsel of Calgon 

Carbon Corp. was fired because he had failed to timely process some 

$1.4 million of invoices, causing his employer to have to restate three 

fiscal quarters’ worth of financial statements. For details, see the In-

sideCounsel.com article at http://goo.gl/qe19W. 

Comment:  A provider or other payee might have a hard time generat-

ing invoices in time to meet a too-short customer deadline.  

504.05 Questions about invoices 

Provider will make commercially-reasonable efforts to respond to 

Reseller inquiries about invoices as follows:  Initial response:  One 

working day.  Resolution of inquiry:  Two working days. 

504.06 Disputed invoices 

See the "Payments" section. 

505 Payments 

505.01 Payment terms 

Amounts to be paid under this Agreement are due and payable as 

follows:  Licenses and maintenance subscriptions:   Net 30 days 

from the date of a correctly-stated invoice.  Training and consult-

ing work:  No later than 5 days in advance of the scheduled date 

for the training or consulting work.  

Comment:  Most contracts involving payment include payment terms, 

not least so the payer’s accounts-payable department will know how 

long they have to process the payment.   

http://www.insidecounsel.com/2006/03/31/calgon-carbon-fires-gc
http://www.insidecounsel.com/2006/03/31/calgon-carbon-fires-gc
http://goo.gl/qe19W
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Net 30 days means that the entire amount in question is due in 30 cal-

endar days, with no discount for early payment. This seems to be some-

thing of a de facto standard in the U.S., although purchasers with bar-

gaining power will routinely demand net 45 or even net 60 days.  See 

generally the Wikipedia article "Net 30" at 

http://en.wikipedia.org/wiki/Net_30. 

505.02 Currency 

 All payments required or permitted by this Agreement are to be 

made in U.S. dollars (USD), unless otherwise agreed on a case-by-

case basis. 

505.03 Payment method 

Payments required or permitted by this Agreement may be made 

by any means reasonably acceptable to the payee. 

Alternatives:  Consider "a check [or perhaps a cashier's check or certi-

fied check] drawn on a U.S. bank reasonably acceptable to the payee."   

Immediately-available funds:  Consider requiring payment in "immedi-

ately available funds," that is, the money can be spent immediately 

without waiting for a check (even a cashier's check) to clear.  See this 

explanation by Tina Stark at http://goo.gl/bsw0v.  

Heads-up:  A bank that cashes a counterfeit cashier's check can "claw 

back" the money; see generally the Wikipedia article on cashier's 

checks.  

505.04 Payment disputes 

To help the parties manage their affairs, IF: A party wishes to dis-

pute an invoice, payment, or any other assertion that a stated 

amount is owed or not owed; THEN: The disputing party will 

(a) timely pay any undisputed portion; and (b) seasonably furnish 

the other party with a written explanation of its dispute together 

with (where applicable) reasonable supporting documentation. 

Purpose:  If a paying party wants to dispute an amount due, it’s only fair 

that it should timely notify the payee, which has to manage its accounts 

http://en.wikipedia.org/wiki/Net_30
http://en.wikipedia.org/wiki/Cashier's_check
http://en.wikipedia.org/wiki/Certified_check
http://en.wikipedia.org/wiki/Certified_check
this%20explanation
this%20explanation
http://goo.gl/bsw0v
http://en.wikipedia.org/wiki/Cashier's_check
http://en.wikipedia.org/wiki/Cashier's_check


 DCT INCOMPLETE WORKING DRAFT 2012-02-15 

receivable.  Of course, chances are that the payee would bug the payer, 

which eventually would result in the payer informing the payee of the 

dispute. 

Comment:  I've put language like this into many contracts.   

505.05 COD terms after multiple- or significant 

late payments 

In case of multiple- or significant late payments by a party, the 

other party may require COD terms for any subsequent transac-

tions. 

Heads-up: This express authorization of COD terms could be vital to a 

supplier faced with a customer’s bankruptcy:  Otherwise, the customer 

might insist that the supplier was obligated to continue to ship, even 

with no realistic prospect of getting paid, and that any refusal by the 

supplier would violate the Bankruptcy Code’s automatic stay. See gen-

erally John T. Gregg, Adequate assurance under section 2-609 of the 

Uniform Commercial Code upon a customer’s bankruptcy filing (ac-

cessed Sept. 21, 2009). 

505.06 Contingency of payment obligations 

For the avoidance of doubt, Reseller's payment obligations under 

this Agreement are not contingent on its receipt of money owed 

to it unless the parties expressly agree otherwise in writing. 

Comment: This clause can be useful — and perhaps even crucial — in, 

for example, reseller agreements where an acquiring party is to serve as 

a reseller of a provider’s goods or services. The clause makes it clear 

whether or not a payment obligation is contingent on the payer itself 

getting paid. If this contingency is not expressly negated, it’s possible 

that generally accepted accounting principles (GAAP) might not permit 

the payee to recognize the revenue until the provider gets paid by the 

acquiring party. 

http://www.btlaw.com/files/CFI%20Bulletin%20-%20September%202009.pdf#page=8
http://www.btlaw.com/files/CFI%20Bulletin%20-%20September%202009.pdf#page=8
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505.07 Offsets 

Reseller may not offset, against amounts it owes to Provider, any 

amount that Reseller claims is owed to it by Provider. 

Comment:  Some prospective payees may have a problem with allow-

ing the payer to take an offset against amounts owed, because (i) the 

parties may disagree about what is truly owed, and/or (ii) an offset 

could cause cash-flow and revenue-recognition issues for the payee. 

505.08 Interest on past-due amounts 

Any party entitled to payment under this Agreement may charge 

interest of up to 5% per annum, not compounded, for amounts 

remaining unpaid more than 30 days after the payment due date 

until paid. 

Comment:  A provider might want to try to negotiate interest charges 

for late payments, on the theory that the provider is not in the (some-

times-risky) business of making interest-free loans to its customers.   

Some customers, however, often flat-out refuse to agree to pay interest 

on late payments — and sometimes this is on top of demanding 60- or 

90-day payment terms. (In effect, customers of this ilk demand that 

their vendors finance their business operations.)  

Interest Rate:  Check with counsel before specifying a higher interest 

rate — violation of a usury law can have grave consequences, possibly 

including criminal liability.   

Interest start date:  Some jurisdictions restrict charging interest until 

the debt is at least 30 days past due. 

505.09 Usury savings clause 

The parties intend for any interest charged or paid pursuant to 

this Agreement, in any contingency, to comply with law.  Conse-

quently, IF: One or more charges and/or payments hereunder are 

properly characterized as interest, and are determined to have 

exceeded the maximum interest permitted by law (after taking all 

permitted steps to spread such payments over time); THEN: 
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(a) The excess interest will be deemed the result of an inadvertent 

error, even if the party charging or paid the excess intended to 

take the action(s) resulting in the excess; (b) if the excess interest 

has not yet been paid, then the excess charge will be canceled; 

and (c) if the excess interest has been paid, then the party that 

was paid the excess will refund it, or credit it to any balance still 

owed by the payer, along with interest on the excess at the max-

imum rate permitted by law. 

Comment:  If a party will be charging interest, it might well want this 

usury-savings clause, because state usury laws can have real teeth, in-

cluding forfeiture of principal and perhaps even criminal penalties. 

505.10 Advance payments 

Advance payments, if any, will be applied as agreed; any remain-

ing balance will be promptly refunded without interest. 

506 Taxes 

506.01 Sales tax to be added to invoices 

Provider may add to its invoices to Reseller any sales tax(es) it de-

termines must be paid to any U.S. jurisdiction. Provider will timely 

report and remit the same to the relevant authority or authori-

ties. 

506.02 Taxes 

Except as expressly agreed otherwise in writing by the parties, Re-

seller will timely report and remit, at its own expense, all taxes, 

fees, import duties, and other assessments imposed by law or lev-

ied by any governmental authority in respect of each Order. 

506.03 Income taxes, etc. 

For the avoidance of doubt, each party is solely responsible for 

payment of taxes based on its income, franchise, or capital. 
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507 Audits 

507.01 Definitions:  Auditing-Party; Recordkeeping-Party 

Auditing-Party refers to [company name].  

Recordkeeping-Party refers to[company name].  

507.02 Recordkeeping requirement 

Recordkeeping-Party will create and maintain, for at least three 

years after completion of the relevant transaction (or such longer 

time as may be required by law), complete and accurate records, 

conforming at a minimum to generally-accepted accounting prin-

ciples (GAAP) and any additional requirements imposed by law, 

for each transaction taking place under this Agreement.  

Heads up:  All parties should try to anticipate the records they might 

later want for auditing purposes — and Recordkeeping-Party should 

think carefully about the burden it is undertaking. 

Further reading:  See generally the Wikipedia entry for GAAP, which in-

cludes useful links. 

507.03 Audits [condensed provision] 

(a) Auditing-Party may cause reasonable audits to be conducted, 

in confidence, by suitably-qualified personnel, of Recordkeeping-

Party’s records relating to Recordkeeping-Party's performance of 

the Services.  ¶ (b) If a payment discrepancy is revealed by the 

audit, then the relevant party will promptly pay the other party 

the amount(s) required to cure the discrepancy.  

Purpose:  This "condensed" provision could be used by itself in some 

agreements.  

507.04 Auditor access 

Recordkeeping-Party will provide the auditors with reasonable 

working space and reasonable access to relevant records and per-

sonnel.  

http://en.wikipedia.org/wiki/Generally_accepted_accounting_principles
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Purpose:  This provision likely would be used mainly in "unfriendly" au-

dits. 

507.05 Cooperation with auditors 

Recordkeeping-Party will direct its relevant personnel to provide 

the auditors, upon request, with reasonable information about 

the records in question and the matters recorded therein.  

Purpose:  This provision likely would be used mainly in "unfriendly" au-

dits. 

507.06 Time of audits 

All audits are to be conducted: (a) during Recordkeeping-Party's 

normal business hours; and (b) at reasonable times designated by 

Auditing-Party in consultation with Recordkeeping-Party. 

Purpose:  This provision likely would be used mainly in "unfriendly" au-

dits. 

507.07 Location of audits 

All audits are to be conducted either: (i) where the records are 

kept in the ordinary course of business, or (ii) in another reasona-

ble location designated by Recordkeeping-Party in consultation 

with Auditing-Party.  

Alternative:   If an audit is likely to be "unfriendly," it might be desira-

ble for the audit provision instead to specify either (i) a particular loca-

tion for the audit, or if that can't be satisfactorily determined in ad-

vance, (ii) an agreed procedure for determining the location if the par-

ties are unable to agree on one. 

507.08 Auditor retention of copies 

For the avoidance of doubt, the auditor(s) may make and keep 

copies of Recordkeeping-Party's relevant records, PROVIDED 

THAT they:  (a) preserve the copies and their contents in strict 

confidence; (b) do not use or disclose the copies or any nonpublic 

information contained therein except to the minimum extent 
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necessary to perform the audit; (c) instruct their relevant employ-

ees and/or colleagues concerning the confidentiality obligations 

of this section; and (d) return or destroy the copies within a rea-

sonable time after the expiration of any relevant record-retention 

period. 

Purpose:   An auditing party’s auditors might well find it burdensome 

(and therefore more expensive for Auditing-Party) to be precluded from 

making copies of Recordkeeping-Party’s records. Indeed, outside audi-

tors might insist on being able to take copies with them to file as part of 

their work papers. 

Mini-NDA:  This provision amounts to a nondisclosure agreement in 

miniature. For especially-sensitive matters, the parties might wish to 

negotiate a separate NDA for the auditor(s) to sign. (Licensed profes-

sionals such as CPAs and attorneys might decline to sign an NDA, on 

grounds that it’s unneeded, given that they could lose their licenses if 

they were to violate their professional confidentiality obligations.) 

If omitted:   In theory, Recordkeeping-Party could take the position that 

the auditors must do all their work on-site and not take any documents 

with them. (This might be akin to the way that litigators dealing with 

classified government information sometimes must work exclusively in 

government classified-document vaults.) 

Heads-up: In some circumstances, Recordkeeping-Party might want to 

negotiate for limits on the types of records that the auditor(s) can copy 

and take away. 

507.09 Copies of audit reports 

If so requested by Recordkeeping-Party, Auditing-Party will sea-

sonably provide Recordkeeping-Party with a copy of each audit 

report provided to Auditing-Party by the auditor(s). 

Purpose:  The audit report presumably could have consequences — 

otherwise why bother doing the audit? — so it seems only fair that 

Recordkeeping-Party be provided a copy of the report upon request. 
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507.10 Confidentiality of audits 

Absent consent of Recordkeeping-Party, Auditing-Party: (a) will 

not use any nonpublic information relating to Recordkeeping-

Party that is learned or derived in the course of the audit, except 

to the extent necessary to protect Auditing-Party's rights and/or 

for Auditing-Party's performance of its obligations under this 

Agreement; (b) will not disclose any such information to third par-

ties; and (c) will enter into binding written agreements with its 

auditors requiring them to do the same.   

Purpose:  Auditors might well learn nonpublic information; Record-

keeping-Party doubtless would object to the information’s being leaked 

or used without permission. A recordkeeping party might have no re-

course for leaks or unauthorized use of information, other than perhaps 

for breach of the implied covenant of good faith and fair dealing, if that 

implied covenant were applicable. 

507.11 Reasonable acceptability of auditors 

The auditor(s) for each audit must be reasonably acceptable to 

Recordkeeping-Party.  

Purpose:  A recordkeeping party might want the ability to veto Auditing-

Party's choice of auditors.   On the other hand, Auditing-Party might not 

trust Recordkeeping-Party to be reasonable in choosing the auditor(s), 

and could be concerned that a dispute over reasonableness would be 

time-consuming and expensive. 

507.12 National CPA firm 

 Any nationally-recognized firm of independent certified public 

accountants is acceptable as an auditor except for good cause 

clearly shown.  

Purpose:  A recordkeeping party might not want Auditing-Party’s own 

personnel crawling around in Recordkeeping-Party’s records, but would 

be OK with having an outside accountant (or other independent profes-

sional) do so.  On the other hand, Auditing-Party might not want to bear 
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the expense of having an outside auditor do the job, and might prefer 

instead to send in one of its own employees to “look at the books."   

Comment:  There is of course the possibility that the meaning of “na-

tionally-recognized” will be disputed, but that seems like a reasonable 

risk to take.  The audit provisions in some contracts specify a Big Four 

accounting firm, but those firms can be pretty expensive. 

507.13 Discrepancies revealed 

Any discrepancy revealed by the audit, in respect of amounts paid 

and/or amounts owed pursuant to this Agreement, will be paid by 

the relevant party together with interest on the same terms as for 

a late payment pursuant to this Agreement. 

3  Recordkeeping party will probably:  Be OK with this provision, but 

might not actively seek it. 

⑤  Auditing party will probably: Love this provision, and might walk 

away if it's not included. 

Purpose:  This provision makes it explicit that the parties will “settle 

up” if the audit were to reveal a discrepancy. 

If omitted: Presumably any discrepancies would be a breach of contract 

by Recordkeeping-Party, so technically Auditing-Party would have re-

course for that breach even without this provisions. 

507.14 Expense shifting for discrepancy 

IF:  (1) An audit reveals a disparity of at least 5% for a period being 

audited; AND (2) the disparity favors Recordkeeping-Party, AND 

(3) the disparity resulted from Recordkeeping-Party's error; THEN: 

Recordkeeping-Party will reimburse Auditing-Party for reasonable 

expenses actually incurred that were reasonably necessary in au-

diting that specific period. 

3  Recordkeeping party will probably:  Be OK with this provision, but 

might not actively seek it. 

4  Auditing party will probably: Like this provision, but might not insist 

on including it. 
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Purpose: An auditing party will usually want Recordkeeping-Party to 

pay for the audit if the audit reveals a discrepancy greater than X — and 

it might be hard for an recordkeeping party to object convincingly (alt-

hough the percentage-disparity threshold for expense-shifting might 

well be negotiable, often falling in the range between 3% and 7% to 

10%).  

Comment:  It’s the economic incentives, stupid (with apologies to 

the Bill Clinton 1992 presidential campaign):  Suppose Recordkeeping-

Party were to be caught cheating. And suppose that party's only obliga-

tion was to pay what it should have paid in the first place, perhaps with 

interest. Clearly, Recordkeeping-Party would have an implicit economic 

incentive to cheat. (Of course, Recordkeeping-Party would risk losing 

Auditing-Party’s trust, which could be an even bigger disincentive to 

cheating.) 

Specific period:  Suppose that: • Auditing-Party conducted an audit of 

three years’ worth of records (and the agreement did not preclude au-

dits of records older than, say, one year); • the audit revealed a 10% 

discrepancy for a single year; no discrepancy was detected for any other 

year; and • spread out over the entire three-year period, the discrepan-

cy revealed by the audit was 2.5%. In that wsituation, Recordkeeping-

Party shouldn’t have to foot the bill for the entire three-year audit. But 

neither should it escape the consequences of the 10% discrepancy in 

that one year. The language of subdivision (1) represents a compromise 

position. 

507.15 Expense shifting for material breach 

 Recordkeeping-Party will reimburse Auditing-Party for reasonable 

audit expenses actually incurred if the final audit report reveals a 

material breach of this Agreement by Recordkeeping-Party. 

3  Recordkeeping party will probably:  Be OK with this provision, but 

might not actively seek it. 

4  Auditing party will probably: Like this provision, but might not insist 

on including it. 
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Comment:  See commentary to the "Expense shifting for discrepancy" 

section. 

507.16 Audit report restriction 

 The auditor(s) may disclose to Auditing-Party only (i) whether a 

reportable discrepancy was found, and (ii) the size and general 

nature of the discrepancy.  

Purpose:  Recordkeeping-Party might be grudgingly willing to let the 

auditor(s) crawl around in its confidential business information, but it 

might not want Auditing-Party to get any more of that information than 

absolutely necessary.  On the other hand, an auditing party might be 

concerned (i) about not knowing what it doesn’t know, and (ii) that it 

might be harmed if the auditors must keep their mouths shut about 

something unexpected that doesn’t fit into one of the categories of this 

section. 

507.17 Objection to audit report 

Recordkeeping-Party may seasonably object to one or more as-

pects of the audit report by notifying Auditing-Party in writing. In 

any such case, the audit report will not be considered final until 

(i) the parties have resolved the objection(s), or (ii) a tribunal of 

competent jurisdiction has made a final determination of the re-

port's completeness and accuracy in relevant respects, whichever 

comes first. 

507.18 Frequency of audits 

Audits may be conducted no more than once in every 12 consecu-

tive months except for good reason clearly shown.  

Purpose:  Getting ready for an audit can be a hassle; Recordkeeping-

Party might want to limit the frequency of such disruptions. The good-

reason exception would give some protection to Auditing-Party, but 

that party might want to negotiate more flexibility to conduct repeat 

audits than the standard version of this provision allows.   
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507.19 Number of audits 

 An audit of records for a given period may be conducted only 

once except for good reason clearly shown.  

Purpose:  See the commentary to the "Frequency" section above. 

507.20 Deadline for audits 

An audit of records for a given period must be requested no later 

than <one year> after the end of the period except for good rea-

son clearly shown.  

Purpose:  See the commentary to the "Frequency" section above. 

507.21 Unrelated information 

 For the avoidance of doubt, Recordkeeping-Party need not dis-

close unrelated information to the auditor(s); such unrelated in-

formation might include, for example, information concerning 

Recordkeeping-Party’s other customers, clients, business associ-

ates, and/or business affairs. 

Purpose:  A recordkeeping party might want a provision like this as a 

comfort measure.   
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Article 6 Intellectual property 

601 Inventions, works of authorship, 
and other innovations 

Definitions 

601.01 Definition: Innovation 

Innovation refers to each of the following: (i) an invention, whe-

ther or not patentable or patented; (ii) a works of authorship cop-

yrightable in the U.S. or elsewhere, whether or not registered or 

registrable; (iii) a trade secret.  

Provider will probably:  Go along with this provision if asked. 

Customer will probably:  Go along with this provision if asked. 

Further reading:  See generally the following Wikipedia articles:  

• Invention:  http://bit.ly/4TpknO.  • Work of authorship: 

http://bit.ly/58Tn80.  • Trade secret: http://bit.ly/7GLw0x. 

601.02 Definition:  Create; Creation 

Create and Creation, (i) in respect of an invention or trade secret, 

refer to the conception or reduction to practice thereof; (ii) in re-

spect of a work of authorship, refer to fixation of the work, in 

whole or in part, in a tangible medium of expression. 

Reduction to practice of an invention refers to (i) actually building a 

"proof of concept" of the invention (and perhaps successfully testing it), 

or (ii) in the U.S., filing a patent application for the invention that is sub-

sequently issued as a patent. See generally the USPTO's Manual of Pa-

tent  Examining Procedure § 2138.05 at http://bit.ly/5UXawK. 

Fixation of a work of authorship in a tangible medium of expression re-

fers to (for example) writing down the work of authorship; drawing the 

work as a picture; saving the work to disk (or perhaps even typing it into 

a computer); taking a photograph or video; making a sound recording; 

etc.  See 17 U.S.C.§ 102(a) at http://bit.ly/8A3yGa. 

http://bit.ly/4TpknO
http://bit.ly/58Tn80
http://bit.ly/7GLw0x
http://bit.ly/5UXawK
http://bit.ly/8A3yGa
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601.03 Definition:  Covered Innovation 

 Covered Innovation refers to any Innovation that may be Created 

by Provider in the course of performing Services pursuant to this 

Agreement that are embodied in, and as a practical matter unlike-

ly to be usable apart from, a deliverable under this Agreement. 

Ownership of innovations 

601.04 Provider ownership 

 Provider will own any innovations it may Create in performing its 

obligations under this Agreement except as may be otherwise 

agreed in writing. 

Snapshot analysis 

Provider view: 1.  Customer view: 4. 

Commentary 

Comment: In many jurisdictions the provider's ownership will be a mat-

ter of law, absent a written agreement otherwise. 

601.05 Customer rights 

Provider's ownership in Innovations relating to this Agreement, if 

any, is subject to Customer's rights in Deliverables.  

Snapshot analysis 

Provider will probably:  Go along with this provision if asked.  

Customer will probably:  Like this provision, but not insist on it. 

Commentary 

Comment: This is a customer-comfort provision. 

601.06 Customer ownership 

Customer will own all right, title, and interest in and to any Cov-

ered Innovation except as expressly agreed otherwise. 

Provider view: 3  Customer view: 4 
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Comment: In many jurisdictions the provider's ownership will be a mat-

ter of law, absent a written agreement otherwise. 

601.07 Improvements to Client intellectual property 

 Client will own any and all changes, modifications and improve-

ments to Client's pre-existing intellectual property, whether the 

changes, etc., are Created alone by Client or jointly with Provider 

or others, including for example [LIST CLIENT IP EXAMPLES].  

601.08 Jointly-developed innovations 

 Client will own all intellectual property that Provider and Client 

may jointly Create, including for example [LIST]. 

Provider view:  ①  Client's view: 4 

601.09 Payment prerequisite 

Customer's full payment of agreed amounts is required for Cus-

tomer to own any Innovations that may be Created pursuant to 

this Agreement. 

Purpose: A provider could ask for this provision so that it will have more  

leverage in case the customer doesn’t pay its bills. 

Heads-up:  If the deliverables will be copyrightable or patentable, Pro-

vider could say something like this: “Mr. Customer, you didn’t pay our 

bills on time, therefore you had no right to use the software we devel-

oped for you, therefore you’re a copyright infringer, therefore you owe 

us your direct- and indirect profits arising from your use of the soft-

ware.”  

601.10 Work made for hire 

 Each Covered Innovation is to be considered a work made for hire 

to the extent permitted by law.  

Provider view:  3  Customer view: 4 
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Comment:  Under U.S. law, labeling something as a 'work made for hire' 

doesn't necessarily make it one – see Wikipedia, "Work for hire," at 

http://bit.ly/4RKPaF. 

601.11 Present assignment 

 Provider hereby assigns to Customer all rights in each Covered 

Innovation, if any, that Customer does not and will not own by 

operation of law.  

Provider view: ①  Customer view: 4 

Hereby assigns: The present-tense "hereby assigns" is important – see 

the cases cited in a Law Notes posting [1].  See also a Ken Adams note 

about language choices in this context [2].  

[1] http://www.lawnotes.com/stanford-loses-patent-rights-because-

one-of-its-researchers-signed-a-partner-companys-visitor-agreement/ 

[2] http://www.adamsdrafting.com/2009/10/25/assigning-future-

rights/ 

601.12 Future assignment 

 Provider agrees to assign to Customer, at its request, any rights in 

Covered Innovations that are not otherwise owned by Customer 

as a result of this Agreement. 

Provider view: 3  Customer view: 4 

Protection of innovations 

601.13 Disclosure 

Provider will seasonably provide or disclose (as the case may be) 

all Covered Innovations to Customer.  

Comment: Even if a customer or employer technically owned a provid-

er's or employee's innovation, it wouldn't be able to do much with it 

(such as further development) without being timely provided infor-

mation about it. 

http://bit.ly/4RKPaF
http://www.lawnotes.com/stanford-loses-patent-rights-because-one-of-its-researchers-signed-a-partner-companys-visitor-agreement/
http://www.lawnotes.com/stanford-loses-patent-rights-because-one-of-its-researchers-signed-a-partner-companys-visitor-agreement/
http://www.adamsdrafting.com/2009/10/25/assigning-future-rights/
http://www.adamsdrafting.com/2009/10/25/assigning-future-rights/
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601.14 Documentation 

 Provider will seasonably sign and deliver to Customer such doc-

uments as Customer may reasonably request from time to time to 

confirm, evidence, or effectuate its ownership of intellectual 

property established by this Agreement, including (for example) 

domestic- and foreign patent application documents, copyright-

registration application documents, and assignments for re-

cordation. 

601.15 Power of attorney 

Customer has Provider's irrevocable power of attorney (coupled 

with an interest) to sign documents that Provider is required to 

sign by this section if Provider does not timely do so.  

601.16 Cooperation 

 Provider will provide reasonable cooperation with Customer, at 

Customer's request and expense, in any administrative, judicial, or 

arbitration proceedings relating to or affecting one or more Cov-

ered Innovations. In like fashion, Provider will so cooperate with 

Customer's attorney(s), designee(s), assignee(s), and successor(s), 

if any.  

Moralrights:  IF: As a matter of law, Provider or any of its employ-

ees (or contractors, if any) retains any so-called moral rights or 

similar rights in a Covered Innovation; THEN: (a) Provider author-

izes Customer and its designees, licensees, and assignees, without 

additional compensation or payments to Provider: (i) to make any 

desired changes to any part of that Covered Innovation; (ii) to 

combine any such part with other materials; and (iii) to withhold 

the identity of the relevant innovator in connection with any 

business- or other actions relating to that Covered Innovation; 

and (b) Provider will ensure that its agreements with such em-

ployees (and contractors, if any) permit Provider to grant the au-

thorization stated in subdivision (a). 
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Comment:  See Wikipedia, "Moral rights," at http://bit.ly/8UJpWj, espe-

cially the section on moral rights in the United States. 

601.17 Provider retained rights 

Provider retains the right to use, distribute, and further develop 

tools, components, and general knowledge and experience that 

may be developed in the course of Creating any Covered Innova-

tion.  This retained right is perpetual, irrevocable, worldwide, and 

royalty-free.  

Comment:  This retained-rights clause is pretty typical, but it leaves 

open the possibility of disputes about what things qualify for provider's 

use. 

601.18 Sublicense of Provider's retained rights 

Provider may sublicense its above-referenced retained right in its 

discretion without obligation to Customer.   

601.19 Assignment of Provider's retained rights 

Provider may assign its above-referenced retained right, without 

obligation to Customer, in connection with a sale or other disposi-

tion of the assets of its relevant business.   

† Provider may assign this retained right, without obligation to 

Customer, in its discretion.  † 

Provider will ensure that its employees' and contractors' agree-

ments with Provider are sufficient to comply with this section.  

Provider's employees and contractors (if any) must be under suffi-

cient legal obligations, by contract or otherwise, to ensure that 

Customer owns their relevant innovations to the same extent as 

those of Provider.  

Customer is a third-party beneficiary of such obligations to the ex-

tent they concern the ownership of covered innovations. 

http://bit.ly/8UJpWj
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602 Trademarks 

602.01 Definition 

Authorized Trademark refers to each name of an item of Soft-

ware listed under "Software" in the "Overview of business terms" 

section, together with any other Trademark of Trademark-Owner 

so designated in writing by it. 

602.02 Definition 

Trademark refers to any trademark, service mark, trade name, 

business- or company name, or domain name, used by Trade-

mark-Owner in its business and/or owned by Trademark Record 

Owner. 

602.03 Definition 

Trademark-Owner refers to Provider. 

602.04 Definition 

Trademark-Record-Owner refers, in respect of a Trademark, to (i)  

Trademark-Owner, or, (ii) if and where required by the context, an 

individual or organization, associated with Trademark-Owner, that 

maintains ownership of the Trademark.  

Individual or organization associated with Trademark-Owner: Some 

companies keep ownership of their trademark rights (and possibly other 

intellectual property) in an affiliate, often for income- and sales-tax pur-

poses. 

602.05 Definition 

Trademark-User refers to Reseller. 

602.06 Identification by Trademark-User 

Trademark-User may identify itself, for example on its Web site 

and in its promotional literature, as an authorized reseller of 

Trademark-Owner.  
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602.07 Logo usage 

Trademark-User may display on its Web site, in a commercially-

reasonable manner, a logo of (and approved by) Trademark-

Owner, solely to indicate, in an accurate and not misleading man-

ner, the business relationship between the two parties estab-

lished by this Agreement. 

602.08 Logo removal 

Trademark-User will remove from its Web site, within two busi-

ness days of a written request by Trademark-Owner, any logo of 

Trademark-Owner and/or any link to a Web site of Trademark-

Owner.  

602.09 Link to Trademark-Owner Web site required 

Each display, on Trademark-User's Web site, of a logo of Trade-

mark-Owner must include a link to Trademark-Owner's Web site. 

The link must point to (i) a specific landing page designated in 

writing by Trademark-Owner, or (ii) if Trademark-Owner does not 

designate a specific landing page, the home page of Trademark-

Owner's Web site. 

602.10 Identification by Trademark-Owner 

Trademark-Owner may identify Trademark-User, for example on 

the Web site of Trademark-Owner and in its promotional litera-

ture, as being a reseller of Trademark-Owner.  

602.11 No other trademarks authorized for use 

For the avoidance of doubt, no Trademark other than those listed 

in Schedule __ are authorized for use by Trademark-User under 

this Agreement.  

602.12 No use of Trademarks except as authorized 

Other than as expressly approved in writing by Trademark-Owner, 

Trademark-User will not use any Trademark, nor any trademark 
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confusingly similar to a Trademark, in any manner, nor assist or 

knowingly permit any such action by others.  

602.13 Trademark guidelines 

Trademark-User will comply with any written trademark-usage 

policies or guidelines that may be seasonably provided by Trade-

mark-Owner for its trademark(s), including for example instruc-

tions for display of trademark-rights or -registration notices.  

602.14 Use only for Products 

Trademark-User will not use any Trademark except in connection 

with the sale or resale of Products.  

602.15 No use after termination 

Reseller will discontinue all use of Provider's trademarks, and 

ceasing to identify or represent itself, in any way, as associated 

with Provider, immediately upon any termination of this Agree-

ment.  

602.16 Trademark indemnity obligation 

IF: Trademark-User makes use of a Trademark as authorized by 

this Agreement; AND: A third party claims that such use infringes 

the third party's trademark rights; THEN: Trademark-Owner will 

(i) defend Trademark-User against the claim and (ii) indemnify 

Trademark-User against any resulting monetary award. The obli-

gations of this clause are referred to as the trademark indemnity 

obligation.  

602.17 Trademark indemnity liability cap 

 Trademark-Owner's maximum cumulative liability to Trademark-

User under the trademark indemnity obligation is the limit(s) of 

Trademark-Owner's relevant insurance coverage(s).   
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602.18 Quality standards 

Trademark-User will ensure that each licensed product and li-

censed service meets or exceeds quality standards set by Trade-

mark-Owner. As between Trademark-User and Trademark-Owner, 

the latter may set such quality standards in its discretion.  

Comment:  A trademark owner that fails to exercise quality control over 

a licensee's use of its trademark can forfeit its trademark rights – see 

this May 2008 blog posting by law professor Eric Johnson (accessed 

Oct. 11, 2009). 

602.19 Inspection and testing 

 Trademark-User will supply representative samples of Products 

and of materials containing any Trademark, to Trademark-Owner, 

upon its reasonable request, at no charge, for inspection and test-

ing purposes.  Trademark-Owner may test and/or dispose of, in its 

discretion, samples provided by Trademark-User pursuant to this 

section.  

602.20 Facilities inspection 

Trademark-User will permit reasonable inspections, by Trade-

mark-Owner's authorized representatives, of Trademark-User 's 

relevant facilities, at Trademark-Owner's expense.  "Relevant facil-

ities" include, for example, those involved in the manufacture, in-

spection, storage, packing, and shipment of licensed products. 

602.21 Trademark ownership 

Trademark-User acknowledges that the Trademarks are the exclu-

sive property of Trademark-Owner or the Trademark Record 

Owner, as the case may be. 

602.22 Benefit of trademark usage 

Any use by Trademark-User of any Authorized Trademark will in-

ure exclusively to the benefit of Trademark-Owner or the Trade-

http://prawfsblawg.blogs.com/prawfsblawg/2008/05/did-hersheys-ju.html
http://www.eejlaw.com/
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mark Record Owner in respect of establishing rights in the Trade-

mark.  

602.23 No implied trademark ownership grant 

For the avoidance of doubt, nothing in this Agreement entitles 

Trademark-User, expressly or by implication, to any title or own-

ership interest in any Trademark. 

602.24 Validity and ownership acknowledgement 

Trademark-User acknowledges the validity of the Trademarks; of 

any registrations owned by Trademark-Owner for the Trademarks 

Trademark,  Trademark-Owner's ownership of the same; or any 

registration of the Trademark, nor, nor will Trademark-User know-

ingly assist another to do so.   

602.25 No unapproved trademark filings 

 Except with the expressly prior written consent of Trademark-

Owner, Trademark-User will not file, with any regulatory body, 

domain-name registrar, or other authority, (i) any application to 

register any trademark identical or confusingly similar to a 

Trademark, nor (ii) any registered-user application in respect of 

any Trademark.  

Registered-user application:  If Trademark-User is getting a license to 

use Trademark-Owner's trademarks, a registered-user application might 

be essential in some countries to keep that the user's licensed use of 

the mark from harming the mark owner's rights. See, e.g., §§ 48-53 of 

India's Trade and Merchandise Marks Act of 1958, at 

http://bit.ly/7aGs03; see also the World Intellectual Property Organiza-

tion's Introduction to intellectual property, §§ 31.133 et seq. (1997), at 

http://bit.ly/8Y9c9r. 

602.26 Trademark registration assistance 

If so requested by Trademark-Owner — and at the sole direction 

and expense of Trademark-Owner — Trademark-User will provide 

reasonable assistance to Trademark-Owner or the Trademark 

http://bit.ly/7aGs03
http://bit.ly/8Y9c9r
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Record Owner, as the case may be, in filing one or more registra-

tion applications for any Authorized Trademark.  

Comment:  This provision might be appropriate if Reseller will be oper-

ating in a country or other jurisdiction where Provider has not regis-

tered its trademark(s). 

602.27 Registered-user application 

If so requested by Trademark-Owner — but not otherwise — 

Trademark-User will file one or more registered-user applications, 

at its own expense, for any Trademark used or contemplated to 

be used by Trademark-User.  

Comment:  This provision might be appropriate if Reseller will be oper-

ating in a country or other jurisdiction where Provider has not regis-

tered its trademark(s). 

603 Other intellectual-property matters 

603.01 Suggestions 

Provider, in its discretion, may make any use it desires, without 

obligation to Reseller, of any suggestions for improvements or in-

novations in its products, its services, or business generally, that 

Reseller may make or forward to Provider. 

603.02 Provider ownership of its IP 

 For the avoidance of doubt, as between Provider and Reseller, 

Provider and/or its licensors own and will own all Intellectual 

Property Rights existing at any time in or to the Software and its 

user manuals and other documentation.   
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Article 7 Warranties & remedies 

701 Specific warranties 

701.01 Warranty of authority 

Each party warrants to each other party that, except as may be 

expressly stated otherwise in this Agreement, (i) the warranting 

party has full power and authority to execute, deliver and perform 

its obligations under this Agreement, (ii) without breaching any 

other obligation to which the warranting party is bound, 

(iii) where such a breach would have a material adverse effect on 

the other party's interests. 

701.02 Defect warranty 

Provider warrants to Customer that all goods delivered to Cus-

tomer pursuant to this Agreement will (i) substantially conform to 

the requirements stated in this Agreement or otherwise agreed to 

in writing; and (ii) be substantially free of defects in materials or 

workmanship.  

Heads-up:  A subtle change in the wording of a product warranty can 

add years to a customer’s right to sue the vendor for breach of the war-

ranty under the Uniform Commercial Code. Specifically, a warranty of 

future product performance, in contrast to a warranty of the product’s 

condition as delivered, can add to the warranty liability period.  

• Product failure as the breach: Suppose that a vendor warranted that 

its product would be free from defects for X years after the delivery 

date. In many U.S. jurisdictions, that warranty would be treated as an 

explicit guarantee of the product’s future performance. If the product 

were to fail, the failure itself would be considered a breach of the war-

ranty; the customer could sue for the breach at any time up to (usually) 

four years after the failure, not after delivery of the goods.  ¶ As the 

First Circuit explained, "For example, if a warranty states that the prod-

uct 'would be free from defects in materials and workmanship for a pe-

riod of five years,' it explicitly extends to the future performance of the 

goods."   Trans-Spec Truck Service, Inc. v. Caterpillar, Inc., 524 F.3d 315, 

http://www.ca1.uscourts.gov/cgi-bin/getopn.pl?OPINION=07-1476.01A
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part II.B (1st Cir. 2008) (affirming summary judgment dismissing breach 

of warranty claim as time-barred) (citing cases). 

• Product delivery as the breach: On the other hand, suppose that the 

vendor had promised only that it would repair or replace the product if 

it failed during the first X months or years after delivery. That language 

does not explicitly guarantee future performance. If the product were to 

fail, the courts in some U.S. jurisdictions would deem the breach to have 

occurred on the date the product was delivered, pursuant to UCC § 2-

275. ¶ As the First Circuit explained in Trans-Spec Truck Service, Inc., 

cited above, "If ... the warranty states 'we promise to repair the product 

if it malfunctions within the first five years,'" it does not explicitly guar-

antee the future performance of the goods."  Id. (citing cases).  ¶ In a 

case governed by the law of one of those jurisdictions, the customer 

would be forced to bring suit for breach within (usually) four years af-

ter delivery, not after the product failure.  In such cases, the so-called 

warranty language is deemed a limitation of remedies. See id.  ¶ The 

analysis might be different if the promissory language were deemed a 

separate "service contract," and if the customer sued for breach of the 

service contract and not for breach of the product warranty. See id.  

¶ The First Circuit noted, however, that in some states, the breach of a 

promise to repair or replace defective goods is deemed to occur, not 

when the goods are delivered, but when the promised repairs are re-

fused or unsuccessful, meaning that the statutory limitation period 

would begin to run at that time, not at delivery. See id.  

701.03 Defect remedies 

(a) Provider will make commercially-reasonable efforts to repair 

or replace any goods that, within 90 days after delivery (the War-

ranty Period), are discovered not to conform to the above defect 

warranty.  ¶ (b) IF: For any reason Provider does not do so within 

30 days after the report; THEN: At Customer's written request, 

Provider will refund the purchase price of the goods in question.  

¶ (c) For the avoidance of doubt, there is no warranty of any kind 

as to any defects that may be discovered after the Warranty Peri-

od. 

http://www.law.cornell.edu/ucc/2/2-725.html
http://www.law.cornell.edu/ucc/2/2-725.html
http://www.ca1.uscourts.gov/cgi-bin/getopn.pl?OPINION=07-1476.01A
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701.04 Not a government contract 

Reseller warrants to Provider that transactions under this Agree-

ment are not entered into in connection with any government 

contract or subcontract to which Reseller is a party. 

Purpose:  A provider that discovers that it is a subcontractor for a gov-

ernment contract might find itself subject to all kinds of (potentially-

expensive) compliance- and reporting obligations in the areas of equal 

opportunity, affirmative action,  employment eligibility verification, and 

the like.  See generally Holly Emrick Svetz, You Say You Aren’t a Gov-

ernment Contractor – Or Is It Just Wishful Thinking? (accessed Dec. 8, 

2010). 

701.05 Non-infringement – per EULA 

(a) Provider makes the same warranty to Reseller as is stated in 

the "Noninfringement warranty" section of the EULA, in the same 

general manner as if Reseller were a Licensee under the EULA.  ¶ 

(b) The "Infringement indemnity" section of the EULA is Reseller's 

EXCLUSIVE REMEDY for any actual or alleged infringement of 

third-party Intellectual-Property Rights by Provider and/or the 

Software. 

702  Disclaimers 

702.01  Disclaimer of implied warranties, 

representations, etc. 

Each party disclaims all "Implied Warranties," which refers to any 

warranty, representation, condition, term of quality, or other 

statement of fact, that etc., that are not expressly stated in or in-

corporated by reference into this Agreement.   

This disclaimer includes, for example, any implied warranties, rep-

resentations, conditions, and terms — BUT NOT express warran-

ties stated in this Agreement — concerning any of the following, 

regardless whether they are alleged to arise by law, by reason of 

http://www.lexology.com/library/document.ashx?g=680e78d3-1dfa-4a51-9578-3db5c03300ec
http://www.lexology.com/library/document.ashx?g=680e78d3-1dfa-4a51-9578-3db5c03300ec
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custom or usage in the trade, by course of dealing, or in any other 

manner:   

 merchantability  

 fitness for a particular purpose (whether or not the dis-

claiming party or any of its suppliers know, have reason to 

know, have been advised, or are otherwise in fact aware of 

any such purpose)  

 quiet enjoyment   

 title  

 noninfringement  

 absence of viruses  

 results  

 workmanlike effort  

 implied term of quality  

 non-interference  

 accuracy of informational content. 

Only implied warranties are disclaimed:  It's important to note that this 

warranty-disclaimer clause applies only to implied warranties. (It's curi-

ous how many customer contract reviewers will instinctively delete the 

disclaimer, mistakenly thinking it applies to all warranties express or 

implied.) 

Black border:  This provision has black borders around them to make 

them conspicuous, which may be necessary to well increase the chances 

of their being enforced. . 

702.02  Reliance disclaimed 

In entering into this Agreement, neither party is relying, and each 

party promises not to rely, on any representation by the other 
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party that is not stated (i) in this Agreement or (ii) in a document 

incorporated by reference into this Agreement.  

Bold-faced type is used here to make the provision conspicuous. 

 For the avoidance of doubt, no sales representative, reseller, 

dealer or other person, other than an officer of Provider, is au-

thorized to make, add to, modify, or extend any warranty or rep-

resentation on behalf of Provider. 
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Article 8 Risk allocation 

801 Himalaya clause 

Provider view:  4 Customer view: 2 

Further reading:  See the Law Notes posting at 

http://www.lawnotes.com/himalaya-clause-note/. 

801.01 Definitions – Protected Individuals; Protected 

Party 

The provisions of this "Himalaya clause" section apply in favor of 

the Protected Individuals, defined as any and all employees, serv-

ants, agents, or other individuals of each party (the Protected Par-

ty) whose services are utilized in the protected party’s perfor-

mance of its obligations or exercise of its rights under this Agree-

ment. 

801.02 Definition – Protective Provisions 

The term Protective Provision refers to all provisions of this 

Agreement (if any) concerning limitation of liability; forum selec-

tion; choice of law; attorneys' fees; and arbitration and other dis-

pute-resolution procedures. 

801.03 No liability 

No Protected Individual of a Protected Party will be liable to an-

other party, nor to any individual or organization claiming under 

or through the other party, for any loss, damage or delay arising 

or resulting (directly or indirectly) from such services. 

801.04 Applicability of Protective Provisions 

 Each Protected Individual is to benefit from every Protective Pro-

vision in this Agreement that favors the Protected Party, as 

though that provision were expressly for the benefit of the Pro-

tected Individual. To that extent (only), in entering into this 

Agreement the Protected Party is deemed acting as agent or trus-

http://www.lawnotes.com/himalaya-clause-note/
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tee on behalf of, and for the benefit of, each of its Protected Indi-

viduals. 

802 Indemnities:  In general 

802.01 Applicability 

This section governs all obligations arising under this Agreement, 

if any, that require a party (Indemnifying-Party) to indemnify an 

individual or organization (Protected-Person) against a specified 

event, for example a claim made by a third party. 

Further reading: For a very understandable introduction to indemnities, 

see The Manager's Guide to Understanding Indemnity Clauses, by at-

torney Frank Adoranti - a Google Books preview is at 

http://bit.ly/Indemnity. 

Claims by third parties 

802.02 Defense obligation 

If so requested in writing by Protected-Person, then Indemnifying-

Party will provide a competent defense against the claim for Pro-

tected-Person.   

Purpose:  The indemnifying party may already be required by law to de-

fend the protected party, or to reimburse the protected party for de-

fense costs. See, e.g., Cal. Civ. Code § 2778, discussed in Crawford v. 

Weather Shield Mfg. Inc., 44 Cal. 4th 541, 553 (2008) (affirming court of 

appeal’s affirmance of trial-court judgment that subcontractor, even 

though ultimately found not negligent, was required to provide a de-

fense to general contractor).  This language makes the obligation explic-

it. 

802.03 Broad scope of defense obligation 

For the avoidance of doubt, Indemnifying-Party's above-stated 

defense obligation applies, without limitation, to any claim 

brought in a judicial, arbitration, administrative, or other proceed-

http://bit.ly/Indemnity
http://www.leginfo.ca.gov/cgi-bin/displaycode?section=civ&group=02001-03000&file=2772-2784.5
http://scholar.google.com/scholar_case?case=7294053558858487923&hl=en&as_sdt=2&as_vis=1&oi=scholarr
http://scholar.google.com/scholar_case?case=7294053558858487923&hl=en&as_sdt=2&as_vis=1&oi=scholarr
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ing, including for example any relevant appellate proceedings in 

which the claim is at issue. 

802.04 If defense not requested 

If Protected-Person fails to timely request a defense, Indemnify-

ing-Party will not be responsible for any harm to Protected-Person 

that may result from the delay.   

802.05 Defense even if not requested 

If Protected-Person does not request a defense against the claim, 

Indemnifying-Party may elect, in its discretion, to provide a de-

fense nonetheless.   

Purpose:  The indemnifying party might have its own reasons to be con-

cerned about the claim, and therefore is given the option to mount a 

defense in its discretion. 

802.06 Control of the defense 

If Indemnifying-Party provides a defense against an indemnified 

claim in accordance with this Agreement, then Indemnifying-Party 

is entitled to control the defense of the claim.   

Purpose:  If the indemnifying party cannot control the defense, the pro-

tected party’s lawyers would theoretically have an economic incentive 

to put on a “gold-plated” defense, secure in the knowledge that the in-

demnifying party would be footing the bills. 

802.07 Cooperation in defense 

Protected-Person must provide reasonable cooperation in the de-

fense of the claim. The indemnifying party will reimburse Protect-

ed-Person for reasonable out-of-pocket expenses actually in-

curred in doing so.   

802.08 No non-factual admissions 

Protected-Person must not make any non-factual admission con-

cerning the claim without Indemnifying-Party's consent.   
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Purpose: A non-factual admission might be, for example, that a third 

party’s patent was valid and enforceable. On the other hand, a factual 

admission might be that, in calendar year X, the protected person sold Y 

units of its Model ABC widget. 

802.09 No waivers of defenses 

Protected-Person must not waive any defense to the claim (for 

example, a statute-of-limitations defense) without Indemnifying-

Party's consent. 

802.10 Control of settlement 

Indemnifying-Party has discretion to settle the claim on behalf of 

Protected-Person, subject to the restrictions below. 

Purpose:  Imagine that you’re a customer. You’ve just been notified of a 

third-party claim against you. When you look into the matter, you see 

that the third-party claim comes within the scope of an indemnity obli-

gation you negotiated with one of your providers. What’s one easy way 

to make the problem go away?  That’s easy: Agree with the claimant 

that that your provider will write a check, possibly a really big check, 

pursuant to its indemnity obligation. ¶ Needless to say, providers want 

to avoid being caught in that kind of bind, so they typically insist on 

maintain control of the settlement, generally subject to restrictions of 

the kind in this provision. 

802.11 Settlement restrictions 

Absent Protected-Person's consent, Indemnifying-Party may not 

settle the claim on terms that (i) impose any obligation or prohibi-

tion on Protected-Person, or (ii) include any admission by Protect-

ed-Person.   

802.12 Settlement consent not to be unreasonably 

withheld 

If Indemnifying-Party wishes to settle the claim on terms requiring 

Protected-Person's consent, Protected-Person will not unreason-

ably withhold its consent.  
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802.13 Settlement by Protected-Person 

If Protected-Person settles the claim without Indemnifying-Party's 

prior written consent, then Indemnifying-Party will have no liabil-

ity to Protected-Person in connection with the settlement. 

802.14 Separate monitoring counsel 

Protected-Person may engage separate counsel, at its own ex-

pense, to monitor the defense.   

Purpose: A provider that furnishes a claim defense to a customer will 

often want its own counsel, that is, the provider’s counsel, to handle the 

case. The provider also won’t want to pay for two teams of lawyers.  

The customer, however, might in turn want its own counsel to be kept 

in the loop. This provision, together with the provision below requiring 

cooperation among counsel, offers a compromise.   

802.15 Separate counsel in cases of conflict of interest 

IF: Protected-Person's interests become so different from those of 

Indemnifying-Party, or from those of another protected person, 

that the defense counsel appointed by Indemnifying-Party to de-

fend Protected-Person should withdraw; THEN: Protected-Person 

may engage separate counsel, IN WHICH CASE: Indemnifying-

Party will indemnify Protected-Person for reasonable fees and ex-

penses of the separate counsel. 

Purpose:  See the commentary above concerning separate monitoring 

counsel. 

802.16 Cooperation among counsel 

If Protected-Person engages separate counsel pursuant to this 

Agreement, each party will instruct its counsel to make reasona-

ble efforts to minimize duplication of effort and expense. 

Purpose:  See the commentary above concerning separate monitoring 

counsel. 
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802.17 Assumption of control by Protected-Person 

At any time, Protected-Person may assume control of its defense.  

Purpose: A protected party might want the right to take over control of 

the defense – but if it does so, it might not be reasonable for it to ex-

pect the indemnifying party to continue to foot the bill. 

802.18 Effect of assumption of control 

IF: Protected-Person assumes control of its defense; AND: Indem-

nifying-Party has previously tendered performance of its obliga-

tion to provide a defense; THEN: Indemnifying-Party will have no 

further responsibility or liability to Protected-Person (including for 

example defense- and/or indemnity liability) in respect of the 

claim in question. 

Purpose:  See the commentary above concerning assumption of control. 

802.19 Indemnified monetary awards 

In respect of an indemnified claim, the term "monetary awards" 

refers to all monetary awards resulting from the claim, of any 

kind, made or imposed by any authority having jurisdiction, in a 

final judgment or award from which no further appeal is taken or 

possible.  Such monetary awards may include, for example, dam-

ages, penalties, interest, and attorneys-fee awards. 

Purpose: A great many indemnity provisions are concerned with third-

party claims. An indemnity against monetary awards is almost a sine 

qua non of such a provision. 

802.20 Indemnified attorneys' fees 

In respect of an indemnified claim for which Indemnifying-Party is 

not providing Protected-Person with a defense, Protected-

Person's expenses to be indemnified include, for example, rea-

sonable attorneys' fees, expert witness fees, and other expenses 

of litigation or arbitration.  
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Purpose:  See the commentary above concerning indemnified monetary 

awards. 

Particular general-indemnity obligations 

802.21 Business-operations indemnity 

Indemnifying-Party will defend and indemnify Protected-Party 

and its Protected-Persons (as defined in the "Indemnities (in gen-

eral)" section) against all claims arising out of or relating to In-

demnifying-Party's operation of its business, other than as to mat-

ters, if any, for which this Agreement expressly makes Protected-

Party responsible. 

Purpose: A party might want this provision if it was concerned that it 

might be targeted as a deep pocket by claimants who dealt with its 

counterparty.  

Heads-up:  The other party should consider requiring the indemnifying 

party to maintain appropriate levels of insurance coverage – see gener-

ally the "Insurance" provisions.  

802.22 Limitation of liability for business-operations 

indemnity 

 Indemnifying-Party’s aggregate liability under its injury-indemnity 

obligation, in respect of any claim or group of related claims, will 

not exceed $X per claim or group of related claims. 

Purpose:   A party being asked to commit to the injury-indemnity obli-

gations might be more willing to agree if its liability were capped, 

and/or if it could manage its potential exposure by adjusting its insur-

ance coverage appropriately.  

Alternatives:  Consider limiting the indemnifying party’s aggregate lia-

bility to, say, “X times the price of the relevant transaction” or to “… the 

indemnifying party’s relevant insurance coverage limits.” 
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802.23 Injury indemnity 

Indemnifying-Party will defend and indemnify Protected-Party 

and its Protected-Persons (as defined in the "Indemnities (in gen-

eral)" section) against all third-party claims of death, bodily injury, 

or loss of or damage to property proximately caused by perfor-

mance of Indemnifying-Party's obligations or exercise of its rights 

pursuant to this Agreement.  

Purpose: A party might want this provision if (i) the other party’s activi-

ties could lead to personal injury and (ii) the first party might be a 

tempting target for an injured person’s lawyers looking for deep pock-

ets. 

Proximately caused:  A broader indemnity coverage might result from 

using the phrase “… or loss of or damage to property arising from per-

formance of the indemnifying party’s obligations …” instead of the text 

in the provision above. 

Heads-up:  The other party should consider requiring the indemnifying 

party to maintain appropriate levels of insurance coverage – see gener-

ally the "Insurance" provisions.  

Heads-up:  The injury-indemnity obligation might not apply to claims 

arising from the protected party’s own negligence – see the discussion 

below.  

802.24 Express-negligence acknowledgement 

Reseller's injury-indemnity obligation applies even in cases of al-

leged negligence or gross negligence by Provider. 

Purpose:  This provision is included to comply with the express-

negligence rule that applies in Texas; it's surrounded by a black border 

to make it conspicuous.  See generally The Contract You Thought You 

Made: The Express Negligence Doctrine (Part 1) (accessed Sept. 23, 

2010); XL Specialty Ins. Co. v. Kiewit Offshore Services, Ltd., No. 06-

41785, 513 F.3d 146 (5th Cir. Jan. 2, 2008) (reviewing Texas case law 

and affirming declaratory judgment that plaintiff insurance company 

had a duty to defend and indemnity the defendant in an underlying 

wrongful-death suit). 

http://library.findlaw.com/2003/Feb/24/132505.html
http://library.findlaw.com/2003/Feb/24/132505.html
http://www.ca5.uscourts.gov/opinions/pub/06/06-41785-CV0.wpd.pdf
http://www.ca5.uscourts.gov/opinions/pub/06/06-41785-CV0.wpd.pdf
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Heads-up:  This provision arguably makes one party (typically a provid-

er) an insurer for the other party (typically a customer). Construction-

industry consultant Kit Werremeyer opines that "If you agree to do this, 

you have just given your client full access to your company’s general lia-

bility contract—for free!!"  See Indemnities and Additional Insured Sta-

tus (accessed Oct. 16, 2008).  If a third-party makes a covered claim 

against the customer, the provider might have to pay the insurance de-

ductible, even if the customer is at fault, and the customer’s insurance 

claim might drain the provider’s coverage limits, leaving nothing for the 

provider in the event of another claim. See id. 

Comment: When a customer demands to be covered by a provider’s in-

surance, the provider may be tempted to respond angrily, “Buy your 

own %#$@ insurance!” Such a response probably would not help move 

the negotiation to signature; the Werremeyer article cited above sets 

out other responses likely to be more productive, including ● putting a 

dollar cap on the provider’s indemnity exposure, and ● excluding unin-

surable claims from the indemnity obligation, both of which are option-

al sections below.  

802.25 Limitation of injury-indemnity liability 

 Indemnifying-Party’s aggregate liability under its injury-indemnity 

obligation, in respect of any claim or group of related claims, will 

not exceed $X per claim or group of related claims. 

Purpose:   A party being asked to commit to the injury-indemnity obli-

gations might be more willing to agree if its liability were capped, 

and/or if it could manage its potential exposure by adjusting its insur-

ance coverage appropriately.  

Alternatives:  Consider limiting the indemnifying party’s aggregate lia-

bility to, say, “X times the price of the relevant transaction” or to “… the 

indemnifying party’s relevant insurance coverage limits.” 

http://www.southernstar-consultants.com/About%20the%20Owner.htm
http://www.southernstar-consultants.com/for_subcontractors_and_material.htm
http://www.southernstar-consultants.com/for_subcontractors_and_material.htm
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803 Limitations of liability 

803.01 Exclusion of Disallowed Damages 

(a) Except as expressly provided otherwise in this Agreement, nei-

ther Provider or its affiliates (each, a Protected Party), nor the 

employees, officers, directors, shareholders, general- and limited 

partners, members, and managers (if any) of each of them (each 

of them and each Protected Party, a Protected Person), will be li-

able for consequential, incidental, indirect, special, punitive, ex-

emplary, or similar damages (each, Disallowed Damages) arising 

from, or in respect of, any breach of this Agreement — however 

caused and regardless of the theory of liability, whether in con-

tract, tort (including negligence, gross negligence, and strict liabil-

ity), or otherwise  — even if the Protected Person (or its suppliers 

or licensors, if applicable) have been advised of the possibility of 

such damages. ¶ (b) For purposes of illustration, damages relating 

to loss of profits from collateral business arrangements; to busi-

ness interruption; and to loss of data or privacy or confidentiality, 

are examples of Disallowed Damages. 

Conspicuousness:  This provision is surrounded by a border to make it 

"conspicuous," required for limitations of liability in some jurisdictions. 

Incidental damages:  Paraphrasing the UCC, incidental damages are 

generally defined as reasonable expenses reasonably incurred by a par-

ty incident to a breach or delay by another party.  See generally UCC § 2-

710 (seller’s incidental damages) and UCC § 2-715(1) (buyer’s incidental 

damages). Of course, Article 2 of the UCC applies only to sales of goods, 

but the same basic concepts of incidental damages can also apply to 

sales of services, etc. 

"Arising from, or in respect of":  This definition might be too broad for a 

party’s taste, given the difficulty of forecasting just what damages might 

be "in respect of" the Agreement. 

Heads-up:  Lost profits:  Some consequential-damages provisions state 

merely that lost profits are excluded.  This could severely disadvantage 

the party claiming damages, because that could wipe out the ability to 

http://www.law.cornell.edu/ucc/2/2-710.html
http://www.law.cornell.edu/ucc/2/2-710.html
http://www.law.cornell.edu/ucc/2/2-715.html
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claim, for example, the profit that a vendor would have made from the 

transaction in question.  ¶ A court might rule, though, that "lost profits" 

means lost profits from collateral transactions; the Second Circuit did so 

in a 2007 case:  "In characterizing AEP's claim as one for consequential 

damages, the district court confused the benefit of the bargain with 

speculative profits on collateral transactions." Tractebel Energy Market-

ing, Inc. v. AEP Power Marketing, Inc., 487 F.3d 89, 109-10, Part IV.A (2d 

Cir. 2007) (vacating district-court judgment in part). 

Further reading: A useful review of consequential damages and other 

types of damages can be found in Glenn D. West and Sara G. Du-

ran, Reassessing the “Consequences” of Consequential Damage Waivers 

in Acquisition Agreements, 63 THE BUSINESS LAWYER 777 (May 2008); 

see also Stephen Brett, Indirect loss — a discussion note, at 

http://goo.gl/QwyBj (2011); and Foley & Lardner, Protecting Conse-

quential Damages Waivers in Software License Agreements (Feb. 27, 

2003). 

803.02 Damages Cap 

Except as expressly provided otherwise in this Agreement, in re-

spect of any claim or group of related claims, the Protected Party 

and its Protected Persons together will not be liable for damages 

in excess of the applicable Damages Cap, as follows:  ¶ (a) Breach 

of any warranty or covenant in this Agreement, and/or any negli-

gent making of a representation in this Agreement:  Three times 

the agreed price of the relevant transaction(s).  ¶ (b) Tangible 

damage to property resulting from any action or omission by Pro-

tected Persons:  (x) [specific amount – zero if not otherwise speci-

fied], or (y) the Protected Person's applicable insurance coverage, 

whichever is greater. ¶ (c) Erasure, corruption, or other damage to 

stored information of a party (including, for example, data and 

computer program code) that could have been avoided or miti-

gated by that party through the use of prudent practices such as 

reasonable backups:  Zero.  

Conspicuousness:  This provision is surrounded by a border to make it 

conspicuous, required for limitations of liability in some jurisdictions. 

http://scholar.google.com/scholar_case?case=13250629116132412621
http://scholar.google.com/scholar_case?case=13250629116132412621
http://www.weil.com/files/Publication/d1704cbb-d7c7-48be-afde-286d92e49258/Presentation/PublicationAttachment/da4a341e-ff72-44fa-9a6e-343fd19583e4/Consequential%20Damages%20Article.pdf
http://www.andlaw.eu/downloads/Indirect_Loss.pdf
http://goo.gl/QwyBj
http://www.foley.com/publications/pub_detail.aspx?pubid=1240
http://www.foley.com/publications/pub_detail.aspx?pubid=1240
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Erasure, etc., of information – subdivision (c):  This damages cap is in-

cluded for two reasons: (1) Because claims of damage to information 

can be very hard to refute; and (2) to provide an additional incentive for 

the parties to use prudent procedures in handling their stored infor-

mation. 

803.03 Carve-outs 

Damages arising from the following are not Disallowed Damages, 

nor are they subject to any Damages Cap that may be stated in 

this "Limitations of liability" section:  •  (a) personal injury or 

death resulting from breach of this Agreement by the protected 

party; • (b) the protected party’s failure to comply with an obliga-

tion stated in this Agreement, if any, to defend and/or indemnify 

another person against third-party claims — however, a specifical-

ly-stated maximum aggregate liability for such defense and in-

demnity obligations is not considered a Damages Cap, and such 

maximum aggregate liability will apply to such obligations; • 

(c) the protected party’s infringement of another party’s patent, 

copyright, trademark, or rights in confidential information; 

• (d) intentional or reckless misrepresentation or omission of a 

material fact, where the other party justifiably relied on the mis-

representation or omission; • (e) a party’s conversion of, or inflic-

tion of harm to, property of another party (for example, inten-

tional and wrongful erasure or corruption of computer programs 

or -data) that is shown, by clear and convincing evidence, to have 

been both intentional and wrongful. 

Damages arising from:  Note the use of the phrase, “Damages arising 

from the following … ,” instead of the broader language, “Damages aris-

ing from or relating to the following ….” 

Personal injury or death – subdivision (a):  This carve-out is included 

to avoid possible unconscionability of the limitation of liability un-

der UCC § 2-719(3) (which of course might not apply in a services con-

tract).  Resulting from breach: This phrase is adapted from UCC § 2-

715. 

http://www.law.cornell.edu/ucc/2/2-719.html
http://www.law.cornell.edu/ucc/2/2-715.html
http://www.law.cornell.edu/ucc/2/2-715.html
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Failure to defend or indemnify – subdivision (b):  A party’s failure to 

comply with a defense- or indemnity obligation could result in serious 

financial harm to the other party. 

Infringement – subdivision (c):  If, say, a provider were to misappro-

priate a customer’s confidential information, the customer almost cer-

tainly would not want the damages to be capped at the price it had paid 

the provider — that might well be tantamount to a get-out-of-jail-free 

card for the misappropriating provider.  The same would be true in the 

reverse situation, if a software licensee used the licensed software far 

beyond the scope of the license without paying for it.  

Misrepresentation – subdivision (d):  This sub-provision intentionally 

does not use the term "fraud," because a judge or juror could give that 

term a wide variety of meanings. Instead, this sub-provision in essence 

states the facts that must be proved to establish liability for civil fraud. 

Conversion of property – subdivision (e):  This carve-out would en-

compass, for example, an IT provider’s malicious erasure of a custom-

er’s data, or sabotage or hijacking of the customer’s computer system 

as “self-help” in a payment dispute. Note the requirement for proof of 

intent by clear and convincing evidence. 

803.04 Broad scope of liability limitations 

 The parties have specifically agreed that the above limitations of 

liability are to apply (a) to all claims for damages or other mone-

tary relief, whether alleged to arise in contract, tort, or otherwise, 

and ¶ (b) even (i) if the allegedly-liable party was advised, knew, 

or had reason to know of the possibility of Disallowed Damages 

and/or of damages in excess of the relevant Damages Cap, if any, 

and/or (ii) if a limited remedy fails of its essential purpose. 

Comment:  This is a structured version of language not uncommonly 

found in limitation-of-liability provisions. 
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803.05 Materiality of risk allocation 

Each party acknowledges that, if the limitations of liability above 

were not included in this Agreement, the parties would not have 

entered into this Agreement on the economic terms stated in it. 

803.06 Covenant not to seek damages beyond limitation 

of liability 

Each party expressly agrees not to seek damages inconsistent 

with any limitation stated in this Agreement on the liability of the 

Protected Persons. 

Comment:  This subdivision is intended to make it a separate breach of 

contract for the other party to seek damages not allowed by the 

Agreement’s limitation(s) of liability.  (It’s unclear whether a court 

would give effect to this language.) 

803.07 Indemnity against damages claims beyond 

limitation of liability 

IF: An individual or organization, claiming through a party, seeks 

any form of monetary relief from a Protected Person in excess of 

or inconsistent with a limitation of liability stated in this Agree-

ment; THEN: That party will indemnify the Protected Person 

against the excess or inconsistent monetary relief. 

803.08 Savings clause for liability limitations 

IF: One or more limitations of liability benefiting a Protected Per-

son under this Agreement is held void or unenforceable under 

applicable law; THEN: That party's relevant liability is nonetheless 

to be limited to the greatest extent consistent with that law and 

this Agreement. 

803.09 Other limitations of liability  

Other limitations of liability stated in this Agreement, if any (in-

cluding for example exclusions of remedies), are not intended to 

be negated or limited by this "Limitations of liability" section. 
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803.10 Some liability limitations might not apply 

Some jurisdictions might not permit limitation or exclusion of 

remedies under some circumstances, in which case some or all of 

the limitations of liability stated in this Agreement might not ap-

ply. 

Comment:   Provisions like this are widely used in agreements that 

might be entered into by consumers, in case a consumer’s jurisdiction 

restricts attempting to exclude or limit the provider’s liability. 

803.11 No implied agreement to indirect damages 

For the avoidance of doubt, while the parties have not agreed to 

categorically exclude indirect damages (for example, consequen-

tial damages), a party seeking such damages must nevertheless 

show that it is entitled to such damages under applicable law.  

Further reading:  See the materials cited in the "Exclusion of Disallowed 

Damages" section. 
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Article 9 Term & termination of Agreement 

901 Term 

901.01 Term of this Agreement 

The term of this Agreement begins on the Effective Date and ex-

pires at 11:59 p.m. Houston time on the date one year after the 

Effective Date (subject to the "Termination" section below). 

901.02 Term extension option 

Except to the extent (if any) otherwise provided in this Agree-

ment, [Party name] may extend the term of this Agreement (sub-

ject to the "Termination" sections below), on the same terms and 

conditions as in effect just before the then-current end of the 

term, for [up to X successive periods of Y months each] by provid-

ing written notice to [party name] no later than [Z days before the 

then-current end of the term].  

Heads-up:  "Extension" terminology:  Many provisions like this use the 

term "renewal."  I’ve long had a vague preference, though, for describ-

ing a right to a right as an “extension” option. My concern was that a 

creative trial counsel might try to argue that a “renewal” option had the 

effect of sending the parties back to Square One in respect of some rel-

evant right or obligation. ¶ It seems that my concern was not unwar-

ranted: In a January 2012 case, the Eighth Circuit affirmed a declaratory 

judgment that a particular lease-extension option was in fact an option 

to renew, and thus under Minnesota law the parties would have to ne-

gotiate the terms and conditions.  See Camelot LLC v. AMC ShowPlace 

Theatres, Inc., No. 11-1767 (8th Cir. Jan. 18, 2012) (affirming declaratory 

judgment).  ¶ The court's end result does validate my long-held cynical 

view that trial counsel will try to make just about any argument that 

remotely passes the red-face test, because it just might work.  Contract 

drafters and reviewers face a never-ending challenge in trying to antici-

pate and head off such attempts. 

http://docs.justia.com/cases/federal/appellate-courts/ca8/11-1767/111767p-2012-01-18.pdf
http://docs.justia.com/cases/federal/appellate-courts/ca8/11-1767/111767p-2012-01-18.pdf
http://en.wiktionary.org/wiki/red_face_test
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901.03 Good-standing requirement 

[Party name] may not extend the term of this Agreement if at the 

time of its notice of extension it is in in material breach of this 

Agreement. 

901.04 Evergreen term extensions 

Except to the extent (if any) otherwise provided in this Agree-

ment, the term of this Agreement will be automatically extended 

for successive one-year periods (subject to the "Termination" sec-

tions below), on the same terms and conditions as in effect im-

mediately prior to the then-current expiration date, unless either 

party gives the other notice of non-extension at least three 

months before the then-current expiration date. 

Comment:  This is an example of an “evergreen” provision.  From a 

business perspective, this provision might or might not be appropriate 

for a given agreement. 

Heads-up:  Extension terminology:  See the commentary to the "Term 

extension option" section above. 

Heads-up:  State-law restrictions:  Some states restrict automatic re-

newal of certain  contracts unless specific notice requirements are met.  

Examples of such states include California (Cal. Bus. & Prof. Code 

§ 17600-17606, consumer contracts)  Illinois (815 ILCS § 601, consumer 

contracts), North Carolina (N.C. Gen. Stat. § 75-41, consumer contracts) 

and Wisconsin (Wis. Stat. § 134.49, business equipment leases and 

business services). 

901.05 Good-standing requirement for automatic 

extension 

The term of this Agreement will not be automatically extended if, 

at the then-current expiration of the term, [party name] is in ma-

terial breach of this Agreement. 

http://law.justia.com/codes/california/2010/bpc/17600-17606.html
http://law.justia.com/codes/illinois/2010/chapter815/2363.html
http://law.onecle.com/north-carolina/75-monopolies-trusts-and-consumer-protection/75-41.html
https://docs.legis.wisconsin.gov/frame/statutes/statutes/134/49
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901.06 Expiration as termination 

Unless otherwise clear from the context, the phrase "termination 

of this Agreement" encompass both (i) termination of this Agree-

ment by a party, and (ii) expiration or nonrenewal of the term of 

this Agreement, in either case for any reason. 

902 Termination for breach 

902.01 No termination or rescission 

Neither party may terminate nor rescind this Agreement for 

breach by the other party. 

Comment:  This provision is modeled on one that was in the contract 

(but did not affect the outcome) in Mercado-Salinasl v. Bart Enter. Int'l, 

Ltd., No. 10-2359, slip op. at 7, 22 n.10 (1st Cir. Dec. 20, 2011) (affirming 

preliminary injunction). 

902.02 Termination for breach [condensed version] 

Either party may terminate this Agreement, effective immediately 

upon written notice of termination to the other party, in case of a 

material breach of this Agreement by the other party that (i) is 

capable of being cured but remains uncured for 30 days after no-

tice of breach from the non-breaching party to the breaching par-

ty, with such notice of breach setting forth in reasonable detail 

why the non-breaching party believes a breach to have occurred; 

or (ii) is incapable of being cured.  

Purpose:  A party that thinks it might find itself in breach of contract 

will want the right to at least try to cure the breach to avoid termination 

of the contract.  

If omitted:  Under applicable law, if a breach of contract is “material,” 

the non-breaching party might well be able to terminate (or rescind) the 

contract anyway, whether or not the contract expressly permits termi-

nation.  The Restatement (Second) of the Law of Contracts, which is ex-

cerpted in the Wikipedia article Breach of contract, offers suggestions 

http://www.ca1.uscourts.gov/cgi-bin/getopn.pl?OPINION=10-2359P.01A
http://www.ca1.uscourts.gov/cgi-bin/getopn.pl?OPINION=10-2359P.01A
http://en.wikipedia.org/wiki/Breach_of_contract#Material_breach
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about factors that can be “significant” in assessing whether a given 

breach is material. 

Materiality: A contract could specify that any breach, not just a material 

breach, would give the non-breaching party the right to terminate.  This 

might be acceptable to the other side for some types of contract, but in 

many cases it might be objectionable. 

Cure periods:  Consider specifying different cure periods for different 

breaches, for example:  5 business days for nonpayment; 1 business day 

for curable missed deadlines; 10 days for other curable breaches; no 

cure period for non-curable breaches. 

Heads-up:  Contract negotiators should carefully consider the various 

specific cure periods listed here. A non-breaching party’s business peo-

ple, with the benefit of 20-20 hindsight, might be furious at their nego-

tiator for agreeing to (what they now scorn as) ‘such a long cure period,’ 

or vice versa. 

Comment:  In many situations, there may be little practical benefit to 

being able to “terminate” an agreement per se, even for material 

breach.  

Notice: Some courts have held that a notice terminating an agreement 

must be “clear and unequivocal.” See, e.g., Cedar Rapids TV Co. v. MMC 

Iowa LLC, No. 07-3899, at 10 (8th Cir. Apr. 3, 2009) (affirming judgment 

that language of letter did not suffice as notice of termination; citation 

and internal quotation marks omitted). 

902.03 Multiple or repeated breaches 

For the avoidance of doubt, multiple- or repeated breaches may, 

in appropriate circumstances, collectively constitute a material 

breach even if some or all individual breaches are cured. 

Enough is enough: This provision allows a non-breaching party, tired 

of dealing with multiple breaches, to declare that they add up to a ma-

terial breach.  

Vagueness: The language here is just a bit vague; for example, what 

would be “appropriate circumstances”?   But the very vagueness of the 

http://www.ca8.uscourts.gov/opndir/09/04/073899P.pdf
http://www.ca8.uscourts.gov/opndir/09/04/073899P.pdf
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language could usefully encourage the parties to try to compromise — 

assuming of course that the parties behave rationally, which is not al-

ways a good bet. 

How many breaches?  Should just two cured breaches — which techni-

cally constitute "multiple" breaches — warrant allowing the non-

breaching party to declare a material breach?    

902.04 Suspension of performance 

 For the avoidance of doubt, in cases of material breach, a non-

breaching party that has given notice of breach may, by giving no-

tice thereof, suspend its own performance until the breach is sub-

stantially cured. 

Purpose:  Consider a hypothetical example:  Customer fails to make a 

required progress payment for services. The provider is about to have to 

invest a lot more money to continue with the work. The provider may 

well want to stop work until payments are caught up; otherwise, it will 

be at risk of losing not just what it has already spent to perform the ser-

vices, but even more. 

Unnecessary?  This provision might not be necessary in some jurisdic-

tions, because the law might permit a non-breaching party to suspend 

its performance even without an express agreement to that effect. 

Further reading:  If the contract is primarily for the sale of goods, see 

also UCC §§ 2-609 and 703(2), which address this and related issues. 

902.05 Cure status reports 

A breaching party will provide the non-breaching party with peri-

odic status reports concerning its efforts to cure the breach (if 

any) if reasonably requested by the non-breaching party. Status 

reports are to include, as applicable, reasonable information 

about the breaching party’s goals, progress, problems, action 

plans, and assumptions in its curative efforts. 

Purpose:  If a non-breaching party's business would be seriously affect-

ed by a breach, the non-breaching party likely would want the right to 

demand to know the status of cure efforts.  

http://www.law.cornell.edu/ucc/2/article2.htm#s2-609
http://www.law.cornell.edu/ucc/2/article2.htm#s2-703
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Is it even worthwhile? Realistically, a contract provision like this is not 

likely to add much value. If the breaching party were a "good corporate 

citizen," it likely would keep the non-breaching party updated on a vol-

untary basis, even without a contract obligation. On the other hand, if 

the breaching party were uncooperative, then this status-update provi-

sion might not give the non-breaching party much more in the way of 

leverage than the non-breaching party would already have by virtue of 

the original breach.   

Burden:  If a drafter thought that her client could end up as a breaching 

party, she might not want to commit the client to preparing and sending 

status reports to the other side, because that could take up valuable 

time — especially if one incident were to put the client in breach of a lot 

of contracts at once. (On the other hand, posting periodic updates by 

email  and on your Web site might be enough to do the job.) 

Benefit:  One possible benefit of this provision is that status reports on 

cure efforts might help salvage the parties’ working relationship. 

902.06 Confidentiality of cure status reports 

A non-breaching party will preserve in confidence any non-public 

information provided by the breaching party concerning its efforts 

to cure the breach.  

Heads-up:  If a breach were to involve a matter of public concern, the 

non-breaching party might want to be able to be able to brief govern-

ment officials, and/or the press, about the status of the breaching par-

ty's cure efforts. 

902.07 Public / government updates 

IF: A breach of this Agreement involves or comes to involve a mat-

ter of public concern; THEN: The breaching party, if so requested 

by the non-breaching party, will seasonably issue reasonable up-

dates, to the press or other public distribution channels and/or to 

appropriate government officials, concerning the status of the 

breaching party's efforts to cure the breach.  
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Purpose:  If a breach were to involve a matter of public concern, the 

non-breaching party might want to be able to be able to brief govern-

ment officials, and/or the press, about the status of the breaching par-

ty's cure efforts. 

902.08 No prejudice to other remedies 

 For the avoidance of doubt, termination of this Agreement for 

material breach is without prejudice to any other remedies avail-

able to the non-breaching party except to the extent expressly 

stated otherwise in this Agreement. 

Purpose:  This provision tries to preclude any effort by a breaching par-

ty's trial counsel that termination of the agreement wiped the slate 

clean. 

902.09 Mitigation 

The non-breaching party must make reasonable efforts to miti-

gate its damages arising from the breach. 

Purpose:  A party that thought it might breach a contract might well 

want this provision in the hope of reducing the damages arising from its 

breach.  On the other hand, a party that thought the other side might 

breach the contract could take the attitude, “look, it's not my job to mit-

igate the effects of your breach.” 

902.10 Delay in notice of breach 

 Any delay by the non-breaching party in giving notice of breach 

may be given due weight in determining the relief (if any) to 

which that party is entitled. 

Purpose: A service provider might want this clause to give it “cover” if 

the customer waits around before giving a notice of breach.  On the 

other hand, this provision might strike some as creating undesirable un-

certainty. 
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902.11 Waiver of breach 

Breaches are waived if notice of breach is not given within 30 days 

after the non-breaching party knows or, in the exercise of reason-

able diligence, should have known of the breach. 

Comment:  If a drafter thought the other party was likely to breach the 

contract, she probably would not want to agree to impose time limits 

on her client's right to "call out" the breaching party. 

903 Other rights to terminate 

903.01 Termination at discretion 

Either party may terminate this Agreement in its discretion, effec-

tive 90 days after written notice of such termination to the other 

party. 

Purpose:  A discretionary termination provision might make sense if the 

main purpose of the contract is to provide a framework for discrete 

transactions. For example, a customer that has a master purchase 

agreement with a vendor might want the right to terminate the master 

agreement at any time.    

Discretion definition:  The definition of discretion should probably be 

included in the agreement to try to negate any good-faith test that 

might be imposed by law.  See generally Matthew Hicks, Termination for 

Convenience: It’s All About ‘Good Faith,' at http://goo.gl/ozuks 

(Sept. 2010; accessed Oct. 4, 2010). 

Heads-up: A party that expected to make significant investments in sup-

port of the contract likely would object to giving the other party the 

right to pull the plug at will, at least not before the first party had had 

enough time to recoup its investments.  The same would be true for a 

party that expected to depend significantly on the other party’s perfor-

mance. 

http://www.sdma.com/termination-for-convenience-its-all-about-good-faith-09-14-2010/
http://www.sdma.com/termination-for-convenience-its-all-about-good-faith-09-14-2010/
http://goo.gl/ozuks
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903.02 Earliest date for termination at discretion 

 Neither party may terminate this Agreement at discretion before 

[DATE]; a purported termination before then will be of no effect. 

Purpose:  This provision gives the non-terminating party some assurance 

that the rug will not be pulled out from under it for at least the stated 

period of time. 

903.03 Fee for discretionary termination 

 To terminate this Agreement at discretion before X date, the 

terminating party must pay the other party a termination fee 

computed as follows:  [DESCRIBE].  

Purpose:  This provision establishes what amounts to a buy-out or 

break-up fee. The amount could be based on what it likely would take to 

compensate the non-terminating party for its expenses of negotiating 

and setting up the relationship, its anticipated lost profits, etc.  

903.04 Termination for insolvency, etc. 

Subject to any restrictions imposed by law, either party may ter-

minate this Agreement, effective immediately upon notice of 

termination, if the other party does or undergoes any of the fol-

lowing:  (1) ceases to do business in the normal course;  

(2) becomes insolvent;  (3) admits in writing its inability to meet 

its debts or other obligations as they become due; (4) makes a 

general assignment for the benefit of creditors; (5) has a receiver, 

administrative receiver, administrator, liquidator, trustee in bank-

ruptcy, or similar functionary in the relevant jurisdiction, appoint-

ed for its business or assets; (6) files a voluntary petition for pro-

tection under the bankruptcy laws or similar laws of the relevant 

jurisdiction, or to effect a plan or other arrangement with credi-

tors; or (7) becomes the subject of an involuntary petition under 

the bankruptcy laws, or a similar petition under the laws of the 

relevant jurisdiction, and the same is not vacated, released, dis-

missed, stayed, reversed or otherwise overturned, or bonded off 

within 90 days thereafter. 
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Heads-up:  In the U.S., many such clauses will be unenforceable under 

11 U.S.C. § 541(c) and § 365(e)(1) if the nonterminating party files a pe-

tition in bankruptcy; an attempt to terminate in such an event could 

have adverse consequences for the terminating party.  See generally 

Robert L. Eisenbach III, Are “Termination On Bankruptcy” Contract 

Clauses Enforceable?, at http://goo.gl/wGSVJ (Sept. 16, 2007; accessed 

Mar. 30, 2009). 

903.05 Termination for violation of law 

If either party commits any act or omission pertinent to its re-

sponsibilities under this Agreement and in material violation of 

any applicable law, then the other party will have the option, in its 

discretion, to terminate this Agreement effective immediately up-

on written notice to the first party.   

Purpose:  This allows a non-breaching party to put some distance be-

tween itself and a counter-party that broke the law.  The non-breaching 

party might want to be able to do so for "optics" purposes, e.g., to send 

a message to government prosecutors (and/or the press) that the non-

breaching party was not involved in the breaching party's illegal activi-

ties.  

903.06 Termination after executive-management 

changes 

 (a) IF: Within any rolling period of one year, Provider undergoes a 

change of personnel in at least two of the following positions:  

[LIST]; THEN: Client may terminate this Agreement, effective im-

mediately upon written notice of termination to Provider. ¶ 

(b) Client must give such notice no later than 60 days after the last 

personnel change Client relied on in invoking its right to termi-

nate.  

Purpose:  This provision might be used in a contract with a small com-

pany or startup company whose ability to survive might be called into 

question if too many senior executives were to leave. 

http://bankruptcy.cooley.com/2007/09/articles/business-bankruptcy-issues/are-termination-on-bankruptcy-contract-clauses-enforceable/
http://bankruptcy.cooley.com/2007/09/articles/business-bankruptcy-issues/are-termination-on-bankruptcy-contract-clauses-enforceable/
http://goo.gl/wGSVJ
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903.07 Termination for business-reputation risk 

Either party may terminate this Agreement, effective five business 

days after notice of termination to the other party, if in the opin-

ion of the terminating party, one or more actions and/or omis-

sions by the other party creates a substantial risk to the terminat-

ing party's business reputation.   

Purpose:  Termination for “bad behavior” may be a controversial point, 

but some customers want the ability to throw an errant supplier under 

the bus to avoid being tainted by the resulting bad publicity. 

903.08 Examples of business reputation risk 

Actions and/or omissions creating a substantial risk to business 

reputation may include, for example those intended or reasonably 

likely to:  (a) defame, embarrass, harm, abuse, threaten, slander 

or harass others; • (b) be prohibited by law; • (c) encourage un-

lawful behavior by others, such as hate crimes, terrorism and child 

pornography; • (d) be tortious, vulgar, obscene, invasive of the 

privacy of a third party, racially, ethnically, or otherwise objec-

tionable; • (e) impersonate a third party; and/or • (f)  harm or un-

ethically use minors. 

Comment:  This list of examples is adapted from language used in a 

number of on-line terms of service collected by Zachary West in his blog 

posting, "Morality clauses in domain registration," at 

http://goo.gl/eKWBD (accessed Dec. 24, 2011). 

903.09 Termination upon change of control 

If Reseller undergoes a change of control, Provider may terminate 

this Agreement effective immediately by giving notice of termina-

tion. For the purposes of this provision, “control” refers to the 

ability to direct the affairs of another whether by virtue of the 

ownership of shares, contract or otherwise. 

Heads-up:  This could be a sleeping-dog clause, because the other side 

could ask for it to be reciprocal. 

http://zacwe.st/post/14704028321/morality-clauses-in-domain-registration
http://goo.gl/eKWBD
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Precedent:  Howard Hughes Corporation Transition Services Agreement 

§ 10.13(b). 

903.10 Deadline for non-breach terminations 

Any right to terminate this Agreement other than for breach must 

be exercised, otherwise it will be deemed waived, within 30 days 

after the party having the right to terminate becomes aware of 

the event(s) giving rise to that right. 

903.11 Termination of specific transactions instead 

(a) A party that has the right to terminate this Agreement upon 

the occurrence of an event other than breach or for convenience, 

as set forth above, may instead, at its option, terminate one or 

more specific pending transactions entered into pursuant to this 

Agreement. ¶ (b) All provisions of this Agreement concerning 

termination of this Agreement will apply to termination of such 

transactions (any necessary changes being made). 

903.12 Cross-default termination 

Any party entitled to terminate one transaction for material 

breach by the other party may in its discretion terminate any and 

all other transactions between the parties. 

Heads-up:  Parties agreeing to this clause should consider the possible 

business ramifications of cross-default termination rights. ¶ In the lim-

ited case of installment contracts, UCC § 2-612(3) addresses what 

amounts to cross-defaults. 

903.13 Alternative grounds for termination 

 IF: A party terminates this Agreement or a transaction under it 

for a stated reason; BUT: The stated reason later is found not to 

be applicable; THEN: The termination will be deemed to have 

been made for any other reason that could have been stated by 

the terminating party. 

http://www.faqs.org/sec-filings/101112/Howard-Hughes-Corp_8-K/a10-21087_1ex10d1.htm
http://www.law.cornell.edu/ucc/2/article2.htm#s2-612
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904 Effect of termination or expiration 

904.01 Surviving provisions (specifically-enumerated) 

 For the avoidance of doubt, the rights and obligations set forth in 

this Agreement (if any) concerning the following subjects will sur-

vive any termination of this Agreement (including for this purpose 

any expiration of this Agreement): Confidentiality. Indemnifica-

tion. Insurance requirements. Intellectual-property ownership. 

Limitations of liability.  Remedy limitations. Warranty rights. War-

ranty  disclaimers.. Governing law / choice of law. Forum selection 

/ choice of forum. Arbitration. Early neutral evaluation. Attorneys’ 

fees. Expense-shifting after settlement-offer rejection. 

Purpose:  This provision tries to preclude trial counsel for one party or 

another from trying to argue that a particular contractual right or obli-

gation ended when the contract did.  Survival provisions of this kind are 

not uncommon in contracts of any length. 

Heads-up:  Drafters should be careful about what rights and obligations 

would survive termination – see “Night of the Living Dead Contracts,” by 

Jeff Gordon, at http://goo.gl/n2YSO (accessed Dec. 3, 2010).  

904.02 Surviving provisions (categorical) 

Any right or obligation which by its nature extends beyond termi-

nation of this Agreement will survive such termination. 

Comment:  See the commentary to the " Surviving provisions (specifical-

ly-enumerated)" section, above. 

904.03 Continuation of customer support 

Reseller may continue to fulfill any pre-existing technical support 

obligations to its customers after termination of this Agreement. 

For the avoidance of doubt, this right to continue support does 

not extend to (i) support that Reseller would not have been au-

thorized by this Agreement to provide before termination, nor 

(ii) support obligations that Reseller did not contractually commit 

to before termination. 

http://www.licensinghandbook.com/2008/08/05/night-of-the-living-dead-contracts/
http://goo.gl/n2YSO
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Comment:  Arguably this is just good end-customer relations, and good 

brand protection for Provider. 

904.04 Survival of customer-support obligations 

 Termination of this Agreement will not in itself terminate either 

party's customer-support obligations under this Agreement in re-

spect of Reseller's then-current customers that, at the time of 

termination, are entitled to support.   

904.05 No renewal of support obligations 

For the avoidance of doubt, upon any termination of this Agree-

ment, Reseller will no longer be entitled to renew or extend any 

maintenance subscription or other entitlement to support on the 

part of any of its customers. 

904.06 No claim for loss of distribution rights, etc. 

For the avoidance of doubt, upon any termination of this Agree-

ment, Reseller will not have any claim against Provider for com-

pensation for loss of distribution rights; loss of goodwill; or any 

similar loss. Reseller specifically agrees not to bring any such 

claim, in any forum or before any tribunal, against Provider; its af-

filiates (if any); or any officer, director, shareholder, member, 

manager, general- or limited partner, or employee of any of them.  

904.07 No termination of Licenses already sold 

For avoidance of the doubt, no termination of this Agreement will 

in itself terminate any License already sold to a Reseller customer.  

905 Post-termination obligations (in general) 

905.01 Applicability 

The relevant parties will comply with the obligations in this "Post-

termination obligations" section promptly after any termination 

or expiration of this Agreement or any Statement of Work. 
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905.02 Unbilled amounts 

 Provider will invoice Client, and Client will timely pay, any then-

unbilled amounts payable under this Agreement.  
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Article 10 Dispute management 

1001 Arbitration 

1001.01 Arbitration provision [condensed] 

 To the extent not specifically prohibited by applicable law, any 

dispute arising out of or relating to this Agreement or any transac-

tion or relationship resulting from it that is not settled by the par-

ties themselves will be resolved by binding arbitration in accord-

ance with (i) the U.S. Federal Arbitration Act (the arbitral law); 

(ii) the law governing this Agreement, to the extent not incon-

sistent with the arbitral law; and (iii) the Commercial Arbitration 

Rules of the American Arbitration Association (AAA) (the arbitra-

tion rules) in effect at the time of the demand for arbitration, to 

the extent not inconsistent with this Agreement and items (i) and 

(ii) of this section. 

Purpose:  Arbitration is a creature of contract; absent an agreement by 

the parties to arbitrate a dispute, the dispute must be decided in court. 

See United Steel Workers of Am. v. American Mfg. Co., 363 U.S. 564, 

569·70 (1960) (Brennan, J., concurring) (courts must always determine 

whether party opposing arbitration has in fact agreed to arbitrate the 

particular dispute). 

To the extent not specifically prohibited by law:  Drafters of arbitra-

tion agreements in the financial-services arena should check the Dodd-

Frank Act’s restrictions on arbitration, as summarized by summarized by 

Karl Bayer (accessed Sept. 28, 2010).  Ditto for government contractors 

and subcontractors, which should check the Franken Amendment’s re-

strictions on arbitration clauses in employment agreements, summa-

rized in this Nixon Peabody posting (accessed Sept. 28, 2010). 

Alternatives:  "Arising out of " is something of a classic formulation for 

arbitration provisions.  "Relating to" broadens the scope of the arbitra-

tion requirement; it might not be acceptable for all contracts, but it's 

not uncommon in arbitration provisions where the parties have an on-

going relationship. 

http://supreme.justia.com/us/363/564/case.html
http://www.karlbayer.com/blog/?p=10155
http://www.karlbayer.com/blog/?p=10155
http://www.nixonpeabody.com/publications_detail3.asp?ID=3334
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Any transaction- or relationship: This variation is adapted from an arbi-

tration clause upheld by the Fifth and Eleventh Circuits in two cases in-

volving a mortgage-loan servicing company that was sued by a home-

owner. In those cases, the loan agreement contained an arbitration 

clause. The mortgage service company had not signed the loan agree-

ment, but moved to compel arbitration anyway. Both the Fifth and 

Eleventh Circuits agreed that the homeowner was bound by the arbitra-

tion clause because it applied to “[a]ll disputes, claims, or controversies 

arising from or relating to this Agreement or the relationships which re-

sult from this Agreement ….” Sherer v. Green Tree Servicing LLC, No. 07-

60567 (5th Cir. Nov. 10, 2008) (reversing denial of motion to compel ar-

bitration), citing Blinco v. Green Tree Servicing LLC, 400 F.3d 1308, 1310 

(11th Cir. 2005) (same). 

Narrower arbitration possibilities?  If the parties don’t want to agree 

to arbitrate all disputes between them, they could consider limiting the 

arbitration requirement to specific issues.  One example of a limited 

provision is set forth below, requiring arbitration of reasonableness is-

sues.   

Do companies actually use arbitration clauses?  The authors of a 

2007 study said that: “… less than ten percent of their negotiated non-

consumer, non-employment contracts included arbitration clauses. The 

absence of arbitration provisions in the great majority of negotiated 

business contracts suggests that companies value, even prefer, litigation 

as the means for resolving disputes with peers.”  Theodore Eisenberg, 

Geoffrey P. Miller, & Emily L. Sherwin, Arbitration’s Summer Soldiers: An 

Empirical Study of Arbitration Clauses in Consumer and Nonconsumer 

Contracts, Cornell Law School Legal Studies Research Paper No. 08-017, 

at 6, Dec. 18, 2007, discussed in Jonathan D. Glater, Companies Unlikely 

to Use Arbitration With Each Other, New York Times, Oct. 6, 2008, each 

accessed Oct. 6, 2008. 

Comment:  Arbitration used to be regarded as faster and less expensive 

than litigation. In recent years, however, what some have called the in-

creasing “litigationization” of some arbitration proceedings has made 

that a questionable proposition.  See generally Anthony C. Valiulis and 

http://www.ca5.uscourts.gov/opinions%5Cpub%5C07/07-60567-CV0.wpd.pdf
http://scholar.google.com/scholar_case?case=18123556052272254014&hl=en&as_sdt=2&as_vis=1&oi=scholarr
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=1076968
http://www.nytimes.com/2008/10/06/business/06arbitrate.html?partner=permalink&exprod=permalink
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Cassandra M. Crane, Winning the Battle to Arbitrate: Was the Victory 

Real or Pyrrhic? (accessed Sept. 23, 2009).  

Arbitral law: The choice of arbitral law can make a difference in, for ex-

ample, the standard of review on appeal; for example, New York’s arbi-

tration law allows an arguably-broader scope of appellate review than 

the Federal Arbitration Act. See County of Nassau v. Chase, No. 09-3643-

cv (2d Cir. Oct. 4, 2010) (comparing New York and federal arbitration 

statutes in affirming district court’s granting of motion to confirm arbi-

tration award) (non-precedential summary order). 

Preemption of state-law requirements:  The Federal Arbitration Act 

(available online at http://goo.gl/vF6BD) can usefully preempt some 

state-law restrictions on arbitration.  The arbitration agreement must 

meet the Act's prerequisites, but those mainly require that the contract 

evidence a transaction "involving commerce."  If such an agreement is 

in fact subject to the Act, then state-law requirements or restrictions, 

such as provisions requiring conspicuous notice, may well be preempted 

by the Act. See, e.g.,  Preston v. Ferrer,  552 U.S. 346  (2008) (reversing 

judgment of California court of appeal that affirmed injunction against 

proceeding with arbitration; when parties agree to arbitrate all ques-

tions under a contract, FAA preempts state laws placing primary juris-

diction in another forum, whether a court or an administrative agency); 

Doctor’s Associates, Inc. v. Casarotto, 517 U.S. 681 (1996) (reversing, on 

preemption grounds, Montana Supreme Court ruling that arbitration 

clause was unenforceable for failing to comply with a Montana statute 

requiring specific notice of arbitration provision).  See generally Christo-

pher R. Drahozal, Federal Arbitration Act Preemption, 79 IND. L.J. 393 

(2004). 

Arbitration rules:  The AAA Commercial Arbitration Rules can be found 

at http://goo.gl/qq5SF.  Those rules seem to be a typical “default” 

standard in the U.S. (The AAA also has expedited rules that can be used 

if desired.)  ¶ Some believe that the ICC arbitration rules of the Interna-

tional Chamber of Commerce are among the most popular world-wide. 

¶ Still others view the UNCITRAL rules as holding that position. (This ar-

ticle compares the latter two.)   ¶ Then there are the rules and the ex-

pedited rules of the World Intellectual Property Organization (WIPO).  

¶ The JAMS Streamlined Arbitration Rules have been praised by some 

http://www.muchshelist.com/arbitration-may-have-drawbacks-alert.htm
http://www.muchshelist.com/arbitration-may-have-drawbacks-alert.htm
http://www.ca2.uscourts.gov/decisions/isysquery/ab1178bc-bd21-46c7-8188-adf226ceac52/8/doc/09-3643_so.pdf
http://www.law.cornell.edu/uscode/9/
http://goo.gl/vF6BD
http://www.supremecourt.gov/opinions/07pdf/06-1463.pdf
http://www.law.cornell.edu/supct/html/95-559.ZO.html
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=1882605
http://goo.gl/qq5SF
http://www.iccwbo.org/court/arbitration/id4199/index.html
http://www.uncitral.org/pdf/english/texts/arbitration/arb-rules/arb-rules.pdf
http://www.alway-associates.co.uk/legal-update/article.asp?id=72
http://www.alway-associates.co.uk/legal-update/article.asp?id=72
http://www.wipo.int/amc/en/arbitration/rules/
http://www.wipo.int/amc/en/arbitration/expedited-rules/
http://www.wipo.int/amc/en/arbitration/expedited-rules/
http://www.jamsadr.com/rules-streamlined-arbitration/
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arbitrators as effective.  ¶ The CPR Rules are favored by some. ¶ See 

generally the arbitration-clause checklist by my late law partner, friend, 

and mentor, the legendary Tom Arnold. 

1001.02 Arbitrability of disputes about arbitrability 

For the avoidance of doubt, the parties intend that disputes about 

arbitrability, or about the enforceability of the parties' agreement 

to arbitrate, or about an alleged waiver of arbitration, be arbitra-

ble themselves. 

Purpose:  In 2010, the U.S. Supreme Court held that (in the words of the 

Reporter's Syllabus):  "Under the [Federal Arbitration Act], where an 

agreement to arbitrate includes an agreement that the arbitrator will 

determine the enforceability of the [arbitration] agreement, if a party 

challenges specifically the enforceability of that particular agreement, 

the district court considers the challenge, but if a party challenges the 

enforceability of the [arbitration] agreement as a whole, then the chal-

lenge is for the arbitrator." Rent-a-Center, West, Inc. v. Jackson, No. 09-

497 (U.S. June 21, 2010) (reversing 9th Circuit holding that court must 

determine enforceability of arbitration agreement). 

1001.03 Arbitrability of disputes about arbitration waiver  

For the avoidance of doubt, the parties intend that disputes about 

whether a party has waived its right to arbitration be arbitrable 

themselves. 

Purpose:  In 2011, the Eleventh Circuit joined the First, Third, and Sixth 

Circuits in ruling that "it is presumptively for the courts to adjudicate 

disputes about whether a party, by earlier litigating in court, has waived 

the right to arbitrate.  This presumption leaves the waiver issue to the 

decisionmaker with greater expertise in recognizing and controlling 

abusive forum-shopping."  Grigsby & Associates Inc. v. M Securities In-

vestment, No. 09-11817, slip op. at 8 (11th Cir. Dec. 20, 2011) (vacating 

and remanding district court's denial of motion to enjoin arbitration and 

its order confirming arbitration award).  

http://www.cpradr.org/ClausesRules/tabid/40/Default.aspx
http://goo.gl/sVxgk
http://www.chron.com/business/article/Tom-Arnold-intellectual-property-law-pioneer-1747187.php
http://www.supremecourt.gov/opinions/09pdf/09-497.pdf
http://www.ca11.uscourts.gov/opinions/ops/200911817.pdf
http://www.ca11.uscourts.gov/opinions/ops/200911817.pdf
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1001.04 Arbitrability of disputes about reasonableness 

Any dispute whether an express reasonableness standard in this 

Agreement has been met is arbitrable.  HYPOTHETICAL EXAMPLE:  

If this Agreement specifies that a certain action must be taken 

with a reasonable time, and the action was taken, then any dis-

pute whether it was taken within a reasonable time is arbitrable. 

Comment:  I don't believe I've ever seen a provision like this in an actual 

contract, but it makes a lot of sense to me — a quick, streamlined deci-

sion about, say, "reasonable efforts" might obviate the need for other 

judicial- or arbitration proceedings.  

1001.05 Arbitrability of all disputes between the parties 

All disputes of any nature that may arise between the parties be-

fore termination of this Agreement are arbitrable.   

Comment:  This clause is likely to be contentious, but a somewhat-

similar clause was enforced by the Eighth Circuit in Industrial Wire 

Products, Inc., v. Costco Wholesale Corporation, No. 08-3189, slip op. 

at 2 (8th Cir. Aug. 6, 2009) (reversing denial of motion to compel arbi-

tration). In that case, a vendor sued its customer Costco for patent in-

fringement because Costco also sold competing products obtained from 

a different vendor. (Editorial comment:  Now there’s a brilliant business 

move, suing one of your customers — although the lawsuit was probably 

a strategic move designed to force the competing vendor to step in and 

defend the customer in a venue where it might not have otherwise been 

amenable to suit.) ¶ Costco’s vendor agreement, however, included an 

arbitration provision that said, among other things, that “this agree-

ment to arbitrate covers, without limitation, any claims with respect to 

matters relating to the distribution rights of any of the parties arising 

under this Import Agreement or any applicable law.” ¶ The district court 

denied Costco’s motion to compel arbitration, but the appellate court 

reversed, holding that the quoted language — interpreted liberally, as 

required by the applicable state law — encompassed the vendor’s 

claims against Costco. See id., slip op. at 8-9. 

http://scholar.google.com/scholar_case?case=6054143903894162621&hl=en&as_sdt=2&as_vis=1&oi=scholarr
http://scholar.google.com/scholar_case?case=6054143903894162621&hl=en&as_sdt=2&as_vis=1&oi=scholarr
http://www.ca8.uscourts.gov/opns/opFrame.html
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1001.06 Agreed request for stay of litigation 

IF: A potentially-dispositive issue in a dispute between the parties 

is required to be arbitrated under this Agreement, but the broad-

er dispute itself is not required to be arbitrated; THEN: Except for 

good cause clearly shown, the parties will jointly seek to stay any 

other proceedings that may be pending, or later initiated, con-

cerning the dispute until a final disposition of that issue through 

arbitration.   

Purpose: This provision might come into play if, say, (i) Customer's 

breach-of-contract lawsuit in court turned on its assertion that Provider 

did not make reasonable efforts to do X, but (ii) the contract stated that 

all issues of reasonableness were to be arbitrated.  Even without an 

agreement to stay litigation, a trial judge might well be receptive if a 

party made a request for such a stay and showed how it would have the 

potential to get rid of a case entirely. 

Good cause clearly shown:  This phrase is intentionally vague. 

1001.07 Arbitral tribunal 

The arbitral tribunal will consist of a single arbitrator, appointed 

in accordance with the arbitration rules.  

Comment:  Most arbitration “providers” (e.g., the AAA) maintain lists of 

arbitrators who putatively have experience in particular areas such as 

technology, employment disputes, etc.   

One arbitrator, or three?  Folk wisdom among litigators is that the cost 

of three arbitrators is likely to be rather more than three times the cost 

of a single one.  Three arbitrators will need extra time for conference 

calls, exchanging and commenting on drafts, etc. A multiple-arbitrator 

panel is also likely to need more calendar time than a single arbitrator 

to get things done.   

Multiple arbitrator appointments:  In cases where three arbitrators are 

to be appointed, a typical approach is for each party to appoint a “party 

arbitrator” — in essence, an advocate for the appointing party's posi-

tion, which many believe simply duplicates the role of the party's coun-
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sel — and then for the party arbitrators to jointly appoint a “neutral” 

arbitrator. 

Advantages of multiple arbitrators: At least in theory, three arbitra-

tors — one appointed by each party to serve more or less as an advo-

cate, with the third usually being appointed by the other two — are 

more likely to consider everything that needs to be considered and not 

overlook significant issues or evidence.  Whether or not this would justi-

fy the extra cost and time required would be another question. 

If the arbitration-selection procedure fails:   Section 5 of the Federal Ar-

bitration Act and section 3 of the Uniform Arbitration Act provide for a 

court to appoint an arbitrator if the parties cannot agree or if the 

agreed procedure fails.  (See also the commentary to the "Arbitration 

administrator" section below.) 

1001.08 Arbitrator qualifications 

 Any arbitrator must be a member of the bar of any jurisdiction 

who has experience in the general field of the dispute.  

Comment:  For complex or highly-technical subject matter, the parties 

might wish to be more specific about the required qualifications, for ex-

ample, “at least ten years of practicing law, with substantial experience 

in [a specified industry], and preferably with substantial first-hand expe-

rience in litigation.”  

1001.09 Arbitrator disqualification limitation 

For the avoidance of doubt, a prospective arbitrator may not be 

disqualified from service based solely on the fact: (a) that he or 

she participates in (1) a professional association; (2) a professional 

activity, including for example on-line message systems such as, 

for example, listserv systems, blogs, and Twitter; or (3) social me-

dia such as, for example, LinkedIn or Facebook; or (b) that he or 

she is associated with another person, for example as a "connec-

tion" or "friend," on one or more social media. 

Comment:  An increasingly-popular avenue of appeal from an arbitra-

tion award is to challenge the impartiality of the arbitrator.  See, e.g., 

Positive Software Solutions, Inc. v. New Century Mortg. Corp., 476 F.3d 

http://www.law.cornell.edu/uscode/9/usc_sec_09_00000005----000-.html
http://www.adr.org/sp.asp?id=29567
http://caselaw.findlaw.com/us-5th-circuit/1400052.html
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278 (5th Cir.2007) (en banc) (reversing lower-court decision after panel 

affirmance; Federal Arbitration Act  does not mandate the extreme 

remedy of vacating an arbitration award solely on grounds of nondisclo-

sure of a trivial past association between the arbitrator and the winning 

party's counsel).  (The arbitrator in question was a former law partner of 

mind.)  This is a popular avenue of appeal in large part because under 

the Federal Arbitration Act, few other avenues exist that are likely to be 

fruitful. ¶ This provision is based on language suggested by Paul Lurie.  It 

tries to forestall challenges to an arbitrator based solely on the  fact that  

1001.10 Place of arbitration 

The place of the arbitration will be as agreed by the parties. If the 

parties are unable to agree on a place of the arbitration, the place 

will be determined by the body promulgating the arbitration 

rules.  

Consequences:  The choice of the place of arbitration (sometimes called 

the “seat” of the arbitration) can be significant, because it could have 

significant implications for the governing law and the enforceability of 

any eventual award — especially if the place of arbitration is not a sig-

natory to the New York Convention. 

If no place agreed:  Arbitration rules typically include provisions for de-

termining the place of arbitration if the parties are unable to agree oth-

erwise.  See, e.g., AAA Rule R10 (a party’s proposed place will be used if 

other party does not object, otherwise AAA will conclusively determine 

the place); ICC Rules Article 14 (ICC will determine place unless parties 

agree otherwise); UNCITRAL Rules Article 16 (ditto).  

Further reading:  For a review of some pros and cons of choosing Lon-

don as the seat of international arbitration, as opposed to New York, 

Singapore, or Bermuda, see this 2008 interview with two lawyers in 

Weil Gotshal’s London office, in The Metropolitan Corporate Counsel 

(accessed Oct. 13, 2008). 

1001.11 Arbitration administrator 

The arbitration will be administered by the American Arbitration 

Association unless otherwise agreed.  

http://www.schiffhardin.com/attorneys/attorney-search/lurie-paul-m
http://en.wikipedia.org/wiki/Convention_on_the_Recognition_and_Enforcement_of_Foreign_Arbitral_Awards
http://www.adr.org/sp.asp?id=22440#R10
http://www.iccwbo.org/uploadedFiles/Court/Arbitration/other/rules_arb_english.pdf#page=10
http://www.uncitral.org/pdf/english/texts/arbitration/arb-rules/arb-rules.pdf
http://www.weil.com/files/Publication/2e4ee798-d755-4bf2-bd37-024cf2237bd6/Presentation/PublicationAttachment/25d8542e-9081-4eb6-b172-0ac713191f85/Metropolitan%20Corporate%20Counsel%20-%20Jamie%20and%20Matt.pdf
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Administration choice by implication:  Rule R-2 of the AAA Commercial 

Arbitration Rules provides that the AAA will administer the arbitration, 

for a fee of course; ditto (by implication) Article 4 and Appendix III of 

the ICC Rules, along with various other rules. NOTE: A New York appel-

late court ruled in 2010 that mere reference to a set of arbitration rules 

does not equal an agreement by the parties that the sponsor of the 

rules will administer the arbitration; it characterized the reference to 

the rules  as a choice of law and not a choice of forum. See Nachmani v 

By Design, LLC, 2010 NY Slip Op 04847 [74 AD3d 478] (June 8, 2010) (af-

firming order compelling arbitration not administered by AAA and stay-

ing arbitration that was to be administered by AAA). 

Other administrators: Other possible administrators for an arbitration 

include, for example, • JAMS (formerly Judicial Arbitration and Media-

tion Services, Inc.); • the International Court of Arbitration of the Inter-

national Chamber of Commerce (ICC); • the London Court of Interna-

tional Arbitration; the Chinese European Arbitration Centre; • the Hong 

Kong International Arbitration Centre; • the World Intellectual Property 

Organization (WIPO) Arbitration and Mediation Center; and • various 

industry-specific organizations such as the Financial Institution Regula-

tory Authority (FINRA).  

Split the baby? There is no reason parties could not specify one set of 

rules to govern an arbitration, for example the ICC or UNCITRAL rules, 

but also specify that, say the American Arbitration Association would 

administer the arbitration. ¶ On the other hand, if the agreement does 

not expressly so state, a court might balk at enforcing such a split ar-

rangement.  A California appeals court ruled in 2000 that an arbitration 

agreement adopting the AAA rules must be conducted before the AAA 

and not before another body that agreed to follow the AAA rules. See 

Maggio v. Windward Capital Management Co., 80 Cal. App. 4th 1210 

(2000) (reversing district-court order directing arbitration before other 

body, and ordering entry of a new order directing arbitration before 

AAA). 

If the designated administrator won't (or can't) administer:  In 2012, the 

Third Circuit decided a case in which a dissatisfied computer buyer had 

sued Dell Inc. in a putative class action.  Dell moved to compel arbitra-

tion, per the purchase agreement. ¶ The arbitration provision, however, 

http://www.adr.org/sp.asp?id=22440#R1
http://www.iccwbo.org/uploadedFiles/Court/Arbitration/other/rules_arb_english.pdf#page=5
http://www.iccwbo.org/uploadedFiles/Court/Arbitration/other/rules_arb_english.pdf#page=22
http://www.nycourts.gov/reporter/3dseries/2010/2010_04847.htm
http://www.nycourts.gov/reporter/3dseries/2010/2010_04847.htm
http://www.jamsadr.com/
http://www.iccwbo.org/court/arbitration/
http://www.lcia.org/
http://www.lcia.org/
http://www.ceac-arbitration.com/
http://www.hkiac.org/show_content.php?sec=1
http://www.hkiac.org/show_content.php?sec=1
http://www.wipo.int/amc/en/arbitration/rules/
http://www.finra.org/ArbitrationMediation/
http://www.finra.org/ArbitrationMediation/
http://caselaw.findlaw.com/ca-court-of-appeal/1402893.html
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stated that the arbitration administrator would be the National Arbitra-

tion Forum — which, by the time of the lawsuit, had agreed to a con-

sent judgment barring it from conducting consumer arbitrations.  ¶ Dell 

asked the court to appoint a substitute arbitrator pursuant to section 5 

of the Federal Arbitration Act. ¶ The district court held that the designa-

tion of the NAF as administrator was integral to the arbitration agree-

ment, therefore the arbitration agreement was unenforceable.  ¶ On 

appeal, the majority of a three-judge panel reviewed conflicting lines of 

cases, then reversed and remanded, holding that the district court 

should have appointed a substitute arbitrator.  Khan v. Dell Inc., No. 

10-3655 (3d Cir. Jan. 20, 2012). 

Self-administration?  In theory, self-administered (“ad-hoc”) arbitration 

under one or another set of standard rules might be less expensive than 

an administered arbitration. In practice, however, the savings might 

well be offset by the arbitrators’ billings for administrative work that 

would normally be handled by the institutional administrator. Moreo-

ver, if a procedural dispute were to arise, having a neutral administrator 

available to resolve the dispute is often well worth what is usually a 

modest administration fee. (Disclosure: My view on this issue is in-

formed by that of my wife, a labor- and employment arbitrator.)  If the 

parties did decide to go with ad-hoc arbitration, they could elect to use 

the CPR Rules for Non-Administered Arbitration. 

1001.12 Preliminary equitable relief 

Any party may seek temporary, interim, or preliminary injunctive 

relief, from the arbitral tribunal or any other tribunal of compe-

tent jurisdiction, without waiver of its right to arbitration.   

Purpose: Suppose one party owned intellectual property rights (pa-

tents, trade secrets, trademarks, copyrights), and was concerned that 

the other party might “go rogue” and infringe those rights.  That party 

might want the ability to go to court to seek an immediate temporary 

restraining order or other such relief. Such relief might be available 

more quickly in court than from an arbitral tribunal.    

Unequal treatment:  Parties opposing arbitration have sometimes at-

tacked arbitration provisions allowing only one party to pursue judicial 

http://www.ca3.uscourts.gov/opinarch/103655p.pdf
http://cpradr.org/ClausesRules/2007CPRRulesforNonAdministeredArbitration/tabid/125/Default.aspx


 DCT INCOMPLETE WORKING DRAFT 2012-02-15 

remedies (e.g., to protect confidential information or other intellectual 

property rights).  Generally, such parties claim that this amounts to un-

equal access to the courts, and that the arbitration provision is there-

fore procedurally unconscionable. See, e.g., Zimmer v. CooperNeff Advi-

sors, Inc., 523 F.3d 224 (3d Cir. 2008) (vacating and remanding denial of 

motion to compel arbitration).  On the other hand, a court might well 

deem that a request for immediate temporary relief did not amount to 

a waiver of arbitration, especially if a demand for arbitration were made 

simultaneously with filing suit.  See, e.g., Simms v. NPCK Enterprises, 

Inc., No. C039756 (Cal. App. May 28, 2003) (reversing trial-court order 

finding that plaintiffs had waived arbitration by seeking a preliminary in-

junction after making demand for arbitration). See generally James 

Hosking & Yasmine Lahiou, Courts Reaffirm Availability of Provisional 

Measures in Aid of Arbitration (Feb. 7, 2008; accessed Oct. 9, 2010) (cit-

ing cases).   

Comment: In assessing claims of waiver, courts seem to pay attention 

to factors such as: ● which party filed suit; ● how much time elapsed af-

ter litigation began before arbitration was demanded; ● whether the 

party seeking arbitration had first attempted to use litigation discovery 

processes to “get a leg up”; ● whether the party now seeking arbitration 

is doing so for forum-shopping or other “strategic” purposes, for exam-

ple in response to an adverse court ruling; and ● whether the other par-

ty was prejudiced by the delay in seeking arbitration. Compare, e.g., 

Nicholas v. KBR Inc., No. 08-20140 (5th Cir. Apr. 15, 2009) (affirming de-

nial of plaintiff's motion to compel arbitration after having litigated in 

court for ten months) with Zimmer v. CooperNeff Advisors, Inc., No. 04-

03816 (E.D. Pa. Sept. 26, 2008) (on remand, concluding that former em-

ployer had not waived arbitration, and granting motion to compel the 

same). 

Alternative: As a possible alternative to going to court,  Rule R-34 of 

the AAA Commercial Arbitration Rules allows the arbitral tribunal to 

grant interim injunctive relief; ditto Article 23 of the ICC Rules, Article 26 

of the UNCITRAL Rules, and Article 46 of the WIPO Rules. Of course, it 

would remain to be seen whether the arbitral tribunal could be ap-

pointed, and the request for preliminary relief heard and decided, in the 

time frame needed by the party seeking such relief. 

http://www.google.com/url?sa=t&source=web&ct=res&cd=7&url=http%3A%2F%2Fcaselaw.findlaw.com%2Fdata2%2Fcircs%2F3rd%2F051119p.pdf&ei=CP75SdjIAYKytgOd1Z3OAQ&usg=AFQjCNHLW03EqeW0zIqPdhim0ejWgmAMPA
http://www.google.com/url?sa=t&source=web&ct=res&cd=7&url=http%3A%2F%2Fcaselaw.findlaw.com%2Fdata2%2Fcircs%2F3rd%2F051119p.pdf&ei=CP75SdjIAYKytgOd1Z3OAQ&usg=AFQjCNHLW03EqeW0zIqPdhim0ejWgmAMPA
http://webcache.googleusercontent.com/search?q=cache:3YDxKt6zPwsJ:caselaw.lp.findlaw.com/data2/californiastatecases/c039756.doc+waiver+arbitration+preliminary+injunction&cd=3&hl=en&ct=clnk&gl=us
http://webcache.googleusercontent.com/search?q=cache:3YDxKt6zPwsJ:caselaw.lp.findlaw.com/data2/californiastatecases/c039756.doc+waiver+arbitration+preliminary+injunction&cd=3&hl=en&ct=clnk&gl=us
http://www.internationallawoffice.com/newsletters/detail.aspx?g=e5ecd422-c217-4909-bbae-9c69a412b843
http://www.internationallawoffice.com/newsletters/detail.aspx?g=e5ecd422-c217-4909-bbae-9c69a412b843
http://www.ca5.uscourts.gov/opinions%5Cpub%5C08/08-20140-CV0.wpd.pdf
http://www.paed.uscourts.gov/documents/opinions/08D1143P.pdf
http://www.adr.org/sp.asp?id=22440#R34
http://www.iccwbo.org/uploadedFiles/Court/Arbitration/other/rules_arb_english.pdf#page=13
http://www.uncitral.org/pdf/english/texts/arbitration/arb-rules/arb-rules.pdf#page=17
http://www.wipo.int/amc/en/arbitration/rules/#cond2
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Expense:  Parties should keep in mind that (1) preliminary injunction 

hearings can be extremely expensive because of the intense trial-like 

preparation packed into a short time; and (2) as a practical matter, the 

outcome of a preliminary injunction hearing might force one side or an-

other into an undesirable settlement. 

Further reading: Chapter 22.IV.A of the Proskauer treatise (accessed 

Oct. 13, 2008) has a useful discussion of preliminary injunctions in the 

arbitration context. 

1001.13 Streamlining of proceedings 

(a) The arbitral tribunal is authorized and directed to streamline 

the arbitration proceedings to the extent reasonably possible, in-

cluding for example, where appropriate, (1) dividing the proceed-

ing into separate phases to address selected issues, and/or 

(2) directing that opposing expert witnesses present a joint report 

explaining their points of agreement and disagreement, and/or 

(3) directing that opposing expert testimony be presented concur-

rently, sometimes nicknamed “hot tubbing” or “dueling experts.”  

¶ (b) For the avoidance of doubt, the parties, by agreement, may 

overrule any procedural decision of the arbitral tribunal. 

Purpose: Arbitrations can sometimes get bogged down in litigation-like 

proceedings; this provision expressly encourages the arbitral tribunal to 

streamline the proceedings where possible.  Arbitration rules usually 

give the arbitral tribunal at least some authority to manage the pro-

ceedings anyway, so omission of this provision might not be disastrous. 

Some arbitrators, however, can be reluctant to exercise that authority, 

in part because they’re afraid of angering one side or another (or its 

lawyer), on the theory that doing so might jeopardize their chances of 

getting future business from that party (or from that lawyer).  

Phased hearing:  If resolution of Issue A would render Issue B moot, 

then it might make sense for the arbitral tribunal to do just that.  (The 

judicial analogy is bifurcation of a trial into liability- and damages phas-

es.) 

“Hot tubbing" the experts:  Some Australian courts have pioneered 

the notion of making opposing expert witnesses confer with each other, 

http://www.proskauerguide.com/arbitration/22/IV
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prepare joint reports, and testify by conversation. The idea is attracting 

interest in U.S. arbitration circles. See, e.g.: ● Steven Ranes, Expert Evi-

dence in Copyright Cases – Concurrent Expert Evidence and the “Hot 

Tub” (Oct. 15, 2009) (accessed Sept. 14, 2010); ● Gary Edmond, Merton 

and the Hot Tub: Scientific Conventions and Expert Evidence in Australi-

an Civil Procedure, 72 LAW & CONTEMP. PROBL. 159 (Winter 2009) (ac-

cessed Sept. 14, 2010); ● [New South Wales] Uniform Civil Procedure 

Rules 2005, Reg. 31.23 (expert witness code of conduct); 31.24 (confer-

ence between expert witnesses); 31.26 (joint report of expert witness-

es); 31.35 (opinion evidence by expert witnesses); ● Expert witness 

code of conduct, Schedule 7 to [New South Wales] Uniform Civil Proce-

dure Rules 2005.  

1001.14 Consecutive-day hearings 

(a) In the interest of efficiency, the arbitration hearing should be 

conducted on consecutive days to the greatest extent possible. 

¶ (b) Any decision on this subject by the arbitral tribunal is final 

and binding unless the parties agree otherwise.  

Purpose:  This was a Tom Arnold suggestion.  Any courtroom litigator 

can confirm that cases take longer and cost more to try when the judge 

doles out his or her time a few hours here and a few there. The same is 

almost certainly true for arbitration proceedings. 

1001.15 Arbitral tribunal stays together 

In the interest of expediting the award, a tribunal of multiple arbi-

trators shall stay at the site of the arbitration, or at some other 

convenient place with access to suitable administrative support 

and research resources, where they shall devote their full time 

and attention to the preparation of the award (except in case of 

true emergency or force majeure).  

Purpose:  This was another Tom Arnold suggestion in his arbitration 

checklist to 'encourage' the arbitrators to finish their work so they can 

go home. 

http://www.austlii.edu.au/au/journals/FedJSchol/2009/18.html
http://www.austlii.edu.au/au/journals/FedJSchol/2009/18.html
http://www.austlii.edu.au/au/journals/FedJSchol/2009/18.html
http://www.law.duke.edu/shell/cite.pl?72+Law+&+Contemp.+Probs.+159+(winter+2009)
http://www.law.duke.edu/shell/cite.pl?72+Law+&+Contemp.+Probs.+159+(winter+2009)
http://www.law.duke.edu/shell/cite.pl?72+Law+&+Contemp.+Probs.+159+(winter+2009)
http://www.austlii.edu.au/au/legis/nsw/consol_reg/ucpr2005305/s31.23.html
http://www.austlii.edu.au/au/legis/nsw/consol_reg/ucpr2005305/s31.24.html
http://www.austlii.edu.au/au/legis/nsw/consol_reg/ucpr2005305/s31.26.html
http://www.austlii.edu.au/au/legis/nsw/consol_reg/ucpr2005305/s31.35.html
http://www.austlii.edu.au/au/legis/nsw/consol_reg/ucpr2005305/sch7.html
http://www.austlii.edu.au/au/legis/nsw/consol_reg/ucpr2005305/sch7.html
http://www.chron.com/business/article/Tom-Arnold-intellectual-property-law-pioneer-1747187.php
http://www.chron.com/business/article/Tom-Arnold-intellectual-property-law-pioneer-1747187.php
http://books.google.com/books?id=uv2SKJSc49EC&pg=PA37&lpg=PA37&dq=Tom+Arnold+arbitration+checklist&source=bl&ots=X_W9Vc5opI&sig=1egsAwWDqFbz2Trj06J30zDLq6U&hl=en&sa=X&ei=Ue0cT_yTB42BsgLs1tzpCw&ved=0CCYQ6AEwAQ#v=onepage&q=Tom%20Arnold%20arbitration%20checklist&f=false
http://books.google.com/books?id=uv2SKJSc49EC&pg=PA37&lpg=PA37&dq=Tom+Arnold+arbitration+checklist&source=bl&ots=X_W9Vc5opI&sig=1egsAwWDqFbz2Trj06J30zDLq6U&hl=en&sa=X&ei=Ue0cT_yTB42BsgLs1tzpCw&ved=0CCYQ6AEwAQ#v=onepage&q=Tom%20Arnold%20arbitration%20checklist&f=false
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1001.16 Reasoned award 

The arbitral tribunal shall issue its award in a written statement 

that sets forth the tribunal's reasons for the award, but only to 

the extent necessary to support the award. and that in any case is 

no longer than [five?] pages. 

Purpose: Losing parties in an arbitration usually want at least some ex-

planation of why they lost, and some arbitration rules require such an 

explanation.  Rule 39(c) of the AAA Employment Arbitration and Media-

tion Rules requires the award to “provide the written reasons for the 

award unless the parties agree otherwise.”  ¶ On the other hand, some 

parties might not want a reasoned award, on grounds that reasoned 

awards cost much more in arbitrators’ fees and in waiting time. Moreo-

ver, reasoned awards might contain confidential information, which 

likely would become public if an award were to be appealed to a court. 

In addition, the less an award explained its reasoning, the less vulnera-

ble the award might be to being vacated by a reviewing court. (Of 

course, only a winning party would consider this to be a plus, and it’s 

hard to know in advance who that might be.) ¶ The language in blue is 

adapted from a suggested from the late IP Tom Arnold (disclosure: my 

friend and former law partner) in his arbitration checklist. 

Alternative:  The arbitral tribunal shall not issue a reasoned award. 

Observation:  Arbitration awards typically contain at least some expla-

nation of the underlying reasoning, in part to build confidence (especial-

ly on the part of the losing party) both in the arbitration process and in 

the arbitrator (who usually would like to be hired again someday). 

1001.17 No amiable compositeur or ex aequo et bono award 

Except to the extent (if any) expressly provided otherwise in this 

Agreement, the arbitral tribunal may award only such relief as 

would be available in court under applicable law, including for ex-

ample any applicable statute of limitation or -repose; the arbitra-

ble tribunal may not act as amiable compositeur or ex aequo et 

bono.  

http://www.adr.org/sp.asp?id=32904#39
http://books.google.com/books?id=uv2SKJSc49EC&pg=PA37&lpg=PA37&dq=Tom+Arnold+arbitration+checklist&source=bl&ots=X_W9Vc5opI&sig=1egsAwWDqFbz2Trj06J30zDLq6U&hl=en&sa=X&ei=Ue0cT_yTB42BsgLs1tzpCw&ved=0CCYQ6AEwAQ#v=onepage&q=Tom%20Arnold%20arbitration%20checklist&f=false
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Background: An arbitrator acting as amiable compositeur or ex aequo 

et bono may set aside what might be called technicalities of the law, 

and instead may issue an award she deems just. There are some who 

think that many arbitrators – especially including retired judges, sup-

posedly -- are inclined to do just that.  In many jurisdictions, however, 

an arbitrator is not permitted to act as amiable compositeur or ex ae-

quo et bono unless expressly so authorized by the arbitration agree-

ment. See, e.g., the respective articles on “Ex aequo et bono” by McGill 

University and Wikipedia (each accessed Sept. 15, 2010). 

Heads-up:  Some arbitration rules expressly allow the arbitral tribunal to 

as amiable compositeur or ex aequo et bono  arbitrator to render an 

award. For example, Rule 43 of the AAA’s Commercial Arbitration Rules 

authorizes the arbitrator to “grant any remedy or relief that the arbitra-

tor deems just and equitable and within the scope of the agreement of 

the parties ….”  In contrast, Article 17.3 of the ICC Rules of Arbitration 

require agreement of the parties as a prerequisite to the arbitrator’s 

deciding as amiable compositeur or ex aequo et bono; ditto Article 33.2 

of the UNCITRAL Arbitration Rules and Article 59(a) of the WIPO Arbitra-

tion Rules. 

Limitations of liability: Some drafters might include a laundry list of all 

the types of damages the arbitral tribunal is NOT allowed to award, to 

remind the arbitrator that he (or she) does not have unfettered power 

to dispense justice and equity as he sees fit.  An example of an arbitra-

tion clause from the construction industry that includes numerous rem-

edies that the arbitrator can be found in Charles M. Sink, Negotiating 

Dispute Clauses That Affect Damage Recovery in Arbitration, THE CON-

STRUCTION LAWYER, vol. 22, no. 3, summer 2002 (accessed Sept. 28, 2010). 

Statutes of limitation might not apply: In July 2010, the Washington 

Supreme Court held that a statute-of-limitations defense does not apply 

in arbitration proceedings. See Broom v. Morgan Stanley DW Inc., No. 

82311-1, slip op. at 10-17 (Wash. Jul. 22, 2010) (en banc: affirming va-

cating of award that most of investors’ claims against brokerage firm 

were barred by limitations). 

http://www.mcgill.ca/maritimelaw/glossaries/conflictlaws/
http://www.mcgill.ca/maritimelaw/glossaries/conflictlaws/
http://en.wikipedia.org/wiki/Ex_aequo_et_bono
http://www.adr.org/sp.asp?id=22440#R43
http://www.adr.org/sp.asp?id=22440
http://www.iccwbo.org/uploadedFiles/Court/Arbitration/other/rules_arb_english.pdf
http://www.uncitral.org/pdf/english/texts/arbitration/arb-rules/arb-rules.pdf#page=21
http://www.wipo.int/amc/en/arbitration/rules/#awa2
http://www.fbm.com/index.cfm/fuseaction/publications.detail/object_id/d64234cf-1964-48db-a35d-b9ec6b0531c4/NegotiatingDisputeClausesThatAffectDamageRecoveryinArbitration.cfm
http://www.fbm.com/index.cfm/fuseaction/publications.detail/object_id/d64234cf-1964-48db-a35d-b9ec6b0531c4/NegotiatingDisputeClausesThatAffectDamageRecoveryinArbitration.cfm
http://www.courts.wa.gov/opinions/pdf/823111.opn.pdf
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1001.18 Punitive damages waived 

The arbitral tribunal shall not have the power to award punitive 

damages, exemplary damages, or the like, all of which the parties 

expressly waive in any arbitration proceeding.  

Purpose:  A party that was concerned about the prospect of a punitive 

damage award could ask for this provision to cut off that possibility.  A 

party concerned about the other side's good faith might want to omit 

this provision, and perhaps even to include a contrary provision, to 

make sure it has at least the implied threat of a punitive-damage award 

as leverage against the other party. 

Heads-up:  Different courts have taken different views whether an 

agreement to arbitrate can deprive the arbitrator of the power to award 

punitive damages.  See Michael D. Nolan, The Punitive Damages Reme-

dy: Lessons for Drafters of Arbitration Agreements (Nov. 1, 2005, ac-

cessed Sept. 25, 2010).   

No qualifying language: This provision is phrased without the qualifi-

er, “to the maximum extent permitted by law” — otherwise, the puni-

tive-damages waiver might be disregarded, as happened in an Eighth 

Circuit case. See Stark v. Sandberg, Phoenix & von Gontard, P.C., No. 03-

2366 (8th Cir. Aug. 26, 2004) (reversing district-court order vacating ar-

bitrator's award of punitive damages and remanding with instructions 

to confirm the award in its entirety). 

1001.19 Severability of punitive damages waiver 

IF: A court or other tribunal of competent jurisdiction rules that 

the parties’ waiver of punitive damages in arbitration is invalid or 

unenforceable; THEN: That waiver is to be severed from this 

Agreement and the remainder of the parties' agreement to arbi-

trate is to be given effect. 

Comment:  See generally Garland's Digest's review of cases on sever-

ance of unenforceable arbitration clauses.  In Booker v. Robert Half Int'l, 

Inc., No. 04-7089 (D.C. Cir. Jul. 1, 2005), the court affirmed a trial-court 

ruling that an arbitration provision in an employment agreement was 

unenforceable because it precluded punitive damages, in contradiction 

http://www.allbusiness.com/legal/litigation/1051154-1.html
http://www.allbusiness.com/legal/litigation/1051154-1.html
http://www.ca8.uscourts.gov/opndir/04/08/032366P.pdf
http://www.garlands-digest.com/treatise/08/08154.html
http://pacer.cadc.uscourts.gov/docs/common/opinions/200507/04-7089a.pdf
http://pacer.cadc.uscourts.gov/docs/common/opinions/200507/04-7089a.pdf
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to applicable law. Because of a severance provision, though, the appel-

late court also affirmed the trial court's ruling that the case should be 

arbitrated anyway, rejecting the employee's attempt to have the case 

tried in court, presumably to a jury.   

1001.20 No injunctive relief 

Except to the extent (if any) expressly stated otherwise in this 

Agreement, the arbitral tribunal may not include, in any award, 

any injunction or direction to any party other than a direction to 

pay one or more sums of money. 

Precedent:  This language is adapted from a provision at issue in Wells 

Fargo Bank, N.A. v. WMR e-PIN, LLC, No. 09-3800, slip op. at 14-15 

(8th Cir. Sept. 2, 2011) (affirming confirmation of award). In that case, 

the arbitration agreement prohibited injunctive relief. The losing party, 

though, not only failed to object to the winner's request for injunctive 

relief, but in fact asked for injunctive relief of its own.  Both the district 

court and the appellate court held that the losing party had waived the 

agreement's prohibition against injunctive relief; as the appeals court 

said, "[h]aving requested that the Panel  enter injunctive relief on their 

behalf, appellants cannot complain when the Panel decides instead to 

enter injunctive relief against them."  Id. at 15. 

Heads-up:  This provision could be found to conflict with the "Prelimi-

nary equitable relief" section above. 

1001.21 Findings of fact and conclusions of law 

The arbitral tribunal is to include findings of fact and conclusions 

of law in the award to facilitate any judicial review that might oc-

cur. 

Comment: As a practical matter, arbitration awards typically contain an 

explanation of the underlying reasoning anyway — if for no other rea-

son than that the arbitrator(s) want the parties and their lawyers to 

think well of them, so that they’ll have a shot at being hired again 

someday. 

http://www.ca8.uscourts.gov/opndir/11/09/093800P.pdf
http://www.ca8.uscourts.gov/opndir/11/09/093800P.pdf
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1001.22 Transcript 

To facilitate any judicial review that might occur, the arbitral tri-

bunal is to provide a transcript of all oral testimony, prepared by a 

court reporter, to the parties.  

Comment: As a practical matter, in many arbitrations a court reporter 

will transcribe the hearing in any case, so the transcript will already be 

available. 

1001.23 Enhanced appellate review 

(a) The arbitral tribunal's powers do not include the power to ren-

der an award that (i) that is based on reversible errors of law or 

legal reasoning, or (ii) is based on evidence that would not satisfy 

the requirements of law in a civil trial to the court; nor (iii) grants 

relief not expressly provided for by this Agreement or by existing 

state- or federal law.  ¶ (b) The parties agree that any award that 

is so based, in whole or in part, shall be appealable to a court of 

competent jurisdiction, on grounds that the arbitral tribunal 

thereby exceeded its agreed powers, as though the award were a 

judgment in a civil trial to the court in a U.S. district court. 

Federal law:  In 2008, the U.S. Supreme Court that, when the sole au-

thority for an arbitration proceeding is the Federal Arbitration Act, the 

parties cannot agree to judicial review of the award except on the (lim-

ited) grounds provided in the Act. See Hall Street Assoc. v. Mattel, Inc., 

No. 06-989 (U.S. Mar. 25, 2008).  The Court, however, left open the pos-

sibility that enhanced review might be available under some other au-

thority, such as state law or (in the case of court-annexed arbitrations) a 

court’s inherent power to manage its docket.   

State law:  Subsequent to the Supreme Court's Hall Street decision, both 

the California and Texas supreme courts subsequently ruled that, in 

proceedings under the arbitration acts of their respective states, the 

parties were free to agree to enhanced judicial review. See Nafta Trad-

ers, Inc. v. Quinn, 339 S.W.3d 84 (Tex. 2011) (reversing and remanding 

confirmation of arbitration award that failed to address losing party's al-

legation that arbitrator did not comply with law as required by arbitra-

http://www.supremecourtus.gov/opinions/07pdf/06-989.pdf
http://www.supreme.courts.state.tx.us/historical/2011/may/080613.pdf
http://www.supreme.courts.state.tx.us/historical/2011/may/080613.pdf
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tion agreement); Cable Connection, Inc. v. DIRECTV, Inc., 44 Cal.4th 

1334, 82 Cal. Rptr.3d 229, 190 P.3d 586 (Cal. 2008) (reversing and re-

manding reversal of district court’s vacating of arbitration award). 

Trial to the court – standard of review: Another possibility would be to 

agree to the standard of review for a jury trial.  This distinction would 

come into play mainly for findings of fact — in a federal trial to the court 

(that is, a 'bench' trial), the standard of appellate review is "clearly erro-

neous," whereas for a federal jury trial the standard is "substantial evi-

dence." 

1001.24 Enhanced appellate review as material condition 

(a) The right of enhanced judicial review set forth above is a mate-

rial consideration for and condition of the parties’ agreement to 

arbitrate. ¶ (b) Consequently, IF: That right is finally held invalid, 

void, or unenforceable by a tribunal of competent jurisdiction 

from which no further appeal is taken or possible; THEN: At either 

party's written election delivered to the other, the parties' 

agreement to arbitrate (but not other portions of this Agreement) 

is to be deemed rescinded by mutual agreement. 

Purpose: A party that wouldn't want to arbitrate if enhanced judicial 

review of the award were unavailable should consider asking for this 

provision. In 2010 a party to an arbitration agreement in Tennessee was 

able to avoid arbitration on similar grounds. See Pugh's Lawn Landscape 

Co. v. Jaycon Dev. Corp., No. W2008-01366-SC-R11-CV (Tenn. Sept. 22, 

2010) (remanding to trial court; agreement to arbitrate stated that 

availability of judicial review was “material consideration” for that 

agreement, and court's ruling that judicial review was not available jus-

tified conclusion that parties had made a mutual mistake, warranting 

rescission of that agreement).   

1001.25 Enforcement 

Any arbitration award made pursuant to this Agreement will be 

enforceable in any court of competent jurisdiction. 

Purpose: To remind the parties to consider specifying a particular court 

for award enforcement. (Under section 9 of the Federal Arbitration Act, 

http://scholar.google.com/scholar_case?case=11543372867271945788&hl=en&as_sdt=2&as_vis=1&oi=scholarr
http://www.tba2.org/tba_files/TSC/2010/pughslawn_092210.pdf
http://www.tba2.org/tba_files/TSC/2010/pughslawn_092210.pdf
http://www.law.cornell.edu/uscode/9/usc_sec_09_00000009----000-.html
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an arbitration award may be enforced in any court specified in the 

agreement; if no court is specified in the parties’ agreement, an arbitra-

tion award may be enforced in the district court where the award was 

made.) 

Enforcement in non-U.S. jurisdictions: When a non-U.S. person is in-

volved, it may be easier to seek enforcement of an arbitration award in 

the person’s home country under the New York Convention (assuming 

that country is a member of the Convention) than to try to enforce a 

U.S. court’s judgment in that country. 

Enforcement in a particular court:  A party with bargaining power 

might want the other party to agree to the jurisdiction of the first par-

ty’s home court for enforcement of an arbitration award. (Of course, if 

the other party doesn’t have any attachable assets in the selected fo-

rum, an attempt to enforce the award there might be a fool’s errand.) 

On the other hand, the selected forum might be inconvenient (and thus 

expensive) for the other party.  

1001.26 Submission to personal jurisdiction for 

enforcement 

IF: This Agreement specifies a particular court or other forum for 

enforcement of an arbitration award; THEN: Each party hereby 

submits to the jurisdiction (non-exclusive unless otherwise speci-

fied) of that forum solely for that purpose, without prejudice to 

any other basis for jurisdiction there. 

1001.27 Expenses of arbitration 

 Joint arbitration expenses are to be shared equally. Any other ar-

bitration expense will be borne by the party incurring it, unless 

the award specifies otherwise. For the avoidance of doubt, this 

provision does not in itself give the arbitral tribunal the power to 

assess expenses against a party.  

Comment:  The agreed arbitration rules may well contain similar ex-

pense-sharing provisions. See, for example, Rule R-50 of the AAA's 

Commercial Arbitration Rules (available at http://bit.ly/8rn2rf), on 

which parts of this clause are modeled. 

http://en.wikipedia.org/wiki/Convention_on_the_Recognition_and_Enforcement_of_Foreign_Arbitral_Awards
http://bit.ly/8rn2rf
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1001.28 Survival of arbitration provisions 

The arbitration provisions of this Agreement will survive any ter-

mination or expiration of the Agreement in respect of any arbitra-

ble matter arising from or relating to this Agreement.  

Purpose: It seems unlikely, but a party that had second thoughts about 

arbitrating a dispute might try to argue that the arbitration agreement 

died with the agreement itself. This provision attempts to forestall such 

an effort. 

1001.29 Confidentiality of arbitration proceedings 

(a) Each party will maintain in confidence all non-public infor-

mation that may be revealed in the arbitration proceedings by the 

other party. ¶ (b) Neither party will use any such non-public in-

formation of the other party except for purposes of the arbitra-

tion proceedings. ¶ (c) Neither party will disclose any such non-

public information of the other party except to the minimum ex-

tent required: (1) for the conduct of the proceedings, on a need-

to-know basis and in confidence, to the party's officers, directors, 

employees attorneys, consultants, expert- and fact witnesses, in-

surers, and agents;  (2) by applicable law; and/or (3) for enforce-

ment of the arbitration tribunal's award. 

Purpose:  One of the reasons parties opt to arbitrate their disputes is to 

try to avoid having their business affairs made public in court proceed-

ings. Arbitration proceedings might not be confidential, however, unless 

the parties expressly so agreed. 

Further reading: A survey of some relevant holdings in various coun-

tries, and of various arbitration rules that do or do not contain confiden-

tiality provisions,  can be found in Claude R. Thomson & Annie M. K. 

Finn, Confidentiality in Arbitration …, DISPUTE RESOLUTION JOURNAL, May-

July 2007. 

http://findarticles.com/p/articles/mi_qa3923/is_200705/ai_n19435153/
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1001.30 Third-party participants in arbitration 

proceedings 

 (a) The parties anticipate that one or more individuals or organi-

zations in addition to themselves — that is, non-parties to this 

Agreement — may participate in one or more transactions or rela-

tionships arising out of this Agreement. ¶ (b) Each such non-party 

will have the right to enforce the arbitration provisions of this 

Agreement, as a third-party beneficiary of those provisions, 

against any party to this Agreement. 

Comment:  In May 2009 the U.S. Supreme Court held that, as long as 

state law permits a third party to enforce the arbitration requirement, 

doing so is permissible under the Federal Arbitration Act. Arthur Ander-

sen LLP v. Carlisle, No. 08-146  (U.S. May 9, 2009) (reversing and re-

manding appellate court affirmance of denial of stay), available online 

at http://bit.ly/7OZNRE. 

1001.31 No class-action arbitrations 

 For the avoidance of doubt, no party will have the right to arbi-

trate any dispute as a purported representative of a class of 

claimants, whether the purported class comprises the general 

public, other persons similarly situated, or any other type of class. 

Purpose:  This is truly an avoidance-of-doubt provision, because the U.S. 

Supreme Court has held that class-action arbitrations are prohibited by 

the Federal Arbitration Act unless the parties have clearly agreed oth-

erwise — and silence alone does not permit an inference of agreement. 

Stolt-Nielsen S.A. v. AnimalFeeds Int’l Corp., 130 S. Ct. 1758 (2010) (re-

versing Second Circuit).   

1001.32 No consolidated arbitrations 

For the avoidance of doubt, IF: A party seeks arbitration of a claim 

against another party; AND: One or more other persons seeks ar-

bitration of the same or similar claims against the other party; 

THEN: The claims may not be joined or consolidated for arbitra-

tion unless expressly agreed in writing by all parties. 

http://bit.ly/7OZNRE
http://www.law.cornell.edu/supct/html/08-1198.ZO.html
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Purpose:  See the commentary above to the "No class-action arbitra-

tions" provision.  

1001.33 Jury-trial waiver for arbitrable disputes 

Each party acknowledges that it is waiving its right to trial by ju-

ry (if any) of any dispute required by this Agreement to be de-

cided by binding arbitration.  

Conspicuousness:  This paragraph is in bold, in case applicable law re-

quires "conspicuous" notice of a jury-trial waiver.  

Preemption?  Under a U.S. Supreme Court ruling, a state-law conspicu-

ousness requirement might well be preempted by the Federal Arbitra-

tion Act if that Act applies to the dispute in question.  See Doctor’s As-

sociates, Inc. v. Casarotto, 517 U.S. 681 (1996) (reversing Montana Su-

preme Court).  

1002 Early neutral evaluation 

1002.01 Applicability 

 This section applies to any dispute between the parties that: 

(a) arises out of or relates to (1) this Agreement or its interpreta-

tion or enforcement, or (2) any transaction or relationship arising 

out of this Agreement; and (b) becomes, or appears reasonably 

likely to become, the subject of litigation or arbitration.  

1002.02 Early neutral evaluation required 

 At the request of either party, the parties will submit any such 

dispute to (nonbinding) early neutral evaluation, in accordance 

with the Early Neutral Evaluation procedures of the American Ar-

bitration Association then in effect if not otherwise agreed. 

http://www.law.cornell.edu/supct/html/95-559.ZO.html
http://www.law.cornell.edu/supct/html/95-559.ZO.html
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1003 Mini-trial of disputes to executives 

1003.01 Applicability 

Except as provided in the "Exception" section immediately follow-

ing, IF: A dispute arises out of or relates to this Agreement or its 

interpretation or enforcement; THEN: The parties will submit their 

dispute to a neutral advisor and executives of each party pursuant 

to the American Arbitration Association's Mini-Trial Procedures 

before resorting to arbitration, litigation, or some other dispute 

resolution procedure.  

Further reading:  The AAA Mini-Trial procedures can be found at 

http://www.adr.org/sp.asp?id=22007 

1003.02 Exception 

 A party need not submit a dispute to a mini-trial before taking ac-

tion to seek temporary or interim injunctive relief, in accordance 

with applicable law, to prevent or stop irreparable injury.  

http://www.adr.org/sp.asp?id=22007
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Article 11 General provisions 
DCT COMMENT:  It would be great to be able to include an annotation 

here along the lines of, "Many thanks to the Commercial Transactions 

Committee of the Business Law Section of the State Bar of California — 

and especially to committee members [names] — for their review and 

comments on this Article."  

1101.01 Additional-terms documents are not binding 

(a) For purposes of this section, new terms refers to terms and 

conditions that (i) are not set forth in this Agreement, and (ii) are 

contained in a purchase order, confirmation, invoice, or similar 

document provided by the other party in connection with a trans-

action pursuant to this Agreement. 

(b) Neither party is obligated to give effect to new terms unless 

the document containing the new terms satisfies the require-

ments of this Agreement to amend the Agreement.   

(c) For the avoidance of doubt, a party's performance of actions 

called for by proposed new terms, without more, is not to be 

deemed that party's assent to the proposed new terms.  Such per-

formance could include, for example, (i) Provider's shipment of 

goods after receiving a written purchase order from Customer 

containing proposed new terms, or (ii) Customer's payment of an 

invoice from Provider containing proposed new terms. 

Purpose:   This section can be useful in a "master" agreement between 

a provider and a customer. In that kind of situation, very often the cus-

tomer will issue purchase orders for specific transactions — and those 

purchase orders may well have a lot of one-sided legal boilerplate that 

could be directly contrary to the negotiated terms of the master agree-

ment.  ¶ Conversely, the provider might use acceptance forms or in-

voice boilerplate suffering from the same defect. ¶ With that problem in 

mind, this section represents an attempt to head off a Battle of the 

Forms of the kind contemplated by UCC § 2-207 and sometimes experi-

enced in common-law situations. 

http://en.wikipedia.org/wiki/Uniform_Commercial_Code#Section_2-207:_Battle_of_the_forms
http://en.wikipedia.org/wiki/Uniform_Commercial_Code#Section_2-207:_Battle_of_the_forms
http://www.law.cornell.edu/ucc/2/article2.htm#s2-207
http://en.wikipedia.org/wiki/Offer_and_acceptance#Battle_of_the_forms
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If objected to:  If one party were to object to including this section, the 

other party should ask itself whether the first party might later try to 

“re-trade the deal” through the use of its standard printed forms. ¶ For 

example, suppose that the agreement said that any additional terms in 

the customer’s standard purchase-order form were to be given effect. 

In that case, the provider might justifiably feel that, in each transaction, 

it would have to incur the cost of reviewing the “boilerplate” in the PO 

form — meaning there would be at best limited benefit negotiating de-

tailed terms and conditions now. 

Further reading:  For a readable overview of how the (U.S.) UCC works 

in this regard, see generally Marc S. Friedman and Eric D. Wong, TKO’ing 

The UCC’s “Knock-Out Rule”, in The Metropolitan Corporate Counsel, 

Nov. 2008, at 47, available at http://goo.gl/DyAhz.  

Performance does not constitute assent:  See the discussion in C9 Ven-

tures v. SVC-West, L.P., No. G044429 (Cal. App. Jan. 27, 2012) (reversing 

district-court judgment on stipulated facts).  In that case, a supplier of 

event equipment rented eight tanks of helium to an existing customer, 

pursuant to a telephone order.  One of the tanks fell on a young boy, 

who was injured.  The boy's parents sued both the supplier and the cus-

tomer, who each paid the parents $350,000 to settle the case.  The sup-

plier's invoice form contained a provision requiring the customer to in-

demnify the supplier against all third-party claims arising from the cus-

tomer's use of the rented equipment.  The customer, however, had not 

signed the invoice, although it had signed invoices containing the same 

terms in 6 out of 10 of its previous rentals.  The court of appeals held, 

among other things, that the customer's payment of the supplier's in-

voice did not constitute the customer's assent to modify the parties' ex-

isting oral contract by adding indemnification provision.  See id. part II.F 

(reviewing cases). 

1101.02 Amendments: A signed writing is required 

For an amendment to this Agreement to be effective, it must:  

(i) be in writing; (ii) refer to this Agreement and state or clearly 

indicate that it is being amended or superseded, or that the provi-

sions of the amendment take precedence over those of this 

Agreement; (iii) set out the terms of the amendment; and (iv) be 

http://www.metrocorpcounsel.com/articles/10585/tkoing-uccs-knock-out-rule
http://www.metrocorpcounsel.com/articles/10585/tkoing-uccs-knock-out-rule
http://goo.gl/DyAhz
http://www.leagle.com/xmlResult.aspx?xmldoc=In%20CACO%2020120127124.xml&docbase=CSLWAR3-2007-CURR
http://www.leagle.com/xmlResult.aspx?xmldoc=In%20CACO%2020120127124.xml&docbase=CSLWAR3-2007-CURR
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signed by the party sought to be bound or by an individual author-

ized to make binding commitments on behalf of that party. 

Similar provisions:  See, e.g., the following specimen contracts:  Dow 

§ 18.6.  ExxonMobil § 8.5. GE § 7.  HP CDA § 10.  IBM NDA § 6.   

Heads-up:  Courts do not always give effect to provisions like this, espe-

cially when the result of doing so strikes them as unjust.  See generally 

Scott J. Burnham, Modifications, in ABA Sec. of Bus. Law, Never Really 

Thought About It: Understanding "Miscellaneous" Provisions and Other 

Background Text in Agreements, at 1 (Aug. 2010, accessed Oct. 29, 

2010).  In a particular case, a court might hold that the parties to a con-

tract subsequently made a valid, enforceable, oral agreement to waive 

or modify the amendments-in-writing requirement. 

Sales of goods:  Note that in contracts for the sales of goods, UCC § 2-

202(2) provides that “A signed agreement which [sic] excludes modifica-

tion or rescission except by a signed writing cannot be otherwise modi-

fied or rescinded, but except as between merchants such a requirement 

on a form supplied by the merchant must be separately signed by the 

other party.” (Emphasis added.) 

Express reference:  This language requires that amendments expressly 

refer to the agreement. The goal here is to make it difficult to claim that 

“stray” language constitutes an amendment.  For an example of why 

this might be needed, see Stevens v. Publicis, S.A., 2008 NY Slip Op 

02880 [50 AD3d 253], available at http://goo.gl/AjVWw:  A New York 

appellate court held that an exchange of emails, each of which included 

the typed name of the sender at the bottom of the message, was suffi-

cient to modify an employment agreement. See also Alix R. Rubin, 

Counsel Beware: A Few Keystrokes May Modify An Agreement, at 

http://goo.gl/5lFdj (July 1, 2008) (accessed July 18, 2008);  Stephanie 

Holmes, Stevens v. Publicis:  The Rise of “No E-mail Modification” Claus-

es?, 6 Wash. J. L., Tech., & Arts 67 (2010), at http://goo.gl/Y6cH8. 

1101.03 Amendments: Unilateral 

Provider may unilaterally amend this Agreement or any exhibit, 

schedule, or appendix, effective 30 days after notice to Customer, 

unless after such notice and before the amendment becomes ef-

http://www.abanet.org/buslaw/blt/content/2010/10/0005c.pdf#page=1
http://www.law.cornell.edu/ucc/2/2-209.html
http://www.law.cornell.edu/ucc/2/2-209.html
http://www.nycourts.gov/reporter/3dseries/2008/2008_02880.htm
http://www.nycourts.gov/reporter/3dseries/2008/2008_02880.htm
http://goo.gl/AjVWw
http://www.metrocorpcounsel.com/articles/10141/counsel-beware-few-keystrokes-may-modify-agreement
http://goo.gl/5lFdj
http://digital.law.washington.edu/bitstream/handle/1773.1/449/Holmes,%206%20Wash.%20J.L.%20Tech.%20%26%20Arts%2067.pdf?sequence=3
http://digital.law.washington.edu/bitstream/handle/1773.1/449/Holmes,%206%20Wash.%20J.L.%20Tech.%20%26%20Arts%2067.pdf?sequence=3
http://goo.gl/Y6cH8
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fective, Customer terminates this Agreement by notice to Provid-

er.  

Comment:  Provisions like this are often seen in "mass" contracts that 

govern on-going relationships, such as consumer-services agreements, 

reseller agreements, Web site terms of service, and the like.   

Precedents:  See, e.g., the Facebook Statement of Rights and Responsi-

bilities § 13 (accessed Jan. 23, 2012).  See also the Harris v. Blockbuster, 

Inc. and Carey v. 24 Hour Fitness cases discussed in the commentary 

concerning the "Amendments - unilateral - dispute-resolution provi-

sions" section below. 

Further reading:  See generally David Horton, The Shadow Terms: Con-

tract Procedure and Unilateral Amendments, 57 UCLA L. REV. 605 (2010), 

at http://goo.gl/vREl. 

1101.04 Amendments:  Unilateral changes will not 

retroactively affect dispute resolution 

For the avoidance of doubt, no unilateral amendment will retroac-

tively modify agreed dispute-resolution provisions of this Agree-

ment, if any — including for example arbitration provisions — for 

then-pending disputes unless the parties expressly agree other-

wise. 

Comment:  This clause is a so-called "Halliburton exception," intended 

to prevent a unilateral-amendment right from nullifying an arbitration 

provision. That unhappy result led to Blockbuster's not being able to 

compel arbitration of a claim by a dissatisfied customer; see Harris v. 

Blockbuster, Inc., No. 3:09-cv-217-M, slip op. at 3-4 (N.D. Tex. Apr. 15, 

2009) (holding that "the arbitration provision of the Blockbuster con-

tract is illusory and unenforceable "), discussed in a Pillsbury Winthrop 

client alert at http://bit.ly/6Nz9m5.  The same result occurred in con-

nection with the arbitration provision in an employment agreement; see 

Carey v. 24 Hour Fitness USA, Inc., No. 10-20845 (5th Cir. Jan. 24, 2012) 

(affirming denial of motion to compel arbitration because company had 

the right to amend unilaterally, without a Halliburton-type savings 

clause). 

http://www.facebook.com/legal/terms
http://www.facebook.com/legal/terms
http://epic.org/amicus/blockbuster/Opinion_DC.pdf
http://epic.org/amicus/blockbuster/Opinion_DC.pdf
http://www.ca5.uscourts.gov/opinions/pub/10/10-20845-CV0.wpd.pdf
http://goo.gl/vREl
http://epic.org/amicus/blockbuster/Opinion_DC.pdf
http://epic.org/amicus/blockbuster/Opinion_DC.pdf
http://bit.ly/6Nz9m5
http://www.ca5.uscourts.gov/opinions/pub/10/10-20845-CV0.wpd.pdf
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1101.05 Amendments:  Unilateral changes will not affect 

vested rights & obligations 

For the avoidance of doubt, no unilateral amendment will retroac-

tively modify any vested right of the non-amending party, nor any 

vested obligation of the amending party, under this Agreement 

without the non-amending party's agreement. 

Comment:  See the commentary concerning the "Amendments - unilat-

eral - dispute-resolution provisions" section above.  

1101.06 Assignment consent:  Basic requirement 

[Party name] may not (i) assign or pledge this Agreement nor any 

right or interest arising out of this Agreement, nor (ii) delegate 

any obligation out of this Agreement, in either case in whole or in 

part, to any other person, without the express prior written con-

sent of the other party or its successor in interest, as applicable, 

except as otherwise provided in this Agreement. 

Precedents:  {{{Boeing § 9.1.  {{{Ford Motor Company Services Agree-

ment § 20.4.  {{{IBM Services § 9.  {{{UT NDA § 12.  {{{Verizon § 5.   

General rule of assignability:  Under U.S. law, most contract rights 

are freely assignable, and most contract duties are freely delegable, ab-

sent some special character of the duty, unless the agreement says oth-

erwise. ¶ In some situations, however, the parties will not want their 

opposite numbers to be able to assign the agreement freely; contracts 

often include language to this effect.  

Non-assignability of IP licenses:  Intellectual-property licenses are an ex-

ception to the general rule of assignability.  Under U.S. law, an IP licen-

see may not assign its license rights, nor delegate its license obligations, 

without the licensor’s consent, even when the license agreement is si-

lent. See, e.g., In re XMH Corp., No. 10-2596 through 10-2599, slip op. 

at 9-12 (7th Cir.  Jul. 26, 2011) (trademark licenses — Posner, J.); Cincom 

Sys., Inc. v. Novelis Corp., No. 07-4142, 581 F.3d 431 (6th Cir. Sept. 25, 

2009) (copyright licenses); Rhone-Poulenc Agro, S.A. v. DeKalb Genetics 

Corp., 284 F.3d 1323 (Fed. Cir. 2002) (patent licenses). For further dis-

cussion, see this article, posted on the Web site of the Licensing Execu-

http://en.wikipedia.org/wiki/Assignment_(law)#Assignment_of_contract_rights
http://en.wikipedia.org/wiki/Delegation_(law)
http://docs.justia.com/cases/federal/appellate-courts/ca7/10-2596/10-2596-2011-07-26-opinion-2011-07-26.pdf
http://www.ca6.uscourts.gov/opinions.pdf/09a0346p-06.pdf
http://www.ca6.uscourts.gov/opinions.pdf/09a0346p-06.pdf
http://openjurist.org/284/f3d/1323/rhone-poulenc-agro-sa-v-genetics-corporation
http://openjurist.org/284/f3d/1323/rhone-poulenc-agro-sa-v-genetics-corporation
http://www.lesusacanada.org/featured-articles/trademark-licensees-cannot-assign-trademark-license-rights-without-an-express-provision-providing-for-assignment
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tives Society, by Finnegan Henderson attorneys John Paul , Brian Kace-

don, and Douglas W. Meier, at http://goo.gl/F2ivo.  

Headoss-up:  An assignment-consent requirement could give the non-

assigning party a de facto veto over the assigning party's future strategic 

decisions.   EXAMPLE:  In one high-profile, politically-sensitive case in-

volving a Dubai company, the Port of New York and New Jersey was 

able to extract a $10 million consent fee, plus a commitment to invest 

$40 million in improvements to terminal operations, in return for its 

consent to an assignment of a lease agreement, as reported in the New 

York Times at http://goo.gl/bLX0B.  

Tip: The provisions below set forth various carve-outs to the assign-

ment-consent requirement, for example, when the assignment is of all 

of a company's assets or is strictly an internal corporate reorganization. 

1101.07 Assignment consent:  Assignments are ineffective 

without consent 

A putative assignment made without a consent required by this 

Agreement, and that is not automatically effective by operation of 

law, will be of no effect.  

Just a breach, or void too?  A court applying the so-called "classical ap-

proach" might hold an unconsented assignment to be void even without 

this provision; such a result occurred in Condo v. Connors, No. 10sc703 

(Colo. Dec. 19, 2011) (affirming court of appeals holding that assign-

ment of LLC interest was void because consent was not obtained as re-

quired by LLC operating agreement).   ¶ On the other hand, a court ap-

plying one or another version of the so-called "modern approach" might 

hold that an unconsented assignment was a breach of the contract, but 

the assignment was not void unless the contract said so, perhaps with 

requisite "magic words" — see id., slip op. at 10 & n.4, 19-25 (citing cas-

es). 

Precedents:  See, e.g., {{{IBMServ}}} § 13.9.   

http://goo.gl/F2ivo
http://www.nytimes.com/2007/02/17/nyregion/17dubai.html?_r=1
http://goo.gl/bLX0B
http://statecasefiles.justia.com/documents/colorado/supreme-court/10sc703.pdf
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1101.08 Assignment by operation of law requires consent 

For the avoidance of doubt, an assignment of this Agreement by 

operation of law, as a result of a merger, consolidation, amalgam-

ation, or other transaction or series of transactions, requires con-

sent to the same extent as would an assignment to the same as-

signee outside of such a transaction or series of transactions. 

Comment:  This section does NOT say that any merger, etc., entered in-

to without the other party’s consent will be void. (The legal effect of 

such a statement is unclear.)   Instead, consummating such a transac-

tion is a breach, and a material breach if specified below. 

Example:  Potential loss of a 50-year lease through an unconsented 

merger:  In Pacific First Bank v. New Morgan Park Corporation, the Ore-

gon supreme court ruled, in effect, that a bank materially breached a 

lease agreement when it merged with its own wholly-owned subsidiary 

without first obtaining the landlord's consent. See Pacific First Bank v. 

New Morgan Park Corp., 876 P. 2d 761 (Ore. 1994) (affirming court of 

appeals decision on different grounds, and reversing trial-court declara-

tion that bank-tenant had not materially breached lease agreement).  

That ruling presumably gave the landlord the right to demand whatever 

it wanted from the bank to cure the breach if the bank-tenant wanted 

to continue to occupy the premises. 

Example:  M&A consent required?  In a 2011 case, the Delaware Chan-

cery Court refused to rule out the possibility that a reverse triangular 

merger could act as an assignment of a contract, requiring consent of 

the other party. See Meso Scale Diagnostics, LLC v. Roche Diagnostics 

GmbH, No. 5589-VCP (Del. Ch. Apr. 8, 2011) (denying motion to dis-

miss); see also the discussion of that opinion by attorney Katherine 

Jones of the Sheppard Mullin law firm. 

Heads-up – loss of intellectual-property license:  An assignment-consent 

clause in a contract involving an intellectual-property license (for exam-

ple, a software license) can also screw up an internal corporate reorgan-

ization. Here’s an example: A customer of a software vendor did an in-

ternal reorganization. As a result, the vendor’s software ended up being 

used by a sister company of the original customer. The vendor demand-

ed that the sister company buy a new license. The sister company re-

http://scholar.google.com/scholar_case?case=7064392015529436400&hl=en&as_sdt=2&as_vis=1&oi=scholarr
http://scholar.google.com/scholar_case?case=7064392015529436400&hl=en&as_sdt=2&as_vis=1&oi=scholarr
http://courts.delaware.gov/opinions/download.aspx?ID=153210
http://courts.delaware.gov/opinions/download.aspx?ID=153210
http://courts.delaware.gov/opinions/download.aspx?ID=153210
http://www.corporatesecuritieslawblog.com/mergers-acquisitions-delaware-chancery-court-considers-whether-a-reverse-triangular-merger-constitutes-an-assignment-by-operation-of-law.html
http://www.lawnotes.com/a-short-sighted-software-vendor-move-sue-a-customer-to-force-a-re-buy-after-an-internal-corporate-reorganization/
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fused. The vendor sued, successfully, for copyright infringement, and 

received the price of a new license as its damages. (DCT comment:  That 

strikes me as massively shortsighted behavior on the part of the soft-

ware vendor; I wouldn’t want to be one of its sales people trying to sell 

something else to that customer.) See Cincom Sys., Inc. v. Novelis Corp., 

No. 07-4142, 581 F.3d 431 (6th Cir. Sept. 25, 2009) (affirming summary 

judgment in favor of vendor). ¶  

Similar provisions:  In the following specimen contracts, a merger or 

change of ownership or control is expressly considered an assignment 

requiring consent:   {{{JHAffiliate}}} § 7.1.   In the Disney-Pixar Coproduc-

tion Agreement § 22, Disney can terminate the agreement in case of a 

change of control of Pixar. 

1101.09 Assignment consent is not required for certain 

asset dispositions 

Consent of the other party is not required for a transaction or se-

ries of transactions in which substantially all the assets of the as-

signing party’s business to which this Agreement specifically re-

lates are acquired by the assignee, either explicitly or by opera-

tion of law.  

Purpose:  This is a fairly-common exception; it can help avoid giving the 

non-assigning party a veto over a corporate reorganization by the as-

signing party. It also can keep the assignee from having to re-buy an IP 

license that the assigning party already paid for, as happened in the Cin-

com case discussed below in connection with assignments by operation 

of law.  

Negotiation dialog:  A prospective assigning party might argue for such 

a carve-out along the following lines:  We need to keep control of our 

strategic destiny. If we ever wanted to sell a product line or a division (or 

even the whole company) in an asset sale, we would need to be able to 

assign this agreement as part of the deal, without worrying about 

whether some executive at your company is going to get greedy and try 

to hold us up for a consent fee.  ¶ The other side might respond with 

something like this:  What if you decided to sell a product line or a divi-

sion to one of our competitors? We need to retain control over that pos-

http://www.ca6.uscourts.gov/opinions.pdf/09a0346p-06.pdf
http://www.ca6.uscourts.gov/opinions.pdf/09a0346p-06.pdf
http://www.ca6.uscourts.gov/opinions.pdf/09a0346p-06.pdf
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sibility, and the only way to do that is for us to retain the absolute right 

to consent to any assignment you might make. 

Possible alternative:  Another approach might be to give the non-

assigning party, instead of a veto over asset-disposition assignments, 

the right to terminate the contract for convenience, as provided below. 

(Of course, the implications of termination would have to be carefully 

thought through.) 

Similar provisions:  See, e.g., the following specimen contract provisions:  

{{{BoeingAlaska}}} § 9.1.1.  {{{DisneyPixar}}} § 21(b).  Ford Motor Com-

pany Services Agreement § 20.4.  {{{IBMServ}}} § 13.9.   

1101.10 Assignment consent is not required for 

assignment to an affiliate 

Except as otherwise provided below, consent is not required for 

an assignment of this Agreement to an organization that is an af-

filiate of the assigning party by virtue of a control relationship be-

tween them. 

Negotiation dialog:  A prospective assigning party might argue for the 

right to assign to an affiliate along the following lines: We sometimes 

routinely move assets around within our ‘corporate family’; we want to 

be able to do so with this contract without having to take the trouble to 

get your approval.    ¶  The other party, though, might reasonably object 

to the prospective non-assigning party:  We have no idea whether your 

affiliate would be in a position to fulfill your obligations under the con-

tract, nor whether we’d be able to recover from you if there were a 

breach. If you’re willing to unconditionally guarantee your affiliate’s per-

formance, we might be able to go along with this. Otherwise, though, 

we have a problem with this section. 

Similar provisions:  See, e.g., the following specimen contract provisions:  

{{{IBMServ}}} § 13.8.  {{{Wal-MartMoney}}} Part III.  
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1101.11 Assignment consent exception:  The assigning 

party must guarantee performance 

(a) A party assigning this Agreement to a control-relationship affil-

iate without consent of the non-assigning party must uncondi-

tionally guarantee the assignee’s performance of the non-

assigning party's obligations under this Agreement.  ¶ (b) For the 

avoidance of doubt, this section in itself neither permits nor pro-

hibits assignment of this Agreement. 

Comment:  See the comment to the assignment consent exception for 

control-relationship affiliates, above. 

1101.12 Assignment consent is not required for 

assignment of a right to payment, etc. 

(a) Consent is not required for an assignment or pledge of one or 

more rights under this Agreement, nor for a grant of a security in-

terest in one or more such rights, whether any of the foregoing is 

absolute or collateral, so long as no obligation under this Agree-

ment is delegated. ¶ (b) For the avoidance of doubt, no such as-

signment will be valid without consent of the non-assigning party 

if it would negate any defense to a payment obligation that the 

non-assigning party would otherwise be entitled to assert. 

Comment:  Provisions like this are sometimes seen in contracts.  

Precedents:  Boeing Aircraft General Terms Agreement § 9.1.2.   Disney-

Pixar Co-Production Agreement § 21(a).  

1101.13 Assignment:  The non-assigning party may 

terminate afterwards 

A non-assigning party may terminate this Agreement, in its discre-

tion, by giving notice to that effect no later than 60 days after re-

ceiving notice, from either the assigning party or the assignee, 

that an assignment of this Agreement has become effective. 

Purpose:  A provision like this can sometimes break an impasse be-

tween, say, a customer that wants an assignment-consent right, so as to 

http://agreements.realdealdocs.com/Purchase-and-Sale-Agreement/AIRCRAFT-GENERAL-TERMS-AGREEMENT-855789/
http://contracts.corporate.findlaw.com/operations/jv/5295.html
http://contracts.corporate.findlaw.com/operations/jv/5295.html
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control with whom it does business, and a vendor that wants to main-

tain control of its strategic destiny. 

Precedents:  Disney-Pixar Co-Production Agreement §§ 21(b), 22, 23.   

1101.14 Assignment consent:  Failure to obtain it is a 

material breach 

Failure to obtain a required consent to assignment of this Agree-

ment is a material breach of this Agreement.  

Purpose:  A non-assigning party asking for this provision probably wants 

the right to terminate or even to rescind the agreement if the other par-

ty were ever to assign the agreement without consent. That would give 

the non-assigning party considerable leverage to demand money or 

other concessions as the price of not exercising the termination- or re-

scission right. 

Similar provisions:  See, e.g., the following specimen contract provisions:  

Johns Hopkins University Affiliation Agreement § 5.2.   

Failure to consent to a reasonable assignment:  If an assignment-

consent provision states that consent may not be unreasonably with-

held or delayed (see below), then the non-assigning party's failure to 

obtain consent to a reasonable assignment would not be a material 

breach, said the court in Hess Energy Inc. v. Lightning Oil Co., No. 01-

1582 (4th Cir. Jan. 18, 2002) (reversing summary judgment). That case 

involved a natural-gas supply contract. The customer was acquired by a 

larger company, after which the larger company took over some of the 

contract administration responsibilities such as payment of the vendor's 

invoices. The vendor wanted to sell its gas to someone else at a higher 

price, so it sent a notice of termination, on grounds that the customer 

had "assigned" the agreement to its new parent company, in violation 

of the contract's assignment-consent provision. The appeals court ex-

pressed considerable doubt that the customer had indeed assigned the 

contract; it went on to say that, even if the customer had in fact as-

signed the contract, the resulting breach of the agreement was not a 

material breach, and therefore the vendor did not have the right to 

terminate the contract. 

http://contracts.corporate.findlaw.com/operations/jv/5295.html
http://caselaw.findlaw.com/us-4th-circuit/1019488.html
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1101.15 Assignment consent – not to be unreasonably 

withheld 

 The non-assigning party may not unreasonably withhold, delay, 

or condition its consent to assignment of this Agreement by the 

other party.  

Purpose:  A party wanting to maintain its freedom to assign a contract 

should consider asking for a provision like this.  As noted below, the law 

may imply a commercial-reasonableness requirement for assignment 

consents.  But that can't guarantee that the non-assigning party will give 

consent when the assigning party needs it. By the time a court could re-

solve the matter, the assigning party's corporate transaction could have 

been blown. Nevertheless, a prohibition against unreasonable withhold-

ing likely would make the non-assigning party think twice about drag-

ging its feet too much, because of the potential threat of damages for a 

blown deal.  Cf. the famous Pennzoil vs. Texaco case and its $10.5 billion 

damage award for tortious interference with an M&A deal [link to NY 

Times]. 

Objection:  A non-assigning party that wants the unfettered right to 

withhold consent to assignment should try to negotiate an alternative 

provision such as the "at discretion" section below, allowing the non-

assigning party to withhold its consent in its discretion.  Otherwise, a 

court might hold that any withholding of consent must meet a reasona-

bleness test. See, e.g., Shoney's LLC v. MAC East, LLC, No. 1071465 (Ala. 

Jul. 31, 2009) (on certification by Eleventh Circuit), cited in MAC East, 

LLC v. Shoney's, No. 07-11534 (11th Cir. Aug. 11, 2009), reversing No. 

2:05-cv-1038-MEF (WO) (M.D. Ala. Jan. 8, 2007) (granting partial sum-

mary judgment that Shoney's had breached the contract).  In the 

Shoney's case, the contract in suit specifically gave Shoney's the right, in 

its sole discretion, to consent to any proposed assignment or sublease.  

The Alabama Supreme Court held that this express language trumped 

the rule, laid down in prior case law, to the effect that a refusal to con-

sent is to be judged by a reasonableness standard under an implied 

covenant of good faith. 

Heads-up – lease agreements:  If a commercial- or residential lease 

agreement requires the landlord's consent before the tenant can assign 

http://www.nytimes.com/1987/12/19/business/pennzoil-texaco-fight-raised-key-questions.html?pagewanted=all
http://www.nytimes.com/1987/12/19/business/pennzoil-texaco-fight-raised-key-questions.html?pagewanted=all
http://www.alabamaappellatewatch.com/uploads/file/1071465.PDF
http://www.ca11.uscourts.gov/opinions/ops/200711534.
http://www.ca11.uscourts.gov/opinions/ops/200711534.
http://www.websupp.org/data/MDAL/2:05-cv-01038-40-MDAL.pdf
http://www.websupp.org/data/MDAL/2:05-cv-01038-40-MDAL.pdf
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the lease, state law might impose a reasonableness requirement. I 

haven't researched this in any depth, but ran across an unpublished Cal-

ifornia opinion and an old law review article, each collecting cases. See  

Nevada Atlantic Corp. v. Wrec Lido Venture, LLC, No. G039825 (Cal. App. 

Dec. 8, 2008) (unpublished; reversing judgment that sole-discretion 

withholding of consent was unreasonable); Paul J. Weddle, Pacific First 

Bank v. New Morgan Park Corporation: Reasonable Withholding of Con-

sent to Commercial Lease Assignments, 31 WILLAMETTE L. REV. 713 (1995) 

(first page available for free at Hein Online,  http://goo.gl/JKw6B; also 

available for a fee at the LexisNexis Web site at http://goo.gl/gNeQa).   

Similar provisions:  See, e.g., the following specimen contract provisions:  

{{{IBMServ}}} § 13.9.  {{{SmithKlineTM}}} § 16.  {{{VerizonNDA}}} § 5.   

1101.16 Assignment consent – damages for unreasonable 

withholding, etc. 

For the avoidance of doubt, IF: A party suffers damages as a result 

of another party's unreasonable withholding, delay, or condition-

ing of consent to a proposed assignment of this Agreement by the 

first party; THEN: Those damages are not subject to any exclusion 

of remedies or other limitation of liability in this Agreement.  

Purpose:  This paragraph would (or at least should) preclude the non-

assigning party from arguing that the assigning party's damages for a 

busted M&A deal should be categorized as “consequential” damages — 

which the non-assigning party might not have to pay if the contract ex-

cluded such damages.  

1101.17 Assignment consent – at discretion of consenting 

party 

A party having the right to grant or withhold consent to an as-

signment of this Agreement may do so in its sole and unfettered 

discretion. 

Purpose:  This is an alternative to the "not to be unreasonably withheld" 

section above.  If a party might want the absolute right to withhold con-

sent to an assignment in its sole discretion, it would be a good idea to 

try to include that in the contract language.  Otherwise, there's a risk 

http://scholar.google.com/scholar_case?case%3D5975088459473960721
http://goo.gl/gNeQa
http://goo.gl/gNeQa
http://goo.gl/gNeQa
http://heinonline.org/HOL/LandingPage?collection=journals&handle=hein.journals/willr31&div=32
http://goo.gl/JKw6B
https://litigation-essentials.lexisnexis.com/webcd/app?action=DocumentDisplay&crawlid=1&srctype=smi&srcid=3B15&doctype=cite&docid=31+Willamette+L.+Rev.+713&key=5996d6d0020988b5e80938c9852b72ee
http://goo.gl/gNeQa
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that court might impose a commercial-reasonableness test under appli-

cable law (see the next bullet).  

Heads-up: What if the other side says "no"?   Suppose one side asks for 

at-discretion language like this — but the other side rejects it.  A court 

could well take this as a signal that the parties intended the opposite of 

the at-discretion language, for example that consent would not be un-

reasonably withheld.  ¶ Something similar to this happened in the Pacif-

ic First Bank case discussed above:  The lease agreement prohibited as-

signment, including by operation of law, without the landlord's consent, 

and also stated that the landlord would not unreasonably withhold its 

consent to an assignment of the lease to a subtenant that met certain 

qualifications. The lease agreement, however, did not include such a 

"not to be unreasonably withheld" provision for other assignments.  The 

Oregon supreme court held that the state's law did impose a duty of 

good faith on the landlord, absent an agreement otherwise — but the 

court also concluded that the parties had indeed agreed otherwise.  See 

Pacific First Bank v. New Morgan Park Corp., 876 P. 2d 761 (Ore. 1994) 

(affirming court of appeals decision on different grounds, and reversing 

trial-court declaration that bank-tenant had not materially breached 

lease agreement).   

Heads-up:  Explicit "at discretion" language may be necessary:  In 2009, 

the Alabama Supreme Court rejected a claim that Shoney's restaurant 

chain breached a contract when it demanded a $70,000 to $90,000 

payment as the price of its consent to a proposed sublease. The su-

preme court noted that the contract specifically gave Shoney's the right, 

in its sole discretion, to consent to any proposed assignment or sub-

lease.  Significantly, prior case law from Alabama was to the effect that 

a refusal to consent would indeed be judged by a commercial-

reasonableness standard. But, the supreme court said, "[w]here the 

parties to a contract use language that is inconsistent with a commer-

cial-reasonableness standard, the terms of such contract will not be al-

tered by an implied covenant of good faith. Therefore, an unqualified 

express standard such as 'sole discretion' is also to be construed as writ-

ten." Shoney's LLC v. MAC East, LLC, 27 So.3d 1216 (Ala. 2009) (on certi-

fication by Eleventh Circuit).  

http://scholar.google.com/scholar_case?case=7064392015529436400&hl=en&as_sdt=2&as_vis=1&oi=scholarr
http://scholar.google.com/scholar_case?case=14754343401549936655&hl=en&as_sdt=2&as_vis=1&oi=scholarr
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1101.18 Assignment – acts as delegation 

For the avoidance of doubt, an assignment of this Agreement op-

erates as a transfer of the assigning party’s rights and a delegation 

of its duties under this Agreement, but it does not relieve the as-

signing party of its responsibility for performance of those duties. 

Purpose:  This section is adapted from UCC § 2-210(4).  Of course, Arti-

cle 2 applies only to the sale of goods, but drafters often assume the ef-

fect of an assignment to be the same for non-sale contracts, so it can’t 

hurt to spell it out. 

1101.19 Assignment – effect of acceptance 

For the avoidance of doubt, an assignee's acceptance of an as-

signment of this Agreement constitutes the assignee's promise to 

perform the assigning party's duties under the Agreement.  That 

promise is enforceable by either the assigning party or by the 

non-assigning party. 

Purpose:  This section is also adapted from UCC § 2-210(4); see the 

commentary to the "Assignment acts as delegation" provision. 

1101.20 Assignment – written assumption 

IF: The non-assigning party so requests of an assignee of this 

Agreement; THEN: The assignee will seasonably provide the non-

assigning party with a written assumption of the assignor's obliga-

tions, duly executed by or on behalf of the assignee; ELSE: The as-

signment will be of no effect. 

Purpose:  To provide the non-assigning party with a document “proving 

up” the assignee's assumption of the assignor's contract obligations. 

That could make life a bit easier down the road for the non-assigning 

party's trial counsel if contract trouble with the assignee were to ensue. 

http://www.law.cornell.edu/ucc/2/2-210.html
http://www.law.cornell.edu/ucc/2/2-210.html
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1101.21 Assignment – confidentiality of nonpublic 

information 

A non-assigning party will preserve in confidence any non-public 

information about an actual- or proposed assignment of this 

Agreement that may be disclosed to that party by a party partici-

pating in, or seeking consent for, the assignment. 

Purpose:   This section would discourage leaks (intentional or other-

wise), for example of M&A-related information, and the “complications” 

that can arise from insider trading. 

1101.22 Attorneys' fees – basic provision 

(a) In any action in any forum arising out of or relating to this 

Agreement or any transaction or relationship resulting from it, the 

prevailing party will be entitled to recover its expenses and costs 

from the other party, in addition to any other relief that may be 

granted. ¶ (b)  For the avoidance of doubt, for purposes of this 

section: Action refers to any action or proceeding, whether judi-

cial, administrative, arbitral, or other. Costs refers to costs of the 

action, for example costs of court or of arbitration. Expenses re-

fers to reasonable attorneys’ fees and expenses incurred in the 

action, including for example expert-witness fees and expenses. 

Purpose:  A party that thinks it likely would win any lawsuit would want 

the other side to pay its legal expenses.  

If omitted:  The general rule in the U.S. is that each party must pay its 

own attorneys’ fees.   Some view a prevailing-party allocation (some-

times called the “loser pays” rule, or the “everywhere but America” 

rule) as fundamentally fair: If you lose a case, presumably you were re-

sponsible for the case having to be litigated, so you should pay the at-

torneys’ fees and expenses that you made the winner spend. ¶ Big 

companies, however, sometimes regard litigation expenses as a cost of 

doing business — and once in a while, they might try to use their supe-

rior financial strength as a litigation advantage.  

What constitutes a prevailing party: Some courts have held that, if 

the putatively-winning side is not the “prevailing party” if it did not re-
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ceive any monetary damages or equitable relief. See, e.g., Interconti-

nental Group Partnership v. KB Home Lone Star LP, No. 07-0815 (Tex. 

Aug. 28, 2009) (5-4 reversal of $66,000 attorneys’ fees award to plaintiff 

that had received a zero-dollar damages award and no declaratory or 

other equitable relief). ¶ Some commentators have suggested that 

drafters should specify what they mean by “prevailing party,” but my 

guess is that most will not want to do so. 

Texas rule: In Texas, absent an agreement otherwise, a party that suc-

cessfully enforces a claim on an oral or written contract — but not a 

party that successfully defends against an enforcement action — is enti-

tled to recover attorneys’ fees. See Tex. Civ. Prac. & Rem. 

Code § 38.001. Consequently, if a party negotiating a contract thinks it 

might be more likely to be the defendant in a dispute than the plaintiff, 

it might want to affirmatively include a “pay your own lawyer” provision 

in the contract, in the hope of cutting off the plaintiff’s statutory right of 

recovery in such a jurisdiction. 

Heads-up:  California Civil Code § 1717 provides, in essence, that any at-

torneys’ fees provision is to be treated as a prevailing-party provision, 

and states that attorneys’ fees under the section cannot be waived. 

Attorneys’ fees awards in arbitration awards:  In an arbitration pro-

ceeding, applicable law might override the parties’ agreement that at-

torneys’ fees can, or cannot, be awarded.  See Recovery of Attorneys’ 

Fees in International Arbitration: the Dueling ‘English’ and ‘American’ 

Rules, by John L Gardiner & Timothy G Nelson of Skadden Arps, at 

http://bit.ly/bMF35d (accessed Jan. 30, 2010). 

1101.23 Attorneys' fees – after rejection of covered 

settlement offer 

(a) IF:  In a covered dispute a party does not timely accept a cov-

ered settlement offer, each as defined below; AND: That party fi-

nally fails to obtain a result in the dispute at least 20% more fa-

vorable than the covered settlement offer; THEN: That party must 

pay or reimburse the offeror’s costs and expenses, including for 

example reasonable fees and expenses charged by the offeror's 

attorneys and/or expert witnesses, that the offeror incurred in 

http://www.supreme.courts.state.tx.us/historical/2009/aug/070815.pdf
http://www.supreme.courts.state.tx.us/historical/2009/aug/070815.pdf
http://www.statutes.legis.state.tx.us/Docs/CP/htm/CP.38.htm
http://www.statutes.legis.state.tx.us/Docs/CP/htm/CP.38.htm
http://www.leginfo.ca.gov/cgi-bin/displaycode?section=civ&group=01001-02000&file=1708-1725
http://bit.ly/bMF35d
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the dispute after making the offer.  ¶ (b)  A covered dispute is any 

action or proceeding before any tribunal, where the action or pro-

ceeding arises out of or relates to (1) this Agreement or (2) any 

transaction or relationship arising from this Agreement.  ¶ (c) A 

covered settlement offer is a written offer that (1) expressly 

states that it is subject to this section, and (2) offers to settle a 

covered dispute. ¶ (d) Matters of timing and other procedural is-

sues concerning the offer will be governed in the general manner 

provided for an offer of judgment under Rule 68 of the [U.S.] Fed-

eral Rules of Civil Procedure, any necessary change being made, 

to the extent the parties do not agree otherwise. ¶ (e) Absent 

consent of the other party, each party shall preserve in strict con-

fidence (1) the existence and details of any offer made by the 

other party pursuant to this section, and (2) any subsequent 

communications between the parties regarding any offer made 

pursuant to this section.  

Purpose:  The general intent of this section — modeled on Rule 68 of 

the Federal Rules of Civil Procedure — is to create meaningful incentives 

for parties to accept reasonable settlement offers.  ¶ The problem with 

Federal Rule 68 is that it’s pretty much toothless:  It shifts only subse-

quently-incurred court costs, which usually don’t amount to a lot of 

money in the scheme of things, and it doesn’t shift the burden of attor-

neys’ fees, which can be huge. As a result, many litigators don’t regard 

Rule 68 as providing much incentive to settle. ¶ A somewhat-better ap-

proach is New Jersey Court Rule 4:58, available at http://bit.ly/XiDF0, 

which shifts not just court costs but also attorneys’ fees, but that rule 

applies only when exclusively-monetary relief is sought, which is not the 

case with this section. 

Covered dispute – subdivisions (a), (b):  The class of disputes covered 

by this section is intentionally broad, encompassing what could be a 

wide variety of disputes even between non-parties.  

Covered settlement offer – subdivision (c):  The requirement that a 

settlement offer be expressly identified as covered by this provision is 

intended to prevent a winning party from ambushing the loser by claim-

http://bit.ly/XiDF0
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ing that one of its earlier communications was an unaccepted "settle-

ment offer."   

Confidentiality – subdivision (e):  The rationale for the confidentiality 

requirement should be self-evident.  NOTE: A party making an offer is 

not required to keep its own offer confidential, but it is required keep 

confidential any subsequent communications, including its own, about 

the offer. 

1101.24 Binding nature of Agreement 

(a) Each party acknowledges that it has read this Agreement; un-

derstands it; and agrees to be bound by it. ¶ (b) This Agreement 

will also bind the respective heirs, successors, and assigns of the 

parties, if any.  

Precedents:  See, e.g., the following specimen contract provisions:  

{{{AT&T(14.    

1101.25 Contra proferentem rule of interpretation not to 

be applied 

Any ambiguity or inconsistency in this Agreement is to be resolved 

in accordance with the most reasonable construction and not 

strictly for or against either party by virtue of that party's author-

ship of a relevant provision of this Agreement or of any of its in-

terim drafts. 

Purpose:  The contra proferentem principle says that — other things be-

ing equal — ambiguities in the language of a contract should be re-

solved against the party that proffered the language, that is, against the 

drafter. See generally the Wikipedia article on the subject. The rationale 

is that the proffering party had the opportunity to make the language 

clear, one way or another, and so ambiguities should be resolved in fa-

vor of the other side.  

Precedent:  Howard Hughes Corp. Transition Services Agreement 

§ 10.11. 

http://en.wikipedia.org/wiki/Contra_proferentem
http://www.faqs.org/sec-filings/101112/Howard-Hughes-Corp_8-K/a10-21087_1ex10d1.htm
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1101.26 Counsel 

Each party has had the opportunity to be represented by counsel 

of its choice in deciding whether to enter into this Agreement on 

the terms and conditions set forth in it. 

Purpose:  A party might want to ask for this provision if it might later be 

perceived as having had a lot more bargaining power than the other 

side. When judges are asked to invalidate an allegedly-onerous contract 

clause — for example, a limitation of liability, a choice-of-law or choice-

of-forum clause, an arbitration requirement, a waiver of jury trial, 

etc. — they will sometimes take into account whether the parties were 

represented by counsel when they negotiated the contract.  

Opportunity, not actual representation: If the evidence showed that 

a factual statement like this wasn’t true, then a judge might well ignore 

the statement.  (If an untrue factual recital were to benefit a party that 

didn’t draft the contract, the judge likely will deem the recital true, rea-

soning that the non-drafting party was entitled to rely on the recital.)  

For that reason, •  this provision says that the parties have had the op-

portunity to be represented by counsel, as opposed to, have been rep-

resented by counsel; and, •  the clause refers to entering into the 

Agreement, not to negotiating the Agreement, because as a factual 

matter there might not have been any negotiations. 

1101.27 Economical Litigation Agreement will apply 

(a) Any dispute arising out of or relating to this Agreement or any 

transaction or relationship resulting from it, including but not lim-

ited to any dispute concerning breach, termination, or validity of 

this Agreement, whether based on action in contract, tort, or oth-

erwise, will be finally resolved by civil litigation in accordance with 

the CPR Economical Litigation Agreement (2010 edition).  

¶ (b) Trialwill be to a judge sitting without a jury, EXCEPT THAT, in 

jurisdictions where advance waiver of jury is prohibited as a mat-

ter of law, or where all parties to this Agreement subsequently 

agree in writing, trial will be to a jury. 
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Comment:  The CPR Economical Litigation Agreement (a.k.a. a “litigation 

pre-nup”) is a relatively new document. Its provisions make a good deal 

of sense, but they might not make sense for your particular circum-

stances. Think carefully, therefore, before including this provision in 

your contract. 

1101.28 Entire agreement is set forth here 

This Agreement, together with any exhibits, schedules, addenda, 

and/or appendixes attached to it,  sets forth the parties’ final, 

complete, exclusive, and binding statement of their agreement 

concerning its subject matter.   

Purpose:  This is what’s known as an "integration" clause; language like 

this is extremely common in commercial contracts. 

Additional language:  If you're a drafter who just can't resist saying the 

same thing over and over in different ways, consider adding the follow-

ing:  "For the avoidance of doubt, this Agreement supersedes all prior 

agreements and undertakings, both written and oral, between or on 

behalf of the Parties with respect to that subject matter. Except as stat-

ed in this Agreement, there are no promises, understandings, represen-

tations, or warranties of any kind between the parties concerning that 

subject matter." 

Heads-up:  In some jurisdictions, a court might not enforce an entire-

agreement clause. For example, in a 2008 case, a group of Shell gasoline 

dealers claimed that Shell had orally amended the franchise agree-

ment — this, even though the agreement purported to rule out oral 

promises. The appeals court affirmed the judgment against Shell.  Mar-

coux v. Shell Oil Prods. Co. LLC, 524 F.3d 33 (1st Cir. 2008). The court 

quoted the Restatement (Second) of Contracts § 209 cmt. b (1981): 

“Written contracts, signed by both parties, may include an explicit dec-

laration that there are no other agreements between the parties, but 

such a declaration may not be conclusive.” (Emphasis added.) 

1101.29 Exhibits, schedules, etc. are part of this Agreement 

For the avoidance of doubt: (a) Each exhibit, schedule, addendum, 

and/or appendix to this Agreement (each, an "attachment") is 

http://www.cpradr.org/Resources/ALLCPRArticles/tabid/265/ID/584/CPR-Pilot-Economical-Litigation-Agreement-Unveiled-April-19-Web.aspx
http://www.ca1.uscourts.gov/cgi-bin/getopn.pl?OPINION=05-2771.01A
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deemed a part of the Agreement as though fully set forth in the 

body of the Agreement.  ¶ (b) Any reference to this Agreement is 

to be deemed as including each such attachment unless otherwise 

clear from the context.  

Purpose:   This provision tries to head off any creative attempt to argue 

otherwise.  For example, in a 2012 Fifth Circuit case, a district court 

ruled that a description of oil-and-gas properties in a contract exhibit 

had not been finalized, and therefore was not incorporated into the 

contract, which therefore (according to the district court) did not satisfy 

the statute of frauds; the Fifth Circuit reversed, saying that the exhibits 

were clearly intended to be incorporated into the contract, and the con-

tract clearly contemplated that the exhibits would not be final until cer-

tain additional title work had been completed.  See Preston Exploration 

Co. v. GSF, L.L.C., No. 10-20599 (5th Cir. Feb. 1, 2012) (vacating and re-

manding district court judgment). 

1101.30 Fiduciary relationships are disclaimed 

For the avoidance of doubt, no signatory party, in entering into 

this Agreement, intends to enter into a fiduciary relationship. 

Purpose:  This is a lawyer-repellant clause, intended to deter, say, a cus-

tomer's trial counsel from trying to argue that the vendor supposedly 

had fiduciary obligations to the customer. 

1101.31 Forum selection – basic provision 

Any action arising out of this Agreement must be filed exclusively 

in a court in Houston, Texas, U.S.A. having jurisdiction of the sub-

ject matter of the action.  Each party agrees to submit to the spe-

cific jurisdiction of the stated court(s), solely for actions as speci-

fied in this section. 

Purpose:  The above paragraphs of this section provide a plain-English 

version of what’s often referred to as a “forum-selection clause.”    

Heads-up:  Disputes “arising out of”:  Some drafters like to say that the 

specified forum applies, not just to disputes “arising out of” the agree-

ment, but also more broadly to disputes “relating to” the agreement. 

http://www.ca5.uscourts.gov/opinions/pub/10/10-20599-CV0.wpd.pdf
http://www.ca5.uscourts.gov/opinions/pub/10/10-20599-CV0.wpd.pdf
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This broader language could be problematic, however, especially in an 

exclusive-jurisdiction clause. As a hypothetical example, consider a 

software vendor entering into a license agreement with a customer. The 

vendor might be willing to agree to litigate actions arising out of the li-

cense agreement in the customer’s home jurisdiction. On the other 

hand, the vendor might not want to agree up front to litigate all possible 

related disputes in the customer’s jurisdiction. For example, suppose 

that the customer were to help a competitor of the vendor to steal the 

vendor’s trade secrets. In that situation, the vendor might want to be 

free to bring suit against both the competitor and the customer in the 

vendor’s own home jurisdiction, and not to have to fight over whether 

the suit was required to be brought in the customer’s home court. 

Heads-up:   Exclusive jurisdiction:  Drafters should think very carefully 

before approving an exclusive-jurisdiction forum selection clause. ¶ A 

party might not want to be forced to litigate in one particular place — 

not even in its own home jurisdiction — because:  • Litigating in the 

other party’s home jurisdiction can significantly increase the expense of 

litigation for the “visiting team,” especially if the case ends up going to 

trial. • Moreover, the visitors may have a legitimate concern about the 

other side’s home-court advantage. ¶ On the other hand:  • If a poten-

tial plaintiff expects it will want speedy relief (for example, a preliminary 

injunction), it might make sense to agree that it will bring suit exclusive-

ly in the defendant’s home jurisdiction.  • Several crucial litigation tasks 

are likely to go faster in the defendant's home jurisdiction, such as ser-

vice of process on the defendant and subpoenas for local witnesses.  

¶ For the same reason, it might also make sense to agree to a govern-

ing-law clause stating that the law of the likely defendant’s home juris-

diction will apply — a judge in that jurisdiction will already be familiar 

with the local law, and proving up a ‘foreign’ law won’t be necessary.  

Heads-up:  Courts "of" a city or state:  Think carefully before editing 

this clause to say that exclusive jurisdiction will be in “the courts of Vir-

ginia” or other state – it could constitute a waiver of the right to remove 

to federal court.  See Doe I v. AOL, LLC, No. 07-15323, (9th Cir. Jan. 16, 

2009):  A group of AOL users sued the company in California. The forum-

selection clause in the user agreement required all disputes to be heard 

in “the courts of Virginia.” The district court granted AOL’s motion to 

http://www.ontechnologycontracts.com/general-provisions-clauses-for-contracts/#GenProv_GovLaw
http://www.ontechnologycontracts.com/general-provisions-clauses-for-contracts/#GenProv_GovLaw
http://www.ca9.uscourts.gov/datastore/opinions/2009/01/16/07-15323.pdf
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dismiss, without prejudice to re-filing in a state or federal court in Vir-

ginia. The appeals court reversed, agreeing with other courts that the 

forum-selection clause required litigation exclusively in the relevant 

state courts, not federal courts. (The appeals court also ruled that the 

forum-selection clause was unenforceable as to California residents be-

cause of California’s strong public policy favoring class-action relief, 

which was not available in Virginia state courts.) 

Specific- vs. general jurisdiction:  For additional information, see the 

Wikipedia discussion of the distinction between general jurisdiction and 

specific jurisdiction. 

1101.32 Forum selection – transfer right not waived 

For the avoidance of doubt, if this Agreement specifies a non-

exclusive forum, it is not intended as a waiver of any right a party 

other than the party filing the action may have under applicable 

law to seek transfer to another venue. 

Purpose:  I seem to remember seeing a case in which a party argued 

that a non-exclusive forum selection provision destroyed the other par-

ty's ability to remove a case from state court to federal court. But I did-

n't make a note of it.  

1101.33 Forum selection – limited purpose 

For the avoidance of doubt, nothing in this Agreement is to be 

construed as a submission by a party to the general jurisdiction of 

any court or other tribunal, nor as such a submission for any pur-

pose except as specified in this section. 

Specific- vs. general jurisdiction:  For additional information, see the 

Wikipedia discussion of the distinction between general jurisdiction and 

specific jurisdiction. 

http://en.wikipedia.org/wiki/Personal_jurisdiction#General_versus_specific_jurisdiction
http://en.wikipedia.org/wiki/Personal_jurisdiction#General_versus_specific_jurisdiction
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1101.34 Forum selection – applies only to non-arbitral 

actions 

For the avoidance of doubt, IF: This Agreement contains provi-

sions for the arbitration of disputes; THEN: This section applies 

only to actions not required to be resolved by such arbitration.   

1101.35 Forum selection – removal right not waived 

For the avoidance of doubt, unless clearly stated otherwise, this 

section is not intended to negate or waive any right a party may 

have by law to remove an action from one court to another, for 

example to remove an action filed in state court (in the United 

States) to federal court.   

1101.36 Forum selection – applies to non-party actions as 

well 

For the avoidance of doubt, this Agreement’s forum-selection 

provisions are not intended to apply to actions or proceedings ini-

tiated by non-parties to this Agreement. 

1101.37 Governing law – basic provision 

Any claim, controversy, or other dispute arising out of or relating 

to this Agreement, its interpretation or enforcement, or any 

transaction or relationship resulting from it, will be governed ex-

clusively by the laws applicable in Houston, Texas, USA, without 

regard to conflicts-of-law or choice-of-law rules.   

Enforceability:  U.S. courts typically enforce choice-of-law provisions in 

a contract unless the choice would lead to a result contrary to a funda-

mental public policy of the forum. EXAMPLE:  Suppose a Texas company 

opened an office in California, hired local people, and "asked" them to 

sign an employment agreement.  Suppose also that under the terms of 

the employment agreement, if the employee were to leave the compa-

ny, he or she would be prohibited from working for a competitor of the 

company for one year.  Finally, suppose that the employment agree-

ment includes a Texas choice-of-law clause.  Post-employment non-
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competition covenants are enforceable in Texas in the proper circum-

stances, but the odds are high that a California court would flat-out re-

fuse to enforce the covenant anyway, because California has a strong 

public policy against such covenants; the California court would likely 

refuse to give effect to the parties' stated choice of Texas law to govern 

the contract. 

Arising out of, etc.:  The phrase “arises out of this Agreement” is 

broadened by the phrase “or relates to this Agreement.”  The “any 

transaction or relationship” language allows the parties to specify that a 

particular law will govern, not just their own disputes, but also any dis-

putes between third parties that result from the agreement.  (Of course, 

a court might look for reasons to disregard such a choice-of-law provi-

sion — especially if the provision appeared to be an attempt to draft 

around an important local law. Cf. Narayan v. EGL, Inc., No. 07-16487 

(9th Cir. Jul. 13, 2010) (reversing and remanding summary judgment; a 

reasonable jury could find that plaintiffs were employees; recitation of 

their independent-contractor status was not controlling, and choice of 

Texas law to govern interpretation of agreement did not affect applica-

tion of California law to determine their employment status)) 

Choice-of-law rules are excluded from the governing-law selection. 

Suppose the parties agreed that State A’s law would apply. But suppose 

also that, on the facts of the case, State A’s choice-of-law rules would 

cause State B’s law to apply. Presumably that would not be what the 

parties wanted. Hence, this language excludes choice-of-law rules. 

Heads-up:  If a contract specifies “the laws of the United States” as the 

governing law, a court might deem the parties to have agreed to the 

application of federal common law as well as federal statutory law. The 

First Circuit did this, albeit by agreement of the parties, in Powershare, 

Inc. v. Syntel, Inc., No. 09-1625, slip op. at 9 (1st Cir. Mar. 1, 2010)  (re-

versing denial of motion to stay litigation in favor of a pending arbitra-

tion). 

Heads-up:  A court might disregard a choice-of-law provision if the 

choice contradicted a fundamental policy of the forum jurisdiction — 

for example, if an agreement purporting to be with an independent con-

http://www.ca9.uscourts.gov/datastore/opinions/2010/08/05/07-16487.pdf
http://www.ca1.uscourts.gov/pdf.opinions/09-1625P-01A.pdf
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tractor and reciting that another state’s law applied were found actually 

to be an employment agreement.  

Further reading: See generally the Wikipedia article “Choice of law 

clause” at http://bit.ly/7dPP31.  

1101.38 Governing law – disclaimer of certain authorities 

For the avoidance of doubt, the parties expressly agree that the 

following will not govern this Agreement nor any transaction or 

relationship arising out of it:  • UN Convention on Contracts for 

the International Sale of Goods (CISG).  • Uniform Computer In-

formation Transactions Act (UCITA).  • American Law Institute 

Principles of the Law of Software Contracts.   

UN CISG: See the Wikipedia article at http://bit.ly/4RGKAl.   

UCITA:  Section 104 of UCITA, a controversial proposed uniform law, al-

lows parties to a contract to “opt out” of its applicability. (As of Nov. 

2009, UCITA had been enacted only by Maryland and Virginia.)  See 

generally:  • the Wikipedia article at http://bit.ly/7Zln8i; • materials at 

http://bit.ly/6ZW4hQ on “bomb-shelter” legislation enacted by Iowa, 

North Carolina, Vermont, and West Virginia. 

ALI Principles:  The ALI Principles of the Law of Software Contracts, ap-

proved by the ALI in mid-2009, are disliked by many software vendors. 

¶ For example, the Principles proclaim, out of thin air, a warranty — 

which cannot be disclaimed — that the software contains no known 

material hidden defects. Many vendors would regard this as ludicrous: 

in most cases, the cost of testing software, and of documenting the test 

results, to achieve that (vague) standard would make it inordinately ex-

pensive. ¶ The Reporter for the project claims that this warranty merely 

restates existing law.  See Bob Hillman, American Law Institute Ap-

proves the Principles of the Law of Software Contracts (accessed Oct. 3, 

2010).  To me, though, this warranty it seems more like a stimulus pack-

age for underemployed litigation counsel. ¶ The actual text of the Prin-

ciples — which the drafters clearly intended to be adopted by courts as 

law — is available only by buying it from ALI for $87, or as a $40 down-

load of the proposed final draft. So far as I’ve been able to tell, at this 

writing (September 2010) the Principles have not been adopted by any 

http://bit.ly/7dPP31
http://bit.ly/4RGKAl
http://bit.ly/7Zln8i
http://bit.ly/6ZW4hQ
http://www.concurringopinions.com/archives/2009/06/american-law-institute-approves-the-principles-of-the-law-of-software-contracts.html
http://www.concurringopinions.com/archives/2009/06/american-law-institute-approves-the-principles-of-the-law-of-software-contracts.html
http://www.ali.org/index.cfm?fuseaction=publications.ppage&node_id=121
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state legislature, nor has any court has followed them.  ¶  Further read-

ing (all most recently accessed June 21, 2009 except as indicated):  

• Mark F. Radcliffe, New and Flawed Rules: Dealing with the ALI Princi-

ples of Law of Software Contracts – contains a checklist of steps soft-

ware vendors could take to conform their license agreements to the 

Principles (accessed June 24, 2009).  • Dean Raymond T. Nim-

mer, Flawed ALI Software Contract Principles. • Sean Hogle, ALI’s Prin-

ciples: My Recommendation for Software Vendors. • Kristie 

Prinz, Series on ALI Software Contract Principles (accessed June 23, 

2009). 

1101.39 Headings for reference only 

Headings and subheadings in this Agreement are included for 

convenient reference only and are not to be considered in con-

struing the corresponding text of this Agreement. 

Precedent:  Howard Hughes Corp. Transition Services Agreement 

§ 10.11. 

1101.40 Independent contractors 

 (a) Except to the extent (if any) expressly stated otherwise in this 

Agreement, neither party will hold itself out: (1) as an employee, 

agent, partner, joint venturer, division, subsidiary, or branch of 

the other party; or (2) having authority to make any promise or 

other commitment; representation; warranty; or modification of a 

warranty, on behalf of the other party.  ¶ (b) For the avoidance of 

doubt, nothing in this Agreement is to be interpreted as creating 

any such relationship or authority between the parties.   

Comment: This type of clause is arguably becoming more important as 

companies increasingly outsource their work to contractors instead of 

keeping it in-house. 

Heads up:  This clause (or any other like it) might not be enough to do 

the job if a court were to find that in fact the contractor was an em-

ployee. See generally: ● Is Your Independent Contractor Really Your 

Employee?, by Jeremy R. Sayre (2007; accessed Oct. 3, 

2008); ● Employee or Independent Contractor?  The Implications of Mi-

http://www.dlapiper.com/new-and-flawed-rules:dealing-with-the-ali-principles-of-law-of-software-contracts/#page=1
http://www.dlapiper.com/new-and-flawed-rules:dealing-with-the-ali-principles-of-law-of-software-contracts/#page=1
http://www.ipinfoblog.com/archives/licensing-law-issues-flawed-ali-software-contract-principles.html
http://hoviblog.blogspot.com/2009/06/alis-principles-my-recommendation-for.html
http://hoviblog.blogspot.com/2009/06/alis-principles-my-recommendation-for.html
http://www.siliconvalleyiplicensinglaw.com/blog/series-on-ali-software-contract-principles-clarify-rules-on-implied-and-express-warranties-in-software-contracts/
http://www.faqs.org/sec-filings/101112/Howard-Hughes-Corp_8-K/a10-21087_1ex10d1.htm
http://localtechwire.com/business/local_tech_wire/opinion/story/1680383/
http://localtechwire.com/business/local_tech_wire/opinion/story/1680383/
http://library.findlaw.com/2000/Feb/1/127759.html
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crosoft III, by Dennis D. Grant of Arter & Hadden LLP (2000; accessed 

Oct. 3, 2008); ●  the Fifth Circuit’s “economic realities” analysis in, e.g.,  

Hopkins v. Cornerstone America,  No. 07-10952 (Oct. 13, 2008) (affirm-

ing summary judgment of employee status); ● the Ninth Circuit’s refusal 

to apply a Texas choice-of-law clause in holding that a California truck 

driver was really an employee and not an independent contractor, in 

Narayan v. EGL Inc.,  No. 07-16487 (9th Cir. July 13, 2010) (reversing 

summary judgment in favor of employer). 

1101.41 Jury trial waiver 

(a) To the maximum extent not prohibited by law, each party 

waives any right it might have to trial by jury of any dispute aris-

ing out of or relating to this Agreement.  ¶ (b) Each party certi-

fies that no representative, agent or attorney of any other party 

has represented, expressly or otherwise, that such other party 

would not seek to enforce this Agreement's waiver of jury trial. 

¶ (c) Each party acknowledges that it and the other party to this 

agreement have been induced to enter into this Agreement by, 

among other things, the mutual waivers and certifications in 

this "Jury trial waiver" section.  

Comment:  This provision is in bold-faced type to make it conspicuous, 

as might be required for the provision to be given effect in some juris-

dictions. 

Precedent:  Howard Hughes Corp. Transition Services Agreement 

§ 10.14. 

1101.42 Limitation period for bringing legal claims 

Any action or proceeding for breach of this Agreement (including 

for this purpose any action or proceeding for fraud or negligent 

misrepresentation in connection with the parties' entry into this 

Agreement) must be commenced within one year after the cause 

of action accrues. 

Example:  The Eighth Circuit enforced a provision in an M&A agreement 

that required certain indemnity claims by the buyer against the seller to 

be commenced within one year after closing. See Eckert v. Titan Tire 

http://library.findlaw.com/2000/Feb/1/127759.html
http://www.ca5.uscourts.gov/opinions/pub/07/07-10952-CV0.wpd.pdf
http://www.ca9.uscourts.gov/datastore/opinions/2010/07/13/07-16487.pdf
http://www.faqs.org/sec-filings/101112/Howard-Hughes-Corp_8-K/a10-21087_1ex10d1.htm
http://www.ca8.uscourts.gov/opns/opFrame.html
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Corp., 514 F.3d 801, 804 (8th Cir. 2008) (affirming bench-trial judg-

ment), discussed in this note by Roy Harmon. 

Heads-up:  Too-short a time for filing suit might invalidate this section – 

see, for example, UCC § 2-725, which requires a minimum limitation pe-

riod of one year for sales of goods.  Another, typical illustration comes 

from a holding by a California court of appeals:  The court ruled that a 

contract clause requiring an employee to file suit against the employer 

within six months after termination was invalid "because plaintiffs’ 

claims [for overtime pay] were based on unwaivable and fundamental 

statutory rights, and the [contract] provision … violates section 219 and 

public policy, and is thus unenforceable."  Pelligrino v. Robert Half Int’l, 

Inc., No. G039985, slip op. at 11 (Cal. App. 4th Dist. Jan. 28, 2010) (af-

firming district court’s award of damages to former employees for viola-

tion of wage and hour laws). 

1101.43 Limitation period – when contrary to law 

 If a limitation period specified in this Agreement would be unen-

forceable under applicable law, then the action or proceeding in 

question must be commenced within the minimum limitation pe-

riod that would be enforceable under that law.  

1101.44 Mediation of disputes (non-binding) 

 Any dispute between the parties is to be submitted to (nonbind-

ing) mediation, to be scheduled as soon as practicable, upon writ-

ten request by either party.  If not otherwise agreed, the media-

tion will be administered by the American Arbitration Association 

under its Commercial Mediation Rules. 

Further reading:  The American Arbitration Association’s Commercial 

Mediation Rules are at http://bit.ly/7JCWqC.  

Comment: Personally I’m not a fan of mediation. I’ve participated as 

counsel in several mediations on the plaintiffs’ and defendants’ sides. 

My impression from those experiences is that (1) mediators tend to be 

reluctant to grab a party by the lapels, so to speak, and say, “as I see it, 

you’re very likely to lose, and here’s why” (that’s known as “evaluative 

mediation“); and (2) when a defendant agrees to mediate, that fact 

http://www.ca8.uscourts.gov/opns/opFrame.html
http://www.healthplanlaw.com/?p=537
http://www.law.cornell.edu/ucc/2/2-725.html
http://www.courtinfo.ca.gov/opinions/documents/G039985.PDF
http://bit.ly/7JCWqC
http://www.mediate.com/articles/zumeta.cfm
http://www.mediate.com/articles/zumeta.cfm
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alone is often interpreted as a concession that the defendant should 

pay something, and the only question remaining is “how much.”  

Of course, YMMV (your mileage may vary). (Disclosure: My wife is an 

arbitrator-mediator in labor- and employment cases.) 

1101.45 No recourse against other persons 

(a) Each party agrees not to assert any Contract Claim (defined below) 

against any individual or organization other than an individual or organi-

zation expressly identified in this preamble of this Agreement (Contract-

ing Party). ¶ (b) As used in this section, Contract Claim refers to any 

claim, obligation, liability, or cause of action (hereafter, Claim) that may 

(1) be based upon; (2) be in respect of; (3) arise under, out or by reason 

of; (3) be connected with; or (4) relate in any manner to: (A) this 

Agreement; or (B) the negotiation, execution, performance, or breach of 

this Agreement; or (C) any representation or warranty made in, in con-

nection with, or as an inducement to, this Agreement. ¶ (c) For the 

avoidance of doubt, the term Contract Claim encompasses all Claims 

whether, for example, (1) in contract or in tort, (2) in law or in equity, or 

(3) granted by a constitution, statute, regulation, order precedent, or 

other governmentally-enforceable policy. ¶ (d) For the avoidance of 

doubt, the parties intend for the covenant in subdivision (a) to benefit, 

for example, the following NonParty Affiliates:  (1) each affiliate of each 

Contracting Party; and (2) each director; officer; employee, incorpora-

tor; member; partner; manager; stockholder; agent; attorney; or repre-

sentative of; and any financial advisor or lender to; (A) each Contracting 

Party, and (B) each such affiliate.  ¶ (e) To the maximum extent not pro-

hibited by law, each Contracting Party, for itself and any individual or-

ganization claiming through or under that Contracting Party, WAIVES 

AND RELEASES all such Contract Claims against each NonParty Affiliate. 

¶ (f) For the avoidance of doubt, the waiver and release of subdivision 

(e) applies, for example, to all Claims of entitlement to avoid or disre-

gard the entity form of a Contracting Party or otherwise impose liability 

of a Contracting Party on a Nonparty Affiliate.  Such Claims of entitle-

ment include, for example, those based on theories of equity; agency; 

control; instrumentality; alter ego; domination; sham; single business 

enterprise; piercing the veil; unfairness; undercapitalization; or other-

wise. ¶ (g) Each Contracting Party DISCLAIMS, AND AGREES NOT TO AS-

SERT, ANY RELIANCE upon any Nonparty Affiliate with respect to the 

performance of this Agreement or any representation or warranty made 

in, in connection with, or as an inducement to this Agreement.  

http://en.wiktionary.org/wiki/your_mileage_may_vary#Phrase
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Origin:  This provision is adapted from language proposed by a noted 

corporate-law practitioner. See Glenn D. West & Natalie A. Smeltzer, 

Protecting the Integrity of the Entity-Specific Contract: The “No Re-

course Against Others” Clause—Missing or Ineffective Boilerplate?, 

67 BUS. LAW. 39, 71-72 (2011), available at http://goo.gl/b0vRx (ABA 

Section of Business Law membership required). 

1101.46 Notices – basic provision 

All notices sent pursuant to this Agreement (i) must be in writing; 

(ii) if addressed to an organization, must be marked for the atten-

tion of a specific individual, office, or position in the organization; 

and (iii) are effective upon receipt or refusal except to the extent, 

if any, otherwise stated in this Agreement. 

Marked for attention – subdivision (ii):  This language is included be-

cause in a corporate setting, hard-copy notices can sometimes go astray 

if the mailroom people don’t know whom to send it to. 

When effective – subdivision (iii):  Notices are effective upon receipt 

or refusal – which can be independently confirmed by delivery services 

(but see the discussion below about email notices) – and NOT X days af-

ter being mailed.  Parties anticipating sending out many routine notices 

by mail might want to add the latter provision. 

1101.47 Notices – by mail 

Notices given by mail are deemed effective three days after being 

deposited in the U.S. Mail in a properly-addressed postage-

prepaid envelope. 

1101.48 Notices – addresses 

Permissible addresses for notice include those stated in this 

Agreement and any other address reasonably communicated. 

1101.49 Notices – to an organization 

Notice to an organizationis effective upon receipt or refusal by an 

individual who is the organization’s agent for purposes of receiv-

http://www.americanbar.org/content/dam/aba/publications/business_lawyer/2011_67_1/tbl_2011_v67_n1_02_a_west_smeltzer.authcheckdam.pdf
http://www.americanbar.org/content/dam/aba/publications/business_lawyer/2011_67_1/tbl_2011_v67_n1_02_a_west_smeltzer.authcheckdam.pdf
http://goo.gl/b0vRx
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ing communications of the general type sent (for example, a mail-

room clerk). 

1101.50 Notices – email not allowed 

Delivery of notice by email will not be deemed effective even if 

actually received. 

Purpose:  If a contract is silent, a notice sent by email might well be ef-

fective even if no one in the addressee’s organization knows the notice 

has been received by the email system.  Cf. § 15(e) of the Uniform Elec-

tronic Transactions Act (http://bit.ly/7bsP1O), which states that “[a]n 

electronic record is received [and therefore an email notice would be ef-

fective – DCT] … even if no individual is aware of its receipt.”   For that 

reason, a party might not want to rely on email for receiving notices 

about certain subjects such as breach, termination, etc. If so, the parties 

could specify that notices about those specific subjects must be in hard-

copy delivered by overnight service, certified mail, etc.  

Example found on the Web:  {{{UTNDA(11.  

1101.51 Notices – email – unread 

A notice that is sent by email but is not read by the addressee is 

nevertheless effective if, but only if, it has been delivered to an 

email account whose address has been designated in writing, by 

the party being notified, as an address to which notices under this 

Agreement may be sent. 

Comment:  If a party did designate a particular email address for notice, 

it would want to check the inbox for that address regularly to see if any 

new notices had arrived. For that reason, the party might want to set up 

a special “notice” email address that automatically forwards to a specif-

ic individual — or, preferably, more than one such individual — or to 

whoever is designated as having a specific role in the company. The 

forwarding might need to be changed if such an individual goes on vaca-

tion or sick leave, changes positions in the company, or leaves the com-

pany. 

http://bit.ly/7bsP1O
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1101.52 Notices – when undeliverable 

Notices to a party that cannot be found are deemed effective af-

ter reasonable delivery efforts. 

Purpose:  Should be self-explanatory. 

1101.53 Notices – copy to counsel 

Each party giving notice under this Agreement is encouraged, but 

not required, to send a copy of significant notices to the notified 

party’s counsel by any reasonable means; a significant notice 

might be, for example, a notice of breach or of termination. 

Purpose:  In cases of breach or termination, it’s usually better for a no-

tified party’s lawyers to be brought into the picture sooner rather later, 

if for no other reason than to try to get the dispute settled sooner. 

1101.54 Policy statements 

Neither party will (i) dispute the effectiveness of any statement of 

fact or legal conclusion in this Agreement, such as (for example) a 

statement concerning ownership of intellectual property, a dis-

claimer of warranties, a limitation of liability, an entire-agreement 

provision, a requirement that amendments or waivers be in writ-

ing, etc., nor (ii) claim that any such statement of fact or legal 

conclusion was orally amended or waived. 

Purpose:  Some courts have held that, for example, a written-

amendments requirement can be eliminated by an orally-agreed 

amendment, or that a written-waivers provision can likewise itself be 

waived orally without a writing.  This provision tries to make it an inde-

pendent breach of contract for a party to make such an assertion.  

1101.55 Prohibitions apply to attempts, etc. 

 The prohibitions and restrictions of this Agreement extend to 

(i) attempts to do, and (ii) inducing, soliciting, permitting, or 

knowingly assisting anyone else to do, the prohibited or restricted 

thing. 
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Purpose:   This provision would give, say, a licensor a weapon to use 

against a licensee that tried to get around restrictions by having some-

one else do forbidden stuff. 

Objections:  A licensee might be concerned that accusations of “at-

tempted X” might be easy to make but difficult to refute. 

1101.56 Publicity only when agreed 

Neither party will issue any press release about, or otherwise pub-

licly disclose the existence or terms of, (i) this Agreement, or 

(ii) the parties' business relationship contemplated by this Agree-

ment, EXCEPT with the prior written consent of the other party. 

Purpose:  One or another party might want to keep the parties’ relation-

ship confidential, and/or to maintain control over commercial use of its 

name. 

1101.57 Publicity – announcement 

The parties will issue a joint press release, approved by each par-

ty, announcing this Agreement if so requested by either party. 

Heads-up:   A U.S. public company should consider whether the con-

tract is a “material” one, in which case the company might be required 

to file a Form 8-K with the Securities Exchange Commission (SEC). 

1101.58 Publicity – deemed approval of press releases 

 A draft press release prepared by either party will be deemed ap-

proved by the other party if (i) the draft concerns the subject mat-

ter of this Agreement, and (ii) the other party does not object to 

the draft in writing after having five business days in which to re-

view the draft.  

1101.59 Redlining of changes to Agreement documents 

Each party represents that it or its counsel has ‘redlined’ or oth-

erwise called attention to all changes that it made and sent to the 

other party in previously-sent drafts of this Agreement, including 
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but not limited to drafts of any attachments, schedules, exhibits, 

addenda, etc. 

Purpose: Nowadays many and even most contracts get negotiated by 

emailing electronic drafts back and forth. If changes aren’t "redlined," 

it’s usually possible to run a document-comparison program (such as 

the popular Workshare software, formerly DeltaView) to do the redlin-

ing after the fact. Eventually, though, the parties are likely to want a 

handwritten signature on a hard copy of the final contract (although this 

may be changing as commercial services for electronic signature be-

come more widely-used). ¶ Suppose I send you a signed, original, hard-

copy contract and ask you to countersign and return it. • Do you do a 

word-for-word manual comparison, to make sure the hard copy match-

es the agreed electronic document?  If so, you'd be spending time that 

surely could be put to better use, especially (say) at the end of a fiscal 

quarter, when a lot of contracts are in negotiation at once and negotia-

tor time is a scarce resource that has to be used economically. • But if 

you don’t do a word-for-word comparison, how do you know I didn’t 

surreptitiously change something before printing the document for sig-

nature?  ¶ The overwhelming majority of lawyers would never try to 

pull something so underhanded. It’s stupid — if you were to get caught, 

your reputation could be severely damaged. Other lawyers might start 

refusing to deal with you. Your negotiation partner (turned enemy) 

could well report you to the state bar. ¶ But I know two other lawyers 

who, on different occasions years ago, unwittingly let their clients sign 

“bogus” documents that way. Needless to say, their clients weren’t 

pleased. ¶ And courts might well be unsympathetic to a party that 

didn’t read what it signed — especially if the other party gave it reason 

to think changes were made. See, e.g., Cambridge North Point LLC v. 

Boston and Maine Corp., No. C.A. No. 3451-VCS (Del. Ch. Ct. June 17, 

2010) (refusing to declare that $3.5 million payment obligation was un-

enforceable on grounds that it allegedly had been "quietly" inserted in-

to settlement agreement), at http://goo.gl/omZEX, summarized in this 

Alston & Bird blog posting by Susan Wilson, at http://goo.gl/py0HC.  ¶ A 

few years ago, as I started doing more and more contract negotiations 

electronically, I drafted the first version of the clause above to address 

the surreptitious-changes issue. In recent years I’ve had several lawyers 

http://www.workshare.com/products/features/document-comparison-software-matrix.aspx
http://en.wikipedia.org/wiki/Electronic_signature
http://courts.delaware.gov/opinions/download.aspx?ID=139460
http://courts.delaware.gov/opinions/download.aspx?ID=139460
http://goo.gl/omZEX
http://www.alston.com/mergersandacquisitionsblog/blog.aspx?entry=3846
http://goo.gl/py0HC
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tell me that they loved the language and intended to steal it. ¶ At least 

with this clause, each side has an indisputably reasonable basis for as-

suming that the other side isn’t playing dirty. They therefore shouldn’t 

have to worry about re-reading the hard-copy document before signing 

it. (It might still make sense to re-read the hard copy anyway, just to 

make sure it says what you really want it to say.) 

Why a representation and not a warranty? Because the redlining 

provision is designed for higher-volume, long-term relationship work 

such as software license agreements. The customer’s contract negotia-

tor also has limited time, and might not be a lawyer. The last thing your 

sales people want is for the negotiator to get nervous about your lan-

guage and, taking the path of least resistance, to put your deal aside un-

til next quarter. In my experience, a representation clause comes across 

as “softer” than a warranty clause, and is less likely to trigger a visceral 

objection from the other side. ¶ Theoretically, a representation has dif-

ferent legal consequences than a warranty. But in many vendor-

customer situations the differences likely will be academic. This will be 

particularly true in longer-term, high-dollar relationships such as some 

software license agreements. High-dollar vendors are keenly interested 

in preserving their customer relationships if at all possible — they gen-

erally don’t want to file a lawsuit against a customer except as a last re-

sort. If a customer were unintentionally to make a material change in 

the contract without marking it, the odds are high that the vendor and 

customer would try to work things out amicably. In that situation, the 

mere existence of the representation clause would bestow a fair degree 

of moral- and bargaining leverage on the vendor. (It’s something an in-

house counsel could take to his or her counterpart and ask, “can’t we do 

something about this?”) ¶ Whether the change in the contract was truly 

unintentional might well come down to the credibility of the customer’s 

witnesses — not a comfortable situation for the customer to be in. If a 

jury were to conclude that a customer had deliberately sneaked in a 

material unmarked change in the contract, that likely would be fraud, 

giving rise among other things to the possibility of punitive damages. 

That likely would give the vendor even more bargaining power in nego-

tiations to fix the contract wording. ¶ So, on balance, for high-volume, 

high-dollar, long-term agreements, I prefer a simple representation that 
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the customer is likely to accept readily, over a more-complete warranty-

and-reformation clause that might require more time for legal review. 

Additional reading:  See the extended discussion of redlining etiquette 

in an entry at contract-drafting guru Ken Adams’s AdamsDrafting blog. 

1101.60 Reliance disclaimed 

(a) Each party represents and warrants that, in entering into this 

Agreement, it is not relying on any representation by the other 

specified party, other than:  (1) those set forth in this Agreement, 

including for example the Agreement’s exhibits, schedules, etc., 

and (2) those expressly incorporated into this Agreement by ref-

erence. ¶ (b) The parties have agreed to this provision as part of 

their overall allocation of the risks and benefits of this Agreement. 

Purpose:  This no-reliance clause tries to preclude claims by a party that 

it was fraudulently induced into signing a contract by misrepresenta-

tion, and that it should therefore be allowed to undo (rescind) the con-

tract and/or seek punitive damages. Courts have been known to give ef-

fect to no-reliance clauses, especially when the parties are sophisticated 

(but often not in cases of intentional fraudulent concealment).  See, 

e.g., One Communications Corp. v. JP Morgan SBIC LLC, Nos. 09-1815-cv, 

10-0424-cv, slip op. at 4-5 (2d Cir. June 17, 2010) (affirming summary 

judgment dismissing misrepresentation claim). For an overview of New 

York law on this subject, see Brian S. Fraser and Tamala E. Newbold, Big 

Boy Update: Recent New York Case Demonstrates Limits of Big Boy Pro-

visions Where Affirmative Acts of Concealment Are Alleged (Sept. 24, 

2010, accessed Oct. 21, 2010). 

Comment:  If EDS had included a no-reliance clause in its software-

system development agreement with British Sky Broadcasting, perhaps 

it might not have had to pay some $ 460 million to settle Sky’s success-

ful claim for fraudulent inducement – see this February 2010 blog post-

ing that I wrote about the case. 

Note:  Listing specific subjects for which reliance on representations is 

disclaimed might help persuade a court to enforce the no-other-

representations disclaimer – see James W. Hutchison, Getting Burned by 

Boilerplate …, at http://bit.ly/87H7tG (accessed Dec. 8, 2009). 

http://www.adamsdrafting.com/2010/07/06/document-comparison-etiquette/
http://www.ca2.uscourts.gov/decisions/isysquery/c43558c6-4c2c-4669-9eda-9a22908fc5cf/1/doc/09-1815_so.pdf
http://www.ca2.uscourts.gov/decisions/isysquery/c43558c6-4c2c-4669-9eda-9a22908fc5cf/1/doc/09-1815_so.pdf
http://www.rkollp.com/assets/attachments/Big%20Boy%20Update.pdf#page=1
http://www.rkollp.com/assets/attachments/Big%20Boy%20Update.pdf#page=1
http://www.rkollp.com/assets/attachments/Big%20Boy%20Update.pdf#page=1
http://www.ontechnologycontracts.com/2010/02/eds-british-sky-overpromising/
http://www.ontechnologycontracts.com/2010/02/eds-british-sky-overpromising/
http://bit.ly/87H7tG
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1101.61 Savings clause 

IF: A provision of this Agreement is held invalid, void, unenforcea-

ble, or otherwise defective by a tribunal of competent jurisdiction; 

THEN: (1) All other provisions of this Agreement will remain en-

forceable in accordance with their terms; AND (2) the provision in 

question will be deemed modified, but only: (i) as between the 

parties, (ii) in the jurisdiction in question, (iii) to the minimum ex-

tent necessary to cure the defect, and (iv) until such time, if any, 

as the tribunal’s holding, in relevant respects, is vacated, reversed 

on appeal, legislatively overruled, or otherwise set aside. 

Purpose: To reduce the chances that a judge might throw out the 

whole contract merely because of one problem clause. 

As between the parties – subdivision (2)(i):  Suppose that a company 

used a form contract; suppose also that a court held that a particular 

provision — for example, a punitive-damages exclusion in an agreement 

to arbitrate — was invalid. The company might still want to assert the 

provision against other counterparties who had entered into the same 

form contract, and wouldn’t want the savings clause itself to implicitly 

extend the invalidity to all other counterparties. (The company might be 

barred from doing so by the doctrine of collateral estoppel, but that’s 

another matter.) 

Heads-up:  Drafters should consider whether some provisions of this 

Agreement should NOT be severable, so that the relevant section or 

sections are applied on an “all or nothing” basis. For example, suppose 

that an agreement to arbitrate contained a provision for enhanced judi-

cial review of the arbitration award: It might be that, without such an 

enhanced right of appeal, a party would prefer to take its chances in 

court, and not want to arbitrate. In that particular situation, an all-

encompassing severance clause might not be especially wise. 

Precedent:  Howard Hughes Corp. Transition Services Agreement 

§ 10.06. 

http://en.wikipedia.org/wiki/Collateral_estoppel
http://www.faqs.org/sec-filings/101112/Howard-Hughes-Corp_8-K/a10-21087_1ex10d1.htm
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1101.62 Signer authorization 

Each individual signing this Agreement on behalf of an organiza-

tion personally represents that, to the best of his (or her) know-

ledge, his signature has been authorized by that organization. 

Purpose:  This provision can make signers stop and think — because 

they are making a personal representation — as to whether they have 

signature authority, so as to reduce the odds of later problems in that 

area. ¶ A corporation or other organization might try to get out of a 

contract by claiming that its signer did not in fact have signature author-

ity (known as actual authority). The other side can repel such an effort 

by showing that the signer had apparent authority — that is, that it was 

reasonable for the other side to have concluded that the signer did in-

deed have signature authority. An explicit representation by the signer 

can help the other side make its case on that score. 

Objection:  An individual signer might not want to undertake any liabil-

ity exposure on the off chance that his or her signature was not author-

ized. 

1101.63 Signature mechanics 

(a) This Agreement may be signed and delivered in separate coun-

terpart originals; all such counterparts will be deemed to consti-

tute one and the same instrument.  ¶ (b) Any counterpart may 

comprise one or more duplicates, any of which may be signed by 

less than all of the parties provided that each party whose execu-

tion is required signs at least one of the same.  ¶ (c) Delivery of a 

counterpart may be effected (for example) by transmitting a 

signed signature page by FAX, by emailed PDF, or by other elec-

tronic transmission means. 

Precedent:  Howard Hughes Corp. Transition Services Agreement 

§ 10.12. 

Comment:  This provision is reasonably representative of typical lan-

guage found in contracts. 

http://www.faqs.org/sec-filings/101112/Howard-Hughes-Corp_8-K/a10-21087_1ex10d1.htm
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1101.64 Third-party beneficiaries disclaimed 

The parties do not intend for this Agreement to create any right 

or benefit for any party except themselves, other than to the ex-

tent (if any) expressly stated in this Agreement. 

Purpose:  For a third party to be able to claim rights as a beneficiary un-

der a contract, the parties must have intended the beneficiary to have 

such rights. The disclaimer of this section should be enough to show 

that the parties did not have any such intent except to the extent that 

the Agreement expressly says so. See generally the Wikipedia article on 

third-party beneficiaries. 

Precedent:  Howard Hughes Corp. Transition Services Agreement 

§ 10.08. 

1101.65 Waivers – signed writing required 

With a view to avoiding certain contract management- and evi-

dentiary issues, the parties expressly agree that no purported 

waiver by a specified party of any right or obligation under this 

Agreement — including for example any purported waiver of this 

waivers provision — is to be given effect unless it is in a writing 

signed by that party; neither party will assert otherwise in a claim 

or defense.  

Purpose: Courts in some jurisdictions don’t always give effect to no-

oral-waiver clauses, reasoning that the parties can orally waive the no-

oral-waiver clause itself. This language is an attempt to convince the 

court to give effect to the provision. 

1101.66 Waivers – none deemed from non-enforcement or 

delay 

For the avoidance of doubt, the fact that a party, at a given mo-

ment in time, does not enforce one or more of the terms and 

conditions of this Agreement will not be deemed a waiver by that 

party of its right to enforce all such terms and conditions at any 

other time. 

http://en.wikipedia.org/wiki/Third-party_beneficiary
http://www.faqs.org/sec-filings/101112/Howard-Hughes-Corp_8-K/a10-21087_1ex10d1.htm
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Similar provisions:  {{{UTNDA}}} § 12. 
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Specimen Contracts 
The following contracts are available (at this writing) at the Web 

pages indicated by the Google-shortened URLs below: 

American Public Media Asset Purchase Agreement 
 http://goo.gl/81Dv5  

AT&T Nondisclosure Agreement (1-way) 
 http://goo.gl/86nY1  

BDI Multiparty Confidentiality Agreement 
 http://goo.gl/nosuc  

Boeing-Alaska Airlines General Terms 
 http://goo.gl/KHIxM  

CitiGroup DALI Confidentiality Agreement 
 http://goo.gl/I6ltZ  

Disney/Pixar Co-Production Agreement 
 http://goo.gl/P3ak2  

Dow Chemical - Diversa Master Collaboration Agreement  
 http://goo.gl/CNLDw  

Facebook terms of service 
 http://goo.gl/QsIQR  

Ford - Vastera Global Services Agreement  
 http://goo.gl/NL8k5  

GE Energy Financial Services Confidentiality Agreement 
 http://goo.gl/hTICl  

GGP - Howard Hughes Corp. Transition Agreement 
 http://goo.gl/YXQw4  

HP Confidential Disclosure Agreement 
 http://goo.gl/RqAIc  

IBM Agreement for Exchange of Confidential Information 
 http://goo.gl/GU3ly  

IBM Agreement for Services Acquired from an IBM Business Part-
ner 
 http://goo.gl/y0CjO  

Johns Hopkins University Non-Disclosure Agreement 
 http://goo.gl/OZc5g  

http://goo.gl/81Dv5
http://goo.gl/86nY1
http://goo.gl/nosuc
http://goo.gl/KHIxM
http://goo.gl/I6ltZ
http://goo.gl/P3ak2
http://goo.gl/CNLDw
http://goo.gl/QsIQR
http://goo.gl/NL8k5
http://goo.gl/hTICl
http://goo.gl/YXQw4
http://goo.gl/RqAIc
http://goo.gl/GU3ly
http://goo.gl/y0CjO
http://goo.gl/OZc5g
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Johns Hopkins University Affiliation Agreement 
 http://goo.gl/MMBNJ 

Pfizer Confidentiality Agreement 
  

SmithKline-Biovail Trademark License Agreement 
 http://goo.gl/fMgnG 

United-Continental Airlines merger agreement 
 http://goo.gl/34Abn  

University of North Carolina Mutual Confidentiality Agreement 
 http://goo.gl/8QGBv 

University of Texas Non-Disclosure Agreement 
 http://goo.gl/9vBx8  

Verizon Communications Non-Disclosure and Confidentiality 
Agreement (1-way) 
 http://goo.gl/PLql7  

Wal-Mart Outside Counsel Confidentiality Agreement 
 http://goo.gl/1lrmT  

Wal-Mart Money Services Agreement 
 http://goo.gl/BYG5y  

 

http://goo.gl/MMBNJ
http://goo.gl/fMgnG
http://goo.gl/34Abn
http://goo.gl/8QGBv
http://goo.gl/9vBx8
http://goo.gl/PLql7
http://goo.gl/1lrmT
http://goo.gl/BYG5y
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