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Thank you for your interest in the second edition of THE LAW OF OUTDOOR INDUSTRIES. Whether you are
part of a start-up or a national or global outdoor product, apparel, or service company, THE LAW OF
OUTDOOR INDUSTRIES is your reference manual for important business and legal matters that shape
companies of all sizes.
The Stoel Rives Outdoor Industries team has been representing outdoor product, apparel, equipment, and service
companies of all sizes for more than 20 years. The lawyers in the group are from some of our nation’s outdoor
“hot spots” in Oregon, California, Washington, Utah, Idaho, and Minnesota, and understand the complexities of
the laws and business strategies surrounding your companies, and share your passion for the industry. Their
experience as lawyers and outdoor enthusiasts led them to compile THE LAW OF OUTDOOR INDUSTRIES, a
compilation of short chapters addressing a variety of legal and business matters important to the outdoor industry.
This second edition, published in 2012, contains new and updated chapters from the first edition (published in
2011). New chapters address product liability, Proposition 65, and succession planning. This edition also
contains updated chapters on intellectual property, financing, employment, and exit strategies.
We hope that you find THE LAW OF OUTDOOR INDUSTRIES a useful resource and guide. We update this
publication regularly, so please let us know if you have comments or suggestions for future editions. And please do not
hesitate to contact any of the chapter authors directly with specific questions. They are not only experienced and
qualified lawyers in their areas of practice, but they also share your passion for the outdoors. You can read about
their individual outdoor passions by clicking here or visiting www.stoel.com/outdoorindustries.
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Chapter One
THE LAW OF OUTDOOR INDUSTRIES
―Choice of Entity and Corporate Structure―
Kevin T. Pearson, Reed W. Topham

One of the first decisions made by the founder of a business in the outdoor industry should be whether to form a
business entity and, if so, what kind of business entity. It will almost always make sense for a business in the
outdoor industry to be operated through a corporation or a limited liability company. As the business matures
and expands into multiple product lines or divisions, it may also be appropriate to form one or more subsidiaries
to hold those product lines or divisions.
I.
Whether to Form a Business Entity. A founder of a businesses in the outdoor industry will almost
always be well advised to establish a formal business entity for the operation of the business. Although it is
possible to operate a business as a sole proprietorship—that is, through an individual person with no formal
business entity—it is risky to do so because sole proprietorships do not have the liability shield afforded by most
business entities. Without a business entity, losses resulting from lawsuits and poor business operations are the
personal responsibility of the sole proprietor. In addition, the owner of a sole proprietorship is generally not able
to grant equity incentives to its employees and take advantage of related tax benefits.
II.
Considerations in Selecting a Business Entity. The most common types of business entities that
provide liability protection are corporations, limited liability companies, and limited partnerships. Because
limited partnerships are most often used for investment partnerships such as private equity funds and are
increasingly being replaced by limited liability companies, this chapter will focus on the advantages and
disadvantages of corporations and limited liability companies, the two most common types of business entities
used by businesses in the outdoor industry. Both corporations and limited liability companies provide a liability
shield for their owners—that is, shareholders and members of corporations and limited liability companies are
generally not liable for debts of the entity beyond their capital contributions. This generally means that if the
business fails, the owners’ personal assets will not be at risk unless the owners guaranteed specific debts of the
business.
1

The decision of whether to operate a business as a corporation or a limited liability company will be driven
primarily by tax considerations, although various other factors should be taken into account when selecting a
business entity.
A.

Tax Considerations.

1.
Corporations. Under the federal income tax laws, certain corporations that meet
eligibility requirements can elect to be taxed differently than other corporations. These corporations are
commonly called “S corporations.” All other corporations are commonly called “C corporations.” Unless a
corporation makes an election to be taxed as an S corporation, it will automatically be taxed as a C corporation.
The income of a C corporation is generally subject to two levels of tax: one at the corporate level and one at the
shareholder level when distributions are made, stock is sold, or the corporation is liquidated. If an election is
1

However, in certain circumstances, such as when an entity fails to comply with corporate formalities, is undercapitalized, or commingles funds with its
owner’s funds, owners may be held liable for debts of the entity. Because corporations generally must comply with more formalities than limited liability
companies, there may be less risk that members of a limited liability company would be liable for debts and obligations of the entity.
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made to be taxed as an S corporation, the corporation is not itself subject to tax and all losses and profits flow
through to the shareholders. However, an S election will subject the corporation to a number of restrictions that
can significantly limit flexibility and financing options. Distributions from all corporations generally must be
made on a pro-rata basis to shareholders. In addition, contributions of property (as opposed to services) to a
corporation, either upon its initial organization or its admission of additional shareholders, may trigger
recognition of gain with respect to contributed property unless certain requirements are satisfied.
2

2.
Limited Liability Companies. The limited liability company came into existence in
response to a demand for a flexible organization that affords its owners limited liability but is not subject to the
double tax regime applicable to C corporations. A limited liability company with more than one owner, unless it
elects to be treated as a corporation, generally is treated as a partnership, which is a “pass-through” entity, for
federal income tax purposes, and all losses and profits flow through to the members, without any restrictions on
ownership of the type imposed on S corporations. Membership interests of limited liability companies that are
taxed as partnerships have more flexibility than corporations with respect to allocating profits, losses, and credits
and in making distributions on a non-pro-rata basis. Members can also generally allocate profits or credits in one
way and losses in another, subject to certain restrictions. Moreover, subject to various limitations in the tax laws
regarding deductibility, members may generally use membership losses to offset taxable income from other
sources. A contribution of property to a limited liability company that is taxed as a partnership in exchange for
an ownership interest generally is not a taxable event.
B.

Organization, Management, and Operations.

1.
Organization. Both corporations and limited liability companies are formed by the
filing of a relatively simple charter document with the appropriate agency of the state of organization. Additional
standard formalities generally accompany the formation of a corporation, including adopting bylaws, preparing
stock subscription agreements, conducting an organizational meeting of the board of directors, and establishing
the books and records of the corporation.
It is usually advisable for members of a limited liability company to enter into an operating agreement that sets
forth, among other things, how the company will be managed, the rights of members, and how profits and losses
will be allocated and distributed to the members. However, limited liability companies generally are not
required to have operating agreements and, in the absence of such an agreement, state law provides certain default
rules. If an operating agreement is appropriate, it can be very simple or very complex, depending on the needs of
the business, the economic arrangement between or among the owners, and the expectations of the owners. Some
operating agreements are lengthy and fairly complex, and, for that reason, the costs of organizing a limited
liability company with a complicated operating agreement can often significantly exceed the costs of organizing a
corporation.

2

For example, S corporations (i) cannot have more than 100 shareholders, (ii) cannot have shareholders that are not U.S. citizens, individual resident aliens,
or certain trusts and non-profit organizations (i.e., shareholders cannot be corporations, partnerships, or limited liability companies), and (iii) can have only
one class of stock.

STOEL RIVES LLP © 2012

Ch. 1 – Pg. 2

2.
Management and Operations. Subject to certain extraordinary actions that must
generally be approved by the shareholders, the management of a corporation is ultimately the responsibility of a
board of directors, which delegates day-to-day management to corporate officers. The board of directors is elected
by the corporation’s shareholders. Corporations are generally required to follow formalities prescribed by state
law, including holding annual meetings of the shareholders and the board of directors and the maintenance of
books and records.
The management and operations of limited liability companies, on the other hand, are inherently more flexible.
The founders of a limited liability company may choose for the company to be managed by the members or by
one or more managers (including management by a board of directors), and the management structure can be as
simple or sophisticated as desired. Founders may also include in the operating agreement creative operating
provisions, including, for example, the prohibition of expenditures that deviate from a budget that has been preapproved by the managers or members. Limited liability companies are generally not subject to the required
operating formalities applicable to corporations, although certain formalities (such as the requirement to maintain
books of account with respect to operations) are often included in the operating agreement.
C.
Transferability of Interests. Generally, state laws favor the free transferability of stock of a
corporation. Accordingly, subject to restrictions under federal and state securities laws, a shareholder may
generally sell or transfer its shares without the agreement of other shareholders. However, the shareholders may
agree to impose transfer restrictions in the corporate charter or in a separate agreement. While the transfer of a
share of stock of a corporation includes all associated management and economic rights, the management and
economic rights associated with an interest in a limited liability company are severable and may not be
transferable as a unit. State laws generally provide that, unless the operating agreement provides otherwise, the
purchaser of a limited liability company interest is entitled to the profits, losses, and distributions associated with
such interest but is not entitled to participate in the management and affairs of the company without the consent
of all members.
D.
Maturity of Case Law. Because limited liability companies are a relatively new creation, many
states have few court decisions interpreting laws applicable to limited liability companies, including relatively
few court decisions analyzing the rights, duties, and potential liabilities of members and managers of limited
liability companies. Corporations, on the other hand, have a healthy body of case law, much of it from Delaware,
allowing shareholders and directors of a corporation to have a better understanding of their duties, rights, and
potential liabilities.
E.
Financing and Exit Strategy Considerations. A number of factors may limit the financing
and exit strategy options for limited liability companies as compared to corporations. Professional investors such
as private equity firms and venture capitalists sometimes insist that the business in which they invest be operated
through corporations because, among other things, they may desire capital gains treatment upon a later sale of
stock and the maturity of case law analyzing corporation issues allows them to have a firm understanding of their
rights and fiduciary duties. In addition, if a business is operated through an entity that is taxed as a partnership,
the entity may not generate sufficient cash to enable the investors to pay taxes on their allocable shares of taxable
income. Furthermore, from a practical perspective, it is usually necessary for a business to be a C corporation
before it may complete an initial public offering. Corporations also are able engage in tax-free reorganizations,
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while limited liability companies generally are not. It is notable that the sale of all interests in a multiplemember limited liability company to a single buyer may be treated as an asset purchase by the buyer, with
accompanying tax benefits to the buyer (e.g., a stepped-up basis in the assets). The sale of stock of a corporation
generally allows the sellers to take advantage of more favorable capital gains tax rates, while the buyer in a stock
sale will not receive a stepped-up basis in the assets held by the corporation.
III.
Use of Subsidiaries. A growing business in the outdoor industry may have multiple product lines, and
a large business may even have multiple divisions. For these businesses, it may be advisable to hold different
product lines or divisions in a separate subsidiary. Contributing assets relating to a product line or division to a
stand-alone subsidiary raises a number of legal issues, including fraudulent conveyance issues, equity
compensation issues, piercing the corporate veil issues, and third-party consent issues. Nevertheless, standalone subsidiaries for separate product lines or divisions can be beneficial for a number of reasons, including the
following:
3

4

5

6

•

Insulation from Risk. A stand-alone subsidiary will separate the assets and liabilities
relating to one particular product line or division from other product lines or divisions.
This will reduce the likelihood that a creditor with respect to a particular division can
seek recovery against other divisions or the business as a whole.

•

Exit Strategy for a Particular Product Line or Division. A stand-alone subsidiary for a
particular product line or division may facilitate an exit strategy that relates specifically
to that product line or division. For example, it may be easier to sell the product line or
division by simply transferring the equity interests in a subsidiary than to identify and
transfer commingled assets. Even if the business prefers to sell assets, the isolation of
the assets in a subsidiary likely simplifies the transaction.

3

If a transfer of assets to a subsidiary leaves the parent company insolvent or unable to satisfy its obligations to creditors, the transaction could be challenged
as a “fraudulent conveyance.”
4

For example, having equity compensation at the parent-company level could allow equity award recipients to benefit from or be adversely affected by the
performance of not only their own business unit but also other business units.
5

As explained above, risks relating to piercing the corporate veil can be minimized if the parent company, among other things, ensures compliance with
corporate formalities, ensures adequate capitalization for the subsidiary, and establishes a separate bank account for the subsidiary’s funds.

6

For example, the transfer of contracts and permits to a new subsidiary may require the consent of a third party or a governmental entity. In addition, the
transfer of real estate and intellectual property to a new subsidiary likely requires filings with the appropriate governmental agencies.
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Chapter Two
THE LAW OF OUTDOOR INDUSTRIES
―Early-Stage Financing―
Clint Hanni, Rob Yates

Successful outdoor industry companies often require capital to help fund operations and growth. Companies
obtain access to capital by selling equity or by obtaining debt financing. The availability of financing often
depends on the company’s stage of development.
I.
Equity Financing. The offer or sale of a company’s securities is regulated by the federal securities laws
through the U.S. Securities and Exchange Commission (“SEC”). In addition to complying with the federal
securities laws, a company must also comply with the state securities laws in each state in which the offer or sale
of securities is made. Section 5 of the Securities Act of 1933 (“Securities Act”) generally requires that a
registration statement be in effect for a security prior to any sale of such security. Section 4(2) of the Securities
Act provides an exemption from the registration requirements of Section 5 of the Securities Act for transactions
by the issuer not involving any public offering of securities. Using authority delegated by the United States
Congress, the SEC promulgated rules and regulations to create a safe-harbor for companies wishing to rely upon
Section 4(2) of the Securities Act. Similarly, the SEC promulgated a safe-harbor for small offerings exempt under
Section 3(b) of the Securities Act. These safe-harbors are found in Regulation D of the Securities Act.
A.
Regulation D. Regulation D provides for three different rules that companies can rely upon in
making a private offering of securities. Rule 504 is a safe-harbor for small offerings under Section 3(b) of the
Securities Act. The Rule 505 and 506 exemptions are considered a safe harbor for the private offering exemption
of Section 4(2) of the Securities Act.
1.
Rule 504 Exemption. The Rule 504 exemption allows for the offer and sale of up to
$1 million of a company’s securities in any 12-month period. Blank check companies or companies that are
required to file reports under the Securities Exchange Act of 1934 are not allowed to use the Rule 504 exemption.
Under Rule 504 of Regulation D, companies are not allowed to make solicitations or advertisement of their
securities to the public.
Typically, a purchaser of securities under Rule 504 receives “restricted” securities, which means that the purchaser
cannot resell the purchased securities unless a registration statement is in effect or an exemption is applicable.
Rule 504 itself does not expressly require delivery of a disclosure document containing information about the
company. It is prudent, however, for any company offering securities to ensure that sufficient information is
provided to investors to allow them to properly evaluate the security and to make an informed investment
decision, which may be best accomplished by a disclosure document. It goes without saying that information
provided to investors should not be false or misleading and care should be taken to avoid any omission of
information that would make the information provided by the company false or misleading.
A company is allowed under Rule 504 to sell securities that are not restricted if (1) the offering is made
exclusively in one or more states that provide for the registration of the securities and require a publicly filed
substantive disclosure document to be delivered to investors; (2) the company registers the offering in a state that
requires registration and the delivery of a disclosure document while offering and selling the security to investors
living in a state that does not require registration or delivery of a disclosure document as long as all investors
receive a copy of the disclosure document even if such investors live in a state that does not require registration or
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delivery of a disclosure document; or (3) the company sells exclusively according to state law exemptions from
registration that permit general solicitation and general advertising so long as sales are made only to “accredited
investors.” In general, an accredited investor is an individual or entity that is financially sophisticated, and as a
result, is deemed not to require the protection of the registration requirements under the Securities Act.
2.
Rule 505 Exemption. The Rule 505 exemption allows for the offer and sale of up to
$5 million of a company’s securities in any 12-month period to an unlimited number of accredited investors and
up to 35 nonaccredited investors who do not need to meet any sophistication or wealth standards as long as (1) the
company informs the purchasers that they are receiving restricted securities and (2) the company does not use
general solicitation or advertising to sell the securities. Companies are allowed under Rule 505 to decide the type
of information that they would like to provide to accredited investors, but such companies must provide to
nonaccredited investors disclosure documents similar to those that are provided in a registered offering. Any
information that is provided to accredited investors must be given to nonaccredited investors as well. The
company must also make representatives of the company available to answer questions posed by any of the
potential investors.
Within the disclosure documents given to nonaccredited investors, a company must provide financial statements
that are certified by an independent public accountant. A company may be permitted to only provide an audited
balance sheet (to be dated within 120 days of the start of the offering) if the company cannot provide a full set of
audited financial statements without unreasonable effort or expense.
3.
Rule 506 Exemption. The third exemption under Regulation D is found in Rule 506.
Unlike the Rule 504 or 505 exemptions, the Rule 506 exemption allows companies to raise an unlimited amount
of capital. Similar to the Rule 505 exemption, under Rule 506 (1) a company cannot use general solicitation or
advertising to market the securities and (2) a company may sell to an unlimited number of accredited investors
and up to 35 nonaccredited investors. Unlike under Rule 505, however, the nonaccredited investors, either alone
or with a purchaser representative, must be sophisticated (have the knowledge and experience in financial and
business matters to be capable of evaluating the merits and risks of the prospective investment).
The disclosure requirements for Rule 505 also apply to Rule 506, namely the company can decide what
information to provide to accredited investors, so long as the information provided does not violate the federal
securities laws’ antifraud provisions. Companies, however, are required to provide nonaccredited investors with
disclosure documents that contain similar information as would be included in a registration statement for a
registered offering of securities. Any information that is provided to accredited investors must be given to
nonaccredited investors as well. The company must also make representatives of the company available to answer
questions posed by any of the potential investors. Financial statements that are required by the Rule 505
exemption must be provided to nonaccredited investors. As with certain Rule 504 exempt offerings and all
Rule 505 exempt offerings, purchasers of securities under Rule 506 exempt offerings receive restricted securities
that cannot be freely traded without registration or an exemption. Unlike Rule 504 or 505 exempt offerings,
Rule 506 exempt offerings override or preempt the state securities laws of the jurisdiction in which the offering is
made. As a result a company’s interaction with the state securities regulators is limited to paying a filing fee and
filing a copy of the Form D notice filing with the state securities regulators, which, as discussed below, is also
filed with the SEC.
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4.
Form D. Under the Rule 504, Rule 505, and Rule 506 exemptions, companies are
required to file electronically a Form D report with the SEC within 15 days after they first sell their securities.
Form D is a fairly brief notice that provides information about the company selling the securities, the company’s
owners, and any promoters of the security that was sold.
5.
Effect of the JOBS Act. On April 5, 2012, President Obama signed the Jumpstart
Our Business Startups Act (the “JOBS Act”). The JOBS Act contains a number of provisions designed to make it
easier for small businesses to raise capital. The foregoing discussion does not reflect certain changes contemplated
by the JOBS Act, which were still subject to SEC rulemaking as of the date of this publication. Among other
things, the JOBS Act contemplates that the SEC amend Regulation D to remove the prohibition on general
solicitation and general advertising in offerings made under Rule 506 as long as all purchasers of the securities in
these offerings are accredited investors. Until the SEC adopts amendments to Regulation D, however, the
prohibition on general solicitation will continue to apply.
B.
Items to Consider in Selling Equity Securities. Before an outdoor products company decides
to offer or sell equity securities, several items should be considered, including the following:
1.
Type of Investor. Over the lifecycle of an outdoor products company, a company may
seek equity funding from a variety of different sources, including:
•

Founders. The individuals starting the business typically invest some of their own
capital to fund the initial stages of the company.

•

Friends and Family. The friends and family of the founders often invest in the company
based on the personal relationships that such people have with the founders.

•

Angel Investors. Angel investors are individuals who do not have a personal connection to
the company or the founders but desire to make an investment based oftentimes on their
prior experience in the industry in which the company is focused. Angel investors can
be very helpful to an early-stage company because of the experience that they have in the
industry that allows them to help the company to navigate around troublesome pitfalls
and other obstacles. The investments made by angel investors are often referred to as
the “seed funding round.”

•

Venture Capital Funds. Venture capital funds specialize in managing money by making
investments in early-stage companies with the expectation of producing a high rate of
return for the fund’s investors. The venture capital investment typically occurs after the
seed funding round and is often referred to as a “growth funding round” or “Series A
funding round.” An investment by a venture capital fund provides the early-stage
company with credibility because of, among other things, how selective venture capital
funds are in making investments. Similar to angel investors, the industry experience
and connections of venture capital funds can be very valuable to an early-stage company.
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The founders and friends and family are typically given common stock of the company (or its equivalent in a
limited liability company) while venture capital funds, and in some instances angel investors, typically require
that preferred stock be given in exchange for their investment. By holding preferred stock, the venture capital
funds and angel investors receive certain preferences or rights that the common stockholders do not enjoy,
including a greater claim on the assets and earnings of the company. Preferred stockholders often receive a
preference on any dividends that are made to the company’s stockholders and are usually paid before the common
stockholders in the event of a liquidation of the company’s assets.
Companies need to be aware that angel investors and venture capital funds are hesitant to work with companies
that do not have a clean capitalization table. Companies often fall into the trap of accepting small investments
from a number of well-meaning friends and family members. Companies also often issue stock options and other
equity instruments to the employees of the early-stage company because the company may not have a lot of cash
with which to compensate its employees. These stock options often have varying vesting schedules and other
terms that may be convoluted. An early-stage company is well advised to limit the number of investors during
the initial financing rounds of the company’s existence. A capitalization table that is filled with investors that
purchased at different prices and with different terms may give the angel investors and the venture capital funds a
sense that they are dealing with a company that is desperate for money or executives of the company that are
unsophisticated. By keeping the company’s capitalization table clean, it is often easier to attract additional capital
through angel investments and venture capital investments.
2.
Accredited vs. Nonaccredited Investor. The exemptions established by Regulation
D allow for companies to offer and sell securities to individuals and entities that are not considered accredited
investors. As a practical matter, companies should be careful in making an offer or a sale of securities to a
nonaccredited investor. Rule 505 and Rule 506 of Regulation D require disclosure be given to nonaccredited
investors that is comparable to disclosure that would be given in a registered offering. This disclosure is difficult,
time-consuming, and costly to prepare. The delivery of the disclosure document also subjects the company to
potential liability if it is ultimately determined that the disclosure contained an untrue statement of a material
fact or omitted to state a material fact necessary in order to make the statements made, in the light of the
circumstances under which they were made, not misleading. In most instances, companies fall into the trap of
dealing with nonaccredited investors during the friends and family financing stage. While it is a difficult
proposition to navigate, companies are often in a better position in the long term if they do not accept money
from a friend or family member who is not an accredited investor. Oftentimes, with angel rounds or venture
capital rounds, the company is required to make representations or the company’s counsel is asked to render a
legal opinion that prior issuances of equity securities have complied with federal and state securities laws. It is
much easier for the representations and warranties to be made and the legal opinions to be delivered if securities
have only been issued to accredited investors. Generally speaking, it is more difficult for an early-stage company
to comply with securities laws when making an equity offering to nonaccredited investors than it is when making
an offering to accredited investors.
1

1

Companies need to be mindful of the recent changes made to the definition of accredited investor that excludes the value of an individual’s primary
residence from the net worth test in determining whether such investor is an accredited investor.
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3.
Disclosure Provided to and Documentation Executed by Investors. A company
should ensure that adequate disclosure is provided to potential investors to allow such investors to make an
investment decision. A company selling its securities needs to make sure that it provides sufficient information to
the investors to allow them to understand all of the material facts concerning the business before the investment is
made. As part of this process, a company should concern itself with having the investors sign documentation that
requires such investors to make representations regarding, among other items, the sufficiency of the disclosure
provided, the status of such investor as an accredited investor, and an acknowledgement that such investor
understands that the investor is receiving restricted securities that are not freely tradable. Having sufficient
documentation helps protect the company in the event the investment does not achieve the expected return for
the investor.
4.
Involving Competent Advisors. It is crucial for companies to involve competent
lawyers, accountants, brokers, and other advisors in the offering of securities since the offering of securities is a
highly regulated and specialized activity. Oftentimes, companies wish to save on costs by not involving the
advisors until very late in the process, if at all. These companies risk committing unintentional violations of the
federal and state securities laws. Advisors should be involved early enough in the process to allow them to
actively help the company avoid minefields. Finally, the company should ensure that it only engages registered
brokers and that under no circumstances does it pay any type of commission or fee to an unlicensed broker or
finder.
II.
Debt Financing. The major advantage of debt financing (as opposed to equity financing) is that
you do not have to give up equity ownership in your company in order to obtain financing. Stated differently, the
lender that provides the debt financing will not share in future growth and profits of the company as an equity
owner, but will be repaid a specific amount based on the principal amount borrowed plus interest and any fees
that are part of the loan arrangement.
Banks are the most common source of debt financing. They are in the business of lending money and obtaining
the return of their funds plus interest. Since banks generally do not obtain equity interests in the companies they
lend to, they tend to be more conservative in their lending practices than equity investors. The bank will only
provide financing where it can conclude that there is a high degree of likelihood that it will be repaid in full on
time. The major risk faced by the bank is the risk that the company will default on the loan. While that risk can
never be reduced to zero, the bank will make an effort to reduce the risk of default to a level that is acceptable.
For that reason, most banks will not lend to companies that have less than a three-year track record of
profitability. During economic downswings, lending practices may be even more restrictive. The bottom line is
that bank financing is generally not available for very early-stage companies. There are exceptions to this rule
where, for example, the bank has an established relationship with a principal of the company who has a track
record of successfully repaying loans to the bank.
A.
Good Communication Is the Key to the Lending Relationship. The benefits to a borrower
of open and prompt communication with its lender are numerous. Most importantly, when the bank perceives
that the borrower is striving to be open and candid, the borrower’s credibility and the bank’s level of trust in the
borrower both increase. The bank’s perceived risk of loss on the loan is reduced, making it more likely that the
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bank will grant concessions to the borrower if the need to modify loan terms ever arises. Open and prompt
communication means that the borrower shares information that might have a material impact on its business on
a regular basis, regardless of whether the loan documents strictly require such sharing of information.
B.
Negotiating with the Bank. To successfully negotiate a loan with a bank, you need to
understand how banks view a lending relationship. Banks generally have three major goals when negotiating and
setting up a loan.
First, the bank wants to receive at least a market rate of return on its loan. The market rate of return on a loan is
determined in part by the bank’s perceived risk of loss. As the loan is perceived as being riskier, the bank’s
expected rate of return will tend to increase. The market rate is generally determined by bank policy and not the
loan officer handling the loan.
Second, the bank wants to keep its loan in “performing status.” This means that (i) all payments required by the
loan documents are being made on time, (ii) there are no outstanding events of default, and (iii) there is adequate
collateral to allow the bank to obtain repayment.
Third, the bank wants a realistic exit strategy for full repayment of the loan, based on reasonable assumptions and
projections that are supported by data. The exit strategy may include the refinancing of the loan by another
lender.
C.
Due Diligence. With the above in mind, the bank will conduct a period of “due diligence”
during which it requests and gathers data on the company. From the bank’s perspective, it is trying to determine
if a loan to the company will allow the bank to accomplish the three goals outlined in the section above. During
this period of time, the loan officer at the bank handling the loan will ask questions and request information. At
a minimum, the bank will ask for (i) financial statements, (ii) accounts receivable aging reports, if applicable,
(iii) asset appraisals and valuations, and (iv) financial projections and supporting data. It is important that the
company respond promptly and honestly to all requests for information. It is especially important that the
company not hide any negative information, financial or otherwise, that is requested by the bank. As mentioned
above, keeping the lines of communication open at this point will pay big dividends later.
D.
Term Sheet. Once the bank has determined that it wants to move forward with the loan, it
may propose a term sheet that summarizes the major terms of the loan. The company should review the term
sheet carefully because it will form the basis for future negotiations. In addition, the company should strongly
consider having the term sheet reviewed by experienced counsel. The point of having counsel review the term
sheet is to identify at an early stage if the bank is proposing terms that would not be considered “market” for the
type of loan in question. Experienced counsel will be able to quickly identify any such terms and assist the
company in negotiating with the bank over such terms.
E.
Fees. The rate of interest to be charged on a loan is a major source of income for the bank. In
addition to interest, however, banks also charge a variety of fees prior to and during the lending relationship that
can add substantially to the overall cost of the loan. The company should confirm that all proposed fees are clearly
described in the term sheet. The company should also keep in mind that it will be charged additional fees for
most requests that it makes to the bank. For example, if the company later decides that it would like to modify
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the terms of the loan, such as extending the maturity date, the bank will likely ask for a fee for such a change. For
that reason, the company should be very careful about entering into a loan arrangement that assumes the loan
terms will need to be modified at a later date. It is best to build everything into the initial loan documents and
not assume that they can easily be tweaked at a later time.
F.
Attorneys’ Fees. The company should also bear in mind that it will usually have to pay the cost
of not only its own legal counsel, but also the cost of any outside counsel hired by the bank to review and
negotiate the loan documents. With this in mind, the company will be best served by hiring experienced counsel
who can quickly identify the important issues and terms to be negotiated, and who will not spend unnecessary
time endlessly negotiating with the bank over issues and terms that are less material. Some counsel like to
negotiate for the sake of negotiation, and such counsel simply run up legal fees without adding value. Care in
selecting the right counsel with the right experience will lead to lower legal fees and a better final product.
G.
Collateral: Secured Loans vs. Unsecured Loans. Unless a company is an established
borrower with a strong balance sheet and a long track record of successfully repaying loans, the bank will require
the company to provide collateral to secure the loan. In the event the company defaults on the loan and cannot
repay it on time, the bank will have the option of selling the collateral to generate the funds to repay the loan and
its associated costs. The more liquid the collateral, the better, from the bank’s perspective. Any surplus amounts
left over after liquidating the collateral and paying off the loan and other costs will be returned to the company.
The most common types of collateral are accounts receivable and inventory, although any sort of asset that is
easily liquidated to generate cash can serve as collateral. The bank will insist that it have a “first priority lien” on
the collateral, meaning that it has the right to take possession of and sell the collateral prior to anyone else. If any
other parties have an ownership interest in the collateral, the bank will likely require that they subordinate their
interest to the bank’s.
The bank will also consider real estate collateral, although given the current depressed market for commercial real
estate, the bank will likely take a cautious approach and may require a larger dollar amount of real estate collateral
than it would otherwise.
H.
Guaranties and Other Credit Enhancements. In addition to collateral to secure a loan, banks
often require that affiliated companies and/or individuals guaranty the repayment of loan amounts. Banks often
look to parent corporations, subsidiaries, or affiliate companies for such guaranties. They may also require that
major principals of the borrower provide personal guaranties. Although these guaranties can be limited to a
specified dollar amount, it is more common for the bank to require that the guaranties cover the entire amount of
the loan (principal plus interest) and any costs incurred by the bank in collecting amounts owed to it.
It is possible that the bank may request that the borrower provide it with other “credit enhancements,” such as a
letter of credit. A letter of credit is the promise of another bank to pay a certain dollar amount to a specified
beneficiary upon the occurrence of a specified event. The letter of credit would allow the lender to draw funds
sufficient to pay the loan off in the event the borrower defaulted. Getting a letter of credit is like getting a loan
from the bank, so it is best to avoid this approach if possible.
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I.
Loan Documentation. Once the main terms have been agreed to, the loan officer handling the
loan will begin the process of preparing loan documents. Regardless of the terms in a term sheet, the final loan
documentation will control the terms of the loan. For smaller loans in an amount less than $1 million, the loan
documents will likely be generated by the bank’s in-house staff using document production software. The bank’s
in-house legal department may assist in the preparation of loan documents and their review. The typical loan
transaction will include a loan agreement, a promissory note, and a security agreement (which describes the
collateral securing the loan), as well as other documentation dealing with the setting up of borrower accounts
with the bank. The bank may also prepare authorizing resolutions to be used by the company’s board of directors
in approving the transaction. Once prepared, these documents are sent to the company for review and comment.
It is of utmost importance that the company retain counsel to review the loan documents. Even though the bank
may insist that the loan documents are “standard” documents, it is important that experienced counsel conduct a
review of the documents. In the event of any dispute at a later time, the loan documents will control, and it is
imperative that the borrower understand and agree with the terms set forth in the loan documents.
J.
Closing the Loan. The loan is closed by the execution of the loan documents by the borrower
and the bank and the funding of the loan by the bank. The closing may take place either at a designated closing
site where everyone gathers together in a conference room or simply by the exchange of signed documents by
email. In either event, the borrower should receive a set of fully signed documents immediately after the closing
and should keep these documents in its files until well after the loan is paid back.
K.
Tweaking the Loan. In the event that difficulties arise in the repayment of the loan, the
company may find that it needs to renegotiate some of the loan terms. This is where open and prompt
communication between the bank and the company pays off. If there has been good communication and the bank
has the assurance that the company is not hiding anything, the bank will likely be willing to renegotiate the
terms of the loan to assist the borrower in fully repaying all outstanding amounts.
L.
Conclusion. Debt financing can be an attractive vehicle for obtaining working capital without
the necessity of giving up equity in the company. Banks will be interested in providing such financing to
companies with an established track record of profitability. Companies will be most successful in obtaining such
financing if they understand the business of lending money from the perspective of the bank. Companies that are
considering debt financing should retain the services of experienced debt finance counsel to assist them with the
negotiation of terms and the preparation and review of final loan documents. Maintaining open and clear
communication between the company and the bank is the key to a successful business relationship that will allow
the company to grow and expand.
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Chapter Three
THE LAW OF OUTDOOR INDUSTRIES
—Copyrights and Trademarks—
Catherine Parrish Lake

Copyrights and trademarks are two of the most valuable and enduring forms of intellectual property. Generally,
copyrights provide a basic layer of protection over how you present your company and its products and services to
the world, covering your website and other forms of advertising. Trademarks protect your brand and name.
Protecting your copyrights and trademarks can help you to build and maintain a strong identity and can increase
your competitive advantage. Failing to understand these areas can result in substantial liability from damages,
lost goodwill and potentially even the loss of rights to your own brand. Copyright and trademark law are each
complicated areas that require fact specific analysis in almost every situation. Thus, it is important to have the of
knowledgeable legal counsel to guide you in these areas.
I.
What Is Copyright? Copyright is the form of intellectual property provided to the “authors” of certain
types of content, including written works, drama, music, art, photography, movies, fabric patterns, lyrics, maps,
computer software, choreography, and architecture. To receive copyright protection, a work must be “original”
and “fixed in a tangible medium.” “Originality” means that a work was created without copying another work
and is minimally creative. “Fixed in a tangible medium” means that the work is finished and can be perceived
either directly (e.g., reading, seeing, hearing) or with the aid of a machine (e.g., playing a CD, running computer
software).
Copyright does not protect ideas, facts, systems or methods of operation, titles, words, and short phrases.
II.
Who Owns a Copyright? The person who creates the copyrighted work, called the author, even for
content that is not written, automatically owns the copyright unless the work is a “work made for hire.” A “work
made for hire” is a work that is made by an employee within the scope of his or her employment, or certain types
of specially commissioned works for which there is a written agreement that specifies that the work is made for
hire. Works made for hire are owned by the employer or contracting party who commissioned the work. After
creation, the author may assign copyright to a new owner, but the assignment needs to be in writing and signed
by the author of the copyrighted work.
It is important to remember that copyright is different and separate from the physical work itself. For instance, a
photographer owns the copyright in a photograph even after the print of the photograph has been sold to someone
else. The person who purchases the physical print of the photograph does not own any copyrights in the work and
would infringe the photographer’s rights by making a copy of or distributing the photograph to others.
III.
How Long Does a Copyright Last? The duration of copyright law has changed over time, and the
question of whether a work is under copyright protection can be difficult to ascertain. The simple rules are as
follows:
•

Works that were created on or after January 1, 1978 are protected for
o

Life of the author plus 70 years, in the case of an individual author, or

o

The shorter of 95 years from first publication or 120 years from creation of the
copyright, in the case of works made for hire.
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•

Works that were published in the United States prior to 1923 are in the public domain.

The law is more complex for other works and turns on such factors as whether, when, and how the work was
published and whether the copyright was properly renewed. Generally, works that were created prior to
January 1, 1978 but published after such date are protected for life of the author plus 70 years, or 95 or 120 years
if a work for hire, but if the work was published on or before December 31, 2002 then the copyright will last
until at least 2047. Works that were published with proper notice between 1964 and 1977 are protected for a
28-year initial term and a 67-year automatic renewal, totaling 95 years. Works that were published with proper
notice between 1923 and 1963 are protected for a 28-year initial term and a 67-year renewal if the work was
properly renewed prior to the end of the initial term.
IV.
What Rights Are Provided Under Copyright? Copyright provides authors with the exclusive right to
do or authorize others to do the following:
•

Copy the work

•

Distribute copies of the work to the public

•

Prepare derivative works based upon the work

•

Perform the work publicly

•

Display the work publicly

Doing any of these things without obtaining a license or owning a copyright is an infringement.
V.
Copyright Infringement. To establish copyright infringement one must show ownership of the
copyright at issue, violation of one of the exclusive rights provided under copyright law by a work that is
substantially similar, and that the alleged infringer had access to the copyrighted work. In general, something is
substantially similar under copyright law if an average observer would recognize the allegedly infringing work as
being a copy of the copyrighted work. Keep in mind that for infringement to occur one work has to copy the
protected elements of another work. Copying themes, ideas, facts, and other nonprotected elements is not an
infringement. Whether a work infringes another is always a fact-specific analysis and ultimately a judgment call.
To show access, absent hard proof, one needs to show that the alleged infringer had reasonable opportunity to
view the infringed work. Reasonable opportunity is generally shown through circumstantial evidence that links
the alleged infringer to the work or by the fact that the work was widely disseminated.
The owner of a registered copyright may recover actual damages and profits that result from the infringement or
statutory damages ranging from $750 to $30,000 for all infringements of one work. If an infringement is willful,
then statutory damages may be increased up to $150,000. Judges may also award court costs and attorneys’ fees
to the owners of registered copyrights.
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VI.

Fair Use of Copyrighted Works.

A.
Fair Use. Fair use is a defense to conduct that would otherwise be an infringement of
copyrights. Under fair use, it is permissible to use limited portions of a work for purposes such as commentary,
criticism, news reporting, and scholarly reports. Whether a particular use qualifies as fair use depends on the
following four factors:
1.

The purpose and character of the use, including whether such use is of a commercial
nature or is for nonprofit educational purposes;

2.

The nature of the copyrighted work (whether the copyright is strong or weak);

3.

The amount and substantiality of the portion used in relation to the copyrighted work
as a whole; and

4.

The effect of the use upon the potential market for, or value of, the copyrighted work.

Analyzing these factors is complicated and fact-specific. Bright lines, such as using less than 10 percent of a work
will be fair use, are myths. Copying even a small amount can be (and has been) infringement. The best practice,
particularly when making a commercial use of a work, is to obtain permission from the copyright owner.
B.
Parody and Satire. Parody is a recognized type of fair use. The Supreme Court defined parody
as the “use of some elements of a prior author’s composition to create a new one that, at least in part, comments
on that author’s works.” Campbell v. Acuff-Rose Music, Inc., 510 U.S. 569, 580 (1994). In essence, a parody is a
type of commentary on the original work. A key question in determining whether something is a parody is
whether use of the allegedly infringing work transforms that work into a new one. If, however, “the alleged
infringer merely uses [the copyrighted work] to get attention or to avoid the drudgery in working up something
fresh” then it will not be considered fair use. Id.
In contrast, satire uses a copyright work to comment on something other than the copyrighted work. Therefore,
courts typically require that the use of copyrighted material in a satire be justified in its own right.
VII.
Benefits of Copyright Registration? Under the current copyright law, copyright attaches to a work
automatically. Therefore, it is not necessary to register a work for it to be protected. Copyright registration does,
however, provide important additional benefits such as a presumption that the copyright is valid based on the
certificate of registration and the ability to collect statutory remedies and attorneys’ fees for infringement. A
copyright registration is also necessary to maintain a lawsuit in federal court. Copyright applications typically
take four to 18 months to register; filing online produces faster results.
VIII. Using Proper Copyright Notice? Use of proper copyright notice is no longer a requirement to obtain
or maintain copyrights. Proper notice, however, informs the public that the work is protected by copyright,
identifies the copyright owner, and shows the year of first publication. Using proper notice may also prevent an
infringer from claiming a defense based on innocent infringement to lessen damages. A copyright does not need
to be registered to use the ©. Proper use of the © is the following:
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•

© [year] [owner of copyright].

•

Copyright [year] [owner of copyright].

•

For example, © 2012 Stoel Rives LLP. If the work spans more than one year, such as a
website that is updated regularly, then a range should be provided, for example, ©
2009-2012 Stoel Rives LLP.

IX.
Copyright in Practice. To illustrate the concepts discussed above, consider a website. A typical website
incorporates many layers of copyrighted content. The first layer is the software code that generates the website
and its various components. The second layer is the look and feel of the website: those elements that are
sufficiently original and are not methods of operating the website. The next layer consists of multiple types of
content provided on the website, such as photographs, videos, music, advertisements, and writings. All of the
content in these layers is capable of copyright protection.
A website necessarily requires permission to use the copyrighted works in each layer. For example, a copy (one of
the exclusive copyright rights) of the software code, photographs, and other content is necessarily made on any
server on which such content is stored, and in the RAM of each user, and all visible content is publically displayed
(another of the exclusive copyright rights) to all who view the website.
If each piece of content is not a work made for hire of the company that owns the website, then the site owner will
need to obtain an assignment of or a license to the copyright to ensure that the company has the necessary rights
to use the content. A best practice is to have written agreements with all who create content for a company either
assigning or licensing the content.
The owner of a site also must provide a license to users of the site, specifying what uses are and are not allowed.
This is generally provided in the website’s terms of use. If a website allows users to provide feedback or post usergenerated content, then it also needs a copyright license for those works, which is usually also covered in the site’s
terms of use. Additionally, the site’s owner runs the risk of having copyrighted material posted to its site. For
more information on terms of use and how to protect against third-party copyright claims on a website see
Chapter 6.
X.
What Is a Trademark? A trademark is a designation used to identify the source of one party’s goods
and distinguish that source from those of others. Types of trademarks include:
•

Brand names, such as POLARTEC or SALOMON, that consumers associate with a
particular product

•

Slogans, like “Just Do It” or “Fly the Friendly Skies,” that are recognized as belonging
to a particular company

•

Symbols such as the Nike “swoosh” or the SmartWool character

•

Sounds such as the roar of a Harley-Davidson motorcycle or the NBC chimes
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•

Colors such as robin’s egg blue for Tiffany and Company or red for Rossignol

•

Devices and characters such as the Energizer Bunny and the Maytag repairman

Often, the term “trademark” is also used to refer to marks used to identify services rather than goods.
Designations for services are more specifically called “service marks,” but for purposes of this chapter both are
referred to as “trademarks,” unless different rules apply to each.
Not all words, slogans, symbols, or designs used in the sale or advertising of goods or services qualify as a
protectable mark. To be a trademark, a designation must function to identify one source and distinguish it from
other sources. If it does not, then it is not protectable as a trademark.
In determining what can qualify as a trademark, it is crucial that the mark in question be so distinctive that it is
capable of performing the function of identifying and distinguishing the goods or services that bear the mark.
Trademarks are classified into five categories ranging from strongest to weakest: fanciful, arbitrary, suggestive,
descriptive, and generic.
Fanciful marks consist of coined words that mean nothing by themselves and are created or selected for
the sole purpose of functioning as trademarks. Examples are GOOGLE for Internet searching and GORE-TEX
for water repellant fabric. Fanciful marks are inherently distinctive and provide the greatest degree of legal
protection.
Arbitrary marks consist of words that have a dictionary meaning but do not describe or pertain to the
goods or services they are used in connection with. Examples are COLUMBIA for sportswear, BLACK
DIAMOND for gear, and APPLE for computers. Arbitrary marks are inherently distinctive and registrable.
Suggestive marks allude to or hint at the nature, quality, or characteristics of the goods or services but do
not directly describe such properties. The distinction between suggestive marks and descriptive marks, described
below, is difficult to draw. For example, ROACH MOTEL suggests without describing the nature of a trap for
catching insects. Like fanciful and arbitrary marks, suggestive marks are inherently distinctive and are registrable
without proof of secondary meaning.
Descriptive marks immediately convey the nature, quality, function, characteristics, ingredients, or origin
of the goods or services. Examples of such marks include BEEF & BREW for restaurant services, HONEY
ROAST for roasted nuts, and VISION CENTER for optical clinics. A determination of whether a mark is
descriptive is not viewed in the abstract but must be considered in relation to the identified good or service it is
used in conjunction with. Thus APPLE is descriptive for food but not for computers. It is not necessary that the
mark describe all of the purposes, functions, characteristics, or features of the good or service to be descriptive. It
is enough if the mark describes one attribute of the good or service. Descriptive marks are not registrable without
proof of secondary meaning. “Secondary meaning” is evidence that the consuming public accepts and recognizes
the descriptive mark as denoting only one seller or source. This is also referred to as “acquired distinctiveness.”
Generic marks are merely the names of goods or services. For example, BEER if used for beer and BOOT
if used for boots are generic marks. Such terms answer the question “What is it?” or “What do you call it?”
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Generic marks are never registrable because they are the names of the goods or services themselves and are freely
available to all who wish to use them.
XI.
What Is the Difference Between a Trademark and a Trade Name? In simple terms, a trademark
identifies the single source of a product and a trade name identifies a company or a business and not a particular
product or service. A trade name can also function as a trademark depending upon the context in which it is
used. If a trade name is used as more than just the company name and informs consumers where a product or
service is coming from, then it is being used as a trademark. For example, if the name is used as a noun (“He
works for Oakley”), it is a trade name; if used as an adjective (“My OAKLEY shades rock”), it is a trademark.
Note that registration of a trade name as an assumed business name does not give the registrant any trademark
rights.
XII. When and How Is a Trademark Protected in the U.S.? Trademark rights in the United States are
gained by actual use of the mark rather than by registration. These rights are often referred to as “common-law”
trademark rights. Generally, the first party to use a trademark in commerce has a common-law right to use the
mark in that geographic area. The protection afforded a trademark owner under common law, however, is usually
limited to the territory where use of the mark has taken place, and the protection does not extend to a territory
where use has not occurred against a later user who adopts the mark in good faith.
Federal registration with the U.S. Patent and Trademark Office (“PTO”) is not required but provides important
benefits and legal rights beyond those acquired by common-law use. Among the rights provided are: (1) the
presumption of the validity of the trademark and of the registration of the mark along with the registrant’s
ownership and exclusive right to the mark; (2) the right to sue in federal court for trademark infringement;
(3) recovery from infringement in the form of lost profits, damages, and costs (in some cases treble damages and
attorneys’ fees are also recoverable); (4) constructive notice of a claim of ownership that prohibits the infringing
party from arguing that it was acting in good faith when it adopted the mark; (5) the right to stop importation of
infringing marks by depositing a copy of the registration with the U.S. Customs Department; (6) incontestability
(except for certain grounds) after five years of continual use after registration; and (7) the right to use the ®
symbol.
Trademarks may also be registered in individual states. The protections conferred by a state registration vary
with each state. Generally, however, state registration may provide a presumption of validity and constructive
notice of use within that state. State registration is appropriate for marks that are only being used within one
state.
Trademarks may also be registered in foreign countries. Some countries base trademark rights solely upon
registration of a mark, rather than use of the mark. Trademark applications can be filed directly through local
counsel in a country or, for some countries, as an extension of a U.S. registration through a treaty known as the
Madrid Protocol.
XIII. Trademark Applications. There are three separate types of federal applications for trademarks: (1) a
use-based application, (2) an Intent-to-Use application, and (3) an application filed by a qualified foreign entity
that has foreign application or registration.
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A.
Use Based. If a trademark has been used in interstate commerce, then an application can be
filed on actual use. To claim use in commerce, the mark must have been in such use as of the application date,
and the applicant must provide both the date of first use of the mark anywhere (first sale, transportation, or
advertisement of the mark anywhere) and the date of first use of the mark in commerce (first use of the mark
between states, between one state and a foreign country, or in such a way as to affect commerce between the
states). In addition, a specimen of the mark as used in commerce must be submitted. For trademarks, a specimen
shows the mark as used on or in close proximity to the goods, such as tags, labels, or containers. For service
marks, a specimen shows the mark as used in marketing about the services, such as signs, brochures about the
services, advertisements for the services, web pages, or photographs that show the mark as it is used in the
rendering or advertising of the services.
B.
Intent to Use. If a trademark has not yet been used in the U.S., then an application can be filed
based upon a bona fide intention to use the mark in commerce. Thus, an Intent-to-Use application can be a
valuable way to secure rights to a trademark prior to launching a product or service. Unlike a use-based
application, dates of use and specimen of use are not required at the time the application is filed. A registration
will not be granted, however, until use is made and acceptable dates and specimens are provided to the PTO. An
Intent-to-Use applicant has three years from the time that the PTO allows an application to provide proof of use.
C.
Foreign Basis. A third basis for an application is ownership of a foreign registration or
application in the home country of an applicant. Under certain international agreements, an applicant from
outside the United States may file an application based on an application or a registration in another country.
Along with other requirements, the owner must be identical in both the foreign registration and the
U.S. application at the time of filing, and the mark must be the same as in the foreign registration.
XIV. The Application Process in the U.S. The process to register a federal trademark can take anywhere
from 10 to 24 months or more depending on possible objections or oppositions. In general terms, the basic steps
are as follows:
A.
A trademark application is submitted to the PTO. The application includes information such as
the name of the applicant, a description of the mark, an identification of the goods or services that are being or
will be used, and the filing basis for the application.
B.
Upon receiving the application, the PTO will issue a filing receipt and assign a Serial Number
that identifies the applicant, the basis for filing, the filing date, the description of goods and/or recitation of
services, and the classification(s) claimed.
C.
The application is then assigned to a trademark Examiner who reviews the application to ensure
that all the statutory requirements are met. The Examiner will also conduct a search of the PTO records to see if
there are any registered or pending marks that the Examiner considers so similar to the mark being applied for
that there is a likelihood of confusion between the marks. The Examiner will also consider whether the mark is
distinctive as applied to the goods or services for which registration is sought. The Examiner’s findings are then
put in writing and sent to the applicant’s designated correspondent.
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D.
If the Examiner believes that the mark is not registrable for procedural reasons or because the
mark is likely to be confused with a prior mark or is descriptive of the goods and/or services sought, the Examiner
will so state in a written finding called an office action. The applicant will then have six months from the date of
the office action’s mailing to respond to the rejection. If a response is not received before the expiration of the sixmonth period, the application will be deemed abandoned.
E.
If the Examiner finds that the application is satisfactory and appropriate for registration, a
Notice of Publication is issued advising the applicant that the mark will be published in an official publication
called the Official Gazette so that interested parties can have 30 days to file a Notice of Opposition opposing
registration or requesting an extension to file a Notice of Opposition.
F.
If no party opposes the mark or if the applicant successfully defends an opposition, the PTO
issues a Certificate of Registration and the mark is officially federally registered. If the application is filed on an
Intent-to-Use basis, then the PTO issues a Notice of Allowance, and the applicant has six months to either file an
Allegation of Use along with specimens verifying that the mark has been used in commerce or request a
six-month extension (a maximum of five) to show use. If the Allegation of Use is sufficient, the PTO will then
issue a Certificate of Registration.
XV.
How Long Does a Trademark Last, and How Is a Registration Maintained? Trademark rights do
not expire so long as the trademark continues to be used and to function as an indication of a product’s source.
Registrations for a trademark, however, do require periodic maintenance, or the registration will be canceled.
Remember that a canceled registration does not extinguish rights in the mark; cancellation merely takes away the
additional protections provided under federal trademark law, which are discussed above.
Registrations granted after November 16, 1989 have a 10-year term that can be renewed for subsequent 10-year
terms by filing a renewal application within the year before the expiration date of the registration. In addition, an
affidavit of use must be filed between the fifth and sixth year following registration.
XVI. Proper and Improper Use of Trademarks. While trademarks can be protected indefinitely, certain
acts or omissions can cause one to lose trademark rights. For instance, if used improperly, a trademark can
become diluted or fall into generic use and lose protected status. Words such as ASPIRIN, ESCALATOR, and
ZIPPER were once trademarks that became generic because their owners did not protect them properly.
Consistent and correct use of trademarks will protect and increase their value over time.
Everyone, including employees, customers, licensees, vendors, distributors, and other third parties involved in
creating communications containing trademarks, must be responsible for using them correctly all the time, both
internally and externally. Companies have a duty to police use of their marks and to attempt to stop improper
use.
Following are general dos and don’ts for trademark use:
•

Use trademarks as adjectives accompanied by appropriate nouns.
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•

Do not use a trademark as a noun or verb. Trademarks are adjectives that describe a
specific person, place, or thing. Because a trademark is an adjective, use it with the
noun that it modifies.

•

Do not use trademarks in the possessive or plural form (which would be using it as a
noun).

Examples of incorrect and correct usage:

•

Don’t:

The new SMARTWOOL is softer than ever. Have you Googled them?

Do:

SMARTWOOL socks are softer than ever. Have you run a Google search on them?

Use the appropriate trademark symbol.
®

with a registered trademark or service mark. The ® may be used after the mark is
registered with the PTO. Use of the ® without a registration can be fraud.

TM

with an unregistered trademark in which ownership is claimed.

SM

with an unregistered service mark in which ownership is claimed.

•

Use the appropriate trademark symbol only when the word, symbol, or device functions
as a trademark to identify a product or service offered for sale, not when it is used as a
company name or in other ways.

•

Set trademarks apart from other words or the nouns they modify. The common way to
do this is to properly capitalize the product or service name and designate the trademark
with the appropriate symbol: ®, TM, or SM.

•

Use the correct spelling and format of trademarks. Do not (1) abbreviate a trademark;
(2) join a trademark to other words, symbols, or numbers either as one word or with a
hyphen; or (3) alter the trademark in any way.

XVII. Trademark Infringement. To establish trademark infringement, a trademark owner must show that it
owns a trademark and that another mark is being used in such a way as to create a likelihood of confusion as to
the source or approval of goods or services. Determining whether a mark is confusingly similar to another mark
involves a two-step process. First, one must look at the marks themselves for similarities in appearance, sound,
and connotation, i.e., the commercial impression of the marks. Second, one must compare the goods or services to
determine if they are related or if the activities surrounding their marketing are such that confusion as to origin is
likely. Identical marks can coexist if used for different goods and services, for example, APPLE computers and
APPLE records. Similar marks, when used with similar goods and services, may confuse consumers and constitute
an infringement, such as PLAY-DOH and FUNDOUGH when used with children’s moldable clay and PENTA
for hotel services and PENTA TOURS for travel services. In addition, the stronger and more distinct a mark, the
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greater protection it will receive. In other words, it is easier to show infringement of a strong mark than of a
weak mark.
XVIII. Trademark Dilution. Federal and many state laws also prohibit the dilution of a trademark. To bring a
claim for dilution under federal law, a mark must be considered “famous.” Several factors are considered in
determining fame, including: (1) how long and how extensively the mark has been used; (2) the amount and
volume of sales of goods or services offered under the mark; (3) how recognizable the mark is; (4) the geographic
extent of the market; and (5) whether the mark is registered. The test can lead to surprising results, such as
finding that CANDYLAND is famous but CLUE is not. Further, a court declined to find on a summary
judgment motion that NIKE was famous in a case where Nike opposed registration of the mark NIKEPAL for
the import, export, and distribution of laboratory products, such as syringes and valves, based on blurring. Nike,
Inc. v. NikePal Int’l, Inc., 2007 WL 609864, at *3 (E.D. Cal. Feb. 27, 2007).
Dilution claims can be based upon “blurring” or “tarnishment” of a mark. Blurring occurs when a trademark is
weakened through use of the same or similar mark with dissimilar goods. For example, BIRKENSTOCK motor
oil or THE NORTH FACE toilet paper. Tarnishment occurs when a trademark is cast in a negative context or
with products or services of low quality. Tarnishment cases typically involve an association with obscenity, sexual
activity, or illegal conduct (e.g., using Toys “R” Us for a pornographic website). It is not necessary to show a
likelihood of confusion for a dilution claim. The harm is not that consumers will confuse the source of these
goods with the company that owns the famous brand. Rather, the harm is that use of famous marks on goods
unrelated to those used with the famous mark lessens the mark’s ability to distinguish goods and services from
others.
XIX. Trademark Fair Use. Some use of another’s trademark is allowed to describe or identify the source or
product. Generally, for the use of another’s trademark to fall under fair use (1) it must be necessary to use the
mark to identify the owner’s product or service; (2) one must use only so much of the trademark as is reasonably
necessary to identify the trademark owner’s products or services; and (3) such use must not indicate or suggest
sponsorship or endorsement by or an affiliation with the trademark owner. Examples of fair use are (1) in
comparative advertisements to identify the products being compared; (2) commentary or news coverage of a brand
or product; and (3) explanation of a relationship with a brand or product, such as identification as a retailer of K2
skis or a mechanic for Subaru cars.
XX. Trade Secrets. A “trade secret” is generally defined as information, including a formula, pattern,
compilation, program, device, method, technique, or process that both:
A.
Derives independent economic value, actual or potential, from not being generally known to,
and not being readily ascertainable by proper means by, other persons who can obtain economic value from its
disclosure or use; and
B.

Is the subject of efforts that are reasonable under the circumstances to maintain its secrecy.

The classic example of a trade secret is the formula for Coca-Cola, which is guarded with the utmost secrecy. Not
all trade secrets are as valuable as the Coke formula, however, and the law accounts for this by requiring that
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companies take reasonable steps (not all steps) to protect trade secrets. Reasonable steps can include any or all of
the following:
•

Setting up controls over confidential information (e.g., secure filing with checkout
procedures);

•

Marking confidential information as secret or confidential;

•

Using nondisclosure agreements with third-party business partners;

•

Using employment agreements to prevent disclosure of confidential information and
periodically educating employees as to what the company’s security and confidentiality
procedures are;

•

Establishing and using appropriate business premise and online security measures; and

•

Setting up and continually monitoring a formal trade secret protection program.

XXI. Domain Names. Technically, domain names are not a type of intellectual property but rather addresses
that a company contracts with a domain name registry to use for a period of time. Domain names can, however,
incorporate trademarks or be used as a trademark to the extent that the domain name is used to identify the
source of a product and not just the location of the product on the web.
All top-level domain names (.com, .net, .mobi, .biz, etc.) are governed and coordinated by the Internet
Corporation for Assigned Names and Numbers (“ICANN”) and are subject to ICANN’s policies and procedures.
One of ICANN’s most important policies is the Uniform Dispute Resolution Policy (“UDRP”), which provides
an arbitration forum to resolve domain name disputes economically and quickly.
To prevail in a UDRP proceeding a claimant must establish all of the following:
A.
That the domain name(s) is/are identical or confusingly similar to a trademark or service mark in
which the complainant has rights (note that the trademark does not need to be registered, although that certainly
helps);
B.
That the person who has registered the domain name(s) does not have any rights or legitimate
interests in the domain name(s); and
C.
That the person who has registered the domain name(s) registered and is using the domain
name(s) in bad faith.
If all of these are established, then the claimant may transfer or cancel the domain name(s).
Country-specific domains are governed by the country or regional authority to which the name refers, for instance
.ca is governed by Canada, .cn is governed by the People’s Republic of China, and .eu is governed by the European
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Union. Each country or regional entity has its own policies and procedures for registering domain names and
resolving domain name disputes.
XXII. Publicity Rights. In general, publicity rights are the rights granted to an individual to control
commercial use of his or her name, image, likeness, and persona. The general purpose of publicity laws is to
prevent others from profiting from another’s image, status, fame, etc. without that person’s permission.
Rights of publicity are governed primarily by state law, but federal law, under the Lanham Act, also provides
some protection. As a result, publicity laws vary significantly. Some laws limit protection to celebrities while
others extend protection to everyone. Some laws only apply to the living while others also protect dead
celebrities; the duration of publicity rights for the deceased also varies from as little as 10 years after death to
more than 50 years. There are exceptions to publicity rights for reporting and other free speech activities.
Best practice in this area is to engage with a person and obtain permission before using that person’s likeness,
name, image, or persona in any advertising or marketing materials. Keep in mind that voice, mannerisms, and
other indications of a person are covered by rights of publicity. Ignoring publicity rights can be costly: for
example, Bette Midler recovered $400,000 from Ford Motor Company and Tom Waits recovered $2.5 million
from Frito-Lay, Inc. for use by each company of an impersonator of the singer in advertising.
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Chapter Four
LAW OF OUTDOOR INDUSTRIES
—Patents—
Kassim M. Ferris

Like their outdoor enthusiast customers, businesses in the outdoor industry thrive on innovation. To encourage
such innovation and its long-term economic impact, patent laws give innovators an opportunity to secure a
limited competitive advantage that can be critical to their business’ success. Understanding the scope, effect, and
limitations of patents, and the procedures for obtaining them, is important for making timely and prudent
decisions concerning patent protection.
I.
Patents Generally. A patent is a government-granted right to exclude others from making, using,
selling, practicing, or importing an invention for a limited time in exchange for public disclosure of the
invention. The term of a patent begins upon its issuance and generally ends 20 years from the earliest application
filing date, subject to the payment of maintenance fees.
Three types of patents exist under U.S. law: utility patents, plant patents, and design patents. Utility patents,
which are for useful machines, articles of manufacture, processes, or compositions of matter, are the most common
and are often simply referred to as patents. Plant patents are for asexually reproduced varieties of plants. Design
patents are for ornamental designs for articles of manufacture and have a shorter term under U.S. law: 14 years
from issuance. A patent is merely an exclusionary right; it does not guarantee the owner any right to make, use,
or sell the patented invention, which may be subject to superior patent rights or other legal restrictions. In other
words, a patent is a right to sue, not a right to do.
A patent owner may sue infringers to recover money damages and to seek injunctive relief to prevent continued
infringement. Alternatively, a patent owner may seek to license a patent in exchange for royalty payments or
other consideration. Ignorance of a patent is no defense to infringement, but notice may be required to begin
accruing damages in some circumstances, and willful infringement of a U.S. patent can expose the infringer to
enhanced damages of up to three times. Patent litigation is expensive and involves complex legal and technical
issues, and because the stakes in patent infringement cases are often high, enforcement actions and infringement
disputes frequently result in settlement. The cost and unpredictability of infringement litigation has in recent
years led to entire businesses solely engaged in acquiring and licensing patents, including patents of questionable
value – threatening expensive litigation to sometimes compel even innocent parties to take a license.
II.
National Treatment and Patent Strategy in a Global Economy. Patents are subject to national
treatment. A U.S. patent only concerns acts within the United States and its territories and possessions. Most
foreign countries also provide for patent protection. However, the legal regimes for patents are weak in some
foreign countries, and the cost of obtaining and maintaining patents in a large number of countries can be
prohibitive. Thus, the use of patents to protect inventions in a global economy has practical limitations.
Businesses often seek patents only for important innovations and in key countries where competitive products are
likely to be manufactured – e.g., where competitors are located or where inexpensive manufacturing is available.
Because products in outdoor industries such as sporting goods, apparel, and footwear are often manufactured in
China and other East Asian countries, it is common to seek patent protection in those countries notwithstanding
the uncertainty associated with enforcement under their relatively new and quickly evolving legal regimes. For
most businesses, patent protection in a handful of key markets and manufacturing locations can provide an
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effective barrier to entry worldwide, especially when the ability to take advantage of global economies of scale
depends upon access to a small number of countries.
III.
Requirements for Patentability. To be patentable, an invention must be novel, meaning it was not
known or used by others before the conception of the invention by the applicant. In addition, under U.S. law the
invention must not have been obvious in view of the prior art as considered from the perspective of a person of
ordinary skill in the art at the time of the invention. Many foreign patent systems utilize the concept of
“inventive step” instead of obviousness, and apply a problem/solution analysis from the perspective of a skilled
artisan to determine patentability. Determining what is non-obvious or an inventive step can be difficult, which
can lead to considerable uncertainty in a pre-filing evaluation of an invention’s patentability. In addition to
novelty and non-obviousness or inventive step, national patent laws may require compliance with specific
statutory requirements and deadlines.
The United States currently has a first-to-invent system for patents. Subject to certain timing and diligence
requirements, the first inventor to conceive an invention is entitled to a U.S. patent. Patent reform legislation was
recently enacted and goes into effect March 16, 2013 changing the United States to a first-to-file system
consistent with most foreign countries, where the first inventor to file an application is entitled to the patent.
U.S. law provides a one-year grace period for filing a U.S. application, but many foreign countries require absolute
novelty and do not provide any grace period, meaning that a patent application must be filed before any
publication or public disclosure of the invention. These time limits are a common pitfall for inventors, as both
the inventor’s actions and third-party activities can trigger them. For this reason, it is typically best to file a
patent application as soon as possible and generally before any disclosure of the invention.
Under current law, a U.S. patent application must be filed within one year of publication of the invention
anywhere, or public or commercial use or sales activity in the United States. For U.S. applications filed before
March 16, 2013 under first-to-invent rules, it will remain possible for an applicant to overcome such
publications, public uses, and sales by third parties and prior patent applications filed by third parties if the
inventor can prove an earlier date of invention. For applications effectively filed on or after March 16, 2013 under
the new first-to-file rules, public disclosures, sales, or commercial uses by third parties anywhere in the world and
prior U.S. applications filed by third parties will generally be a bar to patentability. The one-year grace period
will remain available to applications effectively filed on or after March 16, 2013, but only for disclosures
originating from the inventor and for disclosures and prior patent applications by third parties that are derived
from the inventor or that are pre-dated by the inventor’s own public disclosure of the same subject matter.
In some circumstances, the inventor’s purchase of patented items from a supplier will start the one-year grace
period in the United States. With limited exceptions for certain experimental uses, a demonstration or use of the
invention in public, such as at a trade show, will also start the grace period clock in the United States and may
destroy foreign patent rights. Secret commercial use will typically trigger the grace period in the United States,
as will non-experimental use in a public place, even when the use is not actually observable by anyone.
Consequently, businesses that leverage intellectual property are wise to employ strict non-disclosure and
confidentiality procedures and to require vendors and certain customers to sign a Non-Disclosure Agreement
(“NDA”) including non-use restrictions before revealing to them any confidential information. And because it is

STOEL RIVES LLP © 2012

Ch. 4 – Pg. 2

impossible to prevent leaks and unauthorized use of sensitive information, the safest approach to preserving patent
rights is to file early, before any disclosures to third parties, whether or not they are under an NDA.
In the event of a priority dispute between two independent inventors (under first-to-invent rules) or a dispute
alleging an applicant derived the subject matter from the true inventor, written evidence of the independent
conception of an invention and its diligent reduction to practice can be critical. For this reason, inventors and
their employers should take steps to document development efforts and to preserve notes, drawings, photographs,
videos, emails, initial purchase orders, early prototypes, and other records of development. A particularly useful
record for evidentiary purposes is a complete invention disclosure document that is dated and signed by a witness
who understands the subject matter.
Patent rights can be powerful, but they may be defeated if either a patent disclosure or a filing date is deficient.
Thus, it is advisable to consult patent counsel early on, especially before any public disclosure or public use of an
invention. Patent compliance procedures implemented at the outset of a project and at key stages of product
development may help secure valuable rights and avoid future problems.
IV.
Patent Application Procedures. U.S. patent applications are filed with the U.S. Patent and Trademark
Office (“USPTO”). A U.S. patent application must describe the invention in sufficient detail to enable persons
skilled in the field to practice the invention. The claims of an application define the scope of an owner’s exclusive
rights and are examined by the USPTO for novelty, clarity, and non-obviousness over the prior art. In addition to
the examiner’s search for prior art, the applicant and others involved with the application have a duty to disclose
to the USPTO information that is material to patentability. Failure to comply with this duty jeopardizes the
enforceability of any patent that issues from the application. Patent law is technical, and to maximize the value of
a patent it is advisable to retain competent patent counsel to assist with preparing and filing the application, and
advocating on behalf of the applicant during the examination process (also referred to as “prosecuting the
application”).
Patent applications are generally published 18 months after filing, but a U.S. applicant can opt out of pre-grant
publication if foreign patents will not be sought. Patents are always published upon issuance. Due to backlogs at
the USPTO, the average time to obtain a U.S. patent is currently about 34 months, but this figure varies among
different technology areas. Complications during examination can lengthen pendency significantly. In foreign
jurisdictions, pendency varies widely.
Although they tend to provide only a narrow scope of protection, U.S. design patents and foreign design
registrations are significantly less expensive than patents for useful inventions, and are obtained more quickly
than utility patents – often resulting in design registration within a year of filing. The speed of design
registration makes it an attractive option for industries in which styles change quickly and new designs are
rapidly released but commercially successful products are easily copied, as in the apparel and footwear industries.
V.
Inventorship and Ownership. A U.S. patent application must be filed in the name of the sole inventor
or joint inventors, by the inventors, their assignee, or by a person with a proprietary interest acting as agent. The
concern that the sole or joint inventors are correctly identified in a U.S. patent application stems from the Patent
Laws, which provide that the willful naming of an incorrect inventive entity constitutes grounds for invalidating
any patent that may issue from the application. A mistake in the naming of inventors can be corrected, but only
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if it can be shown that the mistake occurred through error and without any deceptive intention on the part of the
actual inventor(s). Because the patent laws provide for original ownership of patents in the names of the sole or
joint inventors, the rights of an assignee or exclusive licensee can be clouded if fewer than all of the inventors are
identified on a U.S. patent. Joint inventors own an undivided joint interest in the patent with no obligation to
account to the other, and all co-owners of a patent must generally join in any enforcement action. Although
inventorship and ownership are intertwined, ownership can be transferred, while inventorship cannot be changed
by agreement.
There are exceptions to the general rule in the United States that the individual inventor or her transferee owns
the patent rights. First, an employer owns the patent rights of employees who were specifically hired to invent.
Second, even when an employee owns an invention, her employer may have a nonexclusive, nontransferable,
royalty-free “shop right” to use inventions developed while the employee was working for the employer or while
she was using the employer’s materials, facilities, or equipment, even if outside the employee’s regular duties.
Rather than relying on default rules, an employer should require all new employees to sign an invention
assignment agreement upon commencement of employment. Any such agreement should also stipulate strict
confidentiality and non-use obligations to provide protections for trade secrets. These agreements are extremely
common, though some states do limit the scope of such agreements and require special notices to employees.
The rights of the employee inventor and her employer are different in many foreign countries, so a business with
research, development, design, or high-tech manufacturing operations outside the United States should consider
consulting with local counsel.
A business that hires independent contractors for development work or that collaboratively develops products or
processes with vendors or other third parties should do so under a written agreement that addresses ownership of
intellectual property rights. Even vendors that are not hired to develop products can hold their customers hostage
through the creation of industrial designs, product improvements, or competitive technologies, so it is
advantageous for a business to enter into written agreements at the outset of such relationships, including clauses
addressing patent ownership or granting a royalty-free license to intellectual property resulting from the
relationship.
VI.
Foreign Patents. Patent applicants can typically rely on an initial U.S. application for an effective filing
date abroad, provided that a foreign or international application is filed within one year of the U.S. filing date.
The two most widely known treaties providing for such priority rights are the Paris Convention for the Protection
of Industrial Property (“Paris Convention”) and the Patent Cooperation Treaty (“PCT”). The United States and
most industrialized nations are parties to both treaties. After filing an application in one member country, such
as the United States, the Paris Convention and PCT allow the invention to then be publicly disclosed, sold, or
used during the one-year priority period without destroying patent rights in the other member countries. Foreign
patent applications are filed in the name of the owner – often the inventor’s employer or assignee.
Under the PCT, an international application (also called a PCT application) can be filed within one year of a firstfiled application to preserve patent rights in over 140 contracting states and regional patent organizations. A
PCT application does not itself mature into an international patent, but establishes a filing date for all contracting
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states and regions, while allowing the applicant to defer the substantial cost of filing national applications for
30 months from the priority filing date.
VII.
Patent Notice Marking and False Marking. To preserve the right to seek money damages from a time
before an infringer of a U.S. patent receives actual notice of infringement, patented products sold by the patentee
or its licensees must be marked with notice of the patent, including the patent number or a website where the
patent number can be found. Some companies also mark products “patent pending” once a patent application has
been filed, which can deter would-be infringers but provides no legal benefit.
U.S. patent law sets a fine of up to $500 per unpatented item falsely marked with notice of patent rights for the
purpose of deceiving the public. Until recently the statute provided a private right of action, which had led to a
large number of lawsuits by bounty hunters. Changes enacted September 16, 2011 limit the private right of
action only to persons who have suffered competitive injury as a result of false marking, and only for damages
adequate to compensate for the injury.
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Chapter Five
THE LAW OF OUTDOOR INDUSTRIES
―Product Clearance/Patent Opinions―
John A. Rafter, Jr.

After a business entity has been established, an outdoor products business can turn its attention to the product or
products that will be offered by the entity. However, a savvy executive of such an entity will take steps to ensure
that the product(s) do not infringe on any patents in the product area before and during product development.
Patent infringement lawsuits can be a devastating roadblock to success for an outdoor products company, and
particularly so for early-stage companies. As such, searching the patent landscape, preferably at a very early stage
in product development and after specific prototypes have been created, may be a critical component to success for
the company. Ideally, this search process is iterative and evolves alongside the development of the product(s).
I.
Patent Landscape Searching. At or before the initial stages of product development, it is advisable to
seek out any major patent impediments in the product field. Doing so early in product development can often
help avoid late-stage, costly product changes. Although patent landscape searches are typically directed to an area
of technology, rather than to a specific product, generally, the more information about the desired features and
components of the product that can be put into the search, the better. A very generic patent landscape search will
often turn up an unwieldy number of patents, so any additional information that focuses the scope of the search
will be useful in making a review and analysis of the search results manageable. Early-stage patent landscape
searches very frequently suggest product changes that, if made early, can be relatively inexpensive. It is far better
to make these corrections at the design stage than just before a product launch.
II.
Product Clearance Searching. As the development of the product proceeds, ideally, previous searches
are updated in accordance with directional changes to the product. While an initial patent landscape search may
have provided general direction to product development and helped avoid major patent landmines, other such
landmines not identified in the original search may be brought into play during the process of honing the features
and components of the product. Ideally, whenever a significant new feature or component is added, or whenever a
significant revision to the design of the product is made, a clearance search should be updated to identify any new
patents that may have been implicated by the revision. If these searches are done in a timely and competent
manner, the company can protect itself from unwittingly wandering into a patent landmine that could spell
disaster particularly for a small company.
III.

Patent Analysis and Patent Opinions.

A.
Pre-Opinion Analysis. Ideally, every patent or published patent application that is identified
by a patent landscape or product clearance search should be reviewed and analyzed by a patent attorney—not just an
attorney and not just a person with patent expertise, such as a patent agent. Patents are highly technical legal
documents, and an infringement analysis in most instances cannot be satisfactorily performed by a layperson. For
practical purposes, where there are a large number of patents that need to be analyzed, it may be necessary from a
cost standpoint to use a technical person with patent expertise to assist in the review, but such assistance should
be undertaken under the guidance of patent counsel. Mistakes in this area can be costly. If the company has
become aware of a patent and is later found to infringe, it could be hit with “willful infringement.” An infringer
who is found to have willfully infringed a patent may be in the unenviable position of being held liable for not
only damages (which could be calculated as the patentee’s lost profits), but up to three times the calculated
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damages. Moreover, attorneys’ fees may also be awarded for willful infringement. Given that attorneys’ fees alone
may exceed $2 million for a typical patent infringement case taken through trial, this risk is no small concern.
B.
Why Consider an Opinion? The best defense to a charge of willful infringement is a timely,
thorough, and competent opinion of counsel. Such opinions can take several forms. Although patent opinions
can be either offensive or defensive in nature, i.e., obtained by a potential plaintiff or defendant in a patent
infringement action, the most common types of patent opinions are defensive.
C.

Most Common Types of Opinions.
•

Non-Infringement Opinions. A non-infringement opinion is a detailed legal document that
thoroughly examines a particular patent and its prosecution history to assess whether a
particular product or service is likely to be ruled by a court of law as infringing that
patent. To illustrate, let us assume that a snow ski manufacturer (“SkiTech”) becomes
aware of a potentially problematic patent, either by way of receipt of a demand letter
from the holder of a patent, or by conducting its own patent landscape or product
clearance search. In light of such knowledge, SkiTech would be well-advised to have a
patent attorney conduct an independent analysis of the matter. To the extent the patent
attorney’s analysis reveals that the company’s skis do not infringe—or at least to the
extent there is a good-faith, non-frivolous basis for asserting non-infringement—
SkiTech may decide to obtain a formal write-up of the patent attorney’s analysis in the
form of a non-infringement opinion.

•

Invalidity Opinions. If SkiTech instead believes that the claims in the patent are overly
broad, it may decide to conduct a search to identify prior art that might invalidate the
patent. These searches are often conducted by specialized search firms, both in the U.S.
and abroad, but they can be supplemented by the company’s special knowledge of
products in its industry. If SkiTech’s patent attorney identifies prior art that likely
invalidates one or more of the patent’s claims, again, it may decide to obtain a formal
write-up of the patent attorney’s analysis in the form of an invalidity opinion. Invalidity
opinions may also be combined with non-infringement opinions. For example, if
SkiTech’s patent attorney concludes that some of the patent’s claims are invalid, and
others are not infringed by the accused product, the opinion SkiTech obtains may be a
combination non-infringement/invalidity opinion.

•

Product Clearance Opinion. Another type of opinion that SkiTech might have reason to
obtain is a “product clearance” or “freedom to operate” opinion. If SkiTech has a new
product that it is preparing to release, as discussed above, ideally, it has already
conducted one or more searches to identify any potentially problematic patents in the
field prior to launching the product. A formal write-up of the results of a patent
attorney’s analysis of the search results may then be obtained in the form of a product
clearance opinion. However, to the extent that one or more of the patents identified by
the search are particularly troublesome for one reason or another, those patents should be
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addressed individually in their own opinions, such as, for example, non-infringement
and/or invalidity opinions. Thus, a full clearance of a particular product may encompass
not only a clearance opinion, but also one or more other opinions, each addressing a
particular patent. It is important to note that a product clearance opinion typically
provides only a cursory analysis of each patent addressed therein and therefore cannot
serve as a defense to willful infringement. Product clearance opinions therefore should
only be used to address patents that are clearly not infringed. If there are non-frivolous
arguments for infringement with respect to a particular patent, a separate opinion may
be warranted. Also, invalidity should not be addressed in a product clearance or
freedom to operate opinion. A detailed and thorough analysis is required in order to
overcome the “clear and convincing” burden associated with invalidating an issued
patent.
D.
Factors to Consider When Deciding Whether to Obtain an Opinion. Although they can be
invaluable in defending against a willful infringement claim, patent opinions are not cheap. A company needs to
be judicious in separating out the many patents of which it is aware and that could be the subject of an opinion
from those that should be the subject of an opinion. First, if the company receives a demand letter or other notice
from a patent holder, it’s time to contact patent counsel and consider an opinion. Some of the patents in the
candidate pool may be, upon further inspection, ruled ineligible. Several factors should be used to determine
which patents within a candidate pool merit the expense of a formal patent opinion. To provide a sense for how
this analysis breaks down, let us again consider SkiTech and assume that, in connection with a planned new
product release, SkiTech has solicited (through its patent attorney) a product clearance or freedom-to-operate
search.
Once the search results are available, SkiTech’s patent attorney will likely need to conduct a preliminary analysis
in order to separate out the patents for which an opinion would clearly not suit the best interests of SkiTech. A
useful framework for this analysis is as follows.
1.
Separate the Patents Falling Within the “Patent Zone.” For each patent identified
in the search, a patent attorney must determine whether a good-faith basis for asserting infringement against the
product exists. If not, an opinion is not needed. In other words, if it is very clear that SkiTech’s product does not
infringe the patent, SkiTech would most likely be wasting its money to obtain a formal written opinion that sets
forth the case for non-infringement.
Let us now assume the polar opposite of clear non-infringement. In other words, a patent is identified for which
infringement is so clear that even mounting a good-faith defense would be difficult or impossible. Unless prior
art that might invalidate the patent is identified, this scenario presents a circumstance in which an opinion should
not be obtained. First, no competent and ethical patent attorney would provide an opinion that sets forth only
frivolous arguments. Second, such an opinion would almost certainly be worthless in any event, as a wellinformed court would likely reject the opinion as incompetent. Nonetheless, the patent attorney can assist in
advising as to product re-design or other strategies.
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Lying between the two extremes mentioned above is what can be considered the “opinion zone.” The opinion
zone includes all the patents of which a company is aware and for which a formal opinion of counsel may benefit
the company. Patents that lie within this zone are those for which reasonable, non-frivolous arguments can be
made both ways. If non-infringement opinions are under consideration, patents in the opinion zone will normally
be made up of patents with respect to which good-faith bases exist for asserting both infringement and noninfringement.
2.
Culling the Patent Zone List. A company may want to obtain legal opinions for all
patents in the opinion zone that it identifies. However, in other circumstances, a company may want to further
trim its list of candidates. A number of factors should be considered in doing so. Some of the more notable
factors for deciding whether a patent in the opinion zone merits a formal opinion are as follows.
•

What Part of the Zone Are You In? To use the example of non-infringement opinions, if
you are closer to the “frivolous to file” part of the spectrum discussed above, you are
probably less likely to want an opinion than if you are closer to the “frivolous to defend”
part of the spectrum. In other words, if the arguments for non-infringement are much
stronger than those for infringement, such that a patent infringement lawsuit would be
borderline frivolous, an opinion is less likely to be needed in order to defend a
willfulness charge. First, you are less likely to be sued if the arguments for infringement
are suspect. Second, even if you are sued, you are less likely to lose the suit. Finally,
even if you are sued and lose, you are less likely to be found to have infringed willfully.
Still, it is worth noting that courts often refuse to allow even non-frivolous arguments
presented only after litigation has commenced—rather than in a pre-litigation opinion
of counsel—to be used to avoid willfulness. Due care and consideration should therefore
be given before declining to obtain an opinion on this basis.

•

How Much Money Is at Stake? To the extent that the product at issue is generating, has
generated, or likely will generate substantial profits, the cost for an opinion may be
miniscule by comparison. On the other hand, if sales/profits of the product are in the
neighborhood of what the opinion might cost, and a substantial increase in sales is not
projected or foreseeable, the cost of having an opinion prepared would likely not be
justified. Clearly, the more profits and/or potential future profits generated, the more
compelling the need for an opinion.

•

Who Owns the Patent? The size and reputation of the party who owns the patent(s) at
issue should also be given consideration. Is the patentee a competitor? If so, it is more
likely that the patent could end up being the subject of a patent infringement lawsuit.
Does the patentee have deep pockets? Obviously an individual or a start-up company is
less likely to have the resources to sustain a patent infringement lawsuit than a Fortune
500 company. Of course, the importance of this factor should not be overplayed. It is
not uncommon for a small business to “bet the company” on winning a patent
infringement claim. The reputation/history of the patentee may also be part of the
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analysis. The patents of a company with a history of aggressively asserting patent
lawsuits may warrant heightened scrutiny.
E.
Getting the Most Out of Your Opinions. Once your company has decided to obtain a patent
opinion, how should it be used, and what peripheral actions should be taken to ensure that it remains a valuable
and effective tool? There are several issues that may arise in this context.
First, a company should be aware of the potential consequences associated with relying upon an opinion during
litigation. Normally, communications to and from your attorney are protected by the attorney-client privilege.
However, when you use a patent opinion in court to defend against a charge of willful infringement, you may
waive the privilege as it relates to the opinion as well as related communications and work product.
Relying on an opinion will obviously require the party to disclose the full opinion. What else is waived? Well,
the answer might depend, at least in part, on what jurisdiction you find yourself in. The law in this area is not
entirely settled. However, generally speaking, any information directly related to the opinion will be subject to
the waiver. This information may include, for example, correspondence, notes, and bills prepared by opinion
counsel, along with drafts of the opinion. It is generally desirable to minimize notes and drafts to minimize
creation of documents that may be subject to the waiver.
Second, aside from understanding the consequences that may result from relying on an opinion during litigation,
there are several other steps a company can take—both during the preparation of an opinion and after it has been
rendered—to maximize the usefulness of an opinion and minimize potential problems. Perhaps most
importantly, companies should be proactive in establishing and following procedures for addressing potential
infringement issues. Such procedures are facially indicative of good faith and minimize the potential for engaging
in infringing acts. A competent opinion of counsel will be stronger when presented in conjunction with evidence
of consistently applied and followed practices for avoiding infringement.
As an initial step in establishing such practices, whenever a relevant patent is identified that relates to a product
or service being offered by the company, the patent should be given to a patent attorney for an infringement
analysis. As part of this analysis, guidance may be provided to the company by the patent attorney as to how the
product might be re-designed to reduce the risk of infringement. Depending on the circumstances, it may be
desirable to keep thorough records of the steps and efforts made to design around the patent. Such design-around
efforts are often seen as indicative of good faith. In fact, courts sometimes deny or reduce enhanced damages for
willful infringement due to good-faith, even if ultimately unsuccessful, design-around efforts.
Third, it is also very important to educate and train employees regarding actions they are to take, and those they
should avoid, with regard to other companies’ patents. Most notably, employees should be taught to avoid
creating negative documents (also known as “smoking guns”). Such documents can arise in numerous contexts,
but they are often unwittingly created by employees lacking knowledge and training. Unfortunately, statements
made in internal memoranda or emails can be damaging in court, regardless of whether their authors are
authoritative on the topic, and perhaps even regardless of the veracity of the statements. To the extent that an
employee somehow becomes aware of a patent and believes it may be of concern to the company, the patent
should be brought to the immediate attention of the legal department or another appropriate high-level executive
of the company. Ideally, this should be done without written comment. For example, an inexperienced employee
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may look at a patent and believe the company’s flagship product infringes and pens an email asserting same.
However, upon careful analysis it is determined by patent counsel that the product does not infringe. Such an
email if discovered can nonetheless be damaging.
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Chapter Six
THE LAW OF OUTDOOR INDUSTRIES
—Operations—
Joseph N. Eckhardt

Many businesses in the outdoor industries have great new ideas and products (see Chapter 3). Having a great
concept, however, does not necessarily mean the business will be successful. This is where operational agreements
will come into play. Operational agreements come into play at all points in time in the development,
manufacturing, distribution, marketing, sales, and post-sales support for outdoor products and services, as well as
the infrastructure of the company to ensure seamless integration of those activities.
Most legal issues stemming from business operations fall under the realm of contract law. Legally, a contract is an
exchange of promises between two or more parties, where the parties have specific remedies in the event the other
does not fulfill its promises. Contrary to popular belief, not all contracts must be in writing to be enforceable.
Oral agreements may be enforceable, and statements made only in person may still create warranties or other
obligations to which a company can be held responsible.
1

The terms of the contract decide which “law” governs the parties’ relationship. This does not mean that two
parties can create any law they want under which to do business. In the event of a dispute, contracts will always
be interpreted under the law of the state that has jurisdiction over the parties. When negotiating contracts, it is
therefore necessary to know the law under which the contract will be interpreted, so that the parties can be fully
aware what they are agreeing to. For example, every state except Louisiana has adopted some form of the
Uniform Commercial Code (“UCC”) governing the sale of goods when an agreement between the parties is silent
on a term in the contract. This means that companies can unwillingly agree to statutory contractual terms even if
the agreement they have in writing does not address the issue. Other laws, such as California’s prohibition on
certain types of non-compete agreements and federal antitrust laws, can nullify terms that the parties had
otherwise agreed on.
2

Operations contracts affect multiple areas of the business; here are just a few:
I.
Development of Intellectual Property. Intellectual property is the backbone of most companies in the
outdoor industries. Generally, a person comes up with a great new idea for a good or a service that fills a gap in
the existing technology. This idea may or may not be ready to release to the market. In the event that the idea is
not ready for immediate release, additional development work may be needed in order to create a product or
service that will be sellable and profitable for a company. Additional development here means that new
intellectual property may be created.
When an existing idea is built upon, it is important to recognize who owns what rights in a given idea, and to
address ownership and license rights at the outset rather than after a product or service has been fully developed
and is being offered for sale. Developments by employees are treated differently under the law than development
1

The Statute of Frauds provides a list of contracts that must be in writing to be enforceable. These include contracts for the sale of goods worth more than
$500, contracts that cannot be performed in less than one year, contracts for the transfer of land, contracts in consideration of marriage, contracts for the
executor of a will to pay the debts of the deceased, and any contract in which one party guarantees the debt of another.
2

Louisiana has its own civil law governing the sale of goods.
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by independent contractors, and patent, trademark, and copyright laws each treat ownership by third-party
developers differently. Written contracts establish ownership rights and respective party responsibilities with
respect to the maintenance and enforcement of those rights.
Without appropriate contracts in place, intellectual property ownership can be at risk, and that can place an
entire business advantage at risk. A prime example of this is the common misconception that once work is paid
for, the intellectual property embodied in the work is wholly owned by the person who paid for the work. Except
for specific instances relating to properly classified employees, however, this is not the case. For example, a
clothing designer hired as an independent contractor to create new outerwear designs may own the rights in those
designs, regardless of how much she was paid. Absent a proper written agreement to the contrary, this would
leave her free to sell those designs to others, including competitors.
II.
General Infrastructure. Start-ups and small companies rarely spend much time thinking about their
infrastructure. Obviously, selling goods from a single store in Boulder, Colorado requires far less complex
infrastructure than global distribution through hundreds of retail outlets and online sales. However, as companies
grow, the infrastructure needs of the companies grow as well. Information technology systems need to be put in
place to allow buyers to communicate with sellers, and stores communicate with headquarters. Inventories must
be managed and planned to maximize profits and reduce overhead, e.g., making sure the January shipment gets
surfboards to Honolulu and snowshoes to Minneapolis.
Infrastructure services may be provided in-house or by third-party contractors. Either way, such services will be
integral to a growing company’s success. When third-party contractors are used, a detailed written agreement
should be drawn up outlining how the parties will ensure that the services will meet quality, availability, and
price expectations. Without a clear understanding of the level of service to be offered, and clear remedies in the
event quality standards are not met, a host of surprises awaits. Of course, contracts are never bulletproof, but they
act as key catalysts for effective communications about the parties’ expectations. Miscommunication can result in
lost sales and lost revenue when unavailable websites, downed servers, and availability support personnel were not
contemplated when the parties were structuring their relationship.
Infrastructure developed and managed by in-house resources is not immune from these problems, but the nature
of the contractual difficulties may change. Managing licensed software and complying with commercial licenses
can require significant diligence even when operational hardware and software are purchased off the shelf.
Software licenses have grown increasingly complex as software companies seek new sales channels, such as software
as a service and service-based open source licenses. To enforce their rights under these complex licenses, software
companies frequently audit their licensees for compliance to ensure compliance with the terms of the license. Fear
of statutory penalties for copyright infringement based on license mismanagement frequently cause companies to
have to pay far more than face value for extended licenses. To avoid being caught by surprise by a software audit,
it is imperative to manage these licenses as part of internal operations compliance.
III.
Manufacturing Goods. Companies that manufacture physical goods have two options: (1) run their
own manufacturing operations or (2) outsource their manufacturing to a third party. Both have legal
consequences that should be addressed before determining which route to take.
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A.
In-House Manufacturing. The primary contractual relationship that manufacturers of goods
have is their supply chain relationships. Raw materials and semi-finished goods must be procured, inventoried,
processed, checked for quality, packaged, and shipped. Manufacturers seek relationships with suppliers that can
meet their needs for lead time and delivery and that allow inventories to be minimized and profits to be
maximized, while shifting liabilities to the parties in the relationship that can best control the risk associated
with the liability.
Absent an agreement to the contrary, the sale of goods – including the sale of raw materials – is generally
governed by the UCC. However, the UCC itself is not actually a law in and of itself, but a recommendation of
laws that are recommended to be adopted. States can adopt the UCC in whole, or may amend or modify it to
address specific state policies. For this reason, it is important to know which state’s laws govern a transaction
(known as “jurisdiction”) as well as what those laws are.
Regardless of the specific terms of the law, the UCC as adopted in each state generally covers the same set of
topics. These include determining when and if a contract is formed (whether or not it is in writing), when a
contract has been repudiated or breached, and what rights the parties have in the event of whole or partial nonperformance. The UCC also generally addresses implied warranties and the effectiveness of disclaimers of implied
warranties. More is provided on the UCC in Section VI, Sales.
Not addressed in the UCC are items such as just-in-time manufacturing, inventory management, pricing
structures, exclusivity, and other key terms that are necessary to maintain a productive and profitable supply
chain. Negotiation of robust supply chain agreements is one of the most effective ways to ensure each item is
communicated and addressed early in the relationship, so that expectations of all parties are aligned.
B.
Outsourced Manufacturing. Most outdoor industry companies are skilled at generating new
product and service ideas and have a wealth of ingenuity to design and create new products and services.
However, the capital required to enter into large-scale manufacturing can be daunting, and many companies seek
to outsource this work to contract manufacturers. Outsourcing to contract manufacturers frequently allows
companies to take advantage of economies of scale and existing equipment and personnel at large-scale contract
manufacturing operations. Choosing a partner for outsourced manufacturing, however, goes beyond simply
negotiating legal terms. Perhaps more important is knowing who the manufacturer is, and whether it can be
trusted to uphold the terms of an agreement.
For example, China is currently the number one place that outdoor industries look for cost-effective
manufacturing of their products. However, these manufacturers are frequently the source of leaked designs,
redistributed raw materials, and black- or gray-market goods. According to U.S. Customs and Border Patrol
(“Customs”), in fiscal year 2009, more than $260.7 million in domestic value of counterfeit goods were
intercepted at U.S. ports of entry. Footwear was the number one seized counterfeit item, with over $99 million
worth of counterfeit footwear seized by Customs in 2009 alone. Consumer electronics ($31+ million), backpacks
and handbags ($21+ million), and apparel ($21+ million) rounded out the top four counterfeit items seized by
Customs. China accounted for more than 79 percent of all seized infringing property, including accounting for
more than 98 percent of counterfeit footwear seized by Customs.
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Choosing a reputable and reliable manufacturer contract is therefore a key step in protecting your valuable
intellectual property. Robust manufacturing agreements, such as original design manufacturer agreements
(“ODM Agreements”) and original equipment manufacturer agreements (“OEM Agreements”) are integral in
protecting your rights when using third-party manufacturers. In addition to key elements such as quality,
quantity, and delivery commitments, these agreements should address key elements, such as confidentiality,
intellectual property licenses, exclusivity arrangements, liabilities, indemnification, dispute resolution, and
remedies. The last of these – remedies – can be the best means by which a company can ensure compliance with
the other terms of the agreement. Black- and gray-market sales can be so lucrative that, without adequate
contractual remedies, the remedies available under the UCC or other law may be insufficient to justify the
business expense of stopping the activity through other means.
Other terms, which may seem like “legal boilerplate,” are truly not fungible for all relationships or even all
products. Truly robust contracts take into consideration the nature of the goods or services being sold; the type
and value of intellectual property being licensed; the size and value of the parties involved; the parties’ growth,
acquisition, and/or exit strategy; and the relative negotiating power of the parties in order to develop a contractual
relationship that a company can use to advance its own growth strategy. Even minor terms – such as how much
(if any) time is required to give notice before terminating a contract for breach – can be key decisions made based
on knowledge of how the industry generally and the business specifically operate. Taking the time and effort to
address these issues in supply chain and manufacturing agreements can lead to big payoffs later in successfully
mitigating risks and growing the business.
IV.

Marketing.

A.
Promotions. Once products are manufactured, they need to be sold. And to sell, there must be
marketing. This can mean traditional marketing, such as print, radio, and television ads, product placement, and
professional endorsements, but more often than not, this now means Internet marketing, social networking, and
getting the product “viral.” Each, however, deserves its own legal consideration.
1.
False Advertising. It is important in both traditional and Internet advertising that
such advertising not be “deceptive.” Deception, however, is more than simply false statements. It also includes
making true statements that are likely to mislead consumers. Both federal and state law typically prohibit
deceptive advertising, and enforcement may be through administrative action (such as lawsuits filed by the state’s
attorney general) or private action, including consumer class actions. Some states also maintain specific laws
regarding specific types of advertising. For example, California law states that it is deceptive to unqualifiedly
advertise that a product is “Made in USA” if any article, unit, or part of a product is entirely or substantially made
abroad. Because this standard is significantly different than the federal standard for stating “Made in USA,” many
companies have opted to forgo the label altogether instead of risking a California class action law suit.
The process for ensuring that marketing claims are not “deceptive” can be difficult. The general rule is that a
reasonable basis should exist for all claims made about a product. However, what is reasonable and what is not
reasonable when substantiating a claim is not always straightforward. Even if studies and statistics show that a
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claim is actually true – such as “bamboo fiber” – if consumers are misled, then the advertisement may be
deceptive. Sometimes, claims can be clarified with disclaimers and disclosures that lessen the likelihood of
deception, but disclaimers should always be evaluated on a case-by-case basis, because a disclaimer is not sufficient
to nullify a false statement.
3

In addition to general rules prohibiting false advertising, the Federal Trade Commission (“FTC”) and many states
have regulated specific claims that are believed to be particularly designed to mislead consumers. In addition to
“Made in USA” claims (mentioned above), the FTC is now carefully examining “green” claims relating to a
product’s environmental impact or attributes and has published new guidelines for the making of statements
regarding the renewable materials, renewable energy, and carbon offset claims that are made in connection with
the sale of goods or services. The FTC has also recently started taking the position that statements made about
food or nutritional products can be deceptive even if those statements are allowable under Food and Drug
Administration regulations.
A full working knowledge of new FTC guidelines and recent rulings can help prevent actions by the FTC. For
example, over 60 companies have recently received warning letters from the FTC regarding their advertising and
labeling of “bamboo” fabrics, including such well-know companies as Backcountry.com, REI, and Sierra Trading
Post. Other recent FTC actions have indicated that it is taking a new look at health and performance claims of
food products, another fast growing, highly competitive market within the outdoor industries.
The recent FTC actions indicate the far-reaching nature of false advertising claims. It does not matter whether
the person making the claim is just passing on information they were provided; action can be taken against
anyone who makes the claim. In addition to legal review of marketing and advertising claims, operating
agreements regarding these services can also protect retailers from adopting claims made by a manufacturer, and
manufacturers can prohibit retailers from making claims that would constitute deceptive advertising.
Manufacturers, retailers, marketing consultants, and advertising agencies should all consider the product claims
and marketing strategies when entering agreements with each other, and can mitigate liability through
indemnification and limitation of liability clauses.
2.
Sweepstakes and Contests. Many companies have recently taken to online contests
and sweepstakes promotions both to gain attention for their goods and services and to reduce the cost of
marketing and advertising. These types of marketing activities present two major risks: the risk of running afoul
of state lottery laws that prohibit illegal lotteries, and the risk that comes with using user-generated content in
marketing campaigns. Most states prohibit unlicensed “lotteries,” which are defined as games that allow a person
to pay consideration for ability to potentially win a prize that is awarded based solely on chance. If a sweepstakes
requires contestants to pay “consideration” for the chance to win a prize, then the sweepstakes will most likely be
illegal. This is why most promotional contests provide that “no purchase is necessary to enter or win” and also
provide an alternate means of entry. But, some states even consider a requirement of a self-addressed stamped

3

The FTC charged four companies with false labeling and deceptive advertisement for making claims regarding bamboo fabric. The goods in question were
made from rayon derived from bamboo.
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envelope as sufficient consideration to make a sweepstakes an illegal lottery. Other states allow these activities
only pursuant to registration and bonding requirements.
B.
The Internet. The Internet provides unique opportunities and challenges in marketing. It
provides both a broad audience of consumers and a broad range of non-traditional advertising that appeals to
target markets. Recent developments in Internet marketing have brought a host of new legal issues to the
forefront, including issues relating to privacy, publicity, and rights in user-generated content. The outdoor
industry is not immune to these challenges.
The Internet has a unique benefit to marketers and retailers because it allows them to enter into contracts with
their target markets before those consumers ever purchase anything. These are the contracts that appear as “terms
of use” or “terms of service.” These agreements, usually provided via a hyperlink at the bottom of a web page or
in a pop-up window requiring the user to click “I accept” when setting up an account, can be structured to be
binding contracts on those who visit the website. These are called “browsewrap” (when users agree to terms
simply by browsing the website) or “clickwrap” (when users click to accept the terms) agreements, and they are
generally seen as enforceable contracts between the owner or operator of the website and the user of the website.
1.
Financial Privacy. The ability to create a binding contract does not mean that a
website operator can demand any terms it wants simply by putting them into a clickwrap or browsewrap
agreement. Not only do the legal rules governing contract interpretation apply, but state and federal laws may
also govern what must be included in the terms of the agreement. One area that is particularly concerning
regarding state and federal regulations is that of consumer privacy.
Consumer data privacy has made headlines recently, with particular emphasis on protecting people from identity
theft and theft of financial information. Protecting the financial information of consumers is paramount in
running a business because the release of such information can have a major impact on consumers’ lives. Unlike
other types of Internet privacy issues, financial privacy is and has been heavily regulated for some time, and the
Internet has only shined a spotlight on these issues because of the way it allows for the easy and anonymous
transfer of this highly sensitive data. Consumer protection and financial regulations, such as the Fair Credit
Reporting Act, Graham Leach Bliley Act, and even the FTC Act are all used to create standards for the collection,
storage, transmission, and reporting of information such as credit card number, credit history, and payment
history.
4

In addition to the federal rules, many states have their own laws for consumer protection that impact a business’s
ability to collect financial information of consumers in order to get paid for the products or services. As with the
state laws on personal data privacy, the state regulations are usually written to cover any transaction in which
financial information is gained from a person in that state, such that companies must comply with all state laws in
order to do business on the Internet. For example, Nevada state law requires companies that accept “payment
cards” (i.e., credit cards) to comply with the Payment Card Industry Data Security Standards (“PCI-DSS”), even if
4
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they may not otherwise be required to. This can significantly impact a company’s ability to do business online, as
the cost of compliance can be significant if it was not built into the business model from inception.
2.
Personal Data Privacy. To date, no federal law exists specifically regarding the
personal data privacy of adults. However, several states have laws governing what information must be provided
to consumers when website operators collect personal information about them, and both state and federal “unfair
trade practice” laws have been used to enforce consumers’ rights in the personal information. Most of these laws
apply to information collected about consumers in that state, rather than businesses located in the state. Due to
the nature of the Internet, this, of course, means that every website operator must comply with every state law.
The most general of these simply state that, if a website operator collects personal information from consumers, it
must conspicuously place a privacy policy on its website and follow it. The more demanding statutes specify
what information must be included in the privacy policy, such as what information is gathered, how it is used,
who the information might be shared with, and how consumers can change their information or opt out of
sharing.
The issue has become so concerning that the FTC has now issued preliminary findings intended to guide federal
regulators in determining policy and writing new laws to address issues, both real and perceived. These
guidelines take the position that the current set of regulations is insufficient to protect consumers who are
unlikely to read, understand, and comprehend the risks associated with sharing information online. It proposes
significant and broad changes in how companies should view and address consumer privacy, both online and
offline. The proposed changes have not yet become law, but this area is ripe for legislation and any business that
collects information about consumers of its products or services should be alert for changes in the law – even if
they do not operate a website.
Special rules apply to website operators that target children in their marketing or advertising, which can be
particularly risky for the outdoor industry, which seeks to encourage youth to discover the outdoors at an early
age. Federal law currently prohibits the collection of any personally identifiable information about children
under the age of 13 without a parent’s permission, regardless of how that information will be used. This includes
information as seemingly innocuous as a first name and email address, and the prohibition is not “knowledge
qualified” – that is, a website operator may be held responsible for the collection of a child’s personal information
even if the operator does not know the information belonged to a child.
5

3.
User-Generated Content. Protecting users’ privacy can become particular onerous
when website users can post their own content. This, however, is where terms of service can benefit the website
operator by providing the terms under which consumers agree they are sharing any user-generated content
(“UGC”) with other users of the site. These clickwrap or browsewrap agreements, however, are not generic and
are generally drafted to address the specific types of UGC that will be shared on the website. Depending on the
type of UGC that may be shared, the agreements can address all aspects of the information, including the right to
publicize personal information (submitted as part of UGC), licenses to the recognized intellectual property rights
5

Selling children’s products, especially online, creates a variety of issues not specifically addressed in this publication, including regulations by the Consumer
Product Safety Commission on the safety of children’s products and legal issues relating to minor’s lack of capacity to enter into a contract. If your products
and/or website targets a youth market, consult your attorney for advice on how to address these risks.
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in publicity and privacy, rights to broadcast, and otherwise publish information, artwork, graphics, or other
works created by users. A typical agreement regarding participation in a UGC-focused website will address
ownership of the UGC (including warranties that the user has the right to use the content), a license to the service
provider to use the UGC as intended, and a license to other users to access and use the UGC in accordance with
the intent and purpose of the site.
Of course, UCG and other forms of social media generate more legal issues than just privacy rights, specifically
with respect to intellectual property rights. This has been particularly noticeable in the arena of copyright law,
where copyright holders have been pitted against users who demand free access to media such as music and
movies, creating the illusion that there is a difference between “law” and “Internet law.” In fact, the Internet is
not a wild West of legal regimes in which people are allowed to run roughshod over the intellectual property
rights of others based solely on their anonymity. In fact, copyright and trademark laws (as well as publicity and
defamation laws) have simply been applied in ways that were not foreseen before Internet technology existed – the
same way those laws were applied to new technologies of radio and television in previous generations.
4.
DMCA and CDA. As existing laws were applied to new technology, new laws have
been put into place to address gaps that were identified through case law. Two prime examples of this are the
Digital Millennium Copyright Act (“DMCA”) and the Communications Decency Act (“CDA”). These laws
were written in part to protect online service providers from liability associated with the action of their users.
The CDA, which was originally designed to restrict pornography on the Internet, includes a key provision that
removes providers of online services from the definition of “publisher” or “speaker” of information posted by the
users of the online service. This clause has effectively limited the liability of the host for statements made by
users, most frequently in connection with claims of defamation.
6

7

8

The CDA specifically does not affect intellectual property laws, such as copyright and trademark laws. This
initially meant that an online service provider who financially benefitted from the infringing actions of its users
could be held vicariously liable for that infringement. Congress, believing this would stymie innovation, passed
the DMCA to provide safe harbors to online service providers when they allow users to post information.
The DMCA protects online service providers from copyright infringement liability provided that it is not actually
aware of the infringement and, when made aware, promptly removes or disables access to the infringing material.
This limitation of liability applies, however, only if the online service provider registers an agent with the
U.S. Copyright Office and has sufficient internal policies to address notice of infringing activities. The online
service provider must also follow these policies and cannot induce infringement or turn a blind eye and rely on its
agent registration.

6

17 U.S.C. § 512.

7

47 U.S.C. § 230.

8

The anti-indecency provisions of the CDA were struck down as unconstitutional restrictions of the First Amendment right to free speech in Reno v. ACLU,
521 U.S. 844 (1997). The protections for online service providers, however, survived.
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V.

Distribution.

A.
United States. Once goods are manufactured, they need to get into the hands of end users. In
early stage companies, this can be as simple as a single person developing, manufacturing, and selling the
products directly. As companies grow, this role is expanded either through vertically integrated models of
distribution and sales, where the company owns and controls the sales channels, or through contractual
relationships with independent distribution centers and resellers.
9

When independent distributors and resellers are used (including independent sales agents), the contract with
those parties will, again, govern the relationship. These contracts typically address items such as whether the
relationship will be exclusive or non-exclusive, and, if exclusive, what the breadth of the exclusivity is – does
exclusivity mean that the manufacturer can use no other distributor? Or that the distributor cannot distribute
any competing products? What happens in the event of a corporate merger where a competitor acquires a
distributor that is prohibited from selling competing products? If the manufacturer is prohibited from using
other distributors or resellers, must the distributors and resellers meet a minimum sales volume to maintain such
relationship? What if a change of circumstances increases the demand to the extent that the distributor or reseller
cannot move product fast enough? These and many other questions should be addressed in distributor and
reseller agreements.
Additionally, a company may opt to use an individual sales representative rather than larger distributors, in which
case additional concerns should be addressed regarding employment laws. It is always important to remember
that the law determines whether a person is an employee or independent contractor using set legal tests that are
independent of how the parties classify themselves. Misclassifying an employee as an independent contractor may
result in unanticipated tax liabilities, claims for workers’ compensation benefits, and wrongful termination
lawsuits. Key terms in independent sales representative agreements, such as non-competition provisions, may also
be regulated or unenforceable based on the public policy of the law of the state that has jurisdiction over the sales
representative.
10

B.

International.

1.
Intellectual Property Protection. When goods and services are sold by companies in
the United States outside of the United States, additional factors must be considered. Operations agreements may
no longer be interpreted under U.S. laws. Patents, trademarks, and copyrights may have to be registered in local
jurisdictions in order to be enforceable. Additionally, and particularly with respect to trademarks, some
jurisdictions may grant trademark rights to the first entity to file the trademark application, regardless of actual
use. This can (and does) lead to local distributors and resellers registering manufacturers’ trademarks.
The local distributors and resellers may believe – perhaps rightfully, perhaps not – that they must register these
marks in order to prevent others from selling counterfeits. Counterfeiting is a major issue in the United
9

Vertical integration may be done either through entire in-house operations under one umbrella, or through the use of wholly or partially owned subsidiary
companies. See Chapter 1 for more detail.
10

Employment contracts (as opposed to at-will employment) present separate legal issues, as does the hiring of employees, which is not addressed here.
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States and the rest of the world – particularly affecting the outdoor industries. For the fourth year in a row,
footwear was the top product seized in the United States, with apparel close behind, and the numbers are similar
in the European Union. This registration by the local distributor or reseller in lieu of the manufacturer may
initially work to the benefit of the manufacturer, who does not have to pay the foreign registration and
maintenance fees at the outset, but will create great difficulties if the relationship goes south or additional
distributors or resellers are sought at a later date.
2.
Export Regulations. Outdoor products also face unique problems with respect to
compliance with export regulations. The Department of Commerce Bureau of Industry and Security (“BIS”)
regulates the exportation of “dual use” items – that is, items that can be used for both commercial and military
applications. Because so many outdoor products can also be used by military troops in the field, they are often
subject to the export administration regulations (“EARs”) and may require a license to be exported. If the items
are subject to the EARs, a license determination will need to be made before attempting to export the items.
This includes determining the item’s export control classification number (“ECCN”) and type of license, if any,
that is required. If a license is required, then the license must also be applied for and granted prior to exporting
the item. All of this takes time, so it is imperative to determine if the outdoor products are subject to the EARs
and if a license is required well in advance of accepting international orders.
11

Simply determining an item’s ECCN and type of license may not be sufficient to legally export the goods or
technology, though. BIS has grown increasingly aware that items and even countries are not what create threats
to national security – people do. So, even if an item is not subject to the EARs, or no license is required to export
the item, it remains illegal to export any item to persons or entities listed on a variety of lists compiled by the
BIS, the Treasury Department, the Office of Foreign Assets Control, and the State Department. This list
changes frequently, and companies are urged to put in place robust export compliance programs as part of their
international growth plans to ensure that international sales do not quickly turn into seized foreign assets, civil
and criminal charges, and the loss of the right to export goods.
12

VI.
Sales. For retail sales to consumers, there are rarely sales agreements covering the terms of such sale.
However, between manufacturers, distributors, resellers, and retailers, sales terms are frequently written into
purchase orders or other “form” agreements. What many in the industry do not realize is that these form
agreements rarely cover all the terms that govern the sale of goods or services. When terms are not specifically
addressed in these forms, or each party submits their own terms without regards to the others’, then it is
important to understand how the law fills in these gaps.
Contracts, whether written or oral, are generally governed by state law. When goods are being sold, Article 2 of
the UCC will fill in any gaps that are left in the existing form agreements and provide instruction as to how to
determine which form governs the relationship if more than one form changed hands. The UCC is a uniform law

11

Some outdoor products, such as rifles and scopes, may be governed by the Arms Export Control Act and regulated under the International Traffic in Arms
Regulations. While similar to the EARs, these items can be more cumbersome to export and may make timelines even longer.

12

The lists can be accessed at http://www.bis.doc.gov/complianceandenforcement/ liststocheck.htm.

STOEL RIVES LLP © 2012

Ch. 6 – Pg. 10

that has been adopted in some form by all 50 states. Article 2 – dealing with the sale of goods – has been adopted
in some form by 49 states.
13

Article 2 of the UCC addresses contract formation, repudiation, breach, and remedies for breach. It also provides
for express and implied warranties, and provides certain remedies for buyers when those warranties are not met. It
defines what constitutes “delivery” of goods, and sets the rules for risk of loss and transfer of title, as well as a host
of other terms. These terms will be implied into contracts for the sale of goods if a negotiated contract does not
state otherwise.
VII.
Post-Sales Support. Sales are finally coming in and the product is moving from production to end
users! Your job is done now, right? Probably not. When the products were sold, whether they were sold as offthe-shelf goods to consumers or to other businesses by means of negotiated channels, there is a high likelihood
that your company has committed to some form of post-sales support. Most post-sales obligations fall into one of
two categories: warranty support and product liability.
A.
Warranty. The most common form of post-sales support is warranty support. While most
people think of warranties as the written documents that come inside of some goods, legally, any statement of fact
made about a product to a consumer may be considered a warranty. Additionally, the UCC creates certain
implied warranties that will apply to the products even if no statement has ever been made.
Three main implied warranties are given under the UCC: the implied warranty of merchantability, the implied
warranty of non-infringement, and, in certain circumstances, the implied warranty of fitness for a particular
purpose. If a product does not conform to the ordinary standards of care such that it is not fit for its intended
purpose, then the warranty of merchantability has been breached (for example, if you buy a new pair of ski boots
and, on the first run, the buckles come undone, then the boots would not be fit for their intended purpose). If a
buyer seeks to purchase a good in order to fulfill a particular purpose (for example, a climber seeks a rope of
sufficient weight to hold him), and the seller knows of the purpose and sells the good, but the good does not
fulfill the purpose (e.g., the rope breaks), then the implied warranty of fitness for a particular purpose has been
breached. If a seller sells a good in violation of another person’s patent rights (see Chapter 4), then the implied
warranty of non-infringement is breached.
Each of these implied warranties can be disclaimed or modified by buyers or sellers, and such disclaimers are
common in supply chain agreements. The impact of these disclaimers (or lack thereof) may or may not impact
the parties, as each situation is unique to both the product and the parties.
These implied warranties are mostly used by manufacturers and distributors in their supply chain operations.
When goods are sold directly to consumers, these terms, plus the terms of additional consumer protection laws
will apply. The Magnuson-Moss Warranty Act applies to both manufacturers and sellers of consumer products.
It was designed to require specific disclosures regarding product warranties to allow consumers to easily compare
product warranty terms, and it acts primarily as a disclosure requirement, requiring all written warranties of
14

13

Louisiana maintains its own civil code governing the sale of goods, and has not adopted the UCC in this area.

14

Magnuson-Moss does not require a manufacturer or seller to provide a warranty, but if a written warranty is offered, it is required to comply with the act.
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consumer products valued over $10 to be designated as “FULL” or “LIMITED.” Warranties not disclosed as
“LIMITED” will be considered “FULL,” and all applicable remedies will apply. Because these remedies can
include full refunds as well as unlimited consequential damages, companies should work closely with an attorney
familiar with the Magnuson-Moss requirements when crafting their written warranties.
B.
Product Liability. One of the most concerning types of post-sales support that outdoor
industry clients are aware of is product liability. Generally speaking, product liability law is the area of law that
allows individuals to hold manufacturers, distributors, and resellers liable for injuries they sustain because of their
use of the products. The dominant theory of product liability is one of strict tort liability. Strict liability is
grounded in consumers’ expectations of products free from hidden defects. This means that, while disclaimers
and warnings serve limited purposes, it is rarely possible to fully mitigate liability risks with respect to end users
of outdoor products and gear. Instead, most companies use operational agreements to allocate the risk of such
liability to those entities that are most capable of either preventing the defect or absorbing the risk.
While “The Law of Product Liability” could fill its own binder, it is important to note simply the different types
of defects that are recognized under product liability law so that outdoor industry companies can recognize these
and allocate risks accordingly in their operational agreements. These types of defects are (1) manufacturing
defects, (2) design defects, and (3) warning defects.
Manufacturing defects are, at a basic level, unintended flaws caused by errors in production. One of the most
commonly noted manufacturing defects is in food processing, such as when salmonella was introduced into energy
bars through contaminated peanut butter. Liability for manufacturing defects is truly strict because it does not
take into account any actions or inactions of the consumer. Operations agreements that provide for appropriate
indemnification, duties to defend, insurance, and limitations of liability are important in shifting the risk related
to this type of liability to the entity or entities that are most likely to be able to prevent such defects. If your
company is the entity most likely to be able to prevent manufacturing defects, proper operational controls and
processes then take center stage in mitigating risks.
Design defects are not necessarily unintended defects, but features of a product that are designed into the product
that may make the product more dangerous than necessary. Design defects can be difficult to discover, as almost
any product – and particularly products used by outdoor enthusiasts – can be dangerous if used incorrectly. In
evaluating whether a product suffers from a design defect, most courts use some form of risk-benefits analysis to
determine if the risks posed by the product design outweigh the benefits of the riskier design. For example, a
lightweight camp stove may pose a risk of tipping over and spilling hot liquids on the consumer using the stove,
but the benefit of the lower weight may outweigh this risk if the cost of making it safer (i.e., more stable) is
higher than the expected benefit in terms of liability. This is where instructions and warnings can be useful in
lowering the risks of liability because such warnings can alert the consumer to otherwise hidden defects and allow
the consumer to choose a different product, with different functionality – such as a heavier, but more stable,
stove – that does not have the “defect” that is warned against.
Of course, failure to adequately alert consumers to hidden defects (warnings) and to provide information on how
to avoid such defects (instructions) can lead to claims of warning defects. Warning defects are present when
either the content of the warning or the method by which the warning is communicated is inadequate to alert the
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consumer to the hidden defect. The substance and process by which consumers are warned is generally related to
the risk posed to the consumer, where the most hazardous defects require the most obvious warnings
(Caution: Burning Charcoal Indoors Can Kill You) presented in the most obvious fashions.
Contractual relationships can be used to mitigate some of these risks. Proper insurance coverage, indemnification
requirements, and contractual limitations of liability can help minimize the impact of a product liability claim
against a company. Management of sales and distribution channels, import and export compliance, and
Competent counsel who
trademark enforcement can also play key roles in limiting product liability.
understands the outdoor industry and the particular risks associated with both your products and your business
can help navigate and reduce these risks.
15

15

$32 million worth of seized counterfeit products presented a potential safety or security risk. Pharmaceuticals were the primary goods seized that presented
safety risks, but consumer electronics, sunglasses, exercise equipment, and personal care items all made the “Top 10” list in items seized by Customs that
pose a safety or security risk to consumers. Failure to manage these risks can increase liability risks for legitimately manufactured goods, both legally and in
terms of goodwill and public relations.
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Chapter Seven
THE LAW OF OUTDOOR INDUSTRIES
―Employment Issues―
Justin B. Palmer, Emily E. Stubbs

As with any employer, an outdoor products company will face a dizzying array of employment issues. This
chapter is intended to facilitate an outdoor products company’s awareness of prominent federal and state laws
governing employment practices. It is also intended to enhance an outdoor products company’s understanding of
circumstances that may create exposure for wrongful termination liability. Failure to comply with federal or state
laws governing employment practices may expose an employer to both civil and criminal liability in the form of
civil penalties, imprisonment, payment of lost wages, and compensatory and punitive damages, as well as
compelled hiring, reinstatement, or promotion of affected employees. Although wide-ranging, this chapter is not
exhaustive. Certain federal and state laws governing employment practices are not discussed herein. Moreover,
laws governing employment practices can and do change over time due to amendment and otherwise. Thus legal
counsel should be consulted with respect to specific questions or issues.
I.

Federal Regulations.

A.
Age Discrimination in Employment Act. The Age Discrimination in Employment Act
(“ADEA”) seeks to address the longstanding problem of age discrimination in the workplace. The statute applies
to all employers engaged in an industry affecting commerce that have 20 or more employees each working day in
at least 20 weeks in the current or preceding calendar year.
The ADEA forbids age discrimination only against people who are age 40 or older. It does not protect
individuals under the age of 40, although some states do have laws that protect younger workers from age
discrimination. The ADEA prohibits discrimination concerning any aspect of employment, including (but not
limited to) hiring, firing, pay, job assignments, promotions, training, fringe benefits, and any other term or
condition of employment. It also prohibits discrimination in employee benefit plans such as health coverage and
pensions.
Under the ADEA, it is unlawful to harass a person because of his or her age. Harassment can include, for
example, offensive remarks about a person’s age. Although an isolated comment that is not serious may not be
considered unlawful harassment, harassment is illegal under the ADEA when it is so frequent or severe that it
creates a hostile or offensive work environment or when it results in an adverse employment decision (such as the
victim being discharged or demoted). The harasser can be the victim’s supervisor, a co-worker, or someone who is
not even an employee of the employer, such as a client or customer. The ADEA also prohibits retaliation against
an employee who complains of age discrimination or harassment, files a charge of discrimination, or participates
in an employment discrimination investigation or lawsuit.
B.
Americans with Disabilities Act. Title I of the Americans with Disabilities Act (“ADA”)
prohibits discrimination against a qualified person with a disability. The ADA applies to all employers engaged
in an industry affecting commerce that have at least 15 employees each working day for 20 or more weeks in the
current or preceding calendar year.
Disability discrimination occurs when an employer (or other entity covered by the ADA) treats a qualified
employee or applicant unfavorably because he or she has a disability. Disability discrimination also occurs when a

STOEL RIVES LLP © 2012

Ch. 7 – Pg. 1

covered employer treats an applicant or employee less favorably because he or she has a history of a disability (such
as cancer that is controlled or in remission) or because of an actual or perceived physical or mental impairment,
whether or not the impairment limits or is perceived to limit a major life activity. The latter type of disability
discrimination does not apply to impairments that are transitory (lasting or expected to last six months or less)
and minor. The ADA also protects people from discrimination based on their relationship with a person with a
disability even if they do not themselves have a disability. For example, it is illegal to discriminate against an
employee because her husband has a disability.
The ADA requires an employer to provide reasonable accommodation to an employee or job applicant with a
disability, unless doing so would cause significant difficulty or expense for the employer (“undue hardship”).
Whether and how an employer must accommodate an employee is fact specific. When the obligation to
accommodate arises, the employer must engage the employee in an interactive process to determine whether and
what accommodation is reasonable. The ADA also makes it illegal to retaliate against a person because the person
complained about disability discrimination, filed a charge of discrimination, or participated in an employment
discrimination investigation or lawsuit.
C.
Title VII of the Civil Rights Act of 1964. Title VII of the Civil Rights Act of 1964
(“Title VII”) prohibits discrimination against applicants and employees on the basis of race, color, religion, sex, or
national origin. The statute applies to all employers engaged in an industry affecting commerce that have at least
15 employees each working day for 20 or more weeks in the current or preceding calendar year. Title VII’s
prohibitions include not only overt discrimination, referred to as disparate-treatment discrimination, but also
practices that are fair in form but discriminatory in operation, referred to as disparate-impact discrimination.
Under Title VII, it is unlawful to harass a person because of his or her race, color, religion, sex, or national origin.
Harassment is illegal under Title VII when it is so frequent or severe that it creates a hostile or offensive work
environment or when it results in an adverse employment decision (such as the victim being discharged or
demoted). The harasser can be the victim’s supervisor, a co-worker, or someone who is not even an employee of
the employer, such as a client or customer.
Title VII makes it illegal to retaliate against a person because the person complained about discrimination, filed a
charge of discrimination, or participated in an employment discrimination investigation or lawsuit. The law also
requires that employers reasonably accommodate applicants’ and employees’ sincerely held religious observances
or practices, unless doing so would impose an undue hardship on the conduct of the employer’s business.
D.
The Pregnancy Discrimination Act. The Pregnancy Discrimination Act amended Title VII to
make it illegal to discriminate against a woman because of pregnancy, childbirth, or a medical condition related
to pregnancy or childbirth. The law also makes it illegal to retaliate against a person because the person
complained about discrimination, filed a charge of discrimination, or participated in an employment
discrimination investigation or lawsuit.
E.
Fair Labor Standards Act. The Fair Labor Standards Act (“FLSA”) has two basic types of
coverage: (1) employee coverage and (2) enterprise coverage. Individual coverage of an employee may exist even
if enterprise coverage does not, and vice versa. Generally, coverage exists if either the employee or the
“enterprise,” which is very broadly defined, is engaged in commerce or in the production of goods for commerce.
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The FLSA establishes a minimum wage to be paid to all employees and requires the payment of overtime wages to
non-exempt employees for hours worked in excess of 40 hours during a seven-day period. The FLSA also
proscribes the employment of minors for many jobs and prohibits employers from discriminating against
employees with respect to wages on the basis of gender.
F.
The Equal Pay Act of 1963. The Equal Pay Act of 1963, which is part of the FLSA, prohibits
discrimination on the basis of sex in compensation (including most fringe benefits) for substantially equal work in
the same establishment. Thus this law makes it illegal to pay different wages to men and women if they perform
equal work in the same workplace. Wage differentials resulting from seniority, merit, or wage systems that base
earning on quality or quantity of production and not on the sex of the employee generally do not violate the law.
The law also makes it illegal to retaliate against a person because the person complained about wage
discrimination, filed a charge of discrimination, or participated in a discrimination investigation or lawsuit.
G.
Family and Medical Leave Act of 1993. The Family and Medical Leave Act of 1993 (“FMLA”)
imposes an obligation on affected employers to provide eligible employees with up to 12 workweeks of unpaid
leave per year. Leave can be used in connection with the birth, adoption, or foster placement of the employee’s
child; the employee’s care for a seriously ill spouse, child, or parent; the serious illness of the employee; or any
qualifying exigency related to the active military duty of the employee’s spouse, child, or parent. The FMLA sets
forth the manner in which leave may be taken, the process for restoring an employee to his or her position after
leave has been taken, and notice requirements for both employers and employees taking FMLA leave. Failure of
the employer to adhere to these strict notice requirements may result in liability to the employer.
The FMLA applies to any employer engaged in commerce or in any industry or activity affecting commerce that
employs at least 50 employees during 20 or more workweeks in the current or preceding calendar year. To be
eligible for FMLA leave, an employee must (1) have been employed by the employer for at least 12 months;
(2) have worked at least 1,250 hours during the 12-month period preceding the taking of leave; and (3) work at a
worksite in the United States or any territory or possession of the United States where 50 or more people are
employed by the employer either at that worksite or within 75 miles of that worksite.
H.
Consolidated Omnibus Budget Reconciliation Act of 1986. The Consolidated Omnibus
Budget Reconciliation Act of 1986 (“COBRA”) requires employer-sponsored group health plans to allow
employees the opportunity to elect continuation of coverage after termination of employment or upon the
occurrence of other “qualifying events.” The continuation period is generally 18 months after termination of
employment, but may be extended up to a 36-month period if additional qualifying events occur during the
original 18-month continuation period. When coverage of the employee or the employee’s dependents would
normally cease because of the employee’s death, a divorce, or the loss of dependent status, or because the employee
becomes entitled to Medicare, the maximum continuation period is 36 months. COBRA prescribes detailed
procedures and timing with respect to notifying employees of their rights under COBRA.
COBRA applies to any employer that sponsors a group health plan that provides medical care to participants or
beneficiaries directly or through insurance, reimbursement, or otherwise, unless all employers maintaining the
plan employ fewer than 20 employees on at least 50 percent of the working days in the preceding calendar year.
All employees and their spouses and dependents who are covered the day before a “qualifying event” under a
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group health plan sponsored by an employer are “qualified beneficiaries” and entitled to continuing coverage
rights under COBRA. However, employees terminated because of gross misconduct are not “qualified
beneficiaries,” nor are their spouses or dependents.
I.
Employee Polygraph Protection Act. The Employee Polygraph Protection Act (“EPPA”)
prohibits private employers from using lie detectors, except under narrowly defined circumstances. The EPPA
applies to all employers engaged in or affecting commerce or in the production of goods for commerce. The
statute protects all current, former, and prospective employees.
Under the EPPA, private employers may administer polygraph tests (1) in connection with an investigation of
economic loss to the employer’s business; (2) to prospective employees if the employer is in the business of
rendering security services; or (3) to prospective or existing employees who will have or have had direct access to
controlled substances where the employer is in the business of manufacturing, distributing, or dispensing
controlled substances. Administration of a polygraph test must comply with the EPPA’s strict procedural
requirements.
J.
Immigration Reform and Control Act of 1986. The Immigration Reform and Control Act of
1986 (“IRCA”) makes it illegal for employers of four or more workers to knowingly hire aliens who are not
eligible to work in the United States. As a result of this law, all employers are required to verify both the identity
and employment eligibility of all regular, temporary, casual, and student employees hired after November 6,
1986, and complete and retain a one-page form (INS Form I-9) documenting this verification. The law also
prohibits employers from discriminating against legal aliens on the basis of citizenship or national origin.
Immigration continues to be a popular topic for legislative bodies throughout the United States. In 2008,
President George W. Bush amended Executive Order 12989 requiring all federal contractors to use a program
called “E-Verify” to ensure the employment eligibility of their employees. E-Verify is an Internet-based system
that compares information from an employee’s Form I-9 to data from U.S. Department of Homeland Security and
Social Security Administration records to confirm employment eligibility. Several state and city governments
have passed legislation requiring employers to participate in the E-Verify program. Employers may voluntarily
use E-Verify to check the employment eligibility of their employees.
K.
Immigration and Nationality Act. The Immigration and Nationality Act (“INA”) sets forth
the laws governing the admission and employment of foreign nationals in the United States. For example, the
law allows employment of alien workers in certain specialty occupations (generally those requiring a bachelor’s
degree or its equivalent). Foreign workers such as engineers, teachers, computer programmers, medical doctors,
and physical therapists may be employed under the H-1B, H-1B1, and E-3 visa classifications under certain
circumstances. The INA applies to all employers.
L.
Worker Adjustment and Retraining Notification Act. The Worker Adjustment and
Retraining Notification Act (“WARN”) requires employers to provide 60 days’ notice to employees prior to a
covered temporary or permanent shutdown of a worksite or prior to a covered mass layoff. WARN generally
applies to all employers that employ at least 100 full-time employees or 100 or more employees, including parttime employees, who work at least a combined 4,000 hours per week, exclusive of overtime.
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M.
The Genetic Information Nondiscrimination Act of 2008. The Genetic Information
Nondiscrimination Act of 2008 (“GINA”) makes it illegal to discriminate against employees or applicants
because of genetic information. Genetic information includes information about an individual’s genetic tests and
the genetic tests of an individual’s family members, as well as information about any disease, disorder, or
condition of an individual’s family members. The law also makes it illegal to retaliate against a person because
the person complained about discrimination, filed a charge of discrimination, or participated in an employment
discrimination investigation or lawsuit.
N.
National Labor Relations Act of 1947. The National Labor Relations Act (“NLRA”) provides
that all employees have the right to organize, form, join, or assist a union, to bargain collectively to improve
wages and working conditions, to discuss terms and conditions of employment with fellow employees, to take
action with those fellow employees to improve working conditions, and to strike and picket. The NLRA
prohibits employers from interfering with those rights or discriminating or retaliating against employees who
exercise those rights. It applies to most private sector employers.
O.
Occupational Safety and Health Act of 1970. The Occupational Safety and Health Act
(“OSHA”) imposes a “general duty” on private sector employers to provide a workplace free from recognized
safety and health hazards. Some of the specific requirements most applicable to employers are the Hazard
Communication Standards and the general industry standards. These standards require employers to maintain
clean and orderly rooms, aisles, passageways, guardrails, floors, roofs, and stairways. Other applicable
requirements pertain to recordkeeping (if the employer has 11 or more employees), reporting incidents to OSHA,
training for safety in specific areas for all employees, and nondiscrimination against whistleblowers.
P.
Uniformed Services Employment and Reemployment Rights Act of 1994. The Uniformed
Services Employment and Reemployment Rights Act (“USERRA”) broadly prohibits employers from
discriminating against individuals because of past, present, or future membership in a military service, including
periods of voluntary training and service. It requires reinstatement after completion of service and the right to
elect continuation coverage under the employer’s health insurance plan.
II.

Miscellaneous State Regulations.

A.
Drug and Alcohol Testing. Many states have enacted legislation permitting employers to
collect samples from and test prospective and current employees for the presence of drugs or alcohol under certain
circumstances. Typically, testing must conform to the procedures prescribed in the applicable statute and must
be pursuant to a written drug testing policy adopted by the employer. Testing may be conducted for the purpose
of investigating individual employee impairment, workplace accidents or theft, maintaining employee safety, and
ensuring quality of products or services. Under some states’ laws, an employer following the procedures required
by the statute is protected from certain forms of civil liability when disciplinary action is taken against an
employee based upon negative test results.
B.
Employment of Minors. Most, if not all, states have enacted legislation imposing specific
restrictions respecting the employment of persons under 18 years of age. These restrictions typically relate to
three principal areas: (1) the type of work minors can perform; (2) the hours minors may work; and (3) wages paid
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to minors. Violation of the employment restrictions pertaining to minors may subject an employer to criminal
sanctions, money penalties, and civil liability to the aggrieved employee.
C.
Payment of Wages. Many states have laws governing when employee wages must be paid (e.g.,
on a semimonthly basis), when wages must be paid after termination of employment, and what offsets and
deductions may be taken from an employee’s paychecks. Failure to comply with the provisions governing
payment of wages may subject an employer to criminal sanctions, money penalties, and civil liability.
D.
Clean Air. Many states have laws prohibiting smoking in enclosed indoor places of public
access and publicly owned buildings and offices. Employers that operate in indoor places of public access or
publicly owned buildings may (depending on the state in which they are located) be required to prohibit smoking
unless an enclosed designated smoking area is provided. Employers that operate in non-public workplaces may
also be required to have a written policy that either prohibits smoking or restricts smoking to designated enclosed
smoking areas.
E.
Blacklisting. Some states have laws prohibiting employers from attempting to prevent, either
verbally or in writing, discharged employees from obtaining new employment. Blacklisting can involve
recommending that another business not employ a person, or actively creating a list of persons and their
information that will be disseminated to other businesses. Such laws, however, typically do not prevent
employers from giving truthful statements about previous employees’ work.
F.
Employer Reference Immunity. Many states have laws providing that an employer that in
good faith provides information about the job performance or evaluation of a former or current employee to a
prospective employer of that current or former employee, at the request of the prospective employer, may not be
held civilly liable for the disclosure of or the consequences of providing the information. In some states, there is a
rebuttable presumption that an employer is acting in good faith when the employer provides information about
the job performance, professional conduct, or evaluation of a former or current employee to a prospective employer
at the request of a prospective employer.
G.
Employee Inventions. Many states have laws placing restrictions on the assignment and
licensing of employee inventions to employers. Under some state laws, an employment agreement between an
employee and employer is not enforceable against the employee to the extent it requires the employee to assign or
license, or to offer to assign or license, to the employer any right or intellectual property in or to an invention that
is created by the employee entirely on his or her own time, not within the scope of employment, without the aid
or assistance of his or her employer’s property, and is not the result of any work or services performed by the
employee for the employer.
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Chapter Eight
THE LAW OF OUTDOOR INDUSTRIES
—Foreign Corrupt Practices Act—
Jason E. Prince

With globalization, an increasing number of companies once thought to be only national, regional, or local now
operate in the global marketplace. Companies operating in the outdoor products industry commonly participate
in the global marketplace horizontally, with some portion of their chain of production and sales occurring outside
the United States, and vertically, in that they have non-U.S. owners or they own or invest in non-U.S. entities.
Accessing the global marketplace brings many advantages to an outdoor products business, including competitive
manufacturing costs, access to new retail markets, more capital sources, a wider range of companies with which to
collaborate, a greater number of vendors and distributors, and more investment opportunities. Operating in the
global marketplace, however, requires the management of a company to be aware of the many regulations
applicable to companies that have cross-border operations and to implement company programs and policies to
ensure compliance with such regulations. Regulations potentially applicable to a business with cross-border
operations include, among others, anti-corruption laws such as the Foreign Corrupt Practices Act (“FCPA”) and
the Organization on Economic Cooperative Development Anti-Bribery Convention, anti-money laundering laws,
U.S. trade and investment sanctions, anti-boycott laws, anti-terrorism controls, export controls, and foreign direct
investment controls under the Exxon-Florio Provisions.
This chapter will focus on the FCPA. The FCPA is one of the most important U.S. statutes applicable to
U.S. companies with operations outside the United States and to non-U.S. companies with connections to the
United States.
1

I.
Overview of the FCPA. The FCPA prohibits companies (both publicly traded and private) and
individuals from paying or promising to pay foreign officials, directly or indirectly, anything of value with the
corrupt intent of obtaining or retaining business and mandates internal accounting controls and record-keeping
practices aimed at preventing and detecting illegal bribes.
After an overview of the potential penalties for FCPA violations, this chapter will provide a broad overview of the
FCPA’s two prongs: (1) the anti-bribery provisions and (2) the accounting and record-keeping provisions.
Thereafter, because this chapter is intended for a global audience, the jurisdictional scope of the FCPA will be
described. The emergence of vicarious liability and successor liability as major enforcement trends will then be
addressed, as well as a discussion of the emergence of private rights of action. A punch list of FCPA compliance
action items is found at the end of this chapter.
A.
Who Enforces the FCPA and What Are the Penalties? The Department of Justice (“DOJ”)
and Securities and Exchange Commission (“SEC”) share responsibility for enforcing the FCPA. While the DOJ
handles all criminal actions and all civil actions against nonissuers, the SEC handles only civil actions against
issuers.

1

15 U.S.C. § 78dd-1, et seq.
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In recent years, the number of DOJ and SEC enforcement actions under the FCPA has dramatically increased. In
2007 and 2008, the DOJ and SEC brought a combined total number of FCPA enforcement actions that
constituted a 162 percent increase over the total number of FCPA enforcement actions brought in 2005 and
2006. The upward trend in enforcement actions continued in 2009 and 2010. Moreover, high-ranking officials
at both agencies have indicated that this upward enforcement trend will almost certainly continue.
Such enforcement actions can result in hefty fines and even jail time. Under the FCPA’s anti-bribery provisions,
entities face criminal fines of up to $2 million per violation and civil penalties of up to $10,000 per violation.
Individuals face criminal fines of up to $100,000 or imprisonment of not more than five years, or both, per
violation, and civil penalties of up to $10,000 per violation. As for the accounting and record-keeping provisions,
entities face fines up to $25 million and individuals face up to 20 years in prison and fines up to $5 million, or
both. Additionally, under the alternative “profit disgorgement” penalty provisions, a fine can be twice the gross
gain to the defendant or, if a competitor suffers a monetary loss, the greater of twice the gross gain to the
defendant or twice the gross loss to the competitor.
B.
The Two Prongs of the FCPA. The FCPA contains two sets of provisions geared toward
battling bribery abroad. First, the FCPA’s anti-bribery provisions prohibit companies (both private and public)
and individuals from paying or promising to pay foreign officials anything of value with the corrupt intent of
obtaining or retaining business. Second, the FCPA’s accounting and record-keeping provisions mandate various
internal accounting controls and record-keeping practices aimed at preventing and detecting illegal bribery of
foreign officials.
1.
Anti-Bribery Prohibitions. The broad scope and sweeping language of the FCPA’s
anti-bribery provisions render compliance challenging for public and private international companies. Again, the
FCPA’s anti-bribery provisions prohibit companies and individuals from paying or promising to pay foreign
officials anything of value with the corrupt intent of obtaining or retaining business. “Anything of value”
includes not only money, but also such perks as bottles of wine, tickets to sporting events, and internships for
family members. Moreover, the phrase “obtaining or retaining business” encompasses everything from securing
contracts, to winning tax breaks, to bypassing regulatory requirements.
The term “foreign official” is especially slippery, including not only actual government members, but also
government instrumentalities, public international organizations (e.g., the United Nations), political parties,
political party officials, candidates for political office, and even royal family members. In countries such as China,
where government instrumentalities known as state-owned enterprises (“SOEs”) dominate the business arena, an
array of potential business partners may arguably constitute “foreign officials.” For example, in June 2008, the
DOJ and SEC brought enforcement actions against AGA Medical Corporation (“AGA”), a Minnesota-based
medical products manufacturer, for authorizing its Chinese distributor to pay $460,000 in “commissions” to
Chinese doctors. These doctors in turn directed their hospitals to order AGA’s products. Given that these
hospitals are SOEs, the doctors constitute “foreign officials” under the FCPA, thus rendering AGA’s payments
illegal bribes and resulting in a $2 million penalty.
2.
Accounting and Record-Keeping Provisions. Publicly traded companies must also
contend with the FCPA’s accounting and record-keeping provisions. Under the FCPA’s accounting provisions,
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issuers must establish and maintain an internal accounting controls system that provides reasonable assurance of
(1) managerial oversight of all company assets and transactions, (2) compliance with generally accepted
accounting principles or other criteria applicable to financial statements, and (3) periodic comparisons between
the company’s recorded and actual assets.
The FCPA’s record-keeping provisions require issuers to make and keep books, records, and accounts, which, in
reasonable detail, accurately and fairly reflect transactions involving an issuer’s assets. In short, if an issuer bribes
a foreign official to obtain or retain business, it must record this bribe in its books as a “bribe.” Recording a bribe
as a “discretionary payment,” “performance bonus,” or anything similarly deceptive constitutes an FCPA
violation.
C.
Jurisdictional Scope. The FCPA casts a sweeping jurisdictional net. Most U.S. criminal
statutes employ the territorial principle of jurisdiction, requiring the existence of some nexus between the
prohibited conduct and the territory of the United States. In contrast, the FCPA employs not only the territorial
principle, but also the nationality principle, which does not require any sort of U.S. territorial connection to
invoke jurisdiction. Accordingly, if a non-U.S. company bribes non-U.S. officials without implicating the
territory of the United States in any way, the company still might face a DOJ or an SEC enforcement action under
the FCPA.
In general, the FCPA covers three categories of entities and individuals: (1) “issuers,” (2) “domestic concerns,”
and (3) “any person other than an issuer or domestic concern.” The anti-bribery provisions pertain to entities and
individuals falling within any of these three categories, while the accounting and record-keeping provisions apply
only to issuers.
•

Issuers. Issuers are entities required under the U.S. Securities Exchange Act to register
under Section 12 or to file reports under Section 15(d). In other words, publicly held
companies with securities or American Depository Receipts listed on a U.S. securities
exchange (e.g., New York Stock Exchange or NASDAQ) are subject to the FCPA. The
nationality principle subjects issuers to potential civil and criminal liability under the
FCPA, regardless of whether they ever carry out a prohibited act within U.S. territory.
2

•

Domestic Concerns. The term “domestic concern” includes any individual who is a
U.S. citizen, national, or resident. It also encompasses any business entity (public or
private) with its principal place of business in the United States or that is organized
under the laws of a U.S. state, territory, possession, or commonwealth. Pursuant to the
nationality principle, domestic concerns who bribe foreign officials may face civil and
criminal penalties under the FCPA, even if the bribery transpired completely outside of
U.S. territory.
3

2

Id. §§ 78m, 78dd-1.

3

Id. § 78dd-2.
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•

Any Person Other Than an Issuer or a Domestic Concern. Under the more traditional
territorial principle, an individual or entity faces FCPA exposure if it uses the mails or
any means or instrumentalities of interstate commerce, while within U.S. territory, to
carry out an act prohibited under the FCPA. In other words, if such a connection to
U.S. territory exists, the individual or entity need not be an issuer or a domestic concern
for the FCPA to apply. This jurisdictional hook thus applies to any foreign individual
or entity that causes a prohibited act to be done within U.S. territory by any person
acting as the individual’s or entity’s agent.
4

Officers, directors, employees, and agents of entities that fall within one of the three categories above also face
FCPA exposure. It does not matter whether the officers, directors, employees, and agents qualify as domestic
concerns or issuers or utilize an instrumentality of interstate commerce in their own rights; mere association with
the covered entity suffices for purposes of imposing FCPA civil and criminal penalties.
The FCPA’s unprecedented extraterritorial reach has garnered criticism inside the United States and abroad.
Regardless, the DOJ and SEC have demonstrated a willingness to bring FCPA enforcement actions against
companies and individuals possessing little if any connection to the United States. The DOJ’s and SEC’s
expansive interpretation of the FCPA’s jurisdictional provisions likely stems in part from the reality that many
other countries are failing to enforce their own anti-bribery laws. Rather than allow U.S. companies to suffer an
unfair disadvantage in the international business arena, the DOJ and SEC appear to have taken it upon themselves
to level the playing field through aggressive extraterritorial enforcement of the FCPA.
II.
Vicarious and Successor Liability Under the FCPA. Under the FCPA, the management of a
company does not have to intend, encourage, or have actual, literal knowledge of FCPA violations in order for the
company and its management to be liable for FCPA violations. Knowledge is established under the FCPA if a
person is aware of a high probability of the existence of the prohibited activity. The legislative purpose of this
standard is to prevent companies from adopting a “head in the sand” approach to the activities of their foreign
agents and partners. From this scienter requirement flows an ocean of potential liability.
5

6

A.
Third-Party Agents. Outdoor products companies operating outside the United States often
rely on nonemployee agents who are locally embedded and have local knowledge to assist them. Such agents are
commonly responsible for networking and making introductions to individuals, companies, and agencies in a
local market; recruiting talent; providing local “know-how” and “show-how”; making sales; managing marketing
initiatives and public relations; overseeing leasing operations and facilities management; conducting procurement
and supply; handling freight forwarding and customs management; and many other actions. Additionally, a nonU.S. joint venture partner often acts as a representative or an agent in a foreign country for a U.S. joint venture

4

Id. § 78dd-3.

5

Id. § 78dd-1.

6

See H.R. Conf. Rep. No. 100-576, at 920 (1988), reprinted in 1988 U.S.C.C.A.N. 1547, 1953.
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partner. To succeed in completing their services to a U.S. company, agents potentially may make payments to
foreign officials in violation of the FCPA.
The FCPA prohibits corrupt payments through intermediaries. Obviously, a company will violate the FCPA if it
encourages or authorizes corrupt payments by its agents (including joint venture partners). Of more relevant
concern to compliance-conscious companies is the fact that a company will be liable for violations of the FCPA by
its agents if such company is deemed to have demonstrated conscious disregard or deliberate ignorance that such
payments were being made by its agents or joint venture partners.
7

Companies should also recognize the risks of hiring a foreign official as an agent. Paying a government official
who is an agent with the intent to obtain or retain business would clearly be a violation of the FCPA. There are
limited circumstances in which a government official might be retained as an agent (for example, to assist in
locating and reserving conference and hotel space for a trade exhibition), but companies should consult counsel to
vet carefully and to structure such arrangements. Many individuals deemed “foreign officials” might not be
intuitively considered so by companies. For example, university deans and faculty may be government employees
as well as employees of businesses that have government owners.
To avoid being held liable for corrupt payments made by agents, companies must take proactive measures
including conducting due diligence on potential agents and joint venture partners to determine their expertise,
relationship to government agencies, and reputation. An agent who has no experience in the relevant industry
raises the question of how such agent can be helpful to the company absent using government connections
improperly. Likewise, companies should be leery of agents who have family members in a foreign government or
are overly chummy with officials at an agency (perhaps through prior employment). Companies should conduct
due diligence to determine whether the agent (including a potential joint venture partner) has been cited for
FCPA or similar violations in the past or has otherwise shown disregard for regulatory compliance. Moreover,
contracts should be drafted in a manner to promote compliance. In addition to making FCPA-related
representations and covenanting compliance with the FCPA, agents and joint venture partners should complete a
questionnaire as to their experience with and relations to foreign governments and should be required to provide
receipts for all expenses paid by the company. Agency and joint venture agreements should provide for
immediate termination if the company determines that the agent is violating the FCPA or has made false
representations to the company regarding FCPA compliance. Also, companies should consider providing FCPA
training to agents (in a language in which the agent is sufficiently proficient) and should have agents certify that
they have received such training.
Each foreign environment presents a different set of specific risks regarding the engagement of agents. Variables
include the extent to which a foreign government operates through quasi-government entities, bookkeeping and
recordation practices (such as how receipts and invoices are issued), the emergence of new schemes for kickbacks
and secreting income pools for bribing, and other factors. Any company that has occasion to hire an agent to
represent it outside the United States should have a compliance program in place. Prior to engaging agents,
7

Department of Justice, Lay-Person’s Guide to FCPA (June 2001), available at http://www.justice.gov/criminal/fraud/fcpa/docs/lay-persons-guide.pdf
Moreover, companies should be aware that criminal liability does not require that the company know that the actions taken by its agents were a violation of
the FCPA per se but only that the actions were unlawful in a general sense. United States v. Kay, 513 F.3d 461 (5th Cir. 2008).
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companies should consult with counsel who has current knowledge of risks and enforcement trends in order to
confirm that their compliance program is adequate and to tailor the legal framework for the agent’s work to the
specific circumstances of the given countries.
B.
Subsidiaries. Any company doing business beyond the borders of the United States through a
subsidiary is potentially liable for any FCPA violations by the subsidiary. Courts typically employ two theories to
hold parents liable for FCPA violations by their subsidiaries. First, under the alter ego theory, a parent will be
held liable for the actions of a subsidiary if the parent dominates the subsidiary by having control over ownership,
shared directors, and shared officers, or by other means. Second, agency principles hold that a corporation will be
liable for the crimes of its agents when committed in the scope of the agent’s authority and the corporation gains
some benefit. Neither of these theories places much weight on whether the subsidiary is wholly or partially
owned.
In practice, given how the DOJ and SEC interpret the scienter requirement, companies should be alert to the fact
that they can be held liable for violations of the FCPA’s anti-bribery provisions by their subsidiaries (both wholly
owned and minority owned) simply by demonstrating conscious disregard or deliberate ignorance of the fact that
bribes were made. Thus, as with agents, even if a parent did not authorize or encourage violations of the FCPA by
its subsidiary, the parent may be subject to enforcement actions if it did not adequately take proactive measures to
prevent its subsidiary’s FCPA violations.
For example, Westinghouse Air Brake Technologies Corporation (“Wabtec”) agreed to pay a fine and enter into a
deferred prosecution agreement to resolve FCPA offenses caused by its Indian subsidiary, Pioneer Friction Limited
(“Pioneer”). Pioneer was accused of making corrupt payments in order to assist it in obtaining and retaining
business with the Indian Railway Board, among other motives. The SEC’s complaint noted that although
Wabtec’s Code of Conduct in effect from 2001 to 2006 prohibited giving anything of value to improperly
influence any person in a business relationship with Wabtec, the company had no FCPA policy and did not
provide training or education to any of its employees, agents, or subsidiaries regarding the requirements of the
FCPA. Wabtec also failed to establish a program to monitor its employees, agents, and subsidiaries for
compliance with the FCPA.
In addition to violations of the FCPA’s anti-bribery provisions, parents can be held liable for their subsidiaries’
violations of the accounting and record-keeping provisions of the FCPA. The FCPA requires that companies
(whether U.S. or non-U.S.) that are registered with the SEC and/or are listed on a U.S. stock exchange (an
“issuer”) (1) make and keep books, records, and accounts that, in reasonable detail, accurately and fairly reflect the
transactions and dispositions of the assets of the issuer and (2) devise and maintain a system of internal
accounting controls consistent with specific requirements under the FCPA. Subsidiaries (including non-U.S.) in
which an issuer has a greater than 50 percent stake are fully subject to the FCPA accounting and record-keeping
provisions. An issuer with a 50 percent or smaller stake is required to make a “good-faith attempt” to cause the
foreign subsidiary to comply with the FCPA’s accounting rules.
8

9

8

15 U.S.C. § 78m(b)(2)(A).

9

Id. § 78m(b)(2)(B).
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A continuing stream of DOJ and SEC enforcement actions emphasize the importance of parent companies
establishing a robust compliance program and plugging their subsidiaries into such a compliance program.
Compliance programs should include at a minimum written policies, recurrent training (in languages other than
English, if necessary), and internal auditing of controls. Additionally, parent companies should have agreements
with subsidiaries they do not control (including joint venture partners and passive investment vehicles) that
provide for FCPA representation and covenants by the subsidiary, termination in the event of actions or policies
that create FCPA risk to the parent, annual certification, right to inspect books and records, and other FCPA
compliance-enhancing provisions.
III.
FCPA Successor Liability in the Mergers and Acquisitions and Joint Venture Investment
Context. Companies face substantial risk of successor liability under the anti-bribery provisions of the FCPA
when acquiring or investing in foreign targets. (While the considerations set forth in this section apply equally to
companies contemplating investing in a foreign target or acquiring a foreign target, for ease of reading,
“acquisition” in this section is meant to include both an acquisition and an investment transaction.) DOJ and
SEC enforcement actions indicate that successor liability may attach (1) if a bribe was paid to secure a benefit that
the acquiring company will share, and (2) the acquiring company has knowledge of such corrupt payment. As
with other aspects of FCPA enforcement, companies may be deemed to have known of the corrupt behavior if they
demonstrate conscious disregard or deliberate ignorance of the fact that such payments were made. Thus, to
reduce the risk of successor liability under the FCPA, companies must take proactive measures to identify and
properly respond to pre-acquisition FCPA violations by targets. While asset acquisitions generally do not trigger
FCPA successor liability, recent administrative rulings by the U.S. Department of Commerce in the context of
export control violations, and favorable comments of such rulings by DOJ officials, suggest that the DOJ may
seek to impose successor liability on asset acquisitions in the future.
10

Surprising to most U.S. business people is the fact that the pre-acquisition actions of a foreign target may raise
FCPA liability for the acquiring company even if the foreign target was not subject to the FCPA prior to the acquisition.
The DOJ explains its enforcement policy by stating that it seeks to eliminate incentives for foreign companies to
bribe public officials by allowing U.S. companies to acquire such companies at such a price and in such a manner
so as to effectively reimburse the foreign company for its corrupt activities. In the DOJ’s view, the acquiring
company has an obligation to avoid compensating the foreign target for any past improper payments.
11

IV.
Private Actions. The FCPA does not contain a private right of action. In other words, under the FCPA,
only the U.S. government may sue entities and individuals for bribing foreign officials. However, this fact has
not stopped creative plaintiffs’ attorneys from bootstrapping FCPA violations into other causes of action.
For example, in Alba v. Alcoa, Aluminum Bahrain B.S.C. (“Alba”), a Bahraini state-controlled company, sued its
aluminum supplier, Alcoa, Inc. (“Alcoa”), for allegedly paying millions of dollars in bribes to Bahraini
government officials. Although Alba’s complaint raised U.S. Racketeer Influenced and Corrupt Organizations
12

10

In re Sigma Aldrich, Case Nos. 01-BXA-06, -07, -11 (Aug. 29, 2002); see also Foreign Corrupt Prac. Act Rep. § 5:23.

11

See, e.g., DOJ Opinion Procedure Release No. 08-01 (Jan. 15, 2008), available at http://www.justice.gov/criminal/fraud/fcpa/opinion/2008/0801.pdf.

12

See Complaint, Aluminum Bahrain B.S.C. v. Alcoa, Inc., No. 08-cv-299 (W.D. Pa. Feb. 27, 2008).
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Act and common law fraud claims, these claims sounded eerily similar to standard FCPA claims. The DOJ and
SEC soon intervened, prompting the federal court to stay discovery in Alba pending the U.S. government’s FCPA
investigation. Additionally, an ironworkers’ pension fund filed a shareholders’ derivative action in the same court
against 22 current and former Alcoa officers and directors, essentially relying on the same FCPA-based allegations
set forth in the Alba complaint.
13

As the DOJ and SEC continue to increase their enforcement of the FCPA, and the global anti-bribery movement
continues to raise FCPA awareness, private lawsuits like those described above will almost certainly increase.
Indeed, such lawsuits may become a common tool for companies seeking justice against their competitors for
winning contracts and gaining other business advantages through bribery of foreign officials.
V.
Action Items Summary. Compliance-savvy companies operating in the global marketplace must take
proactive measures to mitigate the risk of vicarious and successor liability under the FCPA including (among
other measures):
•

Adopting and effectively disseminating comprehensible written FCPA compliance
policies;

•

Mandating recurrent education programs for management, employees, and agents (both
of the parent and its subsidiaries and perhaps in languages other than English when
appropriate);

•

Conducting due diligence on potential acquisition and investment targets, joint venture
partners, and third-party agents;

•

Entering into agreements with third parties that contain adequate FCPA
representations, covenants, and compliance-monitoring mechanisms;

•

Establishing on-going compliance monitoring practices of the activities of subsidiaries,
joint venture partners, employees, and third-party agents; and

•

Taking appropriate remedial measures in the event that an FCPA violation is discovered
either in pre-acquisition or pre-investment diligence or in the ongoing operations of the
company, recognizing that such remedial measures may require self-reporting to the
DOJ.

FCPA compliance programs must be tailored to the geographic locations in which a company operates, the line(s)
of business in which a company engages, the nature of a company’s interaction with government officials, and the
reliance that a company or its subsidiaries or agents has on discretionary actions of foreign officials, among other
factors. In addition to being knowledgeable about the core proscriptions of the FCPA itself, a company and its
13

See Complaint, Hawaii Structural Ironworkers’ Pension Trust Fund, derivatively filed on behalf of Alcoa, Inc. v. Belda, et al., 08-cv-00614 (W.D. Pa. May 6,
2008).
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counsel must be well versed in and have current knowledge of the DOJ’s and SEC’s enforcement patterns, as can
be discerned from such sources as DOJ Opinion Procedure Releases. FCPA enforcement patterns evolve over
time. Compliance programs must be revised in light of these evolving enforcement patterns.
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Chapter Nine
THE LAW OF OUTDOOR INDUSTRIES
―Exit Strategy – Acquisitions and Initial Public Offerings―
Reed W. Topham, Rob G. Yates

Acquisitions and initial public offerings are the primary exit strategies of owners and investors in businesses
seeking liquidity for their equity. If a business in the outdoor industry has venture capital or private equity
investors, those investors will typically seek liquidity for their investment when they believe the value of their
investment in the business has been maximized, generally four to seven years after their initial investment. A
liquidity event may also provide the founder of a business in the outdoor industry the opportunity to exit or
assume a decreased role in the business and to spend more time on the trails or slopes.
I.

Preparing for a Liquidity Event.

A.
General. Whether the exit strategy will be an acquisition or an initial public offering,
preparation for the liquidity event should begin long before the event takes place. Of course, the business will
usually need to demonstrate solid financial performance before seeking an attractive liquidity event. In addition,
the owners of the business should be prepared to tell a clean story about the business and should identify and be
prepared to discuss any “red flags” that might be raised in the due diligence process. Following are a few steps
that can be taken by owners of a business in the outdoor industry to prepare for a possible liquidity event:
•

Ensure that the entity in which the business is operated is appropriate for the applicable
exit strategy (e.g., as discussed in Chapter 1A above, the entity will generally need to be
a C corporation to engage in a tax-free reorganization or an initial public offering);

•

Have the company’s financial statements audited by a reputable accounting firm;

•

Create a list or chart summarizing all of the company’s officers, directors, managers, or
members (as applicable) and equityholders;

•

Ensure that important actions taken by the company have been approved by the
company’s board of directors (or other governing body) and equityholders, to the extent
required by law, and that those approvals have been documented and organized in a
minute book;

•

Locate and organize the company’s organizational documents, important contracts,
board and equityholder minutes, incentive or compensation plans, and other important
corporate documents;

•

Ensure that the company has valid title to all of its important assets, including real
estate, tangible personal property, and intellectual property;

•

Ensure that the company has all permits and governmental approvals that are necessary
to the operation of the business;

•

Ensure that the company has paid its taxes and complied with legal requirements in all
appropriate jurisdictions;
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•

Create a list of the company’s top customers and suppliers, and assess the stability of
those relationships;

•

Identify any unusual or problematic provisions or consent requirements in the
company’s organizational documents or important contracts that could present
challenges for a future significant transaction;

•

Be prepared to articulate future growth opportunities; and

•

Retain qualified advisors to assist the company with these preparations.

B.
Due Diligence. The buyer (for an acquisition) or underwriters (for a public offering) working
with the company on a possible liquidity event will insist on conducting a thorough “due diligence” investigation
in an attempt to understand all material aspects of the business and to identify all potential liabilities. In this
investigation, the buyer or underwriters will review and analyze all important aspects of the business, including
the factors outlined above. The due diligence process will not only help with an overall understanding of the
business, but will also be a crucial component to valuing the business, structuring the transaction, analyzing
possible synergies, drafting legal documentation for the transaction, and identifying impediments to closing the
transaction. In the public offering context, “due diligence” has a special legal significance. If buyers of stock in
the offering file a lawsuit due to material misstatements in the registration statement, underwriters and certain
other defendants may assert a “due diligence” defense by proving the defendant had, after reasonable
investigation, reasonable grounds to believe, and did believe, the registration statement was not materially
misleading when it became effective. The owners of a business in the outdoor industry should be aware that the
due diligence process preceding a liquidity event can be time-consuming and overwhelming, and preparation is
key to making the process as smooth as possible.
C.
Intermediaries. In the case of acquisitions, business owners that are actively seeking to sell
their business might be well-advised to retain a business broker, investment bank, or other intermediary to assist
with marketing the business and negotiating the transaction. In high-value transactions or where the
circumstances of the transaction demand expert valuation advice or a fairness opinion, the services of an
investment bank may be necessary. The retention of an intermediary should be memorialized in an engagement
letter spelling out the services to be provided by the intermediary, how the intermediary will be compensated, the
target company’s indemnification obligations to the intermediary, and how the relationship may be terminated.
The compensation of an intermediary will often include, in addition to a monthly retainer, a “success fee,”
expressed as a percentage of the total transaction value, contingent on the closing of the transaction.
Intermediaries (known as “underwriters”) are usually essential for an effective public offering. Once the pricing
for an initial public offering has been established, underwriters purchase the newly issued stock from the company
going public, at a discount, and sell the stock, at the public offering price, to their clients, which may include
retail and institutional investors. Although it is theoretically possible for a company to sell its registered stock to
the public without the services of an underwriter, self-underwritten offerings are difficult and rarely successful.
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II.
Acquisitions. One possible exit strategy is to sell all or part of the business to a strategic buyer, such as
a larger company in the outdoor industry, or to a financial buyer, such as a private equity firm or corporation that
is in the business of owning a diverse portfolio of investments. The sale of a business may be structured in a
number of ways (for example, a merger, a sale of assets, or a sale of stock), all of which are referred to in this
chapter as an “acquisition.” Although there is an established process by which acquisitions are generally
completed, acquisitions are inherently complex. The process often raises difficult issues and is very demanding on
the time of all parties involved. This section provides a summary of the most common acquisition structures and
an overview of the acquisition process.
A.
Primary Acquisition Structures. The possibilities for structuring an acquisition are numerous,
each with its own advantages and disadvantages. Tax issues, securities issues, and avoidance of liabilities are three
of the primary factors that drive the structure of an acquisition. Following is a summary of the most common
structures for an acquisition. From a tax perspective, the following descriptions assume that the business being
sold is organized as a C corporation. Different tax consequences may result if the business is operated through an
S corporation or a limited liability company.
1.
Sale of Assets. If the acquisition is structured as a sale of assets, the buyer acquires only
certain assets and assumes only certain liabilities that are specifically described in the primary acquisition
agreement. This structure allows the seller to sell only a designated piece of the business. It also provides the
buyer with the flexibility to purchase only specific assets that are important to the acquired business and to avoid
assuming any unknown liabilities. After the completion of a sale of assets, the seller can continue to operate the
business or distribute the acquisition consideration and any remaining assets to the seller’s equityholders and
dissolve the business. From a tax perspective, a taxable sale of assets is generally unfavorable to the seller’s
stockholders because they will likely be subject to two levels of tax (i.e., gain on the sale of assets and gain on the
distribution of the sale proceeds). In contrast, a taxable sale of assets is generally favorable to the buyer because it
will receive a step-up in the basis of the acquired assets, enhancing the buyer’s ability to take depreciation
deductions with respect to those assets in the future.
2.
Sale of Stock. If the acquisition is structured as a sale of stock, the buyer purchases the
target company’s stock directly from the target company’s stockholders. A target company with numerous
stockholders can present practical difficulties if the acquisition is structured as a sale of stock because the buyer
must negotiate the transaction with each stockholder. All of the company’s assets and liabilities will be
transferred to the buyer in connection with the sale. In a taxable acquisition, the company’s stockholders will be
taxed on the gain that they realize on the sale of their shares. If the shares have been held for more than one year,
the gain will be long-term capital gain; otherwise, the gain will be short-term capital gain. In general, the buyer
will not get a stepped-up basis in the company’s assets.
1

1

If the company is an S corporation or an 80 percent-owned subsidiary and certain other conditions are satisfied, it may be possible for the parties to make a
Section 338(h)(10) election, causing the transaction to be taxed as an asset sale. Such an election can be an important structuring tool, resulting in tax
benefits for the buyer and the seller.
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3.
Merger. A merger is a statutory combination of two or more entities under the state
law of the jurisdiction of each entity’s formation. In general, at the effective time of the merger, (i) the entity
surviving the merger is automatically vested with the assets and liabilities of the non-surviving entity (or
entities), (ii) the shares of stock of the non-surviving entity are canceled or converted into shares of stock of the
surviving entity, and (iii) the target company’s shareholders are entitled to receive the merger consideration
specified in the merger agreement. Instead of a direct merger of the target company into the buyer, acquisitions
involving mergers are often structured as either a forward triangular merger or a reverse triangular merger. In a
forward triangular merger, the target company merges into a subsidiary of the buyer, with the subsidiary
surviving the merger. In a reverse triangular merger, a subsidiary of the buyer mergers into the target company,
with the target company surviving the merger. In either case, following the merger, the business is held and
operated by a subsidiary of the buyer. A taxable forward triangular merger is treated for tax purposes as a sale of
assets, while a taxable reverse triangular merger is treated for tax purposes as a sale of stock.
4.
Tax-Free Reorganization. Where the buyer’s stock is used to pay the purchase price
in an acquisition, a transaction (whether in the form of an asset sale, a stock sale, or a merger) may be structured
as a “tax-free reorganization” that results in no tax impact or a reduced tax impact to the target company and its
shareholders. In a tax-free reorganization, the target company and its shareholders generally will not recognize
any gain on the sale, except to the extent of any non-stock consideration (“boot”) paid in the transaction.
Different types of tax-free reorganizations will allow for differing amounts of boot that may be paid in connection
with the transaction, but boot generally can never exceed 60 percent of the total value of the transaction. Each
target company shareholder will receive a basis in the buyer’s stock that it receives in the transaction equal to the
basis in the target company’s stock that it sold in the transaction.
B.

Overview of Acquisition Process.

1.
Preliminary Steps: Confidentiality Agreement, Letter of Intent, and Due
Diligence. Early in the process of a possible acquisition, it is important that the target company enter into an
appropriate confidentiality agreement with any potential buyers. This is particularly important where the
potential buyer is a strategic buyer that could use proprietary information to its advantage if the transaction is not
ultimately completed. Confidentiality agreements are relatively standard, essentially restricting the party
receiving confidential information from using or disclosing such information except to the limited extent
necessary to evaluate a possible acquisition. If the receiving party is a possible competitor, it would not be
uncommon for the confidentiality agreement to include covenants prohibiting the potential buyer from soliciting
the target company’s employees for a specified period of time. Confidentiality agreements often cover only the
target company’s confidential information, but such agreements may apply mutually to the potential buyer’s
confidential information. The target company should seek to define the confidential information as broadly as
possible to include all information provided to the potential buyer, whether in written, oral, or electronic form,
and regardless of whether the information is marked confidential, and should avoid agreeing to broad exclusions
to the definition of confidential information. The target company should attempt to specify that the potential
buyer’s confidentiality obligations will not expire at all, or for several years, and that the potential buyer is
obligated to return or destroy all confidential information if an acquisition is not completed.
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Before spending a significant amount of time pursing a potential acquisition, the parties often decide to enter into
a letter of intent or term sheet setting forth the parties’ preliminary understanding of the proposed acquisition.
Although the parties are sometimes better served by moving directly to the preparation and negotiation of
definitive acquisition agreements, letters of intent can help the parties avoid misunderstandings at an early stage,
facilitate the preparation of definitive acquisition agreements, and demonstrate the parties’ commitment to
completing a transaction. The letter of intent usually includes a non-binding summary of the primary terms of
the proposed acquisition, which may include the structure, purchase price, principal closing conditions,
indemnification caps and baskets, and anticipated closing date, and a handful of binding terms, which may
include confidentiality, due diligence access, exclusivity and expenses. A target company’s negotiating leverage is
probably greatest at the time the letter of intent is negotiated, particularly if there are several potential buyers.
Accordingly, the target company should use this opportunity to memorialize as many seller-favorable terms as
possible.
The buyer will begin its due diligence process soon after the parties begin discussions of a potential transaction.
The due diligence process will often be structured based on a lengthy due diligence request list delivered by the
buyer setting forth the documents and other information that the buyer wishes to review to evaluate a possible
acquisition. To help facilitate an efficient due diligence process, it is important for the target company to
assemble a team of employees and professions devoted to the due diligence process. The documents to be
reviewed by the buyer are generally organized by the target company and its counsel in a due diligence “data
room.” The data room is increasingly organized online and referred to as a “virtual data room.” The buyer
typically endeavors to complete its due diligence before the definitive acquisition agreement is executed, though
the due diligence process usually continues in some form until the transaction is completed. The target company
should be aware that the due diligence process can be very demanding on management’s time, so preparation is
key to an efficient process.
2.
Drafting and Negotiation of Definitive Acquisition Agreement. Once the parties
have agreed on the principal terms of the acquisition, they will begin the process of drafting and negotiating the
definitive acquisition agreement and related ancillary agreements. The definitive acquisition agreement sets forth
all terms and conditions relating to the acquisition, including the structure of the acquisition, the calculation and
payment of the purchase price (including contingent earn-out payments based on future performance and
purchase price adjustments, if applicable), the representations and warranties made by the parties, pre-closing and
post-closing covenants of the parties, conditions to the parties’ obligation to complete the acquisition, remedy and
indemnification provisions, deal protection measures, closing mechanics, termination provisions, and other
miscellaneous or general provisions.
The sellers will normally be expected to make representations and warranties with respect to the target company’s
business, including with respect to the target company’s organization, capitalization, absence of litigation,
intellectual property, compliance with laws (including but not limited to environmental laws), financial
statements, labor and employee matters, undisclosed liabilities, valid title to assets, absence of tax liabilities,
material contracts, transactions with affiliates, and customers and suppliers. The sellers should understand that
the acquisition agreement will generally set forth detailed indemnification provisions requiring them to
indemnify and reimburse the buyer for losses suffered as a result of inaccuracies in the representations and
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warranties made by the sellers and the target company in the acquisition agreement, from the failure to satisfy
covenants set forth in the acquisition agreement and from specific problems or issues identified by the buyer in its
due diligence process. Accordingly, the sellers should ensure that the representations and warranties are not
overly broad, are qualified by “knowledge” and “materiality” qualifiers where appropriate, and have limited
survival periods. The parties will usually focus substantial time and effort negotiating the scope, limitations, and
mechanics relating to such indemnification provisions. The sellers should seek to negotiate indemnification
“thresholds,” providing that the sellers will be liable for losses only in excess of a certain dollar amount, and
indemnification “caps,” providing that the sellers will have no liability for losses above a certain dollar amount.
The sellers should also seek a term providing that their indemnification obligations will be reduced by insurance
proceeds received by the buyer. Finally, the sellers should endeavor to make clear that the buyer’s only remedies
are those expressly described in the definitive acquisition agreement (subject only to fraud, which the sellers
should seek to define in a manner that includes only intentional lying or deceit).
Other ancillary agreements that may be negotiated and entered into in connection with an acquisition may
include employment agreements or consultant agreements if the principals of the target company will continue to
provide services for the buyer following the closing, covenants not to compete, escrow agreements, transition
services agreements, contribution agreements, a stockholders agreement if the buyer does not purchase
100 percent of the sellers’ interest in the target company, license agreements, and equity incentive agreements.
The definitive acquisition agreement will also be accompanied by disclosure schedules prepared by the sellers that
set forth exceptions to their representations and warranties in the definitive acquisition agreement. The
information and documents organized by the target company in preparation for the due diligence process will be
helpful in completing the disclosure schedules.
3.
Board Approval and Fiduciary Duties. Unless an acquisition is structured as a sale of
shares directly by the target company’s shareholders, the acquisition will require approval of the target company’s
board of directors. In approving such an acquisition, the board of directors must be aware of its fiduciary duties.
While this may be less of an issue in small companies where a small number of owners comprise the board and
make all important decisions, fiduciary duties are an important safeguard for stockholders in public companies
and private companies with passive stockholders. In general, actions approved by the board of directors are
presumed to be done in good faith and on an informed basis, and courts are reluctant to substitute their own
judgment for the judgment of the board of directors. However, any such approval by the board of directors must
be consistent with the board’s duty of care and duty of loyalty. The duty of care requires the board of directors to
act in an informed and deliberate matter, in light of all reasonably available information, when approving an
action. The duty of loyalty requires the board of directors to make a decision based on the best interests of the
stockholders rather than the personal interests of directors. Directors who may be entitled to financial or other
benefits if the contemplated action is completed may be deemed to be “interested directors,” and should abstain
from voting on the matter. A board of directors can generally approve an action in a manner consistent with its
fiduciary duties, despite the presence of interested directors, if the action is approved by a fully informed vote of
disinterested directors or stockholders. In the context of an acquisition, particularly where a majority of the board
of directors consists of interested directors, it may be advisable for the board to form a special committee
composed of disinterested and independent directors, and to delegate to the committee the authority to review
and negotiate the terms of the acquisition. It is important to note that, once the board of directors has made a
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decision to sell a controlling portion of the target company, the board’s decisions will be subject to the so-called
Revlon duties, requiring the board to focus on getting the best price for the stockholders. To satisfy its Revlon
duties, the board of directors of a public company or a private company with numerous stockholders is welladvised to conduct a public auction; to actively search the marketplace for the best possible price and other terms
(often called a “market check”), with the services of an investment bank if necessary; to avoid agreeing to
aggressive deal protection measures that would limit stockholders from having a reasonable opportunity to
consider competing bids; and to treat all bidders neutrally and in a manner intended to elicit the highest possible
price for the stockholders.
4.
Stockholder Approval and Appraisal Rights. A sale structured as a merger or a sale
of all or substantially all of the target company’s assets will generally require the approval of the stockholders of
the target company under state law, and often under the target company’s charter documents. Unless the target
company’s charter or bylaws or applicable state law provides otherwise, stockholder approval can often be
obtained by written consent without a formal meeting of the stockholders. However, the target company should
ensure that when stockholder consents are solicited, the stockholders are provided with information that is
necessary to make an informed decision on whether to approve the acquisition. Even if the target company is not
a public company, it is often advisable to prepare and deliver to the stockholders an information statement
detailing material information about the company and the proposed acquisition, including a summary of the
definitive acquisition agreement and a description of appraisal rights, particularly where certain stockholders are
passive and not familiar with the day-to-day operations of the business. It is notable that, if a venture capital or
private equity investor owns a majority of the target company, that investor may have “drag-along rights,”
requiring other stockholders to vote in favor of an acquisition opportunity selected by the investor.
In connection with certain types of extraordinary transactions (including acquisitions structured as mergers and
certain asset sales), state laws generally provide appraisal rights in favor of minority stockholders who vote against
the transaction and who elect to instead have the fair value of their shares judicially determined and paid in cash.
The target company is generally required to advise its stockholders of these appraisal rights and certain other
information within a specified period of time in advance of the stockholder meeting or consent solicitation
relating to the acquisition and is required to send the stockholders a copy of the applicable appraisal rights
statute. Any stockholder who wishes to exercise its appraisal rights may not vote in favor of the acquisition and is
required to otherwise comply with the detailed procedures set forth in the applicable statute, and failure to do so
will generally result in loss of the appraisal rights.
5.
Securities Considerations. If an acquisition is structured as a sale of stock, the sellers
will need to be certain that the sale complies with applicable securities laws. Compliance with securities laws is
generally not problematic if the buyer is an established strategic or financial buyer, but it could be more difficult
if the buyer is an individual or a group of individuals. To help ensure compliance with applicable securities laws,
the sellers should inquire into the identity and financial condition of the proposed buyer to determine whether it
is likely that the buyer will be able to hold the securities for investment, and secure written representations from
the buyer indicating the buyer’s awareness of the restricted character of the securities and the need for the buyer to
hold them for investment. In addition, to ensure compliance with antifraud rules of the Securities and Exchange
Commission (the “SEC”), the target company must provide the buyer with all material information and risks
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about the business, and must not make any material misstatements. Such information may be included in the
information statement described above.
If the target company is a public company, it will need to comply with various rules of the SEC in the process of
soliciting stockholder approval, most notably the preparation and filing with the SEC of a proxy statement
specifying detailed information required by SEC rules. Alternatively, if the buyer makes an offer to purchase all
or a significant portion of the outstanding shares directly from the stockholders of a public company, it will need
to comply with the SEC rules related to tender offers.
III.
Initial Public Offerings. Another common exit strategy is an initial public offering of common stock.
Indeed, a venture capital or private equity investor in a business in the outdoor industry will usually negotiate for
registration rights at the time of initial investment, in order to control the timing and aspects of the process of an
initial public offering. Even if founders or other investors do not sell their shares as part of the public offering,
owning stock in a public company will generally make it easier to sell those shares in the future. Following is an
overview of the public offering process and a discussion of certain advantages and disadvantage of going public.
A.

The Traditional Public Offering Process.

1.
Preliminary Considerations. One of the first steps of the public offering process is for
the company to select a managing underwriter. The appropriate managing underwriter for a given offering will
depend on a number of factors, including the size of the company and the proposed public offering, the
underwriter’s experience in the outdoor industry, the company’s desired public stockholder base, and the
commissions and other terms offered by the underwriter. The underwriters will help the company evaluate
whether it is an appropriate candidate for an initial public offering. In order to be a candidate for a reasonably
priced initial public offering, a company will generally need to have a positive revenue trend, a solid management
team, and a strong growth potential.
2.
The S-1 Registration Statement. Soon after holding an organizational meeting
attended by the full working group to kick off the initial public offering, the company’s counsel will usually
begin drafting the S-1 registration statement. The S-1 registration statement is a disclosure document that must
be filed, reviewed, and declared effective by the SEC before the public offering may be completed. The bulk of
the S-1 registration statement consists of the prospectus that must be delivered to investors that purchase stock in
the offering. The prospectus will include detailed disclosures about various aspects of the public offering and the
company, including the company’s business, properties, and legal proceedings; up to three years of audited
financial statements and interim financial statements if applicable; management’s discussion and analysis of
financial condition and results of operations; information about the company’s directors, executive officers, and
executive compensation, and an analysis of compensation philosophies, practices, and corporate governance
matters; information about stock ownership by management and certain stockholders; information about
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transactions with affiliates of the company; risk factors relating to an investment in the public offering; and how
the company plans to use the proceeds from the public offering.
2

The non-prospectus portion of the registration statement consists of certain supplemental information, including
a description of indemnification arrangements in favor of directors and officers, a description of recent sales of
unregistered securities, and a number of exhibits including the company’s organizational documents and material
contracts. Aside from the specific disclosures required under SEC rules, to ensure compliance with the SEC’s
broadly applicable antifraud rules, the registration statement must disclose all material information about the
business and the offering, and the registration statement must not contain any material misstatements.
3.
SEC Review. After the registration statement is filed with the SEC, the SEC will
review it to ensure that it complies with applicable SEC rules. Within a few weeks of the filing, the SEC will
almost always respond with an initial letter setting forth a number of comments detailing how the SEC believes
the registration statement should be revised before the public offering is completed. The company and its counsel
then respond to these comments with a response letter to the SEC and the filing of an amended registration
statement addressing the concerns of the SEC. This process continues until the SEC is satisfied that the
registration statement complies with its rules, at which time the company may file an “acceleration request” for
the registration statement to be declared effective by the SEC. No sales may be made in the initial public offering
until the SEC has issued an effectiveness order with respect to the registration statement.
4.
Underwriting Agreement and Related Documents. The rights and obligations of
the company and the underwriters will be memorialized in an underwriting agreement, generally executed
promptly after a price is established for the initial public offering. The details of the underwriting agreement
include, among other things, representations and warranties made by the company about the registration
statement, the prospectus and the business, representations and warranties by any stockholders selling shares in
the offering (if applicable), the price of the shares, the company’s post-closing covenants, the conditions to the
underwriters’ obligations to purchase shares in the initial public offering, the expenses that must be borne by the
company in connection with the offering, and certain closing mechanics.
5.
Offers, Sales, and Communications in Connection with the Public Offering
Process. Federal securities laws set forth parameters on permissible offers and sales of securities in connection
with the public offering process. Before the registration statement is filed, there can generally be no offers or sales
of securities, with certain exceptions. It is important to note that a broad range of publicity or communication
(including statements on a website) can be deemed an unlawful offer of securities even before the registration
statement is filed if it has the effect of “conditioning the market” or pre-selling the stock to be sold in the initial
public offering. However, SEC rules expressly permit certain communications while a public offering is
contemplated and prior to the filing of the registration statement, including notice of a proposed offering that
2

If the company will qualify as a “smaller reporting company,” the disclosure requirements in the registration statement are reduced. In general, a smaller
reporting company is a company that has a public float of less than $75 million as of a date within 30 days of the filing of the registration statement,
computed by multiplying the aggregate worldwide number of shares of common stock held by non-affiliates before the public offering plus the number of
shares included in the registration statement by the estimated public offering price.
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includes only limited specified information about the proposed offering and dissemination of regularly released
ordinary course factual business information. SEC rules also provide for a bright-line rule that, in general,
communications will not constitute an offer for the sale of securities during the period ending 30 days prior to the
filing of the registration statement so long as the communication does not reference a securities offering and the
company takes reasonable steps within its control to prevent further distribution or publication of the
communication during the 30-day period before the filing of the registration statement.
3

After the filing of the registration statement and prior to effectiveness, in general, verbal offers are permitted and
written offers are permitted using a prospectus that has been filed with the SEC. After the registration statement
has been declared effective, in general, verbal offers continue to be permitted and written offers are permitted
using the final prospectus included in the registration statement that was declared effective. Sales of securities
may be completed after the registration statement has been declared effective if the securities are accompanied or
preceded by delivery of a final prospectus.
6.
Other Pre-IPO Matters. There are dozens of other matters that will demand the
attention of the company and the rest of the working group in advance of the initial public offering, including
but not limited to choosing and applying for listing on a stock exchange; evaluating whether to reincorporate in
Delaware or to effect other internal restructurings; evaluating whether to effect a stock split; identifying new
independent directors; designating and preparing charters for new corporate governance committees; crafting
appropriate executive and director compensation arrangements; preparing and negotiating the comfort letter;
evaluating and implementing appropriate takeover protections; preparing various corporate policies including
codes of conduct, an insider trading policy, a whistle-blower policy, and a hiring policy; preparing a new equity
incentive plan; converting any outstanding preferred stock; obtaining SEC EDGAR codes; and obtaining new
insurance policies.
7.
Effect of the JOBS Act. On April 5, 2012, President Obama signed the Jumpstart
Our Business Startups Act, or JOBS Act. The JOBS Act contains a number of provisions designed to modernize
the process for conducting an initial public offering. The foregoing discussion does not reflect certain changes
contemplated by the JOBS Act, which were still subject to SEC rulemaking as of the date of this publication.
While the JOBS Act contains several reforms that could make it easier for some companies to go public, the
general process described above will remain substantially the same.
B.

Advantages of Going Public. A few of the advantages of going public are described below.

1.
Capital Raising Benefits. In addition to funds raised in the initial public offering,
once the company is public for a period of time, the company should be able to access the public capital markets
from time to time relatively quickly and easily, subject to the company’s performance and market conditions.

3

In general, limited notices about a proposed offering and dissemination of regularly released, ordinary course factual business information continue to be
permitted even after the registration statement is filed.
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2.
Increased Liquidity for Stockholders. Shareholders of stock purchased in the initial
public offering, except shareholders who are “affiliates” of the company or underwriters, will hold unrestricted
shares that are freely tradable. In addition, pre-IPO stockholders (i.e., holders of “restricted stock”) that do not
sell their shares in the initial public offering will generally have greater opportunities to sell their shares following
the public offering than stockholders in a private company. Any person selling stock in a public company should
be aware of insider trading restrictions and generally should not sell stock when in possession of material nonpublic information. Executive officers, directors, and 10 percent beneficial owners should also be aware of strict
short-swing profit liabilities that may be incurred in connection with any combination of non-exempt purchases
and sales of stock made within any six-month period. Finally, in an underwritten offering, the underwriters will
almost always require each major stockholder to agree not to sell its stock for a specified period of time (often 90
to 180 days) after the completion of the offering.
4

3.
Flexibility in Structuring Acquisitions. Public companies generally have more
flexibility with structuring acquisitions of other businesses because publicly traded stock can easily be used as
“currency” in the acquisition instead of cash.
4.
Attraction and Retention of Employees. Public companies may be better positioned
to attract and retain employees due to the ability to offer as compensation publicly traded stock and options to
purchase publicly traded stock, in addition to the prestige factor described below.
5.
Prestige. Going public generally increases a company’s visibility and perceived prestige
in the business community.
C.

Disadvantages of Going Public. A few of the disadvantages of going public are described

below.
1.
Public Disclosure Requirements. Public companies are required to disclose in
annual, quarterly, and other reports a significant amount of information that might otherwise be considered
sensitive. In addition, directors, executive officers, and certain significant owners of public companies are
required to publicly report information about their transactions in the company’s stock.
2.
Expenses. Public companies are generally subject to a number of ongoing expenses
that are not applicable to private companies, including expenses relating to the preparation and review of reports
necessary to satisfy the public disclosure requirements described above and other expenses incurred to ensure
compliance with applicable SEC rules. The costs and burdens of being a public company have increased
considerably in recent years. This makes a public offering less attractive for smaller companies.

4

SEC Rule 144 provides a safe harbor for public resales of restricted stock if certain conditions are met. In general, so long as the company has filed its
required periodic reports and the restricted stock to be sold has been held for at least six months: (i) a person who is an affiliate of the company can sell his
or her restricted stock in an ordinary brokerage transaction so long as the number of shares sold during any three-month period does not exceed the greater of
1 percent of the outstanding shares or the average weekly trading volume during the four weeks preceding the sale and (ii) a person who is not an affiliate of
the company can sell his or her restricted stock without volume or manner-of-sale limitations.
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3.
Corporate Governance Formalities. Public companies with stock listed on an
exchange are generally subject to strict corporate governance requirements that significantly impact the flexibility
of management, including requirements that a majority of directors on the board of directors be “independent”
and requirements that certain matters be approved by a committee composed solely of independent directors.
4.
Greater Exposure to Lawsuits. Officers and directors of public companies are more
likely than their private company counterparts to be named as defendants in lawsuits alleging violations of
securities and other laws.
5.
Liabilities for Misstatements or Omissions in Registration Statement. The federal
securities laws impose potential civil liability on each participant in an initial public offering in the event that any
part of the registration statement contained an inaccurate statement or omitted material information when it was
declared effective. The company going public is strictly liable for such misstatements and omissions. Every other
participant in the offering (including officers and directors, accountants, underwriters, and selling stockholders)
has a “due diligence” defense available to it.
5

D.
Alternative Method of Going Public—Reverse Mergers. Occasionally a company will
become a public company by merging with an existing public company that has few assets of its own. This
process is known as a “reverse merger” and is significantly different than a traditional initial public offering.
Reverse mergers are generally not considered to be an attractive alternative for most companies, and these
transactions have additional risks and challenges that are beyond the scope of this discussion.

5

The “due diligence” defense is generally available if the participant can establish that (i) with respect to “expertised” sections of the registration statement,
such as financial statements certified by an independent accounting firm, the participant had no reasonable grounds to believe and did not in fact believe at
the effective time that the statements in the registration statement were untrue and that there were any omissions of material facts; and (ii) with respect to
all other sections of the registration statement, the participant after reasonable investigation had reasonable grounds to believe at the effective time that the
statements in the registration statement were true and that there were no omissions of material facts.
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Chapter Ten
THE LAW OF OUTDOOR INDUSTRIES
—Products Liability—
Hunter O. Ferguson, Steven R. Kluz, David J. Williams

Outdoor enthusiasts engage in active conduct—sometimes, dangerous conduct—often pushing their equipment,
and their bodies, to the point of breakdown. It is inevitable that manufacturers and sellers of outdoor products
will face some products-liability risk simply because of how people use outdoor equipment and gear. In our
litigious society, it makes sense for outdoor products companies to be familiar with the basic landscape of
products-liability law and to be aware of potential dangers so they can be avoided.
With very few exceptions, anyone engaged in the business of selling or otherwise distributing products faces
potential liability for injuries caused by products. That means that all of the following in the stream of commerce
face potential products liability: (1) manufacturers of outdoor products, both of finished goods and their
component parts; (2) distributors, wholesalers, and retailers of outdoor products, whether or not they have actively
assembled or prepared the product or advised buyers about its proper use; (3) people or businesses that rent or
loan outdoor products with the expectation that they be returned to them at the end of some specific term; and
(4) sellers of used outdoor products. The only sellers who routinely escape products liability are “casual sellers”
who sell outdoor products in isolated transactions, not as regular enterprises – for example, someone who sells a
defective camping stove at a garage sale.
Products-liability law is grounded in the concept of strict liability. Strict liability is liability without the plaintiff
having to prove fault, and it applies when the defendant provides a product in a defective condition that is
unreasonably dangerous to the user of the product. To prevail on a strict-liability claim, the plaintiff must prove
that the product was defective, the plaintiff suffered damages, and the defect caused plaintiff’s damages. In
general, there are three types of defects: (1) manufacturing defects, (2) design defects, and (3) defective warnings
(failure to provide adequate warnings).
Any outdoor product can potentially give rise to one or more of these claims. Take, for example, bindings on
downhill skis. If the bindings are designed so that they do not release when a skier takes a nasty fall while
traveling at high speed, a skier could have a legitimate design defect claim if he or she suffers an injury because
the bindings did not release. Similarly, if one of the bindings left the factory so that its release point deviated
from the manufacturer’s standards and therefore failed to release even though it was designed to do so, an injured
skier may have a manufacturing defect claim. Finally, if the bindings failed to release because the skier set the
tension level too high, but the manufacturer provided no instructions on how to set the tension level or warnings
about the danger of a high-tension setting, an injured skier could have a defective warning claim.
Even though several companies might be involved in the design, manufacture, and distribution of a single
outdoor product, each company’s responsibility is not limited to the particular contribution it makes or work it
performs. Instead, modern products-liability law typically saddles all downstream sellers with the same potential
liability that it imposes on the principal actor. The purpose is to ensure that injured plaintiffs have some recourse
even if someone in the supply-distribution chain is insolvent. This is one of the reasons why it can be important
to have indemnification and duty-to-defend provisions in contracts with upstream companies involved in the
creation of outdoor products.
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I.
Manufacturing Defects. A manufacturing defect occurs in a product that is assembled or physically
flawed or damaged so that the product departs from its intended design. Such a defect compromises the
structural soundness, chemical safety, or wholesomeness of the product sold, making the product unsafe for its
intended use. Manufacturing defects can occur even though all possible care was exercised in the preparation and
marketing of the product.
To recover on a manufacturing defect claim, the plaintiff has the burden of proving that the product was in a
defective condition and the defect existed when it left the defendant’s control. Plaintiffs often face the difficult
task of proving that they, or anyone else who had access to the product besides the defendant, did not
detrimentally alter the product. For example, a court in New Jersey dismissed the case of an injured skier who
claimed that his bindings did not release at the appropriate torque. Maynard v. Pelican Leisure Sports, Inc.,
No. A-5946-08T2, 2010 WL 3327627 (N.J. Super. Ct. App. Div. Aug. 13, 2010). Although the skier’s expert
testified that the bindings did not release because of improper alignment that occurred during manufacturing, the
court held that the plaintiff did not offer evidence to rule out the plaintiff’s own post-purchase use and
adjustment of the bindings especially since the plaintiff had bought a new pair of boots after his first ski trip
using the supposedly defective bindings. Id. at *5.
The testimony of manufacturing experts can also be critical to a claim of manufacturing defect. In Maynard, the
court concluded that the skier could not support his manufacturing defect claim with the testimony of a binding
performance expert who was not an expert in the manufacture of ski bindings. Id. There are situations, however,
when a manufacturing defect claim does not require expert support to survive dismissal. In a case involving
injury caused by a snapped fork on a Trek bicycle, the court reasoned that expert testimony was not required
because the plaintiff had identified through his own eyewitness testimony a specific flaw during normal, intended
use from which a jury could infer a manufacturing defect. Lynch v. Trek Bicycle Corp., 374 F. App’x 204, 207 (2d
Cir. 2010).
II.
Design Defects. Unlike manufacturing defects, design defects do not focus on unintended mistakes or
defects in the manufacture of a product but, rather, these claims allege that the design of the product itself and
features of that design make the product unreasonably dangerous. Design defects can be difficult to discover, as
almost any product—and particularly products used by outdoor enthusiasts—can be dangerous if used
incorrectly. For example, it is not hard to imagine the injuries that could be caused through the improper use of
certain ice-climbing equipment such as crampons and ice axes.
In evaluating whether a product suffers from a design defect, most courts use some form of risk-benefit analysis to
determine if the risks posed by the product design outweigh the benefits of the riskier design. For example, a
lightweight camp stove may pose a risk of tipping over and spilling hot liquids on the consumer using the stove,
but the benefit of the lighter weight may outweigh this risk if the cost of making it safer (i.e., more stable) is
higher than the expected benefit in terms of liability. This is where instructions and warnings can be useful in
lowering the risks of liability because such warnings can alert the consumer to otherwise hidden defects and allow
the consumer to choose a different product, with different functionality—such as a heavier, but more stable,
stove—that does not have the “defect” that is warned against.
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Similar to manufacturing defect cases, issues often arise in design defect cases when a third party modifies the
product after it leaves the manufacturer’s control. For example, in a case centered on allegations against a
manufacturer that an ATV’s inherent instability caused injuries, the manufacturer submitted evidence that
another party caused the defect by mounting an auger onto it. See Yaeger v. Canadair, Ltd., 375 S.E.2d 469 (Ga.
Ct. App. 1988). The court held that the modification of the ATV could serve as an intervening act absolving the
manufacturer from liability only if such modification was not foreseeable by the manufacturer and was sufficient
by itself to cause the injury. Id. at 471.
Proof of design defect often hinges on evidence of alternative designs. In most jurisdictions, design defects exist
when the foreseeable risks of harm posed by the product could have been reduced or avoided by the adoption of a
reasonable alternative design by the manufacturer or seller. Whether a particular design choice was reasonable is
left for a jury to decide. In determining the reasonableness of an alternative design, a jury may consider its
feasibility and expense, and whether the alternative design would alter the nature of the outdoor activity or deter
vigorous participation in that activity. Ford v. Polaris Indus., Inc., 43 Cal. Rptr. 3d 215, 231 (Ct. App. 2006).
In Ford, a jury returned a verdict for $3,759,524 in a design-defect case brought by a plaintiff injured when she
fell off the backseat and onto the jet nozzle of a Polaris jet ski. Id. at 222. The appellate court affirmed the
judgment, recognizing that a seat strap was a cheap and feasible alternative feature that would have kept the rider
on the craft. Id. at 231. The court held that the manufacturer had a duty to take reasonable steps to minimize
inherent risks without altering the nature of the sport. Id. In Kosmynka v. Polaris Industries, Inc., however, the
plaintiff presented insufficient evidence to establish defective design because the suggested alternative design for
an ATV would have been impractical for the vehicle’s use and would not have prevented the accident. 462 F.3d
74, 81 (2d Cir. 2006).
Consumer expectations are also often taken into account in determining design defects. A product is
unreasonably dangerous when it is dangerous to an extent beyond that which would be contemplated by the
ordinary consumer who purchases it, with the ordinary knowledge common to the community as to its
characteristics. For example, the court considered whether consumers would expect a loop in a rock-climbing
harness to be weight-bearing in the case of an injured rock climber who sued the harness manufacturer under a
theory of defective design. See Anaya v. Town Sports Int’l, Inc., 843 N.Y.S.2d 599 (App. Div. 2007). The climber
fell 30 feet after the attendant at a rock-climbing facility attached a safety line to a non-weight-bearing gear loop
on the climber’s harness. The court noted that the manufacturer designed the gear loop to appear flimsy, hoping
to dissuade the consumer from attaching a line to it, rather than omitting the gear loop from the design or
designing it to support the climber. Id. at 601-02. “Whether this decision was reasonable in view of the
questionable utility of a gear loop on a harness used for indoor rock climbing and the serious risk posed is a
question for the jury.” Id. at 602.
III.
Inadequate Warning. The failure to adequately alert consumers to hidden defects (warnings) and to
provide information on how to avoid such defects (instructions) can lead to claims of warning defects. Warning
defects are present when either the content of the warning or the method by which the warning is communicated
is inadequate to alert the consumer to the hidden dangers. The substance and process by which consumers are
warned is generally related to the risk posed to the consumer, where the most hazardous defects require the most
obvious warnings (for example, “Caution: Burning Charcoal Indoors Can Kill You.”) presented in the most
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obvious fashions. When it comes to the scope of the duty to warn, the key questions are who, how, what, and
when?
A.
Scope of Duty: Who? The manufacturer of the finished outdoor product is usually required to
craft the original warning. The downstream parties in the chain of distribution are required to transmit the
warning with the product. Upstream parties are generally insulated from any omissions by downstream suppliers.
Downstream sellers that are aware that a warning is not affixed on a product should decline to distribute it any
further.
B.
Scope of Duty: How? Instructions and warnings should be transmitted to the prospective
product user or consumer in a manner that is calculated to reach the consumer in the ordinary use of that outdoor
product. This is not always limited to affixing a label to the product, but could possibly include attaching a
leaflet to the product or making instructions and warnings available on the company website. The key is that the
efforts to warn must be reasonable, often calculated according to whether the cost of taking an additional step is
worth the benefit to be obtained by doing so. For example, it is probably essential to provide warning labels,
instruction booklets, and manuals for a mountain bike, but personal phone calls to users are probably not
necessary.
In Crosswhite v. Jumpking, Inc., the court concluded that the warnings provided by a trampoline manufacturer were
sufficient where the manufacturer used multiple warning labels, a large laminated warning placard, a detailed
user manual, and instructional video to specifically warn against the type of injury that occurred—a neck injury
from an unsuccessful flip attempt while multiple people were jumping. 411 F. Supp. 2d 1228 (D. Or. 2006).
C.
Duty to Warn: What? Two factors should be considered: (1) what risks necessitate warnings
and (2) what kinds of warnings need to be provided?
1.
Risks that necessitate warnings. In general, a manufacturer or seller of an outdoor
product has a duty to warn of risks that the consumer does not know about but which the manufacturer or seller
does. This duty arises when the manufacturer or seller knew or should have known of dangers to users. The duty
requires manufacturers and sellers to take reasonable care to test products to discover risks for which warnings are
appropriate. A manufacturer has the responsibility of keeping informed of current scientific knowledge.
The duty to warn includes the obligation to warn of foreseeable injuries caused by the product. In Hopfinger v.
Kidder International, Inc., a water ski struck a water skier in the head, causing traumatic brain injury. 827 F. Supp.
1444 (W.D. Mo. 1993). The water ski manufacturer claimed it had no duty to warn because the specific risk of a
head injury caused by the tip of the ski was not foreseeable. The court disagreed, holding that general risks of
added danger and unpredictability were foreseeable and should have been warned against. Id. at 1452.
Warnings are usually not necessary for dangers that are open and obvious. For example, a snow skier, who
suffered an ACL injury after falling backwards during a practice run, sued the supplier of her skis for failing to
warn of the risk of ACL injuries caused by properly functioning non-releasing bindings. See Lunt v. Mt. Spokane
Skiing Corp., 814 P.2d 1189 (Wash. Ct. App. 1991). The court held that the supplier did not have a duty to
specifically warn the skier of one possible type of injury, or of the specific way that bindings might not release, as
these were obvious or known dangers. Id. at 1193. The court also noted that the evidence showed that the
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plaintiff’s lift ticket contained general warnings of the risks and hazards of snow skiing, that there were general
warning signs posted in the ski area, and that the plaintiff admitted prior falls and knowledge that her bindings
did not always release during those falls. Id.
2.
Warnings that should be provided. A legally adequate warning should “(1) attract
the attention of those that the product could harm; (2) explain the mechanism and mode of injury; and
(3) provide instructions on ways to safely use the product to avoid injury.” Gray v. Badger Mining Corp., 676
N.W.2d 268, 274 (Minn. 2004). Adequate warnings will supply information in a way that allows for the
informed use or nonuse of the product in light of serious dangers. Simply warning of a risk might not be enough
if the warning does not specify how the danger might occur and what measures should taken to avoid this
occurrence. For example, a warning that a propane lantern may cause lethal carbon monoxide exposure should
also spell out the situations where this exposure can occur, e.g., use of the lantern in enclosed spaces, such as
campers or tents.
In crafting warnings, inclusivity is often the best course. For example, the plaintiff brought a defective warning
claim in a case involving two victims who suffered carbon monoxide poisoning while sleeping on a boat with a
running gasoline generator to power the air conditioner. Lewis v. Sea Ray Boats, Inc., 65 P.3d 245 (Nev. 2003).
The court concluded that a jury could find that a warning about the danger of inhaling carbon monoxide as a
result of leaving the engine running was inadequate because it did not address the actual danger of fumes from
the generator. Id. at 250.
D.
Duty to Warn: When? Adequate warnings are to be transmitted with a product at the time of
sale. Many courts impose a post-sale duty to warn in special circumstances when risks later become known so that
users of the product will be apprised of safety hazards that, at an earlier time, were not fully appreciated.
Generally, there is no post-sale duty to warn of a danger already accounted for in the manufacturer’s warning
labels. See Daniel v. Coleman Co., 599 F.3d 1045 (9th Cir. 2010) (Coleman’s knowledge of other similar incidents
resulting in death from carbon monoxide poisoning did not create post-sale duty to warn when the heater already
carried a label expressly warning that use in campers or tents could result in serious injury or death).
A seller may also face liability for a post-sale failure to recall a product. Section 11 of the Restatement (Third) of
Torts: Products Liability states as follows:
One engaged in the business of selling or otherwise distributing
products is subject to liability for harm to persons or property caused by the
seller’s failure to recall a product after the time of sale or distribution if:
(a)(1) a governmental directive issued pursuant to a statute or
administrative regulation specifically requires the seller or distributor to recall
the product; or
(2) the seller or distributor, in the absence of a recall requirement under
Subsection (a)(1), undertakes to recall the product; and
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(b) the seller or distributor fails to act as a reasonable person in
recalling the product.
Restatement (Third) of Torts: Products Liability § 11 (1998).
Under section 11 of the Restatement, a duty to recall only arises pursuant to a governmental directive. If, for
example, a company develops a new model of downhill ski bindings that includes a safety device that reduces the
risk of harm to users, and the bindings it previously sold conformed to the best technology available at the time of
sale and were not defective when sold, the manufacturer has no obligation to recall previously distributed
bindings to retrofit them with the new safety device. However, if a federal agency directs the company to recall
the previously distributed bindings and the company unreasonably fails to notify identifiable owners of the
bindings about the recall, the company is subject to liability for harm caused by its noncompliance with the
governmental directive.
The duty to recall or repair should be distinguished from a post-sale duty to warn about product hazards
discovered after sale. A post-sale duty to warn may arise even if there is no governmental directive.
IV.
Defenses to Products-Liability Claims. Several defenses may be available to outdoor product
companies brought into products-liability litigation. Many of these defenses are based on the consumer’s own
actions that contributed to the alleged injury. For example, nearly all jurisdictions now employ some form of
comparative fault, which means that fault is measured in terms of percentage, and any damages allowed shall be
diminished in proportion to the amount of fault attributable to the person for whose injury, damage, or death
recovery is sought.
Although not an exhaustive list of defenses, the following are some of the frequently used defenses in outdoor
industry products-liability cases:
A.
Assumption of Risk. Assumption of risk occurs when a plaintiff voluntarily and unreasonably
proceeds to encounter a known danger. A plaintiff’s assumption of risk can bar or reduce a recovery to which the
plaintiff would otherwise be entitled to under strict liability, meaning assumption of risk principles apply even if
a product defect exists.
Assumption of risk will not be a valid defense if the danger was unknown to the plaintiff. For example, in a case
alleging a parachute defect where the parachute lines were crossed or “lined-over,” assumption of risk could not be
a defense because the plaintiff had no way of knowing that the parachute was defectively packed. See Diedrich v.
Wright, 550 F. Supp. 805 (N.D. Ill. 1982). On the other hand, assumption of risk operated as a complete defense
to a claim of a defective swimming pool by an injured diver who dove into five feet of water where the diver’s
deposition demonstrated knowledge of the risk inherent in diving into shallow water. See Benjamin v. Deffet
Rentals, Inc., 419 N.E.2d 883 (Ohio 1981).
B.
Product Misuse. Unlike assumption of risk defenses, product misuse defenses usually do not
assume a defective product, but apply when the plaintiff’s misuse of the product resulted in an injury that would
not have occurred with proper use. An outdoor product is not in a defective condition—and, thus, no strict
liability attaches—“when it is safe for normal handling and consumption, but injury nevertheless results from
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abnormal handling, abnormal preparation for use, or abnormal consumption of the product.” Randy R. Koenders,
Annotation, Products Liability: Sufficiency of Evidence to Support Product Misuse Defense in Actions Concerning Athletic,
Exercise, or Recreational Equipment, 50 A.L.R.4th 1226, 1228 (1986).
Misuse defenses in products-liability cases often rely heavily on the warnings and instructions for the product at
issue. In a negligence and strict liability action against the manufacturer of a boat-steering mechanism that
caused a boating accident that injured the plaintiff, the record did not support the manufacturer’s contention that
the use of a motor with greater horsepower than recommended by the boat’s manufacturer constituted
unforeseeable misuse. Detroit Marine Eng’g v McRee, 510 So. 2d 462 (Miss. 1987). The court noted that the
manufacturer of the steering mechanism gave no limits to the boat manufacturer as to the size of the engine to be
installed, there was testimony that the accident was caused by the use of unsuitable steel in the steering
mechanism, and there was evidence indicating that the manufacturer of the steering mechanism represented it to
be adaptable to high-horsepower usage. Id. at 465-66.
C.
Sophisticated-User. The sophisticated-user defense insulates a supplier from an obligation to
warn the ultimate user if the supplier has reason to know that the user will recognize the dangerous condition of
the product. If a sophisticated user has an appreciation of the risk that is equivalent to, or greater than, that of the
supplier, the supplier should not be required to warn of the risks created by the product. This defense can lead to
an analysis and determination by the fact-finder about which party’s knowledge of the risk was inferior. General
knowledge of the risk by the user is insufficient to justify application of the defense when the supplier has specific
knowledge of the extent of the danger not possessed by the user.
D.
State of the Art. In some jurisdictions, it is an affirmative defense to a products-liability action
that the product conforms to the state of the art. The purpose of this defense is to protect a manufacturer from
liability for the failure to anticipate safety features that were unknown or unavailable at the time the product was
manufactured and distributed, and not to insulate an entire industry from liability just because every member of
that industry was manufacturing and distributing a product known to be inherently dangerous. Owens-Corning
Fiberglas Corp. v. Golightly, 976 S.W.2d 409, 411 (Ky. 1998).
A manufacturer is entitled to rely on the state of the art at the time the product is placed on the market rather
than at the time of the injury. Abbott by Abbott v. Am. Honda Motor Co., 682 S.W.2d 206, 211 (Tenn. Ct. App.
1984) (involving allegations of a defectively designed ATV that flipped over while plaintiff drove down a hill).
Scientific and technical knowledge available to the manufacturer, as well as customary design methods, standards
and techniques of manufacturing, inspecting, and testing by other manufacturers of similar products, can be
considered in determining whether the product conformed to the state of the art at the time it was placed on the
market. Id.
E.
Statutory and Regulatory Standards. In products-liability cases, compliance with statutory or
regulatory standards is usually a minimum requirement. That is, noncompliance might be treated as conclusive
of the issue of negligence. But compliance by itself is not an absolute defense.
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V.

Conclusion: Steps to Reduce Products-Liability Exposure.
•

Include indemnification and duty-to-defend provisions in contracts with upstream
companies involved in the creation of the product.

•

If you manufactured the outdoor product, audit your current warnings to ensure that
they specify how dangers might occur and how to avoid the occurrence of such dangers.
Also, ensure those warnings include all known risks.

•

If you did not manufacture the product, thoroughly examine whether the product
contains adequate warnings.

•

Stay informed of current scientific and technical knowledge relating to the outdoor
products you sell.

•

Test products in an effort to detect and discover potential risks to include in warnings.

•

Stay informed of all governmental directives relating to your outdoor products.

•

If you are an upstream supplier, conduct quality control to be able to prove that defects
were introduced downstream: keep track of serial numbers, establish and implement
tracking protocols, and pay attention to what downstream suppliers are doing.

•

If involved in litigation, work with experts early in the case. Several different types of
experts may be necessary, including a medical expert to explain the injuries and predict
the plaintiff’s future recovery, a manufacturing and/or design expert familiar with the
outdoor product in question, an authority on the outdoor activity in question who can
testify about the nature of the activity and the ordinary participant’s expectations with
respect to the product, and an economist to address damages.
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Chapter Eleven
THE LAW OF OUTDOOR INDUSTRIES
—California’s Proposition 65—
Melissa A. Jones

I.
Introduction. Proposition 65, the Safe Drinking Water and Toxic Enforcement Act of 1986, was
enacted by voter initiative in California on November 4, 1986. The intent of the law was to protect California
consumers and the state’s drinking-water sources from chemicals known to cause cancer, birth defects, or other
reproductive harm, and to require clear and reasonable warnings before exposing consumers to such chemicals.
Opponents to the ballot initiative warned that “Proposition 65 will take environmental regulation out of the
hands of lawmakers and prosecutors and create a system of vigilante justice with bounty hunters seeking rewards.”
Whether California voters got what they were expecting when they enacted Proposition 65 is debatable. But it
cannot be disputed that the law has had a significant impact on companies doing business in California. Indeed,
courts have interpreted the law broadly and the law applies to virtually every product sold in California.
Proposition 65 enforcement proceedings have involved products such as food, beverages, exercise equipment,
sporting goods, apparel, footwear, handbags, luggage, jewelry, dietary supplements, automotive accessories, tools,
art supplies, candles, other home accessories, office supplies, paint, and many others.
II.
Overview of Proposition 65. Proposition 65 has two primary requirements. First, there is a warning
requirement that states: “No person in the course of doing business shall knowingly and intentionally expose any
individual to a chemical known to the state to cause cancer or reproductive toxicity without first giving clear and
reasonable warning to such individual . . . .” Health & Safety Code § 25249.6. Second, there is a discharge
prohibition, which prohibits companies from discharging a chemical “into water or onto or into land where such
chemicals passes or probably will pass into any source of drinking water.” Id. § 25249.5.
1

2

A.
Listed Chemicals. Proposition 65 requires that, at least once per year, the Governor shall cause
to be published “a list of those chemicals known to the state to cause cancer or reproductive toxicity.” Id.
§ 25249.8(a). The law also provides that the Governor “shall designate a lead agency” that is responsible for
implementing Proposition 65. Id. § 25249.12(a). The Office of Environmental Health Hazard Assessment
(“OEHHA”) is the agency that has been so designated by the Governor. It has been the lead agency since 1991
(before that date, the lead agency was the California Health and Welfare Agency).
There are over 850 chemicals on the state’s list of chemicals “known . . . to cause cancer or reproductive toxicity.”
The list is ever-expanding, as OEHHA continues to add chemicals to the list on a relatively frequent basis. The
listing process is discussed in greater detail below. A current Proposition 65 list of chemicals is available at
OEHHA’s website: http://oehha.ca.gov.
B.
Warning Requirement. Proposition 65 requires a “clear and reasonable” warning that is
provided before exposure. Id. § 25249.6. The implementing regulations provide: “Whenever a clear and
reasonable warning is required under Section 25249.6 of the Act, the method employed to transmit the warning
must be reasonably calculated, considering the alternative methods available under the circumstances, to make the
1

All citations to statutes referred to herein are California statutes, unless otherwise indicated.

2

This summary and outline of Proposition 65 and related issues will focus on the warning requirement in the statute, not the discharge prohibition.
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warning message available to the individual prior to exposure.” See Cal. Code Regs. tit. 27, § 25601. Under the
regulations, the warning message must clearly communicate that the chemical in question is known to the state
to cause cancer or reproductive toxicity. The regulations state that the warnings may be provided by using one or
more methods, including product labeling, point-of-sale signs, or public advertising. Id. § 25603.1(a)–(d).
The regulations also describe “safe harbor” warnings, which are deemed to meet the “clear and reasonable”
standard. Physicians Comm. for Responsible Med. v. McDonald’s Corp., 187 Cal. App. 4th 554, 567-69 (2010). For
consumer exposures, the safe-harbor warnings are:
WARNING: This product contains a chemical known to the State of California to cause cancer.
WARNING: This product contains a chemical known to the State of California to cause birth defects or
other reproductive harm.
Additionally, many court-approved consent judgments, including some settlements with the Attorney General’s
office or other private plaintiffs, have allowed combined warning language, such as:
WARNING: This product contains chemicals known to the State of California to cause cancer, or birth
defects or other reproductive harm.
A company that uses the safe-harbor warning, in a manner that is likely to be seen by a consumer before exposure,
can argue that the warning was “‘clear and reasonable,’” and thus, that the company is in compliance with
Proposition 65. See id. at 571 (quoting Envtl. Law Found. v. Wykle Research, Inc., 134 Cal. App. 4th 60, 66
(2005)).
Before deviating from the safe-harbor language for Proposition 65 warnings, companies should consult with
experienced counsel to assess whether the proposed modification to the safe-harbor warning language is
appropriate or advisable.
C.
Regulation by Litigation. A critical and unique aspect of Proposition 65 is that most of the
cases are filed by private parties acting “in the public interest,” and not on behalf of any individual harmed by the
defendant’s conduct. This distinguishes the law from other consumer product regulations because enforcement is
not limited to a governmental agency, but instead can be pursued by private individuals. To be sure, the
Attorney General’s office can file Proposition 65 enforcement actions and does so. But the vast majority of the
Proposition 65 lawsuits filed in California each year are by private parties. These private plaintiffs have a financial
incentive to pursue Proposition 65 litigation because they can recover a portion of the penalties that are
ultimately assessed as well as their litigation costs and attorneys’ fees.
Another aspect of Proposition 65 that makes the law an easy target of private plaintiffs is that the burden of proof
for establishing a prima facie case is relatively easy for the plaintiff. Indeed, courts have ruled that the burden of
proof shifts to the defendant if the product in question contains a trace amount of one of the chemicals on the
state’s list of chemicals known to cause cancer or reproductive toxicity. Accordingly, for these reasons,
Proposition 65 is “enforced” primarily through lawsuits brought by private individuals.
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The potential for penalties are significant: a violator can be subject to a civil penalty of $2500 per violation per
day in addition to “any other penalty established by law.” Health & Safety Code § 25249.7(b)(1). These penalties
can add up to significant amounts even if the company’s sales of the product in question were low. Additionally,
the cost of litigation and establishing that a defense applies or that no violation occurred can be quite expensive.
As a result, most Proposition 65 enforcement actions are resolved via settlement.
III.
Listing of Chemicals. A warning is required under Proposition 65 if there is an exposure to one of the
chemicals on the state’s list of chemicals “known . . . to cause cancer or reproductive toxicity.” A careful review of
the chemical listed is necessary because some chemicals are listed as a single chemical while others are listed as a
broad category of compounds. See Consumer Cause, Inc. v. Arkopharma, Inc., 106 Cal. App. 4th 824 (2003).
A.
Listing Mechanisms. Under the current interpretation of the statute, there are four different
ways a chemical can be added to the list of chemicals “known to the state to cause cancer or reproductive
toxicity.”
First, a chemical will be listed if the state’s “qualified experts”—the Developmental and Reproductive Toxicant
Identification Committee (for reproductive toxicants) or the Carcinogen Identification Committee (for
carcinogens)—have determined that the chemical causes cancer or reproductive toxicity.
Second, a chemical will be listed if “a body considered to be authoritative” has “formally identified” it as causing
cancer. The following organizations have been designated as authoritative bodies: the U.S. Environmental
Protection Agency, U.S. Food and Drug Administration, National Institute for Occupational Safety and Health,
National Toxicology Program, and International Agency for Research on Cancer.
Third, a chemical will be listed if a state or federal agency has required it to be labeled as causing cancer or
reproductive toxicity. Most chemicals listed in this manner are prescription drugs that are required by FDA to
contain warnings relating to cancer or birth defects or other reproductive harm.
A fourth way requires the listing of chemicals that meet certain scientific criteria and are identified in the
California Labor Code as causing cancer or birth defects or other reproductive harm. This method established the
initial chemical list following voter approval of Proposition 65 and continues to be used as a basis for listing. See
Cal. Chamber of Commerce v. Brown, 196 Cal. App. 4th 233 (2011).
The validity of a decision by OEHHA to list a chemical may be contested, such as through a writ of mandate
proceeding or direct challenge in superior court. However, thus far, it has not been a recognized defense to an
enforcement proceeding for a party to assert that a chemical was not properly listed.
B.
Grace Period. There is an exemption for exposures that occur less than 12 months after a
chemical is placed on the list. Health & Safety Code § 25249.10(b). The exemption is based on when “exposure”
occurs, not when the product is shipped. Id.
C.
Safe-Harbor Levels. OEHHA has established safe-harbor levels for some of the chemicals listed
under Proposition 65, which include No Significant Risk Levels (NSRLs) for cancer-causing chemicals, and
Maximum Allowable Dose Levels (MADLs) for chemicals causing reproductive toxicity. Exposure levels that are
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below the safe-harbor levels are exempt from the requirements of Proposition 65. Safe-harbor levels are not
provided as content limits, however, and there are no safe harbor levels for the majority of listed chemicals.
IV.
60-Day Notice Requirement. A Proposition 65 lawsuit may be filed by “any person in the public
interest” if a 60-day notice with a certificate of merit is provided, and if there is no action being pursued by the
California Attorney General or any district or city attorney in the state. Id. § 25249.7(d).
A.
Notice Must Be Filed and Served Appropriately. Private actions require a 60-day notice
before the private plaintiff can file a lawsuit in court. Id. § 25249.7(d)(1). The notice must be sent to the alleged
violator, the California Attorney General, and the city attorneys for cities with populations of over 750,000 where
the violation is alleged to have occurred. Id. § 25249.7(c). Note that the typical service requirements for state
complaints do not apply here. Frequently, plaintiffs simply mail the 60-day notice to a high-ranking executive at
the defendant company.
B.
Certificate of Merit. The 60-day notice must include a certificate of merit. The certificate of
merit must be signed by the attorney for the noticing party, or by the noticing party if the noticing party is not
represented by an attorney. It must state that the person executing the certificate has “consulted with one or
more persons with relevant and appropriate experience or expertise who has reviewed facts, studies, or other data
regarding the exposure to the listed chemical that is the subject of the action, and that, based on that information,
the person executing the certificate believes there is a reasonable and meritorious case for the private action.” Id.
§ 25249.7(d)(1). In addition, factual information sufficient to establish the basis of the certificate of merit (such
as test results) must be attached to the certificate of merit that is sent to the Attorney General. Id.
C.
Court Approval of Settlements Brought in the Public Interest. When there is a settlement
of a Proposition 65 lawsuit by a plaintiff acting “in the public interest,” the plaintiff must submit the settlement
to the court for approval. The plaintiff must file a noticed motion for approval of the settlement, and the court
may approve the settlement only if the court makes all of the following findings: (1) any warning that is required
by the settlement complies with the statute; (2) any award of attorneys’ fees is reasonable under California law;
and (3) any penalty amount is reasonable based on the criteria set forth in the statute. Id. § 25249.7(f)(4).
3

V.

Defenses.

A.
No Significant Risk/No Observable Effect. The warning requirement under Proposition 65
does not apply if the defendant can show: (1) for cancer, that the alleged exposure poses “no significant risk”
assuming lifetime exposure at the level in question ; and/or (2) for reproductive toxicity, that the exposure will
have “no observable effect” assuming exposure at 1000 times the level in question. Id. § 25249.10(c). The
defendant company has the burden of establishing that the alleged exposure meets this criteria and must do so
with the use of reliable scientific evidence. Id.
4

3

A voluntary dismissal of the lawsuit, where no consideration is paid by the defendant, does not require court approval.
§ 25249.7(f)(4).

Health & Safety Code

4

“[N]o significant risk” for carcinogens means that only one in 100,000 would develop cancer assuming lifetime exposure in the level in question. Cal. Code
Regs. tit. 27, § 25703(b).
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B.
Fewer Than 10 Employees. Proposition 65 does not apply to companies that have fewer than
10 employees under the terms of the statute. Id. § 25249.11(b).
C.
Federal Preemption. Proposition 65 does not require a warning for “[a]n exposure for which
federal law governs warning in a manner that preempts state authority.” Id. § 25249.10(a). Federal preemption
can be difficult to establish, and courts have rejected preemption arguments in numerous cases. However, the
California Supreme Court upheld the defense in Dowhal v. SmithKline Beecham Consumer Healthcare, 32 Cal. 4th
910 (2004) (holding that Proposition 65 warning requirement regarding smoking cessation products is
preempted by the federal Food, Drug and Cosmetic Act and FDA regulations).
D.
Naturally Occurring. Under Proposition 65, there is an exemption for chemicals that are
“naturally occurring” in foods. Cal. Code Regs. tit. 27, § 25501. This exemption applies only to naturally
occurring chemicals in foods or products made from foods. Id. Notably, OEHHA drafted this exemption
narrowly and it can be difficult or costly to establish because the defendant company must show that the
chemical’s presence “did not result from any known human activity,” but only from absorption or accumulation of
chemicals “naturally present in the environmental in which the food is raised.” Id. § 25501(a)(3). Further, the
defendant must show that the chemical in the food is at the “‘lowest level currently feasible.’” Id. § 25501(a)(4)
(citation omitted).
This defense was successfully applied in People ex rel. Brown v. Tri-Union Seafoods, LLC, 171 Cal. App. 4th 1549
(2009), a case involving methylmercury in tuna products.
E.
Statute of Limitations. The statute of limitations for Proposition 65 is one year. Shamsian v.
Atl. Richfield Co., 107 Cal. App. 4th 967, 978 (2003); Cal. Civ. Proc. Code § 340(1).
VI.

Relief.

A.
Civil Penalties. As noted above, the penalties for violations are “not to exceed two thousand
five hundred dollars ($2500) per day for each violation.” Health & Safety Code § 25249.7(b)(1). The private
plaintiff is entitled to keep 25 percent of the penalty assessed, giving rise to the term “bounty hunter.”
B.
Injunction. In many proceedings brought by private plaintiffs or the Attorney General, the
defendant company agrees to injunctive relief, such as reformulation of the product to remove or reduce the
chemical at issue. This is not specifically authorized under the statute but is regularly upheld by courts
throughout the state.
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Chapter Twelve
THE LAW OF OUTDOOR INDUSTRIES
—Succession Planning—
Michael K. Garrett, Craig A. Hale

Events unrelated to normal business operations affecting its owners can significantly impact a closely-held
business. A key owner may become sick or disabled, file for divorce, encounter substantial financial problems,
engage in criminal or unethical activities, or even die. Closely-held business owners must also plan for and
anticipate complications regarding the retirement of any of its key players, including its officers and managers as
well as its owners. As important as selecting the right form of entity, obtaining adequate financing, protecting
intellectual property rights, and the other topics previously discussed may be to developing a successful business,
a vital, yet often overlooked, element of a strong business is developing a comprehensive succession plan. For
many closely-held businesses, succession planning may be the toughest and most critical challenge they face in
creating a comprehensive business plan; yet, it provides a great opportunity for the owners to address many key
decisions.
For closely-held businesses, succession planning may be defined as anticipating the potential transfer of the
ownership interests in the business, whether voluntarily or involuntarily, during an owner’s lifetime or upon the
owner’s death. A typical succession plan contains at least two key components: (i) maintaining ownership and
control as desired by the parties before a succession is deemed appropriate (i.e., preventing undesirable involuntary
transfers), and (ii) ensuring ownership and control continue as desired once a formal succession plan is needed (i.e.,
the appropriate individuals receive and retain the ownership interest and managerial control once the owner
desires a transfer to occur). Like other types of business plans, a successful succession plan must be adjusted
periodically throughout the life cycle of the business and as the needs and desires of the business and its owners
change.
Additionally, many closely-held businesses are also family-owned businesses. Closely-held and family-owned
businesses face unique obstacles when it comes to creating a comprehensive succession plan. An extremely
important element of such planning is determining how to keep all key players, both family and non-family
members, happy and productive. Additionally, closely-held business owners, and especially family-owned
business owners, must plan for the possibility of estate and other taxes that could impact the company’s cash flow
and future. Failure to consider and properly plan for each of these issues can significantly impact the long-term
viability of a closely-held business.
I.
Buy-Sell Agreements. For most closely-held businesses, the first step in creating a successful succession
plan is adopting a buy-sell agreement or similar document. A buy-sell agreement attempts to ensure that the
business owners retain control over those with whom they will be working. Buy-sell agreements typically are
between one or more owners and the business. For most businesses, a buy-sell agreement will be a separate,
standalone document independent from, although in coordination with, the entity’s other organizational
documents (i.e., articles, bylaws, operating agreements, etc.). Most buy-sell agreements restrict both voluntary
and involuntary transfers of a business’s ownership interests.
A.
Restrictions on Voluntary Transfers. Buy-sell agreements universally restrict an owner’s
ability to transfer or sell his or her ownership interests without the prior consent of the other owners. This
restriction allows the owners to avoid dealing with undesirable owners, including unqualified family members,
third parties, and even potential competitors that may desire to purchase a controlling interest in the business. In
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practice, a transfer restriction typically may not absolutely bar an owner from transferring his or her interest, since
in many states such an absolute restriction would likely not be fully enforceable. Instead, most buy-sell
agreements grant the business and/or the other owners the right of first refusal (or a first option) to purchase the
ownership interests. If a buy-sell agreement contains such a restriction on voluntary transfers, an owner may not
sell or otherwise transfer, assign, or encumber his or her ownership interests in the business without first
obtaining the other parties’ consent and giving the business and/or the other owners the right to purchase the
interests. The agreement addresses the terms upon which the remaining owners or the entity can purchase the
transferred interests (i.e., on the same terms as offered by the third party, book value, or some other agreed-upon
price or valuation methodology).
Once an owner satisfies the terms of the buy-sell agreement (by offering the interests to the business and/or to the
other owners), the transferring owner is normally allowed to proceed with finalizing the transfer to the third
party. The transaction must usually be completed within a set time period (i.e., 30 to 60 days), or the owner may
be required to offer the interests again to the entity and other owners. A buy-sell agreement will normally
demand the third party purchaser comply with several additional requirements before the transfer will be
recognized by the entity. Such additional requirements typically include: consenting to and signing the
organizational documents and the buy-sell agreement, providing an opinion from counsel that the transfer
satisfies and complies with all federal and state security laws, and ensuring that the purchaser is a proper and
qualified owner of the business (i.e., if the business is taxed as an “S” corporation, the purchaser may only be an
individual, certain qualified trusts, and certain qualified “S” corporations). Only after satisfying these additional
restrictions should the third party purchaser be admitted by the entity as an owner.
An obvious drawback of granting a right of first refusal or otherwise restricting voluntary transfers of ownership
interests is that such restrictions will likely make it more difficult for an owner to obtain a bona fide offer, as a
potential purchaser will be aware that it may be unable to complete the purchase. Accordingly, most buy-sell
agreements expressly authorize transfers to certain pre-approved individuals or entities without the approval of
the other owners. For example, the agreement may exempt from such restrictions transfers to another owner of
the business or to certain indentified individuals or entities that the parties agree would be an appropriate owner.
Additionally, it is common to exempt certain transfers to trusts, family limited partnerships, limited liability
companies, or other entities commonly utilized as estate planning tools, although most agreements provide that
the transferred interests will still be subject to the terms and restrictions contained in the agreement as if owned
by the original owner.
B.
Restrictions Against Involuntary Transfers. In addition to restricting voluntary transfers
outlined above, a buy-sell agreement should also address the possibility of certain involuntary transfers of the
business ownership interests. It is common for the entity or the other owners to be granted an option, and
occasionally under certain circumstances be obligated, to purchase from the impacted owner his or her interests in
the business. These involuntary transfers are commonly referred to as “Triggering Events.” Common Triggering
Events may include:
•

Death of an owner

•

Permanent disability of an owner
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•

Retirement or termination of employment of an owner

•

Divorce of an owner

•

Bankruptcy or insolvency of an owner

•

Fraudulent or criminal activities of an owner

•

Change of control of an owner

In the event a Triggering Event occurs, the business and/or the remaining owners are typically granted an option
to purchase the interests from the impacted owner. In certain situations, the business or the remaining owners
may be obligated to purchase the impacted interests under certain Triggering Events. For example, it is common
for buy-sell agreements to provide that, if the Triggering Event is the death of an owner and if either the business
or the other owners has purchased life insurance covering the life of the deceased owner, then the business or the
other owners, as applicable, will be required to purchase the deceased owner’s interest, at least to the extent of the
life insurance payout.
The buy-sell agreement may also outline how the business will be valued and how the purchase price of the
impacted interest will be determined upon a Triggering Event. It is common for buy-sell agreements to allow
the impacted parties the right to negotiate the purchase price. If, after a set time period, the parties are unable to
agree upon the value of the impacted interests, then the buy-sell agreement generally provides how the interests
will be valued. The purchase price can be initially established in the agreement, with a requirement for a periodic
evaluation or adjustment by the parties. In case the parties fail to re-determine the value, a backstop provision is
generally included to determine the purchase price that may include any number of conventional valuation
methods (i.e., book value, a multiple of earnings, an appraisal, or some other formula).
The agreement also generally sets payment terms for any buy-outs. Installment payments over a term of years and
for set interest amounts are often used. The impacted owner may desire to have personal guarantees from the
remaining owners and/or a security interest in the entity’s assets to ensure repayment of the note, and these issues
should be addressed in the buy-sell agreement. The agreement may also suspend payment under the note for a
period of time if the income generated by the business operations is insufficient to fund operations and make
payments on the note.
C.
Other Considerations for a Buy-Sell Agreement. A buy-sell agreement is a very flexible tool
that can address a vast number of other important situations. Most agreements provide a mechanism to handle
material disagreements among the owners, which may be especially important if there is not a majority owner or
group of owners (i.e., two owners with equal ownership). A buy-sell agreement can also address other business
policies that may be important to the owners, such as payments of dividends or distributions of earnings;
composition of and representation on the board of directors, officers, or other management teams; issuance of
additional ownership interests and anti-dilution issues; removal of directors or officers; protections for minority
owners; etc. Additionally, if the corporation is taxed under Subchapter S of the Internal Revenue Code
(commonly referred to as an “S” Corporation), a buy-sell agreement can protect the entity’s “S” election by
prohibiting shareholders from making disqualifying dispositions of their shares.
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If a restriction of any kind is imposed on the transferability of the ownership interest, such restriction should be
noted on any stock or other certificates evidencing the interests. Additionally, because many of the Triggering
Events may impact spousal rights in the interests, it is prudent for each married owner to have his or her spouse
sign a spousal consent so that the terms and conditions of the agreement will be enforceable against the spouse as
well.
A buy-sell agreement is a valuation and potentially complex planning tool. It does, however, force the owners to
discuss their plans and future desires for the business. This process normally results in a more clear and realistic
business plan and allows the parties to anticipate and plan for many potentially harmful possibilities.
II.
Estate Planning for Family-Owned Businesses. As previously stated, many closely-held businesses
are both closely-held businesses and family-owned businesses. Several generations may be involved in running
and financing the business. In such cases, it is vital not only that the business itself adopt a viable succession plan
but that each owner properly address a number of related estate planning issues that could materially impact the
business. A comprehensive estate plan generally attempts to minimize potential gift and estate taxes (and
planning for ways to fund these potentially excessive taxes) while addressing the owner’s desires regarding the
transfer of the owner’s business interests and other assets.
A.
Estate and Gift Taxes. In order to comprehend the impact that taxes may have on a succession
plan, it is important to understand the basic workings of two important, and potentially costly, tax regimes: the
federal estate taxes and gift taxes. Although certain states may impose additional taxes on estates, gifts, and
occasionally, inheritances, and one should consult with a competent advisor to determine the impact of such state
taxes, if any, the following provides a brief summary of the federal estate and gift tax systems.
Estate Tax. The federal estate tax is a tax imposed on any property owned by an individual upon said
individual’s death. Federal law allows a person to transfer a certain amount of property tax-free during life or at
death. This amount is called the applicable exclusion amount. For people dying in 2012, the applicable exclusion
amount is $5 million. After 2012, the applicable exclusion amount is currently set at $1 million. Therefore,
generally speaking, if a person dies in 2012 with less than $5 million of property, including life insurance
proceeds, no federal estate tax will be imposed. Any property transferred in excess of $5 million is taxed at a rate
of 35 percent. After 2012, a person can transfer only $1 million of property tax-free, and any property transferred
in excess of $1 million will be taxed at a rate of 55 percent. For the estate tax, the decedent’s estate is subject to
the tax based on value of the decedent’s gross estate. In determining the gross estate, the value of all property and
property interests owned by the decedent must be considered, including assets that many mistakenly believe are
not taxed such as life insurance proceeds, retirement accounts, etc. A buy-out provision on the death of an owner
may possibly fix the maximum value of the ownership interests for estate tax purposes. Additionally, if the value
of the closely-held business represents a significant percentage of the decedent’s gross estate, several elections may
be available to the decedent’s personal representative or trustee to potentially reduce the total estate taxes owed or
to extend the period of time in which the estate must pay such taxes triggered by the ownership interest in the
business.
Gift Tax. A federal gift tax is also imposed on the transfer of property for less than the property’s fair
market value during an owner’s lifetime. However, as discussed above, a person can transfer the applicable
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exclusion amount, either by gift or at death, tax-free. The application of the gift tax has many nuances, but there
are two aspects of the tax that a closely-held business owner should understand. First, the gift tax is not imposed
on any gift of $13,000 or less per year, per person, so long as the gift is made outright to the donee or to certain
qualified trusts or other entities (referred to as a “present interest” gift). Therefore, a business owner may make
cumulative gifts of up to $13,000 to any number of persons, per year, without the transfer being subject to either
the gift or the estate tax. If, for example, in 2012 a person has three children and makes no other gifts to the
children during the year, he or she can transfer $13,000 of stock or LLC interest to each of his or her three
children tax-free. The value of any transferred interest typically will reflect certain discounts (i.e., for lack of
marketability, lack of control or voting rights, etc.). The business owner’s spouse can do the same, resulting in
the transfer of $26,000 of stock or interest to each child, even if the spouse does not actually own any interest in
the business. The $13,000 amount is referred to as the annual exclusion amount. The annual exclusion amount is
adjusted for inflation each year.
If an individual wants to give more than the annual exclusion amount in gifts per year (whether through transfers
of ownership interests or any other gifts) to the same person, then the amount in excess of the annual exclusion
amount is applied against the applicable exclusion amount. When the applicable exclusion amount is exhausted,
the gift is taxable. As described above, in 2012, the applicable exclusion amount is $5 million and after 2012 the
amount is $1 million. After the applicable exclusion amount has been exhausted, additional gifts are taxed at the
rate of 35 percent in 2012, and after 2012, at the rate of 55 percent. So, for example, if in 2013 the business
owner who has not previously made a taxable gift gives $1 million of stock or LLC interest to his or her child, the
applicable exclusion amount will effectively be reduced to zero. If instead the business owner gives $1.5 million
of stock or LLC interest to his or her child in 2013, the applicable exclusion amount would be reduced to zero,
and he or she would pay $275,000 in gift tax (0.55 x $500,000).
As is evident from the foregoing, a key factor that must be considered in family-owned businesses will be the tax
implications of any lifetime or testamentary transfers of ownership interests and, likely even more important, the
need to provide liquidity to pay for any estate or gift taxes. A number of estate planning tools exist that can help
minimize and reduce the estate and gift taxes associated with transferring ownership interests to the subsequent
generations. These tools may include revocable and irrevocable family trusts, grantor retained trusts, defective
grantor trusts, insurance trusts, and possibly even charitable remainder trusts. Additionally, life insurance,
annuities, and other financial tools may be utilized to help provide liquidity that will likely be needed to fund the
succession of the business and to pay for associated taxes.
Because of the complexity of the estate and gift tax rules and because of the huge impact these taxes may have on
not only the family members of the business owner but also on the business itself, it is vital that all business
owners consult with competent estate planning advisors and develop a comprehensive estate plan.
B.
Transferring Ownership Interests. For many owners of closely-held businesses, the final stage
of a succession plan is either the sale of the business to one or more other owners, key employees, or unrelated
third parties, or the transfer to one or more family members. For family-owned businesses, succession planning
can be complicated by the relationships and emotions involved. Furthermore, most people by nature are
uncomfortable discussing topics such as aging, death, and personal financial affairs, even with other family
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members. An alarming number of family-owned businesses fail to successfully negotiate the transition and are
sold either to pay taxes or because no one in the family is willing or qualified to take over.
In developing a succession plan, an owner of a family-owned business must consider many complicated, and often
conflicting, issues, such as his or her own personal financial resources and needs upon retirement, the needs of
family members, and the ability, personalities, and working relationships of persons who are possible
replacements for all key positions within the business. A business owner must also consider family dynamics
when developing his or her succession and estate plan. All children may not desire to be actively involved in the
business, and others, though eager to be part of the enterprise, may not be qualified to successfully do so. The
ability of family members to effectively communicate and work together must be considered. The business owner
should evaluate the skills, attitudes, and abilities of key employees and other non-related parties involved in the
business. For those with family members who desire to be actively involved in the business, it is important for
the owners to ensure that those family members receive the proper training and necessary experience to
successfully make the transition. In many cases, this process can take years to complete.
It is also important to remember that ownership does not necessarily mean having control or the right to vote or
possess decision-making authority. In situations where only part of a family desires or is qualified to be actively
involved in business decisions, it may be appropriate to create multiple classes of ownership with different voting
or economic rights or to take other action to separate ownership from managerial control. In other words, a
company may have separate plans for dealing with management succession and ownership succession.
III.
Conclusion. Developing a comprehensive succession plan is key to the long-term success of closely-held
businesses. Succession planning is not something a business owner should do once and then neglect for years or
decades as the business progresses. The plan, including the owner’s personal estate plans, must be revisited often
to ensure the ongoing needs of the business, owners, employees, and family members are adequately addressed.
To be successful, the plan must be clearly communicated with and understood by all owners, key personnel, and
family members.
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Member, Oregon Patent Law Association

•

Member, Intellectual Property Owners Association, Patent Search Committee

•

Member, American Intellectual Property Law Association

•

Member, Optical Society of America - Columbia Section

•

Member, Oregon State Bar Computer Law Section

•

Member, American Bar Association Intellectual Property Law Section

Presentations
•

"Patent Protection Pitfalls," Stoel Rives Intellectual Property Series, 2006

•

"They Can't Do That! (Can They?) - What Every Business Should Know About Responding to IP Infringement Claims," Stoel Rives
Intellectual Property Series, 2004

Publications
•

Editor, Business Law Practice, Part 5: Intellectual Property Considerations, Washington Lawyers Practice Manual, 2006-2008

•

"Patent Numbers Reflect Oregon's R&D Vitality," Portland Business Journal, Sept. 15, 2006

•

2005 Oregon Patent Report, July 2006

•

"Oregon Patent Growth Skyrockets," Multnomah Lawyer, Oct. 2005

•

2004 Oregon Patent Report, July 2005

•

"Inventorship in U.S. Patent Applications," www.stoel.com, 2003

Civic Activities
•

Member, Oregon State Bar Diversity Section, Employment & Advancement Subcommittee, 2009

•

Volunteer, Lewis & Clark Small Business Legal Clinic, 2006-2009

•

Volunteer, Multnomah County Legal Aid, 1997-2009

•

Chair, Mazamas Access Committee, 1998-2001

•

Member, Oregon State Bar Affirmative Action Committee, 1997-1999

•

Volunteer, Madrone Wall Preservation Committee, 2000

•

Volunteer, Hands-On Portland, 1997

Michael K. Garrett
Experience
Michael Garrett advises clients on estate planning, probate, trust administration,
charitable organizations and planned giving, individual and entity taxation,
transactional work, and general business and corporate law matters.
His estate planning practice focuses on assisting high net-worth individuals with all
phases of estate planning including creating of complex trusts, gifting, charitable
giving, probate and guardianship issues, trust administration and disputes. He has
represented small, medium, and large estates. In addition to drafting estate planning
documents, developing gifting and comprehensive wealth transfer plans, filing probate
documents, and preparing gift and estate tax returns, he assists clients in resolving
family disputes, probate and trust litigation, and estate and trust administration
matters. Additionally, he assists many estate planning clients in all aspects of
charitable giving, including forming public charities, private foundations, charitable

Attorney

trusts, and other charitable tools, and he has represented many of the largest non-

(801) 678-9841 direct

profit organizations in the region.

(801) 208-8995 fax
mkgarrett@stoelhw.com

He also assists his clients with numerous general business and corporate matters,
including addressing general business issues, real estate matters, advising on state and

Education

federal tax issues and controversies, mergers and acquisitions, sales, leases, and

•

J. Rueben Clark Law School, Brigham
Young University, J.D., 2003, magna
cum laude
Lead articles editor, BYU Law Review,
2002-2003

•

Brigham Young University, M.ACC,
2003

•

Brigham Young University, B.S., 2000,
accounting

comprehensive succession planning. He regularly advises startup companies in matters
involving entity selection, organization, tax planning, general business matters, and
succession planning. He is also a frequent speaker and author on these topics.
Associate, Bennett Tueller Johnson & Deere, P.C., Salt Lake City, Utah (2003-2006);
law clerk, Bennett Tueller Johnson & Deere, P.C., Salt Lake City, Utah (2001-2003);
law clerk, Ernst & Young LLP, Washington D.C. (2002).
Professional Honors and Activities
•

Member, Utah State Bar

•

Member, Utah State Bar Estate Planning Section

•

Member, Utah State Bar Tax Section

•

Member, Salt Lake Estate Planning Council

•

Listed in Utah Legal Elite – Wills, Trusts, and Estates, Utah Business Magazine,
2009-2012

Civic Activities
•

Member, Utah State Bar Estate Planning Legislative Committee (2011-present)

•

Member, Utah Adoption Council (2009-2011)

Admissions
•

Utah

Languages
•

Spanish

Michael K. Garrett
•

Past Member, Primary Children's Hospital Planned Giving Committee

•

Organized and represented numerous tax-exempt charitable organizations

Presentations and Articles
•

"The Ticking Tax Bomb: Is It Time to Find a Tax Shelter?," Enterprise Magazine, Salt Lake City, Utah, published August 2010

•

"Oddities and Challenges in Probate Law," National Business Institute, Salt Lake City, Utah, February 24, 2009

•

"Estate Planning and Asset Protection for Professionals," Wasatch Summit: Master the Business of Dentistry, Snowbird, Utah,
June 68, 2008

•

"Legal Issues for Emerging Businesses and Entrepreneurs: Choice of Business Entities", Salt Lake Community College, 3 hour
seminar, May 7, 2008

•

"Legal Issues for Emerging Businesses and Entrepreneurs: Partnership Taxation," Salt Lake Community College, 3 hour seminar,
May 8, 2008

•

"Legal Issues for Emerging Businesses and Entrepreneurs: Tax Issues for Sole Proprietorships," Salt Lake Community College, 3
hour seminar, April 10, 2008

•

"Legal Issues for Entrepreneurs," Salt Lake Community College, December 11, 2007

•

"Qualified Charitable Distributions from IRAs," Primary Children's Hospital Planning Giving Committee Meeting, November 12,
2007

•

"Preparing for the Unknown: Buy-Sell Agreements" Connect Magazine, published March 2007

•

"Recent Developments in Estate Planning with Retirement Plans," Stoel Rives Estate Planning Section In House CLE Meeting,
Midway, Utah August 31, 2006

•

"Estate Planning in Utah," Peterson Financial Client Appreciation Seminar, Provo, Utah, June 2006 and various other locations
and times

A. Craig Hale
Experience
Craig Hale advises clients on tax, corporate, and business and wealth succession
planning, including start-up company formation and planning, federal, state and local
taxation issues, closely-held business transactions, and other general business and tax
matters. He regularly acts as outside general counsel for companies of all sizes,
employing his broad international legal experience to a variety of issues that
companies encounter on a daily basis. He also advises nonprofit corporations in
corporate and tax compliance matters, as well as individuals in sophisticated wealth
transfer and estate planning, charitable giving and probate matters.
Craig served as President (2008 to 2010) and General Counsel (2005-2008) of Xango, an
international nutraceutical company headquartered in Utah and doing business in 36
countries around the globe. Craig was a partner with Stoel Rives LLP, Salt Lake City,
Utah (1998-2005); and an associate at Van Cott, Bagley, Cornwall & McCarthy, Salt

Attorney

Lake City, Utah (1994-98). He was a law clerk for the Honorable Andrew J. Kleinfeld in

(801) 930-5609 direct

Fairbanks, Alaska (1993-94).
Professional Honors and Activities
•

Past president and board member, Rape Recovery Center.

•

Past president and board member, Legal Aid Society of Salt Lake.

•

Former Judge Pro Tempore, Third Judicial Circuit Court.

•

Past member, Board of Directors, University of Utah Business Alumni Association.

•

Member, Utah State Bar.

•

Member, Utah State Bar, Estate Planning Section.

•

Member, Utah State Bar Tax Section.

(801) 208-8995 fax
achale@stoel.com
Education
•

J.D., The University of Utah College of
Law, 1993
Articles Editor, Utah Law Review
(1992-93)
Clyde Fellow 1990-1993

•

B.A. magna cum laude, The University
of Utah, 1990

Admissions
•

Utah

Clint M. Hanni
Experience
Clint Hanni practices in the Corporate Group of the Salt Lake City Office. His finance
law practice focuses on all aspects of renewable energy project finance law,
commercial finance and debt finance. He has negotiated and drafted a broad array of
commercial finance, debt finance and renewable energy project finance loan
documents, including credit agreements, loan agreements, security agreements,
guaranties, pledge agreements, forbearance agreements, loan modification
agreements, promissory notes, intercreditor agreements and subordination
agreements. He represents clients located within Utah and outside Utah, including
California and other western states. His work as a lawyer has included a wide range of
commercial finance transactions, including large syndicated credit facilities, private
placements and single-lender transactions. He represents both borrowers and financial
institutions, including national banks and Utah-based banks, asset-based lending
companies, equipment finance companies and financial service companies. He has

Partner
(801) 578-6904 direct

experience in multiple-creditor settings and second-lien finance. He also has

(801) 578-6999 fax

experience as a Salt Lake City-based lawyer in debt finance restructuring, loan

cmhanni@stoel.com

workout finance, debtor-in-possession (DIP) finance, contract renegotiation,
commercial project finance and real estate finance. Clint has applied his knowledge of
commercial finance and project finance to renewable energy projects, including wind,

Education
•

Tokyo University Faculty of Law,
Fulbright Graduate Research Fellow,
1991-92

•

Columbia University School of Law,
J.D., 1991
Harlan Fiske Stone Scholar
FLAS Fellowship in Japanese language
studies
Articles Editor, Journal of Asian Law

•

Brigham Young University, B.A., 1987,
summa cum laude

•

Nanjing University, Chinese language
studies, 1987

ethanol, solar and geothermal renewable energy projects. He is an expert on all
aspects of the Uniform Commercial Code (UCC) of Utah and California.
Clint has counseled clients in a wide variety of corporate matters, including mergers
and acquisitions, stock purchase agreements, asset purchase agreements, venture
capital finance, employment agreements, joint ventures, reorganizations and thirdparty legal opinions. He has a high degree of interest in law firms using flat-fee
billing, fixed-fee billing and other creative alternative billing arrangements to better
serve the needs of clients that no longer wish to pay by the billable hour.
Prior to joining Stoel Rives, Clint practiced at VanCott, Bagley, Cornwall & McCarthy in
Salt Lake City, Utah (1997-1998) and O'Melveny & Myers LLP in Los Angeles, California

Admissions

(1992-1997).

•

California

•

Utah

Representative Work
Renewable Energy Project Finance
•

Represented a large manufacturer and marketer of polysilicon for the renewable
energy solar market in the review of major polysilicon supply contracts.

•

Represented the underwriters in the IPO of a major developer of renewable
energy wind projects in Southern California.

Languages
•

Japanese

Clint M. Hanni
•

Represented the developer/owner of a 50 million gallon-per-year renewable energy ethanol plant in California in negotiating,
documenting and closing $70 million in renewable energy project finance.

•

Represented the developer/owner of a 50 million gallon-per-year renewable energy ethanol plant in Arizona in negotiating $50
million in renewable energy project finance to be provided by a syndicate of banks.

•

Represented an electrical utility in the issuance of annual legal opinions relating to revenue bonds.

•

Represented a large energy trading company in its review and analysis of electrical power purchase agreements.

Workout and Restructuring
•

Represented the owner/operator of a 55 million gallon-per-year corn ethanol project in a major debt restructuring and workout
of $70 million in renewable energy project finance. The plant was completed in 2009 and was one of the most efficient
renewable energy ethanol projects in operation in California at the time.

•

Represented a consortium of Chapter 11 debtors developing a large real estate project. Had principal responsibility for
reviewing terms of the loan agreement and security documents for a $24 million debtor-in-possession loan as part of an overall
workout package.

•

Represented a group of lenders providing $7 million in debt restructuring and workout finance to a Chapter 11 debtor in the
boat construction industry. Had principal responsibility for negotiating and drafting loan modification terms for loan agreements
and security documents constituting the debt restructuring and workout package.

•

Represented a group of borrowers in negotiating and drafting loan modification workout terms for loans totaling $50 million
provided by a national bank to finance the development of a residential/resort real estate project.

•

Represented a large Canadian bank in negotiating and drafting workout terms for a $12.5 million loan secured by corporate
stock resulting in payment in full of all amounts outstanding.

Commercial Finance
•

Represents a large bank in the review and drafting of loan documents based on a flat-fee/fixed-fee billing arrangement.

•

Represented a large nutraceutical manufacturer in negotiating and documenting an $80 million secured credit facility for
acquisition and working capital purposes.

•

Represented the lead lender in a $3 billion unsecured credit facility provided by a syndicate consisting of 39 banks to a national
grocery store chain for working capital purposes.

•

Represented the lead lender in a $190 million secured credit facility provided by a syndicate of 19 banks to a manufacturer of
office equipment for acquisition financing.

•

Represented the lead lender in a $450 million secured credit facility provided to a borrower in the manufacturing sector for
acquisition and working capital finance.

•

Represented the lead lender in a $400 million secured credit facility provided to a major player in the gasoline refining and
marketing industry.

•

Represented a national financial institution in the negotiation and drafting of documents relating to its role as issuer under a
$500 million letter of credit facility.

•

Represented the lead lender in a $180 million secured credit facility provided by a syndicate of four lenders to a media industry
company.

•

Represented a national insurance company in a $28 million private placement of senior notes by a manufacturer of synthetic
lumber.

•

Represented a national insurance company in a $34 million private placement of senior notes by a lessor of construction
equipment.

Clint M. Hanni
•

Represented the issuer of $19 million in notes that were subordinated to three senior credit facilities pursuant to a complex
subordination agreement.

•

Represented a real estate commercial lender in an $18.5 million second-lien finance loan provided to a grocery store chain in
the Pacific Northwest.

•

Represented the borrower in its assumption of approximately $148 million of senior notes issued by an acquired company.

•

Represented a leading provider of air ambulance services as borrower in an $18.5 million credit facility secured by aircraft and
personal property.

•

Represented the issuer of approximately $50 million in revenue bonds relating to an airport improvement project.

•

Represented a school district as issuer of $11 million in revenue bonds relating to the refinancing of a prior issuance of bonds.

•

Represented a start-up company developing laser technology from inception through three rounds of funding that raised over $5
million.

Bank Mergers and Acquisitions
•

Represented a major gas utility in the West in its sale of a federal savings bank subsidiary in a deal valued at $190 million.

•

Represented a federal savings bank in its sale of deposit accounts and other assets in a transaction valued at $1.1 billion.

Mergers and Acquisitions
•

Represented a public relations firm in its acquisition by a foreign buyer for aggregate cash consideration of approximately $23
million.

•

Represented a department store chain in its acquisition by a national chain in a transaction valued at approximately $50 million.

•

Represented the founders of a medical device company in the acquisition of their stock by a public company in a transaction
valued at $6 million.

•

Represented a manufacturer of flow technology for piping and ducting systems in a $3.5 million acquisition of a Utah technology
company.

•

Represented the shareholders of a manufacturer of pre cast concrete products in the sale of their stock to a large national
company in a transaction valued at $17.2 million.

Professional Honors and Activities
•

Member, State Bar of California Business Law and International Law sections

•

Member, Utah State Bar Banking and Finance, Business Law, Corporate Counsel, and International Law sections

•

Member, American Bar Association Business Law and International Law sections

•

Member, Central Utah Bar

Presentations
•

"How to Negotiate Effectively with Your Bank to Restructure a Loan," Stoel Rives LLP, Salt Lake City, Utah, Feb. 2, 2010, and
May 26, 2010

Publications
•

"Loan Restructuring: Effective Negotiation for Borrowers," Bloomberg Law Reports, Oct. 2010

•

"Strike a Bargain: Negotiate to Modify a Loan," Utah Business magazine, Feb. 2010

Melissa A. Jones
Experience
Melissa A. Jones practices in the firm's Litigation group. She provides experienced and
practical counsel in complex commercial litigation, appellate matters and white collar
criminal defense. She has represented clients from a broad range of industries in civil
and criminal litigation matters, including several high-profile cases, in both state and
federal court. Melissa has helped clients at every stage of litigation and has argued
key motions and appeals, including arguments before the U.S. Court of Appeals for the
Ninth Circuit. Her practice includes an emphasis on Proposition 65 defense as well.
Melissa's civil experience includes litigating claims for breach of contract, fraud,
negligent misrepresentation, misappropriation of trade secrets, products liability,
accounting malpractice and unfair competition. She has worked on internal
investigations for both publicly traded and private companies and has represented
individuals in criminal proceedings.
Melissa regularly defends companies in litigation claims related to California's Safe

Of Counsel

Drinking Water and Toxic Enforcement Act (Proposition 65) and Unfair Competition

(916) 319-4649 direct

Law (17200) and advises companies on Prop 65 compliance. She leads the Firm's Prop
65 defense and compliance team. Her Prop 65 clients range from large companies to

(916) 447-4781 fax
majones@stoel.com

small businesses, in industries including apparel, footwear, handbags, fitness

Education

products, electronics, automotive, food and dietary supplements. She has defended

•

University of California at Davis School
of Law, J.D., 1999
Order of the Coif
Editor, U.C. Davis Law Review

•

California State University, Chico,
B.A., Political Science, 1995, with
highest honors

Prop 65 actions involving allegations of lead, phthalates (BBP, DBP and DEHP),
cadmium and other chemicals.
Before joining Stoel Rives, Melissa was the Chair of the Proposition 65 practice group
at Greenberg Traurig, LLP, and was a litigation partner at Morrison & Foerster LLP
where she worked for 10 years. After law school, she clerked for the Honorable Harry
Pregerson of the U.S. Court of Appeals for the Ninth Circuit.

Admissions
•

California

•

U.S. District Court for the Eastern
District of California

•

U.S. District Court for the Northern
District of California

District's Judicial Advisory Committee.

•

U.S. District Court for the Central
District of California

Professional Honors and Activities

•

U.S. Court of Appeals for the Ninth
Circuit

She has been an active member of the legal community, serving as President to the
Sacramento Chapter of the Federal Bar Association, as a Lawyer Representative to the
Ninth Circuit Judicial Conference, the Chair of the Eastern District Conference, a
Board Member for Women Lawyers of Sacramento, and as a member of the Eastern

•

Selected, Los Angeles Daily Journal and San Francisco Daily Journal, "Top 100
Women Lawyers" in California, 2011

•

Listed among Rising StarsSM Northern California Super Lawyers®, 2012, 2011,
2010, 2009

•

Selected, "Bar Register of Women Lawyers," Martindale-Hubbell® Bar Register of
Preeminent Women Lawyers, 2011

Melissa A. Jones
•

Wiley W. Manuel California State Bar award for pro bono service in 2005, 2007, 2008 and 2009

•

Board Member, U.C. Davis Law School Alumni Board of Directors, 2011-present

•

Federal Bar Association, Sacramento Chapter: President, 2011; Vice President/President Elect, 2010; Secretary, 2009; Programs
Co-Chair, 2008; Programs Committee, 2007; Board Member, 2007-present

•

Ninth Circuit Lawyer Representative, 2007-2010

•

Ninth Circuit Lawyer Representative Coordinating Committee, 2008-2010

•

Co-Chair, Planning Committee for the Eastern District Conference, 2009-2010

•

Member, Judicial Advisory Committee for the U.S. District Court for the Eastern District of California, 2009-2011

•

Board Member and Co-Chair, Women Lawyers of Sacramento, Career Advancement and Retention Committee, 2012

•

Advisory Board, Prop 65 Clearinghouse, 2011

•

Open Doors to the Federal Courts, U.S. District Court for the Eastern District of California: Organizer, 2009, 2010; Volunteer,
2008

•

Volunteer, Federal Protect and Defend

•

Member, American Bar Association, Litigation Division, 2000-2010

•

Sacramento County Bar Association: Affiliate Board Member, 2010; Member, Appellate Section, 2008-present

•

Instructor, Appellate Advocacy, McGeorge School of Law, University of the Pacific, 2004-2005

•

Barrister, Milton L. Schwartz Inn of Court, 2001-2004

•

Coach, Jessup International Moot Court Team, U.C. Davis School of Law, 2001-2003

•

Rated, Martindale-Hubbell® 4.9 out of 5* (Litigation)

•

National Association of Women Lawyers (NAWL) Outstanding Law Student Award, 1999

•

Wall Street Journal Achievement Award, Business Law, 1999

Presentations
•

"FSMA and Proposition 65 Litigation Issues," GMA 2012 Food Claims and Litigation Conference: Navigating Change in Food-Related
Litigation, Dana Point, February 22, 2012

•

"Product Safety Briefing: Update on Proposition 65," Craft & Hobby Association Webinar, May 18, 2011

•

"Product Safety Briefing: Update on Proposition 65," Footwear Distributors and Retailers of America's Annual Product Safety &
Environment Workshop, Washington, D.C., Apr. 12, 2011

•

"25 Years of Proposition 65: Where Have We Been and Where Are We Going?" Consumer Product Safety: What's Around the Next
Curve?, New York, Mar. 9, 2011

•

"Proposition 65," Navigating New Requirements: Consumer Product Safety and Customs Requirements, Los Angeles Customs
Brokers & Freight Forwarders Association, Long Beach, Nov. 16, 2010

•

Co-Presenter, "Living with Proposition 65: Preventative Measures & Defending Against a 60-Day Notice," American Herbal
Products Association Webinar, Oct. 18, 2010

•

"Proposition 65 and the Footwear Industry: Protect Your Company," Footwear Distributors and Retailers of America, Portland,
Oct. 5, 2010

•

"Prop 65 – You Thought This Only Involved the CPSC and Customs?" Navigating New Requirements: Consumer Product Safety and
Customs Requirements, San Diego Customs Broker Association, San Diego, Sept. 24, 2010

Melissa A. Jones
•

"Prop 65 – You Thought This Only Involved the CPSC and Customs?" Navigating New Requirements: Consumer Product Safety and
Customs Requirements, Customs Brokers and Forwarders Association of Northern California, San Francisco, Sept. 23, 2010

•

"Prop 65 – You Thought This Only Involved the CPSC and Customs?" Navigating New Requirements: Consumer Product Safety and
Customs Requirements, Columbia River Customs Brokers and Forwarders Association, Portland, Sept. 22, 2010

•

Moderator, "The Qualcomm Decision – Understanding E-Discovery Obligations," Sutter Club, Sacramento, Apr. 3, 2008

•

"Contract Litigation from A to Z in California," Lorman Education Services, Sacramento, June 28, 2006

Publications
•

"California's Proposition 65 Applies to All Food Processors," FoodProcessing.com, Apr. 9, 2012

•

"'All Natural' Class Action Litigation in California—Trend Will Continue in 2012," (coauthor), Guide to U.S. Food Labeling Law,
Feb. 2012

•

"Labels Matter in Calif. 'All Natural' Claims, Law 360, Jan. 24, 2012

•

"'All Natural' Class Action Litigation in California: What's in Store for 2012?," Legal Alert, Dec. 20, 2011

•

Quoted in "Roasting in California: Dunkin' Donuts Coffee Fans Can't Order Online," TechNewsWorld, Oct. 21, 2011

•

Quoted in "What to Consider When Labeling Products for California Proposition 65," Industrial Safety & Hygiene News
(www.ishn.com), Aug. 17, 2011

•

"OEHHA Identifies 39 New Chemicals for Evaluation Under Proposition 65," Legal Alert, July 2011

•

Quoted in "Lawyer: Tidal Wave of Proposition 65 Claims Should Serve as 'Wake up Call' to Industry,"
Nutraingredients-usa.com, Apr. 15, 2011

•

"Latest Opt-in Opportunity for Proposition 65 in California: Lead in Fashion Accessories," Legal Alert, Mar. 11, 2011

•

Quoted in "Industry Seeks Sharp Uptick in Prop 65 Notices, AHPA Warns," NutritionalOutlook.com, Nov. 11, 2010

•

"Available Opt-in for Proposition 65 Settlement in California: DEHP in Adult Fashion Accessories," Legal Alert, Sept. 29, 2010

•

"When Is a Proposition 65 Safe Harbor Warning 'Safe?'" The Daily Journal, Aug. 31, 2010

•

"The Ins and Outs of Internal Investigations," The Daily Recorder, May 10, 2007

Representative Matters*
Complex Commercial Litigation and Appellate Experience
•

Represented large non-profit organization in action against California state agency in federal court and obtained preliminary
injunction based on Supremacy Clause claims.

•

Defended international accounting firm in fraud, professional malpractice, and breach of contract action in San Francisco
Superior Court; case settled on favorable terms on the eve of trial.

•

Defended corporate executive in Sacramento Superior Court in matter involving claims of breach of fiduciary duty, fraud,
negligence and breach of contract relating to partnership dispute; resolved through mediation on favorable terms.

•

Defended Fortune 500 insurance company in cases throughout the U.S. alleging fraud, breach of contract, and unfair
competition (including § 17200 claims) regarding 412(i) defined benefits plans; cases resolved successfully through settlements
and dismissals.

•

Represented software developer in contract dispute with importer/distributor; settled on favorable terms on eve of arbitration.

•

Defended Board member and Oakland-Alameda County Coliseum in fraud and breach of contract action against the Oakland
Raiders in five month jury trial and subsequent appeal. Verdict and appeal resulted in total victory for both clients. See OACC,
Inc. v. Oakland Raiders, 144 Cal. App. 4th 1175 (2006).

Melissa A. Jones
•

Represented national corporation in state court action involving fraud, unfair competition (§ 17200), and breach of Franchise
Investment Act claims relating to contract dispute with franchisee; matter ongoing.

•

Represented e-discovery software provider in contract dispute with client; settled on favorable terms after mediation.

•

Defended Capital One in consumer class action involving allegation that defendant's credit card member agreements violate
California consumer protection statutes, including the unfair competition law (§ 17200). Motion to dismiss granted. See 2008
U.S. Dist. LEXIS 17113; 2008 WL 648177 (N.D. Cal. 2008).

•

Defended Fortune 500 company in employment litigation matters including claims of sexual harassment, failure to accommodate
disability and wrongful termination; successfully resolved via settlement after filing motion for summary judgment.

•

Defended large food manufacturer in enforcement action in California concerning alleged nonfunctional slack fill in packaging;
obtained a favorable settlement.

•

Represent company in federal lawsuit involving claims of misappropriation of trade secrets and fraud; matter ongoing.

•

Defend fueling systems manufacturer in enforcement proceeding against California's air resources board; matter ongoing.

•

Argued three pro bono matters before the U.S. Court of Appeals for the Ninth Circuit, including matter creating new law on the
imminent danger exception. See, e.g., Andrews v. Cervantes, 493 F.3d 1047 (9th Cir. 2007); Huftile v. Miccio-Fonseca, 410 F.3d
1136 (9th Cir. 2005).

Proposition 65 Defense and Compliance
•

Defended large and small companies regarding alleged Proposition 65 violations concerning: food, juice, handbags, apparel,
footwear, belts, personal care products, exercise equipment, sporting goods, tools, eyewear products, hair-care items and
accessories, luggage and travel goods, nutritional and dietary supplements, cell phone accessories, steering wheel covers and
automotive accessories, children's clothing and costumes, and hobby and craft items.

•

Regularly assist companies with Proposition 65 advice and compliance issues, including testing protocol and comprehensive
product safety compliance programs.

White Collar and Federal Criminal Defense
•

Represented cardiologist in defense of high-profile federal fraud investigation. Government declined to prosecute after years of
pre-indictment advocacy.

•

Defended Col. Youa True Vang in federal prosecution involving allegations that Col. Vang and other defendants attempted to
overthrow the government of Laos, as well as related weapons charges. Government ultimately dismissed all charges against all
defendants.

•

Defended former CEO of publicly traded company in criminal matter involving allegations of narcotics use and distribution;
government declined prosecution.

•

Conducted internal investigation for Audit Committee of publicly traded company in first case involving stock options backdating
allegations.

•

Conducted internal investigation for Audit Committee of publicly traded company in action involving allegations of accounting
fraud.

•

Provided pre-indictment advocacy for executive of pharmaceutical company accused of off-label marketing of pharmaceutical
products.

*Ms. Jones handled some of these matters before joining Stoel Rives LLP

Steven R. Kluz
Experience
Steve Kluz is a partner of the firm who represents clients involved in complex
litigation matters with a focus on problems unique to outdoor industries. Steve
represents and counsels clients in a variety of commercial litigation and business
matters, including breach of contract, trade secrets, trade regulation, tortious
interference with business relations and contracts, defamation, and unfair
competition claims. Steve also defends insurance companies and their insureds in
transportation liability matters, personal injury and wrongful death cases, bad faith
claims, coverage disputes, claims practices cases, valuation disputes and product
liability cases. He has experience trying cases to a jury and serving as lead counsel in
complex, binding arbitrations. He has regularly been named a Rising Star in Minnesota
Law by Minnesota Law & Politics magazine.
Representative Work
•

Steve has wide-ranging experience arbitrating and trying large cases, including
complex multiclaim commercial cases. He handles pretrial discovery issues,

Partner
(612) 373-8824 direct
(612) 373-8881 fax
srkluz@stoel.com

motion practice and appeals. His experience includes:
•

Secured summary judgment for insurance company clients in case involving tens
of thousands of breach of contract property damage claims arising in 16 states;
obtained successful confidential settlement of all claims.

•

Settled two-phase auction rate securities case against broker-dealer on behalf of
biodiesel fuel company for over $5 million.

•

Obtained transfer of seven-figure breach of supply agreement case from
plaintiff's backyard in Michigan to defendant co-op's home in Wisconsin and
obtained summary judgment on statute of frauds theory.

•

Obtained transfer of complex interest rates swap case from New York federal
court to Missouri, concluding with favorable confidential settlement for biodiesel
fuel company.

•

Obtained district court order vacating arbitration award for auto glass business
and network of shops. Prevailed on appeal at the Minnesota Court of Appeals,
and was lead counsel for client at the Minnesota Supreme Court.

•

Obtained dismissal of seven-figure loss of prospective profit claim brought against
food production and packaging company.

•

Successfully defeated consolidation of hundreds of property damage claims and
obtained summary judgment for insurance company clients in U.S. District Court.

•

Lead counsel for insurance companies in numerous multiclaim binding
arbitrations.

•

Represented victims in Tom Petters fraud and Bernard Madoff fraud.

Education
•

University of Minnesota, J.D., 1998,
cum laude

•

Carleton College, B.A. History, 1993,
cum laude

Admissions
•

Minnesota

•

U.S. District Court for the District of
Minnesota

•

U.S. District Court for the Western
District of Michigan

•

U.S. District Court for the Western
District of Wisconsin

•

U.S. Court of Appeals for the Eighth
Circuit

Steven R. Kluz
•

Co-counsel in obtaining multimillion-dollar wrongful-death judgment against trucker and trucking company, and judgment
against insurer in related declaratory judgment trial.

•

Obtained summary judgment for automobile dealership in case concerning misappropriation of trade secrets and tortious
interference with contract.

•

Successfully represented victims of terrorist attacks in obtaining benefits from September 11th Victim Compensation Fund of
2001.

Professional Honors and Activities
•

Member, Minnesota State Bar Association

•

Member, American Bar Association

•

Member, Federal Bar Association

Catherine Parrish Lake
Experience
Catherine Parrish Lake is a partner practicing in the Technology and Intellectual
Property group. She helps businesses and individuals develop, protect and utilize
intellectual property rights. Catherine advises clients on acquiring, registering,
maintaining, licensing and enforcing trademarks, copyrights and trade secrets. She
also counsels clients on branding strategies, e-commerce and Internet issues,
intellectual property infringement problems and privacy concerns. Her practice
includes advising franchise clients with regard to franchise disclosure documents and
compliance with state and federal franchise laws and regulations. Catherine also
advises clients on alcohol licensing issues.
Before joining Stoel Rives, Catherine was an associate at Callister Nebeker &
McCullough in Salt Lake City, 2006-2007; an associate at Simpson, Thacher & Bartlett
LLP in New York City, 2004-2006; and a law clerk for Judge Alvin K. Hellerstein,

Partner

Southern District of New York, 2003-2004.

(801) 578-6989 direct

Presentations

cplake@stoel.com

•

Guest lecturer, "Copyright Basics" and "Entertainment Licensing," J. Rueben Clark
Law School, January and April 2011

•

Presenter, "Franchise Legal Update," Utah State Bar®, Salt Lake City, November
10, 2010

•

Co-presenter, "You Don't Say! What Every Business Should Know About Advertising
Law," Stoel Rives LLP, Salt Lake City, May 20, 2010

•

Presenter, "How to Use and Protect Franchise IP in the Facebook Age," Utah State
Bar®, Salt Lake City, May 12, 2010

•

Co-Presenter, "What Every Dietary Supplement Business Should Know About
Protecting Brands and Managing Trademark Concerns," Stoel Rives LLP, Salt Lake
City, July 21, 2009

•

Panelist, "Ethics of Access to Copyrighted Scientific Print Publications," American
Chemical Society's 237th National Meeting & Exposition, Salt Palace, Salt Lake
City, March 26, 2009

•

Co-Presenter, "Virtual Law: Using IP In Virtual Worlds To Maximize Your Real
World Bottom Line," Stoel Rives LLP, March 2009

•

Presenter, "Copyright and First Amendment Law for Artists," Stoel Rives LLP,
March 2008

•

Presenter, "Good Deals Gone Bad: Common Mistakes in Licensing Agreements,"
Stoel Rives LLP, June 2007

Publications
•

"Copyrights and Trademarks," The Law of Outdoor Industries, A Guide to Business
and Legal Issues, January 2011

(801) 578-6999 fax

Education
•

Brooklyn Law School, J.D., 2003,
summa cum laude; Editor-in-Chief,
Brooklyn Law Review, 2002-2003

•

University of Utah, B.A., History and
Political Science, 1994

Admissions
•

Utah

•

New York

Catherine Parrish Lake
•

"Trademark Pitfalls," Business Connect, June 2007

•

"Unilateral Refusals to License Software: Limitations on the Right to Exclude and the Need for Compulsory Licensing," 68
Brooklyn Law Review 557, 2002

Civic Activities
•

President, Ballet West Ambassadors

Justin B. Palmer
Experience
Justin Palmer is a partner of the firm practicing in the Litigation practice group and
the Employment Law section. He represents clients in state and federal courts in
matters relating to discrimination, harassment, wrongful termination, workers'
compensation, employment at will, wage/hour matters, and restrictive
covenants. Justin has litigation experience before federal and state courts and
administrative agencies (including the U.S. Equal Employment Opportunity
Commission, the Utah Antidiscrimination and Labor Division, and the Utah Labor
Commission) on a variety of employment-related cases. He regularly counsels
employers regarding federal, state and local employment laws, and has assisted
numerous employers in developing employee manuals and other personnel policies.
Justin also represents businesses and individuals in a variety of civil and commercial
disputes, including contract and tort matters. He has additional experience in

Partner

resolving disputes through negotiation, mediation and arbitration.

(801) 578-6944 direct

Before joining Stoel Rives, Justin was a judicial clerk for Associate Chief Justice

jbpalmer@stoel.com

(801) 578-6999 fax

Leonard H. Russon, Utah Supreme Court (2000-2001); a law clerk at Stoel Rives LLP
(1999); and a law clerk with the Utah Attorney General's Office, Appeals Division

Education

(1998).

•

University of Utah College of Law,
J.D., 2000
Order of the Coif
Utah Law Review, 1998-1999

•

University of Utah, B.A., 1997, cum
laude

Representative Work
Employment and Commercial Litigation
•

•

(D. Utah, 10th Cir. and AAA Arbitration) – Represented internet company in
gender and age discrimination, harassment and retaliation case. Obtained order
from federal district court compelling arbitration. Arbitrator awarded summary
judgment on all claims in favor of client. Tenth Circuit affirmed district court's
decision compelling arbitration.
(D. Cal., Fla., Idaho, Ill., Mich., Mo., Nev., N.Y., Pa., Tenn.) – Lead counsel for
global provider of electronic components and computing solutions in numerous
commercial litigation cases in several jurisdictions, including federal courts in
California, Florida, Illinois, Michigan, Missouri, Nevada, New York, Pennsylvania
and Tennessee.

•

(D. Utah) – Represented one of the world's largest staffing companies in gender
discrimination, harassment and retaliation case. Obtained favorable settlement
following successful completion of discovery and extensive motion practice.

•

(D. Utah) – Represented national staffing company in retaliation case brought by
the U.S. Equal Employment Opportunity Commission. Obtained favorable
settlement following successful completion of discovery and extensive motion
practice.

Admissions
•

Utah

•

U.S. District Court for the District of
Utah

•

U.S. Court of Appeals for the Tenth
Circuit

•

U.S. Supreme Court

Justin B. Palmer
•

(D. Utah) – Represented telephone directory publishing company in same-sex sexual harassment and retaliation case. Federal
district court awarded summary judgment in favor of client.

•

(D. Utah) – Represented one of the largest snack food companies in the United States in religious discrimination and harassment
case. Obtained favorable settlement.

•

(D. Utah) – Represented national insurance company in sexual harassment and retaliation case. Obtained favorable settlement.

•

(2nd Dist. Utah) – Represented national insurance companies in wrongful termination, fraud and tortious interference case.
Obtained favorable settlement following successful completion of discovery and extensive motion practice.

•

(3rd Dist. Wyo.) – Represented national manufacturers in product liability case. Obtained voluntary dismissals for both clients
following successful completion of discovery and motion practice.

•

(3rd Dist. Utah) – Represented workers' compensation claims management company in case involving breach of noncompetition/non-solicitation agreement. Obtained temporary restraining order in favor of client. Thereafter, the case settled
on favorable terms.

•

(3rd Dist. Utah, AAA Arbitration) – Represented employer in fraud and breach of contract case brought by former employee.
Obtained order from federal district court compelling arbitration. Arbitrator awarded summary judgment on all claims in favor
of client.

•

(4th Dist. Utah) – Represented trade exchange in a breach of contract, conversion and retaliation case. Obtained a voluntary
dismissal of all claims against client after filing motion to dismiss.

•

(Arbitration) – Represented leading North American marketer of refined products in wage dispute involving collective bargaining
agreement. Following two-day hearing, obtained decision in favor of client.

Professional Honors and Activities
•

Selected as one of "America's Leading Lawyers for Business" (Utah) by Chambers USA (currently: Labor & Employment), 20102012

•

Selected as a Utah Legal Elite - Labor & Employment and/or Litigation Sections by Utah Business, 2005, 2006, 2007, 2011

•

Listed among Rising StarsSM (Employment & Labor), Mountain States Super Lawyers®, 2008

•

Member, Utah State Bar, Litigation and Labor and Employment Sections

•

Member, American Bar Association, Litigation Section

Presentations
•

"Severance Agreements: Essential Elements," Stoel Rives LLP, Mar. 2011

•

"Iron-Clad Separation Agreements," Utah Employers Council, Salt Lake City, Utah, Feb. 9, 2011

•

"Getting Your Foreign Affairs in Order: An Immigration Enforcement Update," Stoel Rives LLP, Sept. 24, 2008; Noah's, Lindon,
Utah, Jan. 22, 2009; Davis Conference Center, Layton, Utah, Jan. 27, 2009

•

"Preventing Workplace Harassment," Price, Utah, Jan. 2006

•

"Beware of the Serpent's Bite: Legal Update and New Dangers," SLSHRM Conference, Salt Lake City, Utah, May 10, 2005

Civic Activities
•

Past Board Member, Draper City Board of Adjustment

•

Past Board Member, Salt Lake County Recreation Advisory Board

Kevin T. Pearson
Experience
Kevin is a partner of the firm practicing in the Tax section of the firm's Benefits, Tax
and Wealth Management group. His practice focuses principally on federal income tax
law, including both transactional matters and tax controversy matters. As part of his
transactional practice, Kevin regularly advises clients regarding all aspects of
corporate taxation, including taxable and tax-free mergers and acquisitions, debt and
equity offerings and other corporate finance transactions, consolidated return issues,
and general corporate tax issues. He also regularly represents clients with respect to
partnership, S corporation and limited liability company transactions and tax issues, as
well as choice-of-entity issues, tax accounting issues, and general tax planning issues.
Kevin frequently represents clients in renewable energy financing transactions,
particularly those involving the federal production tax credit. In addition, Kevin
advises both taxable and tax-exempt health care clients with respect to all types of
tax, business and financial matters. As part of his tax controversy practice, Kevin

Partner
(503) 294-9622 direct

regularly represents taxpayers in IRS audits and administrative appeals, deficiency

(503) 220-2480 fax

litigation in the U.S. Tax Court, and refund litigation in U.S. District Courts and the

ktpearson@stoel.com

U.S. Court of Federal Claims.

Education

Professional Honors and Activities
SM

•

Georgetown University Law Center,
LL.M., Taxation, 1998

•

Gonzaga University School of Law,
J.D., 1996, summa cum laude
Articles Editor, Gonzaga Law Review,
1995-1996
National Moot Court
Linfield College, B.S., 1992

•

Listed among Rising Stars

•

Member, Tax Section, American Bar Association

•

Member, Tax and Business Law Sections, Washington State Bar Association

•

Member, Tax Section, Oregon State Bar

•

Member, Portland Tax Litigation Club, Multnomah Bar Association

•

•

Former Board Member, Linfield College Alumni Association

Admissions

by Oregon Super Lawyers® (Tax), 2009

Presentations
•

Speaker, "Tax Howlers and Nonpayment Penalties" Oregon State Bar Association,
Oct. 21, 2011

•

Speaker, "Choice of Entity," Alaska Bar Association, Oct. 7, 2011

•

Faculty, "In-Depth Tax Planning for Renewable Energy Projects," EUCI, Sept. 26,
2011

•

Speaker, "Tax Equity Financing for Renewables," Stoel Rives Webinar, Mar. 16,
2011

•

Speaker, "The Stimulus Bill: Structured Tax Incentives," Stoel Rives Stimulus Bill
Webinar, Nov. 4, 2009

•

Speaker, "New Proposed Anti-Morris Trust Regulations Under IRC § 355(e),"
Portland Tax Forum, May 2001

•

Oregon

•

Washington

•

U.S. Court of Federal Claims

•

U.S. Tax Court

Kevin T. Pearson
•

Speaker, various continuing legal education and other seminars regarding a wide variety of tax issues, including tax
considerations in choosing a form of business entity; tax aspects of corporate reorganizations and other corporate transactions;
tax considerations in partnership, S corporation and real estate transactions; tax planning for equity compensation; and ethical
rules governing tax practitioners.

Publications
•

"Section 6 – Financing" (coauthor), Case Study: A Wind Development Project in the State of California, Stoel Rives LLP, June
2011 (PDF - available in English and Chinese)

•

"Choice of Corporate Structure and Entity" and "Tax Issues," The Law of Marine and Hydrokinetic Energy: A Guide to Business
and Legal Issues, Stoel Rives LLP, 2011 (formerly The Law of Ocean and Tidal Energy)

•

"Renewable Energy Aspects of the American Recovery and Reinvestment Act" (coauthor), Biofuels International, Mar. 2009

•

"Investing in Renewable Energy: Investment by Non-Utilities in Electric Generation Can Have Far-Reaching Tax Benefits"
(coauthor), The Energy and Utilities Project: Innovation for the Future (vol. 5), 2005

•

"Tax Issues" (coauthor), The Law of Wind, Stoel Rives LLP, 2005

•

"Tax Issues" (coauthor), Lava Law: Legal Issues in Geothermal Energy Development, Stoel Rives LLP, 2004

•

"The 2003 Confidential Transaction Tax Shelter Regulations: Another Chapter in the Disclosure and List Maintenance Regulations
Saga" (coauthor), Corporate Taxation, May/June 2004

•

"Tax Issues" (coauthor), The Law of Wind: A Guide to Business and Legal Issues, Stoel Rives LLP, 2003

•

"The Sarbanes-Oxley Act of 2002: Important Tax-Related Issues" (coauthor), Tax Executives Institute, Oct. 2002

•

"What Every Business Lawyer Needs to Know About Tax," Oregon State Bar Young Lawyers Division, Oct. 2002

•

"Corporate Reorganizations: Basic Concepts, Emerging Issues, and Unique Reorganizations" (coauthor), Oregon State Bar Tax
Institute, June 2000

•

"Equity Compensation: Basic Concepts and Emerging Issues" (coauthor), Tax Executives Institute, Apr. 1999

Jason E. Prince
Experience
Jason Prince's practice emphasizes litigation, alternative dispute resolution and
transactional counseling involving the domestic and international sale of goods and
services. He represents businesses of various sizes in complex contract disputes and
class actions in state and federal courts, as well as in negotiations, mediations and
arbitrations. Jason also advises exporting businesses on an array of international
commercial agreements involving buyers, distributors and sales representatives
throughout Asia, Canada, Europe, Latin America and Oceania. Additionally, he
counsels multinational and exporting businesses on compliance with the Foreign
Corrupt Practices Act and U.S. export control regulations.
Prior to joining Stoel Rives, Jason served as a law clerk to Judge Susan H. Black of the
U.S. Court of Appeals for the Eleventh Circuit, and as a deputy press secretary to
Nobuteru Ishihara, a Japanese House of Representatives member, in Tokyo, Japan.
Representative Work
Representative Dispute Resolution and Class Action Work
•

Defended SUPERVALU Inc. and Albertson's LLC in the ongoing Motor Fuel
Temperature Sales Practices MDL proceeding, which involves the plaintiff class's
challenge to the retail gasoline and diesel fuel sales practices of more than 140
defendants in over 20 states; secured the dismissal of both clients.

•

Represented Albertson's LLC in a breach of contract lawsuit in Idaho federal court
concerning a multimillion-dollar janitorial services agreement; defeated a motion
to dismiss for lack of personal jurisdiction. Albertson's LLC v. Kleen-Sweep
Janitorial Co. (D. Idaho 2009).

•

Represented an Idaho-based hay distributor in a breach of contract lawsuit in
Idaho federal court involving the distribution of hay in the United Arab Emirates
and Jordan; obtained a settlement through mediation.

•

Defended a Utah-based consumer automobile financial services provider in a class
action in Idaho state court involving alleged UCC Article 9 violations; secured a
court-approved class action settlement.

•

Defended an Idaho-based solar industry manufacturer in an American Arbitration
Association proceeding involving the alleged breach of a domestic and
international distribution agreement; obtained a settlement through negotiation.

•

•

Defended a California-based multinational software corporation in a breach of
contract lawsuit in Idaho federal court involving complex software
implementation issues; obtained a settlement through mediation.
Serving as court-appointed class counsel to the inmates at the Idaho State
Correctional Institution in a 30-year-old class action in Idaho federal court
involving injunctive relief aimed at remedying unconstitutional conditions;
defeated Ninth Circuit appeal of attorney's fees award. Balla v. State of Idaho
(9th Cir. 2012) (published).

Associate
(208) 387-4288 direct
(208) 389-9040 fax
jeprince@stoel.com
Education
•

University of Notre Dame Law School,
J.D., 2005, magna cum laude
Editor-in-chief, Notre Dame Law
Review (2004-2005)
International Law Program, London,
England (Summer 2003)

•

University of Cambridge, M.Phil., 2000
Coursework in European Union
environmental law

•

Davidson College, B.A., 1999, magna
cum laude
Phi Beta Kappa

Admissions
•

Idaho

•

U.S. District Court for the District of
Idaho

•

U.S. Court of Appeals for the Ninth
Circuit

•

U.S. Court of Appeals for the Eleventh
Circuit

Languages
•

Japanese

•

Spanish

Jason E. Prince

Representative International Transactions and Compliance Counseling Work
•

Counseling Meyer Industries, winner of the Commercial News USA 2009 Exporter of the Year Award (Agriculture), on various
legal issues related to distributing its Rodenator® product in Europe, Oceania, Asia, Africa and North America.

•

Counseled a U.S. university on drafting and negotiating its marketing agency agreement with a Hong Kong-based company
involving the university's establishment of a permanent student recruitment office in Beijing, China.

•

Provided FCPA compliance training to an Oregon-based multinational renewable energy company, and counseled the company
on tailoring its mergers and acquisitions due diligence protocol to address FCPA issues.

•

Provided FCPA compliance training to an Oregon-based forest products company with operations throughout the Pacific Rim,
and drafted the company's FCPA-specific international contract provisions.

•

Counseled a Utah-based medical device manufacturer on revising its compliance policy manual to address FCPA issues.

•

Counseling an Oregon-based multinational electronics manufacturer on complying with the U.S. export control regulations
governing the U.S. embargoes of Cuba, Iran, North Korea and Syria.

•

Counseling a Utah-based nutritional supplement company on obtaining Office of Foreign Assets Control licenses to export their
products to Iran and complying with the U.S. export control regulations governing the U.S. embargo of Iran.

•

Counseled a Utah-based international humanitarian organization on complying with the Export Administration Regulations
governing its donations of millions of dollars worth of vitamins to women and children in North Korea.

Professional Honors
•

Selected as a "Rising Star," (Business Litigation), by Mountain States Super Lawyers®, 2010-2011

•

Recipient, The Advocate Award: Best Article in 2011, given by The Editorial Advisory Board of the Idaho State Bar for "Chipping
Away at the 'Wall of Stone': Foreign Country Law and Federal Rule of Civil Procedure 44.1," The Advocate, Feb. 2011

•

Selected as Idaho "Face of Trade," U.S. Chamber of Commerce's TradeRoots Program, 2010

•

Selected as "Accomplished Under 40" by Idaho Business Review, 2010

•

Luce Scholar, The Henry Luce Foundation, Tokyo, Japan, 2001-2002

Professional and Civic Activities
•

Local Civil Rules Committee, U.S. District Court for the District of Idaho, Member, 2010-present

•

Idaho District Export Council, Chair, 2009-present, Member (appointed by U.S. Secretary of Commerce), 2008-present

•

TerraLex, Idaho Representative, 2011-present

•

Kickstand Board of Directors, Member, 2008-present

•

Idaho State Bar, International Section, Advisory Council Member, 2009-present, Member, 2008-present

•

Idaho State Bar, Litigation Section, Member, 2006-present

•

American Bar Association, International and Litigation Sections, Member, 2007-present

•

Federal Bar Association, Idaho Chapter, Member, 2006-present

Jason E. Prince
•

Idaho Law Day Committee, Chair, 2007-2008, Member, 2006-present

•

American Inn of Court No. 130, Associate, 2007-2009

•

Leadership Boise, Boise Metro Chamber of Commerce, Graduate, 2007-2009

•

USA Swimming Board of Directors, Member, 2000-2006

Presentations
•

"Electronic Discovery in U.S. Litigation," TerraLex/Yuasa and Hara Japanese Client Seminar, Tokyo, Japan, 2012

•

"Foreign Corrupt Practices Act: Reducing and Containing Risk and Cost in an Increasingly Challenging World," KPMG and Stoel
Rives LLP Executive Briefing, Salt Lake City, Utah, 2011

•

"Traps for the Unwary: Agreements with Foreign Partners and the Foreign Corrupt Practices Act," Idaho Export Excellence
Program, Boise, 2010

•

"Foreign Corrupt Practices Act," Legal Updates in the Forest Products Industry Seminar, World Forestry Center, Portland,
Oregon, October 2009

•

"International Commercial Law Issues," Lecture, Boise State University College of Business and Economics, Boise, 2008-present

•

"Anti-Corruption in the International Marketplace," CLE Seminar, National Business Institute, Seattle, 2008

•

"Rise of the Foreign Corrupt Practices Act: How to Minimize the Perils of Doing Business in China," Presentation, Northwest China
Council, Portland, Oregon, 2008

•

"International Commercial Transactions and the Law," Seminar, U.S. Commercial Service, Boise, 2008

•

"The Foreign Corrupt Practices Act," CLE Seminar, Micron Technology, Inc., Boise, 2007

Publications
•

"Chipping Away at the 'Wall of Stone': Foreign Country Law and Federal Rule of Civil Procedure 44.1," The Advocate, February
2011 (Recipient of The Advocate Award: Best Article in 2011 by The Editorial Advisory Board of the Idaho State Bar.)

•

"Does Act of State Mean Out of Luck?: The Perils of Doing Business with Foreign States and Their State-Owned Companies," The
Advocate, October 2009

•

Coauthor, "Foreign Corrupt Practices Act," Chapter 16 of The Law of Wind, Stoel Rives

•

"A Rose by Any Other Name? Foreign Corrupt Practices Act-Inspired Civil Actions," The Advocate, March/April 2009

•

Coauthor, "Paying for the Sins of Another: Vicarious and Successor Liability Under the U.S. Foreign Corrupt Practices Act,"
TerraLex eNewsletter, July 2008

•

"Five Ways Idaho's Exporters Can Minimize Liability," Idaho Business Review, June 2008

•

"First to File or First to Offend?: Demand Letters and the First-to-File Rule," The Advocate, May 2007

•

"China, Idaho, Florida? Which Law Governs Your Contract Disputes?", Idaho Business Review, March 2007

•

"New Wine in Old Wineskins: Analyzing State Direct-Shipment Laws in the Context of Federalism, the Dormant Commerce
Clause, and the Twenty-First Amendment," Notre Dame Law Review, 2004

John A. Rafter, Jr.
Experience
John Rafter is a partner of the firm practicing in the Intellectual Property group. His
background includes experience obtaining patents for clients in a wide range of
technology fields such as mechanical, optical systems and bar code scanning, medical
products, cleantech and wind, computer technology and software, internet/business
methods, motion picture/video equipment and lighting. He is experienced in managing
major client patent portfolios, preparing patent opinion letters and negotiating
licenses. He has also represented clients in enforcing or defending intellectual
property rights via patent, trademark and trade dress litigation in several districts of
the federal courts, patent interference proceedings before the U.S. Patent and
Trademark Office Board of Appeals and Interferences and trademark opposition
proceedings.
Representative Work
Reported Cases
•

Disc Golf Ass'n v. Champion Discs, Inc., 158 F.3d 1002 (Fed. Cir. 1998)

•

MacPike v. American Honda Motor Co. Inc., 29 USPQ 2d 1526 (N.D. Fl 1993)

Professional Honors and Activities

Partner
(503) 294-9882 direct
(503) 220-2480 fax
jarafter@stoel.com
Education
•

Loyola Law School of Los Angeles,
J.D., 1986
University of Notre Dame, B.S.
Mechanical Engineering, 1979

•

Selected as one of "America's Leading Lawyers for Business" (Oregon) by
Chambers USA (currently: Intellectual Property), 2009-2012

•

•

Member, 2007-present; chair, Technology and Intellectual Property Committee,
Techamerica, Oregon Chapter

Admissions

•

Member, Planning Committee, Licensing Executives Society, Oregon Chapter

•

Oregon

•

Member, Oregon Patent Law Association

•

California

•

Member, American Bar Association

•

U.S. Patent and Trademark Office

•

Member, Multnomah Bar Association

•

•

Former member, Tech Coast Venture Network, Orange County, California

U.S. District Courts for the Districts of
Oregon and Central and Northern
Districts of California

•

U.S. Courts of Appeals for the Ninth
and Federal Circuits

Presentations
•

Speaker, "Names to Name Calling: Defending Your Brand , Label and Trademarks,"
Zino Vino: Liquid Assets Forum, Seattle, Washington, July 2010

•

Speaker, "IP Beyond ID: Leveraging Trade Dress to Enhance and Develop Brand,"
Licensing Executives Society, Portland, Oregon, 2009

•

"Protect What Makes Your Business Unique: What Every Small Business Needs To
Know About Intellectual Property," Lewis & Clark Law School's Small Business
Legal Clinic, 2009-2010

•

Speaker, "Basics in Acquiring, Protecting and Licensing of IP," Oregon Public
Procurement Conference, Salem, Oregon ,2008

John A. Rafter, Jr.
•

Moderator, "Spending Your IP Budget Wisely to Create a Strategic and Valuable IP Portfolio," AeA Technology and IP Series,
Portland, Oregon, 2007

•

Moderator, "The Entrepreneur and the Law of Intellectual Property," InnoTech Oregon Business & Technology Innovation
Conference, Portland, Oregon, 2006

•

Moderator, "Intellectual Property Management" workshop, Micro Nano Breakthrough Conference, Portland, Oregon, 2005

•

Moderator, "Don't Just Get a Patent; Create an IP Portfolio That Generates Company Value and Attracts Investment," InnoTech
Oregon Business & Technology Innovation Conference, Portland, Oregon, 2005

•

Speaker, "Energizing Your Patent Portfolio," Stoel Rives LLP Intellectual Property Series, Portland, Oregon, 2004

•

Speaker, "Beyond Patent 101," InnoTech Oregon Business & Technology Innovation Conference, Portland, Oregon, 2004

•

Speaker, "Knocking off Knock-offs," Stoel Rives LLP Intellectual Property Series, Portland, Oregon, 2003

•

Speaker, "American Inventors Protection Act & Changes to Patent Regulations," Orange County Patent Law Association and San
Diego Intellectual Patent Law Association Spring Seminar, San Diego, California, 2001

Publications
•

Contributor to the Stoel Rives "Law of" Series - Law of Marine and Hydrokinetic Energy (2011)

•

Oregon Patent Report, 2006-2007, 2008-2010

•

"Patent Strategies in Light of Fast-Changing Technology," The National Law Journal, 1997

Emily E. Stubbs
Experience
Emily Stubbs is an associate practicing in the Litigation group and the Employment
Law group. She represents clients in state and federal courts in matters relating to
discrimination, harassment, wrongful termination, worker's compensation,
employment at will, and wage and hour matters. She also represents businesses and
individuals in a variety of civil and commercial disputes, and counsels clients on
complex commercial litigation matters, including commercial contracts, business
torts, real estate, and intellectual property.
Emily was a summer associate with Stoel Rives LLP, Salt Lake City, in 2007.
Professional Honors and Activities
•

Member, Business Law and Young Lawyers sections, Utah State Bar, 2008–2009

•

Member, Women Lawyers of Utah

Associate
(801) 715-6638 direct

Presentations

(801) 578-6999 fax

•

"Employees with Medical Conditions" (copresenter), Stoel Rives LLP, Dec. 2011

eestubbs@stoel.com

•

"Virtual Law: Using IP In Virtual Worlds To Maximize Your Real World Bottom Line"
(copresenter), Stoel Rives LLP, Mar. 26, 2009.

Education
•

J. Reuben Clark Law School, Brigham
Young University, J.D., 2008, cum
laude
Lead Note and Comment Editor, BYU
Law Review
Charles E. Jones Scholarship

•

Brigham Young University, B.A.,
Audiology and Speech-Language
Pathology, 2005, magna cum laude

Admissions
•

Utah

Reed W. Topham
Experience
Reed Topham is a partner in the firm's Corporate group. Reed advises clients on
securities law compliance, corporate governance issues and the sale and acquisition of
businesses. He has extensive experience in public and private financings, both debt
and equity, particularly initial public offerings and Rule 144A transactions. In addition
to advising public and large private companies, a portion of his practice consists of
representing emerging businesses in various industries. He currently serves on the
firm's Executive Committee and as the Practice Group Leader for the firm's Corporate
Group.
Reed was previously a shareholder (1998) and associate (1995-1998) at Van Cott,
Bagley, Cornwall & McCarthy in Salt Lake City, and an associate at Brown & Wood
(now part of Sidley Austin LLP) in New York City (1991-1995).
Partner

Representative Transactions

(801) 578-6918 direct

•

Represented Raser Technologies, Inc. in connection with the sale of 1,986,173
shares of its common stock in an at-the-market equity offering through Merrill
Lynch.

(801) 578-6999 fax

•

Represented Raser Technologies, Inc. in connection with the private placement
of $20 million of common stock and warrants.

Education

•

Represented Raser Technologies, Inc. in connection with the sale of a $55 million
aggregate principal amount of 8% convertible senior notes due 2013 in a Rule
144A offering.

•

Represented Raser Technologies, Inc. in connection with the structuring and
private placement of warrants to purchase up to 3.75 million shares of common
stock, which were issued as part of a project financing commitment letter with
Merrill Lynch.

•

Represented Amerityre Corporation in connection with the private placement of
common stock and warrants.

•

Represented Rubicon Venture Partners, Inc., the parent of Diamond Rental, Inc.,
in connection with the leveraged buyout of existing institutional shareholders by
a large private equity group.

•

Represented GE Capital Bank Limited in connection with an intermediary services
agreement relating to a £40 million revolving credit card program agreement
with ING Bank N.V.

•

Represented GE Capital Bank Limited in connection with an intermediary services
agreement relating to an £8 million revolving credit card program agreement
with Lloyds TSB Bank PLC.

•

Represented MK Resources Company in the sale of 70% of the Las Cruces copper
mining project and the merger of MK Resources Company with Leucadia National
Corporation.

rwtopham@stoel.com

•

Cornell Law School, J.D., 1991, cum
laude
Note Editor, Cornell International Law
Journal

•

University of Utah, B.S., 1988, cum
laude

Admissions
•

Utah

•

New York

Reed W. Topham
•

Represented Weider Nutrition Group, Inc. in the negotiation of a $25 million revolving credit agreement with Keybank National
Association, as agent.

•

Represented Precision Castparts Corp. in the sale of $200 million principal amount of 5.6% senior notes due 2013 in a Rule 144A
offering.

•

Represented Pliant Corporation in the sale of $10 million of Series A preferred stock and warrants and a standby commitment
from the sale of up to $25 million of additional shares and warrants.

•

Represented Pliant Corporation in the sale of $100 million principal amount of its 13% senior subordinated notes in a Rule 144A
offering.

•

Represented Excalibur Venture Partners and other investors in connection with the purchase of 703,125 shares of Series 2
preferred stock of Notvirtual Networks Corporation.

•

Represented FEI Company in the sale of 5.5% convertible subordinated notes in a Rule 144A offering.

•

Represented Motor Cargo Industries, Inc. in connection with the sale of its business to Union Pacific Corporation.

•

Represented DoBox, Inc. in its private placement of Series A preferred stock and convertible promissory notes and warrants.

•

Represented Precision Castparts Corp. in the sale of $200 million principal amount of 8.75% senior notes due 2005 in a Rule 144A
offering.

•

Represented Zions Co-Operative Mercantile Institution (ZCMI) in its merger with The Macy Department Stores.

•

Represented Precision Castparts Corp. in its $720 million tender offer for all outstanding shares of Wyman-Gordon stock.

•

Represented TrainSeek, Inc., an e-commerce seller of business training products, in a private placement of common stock.

•

Represented Motor Cargo Industries, Inc. in connection with its initial public offering of common stock.

Professional Honors and Activities
•

Listed in Best Lawyers in America, 2012

•

Best Lawyers' 2010 Salt Lake City Securities Lawyer of the Year

•

Listed in the 2011 Utah Business "Legal Elite"

•

Selected as one of "America's Leading Lawyers for Business" (Utah) by Chambers USA (currently: Corporate/Mergers &
Acquisitions), 2005-2012

•

Member, Utah State Bar, Securities Section; New York State Bar

David J. Williams
Experience
D.J. Williams practices in the Products Liability section of Stoel Rives' Litigation
Practice Group. D.J.'s product liability practice currently focuses on defending
automobile/vehicle manufacturers in federal and state court. Recently, D.J. served on
the trial team representing DuPont in an agricultural mass action concerning herbicide
damage to crops of more than 100 plaintiffs in Idaho. D.J. has also handled products
liability cases involving claims associated with medical products/devices, ephedra and
asbestos, among others.
Stoel Rives clients with whom D.J. works in this area are Toyota Motor Company,
General Motors, Nissan Motor Corporation, Mercedes-Benz, Kubota Tractor Company,
DuPont, Sulzer Orthopedics and Ethicon Endo-Surgery.
D.J. serves on Stoel Rives' Pro Bono Committee which seeks out opportunities to
contribute pro bono services in public interest areas and for the poor, and serves as
the Salt Lake City Office's Pro Bono Coordinator.
Before joining Stoel Rives, D.J. was a judicial clerk for The Honorable Dee V. Benson,
District Court Chief Judge for the District of Utah (2002); a summer associate at Kirton
& McConkie (1999-2001) and an intern at Holme Roberts & Owen LLP (1999).

Partner
(801) 578-6963 direct
(801) 578-6999 fax
dwilliams@stoel.com
Education
•

J. Reuben Clark Law School, Brigham
Young University, J.D. magna cum
laude, 2001
Order of the Coif
Law Review

•

Brigham Young University, B.A. magna
cum laude, 1998

Publications
•

"Who Makes the Call? Sentencing the Firearm User Under 18 U.S.C. 924(c)(1) in
U.S. v. Alborola-Rodriguez," BYU L. REV. (Sep. 2001)

Professional Activities
•

Listed in the 2011 Utah Business "Legal Elite"

Admissions

•

Listed as a "Rising Star" by Mountain States Super Lawyers, 2009

•

Utah

•

Member, Farmington City Board of Adjustment, 2005-2009

•

U.S. District Court of Utah

•

Board Member, Utah Waterfowl Association, 2007-2009

Languages
•

Spanish

Robbie G. Yates
Experience
Rob Yates practices in the Corporate, Securities and Finance section of the firm's
Corporate group, where he focuses on public securities offerings, merger and
acquisition transactions, and early stage and venture capital financings. In addition,
Rob assists clients with general securities law compliance, corporate governance
issues and general corporate matters. Rob also advises entrepreneurs and emerging
growth companies on business formation and founders' issues.
Prior to joining Stoel Rives, Rob was an associate at Sullivan & Cromwell LLP
in Washington, D.C. (2003-2005); a law clerk at Sullivan & Cromwell LLP
in Washington, D.C. and Los Angeles (2002); a law clerk at Stoel Rives LLP in Salt Lake
City (2001-2002); and an extern for Chief Judge Dee V. Benson of the U.S. District
Court for the District of Utah (2001).
Partner

Representative Work

(801) 578-6977 direct

Public Securities Offerings

(801) 578-6999 fax

•

Represented largest stockholder in SemiLEDs Corporation's initial public offering
of $95.5 million of its common stock.

•

Represented a renewable energy company in a registered direct offering of
common stock and warrants for $25.5 million

•

Represented a renewable energy company in connection with the underwritten
public offering of 1,986,173 shares of its common stock.

•

Represented a renewable energy company in connection with the private
placement of $20 million of common stock and warrants and in its subsequent
registration for resale of such securities on Form S-3.

•

Represented a renewable energy company in connection with the sale of a $55
million aggregate principal amount of 8% Convertible Senior Notes due 2013 in a
Rule 144A offering.

rgyates@stoel.com
Education
•

Brigham Young University, J.D., 2003,
magna cum laude
Order of the Coif
Editor-in-Chief, BYU Law Review,
2002-2003

•

Brigham Young University, M.Acc.,
2003

•

Brigham Young University, B.S., 2003,
Accounting

Admissions

Represented a renewable energy company in its launch of a $25 million at-themarket program with Merrill Lynch acting as sales agent.

•

Utah

•

New York

•

Represented a renewable energy company in connection with several registered
direct offerings of $3 million of its common stock.

•

District of Columbia

•

Represented a renewable energy company in its launch of a $25 million
controlled equity offering with Cantor Fitzgerald acting as sales agent.

•

Represented a renewable energy company in connection with the filing of a $150
million universal shelf registration statement on Form S-3.

•

Represented a renewable energy company in connection with the filing of a $25
million universal shelf registration statement on Form S-3.

•

Languages
•

Spanish

Robbie G. Yates
•

Represented Hoku Scientific, Inc. in a $50 million common stock and warrant offering to Tianwei New Energy Holdings Co., Ltd.
of the People's Republic of China.

•

Represented Hoku Scientific, Inc. in its launch of a $54 million equity distribution program with UBS Securities acting as sales
agent.

•

Represented Hoku Scientific, Inc. in connection with the filing of a $110 million universal shelf registration statement on Form
S-3.

•

Represented Hoku Scientific, Inc. in the filing of a resale registration statement on Form S-3 for the resale of up to 2,893,519 of
its shares of common stock by certain of its stockholders.

•

Represented D.A. Davidson & Co. and BB&T Capital Markets, as underwriters, in the public offering of $49.68 million of common
stock of Sterling Construction Company, Inc.

•

Represented Amerityre Corporation in connection with the private placement of common stock and warrants and in its
subsequent registration for resale of such securities on Form S-3.

•

Represented Amerityre Corporation in connection with the filing of a $120 million universal shelf registration statement on Form
S-3.

•

Represented Huntsman Advanced Materials LLC in the registration of, and its exchange offer for, $250 million 11% Senior
Secured Notes due 2010 and $100 million Senior Secured Floating Rate Notes due 2008.

•

Represented Huntsman International LLC in the registration of, and its exchange offer for, $175 million 7.375% Senior
Subordinated Notes due 2015 and €135 million 7.5% Senior Subordinated Notes due 2015.

•

Represented Huntsman LLC in the registration of, and its exchange offer for, $198 million 11.5% Senior Notes due 2012 and $100
million Senior Floating Rate Notes due 2011.

•

Represented various underwriters in multiple registered debt offerings of over $2.5 billion by the Bolivarian Republic of
Venezuela.

•

Represented Corporación Andina de Fomento in multiple registered offerings of $350 million of floating rate notes.

•

Represented Brinker International, Inc. in a Rule 144A/Regulation S offering of $300 million of 5.75% Notes due 2014.

•

Represented CEMEX S.A. de C.V. in a successfully completed cash tender offer and consent solicitation for its 12.75% Notes due
2006 and its 9.625% Notes due 2009.

Mergers and Acquisitions
•

Represented a Utah-based company in its purchase of a scuba diving equipment company.

•

Represented Huish Detergents, Inc. in the sale of its business to Vestar Capital Partners.

•

Represented B&B Acquisition, Inc. in its purchase of the assets of Candle Warmers Etc. and Heated Scents, Inc.

•

Represented provider of door-to-door marketing services in the sale of certain of its accounts in five separate transactions
valued at over $20 million.

•

Represented Petrolinvest Sp. z o.o. in its purchase of common stock of Occidental Resources, Inc.

•

Represented Utah-based vending machine business in connection with the sale of its business valued at $1.1 million.

•

Represented group of investors in purchasing a large apartment complex located in Texas valued at approximately $7.5 million.

•

Represented Sorenson Capital Partners in its purchase of Leslee Scott Inc.

•

Represented pest control company in the sale of its accounts valued at over $30 million.

Robbie G. Yates
Early Stage and Venture Capital Financings
•

Represented internet software company in a seed preferred stock offering to certain venture capital and angel investors.

•

Represented personal care products company in a Series A-1 preferred stock offering to certain venture capital funds.

•

Represented personal care products company in a convertible bridge note financing with certain venture capital investors.

•

Represented personal care products company in a Series A preferred stock offering to certain angel investors.

•

Represented two Oregon-based companies in Series D convertible preferred stock financing rounds.

•

Represented angel investor in his purchase of a minority interest in a Utah-based software company.

•

Represented angel investor in his purchase of common stock and warrants in a Utah-based social networking company.

•

Represented pest control company in its sale of common stock to an angel investor.

•

Represented door-to-door marketing company in the restructure of a $13 million loan.

General
•

Represented Huntsman Corporation in connection with corporate restructuring transaction.

•

Advise multiple public companies regarding securities law regulations, disclosure issues and ongoing securities law compliance
matters, including interactions with the Securities and Exchange Commission, the New York Stock Exchange and NASDAQ.

•

Prepare charter documents to form multiple start-up companies.

•

Draft and negotiate various types of contracts governed by Delaware, New York and Utah law.

•

Prepare confidential treatment requests for public companies that are filed with the Securities and Exchange Commission.

•

Represented multiple companies that have reincorporated from Utah to Delaware.

Professional Honors and Activities
•

Named as one of Utah Business magazine's "Legal Elite"

•

Law School Faculty Award for "Meritorious Achievement and Distinguished Service," 2003

•

BYU Men's Basketball Academic Achievement Award, 1997-1998

•

BYU Management Society Board Member, Salt Lake Chapter, 2006-2009

•

Utah Innovation Awards Liaison, 2006-present

•

Book Subcommittee Chair, Utah 100 Committee, MountainWest Capital Network, 2006-present

•

Member of firm's recruiting committee, 2007-present

Presentations
•

Co-Presenter, "Auditor Liability," University of Utah, Sept. 22, 2009, June 7, 2010 and Sept. 9, 2010

•

Co-Presenter, "Legal Due Diligence for Opinion Letters," Salt Lake City, Aug. 14, 2008

•

Presenter, "Contract Landmines: An Overview of What Business People Must Know When Entering into a Contract," Salt Lake
Small Business Development Center, Nov. 13, 2007

•

Co-Presenter, "Minimizing the Risk of Loss: Choosing a Corporate Structure," Salt Lake City, Mar. 22, 2007

•

Co-Presenter, "Legal Issues for Small Businesses," Salt Lake Community College, May 23, 2006

•

Presenter, "Legal Issues for Entrepreneurs," Salt Lake Community College, Nov. 1, 2005

Robbie G. Yates
Publications
•

"Legal Matters," The Enterprise, Dec. 11-17, 2006

•

Note, "Aurora Credit Services, Inc. v. Liberty West Development, Inc.: An Analysis of Shareholder Derivative Suits in Closely
Held Corporations," BYU Law Review, 2002
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Stoel Rives is a leading business law firm with focused experience in representing outdoor product,
apparel, equipment and service companies of all sizes from local start-ups to international organizations.
With nearly 400 attorneys in eight states, Stoel Rives has offices in several markets known for outdoor recreational
opportunities like Boise, Idaho; Lake Tahoe, Sacramento, San Diego, and San Francisco, California;
Minneapolis, Minnesota; Salt Lake City, Utah; Seattle, Washington; and Portland, Oregon.

Stoel Rives is proud to purchase Renewable Energy Credits to offset 100 percent of its firmwide electricity usage.
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