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CREATIVE COMMONSENSE

Creative Commonslicense

ThePrecum NDAand these dzNJ Ndebl&ad be qo-
led and distributed at no chargender theCreative Com
monsa ! (i ( NINon@rimkeZciflo dn | y LidJ2 NIl SR €
cense(see thelicense tex}). For purposes of that-|
cense, selective use of thRREcuToOnNtract clausedy
contract drafters and revieweis individual cotracts
for specific parties

q is considereddoncommerciaQ T | Y R

1 does not requireattribution (although attribution

would certainly be appreciated)

All other rights are reservedncluding for exampleer

production of clauses in documeassembly systems.

Feel free tocontactmeA ¥ @ 2 dzQR A &@y- 012 F
thing along these lines.

Downloading the contract

Download a freeform-fillable PDFcopyof the PREEUT
Nondisclosure Agreemematt www.precut.org
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PREFACE

Preface

The goal: To getto signature faster

You may well &ave had to endure the ritual afegotia-

ingk Y2yYRA&Of 24dz2NE | ANBSYSyl
a business transaction. The lawyers eriailined?

drafts to each other; maybe a conference call ke

place. Who knows how much time passbefore the

NDA gés signed and theompaniescan finally get on

with their business

Any number of times, businestients have asked me da A a
0KSNE a2YS {AYR 2F aidl yRINR
The answer has almost always beenbotitR2 Sa y Qi
have to be that wg. ThePRECUm b Sets out'down-

the-Y A R Refnts @nd conditions thatt leastto my

mind, representareasonabledalancebetweenthe par-

(0 A iBtarésts.

Two common use cases

In my experience, theato mostcommon reasosfor
parties to enter into a nodisclosure agreemerare:
sothe partiescan explore, angerhapsnegotiate, a
business relationshijand becausdhe parties are sigr
Ing another contract thatloes nothave its own cond
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PREFACE

dentiality provisions.Both of hese use cases aneclud-
ed insection 2.202(bpf the NDA

Customization : Quick, easy, inexpensive

It may be that thePRECUNDAQ @rovisions: N gfiife i
GKIFG @2dz YSSR® LT (séield Q4
money in legal fees andadditionallyspeed up the dt-

S NJ & A Rreviedt iy &sRihgtyour lawyer taeate a
custom addendum to finish ouhe contract This could
Includeselectivelycopying and editing additionaklauses
fromthese/ dzNJ N&elI &

Or it may be that the other side is doing the drafting for
your nondsclosure agreement. Presumably, you and
your lawyer will have to review their draft. In that case:

1. Ask the other side to use tHeRecUNDAanNd, if they
wish, an addendum with other clauses fraheseQu-
NI ( RAeR &

2. Then, you and your lawyer can these the clause
by-clause commentary ithese/ dzNJ Ndestd &
help speed up your legal review of their draft.
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PREFACE

Concerns and responses

dHow do | know thePRECUNDAIsl y & 32 2 RK§

Show thePRECUNDA andhese/ dzNJ Nd@est@mydur

lawyer (assuming ydu NJE a lgiv@/ar yourse)f | think

sKSQf f | LILINBS OA I U Shedarksave dign6S |
by using thePRECuUtonNtract form

(My biographical informatiorat the end ofthis doa-
ment might alsogive you some comfort #it | know what
L (xatking about sort of)

a like to lead off with a really tough first draft,
sol canhorsetradeto getmoreO2 Yy OS & aA 2y & ®¢

Some negotiators subscribetoth€ S 2 NB G KF G A 0
best to start with a tough contract draftboing sagives

you a batch of potential concessions that you can use for
horsetrading with the other side. That way, the theory
goes,intheend®x dzQft f 3IS0H Y2NB 2F 6K
the other side.Certainly there are transactions in which

It makes at least somsense to dahis. Andof course

A UalvaysgratifyingtoLJt | &€ G0 KS gtddin 2 F
legalconcessionfrom the other side
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PREFACE

ButR 2 yuférestimate the pricé& 2 dzQ fof the&dl &
putative benefits in businessstaff time; legal expense
(whichincludes irhouse counsel, togandopportunity

cosE SalLISOAlffeée Fa GKS wakzi
end of the fiscal quarter2 KSy & 2 dzQNXK roi-I £ 1 A
tine transactionsit seldom makes sense to pay thaice

In every singlease

AndtheS Q& I y 2  KISyNU €2 off @ith idJdINer
form, the other side mightlemand that you reviséhe
clauses that benefit youurning those clauses around to
favor theminstead"

WS Q & StheBioér handt £ S Qa
justinsistonusingourW{ A ® 2 WiINKRI O €

First off, whenever you serahycontract draft to the
other side, their lawyers will have to review it to see if it
contains any unpleasant surprisdhat will take time,
which will delay getting the contract to signature. (And

"I SNB Qaworld exsplef Adiy i Qa O2y i NI OG 7
IRARY QG RNJI TGz O2yidlAySR Iy SEC
in effect,All litigation must be in our home courthe other
AARSQA YINJdzLd 2F G KS N@gviantl Ofl

all litigation to be inourhome ourt. Fortunately, the other side

went along with my suggestion that we simply drop the clause
altogether, leaving the contract silent on that issue.

/1 w! ¢ hwQ¢{PREGUT 8IRA10-09-02 WWW.precut.org PAGE


http://www.precut.org/

PREFACE

youmightnoth { S GKS 20KSNJ aARSQa
about which more later.)

Second, een if youcancrama killer contract form down
0KS 20 KS NJ ddingRéniglit batkKréaR youil

The other side mighgrudginglygo along, but you could

be left with a woundediger as a business partner. If you
SOSNJ YSSRSR a2YSUKAYy3I FTNRY
required by the contract, you might have a hard time
getting it.

On the other hand, starting out by offering the other side
a reasonable contract can be an importa@sture that
promotes a healthy longerm relationship; se¢his blog
postingfor more on this subject.

GL 0KS 20KSNJ 4ARS R2SayQi 1\
to askfor, A Un&&ur job to educate thenb €

Certainly one hates to give up the advantage of superior
knowledge. Buthie real danger o clueless contracer

viewer on the other sidés that s/hecould slow things
R2gysS 0SOlFdzaS a4kKS g2y Qi 1Y
And for all you knowthe other side might bring in anxe

pert who will demand whatever changes are needed to

make the contract reasonable. You might as well save
SOSNE2YS GKS U0AYS | yR (0NPRdAz
with.
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PREFACE

In any case,pposethe other side is indeed on unfami
lar groundy . sHlldi@I}8 get them to sign off faster
f0KS RNJ FiO & Seda@bidandldNghdel & A y 3

4 Wwant my contracts to give me as
muchlegalprotection as | can geb €

Some draftes want their contractso addresseverypo-
tential concernthey can imagineBut think about how

long the deal will be held up because the parties have to
review, and probablynegotiate, all the resulting verb

age At some point you have to ask yourselfthis the

most productive usgou can make of thealendaP

All in all, youmightwell be better off (jusinga¥o I 8 St Ay
contract that addressedypicak O 2 y @& (N335 a

matter of business riskaking the chancé¢hat the parties

will be able to work out otheconcerngf and whenthey

actudly arise’

° See generallg 2007 article about th@athcleareapproach
developed by irhouse counsel at a UK brewery. The approach
involves using short letter agreements instead of long, coempl
cated contracts, and relying on comercial motivations and the
generallaw to fill in any gaps that might be left.
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PREFACE

G¢KS 20KSNJ &aARS [ftglea Ayaa
usingtheirownO2 Y U NI Old T2 N & d¢

Even when the other side insists that they only use their
own contract forms, liere's still a good chance they can

be convinced to use a reasonalfiglanced form that

fairly addresses the needs of both parties. To read a blog
posting with realworld examplessee here

Comments and suggestions are welcome

Please emaiine nonconfidentiacomments, suggestions,
etc. at dc ahtt toedt dahtt cahm.

Now for some necessary legalesel reserve the right

In mysolediscretion,to useany feedbaclkr other mae-
rialsyou send men updatesnew contract forms, books
e-books, etc. with no obligation to you Unless you tell
me otherwise, | will assume you hatie right to autha-
Izeme touse whatever you send me.Yoursending me
feedback etc., will not in itself create an attornegftient
relationship between us. | willtry>~ 6 dziguatuhteé Q {
to attribute anysuggestiorthat | useto the person(s)
who submitted it unless a tyen submitter tells me s/he
wants to remain anonymous

LQ@S aLiSt t S Rhatwdziito i 1 RokpafBolt a a
that crawl the Web looking for email targets.
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PREFACE

Color coding

LQZS 3 Nprazsi$h®f the RREcUNDAINto the
following categories, based pretty much on experience
(my own) not onany systematic research:

Clauses in green are what [ thinko | & (G KS a
and conditions for a contract of this kind.

Clauses in gray can be mixadd-matched as a reas@a
ble compromisebé 6 SSyYy (G KS LJI NI AS
the clauses might be the subject of hoisading be-
tween the parties.)

One sde oranother might objecto clauses in yellow
typicallyfor reasons explained in the commentary.

Clauses in red are very likely to be controversial, bec:
they could easily cause problems for one side or anot

/1 w! ¢ hwQ¢{PREGUT 8IRA10-09-02 WWW.precut.org PAGH?2


http://www.precut.org/

CAUTIONS & DISCLARSE

Cautions & disclaimers

Ask your lawer if the PRECUNDAIs right for you:
Sometimes an offnhe-rack suit might need adgtment
by a tailor likewise,in any given situatiothe PRECUT
NDAmight benefit from tweaking by an attorney.

Use at your own risk:The PRECUNDAandthese Cua-

( 2sMites argrovided AS IS, WITH ALL FAULTS, WITH

NO WARRANTIES, REPRESENTATIONS, OR IMPLIE
OF QUALITY.

D TEF

52y Q0 NBftée 2y (GKSAS YIFUOSNRI

adviceabout your specific situation.

No attorney-client relationship: Initself, youruseof the
PRECUNDAori KSasS / dzZNBe gRDa Sh2
attorney-client relationshipwith me oranyoneelse

réa
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GENERADEFINITIONS

1. Definitions & usages

The terms below have the stated meaningsther def
nitions may be set forth "in line" in thelauses in which
they appearAll references to sections, articles, exhibits,
schedules, addenda, and appendixes refer to those of
this Agreement unless clearly indicated otherwise.

COMMENT: There atwo-and-a-half schools of thought
about defined terms:

1. Put all déned terms in a Definitions section;

2. Define each term as it is first used (perhaps including
an alphabetical index at the end);

2.5 A combination of 1 and 2.

LQJS | R2 LI SFRor thd BrablBANDAAKI thése
Notes

/1 w! ¢ hwQ¢{PREGUT 8IRA10-09-02 WWW.precut.org PAGH4


http://www.precut.org/

GENERADEFINITIONS

1.1 General definitions

1.101 And/or

AndlorYSI ya GKS Ay Of dzaAgdS 2N
expecttomeetS I OK ¢ dzS&aRIF & | YRk 2NJ 2
that they expect to meet Tuesday, Wednesday, or both.

COMMENT: Some critics rail against the usendfor as

a crutch for the lazyAccording to me judgetr no slave
tobrevityt a 0 KS RNJ FGSNJ O2dzxf R SEL
I aA. B, @ and D together, or any combination together,

or any one of them alon@%! Y= adz2NBX | 2 dzNJ

LQY dzadzr tfté& | &0A O] fdMNing 2 NJ
In the camp of those Wo insist thatand/or isa perfectly
serviceableshorthand Language was made for man, not
man for language.

4 Carley Foundry, Inc. v. CBIZ BVKTNdA.G2C\08-979],

slipop. at 8 (Minn. Ct. App., A, 2010) (affirming summary
judgment dismissing malpractice claim on groun€iprior

release) (unpublished) (iiak added); see also, e.g., materials

cited in theWikipediaentryF 2 NJ 0 KS G SNXY dal Yy RK 2

°Ken Adams rightlwarnson his contractdrafting blog, as does

UT Law School legairiting professorWayne Scheism a com

ment there, againstisingand/orincontE 1 & ¢ K SONB A (0 Q-
stantively wrong.
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GENERADEFINITIONS

1.102 Business discretion

IF: This Agreement commits a decision, determination, or
action to a person'business discretigd@ HEN: Aat deg-
sion, determination, or action may be taken in theape
son's sole and unfettered discretion, with a mind solely

to the person's owrwishesand not those of any other
person, and without reference to any putative standard

of reasonableness, good fhajtor fair dealing.

PURPOSEThis sectiomffersa lessharsh substitute for
the traditional phrase "sole and unfettered discretidn

(It says more or less the same thing, but in a way that
shouldbe less disconcertingp the other side.) Thisdef-
Inition is alsointended todeter attacks in litigation by
‘creative’ lawyers, claiming that the other side had some
sort ofimpliedduty to exercise its discretion in a patrtic
lar way.

CONTENTIOUShe definitionitselfa K 2 dzf RyiQU 6 S
tentious. Butnegotidgors might disagree about whether a
party should be allowed to exercigis unfettered disce-

tion in a particular situation.

NOTE: A party exercisibgsiness discretiocan do pré-

ty much anything it wants in that exercise, as long as it's
legal, of couse. This contrasts with the abusé&

discretion standard that restricts what loweourt judy-

es can do when they have discretion.
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GENERADEFINITIONS

1.103 Examples

Examplegand terms such a®r example) andin-
cludeand similar terms (e.gincluding, whether or not
capitalizd, are used in this Agreement for purposes-of i
lustration, not of limitation, unless another meaning is
clear from the context.

PURPOSHhis section eliminates the need to repeatedly
write (and read), for example, "by way of example but
not of limitation."

CONTENTIOUSThis type otlauseis not uncommon in
O2YyUNI OUAT AGQa 3ISYSNIftfe dz
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GENERADEFINITIONS

1.104 For the avoidance of doubt

For the avoidance of doublf-: The parties omit from this

l ANBSSYSyd F F2NY OfldzaS O2y
avoR I YOS 2F2RI2ADYVAEL I NI LIKNI &S 3
(i & &HEN: Thaimissiondoes not in itself signify that

the parties agreed to a proposition contrary to the ¢mi

ted form clause.

BACKGROUNQ@) Suppose thatin a nondisclosure
agreement(NDA)negotation, the disclosing partye-
guesteda clause statinthat onlyits confidentialinfor-
mation wasprotected by theNDA

(2) But suppose also that the receiving party refused to
agree to that clause, whereupon the disclosing party
dropped its request.

(3) The receiving party might later try to argue that this
negotiation historyt the disclosing party proposing a
provision, but the receiving party rejecting theopr

posalt meant that the parties haanplicitly agreed to

the contrary, that is to say, thhdhey had agreed that the
NEOSAGAY 3 LI NlLeéQa, napustthat® Sy (i
the disclosing partywvas protected by the NDA

(4) This kind of problem could ariseaifcontractform
containedsuchk A F2RA KK FOKD2F R2dzo U
but then the parties omitted that provision from theica

tual contract Conceivably, a party might later try to a
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GENERADEFINITIONS

gue that,by omitting that provision, the partigsadim-
plicitly agreed tahe opposite of thgyrovision.

PURPOSE: This provision is intendddnestall a party
from making an argument along the lines summarized
above.

COMMENT Computer programmers will appreciate the
LINE @ Aréchr@wiuSeshot circularuse) of the term
GF 2N IKYSOS @2WsHR 2 dzo G €

1.105 Include, etct seeExamples.
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GENERADEFINITIONS

1.106 Otherwise agreed

(a) Otherwise agreednd its variations, for example,
agreed otherwisewhether or not capitalized, require
awriting.

(b) ExceptionThe parties may agree in writing that, for
a paticular matter or a particular class of matters, their
agreement otherwise need not be in writing.

(c) Any decision whether or not to agree otherwise is
within the business discretioof the relevant person o+
less expressly stated otherwise in this Agreent.

COMMENT: The exception allows the partieadcee (in
writing) that they may latewary specific terms by oral

agreement without needing to sign a writing to that-e
fect.
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GENERADEFINITIONS

1.107 Reasonable efforts

(a) Reasonable effortsyhether or not capitalized, refs
to one or more reasonable actions reasonably calculated
to achieve the stated objective.

(b) Ay assessmertdf reasonable effortshall give due
regard tothe informationreasonablyavailable at theel-
evanttime about, for example(i) the likelihoal of sic-
cess of specific action(s); (e likely cost of other a-
tions; (ili)the parties' other interests, (iMhe safety of
Individuals and property, and (the public interest.

(c) For the avoidance of doulseasonable effortsloes
not necessaly require takingevery conceivableecasm-
ableaction.

PURPOSH:his section attempts to give some predict
oAfAGE (2 GKS GSNXY aNBlazyl

CONTENTIOUSThis definition is my own coinage.
Whethera given drafter or reviewer wi/ant to useit
will likely depend on thepecificcontext in which thele-
finedterm is to beis used.

COMMENT: Chapter 7 of Ken Adamsidanual of Style
for Contract Drafting2d Ed., contains useful research.
See also aelpful2007Jones Day memioy Shawn C.
Helms, David Harding, and JohrPRillips at
http://bit.ly/4noETJ
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GENERADEFINITIONS

1.108 Seasonably

An action is takeseasonablywhether or not the word

IS capitalized) if the action is taken at or within the time
agreed or, if no time is agreed, at or within a reasiole
time.

COMMENT: This definition is reproduced verbatim from
UCCS§ 1-205.
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GENERADEFINITIONS

1.109 Specified

Specified whether or not capitalizedneans as specified
In the applicablesectionor in the Agreementunless oh-
erwise cleafrom the context

1.110 Statedc seespecified
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GENERADEFINITIONS

1.111 Termrefers to the [ONEYEAR] period following
the effective date of this Agreement

For the avoidance of doubt, the term of this Agreement
may be renewed or extended by writtenr@gment.

COMMENT Many agreements use the concept of the

term of the AgreementIn my view such usage is nét a

gl &a FLIINBLINAFGSET FT2NJ NBIl az
for a nondisclosure agreement, thermis a useful way

to distinguish between informatn that was initially d-

closed during theerm (and therefore is protected by the
b5!0 YR AYTF2NXYIOGAZ2Y GKI G o
protected), as in sectio2.102(a)
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CORPORA-HRELATEDEFINITIONS

1.2 Corporaterelated definitions

1.201 Affiliate

Affiliate statusexists (iwhen one individual oorgania-
tion is in acontrol relationshigvith another, and (ii)n
any other circumstance expressly stated by this Agre
ment.

PURPOSESometimes when a compamggotiates a

contract, it wants lhe benefits(or obligations)f the can-

tract to extend also tmther companies with which the

first company considers itsgldr the other sidejo be

GeffiliateR @ € CKAAd RSTAYAOGADY Lzl
cept of affiliation.

CONTENTIOUSThisdefinition is very cormon and
seldom objected to. It's based on definitions used in a
number of SEC regulations (see the commentary in the
definition ofcontrolbelow).

NOTE:Think about what would happenahe of the

2 (1 KS NJ & ihgRos fitdre afiltatesiuéned out to be

one of your competitors, or some other personargan-
izationé 2 dzZQR 2dzad | a az22y yz2d4 R

NOTE:It might bewell to specify elsewheren the

Agreement justwhat would happens in case of loss of

affiliate status. For example, supposthat (1)that a

software Icenser ANBSYSyYy i LISNX Aal-0 SR
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CORPORA-HRELATEDEFINITIONS

filiate to use the software, and (2hat a particularaffili-
ate were later to lose its status as such because ofra co
porate divestiture. It could be disruptive li¢ affiliate
were required immediately to stop using the licensed
software.

1.202 Affiliate 1 the following are alsaaffiliate
relationships: [N/A]

For purposes of this Agreement, tBpecified persons
are affiliates of each other regardless whethdndy have
a control relationship

PURPOSH:hisclausecan be useful infte situation in
GKAOKX tSiQa areées /2Yhnd ye
(0 dzZNB = |y Re aré@ndirglddanshio with the
joint venture, but it still wants the joint venture to have
affiliate benefits under the agreement.
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1.203 Control, control relationship

(a) For purposes of determiningffiliate status,control of
anorganization(\whether or notthe term iscapitalized

refers tothe direct or indirectpossession of (yoting

control of searitiesof the organizatiorcarryingat least

50% ofthe aggregataight tovote fori KS 2 NBIF YA T |
board of directors or comparable governing body, or

(i1) the right to selector to prevent the selectionof a

majority of the members a$uch board oother body

(b) Acontrol relationshipexists between two persons
(where apersonis an individual or an organization) when
one such personontrols is controlled by, or is under
common control with, the otheperson either directly or
Indirectly via o or more intermediaries.

PURPOSEee the discussion in the definition of
Affiliate.

CONTENTIOUSThe 50% language is common, athes

definition of control, which has roots in the definition of
affiliate in U.S securities laws such &le501(b)of SEC
RegulatiorD, 17CFR 230.501(b).

NOTE:Some parties mawant the percentageto beless
than 50%because theyave subsidiaries in which they
d2y Qi 2 ¢y stocK lConsidéniz€dadusing se-
tion 1.202to specifythat particularorganizatiors are to
be deemedaffiliates even without acontrol relationship
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1.204 Control via management power

Controlof an organizationfor purposes of determining
affiliate status, also includethe power to direct or cause
the direction of the management and policies of the o
ganizationpy contract or otherwise.

PURPOSE: 2 YS O2YyUNIY OUAY I ik NI A S
F0S&aé¢ (2 anghatitey KA Yttt KSeé a
trol® € ¢ KS f lcladdsimadeled?of text K A &
found in the U.S. securities laws (for example, in
Rulel-02(g)of SEC RegulatiorXS.

COMMENTC2 NJ NB3dzf I 42 NE LJzNLI2 & S
may be all well and good. But if this kind of definition of
GO2YUNREfé€ HGSNB (2 0S dzaSR A
Imagine how, in later litigation, the parties might have to
engage in extensive and expensiet discovery about

who has what management power

In many circumstances, it may be enough to state that
OSNIFAY ALISOATASR O2YLI yASa
regardless of any lack ofcantrol relationshipseesec-

tion 1.202for language to that effect.

° For an example of suchdadzOK ot GGt S 2OSN) ¢ K
(i NJirf this case, of a vessel destroyed by fisee Offshore

Drilling Co. v. Gulf Copper & Mfg. Coio. 0840885(5th Cir.

Apr. 20, 2010) (affirming summary judgment in relevant part).
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INDEMNIT-RELATEDEFINITIONS

1.3 Indemnity-related definitions

1.301 Indemnify

(a) IF:A provision of this Agreement obligates a party to
iIndemnifyanother individual or organization agairest
third-party claim or otheeventbut is not specific at®

the types of harm to be indemnifiedfHENThe oblig&

ed party will indemnify the individual or organization
against all claims, liaies, losses, damages, obligations,
penalties, actions, judgments, execution, costs, expenses,
and disbursements,fany kind or nature, arising out of
the specified event(s).Expensefor this purposen-
cludes, for example, reasonable attorneys' fees, expert
witness fees, and other expenses of litigation or agbitr
tion.

(b) Unless otherwise agreed, an obligationimolemnify
against a claim includes the obligation to provideea d
fense against the claim, whether or not the defensa-obl
gation is separately stated.

PURPOSHNiIs section eliminates the need to repeatedly
write (and read), the laundry list of things te bleferd-
ed- and indemnified against.

CONTENTIOUS®Many indemnityclauses include lan-
dry lists of this nature.

/1 w! ¢ hwQ¢{PREGUT 8IRA10-09-02 WWW.precut.org PAGR9


http://www.precut.org/

INDEMNIT-RELATEDEFINITIONS

NOTE: This definitioexpresslyequires the indemnifying
party todefendagainst claims. Some courts have held
that this obligation is implicitly part of an indemnity ol
gation; this language makes the obligation explicit.

NOTETKA & RSTFAYAUIAZY R23% bhte
f Saaé¢ Ofl dzaST Ay 6KAOK UKS
not only (i)agrees to reimburse the Protected Party for
whatever damage it might incur itself, but also gives

the Protected Party a geatut-of-jail-free card, that is, the
iIndemnifying party agrees to be responsible for all of the
damage in question even if the Protected Party bears
some responsibility foit.

COMMENT: For a very understandable introduction to
indemnities, se&€ KS al yIF 3SNRQ& DdzA RS
Indemnity Clausedy attorney Frank Adorantia

Goode Books preview is dittp://bit.ly/Indemnity .
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1.302 Protected Party Protected Person

(a) Protected Partyunless otherwise specified, refers to:
(i) in connection with a thireparty claim, a signatory pa
ty that is eritled to indemnity and/or defense by aniot
er signatory party; (iin connection with a limitation of
remedies or other liability, the signatory party whosse li
bility is so limited.

(b) Protected Persorefers to (i)a Protected Partytself
and (ii)the Protected Party's eployees, officers, die
tors, shareholders, generand limited partners, mm-
bers, and managers.

COMMENTThis definition helpseduce the verbosity of
iIndemnity provisions.
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2. Confidential information

COMMENT For an excellent overview of confidential
iInformation provisionssee the articlé'What is m-
portant in a confidentiality agreement or neaisclosure
agreement (NDA)7by Yoichiro (*Yokuni) Taky a pat-
ner atthe Wilson Sonsidaw firm.

2.1 Confidentiality definitions & requirements
2.101 Disclosing Partyefers to [EACHPARTY]

(a) Receiving Partgefers to anyparty to this Agreement
that, pursuant to this Agreement, accesses Confidential
Information owned or maintained by a Disclosing Party.
(b) For the avoidance of doubt, only Confidential info
mation owned or maintained by a Disclosing Party @ pr
tected by his Agreement.

WHO WANTS THIS, AND WIBdth disclosingand te-
ceiving partiehave a keen interest in definirvghich
LI NI & Q& irfoNdatlalh vilIbé fsodeled:

1 ADisclosing Partwill often want the confidentiality
obligations to apply only to #nother party, so that if the
Receiving Partigappens to disclose its own confidential
Information, theDisclosing Partwill not have any ol
gation of confidence.
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CONFIDENTIALIDEFINITIONS REQUIREMENTS

1 Receiving parties, howevesften objectto a oneway
agreement andpush fora two-way agreement.

HYPOTHETICAL NEGOTIATION EXAMByiOSse that
Parties A and B sign a d¢mentiality agreement that po-
tects the information of Party A only. They do & b
causeonly PartyA will be disclosing its confidential |
formationt or so they think

X |t's entirelypossible however, that at a later date, the
parties will decide that they also need to protectrPa
ty B's conildential information.

X In that case Party A, the originaisclosing Party

might find itself in the embarrassing position of agkio
negotiate a new agreement: In the original negotiation,
it played hardball by demanding that PaByagree to
tough confidentiality obligationsBut then, when it

looks like the roles will be reversed, it doesn't want to
have to live with those olgations itself as &eceiving
Party.

x If the parties have tmegotiate a new agreement,

the business people are likely to ask pointed questions
F62dzi K& (GKS INBSYSyYyd 0O2d:
NAIKGE Ay (GKS FANROG LI I OSo

So as a general rule, it's oftergaod idea to insist that
any confidentiality provisions be twway in their effect
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from the start, protecting the confidential information of
both parties.

POSSIBLE ARGUMERODR AND AGAINST A FTWRAY
AGREEMENT

x Receivingpartyargument "2 S R 2 gwdfar sutey
GKFG 6S 62y Qi ySSR (2 RAAaOf
you. If that happens, we need for our information to be
treated as confidential, too. Besides, with a tway
agreement, it should take us less time to work out @& m
tually-agreeable set aferms and conditions. Each of us

will have to live with the same rights and restrictions that

It asks the other side to accept. That should make both of
us more inclined to be reasonable in the negotiations."

x Disclosingparty argument "We want it clearthat on-

ly our information will be treated as confidential. If you
KIFILILISY G2 RAAaAOf2aS e2dz2NJ Ay T
ySOSaalNAfe 3I2Ay3I G2 dzasS A
want to be contractually obligated to treat your imfo

mation as confidentiat 0 KI 6§ Q&4 2y S Y2NB 2
GSOR KI @S G2 YlIyl3ST IyR ¢S
that."

COMMENTEven in a tweway provision, a good drafter

can slant thdanguage in favor of the role he (or she)

thinks his client will be playing.
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2.102 Confidential Information definition

(a) aConfidential Informatioa refers to information that:

(i) is shown to have been the subject of reasonalite e
forts by the Disclosing Party to preserve the information
In confidencefii) is shown to have been initiallysdi

closed or otherwse made available to the Receiving-Pa

ty by, or on behalf of, the Disclosing Partydujing the

term of this Agreement, and (y) compliance withany
marking requirement imposed by this Agreement; and

(iii) is not shown to be within one of this Agreeniei»& S
clusions from Confidentidnformation status.

(b) Forthe avoidance of doubt, all confidentiality olaig
tions of this Agreement apply t@ny copies, notes, sor
maries, etc.made by the Receiving Paittythe extent
they contain Confidential Infornti@n.

COMMENT: Thaefinition of Confidential Information
more or less tracks definitions typically found in state
trade-secret statutes and case law.

COMMENT:Insubparagraph @ >~ (0 KS RS®-AY AL
FARSYUALIf LYF2NXI (A 2opfdn | £ f 2
the usual way: Under subclause (i), hisclosing Party

must show that it made Reasonable Efforts to preserve

the information in confidence. Assuming the Disclosing
Party succeeds in doing so, then undabclause(ii) it is
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up to theReceivindPartyto show that the information is
nevertheless within an exclusion.

COMMENTSome lawyers for disclosing parties like to
Include long laundry lists of specific examples of eonf
dential information; this can be done usisgctian 2.103

NOTE:The definition of Confidential Information is not
as strict as that of "trade secret" under typical state laws
To beatrade secret generally speakinghe information
must give someone who knows it an economivad
tageover someone who doesn't.

COMMENT: Subclause (a)(iii)(x) denies confidentiality
status to information that was not initially disclosedrelu

Ing theterm of the Agreement. Receiving pasi often

want language like this to avoid being surprised by claims
of confidentiality longer after they thought their business
with the disclosing party was over.

NOTE:Disclosing parties often want the avoidarak
doubt language isubparagrapl{b) to drive home the
point that the Receiving Party must treat its notes, etc.,
as confidential informatiom and that those documents
must be returnedo the Disclosing Pariyr destroyed if
sorequired bysectian 2.301
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2.103 lllustrative examplesf Confidential Information:
INONE DEEMED NECESSARY]

Confidential Informatiomcludes, for exampleny std-
ed categories of informationwhich areprovided for
purposes of illustration and not of limitation. The status
of particularitems ofinformation is subject to the other
requirements of this Agreement for information to be
classified as Confidential Information.

WHO WANTS THIS, AND WHYR & Of 2 & A ywa LJ- NJ
yers, out of an abundance of caution, sometimes want

this language so as to be sure thiairOf A Sy i #Q O2
tial information is covered by the basic definition.

CONTENTIOUS®Ynlikely.This type of definition is not
uncommon in confidentiality provisions.

COMMENTPersonally, I'm skeptical thatcludngthis
kind of laundry list ofypes ofconfidential information is
likely to makes any significargalworld difference.
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2.104 Exclusiongrom confidentiality status

(@) The termConfidential Informatiordoes not include
iInformation that is shown to have beg at therelevant
time: () published or otherwise generally known by-re
evant segments of the public; ar)known by theRecev-
Ing Partybefore obtaining access tounder this Agre-
ment; or (ii) provided to theReceiving Partigy a third
party na under an obligation of confidence benefiting
the Disclosing Partyor (v) indeperdently developed by
the Receiving Partwithout use of theDisclosing Party
Confidential Informationor (v) disclosed to a third party,
by theDisclosing Partgr with its authorization, without
confidentiality obligations comparable to those of this
Agreement.

(b) For the avoidance of doubt, a specific selection or
combination of information will NOT be exded from
Confidentialinformation status solely by virtuef the

fact that some or all of its component parts are the

selves so excluded, UNLESS the selection or combination
itself, along with its economic value and principles pf o
eration, are themselves within such an exclusion.

WHO WANTS THIS, AND WIR¢égeiung partiesalmost
always want languagiéke that of subparagrapfa)to

nail down some specific ways by which they can try to
digprove confidentialty.
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CONTENTIOUSEXxclusions from confidentiality aré a
most universally seen in confidentiality provissonThey
favor theReceiving Partfby making explicit what the

law usually provides anyway), but they're almost always
regarded as acceptable by disclosing parties.

COMMENT Concerningubparagrapl{a)(iv), a receiving

party is likely to havatoughtime convincing a judge or

jury that it independently developed the informatiam-

lessit can corroboratats oral testimonywith lab note-

books or otherevidenceL Q@S 2 0 ahadBsvR  F A N
judges and juriesansometimesrefuse to believeoral
testimonyabout independent developmentespecially if

the putativelyindependent developers had access to
confidential information’

COMMENT: Some disclosjparty negotiatos might try
to object tosubparagrapl{a)(v), which excludes infe

"I was cecounsel for the defendant at the trial @eleritas
Technologies, Lid@® w2 O ¢ S,{150F.3d\3bD(Fed./ 2 N1LJd
Cir. 1998), in which the appeals court affirmed judgment on a

jury verdict that Rockwell had breached an NDA by usingrtec
nology disclosed to it by Celeritashe appeals coudbserved

0KIF G & oa RacByéhdiE hadihdgperidénily develop its

own X technologyfsic], but instead assigned the same é&ng

neerswho had learned of Celeritas's technology under the NDA

to work on theX development projet 6 SYLIKI aA & | RF
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CONFIDENTIALIDEFINITIONS REQUIREMENTS

mation discloseavithout restrictionto third parties but
( K | pefyamuch the way the law worKs.

Concerningubparagraptfb): In litigation, receiving pa
ties sometimes try to argue that {ndividual bits and
pieces of confidential information are publicly known,
and sotherefore (ii)the combined bits and pieces gu
posedlycannot beconfidential. The law is otherwisg
but even sq disclosing parties sometimask forlan-

®In April 2010, Lockheed Martin wan$37 million verdict

against a competitor for misappropriation of trade secrebut
then the judge ordered a new trial because, he foundkkLoc
heed Martin had withheld email evidence suggesting that the
company had disclosed the trade secrets in questioa can-
petitor without restrictions. See R. Robin McDonald, Discovery
CILAfdzZNE {Ayla [20]1 KG§30RMQat PorT
http://goo.gl/MLST, see also a blog posting about the case by
Todd Sullivan dtttp://goo.gl/PpEW

’ See, e.glntegrated Cash Mgmt. Servs., Inc. v. Digital T@ansa
tions, Inc.920F.A 171, 174 (2d Cir. 1990) ("[#hde secret

can exist in a combination of characteristics and components,
each of which, bytself, is in the public domain, but the unified
process, design and operation of which, in unique combination,
affords a competitive advantage and is a protectible segret"
guoted inWaterville Investment, Inc. v. Homeland Security
Network, Inc.No. 08C\3433(E.D.N.Y. Jui, 2010) (granting
summary judgment dismissing tragecret claimjinternal
guotation marks and citation omitted).
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CONFIDENTIALIDEFINITIONS REQUIRMENTS

guage like thign their agreementso give them smn-
maryjudgment ammunition.Experienced receliving
party lawyersare usually OK with this kind of language

ALERT Some badhidrafted confidentialityexclusion
clauses categorically exclude information sought under
subpoena, a search warrant, etc. Under solguses, a-
guably even the mere isance ofa subpoena, etc., for
confidential informatiornwould completely strip then-
formation of its confidentiality status. This would norm
ally be abigmistake, because it might deprive tibgs-
closing Partyf the benefit of any confidentiality prote
tions inthe subpoena itself or in a protective ordem-e
tered by the court. The better approach is to provide
that the Receiving Partsnay disclose confidential info
mation pursuant to a subpoena, etc., as long as it meets
certainconditions, as iisection2.205
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2.105 Proof of an exclusion requirespecificevidence.

Proof of an exclusion from confidentiality requires
(i) documentaryevidenceand/or (ii) reasonably
corroborated oral evidence.

WHO WANTS THIS, AND WHYsgosing partiesvantto
raise the bar for the Receiving Party in court.

CONTENTIOUSZ KS G R20dzYSyidl NBE SOgA
IS not uncommonly seen in fornmsoposed by disclosing
parties but receiving parties sometimes object to it.

COMMENT: Thie NS | bly2ogffdborated oral ev-

R Sy @u¥yéagaepresents a compromise positiorit
borrows from the paterdaw requirement that an inve-
tor who claims to have invented his invention earlier
than the filing date of his patent applicationust pio-

vide eviderte to corroborate that claim. "This ruld-a
dresses the concern that a party claiming inventorship
might be tempted to describe his actions in an unjustif
ably selfserving manner in order to obtain a patent or to
maintain an existing patent.Sandt Techology, Ltd. v.
Resco Metal & Plastics Cqrp64F.3d 1344No. 061449
(Fed. Cir. 2001) (affirming relevant part of summary
2dzRAYSYUT a | YL { UeStdOtIsu@-F f |
ciently corroborated his prior invention) (citation and |
ternal quotation marks omitted).
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COMMENTNormally the burden of proof in a civil case

IS by a preponderance of the evidence. This is sometimes
explained as meaning that the partysasting a fact must
show that the asserted fact is more likely than not to be
true. And judges and juries are allowed to take inte a
count oral testimony, not just documentary evidence.

Disclosingparty argument to the Receiving Partg L ¥

& 2 dzQNXE clditd thaf ybu su@posedly knesur con-
fidential information even before we gave it to you,
e2dzOQNBF 3IF2Ay3I G2 KIFGOS (G2 R2
witness to say so. Everyone knows that witness testim
ny is trickyg¢ memories can mutate, and employeesca

be inclined to shade their testimony so that it comes out
0KS 61 & OUKSANI 02aa ¢l yiaoé
Receivingparty argument to the Disclosing Partgt 2 K €

should we have a greater burden of proof than we would
YVZ2NXI{feKEeg

[HISTORY: Edit2@1008-15to add explanabn and ¢
tation of Sandt Technologly.
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2.106 Presumption of confidentialityapplies[TO
INFORIATIONMARKED AS SUCH

This presumption (is rebuttable, and (iixpplies only to

GKS 5Aa0ft2aAay3 tI NheéQa vodz2NR
iIdence, without shifting thailtimate burden of proof,

that is, the risk of no#persuasion.

WHO WANTS THIS, AND WIBYstlosing parties often
want a presumption of confidentialityo reverse the
usual burden of proof in a lawsuif his language repr
sents a compromise.

CONTENTIOWBSA pure, burdepshiftingpresumption
about DisclosingParty information might well be objéc
ed to by receiving parties. Recelving parties often go
along with the presumption if it applies only to suitably
marked information as here

BACKGROUND: Noiiydhe burden of proof would be
on theDisclosing Party to show that its infoation was
confidential. (The Disclosing Party would usually prove
this by offering evidence that it hadadereasonable &
forts to keep the information confidentigl.

A burdenshifting presumptionof confidentialitymight
technicallyreverse that burden of proof: It couldake
the Receiving Partyearthe risk of failing tgrove that
the information came withirmanexclusion from confide-
tiality status.
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(As a practical mattethough,the Receiving Party iog
Ing to put on whatever evidence it can anyway to show
that the information was not confiddral.)

For a useful summary of evidentiary presurops, see
PaulR. Ricel=mail, | presume: Authentication law needs
updating for the ecommerce ageLegaTimes, week of
Jan.22, 201,accessed Ocf.7, 2008.)
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2.107 Marking of Confidential Infomation [IS
REQUIRED]

(&) Any marking required by thsection2.107must n-
clude a reasonably prominent, visuatBadable notice
3adzOK | &% F2NJ SHnfonlalforBat o/ 2y ¥
Wyl YS8¢é 2NJ d{dzo02SO0 G2 bs5! &

(b) Confidemial Information not marked in accordance
with this section2.107is not subject to the confidential
ty obligations othis Agreement (but see alsoee

tion 2.108 concerning catclup marking).

WHO WANTS THIS, AND WHY? Receiving partie$-very o
ten ask for language like this for two reasons:Sa)their
employees will know what information they have to treat
as confidential; 2) to make itear that unmarked info

mation is fair game for the Receiving Party to use sf di
close as it pleases.

CONTENTIOUSReceiving parties often object if a
marking requirement is omitted. Disclosing parties often
agree to such a requirement, though, iftcla-up marking
language is included.

COMMENT: A marking requirement usually does not put
much of an extra burden on the Disclosing Party, because
the Disclosing Party already has a practical motivation for
marking its protected information:
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1 In court, a closing Party, seeking to show that its |
formation is confidential, will usually todhe fact that it
marked itsinformation as indirect evidence of confide
tiality.

1 Conversely, courts can sometimes interpret a Dsclo
Ay3 t I NIé Q& Frhafioh aghiBiredier Y I NJ
RSYOS (KIFdO (GKS 5Aaconsklerthe 3 t
Information to be confidential.

Thus, a marking requirement really should not be that big
a deal for a Disclosing Party.

POSSIBLE ARGUMENTS PRO AND CON:

 Receivingpartyargument:h[ 221 = & 2 dzQNBKE 3
IAGAY T dza AYTF2NXIFOA2Y m@KFGQ
YFOGAZ2Y GKIG AayQio 2SS R2y Qi
to guess which is which, or what they can do with arti

ular information. Suppose you gave us informatibatt
glayQid YINJSR Id Fftfd hNI adz
dzy YIF NJ SR AYTF2NXIF A2y d 2S 4K
about whether someday you might sue us for using the
AYF2NNXYI GA2Y O 1 faz2z>s gS-nt f &
GAYS GNI AYAY 3 GheindnfideytiRlity 3
ligations. So if you consider information to be confide

tial, we need you to mark it as such before you give it to
dza® hUOKSNBAEASTI 6S R2yQb- 4y
ject to any confidentiality obligations."

= N
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q Disclosingparty agument:h[ 221X 6S R2Yy Qi
ly mark all our internal information as confidential. We

R2y QU ¢yl (02 KF@S G2 GF 1S
making sure everything we give you is marked. This

would be especially true if we were to let you look at and
copy our internal files. So weeed you to treat anyn-

formation you get from us as confidential until you can

LIN2E @S A0GQ&a& y20dh
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2.108 Thecatchrup marking periods [10 BUSINESS
DAYS] after an initial unmarked disclosure.

IF: ParticularConficential Information isnitially disclosed
without the marking required by secticgh107, for ex-
amplein an unmarked writing ovia a denonstration,
oral presentation, or othermanner not coducive to
marking THENTheinformationin questionwill be
deemedto complywith section2.107if the Disclosing
Party(i) identifies the nformation as confidatial at the
time of or promptly afterthe initial disclosure, and

(i1) within the statedcatch-up marking periodhereatfter,
causes a copyor written summary of the Qafidential In-
formation, marked agequired by setion 2.107, to be
provided to the Receiving Party.

WHO WANTS THIS, AND WHY? Disclosing parties want
language like this so that if, by some misfortune, thg Di

Of 2aAy3 tI NIée R2SayQi KI @S
G2 YIFENJ] Fy AYLERNILFY(d LIKRSOS
ik f ¢ GKS AYF2NXIOGAZ2Y 62y QI
Agreement.

CONTENTIOUSYariations on this language are seen in
many and even most confidentiality provisions. (The
length of the catchup marking period might be negotia
ed.)
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COMMENT: Whatshdl 4§ KS 5Aa0f2aAy3a
be for doing catchup markingt after which the un-

marked information becomes fair game for the Receiving
Party to use without restriction?

The brightline approach:Some confidentiality prav

sions require catclup markng to be completed within a

stated timet typically five to ten business days, but o

ten as much as 30 days. This is a brlgi® approach

that favors the Receliving Party, because if the Disclosing
Party fails to mark it by the stated deadline, the nfo
mGA2yQa O2YFTARSYUALFIT ABE NI
adzySa O2yFARSYUAILFITAGE KkayQi
cable law, for example IPAAor the GrammlLeach

Bliley Act)

Brightline tests can be advantageous in business co
tracts. They make life easier on the people who actually
have to do the work, and they promote predictability,
whichis prized in the business world.

But here a brightine approach has the potential to
RIFYF3S GKS LI NOASAaQ o0dzaAySa
SEA&GaAaLP ' YR AGQa y20G Of SI N
will actually do for the Receiving Party.

Putyourselha y G KS 5Aa0f2aAy3a t I NI
and forget to mark particular information, the Receiving

t I NIé& YAIKG OfFAY GKFG @& 2dxQ
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dzaS 2F GKS AYyTF2NXYI GAZ2Yyd LI
Receiving Party would suffer any prdice by belated

markingq the Receiving Party asserts that the info
YFOA2Y Aa y2 f2y3ISN O2yFARS
relationship is supposed to be a collaborative one, that
g2dzd RYyQid oS | I22R GKAYy3IOD

The reasonabléme approach:For collaborate reb-

tionships, another approach is to allow catefpp marking

within a reasonable time. Sure, that can lead to unace
GFrAyde Fo2dzi gKFaG aF NBIFazy
very uncertainty can usefully encourage the parties to try

to work things out, vich in turn can help them preserve

their business relationship.

LY lyeé OFasSszs Ay | Oz2ftftl o2NJ
thing for the Receiving Party to call up the Disclosing Pa
tyandaskb|l Seé%X @2dz RARY QU YIF NJ
dential; did yountend to do that, or did it just slip

through the crack?' The Disclosing Party gets a chance

to protect its information, and the Receiving Party scores
LI2AYyGa F2NJ oSAYy3I || da3I22RE 06
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2.109 dearly-recognizableConfidential Information
need notbe marked as such.

If so specifiedanyinformationthat a reasonable person,
In the position of the Receiving Party, woualdarly re-
ognizable as Confidential Informatiomill be deemed
such even if not so marked.

WHO WANTS THIS, AND WIB¥stlosing paies would

like to dispense with a marking requiremesd that they

62y Q0 KIS G2 020KSNI Y-l NJAY
YFOGA2Y |a &adzOK 0S@SYy GK2dzaK
to do so anyway, as discussed in the commentary above).

CONTENTIOUSReceving parties often object to &

guage of this kind, in part because it puts an extra burden
on aReceiving Parga LISNR2Y Yy St X | yR A
language could easily create disputes about what is

"clearly recognizable" as confidential.

COMMENTL siufderstandable that disclosing parties
don't want to lose their confidentiality rights if theyrfo
get to mark particular information as confidential. But a
catchrup markingclause of the kind included above,
should be enough to address that problem.
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2.110 Information of DisclosingParty affiliate s
[CONSPICUOUSLY MARKED AS SUCH)] can be
Confidential Information if otherwise eligible.

For the avoidance of doubt, any marking requirement of
this section is distindrom any marking requirementn-
posed by anyther section of this Agreement.

WHO WANTS THIS, AND WIBYstlosing parties sogn
times want to be able to give the Receiving Party not just
their own confidential information, but those of theif-A
filiates as well, without having to get their Affiliates t

sign separate confidentiality agreements.

COMMENTWhen negotiating a nondisclosure agre
ment (NDA), &isclosing Partgnight plan on disclosing
not only its own confidential information, but also that of
Its subsidiaries and other corporakdfiliates as well.

On the other hand, &eceiving Partwill want to know in
advance the specific companies to which it owes eonf
dentiality obligations.

ALERT It could be dangerous to make a blanket stat
ment that confidential information of th®isclosing Ra
tyQ Affiliates will be deemed confidentiaConsider this
hypothetical scenario:

1 Completely separately from the transaction comte
plated by the nondisclosure agreemeat) individualin
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the Affiliate organizationgives information tan indivd-
ual atthe Receiving Party

1 Neitherindividual,knows anything about a nondisel
sure agreement or has any sort of confidentiality odlig
tions in mind.

1 TheReceiving Partgnakes use of théffiliateQa rA y T 2
mation in its business.

1 Later, theAffiliate decides that it wants to claim that
the information was confidential, an prevent theRe-
ceiving Partyrom usingor disclosingt.

1 TheReceiving Partgnight have valid defenses such as
estoppel, but who wants the grief (and expense) of-ha
Ing to litigate the gestior?

A sledgehammer solution to this problem would be to
categorically excludaffiliate information from proted-
SR adl ddzao® . dzi GKFGQa LINROF

This section instead tries to balance the parties' interests
by requiring Affiliate information to beconspicuously
markedas confidential in order for it to be protected.
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2.2 Protection of Confidential Information

2.201 Precautions

The Recelving Parghalltake reasonable precautions to
protect Confidential Information from unauthorized use
or disclosure. Such precautions are to be not less than
those the Receiving Party uses for its own information of
comparable nature and value.

WHO WANTS THIS, AND WIBY¥stlosing parties nearly
always want language like this, in part so that they can
demonstrate to a court that they themselves tookare

sonable precautions with their confidential information.

CONTENTIOUSR i a4 K2dzZ Ry Qi o0So®
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2.202 Use of Confidential Information

(a) TheReceiving Party must obtain the Discloging NI & Q &
prior written consent tcanyuseby it of Confidentialn-
formationd S OK (& LIS PBemittéddsek) dza S =
(b) IF:Asclearlyshown by written evidence, the parties

are entering into this Agreement in conjunction with any
activity listed belav in this subparagraph (bJHENThe
5Aa0f2aAy3a tINOeée O2yaSyda
Confidential Informatiorduring the term of this Agme

ment to the extent reasonably necessary for tbarre-
spondingPermitted Use

(Dt ! we¢ L 9{ Q Expdrisglandirhegotiating a
potential business relationship between the parties

t 9walL¢¢95 ! {9Y laasSaaary3a o
In, and/or negotiating the terms of, such a relationship.

(2)t ' we¢ L9 { Q Entering linto AnbtheY agreement
betweenthe parties. PERMITTED U3Ee Receiving

t I NJi)pefférmance of its own obligations, and

(if) exercise of its right toequire performance by the
Disclosing Party, under such other agreement

WHO WANTS THIS, AND WHY? Both parties want to
know theextent to which the Receiving Party is petami
GSR 02 dzaS 0UKS 5Araao0fzairy3a t
Moreover, the Disclosing Party will want to show a court
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that it did not allow unrestricted use of its Confidential
Information.

CONTENTIOUSPermtted-useclauses are practically
universal in confidentiality agreements. The specific
use(s) to be allowed will depend on the circumstances.

COMMENT: Unfortunatelgome confidentiality prow
sions fail to distinguish betwedpPermitted Usend Pe-
mitted Disclosuref confidential information.

COMMENT: Concerning fad@vagraphif): Normally,
drafters prefer that contracts be setbntained, and 6
ten include arentire-agreementclauseto make sureof
it. (TheParol Evidence Rugipports this principle.)

In an NDA, however, adhering to this principle wowdd r
guire the parties to draft and perhaps negotiate a
statement of permitted use. This strikesras very 6
ten being aime-wastingreinvention of the wheel.

So,this clausedeliberately refergo evidence outside

GO KS F2dzNJ O2 NY Sdigthatth éntiréi KS O
agreementclauseis draftedto take this intoaccoun).

My thinking is this:

1 Certainly in theory this language will increase time u
certainty a bit: The parties might later get into a dispute
F62dzi 6KIFG aK2dA R 0SUBR®EYSR
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Andi KSeé OlFyQid oS mMnm: OSWNIIF A
Idence might be adduced at trial.

1 In most cased,think, this will be a risk worth takinig
exchange for the increased convenience to the parties,
because:

o I thinktheodds arel KI 0 GKS LI NIASaQ
(and perhaps other correspondenacgill nicely establish
gKFEG O2yaidAaiddziSR OKS &L NI A
entering into the NDA

o Thisclausetakes advantage dhe likelihood that
such written evidence will be availalgeat letsthe pa-

ties simply sign the NDAvithout making them negtate
an individualizedstatement of permitted use.
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2.203 Disclosure of confidential information

(a) TheReceiving Party may not disclose Confidential |
formation excepf(i) as specified in this Agreemeaot

(MAGK GKS 5Aa80f2aAy3tE&EEhNT e Q
8ddzOK RA & Of 2 & dzNIPerrhitted DiSsIFs@ & NS R
(b) As one lllustrative example of a disclosure of Gonf

dential Information, the Receiving Party may not confirm,

to any third party, any correlation or similarity between
Confidential Iformation and information from any other

source, except as otherwise permitted by this Agreement
2N 6A0K OKS 5Aa0fz2aAray3a t I NI

WHO WANTS THIS, AND WBéth parties want to

know the extent to which th&eceiving Partis permt-

ted to re-disclose theDisclosing Pariga O2 Yy f-A RSy
formation.

CONTENTIOUSPermitteddisclosureclauses are pra-
tically universal in confidentiality agreements.
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2.204 Needto-know disclosuresto ReceivingParty
employeesare permitted.

For the avoidancef doubt,during the term of this
Agreanentthe Receiving Party may discldgSenfidential
Informationto those of its officers, directors, anare
ployees whd() have a need to know foa Permitted Use
and (i) either (X) havesigned a confidentiality agement
with the Receiving Partyor () are otherwise bound by
legallyenforceable confidentiality obligations to thee-
ceiving Partyin either caseufficient to enable thde-
ceiving Partyo comply withthe confidentialityobliga-
tions of this Agreement.

WHO WANTS THIS, AND WH¥&Receiving Party
wants to be able to share confidential information inte
nally, without having to go back to ti&isclosing Partio
get its approval of each new person who will be given a
cess to the information.

CONTENTIO®BSInternaldisclosureclauses are praat
cally universal in confidentiality agreements.

[HISTORY: Edited for clarity 2a1815]
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2.205 Needto-know disclosuredo contractorsare
permitted, subject to certain restrictions.

If so specifiedduring the termof this Agreementhe Re-
ceiving Party may disclossonfidential Informationo

those of its contractors that (Have a need to know for a
Permitted Useand (ii) are bound by confidentiality obl
gationsthat are (x)set forth in a written agreementds

tween the relevant contractor and the Receiving Party
and (y)are at least as protective of the Confidential |
F2NXFO0A2Y & 0KS wSOSAA Yy 3
Agreement.

WHO WANTS THIS, AND WMNYS OS A GA Yy 3 LI NI
want to have toaskpermisson every time they want to
provide Confidential Informatioto a contractor.

CONTENTIOUSA Disclosing Party might well object to
allowingthe Receiving Partio discloseconfidential n-
formationto ANY other entity (other than as required by
law) without consent For all the Disclosing Party knows,
a ReceivindgParty contractor might turn out to ba Ds-
closingParty competitor

COMMENT: This may not be that big a deal for a Bisclo

Ing Partyc if a contractor is indeed a competitor, chances
arethatA 0 62y QU0 ¢l yld G2 02¥S |y
tial Information, for fear of being tied up in litigation.
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2.206 Disclosures compelled by law

TheReceliving Partgnay disclose confidential informa

tion when compelled by law, for example in response to

a subpoenar a search warrant, in a securities filisgb-

ject to the conditiorsthat the Receiving Partgnust:

(1) advise theDisclosing Partgs far in advance of such a
disclosure as practicable; and firpvide reasonablec:
operation with any efforts by th®isclosing Partyat the
Disclosing Parfga NXB |j dzS & G to imjit Re &BE LIS v &
closure and/or to obtain legal protection for the imfo

mation to be disclosed.

WHO WANTS THIS, AND WH¥&Receiving Party
R2SayQu ¢lyd G2 06S OFdaAKU 0
place LU R2SayQi grFyd 042 06S Ay
turns over theDisclosing Par§a O2 Y FARSY U A | €
INn response to a subpoena or search warrddh the
20KSNI KFYRZ A0 R2SayQit 61 yi
or under arrest for obstruatin of justicet if it declines

to do so.

CONTENTIOUSZompulsorydisclosureclauses arevery
often seenin confidentiality agreements.

ALERTLG Q& | @SNE o0l R ARSI G2
mation is categoricallgxcludedrom confidentiality sa-

tus from then on, merely by virtue of having been within
the scope of a subpoendn the event of a subpoena, the
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Disclosing Party likely would seek a court order that the
subpoenaed information can only be used or disclosed In
specified ways. That might welteserve the confidem

aA e 2F UKS AYTF2NXNIFOA2YSE AY
productive to have the information categorically exalu

ed from confidentiality.
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2.207 Compliance with law governing difosures

For the avoidance of doubt:

(a) Compliance with laws requiredfor all Receiving
Party disclosures and uses of Confidential Information
Including for examplall applicable lawgoverning -
closures of export controls, personal financial mfo
mation, or personal health information.

(b) Thisprovisiondoes not itself authorizanyparticular
disclosureoy the Receiving Party

WHO WANTS THIS, AND WIBYstlosing partigsome-

times ask for language like this because tReg Yy QiU &I Y
the hasslesaand legal riskkhat can come with having their
confidential inbrmation involved in prohibited exports of
technical data.

CONTENTIOUSTH there is any chance of confidential |
formation being sent to a foreign country or disclosed to
a foreign nationglthe Receiving Partgnight have a hard
time credibly objectig tothis language
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2.208 Copyingof Confidential Information

(a) Copyingpf Confidential Informatioms permittedonly

(i) as necessary for Permitted Disclosures and Permitted
Usesor (idg A UK UKS 5Aa0f2aAyva t |1
sent

(b) Fa the avoicance of doubt, any copied Confidential
Informationmadeby or with the authorization of thedR
ceiving Partyare subject to the confidentiality obligations
of this Agreement

WHO WANTS THIS, AND WHY? Q & LAIYNJoed13KQ
est toset out clear grond rules for theReceiving Parfy a
reproduction of confidential information.

CONTENTIOUSPermittedcopyingclauses are fe-
guently seen in confidentiality agreements, and are often
deemed acceptable by receiving parties.
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2.209 Cooperation against thirgparty misappropriation
ISrequired.

(a) If so requested by the Disclosing Party, Receiving
Party will provide reasonable cooperation against third
party misappropriation of Confidential Information.

(b) If sorequested by the Receiving Party, the Qustig
Party will reimbursdéhe Receliving Party for all reason
ble expenses associated with such cooperation.

WHO WANTS THIS, AND WI¥sZlosing parties or

more precisely their litigation counsel, who have been
known sometimes to try t@enserptenlis anyone and
everyone they think might be able to help them win.

61 SYOS GUKS Of FdzaS | 62azi bl
guestand expenss).

CONTENTIOUSPossIbly the Receliving Party might
object along the following lines:

1 If the possible thirdparty misappropriatorwere an
employee, etc., of th&eceiving Partythen theReceiving
Partywould already have an incentive to cooperate,
namely to try to avoid being sued by thesclosing Party
with the risk of punitive damages.

1 If the potential misapprpriator were not associated
with the Receiving Partythen theReceiving Partgnight
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legitimately not wantthe aggravation that can come with
WISGaAaAyad Aygd2ft gSR

1 If the potential misappropriator were a business par

ner or other ally of the Receiving Partize latter might

gStft y204 glyd G2 3ASG Ay GKS
with the Disclosing Party.
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2.210 Reporting ofknown- or suspected misappropa-
tion isrequired.

(@) The Receiving Party wgfomptly report to the Ds-
closing Party anignown or sugpected misappropriation
of Confidential Information.

(b) For the avoidance of doubt, the Receiving Party need
not so report tothe Disclosing Party if doing so would be
prohibited by law.

WHO WANTS THIS, AND WHY? Disclosing parties, for
reasons that shaold be seHevident.

CONTENTIOUS®PossIbly see the commentary at se
tion 2.209

[HISTORY: Edited for style 2a1815]
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2.3 Posttermination confidentiality obligations

2.301 Return or destructionof copies of Cohdential
Information [ISREQUIREDPON WRITTEN RE
QUEST&fter termination or expiration.

If so stated, gbject to the exceptions below (if any)pu
on any termination of this Agreement expiration of its
term, the Recelving Party Widause to be returnetb

the Disclosing Partyr destroyed all copies of Confide
tial Informationt including, for example, notes and
summaries containing such infoationt that are in the
possession, custody, or control ofthe Receiving Party,
or (i) any individual or organization to which the Recei
iIng Party provideguchConfidential Information.

WHO WANTS THIS, AND WHBYstlosing parties often
ask for a returror-destroy requirement on the theory
that it reduces the risk of having confideaitinformation
leak out after termination of the Agreement.

CONTENTIOUSA return-or-destroy provision is very
often seen in confidentiality agreements but maybe it
shouldn't be, for reasons discussed below.

COMMENTCNRY | wSOSA Qéativedret | NI &
turn-or-destroy obligationreallydoes only two things:

(1) It creates a compliance burden for tikeeceiving Party

T especially if theReceivingPargd y20Sasx SYI .
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similar documents must also be returned or destroyed;
and(2) it gives he Disclosing Partgmmunition with
which to brand theReceiving Partgis unreliable or even
ascofffamt a[  RASa4 | yR 3IASYyiRSY
ceiving Part2 06 A 2 dzaf & R A Rof-@estroyi |
obligations seriously; we have no reason to thinky

y
3

12217 GKSANI 20KSNJ 20t ATl aA2Y

When you think about it, the Receiving Party might not
need to be contractually bound to return or destroyneo
fidential information, because it likely has a purely
business motivationit very wellmight not want the cao-
Ay dza y 3 cénicbmeyith aving géDisclosing
PartyQad AYF2NX I GA2Y aAAGGAY3

The parties might bequallyserved, therefore, bgimply
omitting a returnror-destroy obligation.

COMMENTIf the Receiving Partlgasre-disclosed cond
dential information to a third partythis return-or-
destroy language would require the Receiving Party to
retrieve andreturn ordestroy the information.
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2.302 Backup tapes, etc[NEED NOT BEeturned or
destroyed.

If so specified, theeturn-or-destroy obligation does not
apply to copies of Confidential Information stored iis-sy
tem-type media, such as for example server system
caches and backup tapes, PROVIDED THAT such media
(i) are not readily accessible to users, andifiithe ord-

nary course of businesse periodically, and systemat
cally, overwritten.

WHO WANTS THIS, AND WIRégeiving partiesery d-
ten ask for this kind ofarveout from the returnor-
destroy obligation. Without such a caroeet, a Recei-
Ing Partymight be brcedto retrieve, search, and purge
its email backup tapesystem caches, et@ hat likely
would be very burdensomandexpensive; as anyone
can testify who has had to produce electronicaitgred
iInformation (ESI) during litigation discovery
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2.303 The Reeliving Party upon written request, shall
certify compldion of return or destruction withn
[30 DAY Safter termination or expiration.

(a) Upon written request by the Disclosing Party, the R
ceiving Party shall certify completion of any required r
turn or destruction of copies of Confidential Information
within the stated time after the termination of this
Agreement or expiration of its term.

(b) The certificateof return or destructiormust (1)be
sent to the Disclosing Party, and (te any knowrex-
ceptionsand, for each, whether or not the exception is
authorized by this Agreement.

WHO WANTS THIS, AND WIBYstlosing parties often

want to require thereceiving partyto provide a certif

cate of return of destructionThe main motivation, as

near ad can tell, is so thahe Disclosing Party will have

a document with which to bash the Receiving Party in
O2dzNIi AF WNBYYlIYyUQ O2yFARSY
GdzNy dzLd Ay GKS wSOSAQGAYy3I t |

CONTENTIOUSR 1 Q& y 20 dzy Oaag¥ike (0 2
GKAA AY | O2YyFARSYUOUALt HOE |
ered acceptable by receiving parties.

/1 w! ¢ hwQ¢{PREGUT 8IRA10-09-02 WWW.precut.org PAGE6


http://www.precut.org/

POSITERMINATIONONFIDENTIALIOBLIGATIONS

2.304 Outside-counsetonly archival copies need not be
returned or destroyed.

(a) Any obligation of the Recelving Party to return er d
stroy copies of Gdidential Information does not apply
to a set of outsidecounselonly archival copies of Canf
dential Information, including reasonable backups for
such copiesPROVIDED THAT glixh copies arenain-
tained, using responsible security measures, under the
dANBOUO 2NJ AYRANBOU O2y UNPRC
legal counsel (outside counsel), andt{® archive copies
are accessible only @y outside counsel and theine
ployees, or (iips directed or permitted by a tribunal of
competent jurisdictionpr (iii) with the Disclosing Party's
consent.

(b) For the avoidance of doubt, indirect contiflarchwv-
al copieancludes, for example, maintaining the archival
copies in a commercial recorg$orage facility operated
by an individual oorganizatiornthat, directly or indiret

ly, is contractually obligated to outside counsel to mai
tain the copies in confidence.

WHO WANTS THIS, AND WHY? Receiving parties som
times want their outside counsel to be able to preserve a
set of outsidecounselonly archval copies. This is s@n
times seen in confidentiality provisions relating to M&A
deals
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CONTENTIOUSAN outsidecounselarchive exception
IS often considered acceptable by disclosing parties.

COMMENT: In some situations, an exception for outside
counselonly archival copies might not be especiallg-us
ful:

9 If the Receiving Party were scrupulous in giving &rchi
al copies of all the Disclosing Party protected information
It received to its outside counsel, the archival copy could
prove useful in arguindhat it never had access to arpa
ticular piece of information.

1 But doing this might not be worthwhile unlessopr
tected information were disclosed exclusively in suitably
marked writings, or through narrow channels such as an
M&A data room.

91 For lesdormal disclosures, the fact that particular-i
F2NXFO0A2Y 6l ayQi O2yil iy
3ARS O2dzyaStQa | NOKAGI
so allowing outside counsel to retain archival copies
might not provide much benefit for the Receivingtya

LYOARSYGlIffter G4KS LIKNI &S w2
derstood to lawyers who work in litigation. See, far e

ample, paragrapil(c) of theprotective orderentered

In an antitrust case brought by the [U.®epartment of
Justice.

SR
02 LJ
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POSITERMINATIONONFIDENTIALIOBLIGATIONS

2.305 Confidentiality obligations continue after
termination or expiration.

For the avoidance of doubt, the confidentiality recpsr
ments of this Agreement will continue to apply, notiawt
standing any terminatio of this Agreemenor expiration

of its term, to any copies o€onfidential Information

that, for whatever reason, are not returned or destroyed,
until such time, if any, as the information in questiog b
comes subject to an exclusion from confidentiatsited

In this Agreement.

PURPOSE:

(1) Toreassure the Disclosing Pathat terminationor
expirationof the Agreementvill not automatically mean
GSNXYAYIGA2Y 2F 0KS wSOSAODAY
gations; and

(2) Byexpressly stating the parieQ A Y (tcogyididh 2 y & >
againsta later argument thathe Agreement violates the

rule against perpetuitieand therefore is terminable at

will (which might or might not be fine with thearties);

see Brett A. August and Andrew N. Dowrigguitable k-
ceptions to the Rule Against Perpetual Contradtgel-

lectual Property Litigation, Volume 21, NoABA Se-

tion of Litigation, ammer 2010)LINK- requires ABA
membership).
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[This page intentionally blank]
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2.306 Certainconfidentiality obligations will expire
[FIVE YEARS] after termination of this
Agreement.

(@) No later than30 days after any termination of this
Agreement, the Receiving Party may give notice to the
5Aa0f2aAy3 tIFNIée OGKIFIG O0OKS
obligations uner this Agreement will expire automatiea
ly at the time specified in the title of this section.

(b) During the 3@day period after receiving such notice,
the Disclosing Party may give notice to the Receivimg Pa
ty that designateswith particularity, speific trade

secret infomation as exception to expiratignf the Ds-
closing Party does so, then the confidentiality obligations
of this Agreement will not expire as to designated rmfo
mation for so long as that particular information remains
a trade secre

(c) For the avoidance of doubt, the Receiving Partyls-co
fidentiality obligations under this Agreement will not-e
pire to the extent applicable law requires the information
In question to be maintained in confidence.
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WHO WANTS THIS, AND WIRégeiung parties often

8SS1T U2 AYLRa&aS | wadzyasiQ 2
tions, in part so that after the stated time:

 theReceivingPar§d SYLJX 28SSa a2y Qi
tention to whether or not particular disclosifgarty in-
formation is confidential,

1 because under this sectiothe Receiving Partwill be
free to use or disclose the information as it sees fit.

CONTENTIOUSTheDisclosing Partis likely to object

to this language if its confidential information is likely to
be of longlasting value (See also the exception below
for information shown to be a trade secret.)

COMMENTA Receiving Partgnight argue for such a

GAYS fTAYAOD If2y3 GKS F2ftf20
2y 2dzNJ O2Y FARSYUALFtAGE 20f A
going to @ giving us seesnlikely to lose its value over
GAYS® ! FOSNI I OSNIFAY GAYS
to worry any more whether we need to treat the imfo

mation as confidential. Besides, if applicable law like
HIPAAor GrammLeachBlileyrequires continued comf
RSYUGAFtAGESYS GKSY (GKS Ay T2NY
confidentiality time linit regardless what this Agreement
alead {2 e2dz aK2dzZ RyQi KI @S

TheDisclosing Partgnay well have a very different view,
FYR YAIKO NBaALRYR a &2tt29
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POSITERMINATIONONFIDENTIALIOBLIGATIONS

vance that any particular information will lose its value
over time. For all we know, something we tell you might
turn out to be the equivalent of th€ocaCola® formula
l' YR OUGKSNBQa az2yYysS OFas €1 ¢
a time limit, we mightater be held not to have taken
reasonable measures to protect our confidential mfo
mation."” So we need for your confidentiality obligations
to remain in place unless and until the information in
guestion falls within an exclusion category."

COMMENTThe "designatingyith particularity' lan-
guage should be familiar to litigators: Ifasedon sim-
lar language irRule9(b) of the Federal Rules of CivibPr
cedure.

COMMENT Generally speaking, under the law in most
U.S. jurisdictions, a 'trade secret' is informatiorti{gt is
not generally knowror readily discoverableand (iithat
gives someone who knows it an economic advantage
over someone who doesn{see generallyhe Wikipedia
article on trade secrets

9 seeJulianne M. HartzelTime Limits in Confidentiality
Agreementsin American Bar Associatidntellectual Property
Litigation, Volume 20, Number 3, spriBQ09 (accessed
Aug.12, 2009).
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{ [This page intentionally blank]

/1 w! ¢ hwQ¢{PREGUT 8IRA10-09-02 WWW.precut.org PAGEB4


http://www.precut.org/

POSITERMINATIONONFIDENTIALIOBLIGATIONS

2307 ¢ KS wWSOSAQGAY 3 t I NlIée gAff
Confidential Information.

(a) For purposes of this sectiolesidual€Xightsrefers to

0KS wSOSAGAY3I tINIheéeQa MAIKI
closing Party, to us€onfidential Information that may

be retained in the unaided memory of the Receiving Pa
GeQa LISNREZ2YYStS twh+L895 ¢I
not refer to anywritten, electronic, or other fixed form of

the information and (iijo not intentionally remember

the information for that purpose.

)¢ KS wSOSAGAY3I tIFNIeéeQa NIIK
any applicable patent rights, copyrights, trademark

rights, ormask work rights owned or assertable by the
Disclosing Party.

WHO WANTS THIS, AND WIR¢égeiving parties, for
reasons that should be sadfvident.

CONTENTIOUS®Disclosing parties usually object stre
uously to residuals rights, because they htwepoten-
tial to give theReceiving Partsglmostcarte blanchdo
use confidential information outside the scope of the
agreement

COMMENTA residuals clausmight be appropriate in

an agreement where the parties have a long relationship
with lots of everyay exchanges of confidential imfo
mation, and where it might be difficult for people to keep
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track ofwho owned what.In many situations, however,

a Disclosing Partyould likelyreact toa demand for e-
sidualsright$ f 2y 3 GKS fAYySoupRF> al
pletive] mindK €
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2.4 Other confidentiality provisions

2401 WS OS A OA yé&endelarddl @ Qa R
iIndemnity obligation

TheRecelving Party willefend andndemnify the
Disclosing Party againshythird-party claim arising out
2T GKS wSOSA @A Y Ontid InfowdadioR.a dza

WHO WANTS THIS, AND WH¥@& Disclosing Party
YAIKO ¢l yd GKAA fFy3Idza 3IST A
0KS 5Aa0ft2aAay3d tINheéeQa O2yT¥
the Disclosing Party at risk from thiparty claims.

CONTENTIOUS®Passibly.
EXAMPLE 1. Suppose that

1 The Disclosing Party is a doctor; the Receiving Party, a
medical laboratory.

1 The doctor orders a blood test for a patiamho is a
well-known Hollywood celebrity

1 A laboratory processes the blood test, but then a lab
technician leaks the result to the tabloid press.

1 The celebrity patient sues both the laboratory and the
doctor for invasion of privacy.
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Under this section, the laboratory is responsible foypa
Ing the doctor's defense costg front, and also for any
damage award that the celebrity patient might win.

EXAMPLE 2. Suppose that

1 A university discloses pigublication research to a
pharmaceutical company under a confidentiality agre
ment.

1 The pharmaceutical company uses the research to
prepare a new drg and begins clinical trials.

1 Unfortunately, things go wrong in the trials because of
errors by the university's researchers, and a patient sues
both the pharmaceutical company and the university.

Under this section, the pharncautical company must
pay for the university's defense costs as well as for any
resulting damage award. And under the holarmless
clause, the pharmaceutical company cannot try to shift
any of the responsibility to the university, even though it
was the university's error thataused the problems.

COMMENTThis is a comparativelyarrow indemnity d-
ligation, in that it applies only to thirgarty claims "as-
Ing from" the Receiving Party's use of confidential info
mation.

[HISTORY: Edited 2008-15]
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2.402 No implied warranties in
ConfidentialInformation.

For the avoidance of doubt, alb@fidential Information

IS provided AS3S, WITH ALL FAULTS, WITH NOEREPR
SENTATIONS OR WARRANEKEELPT to the extent (if
any) that the parties expressly agree otherwise in writing

WHO WANTSHIS, AND WHYDisclosing parties like to

Fal FT2NJ OKAAa GeL)S 2F RAaoOf |
lawyer from later claiming that the Disclosing Party owed
some kind of duty of care to the Receiving Party comcer

Ing its confidential information.

CONTENDUS? L i & K 2 dafote yha& il exdressly
allows other language in the Agreement to take @ec
dence.
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2.403 No implied ownership or license rights
In Confidential Information

For the avoidance of doubthe Receiving Party is not
granted any licenseghts or ownership rights of any

kind, in Confidential Information or other intellectual
property of the Disclosing Partig XCEPT to the extent (if
any) that the parties expressly agree otherwise in writing

WHO WANTS THIS, AND WHYRIs is another laver-
repellant clause, often requested by disclosing parties.

CONTENTIOUS? (I &aK2dzf Ry Qi o0SX y2i
pressly allows other language in the Agreement to take
precedence.
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2.404 No impliedrestrictions onpersonnel job
assignmens.

For the avoidancefadoubt, the Receiving Party is not
required to limit the duties of any of its personnel who
gain access t@onfidentialinformation EXCEPID the
extent (if any) expressly agreed otherwise by the parties
In writing.

WHO WANTS THIS, AND WHY? Receivtngs[sone-
times ask for this language, for reasons that should be
selfevident.

CONTENTIOUSThisclaused K2 dzft Ry Qi 6S 02
part because it expressly allows other language in the
Agreement to take precedence.
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2.405 No implied restrictions orfreedom of action.

For the avoidance of doubt, the Receliving Party is not
restricted in its right to (iflevelop, acquire, market,
and/or selltechnologies products, or services similar to
or competitive with those of the Dasosing Party without
use of theDisclosind?arty's confidential information,
and/or (ii))to have one or more such things done for it by
third parties, and/or (iiifo enter into businessand
contractual relationships with third partieEXCEP{D

the extent (if any) that the parties exgssly agree
otherwise in writing.

WHO WANTS THIS, AND WIR¢é®eiving parties sogn
times ask for this language, for reasons that should be
selfevident.

o

CONTENTIOUSThisclaused K2 dzft Ry Qi 6S 02
part because it expressly allows other langeaan the
Agreement to take precedence.
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2.406 No confidential disclosures to Receiving Party
without its specificconsent

The Disclosing Party will nodisclose any particular item

of Confidential Information to the Receiving Party unless
the Receiving Partyrfit consents in writing to the spéei

Ic disclosureThe Receiving Party will be under no o#lig
tion of confidence under this Agreement for any info
mation disclosed in violation of the previous sentence.

WHO WANTS THIS, AND WIbvdppose the receiving
party and disclosing party are competitors. Theeiving
party might want to be sure that it was under a confrde
tiality obligation only for limited, specific confidential i
formationt it might want to avoid becoming entangled
In unwanted confidentiality olgations with respect to
other information.

CONTENTIOUS? A disclosing party might reganorthis
visionas imposing an unnecessary paperwork burden.

[HISTORY: Add€61008-15]
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2.407 No implied disclosure obligation

For the avoidance of doubt, this Agreemelttes not -
ligate the Disclosing Party to disclose any particular-Co
fidential Information to the Receiving PalBX CEP{b

the extent (if any) thathis Agreemenexpressly states
otherwise

WHO WANTS THIS, AND WHY? A disclosing party might
want this chuse as insurance against a claim that it was
obligated to disclose particular information to the recei

Ing party.

CONTENTIOUS? If this provision were in a contract, and
the receiving party expected to be given particular items
of information, then the reeiving party would want to

make sure the contract expressly required the disclosing
party to disclose those items of information.

[HISTORY: Adde61008-15]
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3. Site visits &

network access

3.101 [EACH PARTY] will comply with reasonable,
timely-communicated sié rules & network
policiesof [THE OTHER PARTY] when visiting

Personnel subject to the control of the stated visiting
party who visit physical premises or access a computer
system or network (collectively, site) thfe visited party

are to comply withsuch reasonable site rules and policies
as the visited party may timely communicate to tha-vis
tors or to the visiting party.

WHO WANTS THIS, AND WHY? Companies that routinely
have contractors coming on site often haslauses like

these in their standal form agreements, sometimes in a
very biased onavay form.

CONTENTIOUS?P f f G KS OIF NAI GAa2ya K
0f SySaaé¢ ljda t AFTASNARE a2 (KS
heartburn.

/1 w! ¢ hwQ¢{PREGUT 8IRA10-09-02 WWW.precut.org PAGB5


http://www.precut.org/

SITE VISITS & NETW@CESS

3.102 [EACH PARTY] will makeasonable effortso
avoid interferencein[THEOTHE t ! we¢- 6 Qa
site work.

Each specifiepgarty will makereasonable efforts to

avoid interfering with the activitiesf the other partyat

Fyeé aAidS 6KSNBE GKS LI NIASaQ
present

WHO WANTS THIS, AND WHY? Companies that nputinel
have contractors coming on site often hawee-way
clauses like these in their standard form agreements.
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3.103 Evidence of employability is required upon
request.

Upon request by the visited party vasiting partywill
providethe visited party with reasondé evidencethat

its personnel who go osite at the visited party's phys
cal premises are legally employable in the jurisdiction in
which the premises are located.

WHO WANTS THIS, AND WHY? Some companies may
feel compelled to verify employability (pakb/ as part of

a nonprosecution agreement for past employment of
undocumented workers).

CONTENTIOUS?KA & NXIljdzA NBYSy - a K2
tentious, given that U.S. law requires all employers to

verify that their employees have the right to work inghi
country.
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3.104 Site acesgnay notbe denied in an illegally
discriminatory way.

For the avoidance of doubt\asited party mayot deny
access to the visiting party's personmal any reason
prohibited by applicable law (faxampleantidiscrim-
nationor equatopportunity law), but otherwise may do
soin the visited party'®usiness discretion
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3.105 Denial of e accessother thanfor good reason
may excuse thevisiting LJ- NJaghp@@dormance

For the avoidance of doubt, IForFother than good ra-
son,the visited party denies access to one or more of the
GAE&AOAY 3T LI HEN: BaifacLdtyNGe takey S f
Into account, to the extent reasonably appropriate, & d
termining whether the visiting party should be excused
for failure to comply with its oligations under this
Agreement.

COMMENT: In some jurisdictions a visiting party might
not need this clause, because the general law wolid a
low it to plead impossibility as a defense to an action for
breach of contract especially if the impossibility we
RdzS (2 (GKS @QAAAUOSR LI NIré Qa
ty on site.
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{ [This page intentionally blank]
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ASSIGNMENT OF AGREEM

4. Assignment of
Agreement

4.101 Assignmenbf this Agreementoy [THE RECEIVING
PARTYequires theprior written consent of [THE
DISCLOSING PARe&Xcept asotherwise provi-
ded in this Agreement

Any putative such assignment made without such-co
sent is of no effect.

ALERT A party that agrees to a consent requirement
could be giving the other side a big say in the agreeing
LJ: NI & -@@n futugey 3

COMMENTUnder U.S. law, most contract rights
arefreely assignableand most contract duties afecely
delegable(absentsome special character of the duty)-u
less the agreement says otherwise.

The basic rationale is thabmmerce and thereforsoa-
ety are better off when parties are free to assign their
businesscontract rights and obligations

(In the U.S. ntellectuatproperty licenses are among the
noteworthy exceptions: in general, a licensee may not
assign its license rights nor delegate its license ablig
GA2ya oA0K2dzi GKS fAOSYyaz2ND
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ASSIGNMENT OF AGREEM

In some situations, however, the parties widit want
their opposite numbers to be able to assign the agre
ment freely; contracts often include language to this e
fect.

For example, suppose an agreement says that one party
must give its consent before another party can assign the
agreement. Thatan give the norassigning party quite a
bit of leverage if the assigning party finds itself in an
M&A- or corporatereorganization situation.

EXAMPLEINn 2006, a Dubai company that operated/se
eral U.S. ports agreed to sell those operations. (The
agreemei came about because of publicity and political
pressure about the alleged nationsécurity implications
of having MiddleEastern companies in charge of U.S.
port operations.)

A complication arose in the case of the Port of Newark:
¢ KS 5dzo | A aSeagredmghegavie thé ForaA
thority of New York and New Jersey the right to consent
to any assignment of the agreement

Thatagency initially demanded $84 million for itsneo
sent. Jink to NY TimdsAfter harsh criticism from poli

cal leaders, the Port Authority backed down a bit: it gave
consent in return for "only" a $10 million consent fee,
plus $40 million investment commitment by the buyer.
[link to NY Timds
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ASSIGNMENT OF AGREEM

An internal corporate reorganization can also be screwed
up by an assignmertonsentclausein a contract invol-
Ing an intellectuaproperty license (for example, sof-
ware license). Sethe OTC hig postat
http://bit.ly/5CQDJBabout a case in which a software
vendor successfully sued its customer to force it to re
buy its license, at a cost of almost $500K, after the cu
tomer did an internal reorganization widlut consent.
Cincom Sys., Inc. v. Novelis Gitp. 074142(6th Cir.
Sept.25, 2009) (affirming summary judgment in favor of
softwarevendor)
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ASSIGNMENT OF AGREEM

4.102 Assignment consent is not required for
dispositions of substantially all assets of the
Receiving | NIBESINESS TO WHICH THIS
AGREEMENT SPECIFICALLY RELATES].

ALERT If a contract includes restrictions on assignment,
some companies regard the absencenfexception for
an asset sale dhe businesas a deakiller.

A prospective assigning party might argue for an asset
disposition carveout along the following lines:We need

to keep control of our strategic destiny. If we ever wanted
to sell a product line or a division (or even tiwle
company) in an asset sale, we would need to be able to
assign this agreement as part of the deal, without werr
Ing about whether some executive at your companyois g
Ing to get greedy and try to hold us up for a consent'fee.

The other side, howevemight respond with something
like this: 'What if you decided to sell a product line or a
division to one of our competitors, or to someone we di
n't like? We need to retain control over that possibility,
and the only way to do that is for us to retahetab®-
lute right to consent t@ny assignment you might makKe.

COMMENTS KS LINRPALISOUAGS |aaArday
about being "held up" is a real one: See the commentary
at sectiond.101concerning the 2006 Dubai port deal.
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ASSIGNMENT OF AGREEM

4.103 Assignment consent is not required for
assignments to a ContreRelationship Affiliate [IF
THE ASSIGNING PARTY UNCONDITIONALLY
D, 'w!lb¢99{ ¢1 9 I CCL[L! ¢9¢

COMMENTA prospective assigning party might argue

for the right to assign to aAffiliate along the following
lines:"We sometimes routinely move assets arounchwit
AY 2dzNJ WO2NLIR2NXOS TFlLYAf@&QT
with this contract without having to take the trouble to

get your approval."

The other party might reasonably objecttWehave no

iIdea whether youAffiliate would be in a position to fulfill
e2dzNJ 20f A3l GA2y & dzy RSNJ GKS
FoftS (G2 NBO2USNI TNRBY @é2dz AT
willing to unconditionally guarantee yoiffiliateQ & r- LJS
formance, ve might be able to go along with this. 1Ot

erwise, though, we have a problem with this section."

COMMENTBefore approving a blankéffiliate-

assignment authorization, consider whether you and
e2dzNJ Of ASYy( (1y2¢ Sy2dzZaAK-1I 02
or future Affiliates to be comfortable with where the
agreement might end up.

Possible alternative: Termination in lieu of vdtal R2 Say
have to be all or nothing. Another approach might be to
give the norassigning party, instead of a veto over an
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ASSIGNMENT OF AGREEM

assignmen the right to terminate the contract for ¢
venienceas provided in sectiod.106 (Of course, thée-
gal and businessmplications of termination would have
to be carefully thought through.)

[} w! ¢ hwQ{PREGQUT SIZA10-09-02 WWW.precut.org PAGHEO06


http://www.precut.org/

ASSIGNMENT OF AGRBEM

4.104 Withholding or delay of a requird consent to
assignment [MAY NOT BE DONE
UNREASONABLY].

IF: This section specifies that such withholding or delay
may not be done unreasonably; THEN: For the avoidance
of doubt, any damages suffered by the party seeking
such consent, resulting from a l@eh of this requie-

ment, are not subject to any exclusion of remedies or
other limitation of liability in this Agreement.

ALERT As noted below, the law may imply a commercial
reasonableness requirement for assignment consents.

. dzi G KF G OFhdt@hé nodadsigiNdg paityonsl U
give its consent when the assigning party wants it. And

by the time a court could resolve the matter, the assig

Ay3 LI NIeéeQa RSIHE O2dzZ R KI @S

Even so, an unreasonabhathholdingclausewill make
the nonassigmg party think twice about dragging its
feet too much.

~

HYPOTHETICAL EXAMPRLEZLILI2Z &3S G KS | aaa
deal looked as though it were about to fall apart because
ofthenon aaA3IYyAy3 LI NLeéQa RSt &
FaaA3ayAay3ad LI Nlodliess stait makisgNB &
ugly noises about breach of contraatd a lawsuit for
damages.Thatoughtto3 S G KS 2 datHmI LI N.
because the damages for a busted deal could conceivably
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ASSIGNMENT OF AGREEM

be bigt cf.Pennzoil vs. Texaemd its $10.%illion dam-
age awad for tortious interference with an M&A deal
[link to NY Timds

¢CKS aaAayAay3a LI NLHeéeQa RIYIl 3
might be categareed as "consequential' damages

which the nonRassigning party might not have to pay if

the contract irtluded a consequenti@lamages exat

sion. Thissubsectiorallows the drafter to specify that

the assigning party's damages are "direct’' damages.

If a nan-assigning party wants the absolute right to hwit
hold consent to an assignment in its sole discretion, it
would be a good idea to try to include that in theneo

GNJ OO fFy3dza 3Sd hdKSNBAASE
might hold that any withholding of conesemust meet a
commercialreasonableness test.

In 2009, the Alabama Supreme Court rejected a claim
GKFO {K2ySeéQa NBadal dzN» yi OK
it demanded a $70,000 to $90,000 payment as the price

of its consent to a proposed sublease. The supg court
V2U0SR GKFOG 0KS O2y GNI OO0 4&aLlS
right, in its sole discretiqrto consent to any proposed
assignment or subleasd?rior case law from Alabama

was to the effect that a refusal to consent would indeed

be judged by a commeimdireasonableness standard.

. dzilx GKS adldSya adzazINBYS 02
to a contract use language that is inconsistent with a
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ASSIGNMENT OF AGREEM

commercialreasonableness standard, the terms of such
contract will not be altered by an implied covenant of

good fith. Therefore, an unqualified express standard
3dzOK a Qaz2zfS RAAONBIAZY Q A
GSY&®eySeQa [[/ NO®THMBEHNAIA9 | & (=
Jul.31, 2009) (a certification by Eleventh Circuitited

AY al!/ 91adz [,NeO7T@d { K2y SeQ
11534(11th Cir. Augl1, 2009)reversingNo. 2:05cw-
1038&MEF (WOJM.D. Ala. Jar8, 2007) (granting partial
summary2 dzZRIY Sy d GKIF{G { K2y € Qa4
tract).

/1 w! ¢ hwQ¢{PREGUT 8IRA10-09-02 WWW.precut.org PAGHEO09


http://www.precut.org/
http://www.alabamaappellatewatch.com/uploads/file/1071465.PDF
http://www.ca11.uscourts.gov/opinions/ops/200711534.
http://www.ca11.uscourts.gov/opinions/ops/200711534.
http://www.websupp.org/data/MDAL/2:05-cv-01038-40-MDAL.pdf
http://www.websupp.org/data/MDAL/2:05-cv-01038-40-MDAL.pdf

ASSIGNMENT OF AGREEM

4.105 Assignments through mergers, etc., likewise
require consent.

An assignment of this Agreement by operationanf, as

a result of a merger, consolidation, amalgamation, or
other transaction or series of transactions, requires-co
sent to the same extent as would an assignment to the
same assignee outside of such a transaction or series of
transactions.

ALERT Ths sectioncould seriously hinder the restricted
party's ability to control its own strategic destiny, so
many parties will be exceedingly reluctant to agree such
language.

COMMENTNote that thissectiondoes NOT say that any
merger, etc., entered intavithout consent will be void.
(The legal effect of such a statement is unclednjtead,
consummatingsuch a transactiorsa breach and a na-
terial breach if specified below.
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ASSIGNMENT OF AGREEM

4.106 The nonrassigning party may terminate this
Agreement no later than [60 DAY &fter notice
of assignment effectiveness.

The nonassigning party may terminate this Agreement,
In its unfettered discretion, by giving notice to that effect
no later than [60DAY S] after receiving notice from either
the assigning party or the assigniat an assignment of
this Agreement has become effective.

COMMENTThis section can sometimes break an |

passe between, say, a customer that insists on caentro
ling with whom it does business, and a vendor that insists
on controlling its strategic destiny
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ASSIGNMENT OF AGREEM

4.107 Assignmentconsent breaches are automatically
material.

lyeé OoNBIFOK 2F (KA acohsBEWNSSYSY
guirements is a material breach.

COMMENTOne major effect oh "material” breach may
beto give the norbreaching party the right to terminat
and/or rescind the agreement.
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ASSIGNMENT OF AGREEM

4.108 Assignment also acts as a delegation.

For the avoidance of doubt, unless otherwise agreed, an
assignment of this Agreement operates as a transfer of
the assigning party's rights and a delegation of its duties
under this Ageement, but it does not relieve the assig
Ing party of its responsiblility for performance of those
duties.

COMMENTThis section is adapted frobdCCE 2-210@)
(which applies only to the sale gbods). Drafters often
assume this to be the case for other t@tts, but it
can't hurt to spell it out.
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ASSIGNMENT OF AGREEM

4.109 Effect of assignment acceptance

Iy | & & kcBpfaBce of an aksignment of this
Agreement constitutesi K S | & prémisyg t6 3eQ a
form the assiging party's duties under the Agreement.
That promise is enforceable by either the assigning party
or by the nonassigning party.

COMMENTThis section is adapted frotCC8 2-210@)
(which applkes only to the sale of goods). Drafters often
assume this to be the case for other contracts, but it
can't hurt to spell it out.
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ASSIGNMENT OF AGREEM

4.110 Assignment requires written assumption by the
assignee upon request

IF: The norassigning party so requests; THEN: An Bassig
ee of this Agreement must provide the nassigning

party with a written assumption of the assignor's obHg
tions, duly executed by or on behalf of the assignee;
ELSE: The assignment will be of no effect.

PURPOSH:0 provide the norassigning party witla
document it can brandish in case of contract trouble with
the assignee.
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ASSIGNMENT OF AGREEM

4.111 Confidentiality of ron-publicassignment
Information

A nonassigning party will preserve in confidence any
non-public information about an actuabr proposed a-
signment of this Aggement that may be disclosed to the
non-assigning party a party participating in, or seeking
consent for, the assignment.

COMMENTThissectionis intended to help prevent leaks
(intentional or otherwise)for exampleof M&A-related
informations | YR2¥KB Al A2y aé¢ GKI
insider trading
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BREACH

5. Breach

5.101 Notice of breach

Notice of breach should be seasonably given by th@ no
breaching party. For the avoidance of doubt, however,
the nonbreaching party will not be liable, for breach of
contract or oherwise, for any failure to give seasonable
notice of breach.

COMMENT: Subparagraph (b) gives the nonbreaching
party an incentive to give timely notice of breach.
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BREACH

5.102 Suspension of performance

In cases of material breacAnonbreaching partyhat
has given atice of breachmay suspend its own penfo
mance until the breach is substantially cured.

COMMENTThe notice condition gives the nonbreaching
party an incentive to give timely notice of breach.

COMMENT: In many jurisdictions thilausemay be s-
perfluous because at common law, in cases of material
breach the nonbreaching party is allowed to suspend
performance. Th&kestatement (Second) of the Law of
Contractswhich isexcerpted in a Wikipedia article at
http://bit.ly/ 8NMrOL, offers suggestionsbout factors
GKFG OlFly 0S GairayArAFAOlIyaE
NOTE:Where the contract is primarily for the sale of
goods, see alsodCC 2-609and8 703(2) which address
this and related issues.
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BREACH

5.103 Cure periods

Unless otherwise agreed, a breaching party has the fo
lowing time periods to cure a breach, beging upon the
effective date of notice of breach from the nonbreaching
party: Nonpayment of an amount due5 business days.
Failure to meet an agreed deadlinel business day.
Other curable breache80 days.Noncurable brede

es: No cure period

ALERT The parties, and especially their lawyers, should
carefully consider the various cure periods listed here.
With 2020 hindsight, a no#breaching party's business
people might be furious at their lawyer for agreeing to
(what they now scorn as) 'sh a long cure period,' or
vice versa.
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BREACH
5.104 Mitigation efforts

The nonbreaching party will u EASONABLE EFFORTS]
to mitigate its damages from breach.

COMMENTA nabreaching party's attitude about nnit
gation might be, "it's nomyjob to mitigate the effect of
your breach."
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BREACH

5.105 Delay in notice of breach

Any celayby the nonbreaching party giving notice of
breach may be given due weight in determining the relief
(if any) to whichthat party is entitled.

COMMENT: A service provider might want thesiseto
oA DS AG0 GO20SNE AT (UKS Odza?2
a notice of breach.
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BREACH
5.106 Waiver of breach from untimely notice

Breaches are waived if notice is not given witf3@

DAY Séfter the nonbreaching partiknows or, in the g-
ercise of reasonable diligencghould have known of the
breach.

COMMENTFEor obvious reasons, drafters will want to
think carefully before including thsection
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BREACH

5.107 Multiple- or repeated breaches

Multiple- or repeated breachemay, in appropriate ¢
cumstancescollectivelyconstitutea material breach
even if some or all individual breaches are cured

COMMENTThissectionanticipates the times when a
non-breaching party decides, enough is enough.
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BREACH

5.108 Cureefforts status reports

The breaching party will provide statugts concen-
Ing its dforts to cure the breaclfif any)at the reasora-
ble requestof the nonbreaching partyStatus reports
are to include, as applicable, reasonable information
about the breaching party's progress, problems, plans,
and assumptions its curative efforts

COMMENT: Thissectionis intended to help keep the
parties' working relationship as intact as possible.

NOTE:Preparing and sendingadus reports could take
up valuable time, especially if a lot®milar contracts
are involved, but emailand Website updates might do
the job.
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TERMINATION

6. Termination

6.101 [EITHER PARTMAayterminate this Agreement
for uncured material breach by the other party

(a) IF: Amaterial breach of this Agreement is not cured
within the cure period stated in this Agreement (or, if
none is stéed, a reasonable cure period)HEN: hie
specifiednonbreaching party may terminate this Agre
ment by written notice to the breaching party.

(b) For the avoidance of doubtetmination formaterial
breach is without prejudice to any other remedies &vai
able to the nonbreachng party except as expressly
agreed otherwise.

COMMENTThe Restatment (Secondpf the Law of
Contracts offersuggestionghttp://bit.ly/8NMrOL) about
factorsi KI G OF y 0 ® assassighstevidity. O y (i

NOTE: Some courts have taken the position thad-a n
tice ofterminationmust be"clear and unequivocal.
See, e.gCedar Rapids TV Co. v. MMC lowa NbCQ7
3899, at 10(8th Cir. Apr3, 2009 (affirming judgment
that language ofetter did not sufficeas notice of term
nation; citation and internal quotation marks omitted)
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TERMINATION

COMMENTIn manysituations, there may be littlprac-
tical benefit to being able to "terminate" an agreement
per se even formaterial breach.
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TERMINATION

6.102 Termination at discretion

[EITHER PARTyayterminate this Agreement in its
business discretiogffective[FIVE BUSINESS DAftS|
notice of termination [BUT MAY NOT DO SO BEFORE
<DATE]

COMMENT: Ask a lawyer whether ttlisuseis agood
ARSIFY ITyYyR akKSQftt tA(1Ste 3IA
GIRBLISYRa ©¢
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TERMINATION

6.103 Termination for insolvency

[EITHER PARTvayterminate this Agreementffective
[FIVE BUSINESS DAft8} notice of terminationif the
other party does any of the followingl)ceases to do
business in the normal course; (@comes insolvent;
(3) admits in writing its inability to meet its debts ortot
er obligations as they become due; (dakes a general
assignment for the benefit of creditors; (Bas a receiver
appointed br its business or assets; (d¢s a voluntary
petition for protectionunder the bankruptcy laws;

(7) becomes the subject of an involuntary petition under
the bankruptcy laws that is not dismissed witléid days.

NOTE:In the U.S., many such claused b& unenfore-
ableunder11U.S.C. 841(c)if the nonterminating party
files a petition in bankruptcysee generalliRobertL. B
senbachll,'Are "Termination On Bamnkptcy" Contract
Clauses Enforceal#eat http://b it.ly/8nQAKQ(Sept.16,
2007; accessed Mag0, 2009).

QUESTION: If a court held a clause like this to be-une
forceable, would &avings clausdeter the court from
tossing out the entire agreement?
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TERMINATION

6.104 [EITHER PARTMRAy terminate this Agreement
effective [FIVE BUSINESS DAYS] after notice of
termination, if the other party creates business
reputation riskto the terminating party.

For purposes of this section, the other party creates

G 0 dza NH S HA | O A 2nfagllih éohdiict Gt A
Ing asubstantialrisk of damage to the terminating pa

ty's business reputatian

DISCUSSION: Termination for "bad behavior" may be a
controversial point, but some customers want the ability
to throw an errant supplier under the bus to addieing
tainted by the resulting bad publicity.

[HISTORY: Edited for style 2a18®15]
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TERMINATION

6.105 [EITHER PARJIiay terminate this Agreement if
the other party becomes amffiliate of a conpet-
itor of the terminating party, effective [FIVE BUSI
NESS DAY S] afteotnce of termination.

COMMENTThis termination option could throw a
wrench into a future acquisition, so it needs to beezar
fully considered.
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TERMINATION

6.106 [EITHER PARTY] may terminate this Agreement if
the other party undergoes a change obntrol,
effective [FIVE BUNESS DAYS] after notice of
termination.]

C2NJ LJdzZN1J2aSa 27 U KaniolréfessOl A 2
to (i) an individual or organization acquiricgntrol, or
(i) an individual or organization ceasing to haamtrol.

COMMENTThis termination optiormight be a compo-
mise alternative to an oudnd-out assignmentonsent
requirement, but itcouldstill throw a wrench into au-
ture acquisitioncorporate restructuring, financing, etc.,
S0 it needs to be carefully considered.

bh¢oy G/ Kl y 3 &endfheddo)f mie { £
liberally in, say, executive employment agreements.
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TERMINATION

6.107 The deadline for any noibreach termination is
[30 DAY S] after the right arises.

Any right to terminatehis Agreemenbther than for
breach igpermanently and irrevocablyaived unéss the
terminating party gives notice of termination no later
than the specified deadline.

COMMENT: This sectiallows the parties to specify a
time after which the nonterminating party can quit wo
dering whether the Agreement will be terminated.
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TERMINATION

6.108 Provisbns surviving termination

The rights and obligations set forth in this Agreement (if
any) concerning the following subjects will survive any
termination of the Agreement (including for this purpose
any expiration of the Agreement): Confidentiality.
Indemnification and defense against thighrty claims.
Insurance requirements. Intellectuatproperty own-
ership. Warranty rights anddisclaimers. Remedy
limitations and limitations of liability. Governingaw/
choice of law Forum selectia / choice of forum.
Arbitration. Early neutral evaluation.! G G 2 N}/ S & & ¢
fees. Expenseshifting after settlemenioffer rejection.

NOTE: Drafters shoule wareful about what rights and
obligations would survive terminationsee"Night of the
Livhg Dead Contractsby Jeff Gordonat
http://bit.ly/8Mqg3v.
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TERMINATION

6.109 Alternative grounds for terminatiofARE] to be
given effect.

If so stated:IF: A party terminates this Agreement or a
transaction under it for a stated reas; BUT: The stated
reason later is found not to be applicable; THEN: The
termination will be deemed to have been made for any
other reason that could have been stated by the term
nating party.

COMMENT: Thidauseh & | Y20 KSNJ aAd RS
L (1 Q ato KadwN@v its effect would be feltl (1 Q&- | y I
gous to the principle, in U.S. appellate courts, that a trial
O2dzNIiQa 2dzRIAIYSY G aKz2dzZ R y 2N
stated grounds for the judgment are invalid, as long as

other, valid grounds exist.
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TERMINATION

6.110 [EACHPARTYwill take reasonaly-required
wrap-up actionsafter termination, at its own
expense unless otherwise agreed.

COMMENTL GKAY]l LQ@OS dzaSR (UKAaAa
outsourcing agreement;rdfters should consider whit
er it might be too openended for comfort.
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TERMINATION

{ [This page intentionally blank]
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GENERAL PROVISIONS

/. General provisions

7.101 Additional or different terms have no effect
except as expressly stated.

(a) Except to the extent, if any, that this Agreement e
pressly states otherwise, neither party is obligated to

give effect to additional or different terms1éw termg in

any purchase order, confirmation, invoice, or similar
document that may be provided by the other party in
connection with a transaction pursuant to this Agre

ment (hew-terms documentunless the ne&-terms dcac-

ument meets the requirements of this Agreement to

amend it.

00 C2NJ 0KS | 92ARIFIyOS 2F R2
actions called for bypew terms without more, is not to

60S RSSYSR GKIFdG LI NIeé&Qa aas
WILLTHISBE CONTENJUS? If the parties are negot
ating detailed terms and conditions for their trammsa

tions, neither side should have any reason to object to
0KS RSTFlLdzZ G ay2¢é fFy3Idza ISP

COMMENT: This section represents an attempt to head
off a Battle of the Form®f the kind contemplated by

UCC 8-207and sometimes ¥perienced ircommon law
For a readable overview of how the (U.S.) UCC works in
this regard, see generally Marc S. Friedman andEric
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GENERAL PROVISIONS

Wong TKO'ing The UCC's "Kndglt Rule} in The Mé&
ropolitan Corporate Counsel, N@®2008, at47.

NOTE:If one party objects to including this section, the

other partyshould ask itself whether the first party might

f I GSNJ @iNE RS2 6 KSBE RSI f ¢ (KN dz
a0FYRINR LINAYUSR F2NXao C 2
additional terms will be given effect, the provider may

feel that, in each transaction, it whiave to review the

Odza (i 2 YS N A c i avach das: ke woild ¢

seem to be little point in negotiating detailed terms and
conditions now.
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7.102 Additional or different terms in [PARTY NAME]
documents will control.

| RRAGAZ2Y | 2 NdewRtariisF S NBY (-1 i & NJ
ment that may be provided by the specified party, in
connection with a transaction pursuant to this Agre

YSyY inewbems documerd 0 = gAff G 1S LJ
any inconsistent provision in this Agreement.

COMMENT: See the commentarystrtion7.101
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7.103 Amendments must be in writing.

For an amendment to this Agreement to be effective, it
must: (i) be in writing;(ii) expressly refer to this Agee
ment and state that it is being amendd(ij) set out the
termsof the amendment; andiv) be signed at least by
the party sought to be bound.

COMMENTGourts do not always give effetd written-
amendmentclausest see the commentary to the entire
agreementclause

NOTE:This languageesquires that amendments expres

ly refer to the agreement. The goal here is to makefit di
FTAOdzZA 0 G2 OfFAY GKIFO aadN
amendment.

For an example of whiynis might be needed, se$tevens
v. Publicis, S.A2008NY Slip Op 028460 AD3d 253]: A
New York appellate court held that an exchange of
emails, each of which included the typed name of the
sender at the bottom of the message, was sufficient to
modify an employment agreemenreealsoAlixR. RiI-

bin, Counsel Beware: A Few Keystrokes May Modify An
Agreement at http://bit.ly/56r6Ix (Julyl, 2008) &c-
cessed Julg8, 2008).
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7.104 Amendments: [PARTY NAME] may amend
unilaterally on [30 DAY S] notigesubjed to
certain conditions

(a) The specified party may unilaterally amend this
Agreement, effective the stated time after giving notice
to the other party, subject to the conditions of thiscse
tion.

(b) A unilateral amendment will take effect at the spec
fied time after the effective date of the amending party's
notice UNLESS, after the notice and before the alnen
ment becomes effective, the nemmending party term
nates this Agreement by notice to the amending party.

(c) For the avoidance of doubt, a Usieral amendment
will not retroactively modify any vested right of the non
amending party, nor any vested obligation of the amen
Ing party, under this Agreement.

(d) A unilateral amendment will not retroactively modify
disputeresolution provisions forray thenpending ds-
pute unless expressly agreed otherwise.

(e) A unilateral amendment will apply only going-fo
ward, to new transactions and renewals, except as e
pressly agreed otherwise.

COMMENTThissectioncan give providers flexibility in
managingAffiliate programs, resellerand referral reh-
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tionships, and the likeand give customers flexibility in
managing their procuremergrocessesNOTE:In some
situations, the parties might limit the unilateral
amendment right to amending a schedule of mesis
operations practices.

COMMENT Subparagraphcj is a secalled 'Halliburton
exception"t seeHarris v. Blockbuster, In®&Np. 3:09-cv-
217-M (N.D. Tex. Apd5, 20®) (http://bit.ly/8nNuc7)
(holding that "the arbitation provision of the Bldc
buster contract is illusory and unenforceab)edis-
cussed in &illsbury Winthrop client alewt
http://bit.ly/6Nz9mb5.

FURTHER BACKGROUND READING: See generally David
Horton, The Shadowerms: Contract Procedure andiUn
lateral Amendments57 UCLA.Rev. 605 (2010) at
http://goo.gl/vREI
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7105 GU2NySeaQ F¥SSa w! wo9ed a2z
prevailing party.

(@) IF: Thisectiond LISOA FAS& (Kl atohde( G2 N
awarded to the prevailing party; THEN: In any action in

any forum arising out of or relating to this Agreement or

any transaction or relationship resulting from it, thespr

vailing party in the action is entitled to recover its-e

penses and costs) addition to any other relief that may

be granted; OTHERWISE: Each party will be responsible
F2NJ Ada 26y FFGu2NySeaQ F¥SSa

(b) For the avoidance of doubt, for purposes of this-se
tion: Actionrefers to any action or proceeding, whether
judicial, administrative, arbitral, or othe€ostgefers to
costs of the action or proceeding, for example costs of
court or of arbitration.Expensesefers to reasonableta
torneys' fees and expenses incurred in the action, khclu
Ing for example expenvitness fees and expenses.

COMMENT PREVAILINBARTY RULEDmMe people

view a prevailingparty allocation (sometimes called the
"loser pays" rule, or the everywhet®ut-America rule) as
fundamentally fair: If you lost a case, presumably you

were responsibldor the case having to be litigated, so
62dz aK2dzZ R LI & GKS ldGda2z2NysSe
made the winner spend. Big companies, however, som
times regard legal fees in litigation as a cost of doing
business and once in a while, they might conscsby

/1 w! ¢ hwQ¢{PREGUT 8IRA10-09-02 WWW.precut.org PAGHA43


http://www.precut.org/

GENERAL PROVISIONS

want to use their superior financial strength as a dtig
tion advantage over adversaries with fewer resources.

COMMENT, AMERICAN RULEheTgeneral rule in the
US.isthabl OK LJ NI & Ydzad LJ.& AG3
In Texashowever, absent angieement otherwisea

party that successfully enforces a claim on an oral or

written contrad Tt but not a party that successfullyed

fends against an enforcement actionis entitled to e-

O2 S NI I G0 2 NJeS 6 PracF&Rea.®@ { S S
Code§ 38.001.Consequently, if a partyegotiating a
contractthinks itmight bemore likely to be the defet

ant in adisputethan the plaintiff,it might want to 4-

firmatively include apayyour owng provisionin the
O2YyUNI OO0 AY GKS K2LIS dF Odz
ry right of recovery in such a jurisdiction.

NOTE:California Civil Cod@1717provides, in essence,
that anyattorneys' fees provision is to be treatag a
prevailingparty provision, angtates that attorneys' fees
under the section cannot be waived.

NOTE:In an arbitration proceeding, applicable law may
override tlS LJI NI A S Attt the@ ¢y & ¥aBnot]

be awarded;seew SO2 SNE 2 F | (& Ny Seé
GAZ2YEFE T NBAGNY GA2YY GKS 5dzS
Rulesby John L Gardiné& Timothy G Nelson of Skadden
Arps, athttp://bit.ly/bMF35d (accessed JaB0, 2010).
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7.106 Counsel: Each party has had the opportunity to
be represented by counsel of its choicediecr
ding whether to enter intothis Agreement.

PURPOSBAhen pdgesare asked to invalidate an alle
edly-onerous contractclauset for example, a limitation
of liability, a choiceof-law or choiceof-forum clause an
arbitration requirement, a waiver of jury trial, etc.

they will sometimes take into account whether therpa
ties were represented by counsel whdmely negotiated
the contract.

NOTE: If the evidence shows that a factual statement
likethish ay QG GNXzSTX (GKSy I FerdzR3S
that reason: w this clausesays thathe partieshavehad

the opportunityto be represented by counsels ap-

posed to,have beemrepresented by counsgandw the
clauserefers toentering intothe Agreement, not tae-
gotiating the Agreementbecause as a factual matter

there might not have been any negotiatians

Y ALERTIfanuntruefad dzl £ NBOAGEE 0SSy STA
draft the contract, the judge likely wileemthe recital true,

reasoning that the nowrafting party was entitled to rely on

the recital.

/1 w! ¢ hwQ¢{PREGUT 8IRA10-09-02 WWW.precut.org PAGHA45


http://www.precut.org/

GENERAL PROVISIONS

{ [This page intentionally blank]

/1 w! ¢ hwQ¢{PREGUT 8IRA10-09-02 WWW.precut.org PAGHE46


http://www.precut.org/

GENERAL PROVISIONS

7.107 Early neutralevaluation (norrbinding) ofcertain
disputeswoL { w9v! Lw958 I SAUGK

IF: A dispute between the parties, arising out of ortrela
Ing to this Agreement or any transaction or relationship
arising from it, becomes the subject af actual orrea-
sonablyanticipatedlawsuit, arbitration, or other action
before a tribunal of competent jurisdiction; THEN: At the
request of either party, the parties will submit thesei
pute to (nonbinding) early neutral evaluation. If nohet
erwise agreed, the earineutral evaluation is to be ce
ducted in accordance with the Early Neutral Evaluation
procedures of the American Arbitration Association.

COMMENTL QY 06SO2YAy3d O2yQBAYyOSR
contracts should include an eameutralevaluation
(ENErlausethat can be invokedtbefore litigation begins

or at least before it gets seriously goindfter the law-

yers get into gear, ENfay well be too late to do any
good,not leastbecause the lawyers on both sidesght

have an economic incentive to keepgating until just

before trial.

Whena contract dispute starts to get serious) early,
confidential, nonbinding "sanity check" &im aknow-
edgeable neutral can help the parties and lawyers get
back onto a morgoroductive trackbefore positions
hardenand business relationships suffaot to mention
before the legal bills start to mount up.
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For a useful exploration of the pros and cons of ENE, see
the 1997 article, "Neutral Evaluati@nAn ADR Technique
Whose Time Has Come," by John Blackman, at
http://bit.ly/ARprxK.

The U.S. District Court for the Northern District ofi-Call
forniat which encompasses Silicon Valteypoints out

(at http://bit.ly/857QgY) that the goals of earlpeutral

SOl fdzr A2y Ay Of dzZRS G LINR A R®
I YR f | thedcGuNdotesTthat in an ENfroceeding:

Ta¢KS SOl fdzr 12N KIFa y2 LI2gS
and does not attempt to coerce a party to accept any

LINP LIZASR GSNXA&DE
TAaCKSASHEQNILTF2NYIf RAZAO2UOSNEZ
LIN] OGAOS NAIKGA | NB Fdzf £ & LI
Ta¢KS O2Yy FTARSY { Abinding 8@ is fotlzl O A
aKIFNBR ¢gAGK GKS UGONARIFE 2dzR3S
Ta¢KS LI NOGASE YIée |3INBS 02
TaLT y2 aSait SY SerémaihsiontNds | OK
fAOGATLFGAZ2Y W2NJ F NDAGNI GAZ2Y X
My Web research indicates that a number fantdw

courts are also using ENE procedures in contesited d
vorce and childcustody cases.
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¢CKS ! YSNAOIY | Nb ENENfodede® Yy | &
are available ahttp://bit.ly/8znip6. AAA involvement in

a consultation with a neutral would entail an admingstr

tion fee payable to the AAA ($500 per party when last
checked). The parties might prefer to avoidstexpense

by doing a seladministered ENE, but many practitioners
have found that having a neutral administrator is often

well worth the money.

The AAA procedures contain evidentiary provisiond-ana
ogous toRule 40%f the Federal Rules of Evidendée

rule provides(with certain limited exceptionghat com-
munications made in the course of settlement discu

siorns are inadmissible in court. (So, too, do manyrnzou
terpart statelaw rules.) The rationale is that parties are

likely to be more candid in settlemedtscussion# they

R2Yy QU KI @S (2 62 NNBwokdéd? dzii K
comment quoted back to them by opposing counsel in

front of a judge or jury.

For additional ENE readingee, e.g..wSandy Gagdarly
Neutral Evaluatiom panacea or pitfall?(Jan. 2007), at
http://bit.ly/525KOb; w the American Arbitration AssGcC
FGAQYREE bSdziNIt 9@l fdzZ GAZ2Y
Opnion (2005),at http://bit.ly/7uKOHB; wthe Asso@-

tion for Conflict Resolution’sst of ENE resources at
http://bit.ly/8iI9GWy.
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7.108 Entire agreement

ThisAgreementsets forth the parties' final, caoplete,
exclwsive, and binding statement of the terms and cend
tions of their agreement concerning its subject matter
Except as stated in this Agreement, there are no p®mi
es, understandings, representations, or warranties of any
kind between the par@s concerning that subject matter.

COMMENT¢ KA & Aa oKFiQa (y26y |
clause.

In some jurisdictions, a court might not enforsech a

clause For example, ia 2008 case, a group Shellgas-
olinedealers claimed that Shdiad orally represented

that a rent subsidy would not be terminated except in
situationsd dzOK & | &1 NJ 2NJ |y 2Af
successor terminated the subsidy, the dealsuscessfli

lysued ongroundsthaf KSt f Qa I f f SASR 2
tions amendedthe frandiise agreement this, even

though the agreement purported to rule out oral pm
Ises.The appeals court affirmed the judgment against

Shell. Marcoux v. Shell Oil Prods. Co. 52@f.3d 33

(1stCir. 2008) The court quoted the Restatemene(S

cond) of Contracts 809 cmtd & Mdy MU Yn- @ 2 NA U
tracts, signed by both parties, may include an explicit
declaration that there are no otheagreements between

the parties,but sucha declaration may not be congl

sive€ 09 Y hdddd.q A a
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7.109 Forum selection [LOCATION, E.G., A CITY];
jurisdiction there is [NONEXCLUSIVE].

(@) To the extent so specified, any action arising out of
this Agreement may be filed in a court having jurisadicti
In the stated location. flso stated, the jurisdiction of
such court(s) is exclusive.

(b) Subparagrapla) is not intended as a waiver of any
right a party may have under applicable law to seek
transfer to another venue.

(c) Each party agrees to bmit to the specific jurisdiction
of the stated court(s) (if any), solely for actions as spec
fied in this section.

(d) For the avoidance of doubt, nothing in this Agre

ment is to be construed as a submission by a party to the
general jurisdiction of a ggified court, nor as such a
submission for any purpose except as specified in this
section.

(e) IF: ThisAgreement contains provisions for the arlaitr
tion of disputes THEN: Ais section applies only taca
tions not required to be resolved by such arbiioa.

(f) Unless clearly stated otherwise, this section is net |
tended to negate or waive any right a party may have by
law to remove an action from one court to another, for
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example to remove an action filed in state court (in the
United States) to fedal court.

COMMENTThe above paragraphs of this sectio{r
videaplam@y3ft AAaK OSNBAZ2Y 2F G6KI
a "forum-selection clause."

ALERT Some drafters like to say that the specified forum
applies, not just to disputesatising outof" the agree-
ment, but alsamore broadlyto disputes "relating to" the
agreement. This broadetanguage could be praematic,
however, especially in aexclusivgurisdictionclause

As a hypothetical example, consider a software vendor
entering into aicense agreement with a customer. The
vendor might be willing to agree to litigate actioassing
out ofthe license agreement in the customer's home |
risdiction.

On the other hand, the vendor might not want to agree
up front to litigate all possibleslateddisputes in the cs-
tomer's jurisdiction. For example, suppose that the-cu
tomer were to help a competitor of the vendor to steal
the vendor's trade secrets. In that situation, the vendor
might want to be free to bring suit against both thento
petitor and the customer in the vendor's own home |
risdiction, and not to have to fight over whether the suit
was required to be brought in the customer's home
court.
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ALERT Drafters shouldhink very carefully before appve
Ing anexclusivgurisdiction forun selectionclause A
party might not want to be forced to litigate in one pa
ticular placet not even inits home jurisdiction:

TIAGAIIGAYT AY G(GKS 20§KSNJ LI
significantly increase the expense of litigation for the

G OA & A O Aegpacially § thercase ends up going to

trial.

1 Moreover, the visitors may have a legitimate concern
F62dzi GKS 2 (-¢oStdlvantageS Qa K2 YS

1 On the other hand, if a potential plaintiff expects it

will want speedy relief (foexample, a preliminaryn-

junction), it might make sense to agree that it will bring
adzhi i SEOfdzargsSte Ay (GKS RST
Several crucial litigation tasks are likely to go faster there,
such as service of process on the defendant and sebpo

nas for local withesse

1 (For the same reason, it might also make sense to

agree to agoverninglaw clausestating that the law of
thelikelyR S T Sy R | v driSdictiofKvalMasplyr 2a

judge in that jurisdiction will already be familiar with the
f20rt f1 6% YR LINRPGAY 3 s-dzLd |
sary.)

ALERT Think carefully before editing this clause to say
0KI G SEOf dzaA @S 2dzNftsoRA QU A2Y
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+ ANHAY AL ¢ ¢3tbhdul@ dorstBunk) a dvaivierinfS
the right to remove to federal court. See the commémnt
subparagraph {ffor acase citation.

COMMENT Subparagraphc] makes it clear that, just
because a party agrees to litigate disgsliarising out of
the Agreement in a particular court, it is not necessarily
agreeing to be subject to suit there for any otherrpu
pose. For additional information, see thiékipedia ds-
cussionof the distinction betweemeneral jurisdiction
andspecific jurisdiction

COMMENT Subparagraphtf) is inspired by the Ninth

Circuit decision iboe | v. AOL, LIXo.07-15323 (9th
CirrJanmc £ HA1 QL D | F diradvértenh [ Q &
disclosure of personal information, a group of class

action plaintiffs sued in California. The district court

AN Yy SR ! ho[di€diss the2caskyBhgut preju-

dice to plaintiffs refiling it in a stater federalcourt in

Virginia.¢ KS O2 dzNIi Q& NiBelfaiugdwy Ay 3 4 |
aSt SOUA2y OfldzaS Ay ! h[ Q& dz
RA&LIz0Sa ¢2dd R 0S KSIF Nk AY
appeals court reversed, agreeing with other appellate

courts that this kind of forunselectionclauserequired

disputes to be litigated exclusively in the relevatdte

courts, not federal courtg presumably precluding AOL

from removing the case ttederal court. (The appeals

court also ruled that the forurselection clause waswu
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enforceable as to California residents because of Califo
VAL Qa &a0GNRyYy 3 Llzo-bchioDrelielR2 f A O8&
whereas such relief was not available in Virginia state
courts.)
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7.110 Governing law is that of [LOCATION, E.G., A
STATE].

The law applicable in the specified location will govern
any dispute arising out of or relating to this Agreement
or any transaction or relationship resultingpfn it, with-
out regard to conflictof-law or choiceof-law rules.

COMMENTSee generally the Wikipedia articlehdice
of law clauseé at http://bit.ly/7dPP31L

NOTEThephrase"arises out of this Agreement” is
broadened by thephrase"or relates to this Agreement €

COMMENTThe "any transaction or relationship'na
guage allows the parties to (try to) specify that a paric
lar law will govern, not just their own disputes, but also
any disputes between third partigbat result from the
agreement.

COMMENT: Choiad-law rulesare excluded from the
governinglaw selection.Suppose the parties agreed that
State A's law would apply. But suppose also that, on the
facts of the case, State A's choimklaw rules woutl

cause Stat®'s law to apply. Presumably that would not
be what the parties wanted. Hence, this language e
cludes choicef-law rules.

NOTELLF | O2Yy (N OO0 &aLISOAT

ASa
{fO0F0Saé¢ a GKS 3F20SNYyAy3a |
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parties tohave agreed to the application of federal
common law as well as federal statutory law. The First
Circuit did this, albeit bggreement of the parties, in
Powershare, Inc. v. Syntel, In¢o.09-1625 slip op. ad®

(1« Cir.Mar. 1, 2010) (reversing denial of motion to stay
litigation pending arbitration).
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7.111 Governing law: The UN CISG is excluded.

The parties expressly agree that the UN Convention on
Contracts for the Internatioal Sale of Goods (CISG) will
not govern ths Agreement or any transaction or ael
tionshiparising out of it. (For the avoidance of doubt,
the previous sentence is not intended and should not be
Interpreted as an admission by either party that the UN
CISGvould otherwise apply.)

COMMENTSee the Wikipedia article on the UN CISG
convention athttp://bit.ly/ARGKAI
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7.112 Governing law: UCITA is excluded.

The parties expressly agree that the Uniform Computer
Information Transetions Act (UCITA) will not govern this
Agreement or any transaction or relationship arising out
of it. (For the avoidance of doubt, the previous sentence
IS not intended and should not be interpreted as a&h a
mission by either party that UCITA would othvese a-

ply.)

COMMENT Section 104 otUUCITAa controversial -

posed uniform law, allows parties to a contract to "opt
out" of its applicability. (As of Nov. 2009, UCITA had
been enacted only by Maryland and Virginia.) See the
Wikipedia article ahttp://bit.ly/7ZIn8i, as well as mat

rials athttp://bit.ly/6ZW4hQ on "bomb-shelter" legish-

tion enacted by lowa, North Carolina, Vermont, and West
Virginia.
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7.113 Governing law: ALI Softwar€ontracts Principles
are excluded.

The parties expressly agree that the American Law-Inst
tute (ALI) Principles of the Law of Software Contracts are
not to be given effect in the interpretation or enfare

ment of this Agreement. (For the avoidance of dgu

the previous sentence is not intended and should not be
Interpreted as an admission by either party that those
Principles would otherwise apply.)

COMMENTThe ALI Principles are new (as of 1AD9)

and are disliked by many software vendors. For gdam
the Principles proclaim, out of thin air, a warrarmty

which cannot be disclaimed that the software contains
no known material hidden defects. Many vendors would
regard this as ludicrous: in most cases, the cost of testing
software, and of documentyg the test results, to achieve
that (vague)standard would make it inordinately expe
sive.Seemy blog posting alttp://bit.ly/5SW2Vs8 for

more information and links to further reading.
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7.114 Independentcontractors

For the avoidance of doubt:

(a) Neither party willhold itself out as an employee,
agent, partner, joint venturer, division, subsidiary, or
branch of the other party, and nothing in this Agreement
IS to be interpreted as creating grsuch relationship
tween the parties.

(b) Neither party hasnor will it hold itself out as having,
authority to make commitments or representations on
behalf of the other party except to the extent, if any, that
this Agreement expressly states othesei

(c) Neither partynor its employees are entitled to any
compensation or benefits from the other party includ-
Ing, for example, insurance coverage, stock options, or
any other compensation or benefit exceptto the ex-
tent, if any,expressly stated ithis Agreement.

(d) No signatory party, in entering into this Agreement,
Intends to enter into a fiduciary relationship with, nor to
commit to acting on behalf of or for the benefit of, any
other individual or organization.

COMMENT: Thigpe ofclauses arguably becoming
more important acompanies increasingly outsource
their work to contractors instead of keeping ithouse.
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COMMENT: Subparagraph (d), disclaiming any fiduciary
relationship,is a lawyeirepellantclause, intended to &

ter aggressie litigation counsel from arguing that one
party (usually a vendor) allegedly had fiduciary ablig
tions to another party (usually a customer)

NOTE:This clauséor any other like it) mightot be
enough todo the jobg seegenerallyy Isaour Ind-
pendent Contractor Really Your Employgley Jeremy R.
Sayre (2007; accessed (&:t2008)wEmployee or Ine-
pendent Contractor? The Implications of Microsoftibit
Dennis D. Grant of Arter & HadderPL{2000; accessed
Oct.3, 2008);w the Fifth Circuit's "economic realities"
analysis in, e.g.Hopkins v. Cornerstone Ameriddo.
07-10952(0ct.13, 2008) (affirming summary judgment
of employee statusw i KS bAY UK / ANDdzA ¢
a Texas choicef-law clause in holding that a California
truck driver was really an employee and not anand
pendent contract, ifNarayan v. EGL IndNo. 0716487
(9th Cir. JuhL3, 2010) (reversing summary judgment in
favor of employer)

/1 w! ¢ hwQ¢{PREGUT 8IRA10-09-02 WWW.precut.org PAGHEG64


http://www.precut.org/
http://localtechwire.com/business/local_tech_wire/opinion/story/1680383/
http://localtechwire.com/business/local_tech_wire/opinion/story/1680383/
http://library.findlaw.com/2000/Feb/1/127759.html
http://library.findlaw.com/2000/Feb/1/127759.html
http://www.ca5.uscourts.gov/opinions/pub/07/07-10952-CV0.wpd.pdf
http://www.ca5.uscourts.gov/opinions/pub/07/07-10952-CV0.wpd.pdf
http://www.ca9.uscourts.gov/datastore/opinions/2010/07/13/07-16487.pdf

GENERAL PROVISIONS

7.115 Independentcontractor indemnity obligation
applies to [EACH PARTY].

The specified party (or parties) will defend and Indemnify

the other against any thirgharty claim arising out of the
RSTSYRAY3 LI NLeQa | Odda tf 2 N
tions under the independentontractor basic reque-

ments of this Agreement.

COMMENTThis is essentially an insuranrpelicyclause
forcing the indemnifying party to pick up the tab ieier
violates the independentontractor provisions, including
providing a legal defense for the other party.
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7.116 Interpretation: Thecontra proferentemprinciple
[IS NOT] to be applied.

IF: Thisection states that theontra proferentenprind-
ple is not to be applied; THEANny ambiguity or inco-
sistency in this Agrement is to be resolved in acabr
ance with the most reasonable construction and not
strictly for or against either party.

COMMENTThecontra proferentenprinciple says

that T other things being equal ambiguities in the
language of a contract should besmved against the
party that proffered the language, that is, against the
drafter. Seegenerally theWikipedia articleon the sub-
ject. The rationale is that the proffering party had the
opportunity to make the language clear, one way ar a
other, and so ambiguities should be resolved in favor of
the other side.

COMMENTThecontra proferentenprinciplehas always
struck me as being likde old children's rule focutting

a piece of pie imalf: If you do the cutting, thenget to
choose which piece | want.
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7.117 The limitation period for breach of this
Agreement is [PER APPLICABLE LAW]J; the
discovery rule [APPLIES IF REQUIRED BY
APPLICABLE LAW].

Any action or proceeding for breach of tiigreement
(which for this purpose includes any action or proceeding
for misrepresentation) must be commenced within the
specified time after the party commencing the action
knewc or, if the discovery rule is specified, in the exe
cise of reasonable diligee should have knowqof the
breach.

ALERT Tooshort a time for filing suit might invalidate
this sectiong see, for example, UG2-725, which e-
guires a minimum limitation period of one gefor sales

of goods. Another, typical illustration comes from a
holding by a California court of appeals: The court ruled
that a contractclauserequiring an employee to file suit
against the employer within six months after termination
was invalid because plaintiffsclaims[for overtime pay]
were based on unwaivable and fundamental statutory
rights, and thgcontract] provisionX violates sectior219
and public policy, and is thus unenforceabl®elligrino

v. Robert Half Int'l, IncNo. G039985slip op. atll (Cal.
App. 4th Dist. Jar28, 2010) (affirming district court's
award of damages to former employees for violation of
wage and hour laws).

/1 w! ¢ hwQ¢{PREGUT 8IRA10-09-02 WWW.precut.org PAGHEG67


http://www.precut.org/
http://www.law.cornell.edu/ucc/2/2-725.html
http://www.courtinfo.ca.gov/opinions/documents/G039985.PDF

GENERAL PROVISIONS

7.118 Mediation of disputes (nopbinding) IS required
Fd SAGKSNI LI NGeQa NBIj dzSai

Any dispute betweelthe parties is to be submitted to
(nonbinding) mediation , to be scheduled as soon as
practicable, upon request by either party. If not othe
wise agreed, the mediation will be admiraséd by the
American Arbitration Association under its Commercial
Mediation Rules.

COMMENTt SNAR2Y I ff& LQY y2AlasS ¥
participated as counsel in four mediations, twice each on
0KS LXFTAYIATTFAaQ YR R&FSYRIF
those experiences that (1) mediatorsend to bereluc-

tant to grab a pay bythe Iapels so to speak, and say,
oaslseelte 2 dzONBE OSNE tA(1Ste G2 f
60KIGQa elayi®iw yiediltiarg ;@&nd (2when a
defendantagrees to mediate, that fact along often n-
terpreted as a concession thate defendant should pay
something andthe only questiorremaining ish K 2 &

Y dzO KOdcHurse,Y MMV,

The! YSNRAR OF y ! Nb A (i NChbninfer2igf M{ & & 2 (
diation Rules are dtttp://bit.ly/7JCWqC

'%Disclosure: My wife is an arbitratonediator in labor and
employmentcases.

/1 w! ¢ hwQ¢{PREGUT 8IRA10-09-02 WWW.precut.org PAGHEGS8


http://www.precut.org/
http://www.mediate.com/articles/zumeta.cfm
http://en.wiktionary.org/wiki/your_mileage_may_vary#Phrase
http://bit.ly/7JCWqC

GENERAL PROVISIONS

7.119 Notices

(a) All notices sent pursuant to this Agreemerntgust

be in writing,and (i) if addressed to an organization,
must be marked for the attention of a specific individual,
office, or position in the organization.

(b) Permissible addresses for notice include those stated
In this Agreemenand any other addresgasonably
communicated.

(c) Notices are effective upon receipt or refusabtices
addressed to an organization are effective upon receipt
or refusal by an individual who is the organization's agent
for purposes of receiving camunications of the general
type sent(for example, a mailroom clerk).

(d) Each party giving notice under this Agreementns e
couraged, but not required, to send a copy of significant
y20A0Sa G2 GKS y2GAFASR LI N
means. Aignificant notice might be, for exampla ro-

tice of breach or of termination.

(e) Notices to garty that cannot be found ardeemed
effective after reasonable delivery efforts.

COMMENTThe "marked for the attention dfclause is
Included because ia corporate settinghard-copynotic-
escansometimesgo astrayA ¥ G KS Yl Af NR2Y
know whom to send it to
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COMMENT Subparagraph (cinakes notices effective
upon receipt or refusawhich can be independently ne
firmed by delivery servicesandNOTX days after being
mailed. NOTE A party that articipates sending out
many'routine" notices,e.g.,to consumers, mighihdeed
want languagehat notices are effective days after le-
Ing mailed

COMMENTConcerning subparagraph (d), in cases of
breach or termination, it'sisually ketter for a notified
party's lawyers to be brought into the picture sooner r
ther later, if for no other reason thato try to get the
dispute settled sooner.
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7.120 Notices [MAY BE] sent by email, subject to
specific requirements.

For the avoidance of doubd,notice sent by email is
deemed received when and only when any of the feHo
Ing three events has occurred:

(@) The notice is actually read by an individual who, for
purposes of receiving camunications concerning this
Agreement, is the agent of theapty to which notice is
being sent; or

(b) (1) the notice Is delivered to an email account that is
exclusively assigned to such an individual, anth@i)n-
dividual in question accesses that email account; or

(c) the notice is delivered to an email axmt whose a-
dress has been designated in writing, by the party being
notified, as an address to which notices to that panty u
der this Agreement may be sent.

COMMENTfor some agreements, email notices might
not be reliable enough for comfort.

COMMENTIf the Agreement is silent, the effectiveness
of notice sent by email might well be governed by
sectionl5 of theUniform Electronic Transactions Act
(http://bit.ly/7bsP10). Cf8§15(e) of the UETA, which
states that'[a]n electronic record is receiveleven if no
Individual is aware of its recelpemphasis added).
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COMMENT Sulparagraph(b) says that a notice sent to a
specific eligible individual is effective as soon as the pe
son accesses his (or her) emat@ant. Thishould pe-
clude the individual from seeing an email in hibox,
concluding from the title that it is a notice under the
Agreement, and then intentionally not reading the email.

ALERT In sulparagraph(c), note that an email notice is
effecive when the notice has beateliveredto a pa-
missible email inbox. (A party sending an email notice
can use the requesteliveryreceipt option available in
many email systems to get confirmation of delivery.) If a
party designates a particular emaiddress for notice, it

will have to check the inbox of that address regularly to
see if any new notices have arrived. For that reason, the
party might want to set up a special "notice" email a
dress that automatically forwards to a specific indiwid

alt or, preferably, more than one or to whoever is
designated as having a specific role in the company. The
forwarding might need to be changed if such an individ

al goes on vacation or sick leave, changes positions in the
company, or leaves the company.
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7.121 Prohibitions and restrictions apply to attempts,
iInducement, etc., as well as to actions.

The prohibitions and restrictions of this Agreemenrt e
tend to (i) attemptsto do, and(ii) inducing, soliciting,
permitting, or knowingly assisting anyone else tq tthe
prohibited or restricted thing.

WHO WANTS THIS CLAUSE, AND WHY? This clause
would give, say, a licensor a weapon to use agairist a |
censee that tried to get around restrictions by having
someone else do forbidden stuff.

CONTENTIOUS? Posgil@dylicensee might be ¢o
OSNYSR GKI G FOOdzal GAz2zya 27
to make but difficult to fight.
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7.122 Publicity restrictions

Neither party will issuanypress releasabout,or oth-

erwise publicly disclose the existence or termg(ipthis
Agreementor (i KS LI NI AS&aQ oamdAySa
templated by this Agreement, EXCEPT whthprior

written consent of the other party.

WHO WANTS THIRAUSEAND WHY®ne or another

LI NI é YAIKOG 6ryd G2 1S$LI (K
dential, or at leat not to have it broadcast. For example,

a big company might want to forestall having a smaller
company issue a press release trumpeting the fact that
0KS aYlfftSN O2YLIlyeé Kla ayl

CONTENTIOUS®?0obably not; subclause (x) allows ¢
parties to specify in advance what publicity is permitted,
so that part can be negotiated.
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7.123 Redliningrepresentation

Each party represents that it or its counsel has 'redlined'
or otherwise called attention to all changes that it made
and sent to the otler party in previoushsent drafts of

this Agreement, includingut not limited todrafts of any
attachments, schedules, exhibits, addenda, etc.

COMMENTMany and even most contracts get negadtia

ed by emailing electronic drafts back and forth. If cgan
esdNBY QU AONBRfAYSRZ¢é AlG@a y20)
ument-comparison program to do the redlining after the

fact. Eventually, thoughhe parties ardikelyto want a
handwritten signature on a hard copy of the finaheo

tract (although this may be changh

Butsuppose | send you a signed, original, heogy co-

tract and ask you to countersign and return it. Do you do

a wordfor-word manualcomparison, to make sure the

hard copy matches the agreed electronic documetft?
82dz R23I @& 2 dzQ Nibt suielyJSoyiliRbe pudito (1 A Y
better use.For example, iathe end of a fiscal quarter,

when a lot of contracts are in negotiation at once, oeg

tiator time is a scarce resource that has to be usent ec
nomically. You want to provide as much legal protection

for your client as practicablés the clock runs down on

the quarter,however,you also want to try to timely get

0KS Odzad2YSNRa Ayl 2y OGKS a
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. dzii AT @ 2 dz -Rwsred compadsonl howsdd NR
62dz 1y29¢ L RARYQU & dahgNss LI A O
fore printing the document for signature?

The overwhelming majority of lawyers would never try to
LJdzf £ &a2YSUOUKAY3I &2 tudiffyRulSWE Il y R
to get caught, your reputation could be severelyrda

aged. Other lawyers might start refusingdeal with

you. Your negotiation partner (turned enemy) could well
report you to the state bar.

But | know twoother lawyers who, on different occasions
RSOIFIRS& 323 dzygAduaAy3Ite €S
documents that way. Needless to say, theirmige

gSNBY QG LX SI SR

A few years ago, as | started doing more and more co

tract negotiations electronically, | drafted the firstrve

sion of theclauseabove to address the surreptitious
OKFIy3Sa AaadzS® LYy NBOSyld e&sS
tell me thatthey loved the language and intended to

steal it.

B 02dNJia YAIKE 68ttt 0S8 dzyae vyl
read what it signed especially if the other party gave itae

son to think changes were madgee, e.gthe Canbridge

North Pointcase, summarized in this Alston & Bndg posting

by Susan Wilson (accessed 2@Ba15].
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At least with thiclause each side has an indisputably
NEIFIazylloftS olaira F2NJ F aadzya
L I eAy3 RANIEDP ¢KSeé UKSNBT?2
about rereading the harecopy documenbefore signing

it. (It might still make sense to iead the hard copya

yway, just to make sure it says what you really want it to

say.)

Why a representation, and not a warrantyBecause

the clauseis designed for higherolume, longerm rela-
tionshipwork such as software license agreements. The
Odza 12 YSNXNa O2YyUNI OO0 yS3I20Al
might not be a lawyer. The last thing your sales people
want is for the negotiator to get nervous about younia
guage and, taking the path of least itance, to put

your deal aside until next quarter. In my experience, a
representationclauseO2 YSa | ONR&aa | a aa
warrantyclause and is less likely to trigger a viscerai o

jection from the other side.

Theoretically, a representation has difémt legal cone-
guences than a warranty. But in many vendaoistomer
situationsthe differences likely will be academic

This will be particularly true ilmngerterm, highdollar

relationships such as some software license agreets.
Highdollar vendorsare keenly interested in preserving
their customer relationships if at all possillethey gen-
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SN ffe R2y QG ¢lyd G2 FxtS |
ceptas a last resort.

If a customer wereinintentionallyto make a material
change in the contract witbut marking it, the odds are

high that the vendor and customer would try to work
things out amicably. In that situation, the mere existence
of the representatiorclausewould bestow a fair degree
ofmoratl YR o0 NBFAYAY3 f SGSNIF IS
somethingan inhouse counsel could take to his or her
counterpartt YR a1 &aOFyQi 6S R2
U0KAAKED

Whether the change in the contract was truly uninte

tional might well come down to the credibility of theszu

02 YSNRa tgrotaydniodadléisuation for the
customer to be in. If a jury were to conclude that &-cu
tomer haddeliberatelysneaked in a material unmarked
change in the contract, that likely would be fraud, giving
rise among other things to the possibility of punitive
damages. ThatKely would give the vendor even more
bargaining power in negotiations to fix the contract
wording.

So, on balance, for higéplume, highdollar, longterm
agreements, | prefer a simple representation that the
customer is likely to accept readily, over ane
complete warrantyandreformation clausethat might
require more time for legal review.
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7.124 Savings clause

IF: A provision of this Agreement is held invalid, vord, u
enforceable, or otherwise defective by a tribunal ofrco
petent jurisdiction; THEN: (Bl other provisions of this
Agreement will remain enforceable, and (&g provision
In gquestion will be deemed modified, solely in the guri
diction in question, to the minimum extent necessary to
cure the defect.

PURPOSH: 0 reduce the chances that a juelgight
throw out the whole contract merely because of one
problemclause
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7.125 A senior representative will be appointed by
[EACH PARTY] upon request.

(a) If so requested by the other party, each specified-pa
ty (or parties) will designate, by notice to théher party,

a senior representative having the authority and duty to
act as the designating party's primary representative and
contact point for the other party under this Agreement.

(b) Any communication concerning this Agreement by
such a senior repsentative to the other party is binding
on the party that designated the senior representative.

COMMENT: This section can sometimes be usefulun sit
ations where one party is concerned that the other side
IS a faceless bureaucracy where no one is wilimgake

a decision or accept responsibility.

[HISTORY: Added 2602815; subsequent provision®f
numbered accordingly.]
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7.126 Settlement offers: If the final result of aovered
disputeis not [AT LEAST 20 PERCENTAGE POINTS
BETTER] than@veredsettlement offer, then
the party rejecting the offeris liable for the
2 FFSNRA Y I -diftter blibt® sRdiexpeises (i

(@) IF: h acovered disputea party does not timely accept
acovered settlement offereach as defined below, but
then finally fails to obtain apecifiedresult in the ds-

pute; THENthat party must pay or reimburse the eH
ror's costs and expenses, including for example reason
ble attorneys' fees, incurred in the dispute by the offeror
after making the offer.

(b) Acovered disputés any action oproceeding before
any tribunal, where the action or proceeding arises out
of or relates to (ithis Agreement or (iiany transaction
or relationship arising from this Agreement.

(c) Acovered settlement ¢&dris a written offerthat
(i) expressly stas that it is subject to this section, and
(i) offers to settle a covered dispute.

(d) Matters of timing and other procedural issuesneo
cerning the offer will be governed in the general manner
provided for an offer of judgment under RW& of the
[U.S.]JFederal Rules of Civil Procedure, any necessary
change being made, to the extent the parties do not
agree otherwise.
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(e) Absent consent of the other party, each party shall
preserve in strict confidenc@) the existence and details
of any offer made byhe other party pursuant to this
section andii) any subsequent communicationg-b
tween the parties regarding the offer.

PURPOSHEhe general intent of thisectiont modeled
on Rule 68 of the Federal Rules of Civil Proceduts to
create meaningful inentives for parties to accept ae
sonable settlement offers.

The problem with Federal Rule @Bough, A & G KF 0 A (
pretty muchtoothless Itshifts only subsequently
AYOdzZNNBR O2dzNI Ozadasz ¢KAOK
of money in the scheme ofthgs, andtR2 Say QiU & K A
OdzNRSY 2F |dGU02NysSeaqQ ¥sSaz
Asaresultmanyt AGA3IF 02NARA R2y Qi NK3
providing much incentive to settle.

A somewhatbetter approach isNew Jersey Court

Rule4:58, available atttp://bit.ly/XiDFO, which shifts

V20 2dzaid O2dzNI O2 & buithadras] | f
applies only when exclusivelgonetary relief is sought

which is not the case with this section.

COMMENT, cCOVERESETTLEMENT OFFHk class

of disputes covered by this section is intentionally broad,
encompassing what could be a wide variety of disputes
even between norparties. The expregdentification
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requirement is intended t@revent a winning party from
ambushing the loser bglaming that one of itearlier
communications was an unaccepted 'settlement ofier.

COMMENTCONFIDENTIALITY: The rationalehéor
confidentiality requirement should be sedivident.

NOTE THAT a party making an offer is not required to
keep its own dier confidential, but iisrequired keep
confidential any subsequent communications, including
Its own, about the offer.
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{ [This page intentionally blank]
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7.127 Status review conferences

(a) Status review conferences will be held at either-pa
& Qa NI e hpleoheSr ilNdsyjother nma
ner agreed by the parties.

(b) The parties anticipate that agendas will typicatly |
clude, as appropriate and without limitation, the folie
AY X tétD T Qaalg; Nipréghessnade;
(i) problems encountered aanticipated; (ivplans for
future action; and (Yassumptions being made.

(c) Conference details will be arranged by the requesting
party unless otherwise agreed.

(d) The requesting party will seasonably circulate draft
minutes upon request; any pacipating party may object
to the contents of draft minutes by seasonably so advi
Ing all other parties in writing.

PURPOSRegular scheduled statusview conferences
can be an important tool in helping to avoid problems
and disputes. (It's often extreaty helpful to hold such a
conference immediately after a missed deadline or other
potential breach.)

NOTE:For a moredetailed discussion of the GPPPA
agenda items, sethis blog posting

COMMENTWTitten minutes of statuseview confe-
encesespecially those containing specificdo assig-
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ments,can be an important projeananagement toot
and can also help litigation counsel reconstruct what
happenedwhen ifthings go wrong.
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7.128 Third-party beneficiaries

The parties do not intend for this Agreement to create
any right or benefit for any party except themselves,
other than to the extent (if any) expressly stated in this
Agreement.

COMMENT#for a third party tde able to claim rights as
a beneficiary under a contract, the parties must have i
tended the beneficiary to have such rights. The distlal
er of this section should be enough to show that the-pa
ties did not have any such inteakceptto the extent

that the Agreement expressly says so. See generally the
Wikipedia article onhird-party beneficiaries
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7.129 Waivers by [EITHER PARTY] must be in signed
writings.

The parties are aware of theanagementand evide-
tiary issueghat can arise when a party asserts that a
other party has waived a right, obligation, etc., in other
than a written form. With a view to avoiding suisisues
the partiesexpresshagree that no purported waiver by
the gecified party (or parties) of any right or obligation
under this Agreement including for example any pu
ported waiver of thisvaivers provisiont is to be given
effect unless it is in a writing signed by that party.

PURPOSHs stated.

CONTENTIOU®®ssIiblyc it depends on which side
might want to claim an oral waiver by the other side.

COMMENTCourts in some jurisdictio®2 y Q4 I f ¢ | &
give effect to neoral-waiver clauses, reasoning that the
parties can orally waive the raralwaiver clause itself.
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convince the court to give effect to the provision.
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