Spring 2015

New Matter

Official Publication of the Intellectual Property Law Section of the State Bar of California

Volume 40, Number 1

(CagColer

RECIPE
CITRIC ACID
CAFFINE
SUGAR
WATER
LIME JUICE
VANILLA
CARAMEL
ALCOHOL

30Z

10Z

30 0Z

2.5 GALLON
2 PINTS
10Z

1.50Z _

S Supreme Court Considers Two Trademark 11 MCLE: Software Patents After Alicev. CLS

Cases That May Alter How Holders Register,
Protect, and Use Their Marks

Douglas Masters 16

8 Del Monte International v. Del Monte
Corporation: The Battle for the DELMONTE
Top-Level Domain

Mike Rodenbaugh

Bank International
Jaideep Venkatesan
Sins of Omission: Panduit’s Overreach in

Patent Model Jury Instructions
Robert W. Payne




3 Letter from the Chair 23 Legislation Update

4 Letter from the Editor-in-Chief

26 Ninth Circuit Report

S Supreme Court Considers Two

Trademark Cases That May Alter 28 Licensing Corner
How Holders Register, Protect, and
Use Their Marks 31 Federal Circuit Review
8 MCLE: Software Patents After 35 International IP Developments

Alicev. CLS Bank International

37 Case Comments

11 Del Monte International v. Del Monte

Corporation: The Battle for the 48

.DELMONTE Top-Level Domain

16 Sins of Omission: Panduit’s
Overreach in Patent Model Jury

Instructions

THOMAS A. WARD
EDITOR-IN-CHIEF
ARRIS

6450 SEQUENCE DRIVE
SaN Dieco, CA 92121
TEL: (858) 404-3542
TOM.WARD@ARRIS.COM

ANTHONY G. CRAIG, PH.D.

PropucTiON EDITOR
Scr-Law STRATEGIES, PC
PO.Box 1729

SoraNA Beach, CA 92075
TEL: (858) 848-611S
AGC@SCI-LAW.COM

AMANDA NYE, ACQUISITIONS EDITOR ARTICLES EDITOR:
LawyERS AT LARGE LLC
6 Davis DRIVE, #E
TisuroN, CA 94920

ERIN BRINZA
CREATIVE INDUSTRY LAaw

TEL: (415) 937-5244 KerTH D. HUTCHINSON
ANYE@LAWYERSATLARGELLC.COM Prizer INcC.

ROBERT DABNEY EASTHAM Yumi K. Nam

SENIOR ARTICLES EDITOR MEYER CORPORATION

THINK TANK PHOTO, INC.

1105 N. DutroN AVENUE, SUITE C
SANTA Rosa, CALIFORNIA 95401
DIRECT: (443) 867-2827

OFFICE: (866) 558-4465 EXT. 204
DABNEYEASTHAM@YAHOO.COM

© 2015 The State Bar of California.

Interest Group Reports

ALUTHA JAMANCAR
PusLicATION COORDINATOR
TEL: (408) 507-3770
ALUTHA@GMAIL.COM

FOR REPLACEMENT COPIES:

RAVEN OGDEN

INTELLECTUAL PROPERTY SECTION
THE STATE BAR OF CALIFORNIA
TEL: (415) 538-2091
RAVEN.OGDEN(@CALBAR.CA.GOV

The statements and opinions expressed here are those of the authors and are not necessarily those of

The State Bar of California, the Intellectual Property Section, or any government body.

New Matter volume 40, number 1



JaMmes C. ROBERTS 111
Global Capital Law Group PC

BEING (UN)REASONABLE WITH AGREEMENT
TERMS

Introduction

DRAFTING LAWYERS USE “STANDARD” LEGALESE all the time, of-
ten without thinking through the implications. A recent article got
me thinking about several such instances.! I've chosen two oft-used
terms: “Best efforts/commercially reasonable efforts” and “unreason-

ably withholding consent.”

How Reasonable Are “Best Efforts?”

Best efforts and commercially reasonable efforts often arise in nego-
tiation drafts. When asked, most lawyers would argue that the com-
mon meaning of these terms is straightforward: “Best” means the
highest possible efforts and “commercially reasonable” means efforts
that within the commercial context would be reasonable.

Interestingly, some commentators argue that these distinctions
are superfluous because judges will temper the “best efforts” to a
standard that is “reasonable” by its nature. In other words, no one can
be expected to go “above and beyond the call of duty.? Put another
way, if best efforts exceeds reasonableness then the contract language
compels a party to do something that is unreasonable.

There is merit to that argument yet it might contradict another
element of contract interpretation, namely, the intent of the parties.
If the parties include “best efforts” then, even accepting the propo-
sition that such demands would be unreasonable, it means that the

parties intended such supra-normal efforts. However, I do agree that

California courts would probably squeeze “best” efforts down into a
reasonable domain.

Avoid Both Standards? Perhaps this argument gets a bit too theo-
retical. I don’t want to wait for the courts to decide the meaning of lan-
guage I have drafted, not to mention the embarrassment if my agree-
ment becomes the focus of a lawsuit. My own view is to avoid both
standards because they are qualitative and vague. “Best efforts” could
be like the ever-shifting goalposts. “Commercially reasonable” gets
further away from risks with qualitative standards but its reference to
the commercial setting remains vague. Commercially reasonable for
Google could bankrupt a burgeoning startup. Is this what you want?

We don’t work in a world where these standards can always be
avoided (as an aside and least of all because the other side will in-
sist on it—especially when the attorney across the table is a recent-
ly-minted attorney, as inexperienced lawyers seem willing to fight to
preserve all language in favor of his or her client. But I digress).

One well-known approach is to specify the commercial framework
in which reasonableness would be defined, i.e,, the specific sector. This
approach might result in language such as “commercially reasonable
efforts in the xyz sector for companies in a position similar to [party
x]” Make sure that the “xyz sector” is narrowly defined.

Hang on a Minute. Better yet is to take a step back and answer a few
questions: What are efforts in question? Why can’t they be measured
by something more objective? Is some level of “effort” really required?
Finally, what are the remedies, other than a breach (whether of the
contract or of warranties) ?

“Efforts” are usually found in sales and marketing efforts. “XYZ
will use commercially reasonable efforts to [sell the product/engage
distributors].” While it seems obvious that it is in XYZ’s best interests
to do what it can to increase sales, motivations might be otherwise:
The product might not sell well; the company might move out of this
sector; the company might be cutting the deal for defensive reasons to
keep your client’s products out of their market; or they acquire rights
in competing products. “Efforts” of any type might not be sufficient
to avoid or address such motivations or changed conditions (and put-
ting aside good faith and fair dealing considerations).

With that in mind, we would simply attach and incorporate a
sales/marketing plan with objective milestones. If our client had
enough relative market clout we would include annual or even quar-
terly minimums. In all such scenarios, XYZ would have a contractual
obligation to meet those objective criteria.

Remedies Offer Some Solace. In today’s digital world there are
additional remedies for such failures. In an exclusive deal, exclusivity

could be terminated. Your client could suspend or terminate quasi-
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exclusive provisions—i.e, where your client agrees not to engage with
certain competitors in certain markets (and putting aside antitrust/
competition claims).

By now, some of you are already drafting email replies to me that
my suggestions are unrealistic: “efforts” provisions are unavoidable.
In that case, I would fight for “commercially reasonable efforts” with
industry limitations. Moreover, I suggest introducing a requirement
that XYZ would provide a written explanation of why it was not

reaching certain milestones.

Granting or Withholding Consent

Reasonableness rears its reasonably proportioned head in many,
if not most, license agreements that require the licensor consent to
certain actions by the licensee. The list is vast but it might include the
grant of sublicenses, the production of manufactured products (e.g,
a plus Snoopy), the assignment of the agreement and so on. Com-
monly licensors have the choice of decisions in their “absolute and
sole discretion” or not unreasonably withholding consent. To cut to
the chase: If you represent the licensor, fight hard for the first option.
Fight really hard.

Reasonableness and Consideration. In some jurisdictions, courts
have linked reasonableness to the consideration licensor receives
under the agreement.* For example, potential injury to a continuing
revenue stream would make withholding of consent reasonable.* This
might make sense. But put another way, it is dangerous: If a sublicense
does not threaten the revenue stream then withholding consent could
be unreasonable. Not a pretty picture.

There is not a lot of wiggle room here from a drafting perspective.
On occasion, we have specified the grounds for reasonableness but
only because of negotiation pressure to get a deal done. It might be an
option worth exploring but it could get complicated.

Once again, take a step back to determine where consent is truly nec-
essary. The three most important issues are sublicenses, assignments and
manufacture of goods (or in the digital world, replication and redistribu-
tion of copyrightable content, whether photos, text or code).

Eliminate the Right of Sublicense. To the extent that your licen-
sor-client has relative market power, there should not be any right of
sublicense in the license grant. Period.® The licensee can come to you
with a request for a sublicense and you can write it, as a license, to the
party that would otherwise be the sublicensee.

Obviously, that is not always viable. The licensee may have a net-
work of distributors. In that case, “sole and absolute discretion” re-
mains the best option. If that path is unavailable then the licensor can
either approve the subdistributors with the initial license agreement
(eg, a schedule) or specify the criteria by which subdistributor (or
sublicensees) would be approved. Naturally, this position shifts the
negotiations to the criteria.

Assignments are a No-no. I would take a similar, and possibly stron-

ger, position with assignments.® Knowing the devil with whom you

will be dealing is fundamental to any relationship. Absent the oppor-
tunity to prohibit assignments outright—or using the absolute and
sole discretion standard—I would opt for a remedy of altering other
terms (e.g, exclusivity), suspension of certain provisions or outright
termination.

Quality Control. Consent for products is usually the easiest case,
usually because quality level defines pricing which governs royal-
ty payments. Second, rights-holders have both a right and a duty to
manage their trademarks and copyrights (although trademark licens-
es run a risk of an “accidental franchise”).” Even the “consideration”
standard mentioned above would admit such a basis.?

In these agreements, however, two issues should be addressed.
First, it might be necessary to specify the criteria by which products
are evaluated as well as the milestones, e.g, initial concept, design,
schematics, first and second prototype, manufacturing prototype,
etc. Character licensors are usually able to avoid such requirements
completely because their characters are so popular that they have the
market power to reject such demands. Second, one should include a
review procedure with review periods reasonably (that term again)
linked to the time it takes to make such a review and a requirement of
an explanation of the basis for rejection (or approval for that matter).
We've seen five days (much too brief) up to five or so weeks (too long,
unless QA tests are contractually mandated).

One might consider including disclosure and representations and
warranties as to the production, both positive and negative. “Positive”
reps might include compliance with technical specifications. “Nega-
tive” reps might include assurances that toxic materials have not been
used. Pay attention also to disclaimers of fitness for a particular pur-
pose, by the way.

As an aside, it is not clear what large-scale 3-D printing will do to
license agreements. For example, who is responsible for QC on the
materials being used? What are the remedies if 3-D printing is used in

a B2B supply chain?

Conclusion: It’s (Almost) All About the Relationship

While drafting lawyers need to be aware that judges might take a
dim view of the language in an agreement, ultimately most such deals
come down to the relationship established between the parties to the
contract. In other words, the agreement operates as a roadmap, rather
than a tool for punishment, for the parties to maintain the relation-
ship on good terms. Knowing that “reasonableness” can be based on

some clear specifications helps that relationship.

The views expressed in this article are personal to the author and do not
necessarily reflect the views of the author’s firm, the State Bar of California,

or any colleagues, organization, or client.
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ages Global Capital Law Group and serves as the CEO of its consulting
group, Global Capital Strategies. He advises venture capital funds, start-
ups and corporations on domestic and international transactions, includ-
ing mergers & acquisitions, startup funding and international distribution.

You can reach him at jer@globalcaplaw.com.

Endnotes

1. My “inspiration” for this article was an ABA IP Litigation Section
2010 article by Hon-Man Lee, Lauren Koshalla and Albert
‘Wai-Kit Chan of the Law offices of Albert Wai-Kit Chan, PLLC,
which can be found at: http://apps.americanbar.org/litigation/
committees/intellectual/articles/092310-lee-korshalla-con-
sent-license-agreements.html. In particular, the article cites
several interesting cases worth reading: Speedplay v. Bebop, 211
F.3d 1245 (Fed. Cir. 2000) (denial of assignment). Rey v. Lafferty,
990 F.2d 1379, 1393 (1st Cir. 1993) (rejection of merchandise
based on the Curious George characters), which cites Clifford Ross
Co. v. Nelvana, Ltd., 710 F. Supp. 517 (S.D.NY. 1989), aff d with-
out opinion, 883 F.2d 1022 (2d Cir. 1989) (licensor’s approval of
licensing agents). County Choppers v. Olaes Enterprises, Inc., 497 F.
Supp. 2d 541 (S.D.N.Y. 2007) (unreasonable delays in approvals).

2. See Adams on Drafting at www.adamsdrafting.com. While writing
this column, he posted one on “best efforts” that prompted me
to respond: http://www.adamsdrafting.com/some-efforts-ad-
vice-that-i-wouldnt-give/. Adams pretty much wants them all
eliminated. While I feel his pain, it does not seem realistic for
those of us in the drafting trenches.

3. We'll put aside questions of defining “consideration” in the first
place. See, for example, the ongoing discussion at Adams on
Drafting, e.g.: http:/ /www.adamsdrafting.com/a-recital-of-con-
sideration-from-heck/.

4. Speedplay at 1251.

S. Limiting the right of sublicense also raises issues regarding the
doctrine of “patent exhaustion,” a topic beyond the scope of this
column.

6. Assignment provisions are a topic for another column. For exam-
ple, I would specifically preclude assignments “by operation of
law” to avoid an assignment by merger or acquisition. However,
I have been told that some jurisdictions do not permit such a
prohibition.

7. The State Bar of California has offered several webinars on this
topic over the years. One you can find in the archives by the IP
Section’s Licensing Interest Group can be found at: https://
calbar.inreachce.com/Search?q=accidental+franchise&search-
Type=1.

8. See Speedplay and the other cases cited at footnote 1 above.

SB 34 (Hill D) Automated License Plate Recognition Systems:
Use of Data

Existing law authorizes the Department of the California Highway
Patrol to retain license plate data captured by license plate recognition
(LPR) technology, also referred to as an automated license plate rec-
ognition (ALPR) system, for not more than 60 days unless the data
is being used as evidence or for the investigation of felonies. Existing
law prohibits the department from selling the data or from making
the data available to an agency that is not a law enforcement agency or
an individual that is not a law enforcement officer.

This bill would impose specified requirements on an “ALPR oper-
ator” as defined, including, among others, ensuring that the informa-
tion the ALPR operator collects is protected with certain safeguards,
and implementing and maintaining specified security procedures and
a usage and privacy policy with respect to that information.

SB 34 has yet to be referred to a policy committee.
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