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reetings members and friends of the Commercial Law Section.
As we move towards the NBA’s 82nd Annual Convention in
Atlanta, I am excited about where we are as a Section and
where we are headed. For those of you who were in Miami for our 20th
Annual Corporate Counsel Conference, you know that it was a great
success. Not only did we further our long-standing goal of connecting
in-house and law firm counsel, but we presented a highly informative
and productive Diversity Town Hall Meeting, which featured a moderator-led panel of corporate counsel and national bar leaders addressing
the issue of diversity. We look forward to carrying the momentum from Karol Corbin Walker, Chair
the Corporate Counsel Conference into the Annual Convention in
Atlanta, where we will hold our Second Annual Career Networking Conference to connect Section
members with new employment opportunities. Beyond the Annual Convention, I am looking forward to our 21st annual Corporate Counsel Conference in New Orleans, where Section members will
join together with local organizations and officials to help with revitalization efforts in the areas devastated by Hurricane Katrina.
As I conclude my final year as Chair, I would like to thank all of those who have worked so hard to
make our Section one of the finest in the NBA. It has been my distinct pleasure and honor to serve
this Section’s members, and I wish the Section all of the best in the years to come!
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By Ghillaine A. Reid, Esq.
Over the past two years, the business and financial news media has been flooded with reports regarding “stock options
backdating” practices which result in lucrative compensation packages for corporate executives. Federal regulators and
other government authorities have undertaken hundreds of investigations into executive compensation practices, several of which have resulted in civil and criminal litigation proceedings. Recently, several large company executives
(including officers of corporate behemoths like Apple, Inc. and Comverse Technology, Inc.) have pleaded guilty to and
agreed to settle securities fraud charges related to options backdating practices. In many instances, general counsels
have been implicated in backdating schemes. In the wake of government interest in options backdating, a multitude of
public companies have conducted costly and lengthy internal reviews of their options grant practices. Despite the media
frenzy and government scrutiny, however, not all backdating of options is illegal. This article addresses the following
key questions — What is options backdating? When is it illegal and why? What can companies do to avoid civil and
criminal liability?
What is Backdating?
Stock options have long been a customary component of executive compensation packages. An option is a derivative
security which confers on the grantee the right to purchase a specific stock at a specific price (which is commonly
known as the “strike” price) for a specific time period. The strike price is customarily determined based on the value of
the stock at the time the options are granted. A profit is made, or a loss incurred, when the option is exercised; that is,
when the underlying stock is purchased at the strike price. Thus, the amount of the profit (or loss) is governed by the
difference between the strike price and the stock price when the options are exercised. Accordingly, the grantee can
make a substantial profit if the exercise price is far below the market stock price. Options backdating
practices can magnify the difference between the exercise and market price and, thereby, increase the profit potential
for the grantee. Specifically, backdating tends to occur when the options grantor (usually the company’s compensation
or other similar committee) arranges the options grant at a time when the strike price is lower than the market price. For
example, the company may set the options strike price on a date before the company’s approval of the options grant in
an effort to secure a lower strike price and, thereby, “backdate” the options.
Backdating, therefore, centers on timing - usually the timing of the approval of the grant. The goal is to ensure that the
strike price is set at a time when it will be measurably lower than the market price of the stock when the options grant is
approved or otherwise made. In essence, backdating occurs when the strike price is determined after the grant is approved.
Although it may appear to be nefarious, the practice of backdating options is not illegal. The manner in which a company
handles backdating, however, can transform an otherwise legitimate grant of stock options into a fraudulent practice.
continued on page 11
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Together We Carry The Torch for the Future
By Wilson J. Campbell, Esq.
“The only difference between where you are right now, and where you’ll be next year at this same
time are the people you meet.” Charlie Jones, author of “Life is Tremendous.”
It was a cold winter day when I boarded a plane from Newark, New Jersey to sun-drenched Miami,
Florida for the NBA Commercial Law Section’s 20th Corporate Counsel Conference. This would
be my first time attending the conference but definitely not my last. As I sat on the plane reading a
deposition transcript to make up as many billable hours as I could in light of my conference attendance, I thought to myself, “This will be a good chance to meet a few people, get away from ‘Mother
Winter’ and fine-tune my legal skills.” What I did not know then but know now, is that the conference would change the way I viewed the practice of law as an associate with a large majority firm.
The conference theme was “Carrying the Torch, Leading by Example.” I thought to myself, “The
torch that we all must carry as minority attorneys would be a lot easier to carry if we shared the load.”
This reminded me of a quote from Henry Ford, “I would rather have 1% of a thousand men’s efforts
than 100% of my own.”
When I arrived at the conference, I received a warm welcome from everyone I met. I felt as if I
were attending a family reunion, even though I only knew a handful of the more than three hundred
attendees. Everyone wanted to provide helpful advice; everyone was genuine and sincere; everyone
realized that we all had a common goal; and we were all there to “Carry the Torch.”
Because my litigation practice is broad based, the seminars on subjects including employment, discovery, products liability, and intellectual property were all beneficial. Instead of spending my entire
time in one session, I rotated through the different sessions to hear from various speakers on various
topics. The speakers were excellent, and I made sure to take one or two points of knowledge from
each session before rotating to the next. It was apparent that each and every speaker “Led by
Example.” They were among the best in their respective fields, and they knew their stuff. I was
proud to be among such an elite group of attorneys and even prouder to know that they were AfricanAmerican.
I soon learned, however, that the conference was much more than just about fine-tuning my legal
skills and obtaining CLE credits; it was the networking mecca for African-American and other corporate and outside counsel. It was also about making sure that we did not lose the stride set by the
lawyers who preceded us. I thought if we are going to collectively continue to “Carry the Torch” in
the future, we all need each other. No person is an island, no matter how good that person is (or
thinks he or she is). It’s not about us as individuals; it’s about us as a group. We are one, and we must
help one another, if we plan to “Carry the Torch” that Thurgood Marshall left; the torch that Johnnie
Cochran left; the torch that Clyde E. Bailey Sr. and Cora T. Walker left; and the torch that so many
other great African-American attorneys have left. This is why every minority attorney must make
an effort to mentor and foster the growth of at least one other attorney to keep the torch burning.
One person that I met at the conference, who shall remain nameless, is “Carrying the Torch” and
“Leading by Example.” That person has helped me attend three meetings with in-house counsel of
major corporations, and we have other meetings scheduled later this year. In turn, I am mentoring
junior African-American attorneys to make sure that they have the necessary support to grow and
become successful.
If a young associate fails at a large majority firm, we collectively have failed him or her. If an inhouse counsel fails, again, we collectively have failed him or her. Ultimately, we all win together or
we all lose together. The bottom line is in order to “Lead by Example,” we must be willing to “Carry
the Torch” together. Networking is the best way to accomplish that.
* Wilson J. Campbell, Esq. is an associate in the Newark, New Jersey office
of the San Francisco based law firm Sedgwick, Detert, Moran & Arnold
LLP. Mr. Campbell is a former prosecutor who holds a Master of Laws
degree in Trial Advocacy with Honors. Mr. Campbell teaches attorneys
throughout the country trial strategy and discovery techniques as a National
Institute for Trial Advocacy (NITA) faculty member. He practices primarily
in the areas of product liability, employment litigation, commercial litigation, and white-collar crime litigation. Mr. Campbell can be contacted at
(973) 242-0002 or wilson.campbell@sdma.com.
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Diversity Town Hall Meeting
By Patrick E. Beasley, Esq.

recently had the pleasure of attending the National Bar
Association’s Commercial Law Section Corporate Counsel
Conference. As always, our esteemed Chair, Karol Corbin
Walker, and her committee selected an outstanding conference
location — the Marriott Doral Golf Resort and Spa in Miami,
Florida.

I

One of the many highlights of the conference was the Diversity
Town Hall Meeting. The idea to have a Town Hall Meeting on
the topic of diversity was that of Executive First Chair,
Kimberly Phillips and, in my opinion, was a stroke of genius.
Corporate America was well represented at this forum as panel
members included attorneys from several corporations such as
Wal-Mart, ArvinMeritor and Bank of America. The panel also
included a solo practitioner, representing the American Bar
Association.
I have attended forums in the past where diversity was the
focus. Those meetings usually began and ended with the obvious proposition—diversity is good and therefore should be
embraced. This diversity forum was remarkably different. In
addition to affirming the obvious proposition that diversity in
the workplace is good, this meeting took the additional step of
outlining in a very logical manner why diversity in the work
place is a necessity. The moderator set the stage for the meeting by focusing on the following themes: 1) the goal of any

business in corporate America is to make money; 2) minorities
are a tremendous source of revenue for corporations; and, 3)
Corporate America’s realization that diversity in the work
force can be an incentive to attract revenue from minority consumers.
From a personal perspective, I can truly say that it was very
encouraging to hear men and women of color speaking with
candor about their experiences in Corporate America.
Listening to talented lawyers describe their struggles to
advance in the work place was very emotionally uplifting.
Knowing others are facing similar obstacles and still “pressing
forward” gave credence to the quote, “We shall overcome.”
Kimberly and the panel participants deserve praise for orchestrating a Town Hall Meeting that addressed the issue of diversity with the candor and conviction this topic so rightly
deserves.
* Patrick E. Beasley is an associate in
the Jackson, Mississippi office of
Abbott, Simses & Kuchler. He can be
contacted at (601) 352-9393 or
PBeasley@abbott-simses.com.
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ExxonMobil Corporation Receives
NBACLS’s 2007 Corporation of the Year Award
ExxonMobil Corporation recently received the 2007 Corporate
Award from the National Bar Association’s Commercial Law
Section (“NBACLS”) for its Law Department’s leadership
efforts in diversity initiatives. The Corporate Award is presented annually to a corporate law department for its continued commitment and support of the NBACLS and the Corporate Counsel
Conference and its demonstrated leadership in diversity initiatives, including retention of minority outside counsel. Past
recipients of the Corporate Award include the law departments of
The Coca-Cola Company, General Motors, International Paper,
Eastman Kodak, and Bank of America.
The NBACLS’s 1st Vice Chair, Kimberly Phillips, presented
ExxonMobil with the Corporate Award on February 22, 2007, at
the 20th annual Corporate Counsel Conference in Miami,
Florida. She remarked that the NBACLS has greatly benefited
from the leadership and hard work of the attorneys in
ExxonMobil’s Law Department. ExxonMobil was one of companies that initially sponsored and participated in the Corporate
Counsel Conference, and it has continued to support the conference in various ways, including taking leadership and speaker
roles, interviewing and hiring minority outside counsel, and participating in corporate outreach programs. ExxonMobil Counsel,
DeMonica D. Gladney, currently serves on the NBACLS’s
Executive Committee, and Lonnie Johnson previously served in
that role from 1997 until 2004. Ms. Gladney and Mr. Johnson
have been actively involved in the coordination and planning of

the Corporate Counsel Conference. Mr. Johnson was one of the
Executive Committee members who instituted the Corporate
Roundtable event, which was a Corporate Counsel Conference
staple for many years. During the last two Corporate Counsel
Conferences, Gregory Kenney, another member of
ExxonMobil’s Law Department, contributed to their success by
serving as a panelist in conference seminars.
Jack Balagia, Assistant General Counsel of Litigation, whose
photo is at the top of this page, accepted this prestigious
Corporate Award on behalf of ExxonMobil, along with Ms.
Gladney, Mr. Johnson, and Mr. Kenney. ExxonMobil looks forward to continuing its long-term partnership with the NBACLS
and its active participation in the Corporate Counsel Conference.

Privilege Under the New Rules: New Mines in the Litigation Minefield
By David Chaumette, Esq., Charles E. Griffin, Esq., Kermit L. Kendrick, Esq., and Ghillaine A. Reid, Esq.
Introduction
Maintaining privilege must be at the core of the entire document production process. As one might expect, there are
nuances with privilege and electronic data. For example, a
court recently ruled that an employee’s use of the employer’s email system for privileged communication with his personal
attorney does not necessarily constitute waiver in a bankruptcy
adversarial proceeding.1 Courts have recognized that e-mails
are often internally forwarded and this does not result in waiver of the privilege. 2 This article will provide the following: an
overview of (1) how the new federal rules address the assertion
of privilege after production, (2) the effect of non-waiver
agreements, and (3) how the Federal Rules of Evidence may
provide the clarity, unity, and predictability needed in the e-discovery era.
Maintaining the Privilege During Production
Given the volume of production, there must be a protocol from
the outset to minimize the number of privileged documents that
are inadvertently produced. Disclosure could result in waiver
of privilege for that document or, worse still, a waiver of privilege for that document and other documents on the same subject. The easiest way to handle this is to establish, early in the
litigation, an agreement regarding inadvertently produced documents.

Recently, the Committee on Rules of Practice and Procedure
approved the recommendations of the Advisory Committee on
Evidence Rules, proposing a revised Rule 502 of the Federal
Rules of Evidence. Under the new rule, inadvertent disclosure
of privileged or protected information during discovery would
constitute a waiver only if the party did not take reasonable precautions to prevent disclosure and did not make reasonable and
prompt efforts to rectify the error. The proposed new rule was
published for public comment in August 2006 and then republished after public comment in April 2007. Unfortunately, the
new proposed rule will require deliberate action from Congress
and, given the numerous issues facing Congress at this time, it
may be a while before the rule actually comes into play.
And then there is the privilege log. Privilege logs in the e-discovery universe can be very large – several thousand entries is
not unusual. As such, it is often difficult to produce privilege
logs. In jurisdictions where privilege logs must be produced
simultaneously with the unprivileged documents, attorneys
would be well advised to negotiate a several week delay (if not
several months) before any privilege log is due. Also, in terms
of process, you will want to identify potentially privileged documents automatically and then have a second “high powered”
team make these difficult calls. This will hopefully minimize
the chance of mistakes.

The National Bar Association Commercial Law Section
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2007 Corporate Counsel Conference Sponsors
Platinum
Huron Consulting Group
Wal-Mart Stores, Inc.

Gold
ArvinMeritor, Inc.
Bank of America
Blank Rome LLP
Davis Wright Tremaine LLP
Edwards Angell Palmer & Dodge LLP
Greenberg Traurig LLP
Howrey LLP

Silver
Foley and Lardner LLP
Kirkland & Ellis LLP
Mercedes-Benz USA, LLC
State Farm Insurance Companies®
Pfizer Inc.
The Coca-Cola Company
Thelen Reid Brown Raysman & Steiner LLP
Womble Carlyle Sandridge & Rice, PLLC

Bronze
Akin Gump Strauss Hauer & Feld LLP
Alston & Bird LLP
Baker, Donelson, Bearman, Caldwell & Berkowitz, PC
Burr & Forman LLP
Dickstein Shapiro LLP
Dykema Gossett PLLC
Gardere Wynne Sewell LLP
Gibbons, Del Deo, Dolan, Griffinger & Vecchione
Greenbaum, Row, Smith & Davis LLP
Holland & Knight LLP
Kroll Associates, Inc.
Kutak Rock LLP
Law Offices of Robert H. Alexander, Jr., PC
Microsoft Corporation
Ogletree, Deakins, Nash, Smoak & Stewart, P.C.
Shipmen & Goodwin LLP
Shook, Hardy & Bacon, L.L.P.
Skadden, Arps, Slate, Meagher & Flom LLP & Affiliates
Whiteford, Taylor & Preston LLP

Partner
Banner & Witcoff, LTD
Cairncross & Hempelmann, P.S.
Exxon Mobil Corporation
Gonzalez Saggio & Harlan LLP
Haskell Slaughter Young & Rediker LLC
Sprint Nextel
Starbucks Coffee Company
Sterne Kessler Goldstein & Fox

Patron
Brown Law Group
Del Monte Foods
Duvin,. Cahn & Hutton (n/k/a Littler Mendelson, PC)
McLeod, Watkinson & Miller
Wilson Petty Kosmo & Turner LLP

Benefactor
EM Messick Consulting, Inc.
Griffin and Associates
Legal WATCH Inc.
Radio One, Inc.
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The NBACLS Continues Its Annual Participation
in the NBA’s Annual Convention
The National Bar Association will host its 82nd Annual
Convention & Exhibits this year in Atlanta, Georgia at the
Westin Peachtree Plaza. The convention will be held on July 28
to August 4, 2007, and the convention’s theme will be
“Carrying the Torch — Leading by Example.”
As many NBA Commercial Law Section members know, the
annual convention features eloquent speakers who will address
a broad range of interesting issues. This year’s convention will
include, among other events, over 48 CLE seminars, the NBA
Crump Law Camp’s Mock Trial Competition, the Judicial
Council’s Annual Thurgood Marshall Awards Luncheon, the
NBA Board of Governors Reception, and the Welcome to
Atlanta Reception, which will honor past NBA Presidents.
Also, as always, there will be regional meetings, section meetings, division meetings and exhibits. At the NBA Exhibit Hall,
convention attendees can view and purchase unique products
and services offered by numerous conference sponsors and
other vendors.

The Commercial Law Section’s annual meeting will take place
on Thursday afternoon, August 2, 2007. All section members
are invited and encouraged to attend the meeting. Later that
evening, the Commercial Law Section will host a reception,
sponsored by Schering-Plough Corporation. Finally, the
Commercial Law Section and the NBA Institutional Corporate
Law Section will host the 2nd Career Networking Conference
on Friday, August 3rd. This Career Networking Conference
will provide representatives of corporations and law firms with
the opportunity to meet talented African-American attorneys
who are interested in working as in-house counsel for corporations or as members of law firms that want to diversify the
racial composition of the attorneys whom they retain.
Don’t miss it. Old friends and new friendships await you in
Atlanta.

Date:

Thursday, August 2, 2007
4:30 p.m. to 5:30 p.m.

Date:

Thursday, August 2, 2007
6:00 p.m. to 8:00 p.m.

Date:

Friday, August 3, 2007
9:00 a.m. to 2:00 p.m.

Event:

NBA Commercial Law Section
Annual Meeting

Event:

NBA Commercial Law Section
and NBA Career Networking
Reception

Event:

NBA Career Networking
Conference

Location:

Westin Peachtree Plaza

Location:

Westin Peachtree Plaza
NBA Commercial and Corporate
Law Section Members and
Invited Guests Only

(co-sponsored by the NBA
Commercial and Corporate Law
Sections)
Location:

Sponsored by Schering-Plough Corporation

The National Bar Association Commercial Law Section
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U.S. Supreme Court Urges a Less Rigid Approach in Assessing
the Obviousness of Inventions
Eldora L. Ellison, Ph.D., Esq. and Theodore A. Wood, Esq.
Because cases involving patent law are rarely heard by the
U.S. Supreme Court, the U.S. Court of Appeals for the
Federal Circuit (CAFC) is often the final arbiter on issues of
patent law. However, the nine Justices have heard several
cases in the last two years, and they have reminded all of us
that they reign supreme. In two recent decisions, discussed
below, the Supreme Court has cautioned lower courts against
applying the law too rigidly, evincing a more expansive and
flexible application of the law. Together, these cases suggest
that the validity of more patents will be challenged in the
future.
On April 30, 2007, the U.S. Supreme Court handed down its
highly anticipated decision in KSR International Co. v.
Teleflex Inc., 550 U.S. __, 127 S. Ct. 1727 (2007). In KSR, the
Court addressed the question of what is the legal standard for
assessing whether an invention would have been obvious, and
thus unpatentable, under the Patent Statute. Since the
Supreme Court’s landmark decision on obviousness in
Graham v. John Deere Co. of Kansas City, 383 U.S. 1 (1966),
the CAFC has typically required that the “prior art” provide
teachings, a suggestion, or motivation (TSM) to combine elements of the prior art to arrive at the claimed invention. In
applying this “TSM test,” the CAFC sought to achieve con-

sistency and uniformity. However, the CAFC’s narrow, rigid
application of the TSM test was resoundingly rebuked by a
unanimous Court in KSR in favor of a more expansive, flexible approach.
In the specific circumstances of the KSR case, Teleflex, Inc.
sued KSR, alleging that KSR Inc. infringed one of its patents
that was directed to an adjustable automobile pedal having an
electronic sensor to control an automobile’s engine throttle. In
response, KSR countered that the asserted patent claim was
invalid on the grounds that it would have been obvious to
combine an adjustable automobile pedal with an electronic
sensor. Ruling in favor of KSR, the District Court found that
the state of the industry would lead inevitably to combinations of electronic sensors and adjustable pedals. On appeal,
the CAFC took a more rigid approach and reversed the
District Court, stating that unless the prior art specifically
addressed the precise problem that the patentee was trying to
solve, the problem would not motivate an inventor to look at
the cited references.
The Supreme Court, however, held that the CAFC’s application of the TSM test was too rigid and inconsistent with the
Patent Statute and prior Supreme Court precedent. For examcontinued on page 13

AFTER HOURS IN ATLANTA
By Samuel S. Woodhouse, III, Esq.
The National Bar Association invites you to attend the NBA’s
82nd Convention & Exhibits in Atlanta from July 28th to August
4th. Atlanta has many exciting things to experience after your
Convention activities have ended for the day. From historical
sites, fantastic shopping, great restaurants, and fun places to go,
there is something for everyone.
The Martin Luther King Jr. National Historical Site and Sweet
Auburn District is a must see. This area served as the center of
the African-American community in Atlanta from the 1890s
through the 1940s and is the birthplace of Dr. Martin Luther
King, Jr. You can see Dr. King’s home, the historic Ebenezer
Baptist Church, and The King Center, where Dr. King’s Nobel
Peace Prize is on exhibit. The gravesites of Dr. King and his
wife, Coretta Scott King, are also at The King Center.
The shopping in Atlanta is next to none. Atlantic Station is a
local favorite. It features boutiques, cafes, restaurants, and more.
Atlanta also offers great shopping at Lenox Mall and Phipps
Plaza in Buckhead, with stores like Saks, Nordstrom, Neiman
Marcus, and Bloomingdales.
The Georgia Aquarium is one of Atlanta’s main attractions.
People travel from all over to see more than 100,000 animals of
500 species. Near the Aquarium is the New World of Coca-Cola.
The Coca-Cola museum is the only place where you can explore
the past, present and future of the Coca-Cola brand as well as
sample more than 70 Coca-Cola products from around the world.
Atlanta is full of chic restaurants. Seasons 52 located in
Buckhead at 3050 Peachtree Rd., offers Contemporary American

food and live piano music nightly in the wine bar. Two Urban
Licks, 820 Ralph McGill Blvd, offers an urban and innovative
atmosphere while serving American cuisine as you listen to blues
music. Trois, 1180 Peachtree Street, is in the heart of Midtown.
Trois specializes in French cuisine and has a sophisticated
atmosphere.
Atlanta also offers a variety of clubs and lounges in which to
relax and enjoy friends over drinks. Verve, in downtown Atlanta,
is a multi-level nightclub and lounge offering a cosmopolitan
vibe. The Harlem Bar, in Atlanta’s Sweet Auburn District, is a
lounge serving soul food and drinks nightly.
This year, The National Black Arts Festival, the world’s largest
cultural celebration of African American Art, will be in Atlanta
during the NBA convention.
These are just a few of the many wonderful things to do in
Atlanta. I am looking forward to having everyone enjoy Atlanta.
* Samuel S. Woodhouse is the Founder
and Managing Partner of The Woodhouse
Law Firm, LLC. He practices in the
areas of business and commercial litigation, business counseling, contract negotiations, and local government law. He can
be reached at Suite 1402, 260 Peachtree
Street, NW, Atlanta, GA 30303-1237,
(404) 214-7200, swoodhouse@woodhouselawfirm.com.
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Member Spotlights
Karol Corbin Walker New Challenge
New Jersey State Attorney General
Rabner invited Karol Corbin Walker, our
Section Chair and a partner at Seiden
Wayne, to serve on an eight-member independent panel to study the practices of the
State Police Executive Protection Unit
and offer guidance in a variety of areas
including training, equipment, speed and
emergency protocols. Former Gov. Christine Todd Whitman and
former New Jersey Attorney General John Degnan, who is the
vice chairman and chief administrative officer of the Chubb
Corporation, will be co-chairs of the new panel.
Other members of the panel are: Steven H. Carey, vice president
of security at the Depository Trust & Clearing Corporation; former U.S. Attorney Jonathan Goldstein, a partner in Hellring,
Lindeman, Goldstein & Siegal; former State Senator William
Gormley, a partner at DLA Piper; William Megary, a former special agent in charge of the FBI office in Newark who is now the
director of corporate security at Penske Corporation; and Carlos
Ortiz, vice president and general counsel of Goya Foods.
The committee is expected to hold its first meeting shortly, and
the Attorney General said he hopes it will issue a report and recommendations within two months.

Victor Vital Moves to Baker Botts
Victor Vital, an experienced trial attorney
and member of the Commercial Law
Section’s Executive Committee, moved to
Baker Botts L.L.P. as a partner in the
Litigation Department in the firm’s Dallas
office. Victor, who was a Harris County
prosecutor, has employed his formidable
trial skills to win complex cases in a variety of commercial law areas, including
breach of contract, breach of fiduciary
duty, fraud, misappropriation of trade secrets, defamation, and
product liability. He has tried more than 100 cases, representing
business clients in state, federal, and bankruptcy courts and in
arbitrations. His clients include energy companies, financial
firms, and other Fortune 100 companies.
Baker Botts is a leading international law firm that has more than
700 attorneys and offices in Austin, Dallas, Houston, New York,
Washington, Beijing, Dubai, Hong Kong, London, Moscow, and
Riyadh. Prior to joining Baker Botts, Victor was a partner in the
Dallas office of Haynes and Boone LLP.
In addition to his trial skills, Victor uses his other talents to
advance the goals of local and national organizations. He currently is an editor of our Section’s newsletter and is the editor of
a quarterly newsletter entitled Commercial Litigation for the
Texas Association of Defense Counsel. He also is a member of
the Dallas Bar Association and the American Bar Association, a

Fellow at the Dallas Association of Young Lawyers Foundation,
and a member of the Board of Directors of the J. L. Turner Legal
Association.

Vicky Turner - San Diego County
Super Lawyer
Congratulations to Vicky Turner for being
named a Super Lawyer in San Diego,
California and one of the top five product
liability defense lawyers in San Diego
County. She was the only female attorney
named in the top five products liability
defense lawyers category. San Diego
County has approximately 8,000 practicing lawyers. Vicky clearly is very highly regarded by her peers
in San Diego’s legal community. Vicky is a partner at Wilson
Petty Kosmo & Turner where she also handles First Amendment
and complex civil litigation matters.
Among her mentors, Vicky includes her parents, her French
teacher in high school, who guided her preparation for college,
and Judge Judy Hartsfield, who encouraged Vicky when she was
in law school and always challenged her to achieve more than
she ever envisioned. She also credits the Earl B. Gilliam Bar
Association, which welcomed her with open arms as a young
lawyer and helped her grow, and her partners, who inspire her by
their accomplishments.

Samuel S. Woodhouse
establishes The Woodhouse
Law Firm, LLC
After fourteen (14) years of practicing
law with the top tier law firm, Cozen
O’Connor, Sam Woodhouse is excited to
establish The Woodhouse Law Firm.
Sam’s training and experience at Cozen
O’Connor have uniquely positioned him
to successfully create and profitably grow
The Woodhouse Law Firm.
Sam joined Cozen O’Connor, a global law firm with over 500
attorneys, after he graduated from law school in 1993. Through
hard work, a dedication to his craft, and exemplary service to his
clients, Sam rose to upper level management at Cozen
O’Connor. At the time he resigned from Cozen, he was a
Shareholder as well as the Managing Partner of the Atlanta
Office.
The Woodhouse Law Firm is a litigation boutique located in the
heart of downtown Atlanta. They are housed in 2,800 square feet
on the 14th floor in the Class A building at 260 Peachtree Street.
The firm’s practice involves commercial litigation, business
torts, business counseling, contract negotiations, local government law, and mediations. The Woodhouse Law Firm is fully
staffed, fully operational, and well prepared to service their
clients.
The contact information for the firm is: Samuel S. Woodhouse,

The National Bar Association Commercial Law Section

The Woodhouse Law Firm, LLC, Suite 1402, 260 Peachtree
Street, NW, Atlanta, GA 30303-1237. The telephone and fax
numbers are (404) 214-7200 and (404) 214-7202 (fax). You
can visit their website at www.woodhouselawfirm.com.
Sam’s email address is
swoodhouse@woodhouselawfirm.com.

Sharon Bridges — Excellent
Organizer and Litigator
Sharon Bridges, J.D., RN, BSN, Carol
Guess, and Goodwille Pierre organized
the NBA Region V Music Festivalooza
for Continuing Legal Education
Seminars, which were presented in New
Orleans, Louisiana, on July 6, 2007,
during the Essence Music Festival. The
seminars presented were “Current
Issues in Recording Contracts - Identification of Material
Clauses and Negotiation Points” and “Tearing Our Race
Down? The Freedom of Speech in Rap Lyrics.” The CLE
panel included an exciting array of well-known and famous
industry moguls, among which were Mathew Knowles,
President and Founder of Music World Entertainment;
Kamikaze, President of the Mississippi Artists and Producers
Coalition and member of the national Hip-Hop Congress;
Bennie Diggs, Manager for Trey Songz and Teddy Riley;
Rickey Anderson, Esq., lawyer for comedians Steve Harvey
and Rickey Smiley; and President Linnes Finney (National
Bar Association President).
In addition to demonstrating her strong organizing skills by
helping put the Festivalooza event together, Sharon also was
recognized recently for her strong litigation skills. In May
2007, Sharon received the 2007 Mississippi Woman Lawyer
of the Year Award. This award is presented annually by the
Mississippi Women Lawyers Association to an attorney who
has distinguished herself in the legal profession. We concur
with the MWLA’s opinion. Sharon is a partner at Brunini,
Grantham, Grower & Hewes in Jackson, Mississippi. Before
joining the Brunini firm, she was Associate General Counsel
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for Tulane University Medical Center. Sharon’s practice areas
include product liability, asbestos, toxic torts, medical malpractice, and commercial litigation. She is licensed to practice in Mississippi and Louisiana.

Patrick E. Beasley New Editorial Board Member
Patrick E. Beasley is a new member of
the Editorial Board of the NBA
Commercial Law Section’s newsletter.
Patrick is an associate in the Jackson,
Mississippi office of Abbott, Simses, &
Kuchler. He graduated with honors
from Belhaven College in 1998, earning a Bachelor of Arts Degree in
Business Administration. In 2001, he received his law degree
from Mississippi College School of Law. He is admitted to
practice in Mississippi and Georgia. His primary practice
areas are commercial litigation, insurance defense and toxic
tort litigation.
Patrick began his legal career as a law clerk for Presiding
Judge Leslie Southwick at the Mississippi Court of Appeals.
He later served as an Assistant District Attorney, prosecuting
felony cases in a three-county area in south-central
Mississippi.
Patrick is an honorably discharged combat veteran. During his
military career, he participated in Operation Desert Storm,
Operation Joint Endeavor, and Operation Iraqi Freedom.
Before attending law school, Patrick was an investigator for
the Mississippi Bureau of Narcotics. He currently serves as an
adjunct professor at Belhaven College in Jackson, Mississippi,
where he teaches ethics and business law at both the graduate
and undergraduate level.
Patrick Beasley can be reached via e-mail at pbeasley@abbottsimses.com.

Highlights from the 20th Annual NBACLS Corporate Conference Counsel
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Karol Corbin Walker
Karol, thank you so much for your
tireless and outstanding work on
behalf of the Section. You have left
an indelible print on the Section
and have set a high standard for
future Chairs!
Victor Vital
Thank you for your great leadership and all your hard work and
dedication to make CLS an enviable section. Much more than your
leadership - I am glad to call you a
friend.
Stewart Myers
You have done a great job as the
Section Chair. Your enthusiasm
and attention to detail took the
Section to new heights.
Donald Johnson
For the past four years you have
been a pillar to this organization.
You have been committed and
loyal to the Commercial Law
Section and its members. I am
grateful to have had the pleasure
of your leadership. I wish you all
the best on your new journey!
Tamika Tremaglio
Working with Karol this past year
has been a true pleasure and
privilege. She is phenomenal in
every sense of the word and has
set the standard for excellence in
leadership.
Sundria Lake

Thanks for all of your hard work
and commitment to the NBACLS!
We appreciate your strong leadership and spirit of excellence. Best
wishes to you in all of your future
endeavors.
DeMonica Gladney

Karol, thank you for all of your
hard work, time, dedication and
commitment to the Commercial
Law Section. Your leadership and
accomplishments are appreciated!
Best Regards.
Michael Choy

Karol, I have learned so much from
your leadership of CLS. I will miss
our “good cop, bad cop” routines.
Kim Phillips

Karol, thanks for your leadership.
You have served with distinction. I
wish you all the best in the future!
Best Wishes!
Sharon Bridges

We Thank You For
Your Outstanding Service
as Our Section Chair
I appreciate the dedicated service
and leadership Karol Corbin
Walker brought to the NBACLS.
Karol has exemplified the ultimate
level of professionalism and has
built upon the Section’s standard
of excellence by raising the bar on
benefits to the members and
participants while also inspiring
others to serve. Thank you Karol
for raising the bar!
Charlene Usher

Karol — Thank you for your exemplary leadership of the NBA
Commercial Law Section. You are
an example of a true leader and a
role model to everyone who works
with you.
Cheryl Turner
Karol, you had to meet and
exceed the challenge presented by
a rapidly expanding Committee.
You certainly raised “the bar.”
Andrea Buford
Karol is the epitome of class.
Everything she does is first rate,
and it shows in how well the section has thrived under her leadership. I don’t think we would have
expanded and continued our run
as NBA Section of the Year for so
many years without her efforts.
David Cade
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When Is Backdating Illegal?
Options grant practices implicate several areas of corporate management
including tax, accounting, governance and legal matters. The recent government investigations and proceedings involving backdating, however, focus
more on the proper disclosure of options backdating, than on the backdating
itself. These cases often involve allegations that the defendants failed to
accurately report backdating practices in violation of the antifraud provisions of the federal securities laws — Section 17(a) of the Securities Act of
1933 (15 U.S.C. § 77q et seq.) and Section 10(b) of the Securities Exchange
Act of 1934 (15 U.S.C. § 78j(b)). These provisions prohibit fraud in connection with the purchase or sale of securities. More specifically, Section
10(b) proscribes the use of any “manipulative or deceptive device” relating
to any securities trading, and Section 17(a) prohibits any “scheme to
defraud” through an “untrue statement of a material fact or any omission to
state a material fact necessary in order to make the statements made . . . not
misleading.”
In their periodic reports and financial statements, companies must fully and
accurately disclose their options backdating practices. Failure to do so may
result in violations of the antifraud provisions referenced above, as well as
violations of Section 302 of the Sarbanes-Oxley Act, which requires a public company’s senior-most executive and financial officers to certify the
accuracy of the information contained in periodic filings with the SEC.
Sarbanes-Oxley Act, Pub. L. No. 107-204, 116 Stat. 745, 777, § 302 (codified at 15 U.S.C. § 7201 et seq.). In short, companies may engage in backdating practices, but they cannot hide it or lie about it. The consequences of
hiding and lying about backdating practices can be severe, and these issues
have been at the heart of recent backdating cases, as the following two
examples demonstrate.
Take-Two Interactive Software, Inc.
In February of this year, the former CEO of Take-Two Interactive Software,
Inc. (“Take-Two”), a video and computer distributor, pleaded guilty to
charges that he falsified business records to backdate stock options grants,
making him the first CEO to be convicted in a backdating scheme. The New
York County District Attorney’s Office and the SEC filed civil and criminal
actions against the former Take-Two CEO, alleging that he granted options
to himself at historically low annual and quarterly stock prices without the
knowledge or approval of the company. SEC v. Brant, 1:07-Civ-1075
(S.D.N.Y. Feb. 14, 2007); see also SEC Litigation Release No. 20003 (Feb.
14, 2007). These clandestine options grants, which violated Take-Two executive compensation policies, were effected through falsified company
records. Because the grants were undisclosed to the company, its periodic filings with the SEC contained misleading information, and the company failed
to disclose and account for compensation expenses relating to the grants. See
Complaint in SEC v. Brant, 1:07-Civ-1075, ¶¶ 1-3. In addition to pleading
guilty, the former CEO settled with the SEC, agreeing, among other things,
to forfeit more than $6 million in ill-gotten gains and be permanently barred
from serving as an officer or director of a public company.
Comverse Technology, Inc.
In 2006, the U.S. Attorney’s Office for the Eastern District of New York and
the SEC charged the CEO, CFO and General Counsel of Comverse
Technology, Inc. (“Comverse”) with securities fraud, and a wide range of
other violations, in connection with an alleged scheme to enrich themselves
through undisclosed options grants. See U.S. v. Alexander, et al., M-06-817
(E.D.N.Y. July 31, 2006); SEC v. Alexander, et al., 06 Civ. 3844 (E.D.N.Y.
Aug. 9, 2006). In connection with the criminal cases, the former General
Counsel has been sentenced to a year in prison and, among other things, was
ordered to pay $51 million in restitution; the former CFO is awaiting sentencing; and the former CEO is awaiting extradition proceedings in Namibia
(where he fled after he was charged in the backdating scheme).
In its complaint against the Comverse executives, the SEC alleges that the
defendants granted to themselves and others “undisclosed” stock options
that were backdated to “coincide with historically low closing prices for the
[c]ompany’s stock.” See Complaint in SEC v. Alexander, et al., 06 Civ. 3844,
¶ 1. The complaint-- which includes allegations of securities fraud, falsification of accounting records, false and misleading proxy disclosures, fraudulent stock sales and other charges --focuses on the non-disclosure and mis-

representation of critical facts relating to options grants. Specifically, the
principal facts underlying the complaint are that the Comverse defendants
did not disclose compensation expenses related to the options grants, overstated the company’s net income and earnings per share, falsified company
records related to the date on which the grants were made, and misrepresented in periodic filings and proxy statements that the strike prices of the
granted options were equal to the market value of the company stock on the
date of the grant. Id. at ¶¶ 1-5.
The criminal case against the Comverse executives similarly focused on
misrepresentation and non-disclosure of key facts regarding the backdating.
In that case, the government alleged that the executives concealed the fact
that they selected favorable grant dates, lied in response to inquiries by the
company’s compensation committee and auditors regarding the backdating,
and used fictitious names to create options grants which they awarded to
themselves and favored employees. See Criminal Complaint in U.S. v.
Alexander, et al., M-06-817, ¶¶ 21, 25-29, 32-41.
How Can Companies Avoid Liability from Backdating?
The Take-Two and Comverse cases, like most backdating cases and investigations, focus on options grants that were made in the mid to late 1990s.
The Sarbanes Oxley Act of 2002, and other recent rules changes, have tightened disclosure requirements relating to stock options grants which, hopefully, will reduce incidents of hiding and lying about options backdating.
Before Sarbanes-Oxley was enacted, a public company was not required to
report options grants until forty-five (45) days after the close of the fiscal
year in which the options were granted. Today, however, Sarbanes-Oxley
requires companies to file notification of options grants within two business
days of the date on which the options are granted. See Sarbanes-Oxley Act,
Pub. L. No. 107-204, 116 Stat. 745, 777, § 403 (codified at 15 U.S.C. § 78p).
This time limitation inevitably requires companies to focus more carefully
on their backdating activity and related disclosure obligations. In addition,
in July 2006, the SEC approved changes to rules requiring the disclosure of
executive compensation. Among other things, the proposed rules will
require companies to disclose (i) the options grant date; (ii) the market price
of the stock on the grant date, if it is greater than the strike price of the
award; (iii) the date that the company approved the grant (if it is different
from the grant date); and (iv) the method by which the strike price was
determined if, it differs from the closing market price on the grant date. See
17 C.F.R. § 229.402 (eff. Dec. 29, 2006); see also SEC Press Release entitled “SEC Votes to Adopt Changes to Disclosure Requirements Concerning
Executive Compensation and Related Matters” available at
http://www.sec.gov /news/press/2006/2006-123.htm (July 26, 2006). In addition, the company must disclose the entire compensation package, including
options, for its top-five executives. See id.
The government’s recent interest in options backdating has more to do with
disclosure than with backdating itself. Accordingly, companies may engage
in options backdating as part of its executive compensation protocol (and
avoid liability) as long as the backdating practices, and their implications,
are fully and accurately reported in periodic filings with the SEC, financial
statements, accounting and other corporate records. To that end, public companies and their executives should ensure that for each options grant the
details relating to the grant are (1) fully disclosed in periodic filings and
financial statements; (2) properly reflected in earnings, taxes and otherwise
accurately accounted for; (3) in compliance with the company’s executive
compensation policies and applicable rules and regulations; and (4) properly memorialized in the company’s books and records.
* Ghillaine A. Reid, Esq. is a Director of Gibbons
P.C. in its Business & Commercial Litigation
department. Amy J. Metzger, an associate at
Gibbons, contributed to this article.
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Privilege Under the New Rules: …

continued from page 4

The Privilege After Production.
Amended Rule 26(b)(5) was designed to specifically address
inadvertent disclosure when volumes of files containing emails and other electronically stored information have been
disclosed. Under the amended rule, if information is produced
in discovery which is subject to a claim of privilege or protection as trial preparation material, the party making the claim
may notify any party that received the information of the claim
and the basis for it. This notice must be in writing unless circumstances such as the disclosure of privileged information
during a deposition preclude it. After being notified of a claim
of privilege or protection, the receiving party must promptly
return, sequester, or destroy the specified information, and any
copies it has, and may not use or disclose the information until
the claim is resolved. The advisory committee included this
provision in part because the receiving party may have included this information in its trial preparation materials. Also, if the
party that received the information disclosed it to a non-party
before being notified, the party must take reasonable steps to
retrieve the information.
The Rule also affords the party receiving the privileged information the right to challenge the assertion. The new rule states
that a party receiving a notice of claim of privilege or protection may promptly present the information to the court under
seal for a determination of the claim. The producing party shall
preserve the information until the claim is resolved.
Accordingly, notice must be sufficiently detailed so that the
receiving party can determine whether to challenge the claim.
Also, if challenged, detail is needed to assist the court as to the
basis of the claim.
Hopson v. Mayor of Baltimore: Required Reading
One of the more often discussed cases on these issues is
Hopson v. Mayor of Baltimore.3 In Hopson, a class action
alleging race discrimination, plaintiffs served discovery
requests requesting electronically stored information (among
other documents). The responding party produced privileged
information because it did not conduct a full privilege review.
Plaintiffs filed a motion to compel additional information
based on those privileged, documents.
The Court examined the Rule 26(b)(2) factors to determine
whether the less than full review was reasonable given the volume of electronically stored information, the time to produce
it, and if full privilege review was feasible. The court also
examined whether the procedures agreed to by counsel were
reasonable.
The Court noted that the proposed changes to Rule 26(b)(5)
allow a party to raise post-production claims of privilege and
work product protection for electronically stored information,
and further establish a procedure for resolving disputes regarding such an assertion. However, the Court noted: “The proposed amendment does not address the substantive questions
whether privilege or work product protection has been waived
or forfeited.” Instead, the amendment sets up a procedure to
allow the responding party to assert a claim of privilege or of
work-product protection after production. Rule 26(b)(5)(2)
does not address whether the privilege or protection that is
asserted after production was waived by the production.

The Court described three distinct positions on the inadvertent
production of privileged material:
(1) the “strict accountability” approach of the Federal
Circuit and the First Circuit (which almost always
finds waiver, because “once confidentiality is lost, it
can never be restored”);
(2) the lenient “to err is human” approach of the Eighth
Circuit and a handful of district courts (which views
waiver as requiring intentional and knowing relinquishment of the privilege, and finds waiver only with
inadvertent disclosure and gross negligence); and
(3) the “balancing test” approach (which requires the
court to make a case-by-case determination of
whether the conduct is excusable so that it does not
entail a necessary waiver).
The court concluded that, given the proposed changes to Rule
16(f), (1) “the better approach” is to assume that complete preproduction privilege review is required, unless it can be
demonstrated with particularity that it would be unduly burdensome or expensive to do so; and (2) counsel have a duty to
take the initiative in meeting and conferring to plan for appropriate discovery of electronically stored information at the
commencement of any case in which electronic records will be
sought.
Non-Waiver Agreements
It is well documented that the time, delay, and costs associated
with an e-discovery privilege review are substantial. To mitigate these costs and the risk of waiver, the advisory committee
appears to encourage parties, during their 26(f) meeting and
conference, to enter into non-waiver agreements that become
part of the Rule 26(f) order. Although helpful, these agreements are not dispositive of whether privilege has been
waived. If, however, the assertion of privilege is challenged,
these agreements will provide evidence that the parties did not
intend to waive the privilege or protection.
One such agreement is called a “quick peek” agreement.
Under this type of agreement, the responding party will provide certain requested materials for initial examination without waiving any privilege. The requesting party then designates the documents it wishes to have actually produced. This
is the Rule 34 request. The responding party then responds in
the usual course, screening the documents actually requested
and asserting privilege to those documents as outlined in
Rule 26(b)(5)(A). Another type of non-waiver agreement is
called a “clawback agreement.” Under a clawback agreement, the parties agree that production made without intent to
waive privilege or protection should not be a waiver so long
as the responding party identifies the documents mistakenly
produced, and that the documents should be returned under
those circumstances. Other voluntary agreements may be
appropriate depending on the circumstances of the particular
type of litigation. Once the parties have reached an agreement, they should have the agreement included in the court’s
case management order pursuant to the court’s discretionary
authority under Amended Rule 16(b). According to the advisory committee, in most circumstances, a non-waiver agreement and its inclusion in a case management order should
preclude waiver of an inadvertently produced privileged or
protected document.
continued on page 13
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continued from page 12

The open question under the new rule is whether the non-waiver agreement will stand up to a challenge by the receiving
party. While the tone and direction of the rule is to avoid waiver, the decision as to whether a non-waiver agreement will preserve a privilege or protection is the province of the courts.
Currently, there are three approaches that courts throughout the
country use to determine whether a non-waiver agreement will
preserve privilege: a restricted approach, a middle-of-the road
approach, and a non-waiver approach. Under the restricted
approach, privilege is not preserved despite the non-waiver
agreement. Under the non-waiver approach, the non-waiver
agreement preserves privilege or protected information, unless
the conduct of the producing attorney is viewed as grossly negligent. Under the middle-of-the-road approach, the non-waiver
agreement is balanced against the reasonableness of the conduct of the producing attorney. Accordingly, it is vitally important for you to know the approach, if any, to non-waiver agreements in your jurisdiction.
The Future
Although Amended Rule 26(b)(5) gives producing attorneys
some direction for preserving privilege, it does not provide any
confidence or predictability that the producing parties’ pre- and
post-production actions will preserve privilege. More help may
be on the way if the proposed amendments to the Federal Rules
of Evidence are adopted. As mentioned above, proposed Rule
502(a) will offer additional protection, if approved by
Congress.
Amended Rule 26(b)(5) is a step towards more effective management of the costs, delays, and risks associated with producing documents in the e-discovery era. However, by no means
does its adoption signal the end of the burdensome privilege
review. Until a definitive ruling has been made enforcing nonwaiver agreements, or until proposed Federal Rule of Evidence
502(a) is adopted, the wiser approach is for producing parties
to engage in a complete privilege review. In addition to a full

U.S. Supreme Court Urges a …

privilege review, producing parties should, as a matter of
course, discuss and enter into some type of non-waiver agreement regarding inadvertent disclosure during the Rule 26(f)
conference. The parties should also insist that courts, pursuant
to Rule 16(b), make the non-waiver agreement part of the case
management order. These actions do not guarantee that privilege will be preserved. However, at this point in the e-discovery era, compliance with amended Rule 26(b)(5) gives producing parties the best chance to avoid inadvertently waiving
privileges and protections.
* David A. Chaumette, Esq., a litigation partner in the Houston
office of Shook, Hardy & Bacon, has authored over fifty publications and speeches on electronic discovery, litigation management, and ethics issues. He can be contacted at 713-5465652.
Charles E.Griffin, Esq. is the founder of Griffin & Associates,
P.L.L.C. where his practice includes insurance litigation, consumer finance litigation, products liability litigation and general commercial litigation. Mr. Griffin can be contacted at
601-354-0603.
Kermit L. Kendrick, Esq. is a partner with Burr and Forman in
their Birmingham, Alabama office where he focuses on consumer finance, insurance defense, and railroad litigation. Mr.
Kendrick can be reached at 205-458-5393.
Ghillaine A. Reid, Esq. is a Director in the Business &
Commercial Litigation department in the New York office of
Gibbons, P.C. Ms. Reid can be reached at (212) 613-2019.
1
2
3

In re Asia Global Crossing Ltd, 322 B.R. 247 (S.D.N.Y Mar.
25, 2005).
Premiere Digital Access, Inc. v. Central Telephone Co., d/b/a
Sprint of Nevada, 360 F. Supp. 2d 1168 (D. Nev. 2005).
232 F.R.D. 228 (D. Md. 2005).

continued from page 7

ple, the Court noted that Graham “provided an expansive and
flexible approach to the obviousness question that is inconsistent
with the way the [CAFC] applied its TSM test [in KSR].” Id. at
4. While the Supreme Court did not abrogate the TSM test, it
found that the test, which “captures a helpful insight,” had been
applied too rigidly. The Supreme Court noted that sufficient
motivation to combine references may come from market
demands or from mere “common sense.” The Supreme Court
repeatedly disagreed with the CAFC’s requirement that “courts
and patent examiners should look only to the problem the patentee was trying to solve.” Id. at 5. Instead, the Court said, under
the correct analysis, “any need or problem known in the field of
endeavor at the time of invention and addressed by the patent can
provide a reason for combining the elements in the manner
claimed.” Id. at 23. Moreover, the Supreme Court noted, a court
must ask whether the invention is more than the predictable use
of prior art elements according to their established functions.
Additionally, the Supreme Court disagreed with the previouslyheld notion that an invention is not obvious simply because it is
obvious to try. In contrast, the Supreme Court held that an invention being obvious to try might show that it was indeed obvious
under the patent laws.

Some members of the patent bar have speculated that the KSR
decision means, as the music group R.E.M. declared in their
1998 hit, that “It’s The End of the World as We Know it.”
However, the impact of the KSR case was palpable even before
that decision was handed down. According to the Supreme
Court, this broader application of the TSM test was not some
new construct; rather, the broader application had been used by
the CAFC in cases before KSR, and even in cases subsequent to
KSR. Id. at 5, 18. See Pfizer, Inc. v. Apotex, Inc., Slip Opinion
No. 06-1261 (Fed. Cir., Mar. 22, 2007). The Supreme Court also
noted that the District Court that decided KSR had applied properly the broader, more flexible TSM test at the trial level. Id. at
16. Although it remains to be seen just how high the obviousness
hurdle really will be following KSR, it is clear that a more expansive, flexible approach will be taken in assessing obviousness.
The Supreme Court’s more flexible application of the patent
laws was foreshadowed by its earlier decision in MedImmune v.
Genentech, 549 U.S. ___, 127 S. Ct. 764 (2007). In MedImmune,
the Court considered whether a patent licensee that had not
breached or terminated its license to a patent may bring suit
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under the Declaratory Judgment (DJ) Act (28 U.S.C. § 2201(a))
to have a court hold that the patent is invalid, unenforceable or
not infringed. In addressing this question, the Supreme Court
stated that the CAFC had erred in dismissing the suit for alleged
lack of subject matter jurisdiction. Specifically, the Supreme
Court noted that the lower courts’ requirement that the DJ plaintiff face a “reasonable apprehension of imminent suit” was contrary to Supreme Court precedent. Id. at 16. Indeed, the Court
held that a licensee is not required to break or terminate its
license agreement before seeking a declaratory judgment that the
underlying patent is invalid. Thus, the Supreme Court effectively overruled the CAFC’s earlier decisions in Gen-Probe, Inc. v.
Vysis, Inc. 359 F.3d 1376 (Fed. Cir. 2004) (holding that a patent
licensee in good standing cannot establish an Article III case or
controversy because the license agreement “obliterate[s] any
reasonable apprehension” of suit) and in Teva Pharm. USA, Inc.
v. Pfizer, Inc. 395 F.3d 1324 (Fed. Cir. 2005) (applying a “reasonable apprehension of imminent suit” test). In taking a more
flexible approach, the Supreme Court emphasized that the standard is whether the facts alleged, “under all the circumstances,”
show that there is a substantial controversy, between adverse
parties, of sufficient immediacy and reality to warrant relief. Id.
at 8.
Following MedImmune, the CAFC has already recognized this
increased flexibility. In Teva v. Novartis, Slip Op. No. 06-1181
(Fed. Cir., Mar. 30, 2007), the CAFC acknowledged that its “reasonable apprehension of imminent suit” test had been overruled
in favor of looking at “all the circumstances.” Applying this
broader test, the CAFC held that Teva, which sought approval to
market a generic drug, had standing to bring a DJ action against
Novartis, which had declined to assert its patent against Teva.
This holding is in marked contrast to the CAFC’s previous holdings in Gen-Probe and Teva v. Pfizer and suggests that more
actions for declaratory judgment will be brought and maintained.
Together, the KSR and MedImmune cases suggest that the landscape is changing for patent licensees and licensors. Under
MedImmune, it is now easier for a licensee to be heard in court
and assert that a patent is invalid, not infringed, or unenforceable. Under KSR, once the licensee makes it into court, it may be
easier to invalidate the challenged patent. This expanded ability
to challenge patents may create new opportunities for applicants
who seek to market generic drugs but must first contend with
patents that purportedly cover the name brand drug. In the electronics industry, the more flexible standard for assessing obviousness may temper negotiations between companies that seek
to market a product but who face threats from patentees who
hold patents on marginal improvements.
Because the patent system is designed to “promote the useful
arts,” one overarching question is whether the Supreme Court’s
more flexible approach will promote or stifle innovation. Many

questions remain unanswered by KSR, and long-term uncertainty generally hinders innovation. How will “market demands”
and “common sense” be assessed without applying impermissible hindsight? When a Patent Examiner finds that there is reason
to combine references to arrive at the claimed invention, how
specific must that reason be?
At least for the time being, the U.S. Patent and Trademark Office
appears to be exercising restraint in its application of KSR. On
May 3, 2007, it circulated a memo to its Technology Center
Directors and Examiners, requesting that Examiners continue to
support their obviousness findings and identify reasons that
would have prompted persons having skill in the relevant field
to combine prior art references. Despite the memo’s attempts to
prevent overreaction on the part of the Patent Office, an expanded, more flexible application of the obviousness standard ultimately will lead to more rejections for obviousness and thus lead
to more appeals of such rejections. In the mechanical and electronic technologies, inventions often are combinations of old
elements, and such inventions likely will face greater challenges
following KSR. To rebut such allegations of obviousness, patent
applicants may have to increase their reliance on the so-called
secondary indicia of non-obviousness, e.g., by showing unexpected results or commercial success of the invention. Similarly,
patent applicants will likely increase their reliance on experts to
help them identify and document such secondary indicia.
The contours of the KSR decision will be further shaped by
patent litigants who face immediate and significant pressure to
push (or limit) the boundaries of the decision. Patent challengers
now have more fertile ground on which to establish that a patent
is invalid and now, in light of MedImmune, have an increased
ability to be heard in court. Similarly, there likely will be an
increase in the number of third party requests that the Patent
Office reexamine patents that it has issued. Of course, the full
impact of the Court’s decision in KSR, particularly in view of
prior decisions such as MedImmune, will be realized over time.
As with many things in life, the devil is in the details, and the
details are still to be clearly defined.
* Eldora L. Ellison
and
Theodore
Wood are, respectively, a Director
in the biotechnology/chemical practice group and an
Associate in the
electrical practice
group at Sterne,
Kessler, Goldstein & Fox PLLC, Washington, D.C. The authors
can be reached at eellison@skgf.com.and twood@skgf.com. The
views expressed herein are those of the authors and not necessarily the views of their law firm.
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