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 CHAPTER I 
 
 BASIC POINTS ABOUT DOING BUSINESS IN THE U.S.A. 
 
 
 

Many foreign enterprises and business people see the U.S.A. as an interesting 
market for selling their products and services.  This Chapter offers the reader some basic points 
about doing business in the USA.  Some are of a commercial nature, others are legal points, 
many involve both.   And while certain of the statements below are incontrovertible facts, others 
represent my views based on a number of years of knowledge and experience. 
 

Here are twelve fundamental principles about the U.S.A. which I believe should 
be borne in mind: 
 

1.  In general, doing business in the U.S.A. involves a great deal of 
freedom of maneuver and considerable freedom to stipulate what you wish in 
contracts, and relatively little problems with the government (as compared to 
many other countries).  The risks of private party claims or law suits are very 
often greater than the risks of problems with U.S. governmental authorities. 
However, 

 
               2. By using competent U.S. experts (lawyer, accountant, etc.) the risks and pitfalls of lawsuits 

can usually be controlled, if not substantially re-duced. Such experts should be 
engaged in advance, and be part of the planning process. 

 
3.  There are relatively few prohibitions and/or restrictions on doing 

business in the U.S.A., including for U.K. enterprises and business people. 
 

4.  One of the ingredients for success in the U.S. market is being 
"professional".  By way of example only, you should 

  
(a) have good products or services adapted to the U.S. market 

which Americans will want to purchase, and promote their 
sale properly; 
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(b) your documentation (brochures, advertising materials, 
business cards, etc.) must be "professional" looking, in 
good American English, well presented, etc.; and 

 
(c) the representatives you send to the States and the 

Americans you hire must also be "professional" in all 
respects. 

 
5.  Check out carefully the U.S. party with which you propose to deal. 

 Many Americans, for one reason or another, do not pay their bills.  There are 
many bankruptcies in the U.S.A.  Do not be reluctant to ask your proposed U.S. 
partner for financial statements.  Your U.S. lawyer can obtain for you other 
valuable information proving the legal existence of the U.S. party, of a company; 
and documents showing any mortgages or "security interests" on your prospective 
U.S. contract partner's present and future assets. 

 
6.  In general (and like any generality, subject to exceptions) 

American manners and customs are different than yours, even in business. 
At the risk of over-generalizing, on the average Americans 

 
(a). are less formal, often more open and friendly, and are less 

inclined to observe strict protocols and ceremony than are most 
Europeans; 

 
(b)  are punctual for meetings and events, and will expect you to 

be; 
 
(c)  are direct and even aggressive, in business and business 

negotiations; and 
 

(d) do not like waiting very long for anything: replies or decisions 
from business partners, for a table in a restaurant, etc. 

 
7.  U.S. business people are legalistic.  They use lawyers (and other 

experts) all the time.  In the planning and negotiation of business transactions, the 
drafting of contracts, etc. etc. 
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8.  Americans are more inclined to start lawsuits, or to threaten to do 
so, than most people in other countries, including the UK.  Many times, a 
lawsuit is started or is threatened by an American to obtain a favorable out-of-
court settlement of some dispute or situation. That probably applies to foreigners 
who have lived in the States for some time--they learn.  The great majority of 
civil and commercial lawsuits brought in the U.S.A. are never decided by a court, 
but are settled by the parties involved after some "legal skirmishing".  Foreign 
parties are particularly good targets because they are often naive and capable of 
being frightened into a quick settlement. 

 
9.  Damage awards pronounced by a U.S. court or sometimes even 

arbitrators in the U.S.A. will often be considerably higher than those issued 
in other countries.   

 
10.  Any serious commitment to the U.S. market (sales subsidiary, 

joint venture, etc.) will probably involve more costs than you are budgeting 
for.  In my experience many foreign clients underestimate and underbudget the 
costs. 

 
11.  There is no substitute for first-class, American style contract 

documents when dealing with the U.S.A.  Carefully prepared, U.S. style 
contract documents will serve at least two important purposes: (1) they will 
increase the chances of the foreign (non-U.S.) party getting what it wants without 
having to start a lawsuit; and (ii) they will prevent, or make it difficult, for the 
U.S. side to attack the foreign side.  Foreign parties typically run into legal 
trouble in the U.S.A. when they do not have first-class American style contract 
documents.  There is really no such thing as a "standard" or "model" contract used 
in the U.S.A., such as a standard distribution, sales, sales agency, license or joint 
venture agreement.  Each U.S. style contract is specifically tailored to the particu-
lar situation. 

 
    12. Rehashing Some Point Already Made:  America is unique!  Many 
foreign business people, compared to Americans, are, generally speaking, not so   
          legalistic, willing to make deals on a handshake or with a very short (and 
by U.S. standards, unacceptable) written agreement; and, they are less inclined to 
start      or threaten to start lawsuits.  I call this the "Most of the Rest of the World 
Pattern. 
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That is not to say that some Americans do not fall in the Most of the Rest of the 
World Pattern.  However, the great majority of good, solid American companies 
of all sizes will not be willing to conclude any significant sort of deal without 
first-class, U.S.-style contracts. You, the reader, should be suspicious of a U.S. 
company or business person that is willing to work in any other way.    
 

          America offers a great deal of opportunity for UK companies and individuals that 
understand how things work in the U.S.A. and apply themselves properly to the task. 
         
.        The plain and simple truth is that when dealing with Americans or the U.S.A., foreign 
parties need competent U.S. counsel's assistance (and those of other experts). Not just when 
a legal or other problem arises. But especially, in the planning, negotiating and drafting 
processes, before the problem arises. Too many foreign parties have fouled up by not 
proceeding in that manner. You need only ask others who have been successful or 
unsuccessful in dealing with Americans and the States!            
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 CHAPTER II 
 
 
 CONTRACTS WITH AMERICANS FOR THE U.S. MARKET: BASIC POINTS 
 
 

The process of contracting with Americans has its own distinct features and 
dynamics. For optimum results, foreign parties should clearly understand them. 
 

There are essentially two situations:  (i) the contract involves some activity to be 
carried on in the United States ("outgoing transaction"), such as: a sales contract; a distribution 
contract; a sales agency contract; a manufacturing license agreement; or a joint venture 
agreement.  Again, the direction is outward -- to and/or within the U.S.A.; and (ii) an inward-
bound transaction.  Examples of (from your standpoint) "inward-bound" transactions are a sales 
contract, distribution contract, manufacturing license agreement, or joint venture agreement 
where the foreign party buys products or acquires distribution or license rights or concludes a 
JV, for and with respect to the UK and other European markets (possibly other countries as 
well), but not the U.S.A.) as the contract territory. I deal with "inward-bound" deals of this type 
in Chapter XV, the second to last one. 
 

Here are some basic principles regarding outgoing transactions to the U.S.A. 
(though many apply to "inward" ones too): 

 
    1.  Where you (the UK side) will be the seller, supplier, licensor or will contribute the 
products or technology to a U.S. JV, the first contract draft should be prepared by you, 
and to the extent possible, you should maintain the "drafting initiative".  The first draft 
should be a U.S.-style contract draft, carefully drafted by a U.S. lawyer.  To the extent possible, 
the foreign party should thereafter retain the drafting initiative.  These principles are followed by 
good U.S. companies when they are the supplier, licensor etc. (even they even try to apply them 
where they are not) so they will understand when you, the foreign party, tell them you will be 
preparing the first contract draft and later on, that you will prepare any necessary redrafts. 
  
   The first contract draft sets down the basic guidelines... the playing field.  If you let the U.S. 
side prepare it, you will find it difficult and often, more costly, to change the playing field by 
preparing a counterdraft.  It is frequently more expensive in terms of a U.S. law firm's legal fees, 
to prepare a counterdraft then to prepare the first contract draft. 
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 Very often, I prefer to start serious negotiations by preparing, rather than a contract draft, a 
detailed "non-binding Summary of Terms" ("SOT") and to negotiate from that; and once 
the SOT is signed, to prepare the first contract draft based on that document. When I speak above 
about the "drafting initiative", I mean also the initiative in preparing/submitting the first draft 
(and subsequent ones) of an SOT. More about SOTs in point 5. 

 
     2.  U.S.-style contracts will be longer and more detailed than those normally prepared in 
most other countries of the world.  Each properly prepared U.S. contract tells its own story.  
Not only that, the lawyer preparing it will try, via the contract, to secure important strategic and 
tactical advantages for his client to optimize the chances of the client obtaining what it wants 
from the other side without a lawsuit.  The overriding strategy will usually be: (i) secure as many 
advantages as possible on both the business and legal points; and (ii) making it relatively easy 
for the client to attack; and reducing the client's risks and making it difficult, or at least not too 
convenient, for the other side to defend. 
 
     3.  In the U.S.A., there are many lawsuits and threatened lawsuits against foreign parties 
who operate under poorly drafted, incomplete, or otherwise unsatisfactory contracts.  I 
could recite virtually an unlimited number of experiences, particularly involving foreign 
companies, where lawsuits, threatened lawsuits and claims by the U.S. side occurred due to the 
preceding sentence.  Conversely, I can hardly think of too many situations where a lawsuit or a 
threatened lawsuit against the client arose where a U.S.-style agreement, properly protecting of 
the client's interests, was prepared and signed. 
     Bear in mind that oral agreements, agreements made by telephone or letter, and even de facto 
arrangements can constitute legally binding contracts and obligations under U.S. law.    
     It costs money to have a U.S. lawyer prepare a good U.S.-style agreement.  However, given 
the propensity of Americans to make claims and to start or threaten to start lawsuits, a first-class, 
U.S.-style agreement is indispensable. 
     Some of you might think: "But I have been dealing with certain U.S. parties without a first-
class, U.S.-style agreement and I have had no legal problems".  I would reply: "You have been 
lucky up to now.  But remember, considering the costs of litigation in the U.S.A., the high 
damage awards, the inclination of Americans to sue or to threaten to do so (and this often 
provokes an out-of-court monetary settlement favorable to the U.S. side), one such instance 
could be disastrous for you". 
     That is not to say the foregoing could not occur even with a first-class, U.S.-style contract 
which attempts to protect the foreign (e.g. UK) party's interests.  The world is not perfect.  But 
with such an agreement, many liability risks will normally be substantially reduced. 
     I would go so far as to say: if you do not have the funds or the desire to use a U.S. lawyer to 
prepare agreements and for other assistance connected with your U.S. business activities, you 
should not attempt to do business with the U.S.A. 
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     4.  Be prepared for extensive negotiations on both the "business" terms and the "legal" 
provisions of the agreement.  Sometimes, negotiations will not be extensive or involve many 
contract drafts.  This, I would say, is more the exception than the rule... you should expect 
extensive and prolonged negotiations.  For example, an exclusive distributorship agreement with 
a U.S. party (as distributor) can easily take several months to conclude, from beginning to end.  
U.S. business lawyers are experienced in negotiating agreements and should usually participate 
in the negotiations where both sides have their lawyers present.  If both lawyers are competent, 
the negotiations will move along faster and the legal costs may even be less than if they did not 
participate (fewer contract drafts, less meetings/correspondence between the lawyer and his own 
client, etc.). 
 
     5.  It is often advantageous not to begin with a contract draft, but rather, a "non-
binding summary of main contract terms" ("Summary of Terms" or "SOT") prepared by 
U.S. counsel. I've  
already expressed my liking for beginning with an SOT. Here are some reasons why: 
         (i)  an SOT enables the client and his U.S. counsel to focus on all of the important and 
difficult issues, to understand and set forth on paper in concise but somewhat abbreviated form 
how (from the client's side) they should be dealt with; whereas, with a considerably longer, more 
intricate and legalistic contract draft, those goals are harder to achieve; 
         (ii)  it serves as a document which is easier to negotiate from than a very detailed U.S.-style 
contract draft, from both parties' standpoint; 
         (iii)  once a Summary of Terms is signed (which is not legally binding), it makes it easier 
for the lawyer to prepare the contract draft and will often shorten the time span to the time the 
final, legal-binding agreement is signed; and 
         (iv)  if no SOT is signed, that will normally indicate that the parties will not sign a legally 
binding contract -- thus, the SOT serves as a type of probing device. 
 
     6. You should not only help your U.S. lawyer with ideas/information to prepare SOTs 
and contract drafts: you should also read very carefully several times every word of them, 
ask questions, respond in detail to the lawyer's questions, offer comments etc. In my 
experience, many foreign business persons just don't like studying extremely carefully detailed, 
legal documents (including SOTs), and doing what the preceding sentence states. To obtain the 
best possible results, however, the active and attentive participation by the foreign client is 
absolutely necessary.  
     Many foreigners do not understand the important of well written contracts when dealing with 
the U.S. and with Americans generally. They are typically not accustomed to that when dealing 
in their own country or other foreign markets. But the U.S. is not like other countries. 
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     7. Before you (the UK party, terminate, amend, or take any other important action 
affecting the terms of an existing contract with a U.S. party or for the U.S. market, consult 
competent U.S. counsel. Once you make your move, it may too late to retract it. For that reason, 
check out carefully in advance your options and the implications of implementing them. 
 
     8. American business lawyers will want to know a lot about your business operations, 
those of the U.S. side, the economics and other aspects of the prospective business deal; and 
will often guide you as to the type of contract or deal you should make. In other words, 
American business lawyers are not simply persons who write down on paper, in contract 
form, what you tell them, but also "business advisors. Many lawyers in numerous other 
countries aren't trained, accustomed to, or otherwise inclined to play that broader role American 
business lawyers are used to performing. And often, foreign businesses don't expect that of them. 
But here again, America is America, and you should take advantage of that broader perspective 
of the American business lawyer. 
 
      
 
 
 
 

 CHAPTER III 
 
 EXPORTING TO THE USA: 
 LEGAL FACTORS TO REMEMBER 
 
 

A foreign enterprise desires to export its products to American customers.  That is 
the focal point of this Chapter. 
 

This Chapter does not focus in detail on product liability in the U.S.A., on 
concluding contracts with U.S. distributors and agents, or on how to obtain security for payment 
from U.S. customers.  Subsequent Chapters will deal specifically with these themes. 
 
 Nine Points To Remember 
 Regarding Your U.S. Exports 
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     1. The foreign exporter should be sure that its products and goods can be exported to 
the U.S.A., that it meets all legal requirements of U.S. customs and import laws, and that 
its export documentation is complete and complies with U.S. law.  One specific point will be 
mentioned: the "country of origin" must be plainly, conspicuously and indelibly marked on all 
articles entering the U.S.A., or in certain cases, on their packaging or containers.  Where an 
article is produced in more than one country, there are special source of origin marking rules. 
 
     2. Exporters should be careful not to violate U.S. antidumping and countervailing duty 
laws.  Selling goods in the U.S. below the price at which the same or substantially similar goods 
of the exporter are sold in the exporter's home market can result in violation of U.S. antidumping 
laws.  U.S. countervailing duty laws may be violated when foreign (non-U.S.) goods have 
benefit from a government subsidy relative to their production or exportation (the term subsidy is 
broadly defined). 
 
     3. Exporters intending to sell goods to the U.S.A. under a particular trademark, brand 
name, promotional slogan, etc. should, before exporting (i) have their U.S. lawyer check 
whether the use of such mark, name, slogan, etc. might infringe any existing U.S. 
trademark, and (ii) apply for a U.S. trademark covering that mark, name, slogan etc.  It 
normally makes little sense to try to build up a market for a branded product without doing that.  
You do not want to find, after you have been selling under a particular mark or name, that you 
are attacked by a third party for alleged trademark infringement or that you cannot stop a third 
party from using your mark or brand name or one substantially similar thereto.  It is not an 
expensive procedure to verify whether any third party holds a U.S. trademark registration 
identical or similar to the mark you wish to use, or to apply for a U.S. mark.  Also, if you intend 
to export to Canada, Mexico, Central or South America or the Caribbean (in other words, 
anywhere in the Western Hemisphere), you should consider following basically the same 
procedure as set forth above regarding the U.S.A.  A U.S. law firm of international scope (like 
our own) can assist you with your trademark matters throughout the Western hemisphere. 

 
Essentially, the same applies with respect to patents, copyrights and designs. 

 
      4. Some special rules contained in U.S. sales law.  The Uniform Commercial Code 
("UCC") is in force in all U.S. states except the State of Louisiana.  Article 2 of the UCC deals 
with the law of sales of goods.  Here are four rules contained therein of which the reader should 
be aware: 

 
A. the pre-UCC rule was that an acceptance of an offer had to be 

directed to the terms of the offer, as made; and if the acceptance contained terms 
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different from or additional to, or modifying the offer, there was no acceptance of 
the offer (thus, no binding sales contract).  The purported acceptance was merely 
a counteroffer which the other party could accept or reject. 

 
The UCC rule, which now applies, changed the pre-UCC rule to be 

as follows: 
 

(i) an expression of acceptance or a written confirmation sent 
within a reasonable time after receipt of the offer is, legally, an acceptance 
of the offer even if it contains terms additional to or different from those 
offered unless the acceptance states that it is conditional on the other party 
(the offeror) agreeing to the additional or different terms. 

 
(ii) Where acceptance is not made "conditional", the 

additional or different terms become part of the sales contract unless (a) 
the offer expressly limits acceptance to the offer's terms; or (b) they 
"materially" alter the offer's terms'; or (c) objection to the additional or 
different terms is made within a reasonable time. 

 
B. If the parties intend to make a contract for the sale of goods but fail 

to agree on the price therefor, a contract is nevertheless concluded and the price is 
a "reasonable price" at the time of delivery as determined by a court or 
arbitrator(s) (if there is a valid arbitration agreement between the parties). 

 
C. A contract for the sale of goods valued at $500 or more is not 

enforceable unless in writing and signed by the party against which enforcement 
is sought.  If the price is $500 or more and there is no such signed writing, it does 
not void the agreement or make it illegal -- the parties can voluntarily perform the 
agreement.  However, if one side refuses to perform, the other party cannot 
legally enforce the agreement. 

 
D. Assume an oral contract for the sale of goods.  If one party sends 

the other a written confirmation of the oral sales contract within a reasonable time 
after the oral contract is made and the recipient does not object to the written 
confirmation within 10 days of its receipt, the oral contract will be enforceable 
under U.S. law if both parties are merchants.  A merchant, in this context, means 
someone normally dealing in goods of the type involved or who, by his 
occupation, has knowledge of the goods involved. 
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     5. General Terms of Sale ("GTS") adapted to U.S. law and practices will be very 
beneficial for many, if not most, exporters.  Readers will be generally familiar with GTS since 
many foreign (including UK) companies use them.  Here are some of the advantages to having 
your U.S. lawyer prepare GTS adapted to U.S. law/practices. 
 
     Properly prepared GTS tailored to the U.S. market normally should contain the following 
provisions among others: 
 

- a clause providing for interest on late payments at a specified current 
interest rate.  Without such a clause only interest at the legal rate can be 
recovered in all or nearly all courts of the U.S.A. 

 
- a clause allowing the seller to recover its costs of collection, including 
reasonable attorney fees.  In most U.S. state and federal courts, costs and 
particularly attorneys' fees cannot be recovered, unless there is an 
agreement so stating.  Even if disputes will be resolved by arbitration, 
such a clause is quite useful. 

 
- Clauses limiting or excluding the seller's product warranties (including 
implied ones), or which go even further in reducing the seller's product 
liability risk. 

 
- Clauses which give to the seller a "security interest" in specified 
collateral of the U.S. buyer, where goods are sold on credit terms or open 
account.  The collateral might be, for example, the goods sold, the buyer's 
proceeds from the resale thereof, or the buyer's accounts receivable arising 
from the resale of the seller's goods.  To perfect such a security interest, 
the seller would file certain forms in a registry - not an expensive process. 
 This mechanism will normally give the seller a priority in that collateral 
over nearly all other creditors of the buyer, provided no other creditor has 
an earlier registered "security interest" covering the same collateral. 

 
- An arbitration clause stating that all disputes will be resolved by 
arbitration in a designated city under the Commercial Arbitration Rules of 
the American Arbitration Association ("AAA").  Arbitration is usually 
cheaper and faster than a suit in the courts.  Assuming sales to U.S. 
customers in different areas of the U.S.A., in the absence of such a clause, 
suits would normally have to be brought (e.g., to recover payment for 
goods sold) in several different States, etc.  Arbitration in the U.S. has 
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certain other advantages for the foreign seller.  If, for example, arbitration 
will be in New York City (headquarters of the AAA), New York law can 
be stated as the applicable law, even if both parties have no connection 
with New York State. 

 
Frequently, foreign companies fail to adapt their GTS to the U.S. market; rather, 

they use none at all.  Or, they use their customary form, which often contains a clause stating 
that the courts (or a specified court) in the seller's country will have exclusive jurisdiction over 
all disputes between the seller and the buyer.  Unless it can be said that the buyer has truly 
"accepted" this clause, a judgment obtained against the American buyer in the manufacturer's 
country may not be enforceable in the U.S.A.; and the clause may well be an obstacle to suing 
the buyer in the U.S.A.  Plus, it may not be easy or inexpensive to enforce a foreign country 
judgment or arbitral award in the U.S.A. 
 

It is advisable to obtain the buyer's specific written agreement that it is bound by 
the seller's GTS. Without it, certain important GTS provisions may not be enforceable. 
 
     6. The law of a particular U.S. state should apply to sales contracts; and (my preference) 
the applicability of the UN Sales Convention should be waived.  If the sales contract or the 
exporter's GTS provides for arbitration in the U.S.A. of disputes and claims (as it should, 
particularly when selling on credit terms), the law of a particular U.S. state should be specified 
as the applicable law.  That might be the law of the U.S. state where arbitration will be held 
pursuant to the arbitration clause.  It makes no sense to specify the laws of England or Scotland 
as applicable where arbitration will be in the U.S.A. or where, absent an arbitration clause, the 
UK exporter might sue in a U.S. court.  Most U.S. buyers will not agree to arbitrate disputes in 
foreign countries, or to the jurisdiction of a non-U.S. court.  Nor are such provisions desirable 
from the UK exporter's side, since it will face the prospect enforcing a foreign (non-U.S.) arbitral 
award or court decision in the U.S.A. 
 
     The UN Convention on Contracts for the International Sale of Goods is in effect in the U.S.A. 
and in certain other countries. At this writing, it is not in force in the United Kingdom.  The 
Convention, if it were applicable, would apply, rather than the counterpart U.S. or UK domestic 
sales law, to sales by UK exporters to U.S. buyers unless the parties agree in writing that it will 
not apply. Because the UK may ultimately adopt the Convention and for other reasons, I mention 
it here. One such reason is that even though the UK has not yet adopted it, a UK and a U.S. party 
may, in their contract, provide for its applicability if they so choose, and that will cause the 
Convention's rules to apply to the contract. I normally prefer not to have the UN Convention 
apply and to state in the GTS or sales contract that the laws of a particular U.S. state will apply.  
Arbitrators in the U.S.A. and U.S. courts do not have experience with the UN Convention nor is 
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there much U.S. case law interpreting it. If, however, my foreign client prefers its applicability, I 
will not normally try too hard to dissuade it. 
 
     7. The exporter should be aware of the existence of "foreign trade zones" ("FTZs") 
throughout the U.S.A. and the advantages of using them. FTZs are secured areas legally 
outside of U.S. customs territory. Their purpose is to attract and promote international trade. 
They are operated as public utilities by states, political subdivisions or corporations chartered for 
such purposes. Any foreign or domestic merchandise not prohibited by law, whether or not 
subject to U.S. customs duty, can be placed in a FTZ. In general, merchandise in a FTZ can be 
stored there, sold, exhibited, broken up, repacked, assembled, graded, cleaned, mixed with 
foreign or domestic merchandise, otherwise manipulated, or destroyed. No retail trade can be 
conducted there. Some of a FTZ's advantages are: (i) customs duties or, if applicable, federal 
excise tax, are paid only when merchandise is transferred from a FTZ to U.S. customs territory 
for consumption or use; (ii)  goods  can be exported out of the U.S.A. from a FTZ free of U.S. 
customs duty and tax; (iii) procedural requirements for using a FTZ are minimal; (iv) goods can 
remain indefinitely in a FTZ. There are other advantages as well.    
 
     8. The exporter should structure its U.S. exports sales so that no U.S. federal or U.S. 
state income taxes will be imposed on the profits from such sales.  If an exporter should be 
deemed to have a "permanent establishment" in the U.S.A. for tax purposes or to be doing 
business in the U.S.A. or in a particular U.S. state or states by virtue of its exports to the States, 
it may become subject to U.S. federal income tax and/or U.S. state income tax on its U.S. export 
income.  The exporter should review with its U.S. lawyer how to structure its U.S. export sales to 
avoid the imposition of U.S. income tax. 
  
    9. When exporting to your U.S. subsidiary or affiliate, be very careful about the price 
you charge it: Overpricing and underpricing can lead to tax and customs problems. Your 
price should be an "arms length" one--approximately what you would charge an unrelated 
party. Expert advice implemented early on should reduce the risk of these sort of problems. 
                           
 
     CHAPTER IV 
 
 
 PRODUCT LIABILITY IN THE U.S.A. 
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The theme of this particular Chapter is "product liability in the U.S.A.", 
particularly from the standpoint of the manufacturer or exporter. 
         
Meaning of Product Liability: 
 

In simple terms, "product liability" means the liability which a manufacturer, 
seller or licensor of technology can incur because the product, article, component or part it 
manufactures, sells, distributes or licenses causes injury to someone's person or property. 
 

Under U.S. law, there are three basic legal theories an injured party can use to 
formulate a product liability claim: (1) strict liability; (2) breach of express or implied contract or 
warranty; (3) negligence.  Very often, plaintiff's will allege all three theories.  One important 
feature of the "strict liability" theory is the manufacturer or seller can be liable even if the defect 
could not have been discovered or prevented by human skill, knowledge or foresight. 
 

Product liability can result from one or more of the following three types of 
"defects": 
 

E. "mechanical or manufacturing defects" (examples: faulty 
component parts, loose screws, etc.); 

 
F. "design defects" (examples: instability, toxicity, flammability, 

tendency to shatter, etc.); and 
 

G. "failure to adequately warn" of possible hazards in using or 
applying the article (including inaccurate or incomplete directions for use). 
Even if a subassembly, component, or part manufactured, sold or supplied by you 

becomes incorporated in a finished product manufactured or completed by someone else, you 
still may be exposed to U.S. product liability claims.  You may, however, be able to claim 
indemnification or contribution from the final manufacturer or finisher, depending on the 
circumstances. 
 
Situation in U.S.A.:   
 

The following summary roughly describes the situation in the U.S.A. today: 
 

- there are both U.S. federal laws and state laws relevant to product 
liability.  Examples of federal laws are the Hazardous Substance Labeling 
Act (as amended by the Child Protection Act of 1966); the Child 
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Protection and Toy Safety Act of 1969; the Flammable Fabrics Act; and 
the Consumer Product Safety Act.  Most of the U.S. law on product 
liability is nevertheless contained in extensive decisions of the U.S. state 
and federal courts. 

 
- There are many product liability suits filed in the U.S.A. 

 
- Damage awards in product liability cases can  sometimes be quite high. 
Not always, but sometimes.  

 
- Most product liability lawsuits are not decided by a court; rather, after 
some legal skirmishing, the great majority of them are settled out of court, 
involving some payment to the plaintiff. 

 
- In a great many instances foreign (e.g. UK) manufacturers, 
exporters and licensors will be able to escape the jurisdiction of the 
American courts where their products or components cause injury to 
someone in the U.S.A. Or at least they may have a good legal 
argument to that effect. In some instances, foreign firms will be subject 
to U.S. courts' reach and won't have any good argument to the contrary. 
This is a very important subject. (See later in this chapter "Will U.S. 
Court have Personal Jurisdiction Over the Foreign Manufacturer, 
Exporter or Licensor?"). 

 
All things being equal, product liability insurance coverage of sufficient scope 

should be purchased by essentially every company exposed to the risk. However, it may be 
unavailable for certain types of products; and for some types of products, it may be quite 
expensive.  The "deductible" (the portion of the damages the insured will have to bear) will often 
be a sizeable amount.  Many smaller companies will simply not be able to afford product liability 
insurance for the U.S.A. to the extent it is available.  Nevertheless, companies should give very 
serious consideration to purchasing product liability insurance covering its product, components 
and parts in the U.S. market. 
 
Reducing Product Liability Risks - Trends: 
 

Although there is no practical way to eliminate, 100%, all risks of product 
liability claims in the U.S.A., there are certain things that enterprises can do to reduce them.  
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Several of these are mentioned below, with no significance being attached to the order in which 
they are presented. 
 

- assure that your product is as safe as possible, taking into account the 
state of the art, U.S. law, U.S. industry standards and norms, what the 
competition is doing, and other relevant factors; 

 
- assure that your products contain proper indications for use and adequate 
warnings of potential hazards consistent with U.S. law and that your 
promotional material, labeling, etc., is complete and accurate and does not 
contain unnecessary statements which can be used against you; 

 
- check whether product liability insurance is available for the U.S.A., the 
cost thereof, what it covers and what it does not, and, where feasible, 
purchase it; 

 
- consider having your U.S. distributor or licensee obtain product liability 
insurance covering your risks (adding you to its policy, and you'd 

             reimburse the distributor or licensee for the 
                 additional premiums); 
 

- consider setting up a new, low capitalized company in your home 
country or some third country which would either have the products 
contract manufactured for its account by your home country (or other) 
company owning the factory, or would lease from the that manufacturing 
company the factory or a part thereof, and thus be the "manufacturer" for 
purposes of U.S. export sales; 

 
- consider setting up a new, low capitalized U.S. subsidiary to purchase 
from the home country "manufacturer"/seller and resell to U.S. customers; 

 
- consider self-insurance; 

 
- sell under terms by which title and risk of loss to your products pass to 
the buyer outside of the U.S.A., and do not negotiate the agreement in the 
U.S.A.; 
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- insert some special clauses in your U.S. contracts which might help to 
convince a U.S. court that it did not have jurisdiction over you, the Israeli 
exporter. 

 
- in some countries U.S. court decisions (as distinguished from U.S. 
arbitral awards) are not enforceable - or at least not easily enforceable.  
Where this is the case, it can be factored into the product liability risk 
reduction equation; 

 
- where selling through U.S. distributors and agents, or where licensing 
the manufacture of products to a U.S. licensee, make a real attempt to pass 
over as much as possible of the product liability risk to the U.S. 
distributor, agent or licensee.  Many non-U.S. companies are attempting 
this, with varying success.  There are many different ways to accomplish 
this, some of which are mentioned below. 

 
Passing Product Liability Risk to U.S. Intermediary: 
 

It is possible to pass, by contract, a material part of a manufacturer's, supplier's or 
licensor's product liability exposure on to its U.S. distributor, agent or licensee.  Most U.S. 
distributors, agents or licensees will resist such an attempt, but it is often worth a try.   
Surprisingly, I have found in practice that sometimes the U.S. side will accept a material part of 
that risk. 
 

Let's take the following situation: A foreign (non-U.S.) company sells a product 
or article to a U.S. distributor who in turn resells the product in the U.S. market.  The non-U.S. 
company has no fixed place of business nor any assets in the U.S.A.  An individual is injured or 
killed allegedly from having used, operated, consumed, etc., the product or article.  That 
individual (or his or her estate) files suit against the U.S. distributor but not against the foreign 
supplier.  If the contract between the foreign (non-U.S.) supplier and the U.S. distributor has 
restricted the distributor's rights to claim over against the supplier, the supplier's product liability 
risk will have been reduced.  Some ways of reducing one's product liability risk by contract are: 
 

- to not agree by contract to hold harmless and indemnify the distributor 
for product liability damages; 

 
- to have the distributor agree to hold the supplier harmless and indemnify 
the supplier for product liability damages (this is usually impossible to 
achieve, but may be a starting point for supplier in negotiations); 
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- to water down, with many exclusions, clauses by which the supplier 
assumes responsibility for defective products (there are many ways of 
accomplishing this); 

 
- to require that the U.S. distributor bring any product liability claims for 
which it seeks the supplier's indemnification, in arbitration outside of the 
U.S.A., preferably in a jurisdiction which is not disposed to grant 
enormous damage awards or the law of which is relatively favorable to the 
supplier, and to state in the agreement that the distributor will not raise 
any claim over against the supplier in, or try to cause the supplier to 
become a party to, the U.S. litigation initiated by the injured party. 

 
- to fix a maximum limit of product liability damages sustained by the 
distributor which the supplier will bear. 

 
Remember that any agreement between you and your U.S. buyer, distributor, 

sales agent or licensee which excludes or limits your product liability exposure will not be 
binding on a third party who sustains injury allegedly due to your article, product, component or 
part. 
 
WILL A U.S. COURT HAVE PERSONAL JURISDICTION OVER THE FOREIGN 
MANUFACTURER, EXPORTER OR LICENSOR?    
 

By that, I mean, will a U.S. court have the authority to hear and decide a case, and 
render a damage award in a product liability situation, against the manufacturer, exporter or 
licensor?  Or will that party at least have cogent legal arguments to challenge the U.S. court's 
exercise of personal jurisdiction? The answer is that in many instances the court located in a 
U.S. state in which the allegedly injured party sues will not have personal jurisdiction over 
a person or firm not resident in that state. Or, at least the "non-resident" will have a good 
legal argument to that effect in many situations. That is a major point, of critical 
importance to American and non-U.S. companies and individuals alike. Many companies 
and even lawyers are not fully aware of the relatively recent legal developments in that 
direction.  
             

Of course, it depends on the particular facts and circumstances.  In some cases the 
"non-resident" of the U.S. state where suit is brought may have sound, legal arguments to 
challenge the U.S. court's jurisdiction and may succeed in such challenge.  In other cases, it will 
have only relatively weak arguments and its challenge to the U.S. court's jurisdiction will 
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probably fail. The main issue will tend to revolve around whether the "non-resident" has 
"sufficient contacts" with the U.S. state in which the law suit is brought to justify the 
exercise by a court of that U.S. state of personal jurisdiction over it. By "non-resident" I 
don't mean only companies having their opera- 
tions solely outside of the U.S.A.--"foreign" companies and individuals such as UK and 
other firms and persons operating in their home country. I also mean American companies 
and individuals that are not residents of the particular U.S. state in which the product 
liability lawsuit has been or may be brought.  
 
        I have been involved in several of product liability cases where the defendant (or one of 
them) was (or arguably was) a "non-resident". I was quite tempted to include in this Guide a 
legal memorandum which I wrote that set forth pretty clearly the, call it "new" law on "personal 
jurisdiction" over non-residents in product liability cases. However, it is not appropriate for this 
Guide, and is too long. I'll just try to summarize. 
 
The "Old" Rule: "Stream of Commerce" Theory 
 

Until fairly recently, the legal rule seemed to be, stated very generally and 
without nuances: if a "non-resident" of the U.S. state concerned, particularly a non-U.S. 
company operating from outside the U.S.A., puts its products, parts or components into the 
"stream of commerce" with the "expectation" some  would be purchased or used by people in the 
U.S. state where the law suit is brought, the courts of that U.S. state will have personal 
jurisdiction over the non-U.S. party, even if that party has no other contacts with the U.S. state 
concerned.  Under the "stream of commerce" theory the "expectation" that the article might well 
be purchased or used by people in the particular U.S. state is usually interpreted rather broadly 
against the non-U.S. party.  We will hereafter refer to this theory as the "Stream of Commerce 
Theory". 
 
The "New" Rule: One or More Acts of the Non-Resident Purposefully Directed at the U.S. 
State Concerned 
 

Relatively recent U.S. Supreme Court, and even more recent federal and state 
court decisions around the USA tend to require more than a mere "expectation" or "awareness" 
that the product, component or part might enter the U.S. forum state through the "stream of 
commerce".  This line of court decisions--now the generally accepted one-- looks for action 
of the non-U.S. party purposefully directed toward the U.S. state in which the law suit is 
brought (the U.S. forum state).  Examples might be: (i) designing the product for the U.S. 
forum state's market; (ii) advertising in the U.S. forum state; (iii) establishing channels for 
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providing information, advice or servicing to customers in the U.S. forum state; (iv) 
marketing the products through a distributor or sales agent which has the U.S. forum state 
as a part of its contractual territory (in other words, creating, controlling or employing the 
distribution system that brought the product to the U.S. forum state); having an office, 
employees, agents or property in the U.S. forum state.  We will hereafter refer to this 
theory as the "Purposeful Connection With the State Theory". I am purposely 
oversimplying. Technically, there are two yardsticks (standards) which the court will normally 
apply: (i) is the non-resident defendant's contact with the state quite substantial (for example, it 
has an office in the state, it is registered to do business in that state, it has one or more employees 
stationed in that state)--that is the "general jurisdiction standard". If that is not met then the court 
applies the "purposefully connected" test. If neither is met, then the non-resident is dismissed 
from the case. 
 

As mentioned, I have worked on several cases of this sort, most involving 
companies located outside of the U.S.A. One involved a foreign (non-U.S.) manufacturer/seller 
(my client), where the law suit was brought in the State of Colorado.  That case is discussed 
below.  Please, in reading the case study, bear in mind the "Stream of Commerce Theory" and 
the "Purposeful Connection With the State Theory". 
 
 A Product Liability Case Study 
 
          If you think you want to read more "legal" detail about the points made above, then you 
might digest this case study. 
 

A foreign (non-U.S.) manufacturer of metal benches for public seating in parks, 
shopping malls etc. (hereafter "FM") had been selling its benches for over 20 years only to one 
U.S. company located in Massachusetts, U.S.A. (hereafter "MassCo"), which in turn resold them 
to its, MassCo's, customers in different parts of the U.S.A.  There was never a written contract 
between FM and MassCo by which FM appointed MassCo its exclusive or non-exclusive 
distributor for the U.S.A. or any part thereof, or which otherwise defined their relationship. 
 

MassCo resold a certain number of FM's benches to a company located in the 
State of Colorado (hereafter "ColoCo"), and ColoCo installed them in a Colorado shopping mall. 
 Mr. Jones, the plaintiff (hereafter "Jones") claimed to sustain severe bodily injury and other 
economic damage when, allegedly, Jones sat on one of the benches and it collapsed. 
 

Jones sued three parties for damages in a Colorado State court:  MassCo, ColoCo; 
and FM, the foreign (non-U.S.) manufacturer which sold the bench in question to MassCo. 
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Although FM had a certain level of product liability insurance covering U.S. 
claims, FM and its insurer decided to challenge the jurisdiction of the Colorado court over FM.  
FM and its insurer engaged the writer's firm. 
 

The main problem posed for our firm was to convince the Colorado court not to 
apply the "Stream of Commerce Theory" explained above.  That theory had been proclaimed and 
applied by the U.S. Supreme Court in several decisions until about 1984.  Many lower courts 
applied that theory in product liability cases.  In particular, the Colorado Supreme Court adopted 
the Stream of Commerce Theory in the rather well-known Michelin case.  It was rather clear that 
by application of the Stream of Commerce Theory, the Colorado court in our case would decide 
that it had jurisdiction over FM to render a decision vis-a-vis FM on Jones' product liability 
claims.  Our main task was to persuade the Colorado court 1. to not apply the "Stream of 
Commerce Theory" but rather, to apply the "Purposeful Connection With the State Theory"; and 
2. to prove that FM did not have the necessary connections with the State of Colorado to justify 
the Colorado court's exercise of personal jurisdiction over FM. 
 

This problem was complicated by the fact that in one of the Supreme Court 
decisions favorable to FM, our client (the Asahi case), the portion of the majority opinion which 
articulated the "Purposeful Connection With the State Theory" was not adopted by the majority 
of the U.S. Supreme court justices.  Thus, there was (and there still is) a doubt whether that legal 
theory rather than the "Stream of Commerce Theory" represents the law of the land which lower 
U.S. federal and state courts are bound to apply. 
 

We nevertheless argued before the Colorado court that the Purposeful Connection 
With the State Theory applies, and that by its application, the court did not have personal 
jurisdiction over FM to render a decision regarding FM's liability to Jones.  We stressed: 
 

 
        1. FM did not even have and does not presently have an office, employees, 

agents, bank accounts or other connection with the State of Colorado; 
2. FM never had and does not presently have any channels for providing 

regular advice or service to customers in Colorado; 
 

3. FM never designed or adapted its metal benches (or any other product) 
specially for the State of Colorado market;  

 
4. FM never advertised any of its products, including its benches, in 

Colorado; 
 



{W:\09999\019\ukbuspgd\00128455.DOC;1} 
 
 
 − 22 − 

5. at the time the metal bench in question was manufactured or sold to 
MassCo, at the time of Jones' "accident", and at the time Jones sued FM, 
FM did not have an exclusive or non-exclusive distributor or agent which 
had, as its territory, the USA or the State of Colorado itself.  Specifically, 
that there never was nor is there, at the relevant times, any contract 
between FM and MassCo.  We argued that MassCo was always only an 
occasional purchaser from FM of the benches, which MassCo resold to 
whomever and wherever MassCo desired; that MassCo did its own 
advertising and promotion of the benches in the USA; and that MassCo 
had its own customers and channels of distribution in the USA.  We also 
emphasized that FM had always delivered its benches directly to MassCo 
in Massachusetts.  And that FM never had knowledge of MassCo's 
customers or its distribution and sales network.  From the foregoing, we 
concluded that FM did not create, control or employ a system of 
distribution which introduced the particular bench into the State of 
Colorado which allegedly caused Jones' damages. 

 
Jones' lawyers replied forcefully in its well researched and formulated reply 

papers and in oral argument 1. the "Stream of Commerce Theory" applies; 2. by its application, 
the Colorado court has jurisdiction over FM.  Jones' lawyers cited a great many of the U.S. 
federal and state decisions, and of course, certain U.S. Supreme Court decisions, in favor of the 
"Stream of Commerce Theory".  They argued that the Colorado Supreme Court's Michelin 
decision controls, and that the portion of the U.S. Supreme Court's Asahi decision which sets 
forth the "Purposeful Connection With the State Theory" does not have the force of law.  Their 
argument, in a nutshell, was, that when FM sold and delivered the bench in question to MassCo, 
it was foreseeable that MassCo would resell it to someone who or which might cause it to be 
installed in Colorado, considering that MassCo sold and delivered FM's benches into many areas 
of the USA.  Accordingly, concluded Jones' counsel, the Colorado court can and should exercise 
personal jurisdiction over FM. 

 
The Colorado court decided that it did not have personal jurisdiction over 

FM.  In other words, FM won the case on the question of personal jurisdiction . . . the 
Colorado court would not decide the issue of FM's liability to Jones.  The court based its 
decision mainly on the "Purposeful Connection With the State Theory" (without 
specifically mentioning the Theory), concluding that FM did not have the requisite 
"purposeful connection with the State of Colorado". 
 

But Jones did not give up.  Jones' counsel thereafter filed with the same court two 
successive motions for reconsideration of the decision based on alleged new evidence.  The 
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Colorado court rejected both motions.  Thus, FM escaped the clutches of the Colorado court.   
Jones did not attempt to appeal to a higher court. 
 

It is theoretically possible that if MassCo or ColoCo is held liable to Jones for 
damages, one or the other might try to sue FM either in Massachusetts or in FM's home country. 
 For certain reasons which we will not discuss here, we doubt that will occur.  
 

The reader should not conclude from this case study that every American court 
will arrive at the same conclusion under similar facts and circumstances. The non-resident's 
chances of successfully invoking the "Purposeful Connection With the State Theory" are, I 
believe, might better before a federal court than a state court; and if sued in a state court, it  

 
 
 
 

the issue of whether to try to transfer the case to a federal court should typically be considered. .  
But the main point is that at least potentially, certain manufacturers and sellers have at their 
disposal a legal theory (the "Purposeful Connection With the State Theory") with which they 
may be able to challenge the jurisdiction of U.S. courts.  Most American lawyers representing 
plaintiffs in product liability and similar cases work on a contingency fee basis -- they receive 
their fees based on the amount recovered by way of judgment or settlement.  Those lawyers 
normally do not want a difficult and time-consuming, preliminary legal battle about whether the 
court has jurisdiction over a foreign (non-U.S.) or even, sometimes, out-of-state, American 
defendant, unless their client's damage claim is quite large.  Especially when there are other 
American defendants easily reachable (like MassCo and ColoCo in the above case study) which 
have "deep pockets" and/or sufficient product liability insurance to cover the damages.  We were 
surprised that Jones' lawyers were willing to spend so much time and effort in their attempt to 
sue FM. 
 
         Even if a foreign company has a U.S. subsidiary or affiliate, it might be able to take 
advantage of the Purposeful Connection With the State Theory. If your subsidiary or affiliate is 
located totally outside of the state where the lawsuit is or will be brought, it is a non-resident of 
that state, and, depending on factors mentioned above, it may be that neither the  foreign 
company nor its subsidiary or affiliate will be subject to the legal grasp of that state in a product 
liability case. There is some, albeit limited, case law to that effect. 
 
         Challenging the jurisdiction of a U.S. court, as above, requires considerable legal and 
factual input, and is normally not inexpensive in terms of legal fees. If you lose at the lower 
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court level on the jurisdictional issue, you may wish to appeal. You may win on appeal; or, when 
the plaintiff sees you have appealed, a reasonable settlement of the case may result. 
      
         Often, a foreign company can optimize its chances of escaping the jurisdiction of most U.S. 
courts by properly structuring its operations, and by how its formulates  its contracts with U.S. 
parties (e.g., distributors, sales agents, licensees, even U.S. subsidiaries and affiliates). A 
company cannot and should not distort in a totally impractical way its operations, contracts etc. 
to try to avoid being sued, but there may well be things it can do to reduce the risk within the 
realm of the reasonable. Some of them are outlined in this Chapter.  
          
         There is certainly much more that I could say about this subject matter. However, I'll close 
this Chapter will a final point and a short story.  
 
         A company located outside of the U.S.A. might be threatened with a U.S. product liability 
lawsuit by the injured party's lawyer. That lawyer may write and phone the company. He or she 
might send them papers to sign. As soon as you are contacted, get your U.S. lawyer involved; 
and don't tell the other lawyer anything--listen, take notes, read what he or she sends you 
and forward those notes and documents to your U.S. lawyer. And especially, don't sign or 
agree to anything without your U.S. lawyer's prior approval. Here's a recent short story. 
 
        A European company client of mine (a manufacturer) received phone calls, and thereafter 
correspondence from a U.S. lawyer. That lawyer claimed to represent a police officer who was 
allegedly serious injured from the use of my client's product. Unfortunately, my client did 
discuss the case by phone with that lawyer and did reply to letters sent by that lawyer, without 
contacting me first. Happily, those "no-nose" did not harm my client---but they could have. 
Among the documents sent to my client by the injured party's lawyer was one that, if signed by 
my client, would have subjected it to the jurisdiction of the U.S. court located in the state 
concerned. Another was a copy of a summons and complaint. My client had no known contacts 
with that state other than allegedly, one or more of its products had entered that state. My client, 
at the time the alleged "accident" occurred, did have a U.S. subsidiary located in another U.S. 
state, but that subsidiary did not sell the product allegedly causing the injury, it was sold directly 
by my European client, from Europe, into U.S. channels of commerce. Nor did my European 
client have any distributor or agent in the U.S. state concerned. Moreover, my client had 
dissolved and liquidated its U.S. subsidiary by the time the injured party's U.S. lawyer contacted 
it (and not for that reason). Once in the picture, I, of course, directed my client not to sign any 
document submitted to it by the other lawyer; to say nothing further to that lawyer; and to send 
me all relevant documents and keep me apprised of any further contacts and developments. I did 
not contact the other lawyer. No lawsuit was ever filed--I kept checking with the court 
concerned. The state statute of limitations is about to expire as I write. While there is still a little 
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time for the plaintiff to formally serve the litigation documents on my client (by complicated 
procedures pursuant to a certain international convention), that is, in my view, quite unlikely to 
occur. The other lawyer realized that my client wouldn't voluntarily accept the jurisdiction of the 
U.S. court concerned (by signing his document), that he would be in for a jurisdictional struggle 
that he might not win and that would be costly in terms of his time input (he quite probably was 
working on a "contingency fee" basis), and that my client was not going to settle the case.  



{W:\09999\019\ukbuspgd\00128455.DOC;1} 
 
 
 − 26 − 

 CHAPTER V 
 
 
 CONTRACTS WITH AMERICAN 
 DISTRIBUTORS AND SALES AGENTS 
 
 

This Chapter concerns the distribution or sales agency contract that you, the 
foreign enterprise, will conclude with your U.S. distributor or sales agent to sell and/or 
promote the sale of your products.  
 

Bear in mind that a distributor or dealer is a company or individual which 
purchases goods and resells them within a specified territory (e.g., all or a part of the U.S.A.), in 
its own name and for its own account, on a regular and ongoing basis.  The distributor normally 
receives no commission from the supplier.  A sales agent is a company or individual which, in 
the name of and/or for the account of the supplier, attempts to obtain orders for the supplier's 
goods within a specified territory (e.g., all or part of the U.S.A.), receiving an agreed 
commission on the sale.  The sales agent does not buy or sell the goods: the actual sale is 
between the supplier and the U.S. customer. 
 

Here are some important points to remember regarding contracts with American 
distributors and sales agents: 
 
II.  Distribution or Dealer Contracts 
 

A. Territory and Exclusivity; Contractual Restrictions:  It is legally 
possible to conclude one, exclusive distribution or dealer contract for the entire U.S.A.  It is also 
legally possible to conclude one or more non-exclusive distribution contracts for all or part of the 
U.S.A. 
 

While it is also legally possible to conclude one or more exclusive distribution 
agreements for different regions of the U.S.A., this situation may provoke problems under U.S. 
competition laws (called "antitrust" laws).  The problem is how to deal, in the contract(s) with 
the question of sales by U.S. distributor number 1 (whose exclusive territory is, for example, 
specified areas of the U.S. East Coast) outside of his contractual territory.  If the contract's terms 
prohibit sales outside of his territory, there is a risk that the prohibition will cause the foreign 
supplier to violate U.S. antitrust laws, or that the distributor may so claim (a law suit for 3 times 
the amount of damages allegedly sustained can be brought by anyone alleged injured from a 
violation of most of the U.S. antitrust laws, including a distributor).  
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          Attempting to fix the distributor's resale prices for your products is also dangerous from a 
U.S. antitrust standpoint and should be avoided. One must also be careful about offering 
different prices and commercial terms for the same goods to different distributors and customers, 
since that practice too can generate U.S. antitrust law problems for the supplier.  
 
          Astute contract drafting and proper conduct by the supplier is required to reduce these 
risks. And, through proper drafting you may be able to come close to achieving what you want 
without those antitrust and similar legal risks.  
 

B. Term of Agreement:  Often, the foreign supplier will want a relatively 
short agreement -- one that is for a short number of years and/or which allows the supplier to 
terminate for any number of specified reasons, including without cause on relatively short notice. 
 The U.S. distributor's interest will often be in a longer term contract.  That will be a matter for 
negotiation.  The wording of the "term" clause, termination and related contract provisions 
should be carefully drafted. 
 

C. Minimum Purchase Quotas:  If the supplier is granting exclusive 
distribution rights to the U.S. party, the supplier should normally require the U.S. distributor to 
meet minimum purchase quotas ("MPQs").  Here are just some points to consider in connection 
with MPQs: 
 

1. Imagine if the contract would state that for the first contract year, 
the MPQ is x (in U.S. dollars or units); and that before the end of the first and 
each subsequent contract year the parties shall reach written agreement on the 
MPQ for the next contract year.  The contract draft would also state, somewhere, 
that if the Maps for any year are not met, or if, by a specified time, no MPQ is 
agreed on in writing for any year, the supplier can terminate the agreement.  Such 
clauses result in a one year agreement or at best, a year to year agreement.  They 
allow the supplier to rid itself of the U.S. distributor very easily.  Such clauses 
may be in the supplier's interest, but very often, the U.S. distributor will not agree 
to them.  A U.S. distributor will typically want the contract to set forth Maps for 
as many future years as possible so that, if they are met, the distributor retains the 
distribution rights.  The supplier may say: but how can I agree to Maps for three, 
four or five years from now?  The answer is: often, you can; and you may not be 
able to conclude a contract if you do not! 

 
2. Consider whether Maps should be quotas or targets only: not firm 

obligations of the distributor to purchase that minimum quantity or amount which, 
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if not purchased, would subject the distributor to a damage claim by you, the 
foreign supplier. 

 
3. There are other points to consider regarding Maps: 

 
(i)  how does one measure whether Maps are met?  Should 

the standard be firm, uncancelled orders for products placed by the U.S. 
distributor within a specified MPQ period?  Normally, that is best for all 
sides.  The foreign supplier may prefer to add to that "and paid for within 
the particular MPQ period" but that will essentially  shorten the MPQ 
period since the distributor will usually have a period of time within which 
to pay for the products after it places orders. 

 
(ii)  If the U.S. distributor exceeds its Maps for a particular 

MPQ period, will it be entitled to credit the excess toward one or more of 
the next MPQ periods?  A credit mechanism is obviously good for the 
U.S. side and it may negotiate for one. 

 
(iii) The U.S. distributor may insist on a provision that if failure 

to meet any MPQ is due to the act or fault of foreign supplier, then the 
supplier cannot terminate.  This type of provision is often difficult to draft, 
in a way both sides can live with.  This may also tie in with the supplier's 
prices for the products.  The U.S. distributor may push for provisions 
preventing the supplier from selling to the distributor at prices which do 
not enable the latter to resell competitively. 

  
          B. Product Liability:  The foreign supplier should seriously consider trying to pass 
on to the U.S. distributor as much of the product liability risk as possible, by provisions in the 
distribution contract.  Many U.S. distributors will resist this, but sometimes, surprisingly, the 
supplier's pass-over attempt is successful. 
 

C.  Non-Competition Clauses:  The foreign supplier will often require the 
U.S. distributor not to handle, directly or indirectly, products competing with the contract 
"Products" while the distribution contract is in force.  This is normal where the distributor will 
have exclusive territorial rights and will in most cases not pose a problem under U.S. law.  
Sometimes, however, the supplier may desire to impose such a non-compete obligation on the 
distributor for a period of time after the contract expires by its terms or is terminated (example: 
between 1-5 years).  Sometimes the non-compete provision will be unduly broad, for example, in 
its definition of "competing products" or as to the geographical scope of the prohibition.   The 
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validity of such a clause under American law will have to be carefully evaluated in advance by 
the foreign supplier's U.S. counsel. 
 

D.   No Liability on Ending of Contract:  The foreign  supplier should insist 
on provisions in the distribution agreement stating that the U.S. distributor can claim no 
indemnity, damages, lost profits, expenses, etc., if the contract expires or is terminated pursuant 
to a termination clause contained in the distribution contract. 
 

 Under the laws of many countries, a distributor, agent or similar figure will, by 
statute, case law and/or general legal principles, have a basis for claiming indemnities and/or 
damages for improper termination or improper non-renewal.  The situation under U.S. law is 
complicated.  It will depend, in part, on the type of product involved; which U.S. state's laws are 
applicable to the contract; why the contract was terminated or not renewed; whether or not it 
could be considered a "franchise agreement"; how long the contract was in force; the extent of 
the distributor's unrecouped expenditures connected with the distributorship; whether there was  
any basis for claiming the supplier did not act in "good faith"; whether  the termination provision 
concerned (or related provisions) could be considered "unconscionable"; and on other factors.  
Suffice to say that in many instances, a distributor whose contract is terminated or not renewed 
by a supplier, without good cause, may be able to make out a prima facie case for a damage 
claim, and perhaps additional remedies.  Such claims are fairly common within the U.S.A. 
 

The foreign supplier's risks of such claims can normally be greatly reduced if the 
distribution contract is properly drafted and if he otherwise acts properly. 
 

E. Arbitration Clause; Applicable Law:  From the foreign supplier's 
standpoint, the contract should typically provide for arbitration under the Commercial 
Arbitration Rules of the American Arbitration Association ("AAA").  The place of arbitration 
should be a U.S. city which is not too close to the U.S. distributor's place of business, which is 
reasonably convenient for the supplier, and where the AAA has an office.  New York City, 
Boston or Washington, D.C. would normally be reasonably convenient places for many UK 
suppliers, if the U.S. distributor is not located too close to those places.  The AAA has offices in 
those and many other cities. 
 

Another even better solution for a UK party is: arbitration in a U.S. city under the 
AAA Rules (as in the previous paragraph) if the foreign party is the one which starts arbitration; 
and arbitration in a city in the UK if the U.S. distributor is the one which commences the 
arbitration, as claimant, under mutually agreed arbitration rules. 
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The contract should normally stipulate the law of a particular U.S. state as being 
the applicable law-- not the laws of England, Scotland or some third country.  It might be New 
York State law (which is well developed and reasonably favorable to suppliers), or the law of 
some other U.S. state, to be decided on a case by case basis. 
 
III.  Sales Agency Agreements 
 

A. Many of the points made above will apply to sales agents and sales agency 
agreements, mutatis mutandis, taking into account that the sales agent only solicits orders and 
does not buy and sell. 
 

B. Other points to bear in mind regarding contracts with U.S. sales agents are 
 

(i) the agent's commissions and the rate and basis therefor; when the 
agent is entitled to receive his commission; advances against commission, etc. -- 
all that must be worked out and carefully drafted in the sales agency agreement.  
For example, will the exclusive U.S. sales agent be entitled to his commission on 
sales made to customers within his territory even if the agent did not book or 
facilitate the order?  Will the agent be entitled to commission when you, the 
supplier, invoice or deliver or only after you receive the payment from the 
customer?  What if you only receive part payment? 

 
(ii) the contract should state that the sales agent has no authority to 

accept or decline orders -- that only the supplier can do that.  And, in practice that 
should be what happens.  A U.S. agent which accepts and declines orders can 
cause the foreign supplier to have a "permanent establishment" or to be doing 
business in the U.S.A. for U.S. tax purposes, and that will normally be 
undesirable for the supplier. 

 
                (iii) where you have several sales agents or sales reps, each with a distinct "territory"  
 within the U.S.A., problems of overlap can occur with respect to customers orders and  
 commissions can occur. You, the supplier, should thin the problem through together with  
 your U.S. lawyer, and devise a workable solution. 
          
               (iv) if the sales agent or sales rep is an individual, care should be taken to avoid    
 having that person characterized, legally and for tax purposes, as an employee of your  
 company (unless, of course, you wish that person to be an employee--typically,     
             you won't). That can sometimes be very difficult, or even impossible to prevent. 
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A  number of factors must be considered to determine the precise status of the           
        individual. 
 
     We'll call a halt here, though certainly much more could be said about these subjects. In the 
next Chapter payment terms and devices to secure payment from U.S. customers (including 
distributors) will be discussed. 
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 CHAPTER VI 
 
 
  OBTAINING SECURITY FOR PAYMENT 
  
 
          Often, foreign exporters sell to their American customers and distributors on credit terms.  
The customer or distributor is typically given 30 or 60 days, or sometimes even longer within 
which to make payment. 
 

While the exporter may wish to sell to the U.S. only on the basis of irrevocable 
letter of credit or cash against documents, many times, it will be impossible for one or another 
reason.  For example, (i) the U.S. customer or distributor will not agree; (ii) after dealing with a 
particular U.S. customer or distributor for a period of time on letter of credit or cash against 
documents terms, the U.S. side convinces the supplier it is entitled to credit terms; (iii) the U.S. 
customer is a joint venture company in which the foreign supplier owns a participation. 
 

Let us then suppose a situation where the exporter is, in principle, willing to sell 
on credit terms to this U.S. customer or distributor.  The exporter asks: 
 

- if I reserve ownership in the goods I sell, will I be able to recover 
them back from my U.S. buyer if I don't receive full payment? 

 
- can I obtain, as security for payment, not only my own goods 

(repossession), but rights in other assets of my customer, such as 
his other inventory, machinery, accounts receivable, etc.? 

 
- are there security devices available under U.S. law and practice 

which I can possibly utilize to secure my claim for the purchase 
price, if I am not paid? 

 
We'll now discuss those questions and related points. 

 
 
 
 
I.  Introductory Remarks 
 

A. Reservation of Ownership Clause 
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Such a clause would state that the foreign seller reserves ownership in the 

goods until it receives payment in full. 
 

While such a clause, if agreed to in writing by the buyer, is his contractual 
obligation, it has essentially no binding effect on third parties under U.S. law. 
 Particularly, it does not normally 

 
(i) prevent other creditors of the buyer from seizing your 

goods and applying them or the proceeds of their sale toward their debts 
against the buyer; and 

 
(ii) require a trustee in bankruptcy (if a bankruptcy or 

bankruptcy reorganization proceeding is commenced against the U.S. 
buyer) to return your goods or to recognize any priority of your firm's 
claims and rights over those of other creditors. 

 
In some countries like Germany, the reservation of ownership clause 

(Eigentumsvorbehalt) especially an "extended" one, will give the seller protection 
and security against other creditors and a trustee in bankruptcy.  But not in the 
U.S.A.  The usual way to obtain similar, and often even more extensive security 
in the U.S.A. is via the "security interest", discussed below. 

 
B. UCC-Search 

 
Before selling on credit terms, the customer's or distributor's financial 

situation should be carefully checked.  One thing your U.S. lawyer can do for you 
is to conduct a "UCC Search" - a registry search to see if there are any "security 
interests" recorded against that customer (like mortgages on the present or future 
assets, excluding real property).  Whether any existing creditors (like banks) hold 
"security interest" rights which will have priority over any similar "security 
interest" rights you, the foreign exporter, could obtain in the U.S. customer's 
assets.  It is sometimes called a "UCC Search" because the particular law regu-
lating the "security interest" is the "Uniform Commercial Code" or "UCC". 

 
II.  Specific Security Devices 
 

A. "Security Interest" 
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What it is: It operates like a mortgage on real property, except that the 

collateral (the mortgaged assets given as security) can be essentially any present 
or future assets of your buyer or debtor other than real estate. 

 
Creation: To create it, your U.S. lawyer first conducts a "UCC Search" to 

see if there are any security interests already recorded in favor of third parties 
covering the same collateral which the UK party would like as its collateral.  For 
example, if the U.S. buyer has already given a third party a recorded "security 
interest" in present and future "inventory" and what you, the supplier, will be 
selling to that U.S. buyer are inventory items, there would be an obstacle (but one 
which could be overcome). 

 
Assuming the UCC Search reveals no insurmountable obstacles, a  

"security interest" is created and perfected by (i) the signature of a "Security 
Agreement" by which the U.S. buyer grants to the supplier a "security interest" in 
certain present and future assets of the buyer; and (ii) the preparation and filing of 
a certain, short form (called UCC-1) in one or more registers. 

 
The "Security Agreement" can be part of the agreement you conclude with 

your U.S. distributor, or a separate one; or it can be built into your General Terms 
of Sale ("GTS") adapted to U.S. law/practice which you utilize when selling to 
any U.S. customer (so long as it can be shown the buyer "accepted" your GTS). 

 
The process of creating and perfecting a "security interest" is relatively 

simple and not costly. 
 

In What Collateral of Buyer Could I Obtain a Security Interest? 
 

Theoretically, in any or all of your buyer's present and future assets which 
do not consist of real property (the legal regime of "mortgage" applicable to 
securing real property, is the counterpart of the "security interest"). 

 
Practically speaking, your buyer may be willing to give you a "security 

interest" only in your own goods sold and delivered (or to be sold and delivered) 
to buyer, and possibly, the accounts receivable arising from buyer's resale of your 
own goods and the proceeds resulting from the resale.  But you can always try to 
negotiate for more in the way of collateral. 
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Effects: 
 

(a) Assuming no conflicting, third party security interests, you, 
the exporter, by creating/perfecting a "security interest" in specified 
collateral, would acquire a priority position in that collateral to the extent 
of the buyer's debt to you (as that may be from time to time).  It would be 
valid against other creditors of the buyer and the buyer's trustee in 
bankruptcy.  It would not normally be valid against third parties which, in 
good faith and without knowledge of your security interest, purchase your 
goods from the buyer (the Security Agreement would normally state that 
buyer can sell the goods in the ordinary course of its business if they are 
inventory items intended for resale). 

 
(b) Where a third party has an existing, registered "security 

interest" in essentially all of the buyer's present and future inventory, 
equipment, etc., the seller can still obtain priority over that third party 
regarding the items it will be selling to the U.S. buyer. Prior to delivery, 
the seller's lawyer would notify the third party in writing that the seller is 
creating a "purchase money security interest" in specified goods. 

 
Use: The "security interest" is a widely used mechanism in the U.S.A. Not 

only in connection with thesale of goods, but for other types of transactions as 
well. 

 
B. Other Security Devices 

 
1. Standby letter of credit or bank guaranty: The standby 

letter of credit to secure payment in accordance with agreed payment 
terms is a good security mechanism.  So, also, is a bank guaranty.  U.S. 
distributors and buyers will often refuse or be unable, financially, to offer 
such security.  Plus, many, if not most, banks in the U.S.A. do not issue 
that type of "bank guaranty". 

               
  Most exporters can forget about these mechanisms. 
                
 Before ending this point, I am not talking about an irrevocable letter of credit as the actual 
               payment mechanism for your goods. That is not  a "security device"--it is the mode of payment-- 
               and a very good one if you can get it.  
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2. Personal guaranty: A personal guaranty of the owner of a 
small U.S. business or of the parent company (where the buyer is a 
subsidiary or affiliate of that parent) can be effective, depending on the 
circumstances. 

 
3. Lockbox bank account: This involves opening a bank 

account to which customers of your U.S. buyer make payment for, for 
example, the goods sold by you to the U.S. buyer which that party resells. 
 Withdrawals from the account would be regulated so as to permit the 
seller to receive payment for the merchandise sold to its U.S. distributor or 
customer.  This is a complicated mechanism to establish and operate, and 
probably most U.S. buyers would not accept it.  Perhaps your exclusive 
U.S. distributor would agree. 

 
     The foregoing is not a complete list of security devices--surely other exist.  
 
     In closing, there is no question that an irrevocable letter of credit or cash against documents 
mechanism are best from the foreign seller's standpoint.  So is payment in advance, or a large 
advance payment prior to manufacture and/or delivery, coupled with another good security 
device for the balance.  A standby letter of credit is a very good security device, as is a bank 
guaranty.  But very often, it will be impossible to employ any of these better devices, in which 
case the "security interest" and/or other security devices will be useful to the exporter. 
 

There are, in the U.S.A., a great many bankruptcies and other situations where 
buyers do not pay for goods.  Careful attention should therefore be paid to obtaining the best 
security for payment under the circumstances, after careful investigation and consultation with 
legal counsel. 
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 CHAPTER VII 
 
 
 SETTING UP A U.S. COMPANY; 
     MANUFACTURING IN THE USA     
 

So you might like to set up a sales or marketing company in the United States 
to market your products and/or services!  Or you would like to manufacture in the USA!  
That is the subject matter of this Chapter VII. 
 
                   SETTING UP A U.S. COMPANY 
 
I.  Introductory Comments 
 

A. For the most part, there are only four types of legal vehicles which are 
available in the U.S.A.: 
 

1. a corporation, formed under the laws of one of our U.S. states; 
 
                 2.   a limited liability company ("LLC"), a relatively new legal form 
available in every US state; 
 

3. a general partnership, requiring two or more legal or physical 
persons as owners (parties), all of which will be fully liable for the general 
partnership debts and liabilities; 

 
4. a limited partnership, consisting of one or more general partners 

with unlimited liability and one or more limited partners with liability limited to 
its respective capital contribution; however, the limited partner cannot actively 
participate in the running of the limited partnership's business without becoming 
personally liable without limitation for the limited partnership's debts and 
liabilities; 

 
5. a branch of a foreign (e.g. UK) company - whether formally 

registered in the U.S.A. as a branch or not. NOTE: I RELUCTANT MENTION 
THE "BRANCH" SINCE IIS "NOT THE WAY TO GO" FOR THE 
OVERWHELMING MAJORITY  OF COMPANIES. 
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In most situations, a foreign entrepreneur or firm desiring to set up a U.S. 
operation should forget about items 2. (LLC);  3. (general partnership), 4. (limited partnership) 
and 5. (branch); and should form a corporation under the laws of a U.S. state to conduct its 
U.S. operation. 

The general partnership will usually not be good choice for legal and tax reasons. 
 The limited partnership likewise, plus it will normally not be practical to use it.  
    
          A "branch" in the U.S.A. is only an extension of the foreign (non-U.S.) company and 
exposes it to all types of liability, without limitation. A U.S. branch is not a separate legal entity 
conferring limited liability on its owner. It will be subject to the jurisdiction of the courts of the 
state in which it operates, and possibly other U.S. courts. One of the tax reasons not to use a 
branch is that the U.S. tax authorities can then require complete, detailed information on the 
world-wide operations of the non-U.S. company.  Exceptions where a "branch" is often used is a 
"branch" of a foreign bank or insurance company, however those are special situations. The 
great majority of foreign enterprises should, in my view, not consider utilizing a "branch". 
If a foreign firm did want to open a U.S. branch, the legally proper way would be to comply with 
the applicable rules of the particular U.S. state(s) where the branch will operate: specifically, the 
completion and of certain forms, the translation of its foreign formation document to English, 
and the filing thereof along with a fee. 
 
         I want to emphasize another point about "branches". Sometimes, foreign firms set up an 
office, workshop or other U.S. fixed base of operation without going through the formalities of 
registering in the pertinent U.S. states as a branch. For the same reason as above and others, 
including possible risk of fines and penalties, this is a bad practice. In the overwhelming 
majority of cases, such operation should be established in the form of a U.S. corporation. 
 
         The LLC does afford the protection of limited liability to its owners. For several reasons, I 
usually recommend that foreigners, especially foreign companies, not utilize the LLC for its U.S. 
operations. One is that it may open the door for the foreign owner to have file U.S. federal, state 
and possibly local tax returns in the U.S.A.--allowing, potentially, U.S. authorities to examine its 
books, worldwide. Another is that it may be more difficult to transfer ownership interests in an 
LLC, as compared to a U.S. corporation. 
 
         In some situations, where a foreign party already has an existing U.S. corporation or where 
is makes good practical sense to create one, the U.S. corporation might become an owner  in a 
U.S. entity of the type in 2.-4. above; or even in an unincorporated joint venture. That would 
normally not generate the liability, tax and other problems I have just mentioned, but might 
present others. In any particular situation, close examination is a must. 
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         In short, the overwhelming majority of foreign investors decide to form a 
"corporation" under the laws of one of our U.S. states. That is normally the way to go. 

 
II.  Specific Points Regarding a U.S. Corporation 
 

A. A corporation formed under the laws of one of the fifty states of the 
U.S.A. has the following characteristics (1) it is a legal entry; (2) it can have a perpetual 
duration; (3) if issues transferable shares of stock; (4) it offers limited liability to the 
shareholders (limited to the amount of the shareholder's capital contribution); (5) it must declare 
and pay taxes (it must submit tax returns even it is inactive or has no income); (6) it is used for 
businesses of all types and sizes.   
 

B. There are 50 U.S. states, thus 50 separate state corporation laws -- no 
federal corporation law applicable to the entire U.S.A.  Thus, one will be forming, technically, 
not a U.S. corporation, but rather one formed under the laws of a particular U.S. state (e.g., a 
New York corporation, an Illinois corporation, a California corporation, a Texas corporation, a 
Delaware corporation).  The state of incorporation (formation of the corporation) need not be 
and often is not the U.S. state in which the corporation's main office or center of operations will 
be located.  The choice will often come down to: 
 

(i) forming a Delaware corporation, then registering it to do business 
in the U.S. state(s) in which an office or offices or certain other activities will be 
conducted; or 

 
(ii) forming a corporation under the laws of the U.S. state where the 

main office or place of operation will be.  Your U.S. lawyer will assist you in 
selecting the U.S. state of incorporation (a U.S. lawyer located in any U.S. city 
can easily form a U.S. corporation for you anywhere in the U.S.A.). 
C. Under the corporation laws of most U.S. states, including by way of 

example, Delaware, New York and New Jersey, there are no minimum or maximum capital 
requirements.  And all of the corporation's capital can be spent or utilized by the corporation for 
its purposes: no part thereof needs to be set aside as a reserve or frozen. 
 

D. The desired name for the corporation must be checked for availability (by 
your lawyer) and sometimes reserved in the chosen U.S. state of incorporation and that or those 
other states where the corporation will be inscribed to do business. 
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E. It will normally take only a relatively few days to form a corporation 
under the laws of most U.S. states, from the time your U.S. lawyer has received the required 
information from you. 
 

F. Shares of stock of a corporation are normally registered shares, setting 
forth the owner's name.  The shares may have a par value (e.g., $1.00, $10.00, $100.00), or may 
be "no par" (which is most commonly used).  A corporation issues "voting stock" (typically 
called "common stock"), but may also issue other types of stock (e.g., preferred stock), bonds 
and other securities and instruments.  Not only money, but also property and rights can easily be 
contributed to a corporation's capital. 
 

G. Unlike the situation in many European countries where there is essentially 
one formation document, several documents must be prepared by your lawyer to form a U.S. 
corporation, for example: 
 

- Certificate (or Articles) of Incorporation, typically a short 
document (3-7 pages) is prepared/signed by your lawyer and filed 
with the U.S. state authority.  It typically contains relatively little 
information (name of corporation, its purposes, the maximum 
number of shares it can issue and other data).  It is a public 
document.  It does not state who the shareholders are; how many 
shares each owns; the capital contributions; the names/addresses of 
its Board of Directors' members and officers; who can sign for the 
corporation, etc. 

 
- Bylaws, a document dealing with the internal workings and 

regulations of the corporation, and which is not a public document. 
 

- Documents which adopt the Bylaws, elect the first Board of 
Directors, set forth the subscription offers and the corporation's 
acceptance thereof, elect the officers, adopt a fiscal year; open one 
or more bank accounts for the corporation; apply for tax numbers; 
preparation/issuance of stock certificates, etc. 

 
H. A corporation has 3 levels in its operational structure: (i) shareholders (the 

owners); (ii) the Board of Directors (which makes major policy decisions and others specified by 
law or in its organic documents); and (iii) officers, typically a President, one or more Vice 
Presidents (optional), a Treasurer and a Secretary.  Foreign citizens and residents can be 
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shareholders, members of the Board and/or officers, with few exceptions.  A corporation can 
have just one shareholder (any number). 
 

I. Forming a wholly-owned U.S. subsidiary is not an expensive proposition. 
 Where, however, two or more shareholders are involved, then in essence one is forming a joint 
venture corporation, and the legal fees will normally be substantially higher. 
 
III.  Getting the U.S. Corporation Going: Other Matters 
 

Some of the other legal matters typically involved in the process of establishing a 
U.S. operation are listed below. Certain of them are normally done even before a U.S. 
corporation is formed, such as the first listed one.  
 

- filing of U.S. patents, trademarks, and copyrights for the 
intellectual property rights to be protected in the U.S.A. 

 
- Applying for necessary U.S. visas for non-U.S. personnel. In 

planning for the U.S  corporation, its capital, structure etc., 
                    the U.S. visa aspects can plan a critical role. Questions like who   
             the shareholder of the U.S. corporation will be, and how 
                    much each will invest as capital. 
 

- Preparation of employment contracts for key management people.  
This is usually advisable for several reasons.  One reason in favor 
of the practice is that there is a trend in most states in favor of 
awarding an employee damages for wrongful dismissal based on a 
number of legal principles and in varying circumstances.  An 
employment contract which is very clear regarding the 
circumstances under which the employer may terminate, even 
without cause, and limiting the compensation and benefits of the 
employee, should normally be  legally enforceable. Experienced 
counsel will advise as to potential problem areas and 

                     dos and don't that might generate legal problems with handling   
   your hiring practices, candidates for employment, and employees. 
   
           -  Renting of office space and warehouse space.  U.S. counsel should 

review and negotiate the lease (together with the client). 
 

- Leasing of machines and equipment. 
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- Contracts for bank loans and lines of credit; opening of U.S. bank 

account(s). 
 

- Preparation of distribution and sales agency agreements. 
 

- Preparation of Standard Terms and Conditions of Sale for the U.S. 
subsidiary. 

 
- intercompany contracts. 

 
These are examples only: depending on the circumstances, other measures and 

items will be involved. 
 
 
 
 
 
IV. A FEW TAXATION POINTS: DIVIDENDS AND INTEREST 
 
     As a general rule, under the U.S.-UK Tax Convention, dividends paid by a U.S. subsidiary to 
its UK parent company are subject to a 5 percent U.S. withholding tax. In certain situations, the 
rate is 15%percent. Under that Convention, no U.S. withholding tax is imposed on interest paid 
by a U.S. resident to a U.K. resident. 
    
     In both the cases of dividends and interest, those principles are subject to the UK recipient not 
having a permanent establishment in the USA. That fact that one or more UK residents own a 
U.S. entity does not in itself constitute a permanent establishment in the USA. 
 
     Dividends are not a deductible expense for the U.S. paying entity whereas, subject to certain 
possible limitations, interest payments are. Where, however, the interest payor and payee are 
related parties, there are rather stringent U.S. income tax rules which may operate to limit 
deductibility for U.S. income tax purposes. 
 
           
 MANUFACTURING IN THE U.S.A.: SETTING UP YOUR OWN 
                  U.S. PRODUCTION FACILITY 
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     By production facility, I mean loosely any sort of new U.S. operation where you manufacture 
articles, in whole or in part. I'm not dealing here with the set up of a JV entity which will own 
and/or operate the facility (see Chapter VIII), though certainly points in this Chapter are quite 
relevant to US production JVs.   
 
     Ownership of the Facility 
     !With very few exceptions, a foreign party should have its U.S. subsidiary corporation be the 
owner and operator of the facility to be established. That applies whether the facility's land and 
building, equipment etc. are purchased or leased. For legal and tax reasons, it will very rarely be 
advantageous for the foreign party to own and operate the facility directly.  
       
     !The U.S. subsidiary corporation which will own and operate the facility need not necessarily 
be formed in the same state in which the facility will be located. For example, it might be a 
Delaware corporation or a Nevada corporation even though the facility will be located in New 
York State, New Jersey, Texas, Georgia, Florida or California. In that case, the corporation will 
have, additionally, have to be registered to do business in the state where the facility is located. 
While relatively rare, it could be that one or the other state imposes greater taxation on an out-of-
state corporation operating a production facility than a corporation formed in its jurisdiction. 
That point should be checked in advance, in any particular situation. 
 
     Choosing the Facility Site 
     !Legal and tax factors or incentives offered by particular U.S. states should not be the your 
primary reasons for deciding where to locate your facility. They are important but other practical 
and economic factors should come first. These include: 
       -proximity to major markets, to transportation facilities, 
        to raw materials, etc.; 
       -availability of skilled or competent labor, and labor 
        costs; 
       -availability of fuel, power, water, and other resources 
        or necessary elements; 
       -quality of life; 
       -cost of living in particular areas; 
       -local environmental regulations; 
       -accessibility to major banks, stock brokerage houses, 
        advertising agencies, and experts with international 
        expertise and capabilities; 
       -possibly, whether you will have to deal with a workers' union, and how difficult that is likely to be. 
     These are examples only. 
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     !The prospective investor should normally narrow down its choices of potential U.S. states to 
two or three. Then, factors such as incentives offered by the target states, state/local taxation, and 
other considerations should be factored into the equation.  
     !I have been involved in several new factory projects on behalf of foreign clients in which a 
real estate development company was hired. The company not only played a vital role in arriving 
at the selection of the particular site, but served more or less as the facility project coordinator, 
setting up contacts, meeting and arrangements as to various phases of the project (e.g., with local 
authorities, architects, construction firms, banks, etc.), and liaised with myself and the foreign 
client. Some developers have a network of affiliates throughout most of the USA. While it may 
cost the foreign investor some more money for the services of a real estate developer, it can be a 
worthwhile investment if you select the right developer. 
    !All U.S. states have development offices located within their boundaries which will readily 
provide written materials on all sorts of things pertinent to setting up a facility in their state 
(incentives, taxation, contacts, etc.). Some U.S. states have offices in Europe which can assist. 
The development offices in the USA will arrange to take you around to different sites, and 
provide various other assistance. They normally want your production facility, and will do 
everything possible to entice you to locate there. 
 
    Partial Checklist of Legal Factors Involved in Establishing 
    a US Production Facility 
 
    These examples are presented in no particular order. 
     
    !Are there restriction in the particular state on ownership 
or rental of real property by foreigners or foreign-controlled entities? In most states, the answer 
will be no, but the point should be checked by counsel. 
 
    !Setting up U.S. corporation to own/operate the facility; and if set up in a U.S. state other than 
the one where the facility will be, registering the corporation to do business in the latter state. 
 
    !Filing applications for U.S. patents, trademarks and copyrights. 
  
    !Counsel should check whether building codes and zoning regulations allow the construction 
and operation of the type of 
facility concerned. 
 
    !Are there any restrictions or other legal problems regarding the land on which the facility 
will be operated? 
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    !Should you purchase or lease the facility (building) and land? Negotiations and preparation 
of pertinent contracts. 
   
    !If you are building the facility or remodeling an existing structure, selection of and 
negotiations of contracts with architect and construction firm. 
     
    !Where you purchase the land can definite long-term commitments be given to you on the 
valuation of the proposed facility for real property tax purposes? 
   
    !Will you purchase or lease the equipment to be utilized in the facility? Will you bring over to 
the States equipment from your home country or elsewhere outside the USA--and if so, the 
potential problems, if any, connected therewith (U.S. customs, storing and insuring the 
equipment in the States, etc.). 
 
    !How will you finance your U.S. production facility, especially if you will be building a new 
facility? Consider and compare the advantages of local financing (in whole or in part), such as 
Industrial Revenue Bonds, to the extent available and practical. Explore possibly a bank loan 
and/or line of credit, both from your home country bank (or its U.S. arm) and U.S. banks. Or will 
you finance most of the costs yourself? 
 
    !Arranging for warehouse facilities, either temporary until 
     your production facility is operational, or more permanent 
     if necessary. 
 
    !Negotiation of incentives with state and local authorities. 
 
    !Obtaining various insurance policies, including for product liability, general liability, 
hazards, etc. 
 
    !Environmental and safety laws and regulations, including necessary permits and licenses. 
 
    !Dealing with unions, labor law problems, employment contracts with key people (including 
secrecy/employee invention 
agreements). 
 
    !Any necessary product approvals. 
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    !Visas for non-U.S. personnel. 
 
    !Contracts with distributors, agents, sales reps etc. 
 
    !Intercompany pricing of raw materials, components, etc. 
 
   Again, this is only a partial list. Note that a team of experts (lawyer, accountant, possibly real 
estate developer, state development office people, etc.) should be involved with you in the 
planning, negotiation and carrying out of most of the items listed above, and perhaps others not 
listed.  
 
    Construction Contracts 
 
    As in most countries, there are in the USA "standard" construction and architect contracts, 
particularly preprinted ones prepared by or for construction trade associations. In fact, there are 
several different types, some very long, some not so long. Sometimes, the architect or contractor 
will have evolved its own form of contract. In general, all of these model or standard agreements 
will be more or less in favor of the architect or contractor, as the case may be.  
   
    The investor and its U.S. lawyer should study the proposed contract or contracts drafts 
offered, and should negotiate modifications of them to conform to the transaction and to make 
them more "balanced". 
 
    In the US, there is not, for the most part, a body of codified law found in one place, applicable 
to construction law and contracts with architects, contractors, and the like. In most European 
countries there is. In the States, the law in this area is, for the most part, case law. Here again, the 
investor should not underestimate the importance of negotiating and working out the terms of the 
contracts involved here, with the aid of competent counsel.         
     
    Renting a Production Facility 
 
    It may be possible and you may decide to rent the use a building and land for your production 
facility. Many of the points in this Chapter (and others) are pertinent here as well. I will not 
repeat them, except for one. Competent U.S. counsel should carefully review and advise you 
about the terms of the lease agreement(s) proposed, and contain in the lessor's draft contracts. 
You, the contemplated investor/lessor, should work with your counsel to come up with the best 
possible contract(s).         
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    Pollution and Environmental Concerns 
 
    Before committing to a particular site for the facility, the investor should thoroughly check out 
the environmental and pollution history of the potential site. The investor would not want to 
walk into a potential expensive time bomb of environmental/pollution liability due to what 
occurred in the past. Likewise, the investors own potential activities on the site should be 
carefully evaluated in advance, and the necessary precautions and steps should be taken to 
minimize the risk of problems with governmental authorities and third parties.  
 
    Equipment Leasing in the USA 
 
    !In the States, one can lease almost anything from handtools, machinery and equipment, 
computers, to automobiles and other vehicles. It is a common method of financing the 
acquisition of machinery and equipment of most all types. One can lease directly from a 
manufacturer or its leasing company; or one can lease from a specialized "equipment leasing 
company". It may be financially beneficial to lease, however, before leaping into such a lease, 
you should careful explore what is involved. 
    !The complexities, expense and time required to negotiate and conclude a fairly substantial 
equipment lease for production machinery and other expensive items with a major equipment 
leasing company should not be underestimated. When an equipment lease of this sort is one 
element in a production facility project, it, along with the other elements of the deal, can make 
the lease no small undertaking. Here are some reasons, based on my own experiences: 
          -the process of negotiating the equipment lease and the paperwork normally go through 
several stages; there are a lot of contract and related documents, and the their digestion, negotia-
tion and drafting can be quite considerable and not inexpensive in terms of legal fees. The 
contract drafts and documents which the equipment lessor will present to the lessee will be, for 
the most part, the lessor's standard forms, are long and complicated, and very one sided. 
Inevitably, your (since you are the lessee) U.S. lawyer will have to review and, with your input, 
negotiate changes to make the agreements/documents more favorable to you. 
          -if the major equipment lease is part of an overall project involving industrial development 
bonds, extreme care must be taken to avoid any feature of the equipment lease violating the 
terms of the bond documents; 
          -assuming the structure so requires, a letter of credit agreement must be negotiated and 
drafted with the bank which will be issuing back-up letter(s) of credit to secure the equipment 
lessor, and the equipment lessor will want to review and approve that agreement as well as the 
proposed text of the letter(s) of credit. 
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     !My above remarks are not meant to suggest that equipment leasing is not a potential 
advantageous way of financing the acquisition of major articles you will need for your 
production facility, such as machinery and equipment. You should just be aware that it will 
take time to negotiate and prepare the documentation, and that the legal costs are likely to 
be not insubstantial. 
 
     While there is certainly much more than could be said about the various aspects of setting up 
a production facility in the States, we will stop here. 
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 CHAPTER VIII 
 
 
 JOINT VENTURES IN THE U.S.A. 
 
Introductory Remarks: 
 

A. Typically, there will be one or more foreign (non-U.S.) JV partners (the 
foreign side) and one or more U.S. JV partners.  That is the usual pattern.  Sometimes, the 
participants will be the foreign side and a JV partner from a country other than the U.S.A., but 
the JV's activities will be focused on the U.S.A.  Occasionally, there will be three participants: 
foreign party from one country (e.g., the UK); U.S. side; third country side.  Also conceivable is 
a JV involving only two or more foreign entities or persons, no U.S. side, no third country side.  
All sorts of variations are possible. 
 

For purposes of this Chapter, we will focus exclusively on a very typical pattern, 
a JV with 2 sides: a foreign side and a U.S. side. 
 
          B. Many foreigners are fond of using the term "cooperation" or "cooperation 
agreements" whereas American business people use the term "joint venture (JV)" to mean 
essentially the same thing. 
 

C. It is normally not advisable for a foreign party to participate directly in a 
"JV" or "cooperation agreement" involving U.S. operations (e.g., sale or manufacture and sale) 
unless the JV is set up in the form of U.S. corporation.  Direct participation by the foreign side 
in a U.S. JV or "cooperation arrangement" not in one or those forms  -- an unincorporated JV or 
one in partnership form -- will expose that party (i) to being considered a partner in a venture 
that American law would consider tantamount to a general partnership, thus subject (i) to being 
personally liable for the debts and liabilities of the venture; (ii) to being easily sued in the U.S. 
courts; and (iii) to becoming subject to U.S. federal (and possibly, U.S. state) income tax because 
by participating in an unincorporated JV, the foreign party will normally be doing business in the 
U.S.A. (or have a permanent establishment in the USA) for tax purposes. 
           
 Likewise, the foreign party should normally not participate directly as an part 
owner of a U.S. limited liability company, mainly for tax reasons. 

It may be feasible, from a legal and tax standpoint, for the foreign party to 
establish a U.S. subsidiary corporation, and for that corporation to own a part of a U.S. 
unincorporated JV, U.S. partnership, or US limited liability company. This would have to be 
studied carefully, case by case. 
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          Normally, though, a U.S. corporation (one formed under the laws of one of the 50 U.S. 
states) will be the appropriate JV vehicle.  See Chapter VII regarding some of the salient charac-
teristics of a U.S. corporation.  
 

D. A typical U.S. JV, in the form of a "corporation", will: 
 

1. resell in the U.S.A. products purchased from the foreign side.  
Sometime, the U.S. participant in the JV will have products to sell to the JV for 
resale. Sometime, third party products may be purchased/resold by the JV.  The 
U.S. side will typically have (i) capital to contribute; (ii) U.S. marketing 
knowledge and a sales force to contribute; (iii) technical competence concerning 
the products the JV will market, and customer service facilities; (iv) capability of 
offering administrative and management services to the JV.  These are the 
ingredients of "distribution JV" for the U.S.A.;   or 

 
2. manufacture (in whole or in part), or process, or assemble, or 

finish and/or repackage, articles and/or products and sell them in the U.S. market. 
 The articles or products will typically come from the foreign side (and it will 
permit the JV to use its technology to manufacture pursuant to a license agree-
ment).  Possibly, the U.S. side will offer articles or products of its own to the JV.  
The U.S. side may have all of the ingredients referred to in 1. above ("distribution 
JV"), the difference being that the JV will perform some manufacturing 
operation(s) and sell the resulting articles.  The U.S. side may have a production 
facility which can be used to produce the JV's products.  Or, the JV may purchase 
or lease an existing production facility or construct a new one.  The manufacture 
may take place in the U.S.A., or even in Canada or Mexico.  These are some of 
the basic ingredients of a production JV for the U.S.A. 

 
There are, of course, other types of JVs for the U.S.A.  One other example is a 

"research and development JV". However, the distribution JV and the production JV are perhaps 
the two most prevalent varieties. 
 

E.   There are only a relatively few U.S. economic sectors where foreign 
participation is limited or closely regulated by law, for example: communications; natural 
resources; defense; transportation; nuclear energy; and banking.  The restrictions/regulations 
tend to be of the following types: (i) limitation on the percentage of participation which a 
foreigner may acquire or hold in a U.S. firm engaged therein; (ii) limitation on the extent of non-
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American management; and (iii) government approval required.  In general, however, there are 
relatively few restrictions on foreigners. 
 
Specific Points Regarding U.S. JVs 
 

Here are some important specific points. 
 
         1. Intellectual Property Rights: 
 

The foreign side should be sure to file all of its applications for U.S. 
patents, trademarks and copyrights which relate to the JV and its operation.  The 
foreign party, not the JV or the U.S. side, should be the applicant-owner.  If the 
JV will operate (e.g., sell, or manufacture and sell) in other Western Hemisphere 
countries (e.g., Canada, Mexico, South America), similar applications should be 
prepared and filed in those countries.  The foreign party should also be sure that 
the patents, trademarks and copyrights of the U.S. side, which the JV will be 
permitted to exploit, are applied for and/or registered. 

 
         2. Majority or Minority Interest 
           or 50-50 JV; Capital Contributions: 
 

The foreign party should consider and decide before serious negotiations 
begin whether it needs to have control (51 percent or more) of the JV, whether it 
can accept a 50-50 JV, or whether it can accept a minority position. Bear in mind 
that by contract (and other devices) a minority owner can obtain rights equivalent 
to having a 50 percent or greater share.  In the case of a 50-50 JV, careful thought 
must be given by the foreign company and its U.S. lawyer as to how to deal in the 
JV agreement with a "deadlock" situation. 

 
Under U.S. law it is possible to contribute technology, patents, license 

rights, machinery, inventory and other assets to a corporation or partnership as 
one's capital contribution or a part thereof.  This is not a complicated procedure 
under U.S. law. 

 
         3.  Negotiations; SOT 
 

It will often be beneficial for the foreign side (probably, both sides) to 
start serious negotiations by preparing, with the assistance of U.S. legal counsel, a 
non-binding Summary of Basic Terms ("SOT"), and submitting them to the U.S. 
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side.  The U.S. lawyers of both sides should be involved in the serious 
negotiations from beginning to end.  After serious negotiations have resulted in a 
basic understanding on all major points, an SOT should be prepared and signed, 
which, while not legally binding (but only an expression of the parties' 
understanding) will serve as the basis for preparing the actual agreement drafts. 

 
Before negotiations proceed too far, U.S. counsel for the foreign side 

might render an opinion to his or her client on: 
 

- whether the type of activities in which the prospective JV intends 
to engage are permissible under U.S. federal, state and local laws; 

 
- whether any federal, state or other approvals of the U.S. authorities 

are required for the contemplated JV; 
 

- whether any pre-transaction notification of the JV to the U.S. 
antitrust authorities is necessary or desirable; and 

 
- whether the JV is likely to violate the U.S. antitrust or similar 

laws. 
 
 
 

4. The JV Contract and Related Documents 
 

The contracts for a typical distribution or production JV involving a newly 
formed U.S. corporation (the JV vehicle) would typically consist of a Subscrip-
tion and Shareholders' Agreement, and the following Exhibits: 

 
- the Certificate of Incorporation of the JV corporation; 

 
- the Bylaws of the JV corporation; 

 
- any license, distribution, service, contract manufacturing, supply, 

lease, etc. agreements between a partner and the JV corporation; 
 

- any loan or similar agreement between a partner and the JV; 
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- any employment agreements between the JV and high-ranking 
personnel of a JV partner to be employed by the JV, and 

 
- any other agreements between the JV participants or between one 

of them and the JV, or sometimes, an agreement or agreements 
with third parties. 

 
These documents should normally be prepared and signed as a package 

before or more or less simultaneously with the formation of the JV corporation. 
 

Some of the important points to be covered in the Subscription and 
Shareholders' Agreement (and/or related documents) are: 

 
- share percentages of each owner in the JV corporation; 

 
- capital contributions; 

 
- number of directors and how many each participant may elect of 

its own people; 
 

- which officers are to be chosen by which JV participant; 
 

- quorums and majorities; 
 

- division of functions and responsibilities between the partners or 
their respective appointed JV officers; 

 
- activities of the JV; 

 
- action by the JV requiring unanimous shareholder or board of 

directors' approval; 
 

- restriction on share transfer; 
 

- deadlock provisions (mainly, but not only, in the case of 50%-50% 
JVs); 

 
- financing, capital increases, etc.; 
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- restrictions on share transfer; 
 

- termination, dissolution; 
 

- provisions typing in with the various Exhibits; and 
 

- applicable law; competent tribunal-arbitration. 
 

A U.S. lawyer experienced with JVs will know the questions to ask both 
his foreign client and the other party, to arrive at a set of agreements which are 
suitable to the transaction. 

 
5. Typical Problem Areas in Negotiating U.S. JVs 

 
Here are examples of some issues which are often difficult to negotiate: 

 
 
 
Salaries 

 
Sometimes the U.S. side will press for those U.S. individuals who 

will function as officers, directors or managers of the JV which would 
drain the resources of the JV. 

 
 
                           Security for Payment 
 

Where the foreign party sells goods, machinery, etc., to the JV, it 
should try to obtain some security for payment, typically a "security 
interest" covering its goods sold to the JV, the proceeds thereof, and all 
accounts receivable of the JV arising from the resale.  The U.S. side may 
be opposed. 

 
         Royalties 

 
Sometimes the foreign (e.g., UK) partner will want to receive, in 

addition to its share of profits from the JV, royalties from the JV for 
patents, know-how, trademarks, etc., which it licenses the JV to use.  The 
U.S. side may be opposed.  In general, many of the key terms of the 
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license or distribution agreement(s) running from the foreign (e.g., UK) or 
U.S. side to the JV can be difficult to work out. 

 
Pricing 

 
Sometimes the foreign (e.g., UK) side will want to generate 

additional profits for itself by charging a relatively high price to the JV for 
goods, raw materials, machinery, services, etc..  The U.S. side may resist. 

 
Financing 

 
Initial financing of the JV, and additional capital needs, may pose a 

problem. 
 

Officer Function 
 

The roles and functions of the JV corporation's officers appointed 
by each side can pose a problem.  Sometimes, the U.S. side wants to "run 
the show", and will not react well to or function efficiently in sharing JV 
responsibilities. 

 
Options; Buyout Obligations 

 
Options to purchase or buyout obligations with respect to a party's 

shares of stock, and the valuation method to be used, can be difficult to 
negotiate. 

 
6. Choosing the Right U.S. JV Partner 

 
It cannot be stressed enough that choosing the right U.S. partner for your 

JV is critical.  You can never be 100 percent certain you have chosen the right 
partner.  But there are certain things you can do to optimize your chances: 

 
- thorough detailed investigation of the proposed U.S. partner, its 

activities, management, structure, facilities, key assets, etc.; 
 

- get to know the people involved on the U.S. side; 
 

- a possible trial period for the marriage; 
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- first class legal documents (JV contracts, etc.). 

 
You should also try to structure your own affairs in such a way that if the 

JV for the U.S.A. ends, you end up with those ingredients which will enable you 
to continue your U.S. business. 

 
Your U.S. lawyer and perhaps other U.S. experts will be able to assist 

your in evaluating the proposed JV partner, structuring your JV, negotiating and  
preparing the contracts and in other phases of the JV operation. 

 
7. Tax Planning 

           
               The foreign party should, with the aid of experts, carefully examine in advance of any 
JV commitments, including as to how the JV will be structured, the tax aspects. That includes 
both the U.S. federal, state and local tax aspects: income tax certainly, but also sales and other 
taxes. And, home country and possible other countries' taxes should be part of the overall 
evaluation.        
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 CHAPTER IX 
 
 
 LICENSING, TECHNOLOGY 
 TRANSFER AND INTELLECTUAL PROPERTY 
       IN THE U.S.A.      
 
 

A foreign (e.g., UK) enterprise or individual may have developed patented and/or 
unpatented technology.  The foreign party may consider "licensing" the right to use that 
technology to an American company, in exchange for certain payments. 
 

The foreign enterprise or inventor will ask: (i) should I consider "licensing" as a 
way of doing business with the U.S.A.?; (ii) what are the potential legal and tax problems with 
licensing to the U.S.A.? (iii) what protection does U.S. law offer my technology and intellectual 
property? 
 

In this Chapter, the focus is on these and related points. 
 
Meaning of Licensing 
 

By licensing, I mean granting to a U.S. party the right to use a U.S. patent, and/or 
unpatented technology, and/or a trademark and/or a copyright, in exchange for certain payment 
obligations, pursuant to a written license agreement.  Often, technical assistance and services, 
and training from the foreign licensor to the U.S. licensee, will be involved.  The term 
"licensing" encompasses the term "technology transfer" or similar terms, which are not used so 
often in the U.S.A. 
 

Obviously, the chances of a successful license agreement increase if (i) you 
choose the right U.S. licensee; (ii) you properly protect your technology; (iii) your technology 
does what it is intended to, is efficiently taught to the U.S. licensee and there is a good market 
for the licensed products; and (iv) your license agreement is a first-class, American-style license 
agreement prepared by experienced U.S. legal counsel. 
 
Basic Differences Between Licensing 
In the U.S.A. and in Other Countries 
 

American law in this area is fairly complicated and somewhat restrictive.  There 
are certain types of contractual restrictions that cannot or should not be inserted in license 
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agreements.  This is due, in part, to American competition ("antitrust") laws.  Remember that an 
injured party, even a U.S. licensee which signs the license agreement, can sue for 3 time the 
alleged damages it sustains due to a claimed violation by the licensee of U.S. antitrust laws.  
Americans are litigious as compared with persons from other countries.  Thus, (i) U.S. lawyers 
are normally involved very early in the planning and negotiating process; (ii) there are no 
"standard" license agreements for the U.S.A.; (iii) U.S. license agreements often take time to 
negotiate, and are long and detailed; (iv) firms licensing to the U.S.A. have considerably greater 
U.S. product liability exposure than from licensing to most other countries, although sometimes, 
this risk can be attenuated by provisions in the license agreement. 
 
Pros and Cons of Licensing 
 

A few of the benefits of licensing are: (i) it requires relatively little in the way of 
capital expenditure by the licensor, as compared with establishing or acquiring one's own 
manufacturing facility or even a manufacturing joint venture; (ii) it can produce revenues in a 
shorter time than establishing or acquiring one's own production and sales facilities in the 
U.S.A.; (iii) a licensing arrangement may, after some successful period of operation, open the 
way to a production joint venture with the U.S. licensee or another form of direct investment in 
the U.S.A. 
 

Potential negatives of licensing are: 
 

(i) you create a potential competitor -- either while the license 
agreement is in force or once the license agreement ends it may be difficult to 
stop the U.S. licensee - at least without a law suit - from using some of your 
technology or from creating new technology (licensee improvements) to make 
and sell products competitive with yours; and 

 
(ii) you run the obvious risk that the U.S. licensee cannot or does not 

properly perform the license agreement. 
 
 
 
 
Patents, Trademarks, and Trade Secrets 
 

1. U.S. patents are valid for 17 years.  U.S. design patents are valid for 14 
years (and protect the physical appearance of a manufactured article). 
 



{W:\09999\019\ukbuspgd\00128455.DOC;1} 
 
 
 − 59 − 

2. U.S. trademarks are valid for 10 years, and are renewable if certain 
requirements are met. 
 

3. "Trade secrets" are well protected in the U.S.A.  A "trade secret" can be, 
broadly speaking, any type of information of an industrial, technical or commercial nature 
known to one or a limited number of enterprises or interested persons, which has some value to 
the holder and which the holder treats as being secret.  Examples: a secret process, method, 
formula, device, manufacturing procedure, method of construction, customer list.  If "know-
how" (which has no precise, legal definition) is secret, it can be protected in the U.S.A. as a trade 
secret. 
 
Know-how Licensing: Five Points 
 

1. Under U.S. law, contractual clauses requiring the licensee, once the contract 
ends for any reason, (i) to cease all use of the licensed know-how and (ii) to 
return or destroy all of licensor's know-how and data in the licensee's possession 
and control, are generally valid and enforceable. 

 
2. Assume a license agreement requires the licensee to pay to the licensor running 
royalties on its sale of certain licensed products manufactured with licensor's 
unpatented technology, or running royalties on the use of that technology.  Can 
the licensee one day say: your technology is no longer secret -- it is in the public 
domain or is outdated -- and I can continue to use it without having to pay you 
any more royalties?  Under U.S. law, if the contract clearly states that the U.S. 
licensee must continue to pay even if that occurs, the clause will normally be 
valid and enforceable. 

 
3. What if the licensee develops improvements to your technology and says: what 
I have developed is no longer the technology you licensed to me - it is different - 
and I can use it to make and sell whatever I want (including products which 
compete with the licensed products) without having to pay any royalties to you.  
Under U.S. law, if the contract is properly drafted, such a claim by the licensee 
will not normally be upheld. 

 
4. U.S. courts can and frequently do issue orders called "injunctions" to prevent a 
threatened or actual misappropriation, unauthorized disclosure and/or unau-
thorized use of "trade secrets" and even other data which might be considered 
"confidential information" or "proprietary information".  One of the important 
tests of whether a particular country offers substantial protection to unpatented 
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technology and data is whether its courts grant rapid, effective orders prohibiting 
acts like those.  The U.S.A. is one of those countries. 

 
5. Under U.S. law, unpatented technology which is, at the time of making the 
contract, not secret or is in the public domain, can be licensed.  If the contract is 
properly drafted, the licensor will be able to enforce the contract, including its 
contractual rights for royalty and other payments. 

 
          A Very Short Case Study: 
 
          If you want to protect your unpatented technical data, your contracts should be properly 
written and you should not be sloppy in your follow up. Here, a UK company, without using 
U.S. counsel, wrote up a "cooperation and licensing agreement". The contract had a provision 
dealing with "confidential information". It defined it as (1) written data that was marked 
confidential"; and (2) oral and electronic data that was identified to the U.S. side as being 
"confidential" within 5 days after its disclosure to the U.S. side. The UK company provided 
certain designs, specifications, production and pricing know-how to the U.S. party pursuant to 
the contract. But the UK party never did mark or identify any of that data being "confidential", as 
the provision required. Major disputes developed under the contract, and an international 
arbitration began in the States. The UK side wanted the arbitrators to issue a preliminary 
injunction to stop the U.S. party from using and disclosing its "confidential informa- 
tion". The U.S. party won on this point. Its position was that it had no "confidential information" 
of the UK side because, as the agreement required, none of the UK party's data was ever marked 
or identified as "confidential".   
 
 
Other Points About Licensing 

 
          1. It is legally possible to grant an exclusive license for the entire U.S.A.  It is also 
possible to grant one or more exclusive licenses for parts of the U.S.A., though in this situation, 
there are several, rather complicated legal problems to confront.  And, of course, it is possible to 
grant one or several non-exclusive licenses for the U.S.A. or parts thereof. 
 

2. With only a few exceptions, there are, under U.S. law, no limitations upon the 
amount, basis for calculating and duration of, royalty and other payments a licensor can charge 
its licensee.  A licensor can require an up-front payment (e.g., when the agreement is signed); 
running royalties; minimum royalties; fees for technical services to and training of the licensee 
and its personnel, etc.  One exception will be mentioned: a licensor cannot collect royalties with 
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respect to any patent which has ceased to be in force.  Thus, where a patent and unpatented 
technology is being licensed, careful drafting is necessary to deal with this problem. 
 

3. As a rule, no approvals of any U.S. governmental authority will be 
required for license agreements. 
 

4. The foreign licensor should be able to attack legally in the U.S.A. if the 
U.S. licensee infringes its intellectual property rights, does not pay amounts due under the 
contract, or otherwise breaches the contract.  Thus, the agreement should normally contain 
clauses providing for 
 

(i) arbitration in the U.S.A. under the American Arbitration Association's 
Commercial Arbitration Rules (in a city not too convenient for the U.S. licensee 
but reasonably accessible for the foreign licensor); or arbitration as just stated if 
the foreign licensor commences arbitration, and arbitration in the licensor's home 
country if the U.S. licensee commences arbitration; 

 
(ii) the right, at the licensor's option, to select arbitration (as in (i) 

above) or to sue in a U.S. court (such a clause appears to be valid under New 
York State law); 

 
(iii) the licensor's right, despite the arbitration clause, to seek an injunction 

in a U.S. court to prevent the actual or imminent infringement of its intellectual 
property rights; 

 
(iv) the application of the laws of a particular U.S. state - for example, 

New York State, which has considerable case law reasonably favorable to 
licensors. 

 
5. Computer software license agreements are similar to other sorts of license 

agreements in their general scope, but have their own special features.  Special clauses will be 
required.  The writer's law firm has on many occasions adapted software license agreements of 
foreign clients to U.S. law and practice. 
 

6. Care must be taken to structure the license agreement so that it is not 
considered to be, under U.S. law, a "franchise agreement".  Franchising is heavily regulated in 
the U.S.A. and sometime, license agreements turn out, inadvertently, to fall within the scope of 
franchise laws/regulations.  That can be a very serious, negative matter for the foreign party.  
Competent U.S. counsel will know how to minimize that risk. 
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Taxation 
 
         Due to the UK-U.S. Income Tax Convention, no U.S. withholding or other income tax is 
imposed on royalties paid to a UK resident for the use of patents, trademarks, copyrights, trade 
secrets and know-how, except where the UK resident has a "permanent establishment" or fixed 
base in the U.S.A. and the right or property in respect of which the royalty is paid is effectively 
connected with that permanent establishment or fixed base.  
         If the foreign licensor is not a UK resident (as defined in the above Convention) then the 
relevant income tax convention, if any, between the country of which the licensor is a resident 
and the U.S.A. should be consulted. If there is no relevant income tax convention, there will 
normally be a 30%percent  U.S. withholding tax on royalties paid to the foreign licensor unless it 
is "doing business in the U.S.A." (a situation which we won't go into here). 
 
        Royalty payments made by a U.S. licensee are normally deductible expenses for U.S. 
federal and state income tax purposes. Where, however, the licensor and licensee are related 
parties, special U.S. tax rules may come into play. 
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 CHAPTER X 
 
 
 BUSINESS-RELATED VISAS FOR FOREIGN NATIONALS 
 
                          
Introduction: Planning the Business Visa 
 
     Foreign nationals who wish to conduct or be engaged in business in the U.S.A. will require a 
U.S. visa. In fact, where one or more U.S. visas are required, that can influence the 
structure of the U.S. operation: for example, the nationality of the foreign party or parties 
who will own the U.S. operation; the percentage of it they own; the U.S. operation's capital, 
etc. Where applicable, U.S. visa needs should be part of the planning process in structuring 
a U.S. operation. 
 
     The U.S. business visa application process is more complicated than meets the eye. Our 
system establishes various categories of visas, and it is important that a business person fit into 
one of those categories. The long term as well as the short term needs of the visa applicant and 
the company concerned must be considered when deciding which visa to seek. 
 
    When referring to the non-U.S. national requiring a U.S. visa, we will use the term "business 
person" in the broad sense of a business executive, manager, or eventual employee of a U.S. 
operation controlled by a foreign firm. 
 
    Each time a business person applies for a visa, there are forms that become part of his or her 
record. Even a simple visitor's visa requires filing an application containing questions capable of 
causing problems if improperly answered. The statements made on all forma and all supporting 
documentation become part of the applicant's record. That record is permanent; thus, a mistake 
in the initial visa process will often be a source of continuing difficulty. 
 
    The first thing a visa applicant must decide is whether to apply for a temporary or a 
permanent visa. There are several types of temporary, also called non-resident visas, and care 
must be taken to see that the visa applicant fits into a specific category. Slight deviations can 
well result in visa denial. Should the applicant wish to reside in the USA on a more permanent 
basis, he or she should consider a permanent visa, if otherwise available. A permanent visa 
means legal permanent residence in the USA. A legal permanent resident is an immigrant. 
Often, an applicant desiring a permanent visa (e.g. green card) will be unable to apply for one 
successfully at that time; he or she may have to first obtain a temporary visa of a certain type, 
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then apply for a green card. Some applicants will not want to apply for or become U.S. 
permanent resident status for certain reasons: one being that a permanent U.S. residence is 
subject to U.S. income tax on his or her worldwide income. Even filing an permanent resident 
visa application can result in the U.S. tax authorities treating the applicant as a permanent 
resident for U.S. tax purposes. 
 
    All visa applications are presumed to be immigrants (seeking a permanent U.S. visa) unless 
they prove that they are eligible for a temporary visa. The intent of the visa applicant is very 
important. If the applicant is applying for a temporary visa and the U.S. immigration authorities 
(e.g. Consul) believe that his or her intent is to remain in the U.S.A. on a permanent basis, the 
visa will be denied in most instances. In situations in which the visa applicant's whole family is 
applying, the Consul might believe that the applicant intends to immigrate to the States, and on 
that basis, deny the visa. When applying for a non-immigrant visa, the business person must 
convince the U.S. consular official of his non-immigrant intent. This could include leaving 
behind substantial assets and property and having employment to return to outside of the USA. 
For example, where a business person is terminating operations in one country in order to take 
up employment in the U.S.A., the Consul may ask for extensive proof of non-immigrant intent 
before issuing the visa. 
 
     U.S. Consuls vary from country to country and from moment to moment. The treatment of 
visa applicants will vary as well. In certain U.S. Consulates, more documents are requested and 
more proof will be needed than in others. 
 
     A visa applicant should be quite careful about discussing his or her visa and immigration 
situation with U.S. Embassy or Consular officials, orally or in writing. The same applies for 
statements made to the U.S. immigration authorities in the U.S.A. As just one example, once the 
U.S. authorities believe there is any chance the applicant might apply for a permanent visa, his 
chances of obtaining a temporary visa diminish.  
 
    A visa applicant would, in most cases, also be ill-advised to seek help from an American 
Congressman, for example, one representing the district in which the U.S. subsidiary office of 
the applicant is located. Congressional requests usually result in the visa applicant being asked to 
attend a second interview at the U.S. Consulate. At that interview, those applicants are often 
questioned and lengthy record established. That record can become the basis for visa denials in 
the future. When a visa is refused, the refusal is marked in the person's passport. The untrained 
eye might not see it. Usually in the back cover or last page of the passport, the Consul will 
stamp: "Visa applied for" with a date. Sometimes there will be a number. Every time that 
passport is shown to a U.S. Consul, that Consul will know that a visa was refused and will be 
especially cautious in approving subsequent visa requests. 
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    As stated, U.S. business-related visas fall into 2 general categories: temporary; and permanent. 
 We will first discuss U.S. temporary (non-immigrant) visas. 
 
I.  Temporary Visas 
 
    The principal types of temporary U.S. visas for which a foreign national may qualify if he or 
she meets the applicable requirements: 

- B-1 and B-2 visitors visas; 
 

- L-1 intercompany transferee visa; 
 

- H-1, H-2 or H-3 work visas; 
 

- E-1 (Treaty Trader) or E-2 (Treaty Investor) visas; 
 

- I and J visas; 
                
               -    O and P visas for foreign athletes and entertainers.  
     These are "temporary visas" in the sense that (i) the applicant must have the intention to 
remain in the U.S.A. for a limited time, not permanently; and (ii) the visa will be granted for a 
limited time period. 
 

A. B-1 Visitors Visa 
 
     This visa is for someone who has his residence in a foreign country which residence he or she 
has no intention of abandoning, and is visiting the U.S.A. temporarily for business or pleasure. 
B-1 applicants must prove that they have residence in a foreign country which they do not intend 
to abandon; and that they wish to visit the U.S.A. temporarily. Generally, application is made in 
the U.S. Embassy or Consulate in the visa applicant's home country.  The B-1 visa will be 
stamped in the applicant's passport.  At the U.S. border (typically, a U.S. airport), a period of 
time for each U.S. stay is granted by an officer of the U.S. Immigration and Naturalization 
Services (typically, up to a maximum 6 month period, sometimes shorter). Sometimes, questions 
are asked concerning the applicant's intent and reasons for coming to the U.S.A. 
 
     The B-1 visa holder cannot engage in gainful employment in the U.S.A. under this visa: he or 
she cannot earn any salary or other remuneration from a U.S. source for services rendered.  This 
visa is intended for someone coming to the U.S.A. to negotiate contracts, consult with business 
associates, litigate or arbitrate in the States, participate in scientific, educational, professional or 



{W:\09999\019\ukbuspgd\00128455.DOC;1} 
 
 
 − 66 − 

business conventions, seminars and conferences and, generally, undertake research and even sell 
products and/or collect money for his overseas employer.  But to repeat, the B-1 visa holder 
himself or herself cannot perform services for and receive compensation therefor from a U.S. 
employer: he or she must be paid salary or compensation only by an employer located outside of 
the U.S.A. The key to this visa is that the alien is paid abroad and not from a U.S. source. 
 
     B-1 visas are also intended for professional athletes who receive no salary or payment from a 
U.S. source for his or her services except prize money for participating in a tournament or 
sporting event. 
 
     Brief mention will be made of another category of visitor visa, the B-2 (visitor for pleasure). 
This visa category is for persons such as tourists and those making social visits to friends and 
relatives. It also includes foreigners coming to the U.S.A. for the purpose of medical treatment 
and to participate in conventions, conferences, social, organizational, amateur, musical or 
sporting events, and persons generally not wishing to do any "business" in the States. 
 
     Citizens of several countries, including the UK, do not need to obtain visas to visit if they 
come to the U.S.A. for a period of up to 90 days. Visitors coming on this "visa waive program" 
cannot extend their stay in the U.S.A. nor change to another category during their visit. U.S. 
Consular offices stationed in these countries do not like to issue visitors visas. They reason that 
most if not all visitors would not need to obtain a visa if they wished to visit the U.S.A. for 90 
days or less and that there must be another motive if someone applies for a visa. A visitor visa 
applicant in these countries must take special care to have documentation and a good explanation 
regarding their need for this visa.    
 

B. L-1 Intra-Company Transferee Visa   
 
     The L-1 visa is available to executives, managers, and persons of specialized knowledge in 
foreign companies who come to the United States to work for a U.S. subsidiary, affiliate or 
branch office of the company.  A person who is applying for this visa must demonstrate that 
he has worked for the company abroad for at least one year within the past three years in a 
managerial, executive, or specialized-knowledge capacity and that he or she is coming 
temporarily to the United States to work for a branch office, subsidiary or affiliate of that 
foreign company in the United States. 
      
      This visa is normally granted for up to three years with extensions possible.  For start-up 
U.S. companies (or branches),  regulations and experience show that it may be difficult to obtain 
L-1 visas for more than a one-year duration; and extensions will be granted only if the new U.S. 
operation can demonstrate substantial business. The U.S. authorities will look at, for example, 
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tax returns, bank statements and employee withholding when making their "substantial business" 
determination. An L-1 visa might be extended to a total of seven years for managers and 
executives and a total of five years for persons with specialized knowledge. 

 
     The terms "executive", "manager" and "specialized knowledge" are defined in regulations to 
the U.S. immigration laws.  An executive is one who directs the management of an organization, 
establishes organization goals and policies, exercises a wide latitude of discretionary decision 
making and receives only general supervision from higher level executives or the board of 
directors or stockholders (or equivalent) of a business enterprise. 
 
     A manager is someone who directs the organization of a customarily-recognized department 
or sub-division of the organization and who controls the work of other employees, has the 
authority to hire and fire or recommend those actions as well as having responsibility over other 
personnel, and who exercises his discretionary authority over day-to-day operations.  This does 
not include the first-line level supervision unless the employees supervised are managerial or 
professional. 
 
     Specialized knowledge means knowledge possessed by an individual relating directly to the 
products or services of an enterprise or to the equipment, techniques, management or other 
proprietary interests of the enterprise which knowledge is not readily available in the job market. 
 The knowledge must be relevant to the business organization itself and directly related to 
making it more competitive in the market place. An unskillful- 
ly drafted job description can result in a visa denial. 
 
     Extensive documentation is usually required for the L-1. The immigration office requires a 
lease or a deed to show that the company has a place to do business in the United States, and 
other extensive documentation.  The immigration office will ask for proof that the company 
exists and does business in both countries; and that there is some common ownership between 
the foreign and American companies.  This may include stock certificates or similar documents, 
the company formation documents, corporate resolutions and documents showing transfer of 
funds, goods and/or personnel to the United States.  This visa application is filed in the first 
instance from the American side with the U.S. immigration office having jurisdiction over the 
site of the company's American office. Normally, approval is forwarded to a U.S. Consulate or 
Embassy. The business person goes with his passport to that Consulate or Embassy and receives 
the visa stamp in his/her passport. There is no need to show a foreign residence to return to when 
applying for this visa. The successful L-1 applicant's spouse and children are eligible to 
accompany the applicant--they receive L-2 dependent visas. Upon approved application the 
spouse of the L-1 holder may work in the U.S.A. 
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C. H-1, H-2 or H-3 Work Visas 

 
There are types of three H visas; H-1, H-2 and H-3.  What they have in common 

is that they are applied for by an American company so that an alien may come to work for that 
company only for a particular purpose and for a specified length of time. If the occupation 
requires a license, one must be presented. 
 

An H-1 visa is for a person a person with professional level qualifications for a 
professional level position. That usually means that the position be one typically requiring a 
baccalaureate (university) degree and that the person possesses the necessary degree or a 
combination of education and experience that is the equivalent of that degree. There is no need 
to show a foreign residence to return to when applying for this visa. 
 
          The potential U.S. employer must file a labor condition application with the U.S. 
Department of Labor certifying that it will be paying the alien a fair wage, based on a survey; 
that his employment will not adversely affect other workers similarly employed; and that there is 
no strike or lockout or work stoppage in that occupation. 
  

Professionals include architects, engineers, lawyers, physicians, surgeons, 
teachers, and other occupations that can be classified and documented as professional. The 
applicant might be a professional but if the job either consists of non-professional duties or 
requires the skills of a profession other than that of the applicant, the visa application will be 
denied. 
 

The H-1 visa is typically granted for between two to three years, is renewable, but 
the maximum duration (with extensions) is presently six (6) years.  
 

An H-2 visa is for temporary workers.  This is a one-year visa granted to a 
foreign worker who will come to the U.S.A. to perform services of a temporary nature.  The 
word "temporary" is very important here.  The (eventual) United States employer must show that 
it needs the alien for a specified time period and that both the need and the nature of the position 
are temporary.  For example, if an American company has purchased machinery from abroad and 
needs the services of a foreign worker or technician to install and teach other workers how to 
operate it, that company would apply for an H-2 visa for such person.  The employee would not 
qualify if the employer wanted the alien to operate the machinery on a permanent basis.  The H-2 
visa is not a substitute for a green card (permanent resident visa).  It should be noted that if an 
employer thinks he can apply for an H-2 visa now and later apply for a permanent visa for the 
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same job, he might find difficulties in explaining to the government why the job was called 
temporary once and now has become permanent. 
 
     An H-2 visa requires certification by the Department of Labor in the U.S.A. that the alien is 
not displacing an American worker. The alien's potential employer will have to advertise in U.S. 
newspapers and document to that Department that there were no qualified U.S. workers 
responding to the ads. If the Labor Department concludes that there are no U.S. qualified U.S. 
workers available for the job, it will issue a certification. That certification is submitted to the 
immigration office having jurisdiction over the place where the (eventual) U.S. employer 
conducts its business. The visa approval is sent to a U.S. Consulate or Embassy where the alien 
worker has the visa stamped in his or her passport.  
 
     An H-2 visa can be issued for one year at a time for a maximum (with renewals) of three 
years. 
 
     An H-3 trainee visa is for an alien who is coming to the U.S.A. in order to receive training 
from a U.S. employer.  This is often used when American firms wish to transfer employees from 
foreign locations to the States to train them in their American facilities.  The U.S. employer must 
show that (1) the alien will not be engaged in productive employment; (2) a training program 
does exist and (3) the training is not for the purpose of recruiting and training aliens for the staff 
of U.S. enterprises.  Training must not be merely incidental to productive employment.  
Repetition, review and practical application of skills alone does  not constitute a training 
program.  Extensive explanation is necessary to demonstrate to the Immigration Service that a 
viable training program does exist.  A detailed written explanation must be presented showing, 
inter alia, dates and times of training, type of training, who will be responsible and details of 
what the alien is expected to learn.  A bona fide training program is difficult to document. 
 
     While it is possible to get an H-3 visa for as long as the training program exists, it is rare for 
the Immigration Service to approve H-3 visas for more than two years. Any extension beyond 
those two years is almost never granted. 
 

D.  E-1 Visa (Treaty Trader) 
 
     A treaty trader or E-1 visa is for an applicant possessing executive or supervisory skills. But 
the requirements as regards the particular foreign company are of particular importance. The E-1 
visa is for a firm that is engaged in substantial trade between its home country (e.g., the UK) and 
the U.S.A. 
This type of visa is available to nationals of countries with which the U.S. has concluded a 
particular type of treaty, which means nearly all West European countries, including the 
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United Kingdom. E-1 visas are usually issued for up to five years with five year extensions 
possible. Sometimes, for reasons of reciprocity, E-1 are issued for a shorter period.  
     
     In adjudicating E-1 petitions, U.S. consular posts analyze whether the foreign firm has the 
nationality of the treaty country, whether the firm's activities constitute "trade", whether the trade 
is principally between the U.S. and the country of the alien's nationality, and whether the trade is 
substantial.  The Consul will also determine whether the applicant holds an executive or 
supervisory position and possesses the skill essential to the firm's U.S. operations. Unless each 
and every question can be answered in the affirmative, the applicant will not receive an E-1 visa. 
 
     The nationality of a company is determined by the nationality of the individuals or corporate 
entities that own the majority of its stock or ownership interests. Where a company's stock is 
widely traded on a stock exchange, the site of the corporation's headquarters will normally 
control. If the foreign company has one nationality and the alien another, an E-1 visa will not be 
granted. 
 
     There must be an actual exchange of goods or money to constitute "trade". Trade has been 
interpreted to include international banking, insurance, transportation, tourism, communications, 
and news gathering activities (examples only, although regarding news gathering activities, the I 
visa, briefly discussed below, may also apply). At least 50% of the total volume of trade being 
conducted by the company must be between the U.S.A. and the treaty country of which the alien 
is a national. The U.S. consular official will look to the trade of the U.S. operation when 
determining the volume of trade. If a U.S. subsidiary or branch office of a foreign firm, or its 
majority-controlled U.S. JV company, engages principally in trade between the U.S. and the 
treaty country, the fact that the foreign treaty company may be engaged primarily in trade with 
other countries is not significant. The trade must be substantial. That does not mean that the 
monetary value of each transaction must be large; rather, the volume of trade conducted must 
involve numerous transactions. These numerous transactions can establish the requisite 
continued course of international trade.  
 
     The immediate family members of an E-1 treaty holder are entitled to dependent visas to 
accompany and the principal applicant in the U.S.A.  
    
       E.  E-2 Visa (Treaty Investor Visa) 
 
     An E-2 visa is for treaty investors. It is available to nationals of treaty countries, including 
United Kingdom nationals, who meet the corresponding requirements. In determining 
whether an applicant qualifies as a treaty investor, the U.S. Consul will consider whether the 



{W:\09999\019\ukbuspgd\00128455.DOC;1} 
 
 
 − 71 − 

enterprise has the nationality of a treaty country (a country having concluded a particular type of 
treaty with the U.S.A.); whether the applicant is actually in the process of investing in the 
U.S.A., whether that U.S. enterprise is a real, operating, commercial enterprise; whether the 
investment is substantial; whether the investment is more than a marginal one just sufficient to 
permit the applicant to earn a living for himself and his immediate family; and whether the 
investor is in a position to develop and direct the enterprise. The U.S. Consul will also determine 
whether the applicant is an employee of a treaty investor, and whether he qualifies as a manager 
or highly trained and specially qualified employee. The "nationality" criteria for a treaty investor 
are the same as for a treaty trader (E-1)--see the preceding section. The E-2 is usually granted for 
up to five years with five year extensions possible. Sometimes, shorter E-2s are issued for 
reasons of reciprocity. 
 
     To show that the investor-applicant actually is in the process of investing in the U.S.A., he or 
she must demonstrate that the funds are his/hers and/or that they are in his possession and 
control. It is usually important to demonstrate the origin of the funds. The concept of investment 
connotes the placing of funds or other capital assets at risk in the commercial sense, with the 
expectation of generating a return on those funds or assets. Investment means more than a 
passive bank investment, although some funds in a bank account that supports a  
U.S. enterprise will be taken into account. Loans secured or guaranteed by the alien personally 
via his or her personal assets are often included in the invested amount since the alien is at risk.      
 
     The value of goods or equipment transferred to an ongoing U.S. commercial enterprise can be 
considered an investment. For example, if a company is investing in an American factory and 
contributes machinery and equipment to the U.S. enterprise's capital, the value of those items can 
be included as "investments". Evidence of the value of each said item must be presented to the 
U.S. immigration authorities. Sometimes, there are unclear situations. For example, generally, 
the authorities would not consider an investment in undeveloped U.S. real property to qualify as 
an E-1 "investment", but would consider an active U.S. real estate development project to 
qualify. 
 
     There is no specified dollar amount that must be invested in a U.S. enterprise for E-2 visa 
purposes. The amount invested should be weighed against the total value of the particular 
enterprise or the amount normally considered necessary to establish a viable U.S. enterprise in 
the particular field of commerce. Each case must be evaluated individually to determine whether 
or not an alien is likely to qualify for an E-2 visa. 
 
     As stated, the "investment" cannot be marginal; just enough for the alien to earn a living for 
himself and his immediate family. The alien must show that he or she expects to make a profit in 
excess of those living needs. That means as well that the alien must show that he or she has a 
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controlling interest in the U.S. enterprise. As with all visa types, it is very important to 
demonstrate that each and every element required is met. 
 
       F. Temporary Visas for Foreign Athletes/Entertainers 
 
     Several different types of temporary U.S. visas are available the foreign athlete or entertainer, 
depending on various factors (case by case). Athletes like golfers, tennis players and auto racers 
(examples only) receiving from a U.S. source only prize money and looking to remain in the 
States for a short time can normally qualify for a B-1 visa; likewise for members of a foreign 
sports team coming to the States to play. 
      
     Athletes of "extraordinary ability" may qualify for the O-1 visa for employment in the States. 
That visa has stringent requirement and is reserved for top, internationally well-known 
athletes/entertainers. The P-1(a) visa is intended for "internationally recognized" 
athletes/entertainers, a lesser level of fame and accolades being required than for the O-1. With 
both an O-1 and the P-1(a) visa, the holder can be paid a salary or other compensation by a U.S. 
employer for his/her services. The H-2B visa is potentially available to alien athletes/entertainers 
who do not qualify for other types. 
 
     The foregoing is only a brief summary. For more information on visas for foreign 
athletes/entertainers, the reader might wish to consult Wise, A. N. (your author), International 
Sports Law and Business, Vol. I (Kluwer Law International, 1997) for a detailed treatment; or 
may contact Mr. Wise directly for additional material or information. 
 

G. The "I", "J" and "R"; Student Visas 
 
     There are additional visa types for persons who wish to come to the States in special 
categories; however, a thorough discussion of these is beyond the scope of this Chapter. 
 
     We will briefly mention the I visa for an alien who is a bona fide representative of the foreign 
press, radio, film or other foreign information media and who seeks to enter the U.S.A. solely to 
engage in such vocation. His or her spouse and children can also accompany the I visa holder but 
cannot work in the U.S.A. for a American employer. They would require a separate visa of a 
type permitting them to do so. 
 
     In some cases programs may be set up with the U.S. Information Agency allowing employees 
of large industries to enter the U.S. under an exchange visitor (J) visa. An R visa category exists 
for religious workers. 
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     There are also two types of student visas for persons who might be coming to the States to 
study or to earn degrees. 
 
II.  Permanent Residence Visa (Green Card) 
      
     In order to remain in the United States on a permanent basis, a businessman needs legal 
permanent residence.  This residence is evidenced by the "green card".  This card is no longer 
green, but it still serves to allow a businessman to remain in the U.S.A. permanently. 
 
     Because of the difficulty in obtaining temporary visas for an extended period of time, a 
business person who wishes to remain in the States for more than three or four years should 
consider applying for legal permanent residence early during his temporary visa stay.  This 
would allow him/her to remain in the States much longer than permitted by a temporary visa, if 
he/she so desires. 
 
     The idea that a business person can be both permanent and temporary at the same time is 
known as "dual intent". The purpose of this concept is to distinguish between those visa 
applicants who are temporary, those who are permanent, and those who are both. Often the 
business person wishes to enter the States for one purpose on a temporary visa but has a long 
term intent to enter for other reasons. This is clearly within the "dual intent" doctrine. When the 
intent is to enter for the same reasons, the business person is in the gray area. Competent legal 
counsel is necessary. 
 
     In order to obtain legal permanent residence, the business person must fit into one of several 
categories. The categories involving family relationship and political asylum are beyond the 
scope of this Chapter. 
 
     An applicant who wishes to obtain U.S. legal permanent residence can do so through 
sponsorship by his/her company. The company must need the business person on a permanent 
basis to fill some position in its American enterprise. There are several ways to accomplish that. 
 
     One way is for the company to show that it cannot find an American worker for the position 
concerned and that the company earns enough money to afford to pay the foreign applicant's 
salary in the U.S.A. This involves an application with the U.S. Labor Department and then with 
the Immigration and Naturalization Service and can be a time consuming and difficult process. 
Often this method adds months or years to the process depending upon the particular U.S. state 
in which the company has to file the application.  
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     A business person who has been employed for at least 1 year in an executive or managerial 
capacity abroad and is coming to the States to work for the same international corporation or 
organization, or its U.S. subsidiary or affiliate, can obtain legal permanent residence without the 
difficulty and uncertainty of applying to the Labor Department. That means that if an executive 
is transferred to the States in one of several non-immigrant categories, he might be able to apply 
for legal permanent residence through his/her company in the U.S.A. Another prerequisite is that 
before an application can be made, the company must have been doing business in the U.S.A. for 
more than 1 year. That means more than just establishing a U.S. legal entity or a branch office. It 
means a continuous course of U.S. business. The immigration authorities will usually ask for 
income tax returns and other evidence of regular and systematic business.  
 
    Legal permanent residence is granted on a quota basis for certain classes of aliens, meaning 
that only a certain number of persons are accorded legal permanent residence each year. The 
quota lists for most categories are current or short but administrative delays can also cause 
burdensome problems. 
 
    If a business person has not considered applying for legal permanent residence early on in 
his/her stay in the States, he/she might be unable to extend his/her non-immigrant visa long 
enough to complete his/her company's work in the States. He/she may also find that his/her 
application for legal residence, even if prepared and filed, has not yet been granted.  That could 
result in a gap between the time the business person completes his/her non-immigrant visa stay 
and the time legal permanent residence status is officially conferred. Proper planning is 
important from the inception of the visa process. 
 
        Other permanent resident application categories for which business persons might qualify 
include one for professors and researchers; one for aliens members of the professions holding 
advanced degrees; and another for aliens of exceptional ability. There is also a special category 
for religious workers. 
 
     The spouse and children of the business person granted U.S. legal permanent residence are 
also entitled to that status. That means that they may live in the States on a permanent basis, 
attend school, work and do most of the things a U.S. citizen can do. After 5 years as a legal 
permanent resident, the business person and his immediate family members are eligible to apply 
for U.S. citizenship. 
 
     The reader should bear in mind that becoming a permanent U.S. resident will usually mean 
that the person is also a permanent resident for U.S. income tax purposes, causing the resident's 
worldwide income to be subject to U.S. income tax. That, in turn, can result in possible double 
taxation of income--taxation of which the person is a citizen and taxation in the U.S.A. There are 
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tax treaties between the U.S. and many foreign countries, including the UK, which may 
minimize or eliminate this potential problem. 
 
Legal Permanent Residence by Investment 
 
     Legal permanent residence can be obtained through a U.S. investment of one million dollars 
(in some designated areas, one half million dollars will suffice). A demonstration that ten U.S. 
workers were hired is required. Qualifying for this category will allow the investor and his/her 
immediate family to stay in the U.S.A. for a period for a period of 2 years as "conditional 
permanent residents". If after the 2 years the investment and jobs are still in place, the conditions 
will be removed and the permanent residence will then become truly permanent.          
  
III.  Proper Planning 
 

In connection with any future American operation, U.S. visa aspects are but one 
of a number of issues that should be considered.  Visa aspects can effect such questions as 
whether one should form a U.S. subsidiary or affiliate company, who its shareholders should be, 
its capital etc. 
 

Even where an American direct investment or joint venture in a foreign country 
(not the U.S.A.) is concerned, U.S. visas may be a critical ingredient.  The U.S. side may wish to 
bring over foreign (non-U.S.) nationals for temporary training in the U.S.A. and thereafter send 
them back to work in the operation outside of the U.S.A.  
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 CHAPTER XI 
 
 
   ACQUISITION OF AN EXISTING U.S. COMPANY: SUGGESTED READING 
 
 
     To keep this booklet a manageable size, the decision was made not to include herein a chapter 
on acquisitions of an existing U.S. company. 
 
    The author of this booklet has prepared other publications dealing with this subject.  
 
 
 
                           CHAPTER XII 
 
           TAXATION OF US TRANSACTIONS: SUGGESTED READING 
 
     For three main reasons, it was decided not to include in this booklet a separate Chapter 
dealing with the tax aspects of US transactions:  to keep its size manageable; to prevent this 
booklet from becoming rather quickly outdated as tax law and rules change rather rapidly; and 
because many other readily available sources deal extensively with the tax aspects.  
 
     
      A number of tax-related points have been briefly discussed or mentioned in this publication. 
We will reiterate one. There is a U.S-UK income tax convention which must be considered when 
a UK party deals with the States. The convention defines certain acts and activities that may 
result in the UK party having a "permanent establishment" in the USA. Normally, a UK party 
will want to avoid that, for several reasons. Consequently, before acting, the UK side should be 
sure to check out carefully this important tax aspect.   
 
 
 
 
 
 
 
 
                                 CHAPTER XIII 
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 LITIGATION AND ARBITRATION IN THE USA 
 
  
     This Chapter will be kept fairly short.  The intention is to convey to you some practical ideas 
about lawsuits and arbitration in the context of your US business operations. Some of the points 
below are factual; others are my opinion. I'm sure you'll be able to tell one from the other. 
 
     One important preliminary point. You may say: Oh, some of the "technical" legal 
points you are discussing below are for the lawyers to work out--I can't be bothered with 
them. Wrong. Many, if not most, of the points below, are vital to your business and to the 
contracts and deals you make. Things like getting paid, reduce your risks etc. They are for 
that reason "commercial points" dressed in legal clothing and merits your close attention. 
 
GENERAL POINTS REGARDING LITIGATION 
 
! Americans Are Inclined to Start Lawsuits or Threaten to Do So 
Americans are, in general, inclined to start litigation or to threatened it, considerably more so 
that people in most other countries. Americans often sue or threaten suit as a strategic device to 
obtain some sort of amicable settlement: a money payment, a new contract, or an agreement by 
the other side to abandon its claims. The majority of commercial litigations started are never 
decided by the court or arbitral panel; they are settled by the parties after the legal proceeding 
has begun. 
Sometimes, the threat of legal action is sufficient to bring about a settlement. Indeed, sometimes 
after a court or arbitral decision in favor of one or the other side, the parties will work out a 
settlement. 
 
! Foreign Parties are Good Targets 
Experience has shown that foreigners are particularly good targets for lawsuits and serious 
threats of litigation. A good many Americans believe that the prospect of litigation will "scare" 
the foreigner into making some settlement favorable to the American side. Foreigners often do 
not understand the US milieu; and mentally, they underestimate the potential for litigation. 
 
! Protecting Yourself Against Litigation 
When dealing with the USA and Americans, there is no way to guarantee absolutely that you 
will never be sued or threatened with a lawsuit. Nevertheless, two factors can substantially 
reduce your risk, namely: 1. your contracts and documentation for the US market (or 
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when dealing with Americans generally) should be first class, prepared by competent US 
counsel; and 2. you should consult in advance, and regularly, with US experts to review 
what you plan to do and are doing. On the first point, many foreigners fail to grasp the 
importance of well-drafted, carefully worded contracts formulated in the best way possible to 
protect their interests; and they fail to make proper use of their US counsel to attempt to reduce 
the risk of litigation. Once a problem arises, they are inclined to settle a dispute at almost any 
cost to avoid litigation.  
 
! General Rule: Whenever Possible Stay Out of US Courts 
1. Commercial (and other) litigation in US courts is generally quite expensive and time 
consuming. In most instances, it is not a rapid means of resolving disputes. 
2. Unless there is a contractual agreement stating that the foreign party is entitled to recover its 
legal fees (paid by the foreign party to its counsel), US law generally does not permit that (with 
only few exceptions). Put otherwise, the winning party in US litigation cannot recover its legal 
fees, apart from a few exceptional situations, one being that the parties have so agreed in writing. 
Sometimes, putting a clause in a particular commercial agreement about legal fees might make 
sense for the foreign side; other times, it would be too risky. 
3. In litigation before US courts, the lawyers for one side or the other can use various tactics to 
delay the day of ultimate court decision. That can be good or bad for you, depending on the 
circumstances. 
4. Due to so-called "pre-trial discovery" mechanisms utilized by the lawyers (depositions, 
interrogatories, document production demands, etc.) legal fees for both sides can be 
considerable. 
5. It is normally very difficult to pursue claims in the US courts for money damages below 
$100,000 $3,000  because the expense of legal fees is usually prohibitive. While American 
lawyers can legally work on a percentage of recovery ("contingency fee") basis, most will not 
take on commercial litigations on a strict contingency fee basis. 
6. If I were responsible for making decisions on behalf of a foreign party, my basic philosophy 
would be, wherever possible: 

• stay out of the US courts unless, exceptionally, in a particular case it makes sense to 
 sue (as plaintiff) in an American court; 

• discuss with my US lawyer what alternatives to the US courts exist and are feasible  
                (typically, arbitration); how to reduce the risks of litigation against my firm or              
           me; and how to formulate my contracts to achieve the best strategic/tactical   posture.  
          
! Collecting Money Claims; Involving a US Lawyer 
Assume that a foreign company or its subsidiary or affiliate has sold some articles or technology 
or rendered some service to a US party. The US party doesn't pay. You, the creditor, will 
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generally try through informal means to obtain payment. Sometimes, these attempts succeed; 
sometimes, not. Assume that those attempts fail. You then consider engaging a US lawyer to 
handle the matter. 
1. I have repeatedly seen the same thing occur. I ask the foreign creditor: "Is there some 
contract that you have signed with your US buyer?" Did you use "General Terms of Sale 
("GTS") in connection with your sale? And if so, were they "tailored" to US law/practice? 
Why do I ask? Because a contract or GTS might contain an arbitration clause permitting 
the matter to resolved by arbitration in a US city fairly convenient for the foreign party 
and its US counsel, and a number of other beneficial provisions (legal fees and costs to be 
borne by the US debtor, a stipulated interest rate for late payments, etc. etc.). The foreign 
party's answer is almost invariably "no", no contract or GTS at all, or none, at least, 
specifically prepared for US sales. For that particular situation, it is too late. But for future 
sales etc. I try to show the foreign party the potential benefits of GTS designed for the US 
market. While this is a small deviation from the main discussion here, it is an important 
one. 
2. The fees of US counsel are based largely on the amount of time spent on the particular matter 
and, to some extent, may depend upon its complexity, the degree of experience required, the 
amount of the claim, and sometimes, the result obtained. Most US lawyers work on an hourly 
rate, the range of which varies considerably. There is no official schedule of legal fees for litiga- 
tions as there is in certain European countries. Lawyers' fees are negotiable, to the extent the 
particular American lawyer is wiling to negotiate.                            
3. So-called contingency fees (e.g. payment of a specified percentage or amount based entirely 
on what is recovered by way of lawsuit, arbitration or settlement) are the exception rather than 
the rule in commercial litigations. They are much more common for plaintiff's counsel in 
personal injury cases. Where the foreign party is the defendant with no substantial counter-
claims, obviously any sort of contingency fee arrangement or hybrid could hardly apply. 
4. US law firms often (indeed, usually) require clients to make  
an initial advance payment toward fees and disbursements, a retainer, the amount of which will 
vary from case to case. Quite often, the law firm will want continued advance payments so as to 
not have to finance the matter or chase the client for money. It is wise to discuss with counsel, at 
the outset, the terms on which its fees will be calculated and paid (including disbursements). 
5. Unless the foreign party has reasonably reliable information that the debtor has the funds to 
satisfy its claim, it should consider asking its US lawyer to do the following before starting any 
lawsuit or proceeding: 
   --obtain a credit firm's report on the debtor company; 
   --obtain a report showing any security interests on file 
     against the debtor, any unpaid federal tax liens and any 
     unsatisfied court judgments; 
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   --obtain a report regarding whether the debtor is bankrupt, or       whether any bankruptcy 
proceeding have commenced vis-à-vis the debtor. 
6. The US lawyer will often suggest that before starting suit, he try by letter and phone to 
convince the debtor to pay. Sometimes, that is successful, especially with lawyer persistence. On 
the average, it is not successful. 
 
ARBITRATION--MOST OFTEN THE BEST SOLUTION IF THE CONTRACT IS 
 ARTFULLY DRAFTED 
 
! Pros and Cons; Other Points 
1. Arbitration of disputes and claims, rather than recourse to ordinary courts, is usually the best 
strategic/tactical solution for foreign parties. That is so even if an arbitral award rendered in the 
USA (or a US judgment based on such an award) is not enforceable or easily enforceable in the 
foreigner's home country. That would actually benefit the foreigner, though in that situation the 
US side might not agree in the first place to an arbitration clause. Because an international 
convention makes commercial arbitral awards rendered in the USA enforceable in the UK, and 
vice versa, this problem will not normally arise when the parties are UK and American. 
2. Arbitration is a creature of contract--an agreement to arbitrate must be concluded which 
normally would be set forth in a commercial agreement (as to future disputes and claims). 
3. On the offensive side (where the foreign side has a claim against the US party), arbitration 
will normally be cheaper and faster than the US courts, including for smaller sized money 
claims. One the defensive side (where the US side has a claim against the foreign party), 
arbitrators are often inclined to render smaller damage awards than US courts (where, typically, 
a jury will decide). An arbitration clause providing for arbitration in a US city not located in 
close proximity to the US side, or even possibly outside of the USA, will often dissuade the US 
party from commencing arbitration in the first place. 
4. Another offensive side advantage: arbitration clauses in distribution, agency, and other 
contracts made by the foreign side, or in its General Terms of Sale, providing for arbitration in a 
specified US city reasonably convenient for the foreign party and not too convenient for the US 
side, will enable the foreign company to prosecute its claims rather easily for goods sold, 
services rendered, other damages, etc. This is particularly so where the foreign party is dealing 
with US companies located in various parts of the States. Otherwise, the foreign party may  face 
the unattractive prospect of litigation in several states. In other words, you, the foreign party, 
should try to centralize all of your potential arbitrations in one or more beneficial US cities. 
5. By far the US's main arbitral institution for administering arbitrations is the American 
Arbitration Association ("AAA"). The AAA has its headquarters in New York City, and offices 
in many other US cities. With only rare exceptions, arbitration clauses I write calling for US 
arbitration would be "AAA arbitrations". The AAA has, among others, commercial arbitration 
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rules, international arbitration rules, and others. Copies can be obtained from the AAA or 
from myself, upon request. 
6. One negative aspect of arbitration is that if you lose, and if the US arbitral award-- normally 
unappealable and unassailable-- can be easily enforced in your home country (that is generally 
the case for the United Kingdom), you have a problem. Whereas, a US court judgment would 
usually be more difficult to enforce. That negative feature only means that you, the foreign side, 
should discuss carefully with your US counsel, for each situation, the pros and cons of 
arbitration; and, if you decide for arbitration in principle, how the details of the arbitration 
provisions should be formulated. 
 
! Place of Arbitration 
1. Though I've already mentioned this point, it bears repeating. When the foreign party is the 
grantor or giver (the supplier, seller, licensor, etc.) arbitration in the US under appropriate AAA 
rules is most commonly specified. It is a good idea to select as the place of arbitration a US city 
where the AAA has an office, which is not too near the US side's place of business, and is 
reasonably convenient for the foreign party and its counsel. 
2. A possibly variation is: if the foreign party is the claimant, arbitration under the AAA rules 
will be in a designated US city; where the US party is the claimant, arbitration will be in a 
designated city in the foreign party's home country, under appropriate, specified arbitration rules. 
3. Yet a third possibility is arbitration in a third country under specified arbitration rules. Other 
possibilities and variations exist. 
 
! Number of Arbitrators; Selection of Arbitrators 
1. The arbitration clause can provide for one or three arbitrators.  
2. The parties can agree that the arbitrators, whether one or three, be selected via the AAA list 
procedure. The AAA will submit a list of some 15 or more potential arbitrators, along with their 
CVs and other relevant data; each side deletes up to 5 names as unacceptable, indicates a 
preference order for the others, and submits the list to the AAA. The AAA then tries to match up 
the highest of the both sides' preferences in selecting the arbitrator(s). Or, instead of the AAA list 
procedure, the parties can agree that each selects one arbitrator and the two select a third (which, 
if so agreed, could be chosen via the AAA list procedure). In most instances, I prefer to use the 
AAA list procedure where only one arbitrator will decide the case. Where the parties agree on 
three arbitrators, then my views regarding 
the selection method will depend on various factors, from case to case. 
3. For large transactions or large potential claims, I might incline toward having three arbitrators. 
For smaller ones, I prefer one arbitrator. For ones in the middle, it's a toss up (no generalizations 
possible). While three arbitrators may seem better than one, it is much more expensive. 
! Special Points Regarding Arbitration 
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In addition to the standard points in an arbitration clause, the following may be worth 
considering including in certain situations: 
1. Special qualifications of one or more arbitrators (e.g., technical or scientific expertise in a 
particular field; foreign language capability; a lawyer with experience in a certain field, etc.); 
2. a clause stating specifically that claims based on violations of the US antitrust laws are not 
within the scope of the arbitration (this would require the US party, the one most likely to raise 
any such claims, to being a separate antitrust suit in the US courts--a potential advantage to the 
foreign party since the US side might not be so inclined but might be inclined to raise such 
claims in an arbitration); 
3. a clause requiring the US side to bring any product liability-type claim against the foreign side 
only in arbitration, even if an injured third party sues the US side in a US court; 
4. a clause requiring the arbitrator(s) to render a reasoned decision in writing; 
5. a clause stating that the arbitrator(s) shall grant reasonable requests for the posting of pre-
award security (e.g. bond, bank guarantee) to satisfy any arbitral award; 
6. a clause stating that the party prevailing in any arbitration will be entitled to an award of its 
reasonable attorney's fees and other costs associated with the arbitration. 
 
! Arbitration or Court Action At a Party's Option 
Some US states, for example, New York State, appear to treat as enforceable agreements stating 
that one (or both) parties to a contract may, at its option, choose between arbitration of 
disputes/claims and bringing a law suit in an ordinary court. I sometimes like to include 
provisions of this type in contracts but giving only my client that option, provided, of course, the 
other side will agree to that. 
 
PARTING REMARKS ABOUT ARBITRATION 
 
The value of well conceived and drafted arbitration or competent tribunal provisions (and related 
clauses) should not be underestimated. The party who is thereby in the best strategic/tactical 
position to enforce its potential claims and defend those of the other side is most likely to 
obtain what it wants from the other side, and dissuade the other party from attacking 
without an actual arbitration or lawsuit taking place. And, if one does arise, that party has 
an edge. 
FINAL COMMENT ON THIS SUBJECT 
 
Assume you, the UK party, feel that you have a significant claim against an American party and 
the US party has a significant claim against you. Further assume that the two of two have not 
been able to resolve the problem amicably. In that situation, you should 1. immediate consult 
your U.S. lawyer about the entire situation; and 2. give very serious consideration to being the 
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one starting arbitration or litigation (as the case may be). I believe that if arbitration or 
litigation is a real option, it is normally strategically and tactically better to be the plaintiff-
-the party that starts the legal action--rather than the defendant (with counterclaims). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 CHAPTER XIV 
 
                  ERRORS FREQUENTLY MADE BY FOREIGNERS 
 
Set out below are common errors and misconceptions which, in the my experience, foreign 
companies make or hold, and, in general terms, how to avoid them.  Naturally, these mistakes 
and how to avoid them can only be explained in a general way.  Each specific situation is 
different and there are no panaceas.  Nevertheless, these examples may prevent some errors and 
serve as food for thought. 
 
This Chapter is relatively short. It could have been much longer, because the list of common 
errors and misconceptions is very long. I could not include all of them here. 
 
Trademarks, Copyrights and Patents 
 
Often foreign firms forget to register in the U.S. their most important trademarks, logos and 
designs.  This oversight sometimes occurs with respect to patents and copyrights, but is, in my 
experience, most common with regard to trademarks. Filing trademark applications should be 
one of the first steps of a foreign party intending to sell, license, or do a joint venture in the U.S. 
If the plan is to sell in Canada and Latin America, it should seriously consider applying for 
protection there as well. 



{W:\09999\019\ukbuspgd\00128455.DOC;1} 
 
 
 − 84 − 

 
Sometimes, the foreign party will (intentionally or unintentionally) allow its U.S. distributor, 
agent, importer, joint venture partner, etc. to register its - the foreign party's - trademarks in the 
U.S. in the name of the U.S. distributor, agent, JV partner, etc.  This is a big mistake, and can 
prove costly.  If this occurs, the foreign firm should normally take immediate steps to convince 
the U.S. distributor, agent, etc. to assign the marks to it, even if the relationship is a successful 
one. 
 
Sometimes the foreign party will agree to let its U.S. distributor sell its - the foreign firm's - 
products under the distributor's own trademark only.  While there may be situations where that 
makes sense, normally it is disadvantageous from the foreign firm's standpoint.  The goodwill 
which the distributor builds up by selling under its mark or brand plus its own corporate or 
business name will inure only to the distributor.  If the relationship breaks up, the foreign party 
may not be able to salvage the U.S. customers, while the distributor may be able to obtain 
another source of supply for similar products and continue to sell to the same clientele. Selling 
under both the foreign supplier's and the U.S. distributor's marks/names may not solve the 
supplier's problem. In certain exceptional situations, a compromise might be to register and use a 
new mark jointly owned by the foreign firm and the distributor. 
 
There are several different legal bases on which U.S. (and Canadian) trademark applications can 
be prepared and filed. The most appropriate one for the particular situation should be selected. 
The total cost per trademark application will vary depending on the basis chosen. 
 
Before you use a name, brand, logo etc. commercially, have your U.S. lawyer check whether 
anyone holds trademark rights to it or some similar name, brand, slogan etc. that your use might 
infringe. That involves ordering, review and reporting back to you on what a "trademark search" 
reveals. If there appears to be a potential problem, you probably should select another name, 
brand, slogan, etc. for use. If the coast appears to be clear, then you should consider applying for 
U.S. (and possibly other country) trademark protection for it.  
 
Sometimes, firms select names, brands, slogans etc. that cannot be protected as trademarks, or 
will, at best, offer only weak trademark protection. I have often counseled not to adopt the one 
they are seriously considering for those reasons, and sometimes, have suggested other names, 
brands, slogans etc. to consider. 
 
If any product, article or item you plan to sell, distribute etc. might be covered by a third party's 
patent or copyright, similar principles apply: check out the situation in advance, before it is too 
late. 
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I have been involved in several situations where companies, without previous checking, made 
commercial use of a name, slogan, etc. covered by a third party's U.S. trademark; and were sued 
for infringement, unfair competition, etc. Likewise for patent and copyright infringement. These 
suits can be expensive (possible triple damages, possible punitive damages, ordinary damages, 
injunction, defense costs, etc.). These experiences could have avoided. 
 
General Terms of Sale 
 
Many companies use General Terms of Sale ("GTS") on the back of their order form and/or 
order confirmation form.  Foreign firms selling in the U.S. and their U.S. sales subsidiaries 
should seriously consider utilizing GTS--they offer distinct advantages-- but GTS adapted to 
U.S. law, practice and to the particular situation. 
 
Properly prepared GTS tailored to the U.S. market could (and typically would) contain the 
following provisions, among others: 
 
! a clause providing for interest on late payments at a specified interest rate.  Without such a 
clause only interest at the legal rate can be recovered in all or nearly all courts in the U.S.A. 
 
! a clause allowing the seller to recover its costs of collection, including reasonable attorneys' 
fees.  In U.S. state and federal courts, many such costs and attorneys' fees generally cannot be 
recovered unless there is an agreement so stating.  Even if disputes will be resolved by 
arbitration, such a clause is quite useful. 
 
! Clauses limiting the product warranties which the seller makes, or which go even further in 
reducing the seller's product liability risk. 
 
! Clauses which give to the seller a "security interest" in specified collateral, where goods are 
sold on credit terms or open account. A "security interest" is like a registered mortgage but 
the mortgaged assets can be essentially anything except real property. The collateral might 
be, for example, the goods themselves, the buyer's proceeds from the resale thereof, and the 
buyer's accounts receivable arising from the resale thereof. There is nothing to prevent the 
"collateral" from being more extensive--except that most U.S. buyers would probably not accept 
that. To perfect such a security interest, the seller would file certain forms in a registry - not an 
expensive process.  This mechanism will normally give the seller a priority in the collateral over 
most of the other creditors of the buyer, provided no other creditor has an earlier registered 
security interest covering the same collateral. Please bear in mind: as a general rule, a clause 
by which the seller retains ownership (title) to its goods until full payment is received is not 
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binding on third parties. The "security interest" is the usual American mechanism to 
employ to obtain that result, and additional security for payment.  
 
! An arbitration clause stating that all disputes will be resolved by arbitration in a designated 
city under the Commercial (or International) Arbitration Rules of the American Arbitration 
Association.  Arbitration is usually cheaper and faster than a suit in the courts.  Assuming sales 
to the U.S. customers in different areas of the U.S.A., in the absence of such a clause, suits 
would normally have to be brought (e.g., to recover payments for goods sold) in several different 
States, etc. Arbitration in the U.S. has certain other advantages to the foreign seller.  If, for 
example, arbitration will be in New York City (headquarters of the AAA), New York law can be 
stated as the applicable law, even if both parties have no connection with New York State. 
 
Frequently, foreign companies fail to adapt their GTS to the U.S. market; rather, they use 
their customary form which is usually totally unsatisfactory.  They often contains a clause 
stating that the courts (or a specified court) in the manufacturer's country will have exclusive 
jurisdiction over all disputed between the manufacturer and the distributor.  Unless it can be said 
that the buyer has truly "accepted" this clause, a judgment obtained against the American buyer 
in the manufacturer's country may not be enforceable in the US; and the clause may be well an 
obstacle to suing the buyer in the US. 
 
It is advisable, indeed, even necessary, to obtain the buyer's specific written agreement that it is 
bound by the seller's GTS. Otherwise, certain GTS clauses may be unenforceable or at least there 
will be a dispute about that. But you may think: "My U.S. customers will never agree to my 
GTS". Or, you may think: "I don't want to have to negotiate with U.S. customers over the terms 
of GTS". The first is not necessarily true--many US buyers do agree to a seller's GTS. You might 
have to negotiate with some of them about the terms. But the potential advantages to you of good 
GTS in place, agreed to by your buyer, may well outweigh the disadvantages. It could happen 
that some of your U.S. customers will accept your GTS (possibly with modifications), and others 
will not. You could also pick and choose--for certain more risky U.S. buyers, you could insist on 
their acceptance of your GTS; for other solid, clearly solvent, paying customers, you might 
decide to forego requiring their written acceptance of your GTS. 
 
For some types of products and businesses, GTS may not be appropriate at all. Not every 
otherwise good protective mechanism is for everyone. 
 
Sales Agency and Distributorship Contracts 
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Foreign suppliers seldom even think to ask whether, under American law, a U.S. sales agent or 
distributor can claim an indemnity or the like - if the supplier should terminate his 
contract without "just cause" (e.g. other than for a breach of contract).  Many continental 
European, Latin American and other countries have legislation and/or case law protecting agents 
and distributors against unjust termination. 
 
In the U.S.A. the situation is complicated.  With a few exceptions, state law, rather than federal 
law, applies.  Under most states' laws, a supplier should be able to terminate the contract 
without cause and without liability for an indemnity or damages - if the sales agency or 
distributorship contact is properly drafted and the manufacturer acts in a proper manner. 
 The foreign supplier should have its U.S. counsel focus on this point when preparing the 
contract, and before the supplier terminates or allows the contract to expire; and should 
otherwise proceed with care. U.S. counsel would normally have to research the law of the state 
where the distributor or agent is located as part of the process. 
 
The foreign supplier should be aware that certain competitive restrictions imposed upon its 
U.S. distributor or sales agent, licensee or other sort of contract partner, or other 
anticompetitive conduct on the part of the foreign manufacturer (or its US subsidiary or 
affiliate), could result in a violation of U.S. antitrust law.  Any injured party, including, 
generally, someone (like a distributor or sales agent) who has contractually agreed to competitive 
restrictions, can sue (or threaten to sue) for three times the damages allegedly sustained. 
Often, the real question is not whether certain contractual competitive restrictions actually do 
violate U.S. antitrust law. Rather, they provide ammunition for the other party to threaten to 
make such a claim or counterclaim. Enough ammunition, sometimes, to frighten the supplier. 
Proper contract drafting and advice regarding conduct to avoid can substantially reduce the 
supplier's risk. 
 
Product Liability 
 
Whenever feasible, a foreign supplier or licensor should obtain product liability insurance for the 
U.S. market before commencing operations in or with the States. 
 
Consider trying to pass on to your U.S. contract partner as much of the product liability risk as 
possible. 
 
The fact that the foreign party only exports to the States, that is, has no U.S. office, branch, 
agent, or assets in the U.S.A., will not "necessarily" immunize the foreign seller from U.S. 
product liability judgments. BUT IT MAY. I STRONGLY SUGGEST THAT YOU READ 
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CHAPTER IV ON PRODUCT LIABILITY. PARTICULARLY, THE LAST TWO 
SUBSECTIONS DEALING WITH WHETHER U.S. COURTS HAVE JURISDICTION 
OVER FOREIGN--THAT IS, NON-RESIDENT PARTIES; AND THE CASE STUDIES 
AND COMMENTS FOLLOWING THEM. YOU MAY BE SURPRISED! 
 
The product liability risk can be reduced (but usually not eliminated) by taking precautions, 
some of which are described in Chapter IV. 
 
Contracts and Negotiations Generally 
 
Avoid contracts, letter agreements or informal "understandings" for the U.S. market which are 
not prepared by a U.S. lawyer.  The U.S., although an open market in most respects, is a very 
litigious and legalistic environment.  People use the courts and lawyers.  People frequently go to 
court and threaten suit.  A properly drafted contract costs money, but is worthwhile insurance for 
the foreign party. It's not an absolute insurance against problems--what is? In my experience, 
problems and lawsuits most frequently tend to arise when good contracts prepared by 
competent U.S. counsel are not used. That's not lawyer sales propaganda, that's the truth. 
 
Whenever possible, do not let the U.S. side prepare the first contract draft (or even a non-binding 
summary of key terms).  Your side should do that, especially if you are the supplier, licensor, 
joint venture partner, buyer of a U.S. company, etc.  The first draft usually provides the 
framework, and although the foreign side could suggest modifications to a first draft prepared by 
the U.S. side, it is often difficult for political and practical reasons to redo the first draft in a very 
substantial way to correspond to the wishes of the foreign side. And, to the extent possible, the 
foreign side should retain the drafting initiative throughout the process. Let the U.S. side do the 
commenting but you, the non-US party, with the aid of competent U.S. counsel, should do the 
drafting. It can sometimes be less expensive to do the drafting than to comment on another 
party's draft. And, most importantly, you are much more likely to get a contract favorable to your 
interests. 
 
Negotiate the agreement with your U.S. lawyer directly involved, whenever possible, and 
encourage the U.S. party to bring in his lawyer too (many foreign companies are not accustomed 
to doing that). U.S. business lawyers are familiar with participation in negotiations, knowing 
what questions to ask (and not to ask), and their participation in the negotiations will typically 
get the job done faster and better.  The foreign company's representative(s) should stay in the 
States a few extra days to iron out the open points and sign the agreement. If he or she goes 
home too early, a frequent result is a long, drawn out negotiation and redrafting process, 
exchange of letters, faxes, Email, and telephone calls - which can cost the foreign side much 
more in time, legal fees and expense. 
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Licensing 
 
Foreign businessmen should bear in mind that, from a legal standpoint "trade secrets" are 
granted strong legal protection in the U.S.A.  What your contract says is often critical in 
claiming trade secret protection. 
 
Foreign companies must be very careful to avoid imposing restrictions or obligations on the U.S. 
licensee capable of violating the U.S. antitrust laws, of constituting a "patent misuse", or be 
otherwise illegal or unenforceable.  
 
Foreign companies should ask counsel whether any proposed "license", "distributorship" or 
similar agreement could constitute a "franchise" under U.S. federal or state law.  "Franchises" 
are very strictly regulated in the U.S.A. Because the legal definition of "franchise" is quite loose, 
a contract or relationship which would not normally be thought of as a franchise could fall within 
US federal and/or state franchising laws and regulations.  That is to be avoided at all costs--
unless, of course, the foreign company really does wish to grant one or more "franchises". 
 
Most license agreements are not easy to negotiate and draft. There are usually a number of 
difficult points to work out--technical, commercial and legal. Do not be surprised if it takes some 
time to get to the point of a signed license agreement. I normally prefer to start, not with contract 
drafts, but by preparing, (and once cleared with my client) submitting to the other side, a detailed 
"non-binding summary of key terms" ("N-B SOT") reflecting what my client proposes; and 
negotiating to a signed N-B SOT. A first contract draft close to the final version eventually 
signed is typically the result. 
   
Joint Ventures With U.S. Partners For the U.S. Market 
 
Here again, negotiating and drafting the various JV agreement(s)/documents is often a time 
consuming job requiring skill and experience. Putting together a JV properly is not a simple 
exercise. As with license agreements, I usually prefer to start of with a detailed "non-binding 
summary of terms", rather than contract drafts. 
 
In my experience, U.S. JV's work best once the foreign party has set up its own operation in the 
U.S., gets it running, and then brings in a U.S. partner.  In that situation, even if the JV fails, the 
foreign side will still have its already established U.S. operation.  Also, if the foreign side has 
already in operation a successful JV for its home country or some other market area with the 
prospective JV partner for the U.S. market, the chances of success are probably increased. 



{W:\09999\019\ukbuspgd\00128455.DOC;1} 
 
 
 − 90 − 

 
As a rule, foreign parties should not directly participate in any unincorporated U.S. JVs (JVs 
where no U.S. corporation is used as the JV entity. The main reasons: exposure to lawsuits in the 
USA; and significant tax disadvantages.  
 
If a JV corporation is to be established, Delaware is usually among the top choices as its state of 
incorporation.  The Delaware corporation law is very flexible, well known, a "neutral" law, and 
contains provisions tailored to JV corporations. The aspects of U.S. antitrust law as relate to any 
proposed U.S. JV should be reviewed well in advance by U.S. counsel. 
 
Virtual control, or at least an equal partner status, can be achieved by written agreement - even 
with less than 51% of the shares or ownership interests of a U.S. JV. 
 
 
Acquisitions of Privately Owned U.S. Companies 
 
! See the comments in Chapter XI.  
 
! Do your homework.  Check out directly, with the assistance of your lawyer, accountants and 
advisors, all aspects of the acquisition target company. 
 
! Prepare an acquisition checklist. 
 
! The U.S. antitrust implications of the acquisition should be checked very early. 
 
! Involve your U.S. accountants and lawyers early, and arrange to have your U.S. lawyer 
participate in the serious negotiations with the U.S. side. 
 
! If you, the non-U.S. side, are the buyer, your U.S. lawyer should, whenever possible, prepare 
the first draft of the acquisition agreement (and any non-binding summary of terms preceding the 
draft); and your side should try to retain the drafting initiative throughout. 
 
! Do not underestimate how long it will take to finalize the acquisition.  Although the parties 
may have reached agreement in principle, it takes time to negotiate, work out to everyone's 
satisfaction, and prepare the acquisition agreement and its exhibits.  The details are important. 
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! Do not lose patience at the fact that an acquisition agreement draft prepared by your U.S. 
counsel is long and complicated, for example, the representations and warranties portion.  In 
most instances it is necessary for your protection and is standard practice in the U.S.A. 
 
! A due diligence review by your U.S. counsel (review of all legal, tax and other related aspects 
of the target company's files and records, possibly at its facilities) is standard practice in the 
U.S.A., and is for your protection. 
 
The Tax Aspects 
Needless to say, the tax aspects (U.S., home country and other) of any contemplated U.S. 
operation or transaction should be evaluated well in advance. That evaluation may well influence 
the  structure ultimately selected. 
 
While the tax aspects are quite important, they should not be the lead you to adopt a operational 
or transactional structure that is otherwise too risky or unworkable. 
 
 
Structuring Your Deal: Your US Lawyer and Other Experts Can Be Instrumental; But Do 
Your Own Homework 
 
Clients have told me that they want to set up "such and such" a US operation or deal. Not 
uncommonly, after thorough review and discussions with the client, I suggest to them one or 
more alternative ways of structuring their operation or deal, explain the pros and cons of their 
proposed setup and my alternatives. Other experts may be brought into the picture. Between us, 
we generally evolve what we believe to be the best way of going forward.  There is, however, no 
substitute for you, the foreign party, doing his or her homework. That includes, but is by no 
means limited to, providing your informed input, studying carefully all document drafts prepared 
by your US lawyer or by the other side, and communicating clearly with your lawyer on any 
point to which you object or do not understand; and answering clearly your lawyer's questions. 
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 CHAPTER XV 
 
                             THE REVERSE: CONTRACTING WITH AMERICANS 
      FOR YOUR "HOME MARKET" 
 
 

Suppose you, the foreign (e.g., UK) entrepreneur, intend to acquire rights 
from a U.S. party for your home market, the United Kingdom or the EU generally, and/or 
possibly, other countries (not the U.S.A.). For simplicity, I sometimes call all those the "home 
market".  They might be (i) the right to sell and/or to promote the sale of the U.S. firm's 
products or services in those markets (a "distribution agreement" or "sales agency 
agreement"); (ii) the right to manufacture in the Netherlands and/or elsewhere the U.S. 
company's products and to sell them in your home market and/or other markets (a "license 
agreement"); (iii) a joint venture with a U.S. company for your home market and possibly other 
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markets, involving the sale and/or promotion of the U.S. company's products or services, or the 
manufacture and sale of those products (a "JV"). 
 

In previous Chapters, I have focused on what, from the foreign party's standpoint, 
can be called "outgoing transactions" - transactions from your country to the U.S.A.  This 
Chapter deals with the reverse: "incoming transactions" or "home country" deals with one 
or more U.S. parties. 
 

Many of the points contained in the previous Chapters should be helpful in 
connection with "home country transactions", even though their specific focus is on the reverse, 
"outgoing transactions" to the U.S.A. 
 
THE PROSPECTIVE U.S. CONTRACTING PARTY 
 

Among the things you should verify, before concluding any agreements with a 
U.S. party are: 
 

1. if the U.S. party is a company, its legal form and that it exists.  If it 
claims to be a corporation, limited liability company, or a 
partnership determine the State of its incorporation or formation 
and that it is in good standing; 

 
2. who its shareholders, owners, directors and officers (or partners, it 

is a partnership) are (names, addresses) and who has power to sign 
for the company.  Note that in general, there are no registers in the 
U.S.A. which will reveal who can sign for the U.S. entity.  It may 
be desirable to obtain a resolution of the U.S. corporation's 
shareholders and/or board of directors stating that the corporation 
is authorized to enter into the particular contract and that a 
particular officer is duly authorized to sign it. 

 
3. the financial strength of the U.S. company.  Audited financial 

statements, or at least unaudited ones should be requested from the 
prospective U.S. partner.  Also, the U.S. company should be asked 
permission to contact its banks, to obtain information regarding its 
balances and financial history; 

 
4. whether there are any recorded "security interests" granted by the 

U.S. party as to its present and future assets (a security interest is 
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like a mortgage on the U.S. party's present and/or future assets, 
except real estate); and whether any unsatisfied court judgments or 
federal tax liens are outstanding against the U.S. party. 

 
A U.S. lawyer can assist in obtaining all of the above, except that regarding 2. and 

3. above, either the foreign party or his lawyer could request those of the U.S. party. 
 

Commercial credit reports on the U.S. company issued by service companies for a 
fee, are also valuable, however, sometimes they do not give a complete or totally accurate 
picture. 
 

The foreign party should be prepared to give similar information to the U.S. side. 
 

In short, as a general rule, neither side should enter into any contract or 
transaction with the other without sufficient information of the above types. 
 
MORE ABOUT THE PROSPECTIVE U.S. CONTRACTING PARTY 
 

Your prospective U.S. contract partner will probably fall within one of the 
following categories: 
 

1.   a well-known U.S. multinational company or a             large, well-known 
U.S. company falling just short        of a multinational; 

 
2. a solid American company between small-medium to large (but not quite 

in category 1.), by American standards; 
 

3. a small American company; 
 
4. one or more individual American entrepreneurs -- physical persons. 

 
While the foreign side should be careful to check out all categories of persons and 

firms, it is particularly categories 3. and 4. that merit extremely close scrutiny and investigation.  
Many smaller American companies and individual entrepreneurs will not be appropriate contract 
partners for the foreign side.  Some will make promises and say this and that, but not be able or 
willing to do what they say.  Many will be middle men looking for a way to "broker" a deal to 
make fast money.  Many deals with middlemen or "brokers", especially several such middlemen, 
never become reality or if they do, they fail.  The writer has first hand experience with such 
situations.  Often times, a U.S. lawyer can develop a feeling for when a potential deal involves 
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honest, reliable persons or firms, has a solid contemplated structure, and stands a reasonable 
chance of success. 
 
USE BY U.S. CONTRACTING PARTY OF LOW CAPITALIZED AFFILIATES 
 

A common practice is for the U.S. side to utilize, as its contracting party, not its 
main U.S. operating company, but rather, a low capitalized company with little in the way of 
resources.  The thinking is obvious: (i) minimize risk; (ii) keep options open for the main 
operating company.  When and as money, products, personnel, etc., are needed, the main U.S. 
operating company will funnel them into the low capitalized company, if it so chooses.  If 
something goes wrong, it will be very difficult to attack, legally, the main U.S. operating 
company (since it did not sign the contract).  Sometimes there will be clauses in the contract by 
which the foreign party waives any claims it may ever have against the U.S. operating company 
and its other affiliates, their owners, directors, officers and employees. The foreign party should 
proceed with care.  
 
CONTRACT DRAFTS 
 

Where the U.S. party will be the supplier, licensor, or the one who will provide a 
major contribution (money, products, technology) to a JV, then in all likelihood the U.S. party 
will want to prepare and submit the first draft of the agreement(s). 
 

The U.S. party's first draft will typically exhibit the following characteristics: 
 

- it will be a U.S. style contract: long, detailed, and seeming to cover 
every eventuality; 

 
- it will be slanted in the U.S. party's favor; 

 
- it will impose many obligations on the foreign (e.g. UK) party and 

relatively few on the U.S. party; 
 

- it will either be of a short duration or will contain many clauses 
allowing the U.S. party to get out of the agreement; 

 
- it will limit the potential liability and exposure of the U.S. party 

and will, whenever possible, maximize that of the foreign (e.g. 
UK) party; 
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- it will often provide for the applicability of the laws of a particular 
U.S. State, typically the State where the U.S. party is located; 

 
- it will often provide for arbitration of all disputes in the U.S.A. 

(typically, in a city convenient to the U.S. party); or that one or 
                      more courts in the U.S. will resolve all disputes and claims. 
 

The foregoing is particularly true with sales agreements, distributorship contracts, 
sales agency agreements, license agreements, technical assistance and services agreements, and 
cooperation agreements not involving the formation of a foreign (e.g. UK) entity. 
 

Even where what is involved is a joint venture calling for the formation of a new, 
jointly-owned, non-U.S. (for example, UK) company or the purchase by an American company 
of the shares of stock or assets (e.g., factory) from the foreign party, the American side is very 
likely to try to implement a similar pattern: (i) the U.S. side will submit the first contract draft 
which will usually be as above, with, perhaps, certain exceptions or nuances; (ii) typically, the 
U.S. side will have taken its very first draft, submitted it to a good law firm in the country 
concerned; and that law firm will have suggested the necessary adaptations in order that it 
conform to that country's law; (iii) the result will be essentially a one-sided contract draft, long, 
detailed, U.S. style, adapted to the extent necessary to take into account pertinent, mandatory 
foreign (e.g., home country) law. 
 

It is quite normal for the U.S. side to proceed as outlined above.  If you were the 
U.S. side, so would you.  American business people appreciate the importance of strong 
contracts.  Their advisors are often not too knowledgeable about international transactions, and 
thus feel uncomfortable or insecure.  This situation contributes to the already existing tendency 
of Americans to prepare a rather one-sided, first contract draft with many of the above features. 
 

The foreign party would be well advised to be patient with the U.S. side, and 
realize that it may take time to negotiate a fair and balanced agreement. 
 
THE FOREIGN SIDE'S REACTION TO THE U.S. SIDE'S DRAFT 
 

The foreign side would be well advised to consult, well in advance, an American 
law firm with knowledge and experience both about the type of transaction concerned, and about 
both U.S. and the pertinent foreign law and procedures.    
 

That (i) might, in some circumstances, enable the foreign party to grab and 
maintain the "drafting initiative"--typically a key element in the equation; (ii) where that is not 
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possible, to prepare, a counterdraft which properly protects its, the foreign side's interests or to 
outline by letter to the U.S. side those points which the foreign party desires to modify, delete or 
add to the agreement. 
 
SHORT CASE STUDIES AND EXPERIENCES 
 
          You author has, over the years, worked on numerous "U.S. to other country" contracts and 
deals. These include the types mentioned above, as well as other varieties. And he has 
represented, in different deals, both the foreign and the American side. Here are 3 short 
examples.  
 
   Case Study l: Exclusive Distribution Agreement for the EC 
 
     A UK company client ("UKCo") began negotiations with a U.S. company ("AmerCo") to 
acquire exclusive distribution rights for the entire European Union for AmerCo's health care 
products. There was no way to prevent AmerCo from submitting the first contract draft, and 
AmerCo did so. I tried to convince AmerCo to let our side submit first a non-binding Summary 
of Terms ("SOT"); or even, as a fallback, to persuade AmerCo to submit their draft of a SOT. An 
SOT draft would allow the parties to more easily negotiate than a full contract draft, and would 
avoid UKCo receiving a one-sided, complicated, U.S.-style contract draft prepared by AmerCo. 
But in this particular case, I was unconvincing. AmerCo was determined to start off with a 
contract draft. 
 
     AmerCo's contract draft was just as I foresaw: American-style (and providing for American 
law and arbitration in the USA); long and complicated; and extremely one-sided in favor of 
USC. There were some 40-50 points, maybe more that I (and UKCo) found objectionable. Some 
of my objections related to practical, commercial points, others to U.S., English, and European 
Community legal points. 
 
     The negotiation process took quite some time and was not easy. Many letters, contract drafts, 
face to face negotiations. Eventually, the parties signed an agreement. While the agreement was 
not clearly "unfavorable" from UKCo's standpoint, if we had been able to take and retain the 
drafting initiative from the beginning, UKCo would have probably gotten a better deal and 
contract, overall. 
 
     This was one particular case. In my experience, however, this is a rather common scenario for 
many distribution-type contract deals for non-U.S. markets. But with one significant point to 
note: sometime, indeed, even often, if the foreign party does try to seize the drafting initiative, it 
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will obtain it de facto; and the result is typically a better overall deal and contract for the foreign 
side. 
 
     There is no doubt that knowledge of English, European Community, and other foreign (non-
U.S.) laws and practices are valuable tools for an American lawyer. They were particularly 
useful for your author in his practice. 
 
     Case Study 2: License Agreement for Germany 
 
       A. Stage 1: a German client ("GC") desired to purchase a  
license of patents and know-how from a U.S. company ("USC") for certain European markets, 
including Germany. USC submitted its typical, American-style contract draft to GC, governed by 
U.S. law. GC signed it without much comment and without first consulting competent U.S. 
counsel. The contract contained a number of provisions highly detrimental to GC--many (if not 
all) of which could probably have been neutralized or eliminated with  
U.S. counsel assistance.  
         Bear in mind when reading on that GC's license rights were "semi-exclusive". USC had 
already granted two non-exclusive licenses for the same licensed German patents to other 
European companies. In the USC-GC agreement, USC reserved the right to exploit the licensed 
German patents itself and through its controlled affiliates, but except for that, USC agreed not to 
grant any other additional licenses for those patents. The underlying products concerned were a 
type of industrial oven. 
      B. Stage 2: GC learned that two unlicensed German companies had manufactured and sold a 
number of ovens that seemed to infringe the license patents. GC decided to sue the potential 
infringers in Germany for damages and other relief. Because GC's patent license rights were not 
truly exclusive ones, German law required, for GC to sue the potential infringers, that GC obtain 
from USC a written Declaration stating that USC assigned to GC all its patent infringement 
claims; and that USC would be bound by the ultimate results of any German infringement 
litigation brought by GC; and otherwise complying with German law. 
        USC (the U.S. licensor) had meanwhile began negotiations with the two potential infringers 
directly, to settle the dispute (either by their payment to USC of a settlement sum, or taking non-
exclusive licenses with GC's consent---neither one acceptable to GC). My client, GC, wanted to 
sue and recover substantial damages for the infringements, or receive and keep most of the 
money in any settlement with the potential infringers. GC didn't want to be shut out by USC. 
        The approach we adopted was to negotiate and conclude a contract between GC and USC 
whereby: 
           (i)  they agreed on sharing the costs connected with the German infringement lawsuits and 
splitting the amount recovered from the potential infringers (whether by court judgment or 
settlement); and 
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           (ii) as part of that contract, they agreed on the terms of the written Declaration from USC 
to GC, complying with German law, allowing GC to sue the potential infringers. 
        The contract drafting and direct negotiations thereof was primarily done by U.S. counsel 
(your author), in coordination with GC and its German lawyer. The drafting of the Declaration 
was primarily done by GC's German lawyer, but with substantial input and review by U.S. 
counsel. 
       
     Case Study 3: A Transatlantic "Cooperation Agreement" 
 
     The story behind this one is too complicated to explain in full. Here is a much abbreviated 
version. 
 
     My client, a European company ("EuroCo") is a manufacturer of industrial machinery, partly 
for the producing automotive components ("EuroCo Products"). The American party ("USCo") 
is a manufacturer of similar but not identical machines ("USCo Products"). Without forming a 
new jointly owned company, the two signed a 5 year cooperation agreement. The agreement's 
main concept was basically: (i) for European orders received by USCo, EuroCo would 
manufacture the USCo Products or components thereof, per European standards, and sell them to 
USCo for resale to the European end customer, or would receive a commission on such sales if 
EuroCo located the customer; and EuroCo would render services on behalf of USCo and be paid 
for them in connection with such deals; and (ii) for U.S. orders received by EuroCo for USCo 
Products, more or less the same would occur in the reverse. 
    EuroCo was from the outset perfectly able, on its own, to manufacture, per American 
standards, its both EuroCo Products and USCo Products. EuroCo believed that a "cooperation" 
arrangement with a reputable U.S. company, as it believed USCo to be, would help to secure 
major orders. 
    The agreement was drafted by USCo. EuroCo did suggest a few changes little of which found 
their way into the signed text. However, EuroCo should have never signed that agreement. 
EuroCo did not consult with competent U.S. counsel nor, apparently, did EuroCo fully 
appreciate the potential ramifications of what it was signing.  
    Among other negative things for EuroCo, the agreement 
    ! stated that while the 5 year agreement was in force, and for 5 more years after it ended, 
EuroCo would not (i) manufacture, sell or deal in any way with any products competitive with 
USCo Products, anywhere in the world; and (ii) deal with any company that markets or promotes 
products competitive with USCo Products anywhere in the world; 
    ! stipulated that the laws of the U.S. state where USCo had its main place of business (a mid-
western state) applied; 
    ! provided for arbitration of all disputes and claims in that same mid-western U.S. state; 



{W:\09999\019\ukbuspgd\00128455.DOC;1} 
 
 
 − 100 − 

    ! did not allow EuroCo to terminate the agreement before its 5 year term expired, except for 
material contract breach by USCo; 
    ! was vaguely drafted and generally did not provide sufficient protection for EuroCo. 
    USCo (in EuroCo's and my view) materially breached the agreement. Among other things, it 
did not pay EuroCo for goods supplied/services rendered. It did not really use EuroCo for 
European orders for USCo Products or pay any commission to EuroCo on orders from European 
customers brought to USCo by EuroCo. Rather, after one initial order shortly after the agreement 
it signed by which USCo learned from EuroCo how to manufacture USCo and EuroCo Products 
per European standards, it simply shut EuroCo out of the picture. USCo itself filled European 
orders without utilizing EuroCo at all. 
    The result was a rather expensive arbitration in that U.S. Midwestern state, not a favorable 
locale for EuroCo, where the law of that state will apply. That arbitration is presently pending. 
    The lessons to be drawn from this brief recitation should be apparent, without further 
explanation. I'll just mention that unfortunately, USCo "beat EuroCo to the punch"--USCo was 
the one that started arbitration. It would have been strategically and tactically better for EuroCo 
had it been the one initiating arbitration. 
 
     Some Experiences with JVs for Non-U.S. Markets 
 
     Earlier in my legal career as an in-house lawyer for a U.S. multinational company, I worked 
on many joint ventures, license, distribution and other agreements for non-U.S. markets. 
     We would, wherever possible, take the "drafting initiative". For JVs, that usually meant: 
           (i)   preparing a JV agreement draft in English; 
           (ii)  submitting it to our local foreign counsel for review and modification, and sometimes, 
translation into the local language; 
           (iii) local counsel would prepare other contract documents necessary to implement the JV 
(e.g., documents to form a local JV legal entity, etc.); 
           (iv)  once OK from our side, the document package would be submitted to the foreign 
side; 
           (v)   contract negotiations would ensue, but rarely did our side yield the "drafting 
initiative" to the other side. 
     That general modus operandi was followed no matter whether our side was to be the majority 
or minority owner in the JV, or whether it was to be a 50-50 deal. 
     U.S. companies, other than fairly small ones, will normally try to grab the "drafting 
initiative". That is so for just about any kind of contract. Whenever possible, you, the foreign 
party, should do your utmost to block that by seizing that initiative yourself, with the aid of U.S. 
counsel. Many non-U.S. business people (and even some foreign lawyers) grossly underestimate 
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the importance of the "drafting initiative". It is very often of critical importance to the outcome, 
its terms, which side gets the best deal with the least risk and exposure, etc. 
 
REMARKS 
 
     Am I implying that negotiating contracts with U.S. parties is often a lengthy process requiring 
patience, attention to detail and competent U.S. counsel? In my experience, the answer is yes. 
The negotiating process is not always lengthy, but frequently enough that you should expect that 
to occur.  
 
     You might be inclined to think: that dealing with Americans or America is too risky or 
difficult. But large numbers of foreign companies and individuals have done so and are doing so, 
quite successfully. I wager that most of the successful ones are doing it the right way. 
 
 
 
 
 
                       
 
 
 
 
 
 
 
       CHAPTER XVI 
 
        INTERNATIONAL SPORTS AND ENTERTAINMENT MARKETING  
           (EUROPE TO USA, USA TO EUROPE))     
 
 
      Foreigners, including UK companies and individuals, may be involved internationally in the 
sports and/or entertainment fields, as is your author. While this area is too specialized for a 
detailed discussion here, a few remarks will be offered. They are focused primarily on sports, 
particularly transactional aspects. 
 
Sports Sponsorship, Licensing and Endorsement Contracts With a U.S. Component 
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     Foreign companies, associations, athletes, and those representing them, may wish to conclude 
such deals. The arrangement could relate to an event in, or have as its focus, the U.S.A. or a 
specific place or places within the States; or an event or location outside of the U.S.A.; or it may 
apply to several countries or locations therein, or worldwide. One or more contracting parties 
could be UK and American. Both might be from the UK or from a country or countries other 
than the U.S.A. But assume that there will be an significant U.S. component. 
    
  Here are some key elements to consider in such international arrangements. 
     
     !There are no substitutes for well drafted, first class contracts, prepared and/or reviewed by 
competent counsel. Since such contracts will have an "international" dimension, involving one or 
more countries and/or parties from different nations, particular contract provisions tailored to the 
particular situation will be required. 
     
     !Like most other "American-style" contracts, American sports marketing contracts will 
typically be longer and more detailed than those commonly used in many other countries. Your 
author has first hand experience with commercial sports contracts used, for example, in West and 
East European countries. These include sponsorship, licensing, athlete endorsement, stadium and 
facility leases, broadcasting contracts, team "tour" contracts, and various hybrids. In most cases, 
the "European" contracts with which I have been involved would not be acceptable for the great 
majority of deals with a U.S. component. 
    
     !American parties may simply not accept "European" style contracts; or that the contract be 
governed by the laws of a European country (e.g. the UK); or arbitration in Europe; or the 
possibility of being before a European (e.g. UK) court in connection with the agreement. For 
obvious reasons.   
 
     !Does the granting party have the necessary rights to grant--does it have all of them? Where 
there is a sports league, club, federation, player or athlete, and possibly others involved, will the 
grantee (the party receiving the contract rights) require the approval of all or some of the above 
apart from his contracting grantor, to be able to exploit the granted rights without legal risk?  
  
     !Where an athlete (or entertainer generally) is involved, his or her "rights of publicity" (or 
"privacy") can come into play. Some U.S. states offer strong protection of those rights; others, 
less. The same is true for foreign countries--some recognize them and accord them strong 
protection, others, like the UK, do not. This point is important when considering what 
substantive (material) law should govern the particular contract. 
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     !Be careful that your sports marketing contract does not violate U.S. antitrust or European 
(European Community and UK competition law, or even come close. Under U.S. law, the major 
risk is a private triple damage lawsuit. Also, where applicable, consider whether the contract 
should be filed with the EC Commission (its competition law watchdog) to qualify for a negative 
clearance or possible exemption. The same points may apply for UK national competition law. 
    
     !The tax implications for the particular party or parties concerned should be carefully studied 
before the contract is negotiated and signed; and the necessary measures taken to implement the 
tax-related solution adopted. 
  
     !The relevant party's intellectual property rights should normally be applied for if not already 
registered. In the sports field that typically means "trademarks". That applies for the trademarks 
which a commercial enterprise (or sports association) intends to use. But it may also apply to 
trademarks that an athlete may use or wish to use to promote his or her commercial interests. 
  
     !The insurance aspects are important. The parties or parties concerned should be certain that 
the various insurance coverage are obtained and/or are in place.  
  
     !Where foreign athletes coming to the U.S.A. are involved, the U.S. visa aspects should be 
dealt with early on. See Chapter X for a brief summary.  
 
Does The Organizer of a Sports Event Have a Property Right in It? 
 
     This can be an important question especially where a third party attempts to "rip off" the 
commercial benefits of the organizer's event. Can the organizer assert a property right in its event 
in order to stop the third party, to recover damages against it, etc.? The answer would seem to be 
"no" under English and probably Scottish law. In the U.S.A., the answer may vary from state to 
state and the context. The issue sometimes arises in the context of broadcast rights to sports and 
other events; but can be relevant in other contexts. The organizer should consider taking certain 
steps to protect its rights in its event, both of a contractual and non-contractual nature. Copyright 
protection can be a critical component of the organizer's protection. 
 
International Player Transfers in Team Sports 
      
     As between the UK and the U.S.A., the majority of such arrangements will probably involve 
soccer and basketball, but other team sports may also come into play. Many (but not all) of the 
comments in the preceding section will apply here as well. Some others are in order. 
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     !Conflicts and litigation can arise in the international context where player transfers are 
concerned. The athlete may be under contract with one club but sign on with another. There are 
many possible combinations of conflict scenarios. A significant number have landed in the U.S. 
courts or before arbitrators. These aspects should be carefully checked in advance. 
 
     !Where a club seeks to collect a transfer fee from an athlete's new club after the athlete's 
contract with the former has ended, that can generate serious legal consequences under both 
American and European law. Possibly under English and Scottish domestic law as well. In the 
States, it might give rise to an antitrust claim for triple damages by the athlete (or his/her union) 
and possibly by the new club. 
   
   !Often, when American pro athletes are signing to play for European clubs, the athlete's U.S. 
advisor will insist on an American-style contract, with American law applicable, arbitration of 
claims/disputes in the U.S.A., and clauses stating that that contract takes precedence over any 
earlier or later "local" contract. In certain European team sports, such contracts are prohibited. 
Only the federation's/club's contracts can be used and they must be approved by the federation. 
Foreign sports clubs regularly violate that norm. Frequently, the result is two player  contracts, 
one American-style contract and one "local" one. When a problem arises, typically a claim by 
the player for non-payment, the athlete may decide to start arbitration in the States. Your author 
has first hand experience with such situations. 
 
Foreign and International Sports Federations Before the U.S. 
Courts 
 
     Generally, foreign and international sports federations are well advised to do their utmost to 
avoid the jurisdiction of U.S. courts. The same applies to foreign sports clubs. Most of the 
international sports federations are well aware of that point, and have acted accordingly. Foreign 
sports federations and clubs  intending to conclude sports marketing-type agreements with U.S. 
parties should consider not contracting directly, but interposing a commercial company to be its 
contracting party. 
 
Foreign Manufacturers/Exporters of Sporting Equipment 
 
     Many observations made not only in this Chapter but throughout this Guide are relevant to 
foreign manufacturers and exporters of sports equipment: for example, regarding contracts and 
negotiations with U.S. parties, security for payment, product liability, protection of intellectual 
property rights.  
       -------               -------             ------- 



{W:\09999\019\ukbuspgd\00128455.DOC;1} 
 
 
 − 105 − 

     The author of this Guide, Aaron N. Wise, and his law firm, also practice in the sports 
and sports marketing fields, on a domestic and international level. Mr. Wise is the author 
of a  3 volume work, International Sports Law and Business, published by Kluwer Law 
International (Cambridge, Mass. and The Hague, Netherlands, 1997). The points made in 
this Chapter and many others are treated in detail in that work. 
 
                         
 
 
 


