
Employers Must
Bolster Their
Policies Against
Retaliation

Heightened Awareness
Necessary After Supreme
Court Ruling Increases
The Stakes

Part One of a Two-Part Article

By Scott E. Gross

Over the last few years, employ-
ers who have faced claims of race,
gender, age or other prohibited
discrimination typically find them-
selves also litigating separate and
distinct claims of retaliation.
Plaintiffs now allege not only dis-
criminatory acts by the employer,
but also acts in retaliation for the
plaintiff’s having raised discrimina-
tion complaints within the compa-
ny. Plaintiffs launch such two-
pronged attacks to increase their
chances of steering at least some of
their lawsuit past summary judg-
ment, and thereby gain the lever-
age that accompanies the specter
of an unpredictable jury trial. Even
in the absence of discrimination
itself, juries often find employers
guilty of retaliation with no more
evidence than the short time
between the employee’s complaint
and the alleged retaliatory act.

Of course, most federal anti-dis-
crimination laws and analogous
state laws have always protected
employees from retaliation, and
prudent employers have adopted
policies and practices to effectu-
ate such protections. However,
with the United States Supreme

A Creative Screening of Electronically Stored
Information May Determine the Victor

A Look at Victor Stanley, Inc. v. Creative Pipe, Inc., et al.

By Joshua Horn and Beth L. Domenick

For all corporate counsel, the prospect of litigation that requires the preserva-
tion, collection, review, and potential production of voluminous electronically
stored information (“ESI”) can be overwhelming. The time and cost considera-

tions are significant, and many in-house counsel are unsure of the appropriate first
steps. One thing is certain: This is not an issue that can be put on the back burner
and dealt with in a piecemeal fashion after litigation ensues. The painful results of
such an approach were the subject of Magistrate Judge Grimm’s recent decision in
Victor Stanley, Inc. v. Creative Pipe, Inc., et al., 2008 WL 2221841 (D. Md. 2008).

In that case, the United States District Court for the District of Maryland was
forced to decide whether the defendants’ inadvertent production of certain cate-
gories of ESI waived the protections of the attorney-client privilege and work-prod-
uct doctrine. After carefully analyzing the events that led to the inadvertent pro-
duction, the court in Victor held that the defendants waived any claim to attorney
client privilege or work-product doctrine protection with respect to the inadver-
tently produced documents.

BACKGROUND
Defendants, Creative Pipe, Inc. (“CPI”) and Mark and Stephanie Pappas (“M.

Pappas and S. Pappas”) (collectively, the “defendants”) initially responded to plain-
tiff’s discovery requests with a traditional “paper production.” The plaintiff took
issue with the sufficiency of the defendants’ paper production and the parties ulti-
mately identified a joint protocol for searching and retrieving relevant and respon-
sive ESI. The joint protocol included nearly five pages of keyword/phrase search
terms that were intended to help locate responsive ESI, but not designed to identi-
fy privileged or work-product protected documents. After completing their search,
defendants expressed concern to the court that an individualized privilege review
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of the responsive documents would
unnecessarily delay production and
cause undue expense. As a result,
defendants provided their computer
expert with a list of keywords that
could be used to search for and
retrieve privileged documents.
Defendants’ counsel, recognizing the
possibility of inadvertent disclosure,
requested that the court approve a
“clawback agreement” in the event of
such a disclosure. The court’s subse-
quent decision to extend the discov-
ery deadline by four months con-
vinced the defendants that they
would be able to undertake a docu-
ment-by-document privilege review
and, they believed, made a clawback
agreement unnecessary — a decision
that would ultimately subject them to
judicial criticism.

Soon after receiving and reviewing
defendants’ ESI production, plaintiff’s
counsel discovered documents 
that were potentially privileged or
work-product protected and notified
defense counsel accordingly. Defend-
ants asserted that any production of
protected documents was inadver-
tent, but plaintiff filed a motion seek-
ing a ruling regarding the discover-
ability of inadvertently produced
documents. The court undertook a
close examination of the defendants’
retrieval and production of ESI,
which included the execution of the
joint protocol and an electronic
search for privileged material on
those files that were in a “text-
searchable” format. The electronic
privilege search consisted of seventy
keywords identified by defendant M.
Pappas, one of his former attorneys,
and another attorney. Additional,
non-text searchable files were turned

over to defendants’ current attorney
for a manual, “page-by-page” privi-
lege review; however, due to time
constraints and the need to review
thousands of documents, the defen-
dant and defense counsel chose only
to review the page titles of the docu-
ments. Only if they determined from
the title that a privilege might be
applicable, did the defendants
review a document in its entirety.

The court in Victor immediately
identified numerous problems with
the defendants’ explanation of their
ESI search protocol, as well as the
search itself. First, the court found
that the defendants were “regrettably
vague” in their description of the 70
keywords that they used for the text-
searchable ESI privilege review;
specifically, the defendants failed to
inform the court how the search
terms were developed, how they
conducted the search itself, and what
quality controls, if any, were used to
assess the reliability and accuracy of
the search. Second, the court ques-
tioned whether the defendants and
the two attorneys who created the
keyword search were qualified to
create a search and information
retrieval strategy designed to yield a
reliable privilege review. Finally, the
court in criticized the defendants for
failing to assert that they sampled the
text-searchable ESI files to determine
whether the electronic keyword
search was reliably identifying privi-
leged documents. 

THREE POSSIBLE APPROACHES
In evaluating the plaintiff’s motion,

Magistrate Judge Grimm identified
three possible approaches when
deciding whether a party waives the
protection of the attorney client priv-
ilege or work-product doctrine as a
result of an inadvertent production.
Judge Grimm described a spectrum
of tests that ranges from the most
lenient to the strictest. 

Under the most lenient approach, a
court will find no waiver because
there is no knowing and intentional
relinquishment of the privilege or
protection. Under the strictest
approach, courts find waiver because
once the documents have been 
disclosed, there is no longer any

ESI and Victor
continued from page 1

Joshua Horn is a partner in the liti-
gation department of Fox Rothschild
LLP with a concentration on com-
mercial matters covering, among
other areas, financial services and
securities. Beth L. Domenick is an
associate in the same department,
with a concentration on commercial
litigation and white-collar compli-
ance and defense. continued on page 7



August 2008 3The Corporate Counselor ❖ www.ljnonline.com/alm?corp

What the Insurance
Industry Doesn’t
Want You to Know 

You are Covered for 
Intellectual Property Lawsuits

By Richard Milone 
and Mahmood Ahmad

Your company creates the perfect
formula for a high-energy drink, and
after extensive research and testing,
decides to enter the market. Energy
Cola is launched with an extensive
national advertising campaign.
Immediately after the launch, a jeal-
ous competitor sues you for trade-
mark, trade dress, trade secret and
copyright infringement. For good
measure, the competitor also asserts
patent infringement claims based on
the methods used to bottle and man-
ufacture Energy Cola. 

What should be an exciting time
for your company has turned into a
crisis. As in-house counsel, your job
is to manage it in a way that allows
the business to proceed and to
thrive. The first step you take will
likely be to hire experienced litiga-
tion counsel to defend the suit. But
an equally important next step —
which is often treated as an after-
thought, or neglected altogether — is
to hire an experienced policyholders’
insurance coverage attorney to assess
what coverage is available, and to
fight to secure the coverage to which
your company is entitled. Many com-
panies, unfortunately, give away
their coverage for intellectual proper-
ty claims because they accept their
insurers’ self-serving assessment that
coverage does not exist. Even more
unfortunate is the fact that defense
counsel, risk managers, and brokers
are often poorly informed about the
extent of available coverage and

become unwitting accomplices to the
insurers. As a savvy in-house coun-
sel, you should not accept the insur-
ers’ predictable denials at face value,
but rather you should assume that
you are covered until somebody
proves definitively that you are not. 

IP LAWSUITS
Intellectual property-related lawsuits

have become routine for corporate
America, and there are few compa-
nies, large or small, that have not
faced lawsuits like the one described
above. Standard comprehensive gen-
eral liability (“CGL”) policies include
coverage known as “advertising
injury,” which can extend well beyond
traditional notions of advertising and
cover a wide array of intellectual prop-
erty claims. CGL policies generally
provide coverage for defense costs
(“duty to defend”), and coverage for
the judgments or settlements that ulti-
mately might be paid. The duty to
defend is an immensely valuable part
of the coverage, because it can spare
your company the cost of defending
the Energy Cola suit out of pocket,
even if the suit is proven to be base-
less. The rules governing an insurer’s
duty to defend in virtually every juris-
diction are extremely policyholder-
friendly, and often require insurers to
defend lawsuits even where the liabil-
ity is ultimately not covered. One key
principle is that if just one claim is
potentially covered, the insurer must
defend the entire lawsuit. So in order
to get a complete defense for the
Energy Cola suit — including even the
patent infringement claims, which
your insurers will jump to tell you are
not covered — all you need to show
is that one claim within the suit is
potentially covered. 

This article provides an overview
of the issues that typically arise when
determining the extent of coverage
for intellectual property claims under
advertising injury coverage. 

ADVERTISING INJURY COVERAGE:
THE EVOLVING ISO FORM

The insurance industry writes poli-
cies on standard forms prepared by
the Insurance Services Office (“ISO”),
a provider of services to the proper-
ty/casualty insurance industry locat-
ed in Jersey City, NJ. The 1973, 1986,

1998 and 2001 versions of the ISO
forms differ substantially in their def-
inition of advertising injury, and
therefore coverage for intellectual
property claims can vary depending
on the form used. Some insurers con-
tinue to use older versions of the ISO
forms, and others modify the ISO
definition of advertising injury
through exclusions or endorsements.
Remarkably, some unscrupulous
insurers will deny coverage under
one policy based on arguments and
caselaw interpreting a different ver-
sion. Do not fall for this trick — there
is no substitute for a close reading of
the lawsuit and the insurance policy
at hand. 

DID THE OFFENSE ARISE OUT OF

ADVERTISING ACTIVITY?
To obtain coverage under the

“advertising injury” portion of the
CGL policy, an insured must demon-
strate that: 1) the offense in question
was committed in the course of
advertising the insured’s goods,
products or services; and 2) the
injury arose out of a defined offense
under the advertising injury defini-
tion in the CGL policy. EKCO Group,
Inc. v. Travelers Indem. Co., 273 F.3d
409, 412 (1st Cir. 2001). Satisfying the
first prong is not as difficult as insur-
ers would have you believe. The
types of commercial activity that typ-
ically lead to IP lawsuits are usually
sufficient to meet the requirement.
The 1998 ISO policy form defined
advertising as “a notice that is broad-
cast or published in the general pub-
lic or specific market segments about
your goods, products or services for
the purpose of attracting customers
or supporters.” State Farm Fire &
Cas. Co. v. Steinberg, 393 F.3d 1226,
1231 n. 2 (11th Cir. 2004). The 2001
revision to the ISO policy further
expanded the definition of advertis-
ing to include electronic advertise-
ments on the Internet and Web sites.
Courts have, however, differed in
their interpretation of what consti-
tutes advertising. In John Deere Ins.
Co. v. Shamrock Indus. Inc., 696
F.Supp. 434, 439-40 (D. Minn. 1988)
the court construed advertising
broadly when it held that “three 
letters [sent] to a potential buyer” con-

continued on page 4
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stituted advertising, but Fox Chemical
Co., Inc. v. Great Am. Ins. Co., 264
N.W.2d 385, 386 (Minn. 1978) defined
advertising rather narrowly as “public
or widespread distribution of the
alleged [advertising] material.”

The second requirement for adver-
tising injury coverage, a covered
advertising “offense,” turns on the
type of intellectual property infringe-
ment alleged. The five most common
types of commercial IP claims —
trademark, trade dress, copyright,
trade secret, and patent — are dis-
cussed below. 

ADVERTISING OFFENSE:
TRADEMARK

The vast majority of courts have
concluded that trademark infringe-
ment falls within the definition of
advertising injury, e.g., State Auto
Prop. & Cas. Ins. Co. v. Travelers
Indem. Co. of Amer., 343 F.3d 249,
256-57 (4th Cir. 2003). The 1986 ISO
form defined advertising injury to
include, among other things, “misap-
propriation of an advertising idea or
style of doing business,” and
“infringement of copyright, title, and
slogan.” The 1998 forms modified
this language to be even broader:
“the use of another’s advertising idea
in your advertisement,” and
“infringement of another’s copyright,
trade dress, or slogan in your adver-
tisement.” Claims such as the trade-
mark infringement allegations involv-
ing Energy Cola would likely consti-
tute advertising injury within the
meaning of this language. 

Insurers sometimes try to rely
upon an outdated and oft-criticized
line of cases following Advance
Watch Co. v. Kemper Nat’l Ins. Co.,
99 F.3d 795 (6th Cir. 1996) to argue
that claims for trademark infringe-
ment do not qualify as advertising
injury. Courts have, however, rou-
tinely rejected this “minority view
that trademark claims do not involve
‘misappropriation.’” State Auto Prop.
& Cas. Ins. Co., 343 F.3d at 257 n. 11.
Do not let insurers get away with this
one — a quick Lexis search on
Advanced Watch shows enough neg-
ative history to fill an entire brief. 

ADVERTISING OFFENSE: 
TRADE DRESS

The 1998 and 2001 ISO policy forms
include infringement of trade dress as
a “specifically enumerated, covered
offense.” Westfield Cos. v. Alcoa
Packaging Machinery, Inc., 804 N.E.2d
45, 50 (Ohio Ct. App. 2003).
Accordingly, courts examining such
policies have held that trade dress
infringement claims are covered under
advertising injury. Id. at 51-53. The
majority of courts to address insurance
coverage for trade dress infringement
under prior versions of the ISO policy
have also found that “‘misappropria-
tion’ of an advertising idea or style of
doing business may include trade
dress infringement.” Hyman v.
Nationwide Mut. Fire Ins. Co., 304 F.3d
1179, 1189 (11th Cir. 2002). 

ADVERTISING OFFENSE:
COPYRIGHT

“Infringement of copyright” is a
specifically enumerated advertising
offense on all of the standard form
ISO policies. Farmington Cas. Co. v.
Cyberlogic Tech., Inc., 996 F.Supp.
695, 699-700 (E.D.Mich. 1998).
Accordingly courts waste little time in
concluding that a claim for copyright
infringement states a claim arising out
of an advertising offense. Since copy-
right infringement is often the least
controversial claim from a coverage
perspective, the inclusion of such a
claim is frequently cited by policy-
holders to trigger the duty to defend.
In the Energy Cola lawsuit, the fact
that this claim is included likely will
obligate your company’s insurers to
defend the lawsuit in its entirety.

ADVERTISING OFFENSE: 
TRADE SECRET

Courts distinguish between trade
secrets related to manufacturing and
production and those related to mar-
keting and sales, finding that the lat-
ter constitutes an advertising injury
due to misappropriation of advertis-
ing ideas. See Sentex Systems, Inc. v.
Hartford Acc. & Indem. Co., 93 F.3d
578, 580-81 (9th Cir.1996) (use of
competitor’s trade secrets like cus-
tomer lists, methods of bidding jobs,
methods and procedures for billing,
marketing techniques for marketing
and sales brought complaint within
the coverage for advertising injury).

However, for trade secrets related to
manufacturing and production, at
least some courts have found that the
misappropriation of a trade secret
“does not meet the required causal
nexus since the injury is the misap-
propriation and not the advertising
by which the misappropriation was
revealed.” Tradesoft Tech., Inc. v.
Franklin Mut. Ins. Co., Inc., 329 N.J.
Super. 137, 152-53 (App. Div. 2000). 

ADVERTISING OFFENSE: PATENT
Courts have generally been reluctant

to find coverage for patent infringe-
ment claims under the advertising
injury section of the CGL policy.
However, this does not necessarily
mean that your CGL policies do not
provide coverage for patent infringe-
ment. For example, the court in Elan
Pharm. Research Corp. v. Employers of
Ins., Wausau found advertising-injury
coverage when the plaintiff was sued
for use of patent infringing clinical
studies to develop a market for one of
its products, and the policies defined
“‘advertising injury’ to include injury
arising out of patent infringement com-
mitted in the course of the insured’s
‘advertising activities.’” 144 F.3d 1372,
1375-77 (11th Cir. 1998). In
Foundation for Blood Research v. St.
Paul Marine and Fire Ins. Co., the
court found that the insurer had a duty
to defend an underlying claim of
inducement of patent infringement
because the allegations may constitute
the enumerated offense of “belittle-
ment of a product.” 730 A.2d 175, 180
(Me. 1999). In Amazon.com Int’l Inc. v.
American Dynasty Surplus Lines Ins.
Co., the court suggested that “patent
infringement may constitute an adver-
tising injury ‘where an entity uses an
advertising technique that is itself
patented.’” 85 P.3d 974, 977 (Wash. Ct.
App. 2004). As these examples show,
you should examine closely the lan-
guage of your policies and the allega-
tions of the underlying lawsuit before
accepting the insurers’ snap judgment
that no coverage exists. 

DO ANY EXCLUSIONS APPLY?
CGL policies typically contain sev-

eral exclusions for advertising injury.
These exclusions superficially appear
all-encompassing, but are generally
interpreted narrowly by the courts,
particularly with respect to the duty

IP Lawsuits
continued from page 3
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The Federal
Arbitration Act

Supreme Court Precludes
Contractual Expansion 
Of Grounds for Appeal 
Set Forth in the Act

By John Wilkinson

The U.S. Supreme Court’s recent
decision in Hall Street Associates, L. L.
C. v. Mattel, Inc. (Slip Opinion, No.
06-989) had long been anticipated by
the litigation and arbitration commu-
nities and has been the subject of
extensive commentary and debate in
the brief period since it was ren-
dered. The issue (which had created
a sharp conflict in the Circuits) was
whether the standards for judicial
review of arbitration awards, as set
forth in Sections 9-11 of the Federal
Arbitration Act (FAA), could be con-
tractually expanded by the arbitrating
parties. More particularly, the ques-
tion was whether parties could con-
tract to inject traditional grounds for
appeal into FAA arbitrations or
whether they were limited to what
was specifically set forth in Sections
9-11 of the FAA, e.g., “evident par-
tiality,” “fraud,” “corruption,” refusing
to hear “pertinent and material” evi-
dence, and acts exceeding the pow-
ers of the arbitrator. 

The Hall Street Court held that par-
ties could not contractually expand
the standards for judicial review in
Sections 9-11 of the FAA. A likely,
practical outgrowth of this ruling is
that arbitrating parties will also be
unable to contractually expand stan-
dards for judicial review under most if
not all state arbitration statutes. This
will make it more difficult for courts
to overturn arbitration awards, and
raises serious doubts about the con-
tinuing vitality of generally accepted
decisions which hold that “manifest
disregard of the law” is a separate and
distinct ground for challenging an
arbitration award under the FAA. 

BACKGROUND
The case arose from a lease dis-

pute between landlord, Hall Street
Associates, L. L. C. (“Hall Street”) and
tenant, Mattel, Inc. (“Mattel”). The
leased property had been used for
many years as a manufacturing site,
and the lease provided that the ten-
ant would indemnify the landlord for
any costs resulting from the failure of
the tenant or its predecessor lessees
to comply with environmental laws
while using the premises.

In 1998, the leased property was
found to contain high levels of
trichloroethylene, which apparently
resulted from manufacturing dis-
charges by Mattel’s predecessor
lessees between 1951 and 1980. The
parties agreed to arbitrate their
resulting indemnification dispute
pursuant to an agreement which was
approved and entered as an order by
the U.S. District Court for the District
of Oregon (“Oregon District Court”)
and which provided that:

[t]he United States District Court
for the District of Oregon may
enter judgment upon any award,
either by confirming the award
or by vacating, modifying or cor-
recting the award. The Court
shall vacate, modify or correct
any award: 1) where the arbitra-
tor’s findings of facts are not sup-
ported by substantial evidence,
or 2) where the arbitrator’s con-
clusions of law are erroneous.
(Emphasis added.)
Following an arbitration at which

Mattel prevailed, the Oregon District
Court vacated the award and
remanded for further consideration
by the arbitrator. In reaching this
result, the court expressly invoked
the standard of review chosen by the
parties in the arbitration agreement,
which included review for legal
error, and cited LaPine Technology
Corp. v. Kyocera Corp., 130 F. 3d 884,
889 (9th Cir. 1997), a case subse-
quently overruled en banc by the
Ninth Circuit in Kyocera Corp. v.
Prudential-Bache Trade Servs., Inc.,
341 F.3d 987 (2003), for the proposi-
tion that the FAA leaves the parties
“free … to draft a contract that sets
rules for arbitration and dictates an
alternative standard of review.”

The Oregon District Court’s vacat-
ing of the award prompted lengthy
hearings and appeals in numerous tri-
bunals and courts, culminating in the
U.S. Supreme Court’s granting certio-
rari to decide the important issue of
whether parties could contractually
vary or add to the FAA’s standards for
judicial review of arbitration awards.

THE BASIC HOLDING
The Supreme Court’s consideration

of the issue before it was rather
straightforward. First, the Court
acknowledged that “arbitration is a
creature of contract, and that the FAA
is ‘motivated, first and foremost, by a
congressional desire to enforce
agreements into which the parties
ha[ve] entered.’” Dean Witter
Reynolds Inc. v. Byrd, 470 U. S. 213,
220 (1985). In the end, however, the
Court passed over this consideration
in favor of a strict analysis of the
wording of the FAA, stating:

Hall Street is certainly right that
the FAA lets parties tailor some,
even many features of arbitration
by contract, including the way
arbitrators are chosen, what their
qualifications should be, which
issues are arbitrable, along with
procedure and choice of sub-
stantive law. But to rest this case
on the general policy of treating
arbitration agreements as
enforceable as such would be to
beg the question, which is
whether the FAA has textual fea-
tures at odds with enforcing a
contract to expand judicial
review following the arbitration.
Turning to the language of the FAA,

the Court first noted that “Sections 10
and 11 … address egregious [arbitra-
tor] departures … [such as] ‘corrup-
tion,’ ‘fraud,’” etc, and in that context,
the court went on to say:

Given this emphasis on extreme
arbitral conduct, the old rule of
ejusdem generis has an implicit
lesson to teach here. Under that
rule, when a statute sets out a
series of specific items ending
with a general term, that general
term is confined to covering sub-
jects comparable to the specifics
it follows. Since a general term

continued on page 6
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included in the text is normally
so limited, then surely a statute
with no textual hook for expan-
sion cannot authorize contract-
ing parties to supplement review
for specific instances of outra-
geous conduct with review for
just any legal error. “Fraud” and
a mistake of law are not cut from
the same cloth.
Even more importantly, the court

found the wording of the FAA to be
controlling in that: 1) the FAA exclu-
sively limits the grounds for judicial
review of arbitration awards to those
set forth in Sections 10 and 11; and 2)
such exclusive language is entirely
inconsistent with any contractual
expansion of those grounds for
review. As the court stated:

… [E]xpanding the detailed cate-
gories [of Sections 10 and 11]
would rub too much against the
grain of the [Section] 9 language,
where provision for judicial con-
firmation carries no hint of flexi-
bility. On application for an
order confirming the arbitration
award, the court “must grant” the
order “unless the award is vacat-
ed, modified, or corrected as
prescribed in sections 10 and 11
of this title.” There is nothing
malleable about “must grant,”
which unequivocally tells courts
to grant confirmation in all cases,
except when one of the “pre-
scribed” exceptions applies. This
does not sound remotely like a
provision meant to tell a court
what to do just in case the par-
ties say nothing else.

MANIFEST DISREGARD ARGUMENT
In Hall Street, petitioner argued

that Wilko v. Swan, 346 U.S. 427, 74
S. Ct. 182, 98 L. Ed. 168 (1953)
expressly authorized expansion of
the standards for review set forth in
the Federal Arbitration Act. The basic
holding of Wilko (which was subse-
quently overruled) was that Section
14 of the Securities Act of 1933 void-
ed any agreement to arbitrate
claimed violations of that Act. In the
course of explaining that the limited
power to vacate an arbitration award

would undermine the buyer protec-
tions of the Securities Act, the Wilko
Court made the following statement,
on which the Hall Street petitioner
subsequently relied:

The interpretations of the law by
the arbitrators in contrast to man-
ifest disregard [of the law] are not
subject, in the federal courts, to
judicial review for error in inter-
pretation. (Emphasis added.)
The Hall Street petitioner argued

that the foregoing statement recog-
nized “manifest disregard of the law”
as a further ground for vacating arbi-
tration awards, in addition to those
listed in Section 10 of the FAA and, as
a result, the grounds set forth in
Section 10 could not possibly be
exclusive. The Hall Street court reject-
ed this argument for a number of rea-
sons, including the following: 1)
Wilko involved a supposed judicial
expansion of the FAA through inter-
pretation, whereas Hall Street
involved an attempted private expan-
sion by contract; and 2) the statement
in Wilko expressly rejected precisely
what the petitioner in Hall Street was
seeking, i.e., general appellate review
of an arbitrator’s legal errors.
Significantly the Hall Street Court
went on to make the following addi-
tional observation about Wilko:

Then there is the vagueness of
Wilko’s phrasing. Maybe the
term “manifest disregard” was
meant to name a new ground for
review, but maybe it merely
referred to the [Section] 10
grounds collectively, rather than
adding to them … Or, as some
courts have thought, “manifest
disregard” may have been short-
hand for [Section] 10(a)(3) or
[Section] 10(a)(4), the subsec-
tions authorizing vacatur when
the arbitrators were “guilty of
misconduct” or “exceeded their
powers.” … We, when speaking
as a Court, have merely taken
the Wilko language as we found
it, without embellishment … and
now that its meaning is implicat-
ed, we see no reason to accord
it the significance that Hall Street
urges.
The above-quoted language

appears to open the door for future

elimination or at least severe erosion
of the “manifest disregard,” standard
for review of arbitration awards. Such
an occurrence would mark a water-
shed change in the law of arbitration.
While courts since Wilko have differed
widely on the meaning of “manifest
disregard,” they have been quite uni-
form in holding that the phrase itself
represents an independent ground for
judicial review of arbitration awards. If
“manifest disregard” were no longer
an accepted standard for review, that
would vastly change the arbitration
landscape and (for better or for worse)
would greatly increase the difficulty of
vacating arbitration awards.

POSSIBLE LIMITATIONS ON

HALL STREET
The Hall Street court noted that the

applicable arbitration agreement was
“entered into in the course of district-
court litigation, was submitted to the
Oregon District Court as a request to
deviate from the standard sequence of
trial procedure, and was adopted by
the District Court as an order.” On that
basis, the court raised at least the pos-
sibility that the appellate standard in
the arbitration agreement might ulti-
mately be upheld “as an exercise of
the District Court’s authority to man-
age its cases under Federal Rule of
Civil Procedure 16 … .” While an
interesting twist, this possible excep-
tion to the court’s ruling is unlikely to
evolve into one of broad applicability.

Perhaps more importantly, the
Court carved out the following addi-
tional limitation on its basic ruling:

In holding that [Sections] 10 and
11 provide exclusive regimes for
the review provided by the
statute, we do not purport to say
that they exclude more search-
ing review based on authority
outside the statute as well. The
FAA is not the only way into
court for parties wanting review
of arbitration awards: they may
contemplate enforcement under
state statutory or common law,
for example, where judicial
review of different scope is
arguable. But here we speak
only to the scope of the expedi-
tious judicial review under
[Sections] 9, 10 and 11, deciding

Arbitration Appeals
continued from page 5

continued on page 7
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expectation of confidentiality. Between
these two divergent views, Judge
Grimm identified an intermediate
approach that requires a balancing of
factors to determine whether the pro-
ducing party exercised reasonable
care under the circumstances to pre-
vent the disclosure of privileged or
protected information. If the court
believes that the party exercised rea-
sonable care, there is no waiver.
Judge Grimm in Victor evaluated the
disclosure and determined that the
defendants waived the protections
afforded by the attorney-client privi-
lege and work-product doctrine
because they failed to exercise rea-
sonable care to prevent the disclo-
sure of these items.

THE VICTOR COURT’S APPROACH
The court in Victor employed the

intermediate approach, which relies
upon a balancing of the following
factors: 1) the reasonableness of the
precautions taken to prevent inadver-
tent disclosure; 2) the number of

inadvertent disclosures; 3) the extent
of the disclosures; 4) any delay in
measure taken to rectify the disclo-
sure; and 5) overriding interests of
justice. Victor Stanley, Inc., 2008 WL
2221841, *5 (citing McCafferty’s, Inc.
v. Bank of Glen Burnie, 179 F.R.D.
163, 167 (D. Md. 1998)). The court
then determined that it need not go
any further than the first factor, and
found that it “militated most strongly
in favor of a finding that Defendants
waived the privilege in this case.” Id.
Specifically, the defendants had not
carried their burden of proving that
their conduct was reasonable
because they failed to provide the
court with: 1) information regarding
the keywords used for the search; 2)
the rationale for the selection of key-
words; 3) the qualifications of the
individuals who created the search to
design an effective and reliable
search and information retrieval
method; 4) whether the search relied
on simple keywords or a more
sophisticated methodology such as
Boolean proximity operators; and 5)
whether the defendants had analyzed

the results of the search to assess its
reliability, task appropriateness, and
quality of implementation. The court
adopted the position that “all key-
word searches are not created equal,”
and emphasized that proper selection
and implementation requires techni-
cal and scientific knowledge. 

SEDONA CONFERENCE

‘PRACTICE POINTS’
To address the known deficiencies

associated with basic keyword search-
ing, the court focused on the Sedona
Conference “Practice Points” as a
guide for a proper search protocol.
These practice points included:
choosing a search method that is
dependent on the specific legal con-
text (Practice Point 3); performing due
diligence when selecting an informa-
tion retrieval product or vendor

ESI and Victor
continued from page 2

continued on page 8

nothing about other possible
avenues for judicial enforcement
of arbitration awards. 
In the end, the court’s “state law”

limitation may have little practical
effect. Thus, for example, the
grounds for review in Section 23 of
the Revised Uniform Arbitration Act
(RUAA) appear to be just as sur-
rounded by words of exclusivity as
the standards for review in Section 10
of the FAA. 

Further, the year 2000 Commentary
to Section 23 indicated that: 1) The
drafters specifically considered inclu-
sion of a provision that “the parties
could ‘opt in’ to judicial review of arbi-
tration awards for errors of law or fact
or any other grounds not prohibited by
applicable law.” In the end, however,
Section 23 contained no such lan-
guage; and 2) only a few state courts
had addressed the contractual expan-
sion of statutory standards for review
of arbitration awards, and those few

decisions were “split,” with only one
upholding such contractual expansion.

POLICY CONSIDERATIONS
In the final analysis, it appears that

Hall Street cut back substantially, if
not almost entirely on contractual
expansion of statutory grounds for
judicial review of arbitration awards.
While the Hall Street Court heard
extensive argument from both sides
about the policy ramifications of its
upcoming decision, it ultimately
eschewed most such considerations
in favor of a strict reading of Sections
9-11 of the FAA. The court, however,
did pause at one point to note that
there is a real, fundamental differ-
ence between arbitration and litiga-
tion and that its decision was in fur-
therance of maintaining the simplici-
ty and cost-effectiveness of arbitra-
tion, as opposed to litigation:

Instead of fighting the text [of
Sections 9-11], it makes more
sense to see the three provisions
… as substantiating a national
policy favoring arbitration with
just the limited review needed to

maintain arbitration’s essential
virtue of resolving disputes
straightaway. Any other reading
opens the door to the full-bore
legal and evidentiary appeals that
can “rende[r] informal arbitration
merely a prelude to a more cum-
bersome and time-consuming
judicial review process,” … and
bring arbitration theory to grief in
[the] post-arbitration process.
(Citations omitted.)
It appears that Hall Street’s preclu-

sion of expanded judicial review of
most if not all arbitration awards,
coupled with preservation of the par-
ties’ right to expanded internal review
before a second panel of arbitrators
strikes a proper balance between a
norm of cost-effective arbitration, on
the one hand and on the other, the
parties’ need to preserve certain pro-
cedural rights (including a right to a
comprehensive appeal) in relatively
rare instances involving exceptionally
complex and extended arbitrations. 

Arbitration Appeals
continued from page 6
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(Practice Point 4); recognizing that the
use of search and information
retrieval tools does not guarantee the
identification of all responsive docu-
ments in a large data collection
(Practice Point 5); making a good-
faith effort to collaborate on the use of
particular search and information
retrieval methods, tools, and protocols
(Practice Point 6); and, expecting that
your choice of search methodology
will need to be explained, either for-
mally or informally, in subsequent
legal contexts (Practice Point 7).
Victor Stanley, Inc., 2008 WL 2221841,
*6; The Sedona Conference Best
Practices Commentary on the Use of
Search & Information Retrieval
Methods in E-Discovery, 8 Sedona
Conf. J. 189). The court in Victor rea-
soned that compliance with the
Sedona Conference Best Practices for
search and information retrieval
would strongly support a parties’
argument that their chosen method
was reasonable and reliable, but the
defendants failed to demonstrate the
reasonableness of their search, or sat-
isfy the remaining criteria of the inter-
mediate approach. Finally, the court
criticized the defendants for failing to
pursue a clawback agreement that
could have provided them with added
security in the event of an inadvertent
production of protected documents.

ANALYSIS
Although it may require the expen-

diture of time and money up front, a
corporation will benefit greatly from
the creation and institution of a doc-
ument retention policy that clearly
delineates the company’s position of
how (and for how long) documents
are maintained, where those docu-
ments are maintained, and in what
format. The policy should be well
thought out, reasonable, and strictly
adhered to by all employees. Upon
receipt of discovery requests seeking
ESI from many years prior to the liti-
gation, a company will be able to
quickly assess the request in light of
its document retention policy and
access material in an orderly fashion.
Having a well-documented document
retention policy will also provide

companies with a ready explanation
why an otherwise discoverable docu-
ment may not have been retained.

Another important component of
any company’s e-discovery plan is
the creation of a standard form litiga-
tion hold notice that can be modified,
as needed, for specific situations.
Once corporate counsel is aware of
the potential of litigation, the litiga-
tion hold notice should be distributed
to all employees as well as all infor-
mation technology staff. The notice
should explain that electronically
stored data could become a key
source of information and that the
deletion of any material, even that
which occurs in the normal course of
business, should immediately be sus-
pended and all potentially responsive
information must be maintained. 

Even for a small company that is
infrequently faced with litigation, the
creation and institution of a docu-
ment retention policy and standard
litigation hold notice will pay for itself
in the long run by saving time and
money in responding to discovery
requests and by preserving the confi-
dential nature of attorney client privi-
lege or work-product doctrine docu-
ments. Without such a pre-litigation
protocol, a small company will par-
ticularly feel the economical pain of
developing and implementing such a
policy on the fly in the middle of liti-
gation with the added pressure of an
opponent and the court.

Finally, Victor teaches us that all
ESI searches are not created equal.
When conducting a large-scale elec-
tronic document search and produc-
tion, parties must pay particular
attention to ensure that attorney-
client privileged and work-product
protected documents are not inad-
vertently produced during the course
of discovery. As the defendants in
Victor found, prudence dictates that
a company develop a protocol to
identify and segregate attorney-client
privileged and work-product protect-
ed documents, including the clear
demarcation of these items with a
“privilege” or “confidential” stamp,
well in advance of litigation.

By having a set protocol, compa-
nies can better avoid the pitfalls of
the Victor defendants. In-house and

outside counsel should work togeth-
er and employ the “utmost care” in
selecting a search and information
retrieval methodology to identify and
withhold information protected by
the attorney-client privilege and work
product doctrine. This includes,
among other things, careful consider-
ation of the qualifications of individu-
als who design the search methodol-
ogy, quality assurance testing once
the methodology has been imple-
mented, and an expectation that a
party could be called on to explain
and defend its chosen methodology
in future proceedings. When faced
with litigation, the parties should also
produce an accurate and complete
privilege log that identifies any docu-
ments that are being withheld from
production and the basis for doing
so. Finally, early in the litigation, the
litigants should work together
towards the entry of an appropriate
protective order or “clawback agree-
ment” in the event that documents
are inadvertently produced, despite
taking the appropriate steps to pre-
vent that from happening.

Although this time-consuming and
expensive process does not guaran-
tee against the inadvertent produc-
tion of protected documents, abiding
by document retention, document
hold and ESI production protocols
will support an argument that an
inadvertent production should not
result in a wholesale waiver of the
attorney-client privilege or work-pro-
duction protection. Companies who
fail to implement such protocols in
advance of litigation run the risk of
bearing the increased burden of hav-
ing an inadvertent production be
deemed to be a wholesale waiver.
Needless to say, a wholesale waiver
could have devastating results on the
outcome of litigation.

ESI and Victor
continued from page 7
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Work Overtime to
Ensure That Your
Unauthorized
Employees Do Not
By Michael C. Schmidt

Consider the following hypotheti-
cal scenario: 
• Your company policy states that a

non-exempt employee cannot
work overtime, unless the employ-
ee receives prior written approval.

• Your company policy says that an
employee who works overtime
that is not authorized can be sub-
ject to discipline up to, and includ-
ing, termination of employment.

• Your company did not believe that
its non-exempt employees worked
overtime hours.

• The overtime hours worked by
non-exempt employees were
unauthorized.

• Your company is found liable for
significant unpaid overtime wages.
This situation is not so far-fetched,

particularly after the federal Court of
Appeals in New York ruled earlier
this year that an employer cannot
necessarily avoid liability for over-
time wages — even if its policy
requires prior approval for overtime
work, and even if the employer did
not have actual knowledge that its
employees were working overtime
hours. This article looks at the surge
in overtime litigation, the court’s
recent decision and steps for limiting
your company’s potential exposure.
A SURGE IN OVERTIME LITIGATION

As we have passed the mid-way
point of 2008, it is clear that wage

and hour lawsuits continue to domi-
nate a large portion of all new cases
filed in court each day. This notice-
able surge will continue, if not fur-
ther increase, as current and former
employees claim in increasing num-
bers that they have been classified
improperly as “exempt” employees,
and thus are owed overtime premi-
um pay. These cases are often pros-
ecuted through class action lawsuits,
where the existence of multiple
plaintiffs raises the potential for sig-
nificant exposure to the employer.

In 2008, the ever-changing nature of
the workplace and the workforce also
has contributed to the wide spectrum
of issues facing employers, and the
increasing number of overtime lawsuits
being filed. In years past, an employer
had an easier time controlling its
employees and hours worked when
the work performed generally was con-
fined to the nine-to-five workday and
within the walls of the employers’
office. In those circumstances, when
employees were there to be seen,
employers could strictly enforce anti-
overtime policies and monitor the
hours worked by its employees. 

However, technology has torn
down the office walls, making any-
where and everywhere in the world
a virtual cubicle. Employees not only
have greater access to company doc-
uments and e-mail from home com-
puters, but Blackberries and similar
devices allow employees to remain
connected with the office and with
clients day and night. Coupled with
the increasing number of employees
allowed to telecommute, it is practi-
cally impossible for your company to
control, let alone know about, all
hours in which employees are per-
forming work for the company.
Indeed, the fact that employees in
financial services and sales-related
industries often receive their com-
pensation in the form of commis-
sions provides its own incentive for
employees to work as many hours as
possible without the encumbrance of
the typical workday or office walls.

NEW YORK FEDERAL

COURT-PAYMENT REQUIRED

FOR UNAUTHORIZED OVERTIME
On Jan. 24, 2008, the Court of

Appeals for the Second Circuit in New

York issued its long-awaited decision
in Chao v. Gotham Registry, Inc., in
which the Secretary of the United
States Department of Labor brought an
action against a nurse staffing agency
for an alleged failure to pay for over-
time hours worked by the nurses
placed with requesting hospitals. After
placement by the staffing agency, the
nurses reported directly to the hospital
and signed in and out on daily time
sheets that were compiled and
reviewed by the hospital. Notably, the
staffing agency was “not permitted to
go on hospital premises to verify the
nurse’s hours or otherwise supervise
his or her performance.” 

The hospital paid the agency a fee
based on the number of total hours
worked by the particular nurse, and, in
turn, the agency paid most of that fee
to the nurse. However, the fee paid by
the hospital to the agency did not
change depending on whether the
nurse had worked fewer or more than
forty hours in a particular workweek,
even though the hospital occasionally
asked the nurses to work overtime. The
court in Gotham noted that the agency
itself maintained an overtime policy
that required prior notification to, and
authorization from, the agency before a
nurse would be paid premium rates for
overtime worked. Despite that policy,
nurses often did not request approval
from the agency to work overtime, and
those that did were denied authoriza-
tion more than they were approved.
The agency ultimately refused to pay
overtime premium pay to those nurses
who worked overtime hours that were
unauthorized.

The court held that unauthorized
overtime constitutes “work” that must
be compensated. Thus, an employer
who has “actual or imputed knowl-
edge that an employee is working”
must compensate the employee at a
rate of time and one-half for over-
time hours worked, even if the
employer acquires such knowledge
at some point after the work is per-
formed. The court stated:

An employer who has knowledge
that an employee is working, and
who does not desire the work be
done, has a duty to make every
effort to prevent its performance
… This duty arises even where

continued on page 10
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the employer has not requested
the overtime be performed or
does not desire the employee to
work, or where the employee
fails to report his overtime hours.
The import of the decision in

Gotham is that an employer cannot
turn a blind eye to after-hours and
off-premises work it knows, even
constructively, is being performed.
The Second Circuit has now stated
clearly that a company has a duty to
compensate its non-exempt employ-
ees for overtime work about which it
knew or had reason to know. 

But, what about the company pol-
icy prohibiting unauthorized over-
time? The court in Gotham next
addressed this issue. Consistent with
the state of the law in other discrim-
ination and harassment contexts, the
court reaffirmed that the mere prom-
ulgation of a policy prohibiting unau-
thorized overtime is insufficient
alone. Rather, the staffing agency
was held to a standard requiring it
“to adopt all possible measures to
achieve the desired result.” The evi-
dence presented established that
employees who disregarded the
prior approval policy generally did
not face any adverse consequences,
while employees who disregarded
other company policies were in fact
disciplined. Therefore, there was no
evidence that the agency sought to
monitor or imposed any conse-
quences for violations of its stated
overtime policy. 

From an equitable standpoint, a
company is not likely to garner much
judicial sympathy for failing to pay
overtime when it had the power to
prevent the overtime work from
being performed and ultimately ben-
efited from the overtime work. The
presumption will arise that “an
employer who is armed with knowl-
edge has the power to prevent work
it does not wish performed.”

STEPS FOR MINIMIZING EXPOSURE
Your company cannot ignore the

strict requirements pertaining to
employee wages and hours. The
court’s decision in Gotham is impor-
tant for its pronouncement on a com-
pany’s obligation to pay overtime rates
even for unauthorized overtime

worked. However, the decision takes
on a larger significance for most com-
panies in New York, and could for
other organizations nationwide,
because the company in Gotham: 1)
had even less control than the typical
organization would have over its
employees and the hours worked; and
2) seemingly received no benefit from
the overtime work, and instead had to
bear the cost, since the nurses worked
directly for the hospital, and the hospi-
tal did not provide added fees to the
agency if a nurse worked overtime.

It should be beyond cavil by now
that an employer can never complete-
ly eliminate the possibility of a lawsuit.
Still, there are pro-active steps that
your company can take to minimize
the potential exposure in any lawsuit.
First, create a well-defined overtime
policy (or review and revise any exist-
ing policies) that is distributed and
communicated to all employees. It is
not enough simply to create a policy
— it is imperative that your policy be
communicated through regular meet-
ings with employees, and regular dis-
tribution (and employee acknowledge-
ment) of the company’s policy.

While the Gotham case demon-
strates that an employer may be
required to pay overtime premiums
even if the overtime work is not
authorized, an employer can discipline
and even terminate an employee for
performing unauthorized overtime.
Issues such as the scope of what con-
stitutes “work” for your particular com-
pany, and how the company treats
meal breaks, travel time, and “on call”
time also should be carefully consid-
ered and defined to ensure that the
correct wage rates are used for each
employee, and that the correct amount
of working time is compensated.

Secondly, say what you mean and
mean what you say. If your company
maintains a policy that employees
should not work after hours, then you
should not create a culture where
employees feel as if they are expected
to “check in” at all hours through home
computers or Blackberries. A good
indication that an employee may be
working off hours is if one of your
supervisors receives a return e-mail
message late at night or on the week-
end. Employers also should be aware
of the production of its employees,
since certain high levels of productivity

may be indicative of extra work being
performed outside the company’s
office. Companies and their in-house
counsel must ensure that any overtime
policies maintained are enforced con-
sistently and indiscriminately. 

Third, verify that the appropriate
classifications are made and that the
appropriate records are maintained
supporting the proper wage classifica-
tions for employees. The number of
administrative audits and federal law-
suits challenging employee exempt
statuses is on the rise, and your organ-
ization should be in the best position
to produce proper documentation in
defense of an audit or lawsuit.

Last, and similarly, consider institut-
ing a documentation procedure for
non-exempt employees, so that your
company can better track (and better
defend itself against) the number of
hours an employee later claims he or
she worked. Employers often walk the
fine line between the hope of avoid-
ing the lost morale associated with
“big brother” watching and the need
to protect against employee claims.
However, in light of today’s changing
workforce, from the standpoint of
increased use of technology and more
time spent outside the traditional
office, consider a requirement that
employees provide written certifica-
tion, for example, at the end of each
pay period attesting to: 1) the number
of hours worked during that period;
and 2) the fact that the employee did
not work more than 40 hours during
that period. Such a certification will
not eliminate the potential for an
employee to claim in a subsequent
lawsuit that hours were worked in
addition to those identified on the cer-
tification. However, a contemporane-
ous certification completed regularly
by the employee may bolster your
company’s defense of that claim.

CONCLUSION
Wage and hour lawsuits will, for

the foreseeable future, continue to
consume federal courts and expose
employers to a growing number of
issues that will reflect the evolving
workplace and workforce. But, by
tackling these issues head on in
advance, your company will be best
equipped to minimize potential
exposure. 

Overtime
continued from page 9
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Court’s recent decision in CBOCS
West, Inc. v. Humphries, 128 S. Ct.
1951 (2008), the stakes in retaliation
claims arising from complaints of
race discrimination have increased
dramatically. Employers consequent-
ly must revisit and reinvigorate their
policies and practices to minimize
the risks of exposure to retaliation
claims.

THE LEGAL LANDSCAPE BEFORE

HUMPHRIES
Title VII of the Civil Rights Act of

1964 prohibits employment discrimi-
nation based on race, color, religion,
sex or national origin. Plaintiffs who
bring Title VII claims have a relative-
ly short period within which to file
their claim (up to 300 days) and 
must file with the Employment
Opportunity Commission or a com-
parable state agency before filing a
federal lawsuit. Plaintiffs can seek
compensatory and punitive damages,
but such amounts are capped,
depending on employer size, to an
aggregate maximum of $300,000.

Section 1981 of the Civil Rights Act
of 1866, codified at 42 U.S.C. § 1981
et seq., also prohibits race discrimina-
tion in employment. After the
Supreme Court held in Patterson v.
McClean Credit Union, 491 U.S. 164
(1989), that Section 1981 protects
employees only in hiring and promo-
tion decisions, Congress expanded
Section 1981 via the Civil Rights Act
of 1991 to apply to the “making, per-
formance, modification, and termina-
tion of contracts, and the enjoyment
of all benefits, privileges, terms and
conditions of the contractual relation-
ship.” 42 U.S.C. § 1981(b). 

Section 1981 in this broader scope
provides plaintiffs with a highly
advantageous alternative for challeng-
ing adverse employment decisions
allegedly based on race. First, there is
no administrative pre-requisite to filing
Section 1981 claims. Second, the plain-

tiff has, in most cases, up to four years
to bring a lawsuit. Third, whereas Title
VII only reaches employers with 15 or
more employees, Section 1981 applies
to employers of any size. Fourth, and
perhaps most significant, there is no
cap on compensatory or punitive
damages that a jury may award if it
finds discrimination. With these
advantages, plaintiffs routinely append
Section 1981 claims to their Title VII
claims in federal court. And, if a plain-
tiff missed the Title VII filing deadline,
the potentially more lucrative Section
1981 with its uncapped monetary
remedies remains an option.

While the Civil Rights Act of 1991
clearly expanded Section 1981 to
protect employees from race discrim-
ination in all adverse employment
decisions, it did not explicitly pro-
vide that Section 1981 protects
employees from retaliation for
opposing unlawful discrimination.
Title VII has always contained an
express prohibition against retalia-
tion. 42 U.S.C. § 2000e-3(a). Despite
the absence of similar language in
Section 1981, plaintiffs brought
Section 1981 claims of retaliation and
defendants predictably challenged
the viability of such claims. 

About half of the Federal Courts of
Appeals had ruled on this issue before
the Supreme Court weighed in, and
those courts were unanimous in hold-
ing that Section 1981 allows for retali-
ation claims. Because it is unusual for
the Supreme Court to accept a case
when there is no disagreement
among the appellate courts, many
observers predicted the Court would
overturn those decisions and reject
Section 1981 retaliation claims.

THE SUPREME COURT RULING IN

HUMPHRIES
To the dismay of employers, those

observers’ forecasts proved wrong.
Agreeing with all of the Federal
Courts of Appeals who had ruled on
the issue, the Supreme Court held in
its 7-2 Humphries decision that “42
U.S.C. § 1981 encompasses claims of
retaliation.”

To reach this holding, the Court
focused on its earlier decisions inter-
preting Section 1982 of the Civil
Rights Act of 1866, which prohibits
race discrimination in real estate and

personal property transactions. The
Court had held as far back as 1969
that Section 1982 “cover[s] retaliation
against those who advocate the rights
of groups protected by that prohibi-
tion.” Jackson v. Birmingham Board
of Education, 544 U.S. 167, 176
(2005), citing Sullivan v. Little
Hunting Park, Inc., 396 U.S. 229
(1969). Like Section 1981, Section
1982 does not contain any express
prohibition against retaliation, but the
Court reasoned that such prohibition
is implicit in the statute because “pun-
ish[ing an individual] ‘for trying to vin-
dicate the rights of minorities protect-
ed by § 1982’ would give ‘impetus to
the perpetuation of racial restrictions
on property.’” Given the Court’s long-
standing propensity to interpret
Sections 1982 and 1981 identically
since they were enacted together,
have similar language and have a
common goal to protect African-
Americans’ legal rights, the Court con-
cluded that § 1981 also implicitly pro-
hibits retaliation.

Addressing why its decision is
important for employers, the
Supreme Court dispensed with the
defendant’s argument that recogniz-
ing Section 1981 retaliation claims
would allow plaintiffs to circumvent
Title VII’s carefully crafted procedur-
al requirements. Congress expressly
tolerates such overlap in the reach of
Title VII’s and Section 1981’s protec-
tions against race discrimination.
Acknowledging similar overlap in
their protections against retaliation
does not breach congressional intent.

A WAKE-UP CALL FOR ALL

EMPLOYERS
That retaliation is unlawful is not

news, given that most employers
have always been subject to Title VII
and comparable state statutes. The
Humphries decision is troubling for
employers because employees in all
states now have the expansive reme-
dies and procedural advantages of
Section 1981 whenever they allege
retaliation for opposing unlawful
race discrimination, and employers
consequently face significantly
greater challenges in such cases.
Damages that a jury may award under
Section 1981 are not capped, so

Scott E. Gross is a litigator in the
Chicago-based firm of Wildman,
Harrold, Allen & Dixon, LLP and spe-
cializes in all aspects of labor and
employment law. continued on page 12
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employees will have greater leverage to
force employers to settle even frivolous
cases. Section 1981’s limitations period
is typically much longer, so employers
will likely have to track down former
employees long gone from the compa-
ny to explain the adverse employment
action. In addition, employees can
completely circumvent the EEOC
administrative process, thereby avoid-
ing a mechanism that often weeds out
frivolous claims.

At a minimum, Humphries should
alert employers who have not yet
adopted effective anti-retaliation poli-
cies that the bullet they have been
dodging now has a much larger cal-
iber. Preventing retaliation can mini-
mize the risk of being party to a retal-
iation lawsuit. Effective preventive
mechanisms can also better the
employer’s chances of prevailing if
subject to a retaliation lawsuit.
Humphries should also prompt
employers who have already adopted
retaliation policies to review them, re-
publicize them and enhance their
effectiveness.

RECOMMENDATIONS FOR

EMPLOYERS
Employers recognize the impor-

tance of documenting all adverse
employment decisions, and doing so
in retaliation cases is no less valu-
able. Employers are well advised to
consider the following additional rec-
ommendations, and should adopt,

revise or reinvigorate their policies
and practices accordingly.
Include Within the Written 
Anti-Discrimination Policy a
Clear Policy Against Retaliation 

The policy should contain, at a min-
imum, the following types of provi-
sions: The company prohibits retalia-
tion against employees who have
opposed unlawful discrimination of
any kind, whether based on race, eth-
nicity, gender, age, disability or another
protected category. The company also
prohibits retaliation regardless of how
the employee opposed discrimination
— whether by raising a concern inter-
nally or by participating in an investi-
gation of a complaint. Employees will
not be retaliated against even if their
complaints are proven unfounded by
an investigation, unless the employee
knowingly made a false allegation or
otherwise acted in bad faith.
Employees must participate in good
faith in any company investigation.
Policy violations will result in disci-
pline, up to and including termination.
Employers may need to revise any
progressive discipline policy to clarify
that violation of the anti-discrimination
and anti-retaliation policies are an
exception to the progression and may
lead directly to termination.
Promote and Reinforce the
Policy on a Regular Basis

Employers should set forth the poli-
cy in detail in employee handbooks
and in supervisors’ policy and proce-
dure manuals, and train all employees
and supervisors in the policy. Some

states require employers to provide
training on a regular basis, but
employers in all states are well advised
to conduct the training annually or
even semi-annually. It is good practice
to periodically remind employees and
supervisors of the policy in other ways.
For example, yearly or semi-yearly e-
mail reminders can be effective. Some
employers incorporate reminders on a
regular schedule into bulletins and
other employee communications.
Adopt Aggressive Mechanisms to
Halt and Remedy Unlawful
Retaliation

It is critical that the anti-retaliation
policy provide employees with clear
and detailed written procedures for
raising complaints of retaliation.
Employees should be offered multi-
ple contact options so that an
employee can feel safe to complain.
For example, a well-crafted policy
invites employees to lodge their
complaints with any of various high-
er-level management or human
resource employees. Many larger
organizations have even implement-
ed toll-free hotlines. In addition,
manuals that will guide the manage-
ment employees who investigate
retaliation claims should establish a
basic framework for the investigation
of complaints that is flexible enough
to deal with varying situations and
uncomplicated enough to assure
prompt and thorough investigations.

Next month: the mechanics of the
investigation.

Retaliation
continued from page 11

to defend. If exclusions were applied
in the sweeping manner that insurers
frequently advocate, they would
swallow the entire policy and render
the coverage illusory — a result that
courts should not, and generally do
not, allow to happen. 

ONE FINAL POINT: BE SURE YOU

GIVE PROMPT NOTICE
Do not forget to give prompt

notice to your insurers. Most CGL

policies require two types of notice
for advertising injury claims – notice
of the lawsuit itself, and notice that
you have learned of an “occurrence”
potentially giving rise to a suit. An
example of the latter would be a
cease and desist letter, or other pre-
suit threats from a competitor. Late
notice defenses are difficult for
insurers to prevail upon because
courts usually construe notice provi-
sions liberally in favor of the policy-
holder, and because in most jurisdic-
tions (New York is one notable

exception) insurers need to prove
that they were prejudiced by the late
notice, which can be proven only in
unusual cases. Nevertheless, late
notice is one defense that the poli-
cyholder can eliminate altogether,
and should therefore be taken off
the table by consulting insurance
coverage counsel and giving notice
to the appropriate insurer(s) at the
first opportunity. 

IP Lawsuits
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