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EDITOR’S COMMENTS
Welcome to the first edition of the new California
International Law Journal! After a short hiatus,
the Journal returns with a new editorial team, a new
look, and new features that we hope our readers will
enjoy. This issue features articles spanning a broad
array of current international law topics, ranging
from the intersection of business and human rights, to
recent developments in immigration law, to proposed
approaches to international arbitration and international
patent litigation. We also introduce two regular columns:
the “Practitioner’s Spotlight,” an in-depth interview with
a leading international legal practitioner, and “Global
Legal Research,” a column authored by law librarian
Neel Agrawal on available legal resources for topics
covered by our articles. For our inaugural “Practitioner’s
Spotlight,” we feature Paul Hoffman, a renowned civil
and human rights attorney who represented the plaintiffs
in the recent U.S. Supreme Court case Kiobel v. Royal
Dutch Petroleum, deciding the scope of the Alien Tort
Statute.
Numerous people have contributed significant time and
effort to put together this issue. I would like to take this
opportunity to thank the Journal’s Managing Editors,
Mary Hansel and Denny Rice, and the rest of the
editorial team for the hard work and countless hours
they put into helping us re-launch the journal. And while
we have put together a great team, we are always looking
for additional editorial help. If you are a member of the
International Law Section and would like to join us,
please contact me at wpao@omm.com.
With the many historic developments so far this year—
from the United States Supreme Court’s decision in
Kiobel to Congress considering immigration reform—
and the potential for many more, this is truly an exciting
time for international law. I hope that you enjoy this issue
and find it helpful in navigating some of these topics.
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LETTER FROM THE CHAIR
As Chair of the International Law Section of the State Bar of California, I welcome you to the latest issue
of the California International Law Journal. This is a particularly exciting issue since it is the result of all
of the hard work of our newly restructured International Law Journal Committee. The Section now has a
record number of persons involved with the Journal. On behalf of the Section, I want to recognize and thank
our Editor-in-Chief, Will Pao, and our two Managing Editors, Mary Hansel and Denny Rice, as well as our
eight Associate Editors and Editorial Advisory Board.
These are exciting times for the International Law Section. We have a record number of Section members
actively involved in all aspects of our Section. Thanks to all of your great work and dedication—in addition to
our revamped Journal—we are also offering top-notch legal education through numerous webinars (available
for streaming online), many live programs at the State Bar Annual Meeting, as well as two separate all-day
seminars later in the year. We also have a very active group of immigration lawyers focusing on our programs
on immigration law, as we are the official Section for immigration lawyers.
The first upcoming seminar is “Taking Your Practice International,” which will be held on May 31, 2013,
in San Diego. Topics will include Customs, Hot Topics in Labor, Employment and Immigration Law, Global
IP Highlights, Representation of Clients in Cross-Border Corporate and Transactional Matters, Important
International Tax Issues for Cross-Border Business and Foreign Investors, and the Nuts and Bolts of
International Arbitration and Litigation. This event will also include valuable networking opportunities,
including a keynote speaker, lunch and reception. Then on September 6, 2013, we will present a worldclass International Arbitration seminar in San Francisco. Registration details for both programs will be
forthcoming.
Please consider getting actively involved with your Section. We try our best to make participation fun,
satisfYing and meaningful. The Section welcome’s your involvement with our many exciting programs, our
monthly Newsletter, our social media activities, our website, our external relationships with foreign Bars and
other organizations, our networking mixers, and our many law student activities.
Please feel free to contact me directly to discuss any of our Section’s activities and how we can assist you in
actively getting involved with the Section.
I look forward to seeing you at one of our upcoming events.

Jeffery J. Daar,
Chair, International Law Section
Daar & Newman
21700 Oxnard Street, Suite 350
Woodland Hills, California 91367
(818) 615–0999
jdaar@daarnewman.com
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PRACTITIONER’S SPOTLIGHT:
INTERVIEW WITH PAUL HOFFMAN
The California International Law
Journal is pleased to introduce
our new Practitioner’s Spotlight
column. In each issue, we will
feature an interview with one
outstanding international legal
practitioner. In this issue, we
are extremely excited and proud
to feature leading human rights
attorney, Paul Hoffman.
Paul is one of a handful of attorneys responsible for
turning the Alien Tort Statute (“ATS”), an obscure
U.S. statute enacted as part of the 1789 Judiciary
Act, into one of the primary means of enforcement
for international law, particularly with respect to
corporate human rights violations outside the U.S.
Paul has served as lead counsel for the plaintiffs in
the recent U.S. Supreme Court case Kiobel v. Royal
Dutch Petroleum, a highly-anticipated case that will
decide the scope of the ATS. 2
Paul received his law degree from NYU and his M.Sc.
from the London School of Economics. He is the
founder of Amnesty International’s legal support
network, and for 10 years served as the legal director
of the ACLU of Southern California. Paul has taught
civil and human rights courses at several law schools
in the Los Angeles area, most recently at UC Irvine
Law School, and is a partner at Schonbrun De Simone
Seplow Harris Hoffman & Harrison LLP, located in
Venice, California.
Q: Thanks so much for agreeing to let
us interview you for our very first
Practitioner’s Spotlight! If you don’t
mind, I’d like to begin with some questions
about your background. For example,
why did you first decide to become an
attorney?

4

A: Actually, my grandfather was very
enamored of lawyers and the American
legal system. He came from what is now
Belarus and became a labor organizer
after he was brought to this country. At
some point, he met an Irish judge whom
he became friends with, and he thought
it was unbelievable that in this country
an immigrant could become a judge. He
always wanted his kids to be lawyers,
and none of them were interested - I

was the first grandchild so he focused
his attention on me. As I got older, I
became increasingly interested in the
law and international politics, which is
what my major was at CCNY. After
college, I went to the London School
of Economics for a year. I was trying
to decide whether to become a lawyer
or become a professor. Being a lawyer
seemed like it was a better long-term
prospect than being in the Ivory Tower.
I was too much of an activist. I wanted to
affect people’s lives more directly.
Q: And how did your interest in public
international law begin?
A: It started in college when I majored in
international relations. A couple of my
professors had very deep interests in
human rights. One of them had been in
the government in Czechoslovakia when
the communists took over, so he had a
very strong interest in what was going on
in Eastern Europe at the time. I was in
college in the late 1960’s/early 1970’s, right
after the Prague Spring in 1968. I spent
a lot of time working with this professor
studying these events in Eastern Europe.
Another one of my professors had fled
Germany just before the war and some
members of my family had perished in
the Holocaust, so I had a strong personal
interest in the human rights issues arising
out of World War Two. Then, when I
went to the London School of Economics,
my tutor was a Ugandan Asian who had
escaped death at the hands of Idi Amin’s
regime. I spent most of that year working
on human rights issues with him. That
was when I first became involved with
Amnesty International. Then at NYU
law school, I became Thomas Franck’s
research assistant and worked at the
Carnegie Endowment for International
Peace on a variety of international law
issues.. I was also involved with anti-war
social justice activism.
Q: How did you get involved with conducting
ATS litigation?
A: Well, I started teaching international
human rights law at Loyola part-time
while I was working at Loeb & Loeb in
1980. I was teaching during the summer
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session in 1980 when and Filartiga3 came
down in the middle of the course. Before
Filartiga, when you taught international
human rights law as it was used in U.S.
courts, you were really talking about
a history of failure for the most part unsuccessful efforts to get U.S. courts to
pay attention to international law. With
Filartiga, all of a sudden there was this
holding that international law could be
enforced in U.S. courts and provided a
roadmap for human rights litigators. I
was very interested in this idea and got
involved in the cases that arose after
Filartiga. For example, one of my close
friends, Juan Mendez, had been in
prison with three men who disappeared
under the Argentinian General Suárez
Mason.
Suárez Mason was found
living in Foster City, California so we
brought an ATS case in San Francisco
against Suárez Mason on behalf of their
widows. And then when Ferdinand
Marcos was delivered to our shores in
1986, we brought an ATS case against
him for torture and other abuses during
his regime. Over time, I just kept getting
involved in these cases. In the mid1990s, we started suing corporations
for their complicity in human rights
violations abroad because we realized
the enormous impact multinational
corporations had on human rights in
other countries. I was one of the lead
counsel in Doe v. Unocal 4 and over
time I became involved in many of the
ATS cases brought against corporations
leading up to Kiobel.
Q: How do you decide which ATS cases to
take on and which to pass on - because
I’m sure you’re approached with many
more cases than you can take on?
A: There are a lot of people who think
that you can bring almost any kind of
suit in the U.S. against human rights
abusers, but of course there are many
restrictions on such suits, including
foreign sovereign immunity and other
defenses. We try to be careful about
choosing cases that can survive such
defenses and immunities and have a
solid factual foundation. Also, we
cannot take cases that may pose undue
security issues for our clients. We try to

choose cases we think can make a broad
impact. We also make decisions based
on our capacity and resources. It’s hard
to put these cases together - they often
take more than a decade to litigate so
we have to choose our cases carefully.
Q: What do you wish that judges deciding
ATS cases better understood?
A: Well, I think that international law is
not as well understood by judges as it
ought to be but that is changing in my
view. I think ATS litigation has played
a significant role in increasing the
international law expertise of the federal
judiciary because they have had to
wrestle with these issues in cases before
them. Many judges have no experience
with international law. When I first
started handling international law
cases, I wrote an article once called the
“Blank Stare Phenomenon.” In the early
days, you would argue international
law to a judge that had absolutely no
clue, and they would be very respectful
and nod at the appropriate times. But
you just knew, though, that there was
no real understanding of international
law issues.
I have not had this
experience as much recently. There
are more international law courses and
international human rights clinics in
law schools and more interest generally
in international law. There is a lot more
law for courts to interpret now. This law
extends beyond the ATS.
Q: Aside from the blank stares, what are
the biggest challenges that you typically
face in bringing these kinds of actions?
A: Well, I think that ATS cases are in the
middle of an ideological and political
divide in the country, between those
who are purely insular and don’t think
that international law is really binding
law and those that care a lot about it
and think that it’s real law and should
be applied. It’s a very politically-charged
issue. And I think that when you get in
the Supreme Court, for example, in the
Kiobel case, there are real stakes in Kiobel
and the international law is real and the
ATS actually needs to enforce it, at least
in some circumstances. Corporations
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are going to have to pay attention and
avoid being complicit in human rights
violations in the circumstances that the
court defines, whether its aiding and
abetting or other fields of liability. And
so it’s not an abstract discussion; it’s a
discussion that has real-life consequences
for major institutions both in the United
States and around the world. I think with
an ideologically divided court we know
we have at least four judges that would
be against the force of international law,
and you probably have Kennedy deciding
the circumstances in which international
laws can be applied. And he’s generally
speaking an internationalist, but he’s
also very cautious about imposing
new demands on corporations.
So
although the Supreme Court has got
its own unique configuration, we face
these issues with every panel and every
individual judge. And the other side of
the case is also facing these issues. They
probably require some guidance from
Congress, and we’re not about to get
that because Congress is so polarized
that they can’t do anything.
Q: Personally (rather than as an advocate for
a particular client), how would you like
to see the ATS amended or expanded?

6

A: One of the reasons we bring ATS cases
is to inspire some kind of international
regulatory response, whether it’s from
Congress or more importantly, perhaps,
on the international level. And there have
been a lot of efforts at the international
level to develop rules for multi-national
corporations - the Ruggie Principles in
particular. I know how much Ruggie
appreciates the value of ATS litigation
because it helps him in trying to convince
corporations that doing the right thing
is in their own interests. We’d like to
see some kind of regulatory regime at
the international level that would be
effective in preventing human rights
violations. All we can do in ATS cases
usually is to obtain some compensation
for human rights victims and that doesn’t
solve the problem. And we can obtain
compensation only for a handful of people
out of all the people who are affected by
serious violations of international law.
We view our role as being catalysts for

a broader remedial response as being
central to the work we do.
Q: Have you noticed that Filartiga and its
progeny have had a discernible effect on
instances of human rights violations? Has
ATS litigation been a significant deterrent?
A: I’ve been told that. It’s hard to prove
one way or other. But I’ve been told by
people who are working in the field to try
to convince corporations to adopt human
rights protective policies that ATS litigation
has had an effect on corporations. And
that’s good – that’s what we’re after. But I
don’t know personally whether that’s true
because I’m not exactly invited into the
corporate boardrooms.
Q: Do you think there are ways to reimagine the incentive structure of
corporations in a way that promotes
more responsible behavior?
A: Certainly what we’re trying to do is an
effort to change that structure. If you
know that you might have to pay for the
violations at some point if you don’t do
certain things, then presumably a lot
of corporations are going to do those
things that would make them less likely
to be defendants in one of our cases –
you would hope. And that’s what we’re
trying to do. And, in a sense, that’s
the big issue in Kiobel. The Supreme
Court going to tell corporations what
they really are at-risk for. What are the
circumstances where they are going to
have to take ATS litigation into account,
and what are the circumstances where
they do not? That’s really what it’s
about. So if they decide that you can’t sue
corporations, then corporations won’t
worry about the ATS. Although they
might worry about it because, in light
of the Second Circuit decision, we’ll just
start suing CEOs and managers. And I
have a feeling that they might like that
a lot less actually, suing corporations
themselves. There might be other forms
of litigation in other forums if Kiobel
restricts corporate ATS cases.
Q: What do you see as the comparative
benefits of national litigation versus
the use of international or regional
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fora for the enforcement of corporation
accountability? Do you believe that
countries other than the US should enact
legislation similar to ATS?
A: Well I think the problem at the
international levels is that there is
just a huge enforcement gap. And so,
domestically national systems are filling
that gap. The ATS does that in the United
States. There have been similar cases in
some other legal systems This has been
true in England and The Netherlands
and some other places; I think that’s
going to continue. But if you look at
the international human rights regime,
there is not much there in terms of
corporate liability; the regional human
rights systems do very little in this area.
The ICC cannot bring corporations to
book, neither can the ad hoc tribunals;
the international criminal regime only
deals with individuals, not corporations.
Although some of the implementing
legislation in a number of countries
can bring criminal prosecutions against
corporations, so there is some possibility
for criminal prosecutions. But it’s very
rudimentary still at the international
level. And, so what that ultimately is –
right now, we’re filling gaps with ATS
litigation. I think if there was a much
more robust international regime, there
wouldn’t probably be as much need for
the kind of cases we bring.
Q: Based on how oral argument went in
Kiobel, what do you think the Court
will decide with respect to the scope and
functionality of the ATS?
A: People have told me that predicting what
the U.S. Supreme Court does means that
you’re a fool, and so I try not to do that. I
don’t really know how it’s going to come
down. As I said before, I think it will
come down to what Kennedy decides.
Although, who knows, the influences
within the Court may cause some
compromise to arise. It depends a little
bit on what they think the Sosa ruling
meant. When I argued that the Filartiga
and Sosa lines were extra-territorial,
Justice Kennedy said I don’t have any
problem with those cases, but why is
this case here regarding corporations

and events that took place in Nigeria?
Which is why I guess they changed the
question to a new question. I think the
second argument went much better for
our side than the first. I thought it went
very well, actually, as an argument. But
there are much larger issues at stake than
who gives the best argument. It seemed
that they might be looking for some
compromise in the case and the most
likely compromise would be to impose
an exhaustion of remedies requirement.
That was the question Justice Sotomayor
asked me regarding the European Union
brief, which argued that it was not a
violation of international law for the
ATS to apply extra-territorially in these
circumstances, but if you had that, you
had to have exhausted local remedies.
Here, I think it was pretty clear that
the particular plaintiffs in Kiobel had
nothing to exhaust in Nigeria at the time,
as they were driven out of Nigeria under
the Abacha dictatorship and granted
political asylum because of the claims
they made in this case. Then, they got to
the U.S. and the question is, are you going
to force them to London or Amsterdam
where they don’t know anybody, to
litigate there before you sue Shell here
when you have general jurisdiction over
Shell in New York? If there’s general
jurisdiction, they’re here. You can sue
them just as if they were an individual
that lives here, which is what the – from
our standpoint what the ATS is all about.
It could be that the reason the Court is
taking so much time is that the justices
are going to address all of the major ATS
issues, which I think both sides in the
case would like because both plaintiffs
and defendants seek clarity. What are
the circumstances that the ATS is extraterritorial? Because all of the cases have
been extra-territorial; virtually none
that would be events that took place
in the United States. And there’s all
these cases against corporations so are
corporations in or are they out? And,
probably people want to know whether
there is an exhaustion requirement
because if there is, they better get
moving to exhaust if we’re going to
bring a case. We certainly don’t want
to have cases where we spend 10 years
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litigating and then at the end of the day
they’re not really good cases because
it’s a massive enterprise, and I’m sure
corporations don’t want to spend all the
money that they spend defending these
cases if they don’t really have to. From
everybody’s standpoint, it’s reached a
point where some clarity about what the
rules are would actually be a good thing
for everybody.

The main thing is to have the goal and
to keep working towards that goal. And
then to be open to different kinds of
experiences because it might not be what
you thought it would, but maybe you do
something else that’s really interesting
and important. There are many ways to
be involved with international law that
don’t require a full-time commitment it’s not all or nothing. In some phases
of your life, you need to make money,
especially if your kids are going to go to
college, things like that. I think the key
thing to do is to keep your eyes on the
prize.

Q: You’ve certainly forged an enviable
international legal career. What advice
do you have for other practitioners who
want to work in public international law?

8

A: This is not an area of law, at least from
the plaintiff’s side, where one is going
to make a living. It’s got to be a labor
of love and you need to have some other
source of income. So that’s the biggest
problem. But, I think there are a lot of
opportunities outside of litigating ATS
cases where young people wanting to
do public international law can do it
now. I mean there is the ICC, the ad
hoc tribunals, the World Bank. So,
unlike when I started as a lawyer, there
are loads opportunities for people who
really want to do it and are committed
to doing it. I think if people have that
goal, they should get the skills that
they need - language skills, learn about
international law, volunteer experience.
The international human rights world
certainly is going to expand and there
will be a lot more opportunities to work
in it. And, then people can also do
what I’ve done which is basically make
it a part of my life; but it’s the add-on to
other things, but that’s okay. I’m able to
do a lot of it and still survive. So I think
other people can do that too. The other
part of my life which is not evident is
all of the work I do with Amnesty, and
I was Chair of Amnesty and that’s all
volunteer work and it seems to me that
that’s an important thing for lawyers to
do. There are many opportunities to
be part of organizations that need legal
expertise. They need the kind of skills
that lawyers bring and where lawyers
can play a role, where in addition to
their work, they can do something
really meaningful for society.

Q: What’s your favorite aspect of your
multifaceted career right now?
A: Well, I love the cases that I do and the fact
that I can do the cases that I want to do,
that matter to me. I love the clients that
we represent. They are just phenomenal
people and giving a voice to them is really
rewarding. It’s tough and it’s a challenge
and I like challenges. And I think
whatever we win seems to be important
to the world at large. So the part of me
that wants to change the world is still
active, notwithstanding that I’ve come
to realize that I probably won’t change
the world as much as I thought I would
when I was 20. And I love the people that
I work with. I work with this network of
human rights lawyers around the country
that believe in the same kinds of things
that I do and they put their careers and
their time on the line for it. They’re just
really nice and interesting people. So it’s
a pretty nice life.
Endnotes
1

This interview was conducted by Managing Editor
Mary Hansel and Editor-in-Chief Will Pao.

2

On April 17, 2013, after our interview with Paul,
the Court handed down its ruling in Kiobel. The
decision is available on the United States Supreme
Court website at http://www.supremecourt.gov/
opinions/12pdf/10-1491_8n59.pdf.

3

Filartiga v. Pena-Irala, 630 F.2d 876 (2d Cir. 1980).

4

Doe v. Unocal Corp., et al., 395 F.3d 978
(9th Cir. 2003).
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The International Trial
Lawyer—2012 Year In Review
By Mark W. Danis and Jessica A. Roberts
In 2012, U.S. federal courts tackled a spectrum
of issues involving international litigation and
foreign parties, from the arcane formalities of a
properly administered deposition oath, to the more
consequential question of whether an organization
can be liable under the Torture Victim Protection
Act for an alleged killing abroad. Along the way,
courts also forayed into disputes surrounding service
of process in an Internet age, and who holds the
reins when dueling actions are fought in U.S. and
foreign courts.
Of the many civil cases involving international
issues, here is a brief look back at some of 2012’s
more notable decisions.
I. THE EXEMPTION OF ORGANIZATIONS
FROM THE TORTURE VICTIM PROTECTION
ACT
In one of a number of cases touching on the rights
of international litigants, the U.S. Supreme Court
confronted a question of statutory interpretation as to
the meaning of the word “individual” in the Torture
Victim Protection Act (“TVPA”). In Mohamad v.
Palestinian Authority, the relatives of a naturalized
citizen, who was allegedly tortured and murdered
by the Palestinian Authority in Jericho, brought
suit against the Authority and another organization
under the TVPA.1 The question confronted by the
Court was whether the statute extends liability to
“natural persons and nonsovereign organizations,”
such as the Palestinian Authority.
Recognizing that the TVPA authorizes a cause of
action against “‘[a]n individual’ for acts of torture
and extrajudicial killing committed under authority
of color of law of any foreign nation,” the Court
held that the statute could not be applied to impose
liability against organizations. 2 The Court noted,
“[a]s a noun, ‘individual’ ordinarily means ‘[a] human
being, a person’ . . . . Evidencing that common usage,
this Court routinely uses ‘individual’ to denote
a natural person, and in particular to distinguish
between a natural person and a corporation.”3
The opinion resolved a split in which some courts had
held that the TVPA extended to corporate entities.

The Supreme Court recognized that the ruling
would prevent suits where “victims may be unable
to identify the men and women who subjected them
to torture, all the while knowing the organization
for whom they work”; however, the Court held that
this was a constraint in the TVPA that Congress had
intended through its precise wording in the act. 4
II. THE EXPANDING BOUNTY OF
U.S. DISCOVERY FOR USE IN FOREIGN
PROCEEDINGS
Federal courts continued to give 28 U.S.C. § 1782
a broad reading that allows for obtaining discovery
in the U.S. for use in proceedings abroad. Under
section 1782, a district court has discretion to grant
a request for discovery of evidence when (1) the
person from whom discovery is sought resides (or
is found) in the district of the trial court to which
the application is made, (2) the discovery is for use
in a foreign or international tribunal and (3) the
application is made by a foreign or international
tribunal or any interested person.5
Courts considering section 1782 emphasized the
congressional intent of “providing efficient means of
assistance to participants in international litigation
in our federal courts and encouraging countries by
example to provide similar means of assistance to
our courts.”6
Last year, the Second Circuit considered whether
it was proper to consider, in deciding whether to
grant a request under section 1782, if the discovery
sought was admissible in evidence in the foreign
proceeding. The court held that it was not.7 Guided
by the Supreme Court’s decision in Intel Corp. v.
Advanced Micro Devices, Inc., where the Court held
that section 1782 does not require that the soughtafter documents or testimony have been discoverable
under the laws of the foreign jurisdiction, 8 the Second
Circuit likewise held that “there is no statutory basis
for any admissibility requirement” as to requests
made under section 1782.9
Examining another aspect of section 1782’s “for
use” prong, the Eleventh Circuit considered whether
a foreign arbitration is “a foreign or international
tribunal” for the purposes of section 1782. The
court held that the arbitral panel at issue “acts
as a first-instance decisionmaker; it permits the
gathering and submission of evidence; it resolves
the dispute; it issues a binding order; and its order
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is subject to judicial review,” and “[t]he discovery
statute requires nothing more.”10 As such, the court
found that the arbitral panel met the requirements
of section 1782 and the district court was held to
have properly granted a section 1782 application for
depositions and the production of documents.11
III. FOREIGN SERVICE OF PROCESS BY SNAIL
MAIL OR EMAIL
Several district courts followed the recent trend
of allowing foreign service of process by mail. In
Tracfone Wireless, Inc. v. Bitton, the district court
explained that the Convention on the Service
Abroad of Judicial and Extrajudicial Documents in
Civil or Commercial Matters (the “Hague Service
Convention”) “is a multilateral treaty that allows
service of process of judicial documents from
one signatory state to another without the use of
consular and diplomatic channels.”12 In allowing
service by mail, the court noted that “many federal
circuit and district courts, including this Court and
others in the Eleventh Circuit, have held that Article
10(a) permits service by mail unless the recipient
State objects to this method.”13 The court found that
Canada, the country at issue in Tracfone, had made
no such objection.
In Dierig v. Lees Leisure Industries, Ltd., the
Eastern District of Kentucky recognized that the
Fifth and Eighth Circuits had reached different
conclusions regarding the propriety of service by
mail, but in the absence of settled authority in the
Sixth Circuit, opted to “follow the sound decision
reached in a number of the circuits, as well as within
this district, that the term ‘send’. . . was intended to
include service of process.”14 Thus, unless a country
has objected to service by mail, it seems increasingly
likely that a federal district court will allow such
service.

10

District courts around the country also were
increasingly willing to allow service of process by
email.15 For example, plaintiffs were allowed to
serve process via email on defendants located abroad
as an alternative means where the plaintiff showed
(1) that service by email was “reasonably calculated
to provide actual notice” to the defendant; and
(2) international agreement did not prohibit such
service.16
The first prong—whether the service was reasonably
calculated to provide actual notice—involves looking

at traditional notions of due process.17 For example,
in Facebook, the court noted that the “Foreign
Defendants rely on electronic communications to
operate their businesses.”18 Similarly, in Teller, the
court noted, “the only means of communication
between the Plaintiff and Defendant has been
electronic mail.”19
The second prong—whether international agreement
prohibits such service—requires consideration of the
applicable international agreements, if any. Some
cases noted that while the Hague Service Convention
governs service abroad in signatory countries, Article
1 states that the Convention does not apply when
the address of the person to be served is unknown.20
The court in Facebook also noted several cases
holding that the Hague Service Convention does not
expressly prohibit email service.21
Still, some courts remain unpersuaded that service
by email is appropriate without an adequate
showing that the plaintiff has attempted service
through other means before seeking to serve via
email. 22 In Kowalski, the court found that the
plaintiffs’ argument that service under the Hague
Service Convention would take too long had no
merit when the plaintiffs did not seek preliminary
relief.23 Moreover, the court noted, plaintiffs did not
put forward any evidence that they were unable to
locate the defendant.24 As such, the court declined
to exercise its discretion to authorize alternative
service.25
IV. THE TRAP OF AN INVALID OATH IN A
FOREIGN DEPOSITION
In May of last year, the district court for the
Southern District of Indiana provided litigants with
a powerful reminder to ensure a valid oath at an
international deposition.26 In McCarthy, the court
sustained the defendants’ objection to the deposition
testimony of a witness who was deposed in Italy
without the proper oath.
The defendants argued that the oath administered
to the witness failed to satisfy the requirement that a
deposition taken in a foreign country must be “before
a person authorized to administer oaths either by
federal law or by the law in the place of examination”
unless the parties stipulate otherwise.27 The court
reporter who administered the oath in question (1)
had been a court reporter for over 30 years; (2) was
a certified Registered Professional Reporter and a
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Certified Shorthand Reporter; (3) was authorized
to administer oaths in both state and federal cases
within Indiana; and (4) had provided court reporting
services for thousands of depositions in both state
and federal cases, including depositions held in
foreign countries.28 Nonetheless, being authorized
to administer an oath within a state differs from
being authorized to administer an oath by federal
law. Satisfying the latter requires that authorization
be sought from the judge.
Thus, the court noted, none of the court reporter’s
extensive credentials demonstrated that the reporter
“is ‘authorized to administer oaths by federal law,’ or
by the law of Italy.”29 As a result, the court held that
the deposition “was not conducted in compliance
with the requirements of Federal Rule of Civil
Procedure 28” and “was not a ‘lawful deposition’
such that it satisfie[d] the requirements of Federal
Rule of Evidence 804(b)(1).”30 Consequently, the
objection to admitting the deposition testimony was
sustained.
Counsel can readily address the trap of an invalid
oath by stipulating under Rule 29 that the reporter
can administer the oath and that the parties waive
any objection to the validity of the deposition based
on the oath. In conjunction with such stipulation,
a court order also can be sought that authorizes a
reporter to administer an oath in a foreign country.
V. MAINTAINING CONTROL THROUGH
FOREIGN ANTI-SUIT INJUNCTIONS
Two decisions in 2012 illustrate the willingness of
federal courts to enjoin “vexatious” foreign suits
that interfered with the ability of district courts to
adjudicate overlapping issues. In Microsoft Corp.
v. Motorola, Inc., the Ninth Circuit affirmed a
preliminary injunction issued by the Western District
of Washington that temporarily prevented Motorola
from enforcing an injunction against Microsoft
in Germany. 31 Microsoft had sued Motorola in
Washington, claiming that Motorola had breached
an obligation to license patents (including some
foreign patents) on terms that were reasonable
and non-discriminatory. While the litigation
was pending, Motorola sought and obtained an
injunction against Microsoft in Germany for
infringement under some of the same patents at issue
in the Washington litigation. Because Motorola’s
suit in Germany was deemed to have frustrated the
Washington district court’s ability to adjudicate the

patent license issues, the Ninth Circuit held that the
district court had not abused its discretion in issuing
a preliminary injunction.
The same month that Microsoft was decided, the
Southern District of New York issued an order
enjoining a litigant from further pursuing an action
abroad “that would interfere with the parties’
arbitration proceedings in New York.”32
Both the Microsoft and Travelport opinions
recognized that “[a] federal district court with
jurisdiction over the parties has the power to enjoin
them from proceeding with an action in the courts
of a foreign country, although the power should
be used sparingly.”33 A multipart test was applied
to decide whether an injunction should be issued,
starting with a determination of two threshold
requirements: “‘(1) the parties must be the same
in both matters, and (2) the resolution of the case
before the enjoining court must be dispositive of the
action to be enjoined.’”34
With those requirements met, the courts then went
on to consider a disjunctive list of additional factors,
including whether the foreign litigation would (1)
frustrate a policy of the forum issuing the injunction;
(2) be vexatious or oppressive; (3) threaten the
issuing court’s in rem or quasi in rem jurisdiction;
or (4) prejudice other equitable considerations.35 In
the Second Circuit, courts also consider whether
“adjudication of the same issues in separate actions
would result in delay, inconvenience, expense,
inconsistency, or a race to judgment.”36
Both the Microsoft and the Travelport courts found
that a number of these factors were satisfied, and
in particular that the foreign suit was a vexatious
attempt to end run litigation in another venue. For
example, in Microsoft, the Ninth Circuit disagreed
with Motorola’s contention that the German
litigation could not be deemed “vexatious” because
the German court ruled in Motorola’s favor.37 The
court noted that the definition of vexatious included
“harassing,” and such was the state of affairs when,
“in the midst of litigation over Motorola’s obligations
under Washington state contract law with respect to
a portfolio of patents that includes the two German
patents, Motorola initiated separate proceedings in
Germany to enforce those two patents directly.”38
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Similarly, the court in Travelport found that “the
Nigeria Action is vexatious.”39 Despite an agreement
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between Bellview and Travelport to resolve the
dispute in an arbitral forum, Bellview obtained a
restraining order and initiated contempt proceedings
against Travelport in the Federal High Court in
the Federal Republic of Nigeria. 40 The district
court noted that, “[a]fter initially requesting, [sic]
arbitration, Bellview now resists it and, in its briefing
papers, accuses Travelport of delay. These actions
are nothing if not vexatious.”41
Looking ahead, 2013 will be and already is another
important year for the international trial lawyer. In
March, the U.S. Supreme Court addressed the scope
of Copyright Act as to works made and legally
acquired abroad and then imported into the United
States.42 In April, the Court affirmed the judgement
of the Second Circuit dismissing a complaint against
certain foreign corporations. The Court held that
the presumption against extraterritoriality applies
under the Alien Tort Statute, and nothing in the
statute rebuts that presumption.43 And in its 20132014 term, the Court will tackle whether a court
can exercise general personal jurisdiction over a
foreign corporation based solely on service in the
forum state of an indirect corporate subsidiary.44 In
these and other cases, courts will continue to refine
the proper reach and application of U.S. law in the
shadow of globalization.
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Lawful Permanent Residents:
Citizen Aliens For Purposes of
Diversity Jurisdiction?
SEE END OF THIS ARTICLE FOR INFORMATION ON
RECEIVING 1.0 HOUR MCLE SELF- STUDY CREDITS.
By Mabel H. Weiss and J.D. Weiss
I.

INTRODUCTION

Lawful permanent residents (“LPRs”) of the
United States have many of the same rights
and responsibilities as U.S. citizens. They are
permitted to stay and work in the U.S. indefinitely.1
Additionally, they are required to sign up for
military selective service, 2 and pay federal income
tax on their worldwide earnings. 3 As the Ninth
Circuit observed, “lawful permanent resident aliens
are the most favored category of aliens admitted to
the United States. They have the most ties to the
United States of any category of aliens.”4
Given their close ties and connections to the United
States, should federal courts deciding issues of
diversity jurisdiction treat LPRs as aliens or citizens
of the states in which they are domiciled? This
article explores how the courts and Congress have
grappled with the treatment of LPRs for diversity
purposes.
II. HISTORY OF ALIENAGE JURISDICTION
A United States citizen has the citizenship of the
state in which he or she is domiciled for the purposes
of diversity jurisdiction. 5 The courts take a different
approach with “aliens.” For most of U.S. history,
courts have treated individuals that were not citizens
of the U.S., including LPRs, as “aliens,” and not
citizens of any state, regardless of their residence or
immigration status.6 Federal courts have long held
that one must first be a U.S. citizen to be a citizen of
a particular state for diversity purposes.7

14

The U.S. Constitution provides that the judicial
power of the United States shall extend to
controversies “between a State, or the Citizens
thereof, and foreign States, Citizens or Subjects.”8
In Federalist No. 80, Alexander Hamilton explained
the rationale for authorizing federal courts to have
jurisdiction over aliens: “[a]s the denial or perversion
of justice by the sentences of courts, as well as in any

other manner, is with reason classed among the just
causes of war, it will follow that the federal judiciary
ought to have cognizance of all causes in which the
citizens of other countries are concerned.”9 The first
Congress, in drafting the Judiciary Act of 1789 and
establishing the federal judiciary pursuant to Article
III of the Constitution, granted the federal courts
jurisdiction over suits “where an alien is a party; or
the suit is between a citizen of a state where the suit
is brought, and a citizen of another state.”10
In the early 19th century, the U.S. Supreme Court
found that the Judiciary Act’s authorization of
suits involving only aliens was unconstitutional.11
Congress responded to the Court by amending the
Judiciary Act in 1875 to mirror the language of the
Constitution.12
While the Constitution requires only minimum
diversity,13 which is met when at least one plaintiff
is diverse from at least one defendant, courts have
long held that the complete diversity requirement
applies in cases involving aliens. The presence of
alien plaintiffs and alien defendants is generally
fatal to the federal courts’ jurisdiction.14 Congress,
however, has carved out some exceptions to this
complete diversity rule. For example, Congress
permits federal courts to have jurisdiction over
disputes between citizens of different states
regardless of whether aliens are additional parties
as both plaintiffs and defendants.15
III. THE 1988 AMENDMENT TO THE
JUDICIARY ACT
In 1988, Congress enacted the Judicial Improvements
and Access to Justice Act (“Act”).16 This law added
the following “hanging paragraph” to the end of
28 U.S.C. 1332(a), causing great confusion in the
courts:
For the purposes of this section. . . an alien
admitted to the United States for permanent
residence shall be deemed a citizen of the
State in which such alien is domiciled.17
An examination of the Act’s legislative history
reveals that one of its main purposes was to ease
the burden on the federal courts by limiting their
jurisdiction. For example, Congress originally
considered abolishing the federal courts’ diversity
jurisdiction, but eventually settled on raising the
amount in controversy requirement from $10,000
to $50,000. This change was calculated to reduce
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the federal courts’ diversity docket by 40 percent.18
However, the language regarding LPRs was added
to the bill late in the legislative process, and there is
very little legislative history regarding its meaning.19
Assuming Congress intended to further reduce the
burden on federal courts by eliminating jurisdiction
for suits between LPRs and citizens domiciled in
the same state, the revision was inartful. The literal
reading of the Act’s language suggests that Congress
intended to expand the federal courts jurisdiction, as
explained below. Indeed, one could read this statute
as authorizing the federal courts to adjudicate
disputes solely between LPRs domiciled in different
states, which would be unconstitutional because it
would permit jurisdiction over suits involving only
aliens. The language of the statute may also suggest
that Congress intended to eliminate the complete
diversity requirement in cases involving aliens and
allow federal courts to hear non-resident aliens’
cases against groups of defendants consisting of
both LPRs and citizens.
There have been three interpretative approaches to
the resident-alien provision in the 1988 amendment
to the diversity statute.
A. Interpretation One: Lawful Permanent
Residents Retain their Foreign Citizenships
One of the first courts to interpret the 1988
amendment to the diversity statute was the United
States District Court for the District of Hawaii in
Arai v. Tachibana. 20 A Japanese corporation and
a citizen of Japan brought this case in 1991 against
a Hawaiian corporation and two LPRs domiciled
in Hawaii. 21 The court rejected the literal reading
of the 1988 amendment—whereby the two LPRs
domiciled in Hawaii would be deemed citizens of
Hawaii and the court would have jurisdiction over
the dispute between aliens and citizens of Hawaii.
Instead, after reviewing the legislative history, the
court asserted that an interpretation of the diversity
statute that reduces, rather than expands, diversity
and alienage jurisdiction best serves the general
purpose of the Act. 22
Additionally, although it would have been
constitutional for the court to exercise jurisdiction
over the Arai case because the presence of the
Hawaiian corporation provided minimal diversity,
the court eschewed the literal interpretation of
the statute because it was sensitive to the danger

of interpreting the statute in a manner that would
make it unconstitutional in other contexts. 23
Finally, the Arai court reasoned that it should not
infer such a radical departure from the status quo
without a clear signal of congressional intent. 24
For the above reasons, the court held that LPRs
should be regarded as aliens for diversity purposes,
and dismissed the case for lack of subject matter
jurisdiction. 25
Many courts embraced Arai’s interpretive approach
to the 1988 amendment to the diversity statute. 26
Moreover, at least one appellate court, the D.C.
Circuit, adopted this approach. 27
B. Interpretation Two: Lawful Permanent
Residents Deemed Citizens of the State in
which They Are Domiciled
The Third Circuit interpreted the 1988 amendment
to the diversity statute in Singh v. Daimier-Benz
AG, a 1993 case involving, as plaintiff, the estate of
an LPR domiciled in Virginia, and, as defendants, a
nonresident alien and a Delaware corporation with
its principal place of business in New Jersey. 28 The
court examined the 1988 amendment to the diversity
statute and found that the language was “plain” and
that there was “no ambiguity in the language.”29
According to the Third Circuit, the provision
represented a “straightforward congressional
direction” that a permanent resident alien is deemed
to be a citizen of the state where he is domiciled, not
of his native nation.30
The Singh court conceded that the House Report on
the Act expressed concerns about the delay caused
by overloaded federal dockets. However, the court
dismissed the significance of that legislative history
since the LPR provision was not in the House
version of the bill. 31 The Singh court also read the
legislative history of the final version of the bill
as aiming to broadly improve the judiciary rather
than to purely reduce the federal courts’ dockets by
limiting diversity jurisdiction. 32 Consequently, the
court did not find the LPR provision at odds with
Congress’ intent.33
The court determined that even though there
was a “possible unintended effect of permitting
a permanent resident alien to invoke diversity
jurisdiction when that party could not have done
so before the amendment,” this potential effect
was “not sufficient reason for us to torture or limit
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the statutory language.”34 The Third Circuit also
posited that Congress is free to define citizenship for
diversity purposes, as it did in 1958 when it provided
that corporations were citizens of both their place of
incorporation and their principal place of business.35
The court dismissed the constitutional concerns
because no possible unconstitutional application
of the statue was before it due to the presence of
minimal diversity.36
Under the Third Circuit’s literal reading of the
statute, LPRs are treated as citizens of the states
in which they are domiciled. This has the effect
of eliminating the complete diversity requirement
in cases involving aliens and has the potential of
authorizing federal courts to exercise jurisdiction
over disputes that are solely between aliens—in
violation of the Constitution.
C. Interpretation Three: Lawful Permanent
Residents Deemed Both Aliens and
Citizens of the States in which They Are
Domiciled

16

In the 2006 case of Intec USA, LLC v. Engle, the
Seventh Circuit found a middle ground. 37 The
plaintiff was a limited liability company with an
LPR as a member, who was domiciled in North
Carolina and was a citizen of New Zealand. 38 The
defendants were several aliens, many of whom were
citizens of New Zealand. 39 In Intec, the Seventh
Circuit took the position that the 1988 amendment
to the diversity statute required treating LPRs as dual
citizens for diversity purposes because they adopted
the citizenship of the states in which they were
domiciled but also retained their alien citizenships.40
This interpretation had the result of defeating federal
jurisdiction in Intec and in most other cases in which
aliens are involved.41 However, in some cases, the
Intec court’s approach would have the effect of
expanding federal jurisdiction. The Seventh Circuit
provided the example of a case involving an LPR
plaintiff with a Mexican nationality domiciled in
California, and two defendants: a citizen of New
York and a non-resident alien citizen of Canada.42
Since the LPR plaintiff is both an alien and a citizen
of California under the Seventh Circuit’s approach,
there would be jurisdiction under 28 U.S.C. 1332(a)
(3), which provides for jurisdiction over disputes
between “citizens of different States and in which
citizens or subjects of a foreign state are additional
parties.”43

IV. FEDERAL COURTS JURISDICTION AND
VENUE CLARIFICATION ACT OF 2011
In 2011, Congress mooted the aforementioned
split of authority by passing the Federal Courts
Jurisdiction and Venue Clarification Act of 2011
(“Clarification Act”).44 The Clarification Act
eliminated the hanging paragraph regarding
LPRs that was inserted in 1988. It also added the
following language to the end of 28 USC 1332(a)(2),
the alienage jurisdiction provision:
[E]xcept that the district courts shall
not have original jurisdiction under this
subsection of an action between citizens
of a State and citizens or subjects of a
foreign state who are lawfully admitted for
permanent residence in the United States
and are domiciled in the same State. 45
These changes appear to effectuate the purposes
that Senator Heflin originally articulated for the
1988 amendment, which were to eliminate federal
jurisdiction in suits between residents of the same
state when one party is an LPR, but not to expand
the federal courts’ jurisdiction in any way. Congress
validated the approach announced by the District
of Hawaii and adopted by the D.C. Circuit, and
rejected the Third and Seventh Circuits’ views.46
Although the 2011 Clarification Act does not
conclusively determine what Congress’ intent was
in drafting the 1988 Amendment, evidence suggests
that Congress, in the Clarification Act, intended to
elucidate what it meant to do in 1988, rather than
to create a new policy. A House Report notes that:
Section 101 of the [Clarification Act
will] thus achieve the goal of modestly
restricting jurisdiction, which Congress
sought to accomplish when it first enacted
the resident alien proviso, and would
avoid the threat of the expansion of
jurisdiction now posed by the proviso. 47
Moreover, at least one court has explained that “[a]
lthough the 2011 Congress’s actions may not, on
their own, conclusively determine what the 1988
Congress meant to do, the implication of these
statutory changes is noteworthy.”48
In hindsight, the interpretive approach of the District
of Hawaii and the D.C. Circuits was probably the
strongest of the three proffered interpretations,
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resting on (1) a valid reading of the legislative
history, (2) the cannon suggesting that statutes
should be interpreted in a manner that prevents
their unconstitutional application and (3) the canon
discouraging major changes from the status quo
without clear instruction from Congress. The
Clarification Act embraced this interpretation, and
it will govern going forward. Therefore, federal
courts sitting in diversity jurisdiction will treat LPRs
as aliens.
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PRECLUSION IN IHE CONTEXT OF
INTERNATIONAL COMMERCIAL
ARBITRATION: A PRACTICAL
APPROACH*
By Sabrina Lohr-Schmidt
The popularity of arbitration as a means for resolving
international commercial disputes has increased
dramatically in recent decades.1 As our world
becomes increasingly globalized and interconnected,
international arbitration may increasingly take
center stage. Although international commercial
arbitration resembles commercial litigation before a
domestic court in many respects, it is also less formal
and allows parties to avoid extensive discovery
and the risks of appearing before a potentially
biased, back-logged or incompetent local court. 2
Additionally, arbitral agreements and awards are
more easily and reliably enforced in foreign states
than forum selection clauses or foreign state court
judgments, and the generally confidential nature of
arbitral proceedings protects business secrets and
“facilitate[s] settlement by reducing opportunities
and incentives for public posturing.”3
However, the process is not without its faults. The
lack of a detailed procedural code and a sovereign
decision-maker may permit party misconduct or
create opportunities for an even greater range of
procedural disputes between parties.4 Even more
significantly, poorly written arbitration clauses often
result in multiple proceedings regarding both the
enforceability of the clause itself and the merits of
the parties’ dispute. 5 Particularly problematic are
situations in which parties commence proceedings
before a national court, either to litigate the validity
of an arbitration agreement or the merits of a dispute,
with the losing party then bringing the same case
before a private international tribunal. This article
is aimed at helping both practitioners and the general
international legal community to resolve some of the
issues associated with such multiple proceedings.
I.

BACKGROUND

Historically, international tribunals did not
recognize objections based on litigation initiated
in state courts that operated to deprive them of
jurisdiction. 6 However, modern international
tribunals do acknowledge to some extent the

preclusive effects of state court proceedings. The
policies of fairness and efficiency apply with equal
force in both domestic and international settings.
Multiple proceedings “draw heavily on scarce
judicial resources, carry the risk of legal havoc [due
to inconsistent judgments] . . . and place an undue
burden on some or all of the parties due to increased
litigation expenses and reduced legal certainty.”7
Furthermore, an arbitral tribunal’s failure to accord
a prior valid judgment’s preclusive effect may render
a resulting award subject to enforceability challenges
in multiple jurisdictions. 8 Although state court
decisions are not legally binding on international
tribunals, there are many good reasons for an arbitral
tribunal to defer to such judgments, including that
“the local courts are best placed to appreciate all
the relevant considerations of fact and law in the
State concerned,” and state court decisions should
be granted a very broad “margin of appreciation.”9
The same doctrines of preclusion that are applied
in domestic proceedings have been used by
international tribunals to prevent the same claimant
from bringing the same claim against the same
respondent.10 Many experts believe that cases where
parties have previously sought a court determination
of arbitrability by moving to compel or stay
arbitration are situations in which it would make
sense to apply the doctrine of collateral estoppel.11
However, other experts take the view that state
courts are not competent to decide the validity of
an arbitral agreement over which an international
commercial tribunal could also claim jurisdiction,
and must instead refer the case to the said tribunal.12
II. ASSERTING THE DEFENSE OF PRECLUSION:
SOME CONSIDERATIONS
What specific criteria do, or should, international
arbitral tribunals consider in deciding whether
or not a domestic court proceeding is entitled to
preclusive effect? There is no simple answer, as
legal experts in the field and prior tribunals have
taken different approaches towards answering this
question. There are, however, several requirements
that appear regularly in both secondary literature
and in arbitral proceedings.
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A. The Case Pending Before A State
Court Must Satisfy The Same Identity
Requirement
Most modern authorities require that at the very
least the controversy at issue passes the so-called
“triple-identity test,” meaning that the subject
matter, the cause of action (including the relief
sought) and the parties must be the same in both the
local court dispute and the international arbitration.
A strict application of the test by arbitrators sitting
on an international tribunal, where there is often
no opportunity to join parties or stay parallel
proceedings, can have harsh results at odds with
the policies underlying preclusion doctrine. It has
been suggested that arbitral tribunals follow a more
flexible approach with a focus on the underlying
nature of a dispute and not its formal classification,
particularly in the context of investment treaty
claims against states where it is particularly
difficult for the respondent to prove identity.13 The
dissent in the “Camouco” Case14 followed such an
approach, noting that “shortly after the appeal [with
the French court] was filed and whilst it was still
under consideration, an application was made to
this Tribunal on the same point. . . . This situation
is surely undesirable and not to be encouraged. It
smacks of ‘forum hopping’ and hardly makes for the
efficient administration of justice.”15

20

The World Intellectual Property Organization
(WIPO) tribunal has followed a similar approach
focusing on the intent of the claimant to engage
in forum shopping and evade an unfavorable state
court judgment. In Case No. D2007-1597,16 the
complainant commenced three separate court actions
against the respondent. The WIPO administrative
panel noted that “[s]trictly speaking none of the
judicial opinions in the three lawsuits brought by
Complainant is res judicata and thus binding upon
the Panel. . . . Nevertheless in this, a subsequent
administrative proceeding between the same parties
involving very similar and sometimes overlapping
subject matter, the Panel, a private individual
operating within a very limited brief, owes great
deference to all three judges’ determinations, even if
they be only advisory in nature or of interim effect.”17
The Panel noted that the evidentiary record in all
three proceedings was more elaborately developed
than in the current case, in which testimony and
oral argument had been disposed of for the sake of
expediency, and that prudence and policy supported
such an approach:

As Complainant began this proceeding
only after commencing three lawsuits,
the Panel finds it difficult not to conclude
that Complainant did so either for tactical
advantage in court, as one part of a much
broader dispute between the parties, or
hoping to find a friendlier audience than the
three judges who have ruled against him. . . .
the Panel ought not to assist a party that
first selected the courts by offering him a
third or fourth bite at the same cherry.18
Despite the obvious advantages of employing a
flexible approach to the triple-identity requirement,
most arbitrators do indeed favor a fairly strict
application of the test. In ICC Case No. 10947,19 a
dispute arose out of an agreement between parties
“B” and “C.” Claimant “A” was the subrogated
insurer of C. The respondent in the action, “B,”
argued that the arbitral proceedings should be
stayed because B’s reinsurer “H” had already filed
a lawsuit in Ecuadorian court for a declaration that
the arbitration clause in the contract between B
and C was null and void. Specifically, B asserted
that the issue in both the arbitration and the court
proceedings (i.e., the validity of the arbitration
clause) was the same, and furthermore there was
no practical difference between the parties to the
lawsuit and the parties to the arbitration, because
both H and A stood in the shoes of their insured via
the principle of subrogation. 20
The tribunal addressed each point in turn. As to
the first point, the tribunal found that there was
no identity of cause, because even though the same
issue arose in the domestic suit as in the arbitral
proceedings, that issue was not the focal point of
the lawsuit but merely a preliminary jurisdictional
challenge in the arbitral proceedings. As to the
second point, the tribunal found that the parties
to the lawsuit and the parties to the arbitral
proceedings were not identical because as reinsurers,
A and H lacked a “direct contractual link” to B and
C, although the tribunal admitted that they were
closely related. 21 Similarly, in issuing an interim
award, 22 the tribunal found that several cases filed
by the claimant before Indian courts against the
respondent’s guarantor bank did not act as a waiver
of the claimant’s right to bring the proceedings
before the tribunal, because while the identity of
claims requirement was met, the respondent in the
cases pending before the Indian courts was not
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legally or technically identical to the respondent in
the arbitral proceeding. 23
B. The State Court Must Be The Forum First
Seized
Which forum is first seized of the dispute is always
an important factor for tribunals deciding whether
the domestic court is entitled to priority. 24 In Partial
Award of 1986 in Case No. 4862, 25 a tribunal
convened under the auspices of the ICC refused
to grant proceedings pending in the Commercial
Court of the Y.A.R. preclusive effect. The arbitral
tribunal considered the fact that the tribunal was
seized five months before the initiation of the court
proceedings critical in denying the respondent’s
preclusion argument. Similarly, in ICC Case No.
10947, 26 the tribunal found that although the filing
of the lawsuit preceded the filing of the request for
arbitration, under ICC rules, the Ecuadorian court
had not been seized in a legal sense until after the
arbitration had commenced, and thus denied the
Ecuadorian court jurisdiction.
C. Both Claimant And Respondent Must
Have Been Afforded Due Process In The
Domestic Proceeding
Although the specifics of what “due process” means
in the context of international commercial law are
unclear, at a minimum, the domestic court must have
afforded parties to the arbitral process proper notice
of the litigation and treated them without prejudice.
Additionally, circumstances must not have changed
in a way since the domestic proceeding was filed that
to reject the request for arbitration would prejudice
the party requesting arbitration.
In ICC Order No. 5 of 2 April 2002, 27 the respondent
filed a limited answer arguing that the tribunal was
precluded from granting the requested relief because
a New York court had already denied the same to
the claimant in a prior proceeding. The basis of the
respondent’s defense was that since this new request
for arbitration was between the same parties, was
based on the same facts, and was commenced to
obtain the same relief as in the domestic litigation,
the claimant was precluded from re-arguing its case
before the ICC.
In making its decision, the tribunal noted that
relevant policies such as judicial efficiency and
procedural economy outweighed any risk of
prejudice to the applicant under the circumstances.

“There is no sufficient protective interest on the part
of the applicant if the request is the same, the facts
and evidence relied upon are essentially the same,
the legal tests to be applied in deciding the matter
are the same, and the principles of due process were
observed in the first proceedings.”28 Accordingly,
the tribunal denied the claimant’s request for
arbitration. Importantly, the tribunal noted that its
jurisdiction may not have been precluded had the
claimant successfully pleaded changed circumstances
between the conclusion of the New York case and
the time at which it filed its request for arbitration. 29
In the “Camouco” Case, dissenting Judge Vukas
also noted that changed circumstances might be an
important factor in rejecting the jurisdiction of a
state court: “[I]n the present case, I do not see any
reason for addressing the Tribunal 100 days from
the time of detention of the Camouco. There were
no new circumstances in respect of either the vessel
or the Master at the time of the action by Panama in
January 2000. Moreover, it is logical to expect that
the appeal pending before [the French court] should
be resolved soon, and that the decision of the French
court will contain different conclusions from those
in the Judgment of the Tribunal. . . . It is impossible
to foresee all the complications resulting from two
different judgments.”30
Likewise, in Telenor Mobile Communications v.
Storm LLC, 31 the tribunal denied the state court
proceedings preclusive effect because doing otherwise
would clearly be unfair to the claimant. The
respondent’s defense alleged that the tribunal should
dismiss Telenor’s claim because the Kyiv Commercial
Court (in front of whom Storm commenced a lawsuit
in 2005) had declared a shareholders’ agreement,
including its arbitral clause, invalid under Ukranian
law. Alternatively, Storm alleged that Telenor had
waived the arbitration provision of the shareholders’
agreement by failing to raise that defense in the
Ukranian court proceedings.32
In finding that it still had jurisdiction over the dispute,
the tribunal first noted that Telenor had no notice of
the Ukranian proceedings until after the order was
affirmed by the Ukranian appellate court, because
Telenor had not been made a party to the original
proceedings. Furthermore, “the record showed that
the Ukranian courts had never adequately addressed
the severability of the arbitration clause from the
rest of the Shareholders Agreement, or the separate
validity of the arbitration clause. Indeed . . . none
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of the reasons assigned by the Ukranian courts for
invalidating the Shareholders Agreement applied to
the arbitration clause.”33
D. Other Factors
Sometimes, a tribunal will proceed by examining
the actions of the parties to determine whether the
underlying arbitration agreement has been deprived
of validity. In Dalmia Industries v. Nat’l Bank of
Pakistan, 34 the respondent Pakistani bank objected
to the tribunal’s jurisdiction on the basis of two
suits currently pending in the High Court of West
Pakistan (the first introduced by the complainant
and the second by the respondent after the arbitral
tribunal was convened). With respect to the
respondent’s objection, the arbitrator noted that
“the [respondent] was remarkably slow in putting
[this defense] forward and acting accordingly.”35 If
the respondent truly felt that a Pakistani court was
the proper forum in which to protect its interest,
“it could have acted a long time earlier, and was
certainly under no legal compulsion to institute
[the second suit] at the exact date it chose. . . . The
sequence of events tends to show beyond reasonable
doubt that the [respondent’s] decision to institute
this suit was essentially another tactical move to
gain time and slow down or paralyse the arbitration
proceedings.”36 Furthermore, even after instituting
the second lawsuit in Pakistani court, the defendant
had not acted in accordance with this theory that the
pendency of the state court suits had deprived the
tribunal of its jurisdiction: “Far from considering the
arbitrator as ‘functus officio’ after [the institution of
the second suit], the defendant submitted to
him . . . various proposals and suggestions. Had
these suggestions been accepted by the arbitrator,
the defendant would not, in all probability have
raised its ‘new objection.’”37
III. THE NEW YORK CONVENTION MUST BE
AMENDED
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As globalization progresses and international
arbitration becomes an even more common
mechanism by which to resolve commercial
disputes, parallel proceedings between state courts
and arbitral tribunals will also continue to increase.
Furthermore, the cross-boundary nature of
international commercial arbitration results in even
greater incentives for forum shopping, partially due
to the bias against the foreign party to litigation in a
domestic proceeding.

Unfortunately, international commercial arbitration
is still in too much of a nascent stage to ascertain
any absolute rules as to how arbitrators tend to deal
with jurisdictional challenges based on litigation
in state courts. Although the situation is slowly
improving, many arbitral tribunals are still quick to
deprive state courts of what should be, in many cases,
legitimate control over disputes of which they are
first seized.38 In evaluating state court preclusion of
arbitral proceedings, arbitrators must uniformly mind
the policies of fairness and efficiency that underlie
preclusion doctrines, rather than adhering to overly
inflexible rules and elevating form over substance.
However, there is still a need for a cohesive legal
framework by which to coordinate the currently
fragmented international arbitral system with all
participating state courts. The obvious and most
ideal solution to the problem caused by proceedings
in multiple jurisdictions would be to amend the New
York Convention39 to state clear and definite rules
that both states and international tribunals would
be obligated to follow. While it is true that the New
York Convention is binding on nationals and not
arbitral tribunals per se, if the New York Convention
applies to the lex loci arbitri then it must be taken
into account by tribunals seated in participating
states as well. Since the New York Convention has
been signed by a majority of UN member states, it
will be binding on almost all arbitral tribunals.
Article II3 of the New York Convention requires that
a state court must refer a case for arbitration at the
request of a party unless it finds that the arbitration
agreement is “null, void, inoperative, or incapable
of being performed.” The legislative history of
Article II 3 makes clear that if a party does not
invoke the arbitration agreement during state court
proceedings, the state court may hear the case and
subsequent international tribunals should decline
jurisdiction.40 However, neither Article II3 nor any
other provision in the New York Convention states
when is the latest a party may invoke the arbitration
agreement without having waived its right to
arbitrate.41 The vague wording is problematic in
other respects as well—it is unclear how the words
“null, void, inoperative, or incapable of being
performed” should be construed.42 Additionally,
Article II3 gives little guidance as to how a court
or tribunal should deal with a controversy that has
already seized a different jurisdiction. Should state
courts refuse to enforce awards by international
tribunals that proceeded to judgment in the face of a
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decision by a different state courts that the arbitral
agreement itself is invalid? In what countries and to
what level of review should a claimant in state court
proceed before he can no longer initiate the process
of arbitration?
Albert Jan van den Berg, a leading expert in
international commercial arbitration,43 suggests
amending Article II 3 to embrace the following
grounds on which a state court might refuse to refer
a case to arbitration: (1) where the other party has
requested the referral subsequent to the submission
of its first statement on the substance of the dispute
in the court proceedings; (2) there is no valid
arbitration agreement under the law of the country
where the award will be made; or (3) arbitration of
the dispute would violate international public policy
as prevailing in the country where the agreement
is invoked.44 However, this proposed amendment
does little to solve the problem of proceedings in
multiple jurisdictions. Any amendment to the New
York Convention must clearly define under what
circumstances litigants may challenge the validity
of an arbitral agreement in state court, as well as
contain a strict prohibition on the courts or tribunals
seated in any other contracting state from claiming
jurisdiction over the same controversy once litigation
has been initiated. This would prevent any one
party from deliberately delaying the arbitral process
by first instituting litigation in the least expeditious
court with ties to the controversy.
It has been suggested that the Convention be amended
to grant exclusive jurisdiction to the courts of the
seat of arbitration, in effect providing for an anti-suit
injunction barring any other courts from addressing the
issue.45 While this approach does not preclude parties
from resorting to the courts on the issue of arbitral
jurisdiction, it harmonizes early court resolution with
the choice of the parties’ arbitral seat.46 However, this
solution remains subject to problems when the arbitral
seat is unknown, and it might block courts from
addressing arbitral agreements even involving citizens
of that state.47
Finally, either the Convention or the United
Nations Commission on International Trade Law
(UNCITRAL) model rules should be amended
to state when international tribunals themselves
must decline jurisdiction over a dispute—perhaps
based upon the identity requirements and due
process considerations mentioned previously. While
intellectually arbitral tribunals may in theory be

aloof and independent entities, the reality is that the
unpredictability due to the lack of a stable framework
both harms the legitimacy of international tribunals
and discourages participation in the system.48 It is
only by integrating with national courts—rather
than its current embodiment in sundry self-contained
systems that are only in theory supreme to state
laws—that international commercial arbitration as
a whole can continue to grow as a central institution
in the international legal world.
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Business, Human Rights and
the Legal Profession: Putting
Principles into Practice
By Antony Crockett
I.

INTRODUCTION

This article introduces the Guiding Principles
on Business and Human Rights (the “Guiding
Principles”)1, referred to in many circles as the
“Ruggie Principles,” and comments on their
practical relevance for the legal profession. The
first part of this article includes a short history of
the Guiding Principles and very briefly summarizes
their content. The second part considers some of
the steps taken by governments, the private sector
and the legal profession in response to the Guiding
Principles, all of which suggest that the Guiding
Principles are likely to be of increasing relevance in
practice.
II. HISTORY AND CONTENT OF THE GUIDING
PRINCIPLES
The Guiding Principles are the product of six years
of work led by Professor John Ruggie, who is a
Professor of International Affairs at the Harvard
Kennedy School. Professor Ruggie had previously
played a leading role in developing the UN Global
Compact and in 2005 was appointed Special
Representative of the UN Secretary-General on the
issue of human rights and transnational corporations
and other business enterprises. In this role, Professor
Ruggie was given a broad mandate by the Human
Rights Council to “identify and clarify standards
of corporate responsibility and accountability with
regard to human rights and to elaborate on the role
of State regulation in this area, including through
international cooperation.”2

26

Professor Ruggie sought to impose conceptual
order on this task by constructing a policy
framework comprised of “three pillars”: (1) States
have a legal duty to protect against human rights
abuses perpetrated by third parties, including
business enterprises; (2) business enterprises have
a responsibility to respect human rights; and (3)
victims of business-related human rights abuse must
be able to access effective remedies.3 In 2008, the
UN Human Rights Council welcomed this “protect,
respect and remedy” framework, extending Professor

Ruggie’s appointment as Special Representative for
a second three-year period so that he could develop
detailed recommendations on how to practically
implement this framework.
The Guiding Principles consist of 31 principles
(“GPs”) in total, organized in three sections reflecting
the three pillars of the “protect, respect and remedy”
framework. The first section (GPs 1-10) emphasises
the state duty to protect human rights and elaborates
on the ways in which governments can ensure that
the activities of business enterprises do not infringe
human rights, including through policy, legislation
and adjudication. The second section (GPs 1124) defines the scope and nature of the corporate
responsibility to respect human rights. The third
section (GPs 25-31) includes recommendations on
improving access to remedies for victims of businessrelated human rights abuse. Each Guiding Principle
is accompanied by a detailed commentary.
Of particular note, GP 11 states that “[b]usiness
enterprises should respect human rights. This
means that they should avoid infringing on
the human rights of others and should address
adverse human rights impacts with which they are
involved.” The commentary to GP 11 explains that
the responsibility to respect human rights applies
to all business enterprises wherever they operate,
and that this responsibility exists “over and above
compliance with national laws and regulations
protecting human rights.” The commentary to
GP 11 includes a recommendation that business
enterprises implement internal policies and processes
to ensure respect for human rights, including
by undertaking human rights due diligence and
establishing grievance mechanisms.
In 2011, the Guiding Principles received the
unanimous endorsement of the Human Rights
Council, and they have largely been welcomed by the
business community and other stakeholder groups.
The support which the Guiding Principles have
enjoyed is frequently contrasted with the failure of
the Norms on the Responsibilities of Transnational
Corporations and Other Business Enterprises
with regard to Human Rights (the “UN Norms”),
which were drafted by a working group of the SubCommission on the Promotion of Human Rights.
The UN Norms sought to define international legal
obligations of transnational corporations and other
business enterprises with regard to human rights.4
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The UN Norms did not receive the support of
governments or the business community.
Despite the very widespread support for the Guiding
Principles, critics have continued to argue that the
Guiding Principles represent a “failed approach”
because they are voluntary and that binding rules
are required. 5 However, it is important that the
Guiding Principles are understood within the context
of Professor Ruggie’s initial mandate. Professor
Ruggie was not tasked with crafting a treaty on
business and human rights and his mandate included
express limitations, reflecting the opposition from
governments and private sector organizations to
having binding legal standards. Although the
Guiding Principles (in and of themselves) do not
create new international law obligations, they have
spawned a range of instruments and initiatives,
including domestic legislation in a number of
jurisdictions. As a result, the Guiding Principles are
likely to have an important impact in practice.
III. PUTTING PRINCIPLES INTO PRACTICE
It is well understood that “soft law” instruments,
such as the Guiding Principles, may pave the way for
the adoption of “hard law” (i.e., binding law) in the
future.6 Indeed the current trend of implementation
activities shows that the Guiding Principles have
already influenced legislators and policy makers. In
the longer term, the Guiding Principles will likely
influence the development of international law.
The remainder of this section focuses on recent
developments at a domestic or regional level, which
are most immediately relevant for practitioners.
Following the endorsement of the Guiding Principles
by the Human Rights Council, the European
Commission called on all EU Member States to
develop national plans for implementation of the
Guiding Principles. More recently, the legal affairs
committee of the European Parliament has called
on the Commission to develop effective access to
remedies for victims of human rights violations
resulting from activities of EU companies outside
the EU, including by improving access to courts in
EU Member States.
Various EU Member States are at an advanced
stage in developing national plans. For example,
the Dutch government is carrying out a review to
assess whether policies across various ministries are
aligned with the Guiding Principles. The British

Government is also expected to announce a national
strategy in the first-half of 2013, and has already
announced its intention to introduce a human rights
reporting requirement for quoted companies.
The U.S. government has also taken steps to address
human rights concerns associated with the operations
of U.S. business enterprises. For example, due to
lingering concerns about the human rights situation in
Burma (Myanmar) the Office of Foreign Assets Control
announced that U.S. persons making new investments
in excess of $500,000 and pursuant to General License
17 to the Burmese Sanctions Regulations7 must submit
an annual to report to the State Department including
(1) information regarding the investor’s policies and
social risk assessment, community engagement and
mechanisms for hearing grievances from employees
and local communities; (2) details of any arrangements
with security service providers; and (3) information
on steps taken to assess and mitigate adverse human
rights impacts.8 Further, the Securities and Exchange
Commission has adopted rules requiring annual
disclosures regarding the use in manufacturing of
“conflict minerals” sourced from and around the
Democratic Republic of the Congo.9 California has
also enacted a law requiring retail and manufacturing
businesses to disclose information regarding the
steps they have taken to ensure that forced labor and
human trafficking are not present in supply chains.10
And President Obama issued an Executive Order11
mandating amendments to the Federal Acquisition
Regulation in order to prohibit contractors to the US
government and their subcontractors from engaging
in certain trafficking-related activities, which will
require contractors and subcontractors to maintain
compliance plans during the performance of any
government contract or subcontract.
Leading corporations have also taken steps to review
their internal policies to ensure alignment with the
Guiding Principles.12 Lawyers have been playing,
and can continue to play, key roles in relation to such
reviews. Two areas in particular where lawyers can
make a very important contribution to the effective
implementation of the Guiding Principles include
(1) assisting their clients to draw up human rights
policies and due diligence processes compatible with
existing corporate governance arrangements and with
applicable laws; and (2) advising on the design and
implementation of effective non-judicial grievance
mechanisms. The increasing volume of law firm
marketing material on business and human rights
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topics shows that many lawyers have already identified
new professional opportunities in this area.13
Law firms have also begun to consider the implications
of the Guiding Principles for their own operations. As
business enterprises in their own right, law firms have
a responsibility to respect human rights. Significant
time and resources are being invested by a number of
international law firms in developing their own policies
and strategies in response to the Guiding Principles.14
Although these efforts remain at an early stage, they
indicate that law firms have realized that the Guiding
Principles and the wider business and human rights
agenda give rise to issues that are of fundamental
importance to the legal profession.

‘Protect, Respect and Remedy’ Framework, U.N.
Doc. A/HRC/17/31 (March 21, 2011).
2

Human Rights Council Res. 8/7, Mandate of the
Special Representative of the Secretary-General
on the Issue of Human Rights and Transnational
Corporations and Other Business Enterprises, 28th
Meeting, A/HRC/RES/8/7 (June 18, 2008).

3

John Ruggie, Protect, Respect and Remedy: A
Framework for Business and Human Rights, U.N.
Doc A/HRC/8/5, at 4 (April 7, 2008).

4
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Joe W. Pitts III, Business, Human Rights & the
Environment: The Role of the Lawyer in CSR &
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479, 486 (2008).
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31 C.F.R. § 537.311 (2012).
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For a draft version of the reporting requirements,
which at the time of writing, remain subject
to public comment and notice procedures,
see Reporting Requirements on Responsible
Investment in Burma (July 11, 2012), http://www.
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pdf.
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IV. CONCLUSION
The Guiding Principles are making an impact on
government policy and legislation in numerous
jurisdictions, including the U.S. and the EU, and
they are likely to influence the development of
international law in years to come. The fact that
business enterprises are investing resources in
implementing the Guiding Principles also indicates
that business and human rights issues are being
taken seriously in the private sector. Equally, steps
taken by law firms in response to the Guiding
Principles—such as initiatives to develop human
rights policies, together with externally-focused
marketing activities—indicate an expectation that
advising business clients on human rights issues will
become an essential part of legal practice.
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Rethinking Patent Law In The
Wake of The Global Smartphone
Patent War
By Celeste C. Yang
I.

INTRODUCTION

It is well recognized that the purpose of patent law
is to promote progress of science and innovation.
However, high-tech companies have long been
practicing a patent strategy that is likely to result
in an outcome contrary to this purpose. The effect
of this patent strategy is particularly evident in the
recent global patent litigations in the smartphone
industry. Specifically, companies are spending
large amounts of money for patents that they do
not necessarily need. Instead of buying patents to
improve their core technology, companies are buying
patent portfolios solely to allow them to bring
counterclaims in patent litigation. Patents are not
valued based on their true core value to the society
as a whole, but rather based on whether they can
allow the buyer to win in patent litigation. This type
of patent transactions does not promote innovation.
Significant resources are wasted, leaving one to
question whether this type of patent strategy should
continue to be allowed.
This paper examines the current patent litigations
in the smartphone industry that are taking place
around the world, which have become known as
the “patent world war” or “smartphone wars.” The
smartphone industry has blossomed over the past few
years, making it one of the most profitable sectors in
the high-tech industry. This has coincided with the
rising importance of the mobile operating systems
needed to operate these phones. Using the lawsuits
between Apple and HTC as examples, this paper
describes the problematic patent strategies employed
by these companies, and how these strategies are
not dissimilar from those of patent trolls. Although
Apple and HTC are highly innovative and productive
companies, patent trolls, on the other hand, are
generally denounced for impeding innovation
because they extort royalties from technology
firms while keeping no product line of their own
to avoid the possibility of counterclaims. Yet this
paper believes a patent strategy—whether employed
by a patent troll or an innovative and productive
company—that impedes innovation should also be
considered a type of “patent troll-like” behavior.

Currently, there is no clear global legal solution
for patent trolls. To prevent companies from
practicing this strategy, parties can rely only on
moral standards. But when the outcome of a patent
litigation may determine the very survival of a
company, the likelihood that such a company would
conform to such standards is low. In addressing
this issue, this paper first deals with the difficulty of
separating a pro-innovation patent strategy from one
that impedes innovation. The paper suggests that
companies practicing patent thicket strategy and
other troll-like behaviors should not be the target of
criticism, but rather people should be aware that the
problem lies in the patent system itself. The system
should, therefore, be corrected and anti-innovation
patent strategies should be discouraged through
legislation and court action.
First, a more thorough understanding of the
smartphone industry and the background of
smartphone litigations is provided below.
II. THE SMARTPHONE INDUSTRY
Smartphones have greatly changed the way people
live in the modern day. It was estimated by Garner
that worldwide smartphone sales would have
reached 468 million units in 2011, a 57.7% increase
from 2010.1 According to the same report, that
figure accounts for 26% of total mobile device sales,
and is expected to rise to 47% by 2015. From these
figures, it seems that the smartphone market will
remain one of the most profitable markets in the
high-tech industry for the foreseeable future.
As of the third quarter of 2012, the major suppliers
included Samsung (32%), Apple (15%), Sony (5.1%),
HTC (4.8%) and RIM (4.2%). 2 Asian Pacific
companies have been expanding since 2006 and
now surpass RIM. It is interesting to note that in
2011, HTC had 10.9% of the market share, and one
of the reasons that it plummeted to 5.1% is likely
because of its patent litigation with Apple, in which
Apple successfully blocked HTC smartphones from
entering the United States through the International
Trade Commission (ITC) and the courts.
A. The Smartphone Patent Litigation War
The feud between Apple and HTC stems from the
consumer’s choice of mobile operating systems.
A mobile operating system needs to be installed
on the handset hardware in order for the device
to perform its desired functions. Most of the
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smartphone companies develop their own mobile
operating system or incorporate a ready-made
mobile operating system onto their phones. One
such specific mobile operating system is the Android
system powered by Google. Many popular handheld
devices, including HTC, Samsung and Motorola,
have adopted Android. Apple, on the other hand,
developed its own called iOS. Many consumers
decide which smartphone to purchase based on the
type of mobile operating system. Both Android and
iOS are popular among large and different sectors
of users. Gartner, in 2010, estimated that Android
could become the most popular operating system
worldwide and would hold 49 percent of the market
by 2012.3 This estimate is hardly an exaggeration
since many major handheld device companies, such
as HTC, Samsung and Motorola, have all pledged
their loyalty to Android.
Some speculate that the real target behind Apple’s
lawsuits against HTC and Samsung is Google. 4
The reason is straightforward: for smartphone
companies that do not use Android, such as Apple
and Microsoft, one effective way to gain majority
market share is to block all smartphones that run
on Android. Since 2010, a series of lawsuits against
Android and Android manufacturers have made
the front pages. Apple launched the first attack in
March 2010 against HTC.
Microsoft also made sure that it would reap enough
profits from Android vendors while developing its
own mobile operating system. In 2010, Microsoft
began demanding licensing fees from hardware
manufacturers shipping Android, claiming that the
operating system infringes on several Microsoft
patents. Many companies, including Samsung,
HTC, Acer, General Dynamics Itronix, Onkyo,
Velocity Micro, and ViewSonic, all agreed to pay
royalties to Microsoft on the Android devices they
sell. HTC reportedly paid $5 USD to Microsoft for
every Android phone it sold. Ironically, Microsoft’s
own mobile operating system, Windows Phone 7,
has not been a commercial success. Reports show
Microsoft is making more money by receiving
license fees from Android devices than from selling
Windows Phone 7.
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Each of the companies also embarked on a strategy
of solely acquiring patents seemingly for the
purpose of positioning themselves to be able to
assert counterclaims in lawsuits. In June 2011,
Apple, jointly with Microsoft and several other

companies, outbid Google to acquire Nortel’s 6,000
patents, acquiring more patents to defend lawsuits.
This move prompted Google in August 2011, as
part of its strategy of defending Android, to buy
Motorola for $12.5 billion USD, targeting the phone
manufacturer’s 17,000 strong patent pool. Then, in
June 2012, responding to its litigation with Apple,
HTC also purchased patents from S3 Graphics for
the price of $300 million USD, with the hope that
these patents could be used to bring counterclaims
against Apple. All of these companies are spending
a fortune building up their patent ammunition that
could instead be spent on developing technology.
B. The Smartphone Patent Strategies
From the litigation between major companies, we
can see a disconnect between the purpose of patent
law and the patent strategies actually utilized by
smartphone and other high-tech companies. The
U.S. Constitution, Article 1 section 8 empowers
Congress to promote the progress of useful arts and
design a law that promotes innovation. However,
if we take a closer look at how companies utilize
patent strategy, we can see that the patent system
does not always promote innovation and, in some
instances, actually inhibits innovation.
For example, in response to its litigation with Apple,
HTC purchased patents from S3 Graphics for $300
million USD. The reason HTC purchased these
patents at such a premium was because S3 Graphics
had won a patent lawsuit against Apple, and HTC
sought to use these patents not to drive innovation
of its own products but rather as a means of making
counterclaims in its litigation with Apple.
Apple, on the other hand, led a consortium to
purchase Nortel’s 6,000 patents for $4.5 billion
USD, outbidding Google. It is believed that Apple
acquired these patents for purposes of enhancing its
claims in its patent litigation against Nokia, HTC
and Samsung. Google purchased Motorola for $12
billion USD. As we can see, the patent transactions
here are mainly motivated by enhancing these
companies’ positions in litigation, rather than
promoting innovation. Many suspect that Apple
was accumulating its patents in order to continue
the battle in the smartphone war, while Google
bought Motorola to support its Android carriers
against the patent litigations with Apple5 . Some
may argue the purchases are intended to protect
the healthy environment that allows companies to
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develop technology. For example, Apple will license
the standard essential patents (SEPs) under fair,
reasonable, and undiscriminatory terms (FRAND) 6
or use the patents on its own products; Google may
also improve its smartphone device development,
despite the fact that Google has always focused on
software development.7 However, this paper posits
that these patent strategies often stifle the growth
of innovation. Instead of promoting technology,
patents are used to prevent litigation or gain an
advantage in litigation, without any real connection
to the patent owner’s products.
C. Patent Thickets in the High-Tech Industry
A common practice used in the high-tech industry
is building a “patent thicket.” For example, in the
semiconductor or software industries, where many
of the technologies are built upon one another,
companies often need to buy a large number of
patents in order to avoid a non-intentional use of
another’s patent. This practice has been called the
“patent thicket.” As explained by Shapiro, “many
of these patents overlap, with each patent blocking
several others. This tends to create a “patent thicket”
—a “dense web of overlapping intellectual property
rights that a company must hack its way through in
order to actually commercialize new technology.”8
Since the 1980s, patent thickets have been a common
practice among high-tech companies. To build
patent thickets, companies will usually cross license,
form patent pools, or merge with other companies.
To address patent thickets, Burke and Lemley
recommend that examiners construe the scope of
patents narrowly in order to reduce the multitude
of overlapping patent rights that deter innovation.9
Merges also states, “Because of uncertainty in the
process of patent claim construction, it is essentially
impossible to screen all the patents that one might
infringe . . . self-help is simply impossible in a broad
number of cases.”10 The patents in the smartphone
industry share these same traits. Most of the
technology is built upon other technology, and it
usually takes thousands of patents to ultimately
produce one product. Thus, no company in the
smartphone industry can ever be certain that no
patent is infringed.
Consequently, apart from patent pools and crosslicensing, firms seek more and more patents to have
enough bargaining chips to obtain access to others’
overlapping patents. It is like buying an insurance

against litigation. It is not difficult to imagine
that the time and money some companies spend
on creating defensive patents, which “have no . . .
innovative value in and of themselves,” could have
been better spent on developing new technologies.11
We can see that Apple, Google and HTC have all
entered the patent thicket race, along with employing
other questionable patent strategies. This raises the
central question of this paper: Does patent strategy
like this promote innovation or does it inhibit
innovation and encourage wasteful spending? If
patents are purchased for litigation purposes and
not to promote innovation, then are the companies
acting like patent trolls? Can we identify or label
conduct by otherwise innovative and productive
companies that is essentially “trolling” conduct?
And if so, should we allow this conduct to persist,
particularly in the high-tech industry? If the answer
is no, how do we solve the problem?
III. PATENT POLICY AND INNOVATION
A. Patent Law and the Policy of Innovation
It is first worth revisiting the public policy of
innovation that underlies patent law. The U.S.
Constitution authorizes Congress “[t]o promote the
Progress of Science and useful Arts, by securing for
limited Times to . . . Inventors the exclusive Right to
their respective . . . Discoveries.” To obtain a patent,
an invention (that is, a product, process, machine,
or composition of matter, under U.S. law) must be
novel, nonobvious and useful. Moreover, a patentee
must clearly disclose the invention. A patent confers
a right to exclude others from making, using, or
selling in the United States the invention claimed by
the patent for twenty years from the date of filing the
patent application.12 The design of patent law is to
confer on patent holders an exclusionary right for a
limited time, which provides them with a monopoly
over the technology, in exchange for patent
disclosure. By doing so, patent law believes this
monopoly advantage gives patent holders sufficient
incentive to develop technology and disclose the
details of their inventions to the public. Under this
scheme, innovation can be promoted in two ways:
first, the public learns about the invention and
thereby has a chance to build on the technology and
promote innovation, and second, from the inventor’s
perspective, the inventor is incentivized to develop
new inventions because the reward is abundant.
Promoting progress in science and technology means
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promoting innovation as the purpose of patent law.
Therefore, when considering a patent legal issue, we
should always interpret the issue in accordance with
this intention.
Furthermore, patents should not be the end but
instead the means to innovation.13 As this paper
discusses, however, often the strategic value of a
patent to a company is more important than the
value of the patent to innovation.
B. Patent Rights and Competition
While acknowledging the importance of patent law
to innovation in developing new technology, we
must not forget that competition in the market also
has a huge influence in promoting innovation. As
the former head of the Federal Trade Commission
(FTC) unequivocally stated, “Both competition and
patents can foster innovation, but each requires
a proper balance with the other to do so. Errors
or systematic biases in how one policy’s rules are
interpreted and applied can harm another policy’s
effectiveness. A failure to strike the proper balance
between competition and patent law and policy can
harm innovation.”14
As such, a balance between patent rights and
competition should be reached. However, while
striking this balance, we need to be careful with
the business incentives we are giving the high-tech
companies. It is apparent from the problem of patent
thickets that the patent strategy for most companies
is to buy as many patents as they can, regardless
of whether those patents are actually useful for
their products, solely to protect themselves against
possible litigation.
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Lemley had an interesting finding indicating that
in patent litigation, “most litigated patents exhibit
characteristics of value . . . Far from being stronger
than other litigated patents, the most-litigated
patents that go to judgment are far more likely to
be held invalid or not infringed. The differences
are dramatic. Once-litigated patents win in court
almost 50% of the time, while the most-litigated—
and putatively most valuable—patents win in court
only 10.7% of the time.”15 Thus, we can see that the
patents repeatedly litigated are easily invalidated,
which shows that the quality of these patents are not
considered to be their core value, i.e., these patents
are not the ones that actually advance technology.
Many patents involved in the smartphone patent

war are of this type. The patents are purchased
for counterclaim purposes because they have been
successfully litigated against the other party. They
are bought at prices that reflect little on their true
value in the technology or industry, but rather on
the possibility of being used to counterclaim against
the other party. This problem has been aggravated
over the past few years, especially in the high-tech
industry, as exemplified by the recent conduct of
Apple, HTC and Google.
IV. PATENT TROLLS
When companies are buying patents for leverage
in litigation, will these companies eventually start
behaving like patent trolls? Put differently, patent
trolls are denounced mainly for their intent to
threaten patent litigation while developing no
products of their own, thereby relieving them
from counterclaims. However, as we have seen,
big companies that are producing products are
also buying patents to threaten or defend against
litigation. We need to bear in mind that only those
big companies can afford to buy a large amount of
patents. Under this circumstance, big companies
are the ones that have power to threaten or defend
against litigation, but is this the intent of patent
law? When a small company is sued, it might not
have the ability to purchase a patent to defend itself,
and as a result will be put out of business. We are
now allowing companies to buy patents to claim
a monopoly over a market to which they have not
dedicated any effort or innovation.
A. A Definition of Patent Trolls:
In eBay v. MercExchange, the online auction house
asked the Supreme Court to review the practice
of automatically issuing a permanent injunction
whenever a patent was found infringed.16 The
Supreme Court unanimously ruled that the
traditional four-factor test applied by courts
of equity when considering whether to award
permanent injunctive relief to a prevailing plaintiff
applies to disputes arising under the Patent Act. The
four factor test requires a plaintiff to demonstrate:
(1) that it has suffered an irreparable injury; (2)
that remedies available at law are inadequate to
compensate for that injury; (3) that considering
the balance of hardships between the plaintiff and
defendant, a remedy in equity is warranted; and (4)
that the public interest would not be disserved by
a permanent injunction. As such, the Court ruled
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that an injunction should not be automatically
issued and a court must instead weigh these four
factors before barring a patent infringer from using
a contested technology.17 The decision is seen as a
blow to patent trolls because they were notorious for
using the threat of permanent injunction to extort
royalties. On remand, the district court concluded
that since MercExhange has a history of licensing its
patents and that it was not practicing those patents,
monetary damage would be sufficient.18 The court
denied MercExchange’s request for an injunction.
The decision has spurred several interesting
discussions, such as whether there is such a thing as
a patent troll. In eBay, the Supreme Court clearly
points out that research institutes are also focusing
on developing patents without products of their
own, but they are hardly considered patent trolls.
The decision also triggered heated debates on patent
laws’ effort in promoting innovation and their role
in the system. For example, many feel the decision
can negatively impact real innovators such as the
biotechnology companies and research institutes.19
Scholars have struggled with the interrelated
questions of how to define a patent troll as well
as with whether trolling promotes or hinders
technological progress.
The term patent troll usually refers to a company or
individual that does not have a product of its own
and earns revenue by buying and licensing patents to
others. White first gave a definition by describing
patent trolls as “individuals or companies that buy
up patents and assert them with no intent ever to
create a product.”20 Some argued against the “nonproduct” trait based on the fact that patent law
should not favor patentees who happen to be in the
manufacturing business, but should also include
considerations such as contributions to research
and innovation. 21 This debate identifies the first
difficulty in trying to define a patent troll.
A patent troll is also known for extracting revenue by
licensing the patents without practicing them. While
licensing may sound like a proper way of extracting
revenue, many times the license agreement is only
the result of a threat of patent litigation against the
licensees. From White’s definition, it seems relevant
to consider whether a firm has no intention to
actually practice the patent.
If we look into patent law provisions, we do not see
that patent law requires patent holders to practice

each of the patents they hold. Rather, the purpose
of patent law is to give patent holders simply the
right to exclude others. Rantanen also points out
that when determining if one is a patent troll or
producer, the critical question is whether the patent
holder is enforcing its patents in a market in which
it participates. 22 He gave an example of a patent
holder who has two patents, one on a widget and
the other on a gadget. While the patent holder may
use both of the patents when making his product,
the patentee only chooses to use the widget. Under
this type of circumstance, the patent holder cannot
be categorized as a patent troll because the gadget
still relates to the market it participates in, even if he
later licenses the gadget to a competitor.23
Another interesting issue is presented by the market
making conduct of certain patent trolls. Some patent
trolls buy patents and market them to another who
has a greater need for the technology. This arbitrage
conduct may seem perfectly fine and consistent with
normal commercial transactions. It would follow that
the patent trolls here should not be viewed with the
same negative implication of “trolling.” However,
Merges cautions us to bear in mind that not all arbitrage
exchange is desired in the market because sometimes it
is driven by conduct akin to blackmail.24 Even though
most of the time blackmail involves the nondisclosure
of certain information, patent trolls will often use
the same type of fear tactic used in blackmail by
holding out the threat of patent litigation in exchange
for settlement. Such a threat of patent litigation to
potential licensees does not seem to comport with the
integrity of the patent system.
The more complicated situation is whether the fact
that some patent trolls develop their own patents
negates or disguises their patent troll nature?
Indeed, usually a patent troll develops its own patent
for the purpose of extracting a licensing fee. The
distinguishing factor between an innovator and a
patent troll is that the latter does not develop the
patent to help its underlying technology since it
does not have one. As Rantanen explains well, “the
subject matter of a patent troll’s patent does not
need to have any value independent of the property
rights granted by the patent. In contrast, an
innovator seeks not just to obtain a patent, but also
to create an underlying technology that has some
value.”25 Innovation contribution is an important
factor because it aligns with the founders’ intent to
promote the progress of science and technology.
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B. The Identification of Patent Troll-Like
Behaviors
Based on the foregoing analysis, this paper proposes
defining a patent troll by two key traits: first,
purchasing or developing internal patents with the
sole purpose of threatening patent litigation in order
to receive an economic or litigation benefit in return,
including for extracting revenue from licensing or
ending an ongoing litigation; and second, providing
an overall low level of innovation to the industry.
This paper argues that patent troll-like behavior
should not be limited to those who do not own
products. As we explained earlier, patent law
does not require patent holders to practice their
patents. Furthermore, some patent trolls are
internally developing patents, which in a sense can
be construed as their “products.” This paper argues
that patent trolls should include companies that own
products. We should instead be focused on trolllike or “trolling” behavior. “Trolling” itself should
refer to the use of patents in such a way that hinders
innovation. Under this concept, it is too narrow to
limit patent trolls to those who have no products.
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industry may be infringing this patent and so it
threatens patent litigation in return for favorable
licensing terms. Here, the small company may be
able to escape the countersuit threat just as a patent
troll with no products because the parties to the
litigation are from a different industry with very
different technology, and because its product is a
pioneer invention, such that it might be difficult for
other companies to find technologies that can be
used for purposes of bringing counterclaims. In this
scenario, the start-up is behaving in exactly the same
way as a traditional patent troll but may escape the
derogatory name because it has one unique product.
Thus, this paper focuses the definition of patent troll
on the malicious intent of using the patent, which
as a result hinders innovation or causes resources
to be wasted in the process. Using the definition
of patent troll behavior based on the two key traits
(purchasing or developing patents with the sole
purpose of threatening patent litigation and not
contributing to innovation in the industry), this
paper concludes that the actions taken by both Apple
and HTC in their smart-phone litigation distinctly
resemble patent trolls.

It may be argued that it is important to focus on
whether the company has a product, because for
purposes of litigation in particular, a company with
only patents and no products has no need to be
concerned with countersuit since it has no product
that can be infringing. But admitting that such a
company might have this advantage in litigation
does not necessarily foreclose the company from
also making important contributions to innovation.
One classic example is providing improved patents
to those that need the technology. This is a service
particularly valuable in a fast paced high-tech
industry. Companies can focus on their core
technology and spend a fair amount of money to buy
less important patents. McDonough even argues
that patent trolls act as a market for ideas, which
ultimately promotes innovation.26

Applying these traits to Apple and HTC in the
current case, we can see that both companies are
buying patents as a strategy to survive current
patent litigation. HTC purchased patents from
S3 Graphics for $300 million USD because Apple
was found to have infringed S3 Graphics’ patents
earlier this year.27 HTC later bought patents from
Google for an undisclosed amount and subsequently
brought suit against Apple. The intent of both of
these purchases was clearly to accumulate more
bargaining power to force Apple into settlement in
the litigations. Apple on the other hand, won the bid
in consortium with Microsoft and RIM on Nortel’s
6000 telecommunication patents for $ 4.5 billion
USD, which also expanded its patent portfolio and
strengthened its advantage in the patent litigations.

In a different scenario, one can imagine a small
start-up company that only makes one specific
product considered a pioneer invention in its field
and, one day, its R&D department produces a
technology that is not useful to its product. This
may be due to incompatibility issues or that an
unexpected function occurred that is not as useful
to the company as it may be for other industries.
The company realizes other companies in a different

With respect to the second element for defining a
patent troll (whether the underlying strategic move
contributes sufficient innovation to the industry),
from the figures above, we can see that both
companies are spending large sums of money to
defend their positions in the patent litigation for the
purpose of securing their market share around the
world. This paper argues that too many resources
have been spent on patents for litigation purposes
with only a little effect on promoting innovation.
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Take HTC for example. It is spending tremendous
sums of money buying patents for defensive
purposes against Apple while the money could be
spent on improving its core technology. The same
can be said for the other side. On top of all the
patent infringement cases Apple initiated against
other smartphone companies, including Motorola,
Samsung and LG, Apple is spending a fortune in
buying patents from Nortel. The cost spent on patent
litigation and accumulating litigation portfolios is
high. This type of patent strategy does not promote
innovation in the smartphone industry.
V. PROPOSED SOLUTION TO THE PROBLEM:
The Apple v. HTC case illustrates that high-tech
companies that actually produce products are
nevertheless practicing their patent strategies in a
way similar to patent trolls, thereby undermining the
policy of innovation behind patent law and passing
on additional costs to society.
The question then becomes, how should the
court or legislators respond? Until clear guidance
materializes, this problem will likely only get worse
and continue to hamper innovation in the hightech industry. This paper believes the way to solve
the problem is to police the actions through both
legislation and the courts.
A. Legislation Recommendation
A legislative fix is already in the process of being
considered. Following President Barack Obama’s
call to combat patent trolls, 28 on February 27,
2013 during the 113th Congress, the House of
Representatives proposed House Resolution 845,
the “Saving High-Tech Innovators from Egregious
Legal Disputes Act of 2013, Shield Act,” addressing
the problems of patent trolls. The Shield Act
recommends that if the losing party in litigation is
not an original investor, an exploiter of the patent,
or a university or technology transfer office, then
the court shall require it to pay full cost, including
attorney’s fees, to the prevailing party. 29
Another part of the Shield Act pertinent to this paper
is the provision that only the “original assignee” is
exempt from an attorney’s fee payment when they
lose in litigation. This means that any subsequent
assignees will have to pay the full attorney’s fees and
cost if they lose, even if the assignment was completely
legitimate and pro-innovation. Some believe this

will decrease the practice of buying patents as
arsenals for counterclaim in litigations.30 However,
the Shield Act neglects an important implication
of patent value, which is the capitalization of the
patent. Not all patent assignments are troll-like
behaviors. The commercialization of the patent has
become one of the most important aspects of the
patent. The value of many technology companies
lies in the number of core patents they can sell. To
help companies recoup their investment in research
and development, companies are encouraged to
sell their patents to those who have a greater need
for the technology. But when purchasers of such
patents buy patents they need for their products
and subsequently assert their assigned right, they
will not be protected under the Shield Act, but will
instead be subject to attorney’s fees awards if they
lose in litigation. This will ultimately decrease the
amount of patent transactions and surely this is not
the intention of the Shield Act.
Instead of focusing on the inventor or assignee
status, this paper suggests putting a time restraint on
all the assigned patents to be used in counterclaims.
The wording can be: “Within two years of any
patent assignment, the assignee is prohibited from
asserting the assigned patent against one with whom
the assignee is involved in a patent litigation.”
With this litigation-based time restraint imposed,
parties are discouraged from buying a patent that
they would not be able to use as counterclaims until
after two years. Surely parties will start buying
patents in advance when they feel the threat of a
suit by competitor, but this limitation will also
encourage competitors to sue within two years of
the purchase to avoid being counterclaimed by the
patents the buying parties have obtained.
B. Policing Through Courts by Scrutinizing
Cases Based on Patent Law Policy
Before we have a codified rule against patent trolls,
courts around the world can also rely on policy
interpretations to strike down the validity of patent
assignments that reflect patent troll-like behaviors.
Courts can apply a policy-oriented interpretation in
cases involving patent trolls or troll-like behavior. We
can borrow from how courts have tried to balance the
competing policies behind patent law and competition
law. In discussing this issue, the FTC has noted, for
example, that “the Supreme Court has made clear in
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several decisions that there is room for policy-oriented
interpretation of the patent laws. Indeed, to find the
proper balance between patent and competition law,
such policy-oriented interpretations are essential.”31
The FTC correctly highlights the importance of
resorting to the policy behind the law when trying
to strike the proper balance between patent law and
competition law.
There is no reason why the same policy-oriented
approach should not apply to courts when grappling
with patent trolls or patent troll-like behaviors.
Patent laws and regulations around the world
currently do not expressly forbid patent trolls or
troll-like behavior. Laws and regulations should be
revised to better strike the balance between patent
law and actions that hamper innovation.
In addition, Merges suggests that, “By carefully
distinguishing artificial rents from true innovation . . .
we can put the trolls out of business while preserving
and perhaps nurturing a valuable market for patented
innovations.32” He focuses on distinguishing the
rent-seeking nature of patent trolls from innovation.
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Building on this argument, this paper proposes
that courts should also look into the actions of
companies that may be construed as blackmail or
legal extortion. In eBay v. MercExchange, the court
ruled out an injunction for patent trolls. The decision
sent a shock wave through the industry because the
court was taking a stand against a patent troll. To
apply the same rationale, this paper argues that a
court should also take a stand against a party that
may not itself be a patent troll but that is exhibiting
troll-like behavior, specifically by asserting a patent
that it bought for the sole purpose of suing another
with no real benefit to the innovation of its product.
Courts should consider the nature of the transaction
and the effect of that transaction on innovation. By
taking this into account, courts can deter companies’
from purchasing patents that they do not use and
stop the current vicious circle of companies simply
acquiring patents for purely litigation purposes.
Buying a patent itself is not against innovation, as
previously explained, it may allow patent owners
to spend more energy on core technology. But if
the sole purpose of the patent purchase was nothing
more than threatening litigation, courts should not
enforce the patents.
To clarify, this paper is not suggesting that courts
should treat this as patent misuse. Patent misuse

commonly refers to a court’s unwillingness to
enforce a patent which was acquired as the result
of fraud or inequitable conduct. McFeely argues
that we should expand the scope of patent misuse
to include patent troll behaviors.33 But this is not
helpful since the purpose of banishing patent misuse
is to condemn the method the patent holder acquired
the patent, and in our present discussion, we see that
accumulating a patent thicket is hardly an inequitable
conduct since some of the purchases are actually proinnovation and help the industry’s progress. Rather,
it is the intent or purpose of the purchase; how they
use the purchased patent that should be scrutinized.
Thus, this paper does not see that patent trolls can
easily be solved through the patent misuse doctrine,
since it would be difficult to prove the purchase was
an inequitable conduct. Instead, we should focus
on the fact that the purchaser’s intent was against
patent policy and thus the patent should be stricken
for that reason.
C. The Nature of the Transaction Should be
Pro-Innovation
Mcfeely listed 4 factors that a court should consider
when determining patent misuse: (1) fundamental
fairness, (2) protecting innovation, (3) protecting
(4) protecting society from social and economic
harm.34 Even though this paper has some doubt on
the applicability of the patent misuse doctrine to
patent trolls, the four factors do shed light on what a
court can take into account when deciding whether
it should enforce a patent bought for the sole purpose
of litigation. If the patent is purchased solely for the
purpose of asserting counterclaims, then the nature
of the transaction is not pro-innovation, and courts
should be reluctant to find the assignment valid.
In considering fundamental fairness, the court
should examine the transaction and see if a
company’s purchase of a patent is fundamentally
fair. If the purchase was only a disguise and
its real intention is to help one party in patent
litigation by transferring patent title, and no proper
consideration is exchanged, such as no payment, or
patent ownership is not properly transferred, then
the transaction is not fundamentally fair.
With respect to protecting innovation, this should be
a key factor considered by a court when it examines
the nature of a transaction. This paper advocates for
courts to consider the intent of buyers to determine
whether the nature of the transaction undermines
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the purpose of patent law, i.e. whether it promotes
or deters innovation. When a high-tech company
in a particular industry buys patents not with the
intent to advance its own technology, but merely for
purposes of positioning itself in litigation, this only
leads other high-tech companies to divert their own
resources to do the same thing. In cases such as this,
the court should be hesitant to enforce such a patent
transaction and instead deny the legitimacy of title
transfer for that particular patent.
The court should also look into the effect of such
a transaction on the particular industry as well as
its possible social and economic harm to society as
a whole. This analysis is the second phase of the
court’s filtration process. We can borrow from the
antitrust context. The FTC has recognized that
over the past twenty-five years, the incorporation
of economic thinking into antitrust has provided
significant insights that have substantially improved
the development of antitrust law and competition
policy.35 Patent law also emphasizes the importance
of the economic growth in various sectors and
industries. A patent’s exclusionary right often
accompanies antitrust issues. This is why this
paper is suggesting that courts should incorporate
economic thinking into their analysis. The FTC
also concludes “the Federal Circuit and the PTO
may also benefit from much greater consideration
and incorporation of economic insights in their
decision making.”36 As such, courts should consider
the effect of the transaction on the industry and the
economic harmful effect it has on the public.
Examining the problem under these four factors,
we realize that patent troll-like behavior is not
fundamentally fair because only big companies have
the ability to purchase patent portfolios for litigation
purpose. While most of the smaller companies
spend their limited resources on developing new
technology, the big companies are spending their
extra resources on building up a patent protection
system. Of course, the small companies do not
include those that do not have a product. Those
companies will continue to be traditionally defined
as patent trolls, and their conduct should be policed
by courts such as in the eBay case.
With regard to the second factor: promoting
innovation. It is self-evident that when companies
are buying patents for litigation purposes, this
cannot serve to promote innovation at the same
time because such companies are not evaluating how

the patents will help their products’ performance
or future development, but rather are focusing on
whether adverse parties infringe the patents.
The effect on the industry is that if courts continue to
allow companies to buy patents solely for litigation
purposes, the industry will be spending less on
innovation and more on patent litigation.
Last but not the least, with respect to the economic
harm to society, this has two components. First,
the actual money spent by companies to buy all
sorts of patents is money not spent on more useful
patents. This, in turn, puts the additional cost onto
the consumer. Second, the monopolies created as
a result of patent litigation reduce competition and
eliminate consumer choice in high-tech products.
Consequently, referring back to the problem: we
recognize high-tech companies practice their patent
strategy in a way similar to patent trolls which
consequently undermines patent law’s intent in
promoting innovation. We can solve the problem by
enacting legislation to address this and encouraging
courts to weigh the four factors put forth by McFeely
to find the proper balance between patent strategy
and innovation.
VI. CONCLUSION
The smartphone industry is currently a vibrant
sector in the high-tech industry. As the tension
in the brutal competition escalates, companies are
spending large sums of money purchasing patents
solely for litigation purposes. The problem arises
when patents are purchased based not on the core
value of the technology, but on the potential strength
the patents have in litigation. When patents are not
used to promote innovation and, on the contrary,
have an adverse effect on innovation, this raises the
question of whether such a patent strategy should
continue to be permissible.
When looking into the definition of patent trolls,
it is usually agreed that patent trolls refer to those
companies that do not have products of their own
and try to gain an economic benefit from patents
they own. This paper nevertheless concludes patent
trolls have two defining traits: first, they purchase
or develop internal patents, both accidentally and
intentionally, with the sole purpose of threatening
patent litigation in order to receive an economic or
litigation benefit in return, including by extracting
revenue from licensing or ending an ongoing
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litigation; and second, they contribute little to
nothing in terms of innovation. This paper argues
patent trolls should not be limited to those who
do not own products, and instead we should focus
on identifying “troll-like” behavior. This paper
further argues that legislation should be enacted to
discourage such behavior, and further that courts
should take a stand against a party who asserts a
patent that it bought for the sole purpose of suing
another with no real benefit to the innovation of
its product. The court should consider the nature
of the transaction and the effect the transaction has
on innovation. Lastly, the paper suggests courts
consider the four factors which were brought up by
Mcfeely: (1) fundamental fairness, (2) protecting
innovation, (3) protecting industry and (4) protecting
society from social and economic harm. This
paper argues that more emphasis should be put on
protecting innovation because this is the underlying
purpose of patent law.
Celeste C. Yang is currently an Assistant Professor
at National Tsing Hua University, Institute of
Law for Science & Technology. After earning
her J.S.D. from the University of California—
Berkeley, School of Law, she practiced as a
managing attorney at Mertz, Bitelman &
Associates Attorney at Law P.C. in New York.
Her research focuses on intellectual property law
in Taiwan and the U.S., with particular interest in
the semiconductor industry and software.
Endnotes
1

2

3

4

38
5

Gartner Says Android to Command Nearly Half
of Worldwide Smartphone Operating System
Market by Year End 2012, GARTNER NEWSROOM,
April 7, 2011, ¶ 1, http://www.gartner.com/it/page.
jsp?id=1622614.
Sony and HTC Overtake RIM and Nokia in Smart
Phones, CANALYS , at ¶ 4 (Nov. 8, 2012) http://www.
canalys.com/newsroom/sony-and-htc-overtake-rimand-nokia- smart-phones.
Gartner Says Android to Command Nearly Half of
Worldwide Smartphone Operating System Market
by Year End 2012, supra note 1, ¶ 1.
Charles Duhigg & Steve Lohr, The Patent, Used as
a Sword, N.Y. TIMES , Oct. 7, 2012, at ¶ 45, http://
www.nytimes.com/2012/10/08/technology/patentwars-among-tech-giants-can-stifle-competition.
html?pagewanted=all&_r=0.
Susan Decker, Google’s Motorola Files New Patent
Case Against Apple, BLOOMBERG NEWS , Aug. 18,

2012, at ¶¶ 7-10 http://www.businessweek.com/
news/2012-08-17/google-s-motorola-files-newpatent-case-against-apple-at-itc.
6

U.S. DEP’T OF JUSTICE , STATEMENT OF THE DEP’T
OF JUSTICE’S A NTITRUST DIVISION ON ITS DECISION
TO C LOSE ITS I NVESTIGATIONS OF G OOGLE I NC .’S
ACQUISITION OF MOTOROLA MOBILITY HOLDINGS
I NC. AND THE ACQUISITIONS OF C ERTAIN PATENTS
BY A PPLE , I NC ., M ICROSOFT CORP. AND R ESEARCH
IN MOTION LTD., ¶¶ 15, 23 (Feb. 13, 2012), http://
www.justice.gov/opa/pr/2012/February/12-at-210.
html.

7

Facts About Google’s Acquisition of Motorola,
G OOGLE , ¶ 9, http://www.google.com/press/
motorola/ (last visited March 29, 2013).

8

Carl Shapiro, Navigating the Patent Thicket: Cross
Licenses, Patent Pools, and Standard-Setting, 1
I NNOVATION POLICY & ECONOMY 119, 120 (2001).

9

Dan L. Burk & Mark A. Lemley, Policy Levers in
Patent Law, 89 VA. L. R EV. 1575, 1604 (2003).

10 Robert P. Merges, The Trouble with Trolls:
Innovation, Rent Seeking, and Patent Law Reform,
24 BERKELEY TECH. L.J. 1583 (2009).
11 FEDERAL TRADE COMM’N, TO P ROMOTE I NNOVATION:
THE P ROPER BALANCE OF COMPETITION AND PATENT
L AW AND POLICY, 52-53 (Oct. 2003) (quoting R.
Jordan Greenhall), available at http://www.ftc.gov/
os/2003/10/innovationrpt.pdf.
12 Id. at 2.
13 Stuart Macdonald, When Means Become Ends:
Considering the Impact of Patent Strategy on
Innovation, 16 I NFO. ECON. & POL’Y 135 (2004).
14 Mozelle W. Thompson & Susan Stark DeSanti,
To Promote Innovation: The Proper Balance of
Competition and Patent Law Policy, 19 BERKELEY
TECH. L.J. 861 (2004).
15 Mark Lemley, John Allison & Joshua Walker,
Patent Quality and Settlement Among Repeat
Patent Litigants, 99 Georgetown L.J. 677, 680
(2011).
16 eBay v. MercExchange, L.L.C., 547 U.S. 388
(2006).
17 See Id.
18 MercExchange, LLC v. Ebay, 500 F.Supp.2d 556
(2007)
19 Jessica Holzer, Supreme Court Buries Patent Trolls,
FORBES , May 16, 2006, ¶ 1, http://www.forbes.
com/2006/05/15/ebay-scotus-patent-ruling-cx_
jh_0516scotus.html.
20 Katherine E. White, Preserving the Patent Processes
to Incentivize Innovation in Global Economy, 13
SYRACUSE SCI. & TECH, L. R EP. 27, 27 (2006).

VOL. 21, NO. 1, SPRING 2013ÊÊÊÊÊUÊÊÊÊÊ ÌÌ«\ÉÉÌiÀ>Ì>°V>L>À°V>°}ÛÉÊÊÊÊÊUÊÊÊÊ THE CALIFORNIA INTERNATIONAL LAW JOURNAL

21 See Robert P. Merges, Introductory Note to Brief
Amicus Curiae in eBay v. MercExchange, 21
BERKELEY TECH. L.J. 997 (2006).
22 Jason R. Rantanen, Slaying the Troll: Litigation as
an Effective Strategy Against Patent Threats, 23
SANTA C LARA COMPUTER & H IGH TECH. L.J. 159,
168-9 (2006) at 160-164.
23 See Id. at 167-168.
24 Robert P. Merges, The Trouble with Trolls:
Innovation, Rent Seeking, and Patent Law Reform,
supra note 11, at 1588.
25 Jason R. Rantanen, supra note 22, at 168-69.
26 James F. McDonough, III, The Myth of the Patent
Troll: An Alternative View of the Function of
Patent Dealers in an Idea Economy, 56 Emory L.J.
189, 204-05 (2006).
27 S3 Graphics won a patent litigation against Apple
and the court found Apple infringed two of its
patents. HTC purchased patents from S3 Graphics
hoping to force Apple into settlement agreement.
– for more detail, please refer to: http://www.
fosspatents.com/2011/09/htc-subsidiary-to-be-s3graphics-sues.html (last visited: 4/8/2013).
28 http://www.businessinsider.com/obamas-patentcomments-at-google-chat-2013-2 (last visited:
4/5/2013)
29 http://www.govtrack.us/congress/bills/113/hr845/
text (last visited: 4/5/2013)
30 Keith Slenkovich, More Operating Companies
Asserting Patent, Daily Journal, 3/20/2013.
31 FEDERAL TRADE COMM’N, supra note 7, at 17.
32 Robert P. Merges, The Trouble with Trolls:
Innovation, Rent Seeking, and Patent Law Reform,
supra note 10, at 1614.
33 Daniel J. McFeely, An Argument for Restricting the
Patent Rights of Those Who Misuse the U.S. Patent
System to Earn Money Through Litigation, 40
ARIZ. ST. L. J. 289, 310-312 (2008).
34 See Id. at 305.
35 FEDERAL TRADE COMM’N, supra note 7, at 17.
36 See Id.

39

THE CALIFORNIA INTERNATIONAL LAW JOURNALÊÊÊÊÊUÊÊÊÊÊ ÌÌ«\ÉÉÌiÀ>Ì>°V>L>À°V>°}ÛÉÊÊÊÊÊUÊÊÊÊÊVOL. 21, NO. 1, SPRING 2013

The EB-5 Visa Program for
Foreign Investors: How to
Navigate a Murky Regulatory
Regime to Create U.S. Jobs
I.

INTRODUCTION

The fifth preference for employment-based
immigration, commonly known as the EB-5 Visa
program for immigrant investors, was established by
Section 203(b)(5) of the Immigration and Nationality
Act and is administered by the United States
Citizenship and Immigration Services (USCIS).1
Through the EB-5 program, foreign nationals can
obtain a green card in exchange for investing in a
U.S. business and creating jobs. The program has
become increasingly popular since the 2008 financial
crisis as U.S. businesses look for alternative sources
of funding. Foreign investors and their family can
receive conditional two-year legal residency upon the
filing of certain documents.2
The EB-5 program offers investors two different paths
to permanent residency.3 The original or standard
EB-5 program is a direct equity investment in a new
commercial enterprise that the investor manages
and is expected to create ten qualifying jobs. The
other program is a regional center-based EB-5, which
allows a USCIS designated regional center to accept
foreign investments to create ten qualifying jobs per
investor.4 Bookending the process are two petitions:
(1) the I-526 petition filed at the start of the process,
which lays out the investor’s job creating business
plan, and (2) the I-829 or “Removal of Conditions”
petition, which permits the investor to remain in
the U.S. and receive permanent legal residency by
demonstrating that at least ten qualifying jobs were
created through the investment and other qualifying
factors were met.5
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As U.S. banks are less willing to provide capital
for certain businesses, foreign investors can step in
through the EB-5 program and fund U.S. businesses.
The EB-5 program, however, imposes certain
restrictions that companies seeking investments
through the program and foreign investors hoping
to immigrate to the U.S. should consider. USCIS
intensely scrutinizes EB-5 petitions for their ability
to create and maintain the required number of jobs.
Economic development and, more specifically, the
creation of jobs, is the underlying rationale for the

EB-5 program, so attorneys advising foreign investors
interested in the EB-5 program should be prepared to
counsel applicants on the various issues and concerns
that could arise during the process.
This article explores the various issues and concerns
that could arise in connection with the required job
creation under EB-5, including how to satisfy the
requirements under both the standard and regional
center-based EB-5 programs and identifying distinct
issues arising under each type of program. This
article will also discuss how to meet the job creation
requirements related to the filing of the I-526 and
I-829 petitions.
II. THE EB-5 PROGRAM
As USCIS has increased the amount of attention and
resources allocated to administering the program
over the past few years, changes to the EB-5 program
have become more frequent. Attorneys who advise on
EB-5 matters must rely on USCIS guidance memos,
open letters to Senators from USCIS, non-precedent
court opinions and USCIS requests for evidence to
successfully counsel clients on the program. This
reliance on primarily non-precedential guidance
results from there being only four precedential
decisions that directly address EB-5 issues, all of
which were decided in 1998: Matter of Ho, Matter
of Izummi, Matter of Hsiung, and Matter of Soffici.6
While these decisions provide general guidelines
for the EB-5 program, the additional insight into
the program’s requirements mostly comes from
USCIS’s requests for evidence and policy guidance
memorandums, leaving those advising on such
matters without much definitive guidance.
III. JOB CREATION REQUIREMENTS IN THE
EB-5 PROGRAM
A. General Overview of EB-5 Job Creation
Requirements
EB-5 investments must result in the creation of ten
permanent qualifying jobs for the investor to receive
permanent legal residency at the conclusion of the
process. Investors must “[c]reate or preserve at least
10 full-time jobs for qualifying U.S. workers within
two years (or under certain circumstances, within
a reasonable time after the two-year period) of the
immigrant investor’s admission to the United States
as a Conditional Permanent Resident.”7 Regulatory
language for the I-526 petition states that “[a] petition
submitted for classification as an alien entrepreneur
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must be accompanied by evidence that the alien has
invested or is actively in the process of investing
lawfully obtained capital in a new commercial
enterprise in the United States which will create
full-time positions for not fewer than 10 qualifying
employees.”8 The corresponding regulations for
the I-829 petition require “[e]vidence that the
alien created or can be expected to create within
a reasonable time 10 full-time jobs for qualifying
employees.”9 In most cases, the requisite number of
jobs have been created by the time of the I-829 filing,
leaving it unclear under what special circumstances
jobs created past this deadline would be considered.
Only troubled business investments under 8 C.F.R.
Section 204.6(j)(4)(ii) may claim job preservation to
fulfill the job creation requirement.10
For a job to count towards the ten required under
the program, USCIS mandates that it meets fulltime employment requirements. A full-time job is
an employment position requiring at least 35
working hours per week.11 Since the actual job
position is what determines the number of jobs
created, employee turnover is allowed during the
life of the created position. While the regulations
also allow job-sharing—whereby a full-time position
may be shared by multiple qualifying employees—
the combination of multiple part-time positions
does not constitute one full-time position.12 It is
important to note that seasonal employment or
the use of independent contractors, even if the job
requires 35 hours per week, will not qualify as fulltime employment to satisfy EB-5 requirements.13
However, a company that receives other domestic or
foreign investment funds that also create jobs may
allocate all full-time positions to EB-5 investors for
purposes of the I-829 filing.14
In addition, the position must be held by a “qualifying
U.S. worker.” A “qualifying U.S. worker” is defined
as “a United States citizen, a lawfully admitted
permanent resident, or other immigrant lawfully
authorized to be employed in the United States
including, but not limited to, a conditional resident,
a temporary resident, an asylee, a refugee, or an alien
remaining in the United States under suspension of
deportation.”15 The EB-5 investor and his or her
spouse and children are not considered qualifying
employees.16
The EB-5 investor generally has two years to satisfy
the EB-5 job creation requirement. The two-year
job creation or preservation period starts six months

after the adjudication of the I-526 petition.17 Usually
within these six months, the EB-5 investor will
go through either the I-485 adjustment of status
application if the investor is currently in the United
States, or, if abroad, the National Visa Center visa
application process and interview at a U.S. Embassy
or Consulate.18 If approved, the investor and their
qualifying family members will receive conditional
permanent residency by receiving green cards that
are valid for two years. This job creation timeline is
known as the two-year rule and is found in USCIS
policy guidance, along with the EB-5 regulations
covering the I-526 petition stating that the
comprehensive business plan should show qualifying
job creation “within the next two years.”19
However, in some rare cases, additional time may be
allowed beyond the two-year period. The regulations
covering the I-829 filing for the removal of conditions
require evidence that the petitioner “created or can
be expected to create within a reasonable time”
the ten qualifying employment positions, but
does not explicitly state a two-year requirement. 20
When USCIS allows job creation past the two-year
mark “under certain circumstances”, the evidence
submitted with the I-829 filing must explain: (1) why
the jobs were not already created within the two-year
timeline; (2) the nature of the jobs to be created; and
(3) why job creation beyond the two-year period of
conditional residency is “reasonable.”21 Even if one
can explain why the jobs have not been created within
the two-year period, it is risky to submit an I-829
petition without the job creation completed because
USCIS guidelines remain unclear when it is reasonable
to allow job creation beyond two years.
In contrast, job creation preceding the initial I-526
petition may be counted. Job creation may be
attributed to an EB-5 investor after the investment
funds are received by the company and the creation
of jobs may happen even before the filing of the
I-526. 22
When attorneys consider the EB-5 program, they
should determine at the outset the total expected
job creation and the number of investors using
the investment as a basis for an EB-5 petition to
prevent the misallocation of jobs created. Since job
creation at the initial I-526 petition stage is usually
a prediction based on a business plan or economic
report, it is common for companies to have a “job
buffer” to ensure that the ten jobs per investor
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requirement can be met for each investor during
their I-829 petition filing.
Job creation is closely scrutinized both at the I-526
and I-829 stages of the EB-5 program. At the
I-526 stage, the petitioner needs to show that the
new commercial enterprise needs and will create
the requisite ten jobs before the petitioner’s twoyear conditional residency expires. At the I-829
stage, filed at the earliest three months before the
end of the two-year conditional residency period,
the petitioner needs to show that the ten jobs have
been created. Difficulties arise when petitioners try
to meet the evidentiary requirements by showing
how the necessary jobs will be created or that the
qualifying jobs have been created.
B. EB-5 Job Creation Predictions at the I-526
Stage Must Be Supported by a Credible
Business Plan
When counseling a potential investor or project
developer on the choice between a standard or
regional center-based EB-5 project, attorneys should
consider determining how the ten jobs per investor
will be created and allocated a top priority. The
number of jobs created will determine the number of
investors a regional center or standard EB-5 project
developer can accept.
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One major difference between a standard and
regional center-based EB-5 petition is the types of
jobs that can be attributed to EB-5 investors for
purposes of satisfying the job creation requirement.
In a standard EB-5 petition, only direct jobs—jobs
that are identified by Form I-9s and the payroll
records of the new commercial enterprise—may be
allocated to EB-5 investors. In a regional centerbased EB-5 petition, not only direct, but indirect
and induced jobs may also be counted as a result
of an economic analysis report that details the
indirect and induced jobs arising from the direct
job creation. Indirect jobs are described as supplierside jobs that are created by the demand from the
new commercial enterprise, such as the producers
of tables and chairs for a restaurant. Induced jobs
refer to other employment positions created as a
result of the expenditures of employees in direct and
indirect jobs, such as the grocery stores that those
employees frequent. An additional restriction on job
creation for regional centers is that the qualifying
jobs must be in designated industries previously
approved by USCIS in a project developer’s regional

center application. For example, if food services
are not an approved industry for a regional center,
then investors cannot claim jobs from a restaurant
development to satisfy the job creation requirement.
Predicting job creation, whether by counting
actual job positions created or relying on economic
forecasts, depends on a business plan accompanying
the I-526 petition that is feasible, comprehensive
and reasonable. The business plan must also be
credible.23 USCIS relies heavily on the business plan
because it is the roadmap that the new commercial
enterprise is expected to follow to create jobs and
positively impact the economy.
Sometimes a company that is sustained by EB-5
investment, however, can also be constrained by the
business plan. If a business has to be changed due
to changing market conditions and the change is
considered “material” by USCIS—even if necessary
to save the business—it could disqualify the EB-5
investor from claiming the jobs created by the
business. 24 Unfortunately, there is no bright-line
rule clearly identifying what is a material change.
However, if there are changes that are considered
“material” by USCIS, then there will be a reevaluation of what qualifying jobs can be attributed
to the EB-5 investors. For example, if an I-526
was submitted as a restaurant project but was
unsuccessful and switched to a retail store before
the I-829 filing, the risk is that this change could
be considered material by USCIS. If material, the
petitioner would not be able to satisfy the necessary
conditions, even if the requisite number of jobs were
created at both the restaurant and retail store. If
there is a change in business that could be considered
material by USCIS, the prudent course of action
would be to file a new I-526 petition as soon as the
changed business circumstances arise.
USCIS heavily relies on the initial business plan
when determining the feasibility of an EB-5
project and the business plan is also referenced to
determine if a business has diverged from its initial
course. If a business is materially changed, any jobs
created may not be attributed to EB-5 investors to
fulfill the job creation requirements. The business
plan should contain market research, projected
operations and the estimated time it will take for
the projected job creation. Job creation is the
most important criteria for EB-5 projects, and the
regulations require such information to be included
in a comprehensive business plan. The petitioner
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must show that “due to the nature and projected size
of the new commercial enterprise, the need for not
fewer than ten (10) qualifying employees will result,
including approximate dates, within the next two
years, and when such employees will be hired.”25
Other requirements to ensure the creation of a
comprehensive business plan are detailed in Matter
of Ho, such as business objectives, a description of
the products and services and marketing strategy. 26
If the I-526 is approved, USCIS has implicitly
accepted the business plan’s job creation projections,
thus deference will be given to the already approved
business plan and economic report at the I-829
stage of the process. If the business has followed
the course it previously laid out in the business plan,
the qualifying jobs should be counted accordingly
by USCIS.
C. Job Creation Under the Standard EB-5
Program
1. Construction Jobs Are Unlikely to
Satisfy the Direct Jobs Requirement
Under the Standard EB-5 Program
The standard EB-5 program includes a “direct jobs
only” requirement. 27 The “direct jobs only” aspect
of the standard EB-5 program, while not requiring
investment in specified target industries like regional
center-based projects, requires qualifying employees
to be directly employed by the EB-5 new commercial
enterprise, and does not explicitly provide for
construction jobs to be allocated to investors.
For an investor in a standard EB-5 project, this
means that it is extremely unlikely for construction
jobs to be allocated as permanent jobs created by
the EB-5 investment, even if such jobs are listed
directly on the payroll of the commercial enterprise,
because another restriction on construction jobs
is that those jobs must last longer than two years
to be allocated. Construction jobs are normally
categorized as “intermittent, temporary, seasonal
and transient rather than permanent.”28 However,
USCIS does allow direct construction jobs to be
counted as permanent jobs for EB-5 purposes if they
last over two years, which may include the period of
time for the investor’s I-829 removal of conditions
petition filing. 29 Yet, it is still unlikely that direct
construction jobs lasting over two years will be the
source of job creation in a standard EB-5 project.
Most standard EB-5 projects will not require a twoyear construction period. 30

2. Evidence of Direct Job Creation may
be Challenged if USCIS Determines
an Employee is Not a U.S. Citizen,
Permanent Resident, or Otherwise
Qualifying Employee
Showing evidence of qualifying employees in an
I-526 or I-829 petition may consist of form I-9s and
relevant tax records.31 The Form I-9 shows that an
employee has been hired and that he or she is qualified
for employment. Since it does not give information
on an employee’s current employment status with a
company or if the employee fulfills the full-time hours
requirement, company payroll records should also be
provided to meet the requirements.
Strict rules exist for employers regarding employmenteligibility verification. The Form I-9 must be filled
out for all employees. Employment verification is
governed by Section 274A of the Immigration and
Nationality Act (“the Act”). 32 Employees must
provide documentation that establishes their identity
and employment authorization. Form I-9 instructions
provide a list of acceptable documents that the
employee may choose to provide to the employer to
show his or her authorization to work in the U.S.
In verifying job creation, USCIS may deem certain
employees unqualified or unauthorized to work.
This usually comes about in a Request for Evidence
issued by USCIS, and corrections are to be submitted
by a given deadline. Even if there is no fault on the
part of the investor, the new commercial enterprise is
expected to rectify the ineligible element and acquire
qualifying employees.
In a recent non-binding ruling, which provides
insight into EB-5 adjudications, the Administrative
Appeals Office (AAO) stated that even if the ineligible
employees were hired unknowingly, qualifying
employment positions were not created as required
by 8 C.F.R. Section 204.6(e).33 The AAO stated that
Section 216A(c)(3)(C) of the Act provides that USCIS
is required to terminate the alien entrepreneur’s status
if any part of the facts and information provided are
not true.34 The AAO further states that “whether or
not a petitioner is Form I-9 compliant for purposes of
Section 274A of the Act is unrelated to USCIS’s own
obligations under Section 216A of the Act.”35 Thus,
the investor should be notified of any unqualified
employees by USCIS and be allowed a chance to
correct his or her petition, but ignorance of an
employee’s ineligibility is no defense. The regulations
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also provide at 8 C.F.R. Section 216.6(c)(2) that the
petitioner should have an opportunity to overcome
any eligibility issues caused by derogatory evidence.36
USCIS should identify the unqualified positions to the
petitioner and give the petitioner a chance to replace
non-qualifying employees with qualifying employees.
While trying to meet EB-5 hiring requirements,
employers should be careful when trying to preempt
the hiring of unqualified employees. Under the United
States Department of Justice (DOJ) hiring rules and
the Act regulations, employers are not allowed to
specify which documents an employee must provide
for identification and employment authorization. 37
The DOJ instructs that a document preference by
employers is not allowed, and employers cannot ask
non-citizens to provide any particular documentation
beyond what acceptable documents the employee
chooses to provide.
To avoid employment
discrimination, the DOJ also states that employers
must accept documents that are “reasonably genuine”
and comply with the I-9 requirements.38 Employers
are not expected to be document experts and as long
as the documents reasonably appear to be genuine,
they must accept what the employee provides.39 An
employer also cannot request to see a document from
an employee that shows their Alien Registration
Number if one is not voluntarily provided.40 EB-5
employers may encounter difficulties due to certain
hiring regulations, but USCIS has the burden to show
that the employees are non-qualifying and must
provide the employer a chance to rectify the situation
by finding qualifying employees without violating
anti-discriminatory employment laws.
D. Regional Center-Based EB-5 Job Creation
1. Issues Arising in Connection with
Direct Job and Tenant Occupancy Job
Creation Requirements in Regional
Center-Based EB-5 Investments

44

Direct job positions created by regional centers
may be determined by showing I-9s and payroll
documentation, as in a standard EB-5 program, or
may be calculated through economic forecasting.
Economic predictions of direct jobs are usually
based on factors including square feet per employee,
revenue per employee, or cost expenditure per
employee. USCIS requires reasonable and valid
inputs in any econometric model for a regional center
to have demonstrated in “verifiable detail” that the
required jobs will be created.41 From these direct job

predictions, econometric models can then be used to
determine indirect and induced jobs that will stem
from the direct job creation. Under the regional
center-based program, an investor is required to
demonstrate that their investment will “create
jobs indirectly through revenues generated from
increased exports resulting from the new commercial
enterprise.”42 These jobs to be created indirectly
by the new commercial enterprise can be shown
using multiplier tables, feasibility studies and other
statistically valid forecasting devices.43
In actual program implementation, direct jobs of
regional centers may be job positions under the
auspices of the new commercial enterprise itself, or
jobs created by third parties that have a nexus with the
EB-5 investments in the new commercial enterprise.
Third-party job creation can be in form of a loan
of EB-5 funds by the regional center to the project
developer or by tenants that occupy commercial real
estate created by EB-5 capital.
An issue that has vexed USCIS is tenant occupancy
job creation. Tenant occupancy job creation refers
to a project development where the new commercial
enterprise uses EB-5 funds to acquire and develop real
estate, then leases out space to different tenants and
counts tenant jobs to meet EB-5 job requirements.
On December 20, 2012, USCIS recently issued a
guidance memorandum to address this issue. In
the memorandum, USCIS seeks to strictly enforce
the requirement that petitioners show a “reasonable
causal link” between the EB-5 investments and job
creation.44 If the nexus is shown, USCIS will allow
tenant jobs to be considered as direct jobs and can be
used as inputs in the econometric models to determine
the indirect and induced jobs created. According to
USCIS, the nexus between EB-5 investments and
job creation can be shown by “direct, imputed,
or subsidized investment into such new jobs” or a
“facilitation-based approach.”45
For direct jobs to be attributable to EB-5 investors,
EB-5 investment must have facilitated the creation of
jobs, not just re-located jobs from elsewhere. This is
also true with tenant job creation. Tenant job creation
linked to EB-5 investments may be demonstrated
through the “facilitation-based approach” by either
showing regional area needs for such commercial
space that are not being met, which the EB-5 project
will provide, and the removal of market constraints by
the EB-5 facility, or that the EB-5 commercial space
will generate additional labor and income.46 Another
approach is to provide evidence that the investors’
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funds have been used as direct, imputed or subsidized
investments in the creation of tenant jobs through a
business or financial relationship between the EB-5
new commercial enterprise and the tenant.47 One
important distinction made by USCIS in its operational
guidance is that in high unemployment areas—
targeted employment areas with unemployment rates
150% of the national unemployment rate where the
EB-5 investment amount is lowered from $1 million
to $500,000 per investor48 —“new projects are
not likely to significantly displace other income or
labor.”49 This language suggests that jobs created in
a high unemployment area are not likely pre-existing
jobs moved from another location. However, a nexus
between the investments and tenant job creation must
still be shown either through a financial/business
relationship or evidence that the EB-5 investments will
facilitate new demand for labor by filling a market
void with the commercial property to be leased out to
tenant businesses.50 Although the standard of proof
in all EB-5 cases is to establish each requirement by a
preponderance of evidence, there is no clear guidance
on when an investor is deemed to have met their
burden of proof. It is thus up to the petitioner and
their counsel to determine how to meet qualifications
in tenant-occupancy job creation situations.
2. Construction Jobs Can Be Attributed
to Investors in a Regional CenterBased Program
Since the regional center-based program is able
to take advantage of indirect and induced jobs, as
well as direct jobs, jobs created by construction job
activity may be included in the overall job count—
even if they do not last two years. This allowance is
a major difference from the standard EB-5 petition.
USCIS reasoned that even though construction
jobs may not last over two years, the indirect and
induced employment impact of such construction jobs
constitutes continuous, permanent employment. 51
USCIS stated this interpretation in an open letter to
Senator John Cornyn in 2009, not in official policy
guidance, but it has been used to allow indirect and
induced construction jobs for regional centers to
count towards the overall job count.52
3. Tenant Changes are not Material
Changes in Regional Center-Based
Programs
In regional center-based I-526 filings, a new
commercial enterprise leasing commercial space to
tenants must identify the types of tenants occupying

the space, and any change to the tenant mix could
trigger a material change. However, the recent
December 20, 2012 Guidance Memorandum from
USCIS clarifies that if the space is leased to a
different type of industry tenant than that which was
originally identified, “such a change alone will not
generally constitute a material change that triggers
the elimination of deference in an actual Form I-526
[this is if there was a project pre-approval at the
I-924 regional center application stage53] or negates
any possibility of individual investors removing their
conditions at the Form I-829 stage [if the I-526 were
approved based on a certain tenant mix, which then
changed after filing].”54 Even with this clarification,
there is a risk that changing the tenant mix will
trigger heavy scrutiny from USCIS, especially when
trying to determine job creation, since it can differ
from tenant to tenant.
4. The Job Creation Timeline may be
Affected by the Use of Escrow in a
Regional Center-Based Investment
The job creation timeline for regional centers needs
to be watched more closely because of the typically
larger number of investors and the need to ensure
that enough jobs are created by the time the first
investor files their I-829 petition. With the use of
escrow, where the investment funds may not be
available to create jobs until months later, a regional
center should make contingency plans to move
a project forward in case the funds are delayed.
Escrow is not specifically required under the EB-5
rules and regulations, but is commonly used by
regional centers as part of the investment to offer
some kind of protection for investors. For example,
$500,000 may be deposited into an escrow account
to be released a period of time later or upon some
condition being fulfilled, such as the approval of the
I-526 petition. This means that the project developer
would not be able to use the funds until the I-526
is adjudicated, which is now estimated to be eight
months. This effectively locks the project developers
into a timeline of two and a half years to complete
and begin operations of the target business. The
extra six months is the estimated amount of time
from the approval of the I-526 to the immigrant
investor arriving in the U.S., which starts the clock
on the two-year conditional residency period. If
escrow is not used, or funds are released upon the
filing of the I-526 petition, this effectively allows
the project developer to use the investment funds
earlier by at least 8 months because they do not
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have to wait for the I-526 to be adjudicated before
accessing funds. If escrow is used, the timing of
release of funds from escrow should be carefully
planned to match the project development plans so
that job creation will be fulfilled in time for the first
investor’s I-829 petition. It is important to pay close
attention to the timeline when escrow is used to
ensure that the required number of jobs are created
within the two-year timeframe.
IV. CONCLUSION
The EB-5 program was established to increase
economic development in the U.S. economy in
exchange for a path to permanent residency for
immigrants willing to help support the U.S. economy
through financial investments. Job creation is the
metric used to measure the economic benefits arising
from EB-5 investments, which means that USCIS
diligently monitors such job creation to ensure the
required jobs are created. Job creation predictions
and ultimate attribution to an EB-5 investor may
require a lot of work throughout the EB-5 process and
are usually more involved than a simple show-andtell, but the benefits to businesses, foreign investors
and the U.S. economy are real. Such benefits make
the EB-5 program an enticing option for foreign
investors looking to establish permanent residency in
the U.S. in exchange for contributing to the vitality
of the U.S. economy. Despite recent guidance
seeking to clarify how to measure job creation, many
points of contention related to job creation still exist.
These points include the statutory basis of the twoyear job creation limitation, how employers can hire
qualifying employees without violating DOJ hiring
rules, the uncertainty of what constitutes a material
change. and what documentation could satisfy the
new tenant occupancy requirements. As USCIS
continues to clarify its job creation policies, there
will hopefully be more guidance about how investors
and those advising them in the process should act to
ensure the creation of qualifying jobs and success in
reconciling real-world business circumstances with
the requirements of the EB-5 program.
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applicants on February 1 of the following year. The following summer, the popularly elected Board of Trustees review
our application submissions for acceptance, and new Executive Committee Members initiate their term at The State Bar
of California’s Annual Meeting. You can keep abreast of AnnualMeeting details and International Law Section events
and committee application submission dates by visitingour website at http://international.calbar.ca.gov/ or calling the
International Law Section of the State Bar of California, telephone number at 415.538.2380.
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