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Letter from Efficient Practice or Malpractice:
the President Limited Disclosures of Privileged Information

At the end of each trial, Rumpole of the
l m’ve been worried since the phone call

Y
Bailey would adjourn from the Old Bailey or his chambers at last week. Management was pressing the general counsel to do
Number 3, Equity Court, to Pommeroy’s to lift one (or more) everything possible to head off a formal SEC investigation. The
glasses of claret (Chateau Fleet Streetbeing a favored choice), general counsel stated he wanted to send the SEC the report of
while he regaled and harangued Phillida Trant Erskine Brown, your law firm’s investigation of the company’s conduct. You bottl
George Frobisher or anyone else who would listen to his stories of knew that investigation was confidential work product written to

his recent exploits in front of Judge provide a candid assessment and
Bullingham. It was a chance for bar- advice to the company. It wouldn’t
risters to let down their wigs and look good in front of a jury in the
experience the warm glow of fellow pending class action. How could the
ship and camaraderie (the warm general counsel expect you to find a
glow helped along undoubtedly by way to disclose a confidential docu-
the fruit of the vine) shared among ment without waiving the privilege?
professionals who have fought hard Your advice now to the general
and enjoyed the good fight, counsel is not what he wants to hear,

but you feel you must advise him to
Rumpole, California Style preserve the privilege. After an un

Not to be outdone, the ABTL has comfortably long pause, the general
introduced the Wine Tasting Hour, counsel responds, "John, I’m disap-
an hour preceding our dinner meet- pointed in you. It seems to me we
ings, where lawyers and judges, ought to at least consider what I

Barbara Reeves young and old, can regale and heard Columbia/HCA’s legal depart- Laurence Jackson
harangue each other with stories of ment had done. I understand their

their courtroom exploits. We tend toward California vintages outside counsel got the SEC to agree that disclosure would not
rather than Rumpole’s favorite plonk and claret, but the compan- waive any privileges. Why can’t you do that?"
ionship and camaraderie are every bit as comfortable as at You quickly need some answers: What are the pros and cons of
Pommeroy’s. The Wine Tasting Hour is sponsored by a generous limited production of arguably privileged information even if it is
vendor or two (we appreciate our sponsors0 who recognize that subject to a protective order or stipulation to preserve the privi-
it is more fun to promote one’s wares to lawyers who are relaxing lege? Would such a protective order be legally effective to pre-
than lawyers who are tensely juggling phone calls in the office, serve the privilege? In the absence of a protective order, would

(Continued on page 5) either a stipulation or a reservation of privilege rights suffice?

INSIDE ~j~lhile courts commonly enter protective orders to allow
¥ ¥ limited disclosure of trade secrets while preserving con-
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You Show Me Yours! I’ll defending regulatory agency investigations and in some multi-
Show You Mine? Trade jurisdictional disputes. In other cases, limited disclosure may be
Secret Litigation’s tactically advantageous or simply a cost-savings measure.
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Efficient Practice or Malpractice documents disclosed to the prosecution could be used only in the

Continued from page 1 habeas proceeding and would continue to be privileged and con-
fidential for other matters. In the District Court habeas proceed-

procedural posture of the case indicates that caution should be ing, McDowell challenged his conviction claiming ineffective
exercised in relying on it. Presumably, its rationale would apply assistance of counsel in his underlying murder trial. Accordingly,
with equal or even greater acceptance to the work product privi- he placed his own attorney client communications in issue. The
lege. Few other courts have addressed the issue. There does not California Attorney General moved to vacate the protective order
appear to be any precedent from the California State courts, on the basis that "federal law does not provide for partial waivers

of attorney client privilege." The District Court denied the motion

I n a few cases, limited disclosure, even in the absence of a to vacate and a subsequent motion for reconsideration; both
protective order, has not been found to result in a complete orders were upheld by the Ninth Circuit at page ]255:

waiver of privilege. In these cases, the disclosing party entered "It is debatable whether the district court can so limit the
into a stipulation preserving privilege or unilaterally reserved Attorney General’s use of the documents from McDowell’s trial
privilege claims. However, the overwhelming majority view is that counsel’s file. The question being a debatable one, the District
such stipulations and reservations are not legally effective -- the Court did not commit clear error when it limited access to the file

confidentiality of any documents pursuant to the terms of the protective order. District courts
would be irretrievably lost due to have very broad discretion in fashioning discovery orders under
even a limited disclosure. Fed. R. Civ. P 26 (c), and the protective order did not fall clearly

outside the bounds of the authority."
Why Disclose Confidential

Attorney-Client T he unusual procedural posture of McDowell may limit its
Communications? I application but should not undermine its rationale. Even

though the Federal Rules of Civil Procedure do not expressly
In a host of circumstances disclo apply in habeas proceedings, the federal courts are empowered

sure of privileged information may to draw on them as examples in habeas cases. Harris v. Nelson,
be beneficial, cost effective, or both. 394 U.S. 286, 89 S. Ct. 1082, 1091 (1969). In any event, the Ninth
Some disclosure is likely to be bene Circuit’s ruling on the extent of the District Court’s powers under
ficial or mandatory in matters in Rule 26(c) should be binding precedent in civil cases. In addition,
which the conduct of counsel has the District Court may have been particularly inclined to issue a
been placed in issue. For example, in protective order by the circumstances in McDowel/ a death

Adam D. H. Grant coverage litigation, the insured may penalty defendant forced to disclose attorney-client communica
be required to establish the reason tions if he is to be able to assert his ineffective assistance of coun-
ableness of the insured’s settlement se] defense. In less compelling circumstances, a trial judge may

of an underlying case. Insureds in such cases have been required be less willing to enter a McDowel/type protective order. None-
to disclose work product and attorney client communications, theless, should the trial judge be persuaded good cause exists for
See, Conoco, Inc. v. U. S. Bah Brothers Construction Co., 191 issuance of a protective order, it would appear to be enforceable
F.R.D. 107 (W.D. La. 1998). Even where limited disclosure is not within the Ninth Circuit.
mandatory, the insured may determine that it is beneficial to do Although the Ninth Circuit did not address work product privi-
so or appropriate to satisfy its duty of cooperation with its insur- lege, the Court’s rationale would certainly appear to extend to
er. See, e.g., North River Ins. Co. v. Columbia Cas. Co., 1995 U. work product. If anything, a district court’s ability to limit or regu-
S. Dist. Lexis 53 (S.D.N.Y.) (Insured’s limited disclosure to an late work product discovery is even less debatable than its ability
parently friendly carrier later held to have been a complete waiv to regulate attorney-client communication privilege. Other courts
er allowing a hostile carrier access to the previously privileged addressing limited disclosures have been less protective of the
matter. No protective order, stipulation or reservation employed.) attorney-client privilege and more willing to find a waiver of it
Limited disclosure may also be mandatory or beneficial in cases than of the work product privilege, provided the claimed work
involving legal malpractice issues, attorney fee issues and advice product is truly work product. See, e.g., Well v. Investment/lndi-
of counsel defenses. Various pre-litigation circumstances may carats, Research & Management, 647 F. 2d 18, 23 (9th Cir. 1981)
lead to a decision that limited disclosure is beneficial to avert an (attorney-client privilege "narrowly construed"); and Dunha]]
SEC, Department of Labor, or other agency investigation. In Pharms., Inc. v. Discus Dental Inc., 994 F. Supp. 1202, 1206
multijurisdictional disputes, limited disclosure in one forum may (C.D. Cal. 1998) (finding scope of waiver of work product narrow-
be beneficial in averting a decision on privilege in that forum that er than waiver of attorney-client communication privilege).
could have adverse collateral estoppel effects on cases elsewhere. In a second recent case in the Ninth Circuit, the Southern
In all cases, there is the potential economy of avoiding the cost of District of California entered a protective order allowing limited
privilege logging, of suspending depositions pending resolution of disclosure without a general waiver of privilege. Playboy En-
privilege issues, and of potential follow-on motion practice, terprises, Inc. v. Welles, 60 K Supp. 2d 1050, 1054-55 (S.D. Cal.

1999). The protective order provided that disclosure for discov-
Could a Protective Order Effectively cry purposes of claimed privileged documents to an outside cam

Preserve Privilege Claims? puter consultant, acting ostensibly as an officer of the court,

Two cases within the Ninth Circuit have upheld the effective- would not constitute a waiver of applicable privileges.

ness of a protective order in preserving privilege while permitting
limited, voluntary disclosure. The Ninth Circuit upheld the effec- I t may be appropriate to consider the identity of any other

tiveness of a protective order in McDowe]] v. CaMeron, 197 F. 3d jurisdictions that may be called on to enforce a protective

1253, 1255-56 (9th Cir., 1999) cert. denied68 U.S.L.W. 3656, 120 order. While there does not appear to be any precedent from the

S. Ct. 1708 (2000). The Court held that the Federal Rules of Civil California State courts or other federal circuit courts contrary to

Procedure gave a District Court in a habeas corpus proceeding McDoweH, dicta in at least one decision is contrary. The

the authority to enter an order that attorney client privileged (Continued on nextpage)
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Bankruptcy Court for the Northern District of Oklahoma stated
that selective waiver of the attorney-client and work product

Supreme Court Addressesprivileges could not be provided for in a protective order even
though that court ordered that disclosure of certain privileged Trade Dress Design Issue
documents would not waive privilege as to any other documents.
In re Commercial Financial Services, 247 B. R. 828 (N.D. Okla. A
2000). This dicta raises a question yet to be decided: Will a court, Asuch as the Financial Services court, enforce a McDowefl type children’s clothing manufacturer designs

order based on resjudicata principles, even though that court a line of baby clothes featuring a combination of certain uniform

would be unwilling to enter such an order? design elements: seersucker fabric: large bold appliques integrat
ed into large collars and pockets on the garment: and full cut

Thefew to date do not bodies. The product line is also marked by the absence of printedreported cases provideguidanceon

the effectiveness of blanket protective orders to preserve images, alphanumeric characters, three-dimensional features or

work product and attorney client communication privileges. In heavy ornamentation such as bibs or fringe -- all features fro-

general, blanket protective orders have been permitted by the quently found on children’s clothing. Can the manufacturer pro-

Ninth Circuit. San Jose Mercury News, Inc. v. LL.S. Dist Ct. -- tect the design of this product line as "inherently distinctive"
trade dress?

Northern DisL, 187 F. 3d 1096, 1103 (9th Cir. 1999). They may
Courts have split on the issue of

not be available under any circumstances in the California state whether product design features --
courts, depending upon the trial court’s interpretation of Stadish such as the shape, size, color, texture
v. Superior Ct., 71 Cal. App. 4th 1130 (1999) (blanket protective and material of a product -- should
order voided as an impermissible delegation of judicial powers in be analyzed under the same distinc-
allowing parties to designate matters confidential without express tiveness framework employed in tra-
provision for subsequent judicial review) ; see also Los Angeles ditional trademark cases or by some
Superior Court, Local Rule 7.19 (protective orders only to be alternative test. In Wal-Mart Stores,
entered on a "document-by-document" basis), c£ Stadish v. Inc. v. Samara Brothers, Inc., the
Superior Ct., 71 Cal. App. 4th 1130 (1999) (Zebrowski, J. Supreme Court finally addressed this
curring) (blanket orders may be available even in Los Angeles issue. Retail giant Wal-Mart argued
Superior Court if appropriately drafted), that, unlike other types of trade

dress and trademarks, product de
Are Stipulations or Reservations signs should never be considered
Effective to Preserve Privilege? "distinctive" without a showing of Stephanie Powers Skaff

Neither the Ninth Circuit nor the California State courts have secondary meaning. Garment manu-
facturer Samara Brothers maintained that all unique trade dress,

addressed the effectiveness of a stipulation to preserve privilege
including unique product designs, should be considered in-

following limited, voluntary disclosure in the absence of a protec herently distinctive. The Supreme Court unanimously sided with
tive order. Wal-Mart, holding that a product’s design is distinctive, and

The Northern District of California has held such stipulations therefore protectible as trade dress, only upon a showing of
to be ineffective. In Atari Corp. v. Sega of America, 161 F.R.D. acquired or "secondary" meaning. Wal-Mart Stores, Inc. v.
417, 420 (N.D. Cal. 1994), it held that Sega waived the attorney Samara Brothers, Inc., 120 S.Ct. 1339 (March 22, 2000).
client privilege when it provided Atarfs consultant with an other- The good news for retailers and manufacturers is that, by
wise privileged document as part of a settlement negotiation, directly confronting the differences between the "distinctiveness"
even though the parties expressly agreed that disclosure would of product design and other types of trade dress, the Wal-Mart
not waive applicable privileges. Many courts outside the Ninth case promises a measure of certainty in the often unpredictable
Circuit have held similarly, most recently in In Re: Co/urn- landscape of trademark law. The bad news, however, is that the
bia/HCA Healthcare Corp. Billing Practices Litigation, 192 same "bright line" that promises predictability for product design
ER.D. 575 (M.D. Tenn, 2000). Columbia had produced privileged cases may simply shift litigation to other issues, like whether a
documents to the Department of Justice subject to an agreement particular trade dress constitutes design or packaging, or whether
with the government that production of documents did not and a particular product design has acquired distinctiveness or "sec-
would not constitute a waiver of the attorney-client communica ondary" meaning.

tion or work product privileges. Nonetheless, the court held that From a practical perspective, the most significant impact of

a determination of what constitutes a waiver of privilege is a legal the Wal-Mart decision may fall outside of the trademark context

question, one the parties cannot negate by agreement. The court entirely. By raising the bar for trade dress claims, the decision

held that "voluntary disclosure of privileged materials to the gov- likely will lead to an increased number of companies hedging

ernment constitutes a waiver of the attorney-client privilege to all their bets with other intellectual property law alternatives, like
copyrights and design patents, to protect their most valuableother adversaries."
product designs.

Aminority view contrary to these decisions was first stated Trade Dress Distinctiveness
in dicta but not applied in Teachers Insurance & Traditional trademark disputes center on the use of words or

Annuity Association of America v. Shamrock Broadcasting logos to identify a product or service. "Trade dress" disputes, in
Co., 521 E Supp. 638 (S.D.N.Y. 1981). The minority view found contrast, arise when a producer or manufacturer seeks to protect
application in Jobin v. Bank of Boulder, 161 B. R. 689, 695-6 the appearance or design of their products.
(Colo. 1993), in which the court found that the Bank of Boulder To prevail on either a trademark or trade dress claim, a plain-
had not waived applicable privileges despite limited disclosure, tiff must demonstrate three basic elements: (1) distinctiveness,
The bank had taken substantial steps to insure maintenance of (2) nonfunctionality, and (3) likelihood of consumer confusion.
confidentiality by those to whom it had made disclosure, includ- Kendall-Jackson Winery, Ltd v. E & J Gal]o Winery, 150 F.3d

(Continued on page i O) (Continued on page 4)
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permitted, just like any other shareholder, to recognize that
"what goes up may come down." The securities laws allow

Enforcing Insider Trading employees to bet for and against their own companies as long
Laws in Silicon Valley as their bets are not based on material nonpublic information.

Employees do not necessarily have an unfair advantage when
trading their own stock. A mid-level employee is not really any

W better informed about what will affect the stock price than ana-
lysts and other traders. To the contrary, market professionals

he SEC has complained to the Wail Street usually have greater access to material financial information than
Journalthat a recent local decision is a "blow to the government all but the most senior management. Employees may have a
effort" to enforce the insider trading laws in Silicon Valley. See "feel" for what is happening, but that "feel" may not be very help
SEC v. Tvuong, 2000 U.S. Dist. LEXIS 6505 (N.D. Cal. April 12, ful in guessing the market’s next move. It should not make an
2000). Unfortunately, that analysis will become a selFfulfilling employee’s trading illegal.
prophecy if the SEC does not learn the right lessons from the
Truong decision. (In the interests of full disclosure, I should The SEC wants to be allowed to prove that an employee
mention that my colleague Jahan Raissi was one of the successful .Ik was using illegal insider information by simply showing

defense lawyers.) that the trading was suspicious, in hindsight, because of its vol-
ume, timing, and success. Such a rule, however, would shift the
burden to the employee to defend his trading without any proof

Suspicious Trading that he had any particular information that was both material and
The SEC had sued Hanh Truong, nonpublic.

a software manager at Molecular
Dynamics,Inc. ("MDI"), two of his
brothers, and several friends for Prosecutorial Discretion

allegedly using material, nonpublic The SEC has publicly defended its reliance on circumstantial
information to sell (and short sell) evidence in the Truong case, but it should be reconsidering why
MDI stock just before a negative the case was brought in the first place. The agency invested five
quarterly announcement. Accord- years of effort on this matter, but never uncovered any evidence
ins to the SEC, the volume, timing, that defendants had any specific inside information. Unfor-
and success of defendants’ stock tunately, institutional momentum apparently resulted in charges

Charles R. Rice trading indicated that they had being brought even though there was no "smoking gun."
used inside information. Even Despite the SEC’s public comments, this case will not neces-

though Truong was not a senior manager and all of the senior sarily be a blow to its insider trading enforcement. The SEC must
MDI managers who had known the bad news denied telling him, remember that no one wins when it accuses someone of fraud
the SEC claimed that Truong had had access to inside informa without enough evidence. Both the agency and the "vindicated"
Lion because of MDI’s open cubicle environment, defendants lose time, money, and public stature. The agency will

better serve the interests of justice and the investing public by

Judge Spencer Williams granted partial summary judgment electing not to prosecute marginal cases. Such discretion would
to defendants, finding no evidence that they had pos strengthen, not weaken, the SEC’s enforcement efforts as a

sessed, much less used, any particular inside information before whole.
certain trades. Judge Williams relied on’the Ninth Circuit’s hold -- Charles R. Rice
ins in U.S.v. Smith, 155 E 3d 1051 (9th Cir. 1998), that the gov-
ernment must prove that the defendant "usedthe inside informa-
tion in formulating or consummating" the stock [fades. Id. at
1070 n. 28 (emphasis added). See Friese and Chan, "The

Efficient Practice or Malpractice
Evolving Insider Trading Debate," ABTL Report Northern
California (March 1999).

Continued from page 3

Judge Williams rejected the central premise of the SEC’s case: ing entering into an agreement that the limited disclosure would
that suspicious trading, by itself, could warrant an inference that not constitute a waiver generally of applicable privileges.
the defendant must have illegally used inside information.
Truong at "31. Allowing a jury to draw such an inference from The Ninth Circuit has held that parties may not effectivelysuspicious trading alone, the court reasoned, "would relieve the &preserve the attorney client communication and work
SEC of its burden to identify the [inside] information, prove its product privileges by making a limited disclosure and purporting,
materiality and prove possession and use" by the defendants, ld. at the time of that disclosure, to reserve a right to assert applica-
Nor could the SEC prove possession and use by showing "access" ble privileges in the future. Well v. Investment~Indicators,
to inside information from "the mere open-cubicle environment" Research & Management, 647 E 2d 18, 23 (9th Cir. 1981) (case
of MDI. Id. at *35. Otherwise, the court reasoned, "virtually fact statement does not specify clearly if disclosure was complete-
everyone in Silicon Valley...who has merely normal professional ly voluntary or with reservation of privilege claims). Only the
relationships with senior management must be considered to Eighth Circuit Court of Appeals has expressed a somewhat differ-
have access to confidential information for insider trading pur- ent view in holding that production in a non-public SEC investiga-
poses." Id. Lion could be done without causing a general waiver of applicable

Trading Your Own Company privileges, if done with a reservation of rights by the producing
party. Diversified Industries, Inc. v. Meredith, 572 E 2d 596

It may seem fishy to sell all of your own company’s stock, espe-
(Sth Cir. 1977).

cially just before a drop in the market. Unlike Pete Rose betting
against his own baseball team, however, an employee must be -- Laurence Jackson and Adam D. H. Grant
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