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Preface to Fourth Edition

Since publication of this guide in 1994, the wdrls witnessed a revolution in communication
known as the Internet. As businesses began toiexpdocommercial potential of the Internet,

they encountered unique new legal issues and oppitigs. As the Internet took center stage in
all forms of business transactions, new issuestesfato arise in the area of trademark and

generally all intellectual property protection. &ddition new regulations took shape and the tax
treatment followed suit. We at Gibney, Anthony &hérty, LLP quickly realized the need to

update our guide to address these issues.

This Fourth Edition is based on information avallelas of October 1, 2016. It does not cover
all applicable laws or provide legal advice on siiecquestions. This guide should not be used
as a substitute for legal counsel.



Introduction

In this guide, we show how a business that existside the United States might be established
here and grow to a substantial presence. We pairtav American law at the federal, state and
local levels may affect decisions that would othseabe based solely on business concerns.

The introduction of manufactured products into thé&. involves a broad range of legal
issues. We have therefore focused our efforts orhypothetical manufacturer called
“Manufacturer.” Most of the issues discussed irs thuide also apply to a service business.
Manufacturer has developed a product that is sst@des its home country (called “Home
Country”), and seeks to expand its business in® thS. The product (called “Product”)
incorporates unique technology, which is patentetHome Country, and valuable unpatented
“know-how.” Home Country is a party to the usualemational and bilateral treaty networks,
including the Paris Convention and the Berne CotiwenHome Country also has a tax treaty
with the U.S. patterned after the U.S. Model Tagaly.

Our discussion focuses on four stages of Manufactuactivities in the US:

Stage | Entering the United States Market
(Entry into the U.S. through an American distribytimllowed by the hiring of an American
licensee)

Stage | Establishing a United States Presence
(Modest expansion through the opening of an officee U.S.)

Stage |l Expanding United States Operations
(More aggressive expansion through a direct U.&sstorce followed by the acquisition of a
manufacturing facility in the U.S.)

Stage IV Doing Business on the Internet
(Navigating the unique legal issues posed by therhet and online commerce)

Each stage involves many areas of American law.eSmsues are common to more than one
stage; others are unique to one. It is thus inabror businesses to consult closely with their
legal advisors at each stage of development.

Our discussion of each stage of Manufacturer'snass is followed by brief summaries of
relevant American laws. Before reading these sunasayou may wish to read the more general
background material on a variety of American lawshie Appendix.



Stage |

Entering

The United States
Market

The Independent Distributor

Manufacturer's first contact with the U.S. is thgbua representative sent to explore the
possibility of introducing the Product into the UrBarket. Manufacturer does not plan to estab-
lish its own U.S. sales organization, believingnibre appropriate to locate distributors, brokers
or manufacturer’s representatives.

Manufacturer's marketing personnel locate a prowit).S. distributor, called “Distributor.”
Working with Distributor, Manufacturer will introshe the Product to the American public.
During the following months, Manufacturer's repnasgives will enter the U.S. to monitor
Distributor’s activities and the public’s reactitmthe Product.

Under Manufacturer’s arrangement with Distribuistributor will buy and resell Products
in its own name, and will not hold itself out as Migacturer’s agent. Title to Products will pass
to Distributor at the port of shipment in Home Ctyn

Products are manufactured in Home Country. Marnufac is considering relocating its
assembly operations to another country such asa(®ista, to take advantage of lower labor
costs and possible special trade relations with Wh®. To assure continued quality, key
components of the Product will still be manufactlire Home Country.

Legal issues at this stage of development involve:
 Licensing and Distribution
* Corporate Tax
» Trademark and Copyright
* Customs
* Antitrust
* Immigration

Licensing and Distribution

At this early stage, it may be premature for Maotifeer to form its own U.S. sales organization.
There are three ways Manufacturer may enter the tdekets without its own sales force: (i)
hire a distributor, (i) engage a broker or (iilgage a representative. Here, Manufacturer has
chosen to hire a distributor. Engaging a brokeremresentative is more prevalent in other
industries and creates a different legal relatignghan the one between Manufacturer and
Distributor.

Regardless of the type of relationship Manufactaetects, it should make a thorough review
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of the capabilities and reliability of its U.S. repentative. With the help of its legal and finaihci
advisors, Manufacturer can obtain numerous docusrtéat will help it determine, among other
things, how long and how successfully Distributas been in business, what its assets and credit
record are, what retail channels it has workedwhgther it can function in the targeted
distribution channels for Products and whetheag lost any important accounts.

The Distribution Agreement governs the relatiopghétween Manufacturer and Distributor.
The arrangement calls for Manufacturer to sellstied Products to Distributor. The Distribution
Agreement should set forth all pricing and delivéeyms. Billing and collection are usually
Distributor’'s responsibility, as is ensuring comapice with local legal and regulatory
requirements. We note that certain products argesulbo import/export controls and other
regulatory constraints at the State and Federaldewhich need to be complied with before the
product enters the US market. While Distributor simes develops the initial marketing plan,
Manufacturer may want control of the marketing gffé\t the minimum, Manufacturer will
insist on having significant input into Distribu®marketing efforts and on receiving regular
sales reports. Trademark registrations and papgalications are Manufacturer’s responsibility.

Distributor may ask to be Manufacturer’'s exclusives. representative. If the term of the
Distribution Agreement is relatively short, exchisy is frequently granted. The duration of the
Distribution Agreement (or the other agreements Madufacturer chosen another way to enter
the U.S.) may be a matter of difficult negotiatidanufacturer may want to change its method
of distribution in the future, perhaps by creatitggown sales force. One problem is that when
the Distribution Agreement is initially entered ontit may be difficult for Manufacturer to
predict the volume of sales. The U.S. represematin the other hand, will be committing
substantial resources to building Manufacturer'S.Ubusiness and expects to be rewarded for its
investment for as long as possible.

The Distribution Agreement should address thedusstions of duration of the relationship,
methods of ending the relationship and fair comaeos on termination. Manufacturer may
want the right to repurchase Distributor’s invegtof Products at cost, in order to facilitate a
change in distributors. The Distribution Agreemsimbuld also contain a number of technical but
important provisions, including a statement thagtflutor is an independent contractor with no
authority to bind Manufacturer. It should requiréstibutor to take reasonable steps to avoid
product diversion outside the U.S. or into inappiaip retail channels.

Distributor will probably insist on being protedtérom liability for defects in the Products,
while Manufacturer will want to protect againstolilty caused by Distributor’s negligence. The
Distribution Agreement will therefore require bgtarties to obtain appropriate insurance.

Corporate Tax

Selling through an independent distributor is orag/fior Manufacturer to enter the U.S. market
without paying U.S. tax. The U.S. will seek to tdanufacturer if it has a business presence in
the U.S. Under general U.S. tax rules, the creatioan agency relationship (independent or
otherwise) is construed as establishment of a UuUSiness presence, potentially subjecting
Manufacturer to US tax and requiring it to file Ut&x returns. However, a buy-sell arrangement
between Distributor and Manufacturer does not mwea@n agency relationship, and should not
itself cause Manufacturer to be deemed as havlogsabusiness presence. Further, as discussed
below, Manufacturer can look to the U.S. Model Tagaty to exempt it from U.S. tax.

Under the U.S. Model Tax Treaty, a treaty residenth as Manufacturer) is not subject to
U.S. tax on business profits unless it has a fioedtion, a “permanent establishment” (treaty
term) such as an office in the U.S., through whithconducts a business. The use by
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Manufacturer of a “dependent” agent with the autkido legally bind it on an ongoing basis is
deemed to constitute “permanent establishment”..e\dr an agent is “dependent” or
“independent” of a treaty resident involves issaesh as economic dependency and degree of
control. Manufacturer should remain exempt from .U& even if it uses an agent to market
Products, provided it limits the agent’'s authotitysoliciting sales. The U.S. is now taking a
closer look at agency relationships and assertgqgendent status in arrangements previously
thought to involve independent agencies.

If Manufacturer’s basis for paying no U.S. taxaigreaty exemption, it must file an annual
corporate tax return stating the basis for the gtem. The return need not show the results of
Manufacturer's U.S. operations. Filing a returnogbgotects Manufacturer’s right to offsetting
deductions if it is later determined that Manufaetis exemption claim was incorrect.

Note that U.S. tax treaties do not cover statelacal activities. It is therefore possible to be
subject to state and local tax, even if the inestattivity does not subject the business to federal
tax. Accordingly, one must not only determine thddral tax treatment, but also the treatment
under state and local tax legislation.

Article 5 of the U.S. Model Tax Treaty is includedthe Appendix discussion on Corporate
Tax. This Article sets forth the types of fixed g@aof business that will not constitute a
sufficient connection to tax a treaty resident’sibhass profits. Each foreign investor should
review its Home Country tax treaty with the U.Snce this provision varies from treaty to
treaty.

Note, too, that in Stage | Manufacturer's emplsyed| enter the U.S. from time to time to
assist in the marketing effort. This must be cdhgfmonitored, so that the employees’ authority,
presence and activities do not cause Manufacturdyet deemed as having a fixed place of
business in the U.S.

Manufacturer's employees will receive a salarydervices rendered in the U.S., and could
be subject to U.S. personal income tax. However Uts. Model Tax Treaty provides that if an
individual does not spend more than 183 days irUtig during the calendar year, he or she will
not be subject to taxation if their salary is paidManufacturer (assuming that it has no fixed
place of business in the U.S.).

Trademark and Copyright

Manufacturer’s first step in entering the U.S. nedris to determine whether the “Product”
trademark is being used in the U.S. Trademark sighe territorial, and therefore Manufacturer’s
trademark rights in Home Country do not automatgcapply in the U.S. Manufacturer should
ask its U.S. attorney to do a trademark searckeafshe “Product” trademark is available.

If the trademark is available, Manufacturer shoudgister it with the U.S. Patent and
Trademark Office. Although not required, regiswatprovides several advantages and can give
Manufacturer an early priority date should somesise use the trademark.

There are two ways for Manufacturer to begin tlegigtration process before selling
Products in the U.S. Manufacturer may file an ‘imtto-use” application once its U.S. plans
become sufficiently firm. Or, Manufacturer may apfdr a U.S. registration based on its Home
Country trademark registration under Section 44(ehe federal trademark law. Unlike intent-
to-use, a Section 44(e) application does not reghiat the trademark be used in the U.S. before
the registration is issued.

Distributor's sales of Products establish tradémarghts for Manufacturer, and
Manufacturer is responsible for policing and proter the trademark. The Distribution
Agreement should require Distributor to monitorrdhparty use of the trademark and alert
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Manufacturer if Distributor learns of infringementManufacturer (not Distributor) should
decide whether to sue an infringer. Distributoriddaagree not to use the “Product” trademark
or any similar mark in any manner without Manufaetis written approval.

Copyright law may also play a role. Although Maatirer does not sell literary or artistic
items, it may be able to take advantage of copymgbtection for advertising and promotional
materials, operating manuals, packaging, etc. IfmeloCountry is a member of the Berne
Convention, no formalities are required for Mantiiaer to preserve its U.S. copyrights in items
created after March, 1989. However, certain forteali (such as a copyright notice) provide
added benefits and are recommended. As a non-Wgright owner, Manufacturer is not
required to register its copyright to sue for infflgment. However, if Manufacturer later forms a
U.S. subsidiary which owns copyrightable matenagistration with the U.S. Copyright Office
will be necessary before the subsidiary sues amgdr.

U.S. laws and regulations on labeling and paclgaire critically important to a company
introducing its products into the American markidte Fair Packaging and Labeling Act applies
to many products. Depending on the contents giridslucts, a manufacturer may also be subject
to regulations of the U.S. Food and Drug Administra Environmental Protection Agency,
Bureau of Alcohol, Tobacco and Firearms, and lawd eegulations of the states in which
products may be sold. Many of these laws and réigakacontain strict requirements for labels
and packages, and Manufacturer should consult iS. Uegal advisors before spending
significant funds on package and container design.

Customs

In Stage I, Products will be imported into the UT®. know the amount of duty it must pay on
such imports, Distributor (as owner of the goodsistrdetermine the classification, value and
country of origin of these goods.

The classification of all goods imported into HH€S. is governed by the Harmonized Tariff
Schedule of the United States (HTSUS). Under thé&sBiS, the rate of duty applicable to
Products is determined by the classification andnty of origin. The HTSUS may have
specific categories that control the classificatainProducts. The country of origin is clear,
because all components are manufactured and assembHome Country. The determination
of value is a highly technical area that is beytimescope of this analysis.

Manufacturer is considering relocating its assemdpgrations to Costa Rica. Costa Rica is a
designated Beneficiary Developing Country for pwgm of the Generalized System of Prefer-
ences (GSP), and qualifying products are eligiblepireferential duty treatment. However, for
preferential duty treatment under GSP, the oparatmonducted in Costa Rica would have to
meet a minimum value-added requirement. This igelyl if the only operations conducted in
Costa Rica are assembly or packing.

Marking requirements must also be considered.gdtids imported into the U.S. must be
marked with their country of origin (*Made in Hon@ountry”). The country of origin is clearly
Home Country when all manufacture and assemblyrsdtiere. Home Country would also be
the country of origin when all components are maatured there, and the Products are merely
assembled in Costa Rica. The country of origiress Iclear if components are manufactured in a
number of countries. Other (non-Customs) markimgiirements may also apply.



Antitrust

One question Manufacturer may have is whether 8. permits it to grant Distributor an
exclusive distributorship. Under U.S. antitrust Jdwsiness activity is legal unless it presents an
unreasonable restraint of trade. Courts have yst@lhd exclusive distributorships reasonable,
and thus legal, in view of the legitimate interestthe distributor in preventing others from
benefiting unfairly from its advertising and pronooial expenditures.

Another issue is whether Manufacturer can lawfgky the price at which Distributor will
sell Products. Until 2007, the setting of resalegqs was completely prohibited under American
federal antitrust law. While setting resale pricesy still be illegal under federal law in some
circumstances, various state antitrust laws stikhken doing so illegal (California) or
unenforceable (New York). Manufacturer can sugdbst price at which Distributor sells
Products, but cannot take action to force Distobub comply. This is a sensitive area of
antitrust law, and Manufacturer should be extremedyeful when discussing pricing with
Distributor.

I mmigration

In Stage I, Manufacturer will send Home Country éwywpes to the U.S. to meet with
Distributor. B-1 Business visas permit such empésy® be admitted to the U.S. for an initial
period commensurate with the purpose of entry ug rmaximum of one year, with discretionary
extensions of up to six months available under ggmpate circumstances. Manufacturer’s
employees in the U.S. on B-l visas may not engaggminful employment in the U.S. They must
be compensated only by Manufacturer, and the kisraftheir activities in the U.S. must accrue
predominantly to Manufacturer. They must also naméa permanent residence outside the U.S.

Manufacturer's employees coming to the U.S. faiess trips of less than ninety days may
be able to take advantage of the Visa Waiver Prognahich allows nationals of certain
countries to apply for entry to the U.S. for B-paybusiness purposes without obtaining a B-1
visa. However, applicants must meet specific dateand certain restrictions are imposed under
the program.

The Independent Licensee

The introduction of Products was a success, an@rerlave grown to the point that the
manufacturing facility in Home Country cannot kegpwith demand. Manufacturer must now
consider manufacturing Products in the U.S.

Although Manufacturer decides to manufacture lgcal does not wish to acquire a U.S.
manufacturing facility. Rather, it licenses thehiealogy and know-how used in manufacturing
Products to a company in the U.S. known as “Liceridacensee will also receive the exclusive
U.S. license to market Products under the “Prodtretiemark. The Distribution Agreement
with Distributor has been terminated.

Shortly after the License Agreement is signedjlite develops with the former Distributor.
Although the Distribution Agreement is over, Dibtrtor refuses to return remaining inventory
to Manufacturer. In addition, Distributor owes $810 to Manufacturer for Products purchased
by Distributor. Manufacturer believes it has thghti to the inventory, but the Distribution
Agreement was unclear on this point. Manufactureuld like to collect the money owed, but
has heard rumors that Distributor is insolvent. ¥dall, Manufacturer wants to avoid a long



dispute with Distributor that might interfere witlcensee’s Product launch or impact Licensee’s
trade relations in critical distribution channels.

Because Products have been successful and thelutotrademark has been widely
advertised by Distributor, opportunities to markéter goods under the “Product” trademark
may arise. With astute marketing, the “Productitiémark may be licensed for many types of
goods. Manufacturer has received inquiries from dpparel, sporting goods and food and
beverage industries, and must decide which prodattgories to pursue and which U.S.
companies to license.

If it is successful in establishing a licensinggnam, Manufacturer may discover the price of
fame in the trademark community: counterfeiting.autmorized Products may turn up in
disreputable outlets and on street corners. Mahwfc must then seek solutions to this
unwelcome imitation.

Legal issues relating to this phase of developrmsatve:
» Licensing and Distribution

e Corporate Tax

* Litigation

* Anticounterfeiting

Licensing and Distribution

Manufacturer can no longer meet the growing U.&nahd for Products and must
produce in the U.S. However, it is not ready tsrown manufacturing facility. Manufacturer
chooses instead to license the manufacture anesRI®ducts to Licensee.

There are two licenses at work here. The firsteeewechnology and know-how used to
manufacture Products. Manufacturer may charge aragproyalty for technology and know-
how or a combined royalty. Licensee and its empsyghould agree to keep the technology and
know-how confidential, to use it only for Produetsd not to use it after the License Agreement
terminates.

The second license is the right to use the “Prddtexdemark on Products manufactured
using the licensed technology and know-how. Theigsye here is quality control. For the first
time, Manufacturer's trademark will appear on goodanufactured by others. Manufacturer
must supervise the quality of Licensee’s Produeterisure that Manufacturer’'s standards are
met. Failure to do so can result in the loss afemaark rights.

Many concerns relating to a distribution arrangeiredso apply to a license. Licensee will
probably insist on exclusivity. The license termyrba longer than the distributorship because of
Licensee’s manufacturing commitment. However, Maotirer will seek as short a term as
possible to keep its options open, as again, inaware of how successful sales may be.
Manufacturer should have the right to purchase risee’s inventory after the License
Agreement terminates.

Compliance with local laws is Licensee’s respotisgp while Manufacturer’'s responsibility
includes filing trademark and patent registratiortse parties should cooperate in developing the
marketing plan. Manufacturer expects to license “fAroduct” trademark for other goods. It
hopes that the public will associate these good$ whe high quality Products for which
Manufacturer is known. These licenses will preserny of the same concerns as the
Manufacturer/Licensee license. Quality controlhie thost important issue from both the legal
and business perspective. Finally, Manufacturerdsie® consider appropriate measures to



protect its and the Product’'s image and preventtegional damage in the market, including
legal remedies and specific insurance productsotercfor the unfortunate situation in which
public pressure threatening its reputation.

Corporate Tax

Having appointed a Licensee, Manufacturer can gélerate income from the U.S. free of
federal tax. Under the U.S. Model Tax Treaty, Mactiirer will receive royalties free from
federal tax if it notifies Licensee that Manufaeuis entitled to treaty relief. At year end,
Licensee will report to the IRS all payments maaléfanufacturer during the year and any tax
withheld. Home Country will be notified pursuantitdormation exchange procedures under the
treaty. Although Manufacturer is subject to tax Home Country there will be no double
taxation.

Absent treaty relief, the U.S. would impose a téamice (withholding) tax on royalties paid
to Manufacturer. Licensee would be required to old tax (and deposit it with the IRS),
paying the balance to Manufacturer. The withholdwguld satisfy Manufacturer's U.S. tax
liability, and Manufacturer would not need to fdereturn. However, the filing of a return may
open the possibility for Manufacturer to claim detions and other credits that may reduce its
ultimate tax liability.

U.S. tax treaties differ in defining “royaltiesha the level of exemption from tax. Each
foreign investor must review its home country’satgein this regard.

We have assumed that Licensee is not related taifdeturer, and that the royalty rate has been
established at arm’s length. As explained in Stdgé¢he royalty rate is an ongoing issue when
the licensee and licensor are related.

Note again that tax treaties do not cover statklacal taxes. In general, states have not
sought to tax foreign licensors (such as ManufacjuHowever, certain states have asserted a
taxable presence as to domestic U.S. licensors. i§ha developing area of state and local tax
law.

Litigation

Distributor’s failure to pay for Products and itsluctance to return inventory give
Manufacturer two claims against Distributor. Thestfis a breach of contract claim for failure to
pay money owed ($60,000 for Products delivered fstributor but never paid for by
Distributor). The second is a claim for an orderuinction) directing Distributor to sell its
inventory of Products back to Manufacturer at cost.

In deciding whether to bring the breach of corttdaim, Manufacturer must balance the
high cost of litigation against the likelihood afcgess, the amount of expected recovery and the
ability of Distributor to pay the judgment. Manufaer believes it stands a good chance of
success at trial, since Manufacturer deliveredgibads, the price was clear and Distributor did
not pay. However, Distributor will probably raisefdnses (for example, that the Products were
defective), and may assert its own claim (callédoaunterclaim”) against Manufacturer (such as
a claim for breach of warranty). Manufacturer maksto consider the rumors that Distributor
lacks the money to pay a judgment.

The claim for return of inventory is less suresatcess. Although manufacturers often have
the right to buy back inventory from distributotise Distribution Agreement was unclear on this
point. Manufacturer is wary of devoting time andmay to pursuing an uncertain claim. It also
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wants to avoid a long dispute with Distributor thetuld interfere with Licensee’s Product
launch. This dispute might have been avoided hadOistribution Agreement clearly stated
what would become inventory upon termination. At lsast, Manufacturer could have improved
its litigation position through better long-randamqming.

If Manufacturer pursues its claims against Distiils, Manufacturer may have the option of
suing in either state or federal court. Suit cdugdbrought in the state in which the claim arose
or the state in which Distributor has its princip#ce of business. To assist citizens of foreign
countries in receiving a hearing free from faveriiin a state court, the U.S. permits citizens of
foreign countries to sue U.S. citizens or businessefederal courts if the amount in dispute
exceeds $75,000. Non-US citizens often take adgentf this opportunity.

Anticounterfeiting

Manufacturer’s license of the “Product” trademadk many goods may lead to these goods
being copied. Manufacturer, which must protectrigglemark, may then find that conventional
legal action is unable to stop counterfeit goods.

The reason for this failure is that traditionajdéprocedures against trademark infringement
do not work well against counterfeiters. Trademankers often serve suspected counterfeiters
with a court order requiring that they attend arimga However, when the hearing date arrives,
the counterfeiters and the counterfeit goods magdme. Counterfeiters often run “fly-by-night”
operations that are difficult to stop if advancdic® of legal action is given (as required in
traditional American litigation).

Manufacturer should take advantage of specialuseiprocedures available to combat
counterfeit goods. In a well-run anticounterfeitimgperation, investigators trained by the
trademark owner and its attorneys locate sellersoonterfeit goods and their supply houses.
The investigators watch suspected locations anchpse counterfeit goods. This information is
then brought to a judge to show a strong likelihggumobable cause”) of counterfeiting. The
judge authorizes seizure of the counterfeit goddspacified locations. Seizures are done by
investigators and federal marshals, with the traat&owner’s attorneys, in a surprise raid with
no advance notice to the counterfeiters.

Manufacturer should also ask its investigatoréetyn (and obtain proof of) the names of
persons importing and manufacturing counterfeitdgocAlthough this can be difficult, it is
extremely beneficial when successful.



Stage Il
Establishing A United States Presence

Although sales of Products have grown over sewgals, the business has reached a
plateau in recent months. Manufacturer suspects ltiensee has become sluggish and
inattentive. To revive sales, Manufacturer belieiteseeds an office in the U.S. to monitor
Licensee, oversee product quality and advertisuttyities, verify sales and royalty reporting
and otherwise advise Licensee on its marketingtstfo

After conferring with its financial and legal aders, Manufacturer decides to form a
subsidiary corporation called “Offspring.” Offspgmwill operate out of one office, located near
Licensee’s headquarters in New Jersey. Offsprinty k@ staffed by a small number of
executives and support personnel. Most will be H@woentry employees who will relocate to
the U.S. with their families, but one will be adbexpert on U.S. marketing.

Issues arising under Stage Il involve:

Business Organizations
Corporate Tax
Immigration
Employment

Business Organizations

By establishing a U.S. subsidiary, Manufacturerdsopo avoid the liability and possible tax
exposure of branch operations. Manufacturer selbetaware as the most favorable state of
incorporation, because over many years Delawaredeasloped laws that make running a
corporate business easier than in most other stétese that in the U.S. internal corporate
affairs are governed principally by state law).

Because Offspring will have an office in New Jgrse must qualify to do business in that
state. Qualification involves registration withtstauthorities, consenting to state jurisdiction fo
taxation and litigation and filing periodic repar®he name “Offspring, Inc.” must be available
in Delaware and New Jersey before Manufacturerusanit for the name of its subsidiary. A
name is available if no other corporation is ustray a confusingly similar name in the state.
Manufacturer must select directors and officerOfispring. It would like to use some of its
executives as officers of Offspring. However, thpeseple are accustomed to dealing on behalf
of Manufacturer and must take care to hold theneselgut in the future as representing
Offspring, not Manufacturer. This is crucial for im@ining Offspring’s limited liability. It may
also insulate Manufacturer from the jurisdictionlbf. courts.

The choice of directors is not so clear. Manufeatwould like one or more members of its
management to serve on Offspring’s Board of Dinect@hile this is generally permitted under
U.S. law, Manufacturer should consider that thiy miae Offspring’s creditors an argument that
Manufacturer should be liable for Offspring’s delia the theory that Offspring is merely the
“alter ego” of Manufacturer. Depending on the spedctivities of Offspring and the expected
role of Manufacturer’'s managers in its day-to-d@erations, Manufacturer may consider the
appointment to the Board of Offspring own employems of third parties. Business
considerations will also determine the number oéators that Manufacturer will appoint: under
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Delaware law, the board may be constituted with simgle member, which simplifies the

structure of small wholly owned subsidiaries. Aydhe directors may also be concerned with
personal liability. For this reason, provisions Iwbe included in Offspring’s Certificate of

Incorporation relieving its directors of personalbility from their service on the Board of

Directors to the fullest extent allowed by law.

Corporate Tax

By opening an office, Manufacturer has establishelimited presence in the U.S., one not
intended to involve it directly in the sale of Puats through Licensee. By operating through a
separate entity (Offspring), Manufacturer shouldveh@voided establishing a fixed presence
within the meaning of the U.S. Model Tax Treaty (@rhmight have subjected its royalty to U.S.
tax). A U.S. subsidiary (such as Offspring) willtry itself give Manufacturer a fixed presence
in the U.S. unless Offspring acts as an agent aiu¥&cturer, which may cause a US presence
for tax purposes.

Under the U.S. Model Tax Treaty, it is possiblattilanufacturer could directly perform the
activities described in Stage Il but not have &diyresence subjecting it to U.S. tax. However,
businesses generally house such activities in a ¢db@pany for legal and operational purposes
rather than tax reasons.

The arrangement between Manufacturer and Offspsimgt intended to establish an agency
relationship, and the more likely inquiry will inlwe the question of whether Offspring has been
properly compensated for its services. U.S. congzaare sometimes used to negotiate licenses
as well as monitor existing licensees. Under thigregement, the U.S. company is often granted
an exclusive license, and sublicenses the intamgufdperty to third parties. The intent is not to
create an agency relationship, but one of relatahsor/licensee. However, depending on the
actual circumstances and specific activities, passible that the U.S. might disagree with this
characterization of the relationship.

I mmigration

In Stage IlI, Manufacturer will relocate Home Coynprersonnel and their families to the U.S.
The types of employees Manufacturer plans to seddlze duration of their stay in the U.S. will
determine which visa is required. An appropriataimmmigrant visa may provide employees of
Manufacturer with several years of work authorizatin the U.S. Since the employees involved
are intracompany transferees, the L-1 might beagig@opriate visa. To qualify for this visa, the
personnel involved must be employed in the U.Sannexecutive, managerial or specialized
knowledge capacity and have worked in the samecttgpa Manufacturer’s foreign office for
one full year in the last three years. Spouseschildren under twenty-one of L-1 visa holders
are entitled to derivative visas. Spouses of Lidavholders may apply for U.S. work
authorization while in derivative status. Otheedfics of the L-1 visa are outlined in the
Immigration summary in the Appendix.

Since the U.S. office has been doing busines$eks than one year, the initial L-1 visa is
valid for one year only. However, if Offspring’s $iness sufficiently expands, renewal of the
visa for the full term (explained in the Immigratisummary in the Appendix) is available.
Alternatively, Manufacturer may be eligible to apgbr E visa registration as an E-1 Treaty
Trader or E-2 Treaty Investor, and transfer empsy® the US on E-1 or E-2 visas. Employees
must be nationals of Home Country coming to the. tbSill executive, managerial or essential
skills positions. They need not have been empldyedlanufacturer in the past. E visas are
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temporary. There is no set limitation on the nunddeextensions that can be granted. However,
E visa eligibility depends on a number of criterigluding the existence of a treaty or similar

agreement between the U.S. and Home Country, tieendi@ation that Offspring holds the same

nationality as Home Country (through an analysisitef ownership) and the size of the

investment made or trade conducted. Spouses afdtezhunder twenty-one of E visa holders

are entitled to derivative visas. Spouses of B tislders may apply for U.S. work authorization

while in derivative status.

H-IB visas may be appropriate for Manufacturersfgssional employees or new hires who
will fill positions considered “Specialty Occupatl’ (generally, those requiring a bachelor’s
degree, or the equivalent in experience, at a mimijn Derivative visas are available for spouses
and children of H-IB visa holders. However, suchspas may not work pursuant to the terms of
their derivative status.

If Manufacturer intends that certain personnel #meir families will remain in the U.S.
permanently, or at least beyond the limits of mamtimmigrant visas, immigrant visas can be
applied for (as described in the Immigration summarthe Appendix).

Employment

In the beginning, Offspring will employ ten peopésd must abide by a variety of federal, state
and local requirements governing its relationshiih wmployees. Among these requirements are
rules concerning minimum wage, discrimination aadaksment, family leave, smoking policies,
posting of employee rights, accommodation for digas and other matters. Even if certain
requirements do not apply to an organization withyden employees, Offspring may want to
start complying in anticipation of future growth.

Offspring will need to set its salary structurel atetermine which benefits to provide (such
as health and life insurance or vacation), sincaymeenefits required by law in Home Country
are left to the discretion of U.S. employers. Ofiisgp may also wish to enter into employment
agreements with key personnel (such as the expett.8. marketing), including provisions
restricting such employees from competing with @fifsg for a limited time after they leave the
company.

Although it may be premature at this stage, as poifig’'s labor force grows, other
employment issues such as employee handbooksenvjab descriptions and written company
policies will become important. One or more defdrreompensation and retirement plans
(discussed under that heading in the Appendix) alsty be of interest in the future.
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Stage Il
Expanding United States Operations

Direct Distribution

Offspring’s efforts to revive sales were only paliti successful. Although sales of other goods
bearing the “Product” trademark are acceptablectite business of Product sales has lagged.
Manufacturer believes that the license method stfibuting Products no longer meets its needs.
Manufacturer decides to apply its own marketingrapph by establishing a direct U.S. sales op-
eration, to be run by Offspring.

Manufacturer's plans call for a significant incseain Offspring’s managerial and sales
personnel. A larger U.S. headquarter and a warehwils be required. Both facilities will be
located in New Jersey and staffed by Home Countigleyees and U.S. personnel. Many more
Home Country employees will relocate to the U.Shwiheir families. Manufacturer must be
certain that its Home Country production faciliti@ghich have been expanded) can meet the
U.S. demand, because the direct distribution pldhraquire early termination of the License
Agreement with Licensee.

This development raises legal issues in the foligvareas:

e Corporate Tax
* Real Estate and Environmental Law
» Estate Planning

Corporate Tax

Manufacturer will now establish an active salegrapion in the U.S. It faces several
decisions that impact its U.S. tax exposure andtleall tax cost of remitting income to Home
Country.

Manufacturer must decide whether its sales omsratshould be conducted through a
U.S. subsidiary, or a branch. Foreign companiegigdly conduct their U.S. operations through
a U.S. subsidiary, in view of the problems assedatith determining a branch’s U.S. profit (for
taxes and the application of the branch remittaag® as well as a desire to limit the parent
company’s liability and U.S. tax exposure. The LhABo imposes a branch level tax on interest
payments attributable to the U.S. operations, wharh add an additional layer of complexity to
operating in the U.S. through a branch. Note tkdkam tax treaties provide exemptions from the
branch remittance tax if the ultimate stockholdses bona fide residents of the treaty country. If
so, the branch remittance tax may not deter brapenations. Manufacturer decides that its sales
operation should be conducted through a U.S. sidngjdOffspring.

U.S. corporate tax will be imposed on the net imedfrom the U.S. operations (after
deducting the costs of distributing Products). Gelhe the cost of goods supplied by a foreign
parent to a separate U.S. entity will be the largas deduction. Note that this expense will
reduce Offspring’s tax yet produce no tax when Mactrer is paid. For this reason, the U.S.
carefully monitors intercompany transactions toueeghat they are arm’s length (negotiated as
if Manufacturer and Offspring were not related).eTU.S. imposes significant reporting and
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record-keeping requirements to ensure complianteitgi arm’s-length rules.

Manufacturer must also decide how to finance iS.dperations. It may wish to finance
the business partly with debt. Although tax treatsggnificantly reduce withholding taxes on
interest and dividends, only interest is deductiilecomputing net income for federal tax
purposes. The U.S. may seek to reclassify interemyjlebt as equity if the debt to equity ratio
is too high (a factual issue), or may impose “@&ysi stripping” provisions to limit tax
deductibility. These provisions rely on mechaniadés relating to the levels of debt to equity
and interest expense as a percentage of incommitathe deduction. Intercompany interest is
not deductible, even under an accrual method afwadng, until payment is made to a foreign
related company.

At the state and local levels, Offspring will bagbgect to tax on its business profits in
each state in which it has a physical presence&éfivarehouse, etc.). Offspring may, however,
be able to limit its tax exposure to one statene®ugh it sells into other states. This would
involve locating Offspring’s sales office and waveke in the same state (in this case, New
Jersey) and soliciting sales and independent reptatsves only, with orders being accepted at
Offspring’s headquarters and goods being deliveliegtctly from the warehouse to customers.
An annual fee will be paid to Delaware, Offspringtate of incorporation. This fee should be
minimal. Offspring may also face other state anthldax consequences, such as the need to
collect sales or use tax and state and local pagwas.

As for employee tax, Manufacturer will relocate il Country personnel and their
families to the U.S. These individuals will becotag residents in the U.S. and will be subject to
the federal and state income tax systems. As netsidd the U.S., they are taxed on worldwide
income and capital gains. The transition years wdreemployee arrives in the U.S. or returns to
Home Country often present opportunities for taanping (which should be done before the
move takes place).

Local taxes such as state and city income andeptyppaxes may affect an employee’s
choice of where to live. Employees often live ireatate and work in another. Employees and
their employer must also contribute to the U.S.iadosecurity system, unless the transferred
employee is exempted by a Social Security Totabmaf\greement between the U.S. and Home
Country. Under such an agreement, if employees fiome Country work for Offspring (a U.S.
corporation) for more than a fixed time (usuallgefiyears), they would normally be covered by
the U.S. social security system, and the emplogedOffspring would pay social security taxes
only in the U.S. If Manufacturer sends its emplay/aethe U.S. for less than the applicable time,
the Totalization Agreement would require that swhployees be covered only by Home
Country’s social security system and be exempt ftben U.S. system. Absent a Totalization
Agreement, employees and Offspring could, undetagercircumstances, be required to pay
social security taxes to both countries.

Real Estate and Environmental Law

To begin direct distribution, Offspring will needfioe space and a warehouse. As is common at
this stage of development, Offspring will leasehea than buy, these facilities. The issues posed
by a long-term office lease are discussed in thel Estate and Environmental Law summary in
the Appendix.

Finding the proper warehouse may be harder theatiftg office space. Federal and state
environmental laws may make it advisable for Offggpito obtain an environmental assessment
of the property before signing the lease.

The direct distribution effort will require theatrsfer of additional Home Country employees,
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who may stay in the U.S. for extended periods. leany of them, it may make sense to buy,
rather than rent, residential property to take athge of the tax benefits discussed in the Real
Estate and Environmental Law summary in the Appendi

Estate Planning

In Stage Ill, Manufacturer will transfer to the Ui/@any more Home Country employees and
their families. Transferred persons must consideether they are changing their domicile as
well as their residence. Domicile involves a moeenpanent move with no definite intention of
returning to Home Country. Non-domiciliaries aréjsat to U.S. estate tax on the value of their
U.S. assets, but domiciliaries are taxed on thaevaf worldwide assets. Manufacturer's Home
Country personnel may therefore want to take stepmsure they will be non-domiciliaries.
Other differences in estate tax rules (more fulplained in the Estate Planning summary in the
Appendix) are the levels of assets exempt fromtestx and exemptions from tax for transfers
to spouses.

A major consideration for employees is ease ofsfier of assets to their families if they die
owning U.S. property or if they are domiciled iret.S. In some states, probate procedures are
time-consuming and expensive. Individuals should gigention to the location and title of bank
and securities accounts, title to real estate aed tesident state’s laws on spousal rights to
marital property.
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Manufacturing Facility

Due to Offspring’s direct sales methods, demand Rwpducts has increased greatly.
Manufacturer discovers that, despite recent expangis production facilities in Home Country
cannot cope with the increased demand. Manufactoogr believes that Offspring should
manufacture some Products for the U.S. market.

Manufacturer will continue to provide finished Bugts until Offspring can handle the
manufacturing needs on its own. Manufacturer vickmse the Product technology, know-how
and “Product” trademark to Offspring, with an agpiate royalty to Manufacturer.

Manufacturer must now transfer to the U.S. Homer@gupersonnel who are familiar with the
manufacturing process.

Topics raised by this discussion involve:

» Licensing and Distribution

e Corporate Tax

* Real Estate and Environmental Law

* Immigration

* Employment

» Deferred Compensation and Retirement Plans

Licensing and Distribution

To manufacture Products, Offspring will become @erisee of Manufacturer’'s technology,
know-how and the “Product” trademark. A licenseeagnent should be signed covering the
items discussed in the Licensing and Distributiommary in the Appendix. Although one may
guestion whether Manufacturer and Offspring needlicense agreement in view of
Manufacturer's ownership of Offspring, there aras@ns why a license agreement is a good
idea.

First, Manufacturer may face IRS scrutiny of royglayments from Offspring, and will
want to show that the royalties are comparabléentse negotiated by parties dealing at arm’s
length. Also, Manufacturer may decide to sell itSUoperations in the future. If so, an arm’s-
length license agreement between Manufacturer dfgpiihg may be a good starting point for
negotiating a new license between Manufacturerth@duyer of the U.S. operations.

Corporate Tax

The main tax concern once Offspring begins to maetufe (in addition to those applicable to its
direct distribution of Products) is how Manufactuvéll be taxed on payments from Offspring
for technology, know-how and the “Product” tradekidrat have been licensed to Offspring.
Recall that Stage | involved the receipt of royEtirom unrelated U.S. licensees. The same rules
govern royalties paid to a related party. Howethez,U.S. views intercompany transactions as an
opportunity to transfer U.S. profits free of tax @ a greatly reduced rate of tax), and has
adopted so-called “super royalty” provisions unddrich royalties paid for intangible rights
must be consistent with the level of income produlsg the intangibles. These provisions were
originally meant to ensure adequate compensation U&. intangibles exported abroad.
However, the rules also apply to inbound transfers.
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State and local taxes may be increased if the faatwing facility is located outside the
state in which the company maintains its salexeffOther taxes that relate to manufacturing
(such as personal property and real estate taxag)ailso come into play, increasing the tax
burden and the administrative burden of complyiridy Wax-reporting requirements.

Real Estate and Environmental Law

As explained in the Real Estate and Environmengal summary in the Appendix, Offspring’s
options in acquiring a manufacturing facility aréease, net lease or purchase. Its decision will
depend on a number of factors beyond the scogaanalysis.

Regardless of whether Offspring buys or leasesésufacturing facility, it should carefully
evaluate the environmental condition of each siHspring should do at least a preliminary
environmental audit, since in many states the osimprof real property creates liability for
environmental problems (including those createdteethe new owner buys the property). The
transaction may also lead to state environmentiwe

Running the manufacturing facility will require ethtransfer of specially trained Home
Country employees, who will remain in the U.S. éxttended periods. It may make sense for
these persons to buy, rather than rent, resideptaerty and take advantage of tax benefits
available to home owners.

I mmigration

Manufacturer must now transfer to the U.S. Homer@gupersonnel who are familiar with the
manufacturing process. The same visa concernssdisdun Stage Il apply. Various training visa
classifications are available, including J-1 and.H-If Manufacturer plans to train foreign
personnel in the U.S., such trainees can applyfbrExchange visas through Manufacturer’s
own approved training program or a pre-approvedgm@m administered by a non-profit
organization. J-1 trainees are eligible to enterhS. for up to eighteen months.

If Manufacturer intends that certain individualsdatheir families will remain in the U.S.
permanently, or at least beyond the limits of ma®mtimmigrant visas, immigrant visas can be
applied for as described in the Immigration summape Appendix.

Employment

Acquisition of a manufacturing facility raises sealenew employment law issues. Offspring will
need to comply with the safety standards and rements of the federal Occupational Safety
and Health Act (OSHA) applicable to its plant. Thet that many employees will have access to
Manufacturer’'s technology and know-how may necassithe use of confidentiality and non-
disclosure agreements. Depending on the size oktink force and the nature of the industry, it
may also be necessary to deal with labor unions.

Deferred Compensation and Retirement Plans

Once Offspring acquires a manufacturing facilitg,work force will grow significantly, At this
point, Offspring may decide to adopt one or mored@alified benefit plans (which meet criteria
established by federal law and are entitled toagertax and other benefits). Even though a
qualified plan involves a great deal of administ&tvork, it may be necessary for Offspring to
attract the best available employees.
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Offspring may consider a defined benefit (pensiplan or a combined profit-sharing and
salary deferral (401K) plan. Most U.S. employeesidave to be eligible to participate in the
plan. Offspring would have several options regagditome Country personnel, who tend to be
the most highly compensated. These options propliaiening opportunities that are beyond the
scope of this review.
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Stage IV
Doing Business On
The Internet

Preparing to Go Online

Although Manufacturer is realizing satisfactoryuks from Offspring’s sales operations in the
U.S., it is acutely aware that consumers are tgrmmore and more to the Internet to locate
products. In fact, a number of its worldwide coniipes have already set up websites to solicit
sales or disseminate information on their produd@nufacturer also realizes that a presence on
the Internet may relieve some strain from its congto service and order entry operations and
lead to unanticipated business opportunities. Mortecally, Manufacturer does not want to be
left out of what has become the preferred way afgibusiness in the twenty-first century.
Manufacturer must first decide whether the webs&eser should be located at Manufacturer’s
home office, at Offspring or elsewhere. It musteatin what impact the website will have on
Offspring’s relationships with existing vendors asuppliers. The answers to these issues may
turn on whether the website will be used to soBaies or act merely as a source of information
about Products and the addresses of local vendors.

Manufacturer decides to use its registered traderaa the domain name. Much to its
dismay, it is informed that the domain name Prodoat is already in use. Manufacturer is
concerned that its trademark is being infringedboye all Manufacturer wants to use its
registered trademark in its domain name to presémeecontinuity of its image and name
recognition in the global marketplace.

Using an alternative domain name, Manufacturerghssa website that is at the forefront
of technology. As anticipated, its customer basegases while the demands placed on its order
entry and customer service departments decreasdodtiee self-service nature of the Web.
Manufacturer then decides to immerse its globakorners into an intense and interactive
experience. Manufacturer accomplishes this by pm@ting aspects of Home Country in its
website together with examples of contemporary Acaer culture, including a popular
advertising jingle containing a trademark and stpgawell-known song and various images of
pop art. At the same time, Manufacturer commissiggveral artists to create an original jingle
(lyrics and music) and artwork to be used in adsements, packaging and on its website.
Unfortunately, recognition has its disadvantagesirst, one of Manufacturer's competitors
begins to use Manufacturer's jingle and artworksradvertisements and website. Manufacturer
is very concerned because this unauthorized useading confusion and misleading customers,
and sales are being lost. To make matters worsaufcturer receives several letters from the
owners of the art, music and advertising accusirenbfiacturer of trademark infringement,
copyright infringement and counterfeiting. Manutaer is concerned about the legal
ramification of these charges, the damage to gategion, and, most of all, the cost and expense
of mounting a legal defense.
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Operating Online

Manufacturer advertises its website through varimeslia both in Home Country and the U.S.
Through its website, Manufacturer targets specifiarkets within the U.S. and solicits,
advertises and ultimately distributes Product fitsrmanufacturing facilities in Home Country.
To maintain lower operating costs, contact withtooers is conducted electronically with the
exception of a toll-free number available to custosnin several states. Much to Manufacturer’s
alarm, a customer who resides in New York and was tegularly purchased Products from
Manufacturer (“Customer”) claims that the Prodwstdefective and has caused him personal
injury. Customer files suit in his home jurisdictigdhe State of New York, against Manufacturer.
Manufacturer has several concerns. Understandahy/worried about the financial impact of
the lawsuit and the effect on its reputation. Mo it is ill prepared to oppose a lawsuit in
New York and questions not only the jurisdictiort blso the applicability of U.S. law.

Soon thereafter, Manufacturer receives a largerdi@ Products through its website. The
order is valued at $10,000. The purchaser, afieigating through Manufacturer’s website and
choosing his Product enters into a clickwrap cat(eaxplained below) with Manufacturer by
clicking on an icon labeled “I Agree.” Manufacturghips the order to the purchaser, who
returns it to Manufacturer claiming that it was emed in error and that no contract exists.
Manufacturer believes that when the purchaser edt@to the Click-Wrap Agreement a legally
binding contract was created. The purchaser doesgree, denies any knowledge of having
entered into a contract and demands that Manufargomoduce a copy of the contract.

Legal issues Manufacturer faces when doing busimeske Internet involve:

Domain Name Disputes

Corporate Tax

Trademark and Copyright
Litigation and Personal Jurisdiction
Online Contracting

. Non-Solicited Email (“Spam”)

Domain Name Disputes

Beginning on January 1, 2000, the Uniform DomaimisaDispute Resolution Policy (“UDRP”)
became the governing policy used by Network Sohgtidnc. and other registrars of the .com,
.net and .org domain names. Subsequently, additftoalevel” domains .biz, .info and .name
have been added, which are also covered by the UBSRRe then, hundreds more top level
domains have been added, and more are being adegdyear.

The UDRP is a system for handling disputes inv@uybersquatters — those who register
domain names using the trademarks of companiesaores of famous individuals, for the
purpose of selling the domain names back to theghtful owners or other nefarious purposes.
Under the UDRP, trademark owners may use admitistrgproceedings to resolve disputes
based on “abusive registrations.” The administeaproceedings are intended to be faster and
less costly than litigating domain name disputd¢on-cybersquatter disputes, however, will
continue to be handled through the court systerdemtnaditional trademark law.

For trademark owners to prevail in the administeaproceedings, they must show that the
cybersquatter's domain name is identical or comigigi similar to the trademark owner’s mark.
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In addition, the domain name registrant must nethalegitimate interest in the domain name,
and the domain name must have been registeredsaadmu“bad faith.”

The critical task is proving “bad faith.” Accorgj to the UDRP, the following constitutes
registration and use of a domain name in bad faith:

1) registration or acquisition of a domain name prifgaior the purpose of selling,
renting or otherwise transferring the domain naewgistration to the owner of the
trademark, or a competitor of the trademark owfweryaluable consideration; or

2) registration of a domain name to prevent the ovari¢he trademark from reflecting
the mark in a corresponding domain name, provitiatithe domain name registrant
has engaged in a pattern of conduct; or

3) registration of a domain name primarily for the gmse of disrupting the business of
a competitor; or

4) using a domain name to attract, for commercial ,geiternet users to a website or
other online location, by creating a likelihood @dnfusion with the trademark of
another.

If the trademark owner prevails at the administatproceeding, the domain name will be
cancelled or transferred to the trademark owner.

Corporate Tax

The worldwide taxing community is reacting to chesgin how companies do business
internationally. Talks are now being conductedchatinternational level, and here in the U.S., to
assess what changes in tax rules are needed tongelestronically generated commerce (to
protect tax revenues) without interfering with tdevelopment of this new and dynamic
electronic marketplace. In the international arens, likely that tax treaties will continue to be

the vehicle through which tax policy will be broagh line with economic and administrative

tax reality.

As portrayed in Stage Ill, Manufacturer chose &veha presence in the U.S. by setting-up
Offspring as a standalone operation, which leadtaxation of its U.S. derived profits. The
ongoing commercialization of the Internet may leadifferent “Manufacturer” to conclude that
it can access the U.S. market without a fixed preseeven if only initially, through an offshore
website. Following are some possible choices Martufar may explore to take advantage of the
Internet, and the potential tax results under mgstules:

i.  Manufacturer may maintain its website on a sergeated in Home Country, and use
it to disseminate information on Products and tbeation of major vendors
throughout the world. It is unlikely that this adty would lead to Manufacturer
being directly exposed to U.S. tax. This would lyjkbe considered a passive use of
the Internet without U.S. tax consequence.

ii.  Manufacturer may expand its local website formatit@ct solicitation of sales of
Products, with delivery from its own Home Countmpguction facility. Assuming
Offspring is not involved in Manufacturer's Intetnefforts, it is likely that
Manufacturer will not, under the U.S. Model Tax ding have a tax presence in the
US, and its Internet generated sales income slesdape U.S. tax.

iii.  Manufacturer may continue to maintain a local wehdut concludes that Offspring
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is in a better position to deliver and service s sold to U.S. customers over
Manufacturer's website. It is likely that the argament would be designed for
Manufacturer to receive a commission for finding gale, but that Offspring would

in fact be the designated seller. Again, Manufastwrould likely, under the U.S.

Model Tax Treaty, not have a sufficient presenceéhm U.S. to subject its profits

(commissions) to U.S. tax. Under the U.S. Model Tesaty, the existence of a U.S.
subsidiary, such as Offspring, would not by itselbnstitute such presence.
Furthermore, Offspring would not be acting in Maauttirer's name. In other words,
an agency presence, potentially giving rise tordwisite tax presence, would not
have been established. The U.S. would carefully itnorcommissions paid by

Offspring to Manufacturer to ensure that Offsprieglized an arm’s length profit on
the Internet generated sales.

iv.  Manufacturer may decide that it would be in itstbhagerest to maintain a website
(i.e. the server) located at Offspring offices tengrate all U.S. sales. Offspring
would clearly be subject to U.S. (Federal) tax tninternet generated profits. The
issue here is whether Offspring would have statklacal tax responsibilities beyond
the state in which it maintains its physical operatand website. That is, will the
website be viewed as a form of solicitation limigitis tax exposure to its home state,
or will the states (individually or collectively)egtise new rules to govern Internet
generated revenues. An increasingly higher numb&tates has started imposing
sales taxes on products purchased by residentgenfS3tate: Offspring will need to
determine which States require sales taxes to ideapa has to develop a mechanism
to collect them from the appropriate buyers andthayn to their State of residence.

In the first three examples, we assumed that ¢inees through which sales are concluded,
was located outside the U.S. or outside Offspringime state. Were the opposite true, the tax
results might be different. In fact, a thorough Igsia of how the transaction is consummated
would have to be made to assess contacts and bigr8. tax presence. These are the types of
issues the U.S. will be discussing with its trgadytners during the coming years.

Trademark and Copyright

Protecting a company’s copyrights and trademarkm@®must be a top priority for any
business choosing to launch a website. Apart froaking the traditional arrangements to obtain
copyright and trademark registrations (discussetienrAppendix), businesses should have a U.S.
attorney draft a legal disclaimer to be prominertigplayed on its website. The disclaimer
should, among other matters, put all users on edhiat the trademarks and copyrights contained
on the website are protected under U.S. copyrigbtteademark law. Copyright and trademark
notices should be placed throughout the websigdf.it€fforts should also be made to police the
Internet for trademark and copyright infringementother websites.

Businesses should always consult an attorney befaang photographs, illustrations,
artwork, music, logos or slogans on their websit&nce the Internet is often viewed as the
unregulated “wild west”, there is a growing temmatto use intellectual property owned by
others. This impression is both false and hazaddthrough the ease of linking, framing and
other means of appropriating the works of otherthenInternet, a business can easily become
the target of a copyright or trademark infringemlemtsuit. If your company receives a “cease
and desist” letter, it should be treated serioaslg an attorney should be immediately contacted
before taking further action.
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Litigation and Personal Jurisdiction

Establishing a Web presence may subject businemsgésindividuals to litigation in
courts throughout the U.S. Although a business maty physically operate in a particular
jurisdiction, the nature of its website and relatedthods of operation can enable a court to
exercise personal jurisdiction over the businessfit For example, lawsuits brought on theories
of breach of contract, trademark and copyrightimgiement, unfair competition and a host of
tortious acts are filed and litigated nationwide connection with a nonresident defendant’s
website operations.

For a court to obtain personal jurisdiction ovenaresident defendant, it must first
consider whether the defendant’s actions satigfyrélguirements of a state’s “long-arm” statute.
These statutes differ from state to state, but llysymovide for personal jurisdiction over
nonresidents who either (i) transact businessensthte, (ii) commit tortious acts in the state or
(iif) commit tortious acts outside the state thedult in injury within the state. If a state’s leng
arm statute is satisfied, courts will consider ieetthe Due Process clause of the Fourteenth
Amendment of the U.S. Constitution is satisfiecheT.S. Supreme Court requires the presence
of “minimum contacts” between a nonresident defahdad a state. In basic terms, the exercise
of personal jurisdiction must not offend traditibnations of fair play and substantial justice.

As part of the analysis in a claim based on ardkfet company’s website, courts will
consider whether the website is active or passNenresident companies that operate “active”
websites can expect to litigate lawsuits throughtbet U.S. Conducting electronic commerce,
including the formation and execution of online taants, as well as offering high levels of
interactivity through a website, may lead courtgharacterize a company’s website as “active.”
Providing goods and services over the Internetfitsn also lead to personal jurisdiction over
nonresident defendants. In contrast, operatingpassive” website usually will not confer
personal jurisdiction. Passive websites merelytaionadvertisements or provide information
about a company’s operations. Because courts reedaé presence of “minimum contacts”
between a nonresident defendant and a state toisxgurisdiction, subjecting companies who
run passive websites to personal jurisdiction wonffeénd traditional notions of fair play and
substantial justice, and thus run afoul of the WC8nstitution. There is a spilt in courts over
whether jurisdiction is proper over companies wperate an interactive site that allows visitors
to conduct activities such as posting messages;hpsing books and/or making donations,
which fall between “active” and “passive.”

Some courts will also assess whether the compamik®f-state online activities had a
foreseeable effect in another state, such that sheuld be subject to jurisdiction even though
they are not conducting any business in the st@teurts have found the exercise of personal
jurisdiction proper when the defendant companydit@cted electronic activity into the other
state, (2) with the intent of engaging in busines# another other interaction within the state
and (3) the activity created, in a person withia tither state, a potential cause of action.
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Online Contracting

The Internet is not only a growing source of infatran and entertainment, but also a thriving
arena for companies to extend their business apesaty engaging in online commerce.
Through the Internet, locally owned and operatediresses can reach both national and
international markets and profit from new sourcésnoome. Businesses can place catalogs,
price lists and advertisements directly online. li@ncontracting can be accomplished through
direct electronic mail communications as well astigh contracts formed through an interactive
website. There are three types of common onlinastctions: (i) clickwrap contracts, (ii)
browsewrap contracts and (iii) shrinkwrap contrac@sickwrap contracts exist when a purchaser
visiting a seller's webpage decides to purchasieam and clicks a button indicating "I Accept”
or “I Agree” after being presented with the oppairty to review the terms and conditions. The
purchaser must “accept” or “agree to” the terms andditions in order to complete the
transaction. In recent years, courts have comdigtdield clickwrap contracts enforceable,
primarily because the purchaser was presented avidlear opportunity to view the terms, and
manifested their intent to be bound by clickingtbe appropriate button. Browsewrap contracts
exist when a purchaser visiting a seller's webpdg@des to purchase an item and a link on the
webpage permits them to view the contract terms,they are never required to specifically
click an “I Accept” or “I Agree” button to indicattheir assent to the terms. Courts are divided
on whether such contracts are enforceable becaespurchaser never directly assents to the
terms and never communicates such intent to tHerseThe enforcement of such contracts is
analogous to allowing silence to function as acege in traditional contracts doctrine. Courts
consider several facts in deciding whether suchtraots are enforceable, including, but not
limited to: (1) the visibility of the link to the &b page containing the contract terms, (2) the
frequency of use of the webpage by the purchase(3rnwvhether the purchaser is a consumer or
a business. Shrinkwrap contracts are formed #feeonline transaction; shrinkwrap refers to the
terms and conditions that are enclosed with packpgiter a person purchases goods on the
internet. Shrinkwrap contracts are generally doeth in the box with the item purchased.
Courts have held such contracts enforceable bedheseare generally sufficient to put the
purchaser on notice of any terms and conditionsircliasers are generally deemed to have
assented to the terms and conditions if they taiteturn the item or object to the terms and
conditions in a timely manner.

Businesses should be aware of the applicabilithefUniform Commercial Code and the
Statute of Frauds to the formation and enforcenoértheir online contracts. Contracts for the
sale of goods valued at over $500 must be in wrignd signed by the party against whom
enforcement is sought. The writing and signatwguirements also apply to, among other
matters, contracts that cannot be performed witme year and for the sale of land. The
signature can be made in the form of an electreyimebol as long as the parties intend for such a
symbol to authenticate the contract. Digital stignes can also be employed.

The enforceability of contracts formed through bhiernet is a cutting-edge issue for the
U.S. legal system, which is built on tradition gorécedent. The laws that govern the formation
and enforceability of contracts are also in a stditeevision. For this reason, the parameters of
conducting electronic commerce will assume gredéénition in the not too distant future.
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Non-Solicited Email (“Spam”)

Any company doing business on the Internet is yikel use email. The ubiquitous problem of
unsolicited email or “Spam” led to the passage (032 of the CAN-SPAM Act of 2003. This
law was enacted to prevent and regulate unsolici@smercial email.

The law, which is enforced by the Federal Trade @@sion (FTC) and the Department of
Justice, pertains to any email of which the mairppse is the advertising or promotion of a
product or service, including the content of a vikebknked to an email. It does not pertain to
email messages where a consumer has provided hisr@ontact information to a website and
given them permission to send email; in the sagtet,liemails regarding orders that customers
have placed are exempt from the law.

The main requirements of the CAN-SPAM Act are:

 “To” and “From” fields in email must be accurate.

* “Subject” lines may not be deceptive.

* Recipients must be given a way to “opt-out” of fetemails from the sender.

« Commercial email must be identified as an advertes# and include the sender’s
physical postal address.

Every violation of these rules is punishable byfin
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Epilogue

Due to its marketing skill, business sense andt@gbng-range planning, Manufacturer has
created a highly successful, highly profitable WbBeration. These financial rewards will raise
guestions of investment strategy amid tax planningnufacturer may consider making passive
investments or investments in related businessesay enter unrelated fields. It is certain,
however, that Manufacturer will face a complete reavay of legal issues which, with proper
planning and sound legal advice, can be turneddppmrtunities for success.
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Appendix:
Summaries of United States Laws
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Corporate Tax

Tax law plays a significant role in planning to dosiness in the U.S. A foreign corporation
must consider not only U.S. tax rules, but also éarountry rules on taxation of offshore
earnings and offsets for U.S. taxes imposed on sachings. The complexity and amount of
U.S. tax depend on the extent of the activity cabeld in the U.S. U.S. tax is imposed at the
federal, state and local levels.

The federal government’s tax base is net profdmfbusinesses. States tax business income
earned within their borders, as well as other #&wm® and property within the state. For
businesses operating in more than one state, thts emd administrative burden of state and
local taxation can be formidable.

Outlined below are rules governing the taxatiomobme derived from the U.S. by a foreign
entity doing business here, either directly or tigio a U.S. subsidiary. Note that the U.S. also
taxes non-corporate entities that do business wr ieaome in the U.S., such as partnerships,
trusts, etc.

Limited Liability Corporation (LLC)

A partnership is a pass-through entity, with theda business operations being assessed against
the partners (one level of tax). Under state lamwestors (U.S. and foreign) can now form a new
type of U.S. investment vehicle which provides ooty for limited shareholder liability, but also
the possibility of being treated as a partnersbiptdx purposes. This new entity is the “Limited
Liability Corporation” (LLC), whose characteristiese discussed in the Business Organizations
section of this Appendix.

Under U.S. (federal) entity classification rules) LLC will be treated as a partnership,
unless the owners (at least two) elect to treasita corporation for tax purposes. A single
member (owner) LLC will be disregarded absent actadn to be treated as a separate corporate
entity. In the case of a foreign corporate-ownedldoing business in the US, this would result
in the foreign owner having a branch in the U.&xr fhis reason, an LLC will probably not be
the appropriate vehicle for a foreign corporationdb business in the US (see discussion of
“U.S. Branch of a Foreign Corporation”, later instsummary) unless it elects to be taxed as a
corporation. The states have, for the most paldpted the federal classification of an LLC
when applying their tax provisions.

U.S. Subsidiary

The federal government taxes U.S. corporationsheir tvorldwide income. Corporate profits
are taxed at a graduated rate, with the top raBb®§ (note that tax rates may change after this
guide is published.) A 30% withholding tax appltespassive income derived from a U.S.
subsidiary, such as interest and royalties. Undé&r. tax treaties, the 30% withholding tax may
be reduced or eliminated.

The principal tax issues confronting U.S. subsidgatoday is justifying to the U.S. that
dealings with their foreign parents were conduaetiarm’s length.” U.S. tax law, like that of
most developed countries, permits the reallocatbincome and deductions among related
parties to ensure that they have dealt at armigitenThis rule is also found in U.S. tax treaties.

The U.S. requires annual filing of a corporateome tax return, to which a report is attached
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indicating the nature and dollar value of intercamp transactions. This informs the IRS of
transactions to be reviewed on audit. More impdytdre U.S. subsidiary must maintain (and
have the foreign parent maintain) records to supiher arm’s length nature of the transaction.
These records must be provided when requestededRS may arbitrarily set the transfer price.

U.S. tax treaties allow the competent authorityhef other treaty country to meet to resolve
intercompany transaction control controversies thay give rise to double taxation. The U.S.
has also adopted an advanced ruling procedure,elahiest U.S. company can negotiate an
agreement, for a period of years, on an acceptabiesfer pricing policy. For the advanced
ruling procedure to work, the U.S. must convince tther interested country or countries to
adopt the agreement.

U.S. Branch of a Foreign Corporation

For foreign businesses with a U.S. branch, the taw&s profits derived from the U.S. at the top
rate of 30%. The U.S. also imposes a branch remcigtdax on after-tax earnings of the U.S.
branch that are deemed remitted to the foreign b&a. The branch remittance tax is imposed
at the same flat 30% withholding rate applied tad#inds, but may be reduced or eliminated by
treaty. Branch profits that escape this tax mdy s subject to the 30% withholding tax when
profits are distributed as a dividend, unless redunr eliminated by treaty.

The principal tax issues faced by a foreign corgpaperating through a branch are:
determining, under U.S. tax concepts, the sharé@soprofits attributable to the branch and
avoiding the unintended application of the brarerhittance tax. The U.S. also imposes a branch
level tax on interest payments attributable to th8. operations, which can add an additional
layer of complexity to operating in the U.S. thrbugbranch.

The determination of how much income is attriblgdb the U.S. branch and the application
of the branch remittance tax can be complex. Mamngign companies doing business in the
U.S. have incorporated a U.S. subsidiary to avieédproblems associated with a branch.

Annual filing of a corporate income tax returnailso required of the U.S. branch. If the
foreign company has dealings with affiliated comparthat impact the profit attributable to its
U.S. branch, it must also justify that such deaingre at arm’s length.

State and Local Taxation

State and local governments tax profits from attiwithin their borders. State and local tax on
business profits varies from state to state. Fédaxable income is generally the starting point
in determining the tax to be assessed. State amadl fax on profits is deductible in computing
federal taxable income, but is generally added badompute tax at the state and local levels.

If a business operates in more than one statecdsne is usually allocated among the states
using a formula based on property, sales and wagbes and outside the various states. The
apportionment factors and the relative weight amsigto a factor vary from state to state, as do
tax rates. Thus, the state and local tax on proéts vary significantly depending on where the
business has established a taxable presence.

Some states apply a “unitary” concept, in which kbcal business is required (or seeks) to
combine its results with those of related compameesletermine its tax base. California, for
example, may seek to combine the results of opemtof a foreign parent and its offshore
affiliates with those of related U.S. companiesndgobusiness in California, absent a so-called
“water’s edge” election to limit the unitary grotpaffiliated U.S. companies.

State and local governments impose other tax bgrda businesses. These include the duty
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to collect and remit sales and use taxes on salesdtate customers, the collection of payroll
taxes with respect to local employees, and taxgzoperty maintained within the state. The tax
cost and administrative burden of state and |lapedg are probably the fastest growing areas of
tax concern in the U.S., and must be carefully ictmmed.
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Exhibit To The
Corporate Tax Summary

Article 5
US Model Tax Treaty

Permanent Establishment

1. For the purposes of this Convention, the term “@aremt establishment” means a fixed

3.

place of business through which the business ara@rprise is wholly or partly carried
on.
The term “permanent establishment” includes espgcia

(a) a place of management;

(b) a branch;

(c) an office;

(d) a factory;

(e) a workshop; and

(H a mine, an oil or gas well, a quarry, or any otpleice of extraction of natural
resources.

A building site or construction or installation prot, or an installation or drilling rig or
ship used for the exploration or exploitation ofumal resources, constitutes a permanent
establishment only if it lasts more than twelve then . For the sole purpose of
determining whether the twelve-month period reférte in this paragraph has been
exceeded:

(a) where an enterprise of a Contracting State camiesactivities in the other
Contracting State at a place that constitutes &libgi site or construction or
installation project and these activities are earron during periods of time that
in the aggregate do not last more than twelve nsyraihd

(b) connected activities are carried on at the samklibgi site or construction or
installation project during different periods ofme, each exceeding thirty days,
by one or more enterprises that are connected mpemsdh respect to the first-
mentioned enterprise, these different periodsmétshall be added to the periods
of time during which the first mentioned enterpiises carried on activities at that
building site or construction or installation prcije

4. Notwithstanding the preceding provisions of thistidle, the term “permanent

establishment” shall be deemed not to include

(a) the use of facilities solely for the purposes airatie, display, or delivery of
goods or merchandise belonging to the enterprise

(b) the maintenance of a stock of goods or mercharmbsenging to the enterprise
solely for the purpose of storage, display, orhely;

(c) The maintenance of a stock of goods or mercharimgEnging to the enterprise
solely for the purpose of processing by anothezrpnise;

(d) the maintenance of a fixed place of business sételyhe purpose of purchasing
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5.

6.

7.

goods or merchandise, or of collecting informatin,the enterprise;

(e) the maintenance of a fixed place of business sébelthe purpose of carrying on,
for the enterprise, any other activity of a prepamaor auxiliary character;

(H the maintenance of a fixed place of business sd@lyany combination of the
activities mentioned in subparagraphs (a) to (ebhf paragraph, provided that
the overall activity of the fixed place of busingssulting from this combination
is of a preparatory or auxiliary character.

Notwithstanding the provisions of paragraphs 1 andhere a person — other than an
agent of an independent status to whom paragraggpkes — is acting on behalf of an
enterprise and has and habitually exercises in atr@cing State an authority to
conclude contracts that are building on the enisgpthat enterprise shall be deemed to
have a permanent establishment in that Contra@iage in respect of any activities
which that person undertakes for the enterpriskgsgnthe activities of such person are
limited to those mentioned in paragraph 4 whichgexércised through a fixed place of
business, would not make this fixed place of bussrne permanent establishment under
the provisions of that paragraph.

An enterprise shall not be deemed to have a pembastablishment in a Contracting
State merely because it carries on business inGbatracting State through a broker,
general commission agent, or any other agent ohdependent status, provided that
such persons are acting in the ordinary courskedf business as independent agents.
The fact that a company which is a resident of at@oting State controls or is
controlled by a company which is a resident of dtieer Contracting State, or which
carries on business in that other Contracting Stateether through a permanent
establishment or otherwise), shall not be takem &ticount in determining whether either
company has a permanent establishment in that Giaracting State.
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Trademark and Copyright

Trademark

U.S. trademark rights are created through usefif$te¢o use a trademark on goods (or a service
mark for services) sold in interstate commerce galherally enjoy the exclusive right to use the
trademark on those goods. Registration with the. P&ent and Trademark Office is not
necessary to establish trademark rights. Howeegistration provides significant benefits (such
as a presumption of first use) and is strongly ereged.

The first step in introducing a trademarked pradom the U.S. is to determine whether the
trademark is already in use. Disputes over trademghts are usually resolved in favor of the
first user, and it is wise to determine in advamdesther anyone else is using the trademark.
Trademark search firms provide a complete listenfefal and state trademark registrations and
additional information from computer databases.

Once the trademark has been cleared for use,vinerchas several registration options. A
foreign company that has registered the trademankrme may be entitled to a U.S. registration
(known as a “Section 44(e)” registration) beforangghe trademark in the U.S. The owner must,
however, have a good faith intention to use theenaark in the U.S.

Alternatively, the business may file an “intentttse” application. This application is
available to individuals and businesses that hageaal faith intention to use a trademark in the
U.S., but have not yet sold products bearing tleleimark in the U.S. The intent-to-use
application allows businesses to determine whether Patent and Trademark Office will
approve trademark applications before spendingrtbeey to bring new products to market. It
can also give the applicant an early priority dated nationwide rights. However, unlike Section
44(e), a registration based on intent-to-use woli Ine issued unless the trademark is used on
goods within a specified time after the applicai®approved.

The third registration method is based on actgal Ut requires that the applicant has used
the trademark on goods sold in interstate commesqeart of a legitimate sales effort, not a mere
“token use.” Specimens of use must be submitted watrtain information such as the date of
first use.

Owners of U.S trademarks must enforce their righitavoid “abandonment.” Unauthorized
use of the same or a confusingly similar tradentark lead to loss of trademark rights. Many
U.S. trademark owners use “watch services” to discopotential infringements of their
trademarks. Once an infringement is discovered;emse and desist” letter should be sent. In
some cases it is necessary to sue for trademarkgaement. If infringement is proven, the
trademark owner may recover its damages, the gdgris profits and, in certain circumstances,
triple damages and attorneys’ fees.

Additional protections are available. A registerieddemark may be recorded with U.S.
Customs and Border Protection, which will excludeirtterfeit and unauthorized genuine (gray
market) goods from importation into the U.S. Sualst®ms protection may be limited, however,
if the owner of the U.S. trademark is a foreign pamy or a U.S. company owned or controlled
by a foreign company that owns the trademark oetdie U.S.
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Copyright

U.S. copyright law has changed significantly inengicyears. Prior to 1978, full copyright
protection required many formalities, such as aydght notice on all published copies of the
work and registration with the U.S. Copyright Offid-ailure to follow these requirements meant
that the work went into the public domain.

Copyright formalities were eased by the 1976 CigyrAct (effective January 1, 1978).
However, there remained the need for copyrightceotind the requirement that the work be
registered before an infringement lawsuit couldbmught. These formalities prevented the U.S.
from joining the most popular multinational copyridgreaty: the Berne Convention.

Through legislation effective March 1989, the U#&bandoned many of its copyright
formalities, allowing it to join the Berne Convemi For works published after March 1989,
copyright notice is not required, although it idl secommended. In addition, the requirement to
register with the Copyright Office before a lawsa#n be brought now applies only to U.S.
citizens.

To know the scope of U.S. copyright protectione omust know the date of first publication
of the work (which determines the applicable lakw)addition, for works first published outside
the U.S., the author’s nationality, place of fipstblication and the impact of copyright treaties
must also be considered.

The following are points of interest concerningreat U.S. copyright law:

» Copyright protection begins automatically upon ticraof the work in tangible form and
continues for seventy years after the death oathkor or, for works created on behalf of
an organization, ninety-five years after creation.

* Most creative expression is eligible for copyriginbtection, including writings, artwork,
dramatic works, music and computer programs. Tprb&ected, a work must be original
and show at least a minimal level of creativityotBction is not available for ideas, facts
and processes, but is available for the expresdiateas, facts and processes.

» Damages for copyright infringement are the copyrigliner’s actual damages plus any
additional profits of the infringer attributable tloe infringement, or “statutory damages”
(an amount set by the court within specific monetaridelines).

 To protect authors and their families, many trarssfef copyrighted works can be
rescinded after a set period of time, despite eoypianguage in the transfer document.

» The purchase of an original work does not by itsetivey ownership of the copyright in
that work.

Another relatively recent change in US CopyrightvLevas the passage of the The Digital
Millennium Copyright Act (‘DMCA”). The DMCA was eraed in 1998 to specifically deal
with copyright issues that pertain to the Internet.

One section of this law which is particularly inmzot is the “Safe Harbor” provision. This
law insulates companies that host content on tteeriat from copyright infringement liability, if
certain criteria are met. If a company allows ugergost any type of content on its website, this
provision should be followed to avoid liability. &nd, if a web hosting service is found to be
hosting material that is owned by your company, yuust follow the guidelines in this law to
have the content removed.

The spirit of this law is that Internet Serviceo¥ders, and other types of websites that host
content that they do not review before it is posirdhe Internet, should not be held responsible
for copyright infringement, so long as they také@acagainst the content if it is brought to their
attention (so called “notice and take down”). There, a U.S. lawyer should be consulted in
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order to fully comply with the numerous requirenseot the DMCA.

Although the DMCA does not apply to trademark imjement (there is no safe harbor
provision in the Lanham Act) numerous websites irequDMCA-like” notification when
requesting removing of trademark infringing contiain its site.

Licensing and Distribution

A foreign company seeking to introduce its produat® the U.S. will often consider three
methods of distribution: sales agencies, distritaltips and licenses. Brokers and manufacturers
representatives may also be considered.

Sales agents locate buyers and solicit ordersghwére usually accepted or rejected at the
home office of the supplier. The agent does nat téle to the goods. Rather, the agent receives
a commission on orders accepted by the supplidesSagents often work on a small scale,
allowing suppliers to gauge the demand for theadpcts before establishing a local distribution
network.

If the product is expected to sell well, a digttdrship might be appropriate. A
distributorship involves the sale of finished goddsa local distributor for resale. Distributors
generally make a more elaborate marketing effah thales agents, including advertising and
promotional activities, participation in trade shgwshowrooms, etc. In addition to the
provisions found in most contacts, such as thoseerany representations and warranties,
applicable law, confidentiality and indemnificatiomost distribution agreements cover the
following:

* The products to be sold.

» The territory to be covered.

* Whether the rights will be exclusive or non-exchasi

* The term of the distributorship.

* The price at which goods will be sold to the disitor, and the mechanics of shipment
and payment.

» The distributor’s obligation to use best effortptomote and sell products.

» Provisions for advertising, promotion and other ke&ing activities by the distributor.

» The distributor’s obligation to stock and serviegail distribution points.

» The distributor’s obligation to advise the supplrtrademark infringements that come
to its attention.

* The distributor’s obligation to comply with localles and regulations, and to maintain
general liability insurance naming the supplieaasnsured party.

* Representations by the supplier concerning its tda8emark rights.

* The supplier’s liability for product defects, anbligation to maintain product liability
insurance naming the distributor as an insuredypart

» Early termination rights based on breach, financ@ible, etc.

* Provisions for disposing of inventory after the tdimition agreement ends, often
involving the supplier’s right to repurchase prouat cost.

As sales grow, it may become more economical toufagture products in the U.S. If the
products bear a trademark that becomes well kntlare might also be opportunities to sell
different goods under the trademark. These sitnatoall for a license.
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A trademark license is a grant of rights to ustaalemark in circumstances that would
otherwise constitute trademark infringement. A rige is required if the local business will
manufacture, assemble, process or complete traleth@gjoods. No license is required for a
distributor who merely resells finished goods.

The guiding principle of trademark licensing isatity control. Once the trademark owner
establishes a reputation for a certain qualityutst control the quality of its licensees’ goods to
maintain that level. This supports the public’s estation of uniform quality of goods bearing
the same trademark, and is essential for maingihie trademark owner’s rights.

Other than manufacturing rights and quality cdnfpoovisions, license agreements are
similar in many respects to distribution agreeme@se difference involves the licensor's
compensation, which is typically a royalty basedrat sales. Many licenses have minimum
sales requirements and guaranteed minimum royaltiés licensee’s use of a registered
trademark establishes trademark rights for thentoe This is true even if the first use of the
trademark is made by the licensee. Sales of trademisgoods by a distributor also establish
trademark rights for the supplier.

Business Organizations
Establishing a business in the U.S. involves selgdhe most advantageous type of business
organization. Each type offers advantages and disadges that should be carefully weighed.

Sole Proprietor

An individual trading in his own name is a “soleprietor.” There are no formalities required to
maintain this form of operation and the individuay unilaterally terminate the business at any
time. The sole proprietor manages and receiveprafits of the business, and has full liability
for all business debts. Full liability is not asl@ble because it burdens the sole proprietor with
all of the risk of loss.

General Partnership

A general partnership is an association of two oraypersons to carry on a business for profit.
“Persons” includes both individuals and corporagiaimus a corporation may be a member of a
partnership. A general partnership can be formet minimal formality and expense. In fact,
formation of a general partnership requires notemitagreement or governmental action. All
that is required is that each partner manifestohiser consent to the formation of the general
partnership. Each partner participates in managemed has unlimited personal liability for
partnership debts. In the absence of an agreeatleetwise, partners are jointly and severally
liable, meaning that each partner can be liablgHerfull amount of the partnership debt. In the
absence of an agreement otherwise, partners dhapdfits equally and bear the responsibility
for losses equally, regardless of their capitaltigbations. Ordinary decisions can be made with
a majority vote of the partners while extraordindggcisions require unanimity. Any transfer of
a partnership interest dissolves the partnership.

Limited Partnership

A limited partnership consists of one or more gaheartners (who manage the business and
have unlimited joint and several liability for iteebts), and one or more limited partners (who
have no management authority and whose personbllitfais limited to their capital
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contributions). General partners make ordinaryisi@es by majority vote but extraordinary
decisions require a unanimous vote. A limited menthip is formed by filing a certificate of
limited partnership with the secretary of the statean applicable jurisdiction. A limited
partnership has many attributes of a general patipge with the added attraction of limited
liability for the limited partners. To retain linedl liability, a limited partner must not be actine
the business or allow his name to appear in théngahip name. General partners may
withdraw from the partnership at will but limitecagpners may not, and withdrawal does not
trigger dissolution of the partnership.

Limited Liability Partnership

A limited liability partnership is a type of partis@ip that is generally limited to professionals
like lawyers, accountants and architects. In kahitiability partnerships, the partners are
personally liable for the business liabilities dfetlimited liability partnership, their own
malpractice and the malpractice of employees whbey tsupervise. They are, however,
protected from personal liability for the malpraetiof other partners and of employees that are
not under their direct control.

Corporation

A corporation is created pursuant to state statDteporations are legal entities, distinct from
their stockholders (who provide capital and eleredors), directors (who make business
decisions) and officers (who provide day-to-day agament). Corporations can thus own
property and assert legal rights. Corporationsyehimited liability for stockholders, perpetual
existence and free transferability of shares. Taey reliable forms for raising capital from
outside investors, offering flexible operation those interested primarily in profits rather than
control. One disadvantage of the corporate fordoisble taxation. Corporations pay income tax
on their profits and, when profits are distributeddividends, stockholders pay personal income
tax on the dividends. However, a corporation mayjen certain circumstances, elect (under
Subchapter S of the Internal Revenue Code) to pbesfits taxed only at the stockholder level.
In order to make an election to be treated as aorSoration, the entity must not exceed a
certain number of shareholders, the shareholdest tve1 U.S. citizens or residents and there
must only be one class of stock. If the corporatjoalifies, the corporation pays no income tax
on its profits and the shareholders pay incometatheir proportionate shares.

To preserve limited liability, the corporation mabserve the “corporate formalities.” These
involve holding regular meetings of stockholdersl directors, authorizing corporate actions in
the proper manner and having officers act in thpa@te name, rather than in their individual
capacities.

Selecting a state of incorporation is importarg, the law of the state of incorporation
governs the corporation’s internal affairs. A besis may incorporate in any state, even if it does
not do business there. The corporation statutede York and Delaware are generally
considered favorable. Over half the “Fortune 500Mmpanies are incorporated in Delaware,
although few actually have offices there. There@mpanies that, for an annual fee, will serve
as the registered agent for absent corporationanmg they are designated on state forms to
receive service of process in the event that tingoration is sued in its state of incorporation.

Corporations that do business in states other tiinain state of incorporation must “qualify”
to do business in those states. To qualify, a catfum submits a written application and
consents to the state’s jurisdiction for taxatiom ditigation. Activities that constitute “doing
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business” include maintaining an office or placebosiness in the state and other conduct that
suggests to the public that the corporation isgarem the state.

The name of the corporation must be availabléénstate of incorporation and in each state
where the corporation will qualify to do busine&sailability of a corporate name is determined
by the Secretary of State, who will not allow twarorations to incorporate or qualify using the
same or confusingly similar names. A corporate negservation isiotthe same as a federal or
state trademark registration. Simply clearing a @amth the Secretary of State will not insure
that the corporation can use that name as a traidorgoroducts.

Corporate existence begins when a certificatenodrporation is filed with the Secretary of
State of the state of incorporation. The certicatust include (among other things) the name of
the corporation, the purpose for which it is formeesignation of an agent for service of process
and a statement of authorized capital stock. Madaies allow significant optional provisions,
including preemptive rights for stockholders anan@lation of directors’ and officers’ liability
in certain instances.

Limited Liability Company

Like the corporation, the limited liability comparfLC) is an entity created pursuant to state
statute. Its structure will be recognizable toséamiliar with the Latin American limitadas, the
German GmbH and the French SARL.

The LLC combines many desirable features of theeg® partnership, the limited
partnership and the corporation to create an etiidy enjoys both pass through tax treatment
and limited liability for its owners (called membgrwithout many of the restrictions imposed
on Subchapter S corporations. The LLC also hasiderable management flexibility in that its
affairs may be managed either by its members orsdparate managers appointed by the
members for this purpose. Unlike limited partnerailimited partnership, members of an LLC
may participate in management without forfeitingitHimited liability and without the need for
the equivalent of a general partner to have undichitiability. In addition, there are no
restrictions on foreign ownership of LLCs. Duepart, to the explosive popularity of the LLC
as a business form, the Internal Revenue Service efimminated much of the uncertainty
previously associated with the tax treatment of #ntity by adopting the so-called "check-the-
box" regulations. These regulations permit LLChoose pass through tax treatment without
fear of being challenged. There remain, nevertBelesme unresolved issues involving the tax
treatment of LLCs, and businesses are encouragezhtult with a tax practitioner to ensure that
their goals are compatible with the LLC form.

LLCs may be formed under the laws of any statenef/they do not do business there. The
internal operations of LLCs are governed by theslaw the state in which they are formed.
Some states' LLC laws are more flexible than oth&ith New York and Delaware considered
favorable by many commentators. An LLC is formedfibgg articles of organization with the
state, and its internal affairs are governed bg@arating agreement which serves essentially the
same function as a partnership agreement. Asertdise of other business entities, if the LLC
does business in other states, it must file aniegipin for authority in those states.

The LLC presents an option for foreign busines$seating in the U.S. that combines limited
liability with pass through tax treatment. Althoutie lack of restrictions on foreign membership
can make the LLC an appealing option, careful clhason with a tax practitioner is essential to
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ensure that the entity is compatible with the fomeibusiness owner’'s goals and that its
membership in the LLC will not subject it to undasile U.S. tax consequences (for example,
being subject to U.S. tax jurisdiction).
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Immigration

U.S. visa considerations require careful plannirgll wa advance of travel, since processing
times can be lengthy. Tax ramifications of the @asi visa options should also be considered.

The threshold issue when transferring employeeghither to pursue a nonimmigrant visa,
immigrant visa, or both. Nonimmigrants come te th.S. temporarily to carry on activities in
accordance with the terms of a nonimmigrant visamigrants enter the U.S. under an
immigrant visa and reside here indefinitely in LaiWPermanent Resident status (evidenced by a
“green card”).

In most cases, persons seeking to enter the WeSrasumed to be intending immigrants.
With limited exceptions, this means that nonimmigsamust prove to the U.S. Consulate and
the Immigration Officer upon arrival that they havéemporary intent to remain in the U.S.

Some nonimmigrant visas require an approved vietitign from the United States
Citizenship & Immigration Services (USCIS) befopphcation can be made to the Consulate.

The following is an outline of the requirementsceftain nonimmigrant and immigrant visas.
Depending on the persons involved and the lengttheir projected stay in the U.S., visa
requirements vary.

Nonimmigrant Visas

B-1 Business visas are available to persons comoirige U.S. temporarily to conduct business
on behalf of their foreign employer. They may nogage in local labor for hire, must be
compensated by their foreign employer (expensepeanmaitted) and must maintain a permanent
residence overseas which they have no intentiombaindoning. B-1 visa holders may be
admitted to the U.S. for an initial period commeasel with the purpose of entry up to a
maximum of one year, with discretionary extensiamisup to six months available under
appropriate circumstances.

Business visitors from certain countries may agptyadmission to the U.S. without a visa
for up to ninety days under the Visa Waiver Progr&uartain restrictions apply, including a
prohibition against changing or extending visaugtatnce in the U.S.

E Treaty visas can be submitted on behalf of Jréaaders (E-1) or Treaty Investors (E-2),
and are available to individual entrepreneurs oplegees who are executives, managers or have
“essential skills.” The visa holder and the appdysompany must be nationals of a country that
has a Treaty of Friendship, Navigation and Commercsimilar agreement with the U.S. The
nationality of a company is determined by the natlidy of those who own more than 50% of
the company. Public companies are presumed to ti@naks of the place in which their stock is
principally traded.

E-1 Treaty Trader requirements include an actua substantial exchange of goods or
services, and that over half of the total volumdrafie conducted in the U.S. be between the
U.S. and the treaty country.

E-2 Treaty Investor requirements include thatitheestment be substantial and expand job
opportunities, and that funds be placed at risksarject to loss.

E Treatyvisas may be issued for a validity period of upfit@ years, depending on the
nationality of the company. The initial period afnaission is limited to two years, with possible
extensions in increments of up to two years each.

Spouses and children under twenty-one are entitbederivative E visas and derivative
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spouses of E visa holders are permitted to applyf8. work authorization.

H-3 visas are available for persons to come td& to receive training unavailable in their
home country and who will return to work abroadldaling the conclusion of the training
program.

J-I Exchangevisas are available to participants in an exchamggram sponsored by an
organization or institution designated by the WD&partment of State. J-1 visas ammmonly
used by corporate organizations for training fangagrsonnel for up to eighteen months.

J-1 visas may subject the holder to a two-yearéhasidence requirement, and carry special
tax features under the Internal Revenue Code.

L-1 visas are available to intracompany transferé@@e company must be doing business in
the U.S. and at least one other country. The engployust have worked abroad for the overseas
company for one full year in the last three yearsan executive, managerial or specialized
knowledge capacity. He must be transferred to a kr&hch, parent, subsidiary or affiliate of the
overseas company to work in an executive, mandgergpecialized knowledge capacity.

Spouses and children under twenty-one are entitldd?2 derivative visas. Spouses in L-2
derivative status are permitted to apply for U.8rknauthorization. The visa is initially valid for
up to three years. Extensions of stay for muliomatl executives and managers are available for
a maximum of four additional years. However, egiens of stay for specialized knowledge
professionals are available only for two years.

If the U.S. office has been doing business fag than one year, the L-1 visa is initially valid
for only one year, but may be renewed for full g#li if the U.S. business has sufficiently
expanded.

H-IB visas are available to workers coming to thés. to be employed in a “specialty
occupation.” The position in the U.S. generally tmesjuire a bachelor’s or higher degree (or its
equivalent in employment experience) as the minimantry level requirement. Spouses and
children under twenty-one are entitled to H-4 datile visas but are not authorized to work. The
visa is initially valid for up to three years, bextensions are available for an additional three
years.

Before the H-IB visa can be applied for, the emgptomust file a Labor Condition
Application (LCA) with the Department of Labor. ThE€A form requires the employer to attest
that:

(i) H-IB nonimmigrants will be paid the required wage;

(i) employment of the H-IB nonimmigrant will not advels affect the working conditions
of workers similarly employed in the area of intedeemployment;

(i) as of the date of filing the LCA, there is no stritr lockout involving the position; and

(iv) notice of the position has been provided to theydaing representative or has been
posted in a conspicuous place where the H-IB nomgrant will be employed.

To support these attestations, the employer mexgldp and maintain certain documents at
the place of employment for up to one year aftepleyment terminates.

I mmigrant Visas
Applications for immigrant visas (green cards) ni@ymade to the U.S. Consul or the USCIS
(circumstances permitting) by foreign personnel who

() have been classified in one or more of five empleghbased preference categories;

(i) where applicable, have obtained certification fritrta Department of Labor that there
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are no U.S. workers able, willing and qualifiecttmthe job; and
(i) hold a priority date that has been reached onntimeigration quota list.

One of the main employment-based immigrant visfepence categories for transferring
foreign workers is Priority Workers. This categangludes key managers and executives who
have been employed outside the U.S. by a branagenpasubsidiary or affiliate of the U.S.
employer for one full year in the three years pdacg entry.

Another category includes aliens of “exceptiorality” in the sciences, arts or business and
advanced degree professionals. Advanced degreesprohals must have a master’'s degree or
higher, or equivalent.

Professionals with bachelor's degrees, skilled anskilled workers are a third category.
Skilled workers must fill positions requiring aal two years of experience. Unskilled worker
classification is for positions requiring less thewo years experience.

The employer must obtain Labor Certification frahe Department otabor before an
immigrant visa petition can be filed; however, sota¢egories, including Priority Workers, are
exempt from this requirement.

The Labor Certification process is designed taenthat there are no U.S. workers available
to fill the job that the employer intends to offier the alien. The employer must undertake a
recruitment campaign before they are permitted il® &n electronic application. When
applicable, filing an application for Labor Cert#ition establishes the alien’s priority date on the
immigrant visa quota list.

Naturalization

Immigrant visa holders may apply for naturalizatimn U.S. citizenship if they meet certain
criteria. Before filing the naturalization applicat, the applicant (1) must have resided in the
U.S. for five years as a permanent resident (tlys=ers if married to a U.S. citizen), (2) must
have been present in the U.S. for at least twocsmedhalf years of the residence period (one and
one-half years if married to a U.S. citizen) (3) shhave no breaks in the continuity of the
permanent residence in the U.S., which generallgnaeso absence from the U.S. of greater than
180 days, and (4) must have resided for at leasetmonths in the local district in which the
naturalization application is filed.
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Litigation

The U.S. is one of the most litigious societieshaf world. This is unfortunate, as litigation can
be an emotional and financially draining experierte@tunately, litigation can often be avoided
through proper long-range planning. Carefully drdfagreements can prevent disputes, and help
insure success if litigation does result.

At times, litigation is unavoidable, and non-Ul&isinesses should know what to expect.
When contemplating litigation in the U.S., the fdrs. entity should consider a number of
factors. Cost cannot be overlooked. U.S. litigatie often expensive and time-consuming.
Unlike most other countries, U.S. litigants (evédre twinning side) usually pay their own
attorneys’ fees. U.S. litigation also involves rtieand possibly years of discovery, in which
documents are produced and depositions are takiea.rise in popularity of personal computers
and e-mail as a method of communication has madendent review even more arduous than it
was a decade ago. If damages are modest, fu-sitightion may be impractical. Alternative
dispute resolution (ADR) techniques such as atimimaor mediation may be attractive
alternatives. Indeed, many courts and industrygganandate such ADR procedures in certain
types of disputes. Additionally, it is common faarties to insert a mandatory ADR provision in
contracts that provides that any dispute that arisem the contract will be submitted to ADR
before a suit can be filed.

Another factor to consider in deciding whetherptasue a claim or whether to defend a
claim is its strength. Cases can be summarily dispoof if it appears that the any one of the
parties’ claims cannot be sustained or there anenaiessputed material facts. Summary judgment
in the plaintiff's favor may be granted if no vali@fense to the claim is apparent.

Another factor in deciding whether to litigate tise defendant’s financial status. Often,
obtaining a judgment is easy but enforcing it ficlilt. Challenges in enforcing a judgment can
occur when the defendant does not have signifiaas¢ts, has hidden its assets or has no assets
located within the jurisdiction of the deciding cburhe goal in litigation is a meaningful, not a
Pyrrhic, victory.

Where to sue is almost as important as whetheuéo U.S. litigation may be conducted in
either federal or state courts. Although some caseswithin the exclusive jurisdiction of one
system (for example, bankruptcy cases can be hmdydin federal court, while matrimonial
cases are almost always a matter of state concegrty may have a choice between the two
depending upon whether the party or the subjectemat the suit satisfies certain criteria. If so,
the choice of forum is a strategic decision madl&lly by the plaintiff's attorney on a case-by-
case basis. However, a suit brought in state coay, under certain limited situations, be
removed by a defendant to federal court.

Some considerations in deciding between a federalstate forum are the quality of judges,
the backlog of cases (a plaintiff normally wantsnmve a case along, while a defendant
welcomes a delay), the scope of discovery, the deseavailable in each court and the
familiarity of the attorneys with the forum.

It is also common for parties to include forumessibn clauses in contracts that provide that
suit must be brought in a certain state and cedaunt (usually the place of business or state of
incorporation of the party with superior bargainipgwer). Parties, especially if one located
abroad, may also agree to alternative methodseiice of process to avoid the difficulty of
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serving a complaint internationally.

Once a lawsuit begins, the parties go throughctisry”, a costly and time consuming
process which sets U.S. litigation apart from &tign in most of the world. Discovery allows
the parties to obtain evidence from each otherfeord third parties prior to trial. In both federal
and state courts, this involves producing documeatdng depositions (oral testimony under
oath in response to an attorney’s questions) answenng written questions called
“interrogatories.” Discovery may be lengthy. Foramyle, the deposition of a key withess may
last several days. Discovery has been the subfetiuch abuse in the past, which has moved
many judges and legislatures to enact restrictiorcsire some of these abuses.

After discovery is complete, the next step isttiad, although most cases settle before trial.
Cases that are vigorously contested may take twbree years or more to come to trial. Even
suits that move along quickly are rarely completedess than eight months. With some
exceptions, the parties may choose between agahand a trial by a judge.

The trial verdict may not necessarily end the,;astthe losing party may have the right to
appeal. An appeal is a request to a higher cousviw the decision of the trial court. In most
jurisdictions, a party is permitted one appeal.niesion is usually needed for further appeals.
The cost of an appeal depends upon the nature afaise.

Once all appeals are resolved, the judgment besdima. If the defendant has won, the suit
is dismissed and cannot be brought again. If tleénpif has won, the court will order the
defendant to take (or refrain from taking) certaations (an injunction), or enter a judgment for
a certain amount of money damages. However, theevaf any damage award depends on
whether the defendant has assets to satisfy thgmendt. Enforcement of the judgment is the
responsibility of the party who has obtained ithatis done by locating the other party’s assets
and converting them to cash, often a difficult &ntk-consuming endeavor.
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Real Estate and Environmental Law

Office and Warehouse L eases

To begin U.S. operations, the business will nedateftpace for its employees and warehouse
space for its products. It can either lease orlage such space. In the beginning, when its needs
may not be clear, it should probably lease. Th& ioncern in leasing is to determine needs,
including location, size, term and rent. The foliogv should be noted, although as much real
estate law is legislated on the state or localljeves advisable to consult those regulations
before entering a lease:

* A tenant should not pay rent until the landlord Babstantially completed any work
necessary to ready the premises for occupancy.

» Office leases, depending on the amount of spaanialenerally have terms of three to
twenty years. A tenant should seek all possibleoaptfrom the landlord (additional
space, longer term, etc.). A tenant in a favordlalegaining position can sometimes get
an option to cancel the lease or give back spatieeifuture.

» Assignment and sublet clauses should be carefudlftedl to insure that if the tenant’s
needs change, the tenant would be able to assigubtet all or part of the premises. The
landlord’s consent to an assignment or sublet shbel “not unreasonably withheld or
delayed.”

» A tenant should seek as broad a “use” clause asljp@sThe use clause states how the
tenant may use the premises. A narrow use claudd Goistrate the tenant’'s assignment
and sublet rights.

* A tenant should understand the full cost of thesdedn addition to base rent, the tenant
normally pays its share of increases in the bujdiroperating expenses and real estate
taxes. The tenant also usually pays for electriaitgt overtime heat, air conditioning and
elevator service.

» The definitions of real estate taxes and operaxgenses should be reviewed carefully.
Base years used to calculate increases should bevearlier than the first full year of
the lease.

 The landlord should make structural repairs to pmemises and all repairs to the
building. The tenant needs the right to make ditama to the premises. The tenant
should seek a rent reduction if the landlord feolsnake repairs or provide services.

* The landlord should give the tenant written notiéalefaults. The tenant should have a
chance to correct defaults before the landlordepaancise any remedies.

* A tenant should be sure to review the lease fotrdgetment of fixtures. Some landlords
attempt to include language that any fixtures aduethe tenant become part of the real
property and cannot be removed by the tenant artieof the lease.

The primary concern for warehouses, after size pnde, is location. Issues such as
construction to ready the space for occupancyamditioning, heat and elevator service and the
tenant’s right to make alterations are less impadrtalthough simpler than an office lease, a
warehouse lease contains many complex clauseshanttioe reviewed by an attorney.
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Housing

Once an office is opened in the U.S., non-U.S. eggads will need housing. Unless they plan a
long stay in the U.S., they should probably leaather than buy, residential property. Buying
real property can be impractical if the propertysinoe resold on short notice.

Employees who expect to be in the U.S. for a linge may wish to purchase a house,
condominium or cooperative apartment. Historicatlyal estate has appreciated. In addition,
unlike rent, real estate taxes and interest orsidertial mortgage may generally be deducted on
the employee’s U.S. income tax return.

Upon finding the right house or apartment, thednsigns a contract of sale. One important
clause is the mortgage contingency, which allows bluyer to cancel if he cannot obtain
financing. Once the contract is signed, the buyeukl order a title report and title insurance.
The title report discloses encumbrances (mortgagass and easements), building violations
and the amount of real estate taxes, water andrselvegges and other costs of owning the
property. The title insurance policy insures thgdragainst adverse claims of title.

Condominiums and cooperatives (co-ops) are gdgeaphrtments in a multi-unit building
and are commonly found in urban, as opposed td¢, ramr@as. The purchase of a condominium is
similar to the purchase of a house. The condominpumchaser receives a deed and owns the
apartment. The purchaser of a cooperative doeswiotthe unit he occupies. Rather, he obtains
a proprietary lease to occupy the apartment ancesha stock in the corporation that owns the
building. Title reports and insurance are not regpiifor cooperatives, which are personal
property. A cooperative corporation has approvahts over prospective purchasers. A
condominium board has only a right of first refusal

Some common advantages of cooperative ownershigein York are lower prices than
condominiums, no mortgage recording tax and no figestle insurance. Some owners consider
the resale approval requirements an advantage.

Advantages of condominium ownership in New Yor& higher resale value, lower common
charges, no “master” mortgage on the building (hance of legal problems with the master
lender), and no arbitrary right to disapprove ptérmbuyers. Some owners believe that the less
restrictive resale rights are a significant advgeta

Manufacturing Plant

To manufacture goods in the U.S., a business mut lease or “net lease” a plant and a
warehouse. Our discussion of office leases appkeerally to leases of manufacturing facilities.

A net lease is often used if the tenant will ogcthge entire property. In addition to base rent,
the tenant pays all taxes, insurance and chargekd@roperty, makes all repairs and otherwise
maintains the property. A business considering & lease should discuss the income tax
ramifications with its tax advisor.

Buying a commercial building is similar in manypects to buying residential property. The
choice of location may be influenced by the avalilgbof government grants or loan programs
intended to attract new industry to particular arégfinancing is needed, the contract should list
this as a condition to closing, similar to the rgage contingency clause discussed earlier. The
buyer should order a title report and obtain titlieurance. Transferability of governmental
permits, service contracts and other documents(asadeases) must be reviewed. Contracts to
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purchase commercial property should allow the buiyee to obtain financing and inspect the
property (including environmental audits), and dagive the buyer the right to cancel if there
are building code violations that the seller doessaorrect.

Environmental Law

When planning to buy or lease real estate in ti&,&ll businesses must be aware of the broad
environmental laws on the federal, state and ladls. Federal law, with certain exceptions,
makes the current owner or operator of real prgdeble for any past (and present) releases of
hazardous substances on the property, whethert drwas responsible for the release.

The extent of the environmental concern dependbherype of real estate. Most residential
apartment leases do not present environmentalds$Mben leasing office space or warehouse
space, however, the tenant should make the owmeessly responsible for compliance with all
environmental laws. A contract to purchase a cororakefacility should include extensive
environmental warranties by the seller. The comntsdmuld also give the buyer the right to
conduct an environmental audit, with closing cogeint on favorable audit results. Because the
cost of cleaning up an environmentally deficierte stan be staggering, the importance of
environmental diligence cannot be overstated.

Tax and Government | ncentive Considerations

The desirability of any residential or commerci@dtion will be influenced by the personal and
business tax rates in the proposed state andiolasitompared to other competing locations.
The desirability of commercial locations may furthe influenced by the availability (or lack
thereof) and amount of state and/or local goverrinfi@ancial incentives to move to such
location.
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Anticounterfeiting

Once a trademarked item becomes popular, it caronbeca target for counterfeiters.
Counterfeiting is a form of trademark infringement;olving the intentional and knowing use of
a “counterfeit” trademark on goods or services. durderfeit trademark is an unauthorized
trademark that is identical to, or substantiallgliginguishable from, a federally registered
trademark. Counterfeits are usually cheap imitation

As with other types of trademark infringement, wmwufeiting creates a likelihood of
confusion between the genuine and non-genuine goMien a counterfeit item is sold, a
violation occurs even if the buyer knows the itencaounterfeit.

Although a trademark owner receives some protecgainst “ordinary” infringement if the
trademark is not registered, this is not true airterfeiting. Most U.S. anticounterfeiting laws
apply only to registered trademarks. For this reasegistration is a necessity for any trademark
owner victimized by counterfeiting.

In the past, counterfeiting was addressed by daW only. Since 1984, however,
counterfeiting has been a criminal offense. Mamdémark owners wage a vigorous private
battle against counterfeiters, using private ingasbrs and attorneys who specialize in this field.
There are a number of remedies against countadeitgivil remedies include injunctions,
seizure of counterfeit goods and destruction ofdgoafter trial. Counterfeiting is treated more
harshly under the law than other types of infringatm For example, in ordinary civil
infringement cases awards of money to trademarkeosvare subject to the court’s discretion. In
lawsuits involving counterfeiting, the court musweaad the greater of three times the
counterfeiter’s profits or three times the tradeknawner’'s damages, plus reasonable attorneys’
fees. Alternatively, a trademark owner may elecatetmover statutory damages of not more than
$100,000 per counterfeit mark used or, if the céods use of the counterfeit mark to be willful,
not more than $1,000,000 per counterfeit mark u3ée court may also award prejudgment
interest on damages. Criminal penalties includdoufive years imprisonment and a $250,000
fine for an individual first offender, and up to$a,000,000 fine for a corporate first offender.
Second offenders face up to fifteen years imprisamtnand a $1,000,000 fine for an individual,
and up to a $5,000,000 fine for a corporation.

A trademark owner can also bring a lawsuit for tdbotory infringement against an
intermediary, such as an online marketplace, ieteservice provider or landlord of a physical
space, where counterfeit goods are sold by a ffartly, such as a user of that service or tenant,
in certain circumstances. However, contributoryimgement is difficult to prove because the
trademark owner must prove that the owner of thésite or location knew or should have
known that the specific seller or listing offereduaterfeit goods for saleSee Tiffany Inc. v.
eBay Inc, 600 F.3d 93 (2d Cir. 2010). Generalized knowtedd counterfeit activity is
insufficient for such liability.

Counterfeit goods may be seized by U.S. CustordsBaonder Protection if the trademark
owner has recorded the trademark with U.S. Cust&@ush goods may be returned to the place
of origin or allowed to enter the U.S. after thedemarks are removed. When counterfeit items
are seized, they must either be destroyed or diveharity (after the trademarks are removed).
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Customs

When a foreign business imports products into th®.,Ut will encounter the intricate rules of
U.S. Customs and Border Protection. To avoid rupnéfioul of these rules, and to take
maximum advantage of opportunities for customs mptam it should consult a customs and
international trade attorney at the earliest pdssitmoment, even before beginning to
manufacture.

Among the first customs issues that the import#lr face are classification, valuation and
marking. Classification involves assigning a clsation number to imported goods based on
the Harmonized Tariff Schedule of the United StategdSUS). Among other things, the
classification of goods determines the rate of diaé/importer must pay. Frequently, goods may
be described in more than one HTSUS category, ptiege an opportunity to fashion
merchandise to secure the lowest possible tafithdse issues are considered early on, slight
changes in the product could produce significarty diavings. Failure to investigate could be
catastrophic, as U.S. Customs determines the fitad®in and may assess at a rate far higher
than anticipated long after the goods are sold.

Valuation is the determination of the value of ortpd goods for customs purposes. This
value is the amount against which the tariff rat@pplied. Most imported products are valued
under the transaction value basis, meaning thee pp&id for the merchandise when sold for
exportation to the US plus certain additional cogeuation is a complex area requiring expert
advice.

Marking requirements must also be considered. \Efggeign product imported into the U.S.
must reach the “ultimate purchaser” marked withcasntry of origin, unless it is exempt. This
presents a number of concerns, including who isultienate purchaser, where the marking
should appear on the goods and what to do when @oemps are manufactured in different
countries.

Another possible area for customs planning inltlee place of manufacture. Certain
countries have trade agreements, treaties andgmsgwith the U.S. that provide a preferential
rate of duty. However, import quotas may apply &tain products coming from certain
countries.

The importer must also be aware of the requiremmehlJ.S. regulatory agencies. U.S. law
requires that all imported goods meet the reguwasiandards for domestic products. This
requires familiarity with the rules of the Food abdug Administration (FDA), Federal Trade
Commission (FTC), Environmental Protection AgendyPA), Consumer Product Safety
Commission (CPSC) and other administrative agen@iesse agencies’ rules (as well as others)
are enforced by U.S. Customs, and failure to compay result in delay, detention or seizure of
shipments by U.S. Customs.

Some importers may be confused by the differeretevden customs brokers and customs
attorneys. Customs brokers assist importers inafolg” goods through U.S. Customs
formalities. The more sophisticated issues of diaasion, valuation and marking, as well as the
planning opportunities described above, are adddeby the customs and international trade
attorney.

Other services available from qualified customsl anternational trade attorneys are:
administrative and judicial protests of the goveemtts determination of value, classification,
duty and other issues; assistance with U.S. Cusiamestigations and audits; and advice in
other specialized areas. Such areas include “dreiViga refund of 99% of duties and taxes paid
on imported merchandise); countervailing dutiestiéduassessed to counter the effects of
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subsidies provided by foreign governments to merdis that is exported to the U.S.); anti-
dumping duties (duties assessed on imported gamdsrsthe U.S. at less than fair value); relief
from liquidated damage claims and penalties; amdube of bonded warehouses and foreign
trade zones.

49



Antitrust

There are two sources of U.S. antitrust law: feldiesa, consisting principally of the Sherman
Act and the Clayton Act (there are other statutewell, such as the Federal Trade Commission
Act and the Robinson-Patman Act), and state astitaws, which are generally modeled on the
federal statutes.

Federal and state antitrust laws prohibit unrealslenrestraints of trade. Although many
business practices (such as exclusive distribwgreements) restrain trade, only those practices
that impose unreasonable restraints violate th&asttlaws.

Several types of conduct are illegal per se, nmgathat it is presumed that trade has been
unreasonably restrained. For example, fixing a mimh price with competitors at which a
product may be sold is illegal per se (horizontatefixing). For many years maximum price
fixing was also per se illegal; however, the Supre@ourt has rejected that approach. The
Supreme Court also ruled in 2007 that a manufacsuagreement fixing a minimum resale price
with it distributors or retailers are not per deghl, many states still hold such conduct is ger s
illegal or that such restrictions are unenforceable

“Tying” is another per se illegal practice, butyif the seller has sufficient market power.
Tying occurs when a supplier will sell a productservice only if the purchaser buys another
product or service (which the purchaser would riberwise have bought). As with price fixing,
neither Congress nor the Supreme Court has acteceaymmendations to relax the per se
standard with respect to tying. Other examplepesfse illegal practices include bid rigging, a
form of price fixing where an agreement is formextween a group of bidders where one is
designated to win the bid; predatory pricing, tihecfice of selling a product at a very low price
with the intent of driving competitors out of thearket or creating a barrier to entry into the
market for new competitors; and vendor lock in, veha customer is so dependent on a vendor
for products or services that she cannot move tihan vendor without incurring substantial
switching costs.

In contrast to per se illegal practices are aiitisithat are declared illegal only after a
showing that they have unreasonably restrained etitigm. This is known as the “rule of
reason.” Certain vertical restraints, such as aufaturer’'s requirement that a distributor sell
only in a limited area, or an exclusive distribstdp in which the distributor agrees not to carry
products of his supplier's competitors, are analygrder the rule of reason. It is often difficult
to demonstrate an unreasonable effect on competittonsequently, defendants have been
significantly more successful when a challengeatma is analyzed under the rule of reason.
With two major exceptions, antitrust laws are viethonly when two or more parties engage in a
combination or conspiracy to restrain trade. Usilak conduct will generally not be condemned.
The exceptions to this rule are when a businessopulizes the market for a given product or
service, or attempts to do so. Because a combmatf parties is essential for an antitrust
violation, a manufacturer can choose on its owselbto whomever it wishes. A manufacturer
can also suggest the price at which a distributoukl resell products, and can refuse to sell to
any distributor that does not sell at the suggeptext. However, if the manufacturer takes any
further action to force a distributor to sell aetlsuggested price, the courts may find an
agreement to set prices between the manufactucediatributor. There is a fine line between
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permissible unilateral persuasion and illegal age@s, and manufacturers must be extremely
careful when discussing price with their distrilnsto

The fine line between unilateral (legal) conduatl @n illegal combination is often at issue
when a manufacturer terminates a discounter whanderselling the manufacturer’'s other
distributors. Often, the decision to terminate sd@ in response to complaints from the higher-
priced distributors. Although it might appear thttere is an agreement between the
manufacturer and the complaining distributors tomteate the discounter, Supreme Court
decisions in the 1980's made it extremely difficitr discounters to prove an unlawful
combination.

Antitrust litigation is usually complex, time-camgaing and expensive. However, the
availability of triple damages and attorneys’ feesler federal and many state antitrust statutes
(such as New York’s) causes many cases that miplerwise be settled to be litigated. Triple
damages and attorneys’ fees mean that even that tbfeantitrust litigation must be taken
seriously.
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Employment

In the U.S., there is no right to a job or contil@nployment once hired. In most jurisdictions
the rule is that, absent an employment contracpl@ment is “at will.” This means that the
employee is free to leave at any time, and the eyeplmay end the employment at any time.

There are exceptions to employment at will. Fedstate and local laws (such as New York
City’s Administrative Code) prohibit discriminatidrased on race, religion, sex (some laws also
protect sexual orientation), national origin ande.aghe Americans with Disabilities Act
provides broad protection to the disabled. Thess Eso protect employees from discrimination
in the terms of their employment, such as promatiand salary adjustments. A company
entering the U.S. must be aware of all discrimoratlaws in the jurisdictions in which its
business will be located.

In addition, an employer cannot discharge an eygalan violation of public policy. For
example, “whistleblowers” who are fired after rejooy employer wrongdoing have recovered
damages for wrongful discharge. Also, although ranfd contract may not exist, some courts
have held that a company policy manual can creatmplied contract that limits the employer’s
right to terminate. An employer with a policy mahuosay be able to terminate only for cause,
rather than for any non-discriminatory reason. Aigyomanual should state clearly that it is not
intended to create any contractual liability, ahdttthe employer reserves the right to terminate
at will,

In general, employers are not legally requiregrtovide specific employee benefits. One
exception is that certain employees are entitledviertime, under the Wages and Hours Act of
1938 and amendments, for working in excess of ftntyirs a week. Certain benefits are
commonly given. Vacation and severance pay, heaithlife insurance and pension and profit-
sharing plans are some of the benefits an employgr wish to provide. Leave to care for a
newborn or sick family member is required in sorntages, and may also be required by federal
family leave legislation.

Employees are frequently asked to sign “restrictt@evenants.” A restrictive covenant is an
agreement by an employee not to compete with th@aymr after leaving the company. To be
enforceable, the covenant must be reasonable ipesaduration and geographic area. A
restrictive covenant will probably be unenforceaiblé bars competition for an unreasonably
long period, or restricts activities in areas inieththe employer does not do business. The
covenant may be unenforceable for other reasonwedls such as the public’s need for a
particular service (restrictions on doctors andylers have been stricken on this ground).

Restricting employees’ use and disclosure of tiselrets and confidential information may
be another important concern. Although employeesuader a general duty not to disclose trade
secrets or confidential information, or to use siurdbrmation for their own benefit, employers
often require that employees sign confidentialigyements. These agreements, like restrictive
covenants, are analyzed for reasonableness. Codds whether the employer’s information
should be protected (for example, customer lists @ften not protected), and whether the
agreement protects the employer’s interests witheirtg unduly burdensome. The duration of
the agreement is often an issue. In cases involdisgjosure of secret technology, courts often
prevent disclosure only for as long as it wouldetakiother business to discover the technology
through reverse engineering.

Drug testing has been a controversial issue in@yment law over the past decade. While a
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great deal of attention has been given to govertaheinug testing, private testing has become
more common. While some states and municipaliteaseHaws regulating private drug testing,

most do not. Most states do not include curreng dige as a disability under their discrimination

laws. The Americans with Disabilities Act followisis rule. However, recovered drug users and
those enrolled in rehabilitation programs are adergd disabled and are protected from dis-
crimination. Proposed federal legislation governivigen and how drug testing can be conducted
has yet to be passed.

An employer who tests employees for drug use naag ftommon law tort liability. For
example, the California Supreme Court has held éimabverly intrusive drug test may be an
invasion of privacy. As private testing becomes own, employers should expect more
challenges under a variety of common law theories.
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Deferred Compensation and Retirement Plans

There are several types of deferred compensatiohratirement plans each with technical
requirements, advantages and disadvantages. Mow pfte regulated by the federal government
under the Employee Retirement Income Security Actl®74 (ERISA). ERISA sets strict
requirements for employers. However, within the fmsiof ERISA, plans can be structured in
many ways.

The first question is whether the plan is “quallfi or non-qualified.” A qualified plan
entitles the employer to certain tax advantageblafplan is set up and administered under the
rules of the IRS. A non-qualified plan does notogrguch tax benefits. The major tax benefit to
being qualified is that the employer can take a daxuction for contributions to the plan
immediately, while employees are not taxed unglythctually receive benefits. A disadvantage
of a qualified plan is that to secure such favardbk treatment the plan must generally cover a
broad portion of the work force, including many kEnpaid employees that the employer might
not want to cover.

For a non-qualified plan, the employer may noetaktax deduction for plan contributions
until the benefit is paid to employees. Despites thisadvantage, a non-qualified plan is
sometimes more advantageous than a qualified Bplan.example, a non-qualified plan may
secure the services of a valued executive for séwears. The employer would enter into a
deferred compensation agreement with the employele & vesting schedule for benefits
(benefits accrue to the employee only if he id stihployed by the company at a future date).
These plans are often referred to as “golden-hdfidqaans, due to the financial penalty the
employee incurs by leaving before benefits vestdliess in non-qualified plans are often
informally funded through corporate-owned life irece policies on executives in the plan or
through one of several types of trusts.

It is important to note, though, that the Americkabs Creation Act of 2004 significantly
altered the regulation of non-qualified deferrednpensation plans. While non-qualified plans
remain important tools for employers, care shouddelzercised when drafting such plans to
account for the new legislative changes. Furtheemthe new changes may also impact
employees sent from another country to work inth8. Care should be taken to review any
U.S. deferred compensation plans before implemientais well as any home country bonus or
deferred compensation plans in which the inboungleyee will participate so as to avoid the
possibility of significant penalties associatedhamailing to comply with the new regulations
(commonly known as “Section 409A").

Plans can be “contributory” or “non-contributoryd’ contributory plan may be funded by
both employer and employee contributions. In nontigioutory plans, all funds are contributed
by the employer. Most plans are non-contributory.

Plans can also be “funded” or “unfunded” The golt@ndcuff non-qualified plan
(explained above) is an example of an unfunded. @antain “excess benefit plans” may also be
unfunded. ERISA requires that almost all other eaygé pension plans (including all qualified
pension, profit-sharing, salary deferral and stbokus plans) be funded. For a plan to be
funded, the money accumulated to pay future bengfiist be held in a separate trust account to
protect employees’ benefits.

There are four main categories of qualified fungkhs:
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Defined Benefit Pension Plan

In a defined benefit pension plan, the employer spdgnefits to employees (or their
beneficiaries) after retirement. The employer pstgsed benefits, normally for life. No separate
account is maintained for each employee, sinceatheunt he will receive is pre-determined.
The employer’s contributions to the plan are acaligr determined to fund future benefits.
These contributions must be made regardless afdhmpany’s profitability (or loss) for the year
in question.

Defined Contribution Plan

A major difference between a defined contributidanpand a defined benefit plan is that the
employer’'s annual contributions to a defined cdmition plan are generally not mandatory.
Typically, the employer makes a discretionary paymmaut of net income to a trust fund for
employees. In loss or low profit years, the conititn can be skipped. Unlike a pension plan,
amounts contributed to a profit-sharing plan arkl lnie a special account for each employee.
Benefits for each employee are based on the aniotnig/her special account at retirement.

Stock Bonus Plan

A qualified stock bonus plan is a derivative of grefit-sharing plan. Instead of cash, employees
receive stock. The most common example is the EyspldStock Ownership Plan (ESOP).
ESOPs also provide a market for shares of closelg borporations and a possible source of
funding for the corporation.

Salary Deferral Plan

A salary deferral (401K) plan allows employees datdbute part of their salary to the plan on a
tax-deferred basis. These plans are very populahenU.S. Employees’ taxable income is
reduced by their contributions, which grow tax-fieethe plan accounts. Strict requirements
ensure that salary deferral plans do not discriteimafavor of highly paid employees. The most
common incentive for lower-paid employees to cdmiie to a salary deferral plan is an
employer matching program incorporated into then glaat is operated in conjunction with the
employee’s salary deferral. Under this arrangementployees’ contributions to the salary
deferral plan are matched with contributions byehloyer.
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EstatePlanning

U.S. estate tax can have a significant financigdaot on an employee’s family. Estate planning
is therefore an important concern for business lgetpnsferring to the U.S.

For estate planning and tax purposes, there isngyortant distinction between U.S.
domiciliaries and non-domiciliaries. Estate tax f@omiciliaries is based on the value of
worldwide assets. Non-domiciliaries are taxed omfy U.S. assets. These taxes, which range
from 18% to 40%, are based on the total value eétastransferred. However, if the state of
residence has its own estate tax, the effectiveeabtax may be higher.

For “domicile” to be acquired in the U.S., an indival must live here, with no definite
present intention of leaving. Without the intentiorremain in the U.S., even U.S. residence for
income tax purposes will not constitute domicile.

Factors that indicate an intention to remain in th8. are the location of the individual's
family, home and other assets; his visa statusiscand organizations he belongs to; and where
he voted and filed tax returns. Intent can alsshmvn by how a person positions his assets, and
by provisions in employment contracts, wills angsts. Further, even if a person is domiciled in
the U.S. and another country, an estate tax tredty the country of original domicile may
provide rules for determining domicile.

The U.S. requires financial disclosure by both dwolmaries and non-domiciliaries.
Domiciliaries must disclose and are taxed on woiddwassets. Non-domiciliaries who wish to
deduct expenses allocated totally or partially t&.Uproperty must also disclose worldwide
assets.

Estate tax rates depend on whether a person iS.addmiciliary or non-domiciliary. Estates
of U.S. domiciliaries valued at $5,490,000 (adjdst@nually for inflation) or less are not subject
to federal tax (although the threshold for stakedan be lower). Estates nbn-domiciliaries are
taxed only on property within the US exceeding $60,

Taxable assets include those held in the decedeatise (or jointly with a spouse), life
insurance and pension benefits. Assets held jowitly a non-spouse are presumed to be owned
exclusively by the decedent, unless separate tomitsns toward the purchase are shown.

One way to reduce estate tax is through the “mdadiéduction.” Since 1981, the U.S. has
allowed unlimited amounts of wealth to be trangdrito surviving spouses without tax.
However, under the tax legislation enacted in 1988,marital deduction is allowed if the
surviving spouse is not a U.S. citizen. Estatedam be deferred for transfers to non-citizens
spouses, however, if the assets are put in a biS.for the benefit of the surviving spouse. The
trust must have U.S. trustees and, when the saryispouse dies or the principal is distributed
from the trust, assets will be subject to U.S.tedax.

An alternative to putting all the employee’s asseta U.S. trust for his or her spouse is to
transfer assets to the spouse prior to death. toiciliaries may transfer up t0149,000
(adjusted annually for inflation) per year to norSUcitizen spouses without a U.S. gift tax. U.S.
gift tax rules do not apply if spouses enter th8.Wvith their assets already divided.

Nine months after death, an estate tax return brifited with payment of tax. The period of
estate administration generally lasts until the &flits the return. This can take six to nine
months after the return is filed.

Note that the future of U.S. estate tax is ungerta
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