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I. Overview
The legal profession is evolving against a backdrop of economic uncertainty. Even the most established companies are placing a greater emphasis on clearly defining the roles of both “inside” and “outside” counsel, and how legal services are being performed on a daily basis.  This holds true whether that business is manufacturing, retail, or construction-related.  Understanding the boundaries of the attorney-client relationship will help foster a clear understanding of the responsibilities of the lawyers, which will assist in driving towards the best model for rendering effective and efficient legal services.  
The open exchange of information is one of the key components in this effort towards an efficient and effective collaboration between inside and outside counsel.  It goes without saying that any lawyer, whether in-house or outside counsel, must have access to all pertinent information when fashioning legal advice for a client.  Perhaps the best protection for this free exchange arises from the attorney-client privilege which permits a client to disclose information to the attorney and, in return, allows the attorney to provide responsive legal advice to the client. If the privilege were not to exist, it is safe to assume that open communication would be constricted, if not completely eliminated, in many circumstances.
With that said, it can be challenging to determine whether communications by and between in-house counsel, or documents and materials generated by the in-house attorney, fall within the scope of the privilege.  The unique position in which in-house attorneys find themselves in the course of day-to-day business gives rise to an interesting dynamic in the context of maintaining confidential communications.  When attempting to establish whether the privilege should encompass the activities of an in-house counsel, the obvious first step is gaining a clear understanding of the elements of the privilege, generally.      

II. Elements of Attorney-Client Privilege – Generally

The specific elements comprising the attorney-client privilege may vary from jurisdiction to jurisdiction, but the core requirements are likely to remain uniform.  In order for information to be protected from disclosure within the scope of the privilege, the information must constitute: (1) a communication, (2) made between privileged persons, (3) in confidence, and (4) for the purpose of obtaining or providing legal assistance for the client.
  
The privilege is to be narrowly construed, since its invocation can result in an obstruction to the fact-finding process.
  The burden is placed on the party seeking to invoke the privilege to demonstrate that each of the elements is present.  Although the failure to maintain all of the prerequisites and elements constituting the privilege may open the door to the possibility of waiving the privilege, strong policy implications lean towards the protection of attorney-client communications.  
The importance of the privilege has obviously not been lost on the American Bar Association.  The ABA’s Task Force on Attorney-Client Privilege has long been an advocate for the protection of the privilege, and has stated that the intent behind the privilege is to,

[e]ncourage persons to seek legal advice freely and to communicate candidly during consultations with their attorneys without fear that the information will be revealed to others.  This enables clients to receive the most competent legal advice from fully informed counsel so that the client can fulfill his or her responsibilities under the law and benefit from the law’s protection….  [T]he client’s better understanding of his or her obligations enhances the law’s efficacy.

While the presumption may lean towards protection, it is imperative that the party seeking to invoke the privilege recognize the basic elements behind this protection.

A. 
Communication

A “communication” has been defined as any expression through which a privileged person “… undertakes to convey information to another privileged person and any document or other record revealing such an expression.”
  A communication between parties can take the form of written or spoken words.  It can include words conveyed electronically and also non-verbal expressions that are used to communicate.
  

Interestingly, the privilege only extends to the actual communication, and not to the facts included in the communication.  Therefore, while the actual communication may be protected, the facts comprising the communication may be subject to discovery through different avenues.     

B. 
Privileged Persons

The client holds the privilege.
  Therefore, the client must participate in the acts constituting the communication. Under certain limited circumstances, the privilege can be extended to communications between the attorney and the client’s associates, consultants, and representatives, when those communications are made with the purpose of obtaining information necessary to provide legal advice to the client.
  As far as the attorney, the privilege may only apply if the communication is to or from a licensed practitioner.
  Simply possessing a law degree is not sufficient to invoke the protections of the privilege.

C. 
Confidentiality

A communication is deemed to be “in confidence” if (1) the client has expressed the intent that it was to be confidential, or (2) the lawyer reasonably assumed that the client intended the communication to be confidential.
  The facts and circumstances surrounding the communication will determine whether the communication was intended to be confidential.

D. Legal Purpose

The final element of the attorney-client privilege requires that the exchange of information be for a legal intent or purpose.  If and when the attorney is simply acting as an acquaintance or a business advisor, the privilege will not attach to the advice or services.
  
This element plays a particularly important role when determining whether the attorney-client privilege should be applied in situations involving in-house counsel.  As will be discussed, there are varying analyses to assess whether in-house counsel is acting in a legal capacity, or as a business advisor, in order to invoke the protections of the privilege.       

III. Rule 1.6 of the ABA’s Model Rules of Professional Conduct

The ABA’s efforts to recognize and protect the attorney-client privilege are also evident in the language of the ABA’s Model Rules.  The ABA’s Model Rules of Professional Conduct were formally adopted in 1983, thereby supplanting the Model Code of Professional Responsibility as the standard-bearer for outlining attorneys’ professional code of conduct.  Subsequent to the issuance by the ABA, almost every state has adopted the Model Rules, and specifically Model Rule 1.6 which outlines the parameters of the confidentiality of information.  Specifically, ABA Model Rule 1.6 states,

(a) A lawyer shall not reveal information relating to the representation of a client unless the client gives informed consent, the disclosure is impliedly authorized in order to carry out the representation, or the disclosure is permitted by paragraph (b).

(b)  A lawyer may reveal information relating to the representation of a client to the extent the lawyer reasonably believes necessary:

(1)
to prevent reasonably certain death or substantial bodily harm;

(2)
to prevent the client from committing a crime or fraud that is reasonably certain to result in substantial injury to the financial interests or property of another and in furtherance of which the client has used or is using the lawyer’s services;

(3)
to prevent, mitigate or rectify substantial injury to the financial interests or property of another that is reasonably certain to result or has resulted from the client’s commission of a crime or fraud in furtherance of which the client has used the lawyer’s services;

(4) 
to secure legal advice about the lawyer’s compliance with the Rules;

(5)
to establish a claim or defense on behalf of the lawyer in a controversy between the lawyer and the client, to establish a defense to a criminal charge or civil claim against the lawyer based upon conduct in which the client was involved, or to respond to allegations in any proceeding concerning the lawyer’s representation of the client; or

(6)  to comply with other law or a court order.

While Model Rule 1.6 does provide certain exceptions, it is clear that the intent is to ensure that a lawyer upholds his or her duty to keep information relating to the representation of a client as confidential.  Quite simply, ABA Model Rule 1.6 reflects the ABA’s unwavering recognition of the importance of the attorney-client privilege.

IV. The Federal Corporate Privilege

The concept of attorney-client privilege is routinely thought of as protecting information exchanged between individuals, but corporate clients are also afforded similar protections.  In fashioning an applicable standard for a corporate privilege in the federal arena, the Supreme Court’s decision in Upjohn v. U.S., rejected a “blanket” rule for the application of attorney-client privilege in a corporate setting.
  Instead, in Upjohn the Supreme Court adopted a “subject-matter” test that seeks to determine the existence of the privilege on a case-by-case basis in the federal arena.  Specifically, under the test outlined in Upjohn, the privilege shall exist when:

(1) the communication was made for the purpose of securing legal advice; (2) the employee making the communication did so at the direction of his corporate superior; (3) the superior made the request so that the corporation could secure legal advice; (4) the subject matter of the communication is within the scope of the employee’s corporate duties; and (5) the communication is not disseminated beyond those persons who, because of the corporate structure, need to know its contents.

While applicable to federal matters, many states have since adopted some form of the “subject-matter” test.  Under this “subject-matter” test, protection can be afforded to communications between non-lawyer employees who pass along legal advice from the corporate in-house attorney.
  Those states that have not adopted some form of the “subject-matter” test have maintained the “control group” test, through which only communications between counsel and members of the “control group” are privileged.    
It is important to remember that the Upjohn decision did not create or reinforce any distinctive demarcation between in-house counsel and their outside counterparts.  Instead, Upjohn merely provides the test in federal matters for determining whether the subject and scope of a particular communication between a corporate client and its attorney (in-house or outside), renders that communication as privileged.  While there have been subsequent challenges, Upjohn remains the standard for determining the existence of the attorney-client privilege in the context of communications between a corporation and its counsel at the federal level. 

V. Determining the Existence of Privilege - “Legal” v. “Non-Legal” Activities

The wide array of duties and responsibilities undertaken by today’s in-house counsel requires that those attorneys wear a number of hats on a daily basis.  The issue of the applicability of the attorney-client privilege in connection with an in-house counsel can demand a fact-intensive examination into that attorney’s daily activities.  As part of that analysis, the identification and classification of “legal” and “non-legal” services performed by the in-house attorney will likely be the most important factor in determining whether the attorney-client privilege can and should be applied.  Despite some common misperceptions, simply including an attorney as part of the communication string does not give rise to an automatic application of the attorney-client privilege.  In Boca Investerings Partnership v. U.S., the court reaffirmed the principle that,

[t]he possession of a law degree and admission to the bar is [sic] not enough to establish a person as an attorney for purposes of determining whether the attorney-client privilege applies….  The lawyer must not only be functioning as an advisor, but the advice given must be predominantly legal, as opposed to business, in nature.

The nature of the services will provide the most compelling argument for whether the in-house counsel is acting as a legal advisor, or as a business advisor.  

At the outset, an examination of a company’s organizational chart may be relevant in determining whether the in-house attorney is tasked with providing “legal” and/or “non-legal” services.  Specifically, how does the company view the in-house attorney? While examining where the attorney fits into the corporate structure may provide some insight, titles alone will not paint a conclusive picture.  An examination of the type of work being performed is far more informative and useful.  
If an attorney is performing work that can be performed by a non-lawyer, then those activities, generally, will be considered “non-legal” in nature.  Therefore, if the purpose of a particular communication is to address a matter or issue that falls within the realm of a routine business function, that communication is likely not privileged.  
Conversely, if the purpose of the in-house counsel’s communication is intended to provide confidential opinions, that communication is likely to be “legal” in nature.  When the intent and subject of the communication seeks to provide confidential insight or opinions concerning actual or potential disputes, that communication will almost certainly be considered “legal” in nature, and therefore subject to attorney-client privilege.
The determination of “legal” or “non-legal” may be somewhat difficult if the communication contains both “legal” and “non-legal” aspects.  When a communication or document contains information concerning routine business practices, coupled with the attorney’s thoughts or advice, a high level of scrutiny will be needed to determine whether the privilege should apply.  
Various analyses have been utilized to determine whether a communication or document was designed for general business purposes, or with the intent to furnish legal advice.  Some jurisdictions require that the attorney “clearly demonstrate” that the subject communication was made for the express purpose of furnishing legal advice.
  Other jurisdictions have stated that the privilege is applied when the “primary purpose” of the communication is to seek or render legal advice or assistance.
  Still, other jurisdictions have required that the communication be for the “predominant” purpose of providing legal advice, such that the communication would not have been made otherwise.
  Regardless of the analysis or standard applied, the primary focus in determining whether the privilege should be applied is placed on the intent and content of the communication at issue.

VI. Application of Attorney-Client Privilege in the In-House Counsel Setting

A. Legal Activities 

In order to curtail discovery of potentially privileged information, corporate clients relying on in-house counsel must ensure that safeguards go beyond simply including an attorney on correspondence or asking an attorney to attend a meeting.
  Given the generally subjective analyses used to review the in-house counsel’s daily activities, coupled with the many roles today’s played by in-house counsel, determining just where the privilege may begin or end can be a challenge.  
In U.S. Postal Service v. Phelps Dodge Refining Corp., the Court was tasked with determining whether communications to and from in-house counsel concerning the remediation of a polluted property fell within the protection of the privilege.
  In Phelps Dodge Refining, the court determined that “[m]any of the tasks performed by counsel could have been undertaken by non-attorneys and the advice given made by an employee without a legal background.”
  Still, the court went on to rule that the privilege should apply for many of the subject communications stating that, “[t]he transaction was not a routine business matter and required considerable involvement with a state regulatory agency. It is clear that the subject matter was one of particular concern to the client and an area where the expectation of confidentiality arguably is greater.”
  In this instance, the involvement of the state regulatory agency increased the likelihood of the expectation of privacy by the in-house counsel, and thus supported the invocation of the privilege.
In Note Funding Corp. v. Bobian Investment Co., the court reviewed several documents and communications to determine whether the privilege existed for communications regarding business negotiations and analyses.
  In its review, the court noted that an attorney’s duties may encompass both “legal” and “non-legal” activities, and that these circumstances place increased pressure on courts when called upon to determine matters concerning privilege.  Given the facts and circumstances at issue in Note Funding, the court determined that the attorney’s inclusion of business-related advice as part of certain documents and/or communications did not completely undermine the privilege.
  Thus, there is no per se waiver of the privilege if “non-legal” information is included.
The argument regarding whether a document or communication has “legal” or “non-legal” information will require a fact-specific analysis to reach a final determination as to whether the privilege exists.  While the inclusion of both “legal and “non-legal” information in a single document or communication may not result in a total waiver of the attorney-client privilege, it could result in the partial production of that document or communication.  Whether a partial production is satisfactory to the parties will surely be in the eye of the beholder.

B. 
Business-Related Activities

It is incumbent upon the in-house counsel to attempt to create a line of demarcation, as best as possible, between “legal work” and “business work.”  Attempting to set clear boundaries between providing legal advice and performing “routine” business functions will help to ensure that the privilege is maintained in those circumstances where it is warranted.

The court in Georgia-Pacific Corp. v. GAF Roofing Mfg. Corp., examined whether an in-house attorney’s communications regarding contract negotiations should be considered legal work that would fall within the protection of the attorney-client privilege.
  Specifically at issue was the advice and recommendations that in-house counsel made to management concerning the negotiations.  In Georgia-Pacific, the court determined that the in-house counsel was not providing legal advice, but was acting “[a]s a negotiator on behalf of management,” and thus was acting in a business capacity.”
  As such, the court determined that the communications addressing the contract negotiations were not privileged, and should be produced to opposing counsel.
Likewise, in Boca Investerings, a federal magistrate was called upon to determine whether a memorandum providing tax advice should have been considered privileged.  The federal magistrate determined, and the district court concurred, that those portions of the memorandum that went beyond the actual transactions and discussed the lawyer’s opinions as to the “technical soundness of the contemplated transactions,” were to be considered privileged.
  Therefore, information identified by the federal magistrate as merely relating to the transactional aspects was not privileged, and was required to be produced.  Information pertaining to the in-house attorney’s opinions was withheld as privileged.
 
An in-house counsel’s transactional duties likely result in the most delicate balancing act in a court’s determination as to what is, or is not, subject to attorney-client privilege.  Every aspect of the in-house attorney’s involvement in the subject transaction will need to be reviewed because there are likely to be sound arguments, both in favor and against, the application of the privilege.

VII. Measures to Safeguard Attorney-Client Privilege Between In-house Counsel and Outside Counsel

Given the various standards and tests used to ascertain the existence and applicability of the attorney-client privilege, it may be useful for attorneys, whether in-house or outside counsel, to create or adopt certain practices in an effort to ensure confidentiality.  Regardless of the standard used to test the applicability of the privilege, there are certain basic steps that an in-house counsel, particularly, can utilize in an attempt to create and maintain privileged communications.  
At the outset, it is important for the in-house attorney to understand the intended audience for any communication.  Identifying the recipient of the communication, and understanding the purpose of the communication within the context of that recipient, will assist in determining if the privilege applies.  Simply sending a communication to an individual without recognizing or understanding that individual’s role or responsibilities could ultimately lead to a waiver of any associated privilege.
As far as the actual communication, it may be a good practice for the in-house attorney to identify the intended legal purpose at the time of the communication (either orally or in writing).  Taking this step ensures that the recipient understands the nature of the communication.  While merely marking a document as “privileged” may not satisfy every level of scrutiny, the identification of a document in this manner leaves little doubt of its intended purpose and can support any subsequent claim of privilege.
Another method by which an in-house attorney may attempt to safeguard privileged materials involves retaining communications in separate capacities.  The in-house attorney could maintain “non-legal” business communications in one location, while maintaining the “legal” or privileged communications in another.  Maintaining legal and non-legal materials in separate physical locations, such as separate drawers or file cabinets, may be advisable.  This course of conduct could be used later to substantiate the invocation of privilege should an outside party raise questions.
Similar to maintaining communications in separate physical locations, the in-house counsel could also separate e-mails or other electronic communications between “legal” and “non-legal” matters.  This could be achieved by simply maintaining separate e-mail folders for the legal and non-legal materials.  If legal and non-legal information must be included within the same document or communication, then formatting the document or communication in such a way so as to allow for the possible redaction of the “legal” material may be advisable.
Taking a few affirmative steps to demonstrate the intent to maintain the privilege will likely assist in persuading a court during any subjective analysis into the application of the privilege.  While the potential steps seeking to ensure confidentiality may seem rather basic, even the simplest measures can assist in ensuring that a court upholds an invocation of the privilege.

VIII. Waiver of Attorney-Client Privilege

As discussed, the protection of the attorney-client privilege extends to communications, and not to the facts.
  While the factual information constituting the communication may be discoverable outside of the context of the communication at issue, the communication itself is not.  However, if and when a communication has been disclosed, then the privilege protection afforded to the communication has likely been waived.
A waiver may be inadvertent or may be intentional.  As for the inadvertent waiver, three tests have been developed to assist in determining the circumstances through which the inadvertent disclosure constitutes a waiver.  The first test, identified as the “strict accountability” test, maintains that an inadvertent disclosure always waives the privilege without regard to the intent or precautions against disclosure.
  The second test is identified as the “never waived” approach, and holds that a truly inadvertent disclosure never results in the loss of protection since the holder of the protection never intended to create a waiver.
  The third test, and the majority approach, takes into consideration “all circumstances” regarding the inadvertent waiver.  Under this approach, the privilege is maintained so long as the preserving party took all reasonable steps to avoid the disclosure.

As for “intentional” waiver, this description is not meant to imply that a party necessarily sought to affirmatively waive the attorney-client privilege protections, although that can certainly occur.  Instead, an “intentional” waiver may arise through the intentional release of the subject communications or documents into the public domain, such as the posting of the information on a website.  The intentional waiver need not be specifically directed to the disclosure of the information to an opposing party.      
In the corporate setting, the corporation is the client and, as such, has the right to assert or waive the privilege.  Since a corporation can only act through its authorized agents, typically the privilege can only be asserted or waived by top management or those expressly or implicitly authorized by management.
  The Supreme Court has recognized the waiver of the privilege by “managers” of the corporation, and has noted that the waiver must be done in a “manner consistent with [the managers’] fiduciary duty to act in the best interest of the corporation and not of themselves as individuals.”
 
Management may grant the authority to waive the privilege to lower level corporate personnel.
  However, no individual manager or designee has the authority to waive the privilege against the wishes of the corporation.
  Likewise, a corporate manager or designee cannot prevent a waiver of the privilege by the corporation.

IX. Conclusion

The protection afforded by the attorney-client privilege constitutes one of the most fundamental tenets associated with an attorney’s ability to furnish competent and thorough legal advice to a client.  The subjective analyses that are used to determine whether the attorney-client privilege is applicable to an in-house counsel’s activities and communications attempt to strike a fair balance between the need to protect the in-house counsel’s legal advice and opinions, and the duty to disclose information that was generated pursuant to the general business practices of the underlying corporate entity.  Regardless how the current times may impact the manner in which legal services are furnished, it is important that the legal opinions and analysis furnished by an in-house counsel to his or her corporate client, and the legal advice furnished by outside counsel to his or her in-house counterpart, be afforded the protections of the attorney-client privilege.          
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You are an attorney licensed only in State A, and one of your specialties is construction disputes.  Your firm represents a Fortune 500 company with offices and operations throughout the nation.  The client is the owner of a project under construction in State B, and a dispute has arisen between your client and the general contractor concerning delays and change orders.  The construction contract calls for arbitration of any disputes in State B, but your firm’s client would like a construction lawyer to try to resolve the dispute without going to arbitration, if possible.  Your law firm has an office in State B, and although several lawyers in your firm’s State B office specialize in real estate transactions and commercial litigation, none of them has handled a construction dispute.  Can you handle the matter?

Under traditional state “unauthorized to practice” (“UPL”) provisions, scenarios like this have become an increasing problem for attorneys and law firms whose clients transact business nationally.  The days in which a client’s legal matters were confined to a single state are long gone.  Moreover, even for large law firms, it is usually impractical to have lawyers with construction law expertise in more than a few offices.  Although client needs and legal practices have evolved dramatically as the law and nature of transactions have become more complex, lawyer regulation has been relatively slow to respond.  Nevertheless, following the amendment of ABA Model Rule of Professional Conduct 5.5 (“Model Rule 5.5”) in 2002, most states have implemented rules that bring the restrictions on multijurisdictional practice more in line with the practical realities of the legal marketplace.

I.
Background
Restrictions on multijurisdictional practice, modeled on pre-amended Model Rule 5.5,
 were long a staple of lawyer regulation.  These restrictions typically prohibited lawyers from practicing law in states other than those in which they were licensed.
  Historically, restrictions on multistate practice did not pose problems for the construction lawyer, as most engagements were within the lawyer’s own jurisdiction.  However, as clients’ businesses have become increasingly national and international in scope, so to has the practice of law.  Consequently, lawyers have become increasingly fearful of violating state UPL provisions as they seek to fulfill their professional obligations in an efficient and effective manner.  And with good reason.  Lawyers who engage in the unauthorized practice of law may be subject to a host of sanctions,
 including denial of fees,
 disciplinary charges in their home state,
 contempt of court,
 and, in extreme cases, criminal charges.

In an attempt to modernize outmoded UPL restrictions, in 2000 the ABA formed a Commission on Multijurisdictional Practice.
  The Commission was to “make policy recommendations to govern the multijurisdictional practice of law that serve the public interest and take any other actions as may be necessary to carry out its jurisdictional mandate.”
  Pursuant to this mandate, the Commission issued a report titled Client Representation in the 21st Century.
  In its report, the Commission recommended, among other things, that the ABA amend Model Rule 5.5 “to identify circumstances in which a lawyer who is admitted in a United States jurisdiction, and not disbarred or suspended from practice in any jurisdiction, may practice law on a temporary basis in another jurisdiction.”

The Commission’s recommendations concerning Model Rule 5.5 were officially adopted by the ABA House of Delegates on August 2, 2002.

II.
Amended Model Rule 5.5

Amended Model Rule 5.5 is a product of much study and deliberation.
  Its provisions reflect the comments and testimony from various stakeholders.
  Model Rule 5.5 now provides limited protection for attorneys who engage in services ancillary to prospective or pending litigation or arbitration in another state, who engage in transactional work that arises out of or is reasonably related to the lawyer’s home-state practice, and who are employees of their clients:

Rule 5.5  Unauthorized Practice Of Law; Multijurisdictional Practice Of Law

(a) A lawyer shall not practice law in a jurisdiction in violation of the regulation of the legal profession in that jurisdiction, or assist another in doing so.

(b) A lawyer who is not admitted to practice in this jurisdiction shall not:

(1) except as authorized by these Rules or other law, establish an office or other systematic and continuous presence in this jurisdiction for the practice of law; or

(2) hold out to the public or otherwise represent that the lawyer is admitted to practice law in this jurisdiction.

(c) A lawyer admitted in another United States jurisdiction, and not disbarred or suspended from practice in any jurisdiction, may provide legal services on a temporary basis in this jurisdiction that:

(1) are undertaken in association with a lawyer who is admitted to practice in this jurisdiction and who actively participates in the matter;

(2) are in or reasonably related to a pending or potential proceeding before a tribunal in this or another jurisdiction, if the lawyer, or a person the lawyer is assisting, is authorized by law or order to appear in such proceeding or reasonably expects to be so authorized;

(3) are in or reasonably related to a pending or potential arbitration, mediation, or other alternative dispute resolution proceeding in this or another jurisdiction, if the services arise out of or are reasonably related to the lawyer’s practice in a jurisdiction in which the lawyer is admitted to practice and are not services for which the forum requires pro hac vice admission; or

(4) are not within paragraphs (c)(2) or (c)(3) and arise out of or are reasonably related to the lawyer’s practice in a jurisdiction in which the lawyer is admitted to practice.

(d) A lawyer admitted in another United States jurisdiction, and not disbarred or suspended from practice in any jurisdiction, may provide legal services in this jurisdiction that:

(1) are provided to the lawyer’s employer or its organizational affiliates and are not services for which the forum requires pro hac vice admission; or

(2) are services that the lawyer is authorized to provide by federal law or other law of this jurisdiction.

III.
Operation of Model Rule 5.5

While subsections (a) and (b) address the unauthorized practice of law generally, subsections (c) and (d) address the boundaries of multijurisdictional practice for in-house and outside counsel.

Subsection (c)(1) permits a lawyer to work on a discrete matter in another jurisdiction if the representation is undertaken in association with a lawyer who is admitted to practice in the jurisdiction who actively participates in the representation.
  Practitioners must take care, however, to assure that the lawyer admitted to practice in the foreign jurisdiction shares “actual responsibility” for the representation and does not serve “merely as a conduit.”
  Accordingly, if you are outside counsel working on a construction contract in a foreign jurisdiction, you may do so provided you associate with local counsel who oversees your work to ensure it is performed competently and ethically.

When a construction project in a foreign jurisdiction goes south, it is not uncommon for the contracting parties to retain lawyers in whom they have developed confidence, or with whom they have a prior relationship, to represent them.
  If the matter involves litigation, it has long been the case that the parties’ lawyers may appear in an out-of-state court on a pro hac vice basis.  However, pro hac vice admission is not available prior to the filing of a lawsuit, and lawyers must often perform preliminary work, such as reviewing documents and interviewing witnesses, for which they cannot obtain pro hac vice admission.  Under traditional regulations, a lawyer who engaged in these common pretrial activities ran the risk of being disciplined.  Together, with very few restrictions, subsections (c)(1) and (c)(2) of the Model Rule authorize these common litigation activities.

Under subsection (c)(2), a lawyer may render services in a state where the lawyer is not presently admitted to practice, but only if, “(a) the lawyer’s services are in anticipation of litigation reasonably expected to be filed in a state where the lawyer is admitted or expects to be admitted pro hac vice, or (b) the lawyer’s services are ancillary to pending litigation in which the lawyer lawfully appears, either because the lawyer is licensed in the jurisdiction where the litigation takes place or because the lawyer has been or reasonably expects to be admitted pro hac vice to participate in the litigation.”
  A lawyer is still required to comply with existing pro hac vice provisions.
  As with paragraph (c)(1), the provision also covers supporting work by lawyers who do not appear before the court and are not admitted pro hac vice.

Of particular importance to construction lawyers, Model Rule 5.5 authorizes a variety of multijurisdictional activities undertaken in connection with anticipated or actual ADR proceedings.  Today’s construction lawyers are often asked to handle matters involving possible mediation or arbitration in states in which they are not licensed.  In fact, it is common for parties to mediate or arbitrate in a state unconnected to the parties or the dispute, simply because the site is neutral.
  Subsection (c)(3) of the Model Rule acknowledges this reality and authorizes lawyers to render temporary services in a foreign jurisdiction as long as their services “are in or reasonably related to a pending or potential . . . [ADR] . . . proceeding,” “arise out of or are reasonably related to the lawyer’s practice in a jurisdiction in which the lawyer is admitted to practice,” and are “not services for which the forum requires pro hac vice admission.”
 

Like litigators, transactional lawyers are often asked to leave their home state to gather information, provide advice, engage in negotiations, or perform other tasks related to a representation.
  Moreover, transactional lawyers whose practices focus on federal law are routinely retained by clients outside their home states.
  Under the old regime, transactional lawyers who engaged in these routine activities risked sanction.  The Model Rule, on the other hand, permits multijurisdictional transactional activities as long as they “arise out of or are reasonably related to the lawyer’s practice in a jurisdiction in which the lawyer is admitted to practice.”
  An out-of-state negotiation on behalf of an in-state client is but one example of activity permitted by the rule, regardless of whether the matter has any connection to a jurisdiction in which the lawyer is licensed.

Subsection (d)(1) addresses the multijurisdictional practice of in-house counsel.  Despite ostensibly strict traditional state UPL provisions, it has become increasingly commonplace for in-house lawyers to provide legal services to their employers in jurisdictions in which the lawyer is not licensed to practice.
  Subsection (d)(1) legitimizes this long-standing practice.  Among other things, it permits in-house lawyers to provide advice to their employer and facilitate transactions on the employer’s behalf in jurisdictions in which the lawyer does not have an office.

Finally, subsection (d)(2) provides that, when authorized by federal or other law, a lawyer may undertake legal work in a state in which the lawyer is not licensed.
  For example, a jurisdiction may have in effect a rule that authorizes practice by foreign legal consultants.

IV.
Pitfalls and Remaining Uncertainty Associated with the Model Rule

Although the Rule itself appears well drafted and is fairly comprehensive, it contains some pitfalls and ambiguity.  First, in many jurisdictions, adoption of the Rule itself, without more, may not provide out-of-state lawyers with the necessary authorization.
  State legislative reform is necessary, as some states have yet to adopt statutes consistent with the Rule.
  Georgia and New Mexico are examples.
  Thus, before engaging in multijurisdictional practice within a particular state, one should consult the state’s rules and statutes.

Also, under the main provision of the Rule, an out-of-state lawyer may engage only in services provided on a “temporary basis” within the jurisdiction.
  Thus, an out-of-state lawyer may not establish an office “or other systematic and continuous presence” in the state without obtaining a state license.
  The potential pitfall for practitioners is that the line of distinction is unclear:  “There is no single test to determine whether a lawyer’s services are provided on a ‘temporary basis’ . . . and may therefore be permissible under paragraph (c).”
  As the comment to the Rule indicates, “[s]ervices may be ‘temporary’ even though the lawyer provides services in this jurisdiction on a recurring basis, or for an extended period of time, as when the lawyer is representing a client in a single lengthy negotiation or litigation.”
  This ambiguity requires that practitioners use their discretion in determining whether the multijurisdictional services they provide are sufficiently “temporary.”

Unless they are undertaken in association with local counsel, the Rule also limits multijurisdictional ADR and transactional services to those that “arise out of or are reasonably related to the lawyer’s practice in a jurisdiction in which the lawyer is admitted to practice.”
  The comment takes an expansive view of this requirement.
  For example, “[t]he lawyer’s client may have been previously represented by the lawyer, or may be resident in or have substantial contacts with the jurisdiction in which the lawyer is admitted.”
  More importantly, for lawyers specializing in construction law, the comment recognizes that services are reasonably related to a lawyer’s practice if “the services may draw on the lawyer’s recognized expertise developed through the regular practice of law on behalf of clients in matters involving a particular body of federal, nationally uniform, foreign, or international law.”
  For instance, construction contracts are often predicated upon forms, such as those promulgated by the American Institute of Architects and ConsensusDocs, and although the body of law affecting construction contracting and disputes is not identical from state to state, many of the laws, such as those relating to construction liens, condominiums, and land sales practices, are based on uniform acts.
  Moreover, the procedures governing ADR have been promulgated by national organizations such as the American Arbitration Association and JAMS.

In short, some ambiguity remains.  As the ABA Report notes, the Model Rule “leaves room for individual opinion and judicial interpretation.”
  That said, the current (2008) edition of the ABA Annotated Model Rules of Professional Conduct is devoid of any annotations construing or applying the provisions of the new Model Rule 5.5.

Importantly, as of May 15, 2009, only twelve states have adopted a rule identical to the Model Rule.
  Twenty-eight states, including the District of Columbia, have adopted a rule similar to the Model Rule.
  Nine states have taken some action toward adoption of some form of the rule.
  Meanwhile, Kansas has chosen to maintain old Model Rule 5.5 and Montana has yet to take any action.

V.
State Variations on Model Rule 5.5

Because only twelve states have adopted a rule identical to Model Rule 5.5, practitioners should carefully review the relevant rules before engaging in multijurisdictional practice.  For example, Arizona has adopted a rule nearly identical to the Model Rule but that includes an additional provision requiring lawyers engaged in multijurisdictional practice in the state to (1) advise clients that they are not licensed to practice law in Arizona and (2) acquire the client's informed consent to the representation.
  California’s rules, although substantively similar to the Model Rule, require an attorney who practices law temporarily in California to indicate to clients or potential clients that the attorney is not a member of the California bar.
  Connecticut’s rule is similar to the Model Rule but it is predicated upon reciprocity; requires notification to Statewide Bar Counsel, payment of an administrative fee, and registration.
  Connecticut’s rule further provides that the transactional services permitted under (c)(4) must be “substantially related the services provided to an existing client.”
  Nevada’s rule includes a provision that requires out of state attorneys to pay a $150 fee, register, and file an annual report that includes, among other information, “the nature of the client(s) (individual or business entity) for whom the lawyer has provided services that are subject to this rule and the number and general nature of the transactions performed for each client during the previous twelve (12)-month period.”
  New Jersey’s provision authorizing transactional practice is more limited than the Model Rule.  It requires that the transactional work “arise[] directly out of the lawyer’s representation on behalf of an existing client in a jurisdiction in which the lawyer is admitted to practice,” and that the New Jersey practice “is occasional and is undertaken only when the lawyer’s disengagement would result in substantial inefficiency, impracticality or detriment to the client.”
  New Mexico requires out-of-state attorneys who engage in transactions involving issues specific to New Mexico law to associate with counsel admitted to practice in New Mexico.

VI.
Conclusion

Traditional UPL regulations, which had failed to keep pace with the evolving practice of law, increasingly forced lawyers to resort to “sneaking around in the legal profession” 
 in order to provide their clients with efficient and effective service.  By amending Model Rule 5.5, the ABA sought to better align the regulation of lawyers with the realities of the current legal marketplace.  Toward this end, the amended Model Rule provides significant protection to lawyers who engage in multijurisdictional practice, such as the lawyer presented with the predicament set forth at the outset of this section.  Under subsection (c)(1), the broadest protection is clearly afforded to lawyers who associate with an actively involved local counsel.  But the Rule also offers safety for lawyers who do not work with local counsel, including lawyers handling matters that may result in litigation or arbitration in foreign jurisdictions, provided the work is within their area of expertise.  In every case, of course, practitioners should review the state’s rules of professional responsibility and any relevant statutes before handling a multijurisdictional matter.
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Any business organization such as a corporation or limited liability company is a unique legal entity.  Unlike an individual, a corporation cannot think for itself.  Decision making in a corporation is facilitated through its officers and directors.  Accordingly, legal representation of these discrete entities can be difficult because an attorney is subject to the decisions and direction of people who may have separate and distinct interests from those of the represented organization.

I.
Who Speaks for the Corporation?

The American Bar Association’s (“ABA”) Model Rules of Professional Conduct provide guidance for lawyers who represent corporations.  For example, Rule 1.13(a) states, “[a] lawyer employed or retained by an organization represents the organization acting through its duly authorized constituents.”
  The question becomes, who are the organization’s duly authorized constituents?  In other words, who gets to tell you what to do?

In a 2003 California case, the Review Department of the State Bar was faced with this very issue.
  James Davis, a corporate attorney, was approached by an individual seeking legal advice regarding the impending dissolution of a corporation.  The individual, who, by the way, opposed the dissolution, was the president, board member, and 50% shareholder of the corporation.
  Davis advised the President that the best course of action would be for the corporation to file for Chapter 11 bankruptcy.
  The president subsequently retained Davis to do just that.
  Unfortunately for Davis, the president was not authorized to unilaterally hire counsel for the corporation.  Nor was he authorized to unilaterally authorize the filing of a bankruptcy petition on the corporation’s behalf.

Davis reviewed the corporation’s Articles of Incorporation, Bylaws, Shareholder Agreements, and Minutes of directors’ meetings and knew of the limitations that were placed upon the president to take such an arbitrary action.
  Davis, however, determined that the other three directors were “hopelessly conflicted” and, therefore, the president, as the least conflicted director, had the authority to speak on the corporation’s behalf.

The court determined that Davis had breached his duty of loyalty to his client, the corporation.  The court stated:

As corporate counsel to [the Corporation], respondent’s professional obligations were to the entity and not to its officers, directors, or shareholders in their representative or individual capacities . . . a corporation is a statutory person that can speak only through its constituent officers, directors, shareholders and agents.  Faced with a dispute over who was authorized to speak for [the Corporation], respondent should have first looked to the corporation’s organizational documents and other pertinent agreements.

Attorneys who are engaged to represent a corporation or other business entity should read and understand the entity’s organizational documents in order to understand the decision making authority of its officers, owners and other management bodies, such as a board or directors.  Attorneys representing business entities should strictly follow whatever is outlined and avoid involvement in disputes between the entity and its management or owners.

II.
What if the Decisions are Legally Wrong?

Despite the requirement that an attorney yield to the individual(s) who are given authority under corporate documents, there are, according to the ABA Model Rules, times where such direction is to be questioned and even ignored.  Rule 1.13(b) states:

If a lawyer for an organization knows that an officer, employee or other person associated with the organization is engaged in action, intends to act or refuses to act in a matter related to the representation that is a violation of a legal obligation to the organization or a violation of law that reasonably might be imputed to the organization and that is likely to result in substantial injury to the organization, then the lawyer shall proceed as is reasonably necessary in the best interest of the organization.  Unless the lawyer reasonably believes that it is not necessary in the best interest of the organization to do so, the lawyer shall refer the matter to higher authority in the organization, including, if warranted by the circumstances, to the highest authority that can act on behalf of the organization as determined by applicable law.

Rule 1.13(c) even allows (but does not require) an attorney to reveal unlawful behavior as necessary to prevent substantial injury to the organization, regardless of the duty of confidentiality placed upon an attorney through Rule 1.6,
 if the highest corporate authority fails or refuses to remedy the unlawful behavior and the lawyer is reasonably certain that substantial injury to the organization is bound to occur.

The distinction in these rules is between decisions that a lawyer merely finds imprudent versus those decisions that the lawyer finds unlawful.  According to the ABA commentary to Rule 1.13(b), decisions made by corporate officers or directors within the limits of their granted authority must be adhered to by the lawyer, “even if their utility or prudence is doubtful.”

Once a lawyer determines “that an officer, employee or other person associated with the organization”
 is acting or intends to act unlawfully instead of just imprudently, the commentary suggests that the lawyer consider “the seriousness of the violation and its consequences, the responsibility in the organization and the apparent motivation of the person involved, the policies of the organization concerning such matters, and any other relevant considerations.”
  The purpose of such consideration is to determine whether a mere request that the person reconsider their anticipated course will suffice or whether such conduct must be reported to higher authorities within the organization.

Naturally, attorneys often are hesitant to report unlawful conduct of an officer or employee to such individual’s supervisors for fear of retaliation in employment.  For example, general counsel for a corporation may be forced to report a CEO or president’s planned course of action or prior conduct to the board of directors.  Such a report could, ultimately, lead to the general counsel being disciplined or his or her employment terminated.  However, according to Rule 1.13(e), such is not to be considered when determining the proper course of action and the lawyer “must proceed as the lawyer reasonably believes necessary to assure that the organization’s highest authority is informed of the lawyer’s discharge or withdrawal.”

Given this rule, it is plain to see how a genuine conflict of interest can arise almost instantaneously for an attorney who represents a corporation and one or more of its officers.  For example, if an attorney who represents ABC Corporation and also represents ABC President in his or her individual capacity discovers through a communication with ABC President that ABC President intends to misappropriate ABC Corporation’s information and form a competing corporation or engage in some other unlawful activity or activity adverse to the corporation’s interests, what is the attorney to do?  Disclosure would violate Rule 1.6 as to the attorney’s representation of ABC President but failure to disclose would violate Rule 1.13 as to ABC Corporation.

Another conflict of interest can arise when a corporation’s attorney is asked to represent an employee in litigation arising from the employee’s employment.  For example, if suit is brought against a corporation and also against an officer/employee of that organization for an alleged tort of that officer/employee and the corporation’s attorney is engaged in the joint representation of the corporation and the officer/employee, the parties’ interests could quickly become adverse.  An attorney may be faced with showing the officer/employee acted beyond the scope of his or her employment to further the corporation’s interests.  Such a strategy could, however, be against the officer’s/employee’s interests.  A conflict might also arise if one client has a strong desire to settle but it is in the best interests of the other client to litigate.

Shareholder derivative suits create a third area where conflicts often arise.  A shareholder derivative suit involves a situation where the corporation is both a plaintiff and a defendant.  Attorneys may be forced to defend the board of directors’ decisions.  However, a conflict can arise when the derivative litigation involves a claim of wrongdoing by those in control of the corporation.

III.
When and How Can a Lawyer Enter Into a Dual Representation Relationship?

According to Rule 1.13(g), “[a] lawyer representing an organization may also represent any of its directors, officers, employees, members, shareholders or other constituents subject to the provisions of Rule 1.7.”  Rule 1.7 governs concurrent conflicts of interest, including when one client’s interests are directly adverse to another client as well as situations where there is a “significant risk that the representation of one or more clients will be materially limited by the lawyer’s responsibilities to another client . . . .”
  Most dual representations of a corporation or organization and its officer(s), director(s), or shareholder(s) pose a “significant risk” of conflict and should be considered as a concurrent conflict of interest requiring compliance with part (b) of the rule.

Rule 1.7(b) allows for the existence of concurrent conflicts of interest if:

(1) the lawyer reasonably believes that the lawyer will be able to provide competent and diligent representation to each affected client;

(2) the representation is not prohibited by law;

(3) the representation does not involve the assertion of a claim by one client against another client represented by the lawyer in the same litigation or other proceeding before a tribunal; and

(4) each affected client gives informed consent, confirmed in writing.

Regarding the requirement of informed consent, Rule 1.13(g) requires that an organization’s informed consent come from the “appropriate officials,” excepting the person to be represented in his or her individual capacity.
  This hearkens back to the discussion above, concerning who has authority to speak for an organization.

Given these requirements, there may be situations where dual representation is forbidden.  For example, as previously noted, unlawful conduct by an officer of a corporation would be an absolute bar to dual representation, even assuming proper informed consent was obtained from both the officer and the corporation, because such representation would “involve the assertion of a claim by one client against another client represented by the lawyer in the same litigation or other proceeding . . . .”

The District of Columbia has modified ABA Model Rule 1.7 to further elaborate as to the categories into which dual representation might fit.
  The District of Columbia rule divides potential conflicts into three kinds:  “(1) cases in which representation is absolutely forbidden, (2) cases in which dual representation is permissible after informed consent of all affected clients is obtained, and (3) cases in which dual representation is permitted without client consent.”
  This elaboration is not intended to change the ABA Model Rule but merely to further explain the Rule.

According to the comment on Rule 1.7 of the District of Columbia Rules of Professional Conduct, the first situation, absolute prohibition on representation, involves representation of adverse positions for different clients in the same matter.
  The second situation, dual representation with informed client consent, encompasses representation that could reasonably have the appearance of an adverse affect.
  It also applies “if there is any reason to doubt the lawyer’s ability to provide wholehearted and zealous representation of a client . . . .”
  All other dual representation situations do not require informed consent and are considered proper both under the District of Columbia Rules of Professional Conduct as well as under the ABA Model Rules.
  However, as has previously been noted and as referenced in the comment on Rule 1.7 of the District of Columbia Rules of Professional Conduct, the safest approach to dual representation is informed consent in all situations.

In Griva v. Davison, Griva, a minority partner in a family partnership sought disqualification of the attorneys for Defendants, Griva’s other two partners, as a result of the attorneys’ dual representation of the partners and the partnership.
  Additionally, Griva sought the production of files related to the attorneys’ representation of the partnership.
  In applying Rule 1.7 of District of Columbia Rules of Professional Conduct discussed above, the court found that the conflict was not the first type, an outright prohibition on representation, simply based on the fact that Griva had never argued as such.

However, the court did find that this dual representation was the type requiring informed consent of the parties and concluded that the attorneys had not obtained Griva’s informed consent to engage in the dual representation.
  The court found that the attorneys had not met their burden of “approach[ing] both clients with an affirmative disclosure so that each [could] evaluate the potential conflict and decide whether or not to consent to continued dual employment.”

Additionally, the court, in dicta, stated that even if informed consent had been obtained by the attorneys, Griva was free to revoke such consent at any time, including when an actual conflict between the partnership and the individual partners arose.
  Without the informed consent of both parties, dual representation would be impermissible under the Rules of Professional Conduct.

IV.
What is the Proper Way to Conduct an Internal Investigation so as to Avoid a Potential Conflict of Interest?

Rule 1.13(f) of the ABA’s Model Rules states, “[i]n dealing with an organization’s directors, officers, employees, members, shareholders or other constituents, a lawyer shall explain the identity of the client when the lawyer knows or reasonably should know that the organization’s interests are adverse to those of the constituents with whom the lawyer is dealing.”
  Officers and employees of a corporation who have worked closely with outside counsel or general counsel of a corporation may have a mistaken belief that conversations with the corporation’s attorney are subject to confidentiality.  Essentially, these officers and employees may erroneously believe that the corporation’s attorney is also their attorney.  In order to avoid inadvertent conflicts of interest, attorneys for a corporation should be extra vigilant in disclaiming representation of any individual.  This so-called “corporate miranda” warning is intended to prevent inadvertent conflicts of interest.

As counsel for a corporation, you are under a duty of confidentiality,
 and the corporation, as a client, can claim attorney client privilege for communications between shareholders/directors/officers/employees of the corporation and its attorney.  However, because this privilege belongs to the corporation, it can be waived at the corporation’s discretion and information revealed to an attorney can be disclosed.

Accordingly, lawyers should advise corporate constituents that they represent the corporation and not any individual constituent.  This warning should inform the constituent that any attorney client privilege is between the attorney and the corporation and that the corporation can authorize the disclosure of any information revealed to the attorney by the constituent at that time.  In other words, any damaging information revealed by the constituent to the attorney may be used against them.

If adequate warnings are not given, attorneys run the risk of having an attorney client relationship between the constituent and the attorney imputed.  If such is imputed, an attorney is exposed to disqualification from representing the corporation, malpractice actions by the constituent, and discipline from the attorney’s state bar.

V.
Conclusion

Because business entities cannot think for themselves, representation of them is a path riddled with ethical traps.  Attorneys representing business entities must ensure that they are following the directions of those with the proper authority to give directions while continually being mindful of their right to disclose unlawful conduct that can cause substantial harm.  Attorneys should always gain informed consent of the parties before entering into dual representation, and, when interacting with constituents of a business entity, should overtly disclose their representation of the entity and the entity’s ability to waive privilege as to the constituents’ communications.
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I.
Introduction

Increased regulation of corporate activities in the aftermath of Enron and other corporate scandals
, along with the Nation’s current weak economy, have greatly strained the once relatively cordial relations enjoyed by in-house and outside counsel.  In addition, with substantial changes in the legal industry, longstanding relationships between in-house and outside counsel have become a rarity, with the emphasis now on cost savings as opposed to counseling. Increasingly, economic factors require in-house counsel to select their outside counsel on the basis of who is the least expensive and not on who will provide the intangible of wise counsel. This has created a tendency on the part of in-house counsel to view attorneys as commodities to be procured in the same way that other items are purchased. Correspondingly, law firms increasingly view themselves as interchangeable, diluting their most important (or what should be their most important) attribute, good judgment, with the highest goal being the well-being of their clients. These trends which have been with us for decades now have also been exacerbated by the technical revolution of the “Internet Age.” 


We will review a number of issues that have contributed to the increasingly strained relationship between inside and outside counsel as they relate to the pressures of costs and the erosion of trust. We will also suggest ways that inside and outside counsel can ameliorate these pressures in order to work harmoniously together to the benefit of their “mutual” client. 


In recognition of the central importance of e-discovery to litigation, we will begin with this issue in the context of U.S. District Court for the Southern District of California’s decisions in the recent Qualcomm v. Broadcom litigation. 


Next, we will provide an overview of two specific changes in the regulatory environment which are of paramount importance to the construction industry and which have exacerbated inside and outside counsel relations:  (1) the recent Federal Acquisition Rule (FAR)  requirement to "self report" discovered frauds and; (2)  recent changes in the law relating to Department of Justice (“DOJ”) corporate investigations.  


Because inside and outside counsels’ roles in gatekeeping and investigative tasks are often different, circumstances often arise pitting inside and outside counsel against one another. As such, this has led to a dangerous erosion of the critically important attorney-client/attorney work product and the Constitutional Fifth Amendment Privileges. We will attempt to provide guidance with regard to how inside and outside counsel may steer a course together in these stormy seas.

II.
E-discovery:  Qualcomm and the Roles and Responsibilities of Outside and In-house Counsel 

All who have been involved in Construction disputes know that e-discovery is an ever increasingly complex and expensive component of litigation. Moreover, the costs and time consumed in controlling e-discovery often dwarfs the potential rewards or exposure in litigation. The old maxim that “it takes 20% of the time to find 80% of the facts and 80% of time to find the remaining 20%” has been turned on its head.  Now, it is more like “5% to find 95% of the facts and 95% to find the remaining 5%.”  Additionally, both the volume of information and their duplication have grown exponentially. Furthermore, Construction litigators are painfully aware that the most damaging documents are electronic. The ease with which such communications can be accomplished is often not aligned with the requisite judgment of whether to communicate at all. Moreover, we all know that e-documents are more permanent than the engraving on tombstones.  The most misleading button on the computer is  “delete.” 

Even though we are becoming more schooled in e-discovery, costs are not really coming down. This has largely to do with the collateral litigation surrounding e-discovery. At a recent District of Columbia Judicial Conference, Magistrate Judge John Facciola, a recognized expert in this field, told of a case in which the parties had “narrowed” contested documents to a “mere” 8,000!”  Moderately-sized construction cases may not even contain that many documents.

The Construction Industry is certainly not going to abandon electronic communication. Like virtually every other area of commerce, Construction is and continues to be more and more dependent upon these tools. In fact, the Construction Industry has to utilize electronic communication in order to comply with legislation such as the recent Stimulus Package.

In the midst of all of this appears the recent case of Qualcomm v. Broadcom, one of the most important and well-publicized cases regarding the respective roles and responsibilities of inside and outside counsel in relation to e-discovery.  In addition to being a cautionary tale, the facts of the case are enormously instructive as well as reflective of the current state of tension existing among in-house and outside counsel. 

Qualcomm, a leading internet company, had sued its rival, Broadcom, alleging patent infringement. Broadcom repeatedly  sought discovery as to whether or not Qualcomm had participated in the “JVT.”  This central issue related to whether Qualcomm had participated with others in their industry to develop certain standards applicable to all.  If Qualcomm had done so, it would have no infringement claim.
 

The collateral litigation over this E-discovery dispute was protracted and extremely expensive. In addition to the standard forms of discovery, including repeated requests for documents, interrogatories and depositions, Qualcomm, in an effort to throw Broadcom off the scent, submitted an expert declaration confirming the absence of any corporate records indicating its participation in the JVT.
  Outside counsel prepared the declaration and in-house counsel reviewed and approved it.
  

After discovery had closed and during the actual trial, a young associate from Qualcomm’s outside firm, while preparing a Qualcomm employee’s trial testimony, became aware of 21 relevant emails that had not been produced during discovery.
  This associate, who was not involved in the initial discovery, found them on the employee’s computer which, Qualcomm contended, had not been examined during discovery. As a result, according to Qualcomm these e-mails had never been produced in discovery.
 The e-mails showed unquestionably that Qualcomm had participated in the JVT and their revelation would undoubtedly doom Qualcomm’s infringement claim.

The associate brought these e-mails to the attention of senior trial counsel, who after conferring with in-house counsel, determined to conduct no further investigation relating to these e-mails. Despite their obvious import, trial counsel, remarkably, took the position that their existence need not be disclosed because Broadcom’s attorneys had not asked for them in discovery.
 

Only through Broadcom’s cross-examination of the Qualcomm employee did the Court and Broadcom learn of the incendiary e-mails.
 Qualcomm’s counsel denied any knowledge of their existence, and in addition, initially refused to turn them over to Broadcom. After the Court applied some pressure,  Qualcomm’s counsel finally relented,  producing  the 21 emails during a lunch recess.
 

When Broadcom’s counsel resumed his cross-examination of the Qualcomm employee, he was able via the use of the e-mails to demonstrate, indisputably that Qualcomm had participated in the JVT.  This ultimately resulted in a swift jury verdict in favor of the defense. Nevertheless, the dispute over the adequacy of Qualcomm’s discovery responses continued even after the trial was completed.
  As a result of  the Court’s mandating that Qualcomm’s attorneys investigate to determine whether any additional documents relevant to JVT,  Qualcomm ultimately produced more than 46,000 documents totaling more than 300,000 pages from the computer archives of 21 employees all of which Broadcom had requested but not produced in discovery.
  


Invoking both Federal Rule of Civil Procedure 26(g) and its inherent powers,
 the Court awarded Broadcom’s request for attorneys’ fees and related costs in the amount of almost $8.5 million.
   


In sanctioning Qualcomm’s in-house counsel and its outside counsel, the court found that not only did the company fail to perform basic searches before trial, it also failed to produce the 21 documents discovered during trial and waited until after trial to conduct an internal investigation.
  The Federal Court also rejected Qualcomm’s claim that it had merely inadvertently failed to produce the documents in light of their direct relevance, massive volume,  and the numbers of employees and consultants who had received the documents or otherwise knew about the information set forth therein.
  


With respect to the role of outside counsel, after considering a number of alternatives, the court stated that the most plausible scenario was that outside counsel chose not look in the correct location for the correct documents, accepted unsubstantiated assurances from its client, and ignored obvious warning signs.
  These findings spawned the filing of numerous self-serving declarations from counsel, pointing fingers at one another for this debacle. 
Originally, the Magistrate-Judge referred six outside counsel to the state bar, while naming and discussing the role of all counsel. The Federal District Court judge, however,  later vacated the Magistrate-Judge’s recommendation, based upon Qualcomm’s filing of materials that were exonerative of Qualcomm and critical of its outside counsel,  thereby permitting Qualcomm to invoke the self-defense exception to the attorney-client privilege.
  Specifically, the court found that outside counsel had a due process right to defend themselves where their alleged conduct regarding discovery was in conflict with Qualcomm’s allegations concerning the performance of discovery responsibilities.
  Therefore, communications and conduct relevant to the JVT were determined to be not privileged information.
 


The relevance of Qualcomm to potential tensions in the relationship between inside and outside counsel is obvious.  Under the comments to ABA Model Rule 1.2, assignments given to outside counsel may exclude actions that the client deems too costly.
  Understandably, some clients may well decide to handle certain aspects of e-discovery internally based upon anticipated cost savings.
  Completely separating outside counsel from this process, however, has the potential for creating conflict between in-house counsel and outside counsel because outside counsel responsible for the litigation have direct duties to the court as well as to their client
 and—as the Qualcomm decision makes clear—outside counsel can be sanctioned for failing to adequately monitor the client’s discovery effort.
 


Clearly, outside counsel needs to recognize that its clients and in-house counsel have a legitimate concern at trying to place reasonable limits on the costs of e-discovery. To the extent that in-house counsel believes that they avoid costs by doing the e-discovery internally, outside counsel should cooperate in this endeavor. Nevertheless, it is critically important that both in-house and outside counsel reach a clear understanding regarding the protocol to be established in determining what the scope of discovery will be with an assurance that all of the appropriate places are searched to ensure that important documents are not overlooked.  In addition, both in-house counsel and outside counsel need to work collaboratively in developing a workable document retention policy to ensure that all relevant documentation is retained once the likelihood of litigation becomes clear. Additionally, both in-house and outside counsel should work together to develop a reasonable amount of time for outside counsel’s auditing of the in-house e-discovery effort in order to ensure that both the protocol agreed on in advance as well as the mutually developed document retention policies are maintained. The lesson of Qualcomm is clear that not only will outside counsel suffer the consequences of the court’s wrath, but in-house counsel will as well if the e-discovery process is botched.  If these early understandings regarding protocols and document retention are achieved, other issues should  take care of themselves. 


As mentioned above, another notable aspect of Qualcomm is that, though the accusations of litigation misconduct originated with Broadcom’s counsel, this soon turned into a tawdry and unseemly battle between Qualcomm and its outside counsel. When Qualcomm initially attempted to defend itself by asserting attorney-client privilege regarding its communications with outside counsel,
  Qualcomm’s outside counsel was placed in a position of being unable to explain its actions. This resulted in the generation of conflicting declarations from Qualcomm’s inside counsel and successor outside counsel and the attorneys who had represented Qualcomm in the trial.

 
Based upon Qualcomm’s critical accusations of its outside counsel’s actions, the court determined that Qualcomm had waived its attorney-client privilege thereby allowing outside counsel to present evidence regarding their discovery conduct. 


While not something that is geared to insuring good or continued  relations between in-house and outside counsel, some have suggested that outside firms should demand an advance waiver of privilege for communications relevant to discovery disputes.
  This is  a tactic fraught with peril that should be used only in the most extreme cases. A far better approach would be to obtain fundamental agreement from the outset regarding protocols for conducting e-discovery, whether conducted in-house or by outside counsel, as well as a mutually agreeable document retention policy and a common-sense policy of allowing outside counsel to test the adequacy of both.  In this way, in-house counsel has the ability to control the costs of e-discovery and outside counsel has the confidence that discovery requirements are being met.

III.
Federal Mandatory Disclosure and Corporate Investigations-A Bete Noire for In-house and Outside Counsel?


The proliferation of legislation and regulation impacting all of Corporate America, particularly Sarbanes Oxley as well as recent Federal Acquisition Rules (FAR) changes, have had a devastating impact on the roles of and relationship between inside and outside counsel. The current economic climate means that most construction contractors will have to give serious consideration to seeking Federal projects, particularly those funded by the Stimulus Package. While contractors who have regularly operated in this arena are aware of the recent FAR changes, those contractors, and their in-house counsel, who are not familiar with them will have a rude awakening when they learn of the mandatory disclosures of wrongdoing.  In addition, looking more broadly at the entire federal regulatory system, in-house counsel will have to become familiar with the so-called “Filip Memorandum,” which claims to be a shift in the Department of Justice’s (DOJ’s) official policy concerning its investigation of corporate entities. 


Clearly, outside counsel has a fundamental responsibility to educate in-house counsel regarding these changes so that construction contractors are not blindsided by these requirements.

A.
The New FAR Rule (FAR Case 2007-6)
 


A Final Rule amending the FAR Rule on Contractor Business Ethics Compliance Program and Disclosure Requirements Case (FAR Case 2007-006) published in 73 Fed. Reg. 67064 on November 12, 2008, became effective on December 12, 2008.  The Rule requires federal contractors to establish internal control systems and mandates timely disclosures of certain criminal
 and civil False Claims Act
 violations.  This represents a major departure from long-standing policies encouraging voluntary disclosure.
  
The new Rule makes the following changes to prior law:

· It provides for suspension or debarment based upon a “principal’s”
 knowing failure to timely report “credible evidence” of certain criminal violations, violations of the FCA or significant contract overpayment.  This requirement applies to current contracts as well as contracts upon which final payment was received within the past three years.   

· For contracts over 5 million dollars and more than 120 days in duration, the amended FAR Clause 52.203-13 is required.  This amended clause provides for timely disclosure to agency IGs of certain criminal violation or violations of the civil FCA.

· There are internal control system requirements for contractors holding covered contracts (commercial item and small business contracts are exempt).  Internal control systems must include, among other things, (1) reasonable efforts not to employ as principals individuals with prior problems with business ethics and (2) full cooperation with government audits, investigations, or corrective actions.


The FAR changes provide no definition of what “credible evidence” means. Moreover, the three-year “reach back” has the potential of creating extraordinary stresses on the relationship of in-house counsel with that of newly retained outside counsel  unfamiliar with what has gone on during that period and who may be simply unfamiliar with the practices of the contractor.


It is, therefore, imperative for both in-house counsel and outside counsel—from the outset of their engagement—to discuss at length the impact of these FAR changes and develop a sense of trust and openness. Moreover, it will be important for outside counsel to become as familiar as possible with the operational procedures of the construction contractor and not jump to conclusions. In this way, both parties will avoid viewing one another as adversaries.

B.
Gatekeeping- Roles of Inside and Outside Counsel, Can They Co-exist?


In-house and outside counsel each participate in a variety of different roles, such as advisors, investigators, providers of transactional and litigation-related services and, in extreme cases, as potential whistleblowers.  A role both inside and outside counsel share is gatekeeping. 

The term “gatekeeper” refers to someone who (1) offers a service that a wrongdoer would need to accomplish his goal; (2) can and will prevent misconduct; and (3) takes action aimed at rooting out wrong doing when detected.
  Thus, to be an effective gatekeeper, an attorney, whether in-house or outside, must be willing and able to disrupt misconduct.
  In-house and outside counsel, however, have different gatekeeping roles.

In-house counsel, of course, has the advantage in monitoring  a contractor’s conduct since they are more likely than outside counsel to have access to back-channeled information through informal contacts within the corporation.
  This, however, is a two-edged sword, since their personal relationships with contractor management and employees, and their close day-to-day contact within the construction company, will create significant pressures to be perceived as team players. This may make it extremely difficult to disrupt potential or actual misconduct. Moreover, in-house counsel’s natural inclination will be to avoid doing harm to their company and potentially imperil their livelihood.
  


Outside law firms, on the other hand, have traditionally been viewed as providing professional gatekeeping services, similar to those provided by accounting firms when acting as outside auditors.
  As noted, outside counsel’s ability to effectively monitor behavior in a corporation will never match that of in-house counsel.  Rarely does outside counsel obtain first-hand information from participants in questionable or illegal activities.
  Though in-house counsel has access to informal and backchannel communications, outside counsel must often rely upon information that is formal and intended for a limited purpose.
  

Traditionally, outside counsel is perceived as being more effective gatekeepers because they have more independence—i.e., they are not financially dependent upon any one client.  Unfortunately, this may not be true in practice. The failure of independent auditors in detecting and revealing illegalities in the most recent Wall Street sub-Prime mortgage crisis is witness to this. Moreover, though a law firm as a whole may not be heavily dependent upon any one client, lawyers working within a large firm operating as a Construction Group may be  dependent on relatively few clients and may wish to avoid “making waves.”
  

In such an environment, it is critically important, therefore, for in-house and outside counsel to view themselves not as adversaries, but allies in their common goal to discover and disclose wrong doing. Both parties must understand that non-disclosure is the enemy which imperils not only the contractor, but the continued livelihood of in-house counsel and the ability of outside counsel to retain their clients. In-house counsel and outside counsel need to see their different roles as complimentary, not conflicting, allowing them to marshal their resources and rely on one another, developing trusting, long-lasting and supportive relationships. This can only occur when these attorneys perceive themselves as wedded to the same end—the protection of their client company.


C.
DOJ  Corporate Investigation Policy-The More Things Change the More They Stay the Same

DOJ prosecutors and U.S. Attorneys have the greatest power in the Justice System- the power to charge. They have extraordinarily broad discretion when conducting investigations of  construction contractors as to: (a) whether to bring charges; (b) what charges to bring; and (c)  in negotiating plea and other agreements.
  A contractor’s timely and voluntary (now mandatory) disclosure of wrongdoing and its cooperation with the government’s investigations are important factors which prosecutors will consider in determining the proper treatment of a construction company target.
 They are so important that decisions in this area are considered “bet the company” actions.

DOJ’s corporate investigation policy statements
 are a quilt work of memoranda commonly referred to as the “Holder Memorandum,” the “Thompson Memorandum,” the “McNulty Memorandum” and the most recent version, the “Filip Memorandum.” This latest Memorandum (formally entitled “Principals of Federal Prosecution of Business Organizations”) released on August 28, 2008, claims to provide supposedly ameliorating shifts in official DOJ policy. 

The most controversial aspect of DOJ investigations is the its coercion of  the waiver of attorney-client privilege and work product protection.  Traditionally, although the rule was that  DOJ could merely request that a corporation waive its attorney-client privilege, such waivers were more or less expected.  

The Filip Memorandum purports to move away from the tradition of expecting corporations to waive attorney-client privilege.
  The Memorandum literally provides—with limited exceptions such as advice of counsel or the crime-fraud exception—that  corporations need not disclose, and prosecutors may not request, the disclosure of (1) non-factual or (2) core attorney work product as a condition for the corporation’s eligibility to receive DOJ “cooperation credit.”
  Despite these seemingly benign changes to official DOJ policy, a company’s decision of whether to waive its attorney-client/work product privilege remains “fraught with difficulty.”

An almost equally controversial DOJ investigative tactic relates to that agency’s disdain towards a contractor’s advancing or reimbursing attorneys’ fees for employees or other individuals targeted by these investigations.  Indeed, corporate law often requires that companies provide officers and employees this indemnification.  Here again, the Filip Memorandum represents a purported change from prior practice
  It now provides that in evaluating a company’s cooperation, prosecutors cannot take into account whether a corporation is advancing or reimbursing attorneys’ fees or providing counsel to employees, officers, or directors under investigation or indictment, nor are prosecutors to request that a corporation refrain from taking such actions.
  

Again, it is exceedingly important for in-house counsel and outside counsel to see themselves as allies in connection with DOJ investigations (a) keeping open lines of communication; (b) developing appropriate strategies regarding the preservation of the privilege; as well as (c) determining whether and to what extent these communications should be written or oral. Many outside counsel simply refuse either to write down their communications or keep notes of their interviews for fear of the requirement of disclosure.

D.
The Roles of In-house and Outside Counsel in Internal Corporate Investigations

As with outside investigations of contractors, in-house and outside counsel, for many of the same reasons mentioned above, are differently situated in to internal corporate investigations.
  In-house counsel are almost always involved in early stages of investigations and usually make the threshold determination as to whether and when there is a need to bring in outside counsel to do a full investigation.
  

In-house counsel have the advantage of beginning an investigation immediately and can work more efficiently because of their knowledge of their corporation’s internal organizational structure, policies, and procedures.  Such in-depth knowledge of  how company functions enable in-house counsel to understand the significance (or insignificance) of certain facts and issues that might not be obvious to outside counsel.
  


In addition to the obvious distaste of investigating the actions of people with whom they work day-to-day, in-house counsel’s working relationships with the organization’s key players may impede their ability to act as attorneys for the corporation as opposed to  the individuals to whom they report and on whom they depend for their employment and compensation.
  

Internal corporate investigations conducted parallel to or which are anticipated to be followed by an external investigation by one or more enforcement or regulatory authorities, represent a particularly sensitive area.
 Even an indictment can have a devastating impact on a corporation, threatening its survival.
 Often the mere accusation can lead to a corporation’s suspension from ongoing government contracts as happened last year to IBM.

Given the sensitive nature of such work, outside counsel are often used to conduct internal investigations.  The common use of outside counsel as investigators is also due, in part, to the fact that regulators and enforcement officials often consider a fact-gathering process carried out by independent lawyers under independent supervision to be more credible than the alternatives.
  

Outside counsel can be particularly effective in conducting internal corporate investigations which are related to governmental investigations if they have expertise gained through extensive experience dealing with a certain government agency for a variety of clients.
  Bringing in outside counsel to do an internal investigation also provides the opportunity to introduce a new face, which may make it easier when dealing with employees for the attorney to establish that he or she represents the corporation, not the individual.
  

When outside counsel is brought in to do an internal corporate investigation, the role of in-house counsel in the investigation must be carefully considered.  For example, some of the risks associated with having in-house counsel present during outside counsel-conducted employee interviews are that it may have an inadvertently chilling effect on the willingness of employees to disclose illegal conduct, or may inadvertently trigger concerns by outside auditors or regulators that in-house counsel is a potential wrongdoer.
  More generally, where a firm’s regular outside counsel conducts the investigation, it is placed in the awkward position of being unable to disclose  the results to the in-house counsel which has “hired” outside counsel and with whom it has had a long relationship.  This is particularly so when the independent investigation is being supervised by the board or a board committee.

Such circumstances undoubtedly try the resilience of even the most trusting relationships. Moreover, there are no easy solutions. One important factor that should be in the forefront of outside counsel’s mind is ensuring that the relationship with in-house counsel is such that the latter will instinctually call outside counsel for advice as investigations begin. Outside counsel must resist the almost irresistible temptation to “take over.” Rather, as a trusted “counselor,” outside counsel must listen to in-house counsel and provide advice which is best for both the company and inside counsel. Outside counsel must not jump to conclusions, but provide unbiased, independent and wise counsel—often acting as a “Dutch uncle.” Importantly, outside counsel must determine whether it makes sense for his/her firm to be involved in the investigation or whether other counsel should be engaged, despite the evident loss of fees. Moreover, outside counsel should know when they are out of their depth and when referral to other counsel makes the most sense.

Correspondingly, inside counsel should understand that there are enormous dangers in these investigations and should be clear that its outside counsel has both the wisdom and expertise to provide proper advice.  Moreover, in-house counsel should not be reluctant to seek this advice early in the process, recognizing that “an ounce of prevention is worth a pound of cure.”  Furthermore, in-house counsel should realize, despite the cost pressures attendant to such investigations, that this is not the time to “economize” by selecting the low bidder. This is not to say that legal expense will not be a factor. Rather, the relationship between in-house and outside counsel should be such that in-house counsel knows that its outside counsel will not take advantage of the company in dire emergency. Moreover, outside counsel should recognize the strains caused by these investigations, making appropriate accommodations to insure its client’s survival. 

IV.
Conclusion
This topic is as enormous and complicated as the very relationship between in-house and outside counsel. We have briefly sought to bring some information and common sense as to how in-house and outside counsel can cooperatively and, in an atmosphere of mutual trust  tackle the difficulties created by e-discovery, federal contracting regulation, DOJ and internal investigations. Each of these alone or together have the potential, if not handled adroitly and professionally, to destroy not only the relationship between in-house and outside counsel, but the company as well.  The recent perilous economic environment has only exacerbated roles of in-house and outside counsel, creating pressures heretofore not experienced.  

It is beyond dispute that a primary role of in-house counsel is to manage outside counsel. As such, current economic conditions necessitate strict (but not slavish) adherence to budgets. Moreover, outside counsel need to be sensitive to the budgetary pressures on in-house counsel creating unavoidable friction between in-house and outside counsel regarding fees and expenses. As such, outside counsel should not only respond to, but initiate measures internally to minimize these fees and expenses consistent with their professional responsibilities. 

While larger construction contractors are attempting to keep more of the legal work in-house, this means that outside counsel are often not in a position to be day-to-day counselors to their construction clients.
  This should not deter outside counsel, however, from “checking in” with contractors, without fear that counsel will charge for merely being kept up to date.

If outside counsel remember that their fundamental calling as attorneys is to provide wise counsel and if in-house counsel understand that the value of outside counsel can never truly be commoditized, trusting and lasting relationships will be maintained.
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