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Mr. Milner’s practice is focused on assisting clients plan their financial li
an income, gift and estate tax perspective. This often includes helping
Tobias F. Ziegler, Esq. structure complicated business relationships in a manner calculatf
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His experience and pgaggice inCt®es commercial law and business transactions,
both intemational &d dpmestic. He represents a wide range of mostly foreign
companies angfindyid n connection with, for example, the formation of
corporate entities, ct liability, sales agency, joint ventures and cooperation
arrangemegts, corp®rate structuring, trademarks, licensing requirements and
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Services of Gallet Dreyer & Berkey, LLP

Gallet Dreyer & Berkey, LLP (GDB), based in the heart of New York City, offers
afull array of legal and tax services. GDB is capable of handling client matters
throughout the USA, as well as clients’ international legal and tax matters.
Examples of GDB's fields of expertise include: direct investments in the

kinds, including acquisitions and mergers, joint ventures, setting up of §omfant
and manufacturing facilities; contracts of all kinds; commercial la@f; D3k 1 nd
regulation; bank transactional matters; finance law, financin B and
contracts; law and contracts regarding onstruction and engin®eriflg pyojects; real
estate; technology transfer and licensing; industrial and injellect roperty;
computer law and contracts; intemet law and contracts; 8 law and tax planning;
visas and immigration; litigation, mediation and arbj % cluding product
liability cases); trusts and estates, probate, wj S and intemnational);
white collar criminal litigation; sports and entery bnt law; other areas of USA

and intemational law dealt with in thi

USA by Gallet, Dreyer & Berkey, LLP:

+ A UK Business Person’s Gu erican Law —Business Practices - Taxation

« American Produciffiafility: ‘Good News for Business! Recent Trends and
Development uifle jor UK Companies

Exports to the USA, the Western Hemisphere

List of other publications rg

ection: Will United States Courts Recognize and Enforce Foreign
Judgments?

Therein: A Short Practical Guide for the Foreign Business Person and Foreign
Lawyer

« Purchase and Leasing of Real Property in the United States (authored by
Aaron N. Wise, Esq. and David L. Berkey, Esq., the head of Gallet, Dreyer &
Berkey, LLP’s real estate department)

Qe Acquisition of an Existing American Company or an Ownership Interest

How to obtain these publications:

Most of the above guides, and various others, can be printed and downloaded from
the Gallet, Dreyer & Berkey LLP website, www.gdblaw.com. On the home page,
click on ‘Practice Areas’; on the next screen, click on ‘Intemational’ and right under
it, click on ‘Publications’. They can also be obtained upon request.
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Exporting and selling:

Contracts with American distributors and sales agents

Your products and services

Ensure your products can be lawfully imported into the USA, that all legal requirements of USA cusig
import laws are met, that you have all required licenses and permits to import and sell the produ
that your export and import documentation complies with USA law. Also, there is USA legisla

to particular types of products, what they can and cannot contain, labelling, etc. Failure to cofnp n, in
some instances, subject the manufacturer, seller and possibly others to fines and penaltieg It caWalso be
ammunition for product liability lawsuits for persons harmed by the products. \

for anyone to sell children’s toys, books, clothing, jewellery, and certain o dyif the items contain more
than trace levels of lead or phthalates. Penalties are stiff with violators f
of up to US$100,000 per violation. The Act applies not only to new j

Two specific examples:
» The Consumer Product Safety Improvement Act, a federal law passed in the s 008, makes it illegal

tial prison terms and fines
ut xisting stock as well.

rs of food and beverage products
intended for humans and animals. It requires registration with t ood and Drug Administration (FDA),
the appointment of a USA representative, certain docu iling with regard to each shipment, and certain
record retention by the exporter. The consequences f{ laffons can be severe.

Certain products destined for the USA market can nd certified by a private industry organization

(eg, Underwriters Laboratories being). Companies will t@§ffically want to obtain certification for their relevant
products for several reasons, two being: difficyffty Wgmarketing them in the USA without it; and, to reduce to
some degree the company’s product liabilj sure.

Trademarks and other intellectual promgty
If you intend to sell goods or ser 'Qhe USA under a particular trademark, brand name, promotional

slogan etc, have your USA law areh, before you start business, whether the use of the mark, name,
slogan, etc. might infringe 15%ing, third party trademark. If it does not, consider applying for USA
trademark protection cogerg that mark, name, slogan, etc. The same points apply to other types of
intellectual prop u have and should protect (e.g., patents, copyrights and designs), though the
search and appli cedures for each type, and the nature of the rights conferred are different.

Filing yo @Led works with the USA Copyright Office

If yo & that are or may be protected by copyright, you need to protect them in the USA. That is
doge m‘&a y by filing an application for registration with the USA Copyright Office. Doing this in a proper
an way is a must; failure to do so can result in serious problems for the copyright owner.

What are distributors and sales agents?
Be sure you understand the differences between a ‘distributor’ or ‘dealer’, and a ‘sales agent’ or ‘sales rep’.
Decide carefully which you want for the USA market.

How many?

Think through carefully whether you want to have one exclusive distributor, dealer, sales agent or rep for the
USA market, or several of them. If several is the answer, should each have exclusivity for a particular part of
the USA or should they all be non-exclusive for the entire USA? There is no one pattern that will suit each
and every company. A good market study may be a worthwhile expense.
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‘Due Diligence’

Check out your prospective USA distributor(s), dealer(s), sales agent(s) and sales rep(s) in advance. There are
several areas you should check, including their legal status, financial situation, and banking information/
references. Your USA lawyer can obtain for you, at a relatively low cost, valuable information about your Q
prospects.

The drafting initiative: a critical point

You, the UK party, should take and keep the initiative in drafting contracts and non-binding s
key terms (NB- SOTs). Insist that the USA side comment on your NB-SOTs and contract drafts ¥a
submit its own drafts. The ‘drafting initiative’ is critical in arriving at a good contract. The djstrib
sales agent or rep will want a short contract favourable to him. You, the supplier, will wan%erent things,
and you should insist on it. After all, they are your products. See below regarding the

Importance of well-drafted contracts: reducing risks of lawsuits. Q
A well-drafted contract for the USA market will help you attain what you wa ﬂ L Qvoid pitfalls, potential

claims and lawsuits. Many lawsuits arise in the USA because of poorly dr 0 tracts, oral contracts,
contracts established by letters or memos, or ‘de facto’ contracts, par here non-USA parties are
involved. It is better to incur legal fees to prepare contracts and ments properly, than to pay the
much higher litigation costs (plus the potential damages and 1§

‘NB-SOT’

Very often, it makes sense to begin formal negotiatj notfgfh a contract draft, but with a non-binding
summary of key terms (NB-SOT) prepared by your stde jwigh the aid of competent counsel). This document
is also known as a ‘letter of intent’. There are important¥trategic and tactical advantages of commencing
with a NB-SOT. %
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Creating a USA subsidiary to sell or manufacture

There are many reasons to set up a wholly-owned USA company: to have a presence in the market; to fLQ
ct

existing customers and prospects; to manufacture, process or assemble products in the States; to pggt
against liability claims; and to minimise certain tax or customs duty-related costs. Q

Legal form

The legal form most UK business people should select for their American business is a corgpratioN’ There
is no such thing as a USA corporation per se. Each of the 50 states has its own laws gov the creation
of legal entities, corporations included. A USA corporation offers the feature of limite ity to its
shareholders (limited to their respective capital contribution). The limited liabi¥ y (LLC), while
offering the limited liability feature, is, for legal, tax, and cost reasons, usuall appropriate vehicle
for UK parties.

What’s wrong with just setting up a branch office of my UK compan
For the overwhelming majority of UK companies, a branch in t gour UK company (or any other
company in your group) is not the way to go. A branch of a UK is just an extension of that
company within the USA. It subjects the company to (1 g a more visible target for lawsuits and claims
in the States; and (2) being liable for USA federal, sta ndppossible local income and other taxes. This
applies to both unregistered and registered branch{s. Ah ur§gfgistered branch is any USA place of business
or the like of a foreign company that is not registered t business in the USA state in which it is conducts
its business. A registered branch is one that is ally Tegistered to do business in that USA state. If under
the laws of a particular USA state, the foreii n@ng’s business activities through its operations in that

state are sufficient to require it to registe P, %t must do so or run the risk of penalties. This does not
mean just establishing a sales office in th te, it can also mean: having an employee there; having a
stock of goods there, including on ghn%gnment; and other ‘links’ with that state. One could loosely say that
any type of business activities w the USA involving some sort of presence of the foreign company can
be viewed as a ‘branch’. The ga true if one or more individuals establish an unincorporated (in the USA)

business operation in th@
In many European &i it is common, without inordinate risk, for a company to establish a branch in

the USA. There arl Q xceptions, but very few. For example, some banks in the USA operate as branches

or represe es. For the majority of companies, the best option is to form a USA legal entity
offering l& liability to its owner(s). The entity of choice will typically be the ‘corporation.’

ate?

r witich USA state’s laws shall I form my corporation? The answer will vary depending on the
part™ular company’s needs. In most cases, the choice, will come down to: (1) A Delaware corporation; or
(2) A corporation formed under the laws of the USA state in which the corporation will have its centre of
operations (e.g., main office).
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Registering in another state or states

If I form my corporation in one USA state, then operate my business in one or more other USA states

by accepting orders for goods and services within that or those other states, do I have to register my

corporation to do business in that or those other states? The answer is generally, yes. Certain other

activities that your corporation performs in USA states other than the one in which it is formed may re Q

its registration to do business there. That registration process is not difficult, time consuming or expenggiv

However, the mere fact your corporation sells its goods from one American state to a customer in T

American state does not normally require the corporation to register to do business in the cus, te.

Corporate name and trademark

A company name is not the same thing as a trademark. A registered USA federal trademarl will de

protection throughout the entire USA for the particular goods or services for which it is re§gtered. The name

of your USA corporation will give you (weak) protection within the state in which the on is formed,

and in those other states in which the corporation is registered to do business. g&h

corporate name is different, and much weaker, than the protection accorded b ederal trademark.
‘ D

Thus, a UK enterprise will normally want to obtain USA federal trademark prg or the name, brand,
logo, or other designation used in connection with the products or servicdfjt De marketing in the States.

Can your use of a corporate or company name infringe a third parigf’s tr8 rights?

Yes. Before selecting a corporate or company name and forming @ tity, your USA lawyer should research
whether the key word(s) in it are protected in the USA by tQigd partSw®demark rights, particularly if the third
party’s business is somewhat similar to what yours will b§. Ifjegally possible, you should also give serious
consideration to applying for trademark protection fj k rd(s) in the selected USA entity’s name.

Minimum capital
Is there any ‘minimum amount’ of capital I hage ut into a USA corporation? In most states, there is
none, and the minimum is very low in tho@ that specify one.

Nationality or residency requiremen
Non-USA nationals can own all o @ves of a USA corporation. There is no requirement that a USA citizen
or permanent resident own sh o? must a member of the corporation’s Board of Directors or corporate
officers own any shares. Sj , all of the members of the USA corporation’s Board of Directors and all of
its officers can, if so de, % non-USA nationals and USA non-residents.
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One shareholder
There is no problem with a USA corporation being owned by just one shareholder.

Board members’ powers and related points

Members of the Board of Directors (called ‘directors’) are not directors in the UK sense of the term. In t Q
USA, directors are simply members of the Board. The Board acts and decides as a body; individual dir
have no power to act or to bind the corporation individually (unless, exceptionally, by resolution o
of attorney, the corporation grants a particular director certain powers). Under the laws of ma
states, a one person Board is possible. Some states have a different rule when a corporation h®s t§o
shareholders. Directors can be officers and officers can be directors.

Required and optional officers &
Many USA state laws require a corporation to have a President, a Treasurer, anda J®§ . Other officer
posts are optional (e.g., one or more Vice Presidents or an Assistant Treasurer). &u ers’ respective

powers (and limitations thereon) will typically be contained in the corpo% &ws and/or in a Board

resolution.
Restricting the power of corporate officers 0

The power of corporate officers can be restricted or expanded i @ poration’s bylaws, by contract, or by
special Board (or shareholder) resolution. However, a thirdgarty "8ut knowledge of restrictions on the
officers’ powers may not be bound by them.

Is a corporate officer or director of a USA corporation its e yee?

No. If it is clearly agreed that the officer or diregtor is aWemployee of the corporation and he/she is on
the corporation’s payroll, then yes. But, for exgqnp®, it is not unusual to have a President, Vice President,
Treasurer, Secretary or other corporate offj is not an employee of the corporation. Often, a USA
lawyer will serve as the corporation’s Secr{@ but he or she will normally not be its employee.

Tax returns if a corporation is inac
Yes, a corporation must file ta rn? even if it generates no income or is inactive.
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A lawyer in one state forming a corporation outside that state
An experienced corporate lawyer located in one USA state will have no difficulty forming a corporation (or
any other type of USA legal entity) in another USA state.

Time Q

It takes only a short time to form a one shareholder USA corporation in any USA state from the time y&ur
lawyer has received all of the information required. But is does take time to do the preparatory pa@k

properly.

Corporate bank account(s)
The set-up of one or more bank accounts for the corporation is often done by its USA law&rhis can often
be a lengthy, complicated procedure.

Office leases; other premises leases; warehouse leases; Foreign Trade Zones Q

1. Office leases. You can lease office space in many different ways: leasing of pace in a building; leasing
space from business incubators or ‘baby-sitting’ firms; leasing via an offi ¢ arrangement; leasing a
‘virtual office,” etc. There are various types of pre-printed office leagpong ok of those are pro-landlord.

ype of office space lease you conclude
#F office space (typically not a virtual one

If USA work visas are needed for key employees of your USA en
will be important. USA immigration will want to see a gerygige least

or home office of an employee) sufficient to house the n r of employees you anticipate having, and for a
term sufficient to match the number of years requefte®in t sa application(s). You are well advised to have
a USA lawyer counsel you on the above, and review and iate the landlord’s lease draft.

2. Other premises leases. These might include s@ arestaurant, school, academy, museum, hair salon, or
other service business requiring a particu, f premises in terms of location, size, configuration etc. The
corresponding leases will often be more c ated and difficult to negotiate to suit the investor’s needs.

3. Warehouse leases. Many wareh of®r a variety of services to choose from, ranging from mere
warehousing, to that plus invdegq cUstomers, shipping, etc.

foreign or domes§ dise not prohibited by law, whether or not subject to USA customs duty, can
be placedinaF eral, merchandise in a FTZ can be stored, sold, exhibited, broken up, repacked,
assemblegd, eaned, mixed with foreign or domestic merchandise, otherwise manipulated, or
destrog&re il trade can be conducted there. Some advantages are: (i) customs duties or, if applicable,

4. Foreign Trade Zones ) are secured areas within the USA but legally outside of USA Customs. Any
grc

* . - .
x, are paid only when merchandise is transferred from a FTZ to USA customs territory for

fedqalgx
S &m or use; (i) goods can be exported out of the USA from a FTZ free of USA customs duty and tax; (iii)
PRC al requirements for using a FTZ are minimal; (iv) goods can remain indefinitely in a FTZ.
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Manufacturing in the USA
Among other considerations, a few things that have to be decided:

1. Where in the USA to manufacture. Negotiate with the state and local authorities for incentives and benefits (eg
tax breaks, reduced power costs).

2. Whether to buy a new or existing building for the plant or to lease it, and how these operations will be fingnc&d.
3. What equipment will be needed for the plant, whether it should be purchased or leased, and how to %t

operations.
4. How to hire and train employees. %

Government investment incentives

At the federal level these do not exist. USA states offer various investment incentives,@mang local
government units. No significant investment incentives are available unless th&§ @ ent will produce a
large number of jobs for American citizens or residents, or involve setting up NgCular area targeted
for development. However, the state and local economic development a
considerable useful information, contacts, facilities, etc. 0&

Insurance

You will need certain types of insurance for USA operations. Exa n the commercial insurance area are:
general liability; product liability (which may or may n art of the general liability insurance); business
property; directors and officers liability; employer’s icdk ligbility; intellectual property infringement;
professional liability (errors and omissions); and wdgkef coMpensation. In the personal insurance area,
medical, disability and life insurance are examples. Yo 1 probably want to (and have to) contract all or
most of these from an insurance broker locat@e States.

Accountant

You will need one. An accountant can perfo™a variety of services including advice in tax planning (often,
together with your USA lawyer), bagkk®ping, preparing financial statements, and preparing tax returns. It
is beneficial if your USA lawyega ountant already have or establish a good working relationship.

&’b

455 G 1
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Due diligence is a must

For any acquisition of a USA company, a considerable amount of preliminary homework is required. All aspects of the
acquisition target company will have to be carefully examined and evaluated. This process is called due diligence. A
due diligence review by your USA lawyers is standard practice in the USA. Other types of experts will often be in

in the due diligence process such as an accounting firm, an environmental study firm, or a construction engj Q

Stock purchase; assets purchase

Most acquisitions of privately owned companies will be by way of either a stock purchase or a p%%ssets.

Each has its particular advantage and disadvantage for the buyer and the seller.

Drafting initiative &

Through your USA counsel, you should do your best to prepare the first draft of the acq greement (and any
non-binding summary of terms or letter of intent that might precede it), and the% intain the ‘drafting
initiative’.

Do your own homework and be patient &70
10

You should not underestimate the time it may take to finalise an acqui ough the parties may have

reached agreement in principle, it takes time to complete the dug btain the financing (where applicable),
negotiate, prepare and revise the necessary contractual and oth¢ ents and get them signed, and do all of the
other legal and non-legal tasks.

The antitrust law aspects

Where the acquisition is fairly sizeable, USA antitrustlayf s@lld be evaluated before proceeding too far with the
negotiations. Also, for fairly sizeable acquisitiongga pre-WBtification filing with a USA government antitrust watchdog
agency is required. Q

The tax aspects
Before proceeding with negotiation@uger’s experts should study the tax aspects of the proposed target

company.
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Joint Ventures

The right partner Q

Vs for the USA market work only if you have the right partner(s). Check out each 1V candidate care
in advance of any deal. Your USA lawyer can obtain valuable data about the candidates that you fgobaWly
cannot obtain elsewhere.

Most USA JVs are not permanent

Circumstances, people, and mentalities change. Try to arrange your USA JV and your p, &g so that if the
JV breaks up you can continue the USA operation.

USA corporation as JV vehicle
Rarely should a UK company participate directly in a USA 1V or ‘co-opera @ pment’. Direct

participation in an ‘unincorporated JV’ or ‘co-operation arrangement’ WjlbeXQOSE the foreign party
to potential liability for the venture’s debts and liabilities, lawsuitgd ates, and negative tax
ould be the 1V vehicle.

Three typical types of USA 1V

1. Distribution JV: UK and USA parties form a corporati
each owning an agreed percentage (the JV Corp). Ti ill be the UK side’s products that the IV will sell,
and a distributorship contract will be among the 1V doc@gffents to negotiate/sign. If the USA side will also be
selling goods or products to the IV Corp, the teffnyyill normally be embodied in a separate agreement. The
USA side will often contribute USA marketjpgkNgwledge, a sales force (its own or independent agents/reps),
technical knowledge about the 1V product§g | other things like administrative assistance and the use of its

physical facilities. The IV Corp will sell the products to customers in its agreed territory.

ndefithe laws of a USA state (very often Delaware),

2. Production JV: It is similar to th rib®tion JV except that the IV Corp will manufacture (in whole or part) and/
or assemble the products em g Yrom the UK side (and, where applicable, those coming from the USA side),
and resell them. The USA y'have a production facility that will be used to make the 1V Corp’s products,
or the 1V Corp may bu %e an existing one or build a new one. Manufacture may take place in the USA, or
even in Canada, 0 0! ewhere in the Western Hemisphere. Among the contract documents to conclude
is a ‘license agr om the appropriate JV partner to the JV Corp allowing it to manufacture its products

with the gar nology or other intellectual property.
3. R&DJV nd’a USA party form a USA entity to engage in research and development or similar activities.
I Ef first class JV contract documents.
eXent possible, all the transaction documents should be signed at essentially the same time.

‘NB-SOT’
Rather than proceeding directly to contract drafts, it is usually advantageous to commence negotiations by
preparing and working to the signature of, ‘a nonbinding summary of key terms’ (NB-SOT) of the deal.

Drafting initiative
You should do your utmost to seize and retain the drafting initiative throughout, regarding both NB-SOTs
and contract drafts. Let the USA side comment on your documents.
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Tax planning
Proper tax planning for a USA 1V, with the assistance of experts, is important. It may affect the 1V structure
negotiated and implemented.

Input of UK client Q
The UK partner and its UK solicitor will have to work closely with its USA lawyers to put together and CIOSGL
USA V.

USA corporation with more than one shareholder

Whether or not called a 1V, if there will be more than one shareholder in a USA corporation what ¥ be
needed (at a minimum) is: (i) a shareholders’ agreement between the parties; and (ii) speﬁi&glaws of the
USA corporation tailored to the shareholders’ agreement’s provisions.

subsidiary.

Costs Q
It will normally cost considerably more in legal fees to create a IV than t@ lly owned USA

O
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An overview of USA taxation

The United States is a federal republic; the national government, each state, and the local governments withi
state make their own laws and have their own courts. Each government has its own tax administration, its gu
laws, and its own tax forms. At the federal level, there is income tax, including corporate and personal inc
capital gains tax, income tax on dividends, interest and royalties, and on partnership profits; and e

taxes. At the state level, there are, in most states, similar taxes as the above federal ones; and sales afhd Uge jmxes.
Some counties and cities have their own tax regimes, e.g., income and business taxes and properj® taxe

The more important American taxes and the authorities that impose them are shown in anr@ USA federal

income tax rates on corporations are in annex 2.

The USA enters into separate interational agreements with many countries for the f avoiding double
taxation and preventing fiscal evasion with respect to taxes on income (they aye o d ‘income tax treaties’).
Some of these treaties are complicated, one example being the rather intricat #hs determining which activities
will or will not result in a foreign resident company or individual to have a ‘pfrmg®#t establishment’ in the USA. An
income tax treaty of this type is in force between the UK and the US] Wi#ns are often an important tool in tax
planning and determination. Because of the USA’s size and the divefg bcal laws, the total amount of taxes may
differ significantly from one location to another. Before enterj Jweffture in the USA, a UK exporter or investor
should determine which taxes may be due to states and m lities. These are not covered by income tax treaties.

Permanent Establishments (PE) in the USA
USA law seeks to impose tax on every company thatis condflered to be doing business in the USA. The UK-USA
income tax treaty exempts UK resident companiq anjndividuals from USA federal income taxes on business profits
if they do not have a PE in the United States. nalysing and referring specifically to the UK-USA Treaty, a PE in
the USA under many of the USA tax treaties @lg includes a fixed place of business such as a seat of management,
branch, an office, a factory, a worksho a warehouse, used to conduct business in the USA. It also frequently
includes a mine, quarry or other pl @JT&[ resource extraction in the USA maintained by the foreign resident
party; and a building site or con iorPor installation project of the foreign resident existing in the USA for more
than a certain number of m

profits from its saleS ributor will normally not be subject to USA income tax. If, however, a foreign company
believes that it ca roducts better by having its own marketing group in the USA or at least having its trained
personnel i Mfassist in the marketing, the company may be considered to have a PE in the USA and be
subjectgo& arrincome tax on the income resulting from the PE and any other USA source income effectively

If a foreign exporter ap% merican company as its exclusive distributor and delivers all goods ex works, the

N E.
e tax treaties typically list certain activities which will not result in the foreign resident company having a

ent that regularly accepts orders for goods to be sold; (2) utilising a USA corporation, that is, one incorporated
under the laws of a USA state, to conduct the USA business (e.g., manufacture or purchase of goods from the foreign
parent and sale or resale thereof to USA distributors, dealers and customers; or sale of services); (3) use of USA facilities
for, or the maintenance in the USA of, a stock of goods belonging to the foreign enterprise for storage, display or
delivery of such goods for their processing by a third party; (4) maintaining a fixed place of business in the USA for
purchasing goods, collecting information for the foreign enterprise, or for activities of a preparatory or auxiliary
character (e.g., advertising or scientific research); and (5) the maintenance by the foreign enterprise or individual

of a building site or construction, assembly or installation project in the USA which does not exist for more than the
number of months specified in the relevant tax treaty..
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Claiming tax treaty benefits

UK companies and individuals that claim the benefits of particular provisions of a tax treaty to override provisions

in domestic USA federal income tax law must disclose the treaty-based provision in a federal income tax return.

This applies whether or not the foreign party was otherwise required to file a USA federal income tax return. Non-
compliance can involve very large penalties. Q

Branch, LLC or corporation

If a UK company decides to have its own USA operation, it must also decide whether it should functi %
branch of the UK company or as a separate USA legal entity (like a corporation or LLC) organised in dhe of the States in
the USA. If you expect the early years of the USA operation to show losses, you might give considerationggfoperating
a branch. This may be advantageous from a foreign income tax standpoint. However, the USA in%s a branch profits
tax on the deemed repatriated earnings of the branch. This, in effect, equalises the tax treat USA branch and

a USA subsidiary corporation or LLC. Q

Taxation of corporations: USA Federal Income Tax
nx on its worldwide income.
e

s allowable deductions. A
follows: book gross income +/-

A corporation formed under the laws of a USA state is subject to USA federal i
The tax is levied on its net taxable income, which is essentially its gross inc
corporation’s taxable income and federal income tax are computed g# o
adjustments and deductions “
= taxable income x applicable corporate tax rate
= amount of tax - applicable credits

= final tax liability

The annual accounting period selected by a USA corporatigh jg#fgenerally its taxable year, and is normally the same as

its financial year. Q
Interest and royalties between related com

Royalty and interest payments from a USA reSad@fit payer to a foreign payee will, as a rule, be subject to a flat 30

percent USA withholding tax. Tax tre which the USA is a party either reduce the rate or eliminate it altogether,
which is the case for the UK-USA in tax treaty. Normally, a USA corporation will be entitled to deduct interest
payments from its income as g b s expense. Under USA federal income tax rules, a corporation’s ability to deduct

income.

interest paid to a related p@ nder certain circumstances, be curtailed if the related corporation is not subject

to USA income tax on t&
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Debt/equity ratio

Care must be taken to assure that a proper and acceptable relationship between debt and equity for UK-owned USA
corporations is maintained. If the tax authorities can establish that the debt is too high in relation to the stockholders’
equity, they can treat the interest payments as dividends and can also consider the principal repayments as

dividends. The result of this determination has the effect of increasing the taxable income of the USA corporati Q
the disallowance of the interest expense and application of income and/or withholding tax on both the interedgan

principal repayments. Q

Real estate (immovable property)

If a foreign company or individual sells real property located in the United States, a USA withholdjng tax{ggflial to 10
percent of the sales price applies. The seller has to effect the withholding and pay the money toQRS. The purpose
is to assure that the income tax due on the gain from the sale will be collected.

Accumulated earnings tax (AET)

This is a penalty tax applicable if the authorities believe that a USA corporatiop is lently distributing its
earnings to its shareholders (thus avoiding their being taxed on dividends), bu& eping the funds in the
business beyond its reasonable needs.

Dividends

Shareholders are normally subject to USA income tax on dividegds. No! shareholders are subject to USA withholding
tax on dividends received from a USA company (the normal r&e i§30 percent) which may be reduced by tax treaty. The
UK-USA Tax Treaty does that. Dividend payments are no uc expense for the paying USA corporation.

Financial statements

There are differences between a financial state t ared on the basis of generally accepted accounting principles
(GAAP) and tax returns prepared in accordan \ e USA Internal Revenue Code. Some items that may cause these
differences are depreciation, foreign exchan or loss, and intangible drilling costs. Reserves for future expenses
and other contingencies are not allow, T income tax purposes, nor are valuation reserves. A reserve fund for bad
debts is permitted, both for financi nt purposes and, to a limited degree, for income tax purposes. The affairs
of a company are considered pri nd therefore, there is normally no requirement to publish financial statements,

unless the shares of the co e publicly held and are thereby subject to the rules and regulations of the USA
Securities and Exchan@ion.

State corporate in
Nearly all UgA ose income tax on corporations, normally applicable to income attributable to that particular
state. Th ran®e per state from 1 percent to 10 percent.

*
P 1l %voluntarg expenses

0% C anies pay certain payroll-type taxes, which often will total around 10 percent of their employees’ salaries
a ges. In addition, they may incur voluntary expenses for medical care, disability insurance, life insurance and
retirement plans for their employees. In total these costs will probably range from around 15 percent to 25 percent of
salary and wage payments.
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State sales taxes

Many states and municipalities collect sales taxes on retail sales with different rates in effect from one location to the
next. Each tax authority establishes which goods and services are subject to sales tax, and the procedures to be us

for registration, collection and payment of the taxes. If a company is not doing business in a particular USA st

usually not obligated to collect sales tax on sales within that state. But, if the state laws consider your activitygas gpin
business in the state and your company sells and delivers a product to the final user within the state, yo C

the sales tax, file the required tax returns, and pay the tax to the state or municipal tax authority.

ANNEX 1:
The more important taxes and similar costs imposed in the
Type Federal
Income tax X
Wealth tax None
Value added tax None
Turnover/sales tax None X X
Estate and gift taxes X =
0Old Age Benefits tax X = =
Unemployment insurance tax @ X X
Disability X =
Real property tax 6 =

Personal property ta% = X

eral Income Tax Rates on Corporations
e of this publication)

[eincomeover Butnotover Thetaxis Oftheamountover

0 $ 50,000 15% $ 0

50,000 75,000 $7,500 + 25% 50,000

75,000 100,000 $13,750 + 34% 75,000

100,000 335,000 $22,250 + 39% 100,000

335,000 10,000,000 $113,900 + 34% 335,000
10,000,000 15,000,000 $3,400,000 + 35% 10,000,000
15,000,000 18,333,333 $5,150,000 + 38% 15,000,000

18,333,333 = 35% 0
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Dealing with employees:

Key features of USA law and practice

Employment contracts, employee secrecy and non-competition agreements

It is advisable to have written employment contracts with key employees of your USA subsidiary or JV compa
executives, officers and key technical managers). One reason is to define the terms and conditions applicalg
employment, and to limit their capacity to act and bind the employer. Another important reason is t
company and its UK parent company against claims (e.g., improper termination’ claims) by the emplOyeg. Agjood
employment contract prepared by experienced USA counsel, in combination with proper conduct gy the é#fiployer,
will substantially reduce the risks of such claims. The employment contract should contain ei %rbitration
clause providing for arbitration in the USA (typically, under the American Arbitration Associa%ertinent rules)
or a clause specifying a particular USA court to resolve disputes and claims. Some US will not permit
arbitration of certain employment disputes, and a point to be checked before prepa'b reement.

Termination without cause and termination for cause \

Some USA states follow the common law ‘at will’ rule that in the absenge f@eement to the contrary, an
employee can be terminated at will by the employer without cause, % liability for improper termination.
Contrarily, some USA states virtually prohibit an employer from ter P an employee without cause except
where parties reach written agreement at the time of termi or thereafter on additional compensation to the
employee.

All employment agreements should state the grounds for t nation for cause

Prior to concluding any employment contract wit ey employee, the employment law of the particular USA
state(s) concerned must be taken into account f@xes of how the agreement should be drafted. Moreover, prior
to the employer’s termination of any emplo a tiPor without cause, USA counsel should be consulted.

The USA employer company shoul ider having essentially all of its officers and employees sign secrecy
agreements.

Employee confidentiality and emplr@ention agreements

Post-employment non- lauses

Most employment CX gs Il prohibit the employee from working for any other person or firm while in the
employer’s emplo @ pally, such clauses will pose no significant legal problem. More problematic are ‘post-
employme omPete clauses,” a prohibition upon the employee, once his/her employment ends, from working
in a pagicyr \gld Whether for a third party or for his/her own account. The enforceability of post-employment non-

comp¥e will vary from in the USA from state to state.
gCNMination and other unlawful acts by an employer
us te and federal law prohibit essentially any form of discrimination by the employer against the employee.

That includes discrimination based on race, colour, national origin, religion, age, gender, disability, marital and
veteran status. Also prohibited more or less throughout the USA is sexual harassment in the workplace, and
retaliatory firing or demotion by the employer. There is American legislation requiring the employer to retain a
woman’s job while she is on maternity leave, and while a person is serving in the military.

Employer retaliation against employee(s) wishing to unionise
Not only can employer retaliation of this sort violate state law, it may also constitute an ‘unfair labour practice’
under USA federal labour law.
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Employer handbook or similar document
It is a good procedure for the USA subsidiary or IV corporation to have an employee handbook or similar document

stating its policies and procedures applicable to employees and employment, and to update it regularly. Competent
USA counsel can assist in preparing it.

Proper payment of USA taxes and withholdings, workers compensation insurance :
The employer should be sure that all amounts required to be paid to the USA tax authorities by the empl@fjeiNgg,
way of withholding) are paid on time. A bookkeeper or a commercial payroll company can take care 1

Workers compensation insurance is mandatory. It insures the employer from its employee’s claims Tor j@b-jglated
injury and illness. You can use your lawyer, accountant or insurance broker to contract it, or hav@u pfroll

company do it.
Employee pensions and profit sharing plans and certain other employee benefits an
d (11

USA law does not require enterprises to offer pension plans, profit sharing plans, megi bility or life insurance
coverage to employees. But often, the employer will want to obtain and establ§ @ 5 one or more of such
benefits, and/or others, for its employees.

Getting the employee benefits package and commercial insurance Qe Start early

Compiling employee benefit packages and obtaining the desired cdiy al insurance is not an easy job and takes

time. Working and co-ordinating with an insurance brokera is often the best solution. This process should
normally start before a new USA enterprise is set up.

Employees of the foreign parent or foreign JV owner(s) wor n the USA
For legal and tax reasons UK companies should, a le, nOt have employees of their own working in the United
States. There may be some exceptions to this %e al rf8e where such employees function in the USA for a short

time on a project basis, or perform limited s
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Product Liability

Proper perspective of risk Q

While there is a product liability risk for many UK firms, it will normally be manageable if you adopt cer,
measures. If you are concerned about product liability, educate yourself about the risk and what you 0
reduce and manage it. An unwarranted ‘knee-jerk’ reaction shouldn’t frighten you away from the It
is important to keep in mind that American product liability judgements awarding irrational, exorDitafit gamages
—including ones that seem to impose liability for no good reason — are very rare. These raritie(e, howRver,

fodder for the media. @

Who can be sued?
Who can be liable? Anyone who designs, manufactures, sells, distributes, or rendg
ay include a licensor of

e product is marketed with
ain. This does not mean, however,

s in connection

with a product, component, or part thereof, can incur product liability in the
technology used to produce the item or a licensor of a trademark or brand 3
that mark or name). A plaintiff often tries to sue all parties in the disigibu?
that the plaintiff will succeed against all of them, or succeed at al

Your company may not be subject to the jurisdictional reach of th lar USA court in which a product
liability suit is, or may, be brought. You may at least have ggojd legal argument supporting that point and that
in itself may deter the plaintiff from suing or continui it. Jhigpmay apply even if you have a USA subsidiary

or affiliate engaged in the sales or distribution proces

Passing and reducing risk by contract

A significant part of product liability risk ca tract, be passed on to your USA customer, distributor, dealer,
licensee or joint venture partner. Even prop@afted and implemented ‘General Terms of Sale’ tailored to the
USA market can reduce risk.

Another liability area Q

Liability can arise when a bu ally a legal entity, allegedly sustains losses and damages as a result of
defects in or deficiencies r products, equipment, etc. Damages due to unexcused late delivery might

also come into play. Tffa damages might include your customer’s plant down time, lost profits, other
economic damage, %ies the buyer might incur to third parties, and other possible direct and consequential
damages. The pla ight also attempt to claim punitive damages. The risks associated with this type of
liability can'Wg suNgtantially reduced by including or not including certain provisions in the contract with your
buyer, & ontract’ can also include ‘General Terms of Sale.’

t documents probably won’t do the trick

ould not assume that contract documents prepared according to UK law, or in any manner other than by
competent USA counsel, will accomplish the goal of reducing and helping manage USA product liability risk. The
likelihood is they will not.
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Product liability insurance

You should explore the possibility of purchasing product liability insurance and commercial risk insurance for

the USA market in appropriate amounts. In addition, you should normally require a USA contract partner (e.g.,
distributor, licensee) to carry and maintain an acceptable level of product liability insurance covering the good

sold to that partner. Sometimes it makes sense to try to convince your USA contract partner to include you Q
co-insured under its policy or policies, with you reimbursing the USA side for the additional premiums. EveRpwi
reasonably good insurance coverage it is prudent to consider implementing other measures designed @c

risk.
If you are sued or suit is threatened %

If you are contacted by a plaintiff (actual or potential) or a lawyer regarding an actual or poteﬁproduct
liability suit, do not reply orally or in writing. Contact a USA lawyer. Sometimes your lawy pare areply
for you to make. The fact that the plaintiff may have filed a complaint with a parti n court does
not mean the court has obtained jurisdiction over you. The plaintiff must effect a le lid service of process
against you and file proof of that with the court.




Establishing a Business Presence in the USA

Intellectual Property in the USA

Patents
A USA patent confers an exclusive right upon its owner to use the patented invention preventin@anfjone
else from using the invention for the patent’s duration. The invention must be a new, novel/{lon ious

Intellectual property Q(I/Q

product (manufactured article), process, machine, chemical composition, or a distinct, ne riety of plant.
The patent’s term is generally 20 years from the USA application filing date or, in speci@ rom the filing
date of an earlier related USA application. A design patent, valid for 14 years, apglicgsig , non-obvious
ornamental design of a manufactured article, not its structural or functional fea’&oreign (non-US)

patent does not protect the patented invention in the USA or in any country o the one that granted

it. Under USA law, a patentee that makes or sells patented articles, or its licigs®ag#ust mark the articles with
the word ‘Patent’ and the patent number. Not doing that precludes the pfite r its licensee from recovering
damages from an infringer unless the infringer was duly notifie gement and continued to infringe
after the notice.

Some types of computer software can qualify for USA pat rotection, and where that applies, the protection
will usually be stronger than by copyright. You may wish plare that potential option.

Trademarks

A USA federal trademark registration is an excl
design or logo, or other designation of source

righ®of the owner to use a specific word or words, name,
, or combination thereof, in connection with specified
goods and/or services. It is valid for 10 ye renewable if certain requirements are met. Trademark
rights can be used to prevent others from u confusingly similar mark. Certain USA trademark rights
may accrue to the holder of an ‘unr red mark’ used commercially in the USA (a ‘common law trademark’)
but they are normally less extenseNpd tore tenuous than those conferred by a USA federal trademark
registration. A federal tradema lies throughout the USA. USA states have their own separate trademark
system, thus, a trademar ) n meeting the requirements, be registered in one or more particular states.
It is possible for the ov\&l ister to obtain both a USA federal and one or more state registrations for the
is

same mark. A fore ed trademark does not confer trademark protection upon its owner in the USA or
in any other coun he one in which it is registered.

ain name confers upon the registrant the exclusive right to use it for its website and on the

It ® not to be confused with a registered USA federal or state trademark. It is possible that use of your
me may infringe the trademark rights of a third party; or that a third party’s domain name use can
e your trademark rights. Also, often there are a number of domain names that are very similar or even
identical, except for its TLD (.com, .org, .biz, .edu etc), so that the scope of domain name exclusivity is narrowly
circumscribed. There are a great number of domain name registrars accredited by The Internet Corporation for
Assigned Names and Numbers (ICANN or InterNIC). It is possible to lose one’s domain name to another holding
a federally registered trademark or superior rights to the mark. Holding a federally registered USA trademark
for the same name as your domain name is typically the best solution for the UK company or business person.
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Copyrights

A copyright under USA law provides protection to an author of an original, copyrightable work of authorship,
including literary, dramatic, musical, artistic, architectural, and a broad range of other works, both published
and unpublished. The work must be fixed in a tangible medium of expression. It confers on the owner the
exclusive right to reproduce the work, to prepare derivative works, to distribute copies of the work, and to Q
perform it and display it publicly. Copyright protects the work’s form of expression rather than the subje
matter. For example, an original description of a machine could be copyrighted, but that would only, t
others from copying that description; it would not preclude others from writing their own descrips ing
or using the machine. Under USA law, a copyright’s duration depends on when the work was cre$tedf published
and /or registered with the USA Copyright Office; whether it was created by an individual, moge tha e
individual, or an employee or at the direction of another person or company; and if the worlas created before
or after January 1, 1978. While copyright arises upon creation of the original work (whe d in a copy for

the first time), filing with the USA Copyright Office is necessary to properly prote%

‘Trade secrets’ Q

These are well protected in the USA. A ‘trade secret’ can be any type of inf& f an industrial, technical

or commercial nature, known to one or a limited number of enterprises ¢f in ted persons, which has some
value to the holder and which the holder treats as being secret or, !E! 3 ¥ Examples of trade secrets include:

a process, method, formula, device, manufacturing procedure, construction, or a customer list. If

‘know-how’ (which has no precise, legal definition) is secrejgit can Sws#otected in the USA as a trade secret.
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‘Right of Publicity’ and ‘Right of Privacy’

There are certain other rights that might be considered to fall within the general scope of intellectual property,

for example, rights of publicity and rights of privacy. Generally speaking, the former protects an individual’s

right against unauthorised use of his persona, personal image, personal characteristics etc, and the latter

against unauthorised invasions of his or her right of privacy. These are matters of USA state law, and the Q
to which one or the other or both are recognised varies from state to state.

The trademark application process in the USA
The process of getting a trademark registered in the USA can be complicated and time consumg.
your lawyer has to do a ‘trademark search’ to determine whether there are existing third party regi
pending applications, common law marks {‘

etc. that might present a problem. This can be done in two ways: ordering from a searc y and
analysing a formal search report; or by searching the USA Patent & Trademark Ofi website. The
former is the more comprehensive way. Assuming that the search reveals no signi roblems, and that the

decision is made to apply for trademark protection, prepare and file an applic3

The United States and the UK are both parties to an international tradem otocol. If the UK party has a

types of goods and services it wishes to protect there, it can use | ion to generate an ‘international
application’ and file that in the USA. Generally speaking, that is 1%§ Kable, at least if the international
applications are not reviewed and sanitised by USA coun fore Tiling. The typical UK registration will set
forth the goods and services in a very broad way, and the® SHI 0 examiner will not accept that. The USPTO
requires that the goods and services be very specificlly §esdged. Also, sometimes, goods and services that
appear in a foreign registration under one class, will not spond to the same class in the USA. The result
can be a tedious and expensive procedure to adgm§the g8ods and services description to one that the USPTO
examiner will accept. Additionally, it tgpicallf esWonger for an international application to reach the

USPTO and an examiner. Either have your er prepare the USA trademark application (not using an
international application), or if the decisio proceed with an international application, then have your
USA lawyer review and adapt it befﬁﬁled with the USPTO.

The USA is a ‘use country.’ A USQ t ark registration will not be granted unless and until the applicant
states and presents evidenc SPTO that it has used the mark commercially in USA interstate or
international commerce, €&t one item shown in the particular trademark class concerned. The USA
application can, if th se, be based on such ‘actual use’ having been made. For the class(es) regarding
which the applica ot yet made actual use, it may be based on ‘future intent to use,” and at a later

point in the proce applicant will have to file a declaration and evidence of the ‘actual use’ to obtain a
registrati tMy Class. The international application mentioned above offers the advantage that one does
not hawe {#glaNg and demonstrate ‘actual use’ at any point in order to obtain a USA registration.

Tradenrkork is among the very first things a UK business entering the USA should undertake. Likewise for
heRpa and copyright work.
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Filing with the USA copyright office (copyright applications)

While nearly universally copyright arises on creation of a copyrightable work, the USA requires registration
of the work with the USA Copyright Office to obtain the full scope of protection and legal remedies against
infringers. Among other benefits, registration:

—Is necessary before a copyright infringement suit can be filed in a USA court for works of USA origin. Q
Nl

— If done within three months after publication of the work or before an infringement of the work, enables the
copyright owner to claim ‘statutory damages’ and an award or its attorney fees in court actions. Othe
an award of actual damages and profits is available to the owner.

— Allows the copyright owner to record that document with the USA Customs Service to protect agairtst t!
importation of infringing copies of the work. Among the types of items that can typically be prgkected¥hd filed
: (i) computer software; (i) designs of a machine, product, or the like; (iii) publications ani@ﬁls; and (iv)

your website text. A proper copyright notice should be put on your copyrighted items. If
items, you should have your USA lawyer file applications for them with the USA C

e copyrightable
e. This should be a

priority item.
Among the types of items that can typically be protected and filed : (i) co @tware; (ii) designs of a
machine, product, or the like; (iii) publications and manuals; and (iv) yo e text. A proper copyright
notice should be put on your copyrighted items. If you have copyg it¥ms, you should have your USA
lawyer file applications for them with the USA Copyright Office. 1d be a priority item.
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Licensing and technology transfer to and within the USA

purposes, certain intellectual property. A non-exhaustive list of the types of intellectual property that

be licensed are: patents and patent applications, trademarks (whether or not registered) and trad

applications, Internet domain names, copyrights (including to computer software), trade secrets, and kngw-how.
Except for computer software, the license will normally permit the licensee to produce or man ﬁtur T have

The meaning, pros and cons of licensing Q
In practical, non-legal terms, licensing means granting someone the right to use, normally for commerE' 1

produced or manufactured (in whole or in part) particular products or components; to asse em (where
applicable); and to sell them in an agreed territory. In most instances, the licensee is gra e agreed rights
for a specified time period, or the agreement will have no fixed term but can be terf§§ he licensor (or
both parties) for specified causes or without cause. Typically, the licensee will ag e certain payments
for the rights granted (and possibly for services the licensor will render). \6

You should register, file, or at least apply for protection (e.g., copyy % ark, patent, etc.) for your
intellectual property in the USA. This should be done prior to negoRgtingghe license agreement. You are likely

to negotiate a better deal in that posture. Trade secrets an w-how cannot be filed or registered with any
governmental agency.

Protecting your intellectual property

‘Due diligence’ review of licensee candidates
You should conduct careful due diligence review ch lifensee candidate. This should include reviewing the
prospect’s financial and legal condition, its ca @o produce the licensed products, and its ability to market
them expeditiously in the contractual terri@

regarding licensee candidates and evaluatin

USA lawyer can assist in obtaining important information
m.

License agreements for the USAm

For the licensor’s protection it, there is no substitute for a carefully drafted license agreement prepared
by an American lawyer expen in that field. Most properly prepared license agreements for the USA market
will be detailed, compl'{@gthg, and not easy to negotiate.

The NB-SOT

As with an act, it is often useful not to start with a draft license agreement, but with a nonbinding
summgyIEkdgterms (NB-SOT) as the first negotiation document. Your USA lawyer, with your input, will bring an
NB-S N int where both of you are satisfied with it and are ready to submit it to the licensee.

aftthg initiative
You Mould do your utmost to seize and retain the drafting initiative both for NB-SOTs and contract drafts.
Losing the drafting initiative can make it difficult to conclude a binding license agreement on terms that are
advantageous to you.

Competitive restrictions on a licensee: potential illegal or dangerous terms

Certain competitive restrictions imposed on a licensee and certain other contractual terms mauy: (1) Violate
the USA federal or state antitrust or analogous laws and/or (2) If you are licensing USA patent rights, be a
patent misuse and put your patent at risk. Whether there is an actual violation or misuse, a poorly drafted or
inappropriate restriction can lead a licensee to bring or threaten to bring a legal claim or counterclaim against
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you, typically to retaliate when you sue or try to terminate the license. A party who successfully pursues an
antitrust claim can collect treble-damages (actual damages times three). Also, the court can award the winner its
legal fees and costs. Experienced USA counsel will know how to draft the agreement to minimise this type of risk.

Exclusive licenses and non-exclusive licenses Q
|

Nothing prohibits an exclusive license from covering all of the USA. There are a few exceptions, but this gen§ra
rule will apply to most UK companies. Sales by a licensee outside of its territory can lead to problems t}fatNhil
thorny, can be solved. The granting of one or more non-exclusive licenses will not normally pose a %
under USA law.

Clauses protecting licensed trademarks &a

Under USA law, an agreement licensing or permitting a third party to use a trademark sh in certain
clauses designed to protect the licensor’s rights in the mark. Without such clauses R s trademark may
be jeopardised.

Royalties, up-front payments, etc \9
With few exceptions, the licensor and licensee can freely agree on the royﬁ luding where applicable,
an up-front payment (payment upon the license agreement being é y shortly thereafter). The same

applies for minimum royalties, which the licensor will often want.
owledge that is not secret at the time of

ilar payments. With concise drafting the licensee

Trade secret and know-how licensing and protection
These can be licensed. With a clear contract, even tec
contracting, or ceases to be, can be the subject to roydlty fr g

will not usually be able to convince a court that it can stof#aying because the licensed technology or data is in
the public domain or is known to all competitor@the UK, USA courts grant strong protection to trade secrets

and proprietary data. In appropriate circurr@ USA courts will issue injunctions to protect trade secrets and

other proprietary information.
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Sale of intellectual property
Instead of licensing the right to use for a limited time period, it is possible to sell intellectual property. In the case

of trade secrets and know-how, the sale can be confined to the rights for a particular country or territory. The tax
aspects of intellectual property sales should be examined carefully.

Choice of tribunal and choice of law

These points are not just legal points for the lawyers and of secondary importance to the economics o
license deal. They are very often critical business-legal points. What the agreement states on thes
be crucial for the licensor if it wishes to consider attacking, for example, if the licensee does not p
royalties, abuses or steals the licensor’s intellectual property or engages in some other wrongdging.
licensor may be defending a claim by the licensee, what tribunal, located where, will decide t%aim under
which law is of paramount importance.

other intellectual property deal. Among other sources, the UK-USA income talgo tion should be consulted.
A UK party should do everything possible to avoid having what that tax cofivendi® defines as a ‘permanent
ihe USA. USA state and local taxes,

Tax aspects Q
The UK licensor should, with the aid of experts, examine in advance the tax rn of a particular license or

such as sales and use taxes, may also be relevant.

Computer software licenses and authorised reseller agreergen
A great many of the points made in this section applygeiyer ly or with some adaptation, to computer
software licenses and authorised software reseller agree .

Here are a few points pertinent to such agreeme r the?USA.

1. USA franchise laws: There are applicable fedgig ulations, as well as USA state legislation governing ‘franchises.’
Frequently, a software license even more @ ware reseller’'s agreement can constitute a ‘franchise’ for
purposes under the federal and certajp stateYanchise legislation. The consequences thereof can be negative for

the licensor. Many of the franchis s define quite broadly what a ‘franchise’ is.

2. Improper termination by lice -\vem if the software license or reseller’s agreement does not constitute a
‘franchise’ under state fra slation, some USA states will require ‘good cause’ for franchiser termination;
and/or will require a sufffci otice period to the licensee especially where the termination is without cause.

3. Poorly drafted so licMses and reseller agreements: It occurs rather frequently that software licenses and
ents drafted by foreign (non-US) companies and their local advisers are not suitable for

g USA law. Often they also do not offer sufficient protection to the licensor. Preparing the

ly for the USA market may involve some costs to the licensor (including legal research by USA

e risk of not doing so will normally outweigh those costs.

co &
11§ing Me agreement
Oft he licensor does not require the licensee or reseller to comply with certain of its contractual obligations,

or the licensor itself does not comply with certain of its own obligations. When the time comes that the licensor
wants to terminate the agreement, such non-compliance can pose a potential problem or obstacle.
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Trademark protection
Sometimes the licensor does not register its trademark(s) in the USA. The licensee can become aware of this and decide to
register one or more of those marks in its own name, without informing the licensor. The licensee then has an important
bargaining chip to ward off a potential licensor termination, or to obtain better contract terms, or a payout on lig
termination, for the licensor to get back its trademark rights. The licensor might be able to challenge, at the jagg®
office level or in court, the licensee’s application or registration, but may be reluctant due to the costs.

UK style license, reseller and other computer software agreements Q
UK software agreements should not be used in the USA, at least not without adaptation. Many leg% tical
ket.

business points of substance contained in UK agreements of this type will not be suitable for QSA

&
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Internet business:

An overview of USA cyberlaw

You are strongly advised to begin by perusing the sections on Intellectual Property and Licensing & Techn
Transfer. They deal with intellectual property in the USA, licensing in general, licensing of computer sof; , ajjd
related topics.

Protecting your own intellectual property used in cyberspace
This will typically be your domain name(s), trademark(s), copyrighted items, and computer sopware. ¥ your

website, you should insert the proper legends to indicate that you are the owner of the par{j intellectual
property items (e.g., patents, trademarks and copyrights). If a third party infringes on yo right, you should
notify the site owner in writing, demanding removal of the infringing items pursu 8 USA Digital
Millennium Copyright Act (DMCA). O

Not infringing third party intellectual property rights
You should take care not to infringe anyone else’s intellectual propegL orgimifpr rights, by use in cyberspace.

For example, using without permission another’s trademark or coy % Bm on the internet is usually not

a good idea and it can, depending on the circumstances, result in &§ gement under USA law. The use of a
person’s name or likeness without permission (whether or at person is a celebrity) can infringe his/her ‘right
of publicity’ and/or ‘right of privacy’ under USA law.

Certain other cyberspace illegalities
Many actions on the Internet are subject to convgmgonal American legislation and legal principals, both with
respect to transactions conducted on the Intern®an®mages and text posted there.

Privacy policy and terms of use on one’s owQsite and other website concerns

Care should be taken to see to it th ur website Privacy Policy and Terms of Use comply with applicable
American law; (ii) both accomplish articular purposes and goals of the website owner; (iii) the rest of the site
otherwise is legally in order; e language used in the site is good, American English. Terms of Use are
similar to pre-printed ‘Ge s of Sale’ used off-line. If you are selling goods or services via your website,
your Terms of Use will ct documenting the transaction. You will normally want them to contain certain
provisions that proEl otect you.

0\\§
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USA business-related Visas for UK Nationals

Your USA visa requirements should be part of the planning process in structuring your USA operation. Q
USA visas that may be needed by your key employees can affect the structure of the USA operation you g
planning or already have in place. A non-USA national cannot be paid from a USA source for services re
unless he/she has a USA visa so permitting.

Temporary USA visas and the permanent residence visa (Green Card)
There are several different types of ‘temporary’ visas available to UK residents meeting the onding
requirements, among them (for example only): B-1 Visitors Visa (and the somewhat simila%urist Visa); L-1
Intra-Company Transferee Visa; H-1, H-2 or H-3 Visa; E-1 Treaty Trader Visa; E-2 Tre isa; 0-1 and

0-1(a) Visas for athletes and entertainers; ‘A’ Visa for diplomats. The permanent regige sa or ‘green card’ is a
permanent or ‘immigrant’ visa, whereas the above listed ones are temporary. @ brief summary of most of
the above visa types. In any particular situation, the details and specifics o dt situation and the visa type(s)
being considered must be closely examined to determine which is a

The B-1
With a B-1, a non-USA national cannot work for or be paid b USA source. However, he/she can negotiate
contracts, consult with business associates, litigate or athitPate, icipate in conventions and seminars, do

research, and engage in certain other permitted activiffes #h th@fhited States. With a B-1 Visa, each USA stay will
be limited to a short period (six months is the maximum b ay not necessarily be granted for a particular stay).

L-1
This visa is for a foreign (e.g., UK national) ‘e@?,‘manager’ or ‘person of specialised knowledge’ (all defined
terms in the USA immigration law) who has d for an enterprise outside the USA for at least one year within
the past three years in one of those yies and is being transferred to that enterprise’s USA subsidiary, branch
office or affiliate temporarily in a c rable capacity. With an L-1, the holder can be paid for his/her services

by the USA sub, branch or affilja ensive documentation is usually required for L-1 applications. The person
seeking an L-1 does not h national of the same country as the country in which the foreign enterprise
is formed. Thus, the pe@e a Swedish, Japanese, etc. national and the foreign enterprise, for example, one

N\

formed in the UK. s tied to the particular USA employer (subsidiary, branch or affiliate of the foreign, e.g.,
UK, company), me @ hat the holder cannot work for another USA employer. By filing a special application, the
spouse of a N M0lder can receive a visa permitting the spouse to work in the USA.

’ :
N visas: the H-1B
e

quirements, the applicant must have professional level qualifications for a professional level
the USA. This means that the position typically requires a baccalaureate (university) degree or an
equi™lent combination of education and experience. Applying for and receiving labour certification from the
USA Department of Labour is also required for the H-1B. That means convincing the Department that the USA
employer will be paying the applicant a fair wage, that his/her employment will not displace other USA workers,
and that there is no strike, lockout or work stoppage in that occupation. The H-1B visa is tied to the particular
employer seeking the visa for the individual; the visa holder cannot work for another USA employer. Members of
the immediate familiar of the visa holder (spouse and children under 21 years of age) receive H-4 visas but cannot
work in the USA.
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The H-2

The H-2 is for non-USA national workers or technicians needed to perform specific tasks in the States. One example
might be to install and teach other workers of a USA company how to operate certain machinery. That USA
company may pay the H-2 holder for his/her services. As with the H-1, labour certification is required.

The H-3 :
The H-3 is for an alien coming to the USA to receiving training from a USA employer. Stringent requirem %
be met.

E-1 (Treaty Trader) %

The E-1 is predicated on a UK company having a USA subsidiary, affiliate or branch USA opera\&The UK person
seeking an E-1 must show that he/she will hold an executive or supervisory position in the 5} p&ation and

has the requisite skill for the post. At least 50 percent of the USA operation’s total vq &, which must be
‘substantial,” must be with the UK. UK nationals must own at least 50 percent of the pany (and, if the 50
percent or more ownership is through one or more legal entities, one looks to the @ patity of its or their owners).

Generally, the USA operation will have to have been in business for about a y 1 holder can be paid for his/
her services from the USA operation’s payroll.

E-2 (Treaty Investor)

The key for the E-2 is the amount of ‘capital’ the UK compan indt has invested in its USA operation.

The applicant can be, but need not be, an owner of the UK dgmiany, but he/she must be employed by it. He/she
must be a manager or highly trained or specially qualj m e who is needed to develop and direct the USA
operation. As with the E-1 (Treaty Trader) visa, UK national own at least 50 percent of the UK company.

Permanent resident visa (Green Card)
A UK national may not be able to obtain a g, straight away. He/she may have to apply for and obtain, as
a first step, one of the types of temporary vi cribed above. Later (but before the temporary visa expires),
it may be possible to apply for and o@green card. Once a person has a green card, the holder must meet
T Rm

certain criteria (e.g., presence in th minimum periods), failing which it can be revoked. A green card holder
becomes a permanent USA resi erican income tax purposes. This causes the holder to be taxable in the
USA on his/her worldwide i

i
@ a substantial USA investment (visa EB-5)

anent resident visa. It is for all foreign nationals that make a major investment in
e USA enterprise can be a newly created one, the expansion of an existing one, or one
rchase of a USA business and its restructuring or reorganisation. The applicant must invest
ion in the new USA enterprise (US$500,000 in certain exceptional cases). He/she must show a
USA economy and satisfy certain other requirements and criteria regarding employment, new job
reqioMNgnd certain other areas.

Permanent residerfyi
This is a special ty

a ‘new USA gn
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Litigation and arbitration

Americans’ proclivity to start lawsuits or threaten to do so Q
Americans are, in general, inclined to start litigation or to threaten it — probably more so than the Bgiti

It is not just American lawyers that exhibit this tendency, but also American business people. Am
often sue or threaten suit as a strategic device to obtain some sort of amicable settlement (e g, 3
payment, a new contract, an agreement by the other side to abandon its claim). The great majori

commercial litigation started is never decided by the court or an arbitration panel. It is sﬁd buishe
nt to bring

parties after the legal proceeding has begun; sometimes, the threat of legal action is sytfi
about a settlement.

Litigation in USA courts
Commercial lawsuits in USA courts are typically expensive and time congy
for resolving disputes. Unless there is a contract between the disputingagi™\

is not a swift method

ase by the USA court. A good
example is ‘pre-trial discovery mechanisms.’ This discovery ca e high legal fees for both sides, and
can be used as a delaying tactic. It is often not feasible osecute commercial lawsuits in the USA where
the plaintiff is claiming less than around $100,000 i aflesy This is because the costs, particularly legal
fees, will normally be too high in comparison with latigfly small amount of damages. If, however, the
parties have agreed to arbitrate their disputes and clai nd the arbitration clause is properly drafted,
then it might be cost effective to sue in arbitrbw‘or the small (or larger) claims.

General suggestions
At the time of contracting with a USADparty, gou should keep the following in mind:
« If possible, stay out of the USA c

« Provide for arbitration of all ¢l nd disputes in its contracts with USA parties (including in your

the USA

General Terms of Sale), tymga
+ Be sure that contzac % parties are drafted, or at the least carefully reviewed, by USA legal
counsel with exp i

n the area
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General considerations
Although arbitration has its pros and cons, it is usually the best solution for transactions with the USA andQ
with USA parties. In the USA, the most well known and used arbitral institution is the American Arbitrafio
Association (AAA) with its headquarters in New York City. It is capable of handling arbitration any e

within the USA and anywhere in the world. The AAA’s International Arbitration Rules and its Com

Arbitration Rules are frequently used in commercial and international commercial disputes.

A properly drafted arbitration clause will usually be the best solution for a UK party. From the off@g#lve
viewpoint (claims of the UK side against a USA party) a USA arbitration will normally be g€§gcker and less
costly than a lawsuit in a USA court. That also applies for smaller claim amounts. In 3 ¢\ itration,

the permissible scope of ‘discovery’ (compared with pre-trial discovery in a USA cq ghluced. From a
defensive standpoint (the USA side has claims/counterclaims against the UK paf w bitrators are often
inclined to award lesser amounts of monetary damages than a USA court, p@a y if a jury is deciding.

&) here other than the USA,
e to disputes and claims. They
ional or Commercial Arbitration

Most USA parties will not agree to arbitrate disputes and claims in the U
and will not agree to any law other than the law of a USA state being agpli
will agree to arbitrate disputes in a USA city according to the A
Rules.

The USA city in which the arbitration proceedings will o oes not have to be the city where the USA side
has its headquarters or place of business. In fact, fr e rty’s standpoint, that should be avoided.
Where possible, the arbitration clause should provi arlgfration in a USA city not too close to the
American side’s location. Quite often, the parties in th ntract stipulate New York City as the place of
arbitration and provide for the application of mk tate law to their contract (even though New York

State may not have a material connection wi e transactions).

Other important considerations regardipg arbt™8tion clauses

» How many arbitrators should decj jsputes/claims, one or three?

* How should the arbitrators’ fee otfer costs of arbitration be divided by the parties?

how should they be chosen?

» Who should the arbitrato e
The advantages o a% one arbitrator include lower costs (one pays the arbitrators) and the fact
that it is normall 1cNo get things done. The American Arbitration Association (AAA) employs a ‘list

procedure’ o arbitrator(s) if the parties have not agreed on the arbitrator(s) or another method
mWhe AAA arbitrator list normally contains qualified persons, and the list procedure itself
well. The AAA has arbitrators available in many, if not most, countries of the world,
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USA product approvals
Some products cannot be brought into the USA and sold without the approval of a particular USA federal or state

government agency. Be sure to check what requirements apply to your product. If there is any reasonable doubt
whether a prior USA government approval, registration or similar process may apply to your product, or what th
process is, you should engage competent USA counsel to deal with those issues.

Due diligence on your prospective USA business partner

You need to investigate your potential business partners thoroughly due diligence) before agreein

starting any business relationship. Your USA lawyer will usually be able to obtain valuable inform$&tiof§ about a
prospective candidate. Don’t do business with anyone without first carefully checking them o{

Letting someone other than your most trusted employee handle intellectual property filiy
Some foreign companies permit their USA distributor, agent, joint venture partner,g fpeg gomeone other

than one of the company’s most trusted employees handle the filing of the compan0 ﬁ- llectual property
(patents, trademarks, copyrights, etc.) applications. The result can range fro e ®&tright fraud. On
occasion, the person entrusted will file the application showing himself or h y as the owner-applicant,
rather than the foreign company. These items are at the heart of your bugfhes y a very trustworthy
representative of your firm should handle these matters, working nt USA counsel.

Intellectual property filings in the USA are a priority item

One of the very first things a foreign company should do if§ile jpplications in the USA for patent, trademark,
copyright, and other intellectual property protection. ho ave these applications in place before you start
doing business in the USA. This is true for the tradematks Jbrgnd and trade names, slogans, logos, and symbols
that you plan to use there. The process will involvgfirst ch®€king whether some third party has already registered
or applied for, or is using, that mark, name, etc. € 0 onfusingly similar. You should not use and might be sued
for using a mark, name, slogan, logo or sy infringes a third party’s rights. Putting your intellectual
property situation in order should be a prizmm

Don’t let anyone but your trusted oye® handle setting up your USA company, working with your USA lawyer
(and other experts)

Be sure you control the entj sS of forming the USA entity. Make sure your agreements and ‘ground rules’
are in writing, prepared @SA counsel.

Using service com form your own USA company
Advertisementgmgi e in many countries offering to form a USA company for a very low price. You should not

hire ang mpmeny.

Wi &ontracts for the USA market are a must

f t to optimise your chances of getting paid, succeeding commercially, protecting your intellectual
p ty, and staying out of legal, tax and other trouble, you will need well-drafted contracts for the USA market
prepared by competent USA experts.
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Using properly drafted general terms of sale (GTS) tailored to the USA market
They offer very clear and important advantages to UK exporters, including for their USA subsidiaries and affiliates

Be careful when terminating USA distributors, franchisees, sales agents and licensees

Proceed carefully, with competent advice, before you attempt to terminate. Terminated distributors, franchj Q
sales agents and licensees frequently sue based on alleged improper termination or raise improper termin&io
counterclaims when suppliers, franchisers, principals, or licensors sue them (e.g., to recover moneys d k

sure any steps you take to terminate (or not renew) are done properly. If the distributorship, franchj or

license agreement is properly drafted by experienced counsel, the risk of successful improper terrbinggion Claims,
or that they will be made at all, will be substantially diminished.

Your USA business lawyer should be part of your negotiating team

Experienced USA business lawyers absorb quickly the key features of your busine g¥ your potential
al analysis, they will be
facilitate their task and

contract partner. They will be able to guide and advise you regarding your contempl3 ﬁ. siness transaction.
They are accustomed to negotiating a variety of business arrangements. Since, @

the ones preparing the contract documents, their participation in the negot'i‘&

typically result in the best work product.
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Other sources of information

UK Trade & Investment

UK Trade & Investment is the Government
Department that helps UK-based companies
succeed in the global economy. We also help
overseas companies bring their high-quality
investment to the UK’s dynamic economy,
acknowledged as Europe’s best place from
which to succeed in global business. UK Trade
& Investment offers expertise and contacts
through its extensive network of specialists
in the UK, and in British embassies and other
diplomatic offices around the world. We provide
companies with the tools they require to be
competitive on the world stage.

For information on the services available to you,
or to locate your nearest International Trade
Team, please visit our website: www.ukti.gov.uk

British Consulates around the United Sta
more information on our offices, please vis
www.ukinusa.fco.gov.uk
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UK Trade & Investment has teams located in t
British Embassy in Washington DC and eig::

US States

If you are looking for advice on establi
a presence in the United States, Selec
a programme under the USA Dep

Commerce that explains the benetfits| puts you
in touch with relevant USA Ec%nic evelopment

Agency contacts: selectus, erce.gov

In addition, many @naintain offices

in the UK or elsey urope. The USA state

government d source of advice and

informatiop=eb Dusiness conditions in their
D e@sit the Council of the American

; rope website for more information:
gfeurope.com

S Lawyers

Alist of American attorneys based in the UK is
available on the USA Embassy website:
www.usembassy.org.uk

The American Bar Association website provides
extensive lists of law firms across the United
States. You can search by geography, area of
practice or just browse the list of law firms to
search for ABA-certified lawyers by state and by
specialty:
apps.americanbar.org/legalservices/Iris/directory
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Select USA Government Resources

All USA federal agencies
www.usa.gov/directory/federal/index.shtml

Alcohol and Tobacco Tax and Trade Bureau (TTB)
www.ttb.gov/index.shtml
Regulates Alcohol & Tobacco

American Embassy, London
london.usembassy.gov
Represents USA diplomatic interests abroad

Consumer Product Safety Commission (CPSC)
WWW.CpSC.gov
Regulates Consumer Products

Customs & Border Protection (CBP)

www.cbp.gov

Regulates and facilitates international trade, collggting
import duties, and enforcing USA regulations, iglu
trade, customs and immigration

www.ftc.gov
Presides over Dissatisfaction wi

%

comprehensive inventory
ated by the USA Federal

Federal Trade Commission (FTC) Q
iness Practices

FedWorld
www.fedworld.gov
Online locator ser
of informatiors

Governm\
*
F SruWdministration (FDA)
fi \
Re tes Cosmetics & Drugs, Food, Medical Devices,

Veterinary Medicines & Electronic Product Radiation

Internal Revenue Service (IRS)
WWW.irs.gov
Responsible for tax collection and tax law enforcement

www.nist.gov
Promotes USA innovation and ind®strigal
competitiveness by advancim_ﬁasu ent science,

National Institute of Standards and Te@%ﬂ

standards, and technology in s that enhance
economic security and i quality of life

Occupational SafE:ch Administration (OSHA)

www.osha.ggv
Assures safN hful working conditions by
setting arffl en§prCing standards and by providing

fich, education and assistance

Small'Business Administration (SBA)
.sba.gov
ovides support to entrepreneurs and small businesses

United States International Trade Commission (USITC)
www.usitc.gov

Provides international trade statistics and the
Harmonised Tariff Schedule

United States Patent and Trademark Office (USPTO)
www.uspto.gov

Issues patents to inventors and businesses for their
inventions, and trademark registration for product and
intellectual property identification
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UK Export and International Business
Development Resources

British American Business, Inc.

www.babinc.org

Leading transatlantic business organization, dedicated
to helping companies connect and build their business
on both sides of the Atlantic

British Standards Institute

www.bsigroup.com/en

Multinational business services provider that advises
on how to meet technical standards and approvals
procedures

Business Link

www.businesslink.gov.uk

UK government’s online resource for businesses,
providing guidance on regulations and to access
government services.

Department for Business Innovation and Sl@
www.bis.gov.uk

UK department that supports sustai owth and
higher skills across the econom

Export Control Organisatig

Export fpragoWg Guide

F Guide)
ide produced by Forum of Private
conjunction with UK Trade & Investment

HM Revenue & Customs
www.hmrc.gov.uk
UK department responsible for the collection of taxes

UK Export Finance

www.ukexportfinance.gov.uk

Export credit agency that provide assistance with credit
insurance and financing products

Company Information

Better Business Bureau
www.bbb.org

Dun and Bradstreet

www.dnb.com

Oanda

www.oanda.com Q

Foreign exc urrent and historical.
Nasdaq

us ties and Exchange Commission
WWwWw.sec.gov

Forbes Magazine
www.forbes.com/forbes

US News & World Report
WWW.Usnews.com



Solutions
for Business

UK Trade & Investment is responsible for
the delivery of the Solutions for Business
product “Helping Your Business Grow
Internationally.” These “solutions”

are available to qualifying businesses,
and cover everything from investment
and grants through to specialist advice,
collaborations and partnerships.

UK Trade & Investmen
Government D
UK-based cgn& ceed in the
global ecORoMy. W@ also help overseas
%ﬁheir high-quality
he UK’s dynamic
econom@cknowledged as Europe’s

best place from which to succeed in
global business.

UK Trade & Investment offers expertise
and contacts through its extensive
network of specialists in the UK, and in
British embassies and other diplomatic
offices around the world. We provide
companies with the tools they require
to be competitive on the world stage.





