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A Letter from PLI Press

October 25, 2017

This second issue of PLI’s quarterly journal continues our effort to provide 
premium coverage and commentary on new and emerging developments impacting 
the law and the legal profession. A quick glance at the interest-area headings we’ve 
added to the journal’s table of contents will give you an idea of the range and 
variety of topics covered in this Autumn 2017 issue.

Technology plays a prominent role in three of the articles—those on artificial 
intelligence, drones, and delivery of entertainment—but don’t presume you 
have to be a tech or IT practitioner to benefit from these fascinating discussions, 
which implicate a diverse range of practice areas, from privacy and data security, 
to intellectual property, workplace/employment law, contract law, personal injury, 
and beyond. 

Once again, we have included an article by the immigration experts at 
Fragomen, Del Rey, Bernsen & Loewy, who evaluate the merits and shortcomings 
of the recently proposed RAISE Act. As immigration reform continues to be a 
critical and dynamic topic, we expect that future issues of The Current will continue 
to feature at least one article on immigration law developments. 

In addition to articles covering developments in the core practice areas of 
trademark, patent, and tax law, this issue of The Current presents an intriguing look 
at cannabis law and the novel questions practitioners may face with respect to this 
evolving area of law. 

This issue’s final article features a topic of importance to all practitioners. 
“Building Client Relationships in the Digital Age” is an engaging examination of 
how lawyers communicate with clients and others in the workplace, focusing on 
the differences between how Millennials and other generations communicate, and 
on achieving the common goal of successful client relationships whether using 
phone calls or text messages. This article features guidance and tips on business 
communications skills that will benefit every attorney, regardless of age or practice 
area. 

As always, we hope you find these articles insightful, interesting, and relevant, 
and encourage you to contact us at editor.TheCurrent@pli.edu with your feedback. 

Ellen Siegel 
Vice President, Print and Digital Publishing

Paul Matsumoto 
Legal Editor

Practising Law Institute 
New York, New York
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Why the RAISE Act’s Points System 
Won’t Fix Immigration

Austin T. Fragomen, Jr., Careen Shannon
Fragomen, Del Rey, Bernsen & Loewy, LLP

On August 2, 2017, President Trump and two Republican members of Con-
gress—Senator Tom Cotton (R-AK) and Representative David Perdue (R-GA)—
unveiled the Reforming American Immigration for a Strong Economy (RAISE) 
Act.1 Along with reducing family-based immigration, limiting refugee admissions, 
and eliminating the Diversity Visa lottery, the bill would replace the current 
employment-based immigration system with a points-based system. The bill is 
being touted as a boon to the U.S. economy because it would refocus U.S. immi-
gration away from family reunification and toward a system that attracts immi-
grants based on merit, but the likely result if the bill were ever to become law 
would be the opposite of the drafters’ stated intentions.
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An immigration law designed to attract the “best and the brightest” immi-
grants to the United States may sound good in theory. In truth, though, the 
current statutory scheme governing immigration based on employment is already 
a merit-based system, since it helps provide qualified foreign workers to employ-
ers that have demonstrated that they are unable to find any U.S. workers who are 
able, willing, qualified, and available to fill actual existing jobs.2 A points-based 
system, on the other hand, can end up providing workers who possess skills that 
are actually not needed in the U.S. economy.

The Points-Based Criteria

Under the new proposal, employer sponsorship would be replaced by a gov-
ernment selection process based on the number of points a person accrues on a 
100-point scale. Only those who earn a minimum of 30 points would be eligible 
to apply for permanent residence based on employment.3

The proposed system would award applicants points based on their age, edu-
cational level, English-language proficiency, extraordinary achievements, any job 
offer they may have and the salary associated with such an offer, and the amount 
of any investment the person may make in the United States. 

The system is constructed in such a way that priority would be given to persons 
holding professional degrees or advanced degrees in STEM fields; investors con-
tributing more than $1 million and taking an active management role in a new 
commercial enterprise in the United States; applicants with a U.S. job offer and a 
salary of 1.5 to 3 times the 
median household income in the 
state in which the person would 
be employed; and applicants 
with internationally recognized 
awards such as a Nobel Prize or 
an Olympic medal.

For example, applicants 
between the ages of 26 and 30 
would earn the most points 
based on age, and holders of U.S. STEM PhD degrees, or three specified profes-
sional degrees—a master’s of business administration (MBA), a doctor of juris-

A points-based system  
can result in workers 
whose skills are not 
actually needed in the 
U.S. economy.
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prudence (JD), or a doctor of medicine (MD) degree—would earn the most 
points based on education. No other professional degrees (for example, advanced 
degrees in pharmacy or nursing) are recognized. Similarly, advanced non-profes-
sional degrees at the master’s or PhD level only accrue points if they were earned 
in a STEM field. A person with a PhD in psychology or history, for example, 
would earn no points for that degree.

The other criteria are similarly narrow. English-language proficiency would be 
measured by an applicant’s score on a recognized standardized proficiency test. 
Points for extraordinary achievement would be awarded only to Nobel laureates 
or recipients of comparable recognition in a field of scientific or social scientific 
study, or to persons who have won an Olympic medal within the eight years 
preceding application, or who placed first in an international sporting event in 
which “the majority of the best athletes in an Olympic sport were represented as 
determined by the Commissioner of U.S. Citizenship and Immigration Services.” 
Points awarded for a job offer would be based on the compensation the employer 
is offering. 

Finally, persons seeking to immigrate based on investment would be required 
to invest a minimum of $1.35 million (for 6 points) and could earn 12 points 
for an investment of at least $1.8 million. But among other new requirements, 
applicants would be required to actively manage the investment as their primary 
occupation.

Existing Points systems Do Not Work

The Canadian and Australian points systems to which the bill’s sponsors point 
as models have proven to result in a mismatch between the skills of new immi-
grants and the needs of the local labor force.4 Because employers are not involved 
in selection under the Canadian and Australian points systems, skilled migrants in 
those countries are often unable to find work at their skill level once they arrive, 
leading to unemployment or underemployment.5 

Canada has acknowledged that despite the high level of education of immi-
grants, the problem of unemployment and underemployment among recent 
immigrants has grown in recent years.6 One of the main difficulties for new arrivals 
is the low rate of recognition of foreign credentials, which is reflected in the large 
proportion of immigrants with university degrees in jobs with low educational 
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requirements (such as retail sales clerks, office clerks, cashiers, and taxi drivers). 
The statistics also reflect significant and sustained income differences between 
immigrants and the Canadian-born population. Within immigrant groups, aver-
age earnings were significantly lower for immigrant workers who could not claim 
points for having prearranged employment.7 More recent statistics reflect that 
these problems persist in Canada.8 Recent data for Australia reflects that 94% of 
workers who entered with job offers were employed six months after receiving 
their visa, compared to 80% of immigrants admitted under the points system, and 
immigrants with job offers were more likely to work in skilled jobs and earn higher 
wages than points-tested immigrants.9 These trends have continued according to 
the latest government statistics.10

The RAISE Act’s fundamental flaw is that it removes U.S. employers from the 
key role of deciding which non-family immigrants should be able to apply for 
green cards, and turns that decision over to bureaucrats in Washington, D.C. 
When the current U.S. employment-based immigration system was developed in 
1990,11 Congress sought considerable input from the business community and 
other stakeholders to ensure that the United States could attract the best and 

brightest and other highly sought-after migrants.12 As a result, the current employ-
ment-based preference system is far more selective than a points system and is 
designed to match skills with specific employer needs.

In fact, there are strong reasons for suggesting that the RAISE Act would be 
less responsive to the employment needs of U.S. employers. The point system in 
Australia is designed to supplement employer-sponsored immigrants by allow-
ing “independent” immigrants (persons without job offers or those not already 

The RAISE Act’s fundamental 
flaw is leaving the decision of 
which non-family immigrants 
can apply for green cards to 

Washington bureaucrats.
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working for an Australian employer) the opportunity to immigrate. Similarly, the 
point system in Canada, “Express Entry,” has been used to attract those without 
a connection to Canada, but this system strongly favors people currently working 
with a skilled temporary-visa status in Canada. In contrast, the proposed system 
under the RAISE Act would altogether replace the current U.S. system based on 
employer sponsorship and would not give greater weight to work experience in 
the United States.

Moreover, there is no flexibility under the RAISE Act’s point system, and it 
would be difficult to add such flexibility under our current political system. The 
parliamentary systems of Canada and Australia allow for government fixes in a rel-
ative quick manner. It is unlikely, however, that Congress would cede authority to 
set numbers and criteria for immigration to government agencies, and even in the 
unlikely event this were to occur, there is no evidence to suggest that our agen-
cies would respond to the changing needs of the economy in a timely manner. 
For example, the U.S. Department of Labor’s Schedule A regulations, which list 
pre-certified occupations, have not been revised since 2004, and those revisions 
did not change the list of occupations but only the terms under which current 
occupations qualify for pre-certification.13 

The real Problem

The real problem with our existing employment-based immigration system is 
one that the RAISE Act fails to address: too few visa numbers. The U.S. work-
force has a shortage of younger workers, to which many U.S. employers—not to 
mention anyone hoping to rely on Social Security for some or all of their retire-
ment income—can attest.14 The dramatic reduction of family-based immigration 
will only exacerbate these demographic challenges.15 The restrictions on family 
immigration themselves are likely to deter the brightest and best foreign nationals 
from permanently migrating to the United States. After all, employment-based 
migration involves families, too.

The proponents of the RAISE Act have stated that the purpose of the bill is to 
reduce legal immigration levels.16 The RAISE Act would eliminate several family 
immigration categories, cap refugee admissions at 50,000 annually, and reduce 
legal immigration by 50% over ten years. Reducing legal immigration would have 
a major adverse impact on the U.S. economy since immigrants constitute a signif-
icant portion of the labor force growth in the United States.
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Conclusion

The biggest immigration-related problem facing the U.S. economy is filling 
jobs that irregular migrants currently hold. These jobs are generally low-skilled 
and low-salaried positions. Under the RAISE Act, however, persons with less than 
a bachelor’s degree and with a job offer with a salary less than 1.5 times the 
median household income in the state where the person would work would not 
be eligible to immigrate based on employment. 

Either we must have a broad-based nonimmigrant program for essential work-
ers, or we must fill these jobs with U.S. workers. The RAISE Act does nothing 
to ensure that either of these solutions comes to pass. Unfortunately, there really 
are some jobs that U.S. workers simply do not want to do. And these are not jobs 
that require advanced degrees, fluency in English, or internationally recognized 
awards.

Attracting only the best and the brightest immigrants sounds great until you 
examine more closely what it actually means. A points-based immigration system 
is not the right approach to reforming the U.S. immigration system. It would do 
more harm than good.

Austin T. Fragomen, Jr. and Careen Shannon are co-authors (with 
Daniel Montalvo) of PLI’s Fragomen on Immigration Fundamentals: 
A Guide to Law and Practice (5th ed.).

http://www.pli.edu/Content/Treatise/Fragomen_on_Immigration_Fundamentals_A_Guide/_/N-4lZ1z117gs?fromsearch=false&ID=266727
http://www.pli.edu/Content/Treatise/Fragomen_on_Immigration_Fundamentals_A_Guide/_/N-4lZ1z117gs?fromsearch=false&ID=266727
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Artificial Intelligence: Prepare for 
the Reinvention of Everything

Peter Brown
Peter Brown & Associates PLLC

Jonathan T. Kaplan
Kaplan IP Law, PLLC

dave bowman: Open the pod bay doors, HAL.
Hal 9000: I’m sorry, Dave. I’m afraid I can’t do that.

2001: A Space Odyssey (1968)

Introduction

Hollywood loves to tell us fanciful, futuristic stories about artificial intelli-
gence—“AI”—with the notion of runaway robots threatening humans as a favor-
ite theme: In the film 2001: A Space Odyssey, the spaceship’s computer “HAL” 
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locks out Dave—the only remaining member of a crew that had discovered errors 
in HAL’s programming and had tried to shut it down. In the dystopian Termi-
nator movie series, an artificial intelligence defense system unexpectedly becomes 
self-aware and then decides to take control of the world from its human creators, 
by, among other things, producing anthropomorphic time-travelling killer robots 
programmed to wipe out the last vestiges of humanity.

In the real world, AI technology is being developed for practical use in ways 
that benefit rather than threaten humanity. For example, mobile mechanical sys-
tems—i.e., mobile robots—are being developed to assist in caring for elderly 
humans, and autonomous vehicle technology already in use has been shown to 
reduce accidents. AI is also in current use in less obvious ways that touch the 
lives of ordinary citizens on a daily basis. Internet search engines such as Goo-
gle and Bing use artificial intelligence to improve their search results; Amazon 
and Apple incorporate AI features into their user interfaces and communications 
technologies in such product offerings as the Siri personal assistant1 and the Ama-
zon Echo.2 With the help of IBM’s Watson technology, doctors are using AI to 
improve medical outcomes.3 

In these iterations, artificial intelligence technology is being reframed by the 
terms “cognitive computing” and “augmented intelligence” to describe a group 
of technologies that combine or interact to assist humans in the performance of 
many different tasks. These and other use cases for artificial intelligence will inev-
itably challenge social norms as well as laws and regulations, raising new issues for 
legislators, lawyers, scientists, and the public.

Defining Artificial Intelligence

An artificial intelligence is not a sentient agent or a conscience; it is simply a 
man-made system that behaves intelligently. Authors and computer science pro-
fessors David L. Poole and Alan K. Mackworth define it as follows:

Artificial intelligence, or AI, is the field that studies the synthesis and analysis 
of computational agents that act intelligently. Let us examine each part of 
this definition.

* * *
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We are interested in what an agent does; that is, how it acts. We judge an 
agent by its actions. 

An agent acts intelligently when

• what it does is appropriate for its circumstances and its goals,

• it is flexible to changing environments and changing goals,

• it learns from experience, and

• it makes appropriate choices given its perceptual and computational lim-
itations. An agent typically cannot observe the state of the world directly; 
it has only a finite memory and it does not have unlimited time to act.

A computational agent is an agent whose decisions about its actions can be 
explained in terms of computation. That is, the decision can be broken down 
into primitive operation that can be implemented in a physical device. This 
computation can take many forms. In humans this computation is carried 
out in “wetware”; in computers it is carried out in “hardware.”4

It is worth noting that the term “artificial” is only being used to mean some-
thing that is made by people, not to indicate that the “intelligence” achieved is, 
in any sense, “fake.”

Intelligent Machines, a/k/a “robots”

One popular conception of an AI system is the “robot.” In common parlance, 
the term “robot” may refer to a mechanical device that performs the same action 
reliably and repetitively, like a child’s wind-up toy that moves its mechanical 
legs and arms until its spring winds down. Sophisticated machines with pre-pro-
grammed features are also referred to either formally or casually as robots, because 
they reliably repeat the same tasks. This includes most kinds of industrial robots 
utilized in manufacturing, including those referred to as “robot arms,” reflecting 
the anthropomorphic aspect of the term. Even vehicles that are solely tele-oper-
ated and remain under the direct control of their human operators, such as some 
unmanned aerial vehicles (UAVs, or “drones”) and bomb disposal units, are often 
referred to as robots, even though they lack features that would enable them to 
act autonomously. 



The CurrenT: The Journal of PlI Press Vol. 1, autumn 2017

174

Even these limited-function machines that give only the appearance of auton-
omy have prompted controversy and legislative response. For example, robot 
arms used in manufacturing prompted OSHA regulations aimed at worker safety;5 
the prospect of widespread commercial and consumer use of remote-controlled 
drones has prompted action by the Federal Aviation Administration.6 The recent 
ad hoc use of a remotely operated bomb disposal unit (referred to by police as 
its “bomb robot”) to deliver an explosive that killed an armed and dangerous 
gunman prompted an ethical debate and the introduction of legislation defining 
the permissible use of weaponized drones by domestic law enforcement agencies.7 
Use of remote-controlled drones is also a subject of privacy and Fourth Amend-
ment concerns.8

Over time, the term “robot” has gotten an upgrade; it has come to encompass 
machines and systems that not only are highly sophisticated in their functional 
abilities, but also are capable of acting flexibly and capably and with a degree of 
autonomy. Recent semiconductor advances have dramatically lowered the cost 
and electrical power consumption of powerful processors; these cost reductions 
have lowered the monetary cost, as well as physical space requirements, of incor-
porating machine learning and other kinds of adaptive software into mechanical 
devices.

The effect of cost reduction and increased power has been felt significantly in 
the development of mobile robots. It has become possible to build a mobile robot 
that includes state-of-the-art machine learning, computer vision, and autonomy 
technology at a commercially viable price. Autonomous and semi-autonomous 
mobile robots are able to operate outside the factory, in complex and challeng-
ing real-world environments that require the functional flexibility and advanced 
behaviors that only sophisticated software can provide. 

Personal Care Robots

Japan has long been at the forefront of robotic technology development. Jap-
anese auto manufacturers were among the very first companies to enthusiastically 
introduce robot-arm technologies in their factories in the 1950s; on the con-
sumer side, tech giant Sony introduced a programmable toy dog, the Aibo, in 
1999.9 More recently, Japanese firms have been developing robotic technology 
aimed at providing assistance to the country’s aging population in the face of a 
looming shortage of human caregivers.10 Toyota has been working on a “Partner 
Robot Family,” a line of “personal assist robots” to provide physical assistance to 
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humans. Toyota describes them as “agile, warm, kind and also intelligent enough 
to think for themselves, and further skillfully operate a variety of devices in the 
areas of personal assistance care for the elderly, manufacturing, and mobility.”11 
The Partner Robot Family includes a Walk Assist Robot, Care Assist Robot, the 
“Robina” robot that can “think and move for itself, carry and use objects, and 
even converse with people” and the “Humanoid” robot that is able to move its 
whole body. 

Other efforts to provide care for the elderly population focus on robots that 
emulate personal interactions between humans. In 2015, SoftBank Robotics Corp. 
introduced Pepper, a humanoid “emotional support robot” that is designed to 
recognize human tones of voice and facial expressions through an array of cam-
eras, touch sensors and accelerometers, as well as AI software technologies.12 

Out of the AI Lab and onto the Road—Autonomous Vehicles

Consumer vehicles with autonomous features have rolled out of laboratories 
and automobile factories and onto the roads in the last several years. Efforts to 
develop fully autonomous vehicles incorporating artificial intelligence go back 
decades, but they received a boost in 2003 when the Defense Advanced Research 
Projects Agency (DARPA), an agency of the U.S. Department of Defense, issued 
the first of several “challenges,” with monetary prizes for top-placing teams, to 
spur the development of autonomous ground vehicles.13 While no one won the 
first DARPA Grand Challenge, subsequent iterations of the contest were instru-
mental in encouraging subsequent efforts that led to the first tests of self-driving 
automobile prototypes on public streets. 

The Google Self-Driving Car project was in “stealth” mode until 2010, when 
the appearance of unusual vehicles on California streets sparked media attention.14 
While there are as yet no Google vehicles being marketed to consumers, Google’s 
renamed “Waymo Project”15 is currently operating an “Early Rider” public trial 
project in Phoenix, Arizona. In contrast to the research project status of Google’s 
Waymo Project, the Tesla Model S autopilot system that assists motor vehicle 
operators was introduced into the consumer marketplace in 2012.16

Both Google and Tesla have reported accidents involving their vehicles. The 
first known fatal accident involving the Tesla Model S was reported in March 
2016, when a vehicle with the autopilot engaged failed to stop before crashing 
into a tractor-trailer making a turn in front of the vehicle.17 In a statement on its 
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blog following the accident, Tesla reiterated that purchasers of the vehicle are 
instructed to keep their hands on the wheel when the autopilot is engaged.18 On 
the other hand, the marketing of the product as an “autopilot” suggests other-
wise. The National Highway Traffic Safety Administration (NHTSA)19 launched 
an investigation of the accident. The agency concluded that it was not caused by 

a malfunction of the Tesla technology, but rather by a known limitation in the 
abilities of its AI features. The accident presented a situation (a “crossing path 
collision”) that the Tesla autopilot system was not designed to handle. The 
NHTSA report reiterated the position taken by Tesla that a Tesla vehicle with the 
autopilot engaged is not a fully self-driving vehicle; it requires the “continual and 
full attention of the driver to monitor the traffic environment and be prepared to 
take action to avoid crashes.” The report was viewed as a boost both for Tesla and 
for the benefits of AI features in automobiles in general, because NHTSA went 
beyond simply exonerating Tesla’s technology. The agency also cited statistics 
showing that the crash rate for Tesla vehicles dropped 40% after its autosteer tech-
nology was installed.20 

The Tesla accident demonstrates one of the challenges for future deployment 
of AI technologies in autonomous vehicles as well as other “mission-critical” 
applications. There is no doubt that there will be accidents involving the use of AI 
technology, even as the technology improves safety overall. Whether the public 
will accept the tradeoff remains to be seen.21

Artificial Intelligence—Under the Hood

How is a computer system able to mimic a human intelligence? AI systems in 
use or on the horizon utilize a number of software and related hardware technol-

There will no doubt be accidents 
involving AI technology, 
even as the technology 
improves safety overall. 
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ogies that do not, of themselves, constitute a working AI system. These technolo-
gies interact and overlap to provide AI capability, depending upon the manner in 
which they are brought to bear on a problem.

“Big Data”

Extremely large collections of data form the knowledge base of many AI 
systems. The term “Big Data,” which came into use a few years ago, refers to 
large sets of structured and unstructured data and to the software and hardware 
technologies that enable effective use of the information they contain.22 In most 
applications, these large data sets are accessed remotely, making cloud computing 
technologies23 an important aspect of Big Data systems. Big Data technology in 
conjunction with AI is a particularly powerful combination. Among many other 
use cases, it helps retailers target customers by examining their past sales data; it 
helps sports teams track the performance of their athletes; and it can be brought 
to bear on issues of practical importance to attorneys—for example, analyzing 
large databases of text documents such as statutes, legal opinions, and regulations 
more quickly and effectively.24 It also enables the National Security Agency to sift 
through raw data on millions of phone calls to target possible terrorist activity.25

Machine Learning, Artificial Neural Networks, and Deep Learning

One of the key aspects of an intelligent system is the ability to learn from expe-
rience. “Machine learning” is a term that refers to algorithms that can improve 
with the application of more data. Machine learning can be achieved in many 
different ways.

“Artificial neural network” is a term that refers to networks of simple intercon-
nected units that emulate the neural structure of the human brain (not literally, 
but conceptually).26 Neural networks excel at the unguided discovery of patterns, 
a quality that is very useful for such tasks as image recognition, prediction of future 
trends, and audio signal processing. Neural networks learn to identify objects by 
a series of what a layperson might describe as “guesstimates”:

Neural networks consist of simulated neurons known as units that are 
arranged in layers. Like real neurons, every unit is connected to several oth-
ers in its neighbouring layers, and each connection is weighted. A unit will 
only “fire”, in other words send a signal to the next layer, when the sum of 
the weighted signals from the previous layer exceeds some threshold. The 
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idea is that certain groups of data sets at the input generate a specific output. 
In other words, those data sets are recognised as being examples of a partic-
ular “object”—be it a cat, a chair or a person’s face.

Networks are trained by being fed multiple examples of each object and 
seeing how close they get to producing the right output. The difference 
between the right answer and the answer they actually produce is then used 
to tune the weights so that the next time around they get a bit closer. In this 
way networks “learn” to recognise different objects. When a network is then 
set loose on fresh unlabelled data it should be able to correctly identify the 
object or objects within.27

“Deep learning” is a specific kind of machine learning: 

Deep Learning is a special type of Machine Learning that involves a deeper 
level of automation. One of the great challenges of Machine Learning is fea-
ture extraction where the programmer needs to tell the algorithm what kinds 
of things it should be looking for, in order to make a decision and just feed-
ing the algorithm with raw data is rarely effective. Feature extraction places 
a huge burden on the programmer especially in complex problems, such as 
object recognition. The algorithm’s effectiveness relies heavily on the skill 
of the programmer. Deep Learning models address this problem as they are 
capable of learning to focus on the right features by themselves and requires 
little guidance from the programmer, making the analysis better than what 
humans can do. Deep Learning models have been very effective in complex 
tasks, such as sentiment analysis and computer vision.28

Deep learning works very well in complex tasks such as image and speech rec-
ognition. But the technique is very computationally intensive, and deep learning 
systems require a great deal of data to train. Another issue is “explainability,” 
or the “black box problem.” The ability of deep learning systems to learn in an 
“unsupervised” manner (that is, not dependent upon a programmer) can make it 
difficult to understand and describe the process that the system is using to make 
classifications and accomplish tasks.29 This creates practical difficulties (how do 
you fix such a system or assign responsibility if it fails or does harm?) as well as 
philosophical and societal issues (see further discussion below at “Transparency 
and Control”).
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IBM’s Deep Blue and Google’s AlphaGo system have used a combination of 
machine learning and a knowledge base in order to best human competitors in 
the games Chess and Go.30 IBM’s Watson used an extensive knowledge base com-
bined with machine learning methods, including neural networks.31 In each case, 
the system relied on being able to quickly evaluate potential answers or moves 
and then select the best one, according to some metric. IBM recently leveraged 
its deep learning expertise to achieve a milestone in human speech recognition, 
a reduction in the word recognition error rate to 5.5%, which approaches the 
human error rate.32

Natural Language Processing

Natural language processing (NLP) refers to the ability of a computer system 
to understand human speech in a language such as English, in contrast to under-
standing an artificial computer language such as that used to create a computer 
program.33 NLP enables a computer system to process text with useful under-
standing of features such as grammar, structure, context, and meaning.34 On a 
deeper level, NLP enables a computer system to interact with humans in a more 
“natural” way, by receiving human language input (such as directly receiving 
human speech), and returning output in the form of human language. 

Image Recognition

A human can easily recognize and distinguish the content of digital images, 
but image recognition is a difficult task for a computer when one is trying to pro-
gram for specific features. Image recognition is a critical feature for the practical 
deployment of many AI systems. 

For example, self-driving automobile technology must learn to “understand” 
its visual environment in order to successfully navigate such varied situations 
as city streets and country roads. Similarly, personal care robots must learn to 
distinguish between individual humans and recognize the various body parts of 
humans, and navigate in ordinary human space. To achieve widespread practical 
utility, AI systems must be able to process and understand both the text and 
images of documents. 

Advances in image recognition have benefited from the significant growth in 
computational power available to researchers, the collections of massive image 
databases with object labels (a/k/a training data sets), and advances in general 
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machine learning tools such as deep learning and neural networks. In 2015, a 
team from Microsoft, using “deep neural network” technology, achieved a sig-
nificant milestone when its image recognition technology performed an image 
classification challenge with an error rate of only 3.6%, as compared to a human 
error rate of 5.1%.35 

Facial recognition technology, a subset of image recognition, is already in 
active use. To the great annoyance of some users, social media sites scan photos 
uploaded by users to detect human faces and offer to identify them by name.36 
Facial recognition software is in current use by law enforcement authorities to 
identify suspects37 and soon will be used by the Department of Homeland Secu-
rity to aid in verifying identity and tracking potential wrongdoers.38

The AI Chip

AI technologies are particularly computation-intensive and can stretch the 
resources of off-the-shelf processors. An “AI chip” is a processor that is optimized 
to process the type of data upon which AI systems rely, such as data from image 
sensors used for facial recognition or vision processing in automobiles. Google has 
introduced a custom chip that is maximized for deep learning tasks,39 and Apple 
is reportedly working on an AI chip for smartphones.40 One goal behind Apple’s 
AI chip is to improve user privacy by enabling local processing of user data, rather 
than passing the data through public networks in order to utilize the processing 
power of the cloud. This is important, for example, with intelligent assistants such 
as Siri.41

Cognitive Computing and Augmented Intelligence

“Cognitive computing” and the related term “augmented intelligence” refer 
to the application of AI technologies to assist humans in the solution of real world 
problems. The term “cognitive computing” reputedly was coined by researchers 
who worked on the IBM Watson project,42 and IBM has continued to expand the 
use of the term:43

Cognitive computing refers to systems that learn at scale, reason with pur-
pose, and interact with humans naturally. Rather than being explicitly pro-
grammed, these systems learn and reason from their interactions with us 
and from their experiences with their environment. They are made possible 
by advances in a number of scientific fields over the past half-century and 
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are different in important ways from the information systems that preceded 
them. Those systems have been deterministic; cognitive systems are proba-
bilistic. They generate not just answers to numerical problems, but hypoth-
eses, reasoned arguments, and recommendations about more complex—and 
meaningful—bodies of data. 

What’s more, cognitive systems can make sense of the 80% of the world’s 
data that computer scientists call “unstructured.” This enables them to keep 
pace with the volume, complexity, and unpredictability of information and 
systems in the modern world.

None of this involves either sentience or autonomy on the part of machines. 
Rather, it consists of augmenting the human ability to understand—and act 
upon—the complex systems of our society.

IBM’s Watson—The Cognitive Computing Game Show Star

In 2011, IBM’s Watson supercomputer famously beat human contestants in 
the TV game show Jeopardy!44 The success of IBM’s Watson supercomputer was 
a watershed moment in the public consciousness concerning advances in artificial 
intelligence. Watson’s answers to the Jeopardy questions were based upon a cus-
tomized knowledge base containing over 200 million pages of information that 
was accessed using such Big Data technologies as IBM’s proprietary DeepQA 
software and hardware and open-source Apache Hadoop software for distributed 
computing.45 The Watson system employed other AI technologies such as Nat-
ural Language Processing and Neural Networks to understand and process the 
answers to the Jeopardy questions.

Beating human players at board games or image classification may seem like 
trivial functions in themselves, but the underlying skills demonstrated by these 
systems are critical to the practical use of artificial intelligence systems. IBM’s 
Watson has graduated from its Jeopardy win to become a much more general-pur-
pose online platform for analyzing a customer’s unstructured data and answering 
real-world questions.46 This was not a happy accident, but a deliberate plan. IBM 
moved quickly following the Jeopardy win to promote Watson in fields where 
huge datasets are common, such as healthcare and the life sciences. IBM’s Wat-
son Health unit is currently assisting physicians making medical diagnoses. IBM’s 
Watson technology is also offered as a suite of specific products, providing such 
capabilities as customized data analysis, chatbots, and virtual agents.47 
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The Challenge of Artificial Intelligence

Robots and AI systems undoubtedly are bringing great benefit to society and 
are poised to do much more, but drawbacks and potential issues are being voiced.

“The development of full 
artificial intelligence could spell 

the end of the human race.” 
— Stephen Hawking

The Three Laws of Robotics48 May Not Be Enough

Not everyone involved in bringing artificial intelligence out of the lab and into 
the wider environment paints a rosy picture of the world that the technology will 
produce. Prominent figures in the technology world such as Bill Gates and Elon 
Musk have notably expressed concerns that AI may have the capacity to become 
“superintelligent” and get too smart for humans to control.49 Musk even com-
pared the risk of developing superintelligent AI to the risk of nuclear weapons.50 
Professor Stephen Hawking subscribes to a similar doomsday scenario: “The 
development of full artificial intelligence could spell the end of the human race.”51

In the EU, the potential safety and other issues raised by the use of robots and 
artificial intelligence is being addressed broadly. The European Union Parliament 
recently adopted a report calling for the adoption of “Civil Law Rules on Robot-
ics,” which would establish a European Agency for Robotics and Artificial Intel-
ligence. The proposed agency would be tasked with addressing the safety issues 
posed by AI use, among many other issues.52 Among the controversial aspects 
of the EU report in its draft form was the suggestion that certain AI systems be 
given legal status, a form of “personhood,” to clarify issues of legal responsibility 
and liability for damages.53 This particular proposal did not make it into the final 
report, but it is not so barking mad as it was portrayed in some headlines.54 Con-
sider that in the United States, the Supreme Court has afforded corporations the 
same rights as individuals in the area of campaign finance, among others.55
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Transparency and Control

One issue with AI technology is the “black box problem,” described above (see 
the discussion of deep learning). If humans cannot truly understand or describe 
how a system works, it is difficult to trust—or perhaps more importantly, certify—
that it is operating in an ethically and legally appropriate manner. This is a familiar 
issue in any situation in which a critical process is controlled by a proprietary 
software algorithm.56 For example, journalists investigating the use of risk assess-
ment software systems used in the criminal justice system claim that the systems 
are inaccurate and racially biased. The validity of these claims, which are denied 
by the software vendors, is difficult to evaluate without access to the underlying 
proprietary algorithms upon which the systems rely.57 A March 2017 congressio-
nal hearing on oversight of law enforcement use of facial recognition technology 
explored these issues.58 The problem becomes more difficult if even the creators 
of an AI system cannot understand or describe how it works.59 Recently, Elon 
Musk and Google teamed up to work on the “black box problem” and related 
concerns about the development of “superintelligent” AI systems that cannot be 
controlled by humans.60

Similar concerns have been raised about potential bias in the data relied upon 
by machine learning systems, the use of which may re-amplify underlying bias in 
the data sources.61 Amazon came under criticism recently when a report showed 
that its Amazon Prime same-day free delivery service excluded minority neigh-
borhoods in major cities; critics claim that the proprietary algorithm the company 
used to determine the service areas utilized racially biased data.62 

A related issue of control and oversight of intelligent systems is their potential 
susceptibility to hacking, which may be overt or covert. Twitter users gave Mic-
rosoft a lesson in overt AI hacking when it taught the company’s experimental AI 
chatbot to tweet racist, sexist, and otherwise highly offensive posts for which the 
company later apologized.63 Covert hacking of AI systems involves understanding 
and subverting the system’s learning features. The risk of such attacks is particu-
larly acute where an AI system is engaged in “adversarial” settings such as spam 
filtering and malware detection.64

Privacy

Privacy risks are a recurring theme in discussions of new and improving digital 
technologies, and AI is no exception. Over the past several decades, digitization 
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of government records, digital commerce, mobile communications, and social 
media have all generated enormous databases of information about individuals, 
creating well-recognized risks to personal privacy. With the ability of AI systems 
to mine those databases and generate new insights into individual interests, behav-
iors, and interactions, the risks to personal privacy have grown exponentially.

In 2010, the U.S. Court of Appeals for the District of Columbia issued an 
opinion that acknowledges the privacy risks involved in accumulating a database of 
information about an individual, even where each item in the database, if consid-
ered separately, is a matter of public knowledge.65 In United States v. Maynard, the 
court concluded that short-term GPS tracking of a drug trafficking suspect might 

not require a warrant, but such tracking sustained over a month required a war-
rant. The court reasoned that the warrant requirement was triggered because the 
accumulation of information about the suspect’s movements over time revealed 
more than any of the individual pieces of data that were collected.66

Although the U.S. Supreme Court affirmed the ruling in Maynard on differ-
ent grounds,67 the Justices acknowledged the risks to personal privacy involved 
in the digital capture and accumulation of data. Justice Sotomayor’s concurring 
opinion suggested that the principle that an individual has no expectation of pri-
vacy in information voluntarily disclosed might need to be reconsidered:68

This approach is ill suited to the digital age, in which people reveal a great 
deal of information about themselves to third parties in the course of car-
rying out mundane tasks. People disclose the phone numbers that they dial 

AI technology may be 
particularly adept at 

re-identifying individuals  
in data that had otherwise 

been anonymized.
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or text to their cellular providers; the URLs that they visit and the e-mail 
addresses with which they correspond to their Internet service providers; 
and the books, groceries, and medications they purchase to online retailers.

Justice Sotomayor’s concurring opinion, like the lower court ruling, implicitly 
recognizes that the accumulation of information about citizens is a serious risk to 
privacy. 

The ability of AI systems to mine databases containing personal informa-
tion raises these risks exponentially, because AI technology can extract reveal-
ing insights that are not otherwise available through existing technologies. When 
considered in the context of improving medical diagnoses, this capacity of AI 
is a good thing: processing masses of information about medical outcomes of 
cancer patients may yield a life-saving diagnosis for a single patient. But the same 
data-crunching capacity of AI systems could potentially be used to the detriment 
of an individual, for example, by an insurance company in making decisions about 
coverage, or by an employer to deny or terminate employment. AI technology 
may be particularly adept at re-identifying individuals in data that had otherwise 
been anonymized.69

Business Ethics

Tech companies are paying attention to these issues and to the broader impli-
cations of AI technology and seeking to get ahead of the social and legal issues 
it poses. In 2016, IBM, Microsoft, Amazon, and Google’s DeepMind,70 as well 
as other founding partners, established the “Partnership on AI.” The partnership 
is a nonprofit organization with a broad mandate to “study and formulate best 
practices on AI technologies, to advance the public’s understanding of AI, and to 
serve as an open platform for discussion and engagement about AI and its influ-
ences on people and society.”71 The partnership has developed a set of “thematic 
pillars” by which to focus its efforts. These thematic pillars reference practical, 
social, and legal issues implicated by AI concerning safety, potential bias in the 
data underlying AI applications, the prospect of disruption of labor markets, and 
the potential for AI as a tool for manipulating public opinion.

The Partnership on AI is not the only corporate effort aimed at dealing with 
the broad implications of AI technology; Google’s DeepMind created an internal 
artificial intelligence ethics board in 2014, although little has been shared publicly 
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about its operation or agenda.72 A number of other companies in the AI space 
have similarly created ethics boards.73

AI in the Workplace

The issues presented by the use of AI in the workplace are, in many respects, 
no different from the issues presented by other new technologies. Changes in the 
manner in which work is accomplished, restructuring of job responsibilities and 
job titles, adjustment of compensation, and layoffs may all trigger obligations 
under labor contracts and more generally applicable anti-discrimination laws.

Health and Safety

As noted above, there are long-standing OSHA regulations that apply to the 
use of robot arms on a factory floor,74 but there are no regulations in the United 
States that apply specifically to the use of AI technology in the workplace.

Worker Displacement

Automation has been replacing human workers in factories for a long time, in 
the United States and internationally. The first robotic device was introduced into 
a General Motors assembly line in 1961 to perform a task dangerous to humans.75 
Robotic arm technology was quickly adopted by automobile manufacturers 
around the world, enabling them to make better cars with fewer defects and using 
fewer workers. The same phenomenon has repeated itself in other areas of manu-
facturing. Robotic manufacturing technology has been refined and its flexibility 
increased; it is taking 
over production runs 
requiring smaller vol-
umes, greater sophis-
tication, or both. A 
2015 academic study 
found that of the loss 
of U.S. factory jobs 
from 1990 to 2010, 
88% were due to reductions in the need for human labor through increases in 
productivity. This increase in productivity was driven, at least in part, by automa-
tion and the use of robotic technology.76 

There are no regulations in 
the United States that apply 
specifically to the use of AI 
technology in the workplace.
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Disruption in the workplace caused by technological change is expected to 
continue. A case in point involves imaging giant Kodak, which once employed 
over 100,000 workers and enjoyed annual revenues in the billions.77 As consum-
ers embraced digital cameras and web-connected smartphones instead of film 
technology, the company declined into bankruptcy in 2012.78 In the same year, 
social media giant Facebook acquired two-year-old image-sharing service Insta-
gram for $1 billion.79 At the time, Instagram had fewer than twenty employees. 
Since the acquisition, Instagram’s employees have increased significantly to about 
450, but that number is still tiny for a service that has 600 million daily users 
sharing images.80 The Kodak/Instagram story has been cited as an object lesson 
on the effect that AI technologies may have in the workplace.81

It is difficult to predict exactly which jobs will be replaced by AI technology. 
There are many predictions and examples, with low-skilled workers most often 
cited as being in jeopardy,82 but highly skilled workers may also be at risk. For 
example, the Associated Press has been using software to generate routine sports 
and financial news items since 2014,83 and money management firm BlackRock 
announced recently that it was replacing 13% of its money managers with AI tech-
nology that can follow market indicators.84 A report issued by the White House in 
the waning days of the Obama administration struck a cautious note concerning 
predictions about the effect of “AI-drive automation” on jobs:

Today, it may be challenging to predict exactly which jobs will be most 
immediately affected by AI-driven automation. Because AI is not a single 
technology, but rather a collection of technologies that are applied to spe-
cific tasks, the effects of AI will be felt unevenly through the economy. Some 
work tasks will be more easily automated than others, and some jobs will be 
affected more than others.85

Proposals for Universal Basic Income

Concerns that AI systems will cause mass displacement of workers have 
prompted proposals for “Universal Basic Income,” or in some iterations “Uncon-
ditional Basic Income.” UBI is a system under which each citizen, regardless of 
income or need, would receive a monthly stipend. UBI proposals primarily are 
addressed to the alleviation of poverty, but they are being promoted by prominent 
figures in the technology industry as a response to worker displacement by AI 
technology. Among the proponents of UBI is Elon Musk, who has said that he 
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could see no alternative to the scheme if predictions concerning job loss due to 
automation were to bear out.86 Some view UBI simply as an extension of current 
social safety net programs such as Social Security, Medicare, and welfare.87 

UBI proposals have gained significant traction in the European Union, where 
a proposal for consideration of a UBI system was included in the draft form of 
the report on Artificial Intelligence and Robotics.88 Pilot programs are being con-
ducted in Finland and the Netherlands, and legislative proposals have been made 
in France, Switzerland, and the United Kingdom.89 A recent survey reported wide-
spread public support in the EU for UBI.90 Predictably, however, not everyone is 
on board for what is viewed as a new or vastly expanded social welfare program. 
In February 2017, when the EU Parliament voted favorably on non-binding rules 
governing artificial intelligence and advanced robots, it rejected the proposal for 
UBI contained in the draft report. In the discussion of labor issues in the adopted 
text, reference is made to prior studies that have predicted a looming shortage of 
information technology specialists by 2020, as well as the need for education of 
workers in “digital competence.”91 UBI proposals are also being challenged by 
skeptics in the EU and elsewhere who believe that displacement of workers in the 
digital economy will not have the catastrophic effects that have been predicted.92

Layoff Rules

Legal issues will arise regardless of which categories of workers lose their jobs 
to AI or any other innovative technology. When a company undertakes a reduc-
tion in force for any reason, various laws and legal obligations may be triggered. 
Under federal law, the Worker Adjustment and Retraining (WARN) Act applies 
to employers with 100 employees or more. In general, the WARN Act requires 
employers to notify employees who will be subject to a plant closing or other 
“mass layoff.”93 Beyond these limited requirements, employers will have to be 
mindful of other, more general employment regulations, such as anti-discrimina-
tion laws, as well as the requirements of labor contracts, in conducting layoffs or 
restructuring the workplace.94

Enabling Workers

Although AI tech may cost some workers their jobs, on the other side of the 
ledger, AI may actually benefit workers with various kinds of disabilities or lim-
itations by enabling them to perform tasks that formerly were beyond their abil-
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ities. It has been suggested that employers may someday be faced with requests 
to deploy AI technology as an accommodation under anti-discrimination laws.95

AI and the Work of Attorneys

The legal profession deals with huge volumes of data. So it is not too surprising 
that artificial intelligence techniques have made inroads, primarily for legal 
research tasks and, more recently, in electronic discovery. Primary and secondary 
legal sources have been available in digital form for decades, and providers of the 
major legal databases differentiate themselves with claims of possessing superior 
means of processing and presenting this data, primarily in the form of natural 
language processing algorithms. 

New providers have come to the market recently with products that com-
bine natural language processing with other AI techniques.96 Ross Intelligence 
(a/k/a “Your Brand New Artificially Intelligent Lawyer”)97 is built on IBM’s 
Watson platform. IBM Watson Legal is offering AI-based tools to assist attorneys 
in research and knowledge management tasks.98 For example, Watson Legal is 
using AI techniques in its “Outside Counsel Insights” product, which automates 
the review of outside counsel invoices.99 Another Watson offering aims at regula-
tory compliance.100

Legal research provider FastCase101 offers a similar range of primary legal 
sources as the major providers but differentiates itself by offering visualization and 
sorting tools. These tools, it claims, allow users to more efficiently find the most 
relevant material for a given research topic. Similarly, legal search provider Ravel102 

offers analytic tools such as “judge analytics” and search visualization to aid in 
focusing research results and enable insights that might not be readily accessible 
by traditional legal research techniques. Ravel was recently acquired by LexisNe-
xis, which stressed the importance of Ravel’s “machine-learning, artificial intelli-
gence and natural language processing technologies [that] mine published case 

Legal discovery is a  
fertile field for AI technologies.
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opinions, providing a wealth of information that helps litigators quickly uncover 
new insights and build specific arguments for use in court.”103 

Legal discovery is a fertile field for AI technologies, where the already large 
datasets generated in complex litigation for decades became massive when email 
and other forms of electronic documentation came into wide use in business 
and government. Natural language processing is an important AI technique in 
automated document discovery, as is predictive coding. Predictive coding is an 
important application of supervised machine learning. In predictive coding, a 
sample document set is categorized by a more senior attorney and then used as 
a basis for automatically learning filtering rules, by which relevant documents 
can be identified in the full data set. Such results can be reviewed and then used 
as a basis for progressive refinements.104 The use of predictive coding in federal 
electronic discovery was validated in 2012 in Da Silva Moore v. Publicis Groupe; 
the district court cautioned, however, that predictive coding techniques were not 
required, nor appropriate, in all cases.105 The law on this point continues to rap-
idly develop.106

Law firms, which are themselves huge repositories of attorney work product 
such as briefs, memoranda, and contracts, have long struggled to organize these 
for effective re-use. AI techniques similar to those used in electronic discovery 
are now being introduced to enable more effective access to this material.107 For 
example, Kira is a software product that uses machine learning technology to 
search, analyze, and extract contract terms from large databases of such docu-
ments.108 

AI and Contract Law

Some twenty years ago, questions about the validity of transactions conducted 
electronically drove a major law revision project conducted by the National Con-
ference of Commissioners on Uniform State Laws.109 The culmination of the proj-
ect in 1999 was the drafting and ultimate adoption of the Uniform Electronic 
Transactions Act (UETA) by the Uniform Law Commission. The draft legislation 
broadly validates electronic transactions.110 UETA has now been adopted in some 
form in every state except Illinois, New York, and Washington. In 2000, UETA’s 
basic principles were adopted into federal law in the Federal Electronic Signatures 
in Global and National Commerce Act (“Federal E-Sign”).111
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One section of the UETA that has received little attention since the act was 
adopted concerns the legal status of what the act describes as an “electronic 
agent.” An “electronic agent” is defined as “a computer program or an electronic 
or other automated means used independently to initiate an action or respond to 
electronic records or performances in whole or in part, without review or action 
by an individual.”112 The UETA explicitly recognizes the validity of transactions 
conducted by an electronic agent by making it clear that the actions of such 
agents, when they are “programmed and used by people[,] will bind the user of 
the machine, regardless of whether human review of a particular transaction has 
occurred.”113

The drafters of the UETA were also forward-looking, recognizing that devel-
opments in technology would likely bring greater sophistication to the operation 
of electronic agents and a consequent change in how they might be viewed in the 
context of contract law:

While this Act proceeds on the paradigm that an electronic agent is capable 
of performing only within the technical strictures of its preset programming, 
it is conceivable that, within the useful life of this Act, electronic agents may 
be created with the ability to act autonomously, and not just automatically. 
That is, through developments in artificial intelligence, a computer may be 
able to “learn through experience, modify the instructions in their own pro-
grams, and even devise new instructions.” Allen and Widdison, “Can Com-
puters Make Contracts?” 9 Harv. J.L. & Tech 25 (Winter, 1996). If such 
developments occur, courts may construe the definition of electronic agent 
accordingly, in order to recognize such new capabilities.114

The general approach of the UETA to electronic agents in contract formation 
is echoed in article 12 of the United Nations Convention on the Use of Electronic 
Communications in International Contracts.115 As AI continues to be incorpo-
rated into technologies used for electronic transactions, the UETA provisions on 
electronic agents may provide a useful baseline for considering the effect of AI 
technologies on contract law.

AI Technologies and IP Issues

With enhanced abilities in areas such as image and speech recognition, AI sys-
tems are moving beyond mere manipulation of data and into creative endeavors 
such as writing poetry.116 Perhaps more importantly, AI systems are being used 
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to generate computer code.117 Both, of course, are works entitled to copyright 
protection—but who is the author under copyright law? One scholar has sug-
gested that the answer to the authorship questions under U.S. copyright law lies 
in amending the definition of the “work for hire” doctrine to apply explicitly to 
AI-generated works.118 Attribution issues may also loom under patent law, where 
the issue of inventorship may be an issue.119 A stealth issue in the relationship 
between AI systems and intellectual property may be the various rights in the 
underlying datasets that an AI system may use as training data for machine learn-
ing. For example, data that is made readily available online may be subject to rights 
and agreements that must be considered carefully in designing an AI system.120 

selected Laws and regulatory Provisions

Industrial Robots

A good example of an industrial robot is a robot arm used in manufacturing 
that is carefully designed to repetitively perform an assigned function, such as 
welding specific spots on a car frame. The limited functionality of these types of 
robots is described in U.S. Department of Labor OSHA safety standards pub-
lished in 1987, excerpted below. The OSHA safety standards identify hazards 
associated with these systems and include requirements for construction, recon-
struction, modification, installation, safeguarding, care, testing, and start-up of 
robots and robotics systems, as well as training for robot and robotics systems 
operations and maintenance personnel.

Robots are reprogrammable, multifunctional, mechanical manipulators that 
typically employ one or more means of power: electromechanical, hydraulic, 
or pneumatic. Industrial robots have been used chiefly for spray painting, 
spot-welding, and transfer and assembly tasks. A robot performs its tasks in a 
physical area known as the robot operating work envelope. This work enve-
lope is the volume swept by all possible programmable robot movements. 
This includes the area where work is performed by robot tooling. 

* * *

Most robots are set up for an operation by the teach-and-repeat technique. 
In this technique, a trained operator (programmer) typically uses a portable 
control device (commonly referred to as a teach pendant) to manually key a 
robot and its tasks.121
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Generally, robotic work cells are separated from personnel via physical barriers 
like fences and/or safeguarding devices like light curtains that prevent robot 
motion when people or other systems are fully or partially inside the work cell.122 

Unmanned Aerial Systems (UASs), a/k/a “Drones”

These systems are also referred to as unmanned aerial vehicles (UAVs). A UAV 
system usually comprises the drone unit itself and the system used by the operator 
to control the drone unit remotely. Unmanned aerial systems have been in govern-
ment and military use at least since the 1980s,123 but the systems were extremely 
expensive and out of reach 
of ordinary users. In the 
last decade, the capabili-
ties of UAVs have increased 
dramatically at the same 
time that their cost fac-
tor has decreased. Today, 
even relatively inexpensive 
hobby systems are capable 
of carrying a camera or a smartphone and, accordingly, engaging in remote sur-
veillance.124 There have also been numerous reports of small drones operating 
near airports, wildfires, and accident scenes, creating serious safety issues.125

Federal Laws and Regulations. The FAA Modernization and Reform Act of 2012126 
defines an “unmanned aircraft” as “an aircraft that is operated without the pos-
sibility of direct human intervention from within or on the aircraft,” and an 
“unmanned aircraft system” as “an unmanned aircraft and associated elements 
(including communication links and the components that control the unmanned 
aircraft) that are required for the pilot in command to operate safely and effi-
ciently in the national airspace system.” Comprehensive information on legisla-
tion and FAA regulations applicable to UAVs is available on the FAA website.127 
In May 2017, a federal court struck down FAA regulations requiring hobbyists to 
register their UAVs.128 

State Laws. The National Conference of State Legislatures reports that as of June 
2017, forty states have adopted legislation—and three additional states have 
adopted resolutions—governing some aspect of the operation of UAVs, including 
measures that either permit or prohibit their use under certain circumstances, such 

Forty states have adopted 
legislation governing some 
aspect of the operation of 
drones.
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as prohibiting their operation near wildfires, near accident scenes, in proximity to 
critical infrastructures including correctional facilities, or in hunting wildlife.129 

Autonomous Vehicles

Federal Policies. Even before the fatal 2016 accident involving the Tesla vehi-
cle (discussed above), concerns over the safety of self-driving vehicle technol-
ogy prompted the NHTSA in 2013 to issue a Preliminary Statement of Policy 
Concerning Automated Vehicles.130 The statement defined “automated vehicles” 
and outlines five “levels of automation” (Level 0 to Level 4) focusing on the 
level of “control” exercised by the vehicle operator as opposed to the vehicle. At 
the highest level of control defined by NHTSA—Full Self-Driving Automation 
(Level 4)—the vehicle is capable of exercising full control, and “safe operation 
rests solely on the automated vehicle system.”131 The 2013 policy statement was 
updated in September 2016 with the issuance of the Federal Automated Vehicles 
Policy (FAVP 2016).132 In FAVP 2016, NHTSA stopped using its five-level scale 
and adopted the six-level scale of SAE International, as specified by SAE Standard 
J3016. There is a lot of overlap between the NHTSA and SAE scales. The primary 
difference is the introduction, in SAE J3016, of its Level 4, called “high automa-
tion,” which, on the NHTSA scale, would correspond to a Level 3.5.

State Regulation. A number of states have embarked upon the regulation of self-driv-
ing cars. Nevada, the site of some of Google’s early self-driving car experiments, 
enacted legislation in response to lobbying by the company.133 Google was also 
instrumental in prompting the adoption of legislation in California that has sub-
sequently become a model for other states.134 In 2015, the California Department 
of Motor Vehicles released draft regulations recognizing that the functionality of 
a self-driving car (or a vehicle operating in “autonomous mode”) depends upon a 
combination of hardware and software, as well as remote input:

§ 227.02. Definitions *** (a) “Autonomous mode” is the status of vehicle 
operation where technology that is a combination of hardware and software, 
both remote and on-board, performs the dynamic driving task, with or with-
out a natural person actively monitoring the driving environment.
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Opinions vary on the timeline for the widespread introduction of truly self-driv-
ing cars, where the “dynamic driving task” is fully performed by the vehicle’s AI 
system, but California recently upgraded its draft regulations to permit deploy-
ment of such vehicles on the state’s roads.135

This article was originally published in the PLI course handbook for 
the program Think Like a Lawyer, Talk Like a Geek 2017: Get Fluent 
in Technology.

http://www.pli.edu/Content/CourseHandbook/Think_Like_a_Lawyer_Talk_Like_a_Geek_2017/_/N-4mZ1z10mps?ID=307984
http://www.pli.edu/Content/CourseHandbook/Think_Like_a_Lawyer_Talk_Like_a_Geek_2017/_/N-4mZ1z10mps?ID=307984
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Unmanned aircraft systems (“UAS” or “drones”) are turning aviation law on 
its head. With low costs, easy use, and a growing number of applications, UAS are 
entering the National Airspace System (“NAS”) with millions of new users that 
previously had no way to access it. The integration of UAS into the NAS is one of 
the most significant challenges in aviation law since the deregulation of the U.S. 
airline industry in 1978. These market changes and regulatory challenges are also 
being realized throughout the world.
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The sheer number of UAS drives the enormous and growing impact. Between 
December 2015—when the Federal Aviation Administration (“FAA”) began 
requiring registration of UAS—and March 2017, more than 800,000 UAS were 
registered. Many thousands more are likely unregistered, and in 2017, the U.S. 
Court of Appeals for the D.C. Circuit prohibited the FAA from requiring the 
registration of UAS that are only used for recreational purposes, also known as fly-
ing “model aircraft.”1 The FAA forecasts the total number of UAS in the United 
States may surpass six million by 2021. In comparison, approximately 320,000 
manned aircraft are registered in the United States as of 2016.2

The total number of drones 
in the United States may 

surpass 6 million by 2021.

In turn, aviation law is rapidly evolving to address the influx of UAS, both in 
the United States and throughout the world. This article reviews the current and 
proposed regulatory regimes in the United States and the European Union, pro-
vides updates on the recurring debates concerning privacy and preemption, and 
predicts potential legal changes that may be implemented in the coming months 
and years.

The U.s. regulatory Framework Needs Improvements 
and Expansion to Model Aircraft

Part 107—One Year Later

Over one year ago, the FAA regulation governing commercial operations of 
small UAS (“sUAS”) in the NAS took effect.3 Promulgated under 14 C.F.R. part 
107 (“Part 107”), the rules redefined the UAS regime in the United States.

When the FAA issued the regulation, it permitted a wide variety of commer-
cial operations that had previously required an application, case-by-case review, 
and FAA approval through various exemptions to existing aviation regulations. 
In particular, Part 107 allows sUAS weighing 55 lbs. or less to fly without FAA 



Unmanned Aircraft Systems: The Evolving Legal Landscape in the United States and Europe 

209

approval so long as the operation remains within Part 107’s limitations.4 Among 
other restrictions, Part 107 requires that operations be within visual line of sight 
(“VLOS”) at all times, over participants only, at daytime or twilight hours with 
proper lighting, at a maximum airspeed of 100 mph, and at a maximum altitude 
of 400 feet above ground level or within 400 feet of a structure.5 Part 107 permits 
operations in uncontrolled Class G airspace or in controlled airspace with prior 
approval from FAA Air Traffic Control.6 

Part 107 also included a waiver mechanism to allow UAS operators to oper-
ate outside the Part 107 limitations, provided the applicant meets certain safety 
requirements specific to the intended operation. Waivable operations include 
operations from a moving vehicle or aircraft, nighttime operations, operations 
beyond VLOS, operations of multiple sUAS simultaneously, and operations over 
non-participants.7 The FAA provides guidelines that detail FAA’s expected safety 
mitigations that applicants should put in place for each type of waiver.8 So far, over 
1,200 waivers have been granted,9 the vast majority of which are for nighttime 
operations.10

Part 107 lifted the burden of approving hundreds of thousands of applica-
tions for low-altitude, low-risk operations in uncontrolled airspace with sUAS. 
Undoubtedly, this has also benefited commercial sUAS operators that can now 
operate without the costly and time-consuming application process. 

On the other hand, Part 107’s limitations are becoming evident, and improve-
ments are necessary to keep up with the rapidly changing UAS industry. Partic-
ularly, the FAA needs to accelerate and expedite sUAS operations that are com-
monplace and known to be low-risk. For example, the FAA routinely approves 
waivers for nighttime operations with a certain set of limitations, which could be 
done through blanket waivers or revisions to Part 107. Similarly, airspace approv-
als for operations in certain controlled airspace could be streamlined—the current 
ninety-day approval process is too long for many Part 107 low-altitude operators 
that present no risk to manned aviation. 

Congress and the administration appear to be considering some additional 
changes to Part 107. The U.S. Department of Transportation (“DOT”) updated 
its report on significant rulemakings forthcoming and included a long-delayed 
rule related to operation of sUAS over people.11 The DOT now expects that pro-
posed rule, originally slated for publication in December 2016, to be published by 
February 28, 2018. Such operations would significantly expand the universe for 
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Part 107 operations, such as over roads or sidewalks. Likewise, Congress’s draft 
versions of FAA reauthorization bills include numerous possible changes, includ-

ing package delivery, operations beyond VLOS in coordination with unmanned 
traffic management technology, and separate rules for micro-drones under 4.4 lbs. 

Regulation of Recreational UAS Operations

The FAA has a different regulatory regime for model aircraft.12 As a result 
of federal statutes, the FAA has far less control over model aircraft as compared 
to commercial operations under Part 107. As long as the operator of the model 
aircraft abides by some limited restrictions,13 “the Administrator of the Federal 
Aviation Administration may not promulgate any rule or regulation regarding a 
model aircraft.”14 A recent federal appellate decision upheld a broad interpreta-
tion of this prohibition.

In December 2015, responding to the rapid increase in UAS, the FAA began 
requiring registration of UAS over 0.55 lbs. The registration rule included model 
aircraft. Administrator Michael Huerta stated that the registration rule provides 
the FAA the “opportunity to educate these new airspace users before they fly so 
they know the airspace rules and understand they are accountable to the public 
for flying responsibly.”15

Soon after implementation, John Taylor, a drone hobbyist, filed a pro se chal-
lenge to the registration rule, alleging that the FAA was in violation of the statute 
that prohibits the FAA from promulgating “any rule or regulation regarding a 
model aircraft.” The FAA argued that its registration rule was premised on its 
preexisting authority to require the registration of all aircraft and on its authority 
to ensure the safety of the NAS. In 2017, the U.S. Court of Appeals for the D.C. 

Currently the FAA may not 
promulgate any rule or regulation 

regarding a model aircraft.
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Circuit agreed with Taylor, holding that “the Registration Rule is unlawful as 
applied to model aircraft.” The panel opinion also rebuked the FAA, stating that 
“[s]tatutory interpretation does not get much simpler.”16

The FAA did not appeal the court’s decision, but appears to be working with 
Congress to change the FAA’s underlying statutory authority over model aircraft 
operations.17 The FAA continues to enforce prohibitions on reckless and careless 
operation of UAS, but unless Taylor v. Huerta is overturned by legislation, the 
FAA’s ability to directly regulate recreational sUAS operations appear to be sig-
nificantly stifled. 

EAsA’s Proposed regulatory shift: Good for some, 
Uncertainty for Others

The UAS industry currently navigates through a patchwork of UAS laws and 
regulations to operate or market UAS in the European Aviation Safety Agency 
(EASA) member states.18 This creates an often unnecessary administrative burden 
on the industry, particularly on multinational organizations that have identical 
and safe operations throughout Europe. EASA seeks to change that framework, 
proposing to harmonize the rules for low-risk (i.e., sUAS) and medium-risk oper-
ations, whether for commercial or recreational purposes, but it is leaving the reg-
ulation of high-risk operations to member states.

First published in August 2016, and with EASA having recently completed 
the second round of public comments, EASA’s proposed regulatory framework is 
operation-centric but also applies to non-operators in the industry (i.e., manufac-
turers and distributors).19 The proposed framework, which is largely based on the 
model by the Joint Authorities for Rulemaking on Unmanned Systems,20 defines 
two categories of operations: (1) the Open category for low-risk operations, and 
(2) the Specific category for medium-risk operations. Existing operators that 
can easily fit within the Open category criteria and are currently required to get 
authorization from aviation authorities should welcome the proposed framework 
because EASA will not require operator approvals for Open category flights, with 
the exception of pilot competency certification or testing for certain operations.

Although the least burdensome from a regulatory approval perspective, the 
Open category criteria may be best characterized as a matrix of requirements 
and operating limitations. The type of operations (e.g., operations over people) 
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corresponds to various risk-based limitations and requirements, including UAS 
weights, maximum altitudes, pilot competency, pilot age/supervision require-
ments, UAS registration, and technical requirements. The rules will also help 
operators determine the applicable criteria by requiring new UAS to be accompa-
nied by markings and leaflets that define the UAS “Class” that corresponds to the 
applicable operating limitations and requirements.

The notable proposed change from most existing regulatory frameworks of 
individual states is the design requirements for UAS for certain subcategories of 
operation, as well as the imposition of related obligations that flow up the sup-
ply chain, from distributors, to importers, to manufacturers. In contrast, current 
regulatory frameworks focus on operator requirements. For example, an operator 
using a UAS that is less than 4 kg and in the proximity of uninvolved people 
must ensure that the UAS is equipped with an electronic identification system 
and a geo-fencing system.21 EASA is seeking to address many concerns with these 
design criteria, including safety, law enforcement, security, and privacy. When 
marketing a UAS for a particular “Class,” manufacturers and importers will need 
to confirm the design’s compliance, while distributors will need to recall products 
that are non-compliant. 

On the other hand, EASA has demonstrated the foresight to protect an 
industry that has undergone rapid technological development in the recent past, 
including many operations and technologies that fall outside of the Open cate-
gory. Particularly, EASA created a few options for member states to allow such 
operations. First, member states will be able to create drone zones or no-drone 
zones. In these zones, member states may exempt operators from the regulatory 
requirements to allow for testing in appropriate low-risk areas or, to the contrary, 
impose additional restrictions or prohibitions where the member state has deemed 
a heightened safety, security, or privacy risk. These zones will be a valuable tool for 
member states, which are undoubtedly in a better position than EASA to assess 
the local interests and risks for UAS, and will allow for local growth in the UAS 
industry.

Second, EASA’s proposed Specific category, which covers most operations that 
do not fit into the Open category, will allow for medium-risk operations upon 
approval from a member state authority or upon a declaration that the opera-
tion meets the criteria of a pre-approved scenario. It is unclear, however, whether 
member states will be required to recognize the approvals from other member 



Unmanned Aircraft Systems: The Evolving Legal Landscape in the United States and Europe 

213

states, which may lead some multinational operators back to the same patch-
work of approvals they require now. Additionally, because the upper boundary 
of the Specific category remains undefined, operators may struggle to determine 
whether their operations meet the Specific category threshold for operations in a 
given state.

In sum, EASA’s proposed framework should be welcomed by the UAS indus-
try, facilitating operations and avoiding administrative burdens, particularly for 
sUAS. The European Commission’s adoption is expected in the first quarter of 
2018.

The Ongoing Challenges and Unsettled Legal Landscape

Drone Privacy Concerns in the United States and Abroad

As UAS numbers grow globally, questions of privacy are also increasing. Many 
individuals and organizations have raised UAS privacy concerns, which has caused 
many governments to factor privacy into their aviation regulations, and state and 
local governments to enact their own laws addressing the same.

In the United States, the FAA has typically avoided the issue of privacy alto-
gether—generally leaving it to state and local governments to regulate.22 Despite 
pressures from privacy organizations, the FAA did not include any privacy provi-
sions in its Part 107 rule or in its model aircraft guidance. In its press release 
regarding the release of Part 107, the FAA stated that it “does not regulate how 
UAS gather data on people or property,” although it “encouraged UAS pilots to 
check local and state laws before gathering information through remote sensing 
technology or photography.”23 The FAA often references the National Telecom-
munications and Information Administration multi-stakeholder process, which 
convened in 2016 to 
develop privacy best prac-
tices for UAS.24

One interest group, the 
Electronic Privacy Infor-
mation Center (“EPIC”), 
has repeatedly pressured 
the FAA on privacy issues and is taking the FAA to court to challenge its lack of 
action. In 2012, EPIC petitioned the FAA to establish privacy protections, but 

The FAA has generally left 
privacy to state and local 
governments to regulate.
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the FAA denied the request. Similarly, in 2015, EPIC again challenged the lack 
of privacy protections in relation to the notice of proposed rulemaking for what 
would become Part 107. The FAA again demurred, stating that privacy issues 
“are beyond the scope of this rulemaking.”25 Once the FAA finalized Part 107, 
EPIC challenged the FAA’s failure to address privacy. EPIC v. FAA is pending 
before the U.S. Court of Appeals for the D.C. Circuit, and briefs and arguments 
are expected this fall.26

In June 2017, the FAA created an aviation rulemaking committee that is tasked 
with establishing standards for identifying and tracking UAS during operations. 
The tracking and identification of UAS is a key privacy component because it 
permits the public to know the UAS operator, the UAS location, and its purpose. 
This will facilitate the enforcement of state and local rules on privacy, such as 
“peeping tom” laws.

Congress, which has also been relatively silent on the issue of UAS privacy, is 
looking to address the issue in the FAA reauthorization bill. The House version of 
the bill requests a DOT study regarding the potential for UAS to reduce privacy.27 
The Senate version goes further.28 It incorporates a similar DOT study, urges Part 
107 operators to promulgate UAS privacy policies, authorizes the Federal Trade 
Commission to enforce such policies, and requires the FAA to publicize details of 
government and commercial UAS operations permitted in the NAS.

UAS Privacy in Europe

The EU is also feeling pressure to address citizens’ concerns about potential 
privacy breaches. Unlike the United States, the EU regulators addressed privacy 
in their new UAS rulemaking. For example, the EASA rules require a suite of 
privacy protections, including geo-fencing software to prevent operations in cer-
tain locations, remote identification of UAS, and a registration requirement for 
all drones over 250 grams in mass. EASA member states also address privacy 
concerns through national laws related to UAS with cameras and by setting up 
no-drone zones. For example, the United Kingdom currently has laws prohibit-
ing UAS with cameras from flying within fifty meters of a person, structure, or 
vehicle, or within 150 meters of congested areas.
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Preemption and Federalism Issues

As UAS become increasingly common throughout the United States, the FAA 
has been challenged with a barrage of state and local laws that regulate the time, 
place, and manner of UAS operations. Regardless of this influx of state and local 
laws, the FAA has remained steadfast in its claim that federal preemption over 
aircraft operations prevents regulation by any other government. For example, the 
FAA’s guidance regarding the scope of permissible state regulation only approves 
regulations based on a state’s traditional police powers—such as requiring war-
rants for UAS searches, prohibiting voyeurism via UAS, prohibiting harassment of 
hunters or animals with UAS, and prohibiting attaching firearms or weapons to a 
UAS.29 The FAA makes clear that state and local regulations relating to the UAS 
operations themselves, such as locations for operation, height, speed, etc., are 
wholly in the FAA’s purview. A recent federal court decision confirmed the FAA’s 
position when the court overturned portions of a Newton, Massachusetts, UAS 
law restricting operations over both public and private property and requiring 
local UAS registation.30 The judge in the Newton case determined that federal 
statutes and FAA’s regulations preempted conflicting local provisions related to 
UAS registration and operating restrictions.

The federalism and preemption issues are also being contemplated in Congress 
with proposed legislation that would strip the FAA’s authority over certain low-al-
titude UAS operations. A Senate bill, the Drone Federalism Act of 2017, would 
give state and local governments authority to “issue reasonable restrictions on the 
time, manner, and place of operation of a civil unmanned aircraft system that is 
operated below 200 feet above ground level or within 200 feet of a structure.”31 

According to the legislation, those state and local restrictions could include: limits 
on speed, location, and operating time; and other “prohibitions that protect pub-
lic safety, personal privacy, or property rights, or that manage land use or restrict 
noise pollution.”32

Governmental bodies are  
at odds over where the  

regulatory authority should reside.
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As the FAA reauthorization legislation continues to work its way through 
Congress, Congress will have to grapple with these issues. The federalism debate 
in the United States—where Congress is considering giving additional authority 
to the state government—is the opposite of the trend in the EU, where EASA is 
centralizing and unifying regulations across the continent. 

Conclusion

Regulation of UAS in the United States and the EU is at a turning point as 
many stakeholders seek additional power over UAS regulatory regimes. Oper-
ators want the freedom to undertake more complex flights; regulators want to 
ensure the highest levels of safety; many in the general public want additional pri-
vacy assurances; and governmental bodies are at odds over where the regulatory 
authority should reside. These divisions are the hallmarks of an evolving, growing 
industry, and aviation law writ large needs to be aware of the shifting legal com-
plexities in UAS airspace.

This article is based on the PLI One-Hour Briefing Unmanned Aircraft 
Systems: The Evolving Legal Landscape, by Kenneth P. Quinn and 
Jennifer Trock.

http://www.pli.edu/Content/OnDemand/Unmanned_Aircraft_Systems_The_Evolving_Legal/_/N-4nZ1z0zxkm?fromsearch=false&ID=327359
http://www.pli.edu/Content/OnDemand/Unmanned_Aircraft_Systems_The_Evolving_Legal/_/N-4nZ1z0zxkm?fromsearch=false&ID=327359
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To see how far we have come in the content distribution space, it is instruc-
tive to first provide a brief history of content distribution platforms, as well as 
take note of a few seminal cases that have provided the legal doctrinal framework 
within which new technologies and distribution platforms now operate.

Player Pianos and Music Boxes

Today, interactive music streaming services such as Spotify, SoundCloud, and 
Apple Music lead the market for on-demand music consumption. However, the 
desire for music “on demand” is not new. Around the turn of the twentieth cen-
tury, a technological precursor to these services was introduced to the U.S. mar-
ket in the form of player pianos. This revolutionary technology allowed users to 
insert a music roll (similar to a punch card) into the piano, and the piano would 
play the music printed on the roll.1 

The player piano followed in the footsteps of the music box—a mechanical 
musical instrument operated by a watch spring that was “sounded when tuned 
metal prongs . . . mounted in a flat comb [were] made to vibrate by contact with 
a revolving cylinder.”2 Before the advent of devices such as these, if an individual 
(or more likely a bar or other social establishment, given the cost of these technol-
ogies) wanted to listen to music, that individual or establishment would have to 
produce that music itself, or pay for a live performance. Distribution platforms 
such as player pianos and music boxes forever changed the music world—provid-
ing a means for users to listen to music without requiring a live performance. 

The mechanical reproduction of musical compositions, while redefining how 
music could be consumed, also created the question of whether royalties were 
owed to musical composition copyright holders whose songs were played by these 
machines. This question was answered by the Supreme Court in 1908, in the sem-
inal case of White-Smith Music Publishing Co. v. Apollo Co.3

In White-Smith, musical 
composition copyright holders 
argued that music rolls used by 
player pianos were no different 
from traditional sheet music, 
and thus the mechanical repro-
ductions produced by player 
pianos should fall within the 

Player pianos were 
instrumental in redefining 
preconceived notions 
of how music could be 
consumed.
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scope of the exclusive rights granted by the Copyright Act. In rejecting the plain-
tiffs’ argument, the Supreme Court held that the music rolls read by player pianos 
were “parts of a machine,” rather than copies, and as a result, royalties needed 
not be paid for their use.4 The Court distinguished music rolls from traditional 
sheet music on the basis that music rolls were read by a machine, rather than by a 
human—a distinction that has since been expressly rejected by Congress.5

While player pianos were revolutionary for their time, their popularity was 
relatively short-lived. Player pianos were instrumental in redefining preconceived 
notions of how music could be consumed, but they were unable to truly rev-
olutionize the content distribution market because of their limited utility and 
accessibility. However, the advent of the player piano foreshadowed the coming 
of future technological innovations. 

Analog/Terrestrial Radio

One of these groundbreaking technological innovations came in the early 
1920s in the form of analog radio. Radios enabled broadcasters to transmit radio 
wave signals to millions of listeners simultaneously—effectively taking the private 

performance of the player piano and transforming it into a public performance 
that could be consumed by several individuals at once. The technology behind 
analog radio is relatively simple, but it has helped pave the way for the interactive 
streaming services that we now know today. 

Terrestrial radio involves two parts: a receiver and a transmitter. The transmit-
ter sends radio waves to the receiver in one of two forms of modulation: amplitude 
modulation (AM) or frequency modulation (FM). The two forms of modulation 
differ with regard to frequency range, number of frequencies, and transmitter 
power.6

Analog radio technology has 
helped pave the way for the 

interactive streaming services 
we now know today.
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This new medium was a goldmine for both broadcasters and advertisers alike 
who wanted to reach large audiences. However, as is often the case in the tech-
nology sector, the technology of the radio had outpaced the existing legislative 
framework—leaving courts and lawmakers to wrestle with how to address copy-
right, First Amendment, and other legal issues in the context of this new distri-
bution platform.

In contrast to the judge-made law surrounding player pianos, in the case of 
radio technology, Congress took the lead, passing the Radio Act of 1927, which 
created the Federal Radio Commission (FRC)—a regulatory agency responsible 
for granting broadcast licenses. (This statute has since been repealed by the Com-
munications Act of 1934, which created the Federal Communications Commis-
sion (FCC).)7

After establishing a regulatory regime responsible for balancing First Amend-
ment concerns associated with the radio, the next issue to be resolved was royal-
ties. The daunting task of developing an adequate licensing scheme was resolved 
relatively early on in radio’s history by the creation of performance rights organi-
zations (PROs) such as ASCAP.8 These organizations contracted with copyright 
owners for the musical composition copyrights, and in turn, the PROs granted 
blanket licenses to radio stations for the public performance rights of the copy-
righted songs.9

This PRO-facilitated licensing scheme was one of the most notable conse-
quences of radio broadcasting technology. It allowed radio stations to overcome 
the otherwise insurmountable transaction costs associated with receiving a license 
from each individual copyright owner.10 By granting blanket licenses, PROs 
reduced transaction costs for broadcasters and ensured compensation for the 
copyright owners.11 While analog radios are increasingly becoming relics of the 
past, the licensing arrangement created in response to radio technology continues 
to live on today in other areas of the content distribution ecosystem, including in 
television and the Internet.

Despite the progress it has promoted, this PRO-based licensing scheme has not 
come without criticism. One of the most prominent criticisms has come from the 
record industry, which is currently lobbying Congress to include sound record-
ing copyright owners in this statutory licensing scheme. As it stands now, sound 
recording copyright owners (primarily record labels) do not receive any royalties 
from radio broadcasters that play their songs.12 
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The current licensing arrangement for sound recording copyright owners is 
slightly more complicated than that for musical composition copyright owners. 
For sound recordings, statutory licenses only apply to specific “non-interactive” 
digital music services (such as free webcasts and simulcasts), while interactive 

music services (such as Spotify or Apple Music) must obtain a license directly from 
the copyright holder.13 The rates for the statutory licenses are set by the Copyright 
Royalty Board and administered by an entity called SoundExchange.14 

Lastly, it is worth noting that the Department of Justice (DOJ) has recently 
filed an appeal in the Second Circuit in a case regarding the PRO licensing scheme. 
The DOJ argues that the lower court incorrectly interpreted a longstanding anti-
trust agreement among the PROs to allow for “fractional licensing” (licensing 
only the portion of a work that a PRO’s member owns rather than “full work” 
licenses of the entire work or composition regardless of joint ownership).15 The 
Second Circuit has yet to rule on the case, but this appeal is merely further evi-
dence that the PRO licensing scheme, while helpful in reducing transaction costs, 
is not without controversy.

Television

The introduction of commercial television in the late 1940s continued the 
natural technological progression, providing users with a visual experience to 
enhance content that was previously only accessible via radio broadcasts.

Unlike analog radio technology, which has remained fairly stagnant over time, 
television has gone through a series of transformations over the course of its his-
tory. Early television technology involved a process very similar to radio—broad-

The licensing arrangement 
created in response to radio 
technology lives on today  

in other areas of the  
content distribution ecosystem.
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casting companies transmitted a signal over the airwaves that was picked up by an 
antenna on the user’s television set.16 Although this technology closely mirrored 
radio broadcasting technology, television broadcasts would prove to be the source 
of far more legal challenges than its radio predecessor.

One of the earliest Supreme Court cases involving television technology con-
cerned community antenna television (CATV).17 CATV operators “received, 
amplified, and modulated broadcast signals from television stations, converted 
them to different frequencies, and transmitted the signals to CATV subscribers” 
via coaxial cables, strung on utility poles18—essentially serving as a large antenna 
to allow broadcast signals to reach more television sets. The issue with this tech-
nology was that only the television stations had a license to broadcast the televised 
content. As a result, whether CATV providers were liable for copyright infringe-
ment when they picked up the broadcast signals and retransmitted them to sub-
scribers without a license from the broadcasters hinged on whether the Supreme 
Court interpreted this service as constituting a “public performance” under the 
Copyright Act.

In Fortnightly Corp. v. United Artists Television, Inc., the Supreme Court held 
that CATV providers, which “neither edited the programs received nor originated 
any programs of [their] own,” but rather simply amplified existing broadcast sig-
nals, were more analogous to viewers than broadcasters.19 In the early years of 
broadcast television, this viewer/broadcaster distinction was dispositive. Accord-
ing to the Court, “Broadcasters perform. Viewers do not perform.”20 Thus, 
by characterizing CATV providers as “viewers” within the viewer/broadcaster 
framework, the Court was able to justify its holding that CATV transmissions did 
not constitute “public performances” under the Copyright Act.21 

The holding in Fortnightly was broadened six years later in Teleprompter Corp. 
v. Columbia Broadcasting, when the Supreme Court held that CATV transmis-
sions were not public performances, regardless of whether the CATV system was 
transmitting a “local signal” or a “distant signal.”22 Read together, the Supreme 
Court’s holdings in Fortnightly and Teleprompter combined to establish a bright-
line rule, deeming CATV a non-infringing transmission.

The Supreme Court’s decisions in Fortnightly and Teleprompter can perhaps be 
best understood as a product of the Court’s attempting to create law for a new 
technology that was not yet fully understood. In analyzing CATV technology, 
the Court tried to conceptualize the technology within the preexisting viewer/
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broadcaster framework and found that broadcasters required a license to transmit 
broadcast signals, while CATV providers did not. This was obviously a question-
able distinction. The disparate treatment between these two technologies was 
relatively short-lived, however, as Congress rejected any such distinction between 
cable and broadcast technologies in the Copyright Act of 1976.

The amended Copyright Act clarified that “performing” an audiovisual work 
means to “show its images in any sequence or to make the sounds accompa-
nying it audible.”23 This language eliminated the viewer/broadcaster distinction 
that had been embraced by the Court in Fortnightly and Teleprompter by making 
clear that both the viewer and the broadcaster “perform” the work for purposes 
of the Copyright Act. Moreover, Congress enacted the Transmit Clause in the 
amended act, which states that an entity performs “publicly” when it “transmit[s] 
or otherwise communicate[s] a performance or display of the work . . . to the 
public.”24 The Copyright Act further defines “transmit” as “to communicate [a 
performance] by any device or process whereby images or sounds are received 
beyond the place from which they are sent.”25 Lastly, the amended Copyright Act 
included a detailed compulsory licensing scheme that cable companies must abide 
by in order to retransmit broadcasts in accordance with the Act.26

This legislation reversed the Supreme Court’s previous decisions regarding 
cable television technology and provided some much-needed clarity to the legal 
landscape surrounding the distribution of television content. However, this 
increased clarity was only temporary. It was only a matter of time before a new 
distribution platform would emerge that would push the boundaries of content 
distribution. 

Video Cassette Recorders (VCRs)

In the days before TiVo, DVR, and on-demand content, consumers were at 
the mercy of the television networks. If people wanted to watch a particular show, 
they had to be in front of their television sets at the time determined by the 
network for that show to be broadcast. This business model gave networks the 
extraordinary power to dictate the specific time that individuals could consume 
content. However, with the introduction of the video cassette recorder (VCR), 
consumers were able to take control of their viewing schedules.

In 1982, Jack Valenti, then-president of the Motion Picture Association of 
America, famously stated, “I say to you that the VCR is to the American film pro-
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ducer and the American public as the Boston strangler is to the woman home 
alone.”27 The introduction of VCRs playing “video home system” (VHS) tapes 
(as well as machines running the competing videotape format Betamax) into 
American homes initially caused mass hysteria in the television and movie  

industries, as they worried that these technologies would replace consumer 
demand for live television and the cinema. In an effort to thwart this perceived 
changing of the guard, the motion picture industry filed a copyright infringement 
suit against one of the largest video tape recorder manufacturers in the world 
(Sony), which sold the Betamax VCR, claiming that the mere sale of this equip-
ment was sufficient to establish copyright infringement liability.28 

In the seminal case of Sony Corp. of America v. Universal City Studios, Inc. (also 
known as the “Betamax case”), the Court applied the “staple article of commerce 
doctrine” from patent law to find that video tape recorder manufacturers could 
not be liable for copyright infringement solely on the basis of distribution, so long 
as the machines were capable of “substantial noninfringing uses.”29 In addition to 
introducing the staple article of commerce doctrine into copyright law, the Sony 
ruling also established important precedent in holding that noncommercial home 
use recording of material broadcast over the public airwaves (i.e., time-shifting) 
for purposes of private home viewing was fair use.30

Except in cases of inducement liability, the Supreme Court’s ruling in Sony 
established a safe harbor for device manufacturers, who can now rely on the staple 
article of commerce doctrine to avoid liability.31 The introduction of this doctrine 
into copyright law by the Supreme Court suggested that the Court was shifting 

The Sony ruling suggested 
that the Court was shifting 

in favor of technological 
innovation over artists’ 

rights protection.
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in favor of technological innovation over artists’ rights protection—however, sev-
eral post-Sony cases have made clear that the debate between these two opposing 
concerns is still very much unsettled.

New Uses in Licensing Agreements

One of the main areas in which the “innovation versus authors’ rights protec-
tion” debate has played out has been in the context of “new uses” in licensing 
agreements. Just as the Supreme Court was forced to decide new technology cases 
using outdated language in the Copyright Act, courts have been repeatedly forced 
to decide whether new technology falls within the four corners of a preexisting 
licensing agreement. 

One of the seminal cases regarding new uses in licensing agreements arose out 
of the Second Circuit in Boosey & Hawkes Music Publishers, Ltd. v. Walt Disney 
Co.32 In Boosey, the parties had a licensing agreement that allowed the licensee 
(Disney) to use certain musical works in a “motion picture.”33 The issue in the 
case was whether Disney’s right to use the musical works in a motion picture 
extended to using the music “in video cassette and laser disc format (‘video for-
mat’) of the film ‘Fantasia,’” or whether such a video format release breached the 
original 1939 license.34 Ultimately, the court held that if a contract could reason-
ably be read to include the new use, then the license covered distribution in video 
format.35

Courts often attempt,  
within the bounds of copyright law,  

to avoid stifling innovation.

Although the Boosey court claimed to be using neutral principles of contract 
interpretation to come to its conclusion, a telling footnote in the opinion suggests 
that this decision was at least partially policy driven. In footnote 4 of the opinion, 
the court notes that “an approach to new-use problems that tilts against licensees 
gives rise to antiprogressive incentives.”36 In other words, in terms of balancing 
authors’ rights against the benefits of technological innovation, the court’s deci-
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sion in Boosey reflects a thumb on the scale in favor of innovation—a trend that has 
continued to live on in many new technology cases.

The Second Circuit revisited the new-use problem in 2002 in the case of Ran-
dom House, Inc. v. Rosetta Books LLC.37 In Random House, the new technology 
at issue was that of e-books. The relevant licensing agreement gave plaintiffs the 
right to reproduce certain novels “in book form,” and the issue was whether 
e-books could be covered by this language.38 In finding that this new use was not 
covered by the contract, the district court distinguished this case from Boosey by 
highlighting the fact that e-books and printed books are entirely different media 
(as opposed to motion pictures and videos),39 and the fact that there is no concern 
about antiprogressive incentives in this case, as “it cannot be said that licensees 
such as book publishers and movie producers are ipso facto more likely to advance 
digital technology than start-up companies.”40

Boosey and Random House, although coming to different conclusions regard-
ing whether licensing agreements should be read in favor of licensees or licensors, 
reflect a common theme: in an age of rapid technological development, courts 
often attempt, within the bounds of copyright law, to avoid stifling innovation.41 
However, as technology becomes more advanced and the trend towards more 
user-generated content continues, the dichotomy between authors’ rights and 
innovation incentives continues to blur.

Online Streaming Services

Recently, the technology that has had the greatest impact on society has been 
the Internet. The Internet has ushered in a new age of content distribution and 
offers unprecedented consumer choice—forcing the Supreme Court, yet again, 
to decide how to conceptualize a new technology within an old legislative frame-
work. To date, the seminal case in this regard is American Broadcasting Compa-
nies v. Aereo, Inc.42 In Aereo the Supreme Court was confronted with the issue of 
whether Aereo’s online video streaming service, which assigned a specific antenna 
to each individual subscriber, constituted a “public performance” under the 
Copyright Act.43 

Aereo’s technology attempted to escape the purview of the Copyright Act 
by using thousands of tiny antennas to pick up free over-the-air broadcasts and 
assigning each antenna to a specific subscriber—thus arguably making each trans-
mission of a work a “private” performance.44 Under a strict reading of the Copy-
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right Act, Aereo’s business model arguably appeared not to have violated any 
copyright law: Aereo did not engage in any volitional activity to initiate the copy-
ing of a copyrighted work (the user initiated the copying), and each individual 
transmission was only sent to one individual user. However, to the great relief of 
broadcasters, the Supreme Court did not endorse this view. 

Rather than focusing on the nuances of Aereo’s technology, the Supreme Court 
used a test characterized by Justice Scalia in dissent as a “looks-like-cable-TV” test, 
to find that Aereo’s system constituted a public performance under the Copyright 
Act.45 Although the Court noted one significant difference between Aereo and 
CATV—the fact that CATV provided a constant transmission to each subscriber, 
while Aereo’s system “remain[ed] inert until a subscriber indicate[d] that she 
want[ed] to watch a program”46—the Court nonetheless held that Aereo’s tech-
nology was too similar to CATV to fall outside the scope of the Copyright Act. 

The most significant question created by the Aereo decision is whether lower 
courts will strictly adhere to the Supreme Court’s interpretation of the Transmit 
Clause. If lower courts do strictly follow this approach, some commentators are 
concerned that Aereo may have the effect of stifling innovation and reverse the 
recent trend towards more online streaming and cloud-based services.47 Under 
the Court’s interpretation of the Transmit Clause in Aereo, the “performance” 
being transmitted is the underlying work (for example, an episode of the show 
Seinfeld), and thus Aereo was engaging in a public performance by allowing mul-
tiple people to consume that underlying work.48 Aereo’s argument in response, 
which was based largely on the holding by the Second Circuit in Cartoon Network 
v. CSC Holdings, Inc., was that the “performance” was the individual transmission 
being sent to a single user.49 

In rejecting Aereo’s argument, the Supreme Court, in theory, cast some doubt 
on the legality of the entire business model of cloud computing. Cloud com-
puting is a decentralized storage system, in which information is stored on the 
Internet, rather than on a local hard drive.50 If millions of people each store their 
own copy of a recent pop song in the cloud and then stream it over the Internet, 
then users may be engaging in essentially the same conduct that the Supreme 
Court deemed covered by the Copyright Act in Aereo (absent any considerations 
of fair use).51 Importantly, the Court in Aereo made sure to qualify its holding as 
a “limited” one, in which it was not expressing an opinion on the legality of any 
other new technologies. In response, courts, in several instances, have limited 
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Aereo’s holding to its facts and have declined to interpret it to have eliminated 
by implication the “volitional conduct” requirement for direct liability under the 
Copyright Act.52 

The Future of Content Distribution

While it’s impossible to predict exactly how content distribution platforms 
will look going forward, some trends are likely to continue. For example, tradi-
tional cable television services are likely to continue to adapt and compete with 
an ever-increasing number of over-the-top (OTT) content services. OTT is “any 
app or service that provides a product over the Internet and bypasses traditional 
distribution.”53 Examples of OTT providers include Netflix, Hulu, and Sling TV. 

The recent proliferation of OTT providers is a reflection of the continued 
evolution of content distribution. Tellingly, a 2016 Nielsen survey indicated that 
among individuals between the ages of twenty-one and thirty-four, 38% of respon-
dents said they plan to cancel their cable or satellite subscription and replace it 
with online video services.54 Studies such as these, combined with a steady, slow 
decline in cable subscriptions, are forcing cable companies to adapt by offering 
more and more “skinny bundles,” rather than relying solely on larger bundled 
packages.55

In terms of consumer demand, the trend is clearly pointing towards an increase 
in on-demand content that can be immediately accessed on multiple devices. In 
order to service this demand, content in all forms—whether it be games, movies, 
or apps—is being transferred to the cloud in an effort to make that content more 
widely accessible. This new technology may face increased legal scrutiny after the 
Aereo decision, but from solely a technological perspective, cloud-based systems 
will undoubtedly be the way of the future. The only question is how the law will 
respond.

Protection of Content in the Digital World

Early Examples of Technological Protections

Finding the proper balance between the rights of copyright owners and the 
rights of users of copyrighted works has proven challenging. As discussed above, 
the Supreme Court’s decision in Sony was a referendum on the future of copyright 
protection in the new digital age.
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In response to the Sony decision, the motion picture industry took steps to 
increase protection for its copyrighted works outside of the Copyright Act. In the 
1980s, the motion picture industry developed a form of digital rights manage-
ment (DRM), which sought to impose additional barriers against unauthorized 
uses of copyrighted works. This DRM came in the form of a technology called 
Macrovision, which prevented unauthorized copying of prerecorded videocas-
settes containing copyrighted motion pictures.56 

Following the lead of the motion picture industry, cable and satellite broad-
casters also began to invest in DRM in the 1980s in an effort to prevent unautho-
rized reception of broadcast signals by viewers that had not paid for a subscription 
service. One of the earliest iterations of DRM in the television industry came in 
the form of encryption technology called VideoCipher II (the original VideoCi-
pher was quickly taken off the market due to security vulnerabilities).57 

VideoCipher II—sold by General Instrument Corp. (the largest producer of 
cable TV set-top boxes in the United States before being acquired by Motorola 
for $17 billion in January 2000)58—included both scrambling and descrambling 
equipment and became the “de facto industry standard” for satellite television 
scrambling during the late ’80s and early ’90s.59 VideoCipher II equipment pre-
vented unauthorized access to broadcast signals by scrambling the signals and 
then descrambling them once the satellite-dish owner paid a monthly fee to the 
cable networks.60 In the late 1990s, broadcasters began the move from analog 
feeds to digital transmissions (DTV),61 and VideoCipher II (and its successor, 
VideoCipher II Plus) slowly became obsolete.

Not to be outdone, the computer software industry also participated in this 
DRM-centered campaign against unauthorized copying and distribution of copy-
righted works. In the 1980s, the software industry began equipping its software 
with copy-protection devices that prevented users from creating back-up cop-
ies of floppy disks containing the software and from loading software programs 
onto hard-disk storage.62 Unfortunately for the computer software industry, these 
DRM devices were met with widespread consumer backlash—leading to software 
companies quickly abandoning these primitive forms of DRM in search of more 
practical solutions.63
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Digital Millennium Copyright Act (DMCA) Background

Two things became clear from the DRM movement in the 1980s. First, the 
model of each industry independently attempting to implement the most effec-
tive DRM protection without coordinating with other industries was no longer 
feasible. Anti-circumvention technology was becoming far too advanced for each 
industry to try to tackle the issue on its own. Second, the introduction of DRM 
had initiated an “arms race” between copyright owners’ DRM and users’ anti-cir-
cumvention measures, necessitating some sort of comprehensive legislation to set 
the ground rules.

This comprehensive legislation came in the form of the Digital Millennium 
Copyright Act of 1998 (DMCA).64 The DMCA was the product of an intense 
bargaining process between copyright owners, who argued that new technol-
ogy (particularly the Internet) posed an unprecedented threat to their ability 
to enforce their copyrights, and users of copyrighted works, who worried that 
DRM measures could be abused by restricting access to uncopyrightable ideas 
and public-domain works.65 In order to appease the competing interests impacted 
by this legislation, Congress drafted a bill that is lengthy and technical, requiring 
a detailed analysis to fully understand the statutory text. 

Before delving into the weeds of the text, it is useful to first highlight two 
important distinctions made in the DMCA. The first distinction is between techno-
logical protection measures that control access to a copyrighted work (access-con-
trol measures) (section 1201(a)) and technological protection measures that pro-
tect “a right of a copyright owner under [the Copyright Act]” (copying control 
measures) (section 1201(b)). The second important distinction is between indi-
vidual circumvention of a technological protection measure and trafficking in an 
anti-circumvention device—the former only being prohibited in cases involving 
access control measures, the latter always being prohibited, irrespective of what 
type of control measure the device is designed to circumvent.66

The difference between the two categories of technological protection mea-
sures is best illustrated with an example: If a movie is encrypted on a DVD, pre-
venting the user from watching the movie without the key to the encryption, then 
this form of DRM would be considered an access-control measure. The DRM is 
intended to deny the user access to the work entirely.67 On the other hand, if the 
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DRM merely prevents the content on the DVD from being copied (i.e., prevent-
ing one of the copyright owner’s rights under the Copyright Act from being 
violated), then that DRM would be considered a copying control measure.

This distinction was included in the DMCA to address the concerns surround-
ing issues such as fair use and access to works in the public domain.68 If the DRM 
is categorized as a “copying control measure,” the DMCA does not prohibit indi-
viduals from circumventing that DRM, as such circumvention may be done for 
purposes of fair use. Meanwhile, if the circumvention is done for infringing pur-
poses, then section 106 of the Copyright Act would already protect the copyright 
owner, so resort to the DMCA would not be necessary. It should also be noted 
that the DMCA’s anti-circumvention provisions do not establish a new property 
right. Circumvention is not infringement, merely a new cause of action under 
which a defendant may be liable. 

Analyzing the Statutory Text

In terms of protecting digital content, the most relevant section of the DMCA 
is section 1201; it contains the anti-circumvention provisions that provide reme-
dies for the circumvention of access control and copying control measures. Before 
turning to how the courts have interpreted this section of the DMCA, it is neces-
sary to examine some of the statutory text. 

With regard to access control measures, section 1201(a)(1) provides in perti-
nent part that “[n]o person shall circumvent a technological measure that effec-
tively controls access to a work protected under [the Copyright Act].”69 A copying 
control measure, on the other hand, is described in the statute as a measure that 
“in the ordinary course of its operation, prevents, restricts, or otherwise limits the 
exercise of a right of a copyright owner under [the Copyright Act].”70

Circumvention is not 
infringement, merely a new 
cause of action under which 
a defendant may be liable. 
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Under the statute, to “circumvent a technological measure” means “to 
descramble a scrambled work, to decrypt an encrypted work, or otherwise to 
avoid, bypass, remove, deactivate, or impair a technological measure, without the 
authority of the copyright owner.”71 A technological measure that “effectively 
controls access to a work” is one that “in the ordinary course of its operation, 
requires the application of information, or a process or a treatment, with the 
authority of the copyright owner, to gain access to the work.”72 

In addition to specifically prohibiting the circumvention of access control mea-
sures, the DMCA includes a blanket prohibition on the trafficking “in any tech-
nology, product, service, device, component, or part thereof” that is primarily 
designed to circumvent a technological protection measure, or that “has only 
limited commercially significant purpose or use” other than to circumvent a tech-
nological protection measure.73 This “device ban” has been considered by some 
to be “the true heart of the anti-circumvention provisions of the DMCA,” and 
critics of the DMCA have opined that a broad reading of this provision could have 
adverse effects on competition and innovation.74 Indeed, potential lawful or fair 
use is not a defense to a section 1201(a) trafficking claim when its requirements 
are established.75 Furthermore, some fear that a broad reading of this provision 
could have the regressive effect of reversing the Sony decision by imposing liability 
on device manufacturers whose products have the potential to circumvent DRM 
measures.

In order to alleviate some of the concerns regarding access to information and 
anticompetitive effects, section 1201 contains a number of specific exemptions 
from the anti-circumvention provisions. These exemptions apply to nonprofit 
libraries, archive and educational institutions, reverse engineering, encryption 
research, protection of minors, personal privacy, and security testing. 

Additionally, section 1201 directs the Librarian of Congress, upon the rec-
ommendation of the Register of Copyrights, to conduct a triennial rulemaking 
proceeding to determine whether there are classes of works that should be exempt 
from the anti-circumvention provisions.76 The latest rulemaking included narrow 
exemptions that touched on technologies involving, among other things, DVDs, 
mobile phones, vehicle software, and smart TVs.77 The seventh triennial section 
1201 rulemaking proceeding is scheduled to occur in 2018.78
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DMCA Case Law

Given the complexity of the statute, as well as the numerous conflicting policy 
concerns, it is no surprise that courts have had difficulty agreeing on the proper 
scope of the DMCA’s anti-circumvention provisions. This lack of consensus 
among the courts has led to widespread criticism of the anti-circumvention provi-
sions, especially in cases involving fair use.79

One of the earliest cases to address the DMCA’s anti-circumvention provisions 
arose out of the Second Circuit in Universal City Studios, Inc. v. Reimerdes.80 
This case involved a DVD encryption system developed by the motion picture 
industry called Content Scramble System (CSS), which prevented the user from 
watching the CSS-protected DVD without licensed decryption technology. 81 In 
response to this DRM, computer hackers developed and distributed a program 
called DeCSS, which circumvented the encryption technology, prompting several 
movie studios to bring a claim for a violation of section 1201(a)(2) of the DMCA.

In holding that the defendants in Reimerdes violated section 1201(a)(2) (traf-
ficking in an access control circumvention device), the court implicitly ruled that 
circumvention of access control measures, even for purposes of fair use, is a viola-
tion of section 1201(a)(1)(A).82 By characterizing CSS as an access control mea-
sure and rejecting any fair use defense, the holding in Reimerdes has the poten-
tial to give copyright owners the power to place uncopyrightable subject matter 
under lock and key by characterizing their DRM as an access control measure—a 
result that some commentators have argued undermines one of the fundamental 
principles of copyright law, which is that access to all ideas must remain open to 
all for copyright law not to run afoul of the First Amendment.83 

In an effort to counteract the potential for monopolizing ideas through the use 
of access control measures, some courts have taken a more policy-based approach 
to the DMCA’s anti-circumvention provisions. In Chamberlain Group, Inc. v. Sky-
link Technologies, Inc., the Federal Circuit introduced a “critical nexus” require-
ment for section 1201(a) claims, requiring plaintiffs to show a nexus between cir-
cumvention of an access control measure and a violation of a section 106 right.84 

In support of this “critical nexus” requirement, the court states that “[t]he 
statutory structure and the legislative history both make it clear that the DMCA 
granted copyright holders additional legal protections, but . . . [did not] rescind 
the basic bargain granting the public noninfringing and fair uses of copyrighted 
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materials.”85 In other words, the holding in Chamberlain attempts to cut back 
on the holding in Reimerdes and reintroduce fair use into the DMCA analysis, 
preventing copyright owners from having unconditional control over access to 
their works. Yet, a number of subsequent courts have declined to read a “nexus 
requirement” between the defendant’s conduct and copyright infringement into 
the DMCA anti-circumvention statute.86 

The controversy surrounding the circumvention of access control measures 
was complicated further in Lexmark International, Inc. v. Static Control Compo-
nents, Inc., in which the Sixth Circuit narrowly interpreted the phrase “effectively 
controls access” in section 1201(a)(2) to require a DRM to block all forms of 
access to be considered an access control measure.87 In effect, the Lexmark court 
suggests that the word “effectively” is a crucial part of the statutory text. Such 
a holding could prove challenging in the future, however, as courts may begin 
to engage in the difficult task of determining whether a particular access control 
measure is sufficiently “effective.”

The Future of DRM

Some have criticized DRM technologies for “privatiz[ing] and replac[ing] 
copyright law . . . undermin[ing] copyright limitations, threaten[ing] the inter-
ests of users and the public at large, and inhibit[ing] creativity and innovation by 
unjustly extending intellectual property protection.”88 These criticisms, combined 
with the lack of consensus among the courts regarding the appropriate scope of 
DMCA protection and the new expectations of consumers accessing digital prod-
ucts, have left the future of DRM largely unclear. 

While it is impossible to know exactly what DRM will look like going forward, 
the fundamental concept of DRM (using technological protection measures to 
attain greater control over copyrighted works) is likely here to stay, particularly 
as it is used by online services that store user-uploaded content in an attempt to 
combat the continuing scourge of online piracy. Absent a legislative response to 
the criticisms of DRM, copyright owners are likely to use technological protection 
measures, consumers will continue to develop more advanced technologies to cir-
cumvent DRM measures, and courts will continue to struggle to strike an appro-
priate balance between opposing policy concerns. In essence, the more things 
change, the more they will likely stay the same. 
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Over-the-Top Explained

If the future of content distribution had to be described in three letters, they 
would be OTT. “Over-the-top” content is a broad term encompassing “any app 
or service that provides a product over the Internet and bypasses traditional distri-
bution.”89 In essence, OTT content is an app or service that is used instead of (or 
“over the top” of) an individual’s service provider. Examples of OTT providers 
include Netflix, Hulu, and Skype. These services are considered OTT because 
they are received over the Internet and replace services that would otherwise be 
provided by an individual’s service provider (TV and phone).90 

How We Arrived in the Age of OTT

The introduction of the Internet to the American public in the 1990s forever 
changed how individuals consumed content.91 The Internet allowed consumers 
to exchange and receive information instantaneously, prompting consumers to 
demand this same instant gratification from all existing media platforms. Once 
the public experienced Internet instant gratification, it was clear that other con-
tent distribution platforms would need to adapt to this demand if they hoped to 
compete in the marketplace. 

Despite the demand for instantly accessible content, online streaming technol-
ogy and other OTT content would take several years to develop. Many technol-
ogy companies, such as Microsoft, Apple, and RealNetworks, dedicated much of 
the late 1990s and early 2000s to creating a quality Internet streaming service, 
but none was able to truly corner the Internet streaming market due in large 
part to the bandwidth limitations and inadequate compression technology of the 
time.92 It was not until 2007, when Netflix launched its online movie-streaming 
service, that accessibility to OTT content arrived in earnest.93

Once it became clear that network strength and reliability had reached the 
levels necessary to support OTT content that could rival the quality of cable or 
satellite signals, media and technology companies quickly rushed into the OTT 
space in an effort to capitalize on this new form of content distribution. This 
proliferation of OTT services has created a crowded market,94 giving consumers 
more choice than ever before and requiring OTT providers to employ a variety of 
different business models to differentiate themselves from the crowd.95
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OTT Business Models

Despite offering similar services, OTT content providers employ a variety of 
different business models. The most popular OTT business model is the subscrip-
tion video-on-demand (SVOD) model. SVOD includes any streaming service 
that allows subscribers to watch on-demand content in exchange for a subscrip-
tion fee.96 The most popular services using this model include Netflix, Hulu, and 
Amazon. 

Another popular OTT model is the “skinny bundle” model used by virtual 
multichannel video programming distributors (VMVPDs)97 and recently offered 
by incumbent providers. Although skinny bundles also charge a subscription fee, 
they differ from the SVOD model by offering live TV streaming, rather than 
a catalog of on-demand content. The skinny bundle model operates much like 
traditional Pay-TV, with two noticeable differences. First, skinny bundles offer 
subscribers fewer channels than traditional cable bundles offer, and for a lower 
price (hence the name). Second, skinny bundles allow the subscriber to access the 
content online from a mobile device, rather than having to use a set-top box.98

Skinny bundles have started to gain traction and have become an increasingly 
popular OTT model, recently prompting Google to create a skinny bundle service 
in the form of YouTube TV.99 YouTube TV joined a growing list of skinny bundle 
services that includes Sling TV, PlayStation Vue, DirecTV Now, Hulu Live TV, 
and FuboTV.100

The last of the three main OTT business models is ad-supported video-on- 
demand (AVOD). Rather than charge a subscription fee, AVOD services provide 
consumers with free content in exchange for viewing ads.101 The AVOD model is 
most often used by services centered on user-generated content, such as YouTube, 
Facebook, Instagram, and Snapchat. However, some more traditional streaming 
services such as Hulu and Crackle also employ an AVOD model.102

How OTT Is Changing Content Distribution

OTT content providers are redefining content distribution through increased 
reliance on “Big Data,” by breaking down geographic barriers, and by providing 
users with quality streaming experiences across multiple devices. Each of these 
features of OTT services has helped contribute to the rise of a global OTT con-
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tent market that by some estimates is projected to be worth roughly $62 billion 
by 2020.103 

The tremendous success of OTT content providers is owed in large part to the 
quality of services being offered; however, this success cannot be viewed in isola-
tion. OTT services have had the benefit of developing in concert with the age of 
social media and Big Data, and this timing has allowed OTT providers to create 
content that is more personalized and interactive than ever before.104 In contrast 
to traditional data collection methods, such as focus groups and Nielsen ratings, 
OTT providers are collecting and aggregating consumer data on a much more 
granular level: identifying when a user pauses, rewinds, or fast-forwards content, 
what type of content a user has searched for in the past, what type of device a user 
is streaming content on, and at what time during the day a user prefers to watch 
certain content.105

These advanced analytics are bolstered by social media platforms such as Face-
book, Twitter, Instagram, and Snapchat, which allow OTT content providers 
to “better grow and engage their audiences,”106 get real-time feedback on their 
products, and more accurately tailor content in response to current trends. In an 
age in which advanced analytics are driving content distribution, social media data 
is yet another tool in the OTT data arsenal, allowing OTT providers to better 
understand their consumers’ habits and preferences.

OTT content providers have now begun leveraging these predictive analyt-
ics into a more profitable business model, leading many other content provid-
ers to follow suit. The watershed moment in the use of predictive analytics to 
guide OTT content was seen in Netflix’s production of its original series House 
of Cards.107 Rather than rely on pilot tests and focus groups, Netflix relied on the 
power of its predictive analytics, greenlighting the project and making a $100 mil-
lion commitment without ever having seen an episode.108 Netflix’s bet ultimately 
paid off, as House of Cards quickly became the most-watched content on the 
streaming service,109 prompting a widespread shift among OTT providers towards 
more data-driven original content.110

The use of Big Data by OTT providers is likely to have far-reaching con-
sequences for all forms of content distribution. By collecting and aggregating 
detailed consumer data from various sources, OTT providers have been able 
to identify what consumers want even before the consumers do—an extremely 
valuable ability for content distributors. The use of these advanced analytics has 
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resulted in a mutually beneficial relationship in which consumers get content tai-
lored to their preferences, while OTT providers get more subscribers (and in turn, 
more data). Given this symbiotic relationship, the use of Big Data to inform the 
business strategies of content distributors is likely here to stay. 

The Future of Pay-TV

The rise in popularity of OTT content has permanently changed the Pay-TV 
universe. In response to a shift in consumer viewing habits, traditional Pay-TV 
operators have joined the OTT movement, introducing various skinny bundles 
and à la carte OTT services.111 

In order to further compete in the OTT space, Pay-TV operators are adapting 
to the dramatic rise in popularity of user-generated content. No longer do con-
sumers simply passively receive content on their television sets from their cable 
or satellite providers. Today, consumers do not simply consume content; they 
create it and interact with it. The ubiquity of smartphones and other portable 
devices has led to an explosion of user-generated content, blurring the traditional 
lines between consumer and distributor. To date, user-generated content in the 
OTT space has primarily been limited to content distribution platforms such as 
YouTube and social media platforms such as Facebook, Twitter, Instagram, and 
Snapchat.112 But this desire to interact and engage with content is becoming a 
more common theme across all OTT platforms.

In an effort to keep users engaged with their products, OTT content providers 
are increasingly relying on social media,113 targeted advertising,114 and recently, 
interactive children’s programming.115 To support these efforts, OTT providers 
are using detailed consumer data and advanced analytics to create a product that is 
uniquely tailored to each individual consumer. The use of Big Data is by no means 
limited to the OTT space, as most businesses now rely on customer analytics to 
some extent.

In addition to the shift towards more data-driven content distribution, another 
notable consequence of the OTT movement has been the increase in consolida-
tion among cable and telecommunications companies.116 There are many industry 
experts who believe that the advent of OTT services is largely responsible for an 
increase in M&A activity, with Pay-TV companies being forced to “bulk up to roll 
out new services more effectively and cheaply across a broader base, and to help 
keep rising programming costs in check.”117 Of these media/telecom mergers, 
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two of the most publicized were the AT&T-DIRECTV merger finalized in 2015 
for $67.1 billion,118 and the Charter Communications-Time Warner Cable deal in 
2014 for $78.7 billion.119

As the brief history laid out in the first part of this article makes clear, attempt-
ing to predict the future of content distribution platforms is often an unavailing 
endeavor. What appears revolutionary today can be obsolete tomorrow, and what 
appears infeasible today may be made possible tomorrow (as was the case with 
early Internet streaming technology). However, at least one thing appears clear: 
We are in the midst of a transformation in how consumers consume and interact 
with content, and the content providers that are best able to adapt to the con-
stantly changing habits and preferences of today’s consumer will likely thrive in 
this new environment. 

This article was originally published in the PLI course handbook for 
the program Think Like a Lawyer, Talk Like a Geek 2017: Get Fluent 
in Technology.

http://www.pli.edu/Content/CourseHandbook/Think_Like_a_Lawyer_Talk_Like_a_Geek_2017/_/N-4mZ1z10mps?ID=307984
http://www.pli.edu/Content/CourseHandbook/Think_Like_a_Lawyer_Talk_Like_a_Geek_2017/_/N-4mZ1z10mps?ID=307984
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Introduction

The Supreme Court recently invalidated a seventy-year-old federal trade-
mark statute provision based on the First Amendment’s free speech clause, in the 
high-profile case of Matal v. Tam.1 The Court concluded that the Lanham Act’s 
disparagement clause unconstitutionally regulated private speech when requiring 
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a trademark examiner to make a determination whether a mark “may disparage . . .  
persons, living or dead . . . or bring them into contempt, or disrepute.”2 Such an 
analysis forces an examiner to determine whether any persons may be disparaged 
by the use of the mark, a determination the Court deemed unlawful viewpoint 
discrimination because “[g]iving offense is a viewpoint.”3 

Consequently, the constitutionality of the rest of 15 U.S.C. § 1052(a) (also 
known as section 2(a) of the Lanham Act), which allows an examiner to refuse 
registration for “immoral, deceptive, or scandalous matter,” also comes into ques-
tion. It is our opinion that immoral and scandalous matter should be registrable, 
following Tam; but refusal of deceptive matter should still be considered consti-
tutional, regardless of whether trademarks are deemed commercial or noncom-
mercial speech.

Matal v. Tam: Background and summary

The Slants is an Asian-American rock band that chose its name in hopes of 
reclaiming a term that has a meaning derogatory to Asians. The band’s founder, 
Simon Tam, an Asian-American, was denied federal trademark registration for the 
name. The examiner determined that Asians would find the mark disparaging and 
refused registration under section 2(a) of the Lanham Act, which states:

No trademark by which the goods of the applicant may be distinguished 
from the goods of others shall be refused registration on the principal regis-
ter on account of its nature unless it—

(a) Consists of or comprises immoral, deceptive, or scandalous matter; or 
matter which may disparage or falsely suggest a connection with persons, 
living or dead, institutions, beliefs, or national symbols, or bring them 
into contempt, or disrepute . . . .

The question was whether the disparagement clause of section 2(a) is an 
unconstitutional restriction of speech by the government. First, the Court had to 
determine whether trademarks were government speech or private speech. The 
Court concluded that trademarks were not government speech, but rather were 
private speech and, therefore, not afforded the government-speech exemption 
under the Free Speech Clause.4 The Court stated that one particularly worri-
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some implication of considering trademarks as government speech is that federally 
registered copyrights, which have “identical accoutrements,” may then “likewise 
amount to government speech.”5

As for the practical implication of the disparagement clause, under the Trade-
mark Manual of Examining Procedure (TMEP), the trademark examiner is 
instructed to perform a two-part test: (1) The examiner must first consider “the 
likely meaning of the matter in question, taking into account not only dictionary 
definitions, but also the relationship of the matter to the other elements in the 
mark, the nature of the goods or services, and the manner in which the mark is 
used in the marketplace in connection with the goods or services.” (2) Then, “[i]
f that meaning is found to refer to identifiable persons, institutions, beliefs or 
national symbols,” the examiner asks “whether that meaning may be disparaging 
to a substantial composite[, not necessarily a majority,] of the referenced group.”6 
Interestingly, the U.S. Patent and Trademark Office (USPTO) specified that even 
if the applicant is a member of that group or has good intentions for using that 
term, that “does not obviate the fact that a substantial composite of the reference 
group would find the term objectionable.”7 

As for Tam’s mark, it was rejected after the examiner relied on the two-part test 
as well as on findings that “‘the band’s name has been found offensive numerous 
times’—citing a performance that was canceled because of the band’s moniker 
and the fact that ‘several bloggers and commenters to articles on the band have 
indicated that they find the term and the applied-for mark offensive.’”8 At the 
Federal Circuit, the majority found that the clause, and consequently the TMEP’s 
two-part test that materialized from the spirit of the clause, asked trademark exam-
iners to unconstitutionally regulate the expressive component of trademarks.9 
The Federal Circuit concluded that because the regulation was on the expressive 
component of the trademark, separable from the commercial component, strict 
constitutional scrutiny applied.10 In order to pass a strict scrutiny standard, the 
disparagement clause needed to be content- or viewpoint-neutral; the Federal 
Circuit concluded it was not.11

The Supreme Court, however, was not as willing to analyze whether trade-
marks were commercial or noncommercial speech.12 Instead, the Court said that 
even if trademarks were considered commercial speech and thus trademark regu-
lations were tested under Central Hudson,13 the disparagement clause would still 
fail Central Hudson’s intermediate scrutiny standard.14 The Supreme Court could 
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have seized this opportunity in Tam to clarify whether trademarks are commercial 
or noncommercial speech. However, it refused to resolve that debate, summariz-
ing both sides of the issue: On one hand, the central purpose of trademarks is 
commercial, but on the other hand, trademarks have an expressive component 
that may express a certain viewpoint.15 As Tam illustrates, the “line between com-
mercial and non-commercial speech is not always clear. If affixing the commercial 
label permits the suppression of any speech that may lead to political or social 
‘volatility,’ free speech would be endangered.”16 Perhaps the Court’s refusal to 
delineate a legal framework for determining when trademarks are considered 

commercial versus noncommercial speech implies the Court’s belief that trade-
marks have components of both, and such a determination in terms of free speech 
challenges is circumstantial and fact-dependent. Further, several Supreme Court 
Justices have suggested their willingness to abandon the distinction between com-
mercial and noncommercial speech.17 

Central Hudson requires that restriction of speech serves “a substantial inter-
est” and must be “narrowly drawn.”18 The disparagement clause was claimed to 
serve two interests: (1) “preventing underrepresented groups from being bom-
barded with demeaning messages in commercial advertising” and (2) “protecting 
orderly flow of commerce.”19 As for the first interest, the Court held that that 
exact interest is “what strikes at the heart of the First Amendment,” because “the 
proudest boast of our free speech jurisprudence is that we protect the freedom 
to express ‘the thought that we hate.’”20 As for the second interest, it is recog-
nized that disparaging trademarks, “analogized to discriminatory conduct,” have 
an adverse effect on commerce.21 However, the Court stated that because the 
clause reached any trademark that disparages any person, group, or institution, 

The Supreme Court refused 
to resolve the debate 

over whether trademarks 
are commercial or 

noncommercial speech.
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it was not “narrowly drawn” and reached further than necessary to serve the 
interest asserted.22 Thus, the Court concluded, assuming that the disparagement 
clause regulates trademarks as commercial speech, the disparagement clause was 
unconstitutional.

How Matal v. Tam Affects “Immoral” or “scandalous” 
Marks

As for restricting immoral or scandalous matters from being registrable trade-
marks, the Court did not specifically address whether these restrictions are also 
unconstitutional. That is currently at issue in In re Brunetti,23 where the USPTO 
denied trademark registration for the mark “FUCT” for apparel (including chil-
dren’s and infants’ clothing) for being “scandalous and immoral.”

In light of the Tam decision, the Federal Circuit ordered the parties in Bru-
netti to submit supplemental briefing explaining how the Tam decision affects 
the “immoral or scandalous” provision of section 2(a) of the Lanham Act.24 
During oral argument, scheduled following the Tam decision, the Federal Circuit 
panel was not convinced of the U.S. government’s defense that refusal to regis-
ter immoral or scandalous trademarks is viewpoint-neutral because registration  
is “equally denied to everyone.” Arguing for Brunetti, attorney John Sommer 
stated that “[t]he point of the First Amendment is the free marketplace of ideas” 
and asked, “[w]hat business is it of the government to determine morality?” The 
panel pressed DOJ attorney Joshua Marc Salzman, representing the government, 
as to the test of what is considered immoral, and Circuit Judge Kimberly Moore 
found that “[i]t was shocking, the level of inconsistency among the rejections 
versus acceptances of same words.” Salzman could not answer and further could 
not “articulate what the government’s substantial interest is in preserving the 
constitutionality of” this provision to the satisfaction of the panel.

At first glance, the “immoral or scandalous” provision is distinguishable from 
the disparagement clause because the former makes a determination based on 
whether a “substantial composite of the general public,” in the context of “con-
temporary attitudes and the relevant marketplace,” would find the mark to be 
offensively immoral or scandalous, as opposed to interpreting the viewpoints of 
a “substantial composite of [a] reference group” for the disparagement clause.25 
Based on this variance, it appears that the “immoral or scandalous” provision 



The CurrenT: The Journal of PlI Press Vol. 1, autumn 2017

254

requires consideration of a larger group of people to find a mark immoral or scan-
dalous. However, arguably, even if the restriction for “immoral or scandalous” 
marks is considered to be narrower than that of the disparagement clause, a deter-
mination for what would be offensive for a “substantial composite of the general 
public” should still be considered overly broad.

The Supreme Court in Tam saw the disparagement clause as overbroad in that 
it extended to disparagement of “any person, group, or institution.”26 However, 
arguably, the term “substantial composite,” especially with the caveat that it need 
not be a majority, also raises issues as to being vague and overreaching. Further, 
even though Tam does not specifically address the ban on “immoral or scandal-
ous” trademarks, the Court did say that the disparagement provision “offends a 
bedrock First Amendment principle: Speech may not be banned on the ground 
that it expresses ideas that offend.”27 In addition, as the Court noted, the scan-
dalousness provision is—like the disparagement clause—“somewhat vague and 
the determination of whether a mark is scandalous or disparaging is necessarily a 
highly subjective one.”28 Therefore, Brunetti should hold that even if it may be 
the case that the “immoral or scandalous” provision requires a larger group to 
find the mark as offensive, the question of how much larger becomes the source 
of vagueness, and therefore, the “immoral or scandalous” provision should also 
be deemed unconstitutional under the Free Speech Clause. 

How Matal v. Tam Affects “Deceptive” Marks

As for the “deceptive” provision of section 2(a) of the Lanham Act, first note 
that the section includes other language related to deceptiveness: It bars regis-
tration of marks “that falsely suggest connection with persons, living or dead, 
institutions, beliefs, or national symbols” or marks featuring a false geographical 
indication for wine and spirits.29 Because the deceptiveness provision is part of the 
same clause as the disparagement provision, its constitutionality arguably may also 
be in question. However, unlike the immoral, scandalous, or disparagement pro-
visions, restricting deceptiveness is also addressed in other sections of the Lanham 
Act, as it is deemed to be a core interest of trademark law. For example, under 
other provisions, a trademark cannot be registered if it is “merely descriptive or 
deceptively misdescriptive” of goods,30 or if it is so similar to an already registered 
trademark or trade name that it is “likely . . . to cause confusion, or to cause mis-
take, or to deceive.”31 
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It is conceivable that a court will find that the government has a substantial 
interest, even a compelling interest, in protecting consumers from confusion 
rooted in misleading marks. And although the “deceptive” provision of section 
2(a) may become interwoven in purely unconstitutional language if the court in 
Brunetti finds that the “immoral or scandalous” provision is also unconstitutional, 
the “deceptive” provision should remain intact. In other words, denying a mark 
for being deceptive serves the interest of protecting purchasers from confusion, 
which is a goal of trademark law as recognized by the Supreme Court.32 

In terms of the analysis, the constitutionality of the “deceptive” provision should 
be analyzed under Central Hudson since a prohibition of deceptive marks deals 
with the commercial aspect of trademarks.33 Under a Central Hudson analysis, the 
restriction of deceptive speech arguably serves “a substantial interest” of protect-
ing consumers from being deceived and is “narrowly drawn,” with the restriction 
being directly and solely 
in support of protecting 
consumers from such 
deception. In addition, it 
is highly unlikely that the 
Supreme Court would 
find that all of the provisions in section 1052 that speak to refusal of federal 
trademark registration of marks with deceptive characteristics are unconstitutional 
under the Free Speech Clause. Therefore, examiners will likely continue to be able 
to reject a federal trademark for registration based on deceptive characteristics.

Conclusion

One obvious consequence of the Supreme Court’s holding in Tam is that 
trademark applicants no longer have to worry about whether their mark may dis-
parage a substantial subset of a referenced group and, likely very soon, whether 

Restricting deceptiveness is a 
core interest of trademark law. 
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their mark is scandalous or immoral to a substantial subset of the public. How-
ever, our opinion is that applicants attempting to file for deceptive trademarks will 
still continue to face issues despite the Tam decision.

Jeffrey G. Sheldon is the author of PLI’s How to Write a Patent 
Application and is the chair of PLI’s annual “Patent Law Practice: How 
to Be a Successful Patent Practitioner” program, available through 
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notes

1. Matal v. Tam, 137 S. Ct. 1744 (2017).
2. 15 U.S.C. § 1052(a).
3. Tam, 137 S. Ct. at 1763 (Alito, J., controlling op.). Unless otherwise indicated, references 

in this article are to Justice Alito’s opinion.
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The America Invents Act (AIA) includes three types of proceedings to chal-
lenge the validity of issued patents: inter partes review (IPR), post-grant review 
(PGR), and covered business method review (CBMR). They take place before the 
U.S. Patent Office’s Patent Trial and Appeal Board (PTAB) of the U.S. Patent 
and Trademark Office (USPTO) and boast multiple advantages over district court 
proceedings, including reduced discovery costs and a short timeline to reach a 
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decision. Also, district courts stay proceedings during the PTAB proceedings. 
Prior to the AIA’s creation of these proceedings, patents could be challenged 
only via traditional litigation in federal court, ex parte reexaminations (patents 
that issued from applications filed before November 29, 1999), and inter partes 
reexamination (patents that issued from an application filed on or after November 
29, 1999).

IPRs have become popular, and they have been so successful for patent chal-
lengers that the PTAB has earned the title “Death Squad.” These proceedings 
became the standard defense tactic for patent litigation in the United States. As a 
result, many patent owners who have had their patents invalidated under the AIA 
complain that there are many problems associated with the PTAB proceedings: 
they charge that the PTAB refuses to consider evidence timely submitted; refuses 
to allow amendments despite the statute saying there is a right to amend; refuses 
to issue final decisions on all the claims challenged; makes up its own standards 
instead of following statutory tests; lacks judicial rules of ethical conduct for its 
judges; and allows PTAB judges to decide issues where there are serious conflicts 
of interest.

IPRs are initiated by granting a third-party petition to have one or more claims 
of a patent declared invalid. Both the petitioner and the patentee have a right of 
appeal to the Federal Circuit, but no right to appeal to a district court.1 Thus, 
there is no jury trial or any fact finding by a district court.

The Oil states Case

On June 12, 2017, the U.S. Supreme Court granted certiorari in Oil States 
Energy Services v. Greene’s Energy Group to decide whether IPRs are constitu-
tional.2 The case will decide whether the AIA patent review program remains 
viable, or whether validity challenges must instead be heard by the district courts. 
Over 1,500 final decisions, declaring some or all challenged claims unpatentable, 
have resulted from the AIA patent review program. Accordingly, there is poten-
tially much at stake.

Oil States involves a challenge to U.S. Patent No. 6,179,053, directed to a 
lockdown mechanism for oil wells used during hydraulic fracking. Oil States is 
the owner of the ’053 patent and sued Greene’s for patent infringement. Approx-
imately one year after the suit was initiated, Greene’s filed a petition for IPR, 
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which was granted by the PTAB based on prior art submitted with the petition. 
After trial, the PTAB issued a final written decision holding that the two chal-
lenged claims, 1 and 22, were unpatentable, and denying Oil States’ motion to 
amend the claims. Oil States appealed to the Federal Circuit, which issued a per 
curiam, one-line order affirming the PTAB’s decision.3 The Federal Circuit also 
denied a petition for rehearing and rehearing en banc. Oil States then filed its 
petition for certiorari. The questions presented in that petition were:

1. Whether inter partes review . . . violates the Constitution by extinguish-
ing private property rights through a non-Article III forum without a 
jury.

2. Whether the amendment process implemented by the PTO in inter par-
tes review conflicts with this Court’s decision in Cuozzo Speed Technolo-
gies, LLC v. Lee, 136 S. Ct. 2131 (2016), and congressional direction.

3. Whether the “broadest reasonable interpretation” of patent claims—
upheld in Cuozzo for use in inter partes review—requires the application 
of traditional claim construction principles, including disclaimer by dis-
paragement of prior art and reading claims in light of the patent’s speci-
fication.4

The Supreme Court granted certiorari only on the first question.

If IPRs are found to be unconstitutional, what will be the effect on the patent 
system? Interestingly, the petition for certiorari in Cooper v. Lee, where a similar 
issue of unconstitutionality was presented, provided a potential solution: 

[T]his Court may make the process constitutionally sound by doing what 
it has always done under these circumstances: make the outcome of inter 
partes review advisory and subject to de novo treatment in an Article III trial 
court. So corrected, inter partes review may still identify and appropriately 
target “junk patents,” though an Article III trial court will need to perform 
the final act of invalidation.5

This argument suggests that IPRs can remain intact and can continue to pro-
vide a viable way to challenge the validity of patents, as long as the final decision 
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issued by the PTAB is treated as an advisory opinion. Thus, in order to actually 
effect the invalidation, the advisory opinion must be reviewed de novo and upheld 
in an Article III trial court.6 

What Is the Immediate Effect of a Finding of 
Unconstitutionality?

In view of the suggestion presented by the petition in Cooper, the most imme-
diate effect likely will be that a final written decision by the PTAB invalidating a 
patent will not actually be final. Petitioners will have to commence a district court 
case (presuming a parallel proceeding if one has not already been commenced), 
asking the district court judge to essentially sign off on the PTAB’s decision. 
Alternatively, petitioners may choose to commence a district court case in parallel 
with the filing of an IPR. It remains to be seen whether this additional hurdle to 
achieving invalidation will reduce the number of petitioners taking advantage of 
the AIA patent proceedings.

What Effect Will a Finding of Unconstitutionality Have 
with respect to IPr Decisions Already Made?

Generally, a Supreme Court decision that a statute is unconstitutional is not 
retroactively applied. For example, in Northern Pipeline Construction Co. v. Mar-
athon Pipe Line Co.,7 the Supreme Court determined that the Bankruptcy Reform 
Act of 1978 was unconstitutional, but the Court declined to give its decision ret-
roactive effect because of the potential for “substantial injustice and hardship” on 
litigants who had already relied on that act. So unless the Supreme Court explicitly 
states its decision is retroactive, we predict that those patents declared invalid by 
final decision, without any appeal filed, will remain invalid. If the Supreme Court 
states the ruling is retroactive, it is very likely that the courts will see a massive 
increase in the number of appeals filed. As noted above, over 1,500 final decisions, 
declaring some or all challenged claims unpatentable, have resulted from the AIA 
patent review program.

With regard to any pending IPRs, the result may depend on whether the pat-
entee raised the unconstitutionality argument, and on the approach taken by the 
Federal Circuit. It is expected that anything pending should be dismissed, because 
if the proceeding itself now violates the constitution, how could it be allowed to 
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continue to reach a final decision? The decision would not be enforceable. But 
what is unknown is, if the issue of unconstitutionality was not raised during the 
proceeding, is it waived? It would be surprising if that were the outcome, but the 
end result remains to be seen. 

Additionally, it is unlikely that the USPTO is going to stay any pending IPRs 
and await the Supreme Court’s decision. Therefore, those already embroiled in an 
IPR will need to continue litigating it. Moreover, many patent attorneys are sug-
gesting that the patent owners involved in IPRs file a notice reserving their rights 
to contest the constitutionality of the proceeding pending the Supreme Court’s 
decision. And if the patent owner receives a PTAB decision rendering the patent 
invalid, the owner is strongly encouraged to consider keeping an appeal pending 
until the Supreme Court determines the constitutionality of IPRs.

We note from personal experience that the Federal Circuit continues to hear 
appeals from decisions by the PTAB on IPRs, not waiting to hear from the 
Supreme Court as to whether it is wasting its time. It is expected that patentees 
losing before the Federal Circuit will file a petition to the Supreme Court chal-
lenging the constitutionality of the IPR process.

What Effect Will the Decision Have on PGrs and CBMrs?

Only the constitutionality of IPRs is being examined by the Supreme Court 
at this time, so there will be no immediate effect on PGRs or CBMRs. However, 
if IPRs are found unconstitutional, then it is very likely that a request for certio-
rari will eventually be made to evaluate the constitutionality of both PGRs and 
CBMRs. The main argument made by Oil States against IPRs is that they are 
“extinguishing private property rights through a non-Article III forum without a 
jury.” Both PGRs and CBMRs suffer from the same problem, so it is very likely 
someone will follow the lead of Oil States and petition for certiorari.

What Effect Will the Decision Have on Ex Parte 
reexaminations?

Ex parte reexaminations have been around since 1981, and either the patent 
owner or a third party may file a request with the USPTO at any time during the 
enforceability of a patent. The request must be based on patents and printed pub-
lications that the requester brings to the USPTO’s attention. The requester must 
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establish that the submitted prior art establishes a substantial and new question 
of patentability. If the requester reaches that threshold, the USPTO will grant the 
request and order reexamination of the challenged patent. Once the reexamina-
tion begins, only the patent owner and the USPTO participate in the substantive 
examination; the third party has no right to participate. 

If IPRs are found unconstitutional, ex parte reexaminations should still be 
available for the time being. But again, particularly if brought by a third party and 
not the patentee, they suffer from the same problem alleged against IPRs, namely, 
“extinguishing private property rights through a non-Article III forum without a 
jury.” Note that the outcome may indeed depend on whether the ex parte reex-
amination was instituted by the patent owner or by a third party. If instituted by 
a patent owner, the likelihood of overturning the reexamination result is signifi-
cantly lower. The patent owner chose to initiate the reexamination, so it is more 
likely than not that the patent owner’s property was not improperly taken away. 
However, if the reexamination was instituted by a third party, then the likelihood 
of overturning the reexamination result is higher. The patent owner did not make 
the decision to institute the reexamination, so the chance that the patent owner’s 
property was improperly taken away is higher.

What Effect Will the Decision Have on the UsPTO?

If the USPTO can no longer invalidate patents after they issue, internal changes 
will have to be made. One possibility is a more restrictive examination process 
that would aim to cut down on the number of challenged patents. And will the 
USPTO be overstaffed? Jobs may be at stake.

What Effect Will the Decision Have on the Value of 
Patents?

The effect of the Oil States decision on the value of patents should also be 
considered. If the only way a party can challenge a patent is going to be litiga-
tion, which is extremely expensive, then the value of patents should theoretically 
increase. AIA petitions (IPR, PGR, CBMR) provide a more economical way to 
challenge patents, with the result being that as of July 31, 2016, a total of 5,359 
AIA petitions had been filed since inception of the AIA in 2012.8 In 2014, a total 
of 1,489 petitions were filed. In 2015, a total of 1,897 petitions were filed. As of 
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July 31, 2016, a total of 1,386 petitions were filed. The number of petitions filed 
steadily increased, year after year. Without this more economical option, litigation 
will be the only route and few will be able to afford it.

Jeffrey G. Sheldon is the author of PLI’s How to Write a Patent 
Application and is the chair of PLI’s annual “Patent Law Practice: How 
to Be a Successful Patent Practitioner” program, available through 
PLI’s Interactive Learning Center.

https://www.pli.edu/Content/Treatise/How_to_Write_a_Patent_Application/_/N-4lZ1z117i2?fromsearch=false&ID=266724
https://www.pli.edu/Content/Treatise/How_to_Write_a_Patent_Application/_/N-4lZ1z117i2?fromsearch=false&ID=266724
https://www.pli.edu/Content/_/N-8vZbc
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When Donald J. Trump won the presidency and the Republican Party fared 
better than most pundits expected in the 2016 elections, many experts predicted 
that major tax reform, including a repeal of the federal estate tax, would pass prior 
to the August 2017 congressional recess. The August 2017 congressional recess 
has since come and gone, and the Trump administration has had to deal with 
internal and external issues that have made it difficult for its tax reform agenda to 
gain momentum. 

Nevertheless, President Trump, administration officials, and House and Senate 
Republicans have publicly and repeatedly confirmed that tax reform remains a 
top priority. Following their inability to bring about healthcare reform, they are 
arguably now under even more pressure to pass meaningful tax reform. Given the 
potential for federal estate tax repeal as part of broader tax reform, it is important 
for the estate planning community to take stock of where we are today and con-
sider how to address this uncertainty in our clients’ estate plans.

This article briefly summarizes what we know about the proposed repeal of 
the federal estate tax, discusses what practitioners should be considering when 
preparing or updating clients’ estate plans, and offers practical approaches plan-
ners can take to help ensure that clients’ goals are met in light of the uncertainty 
surrounding the federal estate tax. 

Estate Tax repeal—Will It Happen, and What Would It 
Look Like?

President Trump stated during his campaign that he would repeal the “death 
tax,” a position that his administration has reiterated on multiple occasions. The 
administration, the House Committee on Ways and Means, and the Senate Com-
mittee on Finance also jointly released an outline of tax reform principles toward 
the end of September of this year that calls for a repeal of the “death tax” and 
the generation-skipping transfer (GST) tax.1 While this contemplates repeal of 
the federal estate and generation-skipping transfer taxes, it does not appear to 
cover the gift tax. In addition to the likely resistance that the proposal will receive, 
President Trump’s commitment to repealing the “death tax” (in whatever form 
that may take) may also be wavering; shortly before the issuance of the tax reform 
principles in late September, there had been unconfirmed reports that the admin-
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istration was considering ultimately abandoning its promise to repeal the “death 
tax” in an effort to garner more widespread support for its very ambitious tax 
reform agenda.2

There continues to be great uncertainty as to whether there will be “death tax” 
repeal, what that would encompass, and what, if anything, would replace the tax, 
but that has not stopped commentators from speculating on each of these points. 
In particular, based on comments that President Trump made during his cam-
paign, many pundits have suggested that if the federal estate tax is repealed, it 
could be replaced with a “mark-to-market” capital gains tax on death. This is 

based on a statement from Trump’s campaign website, which noted that under 
the Trump tax plan, “capital gains held until death and valued over $10 million 
will be subject to tax to exempt small businesses and family farms.”3 However, 
subsequent proposals by the Trump administration have been silent on this ques-
tion. As an alternative, some commentators have suggested that the federal estate 
tax could be replaced with a carryover basis regime, under which the recipients of 
property on the death of a decedent would simply inherit the decedent’s basis in 
the assets. In either of these cases, income tax planning and planning for cost basis 
would take on increased importance.4 

Another area of uncertainty is whether a repeal of the federal estate tax would 
be temporary or permanent. Due to congressional procedural rules, it may be 
difficult to enact permanent estate tax repeal by vote of a simple majority of the 
Senate (which is all the Republicans can do at this point, without Democratic 
support). This may seem familiar to many seasoned estate planners who dealt 
with a similar question with the 2001 Bush-era tax cuts under the Economic 
Growth Tax Relief Reconciliation Act of 2001 (EGTRRA). Under EGTRRA, 
instead of permanent outright estate tax repeal, due to these procedural rules, all 
the Bush administration could accomplish was a gradual increase to the federal 

President Trump’s 
commitment to repealing the 
“death tax” may be wavering.



The CurrenT: The Journal of PlI Press Vol. 1, autumn 2017

270

estate tax exemption amount from 2001 through 2009, followed by temporary 
repeal of the federal estate tax in 2010, and then reinstatement of the tax in 2011 
at pre-EGTRRA exemption levels.

So with all of this uncertainty, what should a prudent estate planner advise his 
or her clients to do? 

What Do We Do Now?

All of the uncertainty surrounding federal estate tax repeal provides a good 
justification for practitioners to reach out to their clients to ensure that their estate 
plans will be well positioned to respond to potential changes to the estate and 
gift tax systems. Regardless of the uncertainty, it is generally a good idea to peri-
odically review existing documents, especially after a life-changing event such as 
a birth, death, marriage, divorce, change of residence, or significant change of 
assets, or after a change in the law. 

Nobody wants to pay a gift tax 
the day before it is repealed.

When presented with the current uncertainty regarding the prospects of estate 
tax repeal, many clients may justifiably prefer to take a “wait and see” approach 
before spending the time and money updating or formulating their plans. 

While this may make sense for some, it should not necessarily be the default 
approach. If the existing estate planning documents no longer meet the client’s 
wishes and objectives for whatever reason, or if it is anticipated that the client may 
not be able to make changes to his or her estate planning documents in the near 
future, it is generally advisable to move forward with updating the client’s existing 
estate plans. Of course, clients should think critically before making transfers or 
entering into transactions that would subject them to payment of gift tax once 
they have run out of exemption—nobody wants to pay a gift tax the day before 
it is repealed.
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Even for those without an urgently impending need, if a client is waiting for 
total certainty when it comes to the federal estate tax system, he or she may be 
waiting a long time. First, the prospect of meaningful tax reform in the near term 
seems to be less likely than it was at the beginning of the year, as the Trump 
administration has thus far had a difficult time making progress on other major 
agenda items. Even if the Trump administration is able to bring about tax reform, 
and even putting aside the fact that it’s not totally clear what that reform would 
look like in the estate tax context, further changes in the near term are always a 
possibility (perhaps when the next administration takes office).

For clients inclined to take the “wait and see” approach, it may be helpful 
to briefly remind them of the roller coaster ride that the transfer tax regime has 
endured over just the last twenty years. For example, back in 1998, the estate 
tax exemption amount was $625,000 under The Taxpayer Relief Act of 1997 
and was set to increase gradually to $1 million in 2006.5 As mentioned above, a 
few years later, EGTRRA scheduled increases to the federal estate tax exemption 
through 2009, with a temporary repeal of the federal estate tax in 2010, followed 
by a reinstatement of the estate tax in 2011 at pre-EGTRRA exemption levels. 
Under EGTRRA, the gift tax exemption amount did not increase and was kept 
at $1 million during that entire period. Then, the Tax Relief, Unemployment 
Insurance Reauthorization, and Job Creation Act of 2010 (the 2010 Act) was 
passed, which reunified the federal estate and gift tax systems and increased the 
exemption amount to $5 million, indexed annually for inflation. The 2010 Act 
also provided for portability of the deceased spouse’s unused exemption amount.6 
Despite serious concerns that pre-2010 Act exemption amounts would be rein-
stated, the exemption amounts from the 2010 Act were made permanent by the 
American Taxpayer Relief Act of 2012,7 though politicians and voters have repeat-
edly called for repeal and other changes since then. From just 1998 to the present, 
the federal estate and gift tax rates have fluctuated significantly, ranging from 35% 
to 55% (not counting the 0% federal estate tax rate applicable to certain decedents 
dying in 2010). 

Bottom line: a client who decided to postpone addressing his or her estate plan 
in 1997 until there was certainty regarding the federal transfer tax regime might 
still be waiting. 

The good news for individuals who may want or need to prepare or update 
their estate plans today is that practitioners have the tools to account for changes 
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to the client’s family dynamics or changes in the tax laws (such as the possibility 
of federal estate tax repeal) by crafting documents that have sufficient flexibility 
to deal with changing circumstances. Some of the ways in which practitioners can 
build this flexibility into clients’ documents are discussed below, together with 
sample language. 

Planning for repeal

Once client and attorney have decided to move forward—either with an update 
of the existing estate planning documents or entirely new estate planning—the 
prospect of federal estate tax repeal, and the general desirability for flexibility to 
account for changing circumstances, should be kept in mind. The following is 
a discussion of examples of some of the provisions in existing documents that 
should be carefully reviewed and potentially updated in light of potential estate 
tax repeal, as well as a discussion of specific provisions, types of trusts, and other 
planning methods that may be advisable to include to further these objectives. 

WILLs AND rEVOCABLE TrUsTs

With the looming prospect of estate tax repeal, it may be advisable for prac-
titioners to revisit existing wills and revocable trusts with their clients. For new 
documents, practitioners should build in the flexibility to achieve their client’s 
goals whether or not there is a federal estate tax in place at the client’s death. A 
discussion of key considerations, issues, and potential solutions follows. 

Funding Formulas

If repeal were to occur, practitioners would need to consider whether any for-
mula clauses in their clients’ documents still make sense. Although clients with 
existing plans in place may be hesitant to incur the cost of reviewing and updating 
their documents, a failure to review these provisions could subvert their intent. 

Credit Shelter Trusts

For example, married couples who might be subject to federal and/or state 
estate tax often fund credit shelter trusts (also referred to as bypass trusts) by a 
fixed formula in the will or revocable trust. The formula typically provides that 



The Trump Effect: Practical Drafting Tips for Estate Planners in Uncertain Times

273

the credit shelter trust is to be funded with an amount equal to the largest share 
of the decedent’s estate that can pass free of federal estate tax. With several states 
having estate tax exemption amounts at or below the federal level, formulas for 
residents of those states often limit the amount passing to the credit shelter trust 
to the state exemption amount so as not to trigger a state estate tax. 

Depending on the exact wording of the mandatory credit shelter funding 
clause, if the federal (and any applicable state) estate tax is repealed, this could 
result in all of the estate assets passing to the credit shelter trust. This may not be 
desirable, as the client may not want all of his or her assets tied up in a credit shel-
ter trust if there is no estate tax benefit.8 In fact, depending on the applicable rules 
at that time, there may actually be an income tax disadvantage to this approach; 
under current law, assets in the credit shelter trust would generally not receive a 
“step-up” in basis at the death of the surviving spouse. 

In addition, if the formula clause is based on the federal estate tax, and as a 
result of federal estate tax repeal all estate assets pass to a credit shelter trust, then 
to the extent there is a separate state estate tax, the formula could inadvertently 
trigger state estate tax, which could have otherwise been avoided or minimized. 
This is because funding the credit shelter trust with an amount in excess of the 
state estate tax exemption will expose the assets to that state’s separate estate tax. 
This is even more problematic for decedents subject to New York State estate 
tax. New York law provides for a phase-out of the New York estate tax exemp-
tion available to a decedent when his or her New York taxable estate exceeds the 
exemption amount. In fact, the New York estate tax exemption is completely lost 
if the taxable estate exceeds the exemption amount by more than 5%.9 So, an 
overfunded credit shelter trust for a New York State resident decedent can have 
serious consequences, as it could subject the entire amount to New York estate 
tax, without the benefit of a New York exemption. 

The following provision to be included in the will addresses this problem by 
limiting the application of the formula clause to situations where a federal or state 
estate tax is in existence, and has the added benefit of protecting the client against 
a future reinstatement of the federal or state estate tax: 

If my spouse survives me, and there is a Federal [or State] estate tax in 
effect as of the date of my death, my Executors shall distribute a sum 
equal to the maximum amount, if any, that can pass free of Federal 
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[and State] estate tax payable by reason of my death, after taking 
into account all credits available against such taxes, to the Trustees 
of the trust created under the Article hereunder entitled Credit Shel-
ter Trust. If there is no applicable Federal estate tax [and there is no 
applicable State estate tax] in effect as of the date of my death, then 
the bequest to the Trustees of the trust created under the Article 
hereunder entitled Credit Shelter Trust shall lapse.

Practitioners should of course tailor this and the other sample provisions con-
tained throughout this article to their clients’ unique facts and circumstances and 
the nuances of any applicable state estate tax laws. This clause, in particular, could 
also be further modified depending on the nature and form of estate tax repeal 
(for example, further modification may be desired if a capital gains tax were imple-
mented to replace the federal estate tax).

Marital Trusts

Conversely, the funding formula sometimes applies to the amount passing to 
the surviving spouse or marital trust. The balance not passing to the surviving 
spouse or marital trust would then pass to the credit shelter or bypass trust. Many 
of the same considerations discussed above apply, and the following is a sample 
clause to be included in the will to address this scenario: 

If my spouse survives me, and there is a Federal [or State] estate tax 
in effect as of the date of my death, I give my spouse the smallest 
amount that will minimize the Federal [and State] estate tax payable 
with respect to my estate. If there is no applicable Federal estate tax 
[and there is no applicable State estate tax] in effect as of the date of 
my death, then I give my spouse, if my spouse survives me: [my entire 
residuary estate].

GST Trusts

Additionally, if the GST tax is repealed, bequests to grandchildren or more 
remote descendants, or trusts for their benefit that were designed to use GST 
exemption, should be revisited. Similar to the formula bequests to a credit shelter 
trust or marital trust, discussed above, a GST bequest may have a funding for-
mula that may no longer be appropriate. In addition, the bequest itself may have 
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only been included for GST tax savings reasons, and with no GST tax, the client 
may no longer wish to make such a bequest at all. The decision to remove such 
a bequest should also factor in the possibility that the federal estate or GST tax 
could be reinstated in the future. 

Disclaimer to Credit shelter Trusts

As noted above, credit shelter trusts are commonly used in estate planning 
documents. An advantage of the credit shelter trust under current law is that it 
permits the surviving spouse to make use of the deceased spouse’s unused federal 
(and/or state) estate tax exemption amount. This benefit became somewhat less 
important with the ability of a surviving spouse to effectively inherit his or her 
deceased spouse’s unused estate tax exemption via portability. However, because 
(i) there are a number of nuances to the portability rules, (ii) a deceased spouse’s 
GST exemption is not portable, and (iii) many states with separate state estate 
taxes do not permit portability, there are still benefits to the use of credit shelter 
trusts under current law. 

Amounts passing to the credit shelter trust should not be included in the sur-
viving spouse’s estate for estate tax purposes and, thus, would pass free of federal 
(and/or state) estate tax following the surviving spouse’s death. However, if there 
is no applicable estate tax in effect, this may not actually provide any value. 

Given the benefits of the credit shelter trust in a world with an estate tax, and 
the relative lack thereof in a world without an estate tax,10 there is option value 
in deferring the decision of whether to fund a credit shelter trust for as long as 
possible. One way to preserve this optionality is to leave the entire estate to the 
surviving spouse, while also giving the surviving spouse the ability to disclaim all 
or any portion of the bequest. If the surviving spouse disclaims some or all of his 
or her interest in the bequest, the disclaimed property could pass to a credit shel-
ter trust. An example of a provision to be included in a will that would allow for a 
disclaimer to a credit shelter trust follows:

I leave my residuary estate to my spouse, if my spouse survives me. 
If my spouse renounces and disclaims all or any portion of the gift 
made under this paragraph, then such disclaimed property instead 
shall be distributed to the Trustees of the trust created under the 
Article hereunder entitled Credit Shelter Trust. Any renunciation and 
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disclaimer made under this paragraph may also be made by such 
person, acting on my spouse’s behalf, as permitted under applicable 
law. To be effective under this paragraph, any renunciation and dis-
claimer must meet the requirements of a “qualified disclaimer” under 
Sections 2518 and 2046 of the Internal Revenue Code or any succes-
sor thereto, if applicable, and the requirements for a valid renuncia-
tion and disclaimer under applicable state law. 

Including such a provision in the will would provide significant flexibility for 
the surviving spouse, who could make the appropriate decision in light of more 
complete information about the federal and state estate tax laws in effect at that 
time. 

When determining whether or not to disclaim all or a portion of the bequest 
to a credit shelter trust, the surviving spouse or his or her advisors should also 
consider the income tax consequences. Assets passing to a credit shelter trust 
generally do not receive a second step-up in basis on the surviving spouse’s death 
(at least under current law). Thus, appreciation in the value of the assets passing 
to the credit shelter trust between the death of the first and second spouses will 
eventually be subject to capital gains tax on disposition, absent additional plan-
ning. By contrast, under current law, if the assets passed outright to the surviving 
spouse, those assets would ultimately receive an additional step-up in basis on the 
surviving spouse’s death. In a scenario with no estate tax, this second step-up in 
basis would likely be more valuable than keeping the assets out of the surviving 
spouse’s estate altogether. If, on the other hand, a carryover basis regime were 
implemented in place of the estate tax, the second step-up in basis would not be 
applicable even if the assets were to pass outright to the surviving spouse.

Although the disclaimer method provides flexibility, vesting the decision in 
the surviving spouse gives the surviving spouse a significant amount of power and 
responsibility, which may not be appropriate in all situations. For example, grant-
ing the surviving spouse this level of discretion may not be advisable in the case of 
a second marriage with children from the first relationship.

Clayton Provisions

“Clayton” provisions, so named after the case that confirmed their viability,11 
are similar to disclaimer clauses, except that they give the decision-making power 
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to a fiduciary. In this scenario, assets passing to the martial trust for which a qual-
ified terminal interest property (QTIP) election is not made would instead pass to 
a credit shelter trust. An example of such a provision follows: 

If my spouse survives me, I direct that my residuary estate shall be 
distributed to the Trustees of the trust created under the Article here-
under entitled Marital Trust; provided, however, that if the Federal 
estate tax is in existence at the time of my death, and if any portion 
of the gift is not elected to qualify for the Federal estate tax marital 
deduction, such portion shall instead be distributed to the Trustees 
of the trust created under the Article hereunder entitled Credit Shel-
ter Trust. 

The “Clayton” approach is similar to the use of a disclaimer clause in the 
sense that it maintains the flexibility to adjust the disposition of assets on the first 
spouse’s death in light of the federal and state estate tax law in effect at that time. 
An added benefit of the Clayton provision is that the complex tax considerations 
can be left in the hands of an independent fiduciary who is an expert on the sub-
ject. 

For practitioners with clients who may be subject to a separate state estate tax, 
it may be advisable to modify the above clause to also address those state estate tax 
considerations. For example, if there is no federal estate tax in existence but there 
is a separate state estate tax, it still may make sense in certain situations to fund a 
credit shelter trust to absorb the state estate tax exemption of the decedent spouse 
(or to shelter assets from a federal estate tax if it is later reinstated). One complica-
tion is that depending on the laws of the applicable state, there may be limitations 
on the ability to make a separate state QTIP election if no federal QTIP election 
is made (which may be the case if there is no federal estate tax). Below is a further 
discussion on considerations relating to QTIP trusts.

QTIP Trusts

Marital trusts (and QTIP trusts in particular) are commonly used in estate 
plans as a mechanism to obtain the benefits of a trust (as opposed to an outright 
disposition), while also not jeopardizing the marital deduction and the resulting 
deferral of the payment of estate taxes until the death of the surviving spouse. 
Presumably, if the federal estate tax is repealed, it will no longer be possible (or 
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necessary) to make a QTIP election for federal purposes. However, while the need 
to defer federal estate tax may become irrelevant, deferring state estate tax until 
the death of the surviving spouse by use of a marital trust may still be desirable. It 
would thus be important to confirm whether the applicable state will allow for a 
separate state QTIP election. Alternatively, use of a general power of appointment 
trust (GPA Trust), as opposed to a QTIP trust, should be considered to address 
this issue. A GPA Trust is one in which the surviving spouse retains a general 
power of appointment on his or her subsequent death, thus resulting in the same 
estate tax deferral as a QTIP trust.

Inclusion of a provision in the will such as the following would grant the sur-
viving spouse a general power of appointment: 

I give my spouse power to appoint the entire principal of the marital 
trust, exercisable in favor of my spouse or in favor of my spouse’s 
estate or in favor of both, as well as in favor of others. Such power to 
my spouse to appoint the principal in favor of [himself/herself] may 
be exercised in whole or in part at any time or from time to time, any 
such exercise to be by instrument signed by my spouse and deliv-
ered to my Trustees. Such power of my spouse to appoint the princi-
pal in favor of my spouse’s estate, as well as in favor of others, shall be 
exercised by my spouse’s last will and testament, and in so far as my 
spouse exercises such power by such will, my spouse may appoint 
the principal in any shares and manner, outright or in lesser estates, 
or in trust or otherwise. In default of such appointment by my spouse, 
my Trustees shall upon my spouse’s death pay over to the principal 
of the marital trust (or if my spouse shall not effectually appoint all 
of such principal, then my Trustees shall upon my spouse’s death 
pay over such part of the principal as my spouse shall not effectually 
appoint) as follows: [insert alternative disposition].

Despite its advantages, this approach may not be appropriate for all clients. 
Similar to the issues discussed above with use of a disclaimer into a credit shelter 
trust, giving the surviving spouse a general power of appointment vests significant 
discretion to the surviving spouse. This discretion could be troublesome where 
the client is not entirely comfortable that the surviving spouse will follow through 
with the desires of the predeceased spouse (for example, where there are children 
from prior marriages). 
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Qualified Domestic Trusts

Thought must also be given to marital trust planning for surviving spouses 
who are not U.S. citizens. Under current law, the federal estate tax marital deduc-
tion is only available for transfers to surviving non-citizen spouses if the assets 
passing to the non-citizen spouse are held by a qualified domestic trust (QDOT). 
QDOTs are similar to QTIP trusts, although principal distributions to the sur-
viving spouse, as well as final distributions following the surviving non-citizen 
spouse’s death, are subject to a deferred federal estate tax as though the assets 
had been included in the deceased spouse’s estate. Assets passing to QDOTs are 
subject to strict requirements, which are set forth in the Internal Revenue Code 
(the Code) and corresponding Treasury regulations.12 If the federal estate tax is 
repealed, use of such trusts may no longer be desirable. While again not appropri-
ate for all clients, if provisions are made for non-citizen spouses, it may be prefer-
able to leave the assets to the non-citizen spouse outright. Unlike the funding of 
most trusts on death, there is a window of time following the decedent’s death in 
which the surviving spouse can create and fund the QDOT trust.13 This approach 
may be preferable, as it provides flexibility to determine whether a QDOT trust is 
appropriate, based on the status of the federal estate tax at that time.

Apportionment Clauses

Apportionment clauses in wills and revocable trusts can provide for the allo-
cation of taxes, debts, and expenses attributable to the decedent’s estate and can 
have a significant impact on the net amounts that the beneficiaries actually receive. 

Even if the federal estate tax is repealed, given the long history of changes in 
this area, it is conceivable that it will be reinstated at some point in the near future. 
In addition, even if it is repealed, it is not totally clear what replacement tax, if any, 
would result. One way of dealing with this uncertainty as it relates to the appor-
tionment clause would be for practitioners to retain their standard apportionment 
clauses and simply modify the description of what taxes are included to account 
for potential replacement regimes.

An example of a definition of “Death Taxes” to be used in the apportionment 
clause follows: 
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Death Taxes. “Death Taxes” means all estate, inheritance, succession, 
capital gains or other transfer taxes and any similar taxes on appre-
ciation, including interest, penalties and any excise or supplemental 
taxes, imposed by any domestic or foreign jurisdiction by reason of 
a person’s death, but shall not include generation-skipping transfer 
taxes imposed by Chapter 13 of the Code, other than such taxes 
attributable to a direct skip of which I am the transferor, unless such 
direct skip is caused by a qualified disclaimer by a non-skip person 
(as those terms are defined in the Code). 

Given the current uncertainty as to what system would replace the federal 
estate tax, this solution is merely a temporary one, and if a new system is enacted, 
these provisions should be carefully reviewed to make sure they are still appro-
priate. As is currently the case, it is important to also consider which beneficiaries 
bear the tax burden in the apportionment clause. 

Finally, as is also currently the case, to the extent a client establishes a “pour-
over” will coupled with a revocable trust, practitioners should ensure that the 
apportionment clauses in each document are coordinated and work together in a 
consistent manner.

LIFETIME TrUsTs

Some commentators have speculated that if President Trump’s tax reform goes 
into effect, it will reduce the number of lifetime trusts that are established. The 
rationale for this is that a primary motivator behind the creation of most trusts 
is reduction of estate taxes, which would no longer be relevant under President 
Trump’s tax plan (as there would be no federal estate tax to reduce). However, 
those commentators are not focusing on the many other benefits that trusts offer. 
Those benefits include the following:

• Serving as a “testamentary substitute.” By putting dispositive provisions 
in a trust, as opposed to a will, this may help to limit expense, delay, and 
administrative hassle involved with probate or surrogate’s court proceed-
ings.

• Creditor protection for the donor and/or the beneficiaries.
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• Protection from matrimonial claims against beneficiaries. Trusts can work 
in conjunction with, or to some extent serve as a substitute for, matrimo-
nial agreements.

• Relieving the beneficiaries from responsibility associated with managing 
the assets by appointing a separate trustee. This is especially advantageous 
for young beneficiaries or beneficiaries who lack business or investment 
experience.

• Addressing the concern that outright ownership may serve as a disincen-
tive for the beneficiary to work, go to school, or become a productive 
member of society.

• Providing other tax benefits, beyond federal estate tax. For example, state 
estate tax can potentially be saved, and there may also be opportunities to 
avoid state income taxation in certain situations.14

In addition, if transfer tax considerations are removed by tax reform (for exam-
ple, if the gift tax is also repealed), then lifetime trust creation may actually increase 
as a result. This is because transfer taxes serve, to some extent, as a limitation on 
what can be transferred into a trust to achieve most of the above non-tax objec-
tives. For example, gifts to a trust may be limited to the annual exclusion amount 
or unified credit. Those limitations effectively disappear if there is no transfer tax 
system to worry about.

Of course, many of the same drawbacks to the use of trusts would still apply. 
From a tax perspective, one of the main trade-offs to the establishment of a life-
time trust that is a completed gift for gift tax purposes is the probable loss of a 
step-up in basis for the assets in the trust on the death of the grantor. With the 
increased importance of income tax planning due to the rise of income tax rates, 
and the somewhat decreased importance of estate tax considerations due to high 
estate tax exemptions 
and estate tax rates 
that are off of their 
highest amounts, this 
trade-off needs to be 
seriously considered 
and analyzed. In addi-
tion, assuming transfer tax considerations are no longer relevant due to tax reform 
(a major assumption, indeed), then one of the primary remaining downsides to 

Flexibility is key with the 
looming prospect of tax reform.
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the use and funding of lifetime trusts is the donor’s loss of control and ability to 
enjoy the trust funds. While complete control often undermines the objectives of 
the trust, the donor, trusted friends, family members, or advisors can still be given 
significant authority. This concern can also be ameliorated, somewhat, by building 
in flexible trust provisions.

As discussed above, a flexible structure is particularly key with the looming 
prospect of tax reform. With flexibility built into a trust, clients can move forward 
with traditional estate planning to make use of the estate and gift tax exemption 
and benefit from some of the other non-tax advantages to the use of trusts, while 
providing mechanisms to deal with changing circumstances, including the ability 
to unwind the entire structure if it no longer makes sense. 

Below are several strategies and options to provide this flexibility for a client 
who is looking to make use of the exemption now by making lifetime gifts to 
trusts.

spousal Limited Access Trust

The Spousal Limited Access Trust (SLAT) is one way in which clients who 
wish to make gifts now can do so, while retaining an “escape valve” if the struc-
ture is no longer desirable, such as in the event the federal estate tax is repealed. 

The SLAT was a particularly popular planning device in 2012, when the pros-
pect of a steep reduction in the federal estate tax exemption loomed and there was 
a rush to make year-end gifts. That same strategy is also attractive with the current 
uncertainty surrounding the prospects of federal estate tax repeal. In the typical 
SLAT, a married grantor uses some or all of his or her gift tax exemption to make 
a completed gift to a trust of which the grantor’s spouse is one of the discretionary 
beneficiaries (often, together with descendants). If, at a later time, there is a desire 
to unwind the trust, the trustee (who should not be the grantor or spouse) could 
simply distribute the assets to the grantor’s spouse. Depending on the relationship 
between the grantor and the grantor’s spouse, a distribution back to the spouse 
could effectively be the same as a distribution back to the grantor.

To maximize the exemption from both spouses, it was common to establish 
reciprocal SLATs, where each spouse would set up a SLAT to benefit the other. In 
that plan, however, it was (and still is) important to be mindful of the reciprocal 
trust doctrine, under which the IRS could treat the trusts as so interrelated that 
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“the arrangement, to the extent of mutual value, leaves the settlors in approxi-
mately the same economic position as if they had created trusts naming them as 
life beneficiaries,” and therefore the trusts and their assets would be included in 
the settlor’s estate for estate tax purposes.15 

While there is not a bright-line test to assess whether the reciprocal trust doc-
trine will apply, it is important to draft substantive differences into the terms of 
both SLATs to avoid this treatment. For example, granting one spouse, but not 
the other, a power to appoint the property in the trust of which he or she is a ben-
eficiary may counter the potential application of the reciprocal trust doctrine.16 
Varying the distribution standards and the classes of beneficiaries in the two trusts 
may also lower the chances of the IRS applying the reciprocal trust doctrine.17 

self-settled Asset Protection Trust

A “self-settled asset protection trust” is another example of a flexible structure 
that could enable clients to advance their trust and tax planning today, while pre-
serving their flexibility to deal with changes to applicable estate tax laws. Donors 
who establish a self-settled asset protection trust can, for example, retain the pos-
sibility of receiving back trust assets if it is later determined that unwinding the 
trust is advisable.

Under traditional common law principles, a creditor of a settlor can generally 
reach the trust property to the maximum extent that the trustee can distribute 
property to the settlor. This results in the assets of the trust being includable in 
the settlor’s taxable estate for estate tax purposes.18 However, several states have 
enacted statutes that reverse this traditional common law approach and allow for 
individuals to create irrevocable trusts in which they retain the ability to receive 
distributions at the discretion of an independent trustee, while seeking to preserve 
the creditor and estate tax protection that would have been afforded to the trust 
had the settlor not been named as a discretionary beneficiary. These trusts are 
often referred to as “self-settled spendthrift trusts,” or “self-settled asset protec-
tion trusts.” 

Statutes permitting asset protection trusts generally include requirements that 
the trust (i) be irrevocable, (ii) invoke the law of the resident state, (iii) have a res-
ident trustee, (iv) have at least some of the assets located in the state, and (v) have  
certain administrative activities with respect to the trust occur within the state. 
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If the statutory requirements are met, most actions commenced within the state 
by the settlor’s creditors against the trust property are prohibited. There are, 
however, exceptions for fraudulent conveyances and tort injuries occurring on 
or before the date of transfer to the trust, and in certain asset protection juris-
dictions, for claims for marital and child support depending on the timing of the 
funding of the trust or the date of the claim.

Estate planners who are interested in exploring the flexible nature of self-set-
tled asset protection trust laws are advised to pay careful attention to the require-
ments of the statutes and other pertinent local laws and to work closely with local 
counsel. Additionally, practitioners should flag for clients in states that have not 
enacted self-settled asset protection legislation the possible conflict-of-law con-
cern that a creditor’s claim in that non-self-settled asset protection jurisdiction 
may be successful in spite of the purported creditor protection of such a trust.19 

If such planning is pursued, it may be beneficial to include provisions in a 
spendthrift clause that specifically refer to the particular asset protection statute. 
For example, the following is sample language for a self-settled asset protection 
trust created under Nevada law:

It is the Grantor’s intent that during the Grantor’s lifetime this trust 
shall qualify as a spendthrift trust for the benefit of the Grantor pur-
suant to NRS § 166.010 et seq. Notwithstanding anything in this 
Agreement to the contrary, any power, duty or discretionary author-
ity granted to the Trustees, Trust Protectors, the Grantor or any other 
person shall be absolutely void to the extent the right to exercise 
such power, duty or authority would in any way jeopardize the trust’s 
status under NRS § 166.010 et seq., or otherwise cause the assets 
of the trust to become subject to the claims of the creditors of the 
Grantor (other than creditors whose claims are permitted under the 
timing requirements set forth in NRS § 166.170). 

Additional suggested language, plus the contemporaneous execution of an affi-
davit as to the solvency of the donor, may be advisable. So again, consultation 
with local counsel is strongly encouraged.
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Other reserved Powers

There are myriad other powers that a settlor (or other trusted family members 
or friends) can retain that can allow an element of control over an irrevocable 
trust, while still preserving the intended tax treatment of the trust. These powers, 
coupled with some of the techniques discussed above, can further give comfort 
to a settlor that he or she will be able to account and adjust for later changes of 
circumstances, such as the potential repeal of the federal estate tax.

For example, a settlor can have the power to remove the trustee and appoint a 
successor in such removed trustee’s place. In order not to jeopardize the estate tax 
treatment of the trust, the settlor should not have the power to appoint a “related 
or subordinate” person as successor to the removed trustee.20 With that relatively 
narrow limitation, this power would allow the settlor to change the trustee for 
any reason, including, for example, if the trustee refused to make a distribution 
that the settlor believed to be advisable. This would include a distribution of the 
entirety of the trust to effectively unwind the trust if it no longer makes sense 
in light of changes to the tax laws. If an existing trustee were not willing to take 
such an action, the settlor could then appoint a successor trustee who the settlor 
believed would be more likely to take the requested action.

It may also be beneficial to provide mechanisms for modifying the terms of a 
trust, even if it is an “irrevocable” one. For example, it may be advantageous to 
include a clause in the trust that allows for administrative or other amendments, 
so long as they do not impact the beneficial interests in the trust. The following is 
sample language that can be included in a trust:

The Trustee may amend any portion of this Agreement in writing 
from time to time to state expressly any such additional powers and 
authority or otherwise to change the provisions of this Agreement in 
any manner that the Trustee deems necessary or advisable, including 
for tax purposes. Nevertheless, no power granted to the Trustee in 
this paragraph grants any implied power to change beneficial inter-
ests under any trust. In exercising these powers and in amending the 
provisions of this Agreement, the Trustee shall observe the general 
fiduciary duties of loyalty, good faith, fairness and due care and shall 
act in a manner consistent with the Settlor’s intent as expressed in 
this Agreement.



The CurrenT: The Journal of PlI Press Vol. 1, autumn 2017

286

Another increasingly popular way to effectively amend an otherwise irrevoca-
ble trust would be to grant the trustee the ability to “pour” trust assets into a new 
trust with different (more favorable) terms. This is known as a trust “decanting,” 
and while several states have statutorily enabled trustees to distribute trust assets 
to a new trust for the benefit of the beneficiaries of the existing trust, it may be 
advisable to specifically authorize a decanting in the trust itself.21

There are multiple ways to establish a lifetime trust in a way that allows for 
flexibility to account for later changes, including changes to the tax law. It is 
important for practitioners to work closely with their clients and build in the flexi-
bility that is best suited for the clients and their particular facts and circumstances.

Conclusion

With so much uncertainty surrounding whether we will see tax reform, what 
it will look like, and what the timing will be for enactment, estate planning advi-
sors and their clients are left in a state of limbo. However, for many practitioners, 
this should be a familiar feeling, given the many changes and proposals that we 
have encountered in the U.S. transfer tax system, even in just the last twenty or 
so years. If nothing is certain except for death and taxes—and now we can’t even 
count on death taxes—it is becoming more important than ever before for plan-
ners to consider adding flexibility, including some of the suggestions made in this 
article, to their clients’ estate planning documents.

Robert W. Sheehan and Michael S. Schwartz are authors of PLI’s 
Stocker on Drawing Wills and Trusts.
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Counseling on Cannabinoids: 
Making Sense of Marijuana  
and Preemption

James T. O’Reilly
University of Cincinnati College of Medicine

“Desuetude,” “forbearance,” “cannabinoids”—it might sound like the finals 
of a spelling bee competition, but these words will be part of the vocabulary for 
lawyers who practice in the hottest growth area of small business development: 
the marijuana industry. And yes, “industry” describes the state-lawful marijuana 
trade, with billion-dollar projections, and now with several of the attributes that 
mark growth areas, including a stock market fund (or two) seeking to aggregate 
investments in the growth of this marketplace.

For most solo or small-firm lawyers, the issue arises with one phone call. A 
new client wants advice about conversion of an older industrial warehouse into a 



The CurrenT: The Journal of PlI Press Vol. 1, autumn 2017

290

$700,000 Grow Zone with specialized lighting, temperature-controlled watering 
devices, and humidity-monitored drying racks for hydroponic growth of mari-
juana. How do you respond? 

In any other context, research sources can provide the appropriate response to 
questions about mortgage lending, equipment leasing, procurement contracts, 
employee qualification screening, and the like. But with marijuana, the loom-
ing presence of Trump administration conflicts with the states poses a significant 
uncertainty. 

In this case, the best response to the client should be: “I’m very glad to help 
you with all of the industrial and commercial aspects of the transaction, just as I 
would if you were raising similar plants for growing spices or growing hemp, a 
comparable plant that goes into making ropes. But I have an ethical obligation to 
caution that we can’t predict the actions of the Trump administration, which is 
one tweet away from declaring a DEA and FBI crackdown on this industry. There 
is a federal law—the Controlled Substances Act (CSA)—that has the power to 
overcome state laws such as the marijuana law adopted here in our state. But as 
long as the current acceptance of state laws by federal government inaction con-
tinues, I can guide you with all the details of this transaction.” 

Small business entrepreneurs in America have traditionally “pushed the enve-
lope” of conventional wisdom, often changing the “envelope” for the better by 
taking risks at the margin of prior industrial practice. Overnight delivery of mer-
chandise? Motion pictures over computer cables? Credit authorized by a chip in a 
plastic card? But making new industry changes under threat of federal imprison-
ment is a riskier undertaking.

What is different about the marijuana entrepreneurs is that they seem to be 
displacing both the prior legal prohibitory system and the prior illegal system; the 
reputation change of “weed dealers” has been subtle but dramatic. No Central 
American drug cartels with tough enforcers are experimenting to diminish the 
effect of mold in the indoor drying of hydroponic cannabis. The announcement 
by Scotts’ Miracle Grow that it will invest hundreds of millions on cannabis pro-
duction improvements was a signal of future agronomy directions. Banks that 
are compelled to avoid any handling of the Medellin cartel’s very tainted cash 
flow from marijuana sales are eager to find a mechanism to handle the more 
legitimate proceeds of grower-dispensary transactions through credit unions or 
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through state-managed financial mechanisms like the new Ohio payment process-
ing system. Creativity is flowering faster than buds on an automatically watered, 
temperature-controlled rack of gene-improved cannabis plants.

And now the wild card: “WWJSD?” What will Jeff Sessions direct his staff 
inside the Department of Justice to do about cannabis marketplaces in states that 
have authorized medical marijuana dispensaries, recreational marijuana sales, or 
both? 

For the answer, we start 225 years ago in Philadelphia, as the drafters debated 
the Tenth Amendment to the new Constitution: “The powers not delegated to 
the United States by the Constitution, nor prohibited by it to the states, are 
reserved to the states respectively, or to the people.” The Commerce Clause in 
Article I allows the Congress to use its delegated power to regulate “controlled 
substances” in title 21 of the U.S. Code, so these powers are not “reserved” to a 
state whose voters chose to permit marijuana for recreational or medical use.

Treatises on preemption of state powers can construe the Tenth Amendment 
in voluminous detail, as my text has done.1 Constitutional law classes spend an 
hour or so of 1-L class time on the doctrine’s more recent Supreme Court juris-
prudence. Younger law professors who seek tenure will squeeze every possible 
nuance out of the Court’s 5-4 or 6-3 decisions in order to find meaning in their 
over-long articles that despair about the muddled case law. This does not help the 
actual practicing lawyer, for whom preemption is a distant pre–Bar Exam memory.

Here is the practice-oriented lawyer’s insight: Avoid malpractice claims. None 
of the state legal structures and state compliance activities are 100% assured to 
protect the reputable participant in the marijuana market. The federal Controlled 
Substances Act2 is not perfect, but it’s potent. CSA preemption of state laws could 
be used to shut down a legitimate client’s state-regulated (or even state-spon-
sored) marijuana activity. Marijuana is a Schedule I substance under the CSA,3 and 
has been so for years, as a result of a historical view of drug abuse in the 1930s 
that has not been altered by the pleas of state officials and legislators. Federal reg-
ulators insist that marijuana remain tightly controlled:

[W]hen it comes to a drug that is currently listed in schedule I, if it is undis-
puted that such drug has no currently accepted medical use in treatment in 
the United States and a lack of accepted safety for use under medical super-
vision, and it is further undisputed that the drug has at least some potential 
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for abuse sufficient to warrant control under the CSA, the drug must remain 
in schedule I. In such circumstances, placement of the drug in schedules II 
through V would conflict with the CSA since such drug would not meet the 
criterion of “a currently accepted medical use in treatment in the United 
States.”4

The enforcer of the CSA within the Department of Justice is the Drug Enforce-
ment Administration,5 whose leader is selected by Attorney General Jeff Sessions, 
and whose leaders have declined to change (“down-schedule”) the treatment of 
marijuana.6 Someday the Congress could order the administration to not spend 

appropriated funds on enforcement of marijuana laws in states with marijuana 
legalization. Even less likely is a near-term congressional direction to remove mar-
ijuana from CSA Schedule I. But neither prospect is timely enough to satisfy a 
risk-averse client.

The future? As a longtime expert in federal approval mechanisms for drugs,7 
I believe marijuana will be removed from Schedule I and the FDA will be tasked 
to extend the oversight of marijuana and enforce quality standards for its food 
and combustion forms. We just don’t know when. Cannabinoid forms of candies, 
lollipops, oils, etc. pose a child ingestion risk. Counterfeit and false forms of Can-
nabis sativa proliferate in the absence of an enforceable quality standard. Dusting 
of cannabis leaves with fentanyl and other life-threatening active drug ingredients 
would pose a severe inhalation toxicity risk to smokers.

Desuetude, the lapse of un-utilized authority, is unlikely because some forms 
of legislative action must eventually occur. Forbearance, the choice not to act on 
enforcement of a law, is discretionary for the Trump administration.

So your message to the client today should express cautious optimism. But 
federal preemption of the permissive state marijuana legislation and rules could 

Here is the practice-
oriented lawyer’s insight: 
Avoid malpractice claims.
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occur: The Controlled Substances Act could be invoked; the work the client is 
proposing to do could be shut down; and the proceeds and assets could be subject 
to forfeiture, as proceeds 
of an illegal transaction 
with a Schedule I con-
trolled substance.

You can ethically 
tell your client that you 
predict there will be an 
eventual federal and state accommodation of marijuana controls, so long as you 
explain the contingency: No state law will protect your client against the risk that 
a Trump tweet or a Sessions speech may signal the federal re-assertion of powers 
of control and especially powers for the forfeiture of the client’s proceeds and 
instruments of transactions involving marijuana, as long as it remains a Schedule 
I controlled substance.

Wish the client well, apply these caveats about preemption, and encourage him 
or her to stay in touch as this smoky haze clears in the future.

Prof. James T. O’Reilly teaches at the University of Cincinnati 
College of Medicine and chairs the ABA Administrative Law Section’s 
Committee on Food & Drug Law. He is the author of PLI’s Consumer 
Product Safety Regulation: Impact of the 2008 Amendments.

Your message to the client 
today should express cautious 
optimism.

https://plus.pli.edu/Browse/Title?start=0&rows=10&sort=score%20desc%2Cs_date%20desc&fq=~2B~title_id~3A282B~19787~29~&facet=true&qt=legal_boolean
https://plus.pli.edu/Browse/Title?start=0&rows=10&sort=score%20desc%2Cs_date%20desc&fq=~2B~title_id~3A282B~19787~29~&facet=true&qt=legal_boolean
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With the advent of ever-faster ways of communicating with each other, attor-
neys are facing new challenges in building and sustaining relationships with their 
clients. This article examines those challenges, reviewing the essential elements 
of building client relationships, looking at ways of adapting new communications 
styles to our client relationships, and determining which styles we need to retain 
and enhance in the digital age to keep our clients returning to us. The concepts 
discussed in this article are applicable to all client relationships, whether between 
outside counsel and firm clients, or in-house attorneys and their in-house clients. 
In addition, this article examines some key points for attorneys who are in the 
position of mentoring, coaching, or supervising newer attorneys in how best to 
communicate with their clients.
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What New Challenges Do We Face in Building Client 
relationships in an Age of Digital Communications?

Mediated Communications Versus Direct Communications

As digital technology grows increasingly responsive and sophisticated, we have 
more and more choices in how we communicate with our clients. A multitude 
of new communications platforms such as texting, instant messaging, and social 
media ensure instant, immediate, and informal contact, giving us unprecedented 
access to thousands of people in a split second, without having to dial a phone 
or visit them or actually even talk to them directly. It is important to distinguish 
these types of “mediated communications”—digital communications performed 
through devices—from “direct communications”—live communications between 
individuals, such as phone calls or face-to-face conversations.

One may ask why it is important to differentiate between these two types of 
communications—after all, whether attorneys and clients are communicating by 
email, text, phone call, or even letter, the information they want to get across is 
ultimately being communicated, regardless of the mode of communication used. 
But consider how the different types of communications prompt different reac-
tions.

For example, think about the reaction you have when you receive an email, as 
opposed to receiving a text message on your phone: An email does not need to 
be answered immediately—you can take time to consider what you want to say, 
how you want to respond. On the other hand, when you receive a text or instant 
message, you are triggered to react spontaneously—and often informally. There is 
an urgency connected with instant messaging that is not necessarily sparked by an 
email, by a first-class letter, or even by a telephone call. As psychologist and MIT 
professor Sherry Turkle suggests, “‘Face-to-face conversation unfolds slowly. It 
teaches patience. When we communicate on our digital devices, we learn different 
habits . . . we start to expect faster answers.’”1 Therefore, our first response to a 
text message may not be the best or most well-thought-out. 

As always, given our responsibilities as attorneys, we need to give sufficient 
thought to our responses. In this age of digital communications, however, we may 
not always do that, which can be particularly problematic. Today, not only do we 
communicate continuously, but much of what we communicate—especially via 
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text, email, or social media postings—may be preserved for posterity, whether 
we intend it to be or not. Thus, our first challenge is to determine how we can 
preserve our equanimity and judgment when we receive instantaneous, seemingly 

Our first response to a  
text message may not be the 

best or most well-thought-out.

urgent communications. Especially when dealing with clients, we need to convey 
a well-mediated, calm demeanor.

Generational Considerations

A second challenge regarding client relationships in the digital age relates to 
the composition of the U.S. workforce today. We now have four generations in 
our workforce—the “Silent Generation” (born 1925–1945), “Baby Boomers” 
(born 1945–1964), “Generation X” (born 1965–1981), and “Millennials” (born 
1982–2004). According to Pew Research Center analysis of U.S. Census Bureau 
data,2 the distribution of these four generations in today’s workforce is as follows: 

• Silent Generation: 2.4%

• Baby Boomers: 28.8%

• Generation X: 34.1%

• Millennials: 34.6%

Millennials represent 34.6% of today’s total workforce, which means that 65.4% 
are non-Millennials.

The implications of this data with respect to workplace communications are 
important: Those workers who belong to the Millennial generation—34.6% of 
our colleagues—have never known a world without cell phones and have never 
functioned in a work environment in which electronic mail did not exist. Impor-
tantly, however, the remaining 65.4% of our colleagues (and our clients) are indi-
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viduals born prior to 1982. These are non-Millennials who have learned the skills 
to communicate directly, whether via phone or live and in person. These direct 
communications skills are still relevant and important, even in our digital age.

The three non-Millennial generations in our workforce are accustomed to 
face-to-face, live communications and have the skills to work in that type of envi-
ronment. Thus, while the Silent, Boomer, and GenX cohorts are growing accus-
tomed to utilizing 
the new technologies 
and ways of commu-
nicating, they are 
adding to their arse-
nal of skills in effec-
tive communication. 
They have had to 
learn new technologies of communicating repeatedly over the past thirty to forty 
years. Further, these generations have had to adapt rapidly to using these new 
forms of communicating.

In contrast, the lawyers who are members of the Millennial generation are well-
skilled in the new technologies, but they generally have not had the opportunity 
or need to develop face-to-face or verbal, live communications skills. However, 
given that nearly two-thirds of the workforce belongs to a generation other than 
Millennial, it follows that an equal proportion of our current clients and potential 
clients also reside in those non-Millennial populations. 

Therefore, the second challenge we face in our digital age is to ensure that we 
all acquire the skills to communicate with all generations in order to maintain and 
build our relationships with our clients. 

Being Skilled in Both Modes of Communications

A third challenge in our digital age relates specifically to the Millennial gener-
ation: Consider that for those in the non-Millennial generations, new modes of 
communications and new technologies have continued to develop over the years, 
and these generations have learned to use them in addition to their direct com-
munications skills. So the basic modes of their learned communication styles have 
been live and direct. Increasingly, though, the Millennials have only been required 
to learn and feel more comfortable with mediated communications. 

Today, 34.6% of our colleagues 
have never known a world 
without cellphones or email.
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Millennials’ discomfort with live communication is illustrated by a phenome-
non that many parents today may recognize—that when the telephone rings at 
home, nobody gets up to answer it. A recent Wall Street Journal article reports 
that this is the case as well with doorbells.3 One young person was quoted as say-
ing, “Doorbells are just so sudden. It’s terrifying.” The Millennial mindset is that 
if friends are coming to the door, they will text to let you know they are there, so 
anyone who rings the doorbell is obviously somebody you don’t know. Similarly, 
tasks like making a dinner reservation or a doctor’s appointment—which typically 
used to require direct, live communication—can now be done online without ever 
having to speak directly with a person.

Why is this a challenge? Because the propensity to avoid direct communica-
tions can shut down that mode of communication. Some individuals who are 
more comfortable with mediated communications avoid live communications 
because they are concerned that opening up a direct line of communication means 
that there is a chance that person might disagree with them, might misunderstand 
them, or might raise an issue that they are not prepared to deal with. For some 
tasks, such as making dinner reservations, this sort of issue seldom arises, which is 
why mediated communication modes are acceptable in such situations. However, 

as lawyers, we must often answer unexpected questions or defend our position, 
which, as uncomfortable as it might be, requires talking things out, live, in a direct 
way. 

Shutting down direct communications modes of contact could raise significant 
additional issues with respect to the maintenance of client relationships. If a client 
who is accustomed to connecting with his or her attorney via telephone attempts 
to reach a lawyer who prefers mediated communications, the lawyer may refuse 

Millennials have not developed 
face-to-face or verbal,  

live communications skills.
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to answer the phone, and the call might go unrecognized and unheeded. This 
alienates our clients and drives wedges between us. Thus, we all need to have all 
the necessary skills to support a broad client base. 

The effects of these trends on client relationship-building are many. When 
we use digital communication, there is a multitude of opportunities for misun-
derstanding and miscommunication—such as the use of abbreviations, misspell-
ings, grammatical errors, and spellcheck errors. There are also auto-corrections, 
which can be wrong and can sometimes result in statements that are embarrass-
ing, even insulting. Likewise, digital messaging does not convey body language or 
verbal intonation and can be easily misinterpreted—one of the reasons why irony, 
humor, and sarcasm do not translate well in written messages and can often be 
misconstrued. In addition, clients who are not up to speed on the latest techno-
logical communication trends may feel overwhelmed and even ignored when the 
only communications they receive are instant messages. Similarly, some clients 
may really want a live conversation because they have something they want to say 
directly, perhaps something they do not feel comfortable putting in writing. Ulti-
mately, the failure to take into account the potential for such miscommunications 
is a failure to develop important advocacy and persuasion skills in verbal and face-
to-face communications—skills that are vital in maintaining client relationships.

Another important aspect of this issue is the succession-planning process. If 
we have maintained a good relationship over the years with our clients via phone 
and in-person meetings, we should want the successor attorneys taking over those 
clients to be able to maintain that type of contact and relationship. While it is 
acceptable to communicate via mediated communications modes when necessary 
and appropriate, if our clients are accustomed to direct conversations, we should 
honor that need. So learning and teaching direct communications skills to new 
generations of attorneys is important moving forward. 

Another reason for up-and-coming lawyers to develop direct communication 
skills relates more to their own health than to specific client relationships. There is 
more and more research that shows that human beings need to have direct con-
nection with others. Dr. Jean Twenge of San Diego State University reports that 
Millennials have a surprisingly high rate of depression and points to “loneliness” 
as one major factor in this trend. It arises from what she calls a “junk-food diet of 
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instant messages, Facebook posts, e-mail and phone calls, rather than the healthy 
food of live, in-person interaction.”4 So working on direct-communication skills is 
not only good for your client relationships, it’s actually good for your health, too!

What Are the Essential Elements of Building Client 
relationships?

There are several basic elements of relationship-building that apply to our con-
nections with our clients whether or not those connections are accomplished via 
direct or mediated communications. First, it is vital to make sure your clients feel 
as if they can trust your advice and your capabilities. You want to get their work 
done on time and completely. You need to work with your clients to understand 
their priorities, what matters most to them. While the matter you are working 
on with one client may be one of twenty matters for you, it may be the most 
important or the only project your client is working on. Clients need to trust that 
their attorneys are working to achieve the best legal results possible, using all their 
skills. 

At times, attorneys need to give their clients difficult or challenging advice. 
Clients may need to be told “no,” they cannot proceed down a particular path-
way. If this is the case, we need to consider and plan how best to communicate 
the advice to them. We must convey this information in such a way that the clients 
understand, digest, and follow our advice. Clients must understand that we have 
their best interests at heart. Here are three steps to follow when communicating 
with clients in this situation:

1. Think about where they are and meet them there—we cannot be overly 
technical in explaining the law applicable to their situation.

2. Give them alternatives that will help achieve their goals to the extent 
legally possible. Make sure they understand what you are telling them.

3. Help them find the steps they need to take in order to follow your advice.

Once you have inspired your client’s trust, there are other actions you can take 
to preserve and continue to build your relationship. Maintaining contact over 
time so your clients think of you when they need legal assistance is vital and can 
be accomplished in a number of ways—for example, by sending ongoing updates 
on law relevant to their business or situation. This can be achieved via constant 



The CurrenT: The Journal of PlI Press Vol. 1, autumn 2017

302

contact, directly or electronically, perhaps in the form of a general note to all 
appropriate clients or as an email specifically tailored to one individual client based 
upon his or her needs. 

It is also helpful to check in with your clients on a periodic basis to express a 
personal interest in their needs. Give ongoing thought to your clients’ business 
and consider how best to meet their needs. Reaching out to your clients via per-
sonal, direct contact to let them know you are thinking about them can be invalu-
able. In a corporate environment (where the client is not paying by the hour), 

setting up regular meetings with clients who need regular support is particularly 
useful. Such periodic check-ins can also be used to the extent necessary in a pri-
vate practice context. In addition, in-person contact can help assure a client that 
you are personally interested in what they are doing, how their business is doing, 
and what they need. Consider inviting your client to lunch or to coffee—seeing 
your face in person has a huge impact on people. Getting to know clients person-
ally creates a connection on which they will draw going forward.

How should We Decide Which Mode of Communication 
to Use?

How do you decide in a given situation if it is better to use direct communica-
tions or mediated communications to transmit information?

There are times when mediated communications are the most effective and 
efficient way to convey information; in other circumstances, direct, live commu-
nication modes are better to use. For example, mediated communications such as 
emails and texts are appropriate when conveying factual, unambiguous informa-
tion: setting up a meeting, sending an agenda, sending over a proposal, making 

Consider inviting your client 
to lunch or to coffee.  

Seeing your face in person 
has a huge impact on people.
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arrangements for signature—all things that are not subject to a lot of discussion 
or questioning. On the other hand, live, direct communication is a better mode 
for conveying information or advice in situations where the information or advice 
may generate questions, concerns, confusion, or even resistance. This is also true 
if what you have to convey is “bad news” or something you may not want to put 
in writing. 

Communicating proposals during negotiations or uncomplicated edits to an 
agreement may also be performed via mediated communications modes; but if 
these proposals are likely to generate questions, then a live, direct way of address-
ing them should be utilized. We can use mediated communications modes as an 
adjunct to live, direct modes with our clients to open up ways of transmitting 
information. 

Emails and texts are 
appropriate when conveying  

factual, unambiguous 
information.

Thus, when you need to convey information and are faced with the decision of 
which mode of communication to use, the essential questions to ask are “Will my 
client have a question about the information or advice I’m sending?” and “Will 
they have an emotional reaction to it?” If the answer is yes, it may be better to set 
up a live meeting to convey the information directly and to discuss any questions 
that may arise. 

How Can We Adopt New Communications styles to 
strengthen Our Client relationships?

It is important to remember that our clients come from all generations and 
they have a varying capability to utilize new technologies. To be effective attor-
neys, we all need to develop the skills to use both direct communications and 
mediated communications in order to be able to match our communications style 
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to our clients in a personal way. Thus, in this digital age of increasingly speedy 
and concise communications, lawyers should have the necessary skills to use live, 
direct communications as well as to communicate through mediated modes that 
use new technologies. Attorneys who feel comfortable with live, direct commu-
nications should learn to take advantage of new technologies in order to be able 
to work well with their Millennial clients and colleagues. Those attorneys who are 
accustomed to mediated communications modes need to perfect their interper-
sonal skills in order to maintain relationships with their non-Millennial clients and 
colleagues. And managers and partners should pay close attention to how they are 
training and mentoring Millennial lawyers to help them learn the interpersonal 
skills that will help up-and-coming lawyers connect with and service clients into 
the future. 

Tips for Live, Direct Communications with Clients

The most important thing—no matter what mode of communication the 
attorney uses to communicate with his or her client—is to prepare. 

• Be empathetic! What does your client need to know, and how does he or 
she need to hear it?

• Ensure that all positions you take are consistent with your team’s position 
on each point.

• Consider your tone of voice and your appearance. Make eye contact and 
demonstrate relaxed and open body language.

• Practice! Hear yourself speak; watch yourself in the mirror.

Active listening skills are important in live communication. Contrast this with 
communicating via mediated modes, which does not require that you let the 
people you are communicating with know that you are “listening” to them—if 
you respond to them, they know you have received their comment; if you do 
not respond, they assume that you have not received it. However, when you are 
conversing with clients in a telephone call or face-to-face meeting, it is not always 
clear whether their message (or your message) has been received and understood 
clearly. If you convey some advice or information and your client asks a question 
or makes a statement, active listening skills dictate that you paraphrase what the 
client has said and ask if you have heard them correctly. 
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• Listen carefully to what your client is saying.

• Do not concentrate on what you want to say next while your client is 
talking.

• Give yourself time to respond—take a breath!

• Repeat back and paraphrase what you have heard your client say, and 
ask if you heard it correctly and completely: “What I hear you saying is 
_________. Is that correct?”

Handling Other Opportunities for Live, Direct Communication

Giving presentations is another mode of live, direct communication that 
requires some skill. It is important to assess your audience and determine who is 
present so you can tailor your presentation to them. Be succinct in what you want 
to convey: Ask yourself what your audience wants and needs to know. 

When using PowerPoint or other presentation software, make sure your slides 
are concise; put no more than four major points on each slide. Use slides as sup-
port and summary, not as a script (don’t read your slides aloud—everyone in your 
audience can read them). In addition, find a way speak conversationally, as if you 
are talking to each member of your audience personally.

Brainstorming sessions, where participants interact and build on each other’s 
concepts, is another area in which live, direct communications modes work better 
than mediated modes. Brainstorming depends upon immediate, interactive means 
for discussing expressed ideas, for addressing issues and responding to challenges 
as a group—things that are difficult to accomplish in a mediated communications 
mode such as text messaging or email.

Likewise, while simply touching base with your clients can be done via email 
or text, these mediated communications are not as effective as direct communi-
cations. Getting to know your client, letting your client get to know you, letting 
them know you care are all more effectively achieved in person. In this context, 
live communication gives clients personal, memorable contacts and fixes your face 
and name in their memories.

Developing/Improving Direct Communications Skills

For those who are accustomed to mediated communications (and even for 
non-Millennial attorneys whose live communications skills may be rusty), there 
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are a number of ways to work on direct communication skills. First and most 
important is to use your interpersonal, direct communication skills. Attorneys 
seeking to improve and become more comfortable with such skills can set weekly 
goals for themselves:

• Call a friend on the phone (even if you make an appointment via text!).

• Order dinner by calling a restaurant.

• Seek opportunities to present (e.g., to a professional organization or in 
your office).

• Ask a client or colleague to lunch.

If you are an attorney who is accustomed to direct communications, you 
should recognize that a growing number of your clients will be from a cohort 
that is familiar and comfortable with mediated communications modes. There-
fore, you should take the following into account when considering directions for 
professional development:

• Individuals used to mediated communications are arriving in the work-
force in greater and greater numbers—succession planning for future cli-
ent support is important.

• There is a need to keep communications channels open with individuals 
accustomed to mediated communications, so ensure you are up to date 
on mediated communication technology.

• Mediated communications can be extremely efficient and quick, especially 
for simple, clear tasks.

• Set boundaries in your practice for when each type of communication is 
preferred. 

Dealing with the Diversity of Communications Styles in the Workplace

The following are a few tips for partners and managers dealing with the diver-
sity in communication styles in the workplace. Due to the fact that we now have 
a growing number of attorneys who need to develop interpersonal skills, we need 
to be much more intentional about doing so.

Communication styles will play into succession planning to a great degree: 
With the diversity of generational cohorts in our client base, the lawyers who will 
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be inheriting our clients will need to be facile in communicating with all of them. 
So attorneys must be purposeful about training them to take care of our clients. 
Even in the context of a corporate environment, while our clients do not have a 
choice about using the law department for their legal needs, they do sometimes 
choose not to do so, with possibly dire consequences. If they do not get in touch 
with us, we do not know about their issues and cannot help mitigate them. 

• Mentor and coach your teams regarding direct communications skills.

• Bring your team to live client presentations to observe and present.

• Invite your team to client lunches and informal meetings.

• Let your team members give advice to clients and provide feedback on 
their communications skills.

• Share your approach to client communications and interaction before 
bringing your team into contact with clients—let them observe your 
interactions, and explain what you did and why you did it.

Conclusion

We have an increasingly vast menu of communications platforms and styles 
that can be helpful in building your client relationships and corresponding skills 
required to utilize those platforms as well as to know when it is appropriate to 
use each. If we are intentional in using these skills in an appropriate way, they can 
ease our client outreach and help us build and strengthen relationships with those 
clients.

This article is based on PLI’s One-Hour Briefing Building and 
Sustaining Client Relationships in the Digital Age by Andrea L. Colby. 

http://www.pli.edu/Content/OnDemand/Building_and_Sustaining_Client_Relationships/_/N-4nZ1z0zyhy?ID=328173
http://www.pli.edu/Content/OnDemand/Building_and_Sustaining_Client_Relationships/_/N-4nZ1z0zyhy?ID=328173
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notes

1. See Paul Barnwell, My Students Don’t Know How to Have a Conversation, atlantic (Apr. 22, 
2014), www.theatlantic.com/education/archive/2014/04/my-students-dont-know-how-
to-have-a-conversation/360993/.

2. See Richard Fry, Millennials Surpass Gen Xers As the Largest Generation in U.S. Labor Force, 
Pew researcH ctr. (May 11, 2015), www.pewresearch.org/fact-tank/2015/05/11/
millennials-surpass-gen-xers-as-the-largest-generation-in-u-s-labor-force/.

3. Christopher Mims, Ask Not For Whom the Doorbell Tolls. They Won’t Answer It, wall st. J. 
(Aug. 28, 2017), www.wsj.com/articles/ask-not-for-whom-the-doorbell-tolls-they-wont-
answer-it-1503864316.

4. Jean twenge, generation me 150 (Atria Books 2006), www.generationme.org.
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