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DATE: December 12, 2019—No. 248 (Distribution Issue)  

This issue of The GPMemorandum focuses on topics primarily of interest to 
companies that use distributors and dealers rather than manage a business format 
franchise system. The distribution-related topics this quarter include issues related 
to arbitration, good faith and fair dealing, and antitrust.  

 
ARBITRATION 
 

NINTH CIRCUIT VACATES ARBITRATION AWARD BECAUSE OF ARBITRATOR’S 
FAILURE TO DISCLOSE OWNERSHIP IN ARBITRAL FORUM 

 
The Ninth Circuit has reversed an arbitration award because of the “evident 
partiality” of an arbitrator who failed to disclose an ownership interest in JAMS. 
Monster Energy Co. v. City Beverages, LLC, 940 F.3d 1130 (9th Cir. 2019). Monster 
Energy and a former distributor, Olympic Eagle, commenced an arbitration to 
resolve a dispute regarding Monster’s termination of Olympic Eagle’s distribution 
agreement. The parties’ agreement specified that arbitration would be conducted 
before JAMS Orange County. The parties selected an arbitrator from a list of seven 
neutrals, whose multi-page disclosure statement explained that, like all JAMS 
neutrals, he had an economic interest in the financial success of JAMS. It did not, 
however, disclose that the arbitrator was actually a co-owner of JAMS. After the 
arbitrator issued an award in favor of Monster, the parties cross-petitioned a 
federal district court to confirm or vacate the award. 
 
In challenging the award, Olympic Eagle sought with difficulty to determine how 
many disputes Monster had arbitrated before JAMS, ultimately discovering that 
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JAMS had administered 97 arbitrations for Monster over five years. Olympic Eagle argued that 
Monster’s status as a repeat player created at least an appearance of bias where the arbitrator 
held an ownership interest in JAMS. Monster countered that this objection was waived when 
Olympic Eagle learned of the arbitrator’s economic interest in the company but failed to 
challenge it on the grounds of evident partiality. The Ninth Circuit, however, concluded that 
there was a substantive difference between disclosing an economic interest shared by all JAMS 
arbitrators and an actual ownership interest, which only about a third of arbitrators held in 
JAMS. Although the court did not conclude that this interest necessarily required recusal of the 
arbitrator, disclosure was required to safeguard the parties’ right to be aware of relevant 
information to assess an arbitrator’s neutrality. Monster’s repeat business with JAMS, along 
with the arbitrator’s failure to disclose his full interest in JAMS, created a reasonable impression 
of bias, and the court therefore vacated the arbitration award. 

 
THIRD CIRCUIT UPHOLDS MANUFACTURER’S MOTION TO COMPEL ARBITRATION  

  
In the appeal of a case that appeared in Issue 236 of The GPMemorandum, the Third Circuit 
reversed a lower court and enforced an arbitration clause between a manufacturer and one of 
its distributors. In re Remicade (Direct Purchaser) Antitrust Litigation, 938 F.3d 515 (3d Cir. 
2019). The distributor, Rochester Drug Cooperative (“RDC”), was a direct purchaser and 
wholesaler of a drug produced by manufacturer Johnson and Johnson (“J&J”) under a 
distributor agreement. For years, that drug was the only one of its type on the market, but that 
position was threatened when the FDA began approving “biosimilars” — that is, drugs 
produced by other companies that the FDA deemed clinically equivalent to the drug J&J 
manufactured. In response, J&J allegedly sought to maintain its monopoly by engaging in an 
anticompetitive scheme. RDC brought claims under the Sherman Act and J&J moved to compel 
arbitration on the basis that those claims fell within the arbitration provision in the distributor 
agreement, which required arbitration of all claims “arising out of or relating to” the 
agreement. The district court denied J&J’s motion on the ground that RDC’s antitrust claims 
were not arbitrable because they were separate from, and could not be resolved based on, the 
agreement.  
 
RDC alleged that J&J’s conduct caused RDC to pay artificially inflated prices for products 
purchased under their agreement and therefore did “arise out of or relate to” the distribution 
agreement. The appellate court agreed, reasoning that the gravamen of RDC’s complaint was 
that J&J’s anticompetitive scheme enabled J&J to sell its drug to RDC at artificially inflated 
prices, and that the only “inflated price” that could have caused RDC’s injury was list price 
provided in the distribution agreement containing the arbitration provision. Therefore, RDC’s 
antitrust claims were undeniably intertwined with the distributor agreement because it was the 
agreement containing the allegedly inflated price that gave rise to the claimed injury. 

https://www.gpmlaw.com/portalresource/TheGPMemorandumIssue236.pdf
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Accordingly, the appellate court reversed and remanded, directing the district court to refer the 
matter to arbitration. 

TRADEMARKS 
 

SEVENTH CIRCUIT REVERSES DISTRICT COURT, AWARDS ATTORNEYS’ FEES UNDER LANHAM 
ACT IN “EXCEPTIONAL CASE” OF TRADEMARK INFRINGEMENT 

 
A storm shelter manufacturer’s “vast infringement campaign” against a dealer’s trademarks 
was an exceptional case that warranted the award of attorneys’ fees under the Lanham Act, the 
U.S. Court of Appeals for the Seventh Circuit recently held, reversing the district court’s denial 
and granting attorneys’ fees to the dealer. 4SEMO.com Inc. v. S. Ill. Storm Shelters, Inc., 939 F.3d 
905 (7th Cir. 2019). This dispute arose from a dealership agreement between Southern Illinois 
Storm Shelters (“SISS”) and 4SEMO, which granted 4SEMO the exclusive territorial rights to sell 
SISS storm shelters. As part of its marketing campaign, 4SEMO created a wordmark — LIFE 
SAVER STORM SHELTERS — and a logo using that name, which it affixed to the shelters. When 
SISS later asked 4SEMO for permission to use these marks outside 4SEMO’s territory, 4SEMO 
agreed to grant a license on three conditions: only shelters manufactured by SISS could be sold 
under the marks; SISS would install all branded shelters in a manner familiar to 4SEMO; and 
4SEMO would maintain control over all promotional materials bearing the marks. 
 
SISS did not comply with the license agreement. Instead, the manufacturer used the marks in 
connection with a nationwide sales campaign, supplied other dealers with LIFE SAVER branded 
shelters, and even registered the domain name www.lifesaverstormshelters.com. When 4SEMO 
discovered the widespread infringement, the manufacturer immediately offered to purchase 
the marks. But when negotiations collapsed, SISS terminated the dealership agreement and 
sued 4SEMO for trademark infringement, claiming prior use and ownership of the LIFE SAVER 
word mark. 4SEMO counterclaimed for trademark infringement and false endorsement under 
the Lanham Act. The district court granted 4SEMO’s motion for summary judgment and 
dismissed SISS’s claims. After a bench trial, the court found for 4SEMO across the board, 
holding that 4SEMO owned both marks and that SISS breached a valid license, generating 
consumer confusion and deception, in violation of the Lanham Act. 4SEMO was awarded more 
than $17 million in damages, but the judge denied 4SEMO’s motion for attorneys’ fees and 
vexatious litigation sanctions.  
 
On appeal, the Seventh Circuit reversed the lower court on fees, holding that the judge’s factual 
findings of willfulness, maliciousness, and bad faith warranted an award of attorneys’ fees 
under the Lanham Act. Specifically, the judge determined that the manufacturer engaged in a 
vast infringement campaign and indeed planned in advance to offer to buy the marks only “if 
and when 4SEMO discovered their improper use and complained.” While this misconduct 
justified an award of attorneys’ fees, the Seventh Circuit denied 4SEMO’s claim for vexatious 
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litigation sanctions against SISS’s attorneys. Although SISS’s claims were “meritless,” the 
Seventh Circuit did not find that the attorneys acted in objective bad faith or reckless 
indifference.  

PRELIMINARY INJUNCTIONS 
 

EIGHTH CIRCUIT AFFIRMS PRELIMINARY INJUNCTION BARRING NORTH DAKOTA FROM 
IMPLEMENTING AMENDMENTS TO ITS FARM EQUIPMENT DEALER STATUTE 

 
In a 2-1 decision, the Eighth Circuit affirmed entry of an order enjoining enforcement of 
amendments to a North Dakota law governing contracts between dealers and manufacturers, 
finding that the amendments violated the rarely invoked Contracts Clause of the U.S. 
Constitution. Ass’n of Equip. Mfrs. v. Burgum, 2019 WL 3520578 (8th Cir. Aug. 2, 2019). The 
statutory amendments at issue prohibited manufacturers from imposing various contractual 
obligations, regulating dealership transfers, and imposing new requirements with respect to 
reimbursements to dealers for warranty repair. The amendments were retroactive, meaning 
they applied to existing contracts. A group of farm equipment manufacturers and their trade 
association sued in federal court in North Dakota seeking to enjoin enforcement of the 
amendments. The district court granted a preliminary injunction, holding that the 
manufacturers were likely to succeed on their argument that the amendments violated the 
Contract Clause because the law impaired existing contracts and constituted special-interest 
legislation unsupported by a significant and legitimate public purpose.  
 
On appeal, the Eighth Circuit agreed that the law substantially impaired pre-existing 
manufacturer-dealer contracts and did not reasonably advance a significant and legitimate 
public purpose. The majority focused on the fact that the state bore the burden of proof in 
showing a significant and legitimate public purpose underlying the amendments, and concluded 
that the state’s reliance on statements of individual legislators, lobbyists, and advocates was 
insufficient to carry the state’s burden. While conceding that the amendments impaired 
existing contracts, the dissenting judge concluded that the record was sufficient to find that the 
legislature was pursuing a broad societal interest in enacting the law, and that the state thus 
met its burden of showing a significant and legitimate public purpose underlying the legislation.  
 
This decision may signal renewed viability of Contracts Clause arguments by manufacturers and 
franchisors if and when legislation with similar retroactive effects is enacted in other states. On 
appeal, the IFA submitted an amicus brief in support of the manufacturers. While the 
preliminary injunction has been affirmed, the manufacturers’ victory is not final because the 
case continues to be litigated on the merits.  
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ENCROACHMENT 
 

COLORADO FEDERAL COURT UPHOLDS RETROACTIVE APPLICATION OF DEALER STATUTE 
 
On the other hand, a federal court in Colorado has concluded that amendments to an 
encroachment protection in the Colorado Dealer Act do apply to dealer agreements in 
existence before the amendments were enacted. DC Auto., Inc. v. Kia Motors Am., Inc., 2019 
WL 4192112 (D. Colo. Sept. 4, 2019). The parties’ dealer agreements, which were entered into 
in 2003 and 2008, stated that Kia had the right to add new dealers, relocate dealers, or remove 
dealers from the geographic area, to the extent permitted by applicable law. At the time the 
parties executed the agreements, the Colorado Dealer Act provided dealers with a cause of 
action if a new dealership was allowed to open within five miles of a dealer’s location. In 2017, 
the Act was amended to expand the protected area to within 10 miles of the dealer’s location. 
In October 2018, Kia advised the plaintiffs that it was approving a new dealership that was 
more than five miles but less than 10 miles from their existing locations. The plaintiffs sued, and 
Kia moved for summary judgment. 

 
Kia first argued that the plaintiffs’ action should be dismissed because the retroactive 
application of the 2017 amendment to the Colorado Dealer Act to their agreements would 
violate the Contracts Clause of the U.S. Constitution and the Colorado Constitution. The court 
disagreed, noting that the passage of the 2017 amendment to the Colorado Dealer Act was part 
of the evolution of an existing regulatory scheme, and therefore was not a “substantial 
impairment” of the parties’ contractual relationships. The court similarly found no violation of 
the Colorado Constitution, observing that the applicable regulatory scheme was within the 
state’s traditional legislative power, and that Kia therefore had no vested right to establish the 
proposed dealership. The court did hold, however, that summary judgment should be granted 
regarding the plaintiffs’ claim that the establishment of the new dealership breached the 
covenant of good faith and fair dealing. Because Kia had the express right under the dealer 
agreements to appoint new dealers, the covenant of good faith and fair dealing — which 
generally applies to a party’s exercise of discretion — was inapplicable. 
 
CHOICE OF FORUM/VENUE  
 

TENNESSEE FEDERAL COURT TRANSFERS VENUE PURSUANT TO FORUM SELECTION CLAUSE 
 
A federal court in Tennessee granted a manufacturer’s motion to transfer venue under a forum 
selection clause. C&S Outdoor Power Equip., Inc. v. ODES Indus. LLC, 2019 WL 4197608 (W.D. 
Tenn. Sept. 4, 2019). ODES manufactured vehicles and entered into an agreement with C&S 
Outdoor Power Equipment authorizing it as a dealer for ODES’s vehicles. The franchise 
agreement between ODES and C&S contained a forum selection clause which stated that any 
litigation relating to the agreement “shall exclusively be filed in a State or District court in 
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(venue) Fort Worth, Texas, and each Party irrevocably and unconditionally submits to the 
exclusive jurisdiction of these courts.” C&S brought a lawsuit against ODES for violating the 
franchise agreement in Tennessee, and ODES sought to either dismiss the suit altogether or 
transfer venue to the Northern District of Texas. 
 
The court granted the motion to transfer and denied ODES’ motion to dismiss. The court first 
determined that the plain language of the forum selection clause made clear that the parties 
agreed to litigate all claims stemming from the franchise agreement in Texas. Importantly, the 
clause was mandatory and required the litigation to occur in Texas as opposed to permissively 
authorizing Texas as a venue. The court then assessed that it was within its discretion to choose 
either to dismiss or transfer the case. The court had authority to transfer if the convenience of 
the parties and interest of justice weighed in favor of transfer. Because the forum selection 
clause elicited the clear intent of the parties to select Texas as the forum of choice, and no 
contravening factors weighed against transfer, the court enforced the forum selection clause by 
transferring the case to Texas and declined to dismiss the case.  
 
STATE FRANCHISE LAWS 
 

WISCONSIN FEDERAL COURT APPLIES FAIR DEALERSHIP LAW 
TO INFORMAL DISTRIBUTORSHIP 

 
A federal court in the Western District of Wisconsin has granted partial summary judgment to a 
pizza distributor, holding that the Wisconsin Fair Dealership Law (“WFDL”) applies to its 
relationship with its former manufacturer. A&B Distrib., Inc. v. Heggie's Pizza, LLC, 2019 WL 
6118718 (W.D. Wis. Nov. 18, 2019). Plaintiff A&B Distributing is a one-man company that, over 
the course of 13 ½ years, sold pizzas made by Heggie’s Pizza. Without ever entering into a 
written agreement, A&B would buy discounted pizzas from Heggie’s and sell them to retail 
customers in northwest Wisconsin at full price. Heggie’s avoided targeting A&B’s customers and 
provided A&B with business leads in northwest Wisconsin. Heggie’s also provided A&B with 
HEGGIES PIZZA advertising signs for A&B’s customers. In 2018, the relationship started to 
deteriorate when Al Vucicevic, A&B’s owner and sole employee, sought to exit the business and 
retire. A series of discussions culminated in an angry phone call that left Vucicevic with the 
impression that A&B’s distributorship was terminated. When A&B’s attorney wrote to Heggie’s 
alleging wrongful termination under the Wisconsin Fair Dealership Law, Heggie’s attorney 
admitted that the WFDL “apparently applie[d]” to the relationship. His response continued to 
terminate A&B’s distributorship with 90 days’ notice, unless A&B cured its defaults by 
undertaking a series of actions to address Heggie’s allegations of mismanaged inventory and 
declining sales. 
 
In the ensuing litigation, the parties cross-moved for summary judgment regarding the 
applicability of the WFDL and whether Heggie’s wrongfully terminated the distributorship. The 
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court found that the WFDL did apply, as (1) there was an agreement (even if oral) between the 
parties; (2) it provided for the sale or distribution of goods (pizza) and the use of the HEGGIES 
PIZZA trade name; and (3) there was a community of interest between the parties. In finding a 
community of interest, the court emphasized the length of the relationship, A&B’s investments 
in a delivery truck, freezer, storage facility, and pizza ovens for its customers, as well as the fact 
that 99% of A&B’s business consisted of selling pizza made by Heggie’s. The court also noted 
that Heggie’s assisted A&B in maintaining and developing its territory. Finally, while not a 
binding admission, the court noted the admission by Heggie’s counsel in the termination notice 
that the WFDL applied. The court denied each parties’ motion for summary judgment as to 
violation of the WFDL, finding that there were genuine issues of material fact as to when 
termination occurred and whether Heggie’s had good cause to terminate. 
 
INTERNATIONAL 
 

GLOBAL FRANCHISE REGULATIONS UPDATE 
 

The Global Franchise Regulation Update (“GFRU”) is a Gray Plant Mooty publication designed to 
highlight recent changes and proposed developments in franchise laws around the world. The 
GFRU is published three times a year based upon press reports and correspondence with 
franchise lawyers and other professionals. Recent updates include: Saudi Arabia adopts 
comprehensive franchise regulation; Indonesia modifies its franchise regulations; Australia, 
Egypt, Netherlands and South Africa are among countries considering new or revised franchise 
regulations; and Malaysia High Court interpretation of the country’s franchise registration 
requirements for international franchisors casts many existing registrations into doubt. 
 
The most recent full issue may be found here. If you would like to receive GFRU as soon as it is 
issued, please contact Kimberly.Bradshaw@gpmlaw.com to be added to our distribution list.  
 
 
  

https://www.gpmlaw.com/portalresource/GlobalFranchiseRegulationUpdate.pdf
mailto:Kimberly.Bradshaw@gpmlaw.com
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* Wrote or edited articles for this issue. 

On Oct. 30, Gray Plant Mooty approved a combination with Lathrop Gage to become Lathrop GPM, effective Jan. 
1, 2020. Read more online at www.gpmlaw.com/GPM_Announces_Combination.  

For more information on our Franchise and Distribution practice and for recent back issues of this publication, visit 
the Franchise and Distribution Practice Group at http://www.gpmlaw.com/Practices/Franchise-Distribution.  
 

 Follow us on Twitter: @GPM_Franchise 

GRAY PLANT MOOTY 
80 South Eighth Street 
500 IDS Center 
Minneapolis, MN 55402-3796 
Phone: 612.632.3000 

600 New Hampshire Avenue N.W. 
The Watergate – Suite 700 
Washington, D.C. 20037-1905 
Phone: 202.295.2200 

franchise@gpmlaw.com 

The GPMemorandum is a periodic publication of Gray, Plant, Mooty, Mooty & Bennett, P.A., and should not be 
construed as legal advice or legal opinion on any specific facts or circumstances. The contents are intended for 
general information purposes only, and you are urged to consult your own franchise lawyer concerning your own 
situation and any specific legal questions you may have. The choice of a lawyer is an important decision and should 
not be made solely based on advertisements. For more information on the firm, contact Managing Officer Michael 
Sullivan, Jr. at 612.632.3000, Gray Plant Mooty, 500 IDS Center, 80 S. 8th St., Minneapolis, MN 55402. 
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