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Featured Regulatory Case

Topic:
A corporate client has an obligation to perform due diligence in determining whether or not in-house counsel is authorized to practice law.
Summary:

Guccio Gucci founded the House of Gucci in Florence in 1921, as a leather and luggage emporium selling quality crafted Tuscan goods. During the 1930's, Guccio opened a store in Rome and the business soon proved to be a success. Within a few years of gaining a Roman retail presence in Lazio region, House of Gucci was attracting a sophisticated international clientele for its equestrian styled goods. After his death in the 1950's, the business was taken over by Guccio's sons, Aldo, Vasco, Ugo and Rodolfo, and the leather goods purveyor rapidly expanded and created well known lines of products. Items marketed by Gucci were purchased by the likes of Grace Kelly and Jacqueline Kennedy. Gucci eventually became the biggest-selling Italian brand in the world. As of late 2009, Gucci managed about 278 directly operated stores worldwide and it wholesaled products through franchisees and upscale department stores.

Jonathan H. Moss got to know the Gucci brand quite well. Moss attended Stanford University and received his law degree from Fordham. He was admitted to the State Bar of California on December 14, 1993. Although he lived in New York for many years, he was never licensed to practice there. On September 1, 1996, however, he became inactive in California and he did not again have an active license in any jurisdiction until February 5, 2010, months after the corporate world learned of an embarrassing chain of events that resulted in his client, Gucci, being ordered by Magistrate Judge James L. Cott to reveal internal corporate documents in federal litigation having international trademark implications.

Gucci commenced an action against Guess?, Inc. and other named parties, asserting trademark infringement and related claims arising out of the Defendants' use of certain trademarks, logos, and designs. During the course of discovery, Gucci submitted a privilege log that included references to e-mail communications between Moss and corporate officials. The Defendants wanted to view those communications between Moss and his corporate client. To do so, they developed a creative, and ultimately successful, strategy. 
How? They needed to pierce the veil of the attorney-client privilege. In furtherance of this, they were able to depose Moss regarding the status of his law license. During his deposition, Moss testified that he was an inactive member of the California Bar and had been so for “three” years. Guess subsequently demanded that Gucci produce the Moss communications, arguing that the internal documents were not covered by the attorney-client privilege because, given his inactive bar status, Moss was not an attorney to whom the privilege applied. 
The Defendants learned all about Moss’ employment history with his client. Prior to working for the company, Moss worked in non-legal positions at Pricewaterhouse Coopers LLP and at McKesson Health Solutions. The extent of Moss's legal experience prior to his employment with Gucci is unclear from the record. Nevertheless, in 2002, Gucci hired Moss to work on real estate matters in connection with Gucci's efforts to expand its retail stores in the United States. Moss was initially introduced to Gucci through its outside counsel, Patton Boggs LLP. 
There was some dispute as to whether Gucci had initially hired Moss to work in a legal or non-legal capacity. One former Gucci official recalls Moss telling him during the interview that he held a law degree. The former official thought that Moss's legal education and business experience made him well suited for the position, which the former official characterized to be work "much as a paralegal might otherwise do." Such work included "financial modeling of real estate leases, preparing lease abstracts and addressing certain trademark and U.S. customs issues." Moss averred that he was hired to provide in-house legal assistance to Gucci, which at that time had no in-house legal department and outsourced the bulk of its legal work to Patton Boggs. Moss's statements that he performed legal work from the start of his employment with Gucci is consistent with a documents presented to the Magistrate by Gucci. Specifically, in December 2002, shortly after he was hired, Moss filed a motion for pro hac vice admission to represent Gucci in an action pending in the United States Bankruptcy Court, Southern District of New York. Moss promptly ascended to various legal positions within the organization. He was promoted to the position of legal counsel in 2003, and in 2005 he became the director of legal services. In 2008, Daniella Vitale, the President and CEO of Gucci, promoted Moss to Vice President, Director of Legal and Real Estate. In his role as in-house legal counsel, Moss not only provided Gucci with legal advice, but he also appeared before courts and administrative agencies on Gucci's behalf. In 2003, he filed numerous trademark applications with the United States Patent & Trademark Office on behalf of Gucci. In these applications, Gucci appointed Moss, an "attorney-at-law and member of the Bar of California," power-of-attorney to prosecute all matters related to the trademark. Moss also represented Gucci in employment-related matters before the Equal Employment Opportunity Commission, negotiated leases and employment agreements for Gucci, and conducted legal research on certain discrete issues. 
Gucci presented declarations from current and former executives and its outside counsel stating, collectively, that they never confirmed Moss's background or bar status as an attorney, but that they considered him to be an attorney. In essence, Gucci "perceived" Moss to be an attorney authorized to practice law. Gucci's Director of Human Resources at the time when Moss was promoted to Director of Legal Services and to Vice-President, Legal and Real Estate, stated that it never occurred to her to "check [Moss's] qualifications to practice law," because "he was already perceived by senior management as the company's lawyer." 
Soon after Moss's deposition in December, 2009, Gucci conducted a "preliminary investigation," apparently for the first time, into Moss's bar admission status and his qualifications to practice law. Contrary to the deposition testimony noted above, at which time he had testified that he had been an inactive member of the California bar for three years, Moss had been an "inactive" member of the California State Bar for more than 13 years. Thus, Moss was an inactive member of the California State Bar during his entire tenure as Gucci's in-house counsel and, in fact, throughout the course of his employment with Gucci. Gucci placed Moss on administrative leave pending its investigation, ultimately terminating him on March 1, 2010.
In determining whether to release the internal corporate documents to the Defendants, the Magistrate ruled that an essential element of the attorney-client privilege, under any standard, was that an attorney had to participate in the communication process. An attorney is one who is "admitted to the bar of a state or federal court." Moreover, the "[bar] membership must be of a type that licenses one to practice law." An inactive or retired membership that does not permit the member to practice law will not suffice. Thus, the Magistrate ruled, the attorney-client privilege contemplates that the client communicates with an individual who is not simply trained in the law, but is actually authorized to engage in the practice of law. Here, Moss did not possess the type of bar membership that authorized him to engage in the practice of law as California explicitly limits the practice of law to active members. 
Gucci nonetheless argued that Moss's choice to switch his status to "inactive" did not impact his status as a bar member, and that the California State Bar afforded voluntary inactive members certain privileges denied to involuntary inactive members. For example, a voluntary inactive member could "re-activate" his or her status at any time, and such transfer was not subject to the discretion of the California bar. The Magistrate ruled that Gucci's argument failed because Gucci wrongly equated any type of bar membership with the type of membership authorizing one to practice law. In so arguing, Gucci ignored a crucial distinction between the two classes of bar membership. Active members pay a reduced membership fee for the privilege of practicing law in California; inactive bar membership is provided to attorneys who choose to refrain from practicing law in California for a variety of reasons, such as retirement, appointment to the bench, or transfer to another state. Although such attorneys no longer practice law in California, they choose to remain a part of the legal community. Second, a voluntary inactive member who holds "himself or herself out as practicing or entitled to practice law," as did Moss, commits a misdemeanor offense under California law. 
The Court also rejected Gucci's argument that Moss was authorized to practice law by virtue of his bar membership in the Central District and Southern District Courts of California. Although the websites for the United States District Courts for the Central and Southern District of California reflected that Moss had been an active member of those bars since December, 1994, he was not authorized to practice in either district. By operation of law, Moss was constructively suspended from practicing in California federal courts because of his inactive status with the California State Bar. As a result, because Moss did not possess a bar membership authorizing him to practice law in any jurisdiction, Gucci's communications with Moss did not satisfy any standard of the attorney-client privilege. 
Gucci, nevertheless, could have availed itself of the privilege if it could have demonstrated that it reasonably believed Moss was authorized to practice law. The facts gave Gucci no solace in this regard. During the course of their relationship, Gucci three times promoted Moss to legal positions, eventually making him Vice-President and General Counsel of the company. The Court acknowledged that this constituted ‘strong’ evidence that Gucci believed Moss to be an attorney. But the Magistrate declined to find that Gucci's belief could not be characterized as reasonable. The record was devoid of any evidence that, during Moss's eight years of employment with the company, Gucci made any effort to ascertain his qualifications as an attorney. "In hiring lawyers, most [corporate] institutions make some inquiry into the lawyer's background. It does not seem unreasonable to require that they inquire into professional status as part of their inquiry into professional competence." 24 Wright & Graham, §5481, at 262 n.30. Surprisingly, according to the Court, there was "no indication that [Gucci] checked [Moss's] background to ascertain whether or not he was a duly licensed attorney or even asked [him] for credentials proving his bar admission." Gucci was plainly in a position to confirm the extent of his qualifications as a legal professional, and failed to do so. The Magistrate noted:
Minimal due diligence included confirming that Moss was licensed in some jurisdiction, that the license he held in fact authorized him to engage in the practice of law, and that he had not been suspended from practicing, or otherwise faced disciplinary sanctions. "It is not unduly burdensome to require a corporation to determine whether their general counsel, or other individuals in their employ, are licensed to perform the functions for which they have been hired."...Gucci cites no authority that would relieve it of this relatively minimal undertaking.

Had Gucci visited the California State Bar website and conducted an attorney search for "Jonathan Moss," it would have discovered that Moss had been an inactive member since 1996. Such knowledge presumably would have triggered an investigation, much like the one Gucci conducted prior to terminating Moss earlier in 2010. Gucci could have required Moss to transfer his bar status to "active" as a condition of continued employment and promotion, an act that would have required Moss to complete a one-page application and payment of a full membership fee, which Gucci likely would have reimbursed. In fact, Gucci had apparently already been paying Moss's bar membership fees to retain his status as "inactive."
This non-disciplinary case is Gucci America, Inc. v. Guess?,Inc., et al., 09 Civ. 4373 (S.D.N.Y. June 29, 2010). 
JAMES J. GROGAN, DACC, Illinois ARDC

MAINLIB_#359889_v1
� EMBED Word.Picture.8  ���








� See generally, � HYPERLINK "http://www.gucci.com/us/us-english/about-gucci/history/" \o "blocked::http://www.gucci.com/us/us-english/about-gucci/history/" \t "_blank" �http://www.gucci.com/us/us-english/about-gucci/history/� (last visited July 5, 2010) and � HYPERLINK "http://en.wikipedia.org/wiki/Gucci" \o "blocked::http://en.wikipedia.org/wiki/Gucci" \t "_blank" �http://en.wikipedia.org/wiki/Gucci� (last visited July 5, 2010).
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