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Ethics Problem:  Advance waivers; litigation conflicts; dual clients 

Facts: 

In January 2016, Debtor Volunteer State Movies, LLC (“Debtor”) sued Demonbreun 

Technology, LLC (“Demonbreun”) in the United States District Court for the Middle District of 

Tennessee, alleging patent infringement.  Demonbreun is a Fortune 500 company with its 

headquarters in Nashville.  When the case was filed, Demonbreun was contacted by the Nashville 

office of the law firm of Smith & Jones, PLLC (“Firm”), which had previously represented 

Demonbreun on unrelated discrete matters, but was not at that time representing Demonbreun.  

Firm saw notice of the case filing in a daily report on newly-filed litigation that it subscribed to.  

Demonbreun already had national counsel, so Firm took on the role of local counsel.  Firm was 

involved somewhat in litigation strategy, but essentially acted as a “mailbox” for national counsel 

and provided some advice on local practice and procedure.   

Each of the Firm/Demonbreun engagement letters prior to patent litigation contained the 

following clause: “Demonbreun agrees it is a sophisticated entity and that it understands that Firm 

represents a number of other companies who are or may be adverse to Demonbreun in the future, 

and Demonbreun expressly agrees that Firm may continue to represent, and in the future may 

represent clients who may have been, currently are or may become adverse to Demonbreun in 

litigation, transactions, or other matters other than the matters on which Firm is representing 

Demonbreun, and Demonbreun agrees to waive all such conflicts of interest.”  No specific 

engagement letter was signed for the patent litigation.  Instead, Firm proposed that it would “make 

an addendum to the prior engagement letters to cover the patent litigation,” to which 

Demonbreun’s General Counsel replied “OK.”  No written addendum was ever made beyond this 

email exchange.  The patent litigation proceeded apace.   

In addition to the patent litigation, Debtor and Demonbreun are parties to an unrelated 

license agreement that is material to Debtor.  In December 2018, Demonbreun, through counsel 
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other than Firm, notified Debtor that it was in alleged breach of the license agreement and 

provided Debtor a 60-day opportunity to cure. 

In late December 2018, Debtor contacted a Chapter 11 bankruptcy practitioner at the 

Chattanooga office of Firm.  It appeared that more than 60 days would be required to cure the 

alleged breaches in the license agreement, and potential loss of the contract would be disastrous, 

so Debtor sought counsel’s advice on alternatives in bankruptcy in order to save the contract and 

also deal with other financial issues facing Debtor.  Prior to running a conflicts check, the attorney 

had a meeting with Debtor’s General Counsel.  At the meeting, the attorney and the GC discussed 

the contract issue in broad terms.  No discussion of the patent litigation occurred. 

The Chattanooga attorney then ran conflicts and the Firm’s representation of Demonbreun 

was identified.  Firm determined that it could take on the Chapter 11 representation, which would 

be a substantial engagement, provided that it immediately withdrew from its local counsel role in 

the patent litigation and put in place an “ethical wall” between the Chattanooga Chapter 11 

attorney and the prior litigation counsel in Nashville.  Two days before the bankruptcy filing, Firm 

gave notice to Demonbreun that it was withdrawing as counsel in the patent litigation.   

In its application for retention in the Chapter 11 case, Firm noted that Demonbreun was “a 

counterparty to a material agreement with the Debtor,” and that Firm “previously represented 

Demonbreun as local counsel in the patent litigation.”  Firm stated, however that it “has not 

represented and will not represent Demonbreun in connection with the Bankruptcy Case,” and that 

it had “imposed an ethical wall” between the attorneys in the patent litigation and bankruptcy 

counsel, including restricting access to the files and prohibiting any discussion between those 

attorneys.   
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Questions: 

1. May Firm be approved as counsel for the Debtor under section 327(a)? 

2. Even if Firm’s application to employ can be approved as a general matter, can it 

represent Debtor against Demonbreun with regard to the License Agreement 

issues?  Or is it disqualified from doing so? 

3. What is the effect, if any, of the advance waiver provision in the engagement 

letters? 

4. What is the effect, if any, of the ethical wall? 

5. Does the meeting prior to taking on the engagement of Debtor matter?   

6. Other issues? 

Sources for Answers/Discussion 

1. Disinterestedness 

a. 11 U.S.C. § 327(c) (‘In a case under chapter 7, 12, or 11 of this title, a 

person is not disqualified for employment under this section solely because 

of such person's employment by or representation of a creditor, unless there 

is objection by another creditor or the United States trustee, in which case 

the court shall disapprove such employment if there is an actual conflict of 

interest.”) (emphasis added). 

b. In re Bullitt Utilities, Inc., 558 B.R. 181, 184–85 (Bankr. W.D. Ky. 2016) 

(“Something more than the mere fact of dual representation must be shown 

if there is to be disapproval of the employment pursuant to this subsection. 

The term ‘actual conflict’ is not defined in the Bankruptcy Code, but courts 

have generally applied a factual analysis to determine whether an actual 

conflict of interest exists. . . . An interest adverse to the estate pursuant to 

Section 327(a) is the same as an actual conflict of interest pursuant to § 
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327(c). An actual conflict exists if there is an active competition between 

two interests, in which one interest can only be served at the expense of the 

other. As a general principle, professional persons employed by the trustee 

should be free of any conflicting interest which might, in the view of the 

trustee or the bankruptcy court, affect the performance of their services or 

which might impair the high degree of impartiality and detached judgment 

expected of them during the administration of the case.”) (internal citations 

and marks omitted).   

2. Disqualification 

a. Bartech Indus., Inc. v. Int'l Baking Co., 910 F. Supp. 388, 392 (E.D. Tenn. 

1996) (“First, Attorneys are governed by the local rules of the court in 

which they appear. This district court, by Local Rule 83.6, has adopted the 

Tennessee Code of Professional Conduct. Second, since motions to 

disqualify counsel affect substantive rights of the parties, such motions are 

decided by applying standards developed under federal law. . . The movant 

has the burden of proving that opposing counsel should be disqualified”).  

b. Tenn. Rules Professional Conduct 

i. Rule 1.7 

(a) Except as provided in paragraph (b), a lawyer shall not represent a client if the representation 
involves a concurrent conflict of interest. A concurrent conflict of interest exists if: 

(1) the representation of one client will be directly adverse to another client; or 

(2) there is a significant risk that the representation of one or more clients will be materially 
limited by the lawyer’s responsibilities to another client, a former client or a third person or by a 
personal interest of the lawyer. 

(b) Notwithstanding the existence of a concurrent conflict of interest under paragraph (a), a 
lawyer may represent a client if: 

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

(2) the representation is not prohibited by law; 

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

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

c. Comment 18 & 19 re informed consent 

[18] Informed consent requires that each affected client be aware of the relevant circumstances and 

of the material and reasonably foreseeable ways that the conflict could have adverse effects on the 

interests of that client. See RPC 1.0(e) (definition of informed consent). The information required 

to be provided to the client from whom consent is sought depends on the nature of the conflict and 

the nature of the risks involved. When representation of multiple clients in a single matter is 

undertaken, the information provided must include the implications of the common representation, 

including possible effects on loyalty, confidentiality and the attorney-client privilege and the 

advantages and risks involved. See Comments [30] and [31] (effect of common representation on 

confidentiality). 

[19] Under some circumstances it may be impossible to make the disclosure necessary to obtain 

consent. For example, when the lawyer represents different clients in related matters and one of the 

clients refuses to consent to the disclosure necessary to permit the other client to make an informed 

decision, the lawyer cannot properly ask the latter to consent. In some cases the alternative to 

common representation can be that each party may have to obtain separate representation with the 

possibility of incurring additional costs. These costs, along with the benefits of securing separate 

representation, are factors that may be considered by the affected client in determining whether 

common representation is in the client’s interests.  

d. Consent to future conflicts.  Comment 22. 

[22] Whether a lawyer may properly request a client to waive conflicts that might arise in the future 

is also governed by paragraph (b). The effectiveness of such waivers is generally determined by the 
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extent to which the client reasonably understands the material risks that the waiver entails. The 

more comprehensive the explanation provided to the client of the types of future representations 

that might arise and the actual and reasonably foreseeable adverse consequences of those 

representations, the greater the likelihood that the client will have the requisite understanding. Thus, 

if the client agrees to consent to a particular type of conflict with which the client is already 

familiar, then the consent ordinarily will be effective with regard to that type of conflict. If the 

consent is general and open-ended, then the consent ordinarily will be ineffective, because it is not 

reasonably likely that the client will have understood the material risks involved. Nevertheless, if 

the client is an experienced user of the legal services involved and is reasonably informed regarding 

the risk that a conflict may arise, such consent to a future conflict is more likely to be effective, 

particularly if, e.g., the client is independently represented by other counsel in giving consent and 

the consent is limited to future conflicts unrelated to the subject of the representation. In any case, 

advance consent cannot be effective if the circumstances that materialize in the future are such as 

would make the conflict nonconsentable under paragraph (b). 

e. Duties to former clients.  Rule 1.9 

(a) A lawyer who has formerly represented a client in a matter shall not thereafter represent another 
person in the same or a substantially related matter in which that person's interests are materially 
adverse to the interests of the former client unless the former client gives informed consent, 
confirmed in writing. 

(b) Unless the former client gives informed consent, confirmed in writing, a lawyer shall not 
knowingly represent a person in the same or a substantially related matter in which a firm with 
which the lawyer formerly was associated had previously represented a client 

(1) whose interests are materially adverse to that person; and 

(2) about whom the lawyer had acquired information protected by RPCs 1.6 and 1.9(c) that 
is material to the matter. 

(c) A lawyer who has formerly represented a client in a matter or whose present or former 
firm has formerly represented a client in a matter shall not thereafter reveal information relating to 
the representation or use such information to the disadvantage of the former client unless (1) the 
former client gives informed consent, confirmed in writing, or (2) these Rules would permit or 
require the lawyer to do so with respect to a client, or (3) the information has become generally 
known. 

3. Advance waivers 



7 
 

In re Diamond Mortg. Corp. of Illinois, 135 B.R. 78, 90 (Bankr. N.D. Ill. 1990) (“certain 

conflicts that a client could waive after full disclosure outside of the bankruptcy context, such as 

simultaneous representation of the client and client's creditor, are prohibited by the Bankruptcy 

Code itself from being waived. Thus, the conflict of interest rules are more strictly applied in the 

bankruptcy context than in other areas of the law, at least insofar as professionals retained by the 

estate are concerned.  There are two major reasons for this approach: first, to maintain the integrity 

of the bankruptcy process, and second, to assure that counsel devotes undivided loyalty to [the 

client.  The problem lies in determining what types of conflicts of interest mandate disqualification. 

It is universally recognized that attorneys are prohibited from representing actual conflicts of 

interest in bankruptcy. However, the caselaw is far from unanimous insofar as potential conflicts 

are concerned. . . . this court is mindful of the inherent right of individuals or entities seeking legal 

services to employ the counsel of their choice subject to the restrictions of §§ 327(a) and 328(c).. 

Under the strict construction approach, however, this right would be seriously undermined because 

any attorney whose past or current representation of other clients would give rise to even the 

slightest chance of a conflict of interest vis-a-vis another client is automatically eliminated. Given 

the complex and intertwined nature of the business infra-structure, the ever increasing number of 

bankruptcies, and the pressing demand for competent legal services so characteristic of today's 

society, such a rule is simply not feasible.” 

4. The Ethical Wall 

In re Young Mens Christian Ass'n of Marquette Cty., 570 B.R. 64, 68 (Bankr. W.D. Mich. 2017) 

(“This aversion to per se imputation follows in part from the importance of the relationship between 

attorney and client, but mostly from the court's reading of the statute, which provides no express 

basis for indirect or imputed disqualification in § 101(14), except in § 101(14)(C), which expressly 

mentions direct or indirect relationships. This is precisely the sort of language that Congress would 

use to create imputed disqualification. The reference to indirect relationships in § 101(14)(C), 

juxtaposed to the text in § 101(14)(B) which omits any such relationship, signals that Congress 
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intended the court to consider indirect and potentially disqualifying relationships under one part of 

the statute but not the other. Moreover, § 327 and § 1107 together authorize a debtor-in-possession 

to retain “one or more attorneys” and it is clear from the hearing on the Application that, as a 

practical matter given the “ethical wall” Mr. Quinnell has erected around Mr. Sarka, that the Debtor 

is asking to retain the latter but not the former in this two-person firm.”) (emphasis added).   

5. Discussions prior to formal retention 

Rule. 1.18.  Duties to Prospective Client 

(a) A person who consults with a lawyer about the possibility of forming a client-lawyer 

relationship with respect to a matter is a prospective client. 

(b) Even when no client-lawyer relationship ensues, a lawyer who has learned information from a 

prospective client shall not use or reveal that information, except as RPC 1.9 would permit with 

respect to information of a former client. 

(c) A lawyer subject to paragraph (b) shall not represent a client with interests materially adverse to 

those of a prospective client in the same or a substantially related matter if the lawyer received 

information from the prospective client that could be significantly harmful to that prospective client 

in the matter, except as provided in paragraph (d). If a lawyer is disqualified from representation 

under this paragraph, no lawyer in a firm with which that lawyer is associated may knowingly 

undertake or continue representation in such a matter, except as provided in paragraph (d). 

(d) When the lawyer has received disqualifying information as defined in paragraph (c), 

representation is permissible if: 

(1) both the affected client and the prospective client have given informed consent, confirmed in 

writing, or: 

(2) the lawyer who received the information took reasonable measures to avoid exposure to more 

disqualifying information than was reasonably necessary to determine whether to represent the 

prospective client; and 

(i) the disqualified lawyer is timely screened from any participation in the matter; and 
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(ii) written notice is promptly given to the prospective client. 

(e) When no client-lawyer relationship ensues, a prospective client is entitled, upon request, to have 

the lawyer return all papers and property in the lawyer's possession, custody, or control that were 

provided by the prospective client to the lawyer in connection with consideration of the prospective 

client's matter. 

 
 


