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ARBITRATION

BY SAMUEL ESTREICHER AND STEVEN C. BENNETT

Sanctions for Frivolous’ Appeals of Arbitration Awards

he Federal Arbitration Act

(FAA)! and parallel state

statutes do not eliminate

the right to appeal from an
arbitration award. They do, however,
place severe limits on the grounds for
vacatur of an arbitration award, and courts
have frequently stated that such statutory
grounds (and nonstatutory grounds, such
as “manifest disregard of law”) will be
narrowly construed.

Does the strict limitation of grounds for
vacatur necessarily imply a similarly strict
view on the appropriateness of sanctions
(on parties or their counsel) for “frivolous”
attempts to obtain vacatur of awards?
Several recent decisions suggest that such
a principle may be at work.

Standards for
Vacatur, Sanctions

The FAA sets out four express
grounds for vacatur of an arbitration
award: “corruption,” “evident partiality,”
“refusing to hear evidence,” and arbitrators
“exceed[ing] their powers.” In addition,
courts have grafted a nonstatutory basis
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for vacatur (“manifest disregard” of law)
on this statutory framework. Under all of
these grounds, “[a]rbitration awards are
subject to very limited review[.]"”” The aim
of such limited review is to support the
“twin goals of arbitration, namely, settling
disputes efficiently and avoiding long and
expensive litigation.™

Arguably, the standards for sanctions
match very closely these essential aims.
Rule 11(b)(1) of the Federal Rules of Civil
Procedure, for example, prohibits pleadings
that are presented for improper purposes,
such as to “cause unnecessary delay or
needless increase in the cost of litigation.”
Further, sanctions may be imposed on a
lawyer who “multiplies the proceedings in
any case unreasonably and vexatiously[.]"
And, on appeal, a court may award “just
damages” and single or double costs on
account of an appeal that is “frivolous.”

Recent Sanction Decisions

Several recent decisions have noted the
close relationship between strict standards
for vacatur of arbitration awards, and the
authority of courts to impose sanctions
for the added delay and cost of “frivolous”
attempts to vacate arbitration awards.

These decisions have also emphasized
the interest of the courts themselves in
encouraging expeditious, final arbitration
processes. In B.L. Harbert Int’l, LLC v.
Hercules Steel Co.,” for example, the U.S.
Court of Appeals for the Eleventh Circuit
provided “notice and warning” that it
would approve sanctions in arbitration
vacatur cases, based on its view that “[a]
realistic threat of sanctions may discourage
baseless litigation over arbitration awards
and help fulfill the purposes of the pro-
arbitration policy contained in the FAA.”™
The court elaborated:
When a party who loses an arbitration
award assumes a never-say-die attitude
and drags the dispute through the
court system without an objectively
reasonable belief it will prevail, the
promise of arbitration is broken.
Arbitration’s allure is dependent upon
the arbitrator being the last decision
maker in all but the most unusual
cases. The more cases there are, like
this one, in which the arbitrator is only
the first stop along the way, the less
arbitration there will be. If arbitration
is to be a meaningful alternative to
litigation, the parties must be able to
trust that the arbitrator’s decision will
be honored sooner instead of later.’
Thus, the court noted, by litigating
the case, post-award, without basis,™
the appellant had deprived its adversary
“and the judicial system” of the “principal
benefits” of arbitration."
The U.S. Court of Appeals for the
Seventh Circuit, in the recent case of
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Employees Int’'l Union, Local 39, affirmed
an order granting sanctions (the reasonable
attorney’s fees of the successful party)
for a “groundless” petition to vacate an
arbitration award.” The court, citing its
own 20-year-old precedent, emphasized
that a party “will not be permitted to nullify
the advantages [of arbitration] by spinning
out the arbitral process unconscionably
through the filing of meritless suits and
appeals.... Mounting federal caseloads
and growing public dissatisfaction with
the costs and delays of litigation have made
it imperative that the federal courts impose
sanctions on persons and firms that abuse
their right of access to these courts.”

Lower courts appear to be following
these appellate court directions. In SII
Investments, Inc. v. Jenks," for example,
a federal magistrate judge in Florida (citing
Harbert) recommended sanctions in a
case where a party claimed that an award
should be vacated because arbitrators had
misapplied the law." The court emphasized
the “severely” and “narrowly” limited
review under the FAA, and noted that,
even if the arbitrators had misinterpreted
and misapplied the law, vacatur would not
be authorized.” The court noted that the
benefits of arbitration, “prompt, economical
and adequate solution of controversies”
imply a compromise: “The arbitrating
parties are also agreeing to accept less
certainty of a legally correct decision.”
The court recommended that the moving
party’s counsel should be sanctioned for
their “never-say-die” tack.

In Rueter v. Menrill Lynch, Pierce, Fenner
& Smith, Inc.,” a district judge in Alabama
similarly ordered sanctions, even though
the responding party had not moved for
sanctions.” The Rueter court (again citing
Harbert), noted that the responding party
had advanced a challenge to the award that
had “no reasonable chance of success,” and
suggested that sanctions were necessary to
“protect[] arbitration as a cost effective

alternative form of dispute resolution.””!

Implications

This new line of authority, represented
by Harbert and the other cases cited

above, is potentially problematic. To the
extent that these new decisions suggest a
view that post-award review is generally
inappropriate, they may go too far. The
law plainly authorizes such review, at least
on the statutory grounds recognized by the
FAA, and on the nonstatutory ground of
“manifest disregard of the law,” which has
been generally recognized in the federal
courts. A substantial line of older cases
(especially in the U.S. Court of Appeals
for the Second Circuit) suggests that, so
long as the movant presents “colorable
claims,” and “plausible arguments,” such
review is not improper, and not subject to
sanction.” Gross violations of arbitration
procedure, such as repeated presentation
of claims barred by res judicata,” or claims
against arbitrators (protected by arbitral
immunity),* may still be sanctioned.

‘Manifest Disregard’ of Law

This older line of authority on the
inappropriateness of sanctions for
conventional appeals of arbitration awards,
moreover, recognizes that the concept of
“manifest disregard” of law is somewhat
amorphous. Parties arguably should not be
sanctioned merely for testing the limits of
this sometimes vaguely stated doctrine.
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