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The Intersection of Intellectual 
Property and Bankruptcy Law

A Discussion Regarding Kodak, 
Nortel and Other Recent Cases
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What Is Intellectual Property?
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Types of IP: Patents
•  Exclusionary rights afforded to the holder of inventions or 

discoveries for a limited term (generally 20 years);
•  Governed by the Patent Act (35 U.S.C. §§ 101, et. seq.);
•  Regulated by the United States Patent and Trademark Office 

(“PTO”);
•  Three Types of Patents

–  Utility patents: protects “useful” inventions that are “novel” and “non-
obvious”, including processes, methods, devices, software programs, etc.

–  Plant Patents: protects new and distinct varieties of plans.
–  Design patents: protects “any new, original and ornamental design for an 

article of manufacture” that does not meet the usefulness standard to 
qualify for a utlity patent

•  The Patent Act was recently amended to change the patent 
system from a “First to Invent” to a “First to File” system.

October 3, 2013
ABI Webinar

Types of IP: Copyrights
•  Protects “original works of authorship”;
•  To qualify for protection, the original work must 

display at lease some creativity and be fixed in a 
tangible medium of expression;

•  Governed by the Copyright Act (17 U.S.C. §§ 102, 
et. seq.);

•  Examples include: literary; dramatic ; musical, and 
artistic works;

•  Can be licensed as an exclusive license or non-
exclusive license – both of which raise issues 
regarding whether they are executory contracts in 
bankruptcy matters.

October 3, 2013
ABI Webinar
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Types of IP: Trademarks

October 3, 2013
ABI Webinar

• “[A]ny word, name, symbol, or device, or any combination 
thereof… used by a person… to identify and distinguish his or 
her goods from those manufactured or sold by others and to 
indicate the source of the goods, even if that source is 
unknown.”
• Must be used in commerce;
• Governed by the Lanham Act (15 U.S.C. §§ 1051, et. seq.) at 
the Federal level and by unfair competition law at the state 
level;
•  Trademarks are registered at the PTO.
•  Federal registration is not required, but it provides several 
advantages:

•  Notice to the public of the registrant’s claim of ownership;
• Legal presumption of ownership nationwide; and
• Exclusive right to use the mark




Policy Differences in Bankruptcy and IP 
Law

Bankruptcy Law
•  Prohibits creditors from 

taking actions against a 
debtor to provide a “fresh 
start”

•  Designed to maximize the 
value of the assets

•  Generally unfettered 
discretion to sell its assets 
and to assume, assign or 
reject its executory contracts

•  365(a) and (b) allow a debtor 
to assume, assume and 
assign or reject certain 
executory contracts and 
leases without consent of 
non-debtor party

IP Law
•  Vigorously protects the IP 

holder against potential 
infringers

•  License agreements are 
treated like personal 
contracts.

•  If the debtor is the licensor, 
365(n) preserves the rights of 
licensee over the rights of a 
debtor

•  If the debtor is the licensee, 
IP laws may prevent the 
debtor from assuming or 
assigning the underlying 
license.

October 3, 2013
ABI Webinar
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•  Quantum Leap, Inc. (“QLI”) operates a teleport beam company.

•  QLI developed software that allows for instantaneous secured 
swapping of information via its teleport beams, called QLI Encrypt.

• QLI holds dozens of patents, trademarks, copyrights, and its domain 
name and has licensed its technology to third parties.  It also licenses 
certain IP from third parties, including Planet Express, Inc. (“PEI”).

• QLI recently sold PEI a portion of its royalty stream to the copyright of 
the QLI Encrypt software.

• QLI filed for chapter 11 bankruptcy protection in 2012 and has 
decided to sell its assets in a 363 sale.



Fact Pattern Background

You Represent QLI
• Advise QLI Regarding how it 

maximizes the value of its assets in a 
363 sale?

• What types of Intellectual Property?
• Who owns the Intellectual Property? 
•  Is an IP License Agreement Executory?
• Do the license agreements authorize
    assumption and assignment?
• Any cure obligations?
• Confidentiality Issues?
•   What due diligence should QLI provide
 interested parties?                                         

October 3, 2013
ABI Webinar
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IP Licenses as Executory 
Contracts

•  IP Licenses are generally considered to 
be executory contracts. See, e.g., In re Kmart, 290 B.R. 
614, 618 (Bankr. N.D. Ill. 2003) (“Generally speaking, a license agreement is an 
executory contract as such is contemplated in the Bankruptcy Code.”)

•  Key issues regarding executory status:
(i)  Whether performance remains due on the party of both 

the licensee and the licensor such that the failure to 
perform by either party constitutes a material breach

(ii)  Whether remaining obligations are sufficient to show 
that the license is an executory contract.

• Determinative factor likely is whether the 
licensor has ongoing obligations.

October 3, 2013
ABI Webinar

IP Licenses as Executory 
Contracts

•  Exclusive licenses may be deemed to be an assignment if one 
side has completely performed its obligations.

•  Non-exclusive licenses do not convey any ownership interest in 
the IP; they only grant permission to use the IP.  Accordingly, 
virtually all non-exclusive licenses are considered executory

•  Patent Licenses: Executory.  Licensee has obligations to mark 
products and report  problems. Licensor has duties to defend 
infringement claims and indemnify licensee for losses. 

•  Copyright Licenses: Maybe.  The licensor often will lack ongoing 
obligations under the license beyond the implied or explicit 
covenant not to sue the licensee.  The issue will turn on whether 
the license is exclusive or non-exclusive.  Continued work by the 
licensor, or other updating obligations, will make the license 
executory.

•  Trademark Licenses:  Executory. Both parties have continuing 
obligations. Licensor must enforce the trademark and indemnify 
against loss while the licensee must adhere to quality control, 
pay royalties, etc.

October 3, 2013
ABI Webinar
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The Debtor as the Licensor
•  Different set of issues when the debtor is the licensor.
•  Section 365(n) curbs the debtor’s right to reject licenses 

because the non-debtor may  continue to use 
technology by paying royalties due under the license 
agreement and waiving right to setoff and any 
administrative claims against the estate arising from the 
performance of the license. 

•  Section 365(n) does not apply to trademarks, foreign IP, 
or future IP

•  365(n) did not exist before 1988.
•  Lubrizol Enters. V. Richmond Metal Finishers, Inc. (In re Richmond Metal 

Finishers, Inc.), 756 F.2d 1043, 1044 (4th Cir. 1985): court held that if an 
IP license is rejected by a debtor-licensor, the licensee could not use the 
licensed property or seek specific performance.  Case had a chilling effect 
on licenses of IP

October 3, 2013
ABI Webinar

Rejection and Section 365(n)
•  “Business judgment test” applies to rejection of executory 

contracts under section 365.
•  365(n) is an exception to the general rule.
•  Two options for the licensee:

1.  Treat the debtor’s rejection as termination of the license 
and assert a claim for rejection of damages; or

2.  Retain its rights to use the IP as they existed as of the 
filing of the bankruptcy petition.

•  Licensee does not retain all of its rights under the license.  
There is no continuing obligations on the debtor to update or 
maintain the technology or defend the licensee against 
infringement actions.

•  Licensees should be cautioned that debtors may attempt to 
use 363(f) to sell the IP technology “free and clear of any 
interest in such property”

October 3, 2013
ABI Webinar
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Effect of Rejection
• Rejection is a breach of contract – not 

termination of the agreement
• Licensee can assert breach of contract 

damages (rejection damages) as a 
general unsecured claim under section 
502(g).

•  If the licensee treats the contract as 
terminated, then it is no longer 
entitled to use the IP provided under 
the license.

October 3, 2013
ABI Webinar

Trademark Rejections Are Treated 
Differently

•  If the licensor files, the licensee could be left without a 
right to use the trademark and with only a claim for 
money damages against the licensor. Luzbrizol 
Enterprises, Inc. v. Richmond Metal Finishers, Inc., 756 
F.2d 1043 (4th Cir. 1985).

•  No protective treatment for non-debtor trademark 
licensees, unlike tenants in a lessor’s bankruptcy 
[365(h)(1)], shopping center tenants [365(h)(1)(C)], or 
buyers of  real estate [365(i), (j)]

•  No 365(n) protections because the licensing of a 
trademark does not foster technological innovation and 
development.

•  Recent cases (In re Exide Technologies and Interstate 
Bakeries) created a post-365(n) enactment circuit spilt.


October 3, 2013
ABI Webinar
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Sunbeam Products, Inc. v. American 
Manufacturing, LLC, 686 F.3d 372 (7th 

Cir. 2012)

October 3, 2013
ABI Webinar

•   The Seventh Circuit disagreed with the reasoning of 
Lubrizol, holding that rejection of a trademark license 
does not terminate the non-debtor contractual rights 
provided by the rejected contract, thus permitting the 
non-debtor licensee to continue to use the licensed 
trademark.

•  Affirmed the bankruptcy court’s decision, which 
adopted Judge Ambro’s concurring opinion in Exide, 
concluding that the court could, on equitable grounds, 

“avoid a situation that let[s] a licensor take back 
trademark rights it bargained away.”

•  While it had good intent, the Sunbeam opinion remains 
open to criticism because it may have overextended 
protections to trademark licensees.

Confidentiality Issues 
 in the Sale Process

•  Licenses likely contain confidentiality provisions that 
may affect ability to market the assets

•  MBNA Am. Bank, N.A. v. TWA (In re TWA), 275 B.R. 712 
(Bankr. D. Del. 2002) (Walrath, J.) – The court held that 
bid procedures and sale order did not protect a debtor 
from liability for breaching the confidentiality provisions 
of an agreement.  Parties should use non-disclosure 
agreements as a part of due diligence to address 
confidentiality issues.

•  Qualcomm Inc. v. Texas Instruments, Inc., 875 A.2d 626 
(Del. 2005) – disclosure of the terms of a cross-
licensing agreement did not constitute a material 
breach of the contract because a breach must concern 
the “essence of the contract.”


October 3, 2013
ABI Webinar
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FACT PATTERN CONTINUES…
•  Beam Me Up, Inc. (“BMU”) approached QLI to 

serve as the stalking horse.
•  BMU is one of PEI’s largest competitors.
•  BMU insists that all of QLI’s IP, including the 

QLI Encrypt software, be included in the 
sale.

•  BMU is concerned that without the software, 
it will be unable to develop and market the 
QLI Encrypt technology.

October 3, 2013
ABI Webinar

Maximizing Value of IP

October 3, 2013
ABI Webinar

• Patents should be analyzed separately from operating businesses

• Maximizing the value of patents is easier when there is so-called 

“evidence of use” of the patented invention, i.e. market size, market 
share.

• Understanding market share allows parties to better understand 
the range of a “reasonable royalty” that the patent should 
command.  Licensing can (and should) generate more revenue than 
a sale.

• Standard manner of demonstrating “evidence of use” is through a 
claim chart.

• Claim charts are tables that outline a patent’s claims, element by 
element, and compares those claims to the claims of an allegedly 
infringing patent
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 What Is A Patent Claim?



October 3, 2013
ABI Webinar

What is a Claim Chart?

October 3, 2013
ABI Webinar
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You Represent BMU, Inc.
• Advise BMU as to whether or not it will 

be able to acquire all of QLI’s 
intellectual property assets that it will 
need to develop, manufacture and 
market QLI Encrypt.

October 3, 2013
ABI Webinar

War Stories!

October 3, 2013
ABI Webinar
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You Represent PEI

• Can PEI maintain its share of the 
royalty stream from QLI?

• Can PEI prevent the assignment of its 
licenses to BMU?

October 3, 2013
ABI Webinar

–  Yes, under both the Hypothetical and Actual 
test.  Pursuant to 365(c)(1), applicable non-
bankruptcy law (copyright law) would excuse 
PEI from accepting performance from BMU – 
assuming PEI would not accept performance 
from BMU.

Assumption of IP Licenses
•  Sections 365(a) and (b) allow debtors to assume or 

reject an executory contract.  Section 365(f) authorizes 
the assignment of an executory contract to a third party.

•  Debtor’s broad right to assume and assign is restricted 
by section 365(c):
–  If applicable non-bankruptcy excuses the non-debtor 

from accepting or rendering performance; and
–  Such party does not consent to such assumption or 

assignment 
•  “applicable law” does not include the enforceability of 

an anti-assignment provision in the contract (ipso facto 
clauses)

•  Extensive litigation has led to a jurisdictional split 
regarding assumption.  Three approaches have 
emerged.

October 3, 2013
ABI Webinar
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The Hypothetical Test
•  Majority approach.
•  Reads 365(c) literally.  Restricts assumption and 

assignment if applicable law excuses performance to 
or from a  party other than the debtor.

•  The determinative issue is whether the debtor may 
assign the license to an unaffiliated third party.  See 
Pearlman v. Catapult Entertainment, Inc. (In re 
Catapult Entm’t, Inc.), 165 F.3d 747 (9th Cir. 1999); 
RCI Tech Corp. v. Sunterra Corp. (In re Sunterra 
Corp.), 361 F.3d 257 (4th Cir. 2004).

•  Followed by Third, Fourth, Ninth, and Eleventh 
Circuits.

October 3, 2013
ABI Webinar

The Actual Test
•  Rejects the Hypothetical Test and instead focuses 

on the actual intentions of the debtor-licensee 
seeking to assume an IP license because, unless the 
license will actually be assigned, the non-debtor 
licensor will not be required to accept or render 
service “to an entity other than the debtor…”

•  Leading case: Institut Pasteur v. Cambridge Biotech 
Corp., 104 F.3d 489 (1st Cir. 1997)

•  Minority approach adopted in the First and Fifth 
Circuits.

•  Case-by-case inquiry.

October 3, 2013
ABI Webinar
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Footstar Approach
•  In re Footstar, Inc., 323 B.R. 566, 573-74 (Bankr. 

S.D.N.Y. 2005).
•  365(c)(1) bars only the trustee – not a debtor-in-

possession – from assuming an IP license if applicable 
law would excuse the non-debtor counterparty from 
being bound by an assignment of the license.

•  Court reasoned that the word “trustee” does not include 
a debtor-in-possession.  Accordingly, the right of a 
non-debtor party to object to an assignment does not 
affect the right of the debtor-in-possession to assume 
an executory contract.

•  Followed in In re Adelphia Communications Corp., 359 
B.R. 65, 72 (Bankr. S.D.N.Y. 2007).

October 3, 2013
ABI Webinar

Wrap Up/Questions & Answers

October 3, 2013
ABI Webinar
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Contact Information
For more information:
Christopher B. Wick, Esq.
Hahn Loeser & Parks LLP
200 Public Square, Suite 2800
Cleveland, OH 44114
Phone: 216.621.0150
Fax: 216.241.2824
cwick@hahnlaw.com
www.hahnlaw.com 



These materials are not legal advice, and conversations in connection with this presentation do not create a lawyer-
client relationship. These materials are designed to alert you to issues you might not have previously considered. Be 
sure to talk with your lawyer before making any business decisions prompted by the information presented here.







October 3, 2013
ABI Webinar
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THE INTERSECTION OF INTELLECTUAL PROPERTY AND BANKRUPTCY: 
KODAK, NORTEL, AND OTHER CASES 

Panelists: 

• Hon. Jeffrey A. Deller (Bankr. W.D. PA) 

• David Berten, Esq. – Global IP Law Group (IL) 

• Pauline Morgan, Esq. – Young Conaway Stargatt & Taylor LLP (DE) 

• Christopher Wick, Esq. – Hahn Loeser and Parks LLP (OH) 

• Cassandra M. Porter, Esq. - Lowenstein Sandler LLP (NY) 

Facilitator: 

• Kelly Beaudin Stapleton, Esq. - Alvarez & Marsal (NY) 

Syllabus: 

I. What Is Intellectual Property? 

II. Section 365(n): A Licensee’s View at the Intersection of Intellectual Property Law and 
Bankruptcy Law 

III. Addressing Intellectual Property Confidentiality Issues in the 363 Sale Process 

IV. Maximizing the Value of Intellectual Property In Bankruptcy Auctions 

V. Preserving the Value of Intellectual Property in Bankruptcy Sales:  Comparing 
Intellectual Property Sales in the Nortel and Kodak Cases 



20

abiLIVE Webinar Series

 

 2 

VI.  

I.  WHAT IS INTELLECTUAL PROPERTY? 

The Definition of Intellectual Property 

The term “intellectual property” generally refers to diverse types of intangible assets 
covering numerous forms of property rights, including patents, copyrights, and trademarks.  In 
title 11 of the United States Code (the “Bankruptcy Code”), the definition of intellectual property 
is not as broad as the general definition of the term.  Under the Bankruptcy Code,  

[t]he term “intellectual property” means – 

(A) trade secret; 

(B) invention, process, design, or plant protected under title 35;1 

(C) patent application; 

(D) plant variety; 

(E) work of authorship protected under title 17;2  

(F) mask works protected under chapter 9 of title 17.3 

11 U.S.C. § 101(35A). 

Trademarks are noticeably missing from the definition of intellectual property under the 
Bankruptcy Code.  Congress purposely excluded trademarks from the definition because the 
policy behind the protections afforded to the respective property rights is different.  Specifically, 
the guiding principle of the Patent Act and the Copyright Act is to protect the inventor or holder 
of the intellectual property.  Alternatively, the primary purpose of trademark law, and the 
Lanham Act, is to “prevent customer confusion and protect the value [of] identifying symbols 
[rather than] to encourage innovations providing a period of exclusive rights.”4 

Types of Intellectual Property 

A.  Patents and Patent Applications 

Patents and patent applications are governed by the Patent Act and regulated by the 
United States Patent and Trademark Office (the “USPTO”).  The Patent Act recently was 
amended by the Leahy-Smith America Invents Act (the “AIA”), which was signed into law in 
September 2011, but its central provisions did not go into effect until March 16, 2013.  The AIA 

                                                
1  Title 35 is the federal Patent Act, 35 U.S.C §§ 101, et seq. (the “Patent Act”). 
2  Title 17 is the Untied States Copyright Act, 17 U.S. §§ 102, et seq. (the “Copyright Act”). 
3  Chapter 9 of Title 17 is the federal Semiconductor Chip Protection Act of 1984 (the “SCPA”). 
4  J. McCarthy, McCarthy on Trademarks and Unfair Competition § 6:3 (2009). 
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switched the United States patent system from a “first to invent” to a “first inventor to file” 
system as well as other numerous substantive or procedural amendments. 

Patents are exclusionary rights afforded to the holder of inventions or discoveries for a 
limited term (generally 20 years from the date of application for the patent).5  Almost anything 
may be patented, including but not limited to: products; devices; methods; processes; software 
programs; machines; and compositions of matter and improvements.  There are three (3) types of 
patents under the Patent Act: 

(1) Utility patents – they protect “useful” inventions that are “novel” and “non-
obvious,” including processes, methods, devices, software programs, and other 
compositions of matter.    

(2) Plant patents – they protect new and distinct varieties of plants. 

(3) Design patents – they protect “any new, original and ornamental design for an 
article of manufacture”6 that does not need to meet the usefulness standard to 
qualify for a utility patent.  Design patents only last for 14 years.  

Ownership of a pending patent vests in the inventor.  However, an inventor may transfer 
title, assign, or grant a security interest in the patent.  In addition, two patents may be issued for 
the same device: a design patent for the product design and a utility patent for the product’s 
useful characteristics.  A patent holder may license its rights to others on an exclusive or non-
exclusive basis.  As discussed in relation to Bankruptcy Code section 365(n), a patent license is, 
in essence, a continuing covenant not to sue the licensee for using the patents.   

B.  Copyrights 

Copyrights are governed by the Copyright Act and regulated by the United States 
Copyright Office.  A copyright is a form of protection provided by title 17 of the United States 
Code to authors of “original works of authorship.”7 To qualify for copyright protection, an 
original work must display at least some creativity and be fixed in a tangible medium of 
expression (.e.g. committed to paper or other form of recordable data).  Typical original works of 
authorship include literary, dramatic, musical, artistic, and certain other intellectual works.  The 
protection is afforded to both published and unpublished works.  Section 106 of the 1976 
Copyright Act generally gives the owner of a copyright the exclusive right to do and to authorize 
other to do the following: 

• Reproduce the work in copies or phonorecords; 

• Prepare derivative works based upon the copyrighted work; 

• Distribute copies or phonorecords of the work to the public by sale or other 
transfer of ownership, or by rental, lease or lending; 

                                                
5  35 U.S.C. § 271. 
6  U.S. Patent and Trademark Office, “What is a Patent?” www.uspto.gov. 
7  U.S. Copyright Office, Copyright Basics, p. 1, www.copyright.gov. 
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• Perform the work publicly, in the case of literary, musical, dramatic, and 
choreographic works, pantomimes, and pictorial, graphic, or sculptural works, 
including the individual images of a motion picture or other audiovisual work; 

• In the case of sound recordings, perform the work publically by means of a digital 
audio transmission. 

• Display the work publicly, in the case of literary, musical, dramatic, and 
choreographic works, pantomimes, and pictorial, graphic, or sculptural works, 
including the individual images of a motion picture or other audiovisual work. 

It is illegal for anyone to violate any of the rights provided by the copyright law to the 
owner of copyright.  As discussed in more detail below, parties can license the right to use 
copyrights, trademarks, and patents. 

C.  Trademarks 

Trademarks and service marks8 are governed by the Lanham Act9 at the federal level and 
by unfair competition law at the state level.  Trademarks are registered at the USPTO.  A 
“trademark” is “any word, name, symbol, or device, or any combination thereof… used by a 
person… to identify and distinguish his or her goods, including a unique product, from those 
manufactured or sold by others and to indicate the source of the goods, even if that source is 
unknown.”10  Use of a trademark in commerce is required.  Federal law specifically provides that 
the term “use in commerce” of a trademark means “the bona fide use of a mark in the ordinary 
course of trade….,” with a trademark “deemed to be in use in commerce”: 

(1) On goods when – 

(A) It is placed in any manner on the goods or their containers or the displays 
associated therewith or on the tags or labels affixed thereto, or if the nature 
of the goods makes such placement impracticable, then on documents 
associated with the goods or their sale, and 

(B) the goods are sold or transported in commerce….11 

As a result, various courts have determined that a “trademark on goods is considered to 
be used in commence when it is placed on the goods or their containers in any manner and the 
goods are then sold or transported in commerce.”12  Although federal registration of a mark is 
not mandatory, it has several advantages, including notice to the public of the registrant’s claim 
of ownership of the mark, legal presumption of ownership nationwide, and exclusive right to use 
the mark on or in connection with the goods/services listed in the registration.  A registered mark 
                                                
8  Service marks indicate the source of origin of services, rather than goods (e.g., McDonald’s (restaurant 
services) or Wal-Mart (retail)).  They are treated the same as trademarks under the Lanham Act.  
9  15 U.S.C. §§ 1051, et seq. 
10  15 U.S.C. § 1127; see also, In re C.C. & Co. Inc., 86 B.R. 485, 486 (Bankr. E.D. Va. 1988); Roman Cleanser 
Co. v. Nat’l Acceptance Co. of America (In re Roman Cleanser Co.), 43 B.R. 940, 943 (Bankr. E.D. Mich. 1984). 
11  15 U.S.C. § 1127. 
12  DeMert & Dougherty Inc. v. Chesebrough-Pond’s Inc., 348 F. Supp. 1194, 1196 (N.D. Ill. 1972) 
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can be deemed abandoned if the holder discontinues use with intent not to resume use, or if the 
holder’s course of conduct causes the mark to lose its significance as a trademark. 

Trademark rights do not begin until they are actually used in commerce.  Once they are 
used in a geographic area, the first to use the mark has priority over future users in that 
geographic area.  Trademarks may be licensed on either an exclusive or non-exclusive basis.   

D.  Trade Secrets 

Trade secrets are formulas, practices, processes, designs, instruments patterns or 
compilations of information that are not generally known or reasonably ascertainable and that 
provide a business an economic advantage.  Trade secrets are governed by state law rather than 
federal law. Most states, other than Massachusetts, New York, North Carolina, and Texas, have 
recognized some form of trade secret protection, typically by adopting the Uniform Trade 
Secrets Act (the “UTSA”).   

The major difference between a trade secret and other intellectual property assets is that a 
trade secret is protected only when the secret is not disclosed.  Hence, obviously, there is no 
registration for trade secrets.  Rights are obtained and maintained by the holder preserving the 
secrecy of the information.  When a holder of a trade secret needs to share the information, such 
information typically is protected with a confidentiality agreement or protective order in the 
context of litigation.  

Finally, the holder of a trade secret can sell, assign, or grant a security interests in the 
trade secret.  An assignment agreement transferring trade secret generally will require the 
transferor to (1) disclose the trade secret to the transferee, (2) cease use of the trade secret, and 
(3) not disclose the trade secret to any other party after title has been transferred. 

E.  Mask Works 

Mask works are collections of photographic masks used to create electronic circuits on 
semiconductor chips.  Rights relating to mask works are governed by the Semiconductor Chip 
Protection Act (“SCPA”) and are regulated by the Copyright Office.  Mask works must be 
registered to be granted any protection under SCPA. 

F.  Domain Names 

A domain name is a part of a larger Internet addresses called a “URL.”  It is an 
identification string that defines the realm of administrative control on the Internet and is 
comprised of top level domains (i.e., .com, .info, .ca) and second and third level domains (i.e., 
nyt.com).  The second and third level domains are available for reservation by end-users.   

Domain names are obtained by registering with the applicable domain authority (a 
registrar).  They are not licensed, even though they are obtained through a contract from one of 
many domain name registrars.  As a general matter, domain names could be treated as “owned” 
intellectual property, similar to a trademark or copyright registration or a patent.  Often, a 
domain name incorporates a trademark or trade name of the domain name registrant.  In such 
cases, trademark issues may rise.  
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II. SECTION 365 (N): A LICENSEE’S VIEW AT THE INTERSECTION 
OF INTELLECTUAL PROPERTY AND BANKRUPTCY LAW 

A.  Introduction 

Intellectual property quickly is becoming the most valuable asset in many bankruptcy 
cases.  As the value of a company’s intellectual property has increased, so has its significance in 
bankruptcy cases.  All constituencies may now view intellectual property as a funding 
mechanism for the rest of the case.  For example, Eastman Kodak Company recently completed 
a transaction for the sale and licensing of its digital imaging patents for net proceeds in excess of 
$527 million.  Thus, a debtor’s ability to control the final disposition of these assets is becoming 
more critical to a successful bankruptcy case.  To understand the relationship between 
bankruptcy and intellectual property law requires an understanding of two complex areas of the 
law, including important policy conflicts.  This article examines the specific relationship between 
a debtor who owns intellectual property and a non-debtor licensee and the powers appointed to 
each party under section 365 of the Bankruptcy Code.  In addition, it provides a review and 
analysis of the current state of the relevant case law and discusses certain unsettled issues 
relating to section 365(n).  

B.  Policy Differences Between Bankruptcy and Intellectual 
Property Law 

An inherent conflict exists between bankruptcy law and intellectual property law which 
may result in inconsistent outcomes depending on the facts of each case.  Intellectual property 
protects the holders of intellectual property against the infringement of those rights.  For 
example, intellectual property holders may file lawsuits against potentially infringing parties for 
damages based on the alleged infringing actions and for injunctive relief to prevent further 
infringement.  Conversely, bankruptcy laws have been created to provide a debtor a “fresh start.”  
Through the automatic stay provisions of Bankruptcy Code section 362, creditors are prohibited 
from taking actions against the debtor or its property while the bankruptcy case is pending, 
including the continuation or commencement of prepetition lawsuits.  While the principal goal of 
bankruptcy law is to provide the debtor a fresh start and meaningful opportunity to reorganize, 
section 365(n) preserves the rights of intellectual property holders over the rights of a debtor or 
debtor-in-possession.13 

C.  Bankruptcy Code Section 365 Generally - Executory Contracts  

Section 365 of the Bankruptcy Code governs the treatment of executory contracts in 
bankruptcy cases.  Specifically, subject to court approval, sections 365(a) and 365(b) allow a 
debtor to assume or reject an executory contract.  Section 365(f), again subject to court approval, 
allows a debtor to assign an executory contract to a third party.  In bankruptcy, many executory 
contracts may be assumed and assigned without the consent of the non-debtor party even if the 

                                                
13  See Richard M. Cieri, Neil P. Olack & Joseph M. Witalec, Protecting Technology and Intellectual Property 
Rights When a Debtor Infringes on Those Rights, 8 Am. Bankr. Inst. L. Rev. 349, 353 (2000). 
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agreement prohibits assignment or is silent regarding the issue of assignment.14  Examples of 
such contracts include equipment leases and real property leases.  Recently, however, bankruptcy 
courts have interpreted section 365(c)(1) to limit a debtor’s extraordinary powers granted by 
section 365(a) and (f), by requiring the non-debtor’s consent to assumption, or assumption and 
assignment.  Section 365(c)(1) provides, in relevant part, that “the trustee may not assume or 
assign any executory contract or unexpired lease of the debtor, whether or not such contract or 
lease prohibits or restricts assignment of rights or delegation of duties,” if: (1) applicable law 
excuses the non-debtor from accepting performance from or rendering performance to a third 
party, and (2) the non-debtor does not consent to the assumption or assignment.15  

For a debtor, the assumption or rejection of an executory contract may be an extremely 
critical decision relating to a debtor’s probability of reorganization and/or its ability to sell its 
assets.  The assumption of an executory contract merely reinstates all the obligations of each 
party to the underlying agreement.  To assume an executory contract, a debtor must cure any 
existing default and provide adequate assurance of future performance under the agreement.16  
The subsequent rejection of an assumed executory contract likely will result in a post-petition 
claim for damages entitled to priority as an administrative claim.17    

As discussed in more detail below, rejection of an intellection property license also may 
create rights that a non-debtor licensee elect to enforce.  Rejection of an executory contract does 
not terminate or negate the underlying agreement.18  Rejection is the repudiation of the debtor’s 
obligations under the agreement.  The Bankruptcy Code regards the rejection as a breach, giving 
rise to a claim against the bankruptcy estate for breach of contract under applicable non-
bankruptcy law.  Section 365(g)(1) specifically fixes the date of breach for rejection damages 
purposes as the date immediately before the date of the filing of a bankruptcy petition.  Section 
502(g) provides that any claim arising from a rejection shall be “determined” as if such claim 
had arisen before the date of the filing of the bankruptcy petition. 

If an agreement was terminated prepetition, it is not an executory contract and not 
property of the estate.19  However, if a license agreement is not properly terminated prior to the 
petition date, section 365 does apply, and the debtor can attempt to assume the agreement.20  In 

                                                
14  See 11 U.S.C. § 365(f). 
15  See 11 U.S.C. § 365(f); Section 365(c)(1) states in its entirety: 

The trustee may not assume or assign any executory contract or unexpired lease of the debtor, 
whether or not such contract or lease prohibits or restricts assignment of rights or delegation of 
duties, if – (1)(A) applicable law excuses a party other than the debtor to such contract or lease 
from accepting performance or rendering performance to an entity other than the debtor or the 
debtor in possession, whether or not such contract or lease prohibits or restricts assignment of 
rights or delegation of duties; and (B) such party does not consent to such assumption or 
assignment. 

16  See 11 U.S.C. § 365(b)(1). 
17  Although section 365 does not mention administrative expenses or section 503 [Allowance of Administrative 
Expenses], court approval of an assumption under section 365 results in a administrative expense priority for the 
executory contract or lease assumed. 
18  In re Continental Airlines, 981 F.2d 1450 (5th Cir. 1993); accord, In re Henderson, 245 B.R. 449 (Bankr. 
S.D.N.Y. 2000). 
19  See Moody v. Amoco Oil Co., 734 F.2d 1200 (7th Cir. 1984). 
20  See In re Supernatural Goods, 268 B.R. 759, 772 (Bankr. M.D. La. 2001). 
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any event, an executory contract must be assumed or rejected in its entirety.21  A debtor cannot 
handpick favorable provisions, unless those provisions are severable, which is a state law 
question. 

D.  Are Intellectual Property License Agreements Subject to 
Rejection? 

Only executory contracts are subject to section 365; thus, if an intellectual property 
license is not executory, it cannot be assumed, assumed and assigned, or rejected in 
bankruptcy.22 For example, a contract purporting to be a license could actually be a sale 
agreement and, therefore, outside the scope of section 365.23  Accordingly, the threshold 
question regarding the assumption of an intellectual property license under section 365 is 
whether the intellectual property license is an executory contract.  The term “executory contract” 
is not defined by the Bankruptcy Code.  Nevertheless, the majority of courts have adopted the 
Countryman definition that an executory contract is one “under which the obligation of both the 
bankrupt and other party to the contract are so far underperformed that the failure of either to 
complete performance would constitute a material breach excusing the performance of the 
other.”24   

Generally, intellectual property licenses are considered to be executory contracts because 
there are continuing, material obligations remaining of both parties.25  On one hand, at its 
essence, an intellectual property license is a covenant by the licensor not to sue the licensee 
under the licensor’s intellectual property so long as the licensee operates within the scope of, and 
pursuant to the terms and conditions of the license.  On the other hand, the licensee generally has 
continuing obligations under the license including the affirmative duties to (i) pay a royalty fee; 
(ii) indemnify; (iii) maintain the character and quality goods produced using the intellectual 
property; and (iv) maintain confidentiality.  In any event, the mere obligation of a licensee to pay 
royalties does not constitute a continuing, material obligation that would make a license 

                                                
21  See In re Madison Foods, Inc. v. Fleming Cos. (In re Fleming Cos.), 325 B.R. 687 (Bankr. D. Del. 2005).   
22  See, e.g., Neil Hirshman, et. al., Is Silence Really Golden? Assumption and Assignment of Intellectual Property 
Licenses in Bankruptcy, 3 Hastings Bus. L.J. 197 (Spring 2007). 
23  See Langel v. Kmart, 290 B.R. 614 (Bankr. N.D. Ill 2003). 
24  Vern Countryman, Executory Contracts in Bankruptcy: Part 1, 57 Minn. L. Rev. 439, 460 (1973).  A minority 
of courts have adopted the so-called “functional test,” which tests whether the assumption or rejection of the 
contract would benefit the debtor’s estate, regardless of whether any material obligations remain outstanding on the 
part of only one party to the contract. See, e.g., In re Worldcom, 343 B.R. 486 (Bankr. S.D.N.Y. 2006). 
25  In re HQ Global Holdings, Inc., 290 B.R. 507-,. 510-11 (Bankr. D. Del. 2003) (contract held to be executory in 
light of licensor’s obligation to refrain from using trademark in certain territories and licensee’s obligation to pay 
royalties.); see also, In re CFLC, Inc., 89 F.3d 673, 677 (9th Cir. 1996) (the license was deemed to be executory 
despite the fact that the only performance owed from the licensor was to refrain from suing the licensee and the only 
performance due from the licensee was to mark all products made pursuant to the license with the statutory patent 
notice).  See also, In re Sunterra Corp., 361 F.3d 257, 264 (4th Cir. 2004); Institut Pasteur v. Cambridge Biotech 
Corp., 104 F.3d 489, 490-91 (1st Cir. 1997) (recognizing patent license as executory); In re Superior Toy & Mfg. 
Co., Inc., 78 F.3d 1169, 1176 (7th Cir. 1996) (recognizing trademark license as executory); Patient Educ. Media, 
210 B.R. 237,  241(Bankr. S.D.N.Y. 1997) (finding copyright license to be executory contract); In re Exide Techs., 
340 B.R. 222, 235 (Bankr. D. Del. 2006) (holding exclusive trademark license to be executory because licensor's 
agreement not to use licensed trademark was a continuing material obligation); In re Gencor Indus., Inc., 298 B.R. 
902, 907 (Bankr. M.D. Fla. 2003). 
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agreement executory.26  In the event that an intellectual property license is determined to not be 
an executory contract, it simply is an obligation of the debtor’s estate and it cannot be assumed 
or rejected by the debtor. 

E.  Section 365(n) Protects the Existing Rights of Intellectual 
Property Licensees 

Bankruptcy Code section 365(n) protects licensees of patents, copyrights and trade 
secrets if the licensor files for bankruptcy protection.27  If the debtor/licensor rejects an 
intellectual property license, the licensee has two options. First, the licensee may treat the license 
as terminated.28  In that instance, the licensee will have a prepetition non-priority claim for 
damages pursuant to Bankruptcy Code section 365(g)(1).  The licensee also may assert a priority 
claim for an administrative claims to which it is entitled, including claims arising during the 
course of the bankruptcy case prior to rejection.29   

Alternatively, the non-debtor licensee may elect to retain the right to use the intellectual 
property.30  The debtor/licensor will be prohibited from interfering with the licensee’s rights, but 
a licensee should not expect anything more than passive cooperation from the debtor/licensor 
after the rejection.  For example, the non-debtor/licensee will not have: (i) the right to receive 
improvements, updates and/or support; (ii) the right to prosecution and maintenance of the 
underlying intellectual property; (iii) the right to enforcement and defense of claims; (iv) the 
right to indemnification; and (v) any “most favored licensee/most favored nations” contract 
language.  Moreover, the licensee is required to continue to “make all royalty payments due 
under such contract for the duration of such contract….”31  By electing the option to retain its 
rights under the license agreement, the licensee is deemed to have waived any right of setoff that 
it may have with respect to the license under the Bankruptcy Code or applicable nonbankruptcy 
law and any administrative claim allowance under section 503(b) for the debtor’s failure to 

                                                
26  See, e.g., Lubrizol Enters., Inc. v. Richmond Metal Finishers, Inc., 756 F.2d 1043, 1045 (4th Cir. 1985). 
27  Section 365(n) of the Bankruptcy Code provides, in pertinent part, that: 

(1) If the trustee rejects an executory contact under which the debtor is the licensor of a right to intellectual 
property, the licensee sunder such contract may elect –  
(A) to treat such contract as terminated by such rejection if such rejection by the trustee amounts 

to such a breach as would entitle the licensee to treat such contract as terminated by virtue of 
its own terms, applicable nonbankruptcy law, or an agreement made by the licensee with 
another entity; or 

(B) to retain its rights (including the right to enforce any exclusivity provision of such contract, but 
excluding any other right under applicable nonbankruptcy law to specific performance of such  
contract) under such contract and under any agreement supplementary to such contract, to 
such intellectual property (including any embodiment of such intellectual property to the 
extent protected by applicable nonbankruptcy law), as such rights existed immediately before 
the case commenced, for  
(i) the duration of such contract; and 
(ii) any period for which such contract may be extended by the licensee as of right under 

applicable nonbankruptcy law.  
28  11 U.S.C. § 365(n)(1)(A). 
29  See In re Diomed, Inc., 394 B.R. 260, 267 (Bankr. D. Ma. 2008) (sale of patent rights during bankruptcy case, 
but subsequent to rejection, did not give rise to an administrative claim). 
30  11 U.S.C. § 365(n)(1)(B). 
31  11 U.S.C. § 365(n)(2)(B). 
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perform obligations under the license agreement.32  Thus, a non-debtor/licensee may end up 
overpaying for the rights it initially negotiated to receive under the license agreement. 

Section 365(n) was enacted by Congress in 1988 in response to the Fourth Circuit’s 
opinion in Lubrizol Enterprises, Inc. v. Richmond Metal Finishers, Inc. (In re Richmond Metal 
Finishers, Inc.), 756 F.2d 1043 (4th Cir. 1985), cert. denied, 475 U.S. 1057, 106 S. Ct. 1285 
(1986).  In Lubrizol, the Fourth Circuit held that, under section 365(g), a debtor-licensor had the 
ability to reject an intellectual property license as an executory contract and deprive the licensee 
of all future rights to use the licensed technology.  The non-debtor licensee could treat the 
rejection as a breach and seek monetary damages; however, it could not seek to retain its contract 
rights in the technology by specific performance, even if such a remedy otherwise would be 
available.  As discussed in more detail below, certain courts still consider Lubrizol as 
precedential law regarding the treatment of trademarks.  

F.  Potential Tension Between 365(n) and Free and Clear Sales 
Under 363(f) 

Section 363(f) authorizes the sale of estate assets “free and clear of any interest in such 
property.”33  Intellectual Property licensees should be concerned that debtors will use 363(f) to 
avoid the protections afforded to a licensee under section 365(n).  In fact, several courts have 
allowed debtors to sell intellectual property, including trademarks, free and clear of any licensee 
interest when the licensee failed to file a notice of appearance and assert its 365(n) rights.34  The 
bottom line is that if a licensee elects to retain its rights under Bankruptcy Code section 365(n), it 
must object to any free and clear sale.35 

G.  Extending Section 365(n) Protection to U.S. Licensees of Foreign 
Debtors 

Chapter 15 of the Bankruptcy Code governs the recognition and interplay of foreign 
insolvency proceedings within the United States.  Generally, chapter 15 requires that United 
States bankruptcy courts cooperate and defer to the foreign proceedings unless doing so “would 
be manifestly contrary to the public policy of the United States.”36  If a petition for recognition of 
a foreign insolvency proceeding is granted, then Bankruptcy Code section 1509 requires 

                                                
32  11 U.S.C. § 365(n)(2)(C). 
33  11U.S.C. § 363(f). 
34  See, e.g., FutureSource LLC v. Reuters Ltd., 312 F.3d 281, 285 (7th Cir. 2002) (the Second Circuit held that the 
licensee’s failure to object to a proposed sale was tantamount to consent, and consent of the interest holders is one 
condition under which an interest can be extinguished by a bankruptcy sale); Precision Industries, Inc. v. Qualitech 
Steel SBQ, LLC, 327 F.3d 537 (7th Cir. 2003) (same). 
35  See, e.g., In re Dial-a-Mattress Operating Corp., 209 Bankr. LEXIS 1801 *21 (Bankr. E.D.N.Y. 2009) (in sale 
of debtor’s franchises, franchise licensee objected, and court deferred for another time issues of protection of 
copyright owners and trademark licensees, noting, however, that trademark licensees are not protected under 
Bankruptcy Code section 365(n); In re Dynamic Tooling Sys., Inc., 349 B.R. 847, 856 (Bankr. Kan. 2006) 
(bankruptcy court considered the applicability of section 365(n) in a sale pursuant to a plan, and viewed section 
365(h) as comparable; concluding that “the Court can ameliorate what little harm such a sale would work here by 
ordering that the transfer to [the purchaser] be subject to whatever license right [the licensee] has in [the debtor’s] 
intellectual property.”)  
36  11 U.S.C. § 1506. 
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bankruptcy courts to “grant comity or cooperation to the foreign representative”37 and authorizes 
the bankruptcy court to “grant any appropriate relief” including “entrusting the administration or 
realization of all or party of the debtor’s assets … to the foreign representative” and “granting 
any additional relief that may be available to a trustee.”38   

In the past, bankruptcy courts have granted foreign representatives significant latitude 
regarding requests to extend comity to a foreign law in the United States.39  However, in 2012, 
the United States Bankruptcy Court for the Eastern District of Virginia in In re Qimonda AG40 
held that the failure to afford patent licensees an opportunity to elect to retain their rights in 
accordance with section 365(n) would undermine the fundamental U.S. public policy of 
protecting patent licensees.  This decision addresses an issue of first impression regarding the 
rights of U.S. licensees of foreign debtors as well as potentially extends the statutory rights of 
U.S. based licensees to compel foreign entities to recognize United States law when addressing 
U.S. based licensees in their own insolvency proceedings. 

Qimonda was a German-based semiconductor memory device maker.  In 2009, it 
commenced insolvency proceedings in Munich, Germany and an insolvency administrator was 
appointed.  The insolvency administrator sought recognition of Qimonda’s German proceedings 
under chapter 15 in the United States Bankruptcy Court for the Eastern District of Virginia 
because there were multiple proceedings in the Eastern District of Virginia to which Qimonda 
was a party.  The chapter 15 petition sought to implement the automatic stay to protect 
Qimonda’s U.S. assets [4,000 U.S. patents and 6,000 foreign patents] and “prevent creditors in 
the U.S. from taking actions that may frustrate the German [p]roceedings.”   

German insolvency proceedings do not afford any section 365(n) protections to licensees. 
Specifically, section 103 of the German insolvency code allows a debtor to terminate a licensee’s 
right to use the debtor’s patent by electing “non-performance”, the equivalent to rejection under 
section 365(a), of the license agreement.  Because Qimonda had entered into numerous royalty-
free license agreements pre-petition, the insolvency administrator sought to terminate these 
existing license agreements and subsequently execute replacement licenses to maximize 
Qimonda’s estate.  Several U.S patent licensees informed the insolvency administrator that they 
intended to exercise their 365(n) rights.  Thus, the insolvency administrator sought clarification 
from the bankruptcy court that section 365(n) did not apply if a Germany entity was exercising 
its rights under German insolvency law.  The bankruptcy court granted the administrator’s 
motion and the U.S. patent licensees appealed to the district court.  The district court affirmed in 
part, but remanded the case to determine whether the licensees would be “sufficiently protected” 
if section 365(n) did not apply and whether restricting the applicability of section 365(n) was 
“manifestly contrary to the public policy of the United States.” 

On remand, the bankruptcy court weighed three principles relating to conflicts between 
foreign law and U.S. law and the conflict’s effect on chapter 15 proceedings and U.S. public 

                                                
37  11 U.S.C. § 1509(b)(3). 
38  11 U.S.C. § 1521. 
39  Cf. In re Cozumel Caribe, S.A. de C.V., 482 B.R. 96 (Bankr. S.D.N.Y. Nov. 14 2012) (“Granting comity to a 
foreign representative by providing access to courts in the United States is very different from granting the request 
by the foreign representative to extend comity to a foreign law, court order, or judgment.”). 
40  462 B.R. 165 (Bankr. E.D. Va. 2012) 



30

abiLIVE Webinar Series

 

 12 

policy.  The bankruptcy court’s primary concern was that the application of German law would 
severely impinge a U.S. statutory or Constitutional right.   Ultimately, the bankruptcy court 
determined that “deferring to German law, to the extent it allows cancellation of the U.S. patent 
licenses, would be manifestly contrary to U.S. public policy” because it would “undermine a 
fundamental U.S. public policy promoting technological innovation.”41   

The bankruptcy court did not take lightly its denial of comity.  In fact, it noted that 
simply because the application of foreign law leads to a different result than the application of 
U.S. law, a differing result, without more, is insufficient to deny comity.42  Likewise, the 
bankruptcy court acknowledged that German insolvency laws and the Bankruptcy Code both 
recognize priorities based on equal treatment among levels of creditors.  The bankruptcy court 
also commented that a licensee “stands on a considerably different footing than, say, a lender, 
trade-creditor, or customer.”43    

In any event, the insolvency administrator appealed the bankruptcy court’s decision in 
November 2011. Oral argument currently is scheduled for September 17-20, 2013.  Thus, it is 
unknown whether Qimonda will have a lasting effect on the rights of U.S. patent licensees in 
foreign insolvency proceedings.  For the time being, we may understand that the courts consider 
statutory rights, such as a patent licensee’s right to elect to continue to use a debtor’s licensed 
technology, are sufficiently central to U.S. public policy to deny comity.  

H.  Trademarks’ Strange Relationship to Section 365(n) and 
Resulting Circuit Splits 

As set forth above in these materials, trademarks are not considered to be a part of the 
definition of “intellectual property” as such term is defined in Bankruptcy Code section 
101(35A) because trademark law’s primary purpose is to “prevent customer confusion and 
protect the value [of] identifying symbols [rather than] to encourage innovations providing a 
period of exclusive rights.44  Following the enactment of section 365(n), most bankruptcy courts 
continued to follow Lubrizol in determining the treatment of trademark licenses and held that 
trademark licensees lost all rights to a trademark upon the debtor-licensor’s rejection.45  
However, several recent decisions have created a circuit split regarding whether trademark 
licensees should be protected under section 365(n). 

In 2010, in In re Exide Tech., 607 F.3d 957 (3d Cir. 2010), the Third Circuit held that a 
perpetual, royalty-free, exclusive license subject to New York law was not executory and, 
therefore, could not be rejected.  Conversely, in Lewis Brothers Bakeries Inc. v. Interstate 
Brands Corp. (In re Interstate Brands), 690 F.3d 1069 (8th Cir. 2012), the Eighth Circuit recently 

                                                
41  462 B.R. at 185. 
42  462 B.R. at 183. 
43  462 B.R. at 184, fn. 17. 
44  J. McCarthy, McCarthy on Trademarks and Unfair Competition § 6:3 (2009). 
45  See, e.g., In re Old Carco LLC, 406 B.R. 180, 211 (Bankr. S.D.N.Y. 2009) (“Trademarks are not ‘intellectual 
property’ under the Bankruptcy Code … [so,] rejection of licenses by [a] licensor deprives [the] licensee of [the] 
right to use [the] trademark ….”); In re HQ Global Holdings, Inc., 290 B.R. 507, 513 (Bankr. D. Del. 2003) 
(“[S]ince the Bankruptcy Code does not include trademarks in its protected class of intellectual property, Lubrizol 
controls and the Franchisees’ right to use the trademark stops on rejection.”). 
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held that a similar perpetual, royalty-free trademark license subject to Illinois law was executory 
and could be rejected.   

In both instances, the debtor licensed its trademark in connection with a prepetition asset 
sale.  In Exide, in reversing the bankruptcy and district courts, the Third Circuit determined that 
the licensee had substantially performed its obligations under the sale agreements, including the 
license agreement, and, therefore, the agreements were not executory and subject to rejection by 
the Debtor.  In Interstate Brands, the Eighth Circuit reviewed the terms of the license agreement 
separate and apart from the other sale documents.  It held that a licensee’s continuing obligation 
to maintain the character and quality of the goods sold created a continuing material obligation 
under the license agreement and therefore was executory. 

Most recently, the Seventh Circuit weighed in regarding whether a trademark licensee 
could continue to use a trademark notwithstanding a bankruptcy trustee’s rejection of the 
trademark license under section 365(a).  In Sunbeam Prods., Inc. v. Chicago American Mfg., 
LLC, 686 F.3d 372 (7th Cir. 2012), the Seventh Circuit flatly rejected Lubrizol and stated that the 
omission of the term “trademark” from § 365(n) is “just an omission.”46  The Seventh Circuit 
held that the limited definition of “intellectual property” means only that § 365(n) does not affect 
trademarks one way or another.47  The Seventh Circuit highlighted the fact that the Senate 
committee report on the bill including § 365(n) makes clear that the omission was designed to 
allow more time for study, not to approve the Lubrizol decision.48  In Sunbeam, the Seventh 
Circuit concluded that section 365(g) provides that the rejection should be treated as nothing 
more than a breach of contract, allowing the non-breaching party’s rights to remain in place and 
providing the non-breaching party with a claim for damages.   Simply stated, rejection under 
section 365 does not terminated the underlying agreement. 

The effect of Sunbeam is that a trademark licensee may retain its rights under the license 
as well as withhold any royalty payments as setoff for the debtor’s nonperformance because 
section 365(n) does not apply.  Moving forward, there is a split in federal circuit court authority 
regarding the application of section 365(n) to trademarks.  Until this issue is resolved by the 
United States Supreme Court, practitioners need to be mindful whether their court follows 
Lubrizol or Sunbeam.   

                                                
46  Sunbeam, 686 F.3d at 375; see also Jeffrey A. Davis, et al., “Recent Developments Concerning Intellectual 
Property and Bankruptcy,” American Bankruptcy Institute Battleground West, March 5, 2010). 
47  Sunbeam, 2012 WL 2687939 at *1; see also Jeffrey A. Davis, et. al., “Recent Developments Concerning 
Intellectual Property and Bankruptcy,” American Bankruptcy Institute Battleground West, March 5, 2010). 
48  S. Rep. No. 100-505, 100th Cong., 2d Sess. 5 (1998), See also In re Exide Technologies, 607 F.3d 957, 966-67 
(3d Cir. 2010) (Ambro, J., concurring) (concluding that § 365(n) neither codifies nor disapproves Lubrizol as 
applied to trademarks). 



32

abiLIVE Webinar Series

 

 14 

 
III. ADDRESSING INTELLECTUAL PROPERTY CONFIDENTIALITY 

ISSUES IN THE 363 SALE PROCESS 

A.  Introduction 

The market for intellectual property has grown tremendously in the past decade and, as a 
result, sales of intellectual property are occurring far more frequently than they have in the 
past.49  Even in bankruptcy, Debtors now are realizing that their intellectual property portfolios 
are sources of significant value and that the sale of these portfolios can be crucial to the success 
of their reorganization.50  However, Practitioners must remember that certain confidentiality 
issues may arise during the sale process.  For instance, intellectual property is often subject to 
confidentiality provisions.  One issue that is not frequently discussed is the impact of such 
confidentiality provisions on a debtor’s ability to market its intellectual property to potential 
purchasers—how can a debtor maximize the value of its intellectual property when it is restricted 
from sharing the terms of the intellectual property with third parties?  The Bankruptcy Court for 
the District of Delaware touched upon this issue in TWA’s bankruptcy proceedings.51     

B.  MBNA v. TWA 

TWA commenced bankruptcy proceedings in 2001.  Prior to TWA’s bankruptcy, it 
entered into an agreement with MBNA tying one of MBNA’s credit card programs to its 
frequent flier program.52  Under this agreement, MBNA issued credit cards with TWA’s logo 
that allowed customers to accumulate frequent flier miles.53  During its bankruptcy, TWA sold 
substantially all of its assets to American Airlines.54  In connection with this sale, TWA gave 
American Airlines information about MBNA’s customers.55  American Airlines later used this 
information to solicit customers for its own affinity program using TWA’s trademarks and 
logos.56   

MBNA filed a complaint against TWA claiming that it breached a confidentiality 
provision in the agreement by allowing American Airlines to use TWA’s trademarks and mailing 
lists to solicit MBNA’s customers.57  MBNA’s complaint also asserted tortious interference with 
contract against American Airlines.58  In response, TWA argued that the bid procedures and sale 

                                                
49  See David L. Schwartz, The Rise of Contingent Fee Representation in Patent Litigation, 64 ALA. L. REV. 335, 
355-56 (2012); Martin D. Pichinson, et al., Monetizing IP: Variables Impacting the Value of IP Assets, ABI 
JOURNAL, Vol. XXXII, No. 2, pg. 26 (March 2013). 
50  Martin D. Pichinson, et al., Monetizing IP: Variables Impacting the Value of IP Assets, ABI JOURNAL, Vol. 
XXXII, No. 2, pg. 26 (March 2013). 
51  MBNA Am. Bank, N.A. v. TWA (In re TWA), 275 B.R. 712 (Bankr. D. Del. 2002) (Walrath, J.). 
52  Id.   
53  Id. 
54  Id. at 716.   
55  Id. at 721-22.   
56  Id.   
57  Id.   
58  Id. at 722.   
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orders entered by the bankruptcy court in connection with the sale of its assets to American 
Airlines permitted it to provide confidential information to American Airlines.59   

The court held that under the circumstances of this case, the bid procedures and sale 
orders did not protect TWA from liability for breaching the confidentiality provisions of its 
agreement with MBNA.60   

In its analysis, the court recognized that a debtor must, as part of the sale process, permit 
prospective buyers to conduct due diligence.61  By doing so, the debtor will inevitably reveal 
confidential information relating to its contracts.62  The court noted, however, that prospective 
buyers are usually required to enter into non-disclosure agreements prohibiting them from using 
such information “if they are not the winning bidder or do not elect to assume the contract in 
question.”63  Given that American Airlines chose not to assume the contract with MBNA, it was 
prohibited from using the customer lists to its advantage.  Id.  Moreover, the court held that 
TWA could not use the bid procedures and sale orders to justify a breach of the MBNA 
agreement because American Airlines conducted due diligence prior to the petition date.64  
Based upon these facts, the court concluded that MBNA stated a claim for breach of contract 
against TWA and tortious interference with contract against American Airlines.65   

MBNA also claimed that TWA was required to maintain ownership of its logos and 
trademarks during the term of the parties’ agreement, and, therefore, TWA breached the 
agreement when it sold all of its assets to American Airlines.66  The court rejected this argument, 
however, as pre-petition agreements “purporting to interfere with a debtor’s rights under the 
Bankruptcy Code are not enforceable.”67  Thus, any provisions in MBNA’s agreement with 
TWA purporting to prohibit TWA from selling its logos and trademarks to American Airlines 
under § 363 of the Bankruptcy Code were unenforceable.68   

MBNA v. TWA teaches us that the court will not impose liability on a debtor or potential 
purchaser merely because the terms of a confidential intellectual property agreement are 
disclosed to a third party in the course of a sale under § 363 of the Bankruptcy Code.  
Nevertheless, the debtor and potential purchaser may be held liable if confidential information is 
used improperly.  Debtors should consider the use of a non-disclosure agreement as a precaution, 
particularly if intellectual property will be marketed pre-petition.  

C.  QUALCOMM v. Texas Instruments 

Even if a debtor is not shielded from liability for its breach of a confidentiality provision 
by the Bankruptcy Code or a court order, this does not necessarily result in the termination of the 
                                                
59  Id. at 722.   
60  Id.   
61  Id.   
62  Id.   
63  Id. 
64  Id. at 722-23.   
65  Id. at 723.   
66  Id. at 723.   
67  Id.   
68  Id.   
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agreement and the loss of valuable intellectual property.  In QUALCOMM Inc. v. Texas 
Instruments, Inc., the Delaware Supreme Court discussed whether the breach of a confidentiality 
provision in a cross-licensing agreement was material, giving rise to the non-breaching party’s 
right to cease performance.69   

QUALCOMM and Texas Instruments entered into an agreement allowing both 
companies to use each others’ patents.70  The parties’ agreement contained a confidentiality 
provision prohibiting the disclosure of the terms of the agreement to third parties.71  Texas 
Instruments later disclosed the terms of the cross-licensing agreement with investment analysts.72  
As a result of this disclosure, QUALCOMM commenced a suit against Texas Instruments for 
breach of contract.73   

The court held that Texas Instruments’ disclosure of the terms of the cross-licensing 
agreement to the investment analyst did not constitute a material breach of the contract.74  In 
order to be considered material, a breach must concern the “essence of the contract.”75  The court 
concluded that the purpose of the cross-licensing agreement was patent peace between 
QUALCOMM and Texas Instruments, not confidentiality.76  Moreover, the court found that the 
breach did not deprive QUALCOMM of the benefit it expected from the cross-licensing 
agreement and that both QUALCOMM and Texas Instruments continued to perform under the 
terms of their agreement.77   

Thus, if a debtor does breach a confidentiality provision in an intellectual property 
agreement during the course of marketing the property to a prospective buyer, this does not 
necessarily result in the termination of the agreement and the loss of valuable property. 

D.  Conclusion 

As sales of intellectual property become more frequent, it is important to consider the 
effects of confidentiality provisions on a debtor’s ability to market its intellectual property to 
prospective buyers.  

The court’s holding in MBNA v. TWA suggests that liability will not be imposed on the 
debtor or potential purchaser merely because the terms of an intellectual property agreement are 
disclosed to a third party in the course of due diligence.  However, the debtor and potential 
purchaser may be subject to liability if confidential information is used improperly.  To avoid 
liability, the debtor and prospective buyer should enter into a non-disclosure agreement prior to 
conducting due diligence, especially if due diligence will be conducted pre-petition.   

                                                
69  QUALCOMM Inc. v. Tex. Instruments, Inc., 875 A.2d 626 (Del. 2005). 
70  Id. at 627.   
71  Id. at 628.   
72  Id.   
73  Id. 
74  Id. at 629. 
75  Id.   
76  Id.   
77  Id. 
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Nevertheless, even if a confidentiality agreement is violated, this does not necessarily 
result in the loss of valuable property.  Although damages may result, breaches of confidentiality 
provisions likely are not material and, as a result, do not excuse the counterparty from 
performing under the intellectual property agreement.   

 
IV.  MAXIMIZING THE VALUE OF INTELLECTUAL PROPERTY IN 

BANKRUPTCY AUCTIONS 

The value of a patent is easiest to determine when there is so-called “evidence of use” of 
the patented invention. Many patents issue for improvements that, for one reason or another, are 
never actually incorporated in any product or service.  When an invention is incorporated in a  
product, however, and especially when it is widely-adopted, then it becomes easier to estimate 
the market size of the products that use the invention.  This, in turn, makes it possible to estimate 
the invention’s potential value based on either a “reasonable royalty” that the patent should 
command or the profit that could be derived from excluding others from the market. 

The standard way of demonstrating “evidence of use” is through a claim chart.  While 
disseminating claim charts is critical to establishing the patent’s value, it also carries significant 
risks that may undermine the patent’s value in certain circumstances. Decisions on whether, how, 
and when to disseminate claim charts arise in every case involving patent sales and licensing, 
including those in bankruptcy. 

A.  What is a patent claim? 

An application for a patent must include three elements: (a) specification; (b) a drawing; 
and (c) an oath or declaration.  See 35 U.S.C.A. § 111; see also, Standard Oil Co. (Indiana) v. 
Montedison, S.P.A., 664 F.2d 356, 363 (3d Cir. 1981).  A patent’s specifications must contain in 
“full, clear, concise, and exact terms” a description of the invention, and the manner and process 
of making and using it.  Id. at § 112(a); see also, Standard Oil Co. (Indiana), 664 F.2d at 364.  
The specifications must conclude with one or more claims distinctly outlining the subject matter 
which the inventor believes the invention pertain.  Id. at § 112(b).  A patent, US 5,982,384, and 
one of its claims are reproduced below. 
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Technically, a patent is not infringed, only individual claims are. See, e.g., Markman v. 
Westview Instruments, Inc., 517 U.S. 370, 374, (1996); Crystal Semiconductor Corp. v. TriTech 
Microelectronics Int'l, Inc., 246 F.3d 1336, 1345-46 (Fed. Cir. 2001). To demonstrate 
infringement, a patent owner must show that an accused device incorporates every element of at 
least one claim of a patent. E.g., Dynacore Holdings Corp. v. U.S. Philips Corp., 363 F.3d 1263, 
1273 (Fed. Cir. 2004); Mannesmann Demag Corp. v. Engineered Metal Products Co., Inc., 793 
F.2d 1279, 1282 (Fed. Cir. 1986). 

B.  What are Claim Charts? 

A claim chart is a table that outlines a patent’s claims, element by element, and compares 
those claims to the claims of an allegedly infringing patent.  See, e.g., 37 C.F. R. §§ 1 (Rules of 
Practice in Patent Cases).  “The claims chart's purpose is to specify how each element of a claim 
is present in or ‘reads on’ the allegedly infringing product or process.” 26 Fed. Proc., L. Ed. § 
60:1156 (West. 2013).  Often, these tools are used to prosecute patent infringement actions.  For 
example:  

 
 
 



37

The Intersection of Intellectual Property and Bankruptcy: Kodak, Nortel and Other Cases

 

 19 

U.S. Patent 5,982,324 Claim Chart:  
Generic Handset With GPS Receiver and Cell-Tower Location 
(produced for educational purposes only; not binding on any party) 

 
 

U.S. Patent No. 5,982,324, Claim 1 
Applied to Handset with GPS Receiver 

and Cell-Tower Location 
1.  A position location system for 
determining a geographic position 
comprising: 
 

The handset with a GPS receiver includes a 
system for locating the user’s geographic 
position. 

a global positioning system (GPS) 
receiver that receives global positioning 
system satellite signals from a plurality of 
global positioning system satellites, and 
calculates the geographic position using 
the received global positioning system 
satellite signals; 
 

The handset includes a GPS receiver that uses 
information from earth-orbiting satellites to 
find locations.  

a mobile cellular portion that receives 
cellular position signals that do not 
contain data in a GPS-like format from a 
plurality of cellular network base stations 
and calculates the geographic position 
using the received cellular position 
signals; and 
 

The handset also includes the ability to 
receive cellular position signals from, for 
example, cell towers that are used to calculate 
the handset’s geographic position. 

a central processor connected to said 
global positioning system receiver and to 
said mobile cellular portion, wherein said 
central processor control operation of said 
global positioning system receiver and 
said mobile cellular receiver. 

The handset includes a CPU connected to and 
controlling the GPS receiver and mobile 
cellular portion. 

 
C.  Risks from Disclosing Claim Charts 

In patent infringement cases, claim charts are often one of the most important documents 
that get created and shared.78  They are used by plaintiffs to show how a defendant’s product 

                                                
78 In patent cases, both patent owners and alleged infringers are able to obtain discovery of detailed information 
about the other party’s contentions of either infringement or non-infringement.  See 6-26 Moore’s Federal Practice - 
Civil § 26.46 [12][a] (Matthew Bender & Co. 2011) (summarizing scope of discovery in patent infringement cases).  
Courts have held that claim charts specifying how each element of each claim of a patent is infringed are not 
protected by the attorney-client privilege.  See S.S. White Burs, Inc. v. Neo-Flo, Inc., 2003 U.S. Dist. LEXIS 7718 at 
*7 (E.D. Pa. 2003) (citation omitted) (granting motion to compel requiring claim charts, claim constructions, and 
infringement analyses).  In the discovery context, courts have also held that claim charts are not attorney work 
product because such information must be disclosed in order to prove the case of the party alleging infringement.  
See Ecrix Corp. v. Exabyte Corp., 95 F. Supp. 2d 1155, 157 n. 2 (D. Colo. 2000) (claim charts are relevant and 
discoverable). 
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incorporates every element of the claim and, consequently, how the patent is infringed.  
Defendants counter such charts either by establishing that even a single part of a single element 
is missing either by using the plaintiff’s implied interpretation of what the claim means or by 
showing that the plaintiff is interpreting the claim incorrectly.  Draft claim charts are often 
created by attorneys (or at least in consultation with attorneys) and shared with clients.  In 
litigation, they are almost always protected from disclosure under the attorney work product 
doctrine and the attorney-client privilege, until such time as they are required to be produced in 
discovery.  Importantly, patent holders often do not know important details about how an 
accused product operates until they have been provided information in discovery, and at least 
some local patent rules do not require production of claim charts until after defendants have 
provided initial information about how their systems operate. 

Disclosing claim charts before they are required to be produced in litigation is thus 
perceived as carrying several risks, including: 

• A risk that the claim interpretation will prove to be unnecessarily narrow, thereby 
potentially limiting the scope of products the claim may cover.  

• A risk that the claim interpretation will prove to be unnecessarily broad, thereby 
making it easier to invalidate the claim based on “prior art.” 

• A risk that the company accused of infringement in the chart will have grounds to 
file a declaratory judgment action seeking to have the patent declared invalid or 
not infringed. 

It is difficult to mitigate the first two risks once claim charts are shared, regardless of the 
context. It is simply a risk that has to be considered against the likelihood that additional value 
with flow to the debtor if the charts are shared with potential bidders. Outside of bankruptcy, 
parties typically attempt to mitigate these risks, particularly the risk of a declaratory judgment, 
by entering non-disclosure agreements with the parties with whom they are sharing claim charts.  
In bankruptcy proceedings, the debtor has the additional protection of the automatic stay which 
should greatly reduces the risk of declaratory judgment actions being filed. 

V.  PRESERVING THE VALUE OF INTELLECTUAL PROPERTY IN 
BANKRUPTCY SALES.  COMPARING INTELLECTUAL PROPERTY 
SALES IN THE NORTEL AND KODAK CASES 

 On July 11, 2011, bankruptcy courts in Delaware and Ottawa simultaneously approved 
the sale of “Residual Patent Assets” owned by Nortel Networks for $4.5 billion.  The buyer was 
a special purpose vehicle called Rockstar Bidco, LP, which was a consortium of companies that 
included Ericsson, Microsoft, RIM (now Blackberry), Apple, Sony, and EMC.  The sale was the 
last major sale of assets by the liquidating Nortel.  The eight previous sales of operating 
companies had generated a total of approximately $3 billion.  
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 About a month after the Nortel sale, a company that had been losing money for years, 
Eastman Kodak, announced that it was on selling its “Digital Imaging” patent portfolio.79  The 
sale process did not go well and Kodak filed for bankruptcy protection on January 19, 2012. 
Among Kodak’s first day motions was a declaration supporting a potential value of the Digital 
Imaging patent portfolio in a range between $2.2 and $2.6 billion.80  Kodak eventually sold the 
Digital Imaging patents in a $527 million transaction. 
 
 The outcomes of these two historic patent sales facially suggest that patent sales are more 
successful if placed near the end of a bankruptcy filing instead of the beginning.  That 
conclusion, however, overlooks some of the important differences between the two cases and 
masks some of the more important lessons on maximizing patent value both in and outside of 
bankruptcy.  It is often overlooked in Kodak’s case, for example, that the company had been 
using the Digital Imaging patents for years in an aggressive patent licensing campaign that had 
generated “no less than $3 billion in royalty revenue.”81  The experience of the two bankruptcies 
suggests key lessons on maximizing value. 
 
 Patents Should Be Analyzed Separately from Operating Businesses.  Nortel entered 
bankruptcy with approximately 9,000 patent assets.  Once the process of selling operating 
business units started, Nortel had to determine which patents should be sold with each particular 
operating unit. Using a standard of “predominant use,” the patent team was able to limit the 
number of patents sold with each operating unit, resulting in the “residual” patents of 
approximately 6,500 assets.  Had Nortel not undertaken this exercise, it is likely that a large 
number of patents would have been transferred to the buyers of the operating businesses, with 
little or no incremental value to the estate. 
 
 Maximizing Patent Value Starts with Knowledge of the Assets.  Patents present unique 
valuation challenges.  They are rarely associated with traditional profit and loss statements.  
While the patents in Nortel ultimately generated significant value when sold, part of the reason 
for that was a deliberate approach taken by the debtor leading up to the sale.  The debtor, for 
example, issued a request for proposals for third parties to offer to study the patent portfolio as 
an initial step.  This initial analysis provided the information needed to start a sale process, 
because it created the tools and insight needed by Nortel stakeholders to understand the potential 
value of the residual patents. 
 
 In Kodak’s case, the Digital Imaging patents were already well understood when the 
company filed for bankruptcy.  Because the portfolio had been used for years to generate 
significant value, company management was already deeply familiar with the potential value of 
the assets and had insight regarding the next steps to monetization.  
 
 Licensing Can (and Should) Generate More Revenue than a Sale.  Comparing the 
headline numbers between Nortel and Kodak suggests that the Nortel sale was much more 
successful than that of Kodak.  A fairer comparison would contrast the total revenue from the 

                                                
79 “Kodak Starts Patent Sale,” Wall Street Journal (Aug. 18, 2011) (subtitled: “Sales surge 26% on Prospects of a 
Rich Deal; Lazard Begins Marketing Effort.”). 
80 Declaration of Michael J. Lasinski ¶ 30, In re Eastman Kodak, No. 12-10202 (Bankr. S.D.N.Y.  Jan. 19, 2012). 
81 Declaration of Michael J. Lasinski ¶ 14, In re Eastman Kodak, No. 12-10202 (Bankr. S.D.N.Y.  Jan. 19, 2012). 
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two portfolios in the years leading up to bankruptcy filing and the amount generated from the 
sale.  Using that comparison, the $3.525 billion that Kodak’s smaller Digital Imaging portfolio 
generated compares well with the $4.5 billion that Nortel’s larger (and more diverse) portfolio 
yielded in bankruptcy. This is not surprising because patents almost always generate more in a 
licensing campaign than they can in a sale.  As a practical matter, licensing campaigns take 
substantially more time, however, and are often not a practical alternative for a company in 
bankruptcy.  What may be a practical alternative, however, is for the debtor to emerge with the 
patents to support a plan of reorganization with patent licensing as part of their going-forward 
strategy.  
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