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TEN POINTS TO REMEMBER REGARDING 
INTELLECTUAL PROPERTY IN BANKRUPTCY 

 

1. Intellectual property licenses, even prepaid licenses, are generally considered to be executory 
 contracts. A contract is executory where “the obligation of both the [debtor] and the other 
 party to the contract are so far unperformed that the failure of either to complete the 
 performance would constitute a material breach excusing the performance of the other.” 
 Countryman, Executory Contracts in Bankruptcy: Part I, 57 Minn. L. Rev. 439 (1973); 
 Countryman, Executory Contracts in Bankruptcy: Part II, 58 Minn. L. Rev. 479 (1974). 
 

2. The Bankruptcy Code provides, with the Bankruptcy Court’s approval, that a debtor will 
 either assume or reject an executory contract during the course of the case. 11 U.S.C. 
 § 365(a). 
 

3. Rejection is deemed to be a prepetition breach. 11 U.S.C. § 365(g)(1). 
 

4. Generally, if a debtor can cure defaults and provide adequate assurances of future 
 performance, it may assume an executory contract. 11 U.S.C. § 365(b). 
 

5. Generally, a debtor may assume and assign an executory contract to a third party, even 
 overcoming contractual restrictions. 11 U.S.C. § 365(f). These contracts are conceptually “in 
 limbo” prior to assumption or rejection. 
 

6. Under 11 U.S.C. § 365(n), if an IP contract is rejected, the licensee may treat the contract as 
 terminated or retain its rights. If the licensee retains its rights, it has to pay the contracted 
 royalties. The debtor cannot interfere with the licensee’s rights. Note: the definition of 
 intellectual property excludes trademarks. 11 U.S.C. § 101(35A). 
 

7. Leading trademark cases: 
  

 Lubrizol Enterprises, Inc. v. Richmond Metal Finishers, Inc., 756 F.2d 1043 (4th Cir. 1995) 
  -Not a TM case but held that licensee to technology contract could not retain IP  
  rights after debtor rejected contract. Led to Congress amending § 365 to reject this as 
  it pertains to patents and copyrights. 
 

 Sunbeam Products, Inc. v. Chicago American Mfg., LLC, 686 F.3d 372 (7th Cir. 2012) 
  -Rejected Lubrizol as it would apply to trademark cases, holding that rejection of  
  contract did not abrogate company's license to sell fans branded with debtor's  
  trademark 
 

 Mission Prod. Holdings, Inc. v. Tempnology, LLC (SCOTUS Docket No. 17-1657) 
  -The Supreme Court took this case to decide whether rejection of trademark   
  contracts means the licensee loses its rights or not. The First Circuit below, siding  
  with Lubrizol, held that rejection meant a TM licensee lost its right to use the IP. 
 

 In re SIMA Int’l, Inc., 2018 WL 2293705 (Bankr. D. Conn. 2018) 
  -The Court, disagreeing with Lubrizol and Tempnology, aligned with Sunbeam in holding 
  that rejection does not abrogate a licensee’s TM usage rights. This case, along with  
  others, was relied on in getting the Supreme Court to agree to hear Tempnology, as it  
  provided further evidence of a “split” and as support for the licensee’s position. 
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8. The drafting protections for nondebtor counterparty may: 
  -Refer to § 365(n); 
  -Specify embodiments; 
  -Refer to supplementary agreements; 
  -Identify rights upon default; 
  -Define royalties; 
  -Eliminate obligation/non-executory; 
  -Grant of a protective security interest and subordination in trademark; or 
  -Consider risks/issues of non-US licensor. 
 

9. Significant legal issues exist regarding a licensors’ ability to assume its own contract that 
 militate in favor of forward-thinking drafting. 
 

10. The drafting protections for a debtor-licensor may eliminate or narrow the uncertainty 
 currently inherent in this collision of laws and public policy. 
 

*** 
OTHER IP ISSUES IN THE SUPREME COURT THIS YEAR 

 

Helsinn Healthcare S.A. v. Teva Pharmaceuticals USA, Inc., 139 S. Ct. 628 
 Here, while developing a drug, a pharmaceutical company sold the right to sell it to another 
 company. Two years later, the pharmaceutical company filed a patent application. Years 
 later, another company sought approval for a generic of the drug. It was sued. The generic’s 
 company argued that the “secret sale” from the first company before its patent application 
 was filed invalidated the patent under the America Invents Act. This January, the Supreme 
 Court agreed. 
 
Iancu v. Brunetti, (SCOTUS Docket No. 18-302) 
 This month, the Supreme Court will hear arguments on whether dirty words and vulgar 
 terms may be registered as trademarks. A clothing company called “FUCT” wants to 
 trademark its company name. Statute, however, prevents the registration of “immoral” or 
 “scandalous” marks. Recently, the Supreme Court invalidated part of the same statute, a part 
 prohibiting “disparaging” trademarks where a rock band of Asian-Americans names “The 
 Slants” sued the USPTO. The Supreme Court will consider whether the statute is invalid 
 under the First Amendment as violating free speech rights. 
 
Fourth Estate Pubic Benefit Corp. v. Wall-Street.com, LLC, 139 S. Ct. 881 
 Before last month, there was a question about whether copyright holders could sue for 
 infringement immediately after filing for registration or had to wait until the Copyright 
 Office actually registered the copyright. The Supreme Court has spoken: copyright holders 
 must wait. 
 
Rimini Street Inc. v. Oracle USA Inc., 139 S. Ct. 873 
 In another copyright suit, the Supreme Court said that, when prevailing parties go to recover 
 “full costs,” those costs only include costs listed in certain statutes and not any other 
 expenses, like expert fees or jury consulting fees. 


