
Executory Contracts Defined

• The Term “Executory Contract” Is Not Defined in the Bankruptcy Code

• Courts Generally Use the Countryman Definition: Executory Contract Is a 

Contract Where Each Side Has Material Remaining Obligations Such That 

the Default by Either Would Excuse Performance by the Other

• Generally intellectual property licenses are executory contracts

– Licenses of intellectual property are not assignments of the property 

interest in such intellectual property, but rather an agreement not to 

sue the licensee for using the intellectual property( provided that the 

licensee complies with the terms of the license)

– The agreement not to sue is sufficient to make such licenses executory 

under the Bankruptcy Code – See, e.g., In re Access Beyond 

Technologies, Inc., 237 B.R. 32, 43 (Bankr. D. Del. 1999); see also

Everex Systems, Inc. v. Cadtrak Corp. (In re CFLC Inc.), 89 F.3d 673 (9th

Cir. 1996); In re Golden Books Family Entm’t, Inc., 269 B.R. 311 (Bankr. 

D. Del. 2001)
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Exclusive And Non-Exclusive Licenses

• Generally, licenses of Intellectual Property may be 

exclusive or non-exclusive

• An exclusive license as the name implies provides 

the licensee with the right to exclude all others from 

using the copyright or the patented product or 

process within the field covered by the license 

agreement

• A non-exclusive license in contrast gives the licensee 

the right to use the intellectual property
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Exclusive And Non-Exclusive Licenses

• As stated by the United States District Court in Golden Books, “‘a nonexclusive 

licensee . . . has only a personal and not a property interest in the [intellectual 

property],’ which ‘cannot be assigned unless the [intellectual property] owner 

authorizes the assignment.’” In re Golden Books Family Entm’t, Inc., 269 B.R. 311, 

314 (Bankr. D. Del. 2001) (quoting In re Patient Educ. Media, 210 B.R. 237, 242-43 

(Bankr. S.D.N.Y. 1997)).

• In contrast, “an exclusive licensee does acquire property rights and ‘may freely 

transfer his rights, and moreover, the licensor cannot transfer the same rights to 

anyone else.’” Id.

• The United States District Court for the District of Delaware (sitting as a 

bankruptcy court) determined in Golden Books that where the license gave a 

debtor the exclusive right to certain video rights of a children’s literary character 

(Madeline), albeit for a limited time and in a proscribed territory (the United 

States and its territories and Canada), the license would be deemed exclusive.

• In a related case, the same court determined that an oral license agreement was 

by its very nature and by applicable copyright law a non-exclusive license.  See In 

re Golden Books Family Entm’t, Inc., 269 B.R. 300, 310 (Bankr. D. Del. 2001).
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Assumption Or Assumption And Assignment 
Of Executory Contracts

• Bankruptcy Code section 365(f) (2) provides:

The trustee may assign an executory contract or unexpired lease of the debtor only 

if— (A) the trustee assumes such contract or lease in accordance with the provisions 

of this section; and (B) adequate assurance of future performance by the assignee of 

such contract or lease is provided, whether or not there has been a default in such 

contract or lease. 

• If challenged in its efforts to assume, or to assume and assign an executory contract, 

a debtor must establish that (i) any defaults under the executory contract (other 

than those defaults specified in Bankruptcy Code section 365(b)(2)) have been or will 

promptly be cured, and (ii) the non-debtor party to the executory contract has been 

provided “adequate assurance of future performance.” 11 U.S.C. § 365(b). 

– In the non-IP context, this generally sets of a series of negotiations 

concerning the proper cure amount and the proper form and amount of 

adequate assurance.

– Adequate assurance is critical because upon assumption and assignment, 

the debtor is no longer liable under the terms of the executory contract.  

See 11 U.S.C. § 365(k).
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Assumption Or Assumption And Assignment 
Of Executory Contracts

• Bankruptcy Code section 365(a) permits a debtor to assume, or assume and 

assign, executory contracts including intellectual property licenses – See 11 U.S.C. 

§ 365(a)

• Similarly, Bankruptcy Code section 365(f) provides:

(1) Except as provided in subsections (b) and (c) of this section, notwithstanding a 

provision in an executory contract or unexpired lease of the debtor, or in 

applicable law, that prohibits, restricts, or conditions the assignment of such 

contract or lease, the trustee may assign such contract or lease under paragraph 

(2) of this subsection. . . .

(3) Notwithstanding a provision in an executory contract or unexpired lease of the 

debtor, or in applicable law that terminates or modifies, or permits a party other 

than the debtor to terminate or modify, such contract or lease or a right or 

obligation under such contract or lease on account of an assignment of such 

contract or lease, such contract, lease, right, or obligation may not be terminated 

or modified under such provision because of the assumption or assignment of 

such contract or lease by the trustee.”
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Bankruptcy Code Section 365(c) and 
Intellectual Property Licenses

• Exclusive intellectual property licenses are generally considered freely 
transferable under applicable law – See In re Golden Books Fam. Entm’t, 
269 B.R. 311, 314 (Bankr. D. Del. 2001); but see Gardner v. Nike Inc., 279 
F.2d 774 (9th Cir. 2002) (could not transfer exclusive copyright license with
consent of licensor); In re Hernandez, 285 B.R. 435 (Bankr. D. Ariz. 2002) 
(refusing to permit licensee to assume exclusive patent license 
irrespective of intent to assign such license)

• However, if the executory contract is a non-exclusive license of 
intellectual property, then the license agreement must contain specific 
consent to the assignment (and in some jurisdictions, as discussed, to the 
initial assumption) or the debtor must obtain such consent before any 
assumption (potentially, depending on jurisdiction) or assumption and 
assignment of such license – See In re Golden Books Fam. Entm’t, 269 B.R. 
300, 311 (Bankr. D. Del. 2001); see also Verson Corp. v. Verson 
International Group PLC, 899 F. Supp. 358, 363 (N.D. Ill. 1995) (cannot 
assign non-exclusive patent license unless consent to such assignment is 
in the license agreement)
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Assumption of Intellectual Property Licenses 
– Circuit Split

• Although Courts generally agree that exclusive licenses of intellectual property can be 
assumed and assigned, while non-exclusive licenses require consent before any such 
assumption and assignment, a split in the Circuits continues regarding whether consent is 
required for a debtor licensee to assume (but not assign) a non-exclusive license of 
intellectual property

• Hypothetical Test – looks to whether, irrespective of the debtor’s actual intent, the license 
could be assumed and assigned

– Adopted (in order of adoption) by Third, Eleventh, Ninth, and Fourth Circuits

– See In re West Elecs. Inc., 852 F.2d 79 (3d Cir. 1988); City of Jamestown v. James Cable Partners LP 
(In re James Cable Partners LP), 27 F.3d 534 (11th Cir. 1994); Perlman v. Catapult Entm’t Inc. (In re 
Catapult Entm’t Inc.), 165 F.3d 747 (9th Cir. 1999); RCI Tech. Corp. v. Sunterra (In re Sunterra Corp.), 
361 F.3d 257 (4th Cir. 2004)

• Actual Test – looks to intent of debtor; if there is no intent to assign, then assumption is 
permissible notwithstanding any applicable law prohibiting assignment

– Adopted by First and Fifth Circuits

– See Institut Pasteur v. Cambridge Biotech Corp., 104 F.3d 489 (1st Cir. 1997); Bonneville Power 
Admin. v. Mirant Corp. (In re Mirant Corp.), 440 F.3d 238 (5th Cir. 2006).

– See also In re Adelphia Commc’ns Corp., 359 B.R. 65, 72 (Bankr. S.D.N.Y. 2007); In re Footstar, inc., 
323 B.R. 566, 573-74 (Bankr. S.D.N.Y. 2005).  Cases focus on the use of the word “trustee” in 
Bankruptcy Code section 365(c) and the statutory assignment that occurs when a “trustee” is 
appointed as opposed to when a debtor remains in possession of its business
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Assumption of Intellectual Property Licenses 
– Circuit Split

• The argument for the hypothetical test hinges on the disjunctive “or” in 
Bankruptcy Code section 365(c), requiring courts to ignore both the reference in 
section 365(c) to “the debtor or the debtor in possession” and Bankruptcy Code 
section 365(f)(1) entirely

• In Sunterra, the Fourth Circuit reversed the bankruptcy court and compelled a 
debtor to return valuable intellectual property that the debtor had improved at 
considerable expense

• In so ruling, the Court stated “ only applicable anti-assignment law predicated on 
the rationale that the identity of the contracting party is material to the 
agreement is resuscitated by [Bankruptcy Code section] . . . 365(c)(1)” Sunterra, 
361 F.3d at 267.

– In other words, the Court’s decision rests on the notion that the debtor in possession 
(to which the contract is being assigned) is an entity that is in some way different from 
the pre-bankruptcy debtor

– But see Bildisco, 465 U.S. 513, 528 (1984) (“For our purposes, it is sensible to view the 
debtor-in-possession as the same ‘entity’ which [sic] existed before the filing of the 
bankruptcy petition, but empowered by virtue of the Bankruptcy Code to deal with its 
contracts and property in a manner it could not have employed absent the bankruptcy 
filing.”)
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Ipso Facto Clauses

• Ipso facto/anti-assignment clauses will generally not be enforced

• Indeed, Bankruptcy Code section 365(e)(1) states: 
“Notwithstanding a provision in an executory contract or unexpired lease, or in 
applicable law, an executory contract or unexpired lease of the debtor may not be 
terminated or modified, and any right or obligation under such contract or lease may 
not be terminated or modified, at any time after the commencement of the case solely 
because of a provision in such contract or lease that is conditioned on—

(A) the insolvency or financial condition of the debtor at any time before the closing 
of the case; 

(B) the commencement of a case under this title; or 

(C) the appointment of or taking possession by a trustee in a case under this title or a 
custodian before such commencement.”

• Again, there is an exception applicable to intellectual property contracts: 
– Specifically, Bankruptcy Code section 365(e)(2) provides that “[p]aragraph (1) of this 

subsection does not apply to an 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— (A) (i) applicable law excuses a party, other than the debtor, to 
such contract or lease from accepting performance from or rendering performance to 
the trustee or to an assignee of such contract or lease, whether or not such contract or 
lease prohibits or restricts assignment of rights or delegation of duties; and (ii) such 
party does not consent to such assumption or assignment . . .”
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Rejection Of Executory Contracts

• Courts tend to defer to debtors with respect to decisions to reject 

executory contracts

• Standard for such rejection is generally whether the rejection is in the 

best interests of the debtors and their estates

• Moreover, in evaluating the debtors’ decision to reject, courts will 

generally apply the deferential “business judgment” standard – See In re 

Market Square Inn, Inc., 978 F.2d 116 (3d Cir. 1992); Sharon Steel Corp. v. 

National Fuel Distrib. Corp., 872 F.2d 36 (3d Cir. 1989); In re HQ Global 

Holdings, Inc., 290 B.R. 507 (Bankr. D. Del. 2003)

– Some courts have even stated that absent extraordinary circumstances, a 

debtor’s request to assume or reject an executory contract, “should be 

granted as a matter of course.” Summit Land Co. v. Allen (In re Summit Land 

Co.), 13 B.R. 310, 315 (Bankr. D. Utah 1981)
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Bankruptcy Code Section 365(n)

• License Rejection – Bankruptcy Code section 365(n)

• If a debtor-licensor rejects the IP license the licensee can:

– Treat the license as terminated or

– Continue to use the licensed property for the duration of 
the original contract term and any contractual renewal 
periods

• Other protections include the right to receive continued 
performance from the debtor, without interference, and the 
right to receive the intellectual property itself or its 
embodiment
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Trademarks

• The definition of “Intellectual Property” does not include trademarks
– This has led to a split in the treatment of trademarks and importantly trademark licenses in 

bankruptcy

– The majority of courts do not treat trademarks as intellectual property – See, e.g., In re HQ Global 

Holdings, Inc., 290 B.R. 507 (Bankr. D. Del. 2003)

– Other courts that have determined that notwithstanding the omission, trademarks are in the 

category of “intellectual property” that Congress intended to protect even in bankruptcy 

proceedings – See e.g. N.C.P. Marketing Group Inc. v. Blanks (In re N.C.P. Marketing Group Inc.), 337 

B.R. 230 (D. Nev. 2005)

• Why does this matter?
– The consequences of property not being “intellectual property” can be quite dramatic in bankruptcy

– For example, in HQ Global, Judge Walrath decided that because a license of a trademark was not a 

license of intellectual property, licensees of a debtor licensor could not continue to use such 

trademark after rejection of the trademark license by the debtor licensor

– In other words, if the property is not intellectual property, then rejection of the license to use such 

property gives the licensee a claim for rejection damages

– The non-debtor licensee does not have the protections afforded by Bankruptcy Code section 365(n).
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Bankruptcy Code Section 365(n) Does Not 
Apply

• Where the debtor is a licensee under a license agreement, the debtor will 

generally be permitted to reject the license agreement if such rejection is 

appropriate in the business judgment of the debtor

• Moreover, where the debtor is a licensee, Bankruptcy Code section 365(n) 

does not apply

• Importantly, Bankruptcy Code section 365(n) provides certain critical 

protections for non-debtor licensees of intellectual property, including –

– Allowing a non-debtor licensee to retain its rights under the license (11 U.S.C. 

§ 365(n)(1)(B)); and

– Pending a decision to reject the license agreement requiring the debtor “to 

perform such contract.” (11 U.S.C. § 365(n)(4)(A)(i))
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Consequences Of Rejection Of Intellectual 
Property License

• If the debtor is a licensee, Bankruptcy Code section 365(n) does not apply and a 

non-debtor party to a rejected IP license agreement is left with a general 

unsecured claim for damages

• Specifically, Bankruptcy Code section 365(g) provides –

. . . the rejection of an executory contract or unexpired lease of the debtor 

constitutes a breach of such contract or lease—

(1) if such contract or lease has not been assumed under this section or under a 

plan confirmed under chapter 9, 11, 12, or 13 of this title, immediately before the 

date of the filing of the petition; or 

(2) if such contract or lease has been assumed under this section or under a plan 

confirmed under chapter 9, 11, 12, or 13 of this title— (A) if before such rejection 

the case has not been converted under section 1112, 1208, or 1307 of this title, at 

the time of such rejection; or (B) if before such rejection the case has been 

converted under section 1112, 1208, or 1307 of this title— (i) immediately before 

the date of such conversion, if such contract or lease was assumed before such 

conversion; or (ii) at the time of such rejection, if such contract or lease was 

assumed after such conversion. 18



Strategies for Debtors

• The most pressing IP issue for debtors is the ability to keep their valuable 

intellectual property rights

– Intellectual property licenses can be drafted pre-bankruptcy to provide for consent to the 

assumption (in the event of bankruptcy) of the license by the debtor and the assignment of such 

license – See Sunterra, 361 F.2d at 271 (in which the Court determines that no consent existed 

where licensor consented to assignment of license to successor in interest to substantially all of the 

debtor’s assets, but not to the assumption of the license by the debtor itself)

– If there is a choice of venue and the IP rights are going to be critical, consider filing in a venue where 

the actual test will be applied

– Set up bankruptcy remote entity to hold IP before filing if otherwise permitted to assign IP license.

– Consider allowing IP license agreements to ride through the bankruptcy case

• See, e.g., In re Hernandez, 287 B.R. 795 (Bankr. D. Ariz. 2002).

• Tension between addressing the license in plan or otherwise and need to limit extent to which contract is 

addressed in bankruptcy case to ride-through

• May want determination that cured defaults or claims under license not impaired

• Cannot use ride-through if need to assume and assign to third party as part of restructuring

• Concern that broad definition of “claim” include executory contract – if not addressed in plan, then may be 

extinguished or discharged
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Strategies for Debtors

• Other issues that may arise:

– Section 363(m) – moot out any appeal of the transfer of intellectual property by requesting approval 

of the assumption and assignment in connection with a sale of substantially all of the debtor’s assets 

and getting the purchaser to close over the appeal and quickly.

• See Regal Ware, Inc. v. Global Home Products, LLC, 369 B.R. 770 (D. Del. 2007).

– Importantly, if IP is an issue, identify the issue early, get your contracts and get your IP counsel up to 

speed.

• Infringement issues will crop up at the most inopportune times.

• If not resolved early, e.g., in context of sale, open IP issues could significantly decrease value of 

debtor’s assets.

• Chill bidding if buying a lawsuit, e.g., pending dispute over use of name.

– Trade Secrets

• Important to preserve  - 11 U.S.C. § 107 provides mechanism.

• Close sale hearing to protect trade secrets – See In re Global Crossing Ltd., 295 B.R. 720 (Bankr. 

S.D.N.Y. 2005).  

• Seal customer lists re: creditors – See, e.g., In re Nunn, 49 B.R. 963 (Bankr. E.D. Va. 1985).

• Open question – are trade secret agreements assumable, or are they akin to personal services 

contracts?
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Strategies For Non-Debtors

• Notwithstanding the protections afforded debtors, non-debtor licensors are not 
without defenses and remedies

• Draft IP licenses with bankruptcy in mind

– Attention to consents

– Attention to defaults and termination

– Security interest in IP as part of license

– Place source code in escrow

– Foreclosure prior to bankruptcy

• Motion to compel assumption or rejection –

– 11 U.S.C. § 365(d)(2) gives debtors until confirmation of plan to assume or
reject executory contracts

– Court may determine “reasonable amount of time” for assumption/rejection 
– See, e.g., The Sumitomo Trust & Banking Co. v. Holly’s Inc. (In re Holly’s 
Inc.), 140 B.R. 643, 682.

– See also In re Physician Health Corp., 262 B.R. 290, 292 (Bankr. D. Del. 2001) 
(“permitting the debtor to make its decision as late as the plan confirmation 
date enables the debtor to carefully evaluate the possible benefits and 
burdens of an [executory contract.]”)
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Strategies For Non-Debtors

• Motion for relief from stay

– See In re El Paso Refinery, L.P., 220 B.R. 37, 44 (Bankr. W.D. Tex. 1998) (lift 

stay is not proper procedure and contract party must instead move to compel 

assumption or rejection)

– But see Wellington Vision v. Pearle Vision, Inc., 364 B.R. 129 (Bankr. S.D. Fla. 

2007) (granting lift stay to terminate franchise agreement where franchise 

agreement encompassed non-exclusive trademark license)

– Movant must demonstrate that cause exists to support stay relief.  See 11 

U.S.C. § 362(d)(1); see also In re Stranahan Gear Co., 67 B.R. 834 (Bankr. E.D. 

Pa. 1986)

– Movant must also show that it will suffer harm outweighing harm suffered by 

debtors as a result of lifting the stay to allow contract termination.  See W.R. 

Grace & Co., 2007 WL 1129170 (Bankr. D. Del. Apr. 13, 2007)
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