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Introduction

The forecasted bankruptéyf Internet companies, whose business plans include generating market attraction rather
than profits and whose currency is stock or stock options, will stretch the creativity of bankruptcy lawyers. These
non-traditional bankruptcy proceedings will confound persons and entities who believe that they are secured credit
of bankrupt Internet companies and entitled to payment out of the proceeds of the liquidation or sale of an Internet
company's assets. Moreover, these "secured creditors" may be shocked to find that they are deemed equity holder:
unsecured creditors because their security interest was never peff@ttednternet company itself may discover

that under bankruptcy law it does not have anything to sell because it does not own the assets used to operate its
business® Instead these assets may be in name only and thus owned by the founder who invented the programmini
process, the registrant of the domain name, a venture capitalist who received an assignment of the technology to
secure funding, or licensed from a third party who can bar use of the technology in a bankruptcy prdceeding.

Among the problems facing Internet companies and creditors in bankruptcy is finding the true value of Internet
company asset3.0ld Economy companies based their business valuation on actual profits and easily appraised ass
of plant, inventory and receivables. In old economy companies credit was extended in exchange for a security inter
in plant, inventory and proceeds; trade creditors were paid in&isiv economy companies base the valuation of

their company on the belief that their stock will appreciate regardless of company profitability, and use this
"expectation” to fund business operations and obtain cfe@ther assets such as intellectual property, data, and
strategic alliances are often not considered in this calculus, until liquidation is contemplated. At that time, creditors
may be shocked to discover that the property cannot be valued, or that they have no viable securiff interest.

In the new economy, trade creditors such as the landlord or equipment leaser were often invited to participate in the
start up venture by taking payment for goods and services in stock or stock dffieers.employees may have taken

a large part of their salary in this Internet currency. Other creditors were induced to invest in the enterprise by offeri
deep discounts to the enterprise so that they could be held out to the public as "business" or "strategic alliance"
partners of the enterpris®. The hope here was two—fold-—(1) that the start up would continue to use the credit or
company as it grew, and (2) that the creditor's name would draw customers to the start—up, improving the start—up"
value and the creditor's equity interest.

Unfortunately, what looks like a good idea in a hot market has the converse effect when the market cools. That is: (
the start—up's stock is worthless forcing the creditor to write off significant bad debts, and (2) perhaps the worst of a
scenarios, the creditor may be viewed as true business partner or owner of the start—up responsible for its bad
judgment, all because the creditor accepted now worthless stock in the company in lieu of gaythese

"business” or "strategic alliance" partners may also face lawsuits from the Internet company's creditors on the grour
that the strategic alliance or business partner owes the Internet company a higher duty of care if the creditor cuts of
services to the Internet company. The strategic alliance partner, because of his or her stock ownership, will also be
subject to the one-year "reach back" period applicable to insiders for preference fcfibareditor will also be

faced with difficult decisions when it seeks payment because a suit over payment may impact the stock price. Final



the creditor may be faced with litigation from its own shareholders for (i) accepting worthless stock in lieu of paymet
of debt, or (ii) for discounting services to Internet companies below the cost of sales. The creditor may also suffer
because bad press related to the start—up causes the creditor to be viewed as shaky. The consequence of these e\
may be that the creditor will be forced to file for bankruptcy protectibimdeed, in a recent article in ZDNet's
Interactive Week, the author observes that failures of Internet companies have actually begun to affect the perceive
and actual viability of their partne¥. By way of example, the author observes that the stock of Scient, an Internet
consulting firm, was recently downgraded when two of its venture capital investments, Imagen and Verde Media, fil
for bankruptcy protectiort®

This article examines the legal issues facing "secured creditors" of Internet companies when financial woes threate
the viability of the enterprise. Some of the questions examined include: (i) what are the differences between Interne
companies and Old Economy companies in bankruptcy, (ii) what are the assets of Internet companies and how doe
one acquire a security interest in these assets, (iii) will filing for bankruptcy as opposed to liquidating assets outside
a bankruptcy proceeding maximize the value of Internet assets for secured creditors, and (iv) finally, given the visio
of hindsight, how can venture capitalists draft funding agreements to best protect both their investment and the new
infusion of capital when they press the "restart” button.

|.Getting a Security Interest Before the "Restart" Button is Pushed

The vocabulary of the Internet Economy demonstrates that advocates of the Internet business model recognize the
that many investments will not result in the creation of a viable enterprise. Two commonly used Internet terms — "bt
rate” and "restart" have bankruptcy implicaticfi$Burn Rate" refers to the speed with which Internet companies run
through cash provided to them as equity investments by venture capitalists. The problem for venture capitalists is tt
while these companies are burning through cash many are not creating assets. Instead, they are creating obligatior
third parties, which must be paid before any return is provided to equity hddEhsis, at the end of the day, venture
capitalists who have a bare equity position in the company could find themselves subordinated to all creditors of the
company including the employees who used their cash to create an Internet company from a business plan written
the back of a napkin. Venture capitalists may also find that their cash has not been used to create value, which can
made secure and/or be reorganized into a viable company.

It has become a quiet reality that many Internet companies are being, and others will be, forced to liquidate, file for
bankruptcy protection, or terminate operatidfdlternatively, stronger players who could possibly compensate both
creditors and equity holders for the full value of their efforts may buy out these companies. In order to avoid losing
their entire investment and control over the Internet company under the priorities established by federal and state
bankruptcy lawZ® venture capitalists often require that the Internet company "restart."

"Restart”, another term coined by the Internet economy, means forcing an Internet company to clean house and
voluntarily reorganize its business approach and operations in order to receive a desperately needed infusibn of ca
. Currently, many private investors and venture funds are pushing the proverbial "restart” button on Internet start—uj
including several high profile pre—=IPO companies, firing employees, pulling back funding, and giving the founders a
short period (most often less than one year) to re—-make the company into a profit generating business. The "restart
strategy may include liquidation of the company, sale of its assets, and/or bankruptcy. Notable examples of compar
where the investors have pressed the "restart" button include: Toysmaft.@amytime, Inc. 22 Craftshop.com?
Boo.com 2 and Reel.cont®

Before the "restart button" is pushed, venture capitalists should take a long hard look at the assets of the Internet
company to determine whether these assets have been protected under applicable law so that a debtor may assert
dominion and control over the assets in the event it is necessary to seek bankruptcy piStectddition to

examining the ownership of assets in the Internet company, the venture capitalist should examine the potential
treatment of their claim for repayment in a bankruptcy proceeding. Under the Bankruptcy Code, only secured credit
with validly perfected claims may be paid out of the proceeds of their collateral, have the right to object to use of the
collateral and proceeds of that collateral without payment of "adequate protection payments,” and may object to sal
of the collateral unless paid in fulf. Remaining unsecured creditors share in the proceeds according to the priorities
established under section 507 of the Bankruptcy Cdequity holders are the last to be paid in this priority scheme.



2% Moreover, under certain circumstances claims of creditors who hold stock in a company may be subordinated to
claims of non—equity holder shareholders if these persons are deemed to have obtained a security interest or unse«
claim which is a disguised equity interest or fraudulent as to other cretfitors.

In order to protect their investment, venture capitalists often take preferred stock or diversify their risk by taking deb
secured by intellectual property and warrants for sttoknother way of protecting assets from the reach of creditors

is to have venture capitalists own the assets by insisting that intellectual property rights be assigned to the venture
capitalists and licensed to the company as a condition to furifiiAg.discussed later in this article, the risk of this
strategy is that the venture capitalist will become the party responsible for maintaining all registrations and could be
held liable as the purported infringer in a litigation concerning ownership of the assets. In the event a bankruptcy
proceeding is filed, and due to the virtual lack of precedent, venture capitalists and others must be prepared to defe
"creative” and untested strategies to secure their interests against charges that: (i) the asset is property of the estat
subject to the investor's "alleged” security interest, or (ii) that the assets which include license agreements cannot b
assigned under section 365(c) of the Bankruptcy Code, and/or (iii) that the creditor asserting a secured claim is an
equity holder whose interest cannot be protected unless he contributes "new value" to the reorganized entity to, in
essence, buy back his or her interest. Each of these issues as they relate to Internet or technology dependent comj
is discussed below.

I.The Assets of a Typical Internet Company

A common misconception about Internet companies is that if they fail, there is nothing to sell for the benefit of
creditors. Unlike typical brick and mortar companies the assets of the typical Internet company are often "virtual”
consisting of intellectual property such as trademarks, trade names, copyrights, and patents, and general fitangible
Another important asset of the Internet Company is information collected about customers and customer preference

The reaction of competitors to the recent closures of Booiﬁ‘dﬁeel.com, and other E-commerce web stéms

proven that these assets are valuable to third parties who are waiting for the appropriate time to quickly snap up the
assets at bargain prices. The Liquidator of Boo.com, by way of example, successfully sold Boo.com's technology at
its web site to competitors. This sale, although conducted in the United Kingdom, would be permissible under Unite
States bankruptcy lai#f and the law of the individual United Stat&sprovided that the assets are in fact owned by

the Internet company, as opposed to licensed from third parties or registered or held in the name of nondebtors, an
to Intellectual property owned by the Internet company that creditors have not successfully asserted a security inter
against the assets.

Ill.Permitted Security Interests in Virtual Property

Internet company assets are generally comprised of intellectual property and other general intangibles such as date
customer lists and executory agreemefittellectual property law generally refers to three federal statutes, the
Patent Act2® the Copyright Act2’ and the Lanham Act! If Intellectual property has not been protected under these
statutes protection may be sought under State trade secret law, contract law or state intellectual property law, such
that relating to trademarks .

IV.Patents

Under the Patent Act, owners of patents have a monopoly over use of a unique process, business method, or mact
for twenty years®> A security interest in a patent may be sought under federal law by filing a collateral assignment of
the patent in the United States Patent Office (the "PTO") and under state law, as discussed below, by filing a financ
statement where the patent is located. A financing statement puts the world on notice that a security interest exists,
does not protect a lender from the claims of an intervening subsequent purchaser for value.

United States patent law provides that "an assignment, grant or conveyance shall be void as against any subseque
purchaser or mortgagee for a valuable consideration, without notice, unless it is recorded in the PTO within three (3
months from its date or prior to the date of such subsequent purchase or motfgeue fractical reality is that a

party has three months to record its assignment and still prime someone who took an assignment after such party. .



result, a lender may be chagrined to discover, after the fact, that the patent constituting collateral for a loan was
assigned prior to the perfection of the lender's security interest. Further, the recording of the assignment can remair
void as against an involuntary lien holder that obtains its lien after the recording. Thus, filing a collateral assignment
with the Patent Office is not necessarily effective to perfect a security interest against a bankruptc§Ztrustee.

The federal laws governing patents do not clearly address security interests and do not preclude the application of
state law2® In fact, the United States Supreme Court has never addressed the issue of perfecting a security issue in
patentZ’ Consequently, no definitive answer regarding the correct method of perfecting a security interest in patents
has been provided. Lower courts have reviewed the issue holding that recording a security interest in the PTO is nc
sufficient to perfect a lender's security interest against subsequent lien holders, but does serve to protect against cl
by subsequent purchasers for vafifédccordingly, the best practice is to both record the security interest in the PTO
to protect against subsequent purchasers for value and to file appropriate UCC financing statements at the state le
to perfect the lender's security interest in the patent as a general intangible under th®lvGhtrast, filing a

collateral assignment with the PTO, as opposed to a security interest, makes the Lender the true owner of the patel
and the monetarily liable party in patent infringement and related litigafidhe parties can partially address this
undesirable consequence in the security agreement by including appropriate indemnification and duty—-to—defend
provisions, but the lender will remain at risk for liability for patent infringement claims.

V.Trademarks

Trademarks are distinctive names or symbols, which describe a company's business or Mrodadéesnark

registrations are good for six years and can be renewed for indefinite p2tibds.Lanham Act, the federal statute
governing the treatment of trademarks, provides that all assignments of marks must be recorded ircfi@oRTte.

that have reviewed the intersection of trademark, bankruptcy, and state creditors' rights law have held that the Lant
Act only refers to outright assignments of marks and not to the recording of a security Ptémestssignment of a

mark to a creditor may cause problems for the debtor and creditor. For example, an assignment to a creditor that w
not operating the business or otherwise actively using the mark may be deemed an assignmerfisurbsm
assignment can have the effect of voiding the mark. The assignment may also prevent the owner from enforcing the
mark or entering into sublicense agreements. A security interest in a trademark is only perfected if the lien is timely
filed in the form proscribed by state law, typically under Article 9 of the Uniform Commercial Edkteus, like the
procedure with patents, it is important to file a security interest (agreement) in both the PTO, in order to put any thir
party "purchaser for value® on notice of the security interest, and at the state level to protect the security interest.

VI1.Copyrights

Copyrights are original works of authorship and can include text, software, artwork and screen shots or*d&signs.
copyright cannot be obtained in data compilations such as customé? idte.wording of the copyright statute,

unlike the provisions governing assignments of patents and trademarks, includes references to mortgages and
hypothecations! Courts evaluating the intersection of federal copyright law, state creditor rights law, and bankruptc:
law have used that wording to hold that lien against or a security interest in copyrighted material and all derivative
works must be recorded at the U.S. copyright offige.

Under the Copyright Act and recent decisions of Peregrine Entertainment, Ltd. v. Capitol Federal Savings and Loar
Association of Denveff Inre Avalon,6_4 and Aerocon Engineering, Inc. v. Silicon Valley B3rknders who take

security interests in copyrights need to carefully investigate ownership of the property and, when drafting the securi
agreement, describe the security interest. Lenders need to take special care when receiving a security interest in
copyrights to obtain a detailed listing of the exact works in which the lender will secure an ift&sting with

copies of copyright registrations, the lender needs to identify any unregistered derivative works and additional
unregistered works. Certified copies of deposits can be obtained from the Copyright Office. For computer programs
the lender will have to obtain copies of the source code from the borrower and compare it with both the actual work
and the m6671terials on file with the Copyright Office to assure the copyright registration conforms to the actual
collateral 2=



The lender then needs to establish that the borrower possesses the necessary rights to the works. The borrower's
software and web site development programs need to be reviewed, and all employment and work—for-hire agreem
examined, to ensure that the borrower properly holds all copyrights. If any of the works are held or used under licen
the license must be examined to ensure that it allows collateral assignment of rights. Third party financial
accommodation agreements may be neces&afythird—party software is embodied within the software, the license
agreement with the third party needs to be examfiiéthe Copyright Office records and the appropriate Secretary of
States' offices should be examined for prior assignments for financing statéfehesfinal due diligence step is to
ensure that a copyright is registered in all wofk&his may require a significant amount of work, particularly in the
area of software copyrights.

Once ownership is ascertained, the security agreement needs to articulate the precise item or items of authorship b
secured and the lender must establish a program to ensure that all new works are registered as they are created ar
security interests recorded.In the case of works under development, registering the works before they are complete
is impractical and can cause trade secret protection problems. Technically, perfecting a security interest in a softwa
program under development would require that copyright registrations be made on an ongoing basis as each segm
and version of the program is completEdThis is not feasible, however, both because of the cost of performing the
registrations and because the Copyright Office's procedures for handling sensitive materials are considered
inadequate’ The security agreement needs to identify, by registration number and title, each work in which a
security interest is being obtainéd The security agreement, or a separate security agreement, needs to grant a
security interest in all physical embodiments of the works.

In addition to the Security Agreement, copies of the works should either be in the possession of the lender or on
deposit with an escrow agent subject to the terms of a technology escrow agré:Areintevocable power of

attorney should be granted to the lender granting the lender the ability to execute a true assignment of rights on bel
of the borrower upon default! Once the security interest is obtained and perfected the lender's job is not complete.
The lender needs to continue to monitor the assets to ensure that copyright renewals are filed, that any infringemer
actions are pursued or defended as necessary to preserve the collateral value, and that security agreements and
registrations are filed for all derivative or new worfs.

The copyright statutes, however, do not address the myriad of issues outside of perfection, such as royalty agreem
content licenses, linking agreements and collateral data licensing agre€fRasmlution of those issues is generally
considered to be determined by state BMConsequently, a creditor cannot rely solely on the recording in the
Copyright Office, but must also file appropriate detailed UCC financing statements to properly perfect a security
interest in a copyrighted work!

VII. Other Intangibles and the Application of Revised Article 9 to Intellectual Property

A security interest in other intangibles such as leases, software license agreements, data, data licenses, and the ro
stream from these licenses is governed by Article 9 of the Uniform Commercial Code as adopted by the various
United States, and must be perfected by the filing of a UCC-1 financing statement identifying the intangible(s) in th
state where the intangibles are located. These rights must be described in detail, including the right to assert a sect
interest in the proceeds of any intangifife.

Revisions to Article 9 of the Uniform Commercial Code, dealing with security interests in general, become effective
July 1, 2001 and have been adopted in several states as of the writing of thisZfieteportions of Revised

Article 9 dealing with software codify the legal premise adopted by a majority of Courts in breach of contract cases
that software is a good, as opposed to a general intangible, when it is embedded in "goods," such as machines like
copiers, servers, telephone cable towers 2&Revised Article 9 provides that software may be deemed goods if the
"computer program [is] embedded in goods and any supporting information provided in connection with a transactic
relating to the program.... if (i) the program is associated with the goods in such a manner that it customarily is
considered part of the goods, (ii) by becoming the owner of the goods, a person acquires a right to sue the progran
embedded in goods that consist only of the medium in which the programs is emb&ddeder revised Article 9
software is defined broadly as, "a computer program and any supporting information provided in connection with a
transaction relating to the prograrf®Embedded goods, under the definition of Revised Article 9, do not include


http://www.westlaw.com/find/default.wl?rs=CLWD2.2&amp;vr=2.0&amp;cite=UCC+1

software, which is delivered on media such as a diskette or CD Rom. It only relates to software, which operates
machines or products such as copiers, servers, medical equipment, cash registers, and the like. Under Revised Art
9, an interest in general intangibles can only be perfected if a security agreement is properly filed agains€fhe asset,
whereas security interest in an embedded good can be obtained by filing or by possession and/&t €hatrekl

boon of Revised Article 9 for lenders is that Revised Article 9 makes it clear that proceeds of software includes
whatever is acquired upon the lease or license, whatever is collected on or distributed on account of collateral, and
rights arising out of collaterd® Thus, if a debtor owns copyrights or a patent in software, which is licensed to a third
party the license fee is clearly "proceeds"” subject to attachment in a state court proceeding or payable to the secure
creditor as adequate protection payments in a Bankruptcy proce®ding.

VIIl.Practical Pointers

Prior to approving a loan secured by intellectual property, the lender should conduct due diligence not only
concerning the borrower's ownership of the intellectual property but also of the borrower's internal systems for
preserving the collateral, including trade sect®tBor example, the lender should verify that the borrower is not
dissipating the collateral, by negligently revealing development stage technology to potential investors, or
intentionally transferring intellectual property without consideratldhenders should also consider "pre—filing” in

the federal Patent and Trademark office to ensure that their filing is not pre—empted by an earlier assignment that is
subsequently recorded within the applicable grace period, such as the three—month grace period for patent
assignments® Upon making the loan the lenders should immediately file security interests against the property on
both the federal and state levels. In addition, the loan documents should require that the borrower promptly advise f
lender of all permutations of programs, marks, and patents because each permutation of the work or mark may hav
independent value giving rise to a securable intett$he lender should also require that the borrower be vigilant in
enforcing its rights against potential infringers.

A careful lender should focus on intended license transactions. If the income stream is not secured, in the event of
default, the Lender's only option may be to foreclose on the patent, trademark, or copyright and shut down the
operationsZ Given the rapid decline in the value of the collateral upon foreclosure, foreclosure is rarely a viable
means of realizing the proceeds of a loan. Moreover, in the event of bankruptcy, the lender may be deemed withou
standing to claim an interest in the sublicensee's income as cash collateral, while at the same time, being stayed fre
foreclosing on the collateral sublicensed by the deBtor.

If the data, processes or programs, business models or persons are not susceptible to copyright or patent protectiol
intangible may be a trade secret. Trade secrets are only valuable if they are maintained as such. The lender must
ensure that the borrower has appropriate controls in place to protect such processes. The lender should also condt
periodic audits of the borrower's intellectual property and business practices during the loan to confirm that
appropriate measures are being taken to protect the collateral.

IX.Security Interests Obtained By "In Rem" Attachment of Intangibles

Another way for creditors to obtain a security interest over assets of a Debtor is to obtain a money judgment and
commerce a proceeding asserting an in rem (possessory) interest over the Debtor's assets to satisf/'the claim.
Unfortunately in a recent case, Network Solutions, Inc. v. Umbro Int'l., Inc%thﬂé, Court determined that

judgment creditors may not recover payment of debts by attaching or garnishing certain "virtual assets" such as
domain names because the right to utilize the name, as opposed to the name itself, is a services contract dependat
upon payment of a fee to the RegistfaiThis holding and similar holdings are potentially confounding to Creditors
because one of the primary assets of Internet companies is their domaid®Aame.

The domain name of an Internet company is like a telephone number in that, although the company selects it, it mu
be approved and monitored by a registry such as Network Solufibbmlike a telephone number, a domain name is
frequently the name under which the company does business and for virtual companies, the only (or primary) mear
by which customers can find the entity. In addition, domain names have arguably greater utility and value than
addresses or telephone numbers because they are used as locators within search engines, portals, and Internet
computer text to draw traffic to a particular web site. Because of their utility as locators and marketing devices,



domain names have been the subject of cyber squatting (i.e., acquisition of names signifying the product or service
a company by third parties in an effort to extort significant sums from the owner—-company). Indeed, the press has
reported that princely sums have been paid for the return of these names. In spite of their perceived value and utilit
unique assets, Courts and legislators have not yet established that:

(a) domain names are protected intangible assets under the federal law including the Anti—-Cyber Squatting Consun
Act; and

(b) domain names can be attached by garnishment or foreclosure under state law.

A. The Limitations of the Anti—-Cyber Squatting Consumer Act as a Means of Obtaining In Rem Jurisdiction Over
Domain Names

Congress has recently passed the "Anti Cyber Squatting Consumer Protection Act,” as an amendment to section 4.
the Lanham Trademark Act (the "Act3f? The legislative intent of the Act is to protect companies against persons or
entities that acquire domain names for the purpose of extorting payment for the purchase of these names from
trademark owners and/or for trading on the brand recognition and good will of an existing°fankler the Act, a

party damaged by a "cyber squatter® may commence an in rem civil action in the judicial district where the domain
name registrar is locatet?* The successful litigant can, in essence, cause the Court to "seize" the domain name by,
"forcing the Registrar of the domain name to deposit with the Court documents sufficient to establish the Court's
control and authority regarding the disposition of the registration and use of the domain‘f&ame."

Unfortunately, the Act does not provide a means of garnishing the domain name for the purposes of recovering
monetary damages arising out of either: (a) the theft of the domain name, or (b) debts incurred by the Internet
company. Instead, the damages under the Act are limited to: (i) forfeiture, (ii) cancellation of the domain name, or (i
transfer of the domain name to the owner of the ni8#k:he damages offered under the Act exclude garnishment of
cyber-squatted names and sale of the same to satisfy judgments relating to violations of intellectual property rights
other applicable law. Thus, the Act stop short of giving consumers direct financial recourse against cyber squatters
and fails to characterize intangible property (including domain names) as an asset which may be the subject of a
judicial lien. In fact, although the legislation affords movants the benefit of an in rem proceeding, its lack of remedie!
supports the view that domain names are only "intangible property" under the Act (unless they have separate status
a registered trademark) for the purposes of barring use of the name. Indeed at least two Courts have, after reviewir
the Act, affirmatively held that domain names are not the property of the Regidtr&atther, these Courts have held
that domain names are property rights of the Registrar leased or contracted to the Registrant domain holder. As su
they constitute executory personal service contract rights under applicable state and federal creditors rights law. Ba
upon this analysis, these Courts have held that domain names, as executory service contracts, are not garnishable
the purposes of satisfying a money judgm&Ht.

B. Domain Names and Other Intellectual Property Rights May Not Be Garnished By Judgment Creditors to Secure
Payment of Debts

In Network Solutions, Inc. v. Umbro Int'l., Inc. et al, the Virginia Supreme Court issued an opinion in what it
characterized as a case of first impression concerning the question of whether a Court can compel garnishment of
domain names for the purposes of recovering on a money judgment and the subsidiary question of whether a dome
name registration is an executory contrdftThe Network Solutions Court held that domain names are not
garnishable under Virginia state law because although the address may constitute intangible property of the judgme
creditor (provided that the name has developed a secondary meaning sufficient to qualify as a trademark), the
registration rights are executory contracts for "personal services" provided by the Registrar, Network Solutions, Inc.
which cannot be garnished by a creditor of Umbro, the Agreements cannot be gattiished.

The Network Solutions case arose out of a 1997 default judgment in the District Court for South Carolina entered al
arising out of a complaint by Umbro against 3263851 Canada, Inc., a Canadian corporation and the Canadian Natic
who engaged in acts of cyber squatting concerning registration of the "Umbro.com" designation in violation of
Umbro's trademark rights. Umbro received a permanent injunction against defendant's use of Umbro.com and



judgment in the amount of $23,489.98. Umbro then sought to certify the judgment in the South Carolina District Col
and obtain a writ of fieri facias in the Circuit Court of Fairfax County, Virginia, where Network Solutions, the
Registrar of Umbro.com is located, to garnish 38 domain names that the judgment creditor registered with Network
Solutions. The garnishment was sought against names other than the Umbro.com domain name in an effort to obta
payment of the damages award.

After reviewing these facts, the Court held that the name Umbro.com was inextricably tied to the provision of
services, and therefore whatever value the domain name has to the judgment debtor is not severable for the operat
portion of the Internet addregd! Thus, according to state garnishment law, "[the] contract for services is not ‘a
liability' . . . and thus not subject to garnishmeht?1n making its finding the Court drew a distinction between
contracts for the payment of money and contracts for services, holding that because domain names are only servic
not liabilities (such as the payment of money), they cannot be garnished absent a change of law. The Court discour
the argument that domain names are garnishable because they constitute intellectual property rights, arguing that e
if they were, courts have in certain cases, barred garnishment of patents, trademarks, and cifyrights.

In reaching it's holding the Court looked toward the Second Circuit case of Slenderella Systems of Berkley Inc. v.
Pacific Telephone & Telephone Compatfand the Ninth Circuit case of Rothman v. Pacific Tel. & Telegraph Co.,

11 hoth arising in the Bankruptcy context. Both cases stand for the proposition that telephone numbers are neither
property of, nor in possession of, bankrupt subscrib&stead the Courts held that telephone numbers are no more
than a "permissive right" to use a service owned by a non—debtor third party and thus are, in essence, incapable of
being owned by the party utilizing the servitE.In each case, the Circuits Courts, respectively, countered arguments
that telephone numbers could develop a secondary meaning, which assists the Debtor in selling its product and
services by directing customers to the compalfyThese Circuit Courts also failed to give credence to the

commercial reality that descriptive telephone numbers are sought after at substantial cost and often identified as an
asset of the company when the company is sold. Instead these Circuit Courts placed greater weight on the fact that
locator was owned by the utility and could not be the subject of a lien against any property of the BaRkmupt.

making the analogy to these Circuit Court cases, the Network Solutions Court made no distinction between judgme
creditors who use domain names to identify their product, services or company, and judgment creditors, such as the
one at bar, who acquire domain name as inventory for re—sale purposes. The Network Solutions Court also recogni
that its ruling was arguably inconsistent with non—Internet case law decisions by both the Fifth Circuit in Georgia
Power Co. v. Security Investment Properties, Hfand the First Circuit in Darman v. Metropolitan Alarm Cag.

These cases hold that, although a contract right to service may not be garnished, a debtor may exert a property rig|
over a telephone number that identifies its business and sell the telephone number as part of the sale of his or her

business!??

For example, in Georgia Power the Court noted that "for a business . . . telephone numbers constitute a unique
property interest, the value of which increases as the number becomes widely known through publication in
guidebooks, posting on billboards, and imprinting on publicity iteédS1h Darman, the First Circuit affirmed and
approved the sale of telephone numbers in order to increase the value of the bankrupt estate, noting the difference
between a subscriber right to service and a subscriber's possible claim to a possessory interest in a telephone num

These holdings are consistent with the recent decisions of Caesars World, Inc. v. Caesars—Platarmmb@nline
Partners.com, Inc. v. Atlanticnet Media Corl£> which recognize domain names as property righisn the

Caesars World case, the plaintiff brought an in rem action against the defendant's domain name under the newly
enacted Anticybersquatting Consumer Protection ZEThe defendant asserted that a domain name registration is

not property that can serve as an independent property right ("res") for an in rem proceeding. The United States
District Court for the Eastern District of Virginia agreed. In the Online Partners case, the United States District Cour
for the Northern District of California held, in connection with an unopposed trademark infringement action, that "a
domain name is intellectual property and may be attached under théX5Ba%ed on this holding, the Court ordered
that the infringing domain name be held in trust for the benefit of the plaintiff.

C. The Significance of the Network Solutions v. Umbro Case and Its Progeny in Bankruptcy Proceedings



The holding in the Network Solutions case and its progeny is troubling for several significant téA6oss.the

holding, if adopted throughout the country, would thwart collection efforts by creditors seeking to recover money
judgmentsX° To the extent that garnishment or an attempt at same is necessary to perfect a judgment lien under st
law, judgment creditors may be relegated to the status of unsecured creditors in the event of a bankruptcy proceedi
whereas judgment creditors of brick and mortar companies may be able to assert a lien against a Debtors' real esta
under state lawt3! It is suggested herein that the holdings of several courts, which have made the converse rulings,
observing that domain names are garnishable profgéftyffer a better-reasoned approach more conducive to the

reorganization efforts of Debtors and consistent with the expectations of secured creditors.
X.Licenses for Intellectual Property May Not Be Transferred in Bankruptcy Proceedings Without Licensor Consent

In addition to security interests, venture partners may protect their interest by taking an assignment of the technolog
An outright assignment or "exclusive" license makes the venture capitalist the owner of the tecfifology.
Unfortunately, the venture capitalist's ownership of the technology and control over the enterprise could give creditc
a viable basis to extend proceedings to the venture capitalist under a marshalling or equitable lien, thereby making
venture capitalist liable for the bankrupt's deh.

The far more common licensing scenario is where the debtor is the licensor or licensee under non—exclusive licens
13> Recent decisions under section 365 of the United States Bankruptcy Code address issues relative to Debtor's al
to assume and assign nonexclusive license agreements for patents and coli¥rigteise cases establish significant

and frightening precedents, which, if applied to Internet companies, could shut down many bankrupt #ébsites.

Section 365 of the United States Bankruptcy Code was amended in 1988 to address a problem faced by non—bank
licensees. Specifically, under existing law software and other technology licenses could be rejected by Bankrupt
licensors pursuant to section 365(a) of the Code, leaving non—-Bankrupt licensees without access to critical
technology 22 Section 365(n) now provides that non—bankrupt licensees may utilize technology on the negotiated
terms of the license and enforce certain negative covenants of the license, even when the licensor goes bankrupt a
seeks to reject the license and re-license the technology on more advantageous terms or abandon obligations to
maintain the software or technolodsf Section 365(n), however, fails to address a potentially critical set of problems
faced by Debtors under section 365(c)(1) of the CH&ection 365(c)(1), as interpreted by Federal Circuit Courts
bars debtor licensees from assuming, without the licensor's consent, licenses covered by intellectual prop&rty laws.
The rationale applied by these courts is that the license of patented or copyrighted technology assets is akin to a
personal services contract under "applicable” non—-bankruptcy law, i.e. copyright or patent law. Thus, the
Debtor-licensee is potentially prohibited from continuing to use the technology by assuming the license, or assumir
and assigning the license agreement to a successor entity as part of a sale or plan of reorgdhizetient cases

barring Debtor-licensees from assuming technology licenses highlight the deficiencies of section 365(n) by creatinc
seemingly unfair result through strict statutory construction of section 365(c)(1) of the Bankruptci*&ode.
Bankruptcy Courts have adhered to this seemingly draconian reading of section 365(c)(1) even when: (i) the parties
are no longer the original contracting parties, and therefore do not expect "personal services", (ii) application of stat
law previously allowed the non—Debtor to assign the agreement to a successor by merger without Debtor's consent
and (iii) the full royalty was paid by the Debtor on a pre—petition b¥4i$his harsh result appears to conflict with

the express terms of section 365t} long—held bankruptcy tenets concerning the broad ability to preserve assets of
the estate and the statutory prohibition against ipso facto clauses. In response to cries of "foul” by Debtor and Trust
counsel, certain courts have identified this issue of statutory construction as a potential subject of statutory
amendment2®

A. Applicable Law — What Is It?

Section 365(c)(1) excuses a non—bankrupt party from performance under an executory contract if "applicable law"
authorizes the licensor to refuse to accept or provide performance. The traditional methods of protecting intellectual
property are copyright, trademark, patent and trade secret law. As discussed in detail herein, the "applicable law"
governing technology licenses as executory agreements under section 365(c)(1) includes patent and cogifight law.
Intellectual property may also be protected under Federal and state trademark law and state trade secret law.
Executory contracts dealing with trade secrets are beyond the scope of this article. Under copyright and patent law,



debtor's interest as a licensee under a non—exclusive licenses may not be assigned without the licensal*8 consent.

Software is protectable under the United States Copyright®etnd licenses of copyrighted software are generally
deemed executory agreemenitd Bankruptcy courts have determined that licenses of copyrighted material are not
generally assignable without the consent of the Licefi3oFhe vast majority of software used to power the Internet

is subject to copyright protection. Internet companies frequently license critical technology and thereafter sublicense
segments to users so that they can access the Internet. Familiar commercial examples include the CD—-ROMs from
Internet service providers which flood our mailboxes for the installation of Internet software, or software for
specialized viewing purposes such as listening to music utilizing MP3 technology, which may be "downloaded" to
personal computer&?

Software may also be the subject of patent protection. In a recent case, State Street Bank v. Signature Financial Gi
,1_53the Federal Circuit, for the first time, held that software programs are pateb'ii‘iEISt, the Federal Circuit in

State Street rejected the long—held exception to patentability of business prdé2Ssesmnd, the Federal Circuit

held that a mathematical algorithm embodied in a machine or invention is patelifafies, the State Street Court
reasoned, the State Street Bank's [business] process and the algorithms used by that process for managing mutual
funds was patentable. Bankruptcy courts that have considered the assignability of patents (including software pater
have held software patents are personal property under a Federal common law Rbetmihenay only be assigned

by the licensee/debtor if the licensor conserfsThis land—breaking decision radically changed the value of software
to businesses, and forced a new asset valuation paradigm, which will inevitably spill over into the bankruptcy world

Internet and other software—-reliant companies seek bankruptcy protection.

A third category of intellectual property of significant value to an Internet Company is its trademarks. A trademark
can be the name of the site, i.e. its uniform resource locator (URL), or the product or company name. The manner i
which these protectable assets may be transferred is governed by both federal law, under the Laftlamdattie

law of the state where the mark is registered and/or used. It is widely recognized that Internet names are protectabl
trade names or marks, which have significant vaifiand constitute assignable property rights under both federal and

state law®!

B. Assumption and Assignment of Technology Licenses

In an Internet company, software licenses, and the right to utilize Internet addresses are substantfl assets.
Accordingly, if the Debtor wishes to maximize value for creditors, the Debtor needs to preserve these assets as wel
the executory contracts, which facilitate use and distribution of these assets. In order to realize the value of copyrigl
patent or trademark licenses for the estate, those assets must be freely assumable and assignable by the Debtor a
Trustee. Unfortunately, under recent interpretations of section 365(c)(1), non—-exclusive licenses for copyrights,
patents or other “intellectual or industrial property" may not be assumable or assignable by the2ensee.

Patents and other intellectual property rights often form the basis of an Internet company's business or business ple
Indeed, the mere fact that an Internet company has sought patent registrations for its technology or has valuable
exclusive licenses for technology has been identified as a significant basis for the infusion of venture capital funds.
Often, businesses find that they cannot develop all the technology that they require in—house, and must license criti
core technology, or interface technology, from third partf¥dn other instances, a related entity or joint venture
partner may not agree to part with the technology, and merely licenses the technology to the Internet company. Thi
technology then may be sub-licensed by an end user when he or she signs on to the Internet company's web site ¢
ASP 1% system. What happens when the Internet company files for bankruptcy protection and the Debtor or Trustee
seeks to assume the license so that users can continue to utilize the web site, or the Debtor seeks to assign the lice
as part of a sale or plan of reorganization? In recent cases the patent holder (or Licensor of other intellectual propel
has held all the cards in these situations, limiting the ability of creditors to get paid by unilaterally dictating whether
Debtor may assume the license Agreement.

This apparent expansion of Licensor rights in bankruptcy arises out of several recent Circuit Court d&88iEhese
Courts have held that the Trustee's ability to assume or assign patent licenses is not absolute. Instead, this ability i
limited by patent or other applicable intellectual property law, which make these rights pefé@iaiply put, when



a Debtor files for bankruptcy protection, the Debtor is no longer that Licensee but a new entity which may not assur
the license without the Licensor's approvdl Licensors have the right to object to the mere assumption of the

license, creating the anomalous result that an entity, which held a license to use technology on a pre—petition basis
barred from continuing to use that technology merely because it filed for bankruptcy protection. But for this odd
intersection of intellectual property and bankruptcy law, one would consider this result an unlawful act prohibited by
the letter and spirit of the Code concerning of section 365(k) ipso facto cliises.

The Debtor-Licensee's inability to assume and assign non—exclusive licenses for patents without the Licensor's
consent was recently examined by the Ninth Circuit in the case of Perlman v. Catapult Entertainnd&hninc.

Catapult the Ninth Circuit held that "Section 365(c)(1) of the Bankruptcy Code, which prohibits a trustee from
assuming or assigning an executory contract if applicable law excuses a contracting party, other than a Debtor, fror
accepting performance from or rendering performance to an entity other than a Debtor" applied to patentitcenses.
In Catapult, United States patent law was the "other applicable law" considered by the Court in evaluating the
assignability of the license agreement. The Circuit Court reasoned that under patent law, patents are akin to a pers
relationship with the Licensee, even where no personal services are to be provided by or to the licensee at the time
the bankruptcy filing. The Ninth Circuit further determined that because non—exclusive licenses for patented
technology are executory contracts, rather than sales, the agreements are not assignable without consent of the
Licensor.X”? Finding that the general principles of Bankruptcy law which allow the free assumption of contracts,
regardless of contrary provisions of applicable law, did not apply to contracts for personal property, the Ninth Circui
utilized the so called "hypothetical test":

[A] debtor in possession may not assume an executory contract over the nondebtor's objection if applicable law wol
bar assignment to a hypothetical third party, even where the debtor in possession has no intention of assigning the
contract in question to any such third patfy.

The Eleventhl’ Fourth,1”> and Third Circuits’® and one bankruptcy judge in the District of Delawdfdave

likewise accepted the so-called "hypothetical té&.Under the "hypothetical test," a Licensor who owns patents, or

a competitor who subsequently acquires patents or other intellectual property, may effectively bar a sale of an Inter
or other technology—dependent company or even prevent the Trustee from operating the company during a chaptel
or 11 case: the Licensor can simply reject the request for assumption even though no royalties are due under the
license because the royalties were paid on an up—front basis by the Debtor, and even though the executory
performance contemplated under the license agreement is remote.

The Catapult Court reconciled the non—assignability under applicable law language of 365(c)(1) with section 365(f)
of the Code, which provides, "contrary provisions in applicable law not withstanding, executory contracts may be
assigned," by holding that Subsection (c) was intended as an "exception" to the broad language of 365(f). Section
365(c)(1), according to Catapult, was intended to modify section (f)(1) in order to address situations where
"[applicable] law prohibits assignment on the rationale that the identity of the contracting party is material to the
agreement....X”° The Catapult Court failed, however, to provide standards for determining other section 365(f)

superfluous®

The Trustee in Catapult urged the Ninth Circuit to treat the license agreement as a non—executory agreement (i.e.,
sale of technology) because no royalties were due, or alternatively, to accept the "actual test" espoused by the Firs
Circuit in Institute Pasteur v. Cambridge Biotech Cotf as more harmonious with section 365(c)(1). The "actual
test" provides that a license of technology may not be assumed pursuant to section 365 (c)(1), "if the reorganizatior
plan results in the non—debtor actually having to accept performance from a third 8aftet Ninth Circuit rejected

this approach as contrary to the plain language of section 365 (c)(1).

In a post-Catapult case, In re Access Beyond Techs e Delaware Bankruptcy Court attempted to reconcile

the apparent conflict between sections 365(c)(1) and 365(f). The Access Beyond Technologies. Court reasoned the
under patent law, a non—exclusive patent license is always an executory contract requiring personal services, beca
patent law implies an obligation on the part of Licensor and Licensee not to sue each other for infringement. The
Court noted that this obligation is the underpinning of the monopoly power given under patent law and found that it
a material term whose violation (real or hypothetical) constitutes a breach of the cdftract.



The Access Beyond Technologies case involved a cross-licensing of patents by and between MegaHertz Holdings
the Debtor Access Beyond Technologies (hereafter "Access"). The then current owner of the Megahertz patents,
3Com, acquired computer technology patents through a three—step series of mergers and acquisitions from Megah
Holdings. At the time of the bankruptcy filing the royalties for the licenses had been paid and thus, Access had no
continuing financial obligations to 3Com. Although, the License contained provisions governing assignment of the
license to third parties, those provisions were silent on the obligation of the respective licensors to consent or withh
consent to assignment of the liceng&3The Megahertz patents and licenses were, in fact, transferred by Megahertz
to 3Com without Access' permission prior to the bankruptcy. Access claimed that since the Megahertz patents and
licenses were transferred by Megahertz (as Licensee) under section 7.4 of the agreement without Access' prior con
as Licensor, Access as Licensee was free to transfer the License to itself as Debtor or its Trustee, provided that the
terms of the license were complied with regarding any proposed transfer. The Bankruptcy Court disagreed, holding
that by operation of Federal Bankruptcy law the Trustee who stands in the shoes of the Debtor, and the original
Licensee may not assign the patents under Bankruptcy Code section 365(c)(1) without permission of 3Com becaus
applicable law [US Patent law] makes patents personal property which cannot be assigned without 3Com's
permission.

In addition, the Court rejected the Trustee's argument that under the Countryman definition, that the cross-licenses
were non—executory contracts, holding that a non—exclusive license for a patent is always an executory agreement
because the grant of a patent license is an implicit agreement not to sue for infringement, regardless of whether tha
agreement is set forth in the written terms of the license. In its holding the Court observed that:

Each party had at least one material duty to perform under the License Agreement: to refrain from suing the other f
infringement of any of the patents covered by the license. This performance is material since the licensor's promise
refrain from suing the licensee for infringement is the raison d'étre for a patent license.

* k k%

In Everex Systems, Inc. v. Cadtrak Corp. (In re CFLC, Inc.), the Ninth Circuit found that a licensor's obligation to
forbear from suing the licensee (and to mark all products made under the license) was both a significant and
continuing performance obligation that made the contract executory as to the licensor. Similarly, we conclude that tl
License Agreement was executory at the commencement of these-&ases.

The Court observed that its rulings regarding the executory nature of the license agreement and 3Com's statutory r
to bar assignment may be sustained even though the terms of the license were silent regarding whether 3Com mus
consent to the assignment of the patent license. The Court reasoned that although standard common law rules of
statutory construction provide that when certain matters are discussed in a contract, other similar matters not
mentioned are intended to be excluded, these rules of contract construction do not apply to obligations covered unc
federal patent law, and by implication, other intellectual property law. Thus, the Court held that absent an express
agreement to the contrary, the non—exclusive license agreement is not assiffhable.

The Access Court observed that even if the obligation not to sue were not the raison d'étre of every license agreem
the license at issue had a mutual sublicensing provision, which although a remote commercial possibility on 3Com:
side, rendered the contract executd¥.

C. A Few Pre—Bankruptcy Licensing Considerations

By way of guidance to future licensees, the Access Court indicated that in order to avoid the harshness of its decisi
parties could draft an agreement expressing their intentions regarding assignability in the event either filed for
bankruptcy protection; and that an appropriately drafted provision could be enforced by a bankrupttdl Tous,

in light of the merger frenzy facing Internet and other technology dependent companies, non—exclusive licenses for
intellectual property rights should be entered into with the expectation that the parties who execute the business de
may not be the entities that are licensor and licensee at the time of a bankruptcy filing. Accordingly, careful attentior
should be paid to who owns the technology. If technology or technology rights are being acquired through merger o
acquisition, or if one company is investing in another technology based company through venture capital or some



other vehicle, due diligence is the order of the day. Given the different treatment of the assumption and assignment
issues in various states and various venues of the United States Bankruptcy Court, the assignment, choice of law a
venue clauses should be examined to determine whether the agreements may be assigned by the Debtor/Licensee
the event of bankruptcy=’ If an accommodation cannot be reached, perhaps the deal should be re-thought. If a joint
venture between unrelated parties is contemplated, it may be best to contribute the technology to the venture so the
the venture can continue to operate in the event of bankruptcy. If this is not possible, the license should be an
exclusive license because an exclusive license under patent, trademark and copyright law is considered akinto a s
or absolute transfer of the monopoly—-obviating the statutory obligation to seek consent to the assifjnment.

If the license or joint venture involves a cross—license of technology between relative equals, the license should
contain a bankruptcy clausg? One possibility to be negotiated between the parties is an agreement that affirmatively
states that in the event a petition is filed by either party, United States Patent or other intellectual or industrial prope
law does not control assignment of the license to the Debtor. Instead, Debtor or the Trustee is given the explicit rigt
to assume the agreement for the sole purposes of allowing the Debtor to continue to use the technology. The
Agreement should, however, limit the Licensee's ability to assign and transfer the license to a non—debtor as part o
sale or reorganization plan. The parties may wish to outline prohibitions against transfer e.g. to direct competitors. T
parties may also wish to negotiate a price for adequate protection payments for consent to assignment of the paten
license, or the amount of post—petition royalties or guarantees from insiders.

Finally, the parties may wish to outline some specific actions that demonstrate a "bad faith motive" for denying
permission to assume the license. These actions could include establishing a competing business that would then <
to assume the license, or using information gained during the relationship to compete with the Debtor.

XI.To File or Not to File: A Most Difficult Question

Where efforts to "Restart" the Company have failed and the creditor has evaluated whether the Internet Company
owns its assets and then perfects (or attempts to perfect) its security interest, it is still faced with the decision of
whether it should force the Debtor into bankruptcy, take its chances that a "white k¥iglil'come along and buy

the assets without the necessity of filing a bankruptcy case, or allow the company to simply shut down. The benefit
a bankruptcy proceeding over the latter alternatives is that a bankruptcy proceeding provides a forum for marshallin
and valuing debtors asserts by an independent third party. The Debtor cannot dissipate assets or use cash collater:
including the proceeds of licenses without secured creditor and court approval. Consequently, creditors and the cot
may monitor the "burn rate" of the remaining cash and/or new infusions of cifjiEahally, any new investment

made by the venture capitalist may be provided on a secured basis and "prime" other secured and unsecured credi
as long as there is sufficient equity in the assets to support the loan. The following case studies illustrate the approe
chosen by the creditors and management of several floundering Internet companies as well as the myriad business
legal decisions associated with each approach.

Reel.com is an example of a company that has chosen to cease operations instead of seeking a Court supervised
reorganization or restructuring. Reel.com, a subsidiary of Hollywood Entertainment Corporation, had revenues last
year of $21.6 million, losses of $69 million, and a book loss on the sale (including good will and severance package
of $25 million.1%® Reel.com sold its interest to Buy.com at the behest of investors who are reported to have claimed
that the sale is in the best interest of Reel.com. In fact its bankers and investors solicited the sale after Reel.com w:
unable to obtain additional funding. After the sale, the 1.1 million customers per month that visit the Reel.com web
site were directed to purchase goods at the buy.com auction site.

Other Internet companies not lucky enough to find a buyer have been forced to cease operations. For example,
Toysmart, on line toy retailer was forced to fire over 170 employees and shut down when its primary investor, Disne
cut off funding.X%® Creditors viewing these industry moves have gotten noticeably concerned and are not allowing
unsecured debt to pile up. For example, in light of investor apathy, competition and failures in the online toy industn
forced Toytime, Inc. another online toy retailer to close its web sites and ask potential buyers to send e-mail to its
subsidiary bidstoytime. Unsecured creditors of Toytime, Inc. filed an involuntary chapter 11 petition against the
company within a month of this action claiming that several million dollars of debts in excess of three months old ar

unpaid.X¥’



Another company, Craftshop.com, recently filed a voluntary petition for reorganization in Delaware Bankruptcy cour
The company, with debts in excess of $2.0 million and assets of an undisclosed value filed for the purposes of
expediting a sale of the company. The filing was supported by investors who are reported to view the filing as a me:
of effecting an orderly sale of the going concern in a manner, which would maximize the value of the enterprise.

The sudden rash of failing Internet start—ups is not limited to United States companies. Several European and Sout
America online retailers and Internet sites have gone into liquidation (the European version of a bankruptcy
proceeding). The most notable one is Boo.com, which has in the industry become synonymous with "the all
encompassing term for failuré* In Boo.com's case, the fashion web site was hyped in the press as the premier
fashion site. The founders are reported to have spent over $135 million for construction and marketing of the web s
Unfortunately, the site did not live up to market expectations and came to be known for bad navigation and poor
usability. Moreover, its management appeared aloof to criticism and continued on with its business plan even in the
light of customer complaints. What Boo.com did own was progressive technology which was not fully appreciated b
users with older monitors and computers and a robust list of customers and industry contacts. As a consequence tt
liquidator, KPMG, was quickly able to sell the technology consisting of eCommerce technology assets and associat
intellectual property to Bright Station PLC., the web solutions E-commerce and Internet venture group, for the
reported amount of $368,0dﬁ? The remainder of the web site, including its customer list, was sold to Fashion
Mall.com, a United States company, for an undisclosed amount. The experience of Boo.com is instructive for sever
reasons. First and most important, contrary to popular belief there is a market for the intangible assets, which comp
a bankrupt Internet company. Second, the purchase of the assets by a United States company out of a United King
liquidation proceeding illustrates that Internet companies are comprised of assets which are in essence a "global
currency." Accordingly, the market for these assets may be greater than other bankrupt companies and thus the ch
of an expeditious and successful reorganization enhanced.

The potential flood of bankruptcy filings of Internet companies may not be limited to situations where funding is
halted by the bank or venture capitalist. More and more frequently we will see voluntary and involuntary filings base
on mismanagement, failed business plans and fraudulent activity, which causes loss to creditors. Indeed, a recent
study by AMR Research released in April of 2000, predicted that the future for today's hot e—~commerce niche
companies was bleak if fundamental changes are not made in the way their business plans aré®xeeated.

authors of the AMR study observe that most Internet business failures will be the result of errors in revenue strateg
technology integration and liquidit®! The recommended strategy according to AMR is that of the application

service provider ("ASP") model; i.e. continuing multiple functionalities and multiple enterprises to offer the widest of
possible technology solutions to the ué& Even using that model, the study tracked 600 B to B exchanges over 18
months. Based upon the analysis performed by AMR, it was forecasted that only 50 to 100 would survive. Other
strategic analysts have proffered projections of 10 to 20 survildrs.

Many of the predictions of the AMR study have already come true. For example, recently Weskos Corporation, d/b/
as Computers by Us filed a petition for reorganization in Maryland Bankruptcy Court after it ran into financial
difficulty and was unable to deliver the custom designed computers it advertised and sold through its Internet
operations. The company was reorganized into another company called Fenceway, which was unable to repay the
Wesko creditors, including Ebay and the IRS, or operate profitably. Fenceway ultimately filed for Court protection
and its case was converted to one under chapter 7. The Trustee and various state attorney generals are investigati
merit behind creditor claims that the owners scammed them out of their money for computers advertised on the
Internet.2% Notwithstanding the fraud allegations, the consensus in the Wesko case is that the Internet purchasers
suffer the risks of doing business on the Internet-—the business failure of entrepf8nAncther Internet start up,

which has suffered a similar fate, is CHS Electronics Corpordfib@reditors holding over $275 million in debt

have approved a plan which includes Europa IT buying CHS's remaining European subsidiaries to pay creditors
claims and support CHS' efforts to reorganize as an Internet incubator and holding company for Internet companies
engaged in business—to-business electronic exchadfegerestingly, payment under the Plan is not to be made in
cash. Instead payment will be made to creditors and CHS in shares of Europa. Specifically, creditors will receive the
equivalent of $65.7 million in Europa securities, including twenty—five percent of the reorganized company. CHS wil
receive five percent of Europa IT's common stock. This plan is indicative of the probable structure of future
reorganization plans of Internet companies and highlights the potential differences between traditional and Internet
bankruptcy estates.



XII.Other Legal Issues Faced by Liquidating Internet Companies

When Internet companies contemplate bankruptcy several other difficulties unique to technology companies arise. |
example, in light of cases such as Catapult and Access Technologies, the assets which the company thought it owr
may not be in the control of the Debtor or the estate, whereas if the company were simply liquidated outside of a
bankruptcy proceeding and creditors paid, the licenses could be utilized by the successor entity. In addition, the
Debtor's operations during Bankruptcy and its ability to maximize the realized value of assets by transferring assets
a going concern may be impacted by the rights of secured creditors to demand adequate protection payments as a
condition to Debtor's continued operation of its web site during the Bankruptcy procé&tingike traditional
companies, there may be no proceeds to make adequate protection payments with or means of calculating the
proceeds. Accordingly, one set of uncooperative creditors could force the company into chapter 7 even where equit
holders, other secured creditors and general unsecured creditors are willing to work together to reorganize ("restart
the company.

The penultimate problem faced by creditors is that Federal agencies or third party licensees such as Truste may
successfully intervene in the Debtors' attempts to sell the company including customer list, thereby decreasing the
value of the assets at Internet spétiaccordingly it may be in everyone's best interest, including secured creditors,
to speedily sell, merge or have the company acquired. These issues are discussed in greater detail below.

VI.Holders of Security Interests in Intellectual Property Have the Power to Halt the Reorganization Proceeding if
Adequate Protection Payments are not Tendered

Where all intellectual property rights are deemed assets of the bankruptcy estate, the assets (or portion thereof) me
not be in control of the Bankruptcy estate because the assets are subject to validly perfected securitf fférests.
Debtor will require Bankruptcy Court and creditor approval to continue to operate the company using the creditors
"cash collateral.2X! In fact, secured creditors could shut down the web site should the Internet company fail to
provide adequate protection payments against the potential decline in the value of the intellectual property during tt
bankruptcy proceeding*? Certainly where there is no cash flow and the venture capitalists have refused to fund the
next round, there is no ability to provide adequate protection. Where there is cash flow, Debtors and secured credit
will be faced with the thorny problem of valuing the Intellectual property for the purposes of determining the value o
the security interest at the time of filing. The Courts will also be asked to tread new ground under Article 9 to
determine if payments made to Internet companies in the form of subscriptions to internet sites, advertising revenue
bounties, or other innovative barter agreements or payments resulting from online transactions constitute "proceeds
under Revised Article 9 or the Bankruptcy Code.

Xlll.Sale of Customer List May Be Barred By Federal Agencies and/or Certifying Agencies in Bankruptcy
Proceedings

Another issue faced by the would be Debtor Internet company is the transferability and legal status of other
intangibles such as (i) data collected from and licensed to third parties through the website and (ii) the customer list
The uncertainty concerning the non—-bankruptcy law relating to such general intangibles and the intersection of this
legal analysis with the Bankruptcy Code makes it unclear whether these assets are capable of being sold. For exan
customer data obtained subject to a privacy statement may be subject to Federal law restrictions, which supercede
provisions of the Bankruptcy Cod& To illustrate the issue we need only look at recent reported events. When
Boo.com, Craftshop.com and Toysmart filed for bankruptcy protection they posted notices offering their domain
name, inventory, office furniture and customer lists for sale. In the case of Toysmart.com the FTC

filed a lawsuit in federal court requesting injunctive relief. Thirty—eight state attorney generals filed objections with
the bankruptcy court seeking to restrain sale of the list. The Toysmart.com customer list (or more properly the term:
under which the information was collected) was subject to a license with the TRUSTe Privacy Program, which
certifies web site's privacy policies. The Toysmart privacy policy provides:

At Toysmart.com, we take great pride in our relationships with our customers and pledge to maintain your privacy
while visiting our site. Personal information voluntarily submitted by visitors to our site, such as name address billing



information and shopping preferences, is never shared with a thirdBarty.

Toysmart collected detailed personal information about its customers, including names, addresses, billing informati
shipping preferences and family profiles, which included names and birth dates of chtfireits complaint, the

FTC alleges that Toysmart's attempt to sell its customer information was a violation of section 5 of the FTC Act
because the company misrepresented to its customers that personal information would never be shared with "third
parties."2X® FTC subsequently amended its Complaint to add claims regarding Toysmart's alleged violation of the
Online Children's Privacy Acfl’ Toysmart reached a settlement with the FE&However, the only offer received

for the customer list was from Disney Corporatitiand, facing continued opposition from the various attorney
generals, Toysmart withdrew the customer data from the autdioFhe fact pattern raises some important

bankruptcy issues. First, does the FTC have standing to bring an action to restrain the sale of a bankruptcy asset. T
proposed terms of the settlement make clear that FTC and other federal agencies and attorneys for Toysmart belie
that the FTC will assert that the Bankruptcy Code does not pre—empt FTC's statutory enforcement power, but allow
the FTC to exercise its police and regulatory pdifkto dictate (1) who the lists may be sold to, (2) the terms of the
sale, i.e., no piecemeal sales of the database and (3) the terms and conditions under which the buyer can resell the
database??? Second, what standing does the TRUSTe have under contract or bankruptcy law for objecting to sale o
list which is not its asset, but where the sale violates or may violate TRUSTe's pre—petition agreement with the
Debtor. Ordinarily under the Bankruptcy Code, no standing or legal basis for filing an objection would exist because
TRUSTe is neither a Debtor, secured creditor, equity holder or party in interest as those terms are defined under th
Code.22 TRUSTe would be relegated to filing a claim for damages for breach of fiduciary duty and perhaps an
adversary complaint for breach of the agreement.

The potential lack of standing of TRUSTe to object to the sale, begets a third area of inquiry, can the debtor reject i
obligations to customers under a privacy statement and under the license with TRUSTe, leaving both with a pure
damages claim, which in most instances would be virtually impossible to quantify. In evaluating this legal conundrur
the bankruptcy court would also be required to make a determination concerning whether the word "third parties” a:
contained in the privacy statement means a debtor in possession, a Bankruptcy Trustee, or a receiver, and whethel
can include a subsequent owner of the Internet Company and/or website. The Court would also have to determine
whether third parties may, as a matter of law, include a purchaser of the company through absorption into a parent
entity or affiliate, or by merger or acquisition.

In the case of Craftshop, the definition of "third party” was deftly handled by the Debtor and Bankruptcy Court by
requiring that, as a condition of the sale, the purchaser continue to use the Craftshdfasieion Mall.com

claims to have addressed the "third party" issue by continuing the Boo.com business (albeit under the Fashion
Mall.com name) and abiding by the Boo.com privacy policy and as to new customers it would abide by its own
policy. 22° This approach appears overly complex and probably hard to enforce or track either internally or by

consumers.

Unlike, the European Union countries, the United States does not currently have a uniform federal Internet related
privacy law. Accordingly, there is no independent Federal privacy law claim that can be levied against Toysmart.
Instead the claim arises out of Toysmart's own alleged misrepresentations and its concomitant breach of its contrac
obligation to end users. In fact if Toysmart had made no representations regarding privacy or sold the Customer list
subject to the confidentiality provisions of the policy there would arguably no breach of the policy and no basis to a
FTC claim.22 TRUSTe is quoted as saying that it would not in fact object to a sale it were subject to the site's privac
policy. Thus, the argument might go, if Toysmart can reject the obligation in a bankruptcy proceeding, then the only
claim which may exist is for damages, payable in small bankruptcy dollars.

Another interesting issue arises where the Debtor's customer list contains information collected about citizens of
countries which have stringent privacy laws or laws which conflict with our own privacy, bankruptcy and corporate
laws concerning sales of these assets be it as part of a liquidation, merger or acquisition of stock or assets. Can the
countries come into the United States Bankruptcy Court or other United States courts and attempt to restrain sales
transfer of these assets? Some would argue that if the United States adopts legislation compliant with the Europeat
Union Privacy Directive of 1998% this type of action is possible.



Perhaps TRUSTe's reaction to these events is most telling and practical-—TRUSTEe is quoted as saying that the
breach of contract claim against the bankruptcy under its current agreement is "untested" and that the favored
approach is to "expand TRUSTe's legal frame work for upholding contracts in the event of banidiptcy."

XIV.Maximizing the Value of Security Interests in Intellectual Property Before the "Restart" Button is pushed

A few pre—bankruptcy filing considerations can be drawn from the Internet Case Studies discussed in this Article arn
the legal analysis offered by Bankruptcy Court decisions including the Af2essl Catapult®’ cases.

First, the Debtors and secured creditors will be faced with the thorny problem of valuing the Intellectual property for
the purposes of determining the value of the security interest (i) at the time of filing, (ii) for sale and/or (iii)
reorganization purposes in establishing the liquidation value of the Company.

Second, the Debtor and creditors should be counseled that under Catapult, the licensor is a critical party in interest
all technology cases and that the licensor may be able to acquire control over the company by merely refusing to
authorize assumption of the licenses. This right trumps the rights of all creditors——even those with a lien on the
license agreement. Thus, where critical technology is licensed, the licensor's consent to assignment should be obta
before any filing23! Otherwise, the Debtor may find itself unable to operate. If consent cannot be obtained, the
Debtor and creditors may be best served by an out of court "work out.” If all else fails, Debtor should attempt to file,
possible, in a jurisdiction which adopts the "actual test" regarding performance of technology licenses. There is a
potentially "unexpected" result of the Catapult decision which these cases have yet to address—— the scenario quite
possible in this economy where a licensor "spins@ffan Internet company and the Internet company files for
bankruptcy protection. In such a case, section 365(c)(1) may actually be used as a sword by that related party to av
payment of creditors. Consider the unfairness of the following result: A licensor creates a holding company to
maintain patents critical to an Internet company. The holding company also owns a majority position in the Internet
company. The Internet company licenses the technology on a nominally non—exclusive basis, even though it is the
sole licensee. The Internet is a typical startup and develops a viable business concept with venture or licensor fund
but is running at a deficit. The licensor elects to or is forced to put the Internet company into Bankruptcy and then
refuses to consent to assumption of the licenses—-leaving secured and unsecured creditors without a means of
payment. Under this fact pattern and the holding in Access the licensor is free to re-license the technology and
develop the concept initiated by the Internet Company with another spin-off.

The Trustee and Debtor in this fact pattern have limited remedies or claims against this insider/licensor. One possik
recourse is to file an adversary proceeding seeking to extend the proceedings to include the licensor on the ground
that licensor and licensee are the same entity and but for the "Bankruptcy planning” or fraud perpetrated by licenso
licensor would be liable for creditor debts. Another potential claim, to the extent significant royalties were paid, is to
seek return of all royalties paid to licensor. The Trustee may also seek to establish that the technology was intende
a capital contribution or that the license was an exclusive license, generally treated under applicable intellectual
property law as an assignment of the licensed technology.

Of course, a preemptive remedy exists——modification of section 365 (c)(1) to obviate the licensor's potential
stranglehold on a bankruptcy estate. Clarification of section 365(c) (1) to allow licensees to assume or use licensed
technology on the same or similar terms as set forth in the original license and in the manner dictated under sectior
365(n) of the Code would alleviate the uncertainty faced by licensees who wish to utilize software or other technolo
developed by start-ups. It would also lend certainty to the business transaction by barring related entities, joint
venture partners and others from, in essence, dissolving the relationship when bankruptcy is filed by preventing the
Debtor-licensee from continuing to use core technol&dy.

Last, the Debtor and investment bankers should consider a "pre—packaged" plan, which dictates the terms of the
reorganization. The plan would address, on a consensual basis, issues concerning: (a) value of assets, (b) existenc
security interests, (c) terms pursuant to which assets, including customer lists may be sold, and (d) the manner of
distribution of proceeds. A prepackaged plan would also allow venture capitalists to retain control of the Company k
funding the plan and thereby re—asserting their equity interest. In addition to these considerations, a prepackaged r
could maximize value for secured creditors by selling the company or individual assets before the assets deteriorat



value or the entire customer base migrates to other web sites or vendors.
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31 See Michael A. Henos, Other Voices Venture Capitalists Focus on Ownership, The Atlanta J. & Constitution,
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when dot-coms go bankrupt, creditors having security interests in intellectual property may have first dibs on those
interests); Al Podgorski, Banking on Start-Ups, chicago Sun Times, February 4, 2000, at 52 (noting warrants for
stock align returns for risks venture capitalist take). Back To Text
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of software in the goods): U.C.C. § 9-102 (a)(23) (describing "general intangible" as personal property, including
"chattel paper" and software). Back To Text
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Rev. 581, 585 (1994) (defining "general intangibles” under U.C.C.). Back To Text
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Automotive Maintenance Mach. Co., 324 U.S. 806, 816 (1944) ("[A] patent is an exception to the general rule again
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England Crews, Bankruptcy and Licensing & Domestic and European Interface Between Technology and Credit
Law—Part 11, J. Of Prop. Rights, 5 No. 3 JPROPR?2 (1993). Back To Text
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Tool Mfg Corp., v. Victor CNC Sys.. Inc., 7 F.3d 1434, 1439 (9th Cir. 1993) (stating that Act's purpose is to keep
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General Baking Co. v. Gorman, 3 F.2d 891, 893 (1st Cir. 1925)). Back To Text

2 See generally Thomas J. Smedinghoff, Online Law: The SPA's Legal Guide to Doing Business on the Internet ch
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43 See 35 U.S.C. § 154(a)(2) (2000) (providing duration of twenty years for patents): 35 U.S.C. § 112 (2000)
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re Transportation Design and Tech., Inc.. 48 B.R. 635, 638 (Bankr. S.D. Cal. 1985) (opining that state rights over
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47 See generally Aimee A. Watterberg, Perfecting a Security Interest in Computer Software Copyrights: Getting it
Right, 15 J. Marshall J. Computer & Info. L. 855 (1997). Back To Text

“8 See In re Cybernectic Servs.. Inc.. 239 B.R. at 923 (opining that PTO recording is discretionary and does not
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Chesapeake Fiber Packaging Corp. v. Sebro Packaaging Corp.. 143 B.R. 360, 369 (Bankr. D. Md. 1992). aff'd, 8 F.3
817 (4th Cir. 1993) (noting that bona fide purchaser with recorded interest will defeat secured creditor with
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49 See U.C.C. § 9-102 (a)(42) (2000) (defining "general intangible"): Chesapeake Fiber Packaging Corp.. 143 B.R.
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his goods and distinguish them from those manufactured or sold by others"): Hamilton v. Hertz Corp. 607 F. Supp.
1371, 1374 (S.D.N.Y. 1985) (discussing that Congressional purpose behind enacting Lanham Act was to ensure
integrity of registered trademarks). Back To Text

>3 See 15 U.S.C. § 1058 (2000) (discussing duration of trademark registration): 15 U.S.C. § 1059 (2000) (stating

requirements for renewal of trademark registration); see also S.A. v. Comer, 55 F.3d 678, 680 (D.C. Cir. 1995)
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v. Nescher, 131 B.R. 991, 1000 (D. Ariz. 1991) (defining assignment in gross as "[t]he sale of the trademark apart
from the good will symbolized by the trademark”). Back To Text

" See In re Together Dev. Corp.. 227 B.R. 439, 440-42 (Bankr. D. Mass. 1998) (holding that U.C.C. governs
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Creditors of America's Hobby Ctr. v. Hudson United Bank (In re America's Hobby Ctr.), 223 B.R. 275, 286 (Bankr.
S.D.N.Y. 1998) (noting that security interests are controlled by state U.C.C._law): In re Roman Cleanser Co., 43 B.F
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governed by Article 9 [of U.C.C.] and not by the Lanham Act"): Joseph v. Valencia. Inc. (In re 1997, Inc.), 137 B.R.
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Design & Tech., Inc.. 48 B.R. 635, 639-40 (Bankr. S.D. Ca. 1985) (ruling that filing with State, not PTO, perfects

security interest against subsequent lien creditors but not against subsequent bona fide purchasers). Back To Text
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Walt Disney Co., 83 F.3d 1162, 1164 (9th Cir. 1996) (explaining that copyright protection attaches to unpublished
work from moment of creation until publishing): Computer Assoc. Int'l v. Altai, Inc. 982 F.2d 693, 721 (2d Cir. 1992)

(narrowing scope of copyright protection for computer software): Hirshon v. U.A. Corp., 243 F.2d 640, 642 (D.C. Cit
1957) (extending protection of copyright to music and songs). Back To Text
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%0 See 17 U.S.C. § 103 (laying out law governing copyright protection for compilations and derivative works); see
alsq Fiest Publications, Inc. v. Rural Tel. Serv. Co.. 499 U.S. 340, 344 (1991) (holding copying of telephone directol

did not infringe upon copyright because facts are not copyrightable); Victor Lalli v. Big Red Apple. 936 F.2d 671, 67
(2d Cir. 1991) (holding compilation of horse racing data is not protected by copyright because it was unoriginal

arrangement of facts): lllinois Bell Telephone v. Haines & Co., 932 F.2d 610, 611 (7th Cir. 1991) (holding

alphabetical listing of subscribers in white pages unoriginal and therefore not under protection of cqpyright); Koontz

v. Jaffarian, 617 F. Supp 1108, 1112 (E.D. Va. 1985). aff'd. 787 F.2d 906 (4th Cir. 1986) (holding that facts and/or
data are not copyrightable, however, compilation of data may be). Back To Text

®1 See 17 U.S.C. § 101 (defining transfer of copyright ownership as "[a]n assignment, mortgage, exclusive license o
any other conveyance, alienation, or hypothecation of a copyright or of any of the exclusive rights comprised in a
copyright, whether or not it is limited in time or place of effect, but not including a nonexclusive license"); see also
Elise B. May, Where Your Priorities Should Be: Analysis of the Perfection and Priority of Security Interests in
Copyrights as it Affects Bankruptcy, 11 Bankr. Dev. J. 509, 513 (1995) (discussing that security interests were
contemplated by legislature by inclusion of wording regarding mortgages): Watterberg, supra note 47, at 862
(discussing inclusion of mortgage and hypothecation in Copyright Act). Back To Text

%2 See 17 U.S.C. § 205(c)(2) (governing why, where and how copyright is to be recorded);_see also In Re Avalon
Software, Inc., 209 B.R. 517, 521 (Bankr. D. Ariz. 1997) (stating "[i]f the copyright has been registered, and if the
document adequately identifies the property in which the security interest is taken, the recordation of the security
interest serves to impart constructive notice to the world of the existence of the security interest"): May. supra note
at 518 (discussing where judicial lien creditors should record their_lien). Back To Text

®3 National Peregrine. Inc. v. Capital Fed. Sav. & Loan Ass'n of Denver (In re Peregrine). 116 B.R. 194, 203-04 (C.|
Ca. 1990) (holding that under 8§ 205 of Copyright Act transferee/debtor who took interest in copyrights for Debtor's

film library in good faith could avoid unperfected interest of "secured creditor" in copyright and possibly in
receivables associated with that copyright because the "secured creditor” failed to record its interest at Copyright
Office). According to the analysis applied by the Court a trustee or debtor may utilize Bankruptcy Code § 544 to avc
judicial liens or mortgages over copyrights perfected only under the Uniform Commercial Code, Article 9 in favor of
the bankruptcy estate because Article 9's preemption provisions allow the Copyright Act to preempt Article 9's
perfection provisions. See id; see also AEG Acquisition Corp. v. Zenith Prods., Ltd, 127 B.R. 34, 40 (C.D. Ca. 1991
aff'd.. 161 B.R. 50 (9th Cir. 1993) (noting that failure of holder of security interest in chapter 11 debtor's interest in
foreign films to register transfer of copyrights before debtor filed for bankruptcy defeated holder's attempt to perfect
its security interest in the copyrights, even though Berne Convention provides that authors of foreign works enjoy th
same protections of any member country as do nationals of that country because United States federal (as oppose!
state) recordation procedures as to filing of both federal copyright registration and mortgage were not followed). Ba
To Text

®4 209 B.R. 517. 521 (Bankr. D. Ariz. 1997) (holding that "[u]nder federal copyright law, grant of security interest in
copyrighted work is defined as 'transfer of copyright ownership' because within copyright law, that term includes

hypothecation"). Back To Text

® In re World Auxiliary Power Co.. 244 B.R. 149. 154 (Bankr. N.D. Cal. 1999) (holding security interest in
unregistered copyright can be perfected through U.C.C. filing). Back To Text

% See Watterberg. supra note 47. at 874-75. Back To Text

7 See id. Back To Text

®8 See generally Geoscan, Inc. v. Geotrace Techs., No. 99-20744, 2000 U.S. App. LEXIS 23230, at *1-4 (5th Cir.
Sept.14, 2000) (reversing summary judgement in favor of appellant in which appellant claimed appellee exceeded
software licensing agreement and infringed upon appellant's copyright): Mendler v. Winterland Prod.. 207 F.3d 111
1124 (9th Cir. 2000) (exceeding terms of license agreement infringed upon plaintiff's copyright): Kepner=Tregoe, In
V. Vroom. 186 F.3d 283, 286-89 (2d Cir. 1999) (holding that defendant breached his licensing agreement and
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awarded damages to plaintiff). Back To Text

%9 See generally Maurice L. Zilber, Hi-Tech Means High Diligence for the Lender, Newsletter of Corporate Renewal
Vol. 4, No. 1, p. 2 (1996). Back To Text

0 See Watterberg. supra note 47. at 876 (performing a search may uncover potential encumberences): Ara A. Bab:
Striving For Perfection: The Reform Proposals For Copyright=Secured Financing, 33 LOY. L.A. L. REV. 1205, 121°¢
(2000) (contrasting recordation under Copyright Act and U.C.C., where only Copyright Act gives rise to constructive
notice to third parties regarding existing liens on copyrights). Back To Text

"l See Matthew W. Kavanaugh, Software Liens Must be Adequately Registered, The Nat'| L.J., C14-18 (1997)
(monitoring operations to ensure prompt copyright registration); see also 17 U.S.C. § 205 (2000) (recording docume
in Copyright Office serves as constructive notice of facts stated in recorded document); Daboub v. Gibbons, 42 F.3
285, 291 (5th Cir. 1995) (affirming grant of summary judgement where appellees had given constructive notice whe
document was registered according to Copyright Act). Back To Text

2 See Kavanaugh. supra note 71, at C14 (stating that "both the security interset and the software itself must be
registeredwith the U.S. Copyright Office"). Back To Text

3 See William A. Dornbos, Structuring, Financing, and Preserving Security Interests in Intellectual Property, 113
Banking L.J. 656, 670 (1996) (noting that registering copyright for each completed segment of computer program is
required to minimize period that security interest is unperfected); see also 17 U.S.C. § 101 (1994) (defining comput
programs as "a set of statements or instructions to be used directly or indirectly in a computer in order to bring abot
certain result"); Computer Mgmt. Assistance Co. v. Robert F. Decastro, Inc., No. 99-30513, 2000 U.S. App. LEXIS
17962, at *7 (5th Cir. July 25, 2000) (stating that in regards to computer programs, "copyright protection does not
extend to ideas, per se, but to the particular expressions of those ideas"). Back To Text

"4 See Watterberg. supra note 47. at 875-876 n.144 (explaining that Copyright Office has denied requests for secul
deposits of secret material); see also Jeffrey R. Capwell, Secured Financing in Intellectual Property: Perfection of
Security Interests in Copyrights to Computer Programs. 39 Syracuse L. Rev. 1041, 1074 (1988) (warning that
registering computer programs can potentially lead to undesired disclosure of highly valuable technological
information);_Dornbos. supra note 73, at 670 (indicating that perfecting security interest in software programs still
under development would be expensive and would inundate Copyright Office with requests to register segments of
software). Back To Text

> See 17 U.S.C. § 205(c)(1) (2000) (stating "the document, or material attached to it, specifically identifies the work
to which it pertains so that, after the document is indexed by the Register of Copyrights, it would be revealed by a
reasonable search under the title or registration number of the work_._. . ). Back To Text

8 See generally Agin. supra note 45. ch. 11.03. Back To Text

" See William C. Hillman, Documenting Secured Transactions—Problem Avoidance and Effective Drafting,
Practising Law Institute, 1991 at 2—-24 (discussing effective drafting). Back To Text

8 See 17 U.S.C. § 304 (2000) (setting duration of copyrights); see also Dornbos. supra note 73. at 683-85 (definin
rights and remedies of creditor and debtor): Stephen P. Tarolli, The Future of Information Commerce Under

Contemporary Contract and Copyright Principles, 46 Am. U. L. Rev. 1639, 1646-1673 (1997) (recommending
improvements in copyright laws). Back To Text

9 See American Policyholders Ins. Co. v. Nyacol Prods.. 989 F.2d 1256. 1264 (1st Cir. 1993) (holding that breach ¢
royalty agreement arises out of contract and not copyright_law): Royal v. Leading Edge Prods., Inc., 833 F.2d 1, 2 (.

Cir. 1987) (stating same); see also Allison Roarty, Link Liability: The Argument For Inline Links and Frames as
Infringements of the Copyright Display Right, 68 Fordham L. Rev. 1011 (1999). Back To Text
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80 But see In re Avalon Software. Inc.. 209 B.R. 517. 524 (Bankr. D. Ariz. 1997) (holding that lender's security

interest was unperfected as against copyrighted software, licenses of software, and proceeds from software). Back
Text

81 See Allis=Chalmers Corp. v. Staggs. 453 N.E.2d 145. 148 (lll. App. Ct. 1983) (noting that financing statements

function to put third parties on notice that secured party may have perfected security interest); see also Ginter v. Re
Media Group, Inc., No. 98 C 3319, 1999 U.S. Dist. LEXIS 61533, at *10 (N.D. Ill. April 7, 1999) (noting that
financing statements often contain general descriptions of collateral in comparison to security agreements). Back T
Text

82 See Watterberg. supra note 47. at 874-77 (outlining necessary steps to perfect security interest in_software). Bac
To Text

83 See Robert B. Simons, Technology: Back to Earth from Cyberspace: Dealing with Business Failure of Internet
Companies. 8 Nev. Law. 12, (June 2000) (noting the effective date of Revised Article 9 as well as noting number of
states which, have, as of June 2000, adopted). Back To Text

84 See Chatlos Sys.. Inc. v. Nat'| Cash Register Corp.. 670 F.2d 1304, 1305 (3d Cir. 1982) (classifying computer

software as goods): Edwin E. Smith, Overview of Article 9, 73 Am. Bankr. L.J. 1. 11 (1999) (explaining that software
embedded in goods is considered as part of goods and not as software in the Revised Article 9). Back To Text

8 U.C.C. § 9-102(a)(44) (1999); see also Steven O. Weise, Symposium. The Financing of Intellectual Property Un

Revised UCC Article 9, 74 Chi.—Kent L. Rev. 1077, 1086, n.31 (1999) (suggesting that applying "part of the goods"
test to certain collateral may still yield ambiguous results). Back To Text

8 U.C.C. § 9-102(a)(75); see also U.C.C. § 9-102 (a)(42) (defining "general intangibles" as specifically including
software). Back To Text

87 See U.C.C. § 9-310 (excluding "general intangibles" from list of exceptions to general rule that financing stateme
must be filed in order to perfect security interest); see also In re Information Exch., Inc., 98 B.R. 603, 604 (Bankr.
N.D. Ga. 1989) (holding that security interest in intangible information and programming recorded on computer tape
required filing of finance statement, and that mere possession of tape did not create perfected interest); Susan Barl
Montgomery, Security Interests in Intellectual Property, SD76 ALI-ABA 103, 118 (1999) (asserting that filing of
finance statement with appropriate registry or other record—keeping office is only means by which security interest i
intellectual property may be perfected). Possession of an embodiment of intellectual property, such as duplicate of
copyrighted manuscript, is insufficient. 1d. Back To Text

8 See U.C.C. § 9-310 (1999) (distinguishing "goods" from other types of collateral for which finance statement mus
be filed in order to perfect security interest); see_also U.C.C. § 9-313 (1999) (permitting perfection of security intere
in "goods" by possession of collateral). Back To Text

89 See U.C.C. § 9-102(64) (defining nature and extent of property to which Article 9 security interest may attach); st
alsq U.C.C. § 9-315(c) (providing that security interest in proceeds is perfected when security interest in underlying
collateral is perfected). Back To Text

90'sSee 11 U.S.C. § 361 (1994) (requiring trustee to make periodic payments to any entity whose interest in debtor's
estate has decreased in value as result of automatic stay); see also 11 U.S.C. § 365 (n)(2) (providing that licensee
intellectual property from debtor who elects to retain its rights under executory contract, despite repudiation by
trustee, must remit all royalty payments in accordance with agreement). But see Simons, supra note 83, at 13 (notil
that complications may arise if debtor did not create, but merely licensed from third party, software in which creditor
intends to establish security interest). Back To Text

91 See Roger Norman Coe, 76 J. Pat. & Trademark Off. Soc'y 833, 834 (1994) (defining "trade secret" as informatio
not generally known to public, used in operation of business which gives rise to actual or potential competitive
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advantage); Ethan Horwitz and Heather C. Wilde, Doing Diligence with Trademarks, N.Y.L.J., Jan. 18, 2000, at S6
(discussing elemental aspects of performing due diligence in transactions involving sale of trademarks). This analys
can be expanded to apply to all intellectual property transactions. Id. See Diane R. Stokke, Byline, Financing
Intellectual Property, 14 Com. Lending Rev. 48 (1999) (suggesting that due diligence in assessing value of intellect
property should include, among other measures, audit with aid of experienced counsel). Back To Text

92 See Glenn Spencer Bacal, Endnote. Computer Software and Contracts: Anticipating Vendor and User Bankruptc
2J.L.&Tech. 183, 187 (1987) (observing that financially troubled user may opt to transfer intellectual property, in

violation of nontransfer or nondisclosure agreement, in order to raise cash); Paul J.N. Roy, John P. Brockland and
John F. Lawlor, Security Interests in Technology Assets and Related Intellectual Property: Practical and Legal

Considerations, 16 Computer Law. 3. 20 (1999) (proposing that security agreement should include restriction on
debtor's freedom to grant rights to third parties in intellectual property which diminsh value of creditor's interest);

Frederick W. Padden, Due Diligence and the High Technology Client, Conducting Due Diligence: 1995, 886
PLI/Corp. 631, 658 (1995) (maintaining that due diligence investigation should ensure that licensee has done nothir
to dilute uniqueness and value of trademark by producing inferior product or providing poor service). Back To Text

9 See 35 U.S.C. § 261 (2000) (declaring void, as against purchaser or mortgagee for valuable consideration, any
assignment, grant or conveyance of patent without notice, unless recorded in Patent Office within three months fror
its date, or prior to date of such subsequent purchase or mortgage); see also In re Cybernetic Serv., Inc., 239 B.R.
922 (9th Cir. 1999) (holding that, because 8§ 261 of Patent Act is silent as to priority of security interests, creditor's
state law Article 9 filing in Patent Office perfected its security interest and bankruptcy trustee was precluded from
avoiding claim); Scott J. Driza, Perfecting Security Interests in Intellectual Property, 88 1ll. B. J. 162, 163 (2000)
(observing that U.C.C. filing can be trumped by Patent Office filing, and that Patent Act filing system fails to afford
"first to record" protection of U.C.C. Article 9 filing system). Back To Text

94 See Ginter v. Real Media Group, Inc., No. 98 C 3319, 1999 U.S. Dist. LEXIS 6153, at *16 (E.D. Ill. April 6, 1999)
(finding that promissory note which constituted security agreement described only "publication rights" as collateral,
and did not encompass, as creditor argued, trademarks, copyrights, trade secrets and other intangible assets whict
eventually flowed from collateral): In re C Tek Software, Inc., 127 B.R. 501, 506 (Bankr. D. N.H. 1991) (finding
revisions to software program's source code were distinct and copyrightable, and that, therefore, creditor's security
interest was limited to program as originally developed); Kenneth P. Wilcox, Headline, Practical Problems with
Intellectual Property as Collateral, 11 Com. Lending Rev. 12 (1996) (suggesting that prudent lender should require
borrower to deposit with escrow agent latest source code and upgrade of borrower's software application in order tc
protect creditor's interest). Back To Text

% See U.C.C. § 9-610 (1999) (providing that, upon default, secured party may sell, lease, license or otherwise disp
of collateral of which its security interest is comprised): Weise, supra note 85, at 1094 (positing that secured party i
entitled to enforce its security interest in any proceeds created by transfer of licensee's rights). See generally Agin,
supra note 45, ch. 10. Back To Text

% See U.C.C. § 362 (1994) (establishing automatic stay, upon filing of bankruptcy petition of any act to create, perfe
or enforce any lien against property of estate): Wilcox, supra note 94, at 15 (urging creditor to perfect interest in
proceeds in intellectual property as it may be only viable source of repayment in event of bankruptcy). See generall
Aaqin, supra note 45. Back To Text

97 See U.C.C. § 9-317 (1999) (establishing that unperfected security interest is subordinate to rights of lien creditor

before the security interest is perfected); see also First Nat'| Bank of Lacon v. Strong, 663 N.E.2d 432, 434 (D. Ill.
1996) (holding that state's issuance of warrant to levy upon debtor's assets conferred upon it status of "lien creditor

with priority over all unperfected interests in debtor's assets). Back To Text

%529 S.E.2d 80 (Va. 2000). Back To Text

% See id. at 86 (determining that judgment debtor's rights to domain names in question did not exist separate and a
from those services required to render names operational). See generally Lisa Carroll, A Better Way to Skin the Ca


http://www.westlaw.com/find/default.wl?rs=CLWD2.2&amp;vr=2.0&amp;cite=11+USCA+s+365
http://www.westlaw.com/find/default.wl?rs=CLWD2.2&amp;vr=2.0&amp;cite=2+J.L.+%26+Tech.+183
http://www.westlaw.com/find/default.wl?rs=CLWD2.2&amp;vr=2.0&amp;cite=2+J.L.+%26+Tech.+183
http://www.westlaw.com/find/default.wl?rs=CLWD2.2&amp;vr=2.0&amp;cite=16+Computer+Law.+3
http://www.westlaw.com/find/default.wl?rs=CLWD2.2&amp;vr=2.0&amp;cite=16+Computer+Law.+3
http://www.westlaw.com/find/default.wl?rs=CLWD2.2&amp;vr=2.0&amp;cite=35+USCA+s+261
http://www.westlaw.com/find/default.wl?rs=CLWD2.2&amp;vr=2.0&amp;cite=239+B.R.+917
http://www.westlaw.com/find/default.wl?rs=CLWD2.2&amp;vr=2.0&amp;cite=239+B.R.+917
http://www.westlaw.com/find/default.wl?rs=CLWD2.2&amp;vr=2.0&amp;cite=88+Ill.+B.J.+162
http://www.westlaw.com/find/default.wl?rs=CLWD2.2&amp;vr=2.0&amp;cite=127+B.R.+501
http://www.westlaw.com/find/default.wl?rs=CLWD2.2&amp;vr=2.0&amp;cite=UCC+s+9-610
http://www.westlaw.com/find/default.wl?rs=CLWD2.2&amp;vr=2.0&amp;cite=UCC+Article+9
http://www.westlaw.com/find/default.wl?rs=CLWD2.2&amp;vr=2.0&amp;cite=UCC+s+9-610
http://www.westlaw.com/find/default.wl?rs=CLWD2.2&amp;vr=2.0&amp;cite=UCC+s+9-610
http://www.westlaw.com/find/default.wl?rs=CLWD2.2&amp;vr=2.0&amp;cite=UCC+s+362
http://www.westlaw.com/find/default.wl?rs=CLWD2.2&amp;vr=2.0&amp;cite=UCC+s+362
http://www.westlaw.com/find/default.wl?rs=CLWD2.2&amp;vr=2.0&amp;cite=UCC+s+362
http://www.westlaw.com/find/default.wl?rs=CLWD2.2&amp;vr=2.0&amp;cite=UCC+s+9-317
http://www.westlaw.com/find/default.wl?rs=CLWD2.2&amp;vr=2.0&amp;cite=663+N.E.2d+432
http://www.westlaw.com/find/default.wl?rs=CLWD2.2&amp;vr=2.0&amp;cite=663+N.E.2d+432
http://www.westlaw.com/find/default.wl?rs=CLWD2.2&amp;vr=2.0&amp;cite=529+S.E.2d+80
http://www.westlaw.com/find/default.wl?rs=CLWD2.2&amp;vr=2.0&amp;cite=529+S.E.2d+86

Resolving Domain Name Disputes Using State Unfair Competition Law, 18 Intell. Prop. Newsl. 1 (2000) (suggesting
that alternate remedy exists at state law level which more closely addresses issue posed by domain names). Back
Text

1% see Caesars World, Inc. v. Caesars—Palace.com, No. CIV.A. 99-550-A, 2000 U.S. Dist. LEXIS 12730 at *3-4
(E.D. Va. 2000) (rejecting as unpersuasive defendant's argument that domain name is not property, but rather data
forms part of its address, and holding that Congress has authority to define such data as property); Online
Partners.com, Inc. v. Atlanticnet Media Corp., No. CIV.A. C98-4146 S| ENE, 2000 U.S. Dist. LEXIS 783 at *26
(N.D. Cal. 2000) (stating "[a] domain name is intellectual property and may be attached under the law"). But see
Dorer v. Avel, 60 F.Supp. 558, 560-561 (E.D. Va. 1999) (noting several reasons for declining to treat domain name
as personal property subject to attachment, but deferring resolution of issue in light of availability to plaintiffs of less
problematic, alternative remedies). Back To Text

101 see Richard Lehv, Cybersquatting in Focus, N.Y.L.J., January 18, 2000, at S4 (stating that Network Solutions
assigns domain names that substitute for numeric addresses, thereby enabling web site to be located faster and ea
Gayle Weiswasser, Domain Names, the Internet, and Trademarks: Infringement in Cyberspace, 13 SANTA CLARA
COMPUTER AND HIGH TECH. L.J. 137, 147 (1997) (observing that domain names are registered by Network
Solutions on first—-come, first—served basis in response to e-mail requests); Todd W. Krieger, Note, Internet Domail
Names and Trademarks: Strategies for Protecting Brand Names in Cyberspace, 32 Suffolk U.L. Rev. 47, 48 (1998)
(noting that Network Solutions is U.S. government corporation responsible for administering domain_names). Back
Text

192 5ee The Lanham Trade—-Mark Act. 15 U.S.C. § 1125 (1994) (establishing civil remedy for trademark misuse).
Back To Text

103 see The Anti-Cyber—Squatting Consumer Protection Act. 15 U.S.C. § 1125(d) (2000) (creating civil cause of
action for registration or use of another's trademarks as domain name); see also Harrods Ltd. v. Sixty Internet Dom
Names, 2000 WL 1175103, at *6 (E.D. Va Aug. 15, 2000) (observing that purpose of Act was to prevent bad faith
cybersquatting); H.R. Rep. No. 106-412, at * 7 (1999) (stating that intent of Congress in enacting Act was to addre:
problems caused by registration of domain names using terms identical to or confusingly similar to existing
trademarks). Back To Text

1045ee 15 U.S.C. § 1125(d)(2)(A) (2000) (permitting owner of mark to file in rem action against domain name when
domain name violates trademark right and personal jurisdiction cannot be established); see also Porsche Cars N. A
Inc. v. AllPorsche.com, Nos. 99-1804 & 99-2152, 2000 WL 742185, at *1 (4th Cir. June 9, 2000) (observing that
Act, under certain circumstances, expressly allows trademark owner to file in rem action against domain name); Lel
supra note 101 (noting that Act permits trademark owner to begin in rem proceeding against domain name when
personal jurisdiction cannot be established over cybersquatter). Back To Text

10575 U.S.C. § 1125(d) (2000). "The Anti Cyber-squatting Consumer Protection Act" was drafted to resolve a new
legal dilemma created by the emergence of the internet new economy. The Act provides a legal remedy for individu
or entities who failed or delayed filing for a similar name and using their commercial or personal mark to prevent
unscrupulous individuals from using their name on the internet for commercial or unauthorized activities. Id.; 15
U.S.C. 8§ 1125(2) (providing civil remedy for person or entity whose mark is used or registered by another as domai
name, provided that user has bad faith intent to profit through use of mark). See S. Rep. No. 106-140, at 4 (1999)
(maintaining that one purpose of Act was to prevent bad faith registration and use of distinctive marks as domain
names with intent to profit from such registration and use). Back To Text

106 5ee 15 U.S.C. § 1125(d)(2)(A). (d)(2)(D)(i) (West Supp. 2000) (providing that in rem proceeding may be brought
against infringing domain name, but only for purposes of injunctive relief): Sporty's Farm L.L.C. v. Sportsman, 202

F.3d 489, 496 (2d Cir. 2000) (noting that court may order forfeiture, cancellation or transfer of domain name, but its

ability to order payment of damages is limited): Mattel. Inc. v. Internet Dimensions, Inc., 2000 WL 973745, at *2
(observing that Act provides for injunctive relief and limited monetary damages). Back To Text
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107 see Network Solutions. Inc. v. Umbro Int'l.. Inc. et al.. 529 S.E.2d. 80. 86 (2000) (holding that registrar grants
registrant contractual right to use domain name); Dorer v. Avel, 60 F.Supp. 558, 560-61 (E.D. Va. 1999) (suggestir

though not deciding, that domain names are not personal property of registrant and therefore cannot be attached b

creditors). But see, Kremen v. Cohen, 99 F.Supp.2d 1168, 1173 (N.D. Cal. 2000) (finding reasoning in Network

Solutions unsatisfactory, and stating that right to use domain exists separate and apart from services provided by
registrar). Back To Text

108 See Network Solutions. Inc.. 529 S.E.2d. at 86 (maintaining that because domain name is services contract and
liability, it is not subject to garnishment): Dorer, 60 F. Supp. at 561 (reasoning that because domain name is primar
contract right and not property right it should probably not be subject to garnishment); see also John E. Daniel,
Domain Names, Nat'l L. J., Aug. 21, 2000, at B10 (discussing recent failed attempts to characterize domain names
property for sake of garnishment proceedings). Back To Text

109 see Network Solutions. Inc.. 529 S.E.2d at 81 (stating that question was one of first impression and holding that
domain name is contract right, not property right, and therefore cannot be garnished);_see also Daniel, supra note 1
(maintaining that Network Solutions decision was based on fact that domain nhames are contracts for services, and
therefore not garnishable liabilities under Virginia statute); Umbro Finds it Hard to Recover from a Cybersquatter,
Legal Times, May 8, 2000, at 20 (discussing Network Solutions ruling and reaction of parties' counsel). Back To Te.

195ee Va. Code § 8.01-466 (requiring clerk of court to issue writ of fieri facias on judgment for money at request o
judgment creditor); id. § 8.01-478 (providing that writ of fieri facias may be executed on goods and chattels of
judgment debtor); see also Network Solutions, 529 S.E.2d at 85 (stating that under Virginia law, writ of fieri facias
can only be issued on liability to third party). Back To Text

111 see Network Solutions. 529 S.E.2d at 87 (rejecting Umbro's argument that contractual right to use domain name
can be severed from provision of services by Network Solutions); see also Daniel, supra note 108 (discussing Netw
Solutions decision and court's holding that debtor's property interest in domain name was tied to contractual right
granted by Network Solutions). But see Georgia Power Co. v. Security Inv. Properties, Inc.. 559 F.2d 1321, 1324 (5
Cir. 1977) (holding that business telephone numbers, for purpose of bankruptcy proceedings, are valuable property
interest that can be distinguished from contractual right to use telephone service). Back To Text

112 Network Solutions. 529 S.E.2d at 86. See Va. Code § 8.01-511 (providing that judgment creditor may recover o

liability of third party to judgment debtor); see also Sykes v. Beal, 392 F.Supp. 1089, 1094-95 (D.Conn. 1975)
(maintaining that contractual duty of automobile insurer to defend policy holder is not garnishable). Back To Text

113 see Network Solutions. Inc. v. Umbro Int'l.. Inc.. 529 S.E.2d 80. 86 n.13 (2000) (determining that issue of whethe
or not domain name was new form of intellectual property need not be reached, but noting that courts have sometir
held that even traditional forms of intellectual property are not garnishable); see also Ager v. Murray, 105 U.S. 126,
131 (1881) (acknowledging that patent rights are property rights, but maintaining that they cannot be seized by

judgement creditors); Stephens v. Cady, 55 U.S. 528, 531 (1852) (holding that copyright in engraving could not be
seized by creditor, although engraving itself could_be). Back To Text

141n re Slenderalla Sys. of Berkley Inc.. 286 F.2d 488 (2d Cir. 1961). Back To Text
15)h re Best Re-Manufacturing Co.. 453 F.2d 848 (9th Cir. 1971). Back To Text

118 see In re Best Re-Manufacturing Co.. 453 F.2d at 849-50 (maintaining that telephone number does not constitt

property under applicable state law): In re Slenderalla Sys. of Berkley Inc.. 286 F.2d at 490 (holding that debtor doe
not have proprietary right to telephone numbers and therefore telephone number is not property of estate for purpo:

of bankruptcy proceedings). But see Fountainebleau Hotel Corp. v. Simon (In re Fontainebleau Hotel Corp.) 508 F..
1056, 1059 (5th Cir. 1975) (disagreeing with Second and Ninth circuits and holding that telephone number is prope

asset of debtor over which bankruptcy court has summary jurisdiction). Back To Text
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117 see In re Best Re-Manufacturing Co.. 453 F.2d at 850, n.1 (holding that subscriber did not have either possessi
or ownership of telephone number, but only contractual right to use services): In re Slenderella Sys. of Berkley Inc.,
286 F.2d at 490 (maintaining that telephone numbers are only licensed to subscribers, and never become property
subscribers). But see Darman v. Metro. Alarm Corp., 528 F.2d 908, 910 (1st Cir. 1976) (finding that debtor's right tc
use telephone number is superior to rights of other and that this creates the equivalent of property interest, over wh
bankruptcy court can exercise jurisdiction). Back To Text

118 see In re Best Re-Manufacturing Co.. 453 F.2d at 850 (refusing to accept argument that continuation of debtor's
old phone number is vital to business because most of business was initiated by phone): In re Slenderella Sys. of
Berkley Inc., 286 F.2d at 489 (maintaining that debtors had no property interest in telephone numbers, although fac
indicate that keeping same number was important to debtors' businesses); A. Mechele Dickerson, From Jeans to
Genes: The Evolving Nature of Property of the Estate, 15 Bankr. L.J. 285, 304-305 (1999) (comparing worth of
unique domain names and unique telephone numbers to debtor businesses and considering effect this has on prop
rights in bankruptcy proceedings). Back To Text

19 5ee In re Slenderella Sys. of Berkley Inc.. 286 F.2d at 490 (observing that "Rule and Regulations” are filed with
public utility commissions so property rights to telephone numbers can be denied to subscriber), See also In re Bes
Re—Manufacturing Co. 453 F.2d at 849-50 (noting debtor had neither ownership or possession of telephone humb
Back To Text

1201 re Security Inv. Properties. Inc.. 559 F.2d 1321 (5th Cir. 1997). Back To Text
121528 F.2d 908, 910 (1st Cir. 1976). Back To Text

122 5ee In re Security Investment Properties Inc.. 559 F.2d at 1324 (relying on In re Fountainbleau Hotel Corp.)
("[T]elephone numbers constitute a unique property interest, the value of which increases as the number becomes
widely known through publication in guidebooks, posting on billboards and imprinting on publicity items. The
property interest in such numbers differs from a subscriber's rights to the telephone utility's service."): Darman, 528
F.2d. at 910 (holding that subject to consent of telephone company, Trustee had sufficient possessory interest in
telephone number and advertising listing to transfer said rights to third party); see also In re Connecticut Pizza, Inc.
193 B.R. 217, 222-27 (Bankr. D. Md. 1996) (asserting that telephone number is asset that is part of bankruptcy
estate): In re Personal Computer Network Inc. v. lllinois Bell Tel. Co., 85 B.R. 507, 508 (Bankr. N.D. lll. 1988)

(noting among assets purchased from debtor was his telephone number, which was considered one of most valuab

assets): Oppedahl & Larson v. Network Solutions, Inc.. 3 F.Supp.2d 1147, 1159 (D. Colo. 1998) (finding that right tc

use domain name is contract between registrar and registrant and will be subject to those terms). Back To Text

123 See In re Security Investment Properties Inc.. 559 F.2d at 1324. Back To Text

124No. CIV.A. 99-550-A, 2000 U.S. Dist. LEXIS 12730. (E.D. Va. June 27, 2000). Back To Text
125No. CIV.A. C98-4146-SI ENE, 2000 U.S. Dist. LEXIS 783. (N.D. Cal. Jan. 24, 2000). Back To Text

126 5ee Ceasar's World, Inc. v. Caesars—Palace.com, No. Civ. A. 99-550-A, 2000 U.S. Dist. LEXIS 12730, at *3
(allowing cause of action to be brought against alleged cybersquatter); Online Partners.com, 2000 U.S. Dist. LEXIS
783 at *26 (noting that domain name is intellectual property); see also Bancroft & Masters, Inc. v. Augusta Nat'l Inc.
No. 99-15099, 2000 U.S. App. LEXIS 20917 at *9 (9th Cir. 2000) (noting need to protect domain names as
intellectual property rights): Sporty's Farm v. Sportman's Mkt., Inc.. 202 F.3d 489, 498-99 (2d Cir. 2000) (noting
need for company to be formed prior to registering domain name in order to claim property rights); Dostana Enters.
Federal Express Corp., No. 00 Civ. 0747 (RWS), 2000 U.S. Dist. LEXIS 11726 at *2 (S.D.N.Y. 2000) (comparing
property rights of domain name which are virtually identical). Back To Text

127 5ee 15 U.S.C. § 1125(d)(2000) (stating amendment to Lanham Act added "in rem" cause of action for "bad faith
registration of domain names similar to trademarks, rendering moot decision in Porsche Cars North America, Inc. v

Porche.com, 51 F.Supp.2d 707 (E.D. Va. 1999)). Back To Text
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128 Online Partners.com, 2000 U.S. Dist. LEXIS 783, at *26 (citing Umbro International Inc. v. 326851 Canada, Inc.,
48 Va. Cir. 139 (Va. Cir. 1999). Back To Text

129 see Network Solutions. Inc. v. Umbro Intl. Inc.. 529 S.E.2d 80. 88 (Va. 2000) (holding that domain registration i
contract for services and not garnishable). Back To Text

130 ct. caesars World, Inc. v. Caesars—Palace.com., No. Civ. 99-550-A, 2000 U. S. Dist. LEXIS 12730 at *7, 8 (E.I
Va. 2000) (authorizing garnishment of domain name by default judgment); Online Partners.com, 2000 U.S. Dist.
LEXIS 783 at *19, 22 (noting that due to confusion of domain name, court garnished the rights from defendant). Set

generally Dorer v. Arel, 60 F.Supp.2d. 558, 561 (E.D. Va. 1999) (noting that domain name is target for creditors
seeking satisfaction of judgment). Back To Text

Blsee 11 U.S.C. §§ 101(53) (2000) (noting that Judicial liens which arise out of federal or state court judgments ar
not avoidable by the Debtor or Trustee, if perfected pursuant to state law); see also In re Tillman Produce Corp., 39
F. Supp. 500. 501 (W.D. Wisc. 1975) (stating that effects of liens on real estate are determined by state law); In re

Rhodes, 20 F. Cas. 652, 653 (Cir. Ct. W.D. Pa. 1872) (noting in bankruptcy assets are distributed among creditors)
Back To Text

132 Compare Caesar's World, 2000 U.S. Dist. LEXIS 12730, at *1 (noting that domain name is protected under the

Lanham Act). with Online Partners.com, Inc. v. Atlanticnet Media Corp., No. Civ. A. C98-4146-SI ENE, 2000 U.S.
Dist. LEXIS 783, at *27 (N.D. Cal. Jan. 24, 2000) (noting that upon judgment for trademark infringement a domain

name was granted to the plaintiff). See generally Kremen v. Cohen, 99 F.Supp.2d. 1168, 1173 (N.D. Cal. 2000)
(rejecting Umbro decision). Back To Text

133 5ee Lanham Act. 15 U.S.C. § 101(53) (2000) (referring to the procedures of regulating trademarks); see also

Copyright Act, 17 U.S.C. 88 201, 205 (2000) (stating rules dealing with ownership and registration of copyrights);
Patent Act 35 U.S.C. § 25 (2000) (discussing the declaration in lieu of oath for filing patent). Back To Text

134See In re Luby. 89 B.R. 120. 126 (Bankr. D. Ore. 1988) (stating that generally court will marshal assets of two
entities if it is shown that: (1) corporate veil could be pierced or (2) shareholder's property should be deemed

contribution of capital); see also In re North American Coin & Currency Ltd., 767 F.2d 1573, 1575 (9th Cir. 1985)
(opining Courts are to act cautiously in recognizing such liens, thereby "exercising such a relatively undefined
equitable power in favor of one group of potential creditors at the expense of other creditors..."): In re Tampa Chair

Co..Inc.. 53 B.R. 772, 779 (Bankr. S.D.N.Y. 1985) (noting reluctance to find "common debtor" unless there was

inequitable conduct, overreaching or fraud). Cf. In re Quality Holstein Leasing, 752 F.2d 1009, 1013 (5th Cir. 1985)
(citing In re Kennedy and Cohen, Inc., 612 F.2d 963, 965 (1980)) (holding in dicta that proceeds of constructive trus

may not become the property of a bankruptcy estate). Conversely certain bankruptcy courts have used the general
equitable powers of the Bankruptcy Code (11 U.S.C. § 105) to create constructive trusts over non—debtor property,
i.e., that which Debtor does not hold legal title to, where Debtor and a related entity should be treated as one. See
Jeffrey Davis, Equitable Liens and Constructive Trusts in Bankruptcy: Judicial Values and the Limits of Bankruptcy
Distribution Policy, 41 Fla. L. Rev. 1, 5 (Winter 1989) (stating that creditors often seek to attach debtor's assets by
asserting equitable or constructive lien over said assets). Courts are split over the viability of such liens in bankrupt
proceedings. See id. Back To Text

13 see In re El Paso Refinery. 196 B.R. 58. 72 (Bankr. W.D. Tex. 1996) (noting that "Article 11 of the Licenses

restricts either party from assigning or transferring the Licenses without prior written consent of the other party"); se

alsq In re Embrace Sys. Corp., 178 B.R. 112, 122 (Bankr. W.D. Mich. 1995) (noting that license can provide for har
asset transfer by debtor or not): In re Biopolymer, Inc.. 136 B.R. 28, 29 (Bankr. D. Conn. 1992) (noting that license

agreement is executory contract and therefore non-transferable in bankruptcy). Back To Text

136 5ee 11 U.S.C. § 365(a) (2000) (discussing executory contracts and unexpired leases). "[T]he Trustees...may
assume or reject any executory contract or unexpired lease of the debtor.” See id; see also In re Tudor Motor Lodgs
102 B.R. 936, 946 (Bankr. D. N.J. 1989) (claiming that if license is not terminated it becomes property of the debtor

estate and is executory contract): In re Logical Software, Inc., 66 B.R. 683. 684 (Bankr. D. Mass 1986) (stating that
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debtors right to license is major asset to corporation). Back To Text

137 David Kupetz. Beware When Dealing with Licensors of Intellectual Property: Avoiding, 17 No. 1 Computer Law.
21, 28 (Jan. 2000) (concluding that "[llicensees of intellectual property should position themselves to take advantag

of the benefits of Bankruptcy Code § 365(n) by seeking to create disincentives for the rejection of their license
agreements in the event of bankruptcy"). The article further suggests that "[u]nder the current state of the law, partit
seeking to perfect security interests in intellectual property should protect their interests by recording at the applical
federal office (U.S. PTO or U.S. Copyright Office) as well as at the appropriate state office." Id. Back To Text

138 The legislative history of § 365(n) states that the section was drafted for the purpose of ameliorating the harsh
consequences of strict statutory construction of 8 365(a) contained in the decision of the Fourth Circuit in Lubrizol
Enters.. Inc. v. Richmond Metal Finishers, Inc., 756 F.2d 1043 (4th Cir. 1995). The Lubrizol court held that a strict
construction of § 365(a) authorized debtor licensors to reject non—exclusive technology licenses, leaving licensees
the lurch or prone to renegotiations of contractual agreements that they relied upon in formulating their business ple
See Lubrizol Enters., Inc., 756 F.2d at 1048; see also La Electronica, Inc. v. Capo—Roman (In re Electronica, Inc.),
995 F.2d 320, 323 (1st Cir.1993) (asserting that subject to certain objections an executory contract may assumed o
rejected pursuant to confirmed chapter 11). Back To Text

1395ee 11 U.S.C. § 365(n) (1999). See generally In re La Electronica. Inc.. 995 F.2d at 323 (asserting that subject t
certain objections an executory contract may be assumed or rejected pursuant to a confirmed chapter 11 plan). Bac

To Text

1405ee 11 U.S.C. § 365(c)(1), which provides:

(c) The trustee may not assume or assign any executory contract or unexpired lease of the debtor, whether or not s
contract or lease prohibits or restricts assignment of rights or delegation of duties if —

(1)(A) applicable law excess a party, other than the debtor, to such contract or lease form accepting performance fc
or rendering performance to an entity other than the debtor or debtor in possession, whether or not such contract, c
lease, prohibits or restricts assignment of rights or delegation of duties; and

(b) such party does not consent to single assumption or assignment.

(emphasis added). Id. Back To Text

141 See Perlman v. Catapult Entertainment. Inc. (In re Catapult Entertainment). 165 F.3d 747 (9th Cir. 1999) (stating

that non—exclusive license may not be assumed or assigned without non—bankrupt licensor approval). C.f. Chesap
Fiber Packaging Corp. v. Sebro Packaging Corp.. 143 B.R. 360, 374-75 (D. Md.1992) (noting that where exclusive
license is provided, "[c]ourts have consistently held that agreements conveying patent rights, even if they reserve
continuing rights to the parties, including the right of termination, constitute grants of title and are not executory in

nature"); see generally Kenyon v. Automatic Instrument Co., 160 F.2d 878, 882 (6th Cir. 1947) (asserting that
agreement assigning patent rights was not executory). Back To Text

142 see Marjorie Chertok, Structuring License Agreements With Companies in Financial Difficulty, Section 365(n):

Divining Rod or Obstacle Course, 65 St. John's L. Rev. 1045 (1991) (exploring potential difficulty of debtor licensee

to operate within chapter 11 proceeding and trustee's ability to sell licenses); see also Lubrizol Enters. Inc., v.
Richmond Metal Finishers, Inc.. 766 F.2d 1043, 1046 (4th Cir.1985) (holding that absent statutory modification
bankruptcy courts must reject license agreements regarding intellectual property): In re Logical Software Inc., 66 B.
683, 687 (Bankr. D. Mass. 1986) (rejecting license agreement for computer software even though licensee's busine
was based entirely upon use of debtor's software). Back To Text

143 see Lubrizol Enters.. Inc. 756 F.2d at 1042 (4th Cir. 1985) (quoting legislative history of 11 U.S.C.§ 65(n)); see
alsg 11 U.S.C. 8365 (n): 11 U.S.C. § 356 (c)(1). Back To Text
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144 See In re Access Beyond Tech.. Inc.. 237 B.R. 32. 33—-34 (Bankr. D. Del. 1999) (adopting position taken by
Catapult court that license agreements for patents were executory contracts due to patent owners reserved right to
for infringement.); see also In re Catapult Entertainment Enters., Inc., 165 F.3d at 750 (holding that proper
interpretation of 8§ 365 (c)(1) to be plain reading of statute); see also CFLC. Inc.. v. Cadtrak Corp. (In re CFLC, Inc.)
89 F.3d 673, 680 (9th Cir. 1996) (holding that patent licenses are personal and assignable only with consent of

licensee). Back To Text
145 5ee 11 U.S.C. § 365(f), which provides:

Except as provided in Subsection (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; except tha
Trustee may not assign an unexpired contract license of nonresidential property under which the Debtor is an affec
air carrier that is the Lessee of an aircraft terminal or aircraft gate if there has occurred a termination event.

Id. Back To Text

14 see In re Access Beyond Tech. Inc.. 237 B.R. at 48 (rejecting application of "actual test" in favor of "hypothetical
test"); see also James Cable Partners v. The City of Jamestown Tenn. (In re James Cable Partners) 27 F.3d 534, &
(11th Cir. 1994) (holding that language of 11 U.S.C. § 365 (c) (1) requires applying hypothetical issue). See genera
11 U.S.C. § 365 (c)(1). Back To Text

147 See In re Patient Educ. Media. Inc.. 210 B.R. 237. 240 (Bankr. S.D.N.Y. 1997) (noting that under federal copyrig

law, nonexclusive license is personal to Licensee who cannot assign it to third party without consent of copyright
owner). In determining whether chapter 11 debtor could transfer his nonexclusive license to use copyrighted works
over copyright owner's objections, bankruptcy court could look to patent law for guidance because of historic kinshi
between patent law and copyright law. See id; see also In re CFLC, Inc., 89 F.3d at 677 (holding that license is

executory agreement): In re Access Beyond Tech. Inc., 237 B.R at 34 (stating same). Back To Text

148 See Inre CELC. Inc.. 89 F.3d at 679-80 (explaining federal law deems non-exclusive patent licenses to be
personable and non—-assignable unless expressly agreed between_parties): Emmylou Harris v. Emus Records Corg
734 F.2d 1329,1333-34 (9th Cir.1994) (holding that copyright license cannot be transferred without permission of

licensor)_llyin v. Avon Publications, Inc., 144 F. Supp. 368, 372 (S.D.N.Y. 1956) (holding that copyright licensee
cannot assign his privilege). Back To Text

1495ee 17 U.S.C. § 101 (1980): Evans Newton Inc. v. Chicago Sys. Software, 793 F.2d 889, 895 (7th Cir. 1985)
(holding that Chicago systems software was subject to copyright protection). Back To Text

10 5ee In re Cutter's Inc.. 104 B.R. 886. 887 (Bankr. M.D. Tenn. 1989) (classifying lease of computer software as
executory); see also In re Rudaw Empirical Software Prods.. Ltd., 83 B.R. 241, 248 (Bankr. S.D.N.Y. 1988)

(discussing executory agreements regarding computers) ; Avon Publications, Inc., 144 F. Supp. at 372-374 (holdin
that assignee of copyright cannot assign that right). Back To Text

151 see In re Patient Educ. Media. Inc.. 210 B.R. at 895 (noting that under federal copyright law, nonexclusive licens
is personal to licensee, who cannot assign it to third party without consent of copyright owner). In determining

whether chapter 11 debtor could transfer his nonexclusive license to use copyrighted works over copyright owner's
objections, a bankruptcy court could look to patent law for guidance because of the historic kinship between patent

law and copyright law. See id; see also CFLC, Inc., v. Cadtrak Corp. (In re CFLC. Inc.), 89 F .3d 673, 677 (9th Cir.

1996) (holding that a license is executory agreement): In re Access Beyond Techs. Inc., 237 B.R. 32, 41 (Bankr. D.
Del. 1999) (stating same). Back To Text

1521n order to complicate the matter further, very often these agreements are the subject of collaborative agreemen
that could be the subject of potential antitrust allegations. Thus potential problem and impediment to distribution of
assets is increased exponentially in the business—to—-business arena. The concern is so significant that, one site, M
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Site LP has an antitrust attorney join them at all meetings. See Matt Hicks, B to B e—Markets in Antitrust Spotlight, I
Web (July 17, 2000). Back To Text

153149 F.3d 1368 (1st Cir. 1998). Back To Text

154 see id. at 1375; see also Diamond v. Diehr. 450 U.S. 175. 185 (1981) (stating that laws of nature, natural
phenomena, and abstract ideas are excluded from patent protection); Howes v. Great Lakes Press Corp., 679 F.2d
1023, 1029 (2d Cir. 1982) (stating that novel and useful process employing known scientific fact may be patentable
Back To Text

15° 5ee State Street Bank. 149 F.3d at 1375; see also In re Schrader. 22 F.3d 290. 298 (1994) (stating that patental
does not turn on whether the claimed method does "business” but on whether method meets requirement of
patentability as set forth in sections 102, 103, and 112 of Patent Act); In re Wait, 22 C.C.P.A. 822, 824 (1934) (stati
that physical system contrived to enable carrying out of transactions might be patentable). Back To Text

156 see State Street Bank. 149 F.3d at 1373; see also Gottschalk v. Benson. 409 U.S. 63, 65 (1972) (defining algori
as procedure for solving given type of mathematical problem); In re Schrader, 22 F.3d at 298 (stating that fact that
mathematical procedures are performed does not preclude patentability). Back To Text

157 See Commissioner v. Sunnen. 333 U.S. 591. 609 (1948) (discussing tax liability of patent owner); see also Jame
v. Tres Computer Sys., Inc., 642 S.W.2d 347, 350 (Mo. 1982) (holding that computer data is intangible personal

property not subject to sales and use taxes): Chittenden Trust Co. v. King, 143 Vit. 271, 273-74 (1983) (stating sarr
Back To Text

158 See Perlman v. Catapult Entertainment Inc. (In re Catapult Entertainment). 165 F.3d 747, 752-53 (9th Cir. 1999
(stating that assignment is contingent on non—debtors separate consent);_see also Institut Pasteur v. Cambridge
Biotech Corp., 104 F.3d 489, 493 (1st Cir. 1997). cert. denied, 117 S. Ct. 2511, 138 L. Ed. 2d 1014 (1997) (stating
same); James Cable Partners, v. The City of Jamestown Tenn. (In re James Cable Partners), 27 F.3d 534, 537 (11
Cir. 1994) (stating same): In re West Elecs., Inc., 852 F.2d 79, 83 (3d Cir. 1988) (stating same): Breedon v. Catron
re Catron), 158 B.R. 629, 633 (E.D. Va. 1993), aff'd w/o opinion, 25 F.3d 1038 (4th Cir. 1994) (stating same). Back

To Text

15915 U.S.C. § 1051 (2000); see also Berni v. International Gourmet Restaurants of Am.. Inc.. 838 F.2d 642, 649 (2
Cir. 1988) (stating that Lanham Act is not designed as remedy for all conceivable commercial wrongs, nor is class c
potential plaintiffs unlimited): John Curry Skating Co., Inc. v. John Curry Skating Co., 626 F.Supp. 611, 616 (D.D.C.
1985) (stating that failure to establish secondary meaning in mark vitiates plaintiff's claim of protectable rights in
mark),_Back To Text

180 see Avery Dennison Corp. v. Jerry Sumpton, 999 F.Supp. 1337, 1340 (C.D. Cal. 1998). rev'd, 189 F.3d 868 (9th
Cir. 1999) (finding internet names protected as trademark); see also Boston Athletic Ass'n v. Sullivan, 867 F.2d 22,

(1st Cir. 1989) (concluding that once determination is made that term is entitled to trademark protection, pivotal
inquiry becomes whether allegedly infringing mark is likely to cause consumer confusion): Camel Hair and Cashme

V. Associated Dry Goods Corp.. 799 F.2d 6. 14 (1st Cir. 1986) (stating that once trademark plaintiff seeking injuncti

relief shows a likelihood of success on the merits, irreparable harm is presumed). Back To Text

181 See In re Together Corp.. 227 B.R. 439. 440 (Bankr. D. Mass. 1998) (stating trademarks are akin to personal

property); see also Virtual Works v. Network Solutions, 106 F. Supp.2d 845, 847 (noting that domain name is more
than mere internet address and identifies internet site to those who reach it, much like company's name identifies

specific company); 5 Intl Comm. L. & Pol'y (noting that growing perception that domain names possessed significal
business value stimulated efforts to secure stronger property rights over them). Back To Text

162 5ee MTV Networks Inc. v. Curry. 867 F. Supp. 202. 204 (S.D.N.Y. 1994) (stating that domain name mirroring

corporate name may be valuable corporate asset as it facilitates communication with customer base); Adam Chase
Primer on Recent Domain Name Disputes, 3 Va. J.L. & Tech. 3, *2 (stating same); Michael Tanner, Comment,
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Trademarks, Internet Domain Names and the NSI: How do we Fix a System that is Already Broken?, 3 J. Tech. L. ¢
Pol'y 2, T 15 (stating that this right is asset because individuals seeking to access site have a memorable key word
use to enter corporation's virtual storefrgnt). Back To Text

163 See Institut Pasteur v. Cambridge Biotech Corp.. 104 F.3d 489, 492 (1st Cir. 1997) (stating debtor in possession

has substantially same rights and powers as chapter 11 trustee): PPG Indus.. Inc. v. Guardian Indus. Corp, 597 F.z
1090, 1094 (6th Cir. 1979) (stating that express prohibition against assignment may not be held ineffective by analc

to rule based on estoppel in situations where there is no written contract and rights of parties have arisen by
implication because of their past relationship): In re Patient Educ. Media Inc., 210 B.R. 237, 241 (Bankr. S.D.N.Y.
1997) (stating that federal copyright law precludes assignment without regard to anti—assignment provisions in
invoices), Back To Text

164 See Steve Thomas, Mind Over Portal, Business 2.0, July 11, 2000 (advocating expanding capabilities of Interne
company by licensing knowledge management and portal technology for purposes of storing all strategic and
substantive information gathered by each employee). Back To Text

165ASP" is shorthand for the term Application Service Provider. Back To Text

166 see Perlman v. Catapult Entertainment Inc. (In re Catapult Entertainment. Inc.). 165 F.3d 747. 750 (9th Cir. 199

(stating that patent licenses are personal and assignable only with consent of the licensor): see also James Cable
Partners v. The City of Jamestown Tenn. (In re James Cable Partners) 27 F.3d 534, 537 (11th Cir. 1994) (stating tt
debtor in possession may assume any executory contract from itself as debtor): Breedon v. Catron (In re Catron), 2
F.3d 1038 (4th Cir. 1994) (noting that literal language of § 365 (c) prohibits debtor from assuming any executory
contract); In re of West Elecs., Inc., 852 F.2d 79, 83 (3d Cir. 1988) (stating that solvent contractor and insolvent
debtor in possession going through bankruptcy are materially distinct entities): In re Access Beyond Techs., Inc., 2
B.R. 32, 37 (Bankr. D. Del. 1999) (stating that patent law requires express undertaking before it is assignable and
silence will not be presumed to be consent). Back To Text

167 5ee 35 U.S.C. § 261, which provides:
Subject to the provisions of this title, patents shall have the attributes of personal property.

Applications for patents, or any interest therein, shall be assignable in law by an instrument in writing. The applican:
patentee, or his assigns or legal representatives may in like manner grant and convey an exclusive right under his
application for patent, or patents, to the whole or any specified part of the United States.

A certificate of acknowledgment under the hand and official seal of a person authorized to administer oaths within tl
United States, or, in a foreign country, of a diplomatic or consular officer of the United States or an officer authorize
to administer oaths whose authority is proved by a certificate of a diplomatic or consular officer of the United States
or apostle of an official designated by a foreign country which, by treaty or convention, accords like effect to apostle
of designated officials in the United States, shall be prima facie evidence of the execution of an assignment, grant c
conveyance of a patent or application for patent.

An assignment, grant or conveyance shall be void as against any subsequent purchaser or mortgagee for a valuabl
consideration, without notice, unless it is recorded in the Patent and Trademark Office within three months from its
date or prior to the date of such subsequent purchase or mortgage.

1d. See generally Commissioner v. Sunnen, 333 U.S. 591, 609 (1948) (maintaining that patent owner retained
authority to regulate licensee's royalties, because license was non—-exclusive). Back To Text

168 5ee J, Michael Strickland, Nonexclusive Patent Licensees Unite: Use Bankruptcy Committees to Sue For Paten
Infringement, 48 Duke L.J. 571, 572 (1998) (stating that Congress enacted Intellectual Property Bankruptcy

Protection Act of 1988 (IPBPA) to protect debtor-licensor's right to rehabilitate while affording the patent licensee tf
right to continue exploiting the patent without threat of infringement); Robert L. Tamietti, Technology Licenses Unde
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the Bankruptcy Code: A Licensee's Mine Field, 62 Am. Bank. L.J. 295, 300 (stating that license does not grant

licensee proprietary interest in the licensor's technology): Glenn Spencer Bacal. Computer Software and Service
Contracts: Anticipating Vendor and User Bankruptcy, 2 J. L. & Tech. 183, 184 (Winter 1987) (stating that negotiatin

purchase or license agreement with user requires careful selection of means to protect intellectual property and
thorough investigation of user's financial stability). Back To Text

195ee 11 U.S.C. § 365(k) (2000) (stating that "[a]ssignment by the trustee to an entity of a contract or lease assurr
under this section relieves the trustee and the estate from any liability for any breach of such contract or lease
occurring after such assignment”); see also Alan Schwartz, A Contract Theory Approach to Business Bankruptcy, 1
Yale L.J. 1807, 1842 (stating that § 365 declares ipso facto clauses unenforceable). Robert J. Verga, Section 365
Versus 362: Applying the Automatic Stay to Prevent Unilateral Termination in a Bankruptcy Proceeding, 61 Fordhat
L. Rev. 935, 936 (1993) (stating that ipso facto clauses call for modification or termination of contract upon the filing
of bankruptcy petition). Back To Text

179)h re Catapult Entertainment. 165 F.3d 747. 747 (9th Cir. 1999). Back To Text
inre Catapult Entertainment Inc., 165 F.3d at 749; see also James Cable Partners v. The City of Jamestown Tel

(In re James Cable Partners), 27 F.3d 534, 536 (11th Cir. 1994) (concluding that § 365(c)(1) of Bankruptcy Code dc
not prohibit assumption of any executory contract by debtor in possession from debtar itself): In re TechDyn Sys.

Corp., 235 B.R. 857, 861 (holding debtor was barred by plain language of Bankruptcy Code, § 365 (c)(1), from
assuming contracts over plaintiff's protest); see also 11 USC § 365(c)(1) (2000). Back To Text

172 5ee In re Catapult Entertainment Inc.. 165 F. 3d at 754-55 (holding that plain language of statute dictates that
non-exclusive patent licenses are non—assignable executory contracts);_see also Institut Pasteur v. Cambridge Bio
Corp., 104 F.3d 489, 493 (1st Cir. 1997) (stating that partnership agreement was contract that could not be assume
under 8 365(c)(1)(A), absent consent of non—debtor parties required by § 365(c)(1)(B)): Breeden v. Catron (In re
Catron), 158 B.R. 629 (E.D. Va. 1993) (stating same). But see NLRB v. Bildisco & Bildisco, 465 U.S. 513, 528
(1984) (criticizing "hypothetical test" of Catron because predicts on idea that debtor-in—possession should be dealt
with completely separately from debtor —— this approach was discredited). Back To Text

173 1n re Catapult Entertainment Inc.. 165 F.3d at 750 (defining hypothethical test); see also Gregory G. Hesse, On t

Edge: Ninth Circuit Slams Shut the "Back Door" Access to Patented Technology, 1999 Abi Jnl. LEXIS 41 at *15
(stating courts who adhere to plain statutory language, allow "hypothetical test" to govern assumption of executory
contracts). But see NLRB, 465 U.S. at 528 (maintaining that debtor is essentially same entity as pre—bankruptcy
entity, but has authority to reject any pre—bankruptcy executory contract). Back To Text

174 See In re James Cable Partners. 27 F.3d at 537 (characterizing § 365(c)(1)(A) as posing "a hypothetical questio
Back To Text

17 see In re Catron. 158 B.R. at 636 (characterizing § 365(c)(1)(A) as posing "a hypothetical question"). Back To
Text

176 See In re West Elecs.. Inc.. 852 F.2d 79. 83 (3d Cir. 1988) (stating & 365(c)(1)(A) possesses "a hypothetical

question™). Back To Text

17" See In re Access Beyond Techs.. Inc.. 237 B.R. 32. 49 (Bankr. D. Del. 1999) (noting that it was bound by Third
Circuit's adoption of hypothetical test); see also Sharon Steel Corp. v. National Fuel Gas Distribution Corp. (In re

Sharon Steel Corp.). 872 F.2d 36, 39 (3d Cir. 1989) (stating same); Vern Countryman, Countryman on Executory
Contracts in Bankruptcy: Prt 1, 57 Minn. L. Rev. 439, 460 (1973) (stating that failure of debtor to perform

non-executory contract does no9t excuse performance by non—-bankrupt party). Back To Text

178 The application of the "hypothetical test" to patent licenses in the manner used by the Catapult court seems to
conflict with the definition of executory contract adopted by the drafters of the Code and defined by Professor
Countryman by placing the right of Debtors, Trustees and the Court to exercise business judgment to adopt contrac
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which benefit the estate, in the hands of a Licensor who can determine whether the license in its present form bene
him. Under the Countryman definition of executory contracts, "executory contract within the meaning of the
Bankruptcy Act: a contract under which the obligation of both the bankrupt and the other party to the contract are sc
far unperformed that the failure of either to complete performance would constitute a material breach excusing

performance by the other." See Countryman at_460: Columbia Gas Transmission Corp. v. U.S. (In re Columbia Gas

Sys.. Inc.). 50 F. 3d 233, 244 n.20 (3d Cir. 1995). Where all the royalties were paid up front or where the only
obligation left under the agreement is payment, the agreement is arguably not executory and therefore not subject t

365. The "hypothetical test" is also contrary to what legislative history exists surrounding enactment of 11 U.S.C. §
365(c)(1)(A), see Summit Investment and Development Corp. v. Leroux (In re Leroux), 69 F.3d 608, 610 (1st Cir.
1995) (noting that legislative history should be restored to when statutory language is unclear). The Catapult court
examined the legislative history, but held that it was not dispositive. see Perlman v. Catapult Entertainment Inc. (In
Catapult Entertainment), 165 F.3d 747,754 (9th Cir. 1999) (noting that there is a strong presumption in favor of
applying the plain meaning of statutes and legislative history cited by Catapult fails to adequately rebut this
presumption). see also In re Sharon Steel Corp. 872 F. 2d at 39 (approving and applying countryman's definition of
executory contract). Using the Countryman definition, Courts generally look to see if performance (other that the
payment of money) is due on both sides. In adopting and applying the Countryman definition to myriad fact patterns
Circuit Courts have taken great pains to emphasize that the Countryman definition is "not a technical definition, but
one which requires a court to determine whether the failure to perform an obligation under the contract would
constitute a material breach,” Back To Text

1791d, at 752; see also James Cable Partners, v. The City of Jamestown Tenn. (In re James Cable Partners), 27 F.:
534, 537-38 (11th Cir. 1994) (stating subsection (f) states assumption is condition precedent to assignment); In re

Antonelli, Inc. 148 B.R. 443, 448 (D. Md. 1992). aff'd. without opinion, 4 F.3d 984 (4th Cir. 1993) (stating § 365(f)
relates to laws prohibiting assignments by express mandate or express validation of contractual anti—-assignment
provisions and should be read with same words in 8 365(c) as relating to underlying common law elements which,
relieved, in particular circumstances, non—assigning party from performance even without express anti—assignment
rule);,_Magness v. Dayton Country Club Co. (In re Magness). 972 F.2d 689, 693 (6th Cir. 1992) (holding trustee had
no power under 8 365 of Code to assign executory contract at_issue): In re Lil Things, Inc., 220 B.R. 583.581 (Bank
N.D. Tex. 1998) (stating that § 365(f) was general rule on assignability and exception found in § 365(c) was "intend
by Congress to be applied narrowly and to such circumstances as contracts for the performance of nondelegable
duties"). Back To Text

180 5ee In re Catapult Entertainment Inc.. 165 F.3d at 751; see also In re Mangness. 972 F.2d at 695 (stating that
"[s]ection (c), the recognized exception to 365(f), appears at first to resuscitate in full the very anti-assignment

‘applicable law' which 365(f) nullifies”). Back To Text

181 104 F.3d 489.493 (1st Cir. 1997) (utilizing "actual test" put forth in Leroux); see also Summit Inv. and Dev. Corp.
v. Leroux (In re Leroux), 69 F.3d 608, 613-14 (1st Cir. 1995) (analyzing and interpreting companion Bankruptcy
Code subsections 365(c) and (e) and their pertinent legislative history holding that subsections 365(c) and (e) exarn
case—-by-case inquiry into whether nondebtor party in fact was being "forced to accept performance under its
executory contract from someone other than the debtor party with whom it originally contracted” Where specific
transaction requires debtor-in—possession to assume and continue to carry out in executory contract, the bankrupt
court cannot just assume matter of law that debtor-in—possession is a legal entity materially different from the
prepetition debtor that nondebtor party contracted. See id. Back To Text

182 hstitut Pasteur v. Cambridge BioTech Corp.. 104 F.3d 489, 493 (1st Cir. 1997) (defining actual test). Back To

Text

183237 B.R. 32 (Bankr. D. Del. 1999). Back To Text

184 See In re Access Beyond Techs.. 237 B.R. at 43 (stating that "each party had ...material duty...under the Licens
Agreement...to refrain from suing the other for infringement...of the patents covered by the license [and] [t]his

performance is material since the licensor's promise to refrain from suing the licensee for infringement is the rasion
d'etre for a patent license"); see also De Forest Radio Tel. & Co. v United States, 237 U.S. 236, 242 (1927) (stating



http://www.westlaw.com/find/default.wl?rs=CLWD2.2&amp;vr=2.0&amp;cite=50+F.3d+233
http://www.westlaw.com/find/default.wl?rs=CLWD2.2&amp;vr=2.0&amp;cite=50+F.3d+233
http://www.westlaw.com/find/default.wl?rs=CLWD2.2&amp;vr=2.0&amp;cite=11+USCA+s+365%28c%29%281%29%28A%29
http://www.westlaw.com/find/default.wl?rs=CLWD2.2&amp;vr=2.0&amp;cite=11+USCA+s+365%28c%29%281%29%28A%29
http://www.westlaw.com/find/default.wl?rs=CLWD2.2&amp;vr=2.0&amp;cite=69+F.3d+608
http://www.westlaw.com/find/default.wl?rs=CLWD2.2&amp;vr=2.0&amp;cite=69+F.3d+608
http://www.westlaw.com/find/default.wl?rs=CLWD2.2&amp;vr=2.0&amp;cite=165+F.3d+747
http://www.westlaw.com/find/default.wl?rs=CLWD2.2&amp;vr=2.0&amp;cite=165+F.3d+747
http://www.westlaw.com/find/default.wl?rs=CLWD2.2&amp;vr=2.0&amp;cite=872+F.2d+39
http://www.westlaw.com/find/default.wl?rs=CLWD2.2&amp;vr=2.0&amp;cite=872+F.2d+752
http://www.westlaw.com/find/default.wl?rs=CLWD2.2&amp;vr=2.0&amp;cite=27+F.3d+534
http://www.westlaw.com/find/default.wl?rs=CLWD2.2&amp;vr=2.0&amp;cite=27+F.3d+534
http://www.westlaw.com/find/default.wl?rs=CLWD2.2&amp;vr=2.0&amp;cite=148+B.R.+443
http://www.westlaw.com/find/default.wl?rs=CLWD2.2&amp;vr=2.0&amp;cite=148+B.R.+443
http://www.westlaw.com/find/default.wl?rs=CLWD2.2&amp;vr=2.0&amp;cite=972+F.2d+689
http://www.westlaw.com/find/default.wl?rs=CLWD2.2&amp;vr=2.0&amp;cite=220+B.R.+583
http://www.westlaw.com/find/default.wl?rs=CLWD2.2&amp;vr=2.0&amp;cite=220+B.R.+583
http://www.westlaw.com/find/default.wl?rs=CLWD2.2&amp;vr=2.0&amp;cite=165+F.3d+751
http://www.westlaw.com/find/default.wl?rs=CLWD2.2&amp;vr=2.0&amp;cite=972+F.2d+695
http://www.westlaw.com/find/default.wl?rs=CLWD2.2&amp;vr=2.0&amp;cite=104+F.3d+489
http://www.westlaw.com/find/default.wl?rs=CLWD2.2&amp;vr=2.0&amp;cite=69+F.3d+608
http://www.westlaw.com/find/default.wl?rs=CLWD2.2&amp;vr=2.0&amp;cite=69+F.3d+608
http://www.westlaw.com/find/default.wl?rs=CLWD2.2&amp;vr=2.0&amp;cite=69+F.3d+608
http://www.westlaw.com/find/default.wl?rs=CLWD2.2&amp;vr=2.0&amp;cite=104+F.3d+489
http://www.westlaw.com/find/default.wl?rs=CLWD2.2&amp;vr=2.0&amp;cite=237+B.R.+32
http://www.westlaw.com/find/default.wl?rs=CLWD2.2&amp;vr=2.0&amp;cite=237+B.R.+43
http://www.westlaw.com/find/default.wl?rs=CLWD2.2&amp;vr=2.0&amp;cite=237+U.S.+236

waiver of right to sue for infringement created nonexclusive patent license): Jacob Maxwell, Inc. v. Veeck, 110 F.3d
749, 753 (11th Cir. 1997) (stating implied nonexclusive license to use copyrighted material barred suit). Back To Te

185 The assignment provision read in full:

7.3 Neither this Agreement, nor any licenses or rights hereunder, in whole or in part, granted by Hayes [Access] to
Licensee[Megahertz] shall be assignable or otherwise transferable without Hayes' [Access] prior written consent.

1. Neither party to this Agreement nor any subsidiary of either party may assign any of the Licensed Patents ol
Licensees' Patents to any third party without making such assignment the subject to the terms and conditior
of the Agreement.

In re Access Beyond Techs.. 237 B.R. at 38. Back To Text

18619, at 43-44 (citations omitted). See also DeForest Radio Tel. & Tel. Co.. 273 U.S. at 242 (noting waiver of right

to sue for infringement created nonexclusive patent license): Jacob Maxwell, Inc. v. Veeck, 110 F. 2d 749, 753 (11t
Cir. 1997) (stating implied nonexclusive license to use copyrighted material barred suit); Spindelfabrik

Suessen-Schurr Stahlecker & Grill. GmbH v. Schubert & Salzer Maschinenfabrik Aktiengesellschaft, 829 F. 2d 107
1081 (Fed. Cir. 1987) (finding patent license agreement is nothing more than promise by licensor not to sue license
Back To Text

187 See In re Access Beyond Techs.. 237 B.R. at 49 (stating that "we conclude ...the License Agreement is an
executory contract which under its terms and applicable nonbankruptcy law is not assignable without 3Com's
consent"); see also In re Alltech Plastics, Inc. 71 B.R. 686, 689 (Bankr. W.D. Tenn. 1987) (explaining "patent
assignment” as distinguishable from "patent license" in that assignment is transfer of entire patent...while license
grants only limited rights): Walter A. Wood Harvester Co. v. Minneapolis—Esterly Harverster Co., 61 F.2d 256, 258
(C.C.D. Minn 1894) (discussing patent license not containing words "heirs," "successors," or "assigns," or words of
similar import as not assignable). Back To Text

188 See In re Access Beyond Techs.. 237 B.R. 32, 44 (Bankr. D. Del. 1999) (quoting In re Richmond Metal Finishers
Inc., 756 F.2d 1043, 1046 (4th Cir. 1985)) (stating that "contingency of an obligation does not prevent its being

executory"); see also In re Smith Jones, Inc., 26 B.R. 289, 292 (Bankr. D. Minn. 1982) (stating warranty obligations
executory as to promisor): In re O.P.M. Leasing Servs. Inc., 23 B.R. 104, 117 (Bankr. S.D.N.Y. 1982) (stating that

obligation to defend infringement suits makes contract executory as to promisor). Back To Text

189 5ee In re Access Beyond Techs.. 237 B.R. at 46. (quoting 3 Corbin on Contracts § 552 (1998)) (stating that "[i]f
one subject is specifically named, ...and there are no general words to show that other subjects of the class are
included, it may be reasonably inferred that the subjects not specifically named were intended to be excluded."); se
alsq Unarco Indus., Inc. v. Kelley Co.. Inc., 465 F.2d 1303, 1306 (7th Cir. 1972) (discussing license agreements as
personal to licensee and not assignable unless expressly made so in agreement): Verson Corp. v. Verson Int'l Grot
PLC, 899 F. Supp. 358, 363 (N.D. Ill. 1995) (stating that "under well-established law the holder of a honexclusive
patent license may not assign its license unless the right to assign is expressly provided for in the license agreemel
Back To Text

199\whether the hypothetical or actual test is applied will likely depend on the law extant where the bankruptcy case
pending, not the law governing the license. Back To Text

191 5ee 35 U.S.C. § 261 (2000) (describing ownership and assignment under Patent Law); see also 17 U.S.C. § 10
(stating that owner of copyright with exclusive rights has rights to "distribute copies...of the copyrighted work to the
public by sale or other transfer of ownership"). The Supreme Court has determined, for example, that an assignmer
a patent, transferring ownership (or partial ownership) has occurred if the transfer meets either of the following thres
tests:

(1) the whole patent comprising the exclusive right to make, use and sell the invention is transferred;
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(2) an undivided share of that exclusive right is transferred; or

(3) an exclusive right to practice that invention within a specific territory is transferred.

Waterman v. MacKenzie, 138 U.S. 252, 255 (1890). This definition of assignment, particularly assignment within a
particular territory, has yet to be applied to a concept, invention or process that powers an Internet.company. Back

Text

192 5ee In re Superior Toy & Mfg. Co.. 78 F.3d 1169, 1174. n.4 (9th Cir. 1996) (describing bankruptcy clause as "a

clause that immediately terminates a contract in the event that one party files bankruptcy”)._see also Robinson v.
Hadley, 351 F.2d 385, 386 (9th Cir. 1965) (upholding rights under bankruptcy clause lease). But see In re Superior
Toy & Mfg. Co., at 1174 (stating "the Bankruptcy Reform Act of 1978 changed the law regarding bankruptcy clause
Prior to the act, bankruptcy clauses were deemed valid. § 365(e) invalidates bankruptcy clauses"). Back To Text

198 gee Express One Int'l v. Galland, No. 3:94-CV-1900-P, 1999 U.S. Dist. LEXIS 15627, at * 19 (N.D. Tex. Oct. 1
1999) (describing "White Knight" as one company coming to rescue another); see also Kevin J. Coenen, Note, Cap
or Ordinary Expense? The Proper Tax Treatment of a Target Corporation's Expenditures in an Acquisitive
Reorganization, 58 Ohio St. L.J. 583, 598 (1997) (discussing instance where corporation launched hostile takeover
for department stores and department stores courted "White Knight"); Melissa D. Ingalls, Note, Indopco, Inc. v.
Commissioner: Determining the Taxable Nature_of a Target Corporation's Takeover Expenses, 43 DePaul L. Rev.
1165, 1178 (1994) (stating "if ...corporation believes... its acquisition by a hostile acquirer would not be in the best
interests of its shareholders, the target corporation may defend itself against the acquirer's attempt by finding an
alternative, acceptable buyer, termed a 'White Knight.™). Back To Text

194 See Express One International, 1999 U.S. Dist. LEXIS 15627, at * 19 (describing "White Knight" as one compan
coming to rescue another); see also Coenen, supra note 193, at 598 (discussing instance where corporation launct
hostile takeover bid for department stores and department stores courted "White Knight"): Ingalls, supra note 193, ¢
1178 (stating "if ...corporation believes... its acquisition by a hostile acquirer would not be in the best interests of its
shareholders, the target corporation may defend itself against the acquirer's attempt by finding an alternative,
acceptable buyer, termed a 'White Knight™). Back To Text

19% 5ee Reel.com to Discontinue E-Commerce Operations; Hollywood Entertainment Anticipates Immediate Return
to Profitability, PR Newswire, June 12, 2000, available in Lexis (stating "Hollywood Entertainment expects to incur
an after—tax loss of approximately $25 million related to the disposal of the Reel.com business"); see also Buy.com
Take Over Reel.com's Sales, L.A. Times, June 13, 2000, at 11 (stating "Reel.com...had a loss of $69 million on sal
of $21.6 million through nine months of 1999"); Reel.com will Close Online Video Operation, N.Y. Times, June 13,
2000, at 4 (stating [Reel.com]...would incur an after—tax loss of about $25 million related to the disposal of

Reel.com"). Back To Text

196 see Geek.com,Liquidating.coms (visited June 7, 2000) <http//www.geek.com/news/geeknews/q2200/
gee200060700 gee2000607001607.htm> (describing fate of Toysmart employees when Disney cut off funding); se
also Toysmart Withdraws, The Bankruptcy Data Source, August 1, 2000, available in Lexis (hereinafter Toysmart
Withdrawals) (describing Walt Disney Co. as majority owner of Toysmart.com, Inc.); Judge Tosses Toysmart — FTC
Agreement, Newsbytes, August 18, 2000 (hereinafter Judge) (describing bankruptcy proceedings of defunct Interne
retailer, Toysmart.com). Back To Text

197 See Net Start-up Toy Retailer Forced into Bankruptcy, Houston Chron., July 4, 2000 at 2000 W!. 430885; Judge
supra note 196: Toysmart Withdrawals. supra note 196. Back To Text

198 See Boo—-Hoo.com as Retailer Goes_into Liquidation. supra note 24. See generally Boo.com Study Reveals
Differences in E-shopping Trends in Europe and North America, Canada NewsWire, May 4, 2000, available in Lexi
(describing boo.com generally as "leading international retailer”); Boo.com First Pure—Play Apparel E-Tailer to
Publish a Printed Catalog, PR Newswire, April 17, 2000, available in Lexis (describing Boo.com as "international
active sportswear, streetwear online retailer"). Back To Text
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