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I. AN INTRODUCTION TO E-COMMERCE AND INSOLVENCY ISSUES
1. AN INTRODUCTION TO THE .COM PHENOMENON
The late 1990's were generally an unhappy time for bankruptcy attorneys. A strong
economy and expanding financial markets greatly reduced the number of business
bankruptcies filed. Chapter 11 business bankruptcy filings dropped from 13,379 cases in
the year ending September 1994 to 7,953 cases during the year ending June 1999.1 This
change coincides with an incredible expansion of the information technology (IT) industry,
resulting, in large part, from the Internet's integration into U.S. society and business.
The Internet is a major component of the networks and non-networked applications
generally referred to as "cyberspace." The term generally applies to "any interactive
environment that is or can be outside of real time and real space."2 The term cyberspace
references the network of computers that can be accessed over the Internet, and the
information available on that network.3 The Internet is not as new as some might think.
Its predecessor, ARPANET (the Advanced Research Projects Agency Network of the U.S.
Department of Defense), was completed as far back as 1970. The current TCP/IP
transmission protocol went into use in 1982. However, it was not until HTTP (hyper text
transfer protocol) was established (1991) and the Mosaic browser created (1993) that the
Internet as we now know it began to emerge. 4
Still, at the end of 1994, when the author first started using the Internet, only 10,000
Web site servers were connected to the Internet. By August 1999, that number had
increased to more than seven million.5 Today, HTTP allows the World Wide Web, which
consists of millions of connected Web sites and is what most people think of when they
think of the Internet. The Mosaic browser has gone through several transformations to
become Netscape Communicator. Hundreds of millions now use it or similar Web browsers
to surf the Internet.
Source: Administrative Office of the United States Courts Web site at
http://www.uscourts.gov:80/Press_Releases/ (accessed 12/17/99).
2 Hayden Mead and Brad Hill, THE ON-LINE/E-MAIL DICTIONARY (Berkeley Books, 1997).
3 For a fuller discussion of the term 'cyberspace," see John December and Neil Randall, THE WORLD
WIDE WEB UNLEASHED, Pgs. 328-333 (2d ed. 1995).
4 Source: HOBBES' INTERNET TIMELINE V4.2, at http://
http://www.isoc.org/zakon/Internet/History/HIT.html (accessed 12/22/99).
5 Id.
1
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Understanding the Internet''s impact on future bankruptcy practice requires examining
how the Internet has changed technology use in U.S. business. After all, the computer
industry is not a new industry, technology-oriented bankruptcies are not new, and
businesses have used computers since the 1940's. The difference is that the Internet raises
the stakes. Businesses using tools made available by the Internet gain such an advantage
that they can’t afford not to use them. Law practice provides a convenient example. Three
years ago many major law firms had neither e-mail nor Web sites, and not all attorneys
used personal computers. Today, almost all major firms realize that they must integrate
computing into their practices in order to remain competitive. Without e-mail, attorneys
don't have the ability to communicate with clients in the manner clients require. Without a
Web site, firms can't project a world-class image. The software required to work
collaboratively with clients and other firms does not run on older DOS based computers,
nor will the software needed to access the Internet, so firms are forced to upgrade their
computer systems.
Today any major corporation has a Web site, and probably uses it to sell goods,
automate its supply function, or otherwise operate its business. Software systems,
especially database management programs (like Oracle) and enterprise communication
tools (like Lotus Notes or SAP) form the backbone of most corporations. Without these
technology systems, the businesses cannot exist. Domain names are valuable property and
companies will pay six or even seven figure sums to obtain the rights to their domain
name.
Technology issues will play a greater role in future bankruptcy cases partly because
technology, and new forms of technology, are now more pervasive in industry. Moreover,
the acceleration in the U.S. economy is information technology based. The winners in the
stock market are not the brick and mortar companies, but the software companies, the
computer companies, and the .com start-ups. These are the companies that now are on the
cutting edge and are most likely to fail as the business cycle next turns downward.6 When
they do, technology related issues will play a major role in their bankruptcy cases. The
same is true for the non-technology companies that rely on technology-related assets to
sustain business operations.
The increased importance of information technology in U.S. industry has another effect.
The concepts of information technology property law are now more important, and have a
higher profile, than before. Attorneys and legislatures are focusing more on intellectual
property law, software licensing, privacy law, and electronic signatures and documents.
New statutes, such as the Uniform Electronic Transactions Act (UETA), the Uniform
Computer Information Transactions Act (UCITA), the Electronic Signatures in Global and
National Commerce Act (E-SIGN), and revised UCC Article 9 are changing the legal
landscape and focusing attention on e-commerce issues.

2. RECOGNITION OF ELECTRONIC DOCUMENTS AND SIGNATURES
Three new statutes will enable the use of electronic forms of documents and signatures
in both consumer and commercial transactions. These statutes--revised Article 9 to the
6

Josh Martin, Down But Not Out, MANAGEMENT REVIEW, Pg. 57 (December 1999).
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Uniform Commercial Code, the Uniform Electronic Transactions Act (UETA), and the
Electronic Signatures in Global and National Commerce Act (E-SIGN)--will result in new
forms of transactions that, while functionally equivalent to familiar forms, will look very
different. This will require bankruptcy attorneys to rethink how they examine the effect
and validity of commercial instruments. For example, imagine possible treatment of
negotiable instruments that do not exist in paper form.

Revisions to UCC Article 9
The current revision to UCC Article 9 was approved and recommended for enactment
at the annual meeting of Uniform Law Commissioners on July 30, 1998, and approved by
the American Law Institute in 1999. Revised Article 9 eliminates the writing and
signature requirements contained in the current Article 97 and instead recognizes
electronic means of authenticating documents. The concepts of “writing” and “sign” are
replaced with the concepts of “record” and “authenticate.” The term “record” is defined as
“information that is inscribed on a tangible medium or which is stored in an electronic or
other medium and is retrievable in perceivable form.”8 This definition encompasses the
definition of “writing,” that remains unchanged as part of Article 1, but will also include
electronic information. The term “record” will include documents created using computer
applications, such as Word documents, data designed for use with EDI systems, and
digitized writings.
A person can “authenticate” a record by “signing” it,9 or by executing or adopting a
symbol, or encrypting a record in whole or in part with “present intent to: (i) identify the
authenticating party; and (ii) adopt, accept, or establish the authenticity of a record or
term.”10 This definition of authenticate is designed to allow a party to create enforceable
electronic documents. The terms “authenticate” and “record” have replaced the terms
“writing” and “sign” throughout most of the revised Article 9, including Section 9-203,
which governs enforceability of security agreements. Under the revised Article 9, a security
agreement is enforceable if authenticated. It no longer needs to be in writing.11
The Article 9 revisions also allow for the creation of security interests in electronic
documents and other intangible assets. The revised Article 9 recognizes that while a
payment obligation may exist in electronic form, it may still possess qualities of general
intangibles because of the lack of a writing. For example, the possession requirement for
The UCC includes a “writing” requirement that certain documents are unenforceable unless they
are printed, typewritten, or otherwise intentionally reduced to tangible form. U.C.C. § 1-201(46)
(1995). In the Article 9 context, several provisions require that certain documents be in writing to be
enforceable. This includes security agreements and financing statements. The UCC also contains a
signature requirement for many documents including security interests and financing statements. A
signature is defined as “any symbol executed or adopted by a party with present intention to
authenticate a writing.” U.C.C. § 1-201(39) (1995). These provisions belong to a statute whose last
major amendment occurred in 1977, at a time when no one could predict the pervasive influence of
computers in today’s society.
8 U.C.C. § 9-102(a)(69) (1999).
9 U.C.C. § 9-102(a)(7)(A) (1999).
10 U.C.C. § 9-102(a)(7)(B) (1999).
11 U.C.C. § 9-203(b)(3)(A) (1999).
7
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certain types of instruments becomes difficult to satisfy with an electronic document. The
revision defines monetary obligations in intangible form as “payment intangibles”12 and
includes them in the definition of general intangibles.13 Consequently, perfection can be
accomplished by filing a financing statement.14
One type of secured transaction significantly impacted by the Internet is transactions
involving chattel paper. Chattel paper is a form of agreement, common in both consumer
and business transactions that evidences both a monetary obligation and a security
agreement in or lease of identified goods.15 If one or more documents is used to document
the financing transaction, the group of documents taken together constitutes the chattel
paper.16 The rules governing security interests in chattel paper contained in the UCC are
necessary to simplify transactions involving the sale or lease of goods or equipment with
financing terms. Traditionally, the documents used in the transaction must be in writing
and signed by the borrower to qualify as chattel paper.17
With the advent of electronic business transactions, including electronic commerce
conducted over the Internet, chattel paper can be created as a result of transactions that
do not create paper documents. For example, assume a business purchases a computer
system over the Internet. The purchaser fills out an electronic form and “agrees” to pay for
the computer through installment payments and grant the seller a lien against the
computer by attaching a digital signature to the form. Assuming that this creates an
enforceable contract and security interest, the seller needs a mechanism to finance its
extension of credit. It does this by either selling the resulting chattel paper to a finance
company, or by borrowing funds using the chattel paper as collateral. The chattel paper,
consisting of the data record created by the transaction and the record of the purchaser’s
digital signature, is electronic. If the UCC definition of chattel paper excludes electronic
records, the seller can not obtain financing, and can not sell goods over the Internet on
credit.
The Article 9 revisions address this problem by defining categories of tangible and
intangible chattel paper. The requirement that chattel paper be in “writing” is eliminated,
and replaced by a requirement that chattel paper consist of a record or records.18 When the
record or records that evidence the chattel paper are written or otherwise inscribed in
tangible form, the chattel paper is referred to as “tangible chattel paper.” 19 When the
records are stored in an electronic medium, the chattel paper is referred to as “electronic
chattel paper.”20
Tangible chattel paper is treated substantially as it was under the original UCC. A
security interest can be perfected by filing a financing statement21 or by possession.22
U.C.C. § 9-102(a)(61) (1999).
U.C.C. § 9-102(a)(42) (1999).
14 U.C.C. § 9-310(a) (1999).
15 U.C.C. § 9-105(1)(b) (1995).
16 Id.
17 Id.
18 U.C.C. § 9-102(a)(11) (1999).
19 U.C.C. § 9-102(a)(78) (1999).
20 U.C.C. § 9-102(a)(31) (1999).
21 U.C.C. § 9-312(a) (1999).
12
13
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Filing can also perfect a security interest in electronic chattel paper.23 The concept of
possession is difficult to apply to electronic documents because of the ease with which they
can be duplicated. To solve this problem, the revised UCC uses the concept of “control.”
Under the revised UCC Article 9 obtaining “control” of the chattel paper can perfect a
security interest in intangible chattel paper.24 The security interest remains perfected from
the date the secured party establishes control and continues as long as the secured party
retains control.25
A new section describes how a creditor obtains control over electronic chattel paper.26
“A secured party has control of electronic chattel paper if the record or records
comprising the chattel paper are created, stored, and assigned in such a manner
that:
(1) a single authoritative copy of the record or records exists which is unique,
identifiable and, except as otherwise provided in paragraphs (4), (5) and (6),
unalterable;
(2) the authoritative copy identifies the secured party as the assignee of the record
or records;
(3) the authoritative copy is communicated to and maintained by the secured party
or its designated custodian;
(4) copies or revisions that add or change an identified assignee of the authoritative
copy can be made only with the participation of the secured party;
(5) each copy of the authoritative copy and any copy of a copy is readily identifiable
as a copy that is not the authoritative copy; and
(6) any revision of the authoritative copy is readily identifiable as an authorized or
unauthorized revision.”27

The Uniform Electronic Transactions Act
The National Conference of Commissioners on Uniform State Laws (NCCUSL) adopted
the UETA on July 29, 1999. The UETA’s purpose is to provide a uniform national
framework governing use and application of electronic transactions. First enacted in

U.C.C. § 9-313(a) (1999).
U.C.C. § 9-312(a) (1999).
24 U.C.C. § 9-314(a) (1999).
25 U.C.C. § 9-314(b) (1999).
26 U.C.C. § 9-105 (1999).
27 Id.
22
23
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California,28 the UETA had been enacted by ten states by April 24, 2000, and fifteen other
jurisdictions had legislation pending.29
The act defines the terms "record," "electronic record," and "electronic signature" and
provides as a general rule that electronic records and signatures satisfy legal requirements
that a record be in writing or signed.30 The UETA also applies only to transactions between
parties when each has agreed to conduct transactions by electronic means.31 Some types of
transactions will be exempt. Although the UETA is intended to have broad application,
laws governing the creation and execution of wills, codicils, or testamentary trusts and, if
desired by the enacting state, transactions governed by the Uniform Commercial Code
(UCC) or the Uniform Computer Information Transactions Act (UCITA)32 will be excluded
from the statute’s affect.
The UETA contains provisions governing provision or transmission of information in
electronic form, attribution of electronic records and signatures, distributing risk of error
in electronic transmissions, and retention of "original" electronic records.33 Other
provisions govern automated electronic transactions or the use of so-called electronic
"agents"34 and acceptance of electronic records and signatures by governmental agencies.35
The UETA also creates a form of electronic negotiable instrument, called a
"transferable record."36 As long as an entity has "control" of the transferable record, it is a
holder of the record as defined by UCC § 1-201(20) and has the same rights and defenses
as a holder of a negotiable instrument or document under UCC Articles 3, 7 and 9.37 The
requirements of delivery, possession and endorsement are eliminated.38 A person has
"control" over the record if "a system employed for evidencing the transfer of interests in
the transferable record reliably established that person as the person to which the
transferable records was issued or transferred."39 This requirement can be met by a system
that creates, stores, and assigns the transferable record in a manner that satisfies six
specific conditions enumerated in the UETA.40
The UETA will affect the rules governing creation of enforceable contracts or
instruments. Transactions existing or signed electronically, that might be unenforceable
under traditional principals of law, may become enforceable when taking into account the
As Senate Bill No. 820. The California version of the UETA contains significant changes from the
UETA as adopted and applies to electronic records or signatures generated, sent, communicated,
received, or stored after December 31, 2000.
28

29

UETA Signature Law Enacted in Ten States; Measure Still Alive in 15 Other Jurisdictions,

ELECTRONIC COMMERCE & LAW REPORT (BNA, April 24, 2000).
30 UETA § 7 (1999).
31 UETA § 5 (1999).
32 UETA § 3(b) (1999).
33 UETA §§ 8 through 12, 15, 16 (1999).
34 UETA § 14 (1999).
35 UETA §§ 17 through 19 (1999).
36 UETA § 16 (1999).
37 UETA § 16(d).
38 Id.
39 UETA § 16(b)
40 UETA § 16(c).
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UETA’s provisions. Some commentators have also opined that the UETA could affect
application of UCC Article 9’s priority rules to accounts.41 Put simply, under UCC Article 9
a security interest in an account42 is perfected by filing.43 However, a security interest in an
instrument44 is perfected only by possession.45 The UETA § 16(a) creates the concept of
“transferable record,” essentially an electronic record that can qualify as a note under UCC
Article 3. The point is to allow electronic forms of negotiable instruments. Theoretically, an
electronic communication related to an account might satisfy the rules under the UETA
defining “transferable record,” and thus, pursuant to the UETA § 16(d), a person having
control of the communication would have the rights of a holder of a negotiable instrument
under the UCC. These rights include having priority over the holder of a security interest
perfected solely by filing. Thus, possession of the “transferable record” would be required to
properly perfect a security interest in the “account.”46

The Electronic Signatures in Global and National Commerce Act
In 2000, President Clinton signed The Electronic Signatures in Global and National
Commerce Act (E-SIGN). The act has two purposes; first, to make valid those contracts
executed by electronic signature, and second, to protect consumers by requiring that they
provide adequate consent to performing transactions electronically.
Under E-SIGN, all signatures, contracts, or other records of transaction executed in
electronic form can be valid and enforceable. This means that, by itself, the fact that a
signature or contract exists electronically is insufficient grounds for denial of legal effect.47
However, E-SIGN does not require an individual to accept or use electronic records and
signatures.48
In addition to its coverage of signatures and contracts, the act also governs
"transferable records." Transferable records are electronic promises to pay money that, in
paper form, would qualify as a negotiable instrument under UCC Article 3, and which are
related to a loan secured by real property. In short, E-SIGN allows electronic mortgage
notes. E-SIGN's provisions governing transferable records are almost identical to those
41 Specifically, Gerald T. McLaughlin and Neil B. Cohen in their column, Commercial Law:
Electronic Transactions, THE NATIONAL LAW JOURNAL, Pg. B6 (December 13, 1999).
42 Defined as “any right to payment for goods sold or leased or for services rendered which is not
evidenced by an instrument or chattel paper, whether or not it has been earned by performance.”
UCC § 9-106 (1995). Revised Article 9 contains a somewhat lengthier definition, along essentially
the same lines. UCC § 9-102(a)(2) (1999).
43 UCC § 9-302(1) (1995).
44 Defined as “a negotiable instrument (defined in Section 3-104), or any other writing which
evidences a right to the payment of money and … is of a type which is in ordinary course of business
transferred by delivery with any necessary indorsement or assignment.” UCC § 9-105(1)(i) (1995).
See UCC § 9-102(a)(47) (1999).
45 UCC §§ 9-302(1)(a), 9-305, 9-308(a), 9-309 (1995). Under the revised Article 9, security interests
in instruments can be perfected by filing, but some risks may remain unless the security interest is
perfected by possession. McLaughlin and Cohen, supra note 41.
46 McLaughlin and Cohen, supra note 41.
47 E-SIGN § 101(a).
48 E-SIGN § 101(b)(2).
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contained in Section 16 of the UETA. E-SIGN's provisions, unlike those of the UETA, are
limited to Article 3 negotiable instruments secured by real property.49
A state statute or regulation can modify or supersede the act if it meets one of a few
conditions. Most significantly, E-SIGN's section 101 can be modified, limited or superseded
by any state statute that constitutes an enactment of the Uniform Electronic Transactions
Act (UETA) in the form approved and recommended by the National Conference of
Commissioners on Uniform State Laws. Any exception to the scope of the UETA included
in the state statute, however, must be consistent with E-SIGN.50 A state statue can also
suggest alternative procedures and requirements for the use or acceptance of electronic
signatures or records. As long as the procedures outlined do not violate any terms of ESIGN, and do not accord greater legal status to one specific technology relating to the
transmitting or authenticating of electronic signatures, E-SIGN does not preempt the state
statute.
In addition, E-SIGN does not apply to a contract to the extent that it is governed by a
law governing probate or family law matters,51 a record governed by the UCC (other than
sections 1-107 and 1-206 and Articles 2 and 2A),52 official court documents,53 a Federal or
state regulatory agency's right to require that records in paper form be kept if there exists
a compelling governmental interest in doing so,54 and certain consumer notices.55

Electronic Transactions and the Bankruptcy Code
Electronic forms of documents and signatures are now used regularly in commerce,
even in situations where a firm statutory foundation for their enforceability does not exist.
This trend will accelerate with the adoption of revised UCC Article 9 and UETA, and
enactment of E-SIGN. In some areas, the bankruptcy code dictates different treatment for
written and oral records, or requires that a document be signed. This has the potential to
require different treatment for electronic records and paper records in inappropriate
situations. Three sections in particular refer to written or signed documents in
circumstances where electronic records or signatures are encountered.

•

Section 523 (a)(2)(B) – A debt for money, etc., to the extent obtained by use
of a materially false statement regarding the debtor’s or an insider’s
financial condition is only non-dischargeable if, inter alia, the statement is
in “writing.”

•

Section 546(c)(1), (d)(1) – The trustee’s rights under certain provisions of the
Code are subject to certain reclamation rights (such as those provided under

E-SIGN § 201.
E-SIGN § 102(a)(1).
51 E-SIGN § 103(a)(1 and 2).
52 E-SIGN § 103(a)(3).
53 E-SIGN § 103(b)(1).
54 E-SIGN § 104(b)(3)(B).
55 E-SIGN § 103(b)(2).
49
50
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the UCC) but only if, inter alia, the seller makes a reclamation demand in
“writing” within specified time limits.
•

Section 547 (c)(3)(A)(1) – A transfer that creates a security interest in
property acquired by a debtor is not an avoidable preference to the extent it
secures new value that was, inter alia, given at or after the “signing” of a
security agreement that contains a description of such property as
collateral.

These provisions create a danger if the terms "writing" and "signed" contained within
them are interpreted to exclude electronic forms of writing or signing. Electronic forms of
documents, created in most cases before the commencement of the bankruptcy case, may,
outside of the bankruptcy process, be valid and enforceable. However, when viewed in light
of the related bankruptcy code provisions, the efficacy of the documents in electronic form
becomes subject to question.
The decision of the Court of Appeals for the Tenth Circuit in Bellco First Federal Credit
Union v. Kaspar56 illustrates this phenomenon. In that case, a credit card issuer
interviewed a customer and obtained financial data over the telephone. The issuer’s
employee entered the financial data obtained into a computer database maintained by the
credit card issuer. When the customer filed a bankruptcy petition, the issuer discovered
the financial data provided was incorrect and filed a complaint seeking to determine the
debt owed by the customer non-dischargeable pursuant to 11 U.S.C. § 523(a)(2)(B). The
issuer claimed the computer database record created from the telephone comment was a
“statement in writing…that the debtor caused to be made…with intent to deceive." The
court held that the electronic data record could not constitute a “writing” for purposes of 11
U.S.C. § 523(a)(2)(B). The court’s focus on the issue of whether the computer record could
be a “writing,” and its statement that it was not, demonstrate that the use of the term
“writing” in the Code may be held to refer only to paper documents and exclude electronic
documents.
The ABA's Electronic Transactions in Bankruptcy Subcommittee of the Business
Bankruptcy Committee has proposed a legislative solution in the form of the "Electronic
Commerce in Bankruptcy Recognition Act." This legislation would amend Code section 102
to provide that the use of the terms "writing" and "signed" within the Code shall not limit
the effect of electronic records or signatures where enforceable under applicable nonbankruptcy law.57

3. DOMAIN NAMES AS PROPERTY INTERESTS
Two decisions show how the debate over how to characterize a domain name creates
confusion when applying property law rules to domain names. Although the cases are nonbankruptcy cases, their application to issues that arise in bankruptcy cases is clear. The
cases establish the ground rules for treatment of domain names in bankruptcy cases.
56
57

Bellco First Federal Credit Union v. Kaspar, 125 F.3d 1358 (10th Cir. 1997).
More information about the specific provisions of the proposed act is available from the author.
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The US District Court for the Eastern District of Virginia examined the issue of
defining a domain name as a property right in Dorer v. Arel.58 Faced with a plaintiff
seeking sale of a domain name by sheriff's sale, the court denied the requested relief. The
court believed the plaintiff's intent was to effect transfer of the domain name and advised
the plaintiff to use Network Solution, Inc.'s domain name dispute process to accomplish
this end. In dicta, the court suggested that a domain name is not personal property subject
to judicial lien, but instead represents trademark rights (to the extent the domain name
holder has trademark rights in the term registered as a domain name) and contract rights
(under the contract between the domain name holder and Network Solutions, Inc.) The
court opined that a domain name is merely an address, and has value subject to lien only
to the extent that the manner of its use adds value. The court stated "if the only value that
comes from transfer of the domain name is from the value added by the user, it is
inappropriate to consider that an element subject to execution."59
The Virginia Supreme court reached the same conclusion in Network Solutions, Inc.
v. Umbro International, Inc.60 The court was asked to determine whether a sheriff could
seize a domain name and sell it at a sheriff's sale to satisfy a judgment against the domain
name registrant. The plaintiff had obtained a money judgment against the defendant,
which had registered several domain names with Network Solutions, Inc. Although most of
the domain names were not related to the plaintiff's cause of action, the plaintiff wanted
them sold to raise funds to satisfy its money judgment. The lower court had viewed the
defendant's domain names as personal assets subject to lien and allowed the seizure. The
Virginia Supreme Court disagreed, finding that while a domain name is an intangible
asset, that asset is limited to the contract rights held under the contract between the
domain name holder and the registrar. The domain name holder has no separate
intellectual property right in the domain name.61
Contrast the decision in Umbro with the decisions in Caesers World, Inc. v.
Caesars- Place.com62 and Online Partners.com, Inc. v. Atlanticnet Media Corp.63 In the
Caesers World case, the plaintiff brought an in rem action against the defendant's domain
name under the newly enacted Anticybersquatting Consumer Protection Act.64 The
defendant asserted that a domain name registration is not property that can serve as res
for an in rem proceeding. The US District Court for the Eastern District of Virginia stated
that a domain name registration was property and could serve independently as res for an
in rem proceeding. In the Online Partners case, the US District Court for the Northern
District of California held in connection with an unopposed trademark infringement action
Dorer v. Arel, 60 F. Supp. 2d. 558 (E.D. Va. 1999).
Id.
60 Network Solutions, Inc. v. Umbro International, Inc., 259 Va. 759, 529 S.E.2d 80 (Va. 2000). This
decision overruled the lower court decision in Umbro v. 3263851 Canada, Inc., 48 Va. Cir. 139 (Va.
Cir. Ct. Feb. 3, 1999).
61 Id.
62 Caesers World, Inc. v. Caesars-Place.com, No. Civ. 99-550-A (E.D. Va. 2000).
63 Online Partners.com, Inc. v. Atlanticnet Media Corp., No. Civ.A.C98-4146 (N.D. Cal. 2000).
64 11 U.S.C. § 1125(d). This amendment to the Lanham Act added an in rem cause of action for "bad
faith" registration of domain names similar to trademarks, rendering moot the decision in Porche
Cars North America, Inc. v. Porche.com, 51 F. Supp. 2d 707 (E.D. Va. 1999).
58
59
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that "a domain name is intellectual property and may be attached under the law."65 The
court ordered the infringing domain name held in trust for the benefit of the plaintiff.
Currently, people treat domain names as possessing some kind of inherent intellectual
property right. They assume they can transfer the domain name freely, and renew the
domain name perpetually. The lower court decision in Umbro, as well the decision in
Online Partners, supports that viewpoint. Unfortunately for both creditors and domain
name holders, the Umbro decision says that the only rights held in the domain name are
the rights under the domain name contract. This means that a creditor might levy against
a domain name, but be unable to sell the domain name. In this manner, the decision limits
the rights of a domain name holder and thus reduces the value of the domain name.
Some domain name registrars, including Network Solutions, Inc., take the official
position that domain names are not transferable. In practice, they allow domain name
holders to effectively transfer a domain name by canceling the registration at the same
time the new owner enters into a new registration contract with the registrar, but nothing
in Network Solutions, Inc.'s current Domain Name Service Agreement gives the domain
name holder the right to transfer a domain name using this method.66 To date, this
problem has not affected the market for domain names. However, domain name holders
should be concerned, and given the large number of ICANN-accredited domain name
registrars, no domain name owner should use a registrar that does not contractually allow
assignment of a domain name.
Of equal concern is a provision in Network Solutions, Inc.'s Domain Name Service
Agreement letting Network Solutions, Inc. void the agreement if a creditor attempts to
obtain an interest in the domain name. This provision has at least three potential effects.
First, it reduces the value of a domain name as collateral, perhaps limiting a domain name
holder's ability to raise funds or obtain credit. Second, it makes a company with valuable
domain names a poorer credit risk because the creditors cannot count on having access to
what is otherwise a valuable asset. Finally, the domain name holder risks losing its
domain name because of creditor activity.
Despite the terms of its Domain Name Service Agreement and its actions in the
Umbro case, Network Solutions, Inc. has cooperated in the involuntary transfer of domain
names, especially through the bankruptcy process. It has fought against forced
garnishment or seizure of domain names, but does not typically cancel domain names
solely because of creditor collection activity. Network Solution's policy is to transfer a
domain name when presented with a court order ordering transfer that is directed to the
current domain name holder. It does require, however, that the parties follow its standard
transfer procedures. For example, in the Websecure, Inc. case (In re Websecure, Inc., case
no. 98-13316-CJK, US Bankruptcy Court for the District of Massachusetts), Gary
Cruickshank auctioned the debtor's domain name, PLANETROCK.COM, using the
Bid4Assets.com liquidation auction Web site. He used Network Solution, Inc.'s written

Online Partners, supra.
In fairness, Network Solutions may soon revise its service agreement to clarify that although a
domain name contract is not assignable, the right to use a domain name may be transferred using
Network Solutions' defined procedures.
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Registrant Name Change Agreement to successfully complete the transfer to the successful
bidder.

4. CONSUMER INFORMATION IN BANKRUPTCY

Personal Information Collection Practices on the Internet
The Internet is making personal data a valuable business asset. Marketing
professionals have long valued the ability to collect and analyze personal data about
potential customers. Computers allowed processing of personal data to determine trends,
identify correlation, and target potential customers, but the methods for collecting the data
remained relatively limited. The Internet changed this. Visitors to Web sites provide
enormous amounts of personal information, both by providing information as they register
for on-line services and through systems that track their activity on the Internet.
Technology companies treat this personal data as a valuable business asset. Today, some
business models are built solely around collection and use of personal data - with the
apparent business run as a loss leader.
On-line businesses collect several types of personal information. At the most basic
level, they collect the same type of customer information as any off-line business: such as a
customer's name, address, telephone number and purchase history. As in the off-line
world, the business only collects this information when the customer provides it. But online businesses also collect information without the customer's knowledge. For example,
many websites glean information about a visitor's computer and the visitor's activity on
the website. The company uses this kind of information to customize the website to the
visitor's needs and evaluate how well its website works. On-line businesses may also trade
this information with its partners. For example, the Internet advertisement placement
company DoubleClick67 was criticized for attempting to track Internet users' activities on
collect data from its customers for the purpose of targeting advertisements to Internet
users. In the extreme, an Internet business can collect data about who you are and link it
with information about what you do while using the Internet.
Concern over collection and use of personal information over the Internet is
resulting in new information collection practices. New statutes restrict companies’ ability
to collect and use personal data in specific situations. In 1998, Congress enacted the
Children’s Online Privacy Protection Act (COPPA)68 to regulate collection of personal data
by commercial websites that are targeted at children or that have actual knowledge that
information is being collected from a child.69 COPPA’s provisions prohibit most collection of
personal information from children unless the company first obtains verifiable parental
consent. Even when consent is obtained, COPPA limits what data can be collected and how
it can be used.70
<www.doubleclick.com>.
15 U.S.C. §§ 6501-6506 (1998).
69 The term “child” is defined for purposes of the act as a person under 13 years of age.
70 Scott Killingsworth, Minding Your Own Business: Privacy Policies in Principle and in Practice,
JOURNAL OF INTELLECTUAL PROPERTY LAW, Vol. 7, pg. 57 (1999), at pg. 73.
67
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Other Federal statutes govern collection and use of personal data in specific
industries. The Fair Credit Reporting Act (FCRA) may apply to on-line businesses that
regularly collect and distribute to third parties personal financial information for credit or
insurance underwriting or employment decisions.71 The Gramm-Leach-Bliley Act of 1999,72
and rules promulgated under that act by Federal agencies like the FTC, control use of
consumer data by financial institutions and govern their on-line privacy policies. Also
relevant is the Health Insurance Portability and Accountability Act of 1996 (HIPAA).73
HIPAA includes provisions requiring security procedures for electronic medical records.74
Among on-line businesses, the trend is toward greater regulation of personal data.
The Federal Trade Commission and consumer protection groups encourage companies to
self-regulate by adopting "privacy policies."75 A privacy policy discloses an on-line business’
data collection and use practices. The typical privacy policy does five things. First, it gives
customers notice of what data the website collects and how the company uses the data.
Second, it gives the customer a choice to “opt-out” of certain data uses. For example, a
customer might be allowed to ask that the company not e-mail promotional materials
about new products. Third, the company gives the customer access to his information and
the ability to update or correct personal information. Fourth, the privacy policy will
describe what steps the company takes to keep the personal information secure. Fifth, the
company provides a mechanism to allow customers to enforce the privacy policy.76
Some online companies contract with outside vendors like TRUSTe77 or the Better
Business Bureau Online78 to review and validate their privacy policies. These companies
will, assuming a website has an adequate privacy policy, let the company display a seal of
approval. However, these companies will also provide an enforcement mechanism for
consumers, creating a risk for the website that does not take its privacy policy seriously.

Personal Information as an Asset: Treatment in the Bankruptcy Process
How collected personal data passes through the bankruptcy process will become an
issue for future cases. 79 Currently, few rights attach to corporate use of personal data, and
what rights do exist are provided solely by statute. A business that collects data can use
the data how it likes.80 In the traditional framework, a company in bankruptcy can use
customer data without restriction. It also can sell the data freely, either as part of the
Id., at 76.
16 U.S.C. §§ 6801, et seq.
73 42 U.S.C. § 1320d.
74 Richard D. Marks, Guidelines for Initiating HIPAA Systems Implementation Projects,
ELECTRONIC COMMERCE & LAW REPORT, Vol. 5, No. 18, Pgs. 468-474 (May 3, 2000).
75 More information about FTC initiatives in on-line privacy is available at
<www.ftc.gov/privacy/index.html>.
76 Id., at 88-91.
77 <www.truste.com>.
78 <www.bbbonline.org>.
79 Jane K. Winn and James Wrathall, Who Owns the Customer? The Emerging Law of Commercial
Transactions in Electronic Customer Data, THE BUSINESS LAWYER, Vol. 56, No. 1 (November 2000).
80 With some exceptions, the most notable being medical and financial data.
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entire business, or separately. In some cases, the customer data is one of the most valuable
assets.
Companies, by using privacy policies, theoretically limit their rights to customer
information. This became very clear in the In re Toysmart.com, LLC81 Chapter 11 case.
Toysmart operated an on-line toy store that ran into financial trouble and ceased
operations in May 2000. After its creditors filed an involuntary Chapter 11 case against it,
Toysmart filed a motion to conduct a public auction of several assets, including its
customer data. Toysmart had, in 1999, adopted a privacy policy and became a licensee of
TRUSTe. On learning about the proposed sale of personal information, TRUSTe
complained to the Federal Trade Commission (FTC) that the proposed sale would violate
Toysmart’s privacy policy. The FTC sued Toysmart in Federal District Court alleging that
the sale of data was an unfair or deceptive business practice violating the FTC Act,82 and
requesting that the court enjoin the sale.83 While Toysmart settled its issues with the
FTC,84 several states’ attorneys generals filed objections to the sale with the bankruptcy
court. The controversy limited Toysmart’s ability to obtain significant bids and, in the face
of the objections Toysmart withdrew the customer data from auction.
The Toysmart case raises the question of what exactly is a privacy policy. A privacy
policy might be considered a contract between the customer and the company. In this case,
would the contact be treated as executory?85 Whether a privacy statement is executory or
non-executory will depend on its terms, primarily whether it places continuing material
obligations on the customer. The company will always have a continuing obligation to use
and maintain data according to the policy’s terms. Assuming the privacy policy is
executory, a company desiring to retain customer data would have to assume the privacy
policy and continue to abide by its terms. Could a company that files a bankruptcy petition
breach the use restrictions by transferring the data in violation of the contract, reject the
contract, and leave individuals with general unsecured claims? Most likely, a debtor
rejecting a privacy policy would have to relinquish rights to data collected under the policy.
A non-executory privacy policy would grant customers fewer rights. A debtor could
breach the non-executory policy, and the customer’s rights could be limited to a general
unsecured claim. Possibly, a court might grant the customer the right to equitable relief
against the debtor to prevent misuse of the provided information.
However, a privacy policy might not even qualify as an enforceable contract. One court
has already stated that an on-line contract is not enforceable unless its terms are obvious
and apparent, and that making the contract accessible only through a link at the bottom of
a Web page does not qualify.86 Under this test, most privacy policies do not rise to the level
of mutually enforceable contracts. In most cases, companies do not conspicuously display
In re Toysmart.com, LLC, Case no. 00-13995-CJK, in the United States Bankruptcy Court for the
District of Massachusetts.
82 15 U.S.C. § 45(a). Presumably, the FTC relied upon the police and regulatory power exception to
the automatic stay in filing the civil complaint. 11 U.S.C. § 362(b)(4).
83 FTC v. Toysmart.com, LLC, civil case no. 00-11341-RGS (D. Mass., filed 7/10/00).
84 Subject to bankruptcy court approval.
85 11 U.S.C. § 365.
86 Ticketmaster v. Tickets.com, 2000 U.S. Dist. LEXIS 4553 (C.D. Cal. 2000).
81
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their privacy policy. A customer wanting to view the privacy policy must find and click on a
small link at the bottom of a Web page.
Customers might enforce a non-contractual privacy policy based on the doctrine of
unjust enrichment. Another option is to claim that use of the information in violation of the
privacy policy constitutes an unfair or deceptive business practice. Many states have
statutes, known as “little-FTC Acts,” which give consumers a private cause of action to
enjoin unfair or deceptive business practices. A privacy regime would give a third option,
giving the individual a statutory or judicially created right to control personal data.87 This
right would be similar to the rights granted a patent or copyright holder. Privacy rights in
personal data would give individuals significant control over the data - businesses could
only use what rights they contract for, and these rights probably will not be transferable in
bankruptcy without the individual's affirmative consent.88

87
88

This is the situation throughout most of the European Union.
11 U.S.C. § 356(c)(1)(A).
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II. ALMOST EVERYTHING YOU NEED TO THINK ABOUT IN A DOT-

COM BANKRUPTCY: AN OUTLINE OF THE BASIC ISSUES

I.

What is the E-commerce Bankruptcy?
A.

The new economy company
1.

2.

3.

4.

The new economy company has intellectual property assets, not hard
assets such as inventory, equipment or real estate.
(1)

Copyrights

(2)

Patent rights

(3)

Trade secrets

(4)

Trademarks

(5)

Data

The ability to reorganize will come from the ability to restructure
relationships with other companies. These relationships are
expressed in the form of executory contracts
(1)

Software licenses

(2)

Technology licenses

(3)

Content licenses

(4)

Linking agreements and affiliate programs

(5)

Telecommunications contracts

(6)

Partnering contracts

New economy companies focus on generating customer flow (I.E.
registered users or Web site “hits”) and revenue. Easy (sometimes)
access to cash flow and a race for market share mean that achieving
positive cash flow and EBIDTA are not primary concerns.
(1)

Revenue absorbed through expansion and operating
practices

(2)

Registered users worth money

(3)

Visitors to the Web site worth money

Customer data. Personal information collected on-line raises special
issues.
(1)
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COPPA – Children’s On-line Privacy Protection Act.
Governs how companies can collect and use children’s
personal information on-line.

(2)

5.

B.

Privacy policies – use or sale of customer data in violation of
the privacy policy may constitute an “unfair or deceptive
business act or practice” violating the FTC Act, or little-FTC
acts. See the Toysmart.com and Living.com cases.

Equity financing structures are used, not traditional secured lending
structures.
(1)

Funds obtained through venture capital and “angels” - not
from banks.

(2)

Multiple levels of complex equity structures, even for small
companies.

(3)

Little, if any, secured debt is present. However, sometimes
equity financings take the form of convertible debt.

(4)

Leases and licenses - lease payments and royalties

(5)

More financing out there! But real ingenuity will be needed
to attract it to a troubled company.

Cyberassets
1.

Not just the .com companies - all companies have cyberassets

2.

Web sites - many different asset types working together

3.
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(1)

Intellectual property

(2)

Equipment - owned or leased

(3)

Software and data

(4)

Licenses and contracts

(5)

Might be hosted in-house or through ISP

Domain names
(1)

Top level domains include .com, .net, and .org. More top
level domains being considered by ICANN.

(2)

Who is the registrar? Network Solutions, Inc., Register.com,
or someone else?

(3)

What type of asset is a domain name? Contract right, or
something else? Executory contract?
(a)

Dorer v. Arel, 60 F. Supp. 2d 558 (E.D. Va. 1999)
(In dicta, a domain name is not personal property
subject to a lien.)

(b)

Network Solutions, Inc. v. Umbro International,
Inc., 259 Va. 759, 529 S.E.2d 80 (Va. 2000) (A
domain name holders rights limited to those held
under contract with the registrar.)

(4)

(c)

Caesers World, Inc. v. Caesars-Place.com, No. Civ.
99-550-A (E.D. Va. 2000) (A domain name is
property that can serve as a res for a statutory inrem proceeding.)

(d)

Online Partners.com, Inc. v. Atlanticnet Media
Corp., No. Civ.A.C98-4146 (N.D. Cal. 2000) (A
domain name is intellectual property that can be
attached by legal process.)

(e)

Kremen v. Cohen, No. Civ.C98-20718 JW (N.D.
Cal. 2000) (A domain name is intangible property
that is not subject to conversion under California
law.)

Domain name rights are affected by trademark rights
(a)

Data Concepts, Inc. v. Digital Consulting, Inc., 150

F.3d 620 (6th Cir. 1998).

II.

(b)

Avery Dennison v. Sumpton, 1999 U.S. App. LEXIS
19954 (9th Cir. 1999).

(c)

Anticybersquatting Consumer Protection Act of
1999. Amendment to the Lanham Act that allows
trademark holders a cause of action for bad faith
registration of a related domain name. Allows inrem proceedings against the domain name itself in
some circumstances.

(d)

ICANN Uniform Dispute Resolution Policy.
Binding arbitration proceeding allowing trademark
holders to seek cancellation of a related domain
name registered and used in bad faith.

Licenses and executory contracts
A.

B.

Types of licenses v license components
1.

Types of licenses: Software licenses, content licenses, affiliate
agreements, technology licenses, VAR agreements, joint development
agreements

2.

License components: copyright licenses, trademark licenses, patent
licenses, data licenses, other executory elements. For example, an
affiliate agreement will contain copyright licenses, and the right to
use each others trademarks. An OEM agreement may contain both
copyright and patent licenses.

Breaking down the license agreement
1.
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Integration of the license, versus breaking up the license into
components. Examine the different relationships contained in the
agreement.

C.

2.

Evaluating separate rights under the license - what to keep and what
to eliminate

3.

Negotiating cure of defaults.

Special issues for intellectual property licenses - 11 USC 365(n)
1.

D.

Scope of "intellectual property" definition - what is included and what
is not
(1)

Trademark rights excluded

(2)

Data rights excluded

(3)

Foreign intellectual property rights excluded

2.

Intellectual property licensees retain certain rights on rejection must give up general unsecured claim to retain rights.

3.

Examine the license carefully for "magic" statutory language

Special issues in Patent and Copyright licenses
1.

2.

3.

Patent licenses are personal in nature to licensor and cannot be
assigned pursuant to 11 USC §365(c)(1)(A)
(1)

In re CFLC, Inc., 89 F.3d 673 (9th Cir. 1996) (A patent
license cannot be assumed and assigned without nondebtor’s
consent, because federal law holds a nonexclusive patent
license to be personal and nonassignable.)

(2)

In re Alltech Plastics, Inc., 71 B.R. 686, 689 (Bankr. W.D.
Tenn. 1987) (Since federal common law “classifies patent
licenses as personal in nature and not assignable unless
expressly made so,” trustee did not have power to assume
and then assign the patent license absent the consent of the
patent holder.)

Copyright licenses too are personal in nature to licensor
(1)

Emmylou Harris v. Emus Records Corporation, 734 F.2d
1329 (9th Cir. 1994) (Copyright licenses are personal in
nature to the author of the work and a licensee can not
assign its interest absent the licensor's consent.)

(2)

In re Patient Education Media, Inc., 210 B.R. 237 (Bankr.
S.D.N.Y. 1997) (A copyright license cannot be assumed and
assigned without nondebtor’s consent.)

Majority rule: when 11 USC §365(c)(1)(A) prohibits assignment,
§365(c) prohibits assumption too ("hypothetical test.")
(1)
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In re Catapult Entertainment, Inc. 165 F.3d 747 ( 9th Cir.
1998) (Whether or not a debtor intends to assign patent
license to a third party, it cannot assume it, because

nonbankruptcy law prohibits assignment of a patent license.
)
(2)

4.

"Actual test" allows assignment
(1)

5.

III.

In re Access Beyond Technologies, Inc., 237 B.R. 32 (Bankr.
D. Del. 1999)(A patent license is nonassumable, if under
nonbankruptcy law it is nonassignable.)
Institut Pasteur v. Cambridge Biotech Corp., 104 F.3d 489
(1st Cir. 1997) (Code § 365(c) requires a case-by-case inquiry
into whether the nondebtor party is being forced to accept
performance from someone other than the debtor party with
whom it originally contracted.)

Uniform Computer Information Transactions Act (UCITA) as "other
law" prohibiting assignment. UCITA, enacted in Maryland and
Virginia, has provisions governing assignment of software and
computer information licenses.

Security Interests in Intellectual Property
A.

B.

C.

Intellectual Property is just a general intangible
1.

Starting point is UCC Article 9 - general intangible filing rules under
9 and revised 9

2.

What law applies? UCC Article 9, the 1999 revision to UCC Article 9,
UCITA or Federal intellectual property law

Ownership of IP - maybe not who you think
1.

Domain names registered based on registrar's records

2.

Trademark rights accrue to provider of good or service

3.

Patents held by inventor, unless properly assigned

4.

Copyrights held by creator of work
(1)

Work for hire doctrine - employees transfer copyrights to
employer without writing

(2)

Written assignment required for third party works,
including those created by 1099 independent contractors

Copyright issues
1.

US Copyright Act

2.

Copyright Act recordation provisions preempt UCC Article 9
perfection provisions
(1)

© Warren E. Agin, 2001

National Peregrine, Inc. v. Capitol Federal Savings and
Loan Association, 116 B.R. 194 C.D. Cal. 1990) (Copyright
Office filing is required to perfect security interest in
registered copyright.)

D.

In re AEG Acquisition Corp., 127 B.R. 34 (Bankr. C.D. Cal.
1991), aff’d, 161 B.R. 50 (9th Cir. B.A.P. 1993) (Copyright
Office filing required to perfect security interest in
registered copyright).

(3)

In re Avalon Software, Inc., 209 B.R. 517 (Bankr. D. Ariz.
1997) (only method of perfecting a security interest in
copyrightable material, whether registered or unregistered
is to register copyright and file notice of security interest
with Copyright Office).

(4)

Aerocon Engineering, Inc. v. Silicon Valley Bank, 244 B.R.
149, 154 (Bankr. N.D. Cal. 1999) (security interest in
unregistered copyright can be perfected through UCC filing).

3.

Copyright registrations - what is covered?

4.

Copyright filings - copyright mortgage can be filed with respect to
registered copyrights only.

Trademark issues
1.

Unregistered trademark rights

2.

State trademark rights

3.

Federal trademark rights - Lanham Act

4.
E.

(2)

(1)

In re Together Development Corp., 227 B.R. 439 (Bankr. D.
Mass. 1998).

(2)

In re 199Z, Inc., 137 B.R. 778 (Bankr. C.D. Cal. 1992)
(perfection of security interest in federally registered
trademark accomplished by filing UCC financing statement,
not by a federal filing).

(3)

In re Roman Cleanser Co., 43 B.R. 940, 944 (Bankr. E.D.
Mich. 1984), affirmed,802 F.2d 207 (6th Cir. 1986)
(perfection of a security interest in a federally registered
trademark accomplished by filing a UCC financing
statement, not by federal filing).

Assignment in Gross prohibition. A trademark may be assigned only
with the related goodwill.

Patent issues
1.

Patent Act partially preempts UCC Article 9

2.

PTO filing (collateral assignment) grants priority against subsequent
mortgagees and purchasers

3.

UCC-1 filing required to obtain priority against involuntary
lienholders and bankruptcy estates
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4.
F.

IV.

(1)

In re Cybernectic Services, Inc., 239 B.R. 917 (B.A.P. 9th
Cir. 1999) (security interest in patent must be perfected
through UCC filing)

(2)

Chesapeake Fiber Packaging Corp. v. Sebro Packaging
Corp., 143 B.R. 360 (D. Md. 1992), aff'd, 8 F.3d 817 (4th Cir.
1993)

Meaning of a collateral assignment of a patent - results in actual
transfer of patent rights

Trade secret issues
1.

Can a trade secret be subject to a security interest?

2.

Make sure to maintain trade secret protection.

3.

Issues during sale process. Retaining trade secret protection means
limiting information to potential buyers.

Uniform Computer Information Transactions Act (UCITA)
A.

Scope
1.

UCITA governs “computer information transactions,” which will
include software licenses and content licenses.

2.

What is excluded: Goods; transactions governed by UCC Articles 3, 4,
4A, 5, 6, 7 or 8; transactions that are essentially print oriented;
transactions related to audio or video programming; compulsory
licenses; and employment contracts.

3.

Limited enactment. So far, UCITA is only enacted in Maryland and
Virginia. But, choice of law provisions allow application to contracts
by virtue of choice of law provisions.

B.

Contains ownership and transfer provisions that govern software and data
licenses. Can restrict ability to assign or alienate licenses.

C.

Contains financier provisions that govern non-UCC Article 9 software
financing.

.
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III. COLLATERALIZING INTELLECTUAL PROPERTY
1. PERFECTION OF SECURITY INTERESTS IN COPYRIGHTS
One goal of commercial law is to provide lenders ease and certainty in perfecting
security interests in property. Uniform Commercial Code, Article 9 ("Article 9")
accomplishes this goal by allowing perfection against most assets by filing a simple
document with a centralized registry. Easily obtained security interests simplify lending
and open capital sources. The Bankruptcy Code is designed to recognize secured creditor's
rights when they comply with the applicable rules, and balance those rights against the
needs of the debtor and other creditors.

The Peregrine Case
The carefully constructed rules cease working when applied to security interests in
copyrights because of a provision in the US Copyright Act89 and a California District Court
decision, In re Peregrine Entertainment, Ltd.90 The US District Court for the Central
District of California addressed a creditor’s claim that it had properly perfected its lien on
a film library by filing a UCC-1 financing statement in accordance with the provisions of
Article 9. The court held that the US Copyright Act preempted the Article 9 perfection
provisions and therefore filing with the Copyright Office was required to perfect a security
interest in a copyright.
The court's conclusion flows naturally from provisions of the Copyright Act and Article
9. Section 205(a) of the Copyright{xe "Copyrights\:transfer"} Act{xe "Copyright Act of
1976"} provides that “any transfer of copyright ownership or other document pertaining to
a copyright may be recorded in the Copyright Office{xe "Copyright Office of the Library of
Congress"}..” and Section 205(c) provides that recording any such document in connection
with a registered copyright gives all persons constructive notice of the facts stated in the
recorded document. The Copyright Act defines{xe "Copyright Act of 1976"} the term
“transfer of copyright ownership{xe "Copyrights\:assignment or conveyance"}{xe
"Copyrights\:mortgage or hypothecation"}{xe "Copyrights\:alienation"}” to include “an
assignment, mortgage, exclusive license, or any other conveyance, alienation, or
hypothecation of a copyright.”91 This definition clearly encompasses security interests{xe
"Security interests\:in copyrights"} in copyrights.
The UCC,{xe "Uniform Commercial Code\:federal preemption"} because it is enacted as
a state statute, is subject to preemption{xe "Federal preemption\:of Uniform Commercial
Code"} by Federal statutes. UCC, § 9-104(a){xe "UCC Section 9©104(a)"} provides that
Article 9 does not apply to a security interest subject to a Federal statute “to the extent
Title 17 of the US Code.
In re Peregrine Entertainment, Ltd., 116 B.R. 194 (C.D. Cal. 1990{xe "In re Peregrine
Entertainment, Ltd., 116 B.R. 194 (C.D. Cal. 1990)"}).
91 17 U.S.C. §101.
89
90
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that such statute governs the rights of parties to and third parties affected by transactions
in particular types of property.”92 Section 9-302(3)({xe "UCC Section 9©302(3)"}a) states
that a UCC-1 Financing Statement{xe "UCC©1 Financing Statement"} is not necessary to
perfect a security interest in property subject to any statute or treaty of the United States
which provides for national or international registration{xe "Security interests\:effect of
international registration"} or which specifies a place for filing a security interest.93 The
provisions of Section 205 of the Copyright Act appear to satisfy the requirements for
federal preemption of Article 9.
The decision in Peregrine, and the later, but similar, decision in In re AEG Acquisition
Corp.,94 applied to security interests in registered copyrights. Thus, their direct impact was
limited to intellectual property assets that are easily defined and determined. Registered
copyrights are relatively easy to identify through the US Copyright Office's records and
due diligence. Further, in the context of the entertainment industry (the subject of
Peregrine) lenders want to secure with respect to a specific asset, usually a film or other
artistic work, without regard to ownership. The perfection structure dictated by Peregrine
serves this need. Copyrights in these works are always registered and the US Copyright
Office provides a central filing location.

The Avalon Case
The Peregrine structure does not work when applied to the software industry, as
demonstrated by the US Bankruptcy Court for the District of Arizona's decision in In re
Avalon Software, Inc.95 That court held a creditor does not have a perfected security
interest in property subject to protection under the Copyright Act, unless (1) the debtor has
registered its copyright in the property, and (2) the creditor files its security interest with
the U.S. Copyright Office. Thus, the Avalon decision extends the Peregrine decision to
unregistered copyrights.
In 1994, Avalon Software, Inc, a computer software developer, obtained a loan from
Imperial Bank. Avalon granted Imperial a security interest in all its assets, then or after
acquired, including accounts, general intangibles, equipment, inventory and proceeds.
Imperial filed a UCC-1 financing statement with the Arizona Secretary of State, thus
satisfying the perfection requirements of Article 9 as enacted in Arizona. At that time,
Avalon had registered with the Copyright Office copyrights in software developed between
1989 and 1991. However, after 1991, Avalon did not register copyrights in its software.
Imperial did not file any documents providing notice of its security interest with the
Copyright Office. After 1994, Avalon continued to produce new software programs. It also
created updates, modifications, amendments and enhancements to its existing software
programs. Avalon did not register a copyright in any of these works. Avalon subsequently
filed a chapter 11 petition and substantially all of its assets were sold, with court approval,
to a third party. Imperial’s lien attached to the sale proceeds.
92
93

UCC § 9-104(a) (1995).
UCC § 9-302(3)(a) (1995).

In re AEG Acquisition Corp., 127 B.R. 34 (Bankr. C.D. Cal. 1991), affirmed, 161 B.R. 50 (9th Cir.
BAP 1993).
95 In re Avalon Software, Inc., 209 B.R. 517 (Bankr. D. Ariz. 1997).
94
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The debtor and the creditor’s committee sought to avoid Imperial’s lien against the
proceeds from the sale of Avalon’s software and software licenses. Judge Marlar, following
the Peregrine and AEG Acquisition decisions, held that Imperial’s failure to file its security
interest with the U.S. Copyright Officer meant its lien was unperfected as against all
Avalon’s software related assets, including the proceeds from selling those assets. A
product susceptible to copyright protection acquires its character as “copyrightable” when
the intellectual work is created.96 A work can receive copyright protection even if the
copyright is not registered. Thus, the court concluded, regardless of whether the copyright
in the work is registered, a lien in the copyright can only be perfected by filing a security
agreement with the Copyright Office. Based on this argument, the bankruptcy court judge
held in Avalon that Imperial’s lien was unperfected against Avalon’s software, even the
copyrightable software that had not been registered with the Copyright Office. The lack of
perfection extended to software that was a modification, enhancement or offshoot of the
existing programs, and also extended to Avalon’s rights under licenses of the software
rights.

Avalon took rules that worked when applied to the entertainment industry and applied
them to a software company. In the entertainment industry, copyrights in finished works
are always registered. Lending is project based, not entity based. In the software industry,
copyright registration is less often used, especially since copyright registration of software
code is inconsistent with the concept of using trade secret laws to protect source code. Also,
copyright protection is available for a broad variety of assets, for which registered
copyright protection is not sought. Marketing materials, brochures, instruction manuals,
internal correspondence, accounting and business records, white papers, advertising copy
and graphics, logos, artwork, and even buildings are all examples of common business
assets subject to copyright protection. As a business matter, registering a copyright in all
such assets is impractical and expensive. Further, registering a copyright in some types of
copyrightable assets, such as intellectual property works in progress, is not possible,
because registering a copyright requires making a deposit of the work. Imagine filing as a
public record a copy of a Web site for a product that is not yet launched.
The Avalon decision also creates a problem with respect to after-acquired property.
Maintaining the security interest against after-acquired or derivative works becomes more
difficult because the security agreement filed with the Copyright Office must reference
each individual copyright registration. Thus, as new works are created and old works are
revised, the lender and borrower must file a continuous stream of copyright registrations
and security agreements.
Perhaps the Avalon decision's greatest problem is its failure to recognize that while a
debtor can have a copyright in a work, the copyright is not the work. For example,
software consists of tangible media, trade secret rights, license rights, trademark rights,
and patent rights. Even if the court held that Imperial’s lien against Avalon’s copyrights
in its software was unperfected, that is not the same as holding that Imperial’s lien against
the software was unperfected. Even following the decisions of the courts in Peregrine and
AEG Aqcuisitions, courts need to develop methods for determining the value that is
attributable to the copyright in a work, and the value of the work attributable to other
96

17 U.S.C. §§101, 201(a).

© Warren E. Agin, 2001

factors. This calculation will differ on a case by case basis. The approach taken by the court
in Avalon, determining that the lender’s failure to perfect its lien in copyrights in the
software obviated any lien it had in the software itself, simply misapplies copyright law,
confusing a personal right in an aspect of a property asset with the property asset itself. A
subsequent case out of the US Bankruptcy Court for the Northern District of California,
Aerocon Engineering, Inc. v. Silicon Valley Bank,97 approached the problem with a more
limited approach. The court in Aerocon limited the Peregrine preemption principal to
copyrights registered under the US Copyright Act, thus reaching a more commercially
reasonable result.

2. SECURITY INTERESTS IN LICENSES UNDER REVISED ARTICLE 9
Section 408 of revised UCC Article 9 changes the rules governing treatment of security
interests in licenses and other general intangibles. Terms contained in a document
creating a general intangible, including a license, which prohibit, restrict, or require
consent for creation, attachment, or perfection of a security interest in the general
intangible will be ineffective to the extent the terms:

1. would impair the creation, attachment, or perfection of a security
interest; or
2. provide that the creation, attachment or perfection of the security interest
may give rise to a default under the license.98
Similar provisions contained in a statute or governmental rule or regulation are
similarly ineffective.99 However, all is not well for the secured creditor. To the extent a term
or statute restricting creation, attachment or perfection of a security interest would be
effective outside of Article 9, the creation, attachment, or perfection of a security interest in
the general intangible:

1. is not enforceable against, or impose a duty on, the other party to the
general intangible agreement;
2. does not require the other party to the general intangible agreement to
recognize the security interest, provide performance to the secured party,
or accept performance from the secured party;
3. does not entitle the secured party to use or assign the debtor’s rights
under the general intangible, including any related information or
materials furnished to the debtor in the transaction giving rise to the
general intangible agreement;
97

Aerocon Engineering, Inc. v. Silicon Valley Bank, 35 BCD 154, 1999 Bankr. LEXIS 1741 (Bankr.

N.D. Cal.) 1999).
98 UCC § 9-408(a) (1999).
99 UCC § 9-408(c) (1999).
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4. does not entitle the secured party to use, assign, possess, or have access
to any trade secrets or confidential information of the other party to the
general intangible agreement; and
5. does not entitle the secured party to enforce the security interest in the
general intangible.100
This means the secured party can obtain a security interest, but can not enforce it.
For example, a lender seeking a security interest in the licensee’s rights under a software
license can obtain that security interest. The lender can not, in the face of a term in the
license restricting assignment, enforce its security interest against the license. What the
lender can do is enforce a security interest against proceeds from any disposition of the
license rights, assuming it had the foresight to obtain and perfect a security interest in the
proceeds.

IV. INTELLECTUAL PROPERTY LICENSES AND SECTION 365
The Bankruptcy Code recognizes that a reorganizing debtor must have the ability to
hold third parties to existing contractual obligations where beneficial to the estate, and
even transfer the contractual obligations to third parties. Section 365 grants the debtor the
ability to assume and assign such executory contracts. The debtor's ability to assume and
assign a contract is not absolute. The Code recognizes that in some circumstances allowing
a debtor to assign a contract to a third party creates too great an imposition on the other
party to the contract. Rather than define the specific instances when a contract may not be
assigned, section 365 (c)(1)(A) of the Code restricts assignment when non-bankruptcy laws
(but not contractual terms) excuse the non-debtor party to the contract from accepting
performance from an assignee.101 Thus, the Code looks to other law, either statutory or
judicial, to determine when forced assignment of contract rights is too unfair to the nondebtor party to be allowed.

2. ASSIGNMENT BY A PATENT LICENSEE
In the Everex Systems, Inc. v. Cadtrak Corporation102 case, the Ninth Circuit Court
of Appeals sustained a licensor's objection to a debtor assigning its rights under a nonexclusive patent license. The decision focused on the language of section 365 (c)(1)(A). The
relevant applicable law was the Federal common law principal that non-exclusive patent
licenses contain an implied term restricting assignment.103
The decision in Everex stems from an important distinction between a license and a
contract. A contract is an agreement between parties defining mutual obligations to each
other. A license is an agreement by the holder of intellectual property rights to allow a
third party to violate those intellectual property rights. A license is sometimes described as
100
101
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103

UCC § 9-408(d) (1999).
11 U.S.C. §365(c)(1)(A).

Everex Systems, Inc. v. Cadtrak Corp., 89 F.3d 673, 679-80 (9th Cir. 1996).
See, e.g., Commissioner v. Sunnen, 333 U.S. 591, 609 (1948).

© Warren E. Agin, 2001

an agreement not to sue. Intellectual property rights are generally considered personal to
the owner. For example, a patent is considered a personal right of the inventor (although
patent rights can be assigned.) As a personal right, patent law recognizes a strengthened
right of the patent holder to control who uses or, more accurately stated, who is allowed to
violate the patent. This translates into a recognized right to control the terms, and
recipient, of any license of the patent rights. The Everex decision rests on this principle.
The decision in Everex has a potentially chilling effect on reorganizations. It grants
a patent licensor undue control over a licensee's reorganization, especially if that
reorganization requires a sale or transfer of assets. In some cases, allowing forced
assignment of a patent license will cause severe problems for the licensor (although such
situations can be avoided through proper drafting of the patent license.) However, in many
other cases involving technology companies the patent license rights are essential to the
debtor's operation and the debtor must retain the rights for it, or its successor, to continue
operations. In some of these cases, the cost to the patent licensor of forced assignment is, at
most, loss of a relatively small amount of revenue. Patent licenses also occur within
relationships that do not fall within the scope of the standard technology transfer. For
example, many software licenses include a patent license component.

3. ASSUMPTION BY A PATENT LICENSEE
By extension, the Everex holding prevents not only assignment of patent license
rights but mere assumption by a reorganizing debtor. Code section 365(c) uses the
language "the trustee may not assume or assign any executory contract or unexpired lease
of the debtor…"104 One line of cases has adopted a "hypothetical test" in interpreting the
use of the word "or" in section 365(c), holding the section restricts assignment of an
executory contract when a hypothetical assignment would be prohibited.105 Another line of
cases concludes that restricting assumption merely because applicable law prohibits
assignment is nonsensical and applies an "actual test" holding that section 365(c) limits
assumption only when the trustee intends to subsequently assign the assumed contract.106
In In re Catapult Entertainment,107 the Ninth Circuit Court of Appeals adopted the
hypothetical test and held a debtor could not assume rights under a non-exclusive patent
license over the licensor's objection.108

11 U.S.C. § 365(c).
In re Catapult Entertainment, 165 F.3d 747 (9th Cir. 1999), In re James Cable Partners, 27 F.3d
534 (11th Cir. 1994), In re Writ Electric, Inc. 852 F.2d 79 (3rd Cir. 1988), In re Catron, 158 B.R. 629
(E.D. Va. 1993), affirmed w/o opinion, 25 F.3d 1038 (4th Cir. 1994).
106 See Institut Pasteur v. Cambridge Biotech Corp., 104 F.3d 489 (1st Cir. 1997), cert. denied, 117 S.
Ct. 2511, 138 L. Ed. 2d 1014 (1997).
107 In re Catapult Entertainment, supra (1999).
108 Also, In re Access Beyond Technologies, Inc., 237 B.R. 32 (Bankr. D. Del. 1999). However, in
Institut Pasteur, supra, the First Circuit Court of Appeals applied the actual test and allowed a
debtor to circumvent the Everex prohibition on assignment by assuming the rights under a patent
license and then transferring the equity interest in the entity that had assumed the license. The
lesson, pass up the temptation to file your next technology bankruptcy case in Delaware: go to the
1st Circuit instead.
104
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The Catapult decision expands the Everex decision's impact and gives patent
licensors veto power over a debtor's ability to retain license rights after reorganization.
While granting a licensor control over assignment of the licensee's interest is backed by
existing public policy considerations, allowing a patent licensor the ability to terminate the
license merely because the licensee has filed a bankruptcy runs contrary to the bankruptcy
policy against ipso facto clauses in contracts.

4. ASSIGNMENT BY A COPYRIGHT LICENSEE
The restrictions on assumption and assignment of patent licenses may also apply to
assumption and assignment of a licensee's rights under a non-exclusive copyright license.
In Emmylou Harris v. Emus Records Corporation,109 the Ninth Circuit Court of Appeals
applied the concepts later expressed in the Everex decision to a copyright license, stating
that the bankrupt licensee of rights under a mechanical recording license could not assign
those rights to a third party because the rights were personal in nature. Although the
Emmylou Harris case was decided under the Bankruptcy Act, the holding was, in In re
Patient Education Media, Inc.,110 applied to bar assignment under the Bankruptcy Code of
a non-exclusive copyright license to reproduce photographs.
The decisions in the Emmylou Harris and Patient Education cases go beyond
assignment of recording contracts and photograph reproduction rights. The principles
espoused in the cases apply, theoretically, to the entire field of copyrights since they are
based in the concept of what a copyright is, not what type of copyrighted material is at
issue. Judge Bernstein's decision in Patient Education described the Copyright Act as
"intended to motivate the creative activity of authors and inventors by the provision of a
special reward."111 This "reward" is the right to control transfer and use of the copyrighted
works.
In the context of a recorded song or an artistic photograph, protecting the artist's
right to control his work seems reasonable. Protecting this right seems less reasonable in
the context of copyrightable material produced for commercial purposes, such as software,
Web sites, marketing materials, and commercial graphics. For example, if an advertising
agency designs a brochure cover but does not sign a written copyright assignment the
advertising agency retains the copyrights in the brochure cover. Should the advertising
agency have the right to prevent its client from using the brochure cover post-bankruptcy?
Imagine a .com business that hires a design firm to produce and manage its Web site, but
fails to include a copyright assignment in the design contract. Should the .com be forced to
abandon its entire Web site just because it passes through a bankruptcy case? These are
the results dictated by the decisions in the Emmylou Harris and Patient Education cases.

Emmylou Harris v. Emus Records Corporation, 734 F.2d 1329 (9th Cir. 1984).
In re Patient Education Media, Inc., 210 B.R. 237 (Bankr. S.D.N.Y. 1997).
111 Id. at 240, quoting Sony Corp. of America v. Universal City Studios, Inc., 464 U.S. 417, 429, 78 L.
Ed. 2d 574, 104 S. Ct. 774 (1984).
109
110

© Warren E. Agin, 2001

V. APPENDIX A: SELECTED SOURCE MATERIALS ON SECURITY
INTERESTS IN INTELLECTUAL PROPERTY.
ITEM 1

Copyright Act: 17 U.S.C. § 205
(a)

Conditions for Recordation. - Any transfer of copyright ownership or other
document pertaining to a copyright may be recorded in the Copyright Office
if the document filed for recordation bears the actual signature of the person
who executed it, or if it is accompanied by a sworn or official certification
that it is a true copy of the original, signed document.

…
(c)

Recordation as Constructive Notice. - Recordation of a document in the
Copyright Office gives all persons constructive notice of the facts stated in
the recorded document, but only if - (1) 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; and (2)
registration has been made for the work.

(d)

Priority Between Conflicting Transfers. - As between two conflicting
transfers, the one executed first prevails if it is recorded, in the manner
required to give constructive notice under subsection (c), within one month
after its execution in the United States or within two months after its
execution outside the United States, or at any time before recordation in
such manner of the later transfer. Otherwise the later transfer prevails if
recorded first in such manner, and if taken in good faith, for valuable
consideration or on the basis of a binding promise to pay royalties, and
without notice of the earlier transfer.

Copyright Act: 17 U.S.C. § 101
A ''transfer of copyright ownership'' is an assignment, mortgage, exclusive license,
or 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.
ITEM 2

Massachusetts General Law, Chapter 106, § 9-104
This Article does not apply (a) to a security interest subject to any statute of the
United States to the extent that such statute governs the rights of parties to and
third parties affected by transactions in particular types of property; or…
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Massachusetts General Law, Chapter 106, § 9-302(3)(a)
(3) The filing of a financing statement otherwise required by this Article is not
necessary or effective to perfect a security interest in property subject to (a) a
statute or treaty of the United States which provides for a national or international
registration of a national or international certificate of title or which specifies a
place of filing different from that specified in this Article for filing of the security
interest; or…
ITEM 3: COPYRIGHT CASES
(1)

National Peregrine, Inc. v. Capitol Federal Savings and Loan Association, 116 B.R.
194 (C.D. Cal. 1990) (Copyright Office filing is required to perfect security interest
in registered copyright.)

(2)

In re AEG Acquisition Corp., 127 B.R. 34 (Bankr. C.D. Cal. 1991), aff’d, 161 B.R. 50
(9th Cir. B.A.P. 1993) (Copyright Office filing required to perfect security interest in
registered copyright).

(3)

In re Avalon Software, Inc., 209 B.R. 517 (Bankr. D. Ariz. 1997) (only method of
perfecting a security interest in copyrightable material, whether registered or
unregistered, is to register copyright and file notice of security interest with
Copyright Office).

(4)

Aerocon Engineering, Inc. v. Silicon Valley Bank, 244 B.R. 149, 154 (Bankr. N.D.
Cal. 1999) (security interest in unregistered copyright can be perfected through
UCC filing).

ITEM 4

Revised UCC Article 9, §109
(c)

This article does not apply to the extent that:
(1)

a statute, regulation, or treaty of the United States preempts this
article;

(2)

another statute of this State expressly governs the creation,
perfection, priority, or enforcement of a security interest created by
this State or a governmental unit of this State;

(3)

a statute of another State, a foreign country, or a governmental unit
of another State or a foreign country, other than a statute generally
applicable to security interests, expressly governs creation,
perfection, priority, or enforcement of a security interest created by
the State, country, or governmental unit; or…

Revised UCC Article 9, §311
(a)

Except as otherwise provided in subsection (d), the filing of a financing
statement is not necessary or effective to perfect a security interest in
property subject to:

© Warren E. Agin, 2001

(1)

a statute, regulation, or treaty of the United States whose
requirements for a security interest’s obtaining priority over the
rights of a lien creditor with respect to the property preempt Section
9-310(a);…

ITEM 5

Lanham Act: 15 U.S.C. § 1060
(a) A registered mark or a mark for which an application to register has been filed
shall be assignable with the good will of the business in which the mark is used, or
with that part of the good will of the business connected with the use of and
symbolized by the mark…Assignments shall be by instruments in writing duly
executed…An assignment shall be void against any subsequent purchaser for

valuable consideration without notice, unless the prescribed information reporting
the assignment is recorded in the Patent and Trademark Office within 3 months
after the date of the assignment or prior to the assignment. The Patent and
Trademark Office shall maintain a record of information on assignments, in such
form as may be prescribed by the Director.
ITEM 6: TRADEMARK CASES
(1)

In re Together Development Corp., 227 B.R. 439 (Bankr. D. Mass. 1998). Federal
filing only insufficient.

(2)

In re 199Z, Inc., 137 B.R. 778 (Bankr. C.D. Cal. 1992) (perfection of security interest
in federally registered trademark accomplished by filing UCC financing statement,
not by a federal filing).

(3)

In re Roman Cleanser Co., 43 B.R. 940, 944 (Bankr. E.D. Mich. 1984), affirmed, 802
F.2d 207 (6th Cir. 1986) (perfection of a security interest in a federally registered
trademark accomplished by filing a UCC financing statement, not by federal filing).

ITEM 7

Patent Act: 35 U.S.C. § 261
Subject to the provisions of this title, patents shall have the attributes of personal
property. Applications for patent, patents, or any interest therein, shall be
assignable in law by an instrument in writing. The applicant, 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.
…An assignment, grant or conveyance shall be void as against any subsequent

purchaser or mortgagee for a valuable 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.
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ITEM 8: PATENT CASES
(1)
(2)

In re Cybernectic Services, Inc., 239 B.R. 917 (B.A.P. 9th Cir. 1999) (security interest
in patent must be perfected through UCC filing)
Chesapeake Fiber Packaging Corp. v. Sebro Packaging Corp., 143 B.R. 360 (D. Md.

1992), aff'd, 8 F.3d 817 (4th Cir. 1993)

ITEM 9

Revised UCC Article 9, § 408
(a)

…a term in…an agreement between an account debtor and a debtor which
relates to a…general intangible, including a contract, permit, license, or
franchise, and which term prohibits, restricts, or requires the consent of
the…account debtor to, the assignment or transfer of, or creation,
attachment, or perfection of a security interest in, the…general intangible, is
ineffective to the extent that the term:
(1)

would impair the creation, attachment, or perfection of a security
interest; or

(2)

provides that the assignment or transfer or the creation, attachment
or perfection of the security interest may give rise to a default,
breach, right of recoupment, claim, defense, termination, right of
termination, or remedy under the…general intangible.

…
(c)

(d)

A rule of law, statute or regulation that prohibits, restricts, or requires the
consent of…[an] account debtor to the assignment or transfer of, or creation
of a security interest in, a…general intangible, including a contract, permit,
license, or franchise between an account debtor and a debtor, is ineffective to
the extent that the rule of law, statute, or regulation:
(1)

would impair the creation, attachment, or perfection of a security
interest; or

(2)

provides that the assignment or transfer or the creation, attachment,
or perfection of the security interest may give rise to a default,
breach, right of recoupment, claim, defense, termination, right of
termination, or remedy under the…general intangible.

To the extent that a term in…an agreement between an account debtor and a
debtor which relates to a…general intangible or a rule of law, statute, or
regulation described in subsection (c) would be effective under law other
than this article but is ineffective under subsection (a) or (c), the creation,
attachment, or perfection of a security interest in the…general intangible:
(1)

is not enforceable against…the account debtor;

(2)

does not impose a duty or obligation on…the account debtor;
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(e)

(3)

does not require…the account debtor to recognize the security
interest, pay or render performance to the secured party, or accept
payment or performance from the secured party;

(4)

does not entitle the secured party to use or assign the debtor’s rights
under the…general intangible, including any related information or
materials furnished to the debtor in the transaction giving rise to
the…general intangible;

(5)

does not entitle the secured party to use, assign, possess, or have
access to any trade secrets or confidential information of…the account
debtor; and

(6)

does not entitle the secured party to enforce the security interest in
the…general intangible.

This section prevails over any inconsistent provisions of the following
statutes, rules, and regulations: [List here any statutes, rules, and
regulations containing provisions inconsistent with this section.]

Revised UCC Article 9, § 321
(a)

In this section, “licensee in ordinary course of business” means a person that
becomes a licensee of a general intangible in good faith, without knowledge
that the license violates the rights of another person in the general
intangible, and in the ordinary course from a person in the business of
licensing general intangibles of that kind. A person becomes a licensee in the
ordinary course if the license to the person comports with the usual or
customary practices in the kind of business in which the licensor is engaged
or with the licensor’s own usual or customary practices.

(b)

A licensee in ordinary course of business takes its rights under a nonexclusive license free of a security interest in the general intangible created
by the licensor, even if the security interest is perfected and the licensee
knows of its existence.
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