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I.	Facts


NOxTech licenses a patent to Enron concerning a method for burning fuel resulting in less pollution than conventional methods.


II.	Question Presented


What would happen to the license if NOxTech filed for bankruptcy?


III.	Section 365


Section 365 of the Bankruptcy Code allows a debtor to assume or reject an executory contract, such as a patent license.  Depending on whether the debtor assumes or rejects the license, § 365 provides for certain rights and obligations to a licensee from a debtor of a right to intellectual property.


	A.  Prior to NOxTech Rejecting the License


If NOxTech were to file for bankruptcy, unless and until it rejects the license it must, on Enron’s written request, (1) perform under the license; (2) provide Enron with the intellectual property included under the license; and (3) not interfere with Enron’s rights under the license.  § 365(n)(4).


	�
			B.  NOxTech Rejects The License


If NOxTech rejected the license, Enron, as the licensee, would have two options:  (1) treat the license as terminated by reason of the rejection, and pursue damages for breach of contract; or (2) elect to retain its rights to the intellectual property for the duration of the license and for any period for which the license might be extended by Enron.  § 365(n)(1)(A)-(B).


If Enron elected to retain its rights, there are five main consequences.  First, Enron could enforce any exclusivity provision of the license.  It would, however, lose any right it otherwise may have to compel specific performance by NOxTech under the license.  As such, NOxTech could not be compelled to make Bruce Sudduth available to Enron.  § 365(n)(1)(B).  


Second, Enron would be obligated to make all royalty payments due under the license.  Even if NOxTech owes Enron money under the license, or otherwise, Enron would still need to pay any royalties.  Third, it also would be deemed to waive any right of setoff it may have.  § 365(n)(2).  Under 9th Circuit law, whether the payments from Enron for the licensed intellectual property are termed license payments, license fees, or something similar, they would be considered royalties under § 365(n) and would need to be paid.  See, Encino Business Management, Inc. v. Prize Frize, Inc. (In re Prize Frize, Inc.), 32 F.3d 426, 428-29 (9th Cir. 1994).


Fourth, Enron would also be deemed to have waived any administrative claim it might have against NOxTech with respect to the license.  § 365(n)(2).  Generally, an administrative claim is one for goods or services which benefit NOxTech during the pendency of its bankruptcy case.  11 U.S.C § 503(b).  Administrative claims are accorded a high priority for payment. 


Fifth, upon written request from Enron, and in accordance with the license, NOxTech would be obligated to provide Enron with any intellectual property included under the license (including, for example a prototype, or source code).  Furthermore, NOxTech would be prohibited from interfering with Enron’s rights under the license.  § 365(n)(3).


C.  NOxTech Assumes The License


If NOxTech assumed the license, it would need to cure existing defaults and provide adequate assurance of future performance.  The parties’ rights and obligations under the license would continue, unaffected by the bankruptcy.  § 365(b)(1).   


IV.	Conclusion


If NOxTech filed for bankruptcy, it would need to perform under the license, provide Enron with the licensed intellectual property, and not interfere with Enron’s rights under the license, until any rejection of the license.  If NOxTech assumed the license, it must cure any defaults and provide adequate assurance of its future performance.


If NOxTech rejected the license, the Bankruptcy Code allows Enron to retain its rights under the license, but it must continue to pay all royalties.  NOxTech is required to provide Enron with the agreed intellectual property, and may not interfere with Enron’s rights under the license.  Certain of NOxTech’s obligations would be forgiven and any setoff or administrative claims of Enron would be waived.  
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