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In a recent case, the United States District Court for the 
District of  Nevada held that a trademark license is “personal 
and non-assignable” under applicable federal law and cannot be 
assumed or assigned by a Chapter 11 debtor licensee without 
the consent of  the licensor.  As a result of  the decision (see 
Blanks v. In re N.C.P. Marketing Group, Inc., et al. (In re N.C.P. 
Marketing Group, Inc.), 2005 WL 3253268 (Nov. 21, 2005)), 
Chapter 11 may no longer be a viable option for trademark 
licensees who rely on such licenses to continue operations.  In 
addition, lenders should be aware of  the risk of  relying on a 
trademark license as collateral – as the value of  such collateral 
could be rendered meaningless in a bankruptcy proceeding.    

The N.C.P. Marketing Group Case

In the N.C.P. Marketing Group case, the licensee, N.C.P. 
Marketing Group, Inc., had entered into a pre-bankruptcy 
agreement with the owners of  the trademark “Tae Bo” which 
granted N.C.P. Marketing Group, Inc. a non-exclusive license 
to advertise and sell products bearing the trademark.  When 
the licensee filed for bankruptcy, the trademark owner moved 
for an order compelling rejection of  the trademark license 
asserting that the trademark license could not be assumed or 
assigned under “applicable law.”  The bankruptcy court entered 
an order granting the trademark owner’s motion.

The Assumption of Executory Contracts Under the 
Bankruptcy Code

Under section 365(a) of  the Bankruptcy Code, the trustee or 
debtor-in-possession “subject to the court’s approval, may 
assume or reject any executory contract or unexpired lease of  
the debtor.”  11 U.S.C. §365(a).  However, the right to assume 
or reject an executory contract is subject to certain limitations.  
Section 365(c) sets forth exceptions to the general right to 
assume executory contracts and provides in relevant part as 
follows:

The trustee may not assume or assign any executory contract or 
unexpired lease of  the debtor whether or not such contract or 
lease prohibits or restricts assignment of  rights or delegation of  
duties, if  – 

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

(B) such party does not consent to such assumption or 
assignment;

11 U.S.C. §365(c).  Accordingly, under section 365(c) of  
the Bankruptcy Code, a debtor may not assume or assign 
an executory contract without consent if  “applicable law” 
provides that the non-debtor can refuse to accept performance 
by a third party.  

The Court’s Analysis

In analyzing the issue presented, the District Court began 
by considering the two prevailing interpretations of  section 
365(c)(1).  One view, based on the plain language of  section 
365(c)(1), links nonassignability under “applicable law” to both 
assumption and assignment in bankruptcy.  This interpretation, 
adopted by the Third, Ninth, and Eleventh Circuits1 and 
referred to as the “hypothetical test,” means that a debtor in 
possession may not even assume an executory contract over the 
nondebtor’s objection if  applicable law would bar assignment 
to a hypothetical third party, even if  the debtor in possession 
has no intention of  assigning the contract in question to any 
such third party.

Under the contrary view, favored by the First Circuit2 and 
known as the “actual test,” section 365(c)(1) bars assumption 
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by the debtor in possession only if  the reorganization in 
question would result in the nondebtor actually having to accept 
performance from a third party.  Under this reading of  section 
365(c), the debtor in possession is permitted to assume any 
executory contract, so long as no assignment is contemplated.

The District Court ruled that the hypothetical test is the better 
interpretation.  It then considered how a trademark license 
would fare under this test.  The District Court noted that 
while not addressing trademarks, other circuits, including the 
Ninth Circuit, had determined that other forms of  intellectual 
property, copyrights and patents were personal and assignable 
only with the consent of  the licensor and unassumable under 
section 365(c)(1).3   

The District Court then turned to applicable federal trademark 
law finding persuasive the court’s holding in Miller v. Glenn 
Miller Productions, 318 F.Supp.2d 923, 928 (C.D. Cal. 2004), 
which held as follows:

copyright and trademark licensors share a common retained 
interest in the ownership of  their intellectual property – an 
interest that would be severely diminished if  a licensee were 
allowed to sub-license without the licensor’s permission.4 

The District Court concluded that under applicable trademark 
law a license is personal and non-assignable.  As a result, the 
District Court affirmed the bankruptcy court’s decision and held 
that under applicable trademark law, trademarks are personal 
and non-assignable without the consent of  the licensor and 
therefore, trademark licenses would be unassumable as part of  
the bankruptcy estate without the consent of  the licensor.

Impact of the Decision on Trademark Licensees 
and Lenders

The District Court’s determination that trademark licenses are 
unassumable without the consent of  the licensor under the 
Bankruptcy Code has significant impact on both licensees and 
lenders.  To the extent that a trademark license is necessary to 
maintain a licensee’s business as a going concern, the inability 
to simply assume such trademark license could significantly 
impair the licensee’s ability to reorganize as well as impair any 
chance of  recovery by creditors.

In addition, lenders should not rely too heavily on the value 
of  a trademark license as collateral.  As a result of  the District 
Court’s decision, there is significant risk that any value that a 
licensee/borrower holds in a trademark license could disappear 
in a bankruptcy proceeding because of  the debtor’s inability to 
assume the trademark license without the licensor’s consent.  

The lender’s interest in a trademark license could be rendered 
meaningless.   This result could very well have a negative 
impact on providing any liquidity availability on a trademark 
license unless the lender has a specific covenant in hand from 
the licensor in favor of  the debtor and the lender.    

If you have any questions about the assumption or assignment 
of trademark licenses in Chapter 11 bankruptcies, or about 
bankruptcy law in general, please do not hesitate to contact the 
following attorneys:

Jesse H. Austin, III  404-815-2208
jessaustin@paulhastings.com

Keri C. Chayavadhanangkur  404-815-2192
carolynchayavadhanangkur@paulhastings.com
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