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Intellectual Property as Collateral: Special Concerns

Are you relying on intellectual property as collateral? If the answer is yes, then you need to
be aware of the special rules that govern the perfection of security interests in such collateral.
Over the past decade, the proportion of corporate assets comprising intangible intellectual
property such as patents, trademarks, and copyrights has increased, and this growth will
continue. Thus not only attorneys, but other professionals such as lenders, venture
capitalists, and entrepreneurs, need to be familiar with the methods of perfecting,
maintaining, and possibly attacking the perfection of security interests in intellectual
property. This article will briefly review the main sources of confusion in this area and
provide a brief overview of the proper methods of perfecting security interests in patents,
trademarks, and copyrights.

Traps for the Unwary

While a cursory review of the relevant statutes might lead one to conclude that the federal
statutes governing trademarks and patents create adequate national filing systems that
“preempt” Article 9 of the Uniform Commercial Code (Article 9), that is not the case.
Accordingly, as bankruptcy judges frequently note, unless both revised Article 9 and, where
necessary, certain federal requirements are complied with, perfection may be open to
challenge.

In addition, since a borrower can only grant a security interest in property that it owns, it is
imperative that the borrower’s title to the collateral in question be established as a
preliminary matter. Just as a lender would not make a loan in reliance on a mortgage without
first establishing clear title to the real property, a lender should not rely on intellectual
property without establishing that the borrower has the rights in the intellectual property
that it purports to hold. After the borrower’s ownership is established by a review of the
appropriate filings with the U.S. Patent and Trademark Office (PTO) and other documents
establishing title, the lender should turn its attention to perfection.
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Patents

A patent is a “grant from the government conveying and securing for an inventor the
exclusive right to make, use, and sell an invention for seventeen years” (Black’s Law
Dictionary, 6th ed., 1990). Designs of products, engineering or mechanical methods, and even
living plants can be patented. Bulletproof perfection of a security interest in patent remains a
two-step process. First, since courts continue to hold that the statutes governing patents do
not preempt Article 9, the filing requirements of Article 9 should be complied with. Second,
in order to avoid the possibility of litigation, it is also wise to file a notice of collateral
assignment with the PTO.

Trademarks

A trademark is a distinctive mark, motto, device, or emblem, which a manufacturer stamps,
prints, or otherwise affixes to the goods he produces so that they may be identified in the
market and their origin may be vouched for (Black’s Law Dictionary). Trademarks include
word marks (e.g.,, MATTEL®), trade dress (e.g., the classic Coca-Cola® bottle), service
marks (e.g., MasterCard®) and certification marks (e.g., Good Housekeeping Seal®).
Trademarks can also be registered in individual states with the Offices of the Secretary of
State. Furthermore, one must exercise particular care when establishing a borrower’s rights
to a trademark, because common law rights in trademarks can arise in the geographic areas
where the marks are used, and such common law rights exist whether or not the owner files
federal or state applications. In addition, it is important for the ownership of a trademark
and related goodwill to remain bundled, since it is possible that an interest in a trademark
alone would not be sufficient.

As is the case with patents, to petfect security interests in trademarks, the filing requirements
of Article 9 must be complied with. In addition, for federally registered trademarks and for
pending federal trademark applications, the filing of collateral assignments with the PTO is
strongly recommended to avoid confusion and the possibility of litigation over petfection.

Copyrights

A copyright is the exclusive right, granted until a number of years have elapsed after the
death of the author, to make and dispose of copies of a literary, musical, or artistic work
(Black’s Law Dictionary). Collateral that can be subject to copyright protection includes
literary, musical, pictorial, graphic and sculptural works, sound recordings, motion pictures
and other audiovisual works, computer software, and Web site designs. Rights in copyright
can arise either through federal registration or through an unregistered declaration.

In contrast with the federal statutes addressing patents and trademark, the federal Copyright
Act creates a national system for the filing of documents to perfect security interests in
federally registered copyrighted works. Thus, as a technical matter, it can be argued that
recording under Article 9 is unnecessaty, since petfection of a security interest in registered
copyrights must be accomplished through the Copyright Office. Nonetheless, in many cases,
compliance with Article 9 will also be required to capture the true value of the collateral,
since the typical documents granting a security interest in a copyright often also grant an
interest in related collateral such as receivables and other related “intangibles.”
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Security interests in this related collateral can only be perfected through the appropriate
Article 9 filing. Therefore, the filing of an Article 9 financing statement, in addition to a filing
with the Copyright Office, is often required. Furthermore, since it is not clear whether or not
filing at the Copyright Office is the proper way to perfect an interest in unregistered works, a
cautionary filing under Article 9 is often advisable.

Conclusion

Parties seeking to perfect a lien must identify the type of intellectual property, confirm the
borrower’s ownership, and then identify the correct methods for perfecting interests in that
type of collateral. This analysis will typically require a careful review of both federal and state
law and in most instances it will be advisable to file the appropriate documents at the federal
level and where required by Article 9.

The foregoing has been prepared for the general information of clients and friends of the firm. It is not meant
to provide legal adpice with respect to any specific matter and should not be acted upon without professional
counsel. If you have any questions or require any further information regarding these or other related matters,
Please contact your regular Nixon Peabody LLP representative. This material may be considered advertising
under certain rules of professional conduct

Welcome to Dennis J. Drebsky

We are pleased to announce that Dennis J. Drebsky has joined the firm as a partner in the
Business Litigation Practice Group and Bankruptcy and Reorganization Group. Dennis will
reside in the New York office.

Previously, Dennis was senior counsel of Clifford, Chance, Rogers and Wells. He has
extensive experience in commercial litigation, antitrust, and bankruptcy litigation, which
includes acquisitions and sales of companies in Chapter 11 and nonbankruptcy workouts and
reorganizations. Through his creditor work, he has gained particular experience in insurance
litigation and telecommunication reorganizations.

Dennis received his J.D. from Cornell University and is admitted to practice in the State of
New York. He has argued before several appellate courts, including the U.S. Courts of
Appeals for the First, Second, DC, and Eleventh Circuits. Additionally, he is on the panel of
arbitrators and mediators for the U.S. Southern and Eastern District Courts as well as the
bankruptcy courts of those districts. He is a member of the New York City Bar Association
Committee on Corporate Reorganization, and the American Bar Association.
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NEWS AND NOTES
Firm News:

e John Snellings and Richard Pedone (Partners, Bankruptcy Group, Boston)
negotiated, drafted, and confirmed a third-party plan of reorganization for a Nixon
Peabody client that permitted the creditor/client to putchase all the assets of the
debtors at a significant discount.

e  Robert Christmas (Partner, Bankruptcy Group, New York) and Chris Porzio
(Associate, Business Litigation Group, Long Island) scored a significant victory
and made law for lenders this month in an appeal by the Empire State
Development Corporation, a Nixon Peabody client. In I re State Street Houses, Inc.,
the United States Court of Appeals for the Eleventh Circuit (which covers Florida,
Alabama, and Georgia) determined that certain amendments Congress made
to the Bankruptcy Code in 1994 did not overrule existing precedent on the
standard for “good faith” in Chapter 11 filings by single-asset real estate entities,
settling a split of authority in the lower courts. In upholding the Bankruptcy
Court’s dismissal of the debtor’s Chapter 11 petition on the ground that it was
filed in bad faith, the Eleventh Circuit specifically reaffirmed its previous decisions
which hold that a single-asset real estate concern (such as one whose sole asset is a
shopping center or apartment complex) may not resort to Chapter 11 if itis
a “shell” entity seeking bankruptcy protection solely to delay an inevitable
foreclosure or otherwise using Chapter 11 as a litigation tactic with its lender. This
decision has impact beyond the boundaries of the Eleventh Circuit because it
is the first circuit-level decision on this issue, and also because owners of projects
outside of the Eleventh Circuit often file bankruptcy proceedings in Florida, far
from the property, to frustrate foreclosure.

e In August, the plan of reorganization of Crouse Health Hospital and related
entities (NDNY) was confirmed. Nixon Peabody represented the largest secured
lenders holding approximately $58 million in claims. The plan provided for
refinancing of public debt and the restructuring of the largest health care facility in
western New York.

Practice Group and Attorney News:

Mark Berman — Mr. Berman published an article in November 2003 that appeared in the
ABI World “Cracking the Code” Web site entitled “LLC Member Interests and Bankruptcy:
the Courts Starts to Define the Roles.” On February 4, Mr. Berman will act as a judge in a
Chapter 11 negotiation exercise utilized by Professor Stewart Gilson in his classes on finance
at the Harvard Business School.

John Snellings — Mr. Snellings was a panel speaker for an MCLE program on
Massachusetts tenant/landlord law providing the attendees with a primer on the bankruptcy
implications when a tenant (or the landlord) seeks bankruptcy protection.

4 of 5



TEAM MEMBERS

Dan Sklar (Practice Group Leader)
Manchester, (603)628-4008, dsklar@nixonpeabody.com

Mark Berman

Boston, (617) 345-6037, mberman(@nixonpeabody.com

Renee Bergmann

Philadelphia, (215) 246-3524, tbergmann@anixonpeabody.com

Robert Christmas
New York City, (212) 940-3103, rchristmas@nixonpeabody.com

Amanda Darwin
Boston, (617) 345-1042, adarwin@nixonpeabody.com

Dennis J. Drebsky
New York City, (212) 940-3091, ddrebskv@nixonpeabody.com

Peter Furness
Providence, (401) 454-1019, pfurness@nixonpeabody.com

Howard Gorney
Boston, (617) 345-1221, hgorney(@nixonpeabody.com

Victor Milione
Boston, (617) 345-1215, ymilione@nixonpeabody.com

James Monroe
San Francisco, (415) 984-8227, jmontroe@nixonpeabody.com

John Snellings
Boston, (617) 345-1202, jsnellings@nixonpeabody.com

Douglas Spelfogel
Garden City, (516) 832-7567, dspelfogel@nixonpeabody.com

William Thomas
Rochester, (585) 263-1556, wthomas@nixonpeabody.com

Lee Harrington

Boston, (617) 345-6016, lharrington@nixonpeabody.com

Gregory Mascitti

Rochester, (585) 263-1123, gmascitti@nixonpeabody.com

Francis Morrissey
Boston, (617) 345-6158, fmorrissev@nixonpeabody.com

Richard Pedone
Boston, (617) 345-1305, rpedone@anixonpeabody.com

Peter Tamposi
Manchester, (603) 628-4014, ptamposi@nixonpeabody.com

Craig Tractenberg
Philadelphia, (215) 246-3525, ctractenberg@nixonpeabody.com



