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IN THE UNITED STATES DISTRICT COURT
FOR THE DISTRICT OF DELAWARE

OPINION

Chapter 11
Inre:
Case No. 09-1069 (KJC)
SPANSION INC,, et al.,
Jointly Administered
Reorganizing Debtors.

APPLE, INC.,
:  On Appeal from the U.S. Bankruptcy
Appellant, . Court for the Distt of Delaware
V. . Civil No. 10-252 (RBK)

SPANSION, INC., et al.,

Appellees.

SPANSION, INC., et al.,
:  On Appeal from the U.S. Bankruptcy
Cross-Appellants, . Court for the Distiit of Delaware
V. . Civil No. 10-554 (RBK)
APPLE, INC.,

Cross-Appellee.

KUGLER, United States Birict Judge:

Before the Court are two appeals from dexgisiby the Bankruptcy Court. Both appeals
relate to the Bankruptcy Cowstapplication of 11 U.S.C. 8§ Bpwhich permits a reorganizing
debtor to reject executory coatts that it entered into fage petitioning for bankruptcy.

Pursuant to 8 365, the Bankruptcy Court grai@pdnsion, Inc., et al.’s (“Spansion”) motion to
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reject a letter agreement between SpansiorAapte, Inc. (“Apple”). Apple subsequently
moved pursuant to 8 365(n), which permits gyp#o retain any intéectual property rights
secured by an executory contracttthe reorganization debtor rejected, to retain a patent license
contained in the letter agreement. The Bankwy@tourt denied Apple’ motion, but found that
Spansion’s rejection of the Letter Agreementrid terminate the Letter Agreement. Both
parties appealed. Apple appeihls Bankruptcy Court’s denial @6 motion to retain the patent
license. Spansion appeals the Bankruptcy Cowuling that the Letter Agreement is not
terminated. For the reasons discussed bel@vCthurt denies Spansiordppeal, grants Apple’s
appeal, and remands this mattethe Bankruptcy Court fa rehearing regarding Apple’s
motion to retain the patent license.
l. BACKGROUND

In November 2009, before Spansion filed for Bankruptcy, Spansion commenced
litigation against Samsung Electronics Co. (fSang”). Samsung is a primary competitor of
Spansion in the market for flash memory chifpansion filed a complaint in the United States
District Court for the District of Delawarelatjing that Samsung infringed certain of Spansion’s
patents related to flash memory. Spansiso éiled a complaint agnst Samsung with the
International Trade Commission (“ITC”), see§ an order barring importation of numerous
consumer electronic products that use Samflasj memory chips. In addition to naming
Samsung as a respondent in the ITC actioanSipn also named numerous purchasers of
Samsung memory chips, including Apple. Span sought to preventpple from importing to
the United States certain very popular Apmleducts because those products contained

Samsung memory chips.



Apple purchases memory chips from maaggiers, including Samsung and Spansion.
Because Spansion’s litigation strategies frustrajgole’s ability to bring its products to market
in the United States, Apple considered endisdpusiness relationship with Spansion. (Bee
of Appellant Apple Inc. at 3)‘Apple prefers not to do businessth suppliers that sue it”).
However, Apple and Spansion negotiated aeament. On February 10, 2009, the parties
executed the Letter Agreement, which provides:

Spansion is willing to dismisseélTC action against Apple, and
will not re-file the ITC action oanother action related to one or
more of the same patents against Apple, in consideration of the
following:

Provided that neither Spansion ramy successor in interest to any
of the patents being assertedhe referenced ITC action do not
bring an action of any nature ags®g any such patent before any
legal, judicial, arbitrgladministrative, execwe or other type of
body or tribunal that has, or clairtshave, authority to adjudicate
such action in whole or in paagainst Apple oany Apple product,
Apple agrees Spansion will not bisbarred as an Apple supplier
as a result of the referenced ITC action.

Spansion will remain primary supplier on current platforms where
Spansion is qualified for the life-tienof the product and will also
be considered for future platforms given the following:
0 Spansion possess [sic] or develops the products Apple
requests to meet design, tjifieation, and production
schedules
0 Spansion provides best commercial terms (Quality,
Delivery, Pricing, etc.)
(A. 78-79)!
After entering the Letter Agreement, but before taking any steps to dismiss the ITC
action against Apple, Spansioritiated reorganization proceedingsthe Bankruptcy Court.

During the Bankruptcy proceedings, Spansioth &amsung negotiated a settlement agreement

regarding the ITC action. However, the Bankrugfourt rejected the settteent. Thus, in June

L All record citations are to the Appendix to the Brief of Appellant Apple, Inc. (“A _IBssotherwise noted.
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2009, Spansion resumed its efforts in the IT@oacagainst all respondes, including Samsung
and Apple.

In July 2009, Spansion moved pursuant to 11 U.S.C. § 365 for an order authorizing it to
reject the Letter Agreement as executory contract. Séé U.S.C. § 365 (providing that a
bankruptcy trustee may petitioreticourt to assume or rejeanty executory contract of the
debtor). Apple opposed Spansion’s motion, aedBankruptcy Court held a hearing. At the
hearing, Spansion’s Chief Executive Officer testifthat Spansion was “presently supply[ing]
Apple with certain products” and that Spansion “ha[d] continuesdipply Apple since the filing
of the motion.” (A. 119). Nevertheless, Spansargued that Apple’s continued business was
not worth dismissing Apple from the ITC actiom other words, Spansion made a business
determination that it was more beneficial te #\pple regarding Samsung’s alleged infringement
of Spansion’s patents than secure Apple’s continued business.

The Bankruptcy Court granted Spansiamgtion and signed an Order drafted by
Spansion’s counsel. The Orgeovides, among other things:

ORDERED, that the Agreement, tlee extent it is an executory
contract, is hereby rejesd; and it is further

ORDERED, that the filing and sgce of the Maion and this
Order upon Apple, Inc. shall cortstie adequate \itten notice of
termination thereof.
(A. 179).
After the Bankruptcy Coudranted Spansion’s rejectiomotion, Apple moved pursuant
to 11 U.S.C. § 365(n) to retaadl intellectual propey rights secured by the Letter Agreement.
Apple’s motion papers explainedstithe Letter Agreement constituted a license to the patents at

issue in the ITC action because Spansion pronmisétb sue Apple regarding infringement of

those patents. Apple therefore argued blegiuse 11 U.S.C. § 365(n) permits parties to a



rejected executory contract to move to retatellectual property rigistsecured by the contract,
Apple was entitled to retain the patent licenséwithstanding Sparsn’s rejection.

In response to Apple’s motion, Spansioaved to “enforce” the Bankruptcy Court’s
September 1, 2009 Order. Spansion arguedétiat under 8 365(n) is proper only if the
underlying contract is “rejeat€ and the Bankruptcy Court had “terminated” the Letter
Agreement in its September 1, 2009 OrdEhus, according to Spansion, Apple was not
permitted to seek relief under 8 365(n). Apple opposed Spansion’s motion to enforce the Court’s
September 1, 2009 Order. Apple argued 8pnsion moved pursuant to 11 U.S.C. § 365,
which provides for “rejection” of executory coatts and that § 365(specifically precludes a
debtor from unilaterally terminating an intelleat property license. EBankruptcy Court held
a hearing. At the hearing, the Bankruptayu@ noted that its September 1, 2009 Order was
problematic because it referred to termination efltbtter Agreement. The Court suggested that
Apple separately move for relief from the Order.

Apple subsequently moved for clarifti@n of the Court’s September 1, 2009 Order
pursuant to Federal Rule of Civil Procedure $0@pple argued that énCourt’s reference to
“termination” was improper because: (1) Spansion’s motion requested “rejection” — not
“termination” — of the Letter Agreement; (2)¢ Order was ambiguous, and (3) it would be
contrary to 8 365(n) to permit Spansion to unifallg terminate Apple’patent license under the
Letter Agreement. Spansion opposed Apple’s motion.

At the hearing regarding Apple’s motiondlarify the Bankruptcy Court’s September 1,
2009 Order, Spansion’s counsel representdédedankruptcy Court that Apple had ceased
purchasing memory chips from Spansion beedsipansion refused to honor the Letter

Agreement. Apple’s Counsel later requestedportunity to supplement the record because he



believed that Spansion’s counsel misrepresethieaature of Apple and Spansion’s business
relationship. The Bankruptcyd@rt did not permit Apple’s counstl supplement the record.
(A. 429).

On February 5, 2010, the Bankruptcy Cdweld a telephonic conference and announced
its decision regarding Apple’s motion to reté@mintellectual property rights pursuant to 8
365(n). The Bankruptcy Court found as follows:

[T]he Court concludes that therens ambiguity in the September

1, 2009 order authorizing rejection of the February 10, 2009
agreement between Spansion and Apple. | conclude secondly that
there is insufficient evidence the record before me, including

any arguments and factual record made at the September 1 hearing,
to conclude that the provision the February 10, 2009 agreement

to dismiss Apple from the IT@ction gave rise to a license

sufficient to trigger any Section 3@H right in favor of Apple.

And even if the February 10, 20@greement did give rise upon
rejection to a theoretical right #spple under Section 365(n), there

is insufficient evidence in the record before me upon which to
conclude that there remains goyst rejection life to any such

license due to the apparent céssnof business between Spansion
and Apple to which any licensengcessarily related. Therefore,

the Debtor’s motion to enforahis Court’s September 1, 2009

order will be granted. To the extethat it asks Apple’s notice of
election under SectiaB65(n) be stricken.

(A. 442). Regarding the “terminatiomssue, the Bankruptcy Court found:

[W]ith respect to Apple’s request for relief under [Fed. R. Civ. P.]
60(b)(6) because Spansion did ndegé any fact in its motion to

reject the February 10, 2009 agresrnin support of any right to
terminate that agreement and did aggue any right to termination

at the September 1 hearing on the motion, this Court’s September 1
order will be amended to providleat such order is without

prejudice to the issue of whethander the applicable state law,

the February 10, 2009 agreement has been or can be terminated by
Spansion.

(A. 442-43).



After the Bankruptcy Court issued its decision, the Administrative Law Judge (“ALJ") in
the ITC action ruled in favor of Samsung, Apgad the other respondents. However, the ALJ
rejected Apple’s defense thahiad a license to use Samsungesmory chips even if Samsung’s
chips infringed Spansion patents. The ALJctgd that defense by Apple based on the doctrine
of issue preclusion. The ALJ found that the Bapkcy Court previously determined that the
Letter Agreement did not create a patent liceasd that he was bound by that determination.

Apple now appeals to this Court frahee Bankruptcy’s Court’s February 5, 2010
decision denying Apple’s motion to retain hatent license. Applargues that the Letter
Agreement created a valid patent license, and, Bec&@65(n) permits a party to retain patent
licenses notwithstanding a reorganizing debtor’s rejection of the underlying executory contract,
the Bankruptcy Court erred in denying Apglenotion. Spansion opposed Apple’s appeal and
cross-appealed regarding the Bankruptcy Countslification of the September 1, 2009 Order.
According to Spansion, Apple did not satigi/burden for modification of a judgment under
Federal Rule of Civil Procedure 60(b), ah@é Court should find that the September 1, 2009
Order terminated the Letter Aegment. Consequently, Spamwsargues that Apple’s appeal
should be denied because the Lettere&gent is no longer operative.

I. JURISDICTION AND STANDARD OF REVIEW

This Court has jurisdiction over Apple aBg@ansion’s appeals pursuant to 28 U.S.C. §
158(a). _Se@8 U.S.C. § 158(a) (grantingrisdiction to district courts over appeals from “final
judgments, orders, and decrees™lmnkruptcy judges”). A Disict Court reviewing a decision
of a Bankruptcy Court “review[s] the Bankrupt€©purt’s legal determinations de novo, its
factual findings for clear errornd its exercise of discretion fabuse thereof.” _In re O'Brien

Envtl. Energy, InG.188 F.3d 116, 122 (3d Cir. 1999). Foxed questions of law and fact, the




Court “accept[s] the Bankrucpty Court’s findings'loitorical or narratie facts unless clearly
erroneous,” but “exercise[s] plenareview of the trial court’stwice and interpretation of legal

precepts and its application of those precepts to the historical facts.” In re Genesis Health

Ventures, InG.340 B.R. 729, 732 (D. Del. 2006) (quaiMellon Bank, N.A. v. Metro Comm’n,

Inc., 945 F.2d 635, 642 (3d Cir. 1991)). “A bankruptourt abuses its discretion when its

ruling is founded on an error of law or a misapglmaof law to the facts.” _Stonington Partners

v. Lernout & Hauspie Speech Prods. N.¥10 F.3d 118, 122 (3d Cir. 2B0(internal quotation

marks and citation omitted).
[I. DISCUSSION

A. Whether the Bankruptcy Court Properly Amended its September 1, 2009 Order

The Bankruptcy Court amended the Septemb@009 Order to “provide that such order
is without prejudice to the issue of whether the February 10, 2009 agraent has been or can
be terminated by Spansion.” (A. 442-43). Spamsirgues that the Bankruptcy Court abused its
discretion in amending the Ordeecause Apple failed to satisfy the stringent standard for
altering a judgment und®ule 60(b)(6).

Rule 60(b) provides, in pertinent part:

On motion and just terms, the cbaray relieve a party or its legal
representative from a final judgment, order, or proceeding for the
following reasons: (1) mistake, inadvertence, surprise, or excusable
neglect; (2) newly discoverexlidence that, with reasonable
diligence, could not have been discovered in time to move for a
new trial under Rule 59(b); (3)aud (whether previously called
intrinsic or extrinsic), misrepresentation, or misconduct by an
opposing party; (4) the judgmeistvoid; (5) the judgment has

been satisfied, released, or diamyed; it is based on an earlier
judgment that has been reversed or vacated; or applying it
prospectively is no longer equitablor (6) any other reason that
justifies relief.



“The general purpose of Rule 60(b) . . . istke a proper balance between the conflicting
principles that litigation must be brought toemd and that justice must be done.” Boughner v.

Sec’y of Health, Educ. & Welfar&72 F.2d 976, 977 (3d Cir. 1978) (quoted in Coltec Industries,

Inc. v. Hobgood280 F.3d 262, 271 (3d Cir. 2002)).

A motion filed pursuant to Rule a8)(is addressed to the sound
discretion of the trial court guided by accepted legal principles
applied in light of all the releant circumstances. Rule 60(b),
however, “does not confer upon ttistrict courts a standardless
residual of discretionary power set aside judgments. Rather,

relief under Rule 60(b) is avallke only under such circumstances
that the overriding interest ingHinality and repose of judgments
may properly be overcome. The remedy provided by Rule 60(b) is
extraordinary, and only specialcimstances may justify granting
relief under it.

Tischio v. Bontex, In¢.16 F. Supp. 2d 511, 533 (D.N.J. 1998jernal quotation marks and

citations omitted). Relief is available only inses evidencing extraordinary circumstances. See

Ackermann v. United State340 U.S. 193,201-02 (1950); Stradley v. CqrtdB F.2d 488, 493

(3d Cir. 1975). To establigixtraordinary circumstances, timoving party must show “extreme

and unexpected hardship.” Iley v. City of Atlantic City 406 F. App’x. 584, 585 (3d Cir.
2011). A motion under Rule 60(b)(6) “must béyisubstantiated by adequate proof and its
exceptional character must be clgastablished.”_FDIC v. Alker234 F.2d 113, 116-17 (3d
Cir. 1956).

When reviewing a lower court’s applicatiohRule 60(b), a reewing court‘will not
interfere with the [lower courd] exercise of discretion unlefeere is a definite and firm
conviction that the court . . . committed a clegor of judgment ithe conclusion it reached

upon a weighing of the relevant factors.” Welch & Forbes, Inc. v. Cendant @84pfF-.3d 166,

170 (3d Cir. 2000) (internal quotation marks and citation omitted).



The Court finds no reason to disturle Bankruptcy Court’s ruling. The Bankruptcy
Court determined, based on Spansion’s subanissand appearances before the Bankruptcy
Court, that “termination was not an issue thas @Wescussed in any fashion.” (A. 417). Thus, the
Court amended its Order so as to make norimdegarding Spansionfgyht to terminate the
Letter Agreement. In essence, the BankruptcyrClound that it was appropriate to amend the
September 1, 2009 Order because Spansion hadaquested termination. Additionally, the
Bankruptcy Court found that even if Spansiad requested termination “Spansion did not
allege any fact . . . in support of any rigbtterminate the ageenent.” (A. 442-43).

A review of the record confirms that Sgéon did not assert@ntractual right to
terminate the Letter Agreement. Rather, Spansioned only to “reject” the Letter Agreement
pursuant to 11 U.S.C. § 365, which operategpendently of any common-law right to
terminate the Letter Agreement(SeeA. 69) (captioning Spansion’s motion as: “Motion of the
Debtors for an Order Pursudntll U.S.C. § 365 Authorizintdpe Rejection of an Executory
Contract Between Spansion Inc. and Apple,’)ndndeed, Spansion explained its reason for
moving for rejection of the Letter Agreement as follows:

The Debtors have determined tire existence of their sound
business judgment, that the Agreshis no longer in the best
interests of the debtors’ estat@nd should be rejected. The
reasons underlying the Debtor’sdimess judgment include the fact
that Spansion’s business relatibigswith Apple is sufficiently
profitable to justifySpansion’s dismissing Apple from the ITC
Action. The Debtors believe thgeetion of the Agreement is in

the best interest of the Debtors’ creditors because the Agreement
provides no continuing benefit the Debtor’s estates.

2 Section 365 does not give reorganizing debtors a right to terminate contracts. Eastover Bank f@o8ashee
Venture 19 F.3d 1077, 1082 (5th Cir. 1994) (“the trustee may reject any of these contracts, but termination does not
occur except at the other party’s option”). Thus, Smgersiright to terminate the Letter Agreement (if any) comes

from general contract law principles, which the parties never addressed and the Bankruptdid@atiitvoke.
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(A. 70-71). Clearly, Spansionaved to obtain relief from the Letter Agreement pursuant to 11
U.S.C. § 365 and not because it believed tHadta contractual right to terminate the Letter
Agreement. Thus, the Bankruptcy Court properly amended its September 1, 2009 Order to
clarify that it was “without prejdice as to the issue of whether, under applicable state law, the
February 10, 2009 agreement has been or can be terminated by Spansion.” (A. 443).

Spansion nevertheless argues that the Bgiéy Court erred because Apple has not
established “extreme and unexped hardship.”_Talley06 F. App’x. at 585. That argument is
specious. The Bankruptcy Court found that Smankad not requested a determination from the
Court regarding its right to terminate the Letdgreement. Apple would certainly suffer an
“extreme and unexpected” hardship if Spansion alds to obtain relief beyond the scope of its
motion and the substance of the Court’s ruling loyuiding an errant reference to “termination”
in an order that itlrafted for the Court’s signature. Spam seeks to gain a substantive ruling
regarding an issue that it never placed befor€that and never gave Apple fair notice of. The
Bankruptcy Court correctly amended its Segienl, 2009 Order to confine the Order’s scope
to the subject of Spansion’s motion.

B. Whether the Bankruptcy Court Properly Denied Apple’s Motion Pursuant to 11
U.S.C. 8§ 365(n) to Retain Intellectual Property Rights

Apple argues that the Bankrupt€purt erred in at least two respects when it denied
Apple’s motion pursuant to 11 U.S.C. 8§ 365(Rjrst, Apple argues thahe Bankruptcy Court
incorrectly concluded that thestter Agreement did not graApple a license to Spansion’s
patents. Second, Apple arguesttthe Bankruptcy Court incorr found that even if the
Letter Agreement created a license, Apple couldetain that license under 8 365(n) because of

the “cessation of business between Spansion @pteA (A. 442). The Court agrees, reverses
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the Bankruptcy Court’s ruling, and remands thistter for a rehearing regarding Apple’s motion
to retain the patent license.
1. The Letter Agreement Gave Apple a Licere to Spansion’s Patents
A patent grants the right exclude others from practng the patented invention.

TransCore, LP v. Elec. Traaction Consultants Corh63 F.3d 1271, 1275 (Fed. Cir. 2009); see

35 U.S.C. § 154(a)(1). The Federal Circuit has Hedtl a patent licenss “nothing more than a

promise by the licensor not to sue the licens&pindelfabrik Suessen-Schurr, Stahlecker &

Grill GmbH v. Schubert & Salzer Mahinenfabrik Aktiengesellscha829 F.2d 1075, 1081

(Fed. Cir. 1987). No special language is requicecreate a patent Base._De Forest Radio

Tel. Co. v. United State®73 U.S. 236, 241 (1927) (“No formal granting of a license is

necessary in order to give it effect. Anndmage used by the owner of the patent, or any
conduct on his part exhibited ta@her from which that other maroperly infer that the owner
consents to his use of the paten making or using it, or #ag it, upon which the other acts,
constitutes a license and a defense to aprabir a tort.”). Thd-ederal Circuit has “on
numerous occasions explained thaton-exclusive patent licenseeiguivalent to a covenant not

to sue.” _TransCore, LL’563 F.3d at 1275. “The real question, then, is not whether an agreement

is framed in terms of a ‘covenant not to sueadlicense.” That diffenece is only one of form,
not substance — both are properlgwed as ‘authorizations.” Rah the pertinent question . . .
is ... whathe . .. agreement authorizes.” #1276 (emphasis added).

Here, it is clear that Appleegotiated with Spansion for Spansion’s promise not to sue
Apple regarding patents that Samsung allegediinged. Spansion sued Apple in the ITC
action because some of Apple’s consumer maats contained Samsung memory chips that

Spansion believed to infringe its paten8pansion sought an ordearring Apple from
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importing those products into the United Stat@gple responded tSpansion’s litigation
strategy by threatening thatwbuld stop purchasing memory chigdirectly from Spansion for
use its in products. In order to remain as @hRpple’s suppliers, Spansion agreed to not sue
Apple regarding any of the patents that Samgsallegedly infringed. In other words, in
exchange for Apple’s promise not to “disbar’a@pion as an Apple supplier, Spansion granted
Apple a non-exclusive licensegarding the disputed pateritsThe Letter Agreement is a valid
patent licensé.

The Bankruptcy Court neverthseconcluded: “[T]here is insufficient evidence in the
record before me, including any arguments aitutd record made at the September 1 hearing,
to conclude that the provision in the [Letfeggreement] to dismiss Apple from the ITC action
gave rise to alicense .. ..” (A. 442). atlconclusion was error. The Letter Agreement
provides: “Spansion is willing to dismiss tHeC against Apple, and will not refile the ITC
action or another action related to one orenaf the same patents against Apple, in
consideration of” Apple’s promise to, among attteéngs, not disbar Spansion as an Apple
supplier. (A. 78-79). Because both parties agtedlose terms, the Letter Agreement created a
valid patent license. No other facts or argutsevere necessary to determine whether Spansion
granted Apple a valid license. Additionglthe Bankruptcy Courd’ reasoning suggests (and
Spansion argues) that Spansion’s dismissalpgfiéd\from the ITC action and Apple’s continued
purchase of memory chips from Spansion are itiond precedent to creation of the license.

That is also incorrect. The Letter Agreemsrmflear language demonstrates that the parties

3 Although Spansion argues that tBeurt’s September 1, 2009 Order terminated the Letter Agreement, neither
party contests that the Letter Agreement was a valid anchbicdntract when formed on February 10, 2009.

* The Court notes that Spansion argued before the Bankruptcy Court that a covenant not to sue is a patent license.
(SeeA. 33). Principles of judicial estoppel prevent Spansion from now arguing to the caoatrargling the Letter
Agreement.
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entered into a valid contract lexchanging promises to act ofreen from acting. In exchange
for Apple’s promise to refrain from disbarring&@ysion as an Apple supplier, Spansion agreed to
withdraw its claims against Apple in the ITCQiaa and forbear from suing Apple in any other
forum regarding the same patents. That exchahgeomises was valuable consideration that
created a binding patent license agreem&he Bankruptcy Court erdein finding that the
Letter Agreement did not amount to a patent license.
2. 8365(n) Entitles Apple to Ré&ain its Patent License

The Bankruptcy Court found that even if the Letter Agreement was a patent license,
Apple was not entitled to retain its righitsder the Letter Agreemeptirsuant to 8 365(n)
because the parties had ceased their busiaeld®nship. Specifically, the Bankruptcy Court
found that the purported license was “necessarifted” to Spansion’s supply of memory chips
to Apple and that the licenskd not have any “pasejection life.” Apple argues that the
Bankruptcy Court misconstrues the nature ofLibieer Agreement, and that 8 365(n) applies.
The Court agrees.

Section 365 permits a reorganizidgbtor to reject certain exdowny contracts in order to

facilitate the “ultimate rehalifation of the debtor. Sda re Exide Techs607 F.3d 957, 962

(3d Cir. 2010) (quotingNicholas v. United State884 U.S. 678, 687 (1966)); see alsage

Phila. Newspapers, LLG99 F.3d 298, 316 (3d Cir. 2010) (discussing the general purpose of

Chapter 11 as “preserv[ing] the Debtor as a viable economic entity postreorganization.”).
However, § 365(n) provides that if a debtajects an executory contract under which the
debtor is a licensor of a rigtd intellectual propeyt” the licensee under ¢hcontract may elect

“to retain its rights . . . undesuch contract and under anyr@gment supplementary to such
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contract, to such intellectual property . . sash rights existed immediately before the case
commenced.” 11 U.S.C. § 365(n).

Congress enacted 8§ 365(n) ispense to “industry concertigat . . . any patent . . .
licensor could go into Chapter 11damvalidate a license perfecthalid under contract law.” In

re Exide Techs607 F.3d at 965 (Ambro, J., concurrirfgternal quotation marks and citation

omitted); see als8. Rep. 100-505, at 9 (1988), repeihin, 1988 U.S.C.C.A.N. 3200, 3206.

“Through this provision, Congress sought ‘to make clear tleatigfnts of an intellectual
property licensee to use the lisex property cannot be unilateyatiut off as a result of the
rejection of the license pursuant to Section B6he event of the licesor's bankruptcy.”_Id.
(quoting S. Rep. No. 100-505,1(1988), reprinted in 1988 U.S.C.C.A.N. 3200, 3206). “Thus,
in the event that a bankrupt licar rejects an intellectual preqy license, 8 365(n) allows a
licensee to retain its licensegits — along with its duties — alos@ny obligations owed by the
debtor-licensor.”_ldat 966.

Here, the Bankruptcy Court granted Spansianbtion to reject # Letter Agreement
pursuant to 8 365. Apple responded by makingpropriate motion pursuant to § 365(n) to
retain its license under the Letter AgreemedBécause, as discussed above, the Letter
Agreement includes a patent licen 8 365(n) permits Apple totaén its contractual rights (and
obligations) under the Lettdgreement insofar as those rigland obligations relate to the
patent license.

The Bankruptcy Court nevertheless aehApple’s motion because there was
“insufficient evidence in the record before [tBankruptcy Court] upon which to conclude that

there remains any post rejection life to any digdnse due to the appatecessation of business
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between Spansion and Apply to which any licesseecessarily related.” (A. 442). The
Bankruptcy Court’s reasoning is flawed.

First, the Third Circuit hakeld that for purposes & 365, “[t|he time for testing
whether there are material unpg@rhed obligations on both sidesafien the bankruptcy petition

is filed.” In re Exide Techs.607 F.3d at 962 (quoting Enterprise Energy Corp. v. United States

50 F.3d 233, 240 (3d Cir. 1995)). Thus, for purpadetetermining what obligations a debtor

may reject under § 365, and, consequently, whali@ctual property righta licensee may move

to retain under subsecti@n), the court must look to the statfsthe parties’ relationship at the
time of the bankruptcy petition. Here, whera8gion filed for bankruptcy, Apple and Spansion
were both bound by the Letter Agreement. Appés bound to refrain from disbarring Spansion
as an Apple supplier, and Spamsiwas barred from pursuing any claims against Apple related to
the patents that Samsung allegedfringed. Thus, § 365(n) permifgpple to retain those rights
and obligations, and the Bankruptcy Court eirestriking Apple’s motion for relief under 8
365(n).

Second, the “cessation of business betw&gamsion and Apple” does not necessarily
provide Spansion with a substantive defense toreement of the patefitense. Section 365(n)
requires both Spansion and Apple to fulfill thespective contractual obligations related to the
patent license. Sekl U.S.C. § 365(n). In this case, Applgreed not to disbar Spansion as an
Apple supplier in exchange for a patent licensenfSpansion. Thus, if Apple disbars Spansion,
it breaches the Letter Agreement, and Apple magxXoeised from its obligation under the patent
license. However, the Bankruptcy Court did not determine whether Spansion was permitted to
terminate the Letter Agreement under common-lawreshprinciples as eesult of Spansion’s

purported failure to perform under the Letter Agreeain Instead, it concluded that because the
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parties were not currently conducting businéssre was no need for the patent license, and,
consequently, no need for relief under 8 365(n). That conclusion was erroneous. The patent
license remains valuable &pple so long as Apple purchesmemory chips from Samsung

The purpose of the patent license was to enbateSpansion would nobstruct Apple’s ability

to sell products that contained Samsung merobiys. Apple bargained for that continuing
assurance in exchange for its promise to not disbar Spansion as a Supplge’s purchase of
memory chips from Spansion is irrelevant regardigglicense’s “post-rejeicn life.”

The Bankruptcy Court erred in striking Apmahotion pursuant to 8 365(n). The Letter
Agreement includes an enforceable patent licesuse Apple properly moved to retain its rights
to the license pursuant to 8 365(n). Howebegause the Bankruptcy Court granted Spansion’s
motion to enforce the September 1, 2009 Ordersaiiice Apple’s motion to retain the patent
license, the Court remands thistteafor rehearing of Apple’s matn to retain the patent license
consistent with this Opinion.

IV.  CONCLUSION

For the reasons discussed above, the tGglrolds the Bankruptcy Court’'s amendment
to the September 1, 2009 Order aederses the Bankruptcy Courtlenial of Apple’s motion to
retain the patent license. The Court remanigsntfatter to the Bankruptcy Court for a rehearing
regarding Apple’s motion to rdatathe patent license pursudat§ 365(n), and for such other

relief as is consistent with this Opinion.

® Spansion ultimately lost the ITC action. However, the judgment in the ITC action did not render this case moot.
Pursuant to the Letter Agreement, Spansion agreedsmi&s the ITC against Apple, and [to] not re-file the ITC
action or another action related to one or more of the same patents against Apple.” (Aug8}hellicense

pertains not only to the ITC action, but also to any future actions that Apple may initiate regarding Apple’s use of
Samsung’s memory chips. The Letter Agreement therefore provides continuing protedimhetfrom any suit

by Spansion regarding Samsung’s alleged infringement of Spansion’s patents. Moreover judgniiedt did not
address the merits of Apple’s claim that it held a license to the digpatieats. Indeed, the ALJ expressly declined

to address the merits of Apple’s claim and relied insteatthe Bankruptcy Court’s erroneous conclusion that the
Letter Agreement did not constitute a patent license. Thus, the ITC judgment does not have any preclusive effect
regarding Apple’s claim to a patent licerisesed on the Letter Agreement.
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Dated: 7/28/2011 /s/RobertB. Kugler

ROBERTB. KUGLER
UnitedState<District Judge
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