
PC / Ivory Vellum Carnival 35x23 / 80 

LEXISNEXIS® A.S. PRATT®� OCTOBER 2026

EDITOR’S NOTE: AI BANKRUPTCIES 
Victoria Prussen Spears

THE NEW DISTRESSED ASSET: NAVIGATING THE UNIQUE COMPLEXITIES OF ARTIFICIAL 
INTELLIGENCE COMPANY BANKRUPTCIES 
Gregory Ewing and McKay Holley 

HOW TO PRESERVE OPTIMIZATION OF A BUSINESS IN BANKRUPTCY 
Christopher R. Donoho III and Edward McNeilly

JUDICIAL FORECLOSURE AND RECEIVERSHIP AS ALTERNATIVE REMEDIES FOR 
WASHINGTON LENDERS AFTER VARGAS 
Rhys W. Hefta, Matthew J. Micheli, Aaron E. Millstein, Kari L. Larson, Christian Scarlett and 
Owen S. Haney 

CONNECTICUT BANKRUPTCY COURT: A COURT-APPROVED JUDICIAL FORECLOSURE 
SALE MAY BE AVOIDABLE AS A PREFERENCE 
Jeffrey C. Krause, Suzanne Span and Kriti Hannon 

IS IT TIME TO LEARN THE “CANADIAN TWO-STEP”? 
Benjamin Mintz and Justin Imperato

QATAR’S JUDICIAL ENFORCEMENT LAW NO. 4 OF 2024: A REMINDER OF QATAR’S 
LANDMARK REFORM 
Matthew Williams and Charbel M. Maakaron

O
C

TO
B

E
R

 2026
V

O
LU

M
E

 22 N
U

M
B

E
R

 7
P

R
A

T
T

’S
 J

O
U

R
N

A
L

 O
F

 B
A

N
K

R
U

P
T

C
Y

 L
A

W

Date: 9/11/2026 • Page Count: 40• PPI: 340 • Spine width: 0.13529



Pratt’s Journal of Bankruptcy
Law

VOLUME 22 NUMBER 7 October 2026

Editor’s Note: AI Bankruptcies
Victoria Prussen Spears 277

The New Distressed Asset: Navigating the Unique Complexities of Artificial
Intelligence Company Bankruptcies
Gregory Ewing and McKay Holley 279

How to Preserve Optimization of a Business in Bankruptcy
Christopher R. Donoho III and Edward McNeilly 286

Judicial Foreclosure and Receivership as Alternative Remedies for Washington
Lenders After Vargas
Rhys W. Hefta, Matthew J. Micheli, Aaron E. Millstein, Kari L. Larson,
Christian Scarlett and Owen S. Haney 290

Connecticut Bankruptcy Court: A Court-Approved Judicial Foreclosure Sale May
Be Avoidable as a Preference
Jeffrey C. Krause, Suzanne Span and Kriti Hannon 298

Is It Time to Learn the “Canadian Two-Step”?
Benjamin Mintz and Justin Imperato 305

Qatar’s Judicial Enforcement Law No. 4 of 2024: A Reminder of Qatar’s
Landmark Reform
Matthew Williams and Charbel M. Maakaron 312

0001 [ST: 1] [ED: m] [REL: 26-7GT] (Beg Group) Composed: Fri Sep 18 07:23:55 EDT 2026

XPP 9.7.0.0 FM000150 nllp 4789 [PW=468pt PD=693pt TW=336pt TD=528pt]

VER: [FM000150-Local:28 May 14 11:37][MX-SECNDARY: 12 Sep 23 12:15][TT-: 02 Jul 25 11:43 loc=usa unit=04789-fmvol022] 0



QUESTIONS ABOUT THIS PUBLICATION?

For questions about the Editorial Content appearing in these volumes or reprint permission,
please call or email:
Ryan D. Kearns, J.D., at ................................................................................. 513.257.9021
Email: ............................................................................................ ryan.kearns@lexisnexis.com
For assistance with replacement pages, shipments, billing or other customer service matters,
please call:

Customer Services Department at . . . . . . . . . . . . . . . . . . . . . . . . . . (800) 833-9844
Outside the United States and Canada, please call . . . . . . . . . . . . . . . (518) 487-3385
Fax Number . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (800) 828-8341
Customer Service Website . . . . . . . . . . . . . . . . . . . http://www.lexisnexis.com/custserv/
For information on other Matthew Bender publications, please call

Your account manager or . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (800) 223-1940
Outside the United States and Canada, please call . . . . . . . . . . . . . . . . (937) 247-0293

Library of Congress Card Number: 80-68780

ISBN: 978-0-7698-7846-1 (print)

ISBN: 978-0-7698-7988-8 (eBook)

ISSN: 1931-6992

Cite this publication as:

[author name], [article title], [vol. no.] PRATT’S JOURNAL OF BANKRUPTCY LAW [page number]
([year])
Example: Patrick E. Mears, The Winds of Change Intensify over Europe: Recent European Union
Actions Firmly Embrace the “Rescue and Recovery” Culture for Business Recovery, 10 PRATT’S JOURNAL

OF BANKRUPTCY LAW 349 (2026)

This publication is designed to provide authoritative information in regard to the subject matter covered. It
is sold with the understanding that the publisher is not engaged in rendering legal, accounting, or other
professional services. If legal advice or other expert assistance is required, the services of a competent
professional should be sought.

LexisNexis and the Knowledge Burst logo are registered trademarks of RELX Inc. Matthew Bender, the
Matthew Bender Flame Design, and A.S. Pratt are registered trademarks of Matthew Bender Properties Inc.

Copyright © 2026 Matthew Bender & Company, Inc., a member of LexisNexis. All Rights Reserved.

No copyright is claimed by LexisNexis or Matthew Bender & Company, Inc., in the text of statutes,
regulations, and excerpts from court opinions quoted within this work. Permission to copy material may be
licensed for a fee from the Copyright Clearance Center, 222 Rosewood Drive, Danvers, Mass. 01923,
telephone (978) 750-8400.

Editorial Office
101 Park Ave., 24th Floor, New York, NY 10178 (800) 543-6862
www.lexisnexis.com

(2026–Pub.4789)

0002 [ST: 1] [ED: m] [REL: 26-7GT] Composed: Fri Sep 18 07:23:55 EDT 2026

XPP 9.7.0.0 FM000150 nllp 4789 [PW=468pt PD=693pt TW=336pt TD=528pt]

VER: [FM000150-Local:28 May 14 11:37][MX-SECNDARY: 12 Sep 23 12:15][TT-: 02 Jul 25 11:43 loc=usa unit=04789-fmvol022] 42



Editor-in-Chief, Editor & Board of
Editors

EDITOR-IN-CHIEF
STEVEN A. MEYEROWITZ

President, Meyerowitz Communications Inc.

EDITOR
VICTORIA PRUSSEN SPEARS

Senior Vice President, Meyerowitz Communications Inc.

BOARD OF EDITORS

SCOTT L. BAENA

Bilzin Sumberg Baena Price & Axelrod LLP

ANDREW P. BROZMAN

Clifford Chance US LLP

MICHAEL L. COOK

Schulte Roth & Zabel LLP

MARK G. DOUGLAS

Jones Day

MARK J. FRIEDMAN

DLA Piper

STUART I. GORDON

Rivkin Radler LLP

PATRICK E. MEARS

Barnes & Thornburg LLP

iii

0003 [ST: 1] [ED: m] [REL: 26-7GT] Composed: Fri Sep 18 07:23:55 EDT 2026

XPP 9.7.0.0 FM000150 nllp 4789 [PW=468pt PD=693pt TW=336pt TD=528pt]

VER: [FM000150-Local:28 May 14 11:37][MX-SECNDARY: 12 Sep 23 12:15][TT-: 02 Jul 25 11:43 loc=usa unit=04789-fmvol022] 37



Pratt’s Journal of Bankruptcy Law is published eight times a year by Matthew Bender &
Company, Inc. Copyright © 2026 Matthew Bender & Company, Inc., a member of LexisNexis.
All Rights Reserved. No part of this journal may be reproduced in any form—by microfilm,
xerography, or otherwise—or incorporated into any information retrieval system without the
written permission of the copyright owner. For customer support, please contact LexisNexis
Matthew Bender, 9443 Springboro Pike, Miamisburg, OH 45342 or call Customer Support at
1-800-833-9844. Direct any editorial inquiries and send any material for publication to Steven
A. Meyerowitz, Editor-in-Chief, Meyerowitz Communications Inc., 26910 Grand Central
Parkway Suite 18R, Floral Park, New York 11005,
smeyerowitz@meyerowitzcommunications.com, 631.291.5541. Material for publication is
welcomed—articles, decisions, or other items of interest to lawyers and law firms, in-house
counsel, government lawyers, senior business executives, and anyone interested in privacy and
cybersecurity related issues and legal developments. This publication is designed to be accurate
and authoritative, but neither the publisher nor the authors are rendering legal, accounting, or
other professional services in this publication. If legal or other expert advice is desired, retain the
services of an appropriate professional. The articles and columns reflect only the present
considerations and views of the authors and do not necessarily reflect those of the firms or
organizations with which they are affiliated, any of the former or present clients of the authors
or their firms or organizations, or the editors or publisher.

POSTMASTER: Send address changes to Pratt’s Journal of Bankruptcy Law, LexisNexis Matthew
Bender, 230 Park Ave. 7th Floor, New York NY 10169.

iv

0004 [ST: 1] [ED: m] [REL: 26-7GT] Composed: Fri Sep 18 07:23:55 EDT 2026

XPP 9.7.0.0 FM000150 nllp 4789 [PW=468pt PD=693pt TW=336pt TD=528pt]

VER: [FM000150-Local:28 May 14 11:37][MX-SECNDARY: 12 Sep 23 12:15][TT-: 02 Jul 25 11:43 loc=usa unit=04789-fmvol022] 21



In this article, the authors discuss a decision by a New York bankruptcy court
recognizing and enforcing a reverse vesting order approved by a Canadian court in the
debtors’ Canadian insolvency proceedings.

Reverse vesting orders (RVOs) have emerged in Canada as an important
restructuring tool for debtors. Instead of a traditional sale, debtors’ unwanted
liabilities and assets are reverse vested out of the debtor company into a newly
created entity, “ResidualCo,” leaving the clean, viable business and its assets in
the debtor company for the purchaser to acquire. RVOs have sparked fierce
debate. Critics argue they can be used unfairly to shed pension obligations,
environmental liabilities, and employee claims in ways that prejudice stake-
holders, allowing purchasers to cherry-pick assets to the detriment of creditors.

In In re Iovate Health Sciences International Inc.,1 one of the first published
opinions to analyze the enforceability of Canadian RVOs in the U.S. under
Chapter 15 of the U.S. Bankruptcy Code (the Bankruptcy Code), the U.S.
Bankruptcy Court for the Southern District of New York (the Bankruptcy
Court) granted Iovate Health Sciences International Inc.’s (in its capacity as the
authorized foreign representative, the Foreign Representative) motion to
recognize and enforce an RVO approved by the Ontario Superior Court of
Justice (the Canadian Court) in the Iovate debtors’ Canadian insolvency
proceedings.

The Bankruptcy Court did several notable things in Iovate when it enforced
the Iovate RVO. First, it held that the Iovate RVO did not violate U.S. public
policy and that creditor interests had been sufficiently protected in the
Canadian insolvency proceedings. Second, it held that the Iovate RVO
transaction did not necessitate review under Bankruptcy Code section 363(b),2

although the Bankruptcy Court did grant section 363(m) good faith purchaser
protections to the Purchaser (as defined below).3 Finally, it recognized

* The authors, attorneys with Arnold & Porter Kaye Scholer LLP, may be contacted at
benjamin.mintz@arnoldporter.com and justin.imperato@arnoldporter.com, respectively.

1 In re Iovate Health Sciences International Inc., Case No.25-11958 (MG), ECF No. 108
(Bankr. S.D.N.Y. May 12, 2026) (Iovate).

2 Bankruptcy Code section 363(b) provides, among other things, that court approval must be
obtained before a debtor may sell assets outside of the ordinary course of business. See 11 U.S.C.
§ 363(b).

3 Bankruptcy Code section 363(m) provides that if a sale of estate property is authorized by
the bankruptcy court, and that authorization is later reversed or modified on appeal, the reversal
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nonconsensual third-party releases approved by the Canadian Court in the
Iovate RVO, notwithstanding the Supreme Court’s decision in Harrington v.
Purdue Pharma L.P.4 which held that nonconsensual third-party releases in
Chapter 11 plans are not permitted. These notable aspects from Iovate will be
addressed below, along with a discussion on the implications of the decision.
But first, this article discusses RVOs, generally, and provides background from
the Iovate Canadian insolvency proceeding.

BACKGROUND ON REVERSE VESTING ORDERS AND IOVATE

Section 11 of the Canadian Companies’ Creditors Arrangement Act (CCAA)
confers broad authority on Canadian courts to “make any order that it considers
appropriate in the circumstances.”5 From CCAA section 11, RVOs have
emerged in Canadian insolvency practice in the last decade. RVOs employ a
reverse vesting structure whereby the debtor cancels all existing shares and issues
new shares to a designated purchaser. The purchaser agrees to accept preferred
assets and liabilities, while certain excluded assets and liabilities are vested into
a newly formed ResidualCo. The purchased company, holding only the
assumed assets and liabilities as desired by the purchaser, may then exit the
Canadian insolvency proceeding with the ResidualCo being added as a debtor
to the proceeding.

The Bankruptcy Code does not afford debtors and asset purchasers any
parallel to RVOs. In cases under Chapter 11 of the Bankruptcy Code, the
primary mechanism for asset sales is section 363, which works in the opposite
direction from an RVO — the debtor transfers assets out to a purchaser free and
clear of liens and claims, with liabilities (other than expressly assumed ones)
staying behind in the estate. There’s no statutory equivalent to the Canadian
RVO structure where the liabilities are transferred out and the purchaser
acquires the existing corporate shell with its licenses, tax attributes, and
regulatory history intact. One could, theoretically, construct a plan that creates
a ResidualCo entity, vests unwanted liabilities into it, and distributes the
cleaned-up debtor’s equity to a purchaser, thereby economically replicating the
RVO structure. Nothing in the Bankruptcy Code expressly prohibits this
approach, though engaging in the plan process would decrease the speed at
which the sale may occur, potentially resulting in the depreciation of the entity
and its assets.

or modification does not affect the validity of the sale to a good faith purchaser, unless the
appellant obtained a stay of the sale pending appeal.

4 603 U.S. 204 (2024).
5 R.S.C. 1985, c. C-36, § 11.
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In recent years, some U.S. companies have tried to employ a similar process
in advance of a bankruptcy filing, the so-called Texas two-step, which is a
corporate restructuring maneuver that uses Texas’ divisive merger statute6 to
shield solvent companies from mass tort liability. In the first step, a parent
company uses a Texas divisive merger to split into two entities — one retaining
the valuable assets and the other bearing the tort liabilities. In the second step,
that liability-burdened entity commences a Chapter 11 bankruptcy case, which
automatically stays all litigation against that liability-burdened spinoff.7 In
addition, the debtor entity may be able to extend the stay to apply to all
non-debtor affiliates.

Iovate Health Sciences International Inc. and its affiliated debtors com-
menced insolvency proceedings in Canada on September 5, 2025.8The
Canadian Court appointed KSV Restructuring Inc. (the Monitor) as indepen-
dent monitor and approved a Sale and Investment Solicitation Process (SISP)
conducted by the Monitor with the assistance of a sales agent. The SISP
proceeded and later the Monitor selected the bid submitted by 1001542267
Ontario Inc. (the Purchaser), a newly formed entity, as the superior bid. The
Purchaser’s winning bid was implemented through a Subscription Agreement
(the Subscription Agreement), dated April 2, 2026, between the Purchaser and
Xiwang Iovate Holdings Company Limited (the Purchased Company).

The parties structured the sale as a reverse vesting transaction whereby the
Purchaser subscribed for and acquired 100 new common shares in the

6 See Tex. Bus. Orgs. Code §§ 10.001 et seq.
7 Bankruptcy courts have treated the Texas two-step with increasing skepticism, particularly

after the Third Circuit’s rulings in the Johnson & Johnson (J&J) talc litigation. The Third
Circuit held that J&J’s specially created subsidiary, LTL Management, was not eligible for
bankruptcy protection because it was not in genuine financial distress — reasoning that good
faith requires distress that is immediate, imminent, and apparent. After J&J refiled with an
estimated $61.5 billion settlement offer, the Bankruptcy Court for the District of New Jersey
again dismissed the case as filed in bad faith, and the Bankruptcy Court for the Southern District
of Texas subsequently rejected J&J’s third attempt as recently as March 2025, reaffirming that
bankruptcy laws are for distressed businesses rather than a liability management tool for solvent
corporations. By contrast, other users of the strategy — most notably Georgia-Pacific’s Bestwall
entity, which offloaded asbestos liabilities in 2017 — have as yet survived in other circuits but
have to date not achieved a successful confirmed plan. On the legislative front, a bipartisan group
of lawmakers introduced the Ending Corporate Bankruptcy Abuse Act in July 2024, which was
reintroduced in December 2024, and would instruct courts to presume bad faith in Texas
two-step filings and prohibit extending the automatic stay to non-bankrupt affiliates — though
the bill has yet to advance.

8 The insolvency proceedings were initially commenced under Canada’s Bankruptcy and
Insolvency Act (BIA). The BIA proceedings were later converted to a CCAA proceeding by order
of the Canadian Court on October 31, 2025.
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Purchased Company, while all existing shares were cancelled for no consideration.
Certain identified “Excluded Assets,” “Excluded Contracts,” and “Excluded
Liabilities” (collectively, Excluded Property) were vested out to a newly formed
ResidualCo, leaving the Purchased Company holding only the preferred assets
and liabilities that the Purchaser wished to retain.

The reverse vesting structure was necessitated by the debtors’ possession of
non-transferable regulatory licenses required to import goods and sell products
in Canada, US$114 million in non-capital losses eligible to be carried forward
only if retained by the existing entity, and contracts that could be maintained
more efficiently through the existing legal entity than through an asset sale. The
Canadian Court approved the Iovate RVO on April 16, 2026, including the
Subscription Agreement and third-party releases in it, finding that the structure
satisfied all applicable CCAA requirements and produced an economic
outcome at least as favorable as any available alternative.

The Foreign Representative filed a Chapter 15 petition in the Bankruptcy
Court to prevent the Iovate debtors’ stakeholders and judgment creditors from
commencing or proceeding with actions in the U.S. that would disrupt Iovate’s
restructuring process. The Foreign Representative obtained recognition of the
Canadian CCAA proceeding as a foreign main proceeding under Bankruptcy
Code section 1517, and subsequently moved for an order that: (i) recognized
and enforced the Iovate RVO under Bankruptcy Code sections 1522, 1521,
and 1507; or, alternatively, (ii) authorized and approved the Iovate RVO under
Bankruptcy Code sections 363, 1520, and 1521.

THE IOVATE DECISION

Bankruptcy Code section 1521(a)(7) gives courts broad discretion to provide
to foreign representatives “any appropriate relief that would further the
purposes of chapter 15 and protect the debtor’s assets and the interests of
creditors,”9 including relief that would not be available in a Chapter 11 case,
“provided that such assistance is consistent with the principles of comity and
satisfies fairness considerations set forth in Section 1507(b).”10 This broad
grant is constrained only by the requirement in Bankruptcy Code section
1522(a) that creditor interests be “sufficiently protected,” and that the relief not
violate U.S. public policy pursuant to Bankruptcy Code section 1506.11

9 In re Asbestos Corp. Ltd.,674 B.R. 855, 868 (Bankr. S.D.N.Y. 2025); see 11 U.S.C. §
1521(a)(7).

10 In re Rede Energia S.A., 515 B.R. 69, 90 (Bankr. S.D.N.Y. 2014).
11 In re Cozumel Caribe S.A. de C.V., 482 B.R. 96, 113 (Bankr. S.D.N.Y. 2012).
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Many U.S. bankruptcy courts have, without objection, enforced Canadian
RVOs without accompanying opinions explaining the court’s reasoning.12 In
one notable instance, though, the Delaware bankruptcy court published a
decision that recognized a Canadian RVO that was presented without objection
for enforcement, and cautioned against applying the decision as precedent,
citing uncertainty in how the court would, in the face of an objection, view an
RVO that redeems and cancels existing equity for no consideration and vests
out to a ResidualCo the debtor’s liabilities.13

The Bankruptcy Court enforced the Iovate RVO pursuant to Bankruptcy
Code sections 1522 and 1521.14 Applying Bankruptcy Code section 1522, the
Bankruptcy Court held that creditor interests were sufficiently protected for
two reasons. First, the Canadian Court had specifically found that no
stakeholder was worse off under the Iovate RVO structure than under any
available alternative. Second, the Monitor, an independent officer with court-
appointed oversight authority, had conducted the SISP, ensuring objective and
fair administration of the process. Critically, the Bankruptcy Court emphasized
that the Iovate RVO did not extinguish any creditor’s claim; all such claims
would survive against either the reorganized principal entities or ResidualCo,
with the same nature and priority as before the Iovate RVO.

The Bankruptcy Court further held that recognition and enforcement of the
Iovate RVO did not violate the public policy exception of Bankruptcy Code
section 1506, which the Bankruptcy Court held should be construed narrowly

12 See, e.g., In re Voxtur Analytics Corp., No. 25 11996 (JKS) (Bankr. D. Del. Feb. 13,
2026); In re The Lion Elec. Co., No. 24-18898 (DDC) (Bankr. N.D. Ill. June 26, 2025); In re
Chesswood Grp., No. 24-12454 (CTG) (Bankr. D. Del. Mar. 24, 2025); In re 9139249 Canada
Inc., No. 24-19627 (VZ) (Bankr. C.D. Cal. Jan. 10, 2025); In re Elevation Gold Mining Corp.,
No. 24-06359 (Bankr. D. Ariz. Dec. 30, 2024); In re Endoceutics Inc., No. 22-11641 (Bankr.
D. Mass. Oct. 12, 2023); In re Just Energy Grp., No. 21-30823 (Bankr. S.D. Tex., Dec. 1,
2022).

13 In re Goli Nutrition Inc., Case No. 10438, 2024 WL 1748460, at * 2 (Bankr. D. Del.
Apr. 23, 2024) (Goli Nutrition) (“I stated that I would enforce the order as there were no
objections to the transaction as a whole or its structure. Notice was provided to all parties,
including shareholders whose stock is being redeemed and cancelled for no consideration, and
those who may hold liabilities that are being vested out to Residual Co. I must emphasize,
however, that I do not know how I would rule on a similar reverse vesting transaction if there
were objections. So, I cannot stress enough that the order I enter should not be cited in future
motions for the proposition that U.S. courts have unconditionally approved such transactions.”).

14 In Iovate, one of the debtors’ creditors, TSI Group Co., Ltd., filed a limited objection to
the Foreign Representative’s motion to enforce the RVO, citing Iovate’s failure to confirm that
it would assume existing contractual agreements with TSI or pay the cure amounts owed to TSI.
TSI, however, subsequently withdrew its limited objection.
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to apply only to actions contrary to the “most fundamental policies of the
United States.”15 The Bankruptcy Court reasoned that, if even the denial of a
jury trial right in a foreign proceeding does not offend U.S. public policy when
a fair and impartial proceeding is offered,16 then a reverse vesting structure that
preserves creditor claims certainly does not rise to that level. Given its findings
under Bankruptcy Code sections 1522 and 1521, the Bankruptcy Court did
not determine whether recognition was also warranted under section 1507.

The Foreign Representative had alternatively sought approval of the RVO
transaction under Bankruptcy Code section 363, which applies by operation of
section 1520(a)(2) to transfers of U.S.-sited property in a recognized foreign
main proceeding. The Bankruptcy Court declined to conduct a section 363
analysis on two grounds.

First, following Goli Nutrition, the Bankruptcy Court held that the issuance
of new shares to the Purchaser is not a “sale” of property within the meaning
of section 363. Unlike a stock sale, in which a debtor sells already-issued shares,
the reverse vesting structure involves the issuance of newly created shares; no
existing estate property is transferred to the Purchaser.

Second, with respect to the transfer of Excluded Property to ResidualCo —
which could potentially implicate section 363 — the Foreign Representative
represented on May 6, 2026, at a hearing, that no physical assets currently
located in the U.S. would constitute Excluded Property. Accordingly, no
transfer of property within the territorial jurisdiction of the U.S. would occur,
and Bankruptcy Code section 1520(a)(2) was not triggered. Notably, notwith-
standing its declination to review the RVO transaction under section 363(b),
the Bankruptcy Court held that the Purchaser was entitled to the good faith
protections of section 363(m) where the Monitor confirmed that the Purchaser
was unrelated to the debtors under section 36 of the CCAA, the SISP produced
broad market canvassing, and there was no evidence of fraud or collusion in the
bidding process.

Finally, the Bankruptcy Court recognized nonconsensual third-party releases
approved by the Canadian Court, notwithstanding the Supreme Court’s
decision in Purdue, which held that nonconsensual third-party releases in
Chapter 11 plans are not permitted. Relying on In re Credito Real, S.A.B. de
C.V.17 and In re Odebrecht Engenharia e Construção S.A.,18 the Bankruptcy

15 In re Ephedra Prods. Liab. Lit., 349 B.R. 333, 336 (S.D.N.Y. 2006) (citing H.R. Rep. No.
109–31(I), at 109, as reprinted in 2005 U.S.C.C.A.N. 88, 172).

16 See id.
17 670 B.R. 150 (Bankr. D. Del. 2025) (Credito Real).
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Court held that Purdue’s holding is limited to Chapter 11 cases. According to
the Bankruptcy Court, the releases here were permissible because they were
narrowly tailored and limited to claims arising from or relating to the
Subscription Agreement, the RVO, and the transactions contemplated by the
RVO and Subscription Agreement and expressly excluded claims for fraud or
willful misconduct. This scope, according to the Bankruptcy Court, was
consistent with releases approved in Odebrecht, and the Bankruptcy Court
found them properly balanced against stakeholder interests. The Bankruptcy
Court also notably observed that failing to enforce the releases in the U.S.
would create an unequal playing field, giving U.S.-based creditors rights that
Canadian creditors did not have, thereby undermining the comity-based
framework of Chapter 15.

CONCLUSION

The Iovate decision is significant in two respects.

First, it is among the first published decisions to provide a full legal analysis
of a reverse vesting order, building on the sparse precedent from the Delaware
bankruptcy court in Goli Nutrition and the broader body of unpublished RVO
recognition orders from courts around the country. The Bankruptcy Court’s
detailed treatment of the RVO mechanism, including its Canadian statutory
basis, the approval factors, and the distinction from the Texas two-step, provides
a framework that future courts and practitioners can draw upon.

Second, the decision reinforces the post-Purdue consensus that is emerging in
Chapter 15 cases: the Supreme Court’s prohibition on nonconsensual third-
party releases in Chapter 11 plans does not extend to Chapter 15 recognition
proceedings, where the broader statutory grants in Bankruptcy Code sections
1521 and 1507 permit courts to enforce such releases when creditor interests
are sufficiently protected.

While Iovate’s holding is consistent with Credito Real and Odebrecht and
reflects a growing judicial consensus that Purdue’s reasoning does not curtail the
distinctly broader tools available in ancillary cross-border proceedings, we
expect Purdue’s applicability to Chapter 15 proceedings to be a continuing
source of debate. We also expect to see, where obtaining third-party releases are
critical to the success of a company’s efforts to reorganize, more companies
pursue foreign restructurings in Canada, the United Kingdom, and other
locales where nonconsensual third-party releases are enforceable, with such
companies thereafter attempting to obtain recognition in the U.S. under
Chapter 15 to enforce those third-party releases.

18 669 B.R. 457 (Bankr. S.D.N.Y. 2025) (Odebrecht).
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