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PREFACE

It is really difficult for us to imagine that with the 2020 Licensing Update
we have now completed twenty books in this series of “licensing annuals.” It
doesn’t seem that long ago that we first made the proposal to Aspen Law and
Business Press about doing an annual publication on licensing and had to con-
vince the powers that be that there was a sufficient audience for such a work.
We intended then and continue to believe now that there is a need in the licen-
sing and intellectual property community to provide a timely publication that
reports on the latest changes in licensing during the past year. We hope that the
Licensing Update continues to fill that void. We believe that the publication has
grown substantially over the years in both depth and acceptance by members of
the community as a valuable and timely resource for good, practical information.

When we launched the first issue of the “Update,” we were fortunate to
find some of the leading experts in the licensing community to contribute their
time and talent to join us. We have perhaps been even more fortunate in that
many of the original contributors have continued with us since the first issue.
Many of these same individuals are also columnists and authors in The Licensing
Journal, our monthly publication in the area, and they continue to share their
insights and secrets so that we can all learn more about this subject.

Since the first edition, we have tried to provide readers with an overview or
snapshot of the most significant events in the licensing industry during the past
year. The approach must be successful since the subscriber list grows every year
and we continue to receive favorable reviews and compliments on the work
from our readers and peers. We hope that you will enjoy this volume as much as
earlier editions.

As explained in earlier editions, the concept of an “Update” or licensing
annual found its genesis when we first started The Merchandising Reporter in
1982 (the predecessor to The Licensing Journal). This series has been the culmi-
nation of that initial thought—a volume that contained the highlights of licensing
during the past year so that the reader could easily and quickly educate himself or
herself on what happened during the past 365 days. We are all busy and immersed
in our own businesses and frequently lack the time to keep abreast of the latest
events. It is our hope that this volume will give both the licensing professional and
lawyer the opportunity to remain current in his or her chosen field.

We truly understand that there is tremendous competition for the reader’s
time and bookshelf space as more and more publishers offer more and more
works on intellectual property and licensing topics. In this context, we are quite
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pleased with the response from readers. We understand that this volume will not
replace these other sources of information. We have, instead, tried to synthesize
the vast amount of information currently available to the industry at large into a
single source of the most pertinent information, which the reader can go through
in a single session or, alternatively, leave on the bookshelf until a problem
should surface in the area.

The contributors continue to perform at the highest level, which is no easy
feat. As a serialized publication continues, one is always concerned about whe-
ther a regular contributor or author has simply run out of things to say. Candidly,
that is always a problem, and we are quite sensitive to this fact. The ability to
maintain high quality for many years is far more difficult than simply writing a
single excellent article. After reading the articles that these individuals have
submitted, we are happy to announce—yet one more time—that they are all
timely and very well done. While we are not sure how each and every one of
these authors is able to continue to contribute at this level, we are certainly
happy that they can.

The purpose of a preface is to tell the readers what they might otherwise
have missed from the promotional material but, more importantly, to thank all of
those individuals who have contributed to this effort.

To our authors and contributors—this work would not have been possible
without your excellent contributions. As authors ourselves, we understand and
appreciate, perhaps better than anyone, the work that goes into preparing such a
chapter. We, therefore, extend to you our deepest and warmest thanks.

To the associates and staff members of our firms, we appreciate the extra
time and effort that went into your contributions. We understand that much of
the time that you spent on these chapters was at the expense of other things in
your life and we are grateful.

Special thanks must be expressed to the outstanding job done by our editor
Michelle Houle who took responsibility for the organization of the work and did
the initial edit. Michelle had the difficult task of dealing with both our individual
authors and with the editors at Aspen—one that put her between conflicting
deadlines on a daily basis. She did this with skill and excellence and was able to
satisfy everyone—a very tall order.

We would also like to express our appreciation to Susan Gruesser for the
excellent and timely job she has done in laying out this book on a very tight
deadline and giving it one last edit before it goes to press. Thanks should also be
extended to our former editors, Matt Gallaway and Rob Gessinger; their assis-
tance and continued support have been greatly appreciated.

We also thank Michelle Virzi and Rick Kravitz at Aspen who had the
initial vision to see the possibilities for a publication such as this. Their encour-
agement on this and other publications we do for Aspen has been greatly appre-
ciated. Candidly, without their support and subtle cajoling, this publication
would not be possible.
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PREFACE

Lastly, we thank you, the reader, for supporting this work and coming back
for more. We continue to seek feedback from you. What subjects would you like
to see covered in future issues? What did you like about this issue? What didn’t

you like? We value your comments.
GJB and CWG
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§2.01 INTRODUCTION

Trademark licensing is the process by which a trademark owner (i.e., the licensor) allows another
(i.e., the licensee) to make, sell, and distribute goods or services under the licensor's trademark. It is one
of the most effective ways to maximize the value of and expand geographically the goodwill associated
with licensor's trademark. In 2019, the United States Supreme Court issued a much-anticipated opinion in
a trademark licensing and bankruptcy case. The Fifth, Tenth, and Eleventh Circuit Courts addressed
various important issues relating to trademark licensing agreements. The Southern District of New York
and the Central District of California had trademark licensing decisions to make that attracted much
attention. This chapter reviews these prominent 2019 trademark licensing cases addressing naked
licensing and quality control, terms and termination, standing and jurisdiction, licensee estoppel, and the
effect of bankruptcy on licensing.

§2.02 QUALITY CONTROL AND NAKED LICENSING
ISSUES

In the United States, quality control is a fundamental element in all trademark licensing agreements.
Controlling the quality of the licensed products (1) ensures that the trademark owner is the “source” of
those products, and (2) prevents the public from being misled into thinking it will receive the same
quality product from a licensee when it is in fact of inferior quality to the licensor's product. Insufficient
quality control, also called “naked licensing,” will lead to the abandonment of the licensed mark.! Not
surprisingly, the proponent of a naked license theory of trademark abandonment must meet a stringent
standard of proof.?

In Godigital Media Group, LLC v. Godigital, Inc.,? the Central District Court of California concluded

!See Barcamerica Int'l USA Tr. v. Tyfield Imps., Inc., 289 F.3d 589, 598 (9th Cir. 2002), and
FreecycleSunnyvale v. Freecycle Network, 626 F.3d 509, 516 (9th Cir. 2010) (Naked licensing is
“inherently deceptive and constitutes abandonment of any rights to the trademark by the licensor.”).

2Barcamerica, 289 F.3d at 596.

3Godigital Media Grp., LLC v. Godigital, Inc., No. LACV 17-07796-VAP (MRWx), 2019 U.S. Dist.
LEXIS 76415 (C.D. Cal. Mar. 13, 2019).



that a licensee was not entitled to summary judgment that the licensor had abandoned the licensed mark
through naked licensing. In 2012, Plaintiff GoDigital Media Group, LLC (“Licensor”) licensed its
registered trademark, GODIGITAL MEDIA GROUP (the “Licensed Mark™), to defendant GoDigital, Inc.
(“Licensee”). The parties had close ties: Licensor, through its subsidiary, was a minority shareholder in
the Licensee's predecessor in interest, and Licensor's co-founder became the first CEO of Licensee's
predecessor in interest. The license agreement was an oral agreement, with its sole term that Licensee
could use the Licensed Mark until Licensor revoked its permission.

In April 2017, Licensor sent Licensee a letter terminating the license and demanding that Licensee
stop using the Licensed Mark. After Licensee continued to use the Licensed Mark, Licensor sued
Licensee for trademark infringement, among other claims. The defendant Licensee asserted three
affirmative defenses: trademark abandonment based on naked licensing, acquiescence, and laches.
Defendant Licensee unsuccessfully moved for summary judgment on the issue of “naked licensing.” The
court found that the Licensor had raised a genuine issue of material fact sufficient to defeat summary
judgment as to each consideration in the naked licensing analysis: whether Licensor (1) retained
contractual rights to control the quality and use of its trademark; (2) actually controlled the quality of the
trademark; and (3) reasonably relied on Licensee to maintain the quality.

The Licensee asserted that Licensor had abandoned the Licensed Mark because the informal, oral
agreement between the parties “did not give Plaintiff any contractual right to supervise or control
[Licensee's] operations.” Under Ninth Circuit precedent, “[t]he absence of an agreement with provisions
restricting or monitoring the quality of goods or services produced under a trademark supports a finding
of naked licensing.” However, the court stated that although Licensor “did not have a contractual right to
supervise or control [Licensee's] operations, there is a genuine dispute as to whether [Licensor] retained a
continuing right under the License to control [Licensee's] use of the mark in connection with those
operations.” Because the oral agreement could be revocable at will, the court found that the Licensor
could have retained a continuing right to control the trademark's use in connection with the Licensee's
operations. This right to control the trademark's use could satisfy the first prong of the analysis, even in
the absence of an express contractual right to inspect and supervise the Licensee's operations.

Licensor also presented evidence that it satisfied the second prong of the analysis: whether it exerted
actual control over the use of the Licensed Mark. As a member of Licensee's board of directors, Licensor
had access to information about Licensee's services, and one of Licensor's subsidiaries had entered into
contracts with Licensee. Additionally, Licensor had repeatedly—and unsuccessfully—requested
information from Licensee that may have involved the use of the Licensed Mark. Because of the
proximity and relationship of the parties, a jury could find that Licensor sufficiently supervised the quality
of Licensee's services offered under the Licensed Mark. Moreover, a jury could find that Licensor
reasonably relied on the information available to it, considering the Licensee's refusal to provide Licensor
with the requested information.

The proximity and relationship between the parties also informed the third prong of the analysis: the
reasonable reliance on Licensee's quality control measures. Because Licensor was familiar with Licensee,
it was reasonable for Licensor to rely on Licensee's own quality control measures. Moreover, a jury could
reasonably conclude that Licensor acted promptly to terminate the license once Licensee's quality control
measures suffered. After the court denied Licensee's motion for summary judgment, the parties stipulated
to the dismissal of the case.

Given the high bar for proving naked licensing, counsel should pay particular attention to the
elements of the claim. A claim of naked licensing fails when there is proof that: (1) the license included

*Id. at *9.
°Id.
81d. at *9—10 (emphasis in original).



an express contractual right to inspect and supervise the operation of the licensee; (2) the licensor
maintained actual control over the licensee's use of the mark; and (3) the licensor and licensee were
involved in a close working relationship such that quality control was established despite the lack of a
formal agreement or contract.” However, the absence of an agreement with provisions restricting or
monitoring the quality of goods or services under a trademark produced supports a finding of naked
licensing. Further, the reliance on a licensee's quality control alone is insufficient to prevent a finding of
naked licensing.

When drafting and implementing a quality control provision, the license agreement should purport to
state the minimum quality standard and, in advance of the production schedule, set forth a timetable for
the licensee to submit its product samples for the licensor's review and written approval. It should not
only specify the licensor's right to routinely inspect licensee's manufacturing facilities and review
customer comments in order to monitor the quality of licensee's products and its compliance, but also
describe the procedure for product inspection and the criteria for approval. Further, the licensing
agreement should dictate that the licensed trademark be removed from any products below the minimum
quality standard. It is also advisable that a licensor keep records of its efforts in maintaining quality
control as evidence against the invalidity challenge in the future.

§2.03 TERMS AND TERMINATIONS

In Mrs. Fields Franchising, LLC v. MFGPC,? the Tenth Circuit reversed a preliminary injunction
entered in favor of a licensee alleging “irreparable harm” when the licensor terminated a trademark
licensing agreement one year into an automatically renewed, five-year licensing period.

Fields Franchising, LLC (“Licensor””) owns the rights to the MRS. FIELDS trademark and licenses
the mark to third parties. MFGPC (“Licensee”) had the right to use the MRS. FIELDS trademarks on
prepackaged popcorn products under an exclusive License Agreement with Licensor. The parties operated
under the License Agreement for more than eleven years. The initial term of the License Agreement was
sixty months. The Agreement “would then automatically renew for successive five year terms (‘Option
Periods’) until such time as either party terminate[d] the Agreement upon no more than twenty (20) days
prior written notice to the other party,” provided that the licensee was not in material default and had
paid the royalties.

On December 22, 2014, Licensor notified Licensee in writing that Licensor considered the License
Agreement to not have automatically renewed in 2013. Licensor cited Licensee's failure to pay royalties
for several quarters and noncompliance with the License Agreements as cause for Licensor to terminate
the License Agreement, to the extent the Agreement had automatically renewed. Licensee disputed that
any royalties were due to Licensor. Rather than respond to Licensee's letter, Licensor filed a complaint
seeking a declaratory judgment that the License Agreement had been properly terminated and was no
longer in effect. In response, Licensee moved for preliminary injunction to terminate any license Licensor
had entered into with other companies for the use of the MRS. FIELDS trademark on popcorn products,
and to instead comply with the terms of the licensing agreement it had previously entered into with
Licensee. The district court granted Licensee's preliminary injunction.

On appeal after remand, the Tenth Circuit found the district court to have erred in finding that the
License Agreement was “effectively perpetual” absent material breach simply because it could be and
was automatically renewed every five years. Instead, the Agreement allowed either party to prevent the
renewal even in the absence of a material breach and specified several ways in which the parties could
terminate the Agreement without cause. The Tenth Circuit held that the district court's erroneous

"Barcamerica, 289 F.3d at 596.
Mrs. Fields Franchising, Ltd. Liab. Co. v. MFGPC, 941 F.3d 1221 (10th Cir. 2019).
°Id., 941 F.3d at 1225.



conclusion that the license agreement was perpetual led to a flawed analysis of the likelihood of success
and irreparable harm factors of the preliminary injunction test. Instead of suffering permanent damage
from the breach of a perpetual license, Licensee's damages were easily calculated to the limited remainder
of the five-year term. The Tenth Circuit also determined that the breach of the exclusivity clause, while
usually warranting injunctive relief, did not, alone, satisfy the irreparable harm factor of the preliminary
injunction test. Here, Licensee failed to show irreparable harm, because the license was not perpetual, and
the parties' business records of more than a decade were available for an analysis of past profits and
damage calculations. The Tenth Circuit accordingly reversed the preliminary injunction entered in favor
of Licensee.

On December 9, 2019, the Tenth Circuit denied appellee and Licensee's petition for rehearing.

§2.04 LICENSEE STANDING TO SUE AND
JURISDICTION OVER LICENSOR

License agreements between private parties can limit a licensee's ability to bring a claim under the
Lanham Act. Courts generally look at the plain language of the agreement to determine whether the right
to sue or enforce the trademark has been reserved to one party or another. On the other hand, the language
in license agreements alone may not enable a court to exercise its personal, general, or specific
jurisdiction over the licensor.

The Eleventh Circuit considered whether the language in a trademark license gave a trademark
licensee standing to bring suit in the case of Kroma Makeup EU, LLC v. Boldface Licensing + Branding,
Inc.'® Kroma Makeup EU, LLC (“Licensee”) received an exclusive license from By Lee Tillett, Inc.
(“Licensor”) to sell and distribute KROMA-branded cosmetic products in Europe. Licensor retained
exclusive rights to the KROMA mark in the United States for cosmetic products and had previously
received a preliminary injunction against Boldface Licensing + Branding, Inc. (“Boldface”), based on the
latter company's sale and distribution of KHROMA-branded cosmetic products in the United States.
Licensee, which was not a party to the prior litigation, subsequently sued Boldface and the Kardashian
sisters, who had endorsed the KHROMA-branded cosmetics in the E.U.

The Kardashians moved for summary judgment, asserting that Licensee lacked standing to bring the
infringement action. The district court granted the motion, concluding that Licensee lacked contractual
authority to enforce the trademark in its own capacity. The Eleventh Circuit applied the Lexmark test to
determine whether the licensing agreement gave Licensee “sufficient rights in the name” of Licensor to
sue under the Lanham Act.!" Although Section 1125(a) of the Lanham Act affords a cause of action to
“any person who believes that he or she is likely to be damaged,” the Supreme Court held in Lexmark that
the statute is not so expansive so as to allow “all factually injured plaintiffs to recover.”

The Eleventh Circuit looked at the plain language of the licensing agreement to determine the parties'
intent with respect to whether Licensor retained all enforcement rights. Specifically, the agreement
required that Licensor “protect [the trademark] properly from any attempts of illegal use, to the best of his
knowledge.” Licensor was also required to guarantee Licensee against any claims regarding the mark.
Although Licensee maintained the exclusive right to use the mark, its only obligation regarding
enforcement was to inform Licensor of any illegal use of the trademark. Therefore, the Eleventh Circuit
read the agreement to mean that Licensee did not have the ability to sue in that proceeding. Accordingly,
Licensee did not fall within the zone of interests protected by the Lanham Act. The Eleventh Circuit noted

""Kroma Makeup EU, Ltd. Liab. Co. v. Boldface Licensing + Branding, Inc., 920 F.3d 704 (11th Cir.
2019).

"Lexmark Int'l, Inc. v. Static Control Components, Inc., 572 U.S. 118, 129, 134 S. Ct. 1377, 188 L.
Ed. 2d 392 (2014).



that its holding was in harmony with the rulings of other circuits that a license agreement between two
parties can limit a licensee's ability to bring a claim under the Lanham Act.

On June 4, 2019, The Eleventh Circuit denied the petition for rehearing and rehearing en banc. The
Supreme Court denied Petition for Writ of Certiorari in this case on October 15, 2019.

The Fifth Circuit recently rejected the “licensor theory” of personal jurisdiction in a trademark
infringement case. Specifically, a trademark licensor is not subject to general or specific personal
jurisdiction when its sole contact with the forum state is a non-exclusive license agreement with a licensee
who manufactured, sold and/or distributed products there.

Plaintiff Diece-Lisa Industries, Inc. (“Plaintiff”) owned a word mark for “LOTS OF HUGS” for
“[tloys, namely puppets” and sold stuffed toy bears under that mark. Plaintiff sued numerous Disney
entities for trademark infringement based on the allegedly infringing character “Lots-O-Huggin' Bear”
(“Lotso”) in the movie Toy Story 3 and merchandise depicting Lotso. The Disney entities included retail
entities that sold Lotso-branded merchandise, and two IP entities (“Licensor”) that owned the intellectual
property rights and granted licenses to third parties, including the retail entities (“Licensees”).

Plaintiff first sued Licensees in the Eastern District of Texas and then Licensor in the same court two
years later. Licensor sought to dismiss the case for lack of personal jurisdiction and improper venue,
arguing that their licensing activities relating to Texas were insufficient to confer personal jurisdiction.
Specifically, Licensor had granted non-exclusive licenses to third-party Licensees, who then chose to
conduct business in Texas, but Licensor had no other connection with Texas beyond entering the license
agreement with third-party Licensees. The district court granted Licensor's motion to dismiss for lack of
personal jurisdiction, finding that a non-exclusive license agreement, without more, was insufficient to
trigger personal jurisdiction over Licensor, and Licensor did not trigger personal jurisdiction by
exercising quality control over Licensees who chose to conduct business in Texas, either.

On appeal, the Fifth Circuit analyzed whether it had general personal jurisdiction over Licensor,
which were incorporated in Delaware and California, and had their principal place of business in
California. The Fifth Circuit held that because Licensor did not sell products in Texas, and only one entity
within the Licensor had three (3) out of seven hundred and seventy (770) employees working remotely in
Texas, Licensor had no such continuous and systematic contacts with Texas as to render it essentially at
home there.

The Fifth Circuit further analyzed Plaintiff's arguments that the court had specific jurisdiction over
Licensor. First, Plaintiff argued that the entire Disney company should be treated as one franchise for
purposes of personal jurisdiction (the franchise theory). The court had personal jurisdiction over the
Disney retail entities, and Plaintiff asserted that because the infringement was controlled and
interconnected throughout the related Disney companies, the court should also have personal jurisdiction
over Licensor. However, the Fifth Circuit concluded that Plaintiff's allegations were conclusory, and,
thus, failed to rebut the “presumption of institutional independence.” Therefore, the general rule would
apply that personal jurisdiction over a nonresident corporation generally may not be based solely upon
another corporate entity's contacts with the forum state. Second, the Fifth Circuit affirmed the lower
court's decision that a non-exclusive license agreement, alone, was insufficient to trigger personal
jurisdiction over the licensor, because the license agreement could not impute the contacts of the licensee
on the licensor.

This case is Diece-Lisa Indus. v. Disney Enters,'> where the receipt of the mandate (affirmed in part,
vacated in part, and remanded) was entered on Dec. 11, 2019.

"Diece-Lisa Indus. v. Disney Enters., 943 F.3d 239 (5th Cir. 2019).



§2.05 LICENSEE ESTOPPEL ISSUES

A licensee is generally precluded from challenging the validity of the trademark under the licensee
estoppel doctrine on the grounds that maintaining the stability of a contractual relationship often
outweighs the need to challenge a trademark. The estoppel doctrine means that the licensee effectively
agrees that the mark is valid. This doctrine was recently held by the Southern District Court of New York
to also apply to functionality challenges from former licensees.

In Capri Sun GmbH v. Am. Bev. Corp.,"? the Southern District Court of New York affirmed that
licensee estoppel is a valid defense that trademark owners can use to defend against functionality
challenges from former licensees. Specifically, the former licensee of Capri Sun's incontestable trademark
for a tinfoil pouch design (as displayed below) could not challenge the validity of the mark on
functionality grounds because the doctrine of licensee estoppel applied here.

{blob alt="yes" blob-ref-id="09013e2c8e72bfec LIUP CHO02 FIG1l.png" class="png" process-
as="graphic" src=""/}

(The Tinfoil Pouch Design, Registration Number 1418517)

Rather than analyze the public interest against consumer confusion, the court considered the public
interest in protecting competition. Three years prior to the instant lawsuit, Capri Sun and its predecessor
in interest owned the trademark for a tinfoil pouch design for fruit juice drinks (the “Pouch Trademark™).
Capri Sun's predecessor (Deutsche Sisi-Werke Betriebs GmbH) sued American Beverage Corporation's
(“ABC”) predecessor for infringement of the Pouch Trademark. In that lawsuit, ABC's predecessor
asserted affirmative defenses and counterclaims challenging the Pouch Trademark's validity on
functionality grounds and sought extensive discovery regarding the alleged lack of functionality. Capri
Sun, however, did not produce any documents relating to the alleged functionality, and most of Capri
Sun's responses regarding the functionality consisted of objections and denials. The parties settled the
lawsuit three days prior to the close of fact discovery and signed a Settlement and License Agreement.

The Settlement and License Agreement included a clause that gave ABC's predecessor a right to
license the Pouch Trademark for its own products and barred ABC's predecessor and ABC from
challenging the trademark's validity ever again. In 2019, Capri Sun sued ABC for infringing the Pouch
Trademark by selling fruit juice drinks in pouches after ABC had terminated the license agreement. ABC
subsequently asserted again the affirmative defense that Capri Sun's Pouch Trademark was functional,
and therefore invalid (and also sought discovery related to functionality). The Southern District of New
York said that the central issue was whether ABC was contractually precluded from challenging Capri
Sun's trademark as invalid.

In determining whether licensee estoppel applied, the court considered whether patent decisions
addressing this doctrine would be instructive in this case. Ultimately, while there was a public interest in
invalidating an improperly granted trademark that would hinder competition, there was a
counterbalancing public interest in promoting settlement of litigation. Consequently, a no challenge
clause in a settlement license would be valid so long as the parties had an opportunity to conduct
discovery regarding the validity of the trademark.

The court, therefore, analyzed whether ABC's predecessor in interest had a sufficient opportunity to
conduct discovery on validity issues to justify estoppel. The court concluded that it had, because the
previous litigation lasted nearly one year and ABC's predecessor had sought discovery for four months.
The court concluded that because ABC's predecessor was familiar with the Pouch Trademark as a
licensee, full discovery regarding the functionality was not necessary. Accordingly, the court found that

13Capri Sun GmbH v. Am. Bev. Corp., No. 19 Civ. 1422 (PAE), 2019 U.S. Dist. LEXIS 187778,
2019 WL 5558481 (S.D.N.Y. Oct. 29, 2019).



ABC was estopped from challenging the validity of the Pouch Trademark.

The court then determined that ABC could not raise the issue of functionality as a defense to Capri
Sun's infringement claim. Because the alleged functionality was only relevant to infringement as a direct
or indirect challenge to the mark's validity, the enforceable no-challenge provision of the Settlement
Agreement prevented ABC from asserting a functionality defense to infringement. Consequently, the
court granted Capri Sun's motion to strike all references to the Pouch Trademark's functionality from
ABC's affirmative defenses and entered a protective order directing that Capri Sun need not respond to
discovery requests relating to the functionality of the Pouch Trademark.

§2.06 BANKRUPTCY AND TERMINATION OF
TRADEMARK LICENSES

In 2019, the U.S. Supreme Court issued a rare ruling on trademark licensing in the case of Mission
Product Holdings Inc. v. Tempnology, LLC'* (on appeal from the Court of Appeals for the First Circuit)
holding that a debtor-licensor's rejection of a trademark license agreement does not terminate the
licensees right to continue using the licensed trademarks.

In the case before the Supreme Court, Mission Product Holdings (“Mission”) and Tempnology LLC
(“Tempnology”) entered into a co-marketing and distribution agreement which gave Mission a non-
exclusive, worldwide, perpetual license to make and sell the licensed fabric products under the licensed
mark owned by Tempnology. Two years later, after accruing multi-million losses, Tempnology filed for
bankruptcy. The day after filing for bankruptcy, Tempnology moved to reject its agreement with Mission
under Section 365(a) of the Bankruptcy Code on the ground that it was an “executory contract” that was
no longer beneficial to Tempnology. Although the parties did not dispute that Mission could insist that the
rejection not apply to patent licenses in the agreement, it was unsettled as to whether the rejection should
apply to the trademark licenses.

Justice Kagan authored the opinion of the Court, which was an 8-1 decision with a short dissent by
Justice Gorsuch. The Supreme Court declared that Section 365 of the Bankruptcy Code and “fundamental
principles of bankruptcy law command the first, rejection-as-breach approach.” Under this view, the
rejection acts as a contract breach outside of bankruptcy, by giving the counterparty a claim for damage
and leaving intact the rights the counterparty had received under the contract. The Supreme Court added
that the rejection of any contract in bankruptcy acts as a breach, not as a rescission. The Court stated that
the “rejection-as-breach” rule ensured that a trustee or debtor was subject to the counterparty's contractual
right that existed before the bankruptcy petition was filed. Therefore, under Section 365, a debtor-
licensor's rejection of a contract cannot revoke a trademark license, because it does not grant the debtor an
exemption from the burdens that generally applicable law imposes on property owners.

The Court turned first to Section 365(g) of the Bankruptcy Code, which states that “the rejection of an
executory contract[] constitutes a breach of such contract.” The Court declared that “breach” was “neither
a defined nor a specialized bankruptcy term. It means in the Code what it means in contract law outside
bankruptcy.” Employing examples from contract law, the Court pointed out that a breaching party has no
ability, based on its own breach, to terminate an agreement. In the Court's example, if a dealer of a copier
machine leased the machine to a law firm but materially breached the agreement by failing to service the
machine, the “dealer cannot get back the copier just by refusing to show up for a service appointment.”
The Court then extrapolated the example to bankruptcy law and stated that if the law firm wanted to keep
using the copier, the dealer could not take the copier back. In a breach under contract law or a rejection of
a contract under bankruptcy law, “the counterparty retains the rights it has received under the agreement.”

Importantly, the rejection under bankruptcy does not terminate the contract, and the debtor and the
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counterparty do not return to their pre-contract positions.

The Court rejected Tempnology's argument that permitting licensees to maintain rights in licensed
trademarks would undermine a fundamental purpose of the Bankruptcy Code, namely, a debtor's ability to
reorganize. Because a trademark licensor has a duty to monitor and exercise quality control over the
goods and services sold under a license, Tempnology asserted that a debtor would have to decide between
spending valuable resources on quality control and risking the loss of an unmonitored trademark. The
Court responded that Congress balanced several competing interests and it “did nothing in adding Section
365(n) to alter the natural reading of Section 365(g)-that rejection and breach have the same results.” In
fact, the Court noted that Section 365(g) could be read to “reinforce or clarify the general rule that
contractual rights survive rejection.”

Justice Sotomayor wrote a concurring opinion highlighting two features of the Court's opinion. First,
the Court did “not decide that every trademark licensee has the unfettered right to continue using licensed
marks post-rejection.” Justice Sotomayor emphasized that the “baseline inquiry” was whether the
licensee's rights would survive a breach under applicable non-bankruptcy law. Second, trademark
licensees' rights post-rejection “are more expansive in some respects” than the rights held by licensees of
other types of intellectual property. Section 365(n) requires licensees of certain types of intellectual
property to make all royalty payments without deducting damages from the payments, even if the
licensees would have been permitted to deduct damages under non-bankruptcy law. Section 365(n) of the
Code applies to patents, copyrights, and four other types of intellectual property, but does not apply to
trademarks, and permits licensees to retain their licenses if the debtor-licensor rejects an executory
contract.

Justice Gorsuch argued in his dissent that Mission's case had become moot, since the license
agreement expired by its own terms after the bankruptcy court ruled. The majority opinion disposed of the
issue of mootness by determining that Mission presented a live case or controversy with its claim for
money damages stemming from its inability to use the trademarks between the time Tempnology rejected
the licensing agreement and the agreement's scheduled expiration date.

Although this case is first and foremost about trademark licenses, this decision has consequences
beyond just trademark licenses. Specifically, it appears unclear whether trademark licensees still need to
follow the Bankruptcy Code, including the requirement for a licensee electing to retain its rights to the
intellectual property to continue paying royalties. This decision brings some clarity, however, to
trademark licensees who have invested in manufacturing, marketing, distributing, and selling products
incorporating licensed marks and anticipate returns from the licensed rights when their trademark licensor
has filed for bankruptcy.

§2.07 CONCLUSION

The plain language in trademark licensing agreements remains critical, as courts rely on the original
language to interpret definitions and to determine whether licensees have the standing to sue and enforce
the licensed mark. The mere existence of a non-exclusive licensing agreement allowing licensees to
conduct business in a state does not confer personal, specific or general jurisdiction upon the forum court
over the licensor, if the licensor has no other contact with that forum state. The licensee estoppel doctrine
extends to functionality challenges. And, the licensor's rejection of trademark license agreement in
bankruptcy does not terminate licensees' rights to continue using the licensed trademarks.
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