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The U.S. Supreme Court on Oct. 26, 2018, granted certiorari in the First 

Circuit case, Mission Product Holdings Inc. v. Tempnology LLC (In re 

Tempnology LLC), to resolve a circuit split regarding ongoing trademark 

usage pursuant to a license agreement following the rejection of such 

agreement under 11 U.S.C. §§ 365(a) and (n). The question to be 

addressed in this case first arose in 1985, when the Fourth Circuit held in 

Lubrizol Enterprises Inc. v. Richmond Metal Finishers Inc. that an 

“executory contract” under Section 365(a) of Title 11 of the U.S. Code, or 

the Bankruptcy Code, included intellectual property licenses.[1] Further, 

the court held that rejection of an executory contract effectively 

terminates an intellectual property license. 

 

Three years later and in reaction to Lubrizol, Congress enacted additional 

legislation to define “intellectual property” within the Bankruptcy Code. 

Congress also added Bankruptcy Code Section 365(n) addressing what 

happens to intellectual property following the rejection of an executory 

contract. 

 

Bankruptcy Code Section 101(35A) defines intellectual property as: 

(A) trade secret; 

(B) invention, process, design, or plant protected under title 35; 

(C) patent application; 

(D) plant variety; 

(E) work of authorship protected under title 17; or 

(F) mask work protected under chapter 9 of title 17; 

 

to the extent protected by applicable nonbankruptcy law. 

 

The cumulative effect of Lubrizol and the newly enacted legislation gave a nondebtor 

licensee the freedom to continue using patents, trade secrets and copyrights, among others 

enumerated in 101(35A), pursuant to a license notwithstanding rejection of the license 

contract in bankruptcy. The legislation did not, however, address trademark. Congress 

intentionally omitted trademark from its definition of intellectual property: 

[This] bill does not address the rejection of executory trademark, trade name or 

service mark licenses by debtor-licensors. While such rejection is of concern because 

of the interpretation of section 365 by the Lubrizol court ... such contracts raise 

issues beyond the scope of this legislation. In particular, trademark licensing 

relationships depend to a large extent on control of the quality of the products or 

services sold by the licensee. Since these matters could not be addressed without 

more extensive study, it was determined to postpone congressional action in this 

area and to allow the development of equitable treatment of this situation to 

bankruptcy courts.[2] 

 

The glaring omission of trademark in the intellectual property definition, in combination with 

Congress’ insistence that bankruptcy courts determine the equitable treatment of trademark 

license rejection, has created a circuit split between the First, Fourth and Seventh Circuits. 
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In its most basic form, a trademark is a phrase or symbol of a service or product that 

differentiates it from other products. A federally registered trademark (signified by ®) 

provides legal protection against unintended or unauthorized use of the mark. The term 

“trademark” includes any word, name, symbol, or device, or combination thereof to identify 

and distinguish his or her goods, including a unique product, from those manufactured or 

sold by others and to indicate the source of the goods, even if that source is unknown.[3] 

 

Trademark law is designed to protect the interests of trademark owners by protecting the 

goodwill that is ultimately their most valuable asset. Trademark protection prevents 

counterfeiters or imitators from unjust enrichment, and, most importantly, protects 

consumers from deception or confusion as to the source of goods.[4] 

 

After Congress’ revisions to clarify the treatment of intellectual property under the 

Bankruptcy Code, Lubrizol remained well-regarded precedent for nearly three decades. 

Then, in 2012, the Seventh Circuit issued its opinion in Sunbeam Products Inc. v. Chicago 

American Manufacturing LLC.[5] The court in Sunbeam held that rejection of an executory 

trademark license contract only extinguished the debtor-trademark-licensor’s obligations, 

but not the license itself. The Sunbeam court found that Congress did not intend to 

“vaporize” a contracting party’s rights through rejection. Under Sumbeam, a licensee retains 

its right to use the trademark after rejection even though the debtor is absolved of its 

relevant obligations under that license agreement. 

 

The Tempnology court effectively rejected Sunbeam, affirming the bankruptcy court in 

holding that rejection of a trademark licensing agreement ends the licensing arrangement 

and reduces the licensee’s claim to prepetition damages. Under Tempnology, the license 

agreement will not survive, as it would under Sunbeam. As the Tempnology court viewed 

the issue, the intent of rejection is primarily to release the debtor from burdensome 

obligations that impede a successful reorganization. 

 

The Tempnology majority criticized the Sunbeam opinion for its perceived failure to consider 

the oversight required by a trademark holder. An effective trademark owner must monitor 

and exercise control over the use of the mark and its application on goods sold. Failure to 

monitor and exercise control may jeopardize the continued validity of a trademark. Without 

close scrutiny, for example, a licensee may apply the trademark on faulty or substandard 

products or use it in a way that dilutes the brand. Trademarks that are diluted or not 

properly enforced are at risk for cancellation. 

 

Two primary issues arise under the Tempnology majority’s rationale. First is that under 

nonbankruptcy intellectual property law, trademark holders are statutorily required to 

remain vigilant in the control of its registered mark.[6] Rejection of a license agreement 

would not absolve the debtor-licensor from this obligation of policing its marks’ use in 

commerce. This cuts against the Tempnology majority’s view that rejection would absolve 

the debtor from ongoing obligations to monitor its marks. Second is that Section 365 of the 

Bankruptcy Code governing rejection of executory contracts is not used to rescind a 

contract. Instead, rejection of a contract only eliminates the debtor’s obligation of 

performance. “Rejection is treated as a breach [and] it does not completely terminate the 

contract.”[7] 

 

Each debtor in bankruptcy may elect to reject an executory contract, with the approval of 

the court, based on the beneficial nature of the rejection during reorganization. Rejection of 

a trademark licensing agreement will relieve a debtor of its obligations of oversight of the 

licensee, but under Tempnology, rejection also appears to amount to a termination of the 



licensing agreement altogether. 

 

Complete termination of the agreement could have a necessarily burdensome effect not 

only on the debtor but also on the nondebtor licensee. Upon termination, the debtor would 

lose a revenue source of royalty and other payments subject to the licensing agreement, 

which could facilitate a more favorable reorganization. On the other hand, a licensee whose 

rights to utilize a trademark are destroyed by a rejection that completely terminates the 

agreement may, itself, be faced with bankruptcy. A recent study estimated trademark 

licensing revenue in the United States topped $7.3 billion in 2014.[8] It is conceivable that a 

nondebtor licensee’s entire business model is based on exploiting the trademarks it licenses 

for reproduction or distribution. Rejection by a debtor-licensor of a licensing agreement that 

terminates that agreement altogether would wholly dismantle the licensee’s business. 

 

Should the Supreme Court side with Sunbeam, it may require a debtor to more actively 

monitor the usage of its trademark throughout bankruptcy proceedings as the licensee 

operates without whatever oversight is required of the licensor-debtor. On the other hand, if 

the Supreme Court finds that a trademark licensing agreement is fully extinguished upon 

rejection, it may cut off a source of revenue for the debtor during and following bankruptcy 

and risk the livelihood of the licensees. 

 

Ultimately, the onus may fall to Congress, whose 31 years of postponement may be long 

enough. 
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