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EXECUTIVE SUMMARY
Last week, the Supreme Court (the "Court") ruled a debtor in bankruptcy cannot use the Bankruptcy Code to cut 
off a licensee's rights under a license to use the debtor's trademarks. [1] This ruling resolves a Circuit split and 
brings the treatment of trademark licenses from a bankrupt debtor in line with patent and copyright licenses, which 
are protected statutorily by Bankruptcy Code section 365(n).

The Court's ruling leaves open for later litigation the contours of the rights a trademark licensee may

RETAIN, THE LICENSEE'S ABILITY TO PROTECT THOSE RIGHTS, AND THE 
ASSOCIATED COSTS. EVEN IF THE LICENSE SURVIVES, THE BANKRUPT 
DEBTOR LICENSOR CAN STILL REJECT THE CONTRACT, LIKELY ELIMINATING 
ANY DUTIES IT HAD TO TAKE ACTION. TRADEMARK LICENSEES, ESPECIALLY 
EXCLUSIVE LICENSEES, SHOULD CONSIDER ADDRESSING THESE QUESTIONS 
CONTRACTUALLY IN THE LICENSE WHERE POSSIBLE, NEGOTIATING FOR 
ROBUST SELF-HELP PROVISIONS THAT GIVE THEM OPTIONS TO TAKE 
NECESSARY ACTIONS, IF THE LICENSOR BREACHES THE CONTRACT. FOR 
EXAMPLE, IF THE BANKRUPT DEBTOR LICENSOR REFUSES TO ENFORCE A 
LICENSED MARK OR FAILS TO MAINTAIN THE MARK'S REGISTRATION, CAN 
THE LICENSEE TAKE ACTION ITSELF TO PROTECT THE MARK? MAY THE 
LICENSEE SETOFF ITS COSTS OF PROTECTING THE MARK AGAINST ANY 
CONTINUING ROYALTIES IT MAY BE REQUIRED TO PAY THE DEBTOR? IF THE 
LICENSE PROVIDES FOR EXCLUSIVITY, DOES THE LICENSEE RETAIN THOSE 
EXCLUSIVE RIGHTS TO THE MARK?

TEMPNOLOGY V. MISSION PRODUCT HOLDINGS
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The case, Tempnology vs. Mission Product Holdings, dealt with the rejection of a trademark license from 
Tempnology, the Chapter 11 debtor, to Mission. The case raised two legal questions: first, whether the case 
before the Court was moot, because the trademark license had expired before the case was decided; and 
second, whether Tempnology's rejection of its contract with Mission resulted in rescission of Mission's license to 
Tempnology's trademarks. The Court resolved the mootness issue in favor of Mission, stating that the suit would 
remain live as long as there is any chance of money changing hands between the parties, even if Tempnology 
had no assets left in its bankruptcy estate from which to satisfy a judgment. Resolution of the issue regarding 
Mission's rights to Tempnology's trademarks turned upon whether a contract rejected in bankruptcy operates as a 
rescission or a breach of that contract.

Tempnology manufactured clothing and accessory products to help individuals stay cool while exercising and 
branded those products under the "Coolcore" name. Tempnology and Mission entered into a supply agreement 
that granted Mission an exclusive license to distribute certain Coolcore products in the United States and a non-
exclusive license to use the Coolcore marks in the United States and around the world.

Tempnology filed for chapter 11 and sought to reject its agreements with Mission, including the trademark license, 
under Bankruptcy Code Section 365. Section 365(a) permits a debtor to assume or reject "executory" contracts, 
which are typically defined as contracts where material obligations remain on both sides. If a debtor rejects, 
Section 365 relieves the debtor of its performance obligations, and the counter-party receives a pre-bankruptcy 
damages claim.

For patent and copyright licenses rejected by a debtor, Bankruptcy Code Section 365(n) provides an express 
statutory right for the counter-party licensee to elect to retain its rights to use the debtor's intellectual property. The 
licensee, in exchange, must generally continue to perform its obligations under the license, such as continuing to 
pay any applicable royalties.

Section 365(n), however, does not cover trademark licenses, and courts had differed on the effect of rejection on 
a counter-party licensee's rights to use the trademarks. Some courts held the counter-party lost its rights to use 
the marks and retained only a monetary damages claim against the bankrupt debtor, likely to be paid cents on the 
dollar. Other courts, including the Seventh Circuit Court of Appeals, had held the counter-party could retain its 
rights to use the marks in a manner similar to Bankruptcy Code Section 365(n).

Tempnology sought a declaratory judgment on this issue in the Bankruptcy Court and prevailed. The Bankruptcy 
Appeals Panel reversed and ruled for Mission, after which the First Circuit Court of Appeals reversed again and 
reinstated the Bankruptcy Court's decision in favor of the debtor. Last week, the Court clarified this issue 
nationwide by reversing the First Circuit decision.

Reasoning from the statute, the Court determined that because a rejection constitutes a "breach" of an executory 
contract, applicable contract law provided the answer for the counter-party's rights upon such a breach. The Court 
continued that, under contract law, a breach by one party allows the non-breaching party to choose between 
continuing to perform and terminating the agreement. The Court emphasized that the non-breaching party retains 
control over the termination of the agreement: the breaching party cannot rescind the rights granted to the non-
breaching party simply by breaching the agreement. The Court reasoned that, just as in a standard breach of 
contract, after rejection of a contract any rights granted to the non-breaching party survive the rejection. The 
Court's conclusions relating to the breach versus rescission issue are broad and apply to all executory contracts 
and are not limited to intellectual property licenses.
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The Court considered and rejected Tempnology's position that Congress, by failing to include trademarks within 
the language of Section 365(n), had intended a different outcome for trademark licenses. The Court also 
emphasized that it believed its ruling was consistent with the relevant policy considerations at play and with 
balancing the needs of a reorganizing debtor against those of a contractual counter-party. 

The Court concluded Mission could retain its rights to use the licensed marks despite Tempnology's rejection of 
the contract and remanded the case for the Bankruptcy Court to determine the scope of Mission's rights in this 
regard.

 

 

[1] MISSION PRODUCT HOLDINGS, INC. v. TEMPNOLOGY, LLC, 587 U.S. __, No. 17–1657 (slip opinion), May 
20, 2019.
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