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Rejecting Trademark Licenses in Bankruptcy: In re
Tempnology
The decision provides some additional, though limited protection for licensees of
trademarks in bankruptcy proceedings

Introduction
In In re Tempnology LLC, 1 the Bankruptcy Appellate Panel (the BAP) for the First Circuit provided
additional clarity regarding the rights of intellectual property licensees under section 365(n) of the United
States Bankruptcy Code, 2 particularly with respect to trademark licenses. In Tempnology, the First Circuit
BAP concluded that:

•

Section 365(n) extends only to licenses of “intellectual property” as defined in the Bankruptcy Code, 3
and excludes trademarks and other contractual rights, such as exclusive product distribution rights,
even if such rights are included in the same agreement.

•

Rejection of a trademark license pursuant to section 365(g) constitutes a breach by the debtorlicensor that does not necessarily terminate the non-debtor-licensee’s rights or deprive the licensee of
its right to continue to use the trademarks post-rejection; instead, the licensee has the rights he or
she would have for breach under the terms of the agreement and non-bankruptcy law. 4

The decision is significant because it marks one of the first bankruptcy appellate decisions expressly
adopting the reasoning and interpretation of the Seventh Circuit Court of Appeals in Sunbeam Products,
Inc. v. Chicago American Manufacturing, LLC, 5 which held that rejection of a trademark license constitutes
a breach by the debtor-licensor that does not necessarily terminate the licensee’s rights (or otherwise
void the underlying contract), but instead gives the licensee the rights of a non-breaching license
counterparty under non-bankruptcy law. 6 Thus, Tempnology marks the continuation of a trend of cases
where courts have found various ways to provide some protection to trademark licensees from the
perceived inequity that would result from complete termination of the licensee’s rights. 7 Tempnology is
also significant as one of the few bankruptcy appellate decisions specifically addressing the scope of
section 365(n) applied to an agreement containing separate licenses of non-trademark intellectual
property (i.e., “intellectual property” as defined in the Bankruptcy Code) and of trademarks, together with
other contractual rights, holding that section 365(n) applies only to the licensed “intellectual property,” and
not to the trademark license or contractual rights (in this case, exclusive product distribution rights). 8

Overview of the Rights of Trademark Licensees and Section 365(n)
Section 365(n) was adopted in response to the perceived inequity of the Fourth Circuit Court of Appeals’
decision in Lubrizol Enterprises, Inc. v. Richmond Metal Finishers, Inc. 9 In Lubrizol, the debtor rejected an
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intellectual property license, and the court concluded that the licensee was only able to seek monetary
damages (which would be a prepetition unsecured claim), and could not continue to use the licensed
property or seek specific performance on the contract. 10 In effect, the Fourth Circuit treated rejection of the
license as a termination, even though the express language of section 365(g) treats rejection as a
“breach” of contract by the debtor, and nothing in the Bankruptcy Code provides that such a breach by
the debtor terminates the non-breaching party’s rights.
In response to Lubrizol, Congress adopted section 365(n) of the Bankruptcy Code to protect licensees of
“intellectual property;” however, as defined in the Bankruptcy Code, “intellectual property” does not
include trademarks. 11 Section 365(n) is an exception to the general rule that a debtor may reject an
executory contract, and operates as an important shield to non-debtor-licensees of intellectual property.
Under section 365(n), a licensee whose intellectual property license is rejected by a debtor-licensor can
either: (1) treat the debtor’s rejection as a termination of the license and assert a claim for rejection
damages; or (2) retain its rights to use the intellectual property as the rights existed as of the filing of the
bankruptcy petition (including the ability to enforce exclusivity and extension provisions in the agreement
as the provisions relate to the licensed intellectual property against the debtor and any successor). If the
licensee chooses to retain its rights, the licensee must continue making royalty payments, and waive
administrative claims arising from performance of the contract and any setoff rights. 12
While section 365(n) established protections for licensees of non-trademark “intellectual property,”
Congress intentionally excluded trademarks from the Bankruptcy Code’s definition of “intellectual
property.” 13 As a result of the exclusion of trademarks from section 365(n) and the Fourth Circuit’s
interpretation of the effect of license rejection in Lubrizol, many bankruptcy courts following the adoption
of section 365(n) have searched for ways to provide a degree of protection to trademark licensees when
their licenses are rejected. For instance, the court in In re Matusalem 14 found that section 365(n) applied
to a franchise agreement in its entirety because the agreement included both licenses of trademarks and
other intellectual property rights (trade secrets). The court also refused to authorize the rejection of a
license agreement based on the debtor’s failure to meet the business judgment standard for rejecting the
contract. 15 Other courts have found that trademark licenses were no longer executory, 16 or have imposed
“transition periods” to alleviate the licensees’ damages from rejection. 17 However, some courts have
continued to deny any protection to trademark licensees and rely on Lubrizol’s interpretation of the effect
of rejection. 18
In 2012, the Seventh Circuit Court of Appeals, recognizing the challenges posed to trademark licensees
by the Lubrizol decision and the exclusion of trademarks from section 365(n) protections, took a different
approach. In Sunbeam, the Seventh Circuit rejected Lubrizol’s interpretation of the effect of rejection and,
based on the language of section 365(g), concluded that rejection of a trademark license constitutes a
breach by the debtor that does not inherently terminate the non-debtor’s rights in the trademark. 19 Instead,
the non-debtor has the rights of a non-breaching party under applicable non-bankruptcy law. 20 According
to the court, “[o]utside of Bankruptcy, a licensor’s breach does not terminate a licensee’s right to use
intellectual property” and, therefore, rejection does not give rise to termination. 21 Thus, “rejection is not the
functional equivalent of a rescission, rendering void the contract and requiring that the parties be put back
in the positions they occupied before the contract was formed .... It merely frees the estate from the
obligation to perform and has absolutely no effect upon the contract’s continued existence.” 22
However, despite the Seventh Circuit’s decision in Sunbeam, courts have continued to struggle with the
scope of section 365(n). For example, in In re Crumbs Bake Shop, Inc., 23 the bankruptcy court determined
that it would be “inequitable to strip the licensees of their rights in the event of rejection,” and ruled that
section 365(n) could be applied to protect the trademark licensee in the case. 24 The Crumbs court
discussed the Seventh Circuit’s decision in Sunbeam, but relied on section 365(n) instead of section
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365(g), reasoning that Congress intended bankruptcy courts to “exercise their equitable powers to decide,
on a case by case basis, whether trademark licensees may retain the rights listed under [section]
365(n).” 25 Tempnology is significant in part because it marks one of the few bankruptcy appellate
decisions expressly adopting Sunbeam’s reasoning and the resulting scope and impact of sections 365(n)
and 365(g) on rejection of a contract that provided licenses of trademark and non-trademark intellectual
property rights, as well as other contract rights. As such, Tempnology diverges from certain cases, such
as Crumbs, in which courts have attempted to expand the scope of section 365(n) to protect trademark
licensees. The Tempnology court instead provided limited protection to trademark licenses based on its
interpretation of the effect of rejection under section 365(g).

In re Tempnology – The Scope of Section 365(n) and the Impact of Rejection
on a Trademark Licensee
In Tempnology, Mission Product Holdings, Inc. (Mission) entered into a co-marketing and distribution
agreement with Tempnology LLC, n/k/a Old Cold, LLC. 26 Under the agreement Mission was granted:

•

The exclusive right to distribute certain branded products within the United States, and first rights of
notice and of refusal in certain other countries

•

The non-exclusive right to sell certain branded products anywhere else in the world

•

A non-exclusive perpetual license to use Tempnology’s intellectual property other than its trademarks,
domain names and logos

•

A non-exclusive license to use Tempnology’s “Coolcore” trademark and logo 27

The trademark license was limited and set to expire upon the termination of the agreement, except as
necessary to allow either party to exercise its rights during a two-year wind-down period. 28
After filing for bankruptcy, Tempnology filed a motion to reject the agreement. 29 Mission objected and
made an election under section 365(n) of the Bankruptcy Code, arguing that it retained its rights under
the agreement, including the intellectual property license, as well as its exclusive product distribution
rights and its rights under the limited trademark license. 30
The bankruptcy court ruled that: (1) section 365(n) protected Mission’s rights as a non-exclusive licensee
as to “patents, trade secrets, and copyrights” granted under the non-trademark intellectual property
license; (ii) section 365(n) provided no protectable interest in Tempnology’s trademarks or trade names;
and (iii) section 365(n) provided no protectable interest in the exclusive rights to distribute Tempnology’s
branded products provided in the agreement. 31 The bankruptcy court concluded that section 365(n) did not
extend to exclusive distribution rights, even though the products were patented, because the distribution
rights did not constitute a license of intellectual property and thus did not fall within section 365(n). 32
Additionally, in determining that Mission retained no rights in the trademarks and logos, the bankruptcy
court reasoned that section 365(n) did not apply, because trademarks are not included within the
Bankruptcy Code’s definition of “intellectual property.” 33
Mission appealed, raising (i) whether section 365(n) applied to protect the exclusive product distribution
rights granted in the agreement, and (ii) whether Mission retained any rights to use the trademark and
logo even though trademarks are not included in the Bankruptcy Code’s definition of “intellectual
property.”
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The First Circuit BAP first agreed with the bankruptcy court that the exclusive product distribution rights
were not preserved under section 365(n). The BAP reasoned that the agreement had two goals: “first, to
grant Mission the right to distribute certain of [Tempnology]’s products on an exclusive basis in a defined
territory during a limited period; and second, to grant Mission a non-exclusive license to use some of
[Tempnology]’s intellectual property in perpetuity.” 34 As such, the agreement dealt with “far more than
licensing of intellectual property.” 35 While the exclusive product distribution rights gave Mission the right to
sell certain of Tempnology’s products in certain territories, they did not give Mission any exclusive license
rights with respect to Tempnology’s intellectual property.
According to the BAP, upon rejection of an executory contract, “the licensee’s [section] 365(n) election
applies only to its rights to intellectual property and not to any other rights that it may have received under
the executory contract.” 36 The BAP reasoned that to hold otherwise could render any contract “rejection
proof” by inserting an intellectual property license “no matter how remote or untethered the license
provision [is] from the other terms of the agreement.” 37 Accordingly the distribution rights were not
protected by section 365(n).
Second, the BAP held that section 365(n) does not extend to protect any trademark rights because the
definition of “intellectual property” under the Bankruptcy Code does not encompass trademarks,
tradenames and logos. 38 In coming to this conclusion, the First Circuit BAP declined to follow the rationale
(such as that held by the court in Crumbs and discussed in the concurring opinion in Exide) to extend
section 365(n) to trademarks on “equitable grounds.” 39 Instead, the BAP explicitly adopted the approach
taken in Sunbeam, rejecting the bankruptcy court’s endorsement of “Lubrizol’s approach to the rejection
of executory contracts, namely that rejection terminates the contract,” noting that “Lubrizol, ... is not
binding precedent in this circuit and like the many others who have criticized its reasoning, we do not
believe it articulates correctly the consequences of rejection of an executory contract under [section]
365(g).” 40 Applying the rationale from Sunbeam, the BAP concluded that while the trademark and logo
were not entitled to special protections under section 365(n), Tempnology’s rejection constituted a breach
under section 365(g) that did not necessarily terminate Mission’s trademark rights under the agreement.
Instead, the licensee’s post-rejection rights were governed by the terms of the agreement and applicable
non-bankruptcy law. 41

Conclusion
Tempnology is significant because it marks one of the first post-Sunbeam bankruptcy appellate decisions
that addresses the scope of section 365(n) as applied to an agreement that included “intellectual
property,” trademark, and other contractual rights. Therein, the BAP explicitly adopted the Seventh
Circuit’s Sunbeam analysis and reasoning that rejection of trademark licenses is governed by section
365(g) of the Bankruptcy Code, which gives the trademark licensee the rights it would have as the nonbreaching party to a contract under applicable non-bankruptcy law, and explicitly rejected Lubrizol’s
conclusion that rejection amounts to termination or rescission of the license. Furthermore, Tempnology
clarified that trademark rights are distinct from intellectual property rights, even when they are coupled
together in the same contract, and broke from certain post-Lubrizol cases that attempted to expand the
scope of 365(n) to apply to trademark licenses.
While the BAP’s holding that “the Debtor’s rejection of the Agreement did not vaporize Mission’s
trademark rights under the Agreement,” marks a partial victory for trademark licensees, it fell short of the
more fulsome protections of section 365(n), particularly as to exclusivity rights, and the court did not
clarify what rights the licensee would retain after rejection. 42 The practical impact of the concept that “after
rejecting a contract, a debtor is not subject to an order of specific performance” (which the Sunbeam court
outlined and the BAP in Tempnology upheld), is to makes it relatively clear that rejection of an exclusive
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trademark license will likely render the license non-exclusive as a practical matter following rejection.
Further the concept would also not allow the licensee to mandate that the licensor comply with provisions
of the license requiring ongoing registration, maintenance, enforcement or defense of the licensed
trademark(s). 43
However, this general concept leaves open many questions. For instance, in order to ensure the
trademark in question is not abandoned under the Lanham Act, proper trademark licensing involves an
ongoing process of collaboration and cooperation between the trademark licensor and trademark
licensee. 44 These quality control standards are often implemented in a license agreement through
requirements that the licensee not commercialize products bearing the licensed trademarks, unless they
have been properly inspected and approved by the licensor. The Sunbeam and Tempnology decisions
suggest that a licensee would be able to use the licensed trademark rights for products that had already
been inspected and approved, but the licensee’s ability after rejection of the license agreement to use the
licensed mark on new products is uncertain if the licensor refuses to approve additional or modified
products. Thus, the Sunbeam and Tempnology decisions illustrate the importance of careful attention to
the rights the licensee retains following a breach of the contract by the licensor when drafting license
agreements. Licensees should seek to clarify the continuing effect of provisions under the license
agreement that would restrict the licensee’s continued use of the trademark following the licensor’s
breach.
Finally, Tempnology provides an important (and relatively rare) bankruptcy appellate analysis on the
limited protection afforded by section 365(n) on non-intellectual property rights included in an agreement
with an intellectual property license. In Tempnology, the BAP explicitly rejected the notion that section
365(n)’s protections would include the exclusive right to distribute patented products, which was granted
alongside the intellectual property license, but was not itself a right to intellectual property. Executory
contracts subject to 365(n) may contain provisions unrelated to the licensing of intellectual property, and
under Tempnology’s reasoning, upon rejection, section 365(n) will not apply to protect many of these
bargained for rights from termination. 45 Thus, when an agreement deals with the licensing of intellectual
property and additional, non-intellectual property rights, courts may consider the terms and construction
of an agreement to determine the extent to which the latter are distinct from the former.
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