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Seventh Circuit Upholds Use Of Trademark
By Licensee Following Rejection Of
Trademark License Under Section 365 Of
The Bankruptcy Code

On July 9, 2012, in Sunbeam Products, Inc. v. Chicago American Manufacturing,
LLC,* the United States Court of Appeals for the Seventh Circuit held that a trademark
licensee retained the right to use licensed trademarks following the rejection of the license
by a debtor licensor under section 365 of the Bankruptcy Code.

In the context of U.S. bankruptcy proceedings, a debtor has the power to reject
onerous contracts under section 365 of the Bankruptcy Code. This power includes the
ability of debtor licensors to reject licenses of intellectual property granted by the debtor
prior to its bankruptcy filing and has been held to terminate the rights of licensees to use
such intellectual property following rejection.? Section 365(n) of the Bankruptcy Code,
however, preserves the ability of licensees of rejected “intellectual property” contracts,
including patent, copyright and trade secret licensees, to retain their rights under such
contracts following rejection. The protections afforded to licensees under rejected
trademark licenses has been more uncertain. The Sunbeam decision clarified that, in the
Seventh Circuit, licensees under rejected trademark licenses retain their rights under the
license following rejection of the license by a debtor licensor.

Background

Lakewood Engineering & Manufacturing Co. (“Lakewood”) made and sold a variety
of consumer products. In 2008, Lakewood contracted with Chicago American
Manufacturing, LLC (“CAM?”) to manufacture box fans (such contract, the “License”). The
License authorized CAM to practice Lakewood’s patents, which related to the fans to be
manufactured, and to put Lakewood’s trademarks on the completed fans. Lakewood was to
take orders from retailers such as Sears, Walmart and Ace Hardware, and CAM would ship
directly to these customers on Lakewood’s instructions. Because Lakewood was in financial

! Sunbeam Products, Inc. v. Chicago American Manufacturing, No. 11-3920, 2012 U.S. App. LEXIS 13883 (7th
Cir. July 9, 2012). This decision will be referred to herein as the “Sunbeam.”

2 See, e.q., Lubrizol Enterprises, Inc. v. Richmond Metal Finishers, Inc., 756 F.2d 1043 (4™ Cir. 1985).
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distress, CAM was reluctant to invest the money necessary to gear up for production—and
to make about 1.2 million fans that Lakewood estimated it would require during the 2009
cooling season—without assured payment. Lakewood provided that assurance by
authorizing CAM to sell the 2009 run of box fans for its own account if Lakewood did not
purchase them.

In February 2009, three months into the CAM License, creditors commenced an
involuntary bankruptcy proceeding against Lakewood. A trustee (the “Trustee”) was
appointed in Lakewood’s bankruptcy case and Lakewood’s assets were sold to Sunbeam
Products, Inc., doing business as Jarden Consumer Solutions (“Sunbeam”). Sunbeam did
not want CAM competing with Sunbeam products, and the Trustee rejected the executory
portion of the License under section 365 of the Bankruptcy Code. When CAM continued to
manufacture and sell Lakewood-branded fans, Sunbeam and the Trustee brought an
adversary proceeding against CAM seeking, among other things, damages for trademark
infringement and an injunction.

In the Bankruptcy Court, Sunbeam and the Trustee argued, among other things, that
the rejection of the License deprived CAM of the ability to use the Lakewood trademarks
going forward. The Bankruptcy Court noted that, while section 365(n) of the Bankruptcy
Code permits continued use of certain intellectual property following rejection, the
Bankruptcy Code definition of “intellectual property” does not include trademarks and,
accordingly, did not protect CAM’s right to use the Lakewood trademarks following
rejection of the License. The Bankruptcy Court instead relied on legislative history
suggesting that bankruptcy courts fashion equitable remedies when trademark licenses are
rejected in holding that CAM retained the right to use the Lakewook trademarks following
the rejection of the License.

The Court of Appeals’ Decision

On direct appeal from the Bankruptcy Court, the Seventh Circuit affirmed the
Bankruptcy Court’s holding that CAM retained the right to use the Lakewood trademarks
following the rejection of the License, although on different grounds.

The Court of Appeals agreed with the Bankruptcy Court that section 365(n) of the
Bankruptcy Code does not address trademark licenses, but disagreed with the Bankruptcy
Court’s decision to allow CAM to continue using the trademarks on equitable grounds, as
the appeals court concluded that a bankruptcy court cannot override a licensee’s rights, or
lack thereof, under the Bankruptcy Code based on individual notions of equity.

The seminal case considering the protection of intellectual property licensees
following rejection is Lubrizol Enterprises, Inc. v. Richmond Metal Finishers, Inc., 756 F.2d
1043 (4th Cir. 1985), a decision where the Fourth Circuit held that, upon rejection, a
licensee loses its patent, copyright and trademark license rights going forward. The Lubrizol
decision spurred the adoption of section 365(n) of the Bankruptcy Code, which protects
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patent, trade secret and copyright licensees, but does not expressly protect trademark
licensees.

The Seventh Circuit did not view this omission in the Bankruptcy Code as
dispositive. Rather, to determine whether CAM retained the right to use the Lakewood
trademarks following rejection of the License, the Court looked to section 365(g) of the
Bankruptcy Code, which articulates the consequences of rejection generally and states that
rejection constitutes a “breach” of the rejected contract. Because rejection of a contract is a
breach of that contract and because no provision of the Bankruptcy Code specifically
addresses whether a trademark licensee retains the right to use the trademark following
rejection of a license by a debtor licensor, the Seventh Circuit looked to the rights of
intellectual property licensees following breach by licensors under applicable nonbankruptcy
law. The Court found that, under applicable nonbankruptcy law, the breach of a license by a
licensor would convert “unfulfilled obligations” to damages but would not automatically
cause the other contractual rights of the licensee to “vaporize.” The Court noted that CAM
specifically bargained for the right to sell fans under the Lakewood trademarks as security
for any failure by Lakewood to pay for such fans. Accordingly, the Court held that CAM
retained the right to use the Lakewood trademarks as contemplated under its contract even
following the rejection of the License.?

Implications

The Sunbeam decision clarifies that, in the Seventh Circuit, licensees under rejected
trademark licenses retain their rights under the license following rejection of the license by a
debtor licensor.

The opinion conflicts with Lubrizol* and with lower court decisions in other Circuits
holding that the rejection of a trademark license by a debtor licensor terminates the
licensee’s ability to use the trademark. The opinion also could arguably put trademark
licensees in a better position than licensees of other intellectual property, who, upon
rejection, have to elect whether to retain the license under Bankruptcy Code 365(n), which
election would be subject to all of the limitations thereunder.

The decision may also have implications for the law of rejection of executory
contracts generally. The Court of Appeals was adamant that a rejection of an executory
contract is a “breach” of such contract and that, except where there is clear statutory
authority to the contrary, the rights of a counterparty to a rejected contract are the same as
such counterparty would have outside of bankruptcy under applicable nonbankruptcy law.

3 The Court noted that the opinion was circulated to all Seventh Circuit active judges and that no judge favored a

hearing en banc.

4 Lubrizol Enterprises, Inc. v. Richmond Metal Finishers, Inc., 756 F.2d 1043 (4th Cir. 1985).
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This position is in tension with case law treating rejection analogously to termination or
rescission of the rejected contract. It remains to be seen whether other courts will adopt a
similar reading of parties’ rights under rejected contracts.

If you have any questions, please feel free to contact any of your regular contacts at
the firm or any of our partners and counsel listed under “Bankruptcy and Restructuring” or
“Intellectual Property” in the “Practices” section of our website (www.clearygottlieb.com).

CLEARY GOTTLIEB STEEN & HAMILTON LLP


http://www.clearygottlieb.com/�

(GOTTLIEB

(CLEARY

Office Locations

NEW YORK

One Liberty Plaza

New York, NY 10006-1470
T: +1 212 225 2000

F: +1 212 225 3999

WASHINGTON

2000 Pennsylvania Avenue, NW
Washington, DC 20006-1801

T: +1 202 974 1500

F: +1 202 974 1999

PARIS

12, rue de Tilsitt
75008 Paris, France
T:+33140746800
F: +33 140 74 68 88

BRUSSELS

Rue de la Loi 57

1040 Brussels, Belgium
T: +32 2 287 2000

F: +32 2 231 1661

LONDON

City Place House

55 Basinghall Street

London EC2V 5EH, England
T: +44 20 7614 2200

F: +44 20 7600 1698

MOSCOW

Cleary Gottlieb Steen & Hamilton LLC
Paveletskaya Square 2/3

Moscow, Russia 115054

T: +7 495 660 8500

F: +7 495 660 8505

FRANKFURT

Main Tower

Neue Mainzer Strasse 52

60311 Frankfurt am Main, Germany
T: +49 69 97103 0

F: +49 69 97103 199

COLOGNE
Theodor-Heuss-Ring 9
50688 Cologne, Germany
T: +49 221 800400

F: +49 221 80040 199

ROME

Piazza di Spagna 15
00187 Rome, Italy
T:+39 06 69 52 21

F: +39 06 69 20 06 65

MILAN

Via San Paolo 7
20121 Milan, ltaly
T:+3902 726081

F: +39 02 86 98 44 40

HONG KONG

Bank of China Tower
One Garden Road
Hong Kong

T: +852 2521 4122
F: +852 2845 9026

BEIJING

Twin Towers — West (23rd Floor)
12 B Jianguomen Wai Da Jie
Chaoyang District

Beijing 100022, China

T: +86 10 5920 1000

F: +86 10 5879 3902

BUENOS AIRES

CGSH International Legal

Services, LLP-

Sucursal Argentina

Avda. Quintana 529, 4to piso

1129 Ciudad Autonoma de Buenos Aires
Argentina

T: +54 11 5556 8900

F: +54 11 5556 8999

SAO PAULO

Cleary Gottlieb Steen & Hamilton
Consultores em Direito Estrangeiro
Rua Funchal, 418, 13 Andar

Séo Paulo, SP Brazil 04551-060

T: +55 11 2196 7200

F: +55 11 2196 7299

www.clearygottlieb.com



	Seventh Circuit Upholds Use Of Trademark By Licensee Following Rejection Of Trademark License Under Section 365 Of The Bankruptcy Code

