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Trademark Licensing:
The Old View
◼

◼

In early common law, trademarks were only
thought to represent to the consumer the
physical source or origin of the product or
service with which the trademark was used.
Under this early “source theory” of
protection, trademark licensing was viewed
as philosophically impossible, since licensing
meant that the mark was being used by
persons not associated with the real
manufacturing "source."
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Trademark Licensing:
The Modern View
◼

◼

In the 1930s, courts began to hold that
trademarks indicate quality as well as physical
source.
“The burgeoning business of franchising has
made trademark licensing a widespread
commercial practice and has resulted in the
development of a new rationale for
trademarks as representations of product
quality.” Siegel v. Chicken Delight, Inc., 448
F.2d 43 (9th Cir. 1971), cert. denied, 405 U.S.
955 (1972).
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Trademark Licensing:
Quality Theory
◼

◼

◼

The newer “quality theory” supplements the
older “source theory” and allows a
trademark owner to license its mark.

A licensor must maintain quality control over
products or services bearing the mark.
If a licensor takes no reasonable steps to
control quality, then the license may be
challenged as “naked” and the licensed
mark may risk being found to be
abandoned.
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Licenses on the Cutting
Edge
◼

◼

◼

◼

Today licenses may go beyond
traditional trademark notions to new
forms and arrangements
Licenses may involve using a brand in an experiential manner
in actual, virtual or augmented reality (e.g., licensing in
videogames as a means of introducing aspirational
purchasers: freemiums);
The power of persona and social media command consumer
attention;
Traditional licensing, distribution and marketing has been
revolutionized because social media and e-commerce have
changed the financial monetization of trademarks and brands 9
(profit and equity participation).

Practical Issues to Consider
Before Entering Into a
Fashion License
◼

◼

There are various practical, non-legal issues
that both licensor and licensee should
consider before entering into a license
arrangement.
Make sure your business partner is a good
fit, is in the right business segment based
upon channels of trade, has the same
market focus, intends to target the same
types of customers, and embraces shared
goals for the overall image of the brand.
10

Practical Issues to Consider
Before Entering License
◼

Do Your Homework: Investigate Your Potential Partner:
– Do they have a history or are they involved in pending
lawsuits? Are they litigious?
– Licensor should ensure that Licensee is financially able to
manufacture products, pay royalties; promote the brand
and licensed goods as promised
– Licensee should confirm that Licensor owns the necessary
IP, the marks, trade dress, and related rights, and should
conduct trademark searches, etc.
– Licensee/Licensor should find out about other licensing
partners of the potential partner, and determine whether
there will be potential for conflict
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Practical Issues to Consider
Before Entering License
◼

Is there an agent bringing the parties
together? If so:
– Is there a flat or percentage fee?
– Who pays the fee?
– Who is the agent working for?
– Does the agent have any bias? Do both
parties trust the agent’s judgment that
both parties would benefit from the
license?
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Hypothetical 1
◼

Licensor Imawanna Grande is a hot new
celebrity who wants to be a designer, who
only has filed intent-to-use applications for
registrations of her mark in International
Class 25, and has not yet used them in
commerce on the goods and services listed
in her applications. Does she have the right
to license these marks?
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Answer to Hypothetical 1:
Yes
◼

There is no requirement that Licensor
use the marks in commerce before
licensing them. Under the Lanham Act
§5, use by a licensee (even the first
use) inures to the benefit of a licensorapplicant.
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Licensing An Unregistered
Mark
◼

However, Licensor should conduct
trademark searches to determine
whether it has valid claims to the
rights it is licensing to Licensee.

Zazu Designs v. L’Oreal S.A.
◼

Licensee may ask for a
representation and warranty as to
trademark rights.
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Hypothetical 2
◼

If Ms. Grande starts letting Licensee
make and sell licensed fashion products
bearing her trademark and logo, without
drafting and signing a formal license
agreement, could she lose her rights to
her marks? They had a pinky promise!
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Answer to Hypothetical 2:
Not necessarily
◼

◼

◼

Although assignments of marks under the Lanham Act must
be in writing, a trademark license can be oral or implied by
the facts.
In Nestle Co. v. Nash-Finch Co., 4 U.S.P.Q.2d 1085 (T.T.A.B.
1987), the TTAB found that Nash-Finch had exercised
sufficient quality control to demonstrate a licensor-licensee
relationship and no abandonment.
If the parties act as though a license exists, e.g., paying
royalties and exercising quality control, a court might find that
a license exists
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Takeway: Benefits of
Protection of Intellectual
Property
◼

◼

◼

Registered Intellectual Property
protects against battles over
ownership;
Registered Intellectual Property
protects Licensor and Licensee from
Counterfeits and Knockoffs
Registered Intellectual Property Builds
Value in Brand and Legacy
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Drafting Issues
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Hypothetical 3
◼

◼

Licensor Grande doesn’t want to risk
losing her mark, and decides to negotiate
a formal license with Licensee.
After discussing the key terms of the
license agreement with Licensee, she calls
you and says that she wants your firm, the
well-established Dewey Cheatum & Howe,
to draft a formal written agreement.

20

General Drafting Goals:
Clarity
◼

◼

◼

In evaluating the license, consider whether a judge
reviewing the license will understand the document
reasonably well. If the document requires further
explanation or reference to other documents, then
it is not as clear as it might be.
The ultimate expense of legal and business
resources and time to resolve a license dispute will
far exceed the expense of seeking and achieving
clarity in the drafting stage.
If boilerplate must be used, care should be taken to
ensure that the boilerplate fits the license, the
21
industry, and the particular transaction.

General Drafting Goals:
Simplicity
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Hypothetical 4
◼

What issues should you make sure to
address in the agreement?
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Answer to Hypothetical 4:
Key Issues to Consider
◼

◼
◼
◼
◼
◼

◼

◼

Grant
clause/Exclusivity
Scope of Use
Quality control
Royalty payments
Audit provisions
Distribution and
Geographic scope
Restrictions on
Assignment /
Sublicensing
Licensee Legal
Compliance

◼
◼
◼
◼
◼
◼
◼
◼

◼

Ownership of marks
and other IP
Best Efforts Clause
Non-Compete Clause
Duration
Brand extension
Conditions for
renewal
Arbitration or
mediation provisions
Enforcement and
Anti-Diversion
Termination rights
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Hypothetical 5
What if the license does not have an
ownership clause or a no-challenge
clause? Can Licensee attack the
validity of Licensor Grande’s trademark
after the fact?
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Answer to Hypothetical 5:
Maybe
◼

◼

◼

◼

In most cases, a trademark licensee is estopped from
challenging the validity of the licensor’s mark under the
doctrine of “licensee estoppel.”
Many courts allow a licensee to attack a licensor’s mark only
on facts arising after the term of the license has expired.
In Idaho Potato Commission v. M & M Produce & Farm Sales,
335 F.3d 130 (2d Cir. 2003), the Second Circuit, struck down a
Licensee’s no-challenge clause where the public interest in
challenging the mark outweighed the private interest in
predictable contractual relationships.
To be safe, the license should clearly indicate that the
Licensor retains ownership of the licensed marks.
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Grant Clause
◼

◼

◼

The grant clause specifies the scope of the
use of the marks that the Licensee is being
granted and the grant should be narrower in
scope than the owned rights.
The definition of the categories and specifics
are important if there are questions as to
the scope of the use by the Licensee.
Any rights not specifically licensed are by
implication reserved by the Licensor.
OWNERSHIP OF MARKS: ACME acknowledges
the ownership of the Marks in Licensor, agrees that it
will do nothing inconsistent with such ownership
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Hypothetical 6
◼

Licensor Grande is concerned about
making sure that Licensee cannot use
the licensed marks in ways that would
reflect poorly on her brand and her.
Can she do anything to prevent this?
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Answer to Hypothetical 6
Yes
◼

She can include a provision in the
license agreement expressly restricting
or controlling Licensee’s use of her
marks and distribution of Licensed
Products. Exclusive or narrowly
defined distribution, marketing and
sales rights can control the channels of
trade and consumer experience.
29

Control Over Use
◼

Such a provision may involve pre-approvals and
approvals on a go forward basis where the
Licensor approves where and the way in which
the Licensed Products are sold and distributed:
– Advertising and packaging
– Point-of-sale materials
– Locations, designs and types of stores and web presence
(if any)
– Limitations on off-price and close-out sales
– Timing of approvals
– Sales on the Internet
– Separate sales showroom and sales staff
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Hypothetical 7
◼

Licensor Grande wants to make sure that
Licensee doesn’t jeopardize her rights to her
marks. How can she do that?
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Answer to Hypothetical 7:
Quality Control
◼

To avoid having the Licensee harm
the brand and her lack of control
result in an abandonment of
Licensor Grande’s rights, she should
include quality control provisions
and actually follow through in
ensuring the quality of Licensed
Products.
32

Hypothetical 8
◼

Is a quality control provision
mandatory in a written license?
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Answer to Hypothetical 8:
Not necessarily
◼

The issue is one of actual control, not a
contractual right of quality control.
– “The absence of an express contractual
right of control does not necessarily result
in abandonment of a mark, as long as the
licensor in fact exercised sufficient control
over its licensee.” Stanfield v. Osborne Indus. Inc.,

52 F.3d 867 (10th Cir. 1994); see also Printers Servs. Co. v.
Bondurant, 20 U.S.P.Q.2d 1626 (C.D. Cal. 1991).
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Quality Control
◼

◼

◼

The parties should draft a detailed quality control
clause, since quality control is one of the most
essential components of a license relationship.
Courts are willing to impose quality control
obligations if they are not written. The parties
(especially Licensor) should seek agreement on the
terms rather than risk subjecting itself to a court’s
subsequent determination of what the parties
should have done.
As Judge Posner explained, “The owner of a
trademark has a duty to ensure the consistency of
the trademarked goods and services. If he does
not fulfill this duty, he forfeits the trademark.”

Gorenstein Enterprises, Inc. v. Quality-Care-USA,
Inc., 874 F.2d 431 (7th Cir. 1989) (emphasis
added).
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Quality Control:
Affirmative Duty of Licensor
◼

“The Lanham Act places an affirmative duty upon a
licensor of a registered trademark to take
reasonable measures to detect and prevent
misleading uses of his mark by his licensees or
suffer cancellation of his federal registration…. The
critical question...is whether the plaintiff sufficiently
policed and inspected its licensee['s] operations to
guarantee the quality of the products [the licensee]
sold.” Dawn Donut Co. Hart's Food Stores, Inc., 267
F.2d 358, 366 (2d Cir. 1959).

QUALITY
APPROVED
36

Quality Control Provisions
◼

When drafting, consider:
– What are quality standards and how will
standards be measured?
◼ Specified in the license, or set from time to
time by Licensor?
◼ What if there is a disagreement? Who has
final say?
– Procedures for submitting samples for approval
◼ Submission and approval of goods,
packaging, advertising
◼ What are the methods and timing of quality
control approvals?
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Lack of Quality Control
◼

◼

A Licensee cannot rely upon its own misconduct of selling
non-complying goods and services as a basis for challenging
the adequacy of quality control exercised by the Licensor.
So, even if it is not prohibited by Licensee estoppel from
challenging the validity of Licensor’s mark, Licensee should try
to find evidence that Licensor has failed to exercise sufficient
quality control over products made or sold by OTHER
licensees.
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Lack of Quality Control
Westco Group, Inc. v. K.B. & Associates,
Inc., 128 F. Supp. 2d 1082 (N.D. Ohio 2001)
held that licensee estoppel barred the
licensee from challenging the validity of the
licensed mark on the ground that its own
non-conformance rendered the mark invalid
as the subject of a naked license without
quality control. But the licensee could rely
upon the lack of quality control over other
licensees (although that challenge failed on
the merits).
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Hypothetical Number 9
◼

What is the best way to make sure
that Licensor is compensated fairly
and can make sure that she is
receiving proper consideration for the
use of her trademarks?
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Answer to Hypothetical
Number 9: It depends on the
situation
◼

It is important to clearly understand
the method for calculating
consideration, including royalties or
other payments before drafting the
license. This will vary for different
industries and it is crucial to get input
from the business people, regardless
of whether you represent the Licensor
or the Licensee.
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Consideration and
Payments
◼

In defining the payment of royalties,
you should consider how royalties are
calculated and paid
– E.g., lump sum, per unit, or percentage of
sales, profit sharing or equity
– A stepped percentage royalty that
decreases as sales increase annually may
be useful to create a sales incentive for
the Licensee
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Consideration and
Payments
◼

Licensors also should consider:
– Guaranteed minimums or quotas
– Will inadequate payments result in
immediate termination
E.g., the total amount or missed or delayed
payments giving the Licensor the right to
terminate the license
◼ Whether the Licensor will give the Licensee
an opportunity to cure a missed payment
◼

43

Consideration and
Payments
◼

What is the procedure if the Licensee
does not meet its minimums or fails to
make timely payments?
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Takeaway: Consideration
and Payments
◼

◼

◼

There are alternatives to the
traditional trademark licensing
structure, especially with celebrity and
social media and online driven
businesses;
Guaranteed Minimum Profit Share may
be a substitute for Guaranteed
Minimum Royalty;
Licensee Distribution may be limited to
online business channels.
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Hypothetical 10
◼

How can Licensor ensure that
Licensee’s royalty payments (and
calculations) will be correct?
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Answer to Hypothetical 10:
Include an Audit Provision
◼

◼

◼

◼

Audit provisions are a useful safety valve by which
royalty disputes may be resolved short of judicial
intervention.
Drafted properly, they can establish a quick,
inexpensive, efficient, and noncontroversial means
of addressing a potentially inflammatory problem.
Before drafting an audit provision, consider what
records are needed to conduct an audit of sales of
Licensed Goods?
Have periodic royalty reports verified by the
Licensee’s CFO
47

Audit provisions
◼

You might also consider:
– A threshold discrepancy figure up to which the
costs of the audit are borne by the Licensor
– Selecting a neutral auditor in whom both parties
have confidence
– Requiring a written notice and demand for an
audit, including provisions for reasonable notice
– Setting a time period within which the audit
must be completed
– Setting a mechanism by which the audit cost will
be imposed upon the Licensee if the discrepancy
exceeds a set percentage
48

Hypothetical 11
◼

◼

How can you ensure that Licensed
Products sold in an export market are
not imported and sold in the US?
How can you make sure that License
Products are approved for a specific
market?
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Answer to Hypothetical
11: Geographic Scope
◼

◼

◼

You might want to include a clause that
restricts the geographic scope of the license
to avoid diversion of Licensed Products from
an intended market.
Consider the territorial scope of a Licensee’s
right to manufacture as well as to sell the
Licensed Products in a particular market.
Make sure that the specifications for the
Licensed Products are clearly stated,
including different size, quality and warranty
provisions.
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Geographic Scope
◼

◼

◼

Licensed Products should be
targeted for distribution in specific
markets;
If the Licensed Products are
particularly targeted to the specific
market, care should be taken to
protect the brand and marks from
diversion and gray market sales;
Gray-market goods are imported
into the US and sold in competition
with goods manufactured for sale in
the US under a license for the same
trademark.
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Geographic Scope
◼

◼

◼

If the goods are identical and both the foreign and
domestic trademarks are owned and licensed by
the same entity, the importation of competing graymarket goods is permitted because there is no
consumer confusion. NEC Electronics v. CAL Circuit
Abco, 810 F.2d 1506 (9th Cir. 1987), cert. denied,
486 U.S. 1042.
If there are material differences between the U.S.
and foreign gray market goods, the sale of the gray
market goods in the U.S. will be enjoined. Nestle v.
Case Helvetia, 982 F.2d 633 (1st Cir. 1992).
Removal of barcodes and anti-diversion marking is
trademark infringement. Zino Davidoff SA v. CVS 52

Corporation, 571 F.3d 238 (2d Cir. 2009).

Hypothetical 12
◼

How can Licensor make sure that
Licensee, as her sole licensee, actually
makes, markets and advertises and
sells Licensed products?
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Answer to Hypothetical 12:
Include a Best Efforts Clause
◼

◼

◼

◼

A best efforts clause could require that the Licensee
use its best efforts to promote and sell Licensed
products.
A best efforts clause should set forth, in definite
and certain terms, every material element of the
bargain, with a clear set of guidelines. If a license
contains a best efforts clause but no objective
criteria from which “best efforts” may be discerned,
the clause may be held void for vagueness.
Another more objective approach is to use a
minimum sales requirement instead of a “best
efforts” clause and permit the Licensor to terminate
the license if the minimums are not met.
New York law implies a covenant of good faith and 54
fair dealing.

Hypothetical 13
◼

Licensor wants to prevent Licensee
from assigning the license to another
party. Does she need to include a
provision prohibiting assignment in the
license?
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Answer to Hypothetical
13: No
◼
◼

◼

It is customary for trademark licenses to contain a nonassignment provision.
A Licensee’s right to use a licensed mark is “personal,”
and usually cannot be assigned or sub-licensed without
permission of the Licensor. In the absence of express
authorization, courts usually will not permit the
assignment.
If you draft an assignment restriction, be careful:
– Do not condition the grant of a license upon
Licensee’s agreement not to deal with Licensor’s
competitors. Such a restriction may be construed as
an antitrust violation.
– If you draft a right of first refusal for the license
assignment, avoid drafting a clause that could be 56
deemed anticompetitive.

Hypothetical 14
What happens if the license does not
contain a specified term or duration?
Can the Licensor or Licensee terminate
it later?
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Answer to Hypothetical 14 –
It depends on the jurisdiction.
◼
◼

◼

Ideally, the term of the license should be specified.
The Ninth Circuit held that under California law, a
license without a stated term is terminable at the
will of either party. Rano v. Sipa Press, Inc., 987
F.2d 580 (9th Cir. 1993).
But the Seventh Circuit held under Illinois law that
a license without a duration could be held perpetual
with no at-will termination rights, and could only be
terminated if the contractual grounds for
termination applied. See Baldwin Piano, Inc. v.
Deutsche Wurlitzer, 392 F.3d 881 (7th Cir. 2004).
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Termination
◼

The conditions for termination of the
license should be defined with great
precision because wrongful
termination is one of the more
common claims asserted by licensees.
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Termination
◼

Termination is often expressly conditioned
upon a certain event, e.g.:
– Failure to pay royalties or a guaranteed
minimum
– Failure to meet a delivery schedule
– Failure to abide by or meet quality standards
– Failure to meet sales figures or quotas
– Expiration of term of years
– Insolvency or bankruptcy
– Failure to obtain permission for certain sales
accounts or locations
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Termination
◼

◼

In Archway Cookies v. Smith Cookie Co., 2004
U.S. Dist. LEXIS 21839 (2004), the termination
paragraph allowed either party to terminate the
licensing agreement upon giving notice of the
other party’s breach and a failure to cure within
30 days.
Drafting Note: Even if you draft a clause
providing for termination of the license upon
bankruptcy, such a clause might be invalid under
the Bankruptcy Code, since the trustee in
61
bankruptcy steps into the shoes of the debtor.

Conditions for Renewal
◼

◼

◼

Conditions for renewal of the license should
be stated unambiguously.
If renewal is conditioned on sales figures,
the means for calculating those figures
should be set forth.
The license should also state what will occur
if the Licensee fails to meet the necessary
conditions for renewal (e.g., sell-off period,
price reduction in a close-out sale, etc.).
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Licenses in Bankruptcy
◼

◼

On February 20, 2019, the US Supreme Court held oral
argument in Mission Product Holdings Inc. v. Tempnology, LLC
to address the issue as to whether, under Section 365 of the
Bankruptcy Code, a debtor-licensor’s “rejection” of a license
agreement—which “constitutes a breach of such contract,” 11
U.S.C. § 365(g)—terminates rights of the licensee that would
survive the licensor’s breach under applicable non-bankruptcy
law.
The US Bankruptcy Code does not provide any protection for
trademark licensees upon rejection of a license by a
trademark licensor. Licensees of other patents and copyrights
have protection under the Bankruptcy Code, but Congress
intentionally omitted trademarks from the statutory definition
of “intellectual property.”

Licenses in Bankruptcy
◼

◼

The First Circuit ruled that a trademark license was
terminated and the licensee lost the right to continue using
licensed marks when the trademark licensor entered into a
bankruptcy and rejected the applicable license agreement.
There was a split of the circuits because other circuit courts
have Section 365 held that rejection under Section 365
allowed the trademark licensee to continue to use the licensed
rights even after rejection.

Hypothetical 15
Licensor hopes that in about a year,
there will be enough demand for the
Licensed Products to start selling
additional Licensed Products with the
Licensed Trademark and logo, like
backpacks. She thinks Licensee
should be able to handle that business
as well. How should this issue be
addressed in the license?
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Answer to Hypothetical 15 –
Brand Extension Clause
◼

◼

◼

“Brand Extension” refers to licensing a trademark
for use on a new product category.
You can specify in advance that Licensor’s express
approval is required to authorize any brand
extension. One of the ways this is commonly dealt
with is to have a right of first negotiation or a right
of first refusal for new product categories.
Or the license could provide that Licensee is
automatically authorized to manufacture Licensed
goods for any classes for which Licensor has
applied to register the Licensed mark.
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Hypothetical 16
◼

Why, as Licensor’s counsel, might you
want to suggest adding an arbitration
clause to the license?
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Answer to Hypothetical
16
An arbitration clause can provide predictability
with respect to:
◼ Selection of forum and applicable law
◼ Selection of arbitrator(s)
◼ Confidentiality of arbitration proceeding
◼ The type, amount and timing of discovery.
Arbitration also usually provides a faster and
cheaper resolution than litigation.
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Hypothetical 17
◼

What kinds of provisions can be
included in an arbitration clause to
keep discovery costs down?
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Answer to Hypothetical
17
◼

The arbitration clause could:
– Limit the number of document requests
– Prohibit interrogatories, requests for
admission, etc., require that the parties
stipulate to facts whenever possible
– Limit the number and length of
depositions
– Make depositions available only in
exceptional circumstances (e.g., key
witness will be unavailable at the hearing)
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Summary of Drafting
Issues to Consider
◼
◼
◼

◼
◼
◼

◼

◼

Grant Clause
Scope of Use
Quality Control
Royal Payments
Audit Provisions
Distribution and
Geographic scope
Restrictions on
Assignment/Sublicensing
Licensee Legal Compliance

◼

◼
◼
◼
◼
◼

◼

◼

◼

Ownership of marks and
other IP
Best Efforts Clause
Non-Compete Clause
Duration
Brand Extension
Conditions for renewal
Arbitration or mediation
provisions
Enforcement and AntiDiversion
Termination Rights
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Hypothetical 18
◼

◼

After the license either terminates or
expires, Licensee continues to
manufacture clothing bearing the logo
as it had before the license.
Does Licensor have an infringement
claim against Licensee?
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Answer to Hypothetical
18: Yes
◼

Licensee can no longer rely on its prior
independent use as a defense against
Licensor’s infringement claim. Under the
“Merger Rule,” Licensee’s prior common-law
trademark rights to the lion-head logo were
“merged” with Licensor’s rights upon
entering the license, and inured to
Licensor’s benefit.
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Litigation to prevent licensee
dumping of product
“By selling, without restriction, [the
licensed] merchandise to unauthorized
stores and discounters, [the licensee]
defeats Plaintiff’s whole purpose of
entering into the License Agreement
and irreparably injures [the licensor’s]
business potential in such a manner
that monetary damages will not suffice
to make him whole.” Lars v. San Siro,
1997 U.S. Dist. LEXIS 9398, at *32
(S.D.N.Y. 1997).
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Hypothetical 19
◼

If Licensor also decides to license the
Licensed mark to a company that
makes cheap, low-quality products,
can Licensee claim that Licensor is
breaching an implied covenant of good
faith and fair dealing?
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Answer to Hypothetical
19: Maybe
◼

Some courts refuse to imply a covenant of
good faith and fair dealing unless the license
guarantees the Licensee exclusive rights.
See, e.g., Westowne Shoes, Inc. v. Brown
Group, Inc., 104 F.3d 994 (7th Cir. 1997)
(licensor has no general duty to its licensees
to keep the trademark strong by only using
it on high quality goods, unless it contracts
to do so).
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Answer to Hypothetical
19: Maybe
◼

But other courts hold that a Licensee
is entitled to expect that the licensor
will “not act to destroy the right of
[the licensee] to enjoy the fruits of the
contract.” In re Vylene Enterprises,
Inc., 90 F.3d 1472 (9th Cir. 1996)
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Good faith and fair
dealing
◼

Exclusivity generally will not be implied.
One way to deal with this situation on
behalf of a licensee is to include in the
license a provision requiring the licensor to
maintain the same quality as is required of
the licensee and to impose on the licensor
an obligation to maintain similar
requirements of its other licensees.
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Alternatives to Traditional
Licensing
◼

◼
◼
◼
◼

Co-Branding Agreements: Pros and
Cons
Manufacturing Agreements
Joint Venture Agreements
How Does One Decide What Is Best?
What Is the future of licensing in the
current world of retail in flux?
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