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US CORNER

In re Tempnology, LLC, Rejection of  a Trademark Licence is Not 
Termination of  that Licence

Seth H. Lieberman, Partner, and Patrick Sibley, Partner, Pryor Cashman LLP, New York, USA1

1	 The views expressed herein are solely those of  Messrs Lieberman and Sibley, and not necessarily the views of  Pryor Cashman LLP or any of  its 
attorneys. The authors would like to thank Andrew S. Richmond for his work in connection with this article.

2	 No. 17-1657, 2019 WL 2166392 (May 20, 2019).
3	 Amicus Curiae Brief  of  the International Trademark Association In Support Of  Petitioner at 3, Mission Product Holdings, Inc. v Terminology, LLC, 

2019 WL 2166392 (May 20, 2019) (No. 17-1657), 2018 WL 6618030, at *4.
4	 Mission Prod. Holdings, 2019 WL 2166392, at *1.
5	 Id. at *2.
6	 Id. at *3.
7	 11 U.S.C. §§ 365 (h), (i), (l), (n).
8	 Id. §§ 101(35A); 365(n).
9	 In re Tempnology, LLC, 541 B.R. 1, 7 (Bankr. N.H. 2015).
10	 686 F.3d 372, 376–77 (7th Cir. 2012).
11	 In re Tempnology, LLC, 559 B.R. 809, 820–23 (BAP 1st Cir. 2016).
12	 Id. at 820 (quoting 11 U.S.C. § 365(g)).
13	 Id.; see id. at 820, 822 (noting that a ‘rejection does not terminate the contract’ nor does it ‘vaporize Mission’s trademark rights under the 

Agreement’).

Synopsis

Recently, the US Supreme Court in Mission Product 
Holdings, Inc. v Tempnology, LLC2 resolved what the 
International Trademark Association called ‘the 
most significant unresolved legal issue in trademark 
licensing’3 when it found that a contract rejected in 
bankruptcy pursuant to section 365 of  the Bankruptcy 
Code is a breach, and not an outright revocation, of  the 
contract. In so ruling, the Court held that the licensee 
of  a rejected contract can continue to use the mark 
post-rejection.4

Background

In 2012, Tempnology, a clothing and accessories 
manufacturer, entered into a contract with Mission 
Product whereby Tempnology granted Mission Product 
an exclusive licence to distribute certain Tempnology 
products and a non-exclusive licence to use the prod-
ucts’ trademarks in the United States and abroad.5

In September 2015, less than a year before the agree-
ment was set to expire, Tempnology filed for chapter 11 
bankruptcy protection and sought to reject the licens-
ing agreement. After the bankruptcy court granted 
Tempnology’s motion to reject the contract, Tempnol-
ogy sought a declaratory judgment that the rejection 

terminated the rights that it granted Mission Product 
to use the trademarks.6 

Tempnology’s position was based on a negative in-
ference. Section 365 of  the Bankruptcy Code, which 
addresses a debtor’s rejection of  an executory contract, 
singles out specific types of  contracts that the non-
debtor/non-breaching party can continue to enjoy the 
benefits of  post-rejection.7 One of  those enumerated 
contracts is intellectual property licences which, by 
definition under the Bankruptcy Code, does not in-
clude trademarks.8 Therefore, Tempnology argued that 
the Bankruptcy Code’s omission of  trademarks from 
section 365 dictates that a licensee cannot use a trade-
mark post-rejection. The bankruptcy court agreed with 
Tempnology’s analysis and held that the debtor’s rejec-
tion revoked Mission Product’s right to use the licence.9

Relying on the Seventh Circuit decision in Sunbeam 
Products, Inc. v Chicago American Manufacturing, LLC,10 
the Bankruptcy Appellate Panel reversed.11 The Panel 
focused on section 365(g) of  the Bankruptcy Code, 
which provides that a contract rejection ‘constitutes a 
breach of  such contract.’12 In a non-bankruptcy con-
text, a breach does not eliminate the rights previously 
conferred onto the non-breaching party. The same is 
true with a rejected contract in bankruptcy. Accord-
ingly, the Panel allowed Mission Product to continue 
using the trademark post-rejection.13 

The First Circuit Court of  Appeals reversed the Bank-
ruptcy Appellate Panel and sided with the bankruptcy 
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court, embracing Tempnology’s negative inference 
analysis.14 The First Circuit further reasoned that the 
distinct nature of  trademark law necessitates such 
a holding. A licensor has to monitor and control the 
goods associated with its trademark. Therefore, absent 
a revocation of  the agreement, a debtor would be 
forced to continue to monitor the goods post-rejection, 
thereby frustrating the underlying purpose of  contract 
rejection, namely, to ‘release the debtor’s estate from 
burdensome obligations.’15

The US Supreme Court granted certiorari to resolve 
the split between the First and Seventh Circuits.16

Supreme Court decision

The issue before the Supreme Court was how to treat 
a contract rejection. On the one hand, rejection could 
be treated the same as a breach of  contract outside of  
bankruptcy, whereby the non-breaching party has a 
claim for damages while it can simultaneously continue 
to enjoy the benefits of  the contract. On the other hand, 
contract rejection could be treated as a termination of  
the entire contract, revoking all rights and obligations 
conferred by the contract. The Supreme Court favoured 
the former interpretation.17 

Before specifically addressing licence agreements, 
the Supreme Court generally analysed contract rejec-
tions in bankruptcy. Section 365(a) of  the Bankruptcy 
Code allows a debtor to assume or reject any executory 
contract or unexpired lease.18 Rejection ‘constitutes 
a breach of  such contract.’19 As the term ‘breach’ is 
not defined in the Bankruptcy Code, the word’s defini-
tion is that used in the general commercial context.20 
Outside of  bankruptcy, when one party breaches an 
executory contract or lease, the non-breaching party 
can either (i) terminate the contract and return the 
product it contracted to use or (ii) choose to honour 

14	 In re Tempnology, LLC, 879 F.3d 389 (1st Cir. 2018).
15	 Id. at 402.
16	 Mission Prod. Holdings, Inc. v Tempnology, LLC, 139 S. Ct. 397 (2018).
17	 Mission Prod. Holdings, 2019 WL 2166392, at *5.
18	 11 U.S.C. § 365(a).
19	 Id. § 365(g).
20	 Mission Prod. Holdings, 2019 WL 2166392, at *5.
21	 Id. 
22	 Id. at *6.
23	 Id. 
24	 Id.
25	 Id.; see 11 U.S.C. § 541(a)(1) (the estate consists of, among other things, ‘all legal or equitable interests of  the debtor in property as of  the 

commencement of  the case’).
26	 Id.; see D. Baird, Elements of  Bankruptcy 97 (6th ed. 2014) (‘A debtor’s property does not shrink by happenstance of  bankruptcy, but it does not 

expand, either.’).
27	 Mission Prod. Holdings, 2019 WL 2166392 at *7 (quoting Brief  for Respondent at 19, Mission Product Holdings, Inc. v Terminology, LLC, 2019 

WL 2166392 (May 20, 2019) (No. 17-1657), 2019 WL 193112, at *19).
28	 11 U.S.C. § 365(g).
29	 Mission Prod. Holdings, 2019 WL 2166392 at *7 (‘What the legislative record [reflects] is that whenever Congress has been confronted with 

the consequences of  the [view that rejection terminates all contractual rights], it has expressed its disapproval.’ (quoting M. Andrew, ‘Execu-
tory Contracts in Bankruptcy: Understanding “Rejection”’ (1988) 59 University of  Colorado Law Review 845, 931)).

the agreement, continue to make payments and sue 
the breaching party for damages caused by the breach. 
Conversely, the breaching party cannot unilaterally 
terminate the contract and demand the non-breaching 
party return the goods. Said differently, the breaching 
party cannot revoke the agreement in its entirety.21 
Therefore, in bankruptcy, when a debtor rejects, and 
thereby breaches, the contract, ‘the debtor and coun-
terparty do not go back to their pre-contract positions. 
Instead, the counterparty retains the rights it has re-
ceived under the agreement.’22

Licence agreements are no exception. When a debtor- 
licensor rejects a licence agreement, ‘the breach does not 
revoke the license or stop the licensee from doing what it 
allows.’23 Although the debtor is freed from performing 
its obligations under the agreement, ‘the debtor cannot 
rescind the license already conveyed. So the licensee can 
continue to do whatever the license authorizes.’24

The bankruptcy estate does not bestow any property 
rights onto a debtor not otherwise conferred outside 
of  bankruptcy.25 As a result, a debtor cannot, upon 
rejection, ‘recaptur[e] interests it had given up’ to its 
counterparty upon entering into a contract.26 Once a 
debtor licenses out the right to use its mark, it cannot 
reclaim those rights simply by rejecting and breaching 
the contract.

Just as it argued in the lower courts, Tempnology first 
focused its Supreme Court brief  on the negative infer-
ence drawn from section 365 of  the Bankruptcy Code. 
Tempnology reasoned that by not limiting the types 
of  contracts that survive post-rejection, ‘the statute’s 
“general rule” would “swallow the exceptions.”’27 

Yet, as Justice Kagan noted, Tempnology’s inter-
pretation ignores the simple reading of  365(g) of  the 
Bankruptcy Code, which states that a rejection ‘con-
stitutes a breach of  such contract.’28 Instead, each 
subsection singling out specific types of  executory 
contracts was enacted to address a specific problem.29 
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For example, section 365(n) of  the Bankruptcy Code, 
which addresses the continued use of  a patent licence 
post-rejection, was enacted to repudiate the Fourth 
Circuit’s decision in Lubrizol Enterprises v Richmond 
Metal Finishers,30 where the court held that the debtor’s 
rejection rescinded its grant of  the patent licence to the 
licensee.31 Therefore, Tempnology’s supposed ‘excep-
tions’ are not limitations, but rather are illustrations of  
the general rule.

Tempnology’s second argument was that the al-
ternative will leave a debtor with a no-win situation, 
forced to decide between expending scarce resources 
on quality control and maintain the value of  the mark 
or, absent monitoring the mark, risk losing a valuable 
asset. Either choice ‘would impede a [debtor’s] ability to 
reorganize’ thereby ‘undermin[e] a fundamental pur-
pose of  the Code.’32

30	 756 F.2d 1043, 1045–48 (4th Cir. 1985).
31	 Mission Prod. Holdings, 2019 WL 2166392, at *7.
32	 Id. at *8 (quoting Brief  for Respondent at 59–60, 2019 WL 193112, at *60). 
33	 Id. 
34	 Id.; Florida Dep’t of  Revenue v Piccadilly Cafeterias, Inc., 554 U.S. 33, 51 (2008) (noting the Bankruptcy Code is not a ‘remedial statute’ and 

the Supreme Court ‘has rejected the notion that “Congress has a single purpose in enacting Chapter 11.”’ Instead, the Bankruptcy Code 
‘strikes a balance between a debtor’s interest in reorganizing and restricting its debts and the creditors’ interest in maximizing the value of  the 
bankruptcy estate.’ (quoting Toibb v Radloff, 501 U.S. 157, 163 (1991)). 

35	 Mission Prod. Holdings, 2019 WL 2166392, at *8.
36	 Id. at *9.

In response, the Supreme Court exposed Tempnol-
ogy’s flawed logic. Tempnology sought to define a 
general rule based on an obstacle present in its specific 
situation. In arguing for the treatment of  all rejected 
contracts, Tempnology referred to the specific chal-
lenges facing debtors with a rejected but unrevoked 
trademark licence agreement. That analysis would, 
as Justice Kagan stated, ‘allow the tail to wag the 
Doberman.’33 Moreover, despite the goal of  enabling a 
debtor’s reorganisation, the Bankruptcy Code is not a 
free-for-all to permit anything that would advance that 
goal.34 Section 365 of  the Bankruptcy Code does not 
exempt a debtor from burdens found in general applic-
able law.35 Therefore, the Supreme Court concluded 
that a debtor’s rejection of  an executory contract has 
the same effect as a breached contract outside of  
bankruptcy, reversing the First Circuit’s judgment and 
remanding the case for further proceedings.36
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