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Termination of
Licenses:  What
Happens to License
Rights if a Termination
Was Wrongful

Disputes between licensors and
licensees happen all the time. Al-
though these disputes can usually
be worked out, they are at times
unresolvable and the licensor will
typically end up seeking to termi-
nate the license. In that case, the li-
censee loses its right to use and
profit from the licensed property.

But what if the licensor was
wrong? A licensor might take steps
to terminate a license, for example,
if it believes that the licensee has
failed to make timely royalty pay-
ments; that the licensee is not com-
plying with quality thresholds; or
that the licensee has failed to meet
minimum quantity requirements.
If that belief is mistaken, however,
and the license is wrongfully termi-
nated, what right does the licensee
have to continue enjoying the 
license? And if the licensee contin-
ues to use the license, can the li-
censor obtain an injunction pre-
venting the post-termination use of
the licensed property?

The courts have been inconsis-
tent in the way they address these
important issues. In some regions
of the federal court system, unless
a licensor can prove that its termi-
nation of the licensee was a proper
termination, the licensor cannot
obtain an injunction to stop the
post termination use of the license.
The Third Circuit, for example,
considered the issue in a case in-
volving Jiffy Lube service centers.
[S&R Corp. v. Jiffy Lube Interna-
tional, Inc., 968 F.2d 371 (3d Cir.
1992).] In Jiffy Lube, the franchisee

asserted that Jiffy Lube, the fran-
chiser, had violated the parties’
agreement. The franchisee with-
held royalty payments and filed
suit against Jiffy Lube for breach
of contract. Although Jiffy Lube re-
sponded by terminating the fran-
chise agreement for failure to pay,
the franchisee continued to oper-
ate the service centers under the
Jiffy Lube name. Jiffy Lube asked
the court for an injunction to stop
that use of the Jiffy Lube trade-
marks. Before deciding whether
Jiffy Lube was entitled to an in-
junction, however, the court re-
quired Jiffy Lube to prove that the
termination was proper and that
the franchisee’s use of the trade-
mark was, therefore, unautho-
rized. If the termination had been
wrongful, the franchisee would
still have been entitled to use the li-
censed trademark. 

The Eleventh Circuit took a sim-
ilar view in a lawsuit involving ter-
mination of a McDonald’s fran-
chise. In that case, McDonald’s
claimed that the franchisee had
failed to meet standards of quality,
safety, and cleanliness. [McDon-
ald’s Corp. v. Robertson, 147 F.3d
1301 (11th Cir. 1998).] The Court
held that, in order to obtain an in-
junction against the holdover fran-
chisee, McDonald’s must first
prove that it properly terminated
the contract, thus making the fran-
chisee’s use of the trademarks an
unauthorized use. In the absence
of a proper termination, McDon-
ald’s efforts to obtain an injunction
would have failed.

That rule is not uniformly ap-
plied by the courts, however. In the
Seventh Circuit, the courts have
adopted a more licensor-friendly
view. In a case involving a soda-
bottling license, the owner of a se-
cret formula for a green soft drink
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sold the trade secret and the trade-
mark GREEN RIVER in connec-
tion with the sale of its business.
[Green River Bottling Co. v. Green
River Corp., 997 F.2d 359 (7th Cir.
1993).] During a transitionary pe-
riod, the buyer was licensed to
manufacture the soda with syrup
supplied by the seller, but the se-
cret formula of the syrup was to be
held in escrow until the full pur-
chase price was paid. The buyer
allegedly fell behind in its pay-
ments, and the licensor termi-
nated the relationship. The li-
censee then obtained green soda
from another source and sold it
under the trademark GREEN
RIVER. The licensor was able to
obtain an injunction against the li-
censee’s continued use of the
trademark, despite the licensee’s
argument that the agreement was
wrongfully terminated. The Court
held that, if the licensee believed
its contract rights had been
wrongfully terminated, its remedy
was to sue for money damages—
not to continue using the trade-
mark.

In a similar case involving the
Original Great American Choco-
late Chip Cookie Company, the li-
censor terminated a shopping
mall franchise for several alleged
breaches, including health viola-
tions and failure to pay royalties.
[Original Great American Choco-
late Chip Cookie Company, Inc. v.
River Valley Cookies, Ltd., 970 F.2d
273 (7th Cir. 1992).] The fran-
chisee acquired different batter
from another source but contin-
ued to use the Cookie Company
trademarks, prompting the fran-
chiser to seek an injunction to pre-
vent the franchisee’s trademark in-
fringement. The franchisee filed a
suit of its own to have its franchise
agreement reinstated because the
termination was allegedly wrong-
ful. The Court enjoined the fran-
chisee from using the mark, hold-
ing that the franchisee’s proper
remedy for an allegedly wrongful
termination would have been a
suit for money damages—not a
suit for reinstatement of the li-
cense, and certainly not the self-
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help remedy of continuing to use
the trademark to sell infringing
product.

Neither of these views is entirely
satisfying. If a licensing relation-
ship has so deteriorated that the li-
censor wants to terminate the
agreement, it seems impractical to
require the licensor to continue to
grant and support a license. At the
same time, if the termination is
wrongful, it may be unfair to the li-
censee to terminate the rights it
had validly contracted for, depriv-
ing it of goodwill that it may have
created in the brand. 

One way to harmonize these
cases is to recognize that the
courts were weighing a variety of
competing interests, many of
which do not readily lend them-
selves to money damages. For ex-
ample, in the Jiffy Lube and Mc-
Donald’s cases, the franchisees had
built goodwill in their businesses.
An injunction could have de-
stroyed that value in a way that
money damages might never have

fully compensated. Similarly, the
franchisers had well-established
goodwill in their franchised
brands. The court in each case re-
fused to allow either party to ob-
tain leverage over the other with-
out firmly establishing which
party was the wrongdoer. 

In both the Green River and Orig-
inal Great American Chocolate
Chip Cookie Company cases, the
same analysis was applicable, but
with the added factor that the
franchisee was no longer selling to
the public the product that had
come to be associated with the
franchiser’s trademark. Both of
these franchisers attempted to sell
a product that was different from
what consumers expected. These
cases, therefore, presented the
court with an additional consider-
ation, which is consumer confu-
sion. In those cases, the court
swung the balance in favor of the
franchiser, the consumer, and the
integrity of the trademark. 

Because of these sometime com-
peting interests, there can be great
uncertainty in a licensee’s continu-
ing rights when a licensing dispute
results in termination. A licensor
may find that a terminated li-
censee, in fact, continues to exploit
the license. A licensee, on the other
hand, that believes it has been
wronged by the licensor, may find
its rights terminated despite that
wrongful conduct. Such uncer-
tainty may underscore the impor-
tance of attempting to resolve li-
censing disputes before they reach
a point of no return, leaving the
parties with nothing more than
complicated termination issues.
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Alcantara are partners in the
Intellectual Property Group of
Goldberg, Kohn, Bell, Black,
Rosenbloom & Moritz, Ltd. in
Chicago. IL. They focus their
practice on intellectual property
litigation and consulting.

Saturday Morning
Shaman King

4Kids Entertainment an-
nounced the debut of Shaman
King to the FOX BOX lineup this
fall. The Japanese anime television
series is based on Hiroyuki Takei’s
multimillion selling graphic nov-
els, of which the Shaman King has
sold more than 16 million copies
in Japan. The premise for the
Shaman King series is a fantasy
world on which ghosts, spirits, and
humans interact. The main char-
acter is a 13 year old boy who has
the power to see the spirit world.
He teams up with a samurai war-
rior spirit, and together they travel

the world fighting evil spirits on
their quest to be the next Shaman
King (crowned once every five
hundred years in a “Grand Tour-
nament”). Twenty-six episodes of
the television series are scheduled
to be broadcast Saturday morn-
ings this fall.

Daffy Duck as 
Duck Dodgers

Representatives from the Air
Force working with Warner Bros.
Consumer Products created the of-
ficial patch designs for both the
Mars-A and Mars-B missions, set
to commence in the summer of
2003. The popular cartoon charac-
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ters Marvin the Martian and Daffy
Duck will be showcased on official
1st Space Launch Squadron’s
patches for the two NASA Mars
Exploration Rover Missions this
summer. The specially designed
patches will be worn by TEAM
DELTA crews, consisting of mem-
bers from NASA, The United
States Air Force, and Boeing. Ad-
ditionally, the characters will be
found in the mission control
booth and the Air Force 1SLS
launch pad, as well as on mission
control and launch pad crew suits,
jackets, and mugs. 

Universal Group; A Hair
Closer Than the Rest

Universal Group announced re-
cently the planned introduction of
new products for the Old Spice
High Endurance line of products,
licensed from The Proctor & Gam-
ble Company. The High Endurance
Shaving System, High Endurance
Disposable Razors, High En-
durance Shave Gels, High En-
durance Pre-Shave Care Products,
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