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Irreconcilable Differences: Who Gets Custody of
the Trademarks When a Business is Dissolved?

ive years ago Violet and Petunia formed a part-

nership and opened a florist shop called Every-

thing’s Rosy. Business is booming and the shop
has developed a reputation for its striking arrange-
ments and fresh cut flowers. Customers ask for Every-
thing’s Rosy arrangements by name. Unfortunately, for
the last six months, things between Violet and Petu-
nia have been everything but rosy, and the two have
decided to call it quits. Violet wants to open a new
shop called Everything’s Rosy, but she is con-
cerned because she understands that Petunia
intends to do the same thing. Violet calls your
office in a panic, “Petunia can’t be allowed to
use the store’s name. I am the talent! I'll lose
all my customers if she sells her mediocre ar-
rangements using the same store name. How
can I stop Petunia from opening a new store
called Everything’s Rosy?” After explaining the
situation to your colleague in the Intellectual
Property Group, you drop into a chair in her
office as you ask, “Is there anything I can do?”
Your colleague responds, “This is an all or nothing
scenario—all of the rights in the mark and its good
will must be assigned to one of the partners or neither
partner will be able to use Everything’s Rosy.”?

Violet and Petunia have developed trademark
rights for the name Everything’s Rosy over the five
years they operated the shop. They used the mark in
connection with the partnership, and it is associated
with the good will of the partnership; therefore it is a
partnership asset. Although, generally upon dissolu-
tion, partnership assets are apportioned among the
partners pursuant to state statute or the partnership
agreement, distribution is a unique challenge when
the asset is a trademark. The value of a trademark
stems from consumers’ ability to associate the goods
or services offered in connection with the mark with
a single source. A companion principle is that con-
sumers expect that the goods and services offered in
connection with the mark will be of the same quality.?
In order to maintain that quality, a trademark owner
must exercise control over use of the mark or risk
losing trademark rights. Both of these factors allow
consumers to rely on the mark to designate the quality
of the goods or services they associate with it.

It might seem that the best solution is to allow both
partners to use the mark. However, that result would,
at best, weaken and, at worst, destroy the validity of
the mark altogether. Violet and Petunia want to use
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the identical mark in connection with identical goods
and services to designate two separate sources. Be-
cause the mark and the goods and services are the
same, consumers are bound to be confused regarding
the source of the goods or services. Furthermore, with
two independent users of the Everything’s Rosy mark,
the quality of goods and services offered in connection
with the mark would be different. Consumers would
not know what level of quality to expect when pur-
chasing goods or services associated with the mark.
If a third user were to enter the market with a simi-
lar mark, Violet and Petunia would have a hard time
stopping the third user. It would be difficult, if not
impossible, to argue that the third user was causing
confusion among consumers when two independent
users of the mark already existed in the marketplace.

A second issue is the relationship between the trade-
mark and the good will of the partnership. It is impos-
sible for consumers to see the Everything’s Rosy mark
and not think of the good will developed in the partner-
ship. For this reason, the mark and the good will associ-
ated with the business using the mark are inseparable.?
A mark is assignable with the good will of the business
in which the mark is used, or with that part of the good
will of the business connected with the use of and sym-
bolized by the mark.® If one of the partners attempts
to use the mark in connection with a new business
without the permission of the other partner, it would
be an attempt to capitalize on the good will developed
in the partnership and would violate the fiduciary duty
each partner owes to the partnership. A partner may
not exploit the unique assets of the partnership to the
detriment of the other.> Moreover, if a contractual agree-
ment exists between the partners, such unauthorized
use could violate that agreement as well.

The issues at hand are no different if Violet and
Petunia had formed a different type of entity. Regard-
less of whether the original entity was a partnership,
limited liability company, or corporation, a likelihood
of confusion would exist if both Violet and Petunia
were allowed to use the mark in association with new
separate entities. Similarly, a mark and its good will
are inseparable no matter what type of entity owns
the mark. In addition, just as officers and directors of
a corporation owe a fiduciary duty to the corporation
and its shareholders,® so too members of limited li-
ability companies owe the company a fiduciary duty.”
If one officer or member used the mark to the detri-
ment of the other, that person would violate his or



her fiduciary duty to the business and to the other
shareholders or member.

If Violet and Petunia cannot agree that one or the
other of them can use the trademark, a court is like-
ly to stop both of them from using the name Every-
thing’s Rosy.? Allowing both partners to use the mark
would lead to consumer confusion and an impermis-
sible split of the business good will and the trademark
used in that business. In order to secure rights in the
mark and stop Petunia from using it, Violet should
negotiate to obtain the trademark and business good-
will while Petunia receives other partnership assets.
Another option for Violet, if she is financially able, is
to attempt to buy Petunia’s portion of the business.
Ideally, Violet and Petunia should have included a
provision in their partnership agreement providing for
distribution of the trademark and associated good will
to one of the partners in the event of the dissolution
of the partnership. Unfortunately, if the two partners
cannot resolve the dispute, Everything’s Rosy will be
pushing up daisies. TFL
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under the ADEA after they were terminated because
of a reduction in force, claiming that the fact that 30
of the 31 employees who were laid off were over
the age of 40 supported their disparate-impact alle-
gations. Originally, the Second Circuit held that the
plaintiffs had been successful at both proving a prima
facie case for disparate-impact liability and in refuting
the employer’s “facially legitimate business justifica-
tion” for their discharge under the “business necessi-
ty” test. However, the Supreme Court, in light of new
precedent, reversed the Second Circuit’s ruling and
remanded the case. The current appeal stems from
the Second Circuit’s decision on remand to apply the
new “reasonableness” test and place the burden of
persuasion for such test on the employees’ shoulders.
In placing the burden on the employees, the court
stated that “[i]t is therefore hard to see how an ADEA
plaintiff can expect to prevail on a showing of dis-
parate impact based on a factor that correlates with
age without also demonstrating that the factor is un-
reasonable.” Plaintiff employees appealed this deci-
sion, and the Supreme Court heard oral argument on
April 23, 2008. TFL
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