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Licensing of Products
Poses New Challenges

The courts are
redrawing the lines
defining rights.

By ANDREwW A. CAFFEY
Sprvsal to The Natwonsl Law Jousnal

HE CURRENT expicsion in do-
mestic and international licens-
ing programs for trademarks,
tranchises and other intellectu-
al property assels is a natural
next stage in the evolution of trade-
mark law and a wholly predictable by-
product of a service economy (n the
information age. The manifestations of
this movement are everywhere.
Perhaps the most dramatic measure
of the licensing boom ia the prolifera-
tton of “brand cxtension programs.”
Brand extension hits home when &
popular candy bar’s irade dress and
name appear in the ice cream caso a8
a “new” frozen confection. The outdoor
kerosene lamp brand Ils attached to
various lypes of camping gear. The
name of a restaurant chain appears in
the grocery stareon a frozen entree. It
is a fact of lifc loday that familiar
brand names no longer are confined to
familiar producis.
At the same time, Image licensing s
expanding at an even faster rate. To
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anyone with amall chiidren, It {3 no
news that everything from diapers to
baby bottlea has sprouted likenesses of
familiar puppets, cartoon mice or an-
drogynous biue humanolds.

Stalisticas confirm what most people
have seen in the marketplace. Indusiry
obzervers have estimated that trade-
mark licensing of all kinds, including
corporate promotion, brand extension
programs, character licensing and en-
tertainment and sports licensing, rep-
resented approximately $30 biliton in
1985. This number will more than (riple
by the end of this decade.

It also has been observed that trade-
mark licensing ls moving from the
fringe areas of businesa into the main-
stream. There are a number of reasons
for this expansion. For onc thing, com-
panies believe they can overcome
many of the marketplace barriers to
entry for the introduction of & new
branded product by licensing their
marka and trade dress to a manufac-
turer that is familtar with the market,
can provide the capital for product in-
troduction and has in place the distri-
bution system for the new product.

An established manufacturer Is usu-
ally far better-posiitoned to bring &
new product to market quickly. This
makes it possible to avold much of the
product devclopment rescarch that
otherwise would have to be
by the trademark owner.

Finally, corporate managers are dis-
covering that trademark royally in-
comes compare favorably to the finan-
clal returns of new branded products
that might be generated by the irade-
mark owner, and at leso riak.

Rise of Franchising

Franchiaing, a species of trademark
licensing, has seen record growth dur-
ing the past few years. It has been esatl-
mated by the IFA, or laternational
Franchise Associallon, an organiza-
tion based In Washington, D.C., that It
one includes the pelroleum and auto-
mobile industries, franchising ac-
counta for approximately one-third of
all retall dollars spent in the US.

Bunineas-format franchialng, which
includes such (amous names as Mc-
Donald's, Pizza Hul and Hollday Inns,
is believed 10 account for 12 percent of
retall sales, The IFA eatimates that in
1890 there were approximately 521,000
franchised unils In the United States,
excluding auto and gasoline fran-
chises, and that the numbers for 1991
increased to 542,498, Total sales at
these businesses during 1991 wdre esli-
mated at $2322 billlon.

While the business markets In licens-
ing are expanding, the courts are re-
drawing the lines defining inteitectual
property rights. The right to publicity,
the definition of protectable trade
dress and the Interpretation of fran-
chising statutes all have undergone
dramatic changes In recent years. Re-
garding the right to publicity, the case
faw has followed an early, clear trond
toward upholding the right of a well-
known individual to control the use of
his or her likeness or commerclal iden-
tity, and the right to publicity has be-
come recognized In the common law
and by a number of state statutes.

One example s the classic 1883 case
Carson v. Here's Johnny Portable Tob-
lets Inc. Involving a claim, upheld by
the 6th U.8. Circuit Court of Appeals,
that the defendant’s usc of the phrase
“Here's Johnny™ to ldentify portable
tolleta ~— coupled with the phrase *The
Warld's Foremost Commodian™ — vio-
lated the Michigan common-law right
of publicity of “Tonight Show"” host

Johnny Car;on. notwithatanding the - . |

fact that neither his name nor{ikencss
was used :

Similar results were reached in the
1988 9ih Circult case Midier v. Ford
Molor Co.! In which a “sound-aitke”
sang a song made famous by Bette
Midter In a television commercial for
Ford Motor Co. automobites.

And last summer, in Waits v. Frito-
Lay Inc.’ a sound-alike crooalng In the
raspy singing volce of Tom Waits of-
fered a “hip® (quotation marks sup-
plied by the Sth Circuit) endorsement
of SalsaRlo Doritos — “It's butfo, boffo,
bravo, gung-ho, tally-ho, but never
mellow. . .try ‘em, buy ‘em, get ‘em, got
‘em.” The advertisement led the court
to uphold the principles of Midler as
well as a lower court’'s award of dam-
ages to Mr. Walts for mental distress
and economic loss, and punitive dam-
ages of $2.3 million plus attorney feea.

Vanna White Case

The California-based 8th Circult, fed-
eral appeals court to the stars, has
wrestied mightily with the appropriate
balance of Intercsats betwoen entertain-
ment figures and those of the public
who would parody, copy, imitate or pi-
rate their “identities.” Earller this
year, the court refuscd to rehear a 1093
decislon In which game-show hosiesa
Vanna White successfully sued S8am-
sung Elcctronics over a magazine ad-
vertiscment depicting a robot dressed
in a blond wig, gown and jewelry ges-
turing graccfully before the famillar
“Wheel of Fortune” letter board.

The court found that aithough the
robot was not Ms. White's “likeness™ —
a term narrowly construed under the
California Civil Code Sec. 3444 to mean
a visual Image — the common-law
right 10 publicity reaches furiher to
protect commercial interest in one's
“identily.” On this basia, over a siing-




ipg dissent by Judge Arthur L. Alar-

con, the court concluded that the ad-

, vertisement may have violated Ms.
« White's right to publicity.

The court also found that Ms.

White's claim under Sec. ¢3(a) of the -

spoasorship, should have survived
summary judgment. There was a gen-

tronlc products.

The decision not to rehear the Vanna
White case was itself subject to a
three-judge dissent, in which Judge

ty right under Californis law and
struck an balance of inter-
ests substantially more favorable to
the celebrity. “Instead of having an ex-
cluaive right in her name, likeness, sig-
Bature or voice,” wrote Judge Kozin-
ski, “every famous perscn now has the
exclusive right to anything that re-
minds fhe viewer of Aer.™

California and New Ycrk, the homes
of the eatertainment industry, have led
the development of statutory protec-
tion for rights to publicity. The New
York Civil Rights Law* and the Call-
fornia Right of Publicity Statute* both
croate a private right of action for
damages from advertising

using, without permission, another .
person’s “pame, portrait or picture”
{New York) or ancther's “name, voice,
signature, photograph, or likeness"
(Californla).

Trade-Dress Cases

The protection of trade dress, the
pop-functions] elements of a product
or service that make up its look and
fecl, has made significant strides (n
the past few years.

The courts have found enforceable
examples of trade-dress infringement
not only in product design and packag-
ing but also in the look, feel and eavi-
ronment of a restaurant. For instance,
in the 1987 case Fuddrucker's Inc. v.
Doc’s BR. Others Inc.’ the 8th Circuit
found that the overall image of the
Fuddrucker's restaurant was non-
functional, protectable trade dress,
even though some of its individual ele-
ments may have been functional

The big news in trade dress was de-
livered last year, in a decision that will
make it easier to establish a trade-
dress infringement case under federal
law in the future. In June 1992, the U8.
Bupreme Court unanimously atffirmed
& multimillion-dollar award for trade-
dress infringement under Bec. 43(a) of
the Lanham Act in Two Pesos Inc. v.
Taco Cabdana Inc!

The Taco Cabana case involved two
Mexican-food restaurant chains. Taco
Cabana had bulit six restaurants by
1985, the year Two Pesos opened its
first unit and caused a likelihood of
confusion through the “brazen copy-
Ing” — in the S8upreme Court’s words
- of the Taco Cabana restaurant de-
sign and its interior and exterior deco-
ration.

The trial court Sury found specifical-
ly that the Taco Cabana trade dress
was inhorently distinctive but had not
acquired “secondary meaning.” that
magical process by which the public
comes {0 aasociate a trade dress witha
single source.

The question of whether secondary
meaning was a necessary element was
answered in the negative by the Su-
preme Court, which found the notion at
odds with the principles generally ap-
plicable to trademark infringement

- award of
announced

cases. The elements of trade dress pro-
tection under Bec. 43(s), according to
the Bupreme Court, are distinctive-
ness, likelihood of confusion and lack
of functionality.

Az a poigpant t to the Taco
Cabana’ dispute and its crippling
damages, the parties have
that all the restaurants in
the Two Pesos chain will be sold to
Taco Cabana.

Franchising Concepts

Franchising is trademark licensing
in overdrive. Franchisors typically
grant to franchisees the right to em-
ploy an entire vetail businesa concept,
identifiod by the franchisor's marks
and specified in the system operating
manusls.

Every aspect of the franchised bus!-
ness may be detalled by the franchisor,
from the pumber of seconds the french
fries should cook to the uniforms worn
by smployees. These continuing com-

mercial relationships may last as long  9P°

as 20 years and may allow for a rensw-
able term upon expiration.

The classic business-format fran-
chise features a substantial initial fee
and continuing royasities, the grant of
territorial rights, an initial training
program and continuing service and
support from the franchisor. Mature
franchise systems offer powerful na-
tional advertising, administered
through systemwide or regional fran-
chisee committees and funded by fran-
chisee contributions based on & per-
centage of gross sales.

Bince the early 1970s, franchising as
a method of distribution — it is defl-
nitely not an “industry” and has the
business diversity to prove 1t — has
spawned its own, somewhat arcane,
body of law. The Federal Trade Com-
miasion, since 1979, has required fran-
chisors to provide a prescribed offer-
ing document, roughly modeled cn se-
curities-law disclosures, to prospective
franchisees at least 10 business days
before they purchase a franchise.

Fifteen states have additional statu-
tory requirements for the sale of &
tranchise. Most of these states require
that the franchisor submit its proposed
offering documents for review by state
officials, who extend a one-year regis-
tration and authorize franchise sales
only when the review process bas been
completed.

State law in 17 jurisdictions also im-
poses standards under which a fran-
chisor may terminate or fall to renew
a franchise relationship. This body of
relstionship law has generated more
than its fair share of franchisor-fran-
chisee litigation and is the legal battle-
ground whenever 8 franchise relation-
ahip crumbies.

Trademark attorneys frequently are
admonished not to allow their trade-
mark license drafting to wander inad-
vertently into the franchise arena.
Classic trademark licensing programs
often cut close to the legal detinition of
a franchise.

The clemonts of & franchise general-
ly are defined as:

©The licensing of the franchisor's
trademark, to identify either goods to
be sold or the franchised business
iteelf.

© The prescription of a “marketing
plan." the existence of & “community
of interest” or, under the FTC detini-
tion, the provision of “signiticant con-
trol or assistance.”

© The payment, direetly or indirect-
1y, of a franchise fee.

Key Franchising Case
A slowily growing body of case law

now oifers interpretations of these im-
penetrable terms. Most notably, the Bu-
preme Court of New Jersey recently

tackled the full range of isaucs present- (1m2),

ed by one of the oldest state franchise-
relationship laws, the venerable — cir-
ca 1971 — New Jersey Franchise Prac-
tices Act.

In 1992, in Instructional Systems Inc.
v. Computer Curriculum Corp.” the
New Jersey Bupreme Court reversed
lower-court rulings and found that a
reseller agreement for computer hard-
ware constituled a franchise under the
Franchise Practices Act. The case Is
instructive not only for the computer
industry but for all counsel represent-
ing traditional product distributors.

The court offered a useful analysis of
the two key olements of a franchise
under the statute, the liconse of &
trademark and the of & “com-
munity of interest.” It found the trade-
mark-license element had boen satls-
fled even though the licensee did not

rate under the licensor’s mark or
display it on stationery, business cards

or business signs.

The court loocked beyond the lan-
guage of the reseller agreement and
the absance of the mark on stationery,
business cards and signs to find that
the relationship between the two par-
ties created “a reasonable belief on the
part of the consuming public that there
is a connection between the trade
name licensor and licensee by which
the licensor vouches, as it were, for the
activity of the licensee in respect to the
subject of the trade name.”

As to the community-of-Interest ele-
ment, the Instructional Systems ecourt
found that there were sufficient levels
ol franchise-specific investment and
interdependence to create the “close
symbiotic relationship” that charac-
terizes a franchise.

In drafting trademark-license agree-

ments in New Jersey, counsel will do

well to avoid public lons of
vouching and, by all means, synbtiosis.

Franchising s receiving all right
stiention in ail the wrong piaces these
days. As impreasive as ita growth sta-
tistics may be, the U.S. Congress and
the legislatures of a number of states
are examining critical issues involving
fundamental fairness, abusive prac-
tices, encroachment and source of sup-
ply. They are also looking at termina-

i tion and renewal {ssues In the relation-
ship between franchisee and their fran-
| chisors.

Last year, over the strenuous objee-
tions of franchisors, Jowa enacted the
most stringent relationship law in the
country. Rep. John J. LaFalce, D-N.Y,
has proposed legisiation in the 103d
Congress that would sel a national
standard regarding franchise termina-
tion, non-renewal and other franchise
practices and would require additional
pre-sale disclosure. The law would be
enforceable by a private cause of ac-
tion for disclosure violations that is not
now available under the aational FTC
disciosure rule.

At the frontiers of trademark licens-
ing, the courts are struggling with

. quesiions involving what may and
,may notl constitute protectable intel.
lectual property and examining the re-
lationshipe to be protected by sweeping
definitiona of franchise law. What they
may be doing, in fact, is taking the
judicial steps necessary to usher in the
decade of the intellectual property -
cense.
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