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i 

 
QUESTION PRESENTED 

 
 Under 11 U.S.C. § 365, does a licensee retain the 
ability to use a debtor’s trademarks after the corre-
sponding intellectual-property license is rejected in 
bankruptcy?  

 



ii 

 
CORPORATE DISCLOSURE STATEMENT 

 
 Pursuant to Supreme Court Rule 29.6, Sunbeam 
Products, Inc., d/b/a Jarden Consumer Solutions 
(“JCS”), represents that (a) JCS is a wholly-owned 
subsidiary of Sunbeam Americas Holdings, LLC, 
which is wholly-owned by Jarden Corporation, a 
public corporation; and (b) no other publicly held 
company owns 10% or more of the stock of JCS. 
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PETITION FOR A WRIT OF CERTIORARI 

 Petitioner Sunbeam Products, Inc., d/b/a Jarden 
Consumer Solutions (“Jarden”), respectfully petitions 
for a writ of certiorari to review the judgment of the 
United States Court of Appeals for the Seventh 
Circuit in this case. 

---------------------------------  --------------------------------- 
 

OPINIONS BELOW 

 The bankruptcy court’s opinion is published at 
459 B.R. 306 (Bankr. N.D. Ill. 2011) and is reproduced 
in the appendix at App. 14-110. The district court’s 
order certifying the matter for direct appeal under 28 
U.S.C. § 158(d)(2)(A) is reproduced at App. 11-13. The 
Seventh Circuit’s opinion is published at 686 F.3d 372 
(7th Cir. 2012) and is reproduced at App. 1-10. 

---------------------------------  --------------------------------- 
 

JURISDICTION 

 The Seventh Circuit filed its decision on July 9, 
2012. This Court has jurisdiction under 28 U.S.C. 
§ 1254(1). 

---------------------------------  --------------------------------- 
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STATUTORY PROVISIONS 

1. Section 365(a)1 provides: 

Except as provided in sections 765 and 766 of 
this title and in subsections (b), (c), and (d) of 
this section, the trustee, subject to the court’s 
approval, may assume or reject any 
executory contract or unexpired lease of the 
debtor. 11 U.S.C. § 365(a). 

2. Section 365(g) provides: 

Except as provided in subsections (h)(2) and 
(i)(2) of this section, the rejection of an 
executory contract or unexpired lease of the 
debtor constitutes a breach of such contract 
or lease –  

 (1) if such contract or lease has not 
been assumed under this section or under a 
plan confirmed under chapter 9, 11, 12, or 13 
of this title, immediately before the date of 
the filing of the petition; or  

 (2) if such contract or lease has been 
assumed under this section or under a plan 
confirmed under chapter 9, 11, 12, or 13 of 
this title –  

 (A) if before such rejection the case 
has not been converted under section 

 
 1 Unless expressly indicated otherwise, all “Section” 
references are to the Bankruptcy Code, Title 11 of the United 
States Code. 
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1112, 1208, or 1307 of this title, at the 
time of such rejection; or  

 (B) if before such rejection the case 
has been converted under section 1112, 
1208, or 1307 of this title –  

 (i) immediately before the date 
of such conversion, if such contract 
or lease was assumed before such 
conversion; or  

 (ii) at the time of such rejec-
tion, if such contract or lease was 
assumed after such conversion.  

3. Section 365(n) provides: 

 (1) If the trustee rejects an executory 
contract under which the debtor is a licensor 
of a right to intellectual property, the licen-
see under such contract may elect –  

 (A) to treat such contract as ter-
minated by such rejection if such rejec-
tion by the trustee amounts to such a 
breach as would entitle the licensee to 
treat such contract as terminated by vir-
tue of its own terms, applicable non-
bankruptcy law, or an agreement made 
by the licensee with another entity; or  

 (B) to retain its rights (including a 
right to enforce any exclusivity provision 
of such contract, but excluding any other 
right under applicable nonbankruptcy 
law to specific performance of such con-
tract) under such contract and under 
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any agreement supplementary to such 
contract, to such intellectual property 
(including any embodiment of such intel-
lectual property to the extent protected 
by applicable nonbankruptcy law), as 
such rights existed immediately before 
the case commenced, for –  

 (i) the duration of such con-
tract; and  

 (ii) any period for which such 
contract may be extended by the li-
censee as of right under applicable 
nonbankruptcy law.  

 (2) If the licensee elects to retain its 
rights, as described in paragraph (1)(B) of 
this subsection, under such contract –  

 (A) the trustee shall allow the li-
censee to exercise such rights;  

 (B) the licensee shall make all roy-
alty payments due under such contract 
for the duration of such contract and for 
any period described in paragraph (1)(B) 
of this subsection for which the licensee 
extends such contract; and  

 (C) the licensee shall be deemed to 
waive –  

 (i) any right of setoff it may 
have with respect to such contract 
under this title or applicable non-
bankruptcy law; and  
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 (ii) any claim allowable under 
section 503(b) of this title arising 
from the performance of such con-
tract. 

4. Section 101(35A) provides: 

The term “intellectual property” means –  

 (A) trade secret;  

 (B) invention, process, design, or plant 
protected under title 35;  

 (C) patent application;  

 (D) plant variety;  

 (E) work of authorship protected under 
title 17; or  

 (F) mask work protected under chapter 
9 of title 17. 

---------------------------------  --------------------------------- 
 

STATEMENT OF THE CASE 

 The trademark rights at issue in this case origi-
nally belonged to a company known as Lakewood 
Engineering & Manufacturing Company. Beginning 
in 1946, and for the next 60 years, Lakewood was an 
extremely successful fan company. Its fans could be 
found at major retailers such as Wal-Mart and Sears. 
With annual revenues of $80 million, Lakewood 
earned a strong reputation for quality box fans.  
To effectively exploit and protect that reputation, 
Lakewood registered its “Lakewood” trademark 
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(Registration No. 949,246), referred to herein as the 
“Lakewood Trademark.” 

 In the summer of 2008, Lakewood was losing 
approximately $500,000 each month manufacturing 
box fans. It therefore made a strategic decision to 
outsource the manufacturing of certain of its prod-
ucts, including box fans. Lakewood eventually select-
ed Chicago American Manufacturing, LLC (“CAM”) to 
manufacture its box fans. The parties agreed that 
Lakewood would supply the motor and cord set at no 
cost to CAM, while CAM would provide all other raw 
materials and all of the labor. Lakewood would then 
purchase the packaged box fans from CAM to ship to 
its customers. Each and every one of those fans bore 
the Lakewood Trademark. 

 Unfortunately for Lakewood, it continued to 
struggle to keep up with its substantial bank debt. 
Eventually, in February 2009, four creditors filed an 
involuntary bankruptcy petition against Lakewood. 
The next month, Lakewood became a debtor in the 
United States Bankruptcy Court for the Northern 
District of Illinois under the supervision of a Chapter 
7 trustee. Pursuant to Section 704, which governs 
“Duties of Trustee,” the trustee was thereupon re-
quired to “collect and reduce to money the property of 
the estate for which such trustee serves, and close 
such estate as expeditiously as is compatible with the 
best interests of parties in interest.” 11 U.S.C. 
§ 704(a)(1). 
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 Consistent with that statutory duty, the bank-
ruptcy trustee undertook two major actions in the 
bankruptcy case. First, the trustee filed a motion to 
reject Lakewood’s executory supply contract with 
CAM as authorized by Section 365(a). CAM appeared 
at the hearing on the motion and did not object. The 
bankruptcy court thereafter entered the rejection 
order. Second, the trustee filed a motion to sell Lake-
wood’s assets to the highest bidder as authorized by 
Section 363(b). The highest bidder was Jarden (the 
petitioner herein), which offered $6.225 million for 
Lakewood’s assets. The bankruptcy court thereafter 
approved the sale of substantially all of Lakewood’s 
assets, including the Lakewood Trademark, to 
Jarden. 

 Although the bankruptcy court had approved 
rejection of CAM’s agreement with Lakewood, CAM 
continued to sell fans using the Lakewood Trade-
mark. The bankruptcy trustee, along with one of 
Lakewood’s secured creditors, therefore sued CAM for 
trademark violations. After the sale of Lakewood’s 
assets (including the Lakewood Trademark) to 
Jarden, Jarden substituted in for the secured credi-
tor. The parties alleged that CAM was unlawfully 
using the Lakewood Trademark and that its manu-
facturing practices would seriously undermine the 
integrity and value of the Lakewood brand. 

 After a six-day trial, the bankruptcy court en-
tered findings of fact and conclusions of law finding in 
favor of CAM. The bankruptcy court found that 
CAM’s license to use the Lakewood Trademark  
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survived rejection of Lakewood’s supply contract with 
CAM. App. 108-09. The bankruptcy court recognized 
that a bankruptcy trustee can lawfully reject an 
executory contract under Section 365(a). App. 87-90. 
It also recognized that Congress has expressly au-
thorized licensees of patents, copyrights, and trade 
secrets to continue using those intellectual property 
rights after rejection, but did not include trademarks 
in that same statutory provision (11 U.S.C. § 365(n)). 
App. 93-94. The bankruptcy court nevertheless ex-
tended this clearly defined statutory right to trade-
marks “on equitable grounds.” App. 103. 

 Jarden thereafter filed a notice of appeal and 
sought – and obtained – certification from the district 
court to appeal directly to the Seventh Circuit. The 
Seventh Circuit authorized the direct appeal, and 
affirmed on alternative grounds. The Seventh Circuit 
squarely rejected the bankruptcy court’s reliance on 
equity – stating “What the Bankruptcy Code pro-
vides, a judge cannot override by declaring that 
enforcement would be inequitable” (App. 5 (internal 
quotation marks omitted)) – but went on to hold that 
the rejection provision in Section 365(a) does not 
provide a means to terminate a licensee’s existing 
right to use a licensed trademark. App. 7. 

 In so holding, the Seventh Circuit expressly 
recognized that its opinion “creates a conflict among 
the circuits.” App. 10. The panel therefore noted in its 
opinion that it had circulated a copy of its opinion to 
all active judges under Seventh Circuit Rule 40(a) 
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and that “[n]o judge favored a hearing en banc.” Id. 
This timely petition followed.  

---------------------------------  --------------------------------- 
 

REASONS FOR GRANTING THE PETITION 

I. THERE IS A RECOGNIZED INTER-
CIRCUIT CONFLICT REGARDING 
WHETHER A LICENSEE RETAINS THE 
ABILITY TO USE A DEBTOR’S TRADE-
MARKS AFTER THE CORRESPONDING 
INTELLECTUAL-PROPERTY LICENSE IS 
REJECTED IN BANKRUPTCY. 

 At issue in this case is whether, under 11 U.S.C. 
§ 365, a licensee retains the ability to use a debtor’s 
trademarks after the corresponding intellectual-
property license is rejected in bankruptcy. As de-
scribed below, several courts have considered this 
issue and have reached conflicting conclusions, thus 
satisfying the “conflict” prong of Supreme Court Rule 
10(a).  

 The Fourth Circuit was the first appellate court 
to squarely address this issue in a published opinion: 
Lubrizol Enterprises, Inc. v. Richmond Metal Finish-
ers, Inc., 756 F.2d 1043 (4th Cir. 1985). In that case, 
Richmond Metal Finishers granted Lubrizol Enter-
prises the right to use Richmond’s patented metal 
coating process technology. Shortly thereafter, Rich-
mond filed for bankruptcy protection, and the trustee 
sought to rescind that license by rejecting it under 
Section 365. The Fourth Circuit upheld that rejection 
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and squarely held that it “deprive[d] Lubrizol of all 
rights” under the license. Id. at 1048. The court 
explained: 

 Under 11 U.S.C. § 365(g), Lubrizol would 
be entitled to treat rejection as a breach and 
seek a money damages remedy; however, it 
could not seek to retain its contract rights in 
the technology by specific performance even 
if that remedy would ordinarily be available 
upon breach of this type of contract. 

Id. Thus, in the Fourth Circuit, a licensee does not 
retain the ability to use a debtor’s intellectual proper-
ty after the corresponding license is rejected in bank-
ruptcy. 

 Although the Third Circuit has not decided this 
issue in a majority opinion, Third Circuit Judge 
Thomas Ambro addressed the issue in his concurring 
opinion in In re Exide Technologies, 607 F.3d 957 (3d 
Cir. 2010). Contrary to the Fourth Circuit in Lubrizol, 
Judge Ambro concluded that courts should use their 
“equitable powers” to prevent licensors from taking 
back trademark rights that they bargained away. Id. 
at 967. The panel majority, in contrast, avoided the 
issue by concluding that the corresponding intellectu-
al-property license was not executory and therefore 
could not be rejected under Section 365. Id. at 961. 
Thus, under the only Third Circuit guidance available 
(Judge Ambro’s concurrence in Exide Technologies), 
licensees can – as a matter of equity – retain the  
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ability to use a debtor’s trademarks after the corre-
sponding intellectual-property license is rejected in 
bankruptcy.  

 In this case, in turn, the Seventh Circuit (per 
Easterbrook, J.) reached a result directly in conflict 
with both Lubrizol and Judge Ambro’s opinion in 
Exide Technologies. Addressing the same issue that 
the Fourth Circuit addressed in Lubrizol, the Seventh 
Circuit squarely held that “[w]hat § 365(g) does by 
classifying rejection as breach is establish that in 
bankruptcy, as outside of it, the other party’s rights 
remain in place.” App. 8. Thus, in the Seventh Cir-
cuit, unlike the Fourth Circuit, a licensee does retain 
the ability to use a debtor’s trademarks after the 
corresponding intellectual-property license is rejected 
in bankruptcy. The Seventh Circuit also disagreed 
with Judge Ambro’s reliance on equitable principles 
in Exide Technologies, stating: “What the Bankruptcy 
Code provides, a judge cannot override by declaring 
that enforcement would be inequitable.” App. 5 (in-
ternal quotation marks omitted). As noted previously, 
the Seventh Circuit expressly recognized that its 
decision “creates a conflict among the circuits.”  
App. 10. The panel therefore circulated a copy of the 
opinion to all active judges and noted that “[n]o judge 
favored a hearing en banc.” Id.  

 Finally, numerous bankruptcy courts have like-
wise reached conflicting results on this issue. For 
example, in In re Matusalem, 158 B.R. 514, 521-22 
(Bankr. S.D. Fla. 1993), the court suggested that 
rejection of a trademark license would not deprive a 
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licensee of its right to use the licensed mark. In con-
trast, the courts in In re Centura Software Corp., 281 
B.R. 660 (Bankr. N.D. Cal. 2002), and In re HQ Global 
Holdings Inc., 290 B.R. 507 (Bankr. D. Del. 2003), 
reached the opposite result and held instead that 
rejection in bankruptcy terminates a licensee’s rights. 

 
II. THIS MATTER RAISES IMPORTANT 

ISSUES THAT MERIT THIS COURT’S 
REVIEW. 

 As set forth above, there is a clear and acknowl-
edged inter-circuit conflict regarding whether a 
licensee retains the ability to use a debtor’s trade-
marks after the corresponding intellectual-property 
license is rejected in bankruptcy. In addition, there is 
likewise a conflict among the lower courts as to 
whether equitable principles are applicable in such 
circumstances. For these reasons, the “conflict” prong 
of Supreme Court Rule 10(a) is plainly satisfied. The 
matter also raises important questions of federal law, 
which similarly merit this Court’s review. That is so 
for at least the following reasons. 

 First, the Seventh Circuit’s opinion threatens to 
undermine the integrity of trademark rights. Under 
the Seventh Circuit’s opinion, a licensee can continue 
to use a debtor’s registered trademark after the 
corresponding intellectual-property license is rejected 
in bankruptcy. Upon rejection, the debtor or trustee 
would have no contractual or legal right to collect 
royalties or police the use of the trademark for such 
matters as the quality of the products using the 
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trademark. As a result, a licensee can subsequently 
affix the trademark to products without fear of liabil-
ity, thus weakening the inherent value of the trade-
mark and harming consumers who rely on the 
trademark.  

 Second, the existing inter-circuit conflict creates 
substantial uncertainty regarding what rights a 
purchaser in bankruptcy is acquiring from the bank-
ruptcy estate. Here, for example, Jarden assumed 
that it was acquiring the exclusive right to use the 
Lakewood Trademark. Under Lubrizol, that assump-
tion was manifestly correct. But under the Seventh 
Circuit’s opinion, purchasers like Jarden must share 
the trademark rights with a prior licensee where no 
privity of contract exists between the purchaser of the 
mark and the licensee, thus freeing the licensee to 
use the trademark in any way it sees fit without a 
policing of the mark as described above (often re-
ferred to as a “naked license”). In other circuits, 
potential buyers will be unable to predict the outcome 
with any reasonable degree of certainty, causing them 
to bid less for a debtor’s assets. 

 Third, the Seventh Circuit’s opinion also funda-
mentally undermines the ability of bankruptcy trus-
tees to “maximize the proceeds of collection and to 
distribute those proceeds as expeditiously as possible” 
as required by Section 704(a)(1). In re C. Keffas  
& Son Florist, Inc., 240 B.R. 466, 474-75 (Bankr. 
E.D.N.Y. 1999). In some instances, like the one pre-
sented here, the trustee will conclude that the most 
effective manner in which to satisfy this statutory 
duty is to reject a trademark license so that the value 
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of the trademark can be monetized for the benefit of 
creditors. The Fourth Circuit’s opinion in Lubrizol 
allows trustees to do exactly that. The Seventh Cir-
cuit’s opinion in this matter, like Judge Ambro’s 
concurring opinion in Exide, significantly interferes 
with that statutory mandate.  

 Fourth, the Seventh Circuit’s opinion also un-
dermines a fundamental purpose of Section 365(a), 
which is to relieve the debtor or trustee from burden-
some obligations. See, e.g., In re Old Carco LLC, 424 
B.R. 633, 639 (Bankr. S.D.N.Y. 2010) (“By rejecting a 
contract or lease, a debtor is granted the opportunity 
to be relieved of burdensome obligations.”). As inter-
preted by the Fourth Circuit in Lubrizol, Section 
365(a) permits a debtor or trustee to reject an 
executory contract that includes the right to use a 
trademark and thereby focus on financial rehabilita-
tion and payment of creditors. In contrast, under the 
Seventh Circuit’s holding in this case (as well as 
Judge Ambro’s opinion in Exide Technologies), a 
debtor or trustee cannot terminate a licensee’s right 
to continue to use a trademark by rejecting an 
executory contract. The debtor or trustee therefore 
cannot eliminate a licensor’s obligation to police a 
licensee’s use of a trademark. This means that a 
trustee in the Seventh Circuit would have to employ 
quality auditors, accountants, and others to police the 
use of the trademark by the licensee so as to safe-
guard, monetize, and maximize the assets of the 
estate. Clearly, these are burdensome obligations that 
should be relieved by rejection.  
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 Finally, the unresolved inter-circuit conflict also 
creates significant uncertainty regarding the rights 
and obligations of bankruptcy trustees. If a bank-
ruptcy petition is filed in the Fourth or Seventh 
Circuit, the trustee would presumably know the 
impact of rejection of an executory contract that 
includes the right to use a trademark. In other cir-
cuits, the trustee would not know what rights remain 
with the licensee if he or she rejected such a contract, 
nor would the trustee know whether that outcome 
would be upheld on appellate review. The answer 
should be clear, and it should not turn (as it currently 
does) on which circuit’s law applies. For this reason 
too, as well as those in Section III below, the matter 
raises important questions of federal law that merit 
this Court’s review. 

 
III. THIS CASE IS AN EXCELLENT VEHICLE 

FOR RESOLVING BOTH THIS INTER-
CIRCUIT CONFLICT AS WELL AS FOR 
ADDRESSING THE LEGAL SIGNIF-
CANCE OF LEGISLATIVE SILENCE. 

 This case presents an ideal vehicle for addressing 
the existing inter-circuit conflict. The case presents a 
fully developed factual record, which allows the Court 
to assess the question presented in a specific, non-
abstract setting. The bankruptcy court, after a six-day 
trial, entered detailed findings of fact and conclusions 
of law finding in favor of CAM “on equitable 
grounds.” App. 103. The Seventh Circuit, in turn, 
addressed the question presented as a matter of law 
and squarely held, based on the plain language of the 
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Bankruptcy Code, that a licensee can continue to  
use a debtor’s trademarks after the corresponding 
intellectual-property license is rejected in bankruptcy. 
That is precisely the question of law that has divided 
the lower courts. 

 Equally important, the case also presents an 
exceptional vehicle to address the legal significance of 
legislative silence. After the Fourth Circuit issued its 
opinion in Lubrizol, Congress responded by amending 
Section 365 to add Section 365(n), which allows a 
licensee to continue to use a debtor’s “intellectual 
property” after the corresponding intellectual-property 
license is rejected in bankruptcy. 11 U.S.C. § 365(n). 
Significantly, Congress defined “intellectual property” 
to include patents, copyrights, and trade secrets but not 
trademark rights. 11 U.S.C. § 101(35A). Thus, Congress 
legislatively overruled the Fourth Circuit’s holding in 
Lubrizol as applied to patents, copyrights, and trade 
secrets, but not as applied to trademark rights. 

 The Court has addressed this particular issue – 
the legal significance of legislative silence – in nu-
merous cases, including the following:  

• In United States v. Wells, 519 U.S. 482, 
496 (1997), Justice Souter warned that it 
is “treacherous to find in congressional 
silence alone the adoption of a control-
ling rule of law.” 

• In Boumediene v. Bush, 553 U.S. 723, 
788 (2008), Justice Kennedy noted that 
the Detainee Treatment Act “does not 
explicitly empower the Court of Appeals 
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to order the applicant in a DTA review 
proceeding released” and then held: “Yet, 
for present purposes, we can assume 
congressional silence permits a constitu-
tionally required remedy.”  

• In Credit Suisse Securities (USA) LLC v. 
Simmonds, 132 S. Ct. 1414, 1421 (2012), 
Justice Scalia noted that “Congress’ si-
lence, while permitting an inference that 
Congress intended to apply ordinary 
background tort principles, cannot show 
that it intended to apply an unusual 
modification of those rules” (internal 
quotation marks and citation omitted). 

• In Musick, Peeler & Garrett v. Employers 
Insurance of Wausau, 508 U.S. 286, 305-
06 (1993), Justice Thomas wrote in dis-
sent that “[c]ourts should not treat legis-
lative and administrative silence as a 
tacit license to accomplish what Con-
gress and the SEC are unable or unwill-
ing to do.”  

This case presents an exceptional vehicle to provide 
needed guidance to lower courts regarding what 
meaning, if any, can be given to Congress’ decision to 
address certain legal issues (here, patents, copyrights, 
and trade secrets) while leaving other – closely relat-
ed – issues (here, trademark rights) untouched.  

 Finally, given the dramatic rise in bankruptcy 
filings following the 2008 financial crisis and ensuing 
economic recession, this is an especially appropriate 
time to resolve the question presented. According to 
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statistics compiled by the Administrative Office of the 
U.S. Courts, over 1.3 million bankruptcies were filed 
during the year ending June 30, 2012.2 The question 
presented here may arise in many of those matters, 
which are currently pending in courts across the 
country. By accepting review at this time, the Court 
can conclusively decide the question presented and 
provide needed guidance to the lower courts on these 
important issues. 

---------------------------------  --------------------------------- 
 

CONCLUSION 

 For each of these reasons, this Court should 
grant a writ of certiorari to review the judgment and 
opinion of the Seventh Circuit.  

Respectfully submitted, 

LEONARD J. FELDMAN* 
J. WILL EIDSON 
STOEL RIVES LLP 
600 University Street, 
 Suite 3600 
Seattle, WA 98101 
(206) 624-0900 

Counsel for Petitioner 
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Pending During the 12-Month Periods Ending June 30, 2011  
and 2012, http://www.uscourts.gov/uscourts/Statistics/Bankruptcy 
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doing business as Jarden Consumer Solutions, 
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CHICAGO AMERICAN MANUFACTURING, LLC, 
Defendant-Appellee. 

No. 11-3920. 
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Scott R. Clar, Attorney, Crane, Heyman, Simon, Welch 
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Joseph D. Frank (argued), Attorney, Frank/Gecker 
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William John Barrett (argued), Attorney, Barack, 
Ferrazzano, Kirschbaum & Nagelberg LLP, Chicago, 
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for Appellee. 

Scott R. Clar, Attorney, Crane, Heyman, Simon, Welch 
& Clar, Chicago, IL, for Trustee. 

Before EASTERBROOK, Chief Judge, and WILLIAMS 
and TINDER, Circuit Judges. 

EASTERBROOK, Chief Judge. 

 Lakewood Engineering & Manufacturing Co. 
made and sold a variety of consumer products, which 
were covered by its patents and trademarks. In 2008, 
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losing money on every box fan, Lakewood contracted 
their manufacture to Chicago American Manufactur-
ing (CAM). The contract authorized CAM to practice 
Lakewood’s patents and put its trademarks on the 
completed fans. Lakewood was to take orders from 
retailers such as Sears, Walmart, and Ace Hard- 
ware; CAM would ship directly to these customers on 
Lakewood’s instructions. Because Lakewood was in 
financial distress, CAM was reluctant to invest the 
money necessary to gear up for production – and to 
make about 1.2 million fans that Lakewood estimated 
it would require during the 2009 cooling season – 
without assured payment. Lakewood provided that 
assurance by authorizing CAM to sell the 2009 run of 
box fans for its own account if Lakewood did not 
purchase them. 

 In February 2009, three months into the con-
tract, several of Lakewood’s creditors filed an invol-
untary bankruptcy petition against it. The court 
appointed a trustee, who decided to sell Lakewood’s 
business. Sunbeam Products, doing business as Jarden 
Consumer Solutions, bought the assets, including 
Lakewood’s patents and trademarks. Jarden did not 
want the Lakewood-branded fans CAM had in in-
ventory, nor did it want CAM to sell those fans 
in competition with Jarden’s products. Lakewood’s 
trustee rejected the executory portion of the CAM 
contract under 11 U.S.C. § 365(a). When CAM con-
tinued to make and sell Lakewood-branded fans, 
Jarden filed this adversary action. It will receive 75% 
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of any recovery and the trustee the other 25% for the 
benefit of Lakewood’s creditors. 

 The bankruptcy judge held a trial. After deter-
mining that the Lakewood-CAM contract is ambigu-
ous, the judge relied on extrinsic evidence to conclude 
that CAM was entitled to make as many fans as 
Lakewood estimated it would need for the entire 2009 
selling season and sell them bearing Lakewood’s 
marks. In re Lakewood Engineering & Manufactur- 
ing Co., 459 B.R. 306, 333-38 (Bankr.N.D.Ill.2011). 
Jarden contends in this court – following certification 
by the district court of a direct appeal under 28 
U.S.C. § 158(d)(2)(A) – that CAM had to stop making 
and selling fans once Lakewood stopped having re-
quirements for them. The bankruptcy court did not 
err in reading the contract as it did, but the effect of 
the trustee’s rejection remains to be determined. 

 Lubrizol Enterprises, Inc. v. Richmond Metal 
Finishers, Inc., 756 F.2d 1043 (4th Cir.1985), holds 
that, when an intellectual-property license is rejected 
in bankruptcy, the licensee loses the ability to use any 
licensed copyrights, trademarks, and patents. Three 
years after Lubrizol, Congress added § 365(n) to 
the Bankruptcy Code. It allows licensees to continue 
using the intellectual property after rejection, pro-
vided they meet certain conditions. The bankruptcy 
judge held that § 365(n) allowed CAM to practice 
Lakewood’s patents when making box fans for the 
2009 season. That ruling is no longer contested. But 
“intellectual property” is a defined term in the Bank-
ruptcy Code: 11 U.S.C. § 101(35A) provides that 
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“intellectual property” includes patents, copyrights, 
and trade secrets. It does not mention trademarks. 
Some bankruptcy judges have inferred from the omis-
sion that Congress codified Lubrizol with respect to 
trademarks, but an omission is just an omission. The 
limited definition in § 101(35A) means that § 365(n) 
does not affect trademarks one way or the other. Ac-
cording to the Senate committee report on the bill 
that included § 365(n), the omission was designed to 
allow more time for study, not to approve Lubrizol. 
See S.Rep. No. 100-505, 100th Cong., 2d Sess. 5 
(1988), 1988 U.S.C.C.A.N. 3200. See also In re Exide 
Technologies, 607 F.3d 957, 966-67 (3d Cir.2010) 
(Ambro, J., concurring) (concluding that § 365(n) nei-
ther codifies nor disapproves Lubrizol as applied to 
trademarks). The subject seems to have fallen off the 
legislative agenda, but this does not change the effect 
of what Congress did in 1988. 

 The bankruptcy judge in this case agreed with 
Judge Ambro that § 365(n) and § 101(35A) leave open 
the question whether rejection of an intellectual-
property license ends the licensee’s right to use 
trademarks. Without deciding whether a contract’s 
rejection under § 365(a) ends the licensee’s right to 
use the trademarks, the judge stated that she would 
allow CAM, which invested substantial resources 
in making Lakewood-branded box fans, to continue 
using the Lakewood marks “on equitable grounds”. 
459 B.R. at 345; see also id. at 343-46. This led to the 
entry of judgment in CAM’s favor, and Jarden has 
appealed. 
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 What the Bankruptcy Code provides, a judge 
cannot override by declaring that enforcement would 
be “inequitable.” See, e.g., Toibb v. Radloff, 501 U.S. 
157, 162, 111 S.Ct. 2197, 115 L.Ed.2d 145 (1991); 
In re Kmart Corp., 359 F.3d 866, 871 (7th Cir.2004); 
In re Sinclair, 870 F.2d 1340 (7th Cir.1989). There are 
hundreds of bankruptcy judges, who have many dif-
ferent ideas about what is equitable in any given 
situation. Some may think that equity favors li-
censees’ reliance interests; others may believe that 
equity favors the creditors, who can realize more of 
their claims if the debtor can terminate IP licenses. 
Rights depend, however, on what the Code provides 
rather than on notions of equity. Recently the Su-
preme Court emphasized that arguments based on 
views about the purposes behind the Code, and wise 
public policy, cannot be used to supersede the Code’s 
provisions. It remarked: “The Bankruptcy Code stan-
dardizes an expansive (and sometimes unruly) area of 
law, and it is our obligation to interpret the Code 
clearly and predictably using well established princi-
ples of statutory construction.” RadLAX Gateway 
Hotel, LLC v. Amalgamated Bank, ___ U.S. ___, 132 
S.Ct. 2065, 2073, 182 L.Ed.2d 967 (2012). 

 Although the bankruptcy judge’s ground of deci-
sion is untenable, that does not necessarily require 
reversal. We need to determine whether Lubrizol cor-
rectly understood § 365(g), which specifies the con-
sequences of a rejection under § 365(a). No other 
court of appeals has agreed with Lubrizol – or for 
that matter disagreed with it. Exide, the only other 
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appellate case in which the subject came up, was re-
solved on the ground that the contract was not ex-
ecutory and therefore could not be rejected. (Lubrizol 
has been cited in other appellate opinions, none of 
which concerns the effect of rejection on intellectual-
property licenses.) Judge Ambro, who filed a con-
curring opinion in Exide, concluded that, had the 
contract been eligible for rejection under § 365(a), the 
licensee could have continued using the trademarks. 
607 F.3d at 964-68. Like Judge Ambro, we too think 
Lubrizol mistaken. 

 Here is the full text of § 365(g): 

Except as provided in subsections (h)(2) and 
(i)(2) of this section, the rejection of an ex-
ecutory contract or unexpired lease of the 
debtor constitutes a breach of such contract 
or lease –  

(1) if such contract or lease has not been 
assumed under this section or under a plan 
confirmed under chapter 9, 11, 12, or 13 of 
this title, immediately before the date of the 
filing of the petition; or 

(2) if such contract or lease has been as-
sumed under this section or under a plan 
confirmed under chapter 9, 11, 12, or 13 of 
this title –  

(A) if before such rejection the case has 
not been converted under section 1112, 
1208, or 1307 of this title, at the time of 
such rejection; or 



App. 7 

(B) if before such rejection the case has 
been converted under section 1112, 1208, 
or 1307 of this title –  

(i) immediately before the date of such 
conversion, if such contract or lease was 
assumed before such conversion; or 

(ii) at the time of such rejection, if such 
contract or lease was assumed after such 
conversion. 

 Most of these words don’t affect our situation. 
Subsections (h)(2) and (i)(2) are irrelevant, and para-
graph (1) tells us that the rejection takes effect im-
mediately before the petition’s filing. For our purpose, 
therefore, all that matters is the opening proposition: 
that rejection “constitutes a breach of such contract”. 

 Outside of bankruptcy, a licensor’s breach does 
not terminate a licensee’s right to use intellectual 
property. Lakewood had two principal obligations 
under its contract with CAM: to provide CAM with 
motors and cord sets (CAM was to build the rest of 
the fan) and to pay for the completed fans that CAM 
drop-shipped to retailers. Suppose that, before the 
bankruptcy began, Lakewood had broken its promise 
by failing to provide the motors. CAM might have 
elected to treat that breach as ending its own obliga-
tions, see Uniform Commercial Code § 2-711(1), but it 
also could have covered in the market by purchasing 
motors and billed Lakewood for the extra cost. UCC 
§ 2-712. CAM had bargained for the security of be- 
ing able to sell Lakewood-branded fans for its own 
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account if Lakewood defaulted; outside of bankruptcy, 
Lakewood could not have ended CAM’s right to sell 
the box fans by failing to perform its own duties, any 
more than a borrower could end the lender’s right to 
collect just by declaring that the debt will not be paid. 

 What § 365(g) does by classifying rejection as 
breach is establish that in bankruptcy, as outside of 
it, the other party’s rights remain in place. After 
rejecting a contract, a debtor is not subject to an 
order of specific performance. See NLRB v. Bildisco 
& Bildisco, 465 U.S. 513, 531, 104 S.Ct. 1188, 79 
L.Ed.2d 482 (1984); Midway Motor Lodge of Elk 
Grove v. Innkeepers’ Telemanagement & Equipment 
Corp., 54 F.3d 406, 407 (7th Cir.1995). The debtor’s 
unfulfilled obligations are converted to damages; 
when a debtor does not assume the contract before 
rejecting it, these damages are treated as a pre-
petition obligation, which may be written down in 
common with other debts of the same class. But 
nothing about this process implies that any rights of 
the other contracting party have been vaporized. 
Consider how rejection works for leases. A lessee that 
enters bankruptcy may reject the lease and pay 
damages for abandoning the premises, but rejection 
does not abrogate the lease (which would absolve the 
debtor of the need to pay damages). Similarly a lessor 
that enters bankruptcy could not, by rejecting the 
lease, end the tenant’s right to possession and thus 
re-acquire premises that might be rented out for a 
higher price. The bankrupt lessor might substitute 
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damages for an obligation to make repairs, but not 
rescind the lease altogether. 

 Bankruptcy law does provide means for eliminat-
ing rights under some contracts. For example, con-
tracts that entitle creditors to preferential transfers 
(that is, to payments exceeding the value of goods and 
services provided to the debtor) can be avoided under 
11 U.S.C. § 547, and recent payments can be re-
couped. A trustee has several avoiding powers. See 11 
U.S.C. §§ 544-51. But Lakewood’s trustee has never 
contended that Lakewood’s contract with CAM is 
subject to rescission. The trustee used § 365(a) rather 
than any of the avoiding powers – and rejection is not 
“the functional equivalent of a rescission, rendering 
void the contract and requiring that the parties be 
put back in the positions they occupied before the 
contract was formed.” Thompkins v. Lil’ Joe Records, 
Inc., 476 F.3d 1294, 1306 (11th Cir.2007). It “merely 
frees the estate from the obligation to perform” and 
“has absolutely no effect upon the contract’s con-
tinued existence”. Ibid. (internal citations omitted). 

 Scholars uniformly criticize Lubrizol, conclud- 
ing that it confuses rejection with the use of an avoid-
ing power. See, e.g., Douglas G. Baird, Elements of 
Bankruptcy 130-40 & n.10 (4th ed.2006); Michael T. 
Andrew, Executory Contracts in Bankruptcy: Under-
standing “Rejection”, 59 U. Colo. L.Rev. 845, 916-19 
(1988); Jay Lawrence Westbrook, The Commission’s 
Recommendations Concerning the Treatment of Bank-
ruptcy Contracts, 5 Am. Bankr.Inst. L.Rev. 463, 470-
72 (1997). Lubrizol itself devoted scant attention to 
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the question whether rejection cancels a contract, 
worrying instead about the right way to identify ex-
ecutory contracts to which the rejection power ap-
plies. 

 Lubrizol does not persuade us. This opinion, 
which creates a conflict among the circuits, was cir-
culated to all active judges under Circuit Rule 40(e). 
No judge favored a hearing en banc. Because the 
trustee’s rejection of Lakewood’s contract with CAM 
did not abrogate CAM’s contractual rights, this ad-
versary proceeding properly ended with a judgment 
in CAM’s favor. 

 AFFIRMED. 
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IN THE UNITED STATES DISTRICT COURT 
FOR THE NORTHERN DISTRICT OF ILLINOIS 

EASTERN DIVISION 
 
Sunbeam Products, Inc. 
d/b/a Jarden 
Consumer Solutions, 

    Appellant, 

  v. 

Chicago American 
Manufacturing, LLC, 

     Appellee. 

) 
) 
) 
) 
) 
) 
) 
) 
) 
) 

No. 11 C 8194 

On Appeal From: 
Adv. Pro. No. 09 A 00341
In Chapter 7 Case 
No. 09 B 05320 

 
MEMORANDUM ORDER 

(Filed Dec. 20, 2011) 

 Sunbeam Products, Inc. d/b/a Jarden Consumer 
Solutions (“Jarden”) has moved, promptly after filing 
its Notice of Appeal to this Court from the judgment 
order and accompanying opinion in the captioned 
adversary proceeding, for a certification of that ap-
peal directly to the Court of Appeals (see 28 U.S.C. 
§158(d)(2)(A) and Fed.R.Bkcy.P. 9001(f)). This Court’s 
initial review of the appeal papers, including the 
September 29, 2011 memorandum opinion by Bank-
ruptcy Judge Pamela Hollis that has given rise to the 
appeal, suggested strongly that the issues posed by 
the parties’ dispute were well teed up for resolution 
by the Court of Appeals without the need for any 
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intervention by a determination by this Court, which 
would serve only as a way station en route to the 
Court of Appeals. 

 Accordingly this Court requested a response by 
appellee Chicago American Manufacturing LLC. to 
Jarden’s Motion for Certification of Direct Appeal. 
That response is now in hand, and it reads simply: 

 Upon further review, Appellee Chicago 
American Manufacturing LLC has elected 
not to oppose Appellant’s Motion for Certifi-
cation of Direct Appeal. 

 This Court therefore certifies, as called for by 28 
U.S.C. § 1578(d)(2)(A) [sic], that: 

 (i) the judgment of the Bankruptcy 
Court involves a question of law as to which 
there is no controlling decision of our Court 
of Appeals or of the Supreme Court; and 

 (iii)1 an immediate appeal from that 
judgment will materially advance the pro-
gress of the proceeding in which the appeal 
is taken. 

  

 
 1 Subsection (ii) is not applicable here. 
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 Hence this Court grants Jarden’s motion. It joins 
the litigants in recommending that the Court of 
Appeals accept Jarden’s appeal directly. 

 /s/ Milton I. Shadur
  Milton I. Shadur

Senior United States 
District Judge 

Dated: December 20, 2011 
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459 B.R. 306 
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Manufacturing Co., Inc., and Sunbeam Products,  
Inc. d/b/a Jarden Consumer Solutions, Plaintiff, 

v. 

Chicago American Manufacturing, LLC,  
Scott Jackson and Chungkin Yee, Defendants. 

Bankruptcy No. 09 B 5320. 
Adversary No. 09 A 341. 

Sept. 29, 2011. 

Scott R. Clar, Crane Heyman Simon Welch & Clar, 
Chicago, IL, for Gregg E. Szilagyi. 

Joseph D. Frank, Jeremy C. Kleinman, Micah R. 
Krohn, Frank/Gecker LLP, Chicago, IL, Michael 
Annis, Husch Blackwell Sanders LLP, St. Louis, MO, 
for Sunbeam Products, Inc. d/b/a Jarden Consumer 
Solutions. 

Richard Hoffman, Cohen, Salk & Huvard, P.C., 
Northbrook, IL, Martin D. Snyder, Law Offices of 
Martin D. Snyder, PC, William J. Barrett, Barack 
Ferrazzano Kirschbaum Nagelberg, Chicago, IL, for 
Chicago American Manufacturing LLC. 



App. 15 

Adam B. Goodman, Goodman Law Offices LLC, 
Chicago, IL, for Scott Jackson and Chungkin Yee. 

 
MEMORANDUM OPINION 

PAMELA S. HOLLIS, Bankruptcy Judge. 

 On December 17, 2008, Chicago American Manu-
facturing, LLC (“CAM”) and Lakewood Engineering 
& Manufacturing Co. (“Lakewood”) signed a three 
page contract (with a one page exhibit), titled “Supply 
Agreement.” The purpose of the Supply Agreement 
was to facilitate the production of certain 20 inch box 
fans. Lakewood had manufactured these fans for 
many years, but in 2008 decided to outsource their 
production to CAM. 

 Execution of the Supply Agreement, and the 
events that followed shortly thereafter – an involun-
tary bankruptcy case filing against Lakewood on 
February 19, 2009; rejection of the Supply Agree-
ment; and the sale of certain of the Lakewood bank-
ruptcy estate’s assets to a third party – resulted in 
this litigation, filed on April 20, 2009. 

 A six day trial was held in September and Octo-
ber 2010 on Counts IV and VI-XI of the Amended 
Adversary Complaint (the “Complaint”) filed by Gregg 
Szilagyi, not individually but as Trustee of Lakewood 
Engineering and Manufacturing Co., Inc. (the “Trus-
tee”), and Sunbeam Products, Inc. d/b/a Jarden Con-
sumer Products (“Jarden”) (together, “Plaintiffs”) 
against CAM. Szilagyi’s original co-plaintiff was 
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Wells Fargo Foothill, Inc. Wells Fargo sought leave to 
withdraw its claims, however, after Jarden purchased 
certain assets of the Debtor. Jarden was eventually 
given leave to intervene as a plaintiff. Other counts in 
the Complaint were dismissed earlier by stipulation, 
including all counts against former Defendants Scott 
Jackson and Chungkin Yee. 

 All of the counts allege that CAM acted wrong-
fully in its manufacture and sale of the box fans. In 
Counts IV and VI, the Trustee and Jarden allege that 
CAM infringed patents. Counts VII and VIII allege 
trademark infringement and unfair competition under 
the Lanham Act. Counts IX, X and XI also allege 
trademark infringement and unfair competition, but 
under Illinois common law, the Consumer Fraud and 
Deceptive Business Practices Act and the Illinois 
Uniform Deceptive Trade Practices Act, respectively. 

 The court heard eight witnesses1, including two 
experts, and reviewed hundreds of pages of exhibits. 

 
 1 References to the witnesses’ testimony in this Memoran-
dum Opinion are taken from the trial transcripts. The specific 
lines from the transcript are provided only when the witness is 
quoted. 

Gregg Szilagyi. September 15, 2010; pp. 46-131. 
Jeffrey Skinner. September 15, 2010; pp. 132-250. 
Jeffrey Martin. September 15, 2010; pp. 255-285. Sep-
tember 16, 2010; pp. 9-125. 
Michele Riley (expert). September 16, 2010; pp. 127-
292. September 17, 2010; pp. 3-27. October 27, 2010; 
pp. 177-206. October 28, 2010; pp. 3-90. 

(Continued on following page) 
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 Having heard the testimony presented in court, 
reviewed the exhibits admitted into evidence, and 
analyzed the facts under the applicable law, the court 
finds in favor of CAM on all counts. Judgment will be 
entered for CAM, the remaining Defendant, on 
Counts IV and VI through XI. 

 
JURISDICTION 

 Under 28 U.S.C. § 1334(a), the district courts 
have exclusive jurisdiction over bankruptcy cases. 
The District Court for the Northern District of Illinois 
referred its bankruptcy cases to the bankruptcy court 
of this district pursuant to 28 U.S.C. § 157(a) and its 
own Internal Operating Procedure 15(a). When pre-
siding over a referred case, the bankruptcy court has 
jurisdiction under 28 U.S.C. § 157(b)(1) to enter 
orders and judgments in core proceedings within the 
case. 

 According to § 157(b)(1), core proceedings arise 
under Title 11, or in a case under Title 11. The resolu-
tion of this particular proceeding concerns the admin-
istration of the estate under § 157(b)(2)(A), even 
though the Trustee sold his claims against CAM to 
Jarden. This is so because if Jarden prevails, “the 

 
Mark Herman. September 17, 2010; pp. 29-112. 
Bernadette Barron. September 17, 2010; pp. 112-177. 
Allen Marshall. September 21, 2010; pp. 5-146. 
Mark Peterson (expert). September 21, 2010; pp. 147-
254. October 27, 2010; pp. 5-175. 
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estate will share in the litigation proceeds, in the 
amount of 25% of the net monetary recoveries.” 
Jarden Mot. for Intervention and Related Relief, ECF 
No. 20, p. 5 at ¶ 17. It is also a core proceeding under 
§ 157(b)(2)(N) (“orders approving the sale of property”) 
and (O) (“other proceedings affecting the liquidation 
of the assets of the estate”). 

 The Supreme Court recently issued an opinion 
concerning the jurisdiction of the bankruptcy court. 
Stern v. Marshall, ___ U.S. ___, 131 S.Ct. 2594, 180 
L.Ed.2d 475 (2011). In Stern v. Marshall, a creditor 
filed a claim and the debtor filed a counterclaim. Id. 
at 2601. The dispute before the Court centered on 
whether the debtor’s counterclaim was a “core pro-
ceeding” under § 157(b)(2)(C), which includes “coun-
terclaims by the estate against persons filing claims 
against the estate” in the non-exclusive list of core 
proceedings at § 157(b)(2). Id. at 2601-02. 

 The Court determined that although § 157(b)(2)(C) 
permitted the bankruptcy court to enter a final 
judgment on the debtor’s counterclaim, Article III of 
the Constitution did not. As Justice Roberts con-
cluded: 

Article III of the Constitution provides that 
the judicial power of the United States may 
be vested only in courts whose judges enjoy 
the protections set forth in that Article. We 
conclude today that Congress, in one isolated 
respect, exceeded that limitation in the Bank-
ruptcy Act of 1984. The Bankruptcy Court 
below lacked the constitutional authority to 
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enter a final judgment on a state law coun-
terclaim that is not resolved in the process of 
ruling on a creditor’s proof of claim. 

 Id. at 2620. 

 The instant adversary proceeding presents an 
entirely different procedural posture from Stern v. 
Marshall. Although CAM filed a proof of claim, the 
Plaintiffs’ claims against CAM are not counterclaims. 
Indeed, in the “short and plain statement of the grounds 
for the court’s jurisdiction” required by Fed.R.Civ.P. 8, 
and modified by Fed. R. Bankr.P. 7008(a) to require a 
statement that the proceeding is core or non-core, the 
Amended Complaint cites five of the 16 possible 
categories of core proceedings, but does not include 
§ 157(b)(2)(C). 

 CAM brought a motion to withdraw the reference 
from this court, arguing that twelve of the 17 counts 
in the complaint seek relief for alleged infringement 
of Plaintiffs’ patent and trademark rights. CAM Mot. 
for Withdrawal of the Reference, Szilagyi et al. v. 
Chicago American Manufacturing, LLC et al., 09 CV 
5779, ECF No. 1. Such rights do not arise under Title 
11, which is federal bankruptcy law. The district court 
denied the motion to withdraw the reference, noting 
that it was possible that resolution of the issue of the 
effect of rejection of the Supply Agreement could 
“resolve, or at least simplify, some or all of the non-
bankruptcy issues in the case.” Minute Order, 09 CV 
5779, ECF No. 14. 



App. 20 

 That is exactly what transpired. As Plaintiffs 
anticipated, “the principal issues in the adversary 
proceeding are whether CAM has a valid license to 
use certain Lakewood marks and patents under 
Illinois law and whether any such license was termi-
nated when the Bankruptcy Court approved the 
rejection of CAM’s purported license under 11 U.S.C. 
§ 365.” Id. In the end, the district court’s prediction 
was fulfilled; this court is ruling only on claims 
“derived from or dependent upon bankruptcy law,” 
unlike the state law tort action at issue in Stern v. 
Marshall. Stern, 131 S.Ct. at 2618. 

 In the course of this Memorandum Opinion, this 
court interprets a contract under principles described 
in Illinois law, and then determines the effect of 
rejection of that contract under bankruptcy law. 
Rejection of a contract and the effects thereof are 
creations purely of bankruptcy law. This action 
clearly “stems from the bankruptcy itself.” Id. 

 There is a discussion in this Memorandum Opin-
ion of CAM’s proof of claim, but only insofar as it 
relates to whether CAM elected to retain its rights 
under bankruptcy law; there are no counterclaims 
being litigated. As District Judge Dow stated in 
denying CAM’s motion to withdraw the reference: 
“The issues concerning the rejection of the supply 
agreement and CAM’s asserted license rights under 
that agreement are core proceedings.” Minute Order, 
09 CV 5779, ECF No. 14. 
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 For all of the reasons described above, this is a 
core proceeding, and this court has jurisdiction to 
enter a final judgment on the complaint. 

 
FINDINGS OF FACT 

 The parties agreed to certain stipulated facts 
prior to beginning the trial. These facts are incorpo-
rated into the court’s Findings of Fact where the 
court finds them to be relevant. 

 
History of CAM and Lakewood 

 Mark Herman and Jeffrey Skinner have been in 
the steel business together since Skinner joined 
Herman at Blackhawk Steel, a steel service center, in 
1987. Skinner, p. 192. Herman and Skinner wanted 
to move from processing into the manufacturing 
business. Herman, p. 31; Skinner, p. 135. In order to 
make that move, Herman and Skinner created CAM 
in 2005. They accomplished this by purchasing the 
assets of a manufacturer through an assignment 
for the benefit of creditors. Herman, p. 31; Skinner, 
pp. 134-135. CAM is owned by Herman (60%), mem-
bers of Herman’s family (30%) and Skinner (10%). 
Skinner, p. 133. 

 Prior to 2008, Lakewood was one of the three 
largest manufacturers of box fans in the United 
States. Stipulated Facts, ¶ 1. Box fans are one of 
eight or nine different types of fans within the port-
able fan marketplace. Martin, pp. 260-261. In 2007, 
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between 8 million and 11 million box fans were sold 
in the United States. Martin, p. 270. 

 One of the products Lakewood manufactured was 
a 20 inch box fan under the Lakewood brand name 
(the “Lakewood Box Fan”). The standard Lakewood 
20 inch box fan was model number 101NS. Lakewood 
also made a “Rain Guard” 20 inch box fan which had 
modifications designed to make the fans resistant to 
the effects of rain. Stipulated Facts, ¶ 2. 

 Throughout 2008 and until the sale of its operat-
ing assets in May 2009, Lakewood owned a series of 
patents and trademarks relating to Lakewood 20" 
101-NS model box fans, including Patent Nos. 
5,829,956 and D441,443 (collectively, the “Lakewood 
Patents”) and Trademark Registration Nos. 949,246 
(the “Lakewood Trademark”), the validity of which 
CAM does not dispute. Stipulated Facts, ¶ 3. 

 Herman was familiar with Lakewood through 
Blackhawk Steel, which used to service the metal 
frame for Lakewood’s box fans. Herman, pp. 32-33. 

 
Lakewood Decides to Outsource Its Box Fan Manu-
facturing and Chooses CAM as the New Manufac-
turer 

 In the summer of 2008, Lakewood made the 
strategic decision to outsource the manufacturing of 
certain of its products, including the Lakewood Box 
Fans. Stipulated Facts, ¶ 5. At the time, Lakewood 
was losing half a million dollars each month from 
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manufacturing the Lakewood Box Fans. Barron, 
p. 122. Lakewood had serious discussions with at least 
three potential manufacturers, including CAM. Id. 

 CAM reviewed Lakewood’s building materials 
and costs, as well as the labor component of manufac-
turing the box fans. It observed production at Lake-
wood’s plant. Skinner, p. 195. 

 Eventually, Lakewood selected CAM to manufac-
ture 20 inch box fans at a cost to Lakewood of $7.19 
per fan. Stipulated Facts, ¶ 5; Skinner, pp. 195-196. 
Several people were involved in determining the price 
such that CAM would be paid “cost plus profit margin 
that would still come in [low] enough to leave a profit 
margin for Lakewood.” Barron, p. 129, lines 10-12. 

 In 2008, manufacturers were selling box fans to 
retailers in a price range between $11.90 and $12.25. 
Martin, p. 271. The price at which these retailers sold 
fans to the public was between $14.99 and $19.99, 
depending on the retailer. Martin, p. 275. The year 
2008 “was the strongest year on record for the fan 
category.” Martin, p. 271, lines 24-25. 

 Lakewood chose CAM because it had the capacity 
to manufacture over a million box fans in a year. 
Barron, pp. 122-123. Lakewood projected that CAM 
would manufacture approximately 1.2 million box 
fans during this first year. Barron, pp. 126-127. 

 The parties agreed that Lakewood would supply 
the motor and cord set at no cost to CAM, while CAM 
would provide all other raw materials and all of the 
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labor. For $7.19 per fan plus the motor and cord set, 
Lakewood would receive “a box fan ready to ship to 
their customers, packaged and on the slip sheet. So it 
would load right into the trucks, and it would be 
ready to ship.” Skinner, p. 196, lines 5-8. 

 CAM believed that this arrangement was a good 
business decision because while box fan production is 
a labor-intensive, seasonal business, it is a manufac-
turing business that is likely to stay within the 
United States and its construction is not highly 
sophisticated. Herman, pp. 34-36. 

 Each and every one of the Lakewood-branded 20" 
box fans, made or sold by CAM read on, or was cov-
ered by, at least one valid claim of each of the Lake-
wood Patents and bore the Lakewood Trademark. 
Stipulated Facts, ¶ 4. 

 
CAM Prepares For Production and Begins Manufac-
turing Lakewood Box Fans 

 In connection with Lakewood’s decision to out-
source the manufacturing of its 20 inch box fans, 
certain Lakewood manufacturing equipment was 
moved to CAM’s facilities, along with the transfer of 
the designs, specifications, packaging designs and 
other information necessary for CAM to make  
Lakewood-branded 20 inch box fans for Lakewood. 
Lakewood also transferred to CAM parts and mate-
rials used in the manufacture and packaging of 20 
inch box fans. Stipulated Facts, ¶ 6. 
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 Lakewood sent “some of the line guys over there 
to get the equipment back up and running on their 
facility. The engineering guys went over there, and 
quality control, to make sure that the product was 
being made to the specifications.” Barron, p. 125, line 
23 – p. 126, line 2. 

 In order to accommodate the Lakewood equip-
ment and manufacturing requirements, CAM changed 
the entire layout of its facility. “[W]e had to lay out 
new air lines, we had to lay out electrical lines. We 
had to . . . buy new equipment, which included mold-
ing machines, which included material-handling ap-
paratus. We had to hire new workers. It was quite 
involved.” Herman, p. 38, lines 4-9; Skinner, p. 197. 
CAM also hired new employees for the assembly line, 
and conducted training. Skinner, p. 198. 

 Box fans are a seasonal product; retailers want 
them in the stores in early to mid-spring. Manufac-
turers must ship the box fans starting in November 
and continue shipping through late spring. Skinner, 
p. 205. Retailers generally make commitments in 
August or September of the previous year for the box 
fans they intend to sell the next spring. Martin, 
p. 263. 

 Consequently, Lakewood told CAM that it should 
be a month ahead in all of its box fan production. 
With this in mind, CAM “invest[ed] in at least 60 
days’ inventory of all the parts that were needed. . . . 
[W]ith all the investment in the parts and all the 
infrastructure changes we had to make, I’m guessing 
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[the total commitment was] around a million dollars, 
or a little over a million dollars.” Herman, p. 38, lines 
14-15 and 19-22. Approximately half of that cost was 
attributable to installing and purchasing the manu-
facturing equipment, while the other half was 60 
days’ worth of materials and product to produce box 
fans. Most of those materials and product were used 
in the production of Lakewood Box Fans, and the 
material-handling apparatus is still being used for 
the manufacture of CAM’s own fan line. Herman, p. 
93. 

 Lakewood issued a purchase order to CAM on 
September 4, 2008, for 20,000 box fans. DX 16. Of 
those fans, 10,000 were manufactured solely from 
materials (“the front grille, the rear grille, the 
blades”) that Lakewood had left over from last sea-
son. Skinner, p. 203, lines 22-23. The other half of the 
order was manufactured according to the arrange-
ment worked out by the parties – Lakewood supplied 
the motor and cord set, and CAM supplied the re-
maining materials and the labor. Skinner, p. 204. 

 In September and October, 2008, CAM manufac-
tured an initial batch of approximately 88,520 20" box 
fans. Lakewood purchased 60,760 of these fans dur-
ing September and October. Stipulated Facts, ¶ 7. 
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 On October 17, 2008, at CAM’s request, Lake-
wood issued two purchase orders to CAM for 20" inch 
box fans on the following schedule: 

November 2008 3,640 

December 2008 20,280 

January 2009 24,440 

February 2009 67,600 

March 2009 96,720 

April 2009 234,000 

 DX 17; Barron, p. 155. Skinner understood that 
the purchase orders “formalized” the quantities that 
Lakewood wanted. Skinner, p. 244, line 12. 

 Two separate purchase orders were issued to 
CAM in order to distinguish fans to be produced for 
Wal-Mart from those produced for every other retailer. 
Skinner, page 206. The purchase orders indicate that 
final terms are “TBD” or “to be determined.” Barron 
explained that TBD is on the purchase orders because 
“this happens to be a canned form that comes out of 
QuickBooks, and, therefore, there is a box that says, 
final terms to be determined.” Barron, p. 156, lines 
23-25. 

 In November, 2008, CAM manufactured 47,920 
additional 20" box fans. Lakewood did not purchase 
any fans from CAM during the month of November, 
2008. Stipulated Facts, ¶ 8. 
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CAM and Lakewood Negotiate the Supply Agreement 

 CAM was concerned about the state of Lake-
wood’s finances. CAM insured all of its receivables, 
but eventually, its insurance carrier notified CAM 
that the carrier would not insure Lakewood’s receiv-
ables. 

 And at that point, we had to have some 
of our instrument [sic] to protect ourselves. I 
was not going to make that kind of invest-
ment in this product without having some 
sort of protection. 

 Q: From your perspective, what was the 
primary purpose of the Supply Agreement? 

 A: Well, the primary purpose was to 
protect – we’re getting involved in this huge 
operation that’s going to require us to fulfill 
all these – this level of production for these 
box fans, and I wanted to make sure that I 
wasn’t going to be left holding the bag at the 
end of it. I wanted to make sure that I was 
going to get paid for these fans. 

 Herman, p. 40, lines 8-20. See Skinner, pp. 212-
213. CAM considered taking a security interest, but 
determined that negotiating a supply agreement with 
Lakewood would be the “best option.” Herman, p. 89. 

 Skinner at CAM and Bernadette Barron, who 
was the CFO at Lakewood, worked together to develop 
the agreement. Skinner, p. 138 and pp. 211-212. 
Barron is a turnaround professional who was em-
ployed at Morris Anderson. Lakewood retained Morris 
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Anderson, and Barron joined Lakewood as its chief 
financial officer in late December 2007. Barron, p. 115. 
Barron wrote the first draft of the Supply Agreement, 
and negotiated with Herman, Skinner and CAM’s 
attorney, Bruce Waldman. Barron, pp. 130-131. 

 Barron agreed that it was reasonable to have 
such an agreement in place to protect CAM, because 
CAM was making product for a financially troubled 
company. “[I]f Lakewood was not able to buy that 
product, [CAM] needed some assurance that they 
were not that money out of pocket.” Barron, p. 136, 
lines 7-10; DX 3. She talked about this issue with 
various individuals at Lakewood, including Ken Yee 
(head of engineering), Scott Jackson (head of sales), 
John Hitchcock (controller) and Chris Kraus (partial 
owner). All agreed that CAM should be given the 
protection it was requesting – the ability to sell box 
fans produced for Lakewood but which Lakewood did 
not purchase. Barron, pp. 137-138; DX 4. 

 Barron emailed CEO Ross for his opinion, and he 
agreed with the consensus reached by the other 
Lakewood employees and owner. Barron, p. 139. To 
avoid leaving CAM with a huge inventory of fans that 
it could not sell because of the Lakewood trademark, 
“it was agreed that they could, therefore, turn around 
and sell the product that they had on hand to either 
our [Lakewood’s] customers or to any other source so 
that they could get their money back.” Barron, p. 149, 
lines 15-18; DX 3 (“[CAM] wants an agreement they 
can liquidate their Lakewood inventory in the event 
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there is left over inventory at the end of the season 
(or when we crash)”.). 

 Exhibit A to the Supply Agreement is a month by 
month forecast of the 20" box fans that Lakewood 
wanted CAM to manufacture. This forecast required 
CAM to manufacture hundreds of thousands more 
Lakewood Box Fans, over a longer period of time, 
than specified in the October 17 purchase order: 

December 2008 20,280 20" Box Fans 

January 2009 24,440 20" Box Fans 

February 2009 119,600 20" Box Fans 

March 2009 100,360 20" Box Fans 

April 2009 230,880 20" Box Fans 

May 2009 372,320 20" Box Fans 

June 2009 239,800 20" Box Fans 

July 2009 74,880 20" Box Fans 

August 2009 42,640 20" Box Fans 

 PX 1 and DX 1. 

 In the event Lakewood could not purchase the 
already-manufactured Lakewood Box Fans, or left 
CAM holding raw materials, CAM wanted to “be able 
to produce the fans from the raw material that [it] 
had, and then be able to sell the fans with a license, 
with a broad license.” Skinner, p. 215, lines 15-18. 

 Herman intended to protect CAM with an 
agreement that “allow[ed] us to produce fans for the 
forecast. In the event that Lakewood would not be 
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able to pay for those fans, that we would be able to 
take those fans out to the market and sell them to 
third parties . . . [I]f, in fact, Lakewood did not pur-
chase the fans within 30 days of [the end of the 
forecasted month], then we were allowed to sell that 
portion of the forecasted amount to third parties.” 
Herman, p. 42, lines 6-10 and 14-17. 

 Barron’s understanding of CAM’s intent in put-
ting this agreement in place was the same. “The 
agreement does not say that, but, yes. At the time, I 
would have thought that [CAM] could complete what 
they had in hand, because the purpose was that they 
would not be out of cash as a result of making the 
fans for us.” Barron, p. 151, lines 8-12. See Barron, 
p. 153, lines 2-5 (“[T]o the extent that they had mo-
tors on site, even though they continued to belong to 
Lakewood, my assumption would be that I was grant-
ing them the right to finish making out that line.”); 
and p. 160, lines 11-14 (“[I]t is foreseeable that [CAM] 
might have had a couple of hundred thousand on 
hand if they had had enough time to build up to what 
we wanted in April and May.”). 

 Skinner worked across the table from Barron in 
drafting the Supply Agreement, and his reading of 
the Supply Agreement is the same as Herman’s and 
Barron’s. “The most important part of this particular 
[provision] was to give us a license. Since we were 
producing a Lakewood product, it was critical for us 
to have a broad license to be able to take the raw 
materials that we had invested in to make a fan, and 
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then be able to sell that fan.” Skinner, page 222, lines 
10-15. 

 Barron did not expect CAM to terminate the 
Supply Agreement and begin selling to third parties if 
Lakewood did not purchase a certain month’s forecast 
just one time: 

 [L]et’s just say in December, we [Lake-
wood] were supposed to buy 20,280, and we 
did not buy that in December, we did not 
make up the quantity in January, okay, then, 
yes, they [CAM] would have had the right to 
terminate the agreement. 

 But if Lakewood was still in business, 
they would never have done that, because 
had they terminated the agreement, they 
would not be able to make the fans going 
forward that Lakewood would need. 

 And so, therefore, from a practical 
standpoint, even if we had not bought that 
specific amount, they would not have termi-
nated the agreement. But, technically, yes, 
they could have. 

 Barron, p. 166, line 17 – p. 167, line 5. 

 The term of the Supply Agreement was for only 
one year, but the parties had “a lot of discussions 
about having a longer-term agreement. And we [at 
CAM] were led to believe by the people at Lakewood 
that there would be no reason not to continue it, as 
long as we met our obligations, but they did not want 
to put it in this agreement.” Herman, p. 48, lines 
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8-13. CAM hoped that this arrangement would last 
more than one year, “because we were making a lot of 
investment to set this up. There was a lot of – the 
installation of equipment, electrical parts, all entailed 
to get up and running. There was a lot of one-time 
costs to get started that we were hoping as time went 
on we wouldn’t have those costs.” Skinner, p. 199, 
lines 14-20. Lakewood also “intended it to be a longer-
term relationship.” Barron, p. 141, lines 10-11. 

 Barron agreed that the intent of the Supply 
Agreement was, in part, to allow CAM to recoup its 
startup costs if Lakewood failed to buy the forecasted 
fans and if CAM had product on hand to sell: 

The intent was that CAM should not have 
been out of pocket because they agreed to 
supply a financially cash-strapped company. 

 So to the extent that they had paid mon-
ey out to get their facility up and running, 
and they had not made that money back 
through the profits of the product that they 
had sold to Lakewood, then, yes. I would 
have said that that was part of the cash that 
the intent was for them to recoup. 

 Barron, p. 174, line 19 – p. 175, line 2. 

 Despite the existence of the Supply Agreement, 
the partnership with Lakewood was not a profitable 
venture for CAM. Herman, p. 70. 
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Fans That Were Already in Inventory When the Agree-
ment was Signed 

 At the time CAM entered into the Supply Agree-
ment, it had 70,637 completed 20" box fans (the “2008 
Fans”) already in inventory. Lakewood and CAM 
intended for the 2008 Fans to be covered by the 
Supply Agreement. Herman, p. 44, lines 16-19; see 
Barron, pp. 145, line 22 – p. 146, line 2 (“yes, it would 
be covered under this, but it wasn’t something that 
would have been separately discussed”) and p. 159, 
line 22 – p. 160, line 1 (“[C]learly, they had some on 
hand that would be included in these sales, especially 
since this wasn’t even signed until December 17th, 
and they had already made deliveries to Lakewood 
for December.”). 

 Although the Supply Agreement was signed in 
mid-December 2008, the forecast contained fan re-
quirements for December 2008 and January 2009. 
CAM needed to manufacture fans well before the 
month in which their need was forecast “in order to 
make sure [CAM] had enough finished goods to hit 
the peak season.” Skinner, p. 221, lines 7-8. Section 
B(3) of the Supply Agreement gave CAM the right to 
manufacture product in advance so that CAM could 
build up its inventory levels to meet the forecast. 
Skinner, p. 220; Barron, p. 147. 

 Lakewood recognized that “CAM’s facility was 
not large enough to make the high-quantity months, 
for instance, in the month before, and so for – there-
fore, they determined their own schedule for when 
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they were going to make the product so that it would 
be available when we needed it to sell.” Barron, 
p. 127, lines 13-18. It was important to produce the 
fans well in advance of the forecast, “[s]o in case 
customers took fans ahead of schedule, or in case 
their volume increased, that [Lakewood] would be 
able to react.” Skinner, p. 202, lines 7-9. 

 
Obligations Under the Supply Agreement 

 The Supply Agreement provided that if: 

[CAM] is not in default hereunder, Lakewood 
agrees to order all of its actual requirements 
for the Product, up to the amounts set forth 
in the forecast, from [CAM] and not from any 
other supplier or source. 

 PX 1 and DX 1, Paragraph A(1). 

 CAM “wanted to make sure that . . . [Lakewood] 
all of a sudden mid-season didn’t purchase from 
someone else, or have some reason not to buy from us. 
We wanted to make sure all of their actual require-
ments were purchased from us since we were pro-
ducing to their forecast.” Skinner, p. 217, lines 15 and 
17-21; Barron, p. 142. 

 CAM is obligated, however, to manufacture 
according to the forecast in Exhibit A: 

Supplier shall manufacture, sell and ship 
product to Lakewood or Lakewood’s customer 
in accordance with this Agreement and Lake-
wood’s future Purchase Orders consistent 
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with this Agreement. Lakewood’s forecast of 
its requirements for the Product (“Forecasted 
Products”) is attached hereto as Exhibit A. 

 PX 1 and DX 1, Paragraph A(1). 

 Barron explained why CAM was under this 
obligation: 

Wal-Mart, who was our largest customer, did 
not do purchase orders. They would merely 
give you an indication of what they thought 
they might buy, and other customers did the 
same. And even those customers that would 
give us a purchase order could obviously 
change the purchase order as they got 
through the season. 

So there was no way that we would know 
ahead of time actual need until it had actual-
ly transpired. 

 Barron, p. 143, lines 18-25 – p. 144, lines 1-2. 

 Herman agreed that this particular product could 
not be manufactured to an “actual requirements” 
standard: 

[A]s a manufacturer, you need to gain some 
efficiencies, and the only way we could do it 
is to run it the way we have it laid out. . . . To 
put that kind of investment into doing actu-
al, where one month it’s this, it’s that, you 
cannot – you can’t create an efficient flow of 
product and still expect to be able to hit the 
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stores with the amount that they are re-
quired to. 

 Herman, p. 45, lines 19-21; p. 46, lines 1-5. 

 CAM was “told to focus strictly on this forecast, 
and it was our responsibility to make sure that we 
produced ahead of the forecast. So whatever the sales 
were on their end, we were told strictly focus on the 
forecast, make to the forecast.” Skinner, p. 201, lines 
19-24. CAM could not unilaterally decide that Lake-
wood did not need more fans “and, therefore, stop 
making them. . . . They had to make what we re-
quested.” Barron, p. 144, lines 22-24. 

 
Rain Guard Fans 

 The forecast is not separated into 101NS fans 
and Rain Guard fans, but requires only the manufac-
ture of 20" box fans. “There were two styles of 20-inch 
box fans . . . [CAM] made both of them at one point or 
another. . . . There is a 101 NS, which is a 20-inch box 
fan, and there’s an R225, which is a premium style 20-
inch box fan.” Skinner, p. 136, lines 20-21 and lines 
24-25; p. 137, lines 2-4. Both the 101NS and the Rain 
Guard are 20" box fans. See Stipulated Facts ¶ 2. 

 The parties’ understanding was that Lakewood 
wanted CAM to manufacture Rain Guard fans. Bar-
ron, p. 125. At the time the agreement was signed, 
however, Lakewood didn’t know how many or when 
they would be needed. The number of fans in the 
forecast that would need to be Rain Guard fans would 
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be communicated at a later date. Skinner, p. 175; 
pp. 200-201; p. 219; and p. 242; Barron, p. 147, lines 
2-3 (“the Rain Guard would have been covered under 
this agreement”); and pp. 158-159. CAM understood 
that Rain Guard fans would be a very small portion of 
Lakewood’s purchases. Herman, pp. 86-87. 

 As early as November 6, 2008 and as late as 
February 11, 2009, Lakewood requested that CAM 
manufacture Rain Guard fans for at least one Lake-
wood customer, and Lakewood provided CAM with 
materials, specifications and information necessary 
for CAM to manufacture these Rain Guard fans. 
Stipulated Facts, ¶ 12. On February 3, 2009, Lake-
wood provided CAM with a revised forecast that 
separated out the number of Rain Guard fans. DX 21; 
Skinner, pp. 239-240. 

 CAM did not manufacture any Rain Guard fans 
until June 2009. Skinner, p. 246. 

 
Supplying the Raw Materials 

 The Supply Agreement also memorialized in 
writing the agreement that Lakewood was to supply 
the motors and the cord sets, and that CAM would 
provide all the other raw materials. PX 1 and DX 1, 
Paragraph A(2) (“Lakewood shall supply all motors 
and cord sets needed for the Product at no cost to 
[CAM]. [CAM] shall secure and provide all other 
needed materials and labor.”). See Barron, p. 152, 
lines 17-20 (“[A]t the time this agreement was writ-
ten, it was assumed that we [Lakewood] were supply-
ing the motors and cord sets, which is the expensive 
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parts.”). See Barron, p. 171, line 25 – p. 172, line 4 
(“So to the extent that they had bought motors and 
cord sets from us because we [Lakewood] were cash 
poor, it would have been my intent that they could 
have taken those motors and cord sets and finished 
out that particular run.”). See Skinner, p. 233, lines 
13-16 (“[A]ny and all would be including raw materi-
als and the finished goods. So raw materials to pro-
duce a fan, plus all the finished-good fans that will be 
on the floor.”). The Supply Agreement also included 
“any parts that were used to execute this ultimate 
forecast.” Herman, p. 44, lines 24-25. 

 
CAM Begins Manufacturing Under the Supply Agree-
ment 

 CAM and Lakewood entered into the Supply 
Agreement on December 17, 2008. CAM did not 
manufacture any additional 20" box fans in December 
2008, although Lakewood purchased 4,960 20" box 
fans from CAM on December 16, 2008. Stipulated 
Facts, ¶¶ 9-11; DX 18. These fans were stored in 
space CAM rented from Lakewood at Lakewood’s 
facility. Skinner, p. 208; see Barron, p. 128. 

 During January 2009, CAM produced 55,040 20" 
box fans. At the end of January 2009, CAM held at 
least 125,677 20" box fans in inventory. Stipulated 
Facts, ¶ 19. 

 During February 2009, CAM produced an addi-
tional 96,220 20" box fans. At the end of February 
2009, CAM held at least 207,457 20" box fans in 
inventory. Stipulated Facts, ¶ 20. 
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 On February 3, 2009, the purchasing manager 
for Lakewood sent an email to Skinner, revising the 
forecast originally attached to the Supply Agreement. 
DX 21; Skinner, p. 228. This revised forecast separated 
out fans to be produced for Wal-Mart from fans to be 
produced for all other retailers. It also described, for 
the first time, the forecasted amounts of Rain Guard 
fans. Skinner, p. 239. In response to this revised 
forecast, CAM made changes to its internal produc-
tion plan. Skinner, pp. 229-231; DX 22. 

 On or about February 19, 2009, CAM and Lake-
wood entered into a barter transaction pursuant to 
which Lakewood gave CAM 45,360 motors in ex-
change for 14,469 20" box fans. Stipulated Facts, 
¶ 23.2 The bill of sale for that transaction provides: 

Lakewood agrees that CAM shall be fully au-
thorized to use and/or sell any and all of said 
Motors at any time hereafter, and as to any 
of the Motors containing Lakewood’s name or 
mark thereon, Lakewood hereby grants an 
unconditional irrevocable license to CAM to 
sell said Motors separately and not as part of 
fans, to any customer whatsoever, or to use 
said Motors by incorporating them into fans. 

 DX 6. See Barron, pp. 175-177; Marshall, pp. 8-9. 

 
 2 Stipulated Fact ¶ 23 states that the number of fans in the 
barter transaction was 14,440. The bill of sale at DX 6 indicates 
that the number was 14,469. The difference is immaterial, but 
noted here for completion and accuracy. 
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 Other than this transaction, Lakewood acquired 
no 20" box fans from CAM after December 17, 2008. 
Stipulated Facts, ¶ 24. 

 On February 19, 2009, an involuntary bank-
ruptcy petition was filed against Lakewood. CAM was 
aware of this petition within days of its filing. Stipu-
lated Facts, ¶ 22. Once CAM knew that Lakewood 
was insolvent, it no longer expected Lakewood to 
purchase box fans, “[u]nless they got some infusion of 
capital.” Herman, p. 102, lines 14. 

 
CAM Attempts to Acquire Lakewood, and at the Same 
Time Begins Setting Up Its Own Box Fan Company 

 In late December 2008, a meeting took place 
among Herman, Skinner and Lakewood’s CEO, 
James Ross. Ross came to CAM’s manufacturing 
facility, told Herman and Skinner that Lakewood was 
having trouble paying for the motors it had ordered, 
and asked if CAM would be interested in investing in 
Lakewood. CAM was interested. Herman, pp. 48-49. 

 For the same reasons that he wanted to manu-
facture fans, Herman believed that 

[a]ctually owning the product was very intri-
guing, and so we pursued that vigorously. We 
met with them at their facility. We did our 
due diligence to – we looked at the balance 
sheet; we looked at their liabilities; we 
looked at not only their trade liabilities, but  
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their insurance liabilities; we looked at their 
sales. And we ultimately made an offer. 

 Herman, p. 49, lines 8-15. 

 This process, resulting in an offer to purchase 
stock, took about six weeks. Lakewood’s board of 
directors turned down the offer. Barron, p. 173. 

 After the bankruptcy filing, CAM followed two 
parallel paths. On the one hand, it pursued the pos-
sibility of purchasing Lakewood. CAM “approached 
the trustee to try to buy the assets of Lakewood to 
ultimately secure that and potentially become Lake-
wood.” Herman, p. 55, lines 4-6. Eventually CAM was 
the stalking horse bidder at the bankruptcy auction 
for Lakewood’s assets, extending a bid in the amount 
of $1,791,175.50 to purchase Lakewood’s operating 
assets. See Stipulated Facts, ¶ 32. 

 CAM’s other path was setting itself up as a fan 
company, without purchasing the Lakewood name 
and materials. “We were confident that we were pro-
ficient at producing these box fans now. We had the 
knowledge and the skill set, and we were going to 
take a new path.” Herman, p. 52, lines 6-9. 

 As early as February 26, 2009, CAM began 
exploring opportunities to sell 20" box fans to indi-
viduals and entities other than Lakewood. Stipulated 
Facts, ¶ 25; Herman, pp. 53-54; Skinner, p. 159. 
Although it initially sold box fans under the Lake-
wood brand, CAM’s “belief was that at a certain price 
level, people don’t care what brand is on there, 
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whether it says Lakewood or whether it says any-
thing else.” Herman, p. 104, lines 12-15. This is not a 
universal belief. “Brand is important to how anything 
sells,” including box fans. Martin, p. 268, lines 11-12. 
“If two products are on the shelf with the exact same 
price, the brand the consumer recognizes or trusts 
will win that purchase.” Martin, p. 268, lines 21-24. 

 Almost immediately after the involuntary peti-
tion was filed, the manufacturers’ representatives 
who had been dealing with Lakewood approached 
CAM about selling fans to their customer base. Her-
man, p. 54. CAM did not share this information with 
Chapter 7 Trustee Szilagyi or with Wells Fargo Bank, 
Lakewood’s largest creditor. Herman, p. 85. 

 Martin explained the crucial role of a manufac-
turer’s representative in the relationship between a 
manufacturer and a retailer: 

 A manufacturer’s representative is a 
representative, a person, a salesperson that 
either has sought us out or we have sought 
out because of their relationship with a key 
account, whether it be a Lowe’s, or a Home 
Depot, or Menard’s, for instance. That person 
will have a relationship with them, and then 
come and broker, if you will, or sell our prod-
ucts for us. . . . Having a manufacturer’s rep 
is critical for the cost equation, obviously, be-
cause you can’t – we can’t, as an organiza-
tion, you know, want to afford to carry that 
many 40 plus salespeople that are on the 
streets. So we hire rep groups to go out and 
solicit this business, and we pay them a  
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percent of what they sell. That way we’re not 
carrying the overheads of salaries. . . . [T]hey 
provide relationships. Relationships are crit-
ical in any selling process. . . . Manufacturer 
representatives will normally sell many dif-
ferent product lines. So, for instance, if 
they’re selling to Lowe’s, this particular 
manufacturer’s rep may carry fans from JCS, 
and toothbrushes from another manufac-
turer, and Solo cups from Solo. So because 
they’re a stop shop or a – not a one stop, but 
they carry a broad array of products, they’re 
important to that retailer. And so it gives 
them that single line of communication. And, 
obviously, over the years, they form that 
trust with that representative. 

 Martin, p. 264, lines 15-22; p. 265, lines 1-8, 11-
12 and 20-25; p. 266, lines 1-5 (questions omitted). 

 Jeff Warner was the manufacturer’s representa-
tive for Sears/Kmart. A week after the involuntary 
filing, he sent a document to Skinner so that they 
could explore what might be done to protect Sears/ 
Kmart, to explore CAM’s options, and to deal with 
open items going forward. Skinner, pp. 162-165; PX 
48. Warner indicated that Sears wanted to buy 50,000 
Rain Guard fans. CAM did not share this document 
with the Trustee, who would not be appointed until 
approximately two weeks later. Skinner, pp. 166-167; 
PX 48. This was “a very fluid situation. It was a 
situation that we had not encountered before. We 
were exploring our options.” Skinner, p. 168, line 25 – 
p. 169, line 2. 
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 On March 10, 2009, CAM issued Purchase Order 
14591 in which it ordered 90,720 box fan motors 
bearing the Lakewood Trademark from Supreme 
Industrial Motor, Ltd. (the “SIM Motors”). DX 25. 
CAM received the SIM Motors after the Supply 
Agreement was rejected. Stipulated Facts, ¶ 27. It 
used these motors in its box fan production and sold 
those box fans to third parties. Marshall, pp. 9-11. 
CAM paid half of the balance due on March 11, 2009, 
and the other half on June 4, 2009. Marshall, pp. 24-
25. 

 CAM purchased 107,520 additional cord sets for 
use in 20" box fans by purchase orders issued on 
March 25, 2009 (35,000 cord sets) and April 27, 2009 
(72,520 cord sets). DX 26 and 27. Payment for these 
cord sets was made in full in the amount of $60,000 
on March 25, 2009. Stipulated Facts, ¶ 28; Marshall, 
pp. 13-15. Even though CAM paid for the entire order 
on March 25, a purchase order was issued that day 
for only 35,000 cord sets because that “was all that 
was available at the time.” Marshall, p. 16, lines 3-4. 

 By mid-March, CAM had hired a former Lake-
wood employee to help liquidate and sell both the box 
fans that it had in inventory and those box fans that 
it was producing from the raw materials on hand. 
Herman, p. 54; p. 61. 

 Before the end of March 2009, CAM sold 1,260 
box fans to Albertson’s. Herman, p. 57. 
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Szilagyi Briefly Operates Lakewood 

 An order for relief was entered in the Lakewood 
bankruptcy case on March 10, 2009, and Gregg 
Szilagyi was appointed as the Chapter 7 Trustee for 
Lakewood immediately afterward. Szilagyi, p. 47; In 
re Lakewood Eng’g. & Mfg. Co., Inc., 09 B 5320, 
Order for Relief, ECF No. 27 and Letter of Appoint-
ment, ECF No. 28. 

 In the middle of March, Szilagyi “sought court 
approval to operate the estate on a limited basis to 
sell off the finished goods inventory, the heater and 
fan inventory, and to collect accounts receivable and 
to continue to maintain the facilities of the company 
on an ongoing basis.” Szilagyi, p. 50, lines 2-7; Emer-
gency Motion of Trustee For Authority to Operate 
Business on a Limited Basis, Compromise Debtor’s 
Accounts Receivable, and Sell Inventory Subject to 
Security Interest of Wells Fargo Foothill, Inc., 09 B 
5320, ECF No. 34. His motion to do so was granted. 

 Szilagyi learned during his first week as trustee 
that Lakewood had a relationship with CAM, and 
that the Supply Agreement existed. Attorney Janice 
Alwin called him, indicated that she was representing 
CAM and advised Szilagyi that CAM had done some 
contract manufacturing. Alwin told Szilagyi “that 
there had been discussions with Lakewood about 
acquiring Lakewood’s assets or purchasing the com-
pany prior to the involuntary petition, and that 
[CAM] may have an interest in purchasing assets 
from the estate.” Szilagyi, p. 52, lines 8-13. Alwin did 
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not inform Szilagyi that CAM was currently manu-
facturing for Lakewood, and they did not discuss any 
fans that CAM had in inventory with the Lakewood 
brand. Szilagyi, p. 52. 

 Szilagyi eventually learned that CAM was still 
manufacturing Lakewood-branded box fans. He called 
Alwin to confirm this information, but she did not 
respond. Szilagyi, pp. 54-55. During the month of 
March, he had no conversations with CAM or Alwin 
about whether CAM would continue to manufacture 
fans for the Lakewood estate, whether Szilagyi would 
purchase fans from CAM, or any other discussions 
regarding a continued relationship between the 
parties. Szilagyi, pp. 55-56. 

 During March 2009, CAM manufactured an 
additional 109,300 20" box fans. Stipulated Facts, 
¶ 26. CAM manufactured these additional box fans 
because it believed the Supply Agreement allowed it 
to continue to produce fans in order to help recoup its 
investment. Szilagyi knew that this was CAM’s 
position. Szilagyi, p. 101. Also in March 2009, CAM 
sold Lakewood-branded box fans to Sears at a net 
invoice price of $12.29 per fan. Skinner, pp. 160-162; 
PX 51. 

 At the end of March 2009, CAM had approxi-
mately 315,477 Lakewood-branded box fans in inven-
tory. DX 7; Marshall, p. 28. 
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Szilagyi Rejects the Supply Agreement 

 Szilagyi filed a motion to reject the Supply 
Agreement on March 27, 2009 (the “Rejection Date”). 
Motion to Reject Executory Contract, 09 B 5320, ECF 
No. 63. He had determined that the Supply Agree-
ment was unnecessary “because we would have no 
further need for CAM to continue to manufacture 
fans.” Szilagyi, p. 61, lines 8-9. Additionally, he had 
little information about what CAM was doing, so he 
“thought the prudent thing to do would be to reject 
the agreement,” especially since the Supply Agree-
ment might impact negatively on his prospects for 
selling Lakewood’s operating assets. Szilagyi, p. 61, 
lines 15-16; p. 64. 

 Szilagyi was concerned: 

that CAM was continuing to manufacture 
fans to put out into the marketplace, that I 
didn’t have any control over that process, 
and wasn’t quite sure what was going to 
happen with those fans or the brand. . . . I 
understood at that point that the Lakewood 
name and its intellectual property were as-
sets of the estate, and I was concerned that, 
you know, any activities beyond what had 
been proscribed [sic] by the supply agree-
ment might hurt the brand, might confuse 
the marketplace about who was manufactur-
ing the fans, who was allowed to sell them, 
and what the implications of that might be. 

 Szilagyi, p. 61, line 23 – p. 62, line 3 and p. 62, 
lines 5-12. 
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 CAM did not file a written objection to the mo-
tion to reject, and Szilagyi had no conversations with 
CAM or its counsel prior to the hearing to discuss the 
motion. Szilagyi, p. 60. One of CAM’s attorneys, 
William Barrett, appeared at the hearing to ask for 
clarification regarding the effect of the rejection. Id. 

 
Szilagyi Begins Selling Box Fans 

 Starting at the end of March 2009, Szilagyi 
began selling Lakewood’s inventory. He had a 27 page 
inventory of Lakewood’s assets and he hired certain 
former Lakewood employees to assist in the sale of 
these products to both existing customers as well as 
any interested parties. PX 72; Szilagyi, p. 72. The 
orders that were open at the time of the bankruptcy 
filing never materialized, because “the customers who 
had placed orders had looked elsewhere or had specif-
ically indicated to us that they were not interested in 
completing those sales.” Szilagyi, p. 78, lines 21-24. 

 Szilagyi gave the sales staff a floor price, and he 
“was aware of all of the sales as they were happening, 
and the various communications that were taking 
place with customers who were understandably 
nervous about dealing with a company that was no 
longer in business.” Szilagyi, p. 72, lines 23 – p. 73, 
line 3. For the box fans, the floor price was 80% of 
cost. Szilagyi, p. 73. All of the box fan sales were 
above the floor price. Szilagyi, p. 117; see PX 38. 

 Szilagyi suspected that CAM was selling box fans 
at the same time, and he felt that his sales efforts 
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were being hampered by the “information out in the 
marketplace about what we were doing and not doing 
and what our competitors were doing.” Szilagyi, p. 75 
and p. 79, lines 12-14. 

 Szilagyi learned from several different appraisers 
during the first week of April 2009 that CAM was still 
manufacturing Lakewood-branded box fans. Szilagyi, 
pp. 64-66. He called Alwin to find out what was going 
on, and when there was no satisfactory response, 
Szilagyi sent a cease-and-desist letter. Szilagyi, p. 66; 
PX 47. 

 
Commencement of This Litigation 

 The parties began discussions about CAM pur-
chasing Lakewood’s assets. Szilagyi, p. 82. Mean-
while, Szilagyi and Wells Fargo filed this adversary 
proceeding, seeking a temporary restraining order 
against CAM. Szilagyi, pp. 84-85; PX 92. The court 
denied the request for a TRO. Order (I) Denying 
Trustee’s Emergency Motion for Temporary Restrain-
ing Order; (II) Granting Preliminary Injunction 
Hearing and Setting Related Discovery Schedule, 09 
A 341, ECF No. 8. A hearing was set on Plaintiffs’ 
request for a preliminary injunction, and discovery 
commenced. Id. 

 CAM eventually filed a motion to withdraw the 
reference, and moved to stay this litigation while the 
motion to withdraw the reference was being decided. 
Motion of CAM LLC to Stay Proceedings Pending 
Determination of Motion for Withdrawal of the  
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Reference, 09 A 341, ECF No. 65. This court entered 
an order on September 24, 2009, staying the litiga-
tion, although not discovery, and prohibiting CAM 
from manufacturing or selling any Lakewood-branded 
box fans. CAM was authorized to complete delivery of 
any fans that it had already manufactured and sold. 
Order Granting in Part the Motion of CAM LLC to 
Stay Proceedings Pending Determination of Motion 
for Withdrawal of the Reference, 09 A 341, ECF 
No. 79. 

 
Szilagyi Sells Lakewood’s Operating Assets at Auction 

 Szilagyi eventually determined that the best 
course of action was to sell Lakewood’s operating 
assets through an auction process. CAM was the 
stalking horse bidder, a useful device in bankruptcy 
auctions because “it, essentially, makes a market for 
the assets. It draws in other potential bidders, and it 
sets a floor for the price.” Szilagyi, p. 121, lines 15-17. 
Szilagyi and his attorneys had discussions with CAM 
about putting together the stalking horse bid. 
Szilagyi, pp. 121-122. 

 Three parties participated in the auction: CAM, 
Lasko and Jarden Consumer Solutions. The assets for 
sale included the portion of Lakewood’s fan-making 
equipment that was located at CAM’s manufacturing 
facility. Szilagyi, pp. 95-96. When Szilagyi and poten-
tial bidders toured CAM’s facility to see the equip-
ment, boxes were stacked in such a manner that 
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that [sic] they could not see beyond the Lakewood fan 
production line. Szilagyi, pp. 92-93 and 118. 

 Jarden decided to participate in the auction 
because Lakewood offered several positive attributes 
– brand awareness, channel differentiation, a good 
assortment of fans and U.S. manufacturing. Martin, 
pp. 9-10. Lakewood had more fan SKUs, or “store 
keeping units,” at desirable retailers than Jarden did. 
Martin, p. 57. It was Jarden’s intention, regardless of 
whether it acquired Lakewood, to expand its capacity 
in 2011 from 2 million to 4 million box fans. Martin, 
p. 53. 

 Although initially Jarden believed Lakewood’s 
heater category would complement Jarden’s, in the 
end it “turned into a fan acquisition, more so than a 
heater acquisition.” Martin, p. 26, lines 5-6. “It really 
became about the fan business and what it could do 
for [Jarden’s] fan category.” Martin, p. 15, lines 6-8. 

 The internal Jarden team valued the approxi-
mately 350,000 fans that CAM had already manufac-
tured at $3.5 million. Martin, p. 14. Jarden also 
assumed an 8% controllable operating margin, which 
would result in a $2.8 million profit on box fans. 
Martin, pp. 21-22. Jarden valued Lakewood’s assets – 
equipment, molds, dies, IP, relationships – between 
$8 million and $12 million, although it gave no value 
to Lakewood’s trademarks because they “couldn’t 
derive a tangible number fast enough for presenta-
tion to senior management.” DX 41 at p. 9; Martin, 
p. 30, lines 14-16. 
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 Of that $8 to $12 million figure, the 24 patents 
and patent applications comprising IP were valued at 
$500,000 by Jarden’s VP of finance, Scott Yales. DX 
41 at p. 9; Martin, p. 67 and p. 104 (characterizing 
Yales’ valuation of IP as a guess). When Jarden 
analyzes companies outside of bankruptcy to deter-
mine whether there is potential for an acquisition, 
the analysis generally takes four to six months. The 
analysis for the Lakewood acquisition was prepared 
in about four weeks. Martin, pp. 109-110. 

 Jarden entered the winning bid for Lakewood’s 
assets at the auction. Szilagyi, p. 89. It now sells fans 
under several different names: Lakewood, Patton, 
Holmes, Bionaire, Borg and Sunbeam. Martin, p. 270. 
Jarden did not hire any of Lakewood’s former sales 
personnel. Martin, p. 82. Jarden left Lakewood’s 
existing manufacturing at both Schiffmayer and 
Plaspros, but not at CAM. Martin, p. 112. 

 Szilagyi told Jarden prior to the auction that 
CAM was manufacturing and selling box fans, and 
that CAM took the position that the rejection of the 
Supply Agreement did not invalidate its license to do 
so. Szilagyi, pp. 101-102.3 Jarden also knew this 

 
 3 Martin testified that Jarden believed CAM had been told 
to stop manufacturing, and that Jarden had no knowledge that 
CAM was selling Lakewood Box Fans. Martin, p. 41. However, 
Martin also testified that his job with respect to the Lakewood 
acquisition was only “to pull together the market assessments, 
to see what the potential business opportunity was for JCS 
[Jarden] within – for the acquisition of Lakewood.” Martin, p. 11, 
lines 3-6. He was only one of a team of Jarden employees who 

(Continued on following page) 



App. 54 

proceeding was pending, Martin, p. 37, and that CAM 
had hired a former Lakewood VP of sales and market-
ing, Martin, p. 62 and DX 41 at p. 13. But CAM’s 
activities with respect to the Lakewood fans didn’t 
affect Jarden’s decision to bid; to Jarden, this was 
just finished goods inventory awaiting the results of 
the auction. Martin, p. 41. 

 Indeed, the Asset Purchase Agreement signed on 
June 8, 2009, by Szilagyi as chapter 7 trustee and by 
Jarden, contains a paragraph titled “CAM Provision.” 

Pursuant to the Court’s order approving 
CAM’s Emergency Motion Regarding Terms 
of Sale to Jarden entered on June 4, 2009, 
and to eliminate any conflict, as to CAM’s 
rights only, between the terms of the Bank-
ruptcy Court’s Approval Order (Order Ap-
proving Sale of Property of the Estate 
entered on May 29, 2009) [Docket No. 132] 
and this Agreement, the sale of all of the 
Debtor’s estate’s right, title and interest in 
and to the Acquired Assets is subject to the 
rights to manufacture and sell, if any, previ-
ously granted to CAM pursuant to that cer-
tain Supply Agreement dated December 17, 
2008 by and between CAM and Lakewood, 
which Supply Agreement was rejected by the 
Seller pursuant to the order entered by this 
Court on April 3, 2009, the extent, validity 
and continued existence of which rights, if 

 
put together the presentation made to Jarden management 
(which was admitted into evidence as DX 41). Martin, pp. 11-12. 
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any, shall be determined as part of the Ad-
versary Proceeding against CAM, assigned 
Adv. Pro. No. 09-00321 [sic]. 

 PX 67. 

 
Jarden’s Post-Auction Actions 

 Jarden decided to wait until fall 2011 (for retail 
sale in spring 2012) to bring Lakewood box fans back 
to the market. Martin, pp. 43-44. Among other rea-
sons, its engineering team had indicated that there 
were technical hurdles to Jarden’s ability to build 
Lakewood box fans, and recommended negotiating 
with CAM to produce box fans in the short run. DX 
41 at p. 12. Jarden is also “waiting for the current 
Lakewood-branded fans in the marketplace to get out 
of the marketplace.” Martin, p. 74, lines 1-3. There 
could be concerns about the degradation of the Lake-
wood brand if the box fans manufactured by CAM are 
faulty, Martin, p. 106, although no evidence was 
presented that Jarden had done any analysis to 
determine whether CAM’s actions impacted the 
Lakewood brand. Martin, p. 122. 

 Jarden currently is selling its Holmes box fan, 
and is using the Lakewood patent on the ring blade in 
that fan. Martin, p. 44 and p. 106. As of September 
2010, Jarden had not yet manufactured a Lakewood-
branded box fan. Martin, p. 73. Jarden could put 
a Lakewood nameplate on the Holmes box fan that 
is currently manufactured at a Jarden plant in 
Waynesboro, Mississippi within about six weeks. 
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Martin, p. 108 and p. 114. The excess capacity at the 
Waynesboro plant is between 400,000 and 600,000 
units within the selling season, and “upwards of a 
million” for the year. Martin, pp. 124 and 125, line 5. 

 
CAM After Rejection 

 On and after April 1, 2009, CAM manufactured 
108,984 20" box fans. Stipulated Facts, ¶ 37. Of that 
amount, 6,880 20" box fans were manufactured after 
CAM learned that it was not the winning bidder for 
Lakewood’s assets. Stipulated Facts, ¶ 39. All of these 
fans were sold to third parties, and not to Lakewood. 
Skinner, p. 171. 

 CAM calculated that it lost $272,102 on its sales 
of Lakewood-branded box fans to third parties. PX 14; 
Skinner, p. 185. 

 Of the nearly two dozen third parties who pur-
chased Lakewood box fans from CAM, only Sears had 
previously been a CAM customer. As of the date of the 
trial, at least eight of those companies are now pur-
chasing CAM Air box fans: Ace Hardware, Sears, 
Rural King, SuperValu, Albertsons, Fred Meyer, 
Rocket Imports and Schnucks. Skinner, p. 178. CAM 
Air is a company operated within CAM. Herman, p. 88. 

 Among the retailers to whom CAM sold Lakewood- 
branded box fans was Ace Hardware. Rich Neal at 
Ace and Scott Jackson at CAM exchanged a series of 
emails in July 2009. PX 21. This was near the end of 
the fan-selling season and the Supply Agreement was 
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due to expire on December 17, 2009. In other words, 
CAM was under pressure to liquidate its inventory. 
“[T]his is a seasonal, time-sensitive product. And if it 
doesn’t hit the market when it’s hot, then the value of 
it drops precipitously. And then, ultimately, you may 
have to carry it over into the next year. And because 
of the Supply Agreement. . . . I couldn’t carry these 
over into another year. I had to get rid of them.” 
Herman, p. 62, lines 6-11 and 13-14. 

 Jackson made an offer to sell Ace the fans at $9 
each, and Neal countered with $8.50. In response, 
Herman and Jackson attempted to get Neal to pur-
chase other types of fans from CAM Air, CAM’s new 
box fan company. PX 21. This is known as bundling 
(“take this SKU at this price at this volume, and we’ll 
give you this SKU at this price at this volume”). 
Martin, pp. 279 and 282, lines 21-23. 

 Jackson wrote, “As a Chicago-based manufacturer 
and supplier of fans, CAMAIR has a strong desire to 
become a strategic partner with ACE. We feel that 
there is a significant void with the departure of 
Lakewood and are confident that we are the company 
to fill this void.” PX 21. 

 It didn’t work. Ace bought the Lakewood-branded 
box fans at $8.50 each, without obligating itself to 
order anything further from CAM, and CAM took a 
loss of $340,836 on that sale. Herman, pp. 63-65; PX 
14; Skinner, p. 185. Just a few months later, however, 
Ace did make a commitment to order CAM Air fans. 
Skinner, pp. 182-185. 
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 After the Rejection Date, CAM continued to 
purchase parts and materials for use in making 
Lakewood box fans. In May 2009, CAM purchased 
over 100,000 pounds of raw plastic for use in the 
manufacture of 20" box fans. Stipulated Facts, ¶ 3 1; 
PX 22. 

 CAM also purchased motors that Lakewood had 
ordered, but for which Lakewood never paid the 
shipping costs. The motors were being held at the 
shipping company because of non-payment. Herman, 
p. 59, lines 8-9 (“They were held up in port because of 
lack of payment for the transit cost.”). CAM asked 
Szilagyi’s permission prior to agreeing to purchase 
those motors. Eventually, having determined that the 
motors had little “value to a company that was no 
longer manufacturing fans,” Szilagyi did not object to 
CAM paying the shipper approximately $70,000 and 
acquiring the motors. Szilagyi, p. 97, lines 15-16; 
Marshall, p. 11. Szilagyi did not know that the motors 
bore the Lakewood trademark, he did not have the 
ability to inspect the motors, and he never asked 
CAM whether the motors had the trademark on 
them. Id. at pp. 97, 119-120 and 128. 

 CAM never had the opportunity to use these 
motors, and still has them in its warehouse. Mar-
shall, pp. 11-12; Herman, p. 59; see Stipulated Facts, 
¶ 42. 

 CAM filed a proof of claim in Lakewood’s bank-
ruptcy case on May 20, 2009, asserting monetary 
damages in the amount of at least $3,023,474.00: 
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lost profits on the sale of the Forecasted 
Products (as defined [in] the Supply Agree-
ment) of no less than $1,400,000; 

the value of unused raw materials purchased 
by CAM in reliance on the Supply Agreement 
in an amount not less than $1,363,358; 

the value of CAM’s cost to install, repair, 
maintain, and improve the Equipment (as 
defined in the Supply Agreement) in an 
amount not less than $260,116; 

indemnification by [Lakewood] from and 
against all costs, losses, damages, and any 
liabilities as a result of CAM’s reliance on 
[Lakewood’s] rights in any intellectual prop-
erty as set forth in the Supply Agreement; 
and 

any other amounts due from [Lakewood] un-
der the Supply Agreement. 

 PX 11. 

 Between May 27, 2009 and June 16, 2009, CAM 
manufactured 16,641 Rain Guard box fans. The 
equipment CAM used to manufacture these Rain 
Guard box fans included equipment that was sold by 
the Trustee to Jarden in connection with the sale of 
Lakewood’s operating assets. Stipulated Facts, ¶ 38. 
These Rain Guard fans were sold between July and 
September 2009. Skinner, p. 175; PX 15. 

 CAM stopped manufacturing Lakewood-branded 
box fans in the middle of June 2009, when certain 
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necessary equipment was removed from its facility. 
Skinner, page 227. 

 As of July 20, 2009, CAM had $660,430.12 in raw 
material and inventory that would have been used to 
make Lakewood Box Fans. Skinner, p. 188. Of that 
amount, $290,116.60 was for a supply of WC2500 
motors, which are not used in the box fans described 
in the Supply Agreement. Id. CAM acquired these 
motors from Lakewood for $3.67 each “during the 
period of time that we were looking to try to acquire 
Lakewood. So in exchange for some collateral and 
some license rights on motors, we provided Lakewood 
with cash.” Skinner, p. 238, lines 16-19. 

 Between March 27, 2009 and October 31, 2009, 
CAM sold 429,348 Model 101-NS Lakewood-branded 
box fans to third parties, including all 108,984 20" 
box fans manufactured after rejection of the Supply 
Agreement. Stipulated Facts, ¶ 40. 

 In October 2009 – after the court had ordered 
CAM to stop selling Lakewood-branded box fans – 
CAM sold 310 box fans to Fred Meyer. Herman apol-
ogized in court for this “mistake.” Herman, pp. 66-67; 
Skinner, pp. 178-179; PX 18. 

 As of fall 2010, there are three participants in the 
domestic box fan market: CAM, Lasko and Jarden. 
Martin, p. 276. None of these manufacturers are 
selling Lakewood-branded box fans. Jarden chose 
“not to sell them under the Lakewood brand until the 
products that flooded the market have all gone away.” 
Martin, p. 277, lines 3-5. Jarden currently sells box 
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fans under the Holmes name, and has approximately 
one-sixth of the market. Martin, pp. 277-278. 

 
CONCLUSIONS OF LAW 

 When the parties executed the Supply Agreement 
in December 2008, they looked forward to a fruitful 
working relationship, envisioning CAM’s production 
of over 1.2 million Lakewood Box Fans for Lakewood 
to sell. Just over two months later, Lakewood found 
itself an alleged debtor in U.S. Bankruptcy Court. 
The Supply Agreement was rejected six weeks after 
the involuntary bankruptcy filing. 

 What CAM was left with after these events is the 
subject of this litigation. Plaintiffs contend that 
CAM’s license to use Lakewood’s patents and trade-
marks was limited and contingent, and at best at-
tached only to 44,720 Lakewood Box Fans. CAM 
contends that all Lakewood Box Fans it manufac-
tured and sold to third parties were covered by that 
license, and thus it did not violate any patent or 
trademark laws after the Supply Agreement was 
rejected. 

 At the heart of the parties’ dispute is the Supply 
Agreement, a three page, single spaced contract. 
Before determining the scope of CAM’s license and 
how it was affected by rejection, the court must 
decide a threshold issue: Is the Supply Agreement  
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clear and unambiguous? If it is, many of the out-
standing issues may be resolved merely by reading 
the contract. If it is ambiguous, however, the court 
must resort to consideration of extrinsic evidence. 

 
I. The Supply Agreement is Ambiguous. 

 The first issue is whether the Supply Agreement 
is clear and unambiguous. 

Traditional contract interpretation principles 
in Illinois require that[ ]  an agreement, 
when reduced to writing, must be presumed 
to speak the intention of the parties who 
signed it. It speaks for itself, and the inten-
tion with which it was executed must be de-
termined from the language used. It is not to 
be changed by extrinsic evidence. 

 Air Safety, Inc. v. Teachers Realty Corp., 185 
Ill.2d 457, 462, 236 Ill.Dec. 8, 706 N.E.2d 882 (1999) 
(quotation omitted). This is known as the “four cor-
ners” method of contract interpretation, and is the 
controlling approach under Illinois law. See Lease 
Mgmt. Equip. Corp. v. DFO P’ship, 392 Ill.App.3d 
678, 685-86, 331 Ill.Dec. 300, 910 N.E.2d 709 (1st 
Dist.2009). 

 “In applying this rule, a court initially looks to 
the language of a contract alone. If the language of 
the contract is facially unambiguous, then the con-
tract is interpreted by the trial court as a matter of 
law without the use of parol evidence.” Air Safety, 185 
Ill.2d at 462, 236 Ill.Dec. 8, 706 N.E.2d 882 (internal 



App. 63 

citations omitted). If, however, language in a contract 
is “reasonably or fairly susceptible to more than one 
construction,” it is ambiguous. Tishman Midwest 
Mgmt. Corp. v. Wayne Jarvis, Ltd., 146 Ill.App.3d 684, 
689, 102 Ill.Dec. 538, 500 N.E.2d 431 (1st Dist.1986) 
(citation omitted). If the language is ambiguous, then 
parol evidence may be admitted to resolve the ambi-
guity.4 

 
 4 Some Illinois appellate courts have applied a “provisional 
admission” approach to determining whether an ambiguity 
exists. “Under this method, an extrinsic ambiguity exists when 
someone who knows the context of the contract would know if 
the contract actually means something other than what it seems 
to mean.” Air Safety, 185 Ill.2d at 463, 236 Ill.Dec. 8, 706 N.E.2d 
882 (quotation omitted). 

In Air Safety, the Illinois Supreme Court declined to 
adopt the provisional admission approach because the 
contract under review contained an explicit integra-
tion clause. The court noted in a footnote, however, 
that it “expressly decline[d] to rule on whether the 
provisional admission approach may be applied to in-
terpret a contract which does not contain an integra-
tion clause until such case is squarely before the 
court.” Id. at 464, n.1, 236 Ill.Dec. 8, 706 N.E.2d 882. 
Subsequent Illinois Appellate Court decisions are not 
consistent on the question of whether the “provisional 
approach” may be applied. Compare Gassner v. 
Raynor Mfg. Co., 409 Ill.App.3d 995, 1007-10, 350 
Ill.Dec. 246, 948 N.E.2d 315 (2d Dist.2011) with 
Bright Horizons Children’s Ctrs., LLC v. Riverway 
Midwest II, LLC, 403 Ill.App.3d 234, 247-48, 341 
Ill.Dec. 883, 931 N.E.2d 780 (1st Dist.2010). This 
court acknowledges the conflict, but need not take a 
position on the issue as the Supply Agreement is am-
biguous under the “four corners” approach. 
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 This court will review only the language of the 
Supply Agreement in determining whether it contains 
an ambiguity. If it does, then extrinsic evidence will 
be considered in order to resolve that ambiguity. 

 In this case, there are four issues addressed by 
the Supply Agreement for which Plaintiffs argue that 
the Agreement is unambiguous and CAM argues 
otherwise: (1) does the license provided by the Supply 
Agreement extend to the fans that CAM manufac-
tured before the agreement was executed; (2) does 
that license extend to fans built after Lakewood had 
no further requirements; (3) does that license extend 
to manufacture of Rain Guard fans; and (4) was 
CAM’s remedy for breach limited to retaining Lake-
wood’s equipment? 

 
A. There is an Ambiguity as to whether 

the License Provided by the Supply 
Agreement Extends to the Fans CAM 
Manufactured before the Agreement 
Was Executed. 

 With regard to the first issue, Plaintiffs urge the 
court to focus on the following sentence in Section 
A(1) of the Supply Agreement: 

[CAM] shall manufacture, sell and ship 
Product to Lakewood or Lakewood’s cus-
tomer in accordance with this Agreement 
and Lakewood’s future Purchase Orders con-
sistent with this Agreement. Lakewood’s 
forecast of its requirements for the Product 
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(“Forecasted Products”) is attached hereto as 
Exhibit A. 

 This sentence begins with “Supplier shall manu-
facture,” implying that in the future, CAM will begin 
to make Lakewood box fans. As a result, argue Plain-
tiffs, the Supply Agreement could not reasonably be 
interpreted to extend the license to fans that CAM 
manufactured prior to December 17, 2008. 

 While this is a reasonable interpretation of that 
sentence, its apparent clarity is belied by the sen-
tence just above, in the introductory section of the 
Supply Agreement: 

[CAM] is an Illinois limited liability com-
pany, with offices at 4500 West 47th Street 
Chicago, IL. 60632. [CAM] manufactures fans 
and/or components and parts for fans as de-
scribed on Exhibit A attached hereto (“Prod-
uct”). 

 In this introductory section, the contract ac-
knowledges that CAM is already in the business of 
manufacturing fans and/or components and parts for 
fans, as described in the forecast of Lakewood’s future 
requirements, which is attached as Exhibit A. CAM is 
not just in the business of manufacturing fans – it is 
in the business of manufacturing the exact fans 
described in the exhibit to the Supply Agreement. It 
has already begun manufacturing Lakewood Box 
Fans. 

 Consequently, even if Section A(1) indicates that 
CAM will manufacture Lakewood Box Fans in the 
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future, the introductory paragraph indicates that 
CAM is already making Lakewood Box Fans. 

 This issue is further confused by the language of 
the contract at Section B(3). In defining a remedy for 
CAM, the parties wrote: 

It is expressly agreed that [CAM] shall not 
be obligated to return said Equipment to 
Lakewood unless and until Lakewood pur-
chases all Product which has been previously 
manufactured by Supplier as of the date that 
Supplier receives written notice from Lake-
wood requesting the return of the Equip-
ment. 

 The parties had agreed that certain equipment 
would be placed in CAM’s facilities. In the paragraph 
quoted above, the parties further agreed that CAM 
would not have to return the Equipment “until Lake-
wood purchases all Product” that CAM had “previously 
manufactured.” Does this language encompass the 
Lakewood Box Fans that CAM made prior to the 
execution of the Supply Agreement? Remember, the 
language of the contract in the introductory section 
indicated that CAM currently manufactures Product. 
What is the court to make of the requirement that 
Lakewood purchase “Product which has been previ-
ously manufactured?” 

 Moreover, the Supply Agreement contains an ad-
ditional ambiguity regarding the definition of Prod-
uct. In the introductory section, Product is defined 
as “fans and/or components and parts for fans as 
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described on Exhibit A.” But the second sentence of 
Section A(1), quoted above, states that Exhibit A is 
actually “Lakewood’s forecast of its requirements for 
the Product” and defines Exhibit A as “Forecasted 
Products.” 

 It is far from clear from the language of the 
Supply Agreement whether CAM was already manu-
facturing the Product, or even the Forecasted Prod-
ucts, as described in the introductory section, or 
whether the Supply Agreement meant to state that 
CAM would begin manufacturing the Forecasted 
Product after December 17, 2008. Both interpreta-
tions are reasonable. 

 Within the four corners of the Supply Agreement, 
there is an ambiguity as to whether the contract 
encompasses those Lakewood Box Fans manufac-
tured prior to its execution. The court must consider 
extrinsic evidence to resolve this issue. 

 
B. There is an Ambiguity as to whether 

the License Extends to the Fans CAM 
Manufactured after Lakewood Had No 
Further Requirements. 

 Plaintiffs argue that two sections of the Supply 
Agreement indicate that the Agreement only autho-
rized CAM to manufacture fans to satisfy Lakewood’s 
requirements: 

It is acknowledged that [CAM] may elect, in 
[CAM’s] sole discretion, to use said Equip-
ment to manufacture Product in advance and 
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prior to receiving purchase orders from 
Lakewood so as to build up an inventory to 
satisfy the requirements for the Forecasted 
Products. 

 Section B(3) (emphasis added). 

 And part of Section C(3), which describes CAM’s 
license, provides: “In consideration of [CAM] proceed-
ing with the manufacture of the volume of Product 
set forth in the Forecasted Products so as to better 
serve Lakewood’s requirements . . . ” (Emphasis added.) 

 But while the Supply Agreement states that 
Lakewood must order its actual requirements from 
CAM up to the forecasted amount, it does not explic-
itly state that CAM must manufacture Lakewood Box 
Fans to Lakewood’s actual requirements, no more and 
no less. Instead, the first sentence of Section A(1) 
provides that CAM “shall manufacture, sell and ship 
Product to Lakewood or Lakewood’s customer in 
accordance with this Agreement and Lakewood’s 
future Purchase Orders consistent with this Agree-
ment.” 

 What does it mean that CAM shall manufacture 
the Product in accordance with the Supply Agree-
ment? It might mean that, as Plaintiff argues, that 
CAM must produce Product to Lakewood’s actual 
requirements, since the Supply Agreement provides 
at Section C(3) that CAM is manufacturing “so as to 
better serve Lakewood’s requirements.” Or it could 
mean that CAM must manufacture Product in ac-
cordance with the forecast attached as Exhibit A, 



App. 69 

which is only Lakewood’s forecasted requirements, 
and not its actual requirements. 

 Within the four corners of the Supply Agreement, 
there is an ambiguity as to the quantity of goods that 
CAM was obligated to supply. The court must con-
sider extrinsic evidence to resolve this issue. 

 
C. There is an Ambiguity as to whether 

the License Extends to the Manufac-
ture and Sale of Rain Guard Fans. 

 The Supply Agreement makes no mention of Rain 
Guard fans, thus Plaintiffs argue that there can be no 
ambiguity; Rain Guard fans were not covered by the 
Supply Agreement. The forecast attached to the 
Supply Agreement as Exhibit A references simply 
“20" Box Fans.” 

 On its face, the term “20" Box Fans” appears 
unambiguous. But testimony was taken at trial 
indicating that both Rain Guard fans and 101-NS 
fans are 20-inch box fans. The court need not resort to 
the “provisional admission” approach described in 
footnote 3, however, in order to take this fact into 
account. “[C]ontract terms need not be found to be 
ambiguous before evidence of the custom and usage of 
the terms in the parties’ trade or practice can be con-
sidered.” Intersport, Inc. v. Nat’l Collegiate Athletic 
Ass’n, 381 Ill.App.3d 312, 319, 319 Ill.Dec. 261, 885 
N.E.2d 532 (1st Dist.2008). See 12 Williston on Con-
tracts, § 34:1 (4th ed. 2011) (“Thus, in some instances, 
terms which are unambiguous on their face may be 
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ambiguous or uncertain as a matter of fact, such as 
where the terms used have both an ordinary meaning 
and a special trade meaning. In these instances, 
evidence of usage may be admitted to show that the 
words employed in a contract, while unambiguous on 
their face, and having a well-known meaning in their 
ordinary sense, have acquired by usage of trade a 
peculiar and different meaning with reference to the 
general dealing of the trade or profession, and that 
they were so used in the contract in question.”). See 
also Richard Posner, The Law and Economics of 
Contract Interpretation, 83 Texas L. Rev. 1581, 1599 
(May 2005) (“That there were two ships Peerless 
which could have transported the cotton that was the 
subject of the contract was a readily verifiable fact, in 
contrast to the unverifiable assertion of an interested 
party. Similarly, dictionaries, articles, treatises, and 
evidence of custom or trade usage that gives special 
meaning to words that a reader of the contract, 
ignorant of the trade, might suppose were being used 
in their everyday sense are objective sources of facts 
because they are not within the parties’ control.”) 

 Therefore, even though the term “20" Box Fans” 
seems facially unambiguous, the court may consider 
testimony that in fact the phrase is more meaningful 
that [sic] it first appears. Indeed, Skinner testified 
that “[t]here were two styles of 20-inch box fans . . . 
[CAM] made both of them at one point or another. . . . 
There is a 101 NS, which is a 20-inch box fan, and 
there’s an R225, which is a premium style 20-inch box 
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fan.” Furthermore, the parties stipulated that both 
the 101NS and the Rain Guard are 20" box fans. 

 When a contract term is susceptible to more than 
one meaning, as is the term “20" Box Fans,” then it is 
ambiguous. Air Safety, 185 Ill.2d at 462, 236 Ill.Dec. 
8, 706 N.E.2d 882. Therefore, the court must consider 
extrinsic evidence in order to determine whether the 
Supply Agreement included both 101-NS fans and 
Rain Guard fans. 

 
D. There is an Ambiguity as to Whether 

CAM’s Remedy for Leftover Parts and 
Materials Was Limited to Retaining 
Lakewood’s Equipment or Extended to 
Manufacture and Sale of Fans with 
Those Parts and Materials. 

 Plaintiffs argue that the Supply Agreement 
provides an unambiguous and explicit remedy in the 
event CAM is left holding parts and materials: 

It is expressly agreed that [CAM] shall not 
be obligated to return said Equipment to 
Lakewood unless and until Lakewood pur-
chases all Product which has been previously 
manufactured by [CAM] as of the date that 
[CAM] receives written notice from Lake-
wood requesting the return of the Equip-
ment. In addition, [CAM] shall not be 
obligated to return said Equipment to 
Lakewood unless and until Lakewood: 
(i) reimburses [CAM] for all installation costs 
incurred by [CAM] when [CAM] installed the 
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Equipment; (ii) reimburses and buys from 
[CAM] all raw materials and parts pur-
chased by [CAM] to make the Forecasted 
Product; and (iii) pays to [CAM] any other 
amounts due from Lakewood to [CAM] under 
this Agreement. Any removal of the Equip-
ment by Lakewood permitted under this 
Agreement shall be done at Lakewood’s sole 
cost and expense. 

 Section B(3) (emphasis added). 

 Because the Supply Agreement provided CAM 
with a specific remedy – holding the Equipment 
hostage – Plaintiffs argue that there is no ambiguity 
as to whether the Supply Agreement also gave CAM a 
license to manufacture new fans with raw materials 
and parts on hand. 

 But the remedy of retaining the Equipment only 
springs into existence after CAM “receives written 
notice from Lakewood requesting the return of the 
Equipment.” The Supply Agreement provided CAM 
with another remedy at Section C(3): 

In consideration of [CAM] proceeding with 
the manufacture of the volume of Product set 
forth in the Forecasted Products so as to bet-
ter serve Lakewood’s requirements, and in 
the event that Lakewood fails to purchase all 
of the Forecasted Products from [CAM], for 
any reason whatsoever (within 30 days after 
the end of each of the respective months on 
the list of Forecasted Products) then Lake-
wood hereby agrees that [CAM] may sell any  
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and all of such Forecasted Product manu-
factured by [CAM] in advance and not  
purchased by Lakewood, in Lakewood’s 
packaging and under Lakewood’s name, to 
any customer whatsoever, including, but not 
limited to, any customers of Lakewood. 
Lakewood hereby grants to [CAM] a license 
for such purpose, which license shall expire 
upon [CAM’s] sale of all such remaining 
Forecasted Product not previously purchased 
by Lakewood in the time frame indicated 
above. 

The foregoing license shall survive any ter-
mination or expiration of this Agreement. 

 This is the section that created the hotly-
disputed license at the center of the parties’ dispute. 
Is the license granted in Section C(3) in addition to 
the specific remedy of holding the Equipment hos-
tage, or is it meant to cover only the period before 
Lakewood requested return of the Equipment? Within 
the four corners of the Supply Agreement, there is an 
ambiguity as to the extent of CAM’s available reme-
dies when it was left with raw materials and parts 
purchased to make Lakewood Box Fans. The court 
must consider extrinsic evidence to resolve this issue. 

 
II. Interpretation of the Supply Agreement 

Using Extrinsic Evidence. 

 Since the Supply Agreement is “reasonably or 
fairly susceptible to more than one construction,” it is 
ambiguous. Tishman Midwest Mgmt., 146 Ill.App.3d 
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at 689, 102 Ill.Dec. 538, 500 N.E.2d 431 (citation 
omitted). When a contract is ambiguous, “parol 
evidence is admissible to ascertain the parties’ in-
tent.” Quake Constr., Inc. v. Am. Airlines, Inc., 141 
Ill.2d 281, 288, 152 Ill.Dec. 308, 565 N.E.2d 990 
(1990) (citation omitted). If no ambiguity existed, 
construction of the contract would be a matter of law. 
But when contract language is ambiguous regarding 
the parties’ intent, the interpretation of that language 
is a question of fact. Id. at 288-89, 152 Ill.Dec. 308, 
565 N.E.2d 990 (citation omitted). As the trier of fact 
in this case, this court must consider parol evidence 
in resolving the ambiguity. 

 The situation before the court today differs from 
most contract disputes in one critical aspect. In many 
such cases, the parties to a contract disagree as to the 
meaning of the contract they themselves negotiated 
(although their disagreement does not necessarily 
mean that the contract is ambiguous). 

 This is not the problem facing the court today. 
The parties who wrote this contract are in nearly 
complete agreement as to their intent.5 It is only the 

 
 5 Plaintiff asserts that the court should draw a negative 
inference from CAM’s failure to call attorney Bruce Waldman, 
who represented CAM in the Supply Agreement negotiations. 
See Chicago Coll. of Osteopathic Med. v. George A. Fuller Co., 
719 F.2d 1335, 1353 (7th Cir.1983) (the “missing witness” rule 
provides that when a party has it peculiarly within its power to 
call a witness but does not do so, an inference arises that the 
testimony would be unfavorable.) CAM points out, however, that 
the Trustee and Jarden could have called Waldman themselves. 

(Continued on following page) 
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Trustee and a third party, entities who were not 
present when the Supply Agreement was written, 
who dispute its meaning. They argue that the Supply 
Agreement is unambiguous, and that the testimony 
about the parties’ intent is irrelevant because the 
language of the contract provides all the information 
we need. 

 As described above in Section I the court, which 
is also a Johnny-come-lately to this dispute, disagrees 
with the Plaintiffs’ assertion that the Supply Agree-
ment is an unambiguous document. It is entirely 
possible that the parties who were present during its 
negotiation, and who were involved in the day-to-day 
activities at CAM and at Lakewood, believed it to be 
clear. But to a third party such as the court, the 
Supply Agreement falls far short of being a model of 
clarity. 

 This is why the testimony of those parties who 
were present at the time the Supply Agreement was 

 
See Oxman v. WLS-TV, 12 F.3d 652, 661 (7th Cir.1993) (“Before a 
party can argue to the trier of fact that an adverse inference 
should be drawn from another party’s failure to call a witness, 
the complaining party must establish that the missing witness 
was peculiarly in the power of the other party to produce.”) The 
Plaintiffs deposed Waldman and presumably knew the contents 
of his testimony. Moreover, the missing witness rule is inappli-
cable where the evidence would be cumulative, United States v. 
Mahone, 537 F.2d 922, 927 (7th Cir.), cert. denied, 429 U.S. 1025, 
97 S.Ct. 646, 50 L.Ed.2d 627 (1976), which CAM argues it would 
have been. Therefore, the court draws no inference, negative or 
otherwise, from CAM’s failure to call Waldman. 
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negotiated and executed is so crucial, and why this 
case so clearly needs the introduction of extrinsic 
evidence. The court finds the Supply Agreement 
ambiguous on its face, merely by reading the lan-
guage of the contract. Not only is the Supply Agree-
ment ambiguous, however, but the testimony 
produced at trial indicates that the parties who 
negotiated the Supply Agreement agree about their 
intent, and about what they wanted this contract to 
accomplish. It would be ostrich-like for the court to 
ignore their consensus. 

In Illinois, the primary object in construing a 
contract is to give effect to the intention of 
the parties. . . . When considering extrinsic 
evidence, the factfinder should focus, in de-
scending order of importance, on: (1) the par-
ties’ negotiations over the contract at issue; 
(2) their course of performance; (3) their pri-
or course of dealing; and (4) trade usage in 
the relevant industry. 

 Elda Arnhold & Byzantio, L.L.C. v. Ocean Atl. 
Woodland Corp., 284 F.3d 693, 701 (7th Cir.2002) 
(internal quotations omitted). 

 In this case, the court heard a great deal of 
testimony regarding the parties’ negotiations. The 
parties submitted very little evidence regarding the 
course of performance, as only two months elapsed 
between the execution of the Supply Agreement and 
the filing of the involuntary petition against Lake-
wood. This was the parties’ first transaction, so there 
is no prior course of dealing to examine, and there are 
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no gaps in the agreement that might be filled with 
reference to trade usage in the relevant industry. 

 Therefore, the court will rely most heavily on the 
testimony about the negotiations. The witnesses most 
involved in the negotiation of the Supply Agreement 
were Barron and Skinner. Based on their testimony, 
as well as on corroborating testimony from Herman, 
the court concludes: (1) the license provided by the 
Supply Agreement extends to the fans that CAM 
manufactured before the agreement was executed; 
(2) the license extends to fans built after Lakewood 
had no further actual requirements; (3) the license 
extends to manufacture of Rain Guard fans; and 
(4) CAM’s remedy for breach was not limited to re-
tention of Lakewood’s equipment. 

 
A. The License Provided by the Supply 

Agreement Extends to the Fans CAM 
Manufactured before the Agreement 
Was Executed. 

 Plaintiffs correctly point out that the Supply 
Agreement does not explicitly discuss the status of 
fans manufactured prior to the execution of that 
agreement. But as the court determined in its analy-
sis above, the Supply Agreement is ambiguous on this 
point. Its failure to discuss specifically the fate of the 
70,637 manufactured fans in CAM’s inventory on 
December 17, 2008, does not compel the conclusion 
that those fans were not covered by the contract. 
Instead, the court must review the available extrinsic 
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evidence in order to determine the intent of the 
parties with respect to the previously manufactured 
fans. 

 Both Skinner and Barron testified to their un-
derstanding that the Supply Agreement included fans 
that were already in inventory when the contract was 
signed. Although the Supply Agreement was signed in 
mid-December 2008, and although Lakewood told 
CAM that it should be a month ahead of the forecast 
in its production, the Supply Agreement forecast 
contained fan requirements for December 2008 and 
January 2009. This is consistent with the parties’ 
understanding that the Supply Agreement included 
fans that were already in inventory when the contract 
was signed. 

 CAM needed to manufacture fans well before the 
month in which Lakewood required those fans to be 
sure that CAM had enough finished goods for the 
peak season. Both Skinner and Barron testified that 
this is why the Supply Agreement contained para-
graph B(3), which explicitly gave CAM the right to 
manufacture product in advance – so that CAM could 
build up its inventory levels to meet the forecast. 
Lakewood recognized that CAM’s manufacturing 
facility was not large enough to make the number of 
fans the forecast required in the high-volume months. 

 Barron, who negotiated the Supply Agreement on 
behalf of Lakewood, testified that “yes, it [the 2008 
Fans] would be covered under this [the Supply 
Agreement], but it wasn’t something that would have 
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been separately discussed.” The court finds that the 
2008 Fans, already manufactured at the time CAM 
and Lakewood entered into the Supply Agreement, 
were included in the agreement. 

 
B. The License Extends to the Fans CAM 

Manufactured after Lakewood Had No 
Further Requirements. 

 As described above, Plaintiffs argue that Sections 
B(3) and C(3) of the Supply Agreement indicate that 
the Agreement authorized CAM to manufacture fans 
only to satisfy Lakewood’s actual requirements. If 
Lakewood had no actual requirements, argue Plain-
tiffs, then CAM would have to stop manufacturing. 

 Because the Supply Agreement is ambiguous on 
this point, the court must consider extrinsic evidence 
to determine whether it is in fact a “requirements 
contract.” This is a contract for the sale of goods, and 
as such is governed by the Uniform Commercial 
Code, as adopted by the State of Illinois. The quantity 
of goods that a buyer agrees to purchase is generally 
an essential term of a sale contract. But in a re-
quirements contract, the buyer agrees to purchase 
not a specific amount, but instead to purchase the 
subject goods exclusively from the seller. 810 Ill. 
Comp. Stat. 5/2-306 (West 2011) permits a valid 
contract to contain “[a] term which measures the 
quantity by the output of the seller or the require-
ments of the buyer” rather than a certain and definite 
amount. 
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 In Section A(1), the parties wrote: 

Lakewood agrees to order all of its actual re-
quirements for the Product, up to the 
amounts set forth in the forecast, from 
[CAM] and not from any other supplier or 
source. 

 Therefore, Lakewood was required to purchase 
all the Lakewood Box Fans it required exclusively 
from CAM, up to the forecasted amounts. If Lake-
wood’s requirements exceeded the forecasted amounts, 
presumably it could order box fans from another 
supplier. 

 Consequently, the Supply Agreement is a re-
quirements contract. “[A]n essential element of a 
requirements contract is the promise of the buyer to 
purchase exclusively from the seller either the buy-
er’s entire requirements or up to a specified amount.” 
Mid-South Packers, Inc. v. Shoney’s, Inc., 761 F.2d 
1117, 1120 (5th Cir.1985) (citations omitted). Lake-
wood promised to purchase its requirements up to a 
specified amount. 

 If Lakewood obligated itself to purchase its 
requirements from CAM, “that triggered the recipro-
cal obligation to supply those requirements. . . .” 
Miller v. McLean County Unit Dist. No. 5 & Cham-
paign Cmty. Sch. Dist. 4 (In re Modern Dairy of 
Champaign, Inc.), 171 F.3d 1106, 1108 (7th Cir.1999). 
So CAM was obligated to supply those requirements. 
But was it required to stop manufacturing once it 
learned that Lakewood had no further requirements? 
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On this point neither the common law nor the UCC is 
helpful, and the Supply Agreement even less so. The 
court could locate (and the parties supplied) no case 
law on point, which makes sense – usually when a 
buyer stops purchasing, the manufacturer stops 
making goods and sues for breach. 

 Therefore, the court turns to the extrinsic evi-
dence. The extrinsic evidence supports the conclusion 
that no matter what Lakewood was purchasing, the 
intent of the parties was that CAM was obligated to 
manufacture to the forecast. Skinner testified that it 
was CAM’s “responsibility to make sure that we 
produced ahead of the forecast. So whatever the sales 
were on their end, we were told strictly focus on the 
forecast, make to the forecast.” Barron testified that 
CAM “had to make what we requested.” 

 Requiring CAM to produce to the forecast is also 
the most logical result from a business perspective. 
Herman testified that 

as a manufacturer, you need to gain some ef-
ficiencies, and the only way we could do it is 
to run it the way we have it laid out. . . . To 
put that kind of investment into doing ac-
tual, where one month it’s this, it’s that, you 
cannot – you can’t create an efficient flow of 
product and still expect to be able to hit the 
stores with the amount that they are re-
quired to. 

 Finally, concluding that CAM was allowed to 
manufacture only to Lakewood’s requirements would 
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result in a construction that is inconsistent with 
another section of the Supply Agreement. The con-
tract provided CAM with the remedy of a license to 
sell product Lakewood failed to buy – product it did 
not actually require. If the parties intended for CAM 
to stop manufacturing when Lakewood had no actual 
requirements, then this remedy of the license to sell 
would be unnecessary. CAM would have stopped 
manufacturing and would have no excess product to 
sell. Therefore, finding that CAM was required to 
stop manufacturing once it learned that Lakewood 
had no further requirements would result in an 
absurdity, and is further support for the conclusion 
that CAM was required to produce only to the fore-
cast, not to Lakewood’s actual requirements. 

 The court concludes that even if the Supply 
Agreement is a “requirements contract,” under which 
Lakewood was obligated to purchase all of its re-
quirements up to the forecasted amount, CAM was 
obligated to manufacture according to the forecast 
attached to the Supply Agreement as Exhibit A. 

 
C. The License Extends to the Manufac-

ture and Sale of Rain Guard Fans. 

 The forecast attached to the Supply Agreement 
as Exhibit A references simply “20" Box Fans.” There-
fore, Plaintiffs argue that the Supply Agreement 
described only 101-NS fans. As described above, 
however, testimony was taken at trial indicating that 
both Rain Guard fans and 101-NS fans are 20-inch 
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box fans. Therefore, the court will consider the testi-
mony of the individuals who negotiated the Supply 
Agreement to determine whether they intended the 
agreement to include Rain Guard fans as well as 101-
NS fans. 

 Barron testified that the parties’ understanding 
was that Lakewood wanted CAM to manufacture 
Rain Guard fans and that “the Rain Guard would 
have been covered under this agreement.” At the time 
the agreement was signed, however, Lakewood didn’t 
know how many Rain Guard fans it wanted, or when 
they would be needed. Instead, the number of fans in 
the forecast that would need to be Rain Guard fans 
would be communicated at a later date. CAM under-
stood that Rain Guard fans would be a very small 
portion of Lakewood’s purchases. 

 Indeed, approximately six weeks after the Supply 
Agreement was signed, Lakewood provided CAM 
with a revised forecast that separated out the number 
of Rain Guard fans. The parties even stipulated prior 
to trial that Lakewood requested that CAM manufac-
ture Rain Guard fans for at least one Lakewood 
customer, and Lakewood provided CAM with materi-
als, specifications and information necessary for CAM 
to manufacture these Rain Guard fans. Why would 
Lakewood have provided CAM with the items neces-
sary for manufacturing Rain Guard fans, and revised 
the forecast to include Rain Guard fans, if it did not 
intend for CAM to manufacture them? 
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 Therefore, the court finds that the Supply 
Agreement extends to Rain Guard fans. 

 
D. CAM’s Remedies for Leftover Parts 

and Materials Included a License for 
the Manufacture and Sale of Fans with 
Those Parts and Materials. 

 As discussed above in Section I(D), there is an 
ambiguity in the Supply Agreement as to the extent 
of CAM’s available remedies. 

 Section B(3) gives CAM the right to retain the 
Equipment until Lakewood purchased all of the 
Lakewood Box Fans CAM had manufactured to date. 
CAM could also wait for Lakewood to reimburse it for 
all installation costs, raw materials and parts, and 
any other amounts due under the Supply Agreement 
before returning the Equipment. 

 But Section C(3) gave CAM a different remedy. If 
Lakewood failed to purchase all of the forecasted box 
fans by the end of a particular month, then 30 days 
after the end of the month CAM was granted a li-
cense to sell any and all of that Forecasted Product 
which it had previously manufactured. The license 
expired when CAM sold all of the remaining Fore-
casted Product that Lakewood did not purchase 
within the month, and it survived any termination or 
expiration of the Supply Agreement. 

 Plaintiff now argues that because Section B(3) 
provides a specific remedy for CAM if it is left holding 
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parts or materials, the license in Section C(3) did not 
authorize CAM to manufacture fans with those parts 
on hand and to sell them later. Moreover, CAM filed a 
proof of claim that included a claim for “the value of 
unused raw materials purchased by CAM in reliance 
on the Supply Agreement in an amount not less than 
$1,363,358.” 

 As CAM points out, however, the license was 
created “[i]n consideration of [CAM] proceeding with 
the manufacture of the volume of Product set forth in 
the Forecasted Products.” Section C(3). And CAM was 
authorized to manufacture fans in advance of the 
forecasted months; indeed, it was expected to do so in 
order to have sufficient fans on hand. So if Lakewood 
failed to purchase fans one month, CAM was not 
expected to stop manufacturing from parts on hand. 
CAM could use the license to sell previously manufac-
tured fans while it continued to manufacture Lake-
wood Box Fans in accordance with the forecast. 

 Indeed, the license to sell, and the ability to 
retain the Equipment, need not be mutually exclu-
sive. Even while CAM held on to the Equipment, it 
could mitigate its damages by using the license 
granted by the Supply Agreement. The license to sell 
reset each month during the forecast period, depend-
ing on the number of box fans Lakewood purchased. 
Each month CAM continued to manufacture to the 
forecast, and each month there was a possibility that 
a license to sell the unpurchased box fans would 
spring into existence. 
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 This interpretation of the Supply Agreement is 
not just consistent with the intent of the parties; it 
makes sense from a business perspective. The wit-
nesses testified repeatedly that the purpose of the 
license to sell was to protect CAM’s investment, an 
investment it made for Lakewood’s benefit. It is 
entirely appropriate, therefore, that in turn Lake-
wood would give CAM a broad license to sell the fans. 
As Barron testified, “the agreement does not say that, 
but, yes. At the time, I would have thought that 
[CAM] could complete what they had in hand, be-
cause the purpose was that they would not be out of 
cash as a result of making the fans for us.” 

 The Supply Agreement provided CAM with a 
license to sell completed fans in inventory if Lake-
wood had not purchased those fans within 30 days 
after the end of the applicable month. CAM continued 
to manufacture box fans each month for the forecast, 
and each month that Lakewood did not purchase the 
forecasted fans, CAM had the right to sell those 
previously manufactured fans. The remedy of retain-
ing the Equipment did not preclude CAM from con-
tinuing to manufacture to the forecast with the parts 
it had on hand. 

 Therefore, the court concludes that CAM’s rem-
edy for leftover parts and materials was not limited to 
retention of the Equipment. The Supply Agreement 
also created a license CAM could use to sell un-
purchased fans each month, even while it continued 
manufacturing according to the forecast in Exhibit A. 
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 For all of the reasons stated above, the court 
finds: (1) the license provided by the Supply Agree-
ment extends to the fans that CAM manufactured 
before the agreement was executed; (2) the license 
extends to fans built after Lakewood had no further 
actual requirements; (3) the license extends to manu-
facture of Rain Guard fans; and (4) CAM’s remedy for 
breach was not limited to retention of Lakewood’s 
equipment. 

 
III. Rejection of the Supply Agreement Did Not 

Terminate the License Granted to CAM 
Under the Supply Agreement. 

 According to 11 U.S.C. § 365(a), with certain 
exceptions not relevant here, a trustee “may assume 
or reject any executory contract or unexpired lease of 
the debtor.” The Supply Agreement was an executory 
contract on the petition date, and Szilagyi rejected it 
on March 27, 2009. The Bankruptcy Code provides 
that this rejection “constitute[d] a breach . . . imme-
diately before the date of the filing of the petition.” 11 
U.S.C. § 365(g)(1). Therefore, Szilagyi’s rejection of 
the Supply Agreement breached that contract, and 
left CAM with certain rights. What effect did rejec-
tion of the Supply Agreement have on the license it 
granted CAM to use Lakewood’s patents and trade-
mark? 

 In 1985, the Fourth Circuit held that rejection of 
a technology license deprived the non-debtor party of 
all rights under that license. The licensee “would be 
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entitled to treat rejection as a breach and seek a 
money damages remedy; however, it could not seek to 
retain its contract rights in the technology by specific 
performance even if that remedy would ordinarily 
be available upon breach of this type of contract.” 
Lubrizol Enters., Inc. v. Richmond Metal Finishers, 
Inc., 756 F.2d 1043, 1048 (4th Cir.1985), cert. denied, 
475 U.S. 1057, 106 S.Ct. 1285, 89 L.Ed.2d 592 (1986). 
This is exactly the result that Plaintiffs urge in this 
case. See Pl. Post-Trial Br., ECF No. 202, pp. 18-24. 

 In response to the Lubrizol decision, however, 
Congress enacted 11 U.S.C. § 365(n): 

(1) If the trustee rejects an executory con-
tract under which the debtor is a licensor of 
a right to intellectual property, the licensee 
under such contract may elect –  

(A) to treat such contract as terminated 
by such rejection if such rejection by the 
trustee amounts to such a breach as 
would entitle the licensee to treat such 
contract as terminated by virtue of its 
own terms, applicable nonbankruptcy 
law, or an agreement made by the licen-
see with another entity; or 

(B) to retain its rights (including a 
right to enforce any exclusivity provision 
of such contract, but excluding any other 
right under applicable nonbankruptcy 
law to specific performance of such con-
tract) under such contract and under 
any agreement supplementary to such 
contract, to such intellectual property 



App. 89 

. . . , as such rights existed immediately 
before the case commenced, for –  

(i) the duration of such contract; 
and 

(ii) any period for which such con-
tract may be extended by the licen-
see as of right under applicable 
nonbankruptcy law. 

(2) If the licensee elects to retain its rights, 
as described in paragraph (1)(B) of this sub-
section, under such contract –  

(A) the trustee shall allow the licensee 
to exercise such rights; 

(B) the licensee shall make all royalty 
payments due under such contract for 
the duration of such contract and for any 
period described in paragraph (1)(B) of 
this subsection for which the licensee ex-
tends such contract; and 

(C) the licensee shall be deemed to 
waive –  

(i) any right of setoff it may have 
with respect to such contract under 
this title or applicable nonbank-
ruptcy law; and 

(ii) any claim allowable under sec-
tion 503(b) of this title arising from 
the performance of such contract. 

 This section provides special protection to non-
debtor parties when the debtor is a licensor of a right 
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to intellectual property. According to 11 U.S.C. 
§ 101(35A), “intellectual property” includes patents, 
so the first issue for this court is this: After rejection 
of the Supply Agreement, did CAM retain its rights to 
use Lakewood patents in the manufacture and sale of 
Lakewood Box Fans, or did it elect to treat the Supply 
Agreement as terminated? 

 
A. After Rejection, CAM Retained its 

Rights under the Supply Agreement to 
Use Lakewood’s Patents. 

 Plaintiffs argue that CAM cannot assert that it 
retained its rights to the patent licenses under 
§ 365(n)(1)(B) because if it had done so, § 365(n)(2)(C) 
forced CAM to waive any § 503(b) claim. Since CAM 
obtained allowance and payment of an administrative 
expense claim, it cannot assert that it retained its 
rights as a patent licensee. 

 CAM filed a proof of claim against Lakewood’s 
bankruptcy estate asserting monetary damages in the 
amount of at least $3,023,474.00: 

lost profits on the sale of the Forecasted 
Products (as defined in the Supply Agree-
ment) of no less than $1,400,000; 

the value of unused raw materials purchased 
by CAM in reliance on the Supply Agreement 
in an amount not less than $1,363,358; 

the value of CAM’s cost to install, repair, 
maintain, and improve the Equipment (as 
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defined in the Supply Agreement) in an 
amount not less than $260,116; 

indemnification by Lakewood from and 
against all costs, losses, damages, and any 
liabilities as a result of CAM’s reliance on 
Lakewood’s rights in any intellectual proper-
ty as set forth in the Supply Agreement; and 

any other amounts due from Lakewood un-
der the Supply Agreement. 

 CAM and Szilagyi eventually compromised the 
proof of claim, reaching a settlement approved by this 
court which allowed CAM: (1) to be paid $190,000 out 
of a holdback fund from the sale to Jarden; (2) an 
administrative claim of $120,000; and (3) a general 
unsecured non-priority claim in the amount of 
$850,000. The settlement also resulted in the dismis-
sal of two counts of this complaint. 

 This proof of claim was the only claim CAM filed 
against the estate. CAM never filed a request for 
payment of administrative expense.6 Instead, pursuant 

 
 6 Requests for administrative expenses are not filed as 
proofs of claim. In re marchFirst, Inc., 448 B.R. 499, 508 
(Bankr.N.D.Ill.2011) (“an administrative expense request is not 
a ‘claim’ and so is not property asserted in a proof of claim.”) 
(quotation omitted). The official form for filing a proof of claim 
specifically states that it is not to “be used to make a claim for 
an administrative expense arising after the commencement of 
the case.” See Official Bankruptcy Form B 10 (04/10) available 
at http://www.uscourts.gov/uscourts/RulesAndPolicies/rules/BK_ 
Forms_Official_2010/B_010_0410.pdf (last visited September 23, 
2011). 
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to a negotiated resolution with the Trustee, CAM was 
allowed a claim that would have administrative 
expense priority. Moreover, it was not a claim “arising 
from the performance” of the Supply Agreement, but 
was based instead upon CAM’s storage of, repairs to 
and maintenance of the Equipment and other assets 
ultimately sold to Jarden. 

 Nevertheless, Plaintiffs assert that CAM’s will-
ingness to settle its proof of claim necessarily dem-
onstrates that CAM elected to treat the Supply 
Agreement as terminated under § 365(n)(1)(A). Hav-
ing made such an election, Plaintiffs contend that 
CAM cannot also retain its rights under the Supply 
Agreement. 

 This contention begs the question that a licensee 
who elects to retain its rights rather than treat the 
contract as terminated cannot have any claims 
against the debtor-licensor for which a proof of claim 
may be filed. Licensees who retain their rights waive 
§ 503(b) claims (as well as rights of setoff), but no-
where does the statute state that such licensees 
waive all other claims as well. 

 According to the Bankruptcy Code, the term 
“claim” means the 

(A) right to payment, whether or not such 
right is reduced to judgment, liquidated, 
unliquidated, fixed, contingent, matured, 
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unmatured, disputed, undisputed, legal, eq-
uitable, secured, or unsecured; or 

(B) right to an equitable remedy for breach 
of performance if such breach gives rise to 
a right to payment, whether or not such 
right to an equitable remedy is reduced to 
judgment, fixed, contingent, matured, un-
matured, disputed, undisputed, secured, or 
unsecured. 

 11 U.S.C. § 101(5). 

 Licensees who retain their rights and do not 
choose to treat rejected intellectual property contracts 
as terminated may still have rights to payment or 
rights to equitable remedies against the bankruptcy 
estate, because rejection of such contracts still consti-
tutes a breach under § 365(g). Indeed, the court can 
infer that from the fact that § 365(n)(2)(C) specifically 
provides that licensees who retain their rights waive 
rights of setoff and § 503(b) claims means that such 
licensees have not waived their rights to other claims 
against the estate. 

 As CAM argues, it had “multiple claims for 
separate events.” CAM Resp. to Pl. Post-Trial Br., 09 
A 341, ECF No. 206, at p. 4, n. 1. CAM retained its 
rights to use the patent license, but since rejection 
breached the Supply Agreement, CAM also filed a 
proof of claim asserting monetary damages in the 
amount of at least $3,023,474.00. 

Congress anticipated that a licensee who 
elects under section 365(n)(1)(B) to retain its 
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license rights “will still retain a general 
claim for damages from rejection, as a breach 
of contract under section 365(g) of the Bank-
ruptcy Code – though actual damages may 
be less if the licensee elects to proceed under 
(n)(1)(B) rather than under (n)(1)(A), since 
the licensee still retains its rights to the in-
tellectual property under (n)(1)(B).” H.R.Rep. 
No. 1012, 100th Cong., 2d Sess. (1988) 
(8 Norton Bankruptcy Law and Practice 2d, 
at 371)[.] 

 In re Quad Sys. Corp., No. 00-35667F, 2001 WL 
1843379, at *13 (E.D.Pa. Mar. 20, 2001). Therefore, 
the filing and negotiated resolution of CAM’s proof of 
claim does not lead inexorably to the conclusion that 
CAM elected to treat the Supply Agreement as termi-
nated. 

 Plaintiffs then argue that even if CAM did retain 
its rights, it could only retain those rights “as such 
rights existed immediately before the case commenced.” 
§ 365(n)(1)(B). Just before this case commenced, CAM 
held a license with respect to Lakewood’s patents that 
would spring into effect if Lakewood failed to pur-
chase its monthly forecasted requirements within 30 
days. Since the patent had not sprung into effect for 
future months, Plaintiffs contend that there were no 
rights to retain as to those months. 

 In support of this contention, Plaintiffs argue 
that the reading of § 365(n)(1)(B) described in In re 
Storm Technology, Inc., 260 B.R. 152 (Bankr.N.D.Cal. 
2001), controls. In that case, Logitech sold its scanner 
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patents to Storm Technology. Id. at 154. Storm paid 
in part with cash and in part with a promissory note. 
Id. The parties agreed that if Storm did not pay the 
note in full by a certain date, Logitech would have a 
“worldwide, non-exclusive royalty-free, fully paid-up 
license.” Id. 

 Prior to the due date, Storm filed for relief under 
Chapter 11. Id. The case was converted to Chapter 7, 
and the trustee filed a motion to sell the estate’s 
patents. Id. The due date then passed without pay-
ment of the note, and Logitech filed a limited objec-
tion to the sale, asserting a license in those patents. 
Id. at 154-55. 

 The parties agreed that to the extent the agree-
ment between them was executory, it was deemed 
rejected. Id. at 156. Logitech then asserted that 
§ 365(n)(1)(B) gave it the choice to retain its rights 
under the agreement. Id. at 157. The bankruptcy 
court, relying on the language in § (n)(1)(B) that 
provides that non-debtor parties retain rights only as 
they “existed immediately before the case com-
menced,” found that on the petition date Logitech had 
“merely a contingent right to a license upon a default 
on the debtor’s payment obligation.” Id. Since it had 
no enforceable license in the patents as of the petition 
date, it could not assert a license in the patents at the 
time of rejection. Id. 

 While the licenses in both Storm Technology and 
in this case relied upon the occurrence of a condition 
precedent, Logitech held its potential license as a 
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remedy for non-payment on a note. In contrast, CAM 
was manufacturing goods using the very intellectual 
property that would be the subject of any future 
license. CAM points out that Logitech had made no 
investment at the time the bankruptcy case com-
menced. By contrast, CAM had spent over a million 
dollars before the involuntary petition was filed, 
investing in at least 60 days’ inventory and making 
substantial changes to its infrastructure. 

In evaluating situations where the licensee 
clearly had some rights to the IP as of the 
petition date, other courts have taken the 
“state of the IP” approach and held that upon 
the licensee’s exercise of its rights under sec-
tion 365(n), it would be entitled to use the li-
cense in the state in which the intellectual 
property existed as of the filing of the peti-
tion. In other words, improvements to the 
IP made by the licensor after the filing 
of the petition would not be available to 
the licensee. This perspective is consistent 
with the approach set forth in In re Storm 
Technology. Moreover, this interpretation 
is arguably also consistent with section 
365(g)(1), which provides that the rejection of 
an executory contract “constitutes a breach 
of such contract . . . immediately before the 
date of the filing of the petition.” 

 Ron E. Meisler, et al., Rejection of Intellectual 
Property License Agreements Under Section 365(n)  
of the Bankruptcy Code: Still Hazy After All These 
Years, 19 J. Bankr. L. & Prac. 2 Art. 4 (March 2010) 
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(footnotes omitted and emphasis added). See 
Szombathy v. Controlled Shredders, Inc., No. 97 C 
481, 1997 WL 189314, at *1 (N.D.Ill. Apr. 14, 1997) 
(bankruptcy court’s conclusion that non-debtor licen-
see who elected to retain its rights was “not entitled 
to any modifications or improvements which came 
into existence subsequent to” the petition date was 
not disputed on appeal). 

 CAM clearly had some rights to this intellectual 
property as of the petition date; it was using the 
patents to manufacture Lakewood Box Fans. The 
court finds that any modifications or improvements 
made to the patents after the petition date would not 
have been available to CAM, but CAM retained its 
rights to use the patents as they existed on the peti-
tion date. 

 For all of the reasons stated above, CAM’s license 
to use the patents survived rejection, and it retained 
its rights pursuant to 11 U.S.C. § 365(n)(1)(B). 

 
B. CAM’s License to Use Lakewood’s 

Trademark, Although Not Covered by 
11 U.S.C. § 365(n), Survived Rejection 
of the Supply Agreement. 

 Section 365(n) does not apply to trademarks, 
however, because the Code’s definition of intellectual 
property, found at § 101(35A), does not include trade-
marks. Several subsequent decisions have reasoned 
by negative inference that since Congress excluded 
trademarks from the scope of § 365(n), a subsection 
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written in response to Lubrizol, Congress meant for 
the Lubrizol holding to apply to trademarks: 

[S]ince the Bankruptcy Code does not in-
clude trademarks in its protected class of in-
tellectual property, Lubrizol controls and 
the Franchisees’ right to use the trade-
marks stops on rejection. Raima, 281 B.R. 
at 673, n. 24; see also Chipwich, 54 B.R. 427 
(a pre § 365(n) case citing Lubrizol for the 
principle that only a damage claim arises 
from the rejection of a trademark license); 
Blackstone, 109 B.R. 557 (a post § 365(n) 
case holding a trademark licensee is only en-
titled to a general unsecured claim for the 
debtor’s breach of its executory contract). 

 In re HQ Global Holdings, Inc., 290 B.R. 507, 513 
(Bankr.D.Del.2003) (emphasis added). See In re Old 
Carco, LLC, 406 B.R. 180, 211 (Bankr.S.D.N.Y.2009); 
Raima UK Ltd. v. Centura Software Corp. (In re 
Centura Software Corp.), 281 B.R. 660, 669-75 
(Bankr.N.D.Cal.2002); In re Chipwich, 54 B.R. 427, 
431 (Bankr.S.D.N.Y.1985) (rejection deprived the non-
debtor party of the right to use two trademarks 
pursuant to Lubrizol). 

 But the Lubrizol court itself acknowledged seri-
ous policy concerns with its own holding: 

It cannot be gainsaid that allowing rejection 
of such contracts as executory imposes seri-
ous burdens upon contracting parties such as 
Lubrizol. Nor can it be doubted that allowing 
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rejection in this and comparable cases could 
have a general chilling effect upon the will-
ingness of such parties to contract at all with 
businesses in possible financial difficulty. 
But under bankruptcy law such equitable 
considerations may not be indulged by courts 
in respect of the type of contract here in is-
sue. Congress has plainly provided for the  
rejection of executory contracts, notwith-
standing the obvious adverse consequences 
for contracting parties thereby made inevita-
ble. Awareness by Congress of those conse-
quences is indeed specifically reflected in the 
special treatment accorded to union mem-
bers under collective bargaining contracts, 
see Bildisco, 465 U.S. at [520-525], 104 S.Ct. 
at 1193-96, and to lessees of real property, 
see 11 U.S.C. § 365(h). But no comparable 
special treatment is provided for technology 
licensees such as Lubrizol. They share the 
general hazards created by § 365 for all 
business entities dealing with potential 
bankrupts in the respects at issue here. 

 Lubrizol, 756 F.2d at 1048. 

 A recent decision from the Third Circuit contains 
a concurrence that acknowledges Lubrizol’s policy 
concerns. See In re Exide Techs., 607 F.3d 957 (3d 
Cir.2010). This concurrence must give a court pause 
before it mechanically follows the line of cases which 
state that Lubrizol controls on the effect of rejection 
of a license to use trademarks. 
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 In his Exide concurrence, Judge Ambro noted 
that the legislature may have purposely excluded 
trademarks from the definition of intellectual prop-
erty in the legislation that followed Lubrizol, but 
Congress did so with a call to arms for bankruptcy 
courts in the legislative history: 

“[T]he bill does not address the rejection of 
executory trademark, trade name or service 
mark licenses by debtor-licensors. While 
such rejection is of concern because of the in-
terpretation of section 365 by the Lubrizol 
court and others, see, e.g., In re Chipwich, 
Inc., 54 B.R. 427 (Bankr.S.D.N.Y.1985), such 
contracts raise issues beyond the scope of 
this legislation. In particular, trademark, 
trade name and service mark licensing rela-
tionships depend to a large extent on control 
of the quality of the products or services sold 
by the licensee. Since these matters could 
not be addressed without more extensive 
study, it was determined to postpone 
congressional action in this area and to 
allow the development of equitable treat-
ment of this situation by bankruptcy 
courts.” 

 Id. at 966-67 (emphasis added) (quoting S. Rep. 
100-505, at 5, reprinted in 1988 U.S.C.C.A.N. 3200 at 
3204). Judge Ambro chided the lower courts for their 
failure to heed this call to arms: 

Rather than reasoning from negative infer-
ence to apply another Circuit’s holding to 
this dispute, the Courts here should have 
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used, I believe, their equitable powers to 
give Exide a fresh start without stripping 
EnerSys of its fairly procured trademark 
rights. Cf. In re Matusalem, 158 B.R. 514, 
521-22 (Bankr.S.D.Fla.1993) (suggesting that 
rejection of a trademark license would not 
deprive a licensee of its rights in the licensed 
mark). Courts may use § 365 to free a bank-
rupt trademark licensor from burdensome 
duties that hinder its reorganization. They 
should not – as occurred in this case – use it 
to let a licensor take back trademark rights 
it bargained away. This makes bankruptcy 
more a sword than a shield, putting debtor-
licensors in a catbird seat they often do not 
deserve. 

 Id. at 967-68. 

 Indeed, Judge Ambro took “pains to distinguish 
between rejecting a trademark license and rescinding 
or terminating one.” Jonathan C. Balfus, Exide Inside 
Out: New Third Circuit Decision Preserves Trademark 
Licensee’s Rights Following Licensor’s Rejection 
Under Bankruptcy Code § 365, 31 Cal. Bankr. J. 523, 
537 (2010). 

 Plaintiffs filed a post-trial supplement after 
briefing had concluded, bringing to the court’s atten-
tion an unpublished order entered by a bankruptcy 
judge from the District of Delaware. See Pl. Mot. to 
File Supp. Authority, ECF No. 207, Ex. B, In re Deel, 
LLC, et al. (f/k/a Magic Brands, LLC), Case No. 10-
11310(BLS), Docket No. 1148 (Bankr.D.Del. Feb. 8, 
2011). In this unpublished order, U.S. Bankruptcy 
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Judge Brendan L. Shannon concluded that certain 
agreements (the Flannery Franchise Agreements), 
which licensed trademarks, trade names and trade 
dress, had been validly rejected. Id. at p. 12. Without 
further discussion, he also found that 

Section 365(n) of the Bankruptcy Code is in-
applicable to the Flannery Franchise Agree-
ments and any Fuddruckers IP formerly 
licensed thereunder by the Flannery Parties. 
No other provision of the Bankruptcy Code 
or applicable law authorizes the Flannery 
Parties’ continued use of the Fuddruckers IP. 
Specific enforcement of the Flannery Fran-
chise Agreements is not available to the 
Flannery Parties. The Flannery Parties’ sole 
remedy for rejection of the Flannery Fran-
chise Agreements is the opportunity to assert 
a claim or claims against the Debtors’ estates 
pursuant to sections 365(g) and 502(g)(1) of 
the Bankruptcy Code. 

 Id. at p. 12. This unpublished order is neither 
binding nor persuasive.7 Although Plaintiffs included 
a copy of the transcript from the hearing that led to 
this order, there is no written record of the legal 
analysis that is the underpinning of Judge Shannon’s 

 
 7 CAM also argues that the facts in Deel are distinguish-
able; this court is not inclined to engage in a review of the 1400+ 
docket entries in that case. The court acknowledges, however, 
that both the Asset Purchase Agreement and the Order Approv-
ing Sale of Property of the Estate in the instant case contained 
provisions expressly preserving CAM’s claims. 09 B 5320, ECF 
Nos. 138 & 132 ¶ D. 
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conclusion. According to the transcript, Judge Shannon 
did “not accept, the argument . . . that the effect of 
rejection being a breach rather than a termination of 
an executory contract allows the non-Debtor counter-
party to continue to operate a trademark store on a 
going-forward basis, following an asset sale and 
rejection of the franchise agreement.” Pl. Mot. to File 
Supp. Authority, ECF No. 207, Ex. A, Tr. of Omnibus 
Hearing Before the Honorable Brendan L. Shannon, 
at 81. 

 Moreover, the court agrees with Judge Shannon 
that § 365(n) does not apply to the rejection of trade-
mark licenses. That is why this court must make its 
determination on equitable grounds, and avoid a 
situation that “let[s] a licensor take back trademark 
rights it bargained away.” Exide, 607 F.3d at 967. 

 In the absence of controlling authority on this 
point from the Seventh Circuit, this court is per-
suaded by Judge Ambro’s reasoning. It will not follow, 
in lockstep fashion, those few trial courts to have 
decided that the non-binding Lubrizol holding is the 
only possible outcome. Instead of bemoaning the 
“chilling effect” Lubrizol might impose on licensees, 
the court will step into the breach, as it were, and 
begin the “development of equitable treatment” Con-
gress anticipated would occur. 

 Development of such treatment is consistent 
with the law of rejection, since “[r]ejection merely 
frees the estate from the obligation to perform; it does 
not make the contract disappear.” Cohen v. The 
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Drexel Burnham Lambert Grp., Inc. (In re The Drexel 
Burnham Lambert Grp., Inc.), 138 B.R. 687, 703 
(Bankr.S.D.N.Y.1992). In Drexel Burnham, prepeti-
tion employment and escrow agreements created 
escrowed bond portfolios. Id. at 709. Under the terms 
of those agreements, the non-debtor party (Cohen) 
held both legal and equitable title to the portfolios, 
albeit with transfer restrictions. Id. at 710. The 
debtor’s only interest was reversionary, if Cohen’s 
employment was terminated for cause. Id. This 
interest passed into the estate when debtor filed 
bankruptcy. When it rejected the agreements, that 
rejection satisfied the conditions for Cohen to receive 
the bonds free and clear of restrictions. Id. at 711. 

 Similarly, Lakewood’s bankruptcy estate took, at 
the time of filing, whatever interest in the subject 
trademark license that Lakewood held prepetition. 
Lakewood had conveyed to CAM a license to sell fans 
manufactured in advance, contingent on Lakewood’s 
failure to purchase those fans within the 30 day 
period following the end of each month. Based on the 
testimony taken at trial, the intent of the parties is 
clear; they intended to create a license that would 
protect CAM’s investment in the event Lakewood 
failed to purchase fans as anticipated. CAM’s license 
would allow it to recoup its investment in fans al-
ready manufactured, as well as in parts it had in 
inventory or had committed to purchase. This license 
would “expire upon [CAM’s] sale of all such remain-
ing Forecasted Product not previously purchased by 
Lakewood in the time frame indicated above. The 
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foregoing license shall survive any termination or 
expiration of this Agreement.” 

 That license did not disappear with the bank-
ruptcy filing, nor was it eliminated by rejection of the 
Supply Agreement. As of the Rejection Date, CAM 
knew that Lakewood would no longer be purchasing 
fans, and would have no further requirements – 
exactly the situation envisioned at the time the 
Supply Agreement was signed just three months 
earlier, and the reason for its negotiation and execu-
tion. 

 
IV. All Lakewood Box Fans Manufactured and 

Sold by CAM Were Covered by the License 
Granted in the Supply Agreement. 

 Although the Supply Agreement contemplated 
production of approximately 1.2 million fans, CAM 
eventually manufactured only 511,220 box fans and 
sold to third parties a total of 445,989 box fans: 
429,348 101 NS fans, and 16,641 Rain Guard fans. 

 CAM manufactured 136,3578 fans before the Sup-
ply Agreement was executed. 65,720 fans were sold to 
Lakewood prior to the bankruptcy filing, and 14,440 
fans were bartered to Lakewood on the date of the fil-
ing. This leaves 56,197 fans that were manufactured 

 
 8 Plaintiff ’s Ex. 2 indicates that CAM produced 136,440 
fans in September, October and November 2008, but the parties 
appear to agree on 136,357 as the appropriate number of pre-
Supply Agreement fans. 
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before the Supply Agreement was executed and 
eventually sold to third parties. The court determined 
in Section II(A) that the license contemplated by the 
Supply Agreement extended to these fans. 

 CAM had 159,917 fans in inventory on the date 
the involuntary petition was filed (taking for argu-
ment’s sake, but not concluding, that to be the date 
on which Lakewood had no further actual require-
ments). Therefore, 429,348 – 159,917 = 269,431 fans 
were manufactured after Lakewood had no further 
requirements. However, the court determined in Sec-
tion II(B) that the license contemplated by the Supply 
Agreement extended to fans built after Lakewood had 
no further actual requirements. Therefore, the manu-
facture and sale of these fans did not infringe Lake-
wood’s patents or trademarks. 

 As described above in Section II(C), the Supply 
Agreement covered the manufacture and sale of the 
16,641 Rain Guard fans. 

 Finally, CAM’s remedy for breach was not limited 
to retention of Lakewood’s equipment. As of the 
Rejection Date, CAM had on hand approximately 
315,477 fans, and had an additional 133,693 motors 
on hand or on order. Under the license granted by the 
Supply Agreement as well as in the bill of sale in the 
barter transaction, CAM was entitled to use these 
motors to manufacture fans for sale to third parties. 
After the Rejection Date, CAM manufactured only 
108,984 20" box fans. 315,477 fans on hand + 133,693 
motors on hand = 449,170 box fans, which is more 
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than the 429,348 101 NS fans that CAM sold to third 
parties. 

 The motors that CAM purchased after the Rejec-
tion Date – motors than [sic] Lakewood had ordered 
but for which it never paid the shipping company – 
are irrelevant to this analysis. First, CAM asked 
Szilagyi’s permission prior to agreeing to purchase 
the motors. Since the Trustee’s attorney indicated 
that CAM was free to pay the shipper and acquire 
these motors, it is difficult to blame CAM for doing so. 
More importantly, CAM never used these motors. 
They are still in CAM’s inventory today. 

 CAM purchased 107,520 additional cord sets for 
use in 20" box fans by purchase orders issued on 
March 25, 2009 (35,000 cord sets) and April 27, 2009 
(72,520 cord sets). Payment for these cord sets was 
made in full on March 25, 2009, two days before the 
Trustee’s motion to reject the Supply Agreement was 
filed. 

 CAM did purchase approximately 100,000 
pounds of plastic in order to manufacture these post-
Rejection Date fans, but the court heard testimony 
that the motors and cord sets were the expensive 
parts of the fan. Barron indicated in her testimony 
that CAM could not have made fans under the license 
if it had only plastic on hand. Conversely, the license 
allowed CAM to make fans from motors on hand, 
even if it had to go out and purchase plastic to do so. 

 As the court concluded in Section II(D), the 
Supply Agreement did not limit CAM’s remedy for 
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leftover parts to retention of the Equipment. Instead, 
it created a license that sprang into existence when 
Lakewood failed to purchase the forecasted amount of 
Lakewood Box Fans. CAM had a license to use these 
leftover motors and cord sets to manufacture Lake-
wood Box Fans, and to sell those Lakewood Box Fans 
to third parties. 

 Consequently, all of the fans manufactured after 
the Rejection Date were manufactured under the 
license granted in the Supply Agreement, and the 
sale of all Lakewood-branded box fans by CAM to 
third parties was accomplished without violating 
patent or trademark laws. 

 Herman admitted selling 310 Lakewood Box 
Fans to Fred Meyer in October 2009, after a court 
order was entered specifically prohibiting such a sale. 
But this sale was a violation of a court order, and not 
of trademark or patent laws. At one time, it may have 
been appropriate to bring a motion seeking a rule to 
show cause why CAM should not be held in contempt 
for disobeying that court order. At this time, however, 
the court is satisfied with Herman’s apology. No 
damages will be awarded for the sale to Fred Meyer. 

 
CONCLUSION 

 The Supply Agreement is an ambiguous docu-
ment, and required consideration of extrinsic evi-
dence before the court could determine that: (1) the 
license provided by the Supply Agreement extends to 
the fans that CAM manufactured before the contract 
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was executed; (2) the license extends to fans built 
after Lakewood had no further actual requirements; 
(3) the license extends to manufacture of Rain Guard 
fans; and (4) CAM’s remedy for breach was not lim-
ited to retention of Lakewood’s equipment. 

 The court also concludes that the Supply Agree-
ment anticipated that CAM would manufacture 
Lakewood Box Fans according to the forecast at 
Exhibit A, and that it granted CAM a license to sell 
those Lakewood Box Fans to third parties if Lake-
wood did not purchase them within a set period of 
time. This license was not terminated when the 
Supply Agreement was rejected; instead, this court 
uses its equitable powers to ensure that CAM is not 
stripped of its “fairly procured trademark rights.” 

 Judgment is entered in favor of the Defendant, 
Chicago American Manufacturing, LLC, on all re-
maining counts of the Complaint. 

 


