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MEMORANDUM  

 
 

TRADEMARK HOLDING COMPANIES  
 

The  Need  for  Qua l i ty  Contro l 
And Other  I s sues 1 

 
B y G o r d o n  W .  S t e w a r t ,  E s q u i r e 

 
 

INTRODUCTION  
 

  De l aware  o f f e r s  a  100% t ax  exempt ion  fo r  r oya l t y  i ncome  

such  a s  l i c ense  f ee s  r ece ived  f rom the  l i c ense  o f  t r ademarks .   I n  o rde r  t o  

t ake  advan tage  o f  t h i s  bene f i t ,  an  ope ra t i ng  conce rn  gene ra l l y  a s s igns  a l l  

owne rsh ip  r igh t s  in  t r ademarks  to  a  who l ly - owned  ( and  o f t en  newly  

fo rmed)  De laware  subs id i a ry  co rpo ra t ion .   The  De laware  subs id i a ry  then  

wou ld  en t e r  i n to  a  l i c ense  ag reemen t  w i th  i t s  pa r en t  ( and  pe rhaps  o the r  

a f f i l i a t e s  and /o r  t h i rd  pa r t i e s )  and  co l l ec t  a  f a i r  m a r k e t  r o y a l t y  o n  t h e  

t r ademarks ,  t yp i ca l l y  based  on  sa l e s .   Unde r  De laware  l aw ,  t he  

subs id i a ry  gene ra l l y  qua l i f i e s  a s  a  “De laware  i nves tmen t  ho ld ing  

company”  ( “DIHC”) ,  wh ich  i s  exempt  f rom income  t ax  on  the  roya l t i e s  

a s  w e l l  a s  o n  a l l  o t h e r  p a s s i v e  i n c o me  s u c h  a s  i n t e r e s t ,  d i v i d e n d s  a n d  

cap i t a l  ga ins .  

 

 

 

 

                                                 
1 Note:  As this article was written in 1993, some sections may need updating. 



T H E  N E E D  F O R  Q U A L I T Y  C O N T R O L 

 

  T rademarks  a re  a  un ique  fo rm o f  p rope r ty  tha t  can  be  

b o u g h t ,  s o l d ,  a s s i g n e d  a n d  l i c e n s e d .   T r a d e m a r k s  a r e  u n i q u e ,  b e c a u s e  

un l ike  o the r  fo rms  o f  p roper ty ,  t hey  have  no  inde penden t  s i gn i f i cance  

apa r t  f rom the  goodwi l l  t hey  symbo l i ze .   A  c l ea r  example  o f  “goodwi l l ”  

i s  t he  qua l i t y  o f  p roduc t s  o r  s e rv i ce s  wh ich  a  consumer  a s soc i a t e s  w i th  a  

pa r t i cu l a r  t r ademark .   When  a  t r ademark  sugges t s  a  h igh  qua l i t y  p roduc t  

o r  s e r v i c e ,  t h e  c on s u m e r  w i l l  p a y  m o r e  f o r  t h e  p r o d u c t  o r  s e r v i c e  s i m p l y  

b e c a u s e  o f  t h e  e x p e c t a t i o n  o f  h i g h e r  q u a l i t y  a s s o c i a t e d  w i t h  t h e  

t r ademark .   The  t r ademark  thus  i s  a  symbo l  o f  goodwi l l  and  no th ing  e l se .  

 

  Unde r  bo th  f ede ra l  and  s t a t e  l aws ,  t r ademarks  a r e  en t i t l ed  t o  

p ro t ec t ion  a s  t hey  a re  u sed  in  commerce .   Fo r  example ,  when  a  t r ademark  

has  g rea t l y  i nc reased  in  va lue  a s  a  r e su l t  o f  i t s  owner  p rov id ing  qua l i t y  

p r o d u c t s  o r  s e r v i c e s  o v e r  a  n u m b e r  o f  y e a r s ,  s u c h  o w n e r ’ s  p r o t e c t i o n  

unde r  t he  l aw  may  exc lude  any  t h i rd  pa r t y  f r o m  u s i n g  t h e  s a m e  

t r a d e m a r k  f o r  t h e  s a m e  l i n e  o f  p r o d u c t s  o r  s e r v i c e s .   T h e  t r a d e m a r k  l a w s  

t h u s  p r o t e c t  t h e  v a l u e  o f  g o o d w i l l  t h a t  a  b u s i n e s s  d e v e l o p s  o v e r  y e a r s  o f  

p roduc ing  qua l i t y  p roduc t s  and  s e rv i ce s .  

 

  The  a s s ignmen t ,  s a l e  o r  l i c ens ing  o f  a  t r ademark  w i thou t  t he  

a s soc i a t ed  goodwi l l ,  i . e . ,  w i thou t  r ega rd  fo r  qua l i t y  con t ro l ,  cou ld  be  

deemed ,  i n  l ega l  t e rms ,  a  “naked”  a s s ignmen t  unde r  wh ich  t he  t r ademark  

i s  d e e m e d  “ a b a n d o n e d ” .   A s  a  r e s u l t ,  p r o t e c t i o n  f o r m e r l y  p r o v i d e d  f o r  

t h e  o w n e r  u n d e r  t r a d e m a r k  l aw  cou ld  be  l o s t  shou ld  a  t h i rd  pa r ty  w i sh  t o  

c l a i m  r i g h t s  t o  t h e  t r a d e m a r k . 2  F o r  e x a m p l e ,  i f  t h e  o w n e r  s e l l s  a  

t r ademark  t o  ano the r  bus ine s s ,  t he  pu rchas ing  bus ine s s  may  no t  have  t he  

s ame  t r ademark  l aw  p ro t ec t ion  i f  t he  p rev ious  owner ’ s  conce rn  fo r  

qua l i t y  c o n t r o l  i s  n o t  m a i n t a i n e d .   S i m i l a r l y ,  i f  t h e  o w n e r  o f  t h e  

                                                 
2 The theory underlying the “doctrine of naked assignment” is based on notions of consumer deception.  A trademark can become 
unenforceable against others when it no longer is associated with a particular owner and origin of goods, such as when the owner has 
entered into an unrestricted license of the trademark with a third party.  Thus, for example, if a trademark is licensed exclusively to an 
unrelated third party without any restrictions such as quality control, and such third party then uses the trademark to identify similar, 
but much lower quality products, consumers could mistakenly believe that the original business stands behind the new products.  A 
potential infringer thus may be able to successfully convince a court that the rights associated with the trademark and the protection 
normally accorded to the owner were abandoned at the time of license.  For representative cases, see:  Defiance Button Mach. Co. v. C 
& C Metal Products, 759 F.2d 1053 (2nd Cir. 1985); Cartier, Inc. v. Three Sheaves Co., Inc., 455 F. Supp. 123 (1979). 



t r a d e m a r k  e n t e r s  i n t o  a n  e x c l u s i v e  l i c e n s e  w i t h  a  t h i r d  p a r t y  w i t h o u t  a n y  

conce rn  fo r  qua l i ty  con t ro l  o f  the  l i censee ’ s  use ,  t he  owner  and  l i censee  

bo th  may  lose  a l l  t r ademark  l aw pro tec t ion .  

 

  S i n c e  t r a d e m a r k s  a r e  o f t e n  t h e  m o s t  v a l u a b l e  a s s e t s  o f  a  

bus ines s ,  ex t r eme  ca re  shou ld  be  t aken  to  min imize  the  r i sk  o f  naked  

ass ignment .   An  ass ignment  o f  a  t r ademark  to  a  DIHC shou ld  be  

ca r e fu l l y  d r a f t ed  t o  p rov ide  fo r  a s s i gnmen t  o f  a l l  goodwi l l  a s soc i a t ed  

w i t h  t h e  t r a d e m a r k .   S i m i l a r l y ,  t h e  l i c e n s e  a g r e e m e n t  f o r  t h e  t r a d e m a r k  

shou ld  p rov ide  fo r  adequa te  con t ro l  ove r  the  qua l i ty  o f  t he  goods  o r  

s e rv i ces .   I n  a l l  c a ses ,  t r ademark  counse l  shou ld  r ev i ew the  ma t t e r  t o  

ensu re  tha t  t he  p rope r  cour se  i s  fo l lowed .  

 

  One  impor tan t  func t ion  fo r  a  t r ademark  ho ld ing  company  i s  

t o  o v e r s e e  t h e  q u a l i t y  c o n t r o l  p r o c e d u r e s  i n  e f f e c t  f o r  t h e  o p e r a t i n g  

a f f i l i a t e s  and  o the r  l i c ensees  o f  t he  t r ademarks .   Th i s  func t ion  se rves  

s eve ra l  impor t an t  ob j ec t i ve s .   F i r s t ,  such  ope ra t i o n  s h o u l d  e n h a n c e  t h e  

va lue  o f  the  t r ademarks  ove r  t ime .   Th i s  ob jec t ive  a lone  ev idences  an  

impor t an t  bus ine s s  pu rpose  fo r  e s t ab l i sh ing  a  t r ademark  ho ld ing  

c o m p a n y .   T h i s  b u s i n e s s  p u r p o s e  h a s  t h e  a d d e d  b e n e f i t  o f  f u r t h e r  

e n h a n c i n g  t h e  s u b s t a n c e  o f  t h e  ho l d i n g  c o m p a n y  o p e r a t i o n  f o r  s t a t e  t a x  

pu rposes .   Th i rd ,  t he  func t ion  i s  c r i t i c a l  t o  min imize  t he  r i sk  o f  “naked  

a s s ignmen t”  a s  d i s cus sed .  

 

  T h e r e  a r e  a  n u m b e r  o f  a l t e r n a t i v e s  t o  b e  c o n s i d e r e d  w h e n  

de t e rmin ing  how the  t r ademark  ho ld ing  company  wi l l  imp leme n t  q u a l i t y  

con t ro l  p rocedures  fo r  i t s  l i c ensees .   One  a l t e rna t ive  i s  t o  r equ i r e  

l i c e n s e e s  t o  r e p o r t  p e r i o d i c a l l y  ( s a y ,  q u a r t e r l y )  t o  t h e  D I H C  o n  m a t t e r s  

o f  qua l i ty  con t ro l .   T rademark  counse l  can  p repa re  a  l i s t  o f  ques t ions  to  

be  answered  r e l a t i ng  t o  ( a )  c o n s u m e r  c o m p l a i n t s ,  ( b )  q u a l i t y  c o n t r o l  

ma in tenance  p rocedures ,  and  ( c )  compl i ance  wi th  spec i f i c  l i cense  

a g r e e m e n t  r e q u i r e m e n t s ,  a m o n g  o t h e r s .   T h e  D I H C  B o a r d  a t  i t s  m e e t i n g  

in  De laware  wou ld  r ev iew a  compi l ed  r epor t  f rom l i censees  and  t ake  

a p p r o p r i a t e  a c t i on  a s  wa r r an t ed .   The  minu t e s  o f  t he  DIHC Boa rd  

mee t ing  wou ld  r e f l ec t  a  d i scuss ion  o f  qua l i ty  con t ro l  i s sues  and  ev idence  



a  f u l f i l l m e n t  o f  b u s i n e s s  o b j e c t i v e s  r e l a t i n g  t o  p r e s e r v i n g  a n d  e n h a n c i n g  

t he  qua l i t y  a s soc i a t ed  w i th  t he  l i c ensed  t r ademarks .  

 

  A no the r  app roach ,  i n  con junc t ion  w i th  t he  f i r s t  a l t e rna t ive ,  

i s  t o  e n g a g e  t h e  s e r v i c e s  o f  i n d e p e n d e n t  q u a l i t y  c o n t r o l  e x p e r t s .   T h i s  

cou ld  range  f rom the  use  o f  independen t  t e s t ing  l abs  to  an  independen t  

qua l i t y  con t ro l  aud i to r  o f  t he  DIHC,  o r  a  combina t ion  o f  bo th .   The  

independen t  t e s t i ng  l ab  wou ld  de t e rmine ,  a s  engaged  and  in s t ruc t ed  by  

the  DIHC,  the  min imum qua l i ty  s t anda rds ,  t he  r e l a t ive  pos i t i on  in  the  

marke t  o f  t he  qua l i t y  o f  t he  p roduc t  ( such  a s ,  “mee t s  ave rage  qua l i t y  

s t anda rds” ) ,  and /o r  t he  r e su l t s  o f  spec i f i c  t e s t s  des igned  to  t e s t  ce r t a in  

a spec t s  o f  t he  p roduc t  ( e . g . ,  co lo r  f ad ing ,  b r eakage ,  e t c . ) .  

 

  An  i ndependen t  qua l i t y  con t ro l  aud i t o r  cou ld  be  engaged  by  

the  DIHC to  implemen t  wha teve r  qua l i ty  con t ro l  p rogram i s  des igned  by  

the  DIHC and  i t s  counse l .   Th i s  “ se rv ice  p rov ide r”  cou ld  compi l e  the  

pe r iod ic  r epo r t s  f rom l i censees ,  pe r fo rm on- s i t e  v i s i t s  a t  t he  l i censees ’  

p l a n t s  o r  o f f i c e s ,  c o o r d i n a t e  i n d e p e n d e n t  t e s t i n g  s e r v i c e s  a n d  a n y  

number  o f  r e l a t ed  and  anc i l l a ry  t a sks .   The  s e rv i ce  p rov ide r  wou ld  

p r e p a r e  a  r e p o r t  o f  q u a l i t y  c o n t r o l  p r o c e d u r e s  f o r  r e v i e w  o f  t h e  B o a r d  o f  

d i r ec to r s  a t  t he i r  mee t ings .   The  independen t  na tu re  o f  t he  s e rve  may  

p rov ide  a  l eve l  o f  p ro t ec t i on  and  enhancemen t  o f  t r ademarks  wh ich  

w o u l d  n o t  e x i s t  i f  t h e  D I H C  h a d  n o t  b e e n  f o r me d .   T h i s  c o u l d  

demons t r a t e  an  e s sen t i a l  bus ines s  pu rpose  and  ju s t i f i ca t i on  fo r  fo rming  

the  t r ademark  ho ld ing  company .  

 

OTHER ISSUES  

 

A .   Change  o f  Owner sh ip  a s  a  Ma t t e r  o f  Reco rd 

 

  I n  o rde r  t o  r e f l ec t  t he  DIHC as  t he  new owner  o f  t he  

t r a d e m a r k s ,  i t  g e n e r a l l y  i s  n e c e s s a r y  t o  c h a n g e  t h e  r e g i s t e r e d  o w n e r  i n t o  

t h e  n a m e  o f  t h e  D I H C  i n  t h e  a p p r o p r i a t e  p u b l i c  r e g i s t r a t i o n  o f f i c e s .   

These  wou ld  i nc lude  t he  o f f i c e s  whe re  r eg i s t r a t i ons  had  been  r eco rded  

p r io r  t o  t he  a s s ignmen t  o f  p rope r ty  r i gh t s  t o  t he  DIHC.   I n  t he  Un i t ed  



S t a t e s ,  t h e  c e n t r a l  f e d e r a l  f i l i n g  o f f i c e  i s  t h e  U . S .  P a t e n t  a n d  T r a d e m a r k  

Of f i ce ,  Wash ing ton ,  D .C .  

 

  Ou t s ide  o f  t he  Un i t ed  S t a t e s ,  t he  DIHC gene ra l ly  wou ld  need  

t o  change  r eg i s t r a t i ons  i n  t he  p rope r  r eco rd ing  o f f i ce s  o f  t he  app l i cab l e  

fo re ign  coun t r i e s .   The  l aws  o f  fo re ign  coun t r i e s  d i f f e r  on  the  

r equ i r emen t s  t o  change  r eg i s t r a t i ons ,  and  counse l  expe r i enced  i n  such  

m a t t e r s  ( a n d  i n  p a r t i c u l a r  t h e  s p e c i a l  r e q u i r e m e n t s  o f  c e r t a i n  c o u n t r i e s )  

shou ld  be  consu l t ed .   Many  a s s ignmen t s  mus t  go  t h rough  a  “l ega l i z a t i on”  

p r o c e s s .   T h e  a s s i g n m e n t  d o c u m e n t  t o  b e  r e c o r d e d  i n  a  f o r e i g n  c o u n t r y ,  

fo r  example ,  migh t  need  an  accompany ing  power  o f  a t to rney ,  wi th  the  

a s s i g n o r / a s s i g n e e  s i g n a t u r e s  n o t a r i z e d .   T h e  n o t a r y ’ s  s i g n a t u r e  m a y  n e e d  

to  be  a t t e s t ed  by  the  app l i cable  s t a t e ’ s  Sec re t a ry  o f  S ta t e ,  and  tha t  

Sec re t a ry  o f  S t a t e ’ s  s igna tu re  s imi l a r ly  may  need  to  be  ve r i f i ed  by  the  

U .S .  Sec re t a ry  o f  S ta t e .   F ina l ly ,  t he  U .S .  Sec re t a ry  o f  S ta t e ’ s  s igna tu re  

m a y  n e e d  t o  b e  v e r i f i e d  b y  t h e  f o r e i g n  c o n s u l a t e ’ s  o f f i c e  o f  t h e  f o r e ign  

count ry  involved .  

 

B . Arms - Length  Roya l ty  Ra te  

 

  When  the  DIHC en t e r s  i n to  l i c ense  ag reemen t s  fo r  t he  u se  o f  

t r ademarks ,  absen t  o the r  r e l i ab l e  i nd i ca to r s  o f  va lue ,  i t  i s  ve ry  impor t an t  

t o  have  an  independen t  a rms - l eng th  app ra i s a l  o f  t he  t r ademarks  and  t h e  

p rope r  r oya l t y  r a t e .   I t  i s  r e commended  t ha t  an  i ndependen t  expe r t  

app ra i s a l  f i rm  pe r fo rm the  neces sa ry  ana ly s i s  and  p rov ide  a  wr i t t en  

r epo r t  o f  i t s  conc lus ions  fo r  t he  DIHC’s  r e l i ance  in  de t e rmin ing  the  f a i r  

ma rke t  r oya l t y  r a t e .   Such  r a t e  shou ld  r e f l e c t  c o n s i d e r a t i o n s  r e l e v a n t  t o  

a rms - l eng th  nego t i a t ions .   The  l i cense  ag reemen t  t hen  shou ld  inco rpora t e  

such  f a i r  marke t  roya l ty  r a t e .   Fu r the r ,  a l l  t e rms  o f  t he  l i cense  ag reemen t  

shou ld  r e f l ec t  a rms - l eng th  cons ide ra t ions  and  be  fo l lowed  ca re fu l ly .  

 

C . D e laware  Law Conce rns  

 

  I n  o rde r  t o  qua l i fy  and  ma in t a in  exempt  s t a tu s  i n  De laware ,  

a  DIHC gene ra l ly  mus t  conf ine  i t s  ac t iv i t i e s  i n  De laware  to  the  



main tenance  and  managemen t  o f  “ in t ang ib l e  i nves tmen t s”  and  the  

co l l ec t i on  and  d i s t r i bu t i on  o f  i ncome  f rom suc h  i n v e s t m e n t s .   D e l a w a r e  

l a w  p r o v i d e s  t h a t  t r a d e  n a m e s  a n d  t r a d e m a r k s  a r e  i n c l u d e d  i n  t h e  

de f i n i t i on  o f  “ i n t ang ib l e  i nves tmen t s” .   The  DIHC mus t  be  ca r e fu l ,  

howeve r ,  neve r  t o  p rov ide  s e rv i ce s  t o  i t s  a f f i l i a t e s  o r  o the r s .   Ca re  t hus  

s h o u l d  b e  e x e r c i s e d  i n  fo rmu la t i ng  t r ademark  l i c ense  ag reemen t s  w i th  

a f f i l i a t e s  t o  ensu re  tha t  t he  DIHC i s  no t  pe r fo rming  se rv ices  fo r  such  

l i c ensees  wh ich  migh t  j eopa rd i ze  t he  t ax- exempt  s t a tus  o f  the  DIHC.   For  

e x a m p l e ,  a  D I H C  c a n n o t  u n d e r t a k e  a  p l a n  t o  c o n t i n u o u s l y  p o l i c e  a l l  

ope ra t iona l  and  p roduc t  qua l i t y  s t anda rds  o f  i t s  l i censees .   Such  

a c t i v i t i e s  a r e  c o m m o n  i n  a  f r a n c h i s e r / f r a n c h i s e e  r e l a t i o n s h i p  a n d  m a y  g o  

beyond  “ma in t enance  and  managemen t”  ac t iv i t i e s .  

 

  Impor t an t l y ,  howeve r ,  t he  De l aware  D iv i s i on  o f  Revenue  ha s  

t a k e n  th e  p o s i t i o n  g e n e r a l l y  t h a t  p r o t e c t i n g  a n d  m a i n t a i n i n g  r i g h t s  i n  

i n t e l l ec tua l  p rope r ty  a r e  pe rmi t t ed  “ma in t enance  and  managemen t”  

ac t iv i t i e s .   Accord ing ly ,  fo r  example ,  a  DIHC owning  and  l i cens ing  

t r ademarks  a l l  ove r  t he  wor ld  cou ld  have  on  s t a f f  i n  De laware  a l l  

nece s sa ry  pe r sonne l  t o  ma in t a in  r eg i s t r a t i ons  and  r enewa l s  t he r eo f ,  t o  

l i t i g a t e  t r a d e m a r k  i n f r i n g e m e n t  a c t i o n s  a n d  t o  e n s u r e  q u a l i t y  c o n t r o l  

p rocedu re s  a r e  be ing  fo l l owed .   A l t e rna t i ve ly ,  t he  DIHC cou ld  engage  an  

i n d e p e n d e n t  s e r v i c e  p r o v i d e r  t o  c o o r dina t e  such  needed  s e rv i ce s ,  

i nc lud ing  the  imp lemen ta t ion  o f  a  qua l i t y  con t ro l  aud i t  sys t em.  

 

CONCLUSION  

 

  S i g n i f i c a n t  b e n e f i t s  c o u l d  b e  d e r i v e d  f r o m  t h e  v a l u a b l e  

subs t ance  o f f e red  by  a  t r ademark  ho ld ing  company  wh ich  has  

imp lemen ted  a  qua l i t y  con t ro l  p rog ram.   No t  on ly  i s  r oya l t y  i ncome  

r e c e i v a b l e  o n  a  t a x- exempt  bas i s  i n  De laware ,  bu t  t he  added  bene f i t  o f  

enhanced  qua l i ty  con t ro l ,  whe the r  o r  no t  wi th  the  a s s i s t ance  o f  an  

independen t  s e rv ice  p rov ide r ,  may  be  o f  g rea t  va lue  to  the  ope ra t ing  

pa ren t  and  a f f i l i a t e s .   As  wi th  any  DIHC hav ing  the  po ten t i a l  fo r  

s i gn i f i c an t  bene f i t s ,  spec i a l  De l aware  counse l  o r  o the r  qua l i f i ed  adv i so r s  

s h o u l d  b e  c o n s u l t e d  w i t h  r e s p e c t  t o  p e r m i t t e d  D e l a w a r e  a c t i v i t i e s ,  a n d  



qua l i f i ed  t r ademark  counse l  shou ld  be  consu l t ed  on  the  p rope r  m e t h o d  o f  

a s s ign ing  and  l i cens ing  t r ademarks  and  wi th  r e spec t  t o  t he  neces sa ry  

qua l i ty  con t ro l  p rogram.  

 

 

P l ea se  no t e  t ha t  t he  fo r ego ing  gene ra l  d i s cus s ion  does  no t  cons t i t u t e  an  

o p i n i o n  o r  o p i n i o n s  o f  t h e  a u t h o r .   C o n s u l t  c o u n s e l  w i t h  r e s p e c t  t o  a n y  

spe c i f i c  f ac t s  o r  c i r cums tances .   © October  1 ,  1993 .   Copyr igh t  r e se rved  

by  the  au tho r .  
 


