LICENSING

IN THE

EuroreEaN UNION

JOCHEN PAGENBERG







T

. /-—..\‘.

FATENT-UND RECHTSANWALTE

BARDEHLE - PAGENBERG - DOST - ALTENBURG - FROHWITTER - GEISSLER -1-

& PARTNER

Dr. Jochen Pagenberg
Attorney-at-Law, Munich

Dr. jur. University of Munich (1974)
“LL:M. Harvard Law_School- (1973)

"Fellow, Max Planck Institute for International Patent, Copyright and Competition
. Law, Munich since 1973

Professmnal Actlvmes
Admitted to Munich Bar in 1973, Partner of Bardehle, Pagenberg et al. since
1979, a firm of lawyers and patent agents who have offices in Munich, Diiss-
seldorf, Mannheim. Paris, Alicante and a liaison office in Shanghai and who
exclusively specialize in intellectual and industrial property law, especially in
Patent, Trademark and Copyright Litigation

" Special Actmtles and Publications:

Excecutive Editor of the International Review of Industnal Propertv and Copyright
Law (IIC) since 1973; Lecturer at the Universities of Strasbourg (France), Pierce
Law Center (Concord, NH-USA) and Alicante (Spain), numerous other lectures

Author of 4 books on patent, trademark and computer law,
e.g. License Agreements, (English-German Licensing Handbook for Patents, Know-
how and Computer Software), 4th Edition, Cologne 1997, Manual on the Europe-
~.an. Community Trademark, _Heymanns, Koln 1996, and more than 50 articles in
all fields of industrial property law, among them

Opposition based on unregistered Rights under the future Commumty Trademark
System, 20 IIC 595 (1989)

Protection of Famous Trademarks, International Intellectual Property Law Vol 2,
Hansen, ed., Fordham University School of Law, 1998, Vol 2, p.44-1
The Cornmumtv Trademark - Pros and Cons of the System Rcv131ted INTA 1997
Bulletin Annual Meeting p. 498

- The Scope of Article 69 European Patent Convention: Should - Sub-Combinations
be Protected?, 24 IIC 314 (1993)
More Refined Rules of Claim Interpretation in Germany, 26 IIC 228 (1995)
The WIPO_Patent Harmonization Treaty. 19 AIPLA Quarterly Journal 1 (1991)
The Opposition Procedure of the Community Trademark - New Trademark Law
Strategies, 29 IIC * (1998)

Membership:

AIPLA, AIPPI, ALAI, ECTA, IBA, INTA, LES, Marques, German-American
Chamber of Commerce, Computer Law Association, ATRIP




BARDEHLE - PAGENBERG - DOST

ALTENBURG - GEISSLER - ISENBRUCK

PATENT- UND RECHTSANWALTE -

POSTFACH 86 06 20 - £1633 MUNCHEN

"Frankli_n Pierce Law Center -

Summer Institute 1998

Licensing in The European Community

Dr. Jocheh Pagenberg _
Attorney at Law, Munich

CONTENTS

_ I Introduct:on

II Case law of the ECJ on the enforcement of lndustrlal

-+ 'UDO Wi ALTENBURG

MUNCHEN

Rechisanwilre

JOCHEN PAGENBERG
BERNHARD GEISSLER 14
PETER J. A. MUNZINGER
CHRISTINE ESCHENBURG
ANDREAS RAUBENHEIMER
JOHANNES HESELBERGER
DIETRICH BEIER

CLAUS M. ECKHARTT
RICHARD SCHLOTTER
ALEXANDER HARGUTH
ANKE KEMPKENS
ARACEL! BLANCO JIMENEZ 362
Patentarwilte &

European Palent Attorneys
HEINZ BARDEHLE
WOLFGANG. A, DOST

WALTER HOFFMANN
JORGEN ROST -

PETER K. HESS
ALBRECHT. DEHMEL
MARIA KRELLER-SCHOBER
MATHIAS RICKER
HENDRIX WICHMANN 2
JOHANMES 'LANG ‘
THOMAS LESKE !

- MARTIN ‘SCHLOTELBURG 2

RAPHAEL BOSL

WILHELM HEUER

DUSSELDORF
Rechtsanwalte .
REINHARDT SCHUSTER
KATRIEN VANDEN BOSSCHE
MARTIN KGHLER :
Parentanwilie &

FEuropean Patent Atrorneys

. HERMANN KAHLHOFER .

DITMAR NEUMANN 2

- 'Applicability . of Art. Art.. 30, 36, 85 EU Treaty

“1, Trademark and:

"a) Sirena

- b) Centrafarm vs. Amerlcan Home Products

‘Competition Law. |

~.¢) Hoffmann-LaRoche vs. Centrafarm

d) Cassis de Dijon
e)r +r

f) Kaffee HAG

g) Keck

~hY:Pall

2. Patents

Miinchen: Galileiplatz 1

Paris:
Alicante;

Shanghai: 435 Guiping Rd.

- 81679 Miinchen

Diisseldorf: Uerdinger Strafe 5 - 40474 Diisseldorf
Mannheim: Theodor-Heuss-Anlage 12 - 68165 Mannheim Tel:(621) 42 27 10
45, Avenue Montaigne - 75008 Paris
Avenida De Aguilera 19-1B - 03080 Alicante Tel:(96) 59 20 455

- Shanghai 200233

Tel:(89) 92 80 50
Tel:(211) 47 81 30

Tel:(1) 44 43 91 99

MANNHEIM

Patentanwilie &

European Patent Attorneys

GUNTER ISENBRUCK

STEFAN FEAUX DE LACROIX

HANS-JOACHIM NEUBAUER

HEDWIG KERN ! .
7

PARIS |

Avocats & la Cour

BOMINIQUE DUPUIS-LATOUR

Rectisanwéite

IOCHEN PAGENBERG 7

Patemanwalte &

. European Patens Atorneys

IOHANNES LANG
EN COOPERATION AVEC

. Avoc@s a lo Cour

SERGE BINN

"~ CHRISTIANE LEFEBVRE

ALICANTE

Abogados &

Agentes de la prapiedad industriol
ARACELY BLANCO JIMENEZ
PETER J. A. MUNZINGER 14

SHANGHAI

Licison Office

- UDO W. ALTENBURG ‘210

I Eurgpean Patent Attorney

2 Patentarmwall

3 Rechisanwel

4 US Atorney at Law

5 Abogade

6 Agente de la propiedad industric!

7 non membre du Barregs de Peris

& no admitide a la colegiacion espariola
9 nichs in Minchen zugelassen

10 not admisted 1o practice in Ching

pr_operty rights

J"
i
\\

hutp://www . bardehle.com

Fax:(89) 92 80 54 44 Email:info@muc.bardehle.de

Fax:(211) 47 81 331 Email:info@dus.bardehle.de

Fax:(621) 42 27 131 Email:info@man.bardekle.de
Fax:(1) 44 43 91 85 Email:info@par.bardehle.com
Fax:(96) 59 20 503  Email:info@ali.bardehle.com
Tel:(21) 64 85 41 64 Fax:(21) 64 85 50 62 Email:info@sha.bardehle.com




BARDEHLE - PAGENBERG - DOST
ALTENBURG - GEISSLER - ISENBRUCK -2-

b)) Merck
.. ¢) Maize Seed

- d) Pharmon

¢) Allen & Hanbury s
- -f) Tylosin

3. Copyright Law

~-a) Polydor-- . ... .
'b) Warner- - -
¢) GEMA
- d) SACEM
. ¢) EMI
) Imerco
"4, The Exhaustion Doctrine

. JIL. Art. 85 EU Treaty and the exemption rules for license agreements

1. Exemption by categories of agreements

a) Distribution agreements

aa) Selective Distribution

bb) Exclusive Distribution

cc) Franchising

b) License Agreements

aa) Group Exemption Regulation for Technology Transfer Agreements - GER
(Technology) -Regulation No.240/96

(1) General - Scope of application

(2) Clearance of license agreements -~ Notlﬁcatmn Procedure
‘(3) Case law of the Comimission

(4) Contents of the Exemption Regulations

(5) Individual contract provisions

-(bb) GER' (R&D) - Regulatlon No 418/85

(a) General

(b) Individual Provisions

¢) Special issues of {rademark llcense agreements
dd)Special lssues of software lleense agreements

1V. Art. 86 - Abuse of a dominant position




BARDEHLE - PAGENBERG - DOST
ALTENBURG - GEISSLER - ISENBRUCK

PATENT- UND RECHTSANWALTE -

POSTFACH 86 06 20

- 81633 MUINCHEN

Franklin Pierce Law Center

Summer Institute 1998

MUNCHEN
Rechisanwiite

JOCHEN PAGENBERG
BERNHARD GEISSLER I+
PETER J. A. MUNZINGER
CHRISTINE ESCHENBURG

MANNHEIM

Patentanwillte &

European Patent Attorneys
GUNTER ISENBRUCK
STEFAN FEAUX DE LACROIX

" HANS-JOACHIM NEUBAUER

ANDREAS RAUBENHEIMER HEDWIG KERN !
JOHANNES HESELBERGER L
DIETRICH BEIER PARIS

CLAUS M. ECKHARTT
RICHARD SCHLOTTER
ALEXANDER HARGUTH
ANKE KEMPKENS

ARACEL] BLANCO JIMENEZ 369

Patentanwilte &

European Paent Auorneys
HEINZ BARDEHLE
WOLFGANG A. DOST
UDO W, ALTENBURG
WALTER HOFFMANN -
JORGEN ROST

PETER K. HESS
ALBRECHT DEHMEL
MARIA KRELLER-SCHOBER
MATHIAS RICKER
HENDRIX WICHMANN ?
JOHANNES LANG
THOMAS LESKE !
MARTIN' SCHLOTELBURG 2
RAPHAEL BOSL

WILHELM HEUER

Avacats & la Cour
DOMINIQUE DUPUIS-LATOUR
Rechisanwalie

IO0CHEN PAGENBERG ’
Potentanwalte &

Eurgpean Patent Atorneys
JOHANNES LANG

EN COOPERATION AVEC

- Avocats & Ia Cour

SERGE BiNN
CHRISTIANE LEFEBVRE

ALICANTE

Abogados &

Agentes de la propieded industrial
ARACELL BLANCO JIMENEZ
PETER . A. MUNZINGER 8

- SHANGHAI

Liaison Office
UDO W. ALTENBURG 120

- DUSSELDORF ; European .;’eum Anorney
Rechusanwilie H : g Zﬁ‘;ﬂ"xﬂ;
i : : ' . R AN HUSTER 3 US dnorney & Law

KATR ANDEN BOSSCHE 5 adp

Licensing in The European Community i i 3 i
Patesonwiilte & 7 non membre du Barresu de Paris
-Eurcpean Patent Attorneys & po admitide a la colegioeion espaiiola
HERMANN KAHLHOFER 9 nicht in Minchen zugelassen

‘DITMAR NEUMANN 2 ‘10( not admitted to proctice in China

Dr. Jochen Pagenberg
Attorney at Law, Munich

I. 1htro duction

EU competition -law must be understood as the equivaleht of US antitrust law.
It is important for the marketing of products in particular with respect to the
following situations: : :

- for the conclusion of distribution and/or licensing agreements between. manufac-
turers/patentees and distributors/licensees for which the knowledge of the bound-
aries of contractual freedom is necessary. The competition rules, Arts. 85 and 86
as well as Arts. 30, 36 EU Treaty which are interpreted as guaranteeing the free
flow of goods and services, are part of the public order of all Member States
and cannot be circumvented by a choice of law rule referrmg to a non-member
country.

- the enforcement of patents, trademarks, know-how or copyrights within the EU
which is governed by the principle of EU-wide exhaustion which means that one
lawful sale in one Member Country, i.e. normally a sale with approval of the
right holder, precludes the subsequent enforcement of parallel rights in another
Member State.
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For both areas an overwhelming number of cases decided by the European Court
of Justice (ECJ) exist which define the impact of approval or authorization!.

The treatment of the different industrial property rights will first of all be dealt
with under the viewpoint of the case law of the European Court of Justice on
the free movement of goods, and then with respect to the lawfulness of licensing
agreements and the most important contract clauses used therein. In this context
also the- group exemption regulations and their significance for the draftmg of
 -.agreements will be dlscussed . )

I Case law of the ECJ on the enforcement of industrial property rights
- Applicability of Art. Art. 30, 36, 85 EU Treaty

- The general rules under Art. 30, 36 EU Treaty are that restrictions of the free
movement of goods and services are only justified for the protection of industrial
and commercial property and do not constitute a means of arbitrary discrimination
nor a disguised restriction on trade between the Member States. Industrial
property rights which. fall under Art. 36 are patents, utility models, plant variety
rights, industrial designs; marks (trademarks and serwce marks) tradenames,

j geographm indication of source and appellatmns of orlgm

The most important doctrine developed by the European Court of Justice concern-
ing the distinction between admissible and inadmissible import or export restric-
tions was the differentiation between the existence and exercise of industrial -
property rights. In several decisions the Court has defined this doctrine. The
typical example of what the ECJ does not regard as belonging to "the specific
- subject matter". -of a trademark or a patent was to stop parallel imports of
genuine .goods Wthh had been put into commerce within the EU by the trade-
.- mark or patent owner or with his consent3. The later case law concentrated to
a greater extent on the clearer concept of improper use of industrial property
rights, which would be given in case of discrimination or an artificial partition
within the Common Market*. The typical case of an nnproper use of. industrial
_property rlghts consists in the attempt to enforce vertical price maintenance and
-distribution systems, while their proper use and main purpose consists in prevent-
ing the distribution of . 1nfrmg1ng goods :

: - L. From the pertinent .literature‘see Reimer, 12 IIC 493 (1981); Reischl, 13 IIC

415 (1982); Ubertazzi, 1984 GRUR ‘Int. 327; Walter, in:. Cornish, Copyright in Free

.and Competitive Markets, Korah, An Introductory Guide to EEC Competititon Law, 3rd
“ed. 1986; _

2 Cf. Beier, Industrial Property and the Free Movement. of Goods in the Internal
European Market, 21 IIC 131, 145 (1990)

3 Cf. Beier, Industrzal Property and the Free Movement of Goods in the Internal
European Marker, 21 TIC 131, 148 et seq. (1990) :

* ECI 14 IIC 515 (1983) - Keurkoop v. Nancy Kean Gifis recital 24

7 See. Beier 21 IIC 131, 152 (1990) . -
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1. Trademark and Competition Law

Since the first decisions on the free movement of goods under Arts. 30, 36 EU
Treaty were issued in the field of trademark law, they shall be presented first.

-a) Sirena

- One of the basic decisions on the concept of free flow of goods was the Sirena
“decision® which concerned a case of parallel ‘trademark licenses in different
countries of the EU. One of the licensees objected against the importation into
his territory of products originally marketed by one of the other licencees.

The ECJ argued that if the right to the trademark has been obtained by contrac-
tual agreement among the parties concerned, Article 85 (1) EU Treaty is applica-
ble, i.e. market sharing under subpar. (c) constitutes a violation of the competi-
tion rules, even if such agreements have been entered 1nto before the entry into
~ force of the EU Treaty : :

For the determination whether also a violation of Art. 86 EU Treaty is given, the fact that a
-trademark can be the basis for an injunction against third parties is not sufficient; it must further
be examined whether, the prerequisites for the. application' of Article .86 EU Treaty, namely a
dominant position, a misuse of this position and the possibility to interfere with the trade among
Member States, are given’.

b) Centrafarm vs. American Home Prodﬁctss.

The trademark owner had marketed a pharmaceutical product in the Benelux
countries under a trademark Serestra, and a similar product in the UK under the
trademark Serenid. The deféndant, Centrafarm had purchased the pharmaceutical
in the UK at a cheaper price and resold it in the Nethérlands after having
changed the name of the trademark to the one more famlhar to Dutch consum-
ers, Serestra ' :

The defendant referred to Arts. 30, 36 EU Treaty and the principle of the free
flow of goods. He relied on the fact that the products had been marketed by the
trademark: owner or with his consent, so that his rights were exhausted. The
Court decided that the defendant could not rely on the approval by ‘the trademark
owner, since the sale had occured under a different trademark. The only reserva-
tion which the ECJ made in the decision was a warning that if the different
trademarks in the countries -of the EU  were: only used for the purpose of
partitioning the markets, the rights granted under Art. 36 first sentence would be
-regarded as a disguised restraint of trade in -the sense of Art. 36 second sen-
tence and thus would lead to a dismissal of an action for an injunction®.

6 1971 GRUR Int. 278.

7 Cf. for the different situation where the mark is owned by different entities
within and outside the Community ECJ 7 IIC 275 (1976) - EMI/CBS

810 IIC 231 (1979)
9 In the same sense already ECJI 7 1IC 275 (1976) - EMI/CBS
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¢} Hoffmann-LaRoche vs. Centrafarml?

This case was the first in a row of cases which concerned the repackaging of
‘goods after a parallel importation from another: country in the EU. Centrafarm
had purchased pharmaceuticals manufactured by Hoffmann-LaRoche (Valium) from
the Netherlands where those pharmaceuticals had been repackaged after they had
been imported from the United Kingdom. Centrafarm fixed the trademark Valium
on the products together with the registration numbers of the German health

authormes and imported the products into Germany. While the original packages

- purchased contained . 100 and 250 tablets respectively, the repackaged products
were sold in packages of 1000 tablets. . - _

The ECJ confirmed the injunction issued by the German . Courts co.nﬁrming that

. the exercise of a trademark right is lawful under Art. 36 EU Treaty and is not

contrary to Art. 86 on the sole ground that it is the act of an undertaking
enjoying a dominant -position on the market, if the trademark right has not been

- used as an instrument for the abuse of such a position. The ECJ indicated

however that a disguised restriction on trade between member states may be
given, if it is established that the use of the trademark right having regard to

© “the marketing - system which the proprietor has.adopted, will contribute to the
E art1ﬁc1a1 partmonmg of ‘the markets between member states.

d) Recent Cases

More recent repackaging  cases have been dec1ded by the ECJ in three consolidat-
ed decisions Bristol-Myers Squibb/Boehringer/Bayer v. Paranova, Eurim Pharm v.
Beiersdorf/Boehringer/Farmitalia and MPA Pharma v. Rhone-Poulencll. The three
cases all concerned imports of pharmaceuticals into Denmark where the importer
had entirely repackaged the products and affixed the trademark of the
‘manufacturer, The Court repeated its view that the trademark owner’s rights are
infringed ‘when a product is repackaged or-a trademark reaffixed, except under
specified- and well-defined conditions. The. ECJ held that an importer may only
do ‘so, if it is necessary -to: permit- importation and distribution within the import-

" ing country. Repackaging will mot be allowed if simple affixation of new labels

or the addition of a new package insert will suffice. In any case the trademark
owner may object, if the repackaging could impair the reputation of a.trademark.

* The criteria applied seem to be somewhat vague so that conflicting decisions of

national Danish courts were the result.
e) Cassis de Dijon

‘A -decision which exemplifies another line of arguments of the ECJ with respect

- ‘to the principle’ of “free flow of goods" and the interpretation of Arts. 30, 36

-EU Treaty does not belong to trademark law. It has_'_bg:cn. _citec_l__in_‘ many later

10 9 11C 580 (1978)

1 The decisions are not yet pubhshed in Enghsh apparently due to delays in
translation. from the. Danish language .
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decisions as a guidin rinciple: "Cassis de Dijon"!? and also influenced deci-
p i

sions dealing with trademarks and unfair competition law. It concerned the impor-
‘tation of a liquor from  France into Germany with an alcohol content between
15% and 20%. The German government agency for the control of alcoholic
beverages enjoined ‘the -importation, because the ‘alcohol content was not in
conformity with German law. The importing company attacked this decision and
the case went to the ECJ- WhICh had to decide on the consumer protecting effect
) of the German law o

- The German government had argued that the lower’ alcohol percentages which are
allowed in France may lead to alcoholic consumption without any noticeable
effect at the beginning, so that alcohol drinking can become a habit. Therefore
‘the German law which requires higher alcohol percentages protects the health of
the consumers. The Court did not accept these arguments in view of the fact
‘that the consumer is confronted with a great variety of alcoholic beverages and
that he also drinks -some higher percentage beverages diluted with water or other

~soft drinks. Therefore the ‘import prohibition constitutes a violation of Art. 30
EU Treaty. ' R o

"The rule laid down by the Court in this decision was that if a product is
lawfully marketed in a Member State, it can freely circulate-in all other coun-
tries if there are no urgent and high-ranking considerations for the protection of
consumers which justify restrictions. A relationship with the exhaustion principle
exists insofar as the criterion in "Cassis de Dijon" is equally the lawfulness of
~ the first marketing in one’ of the Member Countries which determines the free
“flow of goods throughout the. Community.

Br+r

~A German company, a'leading manufacturer for pharmacy furniture, had founded
- subsidiaries in different European countries, among them France. Over a period
“of about ten years thesecompanies -had used the same company name with the
respective abbreviations and a common -trading symbol "“r + r"13. After the
bankruptcy of the German parent company and the other subsidiaries the only
~ still active company was the French subsidiary which already in the past during
"'the co-existence of the German company had made deliveries into Germany. It
~ continued such sales also after the German company ‘had ceased its activities.

A competitor filed actions for unfair competition based on alleged confusion of
consumers under § 3 of the Act Against Unfair -Competition. The plaintiff’s
argument was that German consumers who in the majority only knew the German
company, would be misled as to the source of the products. The Munich District
Court filed a request for a‘ preliminary ruling to the ECJ, and the ECJ had to
‘decide whether the principle of free movement of goods took precedence over the
national rules of unfair competition.

12 ECJ 11 [IC 357 (1980) - Cassis de Dyon

13 16 1IC 751 (1985) - r + r with comment by Pagenberg at 754.
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-The defendant argued that the French company had lawfully used the company
symbol -in France during the co-existence of the two companies and the fact that
- the trademarks were of common origine would make the incorrect belief of
-German consumers as to the origin of the products irrelevant. The defendant also
relied on the fact that it would constitute a discrimination if imports and sales
- from France could be forbidden on the only ground of a different origin of the
products. Citing a long line of case law it was pointed out that the ECJ had
‘repeatedly . confirmed the principle that obstacles to free movement within the

"~ Community can. only "be ' accepted if “they ~are necessary “in “order to satisfy-

mandatory requirements relating to the protection of public health, the fairness of
commercial transactions and to the defense of consumers.

The ‘ECJ primarily examined whether in the case of a purely national situation
an injunction would. have been granted, e.g. if after the bankruptcy of a German
- group of companies two independent companies . survive and consumers are
allegedly misled because the company in Northern Germany is selling in Southern
Germany. Since no such case could be cited by the plaintiff, the ECJ declared
that it was a discrimination if a misrepresentation were to be affirmed for a
situation within different member countries of the EU.

o) Kaffee HAG
" aa) HAG I

‘An important influence on the case law - of the ECJ concerning the free flow of
goods in the field of trademark law has for a long time been the case Hag I
It concerned a situation of parallel trademarks in Germany and Belgium of a
German trademark owner. The Belgian marks were confiscated after World War
- I and sold by the Belgian government to a third party which afterwards assigned
them to another company. In spite of the existence of those former marks, the
German company started in 1971 sales under their identical mark in Belgium.
The Belgian trademark owner, Van Zuylen, started proceedings against Hag AG
and the Luxembourg regional court referred the case to the ECJ for preliminary
ruling. ‘The ECJ decided that it was incompatible with the free movement of

- goods to prohibit the marketing of a product legally bearing an identical mark
1f that mark had the same orzgm 14

"The reasons of the ECJ were-that the enforcement of the trademark would lead
to an isolation of national markets, and although the indication of origin of a
- product may be regarded as useful, this could be ensured by means. other than
- prohibition which would affect:.the free movement of goods. -

bb) HAG II

- Five years after that decision the company Van Zuylen was taken over by the
- Swiss company Jacobs Suchard AG. A subsidiary of Jacobs Suchard, Sucal,
started another five years later to import coffee from Belgium into Germany, i.e.
the reverse situation of the first Hag case. This time Hag AG attacked Sucal.
Hag prevailed before the German courts, but the Federal Supreme Court referred
the case again to the ECJ for preliminary ruling.

4 ECY 5 IIC 338 (1977) - HAG

- 6-
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The ECJ overruled HAG I and stated that the doctrine of common origin does
‘not’ constitute a legitimate rule of community law, since it would deprive a trade-
~mark of its function to distinguish goods from those of a competitor. Where
‘trademarks have been divided against the will of its owner and in the absence
of legal or economic links each proprietor may oppose the importation of goods
' with the ‘identical marks within the territory of his own mark. The situation
~ would be different, if there is a "dependency through legal links", e.g. licensing
arrangement by which one party could control the use of the mark of another.
“7UAs aresult, "the “ECJ ‘has “given~ back tothetrademarks-in~the different-countries
' of the EU their original function as an industrial property right which can
exclude the use by others!?. -

The same result was reached in a case of a voluntary assignments of marks in
the Ideal Standard case!®. The prohibition of importations by one of the paral-
~ lel; now independent owners was not regarded as a violation of Art. 30, 36 EU
- Treaty. - : - '

h) Keck

In a later decision!” the ECJ has limited the "Cassis de Dijon" doctrine by
refusing to apply Art. 30 EU Treaty to national rules concerning sales methods
("selling arrangements") if they apply to all competitors on the market. A restric-
tion of the free flow of goods is only given (and its admissibility must be justi-
fied by public interest), if the restrictions concern the presentation of the goods

as such, i.e. their weight, get-up, packaging or labeling, but it is not of concern

under European law whether products are offered at rebates or with a specific
form of  advertisement. This “will - certainly reduce. the increasing number of
applications for preliminary  ruling on the basis of national unfair competition

i) Pall

- This reasoning determined already the otherwise not comprehensible result in the
“Pail case!®. The defendant in that case, an'Italian company had used in Ger-
many behind its trademark the notice ® which has always been held by German
~ courts to constitute a deception of the comsumer, if no trademark protection exists
- in Germany. One of the reasons behind this case law was that German trade-
“marks are only registered after a thorough examination with severe requirements
“as’ to distinctiveness which is mot the case in a number of other -countries. The
ECJ came to the conclusion-that it is sufficient that trademark protection exists
anywhere within the EU, otherwise separate packaging would be necessary for

_ 15 See for an extensive commentary on the case Joliet, Trademark Law and the
Free Movement of Goods: The Overruling of the Judgement in HAG I, 22 IIC 303
(1981 L o '

16 ECJ 1994 GRUR Int. 614-Ideal Standard
7 ECJT of 24 November 1993 25 IIC 414 (1994)-Keck.

18 20 HIC 799 (1989) - Pall

-7-
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__export purposes which then would constitute a restraint of trade between Member
States!?.

| '2. Patents

: a) Sterlmg Drug

. One. of the landmark cases in- patent law was the decision Sterlmg Drug?®
“which confirmed the " application of the ‘exhaustion rule establishedin former
trademark and patent decisions. In this case the patent owner Sterling Drug had
patents in several member countries, and the pharmaceutical product which was
manufactured under these patents was marketed by the patent owner and its
subsidiaries in those countries. Centrafarm had taken advantage of the price
difference and had imported the products from one .member country into another.
The decision re-affirms the basic rules of exhaustion which are today. common
ground for all considerations of marketing and licensing within the EU, therefore
it is interesting to cite some excerpts from this decmon21

. It is clear from Art. 36, in particular its second sentence, as. well as from the context,
that whilst the Treaty does not affect the existence of rights tecognized by the legislation
of a Member State in matters of industrial and commercial property, yet the exercise of

" these ‘rights may nevertheless, depending on the c:rcumstances ‘be -affected . by: the -prohibi-
tions of the Treaty. : . ‘

In as much as it provides an exception to one of the. fundamental principles of the
Commeon Market, Art. 36 in fact only admits derogations from the free movement of
goods where such derogations are justified for the purpose of safeguardmg rights which
constitute the specnﬁc subject matter of this property. -

A derogauon from the prmc:ple of the free movement of goods is not _]usnﬁed ‘where
the product has been put on the market in a legal manner, by the patentee himself or
with his consent, in the Member State from which it has been unported in particular in
the case of a proprietor of a parallel patent.

The result of the grant of a (sales) license in a Member State is that the patentee can no
longer prevent the sale of the protected product throughout the Common Market'2?

19 This decision must be critizised for several' reasons: the Court first of all
overlooked that the defendant had anyway used a separate package for the product, a
“-blood filter, with German explanations, so.that he could have also removed the ® or
add a small reference behind the ® to "Italy". It is also questionable whether the
Court- has taken- other consequences into account: would also the patent registration in
a country without substantive examination be sufficient to use the claim "patented"
without further specification even if a more severe deception of the consumer, for
‘whom a patented product has a greater quality indication than a trademark, would
" result? :

20 ECT of 31 October 1974, 6 I1IC 102 (1975).
2l 6 IIC p.106

22 Cf. the same arguments in case of a protected design ECJ 14 IIC 515
(1983) - Keurkoop/Nancy Kean Gifts: only if the right owner has no influence on
marketing in another Member State, no exhaustion is. given :
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The exhaustion theory as applied by the ECJ is founded in that the patent right
is a reward to the patent owner for his inventive efforts and further gives him
the right to take action against infringer323. The ECJI’s position is that the
amount of the reward is not essential, since it is up to the patent owner to
decide where and how he exploits his patent. It is criticised that thereby the ECJ
reduces the monopoly of the patent owner to the simple opportunity of profitable
use?*. A different situation is only given in the case of parallel imports from
~ third countrles whlch can be prosecuted by the patent owner based on hlS patent
o 'rlghts '

b) Merck

On the basis of the exhaustion rule as explained before, another decision could

‘not come as a surprise, namely in the case of Merck?®. At the time when

- pharmaceuticals ‘were  not yet patentable in Italy the patent owner Merck, with

‘patents in all other countries of the Community, had manufactured the patented

product also in [taly and sold it there at a considerably lower price than in the

~ countries with patent protection. The products were purchased in Italy by a
* competitor and imported into the Netherlands where patent protection existed.

‘The Court ruled that a proprietor of a patent who sells the preparation himself
in a market- of another member state, even if no patent protection exists there,
is prevented from enforcing his patent rights, if the same products are later
marketed by parallél import in another member country where patent protection
exists. It follows from this decision that the decisive criterion is not the exis-
tence of patent protection in the country of first sale, but only and exclusively
the consent of the patenr owner or. his llcensee to the marketmg of the product
mn quesuon :

) Maize Seed

According to the decision of the ECJ Maize Seed?’ which influenced to a large
extent the contents of the former Group Exemption Regulation for Patent Licens-
ing Agreements (GER (Patents)), the predecessor of the GER (Technology), one
has to distinguish in the future between so-called "open exclusive licenses” and
exclusive licenses “"with ~absolute  territorial protection”. In an open exclusive
- license the exclusivity of the license relates only to the contractual relationship
‘between the patent owner and the licensee, and -the  licensor only accepts the
" obligation not to grant any further licenses for the same territory or, not to
compete with the licensee in the territory. In contrast the license with absolute

23 Recital 9 of the decision; see for an overview of the case law M.Burnside,
1993 les Nouvelles 107.

24 Cf. Korah, p. 87

25 For the entire problem see Loewenheim, Report FIDE, Dublin 1980.
26 ECJ of 14 July 1981, 13 IIC 70 (1982) |

7717 XIC 362 (1986) |
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- territorial protection is an agreement by which the parties to the contract intend

to exclude all -competition of third parties for the respective goods in the li-
censed. territory, e.g. that of parallel importers or licensees in other territories.

Although the "Maize Seed" decision did not concern a patent license agreement,
but protection rights for seed species, it is the general understanding that the
legal principles for patent licensing are to be applied in the same manner

Attention is ‘drawn to the fact that in accordance with the ECJ  the applicability

~of the Rome Treaty is not dependent upon proof that “a “given ~contract has

actually affected the trade within the European Union but merely that the agree-
‘ment is capable of apprec1ably affectmg the mtracommunlty trade 29,

=-The 'ﬁrst situation (open exclusive license) according to the ECJ is compatible
with Art. 85 (1) EU Treaty, if by this agreement the drstrtbutlon of new technol-
ogy is enhanced. However, the granting of absolite terrttorlal protectlon including
a prohibition of parallel imports results in an artificial rnamtenance of separate
national markets = which is incompatible with the Rome Treaty Thus any
means to prevent parallel imports are inadmissible. Initially the questton whether
licensees could be subjected to an export prohrbltlon for the markets of the other

licensees was not. unequrvocally clear because ‘the reasons of the EC] decision
contam contradlctory statements 31

“The rules 'of the "Maize .Seed"' decision'can ‘be summarisE:d a's follows:

: _(a) The licensor may agree to the oblxgatmn not to explmt the’ hcensed mventmn in the licensed

territory or part thereof>’

(b) The licensee can agree to the obligation nof to use or produce the patented article or
process outside of the licensed territc»ry:"3 34,

28 Cf. Cawthra, p. 44
9 see ECJ, 9 1IC 473 (1978) - Miller International.
30 See recital 53 et.'seq. .of the.decision.' |

: 31 Cases decided by the . European Commission against exclusive licenses and
e‘{port prohibition clauses are particularly Davidson Rubber 3 IIC 528 (1972) and

 Raymond Nagoya 1972 0.J. L 143,39.

32 Cf. Art. 1 () 2 GER (excluswe use cIause)
33Cf Art. 1 () 3, 4 GER.

34 This can also apply to tﬁé so.'éailed pure know-h'ow; licenses, see European -
Comm1ssmn 1986 OJ L, L 50- Boussms/Interpane This however does not hold when
as in the Wmdswﬁng case, the licensee was forbidden to manufacture in a patent—free
country.
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(¢) The licensee may also promise not to pursue sales activities in the territory of other
licensees, and particularly not to engage in advertising speclﬁcally aimed at those teritories or
not to have a sales office, eic. .

(d) The licensee may agree to an obligation Ilimited to five years not to make any d:rect sales
into the terrltory of- other lu::e:ncees36

(e)- According to the European Court such obligations of the licensee are prohibited, under which
- also -the customers of the licensee are subject- to an export prohibition with respect to other

-~ mcountries--of -the - European -Union,because this .amounts . to-a violation. .of. .Art. .85 (I). EU. Trea- .

ty”

For the European Commission the contractual prevention of parallel imports
(absolute territorial protection) constitutes a "serious infringement” of the Rome
Treaty, which is generally subject to a fine3®. If the export prohibition however
- relates to countries outside of the European Union, Art 85 (1) does not apply,
although . few decnszons exist for this sxtuat10n39

_ The consequence of the "Maize Seed" decision for the territory of the European

- Union is that in spite of the granting of territorially exclusive licenses, parallel
imports cannot be prevented - at least not without time limits - on the basis of
the exclusive character of the license. Thus if the first sale occurs with the
consent of the patent owner or his licensee, an exhaustion of the patent through-
out the European Union takes place. An exhaustion of the patent, however, does
not take place, if the initial placing into commerce occurs outside of the Europe-
an Union®®. An exhaustion also does not occur if articles covered by the patent
are placed into commerce by an infringer or by a licensee exceedlng his right
of exploitation®!. 41

d) Pharmon

35 Cf. Art. 1 () 5 GER.
36 Cf. Art. 1 () 6 GER (Patents).
37 See recital 15 of the GER (Patents) and Art. 3 (10) and (lI).

38 See European Comumission in the case Samdoz SpA, where the term "export
prohibited” printed on the invoices to the customer was penalized with a fine of
800,000 ECU: press release of the European Commission, 1987 IP 284,

39 cf European Cormmssmn 6 IIC 480 (1975) - Kabelmetal Luchaire.

40 For such a case under national law see German Supreme Court (BGH) 8 IIC
64 (1977) - Tylosin.

41 Regarding exhaustion in general see Ullrich, Intellectual Property, p. 525 et
seq. who notes that it is not the amount which patentee receives when first entering
‘the market which is important, but only the fact that he has given his approval for
this. In his opmxon it should be addltlonally examined whether the refusal to give
‘approval, i.e. a restriction agreed to in the hcense contract was Iegally bmdmg under
Arts. 30, 36 and 85.
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‘A case “where no exhaustion ‘was assumed is the Pharmon decision*? in which

the ECJ stated that the grant of a compulsory license and the subsequent market-
ing of the products by the compulsory licensee cannot be seen as a direct or
indirect approval of the patentee, so that the patentee can defend himself against
imports from the country of compulsory license into other European Union coun-
tries. It is irrelevant in such a situation that the patentee received royalties based
on the compulsory license. Although only the direct import by Ilicensee into
another European Unjon country is concerned in this case, the reasoning of the

© ECI*# indicates that  the - ECJ generally does not recognize an exhaustion of the

patent through marketing by the compuls_ory licensee. The same trgatm_ent has
been advocated for a prior use right*

e) Allen & Hanbury’s

- A different result was obtained in a case of a license of right. According to the

decision, the patentee was .restrained from. acting -against: imports from other
Member States, because the license was only granted for one producer within his
state. The ECJ considered it irrelevant-that the product was manufactured in a
country: without a patent, since the importer; following the declaration of willing-
ness to grant 2 license by patentee, had attempted to obtain a license®

f) Tylosin

‘In the Tylosin case®® the patentee held a patent in the UK and in Germany.

He had consented to the marketing -of his products, pharmaceuticals, in the UK

- which at that time was not yet a member of the Common Market. From the UK

part. of the products were exported - without consént of the patentee - to Italy

‘where then no patent protection was. availabe, and part to Holland where patent
- protection.. would have been available but the patentee had not applied for. When

products from those two. countries were imported into Germany the patentee
requested an injunction for patent infringement. :

The German Supreme Court (BGH) found that the. patentee was entitled to an
injunction against the importation of the products, because the initial commer-
cialisation for which a consent had been given had occurred outside the EU and
therefore could not result in an exhaustion.

17 1IC 357 (1986) - Pharmon | |

® recital 20, 25 and 26

4 gee Blok, 13 IIC 729, 743 (1982) Osterborg, 12 1IC 442 (1981).
45 See ECJ 19°1IC 528 (1988) - License of Right. -

46 BGH 8 1IC 64 (1977) - Tylosin -

-12-
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One could also assume from this decision that a consent cannot be presumed, if a patentee does not
: -seek patent protection in a country although such protection would have been availablé’. From
Arts. 32 and 81 of the Luxemburg Convention, which is not yet in force, the conclusion is anyway
_drawn that the approval by the patentee has to be an express approval namely to market in the ter-
ritorial limits of the license cont:raet‘*S :

4. The Exhaustlon Doctrme

~ From the above ase law one can derive a definition of exhaustlon which is
~applicable for all industrial property r1ghts namely ‘that ‘a product has been put
into circulation in another member state in- intra community trade by the owner
himself or by a third party with his consent 4% It has no influence whether the
owner has received by the marketing of the product his "due reward to his
creative activity", as had been put forward in the past by some authors and also
~ the ECJ in some decisions. If one speaks of consent or the putting of products
" onto the market’?, the exhaustion occurs-only with the sale of the individual
product by the licensee or the patentee. The grant of a license as such does not
influence the status of products -only manufactured. Even if products are manufac-
tured by the licensee, but the latter has not complied with the contractually
agreed approval procedure, ‘an exhaustion cannot occur -and the products can be
attacked by the licensor by way of an infringement procedure.

The ECJ has confirmed the relevance of conmsent as the only decisive criterion
also in a-case of a compulsory license for a patent by arguing that:the market-
" ing under such a license occurs withour the consent .of the patent holder’!. As
“some authors have explained, the patent holder cannot be deprived of his right
to decide freely upon the conditions under which ‘he wants to market his'product,
therefore the criterion cannot be whether the marketing in the first country was
legal as-such 52 It cannot be decisive either under which conditions, fair or un-
fair, a compulsory license has been granted since’ at any rate the. patentee had
not granted his consent. :

Summarising the case law of the ECJ it can be stated that

4T That this could also lead to a prohibition of importation within the EU form
Italy where no patent protection was available to Germany as headnote 3 suggests, was
later overruled by the Merck decision of the ECI.

48 Ullrich, Intellectual Property, p. 530; the review; Demaret, Patents, Territo-
rial Restrictions and EEC Law, 2 IIC Studies 97 (VCH Weinheim/New York 1978;
also Hanseatisches Oberlandesgericht, 20 IIC 213 (1989) - Bandaging Material.

49 Beier 21 IIC 131, 151 (1990)

e Jeremy Brown, Exhausnon of Rzghrs in the Commumty, 1991 les
Nouvelles 145, 146 :

3L ECY 17 1IC 357 (1986) - Pharmon v. Hoechst -

52 Demaret, 18 IIC 161 (1987)
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- parallel imports within the EU can no longer be prevented based on national industrial
property rights if the first sale occurred within one of the Member Countnes of the EU with
the approval of the right owner; :

- the competition rules of the EU Treaty regulate only the exercise of industrial property
rights, not their existences:’,

- a product which has been lawfully marketed under the laws of one Member Country can
freely circulate within the entire Cummumty if no mandatery rules for safety, publlc health or
_the protection of consumers are at stake

IH1. Art. 85 EU Treaty and the exemption rules for license agreements

While Arts. 30 and 36 concern the free flow of goods within the Community
and prohibit restraints of trade between Member States, except where such

restraints are justified -on the basis of industrial property rights, -Art. 85 (1)
- concerns contractual agreements and concerfed practices between companies which

may influence trade between Member States. This provision therefore concerns the

" relationship between licensor and licensee, not -between competitors. - Art. 85 (2)

declares such restrictions of trade as null and void, whereas Art. 85 (3) allows
an exemption for agreements if those-are primarily beneficial for the consumer.

- -With respect to the first condition of Art. 85 EU Treaty, namely that the contract
- concluded must be sufficiently important in order to. influence competition in the Common
Market, the Announcement with respect to Agreements of Minor Importance has to be
taken into account’®, The Announcement defines minor importance as a market share of
less than 5% for the total market of the products in question with a furnover of the
contractual partners below 300 million. ECU, These numbers are examined at the very
moment when the competitive situation is examined by the Commission, not on the date of
_ the .conclusion of the contract. If a product becomes successful, the parties therefore have

to watch whether the competition rules become applicable at a later date.

--».." The second condition, namely that the trade between Member Countries must be affected
was in the past nearly always given according to the . Commission. where sales had an
international aspect, Here the Commision will not examine the effect of the individual
clause upon competition, but the contract in its entirety.

Under . the more recent practice of the ECJ the above two-step test has been
- mitigated . by the ECJ which thereby has somewhat raised the threshold for the

. applicability of Art. 85 (1) EU Treaty. There are now two conditions which

must both be present before a specific contract needs an exemption.

The first test is whether the 'curr-lu_la'tive effect of similar agreements of the li-

censor would make it more difficult for competitors to enter the market; a

further barrier is that the individual agreement under examination must’ by itself
contribute significantly to the distortion of competition. If these two points can

3 ECJ 20 IIC 64 (1989) Volvo - recital 7, similarly ECJ 20 IIC 186 (1989) -
Renault

34 ECJ 19 TIC 232 (1988) - Purity Requirement fbr Beer; 21 IIC 695 (1990) -
Import of Meat Products; 21 1IC 344 (1990) - Deep-frozen Yoghurt

55 Notification of the Commission of 12 September 1986, amended 1994 0.J.
C 368/20
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 be denied, the agreement does not fall under Art. 85. The latter point would
take into account the market power of the contracting parties and the ‘duration of
the agreement56

It nevertheles remains a double hurdie

- the: per se effect of an individual clause which is regarded as anti-competitive
by the practice of the EU Commission as w111 Iater be expiamed like tie-ins,
"eustomer exclusw:ty etc. ' e '

- as well as the overall evaluation of the entire contract

which does not always make it easy to enforce protective rights in Europe
although such enforcement would be totally lawful under the rule of reason of
American law. -For the individual contract this means that one cannot rely on
a benevolent evaluation in case of conflict, but has to submit the contract for
- individual exemption whenever an anti-competitive clause is contained in the
contract, or at least for negative clearance if no automatic exemption through one

of the exemption regulations is gzven57

~If no- exemption regulation applies and without a voluntary notification of the
‘contract to the EU Commission the parties of such an agreement must even fear
heavy fines for the violation of the competition rules.

1. Exemption by-- categories of agreements - License .Agreements

'Two exemption regulations play a role for hcensmg agreements namely the
Group Exemption Regulation (GER)

- for Technology Agreements No. 240/96
- for Research and Development Agreements No. 418/85

. As regards the applicability of those Group Exemption Regulations, it must be

noted that only if the licensee also manufactures and not only distributes, the

exemption regulations for license agreements become applicable®®. If the licensee

does not manufacture and also none of the distribution exemption regulations is

- applicable, the contract needs a negative clearance or individual exemption

- depending on the circumstances. The parties shouid know and use the possibilities

. of the exemption regulations as well as the requlrements for the notification of
~ agreements which therefore will be dlscussed hereafter.

6 See with more details Bay, EC Competition Law and Software IPRs, 9
Computer Law and Practice 176, 1993.

37 For details of the procedure and the distinction between the two procedures
see. Pagenberg/Geissler, License Agreements, page 38, note 21 et seq.

38 Recital 8 of the GER (Technology)
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In the field of patent law Art. 72 EPC and- Art. 40 (1), 45 (1) CPC require
a written document for the assignment of patents or patent applications, but no
such provision exists for a license contract. This does not mean, of course, that
an oral license contract, whether for a patent, a trademark, or know-how, which
after all would cover a bundle of national rights, would be necessarily valid
under the laws of all of the Member States. A number of national laws require
a form -in writing  if the contract contains -clauses which have a competition
resmctmg effcct :

The most 1mp0rtant"vaiidity issues concern however -antitrust questions. Many
clauses are to be qualified as restrictions of . competition which may fall under

. 85 EU Treaty. Some of these restrictions do not exceed the contents of the
patent or do not affect trade between Member States and therefore are admissi-
ble. Others, although with -anticompetive effect, - may be exempted under Art. 85
(3), if they contribute to promoting technical or economic . progress. In the
already - mentioned GERs the Commission has - included those  clauses which it
regards as admissible and non admissible. - _ . L .

Usually the admissibility under -antitrust viewpoints does not follow  from the
- formulation of an individual clause, but rather from the connection between a
plurality of provisions and their legal and economic consequences®®, It is there-
fore recommended, if- an agreement does not or not entirely fall under one of
the exemption regulations to use the possibility :of the clearance or opposition
“procedure with the European Commission .in accordance with - Regulation No.

17/62 and 240/96 respectively, particularly in case important and long-term

license contracts. A notification with the FEuropean Commission may also be
" advisable, . if, in spite of the fact that .the license contract relates only to a
~single- Member State and .the parties also belong to only one member state, by
exports or imports of one:of the -parties an impact. on c0mpet1t10n is to be
- expected, which is not insignificant®!. Such an .application procedure is however
. not obhgatory under - Regulation No. "17. :

It is impossible within the framework of this chapter to deal with all the clauses
in the GERs, therefore only some of the most important ones found in license
agreements shall be discussed. Although so far only exemption regulations for
~ technical protection rights have issued, it can be assumed from a number of
~decisions that ‘a similar treatment will be"applied to trademark and copyright
licences which however need exemption or hegative cIearance from the Commis-
sion, if they contain competitlon restrxctmg clauses ST s

% On Art.72 and Rule 20(1) EPC see Notices of the EPO, OF 1987, 2i5.
60 See ECJ decision 1986 GRUR Int., 635 - Windsurfing International
61 See European Commission, 7 IIC 286 (1976) - AOIP/Beyrard
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~.aa) Group Exemption Regulation for Technology Transfer Agreements - GER
‘ (Technology) —Regulatlon No 240!9662

_(1) General - Scope of application

The Group Exemption Regulations for license agreements, -in particular the GER
_ (Technology), are of major importance for the evaluation of the legal validity of
license clauses and therefore for the formulation of licénse contracts. The GER
(Technology) 'constitutes ‘a” merger of the former ‘GER (Patents) and GER (Know-
‘how) which expired on March 31, 1996%% in -order to simplify and encourage
the dlssemmatlon of techmcal knowledge in the Community.

The GER (Technology) apphes to  the licensing. of natlonal patents, Community
patents and European Patents. ("pure” patent licensing agreements) as well as to

~“the licensing of non-patented technical information ("know-how") and to combined
patent and know-how licensing agreements ("mixed" agreements) 6 In Art. 10
(1) GER (Technology) the term know-how is defined as a body ‘of technical
information "that is secret, substantial and identified in any appropriate form®?.
In ‘case of an ‘invention for which a patent application has not been made, it is
to be noted that’ Art. 8§ (2) requires that-the application be made. at the Patent
‘Office at the latest within one year after signing the contract. Not only patents,
patent applications, utility models and utility model applications fall under the
" GER (Technology), but also topographles of semiconductor products and certifi-
cates for med1cal products y

~ Like the former GER ‘(Patents), the = Regulation does not apply to agreements
“between members of a patent pool or between competitors, who participate in a
" joint ventureS?, however it shall apply to ‘agreements by which a parent under-
- taking grants a joint venture company a patent or know-how license, provided
that the licensed products and all ‘interchangeable .or substitutable goods and
services®® of participating undertakmgs represent in case of a license limited to
production not more than 20%, and in case of a license covering production and

52 This Regulation takes the place of Regulations No.2349/84 (Group Exemption

- Regulation for Patent Licensing Agreernents) and. No.556/89 (Group Exemption Regula-

tion for Know-how Licensing Agreements. The Regulatlon entered into force on April
1, 1996 and will expire March 31, 2006.

63 See the review of the different GERs by Burnside, 1988 les Nouvelles 168.
64 See recital 4 GER (Technology).

65 See the definition of the term "secret” in Art. 10 No. 2, "substantial" in
Art. 10 No. 3 and "identified" in Art. 10 No. 4.

66 See Art. 8 No. 1 d and g GER (Technology Transfer Agreements).
67 Art. 5 (1) 1 and 2.

68 ARt 5°(2) 1.
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distribution not more than 10% of the market. Another market share rule is
~ contained in :the Notice of the Commission on Agreements of Minor Importance
-of 1986, last amended in 1994 according to which Art. 85 EU Treaty does not 4
apply to agreements if the total turnover of the parties in one calendar year does
not exceed 300 mio ECU and their combined market share of all the products
which may be affected by the agreement does not exceed 5% of the market. For
cross licenses the Regulation applies when the contract parties are not subject to
~_any territorial restrictions within the European Union®,
"~ The GER (Technology) also extends to agreements containing the licensing of
~ intellectual. property other than patents, e.g. trademarks, when such additional
‘licensing contributes to the achievement of the objects of the Ilcensed technology
- and contams only ancillary provisions’®.

In international license agreements involving parties and territories from the
European' Union, the effect on the European Union is to be examined. Enforce-
"~ ment of patents "against external parties" is inherent in the ."p“rotectioni right”!.
" For agreements involving. Member States of the EU and also third states, the
European Commission considers the non-exempted clauses under Art. '3 GER
(Technology) acceptable as long as they only apply to countries outside the
EEA7. 'An export ‘prohibition is only. of concern when countries are included
in which no parallel patents or secret know-how exists. An import prohibition |
from countries outside of the European Union does not affect competition within
the Commumty as long-as free trade between the Member States is maintai-
nede’3. In this context it must be remembered that even a contract concerning
one single Member State may fall under Art. 85 D EU Treaty, and this even
if the -parties- only belong to one member state. In the decision Hydrotherm
regarding Regulation No. 67/1967, the ECJ ruled that a GER also applies when
a contract includes not omly the territory of the European Union but also coun-
tries outside the Community. If the EC Commission is of the opinicn that the
~effects on the trade between Member States can be proven, e.g. if by the license
-contract the theoretical possibility of importing from other Member States is
limited or prevented, Art. 85 (1) is apphcable

As .already mentioned, the GER does not hold for pure marketing agreements the
precondition being that the licensee manufactures the licensed products” himself,

6 Art. 5 (1) 3 and (2) 2.

70 Recital (6). A similar result already in Moosehead/Whitbread, 1990 OJ L
100/32 where an individual exemptlon was ‘Inecessary.

-1 gee European Commission 1972 OJ EC L 143/39 - Raymond/Nagoya.
72 See rec1tal 4 GER (Technology) also Alexander, 17 IIC 1, 15 (1986)
T3 Cf. recital 4 GER (Technology); see also Alexander, 17 IIC 1, 15 (1986).

- M 16 IIC 598 (1985) see .also ECJ, 27 September 1988 in 1988 NJW 3086,
Wood . Pulp. . . _
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' or has them manufactured, and for agreements solely for the purpose of sale’

~ Also if more than two parties are involved in the license contract, or the GER
(Technology) is not applicable for some other reason, a notification under Art.
4 of Regulation No. 17/1962 is necessary. :

(2) Clearance of license agreements - Notification ‘Procedure

For practical reasons it is generally recommended to stay within the Group
Exemptlon Regulatlons and to include only the so-called "white clauses™ from the
* list proposed by the European Commission when formulating license contracts,
. and in any case not to hope for an individual exemption of a clause which is
" expressly prohibited. ‘An exemption procedure is usually = tedious’® and even
interim statements of the Commission that a certain clause "is possibly
_exemptable” provide little help, since with such a formulation it is implicitly
stated that a violation of Art. 85 (1) is present, so that the clanse, at least
without exemption, is not enforceable in a national court. According to a decision
“* of the ECJ7 the national courts however are impowered to decide .whether a
‘clausé falls under the automatic exemption of a GER or is exemptable under Art.
4 of Reguiauon no. 17/1962 but ‘cannot declare an exemptlon itself’®

. If the requirements for the apphcauon of the Regulatlon as such are given and
no black clauses are contained in the contract, the parties can assume that it is
exempted without the necessity of notification to the Commission. .If the contract
contains 'cher clauses, which must not fall, however, under- Art. 3, it may
‘obtain "an exemption in accordance with Art. 4 of the GER (Technology), if it

~is notified with the Commission under Reg. (EU) 3385/94. The Commission has

"mamtamed for these situations the accelerated opposmon procedure 79 in accor-

. 7 See recital 8 GER (Teehnology) As to the respectwe national authorities on
the one hand and the European Commission on the other hand, reference is made to
Art. 9 (3) of Regulauon No. 17. Thus the national authorities have the power based
on Art. 88 EEC Treaty to enforce Art. 85 (1) of the Treaty as long as the European

-Commission has not initiated a procedure. The European Commission will inform the

- national authority when a contract has been submitted, in' order to clarify whether
possible national requirements for application have been fulfilled.

A procedure can take 4 - 5 years.
7 16 TIC 598 (1985) - Hydrotherm (Ghibli).

78 As'to the respective national authorities on the one hand and the European -
Commission on the other hand, reference is made to Art. 9 (3) of Regulation No. 17
and the Announcement of the Commission of 13 February 1993, 1993 O.J. No.C, 6.

* Thus the national authorities have the power based on Art. 88 EEC Treaty to enforce
Art. 85 (1) of the Treaty as long as the European Commission has not initiated a

" ‘procedure. The European Commission will inform the national authority when a
contract has been submitted, in order to clarify whether possible natlonal requirements
for application have been fulfiiled. :

7 See for details on notification, exemption and opposition procedure
Pagenberg/Geissler, License Agreements, p. 37 et seq notes 20 et seq..
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dance with which all notified agreements are presumed to be exempted after four

months, if the Commission does not oppose the exemption 80 The agreement
must be notified to the Commlssmn in accordance with the provisions of Regula-
- tion No. 17/628}, :

Both stdes-of- a license contract should be aware of the .fact that any' violation
of the competition rules, especially violations which have already been dealt with

—omninl. former. . decisions...of .the .European Commission, are. subject to considerable
- fines®? up to 1 Mio. ECU or beyond, namely. up to 10 % of  the yearly turn-

over of the respective companies®3. An unequivocal clearance under the compe-
“tition rules is therefore in the interest of both. parties®* because in the case of
disagreement each party has the possibility to prevent the -enforcement of the
- contract by bringing it to the attention of the European Commission.

If a license contract contains clauses which fall -under _Art. 3 ("black clauses"),
this means

(1) that the license contract is not exempt, -

(2) that there is no accelerated -opposition procedure

(3) that the Commission can impose fines for antltrust
- ‘violation, if the agreement is mnot notlﬁed

If an agreement does not fall into one of the categorles for which exemption
regulations have been enacied, a notification under Art. 4 of Regulation No.
©17/1962 must be made 'if it assumed  or even obvious that Art. 85 (1) EU
Treaty is as such applicable but reasons for an exemption under Art. .8_5 (3) are
given. These reasons can be the improvement in the production or distribution of
goods or the promotion of technical advance. Also the fact that customers
- adequately participate in . the improvement and .the clause which .is limiting
competition is necessary for this purpose, and finally that the contract does not
exclude competition for a significant portion of the goods or services in question,
are reasons which speak in favor of an exemption under Art. 85 (3) In view
of the -effect of notification that the Commission is prevented from imposing
- fines, the application procedure is always recommendable if the agreement does

80 Art. 4 (1) GER (Technology); under the GER (Patents) the opposition period
was six months.

' 81" As amended by 'Regulation - no. 1699/75, O.J. no. 35 of 10 May 1962
p. 1118/62 and O.J. no. L 172 of 3 July 1975 p. 11 respectively.

8 A fine can no ‘longer be imposed, if the agreement is notified.
83 See Art. 15 (2) of the Regulation No. 17.
84 Cf. for details on the notification procedure infra chapter 2.

85 Reference is made here e.g. to the decision of the ECJ with respect to the
inclusion of a no-contest clause into a hcense contract in the case Wmdswﬁng Interna-
tional 17 1IC 362 (1986).. SRR e
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‘not clearly fall ‘into one of the exempted categorles and only - contams exempted
- clauses®6. -

The mnotification procedure according to Art. 85 (3) can ‘either be a so-called
negative clearance or an exemption. With the negative clearance the applicant
knows for certain ‘that the contract filed does not violate the prohibition clause
‘of Art, 85 (1) EU Treaty. It should be noted, however, that the Commission in
accordance with™ Art. 2 of the Regulation No.. 17 is not. obligated - to issue a
negative clearance. The Commission will, e. g. not issue such a negative clearance
if there is no need for the application, because the contract clearly does not fall
under Art. 85 (1), or if the contract is exempt due to.a group exemption in
accordance with Art.” 85 (3)%7.: The request for negative clearance requlres an
explanation by the applicant why he considers that Art.- 85 (1) EU Treaty is not
applicable. The reasons should state that no sensible prevention or restriction of
competition is intended or that the trade between member states is not sensibly
obstructed.

The notification must be made on a prescribed form which has been published
by the Commission®® and requires a detailed explanation on .the contents of the
agreement and its intended purpose as well ‘as the answering. of a multitude of
questions to the competition effects of the contract clauses. The distinction be-
tween admissible and non-admissible clauses is based on the interpretation of the
ECJ ‘of Art. 30, 36 EU Treaty and. its distinction between -the -guaranty' of the
‘existénce of an industrial property right and its exercise. ‘The question asked with
respect to individual clauses in. an - agreement is: whether it is necessary for
guaranteeing the -existence or this- specific’ object of the: licensed right. If the
~ answer is no, the Commission applies ‘a two-step test:- (1):does the clause (or
~ conduct) have the effect of preventing, restricting -or distorting competition within
the Common Market, and (2) if so, does . the conduct nevertheless have overall
a pro- competitive effect because it- contributes to promotlng technical or economic
progress, so that an exemption under Art. 85 (3) is possible. -

If a clause violates Art. 85 (1) and it is not accessible to exemption, it follows
“from the wording of ‘Art. 85 (2), that the agreement on .the whole is invalid.
According to general practice of the Commission and the ECJ only invalidity of
the clause restricting competition is assumed and the question of the vahchty of
“the rest of the contract is left up to the judgement of national courts®”. De-
... spite the wording of Art. 85 (2), contracts which fall under Art. 85 (1) are not

86 Cf. for a checklist as to the exemption regulations at the end of this chapter.

87 Cf. the view of the Commision OJ L 240/6 of September 7, 1985 expressed
along with the publication of the application form sheet A/B with regard to recital 27
of the GER (Technology), where it appears that the undertakings have the right to
receive a negative clearance or an exemption.

% Form A/B OJ EC L 240/1 of 7 September 1983
8 ECJ 1987 GRUR Int. 868 - VAG France/Mange.
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" invalid from the start, moreover, the ECJ assumes that such contracts when filed

at the European Commmission are to be seen as being preliminarily binding (and
therefore can be enforceable) until a negative or positive decision of the Europe-
~an Commission is 1ssued . The European Court -of Justice -in the decision

" Windsurfing International 1 has also ruled in recital 95 et seq. that it is not to

be examined whether a clause restricting competition is also suited to influence
the competition in the European Union, when the entire agreement does this; the

o
£ ™

subject of examination is therefore always the license contract on the whole.

(3) Case law of the Commission

 With “respect to the more recent practice of the Commission- one might gain the

impression. that the latter is inmclined to grant negative clearance by applying a
rule of reason. This policy is reflected in the Commission’s Notice concerning
the assessment of cooperative joint-ventures under: Art. 8522, In. the Notice
categories of joint-ventures are mentioned which the Commission regards as

.. falling' under Art. 85 (1), but for which it ‘would grant a negative clearance
automatically. ' T o _

In the Magillg3 case the Court of First Instance (CFI) held that when an intel-
lectual property right is exercised for a reason: which is not. considered to be
" bona fide or in circumstances which do not correspond to a -genuine protection
of the intellectnal property right, Art. 85 and 86 will override any provision of
national intellectual property law.

A similar approach was taken by the Commission in the Fyffe vs. Chiquitag4
-case where the Commission announced that it will investigate  whether trademark
rights are exercised in a bona fide manner and whether such exercise goes

_beyond which is necessary to fulfill the essential function of the relevant trade-

mark rights. The same rules are ‘of course applicable -to the exercise -of patent

“rights..

(4) C_oritents of the Exemption Regulations

In the following first the GER (Technology) is discussed which in practice is the
most’ frequently used. It differs from the GER (Research) only on specific points.

“ In this Regulation, like in the former GERs (Patents) and (Know-how) and in the

GER (Research), under Art. 1, those clauses are listed which restrict competition,
however are exempted, since they generally contribute to improving the production
of goods and to promoting technical progress (so-called white clauses). Art. 2

: %0 European -Commission 1 CM.L.R., 1, 27 1'962_ - Bosch; see also Beier with
further references, 3 IIC 1, 34 (1972). . -

% 17 1IC 362 (1986) B

92 Notice of the EC Cormmssmn No 93/C 43/72
2 (1991) 4 CMLR 745.

% 9 YIC 603 (1978)-United Brands. ..
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contams clauses Wthh are also’ considered white and do not prevent an exemp-
tlon ' : :

‘In eomparisonf to-the former separate GERs the so-called black list of Art. 3 has
been shortened- considerably (from 11 to. 7 provisions), and the white list has

" been extended and improved in the GER (Technology). The original market share

“ critéria in Art. 1. (6) of the draft as a condition of the benefit of exemption are
“now found in  Art. 7°°, which authorizes the Commission to withdraw the

~ benefit of the Regulation if “the it ¢an show "an  anticompetitiveeffect because -of
some market power, - :

In Art. 2 those-clauses are given which according to the view of the Commis-
sion usually:'do not fall. under Art.. 85 (1), i.e. do not restrict competition, but
are included  for reasons of legal certainty. Art. 3 of the GER (Technology)
~ contains those clauses which according-to the opinion of the Commission fall
under ‘Art.- 85 (1) EU Treaty and should not be included into license agreements
- if these are to -benefit from the block exemption (so-called black cIauses) Some
of the rules under Art. 3 would fall under the concept "misuse of patent”
accordmg to US legal norms96 o

- In the followmg a number -of - clauses are presented which have 51gn1ﬁcance in
licensing “agreements . and which will be examined as to their compet1t10n restric-

tive ‘effects.

- (5) Individuai contract provisions
- (i) Exc[uswn:y

In conformxty w1th the "Maize Seed" decmon discussed before the ‘GER (Tech- ;
- ‘nology) emphasizes as already ihe former GER (Patents) in Recital 10 that exclu-
sive licenses are not regarded by the European Commission as falling under Art.
85 (1) EU Treaty, if they are concerned with the introduction and protection of
a new technology in the licensed territory.. Under the GER (Technology) this is
not only the case by reason of the scale of the research which has been under-
taken, but ‘also by reason of the increase in the level of competition, in particu- |
lar inter-brand competition. As a general recommendation, to be on the safe side, :
exclusive licenses should generally be drafted by. including _the exemptable clauses

95 See Berman/Hunt, A nightmare in the makin'g, 1995 MIP, 12 et seq.; Korah,
The Preliminary Draft of a New EC Group Exemption for Technology Licensing,
1994 EIPR, 263 et seq.; Whaite, The Draft Technology Transfer Block Exemption,
1994 EIPR, 259 et seq.; Lieberknecht, Eingabe zur zweiten Anhorung des Beratenden
Ausschusses fiir Kartell- und Monopolfragen zu der geplanten VO zur Anwendung von
Art. 85 III des Vertrages auf Gruppen von Technologle—Transferverembarungen 1995
GRUR, 571 et seq.

9% See Venit, 18 IIC 1, 32 (1987). -
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of Art.1 GERY7. An exclusive license however is .not exemptabie, if the licen-
- sor domlnates the market in the sense of Art. 86 EU Treaty®®

The exemption rules for territorial restrictions are found in Arts. 1 (1) No. 1 to
6 of the GER (Technology), where the automatic exemption for pure patent
licensing agreements holds for as long as the licensed product is protected by
parallel patents (no."1 to 5) and for-a period not exceeding five years from the
date when the licensed product is first put on the market by one of the licensees

agreement, the period for the exemption may not exceed ten years (no. 1 to 35)
and five years (no. 6) from the date when the licensed product is first put on
the - market!%, In" case of a mixed patent and know-how licensing agreement,
the exemption for mos. 1 to 5 holds for as long as the.licensed product is

- protected - in those Member States by such patents. if .the duration of such protec-
tion exceeds the periods specified in Art. 1 (3) GER (Technology)w. It is to
be noted that a know-how license which is territorially. restricted is not automati-
cally - exempted ‘when the license contract only .covers a small technically limited
portion of ‘the protected knowledge'92,  The Commission however considers such
a know-how agreement as.exemptable even when an absolute territorial protection
results, if the introduction or expansion of a new and rapidly changing technolo-
gy is made easier in a market which is served by only a few producers.

(ii) Royalties

As a general rule it should be noted: that antitrust law provisions do not allow
that the parties extend competition restrictive obligations, including the obligation
to pay royalties on to embodiments which are not covered by the scope of patent
protection!®®. “In the Windsurfing - case, -the argumentation of licensor was re-
jected by the ECIJ, .that the total unit surfboard and r1ig represented a simpler
calculation method. In practice, surfboards and the remaining parts of the rig
were very frequently sold separately, because the license-free boards were offered
less expensively by non-licensed . producers. '

%7 Cf. the exemption of an exclusive know-how license of limited duration by
the European Commission in the decision OF EC 1987 L 41 Mitchell Cotts/Sofiltra as
well as 20 IIC 703 (1989) - Deh‘a Chemie, where the necessity of individual ex-
-emption was expressly stated e - : : .

98 See European Commission, 20 IIC 684 (1989) - Tetra Pak L
P

9 See Art 1 (2 GER (Technology) | |

100 See Art. 1 (3) GER (chhnology)

101 gee Art. 1 (4) GER {Technology).. where the exemption penod for point 5
is regulated.

102 European Comm1551on 1986 OJ L 50 - Boussms/lnterpane

103 See already under German law BGH 1979 GRUR 308 - Auspuﬁkanal fiir
Schaltgase, and 13 IIC 645 (1982) - Rig. . . .

{(no. 6: direct sales)®®. Where “the agteement is* a - pure know=how licensing -
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" Already in the decision Raymond Nagoya!®* the :European Commission found
a minimum royalty clause to be admissible. Like under the-former GER (Pa-
tents), under the GER (Technology)} a minimum royalty clause and also agreement
on a minimum number of use acts is permissible!?3. The agreement on a min-
1_mum royalty or a minimum number of use operations may - also :not lead to a
restriction of the licensee in his business activities in. the sense of Art. 3 No.
2. In the view of the’ Commission, - this' would only be -an extreme case, so that

Art. 2 GER generally applles S
(i) 'No-contest clause-

For a lopg time a no- chalienge clause has been regarded by the Commission as
a violation of Art. 85 (1) EU Treaty!05. The reasoning was that the obligation
not to challenge has an effect on intra-community trade, which under the practice
of the Commission was to be assumed if purchases in another Member State of
‘the European Union are.- potentially made impossible. Under European law,
therefore, at best the obligation of the licensee was rtegarded as permissible to
_assist the licensor against an infringer of the - patent/utility model'®. This
 practise was confirmed by the ECJ in the Windsurfing dCCISIOHIOS. The EC]
""determmed that a no-contest clause does not belong to -the subject matter of a
patent, :

In a later decision!%® the ECJ, however, differentiated in the sense that the

. application of Art. 85(1) EU Treaty has to be evaluated in accordance with the

- respective legal and economic contents. For the case of a royalty-free license a

limitation "of competition  does mnot exist just as in a case of a royalty bearing

license which relates to -a technically = non-state-of-the-art process, which the

~ licensee has thus not utilized. As a rule, therefore, it would be recommendable
to. rewew “the necessxty of a prom1se ‘not to challenge

" In contrast to the GER (Patents) in which a no- challenge clause was pl‘Ohlblt-
ed!10, the GER (Technology) has transformed it into a grey clause and pro-
vides an exemption for it in Art. 4 (2) b if the agreement is notified and the
Commission does not raise objections within a period of four months, The GER

104 1972 CMR 9513; Burroughs/Geha 3 1IC 259 (1972); European Court of
Justice, 17 1IC 362 (1986) - Windsurfing International.

105 See Art. 2 (1) No. 9.

106 See European Commission 3 IIC 52 (1972) - Davidson/Rubber;, 1972 0J No.
L 143/39 - Raymond/Nagoya; 10 IIC 475 (1979) - Vaessen//Moris.

107 gee Art. 2 (I) No. 6b GER (Technology).
198 See 17 IIC 362 (1986) - Windsurfing International.
-_109 ECJ 21 IIC 212 (1990) - Promise not to challenge.

HO gee Art. 3 No. 1.
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~ (Technology) and the' rules concerning the exemption of a no-challenge clause are
‘not apphcable to dlStI’lbUthIl contracts'!!, :

(1v) -Obhgatwn to use

In the case of a nomexclusive license, the licensee is not obligated to exercise
his right to use if this is not specified in the agreement. As an alternative, or

~..additionally, the payment of a minimum royalty can be agreed upon as well as
‘a right . of ‘termination by the licensor, if certain minimufi~ sales have ‘not -been
reached. Under European law, the obhgatlon to use is even possible’ by an agree-
ment on the minimal number of acts of use!l>2. An agreement on a maximum
productlon is only permissible within the limits of Art. 2 (13) GER ("second
source™ 13, ) :

(v) Price-fixing

Under the GER a price fixing-clause is among the prohibited clauses''*, and
therefore an .individual exemption would be required, which however would rarely
be granted. A price fixing clause coupled with an export prohibition has been
found detrimental to free trade by the ECJ due to this coupling, however the
clause was still exempted, because Art. 85 EU Treaty re@uxres an apprec:able
‘influence on ‘free trade which was- not found in that case! :

(vx) Labeilmg

A provision prohibiting the hcensee to use his trademark or his company name

is accepted by the Commission, if the licemsee has the right to refer to himself

as the producer!’®., The ECJ holds it however inadmissible to obligate the

licensee to attach a license label to a part of an item which is frequently sold
~as a unit which itself is mnot covered.by the patent claim!''’.

(vii) Quality Con.trol

A right of termination may be agreed upon for the situation in which after a
written request to achieve the required standard of quality and after the expira-
tion of the term therefor the licensee has not reached the required quality

11 gee GER (Technology) recital 8.

HZ cf. Art. 2 (1) No. 9 of the GER (Technology).

13 See Art. 3 No. 5 of the GER (Technology).

114 See Art. 3 No. 1 GER (Techﬁolbgy).

115 ECY 19 1IC 664 (1989) - Plant Seed License..

116 gee Art. 1 (1) No. 7 and 2 (1) No. 11 GER (Technology) and recital 6.

17 See ECI 17 1IC 362 (1986) Windsurfing International, there labeling on
a non-protected surfboard. . — -
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standard. The term in this case ‘has to be sufficient and reasomable. Such a
provision is also permissible under the GER!®, Not permissible is- an obliga-
tion of licensee to restrict production to one specific plant for the produced items
as a control right of licensor in order to maintain quality to supposedly avoid
copying products by other licensees 12,

(viii) 'Changes and irﬁprovements of ' the invention by Iicensee

“An agreement of a royalty-free tight of licensor to use unprovement ‘inventions

" of the licensee of an obligation  of licensee ‘to assign the improvement or an
application mvent1_on to licensor generally represents a restriction of competition
of the licensee and is also among the prohibited clauses in accordance with the

GER (Technology)!20.

An obligation of licensee to grant licenses for. improvement inventions ("grant-
back clause") is however admissible, if the licensor, too, enters into a corre-
spondmg obligation and in case of severable improvements the license is nonex-

~ clusive! Also the respective license conditions have to correspond, i.e. the
" licenses elther both have to be free or both have to be royalty bearing. Further-

‘more, if the licensor in the case of a patentable improvement requests an
~increase in royalty, then an agreement for payment of royaltles is also necessary
for improvements of lcensee which -licensor plans to use!?Z.: An .obligation by
licensor to inform licensee about modifications and improvemcnt inventions is
generally not recognized as restricting competition!?3, Conversely, for the valid-
ity of a licensee’s obligation to inform about 1mprovement inventions, there must
.be a correspondmg obhgatlon by the hcensor124 S

- (ix) Tie-in of _supply_(Ol_)llgatlon_ to purcha_se)

Such 2 clause, also known as procurement of goods and services which are not
necessary for a technically satisfactory exploitation of the licensed technology has

118 See Ast. 2 (I) No. 5 GER (Technology).
119 gee ECJ 17 IIC 362 (1986) - Windsurfing International.

120 See decision of European Commission, 1985 OJ 233 - Velcro/Aplix and
also Art. 3 No. 6 GER. Cf. also Beier, 3 1IC 1, 23 (1972).

121 See Art. 4 (1) GER (Research), Art. 2 (1) No. 4 GER (Technology)
European Commission 20 IIC 683 (1989) - Rich Products/.fus rol; European Commis-
sion 1972 OJ No. L 143, 39 Raymond Nagoya.

122 Cf. for a pure’ know-how license the decision of the European Commission,
1987 OJ No.L 41 - Mitchell Cous/Sofiltra.

_ .___123 See U11r1ch Intel!ectual Property, p. 550.
124 See GER (Technology), Art. 2 (1) No. 4.
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been transformed into a grey clausel?®>. Under the former GER (Patents) this

clause was contained in Art. 3 (9) as a black clause. Under the GER (Technol-
- ogy) a tie-in clause may now be notified for an exemption with the Commisson
- under Art. 4 (2) a GER. :

Under the former practice of the Commission an obligation to p_urchése parts
which do not fall within the scope of the patent represented an illegal extension
of “the patent monopoly by . contractual means!2®

and patent mfrmgement situations were in correlation: acts which “can be prosecu-
ted as patent infringment can be regulated by the license contract. Conversely,
an exploitation act which does not fall under the scope of the patent does not
represent an activity which is royalty bearmg or which requires permission by the
licensor. :

A tie-in clause is permissible under antitrust law, if the parts to be purchased
~would constitute a contributory infringement if used by a third party. There may
be an-abuse of -the control right of the licensor if he allows the use of unpat-
‘ented ‘parts or their combination with patented parts only, if for these unpatented
' parts a royalty .is also paidm. It -was also considered an ‘in_ad_missible restric-
- tion of competition when the licensee is obligated to always sell the licensed
product together with another product not falling under the patent (e g. the non-
licensed surfboard together  with the rig according to the patent)!28,

An obligation on the- licensee to supply only a limited quantity of the licensed
- product to’ a particular customer is not regarded as restrictive, if the. llcense was
granted in order to provide the customer with a second source of supply

An obligation to purchase material for producing licensed products is no longer
justified according to the Commission when the basic patent has lapsed in the
meantime and only improvement patents still exist. After expiration of the
‘patents, the license technology is free for usel30, '

| (x) Non-Competition Clause

125 Such a procurrrer‘nent clause used to be'permissible dnly if justified or neces-
sary, cf. now GER (Technology) Art. 2 (1) No. 5a and Art. 4 (2a).

126 See European Cormmssmn of 10 January 1979 10 IIC 475 (1975) -Vaes-
sen/Moris; also European Commission 1985 OJ L 233,22 - Velcro/Aplix.

7 -See ECJ 17-1IC 362 (1986) - Windsurfing International.
128 ECy 17 1IC 362 (1986) - Windsurfing - International.
129 Art 2 I No. 13 GER (Technology)

130 1985 OF L 233, 22 - Velcro/Aple With respect to such an obligation for
know-how licensing agreements see also  European Commission 16: IIC 206 (1985) -
Schlegel v. CPIO. '

-28 -

Insofar antitrust prohlbltlons
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A ﬁon—competifion clause is listed in the GER among the prohibited clauses!3!,

If the prohibition of - competitive use relates to the use of trade.secrets, this is
- however not an impermissible restriction of the licensee, since the licensor may
have a Justlﬁable interest that the knowledge conveyed is not used for competing
products 32 In the special case of a partnership which had licensed know-how,
the ' Commission regarded ‘a prohibition . to compete as .necessary for producing
'prOducts or trading such ‘products which compete with the licensed products, since .
__the partnership had an interest in the success of: the new. producnon facﬂmes
' Wthh they had bmlt w1th con31derable mvestrnents 133, -

(‘Cl) Use I'eStI‘lCtIOIlS

According to the GER (Technology) a use restriction to specxﬁc fields is permis-

sible!4. This is, however, only the case if it does not result in a restriction

" of ‘customers!3>. An obligation on the licensee not to use the -licensor‘s tech-

‘mology to construct facilities for third parties -does not constitute an unlawful

- 'restrlcuon of - competition!3®. - Among the reasons for the admissibility of this

~ competition-limiting clause is ‘that the ‘licensor can have an interest to limit the

~ use of the special information he supplies to the manufacturer to the products of

the agreement. This condition does not exist if the licensee already has the

~ information required to produce the ‘desired products or artlcies because then he
would be limited in his own economic- activities!37. - , -

A use prohibit‘ioo after the termination of the agreement however would only be
- exempt if the license agreement ‘ends pI‘lOI‘ to - the expiratlon of the patents or if
~the licensed know-how is still secret!3®

“(xii). Term of 'Agreeme"nt

An exclusive"patent' license agreement expires at the latest with the expiration of
the last of the licensed patents. A duration past that point and an obligation to

131 Gee Art. 3 No. 2 and 4, and also European Commission 7 IIC 286 (1976)
- AOIP/BEYRARD; 9 IIC 184 (1978) - Reuter/BASF; 1987 OJ L 41 - Mitchel Cotts/-
Sofiltra for the case of a "integrated industrial cooperation" in case of a joint venture.

N - 132 See also European Commission 20 IIC 703 (1989) i Del{a' Chemie, Art. 2
(D 3 GER. R R R e

133 European Comnnssmn 1987 OJ L 41, 420 erchell Cozts/Soﬁltra
R See Art. 2 (1) 8 GER (Technology) |

135-Gee ‘Art. 3 No. 4 and Art. 2 (1) No. 8 GER (Technology).

136 gee Art. 2 (1) No. 12 GER (Technology).

137 gee GER (Technology. Transfer Agreements) Art. 2 (1) 1, as well as the
decision of the European Commission 1987 OJ L 41, 418 - Mitchell Couts/Solfiltra.

138 ‘See the -preamble of the GER (Technology) recital 12, and. Art. 2 (1) 3
GER. L _
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pay. royalties. is admissible under antitrust law onmly if in addition to patents also
“secret know-how has been licensed or if of several licensed patents, only one has

- expired or is declared invalid. The initial duration may be automatically extended

by the inclusion of any new improvements communicated by the licensor, whether
patented or mot, provided that the licensee has the right to refuse such improve-
ments or each party has the right to terminate the agreement at the expiry of
the initial term of the agreement and at least every three years "thereafter”g
If no provision has been made in the contract for suoh a 51tuat10n then the

P
; .

questlon of a. reduction of royaltles based on_ contract ‘and antitrust law “depends

- upon the importance of the invalidated patent for the activities of licensee, so

that in a given case the royalty may remain as agreed upon140

The Commission in ‘the decision Henkel/Colgate!4! held that an obligation to
pay royalties beyond the duration of the patent is inadmissible, while a 50%

- reduction was considered appropriate if know-how was still usedl‘u. The ECJ
“held in its decision Kai Ottung v. Klee & Weilbach'*® that a contractual obli-

gation under which a patent licensee is required to pay royalties for an indeter-
minate period . of time does not in itself constitute a restriction of competition
within the meaning of Art. 85 (1) in a case where the agreement was entered
into after the patent application was submitted and immediately before the grant
of the patent.

According to a decision of the European Commission!** an exclusive patent
license falls under Art, 85 (1) EU Treaty and is not automatically exempted

. when certain basic patents have expired and only patents for improvements or

further developments exist. Such a situation does not justify the prohibition of the
licensee to deliver in territories of other exclusive licensees. An exemption under
Article 85 (3) EU Treaty is also not possible when the concerned products are
manufactured only according to the expired basic invention, but make no use of
the improvement invention. If the contract ends prior to the expiration of the
patent or one of the patents licensed, then licensee has no right to continue the
exploitation of the patent. A corresponding provision is also admissible under Art.
2 (1) 3. GER (Technology).

139 See Art. 8 (3) GER (Technology).

140 For the case that the basic patent expires and the license contract is
continued with improvement inventions, see the decision of the European Comm1SS1on
1585 OJ L 233- "Velcro/Apltx ‘

141 {972 GRUR Int. 173.

12 Burroughs/Geha 3 1IC 259 (1972).

199 22 TIC 61 (1991) - Licensing Agreement.
1441985 OJ L 233 - Velcro/Aplix.

-130 -
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Conversely an agreement of payments after the e 5p1ration‘ or invalidity of the
~patent is normaily among the prohibited clauses!4? unless the continued pay-
ment represents a staggered royalty payment for the period of the validity of the
licensed technology!#®. "The licensee can 'be obliged to keep paying royalties
until the end of the agreement independently of whether or not the licensed
know-how has been disclosed!#” The European Commission bases this on the
advantage whlch the licensee has over competltorsms: The duration of the

... exemption__as_ far 'as competion restrictive clauses are concerned is regulated

- differently " in Art. 1 (2) GER (Technology) dependmg on the respectlve clause

~and the type of agreement p_atent license, pure know-how -license and mixed
agreement. ' e : R

(xiif) con‘ﬁ_dentiality obligation

Under the GER a conﬁdentlahty promise is also admissible if it exceeds the term
. of the agreement . Since the confidentiality and nomuse agreement depend
‘upon the confidential character of the technical information, an agreement about

an absolute confidentiality period is not permissible. A secrécy obligation is no
~ longer applicable when the licensed know-how becomes public knowledge.

(ivx) Assignment and sublicensing
Ass1gnment and subhcensmg by a licensee can be excluded, particularly if there
is, a territorial division within the protected territory, which could becounteract-

‘ ed in the case of an assignment or a subhcense by thlrd partles From an
_ antltrust v1ewpomt thxs poses 1o problem1 0, -

(bb) GER (R&D) - Regulation No. 418/85
- (a 'Gener:a'l

Generally, under the opinion of the European Commission, only such provisions
are capable of exemption in a cooperation agreement which are indispensable for

145 European Commission, 1985 OJ L 233,22 - Velcro/Aplix.

146 See GER (Technology), recital 21, and the decisions of the European
Commission 1986 OJ L 50 - Bousso;s/lnte;pane see also the decision Rich Products/-
~ Jus-rol in 20 HIC 683 (1989); Ulirich, in Inzellectual Property, p. 550, even sees no
. conflict with Art. 85 (1) due to agreements on payment modes for the pracuse of the
~ European Comm1ss1on see also Venit, 18 IIC 1, 20 (1987)

147 See GER (Technology), recital 22, Art 2 (1) No._ 7.
148 See Art. 2 (1) No. 7 GER (Technology).

149 See Art. 2 (1) No. 1 GER (Technology); see also the decision Mittchell
Couts/Sofitra 1987 OJ L 41.). a :

130 Cf, e.g. Art. 2 (1) No. 2 GER (Technology).

‘-/7-‘\:
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the realization of the goals of Art.. 85 (3) EU Treaty’’!. An important crite-
rion for the exemptability is whether other stronger competitors exist within the
European Union for which one can assume that they too will continue to do
research in the field of the agreement so that competing products would be
available.

(b) Individual Provisions

P

(i) Term of agreement

An agreement of a fixed term without p0531b111ty of termination for a period of

“eight. years appears admissible!®?, In view of the purpose. of such an agree-

ment to make possible long-term research projects by combining financial and
personal means, the Commission has also exempted longer periods!?3. The
European Commission regarded it as admissible that in case of a premature
termination by one of the parties the other party continues the research and in
case of a success the licensing of the terminating party is made dependent upon
a payment of up to 75 % of the research and development costs.

©-As ‘an alternative to the independeht exploitation of the research results with

mutual licensing, one can agree that the exploitation of the research results 15 to
be carried out by a company wh1ch is not a party of the agreement and which
may not yet have been founded!®*. The continued obligation to an exchange
of experience after the expiration of the cooperation agreement serves the opti-
mum product application, e.g. the development of the best form of administration
of an invented pharmaceutical following the clinical tests. The European Commis-

"+ sion considers such a'temporally limited 1nformat1on exchange permissible if it is

‘not--set up differently from country to country . It is also admissible to de-
fine the duration of this continued agreement from the products first sale. The
exchange of information in these cases is to be limited to technical information
for the effective form of the exploitation of the results and excludes information
relating to such things as marketing methods.

(iiy Territory of the licenses

151 See European Commission 16 IIC 206 (1985) - Rockwell/Iveco.

152 See GER (Research) Art. 3 (1) according to which the exemption applies for
the duration of the research program.

153 See European Commission Beecham/Parke Davis, 10 IIC 739 (1979) recital
39, as well as European Commission 16 IIC 202 (1985) - Rockwell/lveco (exemption
for 11 years); 16 1IC 204 (1985) - VW/MAN" (exemptlon for 15 years); 20 IIC 697
(1989) - Contmenral/Mzchelm up to exp1rat10n of the last patent

154 The European Commzsswn also con51ders such an agreement admissible, see
European Commission 16 IIC 202 (1985) - Rockwell/Iveco, and 16 IIC 204 (1985) -
VW/MAN, as well as Art 1 (3) b) and Art. 2 e) GER (Research)

155 See Art 3 (1) GER (Research)
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~ In the opinion of the European Commission the contract party cannot be excluded
from marketing the invention developed in individual terr1t0rles of the European
Union five years after the beglnmng of the marketlng -

(iii} Purchase Obllgatlon

An exclusive purchase obligation in a cooPeratxon agreement -is admissible in
accordance with the European Commassmn

(iv) Prohibition of parallel research

' Such prohlbltlon for the field of the agreement is perm1ss1ble158, except if

they mutually promise to share the results of their individual activities’>”. In
addition, a competition prohibition for activities, e.g. production and sale in one’s
own name in the field of the joint research is -also admissible160

) No challenge clause

A research agreement containing a promise not to attack is presumed not to be
exempt,if the promise continues past the -expiration of the research program 61,

(vi) Conﬁdentiality and' use restriction

An obligation not to provide information of the other partner to third partles and
in addition not to "allow the use of research results for these third parties 162
13 not objectionable under antitrust law. With respect to the secrecy obligation,
the GER contains no temporal limitation in~ Art. *5(1)d, but rather permits an
- obligation even beyond the duratlon of the contract a's long as the research
results are stlll conﬁdentral - : : T '

.'(vii) As’sig’nability and sublicenses B

136 Gee European Commission 10 IIC 739 (1979) - Beecham/Parke, Davis; Art.
6 1), -Art. 4 (1) f) GER (Research), '

- 197.See Art. 4 GER (Research) and European Cornmrssron, 16 TIC 204 (1985)
VW/MAN

158 See. Art. 4 (1) a and b GER . ) .
159 See Eur0pean Comrmssmn 1972 GRUR Int. 173 - Henkel/Colgate

160 See’ European Commission 16 IIC 204 (1985) - VW/MAN and 16 TIC 203
(1985) - .Carbon, _gas technology. See alsq (Art. 6a_GER (Research).

161 See Art. 6 b GER '(Riesearch).'

162 The latter, however, for the duration of two years from the time of the
commercial exploitability, see GER (Research) Art. 4(1)b and:Art. 5(1)d.
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While in general the assignability and the granting of sublicenses can be excluded
for a nonexclusive license agreement!®? with respect to contract law consider-
ations, certain exceptions apply for a cooperation agreement between competitors,
according -'to the Furopean Commission. Art. 85 (3) EU Treaty permits an
exemption from the cartel prohibition only in very narrow limits. Therefore it
has to be made certain that for the marketing phase of the inventions resulting
from the cooperation each contract party regains the full freedom to act herein.
This includes the right to grant licenses or sublicenses. to thll‘d parties. If such

the European Commission this would constitute an influence on ‘the individual
marketing policy of the other. party. In addition, the possibility of third parties
to obtain licenses for the production of the product of the contract would be
limited!64,

~ In the quoted decision, the European Commission also requested the following
changes in the cooperation agreement: :

{a) The mutual licensing had to apply .to all countries of the Eurepean Union.
(b) The practical ramifications of marketing must not lead to a division of the market.

(¢) A profit-sharing clause for a specific country as well as a participation in the profits of the
other party and its sublicenses was cancelled. The European Commijssion explained here that a
profit-sharing can only be permitted, if for technical reasons only one of the parties is capable
of the production and sale of the product, but not if both parties are in the business as
producers of pharmaceuticals. ’ '

In 1993 the Commission adapted the GER (R+D) as well as the Specialization
~ Agreement (Regulation 417/85) to allow exclusive distribution by a joint venture
or also by one of the parties, subject to a maximum market share of 10 % and
. a turnovér of less than 1 billion ECU. For other restrictions the market share

limit is 20 % of the market. With respect to the former GER (Patents) and

GER (Know-how) the Commission allowed agreements between the parent compa-

ny and the joint venture for automatic exemption, even in a case where the

parties compete with each other. The market share for patented products and
their equivalents is limited to 10 % for agreements establishing cooperation which

: covegg5 production and distribution, and 20 % for a llcense limited to productlon
only : : :

cc) Special issues of trademark license agreements
Unlike patent licenses, trademark licenses under European law, if they contain

clauses which may restrict competition, need an individual exemption, since no
group exemption regulation for trademarks exists so far.

163 See Art. 6 g GER (Research).

_ 164 gee European Commission 10 IIC 739 (1979)- Beecham/Parke, Davis, recital
42 of the decision.

165 Regulation '151/93 .of 23 December 1992 OJ L.21/8 of 29 January 1993

-a form of licensing requires the approval of the other party,’ then according to
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In the ‘decision Wmdsurﬁng Internatt0n01166 the European Commission did not
‘exempt ‘a promise not to attack a trademark. This view has been confirmed by
‘the ECJ on appeal!6716%. In a more recent decision the EC Commission has

taken’ a more lenient approach with respect to no-challenge clauses in trademark -

' N lrcense agreements in comparlson to patents and copyrrght5159

In the Moosehead/thtbread case the Commission has made it clear that even in
‘a_mixed agreement ‘covering know-how and trademarks the GER Know-how does

. not apply, if ‘the ‘trademarks licensed are not anczllaty ‘to the know-how rights =~

~ granted. Therefore an “individual exemption was ‘necessary in view of the fact that

_the 'license agreement contained an exclusivity clause, an export prohibition, a no-
competition clause, a purchase obligation and a no-challenge clause with respect
to the trademark licensed. :

“Under the new GER (Technology Licensing Agreements) Recital (6) the scope of
the regulation is extended to pure or mixed agreements containing the licensing
of intellectual property other than patents, i.e. trademarks, when such additional
licensing contributes to the achievement of the objects of the licensed technology
~and contains only ancillary provisions.

“The - tradernark r1ght has been defined by the EC]J. srmrlarly as the r1ght of a
- patent owner, ‘since -its object is : ‘

' the guarantee' that the owner of the trademark has the exclusive right to
use that trademark, for the purpose of putting products protected by the
-trademark into circulation- for the first timeIm. _ .

Surprisingly, in contrast-to a no-challenge clause with respect to patents, this one
was regarded as exemptable or, even more surprising, was regarded as not even
falling ‘under art. 85 (1). The Commission explained that it must be examined
.- .whether the restriction .was "appreciable”. It remarks in this context that only in

- case of a famous or well-known mark such a clause could constitute a trade
-barrler -with a significant effect on competition.

B | appears that prim_arlly_ because of the fact that Moos'e‘head was a Canadian
" brewery which was interested to enter the British market, the Commission was
willing to grant a rather broad exemption with respect to a number of restrictive

166 1983 0.3 No. L 229, 1.
167 See 17 1IC 362 (1986) - Windsurfing International.

168 por exemption from no-contest ciauses see also Venit, 18 IIC 1, 29 (1987),
in particular footnote 73,

169 See ECJ 1990 OJ L 100/32 - Moosehead/Whitbread (negative clearance);
ECJ 1982 OJ L 379/19 - Toltecs/Dorset (exemption under art. 85 (3))

- 170 ECJ 1974 ECR 1183, 6 TIC 110 (1975) - -Centrafarm .v. Winthrop

e
/
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clauses which it might not have done under different circumstances!’!. One of
the reasons for the liberal attitude of the Commission obviously was the UK
market structure, namely a tightly oligopolistic market with a strong interbrand
competition. The exemption was granted for a period of ten years.

In the case Bayer/Dental the Commission objected to a clause which prohibited

- the re-sale in unopened form and warned against exploitation outside the territory

in question, Germany, because of the possible existence of industrial property

rights. The Commission found that the intention of the clauise was the prevention
“of resales outside Germany after an exhaustion having occurred. With respect to

‘the clause did not comply with the decision of the ECJ in Hoffmann-LaRoche
case where repackaging had been regarded as lawful if it did not interfere with
the original state of the product.’

" The Commission expressly observed that the clause was

able to awaken in the minds of resellers so much doubt as to their
actual rlghts that they will refrain from reselling repacked products172

The Commission did not impose a ﬁne_ because Bayer obviou_sly had never en-

- forced the clause. One must therefore be aware of the fact that not only if the

clause is worded as an export ban, but also if it has the psychological effect of
an export. ban the Commission would regard this as a violation of the anti-trust
rules. Bayer's defense that they only wanted to warn the distributors and wanted
to protect themselves against contractual liability was not regarded as sufficient.

dd) Special issues of software license agreements.
(1) General

In the field of copyright law, and in particular with respect to software products,
the interrelationship between the Software Directive and the general European
competition rules are of particular importance. As already mentioned before, more
specific regulations exist for patents and know-how, and therefore for lack of
specific legislation in the field of copyright law, many conclusions must be
~drawn  from  those - -areas.. The  Commission has  published an
announcement' 3174 _concerning the application of the  Competition Rules on

71 Cf. Rothnie, 1991 International Business Lawyer, 495, EC Competition
Policy, The Commission and Trademarks

1721990 Q1 L 351/48 recital 11
173 01.1982, p. 33

17 See 12th Report on Competition Policy (1982), 73 note 88; Gutuso, Les
Droits de Propriété Intellectuelle et les Régles de. Concurrence, in Demaret, La
Protection de la Propriété Intellectuelle, Aspects Juridiques Européens et Internationaux,
1989, at 131, 159; Korah, An Introa’uctozy Guide to EEC Competition Law and
Practice, 1990, at 179 o :

- 36 -
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copyright license agreements. The Commission indicated that it will follow similar
rules as they have already become common practice in patent license agreements.

One problem arises from the fact that software is. generally understood to be a
tangible product which can be sold in the form of diskettes and manuals, and on
 the other hand is an intangible entity. with rights attached to it which can be
enforced by the copyright owner. Similarly as with respect to patent license
agreements, also software licensing -or distribution agreements usually contain
~ exclusivity clauses and other limitations which are anti-competitive.” Mere * distribu-
~“tion agreements covering mass produced low-price prodicts, if such:software lacks
- copyright, can impose fewer restrictions than software protected under copyright
“law ‘which is licensed to an end-user. In such a case the control of the exploita-
tion of the work is a prerequisite for the licensor -to generate revenues.

Block exemption could be taken into' consideration oaly if

- a program is patentable- under natlonal or European laws!75 - (Regulation
No. - 2349/84) : - -
- the agreement is not a pure software license, so that it would not be
" ‘excluded under’ Regulation No. 556/89176 :

- - regulations concerning exclusive distribution like 1983/83 and 1984/83 are

-+ applicable; this requires that there must be a case of distribution of "goods",
“and these goods must be: d1str1buted for resale as opposed to the sale to
- endusers. . _

As regards the applicability of the GER (Technology) on the one hand and the
GER 1983/83 and 1984/83 on distribution agreements on the other hand, it
should be noted that only if the licensee also manufactures and not only distrib-
utes, the GER (Technology) is applicable!??. Specific problems may arise in
case were no contractual license is concluded between the copyright owner and
the licensee, because e.g. the relationship is limited to a "shrink-wrap"” agreement
which includes restrictive clauses -like the prohibition of sub-licenses. The Europe-
an Commission could be of the opinion that: such a restriction may not be
'necessary for ‘the -exercise of the copyright in the . program Observations on
; "1nd1v1dual clauses wrll therefore be made hereafter :

Unlike patent law where the ownership of a patent can be originally documented
by the ‘presentation of the letters patent as well as by inspection of the patent
register, copyrights in Europe are not registered so that a verification of the
ownership of the right can be difficult. It will primarily be the task of the

175 See Kolle, Patentability of Software-Related Inventions in Europe, 22 1IC 660

(1991); Sherman, The Patentability of Computer-Related Inventions in the United
Kingdom and the European Patent Office, (1991) EIPR 85, and Geissler, The Patent-
ability of Computer Software at the EPO at part I, 3311; for software protection under
___G_erma_n patent law cf. _Raubenheimer, Computer Law in Germany, below part II, 3.2.1

' 176 See Pagenberg/Gelssler chense Agreemenrs P. 542 et seq. notes 30 ct seq,,
49 et seq.

177 Recital 8 GER (Technology)
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licensor to determine and finally to prove whether he has significant rights to
use and in particular a right to sublicense. The off-the-shelf software (mass
software) in the form of standardized user programs is often bought separately,
and the contract form is usually a sales contract. Since the purchase of software
has become an every day business, it is frequently overlooked that the buyer
does mot purchase an unlimited right of use!’®. This applies not only with
respect to the license conditions submitted by the seller with the software, but
limitations also arise by law. If the software is copyrlght—protected then its use
s . vastly limited in particular in ‘prohibiting copying “and d1str1but1ng From
national copyright law the right for a territorial, time-wise or subject matter
limitation of the use follows, which is also used in conjunction with off-the-shelf
software so that only. a back-up copy is permltted and the multiple use within
one company is thus not permitted., Specific provisions are found for the use in
a network for which the seller of the software ‘usually requests add1t10na1 license
fees.

The various fact patterns to be regulated follow from the highlights of the
applicable provisions of the law, thus the assignment of use rights in know-how
and copyrights for the development of special programs on the one hand and
mere software supply to a user with limitations of the scope of use on the other
hand. The different contractual provisions necessitate considering different antitrust
law issues, because the classical limitations in competition, such as exclusivity,
territorial limitation, limitation of use to a specific technical field, etc. are impor-

- tant in the field of a software license. Most issues of contract clauses have been
dealt with in the context of patent law and the different group exemption regula-

- tions above. Only special questions of software 11censes are therefore discussed
hereafter.

(2) Individual contract clauses
(i) No-contest clause - Existence of copyright protection

If the software is protected by copyright, then provisions limiting the competition
as they are contained in most license agreements are permissible.  Unlike a
patent license agreement in which the patentability of the patent is examined by
the Patent Office, the examination for copyrightability of programs is up to the
parties of the contract. Generally at the time of entering into the software
agreement the parties will assume that the software is copyright protected since
it is generally the individual character of a program which creates the interest in
licensing. Whether the software as a whole or individual portions are copyright
protected is a legal question which will ultimately be determined by the courts.
They have so far provided case law criteria which may provide some indications
(see country reports...).

In patent law, the recognition of the work quality of the licensed software corre-
sponds t0 a non-challenge-clause. In the former GER (Patents) such a clause has

'7® However, the resale of a copy lawfully sold cannot be prohibited under the
" Software Dll‘eCthC Art. 4(c)
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“been declared to be inadmissible by the EC Commission!’® and ‘this view has
‘also been confirmed by the European Court of Justicel®®, In the new GER
(Technology Transfer Agreements) the no-contest clause is not considered to be
a black clause anymore. The Regulation provides an exemption for this restrictive
clause in Art. 4 No. 2b if the commission is notified and does not oppose the
exemption within a period of four months. Whether this will also be applicable
to the recognition of the work quality in software license agreements has so far
not been decided. Some authors are of the opinion that at least the recognmon

~ patent-"monopoly", however, copyrlght law does not prov1de an absolute legal
position. A software program with essentially identical technical functions and the
same field of use which has been created by a third party independently does
not fall into the "scope of protection" of an earlier created program. The author
is essentially protected only against the use, particularly the copying of his work.
The recognition of the work quahty thus does not enhance a right to exclude
and is  therefore not recommended

(i) _Conﬁdentiality obligatio_n - 'Know-how protection

Source codes and the comments are generally kept confidential by every - software
_developer Thus they fulfill one essential prerequisite in order to qualify as
"know-how" in the sense of the GER (Technology)lgz. The disclosure of this
~ confidential information and the permission of its use are therefore to be viewed
as the licensing of know-how in the sense of the GER. Thus this know-how is
~worthy of protection, i.e. its utilization can be conveyed contractually in a
" limited fashion and particularly can 'be protected by conﬁdentlahty provmons
against passing on and publication.

There should be no concern about the admissibility of such an obligation. Since
no monopoly pressure is excercised for such an obligation and since the Europe-
an Commission has also indicated the admissibility of the confidentiality obligation
for know-how agreements even without time limitations!®3, objections are not
to be expected on this point. ‘Although specific license agreements in the field of
_ software may contain also know-how which would qualify as subject matter under
~ the former GER (Know-how) and now under the GER (Technology Transfer
_ Agreements)1 s thls is not the case where m reallty a copyrtght 11cense was

179.See Art. 3 (1) of the GER (Patents).
180 See ECJ 17 HC 362 (1986) - Windsurfing International.

181 See Pagenberg/Geissler, License Agreements, p. 536 et seq. notes 21 et seq.
with further references.

182 gee Art. 10 No. 1 GER (chhnology'Transfer Agreements).

183 See GER (Technology) Art. 2 (1) No. 1.

184 gee Pagenberg/Gelssler License Agreements page 539 note 23 et seq 541,
note 28 et seq.

of . the copyrlghtablhty by the licensee must be permissible.” “In contrast to the
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intended. If also no other of the exemption regulations is applicable, the contract
needs a negative clearance or individual exemption depending on the circumstanc-
es.

(iif) Territorial limitation - Exclusivity

In the case of copyrights and also in conjunction with know-how there is no

territorially limited protection from which the contract territory would readily
result.

Licensors and licensees often have an interest to grant and have granted territori-
al exclusivity, which in the EU has the immediate effect of the applicability of
the competition rules. By the license a bundle of national copyrights is granted,
if the license covers several countries. For the EU the licensor is able to
promise not to grant a further license to a third party, however, an absolute
territorial protection in favour of the licensee cannot be guaranteed, since this
‘would "viglate the principle of the free flow of goods under ~Art:~30~EU- Trea~
-tylss. The. -ECJ has explained in a number of decxsmn3136 that an export
prohibition in a license contract covering several EU countries constitutes a
violation of Article 85 EU Treaty and is even subject to fines which the Com-
mission has already imposed on a number-of occasions. An export provision is
therefore also regarded as ome of the black. clauses of the exemption regulations,
e.g. in Article 3 (3) GER (Patents), where only a five year period is exempted.
Software license agreements for which no exemption regulation exists, would
always need an'individual. exemption if an export prohibition is included.

For the territory of the European Union it must be noted that an absolute
territorial protection can be guaranteed neither in favor of the licensee nor the
licensor since this would violate the principle of the free flow of goods under
Art. 30 EU Treaty!®7188 A protection against other. licensees does not ap-
pear to be necessary because the headstart of licensee and in addition the
language borders for the software make .an effective competition from other EU
countries unllkely

' (iv) Scope .of the. license

The license grant relates both to the software protected by copyright as it is for
example realized in the form of disks, and to the confidential know-how which

185 See for Patent Law ECJ 17 IIC 362, (1986) - Windsurfing International.

186 For the admissibility and enforceability of an exclusivity clause in a copy-
right contract see ECJ 14 IIC 405 (1983) Le Boucher (Coditel).

187 See for patent law ECJ 17 1IC 362 (1986) - Windsurfing International.

188 For a protection of the licensee against import of the products of the

- licensor see European Commission decision in Mitchell Cotts/Sofiltra 1987 OJ L 41:

admissability of a production and import prohibition for 10 years.

18 For the admissibility of a prohibition of active marketing for the duration of

.'ﬁve years, see GER (Technology) Art. 1 (1) 6 in conjunction with Art. 1 (3).
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exists in-additional -information, in particular in the disclosure of the source code
“with comments. Thus on the one hand the rules of the European Commission for
treating industrial property rights become applicable, Art. 30, 36 and 85 EU
Treaty, and on the other hand under certrain conditions also the exemption
possibilities under the GER (Technology) are made accessible. In contrast to a
patent which gives licensor and the exclusive licensee an absolute right and
“ which can, if necessary also be enforced against the contract partner by way of
patent infringement litigation, the ownership 'and transfer of know-how only
~ provides a contractual position which is enlarged however if one assumes Copy-
" right protection in the case of an exclusive right to use. An exclusive license or
‘respectively a sole license is’ also covered by Art 36'EU . Treaty ‘on ‘the basis
~of copyrlght law. - : - =

(v) Term of the Agreement

Due to the complex nature of the contract between copyright agreement and
‘know-how agreement one has to consider the GER (Technology) in conjunction
“with the duration of the agreement which for a’ten year -duration automatically
“exempts certain clauses'®?. If the ‘licensee is interested in a time-wise farther-
reaching protection of confidentiality, a notification with the Commission should
precautionarily be made.  Limitations, if any, thus result with respect to the
duration, - because the protectability of the know-how depends on its secret
character. When fhe know-how becomes public' knowledge, all clauses limiting
competition in a pure know-how agreement become void, ‘a fact that cannot be
predicted time-wise when entermg mto the agreement. This also applies to the
royalty payment obllgatlon191 o - :

~This evaluanon already follows from the fact that the disclosure of dlsassembled
programs by third parties is ‘subject to a s1gn1ﬁcant uncertainty relating to
propriety ‘and completeness, not ‘to speak of the lack of comments from the

~author. A complete disclosure of the licensed secret knowledge is not, therefore,
generally to be found in such cases. One must, however, consider the fact that
the exemption under the GER (Technology) is tied to the secret character, the
apparent lack of which removes the exemption. This could result in the necessity
of a negative clearance or an exemption under Art. 85(3) EU-Treaty.

(vi) " Prohibition of the Grant of Sublicense

The prohibition of the grant of a sublicense should normally be regarded as
-admissible for the same reason as mentioned before, ‘namely that the copyright
owner has a right to proper compensation which he should be able to control in
order to avoid misuse!%?. A sub-license - restriction has also been regarded as
admissible in Art. 2 (2) GER (Technology). ' o :

10 See Art. 1 (2) GER (Technology).

191 See Art. 2(7): a payment period: of another three years after the publication
would still be admissible.

192 Cf. the eorrespondlng rule m Art 2 (5) GER (Technology Transfer Agree-
ments).
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More specific clauses often included in license contracts for software shall be
enumerated hereafter!®?,

(viii) Tying Clause.
Any obligation to purchase hardware together with specific software (or vice

versa) would no longer be regarded as unlawful per se, even if there is no
technical necessity to. ensure a satisfactory use of the combination194. The

. prohibition of tying is one of "the niisuse clauses which are expressly “enumerated
- in Art, 85 (1) EU Treaty!®>. Tying is of particular importance also with re-
spect to maintenance clauses. How far maintenance clauses .can restrict the
freedom of the licensee would however depend on the circumstances of the
casel®.  Art. 85 (1) EU Treaty would therefore be applicable if the mainte-
nance by the licensor is not necessary for the proper functioning, Art. 4 (2) a.
GER (Technology).

(ix)  Prohibition to Make Back-up Copies and to Examine the Program

Art. 5 of the Directive provides a broad authorization in favor of the user of
a program to examine the functioning of the program ("black box analysis") and
to- make back-up copies for the proper use of the program. All clauses in
existing licensing contracts which are contrary to this rule have to be adjusted
to the Directive.

(x) Prohibition of Decompilation and Reverse Engineering

Such a clause is often found in software agreements which were concluded before
the issuance of the Directive!®?. Reverse engineering, black box analysis and
decompilation are now authorized under certain conditions 'acco_rdin_g to Art. 6 (1)
and 6 (2) of the Directive. The primary reason for this rule was to grant access
to .the interfaces of hardware configurations!®®. Art. 6 must be regarded as lex
specialis in the context of a software licence, so that the licensee is entitled to
decompilation for the purposes - described in the Directive, namely to obtain
- information necessary to.achieve the interoperability of an independently created

193 For a general survey on specific software clauses see Powell, The Computer
Lawyer, Expertise no. 145, 412, 417 (1991); for the general enforceability of copy-
right in software agreements see A. Bertrand, Le Droit d’Auteur et les Droits Voisins,

Paris 1991, p. 536.
194 Cf. GER (Technology) Art. 3 (2)a).

195 With respect to a tying clause cf. the limitation in Art. 2 of the GER
. (Technology). ST _ - : :

196 Cf. Powell The Computer Lawyer, Expertise no. 145 page 420 note 45
(1991). : :

197 Cf. Pagenberg/Geissler, License Agreements, p. 6 note 34 et seq.

198 See Bay, 9 1993 Computer Law and Practice, 376, 181
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“program. It is for the copyright owner to decide whether he wants to: grant such
a license, and for the licensee to use the legal means offered by the Directive
and to stay within its limits. This means that for the purpose of creating
interoperable programs ("interoperability with other programs") the decompilation
cannot be prohibited.

On the basis of Art. 9 (1) of the Directive it must be presumed that any
prohlbmon of decompllatlon in a license contract will in the future be regarded

“as void and could even be regarded as’ @ violation of the EC Comipetition Rules

" with the poss:blllty of a fine. "It is ‘argued that a prohibition of decompilation
cannot even be justified by a protectlon of other industrial property rights, like
trade secrets or know-how. It is therefore recommendable to provide for such a
" possibility and a clear definition in the license contract and eventually to meodify

agreements which have been concluded before 1 January 1993. In the explanatory

notes of the original draft of the Directive the Commission gave an evaluation
of the reIat10nsh1p between the planned Directive and the competition rules of the
“Treaty!®?. The Commission has come back to the distinction of the Court of
 Justice between the existence and the exercise of industrial property rights.
" According to the Commission, each extension by a contract of the rights in
question or any prohibition of the use of such rights which is not expressly
" reserved for the right owner may constitute a violation of the competition rules.
- The same would be true for any abuse of a dominant position under Art 86 EU
Treaty.

An abuse of the right of reverse engineering must however be assumed, if a
~ program. is diassembled and afterwards published in a computer journal in order
" to “increase its readership?®’. As a general rule one can assume that the mere
“access to the program cannot be prohibited for somebody who wishes to write
an 1ndependent but compatible program to the program concerned. A" dominant
manufacturer of computer software is therefore normally obliged to provide the
_ necessary information with respect to interfaces in order to allow other software
developers to write a program ‘which functions in the same way ‘as the one of
" the dominant manufacturer.” The - control * of "interfaces, according to the EC
“'Commission, could lead to an ‘important distortion of competition, since the
market depends on such information for the development of competing products.
One must add that a clause' which prohibits the decompilation but nevertheless is
-in conformity -with Art. 6 of the Directive, might still. be. examined under
Art. 83 (1), 1f the restriction goes beyond a reasonable protection of the program
- in .question. - _ '

(xi) Prohibition of Modification and Adaptation

This clause is dealt with in Art. 4 (a) and 5 (1) of the Directive. Although the
‘copyright owner must have an interest to prohibit ‘the. copying of his program
and therefore to limit adaptations and modifications which are of a minor nature,
it would go beyond his copyright if he can enjoin the adaptation of a program

1%9°0.J. No. C 91/16 of 12 April 1989

200 gee Lehmann, The New Contract Under European and German Copyright
Law-Sale and Licensing of Computer Programs, 25 IIC 39 (1994).

AT,
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by the licensee for his own purpose. Also the requirement that modifications can
only be made by the copyright owner would exceed the exercise of the right.

The solution found by the Commission is similar to the white clauses in exemp-
tion regulations with respect to tying: if the use of the products or services of
the right holder is necessary for the proper functioning of the product in ques-
tion, like the maintenance service of the program, this should be allowed?l.
Therefore, what Art. 5 (1) provides, namely that the correction of errors must

program should not be prohibited, is self-evident.

(xii) Use Restnctlon

A site/network license which limits the use of the software to one CPU or a
specified network is legal and enforceable, since it constitutes a possibility to
calculate royalties?0?, The combination of a use restriction clause with a speci-
fied hardware purchase or use .supplied by the licensor would however be
regarded as unlawful as a tying arrangement under Art. 85 (1) (e)2%3. The
general admissibility of a wuse restriction would also be endangered, if the use
restriction excludes the port or upgrading of the program in case of the exchange
of the hardware configuration. The copyright owner has of course an interest that
the quality of his program and thereby his reputation is not endangered and that
through - the change of hardware the extent of use remains under his control. For

- the same reason a modification of the software environment, e.g. the use of
floating software should be subject to. the authorization of the licensor. .

Such a clause can be regarded as.-a means to insure .the proper payment of
- royalties due for the specific use of the program in order to avoid a multiple
use without the authorization of the copyright - ownerzo4 It therefore belongs
to the existence of the copyright and would only constitute an abuse if the
software in question is generally sold without limitation to a. certain capacity of
a machine or if the clause is further linked to hardware of the software supplier
and this is not based on technical requirements. Use restrictions in the copyright
field are also generally possible and lawful .which can be. shown by the distinc-

: 201 Art. 5 of the Directive; for more details see below part II: Raubenheimer,
Computer Law in Germany, 2.6.3.3, 3.1.5.2, 3.1.7 with detailed references, Lehmann,
The New Software Contract Under European and German Copyright Law - Sale and
Licensing of Computer Programs, 25 1IC 39 (1994).

202 Cf. for similar situations ECJ (1980) ECR 881 - Coditel T and ECJ (1982)
ECR 3381 - Coditel II

203 See Bay, 9 Computer Law and Practice, 176, 180

204 See the Fourth Report of the EC Commision on Competition Polwy, p. 20,
as well as Art. 2 (8) GER (Technolog) .

be "allowed and “that also . the loadlng ‘within~the frame of proper use of “the o e
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“tion' made by the ECJ between sales rtghts and rentmg rtghts with - respect to
* videos?9?, ' Lo S :

(xiii) Mamtenance

Art. 8 (1) of the Directive mtends to aliow the normal maintenance - work which
con51sts primarily in the correction of faults and: errors, however not in upgrad-
ing work which requires the = alteration of ‘the original program. The activities
“~which "do not “need authorization ~of the right~holder-are listed inArt.~5; but one -
must assume that even restrictive clauses within “Art. 4 and 5 will ‘be examined
closely by the Commission for their reasonableness. Such examination would be
based on the question whether the clause is necessary for the "intended purpose”
of the software.

" Art. 86 - Abuse of a dominant position

- Criteria for the -determination of a dominant position are the market share and
factors like the technologrcal lead of an. undertakmg and the absence of potential
- competltors 206 - o L .

‘Violations under Art. 86 concern- the imposition of unfair purchase. or selling
- prices, ‘clauses limiting -production or “distribution; -the application of dissimilar
“conditions to equivalent transactions or-the imposition of obligations and duties
which have no connection with the purpose of :the agreement. Another typical
case should also be ‘mentioned, namely the refusal of a manufacturer to accept
a distributor as- a member of a selective distribution network if such dealer
“fulfills all criteria laid “down in- the selective distribution agreement. On the other
"hand, the mere existence of price differentials- for specific computer products,
within and outside the European Union cannot ‘as such be regarded as an abuse
under Art. - 86. - Higher distribution " ‘costs- especially ‘with respect to language
‘adaptations and the smarler markets 111 Europe cannot be compared with a distri-
© ““bution s1tuat10n in- the USZO-‘r ' % :

The ECJ has 're'peate'dly underl'i'ned that -an abuse of ‘a dominant position refers
not only to practices which may directly prejudice consumers but also covers
conduct which causes indirect prejudice by adversely affecting the structure of
effective competition, such as the granting of refunds or fidelity rebates. Elements
which tend to show that the company in question plays the role of the price
leader are also considered in this context. In the Hoffmann-LaRoche case the
ECJ has also taken into account that the company was capable to preclude any
attempt of competition-due to-its excellent distribution and marketing organization.

205 See ECJ, 1988 ECR 2605 - Warner Brothers; ECJ 1985 ECR 2605 -
Cinéthéque. S -

208 ECJ of 13 February 1979 - 10 1IC 608 (1979) - Hoffinann-LaRoche.

"7 ¢f. also the legal and economlc consuieratxons by - Bay, 9 1993 Computer
Law and Practice 176, 187 et seq. ' - -
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In spite of heavy competition in both areas of hardware and software, the Com-
mission considered in Computer Land that already a market share of 3 to 4 %
was significant?®®. Since an abuse under Art. 86 requires a dominant position
it mostly comes back to the definition of the relevant market where the Commis-
sion now seems to take a more lenient approach. The fast product development
as well as price cuts which are daily events in this field are certainly elements
which speak against market power of even the biggest manufacturers on the

market. This is not contradicted by the fact that the ﬁnanc:al and research

barriers for this market are substantial?®?;

An important question has been decided by the CFI of the ECJ, namely the
relationship between Art. 85 and 86, more particularly, whether an exemption
granted under Art. 85 (3) precludes measures of the Commission under Art. 86.
The Court answered this question in the affirmative and argued that the purchase
of an exclusive license by a company with a dominant position on the market
could violate Art. 86, if the cicumstances surrounding the acquisition have the
effe%tloof hindering the entry of new competitors and thereby weaken competi-
tion

208 European Commission 1987 OJ L 222/12 - Computer Land

205 See Bay, 9 1993 Computer Law and Practice 176, 185 (1993): ome must
reckon between 5 and 10 Mio Dollars for marketing a new software product.

210 CFI 22 1IC 219, 225 (1991) - Tetra Pak
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