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I. Introduction

European IicellSing law is part ofpte pompetition Iaw.and.mnst be understood as the equiva­
lent ofUS antitrust law. It is important for thelDarketing ofproducts in particular with respect
to the following situations:

- (1) for the conclusion of distribution and/or licensing agreements between manufac­
turers/patentees and distributorsllicensees for which the knowledge of the boundaries of con­
tractual freedom is necessary. The competition I'llles, AJ:~.1l1 and 82 EC Treaty are part of
the public order of all Member States and cannot be circ\lmvented by a pllOiceoflaw rule
referring to a non-member coUntry.

- (2) for the enforcement of patents, trademarks, know-how or copyrights .wij:hin the EU
Am. 28, 30 EC Treaty are important which are interpreted as guaranteeing the free flow of
goods and services. Claims for an injunction are limited by the principle ofEU-wide exhaus­
tion which means that one lawful sale in one Member Country, i.e. normally a sale with ap­
proval of the right holder, precludes any interference with the further distributi0ll0fthe same
products by the right holder in another Member State.

For both areas an overwhelming number of cases decided by the European<:;ourt of Justice
(ECJ) exist which define the impact of approval or authorization ofthe patent or trademark
holderl

•

The treatment of the different industrial property rights will first ofall be dealt with under the
viewpoint of the case law of the European Court of Justice on the free movement ofgoods,

I From the pertinent literatnre see Reimer. 12 TIC 493 (1981); Reischl, 13 TIC 415 (1982): UbertliZzi, 1984
GRUR Int. 327; \Valter, i!': Cornish, Copyright in Free and Competitive Markets; KQrah, An Introductory Guide
to EC Competition Law, 3rd ed. 1986;

c

C
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and then with respect to the la~fitlness oflicensing agreements and the most important con­
tract clauses-used therein. In this context also the group exemption regulations and their sig­
nificance for the drafting ofagreements will be discussed.

n. Case law of the ECJ on the enforcement of industrial property rights
- Applicability ofArt. Art. 28, 30, 81 EC Treaty.

The general rules under Art 28. 30 EC Treatvare that restrictions ofthe free movement of
..goods-and..servicescare.onlyjuStifiedeforcthe-protection of·industrial-·and-commercialproperty-­

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. 30 are patents,
utility models, plantvarietyrights, industrial designs, marks (trademarks and service marks),
tradecnames,·geographic indication ofsource and appellations oforigin2.

The most important doctrine developed by the European Court ofJustice concerning the•dis­
tinction between admissible and inadmissible import or export restrictions was the differentia­
tion between the existence and exercise of industrial property rights, where the~xistehce.<>f

the right\Vasguaranteed,but the exercis7couldbe regulated. In sev()W decisions the (;0urt
has defined this doctrine. The typical example ofwhat the Eq does.notregard as belonging
to "the specific subject matter" ofa trademark or a patent was to stop parallel imports ofgenu­
ine goods which had been put into commerce within the ED by thetradel11ark or patent owner
or with his consent. The later case law concentrated to a greater extent on the clearer concept
ofimproper use of industrial property. rights, which would be given in case of discrimination
or an artificial·partition within the Commol1 Market4• The typical case of an improper. use of
industrial propertyrightsc onsists in the .attemptto enforce verticalp rice maintenance and
di~tributi0l1 systems, whilethejrproper)lSe.and main purpose consists in preyentingthe dis_
tribution ofinfringing goodss. .

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

3 cr. Beier, Industrial Property and the Free Movement of Goods in the Internal European Market, 21 nc 131,
148 et seq. (1990)

4 EO 14 nc 515 (1983) - Keurkoop v. Nancy Keon Gifts recital 24

5 See Beier 21 fiC 131, 152 (1990)
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1. Trademarkand Competition Law

Since the first decisions on the free movement of goods under Arts. 28, 30 EC Treaty were
issued in the field oftrademark law, they shall be presented first.

a) Sirena

One of the basic decisions on the concept of free flow of goods was the Sirena decision6

which concerned a case ofparallel trademarklicenses indifferent countries ofthe EU. One of
___________ ...._tI!~Ji"cm§~fl.sQ1>j~qttJgllgllim;tt1l.eimPQItlIrtQllill!<>_~ttJrritory()fpf2duCtsorigiJ1al1>'111lll'](eted.~ ..

by one of the other licensees.

The ECJ argued that if the right to the trademark has beenobtained by contractual agreement
among the parties concerned, Art. 81 (1) ECTreaty is applicable, i.e. market sharing under
sub-par. (c) constitutes a violation ofthe competition rules, even ifsuch agreements have been
entered into before the entry into force .ofthe EC Treaty;

For the detenninatipn whether al$oa violation ofArt. 82 EC Treaty is given, the fact that a trademark can be the
basis, for an injunction against t~rdparties is not s~ciet;lt;itJnust, f\uther be exalllilled wh~ther the pr~requi~

sites for the. application of Art. ~2 EC. Treaty, namely a.dol11inant position, a misuse of this position and the
possibility to interfere with the trade among Member States,are given7

•

b) Centrafarm vs. American Home Prodncts8
•

The trademark owner had marketed·a pharmaceutical product in the Benelux countries under
a trademark Serestra, andan identical product in the. UK under.the trademark SereDid. The
defendant, Centrafaim, had purchased the pharmaceutical in the UK at a cheaper price and
resold it in the Netherlands after having changed the rianle ofthe Serenidtrademarktothe one
more familiar to Dutch consumers, Serestra.

The defendant referred to Arts. 28, 30 EC 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 occurred under a different trade­
mark. The only reservation which the ECJ made in the decision was a warning that if the dif­
ferent trademarks in the countries of the EU were only used for the purpose ofpartitioning the
markets, the rights granted under Art. 30 first sentence would .be regarded as a disguised re­
straint oftrade in the sense ofArt. 30 second sentence and thus would lead to a dismissal ofan
action for an injunctiotr.

c) Hoffmann-La Roche vs. Centrafarm10

This case was the first in a row of cases which concerned the repackaging of goods, but with
the same trademark, after a parallel inJportation from another country in the EU. Centrafarm
had purchased pharmaceuticals manufactured by Hoffinann-LaRoche (Valium) from the

6 1971 GRUR Int. 278.

7 Cf. for the different situation where the mark is owned by different entities within and outside the
Communi\}' ECJ 7 lIC 275 (1976) - EMIlCBS

8 ECJ 10 lIC 231 (1979)

'In the same sense already ECJ 71IC 275 (1976)- EMIlCBS

10 ECJ 91IC 580 (1978)
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Netherlands where those phannaceuticaIs had been repackaged after having been imported
from the United Kingdom Centrafarm affixed the trademark Valium on the products together
with the registration numbers of the German health authorities 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 confirming that the exercise
of a trademark right is lawful under Art. 30 EC.Treaty and is not contrary to Art. 82 on the
sole ground that it is the act of an undertaking enjoying a dominant position on the market, if

.. .... .....the.trademark.rigltthasnQtb~nlJ§edl!$ ..@j~!mtf()L!hell!J1!~eQf~!!()h.lljJOsitiOIl·'f!1e
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 rigltt having regard to the marketing
system which the proprietor has adopted, will contribute to the artificial partitioning of the
markets between member states.

d) Recent Cases

More recent repackaging cases have been decided by the ECJ in three consolidated deci­
sions Bristol-Myers SqnibblBoehringer/Bayer v. Paranova, Eurim Pharm v. Beiers­
dorf/BoehringerlFarmitaIia and MPA Pharma v. Rhone-Poulenc11

.

The three cases all concerned imports ofphannaceuticals into Denmark where the importer
had entirely repackaged the products and affixed the trademark ofthe manufacturer.

The Court repeated its view that the trademark owner's rigltts are infringed when a product
is repackaged or a trademark re-affixed, 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 importing country. Repackaging will not be allowed if simple affixa­
tion ofnew labels or the addition of a new package insert will suffice. In any case the trade­
mark owner may object, if the repackaging conld impair the reputation of a trademark. The
criteria applied seem to be somewhat vague so that conflicting decisions ofnational Danish
courts were the resnlt12

.

e) KaffeeHAG
aa)HAGI

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 L It concerned a situation of
parallel trademarks in Germany and Belgium of a German trademark owner. The Belgian
marks of the German company Hag had been confiscated after World War II and sold by the
Belgian government to a third party which afterwards assigued them to another company,
Van Zuylen. In spite of the existence of those former marks, the German company started in
197I sales under their identical German mark in Belgium. The Belgian trademark owner,
Van Zuylen, initiated proceedings against Hag AG and the Luxembourg regional court re­
ferred the case to the ECJ for preliminary rnIing. The ECJ decided that it was incompatJble
with the free movement of goods to prohibit the marketing of a product legally bearing an
identical markifthat mark had the same origin. 13

The reasons of the ECJ were that the enforcement of the trademark would lead to an isola­
tion ofnational markets, and althouglt the indication of origin of a product may be regarded

11 ECJ 28 IIC 715 (1997).

12 Cf. also the Hamburg Court ofAppeals ofFebr. 18, 1999 on "artificial partitioning" , 20011IC
13 ECJ 5 IIC 338 (1977) - HAG
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as useful, this could be ensured by means other than prohibition which would affect the free
movement ofgoods.

bb)HAGII

Five years after that decision the Belgian company Van Zuylen was taken over by-the Swiss
company' Jacobs Suchard AU A subsidill1)' of Jacobs Suchanl, Bucal, started another five
years later to import coffee from Belgium into Germany, ie. the reverse situation of the first
Hag case. This time Hag AG attacked Sucal. Hag prevailed before the Geflnan courts, but

________---theFederalSupremeCourtrefem:dthecaseaga,intotheECUoLPreJimin!lry !Uling.

The ECJ overruled HAG I and stated that the doctrine of Common origin does not constitute
Illegitimate rule ofcommunity law, smce it would deprive a trademark ofits function to dis­
tinguish 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 ar­
rangement by which one party could control the use of the mark of another; As a result, the
EeJ has given back to the trademarks in the different countries of the EU their original func­
tion as an industrial property right which can exclude the use by others14

•

The same result was reached in a case of a voluntary assignments of marks in the Ideal
Standard caselS

• The prohibition of imports by one of the parallel, now independent owners
was not regarded as a violation ofArts. 28, 30 EC Treaty.

Or+r

A German company, a leading manufacturer for pharmacy furniture, had founded subsidiar­
iesin different European countries,among them France. Over a period of about ten years
these companies hOO used the same company name with the respective abbreviations and a
common trading symbol "r + r,,16; After the bankruptcy of the German parent company and
the other subsidiaries the only still active company was the French subsidiary which alreOOy
in the past during the co-existence of the German company had made deliveries into Ger­
many. It continued such sales also after the German company had ceased its activities.

A competitor filed actions for unfair competition based on alleged confUsion ofconsumers
under § 3 of the Act Against Unfair Competition. The plaintiff's argnment was that German
consumers who in the majority only knew the Gennan company, would be misled as to the
source of the products. The Munich District CoUrt filed a request for a preliminary !Uling to
the ECJ, and the ECJ had to decide whether the principle of free movement ofgoods took
precedence over the national !Ules ofunfair competition.

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 origin would mllke 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 disc
crimination if imports and sales from France could be forbidden on the only ground ofa dif-

14 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). Cf. also thereafter the Ideal StOJUlard case for a
voluntary assignment, where also an importation under the same mark was prohibited.

15 ECI 1994 GRUR Int. 614-ldeal Standard

16 16 IIC 751 (1985) - r + r with comment by Pagenberg at 754.

c
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ferent origin of the products. Citing a long line of case law it was pointed out that the EC]
had repeatedly confinned the principle that obstacles to free movement within the Commu­
nity can only be accepted if they are necesSlUY in order to satisfy mandatory requirements
relating to the protection ofpublic health, the fairness of commercial transactions and to the
defense ofconsumersl

?

The EC] primarily examined whether in the case ofa purely national situation an injunction
would have been granted, e.g. if after the bankruptcy of a Gennan group ofcompanies two
independent companies survive and consumers are allegedly misled because"the company in

_~~~ ...._" ~. ..NorthernGennany is selling in SouthemGermany.SincenQsuch.case couldJJe gitedby1:he.
plaintiff, the EC] declared that it was a discrimination if a misrepresentation were to be af­
finned for a situation within different member countries ofthe ED.

g) Pall

This reasoning detennined already the otherwise not comprehensible result in .the Pall
easelS. The defendant in that case, an Italian company had used in Gennany behind its
trademark the notice ® which has always been held by German courts to constitute a decep­
tion of the consumer, if no trademark protection exists in Germany. One of the reasons be­
hind this case law was that Gennan trademarks are only registered after a thorough examina­
tion with severe requirements as to distinctiveness which is not the case in a number ofother
countries. The EC] came tu the conclusion that it is sufficient that trademark protection ex­
ists anywhere within the ED, otherwise. separate packaging wonld be necessary. for export
purposes Which then wonld constitute a restraint oftrade between MemberStates.

h) Cassis de Dijon

From the above cases one can conclude so far that
Original products
Under the same trademark
Not repackaged

cannot be stopped by the trademark owner.

A decision which exemplifies another line of arguments of the EC] with respect to the prin­
ciple of"free flow ofgoods" and the interpretation ofArtS. 28, 30EC Treaty does not belong
to trademark law. It has been cited in J11Rl1Y later decisions as aguiding principle: "Cassis de
Dijon"l9 and also influenced decisions dealing with trademarks and unfair competition law.
It concerned the importation of a liquor from France into Gennany with an alcohol content
between 15% and 20%. The German government agency for the control of alcoholic bev~r­

ages enjoined the importation, because the alcohol contentwas not in conformity with Ger­
man law. The importing company attacked this decision and the case went to the ECJ which
had to decide on the consumerprotecting effect ofthe German law,<:Jl1e ofthe .exceptions of
Art. 30.

17 This decision must be criticized for several reasous: lbe Court first of all overlooked that !be defendant bad
anyway used a separate package for lbe product, a blood fJ1ter, wilb Ger~ explanations, so lbat he couid bave
also removed lbe .. or add a small refereuce behind !be .. to "Italy". It is also questionable whether lbe Court has
taken olber consequences into account: would also lbe patent registration in a country wilbout substantive exami­
nation be sufficient to use lbe claim "patented" wilbout further specification even if a more severe deceptiou of
lbe consumer, for whom a patented product has a greater quality indication!ban a trademark, would result?

18 20 IIC 799 (1989) - PaU

19 ECI 11 IIC 357 (1980) - Cassis de Dijon
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The Gennan 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 a Icohol drinking can become a habit. Therefore the G ennan 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 ofArt. 28
ECTreaty.

The rule laid down by the Court in decision was that ifa product is lawfully marketed in
a Member State, it can freely circulate in all other 90untries if there are no urgent and high­
ranking considerations for the protection of consumers which justify restrictions. A relation­
ship 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 deter­
mines the free flow ofgoods throughout the Cotnnlunit/°.

i) Keck

In a laterdecision21 the ECJ has limited the "Cassis de Dijon" doctrine by refusing to apply
Art. 28EC Treaty to national rules· concerning sales methods ("selling arrangements") if
they apply to all competitors.on the market. A restriction of the· free flow of goods is ouly
given (and its admissibility must be justified 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 ofconcern under European law whether products are offered at rebates or with a specific
form of advertisement. This decision has reduced to some extent the increasing number of
applications for preliminaIy ruling on the basis ofnational unfair competition laws.

j) The Silhouette Case

An extensive discussion on the scope of trademark rights and the question of exhaustion has
started after the decision by the ECJ in the Silhouette case22

• This was referred to the ECJ by
the Austrian Supreme Court for a preliminary ruling under Art. 177 on the interpretation of
Art. 7 of the Harmonization Directive23

• This Directive forces all European countries to
b.armonize their national laws with European law. Art. 7. of this Directive provides for an
exhaustion of rights for goods which have been marketed by the proprietor or with his con­
sent in the European Community or in the European Economic Area.

The company Silhouette manufactures high price spectacles which are marketed world-wide
and are normally sold 1)y the producer to opticians. Hartlauer, the defendant in this cas!l' is a
low-price chain of distributors, which is not being supplied by silhouette because of its low

20 Cf. also ECJ 21 IIC 692 (1990) - !ropert of Pharmaceuticals, for the private importation of drugs
. llY an individual.

21 EO ofZ4 November 1993 25 IIC414 (1994)-Keck.

22 See for more extensive comments on the case Pagenberg, 30 IIC 19 (1999)

23 Art. 7: (1) The trademark shall not entitle the proprietor to prohibit its use in relation to goods which have
been put on the market in the community under that trademark by the proprietor or with his consent.
(2) Par. 1 shall not apply where there exist legitimate reasons for the proprietor to oppose further commercializa­
tion ofthe goods, especially where the condition ofthe goods is changed or impaired after they have been put on
the market.

(

c
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price policy. Silhouette sold ca. 20.000 out-of-fashionspectacle frames to Bulgaria for ex­
port in that country. The agreement with the Bulgarian company contained an export prohi­
bition to the European Union. HartIauer then purchased those spectacles and re-imported
them into Austria..Silhouette attacked.and asked for a preliminary injunction before the
Austrian courts argning that these spectacles had not been commercialized within the EU
with the consent ofthe trademark owner.

Silhouette lost in two instances and filed a n appeal on t he law to the Austrian Supreme
Court. The Supreme Court acknowledged that no consent of the trademark proprietor was in

.-- .______factgiven..It_examinedthe.scope_ofArt._7.ofthe..Harmonization.Directive.and. indicated..that_.
in view of the former principle of international exhaustion in Austrian law it stayed the pro­
ceedings and referred the case to the ECJ with the following question

Is Article 7 (1) ofthe Community Harmonization Directive of21 December 1988 to be interpreted as meaning
that the trademark entitles its proprietor to prohibit a third party from using the mark for goods which have
been put on the market under that mark in a state which is not a contracting state?24.

The ECJ agreed with the majority in the literature and the EU governments as well as the
Advocate General and argued that it is the purpose of the Directive to safeguard the func­
tioning of the internal market, and that different exhaustion rules would give rise to barriers
to the free movement of goods. It therefore affirmed the principle of a European-wide ex­
haustion for trademarks in the EU25.

The Court left a number ofquestions open:

- What does consent mean? Would one require an express consent or is also an implied con­
sent sufficient? What if the implied consent is limited to a certain territory outside the EU,
but the importer has no contractual relations with the trademark proprietor?26

- What does putting on the market mean? If the products are still in the hands of distributors,
are they already on the market? What if the distributor is' contractually linked with the
trademark proprietor who has made a reservation as to a certain form or territory of sale?

- Is there a difference between parallel imports (source outside of the EU) and re­
importation (source within the EU with subsequent exportation and re-importationi7?

- What is the relationship with Art. 81? Does Art. 7 of the Directive allow a prohibition of
re-importation? Can the JavicolYves Saint Laurent decision28 of the ECJ be interpreted as
allowing a re-importation prohibition, if it concerns a territory outside the Community, or
would Art. 81 (I) EC Treaty be applicable also in such a case? Should one keep silent about
re-importation in a sales agreement? Is a clause "To be sold in country X" to be preferredto

24 The second question submitted to the ECJ by the Austtian Supreme Court reads as follows:

2. May the proprietor ofthe trademark on the basis ofArt. 7 (1) ofthe Trademark Directive alone seek
an order that the thirdparty cease using the trademark goods which have been put on the market under
that mark in a state which is not a contract state?

2' Cf. Also Federal German Supreme Court 30 IIC 210 (l999)-Mexitil for a.repackagiIlg case, and French Suo
~reme Court 30 IlC325 (l999)-Ocean Pacific .
6 Patents Court of October 9, 1995 Roussel Uclaf)- 28 IIC 744 (1997) -Deltamethrin

27 Cf. for this distinction Quality King Distributors v. L'Anza Research In!'l, (118 S.C!. 1125 (1998)
28 ECJ 29 IIC 798 (1998)-Javico
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an express prollibition? And fmally, is the effect of a such a clause or the intent of the par­
ties decisive?29

It remains to be seen whether the other exhapstioncases wllich.are still pending before the
EeJ might answer some ofthem30.

29 Cf. for a discllssion ofthese questions also Jailer, GRUR Int. 1998, 751, 760
30 See also for a discussion ofthe Silhouette case Pagenberg, 301lC (1999); A1bertlHeath, GRUR 1998, 275,
279

(

(
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2. Patents

a) Sterling DruglNegram II

One of the landmark cases in patent law was the decision Sterling Drug'll which confirmed
the application of the exhaustion rule established in fonner trademark and patent decisions.
In this case the patent owner Sterling Drug had patents in several member countries, and the
phannaceutical product which was manufactured under these patents was marketed by the
patent owner and its subsidiaries in those countries. Centrafann had taken advantage of the

-.-.-.-- -.- -,price-.difference.andhad.imported;the-productscfrom-one membel'country-intoanother,-The·_·
decision re-affinns the hasic rmes 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 decision32

;

It is clearfrom Art. 36 (now Art. 30), in particular its second sentence, as well as
from the context, that whilst the Treaty does not affect the existence ofrights recognized by
the legislation ofa Member State in matters ofindustrial and commercialproperty, yet the
exercise of these rights may neveriheless, depending on the circumstances, be affected by
the prohibitions ofthe Treaty. .

In as much as it provides an exception to one ofthe fUndamental principles ofthe
Common Market, Art. 36 (=30) infact only admits derogations from the free movement of
goods where such derogations are justified for the purpose ofsafeguarding rights which
constitute the specific subjectmatter ofthisproperty.

... A derogation from the principle ofthe free movement ofgoods is not justified where
the product has been put on the market in a legal manner, by the patentee himselfor with
his consent, in the Member Statefrom which it has been imported, in particular in the case
ofa proprietor ofaparallelpatent..

. The result of the grant ofa (sales) license in a Member State is that the patentee
can no longerprevent the sale oftheprotectedproduct throughout the Common Market'.J3.

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 infringers34

• The ECJ'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 criti­
cized that thereby the EeJ reduces the monopoly of the patent owner to the simple opportu­
nity ofprofitable use35

. Adifferent situation is only given in the case ofparallel imports from
third countries which can be.prosecuted by the patent owner based on his patent rights}6

b) Tylosin

31 ECJ 6 IIC 102 (1975).

32 6 IIC p.l06

33 Cf. the same arguments in case of a protected design ECJ 14 IIC 515 (1983) - KeurkooplNancy Keon Gifts:
only if the right owner has no influence on marketing in another Member State, no exhaustion is given

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

35 Cf. Korah, p. 87

36 For the entire problem see Loewenheim, Report FIDE, Dublin 1980.
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In the Tylosin case3
? the patenlee held a patent in the UK. and in Germany. He had consented

to the marketing ofhis products, phannaceuticals, 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
consent of the patentee - to Italy where then no patent protection was available, and part to
Holland where patent protection would have been available but the patenlee had not applied
for. When products from those two countries were imported into Germany the patentee re­
quested an injunction for patent infringement.

The German Supreme Court (BGH) found that the patentee was entitled to an injunction
.. _.!!gain§tJh\Limportlltion.ofth\LProducts, b.ecause the. initial CommerCializationfor.which.!!....

consent had been given, had occurred outside the ED and therefore could not result in an
exhaustion.

One could also assume from this decision that a consent cannot be presumed, if a patentee
does not seek patent protection ina country although such protection would have been
availab1e38

, since the approval by the patentee has to be an express approval, namely to
market in the territorial limits ofthe license contracf9

•

c) Merck

On the basis of the exhaustion rule as e~lained before, another decision could not come as a
surprise, namely in the case of Merck . At the time when phannaceuticals still were not
patentable in Italy the patent owner Merck, with patents in all other countries of the Com­
munity, had manufactured the patented product also in Italy and sold it there at a considera­
bly 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 ofa patent who sells the preparation himself in a market of
another member state, even if no patent protection exists there, is prevented from euforcing
his patent rights, .if the same products are later marketed by parallel import in another mem­
ber country where patent protection exists. It follows from this decision that the decisive cri­
terion is not the existence ofpatent protection in the COlllltry offirst sale, but only and exclu­
sively the consent ofthe patent owner or his licensee to the marketing of the product in que­
stion.

d)Pharmon

A case where no exhaustion was assumed is the Pharmon decision4
! in which the ECJ stated

that the grantof a compulsory license and the subsequent marketing 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 himselfagainst imports from the country ofcompulsory license into

37 BGH 8 IIC 64 (1977) - Tylosin

3S That this could also lead to a prohibition of importation widiin die EU form Italy where no pat­
ent protection was available to Germany as headnote 3 suggests, was later overruled by tlie Merck
decision of tlie EO.

39 Ullrich, lmellectual Property, p. 530; die review; Demaret, Patents, Territorial Restrictions and
EC Law, 2 IIC Studies 97 (VCH WeinheimiNew York 1978; also Hanseatisches Oberlandesgericht,
20 IIC 213 (1989) - Bandaging Material.

40 EO 13 IIC 70 (1982)

41 17 IIC 357 (1986) - Pharmon

c
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other European Union countries. It is irrelevant in such a situation that the patentee received
royalties based on the compulsory license. Although only the direct import by licensee into
another European Union country is concerned in this case, the reasoning of the EC:r'2indi­
cates that it generally does not recognize an exhaustion of the patent through marketing by
the compulsory licensee. The same treatment has been advocated for a prioruse right43

•

e) Allen & Hanbury's

A different result was obtained in a case of a license ofright Here thee ECJ ruled in favor
·oHi:ee trade; According-to·the-·decision;-the-Plitentee-was-restrained-from-aeting-against-im--·
ports from other Member States by manufacturers making use of the license of right, only
because the license was granted for one producer within his own country. The ECJ consid­
ered it irrelevant that the product was manufactured in a country without a patent, since the
importer, following the declaration_ofwillingnessto grant_a license by patentee, had at­
tempted to obtain a license44

•

t) Maize Seed

The last patent decision to be presented does not concern a case of exhaustion but of license
contract admissibility and enforceability, in particnlar as to territorial exclusivity clauses.

According to the decision of the ECJ in the Maize Seeil"s case which influenced to a large
extent the contents of the various Group Exemption Regulations,. one has to distinguish in
the future between so-called "open exclusive licenses" and exclusive "licenses with absolute
territorialprotection". In an open exclusive license the exclusivity of the license relates only
to the contractual relationship between the patent owner and the licensee. The licensor only
promises 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 territorialpro­
tection is an agreement by which the parties to the contract intend to exclude all competition
of third parties for the respective goods in the licensed territory, e.g. that ofparallel import­
ers or licensees in other territories.

Although the "Maize Seed" decision did not concern a patent license agreement, but protec­
tion rights for seed species, it is the general understanding that the legal principles for patent
licensing are to be applied in the same manner46

• Attention is drawn to the fact that in accor­
dance with the ECJ the applicabilityof the EC Treaty is not dependentupon proof that a
given contract has actually affected the trade within the European Union but merely that the
agreement is capable ofappreciably affecting the intracommunity trade47.

The first situation (open exclusive license) according to the ECJ is compatible with Art. 81
(I) EC Treaty, if by such an agreement the distribution of a new technology is enhanced.
However, the granting of absolute territorial protection including a prohibition of parallel
imports results in an artificial maintenance of separate national markets which is incompati­
ble with the EC Treaty48. Thus any means to prevent parallel imports are inadmissible._Ini-

42 recital 20, 25 and 26

43 See Blok, 13 nc 729, 743 (1982); Osterborg, 12 nc 442 (1981).

44 See ECl 19 IlC 528 (1988) - License a/Right;; see also Brown, XXVILes Nouvelles 1991, 145,
45 17 IlC 362 (1986)

46 Cf. Cawthra, p. 44

47 see ECJ, 9 nc 473 (1978) - MiUer Intemotional.

48 See recital 53 et seq. of the decision.
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tially the question whether licensees could be subjected to an export prohibition for the mar­
kets of the other licensees was not unequivocally clear because the reasons of the ECJ deci­
sion contain contradictory statements49

•

The rules of the "Maize Seed" decision can be summarized as follows:

(a) The licensor may agree to the obligation not to exploit the licensed invention in the
licensed territory or part thereojO;

------ - - _ -.. ._.. (b) The_licenseeccan.agree_.to__the_obligation.,notto~use-Dr._prodnce_the __patentedarticle._
or process outside of the licensed territorY! 52.

(c) The licensee may also promise not to pursue sales activities in the territory of other
licensees, and particularly not to engage in advertising specifically ainJedatthoseter­
ritories or not to have a sales office, etc.53;

(d) The licensee may agree to an obligation limited to five years not to make any direct
sales into the territory of other licensees54;

(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 countries of the European Union, because this amounts toa vio­
lation()fArt. 81 Q) EC Treaif5.

Forthe European Commission the contractual prevention ofparallel imports (absolute ter­
ritorial protectio~ constitutes a "serious infringement" of the EC Treaty, which is generally
subject to a fines. Ifthe export.prohibition however relates to countries outside oftheEuro­
pean Union, Art. 81 (1) does not apply, althoughfew decisions exist for thissituationS7.

The,consequence of the." "Maize Seed" decision for the territory ofthe European Union is
that in spite of the granting of territorially exclusive licenses, parallel inJports cannot be pre­
vented - at least not without time linJits - on the basis of the exclusive character of the li­
cense. Thus if the first sale occurs with the consent ofthe patent owner or his licensee, an

49 Cases decided by !he Eur0l"'an Commission against exclusive .licenses .and export prohibition
clauses are particularly Davidson. Rui)ber 3 lIe 528 (1972) and Raynzqnd Nagoya 1972·0.J. L
143,39. . .

,. Cf. Art. I (I) 2 GER (exclusive use clause).

51 Cf. Art. I (I) 3, 4 GER.

52 This can also apply to !he Sl)-called pure koow,how licenses, see Europeau Commission, 1986
OJ L, L5Q-Boussois/lnterpaue. This however does not hold when as in !he Windsurfing case, !he
licensee was forbidden to mauufactore ina patent-free country.

" Cf. Art. I (I) 5 GER.

"Cf. Art. I (I) 6 GER (patents).

55 See recital 11 and 15, aud Art. 3 (3) of !he GER (Technology)

56 See Europeau Commission in !he case Sandoz .spA, where !he term "export prohibited" printed on !he invoices
to !he customer was penalized wi!h a fine of 800,000 ECU: press release of !he European Commission, 1987 1P
284.

57 Cf. Europeau Commission, 6 IIC 480 (1975) - Kabelmetal-Luchaire.
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exhaustion of the patent throughout 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 European UnionS8• An exhaustion also does not occur if articles covered by the patent
are placed into commerce by an infringer or by a licensee exceeding his right of exploits­
tion;9.

58 For such a case under national law see Oerman Supreme Court (ROH) 81IC64 (1977) - Tylosin.

59 Regarding exhaustion in general see Ullrich, InteUectual 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 opinion, it should be additionally examined whether the refiJsal to give ap­
proval, i.e. a restriction agreed to in the license contract, was legally binding under Arts. 28, 30 and 85.
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3. The Exhaustion Doctrine

From the above case law one can derive a definition of exhaustion which is applicable to all
industrial property rights:

Exhaustion occurs ifa product has been put into circulation in another member state in
intra community trade by the owner himselfor by a thirdparty with his consenfo.

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. Ifone speaks of consent or the putting ofproducts onto the mar­
kef l

, the exhaustion occurs only with the sale of the individual product by the licensee or
the patentee62

• The grant of a license as such does not influence the status ofproducts only
manufactured. Even ifproducts are manufactured by the licensee, but the latter has not com­
plied with the contractually agreed approval procedure, an exhaustion cannot occur and the
products can be attacked by the licensor by way ofan infringement procedure.

The ECJ has confirmed the relevance of consent as the only decisive criterion also in a case
of a compulsory license for a patent by arguing that the marketing under such a license oc­
curs without the consent of the patent holder63

• As some authors have explained, the patent
holder cannot be deprived ofhis 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 such64

. It cannot be decisive either under which conditions, fair or
unfair, a compnlsory license has been granted, since at any rate the patentee had not granted
his consent.

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

- parallel imports within the EU can no longer be prevented based on national indus­
trial property rights if the first sale occurred within one of the Member Countries of
the EU with the approval of the right owner;

- the competition rules of the EC Treaty regulate only the exercise of industrial prop­
erty rights, uot their existence65

;

- a prodnct which has been lawfnlly marketed under the laws of one Member Country
can freely circulate within the entire Community if no mandatory rnles for safety,
public health or the protection of consumers are at stake66

•

60 Beier 21 IIC 131, 151 (1990). The exhaustion principle was not included into the TRIPS Agree­
ment, cf. Art 6 TRIPS.

61 Cf. Jeremy Brown, Exhaustion ofRights in the Comnumity, 19911es Nouvelles 145, 146

62 Cf. BGH 29 IIC 207 (l998)-Brochure Rack, where it was examined whether the license covered
embodiments with certain fea1nres which were not all delivered by the patentee.

63 ECJ 17IIC 357 (1986) - Pharmon v.Hoechst

... Demaret, 18IIC 161 (1987)

6' ECJ2() lIe 64 (1989) Volvo - recital 7, similarly ECJ 20 IIC 186 (1989) - Renault
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.66 EC]19 IlC.232 (1988). Purity Requirementfor Beer; 21 IlC 695(1990) • Import ofMeot Products; 21 nc
344 (1990) . Deep1'rozen Yoghurt
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m. Art. 81 EC Treaty and the exemption rnles for license agreements
- Exemption by categories of agreements -

As explained on the first pages of this presentation, Arts. 28 and 30 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. 81 (1) EC
Treaty however concerns contractual agreements and concerted practices between compa­
nies which may influence trade between Member States. This provision therefore concerns
the relationship between licensor and licensee, not between competitors. Art 81 (2) declares
certainrestrictions.of.trade. as.nnlLandYoid,whereas~Art.81 (3) ..allows an exemption for ..
agreements ifthose are primarily beneficial for the consumer.

With respect to the first condition of Art. 81 EC Treaty, namely that the
contract concluded must be sufficiently importaut in order to influence competition in
the Common Market, the Announcement with respect to Agreements of Minor Impor­
tance has to be taken into account67

• The Annouucemeut defines minor importance as
a market share of less than 5% for the total market of the products in question with a
turnover of the contractual partners below 300 million ECU. These numbers are ex­
amined at the very moment when the competitive situatiou is examined by the Com­
mission, not on the date of the conclusion of the contract. If a product becomes suc­
cessfnl, the parties therefore have to watch whether the competition rnles become ap­
plicable at a later date.

The second coudition, 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 Commission will not examine the ef­
fect 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 ofArt. 81 (1) EC
Treaty. There are now two conditions which must both be present before a specific contract
needs an exemption.

The first test is whether the cumulative effect of similar agreements of the licensor would
make it more difficult for competitors to enter the market; a further barrier is that the indi­
vidual agreement under examination must by itself contribute significantly to the distortion
ofcompetition. If these two points can be denied, the agreement does not fall under Art. 81.
And if it does not fall under Art.8l then there is no restraint of competition and no need for
an exemption. The latter point would take into account the market power of the contracting
parties and the duration of the agreement68

.

It nevertheless remains a double hurdle

- the per se effect of an individual clause which is regarded as anti-competitive by the prac­
tice ofthe EU Commission as will later be explained, like tie-ins, customer exclusivity etc.

- as well as the overall evaluation ofthe entire contract

which does not always make it easy to enforce protective rights in Europe although such en­
forcement would be totally lawful under the rule of reason ofAmerican law. For the indi-

67 Notification of the Commission of 12 September 1986. amended 1994 0.1. C 368/20

68 See with more details Bay, EC Competition Law and Software IPRs, 9Compurer Law and Practice 176,
1993.
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vidual contract this means that one cannot rely on a benevolent evaluation in case of con­
flict, 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 ifno automatic exemp­
tionthrough one ofthe exemption regulationsis given69

•

Ifno exemption regulation applies and without a voluntary notification of the contract to the
ED Conimissionthe parties of such an agreement must even fear heavy fines for the viola:
tion of the competition roes.

1. Distribution Agreements

(Omitted)

2; •. LicenseAgreements

Two exemption regulations playa role for licensing agreements, namely the Group Exemp­
tion Regulation (GER)

- for TechnologyAgreements No. 240/96

- for Research and DevelopmentAgreements No. 2659/2000

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 applicable70. If the licensee does not manufacture and also none
of the distribution exemption regulations is applicable, the contract needs a negative clear­
ance or individual exemption depending on the circumstances. The parties should know and
use the possibilities ofthe exemption regulations as well as the requirements for the notifica­
tion of agreements which therefore will be discussed hereafter.

In the field of patent law Art 72 EPC71 requires 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, t hat an 0 ra1 license contract, whether for a patent, a trademark, or
know-how, which after al1·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 ifthe contract contains clauses which have a competition restricting effect.

The most important validity issues concern however antitrust questions. Many clauses are to
be qualified as restrictions of competition which may fall under Art. 81 EC Treaty. Some of
these restrictions do not exceed the contents of the patent or do not affect trade between
Member States and therefore are admissible. Others, although with anti-competitive effect,
may be exempted under Art. 81 (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.

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

70 Recital 8 of the GER (Technology)

71 On An.n and Rule 20(1) EPC see Notices of the EPO, OJ 1987, 215.
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Usually the admissibility under antitrust viewpoints does not follow from the fonnulation of
an individual clause, but rather from the connection between a plurality ofprovisions and
their legal and economic consequences72• It is therefore recommended, ifan 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 Regu­
lation No. 17/62 and 240/96 respectively, particularly in case ofimportant and long-tenn li­
cense contracts. A notification with the European Commission may also be advisable, if, in
spite ofthe fact that the license contract relates ouly to a single Member State and the parties
also belong to ouly one member state, by exports or imports ofone of the parties an impact

.. Qn<:9ffipetiti9nis.toheexpected,wbicbisnot insiguificane3
•.Sucba notification.procedure

is bowever not obligatory under Regulation No. 17.

It is impossible within the framework ofthis chapter to deal with all the clauses in the GERs,
therefore ouly some of the most important ones found in license agreements shall be dis­
cussed. Although so far ouly exemption regulations for technical protection rights bave is­
sued, it can be assumed from a number of decisions that a similar treatment will be applied
to trademark and copyright licenses whicb so far bowever need exemption or negative clear­
ance from the Commission, if they contain competition restricting clause or if they are not
only ancillary to a patent or know-bow agreement.

72 See ECJ decision 1986 GRUR Int., 635 - Windswjing International

73 See EUropean Connnission, 7 IIC 286 (1976) "AOIPlBeyrard

c
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a) Gronp Exemption Regulation for Technology Transfer Agreements - GER (fechnol­
ogy) -Regulation No.240/9674

(1) General - Scope of application

The Group Exemption Regulations for license agreements, in particular the.GER (Technolo­
gy),are of major. importance for the evaluation of the legal validity oOicense clauses and
therefore for the formulation of license contracts. The GER (Technology). constitutes a

...........merger..ofthe.formerGER(Patents).and.. GER.. (Know"how).w.hicheJqlir~.Qn.Mllrc.b..;U,
199675 in order to simplifY and encourage the dissemination of technical kno\Vl~ge in the
Community.

The GER (Technology) applies to the licensing of national patents, Community patents and
Europel!ll 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 licens­
ingagreements ("mixed" agreements)76. In Art. 10 (l)GER (Technology) the term know­
how is defined as a body of technical information that is secret, substantial and identified in
any appropriate form77. 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 Of­
fice at the latest within one year after signing the contract. Not only patents, patent applica­
tions, utility models and utility model applications Jall under the GER (Technology), but
also topographies ofsemiconductor products and certificates for medical products78

.

Like the former GER (patents), the Regulation does not apply to agreements between mem­
bers ofa patentpool or between competitors, who participate in a joint venture79, however it
shall apply to agreements by which a parent undertaking grants II joint venture. company a
patent or know-how license, provided that the licensed products and all interchangeable or
s\lbstitutable goods andservices80 .ofparticipating undertakings represent in case ofa license
limited to production not more than 20%, and in case ofa liceuse coyering production and
distribution not more than 10% ofthe market.

Another market share rule is contained in the Notice of the Commission on Agreements of
Minor hnportance of 1994 according tu which Art. 81 EC Treaty does not apply to agree­
ments if the total turnover of the parties in one calendar year does not exceed 300 mio. €
and their combined market shar<:l of all the products which may be affected by the agree­
ment does not exceed 5% of the market. For cross licenses the Regulation applies whll11 the
contract parties are not subject to any territorial restrictions within the European Union8l

•

74 This Regulation Jakes fue place of Regulations No.2349/84 (Group Exemption Regulation for Patent Licens­
ing Agreements) and No.556/89 (Group Exemption Regulation for Know-how Licensing Agreements. The
Regulation entered into force on April 1, 1996 and will expire March 31,2006.

7' See 1he review of fue different GERs by Burnside, 1988 les Nouvelles 168.

76 See recital 4 GER (Technology).

77 See fue definition of fue term "secret" in Art. IO No.2, "substantial" in Art. IO No.3 and "identified" in
Art. IO No.4.

78 See Art. 8 No.1 d and g GER (Technology Transfer Agreements).

79 Art. 5 (1) I and 2.

80 Art. 5 (2) I.

81 Art. 5 (1) 3 and (2) 2.
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The GER (Teclmology) 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 licensed teclmology and contains only ancillary provi­
sions82

•

In international license agreements involving parties and territories from the European Un­
ion, the effect on the European Union is to be examined. Enforcement of patents "against
external parties" is inherent in the protection right83

• For agreements involving Member
StatesoLthe .EU and also thinlstates, the .. European Commissionconsidersthe~nonc.

exempted clauses under Art. 3 GER (Teclmology) acceptable as long as they only apply to
countries outside the EEA84. An export prohibition is only ofconcern when countries are in­
cluded in which no parallel patents or secret know-how exists.

An import prohibition from countries outside of the European Union does not affect compe­
tition within the Community as long as free trade between the Member States is maintai­
ned8S

• In this context it must be remembered that also a contract concemingone single
Member State may fall under Art. 81(1) EC Trea~ and this evenifthe parties only belong
to one member state. In the decision Hydrothenn 6 regarding Regulation No. 67/1967, the
ECJ ruled that a GER also applies when a contract includes not only the territory of the
European Union but also countries outside the.Community. If the EC Commission is of the
opinion that the effects on the trade between Member States can be proven, e.g. ifby the li­
cense contract the theoretical possibility of importing from other Member States is limited or
prevented, Art. 81 (I) is applicable.

As already mentioned, the GER does not hold for pure marketing agreementS the precondi­
tion being that the licensee manufactures the licensedprodllcts himself,·or has them manu­
factured, and for agreements· solely for the purpose of sale.87.·Alsoif more than two parties
are involved in the license contract, or the GER (Teclmology) is not applicable for some
other reason, a notification under Art. 4 ofRegulation No. 1711962 is necessary.

(2) Clearance of license agreements - Notification Procedure

For practical reasons it is generally recommended to stay within the Group Exemption
Regulations 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 exemptionofa clause which is expressly prohibited. An exemption procedure
is usually tedious88 and even interim statements of the Commission that a certa.in clause·"is

82 Recital.(6), A similar result already in MooseheadlWhitbread, 1990 OJ L 100/32, where an individnal
exemption was necessary.

83 See European Conurtission 1972 OJ EC L 143/39 - Raymond/Nagoya.

84 See recital 4 GER (Technology); also Alexander, 171IC 1, 15 (1986).

" Cf. recital 4 GER (Technology); see also Alexander, 171IC I, 15 (1986).

86 161IC 598 (1985); see also ECJ, 27 September 1988 in 1988 NJW 3086, Wood Pulp.

87 See recital 8 GER (Technology). M, to lhe respective national authorities on the one hand and the European
Conurtission on the other hand, reference is made to Art. 9 (3) of Regulation No. 17. Thus the national authori­
ties have lhe power based on Art. 88 EC Trealy to enforce Art. 81 (1) of the Trealy as long as the European
Conurtission has not initiated a procedure. The European Conurtission will inform the national authorily when a
contract has been subntitted, in order to claritY whether possible national requirements for application have been
fulfilled.

88 A procedure can take 4 - 5 years.

c
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possibly exemptable" provide little help, sioce with such a fonnulation it is implicitly stated
that a violation ofArt. 81 (1) is present, so that the clause, at least without exemption, is not
enforceable ina· national court. Accordiog toa decision 0 f the Ecfl9 the national courts
however are empowered to decide whether a clause falls under the automatic exemption ofa
GER or is exemptable under Art. 4 ofRegulation no. 17/1962, but cannot declare an exemp­
tion itselflo. This will however change io the future under the new policy ofthe ED Com­
mission.

If the requirements for the application of the Regulation as such. are given and no black
.... --clauses are contained io'the'contract, theparties·can:assume'thatitisexempted-withoutcthe

necessity of notification to the Connnission. If the contract contaios other clauses, which
must not fall, however, under the black clauses ofArt. 3, it may obtaio an exemption io ac­
cordance with Art. 4 of the GER(Technology), ifit is notified with the Comrriission under
Reg. (ED) 3385/94. The Connnission has maiotaioed for these situations the accelerated op­
position procedure91 io accordance with which all notified agreements are presumed to be
exempted after four months, if the Commission does not oppose the exemption92

• The
agreement must be notified to the Commission io accordance with the provisions ofRegula­
tionNo.17/6293

.

Both sides ofa license contract should be aware ofthe fact that any violation ofthe competition
rules, especially violations which have already been dealt within fonner decisions of the Euro­
pean Connnission, are subject to considerable fines94 up to 1 Mio € or beyond, namely up to
10 % ofthe yearly turn-over ofthe respective companies95

; An unequivocal clearance under the
competition rules is therefore io the interest ofboth parties96 because io the case ofdisagreement
each party has the possibility to prevent the enforcement of the. contract by bringing it to the at­
tention ofthe European Comrriission.

Ifa license contract contains clauses which fall underArt. 3 ("black clauses"), this means

(1) that the license contract is not exempt,
(2) that there is no accelerated opposition procedure
(3) that the Connnission can impose fines for antitrust

violation, ifthe agreement is not notified97
•

89 16 IIC 598 (1985) -Hydrotherm (Ghibli).

'lOAf, to the respective national authorities on the one hand and the EUI'0pean Conunission 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 ou Art. 88 EC Treaty to enforce
Art. 81 (1) of the Treaty as loug as the European Commission has not initiated a procedure. The European
Conunission will inform the national anthority when a contract has been submitted, in order to clarify whether
possible national requirements for application have been fulfilled.

91 See for details on notification, exemption and opposition procedure Pagenberg/Geissler, License Agreements,
p. 37 et seq. notes 20 et seq.

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

" Af, amended by Regulation no. 1699/75, O.J. no. 35 of 10 May 1962 p. 1118/62 and O.J. no. L 172 of3
July 1975 p. 11 respectively.

.. A fme can no longer be imposed, if the agreement is notified.

"See Art 15 (2) of the Regulation No. 17.

96 Ct. for delails on the notilication procedure irifra chapter 2.

'¥1 Reference is made here e.g. to the decision of the ECJ with respect to the inclusion of a no-contest clause
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If an agreement does not fall into one of the categories for which exemption regulations
have been enacted, a notification underArtA ofRegulation No. 17/62 must equally be made
if it is assumed or even obvious that Art. 81 (I) EC Treaty is as such applicable but reasons
for an exemption under Art. 81 (3) are given. These reasons are specified in Art. 81 (3): the
agreement should bring about an improvement in the production or distribution of goods or
the promotion oftechnical advance.

Also the fact that customers adequately participate in the improvement and the clause which
is~limiting compeiitionis. necessary..foLthis..purpose, and_finallythat ..the.~contract:.do.es ... not
exclude competition for a significant portion of the goods or services in question, are rea­
sons which speak in favor of an exemption under Art. 81 (3). Iuview of the effect ofnotifi­
cation that the Conunission is prevented from imposing fines, the application procedure is
always recommendable if the agreement does not clearly fall into one of the exempted cate­
gories and ouly contains exempted clauses98.

The notification procedure.according to Art. 81 (3) can either be a so-called negative clear_
ance or an exemption. With the negative clearance the applicant knows for certain that the
contract filed does not violate the prohibition clause ofArt. 81 (I) EC Treaty. It should be
noted, however, that the Commission in accordance withArt. 2 Regulation 17/62 is not obli­
gated 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. 81 (I), or if the contract is exempt due to a group exemption in accordance with
Art. 81 (3)99. The requestfornegative clearance requires an explanation by the applicant
why he considers that Art. 81 (I) ECTreaty 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 Com­
missionlOO and requires a detailed explanation on the contents ofthe agreement and its in­
tended purpose as well as the answering of a multitude of questions to the competition ef­
fects of the contract clauses. The distinction between admissible and non-admissible clauses
is based on the interpretation of the ECl ofArt. 28; 30 EC Treaty and its distinction between
the guaranty ofthe existence ofan industrial property right and its exercise.

The question asked with respect to an individual clause in an agreement is whether the
clause is necessary for guarimteeing the existence or the specific object of the licensed right.
If the answer is nO,the Commission applies a two-step test: (I) does the clause (or conduct)
have the effect ofpreventing, restricting or distorting competition within the Common Mar­
ket, and (2) if so, does the con,duct nevertheless have overall a pro_competitive effuctbe­
cause it contributes to promoting technical or economic progress, so that an exemption un-·
derArt. 81 (3) is possible.

If a clause violates Art. 81 (I) and it is not accessible to exemption, it follows from the
wording of Art. 81(2), that the agreement on the whole is invalid. According to general .

into a license contract in the case Windsurfing Intemational171IC 362 (1986).

98 Cf. for a checklist as to the exemption regulations at the end of dtis chapter.

99 Cf. the view of the Commission OJ L 240/6 of Septernher 7, 1985 expressed along with the pnblication of
the application form sheet AlB with regard to recita127 of the GER (Technology), where it appears that the
undertakings have the right to receive a negative clearance or an exemption

100 Form AlB OJ EC L 240/1 of 7 September 1985.
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practice.of the Commission and the ECJonly·invalidity Qfthe restrictive.clause is assumed
and the qu.estion of the validity of the rest of the contract is left u.p to the ju.dgement of na­
tional COu.rts

101
. Despite the wordingofArt 8I (2), contracts which fall u.nderArt. 8I (l) are

not invalid from the start, moreover, the ECl assumes that su.ch contracts when filed at the
Eu.ropean Commission are to be seen as being preliminarily binding (and therefore can be
enforqeable) u.ntil a negative or positive decision ofthe Eu.ropean Commission is issu.ed102

•

The Eu.ropean Cou.rt ofJustice in the decision Windsurfing Intemational103 has also ruled in
recital 95 et seq. that it is not tob.e eX!UDined whether a cla.nserestricting competition is also

.. suited to influencethecompetitionintheEu.ropean-Union,-when.theentire.agreementcdoes .
this; the subject ofexamination is therefore always the license contract as a whole.

(3) Case law ofthe Commission

With respect to the more recent practice of the Commission one might gain the impression
that the latter is inclined to grant negative clearance by applying a rule ofreason. This policy
is reflected in the Commission's Notice conceniing the assessment of cooperative joint­
ventu.res underArt. 81 104. In the Notice categories ofjoint-ventu.res are mentioned which the
Commission regards as falling under Art. 8I (l), but for which it would grant a negative
clearance automatically.

In the MagilllOS case the Cou.rt ofFirst Instance (CFI) held that when an intellectual 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 intellectual property right, Art. 8I
and 82 will override any provision ofnational intellectual property Jaw.

A similar approach was taken by the Commission in the Fyffe vs. Chiquita106 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 trademark rights. The same rules are of course applicable
to the exercise ofpatent rights.

(4) Contents of the Exemption Regulations

In the following first the GER (Technology) is discussed which in pmctice is the most fre­
quently used. In the GER (Technology) in Art. I those clauses are listed which restrict com­
petition, however are exempted, since they generally contribute to improving the production
ofgoods and to promoting technical progress (so-called white clauses).

InArt. 2 those clauses are given which according to the view of the Commission usually do
not fall under Art 81 (I), i.e. do not restrict competition, but are included as ''white'' clauses
for reasons of legal certainty.

101 ECJ 1987 GRUR Int. 868 - VAG France/Mange.

102 European Connnission 1 C.M.L.R., 1,271962 - Bosch; see also Beier with further references,
3 nc I, 34 (1972).

10' 17 nc 362 (1986).

104 Nolice of the EC Connnission No. 93/C 43/72.

lOS (1991)4 CMLR 745.

106 9 nc 603 (1978)-UniredBrands.
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Art. 30fthe GER (Technology) contains those clauses which according to the opinion ofthe
Connnission fall under Art 81 (1) EC Treaty and should not be included into liceriseagree­
moots ifthese are to benefit from the block exemptiori (slrcalled blackclallses). Some ofthe
rules under Art 3 would fall under the concept "misuse ofpatent" according to US legal
norms lO7

• In contrast to the formerGERs the so-called black list ofArt. 3 has been shortened
considerably (from lIto 7 provisions), and the white listhas been extended and improved.

Market share criteria as a condition of the benefit of exemption are now found in Art. 7108
,

whichlluthorizesthe Connnission to withdraw the benefit ofthe Regulation if the it can
show,anantiocompetitive,effectbecausecofsome market power. "

In the following a number of clauses are presented which have·' significance in licensing
agreements and which will be examined as to their competition restrictive effects.

107 See Venit, 18IIC 1, 32 (1987).

108 See Berman/Hunt, A nightmare in the making, 1995 MIP, 12 et seq.; Korah, The Preliminary Draft of a
New EC Group Exemption for Technology Licensing, 1994EIPR, 263 etseq.; Whaite, The Draft
Technology Transfer Block Exemption, 1994 EIPR, 259 et seq.; Lieberknecht, Eingabe zur zweiten
Anhorung des Beratenden Ausschusses fii r Kartell- und Monopolfragen zu der geplanten VO zur
Anwendnng von Art. 81 ill des Vertrages auf Gruppen von Technologie-Transfervereinbarungen, 1995
GRUR, 571 et seq.
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(5) Individual contract provisions

(i) Exclusivity

In conformity with the "Maize Seed" decision discussed befure, the GER (Technology) em­
phasizes as already the former GER (patents) in Recital 10 that exclusive licenses are not
regarded by the European Commission as falling under Art 81 (1) EC Treaty, if they are
concerned with the introduction and protection of a new technology in the licensed territory.
Under the GER (Technology) thIsis not onlythe case by reason of the scale of the research

- ··whichhas been undertaken, but also by reason ofthe increase-in·the 'levelofcompetition;-in
particnlar inter-brand competition. As a general recommendation, to be on the safe side, ex­
clusive licenses shonld generally be drafted by including the exemptable clauses of Art.1
GER109

• An exclusive license however is not exemptable, if the licensor dominates the mar­
ket in the sense ofArt 82 EC TreatyllO.

The exemption rules for territorial restrictions are found in Arts. I (I) 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 (no. 6: direct sales)lll. Where the agreement isa pure know-how li­
censing agreement, the period for the exemption may not exceed ten years (no.·l to 5) and
five years (no. 6) from the date when the licensed product is first puton the market1l2

• In
case of a mixed patent and know-how licensing agreement, the exemption for nos; 1 to 5
holds for as long as the licensed product is protected in those Member States by such patents
ifthe duration of such protection exceeds the periods specified in Art. 1 (3) GER (Technol­
ogy)1l3. It is to be noted that a know-how license which is territorially restricted is not auto­
matically exempted when the license contractonly covers a smal1tecbnically limited portion
ofthe protected knowledgell4. The Commission however considers such a know-how agree­
ment as exemptable evenwhen an absoluteterritorilll protection resnlts, if the' introduction
or expansion ofa new and rapidly changing technology 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 0 bligations, including the 0 bligation to pay royalties on to
embodiments which are not covered by the scope ofpatent protec::tionllS. In the Windsurfing
case, the argumentation of licensor was rejected by the ECJ, that ~e total unit surfboard and
rig represented a simpler calculation method. In practice, surfboards and the remaining parts

109 Cf. the exemption of an exclusive know-how license of limited duration by the European Commission in
the decision OlEC 1987 L 41 MitcheY Cotts/Softltra as well as 20 IIC 703 (1989) - Delta Chemie, where
the necessity of individual exemption was expressly stated.

l1'See European Commission, 20 IIC 684 (1989) - Tetra Pak I.

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

112 See Art. I (3) GER (Technology).

113 See Art. I (4) GER (Technology) where the exemption period for point 5 is regulated.

114 European Commission, 1986 OJ L 50 - Boussois/lnterpane.

11S See already under German law BGH 1979 GRUR 308 - AuspllfJkanal jU r Schaltgase, and 13 IIC 645
(1982) - Rig.
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of the rig were very frequently sold separately, because the license-free boards were offered
at lower prices by non-licensed producers.

Already in the decision Raymond Nagoya1l6 the European Commission found a minimum
royalty clause to be admissible. Like under the fonner GER (patents), under the GER
(Technology) a minimum royalty clause and also.agreement on a minimum number of use
acts is pennissiblel17. The agreement on a minimum royalty ora minimum number of use
operations may however not lead to a restriction of the licensee in his business activities in
the sense (IfArt. 3 No.2. In the view of the Commission, this would be an extreme case, so

..1MtM,.£GERg!ID(;)rnl1Yllpp1!esl18
•

(iii) N!l-c!lntest clause

For a long time a no-challenge clause has been regarded by the Commission as a violation of
Art. 81 (1) EC Treatyl19. The reasoning was that the obligation not to challenge has an effect
onintra-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 regarded as per­

.missible to assist the licensor against an infringeroftheBatentiutility model120. This practice
was confirmed by the ECJ in the Wmdsurfing decision I. The ECJ determined in this case
that a no-contest clause does n!lt belong to the subject matter ofa patent.

Ina later decision122 the ECJ, however, differentiated in the sense that the application ofArt.
81(l) EC Treaty has to be evaluated in accordance with the respective legal and economic
contents. For the case of a royalty-free license a limitation ofcompetition does not exist just
as in a case of a royalty bearing license which relates to a technically non-state-of-thecart
process, which the licensee has thus not utilized. Inconlrast to the GER(patents) in which a
no-challenge clause wasprohibited123, theGER(Technology) has transfonned itinto a grey
clause and provides an exemption for it underArt. 4(2) b ifthe agreement is notified and the
Commission does not raise objections within a period of four months. As a rule, therefore, it
would be recommendable to examine the necessity ofa promise not to challenge.

The GER (Technology) and the rules concerning the exemption ofa no-ehallenge clause are
not applicable to distribution contracts124. ~

(IV) Obligati!lu t!l use

116 1972 CMR 9513; BurroughsfGehn 3 lIC 259 (1972); European Court of Justice, 17IIC 362
(1986) - WindslUjing Intemational.

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

11S E.g. a payment provisiou which exrends beyond the reno of the parent reno is acceptable, where the license
was granred before the parent fJliug, 221IC 61 (1991).

119 See European Connnission 3 IIC 52 (1972) - DavidsonlRubber; 1972 OJ No. L 143f39 - Raymond/Nagoya;
10 IIC 475 (1979) - Vaessen/lMoris. Cf. also Art. 40 (2) TRIPS Agreement.

120 See Art. 2 (1) No. 6b GER (Technology).

121 See 17 IIC 362 (1986) - WmdslUjing International.

122 ECJ 211IC 212 (1990) - Promise not to challenge.

123 See Art. 3 No. 1.

124 See GER (Technology) recital 8.
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\

In the case ofa nonexclusive 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 ora
minimum royalty can be agreed upon aswell as a rightoftennination by the licensor,ifcer­
tain minimum sales have not been reached. Under European law, the obligation to use is
even possible by an agreement on the minimal number ofacts ofuse125.

An agreement on a maximum production or to supply only a limited quantity ofthe licensed
products to a particular customer is only permissible within the limits ofArt. 2 (13)GER
(" d ")126" . d d . "fth ·li ted' d'. ~secon 'source· ~.. ~,.l.e..lt~ls.notregar eas.restrictive,.,l, e. cense..was.•gran .mOT er
to provide the customer with a second source ofsupply127.

(v) Price-fixing

Under the GER a price fixing-clause is among the prohibited clauses128, and therefore an in­
dividual exemption would be required, which however would rarely be granted; Aprice fix­
ing clause coupled with an export prohtbition has been found detrimental to free trade by the
ECJ due to this coupling, however the clause was still exempted, because Art. 81 ECTreaty
requires an appreciable influence on free trade which was not found in that case129

•

(VI) Labeling

A provision prohibiting the licensee to use his trademarkorhis company name is accepted
by the Commission, if the licensee has the right to refer to himself as the producer130. 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 not covered by the patent
claim13l ,

(vii) Quality Control

A right oftermination maybe agreed upon for the sitoation in which after a written request
to achieve the required standard of quality and after the expiration of the term therefor the
licensee has not reached the required quality standard. The term in this case has to be suffi­
cient and reasonable. Such a provision is also permissible under the GER132.Not permissible
is an obligation oflicensee to restrict production toone specific plant for the produced items
as a control right of licensor in order to maintain quality to supposedly avoid copying prod­
ucts by other licensees133

•

125 Cf. Art 2 (1) No.9 of the GER (Technology).

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

127 Art. 2 I No. 13 GER (Technology).

128 See Art. 3 No.1 GER (Technology).

129 ECI 19 IIC 664 (1989) - Plant Seed License.

130 See Art. I (I) No.7 and 2 (1) No. 11 GER (Technology) and recital 6.

131 See ECI 17 IIC 362 (1986) - Windswfing Inte17U2liolUli,inthat case labeling On a non-protected snrfboard.

132 See Art. 2 (I) No.5 GER (Technology).

133 See ECI 17 IIC 362 (1986) - Windsurfing International.
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(viii) Grant back for changes and improvements of the invention by licensee

An agreement of a royalty-free rightoflicensor to use improvement inventions of the licen­
see or an obligation of licensee to assign the 'improvement or an use invention to licensor
generally represents a restriction of competition of the licensee and is also among the pro­
hibited clauses in accordance with the GER (Technology)134.

An obligation oflicensee to grant licenses for improvement inventions ("grant-back clause")
is however admissible, if the licensor, too, enters into a corresponding obligation and in case

,.():fseverable itpprovelTIellts tlleli<:tlI\Stl ~1l()lltlx:<:llISiYtl"~5, .Also tile rtlspe<:1:iyeli<:tlI1se<:oll(]j,~
tions have to correspond, i.e. the licenses either both have to be free or both have to be roy­
alty bearing. Furthermore, ifthe licensor in the case ofa patentable improvement requests an
increase in royalty, then an agreement for payment of royalties is also necessary for im­
provements of licensee which licensor plans to use136. An obligation by lic.ensor to inform
licensee about modifications and improvement inventions is generally not recognized as re­
stricting competition137• Conversely, for the validity of a licensee's obligation to inform
about improvement inventions, there must be a corresponding obligation by the licensor138

;

(ix) Tie-in of snpply(Obligationto purchase)

Such a clause, also known as procurement ofgoods and services which are not necessary for
a technicall~ satisfactory exploitation ofthe licensed technology has been transformedinto a
grey clause 39. Under the former GER (patents) this clause was contained in Art. 3 (9) as a
black clause. Under the GER (Technology) a tie-in clause may now be notified for an ex­
emption with the Commission underArt. 4 (2) a GER.

Under the former practice of theConunission an obligation to purchase parts which do not
fall within the scope ofthe patent represented an illegal extension ofthe patent monopoly by
contractual meansl40

• Insofar antitrust prohibitions and patent infringement situations were
in correlation: acts which can be prosecuted as patent infringement can be regulated by the
license contract. Conversely, an ex:ploitation act which does not fall under the scope of the
patent does not rt)present an activity which is royalty bearing or which requires permission
by the licensor.

A tie-in clause is permissible under antitrust law, if the .parts to be purchased would consti­
tute.a contributory infringement i:fused by a third party. There may bean abuse of the con­
trol right ofthe licensor ifhe allows the use of unpatented parts or their combination with

134 See decision of European Connnission, 1985 OJ 233 - Velcro/Aplix and also Art. 3 No.6 GER. Cf. also
Beier, 3 liC I, 23 (1972) and Art. 40 TRIPS Agreement.

135 See Art. 4 (1) GER (Research), Art. 2 (1) No.4 GER (Technology); European Connnission 20 IIC 683
(1989) - Rich Products/Jus-rol; European Connnission 1972 OJ No. L 143, 39 Rlo/TTIOnd Nagaya.

136 Cf. for a pure know-how license the decision of lbe European Connnission, 1987 OJ No.L 41 - Mitchell
Cotts/Sojiltra.

137 See Ullrich, Intellectulll Property, p. 550.

138 See GER (Technology), Art. 2 (I) No.4.

I" Such a procurement clause used tQ be permissible only ifjnstified or necessary; cf. now GER (Technology)
Art. 2 (I) No. 5a and Art. 4 (2a).

140 See European Connnission of 10 January 1979, 10 liC 475 (1975) -Vaessen/Moris; also European Connnis­
sion 1985 OJ L 233,22 - Velcro/Aplix.
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patented parts only, iffor these unpatented parts a royalty is also paid141. It was also consid­
ered an inadmissible restriction 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)142.

An obligation to purchase material for producing licensed products is no longer justified ac­
cording to the Commission when the basic patent has lapsed in the meantime and only im­
prc)veJmeJtlt patents still exist. After expiration of the patents, the license techtlology is free

(x) Non-Competition Clause

A non-competition clause is listed in the GER among the prohibited clausesl44
• If the prohi­

bition ofcompetitive use relates to the use of trade secrets, this is however not an impermis­
sible' restriction of the .licensee, .since the licensor may have a justifiable interest that the
.Imowledge conveyed is not used for competing products145. In the special case of a partner­
ship 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 production facilities
which th"y had builtwith considerable investments146.

(Xl) Use restrictions

According to the GER (Technology) a us" restriction to specific fields is permissible147. This
is, however, only the case if it does not resnlt in a restriction of customers148. An obligation
on the licensee not to use the licensor's technology to construct faciliti"s for third parties
does not constitute an unlawful restriction of competition149. Among the reasons for the ad­
missibility of this competition-limiting clause is that the licensor can have an interest to limit
th" use of the special information he supplies to the manufacturer to the products of the
agreem"nt. This condition does not exist if the license" already has the information required
to produce the desired products or articles, becaus" then he would b".limited in his own eco-
nomic activities150. .

141 See ECJ 17 IIC 362 (1986) - WmJisurjing lnternati~n(ll.

14' ECJ 17 IIC 362 (1986) - WiJuf.!urjing lnternati~n!ll.

14' 1985 OJ L 233, 22 - Velcr~!Aplix. WiIh respect to such an obligation for know-how licensing agreemeniS
see also European Commission 16 IIC 206 (1985) - Schlegel v. CPIO.

144 See Art. 3 No.2 and 4, and also European Commission 7 lIC 286 (1976) - AOlPIBEYRARD; 9 lIC 184
(1978)- ReuterIBASF; .1987 OJ L 41 - Mitchel C~tts!Sofilt7(l for Ihe case of a "integrated industrial coop­
eration" in case of ajoint venture.l.

145 See also European Commission 20 IIC 703 (1989) - Delt(l Chemie, Art. 2 (I) 3 GER.

146 European Commission 1987 OJ L 41,420 - Mitchell C~tts!Sofilt7(l.

147 See Art. 2 (I) 8 GER (Technology).

148 See Art. 3 No.4 and Art. 2 (1) No.8 GER (Technology).

149 See Art. 2 (1) No. 12 GER (Technology).

ISO See GER (Technology Transfer AgreemeniS) Art. 2 (I) I, as well as Ihe decision of Ihe European Commis­
sion 1987 OJ L 41,418 - Mitchell C~tts!S~lfiltr(l.
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A use prohibition after the termination of the agreement however would oulybe exempt if
the license afrrement ends prior to the expiration ofthe patents or if the licensed know-how
is still secret 51.

(xii) Term ofAgreement

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 pay royalties is admissi-
bleunder. antitrust law only if in.additionto patents also secretknowchowhas been licensed
or ifof several licensed patents, only one has expired or is declared invalid. The initial dura­
tionmaybe automatically extended by the inclusion of any new improvements conunu­
nicated by the licensor, whether patented or not, provided that the licensee has the right to
refuse such improvements or each party has the right to terminate the agreement at the ex­
piry ofthe initial term ofthe agreement and at least every three years thereafterl52

• Ifno pro­
vision has been made in the contract for such a situationthen the question of a reduction of
royalties based on contract and antitrust law depends upon the importance of the invalidated
patent for the activities oflicensee, so that in a given case the royalty may remain as agreed
uponl53

.

The Counnission in the decision HenkeliColgate154 held that an obligation to pay royalties
beyond the duration of the patent is inadmissible, while a 50% reduction was considered ap­
propriate ifknow-how was still usedl55

. The ECJ held in its decision Kai Ottung v. Klee &
Weilbach156 that a contractual obligation under which a patent licensee is required to pay
royalties for anindetenninate period 0 ftime does notin itself constitute a restriction 0 f
competition within the meaning ofArt. 81 (I) ina case where the agreement was entered
into after the patent application was submitted and immediately before the grant of the pat­
ent.

According to a decision of the European Conunission157 an exclusive patent license falls
under Art. 81 (I) EC Treaty and is not automatically exempted when certain basic patents
have expired and only patents for improvements or further developments exist. Such a situa­
tion does not justify the prohibition of the licensee to deliver in territories ofother exclusive
licensees. An exemption underArt. 81 (3) EC Treaty is also not possible when the concerned
products are manufactured only according to the expired basic invention, butmake no use of
the improvement invention. Ifthe contract ends prior to the expiration ofthe 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 underArt. 2 (1) 3 GER (Technology).

151 See the preamble of the GER (Tecbnology) recital 12, and Art. 2 (1) 3 GER. Cf. also ECJ 22 fiC 61
(1991)-Licensing Agreement.

1'2 See Art. 8 (3) GER (Tecbnology).

. 153 For the case that the basic patent expires and. the license contract is continued. with improvement inventions,
see the decision of the European Commission, 1985 OJ L 233- "Velcro/Aplix".

154 1972 GRURJnt. 173.

,ss Burroughs/Geha 3 fiC 259 (1972).

156 22 fiC 61 (1991) - Licensing Agreement.

157 1985 OJ L 233 - Velcro/Apltx.
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Conversely, an agreement ofpayments after the expiration or invalidity of the patent is nor­
mally among the prohibited clauses158 unless the continued payment ~resents a staggered
royalty payment for the period ofthe validity ofthe licensed teclmology 59. 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 disclosedl 60TheEuropean Commission bases this
on the advantage which the licensee has over competitors161

• The duration of the exemption
as far as competition restrictive clauses are concerned is regulated differently in Art. 1 (2)
GER (feclmology) depending on the respective clause and the type of agreement: patent li­
cense, pure know-how license and mixed agreement.

(xiii) .Cunfidentiality ubligatiun

Under the GER a confidentiality promise is also admissible ifit exceeds the term of the
agreement162

• Since the confidentiality. and nonuse agreement depend upon the confiden­
tial character of the technical information, an agreement about an absolute confidentiality
period is not permissible. A secrecy obligation is no longer applicable when the licensed
know-how becomes public knowledge.

(ivx) Assignment and sublicensing

Assignment and sublicensing by a licensee can be excluded, particularly if there is, a terri­
torial division within the protected territory, which could be counteracted in the case of an
assir.gment or a sublicense by third parties. From an antitrustviewpoint this poses no prob­
lem 63.

158 EUropean Commission, 1985 OJ L 233,22 - Velcro/Aplix.

IS' See GER(Technology), recital 21, and the decisions of the European Commissioll1986 OJ L 50- Bous­
sois/lnterpane; see also the decision Rich Pl"oducrs/Jus-rol in 20 IIC .683 (1989); Ullrich, in Intellectual
Property; p. 550,e.ven sees no conflict with Art. 81 (1) due to agreements on payment modes; for the
practice of the European Commission see also Venit, 18IIC 1, 20 (1987).

160 See GER (Technology), recital 22, Art 2 (1) No.7.

161 See Art. 2 (1) No.7 GER (Technology).

162 See Art. 2 (1) No.1 GER (Technology); see also the decision Mittchell Cotts/Sojitra 1987 OJ L 41.

163 Cf. e.g. Art. 2 (1) No.2 GER (Technology).
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b)GER(R&D)

COMl\flSSION REGULATION (EC) No 2659/2000 ilf 29 November 2000
on the application ofArticle 81(3) of the Treaty to categories of research and devel·
opment agreements

(1) General

.. Genemlly, underthe opinion of the European Commissioll, Qn!ysllcb provisions lII'e CllPlic
ble of exemption in a coopemtion agreement which are indispensable for the realization of
the goals ofArt. 81 (3) EC Treaty164. An importaot criterion for the exemptability is
whether other stronger competitors exist within the European Union for which one can as­
sume that they too will continue to do research in the field of the agreement so that com­
peting products would be available.

At the beginning of 2001 the EU Commission issued a new group exemption regulation
for cooperation agreements in research and development. This regulation will be cited in
the following as GER (Research), see introductory notes 7 et seq. supra: The group exemp­
tion for such contracts applies ouly to the cooperation of competitors, who together have
not more than 25 %ofthe1narket share,and to cooperation between non-competing enter­
prises without market share threshold for a period of initially 7 years following the com­
pletionofthe research and development; Art. 4 (2) and (3), Art 6 GER (Research).

As a result of the announcement by the EU Commission dated December 9, 1997, Art.
81(1) of the EC Treaty does not apply to companies which at present together have no
more than 5% of the market (this figure will be raised to 10% following the draft amend­
ment of the announcement) since in the view of the EU Commission trade between mem­
ber states is not or only slightly (not perceptibly) affected. Such agreements, therefore, are
subject neither to the conditions nor the restrictions of the GER, since in the event of an
imperceptible impairment, the GER in conjunction with Art. 81(3) of the EC Treaty does
not apply.

In the GER (Research), the EU Commission assumes that a cooperation between (poten­
tial) competitors in research and development can principally constitute a restriction of
competition in the sense of Art. 81 (I) EC Treaty. Particularly also by the providing of
own research results to a contract party a competitive advantage in the market is sacrificed.
On the other hand, according to the EC Commission, such a cooperation promotes techni­
cal and economic progress. This also applies in cases in which the goal of the joint coop­
eration project is clearly defined and the exchange research results are also limited to the
agreement only. If a certain level of market power is not achieved, it can be assumed for
the application of Art. 81(3) as a matter of principle that the benefits of agreements con­
cerning research and development outweigh possible disadvantages for competition, see
the GER (Research), particularly recitals 5 as well as the exemption decisions of the EU
Commission in 16JIC 204.(1985)- Rockwell/lveco; 16 TIC 202 (1985) - VW/MAN; Car­
bon Gas Technology; 16 TIC 203 (1985)- ContinenwllMichelin; 20 TIC 515 (1989) ­
BBCINGK Insulators; EC Commission 1991 GRUR Int. 114 - Elopak; 1992 GRUR Int.
522.

While the EU Commission has been reluctant to extend the contractual agreement on the
production phase, the GER (Research) under Recital 2 recognizes in particular the interest
of small and medium-size companies in the continuation of the coopemtion in the produc-

164 See European Commission 1611C 206 (1985) - Rockwell/Iveco.
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tion phase as necessary. Under certain circumstances, this is even the case for financially
strong companies, see Commission 16 TIC 203 (1985) - ContinentallMichelin. A criterion
for the admissibility however, is the expected advantage for the consumer, namely the pos­
sibility to buy new and improved products at better prices. The consumers should benefit
from the advantages resulting from the increased and more effective research and devel­
opment (c.f. Recital 12, GER (Research».

For the purpose of simplifying the official control and the legal framework, not only the
filing and opposition proceedings have been abolished, but also the old GER (Research)

.• so"called-white4ist clauses;-theprovisions exemptedfromthecartel-prohibition{cJ:-Re­
cital 5, GER (Research»). The contents of the earlier white-list clauses must, however, in
the author's opinion, continue to be regarded as a measure for the admissibility of changes
after January 1, 2001. However, the new GER (Research), in addition to the exclusion of
certain agreement (Art. 5), only specifies the limit to the market share of the competing en­
terprises involved (Arts. 4, 6) and general conditions (Art. 3) as requirements for exemp­
tion; this means that if the market share threshold is not exceeded in the case of competing
enterprises (Arts. 4, 6), and no black-list clauseeArt. 5) is included, and if the general con­
ditions for exemption are met (Art. 3), the agreement is automatically excluded from Art.
81(1) of the EC Treaty pursuant to the GER (Research).

The general conditions for exemption are
a) access of all the contracting parties to the resnlts of the joint research and development
(Art. 3(2»,
b) the possibility of independent exploitation of theresults obtained and of the existing
know-how required in the event of a merely joint research and development agreement, al­
though the scope of application may be limited if the contracting partners are not compet­
ing enterprises (Art. 3(3»,
c) the joint exploitation of results that contribute substantially to technical or economic
progress and which are of decisive importance with respect to the manufacture or use of
the contractual product, and
d) in the case of a division of functions, all the supply contracts of all the contracting par­
ties are fulfilled. Thus these conditions for exemption cover a number of possible ar­
rangements for the agreement for the exploitation of the results, e.g. granting (restricted)
exploitation rights.
The decisions of the Commission, but even more so those of the national courts or the
ECJ, rendered in particular as a result of private law proceedings, will show which con­
tractuallicensing conditions satisfy the requirements ofthese conditions for exemption.

The so-called black-list clauses of the GER (Research) are contained in Art. 5 and they
correspond to Art. 3 of the GER (Technology). The inadmissible clauses of the new GER
(Research) correspond in content essentially to the black-list clauses of the former Art. 6
GER. One additional black clause has been added (Art. 5(1)(f) excluding the prohibition
ofpassive sales from the exemption.

Also agreements with mutual price and royalty provisions to be applied to third parties for
the period of future marketing of the products which have been developed under the re­
search program are not exempted. There is however an exception: ifjoint distribution has
been agreed upon, the prices towards direct purchasers may be fixed (see Art. 5(1) (d) in
conjunction with 5 (2) (b) of the GER (Research) as well as the decision of the EU Com­
mission in 10 TIC 739 (1979) - BeecharnlParke, Davis. The EU Commission requires that
the parties act as far as possible as competitors, particularly regarding the pricing ofprod­
ucts and the continuation of research projects which are not subject of the agreement; in
cases of doubt an express exemption of clauses for the marketing phase is required. For a
15 year exemption see EC Commission 20 TIC 512 (1989) - BBCINGK Insulators.
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Most decisions of.the EU Commission regarding joint ventures have indicated a generous
interpretation of the exemption requirements. In the decision Olivetti/Canon, thecoopera­
tion as a joint venture for developing copiers, telefax machines and laser printers was ex­
empted, because a transfer of modem technology occurred from Canon to Olivetti was re­
garded as profitable for the European market. The contract involved a 50/50 participation
of the two companies and the products in the joint venture were to be marketed independ­
ently by both competitors (press Release of the EU Commission, IF (87) 607).

The Commission argued in a similar way in a decision for an extension of an exemption,
... ...._._ WhiCh ha4aIreadybeen granted.inJ97.7.Despiteth\lJaclthatthe.coor4inatio!1ofrtlsearch,

production and marketing activities represented a competition restriction of the parent
companies in the field of gas turbines, the exemption was extended for a further 20 years
because the American partner together with the party from the Netherlands could then
more easily establish themselves in the European market as competitors (Press Release IP
(87) 606).

Iv. Art. 82 - Abuse of a dominant position

Criteria for the determination of a domioant position are the market share and factors like
the technological lead ofan undertaking and the absence ofpotential competitors165

.

Violations under Art. 82 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 connec­
tion 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 dis­
tribution 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 com­
puter products, within and outside the European Union cannot as such be regarded as.an
abuse under Art. 82. Higher distribution costs especially with respect to language adapta­
tions and the smaller markets in Europe cannot be compared with a distribution situation in
the US 166

•

The ECJ has repeatedly underlined that an abuse ofa dominant position refers not ouly 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 Hoff­
mann-LaRoche case the ECJ has also taken into account that the company was capable to
preclude any a~emptof competition due to its excellent distribution and marketing organi­
zation.

In spite of heavy competition in both areas of hardware and software, the Connnission
considered in Computer Land that already a market share of 3 to 4 % was siguificant167

•

Since an abuse under Art. 82 requires a dominant position it mostly comes back to the
definition ofthe relevant market where the Commission 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 certaiuly elements which speak against market power of even the biggest manu-

165 ECJ of 13 February 1979 - 10 He 608 (1979) - Hoffmann-LaRoche.

166 Cf. also the legal and economic consideraJions by Bay, 9 1993 Computer Law and Practice 176, 187 et seq.

167 European Commission 1987 OJ L 222/12 - Computer Land
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facturers on the market This is not contradicted by the fact that the financial and research
barriers for this market are substantiall6s

•

An important question has been decided by the CFI of the ECJ, namely the relationship be­
tween Art. 81 and 86, more particularly, whether an exemption granted under Art 81 (3)
precludes measures of the Commission under Art 82. The Court answered this question
arguing that the purchase of an exclusive license by a company with a dominant position
on the market could violate Art. 82, if the circumstances surrounding the acquisition have
the effect ofhindering the entry ofnew competitors and thereby weaken competition169.

In an English case170 the so-called Euro-defenses were an issue, namely defenses based on
competition law in e.g. patent infringement actions. Judge Laddie refused to hear a number
of those defenses, e.g. breach ofa dominant position, since the patent owner is not required
to grant a license on fair and reasonable terms, except in very extreme cases like the Magill
case.

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

169 CFI 22 IIC 219, 225 (1991) - Tetra Pak

170 Philips Electronics NV v. Ingman Ltd




