Dr. Jochen Pagenberg

Bardehle Pagenberg Dost Altenburg Geissler
Born 1941

Dr. jur. University of Munich (1974)
LL.M. Harvard Law School (1973)-
Fellow, Max Planck Institute for International Patent Law, Munich since 1973

Education _

Law Studies from 1964 to 1969 at the Universities of Hamburg, Lausanne and Munich
Post-Graduate studies at the Universities of Paris and Harvard Law School (1970 and 1972/73)
6 years research fellow, M ax Planck Institute for International Patent Law, Munich 1973-1979. -

Degrees
Harvard Law School (LL.M. 1973)
University of Munich (Dr. iur. 1974 — summa cum laude)

Langpages Gerrﬁan, English and French.

Professmnal Activities:
Admitted to the Munich Bar in 1973, and the Paris Bar in 2001, founding partner of
Bardehle Pagenberg et al (since 1978), the first firm combining attomeys and patent attor
‘neys in Germany, with offices in Munich, Diisseldorf, Paris, Alicante, and a liaison office in
Shanghai. The firm specializes exclusively in intellectual and industrial property law, espe
cially in patent and trademark prosecution and htlgatlon Dr. Pagenberg's personal speciali
zatlon is lltlgatmn and licensing.

Special Activities and Publications:

He has been the Executive Editor of the International Review of Industrial Property and
Copyright Law (IIC) published by the M ax Planck Institute since 1973; he is a Lecturer at
the Universities of Strasbourg (France), Pierce Law Center (Concord, NH-USA) and Ali
cante (Spain), and he has given numerous other lectures in all fields of industrial and intel
lectual property law. He has extensively written in patent, trademark and computer law,
and in the field of licensinglaw (5 books and ca. 70 articles in German, English and French).

Dr. Pagenberg has been appointed spedal advisor of the German Justice Department for the
preparation of the European Patent Litigation Protocol (now called the European Patent
Litigation Agreement — EPLA). In this capacity he has also been appointed as one of two
Experts to the intergovernmental European Working Party on Litigation.

He is active in a number of international organizations and is serving on several of their
committees, a.0. he is the chairman of the Special Committee on Litigation concerning
European Patents and the Community Patent of the AIPPI. He is a member of the Spe
cial Committee for the Revision of the Hague Convention on Litigation of INTA, the
Trademark Committee of LES, and of a number of other organizations like AIPLA,
ALAL ECTA, IBA, Marques, PTMG, the Computer Law Association, the American
Chamber of Commerce and ATRIP. .







.
MAW/»

e
o




-
.
e e

S
-

e

-




Franklin Pierce L_'aw.‘Centel_‘--‘

Summer Institute 2003
- Licensing in The European 'Coﬁzmuni@w I

Dr. Jochen Pagenberg
Attorney at Law, Munich/Paris
Bardehle Pagenberg et aL
www.bardehle.de ‘

CONTENTS

1. Introduction

- IL Caselaw of the ECYJ on the enforcement of mdustrlal Prﬂperty rlgh ts:': PR

<= Applicability of Art. Art. 28, 30, 81 EC Treaty.
1. Trademark and Competltlon Law

'a)Slrena"" e e
* 'b) Centrafarm vs. Amerlcan Home Products jj'
¢) Hoffmann-LaRoche vs. Centrafarm o
d) Cassis de Dijon
: e) r+r K
":"g)Keck T

O wPan

2:Patents

a) Sterling Drug
 b)Tylosin

) Merck’
d) Maize Seed
¢) Pharmon .
i)Allen & Hanbury s

3. The Exhaustmn Doctrme

~TIL, Art, 81 EC Treaty and the exemptlon rules for llcense agreements
- Exemptlon by categories of agreements -




1. Distribution agreements
a) Selective Distribution

b) Exclusive Distribution
¢) Franchising

2. License Agreements

a) Group Exemption Regulation for: Technology Transfer Agreements GER
(Technology) ~Regulation No.240/96 ..

(1) General - Scope of application

(2) Clearance of license agreements - Notlﬁcatmn Procedure
(3) Case law of the Commission

(4) Contents of the Exemption Regulations

(5) Individual contract provisions ... . . ..~

b) GER (R&D) - Regulatlon (EC) No 2659/2000
(1) General -
(2) Individual Provisions

IV. Art. 82 - Abuse of a dominant positiouil |

L. Introduction

European licensing law is part of the competition law and must be understood as the equiva-
lent of US antitrust law. It is important for the marketmg of products in particular wﬂh respect
to the following situations:

- (1) for the conclusion of distribution and/or licensing agreements between manufac-
turers/patentees and distributors/licensees for which the knowledge of the boundaries of con-
tractual freedom is necessary. The competition rules, Arts. 81 and 82 EC Treaty are part of
the public order of all Member States and cannot be circumvented. by a ch01ce of law rule
referring to a non-member country. e

- (2) for the enforcement of patents, trademarks, know-how or copyrights w1thm the EU
Arts. 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 of EU-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 distribution of the same
_products by the right holder in another Member State.

For both areas an overwhelming number of cases decided by the European Court of Justice
{(ECT) ex1$t which define the impact of approval or authorization Of the patent or trademark
holder'. L

The treatment of the different industrial property rights will first of all .be‘_ dealt w1thunder the
viewpoint of the case law of the European Court of Justice on the fiee movement of goods,

! From the pertinent literature see Reimer, 12 IIC 493 (1981); Reischl, 13 TIC 415 (1982); Ubertazzi, 1984
GRUR Int. 327, Walter, in: Cornish, Capynght in Free and Competitive Markets, Korah, An Imraductory Gmde
10 EC Competition Law, 3rd ed. 1986; , e




3
and then with respect to the lawfilness of licensing agreements and the most important con-

tract clauses used therein. In this context also the group exemptlon regulatlons and then' 31g-
nificance for the drafting of agreements will be dlseussed :

I1. Case law of the ECJ on the enforcement of industrial property rights-
- Appllcablllty ofArt. Art. 28, 30 81 EC 'Ii-eaty

The general rules under ‘Art. 28, 30 EC Treaty:are that restnctlons of the free movement of ~

.....

goods-and services are-only:justified-for the protection: of industrial:and-commercial-property-
and do not constitute a means of arbitrary discrimination nor a disguised restriction on trade
between the Member States. Industrial property rights which fall under Art. 30 are patents,

utility models, plant variety rights, industrial designs, marks (lrademarks and service marks),'
trade—names geographlc mdlcatlon of source and appellatlons of ongm A o ;

The most 1mportant doctrme developed by the European Court of Justlce concerning the d13- '
tinction between admissible and inadmissible import or export restrictions was the differentia-
tion between the- existence and exercise of industrial property rights, where the existence of
the right was guaranteed, but the exercise could be regulated. In several decisions the Court
has defined this doctrine. The typical example of what the ECJ does not regard as belongmg‘
to "the specific subject matter” of a trademark or a patent was to stop parallel imports of genu-

B ine goods which had been put into commerce within the EU by the trademark or patent owner

or with his consent’. The later case law concentrated to a greatet extent on the clearer concept

of improper use of industrial property rights, which would be given in case of discrimination.
or an arhﬁcmhgarhhon within the Common Market®. The typical case of an improper use of
mdustnal property rights consists. in the attempt to_enforce vertical pnce maintenance and.
distribution systems, while thelr proper use and main. purpose consists in preventmg the dis--
tribution of infringing goods’, o :

i cr BEIEI‘, Indusmal Property and Ihe Free Movement of Gaodw in the Im‘emal European Market 21 nc 131
145 (1990) - -

* Cf. Beier, Indusirial Property and the Free Movement of G’oods in the Intemal European Market 21 IIC 131,
148 et seq. (1990}

* ECJ 14 IIC 515 (1983) - Kewrkoop v. Nancy Kean Gifts recital 24 -

% See Beier 21 IIC 131, 152 (1990)




1. Trademark and Competrtmn Law

Srnce the first dec:srons on the free movement of goods under Arts 28 30 EC Treaty were:

issued in the field of trademark law, they shall be presented first.

a) Sirena
One of the basic decisions on the concept of free flow of .goods was the Sirena decision®
which concemed a case of parallel trademark licenses in different countries of the EU. One of

the licensees objected against the 1mportat10n 1nto his: terntory of products ongmally marketed -

by one of the other licensees. -

The ECJ argued that if the nght to the trademark has been obtamed by contractual agreement.;

among the parties concerned, Art. 81 (1) EC Treaty is applicable, i.e. market sharing under
sub-par. (c) constitutes a violation of the competition rules, even if such agreements have been
entered into before the entry into force of the EC Treaty = : SRS

For the determmatlon whether also a Vlolatlon of Art. 82 EC Treaty is gwen, the fact that a trademark can be the._,
basis for an injunction against third parties is not sufficient; it must further be examined whether the prerequi-
sites for the application of Art. 82 EC. Treaty, namely a dommant position, a mlsuse of tI'lIS posltlon and the___

posmbrhty to mterfere wrth the trade among Member States, are glven7
b) Centrafarm V. Amerrcan Home Products

: The trademark owrier had maiketed a phannaceutlcal product in the Benelux countries under

a trademark Serestra, and an identical product in the UK under the trademark Serenid. The '

defendant, Centrafarm, had purchased the pharmaceutical in the UK at a cheaper price and

resold it in the Netherlands after having changed the name of the Seremd trademark to the 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 wamning that if the dif-
ferent trademarks in the countries of the EU were only used for the purpose of partitioning the
markets, the rights granted under Art. 30 first sentence would be regarded as a disguised re-
straint of trade in the sense of Att. 30 second sentence and thus would lead fo a dismissal of an
- action for an injunction’.

c) Hoffmann-La Roche vs. Centrafarm’’
.This case was the first in a row of cases which concerned the repackaging of goods, but with

the same trademark, after a parallel importation from another country in the EU. Centrafarm
had purchased pharmaceuticals manufactured by Hoffmann-LaRoche (Valium) from the

6 1971 GRUR Int. 278,

7 Cf. for the different sruratxoo where the mark is owned by different enﬁﬁes Witﬁin-and outside the - -~
Commumty ECI7H0C 275 (1976) EMI/CBS

" SEQy 10TIC 231 (1979)
% In the same sense already ECT 7 IIC 275 (1976) - EMI/CBS

 ECY 9 IIC 580 (1978)

T
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Netherlands where those pharmaceuticals 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 right has not been used as an instrument for the abuse of such a position. The
ECJ indicated however that a disguised restriction on trade between member states may be
given, if it is established that the use of the trademark right having regard to the marketing
system which the proprietor has adopted, will contribute to the artificial partitioning of the
markets between member states. - o N

d) Recent Cases

More recent repackagmg cases have been declded by the ECJ in three consohdated deci-
sions Bristol-Myers Squibb/Bochringer/Bayer v. Paranova, Eunm Pharm v. Beiers-
dorﬁ'Boehnnger/F armitalia and MPA Pharma v. Rhone-Poulenc'

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

The Court repeated its view that the trademark owner's rights are infringed when a product
is repackaged or a trademark 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 of new labels or the addition of a new package insert will suffice. In any case the trade-
mark owner may object, if the repackaging could impair the reputation of a trademark. The
criteria applied seem to be somewhat vague so that conflicting decisions of national Danish

“courts wetre the result : .

¢) Kaffee HAG
aa) HAGI

An 1mportant influence on the case law of the ECJ concerning the free ﬂow of goods in the
field of trademark law has for a long time been the case Hag I. It concemned 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 assigned them to another company,
Van Zuylen. In spite of the existence of those former marks, the German company started in-

- 1971 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 ruling. The ECJ decided that it was incompatible
with the free movement of goods to prohibit the marketing of a product Iegally bearing an
identical mark if that mark had the same origin. 13

The reasons of the ECJ were that the enforcement 6f the trademark would lead to an isola-
- tion of national markets, and although the indication of origin of a product may be regarded

1 ECY 28 TIC 715 (1997).

12 Cf. also the Hamburg Court of Appeals of Febr. 18, 1999 on “artxﬁ(:lal partitioning” , 2001 [IC
B ECT 5 IIC 338 (1977) - HAG . .
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as useful, this could be ensured by means other than prohlbltlon Whlch would affect the free -
movement of goods '

bb) HAGTI

Five years after that decision the Belgian company Van Zuylen was taken over by the Swiss
company Jacobs Suchard AG. A subsidiary of Jacobs Suchard, Sucal, started another five
years later to import coffee from Belgium into Germany, i.e. the reverse situation of the first’
Hag case. This time Hag AG attacked Sucal. Hag prevailed before the Geiman courts, but
the E ederal Supreme. Court referred the case again to the ECJ for pre]munary ruhng :

/F '-\‘1

The ECJ overruled HAG J and stated that the doctrine of common origin does not constitute -
a legitimate rule ‘of community law, since it would deprive a trademark of its 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
ECJ has given back to the trademarks in the different countries of the EU their ongmal func-
tion as an industrial property right which can exclude the use by others™,

The same result was reached in a case of a- voluntary assignments of marks in the Ideal
Standard case'’. The prohibition of imports by one of the parallel, now independent owners
- was not regarded as a violation of Arts. 28, 30 EC Treaty.

ﬂr+r

A German company, a leadmg manufacturer for pharmacy furniture, had founded subsidiar-
ies in different European countries, among them France. Over a period of about ten years
these companies had used the same company name with the Tespective abbreviations and a
_ commnon trading symbol "r + 1", Afier the bankruptcy of the German parent company and
the other subsidiaries the only still active company was the French subsidiary which already
-in the past during the co-existence of the German company had made deliveries into 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 of consumers
under § 3 of the Act Against Unfair Competition. The plamtlﬁ"s argument was that German
consumers who in the majority only knew the German company, would be misled as to the
“source of the products. The Munich District Court filed a request for a preliminary ruling to
the BCJ, and the ECJ had to decide whether the principle of free movement of goods took
precedence over the natronai tules of unfarr competmon

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 make the incorrect belief of German consumers as to the origin of
the products inrelevant. The defendant also relied on the fact that it would constitute a dis-
crimination if imports and sales from France could be forbidden on the only ground of a dif-

!4 See for-an extensive commentary on the case Joliet, Trademark Law and the Free Movement of Goods: The
Overruling of the Judgement in HAG 1, 22 TIC 303 (1981). Ci. also thereafter the /deal Standard case for a
voluntary assignment, where also an importation under the same mark was prohibited.

1* BCJ 1994 GRUR Int. 614-Ideal Standard

16 16 XIC 751 (1985) - r + r with comment by Pagenberg at 754.
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ferent origin of the products. Citing a long line of case law it was pointed out that the ECJ
had repeatedly.confirmed the principle that obstacles to free movement within the Commu-
nity can only be accepted if they are necessary in order to satisfy mandatory requirements
relating to the protection of pu'bhc health, the falmess of commercial transactions and to the
defense of consumc«:rﬁ;l . -~

The ECJ pnman_ly exarmned whether in the case of a purely national situation an injunction
would have been granted, e.g. if after the bankruptcy of a German group of companies two
independent companies survive and consumers are allegedly misled because the company in
....... Northern Germany is selling in Southern Germany. Since no such case could be cited by the

plaintiff, the ECJ declared that it was a discrimination if a misrepresentation were to be af-
firmed for a situation within dlﬂ'erent member countries of the EU.. .

g) Pall

This reasoning determined already the otherwise not comprehensﬂ)le result in the. Pall
case'®. The defendant in that case, an Italian company had used in Germany 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 German trademarks are only registered afier a thorough examina-
. tion with severe requirements as-to distinctiveness which is not the case in a number of other
countries. The ECJ came to the conclusion that it is sufficient that trademark protection ex-
ists anywhere within the EU, otherwise separate packaging would be necessary for export
urposes which then would constitute a restraint of trade between Member States. .

h) Cassis de Dl]()n

From the above cases one can conclude 80 far that
- Original products

- Under the same trademark

- Not repackaged

e cannot be stopped by the trademark owner.

" A decision which exemplifies another line of arguments of the ECT with respect to the prin-
~ ciple of "free flow of goods" and the interpretation of Arts. 28, 30 EC Treaty does not belong
" tb trademark law. Tt has been cited in many later decisions as a guiding principle: "Cassis de
- Dijon""? and also influenced decisions dealing with trademarks and unfair competition law.
Tt concerned the importation of a tiquor from France into Germany with'an alcohol content

_ between 15% and 20%. The German government agency for the control of alcoholic bever-

~ ages enjoined the importation, because the alcohol content was 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 consumer protecting effect of the: German law one of the except:lons of

Art. 30.

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

1820 1IC 799 (1989) - Pall

"9 BC 11 1IC 357 (1980) - Cassis de Dijon




The German government had argued that the lower alcohol percentages which are allowed
in France may lead to alcoholic consumption without any noticeable effect at the beginning,
so that alcohol drinking can become a habit. - Therefore the German law which requires
higher alcohol percentages protects the health of the consumers. The Court did not accept
these arguments in view of the fact that the consumer is confronted with a great variety of
alcoholic beverages and that he also drinks some higher percentage beverages diluted with
water or other soft drinks. Therefore the nnport prohlbrtron constltutes a Vlolatron of Art 28
EC Treaty.’ :

The rule lald down by the Court in ﬂns decision was that if a product is lawﬁ.ﬂly marketed in

a Member State, it can freely circulate in all other countries 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 Countnes wlnch deter-
mines the free flow of goods throughout the Commumty20 ;

ij Keck

In a later decmlo the ECJ has limited the “Cass1s de Dijon" doctrrne by reﬁrsmg to apply
Art. 28 EC 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 only
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 of concern 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 preliminary ruling on the basis of national 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 case®. This was referred to the ECJ by
the Austrian Supreme Court for a prellmmary ruling under Art. 177 on the interpretation of
Art. 7 of the Harmonization Directive®. This Directive forces all European countries to
harmonize 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 Commumty or in the European Economlc Area. :

'The company Sllhouette manufactures high price spectacles Wthh are marketed World—w1de
and are normally sold by the producer { to opticians. Hartlauer, the defendant in this case, is a
-low-pnce chain of distributors, which is not being supplied by Silhouette because of its low

20 Cf. also ECY 21 IIC 692 ( 1990) Import of Pharmaceuticals, for the private importation of drugs
-, by.an individual. _ . - : .

U ECT o4 Noveml_)er 1993 25 TIC 414 (1994)-Keck.
': :‘_.2‘2 See for more _exten_éiv_e oornmenté on thie '_cnse Pagenberg, 3U-HC 19 (1999)

2 Art. 7: (1) The trademark shail 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 of the goods, especially where the condition of the goods is changed or rmpalred after they have been put on
the market. :
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-price policy. Silhouette sold ca. 20,000 out-of-fashion spectacle frames to Bulgaria for ex-
port in that country. The agreement with the Bulgarian company contained an export prohi-
bition to the European Union. Hartlauer then purchased those spectacles and re-imported
them into Austria. Silhouette attacked and asked for a preliminary injunction before the
Austrian courts arguing that these spectacles had not been commerclahzed \mthm the EU
with the consent of the trademark owner.

Silhouette lostintwo instances and filed an appeal on the law to the Austrian Supreme
Court. The Supreme Court acknowledged that no consent of the trademark proprietor was in

fact given. It examined the scope.of Art..7 of the 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) of the Community Harmonization Directive of 21 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?”".

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 EU*

The Court left a number of questions open:

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

- 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-importation)*’?

- What is the relationship with Art. 817 Does Axt. 7 of the Dn'ectzve allow a prohibition of
re-importation? Can the Javico/Yves Saint Laurent decision® of the ECJ be intetpreted as
allowing a re-importation prohibition, if it concerns a territory outside the Community, or
would Art. 81 (1) 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 preferred to

%% The second question submitted to the ECJ by the Austrian Supreme Court reads as follows:

2. May the proprietor of the trademark on the basis of Art. 7 (1) of the Trademark Directive alone seek
an order that the third party cease using the trademark goods which have been put on the market under
that mark in a state which Is not a contract state? .
# Cf. Also Federal German Supreme Court 30.1IC 210¢( 1999) Mexitil for a repackagmg case, and French Su-
Ereme Court 30 IIC 325 (1999)-Ocean Pacific . . : :
Patents Court of October 9, 1995 Roussel Uc!af) 28 1€ 744 (1997) Deltamethnn
27 Cf, for this distinction Quality King Distributors v. L’ Anza Research Int’], (118 S.Ct. 1125 (1998)

2 BCJ 29 IIC 798 (1998)-Javico ,
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.-an express prolubltron? And ﬁnally, is the ef["ect of a such a clause or the intent of the par—
tles demswe"'

It remains to be seen whether the other exhaustlon cases whlch are st111 pendmg before the
* ECJ might answer some of them®. : . .

p——

% Cf. for a discussion of these questions also Joller, GRUR Int. 1998, 751, 760
*® See also fora dlscussmn of the Szlhouette case Pagenberg, 30 IIC (1999), Albert/Heath GRUR 1998 275
279




—price.difference-and had imported: the products-from-one member country-into: another- The
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2, Patents .
.a) Sterllng Drug/Negram II

One of the landmark cases in patent law was the decrsron Sterlmg Drug’! which confirmed
the application of the exhaustion rule established in former trademark and patent decisions.
In this case the patent owner Sterling Drug had patents in several member countries, and the
pharmaceutical product which was manufactured under these patents was marketed by the
patent owner and its subsidiariesin those countries. Centrafarm had taken advantage of the

decision re-affirms the basic rules of exhaustion which are today common' ground for all
considerations of marketing and hcensing within the EU, therefore it is interesting to cite.
some excerpts from this decrsmn3

It is clear from Art, 36 (now Art. 30) in pamcular its second sentence, as well as
Jfrom the context, that whilst the Treaty does not affect the existence of rights recognized by
the legislation of a Member State in matters of industrial and commercial property, yet the
exercise of these rights may nevertheless, depending on the circumstances, be aﬁected by
the prohibitions of the Treaty.

- - In as much as it provides an exception to one of the fundamental principles of the
Common Market, Art. 36 (=30) in fact only admits derogations from the free movement of
goods where such derogations are justified for the pwpo.s'e of .s'afeguardmg rrghts which
constitute the speczf c subject matter of thzs pmpeny '

. A derogatlon from the prmc:_ple of the free movement of goods is not ]u.s'ttﬁed where
the praduct has been put on the market in a legal manner, by the patentee himself or with
his consent, in the Member State from which it has been zmpaﬂed in partlcular in the case
of a proprzetor ofa pamllel patent :

. The result of the gmnt of a (sales) lzcense ina Member State is that the patentee
can no longer prevem‘ the sale of the protected produet tkrougkout the Common Market'

The exhaustion theory as apphed by the ECJ is founded in that the patent rightisa reward to
the patent owner for his inventive ¢ fforts and further gives him the rrght to take action
agalnst mﬁ'mgers The ECI's position is that the amount of the reward is not essential,
since it is up to the patent 6wner to decide where and how he exploits his patent. It is criti-
cized that thereby the ECJ reduces the monopoly of the patent owner to the simple opportu-
nity of profitable use®®. A different situation is only given in the case of parallel 1mports from
thlrd countries which can be prosecuted by the patent owner based on his patent nghts

b) 'Iylosm

HECT 6 IIC 102 (1975).
2 6 IIC p.106 |

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

3 Recital 9 of the decision; see for an overview of the case law M, Burnside, 1993 les Nouvelles 107. -
35 Cf. Korah, p. 87

% For the entire problem see Loewenheim, Report FIDE, Dubfin 1980,
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In the Tylosin case® the patentee held a patent in the UK and in Germany. He had consented
to the marketing of his products, pharmaceuticals, in the UK which at that time was not yeta
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 patentee had not applied
for. When products from those two countries were imported into Germany the patentee Ie-
quested an mJunctton for patent mﬁlngement b R

-The German- Supreme Court (BGH) found that the. patentee was entitled to an -injunctioh

against the importation of the products,. because the initial commercialization for which a

‘consent had been glven, had occurred outmde the EU and therefore could not result in an
exhaustion. . : _ : . L

One could also assume from this decision that a consent cannot be presumed, if a patentee
does n ot s eek patent protection in a ¢ountry although such protection w ould have been
available®®, since the approval by the patentee has to be an express approval namely fo
‘market in the territorial limits of the license contract™,

"c) Merck

~Qn the basis of the exhaustlon rile as e}iglamed before, another decision could not come as a
-surprise, namely in the case of Merck™. At the time when pharmaceuticals still were not

- patentable in Jtaly 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 Irnported into the Netherlands where patent protectlon ex:sted

The Court ruled that a proprletor ofa patent who sells the preparatlon hnnse]f ina ma:rket of
another member state, even if no patent protection exists:there, is prevented from enforcing
his patent rights, if the same products are later marketed by 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 of patent protection in the country of first sale, but only and exclu-
sively the consent of the patent owner or his llce’nsee to the marketmg of the product n que-
stion. : : R S

d) -Phﬁrmon :

A case where no exhaustion was assumed is the Pharmon decision® in which the ECJ stated
that the grant of a compulsory license and the subsequent 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 himself against imports from the country of compulsory license into

¥ BGH 8 IIC 64 (1977) - Tylosin

3 That this could also lead to a prohibition of importation within the EU form Italy where no pat-
ent protection was available to Germany as headnote 3 suggests, was later overruled by the Merck - =
decision of the ECJ.

3 Ullrich, Intellecfual Property, p. 530; the rev:ew; Demaret, Pcn‘ems Territorial Restrictions and
EC Law, 2 IIC Studies 97 (VCH Weinheim/New York 1978; also Hanseatisches Oberlandesgencht,
20 IC 213 (1989) - Bandaging Material.- . -

“ECF 131IC 70 (1982)

# 17 1IC 357 (1986) - Pharmon
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other European Union countries. Tt is irrelevant in such a situation that the patentee received
royalties based on the compulsory license. Although only the direct nnport by licensee into
another European Union country is concemed in this case, the reasoning of the ECI* indi-
cates that it generally does not recognize an exhaustion of the patent through marketmg by
the compulsory licensee. The same treatment has been advocated for a pnor use right®,

€) Allen & Hanbury's

A different result was obtained in a case of a license of right. Here 'dlee ECJ ruled in favor

—offree-trade:-Aecording to-the decision;-the patentee-was-restrained-from-acting-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 of wﬂhngness to grant a license by P atentee, bad at-
terpted to obtain a license™, - : L .

f) Maize Seed

The last patent decision to be presented does not concern a case of exhaustion but of license
contract adnussﬂnhty and enforceablhty, in partlcular asto terntona] exclusmty clauses B

Accordmg to-the demsmn of the ECJ in the Maize Seed45 case wlnch irifluenced to Iarge
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
territorial protection”. In an open exclusive license the exclusivity of the license relates only
to-the contractual relationship between the patent owner and the licensee. 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 territorial pro-
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 hcensed terntory, e. g that of parallel nnport—
ers or hcenSees in other temtones

Although the "Maize Seed" decisiOn did not concern a patent licénse agreement, but protec-
tion rights for seed species, it is the general understandlng that the legal principles for patent
licensing are to be applied in the same manner*®, Attention is drawn to the fact that in accor-
dance with the ECJ the applicability of the EC Treaty is not dependent upon proof that a
~ given contract has actually affected the trade within the European Umon but mezely that the -
agreement is capable of appreciably affecting the mtracommumtv trade”’

The first situation (open exclusive license) according to the ECJ is compaﬁble 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 arhﬁcml maintenance of separate national markets which is incompati- .
‘ble with the EC Treaty™. Thus any means to prevent parallel imports are madmissible. Im-._'

2 recital 20, 25 and 26
43 See Blok, 13 IIC 729, 743 (1982); Osterborg, 12 IIC 442 (1981).

* See ECJ 19 IIC 528 (1988) - License of Right; ; sce also Brown, XX VI Les Nouvelles 1991, 145. .. . :
5 17 1IC 362 (1936)

% Cf. Cawthra, p. 44
¥ see ECJ, 9 IIC 473 (1978) - Miller International.

* 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. unequlvocally clear because the reasons of the ECJ.deci-
sion con’wm contmdlctory statements TR C :

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

(a) The licensor may agree to the obllgatlon not to exploit the licensed invention in the
hcensed terntory or part thereofs

"""""

rb) The. hcensee,,can agree. to...the_obhgat:{on not tom_use or. produceethe patented artlcle
or process outside of the hcensed temtorys SR N

(c) The lleensee may also promlse not to pursue sales actlwtles in the terrxtory of other
licensees, and particularly not to engage in advertising: speclﬁca]ly almed at those ter-
ritories or not to have a sales office, eic. 3, ‘ e

(d) The licensee may agree to an obligation limited to five years not to make any direct
sales mto the terrltory of other hcensees“,

(e) Accordmg to the European Court such obhgatlons of the hcensee are: prohlblted,
under which also the customers of the licensee are subject to an export prohlbltlon
with respect to other countries of the European Umon, because tlns amounts to:a vio-
latlon of Art. 81 () EC 'Ih'eatys : - - o

For the European Comxmssmn the contractual preventlon of parallel 1mports (absqute ter-
ritorial protectlon constitutes a "serious infringement". of the EC Treaty, which is generally
subject to a fine®®, If the export prohibition however relates to-countries outside-of the Euro-
pean Umon, Art. 81 (1) does not apply, although few declstons ex:st for this situation’®

The consequence of the. "Malze Seed" declslon for the temtory of- the European Umon is
that in spite of the granting of territorially exclusive licenses, paralle! imports cannot be pre-
vented - at least not without time limits - on the basis of the exclusive character of the k-
- cense. Thus if the first sale occurs with the consent of the patent owner or his licensee, an

. % Cases decided by the Europesn Commission against exclusﬁe licenses and e@ett prohibition .‘ ;
clauses are particularly Davtdsan Rubber 3 IIC 528 (1972) and Raymand Nagoya 1972 0 J L o
143,39. : .

% Cf. Art. 1 () 2 GER (exclusi‘lreus_e clause).

S Cf. Ar, 1'(1)3 4GER. .

2 Thls can also apply 0] the so—calied pure k:now-how hcenses see European Comrmsswn, 1986 B o
OJIL, L SO-BoussomIInterpane This however does not hold when as m the Windsurfing case, the L
licensee was forbidden to manufacture in a patent-free country. )

B Cf. Art. 1() 5 GER.

3 Cf. Art. 1(I) 6 GER (Patents).

5% See recital 11 and 15, and Art. 3 (3) of the GER (Technology)

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

284,

%7 Cf. Buropean Commission, 6 IIC 480 (1975) - Kabelmetal-Luchaire.

SN
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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 Union®®. An exhaustion also does not occur if articles covered by the patent
are ?glaced into commerce by an infringer or by a licensee exceeding his right of e;cploita—
BROIY .. e S e T e :

T

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

% Regarding exhaustion in general see Ullrich, ntellectual 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 refusal 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 abo{ré case law one can derive a definition of exhaustion which is applicable to afl
industrial property rights:

Exhaustion occurs if a product has been put into circulation in another member state in
intra community trade by the owner himself or by a third party with his consent®.

T

It has no influence whether the ownéi' has received by the marketing of the prﬁduct his "due
reward to his creative activity", as had been put forward in the past by some authors and also

~ the ECT in some decisions, If one speaks of consent or the putting of products onto the mar-

ket®l, the exhaustlon occurs only with the sale of the individual product by the licensee or
the patentee®. The grant of a license as such does not influence the status of products only
manufactured. Even if products are manufactured by the licensee, but the latter has not com-
plied with the contractually agreed approval procedure, an exhaustion cannot cccur and the
products can be attacked by the licensor by way of an 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 holder™, As some authors have explained, the patent
holder cannot be deprived of his right to decide freely upon the conditions under which he

watts to market his product, therefore the criterion cannot be whether the marketing in the

first country was legal as such®. It cannot be decisive either under which conditions, fair or
unfair, a compulsory license has been granted, since at any rate the patentee had not granted
his consent.

Summarizing the case law of the ECT 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, not their existence®;

- a product which has been lawfully marketed under the laws of one Member Country

can freely circulate within the entire Community if no mandatory rules for safety,

public health or the protection of consumers are at stake®s,

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

& Cf. Jeremy Brown, Exhaustion of Rights in the Community, 1991 les Nouvelles 145, 146

@ Cf. BGH 29 IIC 207 (1998)-Brochure Rack, where it was examined whether the Heense covered
embodiments with certain features which were not all delivered by the patentee.

% ECT 17 1IC 357 (1986) - Pharmon v." Hoechst
e Demaret, 18 IIC 161 (1987)

.755 ECI 20 IIC 64 (1989) Volvo - recltal 7 sumlarly ECJ 20 IIC 186 ( 1989) Renault

T,
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o

% ECJ 19 IIC-232 (1988) - Purity Requirement for Beer; 21 IIC 695 (1990) - Import of Meat Products; 21 IIC
344 (1990) - Deep-frozen Yoghurt
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HI. Art. 81 EC Treaty and the exemption rules for license agreements
- Exemption by categories of agreements -

As explained on the first pages of this presentation, Arts. 28 and 30 concern the fiee 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
certain restrictions. of trade as null and void, whereas Art. 81 (3) allows an exemption for

agreements if those 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 important in order to influence competition in
the Common Market, the Announcement with respect to Agreements of Minor Impor-
tance has to be taken into account®. The Announcement defines minor importance as
a market share of less than 5% for the total market of the products in question with a
turnover of the contractual partners below 300 million ECU. These numbers are ex-
amined at the very moment when the competitive situation is examined by the Com-
mission, not on the date of the conclusion of the contract. If a product becomes suc-
cessful, the parties therefore have to watch whether the competition rules become ap-
plicable at a Iater date.

- The second condition, namely that the trade between Member Countries
must be affected was in the past nearly always given according to the Commission
where sales had an international aspect. Here the 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 of Art. 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
of competition. If these two points can be denied, the agreement does not fall under Art. 81.
And if it does not fall under Art.81 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 agreement™.

It nevertheless remains a double hurdle

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

- as well as the overall evaluation of the entire contract -

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

¢7 Notification of the Commission of 12 September 1986 amended 1994 0 J.C 368/20

% See with more details Bay, EC Competition Law and Software IPRs, 9 Computer Law and Practlce 176
1993,
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‘vidual contract this means that one camnot 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 negatlve clearance 1f 1o automatlc exemp-
tion’ through one of the exemption regulatlons is g1ven HEN : :

Ifno exemptlon regulatlon apphes and mthout a Voluntary nohﬁcaﬁon of the contract to the'
EU Commission the parties of such an agreement must even fear heavy ﬁnes for the vmla-

" tion of the compeutwn rules. -

1. Distﬁbution Agreemente

(Omitted) ...

2 Llcense Agreements

Two exempnon regulatlons play a role for hcensmg agreements namely the Group Exemp-
tion Regulation (GER)

- for Technology Agreements No. 240/96
- for Research and Development Agreements 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 applicable’ . 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 of the 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 EPC"' 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, that an oral license c ontract, whether for a patent, a trademark, or

know-how, which after all would cover a bundle of national rights, would be necessarily
valid under the laws of all of the Member States. A number of national laws require a form
in writing if the contract contains clauses which have a competition 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.

™ Recitat 8 of the GER (Technology)

" On Art.72 and Rule 20(1) EPC sece Notices of the EPO, OJ 1987, 215, .-° . . =




20

Usually the admissibility under antitrust viewpoints does not follow from the formulation of
an individual clause, but rather from the connection between a plurality of provisions and
their legal and economic consequences’”. It is therefore recommended; if an agreement does
not or not entirely fall under one of the exemption regulations to use the possibility of the
clearance or opposition procedure with the European Commission in accordance with Regu-
lation No. 17/62 and 240/96 respectively, particularly in case of important and long-term Ii-
cense contracts. A notification with the European Commission may ‘also be advisable, if, in
spite of the fact that the license contract relates only to 2 single Member State and the parties
also belong to only one member state, by exports or nnports of one of the parties an impact

on competition is to be expected, which is not insignificant” Such a notlﬁcatmn proceduxe
is however not obligatory under Regulation No. 17. e . -

It is impossible within the framework of this chapter to deal with all the clauses in the GERs,
therefore only some of the most important ones found in license agreements shall be dis-
cussed. Although so far only exemption regulations for technical protection rights have is-
sued, it can be assumed from a number of decisions that a similar treatment will be applied
to trademark and copyright licenses which so far however need exemption or negative clear-
ance from the Commission, if they contain competition restnctmg clause or 1f they are not
only -ancillary to a patent or know-how agreement. - R T =

7 See ECJ decision 1986 GRUR Int., 635 - Windsurfing International

7 See Evropean Commission, 7 IIC 286 (1976) - AQIP/Beyrard .
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a) Group Exemption Regu]atlon for Technology Transfer Agreements GER (Technol—
ogy) -Regulatlon No.240/96™ _

(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 of license clauses and
therefore for the formulation of license contracts. The GER (Technology) .constitutes a
__merger.of the former GER. (Patents).and_GER (Know-how) which. expired on March. 31,

1996" in order to snnphfy and encourage the- dissemination of technical knowledge in the
Commumty . : . L .

The GER (Technology) applies to the licensing of national patents, Community patents and
European Patents ("pure" patent licensing agreements) as well as to the licensing of non-
patented technical information ("know-how“) and to combined patent and know-how licens-
ing agreements ("mixed” agreements)’, In Art. 10 (1) GER (Technology) the term know-
how is defined as a body of technical information that is secret, substantial and. identified in
any appropnate form”. In case of an invention for which a patent application has not been
made, it is to be noted that Art. 8 (2) requlres 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 fall under the GER (Technology), but
also topographies of semiconductor products and cemﬁcates for medical products"‘8

Like the former GER (Patents), the Regulation does not apply to agreements between mem-

- bers of a patent pool or between competitors, who participate in a joint venture”>, however it

shall apply to agreements by which a parent undertaking grants a joint venture. company. &

patent or know-how license, prowded that the licensed products and all mterchangeable or

substitutable goods and. serwces8 of participating undertakings represent in case of a license

limited to production not more than 20%, and in case of a license covering production and
- distribution not more than 10% of the market.

Another market share rule is contained in the Notice of the Commission on Agreements of
Minor Importance of 1994 according to 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 share 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 when the
conlr.act parties are not subject to any territorial resirictions within the European Union”". .

.™ This Regulation takes the place of Regulations No.2349/84 (Group Exemption Regulatien for _Paterit 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.

75 See the review of the different GERs by Bumside, 1938 les Nouvelles 168,
™ See recital 4 GER (Technology). -

7 See the definition of the term secret“ in Art i0 No. 2, "substannal" in Art. 10 No. 3 and "1den11ﬂed" i
Art. 10 No. 4. . . .

. See Art. 8 No. 1.d and g GER (Teclmology Transfer Agreements)
.-"'9Art 5(1)land2 -
WA S@ 1L

"8 Ar 5(1) 3 and (2) 2.
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The GER (Technology) also extends to agreements containing the licensing of intellectual
property other than patents, e.g. trademarks, when such additional licensing contributes to
the aglzlievement of the objects of the licensed technology and contains only ancillary provi-
sions™

In international license agreements involving parties and territories from the European Un-
ion, the effect on the European Union is to be exatmned Enforcement of patents "against
external parties" is inherent in the protection right™. For agreements involving Member
States_of the EU and also third states, the Furopean Commission considers the non-

exempted clauses under Art. 3 GER (Technology) acceptable as long as they only apply to )
countries outside the EEA*, An export prohibition is only of concern when countries are in-
cluded in \_;vhich 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-
ned®. In this context it must be remembered that also’a contract c oncerning ‘one single
Meinber State may fall under Art. 81 (1) EC Trea tgy and this even if the parties only belong
- to one member state. In the decision Hydrotherm™ regarding Regulation No: 67/1967, the
ECJ ruled that a GER also applies when a contract includes not 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. if by the li-
‘cense contract the theoretical possibility of importing from other Member States is limited or
prevented Art, 81 (1) is apphcable

As already menuoned the GER does not hold for pure markeung agreements the precondl-
tion being that the licensee manufactures the licensed products himself, or has them manu-
factured, and for agreemeénts solely for the purpose of sale®.:Also if more than two parties
are involved in the license contract, or the GER (Techriology) is not apphcable for some
other reason, a notification under Att. 4 of Regulatlon No 17/ 1962 i is necessary '

,(2) Clearance of llcense agreements Notlficatmn Procedure

For practlcal reasons it is generally recommended to stay w1thln the Group Exemptlon
Regulations and to include only the so-called "white clauses" from the list proposed by the
‘European Commission when formulatmg license contracts, and in any case not to hope for
an individual exemptlon of a clause which is expressly prohibited. An exemption procedure
is usually tedious®™ and even interim statements of the Commission that a certain clause "is

- & Recital -(6). A similar result already in Moosehead/Whitbread, 1990 OJ L 100/32 where an mdmdual
exemption was necessary. :

% See European Commission 1972 OJ EC L 143/39 - Raymnd/Nagoya.
~ ® See recital 4 GER (Technology); also Alexander, 17 IIC 1, 15 (1986).
8t rec1ta1 4 GER (Technology) see also Alexander, 17 IIC 1 15 (1986)

%16 IIC 598 (1935), see also ECJ, 27 September 1988 in 1988 NITW 3086, Wood Pulp
& See recital 8 GER (Technology). As to the respective nauonai authorities on the one hand and the European
Commission on the other hand, reference is made to Art. 9 (3) of Regulation No, 17. Thus the national authori-
ties have the power based on Art, 88 EC Treaty to enforce Art. 81 (1) of the Treaty as long-as the European
Commission has not initiated a procedure. The European Commission will inform the national authority when a
contract has been submitted, in order to clarify whether possible national requirements for application have been

fulfilled.

8 A procedure can take 4 - 5 years.
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possibly exemptable" provide little help, since with such a formulation it is implicitly stated
that a violation of Art. 81 (1) is present, so that the clause, at least without exemption, is not
enforceable in a:national court. According to a decision of the ECJ* the national courts
however are empowered to decide whether a clause falls under the automatic exemption of a
GER oris exe'mptable under Art. 4 of Regulation no, 17/1962, but cannot declare an exemp-
tion itself’’. This will however change in the future under the new pohcy of the EU Com—
mission.

If the requirements for the application of the Regulation as such are givén and no black

clauses-are contained-in‘the-contract;-the-parties-can-assume-that it is-exempted-without-the
necessity of notification to the Commission. If the coniract contains other clauses, which
must not fall, however, under the black clauses of Art. 3, it may obtain an exemption in ac-
cordance with Art. 4 of the GER (Technology), if it is notified with the Commission under
Reg. (EU) 3385/94. 'Ihe Commission has maintained for these situations the accelerated op-
~ position procedure’’ in accordance with which all notified agreements are presumed to be
exempted after four months, if the Commission does not oppose the exemptro 2. The
agreement must be notified to the Comrmssmn in accordance wrth the prowsmns of Regula—
tlonNo 17/62 o e

Both suies of a hcense contract should be aware of the fact that any v101at10n of the competitron
rules, especially violations which have already been dealt with in former decisions of the Euro-
pean Commission, are subjectto considerable fines™* up to 1 Mio € or beyond, namely up to

10 % of the yearly turn-over of the respective companies’"; An unequivocal clearance under the
competition rules is therefore in the interest of both partress'6 because in the case of disagreement
each party has the possibility to prevent the enforcemcnt of the contract by bnngmg it to the at-
tention of the European Commission. -

If a license contract contams clauses which fall under Art. 3 ("black clauses"), thls means

(1) that the 11cense contract is not exempt, - :
*(2) that there is no accelerated opposition procedure
+:(3) that the Commission can impose fines for antitrust

'violation, if the agreement is not notified””.

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

% As to the respective national authorities on the one hand and the European Commission on the other hand,
reference is made to Art. 9 (3) of Regulation No. 17 and the Announcement of the Commission of 13 February
1993, 1993 O.F. No.C, 6. Thus the national authorities have the power based on Art. 88 EC Treaty to enforce
Art. 81 (1) of the Treaty as long as the Buropean Commission has not initiated a procédure. The European
Commission will inform the national aunthority when a contract has been submitted, in order to clant‘y whether
possible national requirements for application have been fulfilled. .

%1 See for details on notification, exemption and opposmon procedure Pagenberg/Geissler, License Agreemems
p- 37 et seq. notes 20 et seq, :

%2 Art. 4 (1) GER {Technology); under the GER (Patents) the opposition penod was six months

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

% A fine can nio longer be imposed, if the agreement is notified. -
95 See Art.- 15 (2) of the chulahcn No. 17.
% Cf. for details on the notlﬁcation procedure infra chapter 2.

97 Reference is made here e.g. to the decision of the ECY with respect to the inclusion of 2 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 under Art. 4 of Régulation No. 17/62 must equally be made
if it is assumed or even obvious that Art. 81 (1) EC Treaty is as such applicable but reasons
for an exemption under Art. 81 (3) are given. These reasons are specified in Axt. 81 (3): the
agreement should bring about an improvement in the production or distribution of goods or
the promotion of technical advance. :

Also the fact that customers adequately participate in the improvement and the clause which
.18 limiting competition. is. necessary. for this purpose, and._finally that the contract:does not

Py

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). In view of the effect of notifi-
cation: that the Commission is prevented from imposing fines, the application procedure is
always recommendable if the agreement does not cleatly fall into one of the exempted cate-
¥ gones and only contains exempted clauses™®, Co : : :

The notlﬁcatlon procedure accordmg to Art. 81 (3) can elther be a so-called negatzve clear—
ance or an exemption. With the negative clearance the applicant knows for certain that the
contract filed does not violate the prohibition clause of Art. 81 (1) EC Treaty. It should be
.. noted, however, that the Commission in accordance with Art. 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 (1), or if the contract is exempt due to a group exemption in accordance with
- Art. 81 (3)”. The request for negative clearance requires an explanation by the applicant
. -why he considers-that Art. 81 (1) EC Treaty is not applicable. The reasons should state that

no sensible prevention or restriction of competition is intended- or that the. trade between
member states is not sensxbly obstructed

The nouﬁcatlon must be made ona prescrlbed form which has been pubhshed by the Com-
mission'® and requires a detailed explanatlon on the contents of the 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 ECJ of Art. 28, 30 EC Treaty and its distinction between
the guaranty of the existence of an 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 guaranteeing the existence or the specific object of the licensed right.
If the answer is no, the Commission applies a two-step test: (1) does the clause (or conduct) _
have the effect of preventing, restricting or distorting competition within the Common Mar- |
ket, and (2) if so, does the conduct nevertheless have overall a pro-competitive effect be-
cause it contributes to promoting technical or econoriic progress, so that an’ exemptlon un-
‘der Art. 81 (3) is possible. -

“If a clause violates Art. 81 (1) and it is not accessible to exemption, 1t follows from the
wording of Art. 81 (2}, that the agreement on the whole is invalid. Accordmg to general

intoa license contract in the case Windsurfing International 17 1IC 362 (1986).

% Cf. for a checklist as fo the exemption regulations at the end of this chapter.

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

1% Form A/B OJ EC L 240/1 of 7 September 1985.

T
I
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practice.of the Commission and the ECJ only invalidity of the restrictive clause is assumed
and the. questlon of the validity of the rest of the contract is left up to the judgement of na-
tional courts'”’. Despite the wording of Art. 81 (2), contracts which fall under Art. 81 (1) are
not invalid from the start, moreover, the ECJ assumes that such contracts when filed at the
European Commission are to be seen as being preliminarily binding (and therefore can be
enforceable) until 2 negative or positive decision of the Enropean Commission is issued’

The European Court of Justice in the decision Windsurfing _Intemationa11°3; has also ruled in
recital 95 et seq. that it is not to be examined whether a clause restricting competition is also

suited. to-influence the competition. in the. European-Union, when. the -entire-agreement-does
this; the subject of examination is therefore always the license contract as a whole.

(3) Case law of the Commlssmn

With respect to the more recent practlce of the Comm1s31on one mlght gam the nnpressmn
that the latter is inclined to grant negative clearance by applying a rule of reason. This policy
is reflected in the Commission's Notice concerning the assessment of cooperative joint-
ventures under Art. 81'™, In the Notice categories of joint-ventures are mentioned which the
Commission regards as falling under Art. 81 (1), but for which it would grant a negative
clearance automatically.

In the Magili'” case the Court of First 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. 81
and 82 will override any provision of national intellectual property law.

A similar approach was taken by the Commission in the Fyffe vs. Chiquita'® 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 fiunction of the relevant trademark rights. The same rules are of course applicable
to the exercise of patent rights.

[

: (4) Contents of the Exemption Regulations

In the following first the GER (Technology) is discussed which in practice is the most fre-
-quently used. In the GER (Technology) in Art. 1 those clauses are listed which restrict com-
petition, however are exempted, since they generally contribute to improving the production
of goods and to promoting technical progress (so-called white clauses).

-In Art. 2 those clauses are given which according to the view of the Commission usually do
not fall under Art. 81 (1), i.e. do not restrict competition, but are included as “white” clauses
for reasons of legal certainty.

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

192 Buropean Commission 1 C.M.L.R., 1, 27 1962 - Bosch; see also Beier with further references,
3IC 1, 34 (1972).

103 17 IC 362 (1986).
104 Nouce of the EC Comnussmn No. 93/C 43/72
105 (1991) 4 CMLR 745.

106 9 HC 603 (I978)-United Brands. |
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‘Art. 3-of the GER (Technology) contains those clauses which accotding to the opinion of the
Commission fall under Art. 81 (1) EC Treaty and should not be included into license agree-
‘ments if these are to benefit from the block exemption (so-called black clauses). Some of the
‘ules under Art. 3 would fall under the concept "misuse of patent” according to US legal
norms'"”, In contrast to the former GERs the so-called black list of Art. 3 has been shortened
considerably (from 11 to 7 provisions), and the white list has been extended and improved.

Market share criteria as a condition of the benefit of exemption are now found in Att. 7'%,
which authiorizes the Commission to withdraw the benefit of the Regulatlon if the 1t can

show.an: ant:l-competltlve eﬁ‘ect because of some market pnwer

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.

197 See Venit, 18 IC 1, 32 (1987).

18 See Berman/Humt, A nightmare in the making, 1995 MIP, 12 et seq.; Korah, The Preliminary Draft of a
New EC Group Exemption for Technology Licensing, 1994-EIPR; 263 et seq.; Whaite, The Draft
Technology Transfer Block Exemption, 1994 EIPR, 259 et seq.; Lieberkmecht, Eingabe zur zweiten
Anborung des Beratenden Ausschusses fii r Kartell- und Monopolfragen zu der geplanten VO zur
Anwendung von Art. 81 IIT des Vertrages auf Gruppen von Technologle-Transferverembarungen, 1995
GRUR, 571 et seq.

ST,
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-(5) Individual contract provisions .

(1) Exclusmty

In confomnty wﬁh the "Maize Seed“ de0151on dIScussed before, 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 (I) EC Treaty, if they are

-concerned with the introduction and protection of a new technology in the licensed territory.

Under the GER (Technology) this is not only the case by reason of the scalé of the research

P .

particular inter-brand competition. As a general recommendation, to be on the safe side, ex-
cluswe licenses should generally be drafied by including the exemptable clauses of Art.1
GER™. An exclusive license however is not exemptabie if the licensor donnnatcs the mat-

-ket in: the sense of Art. 82 EC Treatylm

"The exemptlon rules for territorial I'GStI'lCth]]S are found in Ats. 1 (1) No 110 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

‘ot 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)111 ‘Where the agreement is a pure know-how li-

censing agreement, the. period for the exemption may not exceed ten years (no. 1 to 5) and
five years (no. 6) from the date when the licensed product is first put on the market!2. In -
case of a mixed patent and know-how licensing agreement, the exemption for nos: 1 105
holds for as long as the licensed product is protected in those Member States by such patents

" if the duration of such protection exceeds the periods specified in Art. I (3) GER (Technol-
_ogy)1 13 Tt is to be noted that a know-how license which is territorially restricted is not:auto-

matically exempted when the license: contract only covers a small technically limited portion
of the protected knowledge''*. The Commission however considers such a know-how agree-
ment as exemptablc even when an absolute territorial protection results, if the introduction
or expansion of a new and rapidly changmg technology is made easmr ina market Whlch is

served by only a few producers. . -

(if) Royaltie_s

As a general rule it should be noted that antitrust law provisions do not allow that the parties
extend competition restrictive obligations, including the obligation to pay royalties on to
embodiments which are not covered by the scope of patent protection''®, In the Windsurfing
case, the argumentation of licensor was rejected by the ECJ, that the total unit surfboard and
ng represented a simpler calculation method. In practice, surfboards and the remaining parts

199 Cf. the exemption of an exclusive know-how license of limited duration by the European Commission in
the decision OF EC 1987 L 41 Mitchell Cotts/Safiltra as well as 20 mnc 703 (1989) Delta Chemze where
the necessity of individual exemption was expressly stated.

110 See Buropean Commission, 20 TIC 684 (1989) - Tera Pakl. - - -

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

112 See Art 1 (3) GER (Technology).

113 gee Art. 1 (4) GER (Technology) where the exemptlon period for point 5 is reguiatcd

114 European Commission, 1986 OF L 50 - Boussms/lnterpaue.

115 See already under German law BGH 1979 GRUR 308 - Ampuﬁ?mnat jﬁ r Schaltgase and 13 IC 645
(1982) - Rig.

which has been-undertaken; but-also by-reason of the increase-in-the-level-of competition; dn -
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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 Nagoya''® the European Commission found a minimum
royalty clause to be admissible. Like under the former GER (Patents) under the GER
: (Technology) a minimum royalty clause and also agreement on a minimum number of use
acts 1s. per1_'mss1ble11 The agreement on a minimum royalty or a minimum number of use

~operations may however not lead to a restriction of the licensee in his business activities in

the sense of Art.. 3 No.:2. In the view of the. Comm1ssxon, th1s Would be an extreme case, s0

-thatArt 2 GER generally a})phes1 8
'(111) No-contest clause

F ora long time a no-challenge clanse has been regarded by the Commmswn as a violation of
Art. 81 (1) EC Treaty'"®. The reasoning was that the obligation not to challenge has an effect
‘on intra-community trade, which under the practice of the Commission was to be assumed if
- purchases in another Member State of the European Union are potentially made impossible.
Under European law, therefore, at best the obligation of the licensee was regarded as per-
-missible to-assist the licensor against an infringer of the l}ga tent/utility model'*’. This practice
-was confirmed by the ECT in the Windsurfing decision’“". The ECIJ. deterrmned in this case
.that a no-contest clause does not belong to the sub_]ect matter of a patent. . = :

In a later declsmn122 the ECJ however dlﬁ‘erentlated in the sense that the apphcatmn of ArL

-81(1) 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 of competition does not exist just
as in a case of a royalty bearing license which relates to a technically non-state-of-the-art
-process, which the licensee has thus not utilized. In contrast to the GER (Patents) in which a
no-challenge clause was prohibited'®, the GER: (Technology) has transformed it into a grey
clause and provides an exernption for it under Art. 4 (2) b if the 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 of a promise not to challenge. -

The GER (Technology) and the rules concerning the exemptlon of a no-challenge clause are
not apphcable to dlstnbutlon contracts 124

.‘(1v) Obllgatlon to use

116 1972 CMR 9513; Burroughs/Geha 3 IIC 259 (19’72), Europeau Court of Justlce 17 IIC 362 '
- (1986) - Windsurfing International. :

17 Qee Art. 2 (1) No, 9,

us E g a paymem provision whxch extends beyond the term of the patent term is acceptable where the license
was granted before the patent filing, 22 IIC 61-(1951).

1% See European Commission 3 HC 52 (1972) - Davidson/Rubber; 1972-0F No. L 143/39 - Raymond/Nagoya;
10 TIC 475 (1979) - Vaessen//Moris, Cf. also Art. 40 (2) TRIPS Agreement.

120 See Art. 2 (1) No. 6b GER (Technology).
121 See 17 IIC 362 (1986) - Wmdmrﬁng International.
22 By 21 HC 212 (1990) Promise not to challenge.: -
123 See Art. 3 No. 1. l‘

124 §ee GER (Technology) recital 8.
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In the case of a 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 of a
minimim royalty can be agreed upon as well asa right-of termination by the licensor, if cer-
tain minimum sales have not ‘been reached. Under European law, the obhgat:lon to use is
even possible by an agreement on the minimal number of acts of use'?, oo

An agreement on a maximum production or to-supply only a limited quantity of the licensed

products to.a parlitggllar customer is only permissiblé within the limits of Art. 2-(13) GER

("second: source")'®, i.¢. it-is-not regarded as. restnctlve :if the. hcense Was. granted in order
0 pr0v1de the customer Wlth a second source of supply 7 ' o

(v) Prlce-fixmg

Under the GER a price ﬁxmg—clause is among the proh;blted clauses *, and therefore an in-
dividual exemption would be required, which however would rarely be granted. A price fix-
ing clause coupled with an export prohibition has been found detrimental to free trade by the
ECJ due to this coupling, however the clause was still exempted, because Art. 81 EC: Treaty
reqmres an appreczable mﬂuence on ﬁee h‘ade which was not found in that case'®,

(vi) Labe]lng

A provision prohlbltmg the hcensee to use h1s trademark or. }us company name-is accepted
by the Commission, if the licensee has the right to refer to himself as the producer'’. The
EC]J holds it however inadmissible to obligate the licensee to attach a license label to a part
of an 31?em ‘which is ﬁ'equently sold as a: unit' whmh 1tse1f is not.- covered by the patent

. (vn) Qua]lty Control

A nght of tennmatlon may be agreed upon for the 31tuat10n in wh1ch aﬁ:er a wntten request
to achieve the required standard of quality and after the expu'atmn of the term-therefor the
licensee has not reached the reqmred quallty standard. The term in this case has to be suffi-
cient and reasonable. Such a provision is-also-permissible under the GER'*, Not permissible
is an obligation of licensee to restrict production to one specific plant for the produced items
as a control right of licensor in order to maintain quality to supposedly avoid copying prod-
ucts by other licensees'™>,

125 CF, Art. 2 (1) No. 9 of the GER (Technology). .
L6 g Art 3 No 5 of the GER (Tec]mology)
2 Art 21 No 13 GER CTechnoIogy)

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

129 BCY 19 TIC 664 (1989) - Plant Seed License.

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

- 131 See ECT 17 IIC 362 (1986) - Windsurfing International, in that case Iabeling on a non-protected surfboard.

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

133 S0 BCY 17 IIC 362 (1986) - Wt‘ndeﬁng International,
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(Vm) Grant back for changes and lmprovements of the mventmn by llcensee

An agreement of a royalgz ﬁ'ee right of hcensor to use mprovement mventrons of the l1cen-
see or an obligation of licensee to assign the improvement or an use invention t6 licensor
generally represents a restriction of competition of the licensee and is also among the pro-
hlbll:ed clauses in accordance with the GER (Technology)!**.

An obligation of licensee to grant licenses for improvement inventions ("grant-back clause")
is-however admissible, if the licensor, too, enters info a correspondmg obligation and in case
of severable improvements the license is nonexclusive’”, Also the respective: license: condi-

T,

tions have to correspond, i.e. the licenses either both have to be free or both have to be roy-
alty bearing Furthermore, if the licensor in the case of a 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 use'>®, An obligation by licensor to' inform
licensee about mod1ﬁcat10ns and improvement inventions is generally not recognized as re-
stricting competition'’; Conversely, for the validity of a licensee's obligation to inform

about nnprovement mventlons there must be a correspondmg obhgatmn by the hcensorm

. (lx) Tle-m of supply (Obllgatmn to purchase)

Such a clause also known as procurement of goods' and Services whlch are not necessary for
a techmcall?z satisfactory exploitation of the licensed technology has been transformed into a
grey clause'*. Under the former GER (Patents) this clause was contained in Art. 3 (9) asa
black clause. Under the GER (Technology) a tie-in clause may now: be notlﬁed for an ex-
empnon with the. Conmnssmn under Art 4 (2) a GER :

Under the former practlce of fhe Cormmssmn an obhgatlon to ‘purchase parts whlch do: not :

- fall within the scope of the patent represented an illegal extension of the patent monopoly by
contractual means'®. 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 exploitation act which does not fall under the scope of the
patent - does not represent an acuwty Wh1ch is royalty beanng or wlnch requlres permlsswn

_bythehcensor . AR o Sy ;

A txe-m clause is pemuss1ble under antitrust law, lf the parts to be purchased would constl-
tute a‘contributory infringement if used by a third party. There may be an abuse of the con-
trol right of the licensor if he allows the use.of unpatented parts or their combmatron w1th

134 See decision of European Commission, 1985 QJ 233 - Velcro/Aplix and also Art. 3 No. 6 GER Cf also
Beier, 3 IIC 1, 23 (1972) and Art. 40 TRIPS Agreement. :

135 See Art. 4 (1) GER (Research), Art. 2 (1) No. 4 GER (Technology); Exropean Commission 20 1IC 683
(1989) - Rich Products/Jus-rol; European Commission 1972 OJ No. L 143 39 Raynwnd Nagoya

136 Cf. for a pure know-how license the decision of the European Comlmssron 1987 OJ No L 41 - Mztchell
Cotts/Sofiltra. _ .

37 See Ullrich, Intellectizal Property, p. 550.
138 See GER (Technology), Art. 2 (1) No. 4.

~ 1%%.Such a procurement clause used to be permlssmle only if justified or necessary; cf. now GER (Technology)
Art. 2 (I) No. 5a and Art. 4 (2a).

10 See European Commission of 10 Jamuary 1979, 10 IIC 475 (1975) Vaessen/Mons, also European Commrs
sion 1985 OF L 233,22 - Velcro/Aplix. s : ; ‘ :

:"// —\\
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patented parts only, if for these unpatented parts a royalty is also paldl“‘l 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)!*?

An obligation to purchase material for producing licensed products is o longer justiﬁed ac-

cording to the Commission when the basic patent has lapsed in the meantime and only im-

provement patents still exist. After expn*atton of the patents the license technology is free

—.for: usel43 e = N
‘(x) Non-Competmon C]ause |

: A non-competltlon clause is hsted il the GER among the prohlblted clausesm If the pl'Oh]-

bition of competitive-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
knowledge conveyed is not used for competing products . 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 productlon faclhtles
which they had built with conmderable investments' o : :

(xi) Use restrlctlons

"Accordmg to the GER (Technology) a use restriction to spemfic ﬁelds is permlssfo}e147 This

is, however, only the case if it does not result in a restriction of customers'*. An obligation
on the licensee not to use the licensor’s technology to- construct facilities: for third parties
does not constitute an unlawful restriction of competition'*, Among the reasons for the ad-
missibility of this competition-limiting clause is that the licensor can have an interest fo limit
the use of the special information he supplies to the manufacturer to the products of the
agreement. This condition does not exist if the licensee already has the information required
to produce the desired products or artlcles because then he would be Innlﬁed in hls own eco-
nomic acuwtleslso P ‘ ‘

1 See ECY 17 IIC 362 (1986) - Windsurfng Internasiona. .

2 ECJ 17 TIC 362 (1986) Wmd.s‘wﬂng Intematwnal

3 1985 OF L 233, 22 - Velcro/dplix. With respect to such an obligation for know-how hcensmg agreements
see also European Commission 16 IIC 206 (1985) - Schlegel v. CFIO.

. 144 See Art. 3 No. 2 and 4, and also Europear Commission 7 IIC 286 (1976) - AOIP/BEYRARD; 9 IIC 184

 (1978) - Reuter/BASF; 1987 OJ L 41 - Mitchel Cotts/Sqftitra for the case of a- "mtegrated mdustrxal coop-
eration” in case of a joint venture, :

% See also European Commission 20 IIC 703 (1989) - Delta Chemie, Ast. 2 (1) 3 GER. -

1 European Comumission 1987 OJ L 41, 420 - Mitchell Cotts/SoﬁItra -

147 See Art. 2 (I) 8 GER ('I‘echnology)
148 See Art. 3 No. 4 and Art. 2 (1) No. 8 GER (Technology).
49 See Art. 2 (1) No. 12 GER (Techaology).

150 See GER (Technology Transfer Agreements) Art. 2 () 1, as well as the decision of the European Commls
sion 1987 OT L 41, 418 - Mitchell Cotts/Solfiltra. . . L
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‘A use prohibition after the terminati‘oﬁ of the agreement however would only be exempt if
the license a'Freement ends prior to the expiration of the patents or if the licensed know-how
is still secret’™’. T I O

(xii) Term of Agreement
An exclusive pétent license agreernent expires at the latest with the expiration of the last of

the Ycensed patents. A duration past that point and an obligation to pay royalties is admissi-
ble under antitrust law only if in addition to patents also secret know-how has been licensed

or if of several licensed patents, only one has expired or is declared invalid. The initial dura-
" tion may be automatically extended by the inclusion of any new improvements-conimu-
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 of the initial term of the agreement and at least every three years thereafter'~, If no pro-
-vision has been made in the contract for such a situation then the question of a reduction of
‘royalties based on contract and antitrust law depends upon the importance of the invalidated
-Vpatenltsfor the activities of licensee, so that in a-given case the royalty may remain as agreed
upon'>, C e . R

The Commission in the decision Henkel/Colgate'* held that an obligation to pay royalties
beyond the duration of the patent is inadmissible, while a 50% reduction was considered ap-
propriate if know-how was still used'>. The ECJ held in its decision Kai Ottung v. Klee &
Weilbach™® that a contractual obligation under which a patent licensee is required to pay
royalties for an indeterminate period of'time does notinitself constitute a restriction of
" competition within the meaning of Art. 81 (1) in-a case where the agreement was entered
into. after the patent application was submitted and immediately before the grant of the pat- (
ST S A o _ MO .

According to a decision of the European Commission'’ an exclusive patent license falls

~under Art. 81 (1) 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 of other exclusive -
licensees. An exemption under Art. 81 (3) EC Treaty is also not possible when the concemed
products are manufactured only according to the expired basic invention, but make no use of
the improvement invention. If the contract ends prior to the expiration of the patent or one of
the patents licensed, then licensee has no right to continue the exploitation of the patent, A
corresponding provision is also admissible under Art. 2 (1) 3 GER (Technology).

- 131 See the preamble of the GER (Technology) ‘recital 12, and Art. 2 (1) 3 GER. Cf. also ECJ'22 IIC 61
{1991)-Licensing Agreement, ' RN '

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

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

134 1972 GRUR Int. 173.
155 Burroughs/Geha 3 IC 259 (1972). ( )
1822 1IC 61 (1991) - Licensing Agreement.

7 1985 OF L 233 - Velcro/Aplix.
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Conversely, an agreement of payments after the expiration or invalidity of the patent is nor-
mally among the prohibited clauses'*® unless the continued payment resen_ts a staggered
royalty payment for the period of the validity of the licensed technology ™. The licensee can
be obliged to keep paying royalties until the end of the agreement independently of whether
or not the licensed know-how has been disclosed'®’ The European Commission bases this
on the advantage which the licensee has over competitors'®!. The duration of the exemption
as far as competition restrictive clauses are concerned is regulated differently in Art. 1 (2)
GER (Technology) depending on the respective clause and the type of agreement patent li-
cense, pure know-how license and mlxed agreement

E .(xm) Conﬁdentlahty obhgatlon

.Under the GER a conﬁdenhahty promise is also- adrmssrble if it exceeds the tenn of the
.-agreement 192, 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 apphcable when the hcensed

e know—how becomes pubhc knowledge

L -.(IVX) Asmgnment and subhcensmg |

Asmgnment and subhcensmg by a hcensee can be excluded partlcularly 1f there 1s, a terri-

: torial division within the protected territory, which could be counteracted in the case of an

assrgnment or a sublicense by third parties. From an antitrust viewpoint this poses no prob-

158 E‘uropeau Commission, 1985 orL 233 2- Velcro/Aplix.

1 See GER (Technology), recital 21, and the decisions of the Européan Comnuss:on 1986 OJ L 50"~ Bous-

 sois/Tnterpane; see also the decision Rich Products/Jus-rol in 20 IIC ‘683 (1989); Ullrich, in Jnrellectual
‘ Property, p. 550, even sees no conflict with Art. 81 (1) due.to agreements on payment modes; for .the
practice of the Enropean Commission see also Venit, 18 IEC 1, 20 (1987).

1 See GER (Technology), recital 22, Art2 (1) No. 7.

16t sﬁe At 2(1) No. 7 GER (Technology)

162 See Art, 2 (1) No. 1 GER (Technology); see also the dec1s10n Mittchell Cotts/Soﬁtra 1987 O L 41.

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




34

g b)GER (R&D)

COMMISSION REGULATION (EC) No 2659/2000 of 29 November 2000
“ on the application of Article 81(3) of the Treaty to categorles of research and devel-
'-"opment agreements ' :

(1) General

Generally, under the opinion of the European Commission, only such provisions are capa-

ble of exemption in a cooperation agreement which are indispensable for the realization of
the goals of Art. 81 (3) EC Treaty'®*. An important 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 fo do research in the ﬁeld of the agreement so that com-
. peting products would be avallable i ~

At the beginning of 2001 the EU Commisswn 1ssued a‘new group exemptlon regulatlon

for cooperation agreements in research and development. This regulation will be cited in

the following as GER (Research), see infroductory notes 7 et seq. supra. The group exemp-
tion for such contracts applies only to the cooperation of competitors, who together have
-“not more than 25 % of the market share, and to cooperation between non-competing enter-
. ptises without market share threshold for a period of initially 7 years following the com-
pletion of the reséarch 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 w1th 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 (1) 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 apphcatlon 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 16 IIC 204 (1985) — Rockwell/Tveco; 16 IIC 202 (1985) — VW/MAN; Car-
. bon Gas Technology; 16 IIC 203 (1985) —Continental/Michelin; 20 IIC 515 (1989) —
- BBC/NGK Insulators; EC Comm1ss1on 1991 GRUR Int, 114 Elopak, 1992 GRUR Int,
522.

While the EU Commission has been reluctant to extend the contractual :a‘greement 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 cooperation in the produc-

164 See Eurapean Commission 16 IIC 206 (1985) - Rockwell/veco. - -
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- tion phase as necessary. Under certain circumstances, this is even the case for financially
- strong companies, see Commission 16 IIC 203 (1985) — Continental/Michelin. 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 effectrve research and devel-
- .opment (c.f. Recital 12, GER (Research))

For the purpose of snnphfymg the official control and the legal framework, not only the

- filing and opposition proceedings have been abolished, but also the old GER (Research)

~-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 clause (Art. 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 exernptlon are

-a) access of all the contracting partles to the results of the Jomt research and development
- (Art. 32)),
'b) the possibility of independent explortatlon of the results obtamed 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 1f the contractlng partners are not compet-
*ing enterprises (Art. 3(3)),
-:¢) the joint e xploitation of results that c ontribute substantially to techmcal or economiic
progress and which are of decisive 1rnportance with respect to the manufacture or use of
‘the contractual product, and
_d) in the case of a division of fiinctions, all the supply contracts of all the GOntractmg 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. grantmg (restncted)

" 'exploitation rights.

- The decisions of the Commission, but even more so those of the nauonal courts or the
“EC]J, rendered in particular as a result of private law proceedings, will show which con-
“tractual licensing condltlons satisfy the requrrements of these conchtlons for exernptron

o 'The so-called black-list clauses of the GER (Research) are contamed 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 (At 5(1)(f)) excludmg the proh1b1t10n

of passzve 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 prcducts which have been developed under the re-
- ‘search program are not exempted There is however an exception: if joint 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 IC 739 (1979) — Beecham/Parke, Davis. The EU Commission requires that
the parties act as far as possible as competitors, particularly regarding the pricing of prod-
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) - BBC/NGK Insulators.




36

- Most decisions of the EU Commission regarding joinf ventures have indicated a-generous
-. - interpretation of the exemption requirements. In the decision Olivetti/Canon, the-coopera-
.. tion as a joint venture for developing copiers, telefax machines and laser printers was ex-
_empted, because a transfer of modern technology occurred from Canon to Olivetti was re-
garded as profitable for the European market. The confract 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, IP (87) 607)

The Comrmission argued in a similar way in a decxsmn for an extension of an exemption,

. which had already been granted in 1977, Despite the fact that the coordination of research,

ST

. _productlon and marketing activities represenfed a competition resfriction 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 competztors (Press Release 1P
+.(87) 606). . . : : L _

- IV Art. 82 - Abuse ofa dommant pos1tlon

| Cntena for the determmatlon of a dommant position are the market share and factors like
the technological lead of an undertaking and the absence of potentlal oompetltors165

- Violations under Art. 82 concern the rrnposrtlon of tmfarr-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 cammot as such be regarded as an
abuse under Art. 82. Higher distribution costs especially with respect to language adapta~
- tions a111(16 the smaller markets in Europe cannot be compared with a distribution situation in
the US'® : :

The ECJ has repeatedly underlined that an abuse of a dominant position refers not only to

. practices which may directly prejudice consumers but also covers conduct which caunses

-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 ECJT has also taken into account that the company was capable to

.« preclude any altempt of compet[uon due to 1ts excellent distribution and marketing orgam-
- zation, . _ :

In splte of heavy competmon in both areas of hardware and software the Commission
considered in Computer Land that aIready a market share of 3 to 4 % was significant'®’.
_.Since an abuse under Art.. 82 requires a dominant position it mostly comes back to the
. definition of the 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 certainly elements which speak against market power of even the biggest manu-

185 BCY of 13 February 1979 - 10 1IC 608 (1979) - Hoffinann-LaRoche.
166 Cf, also the legal and econormic consideraﬁons 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 substantial'®®

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 acqulsmon have
the effect of hindering the entry of new competltors and thereby weaken competition'®.

H /"\\\

Inan Enghsh case' ™ 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 of a 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

17 Philips Electronics NV v. Ingman Ltd







