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| -'_.I. Introductmn

:EU hcensmg law is part of the oompetmon law and must be lmderstood as the
. equivalent of US antitrust law. It is important for the marketmg of products in

s parucular Wlth mspect to-the follomng smmnons

E ;= for the. oonclusxon ‘of dlslnbut:on and/or hcensmg agreements between’ manufac :

. -,--rmrers/patentees-andwdlsmbutors!-heensees»fep ‘which-theknowledge-of the*bound-

TN

aries of contractual freedom is necessary. The competition rules, Arts, 81 and 82 as
~ well as Arts. 28, 30 EC Treaty which are interpreted as guaranteeing the free flow of

goods and services, are part of the public order of all Member States and cannot be

circumvented by a choice of law rule referring to a non-member country.

- for the enforcement of patents, trademarks, know-how or copyrights within the EU
which is governed by the principle of EU-wide exhaustion which means that one
lawful sale in one Member Country, i.e. normally a sale with approval of the right
holder, precludes 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 (ECJ) exist which define the impact of approval or authorization'.

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

exemption regulations and their significance for the drafting of agreements will be
- discussed.

. IL Case law of the ECJ on the enforcement of industrial property rights
- Applicability of Art. Art. 28, 30, 85 EC Treaty.

The general rules under Art._28, 30 EC Treatv are that restrictions of the free
movement of goods and services are only justified for the protection of industrial
and commercial property and do not constitute a means of arbitrary discrimination
nor a disguised restriction on trade between the Member States. Industrial property
rights which fall under Art. 30 are patents, utility models, plant variety rights,
. industrial designs, marks (trademarks and servwe marks), trade-names, geographic

indication of source and appellations of origin®.

The most important doctrine developed by the European Court of Jusuce concerning

the distinction between admissible and inadmissible import or export restrictions
was the differentiation between the existence and exercise of industrial property

ﬁghts, where the existence of the right was goaranteed, but the exercise could be. . .

' From the pertinent literature see Reimer, 12 FIC 493 (1981); Relsch, 13 IC 415 (1982); -
Ubertazzi, 1984 GRUR Int. 327; Walter, in: Cornish, Copyright in Free and Compemve
Markets, Korah, An Introductory Guide to EC Competition Law, 3rd ed.. 1986 : ST

® Cf. Beier, Industrial Property and the Free Movement of - Goods' -in-the Internal
_ European Market, 21 TIC 131, 145 (1990)

-Seite 3
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regulated. In several decisions the Court has defined this doctrine. The typical
example of what the ECJ does not regard as belonging to "the specific gubject
matter” of a trademark or a patent was to stop parallel imports of genuine 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 greater extent-on the

“clearer concept of improper use of industrial property rights, which would be-given
in case of discrimination or an artificial partition within the Common Market’. The
.- typical case of an. :mproper use of industrial property rights consists in the attempt to

y ,ﬁ_',,‘enforce vertical price maintenance and. distribution systems, while their proper use

- " and main purpose consists in preventmg the dlstnbuuon of mﬁ-mgmg goods5

} Cf. Beier, Industriol Property and the Free Movement of Goodr in the Internal
EuropeanMarket 21 ucm 148 et 5eq. (1990) _ Ll _

‘ECJ 14 nc515(19s3) Keurkoop . Namyl(ean Ggicmmn
* See Beier 21 IIC 131, 152 (1990) e

‘Seite 4
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1. Trademark and Competition Law

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

~':.a)Sn'ena o

~:"-One of the basic decisions on the concept of free ﬂow of goods was. the Sirena

P

decision” which concemed a case of paralle] trademark licenises in different coun- -
tries ‘of the EU. One of the licensees’ ob_]ected against the _importation into his
territory of products originally marketed by one of ﬁle other licensees.

* ~The ECY argued that if the right to the !radema:k has been obtamed by contractual
© 'agreement among the panmc concerned, Art. 81 (IYEC Treaty is apphcable, e
- market sharing under sub-par. (c) constitutes a violation of the competition rules,

 even :fsuch agreementshavebeenentm'edmto befomtheenn-ymto forceoftheEC
o "Trenty . _ o . .

For the determination whether also ‘a “violation ‘of Art. 82 EC 'I'reaty is gwen, the ﬁwt that a -

. - trademark can be the basis for an injunction against third parties is not sufficient; it must further be

examined whether the prerequisites for the application of Art 82 EC Treaty, namely a dominant

-position, a misuse of this position and the possibility o interfere with the trade among Member

States, are given’,

y b) Centrafarm vs. American Home Products®,

*'The trademark owner had marketed a pha.rmaczlmcal product in.. t'he 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
& "theUKatacheaperpnceandmsoldrtmtheNetherlandsaﬁcrhavmgchangedﬂxe

name of the Serenid trademark to the one more familiar to Dutch consumers,

Serestra.

' The defendant referred t Aris. 28 30EC Treety and ths pnnc1p1e of the free ﬂow of

7 goods. He relied on the fact that the products had been marketed by the trademark
~ owner or with his consent, sothathls rights were exhausted. The Court decided that
o the dzfendant could not rely on the approval by the trademark ownet, since the sale
# " had occured under a different trademark. The only reservation which the ECJ made
" “in the decision was a warning that if the different trademarks in the countries.of the
“EU ‘were only used for the pmpose of pamuomng the markets, the rights pranted

unider Art. 30 first sentence would be regarded as a disguised restraint of trade in the
sense of Art. 30 second sentence and thus would lead o a dlsrmssal of an action for
an mjunctlon :

‘197 GRUR Int. 278

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

*ECJ 10 [IC 231 (1979)

? In the same sense already ECJ 7 1IC 275 (1976) - EMICBS

Seite 5
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c) Hoffmann-LaRoche vs. Centrafarm’

_This mscmﬁeﬁﬂmamwofmmchmncemedmewm
“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 Netherlands where those pharmaceuticals had been
repackaged after they had been imported from the United Kingdom. Centrafarm
- fixed the trademark Valium on the products together with the registration numbers of

ST

""'__::‘ongmal packages pm‘chased contained 100 and - 250 tablets :espectwely,
repackaged products were sold in packages of 1000 tablets.

The ECJ confirmed the injunction issued by the German Courts confirming that the
. exercise of d 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 & 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 propnetor has
- ‘__V.adopted, will contnbute to the arnﬁcml pamtlomng of the ma:kets between member

" states. .

" d) Recent Cases

More recent repackaging cases have been decided by the ECJ in three consolidated
decisions Bristol-Myers Squibb/Boehringer/Bayer v. Paranova, Eurim Pharm v.

L -_Be1ersdorf/Boehnnger!Famutaha and MPA Pharma V. Rhone-Poulenc“

. "The three cases all concerned imports of pharmaceutleals mto 'Denmark where the
- “importer had entu-ely repackaged the products and. aﬂixed the lrademark of the

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 speclﬁed and well-

- defined conditions. The ECT 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 aﬁixauon of new labels or the addmon of a new
' package insert will suffice. In any case the trademark owner may object, if the
'+ repackaging could impair the n:putanon of au-adema:k. The criteria applied seem to
- - "be somewhat vague so 1.hat conﬂlctmg declsxons of national Danish courts were the -
' 'result. o

e) Kaffee HAG
aa) HAG I

" An important influence on the case law of the ECJ conceming the free flow of goods
in the field of trademark law has for a long time been the case Hag I. It concemed a
situation of paralle] trademarks in Germany and Belgium of a German trademark

YECI9 HC 580 (1978)
MECI28 IC 715 (1997).

Seite 6
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-owner. The Belgian marks of the German company Hag had been confiscated after

| World War I and sold by the Belgian government to a third party which afterwards

- __ l_..‘."xdenucal mark if that mark had the same origin:"*

. 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 frademark owner, Van Zuyl_en, initiated
proceedings against Hag AG and the Luxembourg regional court referred the case to

. the ECJ for preliminary ruling. The ECJ decided that it was incompatible with the
free movement of goods to. prohibit the marketmg ofa product legally beanng an

'/“L“\‘A

:/4\'. o

The reasons of the ECJ were that the mforcement of the u'ademark would lead to an .

isolation of national markets, and although the indication of origin of a product may

" e regarded as useful, this could be ensured by means other than prohibition whxch

would affect the free movement of goods

;fbb) HAG I

- Five years after that decision the Beiglan 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, ie. the
" . reverse situation of the first Hag case. This time Hag AG attacked Sucal. Hag
o prevailed before the German courts, but the Federal Supreme.Court referred the case
. againtothe ECJ for preliminary ruling. .

" 'The ECY overruled HAG J'and stated that the doctrine of common"qrigin does not

constitute a legitimate rule of community law, since it would deprive a trademark of

... . its function to distinguish goods from those of a competitor. Where trademarks have
* .~ been divided against the will of its owner and in the absence of legal or economic

. links each proprietor may oppose the importation of goods with the identical marks

. within the territory of his own mark. The situation would be different, if there is a

"dependency through legal links", e.g. licensing arrangement by which one party

' _could control the use of the mark of another. As a result, the ECJ has given back to
the trademarks in the different countries of the EU their ongmal function as an
 industrial property right which can exclude the use by others™,

‘The same result was reached in a case of a voluntary asmgnments 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
CDrer

""" A German company, a leading manufacturer for pharmacy furniture, had founded

subsidiaries in different European countries, among them France. Over a period of
about ten years these companies had used the same company name with the

" ECJ 5TIC 338 (1977) - HAG

B See for an extenswe.commmtary on the case Joliet, Trademark Law and the Free
Movement of Goods: The Overruling of the Judgement in HAG 1, 22 1IC 303 {1981). Cf.
also thereafter the Jdeal Standard case for a voluntary ass:gnment, ‘where a]su m

- importation under the same mark was prohibited,

" ECJ 1994 GRUR Int. 614-Ideal Standard
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' ""i'eSpechve abbreviations and a common trading symbol "r+1"". After the

" bankruptey of the German parent company and the other subsidiaries the only still

" active company was the French subsidiary which already in the past during the co--
. existence of the German company had made deliveries into Germany. It continued
~ - such sales also after the German company had ceased its activities.

A competitor filed actions for unfair competition based on alleged confusion of

" consumers under § 3 of the Act Against Unfair Competition. The plaintiff's

argument was"that- German-consumers-who-in the-majority -only knew the-German
company, would be misled as to the source of the products.. The Munich District
" Court filed a request for a preliminary ruling to the ECJ, and the ECJ had to decide

- ‘whether the principle of free movement of goods took precedence over the national

" rules of unfair competition.

The defendant argned 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 irrelevant. The defendant also relied on

i “the fact that it would constitute a discrimination if imports and sales from France

" “could be forbidden on the only ground of a different origin of the products. Citing a
“ long line of case law it was pointed out that the ECJ had repeatedly confirmed the

" principle that obstacles to free movement within the Community can only be
accepted if they are necessary in order to satisfy mandatory reguirements relating to
the protection of public health, the faimess of commercial transactions and to the

e defense of cx:msumers"s

‘The ECJ primarily examined whether in the case of a pm‘ely nationa) 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.
Smcenosucheasecouldbecltedbyﬂleplmnnﬂ',ﬂneECJdeclm'edﬂ:autwasa
" discrimination if a misrepresentation were to be affirmed for a situation within

- - different member countries of the EU.

g) Pall

~ This reasoning determined already the otherwise not comprehensnble result in the
Pall case’’. The defendant in that case, an Italian company had used in Germany be-
hind its trademark the notice ® which has always been held by German courts to
constitute a deception of the consumer, if no trademark protection exists in
Germany. One of the reasons behind this case law was that German trademarks are

16 1IC 751 (1985) - r+ r with comment by Pagenberg at 754.

** 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 "ltaly", It is also questionable whether the Court has taken other
consequences into account would also the patent registration in a counky without
substantive examination be sufficient to use the claim "patented” without further
specification even if a more severe deception of the consumer, for whom a patented product
has a greater quality indication than a trademark, would result?

Y20 HC 799 (1989) - Pail
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“--. only registered after -a thorough examination 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 exists anywhere

within the EU, otherwise  separate packaging would be necessary for export
purposes which then would constitute a restraint of trade between Member States.

*ISE

SN

h) Cassis de Dijon

_ A decision which ‘exemplifies another Tine of arguments of the ECJ w1th r&cpect to
" the principle of "free flow of goods" and the interpretation of Arts, 28, 30 EC Treaty
" does not belong to trademark law. It 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. It concerned the importation of 2 liquor from

France into Germany with an alcohol content between 15% and 20%. The German

.. ..-government agency for the control of alcoholic beverages enjoined the importation,
" "because the alcohol content was not in conformity with, German Jaw. 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"exceptions of Art. 30.

" The German government had argued that the lower alcohol perccn’rages which are
7 allowed in ‘France may Jead 16 alcoholic consmnpuon 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

__hlgher percentage beverages diluted with water. or other soft drinks. Therefore the
S ;mport prohlbltxon consntut&s a vmlatlon of Art. 28 EC. Treaty :

" The ule l4id down by ‘the Court in this decision was that if a product is lawfully
“marketed in a Member ‘State, it can ﬁ'eely clrculatc in all other countries if there are -
““no urgent and high-ranking considerations for the protection of consumers which

Justify restrictions. A relationship with the exhaustion principle exists insofar as the
criterion in "Cassis de Dijon" is equally the lawfulness of the first marketing in one

" of the Member. Countries which detcnmncs the free ﬂow of goods throughout the
: Commumty

D Keck

In a later decision™ the ECJ has limited the "Cassis de Dijon" doctrine by refusing to
apply Art. 28 EC Treaty to national rules concerning sales methods ("selling
arrangements") if ﬂwy apply to all competitors on the market. A restriction of the

“free flow of goods is only given {and its admlssxblhty must be justified by public

interest), if the restrictions concem the presentanon of the goods as such, t.e. their

Cepern uc3s7(1930)-CassisdeDzjon )

* Cf. also ECJ 21 IIC 692 (1990) - Import of Pharmaceuticals, for the private importation -~

of drugs by an mdmdual.

ECJ of 24 November 1993 25 lIC 414 (1994)-Keck
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. 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 apphcanons for

. prelumnary ruhng on the basis of national unfau- compeut:on laws,

j) The Silhouette Case

A 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 preliminary ruhng under Art. 177 on the

' interpretation of Art. 7 of the Harmonization Directive®. Art. 7 provides for an

" " exhaustion of rights for goods ‘which have been marketed by the proprietor or with
e '-his consent in the Europea.n Coﬁiinunity or in the European Economic Area.

3 ‘Sllhouette manufactures high price spectacles which are marketed world-wide and
- are normally sold by the producer to opticians. Ha.rtiauer the defendant in this case,
+ " is a low-price chain of distributors, which is not being supplied by Silhouette
- because of its ow price policy. Silhouette sold ca. 20.000 out-of-fashion spectacle -
frames to Bulgaria for export in that country. The agreement with the Bulgarian
' "company contained an export prohibition 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 commerclallzed w1thm the EU w1th the consent of the
. trademark Owner.

* Sithouette lost in two 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 prmcxple of international
+ ‘exhaustion in Austrian law it stayed the proceed.mgs and refened the case to.the ECJ
S wuh the following questmn : ,

Is Article 7 (1) of the First Council Directive cyf 21 December 1988 to apprnx.rmate the
laws of the member states relating lo trademarks t¢ be imerprered as meaning thai 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
comiracting state?*,

_ 2 Art. 7:(1) The trademark shall not entitle the propnetor to prohlblt lts use in relation to goods which
have been put on the market in the commumty 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
commercialization of the goods, especiatly where the condmon of the goods is changed or unpalred
after they have been put on the market. :

" ZThe second question submitted to the ECJ by the Austrian Supreme Court reads s 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? -

: Seite 10
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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 functioning of the internal market, and that different exhaustion rules would give
rise to barriers to the free movement of goods. It therefore afﬁrmed the pnncrple ofa

Europeau-mde exhausuon for trademarks in: the EU

B Cf. Also Federat Gennan Supreme Court 30 [IC 2]0 (I999)-Mex1t|l for a repackagmg case, and French
Supreme Court 30 IIC 325 (1999)-Ocean Pacific _
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2 Patents
a) Sterlmg DmglNegram o

" One of the landmark cases in patent law was the decision Sterhng Dmg" 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 pharmacentical product which was manufactured under

thiése patents was marketed by the patént owner and its stbsidiariés i those coun-

" tries. Centrafarm had taken advantage of the price difference and had imported the
products from one member country into another. The decision re-affirms the basic
rules of exhaustion which are today common gmund for all considerations of
marketing and licensing within the EU, therefore it is interesting to cite some
excerpts from this decision®:

It is clear from Art. 36 (sic}, in particular its second sentence, as well as from
the context, that whilst the Treaty does not affect the existence of righis
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 daffected 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 in fact only admits derogations from the free
movement of goods where such derogations are justified for the purpose of
safeguarding rights which constitute the specific subject matter of this prap-
ery.

. A derogation from the principle of the free movement of goods is not justified
where the product has been put on the market in a legal manner, by the
patentee himself or with his consent, in the Member State from which it has
been imported, in particular in the case of a proprietor of a parallel patent.

The result of the grant of a (sales) license in a Member State is that the
patentee can no Ianger prevent the sale of the protected product throughout
the Common Market™®,

The exhaustion theory as applied by the ECJ is founded in that the patent right is a
reward to the patent owner for his inventive efforts and further gives him the right to -
take action against infringers”. The ECJ's position is that the amount of the reward

- is not essential, since it is up to the patent owner to decide where and how he
exploits his patent. It is criticized that thereby the ECJ reduces the monopoly of the

- ¥ ECJ 61IC 102 (1975).
 ®6ICP.106

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

" 7 Recital 9 of the declsmn, see for an overview of the case Iaw M.BumSide 1993 les. '
Nouvelles 107, ST o
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* patent owner to the simple opportunity of proﬁtable use®®, A dlﬂ‘erent situation is

- only given in the case of parallel imports from th:rd counmes which. can be
- prosecuted bythe palent owner based on his pﬂentnghts.

b 'l"ylosm '

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

consented to the marketing of his products, pharmaceuticals, in the UK which at that -

time was not yet a member of the Common Market. From the UK part of the
_products were exported - without 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 requested an m]unctlon for

' "_"“patent mftmgement.

o 'IheGermanSupremeComt(BGH)foundﬂmtthepatenteewasennﬂedman

“* " injunction against the importation of the products, because the initial commercializa-
" tion for which a consent had been glven, had occurred ouis:de the EU and therefore
g _'could not result in an exhanstlon

“+ One could ‘also assume from this dBCISlOIl that a consent amnot be premmed, ifa
patentee does not seek patent protection in a country although such -protection
" would have been available®. From Arts. 32 and 81 of the Luxembourg Convention,
which is not yet in force, the conclusion is anyway drawn that the approval by the
patentee has to be an express approva] mmely to market in the territorial limits of

- 'the heense contrac

' c) Merck

“On the basis of the exhausuon rile as explamed before, another declsxon could not

- come as a surprise, namely in the case of Merck™. At the time -when

pharmaceuticals were not yet patentable in Italy the patent owner Merck, with
patents in all other couniries of the Communmity, had manufactured the :patented
pmductalsoinltalyandsoldltﬂlereatagg_s_dmbjmw_mthanmthe
~ countrics with patent protection. The products were purchased in Italy by a
el eompet:tor and imported into the Netherlands where patent protectmn exlsted.

- Cf. Korah, p. 87
+ ™ For the entire problem see Locwenheim, Report FIDE, Dublin 1980,
¥ BGH 8 IIC 64 (1977) - Tylosin

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

2 Ullrich, Intellecrual Property, P 530 the review; Denmet, Patenss, Territorial
Restrictions and EC Law, 2 TIC Studies 97 (VCH Weinheim/New York 1978; also
- Hanseatisches Oberlandesgericht, 20 NC 213 (1989} - Bandaging Material.
*ECT 131IC 70 (1982)
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‘The Court ruled that a proprietor of a patent who sells the preparation himself in a
‘market of another member state, even if no patent protection exists there, is
prevented from enforcing his patent rights, if the same products are later marketed
by parallel import in another member country where patent protection exists. It

- follows from this decision that the decisive criterion is not the existence of patent
_protection in the country of first sale, but only and exclusively the consent of the
patent owner or his licensee to the marketing of the product in question. _ .

~d) Pharmon _
‘A case where no exhaiistion was assumed is the Pharmon decision®® in which the
"ECJ stated that the grant of a compulsory license and the subsequent marketing of
'-theproductsbythecompulsoryhcenseecannotbeseenasadlrectormdlmct
approval of the patentee, so that the patentee can defend himself against imports
from the country of compulsory license into other European Union countries. It is
‘irrelevant in such ‘a situation that the patentee received royalties based on the
: - .compulsory license. Although only the direct import by licensee into another
* Buropean Union ‘country is concerned in this case, the reasoning of the ECF*
indicates that the ECJ generally does not recognize an exhaustion of the patent
through marketing by the compulsory hcensee The same treatment has been

. advocated for a prior use i

i '-e) Allen & Hanburys

e Ad:ﬂ'erent result was obtained in a case of 2 license ofnght Here thee ECJ ruled in
favor of free trade. According to the decision, the patentee was restrained from
acting against imports from other Member States, because the license was only
granted for one producer within his state. The ECJ considered it irrelevant that the
product was manufactured in a country without a patent, since the importer,

- . following the declarauon of w:ilmgness o grant a license by patentee had attempted
Lt obtmnalxcense T

'i) Mmze Seed
-The last patent dCClSIOH to be presented does not concern a case. of exhaustion but of
license contract admissibility and enforceability, in particular as to territorial

--exclusivity clauses.

According to the decision of the ECJ Maize Seed®® which influenced to a large
extent the contents of the former Group Exemption Regulation for Patent L:censmg

* [7XIC 357 (1986) - Pharmon
¥ recital 20, 25 and 26

”Seemok 137IC 729, 743(198‘2)’. Osterborg, Izncuz(ws])

7 See ECJ 19 IC 528 (1988) Lweme qf'Rxghr; ; see also Brown, XXVI Les Nouvelles
1991, 145 - : : .

* 17 1IC 362 (1986)
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Agreements (GER (Patents)), the predecessor of the GER (Technology), one has to
- distinguish in the future between so-called "mh;s&,l;gg&" and exclusive

' Tlicenses with sbsolute teritorial protection”. In an open exclusive license the

exclusivity of the-license ‘relates only to the contractual relationship between the
patent owner and the licensee, and the licensor only accepts the obligation not to

grantany further licenses for the same territory or, not to oompetethhthc licensee

in the territory. In contrast the License with absolute territorial protection is an
agreement by which the pam&s to the contract intend to exclude all competition of-

‘third parties for: the respective goods in the lwensed temtory, _e.g ﬂ:nat of parallel

. - Importers or hoense&s in other terntones

) -Although the Malze Seed" decision d1d not concem a patent hcense agreement, but
protection rights for seed species, it is the geneml understanding that the Iegal

.+ -principles for patent licensing are to be applied in the same manner™. Attention is
- -+ drawn’ to. the fact that inaccordance with the ECJ the applicability ‘of the Rome
-~ Treaty is-not dependent upon proof that a gwen contract has actually affected the

.- trade ‘within the European Union but- merel z] Ihat the agreemcnt 1s capable of
appreciably affecting the intracommunity tra

-+ The first situation (open exclusive license) m:cordmg to the ECJ is compatlble with

o LAtt. 81 (1) EC Treaty, if by this agreement the distribution of new ‘technology is

. -enhanced. - However, -the grantmg of absolute “territorial protectxon including a
- prohibition of parallel imports results’ in- an ‘artificial maintenance of ‘separate
-national markets which is incomipatible with the Rome Treaty“ Thus any means to

.. + ;prevent parallel imports:are’ inadmissible.’ Imtlally the question whether licensees

- could be subjected to an export prohibition for the markets of the other hcensees was
. ‘not-unequivocally - clear because the reasons of the ECJ _decision- contam
contradictory statements™,

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

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

(b) The licensee can agree to the obligation not to use or produce the patented
article or process outside of the licensed territory* ¢, - o

* Cf. Cawthra, p. 44
""see ECJ, 9 1IC 473 (1978) - Miller International. -
* See recital 3 etsoq ofthe decxsmn - . o 7
“ Cases decided by the European Commlsslon against exclisive licenses and export
prohibition clauses are pamcularly Davidson Rubber 3 lIC 528 (1972) and Raymand o
Nagoya 1972 0J. L 143,39, .
“ Cf. Art. 1 (1) 2-GER (exclusive use clause).
CfArLI(l)3 4 GER. o _
“ This can also apply to the so—called ‘pure know-how lmnss, see Europm Com-:
mission, 1986 OJ L, L 50-Boussols/Interpane. This however does not hiold when as in the. .
Wmdsﬁrggcase, ﬂle Iwenseewas forbldden m manufacuue mapalmt-free counuy S
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(©) The. llcensee may hlsé promlse not to 'p'ursué'salw activities in the 'temtory
" of other licensees, and particularly not to engage in advertising speclﬁca!ly
- anned at those temtones or not to have a sales ofﬁce, efe, s -

el

" @ The lxcensce may agree t 5 an obhgatlon lmnted to five years not to make

o " any direct sales into the territory of other licensees*’;

fe)-—Aecordmg— to‘ themEumpeaanourt suchwobhgatmns of the*llcensee*nre

T ‘prohibited, under which also the customers of the licensee are subject to an

- export prohibition with respect to other countries of the European Umon,
_ .because this amounts to a violation of Art. 81 (I). EC Treaty®. SR

" For the Europwn Commns&on the. oontracttml lxevenuon of parallel 1mports
(absolute territorial protection) constitutes a "serious infringement" of the:Rome

" Treaty, which is generally subject to a fine*”...If the export prohibition however

° relates to countries outside of the. Eumpean Umon, Art: 81 (I) does not apply,
although few decisions exist for tlns mtuahon T

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

** ‘Union is that in spite.of the, granting . of territorially exclusive licenses, parallel

' imports cannot be prevented - at Jeast not without time limits - on the basis of the

* exclusive character ofthe license. Thus if the first. sale: occurs with the consent of

“‘the patent’ owner or his hcenm, an exhaustion of the patent:throughout the

- European Union takes place. An exhaustmn of the patent, however, does not take
" place, if the initial placing mto commerce occurs outside of the European Union’

* " “An exhaustion also does not occur if articles covered by the patent are placed mto
" "commerce by an infringer or by a licensee exceeding his right of exploitation®. B

“Cf. A 1{l) 5 GER.
- Cf. Art.1(1) 6 GER (Patents).
* See recital 11 and 15, and Art. 3 (3) of the GER (Technology)

“ See European 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 prﬁs, .
“release of the European Commmlon 1987 IP284. : :

*Cf. European Comm:ssuon, 6 IlC 480 (!975) Kabelmlal-kaau'e

*! For such a case under nanonal law see German Supreme Court (BGH) 8 lIC 64 (1977) -
Tylosin.

# Regarding exhaustion in general see Ullrich, Intellectual Property, p. 525 et seq. who
notes that it is not the amount which patentee receives when first entering the market which
is important, but only the fact that he has given his approval for this. In his- opuuon it
should be additionally .examined whether the refusal. to-give approval, ie. d'restriction = °
agreed to in the license contract, was legally binding under Arts. 28, 30.and 85. .
’ ' Seite 16
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3. Copyright Law . -

" In a number of copyright cases the -exhaustion principle was applied, although there
... existed originally some doubts whether Arts 28 30 EC: 'I'reaty are also apphcable to

copynght law.

a) Polydor .

Ofic of the ﬁrst declslons in the ﬁeid of eopynght law was the Polydor case™ Arecord -
- producer, Deutsche Gramophon (DG), produced records in Germany which it

- .distributed in other member countries through subsidiaries. One of the subsidiaries was .

. -Polydor ‘S.A. in France. DG had concluded license agreements with'its subsidiaries
... which also provided for price maintenance clauses. DG attacked the sale of records by a
.German company which -marketed re-lmported records at. & cheaper pnee than the

‘ ongmal Polydor pnee in Franee '

.. After having exammed Arts 81 and 82 EC Treatythe Court apphedArL 30, the
“exception from the principle guaranteeing the free flow of goods, which does not apply
if the right enforced constitutes a disguised and arbitrary restraint of trade. The Court
-used the distinction between the substance of a commercial protective right which is not

... affected by the Treaty, and its exercise under national lepislation of the member states

-.which can fall under the prohibitions contained in the Treaty. The restrictions of the
free movement of goods according to the Court are only justified in order to protect the
so-called specific subject of ownership of industrial property rights. It follows from this
principle that a prohibition which is exercised with the approval of the copyright owner,
although the product in question was first marketed in another Member State , would be
regarded as a discrimination and a concealed restriction on'trade between Member

States, This decision - therefore for ‘the - ﬁrst tlme aﬁi:med ﬂlﬂ ﬂPPhca“"“ of the -

- exhaustion pnne!ple with respect to OOPYﬂBhTS

- ‘b Warner

" More refined rules were developed by the ECJ in another paralle] import case™.

- .. Warner Brothers was the copyright owner for a‘film which was sold on video in the

. UK where renting of cassettes, video and audio, is fawful. A Danish importer bought

" the cassettes in the UK, imported them to Denmark and rented it to customers, although

letting or renting of works protected by copyright law is subject to the authorization of
_the eopynght owner in Denmark. The defendant was of the opinion that the lawful
- marketing in England renders the- renung lawﬁxl under the me oendmons as in the
eountry of ongm. '

- P ECI2IIC 429 (1971) - Polydor

* See also the announcement of the Commission concemning the application of the competition rules to
copynght agreements, 1982 OJ ECNo.6 p.33 .

The opposite result. i.e. the grantmg of an 1njunet|on agamst imports of records from a non-member
country was confirmed by the ECJ in the "Bee Gees II" case, 13 1IC 499 (1982) ‘

* ECJ 19 IIC 666 (1988) - Hiring-out of Video-cassettes
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_ The Court first of all examined whether the national ruies apply to imported products
and nationally produced products alike, which was the case. It furthermore affirmed the
.. view that there was a separate market for the renting of video cassettes and the market
. for sales. It also recognized that the questwn of renting of cassettes has become an
important factor for the generation of income for copyright owners. If therefore a
remuneration could only be claimed for the sale -to private end-consumers or to renting
firms -, the film producer would be unable to obtain an adequate remuneration, so that
he should bc able W oontrol such renting and claim adequate payment”

i 'I'herefore, if such rules on renting ofcassetteshave been introduced in a country, they

.. .must be regarded as important for the protection of commercial and industrial property g
... in the sense of Art. 30 EC Treaty. The argument that the copyright holder can in
.. .. principle freely choose where to market his products, so that an exhaustion must be
. .assumed if he markets the product in a country without such renting rules, was not

regarded as relevant by the Court. If in such a case an exhaustion occurred, rules in

other member states which control renting would be totally voided, if the oopyxight
.. owner could not make renting dependent on his approval. Less protectwe rules in other -
. - member states would have no mﬂuence on such a situation. - -

:3It follows that aithou.gh normally authonzatmn by the nghtholder has the consequence

" that the rights are exhausted, this is not the case if the rights which are to be enforced

-either serve the interest of the consumers against deception or are quahﬁed as essential

) :for the protectlon of industrial property nghts assuch. .
. 9GEMA

A similar approach as in the preceding cases was taken in the GEMA case™. Audio

. cassettes and records were imported from other Member Countries into Germany
: contanmng musical works protected under copyright law. In the respective countries of
origin licenses had been granted for the reproduction and distribution, and royalties had

- been paid under the schedule of the respective countries. The German collecting society
GEMA had attacked several of the distributors and asked for royalties under the German

_ schedule, at least in the amount of the difference between the foreign royalties and the

. German schedule, in the first instance before the German Court the latter was of the

opinion that an exhaustion in the different countries outside: Gen:nany had not occm'red

: ‘ so that the claim for a royalty dlﬂ"erencewasmsnﬁed

N .Agam the Court applmd the exhausnon prmclple and examined whether the records and
. tapes had been lawfully marketed in the country of origin with approval and autho-

rization of the rightholder. In the hearing before the ECJ the French government argued
that the exhaustion decisions on trademarks and patents cannot be applied to copyrights.
The Court seemed to agree that a different approach would probably be warranted for

- . cases where the droit moral is an issue, However, in case of commetcial licenses for

copyrighted works, the ECJ affirned the common character of copyright and othir
commercial property rights, The fact that licenses are on the one hand a source of

*" More rigid rules in favor of the copynght owner apply with respect to the licensing of software which
-can be controlled e.g. with respect to.copying and ]wsmg, see A.Bertrand, Le Drott d'Autew- ef les Droits

" Voisins, Paris, 1991, at p.537 et seq.

20 IC 526 (1989)
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-, .income for the author and on the other hand allow a control over the form of
... distribution, also speaks in favor of the apphcatlon of Arts. 28, 30 EC Treary

. Accordmg]y, it follows ﬂlal a colleclmg socxety which acts in ﬂle name of the copyright
.- holder cannot oppose imports of protected works which have been sold with the
... . authorization of this same anthor. The fact that a claim for a difference of royalty does -
_...not prevent the sale but only increases the royalty-rate in favor of the author was not

.. regarded as a proper evaluation by the Court. The ECJ indicated that the basis for such a

g " claim is an infringement of copyright law and presupposes the enforcement of exclusive
- rights; it thereby limits the free flow of goods. In particular the fact that such a claim by

a private party would lead to a partitioning of the markets which the EC Treaty wants to

abolish was regarded as an important aspect ofthe case.

The Oourt rejected the clauns of GEMA by mdacatmg that dlﬂ'erences between national

_laws cannot lead to barriers between the different member countries. Also, and here the

argument is in contradiction to the Warner decision; the Court argued that the author has

.. the choice how and where to market copies of his work by taking into awount the level
of remuneration which he will obtain in the different countries™:

 d) SACEM

In another decision concerning the .French:Collccﬁng-Society SACEM the Court

distinguished the situation in France from the German GEMA case (without however

o referring to it) and allowed. the additional chargmg of a "mechanical reproduction fee"
" for the public performance. of recorded music which is charged in addition 1o the

performance fee. The ECJ did not regard this supplementary fee as a violation of Arts.
28, 30 EC Treaty although such a fee was not known in the Member Country in which

_ . the sound carrier was first put into commerce. Its reason was that the fee was not
. charged for the mere unportauon but for a separate act, namely the pubhc performance

. : . The Court also m]ected ﬂae alieganon that the chargmg of such a fee oould constitute a
"~ violation of Art. 82 EC Trczty msp1te of the monOpoly posmon of SACEMtiu

. 9EMI

A oomplementary decision to the Polydor case was issued 18 years later in‘the case of
EMI Electrola®.

L 'Thxs case concerned the importation of records from Denmark into Germany. The
. records had first been marketed in Denmark by a third party, however without violating
.. the law, since the protection period had already expired in Denmark. In Germany the
- copyright was still valid so that the question ‘arose whether the enforcement of the.

German copyright law constituted a restraint of trade and a violation of Arts 28 30EC

. Treaty.

* See for a similar case the decision of the Belglan Cour de Cassanon of 9 Apn] 1931 - Plattenexparl

 Cass. 19811879

* ®BCJ 19 [1C 368 (1988) - Copyright Managemens.

¥ ECI21 IIC 689 (1990) - EMI
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. The ECJ referred 10 its case concerning the royalty difference® and the fact that in that L
case sales abroad had occurred with the express consent of the copyright owner, s0 SN
that the exhaustion rule had to be applied. However, in the EMI case the situation was

. - opposite, because sales abroad had occurred without the consent of the copyright

.- owner. The difference between national legislation as to the protection period had to

- be accepted by the EC Treaty in the present, not-yet-perfect situation of harmoniza-

. stion among member states. The Court argued that the period of protection is insepara-
..-ble.from the existence of the right as such, and since there were no indications that the

o copynght owner exercised lnsnght with dlscnmmauon, an m_]unctmn w'as_';usnﬁed‘53 o
© £ Imerco '

The importance of the content of approval by the right holder was fma]ly clarified in
.- the Imerco Anniversary case®. The Court repeated its often repeated doctrine that a
.. . .right holder is not entitled to prohibit, on the basis of a copyright or trademark, the
-+ sale of an article within its territory if such article was marketed in the country of
:; origin by the proprietor of such copyright or trademark right, or with his authorization.

The basis for this decision was, as mentioned before, Arts. 28, 30 EC Treaty.

The case concetned a Danish company, Imerco, which had bought for its 50th
anniversary pottery from a famous British company on which the anniversary was
.~ . mentioned on the back of plates, cups etc. Because of the high quality standard which
w1+, Imerco wanted to have applied, ca. one thousand complete sets were selected as unfit
- for sale, because they were. of inferior quality. The British and the Danish companies
.- . apreed that these sets could be marketed by the Brmsh company w1th the exceptlon of
* .the Scandinavian countries.

A competitor of Imerco purchmd 300 of those sets and sold them at a cheaper price S
in Denmark. After an injunction had issued in-the first instance, the second instance :
requestedaprehmmarynﬂmgbytheBCJ In the proceeding before the ECJ the EC

. -Commission repeated its opinion that Art. 30 also comprised copyright law. Where
the -author's work was reprwented in an article sold on the market, the copyright
although not mentioned in Art. 30, should be treated the same way as an industrial

" property right mentioned in Art. 30. Similarly as with other industrial property rights,
the exhaustion principle should apply to copyright law in case of a lawful sale within
one of the member countries of the EC. -

Irrespective of the fact whether the copyright owner authorizes a sale only with effect

. for one or a few member states, the copyright is exhausted with the first lawful sale in
..+, . view.of the fact that the Community must be regarded as a uniform economic area.
L Therefore, any territorial limitation for parts of the Community must be regarded as
. rrelevant. Even the additional fact that in the case decided sets sold in the UK and

- -those sold originally in Denmark were of a different quality, should be regarded as
irrelevant. The fact that the trademark was used by the trademark owner himself for

220 {IC 526 (1989) - GEMA ‘

'Ihe same result applies, if lhe first sa!c. although with approval of the right holder. outside the
Community: ECJ 13 IIC 499 (1982) - Bee Gees [I/Polydor; as to the exhaustion principle applied to
software agreemetns see A, Bertrand, Le Droit d'Auteur et les Droits Voisins, Paris 1991, p. 536 et seq. -
12 1IC 831 (1981) '
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+ ~different qualities excluded h‘lS nght to mterfere m the marketmg of such products
after a first lawful sale. -

This view of the Commission was confirmed by the Court with practically the same
arguments. It interpreted the exhaustion rule in the same way as the Commission,
namely that an authorization by the nghtholder cannot temtonally be limited and
therefore has eﬂ'ect for the whole Commumty . .

addstlenvto the eases«cnted»above»one other rulmg of theEGJ~ls of- mterest~where1t

ﬁ"‘m'held that the refusal to grant a license® concerned the SpCCIﬁC object of the right
under the design laws, ie. its existence. Only in case of a dominant market posmon
- the result-could be different and Art. 82 regarded as apphcable ' o

4. 'The. Exhaustlon Doctrlne

,JFrom the above case - law one " can denve a deﬁmtmn of exhaushon wiuch is
~ applicable for all industrial property nghts, namely that & 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®. It has no influence whether the owner has
. received by the marketing of the product his "due reward to his creative activity", as
- had been put forward in the past by some authors and also the ECJ in some
decisions. If one speaks of consent or the putting of products onto the market®®, the
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 complied with the contractually agreed approval procedure, an exhaustion
cannot occur and the products can be attacked by the licensor by way of an
infringement procedure.

The ECJ has confirmed the relevance of 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 occurs withour the consent of the patent holder™. As some authors have
explained, the patent holder cannot be deprived of his right to decide freely upon the
conditions under which he wants to market his product, therefore the criterion
cannot be whether the marketing in the first country was legal as such”'. It cannot be

® The opposite result in the case of a design import for which however no consent was given by the
right holder: ECJ 14 IIC 515 (1983) - Keurkoop/Nancy Kean Gifis.

* Volvo case: 1988 ECR 6232 recital 7

& Beier 21 1IC 131, 151 (1990). The exhaustion principle was not inciuded into the
~ TRIPS Agreement, ¢f. Arté TRIPS. _

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

* Cf. BGH 29 1IC 207 (1998)-Brochure Rack, where it was examined whether the license
covered embodunmts with ca-tam feantres whlch were notall deﬁvered by the pa:entee )

®ECJ17HC 357 (l 986) Pharmon v. Hoechsf
Dcmaret, 181IC 161 (1987)
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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. - '

" :3S“mmaﬂm8thecaselawoftheECJzteenbesmtedﬂmt e e

- parallel imports within the EU can 1o longer be prevented based on natlonal

_ industrial property rights if the first sale occurred within one:of _the Member -
""""'ntﬁ*”es?"”*“f thé”W with ihe approval of the nght owner; - ..

- “the eumpetinon rules of the EC Treety regulate only the exercise of mdus-
trial property rights, not their msteneen,

- a product which has been lawfully marketed under the lawsof one Member

Country can freely circulate within the entire Community if no mandatory
rules for safely, public healtb or the prntectmn of consumers are at stake

2 ECI20 ]lC 64 (!989) Voivo - recltal 7 snmlarly ECJZO HC 186 (1989) Renaul!

™ ECJ 19 1IC 232 (1988) - Purity Requirement for Beer; 21 TiC 695 (1950) - Import of
 Meat Products; 21 1IC 344 (1990) - Deepfrozen Yoghurt _
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-II. Art. 81 EC Treaty and the exemption rules for license agreements
. ~ Exemption by categories of agreements -

While Arts. 30 and 36 concern the free flow of goods within the Community and

s prohibit restraints of trade between Member States, except where such restraints are
" justified on the basis of industrial property nghts, Art. 81 (1) concerns contractual

" agreements and concerted practices between companies which may influence trade
" between Member States. This provision therefore concems the relationship between

“licensor and licensee, not between compefitors, Art. 81 (2) declares such 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 eondltlon of Art. 81 EC Treaty, namely that the
- "7 contract concluded must be sufficiently important in order to-influence
competition in the Common Market, the Announcement wrth respect to
Agreements of Minor Importance has to be taken into account’®, The An-
nouncement defines minor importance as a market share of less than §%
for the total market of the products in question with a turnover of the
contractual partners below 300 million ECU. These numbers are exam-

“ ined at the very moment when the eumpet:tlve situation is examined by

- ‘the Commlssion, not on the dite of the conclusion of the contract. If a

" product becomes successful, the parties therefore have to watch: whether

~the competition rules become applicable at a later date. :

- = The second condition, namely that the trade between Member Countries

- must he affected was in the past nearly always given according to the
~Commission where sales had an international aspect. Here the
' Commission will not éxamine the effect of the mdmdual clause upon
s -competntmn, but the contract in lts entirety. .

g ,-‘ri‘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 wluch must
both be present before a speclﬁc contract needs an exemption.

o ‘aThe 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 individual agreement under examination must by itself confribute
* significantly to the distortion of competition. If these two points can.be denied, the
agreement does not fall under Art, 81, The latter point would take into account the
market power of the contracting pames and the dmauon of the agreement '

o ': ; It nevenheless rcma.lns a double hurdle

e the per se effect of an individual clause which is regarded as mtl-compeutwe by

- the practice of the EU Commission as will later be explamed like tie-ins, customer ..

exclumwty etc.

M Notlfeat:on of the Commission of 12 September 1986, amended 1994 0.J.C 363!20

7 See with more detmls Bay, EC Compemmn law and Saﬁware IPRs, 9 Computer Law
and Practice 176, 1993, . _ : .
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- as well as the overall evaluation of the entire contract

~.which does not always make it easy to enforce protective rights in Europe although -
-~ such enforcement would be totally lawful under the ruie of reason of American law.
. For the individual contract this means that one cannot rely on a benevolent evalua-
““tion in case of conflict, but has to submit the contract for individual exemption
“~whenever an anti-competitive clause is oontamed in the contract, or at least for

:inegative.: cleaxance 1f no- automauc exemptlon through -one--of -the-- cxempnuu-
“regulations is given™, oL :

If no exemption regulation applies and without a voluntary notification of the

+* ~contract to the EU Commission the parties of such an agreement must even fear

- heavy ﬁnes for the vmianon of the oompetmon rules.

SR Distribution Agreeme_nts

... Since many areas of contract clauses and distribution systems have not yet been
. clarified in the field of software distribution, it is generally advisable to submit any
i competition restrictive clauses to the European Commission for a negative clearance or
. -.an‘exemption in order to avoid the invalidation of an important agreement or even fines
in case of serious violations of the competition rules.

- A clarification whether a license agreement or a dxstnbutlon agreement does or does

.- -not fall under ‘Art. 81(1) EC Treaty or is exempted under Art. 81(3) must be in the
. interest of both parties. Therefore, the drafting of the agreement should already take
-.-account of the practice of the Commission and the case law of the European Court of
Justice in order to avoid clauses which have been regarded as a violation of the
-antitrust rules. A restriction on the buyer is inadmissible, e.g. prohibiting the sale of
. licensed parts to unhcensed dealers, when no selective markehng system exists
= acoordmgtoobjectxve cntena '

In theoty two forms of distribution could be used in 1he context of dxslnbuhon of
- hardware and software in the EC, an exclusive dealing arrangement or a form selective
. distribution. Since the latter form is the most common for oomputer goods, it wdl be
o dealt with first, :

. a) Selective Dlstnbutmn

" aa) In a system of selectwe distribution the supplier chooses and then appomts dcalers
under a contract. The choice is dependent on the fulfilment of certain qualitative

reqmrements concerning performance and technical knowledge of the dealer which are -

laid down in the agreement. Although the requirement are purely objectave and the

, 'suppher must accept every dealer who can prove that he fulfils them nobody outside

™ For details of the procedurc and the distinction between the two prooedures see
" Pagenberg/Geissler, License Agreements, page 38, note 2| etseq.

7 See European Commission 1984 GRUR Int,, 171 - Windsurfing Immtmml, 170C 362 (1986), for
the earlier opposite pracIJse of the Commission, see Venit, 181IC 1,16 (1987) _

™ see ECJ 1977 ECR 1875 - Metro 1; ECJ 1986 ECR 3021 - Metro 2
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the system has a right to be supplied, and outsiders may even be enjoined. from selling

"~ "under national rules of unfair competition if they interfere with the distribution system.
£ Since one of the goals of selective distribution was the guaranty of a price level for the
" dealers which allowed them a reasonable. profit for the maintenance .and after-sale

services, the defense against outsiders. who do neither comply. with. the qualitative

" requirements nor the customer services has always been of concern to the members of

the network and the supplier. Selective distribution enjoys protection only if the

individual system has received the blessing of the Commission.. Price. fixing, export...—

~prohibition and territorial exclusivity cannot be combined to increase and maintain

profit rates. Minimum purchase obligations and price. recommendations, although not
unlawful per se, may influence the overall appreclauon in an exempnon procedure

beforc the Conumsmon

" " Since one of the goals of selective distribution is the guatanty of a pnce level for the

dealers which allow them 'a reasonable profit for the maintenance and after-sale
services, the defense against outsiders who do neither comply with the qualitative

.1l requirements nor the customer service has always been of concern to the members of
=+ the network and the supplier. The enforcement of a selective distribution system against
- “outsiders after approval by the Commission is a matter. of national law. In some
- countries like France the violation of the rules of a selective distribution system may be
.~ prosecuted - under - criminal law, in other countries. hke Germany under unfair
IS competmon law, and thxs under two conditions

- that the distribution system is theorencaily "closed"(lilckenloé), 1.é all dealers

are bound by contract, the supplier only sells to the selected dealers and they are not

allowed to sell to outsiders

- that the system is also in practice "tight", i.e. that if a dealer breaks out of the

U wr network and sells to outSlders, this will immediately be. stopped, if necessary by court
i .- action, by the suppl:er Also imports from abroad must be m_)omed for this purpose

s Claims agamst outsiders ‘depend on the national oompetlon laws on the onhe hand and
-7 % the lawfulness of the agreements, i.e. that they are duly exempted by the Commission, A
-_restriction ‘on the buyer is inadmissible, e.g. prohibiting the sale of licensed parts to
mhcensad dealers, if no selective marketing system exists according to objective cri-

teria®, The Commission has already approved the. possibility of sellmg software

- through selective distribution®”, but also through a franchising system™. -Although
. selective distribution enjoys protecnon, this only applies if the individual system has
.- -been notified with the Commission and received a negative .clearance.or mdmdual

exemption®.

" ® Cf. Commission decision of April 1984, OI L 11824 of 4 May 1984; more liberal still in AEG-
Telefunken, OJ 1982 L 117/15.

% See European Commission 17 IIC 362 (1986) - Windsurfing International, for the earlier opposite
practise of the Commission, see Venit, 18 IIC 1, 16 (1987).

¥ European Commission 1984 OJ L 118-24- JBM Personal Computer,

e 'European Commission 1987 OF L 222-12 - Computer Land

® For non-exanptabie clauses, €.g. an export prohibition, of. European Comm1ssmn OJ No.
L 131, 32 of 16 May 1992 - Duniopand OJ No. C202, SﬂofIOAugust 1992.. .
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' The enforcement of a sclective distribution system agamst cutsiders after aproval by the
" Commission has so far been regarded to be a matter of national law. In some countries
like France the violation of the rules of a selective distribution system may even be

.:rprosecmedmdercnmmallaw“,mothercommmhkeGermanyunderunfaxr

o competition law. In Germany for example selective distribution systems are only

R protectable agamst outs1ders under ﬂle condmons

: .= that 'the distribution. system is: theoretically " closed“(lilckenlos);wLe -all-dealers-are-

= bound by contract, the supplier on]y sells to the se]ected dealers and they are not
allowed tosell to outsiders

- that the system is also in practice "tight", i.c. that if a dealer breaks out of the network

and sells to outsiders, this will immediately be stopped, if necessary by court action, by
* the supplier. Also imports from abroad must be enjomed for this purpose.

Sy In the recent ECJ decision Metro v. Cartier® the ECJhastakcnthe position that if &
_ :selective distribution system is exempted under Art. 81 (3) EC Treaty, its enforcement

. “cannot be blocked by rules of national unfair competition law, If German law has more

“severe legal and factual requirements as to the exclusion of parallel imports than the

- European competition rules this would lead to the "paradox result"® that the tightest

and best closed distribution systems would be treated more favorably than the more

flexible systems which tolerate imports to a certain extent. The Court therefore declared

a provision as lawful and enforceable, which limited the guaranty for watches to those
- . 'purchased from a dealer who is a member of the exclusive dealing system.

bb) Exclusive Distribution

" The biock- -exemption concerning exclusive dnstnbtmon if 1ts requirements are met®,
.- ‘would make the notification of the agreement unnecessary. The manufacturer and hls
- distributor would normally conclude an exclusive distribution agreement, and such
agreements would be exempied if the clauses do not exceed those which are contained
- -in the regulation. The exclusivity as such does not exclude a possible exemption if the
- .purpose of the conu'act is the 1mportanon of a pew wchnology mtbm the respectwe
terntory ' .

= The Commission is still concerned with exclusive distribution systems wiuch include an

.. "export ban. It imposed a fine on Parker Pen and its distributor Herlitz AG, ‘which had

© led to artificially s%h prices. ThlS decision was appealed but confirmed by the court of
first instance (CFI)™.

™ But also under civil and unfair competition law, cf. Cour de Cassation of 27 October 1992 in the

Rochas case.

* ¥ ECJ of 13 January 1994 Case C-376/92
~ . ®Recital 25 of the Cartier decision ;
¥ Commision Regulation 1983/84, 0J L 173/1 1983

¥ See McGrath, Group Exemptions, 9 North Carolina JIntt L& Com.Reg. 231 (1984); Reding, La
qualg’icauon du contrat de distribution, 1985 Droit de I’tnformauque 14; Thleﬂi'y L prehens.ron des
.systemes de d:.s'mbmon, 1986 Rev.trim.dr.eur. 663 S -

® OJCl 10 of 5 January 1993
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~. In 1992 the Commission withdrew the benefits of the block exemption for exclusive

. purchasing agreements from Langnese and Scholler, two German companies, which

.. ...»had forced retailers to purchase ice cream exclusively from them. The Commission con-

= . cluded that Art. 81 (1) was iufringed and that an exemption under Art. 81 @) EC Treaty

© had to be denied. The two companies were forbidden to enter similar agreements until
the end of 1997%,

cc) Franchising - : —

VN

A special form of product distribution is a franchise system which would be most
suitable for the distribution of hardware and software products either in the from of & -

" retail franchise or in a manufacturer-distributor relationship. Franchising constitutes the

hcensmg of a trademark or trade-name to a retail network in combination with sales of
service know-how which concerns a uniform offer and presentation of the goods and
services involved®'. The Comm1ssnon has also lssued an exemption, regulatxon for
franchise agreements. -

... The EC Commission has issued a ‘mumber of decisions with respect to franchise

. -agreements, among them decision of 17 December 1986, case no. IV/31.428/432 in the

. case "Yves Rocher"”, The Comsmission indicated that obligations which are imposed

- on the franchisee to ensure that he exploits the proprietary industrial property rights and

.. know-how in & manner in keepmg with their subject matter are inherent in the very

... existence of the right owner's intellectual creation and therefore fall outside the scope of
. the contractual and concerted practices of Art. 81 (1) EC Treaty. .

Clauses which have been accepted by the Co_mmmsaon as admissible and fallmg outside

.. the scope ofArt. 81 (l) are the follomng

S that the change of the ﬁ'anchlsee's location is subject to the ﬁ'anchxsors consent

- = .requirements on the interior decoration and lay-out of shops :

., = the obligation to use know-how and training methods developed by the franchlsor
.- the necessity of approval of local publicity . o

- the exclusion of competing products from the licensed shop
- the prohibition on resale to dealers not belonging to the franchise network
- a non-competition clause limited ini time after the explranon of the ﬁanchse contract

7 w1thm the former temtory of: the franchlsor _ _
'Clauses whmh the Comnussxon negarded as fallmg under Art 81 (1) are

- - the grant of an excluswe temtory to the franchisee o
... = the franchisor's undertakmg not to establish a shop itself within such temtory

- the prohibition on the opemng by franchisees of a second shop.

Commlss:on Press Relmse PR2/1109 of 23 Dwember 1992

*' Cf. Commission Regulation No. 4087 88 of 30 November 1988, 1988 OJ L 359-46 and the ECJ
decision 1986 ECR. 353 - Promuptia -

" 18 1IC 200, 243 (1987) -
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The Commission has stated that such clauses result in the sharing of markets between

the franchisor and the franchisee or between different franchisees and thereby restrain

competition within the distribution network. The Commission however underlined that

“such clauses may be exempted under. Art, 81 (3).EC Treaty. It has at the same time

- announced that price maintenance clauses and the prohibition on cross supplies

s betweg? franchisees would not qualify for.an exemption from the application of Art.
31 (D%

2. License Agreements

_ “Two exemptlon regulat:ons play a mle for. hcensmg agreements, namely the Gtoup
- Exempuon chulanon (GER) - _

- -for Technology Transfer Agreements No. 240/96
< for Research and Deveiopment Agreements No 418/85

. As regards the applicability of those Group Exemption Regulations, it must be noted
- “that only if the licensee also manufactures and not o ex‘dxstribmes,' 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 comtract needs a negative clearance or individual exemption depending on the

~ circumstances. The parties should know and use the possibilities of the exemption
-7 regulations as well as the requirements for the notification of agreements whu:h

- therefore will be discussed hereafier.

In the field of patent law Art. 72 Epc'anc_l Art. 40 (1), 45 (1) CPC® require a written
document for the assignment of patents or patent applications, but no such provision
exists for a license contract. This does not mean, of course, that an oral license
contract, whether for a patent, a trademark, or know-how, which afier 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 oompetmon rcsmcung eﬁ‘ect.

- The most important vahdxty issues concem however antltrust quest:ons 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
conitribute to promoting technical or economic progress. In the already mentioned

- GERs the Commission has included those clauses which it :egards as adnussxble and

* non admissible.

Usually the admissibility under antitrust viewpoints does not follow from the formu- -
lation of an individual clause, but rather from the connection between a plurality of

93 See also the case of the ECJ 28 January 1986 case 161/85 - Promuptia, 1987 OF No. L 13-39
™ Recital § of the GER (Technology) T '
¥ On Art.72 and Rule 20(1) EPC see Notices of the EPO, OJ 1987, 215..
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o . provisions and their legal and economic consequences®. It is therefore recom--
( D - 7" mended, if an agreement does not or not entirely fall under one of the exemption
- " regulations to use the poss:bxhty of the clearance or opposition procediire with the
European Commission in accordance with Regulation No. 17/62 and 240/96
respectively, particularly in case important and Iong-term license contracis. A
_ notification with the European Commission may also be advisable, if, in spite of the
" fact that the license contract relates only to a single Member State and the parties
“also belong to only one member state, by exports or imports of one of the partiesan . —————— et
P ww—w«—-mlmpact -onéomipetition i 10 be expected, which is not.insignificant”’. Such an :
o apphcanon procedure is however not obhgatory under Regulatmn No 17 '

s nnpossxble within the ﬁamework of this ehapter to deel wn‘h all the clanses in
the GERs, therefore only some of the most important- ones found in' License
" agreeménts shall be discussed. Although so far only exemption regulations for
" technical protection rights have issued, it can be assumed from a number of
decisions that a similar treatment will be applied to trademark and copyright licenses
which however need exemption or negative clearance ﬁ'om the Comrmsston, if they

e contameompetmonmmcnngclauses e :

_ New Developments
In May 2000 the European Commxssmn has publlshed three pmposals for new
exempnon regulations under Art. 81 § 3 EU Treaty, na.mely an

-exemptlon regulanon concemmg research and deveIOpment agreements
- sexemption regulation concermng specialization agreements,
o _ . sexemption regulation concerning agreements on honzontal coOperanon :

. ,/4'_‘\

“The new policy of the Commxsslon is to remove aIl so—cailed white clauses from the
*exémption regulations and only maintain the black clauses whxch are not allowed
The purpose of the Commission is twofold.

»To offer more freedom to the parties for such agreements, a

-eto shift the responsibility for the evaluation of the admissibility of agreements to
industry and their advisors. This could also mean that the'.Commission will try to
shift the burden of proof on the partles that the1r agreement does not v1oIate Art 81§
1 EU Treaty o

Many enterprises will see this change, ifit becomes law, asa dssadvantage andasa
Iack of legal security, although they could of course choose to remain within the

- white clauses of the former exemption regulations, since it can be assumed that at
least those clauses will also remain admissible in the future, -

The main difference is however, that in the proposed new exemption regulations
market share criteria can be found so that only companies below certain market
shares will be allowed to enter into agreements which limijt competition, Market
share criteria are in particular unreasonable for research and development

* See EC! decision 1986 GRUR Int., 635 - Windswrfing International
¥ See European Commission, 7 I1C 286 (1976) - AQIP/Beyrard
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.. agreements, since for the development of a new product there is ofien a market share
;... of 100 %. Therefore. the most mnovatwe developments would ‘not enjoy an
.-exemptlon ,

B "_',_:.'_Independeut of the great dlﬁculty for companies to eva]uate and calculate their
- - market share and to find out about turnovers of competitors the Commission is

. proposing different percentages for each of the proposed exemption regulations. For
_.the Research and Development Regulation the Commission has included 25 %, for

i Specialization Agreements 20" % If ofi¢ adds other exemptlon regulatlons likethe

“one for Purchase Agreements which has a market share requirement of 15 %, the

Regulation on Vertical Agreements with a market share of 30 % and finally The

. Regulation on Technology Transfer Agreement with 40 % (which authorizes the
. Commission to withdraw the exemptlon), the picture becomes quite confusing, It is
. obvious that industry is Opposmg these rather arbm'ary ﬁgures and opts for a uniform
' percentage T

) '.Another open questmn for the new exemption regulatmns is whether clauses which
~ are not contained in the black list, but which afterwards might be regarded as
unlawful, make the whole agreement non-exemptable, or whether only the respective
‘clause wiil have to be deleted. Surprisingly in this context, the no-contest clause hasg

been included into the black list for research and development agreement, although

in the present exemption regulation this prohibition had been deleted.

It has been criticized that the exemption regulations only provide for an exemption

for a period of five years which is much too short, in particular for research and
development agreements for which often the marketing penod only starts after five
or seven years ETRRS

The Commxssmn has 1nv1ted mdustry to comment on the proposals. But the
- Commission had only granted a deadliné of one month, which has been severely

o criticized by industry as much too short. So far some organizations only have

- submitted their comments to the Commission.

With an aim to facilitate the application of the new exemption regulations, in
particular the evaluation of lawful and uniawful clauses, the Commission has also
" drafted anti-trust guidelines which however are also criticized by industry as being
- too abstract and theoretical and has asked for more examples which would help

the industry in dealmg with the new rules, It must be expected that the discussion
will still continue in this area for some tune before one has to deal with the new
rules . : :
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- a) Group Exemption Regulation for Technology Transfer Agreements GER
" (Technology) -Regulation No.240!96” :

: . (1) General - Scope of apphcatmn |

. The Group Exemption Regulations for license agreements, in parucular the GER
*(Technology), are of major importance for the evaluation of the legal: validity of

{/‘*‘

“~—1icense 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 s:mphfy and encoumge the -

. dissemination of technical lcnowledge in the Commumty

'-"I'he GER (Technology) apphes to the hcensmg of national paten’ts, Community

patents and European Patents ("pure”.patent licensing agreements) as well as to the

" licensing of non-patented technical information ("know-how") and ‘to combined
* patent and know-how licensing agreements. ("mixed". agreements)'®. In Art. 10 (1)
" 'GER (Technology) the term know-how is defined as a body of technical information
" "that is secret, substantial and identified in any ‘appropriate form

101 fn ‘¢case of an

invention for which a patent application has not been made, it is to be noted that Art.
8 (2) requires that the application be made at the Patent Office at the latest within

_ one year after signing the contract- Not only patents, patent applications, utility
" models and utility model applications fall under the GER (Technology), but also
B topograplnes of senuoonductor products and oemﬁcates for medlcal products

‘Like the former GER (Patents), the Regulanon do&s not’ apply 1o agreements
e between members 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 Jomt venture company a patent or know-how license, ‘provided that the

licensed products and all interchangeable:or substitutable goods and services'™ of

- participating lmdertakmgs represent in case of a license limited to production not

more than 20%, and in case of a license covenng productlon and dlstnbutron not

‘ more than 10% of the market.

' Another market share rule is contamed in the Notlce of the Commission on Agree-
‘ments of Minor Importance of 1986, last amended in 1994 accordmg to which Art.

* This Regulation takes the place of Regulations ‘No.2349/84 '(Gr'oup Exemption -

. Regulation for Patent Licensing Agreements) and ‘No.556/89 (Group Exémption Regula-

tion for Know-how Licensing Agreements. The chulauon entered into foree on, Apnl 1,
1996 and will expire March 31, 2006. -

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

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

= See Art. 8 No. 1 d and g GER (Technology 'n-ansfer Agreanmts)
% Art. 5 {1) I'and 2.

AR5 1.
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. 81 EC Treaty does not apply to agreements if the total turnover of the parﬁes in one : _ { -
calendar year does not exceed 300 mio. ECU and their combined market share of : e
all the products which may be affected by the agreement does not exceed 5% of the

market, For cross licenses the Regulation applies when the contract parties are not
subject to any temritorial restrictions within the European Union'".

o Thc GER (Technology) also extends to agreements coniaining the 'licensing of

~-and contains only ancillary provisions'®,

In mtemanonal license agreements involving parliw and territories from the
European Union, the effect on the European Union is to be examined. Enforcement
- of patents "against external perties” is inherent in the protection tight'”’. For
‘agreements involving Member States of the EU and also third states, the European
.. Conunission considers the non-exempted clauses under Art. 3 GER (T echnology)
__ acceptable as long as they only apply to countries outside the EEA'®. An export
. -prohibition is only of concern when countnes are mcluded in whlch no parallel
., patents or secret know-how exlsta

S 'An nnport prohlbmon from countnes cutside of the European Union does not affect

o oompetxuonwuhmthe Community as long as free trade between the Member States

. is maintainede’®. In this context it must be remembered that even a contract

" concerning one single Member State may fall under Art, 81 (1) EC Treaty, and this

" even if the parties only belong to one member state. In the decision Hydrotherm'"

. regarding Regulation No. 67/1967, the ECJ ruled that a GER also applies when a

.. contract includes not 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 license contract the

. ...theoretical poSSlblllty of importing from other Member States is limited or prevent-

. ed, Art. 81 (1) is applicable.

-~ -\-«
; .

" As already mentioned, the GER does not hold for pure marketing agmmen'ts the
precondition being that the licensee manufactures the licensed products himself, or
has them manufactured, and for agreements solely for the purpose of sale'". Also if

"“AfLS(l)smd(z)z.

* Recital {6). A similar result already in Moosehead/Whitbread, 1950 O L 100/32,
where an individual exemption wasnmsary - ‘

” See European Commission 1972 OJECL 143/39 - Raymend/Nagoya. .
** See recital 4 GER (Technology); also Alexander, 17.1IC 1, 15 (1986).
" Cf. recital 4 GER (Technology); see also Alexander, 1711C 1, 15 (1986),
"' 16 11C 598 (1985); see also ECJ, 27 September 1988 in 1988 NJW 3086, Wood Pulp.

" See recital 8 GER (Technology). 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. 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 European Commission has not
initiated a procedure. The European Commission will inform the national suthority whena .

" contract has been submitted, in order to clarify whether possible national requirements for
application have been fulfilled.
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“more than two parties are involved in the licensé contract, or the GER (T echnology)

" js not applicable for some ather reason, a notification under Art. 4 of Regulation No.

o 17/1962 is necessary.
(2) Clearance of license agreements - Notification Procedure

* For practical reasons it is generally recommended to stay within the Group Exemp-
tion Regulauons and 1o include unly the so-called "whxte clauses” from -the llst

— SR ——

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 possibly. exemptable” provide
Isttle 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 tmempt:on, is not enforceable in
" a national court. According o a decision of the ECJ'" the national courts however
~are empowered to decide whether a clause falls under the automatic exemption of a
“* GER or is exe?table under Art, 4 of Regulatlon no. 1711962 but cannot declare an

e _'exemptmn jtsel

-If the xeqmrements for the apphcauon of Ihe Regulauon as such are glven and no
black clauses are contained in the contract, the parties can assume that it is exempted
 without the necessity of notification to the Commission,: If the contract -contains
“other clauses, ‘which must not fall, however, under Art. 3, it may obtain an exemp-
~tion in accordance with Art. 4 of the GER (Technology), if it is notified with the
" Commission under Reg. (EU) 3385/94. The Commssmn has maintained: for these
" situations the accelerated opposmon procedure’” in.accordance with which all
*~ notified agreements are presurned to be exempted after four months, if the Commis-
‘sion does mot oppose the exemption''s, The agreement must be notified to the
Commission in accordance with the provisions of Regulanon No 17/62"'Jr

“Both sides of & license contract should be aware of the fact that any v:olat:on of the

" "competition rules, especially violations which have already been dealt with in

e former decisions of the European Comzmssxon, are sub_;ect to eonsxderable ﬁm"’

T 1+

T .

_ Aproeeduremntake4 Syears.
R [ 1IC 598 (1985) - Hydrotherm (Gh:bl:)

N As o the respective nattonal authorttm on the one hand and lhe European Commission
“"on the other hand, reference is made to Ar. 9 (3) of Regulation No. 17 and the )
Announcement of the Commission of 13 February 1993, 1993 OJ. '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 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 a.pplieation have beeu ﬂxlﬁlled

" See .for _details on nonf mﬂon, exemption and opposition prueedure"
Pagenberg/Geissler, License Agreements, p. 37 et seq, notes 20 et seq.

" Ant. 4 (1) GER (T echnology); under the GER (Patents) the oppositior period was six
months.

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

A ﬁne ¢an no Ionger be |rnposed, if the agreement is notified.
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7 . up to 1 Mio ECU or beyond, namely up to 10 % of the yearly turn-over of the
Lo """frespechve companies'’®, An unequivocal clearance under the competition rules is
" ‘therefore in the interest of both parties™® because in the case of disagreement each

party has the possibility to prevent the enforcement of the contract by bnngmg itto
the attention of the European Commission.

- _If a license contract contains clauses which fall under Art. 3 ("black clauses”), this

~{(1) that the license contract is not exempt,

* "(2) that there is no accelerated opposition prooedme .

(3) that the Commission can unpose fines for antitrust
v:olahon, if ﬂle agreement is not notlﬁed ‘

R If an agreement does not fall into one of the ca!egones for wI-ueh exemption regula-

" tions have been enacted, a nofification under Art. 4 of Regulation No. 17/62 must

“equally be made if jt 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 Art. 81 (3): the agreement should bring about an improvement in the
productton or dxsl:nbunon of goods or the promouon of technical advance.

Eapan '..,A]so the fact that customers adequately participate in the nnprovement and the
“-‘clause which is limiting competition is necessary for this purpose, and finally that

+ . the contract'does not exclude competition for a significant portion of the goods or
. < services in-question, are reasons which speak in favor of an exemption under Art. 81
:-'-'(3). In view of the effect of notification that the Commission is prevented from
;. - imposing fines, the application procedure is always recommendable if the agreement
e does notz2 cleariy fall mto one of the exempted categories and only contains exempted

= clauses

The nouﬁcauon procedure according to Art. 81 (3) can either be a so-called negative

7. clearance or an exemiption. With the negative clearance the applicant knows for
. <~ certain that the contract filed does not violate the prohlbmou 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 obligated to issue a negative clearance. The Commis-

sion will, e.g. not issue such a negative clearance if there is no need for the applica-

tion, 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)'2. The request for

negative clearance requires an explanation by the applicant why he considers that

" See Art. 15 (2) of the Regulation No. 17,
0 Cf, for detmls on the nonﬁcanon procedure infra chapterz

' Reference is made here e.g. to the decision of the ECJ with respect to the inclusion of a
no-contest clause into-a license conuact in'the case Wmdfurfmg lmenmnona! 17 Ic 362
(1986). _

12 O for a checklist as to the exemption regulations atthe end of this chapter.

'3 ¢f. the view of the Commission OJ L. 240/6 of September 7, 1985 expressed along
with the publication of the application form sheet A/B with regard to recital 27 of the GER -
{Technology), where it appears that the undenakmgs have the rlght © recelve & negatwe :
 clearance or an exemption. :
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" 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 senmbly obstructed

: ff.Thenonﬁcatlonmustbemadeonapmbedformwhxchhasbeenpubhshedby
“the ‘Commission' ‘and requires a detailed explanation on the contents of the
" agreement and its intended purpose as well ‘as the answering of a multitude of

questions to the competition effects of the contract clauses. The distinction between

—admissible-and-non-adrissibie-clauses-is-based-on-the"interpretation of the"EC of ~

Art. 28, 36 EC Treaty and its distiriction between the guaranty of the e.mtence of an

" industrial propetty nghtandltsexa'c:se

. "-.-'I‘he questlonaskedwlthrespectto individual clausesmanagreemenﬂswhethentts

necessary for gnmranteemg the existence or this specific object of the licensed right.
If the answer is no, the Commission applies a two-step test: (1) does the clause (or
conduct) have the effect of preventing, restricting or distorting competition within

the Common Market, and (2) if so, does the conduct nevertheless have overall a pro-
.-+ “competitive effect because it contributes ‘to promoting technical or economic
" progress, so that an exemption under At 81 (3) is possible. _

- 'Ifa clause violates Art. 81 (1) and it is not acc&sslble 10 exemphon, it follows ﬁ'om
-+ . 'the wording of Art. 81 (2), that the agreement on the wholg is invalid. According to
“general practice of the: Commission and the' ECJ only invalidity of the restrictive

clause is assumed and the question of the validity of the rest of the contract is left up
to the judgement of national courts'®, Despite the wording of Art. 81 (2), contracts

_which fall under Art. 81 (1) are not invatid from the "start, momover the ECJ

-~ ‘assumes that such contracts when filed at the European Commission are to ‘be seen
7 @s being preliminarily binding (and therefore can be enforwable) until a ncgatlve or
L posmve declsmn of the European Comxmssmn is 1ssued

- The European Court of Justice in the decision Wt‘nds'mﬁng Intemarxonalm has also

nﬂedmrecltal%etseq thautlsnottobeexammedwhetheraclausemmmng

L competition is also suited to influence the competition in the European Union, when

. the entire agreement does this; the subject of exannnatmn is therefore a]ways the
R hcenseconuactasawhole _ N

(3) Case law of the Commlsslon

With respect to the more recent practice of the Comnussxon one might gam the

impression 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

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

128 EC} 1987 GRUR Int. 868 - VAG ance/Mange

i European Commission 1 CMLR, 1,27 1962 - Bosch see also Beler wnh ﬁn'ther
referenws,3 IlCl 34(1972) i : S 5

1117 IC 362 (1986).
2 Notice of the EC Commission No. 93/C 43/72.
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.. joint-ventures are mentioned which the Commission regards as falling under Art. 81 -
- {1), but for which it would grant a negative clearance automatically. . o

In the Magill'® 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 protectmn of the intellectual
_ property right, Art. 81 and 86 will override any. provxslon of pational intellectuat

property law.

A similar approach was taken by the Commission in the FJﬁé vs. Ckiquita“" case
* where the Commission announced that it will investigate whether. trademark rights
are exercised in a bona fide manner and whether such exercise goes beyond which is
necessary to fulfill the essential function of the relevant trademark nghts The same
 rules are of course applicable to the exercise of patent nghts e

o (4) Contents of the E'.(emptlon Regulatmns

‘In the following first the GER (l‘echnology) is dlscussed whlch in practlce is the

most frequently used. It differs from the GER (Research) only on specific points. In

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

.. (Research), under Art. 1, those clauses are listed which restrict competition, however

" are exempted, since they generally contribute to improving the production of goods

L a.nd to promoting technical progress (so-called white clauses). Art. 2 contains
*"clauses which are also considered white and do not prevent an exemption.

In comparison to the former separate GERs the so-called black list of Art. 3 has been
" " shortened considerably (from 11 to 7 provisions), and the white list has been
a _‘extended and improved in the GER (Technology). The original market share criteria
©7 7 in Ant, 1 (6) of the draft as a condition of the benefit of exemption are now found in 2y
Art. 7', which authorizes the Commission to withdraw the benefit of the Regula- '

_ tion if the it can show an anti-competitive effect because of some market power.

*"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
. for reasons of legal certainty. Art. 3 of the GER (Technology) contains those clauses
which according to the opinion of the Commission fall under Art. 81 (1) EC Treaty
and should not be included into license agreements if these are to benefit from the
_ block exemption (so-called black clauses). Some of the rules under Art. 3 would fall
. under the concept "mlsuse of patent” accordmg to US legal norms"

1 (1991) 4 CMLR 745.
%9 11C 603 (1978)-Unifed Brands.

¥ See Berman/Hunt, A nightmare in the making, 1995 MIP, 12 et seq.; Korah, The
Preliminary Draft of a New EC Group Exemption for Technology Licensing, 1994 EIPR,
263 et seq.; Whaite, The Draft Technology Transfer Biock Exemption, 1994 EIPR, 259 et
seq.; ‘Lieberknecht, Eingabe zur zweiten Anhdning des Beratenden Ausschusses fir -
Kartell- und Monopolfragen zu der geplanten VO zur Anwendung von Art. 81 III des
- Vertrages auf Gruppen von Technologie-Transfervereinbarungen, 1995 GRUR, 571 et seq.

2 See Venit, 18 [IC 1,32 (1987).

Seite 36




BARDEHLE + PAGENBERG -
ALTENBURG - GEISSLER - ISE

In the following a murnber of clauses are presented which have significance in

licensing agreements and which will be examined as to. their competition restrictive
effects.
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= (S) Individual contract provisions
(i} Exclusivity
In conformity with the "Maize Seed" decision discussed before, the GER (Technolo-

gy) emphasizes as already the former GER (Patents) in Recital 10 that exclusive
licenses are not regarded by the European Commission as falling under Ast. 81 (1)

.z/-‘ ﬁ-“ﬁ". )

—FEC-Treaty; if-they-are-conéerned-with-the-introduction—and-protection-of -a new
technology in the licensed territory. Under the GER (Technology) this is not only
* the case by reason of the scale of the research which has been undertaken, but also
by reason of the increase in the level of competition, in particular inter-brand
competition. As a general recommendation, to be on the safe side, exclusive licenses
should generally be drafted by including the exemptable clauses of Art.1 GER'™,
An exclusive license however is not exemptable, if the licensor dominates the
market in the sense of Art. 82 EC Treaty',

The exemption tules for territorial restrictions are found in Arts. 1 (1) No. 1 to 6 of
the GER (Technology), where the automatic exemption for pure patent licensing
agreements holds for as long as the licensed product is protected by parallel patents
(no. 1 to 5) and for a period not exceeding five years from the date when the licensed
product is first put on the market by one of the licensees (no. 6: direct sales)'™,
Where the agreement is a pure know-how licensing 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', In case of a mixed patent and
' know-how licensing agreement, the exemption for nos. 1 to 5 holds for as long as
the licensed product is protected in those Member States by such patents if the
duration of such protection exceeds the periods specified in Art. 1 (3) GER
(Technology)'””, It is to be noted that a know-how license which is territorially
restricted is not automatically exempted when the license contract only covers a
small technically limited portion of the protected knowledge'®®, The Commission
however considers such a know-how agreement as exemptable even when an
absclute territorial protection results, if the introduction or expansion of a new and
rapidly changing technology is made easier in a market which is served by only a
few producers.

(ii) Royalties

As a general rule it should be noted that antitrust law provisions do not allow that the -

parties extend competition restrictive obligations, including the obligation to pay

% Cf. the exemption of an exclusive know-how license of kimited duration by the
European Commission in the decision OF EC 1987 L 41 Mirchell Cotts/Safiltra as well as
20 IIC 703 (1989) - Delta Chemie, where the necessity of individual exemption was
-expressly stated. 7

1 See European Commission, 20 IIC 684 (1989) - Tetra Pak 1.
% See Art. 1 (2) GER (Technology).

1% See Art. | (3) GER (Technalogy).
137

See Art. 1 (4) GER (Technology) where the exemption period for point 5 is regulated.

" European Commission, 1986 O L 50 - Boussois/Interpane.
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" - royalties on to embodiments which are not covered by the scope of patent protec-

_-tion', In the Windsurfing case, the argumentation of licensor was rejected by the

EC]J, that the total unit surfboard .and rig represented a-simpler calculation method.

iIn practice, surfooards and the remaining parts of the rig were very. frequently sold

separately, because the license-free boards were offered less expensively by non-
: hcensed producers.

o 'Already in the decnslon Raymond Nagoya"m the European Commlssmn found a

minimum royalty clause 16 be admissible. Like under the former GER (Pateits),
under the GER (Technology) a minimum myalty clause and also agreement on a
-minimum number of use acts is permissible'’. The agreement on a minimum

-+ -« Toyalty or a minimum number of use operations may also not lead to.a restriction of
- the licensee in his business activities in the sense of Art. 3 No. 2. In the view of the

s Commlsslon, this would oniy be an extreme: case, s0 fhat Art, 2 GER generally
: eapphes : .

.; (m) No—contwt clause _ B

For a long time a no-cha]lenge clause has been legarded by the Comnnsswn asa
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 permissible to- assist the licensor
against an infringer of the patent/utility model'; This practice was confirmed by the

= _ECJ in the Windsurfing decision'®. The ECJ determined that a no-contest clause

TN

does not belong to the subject matter of a patent.

In a later decision™ the ECJ, however, differentiated in the sense that the applica-
tion of Art. 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

o . -to a technically non-state-of-the-art process, which the licensee has thus not utilized.

139

See already under German law BGH 1979 GRUR 308 - Auquﬂkanal fir Schallgase .
and 13 JIC 645 (1982) - Rig. T

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

41

Sec Art. 2 (1) No. 9.

e E.p. & payment provision which extends beyond the term of “the patent term is :
acceptable, where the license was granted before the patent ﬂlmg 211C61 (1991)

' See European Commission 3 I1C 52 (1972) - Davidson/Rubber 1972 O No. L 143739
- Raymond/Nagoya, 10 HC 475 (1979) - Vaessen/Moris. Cf. aiso Art 40 (2) TRIPS
Agreement.

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

45

See 17 [IC 362 (1986) - Wmds'wﬁng lmemaﬂana!

WS ECY 21 TIC 212 (1990) - Promuenotrochaﬂenge .

Seite 39




BARDEHLE - PAGENBERG -
ALTENBURG - GEISSLER - ISE

* In ‘contrast to the GER (Paténts) in which a no-challenge clause was prohibited'®’,

~- - 'the GER: (T echnology) has transformed it into a grey clause ‘and provides an

_— i-exemptlon for it in Art. 4 (2) b if the agreement is notified and the Commission does
* “not raise objections within a period of four months. As a rule, therefore, it would be
recommendable to review the necessity of a promise not to challenge =

The GER (Technology) and the rules conecrmng the exemptlon of a m-challenge
o clause are not apphcable to d:stnbuuon oontracts o

(iv) Obllgatmn touse -

. ;In the case of a nonexclusive hcense, the heensee is not obhgated to exércise his

- - right to use if this is not specified in the agreement. As an alternative, or additional-
.~ ly, the payment of -a minimum royalty. can be agreed upon as well as a right of

termination by the licensor, if certain minimum sales have not been reached. Under
European law, the obhganon 0 use is even possxble by an agreement on the minimal
number of acts of use'”. An agreement on a maximum productlon is only permissi-
ble within the limits of Ast. 2 (13) GER("second source")'

o) P Pnee-ﬁxmg

" Under the GER a price ﬁxmg-clause is among the mohlblwd claumm and there-

-~ fore an individual exemption would be required, which however would rarely be
.. granted. ‘A price fixing clause coupled with an export prohibition has been found

. detrimental to free trade by the ECJ due to this coupling, however the clause was
- still exempted, because Art. 81 EC Treaty requnes an appreaable mﬂucnce on free
trade which was not found in that case 152,

' (vi) Labelmg

A prowmon pmh1b1hng the hcensee 10 use hlS trademark or his company name is

B pmducer

by the Commission, if the licensee has the right to refer to himself as the

. The ECJ holds it however inadmissible to obligate the licensee to attach
a license label to a part of an item which lsﬁ'equently sold as a unit which itself is
not covered by the patent cla:mm

(vii) Quahty Control

" See Art. 3 No. 1.

1 See GER (Technology) recital 8.

"’cr Art.2(1) No 9 of the GER(’I‘edmology)

% See A 3 No. 5 of the GER (Teehnology)

15 See Ar3 No. | GER (Technology).

2 ECT 19 1C 664 (1989) - Plant Seed License.

5 See Art. 1{) No. 7and 2 (1) No. 11 GER(Teehnology)and recltal6

* See ECJ 17 IIC 362 (1986} - Wmd.mﬁng Imemanaml, ﬂaeﬂ: labelmg on a non-
protecced surfboard.
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- R -*Anght of termination may be agreed upon for the situation in which after a written
N request to achieve the required standard of quality and after the expiration of the
' _ termﬂ:erefortheheenseehasnotmchedthereqmredquahtystandard. The term in

- “this case has to be sufficient and reasonable. Such a provision is also permissible
* “under the GER'®, Not permissible is an obligation of licensee to restrict production

‘to one specxfic plant for the produced itemns as a control right of hcensor in order to

S qua.hty to s@posedly avord oopylng rn'Oducts by other l.lcensoes

i '(vui) Gmnt back for changes and unprovemeni: of the mventmn by hcensee

An agreem-t of a royalty-free right of licensor to use improvement inventions of

- the licensee or an obligation of licensee to assign the improvement or an use
" invention to licensor generally represents a restriction of competition of the licensee

' ‘r.and is also among the' prolnbrted clauses in accordance wrth lhe GER (Technolo-

)

2ot An obhgatlon of hcensee to grant hcenses for nnprovement mventlons ("gtant—baek :
.-clause™) is however admissible, if ‘the licensor, too, enters into a_correspondin 5§
obligation and in case of severable improvements the license is nonexclusive'
Also the respective license conditions have to comrespond, ie. the licenses elther.
77" 'both have to be free or both have to be royalty bearmg Furthennore, if the licensor
+in'the ‘case of a patentable rmprovement requests an increase in royaity, then an
agreement for payment of 1o s;rﬂitles is also necessary for improvements of licensee
. which licensor plans to use'®. An obhgatlon by licensor to inform licensee about
o modlﬁcatlons and improvement inventions is generally not recogmzed a&s restricting
~:: competition'®; Conversely, for the validity of a licensee's obligation to inform about
:.'~1mproven}ent inventions, - there - must * be a oorrespondmg obhganon by the
licensor'®

T,

(ix) Tie-in of supply (Obligation to purchase)

"', Such'a clause, also known as procuremem of gaods and | serwces whrch are not
+. ¢ necessary for a technically satisfacto 6?( exploitation of the licensed technology has
e been transformed intoa grey clause' - Under the former ‘GER (Patents) this clause

See Art. 2 (1) No. 5 GER (Technology).

1% See ECI 17 TIC 362 (1986) - Wmdmd‘mg !memauanal
"7 See decision of European Commrsslon. 1985 OJ 233 - Velcro/Apiix and' also Art. 3
No. GGER.CfalsoBem.BHCl 23(1972) andArL40TRIPSAgreement. i

™ See Art 4 (1) GER (Research), Art 2'(1) No. 4 GER (Technology); European -
Commission 20 1IC 683 (1989) - Rick ProductsiJus-rol; European Comrmssnon 1972 O
No. L 143, 39 Raymond Nagoya.

B Cf fora pure know-how license the dec:s:on of Ihe European Comrrussmn, 1987 ol
No.L 41 - Mitchell Com:ﬂof filtra. '

' See Ullrich, Intellectual Property, p.550. -~~~ . o .
*! See GER (Technology), Art. 2 (I) No. 4.

“ Such a procurement clause used to be permissible only if justified or necessary; of. now
GER (Technology) Art. 2 (I) No. 5aand Art. 4 (2a).
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. 'was contained in Art. 3 (9) as a black clause. Under the GER (Technology) a tie-in

.. clause may now be notlf ed for an exempuon with the Commission under Art. 4 (2)

aGER.

R Under the former pracnce of the Commlssmn an obhgatlon to purchase parts which
" " do not fall within the scope of the pﬁem represented an. illegal extension of the
*  patent monopoly by contractual means'®, Insofar antitrust prohibitions and patent
" infringement situations were in correlauon acts which can be prosecuted s patent

~ act which does not fall under the scope of the patent does not represent an actmty
" which is royalty bearing or which requires permission by the licensor.

o ‘A ﬁeﬁn clause is perﬁﬁssible under antitrust laW if 'the parts”m be purchawd would
"'-oonstxtuteaoonmbutorymﬁ'mgementlfusedbyaﬁurdparty There may be an

" abuse of the control right of the licensor if he allows the use of unpatented.parts or

* their combmatlon with patented parts only, if for these unpatented parts a royalty is
also paid"®, It was also considered an inadmissible restriction of competition when
. the hcensee is obligated to always sell the licensed product together with another
'j‘,{product not falling under the ?atent (e g. the non-licensed an'fooard together with

o  5 ‘1he ng according to the patent)'®

" An obligation on the licensee to supply :only a llm1ted.q'1'lét'mty of thc'hcensed

* product 1o a particular customer is not regarded as restrictive, if the license was
e g gmnted in order to provide the customer witha second source of supply

7 An obligation to purchase material for producing hoensed products is no lbnger

Justified according to the Commission when the basic patent has lapsed in the mean-

~ time ‘and only improvement patents still exist. After expiration of the patents, the

“license technology is free for use'®’.
(x) Non-Competition Clause

' A non-competition clause is listed in the GER among the prohibited clauses'®, If the

- prohibition of competitive use relates to the use of trade secrets, this is however not

‘an impermissible restriction of the licensee, since the licensor may have a ‘lusnﬁable
“interest that the knowledge conveyed is not used for compenng produ ~In the -

163

See European Commission of 10 January 1979, 10 TIC 475 (1975) -Vaessen/Moris;
“also European Commission 1985 OJ L 233,22 - Velcro/Aplix.

" See ECI 17 LIC 362 (1986) - Windsurfing International.
% ECT17 IIC 362 (1986) - Wmdsmﬁng International. .
% At 2 1No. 13 GER (Technology)

" 1985 OJ L 233, 22 - Velcro/Apiix. With respect 1o such an obligation for know-how
licensing agreements see also European Commission 16 11C 206 (1985) - Schiegel v. CPIO.

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

* See also Evropean Commission 20 IIC 703 (1989) - Delta Chentie, Art. 2(1) 3 GER. - _.
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special case of a partnership which had licensed know-how, the Commission
regarded a prohibition to compete as necessary for producing products or trading
_ such products which compete with the licensed products, since the partnership had
~ ‘an interest in the success of the new productxon facilities whxch thcy had built with

e f_cons:derable mthments i,

o (xi) Use rcstnctlons

~According 10 the GER_(Technology) a e testriction 10 Speclﬁc Tilds i permissi-

“ble'™. This is, however, only the case if it does not result in a restriction of cus-
tomers'™. An obligation on the licensee not to use the licensor's technology to
- constryct facllmes for third parties does not constitute. an. unlawful restriction of
o competmon . Among the reasons for the admissibility of this competition-limiting

i clause is that the licensor can have an interest to limit the use of the special informa-
"~ tion he supplies to the manufacturer to the products of the agreement. This condition
i ":f:;does not exist if the licensee already has the information requu'ed 10 .produce the

* desired’ products or arnclcs, bccause then he would be hmxtcd in lus OWD economic
':’-_'acnwtncs"‘ R

B A 'use prohibition after the tenmnauon of the agreemcnt howcver would only be
" exempt fmehccnseagrcmnentmdsmcrtothee:cpnahonofﬂxcpatenlsorlfﬂle

" leensed know-how is still secret'™

R '(ni) Term of Agreement

“el TAn excluswe patent hcensc agreement explres aI the latcst thh the explratlon of the

“ last of the licensed patcnts A duration past that point.and an obligation to pay
““royalties is admissible 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’ mvahd _The initial duration may be automatically extended by the

" inclusionof any new improvements communicated 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 expiry of the initial term of the
agreement and at least every three years thereafter'™. If no provision 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 patent

™ European Commission 1987 OJ L 41,420 - Mitchell CotisSofilra,
™ See Art. 2 (I) 8 GER (Technology). o
"™ See Art. 3 No.4 and Art. 2 (1) No. 8 GER (Technology)

" See Art.2 (1) No. 12 GER (Technology). '

™ See GER (Tcdmology Trensfer Agreements) Arr. 2() 1, as well as the declsmn of the -
European Commission 1987 OJ L 41, 418 - Mitchell Cotts/Solfiltra. :

" See the preamble of the GER (Technology) recital 12, and Art. 2 (1} 3 GER. Cf. also
ECI 22 HIC 61 (1991)-Licensing Agreement,

' See Art. 8 (3) GER (Technology).
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for the activities of licensee, so that in a giyen_ case the royalty may remain as agreed

"+ 'The Coramission in the decision Henke!/Colgatem held that an obhgauon to pay

" royalties beyond the duration of the patent is inadmissible, while a 50% reduction
was considered appropriate if know-how was still used'™. The ECY beld in its
decision Kai Ottung v. Klee & Weilbach'™ that a contractua! obligation under which
- apatent licensee is required to pay royalties for an indeterminate period of time does
not in itself constitute a restriction of competition within. the meaning of Art. 81.(1)
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~~in a case where the agreement was entered into after the patent appheanon was
'submnted and lmmedlately before the grant of the patent. L

e _Accordmg 10 a decision of the Emopean Comrmsmon an excluswe patent license
©“falls under Art. 81°(1) EC Treaty and is not mtomaneally exempted when certain

“'basic patents have ‘expired and only patents for improvements or further
'-'=:developments exist. Such a situation does not justify the prohibition of the licensee
to deliver in territories of other exclusive licensees. An exemption under Art. 81 (3)
EC Treaty is also not possible when the concerned products are manufactured only
according to the expired basic invention, but make no use of the improvement

invention. If the contract ends prior to the expiration of the patent or one of the
- patents licensed, then licensee has no right to continue the explo:tatlon of the patent,

E ‘A corresponding provision is also admssxble under Art. 2 {03 GER (T echnology)

' Convelsely, an agreement of payments after the expiration or invalidity of the patent
is normally among the prohibited clauses'® unless the continued payment represents
a staggered royalty payment for the period of the vahdlty of the licensed technolo-
gy'®. 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 dis-

- closed™ The Europeun Conmussmn bases this on the advantage which the licensee
-+ has over- compeutors ."The duration of the exemption as far as competition
‘ ._-'restnct:tve clauses are ooucemed is regulated dlﬁ'erenﬂy in- An 1 (2) GER

7 For the case that the basic patent expires and the license oonﬁ;aei is contlnﬁed wtﬂi '

o Jimprovement inventions, see the decision of the European Commrsswn. 1985 OJ L 233-

. “Velcro/Apiix”.

"™1972 GRUR Int. 173.

'® Burroughs/Geha 3 1IC 259 (1972).

" 22 IC 61 (1991) - Licensing Agreement.

1985 OJ L 233 - Velcra/Aplis. -

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

"™ See GER (Technology), recital 21, and the decisions of the European Commission
1986 QJ L 50 - - Boussois/Interpane, see also the decision Rich Productsifus-rol in 20 IIC
683 (1989); Ulirich, in Intellectual Property, p. 550, even sees no conflict with Art. 81 .(1)
due to agreements on payment modes; for the praeuoe ‘of the European Commission see -
also Venit, I8 1IC1,20(1987).

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

"™ See Art. 2 (1) No. 7 GER (Technology).
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(Technology) dependmg on the respective clause and the type of agneement patent
license, pure know-how license and mixed agreement.

(xiii) Confidentiality obligation
o "":.Under the GER & confi dentlahty promlse is also admnss:ble ifit exceeds the term of

~ the agreement'®, Since the confidentiality and nonuse agreement depend upon the
confidential chamcter of the technical mfonnauon, an agreement about an-absolute

- —uonﬁdentlahty period is .hotpemssxbié*i&*s‘écmy abligation is fo longer apphcable'
" when the licensed know-how becom&s public knowledge. oo

(ivx) Assignment and sublicensing

Assignment and sublicensing by a licensee can be excluded, particularly if there is, a

territorial division within the protected territory, which could be counteracted in the

. . case of an asmgnment or a subhcense by thud parhes. From an anutrust wew;mmt
. this pom no problem 1w S :

“See Art2 (1) No T GER (TechnologY). see also :he declsmn M:ttchell Col‘.'s/.S'qﬁtm
1987 QJ L. 41.). ) : ; -

* Cf. e.g. Art. 2 (1) No. 2 GER (T echnology).
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) GER (R&D) - Regulation No. 41885~~~ S
(1) General ;

Generally, under the opxmon of the European Commission, only such provisions are
- capable 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 ex:st within the European Union

Mf-“-.‘tor Wwiiich one can assurne that they 100 Will GoRtinue to do Teséarch in 1he field of
the agreememsothatoompeungproducts would be available.

(2) Individual Provisions
L -(l) Term of agreement

L ‘An agmement ofa ﬁxed term wﬂhout pOSSlblllty of termination for apenod of eight
years appears admissible’®, In view of the purpose of such an agreement to make
possible long-term research projects by combining financial and personal means, the
Commission has also exempted longer periods'. The European Commission
regarded it as admissible that in case of a premature termination by one of the parties
the other party continues the research and in case of a success the licensing of the
terminating party is made dependent upon a payment of up te 75 % of the research
and development costs.

As an alternative to the independent exploitation of the research results with mutual
licensing, one can agree that the exploitation of the research results is to be carried
‘out by a company which is not a party of the agreement and which may not yet have
been founded'”. The continued obligation to an exchange of experience after the -
expiration of the cooperation agreement serves the optimum product application, e.g.
the development of the best form of administration of an invented pharmaceutical
following the clinical tests. The European Commission considers such a temporally
limited mformatmn exchange permissible if it is not set up differently from country
to country' 2, It is also admissible to define the duration of this continued agreement
from the product's first sale. The exchange of information in these cases is to be
limited to technical information for the effective form of the exploitation of the
results and excludes information relating to such things as marketing methods. -

LN

(i} Territory of the licenses

'™ See European Commission 16 TIC 206 (1985) - Rockwell/Iveco.

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

'* See European Commission BECham/Parke Davis, 10 TIC 739 (1979) recital 39, as well
as European Comnission 16 HC 202 (1985) - Reckwell/lveco (exemption for 11 years); 16
IIC 204 (1985) - VW/MAN" (exemption for 15 years); 20 IC 697 (1989) -
Continental/Michelin up to expiration of the |ast patent.

" The European Commission also considers such an agreement admissible, soe European
Commission 16 1IC 202 (1985) - Rockwell/fveco, and 16 1IC 204 (1985) - VB/MAN, as .
well as Art. 1 (3) b) and Art. 2 €) GER (Research).

'”seemw)cak(keswch)
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In the opinion of the European. Commission the contract party cannot be excluded

from marketing the invention developed in mdmdual temtoncs of the European

- Union five years after the begmnmg of the marketmg
. @ Purchase Obhgatlon o

L An exclusive purchase obhgat:on ina cooperanon agreement is ad1mssxb1e in accor- .

da.nce w:th the Em'opcan Commxsslon :
h (lv) Pmlnbmon of parallel research - 7
' Such prohlbmon for the ﬁcld of the agreemcnt is pexmlss:ble"’, except if they
‘mutually promise to share the results of their individual activities'. In addition, a
... competition prohibition for activities, e.g. producuon and ‘sale-in one's own name in
the field of the Jomt mrch is also adrmsmble
' (v) No challenge clause "

. - A research agreement containing a. promise mttoattacklspresmnednottobe
..., exempt, if the promise continues pasttheexpu-auon of the mcarch program

- (vi) Conﬁdentlallty and use rcstnctlon

"An obhgatlon 110t 10 prowdc mfomiauon of t'he other partner to tlmd pmues and in

addition not to allow the use of research results for these third parhw is pot

.. objectionable under antitrust law. ‘With respect to the secrecy obllgatlon, the GER
- ©, . contains no teraporal limitation in Art..5(1)d, but rather: permits an obhgahon even
. 'beyond the duration of the contract, as long as ﬂae r&search results are sull conﬁden-

. tial. . . e _

' ._jfl(vn) Asslgnablhty aud subhcenscs

o Whlle in general the. asmgnablllty and thc grantmg of subhccnses can be excluded

for a ncnexciuswe license agreement’™ with respect to contract law considerations,
certain exceptions apply for a cooperation agreement between competitors, accord-

' See European Commission 10 1IC 739 (1979} - BEChan/Parke, Davis; Art 6 ), Art. 4
{1) f) GER (Research).

'™ See At 4 GER (Research) and European Commission, 16 1IC 204 (1985) - VW/MAN.

" "™ See Art 4 (1) aand b GER

% See European Commission 1972 GRUR Int. 173 - Henkel/Colgate.

"' See European Commission 16 IIC 204 (1985) - FA/MAN and 16 IiIC 203 (1985) -
Carbon gas technology, See also Art. 6a GER (Research),

"™ See Art. § b GER (Research).

' The latter, however, for the duration of two years from the time' of the commerclal '
cxpicnabxlny. see GER (Research) Art. 4(1)b and Art. S(1d. o

# See Art. 6 g GER (Research), - -
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ing to the European Commission. Art. 81 (3) EC Tmty perrmts an exemptlon from

;. the cartel prohlbmon only in very narrow lumts.

: 'Iherefore 1t has to be made certain’ that for 1he marketmg phase of the inventions

" resulting from the cooperation each contract party regains the full freedom to act
herein. This includes the nght to grant licenses or sublicenses to third parties. If such
a form of licensing requires the approval of the other party, then according to the

. European .Commission  this' would - constitute - an- influence “on- the individual

marketing policy of the othier party, In addition, the possibility of third parties to
obtam licenses for the production of the product of the contract would be ln:mtedml

In the quoted decision, the European Comrmssmn also requcsted the followmg
- chang&s in the cooperanon agneement

. _ (a) The mutual Imensnng had to apply to all countrm of the European Union.

(b) The practical ramlﬁcatlons of marketmg must nut lead to a dmsmn of the
market.

. (¢) A profit-sharing clause for a specific country as well as 2 participation in

‘the profits of the other party and its sublicenses was cancelied. The European

Commission explained here that a profit—sharing can only be permitted, if for
technical reasons only one of the parties is cspa‘b!e of the production and sale
of the product, but not if both partm are m the husmecs as produeers of
_ ,.pharmaceutlcals. SR

" In 1993 the Commission adapted the GER (R+D) as well as the Specmhzanon
. . Agreement (Regulation'417/85) to allow exclusive distribition by a Joint venture or

also ‘by -one -of .the parties, subject to a maximum market share ‘of 10 % and a

turnover of less than 1 billion ECU. For other restrictions the market share limit is
20 % of the market. With respect to the former GER (Patents) and GER (Know-
how) the Commission allowed agreements. between the parent”company and the
joint venture for automatic exemption, even in a case where the parties compete with

...+, each other. The market:share for patented products and their equivalents is Limited to
. 10.% for agreements establishing cooperation which covers production and dis-

. tribution, and 20 % for 2 license limited to production only’02

*! ee European Commission 10 llC 739 (1979)— BEChanv’Parke Davis, recltal 42 of the .
decision, '

*2 Regulation 151/93 of 23 December 1992 OJ L 21/8 of 29 January 1993
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o c) Speclal issues of trademark llcense agreements -

Unlike paIent hcenses, trademark hcenses under European ]aw, if ﬂ:xey contain
clauses which may restrict oompeutlon, need an individual exempuon, since no

S group exemption regulation for trademarks exists so far. .

In the decision Windsurfing Im‘ernatmnall203 the European Commms:on de not ex-

- emptapromlsenottoattackauadernark This view has been confiomed: by the ECY

o onappeal . In a more recent decision the EC Commission has taken a more le-

©° ‘nient approach with respect to no-challerége clauses in. trademark heense agreements

e “in 1 compatrison to patents and copyngh

~In the Moosehead/%rtbreaa‘ case the Commlssmn has made it clear ﬂ:at evenina

= * mixed agreement covering know-how and trademarks the GER Know-how does not

‘apply, if the trademarks licensed are not anczllary to the know-how rights granted.
Therefore an individual exemption was necessary in view of the fact that the license
agreement contained an exclusivity clause, an export prohibition, .2 no-competition
clause, a purchase oblxgatlon and a no-challenge clause w:th respect to the rademark
heensed. .

" Under the new GER (T echnology Lleensmg Agreements) Recxtal (6) the scope of

_ the regulation is extended to pure or mixed agreements containing:the licensing of

- intellectual property other than patents, ie. ‘trademarks, when such additional

-~ licensing contributes to the aehlevement of the objects of the - hcensed technology
- and eontams only anclllary pmvxsmns. Ced

' ‘?The trademark nght has’ been deﬁned by the ECJ snmlarly as lhe nght ofa patent
owner, since its objectis -

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

Surprisingly, in contrast to a no-challenge clause with respect to patents, this one
was regarded as exemptable or, even more surprising, was regarded as not even
falling under Art. 81 (1). The Commission explained that it must be examined
whether the restriction was "appreciable", It remarks in this context that only in case
of a famous or well-known mark such a clause could constitute a trade barrier with a
significant effect on competition.

#1983 0.J. No. L. 229, 1.
* See 17 11C 362 (1986) - Windsurfing International.

™ For exemption from no-contest clauses, see also Venit, 18 IC 1, 29 (1987) in
particular footnote 73. ‘

2.Gee ECJ 1990 OF L 100/32 - Moasehead/Whubread (negmwe ciearmee) ‘ECJ 1932 o
L 379/19 - Toltecs/Dorset (exemption under Art. 81 (3))

*ECY 1974 ECR 1183, 6 1IC 110 (1975) - Cenirafirm v. Wimkfap
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It appears that primarily because of the fact that Moosehead was a Canadian brewery
which was interested to enter the ‘British 1market, the Commission was willing to
grant a rather broad exemption with respect to a number of restrictive clauses which
it might not have done under different mrcumstamesm ‘One of the reasons for the
liberal attitude of the Commission obviously was the UK market structure, namely a
tightly oligopolistic market with a strong’ mter-brand competmon. The exemption
wasgranted forapenod oftenywrs

o the case Bayer/Denral the: Oommlamon ob;ected 0.8 élause which prohibited the -

~: -re-sale of pharmacetmcals inunopened form and wamed against exploitation outside
. the territory in question, Germany, because of the powble existence of industrial

property rights. The Commission found that the intention of the ‘clause was the

prevention of re-sales outside Germany after an exhaustion having occurred. With
;- respect to repackaging thé'clause did not comply ‘with the decision of the ECJ in

: -.-.'.Hoﬁ'mannLaRochecasewhererepackagmg hadbeenregardedaslawﬁn] if it did
. -,not mterferemththeongxml staleoftheproduct T

- The Oommwmon expressly observed that the clause was |

ablemawakenmﬂlemmdsofmellerssomuchdoubtastoﬂzeracwalnghts
thnttheymllrefrmnﬁ'ommellmgrepackedproductsm

L The Comm:sﬂon did not impose a fine because Bayer obvnously had never enforced

. - the clause. One must therefore be aware of the fact that not only if the clause is
.. worded as-an ‘export ban; but also if it has the psychological effect of an export ban
‘the Commission would regard this as a violation of the anti-trust rules. Bayer's
defense that they only wanted to warn the distributors and wanted to protect them-
 selves against contractual liability was not regarded as sufficient.

*™ Cf. Rothnie, 1991 International Busm&ss Lawyer, 495, EC Compennan Palxy, The
Commission and Trademarks-~: . - _ _ S SRR

l99001_L35U48 recital 11
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~d) Special issues of software license agreemeﬂts. .

(1) General

% In the field of copyright law, and in particular with respect to software products, the
" interrelationship between the Software Directive and the general European

competition rules are of particular importance. As already mentioned before, more
specific regulauons exist for patents and .know-how, and therefore. for lack of

specific legislation in the “field of copyright law, many conclusions must be drawn

. from those areas. The Commission has published an announcement®"! conceming

* " -the application of the Competition Rules on copyright license agreements. The
- Commission indicated that it will follow similar rules as they lmve already become

' "oommon practice in patent license agreemmts.

Oneproblemans&sfromﬂaeﬁctthatsoﬁmmisgeneraﬂylmdelstoodtnbea
* tangible product which can be sold in the form of diskettes and manuals, and on the
- other hand is an intangible entity with rights attached to it which can be enforced by .
the copyright owner. Similarly as with respect to patent license -agreements, also

- “software licensing or distribution agreements usually contain exclusivity clauses and

< other limitations which are anti-competitive. Mere distribution agreements covering
““mass produced low-price products, if such software lacks copyright, canimpose

“ " fewer restrictions than software protected under copyright law which is licensed to

- ~an end-user. In such a case the control of the exploitation of the work is a
o prereqmsnte for the hcensor to generate revenues.

* “Block exemption could be taken into consideration only if

-a program is patentable under national or European laws®? (Regulauon
-7 No. 2349/84) )
.~ -the agreement mnotapwesoﬁware hcense,sothat ltcouldbeexemptedas :
-+ know how license under the Technology Regulation® -~ - «
- -regulations concenung exclusive distribution like 1983/83 and 1984/83 are
“applicable; this requires that there must be a case of distribution of "goods”,
and these goods must be d:stnbuted for resale as opposed to the sale to end-
users.

- As regards the applic_ability of the GER (rechnology) on the one haﬁd and the GER
1983/83 and 1984/83 on distribution agreements on the other hand, it should be
noted that only if the licensee also manufactures and not only distributes, the GER

210 0F 1982, p. 33

A See 12th Report on Competition Policy {1982), 73 note 88; Gutuso, Les Droits de

. Propriéié Intellectuelle ef les Régles de Concurrence, in Demaret, La Protection de la
. -Propriété Intellectuelle, Aspects Juridigues Eyropéens et Internationaux, 1989, at 131, 159;

_Korah, An Introductory Guide to EC Compelition Law and Praciice, 1990. al?9 ‘
*? See Kolle, Patentability of Software-Related Inventions in Europe, 22 IIC 660 (1991);
Sherman, The Patentability of Computer-Related Inventions in the United Kingdom and the. .

- European Patent Office, (1991} EIPR 85, and Geissler, The Patentability of Computer
Software at the EPO at part 1, 3311; for software protection under German pawnt law cf.
Raubenheuner. Computerl.aw in Germany, below part 11, 3.2.1

* See Pagenberg/Geissler, License Agreements, p. 542 et seq. notes 30 et s¢q., 49 ¢t seq.
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(Technology) is applicable?®. Specific problems may arise in case were no
contractual license is concluded between the copyright owner and the licensee,
because €.g. the relationship is limited to a "shrink-wrap” agreement which includes
restrictive clauses like the prohibition of sub-licenses. The European Commission
- could be of the opinion that such a restriction may. not be necessary for the exercise

- .of the copyright in the program. Observations on mdw:dua] clauses will therefore be
- made hereaﬁer .

- Unhke patent law where the ownership of a patent can be originally documented by

T the presentation of the letters patent as well as by inspection of the patent register,

- copyrights in Europe are not reg:steredsoﬂiaiavenﬁoauonoftheownemhlp of the
" right can be difficult. It will primarily be the task of the licensor to determine and
: -ﬁnailytopmvewhetherhelmssngmﬁcantnglnsmuseandmpamcularanghtto
sublicense. The off-the-shelf sofiware (mass software) in the form of standardized
user programs is often bought separately, and the contract form is usually a sales
© contract. Since the purchase of sofiware has become an every day business, it is
« frequently overlooked that the buyer does not purchase an nlimited right of use?®®,

:Tlus applies not only with respect to the license oonchtlons submlttod by the seller

. with the software, but limitafions also arise by law. If the software is copyright-

. protected, then its use is vastly limited in particular in prohibiting copying and

S distributing. From national copyright law the right for a territorial, time-wise or

:subject matter limitation of the use follows, which is also used in conjunction with

-off-the-shelf software so that only a back-up copy is penmttod and the multiple use

‘within one company is thus not permitted. Specific provisions are found for the use
in a network for which the seller of the software usually requests additional license

+ .. The various fact patterns to be regulated follow from the highlights of the applicable
provisions of the law, thus the assignment of use rights in know-how and copyrights

.. for the development of special programs on the one hand and mere software supply

to a user with limitations of the scope of use on the other hand. The different con-

.z < ‘tractual provisions necessitate considering different antitrust law issues, because the
o classical limitations in competition, such as exclusivity, territorial limitation,

- limitation of use 1o a specific technical field, etc. are important in the field of a
software license. Most issues of contract clauses have been dealt with in the context
of patent law and the different group exemption regulations above. OnIy special

R queshons of soﬁware licenses are therefore discussed hereafier.

" (@ Individual contract clauses

() No-contest clause - Existence of copyright protection

- If the software is protected by copyright, then provisions limiting the competition as
they are contained in most license agreements are permissible. Unlike a patent
license agreement in which the patentability of the patent is examined by the Patent
Office, the examination for copyrightability of programs is up to the parties of the

214

Recnals GER (Technology).
** However, the resale of a copy lawfully sold cannot be pmhlbuod under the Software
Directive, Art, 4(@) _ _ L
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. contract. Generally at the time of entering into the software agreement the parties
" will assume that the software is copyright protected since-it is generally the

w:‘_ individual character of a program which creates the interest in licensing. Whether the

software as a whole or individual portions are copyright protected is a legal question
which will ultimately be determined by the courts, They have so far provided case
law criteria which may provide some indications (see country reports...).

In patent law, the recognition of the work quality of the licensed §oﬂware corre-

_sponds_to_a non-challenge-clause.-In-the-former-GER-(Patenits)-such-a- clause has
‘been declared to be inadmissible by the EC Commission®'® and this view has also

. been confirmed by the European Court of Justice?”. In the GER (Technology) the

- no-contest clause is not considered to be a black clanse anymore. The Regulation

c 'prowcles an exemption for this restrictive clause in Art.'4 No. 2b if the commission
_isnotified and does not oppose the exemption w;thm a penod offour months.

" 'Whether this will also be apphcable to. the recogmuon of the work quahty in
* software license agreements has so far not been decided. Some authors are of the
opinion that at least the recognition of the copyrightability by the licensee must be
_permissible. In contrast to the patent-"monopoly”, however, copyright law does not
provide an absolute legal position. A software program with essentially identical

" technical functions and the same field of use which has been created by a third party
o mdependently does not fall into the "scope of protection™ of an earlier created pro-

gram. The ‘author is ﬁsentlaﬂy protected only against the use, particularly the
' copying of his work. The recognition of the- work quahty thus does Dot enhance a

U right to exclude and is therefore not recommended®'®

(i) Conﬁdentiality obligation - Know-how protection

= * Source codes and the oomments are generally kept conﬁdem:la! by every softwale

developer. Thus they fulfill one essential prerequisite in order to qualify as "know-
“how" in the sense of the GER (Technology)®*®. The disclosure of this confidential
" information and the permission of its use are therefore to be viewed as the licensing
“of know-how in the sense of the GER. Thus this know-how is worthy of protection,

i.e. its utilization can be conveyed contmctually in a limited fashion and particularly

can be protected by confidentiality provisions against passing on and publication.

There should be no concern about the admissibility of such an obligation. Since no
monopoly pressure is exercised for such an obligation and since the European
Commission has also indicated the admissibility of the confidentiality obligation for
know-how agreements even without time hnntanonsm, objections are not.to be
expected on this point. Although specific license agreements in the field of software

* See Art. 3 (1) of the GER (Pateats).
37 See ECI 17 1IC 362 (1986) - Windmfmglmmmmi o

2% See Pagenberg/Geissker, License Agreements, p. 536 et seq notﬁ 21 e seq. with
further referenm _ o

2 See Art. 10 No. 1 GER (Technology Transfer Agreements).

 See GER (Technology) Art.2 (1)No. 1.~
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. may contain also know-how which would qualify as subject matter under the former ( a
" GER (Know-how) and now under the GER (Technology Transfer Agreements)™!, ‘ .

. - this is not the case where in reality a copyright license was intended. If also no other

| -of the exemption regulaticss is applicable, the contract needs a negatwe clearance or
- -md.mdual exempuon dependmg on ﬁle cxrcumstano&s ' _

(iu) Temtonal hm:tatmn Exclusinty

. tonally lumted protectlon from which the oontract temtory would reachly r&cult
Licensors and licensees often have an interest to grant and have granted territorial

- exclusivity, which in the EU has the immediate effect of the applicabilty of the
... competition rules. By the license a bundle of national oopynghts is granted, if the

license covers several countries. For the EU the licensor is able to promise not to
grant a further license to a third party, however, an absolute territorial protection in
favor of the licensee cannot be guaranteed, since this would vmlate the principle of

thefreeﬂowc:fgooc:lsun«.ierﬁkrt.28ECTx'eat]y'r’2

The ECJ has explamed in & number of decisions™ that an export proh.lbmon ina

o . license contract covering several EU countries constitutes a violation of Art. 81 EC
.. - Treaty and is even subject to fines which the Commission has already imposed on a

numberofoccasmns.Anexportprovxmonlsmereforealsoregardedasoneofthe '

" black clauses of the exempuon regulations, e.g. in Article 3 (3) GER (Patents),

‘where only a five year period is exempted. Software license agxeements for which
no exemption regulation exists, would always need an individual exemptlon if an
export prohibition is included.

For the territory of the European Union it must be noted that an absolute territorial
. --protection can be guaranteed neither in favor of the licensee nor the licenser since
- this would violate the principle of the free flow of goods under Art. 28 EC

Treaty*#*, A protection against other licensees does not appear to be necessary

... because ﬂle head-start of licensee and in addition the ianguage borders for the
_ .. software make an effective eompehtlon from other EU oountng:s unlikely™.

) . (iv) Scope of the license -

o See Pag'mberglc_ie,i_s.vs.lcf..iicense Agreements, page.539. note 23 et seq; 541, note 28 et
2 See for Patent Law ECJ 17 )IC 362, (1986) - Windsurfing International.

* For the admissibility and enforceability of an exclusivity clause in a copynght contract
see ECJ 14 11C 405 (1983)- Le Boucher (Coditel). _ _

 See for patent law ECJ171IC 362 (1986) - W_ind;wfmg International.
™ For a protection of the licensee sgainst import of the products of the licensor see
European Commission decision in Mitchell Catts/SoﬁIxra 1987 OJ L 4]: admissibility of a
production and import prohibition for 10 years.

" . ™ For the admissibility of a prohibition of active marketing for the duration of five years,
see GER (Technology) Art. 1 (1) 6 in conjunction with Ast. 1 (3).
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. The license. grant relates both to.the software protected by copyright as it is for
" example realized in the form of disks, and to the confidential- know-how which

exists in additional information, in particular in the disclosure of the source code
with comments. Thus on the one hand the rules of the Euvropean Comumission for
treating industrial property rights become applicable, Art. 28, 36 and 85 EC Treaty,

. and on the other hand under certain conditions also the exemption possibilities under
~ the GER (T echnology) are made aoeess1ble In contrast to. a patent which gives
" Ticensor. and the exclusive lloensee an absolute right and which can, if necessary also

_“beenforced against the-contract-partner-by-way-of patent-infringement litigation; the

e

~ ownership and transfer of know-how only provides a contractual position which is
o énlarged. however if one assumes copyright protection in the case of an exclusive
. right to use. An exclusive license or respechvely a sole license is also covered by
'Art. 30 EC Treaty on the bas:sofcopynghtlaw : RS

(v) Term of the Agreement

D 1o the complex nature of th contract between copyrigh sgreement nd know-

- how agreement one has to consider the GER (Technology) in conjunction:with the

* ' duration of the agreement which for a ten year duration antomatically exempts cer-

© " tain clauses™. If the license is interested in a time-wise farther-reaching protection
" " of confidentiality, anotification with the Commission should be made by precaution.
" "Limitations, if any, thus result with respect to the duration, because the protectability
-of the know-how depends on its secret character. When the know-how becomes

public knowledge, all clauses limiting . competition in a pure know-how agreement
become void, a fact that cannot be predicted time-wise when entering mto the agree-

_ .ment Thls also applies to the royalty payment obhgatxon

C Th15 evaluation already follows ﬁ'om the fact that the. dlsclosure of d:sassembled

© - programs'by ‘third parties is subject to a significant uncertainty relating to propriety

* - and completeness, not to speak of the lack of comments from the author. A-complete

~disclosure of the Iicensed secret knowledge is not, therefore, generally to be found in

- such cases. One must, however, consider the fact that the exemption under the GER

(T echnology) is tied to the secret character, the apparent lack of which removes the

“* " exemption. This could result in the necessity. of a negatlve cleamnce Or ‘an exemp-
o tion underArt. 81(3) EU-Treaty, . .

" *(vi) Prohibition of the Gr_aqt_ q_f Sublicense .
. The prohibition of the grant of a sublicense should -normally-be regarded as

admissible for the same reason as mentioned before, namely that the copyright
- owner has a right to proper compensation which he should be able to control in order - -

to avoid misuse™, A sub-license restriction has also been regarded as admlsmble in

Art. 2 (2) GER (T echnology)

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

2 See Ant. 2(7) a payment petiod of snother lhree ym aﬂer the publlcanon would still
be admissibie. _ _ R

* Cf. the comesponding rule in Art. 2 (5) GER (Technology 'rransfemgmmems). :
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More specific clauses often included in hcense oontracts for soﬁware shall be :
enmnexated hercafter™®, - , (
: .-(vui) ’Iymg C]ause.

.. Any obhganon o purchase hardware together with specific software (or vice versa)
~would no longer be regarded as unlawful per se, even if there is no technical necessi-
-*ty 1o ensure a satisfactory use of the combination®’, The prohlbmon of tyingisone

-=:+of the-misuse-clauses-which-are-expressly-enumerated-in-Art:- 31‘(1)"53”'['1"WY232

. Tying is of particular importance also with respect to ‘maintenance clauses. How far
“maintenance clauses can Testrict the ﬁ'eedom of the licensee would however depend

‘on the circumstances of the case™. Art. 81 (1) EC Treaty would therefore be

applicable if the maintenance by the licensor is not necssary for the proper
functioning, Art. 4 (2) a. GER (Technology).

(n) Prohibition to Make Back-up Coples and to Examme ﬂ:e ngram

v Art. 5 of the Directive prowdes a broad authorization in favor of the user of a
- -program to examine the functioning of the program ("black- box analysis” ") and to

.~-make back-up copies for the proper use of the program. All clauses in existing

o ._.:hcensxng contracts whlch are contrary to this rule have to be adjusted to the

- ®1 Prohibition of De-compilation and Re'verse Engineering

'Such a clause is often found i in software agreements which were concluded before
the issuance of the Directive™. Reverse mgmeenng black box analysis and de- :
' :-.compilation are now authorized under certain’ conditions accordmg to Art. 6 (1) and : (

B {2) of the Directive. The primary reason for this rule was to’ grant access to the e
-+interfaces of hardware configurations™. Art.'6 must be regarded as Jex specialisin -

- -the context of a software license; so that the licensee is entitled to de-compﬂauon for

:. . .:the purposes described in the Directive, namely to- obtain mformatmn Jecessary to
«; - achieve the interoperability of -an independently created program. It is for the
- -copyright owner to decide whether he wants to grant such a license, and for the

licensee to use the legal means offered by the Directive and to stay within its limits.
This means that for the purpose of creating interoperable programs (“interoperability
with other programs”) the de-compilation cannot be prohlblted. '

. On the basis of Art. 9 (1) of the Directive it must be presumed that any prohibition
-~ -of de-compilation in a license contract will in the future be regarded as void and

- For a general survey on specific software clauses see l."owelL'rnre Comﬁw'er:umyer, ,'
Expertise no. 145, 412, 417 (1991); for the general enforceability of copyright in sofiware -
agreements see A. Bertrand, Le Droit d'Auteur et les Droits Voisins, Paris 1991, p. 536,
! Cf. GER (Technology) Art. 3 (2)a).
¥ \ith respect to a tying clause cf. the limitation in Art. 2 of the GER (Technology). = -
¥ of. Powell The Computer Lawyer, Expertise no. 143 page 420 note 45 (1991).
™ Cf. Pagenberg/Geissler, License Agreements, p. 6 note 34 et seq.
5 5 0¢ Bay, 91993 Computer Law and Practice, 376,181
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could even be regarded as a violation of the EC Competition Rules with the
- possibility of a fine. It is argued that a prohibition of de-compilation cannot even be
justified by a protection of other industrial property rights, like trade secrets or
know-how. It is therefore recommendable to provide for such a possibility and a
clear definition in the license contract and eventually to modify agreements which

. have been concluded before l January 1993,

! P ‘L\

S Inthe explanatory notcs of the ongmal draft of the Dlrectwe the Oommlssxon gave

. “an evaluation of the relationship. between. the-planned Directive-and the-competition
T B 'ﬁ-w’"‘—”; “Tules of the Treaty”. The Commission has come back to the distinction of the Court
' “ " of Justice between the existence and the exercise of industrial ‘property rights.

-+ “According to the Commission, each extension by a contract of the rights in question

" or any prohibition of the use of such rights which is not expressly reserved for the

%" right owner may constitute a violation of the competition rules. The same ‘would be

S true for any abuse of a dominant posmon under. Art. 82 EC Treaty

" An abuse of the right of reverse engineering must however be assumed; ifa program
SR dxssembled and afterwards published in a computer journal in order to increase its
readership™’ . As a general rule one can assume that the mere ‘access to the program
cannot be prohibited for somebody who wishes to write an-independent but
" compatible program to the program concerned. A dominant manufacturer of
~*“computer software is therefore normally obliged to-provide the necessary informa-
"+ tion with respect to interfaces in order to allow other sofiware developers to write a
“"program which functions in the same way as the one of the dominant manufacturer.
“+i ‘The control of interfaces, acmrdmg to the EC Commission, could lead to an
~*"important distortion of competition, since the market depends on such information
for the development of competing products. One must add that a “clause which
prohibits the de-compilation, but nevertheless is in conformity with Art. 6 of the
Directive, might still be examined under Art. 81 (1), if the mmcuon goes beyond a
reasonable protection of the program in question.

' (n) Prohxbmon of Modlﬁcahon and Adaptatlon ,

o This clause is dealt with in Art. 4 .(a) and 5 (1) of the Dlrecnve Although the
-+ % copyright owner must have an interest to prohibit the copying ‘of his program and
“-therefore to limit adaptations and modifications which are of a minor nature, it
-+ " would go beyond his copyright if he can enjoin the adaptation of a program by the
+ - licensee for his own purpose. Also. the reqmrementthatmodlﬁcanonscanorﬂy be

" made by the copyright owner would exceed the exercise of the right.

.. Thesolution-found-by the- Commissior is similar to the white clauses it exemption
S rcgulanonsmthmpecttotymg lftheuseoftheproductsorsemc&sofﬂzenght
holder is necessary for the proper functioning of the product in question, like the

maintenance service of the program, this should be allowed™”. Therefore, what

¥ 0.J. No. C 91716 of 12 April 1989

" See Lehmann, The New Contract Under European and German Copyright Law-Sale
and Licensing of Computer Programs, 25 11C 39 (1994).

® Art. 5 of the Directive; for more defails see below part II: Raubenhenna'. Compmr
Law in Germany, 2.63.3, 3.1.52, 3.1.7 with detailed references, Lehmsnn, The New
Saoftware Contract Under European and German Cop)nght Law - Sale and Licensing. of
Computer Programs,25 [1C39.(1994). -~
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- Art. 5 (1) provides, namely that the correction of errors must be aIlowed and that
. ... . - also the loading within the frame of proper use of the program shcu]d not be prohib-
.- ited, is self-evident, - -

B (l’-ll') _Use Rﬁtnchon

A site/network license which Limits the use of the software to one CPU or a specified
-, network is legal and enforceable, since it constitutes a possibility to calculate royal-

ties”, The combination.of.a-use_restriction_clause. with.a_specified-hardware - pur-——

.. chase or use supplied by the licensor would however be regarded as unlawful as a
*... - tying arrangement under Art. 81 (1) e . The general admissibility of a use restric-
..., tion would also be endangered, if the use restriction excludes the port or upgrading -
- ..+ of the program in case of the exchange of the hardware configuration. The copyright

...owner has of course an interest that the quality of his program and thereby his
reputanon is not endangered and that through the change of hardware the extent of
use remains under his control, For the same reason a modification of the software

..._-.environment, e.g. the use of floating soﬁware should be subject to the authorization
.'.-;:ofthellcensor .

" ,_-;-_.."_Such a clause can be. regarded as a means to insure the proper payment of royalties

-due for the specific use of the program in order to avoid 2 multiple use without the

.. .authorization of the copyright owner?"’, It therefore belongs to the existence of the

... .copyright and would only:constitute an-abuse if the software in question is generally

- sold without imitation to & certain' capacity of a machine or if the clause is further

.. linked to hardware of the: software supplier and this is not based on technical

... requirements. Use restrictions in the copyright field are also generally possible and

.. - lawful which can be shown by the distinction made by the ECJ between sales rights
. -and rentmg rights wuh respect to v:deosm :

’ | {xiii) Mamtenance

Art. 8 (1) of the Directive intends to aliow the normal maintenance work which
~ consists primarily in the correction of faults and errors, however not in upgrading
.. work which requires the alteration of the original program. The activities which do
- .mot need authorization of the right holder are listed in Art. 5, but one must assume
. that even restrictive clauses within Art. 4 and 5 will be examined closely by the
. Commission for their reasonableness. Such examination would be based on the

. -+ question whether the clause is necessary for the "intended purpose” of the software.

.. IV, Art..82 - Abuse of a dominant position

B Cf. for similar situations ECJ (1980) ECR 881 - Coditel ! and ECJ (1932) ECR 3381 -
Coditet Il

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

1 See the Fourth Report of the EC Comm;ssmn on Cnmpetmon Policy, p 20, a5 weIl as
Art. 2 (8) GER (T echnology) _

m See EC], 1988 ECR 2605 « Warner Brothers; BCJ 1985 ECR 2605 - Cinéthéque.
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Criteria for the determination of a dominant position are the market share and factors
- ﬁkeg%e technological lead of an mdenak_ing and the 'a_bs:nce:of :potent_i;x_l competi-
L tors™, - _ .

 Violations under Art. 82 concern the 1mposmon of unfa:r purchase or. selimg prices,
' ¢lauses limiting production or distribution, the application of dissimilar conditions to
~ equivalent transactions or the imposition of obligations and duties which have no

connection with the purpose of the agreement. Another typical case should also be

—mentioned; namely the refusal-of a manufacturer to-accept-a-distributor-as-a-member
" of a selective distribution network if such dealer fulfills all criteria laid down in the
selective distribution agreement. On the other hand, the mere existence of price

- differentials for specific computer products, within and outside the European Union
- cannot as such be regarded as an abuse under Art. 82. Higher distribution costs

especially with respect to language adaptations and the smaller markets in Europe
canmot be compared with a distribution situation in the US?*

The ECJ has repeatedly underlined that an sbuse of a dominant position refers not
only to practices which may directly prejudice consumers but also covers conduct
which causes indirect prejudice by adversely affecting the structure of effective
competition, such as the granting of refunds or fidelity rebates. Elements which tend
to show that the company in question plays the role of the price leader are also

. considered in this context. In the Hoffmann-LaRoche case the ECJ has also taken
‘into account that the company was capable to preclude any attempt of competition
due to its excellent distribution and marketing organization.

In spite of heavy competition in both areas of hardware and software, the Commis-
sion considered in Computer Land that already 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 & more lenient approach. The fast product development as well as
price cuts which are daily events in this field are certainly elements which speak

~ against market power of even the biggest manufacturers on the market. This is not
contradicted by the fact that the financial and research barriers for this market are
substantial?*

An important question has been decided by the CFI of the ECJ, namely the relation-
ship between Art. 81 and 86, more particularly, whether an exemption granted under
-Art. 81 (3) precludes measures of the Commission under Art. 82. The Court
answered this question arguing that the purchase of an exclusive license by a

- company with a dominant position on the market could violate Art. 82, if the
circumstances surrounding the acquisition have the effect of hindering the entry of
new competitors and thereby weaken competition®*’

N

W ECIof 13 February 1979 - 10 1IC 608 (1979) - Hoffmann-LaRocke.

M CE also the lega! and economic considerations by Bay, 9 1993 Computer Law and
Practice 176, 187 et seq.

3 European Commission 1987 O) L 222/12 - Computer Land

'See Bay, 9 1993 Computer Law and Practice 176, 185 (1993): one must reckon
between 5 and 10 Mio Dollars for ma.rketmg anew soﬁware product. .

"’cnzznc 219,225 (1991} - Tetra Fak
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' In‘an English case™® the so-called Euro-defenses wer= an issue, namely defenses
based on competition law in e.g. patent infringement #::ions. Judge Laddie refused
to hear a number of those defenses, e.g. breach of a dominant position, since the

. patentownensnotreqmredtograntahcenseonﬁuandreasombleterms except in
S ’-‘very extreme cases hke the Maglll case o ‘

™ Philips Electronics NV v. Ingman Ltd
Coe ] ) Seite 60
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Article 28 (ex Arficle30) -

P

| Qu'antltatlve restr'lctl'ohs en lmpo"r?ts”and all
~ measures having equivalent ¢ effect shall be

prohlblted between Member States.




Artlcle 30 ex Artlcle 36)

- 'The provisions of Articles 28 and 29 shall not
preclude prohibitions or restrictions on

- imports, exports or goods in transit justiﬁe‘d* |

on grounds of publlc morallty, publlc pollcy
or publlc securlty, :

the protection of health and life of humans,
animals or plants; the protection of national
- treasures possessing artistic, historic or

; archaeological value;

> or the protection of mdustrlal and
commercial property.

" Such prohibitions or restrictions shall not,
"however, constitute a means of arbitrary
“discrimination or a disguised restriction on
trade between Member States.

It is clear from Art. 36, in particular its second
“sentence, as well as from the context, that whilst the
‘Treaty does not affect the existence of rights

recognized by the legislation of a Member State in
~matters of industrial and commercial property, yet
the exercise of these rights may nevertheless, depend-
ing on the circumstances, be aﬂ'ected by the pl‘Ohlbl-
tions of the Treaty.

P




.....

~ In as much as it provides an exception to one of the
. fundamental principles of the Common Market, Art.

36 in fact only admits derogatlons from the free

" movement of goods “where such derogations are.
- justified for the purpose of safeguarding rights -

W"h“’h*"“ns“t“temthe -specific. snbj ec,tmmmatterrﬁof this .
e -,;-.5-'-;-.property s
A derogatmn from the Pl'mclple of the free
il _E..movement of goods is not justified where the produq;-: =
" has been put on the market in a legal manner, by the
SRERE :;-patentee ‘himself or with his consent, in the Member '

State from which it has been imported, in particular
. ;Inthecaseof a proprietor of a parallel patent. - ... .

'_ The result of the grant of a (sales) License i a =~
i Member State is that the patentee can no longer

prevent the sale of the protected product throughout
the Common Marke e |

h ECJ suc 102 (1975) Sterlmg Drug .




Artlcle 81 gex Artlcle 85! | o
1. The followmg shall be prohlblted as

mcompatlble with the common market: all
agreements between undertakmgs, decisions by

- obligations which, by their nature or according to

-associationsof —undertakings -and concerted |

- practices which may affect trade between Member
‘States and which have as their object or effect the

'- 'greventlon, restrlctlon or distortion of comgetltlon o
within the common market and in partlcular o
those which: GRS ‘

- (a) directly or mdnrectly fix purchase or selling
prices or any other trading conditions; =~

(b) limit or control productwn, markets, techmcal
‘development, or mvestment ) L
(c) share markets or sources of supply, .
(d) apply_dissimilar conditions to equivalent
transactions with other trading parties, thereby
placing them at a competitive disadvantage;

(e) make the conclusion of contracts subject to
~acceptance by the other parties of supplementary

commercial usage, have no connection with the
- subject of such contracts

2. Any agreements or decisions prohibited
pursuant to this Article shall be automatically
void.




3. The provisions of paragraph 1 may,

| however, be declared mapphcahle in the case
of: |

-any. agreement or category of agreements

—between- undertakmgs, ST I S ER S

-any declsmn or category of declsmns by
associations of undertakmgs,

-any concerted practice or category of
concerted practices, which contributes to
improving the production or distribution of
goods | or to promotmg techmcal or economlc

o | progress, ‘while allowing consumers a fair

share of the resulting benefit, and which does
mot:

(a)impose on the | undertaki:ngs "'conc}erhed
restrictions which are not mdlspensable to
-the attamment of these ohJectlves, R

PR -(b) afford such undertaklngs the POSS‘blhty Of'

eliminating competition in respect of a -
substantial part of the products in questlon_




Artlcle 82 (ex Artlcle 86)

Any abuse by one or more undertakmgs of 2 a
- dominant posxtlon within the common market or
| '111 a substantlal part of it shall be prohlblted as

m‘y._._...._‘., e

- it may affect trade between Member States
Such abuse may, in partlcular, conS1st in:

- (a) directly or mdlrectly 1mposmg unfalr
- purchase or selling pnces or other unfalr trading

 conditions;

_(b) llmltmg productlon, markets or techmcal
" _development to the pre]udlce of consumers, |

(©) -.applymg' 'dlss'lmllar' 'condltlons to equlva'le_n_t
transactions with other trading parties, thereby
placing them at a competitive disadvantage;

(d) making the conclusion of contracts subject to
acceptance by the other parties of ‘supplementary
obligations which, by their nature or according to
commercial usage, have no connectlon with the
subject of such contracts ' g
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. The rules of  the "Malze Seed"”
decisionError! Bookmark not defined. .

(@) The. l.lc'enso'r”.tnay agree to the obligation not to

exploit the llcensed mventlon in the hcensed temtory

P

or part. thereof

r(b) The hcensee can agree to the obhgatlon not to use |
or produce the patented artlcle or process outS1de of
the licensed territory | - -

}(c) The hcensee may also promise not to pursue sales
activities in the terrltory of other licensees, and -
particularly not to engage in advertlsmg spec1fically
aimed at those terntorles or not to have a sales
{office, etc | | ~

--'(d“) The licensee may agree to an ebllgaﬁah luh'l'ted' t'o':
five years not to make any direct sales mto the
-;terrltory of other llcencees

:.(e) Accordmg to the European Court such

obligations of the hcensee are: prohlblted under

~ which also the customers of the licensee are subject

to an export prohibition with respect to other
countries of the European Union, because this

~ amounts to a violation of Art, 85 (1) EEC Treaty.




Art. 28 30 EC Treaty Exhaustlon Rules

Error! Bookmark not defined. - No|

- exhaustion

(= prohibition of parallel nnports

"Exhaustion -

(= no prohibition of parallel
imports and no addltxonal license

N

enforceable) . . fee possible)
no consent (express) cansent _
| Modification of trademark if | Consent of Tight owneror
| originally marketed under | licensee with respect to first sale i
different trademark (lack of (different royalty does not JusnI}, ‘

‘consent); if no misuse of right
("artificial partition'") - ¢ .-
(American Home, Hoffmann

“{ LaRoche)

‘ '(Strena,Sterlmg Drug, Polydor,

| prohibition)

Gema) .

If consent only for sale outside

Also if consent for sale in

of the EU (no. consent of .. | country without patent
- | patentee) , 'protectlon L
o (I)vlosm) ' Werck)
If sale authonzed by natlonal "Llcense of nght makes sale by
compulsory hcense (Pharmon) | licensee lawful including exports
within EU (4llen & Hanbury's)
Consent under lawful restrictions| Unlawful restriction of

according to competition law | production or customers cannot
enforceable, violation can be - prevent exhaustion :
prohibited (speciﬁc sub]ect TS
|| matter of patent) (Art 3 GER-Technalagy)
(SACEM)
If first marketed outside EU by | Conditional consent with respect

third parties lawfully, but without
‘consent, e.g. in a country w:thout
‘patent protection (EMI)

to different quality standard
leads to exhaustlon '

(Imerco)




Penod of exemptlon for pure patent hcense agreement

| ArtGER

el

‘Error! Bookmark not | Period of exemption |
def ned Kind of restnctmn o : (Technolo_- -
B - ) 1
1. Sole license . | Life of patentinthe (1 (1)1in: |
e pe g pective- territories | -conjunction—{
o with1Q) |
(cf. also 3(7) |

B and 8(3))

{2- Promise of nori-use by  |.as under1 1(1)2in :
'llcensor . o .| conjunction _
3, Promise of non-use by li- | as under 1 1(1)3in

- | censee forthe territory of e - { conjunction

' llcensor e o | with1(2)
4. Promise of non-use by li- | as under 1 S (1@ 4in |
censee for temtory of other| | conjunction
licensee withl1(2) |
5. Prohibition of active asunder? | 1(1)5in
sales within territory of ‘| conjunction
otherlicensee __ L with1(2)

| 6. Export prohibition for | 5 years from firstmar-| 1 (1)6in
licensee (passive sale) keting of licensed | conjunction -

: : S | product, if patent is i in with 12

| force in respective - : |

: country ; _

7. Obligation on licensee to as under1 1(1)7in
use licensor’s trademark C | conjunction

'_ L I | with12) -

8. Limitation of production | as under 1 {1@)8in
under certain conditions . - |- - .. conjunction




Period of exemption for pure know-how agreement

| Error! Bookmarknot | Periodof | Art.GER |
defined Kind of | exemption (Technology)
restriction
1. Sole license = - - |10 years from |1 (1) 1in con-
b s e b e firstmemarketingw vj—unction with |
of licensed prod-| 1 (3)
uct within EU | (cf. also 3(7)
by one of and 8(3)) =
‘[ licensees S
2. Promise of non-use 10 years as 1 (1) 2 in con-
by hcensor “|under 1. junction with
e
3. Promise of non-use | 10 yearsas  |1(1)3in con-{
by licensee for the under1l. . | junction with
I territory of licensor 103) |
4, Promise of non-use |10 yearsas  |1(1)4in con-
by licensee for territory| under 1 - | junction with
| of other licensee 13)
5, Prohibition of active | 10 yearsas -~ |1 (1)'5 in con-
sales within territory of under 4. * | junction with
‘other licensee o 113) i
6. Export prohlbition " |5 years as under | 1 (1) 6 in con-

licenseetouse. =

agreement if

| for licensee (passive | 1. junction with
sale) R _ 11@Q)
7. Obligation on |Life of the ~ {1 (1) 7 in con-

junction with

Lproduction under

licensor's trademark | know-how - |1 (3)"
SR remains secret -
8. Limitation of | Life of agree- - |1 (1) 8 in con- |

junction with

ment if know-




certain conditions -

| how secret

Period of exemption for mixed license agreement

Period of exemption for mixed patent and know-how agreement ... i

Error! Bookmark not { Period of exemption | Art. GER
defined Kind of (Technology)
restriction
1. Sole license 7 life of patentin— ' 1(1) 1"incon=
| | respective country, | junctionwith1
minimum 10 years {4)
from first marketing | (cf. also 3(7)
of licensed product | and 8(3))
by one licensee
2. Promise of non- as under 1. 1(1) 2 incon-
use by licensor -1 junction with 1
1@
3. Promise of non- as under 1. 1(1)3in con-
use by licensee for junction with 1
|l the territory of “4)
licensor
4.Promise of non-use | as under 1. 1(1) 4 in con-
by licensee for ' junction with 1
territory of another “)
licensee
5. Prohibition of as under 1. 1(1)S5in con-
active sales policy | | junction with 1
within territory of 4) -
other licensee
6. Export prohi-bition| 5 years from first | 1 (1) 6 in con-
for licensee (passive | marketing within EU | junction with 1
sale) by one of @ |
licensees????
7. Obligation on as under1 ?7?? 1(1) 7 in con-
licensee to use junction with 1
licensor's mark 4)

| 8. Limitation of

as under1 ???

1(1)8 in con-




productionunder [ - | junction with 1 " ¢




