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. | i Introductwn

R EU llcensmg law 1s part of the compet1t1on Iaw and must be understood as the equivalent of
.. - UJS antitrust; law It is nnportant for the marketmg of. products m parhcular with respect to
m thefollomngmtuatlons e e T e

. for the conclusmn of dlstnbutmn and/or hcensmg agreements between manufac-
;o turers/patentees and. dlstnbutors/hcensees for thc:h the knowledge of the boundaries of

contractual freedom, is necessary. The. competltxon rules, Arts. 85 and 86 as well as Arts.
30, 36 EU Treaty which are interpreted as guaranteeing the free flow of goods and services,
are part of the public order of all Member States and cannot be circumvented by a choice of
law rule referring to a non-member country.

- the enforcement of patents, trademarks, know-how or copyrights within the EU which is
governed by the principle of EU-wide exhaustion which means that one lawful sale in one
Member Country, i.e. normally a sale with approval of the right holder, precludes any inter-
ference 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 lawfulness of licensing agreements and the most impor-
tant 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, 30, 36, 85 EU Treaty.

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

! From the pertinent literature see Reimer, 12.1IC 493. (1981), Rf:lschl, 131IC 415 (1982) Uber-

' 'tazzx 1984 GRUR Int. 327; Walter, in: Cornish, Copyrzght in Free and' C'ampem‘:ve Markets; Korah,

An In!roductory Gmde to EEC Compet.rtzron Law, 3rd ed. 1986;

2 Cf. Beier, Industnal Property and the F ree Mavement of Goadw in the Intemal European Market,
2110C 131, 145 (1990) T e




siv

BARDEHLE - PAGENBERG - DOST
ALTENBURG - GEISSLER - [SENBRUCK

The most important doctrine developed by the European Court of Justice concerning the
distinction between admissible and inadmissible import or export restrictions was the differ-
entiation between the existence and exercise of industrial property rights, where thee exis-
tence of the right was guaranteed, but the exercise could be regulated. In several decisions

‘belonging to "the specific subject matter" of a trademark or a patent was to stop parallel im- .
ports of ; genume goods which had been put into commerce within the EU by the trademark

" ‘or patent owner or with his consent’: Thé later casé 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 unproper use of industrial property rights consists in the attempt to enforce verti-

" 'cal price ‘maintenance and distribution systerns, while thelr proper use and main purpose
o “'_,consmts m preventmg the dlstnbutlon of mﬁmgmg goods ‘

: '; - 3 ¢1. Beier, ]ndustrm! Property and the Free Movement af Goods in: the Inrernal European Market,
21 TC 131, 148'¢t seq (1990)

4 EC.T 14 HC 515 (1983) Keurkaap v Nancy Kean Ggﬁs recxtal 24 _ L

% See Beier 21 [IC 131, 152 (1990)

~the Court has defined this-doctrine: The typical example-of what-the ECJ does not regard-as---
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1. Trademark and Competition Law

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

T ’

a) Slrena

i .E_One of the basm decrs:ons on the concept of &ee ﬂow of goods was the Sirena decision
- ~which concemed a case of parallel trademark hcenses in different countries of the EU. One
- of the licensees ob_]ected against the nnportatlon mto hrs terntory of products originally

.

marketed by one of the other licensees.

i The ECJ argued that 1f the nght to the trademark has been obtamed by contractual agree-

_:; - ment among the parties. concemed Arttcle 85. (1) EU Treaty i is apphcable i.e. market shar-

. ing under sub-par. (c) constltutes a. v1olatton of the competltton rules, even if such agree-
-y ments. have been entered into before the entry into. force of the EU Treaty.

For the deterrnmatlon whether also a v1o atlon of Art 86 EU Treaty is given, the fact that a

trademark can be the basis for an 1njunctlon agamst tthd parties is not sufficient; it must
further be examined whether the prerequisites for the application of Article 86 EU Treaty,
namely a dominant position, a misuse of this position and the possibility to interfere with

the trade among Member States, are glven"r

;_:-fb) Centrafarm VS, Amerlcan Home Products . |

The trademark owner had marketed a pharmaceuncal" productlnthe Benelux couniries un-

‘o i der a trademark Serestra, and an.identical product in the UK under the trademark Serenid.
.. The:defendant, Centrafarm, had. purchased the pharmaceuucal in the UK at a cheaper price

and resold it in the Netherlands after having changed the name of the Serenid trademark to
the one more famlhar to Dutch consumers, Serestra. . ... . .

e 'Ihe defendant referred to Arts 30 36 EU Treaty and the pnncrple of the free flow of goods.
.. He relied on. the fact that the products had been marketed by the trademark owner or with

- his consent, so that his rights were exhausted. The Court decided that the defendant could
- not rely on the approval by the trademark owner, since the sale had occurred under a differ-
... ent trademark. The only. reservatlon whrch the; ECJ. made in the decision was a warning that

if the different trademarks in the couniries of the EU were only used for the purpose of par-
titioning the markets, the rights granted under Art. 36 first sentence would be regarded as a
disguised restraint of trade in the sense of Art. 36 second sentence and thus would lead to a

dlsrmssal of an action for an 1n_]unctlon

¢ _-'-‘ 1971 GRUR Int 278

TCE for the drﬁ'erent situation where the mark is owned by dlﬁ'ercnt entmes w1thm and outside the
- Community ECJ 7 IIC 275 (1976) - EMI/CBS SR ; i

8 ECY 10 IC 231 (1979)

? In the same sense already ECJ 7 IC 275 (1976)-EMUCBS : - . - . -
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¢) Hoffmann-LaRoche vs. Centrafarm'® &

' Thrs case was the first in a row of cases which concemed the gpaekaggng of goods, but with
the same trademark, after a parallel importation from another country in the EU. Centrafarm
had purchased pharmaceuticals manufactured by Hoffmann-LaRoche (Valium) from the

~ from the United Kingdom. Centrafarm fixed the trademark Valium on the products together
-~ 'with the registration numbers of the German health authorities and imported the products
" ‘into Germany. While the original packages purchased contairied 100 and 250 tablets respec-
© " tively, the repackaged products were sold in packages of 1000 tablets

. The ECJ confirmed the mJunctlon 1ssued by the German Courts conﬁrmmg that the exercise

_ “of a trademark ng1_1 is lawful under Art. 36 EU' Treaty and is not contrary to Art. 86 on the
" sole ground that it is the act of an undertaking enjoying a dominant position on the market,
*if the trademark right has not been used as an instrument for the abuse of such a position.

* The'ECJ indicated however that a disguised restriction on trade between member states may
“be given, if it is established that the use of the trademark right having regard to the market-

ing system which the proprietor has adopted wdl conmbute to the artificial partrtlomng of

c :'the markets between member stafes.”

) Recent Cases'

More recent repackaging cases have been decided by the ECJ in three consolidated deci
sions Bristol-Myers -Squibb/Boehringer/Bayer” v.- Paranova, Eunm Pharm v. Belers: .
: dorﬁ‘Boehnnger/F anmtaha and MPA Pharma v. Rhone—PouIenc

© " The three cases all concemed imports-of phannaceutlcals into Denmark where the importer
o 'had entrrely repackaged the produets and aﬂixed the trademark of the manufacturer

The Court repeated its view that the trademark owner's- rlghts are mﬁmged when a product
_ isrepackaged or a trademark re-affixed, except under specified and well-defined conditions.
" The ECJ held that an 1mporter may only do ‘so, if it is- necessary to permit importation and
- distribution within the importing country. ‘Repackaging will not be allowed if simple affixa-
" tion of new labels or the addition of a new package ‘insert will suffice. In any case the
E"tradematk owner may object, if the repackagmg could impair the reputation of a trademark.
" “The criteria applied seem to be somewhat vague so that conﬂlchng decisions of national
V:Damshcourtsweretheresult AEREER o Sht

© L gY Cassis de Dijon

A decision which exemplifies another line of arguments of the ECJ with respect to the prin-
ciple of "free flow of goods" and the interpretation of Arts. 30, 36 EU Treaty does not be-
long to trademark law. It has been cited in many later declsrons asa guldmg principle: "Cas-
sis de Dr_lon"l and also mﬂuenced declswns dealmg with trademarks and unfair competi-

Y ECT 9 IIC 580 (1978)
" ECI 28 IC 715 (1997). Lo L : k

2 ECJ 11 IC 357 (1980) - Cassis de Dijon

~“Netherlands where those pharmaceuticals had been repackaged after they had been imported |
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oo ction law. Tt concerned the importation of a liquor from France into Germany with an alcohol
v econtent between 15% and 20%. The-German government agency for the control of alcoholic
-~ beverages enjoined the importation, because the alcohol content was not in conformity with
" German. law: The importing company: attacked this decision and the case went to the ECJ
wh1ch had to de<:1de on the consumer protectmg effect of. the German law one of the excep-

S iThe German government had argued that the lower alcohol percentages which are allowed
w0 i France may lead to alcoholic consumption without any noticeable effect at the beginning,
- so-that alcohol drinking can become a habit. Therefore the German law which requires
.+ higher alcohol percentages protects the health of the consumers. The Court did not accept

these: arguments in view:of: the fact that the consumeris confronted with a great variety of
alcoholic beverages and that he also drinks some higher percentage beverages diluted with
water or other soft drinks. Therefore the import proh1b1t10n constltutes a violation of Art, 30

EU Treaty.

w#1. The rule laid down by the Court in this decision was thatif a.product is lawfully marketed in
o0 ‘a Member: Statey it-can freely circulate in all other countries if there are no urgent and #igh-
" .. ranking considerations for the protection of consumers which justify restrictions. A relation-
o -ship with “the ‘exhaustion principle exists insofar as the criterion in "Cassis de Dijon" is
SRS 'equally the lawfilness of the first marketing in-one of- the Member Countries which deter-

: :vmmes the free flow of goods throughout the Commumty

'~¥0r+r

S A German company, a 1eadmg manufaeturer for pharmacy ﬁmuture had founded subsidi-

aries in different European countries; among thern France. QOver a period of about ten years
these companies had used the same company name with the respective abbreviations and a

- common trading symbol:'r + "'%; After the bankruptcy of the German parent company and
-, the other subsidiaries the only still active company was the French subsidiary which already
- .in the past.during the co-existence of the German company had made deliveries into Ger-

many. It continued such sales also after the German company had ceased its activities.

A competitor filed actions for unfair competition based on alleged confusion of consumers
under § 3 of the Act Against Unfair Competition. The plaintiff's argument was that German

-1 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

».2. the ECJ, and the ECJ had to decide whether the principle of free movement of goods took
e precedence over the national rules of unfalr competmon

The defendant argued that the French company had lawﬁally used the company symbol in

France during the co-existence of the two companies and the fact that the trademarks were

S of common origin would make the mcorrect belief of German consumers as to the origin of

the products irrelevant. The defendant also relied on the fact that it would constitute a dis-

= c tion i funpoﬂs and sales ﬁ-om France COl.lld be forbldden on the only ground of a dif-

SR B, Cf also ECJ 21 IIC 692 (1990) Import of Phannaceut:cals for the pnvate mmortahoa of drugs

by an individual.”.

¥ 16 IIC 751 (1985) - r + r with comment by Pagenberg at 754; -
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- “ferent origin of the products. Citing a long line of case law it was pointed out that the EC)

"had repeatedly confirmed the principle that obstacles to free movement within the Commu-

" “"nity can only be accepted if they are necessary in order to satisfy mandatory requirements

ot relating to the proteenon of public heaith the fa1rness of cornmerc1al transactions and to the
‘-defenseofconsumers 1, S SEPRETEAN T

The ECJ primarily exarmned whether in the case of a purely nanonal situation an mjunctlon
"would have been granted, e.g. if after the bankruptcy of a German group of companies two

- . ““independent companies survive and consumers are allegedly misled because the company in

““Northern Germany is selling in Southern Germany. Since no such case could be cited by the
plaintiff, the ECT declared that it was a discrimination if a misrepresentation were o be af-

o ﬁrmed for a srtuatlon wrtlnn dlﬁ'erent member countries: of the EU

: "' ) Kaffee HAG
aa) HAG1

.- An important influence on the case law of the ECT concerning the free flow of goods in the

“+ +field of trademark law has for a long time been the case Hag I It concemned a situation of
“ o0+ parallel trademarks in'Germany and Belgium ‘of a: German trademark owner. The Belgian
** ‘marks of the German company Hag had been confiscated after World War II and sold by the

-*Belgian government to.a third party which afierwards assighed them to another company,
Van Zuylen. In spite of the existence of those former marks, the German company started in
1971 sales under their identical German mark in Belgium. The Belgian trademark owner T
Van Zuylen, initiated proceedings against Hag AG and the Luxembowrg regional court re-
ferred the case to the ECJ for preliminary ruling, The ECJ decided that it was incompatible

it the free movement of goods to prohibit the- marketmg of al product legally bearing an
B ldentlcal mark 1f that mark had the same orlgm 18, S

SRS The r€asons of the ECJ were that the enforcement of the tradernark would lead to an isola-
1. tion of national markets, and although the indication of origin of a product may be regarded

+ as useful, this could. be ensured by means other than prohrbltlon which would affect the free
* “movement of goods.. | BT r b oo

© o Ubb)HAGI:. e

Five years after that decision the Belgian company Van Zuylen was taken over by the Swiss

* > company- Jacobs Suchard AG: A subsidiary of Jacobs Suchard, Sucal, started another five

... years later to import coffee from Belgium into Germany; i.€. the reverse situation of the first
Hag case. This time Hag AG attacked Sucal. Hag prevailed before the German courts, but
the FederaI Supreme Court refen'cd the case again to the ECJ for preliminary ruling.

' . '5 This dec1sxon must be cntrclzed for several reasons the Court ﬁrst of all overlooked that the de-

fendant had ‘anyway used a Separate package for the product, 2 blood filter, W1th German explana-
.. tions, so that he could have also removed the ® or add a small reference behind the ® to "Italy™. It is
©' also quesnonable whether the Court hds taken other consequences into account; would also the pat-

ent registration in a country without substantive examination be sufficient to use the claim “patented'
-.without further specification evén if a-more severe deception of the consumer, for whom a patented ;
product has a greater quality indication than a trademark, would result? - - .- L

ECISIC338(1977)-HAG .~ = -
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The ECJ overruled HAG [ and stated that the doctrine of commeon origin does not constitute

‘ a legitimate rule of community law, since it would deprive a trademark of its function fo
_* distinguish goods from those of a competitor. Where trademarks have been divided against
" the will 'of its owner and in the absence of 1égal or economic-links each proprietor may op-

P

"' "The situation would be’different, if there is ‘a "dependency ‘through legal links", e.g. licens-

" ing arrangement by which' one party could ¢control the use‘of the mark of another. As a re-

sult, the ECJ has given back to the trademarks in ‘the-different countries of the EU their
_ongmal functlon asan mdustnal property nght Wthh can exclude the use by others'’.

o The' same result was' reached n a'case of a voluntary a551gnments of marks in the Ideal
' Standard case . The prohibition of" unportatlons by one-of ‘the parallel, now independent
owners was not regarded asa v1olat10n of Art 30 36 EU Treaty

o ‘ih) Keck -

o 'In a later dcclston19 the ECT has limited the "Cassns de Dgon" doctrme by refusing to apply
Art. 30 EU Treaty to national niles concerning sales methods: ("selling arrangements") if
they apply to all competitors on the market. A restriction of the free flow of goods 1s only

- given (and its admissibility must be justified by public interest), if the restrictions concern

' the presentatmn of the goods as such, ice. their weight, get-up, packaging or labeling, but it

“"'is not of concern under European' law whether products are-offéred at rebates or with a spe-

# " cific form of advertisement. This decision has reduced to some extent the increasing number
. of applications ' for preliminary ruling on the basis of national unfair competition laws.

‘ t._.,-Thls rcasomng determmed already the othermse not comprehensxble result in the Pali
case”. The defendant in that case, an Italian company had used in Germany behind its
trademark the notice:® which has always been held by Gerian courts to constitute a decep-
% tion of the consumer, if no trademark protection:exists in: Germany. One of the reasons be-
* 'hind this-case law ‘was that German trademarks. are only registered after a thorough exami-
“nation with severe requirements as to-distinctiveness: which:is not the case in a number of
other countries. The ECJ came to the ¢onclusion that it is- sufficient that trademark protec-
tion 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.

Y See for an extenswe commentary on the case Joltet, Trademark La’w and the Free Movemenr of

s __Gaods‘ The Overrulmg of the Judgement inHAGL 22 1IC 303 (l 98 1) Cf also thereaﬂer the Ideal

. Standard case for a voluntary a551gmnent, where also an l.mportauon under the same ma:k was pro-
hibited. =~

"1’9;Ecj,6tz4fﬁov¢ﬁiber'1’99'3 251C 41’4"(_1994)‘1_1@1; o

- POCTVARG -Pall

" pose the importation of ‘g6ads with'the identical marks within the territory of his-own-mark. -
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j_) _'I_'he Si_lhouettc Case. L

A dlscussmn on the scope of trademark nghts and the questton 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 prehmmarv mlmg under Art 177 on the interpretation of Art.

e -7 of the. Harmonization Dlrecttve A7 prov1des for.an exhaustion of rights for goods
- which have been, ‘marketed by the proprietor or with hlS consent in the European Commu-
nlty orin. the European Economic Area :

Sllhouette manufactures hlgh pnce spectacles whlch are marketed world-wide and are nor-

- .- mally sold. by the producer to opticians. Hartlauer, the defendant in this case, is a Iow-pnce

-« chain-of dlstnbutors ‘which is not being supphed by Silhouette because of its low pnce

‘policy. Silhouette sold ca. 20.000 out-of fashion spectacle frames to Bulgaria for export in

that country. The agreement with the Bulganan 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 commcrc1a11zed within the EU with the
TR ‘.-consent of the trademark OWNEr.

il Srlhouette lost in two 1nstances and filed an appeal on. the law to the Austrian Supreme
T --_;.Court The Supreme Court acknowledged that no consent of the trademark proprietor was
s -oin fact grven It examined the scope of Art. 7 of the Harmonization Directive and indicat~~
. -...- that in view. of. the former prmcrple of 1ntemat10nal exhaustmn in Austrian law it stayecb
‘proceedings and referred the case to the ECL with the followmg question '

Is Article 7 (1} of the First Council Directive of 21 December 1988 to approximate the laws of
the member states relating fo trademarks to be interpreted as meaning that the trademark en-

-on the market under that mark in astate whtch is not contractmg state??,

..:\The ECI. agreed w1th the majority in- the hterature and the EU governments as well as the
-+ Advocate. General and argued that it is the purpose.of the Directive to safeguard the func-
. - tioning of the intermal market, and that different exhaustion rules would give rise to barriers to
- .- the free movement of: goods. It therefore affirmed the pnncxple of a European-wide exhaus-
“tion for trademarks inthe EU T ;

. 2 Art. 7: (1) The trademark shall not entitle the proprietor to prohlbxt its 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.
. (@Parl shalI 1ot apply » where there exist legltlmate reasons for the proprietor to oppose further commercialization of
" ‘the goods, especially where the condition of the goods is changed or lmpan'ed aﬁer they have been put on the market.

% The second question submitted to the ECY by the Ausman Snpr_e_me Court  reads as follows:

2. May the proprietor of the trademark on the basis of Art. 7 (1) of the Trademark Directive alone seek an order that thy”
third party cease using the trademark goods which have been put on the market under that mark in a state which is not.
contract state? _ L

P Cf. Also Federal German Supreme Court 30 TIC 210 (1999)-Mexitil for a 'repac':kaging case, and French Supreme Court
30 IIC 325 (1999)-Ocean Pacific

-10-
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. 2. Patents -

| a) Sterlmg Drug/N egram II

One of the landmark cases in patent law was the decision Sterling Drug®* which confirmed

the application of the exbaustion 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 these patents was marketed by the

Y -patent owner and its subsidiaries in those countries, Centrafarm had taken advantage of the

.., price difference and had imported the products from one member country into another. The

.. ... .decision re-affirms the: basic rules of exhaustlon which are today common ground for all

- -considerations of marketing and, hcensmg within the EU therefore it is interesting to cite
some excerpts from this de<:1310n25 : e

v LS clear from Art. 36, in particular its second sentence, as well as from the context,
-+ v that whilst the Treaty does not affect the existence of rights recognized by the legisla-
. tHion-of a Memper State in.matters of industrial and.commercial property, yet the exer-
cise of these rights may nevertheless, depending on.the circumstances, be affected by

the prohtbtttons of the Treaty

"In as much as lt provza'es an exce_ptton to one. of the ﬁmdamental principles of the

.. i Common Market, Art. 36 in fact only admits derogatzons from the free movement of

-+ - goods where such deragations are Justified for the purpose of safeguarding rights
- which constitute the specific subject matter of this property. .

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 him-

. 'self or with his consent, .in the Member State from which it has been imported, in par-
 ticular in the case of a proprzetor of a parallel patent

T he result of the grant of a (sales) ltcense in a Member State is that the patentee can
RO ’t;odnger prevent the. sale of the protected product throughout the Common Mar-

~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
agamst mﬁmgers The ECJ's position is that the amount of the reward is not essential,
since it is up to the patent owner to decide where and how he ‘exploits his patent. It is criti-
cized that thereby the ECJ reduces the monopoly of the patent owner to the simple opportu-

u ECJ 61C 102 (1975)

s sncp 106. .
% Cf. the same arguments in case of a protected design ECJ 14 TIC 515 (1983) - Keurkoop/Nancy
- Kean Gifis:-only if the nght owner bas o, mﬂusnce on marketmg n. anothsr Member State, no ex-
- —‘.Hhaustlonnsglven i RIS ETE I S e T - o

1 Recital 9 of the decisioﬁ;"see for an 'o\;e':.rvéew of the case ihw MBumsuie, 1993 les Nouvelles
107. oo Ay e
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nity of profitable use®™. A different situation is only given in' the case of parallel imports -
from tzlgard countries whxch can be prosecutcd by the patent owner based on his patent
rights. : . _

e b) Tylosm

1 I the Tj)!osm case3° the patentee held a patent in the UK and in Germany He had consented
““to.the marketing of his products, pharmaceutlcals, 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 - with-
" ‘out consent of the patentee - to Italy where then no-patent protection was available, and part
' to'Holland where patent protectlon would have been available but the patentee had not ap-
-~ plied for, When products from those two' countnes were unported into Germany the patentee
requested an injunction for patent infringerent, - - B

" “The Germar Supreme Court (BGH) found that the patentee was entitled to an injunction

wl against the zmportanon of the products, because the initial:commercialization for which a

" consent had becn gwen had occurred outsuie the EU and therefore could not result in an
- “éxhaustion. - SR R

‘One could also assume from this decision that a consent cannot be presumed, if a patentee

* does 'nc')t'seek'pat'ent protection in a country’ although such protection would have been
“available®". From Arts. 32 and 81 of the Luxembourg Convention, which s not yet in force,

“-the conclusion is anyway ‘drawn that the approval by the patentee has to be an express ap d

proval, namely to market ini the temitorial limits of the license contract™ 5

' c) Merck

On the basis of the exhaustlon ruIe as'‘e lamed before, another decision could not come as
a surprise; namely in the case of Merck™. At the time when pharmaceuticals were not yet
patentable in Italy the patent owner Merck with patents in all other countries of the Com-

© ‘munity, had manufactured the patented product also in Ttaly'and sold it there at a considera-
" bly lower price than in the couritries with patént: protection. The products were purchased in
Italy by a competitor and imported into the Netherlands where patent protection existed.

i % Cf, Korah, p. 87.-
O BEyy the entire problcm see Loewenherm, Report FH)E Dublir 1980
* BGH 8 IIC 64 (1977) - Tylosin | o
*! That this could also lead to a prohibition of importation Wlthm ‘tll-le EU fonn Ttaly where no patent

protection was available to Germany as headnote 3 suggests, was later overruled by the Merck deci-
sion of the ECJ

3 U].lnch, Intellectual Property, p. 530 the réview; Demaret, Patents -Territorial Restrictions and
EEC Law, 2 TIC Studies 97 (VCH Weinheim/New York :1978; also’ Hanseatisches Oberlan-
o desgencht, 20 IIC 213 (1989) Bandagmg Materzal _

s

BEQ 13ICT0 (1982)
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... ..'The Court ruled that a proprietor of a patent who sells the prepaxanon himself in a market of
another member state, even if no patent protectron exists there, is prevented from enforcing

.. his,  patent nghts, if the same products are later marketed by parallel import in another mem-
. ber country where patent protectlon exists. It follows. from this decision that the decisive

. criterion is not the existence of patent protecnon in the country of first sale, but only and ex-
clusively the consent of the patent owner or: hlS hcensee to the -marketing of the product in

~ question.

y d) Pharmon

S A case. where no exhaustlon was, assumed is the Pha.rmon dec1s1on in whlch the ECT stated
. . that the. grant of a compulsory hcense and the subsequent marketmg of the products by the
~.compulsory, l1censee cannot be seen as a d1rect or indirect approval of the patentee, so that

“'the patentee can defend himseif against imports from the country of compulsory license into

.. other European Union countries, It is irrelevant in such a situation that the patentee received
R roya1t1es based on the. compulsory license. Although only the direct import by licensee into
... another. European Union country is concerned in. tlns case, the reasoning of the ECI*® indi-
... - -cates that.the ECJ generally does not recognize. an exhaustron of the patent through market-
- .ing by the compulsory 11censee The same: treatment has been advocated for a prior use

-tl,fnght
) uen'&'ﬁaﬁbﬁry«g co

.. Adifferent result was obtained in a case of a license of right. According to the decision, the
patentee was restrained from acting against imports from other Member States, because the
... license was only granted for one producer within his state.. The ECJ considered it irrelevant
“that the product was manufactured ina country w1thout a patent since the importer, fol-
lowing tl}e declaration of wﬂhngness to grant a license by patentee had attempted to obtain .
3 11cense : ,

f) Maize Seed

The last patent decision to be presented does not concem 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 Licensing Agreements (GER
(Patents)), the predecessor of the GER (Technology), one has to distinguish in the future
between so-called "open exclusive licenses” 'and exclusive "licenses with absolute territorial

" %17'1C 357 (1986) - Pharmon

% recital 20, 25 and 26 _

* See Blok, 13 TIC 729, 743 (1982); Osterborg, 12 HC 442 (1981).
>y See ECI 19 1IC 528 (1988) - License oerght e

70 362 (1986)
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pro ection”. Tn an’ ‘open exclusive license the’ exclus1v1ty of the license relates only to the'
"7 contractual relat1onsh1p between the patent owner and the licensee, and the licensor only ac-
' cepts'the obligation not to' grant any further licenses for the same territory or, not to compete
' with the licensee in the territory. In contrast the license with absolute territorial protection is

“an agreement by which the parties to the contract intend to exclude all competition of third

censees in other territories.

Although the "Maize Seed" deciston did not concern a patent license agreement, but protec-

tion rights for seed species, it is the general understandmg that the legal principles for patent

. licensing are to be applied in the same manner" Attention is drawn to the fact that in ac-

~~_cordance with the ECJ the apphcab1l1ty of the Roms Treaty is not dependent upon proof that

"_"‘:fa given contract ‘has actually affected the trade within the ‘European Umon but merely that
o the agreement is capable of am)rcmablv aﬁ'ectlng the 1nt1a-commun1tv trade™®,

IR 'I'he first 31tuat10n (open excluswe hcense) accordmg to the ECJ is compatlble with Art. 85
SO (Y EU Treaty, if by this agreement the distribution of new technology is enhanced. How-
U ever, the grantmg of absolute territorial protection mcludmg a proh1b1t10n of parallel imports
A o resiilts'in an artlﬁclal maintenance of separate ‘national markéts which is incompatible with
S e the' Rome Treaty*!. Thus any mears to prevent parallel imports are inadmissible. Initiaily
the question whether licensees could be subjected to an export prohibition for the markets of
the other licensees was not unec%ulvocally clear because the reasons of the ECJ dCClSIOH ,
contain contradictory statements* : (

e The rules;ﬁof the""Maize Seed" decieioﬁjcah b‘e s’um"' mmized“as féliows:

- (a) The llcensor may agree to the obllgatlcn not to explmt the llcensed invention in the
iltcensed terntory or part thereof‘ 3.

(b) The licensee can agree to the obllgatxcn not fo use or produce the patented article
or process outside of the licensed terrltory

» Cf Cawthra P- 44
® see ECJ, 9 Iic 473 (1978) le!er Inrernatwnal

' _': ;‘“ See rec;ta! 53 o seq of the decnsxon.

** Cases decided by the European Commission against exclusive licenses and export prohibition
clauses are particularly Davidson Rubber 3 IIC 528 (1972) and Raymona' Nagoya 1972 OJ. L
143,39,

* Cf. Art. 1(f) 2 GER (exclusive use clause).

“Cf Art.1(1)3,4 GER.

%5 This can also apply to the so-called puré kriow-how licenses, see:Em-o'pean Commission, 1986 \

OJ L, L 50-Boussois/Interpane. This however does not hold when as in the Wmds'wf ing case, the 1
censee was forbidden to manufacture in a patent-free country,

-14-
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.+ = (c) The licensee may also promise not to pursue sales activities in the territory of other
. - licensees, and particularly not to engage in advertlsmg specifically aimed at those ter-
e rltones or not to ‘have a sales ofﬁce, etc.: ‘. .

I (d) The hcensee may agree t0 an obhgatlon hm'ted to ﬁve years not fo make I « di-

47

e ;-7'-':-_'.:(e) Accordmg to the European Court such obhgatxons of the licensee are prohibited,

. under which also the customers of the licensee are subject to an export prohibition
- with respect to other- countnes of the European Umon, because this amounts to a vio-

o latlon of Art. 85 (l) EU Treaty

i .-_For the European Comrmssxon the contractual preventlon of parallel imports (absolute ter-

.. . ritorial protection) constltutes a."serious infringement" of the Rome Treaty, which is gener-

;.- . ally subject to.a fine*®, If the export. prohibition however relates to countries outside of the
- .Buropean Union, Art 85 (1) does not apply;: although few demsmns exist for this situation®

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 pre-
vented - at least not without time limits - on the basis of the exclusive character of the li-
cense. Thus if the first sale occurs with the consent. of the patent owner or his licensee, an
exhaustion of the patent throughout the European Union takes place. An exhaustion of the

- patent, however, does not take place, if the initial placing into commerce occurs outside of
. the European Union®', An exhaustion also does not occur if articles covered by the patent

are g)laced into commerce by an mfrmger or, by a hcensee exceedmg his right of exploita-
tion

4. The Exhaustlon Doctrme

. .‘-,;; .'From the above case law one can denve a deﬁmtlon of exhausnon which is applicable for

all industrial property rights, namely that a product has been put into circulation in another
member state in intra community trade by the owner himself or by a third party with his

““ Cf. Art. 1(l) 5 GER.
A CE. Art, 1(l) 6 GER.(Patents); .
a8 See rec1tal 15 of the GER (Patents) and A3 (10) and (li)

R See Eu.ropean Comlmss:on in r.he case Sandoz SpA where the term "export prohibited” printed

© =+ -on the- mvoices to-the customer.was penahzed with-a ﬁne of 800, 000 ECU press release of the

European Commission, 1987 IP 284. -
% Cf. European Commission, 6 IIC 480 (1975) - Kabelmetal-Luchaire. " :

*! For such a case under national law see German Supreme Court (BGH) 8 1IC 64 (1977) - Tvlosin.

L 2 Regarding:exhaustion in generat see Ullrich, Intellectual Property, p. 525 et seq. who notes that

it is not the amount which patentee receives when first entenng the market which is important, but

+.-only the fact that he has given his. approval for this. In his opinion, it should be additionally exami-
ned whether the refusal to give approval, ie. a- restnctlon agreed. to in'the license contract, was le-

gally binding under Arts, 30, 36 and 85.

-15-
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e consent53 It has no influence whether the owner has réceived by the marketmg of the prod- -
*uct 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 onie speaks of consent or the putting of prod-
. ucts onto the market5 the exhaustion occurs only with the sale of the individual product by
" the licensee or the patentee The grant of a license as suich does not influence the status of

products only manufactured: Even if products are manufacturéd by the licensee, but the lats———

~ ter has not complied with the contractually agreed approval procedure, an exhaustion cannot
o occur and the products can be attacked by the I1censor by way of an infringement procedu:e

"< The ECJ has ‘confirmed the relevance of consent as the only dee1s1ve criterion also in a case
of a compulsory license for a patent by argumg that ‘the marketing under such a license oc-
curs without the consent of the patent hfaIder5 As some aunthors have explained, the patent

*holder canriot be deprived of his right to decide freely upori ‘the conditions under which he
~'wants to market' his product, therefore the ctiterion’ cannot be whether the marketing in the
- first country was legal as sich®™ . It cannot be decisive either undér which conditions, fair or
‘unfair, a ‘compulsory license has: been granted; sirice at any rate the patentee had not granted
h.lS oonsent

R -Summarlzmg the case Iaw of the ECJ 1t can- be stated that
-~ parallel lmports w1thm the EU can no’ longer be- prevented based on national mdm

* trial property rights if the first sale occurred w1th1n one of the Member Countries o).
*the EU with the approval of the right owner; = ="~ & &

- the competition rules of the EU Treaty regulate only the exercise of industrial prop-
erty rights, not their existence 3,

- a product which has been lawfully marketed under the laws of one Member Coun-
" try can'freely circulate within the entire Community if 1 no mandatory rules for safety,
R publlc health or the protectmn of consumers are at stake '

%3 Beier 21 IIC 131, 151 (1990). The exhavstion principle was not iricluded into the TRIPS Agree-
. ment, cf, Art6 TRIPS

5 Cf Ji eremy Browrg Exhaustron of R:ghts in the Cammumty, 1991 les Nouvelles 145, 146

5 d Cf. BGH 29 IIC 207 (1998)-Brochure Rack, where'it was exa.rmned whether the license covered
embodimentsnwith certain features which were-not all delivred by thie patentee.

% BCY171IC 357 (1986) - Pharmon v. Hoechst 770
% Demaret, 18 IEC 161 (1987) /-~ &reh s i o
;--.”‘ ECJ 20IC 64 (1989) Volvo- recual? smularly ECJ 20 TC 186 (1939) Renault

e BECII9TIC 232 (1933) Pumy Reqmrement fbr Beer, 21 IIC 695 (1990) Imporf of Meat Prod-
- wiycts; 21 TIC 344 (1990) = Deep-frozen Yoghurt : .
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| III ‘Art. 85 EU Treaty and the exemptlon rules for ltcense agreements
- Exemption by categories of agreements - - . i

w7 While Arts, 30" and 36 concern the free flow of goods within the Community and prohibit -
- restraints of trade between Member States, except where such restraints are justified on the
*. 2 basis of industrial ‘property rights, - Art. 85 (1) concemns contractual agreements and con-
. certed practlces between companies which may mﬂuence trade between Member States.

. This provision therefore concerns the. relatlonshlp between licensor and licensee, not be-
tween competitors. Art: 85.(2) declares such restrictions of trade as null and void, whereas

Art 85 (3) allows an exemptlon for agreements if those are pnmanly beneficial for the con-

- ,With respect to the first condition of Art. 85 EU Treaty, namely that the contract
concluded must be sufficiently important in order to influence competition in the
Common Market, the Announcement w1th respect to Agreements of Minor Im-
portance has to be taken into account’’, The Announcement defines minor im-
portance as a market share of less than 5% for the total market of the products
in question with a turnover of the contractual partners below 300 million ECU.
These numbers are examined at the very moment when the competitive situation

-+ is examined by the 'Commission, not on the date of the conclusion of the contract.
If a product becomes successful, the parties. therefore have to watch whether the
competition rules become appllcable ata !ater date,

-The second condition, namely that the trade between Member Countries must be af-
fected was in the past nearly always given according to the Commission where
sales had an international aspect. Here the Commission will not examine the ef-
fect of the. mdmdual clause upon competltlon, but the contract in its entirety.

-rs*:Under the more recent practlce of the ECJ the above two-step test has been mitigated by the

.. - ECY which thereby has somewhat raised the threshold for the apphcablhty of Art, 85 (1) EU

= . ;Treaty. There are now two conchtlons thch must both be present before a specific contract
L needsanexemptlon e IRIR

The first test is whether the cumulatlve eﬁ'ect of snmlar agreements of the licensor would

.+ make it more difficult for competitors to enter the market; a further barrier is that the indi-

-...vidual agreement under examination must by itself contnbute 51gmﬁeantly to the distortion

- of competition. If these two points can be denied, the agreement does not fall under Art. 8.

...+ The lafter:point would take into account the market power of the contracting parties and the
-----,duratlon of the ag]:eement‘Sl ; . T

It nevertheless remams adouble hurdle T

% Notification of the Com:mssmn of 12 September 1986 amended 1994 0. I C 368120

¢! See with more details Bay, EC Competmon Law and S'oﬁware IPRs 9 Computer Law and Prac-
tice 176,1993.  : . x e RS A e _
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{
- the per se effect of an individual clause which is regarded as anti-competitive by the prac--.
tlce ofthe EU Cormmssmn as w111 later be explamed 11ke t:e-ms customer exclusivity etc.

-as well as the overall evaluatlon of the entire contract

- ~Wwhich‘does niot always mike it easy to-enforce protective rights-in Europe although such en-- |

““forcerment would be totally- lawfuI under:the rule-of reason of ‘American law. For the indi-
* “vidual contract this means that one cafinot rely on’ a benevolent evaluation in case of con-
e fhct but has to submit the contract for individual exemption whenever an anti-competitive
*“clausé is containéd in the contract, or at least for negative clearance if no automatic exemp-

S thﬂ through one of the exemptlon regulatlons is gwen6

If no exemption regulauon applies and W1thout a voluntary notlﬁcatlon of the contract to the
EU Commission the parties of such an agreement must even fear heavy fines for the viola-
R 'txon of the cornpetltlon rules : S |

R A Dlstrlbu_tlon Agreements ‘
;(omttteaD o o

o 2 Llcense Agreements '

I Two exemptlon regulatlons playa role for hcensmg agreements namely the Group Exemp-
‘ tion Regulatlon (GER) o S [

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

' *"As regards the appheablhty of those' Group Exemptlon Regulatlons it must be noted that
~onlyif'the licensee also manufactures and not only distributes, the exemption regulations for
" Hcense agreements become apphcable . If the licéisee does not manufacture and also none
‘of the ‘distribution exemption regulations is applicable, the contract needs a negative clear-
* ance or iridividual exemption deperiding on the circumstances. The parties should know and
use the possibilities of the exemption regulations as well as the'requirements for the notifi-
catlon of agreements whlch therefore w111 be dlscussed hereaﬁer

: In the field of patent law Art 72 EPC and Art 40 (1), 45 {1 CPC64 require a written docu-
“"ment for the assignmient of patents or patent applications, but 1o 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 kmow-how, which after all 'woiild 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 2 form in wrztmg 1f the contract contams clauses whrch have a competition re-

2 For details of the procedure and the distinction between the two procedures see Pagen-
berg/Gelssler, chense Agreemems page 38, note 21 et seq '

N

E Ree1tal 8of the GER (Technology)

% On Art72 and Rule 20(1) EPC see Notices of the EPO o 1987, 215,
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The most 1mportant vahdlty issues concern however antltrust questlons Many clauses are to
be qualified as restrictions of competition which may fall under Art. 85 EU Treaty. Some of
these restrictions do not exceed the contents. of the patent or.do not affect trade between
Member States and therefore are admissible. Others, although with anti- -competitive effect,

‘may be exempted under ‘Art. 85-(3); if they contribute to promoting technical or economie-----

{. ¢l -.progress. In the already mentioned GERs the Commission has included those clauses which
. ,1t regards as:admissible and non admlssﬂ)le o

- _Usually the admlsmbrhty under antltrust v1ewpomts does not follow from the formulation
.. of an individual clause, but rather, from the connectron between a plurality of provisions
and their legal and economic consequences®, It is. therefore - recommended, if an agree-
ment does not or not entirely fall under one of the exemption regulations to use the pos-
. sibility of the-clearance or opposition procedure. with the European Commission in ac-
.. cordance. with, Regulatton No.. 17/62 and 240/96. respectlvely, particularly in case im-
.., portant and long-terrn license: contracts. ‘A notlﬁcatron with the European Commission
¢+ o may also be advisable, if, in spite of the fact. that the hcense contract relates only to a sin-
. .gle Member State and the parties: also belong to only one rnember state, by exports or
- . imports of one of the partres an impact on compet1t1on is to be expected, which is not in-
.+ ... significant®, Such an apphcatlon procedure 1s:however. not obhgatory under Regulation
No 17 o ; . o

S It 1s 1mpossrble w1th1n the framework of thlS chapter to deal w1th all the clauses in the

GERs, therefore only some of the most important ones found in license agreements shall

... .be discussed. .Although so far only exemption regulations for technical protection rights

. have. 1ssued it can be assumed from.a number of demsxons that a similar treatment will

- "beapplied to trademark and copyright licenses whrch however need exemption or negati-
Love clearance from the Commrssron 1f they contain competrtlon restnctmg clauses.

N

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

% See European Comrmission, 7 IIC 286 (1976) - AOIP/Beyrard IR
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. a) Group Exemption Regulatlon for Technology Transfer Agreements GER (Technol- h
L omy) —Regulatlon No 240!96 , ,

_'_'_'(1) General Seope of apphcatmn o

N The Group Exemptlon Regulatlons for license agreements in parttcular the GER (Technolo-
2y), are of major importance for the evaluation of the legal validity of license clauses and
_ therefore for the formulation of license contracts. The GER (Technology) constitutes a

" merger of the former GER (Patents) and' GER (Know-how)’ ‘which expired on March 31,
©11996% in order to snnpltfy and encourage the dlssemlnatlon of techmcal knowledge in the

'Commumty

" The GER (T echnology) apphes 1o the’ hcensmg of natlonal patents, Community patents and

o ‘European Patents ("pure" patent licensing agreements) as well as to the licensing of non-

' patented techmcal information ("know-how") and‘to’ combmed patent and know-how Ii-

" censing agreements ("mixed" agreements)®. In" Art. 10°(1) ‘GER (Technology) the term

: lmow-how is definéd as a ‘oody of technical information that is’secret, substantial and identi-

T ""ﬁed in any appropriate form™. In ccase of an invention for which a patent application has not

"'been'made, it is to bé 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 appli-

. cations, utility models and utility model applications fall under the GER (Technology) but
L _' also t0pograph1es of sem1conductor products and certtﬁeates for medlcal products |‘

Like the former GER (Patents) the- Regulatlon doesnot apply to: agreements between mern-
. bersof & patent pool or between competxtors who participate in a joint venture’?, however it
- shall appIy to agreements by which a parent undertaking’ ‘grants-a joint venture company a
-+ patent-or know-how- license, prowded that the licensed products and all interchangeable or
substitutable goods and services’ of participating undertakings represent in case of a license
limited to production not more than 20%, and in case of a license covering production and
distribution not more than 10% of the market.

Another market share rule is contained in the Notice of the Commission on Agreements of
Minor Importance of 1986, last amended in 1994 according to which Art. 85 EU Treaty

7 This Regulation takes the place of Regulations No.2349/84 (Group Exemption Regulation for
~ Patent Licensing Agreements) and No.556/89 (Group Exemption Regulation for Know-how Li-
censing Agreements. The Regulation entered into force on April 1, 1996 and will expire March 31,
2006.
“® See the review of the different GERs by Bumnside, 1988 les Nouvelles 168.
% Sec recital 4 GER (Technology).

7 See the definition of the term "secret" in Art. 10 No. 2, “substantial® in Art. 10 No. 3 and "identi-
fied" in Art. 10 No. 4.

7 See Art. 8 No. 1 d and g GER (Technology Transfer Agreements).
A SO TandZ e eI L

MR S@) 1
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-~ - does not apply to agreements if the total tumover of the parties in one calendar year does
- not exceed 300 mio. ECU and their combmed market share of all the products which may
be affected by the agreement does not exceed 5% of the market. For cross licenses the
Regulation -applies when the contract parties are not subject fo any territorial restrictions
within the European Union™.

:1'I’lle GER (Technology) also extends to. agreernents contalmng the heensmg of intellectual
.. property other than patents, e.g. trademarks, when such additional licensing contributes to
‘the achlevement of the objects ¢ of the hcensed teehnolo gy and contains only ancillary provi-

sions”

e ;In mternanonal hcense agreements mvolvmg partles and terntones from the European Un-
.- iom,.the effect on the European Union is to be exarmned Enforcement of patents “against
extemal partles" is, 1nherent in the protecnon right™. For agreements involving Member
o States of the EU and also thn'd states, the European Commission considers the non-
exempted clauses under Art. 3 GER (Technology) acceptable as long as they only apply to
countries outside the EEA”’. An export prohibition is only of concern when countries are
mcluded in which no parallel. patents or secret know-how exists.

g _An lmport prohrbrtlon ﬁ'om countnes outsrde of the European Umon does not affect compe-

o t1tron W1thm the. Cornmumty as. long as free trade between:the Member States is maintai-
! ede . In this context it must be. remembered. that even a contract concerning one single

- ;;Member State may fall under Art. 85 '6h) EU Treaty, and this even if the parties only belong
. to one member state. In. the demsron Hya'ratherm regarding Regulation No. 67/1967, the
_.“ECJ ruled that a_ GER also applies when a contract includes not only the territory of the
T European Umon but also counfries out51de the Commumty If the EC Commission is of the
opinion that the effects on the trade between Member States can be proven, e.g. if by the li-
cense contract the theoretical possibility of . 1mport1ng from other Member States is limited

o .. Or prevented, Art. 85 (1) is apphcable

As already mentroned, the GER does not'hold”for prlre merketing agreements the precondi-
tion being that the licensee manufactures the licensed products himself, or has them manu-
factured, and for agreements solely for the purpose of sale®®, Also if more than two parties

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

™ Recital (6). A ‘similar result already in Moosehead/Whttbread 1990 o1 L 100/32, where an indi-
. v1dual exemptlon was nocessary , -

T ‘_See:E_l;ropeffl_p Cons;m_ssion 1_972'”oiEc‘L 143/39 - R@r}iondfr\ragqu._, o

"7 See recital 4 GER (Technology); also Aléxander, 17 1IC 1, 15 (1986).
" Cf. recital 4 GER (Technology); see also Alexander, 17 IIC 1, 15 (1936).-
™ 16 IIC 598 (1985); see also ECY, 27 September 1988 in 1988 NIW 3086, Wood Pulp.

~® See recital 8 GER (Technology). As fo the respective national authorities on the one hand and
., - .the European Commission on the other hand, reference is made to Art. 3 (3} of Regulation No. 17.
" Thus the national authorities have the power based on Art. 88 EEC Treaty to enforce Art. 85 (1) of
A . the Treaty as long as the Buropean Commission has not initiated a procedure. The European Com-
mission will inform the national authority when a contract has been subrmtted, in order to clarify
whether possible national requirements for application have been fulfilled.
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[
T are involved in the license contract; or the GER (Technology) is not applicable for some- -
 other reason, a notification under Art. 4 of Regulation No. 17/1962 is necessary.

(2) Clearance of license agreement_s_'-.Noﬁft'cation Proce_dure"

For practical reasons it is generally recommended fo stay within the Group Exemption
““Regiilations and t6 include only the so-called "white clauses" from the list proposed by the
o i"Eu'ro'pea.rl Commission when formulating license contracts, and in any case not to hope for
" "an individual exemptmn of a'clause which is expressly prohibited. An exemption procedure
is usually tedious®! and even interim statements of the Commission that a certain clause "is
[possibly exemptable" provide little help, since with such a formulation it is implicitly stated
- that a violation of Art. 85 ()i is present; so that the clause, at least without exemption, is not
""" enforceable in a national ‘court. Accordmg 16 a decision of the ECI® the national courts
*“however are empowered to decide whether a clause falls under the automatic exemption of a
GER or is exemptable under Art 4 of Regulatlon no. 17/1962 but cannot declare an ex-
- emptmn rtself8 '

If‘-'the requirements for the application”of the Regulation as such are given and no black

_clauses are contained in the contract, the parties can assume that it is exempted without the
““niecessity of notification to the Commission. If the contract contains other clauses, which
""" must not fall, however, under Art.'3, it may obtain an exemption in accordance with Art. 4
- “"of the GER (Technology), if it is notified with the Commission under Reg. (EU) 3385/94 _
** "The Commission has maintained for these situations the accelerated opposition proceduref
**'in accordance with which all notified agreements are: presumed to be exempted after four-
" “months, if the Commission does not oppose the exemptmn ‘The agreement must be noti-

- 'ﬁed to the Comnnssxon in accordance w1th the provrsmns of chulatmn No. 17/62%.

" Both sides of a hcense contract should be aware of the: fact that any violation of the compe-
tition rules, especially violations which have already been dealt with in former decisions of
the European Commrsswn are sub_]ect to conmderable ﬁnes up to 1 Mio ECU or beyond,

: & ‘--;‘A procedure can take 4 - 5 years.
%2 16 IIC 598 (1985) - Hydrotherm (Ghibli). e

o BAstwo the respective national authorities on the one hand and the European Commission on the

" “other hand, reference is made to Art. 9 (3) of Regulation No, 17 and the Announcement of the
Commission of 13 February 1993, 1993 O.J. No.C, 6. Thus the national authorities have the power
based on Art. 838 EEC Treaty to enforce Art. 85 (1} of the Treaty as long.as the European Com-
mission has not initiated a procedure. The European Commission will inform the national authority
when a contract has been submitted, in order to clanfy whether possrble natlonal requirernents for
application have been fulfilled. B

% See for details on notification, exemption 2nd opposition procedure Pagenberg/Geissler, License
- Agreements p.37 etseq notes 20 et seq. . -

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

S "j ‘% As amended by Regulation no. 1699/75 0. no. 35 of 10 May } 1962 p. 1118/62 and 0.J. no. L -
o ,: 172 of3 July 1975p 11 respect:vely T o T _ k
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namely up to 10 % of the yearly turn-over of the respective companies®®. An uneqmvocal

. clearance under the competition rules is therefore in the interest of both parties® because in
. the case of dlsagreement each party has the pos51b111ty to prevent the enforcement of the
,-contract by bnngmg it to the attentlon of the European Comm1ssron

S If a hcense contract contams clauses which fall under Art 3 ("bIack clauses"), this means

e that the license contract is not exempt'
.. (2) that there is no accelerated opposition procedure.
~ (3) that the Commission can impose fines for antitrust
. violation, if the agreement is not notrfied .

If an agreement does not fall mto one of the categones for whrch exemption regulations
. have been. enacted, a notrﬁcatlon under- Art. 4 of ‘Regulation No. 17/62 must equally be
made if it assumed or even obvious that Art. 85 (1) EU Treaty is as such applicable but rea-

sons for an exemption under Art. 85 (3) are given. These reasons are specified in Art. 85 (3):

. ... the agreement should bring about an 1mprovement in the productlon or distribution of goods
.orthe prornotlon of technical advance . : :

o :Also the fact that customers adequately parhclpate m the unprovement and the clause which
- is limiting competition is necessary for this purpose; and finally that the contract does not
e exclude competition, for a sxgmficant portlon of the goods or sexvices in question, are rea-
.- sons which speak in favor of an exemption under Art. 85 (3). In view of the effect of notifi-
... cation that the Comrmssmn is. prevented from i rmposmg fines, the application procedure is
“ 'always recommendable if the agreement does not clearly fall into one of the exempted cate-

. gories and only contains exempted clauses91 g

‘ ;The notrﬁcatxon procedure accordmg to Art 85 (3) can, e1ther be a so-called negative clear-
..ance or an exemptron Wlth the negatrve clearance the appllcant knows for certain that the
“contract filed does not violate the prohibition clause of Art. 85 (1) EU Treaty. It should be

noted, however, that the Commission in accordance with Art. 2 Regulation 17/62 is not ob-
ligated to issue a negative clearance. The Commission will, e.g. not issue such a negative

. clearance if there.is no need for the application, because. the contract clearly does not fall
" under Art. 85 (1), or if the contract is exempt dueto a group exemption in accordance with
s Art 85 (3)92 The request fbr negative clearance requires .an explanation by the applicant

why he con51ders that Art. 85 (I) EU Treaty is not apphcable _The reasons should state that
" no sensible preventlon or restriction of c0mpet1tlon is 1ntended or that the trade between

"member states is not sensibly obstructed.

58 See Art. 15 (2) of the Regulation No. 17.
¥ Cf. for details on the notification procedure infra chaotcr 2 -

0 Reference is made here e.g. to the decision of the ECT-with respect to the inclusion of a
no-contest clause into a license contract in the case Wmakurf ing International 17 TIC 362 (1986).

" 91 Cf. for a checklist as fo the Exenqiﬁon regulaﬁoné at the end ofthrschapter '

%2 Cf. the view of the Commision OJ L 240/6 of Septermber 7‘ 158"5 exoreaéed along with the publi- -
cation of the application form sheet A/B with regard to recital 27 of the GER (Technology), where it
appears that the undertakings have the right to receive a negative clearance or an exemption.
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*The. notlﬁcatlon must be made ona prescrlbed form whxch ‘has been published by the Com-
"mlssmn and requires a detarled explanatlon on the contents of the agreement and its in-
" tended purpose as well as the ariswering of a multitude of questions to the competition ef-
. fects of the contract clauses. The distinction between admissible and non-admissible clauses
“is based on'the interpretation of the ECT of Art. 30, 36 EU Treaty and its distinction betwecn
the guaranty of the exzstence of an mdustnal property ri ght and its exercise.

The questlon asked with respect to mdlvxdual cIauses inan agreement is whether it is neces-
sary for guaranteeing the existence or this spemﬁc ob}ect of the licensed right. If the answer
is no, the Commission applies a two-step test: (1) does'the clause (or conduct) have the ef-
fect of preventing, restricting or distorting competition within the Common Market, and (2)
if s0, does the conduct nevertheless have overall a pro-competmve effect because it contrib-
““utes to promotmg techmcal or economtc progress so that an exemptlon under Art. 85 (3) is

| ",pos&ble

"7 1fa clause violates Art 85 (1) and itis not accessrble to" exemptlon it follows from the
wording of Art. 85 (2), that the agréement on the whole is invalid. According to general
practice of the Commission and the ECT only invalidity of the restrictive clause is assumed

- ‘and the questlon of the vahdlty of the rest’ of the contract is left up to the judgement of na-

' tional courts™. Desplte the wordmg of Art. 85 (2) contracts which fall under Art. 85 (1) are

*'not invalid from the start, moreover, the ECJ assumes that such contracts when filed at the

o *'European Commission are to be seen as being preliminarily binding (and therefore can b('
R enforceable) untll a negatlve or posrnve declswn of the European Commission is issued”.

The European Court of Tustice in the decision W‘nds'wf ng Ilfn‘enr'zatmnm;rl96 has also ruled in

_ recital 95 et seq. that it is not to be examined whether a clause restricting competition is also

* suited to influence the competttlon in the European ‘Union, when the entire agreement does
e th1s the sub_] ect of exammatlon is therefore always the Ilcense contract as a whole.

e ',.:L. _(3) Case law of the Commlssnon o :

- Withy respect to the more recent practxce of* the Commlssmn one rmght gain the impression
that the latter is inclined to grant negative clearance by applymg a rule of reason. This policy
~“is reflected in the Commission’s Notice concermng the assessment of cooperative joint-

" Ventures under Art. 85”’. In the Notice categories of joinit-ventures are mentioned which the
“Comrnission regards as falhng under Art 85 (l) but for whrch it would grant a negative
clearance automatically. -

% Form A/B OF EC L 240/1 of 7 Sepiermber 1985.

o ECJ 1987 GRUR Int. 868 - VAGFrance/Mange .' : .

93 European Commission I C M L R, 1, 27 1962 Bosch see also Beler w1th further references, 3
nc1,34(1972).

9617IIC362(1986} e _ L

57 Notice of the EC Comrmssron No 93/C 43/’72
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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 genume protection of the intellectual property nght Art. 85
and 86 will override any provision of national intellectual property law, )

- Asimilar approach was taken by-the Commission in-the-Fyffe vs. Chiquita® case where the -
-, Commission announced. that it will mvestlgate 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 rights. .. ..

2(4) Contents of the Exemptlon Regulatmns B

o In the foIIowmg ﬁrst the GER (Technology) is dlscussed whlch in practice Is the most fre-
quently used. It differs from the GER (Research) only on specific points. In this Regulation,
like in the former GERs (Patents) and (Know-how) and in the GER (Research), under Art.

.. -+ 1, those.clauses are listed which restrict competition, however are exempted, since they

- _.._:_:generally contribute to. improving the production of goods and to promoting technical prog-

- tess (so-called white clauses). Art. 2 contains clauses which are also considered white and

.. do not prevent an exemption.

e _In companson to the former sepa:ate GERs the s0- calIed black hst of Art. 3 has been short-
- .. ened considerably (from.11.t0 7 provisions), and the white list has been extended and im-
... proved in the GER (Technology). The original ; market share criteria in Art. 1 (6) of the draft
..+ .. .as.a condition of the benefit of exemption are now. found in Art 7', which authorizes the
S Comrmission to withdraw the benefit of the Regulatton if the it can show an anti-competitive

. effect because of some market power ~ S

G In Art 2 those c]auses are glven whtch accordmg to the view of the Commission usually do
- . _not fall under Art 85 (1), i.e. do.not restrict competition, but are included for reasons of le-
. .gal certainty. Art. 3 of the GER (Technology) contains those clauses which according to the
opinion of the Commission fall under Art. 85 (1).EU Treaty and should not be included into
license agreements if these are to benefit from the block exemption (so-called black
clauses). Some of the rules under Art. 3 would fall under the concept "misuse of patent” ac-
cording to US legal norms'®’.

In ._the fol_lptving a.humber»_ _c_if . _e‘lat'i_sesi are ptesehted':which have si gnificance in licensing
agreements and which will be examined as to their competition restrictive effects.

%.(1991)4 CMLR 745, .

% 9 1IC 603 (1978) Umted ands -

1% See Bermaanunt, A mghtma:e in the malcmg, 1995 MIP 12 et seq.; Korah, The Preliminary
Draft of 2 New EC Group Exemption for Technology Licensing, 1994 EIPR, 263 et seq.; Whaite,
The Draft Technology Transfer Block Exemption, 1994 EIPR, 259 et seq.; Lieberknecht, Fingabe
zur zweiten Anhtrung des Beratenden Ausschusses fiir Kartell- und Monopolfragen zu der geplan- -

ten VO zur Anwendung ven Art. 85 I des Vertrages auf Gruppen von Technologie-
L ; Transfervereinbarungen, | 1995 GRUR, 571 et seq. : :

"' See Venit, 181IC 1,32(1987). ... . ...
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*(5) Individual contract provisions

(i) Exelusivity. '

“i “'phasizes ‘as already the former GER: (Patents) in Recital 10 that exclusive licenses are not
* “regarded by the European Commission as falling under Art. 85 (I) EU Treaty, if they are

~ ““concerned with the infroduction 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 géneral recommendation, to be on the safe side, ex-
clusive licenses should generally be drafted by including the exemptable clauses of Art.1
'GER'™. An excluswe license however i is not exemptable 1f the hcensor dominates the mar-

o ket in the sense of Art 86 EU Treaty10

‘ The exemptlon Tules for: temtorlai restrictions are found i in Arts. 1 (I) No. 1 to 6 of the GER
“ {Technology), where the automatic exemption for pure patent licensing agreements holds
+ for as-long as the licensed product is protected by parallel patents (no. 1 to 5) and for a pe-
riod 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)“:’4 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 llcensmg agreement, the exemption for nos. 1 to 5-
* holds for as- long as the licensed product 18 protected in those Member States by such patents
" -if the duration of such protection exceeds the periods’ spec1ﬁed in Art. 1 (3) GER (Technol—
ogy)106 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 knowledge107 The Commission however considers such a know-
- ' how agreement as exemptable even when an absolute térritorial protection results, if the in-
- - troduction of expansion of a hew and rapidly changmg technology is made easier in a mar-

= "'7ket whrch is served by only a few producers Va0 :

s (n) Royaltles

~ As a general rule it should be noted that antitrust law provisions do not allow that the parties
" extend competition restrictive obligations, including the obligation to pay royalties on to

%2 Cf. the exemption of an exclusive know-how license of limited duration by the European Com-
mission in the decision OF EC 1987 L 41 Mitchell Cotts/Sofiltra as well as 20 HC 703 (1989) - Delta
Chemie, where the necessity of individual exempnon was expresﬂy stated

- See European Com:mssxon, 20 I[C 684 (1989) Tetra Pak!
_'°“ See Art 1 (2) GER. (Technology)
e SeeArt 1(3) GER (Technology) _
108 Sce Art. 1 (4) GER (Technology) where the exemptlon penod for point 5 is regulated. L

'" European Commission, 1986 OJ L 50 - Boussois/Interpane. ' *

.26 -
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... embodiments which are.not covered by the scope of patent protection"JS In the Windsurfing

... case, the argumentatlon of licensor was rejected, by the ECJ, that the total unit surfboard and

- ',_rlg represented a sxmpler calculation method. In practice, surfboards and the remaining parts

. of the Tig were very ﬁequently sold sepa.rately, because the Ilcense-free boards were offered
less expensrvely by non-hcensed producers o

Already in the decision Raymond Nagoyal109 the European, Commission found a minimum
royalty clause to be admissible. Like under the former GER (Patents), under the GER
(Technology) a minimum royalty clause and also agresment.on a minimum number of use
acts.is penmss1ble"° The. agreement ona minimum royalty or a minimum number of use
i _.',operanons may also not lead toa restriction of the licensee in his business activities in the
. sense of Art. 3 No. 2. In the view of the. Commission, thls would only be an extreme case,

so that Art, 2 GER generally apphesl i

(i) No-contest dause

For a long time a no-challenge clause has been regarded by the Commission as a violation

of Art. 85 (1) EU Treaty' . The reasoning was that the obligation not to chalienge has an ef-

. . fect on 1ntra—c0mmumty trade, which under: the practice of the Commission was to be as-

. ‘sumed if purchases in another Member State of the European Union are potentially made

. ‘,_{1mposs1b1e Under European law, therefore at best the obligation of the licensee was re-

..garded as permissible to assist the licensor against an infringer of the patent/utility model' ">,

~ This practlce was confirmed by the. ECJ in the Wmdsurﬁng decmon‘14 The ECJ deter-
mined that a no-contest clause does not belong to the subJ ect matter of a patent.

In a later decision''® the ECJ, however, dlﬁ‘erentrated in the sense that the application of Art. .
.-..85(1) EU Treaty has to be evaluated in accordance with the respective legal and economic
. .. contents. For the case of a royalty-ﬁ'ee hcense a lmntatlon of competition does not exist just
~.asinacaseofa roya]ty bearing license which relates.to a technically non-state-of-the-art
. ,‘,.‘,h:process which the licensee has thus not utlllzed As a rule therefore it would be recom-
mendable to review the necessity ofa promise not to challenge

% See already under German law BGH 1979 GRUR 308 - Auspuffkanal fiir Schaligase, and 13
IIC 645 (1982) - Rig.

' 1972 CMR 9513; Burroughs/Geha 3 IIC 259 (1972), European Court of Justice, 17 IIC 362
(1986) - Windsurfing Internatranal

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

" E.g.a payment provision:'wlnieh’ extends bej,lond the term of the patent term is acceptable, where
the license was granted before the patent filing, 22 IIC 61 (1991). :

''2 See European Commission 3 IIC 52 (1972) - Davidson/Rubber;. 1972-O1 No. L 143/39 - Ray-
mond/Nagoya; 10 TIC 475 (1979) - Vaessen//Moris. Cf, also Art. 40 (2) TRI‘PS Agreement

19 See Art. 2 (1) No. 6b GER (Technology)
4 See 17 NC 362 (1'98:6) . ll’ihdmrﬁnglnrernaﬁonol. )

S S NS BCT 1 IC 212/(1990) - Promise not to challenge.”
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o In contrast to the GER (Patents) 111 ‘which 2 no-challenge clause was prohibited' 'S, the GER
" (Technology) has transformed it into a grey clause and prov1des an exemption for itin Art. 4

' "(2) b if the agreement is notified and the Commission does not raise objections within a pe-
riod of four months. The GER (Technology) and the rules concermng the exemption of a
no-challenge clause are not applicable to distribution contracts'!

- ' In the case of a honexclusive license, the licensee is not obligated to exercise his right to use
1f this is not specrﬁed in the agreement As an alternanve or addruonally, 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 obligation to use is
even possible by an agreement on the minimal number of acts of use''®. An agreement on a
max1murtr|1 production is only perrn1351ble wrthm the hm1ts of Art. 2 (13) GER ("second
source")

' '(v): EPr'ic;:e-'-ﬁxin'g

Under the GER a prlce ﬁxmg—clause is among the prohlbrted clauses , and therefore an in-

 dividual exemption would be required, which however ‘would rarely be granted. A price

v | Treaty requ1res an apprecrable mﬂuence on ﬁee trade thch was not found in that case

““fixing clause coupled with an export prohibition has been found detrimental to free trade by

~“the ECJ due to this coupling, however the claiise was still exempted, because Att. 8?2 1EU

\
.

(v1) Labellmg

*_:"A prov1sron prohrbltmg the hcensee to use his trademark or his company name is accepted
‘by the Commission, 'if the licensee has the nght to refer to himself as the producer'?*. The

: :_ B _"ECJ holds it however inadmissible to obllgate the licénsee to aftach a license label to a part
“of an 1tem whrch is frequently sold as a umt whmh rtself is not covered by the patent

claim'®.

- (vii) Quality Coptrol

“118iGee Art. 3 No. 1.
""" See GER (Technology) recital 8.
" CE Art. 2 (1)No. 9 of the GER (Technology).
19 Seq At 3 No. 5 of the GER ('reéhnology)."
o -.1zo See Art 3 No 1 GER (Technology) _
1 ECY 19 11C 664 (1989) - Plant Seed License.. _ o
12 See Art. 1(1) No. 7 and 2 (1) No. 11 GER (Technology) and recital 6. i.-- '

12 See ECJ 17 1iC 362 (1986) Wmdswf ng ]nternat:onal there labelmg on a non-protected surf-
board.
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s .. .o, Aright of termination may be agreed upon for the situation in which after a written request
‘ - to achieve the required standard of quality and after the explratlon of the term therefor the
licensee has not reached the required quality standard. The term in this case has to be suffi-
.._cient and reasonable. Such a provision is also permissible under the GER'**. Not permis-
sible is an obhgatron of licensee to restrict productlon to one specific plant for the produced

i‘, items as a control. nght of hcensor in-order to maintain quahty to supposedly avoid copying -
products by other hcensees - SR

. (viii)_ .Grant back for ehang_es.a_nd unprovementsof .the':iny:fenﬁon by licensee

An agreement of a royalty-free right of licensor to use improvement inventions of the licen-
.. ..see or an obligation of licensee to assign the improvement or an use invention to licensor
.. generally represents a restriction of competition of the licensee and is also among the pro-
..... o hibited clauses in accorda.nce w1th the GER (Technology)]26
o An obhgauon of hcensee to grant hcenses for nnprovement 1nvent10ns ("grant-back clause")
s however adnn551b1e if the licensor, t00, enters into a correspondmg obligation and in case
Ciof severable nnprovements the license is nonexclusive'?’. Also the respective license condi-
tions have to correspond, i.e. the licenses either both have to be free or both have to be roy-
- :_ialty bearing. Furthermore, if the licensor in.the case of a patentable improvement requests
., an increase in royalty, then an agreement for payment of royalties is also necessary for im-
provements of licensee which. hcensor plans o use An obligation by licensor to inform
licensee about modrﬁcatxons and improvement inventions is generally not recognized as re-
... .. stricting competltlon Conversely, for. the, validity of a.licensee's obligation to inform
~-about unprovement mventlons there must bea eorrespondmg obh gation by the licensor'*.

' (rx) Tle—ln of supply (Obllgatlon to purchase)

Such a clause, also known as procurement of goods and services which are not necessary for
a technlcally satlsfactory exploitation of the licensed technology has been transformed into a
. grey._clause Under the former GER (Patents) this clause was contained in Art. 3 (9) as a

"4SeeAn 2(I)No SGBR(Technology)

C See ECJ 17 1IC 362 (1986) Wmdswfng Internatronal

s See dec151on of European Commrssron, 1985 OF 233 Velcro/ApILx and also Art. 3 No. 6 GER.
Cf. also Beier, 3 TIC 1, 23 (1972) and Art. 40 TRIPS Agreement

127 See Art. 4 (1) GER (Research) An 2 (1} No. 4 GER (Technology) European Commission 20
IIC 683 (1989) - Rich Products/Jus-rol; European Commission. 1972 OJ No. L 143, 39 Raymond
Negoya 4 . . mmisston. 1372 C

128 Of for a pure know-how license the decision of the European Commrssron, 1987 OJ No.L 41 -
e Mitchell Cotts/Sqf ltra e T

s See Ul]nch, Inre!lectual Proper{y,p 550
o See GER (Technology), Art. 2 () No. 4.

! Such a procurement clause used to be perrmss:ble on]y if _]ustrﬁed or necessary, cf, now GER
SR ‘(Technology) Art. 2 (D] No Jaand Art. 4 (2a).. . o .
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" black clause. Under the GER (Technology)a tie-in clause may now be notified for an ex-

" emption with the Commiission under Art. 4 (2) 2 GER. =~ -

~“Under the former practice of the Commission an obligation to purchase parts which do not
~~fall within the scope of the patent represented an illegal extension of the patent monopoly by
" “contractual ‘means'*2. ‘Insofar antitrust pl‘OhlblthIlS and patent infringement situations were
in correlation: acts which can be prosecuted ‘as patent infringeiment can be regulated by the
license contract. Conversely, an exploitation act which does not fall under the scope of the

- "patént does'not represent an activity 'which is royalty bearing or which requires permission

by the licensor.

~A'tie-in clause is pérmissible under antitrust law, if the parts to be purchased would consti-
tute a contributory infringement if used by a third party. There may be an abuse of the con-

trol right of the licensor if he allows the use of unpatented parts or their combination with
. patented parts only, if for these unpatented parts a royalty is also paid'®*. Tt was also consid-
- ered an inadmissible restriction of “competition when the licensee is obligated to always sell

" ““the licensed product together with another product not falling under the patent (e.g. the non-

jf"hcensed surtboard together wrth the ng accordmg to the patent)

AN obhgatlon on the licensee’ to supply only a limited’ quantlty of the licensed product to a
particular customer is not regarded as restrictive, 1f the hcense was granted in order to pro-

o “'VIde the customer w1th a second source of supply

An obhgatmn’ o purchase material for producmg licensed products is no longer justified ac-
" “cording to the Cornmission when the basic patent has lapsed in the meantime and only im-

provement patents Stlll ex1st Aﬁer explratlon of the patents the license technology is free
for use' E

By Non-Competition Clause
A'mon-coripetition clause is listed in the GER among the prohibited clauses'”’. If the prohi-
bition of competitive use relates to the use of trade secrets, this is however not an impermis-

sible restriction of the licensee, since the licensor may have a justifiable interest that the
knowledge conveyed is not used for competmg products'3 5 In the special case of a partner-

B2 See European Commission of 10 January 1979, 10 IIC 475 (1975) Vaessen/Moris; also Euro-

" pean Cominission 1985 OJL.233,22 - Velero/Aplis.

| L See ECI 17 nc 362 (1986) Wmd.'s‘u[fng Internanonal
134 ECY 17 IIC 362 (1986) - Windsurfing Intemm‘mna[

L ’”Art 2INo.13 GER(Technology)

B8 1985 O L 233 22 - Velero/Aplix. With respect to such'an obhganon for know-how licensing
agreements see also European Commission 16 IIC 206 (1985) - Schilegel v. CPIO.

7 See Art. 3 No. 2 and 4, and also European Commission 7 IIC 286 (1976) - AQIP/BEYRARD; 9
IIC 184 (1978) - Reuter/BASF; 1987 OI L 41 - Mitchel Cotts/Sofiltra for the case of a "integrated in-
ldusmal cooperatxon incase of 2 Jomt venture, y

1%8 See also European Commission 20 IIC 703 (1989) - Delta Chem:e, Art 2 (1) 3 GER.
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{ e - ..+« . - ship which had licensed know-how, the Commission regarded :a prohibition fo compete as
| ' necessary for producmg products or tradmg such products which compete with the licensed
products, since the partnership had an interest in the success of the new production facilities
which they had burlt with considerable 1nvestrnents :

i (xr) Use restrlctmns

Accordmg to the GER (Technology) a use restnctron to speclﬁc fields is permissible’ .

- This is, however, only the case if it does not resuit ina restnctron of customers'*. An obli-

gation on the licensee not to use. the licensor’s technology. to_construct facilities for third
parties does not constitute an unlawful restriction of cornpetltlon142 Among the reasons for
the admissibility of this competition-limiting clause is that the licensor can have an interest
.+ to limit the use of the special information he supplies to the manufacturer to the products of
... the agreement. This condition does not exist if the licensee already has the information re-
e quired to produce the desired products or articles, because then he would be limited in his

., .Own economic, actmtles s

A use prohrbltlon after the termmatron of the agreement however would only be exempt if
_the license agreement ends  prior ¢ to the exprratron of the patents or if the licensed know-how

‘:_ s stlll secret

; (xn) Term of Agreement -

(- e om0 An exclusive patent license agreement expires at the. latest with the expiration of the last of
7 .. ;.. the licensed patents. A duration past that point and an obligation to pay royalties is admissi-
L ble under antltrust law. only ifin addition. 1o, patents also secret know—how has been licensed
BN 4 if of several licensed patents only one has explred oris declared invalid. The initial dura-
.. . tion may be automatlcally extended by the. mclusmn of any new improvements commu-
... nicated by the licensor, whether patented or not, prowded that the licensee has the right to

. refuse such- improvements or each party has the right to terminate the agreement at the ex-
"plry 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

# erof royalties based on contract and antitrust law ‘depends upon the importance of the invali-

1% European Commission 1987 OJ L41 420 Mrtchell Cotts/Sof flira, -
140 See Art. 2 (1) 8 GER (TeChIlology) : e -

! See Art. 3 No. 4 and Art. 2 (1) No. 8 GER (TechnolOgy) G

142 See Art. 2 (1) No. 12 GER (Technology) TSI

: ) : “‘3 See GER (T echnology Transfer Agreements) Art 2 (l) 1 as well as the decision of the Europe-
an Comxmssnon 1987 OJL 41,418 - Mrtchell Catrs/Sa!f kra e ‘

. 1 See the preamblc of the GER (Technology) recital 12, and Art, 2 (1) 3 GER. Cf. also ECJ 22
{ IIC 61 (1991)-Licensing Agreement. . - - ... .....;.:o

145 See Art. 8 (3) GER(Technology)..{l_ e
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dated patent for the actmttes of 11censee so that ina glven case the royalty may remain as’

The Commissioh in the decision’ Henkel/Colgatem held‘that an obligation to pay royalties

beyond the duration of the patent is inadmissible, while a 50% reduction was considered

“appropriate if know-how was still used'*®. The BCT held in'its decision Kai Ottung v. Kiee &

Weilbach'™ that a contractual obligation under which 2 patent licensee is required to pay

royaltles for anindeterminate: penod of time does not ‘in itself constitute a restriction of
~ -competition within the meaning ‘of Art. 85'(1) in'a case where the agreement was entered
““into after the patent’ application was submttted and immeédiately before the grant of the pat-
~According to a decision of the"Eﬁropean"ComnﬁSSion % ‘an’ exclusive patent license falls
“under Art. 85 (1) EU Treaty and is not’ automatrcally exempted when certain basic patents
““have' expired and only patents for :rnprovements or further developments exist. Such a

situation does not justify the prohibition of the licensee to ‘deliver in territories of other ex-
clusive licensees. An exemption under Article 85 (3) EU Treaty is also not possible when

" “the concerned products are manufactured only according to the expired basic invention, but
* make no use of the improvemerit invention. If the contract ends prior to the expiration of the

patent or one of the patents licensed, then licensee has no right to continue the exploitation
of the patent. A corresponding prov151on is also adm1551b1e under Art. 2 (1) 3 GER (Technol-

ogy).

EOE Conversely, an agreement of payments after the exp:ratton or mvahdrty of the patent is nor-.
S ‘mally among the prohibited clauses' " unless the continued: payment represents a staggered
" royalty payment for the period of the validity of the licensed technology . The licensee can
be obliged to'kecp paying royalties until the end of the agreement independently of whether
- “or not'the licensed know-how has been drselosedl"s3 The European Commission bases this

: “on the advantage which the licensee has over cornpetltors

'as far as competmon restnctrve cIauses are concemed 1s reguIated differently in Art. 1 (2)

1% The duration of the exemption

153 gea GER (Technology), recttal 22, Art2 (1) No T D P {

5' e For the case, that the basu: patent expn:es and the hcense contract is contmued with improve-
ment inventions, see the decision of the European Commission, 1985 OJ 1. 233- "Velcro/Aplix",

7 1972 GRUR Int. 173.

" Burroughs/Geha31IC259 (1972).

18 22 IC 61 (199 1) - Licensing Agreemenr. o

1985 0T L.233 - Velcro/Aphx -

'*! European Commission, 1985 OJ L 233 22 Velcro/Apltx _

12 See GER (Technology), recital 21, and the decisions of the European Commission 1986 OJ L
* 50 - Boussois/Interpane; sce also the decision Rich Products/Jus-rol in 20 TIC 683 (1989); Ullrich, in

Intellectual Property, p. 550, even sees no conflict with Art. 85 (1) due to agreernents on payment
modes for the practxce of the Eu.ropea.n Comrmssmn see also Vemt, 18 IIC 1,20 (1987).

'5¢ See Art. 2 (1) No. 7 GER (Technology). "~ v 0
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GER (Technology) depending on the respective clause and the type of agreement: patent li-
cense, pure know-how license and mixed agreement.

(xm) Confidenhahty obllgatmn

f;"l.:Under the GER a conﬁdentlahty promlse 1s aIso adrmss1ble 1f it exceeds the term of the™
.. agreement'>, Since the. confidentiality and nonuse: agreement depend upon the confidential -
...+ character of the technical information, an agreement about an absolute confidentiality period
.+ .- is ot permissible. A secrecy obligation.is no longer apphcable when the licensed know-how
becomes public knowledge. soats Fir

(ivx) Assignment and sublicensing

Assignment and sublicensing by a licensee:can be excluded, particularly if there is, a territo-
- rial division within the protected territory, which could be counteracted m the case of an as-
. ...signment or a sublicense by third: parties..From: an antitrust viewpoint this poses no prob-

. .,leml‘.sﬁ

| Q - . SeeAm2()No1 GER (Technology); see also thc decxsloancheIl Cotrs/SofIra 1987 0T L
| 4. AT

1% Cf. e.g. Art. 2 (1) No. 2 GER (Technology): -+ ... .
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by GER (R&_D) - Regulatiqn"No. 418/85. v
(1) General |

Generally, under the opinion of the European Comnnssmn only such provisions are capable
© of exemption in‘a’ ‘coopetation: agreement which are’ mdlspensable for the realization of the
i goals of At 85 (3 EU Treaty" . An‘imiportant: criterion ‘for ‘the exemptability is whether
. other stronger competitors exist within ‘the’ European Union for which one can assume that
- they toowill continue to do research in the ﬁeld of the agreement so that competing prod-

ucts would be available. ;

(2) Individual Provisions
gkt =-“-(1) Term of agreement

L An agreement of a ﬁxed tetmi w1thout poss;blhty of termination for a period 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 re-
search and in case of a success the licensing of the terminating party is made dependent
upon a payment of up to 75 % of the research and development costs.

As an alternative to the independent exploitation of the research results with mutual licens--
ing, one can agree that the exploitation of the research results is to be carried out by a com-
pany which is not a party of the agreement and which may not yet have been founded'®.
The confinued obligation to an exchange of experience after the expiration of the coopera-
tion 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 Euro-
pean Commission considers such a temporally limited information exchange permissible if
it is not set up differently from country to country'®'. It is also admissible to define the du-
ration 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 exploita-
tion of the results and excludes information relating to such things as marketing methods.

157 See Buropean Commission 16 TIC 206 (1985) - Rockwell/fveco.

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

1% See European Commission Beecham/Parke Davis, 10 TIC 739 (1979) recital 39, as well as

 European Commission 16 IIC 202 (1985) - Rockwell/lveco (exemption for 11 years); 16 IIC 204

(1985) - YW/MAN" (exemption for 15 years); 20 TIC 697 (1989) - Continental/Michelin up to expi-
ration of the last patent.

1% The European Commission also considers such an agreement admissible, see Eifopéan Com-
<+ mission 16 TIC 202 (1985) - Rockivell/lvecs, and 16 TIC 204 (1985) - VW/AMN as well as Art. 1(3) ;O
b) and Art. 2 e) GER (Research). L

16! See Art. 3 (1) GER (Research).. - -
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(if) Territory of the licenses . .. ... . ...

In the oprmon of the European ComhtrsSiou the " contract party cannot be excluded from
marketing the invention developed i in mdrvrdual terntones of the Buropean Union five years
.. after the begmmng of the rnarketmg -

| ?(m) Purchase Obhgatmn

- _An exclusxve purchase obllgatron 1n a cooperatlon agreement 1s admissible in accordance
L _Wlth the European Comrmssron 163, v :

(iv) Prohlhltlon of parallel research

Such prohibrtlon for the ﬁeid of the agreement is perrmssrble , except if they mutually
promise to share the results of their individual activities's. In addmon a competition prohi-

. bition. for acfivities, €.g. productron and sale in one's own name m the field of the joint re-
search is also admissible'*

() No challenge clause

:;.:- A research agreement contatmng a pronuse niot to attack 1s presumed not to be exempt, if the
..+ promise continues past the exprratron of the research program
Ty (v:) Conﬁdentrahty and use restrlctlon

An obhgatlon not to prov1de mformatlon of the other partner to thrrd parties and in addition

... not to allow the use of research results for these third partres168 is not objectionable under

,antltrust law. With, respect to the secrecy obhgatron, the GER contains no temporal limita-

.. tion in Art. 5(1)d, but rather. perrmts an: obhgatlon even beyond the duration of the contract,
. as long as the, research results are. stlll conﬁdenual .

. ‘(vn) Assrgnablhty and sublrcenses

e Whﬂe in general the ass1gnab1hty and the grantlng of subhcenses can be excluded for a non-
‘excluswe hcense agreement wrth respect .to. contract. law conmderatrons certain excep-

2 See European Commission 10 IC 739 (1979) - Beecham/Parke, Davis; Art. 6 1), Art. 4 (1) f)
GER (Research),

'> See Art. 4 GER (Research) and European Commission, 16 IIC 204 (1985) - VW/MAN.
' See Art. 4 (1)aand b GER.
1% See Enropean Commission 1972 GRUR Int. 173 - Henkel/Colgate.

1% See European Commission 16 IC 204 (1985) - VH/MAN and 16 1IC 203 (1985) - Carbon gas
technology. See also Art. 6a GER (Research).

"7 See Art. 6 b GER (Research).

e The lattcr hOWever, for the duxatlon of two years “from the time of the commercial exploi-
tabrllty, see GER (Research) Art. 4(1)b and Art. S(I)d

16 See Att. 6 g GER (Research)
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tions apply for a cooperation agreement between competitors, according to the European --
N _Comnllssmn Art. 85 (3) EU Treaty perrmts an exemptlon from the cartel prohibition only in
very narrow hmlts R

Therefore it has to be made certain that for the marketing phase of the inventions resulting

from the cooperation €ach contract party regains the full freedom to-act herein. This in- -
cludes the right to grant licenses or sublicénses 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 other party. In ad-
dition, the possibility of third ‘Part:es to obtain licenses for the production of the product of
the contract would be Inmtedl .

______________ In the quoted decision, the European Com:msszon also requested the following changes in
o the cooperatlon agreement o
; (3) The mutual hcensmg had to ‘apply to all ‘é'ourit'_r'i:e'sof‘ the European Union.
(b) The practical ramifications of marketi_n_g must‘not lead to a division of the market.

(¢) A profit-sharing clause for a specific country as well as a participation in the prof-
CHits” of the other party and 1ts sobl_ncenses was cancelled The European Commlssmn

only one of the parties is’ capable of the prodnctlon and sale’ of the product, but not |
: ﬁ\__both partles are m the busmess as producers of pharmaceutlcals 5

- - In 1993 the Ooxmmssmn adapted the GER R+D)as well as the Specialization Agreement
' "(Regulatlon 417/85) to allow excluswe distribution by'a _]Oll‘lt ‘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 shiare 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 equiva-
~lents “is Timited 'to 10 % for agreements establishing cooperatlon whlch covers production
“and distribution,’and 20'% for a license hrnlted to productlon only

‘ 170 See European Coxm‘mssmn 10 IIC 739 (1979) Beecham/Parke Davzs, recital 42 of the deci-

7! Regulation 151/93 of 23 December 1992|OJ L_21/8 of 29 Ja;_lu_ary _1993__
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v €) Speclal issues of trademark license agreements

S Un11ke patent hcenses trademark 11censes under European law, if they contain clauses
- which .may restrict. competition, need. an. mdmdual exemptlon, since no group exemption
. .:;:_Eregulatlon for trademarks exists so far. T ;

In the de01510n W‘ndsmf ng ]nternatmnall ” the European Comnnssmn did not exem t 2

. .- promise not to attack a trademark. This view has been confirmed by the ECJ on appeal' ™
--.. --In a more recent decision the. EC Comrmssmn has taken .a-more lenient approach with re-
+.- spect to. no-challenge clauses in trademark hcense agreements in comparison to patents and

. copyrights'™

e .,.-In the Moosekead/th’tbread case the Commission has made it clear that even in a mixed
agreement covering. know-how and. trademarks the GER Know-how does not apply, if the
trademarks licensed are not anczllary to the know-how rights granted Therefore an individ-
ual exemption was necessary in view of the fact.that the license agreement contained an ex-
clusivity clause, an export prohibition, a no-competition clause, a purchase obligation and a

. NO- challenge clause w:th respect to the. trademark hcensed

Under the new GER (Technology Licensmg Agreements) Recital (6) the scope of the regu-

... - lation is extended to pure or mixed agreements containing the licensing of intellectual prop-

.. erty other, than -patents, i.e. trademai‘ks, when such.additional licensing contributes to the

- achievement of the. ob_]ects of the lrcensed technology and contains only ancillary provi-
sions. . L e

h Thetrademark nghthasbeendefmed by the _jE_CJ smularlyas the right of a patent owner,
since its object is

the guarantee that the owner of the trademark has the exclusive right to use that trade-
mark, for the pur_’pose of putting products protected by the trademark into circulation
for the first time'

Surprisingly, in contrast to a no-challenge clause with respect to patents, this one was re-
garded as exemptable or, even more surprising, was regarded as not even falling under
art. 85 (1). The Commission explained that it must be examined whether the restriction was
"appreciable”. It remarks in this context that only in case of a famous or well-known mark
such a clause could constitute a trade barrier with a significant effect on competition.

12 1983 0.J. No. L 229, 1.
173 See 17 IIC 362 (1986) - Windsurfing International.

'™ For exemption from no-contest clauses, see also Venit, 18 IC 1, 29 (1987), in particular foot-
note 73,

.. See ECF-1990 OJ L 100/32 - Maoseheacﬂ%trbread (negatlve clearance), ECT 1982 orL
379/ 19 - Toltecs/Dorset (exemption under art. 85 (3)) : ‘

176 BCY 1974 ECR 1183, 6 IC 110 (1975) - Centrafarm.v, Winthrop .-, -
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It appears that primatily because of the fact that-Moosehead was a Canadian brewery which "
was interested to enter the British market, the Commission was willing to grant a rather
broad exemption with réspect to-a number of restrictive cIauses which it might not have
dotie ifider differént’ circumstances'”’. Oné of the reasons for the liberal attitude of the
Commission obviously was the'UK market structuré, namely ‘a tightly oligopolistic market
o w1th 2 strong 1nter-brand competmon The exemptxon was granted for a period of ten years.

I the ‘case Bayer/Dental the Comrmss:on objécted to a ‘clause wh1ch prolublted the re-sale

Cin unOpened form ‘and wamed agamst exploitation outside the territory in question, Ger-

" “many, ‘becatise of the possible 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 the clause did not comply with the decision

- of the ECT'in Hoffimann-LaRoche case whete repackagmg had been regarded as lawful if it
B d1d not mterfere w1th the ongmal state of the product Pe

- "‘The Comnnssmn expressly observed that the clause was

able to awaken in‘the’ mlnds of resellers S0’ much doubt as to their actual rights that
they w111 refram ﬁ'om resellmg repacked products”8

*'The Commission d1d not impose a firie because  Bayér obviously had never enforced the
““clanse. One miust therefore be aware of the fact that not only if the clause is worded as an
“export ban, but ‘also if it has the psychologlcal effect-of an’ ‘export ban the Commissios”
would regard this as a violation of the anti-trust rules. Bayer's defense that they only wanted"
to warn the distributors and wanted to protect themselves agamst contractual liability was
‘not regarded as sufficient; & . ‘

17 °Cf. Rothnie; 1991 Intematlonal Busmess Lawyer 495 EC Compermon Pobc;v, The Commis- 7
sion and Trademarks = \

' 1990 OF L 351/48 reital 11 -+ .= i
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- d) Special issues of software license agreements.
- ("i).Genera‘l‘

N In the field of copynght law and in partrcular w1th respect to software products, the interre-
ratlonshlp between the Software Directive and the general European competition rules are of ——

T

particular importance. As already mentioned before, more specific regulations exist for pat-

;... ents and know-how, and therefore for lack of specific legislation in the field of copynght

" law, many conclusions must be drawn from those areas. The Commission has published an

- -Lannouncement 79180 concermng the apphcatlon of the Competltlon Rules on copyright li-

» ,.:'cense agreements The Commission indicated that it will follow similar rules as they have
- already become common practlc.e 111 patent lrcense agreements

One problem anses from the fact that soﬁware is- generally understood to be a tangrble

| ,product which can be sold in the form of disketes 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 dlstnbutlon agreements covering mass. produced low-price products, if

. such software lacks copynght can impose fewer restrictions than software protected under

e copynght law which is licensed to an end-user. In such a case the control of the exploitation
..of the work isa prerequisite | for the hcensor to generate Ievenues.

- _”;.‘;BloF’k.: _f’xempt'_iIOn :CF?uId.be taken into conSi'deréﬁ_o"J‘ only it

-a program is patentable under national or European laws'®' (Regulation No. 2349/84)
... :-the agreement is-not.a pure. software License, so that it would not be excluded under
.. . .Regulation No. 556/89]
o -regulatlons concernmg exclusrve drstrzbutron hke 1983/83 and 1984/83 are applicable;
_ ... this requires that there must be a case of distribution of ! goods and these goods must
. be distributed for resale as opposed to the sale to end-users

; As regards the apphcabﬂrty of the GER (Technology) on the one hand and the GER 1983/83
_ and 1984/83 on distribution agreements on the other hand, it should be noted that only if the
~ licensee also manufactures and not only. drstnbutes the GER (Technology) is apphcablem

179 0 1982, p. 33

1% See 12th Report on Cornpetltlon Policy (1982), 73 note 88; Gutuso, Les Droits de Propriété In-
tellectuelle et les Régles de Concurrerice, in Demaret, ‘La Protection de la Propriété Intellectuelle,
Aspects Juridiques Européens et Internationaix, 1989, at 131, 159 Korah, An Intraductory Guide to

- EEC Compennon Law and Pracnce, 1990, at 179 . -

L rm See Kolle, Patentabrhty of Soﬁware—ReIated ]nvent:ons 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 af the EPQ at part I,

-°3311;-for software protectlon under Gerrnan patent law cf. Raubenheuner, Computer Law in Ger-
-many, below part1I, 3.2.1 ; o IR . :

182 See Pagenberg/Gerssler License Agreemems, p. 542 et seq notes 30 et seq 45 et seq.

1 Recital 8 GER (Technology).
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Specific problems may arise in case were no contractual license is concluded between the -

copyright owner and the licensee, because e.g. the relationship is limited to a "shrink-wrap"

agreement which includes restrictive clauses like the prohibition of sub-licenses. The Euro-

pean Commission could be of the opinion that such a restriction may not be necessary for
** the exercise of the copynght m the program Observahons on mdlwdual claunses will there-
k- fore be made hereaﬁer o

:'Unhke patent law where the ownership of a patent can be originally documented by the
v presentatron of the letters patent as well as by inspection of the patent register, copyrights in
. Europe'are not registered so that a verification of the ownershlp of the right can be difficult.
- UTewill pnmanly be the task of the licensor to determine and finally to prove whether he has
significant nghts to use and in particular a right to sublicense. The off-the-shelf software
_(mass software} in the form of standardized user programs is often bought separately, and
““the contract form is usually a sales contract. Since the purchase of software has become an
every day] busmess itis ﬁ'equently overlooked that the buyer does not purchase an unlimited

: "nght of use 184,

" “This applles not only with respect to the Ilcense conditions submitted by the seller with the
+ ““‘software, but limitations also arise by law, If the software is copyright-protected, then its use
"' is vastly limited in partlcular in prohlbltmg copymg and distributing. From national copy-
7 right law the right for a térritorial, time-wise or sub)ect 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
permitted and the multiple use within one company is thus not permitted. Specific provis
sions are found for the use in a network for which the seller of the sofiware usually requests'
'addltlona.l hcense fees

" The various fact pattems to be regulated follow from the highlights of the applicable provi-
_ sions of the law, thus the assrgnment of use rights in know-how and copyrights for the de-
o “velopment of spec1a1 programs on the one hand and mere software supply to a user with

limitations of the scope of use on the other hand The different contractual prov1s1ons neces-

sitate considering different antitrust law issues, because the classical limitations in compe-

tition, such as exclusmty, territorial limitation, limitation of use to 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. Only special questions of software licenses are therefore discussed hereafter.

(2) Individual contract clauses
(1) _ No—contest clause Exmtence of. copyrlght protection

If the soﬁware is protected by copynght then provisions hmztmg the competition as they

_ are contained in most license agreements are permissible. Unlike a patent license agreement

_ " in which the patentabrhty of the patent is examined by the Patent Office, the examination for

ijcopyn ghtability of programs is up to the parties.of the contract Generally at the time of en-

. tering into the software agreement the parties will assume -that the software is copyright
protected since it is generally the individual character of a program which creates the inter-

a4 However, the resale of a copy lawﬁ.ﬂly sold cannot be prohrbrted under the Software Directive,
Art. 4(c), .
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oo e oest inlicensing. Whether the software as a whole or individual portions are copyright pro-
++: tected 1s a legal:question which will ultimately be determined by the courts. They have so
far prov:ded case law criteria Whlch may prowde some mdlcahons (see country reports...).

In patent law, the recogmtlon of the work quahty of the hcensed software corresponds to a

- admissible by the EC Commission'®’-and this view has also been confirmed by the Euro-
i peanCourt of J ustlce186 In the new GER (Technology Transfer Agreements) the no-contest
~ - clause is:not considered to be a black clause anymore. The Regulation provides an exemp-

.-+ - tion'for this restrictive clause in.Art. 4 No. 2b if the commission is notified and does not op-

., pose the exemption within a period of four months. -Whether this will also be applicable to

...~ the recognition .of the work: quality in software license agreements has so far not been de-

. +.cided: 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 identi-
- i cal technical functions-and the same field of use which has been.created by a third party in-
.- dependently does not fall into the "scope ‘of protection”-of an earlier created program. The

. -author is essentially protected only against the use, particularly the copying of his work. The

. -recogmition of the work quahty thus does not: enhance a nght to exclude and is therefore not
g .-;:::recommended : - TR RS

(n) Confidentlality obhgatmn Know-how protectlon

. ;Source codes and the comments are genera]ly kept conﬁdenhal by every software devel-
- '+ oper.. Thus they fulfill-one essential prerequisite in order to qualify as "know-how" in the
+ ~sense of the GER (Tec:hnolog,qr)188 ‘The-disclosure of this: confidential information and the
- -permission of its use are therefore to be viewed as the licensing of know-how in the sense of
the GER. Thus this know-how is worthy of protection, i.e. its utilization can be conveyed
contractually in a limited fashion and parhcularly can be protected by confidentiality provi-
sions against passing on and publication. TRV Lo

.-There should be no concern.about the admissibility of such‘an obligation. Since no monop-

. - .oly 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 limitations'*®; objections are not to be.expected on this point. Although

v o specific’ license. agreements in the: field of software may contain also know-how which
"+, would qualify as subject: matter under the former .GER (Know-how) and now under the

GER (Technology Transfer Agreements) , this is not the case where in reality a copyright

185 e Art 3 1y of the GER (Patents).”
5 S BCY 17 TIC 362 (1986) - Windsurfing International.

187 See, Pagenberg/Gerssler License Agreemenis, p. 536 et seq. notes 21 et seq. with further refer-
ences. , -

S Ar 16 No. 1 GER (Tchaoogy Tt Agment

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

190 See Pagenberg/Geissler, chense Agreements page 539 note 23 et seq 541 note 28 et seq.
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“+, license was intended. If also no-other of the exemption regulations is applicable, the contraci
; needs a neganve clearance or mdmdual exemptlon dependmg on the circumstances.

(111) Terrltorlal llmltatlon Exclusxvnty

i Ine the case of copynghts and also in conjuncnon W1th know-how there is no territorially
e Jifnited protection from which the contract territory would readily result.

-5+ - #Licensors and licensees‘often have an interest to grant and have granted territorial exclusiv-

- :ity, which in the EU has the immediate effect of the applicability of the competition rules.

By the license a bundle of national copyrights is granted, if the license covers several coun-

- - tries. For the EU'the licensor is able to prom‘ise'not to grant a further license to a third party,

« ' however, an absolute territorial protection in favor of the licensee cannot be guaranteed,

- since thxs would v1olate the prmmple of the ﬁee ﬂow of goods under Art. 30 EU Treaty'®'.

The ECJ has explamed in‘a number of dec:ls:ons 192 that an export prohibition in a license
- :contract covering several EU countries constitutes 4 violation of Article 85 EU Treaty and is
_even subject to fines which the Commission has already imposed on a number of occasions.
2. -An-export provision is therefore also.regarded as one of the black clauses of the exemption
. regulations, e.g.'in Article 3:(3) GER: (Patents), where only a five year period is exempted.
Software license agreements for which no exemption regulation exists, would always need

an 1nd1v1dual exemptxon 1f an export proh1b1t1on is mcluded

For the temtory of the Eumpean Umon it must be noted that an absolute terntonal protec;
i tion can be guaranteed neither in favor. of the licensee nor the licensor since this would vio:.
-+/late the principle of the free flow of" goods under ‘Art:=30 EU Treaxy193 194 A protection
- ..-against other licensees does not appear to be necessary because the headstart of licensee and
00 in addition‘the language borders for the soﬂware make an effecnve competition from other
R -EU countnes unhkely TR SR :

(lV) Scope of the llcense

.5 The license grant relates both to'the software protected by copyright as it is for example re-
.- alized in the form of disks, and to-the confidential know-how which exists in additional in-
* .. ‘formation, in particular in the disclosure of the source code with comments. Thus on the one
- »hand the rules ‘of the Buropean Commission for treating industrial property rights become
- :applicable, Art.-30,°36 and 85: EU Treaty, and. on:the other:hand under certain conditions

! also the exemptlon pOSSlblhtICS under the GER (Technology) are made accessible. In con-

"1 See for Patent Law ECJ 17 IIC 362, (1986) - Wzndswﬁng Intemanonal

%2 For the admissibility and enforceability of an excluSMty clause ina copyright contract see ECJ
14 XIC 405 (1983)- Le Botcher (Coditel).

+1%3.See for patent faw ECY 17 IIC 362 (1986) - Windsurfing Jhtemd:iomi.;_ _'

*** For a protection of the licensee against import of the products of the licensor see Furopean
Commission decision i Mitchell Cotts/Sefilira 1987 0 L 41: adiissibility of a production and im-
port prohibition for 10 years,

195 Eor the admissibility of 2 prohibition of active matketing for the duration of five years, see GER
~ (Technology) Art. 1(1) 6 mconjunctionwith At 1(3).
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- . trast to a patent which gives licensor and the exclusive licensee an absolute right and which
‘... .can, if necessary also be enforced agamst the contract partner by way of patent infringement
i llttgatlon, the ownershlp and: transfer of know-how only prov:des a contractual position
. ... Which'is en]arged however if one. assumes copynght protection in the case of an exclusive
__tight to use. An exclusive hcense or respectwely a sole,hcense is also covered by Art. 36

L

o “EU Treaty on the basis of copynght law, -

: (v) Term of the Agreemen

..., Due to the complex nature of the: contract between copynght .agreement and know-how
‘agreement one has to consider the GER (Technology) in conjuniction with the duration of
.. the agreement which for a ten year duration automatically exempts certain clauses'®. If the
hcensee 1$ 1nterested ina ttme-W1se farther—reactung protectlon of confidentiality, a notifica-
_ tion with the. Comnnssron should be made by precautlon Limitations, if any, thus result
with tespect to. the duratlon because the protectabxhty of the know-how depends on its se-
cret character. When the know-how becomes public k:nowledge all clauses limiting compe-
tition in a pure know-how agreement:become void, a fact that cannot be predicted t1me-w15e
when entenng into the agreement This also apphes to the royalty payment obligation'”’

7_ThlS evaluatlon already follows from the fact that the dmclosure of disassembled programs
. +.. by third parties is subj ect to a. 31g1uﬁcant uncertamty relating to. propnety and completeness,
. .. not to speak of the lack of comments from the author. A complete disclosure of the licensed
,,_secret knowledge 1s not therefore generally to be found n such cases. One must, however,

y acter the. apparent lack of whlch removes the exemptlon Th15 could result in the necessity
. ,,of a, negatwe clearance or an‘pexemptlon under Art.. 85(3) EU—Treaty

- | ilcompensatlon whmh he should be. abIe to control m order o av01d misuse'*®. A sub-license
o :restnctlon has also been regarded as adnussﬂale in Art.2 (2) GER (Technology)

- ‘ More SP?CIﬁC_ Clauses oﬂen 1ncIuded 1n hcense contra.cts for soﬂware shall be enumerated
._ ,hereaﬁe % . o : _

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

%7 See Art. 2(7) a payment penod of another three years aﬁer the pubhcatlon would stll be admis-
- .. -sible, : e o Y

- Cf, the comesponding rule in Art, 2(5) GER (Technology Transfer Agreements).
% Fora general survey on specific software clauses sec. Powell, The Computer Lawyer, Expertise

no. 145, 412, 417 (1991); for the general enforceability of copyright in software agreements see A.
Bertrand, Le Droit d'Auteur et les Droits Voisins, Paris 1991, p. 536, - . .

-43.




8y

BARDEHLE - PAGENBERG - DOST
ALTENBURG - GEISSLER - ISENBR™ =K
[ .

:Any obhgatlon to purchase hardware together with spec1ﬁc software (or vice versa) woulﬁ"

" no longer be regarded as unlawful Eyer se, ‘even if there is no technical necessity to ensure a

j"“satxsfactory use of thie combination”°. The prohibition of tying is one of the misuse clauses
~ which are expressly enumérated in Art. 85 (1) EU Treat)!/"}’1 ! “Tying is of particular impor-
* “tance also with respect to maintenance clauses. I—Iow far maintenance clauses can restnct the
freedom of the licensee would however dépend on the circumstances of the case’™. Art. 85
(1) EU Treaty would therefore be applicable if the maintenance by the licensor is not neces-
sary for the proper functioning, Art. 4 (2) a.'GER (Technology).

o : (lx) Prohlbltlon to Make Back—up Coples and to Examme the Progf am

A S of the Dzrectlve prov1des a broad authonzatlon in favor-of the user of a program to

" éxamine the furictioning of the program ("black box analysis") arid to make back-up copies

for'the proper use of the program ‘All clauses in’ ex1stmg hcensmg contracts which are con-

5 N _trary to thls mle have to be adjusted to the D1rect1ve

B '(X):‘Prohl,b_‘thn_‘Of D&@:‘!‘P’M“@. 'a.n.ﬁi Reverse Eng;hegnhg‘ |

_Such a clause is oﬁen found in software agreements which were concluded before the issu-
" ance of the Directive’®. Reverse engmeermg, ‘black box analyms and de-compilation are

- “ niow authorized under cértain conditions accordmg to Art:'6(1) and 6 (2) of the Directive.
“ The lzanmary reason for this rule was fo grant access to the interfaces of hardware configura-

" tions*®*. Art. 6 must be regarded as Tex specialis in the context 'of a software license, so that

© 7 the Ticensee is entitled tode- compllanon for the pmposes described in the Directive, namely -

' to obtain information necessary 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 interoperablé progiams ("interoperability

with other programs"} the de-compilation cannot be prohibited.

" “Oni'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 could even be re-
** garded 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 indus-

" ““{rial property rights, like trade secrets or know-how. Tt is therefore recommendable to pro-

vide for such a possibility and a clear definition in the licensé contract and eventually to
modify agreements which have been concluded before 1 January 1993.

In the explanatory notes of the original draft of the Directive the Commission gave an
evaluation of the relationship between the planned Directive and the competition rules of the

¥ Cf GER (Technology) Ast. 3 (). -

1 With respect to a tying clause cf. the limitation in Art. 2 of the GER (Technology).
22 Cf Powell The Computer Lawyer, Expertise no. 145 page"420 note'43 (1991).
™ Cf. Pagenberg/Gissler License Agréements,p. 6mote 4 etse \

4 See Bay; 9 1993 Computer Law and Piactice, 376; 181
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Treat: The Commission has come back to the distinction of the Court of Justice between
the exxstence and the exercise of- mdustnal property nghts According to the Commission,
... each extension by a contract. of the rights in question or any prohibition of the use of such
g ._';nghts whlch is not expressly reserved for the right owner may constitute a violation of the

- competition rules. The same. would be true for any abuse of a dominant posmon under

AR 86EU Treaty

- An abuse of the nght of reverse engmeermg must however be assumed if a program is dis-
e sembled and aﬁerwards pubhshed in a. computer journal in-order to increase its reader-
.. ship?® % As a: general rule one can assume that the mere access.to the program cannot be

proh1b1ted 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 information with respect to interfaces in order to allow

... .other software developers to write.a program which functions in the same way as the one of

... .. the dominant manufacturer, The control -of mterfaces, accordmg to the EC Commission,

- -:could lead to an. important dlstortlon of competltlon, since.the market depends on such in-

< ... formation, for the development. of competing: products One must add that a clause which

e g prohibits the de-compilation but nevertheless is in conformity with Art. 6 of the Directive,

-~ might still be examined under Art. 85.(1), if the restnctxon goes beyond a reasonable protec-
“tion of the program in question. . SRR e E

(xi) Prohibition of Modification and Adaptation .. ...

.- This clause is.dealt with-in Art.4 (a) and 5 (1) of the Directive. Although the copyright

-owner must. have an interest . to prohibit the COpylng of his program and therefore to limit
'_;_adaptatlons and modifications which- are. of a minor. nature,- it would go beyond his copy-
right if he can enjoin the adaptation of a program by the. llcensee for his own purpose. Also
- the requlrement that modiﬁcatlons can only be made by the copyn ight owner would exceed
. _,___the exercise of the right. - e

The solution found by the Commission is similar to the white clauses in exemption regula-
tions with respect to tying: if the use of the products or services of the right holder is neces-
sary for the proper functioning of the product in question, like the maintenance service of
the program, this should be allowed®™’. Therefore, what Art. 5 (1) provides, namely that the

-, - correction of errors must be allowed and that also the loading within the frame of proper use
~of the program should not be prohibited, is self-evident. '

© - .~ (xii) Use Restriction ;- .. -

2503 No. C91/16 of 12 Apnl 1989

26 See Lehmann, The New Contract Under European and German Copyr:ght Law-Sale and Li-

. censing of Computer Programs, 25 IC 39 (1994).-

7 Art. 5 of the Directive; for more details see below part I'I'i Raubenhelmer, Computer Law in

... Germany, 2.6.3.3,:3,1.5.2, 3.1.7 with detailed references, Lehmann, The New Software Contract Un-
" der European and German Copynght Law Sale and L:censmg of Computer Programs, 25 10C 39

(1994).
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* A site/network license whlch limits the use ‘of the software to one CPU or a specified net- -

- work is legal and enforceable; since it constitutes a'possibility to calculate royaltles208 The
" comibination of a use restriction clause with a specified hardware purchase or use supplied
77y the licensor would however be regarded as ‘unlawful as a tying arrangement under
ST AL 85(T) (€)™ The general admiissibility of a use restriction would also be endangered, if
the use restriction excludes the port or upgrading of the- ‘program in case of the exchange of
the hardware configuration. The copynght owner has of course an interest that the quality of
~*"his program and thereby his reputatlon is not endangered and ‘that through the change of
" hardware the extent of use remains undeér his control. For the same reason a modification of
“the software enwronment e.g: the use of ﬂoatmg soﬂwaxe should be subject to the authori-

e "'zatlon of the hcensor ‘

~“Such'a clduse can be regarded as a means to insure the proper payment of royalties due for

- “the specific’'use of the program in order to avoid'a' ‘multiple use without the authorization of
-~ the copyright owner’!°; It therefore belongs to the existence of the copyright and would only
" constitute an abuse if the soﬁware in question is generally’ sold ‘without limitation to a cer-
“+* ain capacity of a maching or if the clause i is further linked to hardware of the software sup-
‘plierand this s not’ based on'technical requirements. Use’ restnctlons 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 renting rights with respect to vxdeos

(xiii) Maintenance
{
" “Art. 8 (1) of the Directive intends to allow the normal ‘maintenance work which consists'-
o pnmanly in'the correction of faults'and exrors however not in upgrading work which re-
- ~quiires the alteration of the ongmal program. The activities ‘which do not need authorization
- "of the right holder are listed in Art. 5, but one' mustassume ‘that even restrictive clauses
*within Art. 4 and 5 will be examined closely by the'Cominission for their reasonableness.
Such examination would be based on the question whether the clause is necessary for the
mtended purpose" of the soﬁware

S 'IV Art 86 Abuse of a dommant posmon o

: -'Cntena for the detennmatlon of a dominant pos1t10n are the market share and factors like
the technological lead of an indertaking and the absence of potential competxtors

" Violations under Art. 86 concem the imposition ‘of unfair purchase or selling prices, clauses
limiting production or distribution, the application of dissimilar conditions to equivalent

8 Cf. for similar situations ECJ (1980) ECR 881 - Codltel Land ECY (1982) ECR 3381 - Coditel II
4 9 See Bay, 9 Computer Law and Pracnce, 176 180

20 See the Fourth Report of the EC Commlssxon on Competmou Pohcy, p. 20, as well as Art. 2 (8)
GER (T echnology)

wei 2l Sec ECI 1988 ECR 2605 Warner Brothers ECT 1985 ECR 2605 Cme!heque N

m ECJ of 13 Februmy 1979 - 10 1c 608 (1979) Hoﬁ'mann—LaRoche
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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 re-
fusal of a manufacturer to accept a distributor as a member of a selective distribution net-
work 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,

86. Higher distribution costs especially with respect to language adaptatrons and the smailer
markets in Europe cannot be compared with a distribution situation in the US'

The ECJ has repeatedly underlined that an abuse of a dominant position refers not only to
practices which may directly prejudice constumers but also covers conduct which causes in-
direct prejudice by adversely affecting the structure of effective competition, such as the
granting of refunds or fidelity rebates. Elements which tend to show that the company in
question plays the role of the price leader are also considered in this context. In the Hoff-
mamn-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 marketmg organi-
zation.

In spite of heavy competition in both areas of hardware and software, the Commission
considered in Computer Land that already a market share of 3 to 4 % was significant*™,
Since an abuse under Art. 86 requires a dominant position it mostly comes back to the
definition of the relevant market where the Commission now seems to take a more leni-
ent 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 re-
search barriers for this market are substantial®'’.

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

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

¥ European Commission 1987 OJ 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 marketing a new software product.

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