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SRR R Introductmn

- EU licensing law is part of the competmon law and must be understood as the equlvalent of
- US antitrust law. It is 1mportant for the marketmg of products in parncular w1th respect to
*the foIlowmg s1tuat10ns

- for the conclusnon of dlstnbutxon and/or lzcensmg agreements between manufac-
turers/patentees and distributors/licensees for which the knowledge of the boundaries of
coniractual freedom is necessary. The competition rules, Arts, 81 and 82 as well as Arts.
28, 30 EC Treaty which are interpreted as guaranteeing the free flow of goods and services,
are part of the public order of al! Member States and cannot be circumvented by a choice of
law rule referring to a non-member country.

.- for the enforcement of patents, trademarks, know-how or copyrights within the EU.

Claims for an injunction are limited by the principle of EU-wide exhaustion which means
that one lawful sale in one Member Country, i.e. normally a sale with approval of the right
holder, precludes any interference with the further distribution of the same products by the

tight holder in another Member State.

For both areas an overwhelming number of cases decided by the European Court of Justice
(ECY) 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 firee movement of

goods;-and then with respect to the fawfulness-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.

I1. Case law of the ECJ on the enforcement of industrial property rights
- Applicability of Art. Art. 28, 30, 81 EC Treaty. e

The general rules under Art. 28, 30 EC 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. 30 are pat-
ents, utility models, plant variety rights, industrial designs, marks (t'ademarks and servme
marks), trade-names, geographic indication of source and appellations of origin’.

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

* Cf. Beier, Industrial Propeny and the Free Mavemem qf Gaods in the Intemal Eura-

 pean Market, 21 TIC 131, 145 (1990)
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“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 the exis-
tence of the right was guaranteed; but the exercise could be regulated. In several decisions
.the Court has defined this doctrine. The typical example of what the ECJ does not regard as
belonging to "the specific subject matter” of a trademark or a patent was to stop parallel im-
ports of genuine goods which had been put into commerce within the EU by the trademark

ST

or patent-owner-or-with-his-consent’. The later-case-law-concentrated to-a-greater-extent on
- -the clearer concept. of improper use of industrial property rights, which would be given in
. case of discrimination or an artificial partition within the Common Market*. The typical case
of an improper use of industrial property rights consists in the attempt to enforce vertical
price maintenance and distribution systems, while thelr proper use and maln pmpose con-
.. sistsin preventmg the dlstn‘butlon of mﬁ'mgmg goods RIS

3 Cf. BCIBI‘ Industrial Property and the F)'ee Mavemem qf Goods in the Imemal Euro—
pean Market, 21 IC 131, -148 et seq. (1990) . S .

‘ECT 14 oc 515 {1983) - Keurkoop v, Nancy Kean Gzﬂs recital 24

5 See Beier 21 IIC 131 152 (1990)
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1. Trademark and Competition Law

* Since the first decisions on the free movement of goods under Arts, 28 30 EC Treaty were

o 1ssued in the ﬁeId of frademark law they shall he presented first.

*a)Sirena

:/J_‘\x .

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

-2 of the licensees objected against the 1mportat10n mto hlS terntory of products originally
= marketed by one of the other lloensees - : : _ ‘

" The ECJ argued that 1f the rlght to the tradema:k has been obtamed by contraetual agree-
" ‘ment among the parties concerned, Art. 81 (1) EC Treaty is applicable, i.c. market sharing

under sub-par. {c) constitutes a violation of the competition rules, even if such agreements
** have been entered into before the entry into force of the EC Treaty - :

For the deternunation whether also a violation of Art 82 EC Treaty is gwen, the fact that a
. trademark can be the basis for an injunction against third parties is not sufficient; it must
further be examined whether the prerequisites for the application of Art. 82 EC Treaty,

o namely a dominant position, a misuse- of this pos:tlon and the poss1b111ty to 1nterfere with
" the trade among Member- States, are gwen :

b) Centrafarm VS, Amerlcan Home Products

'I'he trademark owner had marketed a phannaceuhcal produot in the Benelux countnes un=-
der a trademark Serestra, and an identical product in the UK under the trademark Serenid.

- The defendant, Centrafarm, had purchased the pharmaceutical inthe UK at a cheaper price
- and resold it-in the Netherlands after having changed the name: of the Seremd trademark to
- -the one more famlharto Dutch consumers, Serestra = .

o The defendant referred to Arts 28, 30 EC Treaty and the prmclple 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 reservation which the ECJ made in the decision was a waming that
if the different trademarks in the countries of the EU were only used for the purpose of par-
titioning the markets, the rights granted under Art. 30 first sentence would be regarded as a
disguised restraint of trade in the sense of Art. 30 second sentence and thus would lead to a

= 'dlsm1ssa] of an actton for an mjunctlon

L c) Hoﬁ‘mann—LaRoche VS, Centrafarm

7 $1971 GRUR It 78,

c "7 Cf. for the different situation where the mark is owned by d]fferent entifies within and
- 'outSIde the Commmmy ECJ 7UC 275 (1976) EMI/CBS e .

* ECJ 10 IIC 231 (1979)
? In the same sense already BECJ 7 TIC 275 (1976) - EMI/CBS

1 B£CT 9 IIC 580 (1978)
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This case was the first in a row of cases which concerned the repackaging of goods, but with
the same trademark, after a parallel importation from another country in the EU. Centrafarm

** had purchased pharmaceuticals manufactured by Hoffmann-LaRoche (Valium) from the
Netherlands where those pharmaceuticals had been repackaged after having been imported
-from the United Kingdom. Centrafarm affixed the trademark Valium on the products to-

' gether with the registration numbers of the German health authorities and imported the
products into-Germany. While-the-original packages-purchased-contained-100-and-250-tab-

S lets respectively, the repackaged products were sold in packages of 1000 tablets.

L The ECJ conﬁrmed the injunction issued by the German Courts conﬁrmmg that the exercise
of a trademark right is lawful under Art. 30 EC Treaty and is not contrary to Art. 82 on the
sole ground that it is the act of an undertaking enjoying a dominant position on the market, if
+--. the trademark right has not been used as an instrument for the abuse of such a position. The
~. ECJ indicated however that a disguised restriction on trade between member states may be-
given, if it is established that the use-of the trademark right having regard to the marketing
system which the proprietor has adopted, will contribute to the artificial partitioning of the
: markets between member states, :

R d)Recent Cases

More recent repackagmg cases have been de01ded by the ECJ in three consolidated deci-
sions Bristol-Myers Squibb/Boehringer/Bayer v. Paranova, ‘Eurim Pharm v. Beiers-
dorf/Boehringer/Farmitalia and MPA Phanna v. Rhone-Poulenc

The three cases all concerned imports of pharmaceutlcals mto Denmark where the 1mpo:ter
NERE -_had entn'ely repackaged the products and aﬁixed the trademark of the manufacturer, -

: *"The Court repeated its view that the trademark owner's nghts are mfnnged when a product

++ is repackaged or a trademark re-affixed, except under specified and well-defined conditions.

The ECJ held that an importer may only do so, if it is necessary to permit importation and

distribution within the importing country. Repackaging will not be allowed if simple affixa-

- tion of new labels or the addition of a new package insert will suffice. In any case the trade-

mark owner may object, if the repackaging could impair the reputation of a trademark. The

w0 criteriavapplied seem to be somewhat vague so that conﬂlctmg demswns of national Danish

R 'courts were the result : Lo
T e) Kaﬁ'ee HAG
EER aa) HAG I

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

1'ECJ 28 IIC 715 (1997).
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with the free movement of goods to prohibit the marketmg ofa product legally bearing an
identical mark if that mark had the same origin."? _

- The reasons of the BCJ were that the enforcement of the trademark would lead to an isola-

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 prohibition which would affect the free

movement of goods.

TN,

‘“'bb)HAGH

. Five years aﬂer that decrsron the Belglan company Van Zuylen was taken over by the Swiss

company Jacobs Suchard AG. A subsidiary of Jacobs Suchard, Sucal, started another five
years later to import coffee from Belgium into Germany, i.e. the reverse situation of the first

- Hag case. This time Hag AG attacked Sucal. Hag prevailed before the German courts, but
. the Federal Supreme Court referred the case agam tothe ECJ for prelnmnary rulrng

The ECJ overruled MG I and staxed that the doctnne of common origin does not constitute
a legitimate rule of community law, since it would deprive a trademark of its function to

*+ distinguish goods from those of a competitor. Where trademarks-have been divided against
- - the will of its owner and in the absence of legal or economic links each proprietor may op-
- pose the importation of goods with the identical marks within the territory of his own mark.

The situation would be different, if there is a "dependency through legal links", e.g. licens-
ing arrangement by which one party could conirol 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

original function as an industrial property right which can exclude the use by others™,

" The same result was reached in a-case of a voluntary assignments of marks in the Ideal
* Standard case'*. The prohibition of imports by one of the parallel now mdependent owners
was not regarded asa v101at10n of Arts. 28 30 EC Treaty T TS '

-ﬂr+r
" A German company, a leading manufacturer for pharmacy furniture, had founded subsidi-

~ aries in different Furopean countries, among them France. Over a period of about ten years
~ these companies had used the same company name with the respective abbreviations and a

common trading symbol "r+1"">. After the bankruptcy of the German parent.company and

E - -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 contlnued such sales also after the German company had ceased its activities.

A competltor ﬁIed actions for unfalr competlt:on ‘based on alleged conﬁz.s‘:on of consumers
under § 3 of the Act Against Unfair Competition. The plaintiffs argument was that German
consumers who in the majority only knew the German company, would be misled as to the

" BCT 5 IIC 338 (1977) - HAG

13 See for an extensive commentary on the case Joliet, Trademark Law and the Free
Movement of Goods: The Overruling:of the Judgement in HAG 1, 22 TIC 303 (1981). Cf. .

~ also thereafter. the Ideal Standard case for a voluntary assrgnment, where also an impor-
~ tation under the same mark was prohibited. .

¥ ECY 1994 GRUR Int. 614-Ideal Standard -

15 16 IIC 751 (1985) - r + r with comment by Pagenberg at 754.
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1. Trademark and Competition Law

* - Since the first decisions on the free movement of goods under Arts. 28, 30 EC Ti reaty were
7 Vissued in the field of trademark law they shall be presented first. - ‘_

a) Sirena

One of the basic decisions on the concept of free flow of goods was the Sirena decision®
which concemed a case of parallel trademark licenses in different countries of the EU. One
of the licensees objected: against the. 1mporl:atlon into lus temtory of: products onglnally
B :-'marketed by one of the other hcensees : . :

~ The ECJ argued that lf the nght to the trademark has been obtamed by contractual agree-
ment among the parties concerned, Art. 81 (1):EC Treaty is applicable, i.e. market sharing

- .under sub-par. (c) constitutes a violation of the competition rules, even if such agreements
~'have been entered into before the entry into force of the EC Treaty

o For the deterrmnatron whether also a v1olatlon of Art 82 EC Treaty is grven, the fact that 2

~trademark can be the basis for an injunction against third parties is not sufficient; it must
- further be examined whether the prerequisites for the application of Art. 82 EC Treaty,

- namely a dominant position, a misuse of this posmon and the possd:nhty to interfere with
i the trade among Member Staies, are g1ven7 : R ‘

b) Centrafarmvs. American Home Product58 N -

‘The trademark: owner had marketed a-pharmaceutical product in the Benelux countries un-
der a trademark Serestra, and an identical product in the UK under the trademark Serenid.
The defendant, Centrafarm, had purchased the pharmaceutical in the UK at a cheaper price
and resold it in the Netherlands after having changed the name of the Serenid trademark to
the one more familiar to Dutch consumers, Serestra.

- “The defendant referred to Arts. 28, 30 EC Treaty and the principle of the free flow of goods.
-~ "He relied on the fact that the products had been marketed by the trademark owner or with
" his consent, so that his rights were exhausted. The Court decided that the defendant could
. not rely on the approval by the trademark owner, since the sale had occurred under a differ-
- ent trademark. The only reservation which the ECJ made in the decision was a warning that
- if the different trademarks in the countries of the EU were only used for the purpose of par-

titioning the markets, the rights granted under Art. 30 first sentence would be regarded as a
- disguised restraint of trade in the sense of Art. 30 second sentence and thus would leadto a
S dlsmrssal of an'action for an mJunctlon SR :

) Hoﬂ‘mann-LaRoche Vs Centrafarm

%1971 GRUR Int, 278.

? Cf. for the different situation where the mark is owned by different entities mthm and
outsxde the Commtmlty ECI71IC 275 (1976) EMI!CBS Ve : .

i,
; |

*ECJ 10 IC 231 (1979)
? In the same sense already ECT 7 TIC 275 (1976) - EMI/CBS .

1® ECT 9 TIC 580 (1978)
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- This case was the first in a row of cases which concerned the repackaging of goods, but with
the same trademark, after a parallel importation from another country in the EU, Centrafarm

' had purchased pharmaceuticals manufactured by Hoffmann-LaRoche (Valium) from the
" Netherlands where those pharmaceuticals had been repackaged after having been imported
- from the United Kingdom. Centrafarm affixed the trademark Valium on the products to-
gether with the registration numbers of the German health authorities and imported the

e

products into Germany. While the original packages purchased contained 100 and 250 fab-—
lets respectively, the repackaged products were sold in packages of 1000 tablets.

" The ECJ confirmed the injunction issued by the German Courts confirming that the exercise
of a trademark right is lawful under Art. 30 EC Treaty and is not contrary to Art. 82 on the

+ " sole ground that it is the act of an undertaking enjoying a dominant position on the market, if

=% “the trademark right has not been used as an instrument for the abuse of such a:position. The

- ECJ'indicated however that a disguised restriction on trade between-member:states may be

~ given, if it is established that the use of the trademark right having regard to-the marketing

-+ “system which the proprietor has adopted, w111 contrxbute to-the artrﬁclal partltlonmg of the
markets between member states R _ :

S d) Recent Cases

s24 4 More recent repackagmg cases have been decided by the ECY in three consolldated deci-
-+ -sions - Bristol-Myers Squibb/Boehringer/Bayer v. Paranova, Eurim: Phann v. Beiers-
& dorf/Boehrmger/F anmtaha and MPA Pharma V. Rhone-Poulencll . :

The three cases all concerned imports of phannaceutlcals into Denmark where the importer
had entlrely repackaged the products and aﬂixed the trademark of the manufacturer :

* The Court repeated its view that the trademark owner's rights are infringed when a product
is repackaged or a trademark re-affixed, except under specified and well-defined conditions.
The ECT held that an importer may only do so, if it is necessary to permit importation and

~ distribution within the importing country. Repackaging will not be allowed if simple affixa-
“tion of new labels or the addition of a new package insert will suffice, In any case the trade-
. mark owner may object, if the repackaging could impair the reputation of a trademark. The
" criteria applied seem to be somewhat vague s0 that conﬂlctmg declslons of natzonal Danish

2 ""_'courtswere theresult L T T

" “e) Kaffee HAG
aa) HAG 1

- -An important influence on the case law of the ECJ conceming the free flow of goods in the
“ field of trademark law has for a long time been the case Hag I It concerned a situation of
paralle] trademarks in Germany and Belgium of a German trademark owner. The Belgian
marks of the German company Hag had been confiscated after World War IT and sold by the

Belgian government to a third party which afterwards assigned them to another company,
Van Zuylen. In spite of the existence of those former marks, the German company started in
1971 sales under their identical German mark in Belgium. The Belgian trademark owner,
Van Zuylen, initiated proceedings against Hag AG and the Luxembourg regional court re-

- ferred the case to the ECJ for preliminary ruling. The ECJ decided that it was incompatible

1 gCy 28 1IC 715 (1997).
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with the free movement of goods to prohibit the marketing of a product legally bearmg an

o identical mark if that mark had the same or:gm 12

e .The reasons of the ECJ were that the enforcement of the trademark would lead to an isola-
..~ 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 prohlbmon which would affect the free
-movement of goods ‘ .

bb) HAG II

- Five years after that decision the Belgian company Van Zuylen was taken over by the Swiss
-.company Jacobs Suchard AG. A subsidiary of Jacobs Suchard, Sucal, started another five

‘years later to import coffee from Belgium into Germany, i.e. the reverse situation of the first
Hag case. This time Hag AG attacked Sucal. Hag prevailed before the German courts, but

L the Federal Supreme Court referred the.case agam to the ECI for prelmunary ruhng

The ECI overrulﬂ IMG 1 and stated that the doclnne of common. origin does not constitute

a legitimate rule of community law, since it would deprive a trademark of its function to
~ distinguish goods from those of a competitor. Where trademarks have been divided against
the will of its owner and in the absence of legal or economic links each proprietor may op-
pose the importation of goods with the identical marks within the territory of his own mark.

.. The situation would be different, if there is a "dependency. through legal links”, e.g. 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 as an mdustnal property right which can exclude the use by others

The same result was reached in a case of a voluntaly ass1gnments of marks in the Ideal
Standard case', The prohibition of imports by one of the parallel now mdependent owners
. 'was not regarded as aviolation of Arts 28,30 EC Treaty. .. - .

'ﬂr+r'

.- A-German company, a leadmg manufacturer for pharmacy ﬁmuture had founded subsidi-

‘aries in different European countries, among them France. Over a period of about ten years

" these companies had used the same company name with the respective abbreviations and a

common trading symbol "r+ 1", 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
-~ 'consumers who in the majority only knew the German company, would be misled as to the

s 1213c1511c 338(1977) HAG

- B See for an extensive commentary on the case Johet Trademark Law and the Free -
" Movement of Goods: The Overruling of the Judgement in HAG I, 22 IIC 303 (1981). Cf.
“also thereafter the Jdeal Standard case for a voluntary -assignment, where also an jmpor-
tation under the same mark was prohibited.

¥ ECJ 1994 GRUR Int. 614-Ideal Standard

3 16 IC 751 (1985) - r + r with comment by Pagenberg at 754. -
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~ source of the products. The Munich District Court filed a request for a preliminary ruling to
‘the ECJ, and the ECJ had to decide whether the principle of free movement of goods took
“precedence over the natlonal rules of unfair oompetltlon '

The defendant argued that the French company had lawfully used the company symbol in -
France during the co-existence of the two companies and the fact that the tradematks were

. of common origin would make the incorrect belief of German consumers as to the origin of

N

the products irrefevant, The defendant also relied on the fact that it would constitute a dis-

“crimination if imports and sales from France could be forbidden on the only ground of a dif-
" ferent origin of the products. Citing a long line of case law it was pointed out that the ECJ
~ " had repeatedly confirmed the principle that obstacles to free movement within the Commu-
* nity can only be accepted if they are necessary in order to satisfy mandatory requirements

relating to the protection of pubhc heaIth, the falmess of commerclal transactxons and to the

" defense of consumers'®;

The ECJ primarily examined whether in the case of a purely national 31tuat10n an injunction

- would have been granted, e. g -if after the bankruptcy of a German group of companies two

~ independent companies survive and consumers are allegedly misied because the company in

" Northern Germany is selling in Southern Germany. Since no such case could be cited by the
- plaintiff, the EC) declared that it was a discrimination if a misrepresentation were to be af-
~. firmed fora smlat:[on within dlﬂ'erent member countries of the EU

g) Pall

Tlus reasomng determined already the otherwise not comprehens1ble result in the Pall
7. The defendant in that case, an Italian company had used in Germany behind its

e ademark the notice ® which has always been held by German couzts 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

o 'o_ﬂler'counn'ies. The ECJ came to the conclusion that it is sufficient that trademark  protec-
" tion exists anywhere within the EU; otherwise separate packaging would be necessary for
" ‘export pufposes which then would constitute a restraint of trade between Member States.

b) 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. 28, 30 EC Treaty does not be-
S long to trademark law. It has been cited in many later decisions as a guiding principle: "Cas-
-sis de Dijon""® and also influenced decisions dealing with trademarks and unfair competltlon

16 This decision must be criticized for several reasons: the Court first of all overlooked
that the defendant had anyway used a separate package for the product, a blood filter,
with German explanations, so that he could have also removed the ® or add a small refer-
ence behind the ® to "Ttaly". It is also questionable whether the Court has taken other
consequences into account: would also the patent registration in a country without sub-
stantive examination be sufficient to use the claim "patented” without further specification
even if a more severe deception of the consumer, for whom a patented product has a

gteater quality indication than a trademark, would resnit?

720 ]IC 799 (1989) PalI

© B EBCT 11 TIC 357 (1980) : Cassis de Dijon
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- law. Tt concerned the importation of a liquor from France into Germany with an alcohol

. content between 15% and 20%. The German government agency for the control of alcoholic

beverages enjoined the importation, because the alcohol content was not in conformity with

German law. The importing company attacked this decision and the case went to the ECJ

: which had to decide on the consumer pratecang eﬁ'ect of the German law, one of the excep-
tions of Art. 30. - : S

in France may lead to alcoholic consumptlon without any notlceable eﬁ'ect at the begmmng, '
- -'so that alcohol drinking can become a habit. Therefore the German law which requires -
- .. higher alcohol percentages protects the health of the consumers. The Court did not accept
. these arguments in view of the fact that the consumer is confronted with a great variety of
. -alcoholic beverages -and that he also drinks some higher percentage beverages diluted with
water or other soft dnnks Therefore the import prohibition constitutes a violation of Art. 28
- EC Treaty

o __.The ruIe la1d down by the Court in thlS decision was that 1f a product is lawﬂllly marketed in

.- a Member State, it can freely circulate in all other countries if there are no urgent and high-

- vanking considerations for the protection of consumers which justify restrictions. A relation-

- ship with the exhaustion principle exists insofar as the criterion in "Cassis de Dijon” is

equally the lawfulness of the first marketing in one of the ‘Member Countries which deter-
mines the free flow of goods throughout the Community®.

} 1) Keck

el In a later dec15101120 the ECJ has lumted the "Ca351s de Dljon" doctnne by refusmg to apply

+ . Art. 28 EC Treaty to national rules concerning sales methods ("selling arrangements") if
..-they apply to all competitors on the market. A restriction of the free flow of goods is only
. given (and its admissibility must be justified by public interest), if the restrictions concem
- the presentation of the goods as such, i.e. their weight, get-up, packaging or labeling, but it

.- is not of concern under European law whether products are offered at rebates or with a 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.

j) The Sithouette Case

A discussion on the scope of trademark rlghts and the questxon of exhaustmn has started
after the decision by the ECJ in the Silhoueite case”’. This was referred to the ECJ by the
Austrian Supreme Court for a preliminary ruling under Art. 177 on the interpretation of Art.
7 of the Harmonization Directivezz. Art. 7 provides for an exhaustion of rights for goods

1 Cf. also ECY 21 TIC 692 (1990) Import of Phannaceuucals for the pnvate nnporw-
uonofdrugs by anmdmdual T

®ECI of 24 November 199325 IIC 414 (1994) Keck
21 See for more extensive comments on the case Pagenberg, 30 IIC 19 (1999)

2 Art. 7: (1) The trademark shall not entitle the proprietor to prohibit its use in relation to goods which have
been put on the market in the community under that trademark by the proprietor or with his consent.

(2) Par. 1 shall not apply where there exist legitimate reasons for the proprietor to oppose further
commercialization of the goods, especially where the condition of the goods is changed or. lmpalred after they
" have been put on the market.
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which have been marketed by the proprietor or with his consent in the European Commu-
nity or in the European Economic Area.

. /,-‘é_-\‘.

_S1lhouette manufactures hlgh price spectacles whrch are marketed world-w1de and are
:normally. sold by the producer to optlclans Hartlauer the defendant in thJs case is a low-
o :prlce cham of drstnbutors wh1ch rs not bemg supphed by Silhouette because of i 1ts low price

= pohcy S11houette sold ca.. 20. 000 out-of fashron spectacle frames to Bulgarla for export in

_that country The agreement w1th the Bulgarian company contamed an export prohxbrtlon to

| the European Union. Hartlaver then purchased those spectacles and re-1mported them into
Austria. Silhouette attacked and asked for.a prehmmary injunction before the Austrian courts
.~ arguing that these spectacles had not been commerclahzed within the EU. w1th the consent of

o .the trademark owner

Silhouette lost in two instances. and filed an appeal on the law to the Austrian Supreme
_ Court. The Supreme Court acknowledged that no consent of the trademark proprietor was in -
. fact given. It examined the scope of Art. 7 of the Harmonization Directive and indicated
~ that in view of the former principle of interational exhaustion in Austrian law it stayed the
"proceedmgs and referred the case to the ECJ with the following quesuon _

e Is Artrcle 7 (I ) of the F zrst Counc:l Drrectrve of 21 December 1 988 to ap-
( ' proximate the laws of the member states relating to trademarks to be inter-
o ' ' 0. preted as meaning that the trademark -entitles its proprietor to prohibit a third
- party from using.the mark for goods which have been  put on the market under
that mark ina stazt;e which is.not contracnng state? . _

. The ECJ agreed with the majority in the literature and the EU governments as well as the
..., Advocate General and argued that it is the purpose of the Directive to safeguard the func-
.- tioning of the internal market, and that different exhaustion rules would give rise to barriers to -
... the free movement of goods It therefore affirmed the prmcrpie ofa European-wrde exhaus-.
--tlonfortrademarksmtheEU e L

# The second quest;on submitted to the ECJ by the Austrian Supreme Couft reads as follows:

2. May the proprretor of the trademark on the basis of Art. 7 (1) of the Trademark Dn'ectlve alone seek an
order that the third party cease using the trademark goods which have been put on the market under that
mark in a state which is not a contract state?

2 Cf. Also Federal German Supreme Court 30 IIC 210 ¢ 999)-Mex1tll for a repackaging case, and French
Supreme Court 30 IIC 325 (1999)-Ocean Paclﬂc _
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- 2, Patents
.a) Sterlmg Drug[Negram 11
_ One of the landmark cases in patent law was the deczsmn Sterimg Drug25 which oonﬁrmed

* the application of the exhaustion rule established in former trademark and patent decisions.
~In this case the patent owner Sterling Drug had patents in several member countries, and the

pharmaceutical_product which was. ‘manufactured under these patents was marketed by the
S patent owner and its subsidiaries in those countries. Centrafarm had taken advantage of the
<. price difference and had imported the products from one member country into another. The

"~ decision re-affirms the basic rules of exhaustion which are today common ground for all

" considerations of marketing and’ hcensmg within the EU, ‘therefore it is mterestmg to cite

. .§ome excerpts from this declslon

e It-zs clear from Art. 36 (sic-now Art 30), in particular its second sentence, as well as
Jfrom the context, that whilst the Treaty does not affect the existence of rights recog-
nized by the legislation of a Member State in matters of industrial and commercial
property, yet the exercise of these rights may neva-theless, dependmg on the cir-

N cwnstances, be a,ﬁ”ected by the proh:bztzans of the T reazy

' In as much as'it provides an exception to one of the ﬁma'amental prmc:ples
- of the Common Market, Art. 36 (=30} in fact only admits derogations from
the free movement of goods where such derogations are justified for the pur-
pose of safeguardmg rtghts whxch constztute the .s'peczﬁc subject matter of
 this property .

A derogatzon ﬁom the prmczple of the ﬁee movement of goods is not justzﬁed where the

- ‘product has been put on the market in a legal manner, by the patentee himself or with

his consent, in the Member State from Which it has been imported, in particular in the
_case of a proprietor of a parallel patent.

The result of the grant of a (sales) license in a Member State is that the patentee can
no {Zgnger prevent the sale of the protected product throughout the Common Mar-
ket’

~'The exhaust:lon theory as apphed by the ECJ is founded in that the patent nght isa reward to
“the patent owner- for ‘his inventive efforts and further gives -him the right to take action
o ”'agamst 1nﬁmgem The ECJ's position is that the amount of the reward i$ 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-

nity of profitable use®. A different situation is only given in the case of parallel imports

B ECT 6IIC 102 (1975).

%6 HC p.106
¥ Cf. the same arguments in case of a protected design ECJ 14 IIC 515 (1983) -
Keurkoop/Nancy Kean Gifts: only if the right owner has no influence on marketing in an-
other Member State, no exhaustion is given .

. % Recital 9 of the decision; see. for an ovemew of the case law M Bumsxde 1993 les
'Nouvelles 107,

.. 2 Cf. Korah, p. 87 .
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from ﬂurd countries which can be prosecuted by the patent owner based on his patent
rights.*

b) Tylosin

* In'the Tylosin case® the patenfee held a_patent.ix.lﬂ}e UK al_id in Germany He had consented
‘to the marketing of his products, pharmaceuticals, in the UK which at that time was not yet a

s

-member of the Common Market. From the UK part of the products-were exported = without
consent of the patentee - to Italy where then no patent protection was available, and part to
-Holland where patent protection would have been available but the patentee had not applied
:+.1 for. When products from those two countries were 1mported into Germany the patentee re-
quested an mjunctlon for patent mﬁmgement fo By ,

'I‘he German Supreme Court (BGH) found that the patentee was entltled to an m_]unctzon
‘against the importation of the products, because the initial commercialization for which a
consent had been given, had occurred outside the EU and therefore could not: result in an
exhaustlon

One could also assume ﬁ'om this declsmn that a consent cannot be presumed, 1f a patentee
. does not seek patent protection in: a-country although such protection would have been
- -available™. From Arts. 32 and 81 of the Luxembourg Convention, which is not yet in force,
-+=~the conclusion is anyway drawn that the approval by the patentee has to be an express ap-
proval -namely to market in the territorial 111n1ts of the llcense cont :

- €) Merck

On the basis of the exhaustion rule as e glamed 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 Italy and sold it there at a considera-

- 'bly lower price than in the countries with patent protection. The products were purchased in
Italy bya compeutor and 1mported into the Netheriands where patent protection ex1$ted

The Court ruled that a propnetor of a patent who sells the preparatlon hlmself ina market of

- another member state, even if no patent protection exists there, is prevented from enforcing
- his patent rights, if the same products are later marketed by parallel import in another mem-
~ber country where patent protection exists. It follows from this decision that the decisive
- criterion is not the existence of patent protection in the country of first sale, but:only and ex-
cluswely the consent of the patent owner or his Ilcensee io the marketlng of the product in
- question. : Lo _ R~

% For the entire problem see Loewenheim, Report FIDE, Dublin 1980.
3 BGH 8 1IC 64 (1977) - Tylosin
 That this could also lead to a prohibition of importation.within the BU form Ttaly
where no patent protection was available to Germany as headnote 3 suggests, ‘was later
overruled by the Merck dec;smn of the ECJ
-  ® Ulisich, Intellectual Propenty, p. 530; the review; Demaret, Patenss, Territorial Re-
- strictions and EC Law, 2 TIC Studies 97 (VCH Weinheim/New York 1978; also Han-
seatisches Oberlandesgericht, 20 IIC 213 (1989) - Bandaging Material. s

¥ECT 13 IIC 70 (1982)
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d) Pharmon

A case where no exhaustion was assumed is the Pharmon decision™ in whioh the ECJ stated
that the grant of a compulsory license and the subsequent marketing of the products by the
"'compulsory licensee cannot be seen as a direct or indirect approval of the patentee, so that

~—thepatentee can-défend-himself-against-imports-from-the-country-of compulsory-license-into
"+ other European Union countries. It is irrelevant in such a situation that the patentee received
* “royalties based on the compulsory license. Although only the direct unport by licensee into
* - another European Union country is-concerned in this case, the reasoning of the ECF* indi-
cates that the ECT generally does not recognize an exhaustion of the patent through market-

ing by the compulsory hcensee The same tteatment has been advocated for a pnor use

S rght
' e) Allen & Hanbury's

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

- of free trade. According to the decision, the patentee was restrained from acting against im-

" ports from other Member States by manufacturers making use of the license of right, only

- because the license was grainted for one producer within his own country. The ECJ consid-

- ~ered it irrelevant that the product was manufactured in' a country without a patent, since the

importer, following the declaratton of willingness to grant a license by. patentee, had at-
tempted to obtain a license™.

-1) Malze Seed

.~ The last pai‘ent declslon tobe presented does not concem a case of exhaustlon but of license
o contlact adm1551b111ty and enforceab1hty, in pamcular asto temtonal exclusmty clauses

" Accordmg to the declsmn of the ECJ Mazze Seed” whlch mﬂuenced toa Iarge 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 temritorial
" protection”. In an open exclusive license the exclusivity. of the license relates only fo the
- ‘contractnal relationship 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 infend to exclude all competition' of third
parties for the respective goods in the licensed territory, e.g. that of parallel importers or li-
censees in other territories. ' '

H 17 ]IC 357 (1986) Pkarmou
recn‘al 20, 25 and 26 7
Bl See Blok 13 1IC 729 743 (1982); Osterborg, 12 IIC 442 (1981)

® See ECJ 19 IIC 528 (1988) chense ofR:ght; ; see. also Brown, XXVI Les Nouvelles 1991,
' 145, TR e o

¥ 17 IIC 362 (1986)
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\ ' - Although the "Maize Seed" decision 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 accor-

dance with the ECJ the applicability of the Rome Treaty is not dependent upon proof that a

' given contract has actually affected the trade within the European Umon but merely that the

i agreement is capable of apprec abl affectm the mtracommum trad

“The first 31tuat10n (open excluswe hcense) acoordmg to the j:.u iw compauble wuh Art 81

(1) EC Treaty, if by this agreement the distribution of new technology is enhanced. How-

- ever, the granting of absolute territorial protection including a prohibition of parallel imports

‘results'in an art1ﬁc1aI maintenance of separate national markets which is incompatible with

' “‘the Rome Treaty*2. Thus any means to prevent parallel imports are inadmissible. Initially the

" question whether licensees could-be subjected to an export prohibition for the markets of the

-+ other licensees was not unequlvocally clear because the reasons: of the ECJ declsxon contain
o contradlctory statements : C o R .

Tt ’I‘he rules ofthe "Malze Seed" deCISIOIl can be surmnanzed as follOWS

- (a) The hcensor may agree to the obhgatmn not to exp!oxt the hcensed mventwn in the
. licensed territory or part thereof";

- _ ~z%(b) The licensee can agree to the obhgatlon not to use or produce the patented article
- 7% or process outside of the licensed territory

7 : (c) The licensee may also promise not to pursue sales activities in the territory of other
licensees, and particularly not to engage in advertising specifically aimed at those ter-
 ritories or not to have a sales office, etc.;

{(d) The licensee may agree to an obligation limited to five years not to make any di-
rect sales into the territory of other licensees™;

- 9Cf. Cawthra, p. 44

¥ see ECJ, 9 IIC 473 (1978) - Miller International.

% See recital 53 et seq. of the decision.

 Cases decided by the Buropean Commission against exclusive lcenses and export-

prohibition clauses are particularly Davidson Rubber 3 IIC 528 (1972) and Raymond Na-
goya 1972 0 ILL 143 39 _

“ Cf. Art. 1 M 2GER (excluswe use clause)

“ Cf. Art. 1(1) 3, 4 GER.

% This can also apply to the so-called pure knotv-hnw Ticenses, see Eutopean Com- |
mission, 1986 OJ L, L 50-Boussois/Interpane. This howevet ‘does mot hold when as in . . -
k_, . the Mndswﬁng case, the licensee was forbldden to mam.tfacture ina patent -free country

CE. A 1() SGER. | | N

“ Cf. Ari. 1(l) 6 GER (Patents)
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“.'(é) According to the European Court such obligations of the licensee are. prohibited,
- under which also the customers of the licensee are subject.to an export prohibition
- with respect to: other countries of the European Umon, because this amounts to a
. vmlahon of Art. 81 (l) EC Treaty ST .

For the European Comn'ussmn the contractual preventlon of parallel unports (absolute ter-
ritorial protection) constltutes a "serious infringement" of the Rome Treaty, which is gener-

—ally-subject-to- a-fine®-1f the-export-prohibition-hewever relates-to-countries.outside_of. the
: EurOpean Umon, Art. 81 (1) does not apply, although few dec151ons exist for '[hlS sxtuatlon

SRR The consequence of the "Maize Seed" decls1on for the temtory of the European Umon 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 hcensee,

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 Furopean Union™. An exhaustion also does not occur if articles covered by the patent

are ?laeed ‘into commerce by an mfunger or by a hcensee exceedmg his rlght of explmta—

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

% See European Commission in the case Sandoz SpA, where the term "export prohibited” printed on
the invoices to the customer was pemalized with a fine of 800,000 ECU: press release of ‘the Euro-
pean Commission, 1987 IP 284, '

Ct European COIDB]ISSIOD, 6 IIC 480 (1975) Kabelmetal Luchazre
3 For mmhacaseundernauonal 1aw see- German Supxeme Cou:[t (BGH) 8 IIC 64 (1977) Iylosm

% Regarding exhausuon in general see U]lnch Intellecmal Property, p- 525 et seq who notes that it
is not the amonnt which patentee receives when first entering the market which is important, but:. .
only the fact that he has given his approval for this. In his opinion, it should be additionally ex-
amined whether the refusal to give approval, i.c. a restriction agreed to in the license confract, - = . .
was legaly binding under Arts, 28, 30 and 85. '

L
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4. The Exhaustion Docfrine
From the above case law one can derive a definition of exhaustion 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

consent™. It has no influence whether the owner has received by the marketing 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 one speaks of consent or the putting of prod-
ucts onto the market™, the exhaustion occurs only with the sale of the individual product by
the licensee or the patentes™. The grant of a license as such does not-influence the status of
products only manufactured. Even if products are manufactured by the licensee, but the lat-
ter has not complied with the contractually agreed approval procedure, an exhaustion cannot
occur and the products can be attacked by the licensor by way of an infringement procedure.

The ECJ has confirmed the relevance of consent as the only decisive criterion also in a case
of a compulsory license for a patent by arguing that the marketing under such a license oc-
curs without the consent of the patent holder™’. As some authors have explained, the patent
holder cannot be deprived of his right to decide freely upon the conditions under which he
wants to market his product, therefore the criterion cannot be whether the marketing in the
first country was legal as such®. It cannot be decisive either under which conditions, fair or
unfair, a compulsory license has been granted, since at any rate the patentee had not granted
his consent.

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

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

- the competition rules of the EC Treaty regulate only the exercise of industrial prop-
erty rights, not their existence™;

% Bejer 21 HC 131, 151 (1990). The exhaustion principle was not included into the
TRIPS Agreement, cf. Art 6 TRIPS.

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

. % Cf. BGH 29 IIC 207 (1998)-Brochure Rack, where it was examined whether the li-
cense covered embodiments with certain features which were not all delivered by the pat-
entee. '

_____ _ ~ YECY 17 IIC 357 (1986) - Pharmon v. Hoechst
» Demaret 18 nc 161 (1987)

PECI2011C 64 (1989) Volve - rec1tal 1, SJmliarly ECJ 20 IIC 186 (1989) Renault
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- a product which has been lawfully marketed under the laws of one Member Coun-
try can freely circulate within the entire Community if no mandatory rules for safety,
public health or the protection of consumers are at stake®, SURT IR

® BCT 19 IIC 232 (1988) - Purity Requirement for Beer; 21 IIC 695 (1990) Impon‘ of
Meat Products; 21 IIC 344 (1990) Deep -frozen Yoghurt . C e

Ty
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" JIL Art. 81 EC Treaty and the exemption rules for license agreements :
- Exemptmn by categones of agreements - ' . .

" ‘'While Asts. 30 and 36 concern the free flow of goods w1thm the Commumty and prohibit
*"restraints of trade between Member States, except where such restraints are justified on the

basis of industrial property rights, Art. 81 (1) concerns contractual agreements and concerted

practlces between companies which may influence trade between Member States, This pro- -

- vision therefore concerns the relationship between licensor and Ticensee, not betwesii comi- -

© petitors. Art. 81 (2) declares such restrictions of trade as null and void, whereas Art. 81(3)
- allows an exemption for agreements if those are primarily beneficial for the consumer. -

- With respect to the first condition of Art. 81 EC Treaty, namely that the con-

tract concluded must be sufficiently important in order to influence competition

" in the Commen Market, the Announcement Wlﬂl respect to Agreements of Mi-

nor Importance has to be taken into account™, The Announcement defines mi-

nor importance as a market share of less than 5% for the total market of the

_ products in question with a turnover of the contractual partners below 300 mil-

lion ECU. These numbers are examined at the very moment when the cempeti-

tive situation is examined by the Commission, not on the date of the conclusion

of the confract. ¥f a product becomes successful, the parties therefore bave to
‘watch whether the competition rules become applicable at a later date. -

- = The second condition, namely that the trade between Member Countries must
be affected was in the past nearly always given according to .the Commission

- where sales had an international aspect. Here the Commission will not examine
the effect of the individual clause upon competition, but the contract in its en-
tlrety

" Under the more recent practrce of the ECJ the above two-step test. has been mltlgated by the
* “ECJ which thereby has somewhat raised the threshold for the applicability of Art. 81 (1)EC

" Treaty. There are now two eondmons whieh must both be present before a specrﬁc contract

o "needs an exempuon

The first test is whether the cumulatlve effect of sumlar agreements of the 11censor would
make it more difficult for competitors to enter the market; a further barrier is that the indi-

* vidual agreement under examination must by itself contribute significantly to the distortion
- of competition. If these two points can be denied, the agreement does not fall under Art. 81.

" And if it does not fall under Art.81 then there is no restraint of competition and no need for
“* an exemption. The latter point would take into account the market power of the contracting -

o partles and the duration of the agreement

It nevertheless remains a double hurdie

' ~the per se effect of an individual clause which is regarded as anti-competitive by the prac-

B | " ‘tlce ofthe EU Comm1sswn as will later be explamed, hke tie-ins, customer exclusmty etc.

" as well as the overall evaluation of the entire contract :

6 Notification of the Commission of 12 September 1986, amended 1994 0 J. C 36820

% See with more details Bay, EC Canpetmon Law and Sqﬁware IPRs 9 Computer
Law and Practice 176, 1993, - =
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which does not always make it easy to enforce protective rights in Europe although such en-

~ forcement would be totally lawful under the rule of reason of American law. For the indi-

vidual contract this means that one cannot rely on a benevolent evaluation in case of con-

flict, but has to submit the contract for individual exemption whenever an anti-competitive
‘clause is contained in the contract, or at least for negatlve clearance if no automatic exemp-
_' 3 tlon through one of the exemptlon regulations is ngen : - .

- EU Commission the parties of such an agreement must even fear heavy fines for the viola-

tion of the competition rules. .

SR H sttnbutmn Agreements .

(Omltted)

- -.'-2 Llcense Agreements

_ Two exemptlon regulatlons play a role for llcensmg agreements, namely the Group Exemp-
tlon Regulatlon (GER)

e -forTeehnology Agreements No. 240/96

" - for Research and Development Agreements No 41 8/85
- As regards the applicability of those Group Exemption Regulations, it must be noted that
- only if the licensee also manufactures and not only distributes, the exemption regulations

“: o license agreements become applicable®™, If the licensee does not manufacture and also
~...-none of the distribution exemption regulations is. applicable, the contract needs a negatlve

clearance or individual exemption depending on the circumstances. The parties should
know and use the possibilities of the exemption regulations as well as the requirements for

S the notlﬁcatlon of agreements which therefore will be discussed hereafier.

SI the ﬁeld of patent law Art. 72 EPC and Art. 40 (1), 45 €)) c:Pc65 require a wntten docu-
- ment for the assignment of patents or patent applications, but no such provision exists for a
. license contract. This does not mean, of course, that an oral license contract, whether for 2

;. patent, a trademark, or know-how, which after all would cover a bundle of nattonal rights,

would be necessanly valid under the laws of all of the Member. States. Anumber of national
laws require a form in writing if the contract contams clauses which have a competition re-
stricting effect, S _ :

“-o. The'most important validity issues concern however antitrust questions. Many clauses are to
-~ be qualified as restrictions of competition which may fall under-Art. 81 EC Treaty. Some of

these restrictions do not exceed the contents of the patent or do not affect trade between

Member States and therefore are admissible. Others, although with anti-competitive effect, -

® For details of the procedure and the distinction between the two procedures see
PagenbergIGelssler, chense Agreemems page 38, note 21 et seq.

o Recltal 8 of the GER (Technology)

© OnArt 72andRule 20(1) EPCseeNouces oftheEPO 0] 1987 215

N
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- may be exempted undér Art. 81 (3),'if they contribute to promoting technical or economic

progress. In the already mentioned GERs the Commission has included those clauses which
it regards as admissible and non admissible.

Usually the admissibility under antitrust viewpoints does nbt follow from the formulation of
an individual clause, but rather from the connection between a plurality of provisions and

U their legal and economic consequeénces™. It is therefore recommended, if an agreement does

',',.:{-;EE

~not or not ent:lrely fall under one of the exemption regulations to use the possibility of the
“clearance’ or opposition- procedure with : the - European 'Commission .in accordance with
" 'Regulation No. 17/62 and 240/96 respectively, particularly ‘incase. of important and
“long-térm license contracts. A notification with the European ‘Commission may also be ad-.

visable, if, in spite of the fact that the license contract relates only to a single Member State -
and the parties also belong to only one member state, by exports or imports of one of the

. “parties an impact on competition is to be expected, which is not insignificant®. Such a noti-
o r-ﬁcatlon procedure is however not- obhgatoxy under Regulatzon No 17 SRR

It is impossible Wlthln the ﬁ'amework of thlS chapter to deal w1th all the claus&s in the

'GERs; théréfore orily some of the most important ones found in license agreements shall be

- “discussed. Although so far only exemption regulations for technical protection rights have

" issued, it can be assumed from a‘numbet of decisions that a similar treatment will be applied

“*to trademark and copyright'licenses  which so ‘far however need ‘exemption or negative

~~ clearance from the Commission, if they contain competition restnctmg clause or 1f they are
not only ancillaryto a patent or’know-how agreement. : :

——
g

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

5 See Buropean Commission, 7 [IC 286 (1976) - AOIP/Beyrard
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“a) Group Exemption Regulation for- Technology Transfer Agreements GER (Tech—
‘nology) -Regulation No.240/96% L - _

. (1) Gel_leral - Scope of application

.The Group Exempt:ton Regulatlons for hcense agreements in partlcular the GER (Technolo—

. therefore. for the formulation of license contracts. The GER {Technology) constitutes 2

— gy); are-of major-importance-for-the evaluation-of the-legal validity-of license-clauses and

_merger of the former GER (Patents) and GER (Know-how) which expired on March 31,
1996% in order to sunphfy -and enoourage the dissemination of techmcal knowledge in the
Commumty : , _ L e

' The GER ('I‘echnology) apphes to the hcensmg of. national patents Commumty patents and
European Patents ("pure”. patent licensing agreements) as well as to the licensing of non-
patented technical mformatlon ("know-how") and to combined patent and know-how li-

« . censing agreements. ("mixed" agreements)’’. In Art. 10 (1) GER, .(Technology). the term
« - know-how is defined as a body of technical information that is secret, substantial and identi-
~ i fied in any appropriate form”", In case of an invention for which a ‘patent application has not
. . been-made, it is to be noted that Art.- 8 (2) requires that the application be made at the Patent - -

‘- -Office at the latest within one year after signing the contract, Not only patents, patent appli-

.. cations, utility models and utility mode! applications fall under the GER (Technology) but

also topographies of semiconductor products and certificates for medlcal products

Like the former GER (Patents), the Regulation does not apply to agreements bctween mem-
bers of a patent pool or between competitors, who participate in a joint venture™, however it

" shall apply to agreements by which a parent undertaking grants a joint venture company a
patent or know-how license, prov:[ded 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. 81 EC Treaty
does not apply to agreements if the total turnover of the parties in one calendar year does
not exceed 300 mio. ECU and their combined market share of ali the products which may

® This Regulation takes the place of Regulations No.2349/84 (Group Exemption
Regulation for Patent Licensing Agreements) and No.556/89 (Group Exemption Regula-
tion for Know-how Licensing Agreements. The Regulation entered into force on Aprit 1,
1996 and will expire March 31, 2006.

@ See the review of the different GERs by Burnside, 1988 les Nouvelles 168.

™ See recital 4 GER (Technology).

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

72 See Art. 8 No. 1 d and g GER (Technology Transfer Agreements).
BAt. 5 1and2. .

MAt.5Q2) 1.
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be affected by the agreement does not exceed 5% of the market. For cross licenses the
Regulation applies when the' contract parties are not subject to any territorial restrictions
wrthln the European Umon

" The GER (Technology) also extends to agreements containing the hoensmg of 1nte11ectua1
" property other than patents, e.g. trademarks, when such- additional licensing contributes to
" the achrevement of the objects of the hcensed technology and contams only ancrllary provi-

o ':smnsT

' In'mternatlonal 11¢ense agreements mvolvmg partles and territories from the European Un-

“ion, the effect on the Eumpean Union is to be exammed Enforcement of patents "against
* " external parties” is inherent in the protection right”’. For agreements' involving Member

“States of the EU and also third states, the 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 countnes are in-
o cludedmwhlch no paraIlel patents or secret know-how exists. © . s

“* An import prohlbrtron from countries outsrde of the European Umon does not affect compe-
~tition within the Community as long as free trade between the Member States is maintai-
" ned™. In this context it must be remembered that even a contract concerning ‘one single

" Member State may fall under Art. 81 (1) EC reatgr0 and this even if the parties only belong
* to°one member state, In the decision Hydrotherm® regarding Regulation No. 67/1967, the
~ ECJ ruled that a GER also applies when a contract includes not only the territory of the

- European Union but also countries outside the Community. If the EC Commission is of the

opinion that the effects on the trade between Member States can be proven, e.g. if' by the k-

cense contract the theoretical possrblhty of 1mportmg ﬁ'om other Member States is llmrted

P ',or prevented Art 81 (1)15 apphcable :

TAs already mentioned, the GER does not: hold for pure marketmg agreements the precondl-
‘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.
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.

75A1't 5(1)3a1:|d(2)2

™ Recital (6). A’ similar result a]ready in Moosehead!Whltbmd 1990 OI L 100132
where an mdmdual exemption was necessary -

7 See Europwn Comm1ss1on 1972 OJ EC L 143/39 Raynwndﬂ\a’agoya
% See recital 4 GER (Technology); also Alexander, 17 IIC 1, 15 (1986).
» Cf. recital 4 GER (Technology), see also Alexander, 17 IIC 1,15 (1986)

® 16 IIC 598 (1985); see also ECJ, 27 September 1988 in 1988 NIW 3086, Wood -
Pulp.

8 See recital 8 GER (Technology). As to the respective national authorities on the one
hand and the European Commission on the other hand, reference is made to Art. 9 (3) of
Regulation No. 17. Thus the national authorities have the power based on Art. 88 EC
Treaty to enforce Art. 81 (1) of the Treaty as long as the European Commission has not
initiated a procedure. The Furopean Commission will inform the national authority when
a contract has been submitted, in order to clarify whether possible national ‘requirements
for application have been fulfilled.
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i 2(2) Clearance of license agreements - Notification Procedure

For practical reasons it is generally recommended to stay within the Group Exemption

. Regulations and to include only the so-called "white clauses” from the list proposed by the
- European Commission when formulating license contracts, and in any case not to hope for
* an. individual exemptlon of a clause which is expressly prohibited. An exemption procedure

is usually-tedious® and- even-interim statements-of the-Commission-that-a-certain clause "is
_ possibly exemptable" provide little help, since with such a formulation it is implicitly stated
" that a violation of Art. 81 (1) is present, so that the clause, at least without exemption, is not
.- enforceable in a national court. According to a decision of the ECJ® the national courts
-+ however are empowered to decide whether a clause falls under the antomatic exemption of 2
.GER or is exemptable under Art. 4 of Regula’uon no. 17/1962, but cannot declare an ex-

o emptlon 1tse1f“ . _ _ S o

If the reqmrements for the apphcatlon of the Regtﬂauon as. such are g:ven a.nd no black

clauses are contained in the confract, the parties can assume that it is exempted without the
- necessity of notification to the Commission. If the contract contains-other clauses, which

" must pot fall, however, under the black clauses of Art. 3, it may obtain an exemption in ac-

: .+ cordance with Art. 4 of the GER (Technology), if it is notified with the Commission under

g "~ oo Reg. (EU) 33 85/94 The Commission has maintained for these situations the accelerated op-
g B - .position procedure® in accordance.with which all notified agreements are presumed to be
.- exempted after four months, if the Commission does not oppose the exemptlon The

. agreement must be notified to the Comm:ssmn in accordance with the provzsmns of Regula-

uonNo 17/62%. . . o .

Both s1des of a license contract should be aware of the fact that any v101a110n of the compe-
tition rules, especially violations which have already been dealt with in former decisions of

-+ . the European Commission, are subject to considerable fines® up to 1. MIO ECU or beyond, -
. namely up to 10 % of the yearly turn-over of the mpemve compam&s - An unequivocal

82Aproce:dure cantake4 Sywrs
16 IIC 508 (1985) - Hydrothenn (Ghibli).

# As-to the respective national authorities on the one hand and the European -

- Commission on the other hand, reference is made to Art. 9 (3) of Regulation No. 17 and
the Announcement of the Commission of 13 February 1993, 1993 0.J. No.C, 6. Thus
the national anthorities have the power based on Art. 88 EC Treaty to enforce Art. 81 (1)

-~ of the Treaty as long as the European Commission has not initiated a procedure. The
Europeant Commission will inform the national authority when a confract has been sub-
mitted, in order to clarify whether possible national reqmrements for application have
been fulfilled.

% See for details on notification, exempuon and opposition procedure Pagen-
berg/Geissler, License Agreements, p. 37 et seq. notes 20 et seq,

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

¥ As amended by Regulatlon mo. 1699/75, 0.J. no. 35 of 10 May 1962 p. 1118/62 and '
0.J. no. L1720f3Ju1y19ﬂSp 11 respectively. S

= A f'me_can no longer be 1mposed, if the agreement is notified. |

% See Art. 15 (2) of the Regulation No. 17.
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" clearance under the competition rules is therefore in the interest of both parties® because in
" the case of disagreement each party has the possibility to prevent the enforcement of the
" contract by bnngmg it to the attentlon of the European Comnussmn _ .

_.Ifa hcensc comntract contams clauses wh:ch fall under Art 3 (“black clauses"), this means

(1) that the Ilcense contract is not exempt,

| i

(2) that there is no accelerated opposition procedure W
* (3) that the Commission can 1mpose fines for antitrust -
violation, if the agreement is not notlﬁed91 o

If an agreement does not fall info one of the categones for which exemptlon regulatlons

have been enacted, a notification under Art. 4 of Regulation No. 17/62 must equally be

" ‘made if it is assumed or even obvious that Art: 81 (1) EC Treaty is as such applicable but

- reasons for an exemption under Art. 81 (3) are given. These reasons are specified in Art. 81

(3): the agreement should bring about an 1mprovement in the productlon or dlstnbution of
- goods or the promotlon of techmcal advance. coln -

Also the fact that customers adequately partwtpate in the improvement and the clause which
*"is limiting competition is necessary for this purpose, and finally that the contract does not
“exclude competition for a significant portion of the goods or services in question, are rea-
. sons which speak in favor of an exemption under Art. 81 (3). In view of the effect of notifi-
“cation that the Commission is prevented from imposing fines, the application procedure is
‘always recommendable if the agreement does not clearly fall into one of the exempted cate-
‘gories and only eontams exempted cIauses SR o

The notification procedure aceordmg to Art 81 (3) can e1ther bea so—called negatzve clear-

ance or an exemption. With the negative clearance the applicant knows for certain that the S .

. contract filed does not violate the prohibition clause of Art. 81 (1) EC Treaty. It should be : .

" noted, however, that the Commission in accordance with Art. 2 Regulation 17/62 is not ob- g

- 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 Att. 81 (1), orif the contract is exempt due to a gronp exemption in accordance with

© - UArt. 81 (3)P. The request for negative clearance requires an explanation by the applicant

“ why he considers that Art. 81 (1) EC Treaty is not apphcable ‘The reasons should state that

_ no sensible prevention or restriction of competition is mtended or that the trade between
ST member states is not senmbly obstructed L I T .-_7-

- :The notlﬁcatlon must be made on a prescnbed form which has been pubhshed by the Com-
mission” and requires a detailed explanation on the contents of the agreement and its in-

% Cf. for details on the notification procedure infra chapter 2.

% Reference is made here e, g. to the decision of the ECJ with respect to the inclusion of
a no-contest clanse into a license contract in the case Windsurfing Imemanonal 17 IIC
362 (1986).

% Cf. fora checklist as to the exemption regulations at the end of this chapter.

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

% Form A/B OJ EC L 240/1 of 7 September 1985.
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"~ tended purpose as well as the answering of a multitude of questions to the competition ef-

- fects of the contract clauses, The distinction between admissible and non-admissible clauses

is based on the interpretation of the ECJ of Art. 28, 30 EC Treaty and its distinction between
the guaranty of the exzstence ofan mdustnal property nght and its exercise. '

The question asked with respect to md1v1dual clauses in an agreement is whether 1t is neces-
- sary for guaranteeing the existence or this specific object of the licensed right. If the answer

is 16, the Commission applies-atwo-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 so, does the conduct nevertheless have overall a pro-competitive effect because it contrib-

utes to promoting teohmcal Or economic progress, S0 that an exemptlon under Art, 81 (3) is
S .'poss1b1e : : S R :

i Ifa clause violates Art. 81-7(1) and it is not accessible to exemption, it follows from the
- "wording of Art. 81 (2), that the agreement on the whole is invalid. According to general
. practice of the Commission and the ECJ only invalidity of the restrictive clause is assumed
and the questron of the validity of the rest of the contract is left up to the judgement of na-
tional courts™. Despite the wording of Art. 81 (2), contracts which fall under Art. 81 (1) are

+ " not'invalid from the start, moreover, the ECJ assumes that such contracts when filed at the
-+ Buropean Commission are to be seen as being preliminarily binding (and therefore can be

o enforoeahie) untrl a negatlve or posrtlve decision of the European Commission is issued™.

~ o The European Court: of Justtce in the decision Wmdsurf ng Intematzonal” has also ruled in
« recital 95 et seq. that it is not to be examined whether a clause restricting competition is also - .
sujted to influence the competition in the Furopean Union, when the entire agreement does
. thiS' the subject of examination is therefore always the license contract as a whole.

e (3) Case Iaw of the Commrssmn :

: _-'With respect to the more recent practrce of the COmmrssmn one rrught gam the 1mpressron
that the latter is inclined to grant negative clearance by applying a rule of reason. This policy

“is reflected in the Commission's Notice conceming the assessment of cooperative joint-

. ventures under Art. 81%, In the Notice categories of joint-ventures are mentioned which the
‘Commission regards- as falling under Art. 81 (1), but for whlch it would grant a negatlve
-clearanoe automatlcally . e

In the Magilf® case the Court of First Instance (CFI) held that when an mtellectual 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. 81
and 86 will override any provision of national intellectual property 1aw e

% BCJ 1987 GRUR Int. 868 - VAG France/Mange.

% Eumpean Commission 1 CM.L. R 1 27 1962 - Basch see also Beler w1th further references,
30C 1, 34 (1972). S

% 17 1IC 362 (1986).
* Notice of the EC Commission No. 93/C 43/72.

% (1991) 4 CMLR 745.
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{ 2 A similar approach was taken by the Commission in the Fyffe vs. Chiguita'® case where the
R Commission announced that it will investigate whether trademark rights are exercised in a
bona fide manner and whether such exercise goes beyond which is necessary to fulfill the
. essential function of the relevant trademark nghts The same rules are of course apphcable

0 the exercrse of pa.tent nghts e : oL s :

B (4) Contents of the Exemptmn Regulaﬁons g

S I the followmg ﬁrst the GER (Technology) is’ drscussed whlch in practice is. the most fre-
- quently used. Tt 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 gen-
erally contribute to improving the production of goods ‘and to promoting technical progress
(so-called white clauses). Art. 2 contains clauses which-are also considered white and do not

) prevent an exemptlon ' -

In comparison to the former separate GERs the so-called bIack lrst of Att. 3 has been short-

" ened considerably: (from 11 to 7 ‘provisions), and the.white list has been extended and im-

ot proved in the GER (T echnology) The original market share criteria in Art. 1 (6) of the draft

T iYasa condition of the benefit of exemption are now found in Art. 7101 which authorizes the

- > Commission to withdraw the benefit of the Regulatlon if the it can show an antr—competltive
e eﬂ‘ect because of some market power ' . e .

In Art, 2 those cIauses are given whlch accordmg to the view of the Commrssmn usually do
= 'not fall under Art. 81 (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. 81 (1) EC Treaty and should not be included into
-~ license "agreements if these ‘are to benefit from the block exemption (so-called black
¥ clauses). Some of the rules under Art, 3. would fall under the concept "mlsuse of paxent" ac-
% cording to US legal norins'®. : SR : : '

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

100 9 IIC 603 (1978)-United Brands.

¥ See Berman/Hunt, A nightmare in the making, 1995 MIP, 12 et seq.; Korah, The Preliminary
. Draft of a New EC Group Exemption for Technology Licensing, 1994 EIPR, 263 et seq.;
K . ' Whaite, The Draft Technology Transfer Block Exemption, 1994 EIPR, 259 et seq.; Lie-
berknecht, Eingabe zar zweiten AnhGrung des Beratenden Ausschusses fiir Kartell- und Mo-
nopolfragen zu der geplanten VO zur Anwendung von- Art, 81 T des Vertrages auf Gruppen

von Technologle-Transferverembanmgen 1995 GRUR 571 et seq

12 See Venit, 18 TIC 1, 32 (1987).
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= '(5) Individual cpntract provisions - o e et _ e

- B Excluswlty -
In conformlty with the "Maize Seed" decls1on dlscussed before the GER (Technology) em-
phasizes as already the former GER (Patents) in Recital 10 that exclusive licenses are not

regarded by the European Commission as falling under Art. 81 (1) EC Treaty, if they are
concerned with-the-introduction-and-protection of a-new-technology in the licensed territory

* Under the GER (Technology) this is not only the case by reason of: the scale of the research

~-which has been undertaken, but also by reason of the increase in the level of ‘competition, in

- particular inter-brand competition; As a general recommendation, to be on the safe side, ex-

. clusive licenses should generally be drafted by including the exemptable clauses of Art.1

~ . GER™. An exclusive license however is not exemptable, if the licensor dominates the mar-
T ket in the sense of Art. 82 EC Treaty'®.. : :

The exemption rules for territorial restrictions are found in Arts. 1 (1) No. 1 to 6 of the GER
-+ (Technology), where the automatic exemption. for. pure patent licensing agreements holds
© '+ for as longas 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)'*, Where the agreement is.a pure know-
. how licensing agreement, the period for the exemption may not exceed ten years (no. 1 to 02
and five years (no. 6) from the date when the licensed product is first put on the market'®.
In case of a mixed patent and know-how licensing agreement, the exemption for nos. 1to 5
I -7 holds for-as long as the licensed product is protected in those Member States by such patents
e : -+~ if the duration of such protection exceeds the periods. spec1ﬁed in Art. 1 (3) GER (Technol- -
S © v ogy) %, Tt is to be noted that a know-how license which is territorially restricted is not auto- - v
“" . matically exempted when the license contract only covers a small technically limited portion : o
s of the protected knowledge108 The Commission however considers such a know-how agree-
- ‘ment as exemptable even when an absolute territorial: protection results, if the introduction
or expansion of a new and rapidly changing technology is made easier in a market which is
served by only a few producers.

(ii) Royalties

As a general rule it should be noted that antitrust law provisions do not allow that the parties
extend competition restrictive obligations, including the obligation to pay royalties on to
embodiments which are not covered by the scope of patent protection'®. In the Wmdsmﬁng

% Cf. the exemption of an exclusive know-how license of limited duration by the Evropean Com-
mission in the decision OF EC 1987 L 41 Mitchell Cotts/Sofiltra as well as 20 TIC 703
(1989) - Defta Chemie, where the necessity of individual exemption was expressly stated.
1% See European Commission, 20 IIC 684 (1989) - Tetra Pak 1.
105 See Art. 1 (2) GER (Technology).
1% See Art. 1 (3) GBR (Technology)
W See Art. 1 (4) GER (Technology) where the exemptlon penod for pomt 5is regulated A ( ]

18 Buropean Commission, 1986 OJ L 50- Boussomllnterpane

18 See already under German law BGH 1979 GRUR 308 Ampqﬂkanal jﬁr Schaltgase, and 13
IIC 645 (1982) - Rig. LTy o
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' L : " "case, the argumentation of licensor was rejected by the ECJ, that the total unit surfboard and
e rig represented a simpler calculation method. In practice, surfboards and the remaining parts
of the rig were very frequently sold separately, because the license-free boards were offered

less expensively by non-licensed producers. :

Already in the decision Raymond Nagoya''® the European Commission found a minimum
Toyalty clause to be admissible. Like under  the former GER (Patents), under the GER . i
T {Technology a’ﬁﬁn‘”’iiﬁﬁrrrroyalty” clause and-also-agreement on-a minimum-number of use———————+
CUActs 1 penmsslble . The agreement on a minimum royalty or a minimum numb_er of use _
" “operations may also not lead to & restriction of the licensee in his business activities in the 4
“sense of Art. 3 No. 2. In the v1ew of the Commission, this would only be an extreme [case, so

that Art. 2 GER generally applies. .

(iii) No-contest clause

_ For a.long time a no-challenge clause has been regarded by the Comrmssmn as a violation
" of Art. 81 (1) EC Treaty'". The reasoning was that the obligation not to challenge has an ef-
fect on intra-community 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
« impossible.’ Under European- law, therefore, at best the obligation of the licensee was re-
- garded as permissible to assist the licensor agamst an infringer of the patent!utlhty model'!%,
«This practice was confirmed by the ECJ in the Windsurfing decision'’, The ECJ deter-
‘ mmed that a no-contest clause does not belong to the sub_] ect matter of a patent.
Tna later decmon”‘5 the ECJ, however d:ﬁ'erentlated in the sense that the appllcatlon of Art,
2 81(1) EC-Treaty has to be-evaluated in accordance-with the respective legal and economic
-»»?'contents For the case of a royalty-free licensea limitation of competition does not exist just
v as'in a case of a royalty bearing license which relates to a technically non-state-of-the-art -
= process, which the licensee has thus not utilized. In contrast to the GER (Patents) in which a
“no-challenge clause was prohibited'"”, the GER (Technology) has transformed it into a grey
clause and provides an exemption for it in Art. 4 (2) b if the agreement is notified and the
+*Commission does not raise objections within a period of four months. As a rule, therefore, it
- ~would be recommendable to review the necessity of a promise notto challenge. : = .

10 1972 CMR 9513; Burroughs/Geha 3 IIC 259 (1972); European Court of Justlce 17 1IC 362
(1986) - Windsurfing International, '

™ See Art. 2 (I} No. 9.

2 B o a payment provision which extends beyond the term of the 'paxent term’ is acceptable,
where the license was granted before the patent filing, 22 IIC 61 (1991) ‘

~ '3 See European Commission 3 IIC 52 (1972) - Davidson/Rubber; 1972 OF No. L 143/39 - Ray-
" mond/Nagoya; 10 1IC 475 (1979) - Vaessen//Moris. Cf. also Axt. 40 (2) TRIPS Agreement. v

114 See Art. 2 (1) No. 6b GER (Technology).
A - U5 See 17 1IC 362 (1986) - Windsirfing International,
16 B 21 TC 212 (1990) - Promise not to challenge.

117 gee Art. 3 No. 1.
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_ : The GER (Technology) and the rules concemmg the exemptlon ofa no-challenge clause are
ot apphcable to dlstributlon contracts ST :

(1v) Obhganon to use

~ Inthe case of a nohexclusive license, the licensee is not obligated to exercise his right to use
if this is not specified in the agreement. As an alternative, or additionally, the payment of a

e minimum roy'alty*can*be*agﬁ:‘e’dﬂpon‘*as;well'*as’—‘a—'ﬁght%eﬁwﬂnﬁaaﬁen—byfmmlieemor, 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
'.mammum producuon is only permissible within the- hrmts of Art. 2 (13) GER ("second
source")™®”

(v) Price-fixing
" “Under the GER a price fixing=clause is among the prohibited clauses'?!, and therefore an in-
- dividual exemption would be required, which:however would rarely be granted. A price
- fixing clause coupled with an export prohibition has been found defrimental to free trade by
- the ECY due'to this coupling, however the clause was still exempted, because Art.. 81 EC
- -Treaty requlres an appreczable mﬂuence on ﬁee trade which was not found in that case'?
(i) Labelmg e 7

A provision prohxbltmg the l1censee to use h15 trademark or hxs company name is accepted

- by the Commission, if the licensee has the right to refer to. himself as the producer'®, The
-~ BCI holds it however inadmissible to obligate the licensee-to attach a license label to a part
of an’ 1tem wh1ch is ﬁ'equently seId as ‘a unit whlch 1tse1f is not covered by the patent

' _"clalm .
S (vﬁ) Quahty Control B

- Aright of termination may be agreed upon for the satuatlon in whxch aftera wntten requect
to achieve the required standard of quality and after the expiration of the term therefor the
licensee has not reached the required quality standard. The term in this case has to be suffi-
cient and reasonable. Such a provision is also permissible under the GER', Not permis-
sible is an obligation of licensee to restrict production to one specific plant for the produced

18 See GER (Technology) recita 8.
19 Cf. Art. 2 (1) No. 9 of the GER (Technology).
 Seg Art. 3 No. 5 of the GER (Technology).
™ See Art. 3 No. 1 GER (Technology).
12 BCT 19 TIC 664 (1989) - Plant Seed License.
5 Gee Axt. 1 (1) No. 7 and 2 (1) No. 11 GER (Teclmology) and recital 6.

2 See ECJ 17 IC 362 (1986) ~ Windsurfing International, there labelmg on a non-pratected surf-

board.

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

o
< =,
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‘ jtemis as a control nght of I1censor in order to maintain quahty to supposedly av01d copylng
products by other lloensees . . ,

(viii) Grant back for changes and improvements of the invention by licensée -

' 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

- 'general]y represents a restriction of competition of the licensee arid is also - among the pro-
“ h1b1ted clauses in accordance with the GER (’1‘e.chnsology)127 4 ST

SAn obhgatlon of l1censee to grant licenses for 1mprovement mventlons (" grant—back clause")
is however admissible, if the licensor, too, eénters into a corresponding obligation and in case
of severable improvements the license is nonexclusivcm. 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-

“alty 'beanng Furthermore, if the licensor in the case of a patentable improvement requests an
increase in royalty, then an agreement for payment of royalties is also necessary for im-
provements of licensee which licensor plans to use'”. An obligation by licensor to inform

- licensee about modifications and improvement inventions is. generally. not recognized as re-

‘stricting ‘competition’. Conversely, for the validity of a'licensee's obligation to inform

" about improvement inventions, there must be a corresponding obligation by the ]ICEllSOl‘Bi

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

~“¥%  Such aclause, also known as procurement of goods and services which are not necessary for

' o a techmcally saﬂsfactory exploitation of the licensed technology has been transformed into a

- grey clause™. Under the former GER (Patents) this clause was contained in " Art. 3. (9 asa

" black clause. Under the GER (Technology) a tie-in clause may now be notlﬁed for an ex-
o :emption vnth the Commxssmn under Art. 4 (2) aGER. RO

" Under the former practice of the Commission an ob11gat10n to purchase parts which do not
‘fall within the scope of the patent represented an illegal extension of the patent monopoly by
contractual means', Insofar antitrust prohibitions and patent infringement situations were

1% See ECT 17 HC 362 (1986) - Windsurfing International.

**7 See decision of European Commission, 1985 OF 233 - Velcro/Aplix and also Art, 3
No. 6 GER. Cf. also Beier, 3 1IC 1, 23.(1972) and Att. 40 TRIPS Agreement. . -~

"% See Art. 4 (1) GER (Research), Art. 2 (1) No. 4 GER (Technology); European -~
Commission 20 IIC 683 (1989) - Rich Products/Jus-rol; European Comm1s510n 1972 01
No. L 143, 39 Raymond Nagoya. '

12 Cf, for a pure know-how license the decxsmn of the European Connmssxon 1987 oJ
No.L 41 - Mitchell Cotts/Sofilra, S

™ See Ullrich, Intellectual Property, p. 550.
13 See GER (Technology), Ari. 20 No.4.

2 Such a procurement clause used to be permxssible only if ]ustlﬁed or mwry, cf
now GER (Technology) Art. 2 (1) No. 5a and Art. 4 (2a). .

¥ See European Commission of 10 January 1979, 10 IIC 475 (1975) -Vaessen/Mons,
also European Commission 1985 OJ L 233,22 - Velcro/Aplix. i ‘
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in correlation: acts which can be prosecuted as patent infringement can be regulated by the
license contract. Conversely, an exploitation act which does not fall under the scope of the
patent does not represent an actmty whmh is royalty bearing or which requ1res penmssmn
by the licensor. 4 .

o Atie-in clause is permissible 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-

—trokright 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™. It was also consid-
ered an inadmissible restriction of competition when the licensee is obligated to always sell

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

B hoensed surfboard together w1th the ng accordmg to the patent)

- An obllgatlon on the hcensee to supply only a lm:nted quantlty of the hcensed product toa
‘- particular customer is not regarded as restnctwe 1f the license was granted in order to pro-

S : v1de the customer w1th a second source of supply

L 'An obhgatton to purchase matenal for producmg l1censed products is no longer ]UStlﬁed ac-
:-cording to the Commission when the basic patent has lapsed in the meantime and only im-

S provement patents still exist. After expiration of the patents, the license technology is ﬁ'ee

for use™
' (x) Non-Competltlon Clause

.A non-competlnon clause is l1sted in the GER among the proh1b1ted clatuseﬁ138 If the proln-
- 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 jusuﬁable interest that the _

knowledge conveyed is not used for competing products'”. In the special case of a partner-

- ship which had licensed know-how, the Commission regarded a-prohibition to compete as

- necessary for producing products or trading such products which compete with the licensed

- products, since the partnership had an interest in the success of the new production facilities
- which they had built with considerable investments**

(xi) Use restrictions

1% See ECY 17 IIC 362 (1986) - Windsuzfing ‘Imm@. :
b ECJ 17 m: 362 (1986) - Windsw:ﬁng Imemanonal
 Art. 21No, 13 GER (Techmology).

71085 QT L. 233, 22 - Velcro/ApIz'Jc. ‘With respect to such an obligation for know-how
. Yicepsing agreemenis see also Buropean Commission 16 IIC.206 (1985) - Schlegel v.

. CPIO.

8 See Art. 3 No. 2 and 4, and also Buropean Commission 7 TIC 286 (1976) - AOIP/-
BEYRARD; 9 1IC 184 (1978) - Reuter/BASF; 1987 OJ L 41 - Mitchel Cons/Sofilira for
the case of a "mtegmted mdustnal cooperatlon in case of a joint venture.

139 See also Emopean Comm1ss1on 20 Inc 703 (1989) Delta C?zemte Art, 20 3'_
GER. '

0 Byropean Commaission 1987 OF L 41, 420 - Mitchell Cotis/Sofiltra.
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" According to the GER (Technology) a use restriction to specific fields is pemnsmblem This

‘is, however, only the case if it does not result in a restriction of customers'?. An ‘obligation
““on the licensee not to use the licensor's technology to construct facilities for third parties
- does not constitute an unlawful restriction of competition'”; Among the reasons for the ad-

missibility of this competition-limiting clause is that the licensor can have an interest to limit
the use of the special information he supplies to the manufacturer to the products of the

o -agreement. This condition does not exist if the licensee already has-the information required

" (xif) Term of Agreement g

o produee the de51red products or artlcles because then he would be lnnlted in hls own
- ‘--economlc act1v1t1es e v :

Ause prohlbltlon after the termination of the agreement however would: only be exempt if
‘the license agreement ends prlor to'the expzratlon of the patents or 1f the hcensed know-how

L s stxll secret

el

An exclusive patent license agreement expires at the latest with the expiration of the last of

' “'the licensed patents. A duration past that point and an obligation to pay royalties is admissi-
“* ble under antitrust law only if in addition to patents also secret know-how has been licensed
- orif of several licensed patents, only one has expired or is declared invalid: The initial dura-

“: tion may be automatically extended by the inclusion of any new improvements commu-
' nicated by the licensor, whether patented or not; provided that the licensee has the right to
- refuse such improvements or each party has the right to terminate the agreement at the ex-

146

piry of the initial term of the agreement and at least every three years thereafter *". If no pro-

*'vision has been made in the contract for such a situation then the question of a reduction of

royalties based on contract and antitrust law depends upon the importance of the invalidated
patenlt:' 7for the activities of licensee, so that in a given case the royalty may remam as agteed
upon , _ -

- . The Commission in the decision 4E‘:’em’cez:’/Cf)lg,n:rte148 held that an obligation to pay royalties
~ " beyond the duration of the patent is inadmissible, while a 50% reduction was considered ap-
'propnate 1f know-how was: st111 used149 The ECJ held in 1ts decmon Kaz Ottung V. Klee &

4t See Art. 2 () 8 GER (Technology).
142 See Art. 3 No. 4 and Art, 2 (1) No. 8 GER (Technology) S
1 See Art. 2 (1) No. 12 GER (Technology). : I

1% See GER (Technology Transfer Agreements) Art. 2 (D) 1, as well as the demsmn of
the European Commission 1987 OJ L 41, 418 - Mirchell Coits/Solfilira, ' . '

7 See the preamble of the GER (Technology) recital 12, and Art. 2 (1) 3 GER. CE.

also BECJ 22 IIC 61 (1991)-Llcensmg Agreement o

146 See Art. 8 (3) GER (Technology).:

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

18 1972 GRUR Int. 173.

S Burroughs/Geha 3 1IC 259 (1972).
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Weilbach™ that a contractual obligation under which a patent licensee is required to pay
“.royalties for an indeterminate period of time does not in itself constitute a restriction of
“~competition within the meaning of Art, 81 (1) in a case where the agreement was entered
_into after the patent application was submitted  and immediately before the grant of the pat-
iovents o SRR SO L o

':-Acoordmg to a decision of the European Comm:ssmn an excluswe patent - llcense falls

" Under Aft, 817(1) EC Treaty and is ot automatically- exempted when-certain-basic-patents

= on the advantage which the licensee has over competitors
;- as far as competition restrictive clauses are concerned is regulated differently in Art. 1 (2)

SN

have expired and only patents for improvements or further devel_opments .exist, Such a
situation does not justify the prohibition of the licensee to deliver in territories of other ex-

' .- clusive [icensees. An exemption under Art. 81(3) EC Treaty is also not possible when the _
- .concerned products are manufactured only according to the expired basic invention, but

make no use of the improvement invention. If the contract ends prior to the expiration of the
patent or one of the patents licensed, then licensee has no right to continue the exploitation
of the patent. A corresponding prov1snon is also admissible under Art. 2 (1)-3 GER (Tech-

_ noiogy)

S Conversely, an agreement of payments aﬂ:er the explranon or mvahd1ty of the patent 18 nor-
- mally among the prohibited clauses'™ unless the continued payment re]i)resents a staggered
- royalty payment for the period of the validity of the licensed technology . The licensee can

. be obliged to keep paying royalties until the end of the agreement independently of whether
-or not the licensed know-how has been disclosed™ The European Commission bases this

155 The duration of the exemption

- GER (Technology) depending on the respective clause and the type of agreement patent li-
- -cense, pure know-how hoense and mlxed agreement e

| (xm) Confidenhahty obhgatmn

-+ “Under the GER a confidentiality promise is also admissible if 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 not permissible. A secrecy obligation is no longer applicable when the licensed know-how
becomes public knowledge. : :

19 2 1IC 61 (1991) - Licensing Agreement.
151 1985 OF L 233 - Velcro/Aplix.
122 Buropean CommJSSIOn 1985 OF L 233, n- Velcro/Aplzx

183.See GER (Technology), recital 21, and the decisions of the European Commission
1986 OJ L 50 - Boussois/Interpane; see also the decision Rich Products/Jus-rol in 20 HC -

- 683 (1989); Ullrich, in Intellectual Property, p. 550, even sees no conflict with Art, 81

(1) dve to agreements on payment modes; for the practice of the Furopean Commission
see also Venit, IS OC1,20 (1987)

1% See GER (Technology), recital 22 Art2 (1) No. 7
155 See Art. 2 (1) No. 7 GER (Technology).

6 See Art. 2 (1) No. 1 GER (Technology); see also the decision Mittchell
Cotts/Sofitra 1987 OJ L 41.). O
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(ivx) Assignment and sublicensing

Assignment and subliceﬁsing by a licensee can be excluded, particularly if there is, a territo-
rial division within the protected territory, which could be counteracted in the case of an as-

: 51gn1:r‘;ent ora subhcense by thn‘d partles From an antltrust v1ewpomt this poses no prob-
570 o L

157 Cf, e.g. Art. 2 (1) No. 2 GER (Technology).
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| b) GER (R&D) - Regulation No. 418/85
(1) General
- Qenerally, under the opinion of the European Comnﬁssion,- only such pfovisions a.re bapable

of exemption in a cooperation agreement which are indispensable for the realization of the
goals of Art. 81 (3) EC Treaty™, An important criterion for the exemptability is whether

—other-stronger-competitors-exist-within-the European-Union-for which-one can assume- that
they too will continue to do research in the field of the agreement so that competing prod-
ucts would be available.

(2) Individual Provisions
(i) Term of agreement

An agreement of a fixed term without possibility of termination for a period of eight years
appears admissible'™. In view of the purpose of such an agreement to make possible
long-term fesearch 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 continued obligation to an exchange of experience afier 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 dura-
tion 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. -

© (ii) Territory of the licenses

1% See European Commission 16 IIC 206 (1985) - Rockwell/Iveco.

1% See GER (Research) Art. 3 (1) according to which the exemption applies for the du-
ration of the research program.

190 See European Commission BECham/Parke Davis, 10 IIC 739 (1979) recital 39, as
_ 'well as Buropean Commission 16 IIC 202 (1985) - Rockwell/Iveco (exemption for 11
years); 16 1IC 204 (1985) - VW/MAN" (exemption for 15 years); 20 IIC 697 (1989) -
- Continental/Michelin up to expiration of the last patent.

16! The European Commission also considers such an agreement admissible, see Euro-
pean Commission 16 IIC 202 (1985) - Rockwell/lveco, and 16 IIC 204 (1985) -
_VW/MAN, as well as Art. 1 (3) b) and Art. 2 ¢) GER (Research).

162 See Art. 3 (1) GER (Research).

e
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"In the opinion of the European Commission the contract party cannot be excluded from
marketing the invention developed in individual territories of the European Union five years
N aﬁer the begmnmg of the marketmg163

P

- _"'(111) Purchase Obllgatlon DR

. " An exclusive purchase obhgatlon in a cooperatlon agreement is admlsmble in accordance
- with the European Comm1ss1on164 : . e, o

(iv) Prohibition of paralle} research

7 Such prohlbitron for the field of the agreement is' permissible'® » except if they mutually
promise to share the results of their individual activities'®, In addmon, a competition prohi-
bition for activities, e.g. productlon and sale in one's own name in the ﬁeld of the Jomt re-
search is also admissible' S G

7 ) Ne challenge clause

S _'Aresearch agreement containing a promise not to attack is presumed not to be exempt, ifthe
e promlse continues past the explratlon of the research program SE

g (vl) Conﬁdentlahty and use restrlctlon o

#An obligation not to provide information of the other partner to third partres and in additaon
“““not to allow the use of research results for these third parties'® is not objectionable under
antltrust law. With respect to the secrecy ‘obligation, ‘the GER contains'no temporal’ limita-
*tion in Art. 5(1)d, but rather permits an obhgatlon even: beyond the duratlon of the contract,
as long as the research results are st111 oonﬁdentlal = S )

_ :':("“) ASSlgﬂablllty and subhcenses

“'While in géneral the asmgnablhty and the grantlng of subllcenses can be excluded for anon-
exclusive license agreement!™ with respect to coniract law considerations, certain excep-
tions apply for a cooperation agreement between competitors, according to the European -

163 See Buropean Commission 10 IIC 739 (1979) - BECham/Parke, Davis; Art. 6 f),
Art. 4 (1) f) GER (Research).

18 See Art. 4 GER (Research) and European Commission, 16 IIC 204 (1985) -
VW/MAN.

165 See Art. 4 (1) a and b GER.
166 See Buropean Commission 1972 GRUR Int. 173 - Henkel/Colgate.

17 See European Commission 16 IIC 204 (1985) - VW/MAN and 16 IIC 203 (1985) -
Carbon gas technology. See also Art. 6a GER (Researchy).

1% See Art. 6 b GER (Research).

{

19 The latter, however, for ¢ duration of two ‘years from the time of the commercml
exploitability, see GER (Research) Art. 4(1)b and Art. 5(1)d. . :

0 See Art. 6 g GER (Research), - -+
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Commission. Art. 81.(3) EC Treaty penmts an exemptlon from the cartel proh1b1t10n only in

- very narrow limits.

Therefore it has to be made certain that for the mafketing phese of the’im.rent.ioneresulting
from the cooperation each contract party regains the full freedom to act herein. This includes

‘the right to grant licenses or sublicenses to third parties. If such a form of l1censmg requires
. the approval of the other party; then according to the European Commission this would con-

stitute-an-influence-on-the-individual- marketmgrpohcy_ofj:heﬁoiher_party _In_addition, the

S

possibility of third parties to obtain licenses for the productlon of the product of the contract

~ would be limited'”".

" In the quoted decision, the EBuropean Comm:ssmn also. requested the followmg changes in
= the cooperatlon agxeement ' o -

B

: (a) The mutual llcensmg llad to apply to all cmmtrles of the European Umon
{b) The practical ramifications of marketmg must not lead to a division of tl_le_ market.

~ . (c) A profit-sharing clause for a specific country as well as a participation in the prof-

its of the other party and its sublicenses was cancelled. The European Commission
explained here that a profit-sharing can only be permitted, if for technical reasons
only one of the parties is capable of the production-and sale of the product, but not if

~ both partms are in the business as producers of pharmaceutlcals

.In 1993 the Commlssmn adapted the GER (R+D) as weII as the Spec:ahzanon Agreement
- (Regulation 417/85) to allow exclusive distribution by. a joint venture or also by one of the
- parties, subject to a maximum market share of 10% and a turnover of less than 1 billion
- ECU. For other restrictions the market share limit.is 20 % of the market. With respect to the

former GER (Patents) and GER (Know-how) the Commission allowed agreements between
the parent company and the joint venture for automatic exemption, even in a case where the
parties compete with each other. The market share for patented products and their equiva-

.+ lents is limited to- 10 % for agreements establishing c00perat10n whlch COVErs. productlon
SR and dxsm'bunon, and 20 % fora hcense limited to productlon only : :

17 See European Commission 10 IIC 739 (190'9) BECham/Parke, Daws, recital 42 of
the decision. _ L e e

'™ Regulation 151/93 of 23 December 1992 OJ L 21/8 of 29 January 1993
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| c) Speclal xssms of trademark llcense agreements L

Unlike patent licenses, trademark licenses under European Jaw, 1f they contam clauses
which may restrict competition, need an individual exemptlon, smce no group exemption
' - regulation for tademarks ex1sts 50 far U LT : .

-+ 'In the decision W’ndswj“ ing Internatmnalm the. European Commission. d1d not exempt a

“ “promise not to aftack a trademark. This view has been contirmed by-the ECT on appeal ™",

~ In a more recent decision the EC ‘Commission has taken a more lenient approach with re-

" gpect to no—challenge elauses in trademark 11cense agreements in companson to patents and
copynghts - - : R .

In the Moosehead/Whitbread 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 ancillary 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 obI1ganon anda
L no—challenge elause with respect to the trademark hcensed : 4

" “Under the new GER (T echnology Llcensmg Agreements) Rec1ta1 (6) the scope of the regu-

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

=4 grty other than patents, i.e. trademarks, when such additional licensing contributes to the

=~ achievement of the objects of the licensed technology and contains -only ancillary provi-
sions.

The trademark right has been defined by the ECJ similarly as 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 trademark,
for the purpose of putting products prctected 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.
81 (1). The Commission explained that it must be examined whether the restriction was
"appreciable”. It remarks in this context that only in case of a famous or well-known mark
such a clause could constitute a trade barrier with a significant effect on competition.

1t appears that primarily because of the fact that Meosehead was a Canadian brewery which
was interested to enter the British market, the Commission was willing to grant a rather
broad exemption with respect to a number of restrictive clanses which it might not have

13 1983 0.J. No. L. 229, 1.
i * See 17 IiC 362 (1986) Windsurfing Intema:‘zonal

15 Bor exempnon from no-contest clauses, see also Vemt. 18 TIC 1, 29 (1987), in par-
ticular footnote 73,

16 See ECT 1990 OJ L 100/32 - Moosehead/Whitbread: (negative cIearanee), ECJ 1982
OJ L 379/19 - Toltecs/Dorset (exempuon under Art. 81 (3)) .

17 BCY 1974 ECR 1183, 6 1IC 110 (1975) - Centrafarm v. Winthrop -~
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done under different circumstances'’®. One -of the reasons for the liberal attitude of the
Commission obviously was the UK market structure, namely a tightly oligopolistic market
--w1th a strong mter—brand oompetmon The exempnon was granted for a period of ten years.

In the case Bayer/Dental the Commission objected toa clause wh1ch pr0h1b1ted the re-sale
‘of pharmaceuticals in unopened form and warned against exploitation outside the territory in
© question, - Germany, beécause of the possible. existence of industrial property rights. The

. *‘Comlmssmn ~found- that-the-intention-of the-clause-was-the-prevention-of-re-sales-outside

+ .. Germany after an exhaustion having occurred. With respect to repackaging the clause did

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

' The Comn‘nssmn expressly observed that the clause was’

able 10 awaken in the mlnds of resellers S0. much doubt as to. theu' actual nghts that
they Wlll refraln from reselllng repacked products : : .

The Comrmssmn d1d not impose a ﬁne because Bayer obvrously had never enforced the

clause. One must therefore be aware of the fact that not only if the clause is worded as an

i “export ‘ban, but also .if it has the psychological effect of an export ban the Commission

¢ would regard this as a violation of the anti-trust rules. Bayer's defense that they only wanted

o to warn- the distributors and wanted to- protect themselves agamst oontractual llablhty was
7 not regarded as sufficient. . _ A

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

In the field of copyright law, and in pértiolilar with respeet to software products, the interre-
lationship between the Software Directive and the general European competitionr_rules are of

18 Cf, Rothnie, 1991 International Businiess I.awyer, 495, EC Campennon Pohcy, The
Commission and Trademarks " S _ . . ;

11990 OJ L 351/48 recitat 11 . .-
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( - -« 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 copyright
- law; many conclusions must be drawn from those areas. The Commission has published an
- - ‘announcement’*"®! concerning the application of the Competition Rules on copyright 1i-
. cense agreements. The Commission indicated that it will follow similar rules as ﬂley have
" aIready become common practlce in patent license agreements. :

= One problem arises h‘om the fact that softwars is generallrunderstood to—be a tangible
product which can be sold in the form of diskettes and manuals, and on the other hand is an
- intangible entity with rights attached to it which can be enforced by the copyright owner.
A - - Similarly as with respect to patent license agreements, also software licensing or distribution
i ‘agreements usually contain exclusivity clauses and other limitations which are anti-
- competitive. Mere distribution agreements covering mass produced low-price products, if
such software lacks copyright, can impose fewer restrictions than software protected under
-+ -copyright law which is licensed to an end-user. In such a case the control of the exploitation

b R of tho work isa preroqulsnte for the licensor to generate revenues. e :

. ' " Block exemptlon could be taken mto consideration only if

~a program is patentable under nationa! or European laws'®* (Regulation No. 2349/84)
-the agreement is not a pure software hcense so that it could be exempted as know how
- license under the Technology Regulation'®
-regulations concerning exclusive distribution like 1983/83 and 1984/83 are applicable;
; -+ -.vo o this requires that there must be a case of distribution of "goods™, and these goods must
;o SO be d1stnbuted for resale as opposed to the sale to end-users. .
\ L

i AS regards the apphcab;hty of the GER (T oohnology) 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 distributes, the GER (Technology) is ap-
plicable!™, 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 European Commission could be of the opinion that such a restriction may not
- 'be pecessary for the exercise of the copyright in the program. Observations on individual

- clauses will therefore be made hereafter. .~ . .

L ®OT 198,533

o " See 12th Report on Competition Pohcy (1982), 73 note 83; Gutuso, Les Droits de -
‘ Propnété Intellectuelle et les Régles de Concurrence, in Demaret, La Protection de la -
Propriété Intellectuelle, Aspects Juridigues Européens et Internationawx, 1989, at 131,

- 159; Korah, An_Imoductory Guide 1o EC Competition Iawami Praaice, 1990, at 179

"™ See Kolle, Patentability of Software-Related Inventions in Europe, 22 TIC 660
" (1991); Sherman, The Patentability of Computer-Related Inventions in the United King-
dom and the European Patent Office, (1991) EIPR 85, and Geissler, The Patemability of -
. Computer Software ot the EPQ at part 1, 3311; for software protection under Genman
' ( _ patent law cf. Raubenheimer, Computer Law in Germany, below part IT, 3.2.1 :

18 See Pagenberg/Geissler, License Agreements, p. 542 et seq. notes 30 etseq., 49 et
seq. . - , e

1 Recital 8 GER (Technology). -
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" Unlike patent law where the ownership of a patent can be originally documented by the
" presentation of the letters patent as well as by inspection of the patent register, copyrights in
- Europe are not registered so that a verification of the ownership of the right can be difficult.
" Tt will primarily be the task of the licensor to determine and finally to prove whether he has
" significant rights to use and in particular a right to sublicense. The off-the-shelf software
‘(mass software) in the form of standardized user programs is often bought separately, and

the contract form is usually a sales contract. Since the purchase of software has become an

T every day busmess itis trequently overlooked that the buyer does notpurchase an-unlimited
o rlght of use'®. : ‘ .

'~ “'This applies not only with respect to the license conditions submitted by the seller with the

. software, but limitations also arise by law. If the software is copyright-protected, then its use

“ " is vastly limited in particular in prohibiting copying and distributing. From national copy-

* right law the right for a territorial, time-wise or subject matter limitation of the use follows,

~ which is also used in conjunction with off-the-shelf software so that only a back-up copy is

permitted and the multiple use within one company is thus not permitted. Specific provi-

sions are found for the use in a network for which the seller of the software usually requests
additional license fees. :

+ " ‘The various fact pattems to be regulated follow from the highlights of the applicable provi-

: ~ sions of the law, thus the assignment of use rights in know-how and copyrights for the de-

velopment of special programs on the one hand and mere software supply to a user with

" limitations of the scope of use on the other hand. The different contractual provisions neces-

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

-tition, such as exclusivity, 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 soﬂwaro hoenses are therefore dlscussed hereafter.

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

- Ifthe software is protected by copyright, then provisions limiting the competition as they are
-contained in most license agreements are permissible. Unlike a patent license agreement in
which the patentability of the patent is examined by the Patent Office, the examination for
.~ copyrightability of programs is up to the parties of the contract. Generally at the time of 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-
- est in licensing. Whether the software as a whole or individua! portions are copyright protec-
ted is a legal question which will ultimately be determined by the cousts. They have so far
provided case law criteria which may provide some indications (see country reports...).

In patent law, the recognition of the work quality of the licensed sofiware corresponds to a
non-challenge-clause. In the former GER (Patents) such a clause has been declared to be in-
admissible by the EC Commission™ and this view has also been confirmed by the Euro-
pean Court of Justice'’. In the GER (Technology) the no-contest clause is not considered to

%5 However, the resale of a copy lawfully sold cannot be prohibited under the Software _
Directive, Art. 4(c). ' |

18 See Art. 3 (1) of the GER (Patents).

1% See ECJ 17 HIC 362 (1986) - Windsurfing International. . .-

PO
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( -+ ""be a black clause anymore. The Regulation provides an exemption for this restrictive clause
in Art. 4 No. 2b if the commission is notified and does not oppose the exemption within a
period of four months.

- Whether this will also be applicable to the recognition of the work quality in software li-
" cense agreements has so far not been decided. Some authors are of the opinion that at least
~the recognition of the copyrightability by the licensee must be permissible. In-contrast to the
" patent-"monopoly"; hiowever; copyright law does not provide an absolute legal-position. A
software program with essentially identical technical functions and the same field of use
which has been created by a third party independently does not fall into the "scope of pro-
tection” of an earlier created program. The author is essentially protected only against the
“use, particularly the copying of his work. The récognition of the work quahty thus does not
enhance a nght to exclude and is therefore not recommended S _

(1:) Confidentxahty obllgatlon Know-how protectlon

Source codes and the comments are generally kept conﬁdentlal by every software devel-
~oper. Thus-they fulfill one ecsentlal prerequisite in order to qualify as "know-how" in the
sense of the GER (Technology)'®. The disclosure of this confidential information and the
permission of its use are therefore to be viewed as the licensing of know-how in the sense of
‘the GER. Thus this know-how is worthy of protection, i.e. its utilization can be conveyed
contractuaily in a limited fashion and partlcularly can be protected by conﬁdentlahty provi-
~'sions agamst passmg onand pubhcatlon : .

There should be no concem about the adrmsmblhty of such an obhgat::on Smce 0. Monop-
B oly pressure is exercised for such an obligation and since the European Commission has also
+indicated the admissibili g of the confidentiality obligation for know-how agreements even
; w-'.without time limitations'”, objections are not to be expected on this point. Although specific
““license agreements in the ﬁeid 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 license was intend-
ed. If also no other of the exemption regulations is applicable, the contract needs a negative
clearance or individual exemption depending on the circumstances.

(111) Terrltorlal lmntatlon Excluswu:y

“In the case of copynghts and also in con]uncuon with know—how there is-no temtonally
+ -limited protection from which the contract territory. would readily result. - = -
Licensors and licensees ofien 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 promise not to grant a further license to a third party,

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

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

1% Sea GER {Technology) Art. 2 (1) No. 1.

1 See Pagenberg/Geissler, License Agreements page 539 note 23 et seq ; 541 note
28 et seq. . : Do
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B “however, an absolute territorial protection in favor of the licensee cannot be guaranteed,
“since this would violate the principle of the free flow of goods under Art. 28 EC Treaty192

The ECJ has explained in a number of decisions'” that an export proh1b1110n ina lleense

© " contract covering several EU countries constitutes a violation of Art. 81 EC Treaty and is

“even subject to fines which the Commission has already imposed on a number of occasions.

* An export provision is therefore also regarded as one of the black clauses of the exemption .

- regulations,” ¢.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
HE an 1nd1v1dual exempnon if an export prohlbmon is included. :

~For the terntory of the European Umon it must be noted that an absolute terntonal protec-
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. 28 EC Treaty™*, A protection
agamst other licensees does not appear to be necessary because:the head-start of licensee
~ and in addition the language borders for the software make an effectlve competit:on from
o other EU countrles unhkely : ; : .

R (1v) Scope of the hcense

L 'The license grant relates both to the soﬁware protected by copynght asitis for example re-

= glized 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 European Commission for treating industrial property rights become
“applicable, Art. 28, 36 and 85 EC Treaty, and on the other hand under certain conditions

" also the exemption possibilities under the GER (Technology) are made accessible. In con-

-+ “trast to a patent which gives licensor and the exclusive licensee an absolute right and which
“.can, if necessary also be enforced against the contract partner by way of patent infringement

" litigation, the ownership and ‘transfer of know-how only: provides.a contractual position

-'which is enlarged however if one assumes copyright protection in- the case of an exclusive
" right to use. An exclusive license or respectlvely asole hcense is also covered by Art. 30 EC
“Treaty on the basis of copynght Iaw : o - -

) Term of the Agreement
Due to the complex nature of the contract between c0pyr1ght agreement and know-how

- agreement one has to consider the GER (Technology) in conjunction with the duration of
the agreement whlch fora ten year duratlon automatleally exempts certam clausesm If the -

12 gee for,Pa;tent Law ECJ 17 1IC 362, (1986) - Mndswﬁng Immaﬁoml- _

" 1% For the admissibility and enforceability of an exclusivity clause in a copyright con-
tract see ECY 14 IIC 405 (1983)- Le Boucher (Coditel).

1% See for patent law ECJ 17 IIC 362-(1986) - Windsurfing International. -

1% For a protection of the licensee against import of the products of the Ticensor see
European Commmission decision in Mitchell Cons/Sofilira 1987 OF L 41: admissibility of
a production and import prohibition for 10 years.

1% For the admissibility of a prohibition of active marketing for the duration of five
years, see GER (Technology) Art 1 (1) 6in conjunction with Art 1 (3)

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

N
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.. licensee is interested in a time-wise farther-reaching protection of confidentiality, a notifica-
" tion with the Commission should be made by precaution, Limitations, if any, thus result
‘with respect to the duration, because the protectability of the know-how depends on its se-
cret character. When the know-how becomes public knowledge, all clauses limiting compe-
tition in a pure know-how agreement become void, a fact that cannot be predicted time-wise
when entering into the agreement. This also applies to the royalty payment obllganonlgs

7" This evaluation already follows from the fact that the disclosure of disassembled programs

" by third parties is subject to a significant uncertainty relating to propriety and completeness, _

‘not to speak of the lack of comments from the author. A complete disclosure of the licensed

. secret knowledge is not, therefore, generally to be found in-such cases. One must, however,

- consider the fact that the exemption under the GER (Technology) is tied to the secret char-

-+ .acter, the apparent lack of which removes the exemption. This could result in the necessity
~--ofa negatlve clearance or an exemptlon under Art. 8 1{3) EU-Treaty :

- (v1) Prohlbmon of the Grant of Subhcense .

The prohlbltlon of the grant of a subhcense should normally be regarded as admxss1ble for
the same reason as mentioned before, namely that the copyright owner has a nght to proper
©  compensation which he should be able to control in order to avoid misuse'®. A sub-license
e restnchon has also been regarded as admlssﬂ)le in Art. 2 (2) GER (Technology)

i More spec1ﬁc cIauses often mcIuded in llcense contracts for soﬁware shall be enumerated .
'hereaﬁer2 : : o L : .

o (vni) Tymg ClauSe

Any obligation to purchase hardware together with ‘speciﬁc software (or vice versa) would
# 1o longer be regarded as unlawful per se; even if there is no technical necessity to ensure a
+ . satisfactory use of the combination””. The prohibition of tgmg is one of the misuse clauses
< which are expressly enumerated in Art, 81 (1) EC Treaty” . Tying is of particular impor-
“tance also with respect to maintenance clauses. How far maintenance clauses-can restnct the
- freedom of the licensee would however depend on the circumstances of the case™. Art. 81
(1) EC Treaty would therefore be applicable if the maintenance by the licensor is not neces-

sary for the proper functioning, Art. 4 (2) a. GER (Technology). :

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

. 1% See Art. 2(7) a paymem penod of another three years after the pubhcauon would )
still be admissible, R A L :
~ ¥ Cf. the corresponding rule in Art_.' 2 (5) GER (Technology Transfer Agreements).
" ™ For a general survey on specific software clauses see Powell, The Computer Lawyer,
Expertise no. 145, 412, 417 (1991); for the general enforceability of copyright in sofi-
ware agreements see A, Bertrand, Le Droit d’Auteur et les Droits Voisins, Paris 1991, p. _ :
536. : iy
g ™ Ct. GER (Fechnology) Art. 3 (9. . o |
22 With respect to a tymg clause cf. the limitation in Art, 2 ofthe GER (Technology)

2% Cf. Powell The Computer Lawyer, Expertise no. 145 page 420 note 45 (1991)
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- Art. 5 of the Directive provides a broad authorization in favor of the user of a program to
" examine the functioning of the program ("black box analysis") and to make back-up copies
for the proper use of the program. All clauses in existing 11censmg contracts which are con-

T u'ary to this rule have to be adjusted to’ the Directive.

K (x) Prohibition of De—compllatlon and Reverse Engineering

“'Such a clause is ofien found in software agreements which were concluded before the issu-

~‘ance of the Directive®™. Reverse engineering, black box analysis and de-compilation are

-+ now authorized under certain conditions according to Art. 6 (1) and 6 (2) of the Directive.

- 'The gnmary reason for this rule was to grant access to the interfaces of hardware configura-
tions™". Art. 6 must be regarded as Jex specialis in the context of a software license, so that

- the Hcensee is entitled to de-compilation for the purposes 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 mteroperable programs ("mteroperablhty

©  .with other programs") the de-compilation cannot be prohlblted

~-On the basis of Art. 9 (l) of the Directive it must be presumed that any prohlbmon 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-
trial property rights, like trade secrets or know-how. It is therefore recommendable to pro-
_vide for such a possibility and a clear definition in the license confract and eventually to
. modify agreements which have been concluded before 1 January 1993, Lo

-~ 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
** Treaty”™. The Commission has come back to the distinction of the Court of Justice between
- the existence and the exercise of industrial property. rights.. According to the Commission,
- each extension by a contract of the rights in question or any prohibition of the use of such
~ rights which is not expressly reserved for the right owner may constitute a violation of the
“competition rules. The same would be true for any abuse of a dommant position under Art.

_ 82 EC Treaty L

An abuse of the right of reverse engmeenng must however be assumed, if a program is dis-
sembled and afterwards published 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 pro-
hibited 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 aflow
other software developers to write a program which functions in the same way as the one of
the dominant manufacturer. The control of interfaces, according to the EC Commmission,
could lead to an important distortion of competition, since the market depends on such in-

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

. 5 See Bay, 9 1993 Computer Law and Practice, 376, 181
%6 0.5, No. C91/16 of 12 Apnl 1989

7 See Lehmann, The New Contract Under European and German Copynghr I.awSale and Li-
censing of Computer Programs, 25 IIC 39 (1994). . SR TIE
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( ~ < formation for the development of competing products One must add that a clause which

A prohibits the de-compilation, but- nevertheless.is in conformity with Art. 6 of the Directive,
might still be examined under Art. 81 (1), if the restriction goes beyond a reasonable protec-
tion of the program in question.

(xi) Prohibition. of Modlﬁcatlon and Adaptatlon

ThlS clause is dealt w1th in Art 4 (a) and 5 (1) of the Dlrectlve Although the copynght-
- owner must have an interest to prohibit the copying of his program and therefore to limit ad-

aptations and modifications which are of a minor nature, it would go beyond his copyrightif ol
- he can enjoin the adaptation of a program by the licensee for his own purpose. Also the re-
qulrement that modifications can only be made by the copyright owner would exceed the o
exercise of the right.

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 proh1b1ted is self-ev1dent o : .

(xn) Use Restnct:on

£ A‘:‘sﬂe/network llcense which 11m1ts the use. of the software to one CPU ora speciﬁed net-
. work is legal and enforceable, since it constitutes a possibility to calculate royalties”®. The
combination of a use restriction clause with a specified hardware purchase or use supplied SR
. “.by the licensor would however be regarded as unlawful as a fying arrangement under Art,
n 81 (1) (€)™ The general admissibility of a use restriction would also be endangered, if the
#4 ~yse restriction excludes the port or upgrading of the program in case of the exchange of the
. hardware configuration. The copyright owner has of course an interest that the quality of his :
b s 'prog[am' and thereby his reputation is not endangered and that through the change of hard- L
- : --ware the extent of use remains under his control, For the same reason a modification of the
- software environment, e.g. the use of ﬂoatmg soﬂware should be subject to the authorization
g of the licensor. : : : :

i

Such a clause can be regarded as a means to insure the proper payment of royalties due for

* :the specific use of the program in order to avoid a multiple use without the authorization of
the copyright owne 1 1t 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-
“tain capacity of a machine or if the clause is further linked to hardware of the software sup-
. plier and this is 'not based on technical reqtﬁrements. Use restriction_s. in _the-copyright field

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

¥ Cf, for similar sitzations ECJ (1980) ECR 881 Codltell and ECJ (1982) ECR 3381 Codltel |
H : S :

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

1 See the Fourth Report of the EC Comm:ssmn on Competmon Pohcy, p 20, as well as Art. 2
(8) GER {Technology). T _ R
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"are also generally possible and lawful which can be shown by the dlStlIlCthl’l made by the
o -'ECJ between sales rights and rentmg rights with respect to v1deos o _

(xiii) Mainfenance

Art, 8 (1) of the Directive intends to allow the normal maintenance work which consists
primarily in the correction of faults and errors, however not in upgrading work which re-
1 quires the alieration of the original program. The activities which-do not need ‘authorization
" of the right holder are listed in Art. 5, but one must assume that even restrictive clauses
. within Art. 4 and 5 will be examined closely by the Commission for their reasonableness.
“Such examination would be based on the questmn whether the clause i is necessaxy for the

- --""mtended purpose" of the software. ' o : Sl :

B v. Arl:. 82 - Abuse of a dommant posmon

" Critetia for the determmauon of a dommant pos1t10n are the market share and factors like
- “the technologlcal lead of an undextakmg and the absence of potent:al competltm's213 :

Violations under Art. 82 concern the Imposmon of unfan' purchase or sellmg pnces clauses
limiting production or distribution, the application of dissimilar conditions fo equivalent
transactions or the imposition of obligations and duties which have no connection with the
- purpose of the agreement. Another typical case should also be mentioned, namely the 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,
* within and outside the European Union cannot as such be regarded as an abuse under Art.
- :82. Higher distribution costs especially with respect to language adaptatlons and the smaller

' markets in Eur0pe cannot be compared w1th a dlstnbutlon situation in the us™

-The ECJ has repeatedly underlined that -an abuse of a dommant pOSItlon refers not only to
- practices which may directly prejudice consumers 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
Hoffimann-LaRoche case the ECJ has also taken into account that the company was capable
~to preclude any attempt of competltlon due to its excellent dlstnbutlon and marketmg orga-

- -mzatlon ' S _

In spite of heavy competition in both areas of hardware and software, the Commission con-
sidered in Computer Land that already a market share of 3 to 4 % was significant®, Since
an abuse under Art. 82 requires a dominant position it mostly comes back to the definition
of the relevant market where.the Commission now seems to take a more lenient approach.
The fast product development as well as price cuts which are daily events in this field are
certainly elements which speak against market power of even the b1ggest manufacturers on

12 See ECI, 1988 ECR 2605 - Wamer Brothers ECJ 1985 ECR 2605 - Cmérhéque
23 ECJ of 13 February 1979 - 10 IIC 608 (1979) Hoffmann- LaRoche, |

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

13 European Commission 1987 OJ L 222/12 - CanpmerLand
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the market. This is not contradlcted by the fact that the financial and research barriers for
this market are substantial*'®

T

An important question has been decided by the CFI of the ECJ, namely the rela-
tionship between Art. 81 and 86, more particularly, whether an exemption granted
under Art. 81 (3) precludes measures of the Commission under Art. 82. The Court .

- the acqmsmon have the effect of hmderlng the entry of new competltors and S
: thereby weaken competition’. U

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

i -
AN 26 See Bay, 9 1993 Computer Law and Practice 176, 185 (1993): one must reckon between 5 and
o 10 Mio Dollars for marketing a new software product.

A7 CFL 22 OC 219, 225 (1991) - Tetra Pak

218 philips Electronics NV v, Ingman Ltd







