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Dr, Guntram Rahn. .
Short CvV

Dr. Guniram Rahn is a2 German attomey-at-law ‘and partner. in the IP law firm of

Hofﬁuann Elﬂe, Mumch London '

His main field of practice is industrial property law. Dr, Rahn organizes and coordinates
multi-jurisdictional patent Litigation and is active as a litigator in Germany. He has

_ handled many multinational lawsuits in Germany, Europe, and Japan.

Having lived in Japan for fourteen years and studied Japanese law at Tokyo University,
he counsels Japancse enterprises on German and European law as well as European '
enterprises on Japan.

From 1975 to 1992, Dr. Rahn headed the Japan and East Asia Departinent at the Max

* Planck Institute for Foreign and International Patent, Copyright and Competition Law in

Munich.

Since 1998, he teaches a course on “Innovation end Intellectual Property Rights” at the

* Koblenz/Kellogg Graduate Schools of Management Joint Executive MBA Program.’

- Dr. Rahn is author oanErous articles on intellectual property law and Japan.
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LICENSING IN THE EUROPEAN UNION

- by Dr. Guntram Rahn
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2. from using a process which is the subject matter of the patént or,
when the third party knows, or it is obvious in the circumstances,
that the use of the process is prohibited without the consent of the
patentee ﬁ'om oﬁ’enng the proce.s'.s' ﬁJr use wztkm the Junsdzctzon of

3. .. from o,ﬁ?anng, puttmg on the market, using, or zmpomng or stocking
Jor these purposes the product obtained directly by a process which
is the subject matter of the patent. -

However, the right to commercially exploit intellectual property. is not limited to

manufacturing, distributing and selling the protected innovative product. Many

owners of intellectual property do not have the resources to engage in 'such

activities, especially in foreign countries. Thus, intellectual property rights can
~also be exploited by authorizing third parties to use the intellectual property, in

. other words, by grantmg licenses. -Sec. 15 (2) German Patent Act consequently

- provides: 3

The [right to the patent, the right to the grant of the patent and the righis

deriving from the patent] may be licensed in whole and in part, exclusively

or non-exclusively, for the whole or part of the territory to which this Act

applies. Where a licensee contravenes a restriction of his license covered

by sentence 1, the rights deriving from the patent may be invoked against

* The wheel had to be invented only once, but imagine how many times you could
 have licensed it. Many intellectual property owners therefore license their rights to
- other parties in: order-to realize a maximum of the financial potential of their
- intellectual property. This involves negotiating -and  entering -into. agreements
- which reflect the licensor’s and: licensee’s: commercial concerns. Due to the
i -enlargement of the Furopean:Union: on May- 1, 2004, intellectual property -
= 'llcensmg in the European Umon will certainly also increase. : -

: 2 anten_ts of-license agree_ments. RN
: :The. contents of--sﬁ:ch license agreements will ‘be determined by the kind of

intellectual property right licensed, but apart from-that the basic provisions will

© Hoffmann-Eijtle, Munich - London ST L e 3
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-+ In order to protect the non-exclusive licensee against his contractual license
. becoming ineffective by a transfer of the patent right to a successor in right, Sec.
- 15 (3) of the German Patent Act provides that a transfer of the right (e.g. the

~assignment of the licensed patent right to a successor in right) or the grant of a

. further license shall not affect licenses which have been granted previously to third
- parties. S :

The non-exclusive licensee cannot transfer the non-exclusive license, ie. his
contractual position, to a successor in right without the consent of the licensor.

2.1.2.2 Exclusive License

Contrary to a non-exclusive license, an exclusive license is a right in rem, and
_therefore remains.in effect against a purchaser of the licensed patent without
= havmg to apply Sec. 15.(3).

"Ifhe exciuswlty of -_the license may vary in  extent or scope. A so-called

monopolistic exclusive license will confer all rights to exploit and to enforce the

patented invention on the exclusive licensce. Only the formal ownership of the

patented invention remains with the licensor. In such"case the licensor does not
_even retain a right to use the patented invention himself and he may have no
- -standing to sue in case of a patent inﬁ'ingenient. :

-+ In a less extreme type of exclusive license, the licensor may reserve a right to use
< -the patented invention himself, so that the invention may be used by two
- authorized users; namely the licensor and the.exclusive licensee.

However, if the contract does not contain a provision reserving the right to use for
- the licensor, then in case of granting an exclusive license.one has to assume that he
-does not have the rlght to continue his own use.. ' :

g8 The,,.pat.enteﬁ may-also grant an exclusjve license which'is restricted with respect
- to-one or-more of the criteria territory, type of use of the invention {manufacture,
sale), field of technical applicafion, or license period. Thus, several exclus:ve

' llcenses granted under the same patent may coexist.

© Hoffmann-Eitle, Munich - London R s
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Royalties .

Royalties can be calculated as

"= "'apercentage of the turnover, .. .. -

- a fixed amount per itent, ..
- a lump sum.

-+ The royalty based on turnover should be _deﬁne_d precisely as regards the basis of

calculation. This is done by defining in the contract the permitted deductions such
as freight, value added tax, insurance: costs duty and cost of packaging. A

“percentage of profit royalty is not prachcal in view of possfole controversics over

the method of determining profit.

* ““The-per unit royalty‘is a fixed 'émouﬁt which is paid per item sold. The advantage
““of this method is that it is independcnt of price changes. Also, it does not require a

thorough exa:mna’uon of the accounting of royalty owed but merciy of the number’
of items produced. ‘

A lump sum royalty is advisable if the possibility of control with respect to the

sales of the licensed ‘product does not exist or is to6 burdensome. A special

: _-category of a lump sumn licénse is the so-called paid-up ]1cense It is based on
- sales-related royalties; but the payment obligation terminates if'a specific amount

has been reached; This is therefore an agreement of a maximum amount of royalty
for the duration of the contract. '

" The agreement of a lump sum payment in addition ’a:)"ruimirvc,:'i royalty generally -
~‘represents a participation of the licensee in the licensor’s 'costs ‘of developing the

invention. If the contractual purpose of the tump sum is a one-time fee. to be paid
for entering into the contract, then the licensor may keep this amount even if the
license is terminated prior to the agreed duration of the contract, However, a
clarification is advisable, in order to avoid that the lump sum payment be

interpreted as an anticipated royaltsr calculated for the duration of the patent,

| which then may be refundable.

© Hoffinann Eitle, Munich - London . LT AT S 7
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2,134 - Improvements

--An obligation of the licensee to grant licenses for improvement inventions (grant

*back claiise) is usually admissiblé urider Gompetition' 1aw, if ‘the licensor hasa

corresponding obliga.tion. Furthermore the license conditions have to correspond,
i.e. the licenses either both have to be free or both have to be royalty bearing. -

2135  Most Favorite Terms

'A non—excluswe llcensee will generally requcst that a “most fa\foured license
clause” be included in the agreement. Otherwise he bears the risk that when
licenses are granted to competitors, he may be put at a disadvantage with respect
to the royalty rate. B -

' "'_However the d1sadvantages of such a cIause for the 11censor cannot be
overlooked Controvorsxes may anse for exampie, if a later llcensee was granted
o better terms, because the licensor in an mfrmgement suit with a parallel nullity
' procedure was wﬂlmg to enter into a settlement. The most-favoured clause should
be formulated in a precise manner, for example by excluding settlement contracts

in case of patent infringement.

. The licensor in addition runs a risk with a most-favoured license clause in case of
) mﬁ'mgement situations. The licensor cannot be forced to sue mfrmgers, but he has
the “burden of suit” (German Klagelast) This may have the result that 2 licensee
' does not have to pay royalties anymore, if the hcensor fails to take action against

: mfrmgers who in such case practlcally have a fiee hcense o

2.1.3.6 ' Dﬁrafion of the Agreelhent and Ter'mination'
~ The exclusive patent license agn‘eemeﬁt. expires at latest with the ekpii'ation of the
last of the licensed patents A duration_past that point is admissible under

competition law only if secret know-how was hcensed in addition fo, the patents.

A termination for cause is always admissible if the tenninaﬁﬁg party cannot in
good faith be obligated to continue the contract. This, according to general

: © Hoffinann'Eitle, Munich - London P emese o sl 9




Yy

HOFFMANN - EITLE

MUNCHEN  LONDON

- In case of a non-exclusive license, the licensee is not obligated to exercise his right

- to use if this is not specified in the agreement. Such an obligation can however be
imposed on the non-exclusive licensee. As an. alternative, or in addition, the
payment of a minimum royalty can be agreed upon as well as a right of

*termination by the licensor, if certain minimum sales have not been reached.

21382 . Obligation to Purchase (“tie-ins”) .

... An obligation to purchase raw material and component parts etc. from the licensor

- f_'orV producing - the licensed. products . is g@ne_fally only permissible under
. competition law if justified or necessary for a technically satisfactory exploitation
 ofthe invention. L : '

21383 - Obligation to Defend

Even without an express provision, it is assumed in. Germany. that the exclusive

licensee has the obligation to defend the patent, and the licensor is relieved

.. . insofar. If the licensee does not have the right to sue under national law, then the

. .:l_ioensor is obligated to provide him with all powers and support. An.obligation of

.'_t_he_ exclusive licensee to defend the 1i¢ensed patent _is_,iqte_rpreted in Germany to
... mean that h_é.‘has no ;ight;to:;chal]enge th_é validity of the patent.. .. . .

In case of a non-exclusive licénse, the licensor is under obligation fo enforce the
licensed patent only if 4 most-favoured clause has been agreed upon. In this case,
to tolerate infringements would;amqunt to.a free license for infringers.

Since the. non'-ex_clusive' licensee does not. have standing for . infringement
. :l_iﬁgat_ion, ‘he can comply with a contractual obligation to enforce the patent only if -
the patentee provides him with that power, or if an assignment of rights has been
agreed upon. '

- The parties have to realize, howover, that a p:b_visi_on .enabling the licensee to
_proceed against each and every infringer enhances the risk of a nullity suit against
the patent, because this is the normal rcaction of an infringer in the case of
important patents. Thus, if the licensor fears the risks of a nullity suit or would
generally like to maintain an influence in the defense and enforcement of the

© Hoffmann Eitle, Minich - London P T TN |
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21392  Warranty for Technical Utility

The only defect, the absence of which is presumed to be warranted by the licensor

“under German law, is the technical usefulness of the invention. However, a =~ e
. contractual provision to.the contrary may. be included in the license agreement,
- Technical usefulness relates to the operability of the invention as such, not to the

. invention being suited for specific apphcatmns, unless such suitability is

. contractually guaranteed.

If the licensor has @arﬁnteéd .the technica] usefulness of the invention and it léter

~ . proves: to be technically inoperable or -not useful, the licensee has the right to

) /-;q_-;\

rescind the agreetnent as long as the contract has not yet been performed. If the

... contract has élrea,dy reached the stage of performance and the defect appears later, -
- the licensee may only. terminate effective for the future. In certain situations there

. 1s also the possibility of an adaptation of the contract to the changed circumstances
- by the courts under the general equity provision of Sec. 242 German Civil Code.

2.1.393 Commercial Exploitability

.- The risk of economic success in the exploitation of patents is generally borne by

. .. the licensee, Again a provision to the contrary is possible. = . ..

3.1.

o

7N

. Applicable law N

National civil law.

.' License agreenients in -thc_:_'.;countrjes of the European Union generally contain
standard provisions as exemplified above in the case of a patent license agreement
_under German law. Nevertheless, there are legal issues as well as cultural issues

which will vary from jurisdiction to jurisdiction. . -

-, The law applicable to license agreements usually depends on the nationality of the

parties. If they are both of the same nationality, most probably their own national
law will govem their license relationship. If the parties are of different
nationalities, they will often choose and agree on the applicable law. Frequently, it

©Hofﬁnann-Eiﬂe,Murlich¥London ' e e e 13
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TL The Legal System of the European Union . -

:.. Before discuésing the specific effect of Buropean competition law. on licensing, let
us take a short look at the hlstory of what is populatly called the European Umon
~ today and the legal system governing it and relevant to intellectual property.

1, History
1.1 The three Communities

. A recurrent-dream of unification is part of the European cultural heritage. The
--Second: World .War finally demonstrated the futility of conquests and the
- vulnerability of the sovereign state concept; Interdependence of states rather than

independence became the key to post-wat international relations in Burope. This
was also reflected in the trends of global international law, such as the concept and
structure of the United Nations, R Do

: An admirabie cxample of coopcration and - practical application. .of. the call for
- peace was the first instrument of Buropean integration, the European Coal and
. Stcc} Community (ECSC). of 1951.-It was built on the premise:that, if the basic
. raw materials -for war.at that time, coal and steel, were removed: from national
~ control, war between the traditional enemies, France and Germany, would become
impossiblc since they would be prevented from developing a war industry, '

- Some years later, in April 1957 in Rome, a treaty was signed to establish the
- European Economic Community (BEC), a common market in the six member
states Belgium, France, Germany, Italy, Luxemburg and the Netherlands.

...~ At the same time, a second Treaty of Rome which set up.the BEuropean

. Community of Atomic Energy (EURATOM) was signed. Its. purpose was the
coordination of action of the member states in developing and marketing their
nuclear resources.

_These two .,'I-‘reaties-of- Rome added two new Communities to the Coal and Steel

Community. However, the objectives of the European Economic Community were
- ‘wider than the objectives of the other two Communities, because the EBC was not

© Hotfmann Eitle, Munich - London T I UOU S A F
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_In historical dimensions this development of Buropean union in a time-span of
 little more than fifty years is truly incredible. .. '

- Community law

The three .pillafs of :ﬁ_lﬁ EU o

_As a political cntity, the European. Union today rests on three pillars, .

- The. mam pillar. is the EC Tfeaw,__é_t present as amende,d-_b.y-the treaty of Nice. It

_establishes the Europcan Community as a subject of international law and

2.2

provides the primary Community law. - .

.The secénd pillar consist._s. djf_ ‘-p.o_]_j_t-ical_ ;pro_visibns to eé_tablish a common foreign .

and security policy of the EU member states (Title V, Arts J et seq. TEU).

The t‘hirdﬂ p_iliar _'_‘consi.sts_. of political :_ provisions 611 -cooﬁci'ation between the

member states in the fields of justice and home affairs (Title VI, Arts K et seq.

_Thé r;loliti'cal proviéions of the ,secbnd and third pillar are not legally binding. This
-is because the member states were hesitant to transfer their core competencies of

traditional sovereignty, e.g. defense, police and justice, .to  the Europcan
Community. These political provisions are practically waiting to be transformed
into Community law. And this integration is presently taking place. But as far as

. Community law is concerned, the EC Treaty alone is relevant, -

Primary and secondary Community law

The EC Treaty embodies what is called the “pﬁmary Community law”. It contains
the legal provisions on the principles of the Community, the citizenship of the

"Union, the Community policies and the institutions of the Community.

The EC Treaty also provides the legal basis for the so-called “secondary
Community law”, which are Regulations, Directives and Decisions.

© Hoffmann-Eitle, Munich - London P RSP ¥
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: The 4 Freedoms and Intellectual Property in the EU .

. Free movement of goods, persons, services and capital:

The EC Treaty provides for “4 Freedoms™ in the common market of the European

Union, the free movement of goods, persons, services and capital (Art. 14 (2) EC).

.The free: movement of goods is realized by a customs union covering all trade in
. goods and the prohibition of customs duties on imports and exports between the -

member states and of all charges having equivalent effect as well as the adoption

| _of a common customs tariff in the relation with third .countries (Ast. 23 (1) EC).

Furthermore, - quantitative restrictions on -imports - and all - measures having

* equivalent effect are prohibited bstween member states.{Art. 28 EC).

The freedom of movement of persons in the Community is provided for workers

. (Art.: 39 EC) and also comprises the freedom of establishment of self-employed

-.‘-.:'.__‘t-fper,sons (Art. 43 EC). The freedom to provide services cross-border within the

Community may also not. be restricted in principle (Art. 49 EC), and all

- restrictions on- the movement of capital between member -states and between

member states and third countries are prohibited (Art. 56 EC).

. - Intellectual Property in the EU

: If you consider .the nature of intellectual property rights in the member states of

the European Union, a conflict between: such rights and the basic principle of free
movement of goods in a common market becomes apparent.

| Intellectual'propertyrighfs which:are established by the national law of a member

state are confined to the territory where they are granted. They are subject to the

:so-called “principle. of territoriality”. ‘As long as a Communify patent which

affords uniform protection in the whole territory of the European Union does not

. exist, 2 Europe-wide protection for an invention can only be acquired by obtaining
 parallel national patents in all member states of the EU. . -+~ = .~

- @Hoffmann-Eiﬂe,Munich-London Gl e 19
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the prohibition, as- between Member States, of customs duties and
quantilative restrictions on the imports and exports of goods, and of all
other measures having equivalent effect '

- is mentioned in first place.

The basic provision regarding the proh1bttmn of quantltatlve restrlctlons between -

' member states is- prov1ded in Art. 28 EC. -

s ,-Art 28ECreads IR

Quantitative restrictions on imports and all measures having equiva!eﬁt
- effect shall be prohibited between Member States. -+

" “Quantitative restrictions” is a termy referring fo customs quotas: only so many

‘products A shall.be imported from state B each year.. An extreme’ quantitative

restriction is a-zero ‘quota: no. products A at all shall'be imported. The right of the
owner of an intellectual property right in one member state to prevent imports of
the protected product into the territory where: his IP right -eXists is a measure of
equivalent effect to a zero quota: no IPR-protected products shall be imported
without his consent, Art. 29 EC provides correspondingly for exports. '

"Art. 30'EC: Protection of industrial and commercial property . -

- Exceptionsto-Articles 28 and 29 are provided in Art. 30 for measures justified on
-various: grounds, mcludmg the protectlon of mdustnal property

_ Art 30 rcads

7?:3 prokzbztzons of Artzcles 28 and 29 shall not preclude prohzbzttons or
" resirictions on imports, exports or goods in transit justified on grounds of
public morality, public policy or public security; the protection of health
- and-life of humans, animals or plants; the protection of national treasures
- possessing artistic, historic or archaeological value; or the protection of
industrial and commercial property. Such prohibitions or restrictions shall

© Hoffmann-Eitle, Munich - London L e gy
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Sterling Drug and its Dutch licensee brought actions before a Duich court
requesting injunctions based on infringement of -its Dutch. patent and the
“Negram” tradernark. :

" The Duteh Supreme Court stayed .prddéediligs in both "c_a'sés' and referred the

. following question fo the ECJ: . - .

Do the rules in the EEC Treaty concerning the free movement of goods
prevent the IP right holder from exercising the right conferred to him by
- legislation of the member state to prevent the protected producis from
- being marketed by others, even where these products were previously
< lawfully marketed in another country by the IP right holder or his licensee?

'Pursuax;t. to Art. 234 EC-.a national court can ask the ECJ 1o give a ruling
concerning the interpretation of the EC Treaty if it considers a decision on its
Question-nccessary-to enable it to give a judgment in the case before it,

- -'l'[‘heECJﬂhcld(s.mmnar.izé-d): o .

(1) The effect of the provisions bf the Treaty on the free movement of goods,
- particularly Art.- 28, is. to prohibit-between member states measures
. .restricting imports and all measures of equal effect.

. (2) Pursuant to Art. 30, Art. 28 does not however prevent restrictions on
-imports justified on grounds of protection of .industrial and commercial
property. : : o

. (3) But it appears from the same Art.j-_ as well as from the context that while’
© - the Treaty does not- affect the existence of the rights in industrial and
. commercial property recognized by the law of a member state, the exercise

of such rights may nonetheless affected by the prohibitions in the Treaty.

(4) In so far as it makes an exception to one of the fundamental principles

of the Common Market, Art. 30 allows derogations to the frée movement of

- goods only to the extent that such derogations ave justified for the
- protection of the specific object of such industrial or commercial property.

© Hoffmann-Eitle, Munich - London S oo 23
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‘member state by the owner of the TP right or with his'consent; the P right is

exhausted and cannot be invoked when the product is imported into another
mernber state.

. EC)L 14 July 1981 {Case 187!80) Merck vStephar '

In Merck v. Stephar, the ECJ held that while it is the specific objéct of a patent to
~accord the inventor an exclusive right of first putting the patented -product into
- circulation to obtain the reward- for his creative effort, this reward is not
- guaranteed under all circumstances. It is up to the patentee to decide in the light of

- “all circumstances under what conditions he will sell his preduct. If he decides to

market it in a member state where the law docs not provide patent protection for
the product in question, he must accept the consequences of his choice as regards

- the free movement of the product within the common market. Natlonal patent

rights in the EU are exhausted when the product has been placed on the market by

- the _patentee or with his consent in any member state regardless of whether patent

e protectlons ex:sts in the state where the product was marketed ‘Thus Merck who

' had sold 1ts drug in Italy at the time when drugs and then‘ manufactunng processes

"~ werc not patentable in that country was not able to pI'Dhlblt based on its Dutch
o 'patent the xmport of the drug from Ita]y into the Netherlands by Stephar

ECJ, 09 July 1985 (CaSe 19{84)-phara;qﬂ.,bﬂqec§st_ R

In Pharmon v Hoechst, heweeer, the'ECJ held that:.r'the deetrine of exﬁaustion of IP
rights in the  Common market does not apply when the product has been

" manufactured by the ‘holder of a compulsory license. While Articles 28 and 30 of

the EC Treaty preclude the application of natlonal provisions which enable the

' :patent owner to prevent unportatlon and saies of a product whlch has been

'Iawﬁllly marketed in another member state by the patent owner hlmself or with his
" consent, these prowsmns do not preclude the appllcatlon ot legal provisions of a
::member state which give the patent owner the right to prevent the “marketing in

that state of a product which has been manufactured in another member state by

~ the holder of a compulsory license, regardless whether the compulsory license
“fixes royalues payable to the patent owner. Thls is because where a compulsory

license is granted to a third party, the patent owner is deprived of his nght to
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Exhaustion of parallel IP rights in the member. states occurs if the protected

_product has been put into circulation in one member state by the IP owner or by a
~third party with his consent, - |

' _-".P_a'railel ‘imports of such.products fromi one member state into another member

state can thus not be prevented by the IP-owner or his licensee under the above

.+ circumstances. .

| Licensing Tntellectual Property and Restraints of Competition
. Ax-t..szl_(:l) EC _l?_rohiﬁi'.i‘:idn.q_i" a."grg.gl.n_ents t._l_l_a__t'_‘res_trai'ﬁ con'xp:etition

| -. As we have seen, the exerclse of mtellectual property nghts may prevent the free

movement of goods m the European Umon and in order to safeguard this’
ftmdamental prmcup}e of the common market the doctrine -of Community

-exhaustion was established,

It is not difficult to i unagme that the free movement of goods in the EU could also

“be prevented by agreements between undertakmgs and such agrecmcnts can
~ distort competfaon in the common ‘market i in many other ways. ’I‘hus itisalsoa
basw objectwe of the Connnumty pursudnt to Art 3 ( 1)(g) EC to estabhsh

a system'ensuring that cofnpetition in 'th_'e _inter_*hc_zl mafk_ei_f w (to': distorted.

If trade between the member states could be affected, then the competition rules of
the EU must be observed, even if the agreement, for example a license agreement,

re_lates_ only to one member state.

The competition rules relatirig to 'a:grct:ments beiween uhdertakiﬁgs are set out in -

Art 81 EC.

Art. 81(1) prohibits agresments which have as 1helr objcct or effect the prevention,
B restr}ct}on or d1stort10n of compehnon w1th1n the common market Art, 81(1)
" reads:
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- which contributes to improving the production or distribution of goods or
to promoting technical or economic progress, while allowlng consumers a
Jair share of the resulting benefil, and which does not:

. (a) impose on the undertahngs concerned restrictions which are not

" indispensable io the attainment of these objectives; .
(b) afford such undertakings the possibility of eliminating competition in
respect of a substantial part of the products in question.

A license agreement merely permits the licensee to do something that would

. .otherwise be unlawful, Thus it clearly does not violate Art. 81 (1) unless it is

- coupled with other obligations that have the object or the effect of restraining

. competition in some way. Most systems of anti-trust law have had difficulty in
. . distinguishing permissible license clauses from those that consutute undue
. Testraints on competltlon

The EC Commission formerly took the view that any license other than a non-

.. exclusive license for the whole common market was caught by the prohibition of
'Art, 81 (1). The Commission was prepared to carry out an analysis based on Art.
- .81 (3). However, individual exemptions from the prohibition of agreements under

" . -Art 81 (1) required a cumbersome-and time-consuming proceeding which imposes

. heavy burdens on the limited personnel of the Commission.

 Finally, a block exemption for patent license agreements based.on Art, 85 (3) was
. adopted in 1984 (Regulation 2349/84), The basic scheme of the Regulation was

that a “white list” of clauses was provided that normally do not violate Art, $1(1)

and were exempted as well as a “black list”, which speclﬁed clauses that
prevented the application of the exemption.

‘In 1989, the Commission drafted a block exemption for know-how licenses
- (Regulation 556/89), which was vety similar to that relating to patent licenses, but

the white and black lists permitted more provisions to be.included in an agreement

- which qualiﬁ_cd for the exemption. -

‘In .1.996, th_ejt.wo blpck exemptions: were combined into a single regulation

* covering technology transfor agreements (Regulation 240/96). The STTBER

. reflected a more liberal attitude of the Commission towards license agreements

© Hoffmann-Eitle, Munich - London LT e 29
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2.3 . The purpose of the TTBER is to provide “safe harbour” for companies licensing.in
SR -Europe with rcgdrd to Article 81(1) and (2) EC.

The old regime of Block Exemption Regulatmn 240/96 distmguashed betweena

.-white list of clearly exempt provisions of license agreements, a black list of

. .prohibited provisions and a grey list of potentially exempted provisions. Economic

.- criteria such-as the market shares of the respective companies and whether they

were competitors or non-competitors were irrelevant. The old TTBER was

- straightforward in listing exempted clauses and this resulted in companies merely

= copying them. into their ‘liccnse agreements. The Regulation was therefore
criticized as bemg prescnpnve fon‘nahstlc and havmg a strait Jacket effect,

The new regime of TTBER 772/04 states thc necd to sxmpllfy the regulatory
framework and its application and announces an economics-based flexible -
approach to assess the impact of*licensing agreements on the relevant market, It
exempts clauses in license agreements of companies not exceeding a certain level
of market power, specifies some severely anti-competitive restraints called
“hardcore restrictions” which are not to be contained in. such agreements and
distinguishes between agreements between competitors and agreements between
non-competitors, Although the new TTBER asserts that “the great majority of
license agreements are comipatible with Art. 81” and that it creates safe harbour for
most agreements, the assessment of exemption of license clauses has become more
complex and difficult. Opinion is therefore divided over whether: the new TTBER
+ is. more restrictive than the old one or broader in scope RRRE

Comparing the old and new TTBERS itis still an open question which approach is
. better suited to ensure effective. competltxon and provide adequate legal secunty
for companies. : -

24  Pursuant to Art. 2 TTBER, which refers to Art. 81‘{3)-EC,' and sﬁbject to the
- provisions of the Regulation, Art. 81 (1) shall not apply*to*tebhn'ology transfer
agreements-entered into between two undertakings ‘and permitting the production

of contract products, The further bas1c prov1510ns of the TTBER are Atticles 3, 4

@Hofﬁna:m-Eitlé, Munich—_London T S R )
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Article 5 finally stipulates restrictions which are generally_ ‘excluded from
exemption, namely

ey ‘:'_:".hcensee st excluswely hcense or assign severable 1mprovements ornew

. . applications of the licensed techno]ogy,
.-+(2) . no challenge clause, and.. L L
(3) - if the parties are not competitors; restrictions on 11censee s RD or use of
' own technology.

:But here as well exceptions-are stipulated for the no challenge clause and the
: ...restrictions on licensee’s RD or use of own technology

The TTBER is appiic_able to technology transfer agroemonts in a broad sense. .
- They. concern. the -licensing - of . technology and ‘comprise -patent licensing
agreements, know-how. licensing = agreements, : softiware- copyright = licensing
oo agreements and mixed -agreements -covering all or some -of these intellectual
- property. rights (Art, 1(b)). The term patent is to be understood broadly as well
. (Art. 1(1)(h)) Patents as- sub_]ect matter of 11censmg with: regard to the TTBER

" means -

patents,

patent applications,

utility models, -

utility model applications,

designs,
. topographlos for sermconductor products
' SPCs, and

plant breeder certlﬁoates

® © & 0 ¢ & 0 0

Know-how is defined as a package of non-patented‘pract'ieal information, which is
~ secret, subst_antial-and identif_ied (-Art.- I( l)(i)).

Mixed agreements to which the TTBER is apphcable may also include provisions

relating to other intellectual property right if these are not the primary object of the
license agreement. The TTBER defines intellectual property rights as including
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Output restrictions
- Between non-competitors.  30% 176, 178
Non-reciprocal restriction on licensee between eompetttors 20% 175
Reciprocal between competitors: hardcore 4(1)(b) 175
o Combmed W1th excluswe territories or.customer groups 177

Field of use restnctlons (techmcal ﬂelds of apphcatton or product markets)

Normally block exerapted 180,182 - :
~ On licensees in agreements between actual or potent]ai competltors 20%

183
On licensee and hcensor between non-eompetltors 30% 184 185
Symmetrical and asymmetrical 183
Combined with exclusive and sole licences treated m same way 181
If market sharing arrangement; hardcore 4(1 )(c)

Captlve nse restrictions
Block exempted 0 30 186
-+ Above threshold: Competitor prevonted from. supplymg components to third
parties 187
- Above threshold: Licensee restncted in semng after—markct for own products
189 - . G e :

Tying and 'bundltog
Blockexempted ¢ 30 192
Above threshold: 193, 194

e E_‘:,)_I\Ion-concnpete obligatmn :

Block exempted 0 30 197
Above threshold: 198, 199, 200, 201, 202, 203

Obli'ghtioﬁ'oﬁ licensee not to sublicense 1'551)‘ ) -

Royalty obligation
Normally 156
Beyond the period of validity of the licensed intellectual property right 159
Products produced solely with licensee’s technology 4(1)(d)
Products produced with licensed technology and also on products produced
with third party technology 160
Price fixing between competitors 4(1)(2)? 157
Disproportionate 158

Obligation to pay minimum royalty or to produce a minimum quantity of
products incerporating licensed technology 155¢

Obhgatlon to assist licensor i in enforcing licensed intellectual property rights
155d
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Refusal to License and Restraints of Competition

. Art. 82 EC: Prohibition of abuse of dominant position -~ .

The basic provisibns'of . the EC competition rules are Art. 81 and Art. 82 EC. While

Art. 81 controls agreements of undertakings, such as intellectual property licensing

- agreements, Art. 82 controls the conduct, unilateral or otherwise, of undertakings thaf

are subject only to remote competitive pressure because of their dommanl posmon in

: the market. The same conduct may violate both articles.

Art. 82 reads:

- Any abuse by one or more undertakings of & dominant position within the
common market or in a substantial part of it shall be prohibz'téd as
incompatibie with the common market in so far as it may aﬁ"ect trade between
Member States. o

..+ Such abuse may, in particular, consist in:
(@) - directly or md:rectly imposing unfair purchase or .s'ellmg prices or
.. . other unfazr trading conditions; '
@) limiting- proa’uctton, market.s' or !echmcal development fo the
- _prejudice of consumers;
- () - applying dissimilar conditions to equivalent transactions with other
trading parties, thereby placing them at a competitive disadvantage;
. (d). . making the conclusion of contracts subject to acceptance by the
other parties of supplementary obligations which, by their nature or
according to commercial usage, have no connection w:th the subject
. -of such contracts. 2 S

| Examples of abuse of a dominant position are conduct that oppresses buyers and

sellers: charging too much, paying too little, or gﬁsm‘minating against specific
firms and so making it difficult for them to’ competé. But owners of intellectual
property also have to beware of Ari. 82. Since mtcllectual property law is

-+ concerned with grantmg monopolles, owners of IP rlghts may be put in a dominant
' posmon whwh must not be abused ' :
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f T .

Magill TV _Guide Ltd. wished to publish a comprehensive weekly guide but the
- TV stations obtained court injunctions against it based on their copyrights. Magill
o claimed that they were abusmg their dominant posmon by refusmg to grant
o ) hcenses and therebybreachmg Art 82 e

Referring to Volvo, the ECJ repeats that mere ownership of an intellectual propety

right cannot confer a dominant posmon in the market. An intellectual property

right eonsntutes a legal monopoly, not an economic monopoly However the

' - market situation may bc such that the P OWner enjoys a de facto monopoly which

~ puts him in a posntlon to prevent effectlve eompetmon on thc market. Tn the

L _prescnt case the three TV stations occupted a dormnant pOSIthll due to their
o copynghts in the1r TV program guldes

Consideriug the substance of an intel'lectuallproperty right, the refusal to grant a
 license even by an undertakmg in a dominant position cammot in itself constitute an
abuse of the dormnant posmon But the exermse of an exoluswe right by its owner
__may in “exceptional clrcumstdnces” involve abuswe conduct ln Magzll the ECJ
held that this is the case when o

=@ there is no substitute product but consumer demand for the product intended
by the potential licensee, -
®  the refusal to license prevents the appearance of anew product,
® there is no justification for the refusal by objective considerations, and
® as aresult of the refusal all competition on the market in question is excluded.

These conditions were cousndered to be fulﬁlled in the present case: 'I'here existed
“no weekly TV gmde covenng all programs but 2 potenual demand for such
~ product on the part of consumers, ‘the refusal of the TV stattons to. grant licenses
 prevented the pubhcat:on of such a guide which the stations. themselves did not
- offer, and there was 1o justiﬁcatlon for their refusal whlch excluded ail
' ‘oompcutlon on the market since they denied access to the basic information
indispensable for the compilation of a weekly TV guide.
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_ prevents the development of a secondary market to the detriment of consumers, In
other words

...the refusal by an umfértakz‘ng in a dominant position to allow access lo a

.. product protected by copyright, where that product. is. indispensable for.

operating on o secondary market, may be regarded as abusive only where

the undertaking which requested the license does not intend to limit itself

. essentially to duplicating the goods. or services already offered on the

“secondary mirket by the owner of the c;opyfjight, but intends lo produce

new goods or services not offered by the owner of the ﬁght and for which
thereisa patenlidl_ customer demand.. .

| In the case af hand it Waé a .quesﬁon of faéts still to be. aSceftaincd by the national
court that had requested the prehrmnary ruling of the ECL whether these
conditions were fulfilled,

3 . Quflpok U

‘The IMS Health decision of the ECJ addresses the appropriate balance to be struck
-, between the protection of intellectual property rights and the freedom to license of
the IPR owner and the freedom of competition in the. European Union. The ECJ _
basxcally respccts intellectual property rights, and the decision has made clear that
licenses cannot be demanded for directly competing products even if the IPR
owner has a dominant position on the market. But uncertainty remains because the
ECJ did not spell out how new or different a secondary product has to be for the
~ refusal to license to become abusive and Art. 82 EC to be applicable. Also it has
- not yet been clarified what objective considerations can justify the refusal in the
given circumstances. These questions may be answered by national courts on the
facts of the particular case.

VII. Summary
The regulatory system that governs licensing in the European Union is, as we have

seen, the result of a constant balancing of interests. On the one side thert_a is the
protection of intellectual property and the ecdnomiq freedom of the IPR owner,
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Attachment I

Treaty establishing the Europein Community _ _ : e 43
PART ONE
PRINCIPLES

Art:cle I (ex Amcie 1)
By this ‘Treaty, :he HIGH CONTRACTING PARTIES establish among themselves a

- “EUROPEAN COMMUNITY.

Article 2 (ex Article 2)'

~ The Community shall have as its task, by esmbhshmg 4 COmmon m'trkct and an economic and
monetary union and by lmplementmg common policies or activities referred to in Articles 3
and 4, to promote throughout the Community a harmonious, balanced and sustainable devel-
opment of economit activities, a high Jevel of employment and of social protection, equaluy
~ berween men and women, sustainable and non-inflacionary growth, a high degree of competi-
tiveness and convergence of economic performance, a high level of protection and
improvement of the quality of the environment, the raising of the standard of living and
quahty of life, and economic. and socual cohesion and solidarity among Member States.:
Articdle 3 (ex Article 3)

1. For the purposes set out m Article 2, the activities of the Community shall mclude, as
;.provxded in, th:s ‘Treaty and in accordance with the nmetable set.out therein:

. ' (a). the proh:b:uon, as between Member Smcs, of customs duues and. quanmauve restrictions .
~ on the import and export of goods, and of all other measures hwmg cquwalem effecc,

(b) a common commercial policy;

~{¢) an internal market characterised by the abolition, as  berween Member Srates, of obsnackes
o the free movement of goods, persons, services and C'lplt'll '

(d) measures concernmg thc entry and movement of persons as provndecl for in T:cle IV
(e) a common-policy in the sphere of agnculturc and fi shenes, o

(f) a common pohcy in the sphere of rransport; o

) '(g) a system cnsunng that compctmon in the internal m1rke: is not dlSEOrth

(k) the approximation of the laws of Member States to r.he extent requwed for the func-
tioning of the common mmrl\et,

(i) the promeotion of coordmauon between em loyment pohcnes of the Member States with a
.« view ' to. enhancing " their effectiveness by developmg a coordmatcd strateg) for
employment;

(1) a policy in the social sphere compnsmg a Europe:m Socni Fund
(k:) -‘ the strengthening of economic and social cohesnon, .

W a pohcy in the sphere _of the environment;
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Chapter 2
* . Prohibition of quantitative restrictions between Member States

Anticle 28 (ex Article 30)

Quantitative restrictions on imports and all measures having equivalent effect shall be
prohibited between Member States. :

" Article 29 (ex Article 34)

Quantitative restrictions on exports, and all measures having equivalent effect, shall be
prohibited between Member States. A : '

:.Articfe" 30 (ex Article ‘36)

The provisions of Articles 28 and 29 shall not preclude prohibitions or restrictions on imports,
-exports or goods in transit justified- on grounds of public morality, public policy or public
security; the protection of health and liE: of humans, animals or plants; the protection of
national ‘treasures possessing artistic, historic or archaeological value; or the protection of
industrial and commercial property. Such prohibitions or reswrictions shall not, however,
constitute a means of arbitrary discrimination or a disguised restriction -on trade between
Member States. ‘ .

Article 31 (ex Amicle 37y

1. Member States shall adjust any State mornopolies of a commercial character so-as to
ensure that no discrimination regarding the conditions under which goods are procured and
marketed exists between nationals'of Member States. . .

‘The provisions of this Article shall apply 1o any body through which 2 Member State, in law
or in fact, either directly or indirectly supervises, determines or appreciably influences imports
. or_exports between Member States. These . provisions shall likewise apply. to monopolies
delegated by the State to others. ' B I

2, Member States shall refrain from introducing any new measure which is ‘contrary to the
principles laid down in. paragraph 1 or which restricts the scope of the Articles-dealing with
_the prohibition of customs duties and quantitative restrictions between Member States.

3. If a State monopoly of a commercial character has rules which are designed to make it
easier to dispose of agricultural products or obtain for them: the best return, steps should be
taken in applying the rules contained in this Article to ensure equivalent safeguards for the
employment and standard of living of the producers concerned: -~ = o
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which contributes to Improving the production or distribution of poods or to promoting
technical or economic progress, while allowing consumers a-fair share of the resulting benefit,
and which does not:

()i 1mpose “ORn nhe undertakings* concerned* rcstrxcnons wh:ch are ‘not” mdlspensab!e o' “thie

ateainment of these objectives;

(b) afford such undertakings the possibilicy of elummatmg competition in 1e5pect of a
substantial part of the products in question.

Ama’e 82 (ex Aricle 86)

Any abuse by one or more undcrcakmgs of a dominant posxtlon within the common market or

in a substantial part of it shall be prohibited as incompatible with the common marker insofar
as it may affect trade between Member States.

Such abuse may, in particular, consist in:

{a)directly or md1rectly unposmg unfau‘ purchase or sellmg pnces or other unfa:r tradmg
condttaons" '

- (by Iinﬁting production, markets or technical development to the prejudice of consumers; -

(c)-applying dissimilar conditions to equivalent transactions with other trading parties, thereby
placing them at a competitive dnsadVamage;

‘(d) makmg the conclus:on of contracts subject to acceptance” by the other ‘patties of

supplementary. obligations which; by their- nature or accordmg to commcrc:al usage, have
no connection with the subject of such conteacts.

- Article 83 (ex Article 87)

1. The appropriate regulations or directives to- give effect to the- -principles set out in Articles
81 and 82 shall be laid down by the Council, acting by a-qualified majon:y on a pmposal

 from the Commission and afiec consultmg chc Europe-m Parliament.

2. The regulations or directives referred to in paragraph 1 shall be des:gned in partlcular.

{2) to ensure compliance with the prohibitions laid down in Arucle 81(1) aud in Amcle 82 by

making provnston for ﬁnes and pcrxodn: pcnalty payments,

(b) to. lay down detailed rules for the application of Agticle. 81(3) takmg into account the
need to ensure effective supervision on the one hand, and to simplify. administration to the
greatest possible extent on the other;

[(c) ‘to define, if-need be, in the various branchcs of the economy, :he scopc of. the proustons

of Articles 81 and 82;
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Afttachment II

Official )wrﬁal of the European Union Co Lt

'COMMISSION REGULATION (EC) No 772{2004

of 27 Apeif 2004

‘on the application of Article 81(3) of the Treaty to categorics of technology transfer agreements
' (o v EoA elernce) |

THE COMMISSION OF THE EUROPEAN COMMUNITIES, -

" Having regard to the Tr:éaly _.:s:nbl_ishi'ng the European Com- '

nnity,

Having regard to Council Regulation No i9}65[EEC of 2 March

1965 on application of Article 85(3) of the Traaty to certain

ar Artlcle 1 thereof, -

' _ani_ng published a deafs of this Regulafion o,

catelgories of ageeements and concerted practices (%), and in par-
- tiew e . .

]

This Regulation should meet the two requirements of

. ensuring effective competition and providing adequate
‘legal security for undertakings. The pursult of these

objectives should take account of the need to simplify

" the regulatory framework and its application, It is appro-
- priste to move away from. the approach of listing

exempted clauses and“to place preater emphasis on

- defining’ the categories of agreements which are
. exempted up to a certaln level of market power and on
' st(g'

ing the restrictions or clauses which are not to be
contained In such agreements. This Is consistent with an
economics-based approach which assesses the impact of
agreements on the relevant marker, It is also consistent
with such an approach to make a distinction between

.agreements  between. competitors- and ‘agreaments

. betwesn non-comperitors.

After consulting the Advisory Commitice on Restrictive Prac- . -

tices and Dominant Positions,

" ‘Whereas:

o Regulation No 19[65/EEC empowers the Commission to

apply Article 81{3) of the Treaty by Reguladon 10 ...

certain categories of technology transfer sgreements and
corresponding concerted practices to which- only two

undertakings are party which fall within Ardicle 81(1). .

o Pursuant to Regulation No 19/65/EEC, the Commission

- has, in particular, adopted Re%ulélion {EC) No 240/96 of
© .31 Janvary 1996. on the application of Article 85{3) of

the Treaty to certain catepories of technology transfer

_agreements (). :

(9, On 20 December 2001 the Commission published an -
" . evaluatlon report on the transfer of techrology block.

exemption Regulation (EC) No 240/96 (), This generated

a public debate on the application of Regulation (EC} No

240/96 and on the applicadon In peneral of Amicle

g1{1} and (3) of the Treaty to technology transfer agree-

ments. The response to the evaluation réport from

Member States and third partles has béen generally in

favour of reform of Comumunity competition policy on

. technology transfer agreements. It Is therefore -appro-
. priate 1o repeal Regulation {ECY No 240/98. '

" O 36. 6.3.!955. s. 53/65. chufilion as last .amended by Regu-
lation (EC) No 1/2003 {O) L 1, 4.1.2003, p. 1)
(9 Q€ 235, 1.10,2003,

. 10, o
-3 Of L 31, 9.2.1996, p. g Regulation as amended by che 2003 Act of

Accession.
{% COM{2001} 786 final,

3

{6

{7)

Technalogy transfer agreements concern the licensing of
technology. Such agreements will usually improve
¢ecoromic efficiency and be pro-competitive as they can
reduce duplication of research and development,

trengthen the incentive for the initial research and
. development, spur incremental innovation, facilivate
" diffusion and generate product market competition.

The likelihood that such efficiency-2nhancing and pro-
competive effects will outwelgh any anti-competitive
effects due to restrictions contained In technology

“transfer’ agreements depends on the degree of market
_ power of the undertakings concemed and, therefore, on
the extent to ihich those undertakings face competition

from underakings owning substiute technologies or
uadertakings producing substinse products.

This Regulation should only deal with agresments wheré

the licensor permits the licensee w0 exploit thie licensed
technology, possibly after further reseacch and develop-
ment by the licensee, for the production of goods or
services. It should not deat with ficensing agreements for
the purpose of subcontracting. research and ‘develop-

.- ment. 1t should also not deal ‘with licensing agreements

.-te set up technologi pools, that is to say, agreements for

-the pooling of technologies with the purpose of licen-
sing the created package of intelectual propeny rights

to third parties.
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. :{19) - “This Regulation should cover only technology tmnsfer
2l agreements between a-licensor and a licensee; It should
- cover such agreements even if conditions are stpulated ~ ~ ~

Official Journal of the European Union L123/13

for. more than one level of trade, by, for instance,

requiring the ilcensee to set up a particular distribution
system and specifying the obligations the licensee must -
or may impose on reseflers of the producs produced -

" under thie Héente. However, such-condidons and obliga-
tions should comply with the competition rules applic-

~ able to supply and distribiition” agreements, Supply and -
 distribution agreements concluded between a llcensee -

- and ‘Its" buyers should not be exempted by this Regu-
“Tation. ‘ o

{200 This Regulation Is without prejudice to:the application
of Article 82 of the Treaty, |

. HAS ADOFTED THIS REGULATION: - -

 Amder

i " Definitions -~ - c

04,75 For the purposes of this Regulati_d_!_!;' the following defini-

tions shall apply: * -

() 'agreement’ means an agreemeat, a declsion of an associa-
tion of undertakings or a concerted practice;

{b} 'technology transfer agreement’ means- a patent licensing

apteement, “a know-how licensing agreemvent, a software -

copyright licensing agreement or 2 mixed patent, know-
how or software copyright Heensing agreement, including
* ‘any;such ‘agreement containing: provislons which relate to
‘the sale-and purchase of products: or ‘which refate to the

e licensing of other intellectual property rights or-the assign- -
- = ment of intellectual property rights, provided that those

provisions do not constitute the primary object ‘of the
agreement and are directly related to the production of the

contract products; assignments of patemts, know-how, soft- .. .

"ware copyright ‘or 3 combination thereof where part of the
“ risk -associated with the exploitation of rhé technology

" remalns ‘with the assignor, In particular where the sum -

" ‘payable in consideration of the assignment s dependent
on the turnover obtained by the assignee in respect of
products produced with the assigned technology, the quan-
tity of such products produced orthe number of opera-

" tions carried out employing the technology, shal] also be

s deemed to be rechnology transfer agreements; .

‘ 2{e) ‘reciprocal aéfcémcm’ means a tecﬁnb[ogy-:t'fansfer_agree-

~:ment where. two undertakings grant each -other, in the
samie or separate contracts, 2 patent licence, 2 know-how

. .. rights, know-how, copytight and nelghbouring rig

(1

Ticence, a software copyright licence or a riixed patent,
know-how or software copyright licence and where these

- lfeences concern competing technologies or can be used
for the production of competing products;

..‘;._(d)..fnon'-reciprocal.agréement? -means. 2. technology: teansfer--—- -

. agreement where one undertaking grants another under-

" taking a patent licence, & know-how licence, a software

copyright licence or a mixed patent, know-how or soft-

" vare copyright licence, or where two undertakings gramt

" each other such a licence but where these licences do not
concern competing technologies and cannot be used for

. the production of competing products; -

producy’ means a good or a service, including both inter-
mediary goods and services and Anafl goods and services;

g1

(e

(- *contract- products' means 'products -prodﬁced with the
- -licensed technology; SR S :

{g) ‘intellectual property rights’ includes industrial l‘:rop«':rt).v

L (h)”-'.palems' Tmeans patents, patent applications, utility models,

-applications  for - reglstration” of utility models, designs,
“topographles of semiconductor products, supplementary

" protection certificates for medicinal products or other

products for which such supplementary protection certifl-
cates miay be ohtained and plant breeder's certificates;

~enow-how means a ackager of non-patented practical
Information, resulting from experlence and testing, which

=

: () secret, that Is to say, not generally known or caslly
accessible, .

(i) substantial, that Is to say, significant end useful for the
production of the contract products, and

(iti) identified, that is to say, described In a sufficlently

comprehensive manner so as to make it possible 1o

.. verify that &t fulfils the criteria of secrecy and substan-
tlality: '

'cbmpeting updertakings' means undertakings which
compete on the relevant technology marker andjor the

@

. refevant product market, that is to say:

) competing -undertakings on the relevant technology

- market, belng undertakings which [icense o
comreﬂng technologies without infringing each othérs'

_ intellectual property rights {actual competitors on the
rechnology market); -the relevant technology market
Includes technologies which are regarded by the licen-

sees as interchangeable with or substitutaile for the .

- “licensed technolegy; by reason of the technologles'
" charactérlstics, thelr royalties and thelr intended use,
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Article 4.
Hardcore restrictions

1. Where ‘the undertakings party to the agreement are
competing undertakings, the exemption provided for in.Article
2 shall not apply to agreements which, directly or indirectly, in
Isolation or in combination with other factors under the

. contro] of the parties, have as their object:

(@) the -restriction of 2 ‘party's ability to determine its prices

- whien sefling products to third parties;

(b} the limitation of output, except limitatlons on the output of

contract products imposed on the licensee in a.mon-reci-
‘procal agreement or imposed on only one of the licensees
in a reciprocal agreement;

(c} the allocation of markets or customers except;

= licensed technology only within one or more technical
fields of use or ene or:more product markets,

. i} the obligation on the licensor andfor the licci;lsee. ma .

. norl-reciprocal - agreement, not to produce with the
" licensed technology. within one or more technical
- flelds of use or one or more product markets or one
“or more exclusive ‘territories reserved for the other

patty,

{iii} the obligation:on the licensor not to lcense the tech-
nology to another licensee in a particular territory,

.. (W) _the. restriction, . in a_non-reclprocal agreement, of

. active andjor passive sales by tge licensee andjor the

.. licensor into tﬁc exclusive territory or to the exclusive
‘customer group reserved for the other party,

the restricion, in a nou-reciprocal agreement, of
active sales by the licensee into the exclusive territory
© or to the exclusive customer group allocated by the

-~

{v

licensar to another licensee provided the latter was

not a competing undertaking of the licensor at the
time of the conclusion of its own licence,

 (vi) the obligation on the licensee to produce the contract’

products only for its own use¢ provided that the
licensee is not restricted in selling the contract
products actively and passively. as spare parts for lts
own products,

{vii) the obligation on the licensee, In a non-reclprocal

agreement, to produce the contract products only for
a particular customer, where the licence was granted

_in order to_create an alternative source of supply for -

that customer;

(i} the obligation on the leenses(s) to produée with the

{d) the restriction of the licensee's ability to exploit its own
technology or the restriction of the ability of any of the
parties to the agreement to carry out research and develop-
ment, unfess such latter resuiction is indispensable to
prevent the disclosure of the licensed know-how to third
parties, :

2. Where the undertakings party to the agreement are not

_competing undertakings, the exemlftion- rovided for in Article
. 2 shall not apply to agreements i
.. isolation or in combination with other factors under the
control of the parties, have as thelr object -

ich, directly. or indirectly, in

" {a) the restriction of a party’s ability to.determine its prices

when selling products to third partes, without prejudice to

" “the possibility of imposing a maximum sale price or recom-
mending a sale price, provided that it does not amount 1o 2
fixed ot minimum sale price as 2 result of pressure from, or
incentives offered by, any of the parties;

* {b} the restriction of the territory into which, or of the custo-

- mers to whom, the licensee may passively sell the conzract
* products, except:

{i) the restriction of passive sales into an exclusive terri-
tory or to an exclusive customer group reserved for
the licensor,

{ii) . the restriction of passive sales into an exclusive terr-

" tory ot to an-exclusive customer group allocated by

* the licensor to anothér licensee during the first two
years that this other licensee is selling the contract
products In that terrdtory or to that customer group,

(i) the obligation to produce the contract products only
for Its own use pravided that the licensee is not
restricted in sefling the contract products actively and
passively as spare parts for jts own products,

{iv} the obligation 1o produce the contract products only
for a particular customer, where the licence was
granted In order to create an alternative source of
supply for that customer,

" {u) the restriction of sales to end-users by a licensec oper-
.7, ating at the wholesale level of trade,

" (vl) the restriction of sales to unauthorised distributors by
the members of a selective distribution system;

{c) the restriction of active or passive sales to end-users by a
Ticensee which Is a member of a selective distribution
system and which operates at the retall level, without preju-

_ Ji,:.e 1o the possibility of prohibiting a member of the

" system from operating out of an unauthorised place of

) esr_abllshment.

3, Where the undertakings party to the agreement are not
competing undertakings at-the time of the conclusion of the
agreement but become competing undertakings afterwards,

. paragraph 2 and not paragraph 1 shall apply for the full life of
“the_agreement unless the agreement is subsequently amended
. in any material respect, o P
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Article 10 ’
" Transitional period

The prohibition laid down in Articte 81(1) of the Treaty shall not apply during the period from 1 Ma
2004 to 31 March 2006 in respect of agreements alreadly In force on 30 April 2004 which do not satisty
the coaditions for exemption provided for in this Regulation but which, on 30 April 2004, satisfied the
conditions for exemption provided for in Regulation (EC) No 240/96.
' Artide 11
- Perdod of validity

-This Regulation shall enter into force on 1 May 2004,

It shall expire on 30 April 2014.

This Regulation shall be binding in its entirety and directly applicable in all Member States.

Done at Brussels, 27 April 2004,

For the Commission
. Mario MONTIL
Member of the Commission
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COMMISSION NOTICE

* Guidelines on the application of Asticle 81 of thie EC Treaty to technology transfer agreements

(2004/C 101/02)

.. {Text with EEA relevance) .

oL INTRODUCTION

L

- ‘licensee to exploit the lcensed technology for the =

These guidelines set out the principles for the assessment

of technology transfer agreements under Article 81 of the
Treaty. Technology  transfer agreements concern the
lteensing of technology where the licensor permits the

production of goods or services, as defined in Anicle
1B} of Commission Regulation (EC) No 773[2004
on the application of Article $1{3) of the Treaty to

2. The purpbse ‘of the guidelines is"tb; p.mvide guidance on
.the application of the TTBER as well as on the

' _application .of . Article .81 "to. technology transfer

".agreements - that fall ouwside the scope of the TTBER.

- case, This excludes a mechanical application, Each case

-The TTBER and the guidellnes are without prejudice to
the possible parallel application of Anicle 82 of the -

Treaty to licensing agreernents (3, ;

< The ‘standards set forth in ihese guidelines must be

applied in light of the clrcumstances: specific to each

- must be assessed on its own facts and the guidelines must
. -be applied reasonably and flexibly. Examples given serve

as illustrations only and are. not intended to be
exhaustive. The Commiission wiil keep under review the

“functioning of the TTBER and the guidelines in the new

enforcement system- created by Regulation 1f2003 () ro

" conslider whether changes need to be made,

. 4.

The present guldelines are withour prejudice to the fnter- -

L»rctatlon of Article 81 and the TTBER that may be given
y the Court of justice and the Court of First Instance,

' ll._'.GENE_RAL PRlNCIPLES'

L' Article 81 and intellectual property rights

'S, The aim of Acticle 81 as a whole is to protect
- competition on the market with a view to promoting .

consumer welfare and an efficient allocation of rescurces.

Anicle 81{1) prohibits all agreements and concerted -
-practices - between - undertakings and decisions by

. assoclarions of undertakings (%) : which may affect trade

between Member States () and which have as their
. ‘abject or effect the prevention, restriction or distortion
. of competitlon (). As an exception to this rule Amicle

81(3) provides that the prohibitian contained in Asnticle

categories of technology. tramsfer agreements (the
CTIBER) (). | _ L :

81{1) may bé deélared inai:piicable in the case of

. agreements benweent undertakings which contribute to

jmproving the production or distribution of products or
to promating ‘rechnical or economic progress, while

-allowing consumers a fair share of the resulting benefits
- and ‘which de nor impose restrictlons which are not:
" “indispensable to ‘the attainment of these objectives and
~ do not afford such undertakings the possibility of elim-

‘inating competition in respect of a substantial part of the
*-products concernied, S

Intellectual proﬁerty laws confer exclusive rights on

_holders of patenits, copyright, design rights, trademarks

and other legally protected: rights, The owner of intel-

“lectual property: is “entitied under intellectual property

laws to prevent unauthorised use -of his intellectieal
property and to- exploit &, inter alia, by licensing it 10

- third parties. Once a product incorporating an intellectual
-propenty right has been put on the market inside the EEA

by the holder or with his consent, the inwelfectual
property right is exhausted in the sense that the holder

*.can no longer use Tt to control the sale of the product (7}

{principle of Community exhaustion). The right holder

~has no right under intellectual property laws to prevent

- sales’ by licensees or buyers of such products incors

~porating the licensed technology %), The ﬁrinciple of
¢

Community exhaustion s In line with" the essential
function of Intellectual property rights, which Is 1
geant the holder the right to exclude others from

- .. exploiting his intellectual propenty. withour his consent.

7. The Fact chat intellectual propeny laws gram exclusive

rights of exploitation does not imply that intellectual
property rights are immune from competition law inter-
vention. Articles 81 and 82 are in panticular applicable to

. agreements. whereby the holder licenses another under-
“taking to exploit his intellectual propeny rights 3. Nor

. goes it Imply that there is an_inherent conflict between
Antellectual propeny rights  and  the Community

. compatition rules. Indeed, both bodies of law share the

.. same basic objective of foromo_tlng consumer welfare and
.. an efficient allogation ol
... an essential and dynamic component of an open and
.- competitive market economy. [ntellectual propernty
rights promiote dynamic competition . by encouraging

resources, Innovation constitutes

undertakings to Invest In developing new or improved
products and processes, So does competition by putting

. pressure on underiakings to innovate. Therefore, both

- dntellectual  propeny . rights

and compelition arg
necessary (o prémote inmovation .and ensure 2
campetilive exploitation thereof.
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13, In the application of the analytical framework set out in

the previous paragraph it must be taken into account -

+ that Article 81{1} distinguishes between shose agreements
:that have a restriction -of competition as their object and
- those agreements that have a restriction. of competition
as their effect. An agreement or contractual restraint is

5

Claims that In the absence of a yestralnt the supplier
would have resorted to vertical Integration are not
sufficlent. Decislons on whether or not to vertically
inteprate depend on a broad range of complex

economic factors, a number of which are internal - . -

to the undertaking concemed.

only prohibited by Article 81{1) if its object or effect Is to

restrict inter-techinology competition andfer intra-tech-

. nology competition.

14,

Restrictions of competition: by object are those that by

.- thelr. very nature restrict competition. These are
" - resrrictions which in Hght of the objectives pursued bﬁ
~.the Community competition rules have such a hig

potential for negative effects on competition that It Is

_mot mecessary for the purposes of applylng Article
.. 81{1) to demonstrate any actual ef&c :
market (4. Moreover, .the conditions of Article 81(3) .
... are unlikely to be fulfilled in the case of restrictions by -

- object, The assessmient of whether or not an agreement

has as its object a restriction of competition Is based on a

number of factors. These factors include, in particular,

_ " the content of the agreement and the objective almns
.. pursued by ie, It may also be necessary to consider the

. context In which it is (o be) applied or the actual
“conduct and behaviour of the parties on the market (%), -
In other words, an examination of the facts underlying -

. the agreement and the specific circumstances in which it

.operates may be required before it can be concluded
whether a particular zestrictlon constitutes a hardcore - -

restriction of competition.  The way In which un

. agreement is actually implemented may reveal a
. restriction by object even where the formal agreement

does not contain an express provision to that effect,

. Evidence of subjective intent on the part of the parties

to restrict competition 5 a relevant factor but not a - '
_necessary condition. For licence  agreements, the

" . Commission considers that the restrictions covered by
-~ the  list of hardcore restrictions "of competition
_contained in Article 4 of the TTBER are reswictive by

A

their very object,

If an agreement s not restrictive of competition by object .

It is necessary to examine whether it has restrictive effects
o competition. Account must be taken of both actual
and potential effects {'6). In other words the agreement

must have likely anti-competitive’ effects, For licence °

agreements to be restrictive of competition by effect

- they must affect actual or potential competition to such™ -
an extent that on the relevant market negative effects on -
-prices, output, innovation or the variety or quality of -

- goods and services can be expected with a reasonable -

ts on the

“degree of probability. The likely negative effecis on
:competition must be appreciable (‘ﬂ.‘AﬁprecIab!e anti-

* competitive effects are likely to cecur when at lzast one
" of the parties has or obtalns some degree of marker

‘power and the agreement contributes to the creation,

maintenance or strengthening of that market power or

-, allows the partles to exploi'such market power. Market

6.
-by effect It Is normally necessaty to define the relevant

-power Is the ability 1o maintain prices above competitive
‘levels or to maintaln output in rterms of product
‘ quantitles, product quality and varlety or innovation

below competitive levels for a net insignificant period

"+ of time. The degree of market power normally required

for a finding of an infringement under Article 81(1) is

© less than the degree of market power required for a
“. finding of deminance under Anicle 82.

For the purposes of analysing vestrictions of comperition -

market and to examine and assess, inter alja, the nature of
the products and technologies concemed, the market
position of the partles, the market positon of -
competitors, the market position of buyers, the
existence of potential competitors and the level of entry

Jbartiers. In some cases, however, it may be possible to

_ show anti-competitive effects directly by analysing the

-conduct of the parties to the agreement on the market,

.k may for example be possible to ascertain that an

17.

-agreement has led to price increases.

Licénce agreements, however, also have substantial

‘pro-competitive potential. Indeed, the vast majorlty of

licence  agreements are  pro-competitive, Licence

agreements may promote innovation by allowing
innovators ro earn returns to cover at least part of

~thelr research and development costs. Licence agreements

also Jead to a dissemination of technologies, which may
create value by reducing the production cests of the
licensee or by enabling him to produce new or
improved products. Efficlencies at the Jevel of the

" ligensee oftens stem from a comblnation of the licensor's
““technology with the assets and technologies of the
- “licensee. Such integration’ of complementary assets and

technologies may lead to a costjoutput configuration that

~ would not-otherwise be possible, For instance, the combi-

- 'natlon of an improved technology of the licensor with
" more efficlent production or distribution asssts of the

" licensee may reduce production cosis or lead to the

- production of a- higher quality producr.: Licensing may

also serve the pro-competitive purpose of removing
obstacles to the development and exploitation of the
licensee’s own technology, In particular in sectors
where large numbers of patents are prevalent licensing
often occurs in order to create design freedom by
removing the sk of infringement claims by ‘the

" licenser. When -the licensor agrees not to invoke his

- intellectual property rights to prevent the sale of the

- licensee’s products, the agreement removes an obstacle
" to the sale of the licensee's product and thus generally
" promotes competiion, T
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- 24, Moreover, outside the safe harbour of the TTBER it must

also be taken into account that market share may not

- always be a good Indication of the relative strenpth’ of

available technologies, The Commission will therefore,
inter alia, -also have regard 1o the number of inde-
pendently controlled technolopies avaflable in addition

to the technologies controfled by the partles o the . ‘
*7 agreemerit thar may be substitutable fot the llcensed tech. - &

- nology at a comparable cost to the user (see paragraph
131 below) A

2s.
" In analysing such effects, however, the Commission will .

Some licence agreements may affect Innovation markets,

. normally conflne itself to examining the impact of the
.-agreement on competitfon within existing product and
.- technology marKets (), Competiion on such markets

“may be affected by agreements that delay- the ntro- = -
“ductlon of improved products or -new products that -

over time will replace existing products.- In such cages

7 innovation s a source of potential competition which

muse be taken Into account when assessing the Impact
of the . agreement on product markets and technology
markets. In a fimited number of cases, however, it may

be useful and necessary to also define innovation . .
markets. This is particulardy - the case where the
.agreement affects Innovation aiming at creating new

products and where it is possible at an early stage to
identify research and development poles @3, In such
cases it can be apalysed whether

er the agreement .

Y ¥ )

28,

In owder to determine the competltive relationship
between the parties it is necessary to examine whether
the parides would have been actual ot potential
competitors in the absence of the apreement. If withoue

- the agreement the parties would not have been achyal or
.- patential competitors in any relevant market affected by
. the agresment they are deemed to be non-competitors.

Where the licensor and the licensee are both active on
the same product market or the same technology market
without one or both parties infringing the intellectual

-property rights of the other party, they are actual

competitors on the market concerned. The partles are
desmed to be acrual competltors on the technology

~matket if the licensee is already ficensing out his tech-

“"nology and the licensor enters the technology marker by

29,

- granting a license for a competing technolopy to the
- Ticensee, :

The partles are considered te be potential competiors on

. the product market if in the absence of the agreement
.-and without Infringing the intellectual Eropeny rights of

" the other party it is likely thar t
_ undertaken the necessary add?l'(ti

ey would have
onal investment to enter

.. the relevant market In response to a small but permanent

- “there will bé a sufficent number of competing research ...

and development poles left for effective comperition in

. .innovation to be maintained. :

A The distinction between competitors and non-

. -competitors

-~ .26, In general, -agreements. between competitors pose 2

greater risk to competition than apreements between ©
non-comﬁeﬂtors. However, competition between under- -~

takings that use the same technology (intra-technology

competition between licensees) constitutes an lmportant -
complement to competition between undertakings that -
(inter-technology -~ -
competition). For Instance, intra-technology competition -

use  competing  technolagies

may lead to lower prices for the products incorporating

the technology In question, which may not only produce

inceease in- product prices. In order to constiute a
realistic competitive consteaint eniry has to be likely to
occur within a short perfod. Normally a period of one to
two years s appropriate. However, In_individual cases

Jonger perlods can be taken Into account. The period

.. of thue needed for underrakings already -on the marker

to adjust their capacities can be used as a yardstick to

_ determine this period. For instance, the, parties are likely

to be. considered potential competitors on the product

“market where the licensee produces on the ‘basls of Its

own technalogy in one geographic market and starts

" producing in another geographic market on the besis

‘of a licensed competing technology. In such crcum-

. ‘stances, It is likely that the licensee would have been

.+ direct -and - Immedidte benefits for consumers of these - - -

- products, but also -spur further competition between =
- undertakings that use competing technologies. In the
- context ‘of licensing it must also be taken lnto account

" that licensees are selling their own prodyct. They are not
- re-selling a product supplied by another undertaking.

- There may thus be greater scope for product differ-
‘.- entation - and quality-based - competition between :: ;
.+ licensess. than in the case of vertical agreements for the ;-

. resale of products.

30,

~.able 1o enter the second geographic matket on the

basis of its own technology, unless such emtry is

. precluded by objective factors, including the existence

of blocking patents (see paragraph 32 below). -

“The partles are considered to be potential compatitors on

the technology marker where they- owsn  substiturable
technologles if In the specific case the licensee is not
licensing his own technology, provided that he would
be ]ike%y to do so in the evem of a small but
permanent increase in technology prices, Howewer, for

- the_application of the TIBER potential competition on

4. . the technology 'market is not taken inro account {see
- paragraph 66 below). .. SR
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competition In respect of a substantial part of the
products in . question.. The market share - thresholds

{Article 3), the hardcore list. (Article 4) and the

~excluded restrictions (Article 5) set out In the TTBER -
alm at ensuring thar only restrictive agreements that =~

. ¢can reasonably be presumed to fulfil the four conditions
- of Article 81(3) are block exempted,

36.

As set out in section [V below, many licence agreements

fall ourside Article 81(1), either because they do not

restrict competition at all or because the restriction of -
*-competition is not aﬂ:reclablc {#). To the extent that
- such agreements wou

anyhow fall within the scope of

o -the TTBER, there is no need to determine whether they
are caught by Article 81(1) .

37,
- examine whether in the individual case the agreement is

Qutside the scope of the block exemption it is relevant to

.- caught by Article 81(1} and if so whether the conditions

of Article 81(3) are satisfled. There is no presumption

that technolopy transfer ‘agreements falling outside the

" block exemption are caught by Article 81{1) or fail o -

- satisfy the -conditfons of Anicle 81{3). In particular, the
mere fact that the market shares of the parties exceed the

market share thresholds set out In Ardele 3 of the TTBER

is not a sufficient ‘basls for finding that the agreement is-
caught by Article 81(1). Individual assessment of the °

likely effects of the agreement is required. It s only

~when agreements contain hardcore - restrictions of
competition that it can normally be presumed that they

_ are prohibited by Article 81.

2. Scope and duration of the Block Excmption Regulation

2.1, Agreements between two parties

|38,

* _multiparty agreements is whether the agresment in. .
question is concluded between more than two under-

39,
- the scope of the TTBER. even if the agreement stipulates

According to Article 2(I) of the TTBER, the Regulation ..
covers technology transfer agreements ‘between two
undertakings'.. Technology transfer apreements between
-more than two undertakings are not covered by the

TTBER {¥). The decisive factor In_terms of distinguishing
berween agreements . between two undertaKings and

takings.

Agreements concluded by two undertakings fall within

- .conditions for more than one level of trade. For instance,

the TTBER applies to a licence agreement concerning not

- only the production stage but also the distribution stage,

stipulating the obligations that the licensee must or may.

- impose on rescllers. of the produc;s produced under the

licence (%), .

40.

Licence agreements concluded between more than two
undertakings often ‘give rise to the same lssues as

. Ticence agreements of the same nature concluded

-between two undertakings. in its individual assessment

- of licence agreements which are of the same natwre as

those covered by the block exemption but which are
concluded between more than two undertakings, the

o Commlssion will apply by analogy” the principles ‘ser

41

42

-out in the TTBER,

: 22 Agreements for the production of contract products

Tt follows from Article 2 that for ticence agreenents to be
covered by the TTBER they must concern ‘the production
of contract products’, le. products incorporating or
produced with the ficensed technology. In other words,
to be covered'by the TTBER the licence must permit the
licensee ro explolr the licensed technology for production
of goods or services (see. recital 7 of the TTBER). The
TTBER daes not cover technology pools, The natton of
technology pools covers agreements whereby two or
more parties agree to pool their respective technologles

and license them as a package. The notlon of technolopgy

pools also covers arrangements whereby two or more:
undertakings agree to license a third party and
authorise him to lizense on the package of technologles

Technology pools are dealt with in section IV.4 below.

The TYBER applies to licence agreements for the
production of contract products whereby the licensee is
also permitted to sublicense the Jicensed technology ro

. third parties provided, however, that the production of

" 43,

- contract products constitutes the primary object of the

agreement. Conversely, the TTBER does not apply to
agreements that have sublicensing as thelr primary

. object, However, the Commission will apﬁly by analogy

the principles set qut in the TTBER and these guidelines
to such ‘master Heensing' agreements between Hesnsor
and licensee, Agreements between the licensee and
sub-licensees are covered by the TTBER.

The term ‘comtract products’ _encorﬁpassés goods and
services produced with the licensed technology. This is

~ the case both whefe the licensed technology Is used In

. the production process and where it is incorporated into

- the product itself, In these guidelines the term 'produas

incorporating the lcensed technology’ covers both
situgtions. The TTBER applies in all cases where tech-
nology is licensed for the purposes of producing goods
and services. It is sufficient in this respect that the
licensor undertakes .not to exercise his intellectual
properly rights against the licensee. Indeed, the essence
of a pure patent licence {s the right 1o operarte Inside the
scope of the excluslve right of the patent. It follows that
the TTBER also covers so-called non-assertion agreements’

‘and settlement agreeménts whereby the licensor permits

- the licensee to produce within the scope of the patent.
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Ce49,

The TTBER only applies to agreements that have as thelr = .
~primary object the transfer of technology as deflned in ~

" that Regulation as opposed to the purchase of goods and

services or the licensing of other types of intellectual -
property, Agreements containing provisions relating to .

the purchase and sale of products are only covered by

_the TTBER to the extent that those provislons do not

constitute the primary object of the agreement and are
directly related to the application of the Jicensed tech-
nology. This is likely to be the case where the tied
products take the form of equipment or process input

. which Is specifically tailored to efﬁdentclr expleit the

- Heensed technology. If, on the other hand,

the product

., is simply another Input into the final product, it must be

.. carefully examined whether the licensed technology
_.constirutes the primary object of the agreement. For .

instance, in cases where the licensee is abrezdy manufac-

.turing a final product on the basls of another technology,

the licence must lead to a significant improvement of the

. Jeensee's production process, exceeding the value of the

product purchased from the licensor, The requirement

that the tied products must be related 1o the licensing :
of technology Implies that the TTBER does not cover the -

purchase of products that have no relation with the

- products incorporating” the licensed technology. This is

for example the case where the tied product Is not
intended to be used with the licensed product, but
relates to an activity on a separate product market,

0. The TFBER only covers the licensing of other types of
- Intellectual property such as trademarks and copyright,

. other than software copyright, to the extent that they ate

directly related to the exploitation of the licensed tech-

nology and do not constimte the primary object of the . -
agreement. This condidon ensures that agreements -
covering other types of intellectual property rights are

only block exempted to the extent that these other intel-
lectual property rights serve to enable the licensee to
better exploit the licensed technology. The licensor miay

- for instance authorise the licensee to wse His trademark

on the 'froducts Incorporating the licensed techaology.
The trademark licence may allow the licensee to better

‘exploit the ficensed technology by allowing consumers to

make an immediate link between the product and the

‘clwaracterstics imputed to it by the licensed rechnology.

An obligaon on the licensee to use the licensor’s
trademark may also promote the dissemination of tech-

:.: nology by allowing the licensor to identfy himself as the

5L

- duction and distribution of the protec
production of copies for resale, Is considered 1w be-

soutree of the underlying technology. However, where the

value of the licensed technology to the licensee is limited
because he already employs an identical or very similar -
and the matn object of the agreement is the.

technolo;

trademark, the TEBER does not apply (¥%).

The licensing of copyright for the p::rose of repr}?-
work, Le. the

- similar 1o -technology licensing. Since such licence
*"-agreements ‘relate to - the production -and sale of

__TTBER and these guidelines when assessing such

52,

.nology  wansfer ~ agreements

products on the basls of an intellectual property right,
they are considered to be of a similar nature as tech-
and normally ralse
comparable issues, Although the TTBER does not cover
copyright other than software copyright, the Commission
will as 4 general rule apply the principles set out in the

licensing of copyright under Article 81.

On the other hand, the [lcensing of rights In
performances and other fights related to copyright is

" considered to raise pardeular issues and it may not be -

» warranted to esséss such Heensing on .the basis of the

principles developed In these guidelines, In the case of
the various rights related to performances vatue is crested

* not by the reproduction and sale of coples of & product
= but by each individual performance of the protected
" waork. Such exploitation can ‘take varlous forms
" including the performance, showing or the renting of
" protected mateclal such s . films, music’ or sporting
- events, In the ap‘ﬁllcadon of Article 81 the specificirles

" of the work and
taken into account {**). For instance, resale restrictions -
"may pive rise to less competition concerns whereas
- particular concerns may arise where licensors impose
-on their licensees to_ extend to each of the licensors

e way in which it is exploited must be

more favoursble conditlons obtained by one of them.
The Commisslon will therefore not apply the TTBER
and the present guidelines by way of amalogy to the
licensing of these other rights. o

53. The -Commission will also not extend the -principles

developed In the TTBER and these - guidelines to
trademark licensing, Trademark licensing "often--cccurs
in the context of distribution and resale of poods and
services and Is geperally more akin to distibution
agreements than technology licensing, Where a

- trademark licence Is directly related to the use, sale or

resale of goods and services and does not constitute the

-primary object of the agreement, the licence agreement is

eovered by Commission Regulation (EC) No 2790{1999

.‘on the application of Article 81(3) of the Treaty to
“.categorles - of - vertical agreements and  concerted

.. practices {*1}. .. .

. 2.4, Duration

54, Subject to the duration of tlhe TTBER, the block

exemption upplies for as long as the licensed property
right has not lapsed, explred or been declared Invalid,in

" the case of know-how the block exemption applies as

long .as the licensed know-how remains secret, except

" where the know-how becomes publicly known as a

result of action by the licensee, In which case the

¢ exemption shall apply for the duration of the

agreement (cf. Anicle 2 of the TTBER). :
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block exempted, comply with Regulation 2790/1999. For

instance, the licensor can oblige the Jicensee to establish a

system based on exclusive distribution in accordance with

specified rules, However, it follows from Article 4(b} of

Regulation 2790{1999 that distributors must be fiee to

make passive sales into the territorles of other exclusive
* distributors, '

64. Furthermore, distributors must In princlple be free to sell
.. both actively and passively into terrltories covered by the
-2 distribution systems of other licensees producing thelr
.+ own. products ‘on the basis of the licensed technology.
. This is- because for the purposes of Regulation
- 27901999 each lcensee is- a separate supplier.
However, the reasons underlying the ‘block exemption
:: -+ -contained In-thar Regulation may also apply where the
* -products incorporating the lcensed technology are sold
by the licensees under 2 common brand-belonging to the
licensor, When the products incorporating the licensed
technology are -sold-under a common brand identity
- there may be the same -efficiency reasons for applying
"the same types of . testraints between licensees'

- digibutlon - systems a5 within - a .single vertical

- distribution. system, -In such cases the Commission
< would be unlikely to challenge restrainis where by
" .analogy the requirements of Repulation 27901999 are
ofulfilled, For a common brand identity to exist thk
* products must be sold and marketed under a common

brand, which Is predominant In terms of conveying .

quality and other relevant information to the consurner.

taken .into account for the application of the market

. share threshold or the hardcore list, Outside the safe
. hatbour of the TTBER potential competition ea the tech-

.- nology market is taken into account bt does not lezd to

7

-~ 68,

- the application of the.hardcore list relating to agreements

between competitars (see also paragraph 31 above),

Undertakings are competitors on’ the, relevant product
market where both undertakings are active od the same

" product and geographic market(s) on which the products

incorporating the licensed technology are sold (actual
competitors). They ave also consldered competitors
where they would be likely, on realistic grounds, to
undertake the necessary additional investments or other
necessary switching costs to enter the felevant product
and peographic market(s} within a reasonably shont
period of tme{”} in response to a small and
permanent  increase in  relative prices  (potential
competitors).

.t follows from paragraphs .66 and 67 that two under-

takings are .not competitors for the purposes of the

. TTBER .where the licensor is neither an- actual nor a

L potential ‘supplier of products on the relevant market

-and the licensee, alteady presemt on the

roduct

- market, is not licensing out a competing technology

It does not suffice that in additlon to the licensees® brands . :..
the product carries the Jicensor's brand, which Identifles =~

him as the source of the licensed technology.

3, The safe harboyr established by the Block Exemption
Regulation o

S "65?"Accordlng to Artick 3 of the TTBER the block

exemption of restrictive agreements js subject to market
share thresholds, “confining the scope of the block

exemption. to agreements that although they may be

restrictive of competiton can generally be presumed to

fulfil the conditions of Aricle 81(3). Outside the safe =
*~ harbour created by the market share thresholds individual =

“-assessment Is required, The fact that market shares exceed
the thresholds does not glve rise to any presumption

* 7 either that the agreement is caught by Amicle 81{1} or

that the agreement does ‘not fulfil" the conditions of
“Article 81(3). In the absence of hardcore restrictions,
- market analysis is required. - o

66. The ntarker share threshold to be applied for the purpose
~ of the safe-hatbour of the TTBER depends on whether
the agreement is concluded between competitors or

non-competitors. For the purposes of the TTBER under-

takings are competitors on the relevant technology
market when they license competing technologtes,
Potentlal competitlon on the. technology market is not

69,
- market -share- threshold & 20% and in the case of

. become competiters if at a

. even if he owns a competing technology and produces

on the basls of that technol o%y.‘Howeven the parties

ter polnt in time the
licensee starts -licensing . out -his rechnology or the
Heensor becomes an actual or potential supplier of
products on the relevant markét, In that case the
hardcore list relevant for agreements berween
non-competitors will continve to apply o the
agreement unless the agreement Is subsequently
amended In any material respect, see Article 4(3) of the
TTBER and paragraph 31 above,

In the case of agresments between competitors the

agreements between non-competitors it s 30% (cf.

“~Article 3{I) and (2} of the TTBER). Where the under-
- takings party to the [icensing agreement are not

competitors the agreement is covered if the market

“share of neither party exceeds 30% on the affected

relevant -technology and product markets, Where the
undertakings party to the Jicensing agreement are
competitors the agresment Is covered If the combined
market shares of the parties do not exceed 20 % on the
relevant technology and product markets. The market
share thresholds apply both to technology markets and
matkets for produets incorporating the Jicensed tech.
nology, If the applicable market share threshold is
exceeded on an affecred relevant market, the block
cxemption does not apply to the agreement for that
relevant market. For instance, if the licence agreement
concerns two separaie praduct markets or two separate

..geographic markets, the block exemption may apply to
. one of the markets and not to the other. -
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Example 2

The sitation Is the same as In example 1, however
now B and C are operating in different geographic
markets. It is established that the total market of

.| Xeran_and lts substitutes .Is worth EUR 100 milfion
“1 annually in each geographic market, "~ © -

In this case, A's market share on the technology
market has to be caloulated for cach of the two
geographic markets, In the market where B is active
A's market share’depends on the sale of Xeran by B.
As In this example the total market Is assumed 10 be
EUR 100 million, ie. half the size of the market in
example 1, the market share of A Is 0% In_year 2,
15 % in year 3 and 40 % thereafter. B's market share
is 25 % in year 2, 30 % In year 3 and 40 % therealter.
‘In year 2 and 3 both A's and B's market share does
not exceed the 30% threshold, The threshold is

however exceeded from year 4 and this means that, |

in line with Article 8{2) of the TTBER, after year 6 the
licence agreement between A and B can no longer
benefit from the safe harbour but has to be assessed
‘on an individual basis. K ’

1 In the market where C is active A's market share

depends on the sale of Xeran by C. A's market
share on the technology market, based on C's sales
in the previous year, is therefore 0% in year 2, 10%
in year 3 and 15 % thereafter, The market share of C
on the product market 35 the same: 0% in year 2,
10% in year 3 and 15% thereafter. The licence
agreement between A and C therefore falls within
the safe harbour for the whole pesiod.

~ Licensing betwezn competitars

Example 3

Companles A and B are active on the same relevant
product and geopraphic market for a certain chemical
product. They also- each own a patént -on different
technologies used to produce this product. In year 1

" A and B'sign a cross licence agreement censing each

other to use thelr respective technologies. In year I A
and B produce only with their own technology and A
sells EUR 15 million of the product and B sells
EUR 20 million of the product. From year 2 they
‘both use their own and the other’s technology,
Fromn that” year enward A sefls EUR 10 million of
‘the product produced with jts own technology and
EUR 16 million of the product produced with B's
technology. B sells from year 2 EUR 15 million of
the product produced with its own technology and
EUR 10 million of the product produced with A's
‘technology. It is established that the toral market of

“the product and its-substitutes is worth EUR 100

million in each year. ) _ ’

To assess the licence agreement under the TTBER, the
market shares of A and B have to be caleufated both
an the technology market and the ‘producr marker.
~'| “The Tharket -shate of A on the technology market
“ -1 depends on the amount of the product sold in the

| preceding year that was produced, by both A and B,
with A's technology. In year 2 the market share of A

its own production and sales of EUR 15 million in
‘year 1. From year 3 A's market share on the tech-
| nology market is 20 %, reflecting the EUR 20 million
sale of the product produced with A's-technology and
produced and sold by A and B (EUR 10 million each).
Similarly, in year 2 B's market share on the tech-
nology market is 20 % and thereafter 25 %,

The market shares of A and B on the product market
'| depend on their respective sales of the product In the
previous year, Irrespective of the technology used, The
market share of A on the product market Is 15% in
| year 2 and 20 % thereafier, The market share of B on
| the product market Is 20% in year 2 and 25%
thereafter. e

As the agreement Is between competitors, their
combined market share, both on the technology and
on the product marker, has to be below the 20 %
market share threshold in order to benefit from the
safe hiarbour. Tt is clear that this is not the case here.
The comblned market share on the techniology market
and on the product market is 35% In year 2 and
45 % thereafier. This agreement between competitors
rm therefore have to be assessed on an individual
asis,

4, Hardcore restrictions of competition under the Block
. Exemption Regulation.

' 4..1.7fGenera_l, principles '

74. Atticle 4 of the TTBER contains a list of hardcore

restrictions  of competition. The classification of a
resteaint as a hardcore reswiction of competition Is
based on the nature of the restriction and experience
showing that such restrictions are almost always anti-
competitive. In line with the case law of the
Community Courts ) such a restriction may result
from the clear objective of the agreernent or from the
_ circumstances of the individual case {cf. paragrph 14
above}. T '

.on the technology market is.therefore .15 %, reflecting .| ...
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The hardcore_ restriction of competition contained in

- Article 4(1)(a) concerns agreements between competltors
_ that have as their object the fixing of prices for products -

sold to third pasties; including the products incorporating

- the licensed techniology. Price fixing between competitors -
constitutes a restriction of competition by its very object, . .,

82,
" 4{1)bY concerns reciprocal

The hardcore restriction of competition set out In Article
output restrictions on the

" parties. An output restriction Js a limitation on how
“much a party may produce and sell. Anicle 4(1){b)

by Price fixing can for instance take the form of a direct.: - .-

.- agreement on the exact ptice to be charged or on a price -
- list with certain allowed maximumn rebates. It Is fmma- -
. terial whether the agreement concerns fixed, minimum, =<
¢, maximum or recommended prices. Price-fixing can also © -+
.. be implemented indirectly by applying disincentives to -
deviate from an agreed price level, for example, by -
providing that the royalty rate will Increase if product . - =

- 80,

prices are reduced below a certain level. However, an

obligation' on the licensee to pay a certain minimum -:

royalty does not In itself amount to price fixing.

'_wil-:en 'royalties are calculated on the basis of individual -
. product sales, the amount of the royahy has a direct

- impact on-the marginal cost of the product and thus a

. direct impact on preduct prices (*%. Competirors can - L

. therefore use cross licensing with teciprocal running

royalties as 2 ‘means of co-ordinating prices on down-

 stream -product markets (*1). However, the Commission

- will_only- treat cross licences. with reciprocal running
- .-royaltles. as price fixing where the agreement is devoid

. of -any pro-competitive purpose and therefore does not |
~constitute :a bona fide licensing arrangement. In such =

81,

cases where the agreement does not create any value

«~and therefore has no- valld buslness jusdfication, the
-; arrangement s 4 sham and amounts to a cartel. i

The hardcore restriction contained in Anticle 4{1)(a} also
covers agreements whereby royalties are calculated on the
basis of ali product sales irrespective of whether the
ficensed technology Is being used. Such agreements are
also caught by Aricle 4(1){d} according to which the

licensee must not be restricted in his abiliry to use his
own technology (see paragraph 93 below). In general - =

such agreements restricc  competition  since: the

_nagreement raises the cost of using the licensee’s own

.competing - technology and restricts competition that
existed in the absence of the: agreement (*3). This Is so -~
“both In the case of reciprocal and - non-reciprocal
arrangements, Exceptionally, however, an agreement

whereby - royalties are calewlated on the basis of all

-product sales may fulfil the conditions of Article 81{3) -
in an individual ‘case where on the basis of objective -
factors it can be concluded that the restriction is Indis- *~
- pensable for pro-competitive licensing to oceur. This may
... be the case where In the absence of the restraint it would-
"+ .~ be impossible or unduly difficult to calculate and monltor -
tlie royalty payable by the licensee, for instance because <
-+ the licensor's technology leaves no visible troce on the-
-final: product artdl Emcttcable alternative ‘monitoring -
a - -

methods are unavailable,

-does not cover output limitations on the licensee in a
‘non-reciprocal agreement or output fimications on one of
. the licensees in a reciprocal agreement provided that the .
<+ -output limitation only concerns products produced with

..~ the licensed technology. Anticle 4(1){b) thus identifies as

hardcore restrictions rectprocal output restrictions on the

" “partles and output reswictions on the licensor In respect

8.
- -quantity limitations is based on the consideration that a

“6f his own techriology. When competitors agree to

impose reciprocal output limitations, the object and

- likely effect-of the agreement is to reduce output In the
“ market. The same {5 trie of agreements-that reduce the .

Incentive of the parties to-expand output, for example by
obliging each other to make payments If a certain level of
output is exceeded.

The -more favourable - treatment of non-reciprocal

.. -one<way restriction does not necessarily lead to a lower

output on the market while also the risk that the

_agreement is not a bona fide licensing arrangement is

less when the reswiction is non-reciprocal. When a
Ficensee 1s. willing to accept a onc-way restriction, it is
likely that the apreement leads to a real integration of
complementary technologies or an efficiency enhancing
integration of the licensor's superior techriology with the

« llcensee's productive assets, In a reciprocal agreement an

cutput Testriction on ane of the licensees is likely 10
reflect the higher value of the technology licensed by

-+ one of the parties: and may serve to promote
-, pro-competitive licensing. : : '

84,

The hardcore restriction of competition set out in Article
4(1)ic) concerns the allocation of markets and customers,
Agreements whereby competitors share markets and
customers have as their object the restrietion of
competition, It is a hardcore restriction where
competitors In & reclprocal agreement &gree not to
‘produce in ceriain territorles or not to sell actively
andfor passively into certain territories or to certéin

© . customers reserved for the other: panty,

83,

Article 4{L)ic) applies irréspéctive of whether the licensee
remains free 10 use his own rechnology. Once the
licerisee_has tooled up to use the licensor's technology
10 produce a giveri product, it may be costly to maintain

* a separate production line using another technology in

“  order to serve customers covered by the restrictions.

Moreover, given the anti-competitive potentfal of the

~restraint the licensee may have lide incemtive to

‘produce under his own technology. Such restrictlons
‘are also highly unlikely  to ~ be indispensable for

pro-competitive licensing to occur..
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Finally, Article 4(1)(c){vii} exchudes from the hardcore Jist -
‘an obligaion on the licensee in . a non-reciprocal

agreement to produce the contract products only for a
particular customer with a view to creating an alternatlve
source of supply for that customer, It is thus e condition

. for the application of Article 4{1)(c)(vii) that the Heence is

limited to creating an alternative source of supply for that

particular customer. It Is not a conditlon, however, that
only one such licence is granted. Article 4(1)(cH{vii) also
covers sitvations where more than one. undertaking Is
licensed o supply the same specified customer, The
potential of such agreements to share markets is limited

. where the licence is granted only for the purpose of

-supplying a particular customer. In particular, in such

- circumstances it cannot be assumed that the agreement

-will cause the licensee to cease exploldng: his own tech-

- nology.

94.

The hardcore restriction of competition set out in Article

restricions are tmposed on the licensee's use of his

. owmn technology or to carry out research and devel-

opment, the comperdtiveness of the licensee's technology
is reduced. The effect of this Is to reduce competition on
existing product and technology markets and to reduce
the licensee's incentive to invest in the development and

. improyement_of his technology.. ...

4.3. Agreements between non-competitors

9.

Article 4(2) lists the hardcore restrictions for licensing
between: non-competitors. According to this provision,

. -the TTBER does not cover agreements which, directly

or indimt?. in isolation or in combination with other
factors wnder the conteol of the parties, have as their
object:

(@ the resuiction of a partys abiity to determine its

4(1){d) covers firstly restrictions on any of the partes’ "
“ahility to carty out research and developmént. Both

- "parties must be free to carry out independent research
“- and developient. This rule applies irrespective of -

" -whether the restriction applies to a fleld covered by the

*  to restrictions on a Party to carty out research and devel- -

licenee or to other fields. However, the mere fact that the
parties agree to provide each other with Afiture
fmprovements of thelr respective technologles does not
amount to a restriction on independent research and

~development. The effect on competitlon of such
" agreements must be assessed In light of the clrcumstances

‘of the individual case. Article 4{1}{d) also does not extend -

‘opment” with third - partles, ‘where such restriction is

" necessary to protect the licensor's know-how against

disclosure, In order to be covered by the exception, the

-~ restrictions imposed to protect the licensor's know-how
- -agalnst disclosure must be necessory and proportionate to

ensure such protection, For instance, where the
agreement designates particular employees of the

" licensee to be traited in and responsible for the use of
* the licensed know-how, it may be sulficient to oblige the

95
.. uneestricted In the use of his own competing technology

licensee not to allow those employees to be invalved in

research and development with third parties. Other -

safeguards may be cqually appropriate.

According to Article 4{1)(d) the ficensee must also be

provided that in 5o doing he does not make use of the

. .- technology licensed .from the licensor. In relation to his . . .

own technology the licensee must not be subject to limi-
tations in terms of where he produces or sells, iow much

he produces or sells and at what price he sells. He must

also not be obliged to pay royalties on products produced
on the basis of his own technology {cf. paragraph 31

. above), Moreover, the licensee must not be resteicted in -
" licensing his own technology to third parties. When .

. prices when gelling. products to thid parties,
without ‘prejudice to the possibility to Impose a
.maximum sale price or recommend a sale price,
_provided. that it does not amount-to a fixed or
- minkmum sale price as.a result of pressurs from, or
Incentives offered by, any of the parties;

the restriction of the: territory inte which, or of the
customers to whom, the-licensee may passively sefl
the contract products, except;

-

" () the restriction of passive sales into an exclusive
_ teritory or to an exclusive customer group
- reserved for the licensor; '

{il). the restriction of passive sales into an exclusive

. - lemitory o to an exchwive customer group
allocated by the licensor to another licensee
during the first two years that this other
Heensee is selling the contract products int that
-tertitory or to that customer group:

{iii) the obligation to produce the contract products
only for its own use provided that the licensee is
not restricted In selling the contract products
actively and passively as spare_parts for its own
. produgcts;, ' L

[(iv) the obligation 1o produce the contract products

" only for-a panicular customer, where the licence
was granted in order to create ‘an diernative
-source of supply - for that customer;
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Restrictions on passive sales by licensees into an exclusive .
_territory or custotner group allocated to another licensee
r two years calculated from the -

are block exempted
date on which the protected licenses first markets the

o -'!:roduct's incorporating the lcensed technology inside

is exclusive tepritosy or 1o his exchsive customer

group (cf. Aricte 4Q2)b)(il}). Licensecs often have to

104,

Article 4(2}(b}{¥) brings under the block exemption an
obligation on the licensee not to sell 10 end users and
thus only to sell to retailers. Such an obligation allows

- the lcensor to assign the wholesale distribution function

to the liceusee and normally falls ourside Anicle

81(1) ).

““comimit substanitial  investments in production assets
*and promotional activities in order to start up and

develop a new temitory. The risks facing the new

licenses are therefore likely to be substantial, in particular -+ ¢

since promotional expenses and investment In assets

_ required to produce on the basis of a particular tech-
nology are often sunk, ie. they cannot be recovered if -

‘the licensee exits the market, In such clrcumstances, it Is
often the case that lcensees would not enter into the

. - licence agreement without protection for a certain
. period

of time against [active and) passive sales into
their terrltory by other Jicensees, Restrictions on passive

" sales into the exclusive territory of a licensee by other -
' licensees therefoiz often fall outside Article 81{1) for a

" period of up to two years from the date on which the
_ product incorporating the licensed technology was first

BT Y

put on the market in the exclusive territory by the
licensee in question. However, to the extent that in Indi-
vidual cases such restrictions are caught by Article 81(1}
they are bilock exempted. After the expiry of this

. Finally Article 4(2{b)(v) brings under the block
‘exemption a restriction on the [icensee not to sell to

_ unauthorised distributors. This exception allows the
- Heensor to impose on the licensees an obligadon to

106,

form part of a selective distribution system. In that
case, however, the licensees must according 1o Article
4(2}{c) be permitted 1o sell both actively and passively
10 end users, without prejudice to the possibility to

-restrict the licensee to 4 wholesale function as foreseen

in Article 4(2)(®)(v) (cf. the previous paragraph).

I Is recalled (cf, paragraph 39 above) that the block
exemption covers licence agreements whereby the

_licensor imposes obligations which the licensce: must or

two-year period restrictions on passive sales between .

licensees  constitute  hardcore  reswictions.  Such
restrictions are generally caught by Article 81{1) and
are unlikely to

indispensable for the attainment of efficiencies (‘).

Antlele 4(2)(b)i) brings under the block exemption a

... restrietion whereby the licensee is obliged to produce

" hls own (captive) use, Where the contract product is a -
component the licensee can thus be obliged to use that -

103,

products Incorporating the licensed technology only for

product only for incorporation into his own products
and can be obliged not to seil the product to other

producers. The licensee must however be able to -

actively and passively sell thé products as spare pans
for his own products and must thus be able to supply
third parties that pecform after sale services on these
products. Captive use restrictions are also dealt with in
section V.25 below. :

As in the case of agreements between competitors (cf.

paragraph 93 above} the block exemption also applies-

to apreements whereby the licensee i3 obliged 1o

. produce the contract products only for a particular

customer in order to provide that customer-with an alter-

native source of supply {&f. Article 4{2)(b)(i¥}). In the case

of agreements between non-competitors, such restrictions
-are unlikely to be caught by Article 81(1).

fil the conditions of Artitle 81(3). in -
particular, passive sales restricrions are unlikely to be.

may Impose on his buyers, including -distriburors,
However, . these obligations must comply with the
competition rules appliczble to supply and distribution

- .‘agreements. Since the TTBER Is limited to agreements

- between: two - parties the agreements conclud

between
the licensee and his buyers implementng such obli-
gattons are not covered by the TTBER. Such agreements

..are only block exempted when they comply with Regu-

Iation 27901999 (cf. section 2.5.2 above),

5. Excluded restrictions

10

" - vidual

Article 5 of the TTBER lists four types of restrictions that
are not block exempted and which thus require indi-
assessment  of  thelr anti-competitive and
pro-competitive effects. It. follows from Anicle 5 that

the inclusion in & lidence agreement of any of the

restrictions contained In these provisions does not
prevent the application of the block exemption to the

. Test of the agreement. It is only the individual restriction
. - in question that.Is not block exempted, implying .that
"l individual assessment s required. Accordingly, the rule

of severability
’ _Arl_:ic]_e 5. -

- 108,

applies to .the .resmictions set out in

Article 5{1) provides that the block exeniption shall not
apply 1o the following theee obligations:

{a} Any divect or indirect obligation on the licensee to
grant an exclustve Jicence to the licensor or 1o a third
party designated by the licensor in respect of its own

-.-severable jmprovements to or its new applications of
. the licensed technology. - : ‘
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prevented from wsing It or are only able 1o use¢ [t against

_ payment of royalties (*%). In such cases the conditions of

“Article 81(3) are unlikely to be fulfilled (%), However, the
Commisslon rakes a favourable view of non-challenge
clauses relating to know-how. where once disclosed it is

- likely 16 be impossible or -very difficult to recover the

" ‘without fear of a challenge once the know-how has been

- 113,

-by allowing weaker licensors to license stronger licensees

absorbed by the licensee, . .

The TTBER covers the possibility for the licensor to "
terminate the lcence agreement in the event of 2+ |

challenge of the ‘licensed technology. Accordingly, the

_Jicensor Is not forced to comtinue dealing with a
~'licensee that challenges the -very subject matteér of the

* = further use by the licensee-of the challenged technology . .
‘- is ar the challengers own risk. Anicle 5(1){c) ensures,-

- gations obliging the licensee not to challenge the licensed | ‘

technology, which would permit the licensor to sue the ~
licensee for breach of contract and thereby create a

114,

licence agresment, implying that upon termination any

however, that the TTBER does not cover contractual obli-

further disincentive for the Heensee to challenge the
validity of the licensors technology. The provision
thereby ensures that the licensee is In the same
position as third parties,

Article 5(2) excludes from " the .scope “of the block
exemption, in the case of agreements between
non-competitors, any direct . or indirect obligation

' limiting the licensee’s abllity to exploit his own tech-

_nology or limiting the ability of the parties to the

.. agreement to carry oul research and development,

.. -unless such latter restriction s indispensable to prevent ~

'_ the disclosure of licensed know-how to third parties. The

. 4{1)d). of the hardcore list concerning agreements .
"between competitors, which is dealt with in paragraphs

content of this condition is the same as that of Article

94 and 95 above. However, in the case of agreements

between non-competitors it cannot be considered that -

such rpestrictions - generally have negative effects on
competiion or that the condirions of Aricle 81(3) are
generally not satisfied (). Individual assessment s

. required. e :

" 115, In the case of agreements between non-competitors, the -

.~ However, there may be cases where for the purposes of

the block exemption the parties - are *considered
non-competitors in spite of the fact that the licensee
does own a competing technology. This is the case
where the licensec owns a technology but does not

. license it and the licensor is not an actual or potential

. lcensed know-how. In such.cases, an obligation on the | =
- licensee ‘not to challenge the licensed know-how
Eremores dissemtnation of new technology, in partleular

-supplier on the product market. For the purposes of the

block exemption the parties are in. such circumstances

‘neither. competitors on .the technology market ner

competitors on the product market (%), In such cases it

. is lmportant to ensure that the licensee Is not restricted

" develop Jt. This technol

in his abillty to exploit his own technology and further
constitutes a competitive
constraint in the market, which should be preserved. In
such a situatlon restrictions on the licensee's use of his .
own technology eor on research and development are
normally considered to be restrictive of competition

;. and not to satisfy the conditions' of Article 81{3). For

instance, an obligation on the licensee to pay royalties

-not oply on the basis of products’it produces with the

- licensed technology but also on the basis of products it

116.

produces with its-own technology will generally limit the
ability of the licensee to exploit its own technology and
thus be excluded from the scope of the block exemption.

In cases where the licenses does not own a competing -
technology or is not already developing such a tech-
nology, a restiiction on the ability. of the patties to

i -carry out independent research and development may

be restrictive of competition’ where only a few tech-
nologles are available, In that case the parties may be
an jmportant {potential} source of Innovation in the
market. This is particularly so where the partles possess
the necessary assets and skills to carry out further
research and development, In that case the conditions
of Anicle 81(3) are’ unlikely to be fulfilied. In other

- cases where several technologles ‘are awailable and

where the parties do not possess special assets or skills,
the restrictlon on research and development is likely to
either fall outside Article 81(1) for lack of an appreciable
restrictive effecr or satisfy the conditions of Article §1(3).

_The reswralnt ‘may promote the dissemination of new

technology by assuring the licensor that, the licence
does not create a new competitor and by inducing the
licensee to focus on the exploitation and development of
the licensed technology. Moreover, Article 21{1} only
applies where the agreement reduces the Hcensee's

. .incentive to improve and exploit his own.technology.

This is for instance not likely to be the case where the:
licenser is entitled to terminate the licence. agreement
once the licensee commences to produce on the basis
of his own competing technology. Such a right does
not reduce the llcensee’s incentive to Innovate, since
the agreement can only be  terminated when a

- commerclally viable technology has been developed and

“ficensee normally dues not own a competing technology. - -

products produced on the basis thereof are ready to be

put on- the market. : 4
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Whereas withdrawal of the benefit of the TTBER by the
Commission under Artlcle 6 imrpl]es the adoption of a
decision under Articles 7 or ¢ of Regulatlon 1f2003, the

- effect of a Commission disapplication regulation under
~Article 7 of the TTBER Is mercly to temove, In respect

. .of the TTRER and to restore the full application of Article " - -
“781{1) ‘and (3). TFollowing the adoptien of a regulation . -

of the restraints and the markets concerned, the benefit

declating the TTBER inapplicable for a particular
market in respect of agreements. containing certain

restraints, the criteria developed by the relevant case

law of the Community Courts and by notices and
previous decislons adopted by the Commission will give
guidance on the application of Article 81 to individual

.agreements, Where appropriste, the Commission will

-~ 125,

‘take a decislon In an individual case, which can
[provide guidance to all the undertakings operating on
the market concerned.

For the purpose of cafculating the 50 % market coverage
“ratlo, account must be taken of each individual network
“of licence agreements contsining restraints, or combi-

“ nations of restraints, producing shmilar effects on the

126,

matket.

Anticle 7 does not entail an obligation on the part of the
Commission to act where the 50 % market-coverage ratlo
is excecded. In general, disapplication Is appropriate

- 'when it Is likely that access to the relevant market or

competition therein s appreciably restricred. In assessing -

* - the need 10 apply Article 7, the Commission will consider

whether individual withdrawal would be 2 more appro-
priate -remedy. This may depend, in partlcular, on the
number of competing undertakings contributing to a

o cumulative effect on a market or the number of

127.

affected geographic markets within the Community.

Any regulatlon adopted under Article 7 must clearly set
out lts scope, This means, first, that the Commission
must define the relevant produet -and geographic

+ market(s) and, secondly, that It must identify the type

“"of licensing restralnt in respect of which the TTBER

will no longer apply. As regards the latter aspect, the

Commission may modulate the scope of its regulation

“ according to the competition concern which it intends

to  address. For instance, while all parallel networks of

. non-compete artangements will be taken Into account

for ‘the purpose of establishing the $0% market

- coverage ratio, the Commission may nevertheless
- restrict the scope of the disapplication regulation only

to  noncompete  obligatlons  exceeding a certain -

" duration. Thus, agreements- of 2 shorter duration or of
" & less restrictive nature might be left upaffected, due to

" which, in the specific market context, may be regarded -~

the lesser degree of foreclosure attributsble to such
restraints. Where appropriate, the Commission may also
provide guidance by specifying the marker share level

a5 Insufficlent to bring about a significant contribution by

an Individual undertaking to the cumulative effect. In
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- general, when the market share of the products Incor-

. -porating a technology licensed by an individual licensor

does not exceed 5%, the agreement or nemwork of

" agreements coverlng that technology is not considered

128.

to contribute significantly to a cumulative foreclosure

8 _ effect (7).

“The transitional period of not less than six months that

the Commission will have to ser under Arice 7{2)

- should allow the undertakings concerned to adapt their

128,

agreements to take account of the regulation disapplying
the TTBER.

A regulation disapplying’ the TTBER will not affect the
block exempted status of the agreements concemed for

' the period preceding its entry into force.

IV, APPLICATION OF ARTICLE 81(1) AND 51{3) OUTSIDE THE
SCOPE OF THE BLOCK EXEMPTION REGULATION

- 1. The general framework for analysis

136. Agreements that fall outside the block exemption, for

U131,
- of the TTBER and to confine detailed analysis to. cases

example because the  market share thresholds are
exceeded or the agreement involves more than two
parties, are subject to Individual assessment. Agreements
that either do not restrict competition within the
meaning of Article 81(1) or which fulfil the conditions
of Article 81(3) are valid and enforceable. It Is recalled
that there is no presumption of illegality of agreements
that fall outside the scope of the block exemprion
provided that they do not contain hardcore restrictions
of competition, In particular, there Is no presumption
that Article £1(1} applies merely because the marker
share thresholds are exceeded, Individual assessment
based on the principles described in these guidelines is
required. '

In order to promote predictability beyond the application

that are likely 1o present real competition concerns, the

" Commission takes the view that outside the ares of

hardcore restrictions  Article 81 is unlikely to be
infringed where there are four or ‘more independently
controlled technologies In addition to the tecg:lologies
controlled by the parties to the agreement that may be

"-substitutable for the.licensed technology at a comparable

" cost to the user. In assessing whether the technologles are

sufficiently substitutable the relative commercial strength
of the technologies in question pust be taken into

*- account. The competitive constraint imposed by a tech-

nology i limited if it does not constitute a commercially

- viable alternative to the ticensed technology. For instance,
“if due to network effects in the market consumers have a

strong preference for products incorporating the licensed
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Entry barers are measured by the extent to which

incumbent companies can increase thelr price above
the competitive Tevel without attracting new entry. In

- the absence of entry barriers, easy and quick entry

would render price -increases  unprofitable. When = - -

effective entry, preventing or eroding the exercise of

1.2, Negative effects of restrictive licence agreements

“141. The negative effécts on competition on the market that
) ‘may  resuit

from restrictive techsology transfer

agreements inchude the following:

market power;. Is likely to occur within one or two .. o0

years, entry barrlers can, as a general rule, be said to

- be low. Entry- barriers may result from 2 wide: variety

_-exclusive . rights, state aid, import tariffs, -intellectual ~ -

.of factors such as economies of scale and scope, - -

governhent' regulations, especially where they establish

. property rights, ownership of resources where the

:supply is limited due to for instance natural limitations,

. essential factlities, a:first mover advantage or brand
: loyalty of consumers created by strong advertising over

‘a period of time, Restrictive agreements entered into by

undertakings may also. work -as an entry barrler b

making .access more difficult and foreclosing {potential)

competitors. Entry barriers ray be present at all stages of
the research and - development, production and

distribution " process. The - question -whether ceriatn of
these factors should be - described  as entry borrers -

depends particularly on’ whether they entall sunk costs.

. Sunk costs-are those. costs which. have to be incurred to
s enter or be active on-a market but which are lost when

the marker Is exited. The more costs are sunk, the more

- potential entrants have to weiph the risks of entering the

139,

140.

market and the more credibly incumbents can threaten
thar they will mawch new competitlon, as sunk costs
mzke it costly for incumbents to leave the market. In
general, entry requires sunk costs, sometimes mihor

.- and- sometimes major. Therefore, -actual competition is’
- in general more

ective and will weigh. more heavily
in.the assessment of a case than porential competition.

A mature market is a market that has existed for some

. time, where the technology used Is well known and wide- -~
. spread and not changing very much and in which -
demand Is relatively. stable or declining. In such a

1. veduction of Inter-technology competition between
" the companles- operating on a technology market or

.on a market for products incorporating the tech-
.nologles In questlon, including facilitatlon of

- ‘coﬂusion, _both_ explicit and tacit;

" 2. foreclosure - of competitors by raising - their costs,

o142,

o cxestricting  their access to .essential inputs or
* otherwise ralsing barriers to entry; and '

reduction of intra-technology” competition between
., undertakings, that produce products on the basis of
- the same technology.

Technology transfer agreements may reduce Inter-tech-
nology ‘competition, Le.- competition between under-
takings that license or produce on the basls of
substitutzble -technologles, This is particularly so where

.reciprocal obligations are imposed. ‘For instance, where

:.»; competitors transfer competing - technologles to each
- -other-and Impose a reciprocal obligation to provide

.each other with future improvements. of their respective

technologies and where this agreement prevemts either

competitor from gaining a technological lead over the

.. mmarker restrictions of competition are more likely to -~ 7
* . have negative effects than in more dynamic markets,

In the assessment of particular: restraints other factors

-may have to be taken into account. Such factors

include cumulative effects, ie. the coverage of the -

" ‘market by similar - agreements, the - duration of the
- agreements, the regulatory environment and behaviour
* that may indicate ot facilitate “-collusion lke price

*leadership, pre-announced price changes and discussions :

143,

other, competition in innovation between the parties is

 restricted {see also paragraph 208 below).

Licensing between comfictirom may also facilitate
collusion. The risk’ of collusion is particularly high in

. concentrated markets. Collusion requires that the under-
* “tukings concemned have similar views on what Is'in their

common interest and on how the co-ordination mech-

“anisms function, For collusion to wark the undertakings

must: also be able to monitor each other's market

-behaviour and . there must be adequate - deterrents to

" “gnisure that there is an incentive not to depart from the

common policy on the market, while éntry barriers must
be high enough to limit entry or expansion by outsiders.

- Agreements can facilitate collusion by increasing trans-

.- -on the 'right" price, price rigidity in response to exeess ©

- behavioir,

capacity,

price  discrimination and - past collusive .

“parency In the market, by controlling certain behaviour

and by ralsing barriers to entry, Collusion can also excep-
tionally be facilitated by licensing agreements that Jead to
a high degree of commonality of costs, because under-
takings that have similar costs are more likely to have
similar views on the terms of coordination (*%). ’
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.. whay appears to be a commercially realistic and less -

150,

would be signifteantly less efficlent. If the application of

restrictive ahternative would Jead to a significant loss of
efficiencies, the restriction in questlon is treared as indis-

- pensable. In some cases, it may also be necessary to

examine whether the agreement as such fs indispensable

but non-essential technelogles {%%), in which case it must
be examined to what extent such inclusion gives rise to
particular efficiencies or whether, without a significant
loss of efficiencies, the pool could be lmited to tech-
nologies for which there are no substitutes, In the case
of simple licensing between two parties it is generally not
necessaty 1o go beyond an examination of the indispen-

sability of individual restraints. Normally there is no Tess

restrictive alternative to the licence. agreement as such.

‘The condition that consumers must receive a fair share of - -
' the benefits implies that consumers of the products ..t . .
produced under the licence must at least be compensated .
*- for the negative effects of the agreement (). This means . .
thar the efficlency gains must fidly off-set the likely .
negative impact on prices, output and other relevant .
~factors: caused- by the agreement. They may do so by

imply, however, that the creation of a de facto Industry

" standard always eliminates competition within the

... 1o achieve the efficiencies, This may for example besoin .
. .the case of technology pools that include complementary

meaning of the last condition of Article -81(2). Within
the standard, suppliers may compete on price, quality
and product features, However, In order for the
agreement to comply with Article 81(3), it must be

ensured_that the agreement does not unduly restrict

_competitiori and does not unduly restrict” future: Inno-

“vation,

2 The application of Article 8% to various types of
licensing restraints

153,

This scction deals with various types of restraints that are
commonly included in licence agreements. Given their
prevalence it is useful to provide guldance as to how.
they -are assessed outside the safe harbour of the

" “TTBER. Restraints that have already been' dealt with in

154,

' changing e cost stucture of the undertakings -

“* concerned, piving them an incentive to reduce price, or -

by allowing consumers to gain access © new or

52

" Amicle 813). A technology
_result in an industry standard, leading to a situation In
which there is little competition in terms of the tech--

improved -products, compensating for any likely price
increase )

+ The last condition of Article 81(3), according to which
the agreement must not afford the parties the possibility -

of eliminating competition In respect of 4 substantial part
of the products conceined, presupposes an analysis of
remaining competitive pressures on the market and the

impact of the agreement on such sources of competition, -
< o155,
must be vaken Into account. According to seided case -~ -

In the application of the last condition of Article 81{3)
the relationship beiween Article 81(3} and Anicle 82

law, the application of Article 81(3) cannot prevent the
application of Article 82 of the Treaty (%, Morcover,
since Articles 81 and 82 both pursue the aim of main-
taining effective competition on the matket, consistency
requires that Artcle 81(3) be Interpreted as precluding
any application of the exception rule to restrictive

agreements that constitute an abuse of 2 dominant.

position {+).

The fact thar the agreement’ substantlally reduces one.
-dimenslon of competition does not necessarily mean

that- competition is eliminated- within the meaning of

- nological format. Once the maln players In the market

.adopt a certain format, network

ects may make it very
difficult for alternative formats to. survive, This does not

ool, for Instance, can .

the preceding parts of these guldclines, In particidar

“ sections 1.4 and NL5, are only dealt with briefly in the
" present section, e

This secdon covers both agreements between

non-competitors and agreements between competitors.
In respect of the latzer a distinction s made — where

‘appropriate —— between reciprocal and nonereciprocal

agreements.” Mo such distingtion is required in the case
of agreements between non-competitors. When under-
takings are neither actual nor potential competitors on
a relevant technology market or on a market for products

. Incorporating the Hcensed - technology, a .reciprocal

licence is for all- practical purposes no different from

. two separate’ licences. Arrangements whereby the
= ‘ranies assemble a technology package, which is then
i

censed - to thind parties, are technology pools, which

- are dealt with in section-4 below,

This. section does nat deal with obligations in licence -

‘agreements  that are generally not resudctive of
-competition within the meaning of Aicle 81{1), These

obligations include but are not limited to:

&) .c'onﬂdentiality oblipations; .

' {b} obligatlons on licensees not to sub-license;

“ -'(c). obligations not to use the licensed technology after

- the esplry of the agreement, provided that the
licensed technology remains valid and in force;

) dbiigations to assist..the licensor. in :énforcing the

licensed intellectual property rights; ..
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Reciprocal. exclusive licensing between competitors falls a condition however that entry into the technology

163

aunder Article “4(1)(c), which identlfies market sharing
between competitars as a hatdeore restriction, Reciprocal

. sale licensing between competitors is block exempted up . .
- .to the market share threshold of 20 %. Under such an ...

* -agreement the parties mutually commit not to license
. their competing technologles to third partles, In cases - - .. .. .

where the parties have a- significant degree of marker

. power such agreements wmay faclitte collusion by

ensuring that the parties are the only sources of output

in the market based on the licensed technologies,

154,

Non-reciprocal exclusive licensing between competitors-is

block exempted up to the market share threshold of
20 %. Above the market share threshold it is necessary
10 analyse what are the likely anti-competitive effects of
such exclusive licensing, Where the exclusive Ticence is
world-wide it Implies that the licensor leaves the market.

... In cases where exclusivity Is limited to a particular
territory such as & Member State the agreement implies

that the licensor abstains from producing goods and -
i .. services inside the territory in question. In the context -
" . -of Article. 81(1) it must in particular be assessed what is

. market I difficult and the licensed technology constitutes
- real source of competition on the market. In such

circumstances an exclusive Heence may forecldse thind
party licsnsees and allow the licensee to preserve his

- market power.

167.

Arrangements whereby two or more parties cross licence
each other and undertake not 1o licence third parties give
rise to particular concerns when the package of tech-

~ nologles resulting from the cross licences creates a' de
' facto industry standard to which third parties must

" 4 below), It wil

" the compeiltive significance of the licensor. If the licensor -~ -

. lacks the capacity to effectively exploit the technology in -

- caught by Amicle 81{1). A spectal case s where the

has a limited market position on the product market or

the licensee's territory, the agreement is unlikely to be

" Hicensor and the licensee only compete on the technolog{

_market and the licensor, for instance being a researc
... . Institute or a small research based undermaking, lacks =
" the production and distribution assets to effectively -

- bring to market products incorporatinig the licensed teche -
" nology. In such cases Article 811} is unilkely to be -

.. infinged.

165,

Exclusive lcensing between non-competitors — to the

extent that it is caught by Amicle 81{1){#) — Is lkely
to fulfil the conditions of Acticle 81(3). The right to prant
an exclusive licence is generally necessary in order 10
induce the licensee 1o Invest in the licensed technology
and to bring the products to market in 2 timely manner,
This is In particular the case where the licensee must
make large investmems in further developing the
leensed :echnologﬂr. To intervene against the exclusivity
onge the licensee has made a commercial success of the

licensed technology would deprive the llcensee of the

« fruits of his success and would be detrimental to

- _compgtition, the dissemination of technology and inno- -

" - vation. The Commission will therefore only exceptionafly

Intervene .apainst exclusive licensing in  ogreements

" "between non-competitors, Irrespective of the territorial

. 166.

-seope of the lleence.

The maln sltwatlon I which Intervention may be
warranted . 5 where 2 dominant licensee obtains an

. exclusive licence to one or more competing technologles.

" Such agreements are likely 1o be caught by Article 81{1)-. -

.and unlikely to fulfil the condirions of Artlcle 81(3) It is

188
.~distinction to be made -between licensing between
competitors and between: non-competitors,

222

169.

have access In order to compewe effectively on the
market, In such cases the agreement creates a closed
standard reserved for the parties, The Commission will
assess such arrangements according to the same prin-
ciples as those applied to technology pools (see section

ruormally be required that the tech-
nologies which support such a standard be licensed to
third parties on falr, reasonable and non-disedmmatory

*-terms (%), Where the parties to the arrangement compete

with third partles on an existing product market and the
arrangement relates to that product market 2 closed
standard Is bkely to have substantial. exclusionary

: effects. This negative iin%Jact- on competition can -only
be avoided by licensing also-to third parties,

\ Snles_ restrictions

Also as regards sales restrictions there Is an important

Restrictions on active and passive sales by one or both
parties In a reciprocal agreement between competitors
are hardcore restrictions of competition under Article
4{1)(c). Sales restrictions on either party In & reciprocal
‘agreemient between competitors are caught by Article
81(1) and are unlikely to fulfil the conditions of Article

- “81{3). Such restrictions are generally considered: market
- “sharing, since they prevent the affected party from selling

actively and passively Into temitorles and to customer

- groups which he actially served or could realistically

170

have served in the absence of the agreement.

In- the case of nou-reclprocal apreements between
-competitors. the block exemption applies to restrictions

E on active and passive sales by the licensee or the licensor
- into the exclusive territory or to the exclusive customer

: group reserved for the other party {cf. Article 4(1){c)v).
- Abave . the market share threshold of 20% sales

restrictlons between licensor and licensee are caught by
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-that case the effect of the output limitation Is limited
even in markets where demand is growing. In the
_application of Article 81(3) it must also be taken into

., accout that such restrictions may be necessary in order

to induce the licensor to disseminate his technology as
.widely as possible. For Instance, a licensor may be

reluctant to license his competftors if he cennot limit
“oorvcthe licence to a particular production site with a

. specific capacity (a site licence), Where the licence
agreement leads to 4 real integration of complementary
assets, output restrictions on the licensee may thevefore
fulfil the conditions of Aricle 81(3). However, this is
unlikely to be the case where the parties have substantial

- market power, o .

176. Output restrictions In  licence ' agreements between
' non-competitors are block exempted up to the market -

share threshold of 30%. The maln ant-competitive risk
flowing from output restrictions on licensees in
agreements between non-competitors s reduced intra-

2.4, Ficld of use restrictions

S i A

Under a fleld of use restriciion the Heence is elther
limited to on¢ or more technical fields of application
or one or more product markets. There are many cases
in which the same technology can be used to make

_ ._ - different products or can be incorporated into produces
" . belonging to different product markets. A new moulding

technology may for instance be used to make plastic
bottles and plastic glasses, each product belonging to
separate product markets. However, a single product -
market may encompass several technical flelds of use,
For instance a new englne technology may be
employed in four cylinder enpines and six cylinder
englnies. Similarly, a technology to make chipsets may
be used to produce chipsets: with ‘up ta four CPUs and
more than four CPUs. A Heence limiting the use of the
licensed technology to produce say four cylinder engines

. and chipsets with up to four CPUs constitutes a technical

technology  comnpetition ~berween  licensees. The - -

slgnificance of such antl-competitive effects depends on

.., -the market position of the licensor and the leensees and
-the extent t6 which the output limitation prevents the -

leensee from satisfying demand for the products incor-
~porating the [icensed technology. :

177, When output restrictions are combined with exclusive
© “territories or exclusive- customer groups, the restrictlve - |

effects are Increased. The combination of the two types

- .of restraints makes i more lkely that the agreement

“serves to partidon markets.

. .178. Output limitations imposed on the licensce In agreements

180,

field of use restriction.

Given that field of use restrictions are block exempred

and ‘that certaln customer restrictions are hatdcore

' restrictions under Articles 4{t){c) and 4(A®) of the

‘TTBER, it is Important to distinguish the two caregories
‘of restraints, A customer restriction pmupcroses that
specific customer ‘groups are identified and that the

_parties are restricted in .selling to such identified

- ‘groups. The fact that a téchnical fleld of use restriction

may correspond 1o certaln groups ‘of customers within a

product market does not Jmply that the restraint is to be

classifted as a customer restriction. For instance, the fact

. that certaln customers buy predominantly or exclusively -
* chipsers with more than four CPUs does not Imley that 2

** Meence which-is limited to chipsets with up to

wr CPUs

" constitutes a customer restriction. However, the fleld of
"+ use must be cefined objectively by reference 1o (demified

and meaningful technical characteristics of the licensed

" product.

between non-competitors may also have pro-competitive . -

effects by promoting the dissemination of technology. As

- a.supplier of technology, the licensor should normally be .
.. [free to determine the output produced with the licensed
.. technology by the licensee. If the licensor were not free -
to determine the output of the licensee, a number of: -
5. - llcence agreements might not come into existence in
the first place, which wotld have a negative impact on- -
- the dissemination of new technology. This Is particulady -
Jikely to be the case where the licensor Is also a producer, ~

- since in that case the outpur of the licensees may find
thelr way back into the licensor's main area of operation
and thus have 2 direct impact on these activities. On the

. other hand, it is less likely that output restrictions are

" necessary In order to ensure dissemination of the
licensor's technology when combined with sales .
restrictions on the licensee. prohibiting him from selling - -
into a rerritory or customer group reserved for the.

licensor.

181..

A field of use restriction limits the exploitation of the

. licensed technology by the licensee to one or more

‘pardcular flelds of use without limiting the licensor's
ability to. exploir the licensed technology. In additfon,

i as with territories, these fields of use can be allocared
“ to the licensee under an exclusive or sole licence. Field

" of use restrictions combined with an exclusive or sofe

licence also restrict the licensor’s ability to exploit his
own technology, by preventing him from exploiting it
himself, including by way of licensing to othets. In the
case of a sole license only licensing to. third parties is
restricted. Field of use restrictions combined ~with
exclusive and sole licences are treated In the same way

_as the exclusive and sole lcenses dealr with in section
221 "above. In particular, for licensing between

competiters, this means that reciprocal exclusive

- licensing Is hardcore under Article 4{1)(c)
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138.

In the case of licence

w27 supply of inputs and (b) an exclusion of arbitrage
* . between licerisees enhancing the possibility for the

~ licensor to impose discriminatory soyalties on licensees, ' 2. - -
C18e.

~ the

Captive ‘use restrictions, however, may also promote -
" pro-competitive Heensing, If the licensot is a supplier of

components, the restraint may be necessary in order for
dissemination ~ of  technology  berween
non-competitors o0 occur. In the absence: of the
restratnt the-licensor may net grant the licence or may

“'do 50 only against higher royaltics, betause otherwise he
- would

create direct competition to himself on . the
component market. In such cases a captive use restriction

_ ks normally either not restrletive of competition or

covered by Article 81(3), It is a condition, however,

" that-the licensee is not restricted in sefling the licensed

_ product as veplacement paste for his own products, The -
licensee must be able to serve the after marker for his .
‘own products, including independent. service organl- < v
‘sations that service -and repair the products produced .

: _.by him,

+ 190

‘normally  constitutes’ a

Where the Heensor is not a component supplier on the
relevant market, the above reason for imposing captive
use restrictions does not apply, In such cases a captive
use restriction may in principle promote the dissemi-
nation of technology by ensuring that licensees do not
sell to producers that compete with the licensor on other
markers. However, a restriction on the licensee not to sell
into certain customer groups reserved for the licensor

ly not necessary for the dissemination of tech-
nology to take place, *

T 2s Tying and bundling

19

In the context of technology licensing tying occurs when

the Hcensor makes the licensing of one technology {the'
tying product} conditional upon the- licensee wking a

-+ licence for another technology or purchasing a product

from the licensor or someone designated by him {the tled

. product), Bundling occurs where two technologies or a
- technology and a product are only sold together as a

‘ groducts and technologies forming part of the the or the -
‘bundle. This is normally not the case where the tech-. . -

- 192. Article 3 of the TTBER, which limits the application of -

bundle. In both cases, however, it Is a condition that
the products and technologies involved are distinet in
the sense that there is distinct demand for each of the

nologies or products are by necessity linked In such 2

‘way that the licensed technology cannot be exploited
without the tied product or both parts of the bundle: . -
. cannot be exploited without the other. In the following. -

the term ‘tying' refers to both tying and bundling.

the block exemption by market share thresholds, ensurey

agreements  between - .

- non-competitors there are two main competitive risks - ¥

* stemming from caplive use zestrictions: {a) a restriction - -
of intra-technology competition on the marker for the <~ -

less  restrictive  alternative, . -
_Conse?uently.' in such cases a captive use restriction s
~horma

that tying and bundling are not block exempted above

- ‘the marker share thresholds of 20% in the case of
' agreements between competitors and 30 % in the case
" of agreements between. non-competitors. The market

share thresholds apply to any relevant: technology or

“product market affected by the licence agreement,

193.

Including the market for the tied product. Above the .
" mnatket share thresholds it is necessary to balance the
* antl-competitive and pro-competitive effects of tying.

‘The main restrictive effect of tying is foreclosure of
competing suppliers of the tied product. Tying may
also allow the licensor to maintaln market power in”
the market for the tylng product by ralsing barrers to
entry since it may force new entrants to enter several
markets at the same time. Moreover, tying may allow
the licensor to. increase royaltles, in particular when the
tying product and the tied product are partly
substitutable and the two products are not used in
fixed proportion. Tylng  prevents the licensee from

" switching to substitute inputs In the face of increased

“royalties for the tying “product, These competition

concerns are independent” of whether the parties to the

© agreement are competitors or not. ‘For tying to produce

“hkely anti-competitive effects the Heensor must have a

significant degree of market power In the tying product
50 as to restrict competition in the tied product. In the
absence of market power In the tylng product the -
licehsor cannot use his technology for the anti-
competitive purpose of foreclosing suppliers of the ted
product. Furthermore, as in the case of non-compete
obligations, the tic must cover a certain proportion of
the market for the tied product for appreciable fore-
closure cffects to occur. In cases where the Hcensor has
market power on the market for the tied product rather
than on the market for the tying product, the restraint is

o analysed as non-compete or quantity forcing,. reffecting

194,

the fact that any competition problem has its origin on
the market for the ‘tied® product and not on the market
for the “tying’ product (%),

Tying can also give rise to efficiency gains. This is for
instance the case where the tled product s necessary for
a technically satisfactory exploitation of the licensed tech-

* nelogy or for ensuring that production under the licence

conforms to quality ‘standards respected by the licensor

~"and other licensees, In such cases tying is normally either

not restrictive of comipetition or covered by Article 81(3).

“Where the licensees use the licensor’s trademark or brand
“name or where it is otherwise obvious to consumers that

~there Is a link between the product incorporating the

licensed technology and the licensor, the licensor has a

" legitimate Interest in-ensuring that the quality of the
* products are such that it does not undermine the value

"of his technology or his reputation as an economic
“-operator. Moreover, where it is known to consumers

~~that the licensees (and the licensor) produce on the

basis of the same technology 1t is wunlikely ~that
licensees would be willing to take 2 licence unless the
technology is exploited by 4l In a technically satisfactory
way. - _
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Non-compete  obligations ' “may alse  produce

© promote -dissemination of technology by reducing the
“risk of misappropriation’ of the licensed technology, in
- partiguldr know-how, If a licensee is entitled to license
" competing technologles from third partles, there is a risk
- that particularly licensed know-how would bie used in the

Lo 202
© 7 matlon with an exclusive territory may be necessary to

exploitation of competing technologies and thus benefit

competitors. When a Heensee also exploits competing
technologies,” it normally -alse makes ‘monitoring of
royalty payments more difficult, which may act as a
distncentive to licensing.

Secﬁn_d. non-compere - obligations possibly ir combl-

- -ensure that the licensee has an Incentive to invest in and
- exploit the licensed technology effectively. In cases where

‘the agreement is caught by Article $1(1) because of an
- .appreciable foreclosure effect, it ‘may be necessary in-
“order to beneflt from Article 81(3) to chooss a less

“regtrictive alternative, for Instance to Impose minimum

-output or royalty obligations, which normally have less

- - potential to foreclose competing techndlogies.

203.

Third, in cases where the licensor underiakes 1o make
significant client specific investments for Instance in
training -and tailoring of the licensed technology to the
licensee's needs, non-compete obligations or alteratively

+ minimum output- or minimum rtoyalty obligations may

:irbe necessary to induce .the - licensor to make - the
:ivinvestment and to avold hold-up problems. However, .
‘. normally the licensor will be-able to charge directly for .

- such investments by way of a lump sum payment,

implying that less restrictive alternatives are available,

3. Settlement and non-assertion dgreements

©. 204, "Licensing may serve as a means of settling disputes or
- ¢ avolding that one party exercises hig intellectual property ..
rights to prevent the.other party from exploiting his own

technology. Licensing Including cross licensing in the

agreements Is not as such restrictive of competition

‘since it allows the parties’to exploit their fechnologies

* post - agreement. However, the individual terms and

* Article 81(1). Licensing in the context of settlerent

conditions’ of such agreements may be caught by

agreements s treated [ike other licence apreements. In

" the case of technologies that from a technical point of

“view are substitutes, it is therefore necessary to assess to

what -extent it is likely that the technologles in question

- are in' a one-way or two-way blocking position (cf.

- paragraph 32 sbove). If so, the parties are not deemed - -

to be competitars,

205,

The block exemption applies provided that the agreement
docs not contain any hardcore restrictions of competition

- ‘as set out in Article 4 of the TTBER. The hardcore list of

Article 4{1) may in particular apply where-it was clear to

_ the partles that no blocking position exists and that

© 208,

<207,

consequently they are competitors. In such cases the
settlernent is merely a means to mestrict competition
that existed in the absence of the agreement. - -

In cases where it is [ikely that in the absence of the
licence the licensee could be excluded from the market,
the agreement {5 generally pro-competitive, Restrictions
that limit intra-technology competition between the
licensor and the licensee are often compatible with
Article 81, see sectlon 2 above. o]

Agreements whereby the parties cross:license each other

“and impose restrictions ou the use of their technologies,
‘including restrictions on the lcensing to third partles,

*may be caught by Artlcle 81{1). Where the parties have
.. a significant degree of market power and the agreement
“imposes restrictions that clearly :go beyond what s

required In order to unblock, the agreement is likely to
be caught by Article 81{1) even if 1t is likely that a
mutual blocking position exists. Article 31{1} is
particularly likely to apply where the parties share

 markets or fix reciprocal running royalties that have a

. significant impact on market prices.

208,

Where under the agreement the parties are entitled to use
each other's technology and the agresment extends to
future developments, it is necessary o assess what is

the impact of the agreement on the parties’ Incentive

- to innovate. In cases where the panties have a significant .

"degree of market power the agreement is likely to be

...caught by Anicle 81(1) whete the agreement prevents

the partles from gaining a competitive lead over each

. ‘other,. Agreerients that efiminate or substantially reduce
.. - the possibilities of one*party to gain 2 competitive lead
. over the other reduce the incentive 1o innovate and thus

‘context of settlement agreements and non-assertion

“adversely affect an essential part of the competitive

- process. Such agreements are also unllkely to satisfy the
. conditions of Article 81(3). It is particularly unlikely that

the restriction can be considered Indispensable within the

-meaning of the third condition of Asnicle 81(3). The

achlevement of the. objective of the agreement, namely
t0 ensure that the -parties can continue to. exploir their
own technology without befng blocked by the other -
party, does not require that the partles agree to share
future innovations. However, the parties are ualikely to
be prevented from galning a competitive lead over each

- “other ‘where the purpose of the licence is to allow the
- parties ta develop their respective technologles and where
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When technologies i a pool are substitutes, royalties are .
~likely to be higher than they would otherwise be, because

“licetisees do not benefit from sivalry between the tech-

nologies in question. When the technologies in the pool
are complements the arrangement reduces tramsaction
costs and may lead to lower overall royalties because
the parties are In a position to fix & common royalty

for the package as opposed to each fixing a roy‘alty”"""”"'”'

which does not take account of the royalty fixed by

- others.

21_8-"

The distinction between complementary and substirute
_technologies- s not clear-cut in all cases, since tech- -

" ‘nologies may be substitutes In part and comlptements

i part. When due to efficlencles. steraming

219,

. -competitors. As a general rule the Commission . ..
" considers that the inclusion of substitute technologies .

rom the

.

Where non-essentlal but complementary patests are

Jincluded in the pool there is a risk of foreclosure of

“third. party technologies. Once a technology 3 cluded

fn the pool and is Hcensed as part of the package

“Heansees are likely to have little incentive to license a

competing -technelogy when the royalty paid for the
package already covers a substitute technology.

- Moreover, thé inchision of ‘technologies which are siot™

necessaty for the purposes of producing the product(s)
ot carrying out the processies) to which the technology
pool relates also forces licensees to pay for technology
that they may not need. The inclusion of complementary

.. patents thus amounts to colfective bundling. When a

pool  encompasses non-essential technologies, the

agreement Is likely to be caught by Article 81{1) where

.. .the poel has a significant pesition an any relevant
_‘Lma.rket. . N

integration of two techuologies licensees ‘are likely to - =
demand both technologles. the technologles are treated- - -
“as complements even If they are partly substitutable. In:~ =77 -
“such cases it is likely that in the absence of the pool -~~~

.- lcensees would want to licence botr technologies due
- to the additional economic benefit of employing both

. technologies as opposed 10 employing only one of them,

The inclusion in the pool of substimste technologles

.-testriets inter-technology competition and ainounts to
“collective bundling, Moreover, - where the pool is
.. substantially composed of substiture technologies, the

arrtangement amounts to . price  flxing  between

in the pool constitutes a violatlon of Article 81(1), The
Commission also considers that it is uniikely that the

O,

Given that substitute and complementary technologies

"may be developed after the creation of the pool, the

.+, assessment of essentlality Is an on-going process. A tech-

nology may therefore become non-essential nfter the

‘ceation of the pool due to the emergence of new third

" party technologles. One way to ensure that such third

_party technologies are not foreclosed is to exchede from
“the pool technologies thar have become non-essential.

However, there may be other ways to ensure that third
paity technologies are not foreclosed. In the assessment
of technology pools compuising non-essential tech-
nologles, Le. technologies for which substitutes exist

~ outside the pool or which are not necessary in order to

" conditlons of Amicle 81(3) will 'be fulfilled In the case -

of pools. comprising to. a significant extent substitute
technologies. Given that the technologles in question

are alternatives, no transaction cost savings accrue from.
including both technologies in the pool. In the absence of

the pool licenseés would not have demanded both tech-
nologes. It is not sufficlent that the partics remain free to

~ license independently. In order not to-undermine the

220.

poof, which allows them to jointdy exercise market

power, the parties are likely to have little incentive to

do so.

When a pool is mmpused'on'!y of technologles-that are
essential and therefore by necessity also complements,

. the creatlon of the pool as such generally falls outside

. Article B1(1} irrespective ‘of the market position of the
- 'parties. However, the conditions on which licences are
" granted may be caught by Article 81¢1).

produce one or more products to which the pool refates,

the Commission will in its overall assessment, inter alia,
.. take account of the following factors:

{a) whether there are any pro-competitive reasons for

including the non-essential technologies in the pool;

(b} whether the licensors remain free to lficense their

~ respective: technologles independently. Where the
“pool Is composed of a limited number of tech-
nologies and there are substitute - technologies
outside the pool, licensees may want to put
together their own technological package composed

. pantly of technology. forming part of the pool and

*..pantly of technology cwned by third parties;
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229,

Grant back obligations should be non-exclusive and bs-;'

lirmited to developments that are essential or important to
the use of the pooled technology. This allows the pool to

feed on and benefit from improvements to the pooled - - -
technology. It Is legitimate for the parties to ensure that -

the explaitation of the pooled technolegy cannot be held

(up by licensees that hold or obtain essential patents.

One of the problems identified . with regard to patent”

pools is the risk that they shield Invalid patents,
Pooling raises the costsfrisks for a successful challenge,

because the challenge fails if only one patent in the pool

is valid, The shielding of invalid patents in the pool may

oblige licensees 1o pay higher royalties and may also

prevent innovation in the. field covered by an invalid
patent. In order to lmit this risk any rlght to terminate
a licence In the case of a challenge must be limited to the
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Another relevant factor is the extent to which inde-
pendent ex| are involved in the crearion and

- operation of the pool. For instance, the assessment of

whether or not a technology is essential to 4 standard

- supported by.a pool is often a complex matter that
- teqquires special expertise. . The [Involvement in the

. selection process of Independent experts can go a long

'way in ensuring that' a commitment to includé only
.. essenttal technologies is implemented in practlce.

233,

The Commission will take into account how experts are

. selected and what are the exact functions that they are to

perform. Experts should be independent from the under-
takings that have formed the pool If experts are

" -connected to the licensors or otherwise depend on
. them, the Involvement of the expert will be given less

technologies owned: by the licensor who Is the addressee =" -

of the challenge and must not extend 1o the technologles
owned by the other licensors in the pool. -+ .

' 43 fl'her hﬁﬁﬁﬁonﬂ fra:ﬁgwork govgmiﬁg the pual'

230,

:'231.."1Whei1' participation in 2 standard and pool creation

.process is open to all interested parties representing

and operated can reduce the risk of it having the object
or effect of reswicting compettion and provide
assurances 1o the - effect that the arrangement s
pro-competitive, :

7. different interests it is more likely that technologies for
" inclusion into the posl are selected on the basis of price|

quality constderations than when the pdol is set up by a

limited gro;:{)'of technology owners. Similarly, when the - -
i

relevant bodies of the pool are composed of persons
representing  different . interests, it is. more likely that
licensing terms and conditions, including royaltles, will
be open and non-discriminatory and reflect t{: value of

the licensed technology than when the pool is controlled -

by licensor ‘representatives,

- - 234
The way in which a technology pool is created, organised -~ -

weight, Experts must also have the necessary technical
expertise to perform the various -functions with which
they have been entrusted. The functions of independent

. experts may. Include, In particular, an assessment of

whether-.or not technologies put forward for inclusion

‘ _ into the_pool are valid and whether or not they ar¢

essential,

It s 2lso relevant 1o comsider the arrangements for

“exchanging sensitive information among the parties. In

oligopolistic markets exchanges of sensitive information
sich 25 pricing and output data may facilirate

- collusion 9. In such cases the Commission will take
“inte account to what- extent sifeguards have been put .

2335,

in place, which ensure that sensitive Information is not
exchanged. An independent.expert or licensing body may -
play an important role In this respect by ensuting that-
output and sales data, which may be necessary for the
purposes of calaulating and verifying royalties Is not
d!se]l::sed 1o undertakings - that . compete on affected
markets. _ .

Fimally, It is relevanr to take account of the dispute
resolution mechanism foreseen .in the instruments
setting up the pool. The more dispute resolution is
entrusted to bodies or persons that are independent of

_the pool and the members' thereof, the more likely it is

that the dispute resolution will operate in a neutral way.

{}) Q] L 123, 37.4.2004. The TTBER replaces Commission Regulation {EC} No 240796 of 31 January 1996 on the
application of Article 85(3) of the Treaty 1o certain categories of technology transfer agreements (OJ L 31, 9.2.1996,

p- 2

@) See Joined Cases C-395/96 P and C-396/96 P, Compagniz Maitime Belge, [2000] ECR 1-1365, paragraph 130, and
paragraph 106 of the Commission Guidefines on the application of Artlcle 81(3} of the Treaty, not yet published.

{} Councll Regulatlon {EQ) No 1/2003 on the implementation of the rules on competition lald down int Articles 81

and 82 of the Treaty {Of L 1, 4.1.2003, p. 1).

- {% In the following the term ‘agreement’ includes concerted practices and declsions of assoclations of undenskings.
() See Commission Natice on the concept of effect on trade between Member States concained in Articles 81 and 82

of the Treaty, not yet published,
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(% The reasons for this calculation rule are explained In paragraph 23 above.
(*} See o.g. the case law cited in note 15,
{*) See In this respect pacagraph 98 of the Guidelines on the application of Article 81{3) of the Treaty cited in note 2,

{"') This Is also the case where one party grants a licence to the other party and accepts o buy a physical t;lput from
the leensee, The purchase price can serve the same function s the royalty.

{') See-in this respecr Case 193{83, Windsurfing Inzemationel, {1986]-ECR 611, paragraph 67.

{9 For a genceal. definftion of active and passive sales, reference Is mada to paragraph 50 of the Guidelines on vertical

restraints clted In note 36, _
{*) Field of use restrictions are further dealt with In section 1V,2.4 below,

(¥} This hacdcore restriction applies 10 ficence agreements concernlng trade within the Community, As regards
agreements concerning exports outside the Community or Imporisfre-imponts from outside the Conununity see
Case C-306{96, Javico, [1998] ECR 11983, .

{*) See in this respect paragraph 77 of the judgment in Nungesser cited in note 13,
{) See in this respece Case 26/76, Matra {1}, [1977) ECR 1875, '

{*%) If the licensed technology s ourdared no resteiction of competition ardses, see in this respect Case 6586, Bayer v
Sﬁjllhq[cr. f1988] ECR 5249. .

{*} As to non-challenge clauses In the context of sculement agreements ‘see point 209 below,

{*) See parsgraph 14 dhove, :

{*Y} See paragraphs 56 and 67 above,

{*3) See in this respect paragraph 42 of the Guldelines on the application of Asticle §1{3) of the Treaty, cited in note 2,
{*) See in this respece pasagraph 8 of the Commission Notice on agreements of ninor lmponanne.. cited in note 17,
{*9) See In this respect Case T-228/97, Irish Sugar, [1999] ECR 11-2969, paragraph 101,

(%) See in this respecr paragraph 23 of the Guidelines on horizontal cot;pcmlion agreements, cited in note 20

{*) See Jolned Cases 25/84 and 26/84, Ford, [1985) ECR 2725,

{*) See in this respece for example Comenission Décision in TPS {Of L 90, 2.4.1999, p. 6). Simifnrly. the prohibltion of
Article 81(1) also only applics as long as the agreeinent has a restrictive object or restrictive effects.

{*% Cited in note 36, See In particular paragraphs 115 ef s,

%) As to these coneepts sce section 1V.4,1 below,

{**) See paragraph 85 of the Giddelines on the application of Artide 81(3) of the Treaty, cited in note 2,
{*Y) Idem, paragraphs 98 and 102,

_ {¥9 See paragraph 130 of the judgment cited in note 2. Similarly, the application of Article 81{3) does nor prevent the

applicatton of the Treary rules on the frez movement of goods, services, persons and capital, These provisions are In
certain circumstances applicables to agreements, declsions and concerted practices within the meaning of Article
811}, see to that effect Case C-309/99, Wouters, {2002] ECR I-1577, paragraph 120,

{¥') See iu this respect Case T-51/89, Tema Pak (), [1990] ECR 11-309. See also. paragraph 106 of the Guidelines on the
application of Article BL{3} of the Treaty cited in note 2 above,

6% See the judgment in Nungesser clted in note 13.

{6 Sec in this respect the Commission's Notice In the CanonfKodak Case (Q) C 330, 1.1L1997, p. 10) and the IGR
Stereo Television Case mentioned In the Xi Report on Competition Pollcy, paragraph 94.

{#4) For the applicable analytical framework sce section L7 below and paragraphs 138 et seq. of the Guidelines on
Vertical Restraints cited in note 36,

{7 Sec note 36.

{*) See in this respect the Commission's press release IPf02/1651 concerning the leensing of patents for third
generation {3G) mobile services. This case lavolved five technology pools creadng five different recimologies,
each of which could be used to produce 3G equipment,

|

A} The term ‘technology’ is not limited to patents. It covers also patent agplications and intellectual property rghts

other than patents,
" See in this respect the judgment in John Deere chied In note 11,




