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Patent Licenses

John W. Hogan, Jr
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Nature of the Property
Patents

Created by law

Each country may be different
Subject matter

Construction of claims
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Nature of the Property
Improvements

What is it

Who owns it

Joint Ownership
Be Careful!  Rights vary from country to country

May have no right to license

May need to have accounting

ACC’s 2005 Annual Meeting: Legal Underdog to Corporate
Superhero—Using Compliance for a Competitive Advantage

October 17-19, Marriott Wardman Park Hotel

Choice of Law
Patents

Based on nature of the property

Generally choose the law of the country of the
patent

Validity of patent

Construction of claims

Enforcement

ACC's 2005 ANNUAL MEETING USING COMPLIANCE FOR A COMPETITIVE ADVANTAGE

This material is protected by copyright. Copyright © 2005 various authors and the Association of Corporate Counsel (ACC). 4



ACC’s 2005 Annual Meeting: Legal Underdog to Corporate
Superhero—Using Compliance for a Competitive Advantage

October 17-19, Marriott Wardman Park Hotel

International Issues
Local Counsel

Get local patent counsel if patent rights are
important to the deal

In some instances this may require two
professionals

Patent Attorney (similar to U.S. Patent Agent)

Attorney at law
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Antitrust Concerns
Patents are a “monopoly”

U.S.
Antitrust can be a consideration in certain
license agreements

FTC becoming more active in patent arena
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International Concerns
China

Several potentially relevant draft regulations
Could be finalized this Fall with adoption in 2006

Draft Antimonopoly law (April, 2005)
– “Abuse of intellectual property rights” - undefined

Draft “Provisions for Patent Issues Relating to
National Standards” (October, 2004)

– Compulsory licensing (possibly royalty-free) of blocking
patent for adopted national standard
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Europe
Article 81(1) of the EC Treaty prohibits all agreements
that may affect trade between Member States and which
have as their object or effect the prevention, restriction or
distortion of competition.
Article 81(3) contains exception to 81(1) in the case of
agreements which contribute to improving the production
or distribution of products or to promoting technical or
economic progress while allowing consumers a fair share
of the resulting benefits and which do not impose
restrictions which are not indispensable to the attainment
of these objectives and do not eliminate competition.
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Europe – Case Study Example I
   Company A has invented and patented a

wonderful new Invention I in the US and
has obtained corresponding patents in
Europe (Belgium, France, Germany and
Great Britain).  Company B approaches
Company A and offers to take an exclusive
license under the French patent and to pay
a 35% royalty on net sales of Invention I.
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Questions
Can Company A and Company B legally enter
the proposed license in Example I?

Yes.
No.
Don’t know.

Would it make a difference if the royalty were
only 10%?

Yes.
No.
Don’t know.
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Europe
Technology Transfer Agreements
Regulation

Commission Regulation (EC) No. 772/2004
In effect since last year (May 1, 2004)
Covers

Patent licenses
Know-how licenses
Software copyright licenses
Mixed

ACC’s 2005 Annual Meeting: Legal Underdog to Corporate
Superhero—Using Compliance for a Competitive Advantage

October 17-19, Marriott Wardman Park Hotel

Europe
March 31, 2006 Deadline!

Transitional period expires
Practice Tip – Make sure that all of the agreements
that were exempted under the prior law are in
compliance with the new law before deadline

Requires parties to make their own
determinations

Relevant market
Market share
Restrictive clauses
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Europe
Competitors

Combined market share of the parties may not exceed
20% of the relevant technology and product market

Non-Competitors
Market share of each of the parties does not exceed
30% of the relevant technology and product market

Relevant Technology (or Product) Market
Includes technologies (or products) regarded as
interchangeable with or substitutable for the licensed
technology (or product)
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Europe
Market Share

Calculated on the basis of sales value data
Calculated on the basis of data relating to the
previous calendar year
Requires monitoring

If market share initially within exemption, but rises
to above the exemption, then the exemption will
continue for two consecutive calendar years
following the year in which the threshold was
exceeded
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Europe - Hardcore Restrictions
Competitors

Price fixing
Limiting output
Allocation of markets or customers

Some exceptions in specific circumstances
– Field of use
– Exclusive license in territory
– Alternate supply source for a single customer
– others

Restrictions on licensee’s ability to exploit its own
technology
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Europe – Hardcore Restrictions
Non-Competitors

Price fixing
Except can set maximum price or recommended sale price
Cannot set minimum price

Territorial restrictions of passive sales except
Licensor’s territory
Another licensee’s exclusive territory during first two years
 A few other specific exceptions - see Article 4 paragraph 2(b)

Restriction of active or passive sales to end-users by a
licensee which is a member of a selective distribution
system and operates at the retail level
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Europe - Excluded Restrictions
Exclusive grant-back to licensor with respect to
severable improvements
Obligation to assign licensee’s severable
improvements
Obligation on licensee not to challenge the
validity of intellectual property rights

Licensor may terminate license if  IP challenged

Limitation on non-competitor’s ability to exploit
its own technology or to carry out research
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Europe – Case Study Example II
   Company A is specialized in developing

biotech products and techniques and has
developed a new product Xyrtech.  It is not
active as a producer of Xyrtech, for which
it has neither the production nor the
distribution facilities.  Company B is one of
the producers of competing products,
produced with freely available
technologies.
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Europe – Case Study Example II
In year 1, B was selling EUR 25 million worth of

products.  In year 2, A gives a license to B to
produce Xyrtech.  In that year B sells EUR 15
million with freely available technologies and
EUR 15 million of Xyrtech.  In year 3 and the
following years B produces and sells only
Xyrtech worth EUR 40 million. The total market
of Xyrtech (and substitutes) is EUR 200  million
in each year.
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Europe – Case Study Example II
Also in year 2 A gives a license to C which

was not active in the product market
before. Company C produces and sells only
Xyrtech, EUR 15 million in year 2 and
EUR 20 million in year 3 and EUR 30
million thereafter.
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Europe – Case Study Example II
   Questions:

Is the agreement between A and B “legal”?

Is the agreement between A and C “legal”?

What if B and C were operating in different
geographic markets each market having
one half the total market of Xyrtech and
substitutes (i.e. EUR 100 million)?

COMMISSION REGULATION (EC) No 772/2004
of 27 April 2004

on the application of Article 81(3) of the Treaty to categories of technology transfer agreements

(Text with EEA relevance)

THE COMMISSION OF THE EUROPEAN COMMUNITIES,

Having regard to the Treaty establishing the European Com-
munity,

Having regard to Council Regulation No 19/65/EEC of 2 March
1965 on application of Article 85(3) of the Treaty to certain
categories of agreements and concerted practices (1), and in par-
ticular Article 1 thereof,

Having published a draft of this Regulation (2),

After consulting the Advisory Committee on Restrictive Prac-
tices and Dominant Positions,

Whereas:

(1) Regulation No 19/65/EEC empowers the Commission to
apply Article 81(3) of the Treaty by Regulation to
certain categories of technology transfer agreements and
corresponding concerted practices to which only two
undertakings are party which fall within Article 81(1).

(2) Pursuant to Regulation No 19/65/EEC, the Commission
has, in particular, adopted Regulation (EC) No 240/96 of
31 January 1996 on the application of Article 85(3) of
the Treaty to certain categories of technology transfer
agreements (3).

(3) On 20 December 2001 the Commission published an
evaluation report on the transfer of technology block
exemption Regulation (EC) No 240/96 (4). This generated
a public debate on the application of Regulation (EC) No
240/96 and on the application in general of Article
81(1) and (3) of the Treaty to technology transfer agree-
ments. The response to the evaluation report from
Member States and third parties has been generally in
favour of reform of Community competition policy on
technology transfer agreements. It is therefore appro-
priate to repeal Regulation (EC) No 240/96.

(4) This Regulation should meet the two requirements of
ensuring effective competition and providing adequate
legal security for undertakings. The pursuit of these
objectives should take account of the need to simplify
the regulatory framework and its application. It is appro-
priate to move away from the approach of listing
exempted clauses and to place greater emphasis on
defining the categories of agreements which are
exempted up to a certain level of market power and on
specifying 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 market. It is also consistent
with such an approach to make a distinction between
agreements between competitors and agreements
between non-competitors.

(5) Technology transfer agreements concern the licensing of
technology. Such agreements will usually improve
economic efficiency and be pro-competitive as they can
reduce duplication of research and development,
strengthen the incentive for the initial research and
development, spur incremental innovation, facilitate
diffusion and generate product market competition.

(6) The likelihood that such efficiency-enhancing and pro-
competitive effects will outweigh any anti-competitive
effects due to restrictions contained in technology
transfer agreements depends on the degree of market
power of the undertakings concerned and, therefore, on
the extent to which those undertakings face competition
from undertakings owning substitute technologies or
undertakings producing substitute products.

(7) This Regulation should only deal with agreements where
the licensor permits the licensee to exploit the licensed
technology, possibly after further research and develop-
ment by the licensee, for the production of goods or
services. It should not deal with licensing agreements for
the purpose of subcontracting research and develop-
ment. It should also not deal with licensing agreements
to set up technology pools, that is to say, agreements for
the pooling of technologies with the purpose of licen-
sing the created package of intellectual property rights
to third parties.

27.4.2004 L 123/11Official Journal of the European UnionEN

(1) OJ 36, 6.3.1965, p. 533/65. Regulation as last amended by Regu-
lation (EC) No 1/2003 (OJ L 1, 4.1.2003, p. 1).

(2) OJ C 235, 1.10.2003, p. 10.
(3) OJ L 31, 9.2.1996, p. 2. Regulation as amended by the 2003 Act of

Accession.
(4) COM(2001) 786 final.
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(8) For the application of Article 81(3) by regulation, it is
not necessary to define those technology transfer agree-
ments that are capable of falling within Article 81(1). In
the individual assessment of agreements pursuant to
Article 81(1), account has to be taken of several factors,
and in particular the structure and the dynamics of the
relevant technology and product markets.

(9) The benefit of the block exemption established by this
Regulation should be limited to those agreements which
can be assumed with sufficient certainty to satisfy the
conditions of Article 81(3). In order to attain the benefits
and objectives of technology transfer, the benefit of this
Regulation should also apply to provisions contained in
technology transfer agreements that do not constitute
the primary object of such agreements, but are directly
related to the application of the licensed technology.

(10) For technology transfer agreements between competitors
it can be presumed that, where the combined share of
the relevant markets accounted for by the parties does
not exceed 20 % and the agreements do not contain
certain severely anti-competitive restraints, they generally
lead to an improvement in production or distribution
and allow consumers a fair share of the resulting bene-
fits.

(11) For technology transfer agreements between non-compe-
titors it can be presumed that, where the individual
share of the relevant markets accounted for by each of
the parties does not exceed 30 % and the agreements do
not contain certain severely anti-competitive restraints,
they generally lead to an improvement in production or
distribution and allow consumers a fair share of the
resulting benefits.

(12) There can be no presumption that above these market-
share thresholds technology transfer agreements do fall
within the scope of Article 81(1). For instance, an exclu-
sive licensing agreement between non-competing under-
takings does often not fall within the scope of Article
81(1). There can also be no presumption that, above
these market-share thresholds, technology transfer agree-
ments falling within the scope of Article 81(1) will not
satisfy the conditions for exemption. However, it can
also not be presumed that they will usually give rise to
objective advantages of such a character and size as to
compensate for the disadvantages which they create for
competition.

(13) This Regulation should not exempt technology transfer
agreements containing restrictions which are not indis-
pensable to the improvement of production or distribu-
tion. In particular, technology transfer agreements
containing certain severely anti-competitive restraints
such as the fixing of prices charged to third parties

should be excluded from the benefit of the block exemp-
tion established by this Regulation irrespective of the
market shares of the undertakings concerned. In the case
of such hardcore restrictions the whole agreement
should be excluded from the benefit of the block exemp-
tion.

(14) In order to protect incentives to innovate and the appro-
priate application of intellectual property rights, certain
restrictions should be excluded from the block exemp-
tion. In particular exclusive grant back obligations for
severable improvements should be excluded. Where
such a restriction is included in a licence agreement only
the restriction in question should be excluded from the
benefit of the block exemption.

(15) The market-share thresholds, the non-exemption of tech-
nology transfer agreements containing severely anti-
competitive restraints and the excluded restrictions
provided for in this Regulation will normally ensure that
the agreements to which the block exemption applies do
not enable the participating undertakings to eliminate
competition in respect of a substantial part of the
products in question.

(16) In particular cases in which the agreements falling under
this Regulation nevertheless have effects incompatible
with Article 81(3), the Commission should be able to
withdraw the benefit of the block exemption. This may
occur in particular where the incentives to innovate are
reduced or where access to markets is hindered.

(17) Council Regulation (EC) No 1/2003 of 16 December
2002 on the implementation of the rules on competition
laid down in Articles 81 and 82 of the Treaty (1)
empowers the competent authorities of Member States
to withdraw the benefit of the block exemption in
respect of technology transfer agreements having effects
incompatible with Article 81(3), where such effects are
felt in their respective territory, or in a part thereof, and
where such territory has the characteristics of a distinct
geographic market. Member States must ensure that the
exercise of this power of withdrawal does not prejudice
the uniform application throughout the common market
of the Community competition rules or the full effect of
the measures adopted in implementation of those rules.

(18) In order to strengthen supervision of parallel networks
of technology transfer agreements which have similar
restrictive effects and which cover more than 50 % of a
given market, the Commission should be able to declare
this Regulation inapplicable to technology transfer agree-
ments containing specific restraints relating to the
market concerned, thereby restoring the full application
of Article 81 to such agreements.

27.4.2004L 123/12 Official Journal of the European UnionEN

(1) OJ L 1, 4.1.2003, p. 1. Regulation as amended by Regulation (EC)
No 411/2004 (OJ L 68, 6.3.2004, p. 1).

(19) This Regulation should cover only technology transfer
agreements between a licensor and a licensee. It should
cover such agreements even if conditions are stipulated
for more than one level of trade, by, for instance,
requiring the licensee to set up a particular distribution
system and specifying the obligations the licensee must
or may impose on resellers of the products produced
under the licence. However, such conditions and obliga-
tions should comply with the competition rules applic-
able to supply and distribution agreements. Supply and
distribution agreements concluded between a licensee
and its buyers should not be exempted by this Regu-
lation.

(20) This Regulation is without prejudice to the application
of Article 82 of the Treaty,

HAS ADOPTED THIS REGULATION:

Article 1

Definitions

1. For the purposes of this Regulation, the following defini-
tions shall apply:

(a) ‘agreement’ means an agreement, a decision of an associa-
tion of undertakings or a concerted practice;

(b) ‘technology transfer agreement’ means a patent licensing
agreement, a know-how licensing agreement, a software
copyright licensing agreement or a mixed patent, know-
how or software copyright licensing agreement, including
any such agreement containing provisions which relate to
the sale and purchase of products or which relate to the
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 patents, know-how, soft-
ware copyright or a combination thereof where part of the
risk associated with the exploitation of the technology
remains with the assignor, in particular where the sum
payable in consideration of the assignment is dependent
on the turnover obtained by the assignee in respect of
products produced with the assigned technology, the quan-
tity of such products produced or the number of opera-
tions carried out employing the technology, shall also be
deemed to be technology transfer agreements;

(c) ‘reciprocal agreement’ means a technology transfer agree-
ment where two undertakings grant each other, in the
same or separate contracts, a patent licence, a know-how

licence, a software copyright licence or a mixed patent,
know-how or software copyright licence and where these
licences concern competing technologies or can be used
for the production of competing products;

(d) ‘non-reciprocal agreement’ means a technology transfer
agreement where one undertaking grants another under-
taking a patent licence, a know-how licence, a software
copyright licence or a mixed patent, know-how or soft-
ware copyright licence, or where two undertakings grant
each other such a licence but where these licences do not
concern competing technologies and cannot be used for
the production of competing products;

(e) ‘product’ means a good or a service, including both inter-
mediary goods and services and final goods and services;

(f) ‘contract products’ means products produced with the
licensed technology;

(g) ‘intellectual property rights’ includes industrial property
rights, know-how, copyright and neighbouring rights;

(h) ‘patents’ means patents, patent applications, utility models,
applications for registration of utility models, designs,
topographies of semiconductor products, supplementary
protection certificates for medicinal products or other
products for which such supplementary protection certifi-
cates may be obtained and plant breeder's certificates;

(i) ‘know-how’ means a package of non-patented practical
information, resulting from experience and testing, which
is:

(i) secret, that is to say, not generally known or easily
accessible,

(ii) substantial, that is to say, significant and useful for the
production of the contract products, and

(iii) identified, that is to say, described in a sufficiently
comprehensive manner so as to make it possible to
verify that it fulfils the criteria of secrecy and substan-
tiality;

(j) ‘competing undertakings’ means undertakings which
compete on the relevant technology market and/or the
relevant product market, that is to say:

(i) competing undertakings on the relevant technology
market, being undertakings which license out
competing technologies without infringing each others'
intellectual property rights (actual competitors on the
technology market); the relevant technology market
includes technologies which are regarded by the licen-
sees as interchangeable with or substitutable for the
licensed technology, by reason of the technologies'
characteristics, their royalties and their intended use,

27.4.2004 L 123/13Official Journal of the European UnionEN
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(ii) competing undertakings on the relevant product
market, being undertakings which, in the absence of
the technology transfer agreement, are both active on
the relevant product and geographic market(s) on
which the contract products are sold without
infringing each others' intellectual property rights
(actual competitors on the product market) or would,
on realistic grounds, undertake the necessary additional
investments or other necessary switching costs so that
they could timely enter, without infringing each others'
intellectual property rights, the(se) relevant product
and geographic market(s) in response to a small and
permanent increase in relative prices (potential compe-
titors on the product market); the relevant product
market comprises products which are regarded by the
buyers as interchangeable with or substitutable for the
contract products, by reason of the products' charac-
teristics, their prices and their intended use;

(k) ‘selective distribution system’ means a distribution system
where the licensor undertakes to license the production of
the contract products only to licensees selected on the
basis of specified criteria and where these licensees under-
take not to sell the contract products to unauthorised
distributors;

(l) ‘exclusive territory’ means a territory in which only one
undertaking is allowed to produce the contract products
with the licensed technology, without prejudice to the
possibility of allowing within that territory another
licensee to produce the contract products only for a par-
ticular customer where this second licence was granted in
order to create an alternative source of supply for that
customer;

(m) ‘exclusive customer group’ means a group of customers to
which only one undertaking is allowed actively to sell the
contract products produced with the licensed technology;

(n) ‘severable improvement’ means an improvement that can
be exploited without infringing the licensed technology.

2. The terms ‘undertaking’, ‘licensor’ and ‘licensee’ shall
include their respective connected undertakings.

‘Connected undertakings’ means:

(a) undertakings in which a party to the agreement, directly or
indirectly:

(i) has the power to exercise more than half the voting
rights, or

(ii) has the power to appoint more than half the members
of the supervisory board, board of management or
bodies legally representing the undertaking, or

(iii) has the right to manage the undertaking's affairs;

(b) undertakings which directly or indirectly have, over a party
to the agreement, the rights or powers listed in (a);

(c) undertakings in which an undertaking referred to in (b) has,
directly or indirectly, the rights or powers listed in (a);

(d) undertakings in which a party to the agreement together
with one or more of the undertakings referred to in (a), (b)
or (c), or in which two or more of the latter undertakings,
jointly have the rights or powers listed in (a);

(e) undertakings in which the rights or the powers listed in (a)
are jointly held by:

(i) parties to the agreement or their respective connected
undertakings referred to in (a) to (d), or

(ii) one or more of the parties to the agreement or one or
more of their connected undertakings referred to in (a)
to (d) and one or more third parties.

Article 2

Exemption

Pursuant to Article 81(3) of the Treaty and subject to the provi-
sions of this Regulation, it is hereby declared that Article 81(1)
of the Treaty shall not apply to technology transfer agreements
entered into between two undertakings permitting the produc-
tion of contract products.

This exemption shall apply to the extent that such agreements
contain restrictions of competition falling within the scope of
Article 81(1). The exemption shall apply for as long as the
intellectual property right in the licensed technology has not
expired, lapsed or been declared invalid or, in the case of
know-how, for as long as the know-how remains secret, except
in the event 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.

Article 3

Market-share thresholds

1. Where the undertakings party to the agreement are
competing undertakings, the exemption provided for in Article
2 shall apply on condition that the combined market share of
the parties does not exceed 20 % on the affected relevant tech-
nology and product market.

2. Where the undertakings party to the agreement are not
competing undertakings, the exemption provided for in Article
2 shall apply on condition that the market share of each of the
parties does not exceed 30 % on the affected relevant tech-
nology and product market.

3. For the purposes of paragraphs 1 and 2, the market share
of a party on the relevant technology market(s) is defined in
terms of the presence of the licensed technology on the rele-
vant product market(s). A licensor's market share on the rele-
vant technology market shall be the combined market share on
the relevant product market of the contract products produced
by the licensor and its licensees.
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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
control of the parties, have as their object:

(a) the restriction of a party's ability to determine its prices
when selling products to third parties;

(b) the limitation of output, except limitations on the output of
contract products imposed on the licensee in a non-reci-
procal agreement or imposed on only one of the licensees
in a reciprocal agreement;

(c) the allocation of markets or customers except:

(i) the obligation on the licensee(s) to produce with the
licensed technology only within one or more technical
fields of use or one or more product markets,

(ii) the obligation on the licensor and/or the licensee, in a
non-reciprocal agreement, not to produce with the
licensed technology within one or more technical
fields of use or one or more product markets or one
or more exclusive territories reserved for the other
party,

(iii) the obligation on the licensor not to license the tech-
nology to another licensee in a particular territory,

(iv) the restriction, in a non-reciprocal agreement, of
active and/or passive sales by the licensee and/or the
licensor into the exclusive territory or to the exclusive
customer group reserved for the other party,

(v) the restriction, in a non-reciprocal agreement, of
active sales by the licensee into the exclusive territory
or to the exclusive customer group allocated by the
licensor 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 its
own products,

(vii) the obligation on the licensee, in a non-reciprocal
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;

(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, unless such latter restriction 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 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
control of the parties, have as their object:

(a) the restriction of a party's ability to determine its prices
when selling products to third parties, without prejudice to
the possibility of imposing a maximum sale price or recom-
mending a sale price, provided that it does not amount to a
fixed or minimum sale price as a 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 contract
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 terri-
tory or to an exclusive customer group allocated by
the licensor to another licensee during the first two
years that this other licensee is selling the contract
products in that territory 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 products,

(iv) the obligation 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,

(v) the restriction of sales to end-users by a licensee oper-
ating at the wholesale level of trade,

(vi) 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
licensee which is a member of a selective distribution
system and which operates at the retail level, without preju-
dice to the possibility of prohibiting a member of the
system from operating out of an unauthorised place of
establishment.

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.
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Article 5

Excluded restrictions

1. The exemption provided for in Article 2 shall not apply
to any of the following obligations contained in technology
transfer agreements:

(a) any direct or indirect obligation on the licensee to grant an
exclusive licence to the licensor or to a third party desig-
nated by the licensor in respect of its own severable
improvements to or its own new applications of the
licensed technology;

(b) any direct or indirect obligation on the licensee to assign,
in whole or in part, to the licensor or to a third party desig-
nated by the licensor, rights to its own severable improve-
ments to or its own new applications of the licensed tech-
nology;

(c) any direct or indirect obligation on the licensee not to chal-
lenge the validity of intellectual property rights which the
licensor holds in the common market, without prejudice to
the possibility of providing for termination of the tech-
nology transfer agreement in the event that the licensee
challenges the validity of one or more of the licensed intel-
lectual property rights.

2. Where the undertakings party to the agreement are not
competing undertakings, the exemption provided for in Article
2 shall not apply to any direct or indirect obligation limiting
the licensee's ability to exploit its own technology or limiting
the ability of any of the parties to the agreement to carry out
research and development, unless such latter restriction is indis-
pensable to prevent the disclosure of the licensed know-how to
third parties.

Article 6

Withdrawal in individual cases

1. The Commission may withdraw the benefit of this Regu-
lation, pursuant to Article 29(1) of Regulation (EC) No 1/2003,
where it finds in any particular case that a technology transfer
agreement to which the exemption provided for in Article 2
applies nevertheless has effects which are incompatible with
Article 81(3) of the Treaty, and in particular where:

(a) access of third parties' technologies to the market is
restricted, for instance by the cumulative effect of parallel
networks of similar restrictive agreements prohibiting licen-
sees from using third parties' technologies;

(b) access of potential licensees to the market is restricted, for
instance by the cumulative effect of parallel networks of
similar restrictive agreements prohibiting licensors from
licensing to other licensees;

(c) without any objectively valid reason, the parties do not
exploit the licensed technology.

2. Where, in any particular case, a technology transfer agree-
ment to which the exemption provided for in Article 2 applies
has effects which are incompatible with Article 81(3) of the

Treaty in the territory of a Member State, or in a part thereof,
which has all the characteristics of a distinct geographic
market, the competition authority of that Member State may
withdraw the benefit of this Regulation, pursuant to Article
29(2) of Regulation (EC) No 1/2003, in respect of that territory,
under the same circumstances as those set out in paragraph 1
of this Article.

Article 7

Non-application of this Regulation

1. Pursuant to Article 1a of Regulation No 19/65/EEC, the
Commission may by regulation declare that, where parallel
networks of similar technology transfer agreements cover more
than 50 % of a relevant market, this Regulation is not to apply
to technology transfer agreements containing specific restraints
relating to that market.

2. A regulation pursuant to paragraph 1 shall not become
applicable earlier than six months following its adoption.

Article 8

Application of the market-share thresholds

1. For the purposes of applying the market-share thresholds
provided for in Article 3 the rules set out in this paragraph
shall apply.

The market share shall be calculated on the basis of market
sales value data. If market sales value data are not available,
estimates based on other reliable market information, including
market sales volumes, may be used to establish the market
share of the undertaking concerned.

The market share shall be calculated on the basis of data
relating to the preceding calendar year.

The market share held by the undertakings referred to in point
(e) of the second subparagraph of Article 1(2) shall be appor-
tioned equally to each undertaking having the rights or the
powers listed in point (a) of the second subparagraph of Article
1(2).

2. If the market share referred to in Article 3(1) or (2) is
initially not more than 20 % respectively 30 % but subsequently
rises above those levels, the exemption provided for in Article
2 shall continue to apply for a period of two consecutive
calendar years following the year in which the 20 % threshold
or 30 % threshold was first exceeded.

Article 9

Repeal

Regulation (EC) No 240/96 is repealed.

References to the repealed Regulation shall be construed as
references to this Regulation.
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Article 10

Transitional period

The prohibition laid down in Article 81(1) of the Treaty shall not apply during the period from 1 May
2004 to 31 March 2006 in respect of agreements already in force on 30 April 2004 which do not satisfy
the conditions 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.

Article 11

Period 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 MONTI

Member of the Commission
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Corrigendum to Commission Regulation (EC) No 772/2004 of 27 April 2004 on the application of Article 81(3)
of the Treaty to categories of technology transfer agreements

(Official Journal of the European Union L 123 of 27 April 2004)

In the contents on the cover, on page 11 in the title and on page 17 in the signature:

for: ‘27 April 2004’,
read: ‘7 April 2004’.
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Corrigendum to Commission Regulation (EC) No 1943/2003 of 3 November 2003 laying down rules for the
application of Council Regulation (EC) No 2200/96 as regards aid to producer groups granted preliminary

recognition

(Official Journal of the European Union L 286 of 4 November 2003)

On page 7, in the third line of Article 5(1):

for: ‘… each annual period as referred …’,
read: ‘… each annual or semestral period as referred …’.

COMMISSION NOTICE

Guidelines on the application of Article 81 of the EC Treaty to technology transfer agreements

(2004/C 101/02)

(Text with EEA relevance)

I. INTRODUCTION

1. These guidelines set out the principles for the assessment
of technology transfer agreements under Article 81 of the
Treaty. Technology transfer agreements concern the
licensing of technology where the licensor permits the
licensee to exploit the licensed technology for the
production of goods or services, as defined in Article
1(1)(b) of Commission Regulation (EC) No 773/2004
on the application of Article 81(3) of the Treaty to
categories of technology transfer agreements (the
TTBER) (1).

2. The purpose of the guidelines is to provide guidance on
the application of the TTBER as well as on the
application of Article 81 to technology transfer
agreements that fall outside the scope of the TTBER.
The TTBER and the guidelines are without prejudice to
the possible parallel application of Article 82 of the
Treaty to licensing agreements (2).

3. The standards set forth in these guidelines must be
applied in light of the circumstances specific to each
case. This excludes a mechanical application. Each case
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 Commission will keep under review the
functioning of the TTBER and the guidelines in the new
enforcement system created by Regulation 1/2003 (3) to
consider whether changes need to be made.

4. The present guidelines are without prejudice to the inter-
pretation of Article 81 and the TTBER that may be given
by the Court of Justice and the Court of First Instance.

II. GENERAL PRINCIPLES

1. Article 81 and intellectual property rights

5. The aim of Article 81 as a whole is to protect
competition on the market with a view to promoting
consumer welfare and an efficient allocation of resources.
Article 81(1) prohibits all agreements and concerted
practices between undertakings and decisions by
associations of undertakings (4) which may affect trade
between Member States (5) and which have as their
object or effect the prevention, restriction or distortion
of competition (6). As an exception to this rule Article
81(3) provides that the prohibition contained in Article

81(1) may be declared inapplicable in the case of
agreements between undertakings which contribute to
improving the production or distribution of products or
to promoting technical or economic progress, while
allowing consumers a fair share of the resulting benefits
and which do not impose restrictions 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 concerned.

6. Intellectual property laws confer exclusive rights on
holders of patents, copyright, design rights, trademarks
and other legally protected rights. The owner of intel-
lectual property is entitled under intellectual property
laws to prevent unauthorised use of his intellectual
property and to exploit it, inter alia, by licensing it to
third parties. Once a product incorporating an intellectual
property right has been put on the market inside the EEA
by the holder or with his consent, the intellectual
property right is exhausted in the sense that the holder
can no longer use it 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 incor-
porating the licensed technology (8). The principle of
Community exhaustion is in line with the essential
function of intellectual property rights, which is to
grant the holder the right to exclude others from
exploiting his intellectual property without his consent.

7. The fact that intellectual property laws grant exclusive
rights of exploitation does not imply that intellectual
property rights are immune from competition law inter-
vention. Articles 81 and 82 are in particular applicable to
agreements whereby the holder licenses another under-
taking to exploit his intellectual property rights (9). Nor
does it imply that there is an inherent conflict between
intellectual property rights and the Community
competition rules. Indeed, both bodies of law share the
same basic objective of promoting consumer welfare and
an efficient allocation of resources. Innovation constitutes
an essential and dynamic component of an open and
competitive market economy. Intellectual property
rights promote dynamic competition by encouraging
undertakings to invest in developing new or improved
products and processes. So does competition by putting
pressure on undertakings to innovate. Therefore, both
intellectual property rights and competition are
necessary to promote innovation and ensure a
competitive exploitation thereof.
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8. In the assessment of licence agreements under Article 81
it must be kept in mind that the creation of intellectual
property rights often entails substantial investment and
that it is often a risky endeavour. In order not to reduce
dynamic competition and to maintain the incentive to
innovate, the innovator must not be unduly restricted
in the exploitation of intellectual property rights that
turn out to be valuable. For these reasons the innovator
should normally be free to seek compensation for
successful projects that is sufficient to maintain
investment incentives, taking failed projects into
account. Technology licensing may also require the
licensee to make significant sunk investments in the
licensed technology and production assets necessary to
exploit it. Article 81 cannot be applied without
considering such ex ante investments made by the
parties and the risks relating thereto. The risk facing
the parties and the sunk investment that must be
committed may thus lead to the agreement falling
outside Article 81(1) or fulfilling the conditions of
Article 81(3), as the case may be, for the period of
time required to recoup the investment.

9. In assessing licensing agreements under Article 81, the
existing analytical framework is sufficiently flexible to
take due account of the dynamic aspects of technology
licensing. There is no presumption that intellectual
property rights and licence agreements as such give rise
to competition concerns. Most licence agreements do not
restrict competition and create pro-competitive effi-
ciencies. Indeed, licensing as such is pro-competitive as
it leads to dissemination of technology and promotes
innovation. In addition, even licence agreements that do
restrict competition may often give rise to
pro-competitive efficiencies, which must be considered
under Article 81(3) and balanced against the negative
effects on competition (10). The great majority of licence
agreements are therefore compatible with Article 81.

2. The general framework for applying Article 81

10. Article 81(1) prohibits agreements which have as their
object or effect the restriction of competition. Article
81(1) applies both to restrictions of competition
between the parties to an agreement and to restrictions
of competition between any of the parties and third
parties.

11. The assessment of whether a licence agreement restricts
competition must be made within the actual context in
which competition would occur in the absence of the
agreement with its alleged restrictions (11). In making
this assessment it is necessary to take account of the
likely impact of the agreement on inter-technology
competition (i.e. competition between undertakings
using competing technologies) and on intra-technology
competition (i.e. competition between undertakings
using the same technology) (12). Article 81(1) prohibits
restrictions of both inter-technology competition and
intra-technology competition. It is therefore necessary
to assess to what extent the agreement affects or is
likely to affect these two aspects of competition on the
market.

12. The following two questions provide a useful framework
for making this assessment. The first question relates to
the impact of the agreement on inter-technology
competition while the second question relates to the
impact of the agreement on intra-technology
competition. As restraints may be capable of affecting
both inter-technology competition and intra-technology
competition at the same time, it may be necessary to
analyse a restraint in the light of both questions before
it can be concluded whether or not competition within
the meaning of Article 81(1) is restricted:

(a) Does the licence agreement restrict actual or potential
competition that would have existed without the
contemplated agreement? If so, the agreement may
be caught by Article 81(1). In making this assessment
it is necessary to take into account competition
between the parties and competition from third
parties. For instance, where two undertakings estab-
lished in different Member States cross licence
competing technologies and undertake not to sell
products in each other's home markets, (potential)
competition that existed prior to the agreement is
restricted. Similarly, where a licensor imposes obli-
gations on his licensees not to use competing tech-
nologies and these obligations foreclose third party
technologies, actual or potential competition that
would have existed in the absence of the agreement
is restricted.

(b) Does the agreement restrict actual or potential
competition that would have existed in the absence
of the contractual restraint(s)? If so, the agreement
may be caught by Article 81(1). For instance, where
a licensor restricts its licensees from competing with
each other, (potential) competition that could have
existed between the licensees absent the restraints is
restricted. Such restrictions include vertical price
fixing and territorial or customer sales restrictions
between licensees. However, certain restraints may
in certain cases not be caught by Article 81(1)
when the restraint is objectively necessary for the
existence of an agreement of that type or that
nature (13). Such exclusion of the application of
Article 81(1) can only be made on the basis of
objective factors external to the parties themselves
and not the subjective views and characteristics of
the parties. The question is not whether the parties
in their particular situation would not have accepted
to conclude a less restrictive agreement, but whether,
given the nature of the agreement and the charac-
teristics of the market, a less restrictive agreement
would not have been concluded by undertakings in
a similar setting. For instance, territorial restraints in
an agreement between non-competitors may fall
outside Article 81(1) for a certain duration if the
restraints are objectively necessary for a licensee to
penetrate a new market. Similarly, a prohibition
imposed on all licensees not to sell to certain
categories of end users may not be restrictive of
competition if such a restraint is objectively
necessary for reasons of safety or health related to
the dangerous nature of the product in question.
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Claims that in the absence of a restraint the supplier
would have resorted to vertical integration are not
sufficient. Decisions on whether or not to vertically
integrate depend on a broad range of complex
economic factors, a number of which are internal
to the undertaking concerned.

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 those 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
only prohibited by Article 81(1) if its object or effect is to
restrict inter-technology competition and/or intra-tech-
nology competition.

14. Restrictions of competition by object are those that by
their very nature restrict competition. These are
restrictions which in light of the objectives pursued by
the Community competition rules have such a high
potential for negative effects on competition that it is
not necessary for the purposes of applying Article
81(1) to demonstrate any actual effects on the
market (14). Moreover, the conditions of Article 81(3)
are unlikely to be fulfilled in the case of restrictions by
object. The assessment 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 aims
pursued by it. It may also be necessary to consider the
context in which it is (to be) applied or the actual
conduct and behaviour of the parties on the market (15).
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 restriction constitutes a hardcore
restriction of competition. The way in which an
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 is 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 restrictive by
their very object.

15. If an agreement is not restrictive of competition by object
it is necessary to examine whether it has restrictive effects
on competition. Account must be taken of both actual
and potential effects (16). 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

degree of probability. The likely negative effects on
competition must be appreciable (17). Appreciable anti-
competitive effects are likely to occur when at least one
of the parties has or obtains some degree of market
power and the agreement contributes to the creation,
maintenance or strengthening of that market power or
allows the parties to exploit such market power. Market
power is the ability to maintain prices above competitive
levels or to maintain output in terms of product
quantities, product quality and variety or innovation
below competitive levels for a not 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 dominance under Article 82.

16. For the purposes of analysing restrictions of competition
by effect it is normally necessary to define the relevant
market and to examine and assess, inter alia, the nature of
the products and technologies concerned, the market
position of the parties, the market position of
competitors, the market position of buyers, the
existence of potential competitors and the level of entry
barriers. 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.
It may for example be possible to ascertain that an
agreement has led to price increases.

17. Licence agreements, however, also have substantial
pro-competitive potential. Indeed, the vast majority of
licence agreements are pro-competitive. Licence
agreements may promote innovation by allowing
innovators to earn returns to cover at least part of
their research and development costs. Licence agreements
also lead to a dissemination of technologies, which may
create value by reducing the production costs of the
licensee or by enabling him to produce new or
improved products. Efficiencies at the level of the
licensee often stem from a combination of the licensor's
technology with the assets and technologies of the
licensee. Such integration of complementary assets and
technologies may lead to a cost/output configuration that
would not otherwise be possible. For instance, the combi-
nation of an improved technology of the licensor with
more efficient production or distribution assets of the
licensee may reduce production costs or lead to the
production of a higher quality product. 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 risk of infringement claims by the
licensor. 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 competition.
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18. In cases where a licence agreement is caught by Article
81(1) the pro-competitive effects of the agreement must
be balanced against its restrictive effects in the context of
Article 81(3). When all four conditions of Article 81(3)
are satisfied, the restrictive licence agreement in question
is valid and enforceable, no prior decision to that effect
being required (18). Hardcore restrictions of competition
only fulfil the conditions of Article 81(3) in exceptional
circumstances. Such agreements generally fail (at least)
one of the first two conditions of Article 81(3). They
generally do not create objective economic benefits or
benefits for consumers. Moreover, these types of
agreements generally also fail the indispensability test
under the third condition. For example, if the parties
fix the price at which the products produced under the
licence must be sold, this will generally lead to a lower
output and a misallocation of resources and higher prices
for consumers. The price restriction is also not indis-
pensable to achieve the possible efficiencies resulting
from the availability to both competitors of the two tech-
nologies.

3. Market definition

19. The Commission's approach to defining the relevant
market is laid down in its market definition
guidelines (19). The present guidelines only address
aspects of market definition that are of particular
importance in the field of technology licensing.

20. Technology is an input, which is integrated either into a
product or a production process. Technology licensing
can therefore affect competition both in input markets
and in output markets. For instance, an agreement
between two parties which sell competing products and
which cross license technologies relating to the
production of these products may restrict competition
on the product market concerned. It may also restrict
competition on the market for technology and possibly
also on other input markets. For the purposes of
assessing the competitive effects of licence agreements
it may therefore be necessary to define relevant goods
and service markets (product markets) as well as tech-
nology markets (20). The term ‘product market’ used in
Article 3 of the TTBER refers to relevant goods and
service markets in both their geographic and product
dimension. As is clear from Article 1(1)(j) of the
TTBER, the term is used merely to distinguish relevant
goods and service markets from relevant technology
markets.

21. The TTBER and these guidelines are concerned with
effects both on product markets for final products and
on product markets for intermediate products. The
relevant product market includes products which are
regarded by the buyers as interchangeable with or
substitutable for the contract products incorporating the

licensed technology, by reason of the products' charac-
teristics, their prices and their intended use.

22. Technology markets consist of the licensed technology
and its substitutes, i.e. other technologies which are
regarded by the licensees as interchangeable with or
substitutable for the licensed technology, by reason of
the technologies' characteristics, their royalties and their
intended use. The methodology for defining technology
markets follows the same principles as the definition of
product markets. Starting from the technology which is
marketed by the licensor, one needs to identify those
other technologies to which licensees could switch in
response to a small but permanent increase in relative
prices, i.e. the royalties. An alternative approach is to
look at the market for products incorporating the
licensed technology (cf. paragraph below).

23. Once relevant markets have been defined, market shares
can be assigned to the various sources of competition in
the market and used as an indication of the relative
strength of market players. In the case of technology
markets one way to proceed is to calculate market
shares on the basis of each technology's share of total
licensing income from royalties, representing a tech-
nology's share of the market where competing tech-
nologies are licensed. However, this may often be a
mere theoretical and not a practical way to proceed
because of lack of clear information on royalties etc.
An alternative approach, which is the one used in
Article 3(3) of the TTBER, is to calculate market shares
on the technology market on the basis of sales of
products incorporating the licensed technology on down-
stream product markets (see paragraph 70 below). Under
this approach all sales on the relevant product market are
taken into account, irrespective of whether the product
incorporates a technology that is being licensed. In the
case of technology markets the approach of Article 3(3)
to take into account technologies that are (only) being
used in-house, is justified. Indeed, this approach is in
general a good indicator of the strength of the tech-
nology. First, it captures any potential competition
from undertakings that are producing with their own
technology and that are likely to start licensing in the
event of a small but permanent increase in the price for
licenses. Secondly, even where it is unlikely that other
technology owners would start licensing, the licensor
does not necessarily have market power on the tech-
nology market even if he has a high share of licensing
income. If the downstream product market is
competitive, competition at this level may effectively
constrain the licensor. An increase in royalties upstream
affects the costs of the licensee, making him less
competitive, causing him to lose sales. A technology's
market share on the product market also captures this
element and is thus normally a good indicator of licensor
market power. In individual cases outside the safe
harbour of the TTBER it may be necessary, where
practically possible, to apply both of the described
approaches in order to assess more accurately the
market strength of the licensor.
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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 strength of
available technologies. The Commission will therefore,
inter alia, also have regard to the number of inde-
pendently controlled technologies available in addition
to the technologies controlled by the parties to the
agreement that may be substitutable for the licensed tech-
nology at a comparable cost to the user (see paragraph
131 below).

25. Some licence agreements may affect innovation markets.
In analysing such effects, however, the Commission will
normally confine itself to examining the impact of the
agreement on competition within existing product and
technology markets (21). Competition on such markets
may be affected by agreements that delay the intro-
duction of improved products or new products that
over time will replace existing products. In such cases
innovation is a source of potential competition which
must be taken into account when assessing the impact
of the agreement on product markets and technology
markets. In a limited number of cases, however, it may
be useful and necessary to also define innovation
markets. This is particularly 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 (22). In such
cases it can be analysed whether after the agreement
there will be a sufficient number of competing research
and development poles left for effective competition in
innovation to be maintained.

4. The distinction between competitors and non-
competitors

26. In general, agreements between competitors pose a
greater risk to competition than agreements between
non-competitors. However, competition between under-
takings that use the same technology (intra-technology
competition between licensees) constitutes an important
complement to competition between undertakings that
use competing technologies (inter-technology
competition). For instance, intra-technology competition
may lead to lower prices for the products incorporating
the technology in question, which may not only produce
direct and immediate 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 into account
that licensees are selling their own product. They are not
re-selling a product supplied by another undertaking.
There may thus be greater scope for product differ-
entiation and quality-based competition between
licensees than in the case of vertical agreements for the
resale of products.

27. In order to determine the competitive relationship
between the parties it is necessary to examine whether
the parties would have been actual or potential
competitors in the absence of the agreement. If without
the agreement the parties would not have been actual or
potential competitors in any relevant market affected by
the agreement they are deemed to be non-competitors.

28. 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 parties are
deemed to be actual competitors on the technology
market if the licensee is already licensing out his tech-
nology and the licensor enters the technology market by
granting a license for a competing technology to the
licensee.

29. The parties are considered to be potential competitors on
the product market if in the absence of the agreement
and without infringing the intellectual property rights of
the other party it is likely that they would have
undertaken the necessary additional investment to enter
the relevant market in response to a small but permanent
increase in product prices. In order to constitute a
realistic competitive constraint entry has to be likely to
occur within a short period. Normally a period of one to
two years is appropriate. However, in individual cases
longer periods can be taken into account. The period
of time needed for undertakings already on the market
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 basis of its
own technology in one geographic market and starts
producing in another geographic market on the basis
of a licensed competing technology. In such circum-
stances, it is likely that the licensee would have been
able to enter the second geographic market on the
basis of its own technology, unless such entry is
precluded by objective factors, including the existence
of blocking patents (see paragraph 32 below).

30. The parties are considered to be potential competitors on
the technology market where they own substitutable
technologies if in the specific case the licensee is not
licensing his own technology, provided that he would
be likely to do so in the event of a small but
permanent increase in technology prices. However, for
the application of the TTBER potential competition on
the technology market is not taken into account (see
paragraph 66 below).
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31. In some cases the parties may become competitors
subsequent to the conclusion of the agreement because
the licensee develops and starts exploiting a competing
technology. In such cases it must be taken into account
that the parties were non-competitors at the time of
conclusion of the agreement and that the agreement
was concluded in that context. The Commission will
therefore mainly focus on the impact of the agreement
on the licensee's ability to exploit his own (competing)
technology. In particular, the list of hardcore restrictions
applying to agreements between competitors will not be
applied to such agreements unless the agreement is
subsequently amended in any material respect after the
parties have become competitors (cf. Article 4(3) of the
TTBER). The undertakings party to an agreement may
also become competitors subsequent to the conclusion
of the agreement where the licensee was already active
on the product market prior to the licence and where the
licensor subsequently enters the product market either on
the basis of the licensed technology or a new technology.
Also in this case the hardcore list relevant for agreements
between non-competitors will continue to apply to the
agreement unless the agreement is subsequently amended
in any material respect (cf. article 4(3) of the TTBER.

32. If the parties own technologies that are in a one-way or
two-way blocking position, the parties are considered to
be non-competitors on the technology market. A
one-way blocking position exists when a technology
cannot be exploited without infringing upon another
technology. This is for instance the case where one
patent covers an improvement of a technology covered
by another patent. In that case the exploitation of the
improvement patent pre-supposes that the holder obtains
a licence to the basic patent. A two-way blocking
position exists where neither technology can be
exploited without infringing upon the other technology
and where the holders thus need to obtain a licence or a
waiver from each other. In assessing whether a blocking
position exists the Commission will rely on objective
factors as opposed to the subjective views of the
parties. Particularly convincing evidence of the existence
of a blocking position is required where the parties may
have a common interest in claiming the existence of a
blocking position in order to be qualified as
non-competitors, for instance where the claimed
two-way blocking position concerns technologies that
are technological substitutes. Relevant evidence includes
court decisions including injunctions and opinions of
independent experts. In the latter case the Commission
will, in particular, closely examine how the expert has
been selected. However, also other convincing evidence,
including expert evidence from the parties that they have
or had good and valid reasons to believe that a blocking
position exists or existed, can be relevant to substantiate
the existence of a blocking position.

33. In some cases it may also be possible to conclude that
while the licensor and the licensee produce competing
products, they are non-competitors on the relevant

product market and the relevant technology market
because the licensed technology represents such a
drastic innovation that the technology of the licensee
has become obsolete or uncompetitive. In such cases
the licensor's technology either creates a new market or
excludes the licensee's technology from the market.
Often, however, it is not possible to come to this
conclusion at the time the agreement is concluded. It is
usually only when the technology or the products incor-
porating it have been available to consumers for some
time that it becomes apparent that the older technology
has become obsolete or uncompetitive. For instance,
when CD technology was developed and players and
discs were put on the market, it was not obvious that
this new technology would replace LP technology. This
only became apparent some years later. The parties will
therefore be considered to be competitors if at the time
of the conclusion of the agreement it is not obvious that
the licensee's technology is obsolete or uncompetitive.
However, given that both Articles 81(1) and Article
81(3) must be applied in light of the actual context in
which the agreement occurs, the assessment is sensitive
to material changes in the facts. The classification of the
relationship between the parties will therefore change
into a relationship of non-competitors, if at a later
point in time the licensee's technology becomes
obsolete or uncompetitive on the market.

III. APPLICATION OF THE BLOCK EXEMPTION REGULATION

1. The effects of the Block Exemption Regulation

34. Technology transfer agreements that fulfil the conditions
set out in the TTBER are block exempted from the
prohibition rule contained in Article 81(1). Block
exempted agreements are legally valid and enforceable.
Such agreements can only be prohibited for the future
and only upon withdrawal of the block exemption by the
Commission or a Member State competition authority.
Block exempted agreements cannot be prohibited under
Article 81 by national courts in the context of private
litigation.

35. Block exemption of categories of technology transfer
agreements is based on the presumption that such
agreements — to the extent that they are caught by
Article 81(1) — fulfil the four conditions laid down in
Article 81(3). It is thus presumed that the agreements
give rise to economic efficiencies, that the restrictions
contained in the agreements are indispensable to the
attainment of these efficiencies, that consumers within
the affected markets receive a fair share of the efficiency
gains and that the agreements do not afford the under-
takings concerned the possibility of eliminating
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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
aim at ensuring that 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 IV below, many licence agreements
fall outside Article 81(1), either because they do not
restrict competition at all or because the restriction of
competition is not appreciable (23). To the extent that
such agreements would anyhow fall within the scope of
the TTBER, there is no need to determine whether they
are caught by Article 81(1) (24).

37. Outside the scope of the block exemption it is relevant to
examine whether in the individual case the agreement is
caught by Article 81(1) and if so whether the conditions
of Article 81(3) are satisfied. There is no presumption
that technology transfer agreements falling outside the
block exemption are caught by Article 81(1) or fail to
satisfy the conditions of Article 81(3). In particular, the
mere fact that the market shares of the parties exceed the
market share thresholds set out in Article 3 of the TTBER
is not a sufficient basis for finding that the agreement is
caught by Article 81(1). Individual assessment of the
likely effects of the agreement is required. It is 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 Exemption Regulation

2.1. Agreements between two parties

38. According to Article 2(1) of the TTBER, the Regulation
covers technology transfer agreements ‘between two
undertakings’. Technology transfer agreements between
more than two undertakings are not covered by the
TTBER (25). The decisive factor in terms of distinguishing
between agreements between two undertakings and
multiparty agreements is whether the agreement in
question is concluded between more than two under-
takings.

39. Agreements concluded by two undertakings fall within
the scope of the TTBER even if the agreement stipulates
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 resellers of the products produced under the
licence (26).

40. Licence agreements concluded between more than two
undertakings often give rise to the same issues as
licence agreements of the same nature concluded
between two undertakings. In its individual assessment
of licence agreements which are of the same nature as
those covered by the block exemption but which are
concluded between more than two undertakings, the
Commission will apply by analogy the principles set
out in the TTBER.

2.2. Agreements for the production of contract products

41. It follows from Article 2 that for licence agreements to be
covered by the TTBER they must concern ‘the production
of contract products’, i.e. products incorporating or
produced with the licensed technology. In other words,
to be covered by the TTBER the licence must permit the
licensee to exploit the licensed technology for production
of goods or services (see recital 7 of the TTBER). The
TTBER does not cover technology pools. The notion of
technology pools covers agreements whereby two or
more parties agree to pool their respective technologies
and license them as a package. The notion of technology
pools also covers arrangements whereby two or more
undertakings agree to license a third party and
authorise him to license on the package of technologies.
Technology pools are dealt with in section IV.4 below.

42. The TTBER applies to licence agreements for the
production of contract products whereby the licensee is
also permitted to sublicense the licensed technology to
third parties provided, however, that the production of
contract products constitutes the primary object of the
agreement. Conversely, the TTBER does not apply to
agreements that have sublicensing as their primary
object. However, the Commission will apply by analogy
the principles set out in the TTBER and these guidelines
to such ‘master licensing’ agreements between licensor
and licensee. Agreements between the licensee and
sub-licensees are covered by the TTBER.

43. The term ‘contract products’ encompasses goods and
services produced with the licensed technology. This is
the case both where the licensed technology is used in
the production process and where it is incorporated into
the product itself. In these guidelines the term ‘products
incorporating the licensed technology’ covers both
situations. 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
property rights against the licensee. Indeed, the essence
of a pure patent licence is the right to operate inside the
scope of the exclusive right of the patent. It follows that
the TTBER also covers so-called non-assertion agreements
and settlement agreements whereby the licensor permits
the licensee to produce within the scope of the patent.
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44. The TTBER covers ‘subcontracting’ whereby the licensor
licenses technology to the licensee who undertakes to
produce certain products on the basis thereof exclusively
for the licensor. Subcontracting may also involve the
supply of equipment by the licensor to be used in the
production of the goods and services covered by the
agreement. For the latter type of subcontracting to be
covered by the TTBER, the licensed technology and not
the supplied equipment must constitute the primary
object of the agreement. Subcontracting is also covered
by the Commission's Notice concerning the assessment of
certain subcontracting agreements in relation to Article
81(1) of the Treaty (27). According to this notice, which
remains applicable, subcontracting agreements whereby
the subcontractor undertakes to produce certain
products exclusively for the contractor generally fall
outside Article 81(1). However, other restrictions
imposed on the subcontractor such as the obligation
not to conduct or exploit his own research and devel-
opment may be caught by Article 81 (28).

45. The TTBER also applies to agreements whereby the
licensee must carry out development work before
obtaining a product or a process that is ready for
commercial exploitation, provided that a contract
product has been identified. Even if such further work
and investment is required, the object of the agreement is
the production of an identified contract product. On the
other hand, the TTBER and the guidelines do not cover
agreements whereby a technology is licensed for the
purpose of enabling the licensee to carry out further
research and development in various fields. For
instance, the TTBER and the guidelines do not cover
the licensing of a technological research tool used in
the process of further research activity. The framework
of the TTBER and the guidelines is based on the premise
that there is a direct link between the licensed technology
and an identified contract product. In cases where no
such link exists the main object of the agreement is
research and development as opposed to bringing a
particular product to the market; in that case the
analytical framework of the TTBER and the guidelines
may not be appropriate. For the same reasons the
TTBER and the guidelines do not cover research and
development sub-contracting whereby the licensee
undertakes to carry out research and development in
the field of the licensed technology and to hand back
the improved technology package to the licensor. The
main object of such agreements is the provision of
research and development services aimed at improving
the technology as opposed to the production of goods
and services on the basis of the licensed technology.

2.3. The concept of technology transfer agreements

46. The TTBER and these guidelines cover agreements for the
transfer of technology. According to Article 1(1)(b) and
(h) of the TTBER the concept of ‘technology’ covers
patents and patent applications, utility models and

applications for utility models, design rights, plant
breeders rights, topographies of semiconductor
products, supplementary protection certificates for
medicinal products or other products for which such
supplementary protection certificates may be obtained,
software copyright, and know-how. The licensed tech-
nology should allow the licensee with or without other
inputs to produce the contract products.

47. Know-how is defined in Article 1(1)(i) as a package of
non-patented practical information, resulting from
experience and testing, which is secret, substantial and
identified. ‘Secret’ means that the know-how is not
generally known or easily accessible. ‘Substantial’ means
that the know-how includes information which is
significant and useful for the production of the
products covered by the licence agreement or the
application of the process covered by the licence
agreement. In other words, the information must
significantly contribute to or facilitate the production of
the contract products. In cases where the licensed
know-how relates to a product as opposed to a
process, this condition implies that the know-how is
useful for the production the contract product. This
condition is not satisfied where the contract product
can be produced on the basis of freely available tech-
nology. However, the condition does not require that
the contract product is of higher value than products
produced with freely available technology. In the case
of process technologies, this condition implies that the
know-how is useful in the sense that it can reasonably be
expected at the date of conclusion of the agreement to be
capable of significantly improving the competitive
position of the licensee, for instance by reducing his
production costs. ‘Identified’ means that it is possible to
verify that the licensed know-how fulfils the criteria of
secrecy and substantiality. This condition is satisfied
where the licensed know-how is described in manuals
or other written form. However, in some cases this
may not be reasonably possible. The licensed
know-how may consist of practical knowledge
possessed by the licensor's employees. For instance, the
licensor's employees may possess secret and substantial
knowledge about a certain production process which is
passed on to the licensee in the form of training of the
licensee's employees. In such cases it is sufficient to
describe in the agreement the general nature of the
know-how and to list the employees that will be or
have been involved in passing it on to the licensee.

48. The concept of ‘transfer’ implies that technology must
flow from one undertaking to another. Such transfers
normally take the form of licensing whereby the
licensor grants the licensee the right to use his tech-
nology against payment of royalties. It can also take
the form of sub-licensing, whereby a licensee, having
been authorised to do so by the licensor, grants
licenses to third parties (sub-licensees) for the exploitation
of the technology.
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49. The TTBER only applies to agreements that have as their
primary object the transfer of technology as defined 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 provisions do not
constitute the primary object of the agreement and are
directly related to the application of the licensed 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 efficiently exploit the
licensed 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
constitutes the primary object of the agreement. For
instance, in cases where the licensee is already manufac-
turing a final product on the basis of another technology,
the licence must lead to a significant improvement of the
licensee's production process, exceeding the value of the
product purchased from the licensor. The requirement
that the tied products must be related to 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.

50. The TTBER only covers the licensing of other types of
intellectual property such as trademarks and copyright,
other than software copyright, to the extent that they are
directly related to the exploitation of the licensed tech-
nology and do not constitute the primary object of the
agreement. This condition 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 may
for instance authorise the licensee to use his trademark
on the products incorporating the licensed technology.
The trademark licence may allow the licensee to better
exploit the licensed technology by allowing consumers to
make an immediate link between the product and the
characteristics imputed to it by the licensed technology.
An obligation on the licensee to use the licensor's
trademark may also promote the dissemination of tech-
nology by allowing the licensor to identify himself as the
source 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
technology and the main object of the agreement is the
trademark, the TTBER does not apply (29).

51. The licensing of copyright for the purpose of repro-
duction and distribution of the protected work, i.e. the
production of copies for resale, is considered to be
similar to technology licensing. Since such licence
agreements relate to the production and sale of

products on the basis of an intellectual property right,
they are considered to be of a similar nature as tech-
nology transfer agreements and normally raise
comparable issues. Although the TTBER does not cover
copyright other than software copyright, the Commission
will as a general rule apply the principles set out in the
TTBER and these guidelines when assessing such
licensing of copyright under Article 81.

52. On the other hand, the licensing of rights in
performances and other rights related to copyright is
considered to raise particular issues and it may not be
warranted to assess such licensing on the basis of the
principles developed in these guidelines. In the case of
the various rights related to performances value is created
not by the reproduction and sale of copies of a product
but by each individual performance of the protected
work. Such exploitation can take various forms
including the performance, showing or the renting of
protected material such as films, music or sporting
events. In the application of Article 81 the specificities
of the work and the way in which it is exploited must be
taken into account (30). For instance, resale restrictions
may give rise to less competition concerns whereas
particular concerns may arise where licensors impose
on their licensees to extend to each of the licensors
more favourable conditions obtained by one of them.
The Commission will therefore not apply the TTBER
and the present guidelines by way of analogy to the
licensing of these other rights.

53. The Commission will also not extend the principles
developed in the TTBER and these guidelines to
trademark licensing. Trademark licensing often occurs
in the context of distribution and resale of goods and
services and is generally more akin to distribution
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
covered by Commission Regulation (EC) No 2790/1999
on the application of Article 81(3) of the Treaty to
categories of vertical agreements and concerted
practices (31).

2.4. Duration

54. Subject to the duration of the TTBER, the block
exemption applies for as long as the licensed property
right has not lapsed, expired 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. Article 2 of the TTBER).
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55. The block exemption applies to each licensed property
right covered by the agreement and ceases to apply on
the date of expiry, invalidity or the coming into the
public domain of the last intellectual property right
which constitutes ‘technology’ within the meaning of
the TTBER (cf. paragraph above).

2.5. Relationship with other block exemption regulations

56. The TTBER covers agreements between two undertakings
concerning the licensing of technology for the purpose of
the production of contract products. However, tech-
nology can also be an element of other types of
agreements. In addition, the products incorporating the
licensed technology are subsequently sold on the market.
It is therefore necessary to address the interface between
the TTBER and Commission Regulation (EC) No
2658/2000 on the application of Article 81(3) of the
Treaty to categories of specialisation agreements (32),
Commission Regulation 2659/2000 on the application
of Article 81(3) to categories of research and devel-
opment agreements (33) and Commission Regulation
(EC) No 2790/1999 on the application of Article 81(3)
of the Treaty to categories of vertical agreements and
concerted practices (34).

2.5.1. The Block Exemption Regulations on specialisation and R&D
agreements

57. According to Article 1(1)(c) of Regulation 2658/2000 on
specialisation agreements, that Regulation covers, inter
alia, joint production agreements by virtue of which
two or more undertakings agree to produce certain
products jointly. The Regulation extends to provisions
concerning the assignment or use of intellectual
property rights, provided that they do not constitute
the primary object of the agreement, but are directly
related to and necessary for its implementation.

58. Where undertakings establish a production joint venture
and license the joint venture to exploit technology, which
is used in the production of the products produced by
the joint venture, such licensing is subject to Regulation
2658/2000 and not the TTBER. Accordingly, licensing in
the context of a production joint venture normally falls
to be considered under Regulation 2658/2000. However,
where the joint venture engages in licensing of the tech-
nology to third parties, the activity is not linked to
production by the joint venture and therefore not
covered by that Regulation. Such licensing arrangements,
which bring together the technologies of the parties,
constitute technology pools, which are dealt with in
section IV.4 below.

59. Regulation 2659/2000 on research and development
agreements covers agreements whereby two or more
undertakings agree to jointly carry out research and
development and to jointly exploit the results thereof.
According to Article 2(11), research and development
and the exploitation of the results are carried out
jointly where the work involved is carried out by a

joint team, organisation or undertakings, jointly entrusted
to a third party or allocated between the parties by way
of specialisation in research, development, production
and distribution, including licensing.

60. It follows that Regulation 2659/2000 covers licensing
between the parties and by the parties to a joint entity
in the context of a research and development agreement.
In the context of such agreements the parties can also
determine the conditions for licensing the fruits of the
research and development agreement to third parties.
However, since third party licensees are not party to
the research and development agreement, the individual
licence agreement concluded with third parties is not
covered by Regulation 2659/2000. Such licence
agreements are block exempted by the TTBER where
they fulfil the conditions of that Regulation.

2.5.2. The Block Exemption Regulation on vertical agreements

61. Commission Regulation (EC) No 2790/1999 on vertical
agreements covers agreements entered into between two
or more undertakings each operating, for the purposes of
the agreement, at different levels of the production or
distribution chain, and relating to the conditions under
which the parties may purchase, sell or resell certain
goods or services. It thus covers supply and distribution
agreements (35).

62. Given that the TTBER only covers agreements between
two parties and that a licensee, selling products incor-
porating the licensed technology, is a supplier for the
purposes of Regulation 2790/1999, these two block
exemption regulations are closely related. The
agreement between licensor and licensee is subject to
the TTBER whereas agreements concluded between a
licensee and buyers are subject to Regulation
2790/1999 and the Guidelines on Vertical Restraints (36).

63. The TTBER also block exempts agreements between the
licensor and the licensee where the agreement imposes
obligations on the licensee as to the way in which he
must sell the products incorporating the licensed tech-
nology. In particular, the licensee can be obliged to
establish a certain type of distribution system such as
exclusive distribution or selective distribution. However,
the distribution agreements concluded for the purposes
of implementing such obligations must, in order to be
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block exempted, comply with Regulation 2790/1999. For
instance, the licensor can oblige the licensee 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 free to
make passive sales into the territories of other exclusive
distributors.

64. Furthermore, distributors must in principle be free to sell
both actively and passively into territories covered by the
distribution systems of other licensees producing their
own products on the basis of the licensed technology.
This is because for the purposes of Regulation
2790/1999 each licensee is a separate supplier.
However, the reasons underlying the block exemption
contained in that Regulation may also apply where the
products incorporating the licensed technology are sold
by the licensees under a 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 restraints between licensees'
distribution systems as within a single vertical
distribution system. In such cases the Commission
would be unlikely to challenge restraints where by
analogy the requirements of Regulation 2790/1999 are
fulfilled. For a common brand identity to exist the
products must be sold and marketed under a common
brand, which is predominant in terms of conveying
quality and other relevant information to the consumer.
It does not suffice that in addition to the licensees' brands
the product carries the licensor's brand, which identifies
him as the source of the licensed technology.

3. The safe harbour established by the Block Exemption
Regulation

65. According to Article 3 of the TTBER the block
exemption of restrictive agreements is subject to market
share thresholds, confining the scope of the block
exemption to agreements that although they may be
restrictive of competition can generally be presumed to
fulfil the conditions of Article 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 give rise to any presumption
either that the agreement is caught by Article 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.

66. The market share threshold to be applied for the purpose
of the safe harbour 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 technologies.
Potential competition on the technology market is not

taken into account for the application of the market
share threshold or the hardcore list. Outside the safe
harbour of the TTBER potential competition on the tech-
nology market is taken into account but does not lead to
the application of the hardcore list relating to agreements
between competitors (see also paragraph 31 above).

67. Undertakings are competitors on the relevant product
market where both undertakings are active on the same
product and geographic market(s) on which the products
incorporating the licensed technology are sold (actual
competitors). They are also considered competitors
where they would be likely, on realistic grounds, to
undertake the necessary additional investments or other
necessary switching costs to enter the relevant product
and geographic market(s) within a reasonably short
period of time (37) in response to a small and
permanent increase in relative prices (potential
competitors).

68. It 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
potential supplier of products on the relevant market
and the licensee, already present on the product
market, is not licensing out a competing technology
even if he owns a competing technology and produces
on the basis of that technology. However, the parties
become competitors if at a later point in time the
licensee starts licensing out his technology or the
licensor becomes an actual or potential supplier of
products on the relevant market. In that case the
hardcore list relevant for agreements between
non-competitors will continue to apply to the
agreement unless the agreement is subsequently
amended in any material respect, see Article 4(3) of the
TTBER and paragraph 31 above.

69. In the case of agreements between competitors the
market share threshold is 20 % and in the case of
agreements between non-competitors it is 30 % (cf.
Article 3(1) and (2) of the TTBER). Where the under-
takings party to the licensing 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 licensing agreement are
competitors the agreement 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
markets for products incorporating the licensed tech-
nology. If the applicable market share threshold is
exceeded on an affected relevant market, the block
exemption does not apply to the agreement for that
relevant market. For instance, if the licence agreement
concerns two separate product 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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70. In the case of technology markets, it follows from Article
3(3) of the TTBER that the licensor's market share is to
be calculated on the basis of the sales of the licensor and
all his licensees of products incorporating the licensed
technology and this for each relevant market sepa-
rately (38). Where the parties are competitors on the tech-
nology market, sales of products incorporating the
licensee's own technology must be combined with the
sales of the products incorporating the licensed tech-
nology. In the case of new technologies that have not
yet generated any sales, a zero market share is assigned.
When sales commence the technology will start accumu-
lating market share.

71. In the case of product markets, the licensee's market
share is to be calculated on the basis of the licensee's
sales of products incorporating the licensor's technology
and competing products, i.e. the total sales of the licensee
on the product market in question. Where the licensor is
also a supplier of products on the relevant market, the
licensor's sales on the product market in question must
also be taken into account. In the calculation of market
shares for product markets, however, sales made by other
licensees are not taken into account when calculating the
licensee's and/or licensor's market share.

72. Market shares should be calculated on the basis of sales
value data where such data are available. Such data
normally provide a more accurate indication of the
strength of a technology than volume data. However,
where value based data are not available, estimates
based on other reliable market information may be
used, including market sales volume data.

73. The principles set out above can be illustrated by the
following examples:

Licensing between non-competitors

Example 1

Company A is specialised in developing bio-tech-
nological products and techniques and has
developed a new product Xeran. It is not active as a
producer of Xeran, for which it has neither the
production nor the distribution facilities. Company B
is one of the producers of competing products,
produced with freely available non-proprietary tech-
nologies. In year 1, B was selling EUR 25 million
worth of products produced with the freely available
technologies. In year 2, A gives a licence to B to
produce Xeran. In that year B sells EUR 15 million
produced with the help of the freely available tech-
nologies and EUR 15 million of Xeran. In year 3 and
the following years B produces and sells only Xeran
worth EUR 40 million annually. In addition in year 2,
A is also licensing to C. C was not active on that
product market before. C produces and sells only
Xeran, EUR 10 million in year 2 and EUR 15
million in year 3 and thereafter. It is established
that the total market of Xeran and its substitutes
where B and C are active is worth EUR 200 million
in each year.

In year 2, the year the licence agreement is concluded,
A's market share on the technology market is 0 % as
its market share has to be calculated on the basis of
the total sales of Xeran in the preceding year. In year
3 A's market share on the technology market is
12,5 %, reflecting the value of Xeran produced by B
and C in the preceding year 2. In year 4 and
thereafter A's market share on the technology
market is 27,5 %, reflecting the value of Xeran
produced by B and C in the preceding year.

In year 2 B's market share on the product market is
12,5 %, reflecting B's EUR 25 million sales in year 1.
In year 3 B's market share is 15 % because its sales
have increased to EUR 30 million in year 2. In year 4
and thereafter B's market share is 20 % as its sales are
EUR 40 million annually. C's market share on the
product market is 0 % in year 1 and 2, 5 % in year
3 and 7, 5 % thereafter.

As the licence agreements are between
non-competitors and the individual market shares of
A, B and C are below 30 % each year, the agreements
fall within the safe harbour of the TTBER.
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Example 2

The situation 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 its substitutes is worth EUR 100 million
annually in each geographic market.

In this case, A's market share on the technology
market has to be calculated for each 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 to be
EUR 100 million, i.e. 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 % thereafter.
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.

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 is 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 period.

Licensing between competitors

Example 3

Companies A and B are active on the same relevant
product and geographic market for a certain chemical
product. They also each own a patent on different
technologies used to produce this product. In year 1
A and B sign a cross licence agreement licensing each
other to use their respective technologies. In year 1 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.
From that year onward A sells EUR 10 million of
the product produced with its own technology and
EUR 10 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 total 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 calculated both
on the technology market and the product market.
The market share of A on the technology market
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
on the technology market is therefore 15 %, reflecting
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 % thereafter. The market share of B on
the product market is 20 % in year 2 and 25 %
thereafter.

As the agreement is between competitors, their
combined market share, both on the technology and
on the product market, has to be below the 20 %
market share threshold in order to benefit from the
safe harbour. It is clear that this is not the case here.
The combined market share on the technology market
and on the product market is 35 % in year 2 and
45 % thereafter. This agreement between competitors
will therefore have to be assessed on an individual
basis.

4. Hardcore restrictions of competition under the Block
Exemption Regulation

4.1. General principles

74. Article 4 of the TTBER contains a list of hardcore
restrictions of competition. The classification of a
restraint as a hardcore restriction 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 (39) such a restriction may result
from the clear objective of the agreement or from the
circumstances of the individual case (cf. paragraph 14
above).
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75. When a technology transfer agreement contains a
hardcore restriction of competition, it follows from
Article 4(1) and 4(2) of the TTBER that the agreement
as a whole falls outside the scope of the block exemption.
For the purposes of the TTBER hardcore restrictions
cannot be severed from the rest of the agreement.
Moreover, the Commission considers that in the
context of individual assessment hardcore restrictions of
competition will only in exceptional circumstances fulfil
the four conditions of Article 81(3) (cf. paragraph 18
above).

76. Article 4 of the TTBER distinguishes between agreements
between competitors and agreements between
non-competitors.

4.2. Agreements between competitors

77. Article 4(1) lists the hardcore restrictions for licensing
between competitors. According to Article 4(1), the
TTBER does not cover agreements which, directly or
indirectly, in isolation or in combination with other
factors under the control of the parties, have as their
object:

(a) The restriction of a party's ability to determine its
prices when selling products to third parties;

(b) The limitation of output, except limitations on the
output of contract products imposed on the
licensee in a non-reciprocal agreement or imposed
on only one of the licensees in a reciprocal
agreement;

(c) The allocation of markets or customers except

(i) the obligation on the licensee(s) to produce with
the licensed technology only within one or more
technical fields of use or one or more product
markets;

(ii) the obligation on the licensor and/or the
licensee, in a non-reciprocal agreement, not to
produce with the licensed technology within one
or more technical fields of use or one or more
product markets or one or more exclusive terri-
tories reserved for the other party;

(iii) the obligation on the licensor not to license the
technology to another licensee in a particular
territory;

(iv) the restriction, in a non-reciprocal agreement, of
active and/or passive sales by the licensee and/or

the licensor into the exclusive territory or to the
exclusive customer group reserved for the other
party;

(v) the restriction, in a non-reciprocal agreement, of
active sales by the licensee into the exclusive
territory or to the exclusive customer group
allocated by the licensor to another licensee
provided that 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 its own products;

(vii) the obligation on the licensee in a
non-reciprocal 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;

(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 development, unless such latter restriction is
indispensable to prevent the disclosure of the
licensed know-how to third parties.

78. For a number of hardcore restrictions the TTBER makes a
distinction between reciprocal and non-reciprocal
agreements. The hardcore list is stricter for reciprocal
agreements than for non-reciprocal agreements between
competitors. Reciprocal agreements are cross-licensing
agreements where the licensed technologies are
competing technologies or can be used for the
production of competing products. A non-reciprocal
agreement is an agreement where only one of the
parties is licensing its technology to the other party or
where in case of cross-licensing the licensed technologies
are not competing technologies and cannot be used for
the production of competing products. An agreement is
not reciprocal merely because the agreement contains a
grant back obligation or because the licensee licenses
back own improvements of the licensed technology. In
case at a later point in time a non-reciprocal agreement
becomes a reciprocal agreement due to the conclusion of
a second licence between the same parties, they may have
to revise the first licence in order to avoid that the
agreement contains a hardcore restriction. In the
assessment of the individual case the Commission will
take into account the time lapsed between the conclusion
of the first and the second licence.
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79. The hardcore restriction of competition contained in
Article 4(1)(a) concerns agreements between competitors
that have as their object the fixing of prices for products
sold to third parties, including the products incorporating
the licensed technology. Price fixing between competitors
constitutes a restriction of competition by its very object.
Price fixing can for instance take the form of a direct
agreement on the exact price to be charged or on a price
list with certain allowed maximum rebates. It is imma-
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
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.

80. When royalties are calculated on the basis of individual
product sales, the amount of the royalty has a direct
impact on the marginal cost of the product and thus a
direct impact on product prices (40). Competitors can
therefore use cross licensing with reciprocal running
royalties as a means of co-ordinating prices on down-
stream product markets (41). However, the Commission
will only treat cross licences with reciprocal running
royalties 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
cases where the agreement does not create any value
and therefore has no valid business justification, the
arrangement is a sham and amounts to a cartel.

81. The hardcore restriction contained in Article 4(1)(a) also
covers agreements whereby royalties are calculated on the
basis of all product sales irrespective of whether the
licensed technology is being used. Such agreements are
also caught by Article 4(1)(d) according to which the
licensee must not be restricted in his ability to use his
own technology (see paragraph 95 below). In general
such agreements restrict competition since the
agreement raises the cost of using the licensee's own
competing technology and restricts competition that
existed in the absence of the agreement (42). This is so
both in the case of reciprocal and non-reciprocal
arrangements. Exceptionally, however, an agreement
whereby royalties are calculated 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 occur. This may
be the case where in the absence of the restraint it would
be impossible or unduly difficult to calculate and monitor
the royalty payable by the licensee, for instance because
the licensor's technology leaves no visible trace on the
final product and practicable alternative monitoring
methods are unavailable.

82. The hardcore restriction of competition set out in Article
4(1)(b) concerns reciprocal output restrictions on the
parties. An output restriction is a limitation on how
much a party may produce and sell. Article 4(1)(b)
does not cover output limitations on the licensee in a
non-reciprocal agreement or output limitations on one of
the licensees in a reciprocal agreement provided that the
output limitation only concerns products produced with
the licensed technology. Article 4(1)(b) thus identifies as
hardcore restrictions reciprocal output restrictions on the
parties and output restrictions on the licensor in respect
of his own technology. 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 is true 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.

83. The more favourable treatment of non-reciprocal
quantity limitations is based on the consideration that a
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 restriction is non-reciprocal. When a
licensee is willing to accept a one-way restriction, it is
likely that the agreement leads to a real integration of
complementary technologies or an efficiency enhancing
integration of the licensor's superior technology with the
licensee's productive assets. In a reciprocal agreement an
output restriction on one of the licensees is likely to
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)(c) concerns the allocation of markets and customers.
Agreements whereby competitors share markets and
customers have as their object the restriction of
competition. It is a hardcore restriction where
competitors in a reciprocal agreement agree not to
produce in certain territories or not to sell actively
and/or passively into certain territories or to certain
customers reserved for the other party.

85. Article 4(1)(c) applies irrespective of whether the licensee
remains free to use his own technology. Once the
licensee has tooled up to use the licensor's technology
to produce a given 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 potential of the
restraint the licensee may have little incentive to
produce under his own technology. Such restrictions
are also highly unlikely to be indispensable for
pro-competitive licensing to occur.
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86. Under Article 4(1)(c)(ii) it is not a hardcore restriction for
the licensor in a non-reciprocal agreement to grant the
licensee an exclusive licence to produce on the basis of
the licensed technology in a particular territory and thus
agree not to produce himself the contract products in or
provide the contract products from that territory. Such
exclusive licences are block exempted irrespective of the
scope of the territory. If the licence is world-wide, the
exclusivity implies that the licensor abstains from
entering or remaining on the market. The block
exemption also applies where the licence is limited to
one or more technical fields of use or one or more
product markets. The purpose of agreements covered
by Article 4(1)(c)(ii) may be to give the licensee an
incentive to invest in and develop the licensed tech-
nology. The object of the agreement is therefore not
necessarily to share markets.

87. According to Article 4(1)(c)(iv) and for the same reason,
the block exemption also applies to non-reciprocal
agreements whereby the parties agree not to sell
actively or passively (43) into an exclusive territory or to
an exclusive customer group reserved for the other party.

88. According to Article 4(1)(c)(iii) it is also not a hardcore
restriction if the licensor appoints the licensee as his sole
licensee in a particular territory, implying that third
parties will not be licensed to produce on the basis of
the licensor's technology in the territory in question. In
the case of such sole licences the block exemption applies
irrespective of whether the agreement is reciprocal or not
given that the agreement does not affect the ability of the
parties to fully exploit their own technology in the
respective territories.

89. Article 4(1)(c)(v) excludes from the hardcore list and thus
block exempts up to the market share threshold
restrictions in a non-reciprocal agreement on active
sales by a licensee into the territory or to the customer
group allocated by the licensor to another licensee. It is a
condition, however, that the protected licensee was not a
competitor of the licensor when the agreement was
concluded. It is not warranted to hardcore such
restrictions. By allowing the licensor to grant a licensee,
who was not already on the market, protection against
active sales by licensees which are competitors of the
licensor and which for that reason are already established
on the market, such restrictions are likely to induce the
licensee to exploit the licensed technology more
efficiently. On the other hand, if the licensees agree
between themselves not to sell actively or passively into
certain territories or to certain customer groups, the
agreement amounts to a cartel amongst the licensees.
Given that such agreements do not involve any transfer
of technology they fall outside the scope of the TTBER.

90. According to Article 4(1)(c)(i) restrictions in agreements
between competitors that limit the licence to one or
more product markets or technical fields of use (44) are
not hardcore restrictions. Such restrictions are block
exempted up to the market share threshold of 20 %
irrespective of whether the agreement is reciprocal or
not. It is a condition for the application of the block
exemption, however, that the field of use restrictions
do not go beyond the scope of the licensed technologies.
It is also a condition that licensees are not limited in the
use of their own technology (see Article 4(1)(d)). Where
licensees are limited in the use of their own technology
the agreement amounts to market sharing.

91. The block exemption applies irrespective of whether the
field of use restriction is symmetrical or asymmetrical. An
asymmetrical field of use restriction in a reciprocal
licence agreement implies that both parties are allowed
to use the respective technologies that they license in
only within different fields of use. As long as the
parties are unrestricted in the use of their own tech-
nologies, it is not assumed that the agreement leads the
parties to abandon or refrain from entering the field(s)
covered by the licence to the other party. Even if the
licensees tool up to use the licensed technology within
the licensed field of use, there may be no impact on
assets used to produce outside the scope of the licence.
It is important in this regard that the restriction relates to
distinct product markets or fields of use and not to
customers, allocated by territory or by group, who
purchase products falling within the same product
market or technical field of use. The risk of market
sharing is considered substantially greater in the latter
case (see paragraph 85 above). In addition, field of use
restrictions may be necessary to promote pro-competitive
licensing (see paragraph 182 below).

92. Article 4(1)(c)(vi) contains a further exception, namely
captive use restrictions, i.e. a requirement whereby the
licensee may produce the products incorporating the
licensed technology only for his own use. Where the
contract product is a component the licensee can thus
be obliged to produce that component only for incor-
poration into his own products and can be obliged not to
sell the components to other producers. The licensee
must be able, however, to sell the components as spare
parts for his own products and must thus be able to
supply third parties that perform after sale services on
these products. Captive use restrictions as defined may be
necessary to encourage the dissemination of technology,
particularly between competitors, and are covered by the
block exemption. Such restrictions are also dealt with in
section IV.2.5 below.
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93. Finally, Article 4(1)(c)(vii) excludes from the hardcore list
an obligation on the licensee in a non-reciprocal
agreement to produce the contract products only for a
particular customer with a view to creating an alternative
source of supply for that customer. It is thus a condition
for the application of Article 4(1)(c)(vii) that the licence is
limited to creating an alternative source of supply for that
particular customer. It is not a condition, however, that
only one such licence is granted. Article 4(1)(c)(vii) also
covers situations where more than one undertaking is
licensed to 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 exploiting his own tech-
nology.

94. The hardcore restriction of competition set out in Article
4(1)(d) covers firstly restrictions on any of the parties'
ability to carry out research and development. Both
parties must be free to carry out independent research
and development. This rule applies irrespective of
whether the restriction applies to a field covered by the
licence or to other fields. However, the mere fact that the
parties agree to provide each other with future
improvements of their respective technologies does not
amount to a restriction on independent research and
development. The effect on competition of such
agreements must be assessed in light of the circumstances
of the individual case. Article 4(1)(d) also does not extend
to restrictions on a party to carry out research and devel-
opment with third parties, 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
against disclosure must be necessary and proportionate to
ensure such protection. For instance, where the
agreement designates particular employees of the
licensee to be trained in and responsible for the use of
the licensed know-how, it may be sufficient to oblige the
licensee not to allow those employees to be involved in
research and development with third parties. Other
safeguards may be equally appropriate.

95. According to Article 4(1)(d) the licensee must also be
unrestricted in the use of his own competing technology
provided that in so 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, how 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 81
above). Moreover, the licensee must not be restricted in
licensing his own technology to third parties. When

restrictions are imposed on the licensee's use of his
own technology or to carry out research and devel-
opment, the competitiveness 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
improvement of his technology.

4.3. Agreements between non-competitors

96. 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 indirectly, in isolation or in combination with other
factors under the control of the parties, have as their
object:

(a) the restriction of a party's ability to determine its
prices when selling products to third 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
minimum sale price as a result of pressure from, or
incentives offered by, any of the parties;

(b) the restriction of the territory into which, or of the
customers to whom, the licensee may passively sell
the contract products, except:

(i) the restriction of passive sales into an exclusive
territory or to an exclusive customer group
reserved for the licensor;

(ii) the restriction of passive sales into an exclusive
territory or to an exclusive customer group
allocated by the licensor to another licensee
during the first two years that this other
licensee is selling the contract products in that
territory 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
products;

(iv) the obligation 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;
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(v) the restriction of sales to end users by a licensee
operating at the wholesale level of trade;

(vi) 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 licensee which is a member of a selective
distribution system and which operates at the retail
level, without prejudice to the possibility of
prohibiting a member of the system from operating
out of an unauthorised place of establishment.

97. The hardcore restriction of competition set out in Article
4(2)(a) concerns the fixing of prices charged when selling
products to third parties. More specifically, this provision
covers restrictions which have as their direct or indirect
object the establishment of a fixed or a minimum selling
price or a fixed or minimum price level to be observed
by the licensor or the licensee when selling products to
third parties. In the case of agreements that directly
establish the selling price, the restriction is clear-cut.
However, the fixing of selling prices can also be
achieved through indirect means. Examples of the latter
are agreements fixing the margin, fixing the maximum
level of discounts, linking the sales price to the sales
prices of competitors, threats, intimidation, warnings,
penalties, or contract terminations in relation to
observance of a given price level. Direct or indirect
means of achieving price fixing can be made more
effective when combined with measures to identify price-
cutting, such as the implementation of a price moni-
toring system, or the obligation on licensees to report
price deviations. Similarly, direct or indirect price fixing
can be made more effective when combined with
measures that reduce the licensee's incentive to lower
his selling price, such as the licensor obliging the
licensee to apply a most-favoured-customer clause, i.e.
an obligation to grant to a customer any more favourable
terms granted to any other customer. The same means
can be used to make maximum or recommended prices
work as fixed or minimum selling prices. However, the
provision of a list of recommended prices to or the
imposition of a maximum price on the licensee by the
licensor is not considered in itself as leading to fixed or
minimum selling prices.

98. Article 4(2)(b) identifies as hardcore restrictions of
competition agreements or concerted practices that
have as their direct or indirect object the restriction of
passive sales by licensees of products incorporating the
licensed technology (45). Passive sales restrictions on the
licensee may be the result of direct obligations, such as
the obligation not to sell to certain customers or to
customers in certain territories or the obligation to
refer orders from these customers to other licensees. It

may also result from indirect measures aimed at inducing
the licensee to refrain from making such sales, such as
financial incentives and the implementation of a moni-
toring system aimed at verifying the effective destination
of the licensed products. Quantity limitations may be an
indirect means to restrict passive sales. The Commission
will not assume that quantity limitations as such serve
this purpose. However, it will be otherwise where
quantity limitations are used to implement an underlying
market partitioning agreement. Indications thereof
include the adjustment of quantities over time to cover
only local demand, the combination of quantity limi-
tations and an obligation to sell minimum quantities in
the territory, minimum royalty obligations linked to sales
in the territory, differentiated royalty rates depending on
the destination of the products and the monitoring of the
destination of products sold by individual licensees. The
general hardcore restriction covering passive sales by
licensees is subject to a number of exceptions, which
are dealt with below.

99. Article 4(2)(b) does not cover sales restrictions on the
licensor. All sales restrictions on the licensor are block
exempted up to the market share threshold of 30 %. The
same applies to all restrictions on active sales by the
licensee, with the exception of what is said on active
selling in paragraphs 105 and 106 below. The block
exemption of restrictions on active selling is based on
the assumption that such restrictions promote
investments, non-price competition and improvements
in the quality of services provided by the licensees by
solving free rider problems and hold-up problems. In
the case of restrictions of active sales between licensees'
territories or customer groups, it is not a condition that
the protected licensee has been granted an exclusive
territory or an exclusive customer group. The block
exemption also applies to active sales restrictions where
more than one licensee has been appointed for a
particular territory or customer group. Efficiency
enhancing investment is likely to be promoted where a
licensee can be ensured that he will only face active sales
competition from a limited number of licensees inside
the territory and not also from licensees outside the
territory.

100. Restrictions on active and passive sales by licensees into
an exclusive territory or to an exclusive customer group
reserved for the licensor do not constitute hardcore
restrictions of competition (cf. Article 4(2)(b)(i)). Indeed,
they are block exempted. It is presumed that up to the
market share threshold such restraints, where restrictive
of competition, promote pro-competitive dissemination
of technology and integration of such technology into
the production assets of the licensee. For a territory or
customer group to be reserved for the licensor, it is not
required that the licensor is actually producing with the
licensed technology in the territory or for the customer
group in question. A territory or customer group can
also be reserved by the licensor for later exploitation.
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101. Restrictions on passive sales by licensees into an exclusive
territory or customer group allocated to another licensee
are block exempted for two years calculated from the
date on which the protected licensee first markets the
products incorporating the licensed technology inside
his exclusive territory or to his exclusive customer
group (cf. Article 4(2)(b)(ii)). Licensees often have to
commit substantial investments in production assets
and promotional activities in order to start up and
develop a new territory. The risks facing the new
licensee 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, i.e. they cannot be recovered if
the licensee exits the market. In such circumstances, it is
often the case that licensees would not enter into the
licence agreement without protection for a certain
period of time against (active and) passive sales into
their territory by other licensees. Restrictions on passive
sales into the exclusive territory of a licensee by other
licensees therefore 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
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 block exempted. After the expiry of this
two-year period restrictions on passive sales between
licensees constitute hardcore restrictions. Such
restrictions are generally caught by Article 81(1) and
are unlikely to fulfil the conditions of Article 81(3). In
particular, passive sales restrictions are unlikely to be
indispensable for the attainment of efficiencies (46).

102. Article 4(2)(b)(iii) brings under the block exemption a
restriction whereby the licensee is obliged to produce
products incorporating the licensed technology only for
his own (captive) use. Where the contract product is a
component the licensee can thus be obliged to use that
product only for incorporation into his own products
and can be obliged not to sell the product to other
producers. The licensee must however be able to
actively and passively sell the products as spare parts
for his own products and must thus be able to supply
third parties that perform after sale services on these
products. Captive use restrictions are also dealt with in
section IV.2.5 below.

103. As in the case of agreements between competitors (cf.
paragraph 93 above) the block exemption also applies
to agreements whereby the licensee is obliged to
produce the contract products only for a particular
customer in order to provide that customer with an alter-
native source of supply (cf. Article 4(2)(b)(iv)). In the case
of agreements between non-competitors, such restrictions
are unlikely to be caught by Article 81(1).

104. Article 4(2)(b)(v) brings under the block exemption an
obligation on the licensee not to sell to end users and
thus only to sell to retailers. Such an obligation allows
the licensor to assign the wholesale distribution function
to the licensee and normally falls outside Article
81(1) (47).

105. Finally Article 4(2)(b)(vi) brings under the block
exemption a restriction on the licensee not to sell to
unauthorised distributors. This exception allows the
licensor to impose on the licensees an obligation to
form part of a selective distribution system. In that
case, however, the licensees must according to Article
4(2)(c) be permitted to sell both actively and passively
to end users, without prejudice to the possibility to
restrict the licensee to a wholesale function as foreseen
in Article 4(2)(b)(v) (cf. the previous paragraph).

106. It is recalled (cf. paragraph 39 above) that the block
exemption covers licence agreements whereby the
licensor imposes obligations which the licensee must or
may impose on his buyers, including distributors.
However, these obligations must comply with the
competition rules applicable to supply and distribution
agreements. Since the TTBER is limited to agreements
between two parties the agreements concluded between
the licensee and his buyers implementing such obli-
gations are not covered by the TTBER. Such agreements
are only block exempted when they comply with Regu-
lation 2790/1999 (cf. section 2.5.2 above).

5. Excluded restrictions

107. Article 5 of the TTBER lists four types of restrictions that
are not block exempted and which thus require indi-
vidual assessment of their anti-competitive and
pro-competitive effects. It follows from Article 5 that
the inclusion in a licence agreement of any of the
restrictions contained in these provisions does not
prevent the application of the block exemption to the
rest of the agreement. It is only the individual restriction
in question that is not block exempted, implying that
individual assessment is required. Accordingly, the rule
of severability applies to the restrictions set out in
Article 5.

108. Article 5(1) provides that the block exemption shall not
apply to the following three obligations:

(a) Any direct or indirect obligation on the licensee to
grant an exclusive licence to the licensor or to a third
party designated by the licensor in respect of its own
severable improvements to or its new applications of
the licensed technology.
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(b) Any direct or indirect obligation on the licensee to
assign to the licensor or to a third party designated
by the licensor rights to severable improvements to
or new applications of the licensed technology.

(c) Any direct or indirect obligation on the licensee not
to challenge the validity of intellectual property rights
held by the licensor in the common market.
However, the TTBER does cover the possibility for
the licensor to terminate the licence agreement in
the event that the licensee challenges the validity of
the licensed technology.

The purpose of Article 5(1)(a), (b) and (c) is to avoid
block exemption of agreements that may reduce the
incentive of licensees to innovate.

109. Article 5(1)(a) and 5(1)(b) concerns exclusive grant backs
or assignments to the licensor of severable improvements
of the licensed technology. An improvement is severable
if it can be exploited without infringing upon the licensed
technology. An obligation to grant the licensor an
exclusive licence to severable improvements of the
licensed technology or to assign such improvements to
the licensor is likely to reduce the licensee's incentive to
innovate since it hinders the licensee in exploiting his
improvements, including by way of licensing to third
parties. This is the case both where the severable
improvement concerns the same application as the
licensed technology and where the licensee develops
new applications of the licensed technology. According
to Article 5(1)(a) and (b) such obligations are not block
exempted. However, the block exemption does cover
non-exclusive grant back obligations in respect of
severable improvements. This is so even where the
grant back obligation is non-reciprocal, i.e. only
imposed on the licensee, and where under the
agreement the licensor is entitled to feed-on the
severable improvements to other licensees. A
non-reciprocal grant back obligation may promote inno-
vation and the dissemination of new technology by
permitting the licensor to freely determine whether and
to what extent to pass on his own improvements to his
licensees. A feed-on clause may also promote the dissemi-
nation of technology because each licensee knows at the
time of contracting that he will be on an equal footing
with other licensees in terms of the technology on the
basis of which he is producing. Exclusive grant backs and
obligations to assign non-severable improvements are not
restrictive of competition within the meaning of Article
81(1) since non-severable improvements cannot be
exploited by the licensee without the licensor's
permission.

110. The application of Article 5(1)(a) and (b) does not depend
on whether or not the licensor pays consideration in

return for acquiring the improvement or for obtaining an
exclusive licence. However, the existence and level of
such consideration may be a relevant factor in the
context of an individual assessment under Article 81.
When grant backs are made against consideration it is
less likely that the obligation creates a disincentive for the
licensee to innovate. In the assessment of exclusive grant
backs outside the scope of the block exemption the
market position of the licensor on the technology
market is also a relevant factor. The stronger the
position of the licensor, the more likely it is that
exclusive grant back obligations will have restrictive
effects on competition in innovation. The stronger the
position of the licensor's technology the more likely it
is that the licensee will be an important source of inno-
vation and future competition. The negative impact of
grant back obligations can also be increased in case of
parallel networks of licence agreements containing such
obligations. When available technologies are controlled
by a limited number of licensors that impose exclusive
grant back obligations on licensees, the risk of anti-
competitive effects is greater than where there are a
number of technologies only some of which are
licensed on exclusive grant back terms.

111. The risk of negative effects on innovation is higher in the
case of cross licensing between competitors where a
grant back obligation on both parties is combined with
an obligation on both parties to share with the other
party improvements of his own technology. The
sharing of all improvements between competitors may
prevent each competitor from gaining a competitive
lead over the other (see also paragraph 208 below).
However, the parties are unlikely to be prevented from
gaining a competitive lead over each other where the
purpose of the licence is to permit them to develop
their respective technologies and where the licence does
not lead them to use the same technological base in the
design of their products. This is the case where the
purpose of the licence is to create design freedom
rather than to improve the technological base of the
licensee.

112. The excluded restriction set out in Article 5(1)(c)
concerns non-challenge clauses, i.e. obligations not to
challenge the validity of the licensor's intellectual
property. The reason for excluding non-challenge
clauses from the scope of the block exemption is the
fact that licensees are normally in the best position to
determine whether or not an intellectual property right is
invalid. In the interest of undistorted competition and in
conformity with the principles underlying the protection
of intellectual property, invalid intellectual property rights
should be eliminated. Invalid intellectual property stifles
innovation rather than promoting it. Article 81(1) is
likely to apply to non-challenge clauses where the
licensed technology is valuable and therefore creates a
competitive disadvantage for undertakings that are
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prevented from using it or are only able to use it against
payment of royalties (48). In such cases the conditions of
Article 81(3) are unlikely to be fulfilled (49). However, the
Commission takes a favourable view of non-challenge
clauses relating to know-how where once disclosed it is
likely to be impossible or very difficult to recover the
licensed know-how. In such cases, an obligation on the
licensee not to challenge the licensed know-how
promotes dissemination of new technology, in particular
by allowing weaker licensors to license stronger licensees
without fear of a challenge once the know-how has been
absorbed by the licensee.

113. The TTBER covers the possibility for the licensor to
terminate the licence agreement in the event of a
challenge of the licensed technology. Accordingly, the
licensor is not forced to continue dealing with a
licensee that challenges the very subject matter of the
licence agreement, implying that upon termination any
further use by the licensee of the challenged technology
is at the challenger's own risk. Article 5(1)(c) ensures,
however, that the TTBER does not cover contractual obli-
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
further disincentive for the licensee to challenge the
validity of the licensor's technology. The provision
thereby ensures that the licensee is in the same
position as third parties.

114. 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 ability to exploit his own tech-
nology or limiting the ability of the parties to the
agreement to carry out research and development,
unless such latter restriction is indispensable to prevent
the disclosure of licensed know-how to third parties. The
content of this condition is the same as that of Article
4(1)(d) of the hardcore list concerning agreements
between competitors, which is dealt with in paragraphs
94 and 95 above. However, in the case of agreements
between non-competitors it cannot be considered that
such restrictions generally have negative effects on
competition or that the conditions of Article 81(3) are
generally not satisfied (50). Individual assessment is
required.

115. In the case of agreements between non-competitors, the
licensee normally does not own a competing technology.

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 licensee owns a technology but does not
license it and the licensor is not an actual or potential
supplier on the product market. For the purposes of the
block exemption the parties are in such circumstances
neither competitors on the technology market nor
competitors on the product market (51). In such cases it
is important to ensure that the licensee is not restricted
in his ability to exploit his own technology and further
develop it. This technology constitutes a competitive
constraint in the market, which should be preserved. In
such a situation restrictions on the licensee's use of his
own technology or 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 only on the basis of products it produces with the
licensed technology but also on the basis of products it
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.

116. In cases where the licensee does not own a competing
technology or is not already developing such a tech-
nology, a restriction on the ability of the parties to
carry out independent research and development may
be restrictive of competition where only a few tech-
nologies are available. In that case the parties may be
an important (potential) source of innovation in the
market. This is particularly so where the parties possess
the necessary assets and skills to carry out further
research and development. In that case the conditions
of Article 81(3) are unlikely to be fulfilled. In other
cases where several technologies are available and
where the parties do not possess special assets or skills,
the restriction on research and development is likely to
either fall outside Article 81(1) for lack of an appreciable
restrictive effect or satisfy the conditions of Article 81(3).
The restraint 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 81(1) only
applies where the agreement reduces the licensee's
incentive to improve and exploit his own technology.
This is for instance not likely to be the case where the
licensor 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 licensee's incentive to innovate, since
the agreement can only be terminated when a
commercially viable technology has been developed and
products produced on the basis thereof are ready to be
put on the market.
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6. Withdrawal and disapplication of the Block Exemption
Regulation

6.1. Withdrawal procedure

117. According to Article 6 of the TTBER, the Commission
and the competition authorities of the Member States
may withdraw the benefit of the block exemption in
respect of individual agreements that do not fulfil the
conditions of Article 81(3). The power of the
competition authorities of the Member States to
withdraw the benefit of the block exemption is limited
to cases where the relevant geographic market is no
wider than the territory of the Member State in question.

118. The four conditions of Article 81(3) are cumulative and
must all be fulfilled for the exception rule to be
applicable (52). The block exemption can therefore be
withdrawn where a particular agreement fails one or
more of the four conditions.

119. Where the withdrawal procedure is applied, the with-
drawing authority bears the burden of proving that the
agreement falls within the scope of Article 81(1) and that
the agreement does not satisfy all four conditions of
Article 81(3). Given that withdrawal implies that the
agreement in question restricts competition within the
meaning of Article 81(1) and does not fulfil the
conditions of Article 81(3), withdrawal is necessarily
accompanied by a negative decision based on Articles
5, 7 or 9 of Regulation 1/2003.

120. According to Article 6, withdrawal may in particular be
warranted in the following circumstances:

1. access of third parties' technologies to the market is
restricted, for instance by the cumulative effect of
parallel networks of similar restrictive agreements
prohibiting licensees from using third party tech-
nology;

2. access of potential licensees to the market is restricted,
for instance by the cumulative effect of parallel
networks of similar restrictive agreements preventing
licensors from licensing to other licensees;

3. without any objectively valid reason the parties refrain
from exploiting the licensed technology.

121. Articles 4 and 5 of the TTBER, containing the list of
hardcore restrictions of competition and excluded
restrictions, aim at ensuring that block exempted
agreements do not reduce the incentive to innovate, do
not delay the dissemination of technology, and do not

unduly restrict competition between the licensor and
licensee or between licensees. However, the list of
hardcore restrictions and the list of excluded restrictions
do not take into account all the possible impacts of
licence agreements. In particular, the block exemption
does not take account of any cumulative effect of
similar restrictions contained in networks of licence
agreements. Licence agreements may lead to foreclosure
of third parties both at the level of the licensor and at the
level of the licensee. Foreclosure of other licensors may
stem from the cumulative effect of networks of licence
agreements prohibiting the licensees from exploiting
competing technologies, leading to the exclusion of
other (potential) licensors. Foreclosure of licensors is
likely to arise in cases where most of the undertakings
on the market that could (efficiently) take a competing
licence are prevented from doing so as a consequence of
restrictive agreements and where potential licensees face
relatively high barriers to entry. Foreclosure of other
licensees may stem from the cumulative effect of
licence agreements prohibiting licensors from licensing
other licensees and thereby preventing potential
licensees from gaining access to the necessary tech-
nology. The issue of foreclosure is examined in more
detail in section IV.2.7 below. In addition, the
Commission is likely to withdraw the benefit of the
block exemption where a significant number of
licensors of competing technologies in individual
agreements impose on their licensees to extend to them
more favourable conditions agreed with other licensors.

122. The Commission is also likely to withdraw the benefit of
the block exemption where the parties refrain from
exploiting the licensed technology, unless they have an
objective justification for doing so. Indeed, when the
parties do not exploit the licensed technology, no effi-
ciency enhancing activity takes place, in which case the
very rationale of the block exemption disappears.
However, exploitation does not need to take the form
of an integration of assets. Exploitation also occurs
where the licence creates design freedom for the
licensee by allowing him to exploit his own technology
without facing the risk of infringement claims by the
licensor. In the case of licensing between competitors,
the fact that the parties do not exploit the licensed tech-
nology may be an indication that the arrangement is a
disguised cartel. For these reasons the Commission will
examine very closely cases of non-exploitation.

6.2. Disapplication of the Block Exemption Regulation

123. Article 7 of the TTBER enables the Commission to
exclude from the scope of the TTBER, by means of regu-
lation, parallel networks of similar agreements where
these cover more than 50 % of a relevant market. Such
a measure is not addressed to individual undertakings but
concerns all undertakings whose agreements are defined
in the regulation disapplying the TTBER.
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124. Whereas withdrawal of the benefit of the TTBER by the
Commission under Article 6 implies the adoption of a
decision under Articles 7 or 9 of Regulation 1/2003, the
effect of a Commission disapplication regulation under
Article 7 of the TTBER is merely to remove, in respect
of the restraints and the markets concerned, the benefit
of the TTBER and to restore the full application of Article
81(1) and (3). Following the adoption of a regulation
declaring 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 decisions adopted by the Commission will give
guidance on the application of Article 81 to individual
agreements. Where appropriate, the Commission will
take a decision in an individual case, which can
provide guidance to all the undertakings operating on
the market concerned.

125. For the purpose of calculating the 50 % market coverage
ratio, account must be taken of each individual network
of licence agreements containing restraints, or combi-
nations of restraints, producing similar effects on the
market.

126. Article 7 does not entail an obligation on the part of the
Commission to act where the 50 % market-coverage ratio
is exceeded. In general, disapplication is appropriate
when it is likely that access to the relevant market or
competition therein is appreciably restricted. In assessing
the need to apply Article 7, the Commission will consider
whether individual withdrawal would be a more appro-
priate remedy. This may depend, in particular, on the
number of competing undertakings contributing to a
cumulative effect on a market or the number of
affected geographic markets within the Community.

127. Any regulation adopted under Article 7 must clearly set
out its scope. This means, first, that the Commission
must define the relevant product and geographic
market(s) and, secondly, that it must identify the type
of licensing restraint 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 arrangements will be taken into account
for the purpose of establishing the 50 % market
coverage ratio, the Commission may nevertheless
restrict the scope of the disapplication regulation only
to non-compete obligations exceeding a certain
duration. Thus, agreements of a shorter duration or of
a less restrictive nature might be left unaffected, due to
the lesser degree of foreclosure attributable to such
restraints. Where appropriate, the Commission may also
provide guidance by specifying the market share level
which, in the specific market context, may be regarded
as insufficient to bring about a significant contribution by
an individual undertaking to the cumulative effect. In

general, when the market share of the products incor-
porating a technology licensed by an individual licensor
does not exceed 5 %, the agreement or network of
agreements covering that technology is not considered
to contribute significantly to a cumulative foreclosure
effect (53).

128. The transitional period of not less than six months that
the Commission will have to set under Article 7(2)
should allow the undertakings concerned to adapt their
agreements to take account of the regulation disapplying
the TTBER.

129. A regulation disapplying the TTBER will not affect the
block exempted status of the agreements concerned for
the period preceding its entry into force.

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

1. The general framework for analysis

130. Agreements that fall outside the block exemption, for
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 exemption
provided that they do not contain hardcore restrictions
of competition. In particular, there is no presumption
that Article 81(1) applies merely because the market
share thresholds are exceeded. Individual assessment
based on the principles described in these guidelines is
required.

131. In order to promote predictability beyond the application
of the TTBER and to confine detailed analysis to cases
that are likely to present real competition concerns, the
Commission takes the view that outside the area of
hardcore restrictions Article 81 is unlikely to be
infringed where there are four or more independently
controlled technologies in addition to the technologies
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 technologies are
sufficiently substitutable the relative commercial strength
of the technologies in question must be taken into
account. The competitive constraint imposed by a tech-
nology is limited if it does not constitute a commercially
viable alternative to the licensed 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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technology, other technologies already on the market or
likely to come to market within a reasonable period of
time may not constitute a real alternative and may
therefore impose only a limited competitive constraint.
The fact that an agreement falls outside the safe harbour
described in this paragraph does not imply that the
agreement is caught by Article 81(1) and, if so, that
the conditions of Article 81(3) are not satisfied. As for
the market share safe harbour of the TTBER, this
additional safe harbour merely creates a negative
presumption that the agreement is not prohibited by
Article 81. Outside the safe harbour individual
assessment of the agreement based on the principles
developed in these guidelines is required.

1.1. The relevant factors

132. In the application of Article 81 to individual cases it is
necessary to take due account of the way in which
competition operates on the market in question. The
following factors are particularly relevant in this respect:

(a) the nature of the agreement;

(b) the market position of the parties;

(c) the market position of competitors;

(d) the market position of buyers of the licensed
products;

(e) entry barriers;

(f) maturity of the market; and

(g) other factors.

The importance of individual factors may vary from case
to case and depends on all other factors. For instance, a
high market share of the parties is usually a good
indicator of market power, but in the case of low entry
barriers it may not be indicative of market power. It is
therefore not possible to provide firm rules on the
importance of the individual factors.

133. Technology transfer agreements can take many shapes
and forms. It is therefore important to analyse the
nature of the agreement in terms of the competitive
relationship between the parties and the restraints that
it contains. In the latter regard it is necessary to go
beyond the express terms of the agreement. The
existence of implicit restraints may be derived from the
way in which the agreement has been implemented by
the parties and the incentives that they face.

134. The market position of the parties provides an indication
of the degree of market power, if any, possessed by the
licensor, the licensee or both. The higher their market
share the greater their market power is likely to be.
This is particularly so where the market share reflects
cost advantages or other competitive advantages
vis-à-vis competitors. These competitive advantages may
for instance result from being a first mover in the market,
from holding essential patents or from having superior
technology.

135. In analysing the competitive relationship between the
parties it is sometimes necessary to go beyond the
analysis set out in the above sections II.3 on market
definition and II.4 on the distinction between competitors
and non-competitors. Even where the licensor is not an
actual or potential supplier on the product market and
the licensee is not an actual or potential competitor on
the technology market, it is relevant to the analysis
whether the licensee owns a competing technology,
which is not being licensed. If the licensee has a strong
position on the product market, an agreement granting
him an exclusive licence to a competing technology can
restrict competition significantly compared to the
situation where the licensor does not grant an exclusive
licence or licences other undertakings.

136. Market shares and possible competitive advantages and
disadvantages are also used to assess the market position
of competitors. The stronger the actual competitors and
the greater their number the less risk there is that the
parties will be able to individually exercise market power.
However, if the number of competitors is rather small
and their market position (size, costs, R&D potential, etc.)
is rather similar, this market structure may increase the
risk of collusion.

137. The market position of buyers provides an indication of
whether or not one or more buyers possess buyer power.
The first indicator of buying power is the market share of
the buyer on the purchase market. This share reflects the
importance of his demand for possible suppliers. Other
indicators focus on the position of the buyer on his resale
market, including characteristics such as a wide
geographic spread of his outlets, and his brand image
amongst final consumers. In some circumstances buyer
power may prevent the licensor and/or the licensee from
exercising market power on the market and thereby solve
a competition problem that would otherwise have
existed. This is particularly so when strong buyers have
the capacity and the incentive to bring new sources of
supply on to the market in the case of a small but
permanent increase in relative prices. Where the strong
buyers merely extract favourable terms from the supplier
or simply pass on any price increase to their customers,
the position of the buyers is not such as to prevent the
exercise of market power by the licensee on the product
market and therefore not such as to solve the
competition problem on that market (54).
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138. Entry barriers are measured by the extent to which
incumbent companies can increase their price above
the competitive level 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
market power, is likely to occur within one or two
years, entry barriers can, as a general rule, be said to
be low. Entry barriers may result from a wide variety
of factors such as economies of scale and scope,
government regulations, especially where they establish
exclusive rights, state aid, import tariffs, intellectual
property rights, ownership of resources where the
supply is limited due to for instance natural limitations,
essential facilities, 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 barrier by
making access more difficult and foreclosing (potential)
competitors. Entry barriers may be present at all stages of
the research and development, production and
distribution process. The question whether certain of
these factors should be described as entry barriers
depends particularly on whether they entail sunk costs.
Sunk costs are those costs which have to be incurred to
enter or be active on a market but which are lost when
the market is exited. The more costs are sunk, the more
potential entrants have to weigh the risks of entering the
market and the more credibly incumbents can threaten
that they will match new competition, as sunk costs
make it costly for incumbents to leave the market. In
general, entry requires sunk costs, sometimes minor
and sometimes major. Therefore, actual competition is
in general more effective and will weigh more heavily
in the assessment of a case than potential competition.

139. 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
market restrictions of competition are more likely to
have negative effects than in more dynamic markets.

140. In the assessment of particular restraints other factors
may have to be taken into account. Such factors
include cumulative effects, i.e. the coverage of the
market by similar agreements, the duration of the
agreements, the regulatory environment and behaviour
that may indicate or facilitate collusion like price
leadership, pre-announced price changes and discussions
on the ‘right’ price, price rigidity in response to excess
capacity, price discrimination and past collusive
behaviour.

1.2. Negative effects of restrictive licence agreements

141. The negative effects on competition on the market that
may result from restrictive technology transfer
agreements include the following:

1. reduction of inter-technology competition between
the companies operating on a technology market or
on a market for products incorporating the tech-
nologies in question, including facilitation of
collusion, both explicit and tacit;

2. foreclosure of competitors by raising their costs,
restricting their access to essential inputs or
otherwise raising barriers to entry; and

3. reduction of intra-technology competition between
undertakings that produce products on the basis of
the same technology.

142. Technology transfer agreements may reduce inter-tech-
nology competition, i.e. competition between under-
takings that license or produce on the basis of
substitutable technologies. This is particularly so where
reciprocal obligations are imposed. For instance, where
competitors transfer competing technologies to each
other and impose a reciprocal obligation to provide
each other with future improvements of their respective
technologies and where this agreement prevents either
competitor from gaining a technological lead over the
other, competition in innovation between the parties is
restricted (see also paragraph 208 below).

143. Licensing between competitors may also facilitate
collusion. The risk of collusion is particularly high in
concentrated markets. Collusion requires that the under-
takings concerned have similar views on what is in their
common interest and on how the co-ordination mech-
anisms function. For collusion to work the undertakings
must also be able to monitor each other's market
behaviour and there must be adequate deterrents to
ensure that there is an incentive not to depart from the
common policy on the market, while entry barriers must
be high enough to limit entry or expansion by outsiders.
Agreements can facilitate collusion by increasing trans-
parency in the market, by controlling certain behaviour
and by raising barriers to entry. Collusion can also excep-
tionally be facilitated by licensing agreements that lead 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 (55).
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144. Licence agreements may also affect inter-technology
competition by creating barriers to entry for and
expansion by competitors. Such foreclosure effects may
stem from restraints that prevent licensees from licensing
from third parties or create disincentives for them to do
so. For instance, third parties may be foreclosed where
incumbent licensors impose non-compete obligations on
licensees to such an extent that an insufficient number of
licensees are available to third parties and where entry at
the level of licensees is difficult. Suppliers of substitutable
technologies may also be foreclosed where a licensor
with a sufficient degree of market power ties together
various parts of a technology and licenses them
together as a package while only part of the package is
essential to produce a certain product.

145. Licence agreements may also reduce intra-technology
competition, i.e. competition between undertakings that
produce on the basis of the same technology. An
agreement imposing territorial restraints on licensees,
preventing them from selling into each other's territory
reduces competition between them. Licence agreements
may also reduce intra-technology competition by facili-
tating collusion between licensees. Moreover, licence
agreements that reduce intra-technology competition
may facilitate collusion between owners of competing
technologies or reduce inter-technology competition by
raising barriers to entry.

1.3. Positive effects of restrictive licence agreements and
the framework for analysing such effects

146. Even restrictive licence agreements mostly also produce
pro-competitive effects in the form of efficiencies, which
may outweigh their anti-competitive effects. This
assessment takes place within the framework of Article
81(3), which contains an exception from the prohibition
rule of Article 81(1). For this exception to be applicable
the licence agreement must produce objective economic
benefits, the restrictions on competition must be indis-
pensable to attain the efficiencies, consumers must
receive a fair share of the efficiency gains, and the
agreement must not afford the parties the possibility of
eliminating competition in respect of a substantial part of
the products concerned.

147. The assessment of restrictive agreements under Article
81(3) is made within the actual context in which they
occur (56) and on the basis of the facts existing at any
given point in time. The assessment is sensitive to
material changes in the facts. The exception rule of
Article 81(3) applies as long as the four conditions are
fulfilled and ceases to apply when that is no longer the
case (57). However, when applying Article 81(3) in
accordance with these principles it is necessary to take
into account the initial sunk investments made by any of
the parties and the time needed and the restraints
required to commit and recoup an efficiency enhancing
investment. Article 81 cannot be applied without
considering the ex ante investment and the risks relating
thereto. The risk facing the parties and the sunk

investment that must be committed to implement the
agreement can thus lead to the agreement falling
outside Article 81(1) or fulfilling the conditions of
Article 81(3), as the case may be, for the period of
time required to recoup the investment.

148. The first condition of Article 81(3) requires an
assessment of what are the objective benefits in terms
of efficiencies produced by the agreement. In this
respect, licence agreements have the potential of
bringing together complementary technologies and
other assets allowing new or improved products to be
put on the market or existing products to be produced at
lower cost. Outside the context of hardcore cartels,
licensing often occurs because it is more efficient for
the licensor to licence the technology than to exploit it
himself. This may particularly be the case where the
licensee already has access to the necessary production
assets. The agreement allows the licensee to gain access
to a technology that can be combined with these assets,
allowing him to exploit new or improved technologies.
Another example of potentially efficiency enhancing
licensing is where the licensee already has a technology
and where the combination of this technology and the
licensor's technology gives rise to synergies. When the
two technologies are combined the licensee may be
able to attain a cost/output configuration that would
not otherwise be possible. Licence agreements may also
give rise to efficiencies at the distribution stage in the
same way as vertical distribution agreements. Such effi-
ciencies can take the form of cost savings or the
provision of valuable services to consumers. The
positive effects of vertical agreements are described in
the Guidelines on Vertical Restraints (58). A further
example of possible efficiency gains is agreements
whereby technology owners assemble a technology
package for licensing to third parties. Such pooling
arrangements may in particular reduce transaction
costs, as licensees do not have to conclude separate
licence agreements with each licensor. Pro-competitive
licensing may also occur to ensure design freedom. In
sectors where large numbers of intellectual property
rights exist and where individual products may infringe
upon a number of existing and future property rights,
licence agreements whereby the parties agree not to
assert their property rights against each other are often
pro-competitive because they allow the parties to develop
their respective technologies without the risk of
subsequent infringement claims.

149. In the application of the indispensability test contained in
Article 81(3) the Commission will in particular examine
whether individual restrictions make it possible to
perform the activity in question more efficiently than
would have been the case in the absence of the
restriction concerned. In making this assessment the
market conditions and the realities facing the parties
must be taken into account. Undertakings invoking the
benefit of Article 81(3) are not required to consider
hypothetical and theoretical alternatives. They must,
however, explain and demonstrate why seemingly
realistic and significantly less restrictive alternatives
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would be significantly less efficient. If the application of
what appears to be a commercially realistic and less
restrictive alternative would lead to a significant loss of
efficiencies, the restriction in question is treated as indis-
pensable. In some cases, it may also be necessary to
examine whether the agreement as such is indispensable
to achieve the efficiencies. This may for example be so in
the case of technology pools that include complementary
but non-essential technologies (59), 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 limited to tech-
nologies for which there are no substitutes. In the case
of simple licensing between two parties it is generally not
necessary to go beyond an examination of the indispen-
sability of individual restraints. Normally there is no less
restrictive alternative to the licence agreement as such.

150. The condition that consumers must receive a fair share of
the benefits implies that consumers of the products
produced under the licence must at least be compensated
for the negative effects of the agreement (60). This means
that the efficiency gains must fully off-set the likely
negative impact on prices, output and other relevant
factors caused by the agreement. They may do so by
changing the cost structure of the undertakings
concerned, giving them an incentive to reduce price, or
by allowing consumers to gain access to new or
improved products, compensating for any likely price
increase (61).

151. 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 a substantial part
of the products concerned, presupposes an analysis of
remaining competitive pressures on the market and the
impact of the agreement on such sources of competition.
In the application of the last condition of Article 81(3)
the relationship between Article 81(3) and Article 82
must be taken into account. According to settled case
law, the application of Article 81(3) cannot prevent the
application of Article 82 of the Treaty (62). Moreover,
since Articles 81 and 82 both pursue the aim of main-
taining effective competition on the market, consistency
requires that Article 81(3) be interpreted as precluding
any application of the exception rule to restrictive
agreements that constitute an abuse of a dominant
position (63).

152. The fact that the agreement substantially reduces one
dimension of competition does not necessarily mean
that competition is eliminated within the meaning of
Article 81(3). A technology pool, for instance, can
result in an industry standard, leading to a situation in
which there is little competition in terms of the tech-
nological format. Once the main players in the market
adopt a certain format, network effects may make it very
difficult for alternative formats to survive. This does not

imply, however, that the creation of a de facto industry
standard always eliminates competition within the
meaning of the last condition of Article 81(3). 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
competition and does not unduly restrict future inno-
vation.

2. The application of Article 81 to various types of
licensing restraints

153. This section deals with various types of restraints that are
commonly included in licence agreements. Given their
prevalence it is useful to provide guidance as to how
they are assessed outside the safe harbour of the
TTBER. Restraints that have already been dealt with in
the preceding parts of these guidelines, in particular
sections III.4 and III.5, are only dealt with briefly in the
present section.

154. This section covers both agreements between
non-competitors and agreements between competitors.
In respect of the latter a distinction is made — where
appropriate — between reciprocal and non-reciprocal
agreements. No such distinction 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 licensed technology, a reciprocal
licence is for all practical purposes no different from
two separate licences. Arrangements whereby the
parties assemble a technology package, which is then
licensed to third parties, are technology pools, which
are dealt with in section 4 below.

155. This section does not deal with obligations in licence
agreements that are generally not restrictive of
competition within the meaning of Article 81(1). These
obligations include but are not limited to:

(a) confidentiality obligations;

(b) obligations on licensees not to sub-license;

(c) obligations not to use the licensed technology after
the expiry of the agreement, provided that the
licensed technology remains valid and in force;

(d) obligations to assist the licensor in enforcing the
licensed intellectual property rights;
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(e) obligations to pay minimum royalties or to produce a
minimum quantity of products incorporating the
licensed technology; and

(f) obligations to use the licensor's trade mark or
indicate the name of the licensor on the product.

2.1. Royalty obligations

156. The parties to a licence agreement are normally free to
determine the royalty payable by the licensee and its
mode of payment without being caught by Article
81(1). This principle applies both to agreements
between competitors and agreements between
non-competitors. Royalty obligations may for instance
take the form of lump sum payments, a percentage of
the selling price or a fixed amount for each product
incorporating the licensed technology. In cases where
the licensed technology relates to an input which is
incorporated into a final product it is as a general rule
not restrictive of competition that royalties are calculated
on the basis of the price of the final product, provided
that it incorporates the licensed technology. In the case of
software licensing royalties based on the number of users
and royalties calculated on a per machine basis are
generally compatible with Article 81(1).

157. In the case of licence agreements between competitors it
is recalled, see paragraphs and above, that in a limited
number of circumstances royalty obligations may amount
to price fixing, which is a hardcore restriction (cf. Article
4(1)(a)). It is a hardcore restriction under Article 4(1)(a) if
competitors provide for reciprocal running royalties in
circumstances where the licence is a sham, in that its
purpose is not to allow an integration of complementary
technologies or to achieve another pro-competitive aim.
It is also a hardcore restriction under Article 4(1)(a) and
4(1)(d) if royalties extend to products produced solely
with the licensee's own technology.

158. Other types of royalty arrangements between competitors
are block exempted up to the market share threshold of
20 % even if they restrict competition. Outside the safe
harbour of the block exemption Article 81(1) may be
applicable where competitors cross license and impose
running royalties that are clearly disproportionate
compared to the market value of the licence and where
such royalties have a significant impact on market prices.
In assessing whether the royalties are disproportionate it
is relevant to have regard to the royalties paid by other
licensees on the product market for the same or
substitute technologies. In such cases it is unlikely that
the conditions of Article 81(3) are satisfied. Article 81(1)
may also apply where reciprocal running royalties per
unit increase as output increases. If the parties have a
significant degree of market power, such royalties may
have the effect of limiting output.

159. Notwithstanding the fact that the block exemption only
applies as long as the technology is valid and in force, the
parties can normally agree to extend royalty obligations
beyond the period of validity of the licensed intellectual
property rights without falling foul of Article 81(1). Once
these rights expire, third parties can legally exploit the
technology in question and compete with the parties to
the agreement. Such actual and potential competition will
normally suffice to ensure that the obligation in question
does not have appreciable anti-competitive effects.

160. In the case of agreements between non-competitors the
block exemption covers agreements whereby royalties are
calculated on the basis of both products produced with
the licensed technology and products produced with
technologies licensed from third parties. Such
arrangements may facilitate the metering of royalties.
However, they may also lead to foreclosure by increasing
the cost of using third party inputs and may thus have
similar effects as a non-compete obligation. If royalties
are paid not just on products produced with the licensed
technology but also on products produced with third
party technology, then the royalties will increase the
cost of the latter products and reduce demand for third
party technology. Outside the scope of the block
exemption it must therefore be examined whether the
restriction has foreclosure effects. For that purpose it is
appropriate to use the analytical framework set out in
section 2.7 below. In the case of appreciable foreclosure
effects such agreements are caught by Article 81(1) and
unlikely to fulfil the conditions of Article 81(3), unless
there is no other practical way of calculating and moni-
toring royalty payments.

2.2. Exclusive licensing and sales restrictions

161. For the present purposes it is useful to distinguish
between restrictions as to production within a given
territory (exclusive or sole licences) and restrictions on
the sale of products incorporating the licensed tech-
nology into a given territory and to a given customer
group (sales restrictions).

2.2.1. Exclusive and sole licences

162. A licence is deemed to be exclusive if the licensee is the
only one who is permitted to produce on the basis of the
licensed technology within a given territory. The licensor
thus undertakes not to produce itself or license others to
produce within a given territory. This territory may cover
the whole world. Where the licensor undertakes only not
to licence third parties to produce within a given
territory, the licence is a sole licence. Often exclusive
or sole licensing is accompanied by sales restrictions
that limit the parties in where they may sell products
incorporating the licensed technology.
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163. Reciprocal exclusive licensing between competitors falls
under Article 4(1)(c), which identifies market sharing
between competitors as a hardcore restriction. Reciprocal
sole 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 technologies to third parties. In cases
where the parties have a significant degree of market
power such agreements may facilitate collusion by
ensuring that the parties are the only sources of output
in the market based on the licensed technologies.

164. 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
to analyse what are the likely anti-competitive effects of
such exclusive licensing. Where the exclusive licence is
world-wide it implies that the licensor leaves the market.
In cases where exclusivity is limited to a particular
territory such as a Member State the agreement implies
that the licensor abstains from producing goods and
services inside the territory in question. In the context
of Article 81(1) it must in particular be assessed what is
the competitive significance of the licensor. If the licensor
has a limited market position on the product market or
lacks the capacity to effectively exploit the technology in
the licensee's territory, the agreement is unlikely to be
caught by Article 81(1). A special case is where the
licensor and the licensee only compete on the technology
market and the licensor, for instance being a research
institute or a small research based undertaking, lacks
the production and distribution assets to effectively
bring to market products incorporating the licensed tech-
nology. In such cases Article 81(1) is unlikely to be
infringed.

165. Exclusive licensing between non-competitors — to the
extent that it is caught by Article 81(1) (64) — is likely
to fulfil the conditions of Article 81(3). The right to grant
an exclusive licence is generally necessary in order to
induce the licensee to invest in the licensed technology
and to bring the products to market in a timely manner.
This is in particular the case where the licensee must
make large investments in further developing the
licensed technology. To intervene against the exclusivity
once the licensee has made a commercial success of the
licensed technology would deprive the licensee of the
fruits of his success and would be detrimental to
competition, the dissemination of technology and inno-
vation. The Commission will therefore only exceptionally
intervene against exclusive licensing in agreements
between non-competitors, irrespective of the territorial
scope of the licence.

166. The main situation in which intervention may be
warranted is where a dominant licensee obtains an
exclusive licence to one or more competing technologies.
Such agreements are likely to be caught by Article 81(1)
and unlikely to fulfil the conditions of Article 81(3). It is

a condition however that entry into the technology
market is difficult and the licensed technology constitutes
a real source of competition on the market. In such
circumstances an exclusive licence may foreclose third
party licensees and allow the licensee to preserve his
market power.

167. Arrangements whereby two or more parties cross licence
each other and undertake not to licence third parties give
rise to particular concerns when the package of tech-
nologies resulting from the cross licences creates a de
facto industry standard to which third parties must
have access in order to compete 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
4 below). It will normally be required that the tech-
nologies which support such a standard be licensed to
third parties on fair, reasonable and non-discriminatory
terms (65). Where the parties to the arrangement compete
with third parties on an existing product market and the
arrangement relates to that product market a closed
standard is likely to have substantial exclusionary
effects. This negative impact on competition can only
be avoided by licensing also to third parties.

2.2.2. Sales restrictions

168. Also as regards sales restrictions there is an important
distinction to be made between licensing between
competitors and between non-competitors.

169. 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 a reciprocal
agreement 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 territories and to customer
groups which he actually served or could realistically
have served in the absence of the agreement.

170. In the case of non-reciprocal agreements between
competitors the block exemption applies to restrictions
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)(iv).
Above the market share threshold of 20 % sales
restrictions between licensor and licensee are caught by
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Article 81(1) when one or both of the parties have a
significant degree of market power. Such restrictions,
however, may be indispensable for the dissemination of
valuable technologies and therefore fulfil the conditions
of Article 81(3). This may be the case where the licensor
has a relatively weak market position in the territory
where he exploits himself the technology. In such
circumstances restrictions on active sales in particular
may be indispensable to induce the licensor to grant
the licence. In the absence thereof the licensor would
risk facing active competition in his main area of
activity. Similarly, restrictions on active sales by the
licensor may be indispensable, in particular, where the
licensee has a relatively weak market position in the
territory allocated to him and has to make significant
investments in order to efficiently exploit the licensed
technology.

171. The block exemption also covers restrictions on active
sales into the territory or to the customer group
allocated to another licensee, who was not a competitor
of the licensor at the time when he concluded the licence
agreement with the licensor. It is a condition, however,
that the agreement between the parties in question is
non-reciprocal. Above the market share threshold such
active sales restrictions are likely to be caught by Article
81(1) when the parties have a significant degree of
market power. However, the restraint is likely to be indis-
pensable within the meaning of Article 81(3) for the
period of time required for the protected licensee to
penetrate a new market and establish a market
presence in the allocated territory or vis-à-vis the
allocated customer group. This protection against active
sales allows the licensee to overcome the asymmetry,
which he faces due to the fact that some of the
licensees are competing undertakings of the licensor
and thus already established on the market. Restrictions
on passive sales by licensees into a territory or to a
customer group allocated to another licensee are
hardcore restrictions under Article 4(1)(c) of the TTBER.

172. In the case of agreements between non-competitors sales
restrictions between the licensor and a licensee are block
exempted up to the market share threshold of 30 %.
Above the market share threshold restrictions on active
and passive sales by licensees to territories or customer
groups reserved for the licensor may fall outside Article
81(1) where on the basis of objective factors it can be
concluded that in the absence of the sales restrictions
licensing would not occur. A technology owner cannot
normally be expected to create direct competition with
himself on the basis of his own technology. In other
cases sales restrictions on the licensee may be caught
by Article 81(1) both where the licensor individually
has a significant degree of market power and in the
case of a cumulative effect of similar agreements
concluded by licensors which together hold a strong
position on the market.

173. Sales restrictions on the licensor, when caught by Article
81(1), are likely to fulfil the conditions of Article 81(3)
unless there are no real alternatives to the licensor's tech-
nology on the market or such alternatives are licensed by
the licensee from third parties. Such restrictions and in
particular restrictions on active sales are likely to be
indispensable within the meaning of Article 81(3) in
order to induce the licensee to invest in the production,
marketing and sale of the products incorporating the
licensed technology. It is likely that the licensee's
incentive to invest would be significantly reduced if he
would face direct competition from the licensor whose
production costs are not burdened by royalty payments,
possibly leading to sub-optimal levels of investment.

174. As regards restrictions on sales between licensees in
agreements between non-competitors, the TTBER block
exempts restrictions on active selling between territories
or customer groups. Above the market share threshold
restrictions on active sales between licensees' territories
and customer groups limit intra-technology competition
and are likely to be caught by Article 81(1) when the
individual licensee has a significant degree of market
power. Such restrictions, however, may fulfil the
conditions of Article 81(3) where they are necessary to
prevent free riding and to induce the licensee to make the
investment necessary for efficient exploitation of the
licensed technology inside his territory and to promote
sales of the licensed product. Restrictions on passive sales
are covered by the hardcore list of Article 4(2)(b), cf.
paragraph 101 above, when they exceed two years
from the date on which the licensee benefiting from
the restrictions first put the product incorporating the
licensed technology on the market inside his exclusive
territory. Passive sales restrictions exceeding this
two-year period are unlikely to fulfil the conditions of
Article 81(3).

2.3. Output restrictions

175. Reciprocal output restrictions in licence agreements
between competitors constitute a hardcore restriction
covered by Article 4(1)(b) of the TTBER (cf. point 82
above). Article 4(1)(b) does not cover output restrictions
imposed on the licensee in a non-reciprocal agreement or
on one of the licensees in an reciprocal agreement. Such
restrictions are block exempted up to the market share
threshold of 20 %. Above the market share threshold,
output restrictions on the licensee may restrict
competition where the parties have a significant degree
of market power. However, Article 81(3) is likely to
apply in cases where the licensor's technology is
substantially better than the licensee's technology and
the output limitation substantially exceeds the output of
the licensee prior to the conclusion of the agreement. In
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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
account 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 competitors if he cannot limit
the licence to a particular production site with a
specific capacity (a site licence). Where the licence
agreement leads to a real integration of complementary
assets, output restrictions on the licensee may therefore
fulfil the conditions of Article 81(3). However, this is
unlikely to be the case where the parties have substantial
market power.

176. Output restrictions in licence agreements between
non-competitors are block exempted up to the market
share threshold of 30 %. The main anti-competitive risk
flowing from output restrictions on licensees in
agreements between non-competitors is reduced intra-
technology competition between licensees. The
significance of such anti-competitive effects depends on
the market position of the licensor and the licensees and
the extent to which the output limitation prevents the
licensee from satisfying demand for the products incor-
porating the licensed technology.

177. When output restrictions are combined with exclusive
territories or exclusive customer groups, the restrictive
effects are increased. The combination of the two types
of restraints makes it more likely that the agreement
serves to partition markets.

178. Output limitations imposed on the licensee in agreements
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
licence agreements might not come into existence in
the first place, which would have a negative impact on
the dissemination of new technology. This is particularly
likely to be the case where the licensor is also a producer,
since in that case the output of the licensees may find
their way back into the licensor's main area of operation
and thus have a 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 territory or customer group reserved for the
licensor.

2.4. Field of use restrictions

179. Under a field of use restriction the licence is either
limited to one 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 products
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 fields of use.
For instance a new engine technology may be
employed in four cylinder engines and six cylinder
engines. Similarly, a technology to make chipsets may
be used to produce chipsets with up to four CPUs and
more than four CPUs. A licence limiting the use of the
licensed technology to produce say four cylinder engines
and chipsets with up to four CPUs constitutes a technical
field of use restriction.

180. Given that field of use restrictions are block exempted
and that certain customer restrictions are hardcore
restrictions under Articles 4(1)(c) and 4(2)(b) of the
TTBER, it is important to distinguish the two categories
of restraints. A customer restriction presupposes that
specific customer groups are identified and that the
parties are restricted in selling to such identified
groups. The fact that a technical field of use restriction
may correspond to certain groups of customers within a
product market does not imply that the restraint is to be
classified as a customer restriction. For instance, the fact
that certain customers buy predominantly or exclusively
chipsets with more than four CPUs does not imply that a
licence which is limited to chipsets with up to four CPUs
constitutes a customer restriction. However, the field of
use must be defined objectively by reference to identified
and meaningful technical characteristics of the licensed
product.

181. A field of use restriction limits the exploitation of the
licensed technology by the licensee to one or more
particular fields of use without limiting the licensor's
ability to exploit the licensed technology. In addition,
as with territories, these fields of use can be allocated
to the licensee under an exclusive or sole licence. Field
of use restrictions combined with an exclusive or sole
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 others. 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 licenses dealt with in section
2.2.1 above. In particular, for licensing between
competitors, this means that reciprocal exclusive
licensing is hardcore under Article 4(1)(c).
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182. Field of use restrictions may have pro-competitive effects
by encouraging the licensor to license his technology for
applications that fall outside his main area of focus. If the
licensor could not prevent licensees from operating in
fields where he exploits the technology himself or in
fields where the value of the technology is not yet well
established, it would be likely to create a disincentive for
the licensor to license or would lead him to charge a
higher royalty. It must also be taken into account that
in certain sectors licensing often occurs to ensure design
freedom by preventing infringement claims. Within the
scope of the licence the licensee is able to develop his
own technology without fearing infringement claims by
the licensor.

183. Field of use restrictions on licensees in agreements
between actual or potential competitors are block
exempted up to the market share threshold of 20 %.
The main competitive concern in the case of such
restrictions is the risk that the licensee ceases to be a
competitive force outside the licensed field of use. This
risk is greater in the case of cross licensing between
competitors where the agreement provides for asym-
metrical field of use restrictions. A field of use restriction
is asymmetrical where one party is permitted to use the
licensed technology within one product market or
technical field of use and the other party is permitted
to use the other licensed technology within another
product market or technical field of use. Competition
concerns may in particular arise where the licensee's
production facility, which is tooled up to use the
licensed technology, is also used to produce with his
own technology products outside the licensed field of
use. If the agreement is likely to lead the licensee to
reduce output outside the licensed field of use, the
agreement is likely to be caught by Article 81(1).
Symmetrical field of use restrictions, i.e. agreements
whereby the parties are licensed to use each other's tech-
nologies within the same field(s) of use, are unlikely to be
caught by Article 81(1). Such agreements are unlikely to
restrict competition that existed in the absence of the
agreement. Article 81(1) is also unlikely to apply in the
case of agreements that merely enable the licensee to
develop and exploit his own technology within the
scope of the licence without fearing infringement
claims by the licensor. In such circumstances field of
use restrictions do not in themselves restrict competition
that existed in the absence of the agreement. In the
absence of the agreement the licensee also risked
infringement claims outside the scope of the licensed
field of use. However, if the licensee without business
justification terminates or scales back his activities in
the area outside the licensed field of use this may be
an indication of an underlying market sharing
arrangement amounting to a hardcore restriction under
Article 4(1)(c) of the TTBER.

184. Field of use restrictions on licensee and licensor in
agreements between non-competitors are block
exempted up to the market share threshold of 30 %.
Field of use restrictions in agreements between
non-competitors whereby the licensor reserves one or

more product markets or technical fields of use for
himself are generally either non-restrictive of competition
or efficiency enhancing. They promote dissemination of
new technology by giving the licensor an incentive to
license for exploitation in fields in which he does not
want to exploit the technology himself. If the licensor
could not prevent licensees from operating in fields
where the licensor exploits the technology himself, it
would be likely to create a disincentive for the licensor
to licence.

185. In agreements between non-competitors the licensor is
normally also entitled to grant sole or exclusive licences
to different licensees limited to one or more fields of use.
Such restrictions limit intra-technology competition
between licensees in the same way as exclusive
licensing and are analysed in the same way (cf. section
2.2.1 above).

2.5. Captive use restrictions

186. A captive use restriction can be defined as an obligation
on the licensee to limit his production of the licensed
product to the quantities required for the production of
his own products and for the maintenance and repair of
his own products. In other words, this type of use
restriction takes the form of an obligation on the
licensee to use the products incorporating the licensed
technology only as an input for incorporation into his
own production; it does not cover the sale of the licensed
product for incorporation into the products of other
producers. Captive use restrictions are block exempted
up to the respective market share thresholds of 20 %
and 30 %. Outside the scope of the block exemption it
is necessary to examine what are the pro-competitive and
anti-competitive effects of the restraint. In this respect it
is necessary to distinguish agreements between
competitors from agreements between non-competitors.

187. In the case of licence agreements between competitors a
restriction that imposes on the licensee to produce under
the licence only for incorporation into his own products
prevents him from being a supplier of components to
third party producers. If prior to the conclusion of the
agreement, the licensee was not an actual or likely
potential supplier of components to other producers,
the captive use restriction does not change anything
compared to the pre-existing situation. In those circum-
stances the restriction is assessed in the same way as in
the case of agreements between non-competitors. If, on
the other hand, the licensee is an actual or likely
component supplier, it is necessary to examine what is
the impact of the agreement on this activity. If by tooling
up to use the licensor's technology the licensee ceases to
use his own technology on a stand alone basis and thus
to be a component supplier, the agreement restricts
competition that existed prior to the agreement. It may
result in serious negative market effects when the licensor
has a significant degree of market power on the
component market.
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188. In the case of licence agreements between
non-competitors there are two main competitive risks
stemming from captive use restrictions: (a) a restriction
of intra-technology competition on the market for the
supply of inputs and (b) an exclusion of arbitrage
between licensees enhancing the possibility for the
licensor to impose discriminatory royalties on licensees.

189. Captive use restrictions, however, may also promote
pro-competitive licensing. If the licensor is a supplier of
components, the restraint may be necessary in order for
the dissemination of technology between
non-competitors to occur. In the absence of the
restraint the licensor may not grant the licence or may
do so only against higher royalties, because otherwise he
would create direct competition to himself on the
component market. In such cases a captive use restriction
is normally either not restrictive of competition or
covered by Article 81(3). It is a condition, however,
that the licensee is not restricted in selling the licensed
product as replacement parts for his own products. The
licensee must be able to serve the after market for his
own products, including independent service organi-
sations that service and repair the products produced
by him.

190. Where the licensor 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
markets. However, a restriction on the licensee not to sell
into certain customer groups reserved for the licensor
normally constitutes a less restrictive alternative.
Consequently, in such cases a captive use restriction is
normally not necessary for the dissemination of tech-
nology to take place.

2.6. Tying and bundling

191. In the context of technology licensing tying occurs when
the licensor makes the licensing of one technology (the
tying product) conditional upon the licensee taking a
licence for another technology or purchasing a product
from the licensor or someone designated by him (the tied
product). Bundling occurs where two technologies or a
technology and a product are only sold together as a
bundle. In both cases, however, it is a condition that
the products and technologies involved are distinct in
the sense that there is distinct demand for each of the
products and technologies forming part of the tie or the
bundle. This is normally not the case where the tech-
nologies or products are by necessity linked in such a
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.

192. Article 3 of the TTBER, which limits the application of
the block exemption by market share thresholds, ensures

that tying and bundling are not block exempted above
the market 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,
including the market for the tied product. Above the
market share thresholds it is necessary to balance the
anti-competitive and pro-competitive effects of tying.

193. The main restrictive effect of tying is foreclosure of
competing suppliers of the tied product. Tying may
also allow the licensor to maintain market power in
the market for the tying product by raising barriers to
entry since it may force new entrants to enter several
markets at the same time. Moreover, tying may allow
the licensor to increase royalties, in particular when the
tying product and the tied product are partly
substitutable and the two products are not used in
fixed proportion. Tying 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
likely anti-competitive effects the licensor must have a
significant degree of market power in the tying product
so as to restrict competition in the tied product. In the
absence of market power in the tying product the
licensor cannot use his technology for the anti-
competitive purpose of foreclosing suppliers of the tied
product. Furthermore, as in the case of non-compete
obligations, the tie must cover a certain proportion of
the market for the tied product for appreciable fore-
closure effects to occur. In cases where the licensor has
market power on the market for the tied product rather
than on the market for the tying product, the restraint is
analysed as non-compete or quantity forcing, reflecting
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 (66).

194. Tying can also give rise to efficiency gains. This is for
instance the case where the tied product is necessary for
a technically satisfactory exploitation of the licensed tech-
nology 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 competition 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 it is unlikely that
licensees would be willing to take a licence unless the
technology is exploited by all in a technically satisfactory
way.
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195. Tying is also likely to be pro-competitive where the tied
product allows the licensee to exploit the licensed tech-
nology significantly more efficiently. For instance, where
the licensor licenses a particular process technology the
parties can also agree that the licensee buys a catalyst
from the licensor which is developed for use with the
licensed technology and which allows the technology to
be exploited more efficiently than in the case of other
catalysts. Where in such cases the restriction is caught by
Article 81(1), the conditions of Article 81(3) are likely to
be fulfilled even above the market share thresholds.

2.7. Non-compete obligations

196. Non-compete obligations in the context of technology
licensing take the form of an obligation on the licensee
not to use third party technologies which compete with
the licensed technology. To the extent that a
non-compete obligation covers a product or additional
technology supplied by the licensor the obligation is
dealt with in the preceding section on tying.

197. The TTBER exempts non-compete obligations both in the
case of agreements between competitors and in the case
of agreements between non-competitors up to the market
share thresholds of 20 % and 30 % respectively.

198. The main competitive risk presented by non-compete
obligations is foreclosure of third party technologies.
Non-compete obligations may also facilitate collusion
between licensors in the case of cumulative use. Fore-
closure of competing technologies reduces competitive
pressure on royalties charged by the licensor and
reduces competition between the incumbent technologies
by limiting the possibilities for licensees to substitute
between competing technologies. As in both cases the
main problem is foreclosure, the analysis can in general
be the same in the case of agreements between
competitors and agreements between non-competitors.
However, in the case of cross licensing between
competitors where both agree not to use third party
technologies the agreement may facilitate collusion
between them on the product market, thereby justifying
the lower market share threshold of 20 %.

199. Foreclosure may arise where a substantial part of
potential licensees are already tied to one or, in the
case of cumulative effects, more sources of technology
and are prevented from exploiting competing tech-
nologies. Foreclosure effects may result from agreements
concluded by a single licensor with a significant degree of
market power or by a cumulative effect of agreements
concluded by several licensors, even where each indi-
vidual agreement or network of agreements is covered
by the TTBER. In the latter case, however, a serious
cumulative effect is unlikely to arise as long as less
than 50 % of the market is tied. Above this threshold
significant foreclosure is likely to occur when there are
relatively high barriers to entry for new licensees. If
barriers to entry are low, new licensees are able to
enter the market and exploit commercially attractive
technologies held by third parties and thus represent a
real alternative to incumbent licensees. In order to
determine the real possibility for entry and expansion
by third parties it is also necessary to take account of
the extent to which distributors are tied to licensees by
non-compete obligations. Third party technologies only
have a real possibility of entry if they have access to the
necessary production and distribution assets. In other
words, the ease of entry depends not only on the avail-
ability of licensees but also the extent to which they have
access to distribution. In assessing foreclosure effects at
the distribution level the Commission will apply the
analytical framework set out in section IV.2.1 of the
Guidelines on Vertical Restraints (67).

200. When the licensor has a significant degree of market
power, obligations on licensees to obtain the technology
only from the licensor can lead to significant foreclosure
effects. The stronger the market position of the licensor
the higher the risk of foreclosing competing technologies.
For appreciable foreclosure effects to occur the
non-compete obligations do not necessarily have to
cover a substantial part of the market. Even in the
absence thereof, appreciable foreclosure effects may
occur where non-compete obligations are targeted at
undertakings that are the most likely to license
competing technologies. The risk of foreclosure is
particularly high where there is only a limited number
of potential licensees and the licence agreement concerns
a technology which is used by the licensees to make an
input for their own use. In such cases the entry barriers
for a new licensor are likely to be high. Foreclosure may
be less likely in cases where the technology is used to
make a product that is sold to third parties; although in
this case the restriction also ties production capacity for
the input in question, it does not tie demand for the
product incorporating the input produced with the
licensed technology. To enter the market in the latter
case licensors only need access to one or more licensee(s)
that have suitable production capacity and unless only
few undertakings possess or are able to obtain the
assets required to take a licence, it is unlikely that by
imposing non-compete obligations on its licensees the
licensor is able to deny competitors access to efficient
licensees.
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201. Non-compete obligations may also produce
pro-competitive effects. First, such obligations may
promote dissemination of technology by reducing the
risk of misappropriation of the licensed technology, in
particular know-how. If a licensee is entitled to license
competing technologies from third parties, there is a risk
that particularly licensed know-how would be used in the
exploitation of competing technologies and thus benefit
competitors. When a licensee also exploits competing
technologies, it normally also makes monitoring of
royalty payments more difficult, which may act as a
disincentive to licensing.

202. Second, non-compete obligations possibly in combi-
nation with an exclusive territory may be necessary to
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 81(1) because of an
appreciable foreclosure effect, it may be necessary in
order to benefit from Article 81(3) to choose a less
restrictive alternative, for instance to impose minimum
output or royalty obligations, which normally have less
potential to foreclose competing technologies.

203. Third, in cases where the licensor undertakes to make
significant client specific investments for instance in
training and tailoring of the licensed technology to the
licensee's needs, non-compete obligations or alternatively
minimum output or minimum royalty obligations may
be necessary to induce the licensor to make the
investment and to avoid 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 agreements

204. Licensing may serve as a means of settling disputes or
avoiding that one party exercises his intellectual property
rights to prevent the other party from exploiting his own
technology. Licensing including cross licensing in the
context of settlement agreements and non-assertion
agreements is not as such restrictive of competition
since it allows the parties to exploit their technologies
post agreement. However, the individual terms and
conditions of such agreements may be caught by
Article 81(1). Licensing in the context of settlement
agreements is treated like other licence agreements. 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 technologies in question
are in a one-way or two-way blocking position (cf.
paragraph 32 above). If so, the parties are not deemed
to be competitors.

205. The block exemption applies provided that the agreement
does 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 parties that no blocking position exists and that
consequently they are competitors. In such cases the
settlement is merely a means to restrict competition
that existed in the absence of the agreement.

206. In cases where it is likely that in the absence of the
licence the licensee could be excluded from the market,
the agreement is generally pro-competitive. Restrictions
that limit intra-technology competition between the
licensor and the licensee are often compatible with
Article 81, see section 2 above.

207. Agreements whereby the parties cross license each other
and impose restrictions on the use of their technologies,
including restrictions on the licensing to third parties,
may be caught by Article 81(1). Where the parties have
a significant degree of market power and the agreement
imposes restrictions that clearly go beyond what is
required in order to unblock, the agreement is likely to
be caught by Article 81(1) even if it is likely that a
mutual blocking position exists. Article 81(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 agreement extends to
future developments, it is necessary to assess what is
the impact of the agreement on the parties' incentive
to innovate. In cases where the parties have a significant
degree of market power the agreement is likely to be
caught by Article 81(1) where the agreement prevents
the parties from gaining a competitive lead over each
other. Agreements that eliminate or substantially reduce
the possibilities of one party to gain a competitive lead
over the other reduce the incentive to innovate and thus
adversely affect an essential part of the competitive
process. Such agreements are also unlikely 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 Article 81(3). The
achievement of the objective of the agreement, namely
to ensure that the parties can continue to exploit their
own technology without being blocked by the other
party, does not require that the parties agree to share
future innovations. However, the parties are unlikely to
be prevented from gaining a competitive lead over each
other where the purpose of the licence is to allow the
parties to develop their respective technologies and where
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the licence does not lead them to use the same tech-
nological solutions. Such agreements merely create
design freedom by preventing future infringement
claims by the other party.

209. In the context of a settlement and non-assertion
agreement, non-challenge clauses are generally considered
to fall outside Article 81(1). It is inherent in such
agreements that the parties agree not to challenge ex
post the intellectual property rights covered by the
agreement. Indeed, the very purpose of the agreement
is to settle existing disputes and/or to avoid future
disputes.

4. Technology pools

210. Technology pools are defined as arrangements whereby
two or more parties assemble a package of technology
which is licensed not only to contributors to the pool but
also to third parties. In terms of their structure tech-
nology pools can take the form of simple arrangements
between a limited number of parties or elaborate organi-
sational arrangements whereby the organisation of the
licensing of the pooled technologies is entrusted to a
separate entity. In both cases the pool may allow
licensees to operate on the market on the basis of a
single licence.

211. There is no inherent link between technology pools and
standards, but in some cases the technologies in the pool
support (wholly or partly) a de facto or de jure industry
standard. When technology pools do support an industry
standard they do not necessarily support a single
standard. Different technology pools may support
competing standards (68).

212. Agreements establishing technology pools and setting out
the terms and conditions for their operation are not —
irrespective of the number of parties — covered by the
block exemption (cf. section III.2.2 above). Such
agreements are addressed only by these guidelines.
Pooling arrangements give rise to a number of particular
issues regarding the selection of the included technologies
and the operation of the pool, which do not arise in the
context of other types of licensing. The individual
licences granted by the pool to third party licensees,
however, are treated like other licence agreements,
which are block exempted when the conditions set out
in the TTBER are fulfilled, including the requirements of
Article 4 of the TTBER containing the list of hardcore
restrictions.

213. Technology pools may be restrictive of competition. The
creation of a technology pool necessarily implies joint

selling of the pooled technologies, which in the case of
pools composed solely or predominantly of substitute
technologies amounts to a price fixing cartel. Moreover,
in addition to reducing competition between the parties,
technology pools may also, in particular when they
support an industry standard or establish a de facto
industry standard, result in a reduction of innovation
by foreclosing alternative technologies. The existence of
the standard and the related technology pool may make
it more difficult for new and improved technologies to
enter the market.

214. Technology pools can also produce pro-competitive
effects, in particular by reducing transaction costs and
by setting a limit on cumulative royalties to avoid
double marginalisation. The creation of a pool allows
for one-stop licensing of the technologies covered by
the pool. This is particularly important in sectors where
intellectual property rights are prevalent and where in
order to operate on the market licences need to be
obtained from a significant number of licensors. In
cases where licensees receive on-going services
concerning the application of the licensed technology,
joint licensing and servicing can lead to further cost
reductions.

4.1. The nature of the pooled technologies

215. The competitive risks and the efficiency enhancing
potential of technology pools depend to a large extent
on the relationship between the pooled technologies and
their relationship with technologies outside the pool.
Two basic distinctions must be made, namely (a)
between technological complements and technological
substitutes and (b) between essential and non-essential
technologies.

216. Two technologies (69) are complements as opposed to
substitutes when they are both required to produce the
product or carry out the process to which the tech-
nologies relate. Conversely, two technologies are
substitutes when either technology allows the holder to
produce the product or carry out the process to which
the technologies relate. A technology is essential as
opposed to non-essential if there are no substitutes for
that technology inside or outside the pool and the tech-
nology in question constitutes a necessary part of the
package of technologies for the purposes of producing
the product(s) or carrying out the process(es) to which
the pool relates. A technology for which there are no
substitutes, remains essential as long as the technology
is covered by at least one valid intellectual property right.
Technologies that are essential are by necessity also
complements.
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217. When technologies in a pool are substitutes, royalties are
likely to be higher than they would otherwise be, because
licensees do not benefit from rivalry between the tech-
nologies in question. When the technologies in the pool
are complements the arrangement reduces transaction
costs and may lead to lower overall royalties because
the parties are in a position to fix a common royalty
for the package as opposed to each fixing a royalty
which does not take account of the royalty fixed by
others.

218. The distinction between complementary and substitute
technologies is not clear-cut in all cases, since tech-
nologies may be substitutes in part and complements
in part. When due to efficiencies stemming from the
integration of two technologies licensees are likely to
demand both technologies the technologies are treated
as complements even if they are partly substitutable. In
such cases it is likely that in the absence of the pool
licensees would want to licence both technologies due
to the additional economic benefit of employing both
technologies as opposed to employing only one of them.

219. The inclusion in the pool of substitute technologies
restricts inter-technology competition and amounts to
collective bundling. Moreover, where the pool is
substantially composed of substitute technologies, the
arrangement amounts to price fixing between
competitors. As a general rule the Commission
considers that the inclusion of substitute technologies
in the pool constitutes a violation of Article 81(1). The
Commission also considers that it is unlikely that the
conditions of Article 81(3) will be fulfilled in the case
of pools comprising to a significant extent substitute
technologies. Given that the technologies in question
are alternatives, no transaction cost savings accrue from
including both technologies in the pool. In the absence of
the pool licensees would not have demanded both tech-
nologies. It is not sufficient that the parties remain free to
license independently. In order not to undermine the
pool, which allows them to jointly exercise market
power, the parties are likely to have little incentive to
do so.

220. When a pool is composed only of technologies that are
essential and therefore by necessity also complements,
the creation of the pool as such generally falls outside
Article 81(1) irrespective of the market position of the
parties. However, the conditions on which licences are
granted may be caught by Article 81(1).

221. Where non-essential but complementary patents are
included in the pool there is a risk of foreclosure of
third party technologies. Once a technology is included
in the pool and is licensed as part of the package,
licensees are likely to have little incentive to license a
competing technology when the royalty paid for the
package already covers a substitute technology.
Moreover, the inclusion of technologies which are not
necessary for the purposes of producing the product(s)
or carrying out the process(es) 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 collective bundling. When a
pool encompasses non-essential technologies, the
agreement is likely to be caught by Article 81(1) where
the pool has a significant position on any relevant
market.

222. Given that substitute and complementary technologies
may be developed after the creation of the pool, the
assessment of essentiality is an on-going process. A tech-
nology may therefore become non-essential after the
creation of the pool due to the emergence of new third
party technologies. One way to ensure that such third
party technologies are not foreclosed is to exclude from
the pool technologies that have become non-essential.
However, there may be other ways to ensure that third
party technologies are not foreclosed. In the assessment
of technology pools comprising non-essential tech-
nologies, i.e. technologies for which substitutes exist
outside the pool or which are not necessary in order to
produce one or more products to which the pool relates,
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 license their
respective technologies 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
partly of technology forming part of the pool and
partly of technology owned by third parties;
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(c) whether, in cases where the pooled technologies have
different applications some of which do not require
use of all of the pooled technologies, the pool offers
the technologies only as a single package or whether
it offers separate packages for distinct applications. In
the latter case it is avoided that technologies which
are not essential to a particular product or process
are tied to essential technologies;

(d) whether the pooled technologies are available only as
a single package or whether licensees have the possi-
bility of obtaining a licence for only part of the
package with a corresponding reduction of royalties.
The possibility to obtain a licence for only part of the
package may reduce the risk of foreclosure of third
party technologies outside the pool, in particular
where the licensee obtains a corresponding
reduction in royalties. This requires that a share of
the overall royalty has been assigned to each tech-
nology in the pool. Where the licence agreements
concluded between the pool and individual licensees
are of relatively long duration and the pooled tech-
nology supports a de facto industry standard, it must
also be taken into account that the pool may
foreclose access to the market of new substitute tech-
nologies. In assessing the risk of foreclosure in such
cases it is relevant to take into account whether or
not licensees can terminate at reasonable notice part
of the licence and obtain a corresponding reduction
of royalties.

4.2. Assessment of individual restraints

223. The purpose of this section is to address a certain
number of restraints that in one form or another are
commonly found in technology pools and which need
to be assessed in the overall context of the pool. It is
recalled, cf. paragraph 212 above, that the TTBER applies
to licence agreements concluded between the pool and
third party licensees. This section is therefore limited to
addressing the creation of the pool and licensing issues
that are particular to licensing in the context of tech-
nology pools.

224. In making its assessment the Commission will be guided
by the following main principles:

1. The stronger the market position of the pool the
greater the risk of anti-competitive effects.

2. Pools that hold a strong position on the market
should be open and non-discriminatory.

3. Pools should not unduly foreclose third party tech-
nologies or limit the creation of alternative pools.

225. Undertakings setting up a technology pool that is
compatible with Article 81, and any industry standard
that it may support, are normally free to negotiate and
fix royalties for the technology package and each tech-
nology's share of the royalties either before or after the
standard is set. Such agreement is inherent in the estab-
lishment of the standard or pool and cannot in itself be
considered restrictive of competition and may in certain
circumstances lead to more efficient outcomes. In certain
circumstances it may be more efficient if the royalties are
agreed before the standard is chosen and not after the
standard is decided upon, to avoid that the choice of the
standard confers a significant degree of market power on
one or more essential technologies. On the other hand,
licensees must remain free to determine the price of
products produced under the licence. Where the
selection of technologies to be included in the pool is
carried out by an independent expert this may further
competition between available technological solutions.

226. Where the pool has a dominant position on the market,
royalties and other licensing terms should be fair and
non-discriminatory and licences should be non-exclusive.
These requirements are necessary to ensure that the pool
is open and does not lead to foreclosure and other anti-
competitive effects on down stream markets. These
requirements, however, do not preclude different
royalties for different uses. It is in general not considered
restrictive of competition to apply different royalty rates
to different product markets, whereas there should be no
discrimination within product markets. In particular, the
treatment of licensees should not depend on whether
they are licensors or not. The Commission will
therefore take into account whether licensors are also
subject to royalty obligations.

227. Licensors and licensees must be free to develop
competing products and standards and must also be
free to grant and obtain licences outside the pool.
These requirements are necessary in order to limit the
risk of foreclosure of third party technologies and ensure
that the pool does not limit innovation and preclude the
creation of competing technological solutions. Where a
pool supports a (de facto) industry standard and where the
parties are subject to non-compete obligations, the pool
creates a particular risk of preventing the development of
new and improved technologies and standards.
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228. Grant back obligations should be non-exclusive and be
limited 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 exploitation of the pooled technology cannot be held
up by licensees that hold or obtain essential patents.

229. One of the problems identified with regard to patent
pools is the risk that they shield invalid patents.
Pooling raises the costs/risks 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 to pay higher royalties and may also
prevent innovation in the field covered by an invalid
patent. In order to limit this risk any right to terminate
a licence in the case of a challenge must be limited to the
technologies owned by the licensor who is the addressee
of the challenge and must not extend to the technologies
owned by the other licensors in the pool.

4.3. The institutional framework governing the pool

230. The way in which a technology pool is created, organised
and operated can reduce the risk of it having the object
or effect of restricting competition and provide
assurances to the effect that the arrangement is
pro-competitive.

231. When participation in a standard and pool creation
process is open to all interested parties representing
different interests it is more likely that technologies for
inclusion into the pool are selected on the basis of price/
quality considerations than when the pool is set up by a
limited group of technology owners. Similarly, when the
relevant bodies of the pool are composed of persons
representing different interests, it is more likely that
licensing terms and conditions, including royalties, will
be open and non-discriminatory and reflect the value of
the licensed technology than when the pool is controlled
by licensor representatives.

232. Another relevant factor is the extent to which inde-
pendent experts are involved in the creation and
operation of the pool. For instance, the assessment of
whether or not a technology is essential to a standard
supported by a pool is often a complex matter that
requires special expertise. The involvement in the
selection process of independent experts can go a long
way in ensuring that a commitment to include only
essential technologies is implemented in practice.

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
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 are
essential.

234. It is also relevant to consider the arrangements for
exchanging sensitive information among the parties. In
oligopolistic markets exchanges of sensitive information
such as pricing and output data may facilitate
collusion (70). In such cases the Commission will take
into account to what extent safeguards have been put
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 ensuring that
output and sales data, which may be necessary for the
purposes of calculating and verifying royalties is not
disclosed to undertakings that compete on affected
markets.

235. Finally, it is relevant 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.

(1) OJ L 123, 27.4.2004. The TTBER replaces Commission Regulation (EC) No 240/96 of 31 January 1996 on the
application of Article 85(3) of the Treaty to certain categories of technology transfer agreements (OJ L 31, 9.2.1996,
p. 2).

(2) See Joined Cases C-395/96 P and C-396/96 P, Compagnie Maritime Belge, [2000] ECR I-1365, paragraph 130, and
paragraph 106 of the Commission Guidelines on the application of Article 81(3) of the Treaty, not yet published.

(3) Council Regulation (EC) No 1/2003 on the implementation of the rules on competition laid down in Articles 81
and 82 of the Treaty (OJ L 1, 4.1.2003, p. 1).

(4) In the following the term ‘agreement’ includes concerted practices and decisions of associations of undertakings.

(5) See Commission Notice on the concept of effect on trade between Member States contained in Articles 81 and 82
of the Treaty, not yet published.
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(6) In the following the term ‘restriction’ includes the prevention and distortion of competition.

(7) This principle of Community exhaustion is for example enshrined in Article 7(1) of Directive 104/89/EEC to
approximate the laws of the Member States relating to trade marks (OJ L 40, 11.2.1989, p. 1), which provides
that the trade mark shall not entitle the proprietor to prohibit its use in relation to goods which have been put on
the market in the Community under that trade mark by the proprietor or with his consent.

(8) On the other hand, the sale of copies of a protected work does not lead to the exhaustion of performance rights,
including rental rights, in the work, see in this respect Case 158/86, Warner Brothers and Metronome Video, [1988]
ECR 2605, and Case C-61/97, Foreningen af danske videogramdistributører, [1998] ECR I-5171.

(9) See e.g. Joined Cases 56/64 and 58/64, Consten and Grundig, [1966] ECR 429.

(10) The methodology for the application of Article 81(3) is set out in the Commission Guidelines on the application of
Article 81(3) of the Treaty cited in note 2.

(11) See Case 56/65, Société Technique Minière, [1966] ECR 337, and Case C-7/95 P, John Deere, [1998] ECR I-3111,
paragraph 76.

(12) See in this respect e.g. judgment in Consten and Grundig cited in note 9.

(13) See in this respect the judgment in Société Technique Minière cited in note 11 and Case 258/78, Nungesser, [1982]
ECR 2015.

(14) See in this respect e.g. Case C-49/92 P, Anic Partecipazioni, [1999] ECR I-4125, paragraph 99.

(15) See Joined Cases 29/83 and 30/83, CRAM and Rheinzink, [1984] ECR 1679, paragraph 26, and Joined Cases 96/82
and others, ANSEAU-NAVEWA, [1983] ECR 3369, paragraphs 23-25.

(16) See the judgment in John Deere, [1998] cited in note 11.

(17) Guidance on the issue of appreciability can be found in Commission notice on agreements of minor importance
which do not appreciably restrict competition under Article 81(1) of the Treaty (OJ C 368, 22.12.2001, p. 13). The
notice defines appreciability in a negative way. Agreements, which fall outside the scope of the de minimis notice, do
not necessarily have appreciable restrictive effects. An individual assessment is required.

(18) See Article 1(2) of Council Regulation No 1/2003 cited in note 3.

(19) Commission notice on the definition of the relevant market for the purposes of Community competition law (OJ C
372, 9.12.1997, p. 5).

(20) As to these distinctions see also Commission Guidelines on the applicability of Article 81 of the EC Treaty to
horizontal cooperation agreements (OJ C 3, 6.1.2001, p. 2, paragraphs 44 to 52).

(21) See to that effect paragraphs 50 to 52 of the Guidelines on horizontal cooperation agreements, cited in the previous
note.

(22) Idem, paragraph 51.

(23) See in this respect the Notice on agreements of minor importance cited in note 17.

(24) According to Article 3(2) of Regulation 1/2003, agreements which may affect trade between Member States but
which are not prohibited by Article 81 cannot be prohibited by national competition law.

(25) Under Council Regulation 19/65, OJ Special Edition Series I 1965-1966, p. 35, the Commission is not empowered
to block exempt technology transfer agreements concluded between more than two undertakings.

(26) See recital 19 of the TTBER and further section 2.5 below.

(27) OJ C 1, 3.1.1979, p. 2.

(28) See paragraph 3 of the subcontracting notice.

(29) See in this respect Commission Decision in Moosehead/Whitbread (OJ L 100, 20.4.1990, p. 32).

(30) See in this respect Case 262/81, Coditel (II), [1982] ECR 3381.

(31) OJ L 336, 29.12.1999, p. 21.

(32) OJ L 304, 5.12.2000, p. 3.

(33) OJ L 304, 5.12.2000, p. 7.

(34) See note 31.

(35) See the guide ‘Competition policy in Europe — The competition rules for supply and distribution agreements’,
2002.

(36) OJ C 291, 13.10.2000, p. 1, and note 31.

(37) See paragraph 29 above.
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(38) The reasons for this calculation rule are explained in paragraph 23 above.

(39) See e.g. the case law cited in note 15.

(40) See in this respect paragraph 98 of the Guidelines on the application of Article 81(3) of the Treaty cited in note 2.

(41) This is also the case where one party grants a licence to the other party and accepts to buy a physical input from
the licensee. The purchase price can serve the same function as the royalty.

(42) See in this respect Case 193/83, Windsurfing International, [1986] ECR 611, paragraph 67.

(43) For a general definition of active and passive sales, reference is made to paragraph 50 of the Guidelines on vertical
restraints cited in note 36.

(44) Field of use restrictions are further dealt with in section IV.2.4 below.

(45) This hardcore restriction applies to licence agreements concerning trade within the Community. As regards
agreements concerning exports outside the Community or imports/re-imports from outside the Community see
Case C-306/96, Javico, [1998] ECR I-1983.

(46) See in this respect paragraph 77 of the judgment in Nungesser cited in note 13.

(47) See in this respect Case 26/76, Metro (I), [1977] ECR 1875.

(48) If the licensed technology is outdated no restriction of competition arises, see in this respect Case 65/86, Bayer v
Süllhofer, [1988] ECR 5249.

(49) As to non-challenge clauses in the context of settlement agreements see point 209 below.

(50) See paragraph 14 above.

(51) See paragraphs 66 and 67 above.

(52) See in this respect paragraph 42 of the Guidelines on the application of Article 81(3) of the Treaty, cited in note 2.

(53) See in this respect paragraph 8 of the Commission Notice on agreements of minor importance, cited in note 17.

(54) See in this respect Case T-228/97, Irish Sugar, [1999] ECR II-2969, paragraph 101.

(55) See in this respect paragraph 23 of the Guidelines on horizontal cooperation agreements, cited in note 20.

(56) See Joined Cases 25/84 and 26/84, Ford, [1985] ECR 2725.

(57) See in this respect for example Commission Decision in TPS (OJ L 90, 2.4.1999, p. 6). Similarly, the prohibition of
Article 81(1) also only applies as long as the agreement has a restrictive object or restrictive effects.

(58) Cited in note 36. See in particular paragraphs 115 et seq.

(59) As to these concepts see section IV.4.1 below.

(60) See paragraph 85 of the Guidelines on the application of Article 81(3) of the Treaty, cited in note 2.

(61) Idem, paragraphs 98 and 102.

(62) See paragraph 130 of the judgment cited in note 2. Similarly, the application of Article 81(3) does not prevent the
application of the Treaty rules on the free movement of goods, services, persons and capital. These provisions are in
certain circumstances applicable to agreements, decisions and concerted practices within the meaning of Article
81(1), see to that effect Case C-309/99, Wouters, [2002] ECR I-1577, paragraph 120.

(63) See in this respect Case T-51/89, Tetra Pak (I), [1990] ECR II-309. See also paragraph 106 of the Guidelines on the
application of Article 81(3) of the Treaty cited in note 2 above.

(64) See the judgment in Nungesser cited in note 13.

(65) See in this respect the Commission's Notice in the Canon/Kodak Case (OJ C 330, 1.11.1997, p. 10) and the IGR
Stereo Television Case mentioned in the XI Report on Competition Policy, paragraph 94.

(66) For the applicable analytical framework see section 2.7 below and paragraphs 138 et seq. of the Guidelines on
Vertical Restraints cited in note 36.

(67) See note 36.

(68) See in this respect the Commission's press release IP/02/1651 concerning the licensing of patents for third
generation (3G) mobile services. This case involved five technology pools creating five different technologies,
each of which could be used to produce 3G equipment.

(69) The term ‘technology’ is not limited to patents. It covers also patent applications and intellectual property rights
other than patents.

(70) See in this respect the judgment in John Deere cited in note 11.

ENC 101/42 Official Journal of the European Union 27.4.2004

ACC's 2005 ANNUAL MEETING USING COMPLIANCE FOR A COMPETITIVE ADVANTAGE

This material is protected by copyright. Copyright © 2005 various authors and the Association of Corporate Counsel (ACC). 37



JM/Masterdocs/ X Services Agmt final       CONFIDENTIAL 

Client No.       

SERVICES AGREEMENT 

X: CLIENT:                   [Enter full name of 
Client] (the Client)

PRINCIPAL OFFICE: PRINCIPAL OFFICE: [Enter principal address 
of Client]

INCORPORATION:   INCORPORATION:   [Enter jurisdiction of 
formation of Client]

This Services Agreement consists of the attached Master Terms and Conditions, any Order Form(s) and/ or any addenda 
or schedules.  Together, these documents are referred to as the Agreement.  By signing below, each party agrees that it 
has read the Agreement and will be bound by it with effect from [*amend as applicable: the date on which the 
Agreement is signed by both parties / [enter date the Agreement takes effect].  This date is referred to as the Effective 
Date.

X [ENTER FULL NAME OF CLIENT]

SIGNED BY: SIGNED BY:

PRINT NAME: PRINT NAME:

TITLE: TITLE:

DATE OF SIGNATURE: DATE OF SIGNATURE:
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MASTER TERMS AND CONDITIONS 

X and the Client agree as follows: 
1. Definitions 
Agreed Level means the percentage change in the most 
recently published OECD All Items Rate of Change 
Index compared with that index published 12 months 
earlier; 
Authorised Location means the location(s) set out in 
any Order Form where the Services are to be used. 
Authorised Locations may include any of the Client’s 
offices;
Charges means the Service Fees and any related 
charges specified in Clause 9.1; 
Client’s System means any computer system used by 
the Client for the display of information at the 
Authorised Location; 
Commencement Date means the date on which X 
makes any Service available to the Client under the 
Agreement and such Service is capable of being used 
by the Client or, if later, the billing commencement 
date set out in the Order Form;
Confidential Information means information in any 
form (including, but not limited to, models, Software 
and computer outputs) which is not excluded under 
Clause 14.2, whether written or oral, of a business, 
financial or technical nature and which is marked or 
otherwise indicated as being or is, or ought reasonably 
to be, known to be confidential and which is disclosed 
by one party (the Disclosing Party) to the other party 
(the Receiving Party) through the parties’ dealings 
with each other;  
Contributed Data means any data or information 
supplied by the Client to X under the Agreement; 
Information means the information (in whatever form 
including, but not limited to, still and moving images 
and sound recordings) contained in the Services; 
Information Provider means a client of the X Group or 
other third party including, but not limited to, any 
stock, futures or commodities exchange whose 
Information is contained in the Services;
Maintenance means the use of reasonable efforts to 
maintain the Software in good operating condition and/ 
or to restore the Service by repairing, correcting or 
replacing the Software; 
Order Form means X’s standard form (whether in 
writing or electronic) listing the Services subscribed 
for by the Client and accepted by X; 
X Group means X Group plc and those companies 
(including X) in which X Group plc owns, directly or 
indirectly, more than 50% of the issued share capital 
and over which it exercises effective control; 
Service Fees means the fees charged by X for the 
supply of the Services, as set out in any Order Form 
and/ or any related schedules; 
Services  means the services supplied by X under the 
Agreement as set out in any Order Form.  Services may 
be added to and form part of the Agreement by the 

signing of additional Order Forms and any applicable 
addenda;  
Software means software (or any part of it) and related 
documentation supplied by X as part of the Services or 
to enable the Client to access and use the Services.  
Software also includes bug fixes, upgrades and 
enhancements; 
Support means Maintenance and other support 
(including training) provided by X or its nominee in 
respect of any Service as specified in Clause 6 or any 
relevant addendum; and 
Third Party means Information Providers and X’s 
other third party suppliers. 
2. Commencement and Duration 
2.1 The Agreement will take effect from the 
Effective Date set out on the front page of the 
Agreement and will continue for as long as the Client 
receives the Services. 
2.2 Either the Client or X may cancel any Service 
by giving not less than three (3) months’ prior written 
notice to the other party.   Any notice given under this 
Clause cannot take effect earlier than the [*delete as 
applicable: first/ second] anniversary of the 
Commencement Date for that Service. 
3. Provision and use of the Services  
3.1 In consideration of the Client’s payment of the 
Charges, X will provide the Client with access to the 
Services at the Authorised Location in accordance with 
the Agreement.   
3.2 X will not supply, and the Client will not use, 
the Services in breach of any applicable laws, 
regulations or market conventions.  The Client will use 
the Information and the Software in accordance with 
the Agreement, but not otherwise. 
3.3 The Client will be responsible for obtaining 
and maintaining all licences and consents necessary to 
use the Services at any Authorised Location. 
3.4 X will supply the Client with a copy of any 
available user manual for each Service.  
4. Information 
4.1 X grants to the Client the rights to use the 
Information set out in each addendum, for as long as 
the Client receives the relevant Service. 
4.2 Except as otherwise permitted under the 
Agreement, the Client will not alter, modify, distort, or 
manipulate the Information or create derivative works 
based on the Information. 
4.3 Unless otherwise permitted under the 
Agreement, the Client may store Information contained 
in a Service only (i) during the period that the Client 
subscribes to the Service and (ii) on the devices, and at 
the Authorised Location, to which the Information is 
supplied. 
4.4 On cancellation or termination of any Service 
or the Agreement, the Client will delete all stored 
Information obtained from that Service, except as 
required by applicable law or regulation.  
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4.5 Where the Client provides Contributed Data, 
the Client agrees that, except as provided in Clause 4.6, 
such Contributed Data may be included in any products 
or services provided by members of the X Group The 
Client warrants and represents that: 
4.5.1 the Contributed Data will be timely and 
accurate; and  
4.5.2 it has the right to supply the Contributed Data 
to X for use in accordance with this Clause 4.5. 
4.6 The Client and X may agree, at the time the 
Contributed Data is supplied, to restrict the release of 
Contributed Data to third parties other than the Client 
and its customers and X will use commercially 
reasonable endeavours to comply.   
5. Software 
This Clause applies if X provides the Client with any 
Software. It sets out the conditions under which X 
supplies the Software. 
5.1 X owns the Software and all rights in the 
Software or has obtained from a Third Party the right 
to supply them to the Client.  
5.2 The Client will be responsible for providing 
all necessary consumable items and a satisfactory 
operating environment for the Software, as designated 
by X.  
5.3 X grants to the Client a non-exclusive, non-
transferable licence, for so long as the Client receives 
the Service to which the Software relates, to use the 
Software at the Authorised Location in the ordinary 
course of its own business. 
5.4 The Client will have the right to make 2 
backup copies of the Software at each Authorised 
Location, provided that the Client reproduces and 
includes all copyright, trade mark and other proprietary 
rights notices on each copy of the Software made by 
the Client. 
5.5 The Client will only use (i) the current version 
of the Software as is made available to it from time to 
time by X, or (ii) the immediately prior version of the 
Software for a period not exceeding 3 months after the 
date of release of the current version.  
5.6 The Client will not, except as permitted under 
the Agreement: 
5.6.1 sub-license, assign, copy (except as permitted 
under Clause 5.4), modify, merge, distribute, transfer, 
decompile or reverse-engineer the Software except to 
the extent this restriction is not permitted under 
applicable law;  
5.6.2 use or allow use of the Software for rental or 
in the operation of a service bureau, hosting or ASP 
model;  
5.6.3 make any alteration, connection or interface to 
the Software; or 
5.6.4 permit the maintenance or repair of the 
Software by a party other than X or its nominee. 
5.7 On termination of the Service to which the 
Software relates, the Client will either return the 
Software (and any copies) to X or deal with them as X 
may reasonably request. 

5.8 Certain software may be subject to relevant 
export laws and regulations of the United States and 
other countries.  The Client and X each agree to 
comply with such regulations. 
6. Support 
6.1 X will provide the following Support in 
respect of the Services: 
6.1.1 providing a reasonable level of initial training 
to the Client’s staff in the use of the Services; 
6.1.2 providing the Client with telephone help desk 
advice on how to overcome operational problems with 
the Services; and 
6.1.3 providing Maintenance. 
6.2 Support included in the Service Fees is 
provided during X’s standard support hours (which X 
will advise on request). Additional Support, or Support 
outside X’s standard support hours, may be available 
on payment of a further charge. 
6.3 Unless the parties agree otherwise in writing, 
Support will be provided only by X or its nominees.  
To enable X to provide the Client with Support, the 
Client will arrange for X to have access to the 
Authorised Location at all reasonable times and 
provide all necessary co-operation and facilities.  
6.4 The Service Fees do not include Maintenance: 
6.4.1 required as a result of accident, negligence or 
misuse not attributable to the X Group; 
6.4.2 resulting from failure of the operating 
environment or causes other than ordinary use in 
accordance with the user documentation; 
6.4.3 resulting from any attempt made to repair, 
service, relocate or modify Software by persons other 
than X or its nominee; 
6.4.4 of non-current versions of the Software where 
current versions have been made available to the Client 
(subject to Clause 5.5), or maintenance of current 
versions containing unauthorised modifications; 
6.4.5 of, or necessitated by the operation of, 
software or hardware not supplied by the X Group; 
6.4.6 arising from overload of the Client’s system 
not caused by the X Group; or 
6.4.7 involving any visit to the Authorised Location 
requested by the Client where there is no demonstrable 
fault or failure caused by the Software. 
6.5 X is under no obligation to provide 
Maintenance in relation to the matters referred to in 
Clause 6.4 although if requested by the Client, X may 
do so (at its discretion) at its then current consultancy 
rates. 
7. Trials 
7.1 Where X agrees to provide a Service to the 
Client on a trial basis (either paid, unpaid, or for beta, 
pilot or other evaluation) (Trial), the following terms 
apply: 
7.1.1 In addition to this Clause 7, use of any Service 
for a Trial will be subject to the terms of the 
Agreement except that X shall not provide 
Maintenance for any Service provided as part of a 
Trial; 
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7.1.2 Unless X and the Client agree otherwise, 
Trials will last for 4 weeks from installation of the 
relevant Service.  Either X or the Client may terminate 
any Trial by giving written notice to the other party no 
less than 5 days prior to the end of the Trial. In the 
absence of such notice, X shall continue to provide the 
Service subject to the terms of the Agreement; 
7.1.3 The Client will assist X in any Trial by: 
(a) appointing a primary point of contact with X; 
(b) documenting and reporting any difficulties or 
malfunctions in using the Service; and 
(c) complying with any guidance X gives in 
relation to the Trial. 
7.2 The provision of any Service as part of a Trial 
does not oblige X to make any enhancements or 
modifications to any Service or, in the case of any 
Service which has not yet been launched, launch or 
provide such Service to the Client at the end of the 
Trial. 
8. Proprietary Rights 
8.1 X retains control over the form and content of 
the Services. Although X may alter them from time to 
time, X will not change their fundamental nature. 
8.2 The Client will not: 
8.2.1 acquire any intellectual property or similar 
rights in the Services, Information or Software; or  
8.2.2 remove or conceal any copyright, trade mark 
or other proprietary rights notices incorporated in the 
Services. The Client agrees to comply with notices 
bringing such rights to its attention and all laws 
relating to such rights.  
8.3 Except as otherwise permitted in the 
Agreement the Client shall not use X’s name or trade 
marks without X’s prior written consent. Any goodwill 
in and associated with X’s name or trade marks will 
inure solely to the benefit of the X Group. 
8.4 The Client acknowledges that Third Parties 
may have rights in Information or Software which they 
provide. The Client agrees to comply with any 
restrictions or conditions imposed on the use, access, 
storage or re-distribution of Information or Software by 
the relevant Third Party, as notified by X or such Third 
Party. The Client may be required to enter into a 
separate agreement with X or with such Third Party. 
9. Charges 
9.1 The Client will pay the Service Fees and the 
following related charges (where applicable as notified 
by X): 
9.1.1 installation, relocation and removal charges; 
9.1.2 charges for certain items of Support not 
included in the Service Fees; 
9.1.3 charges for communications facilities; and 
9.1.4 charges for Information and Software levied 
by a Third Party. 
9.2 X will endeavour to provide reasonable prior 
notice of any change to such related charges, but the 
Client acknowledges that X may not be able to do so if 
the change is imposed on X by a Third Party without 
sufficient time for X to notify the Client in advance. 

9.3 In addition to the Charges, the Client will pay 
all applicable taxes and duties (including witholding 
tax) payable in respect of the Services, so that after 
payment of such taxes and duties the amount received 
by X is not less than the Charges. 
9.4 The Service Fees for each Service are payable 
quarterly in advance from the Commencement Date for 
that Service.  X will invoice the Client for the Charges 
and Client will pay the Charges in full, without right of 
set off or deduction, within 30 days of the date of 
invoice.   
9.5 X shall be entitled to charge the Client interest 
on any amounts not paid when due under the 
Agreement, at the rate of 2% per annum above the 
Bank of Scotland’s base rate from time to time from 
the due date until the date of payment.  
9.6 X may adjust or change the basis of 
calculation of the Service Fees on not less than 3 
months’ prior written notice. The Client may cancel 
any Service whose aggregate Service Fees taken over 
the 12 months preceding the date of X’s notice are to 
be increased by a percentage above the Agreed Level. 
9.7 The Client may exercise its rights of 
cancellation under Clause 9.6 by giving X written 
notice within 30 days of the date of X’s notice referred 
to in Clause 9.6. The relevant Service will be cancelled 
from the date on which the Service Fees would have 
increased. 
10 Passwords and Privacy 
10.1 Some Services are accessed using passwords, 
account names or identifiers which X will assign to the 
Client and which the Client will use to access the 
relevant Service. 
10.2 The Client agrees to: 
10.2.1 ensure that each password is kept confidential 
and is not shared amongst individuals; 
10.2.2 comply with the terms of any reasonable 
instructions X may issue from time to time, with 
respect to use of passwords; and 
10.2.3 notify X promptly if an individual ceases to be 
a user of any Service accessed via passwords or if the 
Client becomes aware of any password being used by a 
person not authorised by the Client to access that 
Service.  X may then cancel the password and will 
assign a new password to the Client. 
10.3 X collects information about the way the 
Client uses the Services, including, without limitation, 
logs and Traffic Data (as defined below) (Data) and 
the Client agrees that X may use software tools such as 
cookies to do this.  Except where the law requires X to 
retain it for longer, such Data may be retained for a 
reasonable period after it was generated. 
10.4 Traffic Data means data relating to any 
activity on X Group networks including session data 
and clickstreams. 
10.5 By using the Services, the Client consents to 
the X Group retaining and processing Data for the 
purposes of support, capacity planning, to detect and 
prevent breaches of network security, the law or the 
terms of the Agreement, and for other activities related 
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to the administration, management and improvement of 
the Services.  
10.6 In addition, the X Group may use this Data to 
customise, obtain feedback on and market X services, 
in accordance with the data protection/ privacy policy 
set out in the privacy footer at www.X.com and/ or in a 
privacy notice provided to individuals as part of any 
Service. 
10.7 The Client acknowledges that the X Group 
processes information about (i) users of the Services 
and (ii) individuals the X Group deals with in its day-
to-day business, in accordance with and for the 
purposes set out above and in the privacy/ data 
protection policy referred to in Clause 10.6 above. 
11. Indemnities 
11.1 X agrees, subject to Clauses 11.2, 11.3, 11.5, 
12.3 and 12.5, to indemnify the Client against any 
direct loss or cost which the Client incurs arising out of 
any claim: 
11.1.1 that Software owned by the X Group  
infringes:  
(a) any valid patent that, as of the Effective Date, 
is duly issued by the United States, Canada, any 
European Union country, Switzerland, Japan, 
Singapore, Australia or New Zealand (each a Primary 
Country) or that, as of the Effective Date, is duly 
issued in any other country that is a member of the 
Patent Cooperation Treaty (each an Other Country)
provided that the Other Country patent is a counterpart 
(i.e. foreign filed equivalent) of a Primary Country 
patent; or 
(b) any valid copyright or trade mark of a third 
party; and 
11.1.2 of copyright or database right infringement in 
relation to Information owned by the X Group, 
provided that X’s liability for any loss or cost resulting 
from restriction of the Client’s use of Software or 
Information is limited to (at X’s discretion): 
(a) procuring the right for the Client to continue 
to use the Software or Information; 
(b) modifying the Software or Information so that 
it becomes non-infringing; 
(c) replacing the Software or Information with 
similar software or content, provided that such 
replacement software or content does not alter the 
fundamental nature of the relevant Service; or 
(d) removing the Software or Information and 
refunding to the Client the relevant part of any Service 
Fees already paid relating to the period after removal. 
11.2 The indemnity under Clause 11.1.1 shall not 
extend to any claim of infringement arising out of or 
related to: 
11.2.1 use of a version of the Software other than a 
current version made available to the Client (subject to 
Clause 5.5), if infringement would have been avoided 
by the use of a current version of the Software;  
11.2.2 modification of the Software by anyone other 
than X or its nominee;  
11.2.3 the combination, operation or use of the 
Software with any third party software, hardware or 

other materials, where such combination, operation or 
use is the cause of infringement; or  
11.2.4 information, technology or materials provided 
by the Client.  
11.3 X makes no representations or warranties with 
regard to Software or Information belonging to a Third 
Party.  If the Client has any claim with respect to Third 
Party Software or Information, X will indemnity the 
Client under Clause 11.1 to the extent X is indemnified 
by the Third Party.  X may transfer its exclusive rights 
to control the defence or settlement of such claim to the 
Third Party. 
11.4 The Client agrees (subject to Clause 11.5) to 
indemnify X for: 
11.4.1 any loss or damage caused to the Software for 
the then current replacement cost of new identical 
Software unless caused by a member of the X Group; 
and 
11.4.2 any loss, damage or cost which X incurs as a 
result of any claim brought against X by a third party 
as a result of (i) such third party’s access to or use of 
Information via the Client or (ii) the Client’s breach of 
the Agreement. 
11.5 Any  obligation under the Agreement to 
indemnify against third party claims arises only if: 
11.5.1 the indemnifying party and, if applicable, the 
relevant Third Party, is given immediate and complete 
control of the indemnified claim; and 
11.5.2 the indemnified party co-operates at the 
expense of the indemnifying party or the relevant Third 
Party and does not prejudice in any manner the conduct 
of such claim. 
12 Liability 
12.1 X warrants that it will provide the Services 
with reasonable care and skill.     
12.2 X accepts liability for the following categories 
of damage caused by its negligence or failure to 
exercise reasonable care and skill in providing the 
Services: 
12.2.1 death or personal injury; and 
12.2.2 direct loss (subject to the limits on liability in 
Clauses 12.3, 12.4 and 12.5).  
12.3 Except as expressly stated in the Agreement:  
12.3.1 neither X nor any member of the X Group will 
be liable for any loss or damage arising from errors, 
delays, non-delivery or interruptions in the Services, 
for loss of or damage to data, computer files or 
programs, or for any actions taken in reliance on the 
Services; and 
12.3.2 all terms, conditions, warranties, 
representations or undertakings, express or implied by 
law in relation to the Services, the Information and the 
Software are excluded. Without limitation, the Client 
acknowledges that it has seen a demonstration of and/ 
or is aware of the general form, content and 
functionality of the Services and has satisfied itself that 
they are suitable for the Client’s purposes. 
12.4 The aggregate liability of each party to the 
other or any third party for loss, damage or costs under 
the Agreement for each calendar year will not exceed  
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1 year’s Service Fees. This limitation of liability does 
not apply to: 
12.4.1 X’s liability under Clauses 11.1 and 12.2.1; 
12.4.2 the Client’s liability under Clauses 3.2, 9.1 or 
11.4; or 
12.4.3 liability of either party for fraud, fraudulent 
misrepresentation or deceit. 
12.5 Under no circumstances will X or the Client 
be liable for any indirect, punitive, incidental, special 
or consequential damages arising from the Agreement, 
including, but not limited to, loss of profit, goodwill, 
business opportunity or anticipated saving. 
12.6 Neither X or the Client will be liable for any 
loss or failure to perform an obligation under the 
Agreement (except payment obligations) due to 
circumstances beyond its reasonable control.  Any 
failure to perform due to circumstances beyond a 
party’s control will be remedied as soon as reasonably 
practical.  If such circumstances continue for more than 
1 month, either party may cancel any affected Service 
immediately on notice.  
12.7 Nothing in the Agreement affects the Client’s 
rights which cannot validly be excluded or modified by 
applicable law. 
13 Termination 
13.1 Either party may terminate the Agreement 
immediately in whole or in part by written notice if the 
other party materially breaches any of its obligations 
under the Agreement and, if the breach is capable of 
remedy, fails to remedy such breach within: 
13.1.1 72 hours of written request if the Client 
breaches Clause 3.2; and 
13.1.2 30 days of written request for any other 
breach. 
13.2 Either party may terminate the Agreement 
immediately and without notice if: 
13.2.1 the other enters into a composition with its 
creditors; 
13.2.2 an order is made for the winding up of the 
other; 
13.2.3 an effective resolution is passed for the 
winding up of the other (other than for the purposes of 
amalgamation or reconstruction on terms approved by 
the first party, such approval not to be unreasonably 
withheld); or 
13.2.4 the other has a receiver, manager, 
administrative receiver or administrator appointed in 
respect of it. 
13.3 In addition to the above, if the Client 
materially breaches the Agreement, X may 
immediately suspend the Services in whole or in part 
without penalty until the breach is remedied. 
13.4 X may cancel a Service in whole or in part by 
written notice if the provision of all or part of that 
Service: 
13.4.1 depends on an agreement between any 
member of the X Group and a Third Party, and that 
agreement is modified or terminated for any reason or 
breached by the Third Party and as a result X is unable 

to continue to provide all or part of that Service upon 
reasonably acceptable terms; or 
13.4.2 becomes illegal or contrary to any rule, 
regulation, guideline or request of any exchange or 
regulatory authority. 
13.5 X may, on 6 months’ written notice, cease 
providing a Service if X withdraws it from a country 
where any Authorised Location is situated. 
13.6 If Clauses 9.7, 13.4 or 13.5 apply, the Client 
will be entitled to a refund of the part of the Service 
Fees paid in advance for the cancelled part of the 
Service. 
13.7 If the Client: 
13.7.1 cancels any Service other than when permitted 
by the Agreement; or 
13.7.2 is in breach of any payment obligation under 
the Agreement and as a consequence X terminates the 
Agreement, 
X will be entitled to recover from the Client, as 
liquidated damages, 75% of the Service Fees which 
would have been payable until the date the relevant 
Service may be cancelled under Clause 2.2.  X and the 
Client agree that this constitutes a realistic pre-estimate 
of X’s loss and is not intended to be a penalty.  
13.8 Termination of the Agreement will not affect 
either party’s accrued rights and obligations. The 
following will continue to apply after termination: 
13.8.1 the Client’s obligation to pay all outstanding 
Charges accrued up to the date of termination; 
13.8.2 all disclaimers, indemnities and restrictions 
relating to the Services;  
13.8.3 X’s right to use Contributed Data under 
Clause 4.5; 
13.8.4 X’s right of access to any Authorised Location 
under Clause 16.8 to confirm deletion of any Software 
and Information; and 
13.8.5 the confidentiality undertaking in Clause 14. 
14 Confidentiality 
14.1 Each party agrees: 
14.1.1 to hold the Confidential Information in 
confidence and, not without the Disclosing Party’s 
prior written consent, to disclose any part of it to any 
person other than those directly concerned with the 
parties’ dealings with each other and whose knowledge 
of such Confidential Information is essential for such 
dealings.  The Receiving Party will ensure that those 
persons comply with the obligations imposed on the 
Receiving Party under this Clause 14.  The Receiving 
Party shall be liable for such person’s default; 
14.1.2 not, without the Disclosing Party’s prior 
written consent, to use the Confidential Information for 
any purpose other than for its dealings with the 
Disclosing Party; 
14.1.3 to delete the Confidential Information from 
any device and/or return it to the Disclosing Party upon 
demand and termination of the Agreement, except for 
one copy of such Confidential Information as is 
required to be retained by law, regulation, professional 
standards or reasonable business practice the Receiving 
Party; and 

ACC's 2005 ANNUAL MEETING USING COMPLIANCE FOR A COMPETITIVE ADVANTAGE

This material is protected by copyright. Copyright © 2005 various authors and the Association of Corporate Counsel (ACC). 40



JM/Masterdocs/ X Services Agmt final   

14.1.4 to use reasonable endeavours to provide the 
Disclosing Party with prompt notice if the Receiving 
Party becomes legally compelled to disclose any of the 
Confidential Information, so that the Disclosing Party 
may seek a protective order or other appropriate 
remedy.  If such order or remedy is not available in 
time, the obligation of confidentiality shall be waived 
to the extent necessary to comply with the law.   
14.2 The obligation of confidentiality will not 
apply to information which: 
14.2.1 is, at the time of disclosure, or subsequently 
through no act or omission of the Receiving Party 
becomes, generally available to the public; 
14.2.2 becomes rightfully known to the Receiving 
Party through a third party with no obligation of 
confidentiality; 
14.2.3 the Receiving Party is able to prove was 
lawfully in the possession of the Receiving Party prior 
to such disclosure; or 
14.2.4 is independently developed by the Receiving 
Party. 
14.3 This undertaking will be binding for as long 
as the Confidential Information retains commercial 
value. 
 14.4 No public announcement, press release, 
communication or circular (other than to the extent 
required by law or regulation) concerning the 
Agreement will be made or sent by either party without 
the prior written consent of the other. 
15 Entire Agreement 
15.1 The Agreement contains the parties’ entire 
understanding regarding the Services and supersedes 
all proposals and other representations, statements, 
negotiations and undertakings in each case, verbal or 
written, relating to the Services. [*delete as applicable: 
It applies to any Services already supplied by X to the 
Client.] 
15.2 In entering into the Agreement, the Client has 
not relied on, and shall have no remedy in respect of, 
any statement, warranty or representation  (except in 
the case of fraud) made by X other than those set out in 
the Agreement. 
15.3 The Agreement may only be varied by a 
written amendment signed by X and the Client. 
16 General 
16.1 Any notices under the Agreement shall be 
given in writing and sent by registered mail, courier, 
fax or email or delivered in person to the addresses/ 
numbers set out in the Order Form or to such other 
address or number as may be designated by a party by 

giving notice written notice to the other party in 
accordance with this Clause 16.1. 
16.2 Each party will only send notices relating to 
breach or termination by registered mail, courier or fax 
or delivered in person. 
16.3 Notices will be deemed to be received 3 
business days after being sent or on proof of delivery if 
earlier.  
16.4 Neither party may assign any of its rights or 
obligations under the Agreement or any part of it 
without the prior written consent of the other party 
(such consent not to be unreasonably withheld or 
delayed). However, the Client agrees that X may assign 
any of its rights or obligations to another member of 
the X Group without consent. 
16.5 The Client agrees that X may sub-contract the 
performance of any of its obligations under the 
Agreement. X will remain responsible for performance 
of the Agreement by its sub-contractors and nominees.  
16.6 If any part of the Agreement that is not 
fundamental is found to be illegal or unenforceable, 
this will not affect the validity and enforceability of the 
remainder of the Agreement. 
16.7 If either party delays or fails to exercise any 
right or remedy under the Agreement, that party will 
not have waived that right or remedy.  
16.8  X, Third Parties and their respective agents 
shall have the right, during normal business hours, to 
audit the Client to verify the Client’s compliance with 
the Agreement provided X gives 5 business days’ 
advance notice of its intention to audit. The Client will 
pay the costs of such audit if it reveals that the Client 
has not been in compliance with the Agreement.  Client 
will, if requested, certify to X that it is in compliance 
with the Agreement. During verification, X and its 
agents will comply with the Client’s reasonable 
requirements relating to security and confidentiality. 
16.9 The Client agrees that members of the X 
Group have the right under the Contracts (Rights of 
Third Parties) Act 1999 (the Act) to enforce and/ or 
rely on the terms of the Agreement.  The Act will not 
affect any right or remedy available to any member of 
the X Group apart from that Act.  Notwithstanding the 
foregoing provisions of this Clause, the Agreement 
may be terminated or varied in accordance with its 
terms without the consent of any other member of the 
X Group.  
16.10 The Agreement is governed by English law.  
Both parties submit to the non-exclusive jurisdiction of 
the English courts. 

Minimum  
and Royalty 13.1 In consideration of the grant of the rights hereunder to Y, Y 

agrees to pay Z the Guaranteed Minimum Royalty of forty 
million dollars (USD 40 million), divided into a first tranche 
of twenty million dollars (USD 20 million) (the “First 
Tranche”) and a second tranche which shall be equal to 
USD 40 million less the total compensation received by Z 
by 30 June 2009 (the “Shortfall”).  

  The instalments payable to Z in respect of the Guaranteed 
Minimum Royalty are as follows:

Installment Date Guaranteed Z 
Installment 

(USD) 

Cumulative Installment 
Amount  

(USD) 

30 June 2005 6 million 6 million 

20 June 2006 2 million 8 million 

20 June 2007 4 million 12 million 

20 June 2008 4 million 16 million 

20 June 2009 4 million 20 million 

20 June 2009  30% of the Shortfall  

20 June 2010 10% of the Shortfall  

20 June 2011 20 % of the Shortfall  

20 June 2012 20 % of the Shortfall  

20 June 2013 20% of the Shortfall 40 million 
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If, by any of the Instalment Dates outlined above, the total 
compensation received by Z hereunder falls short of the 
Guaranteed Z Instalment indicated in the chart above, Y 
shall, within thirty days from the date of receipt of an 
invoice from Z, make up the difference by way of a cash 
payment to Z.  In determining Z’s total compensation 
hereunder for purposes of this Clause 13.1, (i) Clauses 12 
and 8.5 shall be disregarded and (ii) all Z Revenue shall be 
included, regardless of whether Z has withdrawn all or a 
portion of the Z Revenue from the Designated Account.   

 Z and Y agree that the following payments shall be 
deposited into the Designated Account, and, in its capacity 
as Licensing Representative, Y shall use best efforts to 
ensure that all relevant parties submit such payments (as 
applicable) into the Designated Account in accordance with 
the relevant agreement. 

Royalties on the  
Sale of Licensed  
Products by Y 13.1.1  12% of Net Sales derived from the sale or 

distribution of Licensed Products by Y or Y Product 
Licensees, provided however, that with respect to 
the (i) sale of Licensed Products in Japan and (ii) the 
sale and/or licensing of goods or services relating to 
publishing (as identified in Appendix App002), Y 
(or the relevant Y Product Licensee) shall deposit 
12% of Net Sales or 6% of Net Retail Sales, 
whichever is less, into the Designated Account.  

Royalties on the Sale of 
Store Products by Y 13.1.2 4% of Net Sales derived from the sale or distribution 

of Store Products which are not food and beverage 
items or services by Y or Y Product Licensees to 
Store Operators. 

1.5% of Net Sales derived from the sale or 
distribution of Store Products (if any) which are 
food and beverage items or services by Y or Y 
Product Licensees to Store Operators. 

Direct-to-Retail  13.1.3 In the event that Y acts both as a Z Product 
Licensee and Store Operator with respect to the sale 
of Products, Y shall pay the same royalties as in 
Clauses 13.1.1 and 13.1.2 on the fair market value of 
the Products. 

Royalty Adjustment 13.1.4 The Parties agree and acknowledge that the royalties 
payable pursuant to Clauses 13.1.1 and 13.1.2 have 
been agreed upon based upon industry standards 
prevailing as of the Effective Date.  Commencing on 
1 January 2007 and thereafter annually in January 
of each year during the Term or Additional Term, 
the Parties shall meet and discuss the standard 
royalty rates then prevailing as evidenced by 
Grimes & Battersby’s textbook entitled “Licensing 
Royalty Rates” (the “Textbook”), or, if the 
Textbook is no longer current or available, such 
other comparable textbook (“Alternative 
Textbook”) or published independent survey (the 
“Survey”) as the Parties may agree upon in good 
faith.  If the Textbook, Alternate Textbook or 
Survey reveals that the standard royalty rates have 
declined from those prevailing at the Effective Date 
(the “Decline”), the Parties agree to reduce the 
relevant royalties payable by Y (but not by Y 
Product Licensees or Z Product Licensees) pursuant 
to Clauses 13.1.1 and 13.1.2 by the same percentage 
point(s) as the Decline (the "Adjustment"). In the 
event that the standard royalty rates as set forth in 
either the Textbook, Alternate Textbook or Survey 
are published as a range (e.g., ten (10) percent – 
twelve (12) percent), the royalties payable by Y 
pursuant to Clauses 13.1.1 and 13.1.2 shall be 
reduced to the average of the numbers in the range, 
provided however, that that in determining the 
standard royalty rates in Japan or in connection 
with Store Products, the royalty rates in the 
Textbook, Alternative Textbook or Survey shall be 
the average of the numbers in the range divided by 
two (2).  

 In the event that the Parties fail to reach agreement 
on the selection of an Alternative Textbook or 
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Survey or in the event that the Parties disagree in 
the interpretation of the Textbook or the Alternative 
Textbook or the Survey or in the computation of the 
Decline or an Adjustment, the Parties’ difference(s) 
shall be submitted to arbitration pursuant to Clause 
30.15.  Any arbitration award (and judgment upon 
such award) shall be limited to the specific issues in 
dispute in this Clause 13.1.4 and shall not alter or 
affect any other term or condition of this 
Agreement.  

Royalties on Give Away Products 
Distributed by Y 13.1.5 The royalties referred to in Clauses 13.1.1 and 

13.1.2 do not apply to reasonable numbers of 
Products (i) sold or (ii) distributed on a “no-charge” 
basis for promotional, marketing or advertising 
purposes by Y or Y Product Licensees.   

Retail Sales Commission 
on Stores Operated by Y 13.1.6 In addition, where Y operates Stores itself or 

sublicenses the right to operate Stores to Y Store 
Licensees, Y undertakes to deposit (and to ensure 
that Y Store Licensees deposit) into the Designated 
Account a Retail Sales Commission, as follows: 

1st year of operation of 
each Store: 

$0.00 

2nd – 5th  year of operation of 
each Store: 

2.0% of Net Retail Sales on all 
non-food and beverage products / 

Services sold at the Store 

1.0% of Net Retail Sales on all 
food and beverage products /  

Services sold at the Store 

6th – 12th year of operation of 
each Store: 

2.5% of Net Retail Sales on all 
non-food and beverage products / 

Services sold at the Store 

1.0% of Net Retail Sales on all 
food and beverage products / 

Services sold at the Store 

 Where Stores are operated by Z Store Licensees, Z Stores 
Licensees shall be required to deposit into the Designated 
Account a Retail Sales Commission based upon the same 
principles, save that the precise percentages of Net Retail 
Sales payable are to be determined in the applicable Official 
Store Agreement. 

Net Royalties 13.1.7 All Net Royalties payable by Z Product Licensees 
pursuant to the terms of each individual Product 
Licence Agreement. 

 13.1.8 For the avoidance of doubt, Y has no obligation to 
make payment to Z in respect of its capacity as 
Licensing Representative. 

13.2 Funds standing to the credit of the Designated Account 
shall be distributed as follows: 

13.2.1 first, to reimburse the appropriate party for, or to 
pay, the expenses incurred hereunder which are 
deductible in calculating the sums payable to Z by 
Y, Y Licensees or Z Licensees  (including any costs 
for audits not borne by the Z Product Licensees, Y 
Licensees and Z Licensees pursuant to Clause 14.7); 

13.2.2 second, to Y to reimburse it for the payment of any 
portion of the Guaranteed Minimum Royalty (to 
the extent such payment has been received by Z).  
Such reimbursement shall be made out of the Z 
Revenue to which Z would, but for the Guaranteed 
Minimum Royalty payments paid to Z pursuant to 
Clause 13.1, be entitled under this Clause 13. 

13.2.3 third, for distribution as the Z Revenue (or the 
balance thereof after recoupment under 13.2.2 
above) and the Y Fee, such sums, subject to Clause 
14, from the Designated Account on a regular basis 
to be agreed upon between the Parties, but at least 
quarterly. 

14  DESIGNATED ACCOUNT 

Designated Account  14.1 Y shall use best efforts to ensure that all Y Licensees, Z 
Store Licensees and Z Product Licensees remit all 
applicable payments to the Designated Account. 

14.2 The terms and conditions of the Designated Account will be 
subject to Z’s prior written approval but will include the 
following: 
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14.2.1 The Designated Account will be clearly identified as 
“Z/Global Brands Joint Account.” 

14.2.2 The Designated Account will be a United States 
Dollar account. 

14.2.3 Y and Z will have sole control over the Designated 
Account, save that the terms governing the 
Designated Account will provide that one signatory 
from each of Y and Z must authorise any 
withdrawal or other transfer of funds from the 
Designated Account.  For this purpose, Y and Z 
will each nominate no less than three authorised 
signatories for the Designated Account and any 
necessary signatures or approvals for such 
withdrawal of funds shall, if acceptable to the 
relevant bank, be able to be provided by fax. 

14.2.4 Y and Z hereby agree that the Designated Account 
will be used solely for the purposes of carrying out 
their obligations pursuant to this Agreement. 

14.2.5 The cost of establishing and maintaining the 
Designated Account shall be deducted by the bank 
directly from the funds deposited therein. 

14.2.6 All statements regarding the activity of the 
Designated Account shall be sent to Y and Z, 
including: (i) statements on individual transactions; 
and (ii) the monthly summary statements.  All 
account statements shall be sent to Z and to Y by 
fax with the original copy sent promptly thereafter 
by courier mail. 

14.3 Any interest paid on amounts deposited into the 
Designated Account shall be used to meet the operating 
costs of the Designated Account with any surplus (if any) 
to be allocated to the Parties in accordance with Clause 3.  
For the avoidance of doubt, such interest shall not be 
recoupable against the Guaranteed Minimum Royalty. 

Bank  
Guarantee 14.4 Y shall obtain and present to Z by 7 July 2005, the First 

Tranche Bank Guarantee, and, by 30 May 2010, the Second 

Tranche Bank Guarantee, each of which shall be irrevocable 
bank guarantees securing the Guaranteed Minimum Royalty 
in a form and with a bank acceptable to Z.  Z shall not 
unreasonably withhold its approval of the bank proposed 
by Y.  For the avoidance of doubt, all costs, fees and/or 
expenses arising in connection with the First Tranche Bank 
Guarantee and the Second Tranche Bank Guarantee or any 
alterations thereof shall be entirely borne by Y. Y shall be 
entitled to replace in whole or in part the First Tranche 
Bank Guarantee and/or the Second Tranche Bank Guarantee 
with new bank guarantees of equivalent value and provided 
by banks reasonably approved by Z and of equivalent 
stature to the bank(s) providing the First Tranche Bank 
Guarantee and the Second Tranche Bank Guarantee. Any 
such replacement bank guarantee or other equivalent 
security (the “Security”) provided by any Y Licensee, Z 
Product Licensee or Z Store Licensee shall be deemed to 
offset and replace the First Tranche Bank Guarantee and/or 
the Second Tranche Bank Guarantee, as applicable, in 
whole or in part to the extent of the Security.  

First Tranche Bank Guarantee 

The payment of the First Tranche (as described in Clause 
14.4) shall be secured by a bank guarantee for an amount of 
USD 14 million, which Y undertakes to provide to Z no 
later than 7 July 2005 (the “First Tranche Bank 
Guarantee”). The payment of the Second Tranche shall be 
secured by a bank guarantee for an amount of seventy per 
cent (70%) of the Shortfall, which Y undertakes to provide 
to Z no later than 30 May 2010 (the “Second Tranche 
Bank Guarantee”). 
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In the event that Y fails to pay any of the Guaranteed Z 
Installment amounts in accordance with Clause 13, Z shall 
be entitled to draw down on the Bank Guarantee an amount 
equal to any sum payable by Y under Clause 13, which Y 
failed to pay in accordance with the payment schedule and 
terms in Clause 13. For the avoidance of doubt, if Y pays a 
portion but not all of a Guaranteed Z Installment, Z shall 
only be entitled to draw down on the Bank Guarantee a 
sum equal to the unpaid portion of the Guaranteed Z 
Installment. 

Adjustment of Bank Guarantees 

Notwithstanding any payment obligations under Clause 
13.1, the First Tranche Bank Guarantee (original guarantee 
amount: USD 14 million) shall be reduced and revoked to 
the extent that Z has received the amounts secured (and Y 
shall be entitled to enter into corresponding arrangements 
with the bank concerned) as follows: 

a) No earlier than 30 August 2006, the guarantee amount 
shall be reduced to USD 12 million. 

b) No earlier than 30 August 2007, the guarantee amount 
shall be reduced to USD 8 million. 

c) No earlier than 30 August 2008, the guarantee amount 
shall be reduced to USD 4 million. 

d) No earlier than 30 August 2009, the First Tranche 
Bank Guarantee shall be revoked. 

Notwithstanding any payment obligations under Clause 
13.1, the Second Tranche Bank Guarantee (original 
guarantee amount: seventy percent (70 %) of the Shortfall) 
shall be reduced and revoked to the extent that Z has 
received the amounts secured (and Y shall be entitled to 
enter into corresponding arrangements with the bank 
concerned) as follows: 

a) No earlier than 30 August 2010, the guarantee amount 
shall be reduced to 60 % of the Shortfall. 

b) No earlier than 30 August 2011, the guarantee amount 
shall be reduced to 40 % of the Shortfall. 

c) No earlier than 30 August 2012, the guarantee amount 
shall be reduced to 20 % of the Shortfall. 

d) No earlier that 30 August 2013, the Second Tranche 
Bank Guarantee shall be revoked. 

Reporting and 
Payment 14.5 Within 45 days of the end of each calendar 

quarter (or part thereof), Y will submit the Royalty 
Statement to Z, with a copy to Z M&TV, in electronic 
form (to licensing.report@Z.org and to Z Marketing & TV 
AG at the address indicated in Clause 17.7  and paper form 
by first class mail to the address set forth in Clause 30.12. 
The Royalty Statement will be submitted in the local 
currency of Y's sales activities and shall include the amount 
of the actual payment for each calendar quarter, if 
applicable, in the local currency and USD, whereas the 
conversion hereof is to be calculated according to Clause 
14.9. 

 The Royalty Statement shall separately show the sales or 
distributions for  

a) Y’s sales or distributions of Products in its capacity as 
a Z Product Licensee  

b) any sales or distributions of Products effected through 
Y Product Licensees; 

c) Y’s sales as a Store Operator; 

d) Sales at Stores by Y Store Licensees; 

e) The Z Product Licensees’ sales or distributions under 
Product License Agreements; 

f) The Z Store Licensees’ sales or distributions under 
Official Store Agreements; and 

g) Premiums  

 The Royalty Statement shall separately show the sales or 
distributions for all key markets set forth in Clause 10.4 
above. 
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 With regard to Y’s sales or distributions of Products and 
Y’s operation of Stores and any sales or distributions 
effected through Y Product Licensees or Y Store Licensees 
pursuant to this Clause 14.5, Z will issue an invoice to Y 
(on behalf of Z) for the amount payable in USD in respect 
of each calendar quarter, if applicable, according to the 
corresponding Royalty Statement submitted by Y. Such 
amount shall be paid within 45 days of the end of each 
calendar quarter into the Designated Account.  

Record Keeping 14.6 Y will keep separate and detailed books of account and 
records of all sales, billings, orders and payments in respect 
of Products sold or otherwise distributed (differentiating 
between sales/distributions to Premium Users and other 
sales/distributions and, if applicable, for each currency 
used) and (ii) sales made at the Stores so as to enable Z 
and/or Z M&TV to verify the accuracy of the information 
contained in the statements the subject of Clause 14.5.   

 14.7 Subject to the confidentiality provisions of Clause 30.9 Z 
and/or Z M&TV are entitled no more than once per annum 
during regular business hours and on fourteen (14) days 
prior written notice to Y to inspect, audit and copy such 
books and records on reasonable notice. Z shall not be 
entitled to conduct more than one audit of any one 
accounting period.  Any such audits shall be at Z’s expense, 
except that if an audit establishes a deficiency of more than 
3% between the amount found to be due to Z and the 
amount actually paid and reported, the cost of the audit 
shall be paid by Y together with the amount of the 
deficiency plus interest in accordance with Clause 14.10.  
Such books and records will be kept for a minimum of two 
years following the expiration or earlier termination of this 
Agreement, during which period Z shall be entitled to the 
audits described in Clauses 14.6 and 14.7. 

  Z and Y agree that, with regard to Product License 
Agreements and Official Store Agreements where Y acts as 
Licensing Representative, Z and Y shall have the right to 
inspect the books of any Z Product Licensee and Z Store 
Licensee, subject to mutual agreement in any individual 
case. Y shall use reasonable efforts in its negotiations with 
such Z Product Licensees and Z Store Licensees to impose 

similar obligations upon such entities as Y’s obligations in 
the first paragraph of Clause 14.7. Should the cost for such 
audit not be borne by the Z Licensee, such cost shall be 
paid from the funds in the Designated Account in 
accordance with Clause 13.2.1.  For the avoidance of doubt, 
any shortfalls payable by any Z Licensee due to such audit 
shall be paid into the Designated Account and shall be 
withdrawn by the Parties in accordance with Clause 13.2.  

14.8 With regard to Z Product Licensees’ and Z Store Licensees’ 
sales or distributions under Product License Agreements and 
Official Store Agreements, Y shall use reasonable efforts in 
its negotiations with such Z Licensees to impose an 
obligation on the Z Licensees to (i) report their sales and 
distributions and (ii) make all payments within 15 days 
after the end of each calendar quarter. 

  Z will notify Y within 10 days after submission of each 
Royalty Statement of Z’s approval of the Royalty 
Statement.  The Royalty Statements shall be deemed 
approved unless within the 10-day period, Z notifies Y in 
writing of Z’s notice of disapproval (the “Notice of 
Disapproval”).  Z’s Notice of Disapproval shall provide 
reasoning for Z’s failure to approve the Royalty Statements 
in sufficient detail to allow Y to ascertain Z’s reasons and 
shall identify each item on the Royalty Statement to which 
Z objects.  Y shall have 10 days to respond to the Notice of 
Disapproval (“Y’s Response”).  Z shall have 10 days from 
the date of submission of Y’s Response to approve or 
disprove the Royalty Statement.  The Royalty Statement 
shall be deemed approved unless within 10 days from the 
date of submission of Y’s Response, Z notifies Y it does 
not approve of the Royalty Statements.  The process shall 
continue until the Royalty Statements are approved. 

All payments to be made by Y under this Agreement are to 
be made free and clear of, and without deduction or 
withholding for, any taxes, currency control restrictions, 
import duties or other withholdings and Y will be solely 
responsible for any such taxes, currency control 
restrictions, import duties or other withholdings.  To the 
extent that Y is required by law to make such deductions or 
withholdings, Y will gross up the relevant amounts so as to 
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ensure that Z receives the amount to which it is entitled 
hereunder but for such deduction or withholding (the "Net 
Amount").  Z agrees to co-operate with Y, at Y's expense, 
in any valid tax exemption or reimbursement procedure 
permitted by any applicable double taxation treaty between 
Switzerland and any source country of payment and to co-
operate, to the extent reasonably required, in complying 
with any procedural formalities (including the submission 
of applicable documentation notified by Y to Z) necessary, 
as applicable, to (i) enable Y to either make payments owed 
hereunder without a tax withholding or with any reduced 
tax withholding which applies under the terms of the 
applicable double taxation treaty, or (ii) enable Z and/or Y 
to obtain a refund of any taxes withheld.  If Y is required to 
pay a Net Amount, and Z obtains a refund of any tax 
withheld in respect of the payment of such Net Amount to 
Z, Z shall reimburse Y directly for the refund, together with 
any interest paid by the relevant governmental authority or 
accruing on the refunded amount between the date of the 
receipt by Z of the refund and the date of the payment of 
such refund by Z to Y.  At the time of entering into this 
agreement Z warrants that it is a resident of Switzerland 
and the beneficial owner of the payments to be made to it 
under this Agreement.  If Y is required to gross up 
any payment made under this Agreement, the 
amount required to gross up such payment will 
be limited to the amount which would be 
required to effect such a gross-up under the 
applicable withholding tax rate in accordance 
with any double tax treaty between Switzerland 
and the source country.

Currency and 
Interest 14.9 All amounts payable to Z under this Agreement are to be 

paid in US dollars.

The Parties agree that, for the purpose of the payments to 
Z hereunder, the exchange rate shall be the average foreign 
currency/USD rate of the quarter, calculated on the basis of 
the foreign currency/USD rate of the last working day of 
each month within the respective calendar quarter, as 
published by the website: www.oanda.com and shall consist 
of a 2 decimal digit, to be announced by Z or Y. 

14.10 Any amount payable by Y under this Agreement but not 
paid on the due date will bear interest from the due date 
until paid in full at the rate of 1% above the 3-month 
“LIBOR” rate applicable on the due date for the relevant 
payment as published by the British Bankers’ Association 
(www.bba.org.uk).  The payment of such interest will be in 
addition to and not in substitution for any and all other 
remedies available to Z in respect of such non-payment. 

Assignment, etc. 30.8 Y may not assign, sublicense or otherwise transfer any of 
its rights without Z’s prior approval, which approval shall 
not be unreasonably withheld. Notwithstanding the 
foregoing, Y shall be entitled (i) to delegate its obligations 
and/or assign any of the rights under this Agreement to an 
Affiliate and (ii) to assign the Agreement to an Affiliate, 
unless the assignment of the Agreement in Z’s reasonable 
discretion materially prejudices Z’s rights hereunder. Upon 
Y’s request, Z shall execute a short-form agreement (with Y 
and/or the respective Affiliate) or other documentation 
required by any tax authority to confirm the assignment 
and/or delegation of the rights pursuant to subclause (i) 
above. 

Z may assign or otherwise transfer any of its rights under 
this Agreement.  Z may assign or otherwise transfer this 
Agreement, or any of its obligations under this Agreement, 
to an Affiliate or appoint an Affiliate as its agent to assist 
in the performance of any such obligations.  
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MASTER SERVICES AGREEMENT
INITIAL ORDER FORM

Name of Legal Entity Subscribing to Services* ("Subscriber") State/ Country of Incorporation 

Name & Address of Additional Subscriber Entities Licensed Under Agreement 
to Use Services* ("Additional Subscribers")  if applicable 

State of Incorporation 

Subscriber’s Principal Street Address City State/ Country Postal/ Zip Code 

Subscriber’s Principal Business 
        Fund Company 
        Broker/Dealer 
        Media 
(Describe_________________) 
        Investment Advisory Service 
        Bank 
        Consultant 
(Describe______________) 
        Other 
(Describe__________________) 

Subscriber and Additional 
Subscriber ‘s Internet Site(s), 
include all URL’s 

List All Addendum 
Executed With Initial Order 
Form 

Payment Type: 

        Wire 
        Credit 
Card 
        Check 
        Other 

Subscriber's Contact Person for Notices Address Phone:    -   -

Fax:    -   -

E-mail 

X Contact Person for Notices 
[Insert name of saleperson] 

With a copy to:  

Address Phone:    -   -

Fax:    -   -

Phone:      
Fax:          

E-mail 

Subscriber's Billing Contact Name & Address 

Premises  

Subscriber subscribes to the following services (each a “Service”):

Service (Description) Quantity No. of 
Accesses  

Fees (per annum)

   

 Additional Fees
(As defined in the Agreement and as applicable): 

  Distribution (applicable only to Z Service: $3,000.00) 

  Early termination Option after the Initial Term  ($5,000.00 per service) 

  Option to retain all Historical Data upon termination or expiration of this Agreement.  ($10,000.00 per service) 

Description of Other Additional Fees Fee 

TOTAL FEES: 

Service Level Guidelines Attached:  Yes          No                    Softdollar Addendum Attached:   Yes            No   
      
*NOTE:. Only parties listed as Subscriber or Additional Subscribers shall be covered to utilize the Services set forth in the Agreement.  
Subscriber acknowledges and agrees that in the event it wishes a subsidiary or affiliated company (at least 50% owned by Subscriber) 
to obtain use of the Services, it must execute a Supplemental Order Form and any other Addendum required by X before such 
subsidiary or affiliated company can be considered an Additional Subscriber.  Fees set out on this Order Form are exclusive of taxes. 

          
If this box is checked, the parties acknowledge and agree that Subscriber and/or any Additional Subscriber may enter into 
Supplemental Order Form(s) and Addend(um)(a) on its own behalf and in its own right.  In the event that an Additional Subscriber 
wishes to obtain Services hereunder, such Additional Subscriber shall be permitted to sign any required Supplemental Order Form(s), 
Addend(um)(a) or other document(s) without any requirement that the Subscriber also sign, and that Additional Subscriber shall be (a) 
bound by the terms of the Agreement; and (b) considered as “Subscriber” for the purposes of those Services only.  In such event,
Subscriber shall remain jointly and severally liable for any Additional Subscriber Services ordered pursuant to any relevant 
Supplemental Order Form(s), Addend(um)(a) or other document(s). 

By signing below, Subscriber agrees to subscribe to the Services subject to all of the terms and conditions set forth on this Master 
Services Agreement initial order form, the Master Services Agreement Terms and Conditions ("Terms and Conditions"), and all 
addenda, and supplemental order forms (the initial order form and any supplemental order form being known as the "Order Form") and 
schedules thereto which are hereby incorporated by reference herein (collectively, the "Agreement").  Any order forms or addenda 
executed by both parties subsequent to the Effective Date of this Agreement shall also be incorporated by reference in this Agreement.  
The Agreement shall form the entire agreement between the parties regarding the Services, and supercedes all prior agreements, 
proposals or other communications between the parties, oral or in writing, regarding the Services. 

SUBSCRIBER X        
   

Signed:  Signed:  
    
Print  
Name: 

      Print 
Name: 

              
Title:  Title:  
              
Date:  Date:  
  ("Effective Date") 
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CONFIDENTIAL 

SUMMARY OF COMMERCIAL TERMS

Licensor: Insert full name (Include corp designation) 

Licensee: Insert name of X entity receiving licence 

Licensed 
Marks/Properties: 

List all trademarks (i.e. names, designs, logos) being licensed to X 

Designations: List all designations that X is entitled to use (e.g. “Official Licensee”) 

Exclusivity: State whether the licence is exclusive or non-exclusive (please be 
specific) 

Licensing 
Representation: 

State whether X is entitled to act as a Licensing Representative 

Products: Identify the products that fall within the scope of the license (if some are 
non-exclusive please identify) 

Stores: Identify the type of store, if any, written the scope of the license (e.g. 
flagship store, airport store, etc.) (Include virtual store if applicable) 

CONFIDENTIAL 

Territory: Identify the geographical scope of the license 

Contract Term:  State the duration of the license agreement 

Renewal: State whether the agreement is automatically renewable by X (if so state 
the duration of the renewal term) 

Non-traditional 
retail rights: 

Identify e-commerce, m-commerce, or any non-traditional retail rights 
being licensed 

Sublicense: State whether X is entitled to sublicense the rights 

Ancillary Rights 
e.g.(music, photos, 
film): (State 
exclusive, un-
exclusive) 

Identify licensor’s ancillary rights, and state if any of these rights are 
being licensed 

On Site Sales: State whether the license covers concession sales at events (Identify the 
events and state exclusive or not) 

Guaranteed  
Payments: 

State whether there is a minimum payment, and if so identify date(s) 

Bank Guarantee: State whether minimum payments are to be secured by a bank 
guarantee/letter of credit 
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CONFIDENTIAL 

Royalties: Identify the royalties payable to the licensor (if joint venture identify 
revenue share) 

Retail Sales 
Commission: 

State whether retail sales commission is payable in addition to royalties 

Reporting: Identify payment terms and accounting obligation 

Termination: Identify any material grounds for termination  

X's Rights on 
Expiration 

Identify (i) sell off rights, (ii) tails of existing agreements and (iii) X’s 
post-termination rights concerning existing licenses and sublicenses 

Licensee’s Non-
Financial 
Obligations 
(Business Plan): 

Identify specifics of business plan, and specify marketing arrangements 

Tickets & 
Hospitality 
Packages: 

Provide specifics 

Approvals: State arrangement concerning licensor approvals 

ASSOCIATION OF CORPORATE COUNSEL 

INTERNATIONAL LICENSE AGREEMENTS 

MINIMIZING RISKS IN INTERNATIONAL TRADEMARK 
LICENSES 

Judith A. Powell, Esq. 
Partner 

Kilpatrick Stockton LLP 

ATLLIB01 2075999.1
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MINIMIZING RISKS IN INTERNATIONAL TRADEMARK 
LICENSES 

Introduction 

Even the most experienced trademark practicioner faces a host of unknowns in addressing an 
international license arrangement.  This paper is intended to highlight some of the key issues that 
arise specifically in the international context and to summarize certain provisions that will help 
minimize potential problems. 

General Considerations 

A few basic practice pointers for international transactions that would not typically be an issue 
for a domestic license are: 

 1. Local Counsel:  For a license of any significance, it is prudent to engage counsel 
in the country of residence of the other contracting party to vet the license agreement.  If the 
licensed territory extends to a number of countries, it may make sense also to engage counsel in 
key countries or key regions of the licensed territory.  Such counsel will be aware both of public 
policy that may well differ from the public policy of the United States and of nuances and recent 
changes in that country’s law that may have an impact on the license, even if the law of that 
country does not expressly apply under the terms of the contract. 

 2. Registration of Marks:  In civil code countries and other non-common law 
countries, including all of South America, most of Europe and the Far East, the trademark 
owner’s rights derive from registration.  If a mark is not registered, it is not protected and anyone 
may use it.  Therefore, before embarking on a licensing program, the trademark owner should 
make certain that it has registered the marks to be licensed in all countries of interest. 

 3. Choice of Language:  International contracts are often drafted in more than one 
language.  Even though a party believes the translation to be precise, it is good practice to 
provide, in the event of any discrepancy in meaning between the two languages, which language 
shall govern the parties’ rights and duties, i.e. which is the official language of the contract. 

 4. Registration of License:  Many countries require that a license be recorded as a 
prerequisite to enforcement action against the licensee or third parties.1  Whereas it is established 
law in the U.S. that a licensee’s use of a mark inures to the benefit of the licensor, recording may 
also be necessary in some countries in order for the owner of the mark to benefit from the 
licensee’s use.  Registration of the license may even be critical to maintaining the trademark 

1 Examples of countries that require registration are:  Mexico, IP Art. 136; China, Trademark Law Art. 40; and the 
Andean countries, including Peru, Ecuador, Bolivia, Venezuela, and Columbia, under the Andean Foreign 
Investment Code, Art. 18.  License of a Community trademark is binding on third parties without registration, so 
long as the third party acquired its rights after the date of the license with actual knowledge of the license.  E.U. 
Reg. No. 40/94, Art. 23.  Registration obviously avoids this proof problem. 
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owner’s rights.2  Whereas registration is merely ministerial in a number of countries, some 
authorities, notably many South American countries, reserve the right to evaluate the propriety of 
the terms of the license in some detail before allowing its registration.3

 5. Acknowledgement of Rights:  In the United States, it is standard for a licensor to 
require the licensee to acknowledge both that the licensor is the owner of the licensed marks and 
that the licensed marks are valid.  Likewise, an international license should provide that the 
licensee will not contest the ownership of the marks, and that provision will generally be 
enforced.  On the other hand, licensors should be aware that an acknowledgement of validity 
may not be enforceable in many countries.4

 6. Quality Control:  Most U.S. licenses contain a provision that give the licensor 
the ability to ensure proper quality control.  Failure to have such a provision in a U.S. license, 
however, is not a catastrophe, since U.S. courts will accept evidence of de facto quality control.  
This is not true in many other countries, however.  Failure to include a quality control provision 
may cause the trademark owner to lose its trademark registration and may even result in the 
licensee acquiring the licensor’s rights.5

 7. Third Party Infringers:  Many countries’ laws allow the licensee to take action 
against a third party infringer unless the license agreement provides otherwise.6  Therefore, the 
licensor who wishes to maintain control of the pursuit of such enforcement actions should 
include a prohibition against the licensee taking such actions. 

Financial Issues 

Critical to financial success under the license is a mechanism to assure that the licensee meets the 
agreed upon payment terms.  Assuming this structure is not prohibited under the law of the 
licensee’s country of operations, one of the best ways for a licensor to protect itself is to set up a 
schedule of minimum payments, provide that the contract is terminable if those payment 
requirements are not met, and in fact terminate the contract if the licensee fails to meet the 
schedule.  Failure of the licensee timely to meet those minimums is the earliest warning system 
that a licensor might have that the licensee is not capable of producing the goods, not marketing 
them adequately, or producing sub-standard products or products that consumers simply do not 
want in a given country. 

2 For example, in South Korea, use by a licensee prior to registration of the license, of a mark registered before the 
effective date of South Korea’s new Trademark Law, March 1, 1998, subjects the trademark registration to 
cancellation for unauthorized use.  This is not true for any mark registered or renewed after March 1, 1998. 
3 See, e.g., Andean Code Arts. 20, 25. 
4 For example, the E.U. Commission has determined that acknowledgement of validity may not be enforceable if it 
is deemed a barrier to trade. 
5 The purpose of these quality control requirements is, in part, to maintain trademark owner accountability.  
Different countries impose a variety of other requirements intended to ensure accountability, such as China’s 
requirement that the licensee’s name appear on trademarked goods.  China Trademark Law, Art. 40. 
6 Examples are:  United Kingdom, Trademarks Act § 30, Canada, Trademark Act § 50; and Mexico, IPL Art. 140.  
An exclusive licensee of a Community mark may take action against third parties if the trademark owner does not 
take action after having been given notice.  E.U. Reg. No. 40/94, Art. 22. 
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Because labor problems, political unrest, or a country’s economic conditions may negatively 
impact a licensee’s ability to meet these minimums, both parties may want to provide 
circumstances under which the minimum amounts or the schedule for payment or other terms of 
the contract (such as exclusivity) may be renegotiated. 

An alternative favored by some licensors is a requirement for a significant initial payment.  This, 
however, is disfavored in a number of countries, and may not, as a practical matter, be a term a 
licensee is willing to accept, or may be unenforceable. 

If enough is at stake, it may be possible to require the licensee to provide an international letter 
of credit to secure royalties to be paid.7  The licensor will want to require that the letter of credit 
be issued by an established banking institution, and the parties will need to agree upon the 
documentation and process necessary for the licensor to obtain payment under the letter of credit 
in the event of the licensee’s default.  If the licensee is an affiliate of a larger company, or one 
with a presence in the licensor’s country of residence, another method to ensure payment is to 
require the larger, more established, affiliated company to guarantee payment of royalties due 
under the contract. 

Termination 

One of the most important provisions of the license agreement is the provision setting forth the 
circumstances under which the agreement may be terminated.  Whereas in the United States, 
courts will generally enforce the terms upon which the parties themselves have agreed, this is not 
always true elsewhere if the contract is not carefully drafted to avoid problematic terms. 

In particular, a licensee may be considered an agent or distributor under the laws of a number of 
South American countries, and may only be terminated if the licensor meets the requirements for 
termination of such an agent or distributor.8  These requirements can be quite substantial.  For 
example, a number of countries require that if an agent or distributor is being terminated, he must 
be compensated for having expended time, money, and effort for having built the market for the 
product. 

For this reason, it is critical clearly to delineate the role of the licensee so as to minimize the 
possibility that he could be viewed as an agent or distributor.  It is also important to separate 
from the license agreement any supply or financing agreement, as supply or support would 
suggest a relationship greater than that of licensor and licensee. 

Moreover, the parties should set forth very precisely and comprehensively the terms under which 
one may terminate.9  Whereas the U.S. has a fairly uniform view of what would constitute a 

7 For an overview of international letters of credit, see ICC Uniform Customs and Practice for Documentary Credits. 
8 See, e.g., the Foreign Companies Agency Act of Costa Rica, which provides typical provisions for compensation 
upon termination.  If CAFTA is ratified, it may eventually alleviate some of these provisions in ratifying Central 
American countries. 
9 Common grounds for termination by the licensor would include:  failure to make payments, failure to make proper 
use of the mark, failure to maintain quality, failure to provide required reports, failure to meet quantity requirements, 
bankruptcy, insolvency or receivership, breach of territorial limitations, failure to allow access to records or 
manufacturing facilities, failure to obtain required approvals, change in ownership or control, departure of a key 
employee, and cessation of business. 
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“material” breach, the concept of materiality varies substantially around the world, and therefore 
a term allowing termination for a “material” breach may give rise to substantial debate. 

Finally, the laws of the licensee’s country of residence may require that certain procedures be 
followed for termination and may also provide that a contract may only be terminated for legally 
acceptable cause. 

Post-Termination Obligations

1. Existing Inventory:  The license should state whether the licensee will have a 
period to “run out” existing inventory, how long that period will be, and any restrictions on how 
the inventory may be sold.  An alternative that may result in fewer disputes and concerns over 
how the licensee disposes of inventory is to provide that the licensor has the option to buy a 
certain level of inventory at a certain price (either fixed or based on an agreed formula) and that 
if the licensor exercises that option the licensee shall have no period to run out the inventory. 

2. Handling of Means for Reproducing Marks:  If the licensor is to supply means 
for reproducing its trademarks, the contract should expressly state that ownership remains with 
the licensor and provide for the return of such materials upon termination.  The contract also 
should call for the destruction of any such items that are not to be returned. 

3. Prohibition Against Competition:  If the licensee terminates the license or the 
license expires after the full term of the agreement, it may be important to the licensor that the 
licensee not to be allowed immediately to switch the brand on its products to competitors of the 
licensor.10  This takes on greater significance when a unique product has been distinctly 
associated with a certain brand in a given country. 

Enforcement of License Provisions/Resolving Disputes 

U.S. licensors often prefer to provide for a U.S. court to have exclusive jurisdiction over any 
disputes between the parties, on the basis that they believe that such a provision will have an ad
terrorem effect and that a U.S. court presents the most economical and predictable forum for 
them.  This assumption may be correct with respect to obtaining a judgment.  However, since the 
U.S. is not currently a signatory to any Convention on enforcement of foreign judgments, this 
approach may lead to substantial problems and expense in enforcing any judgment so obtained.  
In an enforcement proceeding, foreign courts generally will not recognize a judgment obtained in 
a U.S. court until they determine whether the exercise of jurisdiction over their citizen was fair, 
whether the U.S. procedure comported with their requirements, and whether the judgment 
obtained is contrary to their country’s public policy. 

This problem on enforcement of U.S. judgments will change if the Hague Convention on 
Exclusive Choice of Court Agreements is ever finalized and ratified.11  Under this Convention, 
judgments obtained in courts that the parties to a contract agreed would have exclusive 

10 One must be cognizant however, of prohibitions against restrictions on licensees imposed by some countries.  See
e.g., Andean Code, Arts. 20, 25. 
11 See www.hcch.net, Working Document 110 E revised, April 2004. 
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jurisdiction will be fully enforceable in signatory countries.  For now, however, requiring 
arbitration in the event of dispute may, in reality, well be more economical and predictable. 

An arbitration clause should set forth:  a) the rules of arbitration to be employed, b) the locale 
where arbitration will be held, c) the language in which the arbitration shall be conducted, and 
d) the law to be applied (if that is not specified elsewhere in the contract). 

The chosen rules of arbitration may either be a) administrative, such as those of the International 
Chamber of Commerce12 or the London Court of International Arbitration, or b) ad hoc, such as 
the United Nations Commission on International Trade Law.13  Under any of these 
organizations’ rules, the parties who contract under their auspices commit to carry out any 
arbitral award without delay and are deemed to have waived their right to any form of recourse 
insofar as such waiver can validly be made.14

Ad hoc rules provide less structure and leave substantial discretion to the arbitral tribunal chosen 
by the parties, with UNCITRAL providing, with respect to procedure that:  a) “the arbitral 
tribunal may conduct the arbitration in such manner as it considers appropriate, provided that the 
parties are treated with equality and that at any state of the proceedings each party is given a full 
opportunity of presenting his case;”15 and b) the arbitral tribunal may extend time limits or 
require various documents as it deems appropriate.16

The ICC, in contrast, provides substantial specificity with respect to procedures and time periods 
and a greater level of structure, including setting forth a cost and arbitrators’ fee structure.17

Thus, as to selection of arbitrators, the ICC’s International Court of Arbitration makes final 
decisions as to appointment, challenge or replacement of an arbitrator,18 with the Rules setting 
forth precise default provisions of how, by whom, and from what ICC national committee 
arbitrators shall be chosen.19  As to both the substance to be addressed and the timetable for it, an 
ICC arbitral tribunal must establish within two months of receipt of the file from the ICC 
Secretariat “Terms of Reference,” which are not unlike a pretrial order in their effect and that set 
forth the issues to be decided and the procedural timetable and process to be followed.20  After 
completion of the Terms of Reference, no new claims can be made without permission of the 
arbitrators.21  If a party requests a hearing, the ICC Rules provide that the arbitral tribunal must 
hold one.22  The arbitrators determine whether one party is to pay the costs and fees of the 
arbitration or whether they are to be allocated.23

12 See www.iccwbo.org, ICC Rules of Arbitration. 
13 See www.uncitral.org. 
14 See, e.g., ICC Rules Art. 28 ¶ 6. 
15 UNCITRAL Arbitration Rules § III Art. 15 ¶ 1. 
16 See UNCITRAL Rules § III Art. 23. 
17 See ICC Rules App. III. 
18 See ICC Rules of Arbitration Art. VII ¶ 4. 
19 See generally ICC Rules Arts. 8, 9, 10. 
20 See ICC Rules Art. 18. 
21 See ICC Rules Art. 19.   
22 See ICC Rules Art. 20.   
23 See ICC Rules Art. 31.   
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The World Intellectual Property Organization (“WIPO”)24 has adopted rules quite similar to the 
ICC Rules, without, however the Terms of Reference structure.  WIPO also has rules for an 
abbreviated proceeding that may be very useful for smaller or less complex disputes.25

Conclusion 

Given constantly changing laws and the overlay of international treaties, there is no “one size fits 
all” or form contract that adequately addresses all international licensing situations.  However, 
awareness of the key issues, together with consultation with knowledgeable local counsel, will 
help avoid many of the more likely pitfalls. 

24 See www.wipo.org, WIPO Arbitration and Mediation Rules. 
25 See WIPO Expedited Arbitration Rules. 
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