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Vorsprung durch Technik: The Commission’s
Policy on Know-How Agreements*

TiM FRAZER

Introduction

Of the recent legislative developments in EEC competition law, the
publication of the block exemption for know-how agreements' provides
clear insights into the policy of the Commission on the place of technology
within competition policy, and the objectives of competition policy
generally. The Regulation appears to signify a triumph of technology over
the idea of an internal market,? defined in the Single European Act, as ‘an
area without internal frontiers in which the free movement of goods, services
and capital is ensured in accordance with the provisions of this [EEC]
Treaty’.?

The Commission justifies a block exemption for exclusive know-how
licences on the basis that such licences ‘encourage the transfer of technology
and thus generally contribute to improving the production of goods and to
promoting technical progress, by increasing the number of production
facilities and the quality of goods produced in the common market and
expanding the possibilities of further development of the licensed
technology’.* It is also claimed that consumers are allowed a fair share of the
resulting benefit and that the restrictions permitted by the block exemption
are not indispensable to improving the transfer of technology.

The long-standing policy of the European Court of Justice is that, by
applying a rule of reason analysis, exclusive licence agreements may be
regarded as not incompatible with Article 85(1) in certain circumstances.’
The Commission has extended the Community welcome to exclusive
licences for know-how by block exempting those that do fall within
Article 85(1). It is the theme of this paper that the terms of the block
exemption are over-inclusive; the Commission has allowed its desire to

* © Tim Frazer, 1989, Professor of law at the University of Newcastle-upon-Tyne. The author is
grateful to Dr Steve Anderman for his comments on this paper.

! Regulation 556/89, OJ 1989 L61/1, hereafter referred to as the ‘Know-How Licence Regulation’.

2 Anderman talks of ‘a new technology exception to the scope of Article 85(1—S. D. Anderman, ‘The
Conflict Between Intellectual Property Rights and EEC Competition Policy’, W. G. Hart Legal
Workshop, Institute of Advanced Legal Studies, London, 1989.

3 Art 13, Single European Act, adding Art 8A to the EEC Treaty, emphasis added.

4 Know-How Licence Regulation, Preamble (7). In the Regulation the term ‘licensed technology’
includes initial and subsequent know-how communicated to the licensee and any patents included in the
licence agreement: Art 1(7) 7.

5 See text at n 34 below.
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ensure a speedy dissemination of technology among EEC firms to prevail
over the ‘first fundamental objective’ of competition policy, which is to keep
the common market open and unified.®

The Know-How Licence Regulation in outline

The scheme of the Regulation is broadly similar to that of the Patent Licence
Regulation.” The Know-How Licence Regulation applies to pure know-
how agreements and to those mixed know-how and patent agreements
which are not exempted by the Patent Licence Regulation.® It also applies to
agreements which contain ancillary restrictions relating to trade marks and
other intellectual property rights.® In common with the Patent Licence
Regulation, the exemption applies not only to licences granted by the
proprietor of the licensed technology, but also to: licences granted by
authorized agents or licensees; assignments of technology where the assignor
retains risks relating to the innovation (such as accepting royalty payments
based on turnover, etc); and licences involving undertakings connected with
the parties.'®

The exemption from Article 85(1) applies to such agreements under which
licensees are granted ‘open’ exclusivity.!! Licensees may also agree not to
exploit the licensed technology in the licensor’s territories or in those of other
licensees.!? There are also provisions exempting restrictions of both active
and passive sales in the territories of other licensees.!® Finally, exemption is
granted to licensees’ obligations to market the licensed product under the
licensor’s trademark,'# and to limit production to quantities required in the
manufacture of the licensee’s own products.!> With the exception of the
obligation not to manufacture or use the licensed product or process in the
territory of another licensee, the exemption will apply only if the licensee
manufactures or proposes to manufacture the product itself or has it
manufactured by a connected undertaking or a subcontractor.'®

The application of the Know-How Regulation to the transfer of technology

The array of legislation on the transfer of technology under the EEC
competition regime results in a need for firms to distinguish the following
transactions in order to determine their exposure to Article 85:

6 EC Commission, Ninth Report on Competition Policy, 1980.

7 Regulation 2349/84, OJ 1984 1.219/15.

8 For a discussion of the nature of ‘mixed agreements’, see p. 3, below.
o Art 1(1).

10 Art 6.
L Art 1{1).

12 Art 1(1) 3 and 4.

13 Art 1(1) 5 and 6.

14 Art 1(1) 7.
15 Art 1(1) 8. This provision does not appear in the Patent Licence Regulation.
16 Art 1(5).
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(1) a patent licence or related agreement covered by the Patent Licence
Regulation;
(ii) a mixed patent and know-how agreement covered by the Patent
Licence Regulation;
(iii) a pure know-how agreement covered by the Know-How Licence
Regulation;
(iv) a mixed know-how and patent agreement covered by the Know-
How Licence Regulation;
(v) an agreement involving the transfer of know-how covered by the
Franchise Agreement Regulation;*’
(vi) an agreement involving the transfer of know-how covered by the
Research and Development Agreement Regulation;!®
(vii) anagreement involving the transfer of know-how not covered by any
of the block exemptions, such as know-how transfers to joint
ventures, or patent pools.

In practice perhaps the greatest difficulty will be experienced in
distinguishing the two types of mixed agreement described in (ii) and (iv),
above. The importance of know-how to the successful transfer of patented
and non-patented technology has been recognized for some time. Bertin and
Wyatt’s empirical study of multinational companies revealed that European
multinationals rank know-how as the best method of protecting and
securing a technological advantage over competitors. Know-how, ranked
even higher than patent protection in this regard, has become of greater
importance to European companies in the last ten years.'® The mixed
agreement was found to be more common than the pure patent licence, with
sixty per cent of patent licences granted by European multinational
companies making provision for the supply of additional know-how to the
licensee.?° The importance of know-how was recognized by the European
Parliament in its Resolution on the draft Know-How Licence Regulation,
where it stated that ‘know-how, because it allows possession of or immediate
access to the most recent technology, has an economic value equal to, if not
greater than, that of patents’?! Similarly, the Economic and Social
Committee, in its Opinion on the draft Regulation, stated that ‘the
acquisition of know-how from others is the most economical—and often the
sole—way of keeping abreast of technical progress’.22

The Patent Licence Regulation exempts mixed agreements but in order to
qualify for block exemption under that Regulation, the mix of technology
types must be weighted in favour of the patented technology. The licensed

17 Regulation 4087/88, OJ 1988 L359/46.
18 Regulation 418/85, OJ 1985 L53/5.
Bertin and Wyatt, Multinationals and Industrial Property, (Harvester-Wheatsheaf, 1988), 28.
Worldwide this figure rises to 69.1% in the pharmaceutical sector and 74.1% in electronics. Bertin
and Wyatt, op cit, 75.
2! Buropean Parliament, Resolution on the Draft Know-How Licence Regulation[1988]4 CMLR 653,
22 Fconomic and Social Committee, Opinion on the Draft Know-How Licence Regulation [1988]
4 CMLR 498.
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patents must be both extant and ‘necessary for achieving the objects of the
licensed technology’.?® Under the Know-How Licence Regulation the mix
must be weighted in favour of the non-patented technology. The Regulation
will apply where the licensed patents are not necessary to achieve a successful
transfer of the technology. It will also apply where restrictions are imposed
in relation to Member States where no patents exist, whether or not they are
‘necessary’ in the countries in which they do exist. The mutual exclusivity of
the two Regulations2* might appear to be a neat legislative device but it will
often be difficult for firms to determine which Regulation properly applies to
their transaction, since the question of the ‘necessity’ of the patents to a
succesful transfer of the technology is not likely in all cases to be a precise
test. The calculation of the relative importance of patented and non-
patented information will be especially difficult where there is to be a
constant flow of know-how throughout the life of the agreement. One test of
‘necessity’ put forward by the Know-How Licence Regulation is the
usefulness of the patents in providing effective protection against the
exploitation of the technology by third parties;*’ in the absence of litigation,
this will often be a matter of speculation.

The difficulty which may thus be experienced in calculating the relative
importance of licensed know-how and patents will render the selection of the
correct Regulation complex and uncertain. Although this will create
problems for firms, it might also be used to their advantage. In transactions
where uncertainty exists, it will be open to firms, through careful drafting, to
chose the regime under which their technology package is to be regulated.
Such freedom of choice will be advantageous where the parties wish to
exploit the differences between the Commission’s present policy with respect
to know-how and its policy towards patent licences. The Commission has
stated that some such differences have been dictated by the fact that know-
how is not a protected property right, and therefore has no finite legal
existence.?® It was for this reason that the Commission drafted the
Regulation in terms more favourable to the licensor than those of the Patent
Licence Regulation.?” However, as Venit points out, the implications of the
absence of legal protection are ambiguous, supporting arguments both for
and against a generous regime for know-how licensing.?® Further, the

23 The Patent Licence Regulation, Preamble (9).

24 Know-How Licence Regulation, Art 1(7) 6.

25 Preamble (2).

26 See the statement of Commissioner Sutherland during the European Parliament debates on the
Franchise and Know-How Licence Regulations, [1989] 4 CMLR 6.

27 The Economic and Social Committee criticized the Commission for adhering too closely to the
Patent Licence Regulation, having regard to the differences between patents and know-how: The
Economic and Social Committee, op cit, n 22.

28 Venit, ‘Know-How Licensing Under EEC Law: Where We Have Been, Where We Are, and Where
We May Be Headed’, 32 Antitrust Bulletin 189 (1987). In addition, there are arguments to support the
idea that property does exist in know-how: see Libling, ‘Property in Intangibles’, (1978) 94 LQR 103, at
115 et seq; Cornish, Intellectual Property: Patents, Copyright, Trade Marks and Allied Rights (Sweet &
Maxwell, 1981) 289; Phillips, Introduction to Intellectual Property Law (Butterworths, 1986) 209.
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availability of actions for breach of confidence in respect of the abuse of
know-how will reduce the apparent divide between know-how and
patents.2®

The Know-How Licence Regulation allows for a wider variety of licences
to be bundled together than is permitted under the Patent Licence
Regulation.3 Licences of software or intellectual property (other than
patents) may be included, and restrictions may be attached to such licences
so long as they do not differ from those attaching to the know-how
component. It is necessary to show only that these additional rights ‘are of
assistance in achieving the object of the licensed technology’,?* rather than
necessary to achieving that end. This is a very modest requirement; as a
result, licensors will be able to enjoy the benefit of automatic exemption for
restrictions attaching to more extensive packages of technology rights than
has been possible hitherto.

The Know-How Licence Regulation and the rule of reason

In keeping with the Commission’s policy in the Patent Licence
Regulation,? its attitude to the application of Article 85 to territorial
exclusivity in know-how licences still gives only scant regard to the policy of
the European Court of Justice in the Maize Seeds case.**® The preamble to
the Know-How Licence Regulation confirms that, under the rule of reason
analysis required by Maize Seeds, ‘open’ exclusive licences will not always be
incompatible with Article 85(1).> The Commission does not define the
distinction between those licences which are outside the prohibition as a
result of Maize Seeds, and those which are block exempted. The opacity of
the Regulation in this respect, and the potential penalties for getting the
distinction wrong, will have the effect of inducing firms to comply with the
Regulation rather than relying on Maize Seeds. This tendency is given
greater impetus by the statement in the preamble to the Regulation that if
firms require longer periods of territorial protection than are granted in the
Regulation ‘in particular to protect expensive and risky investment . . . then
exemption can only be granted by individual decision under Article 85(3).
Surely Maize Seeds requires the rule of reason analysis to be applied to
Article 85(1) precisely in such situations of expensive and risky investment,
rather than have recourse to Article 85(3).

29 See The Law Commission, Breach of Confidence, Cmnd 8388 (1981), and Black, Intellectual
Property in Industry (Butterworths, 1989) 50 et seq.

3% The draft Regulation did not, however, extend to sub-licences, assignments where the assignor
retains a degree of risk, and group agreements. The omission of such transactions was surprising since the
draft Know-How Regulation was based on the Patent Licence Regulation, which does extend to such
transactions. Art 6 of the Know-How Licence Regulation now covers this omission.

31 Know-How Licence Regulation, Art 5(1) 4.

32 See Whish, Competition Law (Butterworth, 1985) 363.

33 Nungesser v Commission ( Maize Seeds) [1983] 1 CMLR 278.

34 Preamble (6).



