Vereniging voor Mededingingsrecht

Aangesloten bij de Ligue Internationale du Droit de la Concurrence


Draft commission regulation on the application of Article 81 (3) of the Treaty to categories of technology transfer agreements (TTBER) and draft guidelines

Comments on behalf of the Nederlandse Vereniging voor Mededingingsrecht, member of the Ligue Internationale du Droit de la Concurrence (DAC)1.
1.
General remarks

The Dutch Association for Competition law (DAC) supports the Commission’s view that a new Regulation, replacing Regulation (EC) No 240/96, should meet the two requirements of ensuring effective competition and providing legal certainty for undertakings.

In the DAC’s view, these objectives are not met by the proposed TTBER: as a result of the introduction of market share thresholds and a number of other provisions, the proposed regulation does not provide the required minimum level of legal certainty. The lack of hard and fast rules is particularly worrying because the implementation of the agreements which the future regulation intends to cover often requires the parties thereto to make significant investments. Moreover, in many cases the transfer of technology under these agreements is irreversible. Thus, while the proposed TTBER may upon first inspection appear simplified, it does, in fact, significantly decrease the level of legal certainty which companies enjoy under the current block exemption and which, in view of the characteristics of the markets concerned, they should continue to enjoy under any new future group exemption regulation in this field.

In addition to the introduction of market share thresholds, the DAC objects to the suggested framework as regards the scope of the suggested TTBER, the proposed distinction between competitors and non-competitors, the approach taken to cross-licences, subcontracting agreements, technology pools and the non-severability rule.
2.
Scope of the TTBER

In the view of DAC, the scope of the TTBER is unnecessarily limited. First of all, it is difficult to understand why the licensing of copyright for the reproduction and distribution of the protected work concerned is not covered by the TTBER, whereas the Commission in para 48 of its draft Guidelines considers this form of licensing similar to technology licensing. Instead of applying the same principles as set out in the TTBER and the Commission’s Guidelines to this form of licensing, legal certainty and efficiency will be served if licensing of these types of copyright would be included in the TTBER. This would also avoid semantic discussions on what is to be understood by “software”. 
By the same token, the DAC submits that the licensing of database rights should be covered by the regulation. Indeed, these rights are in many respects comparable to technology transfer agreements and are likely to raise similar issues. The DAC is also of the opinion that the licensing of design rights, and neighbouring rights with respect to reproduction (as opposed to performance) while perhaps not fully comparable to technology transfer agreements, should be dealt with in the Guidelines. On the other hand, the DAC appreciates that the licensing of rights in performance as mentioned in para 48 of the Guidelines may necessitate a different treatment. Incidentally, the DAC submits that, in the case of performance rights, value is also often created by the reproduction and sale of copies of a product. As a result, the Commission’s observation in para 49 of its draft Guidelines does not seem to accurately reflect commercial reality.

Second, the DAC is concerned that the new definition of know-how e.g. information which is “indispensable” instead of “useful” for the manufacture or provision of the contracted products, has far-reaching consequences and may in practice exclude an entire category of licensing agreements from the scope of the new TTBER. The DAC submits that if the Commission wants to avoid an improper application of the TTBER for know-how, it would be more appropriate to define “substantial” as meaning that know-how includes information, which “significantly contributes to or facilitates the manufacture or provision of the contract products” or wording to the same effect. The DAC encourages the Commission to consider to align the definition of know-how in the TTBER to the definition used in article 39 TRIPS. 
Thirdly, the definition of “competing undertakings” in article 1 (1) (h) of the proposal and the guidance provided on this point in the draft Guidelines (paras 23-26) as regards parties being competitors when in possession of substitutable technologies, is unclear with regard to the “blocking positions” addressed in the draft Guidelines. The draft Guidelines state in para 25 that 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, and that in assessing whether a blocking position exists the Commission will rely on objective factors as opposed to the subjective views of the parties. Relevant evidence would comprise final court decisions on the matter and opinions of independent experts. In the latter case the Commission would, in particular, closely examine how the expert has been selected.
Particularly, in light of the entry into force of the new procedural framework of EU competition law in 2004 this leaves companies with considerable uncertainty when assessing ex ante whether their licence agreements are in conformity with EU competition law.
Indeed, with regard to registered intellectual property rights such as patents, the existence of blocking positions may in some cases be evaluated ex ante, since the subject matter of the potential competitor’s intellectual property right is made public by means of the patent register. In the case of unregistered IP rights, such as software copyright a blocking position is however even more difficult to determine. For example, two computer programs may have the same functionalities, but these may be based on a completely different copyright protected and secret source code. In such a case, it is practically impossible to assess whether a blocking position exists or not. Patent applications (as opposed to actually granted patents) raise a number of additional complications.
Large companies with their own in-house IP department will be forced to obtain costly “objective” opinions when in doubt about a blocking position. Normally their in-house IP department would advise the company in this matter, but under the draft proposal this advice may no longer be relied upon since it will hardly be “objective”. 

Furthermore, it is not clear whether companies' external counsel would be independent enough in the eyes of the Commission to be able to issue an “objective” opinion about the existence of a blocking position. The resulting legal uncertainty may be detrimental to the dissemination of technology, as companies will be cautious to enter into licences that may possibly be void when it concerns strategic technology.
Companies developing substitutable technology in cooperation with the licensor of a particular technology may under the definition of the draft proposal suddenly become a "competitor" if no blocking position exists. As a result, the validity of the licence may be jeopardized. In turn, this would put popular, pro-competitive forms of financed research of small and medium-sized companies by larger companies, in exchange for an exclusive licence to market the resulting technology or product in danger. This licence may be caught under article 4 (1) (d) of the draft proposal if the small or medium-sized company invents another substitutable technology. 
To prevent this from happening, the company which finances the research may want to impose a ban on development of competing technology under the licence agreement, but since this is a blacklisted restriction for both competitors and non-competitors this would not be possible. Consequently, small and medium-sized innovative research companies not in possession of the resources to market products incorporating their technology will be shunned by larger companies if they might be able to develop a substitutable technology and are not willing to sell the technology concerned (because in that case a blocking position would exist upon development of new substitutable technology). This would be detrimental to the development and dissemination of technology.
3.
Introduction of thresholds based on market shares

The most significant departure from Regulation (EC) No 240/96 concerns the introduction of thresholds based on market shares. For the reasons set out below, it is suggested that the Commission refrains from inserting the suggested market share thresholds in the TTBER. If, however, the Commission is persistent in pursuing this highly controversial route, the DAC suggests to insert the provisions mentioned below under c) and d), which may mitigate, albeit to a limited extent only, the negative consequences of thresholds based on market shares.  

a.
Introduction of thresholds based on market shares is undesirable

Evaluating market power on the basis of market shares may be justifiable in markets and agreements, which are covered by existing block exemption regulations, in particularly concerning vertical restraints. However, this methodology inevitably leads to incorrect and undesirable outcomes in markets, which are characterised by innovation and dynamic competition. 

It is an established principle of competition law that in dynamic, innovative markets with unstable market shares, market shares should not be decisive for the assessment of market power. In these markets, the assessment of (potential) competition should be key; historic market positions convey a distorted picture and are, consequently, unreliable indicators for market power. U.S. law provides for an example of a model that takes (potential) competition into account, rather than market shares. 

Under the April 2000 Guidelines for Collaborations Among Competitors (jointly issued by the Department of Justice and the Federal Trade Commission, section 3.32 and 4.3) as well as the April 1995 Guidelines for the Licensing of Intellectual Property (section 3.2.3), there is a de facto exemption where in the relevant innovation market (subject to absence of hardcore restrictions), there are three or more substitutable and independently controlled research centres in addition to those controlled by the parties to the licensing arrangement. This model functions very well for US anti-trust purposes and in essence entails that there is no competitive problem if markets are sufficiently innovative.
It is inherent to the nature of many markets which are subject to the suggested TTBER that (potential) competition is, except in extraordinary circumstances, present. But even in exceptional circumstances where competition is (or risks to be) limited, Article 82 of the Treaty as well as the possibility to withdraw or disapply the exemption would safeguard effective competition. The DAC is not a priori opposed to a strengthening of Article 6 and 7 to increase the effectiveness of these mechanisms.

In any event, there is simply no need to introduce thresholds based on market shares in the TTBER, which not only gives rise to a number of fundamental issues, but also inevitably leads to significant debates before national courts and competition authorities as to how the relevant markets should be defined and how market shares should be calculated. Legal certainty for undertakings will be significantly decreased, whereas hard, reliable and fast rules are essential for undertakings, whose activities require large investments, both in the development of technologies, as well as the manufacture of products incorporating those technologies.

The DAC is concerned that, despite wording to the contrary included in the Guidelines, national courts may be too readily inclined to conclude that Article 81(1) applies for the mere reason that the market share threshold(s) are exceeded. If the market shares are retained, the DAC requests the Commission to review whether this wording could be included in the regulation itself.

b.
Thresholds are in any event too low: test based on dominance more appropriate

The market share thresholds introduced by the Commission are much lower than is necessary to achieve their objective of guaranteeing that parties to licensing agreements face sufficient competition. The DAC submits that combined market shares of over 20% by no means justify an assumption of market power of such a magnitude that the undertakings concerned do not face sufficient competition for purposes of justifying the application of the TTBER. 

Quite the contrary, in view of the dynamic and innovative character of most of the markets concerned, arguably, sufficient (potential) competition will in any event be guaranteed as long as neither of the parties to the agreement enjoys a dominant position on the relevant (technology) market(s) concerned. Accordingly, the DAC suggests that, if the TTBER is intended to limit the application of the TTBER to instances where it can be guaranteed that the undertakings concerned face sufficient competition, a threshold based on dominance rather than market shares should be applied. 
c.
Longer transitional periods

Apart from significant disputes between the parties to a technology transfer agreement, authorities and third parties as to how markets should be defined and market shares should be calculated, the introduction of hard thresholds based on market shares in particular decreases legal certainty for undertakings licensing a successful technology. 

It is not unusual in technology and innovation markets for market shares to rise (and diminish)  (extremely) quickly. Under the proposed TTBER, quickly rising market shares would at some point automatically lead to non-application of the TTBER, leaving the parties to the agreement concerned in great uncertainty as to the enforceability of their agreement. This is highly undesirable and may constitute a strong disincentive for the undertakings concerned to enter into a licensing agreement related to a potentially successful technology or product.

To some extent the Commission seems to be aware of this and introduced in Articles 8 (2) and (3) of the draft TTBER a transitional period of one, respectively two years within which parties to an agreement initially covered by the TTBER, can continue benefiting from the exemptions granted by the TTBER in case the market share thresholds are, subsequent to conclusion of the agreement, exceeded. However, although the DAC in general supports the idea of such a transitional period in case the TTBER would contain market share thresholds, it asserts that the periods currently laid down in the draft TTBER are far too short to mitigate in any substantive manner the structural lack of legal certainty caused by the introduction of market share thresholds. 

In view of the large investments typically made in the context of the licensed technology concerned and the need for the undertakings concerned to have a reasonable prospect of earning back these investments over time, the DAC is of the view that a transitional period should at least amount to five years. 

Moreover, the percentages by which market shares may exceed the thresholds of Article 2 without losing the benefit of the exemption, are unreasonable and unnecessarily low. In view of the above, the DAC is of the opinion that the percentages included in Article 8 (2) and (3) be omitted or, in the alternative, be replaced by a criterion based on enduring dominance. At a very minimum, the bandwidths should be much larger than the ones proposed.
d.
Strong presumption of no market power if thresholds are exceeded

The DAC suggest that it be made clear in the draft TTBER and the Guidelines that in case the thresholds are exceeded subsequent to conclusion of the agreement, absence of market power is still assumed and that it is for any party challenging the validity of the agreement concerned, to prove the absence of sufficient (potential) competition justifying the granting of an exemption. 

To presume otherwise would be to let competition law encroach on the specific subject matter of patent law by effectively putting into place a system in which the same patent is weaker in the hands of one inventor than in the hands of another, depending only on the market share.
According to the DAC, the existence of relevant competing research centres or technologies should be regarded as an important factor in the establishment of sufficient competition for the purposes of justifying the benefit of the exemption. 

4.
Cross-licences

In many instances cross licenses may be pro-competitive, allowing companies to “unlock” blocking intellectual property right positions. Article 4(1) c of the proposed text for the regulation seems however to blacklist asymmetrical field of use restrictions in cross licences, even if such cross licences do not give rise to any restriction of the use of their own technology by any of the parties involved. The DAC suggests the Commission to significantly relax its position on this point. By the same token, the DAC submits that the Guidelines, in particular point 198 should make clear that only in very exceptional cases cross licenses regarding future developments may violate Article 81(1).

5.
Subcontracting
DAC is concerned that para 39 of the draft Guidelines significantly tightens the current rules on subcontracting agreements. In particular, the wording of the present notice that “…technology or equipment is necessary to enable the subcontractor, under reasonable conditions to manufacture the goods...” is not included in para 39. In addition, the draft Guidelines make the non-applicability of Article 81(1) dependent on a number of circumstances, which so far were not taken into account, in particular the reduction of the subcontractor's incentive to innovate, as well as foreclosure effects and increased scope for collusion. The DAC suggests to omit these references and instead to refer to the relevant paras in the Guidelines for horizontal restraints (para 79-81, 85, 88-89, 100-114).

6.
Severability
The Guidelines provide in para 73 that 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 and that there is no severability for hardcore restrictions. 
It can be questioned whether such a rule is reconcilable with the established principle that the civil and contractual consequences of any infringement of Article 81(1) should in principle be assessed under national law.
Further, Articles 4(1) and 4(2) of the draft TTBER would pose problems in the light of the uncertain character of the safe haven created on the basis of market share thresholds. For example, parties that were not competitors before, suddenly find themselves competitors as a result of changed market conditions. Clauses that were legal may become illegal with potentially unwanted results, as may be demonstrated by the following example.
Suppose a small technology start-up company invents a breakthrough technology but does not have the resources to develop a working prototype and bring the product to the market, so it gives an exclusive licence to a larger company for that purpose and undertakes not to exploit the technology itself. Suppose that the start-up company continues to develop technology in the same general field of application as per its expertise and develops another technology that has a secondary use or overlap with the technology that was already licensed exclusively to the larger company. This coincidence would entail that the exclusive licence changes colour from pro-competitive and pro-innovation to a hardcore restriction under article 4 (1) (c) TTBER.
Not allowing for severability of the exclusivity of the licence would in this case lead to effects that are unwanted: the investments of the larger company associated with bringing the breakthrough technology to the market would be sunk as the licence cannot be exclusive anymore, which will deter funding research by small and innovative companies by bigger companies. Although the Guidelines provide in para 73 that hardcore restraints may be exempted in exceptional circumstances, there is no guidance whatsoever as to under which circumstances a hardcore restriction might qualify for exemption.
The DAC encourages the Commission to consider the abovementioned suggestions and, if appropriate, appreciates to provide its views on any amendments to its original proposal that the Commission may propose in the next few months.
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