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Summary

Two important changes affecting all technology 
licensing in the European Union will become 
effective May 1, 2004:  the Commission of the 
European Communities’ proposed new block 
exemption for technology transfer and Council 
Regulation 1/2003.  

The Commission’s new block exemption gov-
erning technology transfer will make substan-
tive alterations to the existing block exemption 
(Commission Regulation 240/96)for many tech-
nology transfer agreements.  It is known as the 
draft of Technology Transfer Block Exemption 
Regulation, commonly referred to by the acronym 
“TTBER.”  Although officially still in draft form 
and published for comment, a form of TTBER 
close in most respects to the present draft is highly 
likely to become effective May 1, 2004.

Council Regulation 1/2003 will eliminate 
the opportunity to notify agreements to the 
Commission for its consideration whether to grant 
a negative clearance (whether the agreement is 
caught by Treaty Article 81(1)) and/or whether 
the agreement is exempt by reason of Treaty 
Article 81(3).  Council Regulation 1/2003 will 
also terminate the Commission’s long-standing 
exclusive power to determine whether an agree-
ment qualifies for exemption under Article 81(3). 
That power will now be shared with competition 
authorities of the Member States.  

In the new environment of Council Regulation 1/
2003, there is likely to be substantial uncertainty 
as to the adjudicatory outcome of challenges to 
the legality of any intellectual property licensing 
agreement that does not clearly fall within the 
new block exemption.  Any adjudication of ille-
gality would render an agreement void ab initio 
under Treaty Article 81(2) and would expose the 

parties to substantial fines as well as other rem-
edies.

Thus, the procedural changes of Council 
Regulation 1/2003 magnify the importance of the 
proposed new block exemption.  

Clients who have been dealing with the 
Commission in the EU will wish to become 
familiar with the details of the proposed changes 
from the present scheme of Reg. 240/96.  Clients 
who have not had occasion to know the pres-
ent scheme of Reg. 240/96 but now anticipate 
potential licensing agreements with effect in the 
EU should become at least generally aware of the 
existence of substantial legal issues from the new 
procedural regime and the new TTBER.  

This Alert is not intended to be a comprehensive 
treatment of the proposed TTBER.  Rather, its 
purpose is to identify the need for proper advice 
in connection with the licensing of intellectual 
property in (or into) the European Union.  

General Background on EU Competition Law, the 
Role of a Block Exemption, and the Forthcoming 
May 1, 2004 Changes

Article 81 of the Treaty is structured so that if 
joint conduct (e.g. a license agreement) is within 
the scope of (“caught by”) Article 81(1), it is void 
(under Article 81(2)) and exposes the parties to 
fines and other remedies, unless it is exempt by 
reason of Article 81(3).  For decades past and 
until May 1, 2004, the Commission has had the 
exclusive power to determine whether joint con-
duct is or is not to be regarded as exempt under 
Article 81(3).  Both for administrative reasons 
and to encourage compliance with competition 
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law across the EU, the Commission has dealt with 
many important areas of joint conduct by promul-
gating block exemptions.  If conduct falls within 
the safe harbor of a block exemption, the conduct 
is exempt under Article 81(3).  Otherwise, par-
ties either take their chances on what might be 
determined ex post if a proceeding were initiated 
by (or before) the Commission, or make an appli-
cation to the Commission for an exemption on a 
case-by-case basis ex ante, by a Notification on 
Form A/B (to determine either that the conduct 
is not caught by Article 81(1) or, if so, is exempt 
under Article 81(3)).  

The Commission’s exclusive power to deal with 
exemptions under Article 81(3) has been based 
upon a stated need to develop a uniform com-
petition policy throughout the common market, 
particularly in light of the different traditions (or 
absence of traditions) in national laws and poli-
cies before the advent of the Treaty.  The develop-
ment of block exemptions was in part motivated 
by the administrative need to avoid an avalanche 
of individual Notifications.  The relinquishment 
of this exclusivity is based upon a conclusion 
that there now exists a mature competition law 
jurisprudence, together with a determination that 
the Commission’s resources should be allocated 
elsewhere.  

When Council Regulation 1/2003 takes effect 
on May 1, 2004, the Commission will yield its 
exclusive role in determining the applicability of 
Article 81(3) exemptions.  Competent competition 
authorities in each Member State (the number 
of which is dramatically increasing at the same 
moment) will have authority to deal with all such 
questions subject to the Commission asserting 
exclusivity in a given case.  The Commission will 
also cease entertaining Notifications, and there 
is no provision for such ex ante determinations 
elsewhere.  

These procedural changes make it all the more 
important to consider carefully whether a license 
agreement falls within the new block exemption.  
If not, a license agreement will be subject to the 
vicissitudes of challenges in any of the soon-to-
be 25 Member States in which there might be 
deemed to be an effect upon the market.  

General Observations on the Development and 
Status of the Present Draft TTBER

There has been a robust debate about many of 
the provisions in the present draft of TTBER.  In 
December 2001, the Commission published an 
evaluation of the present block exemption for 
certain licensing agreements.  Among the reactions 
it stimulated was a lengthy set of joint comments 
by three sections of the American Bar Association.  
There have been many articles and lectures from 
academia and practitioners, at regular gatherings 

of competition lawyers and at special sessions to 
consider this subject.  As usual, there have been 
private discussions “in the corridors.”  

This has been a controversial subject.  The 
Commission’s published draft remains, officially, 
only a draft.  There has been a public comment 
period and the Commission has informally solic-
ited comments from particular sources which are 
known to be making substantive suggestions.  
Although the present draft may be changed in 
response to such comments, it will almost surely 
remain largely as published, and is worthy of 
note.  

Some Observations on the Proposed TTBER

The new role of market share analysis  

Past block exemptions, including Reg. 240/96, 
have been criticized in principle for rigidity and 
formalism, particularly by listing many provisions 
as forbidden (black-listed), clearly lawful (white-
listed) or somewhere in between (gray-listed), 
rather than being more analytically based.  It is 
considered part of the recent modernization of 
many Commission initiatives to apply what is 
considered to be more contemporary consumer-
welfare economic analysis to competition policy 
in the EU.  Market power is a foundation of such 
consumer-welfare economics.  The new block 
exemption is being welcomed in theory as part of 
this modernization, since it employs market share 
thresholds with respect to much of its safe harbor 
protections.  

In practice, however, the definitions to be 
employed in determining market share are likely 
to inject substantial uncertainty into the process.  
And the thresholds themselves are low enough (as 
low as 20% in some important so-called “com-
petitor” situations) that the difficulty of deter-
mining the combined market shares of the two 
parties may deter licensing in areas where there is 
a sound basis for concluding that a license ought 
to be judged  pro-competitive.  Even in so-called 
non-competitor situations, the threshold of each 
party’s market share is only 30%.  

The margin of error in market-share calcula-
tion may exceed the increments which control 
the availability of the safe harbor in some of the 
posited circumstances under the TTBER.  If the 
parties’ relevant market shares are lower than 
the threshold at the outset but thereafter breach 
that threshold by no more than by five percent-
age points, the exemption continues for only two 
consecutive calendar years following the year 
in which the original threshold was exceeded.  
(Article 8(2).)  That kind of provision assumes 
some very precise measuring, and it is doubtful 
that the requisite calculations can realistically (or, 
at least, non-controversially) be made with such 

02



precision, particularly in segments of the economy 
characterized by fast-changing technology.  

The draft Guidelines accompanying the draft 
TTBER make it clear (e.g., paragraph 23) that 
market share analysis is intended to be sensitive to 
intra-technology competition as well as inter-tech-
nology competition.  In the view of some, all of 
this is without adequate attention to  innovation 
markets as such, particularly where so-called 
R&D “poles” can be identified as alternative 
sources of potential market power.  The 
Commission’s guidelines accompanying its 2001 
Notice of Horizontal Cooperation—which in part 
(at paragraphs 50-52) would seem applicable to 
this very subject—may be thought to be conflict-
ing in principle with the treatment of intra-tech-
nology licensing in the TTBER.  Several commen-
tators have expressed the view that this is unduly 
restrictive of potentially pro-competitive license 
agreements.  

The Continuing Existence of Black-Listed or 
Hardcore Prohibitions

Article 4 of the present draft has a complex com-
pilation of prohibited provisions, labeled 
“Hardcore restrictions,” the presence of which 
precludes the safe harbor of the block exemption.  
Inclusion of any of these provisions takes one out 
of the scope of the block exemption.  There is no 
severability of these provisions in order to leave 
the rest in tact.  (See draft Guidelines paragraph 
73.)  

There is a different set of hardcore restrictions 
listed with respect to agreements between compet-
itors and agreements between non-competitors.  
The draft Guidelines discuss (e.g., paragraphs 
14(b) and 23-26) the determination whether the 
parties are or are not to be regarded as competi-
tors.  “Competitors” includes potential competi-
tors.  In principle, at least in most instances dis-
cussed in the draft Guidelines, the determination 
of whether the parties are actual or potential com-
petitors should be made by evaluating their rela-
tive positions in the absence of the agreement 
itself.  But in several instances in the Guidelines, 
this remains unclear.   

At the risk of oversimplifying as we emphasize 
that the subject is not susceptible to over-simplifi-
cation, it can be said that one must analyze for 
the presence of hardcore restrictions by paying 
attention to (a) prices to be charged to third par-
ties, (b) limitations upon output or sales, (c) allo-
cation of markets or customers, and (d) restric-
tions on the licensee’s ability to exploit its own 
technology or research and development.  Each of 
those areas has stated qualifications.  

Notable among the hardcore restrictions is the 
prohibition (item (c)) upon field of use licenses 

between competitors, with a limited exception for 
non-reciprocal licenses (Article 4(c)(i)) or for the 
licensee’s captive use (Article 4(c)(ii)).  Even so, 
one must be aware of the Commission’s qualifica-
tion that the scope of the field of use must be with 
respect to a separate product market.  (See draft 
Guidelines paragraphs 83, 170.)  

The hardcore restrictions listed for non-competi-
tors differ from those for competitors.  For 
instance, in some cases (but not all) a field of use 
provision may not disqualify the license from 
exemption.  Nonetheless, where the field of use 
license is combined with exclusivity among a set 
of fields, each to a different licensee, the 
Commission’s view of what constitutes different 
product markets will bear upon whether there is 
thought to be an improper intrusion upon intra-
technology competition.  One’s intuitive or well-
schooled conclusions about the separateness of 
product markets (or the irrelevance of their separ-
ateness vel non under some nation’s laws with 
respect to field of use licensing) may not coincide 
with the Commission’s approach.  (See, e.g., draft 
Guidelines paragraph 174 and its references.)  

Additional issues exist with respect to certain 
cross-licenses between competitors.  For instance, 
the draft TTBER does not separately take into 
account cross-licenses settling bona fide patent lit-
igation.  Where there are two patent holders each 
claiming infringement by the other party, it is 
nearly inevitable that one of the parties will have 
a stronger legal position or a stronger market 
effect if its patent is valid and enforceable.  Where 
there is genuine doubt of the outcome of such liti-
gation, settlement by granting cross-licenses is a 
common outcome.  Different royalties of the 
respective cross-licenses will likely reflect the par-
ties’ relative strengths of legal and market posi-
tions.  If a cross-license settling such litigation 
must be royalty free, in most circumstances there 
will be inherent free-rider problems.  The draft 
Guidelines were amended in this respect after cir-
culation to the Advisory Committee.  (Compare 
paragraph 199 of the present, published draft 
with paragraph 190 of the earlier unofficial and 
unpublished draft.)  They now provide that in a 
settlement cross-license where the “objective 
value” of the respective intellectual property hold-
ings differs there ought to be either a royalty-free 
cross-license or a one-time upfront (i.e., fully 
paid-up) royalty.  This is not only a seemingly-
grudging concession; it only goes a little way 
toward recognizing reality, thus fostering all-out 
patent litigation or free rider problems.  

Conditions To Be Individually Evaluated

Article 5 of the TTBER lists Conditions to be 
evaluated individually.  An inappropriate condi-
tion will itself be stricken, but the remainder of 
the agreement continues in effect.  Thus, condi-
tions set forth in Article 5 are subject to the prin-
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ciple of severability—in sharp contradistinction to 
the hardcore restrictions which doom the entire 
agreement.  (See draft Guidelines paragraph 97.) 

The conditions relate to aspects of grant-back 
requirements and prohibitions upon challenging 
the validity or substantiality of the intellectual 
property in question, output limitations relative to 
a licensee’s contract products in a non-reciprocal 
license between competitors, and certain limita-
tions upon the licensee’s ability to exploit its own 
technology.  

The Transitional Period Is Limited.  Presently-
Exempt Agreements Must Be Reviewed Anew.

There is a transitional period.  Agreements which 
comport with the existing block exemption (Reg. 
240/96) but do not comport with the new TTBER 
will retain their validity until October 2005.  It 
should be clearly recognized that this is simply to 
permit parties to adjust their arrangements.  
Those clients who believe that they have properly-
exempted agreements under 240/96 will be well-
advised to have the agreements reviewed under 
the final TTBER.  

Conclusion

This Client Alert barely touches upon its subject.  
There are not only a great many details which 
remain unmentioned or require further attention, 

but there are also provisions for withdrawal of the 
block exemption in stated circumstances (Article 
6) and for determining that the block exemption 
is inapplicable (Article 7).  The draft Guidelines 
also contain extensive commentary on EU compe-
tition law treatment of licensing matters which 
fall outside the scope of the TTBER.  

For the purposes of the present general comments, 
the foregoing should suffice to make the point 
that one’s intuitive or well-schooled sense of mod-
ern economic analysis of the competitive effect of 
license agreements is insufficient to evaluate the 
applicability of the TTBER to a given transaction.  
One must weave through the TTBER and accom-
panying Guidelines to attempt a proper evalua-
tion.  

This paper is intended to alert clients that it is 
appropriate to undertake a review of their existing 
EU license arrangements, even those which are 
within the existing block exemption (240/96), and 
to seek up-to-date advice with respect to negotia-
tions now under way or contemplated in the 
future. 

For more information regarding the EU’s new block 
exemption, or technology liscensing in the EU in 
general, please contact:
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