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least equal to the probable period of secrecy of the trade se-
crets, but possibly not for an unlimited period of time.

4. Caveat: In the EEC, the sales territory should generally
include the entire EEC; other foreign countries have policies
against License Agreement terms which restrict exports.
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Walter R. Thiel

LICENSING IN EUROPE
20/20 FORESIGHT

by
Walter R. Thiel*

LITTON ORGANIZATION

My comments concerning licensing in Europe will gen-
erally be made as an over-view developed from my associa-
tion with the corporate headquarters of an international cor-
poration, Litton Industries. Litton has organized its legal staff
so that each of our Divisions has been assigned, as a client, to
a particular lawyer, who then handles all patent and licensing
matters arising from that Division. Thus, many of our Divi-
sion Patent and Licensing Counsel are in day-to-day contact
with various licensing programs for their clients in Europe.
Corporate office is primarily concerned in such licensing ac-
tivities only as an overseer and in the management approval
cycle.

Since Litton Industries has subsidiaries active in many
technologies, at the present time there are current negotia-
tions with European licensees in the fields of paper products;
business machines; material handling equipment; machine
tools; medical products; and military systems, to name but
afew.

TECHNOLOGY LICENSING

There appears to be a considerable continuing interest on
the part of European companies in U.S. technology, and I
stress “technology.” My experience has indicated that a pat-
ent, or even a family of patents, is of little interest in a
straight licensing transaction in Furope. European com-
panies, as true with most licensees, are more interested in
technical assistance and technical information. Since, when
a company has decided to take a license under specific tech-
nology, such decision has been reached as an alternative to
in-house development of the technology.

For a moment I would like to speak about what | see in
European licensing in the military systems area. Activity has
already commenced in many NATO countries, notably Bel-
gium and Holland, concerning the procurement of a next-
generation fighter aircraft. As yet, the Furopean countries
have not formed a consortium, as was formed relative to the
procurement of the F-104, so that the proposals being de-
veloped by our Guidance and Control Systems Division con-
cerning the inertial navigation system for this new generation
of aircraft are being made to specific countries. One thing
that appears significant in this forthcoming procurement is
the requirements by the country for significant in-country
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manufacture. Such requirements will necessitate the es-
tablishment of detailed Technical Assistance and License
Agreements with European manufacturers. It is my opinion
that ultimately a consortium will be formed for the procure-
ment of this aircraft and related systems but, as I have just
mentioned, at present Litton is dealing with independent
companies. The establishment of a consortium should simpli-
fy the licensing procedure.

TERRITORIAL LIMITATIONS

In many regards [ view the licensing of technology into
most European countries as not significantly different from
licensing in the U.S, In the main, license agreements with
European companies contain many of the same provisions as
included in U.S. agreements, However, the question of the
territory covered by such licenses, when dealing with a coun-
try considered a member of the E.E.C., is a perplexing ques-
tion, and one to which I have not been able to develop a
satisfactory answer. It is my opinion that any agreement
which defines the sales territory as less than all of the coun-
tries of the Common Market is questionable. There is
authority for the grant of an exclusive Manufacturing and
Sales License in particular countries of the E.E.C. where
licensor holds issued patents. However, I have not found any
authority which supports such restricted territory licenses
when only know-how is involved.

Patent Licenses

The wording of Article 85(1) of the Treaty of Rome,
which relates to the general provisions against restraints of
competition, permits the inference that, if the limitations
contained in a license agreement are within the scope of the
protective rights granted by the applicable national law, such
limitations are not prohibited by the Treaty. This means that
restrictions imposed on a licensee, which are inherent in the
licensor’s exercising his protected industrial rights, are per-
mitted when the limitations are prescribed or allowable by
domestic law., Applying this reasoning to Patent License
Agreements, it appears that the E.E.C. can be validly divided
into sales territories when the licensor holds issued patents.

Recent Case

This issue was recently discussed (March 15, 1973} in a
decision of the Federal Supreme Court of Germany in the
case Forder-und Regeltechnik Lagemann KG v. Geveke
Werktuigbouv N.V. (Lagemann). This case had an interesting
fact situation. An inventor, and partner of a licensor, brought
suit against an exclusive distributor-licensee for payment of
delinquent royalties. The licensee had been granted an ex-
clusive license in certain European countries. The license ex-
pressly excluded the licensor from selling in, or exporting in-
to, the territory granted the distributor-licensee. The agree-
ment further provided that the licensor would supply to the
distributor at fixed prices, and that sales by both parties to
third persons in their territories were subject to a minimum
price. Apparently the exclusive distributor-licensee, after en-
tering mto the agreement, went to his patent attorney who,
as you might suspect, discovered prior art which placed in
question the validity of the licensed patents. Thereafter, the
distributor stopped paying royalties and a suit resulted.

The distributor argues that the license agreement was
null and void since it violated certain sections of the Act
against Restraints of Competition of Germany and Article
85(1) of the E.E.C. Treaty because of the geographic division
of markets. The court held that the agreement only restates in
part what appears to be the logical result of granting an ex-
clusive license, The licensor, by granting an exclusive license,
was prevented from selling products which were patented in
these countries. The company’s obligation not to sell in lic-
ensee's exclusive territory constitutes an independently stipu-
lated restraint of competition only to the extent that the
license agreement relates to countries where a patent has
neither been granted nor applied for. The court stated that
the license agreement does not violate Article 85(1) of the
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E.E.C. Treaty, since it did not contain a restraint of competi-
tion which affected trade between member states.

It is interesting to note on the price-fixing question that
the German Act against Restraints of Competition appears to
authorize the fixing of prices for sales made by licensee
where the licensor may have a legitimate interest in influenc-
ing the price level of the products manufactured in accord-
ance with the patent rights because the amount of royalty to
which licensor is entitled is measured by a certain percentage
of the sale price of the product. The court further stated
that even in specific areas the licensee may have an interest
in fixing the prices of the licensor, especially when the
licensee assumes the risk of introducing the patent product on
the market, and thus bears the full marketing risk. The court
did not feel there was any such justification present in this
case,

Know-How Licenses

While is appears fairly clear that a geographic division
of the E.E.C. in a Patent License is permitted, there have
been no communiques issued by the Commission of the Euro-
pean Economic Community concerning such divisions in
Know-How Licenses. It would appear from comments made
in 1970 by Dr, Herman Schumacher, a Director of the Com-
missions general Directorate for competition, that territorial
restrictions in Know-How Licenses are in violation of Article
85(1). He stated that know-how is not a right protected by
national industrial property right legislation, but only by
limited laws relating to unfair competition. This does not
mean that such Know-How Licenses could not obtain élear-
ance or approval under Article 85(3) of the Treaty. This is a
subject 1 do not intend to discuss now.

EXPORT-IMPORT BANK

Recently our office in Zurich brought to my attention an
interesting problem which developed information which I
believe might be of interest to all of you. Specifically, the
question proposed to me was whether the Export-Import
Bank would finance a Technical Assistance Agreement with
a Polish company. More specifically, the technology to be
transferred to the Polish company is German technology
which, to qualify for Export-Import Bank consideration,
would be transferred to a U.S. corporation. Setting aside the
tax considerations of such a transfer, I discussed with the
Export-Import Bank whether they would finance Technical
Assistance Agreements with Polish companies, and specif-
ically whether they would finance such an agreement when
the technology was of German origin. 1 was very gratified
to learn from a staff lawyer at the Bank that if the tech-
nology was transferred under an agreement which provided
basically for a lump-sum payment or, as 1 had outlined, for
a relatively large front-end payment coupled with lump-sum
payments made during the first year, such transaction would
qualify for Bank financing. They explained that the money
would not be loaned directly to the Polish company, but
would be financed through Bank Handlowy of Warsaw, who
in turn would enter in appropriate agreements with the Pol-
ish company. 1 was surprised to learn that the Bank would
even consider financing payments concerning technical as-
sistance if such amounts could be definitively established.
However, they would not finance technical assistance on an
open-end basis.

As it turned out, the particular transaction which I dis-
cussed with the Bank does not qualify, not because it is a
license agreement but because the agreement relates to
technology which does not have significant U.S. content.

I had thought that the Export-Import Bank would not fi-
nance Technical Assistance Agreements. The Bank will con-
sider the financing of Technical Assistance Agreements with
foreign companies other than Polish companies where the
amounts are definite. If any of you have any questions as to
whether a particular transaction would qualify, I suggest that
you forward your inquiry directly to Mr. Warren Glick, Ex-
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ecutive Vice-President, Export-Import Bank, Washington,
D.C.

WITHHOLDING TAXES

A problem came to my attention this week which caused
me to reconsider some of the provisions included in our for-
eign licenses. It appears that one of our Divisions has been re-
ceiving royalties from a French licensee for a considerable
number of years and the French licensee had not been pay-
ing any income tax on such royalty payments. The French-
United States Income Tax Treaty of 1967 for the avoidance
of double taxation of income set forth that such royalties are
subject to only a 5% tax in France if they are paid to a re-
cipient who does not have a permanent establishment in
France or, if he has, the royalties are not associated with
such establishment. The problem came to my desk because
the French tax authorities are apparently attempting to now
assess these taxes against our Division. This is particularly
troublesome to us since, in one of those rare corporate mo-
ments, Litton has closed this Division and, of course, we are
not interested in making any payments. In this instance, you
might say we are saved by the agreement, because the
agreement clearly set forth that all royalties will be paid in
U.S. dollars, free from any and all French taxes. The point to
be made here, I believe, is that under the French-U.S. Tax
Treaty if such taxes are not paid by the French corporation,
the French Government will attempt to assess the taxes
against the U.S. entity. Therefore, it is imperative that, if you
are not able to negotiate an agreement which places upon
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the foreign company the obligation to pay their own naticnal
taxes, an effort be made to monitor the royalty payments to
ensure that withholding taxes are made at the time of pay-
ment. I feel that this is better than waiting until a subsequent
time and receiving assessment notices from the foreign tax
authorities. Of course, such tax payments can be applied as
a credit against U.S. taxes due on foreign-source income.

* About the speaker: Mr. Thiel has been on the pateni staffs
of Hughes Aircraft Company and Douglas Aircraft Company
and is presently Assistant Director, Patents and Licensing,
Litton Industries, Inc., Beverly Hills, California. His educa-
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Special Committee on Patent Office-American Patent Law
Association; Patent Law Association of Los Angeles; PTC
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Marc and Betzy Finnegan with Alan and Julia Limburg ai
the LES- Australia cockrail party.
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Marc Finnegan, Dudley Smith, Ron M. Bannerman, and E. F.
(Pete) Horgan at the LES- Australia cocktail party.

Mitzuya Okano presents to Paul Grant, incoming President
of LES-Australia, a woodcut print of Mount Fuji, a present
from the members of LES-Japan.




