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| 4= Harp-Scorr-Rodipo Mamerg
Drear Mr. Verne:

Thizs will confirme my conversarion with Dick Smith and our subsequent

conversation concemming the application of the Hart-Seon-Roding Anttrust Tmprovements Act of
19746 {the “Acr™") o a proposed wansaction.

s the propased Tansaction, a Geyman company (Company A%} mrends to enter
iate parent cross-license agreements with a Jspanese company {"Company B} These cross-
license agreements woeuld prevent blocking parents md allow the two companies to marker and
produec products that they would otherwise be prevenned from binging 1o market Barth

Heenzes wonld cover foreign and ULS. patents. We assume for purposes of this analysis thar
hath parties meer the size-of-persons vest. '

The license inder Company A's pateris would be semi-exclusive becanse
Cornpany A would retain the tight 1o use the patens. The Ticense undar Company B's patents
also would be semi-cxclusive, but with oue excepdon: it would be exclusive for 5 specific ficld
of use far a period of five years. During thar time, Company A would have an exclusive license
for a parmicylar field of use in coytain connmias. Company B would nor be allawed 1o use the
patents during the 3-year period in the specified countries for the particular Held of use. One of

the countries in whick Company A would have the parially exclusive license is the United
States. )
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In consideretion of the semi-exclusive licznse under Company B's patents,
Campany A would pay three percent of the ner sales value of preducts sold under e leense
ungl the expiraticn of thé patenrs or ten yéars from e date of the fivst commarcial sale. In
considoration af the five-year period of paal caclusivity, Company A would pay addinianal
royaldes. On rop of the ininsl three percent, Company A would pay an addinonal rwo pereent
on the nez sales value of the products seld under the license in the fcld of use duning the 5-year
pesiod

The parties bave determnined thar e prasent fair market value of the S-year
perind of pariial exclusivity is more than U5, 315 million. This estimated value, however,
ncludes royaldes from all the licensed parents, horh foreign and domestic. The parties” estumare
af the value of the 3-year period of parhal exclusiviry inder only the LS. parenr is less then
U S, 515 pufhion.

You confirmed the following application of the Avtand 16 CFR.
§ 802 51( 1908} o the proposed transactior, The FTC staff has taken the position that although a
sermi- exclusive license is not the transfer of an asger, the grant of an cxclvsive pareit license is
the rensfer of an asset, and thus potentially reportable under the Act See ARA, Premerger
Motificanion Practice Manual, Inflerpretation 49 (1991)  In sddipen, the graot of a partially
exclusive license, such as an exclusive hicense for 8 specific use or in a specific geographic
territory, is also an asset transfer. See i, The sfaff has further taken the positow thar the grant
of 3 patent license that is exclugive enly for a particular period of tine is an ssscp wansfer. b
such a hicense, the prodacr, dme, and geagraphic limitations go w the vaiue of the aszer.

Company B’s license ander Company A’s patents would be nonesclusive and
thus not reportable. On the other hand, Company A license under Company B's patents woold
b exclusive for 3 years in a partfiedlsar field of use and geographic termitary. This woald be the
tranefer of an asset. Accordingly, becanse the value of the lHeense under all the parenis (both
foreign and United States) exceeds $15 million, the ransaction could be repornable.

DUnder 15 C.F.R. § B2.51 {1948}, certain acquisitions of assets by foreign
persens are exempt from the Act’s reporting requirements. Undet seerion 802,31, an acqnisition
by a foreign person is exempt if the 2oquisition i5 of asscts locared omside the Tnited States or
less than $15 millicn uf assets locared in the United States.

In determining the location of 2 “mevable asser™ for purposes of § 802 57, the
FTC staff looks “not only fo where the assers worg generally locsted and who owned the assets,
Bt also to the source of the revennes penerated by the movable assets. ™ ARA, Premerper
Nonficarion Praceiee Manual, Interpreration 265 (1991). Thas, the portion of the license
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arriburable m the foreign patems is "located ourside the United Suates™ becanse the spurce of the
revenues penctated is forelgn intellectual jropaty. The remalning portion of the Heemse
arributable 1o the U.S. patens is locsted in the Unired Siares.

To value this asse!, you stated that Company A should detérming in good faith 1he
reasonably expected amount of the royalties w be pafd. Under Interpretation 116 of the
Premerger Norification Manual, when a payment is contingent, “the acqunng persen (buf nat
netessanly its board of dircciors) should make an #for 1o detenmine in geed faith the

reasonably expected ampont of the courngent payment.” ABA, Premerper Notification Practice
Manual, Inprpretation 116 {1991]; see alse ABA, Premerger Nomification Practice Manviad,

Imterpretation 129 {1991).

Therefare, the patent Heense granted 1o Comspapy A would be exempt nnder
Section 842 5]. The porgion of the lcense mmibytable 1o the foreign patents i5 “Jocpied ourstde
the Unired Srates.” The remaining portion of the license, wihich is amibuiahle 1o the W 5.
patents, i= wogth less thap $15 million. Aceordingly, the Heense would be an sequisition by a
foreipn person of less thap $15 million n azsets locared in fhe United States, and thus pot
repartable.

TMease call me promprly at—)ﬂiﬂ'e thet any part of o
comversation was pasundersrond  Thank you for your assistance

Qincerely,
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