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Council Regulation (CEE) NO 3842/86 of 1 December 1986 laying down measures
"to prohiblt the release for free circulation of counterfeit goods has been

In force since 1 January 1988.

This regulation obliges the Commission to report to the European Parliament
and the Counci! after a period of 3 years on the functioning of the system
set up. This communication contains the report the Commission has drawn up

on the subject.

It reviews this initial- period of operation, Identifies failings In the
system and sets out an initial list of possible remedies to them. A
pfoposal for an amendment to the regulation will be submitted as soon as
the conclusion of the GATT Uruguay Round negotiations allows the Commission

to assess all aspects requiring the regulation to be amended.



Report from the Commission
to the Council and the European Parliament
on the functioning of the system set up by
Council Regulation (EEC) No 3842/86
of 1 December 1986 (Counterfeit goods)

I. Council Regulation (EEC) No 3842/86 of 1 December 1986 laying down
measures to prohibit the release for free circulation of counterfelt
goods{1) introduces an instrument for protection at frontiers - purely
vis-a-vis third countries - whose role Is to compiement mechanisms for
the defence of trade mark rights within each M.S. It gives the owner of
a trade mark the possibility, on request, of obtaining from customs the
suspension for a specified period of the release of goods entered for
free circulation, in order to allow the owner to bring the matter
before an authority (normally the courts) ‘competent to take a
substantive decision on whether there has been an infringement of the

trade mark in question.
The provisions of the Regulation concern in particular

- the activation of the mechanism - how the trade mark owner's
application is treated (Title |11)

- the conditions governing action by the customs authorities and by the
authority competent to decide on the case (Title V)

- the fate of goocds found to be counterfeit goods (Title V).

Article 11 obliges Member States to communicate all relevant
information on the application of this Regulation to the Commission and
obliges the Commission to make a report to the European Parliament and
the Councll on the operation of the system thereby set up within three

years following the entry into force of the Regulation. This Is the

purpose of this report.

(1) 0J L 357 of 18.12.1986



Il. Implementation of Reguiation (EEC) No 3842/86

Although directly abpllcab|e,'Regu|atlon No 3842/86 could not bécome
operatlonal without organisational measures of a procedural! nature
being taken by Governments or national Parlliaments. MSs had a year
between publication of the text and its entfy in force on 1 -January
1988 and most of them adopted the provisions needed to make it
operative in practice. However, two MSs were not ready on the date
laid down, lIreland which made It operatlve from 10 May 1990 and Italy
which still today has only partially completed the necessary Internal
procedures in this regard. The Commission has Initiated proceedings
under Articie 169 of the EEC Treaty. .

tI1. Flgures on the operation of the system

The system set up by the Council lays down provlsions allowing the
practical application of the device in MSs to be monitored. On the
basis of its Regulation (EEC) No. 3077/87 of 14 October 1987(2), the

Commission is informed

(a) at the end of each year, of all the applications made In MSs,

whether accepted or not ;

(b) periodically, of the cases In which release of the goods is

suspended and how these procedures develop later.

The Commission communicates this information toc the other Member

States.

(2) 0J L 291 of 15.10.1987



The information recelved up to December 1990 ylelds the following

results

- Release of goods entered for free circulation was suspended in
735 cases In the Community. These cases are divided between the

following MSs

Germany (148 cases)
Spain (9 cases)
France (126 cases)

United Kingdom (452 cases)

In the folliowing MSs no request has ever been accepted by the

competent authorities

Greece

ireland

Luxembourg
The Netherlands

Portugal

As regards these countries, the Commission has received information
from Interested circles according to which attempts to make
applications in Greece and Portugal have failed for reasons due to the
system applied. Moreover, In Denmark considerable difficulties were

encountered by one owner before his application was finally accepted.



Iv. Patterns of trade found by the system

Besides the findlng that the "counterfeit goods" regutation system Is
in practice clearly only partlially applied Iin the Community, the

fo]lowing assessment can be made of Iits implementation

- The great majority of decisions to suspend release (at least 80%)
taken by the customs authorities concern Importations by travellers
or sent by post. The quantities Imported are In'all cases relatively

-small. On the other hand, larger commercial scale operations (several
hundred or thousands of units) are relatively rare (usually less than
5%). The fact that in Spain all the suspension decisions accounted
for (9) concern only commercial! operations leads one to suppose that
there s currently no control there of traveliers' iuggagé' or of

postal consignments.

- The prodUcts concerned by the susbensions are consumer goods (above
all those of a prestige trade mark (textiles, clocks and watches,
leather goods, perfumes, kitchen equipment, spare parts, toys)). The
owners of the trade marks in question are European, not necessarily

from the Community. An American request was recorded in one MS.

- In certain cases, there were importations of products without a trade
mark and the importation of the trade mark embiems ("logos") was done
separately so that the counterfelting was intended to be performed
only after the release for free circulation in the EEC.

The adoption of such a strategy by producers of counterfeit gdods
demonstrates a certain efficiency of the system Iin those EEC MSs
where It |Is really applied. It is to be feared that this “division of
labour" in counterfeiting will be of growing importance in the

Community in the future.



Structural problems affecting the operation of the system

A system of customs Intervention such as that In Council Regulation
(EEC) No 3842/86 must disturb the interests of legitimate International
trade as littie as possible. Apart from the obligation on the trade
mark owner to provide a security to cover any harm which might be
caused to legitimate trade, the balance of the system depends
essentially on the direct access of the Iinterested parties to "the
authority competent to take a substantive decision", normally the
courts. This contro! of the legaltity of the suspension of the release
of goods declared for free circulation only being a posterior|, the
operational value of the system depends upon the fact that In the first
stage (for 10 days) the action of the owner of the trade mark is
privileged and once this period Iis over, the goods are either released
or else the case will have been taken before a court. The Commission
has not received any complaints that this means of proceeding causes

excessive harm to the interests of legitimate trade.

However, some MSs have feit, beyond that, the need to Introduce a
control prior to action by customs by providing for a special authority
to decide whether or not the application should be accepted.

Such a procedure, which is authorized by the current Article 3(4) of
the Regulation has appeared as an obstacle to the effective application
of the system set up by it by the single fact that it requires
additlional action by the owner in order to activate the operation of
the mechanism. Thus, in the MSs with such a system (decision by the
courts In Belglum, Greece and Denmark, by an administrative authority
in the Netherlands), no application has been accepted except In
Denmark, where it was only done so after prolonged legal battles, and

in Belgium where a single request has recently been notified.



VI.

Insofar as applications have to be made to the courté,'ln cerfaln MSs
these have tended to consider the applications In the l!ght o} the
criteria appllcable_to the admlssibillty of Ieéal prbceedlhgs under
civil law. Actuéfly,‘aﬁpllcatlons have been rejected because of the
nere fact that the trade mark owner making the appllcatlbn Is not in a

position to name the person of the importer as a IItIgan{. Howéver. the

“identity of this person is not normally known to the owner until later,

i.e. when he Is informed of the suspension of release purs_uant to the

third sentence of Article §(1).

On the basis of this experience, the Commission Is convinced on the one
hand that the courts are not the appropriate bodies to decide on the
application, and on the other hand that» speedy‘ action, which is
|nd|§pensable for the efficiency of the system, is only possible if the
trade mark owner can make his application directly to the‘ customs
authority. Moreover, in a certain number of cases it has proved that
the customs authorities were not in a position to .suspend the release
of counterfeit goods being imported because the outside authority to

which the application was referred was taking time to decide.

Interpretation of the provisions of Reguiation No 3842/86 depriving it

of Its utility

1. Apart from the problems arising from the way procedures are
organised in certain MSs and the operational mechanisms of certain
authorities, in practice the system can also suffer paralysing
effects If too great a demand is made as regards the amount of
information to be provided by the trade mark owner to activate the

- system. Given the still sporadic nature of its application In the
CQmmunlty, fhe Commission has reason to think that such

administrative practices do exist.



Thus It seems excessive to ask the trade mark owner to show (as
well possibly as the name of the person of the importer) the
place and/or time of Importations suspected of Involiving
counterfelt goods, Information which normally he does not have.
The Commission Is of the opinion that In Its current form
concerning only the protection of trade marks, Councl| Reguiation
(EEC) No 3842/86 Introduces a real system for finding counterfelt
goods at the external frontlers of the Community. In fact, If
this was not so, the limitation to a speciflied period of actlien
by customs pursuant to the second subparagraph of Article 3(3) of
Counci! Regulation (EEC) No 3842/86 would not have any sense.

The Commission |s moreover of the opinlon that such a search
system at the frontier has certaln advantages In Itself,
Independent of the possibility of setting In motion the processes
of criminal law with regard to counterfelt goods discovered after
their entry Into the distribution clircult of a Member State. Thus
the explanation glven by the Netherlands authorities with regard
"to the lack of requests pursuant to Article 3 of Regulation No
3842/86, |.e. that trade mark owners are refusing of their own
volition to use the measures In the Community Regulation, is not
entirely convincing and will have to be examined In greater
depth.

It Is moreover clear that a search system such as that concelved
by Community Ieglslatdrs Implies substantial”™ efforts at
administrative level to ensure that the system Is effective.

This does not exclude the trade mark owner for his part having to
give maximum cooperation to the customs authorities to whom he is
applying and having to give them all pertinent information at his
disposal (Art. 3(2)).



.VMoreover; a major obstacle to the propér funcflonlng‘of the system
in practice arises from the fact that the “territorial" competence
of the authority which must act may be too Ilimited. Such a situation
is such as to multiply the difficulties encountered by trade mark
owners in 'taklng .the measures enabling them 'to obtain effective
protection af Community frontlers. If it Is already laborious - for
want of the existence of the common structures of a Community
customs administration - to make an éppllcatlon In each of the 12
MSs (the possibilities currentiy being restricted to 11) in order to
obtain Communlt} scale protection, the fact that in a single MS
several, even dozens of applications have to be made to proteét a
trade mark against importations of counterfeit goods just In that

country ts something which could put people off using the system.

anally, the requirehent for a fee for action by cqstoms appears
justlfiabie in the context of the system insofar as substantial
efforts are made at administrative level to ensure its effective
operation. Also Regulation (EEC) No 3842/86 provides (Art.3(2), last
subparagraph) for the possibility of requiring such fees and several
MSs have taken up this possibility. It goes without saying that‘such
fees must remain in proportion to the interest of trade mark owners
in "buying" protection at frontiers. I|f the price -is too high,
particularly when a fee comes on top of a situation such as that
described in the preceding paragraph, the resultant effect |is

‘Inevitably to put people off using the system.

40



Vili. Possible measures to remedy the main failings
Application of Regulation (EEC) No 3842/86 In all MSs
The Commission 1is of the opinion that glﬁen the stage of
preparation of' legislation In the Member State concerned,
proceedings other than those taken under Article 169 of the EEC
Treaty are unnecessary. )
s1Lus1uLa1_nL9D1ﬁms_a11ﬁsi1ng_1ng_1ungllnninﬂ_gi_Lnﬁ_sxslﬁm
Taking into account what has been described In V above, the
solution could consist of an amendment to Article 3 of Regulation
(EEC) No 3842/86 providing that the customs authority is in all
cases competent to decide on the application lodged by the trade
mark owner. As regards the time when such a proposal for an
amendment ailong these lines could usefully be submitted to the
Councll and the European Parliament, it would be appropriate to
envisage a global revisicn of the Regulation in question, in view
of a forthcoming agreement in the framework of the Uruguay Round.

VIil. Qther changes which have appeared desirable

Definition of “Counterfeit goods" withjn the meaning of Article

qr(a)

This definition should te extendéd and Include not only "goods

bearing without authorization a trade mark" but also the trade

mark embiems (logos) themselves and packages and packing bearing.

the trade marks of the products to which they refer.

Definition of the term "entered for free c¢irculation" (Art.3(1))

It would seem useful to specify that declarations may be made 'in
writing or orally, in order to leave no doubt as to the fact that
all Importations entered for free circufation are covered by the

Regulation.

77



lmportations of a non-commerclial nature
Trade mark owners’ Iinterests have GXpressed themselves In favour

of abolishing the exclusion clause contained in Article 9 of

Regulation (EEC) No 3842/86 concerning of travellers and small

consignments of a non-commerclal nature.

The Commission recognizes the pdsstblljt&‘of what might be called
“"trafficking by ants", but it 1is of the opinion that the
principle according to which.the protection of trade marks |Is
limited to transactions of a commerclal nature remains valld and
it finds confirmation In the context of the draft agreement on
intellectual property rights drawn up as part of the Uruguay

Round.

Hence, in defining the rules to be observed by the individual
consumer for Importations Intended for his personal requirements
the parallel established in Article 9 with the rules concerning
duty reliefs (Council Regulation (EEC) No 918/83) applies quite
naturally and should not be called Intb qguestion. I|f those rules
include notions with a certain elasticity such as "personél use”
or “non-commerclal nature", It Is nonetheless true that they
could 6n|y be replaced by stricter provisions at fhe cost of a
loss of flexibility, which is indispensable in application at
local level in order to deal with the large variety of situations

in practice.

The Commission is therefore of the opinion that Artlcfe 9 should
be retained in Its present form except to delete from it the
reference to the rules concerning the standard rate of duty
specified in the Preliminary Provisions of the Common Customs

Tariff, which risks giving rise to misunderstandings.

12



The fact that the statistics show (see |V above) that a

relatively high proportion of cases of suspension of release for
free clirculation concerns products contained In travetlers’
luggage and postal consignments should also reassure tfade mark
owners that they are not deprived of protection in this area.
However,Ato avold the travelier returning from a third country
into the Community being confronted too abruptly by the rigour of
the provisions of the fight against counterfeit goods, measures
should be taken to give greater publicity to these rules. The
traveller should be clearly informed In Community ports and

alrports at the moment of his departure.

IX. conclusions

Apart from the Implementation of Council Regulation (EEC) No 3842/86
which has not yet been achieved, a certain number of adjustments should
be made Iin particular to remedy a structural problem. The common
structures of a provision which was Intended as a regulatory framework
should be strengthened. An Important step along this road will be the
introduction of a Community trade mark since it will dispense with
proving that the trade mark is validly registered in each MS where the
trade mark owner wants to lodge an application and it will thué
simplify administrative formalities. Moreover, this consolidation will
remain Incomplete so long as the conviction that intellectual property
constitutes a common patrimony which should be protected Iis not

generally recognized in the Community.
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7]

If the Regulation (EEC) No 3842/86 system as it currently operates in
the COmmunlty can be substantially Iimproved - the results it has
produced may be considered modest —bthe objective limits to which by
its nature'any system of control at frontiers is subject should not be
lost sight of. Taking into account the volume of the EEC’'s external
trade - the value of Iimportations Into the EEC is around 500 thousand
million ecus a year - customs control can only be done by spot checks.
Although it can produce some interesting results, it will never ensure
complete protection. Frontier control can therefore only be one means
among many in the fight against counterfeit goods, the full impact of
an efficlent policy in this area having also to come from greater
international discipline effective at production level and stricter
supervision of the distribution network within each Member State.
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