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ALTROPUCTION

1. Trensfer of technology on a commercial basis may be brought about
either by licensing contracts or by sales contracts. At the outset,
it would seem that there is a great difference between these two lsgal
procedures: in the case of a sales contract the technology becomes

the property of the buyer and the buyer can use it as his discretion

an !t serves a useful purpose in his production; while the licensing
contract is merely a temporary authorization given by the licensor to
the licensee to use the licensed technology under the terms set out

in the contract. In fact, the eale may be concluded subject to
certain conditions similar to limitations normally set out in licensing
ocontracts. Licensing contracts, on the other hand, may provide for

& gratuitous licence after the expiration of the licenaing contract
which putls the licensee for all umseful purposes in a situation not very
different from that of a buyer of a technological process. The two
legal forms of commercial transfer of technology could therefore be
considered as a mere technicality, the actual problems of commercial
transfer of technology being essentially determined by the technical,
soonomic end financial content of the contractual relations of the parties
rather than by the legal classification of the contract iteelf.

2. The strength ef the bargaining position of the potential licensor
has decisively influenced the content of the contractual relations bet -een
Licensor and licensee in the formation of modern practices in trade of
production licences. The present contract practices related to oommercial
tranafer of technology are characterized by a narrow definition of the
liabilities of the licensor and by a strict limitation of rights granted
to the licensee. In the relations between enterprises of industrialized
countries this situation does not seriously affect the development of

~ commercial transfer of technology since the flow of technology normally
goes in two directions, so that an enterprise which happens to be a

licensee in one particular commercial operation may play the role of a
licensor in others.




This sort of automatic correcticn does not exist in relations between
snterprising developed and developing countries and it therefore appears
necessary to adjust the present contract practices in trade of licences

to meet the special conditions of developing countries with a view to
oreating for the benefit of enterprises in these countries a stronger
oontractual proteciion of wheir ecomomic interests which they are generally
not at present in a position to achieve in the process of negotiations.

Such an adjustment of present contract practices is also o1 utmost _i,mpozh-
tance since the transZer of technology is certainly one of the essential
elements of a raticnal industx“ialization of developing countries. 1The
various problems r:lated to the drawing up of licensing contracts for
commercial transfer of ‘iechnology he fe'—the'c‘efore to be reviewed from the
point of v.ew of adequate protecticn of legitim.te interests of developing
countries. In this review the technical, economic and commercial aspects of
the problem will of course be decisive. The possible legal solutions

that could be recomiended to enterpiises and to the Governments of developing
countries will have tc be formulated on the basis of findings which may
result from the technical anc economic analyses of present relations lLetween
developed and developing countries in the [ield of commercial transfer of
technology.
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- 1. CHOICE oOF TECHN IQUES

3.  The choice of teochniques to be purchased by entarprises of developing
ocountries is a problem which the parties have to solve before entering

&n agreement on commercial transfer of technology. 1In this respect,
industrial enterprises of developing countries often complain that the
present treond in commercial practices applied to transfer of technology
does not give them an actual access to modern industrial techniques.
Developing countries are anxious to prevent enterprises of developed
countries from selling at a high price to developing countries, outdated
techniques for which developed countries have themselves no further use in
their own production. To protect their interests, developing countries
sometimes iry to insert into licensing contracts a clause according to
which the liocensor guarantees that the industrial processes he sells oorres-
pond to the most modern techniques known in the field of the industry °
concerned.

4. The practical efficiency of such & clause is rather doubtful as the
phrese "the most modern techniques" is difficult to define clearly and nay
often lead to disputes as to its actual meaning. The latest techniques
are usually sold at a high price smince they may not yet have been amortized
by the licensor. Also, they may not have been industrially and commercially
proved, in which case the licensor may be even less inclined to guarantee
their practical results and possibilities of utilizatien. Finally, the
question has been raised as to whether certain highly sophisticated and
modern techniques offer the best means for industrial development in
developing countries. It has been suggested that the best solution to

the problem of the choice of techniques to be acquired by an enterprimse of
a developing country would be for the enterprise to initially choose a
well-proven classical industrial process and to stipulate in the clause of
its licensing contract rclated to improvements that the licensee should be
given the benefit of all later improvements and innovations made by the
licensor to the originally transferred techniques.
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5. Another problem of choice of techniques may arise with regard to
patented and unpatented industrial processcs. A 8till widely held opinion
is that patented techniques should be ascribed a higher value and
accordingly a higher price than unpatented techniques. Hany licensing
contractis contain an annex listing the patents involved in the operation,
some of which have rc direct bearing on the licensed techniques. The
licensee would therefore be well advised to carefully scrutinize such
lists of patents and to request that patents not directly involved be
deleted from the 1list. This would give the licensee an opportunity to
request a lower price. It is true that a patent constitutes a higher
protection against actions in infringement but similar protection may be
obtained by the licensee through a contractual clausc whereby the licensor
states that, to the best of his knowledge, the techniques which he has
transferred to the licensee cannot be legally disputed by a third party and
commits himself to assist the licensee on any action in infringement brought up
by a third parly against the liconsee. Thc modern trend in patent regis-
tration is not to publicize the tecchnical details which are essentin]l for
industrial utilization of patented techniques. likcnce the mere acquisition
of & patent without the relevant industrial know-how may prove to be of no
practical value to the licensee. In concluding their licensing contracts
the enterprises of developing countries should insist on receiving not only
& patent right but also the corresponding know-how and all other relevant
technical information necessary to industrial implementation of the trans-
ferced technology.

>
6. Even before starting to negotiate actual conditions of a licensing
contract, the potential licensece will have to decide the most appropriate
techniqucs to be acquired. This is often a difficult problem for a
potential licensee and, for this purpose, he should have recourse to an
angineering bureau specializing in the particular ficld of interest, provided
one is available that has neither financial nor tcchnioal links to the
potential licensor. IHowever it should be borme in mind that useful as

it may be, the intervention of an engineeriig bureau will involve
additional cost $0 the licensee.




Enterprises of developing countries may find it advisable to request the
assistance of an independent expert, provided by the United Nations or
by other international organizations, to help make the best possible and
the most advantageous choice of techniques to be acquired. UNIDO could
Play a particularly important role in this respect.

1. In addition to making a preliminary decision, possibly in con-
sultation with an outside expert, on the techniques to be acquired, the
potential licensee will also nced to determine whether the transfor of
technology should be given the form of a separate contract or whaether it
should be incorporated into a complex agrecement on industrial co-operation.
In relations between enterprises of developed countries, separate licensing
agrecments are frequent, the licensee, starting from techniques he has
acquired, undertakes to sccure independently his own production and marketing
strategy for his own pProducts. An enterprise of & developing country may
need for the same purposes not only the benefit of technical knowledge but
also assistance in rroduction, in management and in marketing. At first
sight, it would seem that the incorporation of a licensing contract in a
broader agreement on industrial co-operation would bettor serve the interests
of enterprisas of developing countries. Such an incorporatisn may, however,
increasc the global cost of the operation and put somc restraints on the
independence of the licensec. The situation has therefore to be reviewed
from all possible points < view and the advantages and disadvantages of
each solution have to be carefully studied so that the enterprises con-
cerned may be awarc of all factors that €> into influsncing their decisions.

Il.  INCORPORATING LICENSING CONTRACTS INTO COMPLEX
ARRANGEMENTS ON INDUSTRIAL CO-OPERATION

8.  Licensing contracts dealing with transfer of technology ofton contain
provisions concerning such related subjects as technical assistance granted
to the licensee by the personnel of the licensor's firm, training of
licencec's personncl in licensor's plants, use by the licensee of licensor's
trademarks and the like.
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As long as the transfer of technology remaine the central point of the
oontractual relations of thec parties, thc question as to the preference

to be given to a single contract covering all the aspects of those relations
or to a serics of separat: and specialized contracts is a purely formal

one and has no imporiance Jrom a substaniive point of view.  However,

the situation appears to b: cntir:ly diffirent in casc. where 'the transfer
of technology is only onc of the various elements of a large-scalc operation
designated to create or tc develop au important industrial undertaking in

& developing country. In such cases thu Government of a developing
country or the enterprise of this country will have to decide whether to
obtain the necessary tcchnology themsclves under a sceparate licensing
egreement and latcer take the lead in the construction and the operation of
their plants, or whether to sntrust the supplicer of technology with the

role of general contractcr which means he will be responsible for supplies
and services required for the construction and possibly for the operation
of an industrial plant.

9. The dccision to engage a gencral contractor has aivantages for an
enterprise of a developing country since the contractor will have to assume
responsibility for inc choicc of technology and appropriate equipment.
Moreover, hc will be rasponsi®ls for the results of the industrial project
implemented by him wilhout the client being obliged to establish proof of
the ocontractor's negligence. llowever, the contractor should not be held
liable if evidence proves that the clicent is to blame for unsatisfactory
results e.g. the clicni's use of infericr or inappropriate raw materials,
or some other default in the actual plant operation. But even in such
oages the contractor may have to assumc part of the liability if, for

example, the contractual arrangements between the partics were extended to

technical assistance to,or manegement contracts for plant uperations.

10.  The transfer of liabilities from client to general contractor would
- for two reasons involve for an ecnterprise of a developing country & sub=
stantial increase in the global cost of the operation. On the ome hemd,
the general contractor will be the master of the prices. o




Por exammple, in buying from o third party the nccessary equipment which he
does not himself manufacture, the contractor may be tempted to include his
usual margin of profit on cach item he will charge in his global price to
his client. Ii{ is possible that there will be a considerable price
difference hetwecn the slobal orices charged by the contractor and those
which the cnterprise would obtain through individual purchases of the same
machinery and equipment. However, in reviewing these differences the
contractor's liability should be borne in mind and he should be allowed a
reasonable surplus charge for his margin of security.

M. The justification for a margin of security can hardly be disputed.
Even if the licensec takos on the responsibility for the construction and
the operation of his plant, hc must include an appropriatc margin of
security for all unforeseen events in the calculztion of his own cost prioa.
In the case of a "furn-key" contract for construction of a factory and
particularly in cases wherc a "turn-key" contract is completed by management
. and marketing contracts, the client is entitlod to claim that the security
margin of the general contractor be kept within recasonablc limits. A client
should also have the possibility of controlling the global price prosented
to him by a gencral contractor in order to be able to judge for himself
that the contractor's Prices do not unrcasonably cxceed those on the market.
In practice, an enterprise of a developing country would be well advised to
invite a proposed general contractor to submit it with a brecak-down of
prices for each item included in the general proposal. In this way the
enterprise will be in a position to compare the global price proposecd by the
general contractor with orices wh ~h the enterprise could obtain in cncluding
separate contracts for —arious supplies and services necessary for the cone
struction and the operation of its plant. Only on this comparative basis
will the enterprise of a developing country be able to decide whether it is
preferable to conclude a scparate licensing agreement for transfer of
tochnology or to incorporate it in a more comprehensive contract dealing with
several other elements which contribute to the creation and development of
&n industrial venture.
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II1. DURATION OF LICENSING AGREEMINTS

12. The licensing agrcements for transfor of tochnology are normally
ooncluded for a period of time corrcsponding to the prospective life of the
contracted technology. The contractual duration of licensing agreements
varies at present from fivc to ten ycars. Since the practical value.of a
glven technique may be longer than the original pcriod of time provided in the
contract and especially since this practical valuc may be extanded beyond the
time-1limit originally set out in thc contract owing to inventions and
improvements brought about during thc cxistence of the contract, it is
normally stipulated in liccensing contracts that they will be tacitly renewed
unleas‘One of the partics terminatcs it at a certain time, Bay, six months
before its expiration s fixed in the contract. Although often used, this
renewal clause may not in all circumstances be the best solution to the problem
of duration of licensing agreements. If at the time of the expiration of
the oontract the licensed techniquc still has practical value, this value

may have been progressively diminished so that the continuation of the
agrecment under the same conditions as in thc original contract may become

too burdensomc for the licunsec. Considcration should thercfore be given

to the idea of ncgotiation, before thc expiration date of the original
oontract, for a ncw agrecment which would take into account the actual value
of the licensed technique at the moment of the conclusion of the new agrocment.
Anothor way of adjusting a licensing contract to a possiblc change in the
practical value of the licensed tochnigques would be to adopt in the original
contract a dogrossive scale of remuncration for the licence. In this

oase, it would be possible to combine the remuncration clause with the
procedure of tacit rencwal of the contract.

13.  The incorporation of a licensing agreemeont into an ovor—-all oontrect
for construction and operation of an industrial project in a developin‘
country would not necoessarily altcr the solution to be sdopted for the
problem of the duration of the licensing contract. Certain parts of the
over-all contract will, of course, be terminated before tho normal expiration

of the licensing agrecmont.
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It is therefore necessary to state clearly in the contract that the time-
limits stipulateqd separately for the different parts of the contract are
independent of each other and that, regardless of the termination of other
parts of the over-all contract, the provisions relating to the transfer of

technology will remain in rorce untii the end of their fixed term.

14. According to general principles of law, after the expiration of the
original or the renewed period of duration as fixed in the licensing contract,
the licensee is not allowed to utilize the technology which has been trans-
ferred to him by virtue of the contract. This prohibition may even be
extended to techniques derived by the licensee himself from the licensed
technology. Licensors have included such prohibitive clauses in many
licensing contracts; sometimcs they even request that, after the expiration
of the contract, the licensec raoturn to them all the documentation including
models, drawings and designe which were supplied to the licensee within

the framework of the original contract. llowever, the strict application

of legal principles invoived would be harmful to the interests of the
licensee; to undertake an industrial project based on the technology
obtained from the licensor, the licensee was obliged to make important
investments and to secure a market for his products. Thus it would be
unrealistic to ask him after date of expiration to stop production or to
reconvert his business particularly when he may not have amortized his
eéxpenses or have drawn sufficient profit from his investment. It would

seem equitable to allow the licenses to continue to exploit the licensed
technology even after the contract [ as expired. Fron the legal point of
view, such a result could be achieved by stating in the contract that on the
expiration of the time-limit originaily fixed in the contract the licensee
will be granted a gratuitous licence for the technology, with no set time-
limit attached. If the licensor were not inclined to accept such a liberal
solution, a compromise may consist in reserving contractually to the licensee
the exclusive right to renew the contract at his own discretion but of course
at a reduced price. In order to avoid subsequent discussions among the

parties as to the reduction of the contractual price in case of a unilateral

renewal of the contract by the licensee, it would be advisable to fix in
the original contract the rate of the reduction in the situation envisaged
here.
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15. In addition to the normal termination of a contract by the expiry of
the period of time fixed for its duration, a licensing contract may also |

be terminated during its duration period by agreement between both parties

or by the decision of onc of the parties if such an unilateral cancellation

of the contract is supported by general law or by an expressed provision
within the contract. Irn seneral, it may be stated that, as in all mutually
obligatory contracts, a party to a licensing contract is centitled to cancel

the contract if he can prove that the other party has not honoured his
contractual obligations. This prifciple is firmly cstablished and cannot

be disputcd in law. ‘lowever, it is much too general to be applied in concrete
cages without giving rise to unccrtainties and litigations between the parties.
In numerous licensing contracts, the parties thercfore carefully enumerate

the conditions under which the licoensor or the licensee muy cancel the contract
because of actions or omissions, or bccauce of the general attitude of the
other party. 'This way of procceding is certainly commendablc. The usual
practice in this respect is strongly influenced by the interests of licensors.
It would seem useful to review thc matter from the point of view of the

interests of the licensce particularly to those from developing countries.

« Justification for cancellation

16. The following cascs may be considered as justifying canoellation of a
licensing contract by the licensor: '

(a) T-lay or default in payment by the licensee.  The principle

of cancellation of thc contract by the licensor if the .icensee does not

make his payments at a due date is hardly questionablec. ilowever, it is
oustomary to fix in the contract a time-limit after the due date during
which the licensee will be givun the opportunity to meet his payment
obligation. The right of the licensor to cancel the contract should then
be exerciscd only after thc expiry of the new time-limit. T. e cancellation
of the contract will not relieve Lhe licensee from payment of sums due at the
date of cancellation and of interests accumulated on these sume at a rate
which may be fixed direct in the contract or by reference to the legal
discount rate in the country of the liccnsor or of the licensee. Preference
may be given in this respect to the official discount rate of the country of

the licensor which is the normal centre of licensor's financial activities,

including prima facie utilization of sums carned abroad.
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Payment by the licensec of sums due plus interests ig often not the only
financial consequcnce of the cancellation of a licensing contract by the
licensor because of the delay in payment by the licensee. The licensor

W&y claim in such a cage that he has suffered damages ac a result of being
obliged by the default of the licersce to cancel the contract before the
normal datc of its expiry and thus he may ask to be indemnificd to the

extent of all sums Plus intercstg which the licenscs would have paid had

the contract not been cancelled,  Phe problem is not purely thcoretical ag
actual claims of this type have been madce by licensors, cither in negotiationsg
for licensing agreements or in litigations. The solution to this problem
will ultimately depend on the respective bargaining power of the partics
concerned. The licensces may have good rcuesons for resisting the licensors?
claims to indemnification: the transfer of technology docs not represent for
the licensor additional costs, the technology having been amortized to some
extent by use in the licensor's own production, and the cancellation of the
contract gives the licensor the possibility of granting the licence to another
enterprisc operating in the same country as the licenseec. The problem is
important enough to be clearly and specifically settlod in the contract.

(v) Unauthorized transfor of licence or subcontracting by the
licensac

Under a licensing contract the licensce is usually not allowed
to transfer his contract or to ubcontract a component part of hig production
to a third party without eXpruss authorization by the licensor. This
solution which appears in practically aljl licensing contractg derives f-om the
personal character of the licensing contract grantcd by the licensor to
& specific person, the liconscc, in whom the licensor has confidence. It
would appear difficult for the licensce not to accept such a limitation of
his frecdom of action based on the very csscnce of the liconsing contract.
He may, however, at the time of concluding the contract foresce conditions
under which he might latcr have to transfer his business to another enter-
prise or subcontract certain aspects of his production activity. In viow

of such contingencies, the licensce may obtain an advance authorization from
the licensor, on signing the contract.
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But without the authorization by the liccnsor either given in advance or in
a conorete casc, the licensce should neither transfer the contract nor sub-
contract. Such action could be considered as a breach of contract on the
part of the licensec and could give the licensor the right to cancel the
oontract, the licenscc romaining responsible to third parties for the non-
fulfilment of obligations resultiig from the tronsfer of licences or from the
subcontract. The cancellation of the liconsing contract by the licensor
would not scem to give risc in this case, as in thc situation treated
above under (a) end for the same rcasons, to any damages to be paid by the
licensec to the liccnsor. This solution should also be cxpressly reoorded
in the ocontract.

(c) Cessation of activities and chonges in the structure of
licenseco's enterprisa.

It would seem natural to apply the same solution (possidility
for the lioensor to cancel the licensing contract, but without the right to
indemnification for damages) in cases involving the transfer of lioensee's

entorprisc as a whole to a third party such as bankruptcy, sale of business,
assignment of asscts to another enterprisc and the like. Although the
licensor may agrce to listing as part of transferablo asscts the licensing
oontract for the remaining time pcriod of duration and under the samc
oonditions, hc does have thc right to cancel the oop$ract at the time of the
transfer. Most of the licensing contracts contain a further clause whioh
states that the right to cancel the contract is gramted to the 1iocnsor

in cases where changes in the structurc of licensce's enterprise has taken
place. For example, the licensece or the partnors of the licensed enterprise
have transferred their participation to other persons, or a private enterprisc
has becomec nationalized. This solution is also justified by the personal
oharactor of tho liconsing contract but to be applicable must be expressly
stipulated in the contract. Soiic licensors require even more stringent
clauses and try to obtain under the tcrme of the oontract the authority to
cancel the licence in cases of notablc diminution of lioensece's crodit
worthiness cven beforc the licensee's financial difficultics have become .
apparent through actual delay in payments or by opening of judioial "winding-
up" proceduros. However, it is bclicved that a olausc to this effect would

give the lioensor too much power of « i : etioi.
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Owing to the vagueness of the conditions under which such a clayuge is supposed
to be applicable, its application would certainly give rige to numerous
litigations. In a well-balanced licensing contract, taking equally into
account well-founded interests both of the licensors and the licensees, a

"credit-worthiness" clause should therefore be carafully avoided.

(d) Non-fulfilment of his specific obligations by the licensee

In addition to his essential obligation to pay the contractual
price, the licensee takes upon himself several other specific obligations
such as obligation to Secrey or obligation to respect the territorial
limitations put on the use of the licensed technology. Under certain
licensing contracts, the licensee undertakes to exploit industrially and
commercially the technology he obtained from the licensor. The actual
scope of the licensee's specific obligations as well ag the financial
consequences of their non~-fulfilment are discussed below under the relevant
sections (see IV, V, vI, VIITI below)., I: -ill sufi'ica to wention % 4 iu .11 such
cases of non-ful filment by the licensee, the licensor maintains, besides his
right to claim compensation for damages proved, the right to cancel the contract
if after having received from the licensor a notice to this effect the licensee

does not fulfil his obligations under t e contract in a reasonable time.

(e) Unlike the situation explained above in paragraph 14 for the case of
normal expiry of licensing contract, a licensing contract that is validly
terminated by the licensor in conformity with legal principles or contractual
provisions set out in sub-paragraphs ‘a) to (d) of the present paragraph,
allows the licensor to request the licensee to return forthwith all documentation,
information, drawings, designs and models supplied to him under the contract.
Also, the licensee must refrain from making any future use of the technology
which was the subject matter of the licensing contract as well as of the
technology derived from it.

17. The personal character of licensing contracts which results in very
stringent requirements maintaining the original identity of the liocensee,
plays a less decisive role in so far as the personality of the licensor is

concerned,
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Having received initially the necessary technical documents and information
from the licensor, the license~ has no valid reasons for nor actual interest
in requiring that the identity or . tructures of the licensor remain unchanged
during the cntire 1ife of the licznsing contract. The necessity and the
possibility of cancclling & licensing contract could only arise for the
licensec if he cannot obtain from tli. liccnsor that the latter fulfils
correctly his obligations under the contraet and if licensor's default is
going on for such a period of time that the continuation of the oomtract
becomes of no practicul value to the licensee. In such a case the licensce
is prima facic ontitled to appropriat .  compensation for damages incurred and,
if he deems advisable, he also may cancel the contract. The problem of the
right of the licensece to cancel the contract before its normal expiry has thus
to be cxamined in resgpect ot the various obligations of the licensor under the
contract i.e. the supply of technical data and of improvements to the original
technnlogy, performance guarantecs, if any, and technical assistance (see
sections IV, V, VI :nd VIII belo,.

IV. TURRITORIAL VALIDITY

18. A production licence is in most cases limited to the country where

the licensec’s plant is located. Sometimes the production licence is granted
only for a dafinitc plant of the licensee and cannot be used in other licensee’s
plants without special authorization by the licensor. An expressed extension
of the territorial validity of the production licence should be sought by the
licensee if he intends to distribute the production based on the licensed
technology among his various plants -.ituated in his country or in other
countries, as the casc may be. It has alrcady been noted that the same applies
to industrial subcontracting. The licensee should also bear in mind that

he cannot enter into an industrial co-opcration agreement with a third party

on production covered by the licensed technology without the consent of the
licensor. 1t should thercfore be recommended to the licensece that should he
have previously concluded an industrial co-operation agreement with a third
party he should record this fact in the licensing contract and obtain the
extensior of the licensing contract to his industrial co-operation agreement or
agreements. e may also c¢ndeavour to insert into his licensing contract an

advancc authorization concerning any industrial co-operation agreement with

third parties that he may conclude at a later stage.
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Otherwise he will be obliged to seck the liccnsor's authorization each
time he wishes to conclud: an industrial Co-operation agreement involving
utilization of the licenscd tcchnology.

19, In licensing contracts, 2 production liconsc¢ is usuelly issued in
connexion with a sales licensc whereas a sales licensc may exist independently.
Since this study is concorned primarily with the problems raiscd by commereial
transfer of technology, a discussion of scparatc sales licences ig not relc~
vant and is thus not included. Where a licensing contract covers hotin a
pPrecduction and a salesg licence, the territorial validity of the two elements
of the contract may be the same or it may diffcr, In the case of a licence
granted to an enterprisc from a developing country thc most «fficicnt solution
might be to concentratc the production in one country and to grant to the
licensee in that country sales licinoes for ng many dceveloping n:ighbouring
oountrios as it would appcar justified by the productivity or capacity and

the licensec's pPlant facilitics. A final decision on this point will have to
be taken in cach casc after 2 carcful considceration of the legal and factual
situation including such clements as the licensor's own position on the markets

concerned and the liccnecs Pruviously granted by him to other licensees.

20.  Both production and salus liccnsos M&y or may not be cxclusivs. 1In
oonferring an uxclusive liccnee, the liccnsor agrecs not to grant a similar

production and sales liccnees for compcting products. Howevar, there may

be situations where both partics mey find it mutually vencficial to allow

the licensec to add complcmentary techniques to the technology obtained under
the exclusive liecensc and to distribute competing products if, for cxample,
the licenseect's production, supplementced as it may bc by additional supplics
of final products by the licensor, is not sufficient to cover all the
requirements of the markets rescrved to the liconsoe. The mere mention in
the contract of the exclusive nature of the licenee grarted would thercfore
glve enough clarification as to obligations imposcd upon the licensor in this
respect. The corresponding obligations of the licensce shouvld, howcver,

be specificd in such a way that no confusion can arisc in respect of limi-

tations which derive, in so far as licunsec's freedom of action is concerned,

from the ¢xclusive nature of the licenc...
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21. As regerds developing oountries it would seem advisabdble to grant
exclusive produotion liocncos to enterprises from these countries in order
to strengthen the productiveness of their growing industries. It may also
be oonsidercd preferable to adopt the cxclusive licence form for the sales
licences granted in the country of production. As regards sales liocnoces
greantad ouiside the country of procuction, the choicc may be betwoen
exolusive salee licences for a restricted number of outside oountries and

. non-exolusive sales licences for a large number of countries, pecrhaps on

the rcgional or on a world-wide basis. A possible solution that has
recontly been adopted in some licceneing contracts is to grant an exolusive
production and sales licence for thc oountry of thc liccnsee, combined with
& non-exclusive sales licence for the region - and somctimes for the area
outside thc region - where production takes place. Naturally, this solution
oan only be applied in countries in which thc licensor has not already
granted to another liceonsee an exclusive sales licenco. Furthormore, the
non—-exclusive sales licence should contain a proviso according to which the
liconoe will automaticelly be terminated in the region or arce of conoern
when the licensor latcr grants an exclusive sales licence to another lioensee
in the territory. This solution may fit wcll into the framework of con-
tractual licensing rclations between enterprises of developed and those of
developing oountrics provided that the contract include a proviso used in
all oascs of salos licensing contracts which states that the sales cperation
initiated prior to the termination of the non-cxclusive lioenoe may be
oompleted by the former licensec, if neccssary after the termination of his
l1ioenoe. Jther formulas for concliding licensing ag-eoments between a
licensor from a developod and a licensee from e developing country could
also be formulated. It may in particular prove to be rational ~ always
from the samc point of view of productiveness and profitability - to ooncede
to an entorprise of a developing country an exclusive production lioenoe in
this oountry, oompleted by a series of exclusive sales lioences covering a
wide goographioal area around the oountry of production, it being understood
and eoxproesly stipulated in the liconsing contract that if, to foster the

- development of sales in various countries of the geographical area attributcd

to him, the lioensve dcems it advisable to grant in somgc of these oountries
sublicences to looal ontorprises, he should be allowed tc do so after having
merely oonsulted with the lioensor. '
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22, In introducing the idea of an exclusive licence into their licensing
contracts, the partics should Poy & maximum ottention to the lcegislation
which may cxist in the countries concerned in respect of restrictive

busincss practices. It is truc that the industrialization proccss of

many developing countrics may inducc the Governments of these countries to
put more cmphesis on csteblishing new and strengthening cxisting industrice
than on protecting froc competition. lowever, the creation of regional
common markcts could operate in the oppositc sensc in prohibiting agreomenta
which may hindcr the frce flow of goods butween member countrics of a common
markct. The preccdent of the Grundig casc decided upen by the Court of the
Buropcan Economic Community may indicatc the limits thnt showld be imposcd

on cxclusive licensing contracts in order to take ints ~ccount the possibility
of similar cvolution of other regional markets. To this ¢ffect the cxclusive
~8ales licence should be construcd so as to ruscrve to the exclusive liconsco
the rights of prospecting, publicity and merkoeting in the countrics for which
he has the exclusive sales licence without excluding the possibility of
"parallel imports", i.c. dircct purchascs by o buy.r outside the licenscd
country, from the 1iconsor himseclf or from another of his licensces.

liowever, as long as o country or a group of countriocs docs not have legislation
against cxclusive licences having an absolutc cffeet, nothing would prevont
the parties to a licensing egreement from prohibiting any salc by the
licensor or by another of his licensccs on a market for which a sales 1icence
has been granted to an exclusive licensoce.

23, In viow of the particular importence of the role which the definition
of the territorial validity of thc licensing contract plays in the rclations
batween thc licensor and the licensec, the respect of territorial limits set
forth in thc controct should be ~ssuprcd ag strictly as possible. It is
evident that if the licensor or some of his other licensces invades the
territory attributed to an vxelusive licensce, they diminish through their
action the possible profits of thc cxclusive licensce and therefore owe

him compunsation. It is also clear that if o licensee, whethier cxclusive
or not, acts bcyond the territorial limits of his coiitract, hc obtains a

profit without rewarding the licensor and if he cxcrcises his activitios in

a territory attributcd to another cxclusive liccnsec, he is cncroaching on
the profits of the Iatter.




- i

. S oS s

Page 20

In cases of repoated violation by one of the partics of territorial limits:
set forth in the contraot, the othcr party may have rcason to consider such am
aotion on the part of his partner as a dcliberate breach of an essential
element of the liccenec, granted or received, justifying the cancellation of
the contract by the injurcd party who, in addition to the right to cancel

the oontract, would havce - velid ciaim for damages.  Wherc the injured party
would be the licensce, the damages provoked by the canc:llation of the cone
tract may bc particularly important as the licensee could claim compensation
for all his cxpenses and investmente involved in building up an industrial
undortaking on the basis of the licensed technology. The cancellation

of the contract on the basis of torritorial violations may thercfore prove

in practice not to be an appropriate remedy for the cexclusive licénsoe.
Furthermorc, it may be difficult to assces the exact demagus to be
adjudicated in cosc of non-observance by onc of the partics of the territortal
limits sct forth in the contract if thc contract does not contain a guiding
line to this cffcct. Since the basic damcges which would result from the
non—obsorvance of contractual clouses rclated to territorial validity of the
liceroe consint in a diminution of profits of the injured party, the most
equitablc solution may be to allocate to the injurcd party a compensation

to be paid by tho guilty party in the form of a given poercentage of the total
amount of sales carried out by the lattor contrary to the contractual
assisgnment of licensed territorics. If such a solution is introduced into
the contract, it may be considered that, provided the adopted percentoge -
ocorrc3ponds to thec normal profit obtainec. by the injurcd party on his own
sales, the damages sufforcd by the injured party are Jully compensated. It
would thereforc be advisablc to state in the contract that, besides the adju~
dioation of a percentage on the total amount of unauthorized sales, no other
indomnity or penalty will be duuv in coge of non-observance of contractual

clauscs relatod to the territerial validity of the liconce and that the
partics renounce in partiocular thoir right to cancel the contract in such a
oase. ‘

™
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v. W_T0 B oI TIE LICENSOR

24. One of the mein goals of thc licensec in acquiring a given technology
from the licensor is to obtein as o consideration for tho contractual price
the benefits of the liconsor's technical ¢xperiencs and advance. The licenace
also cxpocts that through usc of the licensed tuchnology he will be able

to monufacture products of ~ good commercial quality at a reasonnble cost

and with good salcs prospects. In the cesc of an cxclusive licunce, the
competitivoncss of tho licensce may in all respects be strengthencd. Ir
patent rights ape attached to the licence granted, the licensce also receives
the importent advantoge of being protected ogainst possible actions in
infringcment. The analysis of present contract practices in commercial
transfer of technology shows that tho contractual guarantccs which the
licensce normally gets under the contract arc not always sufficient to ensure
that ho will actually achieve the results which h: had hoped to obtain in
concluding a licensing agrcomont.

Patonted Teohnolog[

25.  As regards patcntod tcchnology, it should be strosscd in the first
place that the protoction whioh a patent offers to its holder against actions

in infringemcent is not an absolute onec.  Bven in countries where a patent is

rogistered aftcr a preliminary c¢xamination, the validity of a potent may

be contestcd cither as defonze on an infringement action cntored by a2 patont
holder or as o coursc of action in infringement dirceted ngainst the holder.
The holders of patents who arc exposcd to the danger of losing their patont
rights as the result of actions in infringement would hardly be prepared to
grant to their licunsces a higher protcetion than thot which they cnjoy
themsclves. That is why in numcrous licensing contrncts the licensors
expressly dcclinc any liability ns to the validity of patcnts for which they
have grantcd a licence to the licensoc, In particular, they refusc to
idemnify the licensce for d-mages he may suffer if by rcason of judicial
nullification of a patcnt he is obliged to 8top or cssentinlly to modify

his production. It would be difficult for lic.nsors not to assist their

licensces on actions in infringement directed against thcir licensuoes becausc

of the use of 2 contusted patent.




The liomsors should becr 2ll or part of the oxpenses involved in such e
action as well as costs of damagos which thoir licensees would have to pay
to the successful clodmant. A clouse to this coffect is ofton included in
liconsing contracts and the liconsces have volid roasons to insist on the
insoertion of such a clausc ~ssigning to the licensor a maximum share of
oxponscs, cHsts ond possidblc demngrs to be paid to o third party. Bt
even 8o the liconsccs may ask themsclves whether the inclusion of patonts
in a liconsing ocontract, without a more oxtended guarantce of tho licensor,
constitutes an actual addition to the technical valuc of the 1ioeace,
Justifying o spocial remuncration or an increase in the flobal price of
thc contrect. The licunsces should bear this in mind when discussiag tshe
price of the licence. ‘

Peliverics -

26. To liconmee's prime intorost in contraoting is techmiocal value of

the lioencc. Tws he should obtain from thc licensor en adequate guarantee
that tho technology delivercd corresponds to the conditions of contraot.
Such guarantcos arc linked on the onc hand with timely delivery of all
dooumontation, ndvices and technicel assistance as stipulatcd in tho contreot
and, on the other hand, with the results of the production to bo under‘takon
by tho liconsce according to the 1icensed tochnology. Contracts ulually
specify an cxact deadline for dolivery so that licensors who fallod to deliver
on time the promiscd information or scrvices arc charged a odntructual
ponalty calculated on either a dail-r, weokly or o mon‘hly besis. As a
result of thc inclusion of these time limits in a contract, it is seldom a
prodblem to assess the guilt of the liconsor in not dclivoring on time.
Furthormorc, controctucl penalty is nomally duc without the licensce being
obligoed to prove ihat tho dclay by the licensor has caused him any demage.
To avoid difficultics in the performance of the contract and also possible
conflicts of law, it would be useful to dofine in the contract the exact
conditions under which contractual penaltics may be opplied and to state

the rates of penaltics. It is alsc usual to admit in licensing contracts
that if the deloy by the licensor excoeds a certain time-limit, the licensce

is ontitled to canccl thc contract. lowever, it is dubatablc whother the
licensce has in this case o right to claim furthor domages.,




The licensee moy of coursc be in & position to show thet, prior to the
canccllation of the contract on the basis of 1late delivery, he had made
certain uxpenscs and investments for the building of = pl.nt dusignated to
usc the licenscd technology. He may also be oble to show thnt the licensor's
dclay postponed the oxocution of licens.c?s industrial projects beyond the
time compensated by the contractunl ponaltics. Udthough both partics oy
agrec to the principlc of indemnification of the licinsce in coges of
cuncellation of the contract Justificd by the liconsorts dclayed delivery,

it is in foct difficult to 788088 the actual dameges suffored by the
licensce. It is therefore suggested thet the controct contuin o stipulation
fixing o lump-sum to be p2id by thc licensor, in ad’ition to the contractual
penalty chorges, as recognition of the licunsco’s right to indemnificotion.

Performance guarantees

27.  The problem of guarantees to be given by the licensor for the results

to be achicved by using the licenscd tochnology is a much mope compliceted
onv, particularly whoere the lioccneing contract is not issucd in connexion
with other contracts for industrial co-opcration. As long as the licensor

tekos no other commitments thon to deliver to the liccnsue technical information,

documontation, description and design, he is in fact not in o position to
guarantee thot the paramctors indicated by him in the contract o8 capablc of
being obtaincd by utilization of the licensed technology will actually be
obtained in licons.c’s Plante, thc cperation of which -« in the casc of o
liconsing contract not connccted with other partial or globel agroements on
o more extcnsive industrial co-operation - the licensor has no meons to control.
It 45 truc thot in practically all liconsing ogrecments the delivery of
tochnical documenta.t’ion and information is #wpplemented by various forms of
tochnic.o.l Mlilt&n(‘zko &ven by the licensor to the liconsce such as sonding
licensor's spcoiclists for o spccificd time to liccnsce's plants, cxohanging
deta between the rescarch and tuchnierl departmonts of the licensor and the
lioonsoe, training of licensco's personncl inldioenmr's plonts.  All these
procedurcs of tuchnicel ~ssigtance arc limitod in time and do not allow the
licensor to cxcreisc a decisive ond continuous influcnce on the manner in
which the liccnsoc’s industrial undertakings arc operating. The liconsors
are thurcforc generzlly rcluctont to extend their guarantecs and thoir
liabilitics beyond the limits of their possibilitice of on effoctive oomtrol.

P o T AL A,
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28. This rituation is reflected in various provisions of lioensing
contrects defining and limiting licensor's guarantees and liabilities as
regards the perfomnances to be obtained by using the licensed technology.
Many licensing contracts contain a standard clause according to which the
licensor guarantees that if properly uscd the technicnl data supplied by him
will permit the licensee , obtai.  crformances stipulted in the contract.
The limitation of licensor's liabilities on the basig of such a guarantee
clause is sufficiently vague and general to give the licensor the possibility
of invoking rcasons to claim that the promiscd results have not been obtained
by the licensee because the technicel data supplied have not been properly
used in the licensce's plants. The licensor may thus state and perhaps also
show that thc lioensee has not followed the instructions given by the licensor
that the productiveness of licensee'’s personnel is not up to normal
productivity standards, that the raw materials used are not in conformity
with the contractual provisions on this point, that the general set-up of
licensee's industrial installations and premises is defcctive and so onm.
It may be possiblc to avoid the lack of clarity as regards the phrase
"{f properly used" by inserting in the contract a list of cases in which the
licensor would e relieved from his guarantee becausc of shortcomings in the
operations of the licensce's plant. But this solution may prove to be even
more unfavourable to the licunsuve because it may make it casier for the
licensor to get relief from his guarontee obligations in the cases expressly
mentioned in the contract and it is very likely that the licensor in choosing
this solution would insist on inserting in thc contract a most extensive list
. of all poss ble shortcomings which ..ay arise in licentae's undertakings.
, A pqrformmce guarantee given under such conditions is purely theoretioal.

It would therefore be in the interest of the certainty of the relations betwee
the partice to replace it by another formula which would not lend itself to
disputes end litigations.

4 29. If the parties agree to 1imit the licensor's performance guarantees

1 and liabilities which deri.e from those guarantees only to supplies and

B services undor the licensor's control, they uhoﬁld draft their contracts
accordingly without trying to hidethe actual solution behind the appearance
of a more cxtended guarantce. Such outright solutions have been adopted in
guarantcee clouses of a number of reccnt licensing contracts in which the
licensor guarcntces that he will deliver to the licensee all the technical
data which he, the licensor usces himself in his factory to achieve contractual

performances and paramcters.
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The reality of this guarantec can be controlled by the licensce in two ways:
first, prior to signing tho liccnsing contract, the parties would examine
together, possibly in thc prescnce of experts appointed by thc licensce,

the industrial procees of tic licensor with o vicw to determining the
technical data involved in this process “nd to drawing up a list of factors
which would be annexed to the contract and would thus constitutc the criteria
for licensor's obligations with regard 1o purformance guarantces &lven by him;
sevond, if in using thc licensed teclmology the liccnsec has difficulties

in obtaining thc promiscd rcaults, he would be cntitl:.d 1o request the

it to inspect the liceuso. 'u rip Lo order to verif, whethor .o

licensor has lived up to his agrecment and has in fact delivered the complete
tochnology necessary to achicve the results stipulatced in the contract.

The first woy of pProcceding may at {irst sight appcar preferable; it gives
the licensec the possibility of acquainting himsclf in an amicablo simosphere
prior to the conclusion of the contract with the details of the industrial
process which he intends to acquire.  Morcover, if in th¢ course of the
implementation of contract difficultics arisc as to the completcnoss of the
data supplicd, the licoensee can 8imply refor to the controctual list of
promiscd data and assess whether the liconsor has violated his agrecmont,
without waiting for an on-sitc inspection as is the case in the second method.
Applicable to both methods is the provision that thc licensce be given,

at the time of concluding the licensing contract, nuthorization to visit the
licensor's industrial premiscs and to observe the liccnsor's method of
implemonting the samc technology. Thus, the licensce mey have thce benefit
of the liccensor's preactical expericnce.

In practice, however, thc first way of procceding cxplained above mey not always
be possible as the licensor may not be willing to disolosc to the liconsee,
before the conclusion of the contract, all the detcils of his techniques and
pProcesscs most of which may be covered by industricl and comm..rcial

secrocy. In ord¢r to cnsurc scerecy during the ncegotiation of the licensing

contract the partics could conclude z type of preliminary agrcement whoroby
the potential liccnsce would agree not to usc himself nor to disclose to any
one the confidential informmation obtained in the coursc of the examination

of licensor's industrial procusscs, if the licensing contract is not con-
cluded.
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Proven violations of such agreements would result in the potential liconsee
being forced, by turms contained in the prcliminary agrecment, to pay &
penalty fcc to the licencor. Proof of such violations is not, however,
oasy to cstoblish and as n result liconsors generally prefer the seoond

solution since it docs not involve the problem of protecting secrocy.

30. In the relations bectween cuterprises of industrialized countries, the
practioc is usually to limit thc licensor's contractual guarantees to tho supply
of data, dusigns, processus, instructions and know-how uscd by the licensor

in his opcretions to achicve the same results specificd in the contract,

thus leaving io the licensce the risks of practical utilization of tochnology
received. owever, for an cnterprise of a developing country the risk to

the licensce is belicved to be too great. A licensce from a dovcloping
ocountry would nced to gut from the licensor not only a guarantec 28 to a
ocmplete supply of tcchnical data necessary to achieve the cnvisaged rosults
but 2lso a truc performance guarontee for the actual rusults of his production.
The legnl and sociological considurations stated above lcad to the conolusion
tkat under prescnt circumstances it would hordly be possible for o licensee
from o developing country to reccive from a licensor from an industrialized
country such an c¢xtunded performonce guarontce unless the licensor is agso-
ciated in onc or another woy with the various activitics of the lioensce
related to the industrial utilizotion of the liccnscd tcchnology. That

does not nucessorily mcon that, eccording to 2 complcte "turn-koy" formula,

tho licensor should be entrusted with construction cnglineering, supply of
oquipment erd crection of licensce’: plants in which “he licensod technology
will bo used. But the licensor should have a decisive say on all thesc
points as wcll as on thc management of the plants if the lioensce wants

him to takec over o lugal responsibility for licensco's production based on

the imported technology. . It would thercfore appear that for the time being
separatc liconsing conti‘ncts, not inscrted in a wider oontractual framework,
have little practical value in the rclations between onterpriscs of developed
ond thosc of devcloping countrics. The situation may change with the
incroasing industrialization of developing countrics. However, for the

present it is suggestod that the licensor and the liconsec conclude at the
beginning of their oo-opcration an extensive notwork of agrooments covering all
elemonts of liccnseo's production procoss, each eloment being rcmunerated
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cither separatcly or on the basis of o global sum with the proviso that
after oxpiry of a time~limit neccssary to bring up the licensco's production
to the desired level, the liccnsing contract remeins clone in conditions
similer to thosc which presently govern the liceasing operations botween
ontorpriscs of industrialized countrics. It may be possible to find in
this way the best compromisc solution which would cquclly take into account
the various interests, nceds and possibilitics of licensors from developed
and licenscaes from developing countrics.

Indemnification

31, Whatever may be the oxtont of tho guarentcocs givon by the licensor for
the intrinsic value of tho licensed technology if the obligations of the
lioensor rcsulting from the guarantcee arc not fulfilled, the 1iconsop becomes
liable for damages suffered by the liconsce because of the non-fulfilment

by the licensor of his guorantce obligntions. In cascs where licensor's
guarantoe is limited to the supply of all tcchnicnl date which he uses

to obtain the results specificd in the contract, the incompleote delivery

by the licensor of the licunscd tcchnology as fixed by the contract is
treated in the first place as a delay in delivery of the missing part,

thus giving the licensce the right to claim indemnity for domages causcd

by thc inoomplutuncss of the information suppliod. In c¢ffect, the licensec
may have to change his industriczl sct-up or & part of the original oquipment
or add new cquipment to corrcct crrors which may have ~ppuarcd in his origincl
installation and organization of production owing to thc urroncous or in-
complete technical documentction and information suppli.d by the liconsor.
The oxpenses and defoults in licensci's production connceted with such crrors
due to the non-fulfilment by the licensor of his obligations of guarantee for
delivery of completo technology should in principlc be compensated to the
licensce by the licensor. If licensor’s guarentce is cxtended s0 as to be
a true performence guarantee, the mere fact of the non-obtainmont

of guarantced paramcters and performonces, which is not ~ttributable to

the licensce, gives the licensee the right to clcim indemnity cither in the
form of a prorortional rcduction of thc contractual price or in the form of
payment of all oxpenses nceessary to bring the licencce's production to the

contractucl standerds.
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32. The indemnity payable to the licensee by the licensor as & result
of non-fulfilment of contracted agreemcnts is usually limited to a maximum

-

; amount fixed in the contract and calculated on the basis of the contractual
; price. In mcet cases, the upper limit of indcemnity is constituted by

4 a given percentage of thce contractual price, the sum of this pricce being
‘%‘ the absolute maximun. This solution has gcnerally been adopted by enter—
E prises of developed countrics and is justified from the socio-economic

! point of view by the iden that industrial operations are concluded between
two partners who are c¢qually cxperts on the subjéct mattcr covered Ly the
j contract. They have to share the risk which is inhcrent in all industrial
i operations and to divide this risk the parties take into account the

i respective profits they may obtain from the operation. The profits of
the licensor, as thos. of the supplicr of engincering, equipment and other
industrial services, decrive from the contractual price. The contractual
§ price or a part of this pricc is thereforc teken as the upper limit of
licensor's share in the risk of the operation i.e. the upper limit of

i indemitics thc licensor may be obliged to pay for damages causcd by him.

i 33. In the relations between licensors from industrielized and licensecs
from devcloping countries the technical equality which is the underlying

sociological rcason for the limitation of indemnitics dovs not exist. The
licensees from developing countries can hardly assume the risk involved in

the limitation of licensor's liabilities in so far as the amount of

o A TR S o

indemnitivs is conccrncd.  The difficulty for the licensce from a developing

* country to ~ccept such a limitation is particularly evident in the case of

1 separate licensing agrecements since the licensor's remuneration would be
rather insignificant in comparison with the amount of lossus that the

licensec moy suffer in consequence of the non-fulfilment by the licensor

of his obligations of guarantce for the industrial value of the licensod
technology. It is casy to understand that in negotiating licensing ‘oontiﬁaotc

full indemnification for 2ll damagcs rc¢sulting from non-fulfilment by the

lioensor of his contractual obligations. But if licensors accept such &

Al

|

| ]
‘% the lioensces from developing countries strongly insist on the principle of
|
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principle in their rclations with licensces from developing countries, they
would oerta.inly include in their priovs & security margin for the supplementaxy
risk thoy would assume in this respect. That would mean a general price

inorease of licences granted to enterprises of devcloping countries which
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would not neoussarily correspond to an actual advantage for most licuensocs
8inoe thc problem of indumnification boyond the contractual limits based on
the remuncration of the supplicr only ~riscs inexacptional circumstancus.
Here agoin the most approprinte solution would probably be to conncet the
licensing contract with ot wr Agrevaents rilated to the construction and the
opuration of licunscota industry, thus incrensing the maximum ~mount of
indemnity that would then be besod on the over-cll romuncration of the
licensor. It may nlso be comsidored to glve the licensor an intercst in the
finencial rcsults of liccenseo's production in order to inducc him to assumc

a more importani share of the risk of the cntorprisc.

34. The limitation of the indemnity to b. paid by the licensor in the

case of non-fulfilment of his guarantoee obligetions as regards the industrial
valuc of the licensecd technology has on offuct on the uso by thc licensce

of his right to canccl the contract. It is rgrecd that in the casc of the
non-fulfilment of such guaront.. obligations by the liconsor the licensce

has the right to cancel the contract if the liccnsor ncither puts right in

& reasonablc tim: the tuchnology supplicd nor assists the licensee to remove
the conscquences of the licensor's defroult. But the liccensce would certainly
hesitate to take such » drastic measurc, buing awarc of the strongly reduced
cmount of financial compensction he would be able to rccover from the licensor.
The ocncellation of the controct would be of practiccl value to tic licensce
only if thc¢ licunsor's default in reepect of the tuchnology supplicd is so
heavy that it could be considered by judges or arbitrators as &ross nugli-
gencs or cven wilful misoonduct, in which casc all the contractual limitations
of the liabilitios of the liccnsor become null and void.

VI. REMUI'ERATION

35. At prosent, prices for licunscs are cstablished in prineciplc om tho
basis of the volume of production or of salus derived from the licensed
tachnology. If the price is cxpressed in the form of royaltics, the
remuncration of thc licemsor is dircetly rsscssed on the volumc of production
or of sales since, in ~ccordance with the provisions: on royaltics, the liconsec
Pays to the licensor ~ fixed rate of the cost or of the sclling pricc of

cech unit produced or sold undir the licensing agreement .
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If the transfor of tochnology is rowarded by o lump-sum ngrcoed between the
partics to the licenmsing contract, the amount of the lump-sum is to a great
extent determined on the bosis of an cstimated volume of production or of
solcs which the partics deem likely to be obtaincd by the utilisation of
the licensed tochnology. In somc¢ ~osces the remuncreiion of the licence
compriscs both a lump-sum nd royclty payments. In such cascs the lump—-sum
is designated mainly to compensaic tho cost and the volue of the transforred
tcohnology, whurias the royaltics constitute a reward for the advantages
glven to the licensce by the transfur of tochnology. It scems obvious

thet if the romuncration of the licence combines o lump—-sum and royalty
payments, the rate of royaltics to be paid should be lower than in the casc

where the licunce is remuncrated by  royaltivs alone.

Lump-sum ond/or Royalty

36. From thc point of vicw of the licensce, royalty paymcnts may appoar
08 o morc convenicnt modiu of rcmuncration cf licensing contracts. It mokes
it possiblc to avoid the speculative elument contained in the estimation of
possible rcsults of the licinscd technology on which is based the fixing of
a lump—sum to bc prid for the tronsfur of tecinology. sspecially for
liconscos from developing countrics it would be dangerous to pay a lump-—sum
for a licunce oven if paid on the instealment tasis, without buing ccrtain
that the results obtaincd by using the licensed tcechnology will actuelly
corrcspond to the .stimctos on which the amount of the lump-sum was basecd.
The combination of n lump-sum payment with subscquent rayalty peoyment would
oertainly be casicr to accept, provided that the lump-sum represonts in

this casce cxclusivily the cost of the tcchnical documentation supplied hy
the licensor and that, s suggesticd above, thu rate of royalty paymonts is
sufficiontly rcduced to takc into account tho prepoyment of a lump—-sum al ready
madc.

37. The opplication of the royalties systom may, howevor, give rise to
practical difficultics. As this systom is based on actual figures of
licénaeo'a production or salcs, the liconsor must b granted oxtunsive
oontrol possibilitius over the figurus indicated by thc licensece. That
presupposus in the first place thatlicensce's accountancy is orgnnized and




Page 31

kept in 3uch & mannor that it is possible to discover, itum by item,

at any moment the corrceot figurcs of has production and his salos.
Furthermore, the licensor must have froc accees to the licensce's books

a8 well as the right to verify them ae oftun as he sgo desires, if necossary
by an oxpert dusignated by hin. To have an absolutcly clear picture of

the situetion, the licensor will require in certain coscs to supplument the
verification of liccnscu's books by inspcctions in liccnsce's plants. Tho
results of licensor's verifieations and inspections moy differ in the ond
from figurcs indicated by the liecnsce o8 to his volume of production and

of sales under the licensing contract. If not omicably suttled, the
disagreemunt between the partics 2s to the actual figurcs on vhich the
royaltice should be asscssed will then have to be submittad to an indoependont
accountancy cxpert, choscn by common agricment botwoen the partics, or to
arbitration. All theso practical difficultice 16 well as the risk of liti~
gatibn should certeinly be borme in mind by the partics when discussing tho
mode of remuncration to by adoptid in thedr liceneing agrecments.

38. The application of thc royaltics system in the rolations baetwoon
liconsors from developod and liccnsoes from developing countries may
encountor still an additional problem.  In granting a liconce for a paymont
of royaltics thc licensor cxpeets thet the licenece will usc it in such n
woy that it will give sufficicnt rcsults *o produce important roynlties.
Included in somc licensing contracts is o clausc according to which thu
lioensce undertakes to carry on to the best of his Ability production based
on the liconsod tochnology. Howcver, such a clouse would not be procisc
cnough to sorve tho intentions of tho liconsor since it would be diffiocult
for tho lutter to ustablish in concrote casce that the licunsce hos not usod
the liconscd technology to the best of his ability. This "best cfforts"
clause is thuieforc often completed by fixing o minimum royalty which the
licensce would have to Pay cven if his production or his sales do not roach
the lovel which would Justify the payment of royaltius cquivelent to or
exoceeding the minimum royclty os fixed in the contract. Thoe system of

a minimum royalty is frequently 2pplivd in the rclations botween enterpriscs
from developed countries. For reasons already stoted with respect to the

system of o lump-sum Poyment, it would scom that the fixing of a minimum

royalty may prove to be too burdensome for liccensees from doveloping countrics.
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If, in spitc of the practical difficultice of controls and vorificctions the
royalty systom is adoptud in licensing contracts botwecn licensors from
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dovelopud nnd licunscus from developing countries, it would scom cquitable
i to suggest that the controct do not include o minimum royclty.

; 39. In losking for o fevoursbl. solution for liccnsces from devoloping

countrics, mcntion is mede ~gain of the necd to extund the over-all profit

margin of the licunsor by untrusting him with other supplice or scrvicos.

A solution of thie typ. is contained in some recert licunsing contracts

concluded betwooen Yugoslov cnterpriscs ~nd forcign industrinl firms. In
addition to gronting the licence, the forcign liccnsor provides the Yugoslav

firm with machincry ~nd cguipment necessary for the production procoss bosod

on the liccenscd tuchnology, th. licence itsclf buing in this instance ,
grotuitous.  Tho licensce mey nevertheless feel that the license is paid J‘
for by the high priccs quotcd for theoquipment.  He is, however, in a

position to chuck the normnl price of the cquipment to be supplicd by tho
lioccnsor by collccting offirs for similar cquipment from other suppliers

oad comparing thoe pricus guoted in such offors with the prices givon hy the
liocnsor. If aftcr onquiry the licensoc finds that the prices given by the
liconsor -'rc¢ similar to thos. which the licunsee can obtain from other
supplicrs or contnin only ~ sincll additional profit morgin which would have
to be considered s o very reduced remuncration of the licence, the liconsec
would coertainly hove interest to nceept this formula prefoerably to the
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classical modc of rcmuncration of liccnces. If the difference in the price
of thc cquipment proposcd by the licensor, as comparcd with the prices of
other supplicrs, appcars to be important, thc liccnsce will have to ask him—
self in each given cose whether it would be morc advantageous for him to
acquire from the licensor o gr-tuitous licence and tho necessory equipment

at the higher price, or to pay the licencarseparatcly for the licence and

: purchas. the cquipment from the supplicr who will gront him more attractive
'] conditions of pricc and quality. It would scem usuful to uxplore further the
: possibility of applying more generelly the solution outlined in this paragraph
to licensing contracts to bo concluded between iincnsors from developed

1 end licenscos from devcloping countrius. |

it
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40. Another way to possibly rcduce the basic pric. of licences granted to
licensocs from developing countrics would be to give to the licensor o
financirl inturest in thc results of licunscu's production. In gencral this
idca rould be implumentod in proctice by various means:  the st rting rate
of royaltics could be fixed as low s possible nlthough the licensor would
in addition be ontitled t- - percentoge on the licensco's profits produccd
by the utilization of the licouns.d technolegy:  royrltics could bo asscascd
not on thc valuc of production or s~lug but r~ther on the profits carned by
the licensce through the utiliz-tion of the liconsorts tecchnology:  and
finclly the licunsor moy b associcted with the merketing of licouscu's
product, the sharc of the liconsor in the nd roesulis being determined so

8 to represcnt the technical velue of the licenee cnd of licensor's contri-
bution to the morketing operctions, These and othier similar mecthode should

be exr 1ored. by those involved with licenaing arrongements.

41. In order to clarify th. »rclations betwoon the partics in respect of
the remuncration of the licence, it would be nceessary to detail in the
contracte thc supplics and scrvices covarcd by the contractual pricc agroed
upon by the partics to the licensing contranct. In somc contracts the pricu
covers the licence itself nnd ~l1 the complementary services of tecchnical
assistance such a8 tochnical ~dvice, suconding of licunsor's pcersonnel to
licenscer’s factorics, training of licenscu's personncl in licensor's plants.
The practienl conditions of suck tcehnicnl assistincy, its duration, tho
oxtont to which it will b gronted, ~s well as the distribution between the
partics of cxpenscs involved in trivel and of the respoctive poersonnel zbroad
should also bc clearly indicated in the contract, It is obvious thot where
tho tcchnical assistonce scrvicoes ar. included in tho globel price of the )
licence, this price will be higher than in the casc of scparatc invoicing of
prices for different services. The licenscis may thoerefore prefer to have
& breakdown of prices for various items covered by the licence such as
documentation, know=how, t.chnical assistance in order to b able to better
control ~nd discuss thc prices given by the licunsor. It should b stresscd
that tcechnicnl rssistonce pluys 2 particul~rly importent role in the frame-
work of liccnsing contracts so that - speceial payment for scrvicos of technienl

assistance, in addition to the norm~l pricc of tho licence may be considercd

as justificed. This would cntitle the licenso. to put ~ maximum insistencc
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on the performance by thu licensor of his obdligntions in this respoct and
even to roquent the contractual right to cancel thce part of the contreot
rolatod to tuchnicel assistonce if the licensor does not correctly fulfil
his obligations, th: cancelling being supplemented by o specizl contrectual
ponalty to be paid by the liconsor.

42. The price of the licence mny 2lso be influcnecd by another olement of
liconsing cgreements, nam_ly the usc of trodemarks.  The licensor's
outhorization to pormit usc of his well-known trademork in the licensco's
salc of products manufacturcd under the licensed tuchnology would greatly
strongthen the licunscue's marketing position. In cascs where the licunses
ies authorizcd to usc the licensor's trademark without ~ny qualification or
restriction, it would be difficult to arguc against the addition to the price
for the liccnce of a specinl fec for the use of trodemorks.  In many cascs,
howevor, thce liccnsor would hesitote to allow his trodemark to be attached

to a product, th¢ quality of which he is not in a position to control.

If thc co-operation butweon the licensor and the licensce in liconsce's
production dcerived from the tcchnology supplicd by the licensor is sufficiently
closc and cxtounded, the pertics may crceate o common trademark distinet from
licensor's own trademorks for similar products. In othur cascs the liconsce,
in ueing liccenscc's tradumarks, moy montion, if so agrceced with tho licenior,
that thc products so markcd have been manufacturcd cccording to technology
suppled by the licensor. A spocial fece for the use of trodemarks does not
soom Justifiod in thc cose of common trodemarks or in that of the liccnsce's
tradomark roforring to the technology of the liconsor.

oo Rovisions

4). Onco the partics havo ostablished the price for the liconce and,
as the case may be, for the connectod scrvices, thoy will still have to
decide whether the agreed prices will remain unchanged during the lifetimeo
of thc licensing agreement or whether certoin variations or adjustments of
pricces should be provided in the contract.  4s suggested in paragraph 12
abovc, it might be appropriat. to bage the remuncration of the licence on

o degressive scalce, taking into cccount gencral progross of industrial

taochnology ne it would ~ffoct the probability of - progressive diminution of
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the technical valuc of thu tuchnology originally communicoted to the licensce.
As 2 counterpart or ~lternotive solution to this suggestion the licensor moy
request that n gencral price-revision clouse be inscrted in the contract,
stipulating th~t the prices as defincd by the contract will be subjcct to
rovision proportional to the varintions of certain “actors which m~y decisively
change the conditions of implument~tion of the licensing controct. Among

the factors should b. included the gencrel price indices in the industrial
branch to which thc licensing contract relates and thc currcency variations

in which th: contractusl payments hnve to be made.

44. A prioc-rcvision clousc bascd on general industrial indices is very
frequent in controets related to the supply of plant machincry and oquipment.
It is justificd by the nccessity to pretect the supplicr ngninet n possible
increase in the prices of matericls ond labour newded forp production, and to
protect the purchoscr ~gainst an unjustificd profit which the supplicr would
obtain in the cose of guneral decline in industricl prices. This consideration
does not ~pply to licensing controcts since after the conclusion of the
contract the licensor normally has no nuw cxpenscs relatud to the licunsed
tochnology, with the possible oxception of the cost of 12bour needed in the
performance of his technical aseistance obligntions and the cost of improvo-
menis added to the originnl technology, the latter being done primarily in
the interest of the licensor and giving only an indircct ~dvantage to the
licensce by woy of the contractunl clausc relating to improvements. It
seome therefore that there is no volid reason for introducing into licensing
oontrects the principle of rovision of contractual prices in the case of
varictions of generel industrial indices, ¢ven though the parties may

adopt the solution suggusted above as to the fixing of the price of the
liconce on the basis of a degrossive scale.

2&2’.‘!""1 cleuscs

45. The problem of possiblc varictions of the value of the currency in
which the contractual payments have to be made is much more delicate. The
definition of the contractual currency itsclf may alrcady create sorious
difficulties to thu partics. The licensor will certainly tend to obtain

payment in his own currency or in somc other hard currency.
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T™he liconsce from n dovclordng country will probably have somc difficulty to
respond favourably to such a request, unless the creation and the development
of hie industry is fincnced by on internntional or a forcign, public or
privatc, finoncinl institution. Othcrwisc the liccensve will be obliged to
request authorizetion from his Gov. rniaent to conclude thic licunsing agroemont
in & forcign currcncy ~nd to k. the nucessory tronsi{irs; howcver, in many
casus such authorization is rofused. On. poezible solution may be te heve
the licensor ond the liconsco gree to the associntion of the licensor with
the marketing of liconsco's products, tho rcsults of such an association
being uscd to assure the poyment of the licence in whole or in part. As
previously suggested, the partics nay mako arrangements to scll in common

on third markots the products monufacturcd by thc liecnsce according to the
tcechnology supplicd by the liconsor. The share ~ttributed to the 1licensor
in the proceuds of such snlus would then be ascribed to the pyment of the
licence.  Another possible solution moy be to repay the pricc of the licoence
by the dolivery to the liconsor of certadir products of the licensce and ot
prices fixced in the corrtract, subject, of course, to quality conditions.

In both thusc proposcd solutions, it would suvem thot the problem of currency
is not scrious. In the cnec of eommon sclos ¢ third markets, the shore
attributed to the liconsor constitutes his reward for gronting the liconce and,
according to the noture of the operation, the liccnsor would have to assume
his sharc of inheront risks. As regords reimbursement of the orice of the
licence by products dolivered by the liccnsce, the prices of the licencc ond
of the products to b.. d. livercd would be fixed in the snme currcncy so thet
the variations of this currency would not chenge the original rclationship
botween the price of the Mecnce ~nd the price orf the products to be deliverod
by the licensoc, Thus, thc¢ varictions of the contractucl currency appear
to be of importonc. only if the payment of the licenec is to be made in
moncy and then only if the controctual currcncy is that of the country of the
licunsoc. In casus where payments should be made in the currcency of the
country of the licensor or in another currcncy roquestced by him, the liconsor
should bear all the conscquences of his currcncy ruguests including the
devaluation of thc contractual currency.  As regnrds the currcncy of the
country of thc liccnscc, if the licensor accepts to be paid in this currency,

he mey and probebly will request an appropriate ¢xchange guarantcc. llowever,
nlthough the liccnscc is willing to take on himsolf the corresponding risk,
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he may be preventcd from doing so hy the monetary regulations of his

country which may prohibit thc inscrtion of gold or similar clauscs in con-
tracts concluded by nationals of the country conccrned, cven on matters linked
with internotional trede.

VIT. TIUDPROV.LNT,

46. The clausc on imnrovements is among thc most important provisions

of the contract. If drawn up in an approoriste monncer, it may give to the
licensucs from duveloping countrice nceess to more modurn tochniques; 1t
moy also lcad to technicnl co~operation botween cntorprises of duveloped and
those of developing countrius. In prcsunt cuntract practices for trade of
l.icencen, the improvements cl. usc is often dvtermined mairly by the idea that
the liconsor, in his qurlity o5 auther of the bosic tcechnology, hos a right
to all improvemunts madc by the liconsuc, On thu other hand, should the
licensor be obliged to communicate to the licensce improvements to the original
technology made subscquent to their agreement, he may do so under ccertain
oonditions and against payment of ~n ~dditional pricoe. This guneral idea
is particulorly stresscd in pProvisions rclat.d to patenting of improvemonts
and to improvoments radicnlly oltering the original t.chnology.

47. The gonernl principle cmbodicd in tll controctunl clauscs on improvements
is that the partics have to communicate reciprocally oll improvements of the
licenscd tochnology that they were able to achicve themsclves. This principlc
is somctimes oxtendod to improvements obtainod from third partics provided

that such impgoviments nrc communicatod with the conscnt of the third party.
Thus, in acquiring o licence from a third party for tuchniques that mcy be
considerced o8 an improvement to the originnl tuchnology granted or acquiroed
under a licensing contract, both the licunsor and the licenscs should meke all
possible cfforts to obtain from the third party the authorizotion to communicate
the improvem. nits to their licensor or licunsces, ns the cngo may bu.

Regardless of whether the improvement lLas been ~chicved by the licensor or by
the licensce, after communic-tion of the improvement the licensor has the

option to patent the improvement himsclf or to leave to the licens.c the right
to patent it. Normally, if the licunsor docs not think it uscful or nceessary
tc patont on improvement, the licenscc is £iven controctually only the right to
patent the improvomcnts made by him.
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It appcars that the respective situctions of thc liccnsor and of the licensee
are undoubtcdly out of balanco: the licensor has thc possibility of getting
the better part of both improvements mode by himsclf and thosc madce by his
liconscc; the licunsce has the right only to patont 2ll or pert of his own
improvements whe th the liccnscr doos not think worth-whilc to be patented.

It may bc scid that the problum is not as importont as it moy oppear since it
is customery butween the licunssr 2nd thelicens.c to grant reciprocally, on the
basis of improvements to the original technology, & grotuitous licence on
patonis token out by cither party in the coursc of implementing the licensing
contrect. In fact the ownership of o potent may meon for the licensees,
espociclly those from doveloping countrics who lack 2 quontity of patents,

a strengthening of their boargrining positions in the world markct. It may
also cncourage them to dovelop their indigenous rcscearch ~ctivitics. It is
therefore suggested that ~nother solution for prtuenting improvements be intro-
duced into liccensing contracts between cnterprises of dcviloped and those of
devcloping countrics. According to = formul~ already adopted in some
licensing contracts concludcd between cntorpriscs of industrinlized countrics,
the licensor ie cntitlud to patent improvements made by him while the licensce
ig entitlcd to thosc of which he is the ~uthor. Should the party cntitled

to tho first right of patunting improviments not make usc of it, the right

is thon transfcrred to the sceond party.  The principle of a gratuitous
liconce to be given to the partner on a patent taken out under the above

montioncd conditions would remain in the solution suggusted in this paragraph.

48. Important for licensces from developing countrics is the clarification

of the boundary linc which scparntes the improvements of the licensed tcechnology
from the absolutcly ncw tochniques reloted to the production coverdd by the
licensing contract. As alrcady stated, the licensces from dcveloping countrios
moy be inclined to start their production with classical tcchniques and to
modornize it os they grow in technical skill.  TFor this purposc they ncod
continuous assistance from the licensor as well as communication not only of
routine improvuments but also of all tcchnical innovations which may have
doveloped in the fiold of the industrial proccsscs concerncd. While the
licensors may, accordin;; to customary practicc, agree to communicatc

gratuitously to thc licensces the improvements which are closcly rclated to

the original technology, they would probably not bc preparcd to disclose
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absolutely now techniques without an additional remunoraetion or uven a now
licensing ccntract. The dividing lin. between the two types of "improvements™
is very difficult to draw and will have to be thoroushly discusscd by all
partics cs will the amount of the additional remuncration which the liccensor
may claim. Since such discussions would prebably raisc difficult legal and
technical quostions, it would probably be bencficial to the licensces to
roquost the assistance of an indepoendent cxpert, possibly supplicd by onu
of the United Nations agencivs workiang in the ficld of technienl sssistance.
Te restate n suggestion already moade in this study, 2 closor cssociation of
the licensor with the results of the liconsce.'s production, ctspecially in the
form of ma&kcting crrangements on third morkcts, may induce the licensor to let
the licensce gratuitously bencfit from all improvements, including rcvolutionary
innovations, to the liccnscd techniques in order to vnable the licunacce to
produce a meximum profit in which thc licensor would hove ~ sharc. This may
be the most cdvantageous solution oqually from thoe point of view of tho
licensec.

VII1., SECiECY
49. It hes beuen stotoed in respect of negotiations preliminary to the con=
clusion of licensing controcts thot the sccerecy of the technology communiceted
Yy tho liconsor is an importent cloment of the operotion (s8ecc paragraph 29).
Whon the contract is concluded this clement of scereey remains. Under the
toms of practically all licensing controacts the licensuc is bound not to
communicate to anybody, without the authorization of the licemsor, information
recoivod within the framework of the contract. Violation of this obligation
tc mecrcoy gives the licensor the right to clrim from the licensce an indemnity
or & contractual penalty since the licemsor's actuuns damagus moy in this ocsc
be difficult to assces. In othcr contracts the licoemsors rescrve the right
to ocancel the contract if the liconscu dous not obscrve his obligations ae

to the scorccy of the procoss disclosud to him undor the licensing contract.

50. If, however, thc sccrucy is considerod to be such an essuntial olumont
of the contract that its violation by the licensec justifius thc cancellation
of the contract by the licensor, the liccnsec should be given as & countorpart
the right to canocelth¢ contract and to stop his paymcnts or ot lcast to reduce
the pricc of the contract, in the cosc where the licensed toechnology becomas
publically known and coases to have a character of suerecy.



In view of the difficultics which tho liocnsor moy hove in proving that the
liccnsec hes violated his obligoations and which the licensce may have in 1
|
\

¢stoblishing that the licunscd t.chnology has lost its character of scerocy

ond hns bocome commonly known, it could be sugg.stud that both partics @o

not put too much cmphasis on the chrrecter of scercey »f o licenscd tcechnology.
The canccllation of th contract ic generally o dispropusrtionate measurc

in comparison with thc¢ cctunl conscquences of o possible violation of scorecy
obligntions in o licensing contract. To cnforce this principle it moy be
sufficient to stipulnte in the contract thot, ir the cosc where it is ostablished
with cortainty that the licunsce has communicated to unsuthorizoed third perscns
the confidentinl information given him by the Mcensor, the licensce will be
liable to o contractual punalty. ‘g an alternative to this solution which
confirme nnd nssur.s thc practical unforcuemunt of the principle of scerccy of
the licensed tochnology, the licunsce should be given the right to claim a
reduction of the contractual price for - licunce that bucome commonly known and
has thercfore lost onc of its original clements considercd important by the

licensacoe,

IX. SOPTLEMENRT OF  DISPUTES

51, Thoe forogoing anclysis of substontive clouscs of 1liccnsing contracts

has shown that many of the disputcs that moy ~risc botween licensors and
liconsces concern specific quustions, such as the verificction of licensce's
accountancy, thc tuchnical volue of the licenscd tcchnology, the quality

of licenscc's products which mny be uscd as total or partial payment of the
licence, the definition of now techniques os opposcd to improvcments. If
submitted to classical procudur's of arbitration, disputus of this kind would
require the intourvention of specinlized oxperts. To spced up the procedurcs
and to avoid unnccessary delays and duplication of subscquent dccisions, it

may be thought preferable to cxcludu from thce gencral juridiction clause disputos
concerncd mainly with purcly tuchnical probloms and to cntrust their solution

to imparticl cxpurts, choscn by common Agre ment between the partics.  If,
however, the partica do not ngree on the designation of an oxpurt or on o
cheirmon for o tripartite oxpert committec, the portics may decide thot such

an cxpert or ohairman be dusignnted by a recognized international, public

or private, orgonization having spucicl knowludge of problems on which expertise
is ruquircd.
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The choicc of impartinl and competent cxpurts may in practice prove to be
difficult. Bat if thc pertice to a licensing contract succocd in reaching
agreement on the designntion of on oxpeurt acceptable to both, the toechnical
difficultics that mny arisc in the coursce of the performance of their contract
would be settled in a mor. ropid and suitnble monner, provided the decisions

of the oxperts, likc¢ thosc of orbitrators, arc comsidercd os fincl and binding.

52. For tho suttlument of other thon purcly tuchnicil disputes (which in
practice may prove to be of lesscr importnnce) the portics have the choice
betwoun judicinl and arbitrnl tribunnls. In the ficld of intcrnational trede,
preforence is normally given to orbitration procedurcs, ¢specinlly since the
recoursc to arbitration under the cuspices »f on internctional arbitral
institution avoids the difficult problem of conflict of jurisdictions betweon
the nationnl tribunals of the two prrtics concernad. It is truc thet the
partics may have gome difficultics in agrecing on the nrbitration proccdurce,
and in particalar on the proccdurce for dusignation of the crbitrators and

of the umpires, which they will hove to ndopt in the contract for the settlo-
mont of their disputcs. They moy be ~ble to solve this problem by roferring
their disputcs to onc of the nrbitral institutions cctive in the ficld of intor-
nationel tradce which will offor to both prrtics sufficicnt guarantoes of
officiency, cxpuricnce and impartiality.

X. APPLICABLL LAW

53, As in thc casc of all intcrnationnl controcts, the problom of whet
legislation should be ~pplicable to the particuler situation is hoatodly discussod
ky tho portics in the coursc of the ncgotintion of o licensing contract, cach
perty strongly insisting on the application of its notionnl law.  The importance
that the partics attribute to this problem moy, however, be considored cs

greatly cxaggerated.  If the contract is completu cnough to cover the whole

set of contractucl rclations between the partics, thure will be practically no

noed for & rccourac to 2 given n~tional low in so far ns privatce law relations

between the partics arc concerncd. Under the influonce of classical lognl
thcorics the partics ~nd their lawyers novertheloss feel it indispensable to
submit thcir contract to o given national law.
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In such cascs it moy be suggust.d thot, since the liconsing contrmct producos
it8 moin offccts in tac country of the liceonsec, the law cof this country be.
considcrcd o8 the '"proper law" of the contract and th~t the ~pplicntion, tho

construction ond,

i

ii nucussnry, the filling of the grps of thu licensing

controet be subject to the 1w of the country of the licinscc.

54. This solution would be v~lid only for private low rolaticms betweon

tho licensor and the licunsoc. In so for e thire cxist imperative publioc-

low regul~tions in tho couptrics of the portices conccrned, <nch prrty will hovo
to comply with such rejulations in foree in hic country. It hrs alrcady been
shown thot such is thoe crse in reapect of rogulntions concurning rostrictive
businues practices, tronzsicr of currcncy, oxchinge gunrontees ~nd, in o more
general woy, ~uthorization to conclude licensing controcts which the licenscces
and sometimes both the licensaees -~nc the licensors hnve to obladn [rom thelr
notional ~uthoritics. The progruce of industrinlizntion of developing countries
would rcquirc th~t such ~uthorizations be grnt.d very libernlly: but that

is a problem for Governments, the cnterpriscs concernud being ~blc only to
prescnt their cosc in the bust possible woy, It is n~lsoc up to the Govorncments
to solve the difficultics which mny arisc from conflicting fiscal requircments
of thu country of the licensor -~nd of thnt of the licensce. In intcrnational
rolations the remuncration of the licunce is not matoerially ~ttnached to o

givoen country. Rermuncration is thercfore ofton toxed twice: in the country

of the liccensor ns n prefit ncerucd to o nationcl of this country as consoquonce
of an cxport opcration, "nd in the country of the licensce a8 rewnrd for
sorvioos rendered in this country. To awvoid such double taxation, fiscal
convontions concluded between 2 number of developud countrice grant shoe oxe
clusive toxation power to the country of the beneficiory of the remuncrotion

of licuncus i.e. to tho country of the licensor. In most developing countries,
however, the licenscor is toxed in spite of the fact thot he is clso toxed im his
own country. This situation lcods to an incrcasc in the pricc of the liocenocs
cronted to cntorpriscs from developing countrics bucousce the licensors cithor
include the 2dditional toxation into thedir price or contractually put on the

licensce the burden of the toxes to be paid in the country of thoe licensee,
in oourtrics whore such o shifting of toxation is not prohibitod by lrw,
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55. The excessive taxation that has a clearly negativc effect on the

cost of licences granted to enterprises of developing countries might be
diminished if the parties choose to adopt, for the transfer of technology

to developing countrics, not the classical form of a separate licensing

contract but one of the formulas which have been envisaged above and may
include: a gratuitous licence connected with the supply of equipment, in which
case the licensor will normally not be taxed in the developing country; or a
joint venturc of the licensor and the licensee for morketing and even possibly
for manufacturing the products of the licenscec, which would eliminate the tax-
ation of the licensor in his own country. In order to pecrmit the parties to
freely choose the legal form which would best suit their contractual relations
without them being obliged to take escentially, if not cxclusively, into account
the fiscel considerations, it would certainly be a more satisfactory solution to
introduce double taxation conventions in the relations between developed and
developing countries. It would, however, be difficult to basc the double
taxation conventions between developed and developing countrics on the principle
of exclusive taxation of the remuneration for licences only in the country of the
receiver of the remuncratiosn. That would diminish the fiscal resources of
countrier where such resources are the most needed. It may perhaps be sugrested
ihai, in the relations betwecn developed and developing countries, the remuner-
ation of licences be tuxed oﬁly in . ne country of the licenisee. Even if such a
solution is considered not in counformity wiih principles of modern taxation law,
the exception to be made in this respect in Tavour of developing countries would
ceftninly facilitale the conclusion of licensinss contractc between enterprices of
developed and those of developing countries snd, in thin way, forcefully oontribute
to the transfer of technology to developing countries and to the progress of
their indust.ialization.









