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INTRODUCTICN

1. mransfer of technology on a commercial basis may be brought about either by
licensing contracts or by sales contricts. At the outset, it would seem that
there is a t1rea'*lz difference betwcen these two legal procedures: in the case of

a sales contract the technology becomes the property of the buyer and the buyer
can use it at his discretion as it serves a useful purpose in his production;
while the licensing contr:.ct is merely a temporary authorization given by the
licensur to the licensee to use the licensed technologzy under the terms set out
in the contract. In fact, the sale may be concluded subject to certain
conditions similar to limitations normally set out in liocensing contracts.

. Licensing oontracts, on the other hand, may provide for a gratuitous licence
after the expir.ition of the licensin> contract which puts the licensee for all
useful purposes in a situation not very different from that of a buyer of a
technological process. The two legal forms of comercial transfor of technology
oould therefore be considered s a mere technicality, the actual problems of
commercial transfer of technology being essentially determined by technical,
economic and financial content of the contractual relations of the parties
rathor than by the lezal classifioation of the contract itself.

2. The strongth of the bargaining position of the potential licentc.r, in a
market where objective prices are difficult to detormine because of the wide~
spread "imperfections” of market for teohnology, has decisively influenced the
oontent of the contractual relations between licenser and licensec in the
formation of modern practices in trade of produotion liocences. The prosent
contract practices relatod to cormercial transfor of techmnology are still too
often characterised by a narrow definition of the l;abilities of the licenser
and by a strict limitation of richts granted to the licensee. In the relations
between industrialised countries this situation doos not seriously affect the
development of commercial transfer of technology, sinoe the flow of technology
normally goss in two directions, so that an enterprise that happens to be &
licenmee in ons pu-tid\\hr commorcial operation may be A licenser in others.
This sort of automatic correction dovs mot exist in relations betwemn developed
and developing oountries, and it therefore appeirs necessary t0 adjust s
Mmhnctpmummimwlimhmtmummm&w_
of developing countries with a view %0 creating for the bemefit of enterpwises
in thess couttries a stronger contrectual protection of their soonemde . .. .
interests, which they are generally mot st pwmsent in-a pesitios %o achiem,, |




through ncgotiations. Such n ndjuctment of pr scnt contract practices ic Also
of utmost importancc, since the tranefcr of technoloyy is esscential for a rapid
industrialization of developin: countries. wrthermore, the financial, comnercial
and tcchnical positions of the two procpective partics arc unequal, It is true
that the strength of the bargninin: position of the licenser may be limited by
rcgulations concernins gr-nting compulsory licunscs for pitents, restrictive
business practicus 1. other lepal restrictions  The partics mry also try to
avoid the most strikin; adversc eff. cts of the prcsent situation ag described
above by exercising particular carce in the conduct of the ncgotiations
preceding the conclusion oi a licensing contract, both partics having an equal
interucst in ascortainins boforc the conclusion of the contract that the
technolory to be contracted ic the most suitable for the licensce's needs and

that the licensce is in a position to makc the best use of it.

3. Tor the reasons st:ted abov:, virious problcms related to the drawing up
of liconsinz contracts for commercial transfer of tcchnology have to be reviewed
from the point of view of adequate protection of legitimate interests of
developing countries. In this review the technical, economic and commercial
aspects of the problem will be decisive. The possiblc lognl solutions that
could be recommunded to enterpriscs and to the Govornments of developing
countries will have to bo formulnted on the basis of findings that may result
from the technical and economic analyses of pr.sent rculations bdetween developed
and developing countries in the ficld of commerciil transfer of technology.

I. DECISION3 REGARDIIG Tii* ToCING

4. The decisions regarding the technology to be chosan by enterpriscs of
developing countries is a problcm which the parties havu to solve before ‘
entering an agreement on commercial transfer of techmology. In this respect,
industrial enterprises of dovelouing countrive often complain that the present
trond'in comme~cial practicus applied to tr nafer of tecchnology does not give .
thom an actual access to modern imdustrial techniques. Developing countries
are anxious to prevent entorprisce of deweloped oountrios from selling to them
at a hi;h price outdated techniquos for whioh developed countries have thnnnali"
no further use., To protect their interests, developing ocountries sometimes try
to insort into licensing oontracts a clause acoording to which tho licemmer -
guarantees that the industrial proocesses he sells cormcspoﬁﬂ to the most modera
techniques known in the field of the industry ooncerned.




5e The practical efficicncy of such a clause is rather doubtful, since the
phrase "the most modern techniques" is difficult to define clearly and may of ten
lead to disputes as to its ctual meaning. The latest tochniques are usually
sold at a higher price, since they may not yct hawve been "amortizod" by the
licenser. Also, thoy may not have been industriall, and coimorcially proved,

in which case the licemsor may be even less inclined to guarantce their practical
results and possibilitios of utilization. lorcover, the ducisions regardin:

the sclection of a particular tuchnology need to be guided not only by the
present resource-base of the dcveloping country conccrned, but also by the
requiremoents of thc futurc dev.lopm:.nt of its resourc:s as wcll as ite
technological capabilitiuvs. It may thercfore b suyrusted tht even an entor—
prise of a deweloping country that initially chooses a wecll-proved classical
industrial process stipulates in the clause of its liconsing contract related

to improvemunts that thc licensce should be given the ben.fit of all later
improvements and innovations made by the licensor to the originally

tronsferred techniques.

6. Another problom of choice of techniques may arise with regard tn“patented
and unprtentcd industrial processes. Patented techniques are normally ascribed
a higher valuc and, icoordingly, a higher price than unpatented techniques. A
patont gonorally confers a stronger protoction againei infringers and a somewhat
better defonsive position againet actiont [or infringemont brought up by third
parties; in casc of unpatented toc..nology, similar results can be obtainod only
if the applicable law protects the know-how - which in most cases depends or

the condition that it has boen kopt scorot - and if the licenser is willing to
accept 2 guarantoe clausc against actions brougnt up by third parties, for
imstance, if ho statcs that, to the best of his knowledge, the toohniques that
he has transferrod to the licenoec cannot be legally disputed by a third party
and if he commits himsulf to assist the licensce on any aotion in infringement
brought up by a third party aga.iggt the liounsee. Ilowover, many liocensing
ocontraotes contain an ammex listing the patents invelwed in the operation, some
of which have no direot boaring on the lioumsed techmniques. Tho licenses wowld
Sherefore be well-advisod to soratinise suoh lists of patents oarefully and to
requent that ratents not directly involved be deleted from the list. This would
give the 1icensee an oppertunity %o requost a lower price. Purthermore, in
oonolmding iiuir licinsing eﬂB&t!Gi!, ‘the enterprises of dewsloping countries
mmmmmammwgmt right but alse the correspopding
know-how and all other relevant tasbaical inforaation nooessary to industris
ils%auaﬁﬁniiep of the ttnﬁnfcrrgg teohnology.
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7. TBven befory startin~ to ncgotiate the nctunl t.rmc of a licensing cdntract,
the potentinl licensce, fter having thorougchly prospected all possible markets
for tho technology he needs, will hove to Cecide which are the most approprinte
technigues to be cquired.  This is often A difficult problem for a potential
liconsce and, for this purposc, h. miy wiuh t¢ have rocourse to an engincering
bureiau Bpuéinlizinf: in the particular ficld of intur:st, provided one is nvailable
that has neithcr financial nor technical links t0 potcntial licensers. llowover,

it should bu born: in mind th-t uscful o it bo, the intervention of an

onginecring burciu will involwe ~n wdditicn 1 cost to tho liocnsec. Another

procedurc that hag beon followed in certnin cwous could thureforu be envisaged.
The potontinl licensoe would draw up 1 questionniire defining the types of
production he desircs to undertike 'nd gend it to potential licensers. If
nood be, the potentinl licunsers would rcturn to the potentinl licensec another
questionnaire cesign.:.ted to ascurtain mor. prociscely the ctual needs of the
liconsec and thu terms of a possible contrnct. If the liccnsoce end one of the
licensurs come to a final agrcement, the oxchange of thuir pr.ceding
correspondencu bascd on the questionnnir. nnd the rcplies may be of use in
jnterpretinz the contract, cupeeially with regard to perform:moa guarantoes.

In thie connexion, it will be cxtremely valuable to the developing countries
if the various organizations within thc United Nationn uystem and othor bodies
conocrned wore to organize internntional consultancy sorvices to help ohoose
the most appropri.te tuchnology, to nssist the developing countrics at the pre-
negotiation stage nd to help them to finalize the legal details of the oontract.

8. In addition to making a preliminary dcoision on tho techniquos to be
aoquirud, possibly in consultation with an cutside oxpert, the potential
liconooe will ~1lso noed to dotcrmine whethor the transfor of tochnolcgy should
bo given tho form of a scparate oontract or whethor it should be. incorporated
into a oomplox agreemcnt on industrial co—operation. In rolations between
entorprices of developed oountries, soparate licensing agreem:nts arc froquent,
undor which tho liocnsve, starting from toohniques ho has aoquired, undortakes
40 seoure indopondently his own production and marketing stratogy for his owm
products, Somo of tho developing sountrics with ndvanced national technological
capabilitios may bo ablo to follow this practico. But cntorprises in many
othor dawveloping countrios may ncud for tho sm purposes not only the bonefit
of toohnioal knmowludge but also ausist moe in production, in mwcomnt and in
markoting. At first sight, it would scom that the imrmﬁén of a umm

contract in a bdroader agruvomont on imtﬁal Wﬂﬁm would \mw- serve




the interests of onterpriscs of developing countrics. Such incorporation may,
however, increasc the global cost of the opuration and put some restraints on

the independence of the licensce., The situation, therefore, must be reviewed

from all possiblc points of viuw, :nd the wdvantages and disadvantages of cach
solution must be carefully studied, prefoerably with the help of intornational

consul tancy services, s mentionud above, so that the cnturpriscs concorned

may de aware of all fiactors that influcnce their decisions.

II.  IMCORPOR.TING LICII'SING CONTI.CTS IFTC COMPLTX
ARAYGUFTNTS 'CR INDU.‘;"“RI'\I CO-OPERATION

9. Licensing contracts decaling with transfer of tuchnology often contain
provisions conocrning such related subjects ns technical assistance granted to
the licunsoc by the porsonncl oi' the licenscr's firm, training of liccncec's
personncl in licenser's plants, usc by the liconsec of licunsor's trade marks
and tho likc. All such questions should be truatud by the partios with spocial
¢ 'rec. In so far 8 the licunsor's tochnical assistance and training of
liccngee's porsonnul arc concurncd, the parties should determine, in partiocular,
tho frequency and duration of the assistance ind training operations, the
places to which accuss should be ziven, tho division of cost, tho ropatriation
of incomo varned s salaries, the r sponaibility for travelling and living
oxpensos, the liability for ~coidonts otc. Dut s long as th. transfer of
tcchnology romains the contral point of the contractual rolations of the parties,
tho quostion 3as to the prefercence to be given to a singleo contract covcring all
aspects of thosc rolaticns or to 2 turies of soparate and spucinlised contracts
is a purely formil onc and has no importanoc from a eubstintive point of view.
The situation appoarb to bu entirely different when the transfor of toochnology
is only ono of the various eloments of u largu-mcalo opuration desismated %0
croate or to dovilop an importint industrial undertaking in a developing country.
In such cascs tho ’Gowmnt of a dowsloping ocountry or tho entorprise of this
country will havo to decide whother to obtain ncoosaary tochnologies themmelves
"undor soparnto liconsing agreomonts and later tako the lesd in tho comstruotiey
and the oporation of thoir planta, or mthor to entmt tho ﬁpplhr of
tecknology with the role of genvral comtracter who will be mmibla fﬂ‘
'nmuammmmmtwthmmwmwfwm
-mm of an industrial plang.. .
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10, Ther¢ are scveral advantages to 2 doveloping country if it ean obtin, as
the developed countrico generally do, the nccoessary tuchnoloi¢s under suparate
licensing agreements. In thigs case, it should bu ablc to reduce over-all cosis,
devulop nntional tcchnolozzical capabilitics, mke the most rational use of its
own naturnl resources and kzep an over-nll control over its industry. Quite
clearly, this applics to only thosc developing countrice that have alrcady

demonstrated the capebility of undertaking industrinl projects.

11. Therc may bc oertain dvant geu to an onterprisc of A duveloping country
in engaging n general contractor within the fromework of a so-callud "turn-kcy"
oontract, sinoc tho contraotor will hawve to assume responsibility for the choioe
of technology wnd approprintu coquipment. loreover, if the contr:ct docs not
contnin 1 provision to the contrary, tie contrictor will be responsible for
obtaining the resulis of tho industrial project implomented by him without the
oliont's being obliged to vetiblich proof of thc contractor's negligence.
How.ver, the contractor should not be held liable if uvidence proves that the
olient is to blame for uns-tisfactory rosults, ¢.g. the cliont's use of

inferior or inappropri tc raw materisls or some othor dofault in the aotual
plant opcration. But oven then the oontractor may have to assumc part of the
liability if, for oxamplc, the contrrctunl arrangoucnts betweon. thu partics wore

extonded to tcchnic:l nesistwnoe to, or man~gement oontracts for, plant operations.

12. The tranafor of liabilitice from client to guneral oontractor would involve
for an entorprisc of a doveloping country n substantial inorcase in the global
oost of the oporation. In such a ondu, thy general contractor will bo able to
detormine tho prioos of his serviocs nd suppliea, including supplies of
intermodiats products. For example, in buying from a third party the necessary
equipment that huo does not himsclf maufacturc, the contractor may be tompted to
include his wsunl margin of profit on each item ho will charge in his global
pricc to his oclicnt. Thure may be a considorable price difference cotuaen the
global primu charged by tho oont. actor and thoee which the onterprise would
obtain throush individual purchascs of the samu machinery and egquipmont,
Eewuwr, thu contractor's liability should bo berme in mind, and he IMI‘ be
allowed a roasonablo surplus cherge for his margin of seourity.

13. The justifioation for 1 mungin of scourity cas irdly bo disputed. Iwem
if the licomscu assumos tho responsibdility for the comstruction and the opetw
of his plant, he must mlm ann.mprhw margin of lwtv mm




anforeseen ovents in the calculation of his own cost pricu. In the case of a
nturn-key" contrnct for comstruction of a factory wndé pnrticularly whon 1
"turn-key" contract is supplemented by management and marketing contracts, tho
cliunt is entitled to cl~nim that thc sccurity margin of the generil contractor
be kept within roasonable limits. A cliunt should also have the possibility of
controlling the global pricc prescntud to him by a general contractor ia order
to b abl: to judge for himsclf whether the contractor's prices ire reascnable.
In practic:, an onterprice of « developing country would be well-advisud to
invite a proposcd goncrnl cont:actor to submit his offcr with a broakdown of
pricos for each item includcd in the general proposal. In this way the onterprise
will be in 1 position to comparc the global price proposed by the poneral
contractor with prices that thc cnterprinc could obtain in concluding scparato
oontracts for various supplics nd sorvices nuoessary for construction and the
operation of its plant. Only on this compar:tive basis will thc onturprise of

a developing country bc abl. to decide whether it is prefurabl. to conclude a
separatu liceneing agreement for tronsfor of tochnoloyy or to incorporate it in
a more comprehensive contract. It is clear th't in making this decision, tho
dovuloping country will havo to wuigh tho tochnical scocurity it may gnin agiinst
a pospible incre-su in cost and relative diminution of its uconomic indepondunos.

III. DURATICI OF LICTNSING AGR"ITI'TS

14. As the liconsing contracts nro normally subject to governmental authorisation,
they oannot validly entur into foreu bafore all thu nucossary approvals and
authorisations have bu n obtiinvd. The uffuitive datu of a liconsing oontraot
signod by thu partivs shall thorefore be tho day on which the last of tho

roquired approvals orwuthor%zatiom havce boun rantcd.

15. The licunmsing ngrooments for tramsfur of teshnology aro norwally concluded

for a period dorrosponding %o thu oxpoctod valuw of the ocontractod techmology.

The ocontraotual duretion of ldounsing agreemints varies at prusomt from fiwe %

ten yosrs. Binso tho practical value of 1 giwn tuchmique may be.longor than the
originsal poriod provided in tho contreet and vspoeially simoo this praotical

value may bu oxtonded bayomd the time~limit origimally sot out in the oonteast

owing t0 Anventions ind improvorunts browght about during tho oxiztencw of the.

Waeltly sesewod Walosd one of -4lu partion Asmiswies 14 6% A eorieln time, say
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gix months before its cxpir-tion s fixed ir the contract.  Althoush ofton usud,
this renewal clausc may not in all circumstancus be the beot solution to the
problem of duration of lic.nsin? wrocments. If at the time of tho expiration
of the contrect tic liecnsud tocinique still has practienl value, this valuc may
have progrescively diminished so that tie continuation ol t..> agrcement under
the sam: oonditions ~s in the origin.l contract miy bucome too burdensome for
the licensce. Considuration should thercefore be given to the iden of
nepotiation, bufore the cxpiration d tu of the original contrnct, for ~ now
agreoment that would tk: into account the ctual value of thi licunsad
technicuc at the moment when the new asreement is concludod.  Another way of
adjusting a licensins contraict to 2 possibl. change in the practical value of
the liconscd technicucs would be to ~dopt in the original contriet A duclining
scalc of remun.ration for tic licencc. In this casc, it would be poscible to
combine the remuncration clouse witi the procedure of tacit ronewal of the

contract.

16. The incorporation of a licungcing greement -nto An over-all contract for
construction and operation of wn industrial projuct in a devoloping country would
not neccessarily nltcr the solution to be dopted for the problen of the duration
of the licensing contract. Since certain ports of the contract will be
torminnted hefore the normil cxpiration of the licumsin gruement, it is
nocessary to statc clearly in the contract thot the time limits atipulated
gaparatoly for the diffcrent parts of the contrnct v independent cf ench other
and that, rcgardless of th. termin~tion of othur parts of tho contract, the
provisions rclating to thc transfor of tochnology will remain in forou uatil

the ond of thoir fixed termm. It should, howuver, be borne in mind that certain
links m.y uxist between the difforent parte of the contract so that their
respective duration periods should be harmoniged.

17. In many lioccnsing contracts the liconcers include a olausu according to
which, aftor the oxpiration of the puriod of duration as fixed in the lioccneing
contract, the liconsuu ie not nllowod to utilize the tuchnology that has been
transforred to him by virtuc of thc contract. This prohibition ia somctimus
evun oxtended to tochniques derived by the licumsco himoulf from the licemsed
tochnology. In cortnin contracts, tlw: licunsers requost that, aftur the
expiration of the contract, the licumscu ruturn to thom all the deoumentation,
including models, drrwings and dusigms that wure suppliod to the liconsee
within the framework of tho origianl ocontraot. liowewer, tho striot application




of such clausus may not be comsidercd 18 vilid in a numbuer of legal aystems in
go far as non-protccted tuchnology ic concoerncd. In many cascs such clauscs
would be harmful to the inter:sts of the licemsce, espucinlly where, to undortake
an industrial projcct bas.d on tcchnology obthined from the liocnser, the
liccnsec is obliged to make import-nt investments nd to sucure n market for

his products. Thus, it would be unrcalistic to sk the licensoc after the date
of oxpiration to sto, production or to rcconvert his business, particularly when
he may not havo ~mortiged his expenscs or have drawn sufficient profit from his
inveatmont. It would scom equitible to allow the licensee to oontinuce to oxploit
the licenscd tcchnology ewvun aftcer the contract his expired. From the legal
point of viuw, such 1 result could be :chicved by stating in the oontrnct that
ecn the expiration of tho timu limit originnlly fixed in the contract, the
liovnsco will be granted n gr-otuitous liccnce for the technology, with no sct
timc limit attachecd. If thc licunser werc not inclined to coupt such a liberal
solution, a compromisc may oonsist in roscrving contrhctually to the licensce
the exclusive right to rcnow the contrnct at his own discrution, but at
reduoud price. To avoid subsequoent discussions among thu partics as to the
roduction of' thc contractual price in cnsc of 1 unilateral rorownl of the
oontract by thu licensce, it would be advianblu to fix in tha original contrwot
the rite of the roduction and thu nuw timo limits in the situation envisaged herc.

IV.  PREFATURE TERMILATIOL OF T. CONTRACT

18. 1In addition to the normal turmination of a contract by the expiry of the
period fixod for its duration, a licumsing contract may -1so be turminated by
agreement botwocn both pirticc or by the docision of onc of the parties if such
a unilatoral cancellation of the contract is supportod by law or by an axpressoed
provision within thc contract. In gemeral, it may bo st-tad that, as in all
mutunlly obligatory contracts, a pa~ty %o a liconsing contriot is untitled to
oancol the contract if ho can prove that the othor party has committed a broach
of tho contract. Howovor, this principle is much too genernl to bo appliod in
oonorate oascs without giving risc to uncertaintios and litigations betweon the
parties. In numerous liocnsing contriacts, the partios therofore omﬁll.r
emmerate the conditions undor which tho liounser or the licensce may ocanoel the
contract bocsusc of actions or omissions, or bechuse of the gomeral attitwde. of
the othor party. This way of procveding is ocortainly ocommondable. The usual
practice in this respoct is strongly influonccd by tha interests of licemeers,
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It would scem useful to revicw the matter fro the point of view of the )

interests of the licensees, particularly of those from developing countries.

19. The licensee's rirht to cancel the contrct may be envisared inter alia

in the following cases:

a) Default in supply of technical data (sce para. 48);
b) Non-fulfilment of performiwnce gu’rantees (sec para. 48);
c) Insufficient technicnl assistance (sec para. 4C and 57);

d) Violation by the licenser of clauses concorning the
territori~1 vilidity of the contract (sec para. 31);

e) Violation by tlc licenser of clauses concernin;;
improvements (sec pira. 24);

f) Changes in the structure of liccnoer's entcrprise (see para. 24);

g) Disappearance of the eclenont of secrecy or inv:lidity of
a patent (sec para. T0).

L ———————

20. The cases in which the licenser may hawe the right to c mcel the contract
aocording to present contract practices, ocan be inter alia as follows:

TN S

a) Delay or default of payment (sce para. 63 and 64);

b) Changes i: the strycture of the licensec's entcrprise (sce
para. 22 and 23) or un:authoriged transfer of licencos or sub-
contractirg (see para. 25);

c) Non-respect by the licensee of territorial limitations (see para. 31);
’ d) Violation by the licemsesc of the obligation to secrooy (see para, 70).

21. The conditions under which the lioonsee or the licenser, as the case may
bo, would have tho rizht to canccl the contract as well as the finanoiel
consequences of such a cancullation ire discussed below under the variows
paragraphs related to thc specific odligntions of thc parties the violation of
which may allow tho other party to cncel tho contract. It will suffice to
mention hore that in certain cases the faulty party will have to compensate the
other party for damages suffered and proved and that normally the right to cancel
the contract should only be given to this other party if after having received

a notico to this effect, the faulty party does not fulfil its obligations under
the oontraot in a roasonable time. It should also be noticed that, umlike the

o S e o e
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situition considered above in para, raph 17 for the case of normal expiry of
% licensing oontracts, n licemsing contract validly termimated by the licemser in
! case of violation by the licensee of ome of his contractua) obligatioms, allows

the licomser to request the lioensec to ruturn forthwith all documsatation,
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informition, drawings, desi:mt and models supplied to him under tic contract,
and to rofrain from making further usc of the information th:t was the sub ject
matter of the lic.nsin contract, unless thce 1 ws applicrole to the contract
do not permit the licenser to prevent the licunsee from naliing use of non-

protected technology.

V.  CHAMGS IN Tu: STCTURT OF LICTLSTIG'
0" LICNOTS' T Pl 5, TRALSTUL OF
LICI'CES O ot BCORT IACTING 3Y LIC TSNS

22. - Owing to the pereonal character of licensinyg contracts concluded between
two parties who have confidence on: in another, in cases involvin: the transfor
of licensce's entorprise ~s a wholc to a third party = b-iliruptey, sals of
busincss, nssignmunt of assats to anothur enterprisc and the like - it would seem
natural to give the licenser the richt to cancel ths contract. The cancellation
o. the licensing contract by the liccnser would not seem to give rise in this
case to any damages to be paid by the licensce to the licenser: the transfer of
technology does not reprusent for the licensor additional costs, tie technology
having been "amortisod” in most cas. 8 to woro oxtent by usc in tho liconser's
own production, and the canccllation of the contract gives the licenser the
possibility of granting the licemce to another cnterprise operating in the samo
country as the liocnsec. The problem is important snough to be clearly and
specifically settled in the contract.

2). Tho licenser may agrec to listin~ as part of transforable ascots the
licemsin: contract for the remaining period of durntion and under the same
conditions. In many contracts, Lowowr, the licemser retiins the right to cancel
the oontract at tho time of the tranafer. The problem cam also arise in cases
of partial tramefur of liconsec's enturprisc. Furthermorc, most qof the
licemsing contracts contnin a clausc stating that the right to cancel the
oontract is granted to the licunser when changes in the struoture of the
licensee's enterpris¢ hawe takon place. Por examplo, the licensee or the
partners of the licensod anterprise have transferrad thoir participation to cther
' persoms, or a privato onterprise has boocome nationalissd. This solution is also
justified by the perwonal charecter of the licemsing contract but to be applicable

must be cxpressly stipulated in the contract. Some licensers require even mese
-wemmm»mmmumammmtt&qmv
%0 cancel the licemce in cases of motable dimimution of tho licenses ‘s oredid-
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worthincss even bufore the licemsce's fincneinl difficultics have become )
apparent throush ctual delvy in payments or by opening of judicinl "winding-up"
procedurcs. Howcver, it is bolicved tii-t 2 clws. to this coffect would give the

liconser too much power of discrution.

* 24. Thoe personal character of licensins contracts, rusults in vory stringent
requircmonts maintiining the ori;sinnl identity of tlic licensce, pluys a luss
docisive role in so far s the peroonality of tie liconser is corccrned. If the

liconsing contract consistc only in transfer of technical documents and information,

having recoivoed iritially these documents ~nc informition from the licensor, the
licensee h's no valid rcasors for, nor ~ctual intercst in, requiring that tho

idontity or structures of th: licenscr rumiin unchngod during the cntire life of

tho licensin:: contract. If, howcver, tochnical assist-nceo and improvements are
also involved, the chinzcs in the structurvs of the liccnser's cntorprise may be
of importanco to the licencec 'nd thoe licensee should iwwe thu risht to cancel
tho contract if he deems it dvisable.

]
i
|

25. Tho problom of cancillation of the contrict may also arisc in rospect of
transfor of licunce or subcontracting by tlw licensec without changus in the
structurc of his enterprise Undor a licensing contraot the licuhsee is usually

not Allowed to t-ansfor his contract or to subcontract a component part of his
production to a third party without the oxpress authorisation of the liconser.
This solution, which appears in practically all liconsing contracts, derives from
the personal charactur of the liocunsing contract granted by th: liconser to a
spocific porson, the licunsce, in whom the liccnsor has confidence. It would
appor difficult for tie licunsoe not to accept such 2 limitation of his fruedom
of sction based on tho vor- essonce of the liconsing contract. [k may, however,
at tho timo of comcluding the contract foresce conditions under which he might
later have to transfer his businoss to another enterprisc or suboontraoct certain
aspocts of his production activity. In view of such contingoncics, the licomsoe
may obtain an advance authorization from the licenser, om signing the oontract.
Tho parti s could also adopt the clausc proposud in ORGALINTE's (Liaison
Organisation of Turopoan Motnlworking Industrics) Modol Form of Patent Lioence
Agreoment (clruse 1.1II) according to which "the authorisation of the licenser
shall not be unrcasonably withhold”, in extunding it to both patonted and
unpatentod tcohmology and to subcontracting. The question should be in any case
clearly settled in the contract in order %o avoid possible uncertaintios as to
the legal effect of an unsuthorised treamsfor or suboontrecting. A contractually

o i o
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prohibited transfer of licence or sub—contrictinc would be considered a breach
of contract on the part of the licensee and could mzive the licenser the right to
cancel the contract, the licensee remaining responsible to third parties for the
non-fulfilment of obligations resultin; from the transfer of licences or from
the subcontract. The cincellation of the licensin ; contract by the licenser
would not seem to ~ive rise in this c:se, s in the situation treated in
piragraph 22 and for the s:.me re=sons, to any damages to be paid by the licensee
to the licensar. This solution should alco Le expressly recorded in the contract.
It should also be borne in mind th:t prohibited transfer of licences or sub-
contracting may involve unauthorised disclosure by the licensee oy confidential
information to third parties and tint tle solutions envisaged in puragraphs 69
and 70 below with regard to the breach of tie obligation to secrecy may also be
applioable in the case of prohibited transfer of licénces or suboontracting by
the liocensee.

VI.  TERITORIAL VALIDITY

26. A production licence is in most cases limited to the oountry where the
.1icensee's plant is located. A formal extension of the territorial validity of
the produotion licence should be sought by the licensee if he intends to distridbute
the production based on the licensed technology amon: his various plants ocituated
in his country or in other countries. It has already been noted that the same
applies to industrial suboontracting. ‘The licensce should also bear in mind
that he cannot enter into an industrial co-operation a;resment with a third
party on production covered by tho licensed technology witaocut the consent of the
lioenser. It should therefore be recormended to the liocensee that should he
have previously concluded an industrial co-operation agreesent witi n third
party he should record this fact in the licensing contract and odtain the
extension of tho lioensing oontract to his intustrial co-operation agresment or
agreemsnts. lls may also endeavour t0 insert into his lioensing oontract an
advance authorisation voncerning any industrial co-opsyation agresment with thind
parties that he may conclude at a later stage. Otherwise, he will be cbliged %
seek the lioensor's authorisation each time he wishes to conclude an industrial
co-operaticn agreement iavolving utilisatios of the licensed techmology. *'

217. In licensing contraots, a production licence is usually issued in m
wiﬁam lim. wiareas a sales uoomwomt W}ga Since this
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study is soncerned primrily with tae problems raised by commarcial transfér of
technology, ~ discussion of separate s.lcs licences ie not relevant and is thus
not included. 'hen a lic:nsinn contract covers both a Lroduction and a sales
licence, the territorinl validity of the two elemcnts of the contract may te the
game or it may differ. In the c.use of » licence granted to an enterprise from a
developing country, the most officient solution may be to concentrate production
in one country and to grant to the license2 in thit country sales licences for
as many developing neighbourin-~ countries 18 would appear justified by the
productivity or capacity and tie licensce’s plont facilities. Such a solution
would be particularly commend-ble if » regional common market should be formed.
A final decision on this point will have to be tiken in cach case after a’oareful

consideration of the legnl and factual gituation including such elements as the
licenser’s own position on the markets conccrned and the licenses previously

granted by him to other licensaes,

28. Both production and sales licences may or may not be exclusive. In
conferring an exclusive liocnce, the lioencer undertakes not to operate direotly
or indirectly in the reserved territory, not to grant in this territory a similar
licence tc anybody else and to instruct his licensees in other territories, if
any, not to operate directly or indirectly in the territory reserved to the
licensee. On the other hand, in cortain cnses the licensee agrees not to contract
with other licensers for production and sales licencos for competing products,
although such a clause may not bc valid under lepgislation relating to restriotive
business procticos. There may also be situations in vwhich both parties may find
it mutually beneficiul to allow the licensee to add complementury toohniquu‘ to
the techmology obtained under the exclusive licence and to distribute competing
products if, for example, the licensce's production, supplemented a8 it may be

by additional supplies of final produocts by the licenser, is mot sufficient %o
cover all the requirements of the markets roserved to the liocenses. The merve
mention in the contract of the oxclusive nature of the licence grented wounld
therefore give enough clarification s to obligations imposed upon the licenser
in this vespect. The correspondinz obligations of the licensee should, however,
be spocified in such a way that no comfusion can arise in respect of limitatiems .
whioh derive, in so far as licemsee's froedom of action is ooncerned, frem e
exclusive nature of the licence, and that such limitations counform with the

applicable laws on restriotive business practioes,
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29. As rag-rds developin; countries, it would seem -~dvisablc to grant

exclusive production licences to enterpriscs of these countries in order to
stronzthon the productiveness of ticir growing industries. It may also be
considered preferable to adopt the exclusive licence form for the sales licences
granted in the country of production. As regarts salcs liccnces sranted outside
the country of production, the choice may be botween exclusive salus licences for
a restricted number of outside countries nd non-exclusive siles licences for a
large number of countries, perhaps on A resionil or on a world-wide basis. A
possible nolution that has recently boen adopted in some licensing contracte is

to grant an exclusive production nd sales liccnce for the country of the

licensce, combincd with A non-exclusive snles licence for the region -~ and some-
times for the are: outside the region — where production tnkes place, Naturally,
this solution can be applied only in countries in which the liccnsor has not
already granted to another liocensce an exclusive snles licence, Furthormore, the
non-exclusive sales liconca rranted for many countrics, situated even outside

the rogion, may contain a provieo accordins to which the liconce will autonnfically
be torminated .n th: rogion or area of concern wlon the licenser later grants an
exclusive salus liconce to another licensec in the territory This solution may
£it well into the framework of contractual licemnsing relations between enterprises
of developed nd thosc of developing countries, provided th~t the contract
includes a proviso used in all cnsss of sales licensiny contracts which states
that tho sales oporation initiated prior to thu tcrmination of tho non-exclusive
liconoe may bo completed by the formcr licensee, if ncoessary after the

termination of his liocencu. Other formulas for concluding licunsing agrcements
between a licenser from a dovoloped and . licensee from a developing country can
also bo formulated. It may in particular prove to be rationnl - always from the
same point of view of productivomess and profitability - to concede to an entore
prise of a doveloping oountry an exolusive production licencc in this country,
ocompletod by a series of oxolusive salcs lioonces cowring a wide geographical
area nround the oountry of produotion, it being undorstood and oxpressly
stipulated in the lioensing contraot that if, to foster tho dewelopmnt of sales
in various oountries of the goographical aren attributed to him, the licemses
deoms it sdvisablo to 2rant in somo of those countries sub-licencus %0 local
entaorprisus, ho should he allowed 40 do so aﬁcr baving merely cousulted -uh ;
the licomser. o ~,
. amamdammmwm; :
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may oxist in thc countrics conc rned in respect of restrictive business prﬁ‘ctices.
It is truc that tic industrialisation proccss in mny developing countries may
induce tho Covornments of thcsc countries to jut morc cmphisis on establishing new
and strongtheninz oxistin~ industrics than on protuctin; fres competition.
llowever, the creation of regional coimon markots mnay operate in iuae opposite
sonse in prohibiting n¢roements th~t may hinder ti froc flow of goods betweecn
momber countrics of & common market. To this effect the exclusive sales licence
should be construed so ns to reserve to the excl.sive liconsec the rights of
prospucting, publicity and markcting in the countries for which he has the
exclusive sales liccnce without oxclwiing the possibility of "parallel imports",
i.e. direct purciasus ty a buywur outside the liounsod country, from the liconser
himself or from anothor of his liccnsoces. jowevor, ~8 long as a country or a
group of countries does not have logislation arainat exclusive licuncaes having

an absolutc effict, nothing would prevent tho partios to a liccmsing agroement
from prohibiting any sale by tue licenser or by another of his licensccs on a
markot for which a sales licenco has been grantod to an oxclusive licensco.

il. In view of the particular importancu of tlc role that the dofinition of
the torritorinl validity of the lic meing contract plays in the rolations betwuen
the licensor and tho licensce, the ruepect of territorial limits sct forth in
the contract should be nsourcd s strictly s possible. It is evident that if
the liconser or rome of Lie oher licensees operate in the torritory attributed
to an exclusive liconsue, they diminish through thoir astion the poscible nyofita
of thu oxclusivo licensce and thoroforc owe him compensation. It is also clear
that if a liconccs, whothor omslucive e wot, ucto beyond tho territorial limits
of his oontract. hv obtains n profit without rewarding the licenser and if he
exercisos his :ctivitics in a turritory attriduted to another oxolusivo liconsee,
he is enoroaching on thc profits of the latter.

Ja. In cascs of ropoated violation by one of tho parties of the territorial
limite set forth in thc contract, the other psrty may have reason 40 comsidor
such an acticn on thu part of his partmer 8 a deliberatc dbreach of an essentiul
olement of thc licenco, grntod or received, justifying tho cancellation of the
contract by the injured party who, in nddition to the right to canocel the
contract, would have A valid claim for damagos. 'wn tho injured jarty is the
licensee, tho damages provoked by tho cancellation of the contract any be
particularly important, ‘s thu licensue cam clain compensation for all his
oxpenses and invustments imvolwed in buildin: wp an industrial undertaking on
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the basis of the licensed technology. The cancellation of the contract on the

bagis of turritorial violations may therefore prove in practice not to be an

appropriatc rumedy for the cxclusive licenseo. Furthermore, it may be difficult
to nsscss the exact damages to be adjudicated in cnsce of non-coservance by one

of thc particu of the territorial limits sct forth in thoe contract if tho contract
doce not oontnin - guiding linc to this effect. Since the basic damages that
would rusult from th. non-observ-ncc of contr:ctuil clausos related to territorial
validity of the licunce consist in a diminution of profits of the injurcd party,
the most oquitable solution may bu to allocitc to ti: injur.d party a compensation
to bo paid by the guilty party in the form of -~ given purcentrgu of the total
amount of salos crrio’ out by the latter contrary to the contraotual assignmont
of licensuod turritorivs. If such a solution is introduced into the contract, it
may Y considerced that, provided the adoptud perocntage corresponds to the normal
profit obtaincd by the injured party on his own snlos, the damages wuffored by the
injured party are fully compcneatud. It woculd thorefore be advisable to state in
the contract that, busides tho adjudication of a poroecntagu of the total amount

of unauthorised sales, no other indomnity or penalty will bo due in case of non~
obscrvance of contractual clauscs roliting to th. turritorial validity of the
liconce and that th: partios renounce in particular their right to oancecl the
contract.

V1. GUARANT. i3 TO 30 GIVEN 3Y Ti[C LICTINSER

33. Ono of the main goals of the licomsec in aoquiring a given tochnology from
the licenser is to obtain tho honcfite of the licunsur's technical experionce and
advanco. The liocenscc also oxpeots that through use of th: licensed technology
ho will bo blo to manufacturo produots of good commorcial quality at a
reasonable cost and with good sales prospucts. JTn the onsc of an oxolusiwve
licenco, tho compotitivonoss of tho licensec may in all rospocts bo strengthened,
If patont rigchts are attached to the licunce granted, the liconmco aloo recoives
the important advantege of buing protacted agninst possible infringemont hy thind
partios and possible notione in infringemcnt brought against him. The analysis
of present contrmot practices in comsercial transfur of tochnology shows that the
contractual lhlrinflal which tho liconsco normnlly obtaims under the comtract are
not always sufficiont %o vnsure that v will actually nchiowe tho Tesults be. |
mmmhmummaxmmmm
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Patentcd Tochnology

34. The protcction A p~tcnt offers to its holder is not an absolute onec.
Evan in countries wherce 7 pitent is zrntod after a prcliminary examination,
the validity of = patent may be contosted either A8 defence on an infringement
action entercd Ly 1 ptolit woldose o w0 4 ceurse of anction in infrcingement
directed against the holder The holders of p~tcnts who nre oxposed to the
danger of losing? their patont rights ac the result of nctions in infringement
would hardly be propared to gront tc thedr licecnsecs 2 higher protcction than
that which they cnjoy themsclves. That 1s why in numerous 1icensing contracts
tho licenscrs cxpressly decline any liability as to the validity of patents for
which thoy have granted a licence to the licunscao. In particular, they ‘rafuse
2+~ jrdomnify the licenece for dwmages liv may suffer if by rcason of judicial
nullification of n patent he is obligud to stop or ossuentially to modify his
production. It would be difficult for licensers not to 1wesist their liccns.cs
on nctions in infringecmunt directed agninst their liconsoees bacause of the use

of n contestud prtent.

35. The licunscers should bear all or part of the oxpenses involved in such au
action as well 1w thro custs of damagus that tm;r l1icunsees would have to pay to
tho guccossful claimant. A clauso to this offect is ‘ofton included in licensing
contracts, and tlio liconsces have v~1id roascns to insist on the insertion of
guch a clausc asrirming to the licensor A maximum shiro of expenscs, COStiR ANG
possible damngus to be prid to a third party. But oven 80 the lioconsces may nek
shomeolves whather tho inclusion of patents in 3 licensing contract, without a
pmore extonded guar-ntco of tiw licenser, inoreascs thce technical valuo of the
1éannc> that would justify a spocial remunoration or rise in tho global price of
the contract. Tho licensucs should boar this in mind when disoussing tho price
of tho liccnoe, taking, howevor, also iato ncoount that a patent granted in the
country of the liconscc may strungthen his position on tha market. If, in fixirs
the price of tho liconco, the value of tho patont is taken into consideration,
in onso tho patont is no longer valid, the price should b revised.

36, The liconsco’'s prime intorost in contracting is the teohnioal value of
the 1icence. Thus ho should obtain from tho licenser a guarantee that the
tochnology deliverod corresponds %o the conditions of contract. Suoh guarantcos
are linked on tho ono hend with timely dolivery of all doocumontation, advioe umd
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tochnical nssistance as stipulated in the contract and, on th. other hand, with
the results of the producticn to be undertken by the liccusce according to the
licensed tochnology. Contracts usunlly spuecify an exact dendline for dclivery
gso that licenscers who fail to deliver on time the promised information or
sorvices are charged a contractual pen:lty caleculated on cithur A daily, wookly
or montLly basis. Az a rcsult of the inclusion of these timu limits in a
contract, it is scldom A problem to nsscss the ruilt of the liconsor in not
deliverin: on time. Furthermore, a contractunl penalty is nermally due without
the licensec's bein: obligud to prove that the doelay by the lic neer has causad
hin any dmage. To avoid difficultics in the purformance of the contract nd
also possiblc conflicts of law, it would bu uscful to dofinc in the oontract tho
oxact conditions under which contractual puniltios my bo applicd nd to state
the rates of penalties. It is 1lso usual to admit in licensing contractis that
if the delay by the licensor uxoeeds curtain timc iimit, the liocnsco ie
ontitlod to cancel the contract. ilowewr, it is dobatable whuthor the licunsuc
has in this case a right to claim further damagos.

37. The liconscc may be in a position to show that, prior to thu owncellation
of the contract on thu basis of 1t delivery, h. had mode osrtain oxponscs and
invostments for the buildin; of a plant dosignated to usc the lioens.d
tochnology. Il may 2lso bu abls to show that the liocnser's dolay postponcd the
oxecution of tho liccnsec's industrinl projcots beyond the time compunsated by
the contractual penaltice. Although both partics mny agroe to the prxnoiplu of
indemnifiocation of tiac licunsce in ocasus of cancullation of tho contract
justifiod by the liconscr's dolagud dolivery, it is in fact diffioult to asscss
the notual damagos suffored by the licensce. It is thor.fore suggestod that the
contrnot contain a stipulation fixang a 1'mp sum to b paid by thw licenser, in
addition to tho oontracturl punnlty ehargus, A8 rocognition of tho licensce's
right %o indemnifiocation,

38,  The problem of guarantees.to bo given by tho licensar for the results %
bo achieved by wsing tho liconscd tochmology is a suoh more somplioated e,
partioularly where tha licensing oontmt is not issuod in ocomnexion with other
contraots for s.mtnnl eo—oparaum. As long as tho licenser tnkes mo other
culnitluntl than to deliwer to the lzaealas technioal inforwation, doowmentasion,
meﬂaﬁon and dasign, s in rm Bot ina yusuu- to guaranteo that the
,whrs iaﬁoahdbahahthe mw w sapable of boing obtaiasd Wy
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utiligation of the licensed technolopgy will actually be nbtained in the Iicensue's
plants, the operation of which - in the casu of 1 liccnsing contract not connected
with other partial or global agrcemcents on A more cxtunsivo industrial co-
operation - the licensor-has no means to contrnl. 1In practically all licensing
agrooments the delivery of technical dooumentition and information is supplenented
by various forms of technicnl assistancc siven by the licomser tc the licensoe,
such a8 dending specinlists for a specificd time to the liconsee 's plants,
oxchanging data between the rcsairch and tcchnical departmonts of the licenaur
and the licensee, training of the licensce's personncl in th¢ lioenser's plants.
All these procedurcs of technical assistinance arc limitod in time and do not allow
tho licenser to exercisc a decisive ~nd continuous influence on thc manmor in
whioh thc liconsoce's industrinl undcertakings operate. Tho licunscrs aro therefora
generally reluctant to oxtond ticir gu~rantscs and their liabilities beyond the
limits of their possibilitics of exercising cffective control.

39. This situ~tion is rcflocted in various provisions of licumsing comtracts
dofining and limiting the licenscr's guarantcus wnd linbilitics 1 rogards the
perfurmancos to bu obtaincd by usini the liccnsed tochnology. [Many lioonsing
contracts oontain a standard clausc according ‘o which the licimser guarantoecs
that if properly used the tcohnical data supplicd by him will pormit the

licensec to cbtain performnnces stipulotod in the contract. The limitation of
the lic.nsor's liabilitios on thc basis of such a guarintov clausc is sufficiently
vaguo and gonsral to give tuc licumscr the possibility of invoking reasons 1i°
claim that the promisod results have not bean obtainod by the licensce becauso
the tochnical dati supplied hiv: not beun properly used in the licensce's plants.
The lioenser may thus st:itc ind perh-ps ~loc show thit the licensoo has not
followed the instructions given by the liccnser, that the productiveness of tho
licensea's pereonncl is mot up to normal productivity standards, that the raw
materials used do not conform with tho contractu:l provisions on this point,

thnt the gonoral set-up of the licenscc's industrinl installations and promises
is defoctivc and 80 on. It may be possiblu to avoid thu lack of clarity as
regards tho phrasc "if properly used" by inserting in tho contract a list of
oases in whic. the licenser would bo relioved from his guarantes because of
shortcomings in the oporations of the licenmvc's plant. But this solution may
prove to be oven more unfavourable to the liocensee becausc it may make it easior
for tho licemser to get relief fron his guaranteo obligations in the oases
oxprossly montioned in the contract, and it is vory likely that the lioenser in
choosing this solution would insist on insorting in the contract a most extennive
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list of all prssible shortconmings thot may arisc in the licensce's undertnkings.
A performince guarantee civen under such conditions mhy be difficult to apply.
It would thurcfore be in the interest ol 7ood r:litions between the partivs to
replace it by ~noth r formul: th:t would not lind its.lf to disputes nd
litigtion,

40, If tic partics rec to limit the licenser's performince gusrantecs ~nd
linbilitivs deriving from thos.. guirantecs only t9 supplics wd scrvices under
the licenser's control, they should draft tacir contri.cts -ccordingly without
trying to hide the ctunl solution behind the appenr:inc. nf 1 more cxtonded
guarantce. Such outright solutions hhwve bucn wdopted in gu-rantce clauses of A
numbcr of recent licensin: contracts in wiaich the licenscer uarantoos tht he

will deliver to the license. all the tochnic~? daty whiel he, the liecnser,

uscs in his factory tc achivve contractu-l performances and parumeters.

41. The reality of this guarantee can be controlled by the .iccnsec in two
waye: first, prior t» simin< thc licensin: contract, tiu partica can axamine
togethcr, possibly in the prusence of experts appeinted by the liccnseo, the
industrial process of tic liconscr with o viow to determining the technicl data
involved in this process anc to drawing up A list of f-cters th-t would be nnexoed
to ti. contract “nd would thus constitute th: crituria for the liccnscr's

obligations with rugrd to performunce guirantces given by him; sccond, if in

uaing the liconscd technology the licunsee has difficultics in obtaining the
promised rcsults, he would b .ntitled to roquest the right to inapuct the
liocenscr’e firm in order to werify whother the licenser hhws lived wp to his
agrocment wnd has in £ict delivored the complete tucinclogy necoseary to achiove
tho results stipulnted in tac contr~ct. The firet procedure mny Nt firat sight
apper prefurablo; it pivos the licensue tlw possibility of aoquainting himsolf
with the dotails of the industrinl proouss he intonds to noquiru, in 'n amicable
ntmospherc prior to tho conclusion f tlk contrict, Il'urvower, if in the ocourse
of the implomomtition of the contrrct difficultics arisu w to tho comple tunoes
of tho dath supplicd, the licunscc oan simply rofur to the contractual list of
promiscd d~t: and assess whothor the licunsur hws violatud his arroement without
waiting for an on-sito inspuction as is th: cnso in the scoond mothod. Applicadle
to both mocthods is the provision that thu liconsue bu givem, At tho $imo of
concluding tho licunsing oontract, wthorisation to visit the lioumsor's indus trial
promises and to ~bsorvs tho liounsor’s muthod of implomunting the Jamo teochnology.
Thus, tho licenso. may Mavo thu bomufit of tho licunscr's practioal axporiense .
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42, In pr.cticc, howewver, the first preocedurc <xpliincd bove m y not f*.ltmyn

be possibl., s the licenscr m~y not be willin~ tc disclnsc tn the licensce, before
the conclusion of the contract, all th. <.t-ils of his techniques and procudses,
most of which may be covered by industri .l nd cormwercltl soercecy. To ensure
sucrecy during the negotition of tac lic noing: contr-ct, the pwrtics can

concludc n type of preliminary agr.cment wher by the potentinl licensce would
agr.c not to usc himsclf nor to disclosc to ~n- on. il confidential unpatented
information vbtiincd in the coursc of the cxamination of tho licunger's industrial
processces if the licunsing centrect 1s not concluded.

Proved violations of such 1:reuments would result in the potuntial
liconscc's being forced, by terms conteined in the prcliminary agreemont, to pay
a punilty foo to the licenscr. Proof of such vinlati ns is not, howewer, casy
o ostablish, and ns a rusult licunscrs gencrally prefur the sceend solution,

since it docs not involve the problom of protecting sccrecy.

43. In tie rolatinns between enterprises of induatr'inlizud countrics, tho
practice is usu-lly to limit the licenaer’s contrctu:l guar-ntcus to tho supply
of data, d .signs, procuss:s, instructions and know-how used by the liccnscr in
his operations tc ~chiuve the sanc results spucificd in the contract, thus
loaving to thc licensec the risks of practical utilization of thu tuchnology
received. Only a fuw developing cruntries that have made sisnificant prosruss
in industrialization may be ablc to fellow this practice. Howower, for onterpriscs
in the other dow.loping countrisg the risk to the licunsoc is believed to b too
grent. A liccnsce from thesc developing countrico would neud to got from the
liconsor not only ~ gu~rantec ns to a complote supply of tcochnical data
necossary to achicve the cnvisaged rusults but alon a truc purforminoc guarantee
for the actual rcsults of ..is production. These considor:tions lo=d to the
conclusion that under present circumstancus it would hardly be possidblo for a
liconseo from thuse duveloping countrivs to receive from a licomscr from an
industrialiged country such an uxtended performonce guarantee unless the
licensor is ~ssociated in somu way with the various ctivities of the liocensec
rolatod to thu industrinl utilization of the liocensod tochmology. That dous
not necossarily munn that, according to a complote "turn-key” forwmuln, the
liconser should be entrustud with construction ongineoring, supply of cquipmont
and vrootion of tho licomsco's plants in which the liccnscd technology will be
used. But tho licensor should hive 1 decisivo say on all thuso points as well
as on the mnagumont of the plants if tho licunsco wants him to tnke ower a
logal rosponsibility for th. liccnsce's production basod on the imported




- 23 -

tuchnology. It would therefore per thet sceparate licensing contracts, not
inscrted 1nto 1 wider contrecturl fromewerk, Lowe little proctical value in the
rvlatioas between cnterpriscs of developed nd those of miny developing countrius,
though the situ~tion c'n be uxpucted t chwge ity tik incre~sing industriilizae
tion of dovcloping countrics. inder thusc circumstnces, 1t 18 surrested that
the licemscer nd the licunsce conclude 1t tie wuginning of the ir co=operation

n oxtonsive nutwork of ~groements covoring 21l clements of the licunsoe's
production procuss, cich ciemont buing ronuncrated cither suprratcly or on the
basie of  global sum with the provige th t ter oxpiry of time limit
n:ocasary tc brin.; up tio licunsuc's producticn t the desir.d lovel, the
licensin; contract rum ins 1lonc in conditi~no mimil.r o those pruscntly
povernin: the licensin; operations betweun unterpriscs ol industri ‘lized
countrive. It may bu poscidlc t~ [ind in thas w'y tis bost compromisc solution
th't would ti.. into nccount cqually ti. various int.rcsts, nccds and

possibilities of licunscrs fron devel pud and licunscus from developing countrics.

Jpdomnification
44. “hntever may be the cxtunt of tie guranteus ¢giwn by thu licensor for

the intrinsic valuc of the licumsud tochnology if the obligitions of thw

liceno.r rusulting from the guirantee are not fulfill.d, tic licensur bucomos

linble for damgue suffurud by thc licunsuc becruse of the non-fulfilment by

the licomser of his gu rantc. oblig:ti me. 'hun tic licunser's ;marantcu is

limitod to the supply of all tuchnical dnte bu usus & obtain the results

spucifiod in the contract, th. incomplctc duliwwry by the liconsur of the

liconsed tochnology s fixcd by the contrnct is truated in tho first plaocc as a

dolay in delivery of the missing prrt, thus giving the licensc. thc right to

olaim indemmity for damgus causd by th incompletonues of the information

suppliod. In offeot, tho liccnso. mny have ¢ changc his industri-1 sot-up or

a part of the original uquipmunt or Wd new oquipmunt t corruct urrore that may

have appuarcd in his original instillatiom wd organisation of production owing

to the arromeocus or incompletc twehnicil d>cumunmtation and information supplied

by tho liocmsor. The cxponsos and dof-wmlts in the licomsuc's production

connoctod with such errors owing to the n n-fulfilmont by tho 1icenser of his
obligations of gunrantee for dolivory of ocompletc tochmology should in

prinoiple bu compensatud to the licunsec by the licomsor, If tho licemser's
pmﬁhommdmuwwntmpﬁmm.ﬁaunﬁuef M
the non=obtaimmont of guirantood parnmotors and porformamous, which is not .
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attributabl. to the licunsce, rives the licensce tie right to claim indomnity
cither in the form -0 . preportional reduction of the contractual price or in
the form of paymcnt of 111 cxpens.s necessiry to bring the licenci:c's production

up to the eontr-ctu:l st.ndards.

4. In the casc of - truc perform nco gurrant.., the problem of the
verificntion of the rusults achicved in the licenscl's frctorics is thereforv of

the utmost importance. It is norm~1lly stipulated in licensings contracts that

S

at o given date the performnnecs Achicved in the licensce's factorics are

controlled in the presence ~f roprosontatives of the lie.nser ~nd the licunsce.
The rusults »f such contrele ~ro recorded in a protcc. 1l signed by both partivs.
It cruld be sugmuoted th 4 the technicnl conditicns of the controls And tho

conscquuences of 1 poscibly diswr.ement botweon th: partics 1w to their actual

rusults be cle:irly 8.t out in the contract. The partics my ~180 have ~n intored
in 2 solution for the particular casc where some parametors have not beon rcached
3 without substantially dimirishin the industrial ~nd vconomic value of the

licenscd tochnology. They my, for instonce, agreu that the non-obtainmcnt of
curtain parametors up to x percent will only result in an appropricte ruduction
of thc contr:ctunl price.

46. The indemnity pay~ble to the liecnsco by the licunscr as n rusult of non—-
fulfilmcnt of contracted agreoments is usually limited to a maximum amount fixed
in tlw contract nnd calculatcd on thoe bagis of the contractual price. In most

i | cascs, the uppoer limit of indomnity is t-ken ns 2 given poroentage of the
ii contrictunl price, thu sum of this price boinz th. bsolutc maximum, This

8 solution has gunurally buun wdopted by unturprisce of developed countrius and

g» ¥ is justified from the socic-oconomic point f view by the idoa thnt industrial
% operitions are onncluded botweon two partners who arv crually cxports on tho

z subjoct mattor cowvured by th. contract. They bawve to sharu thoe risk inlcront
1 in a1l industrial opurations nd to divido this risk thu partios takc into
account thu rusp.ctivo profits tli:y may obtuin from the operntion. The profits
of tho licomsur, as thosc of the supplicr of cmgimnvoring, oquipmont wnd othor
industrinl scrvicus, doriw from the contractual prica. Tho contrrotual prioc

or a part of this pricc is thurofery taken »s the upper limit of tho licemser's
" gharo in tho risk of the opuration, i.c. tho upper limit of indemnitive the
liounser may b. obligod to pay for damagos crusod by him.




47. In the relations between licensers from industrinlized and licensces from
developing countries, tie technical equality thht 15 the underlyins sociological
reason for the limitation of indemmnitics docc not cxist. The licensces [rom
developin : countries can hardly assume the rish involved in the limitition of the
licenser's lirbilities in so far 8 the amount of indeimnitics i3 concermed. The
difficulty for tiie licensee from 1 developinZ country to accept such a limitation
is particularly ovident in the case of scparate licensing agreementis, since the
licenser's rcmuneration would be rather insi,milficant in comparison with the
amount of losses the licensce nay sufi'er in consequence of the non-fulfilment by
the licenser of his oblig-tiont of sunrantee for the industrial value of the
licensed technology. It is easy to unierstand that in ncgotiating licensing
oontracts the licensee: from developing countrier strongl inuist on the principle
of full indemnification for all damasres reoulting from non-fulfilnent by the
licenser of his contractual obliz:tions. Dut if licensers accept suoh a principle
in their relations with licensees from developin: countries, they would certainly
include in their prices a security margin for the supplement.ry risk they would
assune in this respect. That would mein a feneral price increase of lioences
granted to enterprises of developin: countries which would not necessarily
corraspond to an actual advantage for most liconsues, since the problenm of
indermifiocation beyond tho contractual limits based on the remuneration of the
supplier only arises in exceptional circumstances. If the parties do not agree in
thoir contract on a reasonable limitntion of indemnity, exoeeding, however, the
expected remureration of the liccnser, another method to reconcile the interests
of the parties would be to oonnect the licensing oontract with other agreements
related to the cons:ruction nd the oporntion of the liconsee's industry, thus
increasing the maxinum amount of indemnity that would then be based on the over-all
romuneration of the licenser. The liocenser may also be given an interest in the
financial results of the licensee’s production in order to induce him to assume &
more important share of tho risk of the enterprise.

48. The limitation of the indermity to bc paid by the licensor in the case of
non-fulfilment of his guarantee obligntions As regards the industrial value of the
licensed technology has an effact on the use by tho licensee of his right to cancel
the contract. It is agreed that in thc case of the non~-fulfilment of suoh
guarantes obligations by tho licenser the licensco has the right to cancel the
oontract if the licemser meither puts risht in 1 reasomable time the techmology
supplied nor assists the licensee t0 remove the consequemoces of the licender's
default. Dut the licenses would cortainly hesitate to take swol drastic aetiem,

A}
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boing aware of the sharply rcduced ymount of 7inncinl compensition ho would b

able to recover from the licensor.

VITI.  XSPUNTZLTICH AND PAYITNT

- -

49. 1t hae been shown th~t the price of the licence muy be strongly influcnoed
by the guarantee given by tho licenscr. The *erritorial vilidity of the licence,
its exclusive or non-exclusive naturc, as well as other terms of tiw contract,
have also a beiring on the contractu<l price of tic licunce, besides on the ome
hand the cost for the licenser of Lis rescarc, development and other uxperses
linked with tic licemce i on th: other wun' the teclinicnl value of thw liocunce
for the licensce. At prusent, pracos for liconses Are ost:blished in principle
on the basis of the volum. of producticn or of ualus derived from the lioenscd
techmology. If the price is cxpressed in the form of royalties, tho remuneration
of the licenser io directly asscssed on the volume of production or of sales sinow,
in accordance with the provisionu on royaltivs, the licensoe pays to tiw liconser
a fixod rate of the cost or of tic selling price of cach unit produced or sold
under the licensing ~roumunt.

50, If the tramsfcr of tuchnology is ruwarded by . lwep sum agroud upon by
the partios to tic licenmsing contr.ct, ti mount of t.c lump sum is to a great
extent dotorminod on th: basis of an ostimnted volum: of production or of sales
that the pnrties duem likcly to be obtainud by ti utilization ol the licunsed
toohmology. In some c'sus th. rumuneration of the licenoc comprises both a lump
sum an¢ royalty payments. In auch caves thc lump sum i- considorod to bc mainly
a oompensation for thw ¢stimated cost and vilue of th: transfurred technology,
whoroas the reyaltive :re¢ A reward for the transfer of technology. It secrs
obvious that if tho remuncration of tha licono: ocombines a lump sum nd reyalVyy
paymenta, th rate of royiltics to bo piid should bu lower than whun the licence
is romunorated by reynlties alono,

lasn e ond/or ramally

S1. mmpuidﬂnofﬁtltm,ml'wymﬂtwm&u
be n mere convenisnt mode of remumeration of licensing contsnets. It makes iV
possiblo 0 avoid the spoowlativ: clemunt contained in the vstimatien of peesidle
rosults of the liounmed tochmolegy om which is based tuc fizing of & lwmp sw %o
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be paid for th: transfor of technology. Tspecially for licensues from devecloping
comtricu, 1t would b. danserous to pay 1 lump sum for a1 licence oven if paid on
the instalment basis, without boins certain tlot the result. obtained by using
thw licensad tcohnolo: will nctuilly corrcspond to the cstimites on which the
amount of th. lump sum wags biscd. Ti. coudination of - lump sum payment with
sibscquent roy:lty payment would certainly h. casicr to accept, provided that
the lump sum reprusuntc in tuis ¢ sc cxclusively the cost of the tcchnical
dooumunt .tion supplicd by tic licomser and thit, .8 suzgerted abowve, the rate of
royalty payments is sufficiuntl: roeduced to toke¢ into account thc propaymeut of
n lump sum .lrcad, mnde.

52. ™o application of the roy-ltics system may, howoewver, give risc to
practical difficultica. 4a this systum is based on actual fimures of licunsco's
production or silcs, the licenscr must be grantud extensive control possibilitios
over the fipures indicated by tic licensce. That prusupposcs in the first place
that the licemsce's ..ccountancy ic organizcd wnd kept in such A manner that it is
possibl. to discowver, iten by item, At ny womunt the corrcot fisurus for his
production and snles. Iurth.rmor:, t.. licenser muat hawe froc ncooss to the
liounso.'s books as wcll ns the rizht to werify them ns ofton 8 he so dcusiros,
if ncoessary by an axpert dvsigmsted by him. To have an absolutely cloar pioture
of thc situation, it will bo nccussiry for the liccnscr in curtain cases to
supplonunt the verifiocation of tho licenscc's books b inspeotions in the
lioonsee's plants. Thc rusults of the licunser's verifications and inspoctions
may diffor in the und from figurvs indicatod by tho licensue as to his volumc of
production »nd of s:ler. wnder the liconsinz contract. If not wmicably settlod,
the disagrcemont butweon the partisrs 28 to the etual fipguros on whicl tho
royalties ahould b asascssed will thun h-wu t0o bo submitted to n indepoendent
sccoumtancy oxport, choson by common ngreement betwoon the parties, or %o
arbitration. All thoso prictical difficultics as well os tho risk of litigation
should sert inly be borne in mind by the partics whon discussing tho mode of
remunoration to B ndoptod in thoir liconsing agreements. The duration of the
mtmtuwnaoﬁenhuwtebwed oy thc parties with regand o

the probdlom of tho utilisation of the techmology after the termination. of the
contreot should also bc bdorne in mind in this respoct (sev pars. 15 and 17 at ),

53. The spplieation of the rayaltive systom -im thé relations betweon lisew

-

fron doveloped and licenscos mmimmmamsmu
additional prodlom. In granting a licones for o payment of rogalties, Wm .. - E
nmsmuammnwmzm umm;mmutungn %
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sufficicnt results to produce import nt roy .1tico, Included in some licensing
contricts it 1 cliwsc accordin,; tu which thie liccensce undertikes to carry on to
the best of his ability p-oduction basud on tuw liccns.d tochnology. liowewver, such
1 clause is not prucise cnoush to s.rve tu. int.ntions of th: licumscer, since 1t
would be difficult for ti. latter to . stAblish in concr.tu cwcs that the licenscc
hac not used the liccnsed tcchmoloity to the best of nie bility, This "bust
offorts” clause is thurcforce oftun cxpanded to include ~ minimum roylty thet the
licensec would have to piy uven il his production or his s1lcs does not reach

the level that would justify the payment of rovailtico equavalent to or exccueding
the minimun rovalty w fixed in th. contract. The systom of 1 minimum royalty

is froquently appliod by unturprisce in developed countrics. .'or ruasons alrcady
stated with rospect to the systen of » lump sunm piym:nt, it would scem that tho
fixing of a minimun roy-1ty my prove to be too burdensome for licensccs from
doveloping countrics. It may perhapo b pocsible to work out 2 ocompromiso
solution by fixing a niniman roy~1lty that would start only :ftor full production
hs becn renched. |

54. In looking for a fivourable solution for licenseus irom developing
oountrics, muntion is made ngnin of th. nued to oxtund thu ovur-all profit margin
of the liounser by entrusting him with othor supplics or servicce. A solution of
this type is contiincd in someo recent liconsin~ contracts concluued betwecn
Yugoslav cnterprisco nd forcign industrial firms. In addition to granting the
liccnca, th. foreign liccnscr provides tho ‘tugoslav firm with michinury nd
equipmont noceesary for tho production procoss basud on the licenscd technology,
tho liocuncc itself buing in this inst-nov grituitous. The lioccnseo may noverihcloss
fool that tho liconse is paid for by the hich prices quotcd for the equipment,

lie is, howover, in a position to oheck tie normal price of thu equipmunt from
other suppliers and compiring the priovs quotod in such offors with tho prices
given by the licenscr. If After inquiry the licunsoc finds th.t tho prices given
by the liconser are similar to those the licensud can obtain from othor suppliers
or contain only a sm1ll additionil profit macgin that would have to bo considored
a vory ruducod remuncration for the licomoo, it would bu to thu inturcet of the
licensee to nocept this forsula rathor thin the classical mode of remuncration of
licenoes. If the difforence in thu prico of thc oquipmont proposod by the
licenser, as comparud with the prices of other suppliers appoars $o be important,
the lioconsoc will hawe to ask himself in each case whother it would be moro

advantageous for him to aoquire {rom the liconser a ~patuitous licenoce and the
necessAry equipment at thc higher price or to pay the licemser sepwately for
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the licence ~nd purchacc tic cquipment fron th. supplicr who will rant him moru
attractive conditirns with ruspect to price and quality. Tt would secm uscful to
cxplore furtinr thc posuibility of - plying more genernll. thu solution outlinad in
this paragraph to licensing contracts to ou concludud between licenscrs from

dovolopud and licensces from developing countrics.

59 Another way possibly to ruduce th: bLwsic price of the licencas granted to
licunsces from developing countrics would b to give to tu. liconscr, in tho f ramo-
work of an oxtended co-operation agruemcnt, 1 finonci 1 intercst in the results of
the liconsce's production. In gurural, this ide~ could b. implementec in practice
by v'rious mc ms: the startin- rate of roraltics could be fixed ' low as possiblu,
although thc licumscr would in wddition be ntitlud to 1 percentag: on tha
liconsce'a profits produccd by ti utilization of tio lic.nsud tcchnolory;
royalti:s could bu asgesscd not on the valuu of production or salus but rather on
the profits carncd by the liconse. through tlx: utilization of the liconsur's
technology; and finnlly, thu licenser wiy be wsociitud with the markuting of the
liconsee's product, the share of tiv licensur in thc end results bueing determinod
80 as to rveprosent tha tuchnical valus of the lic.nee nnd of tho laconscr's
contribution to the marketing oporations. These :nd othor similr muthods should
be oxplored b thosu conccrned with liconsinge arrnnguments.

56. To olnrify tho rol-tions botwuon tho partius in r.spect of the romunoration
of thu licence, it would bc nucessiry to dotnil in the contracts the supplies and
sorvices covored hy the contrrotual pricu n.:reed upon by the partics to the
licensing contract. In somu contracts thc pricc cowrs the liconos itself and

all the oomploment: ry survious of tcchniocal assistancu such ns technioal advice,
seconding of thc liounsc.'s pursonnel to the liccmsco's factorios, training of

the lioonsoo's persomnel in thc liconser's plants. Thu practical conditions of

such teohinical assistance, its durntion, thu oxtont to which it will ba granted,

as woll A8 tho dictribution botwoon tiuc partics of cxpons.s involved in travel

and of the respective porsonnul abroad should also B ele-rly indiontoed in tho
contract. Yhun the tuchnical assistance services arc inoluded in the global

pricc of tho liconca, this priocv will ho highor than when prices are fized
individually for various sorvicos. The liconsean may thurofore prefer to have &
breakdown of prtou for itons covorod by tho liconcc such as doommontition, lmow- |
how, techmical assistanoc in ordor to b in a "bettor position to ocontrol and diaouse
tho pricos given by the licunser., Por ﬁusl roasons tin 1iconmor my m ﬁ ,
intercatod in n breakiown of prices. e
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§7. It e uvle b stressed thot t cunic'l aw gt .o vl p\\r‘ticul'trly"inportant .
role in the framcework o licensing contracts so thot n specizl payment for

gervices of tcchnictl ssistince, in addition to the normal price of the licoence

may bc considerud justified. This would entitle the licensce to insist that the
liccnser fulfil his oblii~t'ons scrupulously in this rcopect and cven to rcquest

the contractuil right to cuncel the pwt of the contr-ct related to tuchnical
~gsistauce if the .icenser dous not do so, the canc.:1ling bcing supploicnted by

a spuciil contrictual penalty to h. prid by thi liccenser.

58. The price of tho licence may 1lso be influenced by anothor vloment of
licensins agreuoments, namely, the uce of tr:dc marks. The licenscr's
suthorization to purnit use of his well=known trade m.rk in the licemsce'c sale
of products minuficturcd under the liconsed technoloysy would gretly stron_2then
no licensoo's marketin® pocition.  ‘hen the licenscu ie authorized to use the
licensor's tr~de mark without wny gualificnation or restriction, it would be
difficult to irgue against the addition to the price. for the licocnce of A special
feu for the usu of the trade mark. In many cascs, how:vur, the liccnooer would

hesitatu to allow his trade mark to boe .ittached to a product, the quality of

which ho is not in 2 position to control. If tho co-operation between the
liccnsor and th. liconece in th. licensce's production deriwed from the tecohnology
suppliod by thu liconmscr is sufficiontly clocc and cxtended, the parties may create
a common trade mark distinct from licenser's own trade marks for similer products.
In other casos thc licensuo, in using tis licenser's trade mark, may m.ntion, if

so agreed with thu licunscr, that tho products so marked have been manufactured
acoording to tuchnolozy suppliod by the liconser. A spocial foo for the use of
trade marks scems loss justificu or justifiod at o reduccd rate in the case of
common trade marks or when th. liounsoc's trade mark refers to tho tochnology of
the licenscor,

Prico yevisions

9.  Onco the partios havo cetablishod tho pricu for tho liounco and, ne the

case may bo, for the connucted servicos, thuy will otill have to decide whother

ti.o agroud prices will romain unchawnged during the lifetime of the licensing
acremnt or whother cortain variations or adjustments of prices should be

providnd in the contract. As suggestod in phwragraph 12 above, it may be approprin.ta
to bage thu rumuneration for th: liconce on » deolining soala, taking into account
tho genaral progross of industrial technology as it would affoot tho probability
of a progressive dimimiion of tho tochmical valuo of the technology originally
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commnicatod to the licemsee. Alternatively, the licenser may roiucst that a
gencral price-revision clausce bu inserted in the controct, gtipulating that the
pricce as defined by the contract will be subject to revision proportional to tho
varintions of cortain factors thnt ey cecisively chinge thc conditions of
implemcl'nt:xtion of the licunmsin:’ contract. Anor the factors shouid bu included
the guner-:1 price indicets in the industrisl brainca to which the licensing? contr ct
reclates. This problum obviously Coes not arie. when the lic:nce feun arc

expressed 18 percenthges of the soles prices of tae lic.nsod products.

60, A priccu-rovision clhuse biged on generel industri |l indices 18 very froquont
in contracts rcl-ted to the supply of pl nt michirury and couipment., It is
justified by the nocessity for prot cting the supplior against o pussible

incrcasce in the prices of matorials and labour nceded for production, and to
protuct tho purchnsor 2iinst an unjustificd profit, which the supplicr would
obtain in the event of - gunernl d.clinc in in‘ustrinl priccr. This consideration
does n~t apply to licunsinr contracts, since aftur th: conclusion of the contr-ot
the licunscr normally hv no new cxpensuo rel-ted to the liounsed tcchnoiogy, with
the possiblu cxception of the cost of labour necded in tu. perfornce of his
technicnl assistancc ohligitions nnd tho cost of improvumonts ~dded to the orizinal
tachnology, the latter boing done primarily in the intercst of the Jicunsur nd
giving only an indircet advantage to the licomsue by way ol th. contractual cliuso
rolating: to improvuments. It scems, thorofore, th:t thure is no valid rcason fer
introducing into liccnsing contr~cts th. principle of ruvision of contr ctual
pricoe in tuo case of variations ol gener:l industrial indicos, own thou:h the
partice may ndopt the solution suggostud above as to the fixing of th- pﬂee of

thoe liconco on the basis of a duclining scalo.

61, The problom of poseiblu variationa of thu foreign exchange rate of tho
curronoy in which tho contriotual paymonts have to bu mido is much moru delioate.
The dofinition of tho contractual ourroncy itsolf my alrcwdy or. 1% scriows
difficulties to the partiue. Thu liccnsur will cortainly wish to obtain pagment
in his own currcnoy or in somc other hard ou:rency. T™he licumsoo from A dewwloping
country will probably find i1t diffioult to rospond favourably to such 1 request,
unloms the orvation \nd the developmont of his industry ie financod by am
international or 2 foroign - pudlic or private « finanoial imstitution. Ohetwise,
the lidonses will b obliged ‘%0 Yequest authorisation from his Govermment %
conclude 4o lisensing Agreoment in A forvigm cuseney amd %0 e the BocOSENRy
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transfers: how.ver, such nwthorization is fr.oqu.ntly rcefuscd. Onc poeni‘qu
solution may be to hnve the licemsor ané the licensee agrec to the associlation of
the liccnscr with the markoetin: of tie licunsc..'s products, th: rosults of such
an »gsoci .tion buing uscd to woure tiw payment for tuc licenc 1n wiicle or in
part. Ae proviously sugzected, the pirtice may mek - wricangements to sell in
common on third m-rkots the products minufacturcd by tic lic.nsce accordin? to
the technology suppliced by tic licenser. The sh:rc ~ttributed to tlic licunscr
in thc procceds of such siles would then b oeribed to the pyment for thoe

licence in the currcnce curned on tiv third m rk..t conc. rncd.

62. Another possible solution may be te repay the pricu of tac liccned by the
cdelivery to the licenscr of ¢ rtain preducts o the licence. wnd ot prices fixed
in thu contrnct, subjoct to conditions pertiininge t- quility. In botu these
proposed solutions, it would scum th.t the problum of currency 18 not scrious.

In the cisc of comon s~lc on third markets, the shore attributued to the
liconser ig his reward for granting the licenc: and, ~ccordin” o th. naturc of
the operation, the licenscr vould aave to assume his rslf.n: of iniierunt riskes.

As regards rcimbursement of the prico of the liecnc. by products delivercd by

the licensce, the pric.s of tuv licince wnd of ti products to be delivered would
be fixed in the swac currency so thit the v.ritiins «f this currcncy would not
change the originnl rulationship between tiw price of tic licunce and the priou
of the products to be deliverud by the liecnsec. Thuu, the variations of the
gontractual currcncy Appeir to b. of importance only if tho payment o the licence
is to b madc in money and then only if the controctual currvncy is that of the
country of tac licensce. ‘'hen payments r. to be made in the currency of the
country of the licemscr or in anothur currency rquestod Ly him, thc licenscer
should bear All tac consccucnces of hLis currcncy ruquests including thc changes
in tho exchange ratc of the contr .ctuil currency. As rogards the curroncy of the
country of thc licensuc, if the licenscr groes to be paid in this currunoy, ho
may and probably will rcquust an appropriate cxchange guarantoe. lowaver, nlthough
the licensce is willing to take on himsclf the corresponding risk, hu may bo
prevonted from doing so by the monstary r.gulations of his country, which may
prohibit the inscrtion of gold or similar clauscs in contracts concluded by
nations of tho country concerned, uven on matters linkod with international trade.

Payment

63. The liocensee has to cbsurve strictly the conditions sot out in the contract
ne to the remuncration of tic liconser. Howuwur, it is customary to fix in the

.




- N -

contract a tim limit ‘ftor the du dnt durine witcs the liconso will b, ~iven
the opportunitr to meot hiw poym nt cbiint cne Aftor th oxpary of th now
time limit the licens.r Lo tie right t- cwe 1 oth cntrect T cawncollation
of the contract will nct = liowve ti hicnac o froo povment o oums due ot
dnt. of cancull~tior ~nd of it 4 vt aceuvulat d on th se sue t o rat tht
m~y bo fixed dircetlr in th. ¢ ntract r by nferone b th leg.l digcount rato
in tuc country of tu- licuns r or o 1. 1ic nav.. rfoerne ery b given in
this ruepect to the officil daceconnt rot i tu country ~f the l.c naur that
is the cuntre ~f the licenser't finwei 1 ctivqatio, inclwling prign (ac).

utilisntion of sunu o 'racd “hro-d,

64. Paymont by th liconse. of swie du plus art voate ofton not tha only
finwncil conosuquunce of t.. canecllation of o lic noinc contr.ct by th

licunser b.cru.c of thh ¢:1 7 in pymant by ti.. liconsc:. The liciuur may claim
in such 2 cnse thot h hw suff.rcd dwages as A result of boanc uhliged by tho
default of the liccuse to crncel t. contract bufor. th. nom l d t: of 1ts
oxpiry nd thus h. may sk to b indonnificc to the oxtont of 11 sums plus
intcreet which th. licunsce would hove p i hd tic contr ct not buun cancellod,
The problum ir not purcly theorctical, s actunld clims of this typc hav. bucn
mad. by licuns.rs, cithur in nugntintions for licensing i Toom ints or 1in
litiration. The snlution to thic problem will ultim:tcl dopend on thw

rc p:ctive bargaining power of the prréius concerncd. It hos, howewer, 1lrusdy
boen shown in p ragraph 22 that the licensces my hive good ruisonc for reristing
tho liconsurs' claims to furtiicr indomnification. licre agrin it may be
rocommondod that this partioular aspect of the preblom be clewrly wd spuoifically
suttlud in the contriot.

IXx. VoIl

65. The olausc on improvcments is among thu moot importaint in thu ocntract,

If drawn up in n appropriato manncr, it may give to the liccnsces from duvuloping
ocountrics accoss to moru up=to=dite tochniques; it may also luad to tcohnieoal
oo-oporntion butw.on ontorpricus of covclopud wd thouu of duwuloping countrics.
Tho ontorpriscs from devuloping ocountrivs saould, howsver, roeiut the idua whieh,
howaver, oontfnry t0 ourtain anti-trust laws, ic found in somu licunuing agreemente,
that tho licomsur, in his capacity ns author of thw basic tochanlogy, s n right
to a1l improvumunts madc by tho licomsou, whuroas the lioumsor should be obiiged

%o commnicate to tho licunsoo improvomonts to tiw original toommclogy made
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subsequ: nt to thoir ~porecment, may do oo und.r curtrin conditions wnd against
paym.nt of wn dditi nal price. Thia genur:l 1ded ppears pirticularly in
provicicns reactud to patentang of inprovements ¢ to "improvemcnts' radically

vtorins the orazintl tochnelogy.

66. Th. gonur-l principle .mbodicd 1n -1l contractual clauscs on improvements
18 that the parti e have to coimunic i rueciprocally 11l improvemente of the
liconsed tuchnology that th o bl to chiow ti.meclves. This principle is
aem tura e oxtondod to anpr ovem o nte oStoaned fron tard partics provided that such
fmproven nte ar oocomunicatod with bt consont of ta. third pirty. Thus, in
aoquiTing Y L1c nce from a tiard party f,or tochnirucs that vy be considered an
amprover - at to th erinnal tochn logr -~anted P oequircé uncer 1 licensing
contr ct, 2°th ta. hic ne.r nd t. lic ne . should ny . 211 posuible fforts to
ootatn from the toamd j rty ta uthorizati n t conunicate tic improvui.unts to
thuir liconacr or lic. ns .8, 8 ti cuw 0y bey v rudlius of whether the
smprovment has buen cliacweda Uy th liccns r or by the licens.., Jfter
communionation of t.a inprven it tao liconecr roacrve. gorw timee to himsolfl the
aption to patunt the amprowvernont T ote loaw t  th liconuco ti. richt to patent
tt. If the lic neor deot nst than 1t uscful v nucussary to p-tunt an improvemont
tiwn - nly the lic nse 10 aven controctuclly th riit & oatent ti. improvem.nis

lk m n“‘ﬁd\ -

61. It appu s thit »1th such 3 proviule. the ropuetav. siswntions of the
lio.neer wd of tin lic.na o ar. undoubt .dly out of bilinco  the l1ic. naur has thw
presibilaty of gttin tihu butt r part o buth th improver nts b has made And
thos. him licomeo h ¢ mde; the liconec. e ta right cnly to pitunat all or

pArt of s own 1Mprovos Ats which the lieonsor dive mot think vorthwhile patonting .
It sy » . 11d that th prebla as met s Anportnt e 1t may ppear, sino. 1% 18
customary butw,en th  i1ouns. r At tie liovnssc - gront r.otproe-lly, cn the
bwis of improvonts t the  rigincl Voo polegy, vorratu Sous liounoe on patents
takun out by . 1thr party Akt course ol impluaonting the licuomein: ocontract.

In fact, th ownurehip 3f © patont my woan for G l1ovnBueh, vBPp.O3 ly thoe.
from duwlopin: countriee wh lhek 2 quantity of it nte, stronetinaing of thoir
bARg AAAR* pusitiom: in ‘ho world mark v 1 ay 1. oRGORRIg tiwe - dvwlop
theiP tmileonous ros . arch sotiviiiee. 1t i thonlore sugnstod that anothor
solution £5r prlunting improvieunte B Antroduced into All licenedn oontraote
butwoun oRt.Pprisce of duw.lopud Wi thor  of duwloping cuvuntrive. \counding %
a foremly Alruady adeptod 1n som: licemsing contreots concludud betwon onterprises
of industri lisvd oountrive, th. liovnecr 10 uatitled %0 patont Lsproveneats b
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has mde while the licenmsee is wntitled to tho. . of which he is the uther.
Should the prrty untitled to th. first rigat ~f p-:tentin; improvem - nts not maky
use of it, th¢ right is th.n trnsforred t- th. secend pa-ty. Thace principle of A
gratuitous licence to b given to he partner on a patent taken out under tue

above=mentioned conditions woul: remiin in the soluticn sugrested in thic para.raph.

68. Important for liccnsces from doweloping countrico is th. clarification of
the boundary lin. scporating tuc improvenents of th: lic.umscd tuchnilogy from
diff..rent tochniques rel ted to tic production eowver.d by tu- licensing contract.
Ac alrcady stnted, thu licensces (rom develonine countrics 1Ay be inclined to
stert thuir producti n with classical tcuchniques ~nd to modernize it =g they grow
in t.chnic2l skill. Por this purposc tl.y nced contimuous ssistance from the
liccns.r 8 weoll a8 communication not only of routin. improvements but 1lso of

all tuchnical innovaticns th.t m-y Lave developed in th ficld of the industrial
processes concernud. ''hil. tic lic.nscro may, ~eeordin ¢ to customary practice,
agruc t communicate gratuitously to thi lic_nsu.s improvements closcly related

to tho origin-l technology, thcy would prob~bl - not b prapared to dioclose
difforcnt tuc niques without an ddition:l romuncration or uven - new licenoing
contrrct. The dividing lin. b_tweon tlo two types of “improvements' is very
difficult to draw 'nd will hive to ou thoroughly discusscd by ~11 partiuvs 18 will
the amount of the addition-l remuncr -tion tiic licenscr may cliim. Since such
discussions would probably raisc difficult lugal nd technical questions, it would
probably b buncficial tc tic licunsecs to ruquet the assistance of an indopundent
oxport, To rustatu 1 suggestion lrendy nnde 1o thin study, a closur nssociation
of the licumsur with th. rosults of the liounsce's production, ¢spucially in the
form of markoting arranguments on third mark.ts, may induce the liconsor to lot
the liounsou gratuitously bumcfit from all improwum.nts, including revolutionary
imnovations, tu the liounscd tucliniquus in ordor to onablu the liounsuu to produoc
a maximw profit in which the liccnsur would hewue a sharc. This may be tho most
sdvantaguous solution urually from th  point of vi.w of the liocunsue.

X. RO

®. It has Buon stased in respuot of nurutiations preliminary to the conoluaion
of lioumsing contriots that tiw sveruoy of tho tuehnology commamiontud by the
lioenssr sy, in thu oasv of wnprwatud toclmolony, b W inport-at elumnt of the
operation (seo parasraph 42). When Shu contriwot is conoludud Shis olement of
soorvey remains. Under th. t.vws of prectieoally all licomsing contracts, the
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licenseo it bound not t. communicat. to anybod, without the ~uthorizntion of the
licenscr, information reccived within the fram.work ~f the contract. Violation
of this oblisntinn to sccrecy ¢ives the licenser tic right to claim from the
liccnsce an indcrmity or 2 contr.ctual penalty, since tho licunrer's actual
damagus may be difficult to .csess. In ~th.r coentracts tuc liconsurs rescrve
also th. right ¢ canccl the contract if th. lic nsue dous not obsurve Lis

obligatinns as to the sccrucy of tlc pr.ccss discloscd to him under tho liccnsing

contract,

10. If, however, tic scercey is comsider.d to be such an osscntinl clement

of the contract that its viol-ti.n by the licunsec justifics the cancellation of
the enntract by thc liconscr, thc licansce should be given as a counterpart the
rizht to crnecl the eontract and to stop uis piyments or 1t lcst to roduce the
prioe of the contr-.ot, if the liccnsed technology becomos publically known., In
view of the difficulticc thht the licenscr may have in proving .hat tho licensec
has vionlated hic oblisations and tint the licensce may have in ostblishing that
the liconscd technology has been disclosed by the liconour or has become commonly
known, it could be suzmested th t both portics b nct put mor. omphrsis on the
charactur of scerecy of a licenscd tuchnnlery thhn is nbsolutely ncoussary. " The
canccllation of the contrict may be A dispr portionmit. measure in comparison with
the ictual consequencus of 1 possible vielation of scerucy oblig.itions ina )
licunsin” contr:ct. T> unfrec thic principle it may be sufficient to stipulate
in the contract that when it is crt-blis.cC with certainty that the licensee has
communicated t° unwthoriged third persone the o nfidentinal information given him
by th. licunscr, the licensce will be liable to a contractuil punilty. At the
sam timo, th. liconsuu sheuld be given th. right to claim n reduction of the
contr .ctual pricc for a liccnce for tuchnolepy that has beooms ocommonly known
and thorefore the liocenc : has lost onc of its originil vlomunts considured
important by tho lioconsce.

n. T™he forugoing analysis of substantive clawscs of licunsing contracts has
shown thit mny of the disprtus that muy arisc botwon liovnsers and licensues

conccrn spueific questions, such na thy vorification of the licunsuc's accountanoy,
the tuchnionl valuw of the lieunsud toclmology, thu quality of the licunseo's
products that my bu usud s totil or partial paym nt of th licencu, the
dofinition of mow tochaiqua ns ppescd to improvomunts. If submittod %o




- 37 -

classical procedurcs of arbitration, disputcs +f this kind would require the
intcrvention of spucinlized cxpurts. T specd up th. procudurcs ind to avoid
unncecssary delay: wnd duplication of subscquunt ducicions, it may be thoucht
preferable, ewen if it dous not corrvspond t currcnt practices, to vxclude from
tho general jurisdiction cl-usc disputes concurned miinly with purcly tcchnical
probloms 'nd t~ cntrust their solution to impartial cxpecrts, choscn by coumon
agreement botwecn the partics. If, however, tho partice d» not agrec on the
dcsign tion of ~n oxpert or on » chvirm-n Jor . tripartite oxpert comittee, the
partics may decide that such an oxpert or chrirmwn bu dusign tod by 2 recogniscd
internitional, public or priv-to, orgnnization having speecial knowledge of the

probl.ne oi: which cxpertise is required.

The choicc of impirtial and compctint oxperts may in practice prove to be
diffioult. BDut if the partico to 2 licensin.: contract succued in rcaching
agreomunt or the designotion of an cxpert acceptable to both, the tuchnical
difficultios that my ~rise in the course of tho performance of their contr.ct
will be scttled in a morc rapid ond suitablc manncr, provided thc decisions of
thc oxperts on tcchnic~l matters . considered final nd binding.

12. For the settlument of other thin purcly technicnal disputos the partics

have the choice betwoen judicial and irbitral tribunals. In tlw ficld of
internntional trade, prefercncc is nommilly given 0 arbitration procedurcs,
especially since th: recoursc to ~rbitration under #w wwpices of an internrtional
arbitral institution avoids tho diffiocult problem of conflict of jurisdiction
botwoon thu matjonnl tribunnls of the two partics oconcerned. It is truv that the
partios mny have some difficultiue in agroein: on the nrbitration proccdurvs, and

in partioular on the prueuduro- for desimmting the arbitritors and tho wpires,
which thuy will hve to 2dopt in thc contract for the settlomunt of tuuir disputos.
Thoy may bu ablu to solve this problon by roferring their disputon to mme of the
arbitral institutions activc in thc fiuld of fatcrn tional trde, whioh will offer
to both partivs sufficient gunrantocs of sfficioney, expurionou nmd imprrtinlity.

XII.  ACTLIGADLZ JAM

73. 4B in thu ossu of a1l inturmatiomal contrwots, th problon of what
logislation should apply to thu prtionlar situntion is Matedly discoussed Wy
the partivs in thu codlreo of the Begotiation of A liconsing emtmet, eash JaFly
strongly insisting on the applieation of it matioml 1w,
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In this ruspoct it my be sucgeeted th:t, since tho licunsin® contract produces its
moin offects in th  country of the licensce, the law of this country b. considured
the "proper 1law" of tuw contrict nnd tint tao application, the construction and,
if nocussary, tir. fillin: f th. gapu of th. licunsing contract bu osubject to the
law of the country of th. licunsce. It siuculd, however, bo rccordud that ina
npumber of inturnational licunsin contricts, w in other international contracts,

the pwtiuo chrose th 1w o2 third country s tia. 1w applicable to the contract.

T4. Thuie sulution would be vnlid only fer private 1w rolations between the
licenscr and th licenmsce. In s8¢ far as tuere oxist imperitive publioc-law

rogulations in the countrics of the pirtics concurned, u:ch party will have to
comply with such rugulations i+ forc. ir. his country. The samc applics to the

proteotion of inventions by p.tent l:ws, which io strictly t.rritorial.

15. It has alrcady boen shown thint both p-~ties r. subject to r .7alations of
th:ir ruspcctive oonntrics concernins restrictiv. busincss practioces, transfur of
currcenoy, oxchangu gu~rantces wnd, in 2 omorc uner~l w 'y, ~uthorisation tou oconclude
liounsing contr.cts thit tic liccns..s an¢ sometimss both th. licunsces wd the
liconscrs have to obt:in from thoir ntional ~uthoritivs. The pro-rous of
industrialization of cowcloping countrics woult require thnt such uthorisations
b ranted very libor-1lly; but th't is A proolus for iovernments, tho ontorprices
ooncurnud bein:: 1hl-J‘ only to present thoir case in tl.. bost possiblc way. It is
also up to the Govornm nts to solve thue difficultics th:t my risc from o nflioting
fisoal ruquirumonts of the country of the licomser wd of th't of the lioonses,

In intornational relations the remuneration for the licenoe is not materinlly
attnohed to 2 given country. Ttemunoration is th.r. .for. often taxed tuiocc: in

the country of tac liocunser "o A profit werued tu A nitin.l of this country "8
consoquunce of n uxport oporatiom, Gad in the country of the licunsco 8 a

rownrd for services rondercd in this country. T avoid such doublu tax-tion,
;isenl conventione concludud boatwoun » nurbor of doveloped countrics grant the
oxolusivu taxation power to tin country of the benoficiwry of the remuneration

far liouno.s i.c. to th. country of tho licunsur. In most doveloping countries,
howowur, the liccmsor is taxod cwn thourh ho is ls¢ tw.d in his own ocountry.

This situntion lcwds to ' imoruise in thy price of thu liouncos meantud to

untorprisces from developin oountri # buorus: thu licomsern oith.r include th
additionnl taxntion in their price or contraoturlly shift to the licunsou the
burdon of tl. taxes to du paid in tiw oountry of the liccnswu, in countrics whore
such a shifting of tax~tion is not prohibited by law.
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16. Phe oxcussive tax~tion th-~t has 1 cle~rly nugntive offuct on th: cost of
lioccnous granted to cntorpriscs ~f developins countrics may bo diminished if tho
partice choosu to ndept, for the tronsfer of tochnulogy to developing countrics,
not the classical form ol ~ scpar-~tu licunsing countr.ct but one of the formulas
onvisigud above nd my includo: a gratuiteus licence conncetod wita tho supply
of ocquipment, in which ocanc the licunscr will nomntlly not b: taxed in tho
dovelopin; country; or 1 juint vonture of the licensor and the liconsuu for
markotin © ~nd owven possibly for m-nuf~cturing tic products of tic licunsce, which
would olimin.te tiac t:xation of t.. licumscr in his own country. To pormit the
partios frocly to choosc th. leg:l form that would boct suit their contractunl
rclations without thoir boing obligud to t ke uesontinlly, if not cxclusively,
into 1ccount the fisoal considerations, it would ccrtainly be a more stisfactory
solution to introducc doublc taxitiun comvontions in the relations beiwoun
dovelopod wnd developing countrics. It would, howewer, be difficult to basec tho
double taxation conventions betweon doweloped and dewveloping countrics on the
principle of oxclusive tax.tion of thoe rumuncration for liconces only in tho
country of thc receivor of the remunoration. That would diminish tho fisoal
resources of countrius where such rusourccs are the most nocded. It may perhips
be suggestud thot, in th rilations botweon developed wnd developing countrics,
the rumunoration for licencus b taxcd cnly in the country of the licensoc,

Bven if such a solution is considorud not to conforn with principlus of modcrn
taxntion law, tho oxooption to be madc in this reupcet in favour of doveloping
countrius would cortainly facilitate tho conclusion of liocnsin contraocts be twoen
onterprises of duveloped and those of developing countrics and, in this way,
foroofully comtribute to thu transfor of tochmology to doveloping countries and

to thu prosreas of their industrialiszation,
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