G @ | TOGETHER

!{’\N i D/? L&y

=S~ vears | for a sustainable future
OCCASION

This publication has been made available to the public on the occasion of the 50" anniversary of the
United Nations Industrial Development Organisation.

’-.
Sy
B QNIDQI
s 77

vears | for a sustainable future

DISCLAIMER

This document has been produced without formal United Nations editing. The designations
employed and the presentation of the material in this document do not imply the expression of any
opinion whatsoever on the part of the Secretariat of the United Nations Industrial Development
Organization (UNIDO) concerning the legal status of any country, territory, city or area or of its
authorities, or concerning the delimitation of its frontiers or boundaries, or its economic system or
degree of development. Designations such as “developed”, “industrialized” and “developing” are
intended for statistical convenience and do not necessarily express a judgment about the stage
reached by a particular country or area in the development process. Mention of firm names or
commercial products does not constitute an endorsement by UNIDO.

FAIR USE POLICY
Any part of this publication may be quoted and referenced for educational and research purposes
without additional permission from UNIDO. However, those who make use of quoting and
referencing this publication are requested to follow the Fair Use Policy of giving due credit to
UNIDO.
CONTACT

Please contact publications@unido.org for further information concerning UNIDO publications.

For more information about UNIDO, please visit us at www.unido.org

UNITED NATIONS INDUSTRIAL DEVELOPMENT ORGANIZATION
Vienna International Centre, P.O. Box 300, 1400 Vienna, Austria

Tel: (+43-1) 26026-0 * www.unido.org * unido@unido.org


mailto:publications@unido.org
http://www.unido.org/

06683

LIMITED
ID/Wa.206/8
. 30 September 1975
I United Nations industrial Development Organization RICAL: WOLISH

Regional Workshop on Technology Aocuisition
through Licensing Agreements Ly Exohange of
Expericnce between S8elected Developing
Countries in Asia and the FPar East

Kuala Lumpur, Malaysia
13 - 22 Ootober 1975

PREPARATION OF LICINCE AGREBMONTS mmmmmy

K.D.¥. Singh

® UNIDO Consultent and UNIDO Project Nanager,
Capital-Goods Development Programme, Mexioo,

)/ The views and opinions expressed in this paper are those of the author emd do
not necessarily reflect the views

of the secretariat of WNID0, This doownent has been |
reproduoed without formal editihg,

14.75-7504




We “egret that some of the pages 0 the microfiche
COpy ot s report may nnt be uyp to the proper
POU Ty St dards even thugh the best ponsible

Ly Nt e b prepar g the mgoter fiihp




CONTINTS

Chapter

A
B.
Co
D.
E.
P
G
He
I.
J.
K.
L.
M.
0.
P.
2
Re

Equity Participation ceceectscssccsccocscocsscscsnsccssnes
Selaction of Technology and LiCOnBOr ssecessessccccsces
LicenBoo Draft cecessccsscssresssccstsccccscsssoncsosces
Definition of TacChnology eecesescecscesosscssssccsscses
Training sseeesssscsctscssscscsccsesscossscsssscsesorcos
Tachnology Payments ceeececssicoscsscssssscssscsscscecee
Duration of AZroomonts sessscssesssssscoccsscssncccssce
AcceBs to ImMprovomonts seeesicscsssssencsnsssssvsensence
WAPPanty eecececscscsssococssssssossssascsncsssansassonss
Torritorial Saled ightB8 eseesceescsserscsccscccccsscsee
Tio-in~ProviBionB escossecssscsssossssssocsscstsossscssssse
PAtonte coovecensccrcrsscsccssasssscstssccssssscncsssoce
Public DoOmMAIN ceessscvsesonssacssssssssosscssscssssssosses
Trademarks scessesoccososscorcsssosscssssacossssnnssssscse
Arbitretion and Govarning Law eceesesescsvscancacscsene

mher Clau'oﬂ [ FENENEENNNENNENENENNENNNEENENNNNENNNNENNMNNNJENNEHN ]

mlt‘rm'ila to Entorprise Transactions seecessscoccccses

L - BV RN « - RS AN R o YV Ve F
o

[
o

11
12
12
13
X}




PREPARATION OF LICENCE AGREZMENTS AND NDGOTIATING STRATRGY

The preparation of licence agreements and the related negotiating
strategy need essentially to be reviewed in the context of (a) the
extent and nature of foreign ownership and the consequent corporate
structure, (b) evaluation and selection of appropriate technology
and technology-supplier, (c) definition of nature of technology and
technological services supplied by the lioensor/foreign partner and
(d) the detailed terms and conditions of the licence agreement. As
is obvious, the negotiating strategy related to these aspects would
inevitably depend on the relative bargaining strength of the domestic
partner/licensee.

A. Bguity Participation

It is initially necessary to determine the needs for ard
extent of foreign equity participaticn. Licensees in developing
oountries are often prone to accept foreign equity participation as
generally being desirable. This may well be so where highly sophisticated
techniques are involved, where a great deal of “hand-holding’’ and
suppoﬂ on the part of the foreign licensor may be necessary over a period
of time or where a particular technology is not available oaxcept to
an affiliate company. In cases where techniques can be easily absorbhed
and where the domestic market has a high and rapid growth potential,
foreign equity participation shoul. be avoided or ke;t to a minimum.

However, it is precisely in such cases, particularly when the foreign
party cannot otherwise enter a domestic market, that technology

supplisrs would be interested in part-ownership and there has to be

s trade-off betweantechnology and know-how on the one hand and entry
into protected or insulated markets on the other. In moat other oases,
particularly where market prospects are uncertain, a foreign manufacturer

would be more inolined to a licence arrangement without equity pertioipation.
In recent years, high labour oosts have forced many foreign manufacturers

%0 meek produotion ocutlets in developing countries. In the latter case,
however, foreign majority ownership is usually sought and has to be
considered at the policy level by governments of the countries considered

in relation %o the export benefits that may soorue. At the enterprise

level the licenses must carefully aseess the full implicatioms of
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foreign equity participation in torms of overall resource availability,
tha naturc of tochnology and tho absorption capacity of tha domestic
entarpriss, the size and yrowth potuntial of tho domostic market and
the rolative cost-bonafit ratio of such participation over a poeriocd of
time. The association of a foroirs partuor may have cortain short-tesm
advantagoers in terms of domastic rosource mobilisation and product
sales una oven a8 a status symbol Lut miy be disadvantageous in the
long ‘wun through dividond outflows over an indofinito period. ey -
greator cars is nacossary in casaes whers the foreign partner buys into
an cxisting entarpriss as this affords an incremental advantage in
respact of the oxisting markets and profitability of the domestic
entarprisa. “hile, in many developing countries, the statoc plays a
significant rols in the detormination of foreign investment inflows,
tre racipient antorpris» nesds also to make 3 judicious appraisal in
this regard. .(olatod to tho quastion is that of capitalisation of
know-how costs. By and large, such capitalisation is not in tha
interest of liconsecs. ven whero tachnology costs are high and constitute
a heavy burden, on licansec ont erprises, specially in new production
units, the Lalance of advantage lies in charging such costs to the cost |
of manufacture rather than to pormit such costs tc be cunverted into
equity, constituting a burden on the dividends of the enterprise in
perpatuity. Tho fact that much of the know-how may be in tha form of
int8ngible items is an added reason for non-capitalisation. Tven
whera cap.italisation becomes inev.tabls because of t1ie oligopdMmtic
situation of the tochnology supplier, such capitalisation should be
kept to a minimum and should not exzeed a small percentage of the
total equity capital involved. Thus, bhetween the extremes of a
foreign—owned subsidiary and a licence agresnent without capxtsl
participation, a number of intermediate positions may emerge, in-
volving foreign capital participation to varving extents from 205 to
405.This joint-venture approach is proving an increasingly popular
corporate tool in many developing countries.

The availability or otherwise of altermative tachnology, together
with the knowledge of such alternatives is an important aspect of
the negotiating strategy. "hare alternative production techniques are

available and known, a prospective lioensee can satisfactorily evaluase
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the cost and value of such alternatives. Where the technological
oligopoly is sharper, or where knowledge of alternatives is not
sdequately available, the licensee is in a much weaker position.
This situation applies equally whather the licence arrangement
involves foreign equity particip~tion or nct.

B. Jelection of Technolgﬂ: and Licensor

The solectior of appropriate technology and the most suitable
lioensor is perhape the most significant eclsment of the rre-negotiation
strategy. Yhere choioe of alternatives is restricted because of local
factor-endowments or the nature of the process or techniquc, the
lioensee should seek to ensure that the technology is obtained on
at least similar terms as it has been made available to other licensees.
Where there is a ohoice of alternatives and this is tha normal pattern
in most manufacturing sectors, the technology selected should be
the one most appropriate to tha factor situations in a particular country.
In the selection of the licensor, it neods to be ensured that the
foreign party is both equipped and willing to provide the necessary
know-how and technological support that may be assential for the
lioenses emterprise. Technological services in particular present
considerable problems to a number of licensors and tachnical manpower
availability for ensuring adequate training of the licensee in plant
operationa ard management, for ex mple, may be 3overely limited.

Such aspects need to be carefully ussessed, bofh by the proapective
lioensee and liocensor. in the oontext of each licence arrangement .

C. Lioenses Dpaft

Onoe $the licensos has selected a potential lioensor or partaer
frem the viewpoint of technologiocal suitability, the licence negotiations
would commence. As a matter of strategy, licensees should themselves
be araed with a draft lioense agreement which could oonstituto the
initial basis for negotiations. This enables the liocensee to define
(a) the goneral policy provisiens which may be prescribed by the
respective govermment and (b) the specific terne and comditions
considered appropriste ly the licenses otergrise. 3ince a mmbder of
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multi-national companies start licence negotiations with their own

standard contract forms, it is useful to havoe onae's own draft also

availabla so that the scopo of differonce in the two approaches may be

more clearly delincated.

D. Definition of Technology

From the liconsae's viewpoint, it is necessary that the licence
agreaement should initially define (i) the products to be covered and
(ii) the production processes involved, including spacific reference

of production capncities wherce this may bo relevant and defining

specifically th2 production documentation such 2s manuals, blucprints,
marufacturing dravings and 11 other production data that may be
nacassary in a particular context. For example; the present unit

of moaasurement for erngincering products may be differont in the case |
of a particular licensor and may require modification to suit the 1
liconsec's production programma. Drawings of cortain parts and 1
components, which mnay by bought-out by the licansor in his country, |
may require to ba manuractured by the liconsec in a developing country

a8 8such parts may not otherwise be available within the country. Qr,

the licenses may b requirsd to use some locally-manufactured materials
or components which may noceseitate some modification in the manufacturing
processes for a particular product. All such technological aspects

nead to be “atered for and nsed to L3y incorporatod in the licence
agreoment in order to avoid subsequent misunderstandings and disputes.
3imilarly, technological services noed to be specifioally defined, so

that the scope of tachnical assistance is adequately understood by

both parties from the start. Such technological assistance ocan wall
include a number of services which a licensor would not normally be
oxpaected to provide to a licensae from a daevelopad nation but whioh

would be essential for a liconsee in n devaloping economy and could

cover datailed plant engincoring, selection of equipment, tosting

of local materials, assistance in start-up and initial operations and,
above all, a comprehensive training programme, including training in

the licensor's plant and in the licensee ontorprise. In oertain casen,

liconsors soek to impose oartain technical services at high cost as
part of the teohnology package and this neods to be guarded against.
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In other cases, liconsors cannot perform such scrvicos directly and
have to obtain thaso from othar sources and it neads to be onsured
that no unearned cost olemaul is included on this account.

3. Training

From the licensce's angle, ‘provision for adoquate training of
domestic personnel is a very significant aspect. A provision is
usually provided for visits of 1 specified numbor of licensce's
personnel to the licensor's plant for short, defined periods. The
licensee needs to be surc that the number of such personnel and tho
time-periods specified are really adequate for technological
absorption of the processcs and techniques involved. An important
element, partioularly in contracts relating to machinery and
engineering-goods production rolated to training in designs. This
is often resisted by licensors who tend to considor design training
as outside the scope of licensing for manufacture. This may, howavar,
in the long run prov®. to be of crucial importance to the licensee for
future adaptations and its usefulness or necessity; particularly the
manufacturing coniext needs to be carefully assessod.

F. Technology Payments

Once the nature of technology and technological assistance
bas been defined, the remuneration for technology is among the most
importent elements to be megotiated. lhere a licence agreement ir
scoompunied by oapital participation, the axtent of such partioipaticn
should be related to the overall payment for technology. Foreign
investors argue that the two issues of returns on investment and
payments for technology and know-how should bo viewed independantly.
Wile $his argument may have theoretical validity, it is necessary
$o evaluate the overall bersfits and returns acoruing to a licensor
who is also an equity shareholder. while no hard and fast rule can
b0 laid dowm, technology peyments should be lowemdoorrespondingly with
the extemt of acoompanying foroign investment . Thus, in the oase of
s wholly-owmed foreign subsidiery, shers is little or no justification




for any payment for tochnology. Corrraspond’.agly, remunaration for
know-how could be higher for a licsnc? agreement with no equity

participation than say, 40" licensor shareholding.

Technology payments normally tend to taike the form of (i) a
fixed lump-sum fee (ii) a running roy-lty ranging from 1l to 5% and
sometimes oven highor and (iii) a ccmbination of a lumpsum fee and
a running royalty for a period of time. The payment for specific
technical sarvices should be considared suparatcely for each item of
such saervices. therc this is aggregated by the licsensor as part of
the overall technology packago, it should be disaggregated by the
licensea and congidered independantly. Lumpsum payments are usually
mads in cases where the know—how can be fully and completely tranaferred
in tho first i.astance. This usually related to relativaely simple
manufacturing tochniques or drawings and should be negotiated by a
licansase whore no continuing support or assistance of the liconsor is
required. The more common form of paymant is that of a paercentage royalty,
usually reclated to sales, though sometimes to production. In such
cases, it is necessary that the landed value of imported intermediate
products and components is deducted from the sales figure for royalty
computation so that only tho valuc-added is taken into account. Some-
timos, royalty is sought to be calculated on production; in which
case also only the value-added should be assessed for royalty. Two
alternative approachas can also be considered, viz. (i) linking rayalty
with unit production costs and (ii) calculating royalty as a porcentage
of profits. The former is difficult to datorminc except in series

production items and evon in such cases this method presents considerable

ptactical difficulty in determination and computation. The letter would

not normally ve acceptable to liconsors but is worth oonsideration in
cases where management rosponsibilities are also ontrusted to the
licensor for a period of time. ‘hataver method of assessing royalty is
negotiated, it is important for the licensce to assess the payments
involved against projocted production and sales in arriving at the
percentage rate. A ratec of 4 - 5° may prove reasonable wherc rolated
to tailor-mede iteams of high unit sales but may prove unduly high for
items produced in large series or for process industries. Over the
las® decade, a fairly definod pattern is gradually emerging in respeot
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of liconco royalties paid in difforant production soctors and
prospectiva licensces are in a battor position to compare payments

made by other liconsess for tho same or similar know-how. “hile

such information was a closaly guarded saocrot formerly, information

in this regard is now ofton availeble. Tho fact that, in many countrias,
licence agrocments requira approval of a governmental agency also ansures
that arbitrary high royalty rates would net ve accopted in many countries,
particularly whero similar tochnology has bosn ncquired in the past.

In some countries, a coiling limit is prescribed for royalty payments.
For example, in Mexico, thero is a coiling of 3,) of net sales. 'Mhile
such a ceiling may be somowhat arbitrary, it does undoubtodly serve

to ensuro that the licensss is not forced to agres to an unduly high
peroentage. A highly undesirabla provision sought to ba imposod by
licensors in cortain cases is that of minimum royalty. This can prove

a very haavy burden for licensoes and may well rosult in the offoctive
royalty becoming 10/ or over, depending on the oxtent to which actual
sales fall short of projocted sales income.

In a numbor of licence agreomenia, tochnology payments aroc a
oombination of lump-sum fee and a royalty porcentage. The former is
often treated oither as a disclosure payment or payment for basic
documentation while the royalty is linkod with production know-how.
Where there is a royalty ceiling or wherc the duration of the agreament
is for a short period ( up to 3 years or so), the lump sum fee insisted
on bty licensors tends to be correspondingly higher and has to be spo-
cifically guarded against. Ultimatsly, in dotermining tho technology
payment, the overall figure has to be considered. It is not practicable
to formulate any unifcrm principles as to the eize of the lumpsum fae
or the rate of royalty (axoept that such rate should not axceed 5%
but in very exceptional oircumstances) =s this has to be nogotiated on
& ocase to case basis but what is essential is that the 1icenseo should
be fully aware of the implications and impact of such payments on the
production struoture of his enterprise and should also be aware, to the
extent possible, of rqralty payments in the same sector and for simiisp
know-how asked for by alternative licenscrs and paid by othar liocensees
either in the same country or in other countries. It is only when the
licenses is armod with such information and knowledge that Le can best
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ensure that the licence paymant is, by and largo, in accordance with

the market value for a particular technology or knowehow.

G. Duration of Agreoments

Closely linked with the tschnology payment is the quastion of
duration of agrcements. It is to the advantage of the licensor to
axtend such 1 period ac long 26 possibls ranging over 10 to 15 years
ard even longor in some cases as royalty income accrues to an
increased asxtont with greator production and sales by the licensee
while the tachnological support offort is less and less. On the part
of the licensec, thce period should be as short as possible, consistont
with the liccensee's capacity to fully .a,bsorb the know-how involved
within such period. The quastion of tochnological absorption is, howevar,
very important and mny take Several years, dapcending on the nature of
tha technology ard tho specific offorts 2nd caracity of the licensee
entorprise for such absorption. Iwo othor goncral principles should
also be considered in this context. Firstly, whoere the technology is
fast-cianging in a particular sector such 28 pharmaceuticals or electron-
ics and wherc the licence agraement adequately provides for full access
to all innovations and improvements effoctod by the licensor, it may
be of advantago to the licenseec to have a somewhat longer duration.
Secondly, it is important that the life of the patents involved in
any licance agreement are adsquatcely taken into eccount in dafining
the duration of a liconce agreement. A licansce may find himeelf in
sarious difficulty if, aftor negotiating n S5-year licence agreement,
he finds that the life of a critical patent coverod by the technology
is for a period of 10 yoears. While it may not be necoasary to have the
technology agreement for the full life of a critical patent, it is
important that the arrangemcnts in this regard are sorted out at the
time of the initial agreement itsalf. It may be poasible at such time,

to negotiate a 35 royalty for the duration of the principal technology

agroement of, say, 5 years and a 2% or lower rate for the remaining

life of any patents that may relate to the teohnology in question. Again,
in respoct of duration of agreements, no uniform pattern oan be prescribed
but, in general, it is accepted that whare royalty payment is involved,
the period of sgreement would range from 5 to 10 years. In India, a S-year




limit is generelly imposed by the govermment while in certain Latin
Amerioan countries the maximum poriod permissable is 10 yoars. ‘hatever
the period negotiatod, howevor, it is important that tochnological
wbsorption 18 as full and complate as possible within such period.

M. Access to Improvements

The question of access tc innovations and improvoments during
the 1life of the liconce agreement is an important aspect and needs to
be epecifically provided for in the contract. It would also be dosirable
to have a clear understanding betweon the two parties as to what would
oonstitute suoh improvements. In general, any innovatione or irnprovements
which are introduced in the plant of the licensor should bs available
tc a lioensoe during the period of agreement. Where it is not agread
to in respect of a technological "break-tlrough, it may be necessary
to renew the contract for some time. In general, however, renewals
of licence agreements should only relate to new products and completaly
new procesees or techniques which would not fall in the oategory of
inprovenents.

I. larramy
As mentioned earlier, the licence agreement should define the

pature of the ‘echnology. This oould be extended in the form of a

warranty as tc tho results of its use. A technology should, for

emaple, be capable of achieving a specified level of production in

"a procese industry or a dofined leve! of manufacturing integration

in the licenses's plant over a period of time for tho engineering-

goods. In any event, the contract should provide that the technology

supplied is full and complete for the purposes defined in the

pesamble $c the agreement. Licensore oan argue, with a degree of

Justification, that the technology supplied cannct be more complete

or better than that ueed in their own plant and that licensee enter-

prises should consequently take the samo risks that the licensor takes

in using particular proceeses and techniques. Whatever the form negotiated

in a parti ular licence agreement, it must provide for transfer of full




and complete tochnologicil kaow-how to tho axtont of such know-how

used in the licensor's plant.

7+ Tarritorial 3ales ligzhts

A mhjopdifficulty in licance nagotiations relataes to the
exclusivity or other.wise and to the torritorial restrictions in
sales imposed by licensors. A technclogy licence should normally
be axclusiva for 2 country and it is of courso to the advantage of
the licensec if it is mado exclusive for a region. At least for a
particular country, this clausc does not present too much difficulty.
It is in respoct of territorial restrictions in sales that negotiations
tend to be difficult. Liconsors, ara, for tho most part, multi-national
companios operating in a number of countries and often in countries
such as the UK or Japan, exporting 2 substantial percentage of the
production from the licensor plant. Cvon whore non—axclusivo territ—
orial rights ar¢ incorporated, the licenses entorprise may,and often does,
prove a Baerious competitor over a period of time. From the licensee's
viewpoint, the imposition of restrictions on exports is a grave
diesadvantage. From & national viewpoint also, territorial sales
restrictions con~titute a grave handicap in licence agreements. In
many developing countries, regulatory measuros ensura that un-
reasonable tarritorial restrictions would not be permitted to be
incorporatad. A reasonable approach in this regard is to provide for
non-exclusive sales rights in all countries, except where the
liconsor is lagally precluded becausa of cxclusive manufacturing
rights given to other licensces. In rospect of aroas where the licemsor
nay have given axclusive sales and distribution rights, the matter
needs to be negotiated so that the licensee can also use suoh dissrib-
utors and is not excluded from these mirkets. Thare is general
roecognition of the unfair nature of territorial restriction clauses
and it should be possible, by and large, to arrive at a suitable
arrangement in most casos.




K. Tie-in-Provisions

The question of tie-in clauses relating to supply of intermediats
products and components exclusively from the licens r has been the
focus of oonsiderable critical attentirn and the question of 'transfer
pricing' has figured prominent ly in recent licensing literature. It
is obvious that tie-in clauses are not desirable and constitute a
Serious disadvantage to the licensee in terms of component costs. The
fact remains, however, that in practical teras, a licensee usually
does look upon the licensor for supply of intermediates and com-
ponents. What has to be ensured is that the pricing of such com~
ponents and intermediate products is not unreasonably high. This is
whers there is considerable practical difficulty. It is possible and
desiradble to avoid any restrictive tie-in clauses in the licencs
agreement and, in fact, this would not be permitted in many developing
countriss, but the intermediates and component s have to be obtained and
the liocensee does tend to rely on the lioensor in this regard. The
first need is to ensure that domestic manufacture is undertaken to ths
mxisum extent as may bs sconomically and commercially justified. This
would reducs the magnitude of ths problem and would avoid a common tsnd-
oncy on the part of licensors, especially in the engineering-goods
sector to phase integration over as long a period as possible. Bvem
wiere maximm integration is programmed the problem of pricing still
Femains and negotiations oould centre around oertain aspects. (i) In
respect of intermediats products and components bought-out by lioensors,
the cost 10 the licensse should be the same s tha oost to the lioensor
plus ary handling or other charges that may bs involved. This sub-
olause is generally mcceptabls. (11) Whers components ars manufactured
W the licensor, the cost of such components should legitimataly be
the cost at whioh the oomponents are priced in the next stage of
production in the licensor's plant plus any handling and other costs
that may be involved. This is, however, very difficult to incorporst ¢
is sy agreement as the licensor would not acoept such a provision.

In some licensors’ plants, there may not even be such stage-ty-stage
costing. In any event, licensors would not normally de willing to open
factory accounts to 1icensees. The solution in terms of the comtract
provisions can perhaps be that (a) the licensee shall be free to obtain
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guch items from ary source, 1nd that if the licensor supplies such
products and components, he shall (b) supply such items at
intarnaticnally competitive price. and {c) ha shall accord most

favoured licensee treatment to the licensee from a developing country.

L. Fatents_

In a number of technology agreemonts not involving composite
technology and sorvices, it is right to use the patent that is,
in fact, being obtained through the licence. The first need is to
define the various patents that may bo invelved in any process know-how
and stipulate that che licensee obtains user rights over all such
patonts. It ie aldo nacossary for the licensss to be fully aware of the
life of the patent in each context. It is through patents, in a number
of instances, that licoemsor: hold tho roal bargaining sirength and
it would be rare to find the a&vstom of patonts proving to be of advantage
to developing nations in any instanco. Howevor, ae long as the patent
gystom exists in its presont form in most developing countries, licsuzees
must ensure that the patent prowisions are carefully determined. As
pointed out earlier, whers the lifa of the patent axtends beyond the
duration of the agreement, tho arrangements for continued use of the pat-
ents aftor the agreament expiros rhould be made at te initial stage.
The liconce agroement should aleo provide that, if any patent is
applied for or registered by the licensor in respect of the technology
lioensed , the licensee would be ke informed and would acquire user
rights for the period of agroement. It is also necassary to stipulate
that, in the event of any alleged or actual infringement of third
party patents by use of a particular technology liconscd, both the
lioensor and licensee would deal with such a situation jointly.

M. Publio Domain

An important olause often includod by licensors is that the
Yechnology lioense’ would not be utilised by the liosnsee after the
period of agreement. Where such tachnology is oovered by a patent or patenty
the situation has to be taken care of by the liocensec. Where it relates
to unpatented know-how, this would normally be considered as knowledge
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in the 'putlic domain®' in tho USA and tho licensor would find considerablo
diffioulty in enforcing such a clause legally. Know-how once imparted
cannot really be withdrawn axcopt that its usc can ¢ raestricted when

it is covered by a patent. Such a clause should be resisted by

licensees and should also be reviowed by roegulating authorities.

O. Trademarks

Trademark rights oonstitute the right to use a particular brard name.

This ie often viewed with great importance hy licensees in developing
countries , partly because certeia aames have a strong consumer preference
and partly because without the use of a foreign brand name, initial sales
are more diffioult. It is important that licensees should, over a period
of time, develop their own brand names as otherwise thay would always be
subjeot to royalty payments for the usage of a foreign name. This is
applicable both to consumer products and to producer goods. For the

period of agreement, however, the foreign brand name should be used
preferadbly in conjunction with a local name, as that after the

agreement terminates, the local name alone can continue to be utilised.

P. Arhifmation epd Governipg [aw

In providing for arbitration, it is necessary $o provide that
owoh arbitretion takes place in the country of the licemses and that it
is g ¢ group of 3 persons, two of whom would be appoimted by
She respective parties and the third person agreed upon. Where the place
of arbitretion is outside the country,the licenses is placed at a sreat
disndvantege and has $0 inour comsiderable costs. In any event, the
ooustzy of the licemsor should not normally be acoepted. As fer
governing lav, masy develeping countries have alresdy presorided
that ouch lav weuld e that of She coustry in question. Thie is vesy
lagitinste and needs to be insieted upon.
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. C)H:er Clqus'e's

1

A number of othaer clauses rolating to aspects such as (i)
assignability, (i1) confidertinlit,; (iii) sub-licensing, (iv)
language, (v} currency of piymen., {(vi® inapaction and reporting,
(vii) force mc jsurs and the like, dc not norm-.lly presont too much

difficulty ir the courss of nogotiations and can gaonarally be

satisfactorils resolivad.

Mrom the above brief resum?, it will be sesrn that tho proparation
of a licence agrecment and *ho ralatad nygotiating strategy is a
fairly complex issuc and raquires considorable knowledge on the part
of the licensec as to the intricacies of ihe licensing mechanisa.
The licensor, in most cases, is much mom gxpaerionced in the field
of licensing and most multi-nationa® companies have a gaparato section
dealing with this subject. I developing countries, such a function is
partially sought to ba discharged through tre regulatory institutions
set up in a numbar of countriss. Such institutions have necessarily to
view the licensing function from a national viewpoint and thera may be
aspects whore the approach of the liconsec and that of tha ragulatosy
institution may bhe in conflict. This may o 80 on a numbor of matters
such as (a) the neod for importing technology for a particular
product, which may be a uon-priority or luxury item or in which sdequate
tachnological development may have taken place withir the country, (b)
cost of a particular technology, (c) phasing of local integration,
(¢) duration of ngreement and the like. An overall national view has
to be takon on many of these mattars and theese say not coimcide with

the approach of a liccnses enterpriase.

2. to ) 80 43

It is finally necessary, however, to stress that a teohnolegy
licencs is cesentially an enterprise-to-entarpriss transaction. In
ths weaker situation ia f‘ﬁ‘onueo from dsvaloping countries find
themselves, there is undoubtod need for o national regulatosy
orguanisation which can unoure that such licenswuoe are not placed in
an unduly disadvamtageous position. The role of such a2 regulatopy
agency must, however, be a caraful balanc: between overall mtiomal
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interests and the fraoedom of antorprises to acquire tachnology

from different intornational sources. 3uch harmonious balance is

often difficult to achiovo as it 1 eceseitates the avoidanc: of undue
intepference on the part of the regulatory body. Such an agancy cannot
substitute the licsnsee in the licercs negotiations. It can and should
provide general guidelirss and prscritas the'rules of the gamel
Thereafter, prospective licensoa entaorprises must bo left frog to
select the technology and the licunsor and to nagotiate the tsrms

and oenditions of tho liconce within the framaowork prascribed. In

the ultimats anmalysis, technology is ioquired by and transmitted to
an esterprise and tho enterpries must be loft unfettarod aa far as
poteible. Techaology liconsing, where successful, hasz been so

because of the goodwill that develops batween the licensor and

the recipient amterprise and such goodwill con only grow wnd develop
if licentee et orprises havs the necessary initiative, cipacity amd
atherity to proveed with negotiations and licensing within a broad
peliey framewerk that may be presoribad by tha govarmment comcerned.
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