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/

: ’ i “
(682Y D= —
Distr,
L IMITED
' 1D/WG, 206 /Yy

1¢ December 1975
Unitec Nations Industrial Development Organization CRIGINAL: ENGLISH

Fegi-ral Werkshop 'n Tecnns gy Acquigition through
Licensing Agreemenis ty Lxchange of Lxparience betwaen
3elested Devaeliping “cuntrias in Asia and the Far East
Kurla Lumpur, Maiaysi:,

L3 - 27 Cotnber 137F

FINAL REPORT &/

1/ This document has been reproduced without formal editing.

ido 75"9060







CONTENTS

E

INTR(DUCTIJN. 20000000 00000000000 onooooo..oc000.0000000.0.00‘0.'0

1. Background eececesccoscssccsccsssvasssnscsoncsccscnscssncsnse
2. Objective of the Jorkshop and Action by UNIDO eeecessscscsces
3o Agonda and ProgramMme ceeesssesescsessstcsoceccanoss o sesccoos
4. Participants cceceocsvscsoscccsscssoscsscscscscccsssssceseces
Se Inauguration of the OrkshOD eeesececccsssesssncecsescossnens
6¢ Tloction of OffiCOrB seeeeeesscscscscesscscssncessssssesecsss

T+ Discussion Papers, Case Studies and Jyndicate EXerciceS.ceecee

W W o NN e e e

8. Approval of the Raport/Closure of Hcrkl!wp 0000000008000 nee

CONCLUSIONS AND RECOMMENDATIONS OF THT WORKS'OP eeesesscscoseccscs 4
WARY (F DISCUS3IONS o..ooo.oooo.0000o000.00..0.‘.0.0.0000.0.0.0 T

13 October 1975 (Afternoon) ceeecescessscstscncsscesccscssssssss 7
14 October 1975 (MOPFRIng) seseesecsccsssarsscsccscssessssscsnsssld
14 October 1975 (mmooﬁ)ooooooooooooooooooooo.oooooooontlt.. 17
15 October 1975 (morning) 0900000000 c0000st0s00ncssssretecccsse 20
15 October 1975 (afternoon) sesssseesescsrconssaseststecessnss 28
16 October 1975 (MOFNing) sececsscecscssssescessscnsoscsscessse M
16 October 1975 $80000000000000000000000000808000000000 35
16 October 1975 (SftEPNOON) eesesesssecsssscccosssscsssstcssses 36
17, 20 and 21, 1975 ®90cesssvcnscsenersesscasnssnsecscentensee 37

Annexes
I, AGENDA cocvessrasascscnscsnscscassencsscscrsrscancesvssscese I8
II. LIST OF PARTICIPANTS seecvceccccccecrscessosnssasrsssssesse 0
III. LIST OF DOCUMENTS scesecovcsevesseosestevssnscscscanscsonee &)




INTRODUCTION

1. Background
The importance of technology transfer licensing agreements
in the overall scheme of industrial srowth cannot be over—
emmphasized. Not only the developing countries tut also most of
the developed countriss are net importer of technology. Despite the
efforts being made by the developing as well as the developed
countries to build up indigznous technology and te increasingly
self-reliant in this field, the egpenditure on importation of
technology is expected to go up substartiall, in most of the countries.
It is therefore imperative that suitable institutional framework is
created and strengthened not only to saferuard the interest Qf the
licensee, but also to gradually reduce dependence ~n foreign
technology. The training aspect and exchange of experience deserve
special attention in the scheme of technology transfer. The
recommendat iong of the UNIDO Seminar on Know-iow about Licensing
Arrangements requested UNIDO to concentrate further efforts on a
more practical approach by organizing regional workshops concerning
major policy iseues and finding practical solutions related to
technology transfer and licencing.

2. Gbjective of the Jorkshop and Action by UNIDO

Hith a view to furthering the above-mentioned objeotives, UNIDO
in co-operation with the Govermment of Malaysia organised a Regiomal
Workshop on- Technology Aoquisition through Licensing Agreements
by Ixchange of Txperience in Asia and the Far Tast at Kuala Lumpur
from Ootober 13 to 22 October 1975. The purpose of the 'lorkshop was
mot only to provide the participants with detailed knowledge of
major policy issues in trensfer of technology amd licencing, b
alse to enadle thes to acoumulate practical knowledge in negotisting,
selecting and drafting various transfer of technolegy agreemants
through case studies and syadioate exercise.
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The Workshor wre opan to govarament nominaes of salected
countries of the Asian Mar “ast Region and the following countries
rarticipated . Indiu, ‘nucnesia, Ualayria, Papua and New Quinea,
Singaporc, Philippinae and Thailend.

3+ Agenda and Prcgramme

A list of the agenda items considered by the workshop is

enclosad as Anncx 1.

4. Participa‘ ant &
Participante in the consultations included :
(a) Senior government officials responsible for licensing
policies;

(b) Serior exacutive officers of the puclic and private
sector in Nalaysia,

(¢) UNTDO secraiariat;
(4) Oveervers from int ernational organizations;

(8) Obsarvers from various “alaysian agencies
representing *he public and private sactor;

() Consultants invited by UNIDO.

A fiual list of participents is given in Annex II.

Se Mi_gn of the "Iorknyg

- The “orkshop wae imaugurated by tho Hon. Datuk Haji Hamssh bin
Haji Abu Samah, Minister of Trede and Industry, Government of
Malaysia on the 13 Octobar, 1975. The Minister addressed the
delegates on the importance of holding such a workshop for the
developing countries and he also spoke about the regulatosy
Bechahism devised in Malaysia for the soquisition of techaolegy
from abroad. This addross wae £ollowed by brief speeches Yy the
UNDP representative and Mr. H.A. Janissewski, Directer of the
programe. Both of them weiconed the delegates to the workshop

and exprassed the hops that the deliberations would prove te be
fruitful.




6. Election of Officers

The following were elected officers of the workshop :

(i) Chairman - Mr. Tainuddin dj. Din,
Director, Industries Division,
Ministry of Trade and Industry,
Kuala Lumpur, !alaysia

(11) Rapporteur - Mre N3¢ Choudhary,
Diractor, Ministry of Industry and
Civil Jupplies, Govarnment of
India, New Delhi

Te D;-cuuiog papers; "ase Studies and Yyndicate Ixercices

In all, nine papers ware presented by various consultants.
The presentation of each paper was followed by a discussion.
Three case studies were also presentod. Besides, the workshop
also devotad consideratle time to thrso gyndicata studigs.
(See Amnex 1II).

8. the | e of iorksho

At its closing session on the 22nd October, 1975, the report of
the rapporteur was adoptoed unanimously by the workshop. It was
also decided that the final report would be prepared by UNIDO
Seoretariat on the basias of the drm'roport approved Ly the
Workshop.

The Workshop rocords its deep approciation to the Govermment
of Malaysia, partioularly the Hinistry of Trade and Industry
for organising the Horkshop and p-oviding host facilities. Special
thamks are due to the consultants who presented papers and led
disocussions dwring the Workshop. The participants oxpressed their
sisoere thanks to UNIDO and $heir waff for all the offorss they
have made $0 orgamise such a successful workehop.




TSNS ALY Snooin NDATTONS
OF THTZ JORKS!OP

l. The ‘orksnop apprecinted the complexity of pro.loms of
transfar of tachnolog: te developing countries as distinct from
the protloms of transfor ot technoslogy among developed countries.
Thesa problome ..p. Accantuated tocauss of different technological
lavals of licensors wnd llconsees and inequality of bargaining
capabilities. n order teo overcoma this problem, suitable
institutional framework ccuad ks oset up in daveloping countries

to aid tuvcknclos: transfar.

2. Thes ‘orkakop notsd with satisfaction the initiative already
taken by M0 ir implement ing the recomnendat ions of tla

Seminar on Know-dew about Licensing Arrangaments, held in Manila in
June 1974, Tho workshep urged UNIMO to take expeditious action fop

implomenting thnose recommendat iong.

3. The ‘lorkshop f=lt that the task of industrial development in
developing countrios throuch tichnology transfor is very complex and
would naad concarted action at the national, regional and internat-
ional levels. In the ¢circumstancas, thare is A pressing need for
governmoents at the national luval to take urgent action for
strengthening the structuros involvad i, devalopment and transfaer
of technology.

.

4+ The ‘orkshop also urges tho strengthoning of the institutions of
the Unitod Mations like INIDO fop assisting affactively the
countries of the region in matters relating to the transfer of
tachnology.

5¢ In order to facilitate avserption of technolagy, the licensing
agreemants may, as fapr as possible, provido for the association of

& local consultant and/or an inbuilt .@D programme. In order to
Prograssively raduco depandence on foreign technology, the development
of indigenous technology should raceive greatar attention and
resource allocation.

6. As UNIDO will have an immense task on ite hande in assisting
the developing countrios in problems of dovelopment and tranafer
of technology and relatod matters, it would be necessary to




strengthen the Tachnology Transfor Section to anable it to
perforn its tasks more affact ively.

7« Towards this snd, thaers is t od for having a c dre of
oonsultants ropresenting differont disciplines, Licansing

activity is to be comsidercd in the contaxt of input requirsmonts
for accelerated industrial growth. Thorefora, this activity should
aventually cover other sarvices like advica on selection of tachnol-
ogy, detailed angineering services, arsction and operation of
plant, management assistznco atc..

8. The 'lorkshop discussad tho rroblem of raducing the cost of
technology acquired in davaloping countries.

In this connection, the axampls of socialist countries, who
have been acquiring technology on centralized baeis was noted.
Such procedures could bHo considared by individual courtries on
merits,

9e The Workshop was of the view that UNIDO should contimie to
organise workshope on the regional lavel with emphasis, as in the
existing workshop, on an integratod approach to the probloms involved
in technology acquisition through licensing agroements. A considar-
ation of the logal, administeative, economic, financial busincss,

and related factors, togother with the case studies and syndicate
studies, gave a moro practioal ewphasis to the subjact .

10. The workshop was aleo of the view that UNIDO, may organise
special mational workshops and meotinge to train personnel in the
selection, transfer and adaptation of technology. Ior example,

& workshop on chemicals, drugs and pharmecoutical industry in
T™ailand and a workshop on transfer of technology in specific
industrial sectors in Indonesia could be considored.

1l¢ I$ would be useful to have a comprahensive cheok-list of

all $he points/clauses in the light of which agresmemts could

be sorutinised by licensocs. This would aleo introduce a

oertain amount of niformity in the approach of lioensees and
Sherely strengthen their bargaining powsr with licensors. UNIDO
whioh has already propared o cheok-list, should update and circulate
1% pericddoally.




12. The ‘iorkshop noted that iaititive had already beon taken by
INIDO for orgunizin? o informat ion bank on global basia following
tne rocomaenditions of tho sucon: “‘anaral Conferanc of UNIDO,

held in Lima, ir March 19{5. 1ho forkshor 1130 notad that UNIDO had
already ssat ip 2 informating sorvice on technology transfap for

developing countrias.

13, The Horksnop wais bri:fid o the proposed logioial Centre fop
Technology Transfor. [t w-s folt that consideration be given to
all existing facilitios at nitional, pagional and international
levels so that fuplic-tiosn of affort is avoided and the

existing facilities arg full: utiliceds. In this context, the
participants waro of the view that priority should be g€iven to the
establishment ~nd strongthening of national centres of technology
transfor. If and whon =8tabtlished, the .egional Centra should
have more of - coordinat ing function ~nd not be meraly a primary

data bank. A programme fop giving affact to this priority should
bo eBtablished nd implemanted by UNINO in cooperaticn with 2SCAP.

4. 'hila thore is need for 2 concerted effort at international
and regional levelsg in Wrriving a1t the most reasonable and fair
basis for the transfor of tochnology, tho approach to global
solution to thsy iesus must 21lso take into consideration each
country's aspirations and n~tional prioritias, Any ottempt to
indicate a broad appr-ach should be limitad largely to laying
down of broad guidelines/institutional framework, which would
provide for adequate flaxibility to the countries concerned
with its implementation.




FIMATT OF DITUSITONG

13 October 1975 (afterncon)

In the first part of the afterncon session, lir. Janiszewski,
Director of the programme, spuke avcut sssential preparations for
international licensing. He emphasized tha importance of relations
bstween licensees and licensors in a:y arrargement for transfer of
technology. lir. Janiszewski said that the relations betwgen
licensees and the licensors would depend on a mamber of factors.

In this regard, the tachnica! level of the economy of the recipient
country would be very relevant. The higher the technical level, the
longer the agreament would ba likely to last. This may be attributed
to the fact that in a largs nurbor of casus of transfer of technology,
failure occurs due to inadequate adaptive capability of the recipient
country. An important thing to remember in this typs of arrangement

is to have technology of a leve: which is easy to be adapted by the
licensee. No arrangamant for transfer of technology sould work success-
fully unless there is mutual trust batwaen the two parties. This
assumes all the more importance irn view of the fact th at the

element of <time plays a vary important role on account of rapid changes
in technology. Arother vital factc . governing tachno.ogy tranafer
arrangements is the motivation bshind the approach of the licensee and
the licensor. Some of the well-kncwn motivating factors which

result in technology transfer egrecmonts are profit-making, avoiding
high cost of rasearch and development, accesesibility to foreign
mrkets, improvement in the quality of the product, inoreasing the
compet itiveness of the product and an attempt to reduce unemplayment .
On the part of the licensor, such Arrargoments stem from the difficulty
sxperienced bty them in setting up subeidiaries in a particular country
or in an attempt to find foreign markots for oxpansion. Mr. Janissewski
4100 spoke about the structural framework of tha licensing agreements
and mentioned the various types of agrasments such as know-how
agreements, the patent licensirg agreenents, trade-mark agreements,
otcee In this context, ho also briaflr touched upon the varicus




param=tars U he Ll0ondiy” agtesnent s susa as, the [ees payable,
schoduline of vy vert s ond the atvandoant srohlems arising from tax
Liakiiat, of these pavnent  restrictive clauses. etC.. Mp. Tanissewski
alse drew atternt i Tifin ey syngy ianced v mont of the
develorirg oo riries L fin lizinT arrang. -ments for technology t$rans—
fer ¢n accawnt ol nen-avaslarility of adeguate information about

the alternative sources "o o vpec1i”iv techao’cgy. In the absence

or such infecuat.on, the 1ic uBus 18 uyv sha mercy of one or two
iiceusers wh sre irn 4 poeiticen to dintate their Lerms.

Mp. mrivzewsik Uolt thal sons sort o0 captralized infermation
gystern shewll e aevelrpad for cakine aval labie thorouzh information
in respent 07 prospective licensors te the .nterasted parties in

deveiovirg cruptrico,

‘he surject was then tnroun cp~n fur discuasion. me of the
delegates pointcd cut the icporsance of Maving a check-list of points
whict are to & kept iz ain? ir preparirg such licensing sgreements.

-

It was expiainea iy c12 of the experts thaat » check-list on the

lines mertionel uy tne dulezate was prepared sometime back in]

the srape or a ‘IINO cooklet. e suggested tha’ it would be useful
if the various poirts coatained in tris check—list could be
discussed with » view to vpdating it In ths iight of discussions

in the 7o “snor. One dologaie dre - athtention to the Aifficulty
exparisncec by licsusees nrn acccunt of Sne licansors asking for

fees in the snapc of various :harges sush as royalty payments,
know-how fee, drawiigs and designs foe, erection and ccmmissioning
charges and manevement fees. He said that on account of the
maltipiisivy of these cnarges, it Lecomes very diffioult to assess
the reascnability cf th: pavrents. Auother suggeution made was that
the fees payahle urder he liLensirn: agreemsnts should not be
exempted from peyment of Yax on a selected basis . The need for
having a uniform policy on ihe question of texation of licensing fees
was emphasized. A suggestion was also made that in arder to overcome
the difficulty erising from tne multiplicity of moles of paymen$,

it would be better if a simplifinad &/sten is evolved. This could de
done by laying down curiain sianderds for det armination of the net
fees to he payatle to the l.cemsort in spacifiad industries. Such




payment 8 would covar all aspects of the techrolos transfer
agreement and would be not of taxus. The advrntare of this projact
would be that thers would bs mucn le3s ambi7uity and the licensaes
and the licensors would havs a clear picture of the f'eas involved
in the agreement. 0o dolegate desired to know whsther aimple
formula could "2 dssizned to detormine th3 facs value and thae
working value of royalty and othar paymints. Tt wag axplained that
it would te difficult to have any fixed fepmula for this purponse
because the basis of detormining these values varies from case to
case and industry to industry. Tn some "898, thesa are worked out
on the basis of value of sulas whorisas, in otheor cases, they ape
determined on tho hasis of tota] profits.

Another point raised was whether both equity participation and
rayalty payments should be agread to in the same agreement. The
consensus among the delogates was that shie would have t. be decided
on the merits of each case. In certain arrangements, it would
perhaps be desirable to allow the licensor to have aquity
participation in ordar to ensure his cont inued interest in the
project. In other casocs involving comparatively simplar technology,
the bettor course would be outright purchase of tachnology on
paynrent basis.

The se:ond part of the afterncon session was dev-ted to a talk
by Mr. K.D.N. Singh, UNIDO Sonsultant, on "Comtractual Arrangement s
in Licensing Agreecments . Hr. Singh informod the delegates that in
terms of number of technology and licensing agreemente and payment
of license fees, tho agreements h:etween devoloped countries account
for a much groater percentage of thoe total numvar of all such arrange-
Bemts. An essential fosture of agreoments between enterprises in
developed countries was that both the licensor and licensee enter-
prises functioned from a more or less similap tochnological base. The
Srensfer of $schnology therefo.s bocomes a much easier and at the same
time, a more limited process. On the other hanmd, in technology
AgPecients betwean enterprises from devaloped as woll as developing
coustries the technological base is usually coiplately differemt and
the scope and comtaxt of the technology contract temds to be much
Bore comprehensive and composite in oontent. It was this basic




difforence tn ths contants of licunsing that necassitated o mora
dotailed examination of tha probloms of licenscas from developing
countrias. T, 3ineh pointed out that tha licensing mechanism had
tucome & major vzhiclae for trada in tachnolor rotween enterprises
in differont countrics bat ir view of tne 8pecinl problems of
liconscoes from dovaloping cmu;tnas, this aspsrt of the industrial
licensing awraamente had been receiving increasing attention of late.

¢ spoke avout the various etages in ths ostatlishmant of an

sntarprise, namcl a pro-feasivility study for salscticn of

products, a detailed pro et stud to determins tho size of the
project; its investmont and returns etc., tha procass of solection l
of techrnolosy and licansor, whoara such tecnnolory has to te acquired,
dotailed onginearing; installation of tha plant and oquipment, the '
actual procass of acquisitior of know-how and management techniques. '
Licansoes in dsveloping countriss have nocessarily to avail of much
grantur assistance from liconsors in some of these stagas as tho

taschnologic:l leval of the licers.: ent.rprisc is liksly to ba

inndequate wd any gap may not bo able to be coverad by other
national consultancy or cthor agoencizs. The licensing agreemonts
consaquent 1y covaer a number of the above stages also, apart from the
patent or tradamark rizhts and tho unpatented know-how accoupwiw
such rights. !r. Singh also touchad upon the various typaes of
operatioril arrangemonts in licer 3ing ngroements,n~ 3ly surnkey
contracte, composito know-how agruements, joint venture arrangaments
and the relativaly fowor pure liconsing agreements involving patents
or trademarks or both and the contractual implications for the
licensao in sach of thess cascs. lMr. Singh wont on to axplain that
another major difficulty of licansecs from dovaloping countries

was that adequate information about alternative sources of technology
was not readily availablo in most of these countrios. [lo expsressed

the view that there ought to be an information-gathering system
which should function as a national tachnology bank and should
gradually devolop and maintain tho latest information about

various sources of technology for difforent sectors and for
spacified industries. Mr. Singh refarred to the situation existing
in a number of doveloping countriss in respect of foreign iavestment
as a vehicle for transfer of tachnology. He exprossed the view




that there should be an adaquate trade-off between foreign
lgvestment and technological inflow, which should also be
reflected in payment s made for technology and contractual
arrangements featured in liconsing agreements. He stated that
foreign equity participation is not only desirable but also
essential in certain types of licance agreoment s whore the
assistance of the licensor is required on a cont inuing basis

over a period of time. An important point to be considered ia
developing countriss on the question of import of technelogy is
whether such inflow should be permitted on an indiseriminate
basis, including ordinary oonsumer goods. Nr. Singh axpressed the
view that total dependence on foreign technolagy should be
avoided, so that tho growth of indigneous technology omuld alse
Sake place with relatively simpla techniquas. He was therefose

of the view that import of technology for ordinary products shoyuld nes
be emcouraged. In this connection, he also briefly discussed the
problems posed by the concept of appropriate taoochnology. He

sSated that there should be a clear distinction between products
required for national oconomy and produots which have necossarily
%o be intermationally competitive. He felt that wheroas in the
former oase, the use of labour-intensive methods and non~
sophisticated technology may be acoeptable, though this may be

at some cost to the consumer. In the latter case, the offort should
€° in for the best technology availablo. Mr. S8ingh also mentioned
the imadequacy of the patent laws in developing ceuntrios. He was
of the view that in most casos patents operated only to the
disedvamtage of developing countries and that these laws have bessme
outdated and that consequently the antire question of patent needs
$0 be examined in detail in reepect of each country with a view

$o Lmtreducing btasio changes. Mr. 3ingh also spoke about the rels
which should be played Yy governmemt in its capacity as a
regulatory authority for technology $ransfer agressents in mary
doveloping oountries. He expressed the view thas the govermment

o the pegulatory institusicn should not substitute iteelf for the
licenses and take over the task of negotiating the agreement. The
best arvengenest would de to have adequate guidelines laid down




for the finaiizing ¢+ licancing a-reemerts. “itiin the broad frame-
work of the suidelines, the licencies should have requisite flexibility
fer finalizing the terms and cond:.ions of the asresi.ents becauss,

in the ultvimale anai, sis. a successful licence agreement would

aenend on the co-sper:iion ard goodwill batwesr trhe licensor and

tha licensee.

Durins discussions v lioving vhe al ve talk, several delegates
spoke about the -oncejt ct arpropriate techiuclory and its importance
for the developing: countries. ne ielegate ariioned that the real
test for appropriateress of tachnolog should be the valus added

to the utilization »f scarce resourres and the ot jective should be

the maximisation of this value adled. ,je also suggested that in order

o deternine tid apiroprizteness ol technology for a project, it would

te desiraple to disazgrecate the various operational stages and

determire the approrriate vechnolog- fer each stage. Another point

made ir regard to the appropriate technolog; was that the development
of this technology is 2 ractor of time and thus rejquires to Le
updated cortinuously. Appropriat eriess of technology is to be
determined oy enterprises looking for imported technology and no
general guidelires can ts laid down for this purpose. Some of the
lelegates warned againct the danger of obsolete technology veing
made available tv tie licensors and they were of the view that

to safeguard against this possitility, the regulatory authority
ought to ha-e requisite powers and it should exercise them
eflectively. A point vas raised whether, as a general policy,

100 )} foreign companies should te permitted to pay fees to their
parant companiss for the transfer of technology., 1n this context,
the gystem working in India was cited and it was pointed out that a
list of industries where foreign investment should not normally be
permitted, should be finalized and another list of high priority
industries where investment may be desirable, may be prepared. With
tha help of these lists, it would ta possille to regulate foreign

investmant and the payment of fees to tha licensors. One of the
delegates suggested that some of the developing countries dn not
have facilities for the evaluation of imported technology and
whether the help of a third country could be sought for this
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Parpose. It was folt that in the long run, it would be in the {nterent
of each counmtry to develop its own sechniocal expertise fopr the
evaluation of technologies. In a number of countries this type of
eRpertise already exists and the remaining countries are also taking
sSeps to build up such expertisa,

M4 _Qetober 1975 (morning)

In the morning session, Mr. K.DeN. Singh presented his paper
on "Preparation of Licence AgTeements and Negotiating Nrategy'.
He emphasized the importance of the lioensee having a very clear
comoept of what he expects from the agreement. In order 40 emgble
the lioensee t0 have a clear uderstanding of his requirement, he
indicated g net of points which ought to be 8one into Yy the
licensee befors he negotiates for the agreement. These are

(1) Defimition : This should cover definition of preducts, precesses,
knowbow, units of measurement and other basio comocepts in o
particular agreement:

(2) Mmplanation of the technology to be acquired;
(3) erresty/guarantes of tachnolegy to be supplied;

(4) Details of techmological services 4o be provided ewch o8

o ongineering and Sechnolegioal services, marketiag,
aftor sales services otc.;

(5) Teshme paymente-, /luap-sun foe, ‘Tayalty payment o
Mnlt?on of laca'na."z'.ZI e

(6) Buretion of the agreement and 1ife of the applicable patent o
ptemts, if any;

(T) Mwcess to improveneuts/gramtback;

(8) Tvatatng;

(9) Teswriterial sales righte; |

(10) Supply of components amd internetiste products and o
Sweh preducts; * m

(11) asvitwepton;

(12) Oenftaemiality;

(13) Swditesmetng;

(1) Ooverming tow; ’
(8) language of egresnem; :
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(16) Currency of pa/ment and place of payment:
(17) Inspection and reporting.
(18) Termination of the azreement

(19) Other clauses relevant to particular licence agreements,

Mr. Singh explained the significance and implications of each
of the atove clauses and said that it was essential that adequate

care must be axercised by the licensee in negotiating the details

of each clause so that difficulties and complications do not arise

later owing either to ambiguity or defective formulation of a
particular clause. Jach of the clauses was discussed by Mr. 3ingh.

Some of the specific points made by Mr. 3ingh in this regard were

as follows : (1) thile defining the terms of warranty, improvements

wd innovations in technology should inveriably form part of the
agreement and the licencee should insist on having access to such
changes. (2) “Jith regard to patents, !Ir. 3ingh was of the view that
patent® should be clearly listed, third-party patent infringement

should be jointly defended and that a suitable clause should be
included in the agreement to ensurs that the linencee can comtime

to use the patent aven after the expiry of the agreemest, either with

or without royalt; payment. (3) On territorial sales rights, it is
essential that undus export restrictions should not be accepted apd

that either an export market is clearly stipulated or that the
restrictions should be confined to countries where the licensor has
granted exclusivs manufacturing or sales rights. The licence sheuld
also at least be exclusive for the country of the licemces. (4) In
providing for training facilities the details of training needs

should be clearly spacified and should cover the field of designing

and marketing, apart from gradual reduction of the number of expetriates
required for the running of the plant. (5) The payment terms require

to be carefully evalucted, particularly where substantial lump-eum

fees are involved. Minimum royalty should be avoided and a computation
formula has to be clearly specified. A formula often accepted is that
salas should comprise ex-factory sales value minus the value of imperted
components. It is also important that capitalisation of kmow-how fees
is avoided as far as possible, or at most, kept at a very low percemtage
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of the $otal equity capital. (6) 'lhile negotiating for the supply of
components and intermediate products by the licensor, it has to bs
made sure that standard bought-out items and the items interwationally
Available are pricod by the licensor on internationally competitive
Serms, This would partially toke care of the possibility of a
substantial mark~up bty the licensor in respect of prioes of
components and intermediate products supplied by him, which
oconstitutes amjor provlem in man’ licence agreements. The
termination clause should alsc ensurs that the technology, except
whea covered by industrial property rights, ocan continue to be
utilized after the period of the agresment is completed.

In the discussion which followed the above resentation,
several important issues were raised by the delegates. One point ,
mede was regarding the tax liabilities of technology payments.

It was stated that, very often, the licensors insist on being

paid a specified net amount and thay are not willing to acoept any
clause on tax liabilities with regard $0 such payment. Mr. 3ingh
xpressed the view that each country should lay down a olear polioy
$hat all technology payments would be subject to applicable tax
asd 2o exoeption should be made in any individual case. A unifoenm
policy in this regard would discourage the licensor from asking
for tax ememption and would thus stremgthen the handa of the
licenses. One of the delczatos observed that the tax on prefits being
higher tham the tax on royalty payments, shere is o tesdency ameng
the licemsors to ask for higher rcyalty payments in lieu of
iwvestaent . It was explained that arrangements for paymeat of
rayalty ave limited %o a definits period of time where as the
benefits of investment flow on indefinitely. Although it would

be desirable %0 fix a maximum level of rayalty payments, and this
has doan done in several countries like India, Nexico amd Malaysia,
it would not be correct to stipulate that ravalty payment should
be disvournged vis-M-vis capital participation. Ancther poinmt made
s regerding the oost of advertisemeut and sales promotion, and a
Suggestion was made that thess expenses should be borme by the
liosnser. This matter was discussed and the genersl view was

Shat advertisencnt and sales promotion are basically the respomsibility




of the licansco wnd as such these 2xponscr should be borne Yy him.
Ona delegate pointad out that in Joint vanturo arrangemonts the
licensors are not permittod ty th:ir countries to r ait money

in cash for iuwvestment in the ventures and that the participation
ig allowed only ir tie form of capital nesets such as machinery.
Thie, according to the delugate was not always in the intorest of
the joint-verture companias becausoe it was alvaye a problem to
datermine the proper price of the machiner, and to Judge its
quality. It was exrlained that capitalization of know-how should
ba discourared as far g po8sibla and it is in the interost of tha
recipient country to limit this to the minimume So far s
participat ion through suppl” >f machinery is concarned, tha
Joint-venture ought to insist on tho licansor to furnish at least
two quotations in order to cvaluate the cost of the machinery. As
regards quality, the license: should dapute its technical anginears
to inspect tha machiner; and cert ify its conditions. The absence of
suitablo zuidelines for acquiring sarvica tsachnology for consultancy,
hotel etc. w~s also pointad out. It was explained that in such
cases the regulatory authority plays a more positive rols to
a88ist the liconsase.

The importance of associating local ageacios for absorption
of servica technology wae discusead. In saveral countrias, the |
regulatory authority insiets on the association of local comsultancy
agenciss with all arrangements for transfar of technology in
thess areas. The problems sxperianced by ths recipients of technology
in the adaptation and absopption of technology were also discussed.
It was pointed out that in cases involving sophisticated Sechnolagy,
the agreements continue for a long period of timo and in SOomo
cases even after 10 or 15 years, the licencees oome up for extension
of such agreements. There was - general consensus that these ought
to be an institutional frame work to facilitate the absorption
of technolog’. In some of tha countries such as India, local agencies
have besn set up for spocific areas such a8 peirochemnioal, machinesy
and equipment, iron and steel etc. fop providing a focal poimt fop
absorption of technology. It was stated that the association of




-17 -

local consultant in licensing agreemsnts for service industries
should be made obligatory. Such assoociation would be useful, not
only for selection of technologs, negotiation and finalisation
of agroements but would also creita a base for transfor of
technology in those areas.

14 Ootober 1975 (afternoon)

In the aftaernoon sassion, Mr. No Okano spoke abeut the different
aspeots of licensing, turn-key and joint-venturs contrests. He
enphasised that tha import of technology Yy itself should not be
oconsidered haramful. He cited the case of Japan which had made
censideradble progress in the industrial field, but even now i$
continued $0 be a net recipiant of tochnology. The relevamee of
imported Sechnology comes from the fact that it is genesally cheaper
to by technology than to develop it through 5D and it is alweys
meoh quicker. It is precisely for this reason, Mr. (kano explained,
Shat among the developed countries also thers is increasing intes-
depandence on mutual give and take basis. For successful licemcing
nagotistions a epirit of reciprecity is very essential. Nr. CkRame
discounted the belief that the licensee is always in a weak
position vie-h-vis the licensor. He pointed out that in certain
areas there is very stiff ocompetition among the donore of
tochnelegy and in such a situstion, the licensoe is defiaitely
in a position of advantage. Nr. Okamo stated that in order $o view the
licensing arrangements in proper perspective, it is vesy necsesasy
to distinguish between patent lioence and know-how licence. Some
of the salient points made by Mr. (kano are as follews :

(1) e detemuinaticn of the technelagy payments on the bdasis of the
oomd of ND as insisted iy licensers in seme cases, is net
owrrect ;

(2) S papusnt of techaclegy is largely deterauined Yy the usual
Mmoot nechenion of demand for and availability of the relevast
tovhnolegy. Yhare the technolagy is clossly held by & amll
aaber of conpanies, and the nunber of prospective licenses
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is large, there is a high premium on such tochnology -

(3) Tor a proper avaluition of technology, the loss of business

interist by the licensor woull not be 2 valid g ound. In fact,
technology should be avaluataed on tho basis of the axtent of
profits which wr> likely to te mada by tha licensee:

All licensing agroemerts nd contracts must have - specific
termination clwse 80 that aftar tha expirv of the contract,
the licencs:z is fras to usa ih3 patont and sub-liceyce the
know-how.

The above presentation was followed ty 2 disoussion in which the
delogates raised issues such ag centralized import of technolegy,
disaggregation of technology package and compulsory licensing
gystem. It was stited that in ordur to avoid ropatitive import of
technology both in torms of time and source, a single agency should
negotiate with the licensor and this agency can disseminate the techn~
ology to the individual licenceas. It was mentioned that this
practice is already being followad in soma of the socialist economies
and 2180 in A number >f countrias such as Japan, U3A atc., where
private companies are functioning as licencing agents.

A question was raised rogardinz the insistence of licensors
to make available the whole technology package aven whare tho
licencee is intorested in having only a component of such
technology. It was observed that at the time of finalization of
agrooments, the licencas ought to spsll out clearly the different
componants of tachnology in which he is interested. It was mentioned
by 2 delegate that in his country a licenceas is not able to avail of
all the improvements carrisd out by him on patented preducts,
because the patent holdor is not willing to accord the required
permission. Tha limitation of tha patont law in most of the
countries was pointed out and it wos felt that until the patent
lav is suitably amended to take care of such situations, ne¢
Wich oan be done. Some countries like Ul and Japan had slready init
iated aotion for the amendment of the patent law,
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In the secend afternoon session, !ir (kane mals a presentation
on "3election of Technology and Its Adaptation”. !r. Okano
emphasized the need for continuous cortact and evaluation of
information among the companies in different part of the world. This
is eeeential because rapid changes in technology necessitate freguent
sdjustments in products and processes. lr. (kano expressed the view
that befors selection of suitable technology, the licensee must make
& thorough evaluation of the same in the light of factors such as
utilisation of local resources, return on investment etc.. He felt
that in making demand estimates, the export potential should also
be taken into consideration. Another important point mentioned by
Mr. Gkano was regarding the product life and the timing of its
introduction in the market. ie expressed the view that although
benefits of a particular technology may undsrgo change from time
to time, generally speaking, more sophisticate technology has
greater coneistency in terme of cost benefit ratio than less
sophisticated technology.

In the discussion that followed, some of the delegates drew
btention to the unsatisfectory working of this patent system in
several countriee. It was mentioned that even though the licencee got
She right o0 patente, it was not always possible for him to make use
of that right because hedM not possess the capabilisy to utilise
the patent. 1% was, therefors, felt that in all casee of transfer of
patent rights in developing oountries, the licensor should also
tranafer the required know-how. At this stage, a question was reised
abeut the progress made with regard to the establishment of information
bases as decided during the Mexico and Manila oonferemcee. Tt was
enphasised that the developing countries would comtinue to be seriously
bamdicapped in fimalising licencing agreememt until a suiteble
cleariang house for information about aoquieition of teohnology is
odtabl ished. The representative of ESCAP informed the delegates that
the question regarding the estadlishment of o regionsl oemtre for trenfep
of technolegy was under active oonsideration and seme preliminesry
wook had alresdy been dene in this regard. He stated that recently
S Bestiag of & group of experts from six countries was held in Bemghek
and guidelines for the preparetion of o feasibility study for the




establishment of the centre had Leen prepared.

In the end, the representativs of VIPO informed the
participants of the work being duone within the United Nations
gystem in evolving a suitable framework for the transfer cf
technolozy. An international code of conduct on the transfer of
technology was being prepared and a review of the international
patent system was being undertaken. These matters were being pursued
ty UNCTAD and "'IPO. '/IPO was also preparing a new model law fop
developing courtries on inventions and know-how. The representative
of WIPO also stated that every vear atout a millionm patents are
being taken out in countries all over the world. Although a record
of all these patents is being maintained, the real difficulty oomes
in the dissemination of information relating to these patents within

a reasonable frane.

12 Qotober 1975 (morning)

In the morning sossion, Mr. Janiszewski presented a paper on
"Restrictive Business Practicas in Licensing Agreements" prepared
by Mr. T. Aguilar, Director of the National Registry for Transfer
of Tachnology, Mexico. The speaker examined the various types of
restrictive practices resorted to by licemsors in technology
transfer agrecments with special refersnce to the experience gained
in such transaction in Mexico. The speakar pointed out that in almost
all the countries special agencias have baen sst up with the
necessary authority and governmantal support to rationalise
licensing procedures and to acquire technology on torms and
oonditions consistent with the recipient country's economy. He
stated that technology transfer, very often, imvolves a high prioe
not only in terms of diract paymants of royalty but aleo on accounmt
of verious types of contraotual cbligations that recipient companies
in the daveloping countrioes are forced to accept. These resiriotions
help $o0 perpetuate non-compatitive market struotures whioch Sond S0
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do significant harm to the entire economy of ths recipient country.

It was in this background $hat in 1973, a specific legislation

called "The Law for the Registration of the Transfer of Technology

and the Use and Txploitation of Patents and Tradema~ks was enacted
in Nexico. Since more than 807 of the technological inflow into
Nexioo originates from the United States, the speaker examined at

some length the anti-trust law which helps to regulate the restriotive

practices in that country. He stated that under U.S. Law, technological

knowlege is considered as intellectual property and that a legal
sonopoly oan be used to obtain only a limited control for the holder
of the monopoly. The speaker stated that more than 75,) of the technol
ogical licensing agreements do not involve patents and that they fall
vithin the ocategory of know-how licensing contracts, It therefors
becomes important that governments of developing countries must

study carefully the implications of contractual arrangements for
technolegy transfer both in the legal and sconomical areas with
8pecial reference to any particular licensing contracts. The

speaker also drew attention to the following types of restrictive
clauses whose presence in the contract are not approved by
government when the proposals come up for registration of comSracts :

(1) If the technclogy to be transferred is freely available
in Memxico;

(11)  If it cempels the licences $0 grant back to the licemsor
the patents, trade-marks, innovations or improvements it
makes

(111)  If ¢ limits the licencee's research and development
afots :

(iv)  If it imposes any restrictions on the export of goods or
services by the licencee in a way contrary to Mexico's
interens; .

(v) If it ostablishes sxcessively loag terms of enforeenent;

(vi)  If 1% calls for disputes $o be submitted to the jurisdioticn
-of couwrds in a foreign country:

(vit) If 1% asks for an excessive price;

(vidd) If it provides for the licenser %0 interfere with the
nanegenent of the licemces:

(iz) I there is a clause requiring the licences to purchase
ogaiment . rav aaterials, oto. frea o particular supplier;




(x) If it prohibits the use of complementary technology;
(xi) If there is a restriction on the free sale of goods;

(xi1)  If it requires thn licencse to permanently smplay personael
appointed by liconsor:

(xiii) If it imposes restrictions on the production or ssle price
of goods produced by the licensor; and

(sdv)  If it requires the licences to 8ign axclusive salee op
roprosgntation contracts with the licensor in Memico.

Of the above, tha first six provisions are unexceptionable and if
the contract violates one or mors of thesa, it would not be
approved by the Mexicarn Rogistry. Other conditions can be waived
if the National Registry of Tochnology Transfor feels that the
contract is in the interest of tha country. The speaker also
briefly mentioned the various types of provisions which are
included in the contracts and which restrict operations by the
licencee. Thess ar: :

(1) tying clausis and package licencing;

(ii) axceseive royalty payments;

(1i1) field-of-uee and cross-licencing arvangments;
(iv) territorial restrictions;

(v) price-fixing

(vi) granttnck provisions.

Referring to the need for determining adequate level of
payments, the speaker axprsssed the view that in Maxico, this is
generally done through techno~economic avaluation on a ceme Yy
case baeis. 3ome of tha factors which €0 into such consideretion
are the projoctad volumo of sales op production duriag the life
of the agracment, tha duration of tho contract, the mamner in whioch
payments are going to be made and the tax liability of she paynents.
The speaker also referrad to the offorts made in Mexioco to
gradually roducs tho use of foreign tredo-sarks in the demestic
markot and also to permit the oreation and development of Maxios
owned trado-marks. Ths speaker also mentioned that $he soverunant
keeps a very close watoh to onsurs that ‘licemceas are not expleitet
Shrough the inclusion of grantback olauses in the agresments.
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Where the inclusion of such Clauses is agreed to, it is invariably
done on the basis of reciprocity.

In the discussion which followed tho above prosentation,
questions were raised about a number of rolated issues. One
delegate wanted to know as to why the duration of patents on
models of industrial designs has boen fixed as 10 yoars, whereas
the duration of patents of inventions and improvemonts is granted
for 15 years. It was further statoad that normally, due to rapid
changes in technology, a duration of > to 6 years ought o be
adequate for such Patonts. In deserving cases, further extension
of the duration could be considered. Another delegate raeferred to
the need for the annunclation of national objectives in the
enactment of the technology transfar logislation in Mexioo. It was
explained that the basic objactives wers two-fold, namely, to
reduce dependence on foreign technology over a period of time and
to strengthen the bargaining power of the licencee Vig=p~vis
the licensor. Another delegnto raised the question of the effect of
the legislation on the inflow of technology in Mexico. It was
explained that the new legislation had been in operation for about
2 1/2 years and the climate for tachnology licencing and investment
continued to be as favourable as before. Besides, the enforcement
of the nev legislation had resulted in a saving of ajout uss 200
millions, as a result of the re-negotiation of existing oontracts.

In the second session in the morning, Mr. Janiszewski, Dirsctor
of the Workshop, spoks sbout the "Ixisting Administrative and
lagislative Yystems in selocted Countries" fop regulating, promoting
and channelling the inflow of foreign teohnology into these oountries.
The speaker explained that the impact of transfer technolegy
agreements is not limited to the out-go of foreign ourrenqy but
oovers several other sectors of economy such as balance of trade,
balanse of peyments, sectorial development of industyy, axport
potential of the countsy and emplayment. He Rentioned that in
cowtries suoh as Indts, socialiss countries, Pakistan, Philippines
and Japan, the technology tramafer is Peagulated through adminisdvetive
Boasures. In seme other countries such as Nexico, Argentina, Spain,




Arazil and dean countries, legielative enactments have been
davised to regulate inflow of technology. The speaker ther
proceeded to give salient featurec of tho existing rstem in
each coup®y. Some of the imp-rtart points mad. by him aro

summarizad below :

(1) In the socialist countries of Zurope specialised trading
agencies have reen establishad with the otjective of supplying
goods and technologies to the locil industrial units. The main
advantage of this grter is that highly advanced specialisation
and expertise are availatle for nagotiations with foreign
companias ard this is of particular importance whan dealing

with multi-natioral and othar int ernational companies. However,

due to the invelvemont of a rumbar of dacision-making levels,
delays occur in the finalisation of agreements. Also, there
is no immediate contact betwean potential licernsors amd

potential licercaaes:

In most of the countries of the Zuropean Community, there is
no government regulation concerning techrology transfer
in terms of currency control and as to the tarms ol the

agreement . Howaver, the governmental cortrol of these

agreements is now becoming more prominent in some countriea;

In Frarce, all contracts for transfer of tachnology are
required to te submitted to the Ministry of Industzy. The
Ministry examines these contracts from the point of view of
indigenous availability of technology and communicates

ite viewe within o specifiod period to the French party.

The Ministry,however, does pot approve or reject the comtract;

In Spain, all contracts for transfar of technology are to

be submitted for approval to s special agency set up

within the Minietry of Industry. Detailed guidelines have
been laid down to indicate the conditions on which contreets
would be approved. A new dacroe issued in 197) required all
existing contracts to be registered within a period of one
Year. There is considerable similarity between the Spanish

legislation and the Mexican legislation;
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(v) In she USA, governaent intervention in licensing agreements
ie mainly based on the Shermun and Clayton acts, whioh are
Sajor basic anti-trust legislations. Some of the restrictive
clauses in patent and know-how agreements which would bo
considered illogal under the anti-trust laws are given below ;

(1) TMe-in clauses forcing the licencee to purchasa materials
and components from the lioansor:

(2) Linitations and restrictions on the licensse’s approaches
a8 to other products and services, or to obtain competitive
technology ;

(3) Restrioted or limited use of patented material, which would
oreate a monopilistic sttuat ion;

(4) Package 1icencss includisg patents not required by the
licencee;

(5) Price fixing;
(6) Territorial restrictions within the USA;

¢)) Certain types of croes lioencing provisions.

(vi) In Japan, all technology agreements including the extemsion
and/or anendnents sre required to be submitted for approval
Yy the Japanese Government. Such approvals are granted almost
Sutomtically Yy the Bank of Japan if the value of contraots
does not exceed $ 50,000, Net guidelines have been formulated
oonoerning the terms of individual licencing agreements
nuihoiummm«souow case basis. A broad
oriterion taken into account is whether techunology conforms
$0 the national cbjectives. Licensing agreements are also
Tequired $0 be reporied to the Pair Trede Commission,
which has iwsued guidelines prohidbiting certain restriotions
OR Wpord, adquisitions of oconpetitive tmug. $ie~ in
clauses, eto..
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(vii) 1n Argentina, laws wore enacted in 1971 prohibiting the
imposition of rectrictive clauses in certain types of
agreements and to regulate technology transfer agreements.
Thess laws stipulate that contracts will not he approved
:fthey contain clauses, which among others, force the
purchase of equipment, raw materials op componente from
certain sources, restrict export, impose jurisdiction of
foreign courts or require unreasonably high payments;

(viii) In Tndia, all proposals for technology transfer are
corsidered by a central agency called the Foreign
Investment Romrd. Cuidelines have been laid down for
the congideration of technology transfer agreements.
Some of the important aspects of these guidslines are ;

(1) If a certain tachnology isavailable, indigenously it
wWill not te allowed to he imported;

(2) Buity participation will not be generally encouraged.
A list of industries has beer finalised where equity
participation could be considered:

(3) Another list of industries haa been wepared with a
view to identifyins areas where import of tochnolm
would not normally be permittod;

(4) "here technology is imported, the licences is required
to associate a local R&D organisation or a consultancy
organisation to facilitate the absorption of the |
technology;

(5) The inclusion of restrictive clauses concerning sub-
licenciig and exportation of 80ods is not permitted;

(6) 'mere substantial exporte are involved, tha above guide-
lines can be relaxed;

(7) T™e agreements are generally approved for a period of
5 years and the lioences is expected to reduce dependence
on the licensor over the above pariod.
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The speaker also referred to the various attenpts made fer
$he regulation of transfer of technology on a regional bamis.
In this oonnection, he referred to the implications of antitrust
logislation of the Buropoan Common Market and the Andean legislation.
He also drew attantion to the attempt being made fop rogulation
of technology at the international level through the so-called
"International (ode of Conduct on Technology Transfer:. e
exprossed the viaw that experimentation with international
regulation of transfer of tochnology is of recent origin and
it is %00 early to form any opinion about the success of such
offorts.

During the discussion, one of the delogatas observed that it
was perhaps not correct to say that there was no Government
regulation of technology transfer in countries of Western
Durops as mentioned bty the speaker. It was explained that what was
intended was that thers is no regulation in terms of currency
oontrol and terms of agreement and that is a fact. Another
point reised in the discuseion related to the effectivensss of the
regulatory control in France where technology transfer agreament s
are submitted to Government only for comments. I8 was clarified
that the purpose of shis provision in Mrance is to provide
Govermment with hecessary statistioal information and not to
have any regulatory control. The €eneral view was that legislation
for the regulation of technology transfer tends to make the
Wsten somewhat rigid and normally it should be possible to
exercise the desired control over such arrangements through
uitable administrative aystems. AV the seme time, in certain
circumstances it would be desirable to have legislation for
selected aspects of Seohnology transfer aPrangements,




15 October 1975 (aft srnoon)

In tha aftarnoon session, Mr. 7ainuddin presentad a paper on
‘Licancing Policy in Malaysia s (e statod that in Malaysia, tachnology
ir being acquirad at i vary rapid rate and it is expaected that
payments for foreigi. technology would increasingly constitute a
significant proportinn of balance of payments. This would pose
a eerious protlem not only to balancs of payments position, but
would aleo burder tho cost structure of the local enterprise. He
obsarved that all agrecments for technology transfer are required
to ba submitted for prior approval of the ilinistry of Industry
and Trade. e pointad out that necessary guidelines have bsen
laid down by the Ministry for the approval of these agraeements.
The main foatures of these guidelines are summarized below :

(1) Verv often the licensor wants to have separate agrements for
various comporients of technology transfer and thus tries to get
higher paymsuts. As a matter of policy, government has
discouragad the axacution of separate agrcements for various

Barvicss.

Remuneration for tachnology takes the form of lump-sum fess,
running royalty or combination of both. He stated that the

Government preferred the paymant of running royalt‘y. as

compared 1o lump-sum payment. legarding the rate of rayalty
payment, the speaker stated that normally s maximum of 27 of net
sales is permitted for the first 5 years of commercial
production. However, in exceptional cases, higher royalty
payments can be considered for various reasons such as

higher utilisation of domestio resources, export-oriented
cases, high technology content and priority industries. Taxes
are invariably required to be paid by the licensor. Agresments
are in the first instance valid for a period of five years

but extension can be oonsidered if nacessary, subject to the
terms being rencgotiated. The spsaker also referred to the
problem of restriotive clauses and said that special care is
taken $0 ensure that such clauses do not go into the agresments.
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In finalizing tre agreements the licencees are axpected to
axplore alternative sources for technology and they are also
required to compare the proposed rates of payment with the
imternational rates. lagarding the arbitration provision, a
condition is always laid cdown that this would take place
within the territory of Malaysia and in asscordance with the
Malaysian laws. Finally, the speaker explained that all
agreenente are required to have the termination clause.

The above presentation was followed by an exhaustive discussion
of the licensing mystems for technology transfer obtained in
different countries. The delegates made brief presentations on the
subject. The main pointe of the presentation are summarissd below :

Singapore
l. Singapore does not have administrative or legislative control
over technology aoquisition through licensing agreements.

The entrepreneurs are free to acquire whatever technology they
wish to purchase and the selection of technology is left to
the discretion of the entreprensur.

Eailippines

In the Philippines, thers is no specific government agency
in chavge of licensing agreements. The Board of Investment, in the
oourse of its work in evaluating both the technical and financial
viability of an enterprise wishing to register with it to avail of
She werious incentives offered, sorutinizes the licencing agresments
ontered into by the said firm. The B.O.I. can, as such, refuse to
register a project with unacceptable licencing arrangement .

In 1973) pursuant to the recommendations of a group of experts
on the afoption of government regulation in the socreening of licensing
agrosments, the B.O.I. adopted guidelines for evaluation of licemoing
agresnuts mdnitted y applicants for pegistration with the B.O.I.
takiag into acoount the following facters :
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The reed of the industry for tha technology nd/or trade-mark;
The reascniblenass of tho cast of know-how and

Rastrictive clauses in the lisoncing ~groements

For determi ir: thy paason~llencss of the cost of know-how of
trade-mark, the ..ntral “wk of the Fhilippines hac set the ceiling
of 55 roynlt; fo3 for kaow-how wd 2. for toaic-marks. The Be0ula,
howaver, ~ssessus rovalty rains in the light of the type of technology
involved and the market prinz for ruch technology. The 5% or 26 rate
of royalty 1s a mare guideline for foroigu axchange conservation
purposcs. In some ~xses, Such rates may bo reduced. In ceartain

instances, ine 5, or 2’ ceiling is enhanced.

In cornection with the rastrictive provisions of the licencing
agraements likely to affect trade and devalopmaub, the B.0sI. i
particularly concerned with restrictive businoess practioes identified
by a Committ~s whick met in Geneva in March 1973, under the sponsecs—
ship of ths IINCTAD. The s1id fommittes has identified two categories
of clrrses which ars indicators of restrictive tusiness practices

(Category A clauses are thosa which ave restriciive prima facie and
can only be allswad if there are cverwhalming economic justifications
therefore. Catagory ! cliuee nre thosa which may ba restrictive

in nature ut caa bc allowed where advantages can ncrrue to the

sconomy directly or indirestly).

As may be sean from the abuve, there is a lot of flaxibi lity
lodged in the B.0.I. in tha application of the eiid guidelines,

Papus New Guinea

Papua New Cuinea brought into force an Aot to comtrol Foreige
investment on the 6th December, 1974. This Act ie the National
Investment and Development Aot 1974 which among other things
ostablishes a atatutory authority - the National Investment and
Development Aushority - which has as one of its responsivilities »eoomn-
ending to $he Minister for National Development approval o probidition
of sgresmants. The agreements which need such approval include seyalty,




- 31 -

Bapagement, industrial property including trade-marks, copyright of
industrial dosign, licencing, kmow-how and techuical aBsistance
agrewments.

Although clear guidelines are published in respect of foreign
investment in a Priorities Scheduls, comprehensive guidalines
conoerning agresements have not yet been promulgated although the
legislation provides that agrosments carn bo prohibited by the
National Exeoutive Council where :

(i) ere are restrictive provisions in the agreement not in the
best interest of Papus New Guinea.

(11) The proposed agreement would reducs any amount payable to
Papua New Guinea.

T™he legislation spells out im detail the administrative procedures
to be followed and requires that the details of all agreements existing
on the 6th December 1974 be furnished to the Natiomal Investment amd
Development Authority (N.I.D.A.). It further requires that no
agreement shall be entered into after the 5th December 1974 unless
details of the agreement have been &iven to NIDA and approval
obtained from the Minister for National Development following a
report from NIDA. 'there the Ninis.er considers that an agrsenent
should be prohibited, he may issue e show cause notice and on a
receipt of representation frou a party to the agreement either approve
the sgreement or refer it to the National Executive Council for
perohibition.

Oomtrol of agreements is at : Luistadal level and has not been
delegeted to the buresucracy. Heavy penalties are provided for a
peracn who enters into an agreement prohibited bty the National
Meecutive Council.

AS yresent Indonesis does not have asy special bedy /osutee of
Vechuolegy transfer 1o regulate the iugort of technolagy alone. Imgort
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of technology is = part of the jmport capital which is governed by

the Porsign lnvestmert Law 1907. Foreign investment, according to
this Act, covers plant and equipmznt imcluding new inventions
belonging to the frraign investors ana materials imported into
Indonesis as lony as this is not financed by the lndonesian
foreign exchange. In The absence of a spacial agency, it is

not possitle to hove 2 uniform system for the raegulation of

licerBing agreements.

Some of the criteria used for scrutinizing techmology transfer

proposals are as follows

(1) The technology proposed to be imported should not be available
indigenously,

(2) Suitable training programme according to the needs of the
project should form part of the licensing agreement.

Foreign investment is invited in Indonesia to accelerate the
growth of those industries for which adequate resources cannot be
made availatlo from withir.. Foreign investment is also used as a

vehicle for the import of advanced tachnology and management skills.

All applications for technology transfer ars scroened hy a
co-ordinaling investment body which replaced the Board of
Investment in 1973. The technical aspects of the proposal are
examined by the respective departments of Government to whom the
applications are sent for comments. The terms of rcyalty payments
are looked into by the Minietr; of Finance which takes into account
the views of the other dopartments. All romittancer of royalties are
required to be raported to the Central Bank of Indonesia.

Time limits have beern prescribad for the utilisatiomn of
servioo of expatriates. Limits of debt equity ratio have been
prescribed. These are goenerally tetween 3:1 and 4:1.

The Government has prescribed a list of industries in whioh
foreign investment and technology transfor are not permitted.




The list ic also pelsvant to domeetic investment.

The problen cf fixing levele for tho paymant of royalty is
inheret in the ditficulty to eet:ahliah a definite value for the
use of techrology or know-how. Normully the acceptoad rate of royalty
is & maximum of 77 ard is a)lowed for = paricd of 5 years.

3

Certein inconiives in the form of tax holiday, duty fres import
of raw naterials and investment sllowance are availeble to new
indugtries sot wp in Indonesi:.

Indls

Juidelines for the repulation of tachnology transfer have been
1aid down in 1lndin. Firstly, separete lic%s of industries whers
technology trunsfer is perritted and wharo technology transfer is
not oconsidered nazassary are publishel fcr the benefit of the

entreprencurs. (rerc¢ is a further sub--category of indusiries inm

which fore‘ign investment cnn be congidered. Guidelines also indicate

she upper limit oi the rates of r(yalty payable in respect of each
irdustry. Jovernment's policy with -~egard to techmology transfer ia
highly mslectivo and due conriderstion is given tc indigenous
availability of imow-how at the itime of coansideration of the
proposal.

Por the ~onsideration of irdividual proposal for technology
treasfer a centru’ body known a3 the Forsign Investment Soard has
been set up. This Board consists of representativer of various
departmente of the Government concernad with the consideration of
such proposals. Proposals are in the first instacce scrutinised
W the technical authority -nd ar: then submitted for the consideration
of the Boarc. Departure from *he guidelines is made only where a
propomal is export-oriented or where it involves the import of an
essential technolagy. With a view to facilitating the absorption
of technology, She ausociation of local ccnsultancy bedies is
comgidered desiradble iv casos wharo techrology involved is of a.
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complex nature. Agreoments are normally approved for a period of 5
years. In exceptional cases whirz the absorption of technology is
not complated, extension ~f agrosments can be permitted.

While approving techuclogy transfer agraoements, due care is
takan to gnsure that restrictive clausas are not included. All
remittance of t:chnclogy payments ar: roequired to be approved by

the Nesarv: "ark »f Indi-.

16 Octobar 1975 (morning’

Mr. %. Lalkaka {33CAF) made 3 presentation on the prograss
made towards sztting up the regional centre for technology transfar.
He oxplained that since the reocommondations of tha UNIDO seminars
at Manila and Mexicc "ity, progress had beon mado in strongthening
regional co-operativo efforts on technology transfer. Pursuant to
the decision of N BBCAP at New Dolhi, March 1975, a foasibility
study was now baing prepared on the establishment of a regional
cantrs for technology transfer (iCTT). He added that tha study
to-date had indicatad that the primary function of the RCTT would
be to strengthen national capatilitiaes and assist in setting up

national centres of technology transfer (NCTT). Based on the

country investigations now underway, it was felt that the main
requirements wore in the areas of information on alternative technol-
ogies and assistance on evaluation, adaptation and purchase of know-

how.

The delagates recoznisad the need for regional co~oparation with
a view to promoting sslf-reliancae. It was enphasized, howaver,
that the RCTT during its first phase of oparation should concentrate
on helping to set up and strengthan. NCTTs.

With regard to the information system, partiocipants pointed out
the complexity and anormity of the task of collecting information.
It was suggestod that the HCTT should co-ordinate with the
exis¥ing information systems and the proposed global Sechnology
bank, and provide 2 clearing house type of service.




It was observed that there is need to avoid undue overlarping
with work being done by UNIDO, UNCTAD and other agencies as well as
ty sub-regional gystems such as Technonet and ASCA. However, it was
pointed out that the tasks to be undertaken in futge were so col eial
that, with proper co-ordination, there need be no duplication in

practice.

It was also emphasised that the responsibility for the main work
%0 be done on technology transfer was at the national level, and
that internationnl regional or sub-regional organisations could
only play a supportive and co—ordinafing role.

It has also been mentioned that in view of its competence in
the field of industrial technology transfer, UNIDO should have &
key role in the RCTT being set up by ISCAP.

W. lalkaka prosented a case study on “Aoquiring Technology for
Netallurgical Industries”. By way of preamble, lir. Lalkaka uph&aﬁ
that setallurgical industry is highly capital intenziv and processes
are specific to the characteristios of raw materials. He referred to
the various stages. He referred to the peradigm in his paper on the
Teohnology Transfer Process which gives various alternatives for
ench parameter of the process, namely source, mods of technology
trensfor, Svensfer mechanism, nature of the recipient company and
the result over a period of time. He also mentionod the mein
constraints which oome in the way of sechnology scquisition and
oddel that & recent srvey of the metal working industry in the
Philippines had revealesd that the thrce major constraints to
techaclogy soquisldion are lack of capital, lack of training and
lack of iaformation. He also spoke about relative usage of the
4ifferent Sechnology Sranefer channels. He stated that the same study
bad shown that the three most popular channels were technology




education and training, Joint-venture companies and licencing of
foreign tachnology, in the above order. The speaker 2lso referred
to the importance of the capacily of the recipient conpany o abessd
$he soquired technology and eaid that this capability was opuocial
$o the whole process.’

As s background of the above general cbservations abeus
metallurgical industry, Mr. Lalkaka Fresented & study on o toohme logy
transfer case relating to India. He explained thas Wy insioting ean

the disaggregation of package know-how, consideradle sawviag me
offected in setting up a steel mill.

In.the course of the discussion on the abeve case study, o
question was raised regarding the oriteria uweed for oheening the
particular licensor out of sweral bids which had deem ressived. NV
a8 explained that this was dome after detailed investigation igte
$he capadility of the differert licensors who had offered 0 give
$he kmow-how and the terms offered by them.

16 Qisher 1975 (aft ernoon)

Nre (kano presented two m-tc.uma-mu
Pharesceutical imdustry. The total mmber of cones explained | 4
him was 16. The presentation was followed by o dicoussion. It e
pointed out that in several cases; it appeared that unforesesn aand
unavoidable developments had besa responsible for the fal lure of
$he projects and that no amount of plamning ocould have helped.
Another point raised relating to agreements in food ead phasmaoent foad
industries was that the question of disclosure of the results of
tests iy Food and Drugs Mainistration, U.8:4., before the signing
of agresments daserved to be considered seriously because this
Would emable the licencee to have seme ides of the poasidiliey of
ocess of the products.

Lm“&ummmahtuhthﬁb
sixties was preseuted by ir. Jmm.nmmsmmm
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oentract carriod a nusber of restrictive clauses such as indefinite
duration of the contract, limiting the sale of products to Mexico,
Secrecy clause and the liabilit; for payment of tax being that of
the licemces. An iaportant aspect of this particular case was that
the licencee was a wholly-owned subsidiary of tho licensor.

Buriag the discussions, it was stated that in view of the
uwnfavourable terms, the agraement ought to have been cancelled
W the Govermment of Mexico. This ocould not, however, be done
becsuse the licensor had already obtained a patent for the
woduct and the ratent was still valid. Another question was
asked whether sectoral priorities were taken into considerasion
in finalising the contract and svaluating the proposal. It was
stated that this factor was taken into account. Another delegate
@row attention to the fact that sometimes, subsidiaries of multi-
astional corporetions export products at prices which are
siguificantly lower than international prices, to their parent
OWMpasy in a ocountry where they are likely to have benefit of a lower
Sam rete.

b AL 20 and 20, 1975

Before starting the syrmdicate studies, » panal discussion
Wb hold %0 ascertain the views of the participante on the type of
toshaicel aseistance that would be required by their counsey from
UNIDO in the field of Sechmolegy transfer. This has been based
wpn olreulation of a specially prepared questionmaire and detailed
dosopiption of UNIDO functiops vie-b-vis other UN agencies. Results
of the discuseions formed part of the recommendations of the
Woohishey .
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SYNDICATE EXERCICES

The workshop devoted three days to syndicate exercices in oritical
appraisal of technology licencing agresments presented at the
workshop and drafting of modal agreenent s.

The participants were divided into five working groups and
three separate and different exercices were given.

The exercices prepared during the workshop by experts and
comprising hypothetical situations including all necessary costing,
financial and other data, have been presented and commented on
briefly by experts before being given to participants for ths
development of optimal solutions.

The overall objectives of these exercices were to test ths
practical application of various aspects of technology licencing
agreements discussed by the participants during the following days.

This approach and selection of exercices have been met with
enthusiasm by the participants who were given the opportunity te
test acquired knowledge in simulated situations.




Monday, 13 Qotober
8.30 8lte = 9,30 aom.
10.00 Sellle

2.00 Pelke
2.15 Pekeo

1.30 Pele

Toeedar, U4 ctober

10,00 a.m.
2.00 PR

4,00 Peolke

Mulaasdar, 15 Gctober

10.00 | ™
11.30 a.n.
3.00 pen.

T7+30 pens

10,00 aea.

11.00 sty
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ANNIX I

AGNDA

egistration of participants (Hotel Squatorial)

- Opening of the Workshop
. UNDP
. UNIDO
. ister of Trade and Industry, Maleysia

Tlection of Officers

Zssential Preparations for International
Licencing - Mp. H.A. Janiszowski

Dinner recaption hosted bty Homn.Minister of
Trade and Industry at i Yasmin, Ampang
Complex

Preparation of Agreements/iegotisting Strasegy
- Mr. KoD.llo Sim

Licencing, Tarnkey and Joint Ventures

- . N Ckano

Selection of Technology and its Aaptation
- Mr. M. Okano

Restrictive Business Practices in Licencing
Agrosnents

- Nr. 2. wm

Legiclative and Institutional Bystem for
Technology Regulations
- Nr. Hedo J.nllun&i

Licencing Policy in Nalaysia
- Nr, Zainuddin HJ. Din, DMOPQ Industries
Division, Min. of Trade and Industry

Reception hosted Yty UNIDO (Hotel Ruaterial)

omal Cemire for Teochnology Trensfes
-m,a. Lalkaka

Case Nudy Presentation :
sing in Net cal Industey
oL

R S o3




1.00 p.m.
2.00 PR,

4.00 peR.

m. 11 October

10.00 aem.

11. 30 A.M.

2.00 Pellie

mm, 18 October
- morning
ml 19 Ootober

~ morning

Mepday, 20 Gotober

10.00 a.nm,
1.00 Pehe

3.00 Pelie

Quendar, 21 Octover

10,00 a.n.

30& Polke
10.00 a.a.
11.30 a.n.
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Luach hosted Wy NICC (Malaysian Internat-
ional Chamber of Commerce) at Royal Selangor
Golf Cludb

Case Study Presemtation :
Licencing in Chemical Industries
- ¥r. o Ckano

Case fudy Presentation :
Licencing in Drugs & Pharsaceuticsls
- Mir. M. kano

Case Hudy Presentation :
Licencing in Rubber Industry
= Mr. HidAe Janissewski
Yndicate Sessions - Problem I
(5 groups)

¥rdicate Sessions - Prodlea Il

Visit to factories
Sight-seeing tours of Kuals Lumpue

Reports of fyadicate I & II

Lunch hosted bty MM (Pederation of
Malaysian Manufoturers) at Hotel Byuaoctiral

Panel discussions on othes Aspacts of
International Licencing in Coumtries of the
Region (all experts)

Panel Discussion -
Technical assistance requirensnts fyen UNIDO

3umming of Discuesions

Aoption of the repert

cmm«tmmwtxm‘
General of the Ministry of
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ANNEX II

L139 PARTIC

Partioipants of the various

SRuEtEiee

Indis ' <M. ReV.S. CHALUVADI, Man.Dir., Nat. lQessarch Developaent
Corporation of Indin, 61 Ring Road, Lajpat Nagar III, New Delhi
110024

~MNr. N. Singh CHOUDHARY, Director, Foreign Collaboration,
Ministry of Industry and Civil Supplies, Udyog Bhawan, New Delhi

H
k. Slamet DIRHAM, Chief, Division of Industrial Project
Evaluation, Bureau of Investment, Department of Industry,
Jl. Bangka II1/20c, Kemang, Jakarta Selatan

-Mrs. Ita S.H. CAMBIRA, Legal Advisor, Centre for Research and
Development of Industry, J1. Perdatam 1/5,Jakarta (3el.)

-Wr. I.R.Hs Saiful Tasar, Chief, Division of Metal & Ingineering
Industries, Jln. Kebalen V/13, Blik S/III,Kebayoran Baru,3Zskarte-
Selatan

Damaand ey Guinea :

~Nr. Makuna RAWALI, National Imvestment and Development Authority,
P.OsBox 5053, Boroko

=Nr. Gordon MITH, Secretary to Board of National Investment end
Ml@mt Ml\”it}" P.O.Box 2299, m' Mo

Bilisniaee
«3r. R.P. Ranires, Departnent of Industry, 3»d Floor Chromiole
mu ’Il“. Riml

Maganrse ¢
-ir. LI mlag POH, r'mmm Engineer, 179, River Valley Roed,
“ip. YAP W WIR, Act.Princ.Assistant Secretary, Ministsy of
Seience & Technolegy, Key Siang Road, Singapere 10

Sl
~ «¥r. Nsles POMMISIRI, Ohief, Teohmical Divisien, Food ¢ Dvg
Maiaistvetion, Mintotey of Health, BRX 11,




Pmmws from Halaysia -

1. Ms. cik Kalsom bte Abd. Rahman, Deputy Direoctor, Ministey of
Trado and irdustry, isma Damansara, Kuala Lumpur

2« Mr. Wong Fook Hong, Federation Manufacturers Malaysia,
P.0.Box 219, 4th Wloor Oriental Plaga, Jalan Parry, K.lL.

3o Mr. VanDar Zwiep, Nationai Productivity Centre, P.0.Box 64,
Petalirg Jaya

4. Mr. Shum Kwai :long, P.O.Box 511, 91, Jalan 3andar, K.L.

S5¢ ¥r. Bncik lMr. Palanxappan, NePeCoy PeDeBox 64, Malh‘
Jaya

6. Mr. Tncik Amir Satem, Chairman of Sarawak, SEDC Kuching,
10, Rickett's Sstata, Kuching

To Mm Cik 3iti 3a'diah bt. Sh. Bakir, Planning Officer, 3ENC
Johora, 2rd Flcor, Gvt.Office Bldg.,P.0.3ox 301, Johor
Bakru

8. Mr. 7aki bin Hj. Yusof, Secretary, SiDC Trengganu

9« Mr. William Math, Operation Gontroller, Sabah Bocnomic
Developmont Corpe,P.0.Box 2159, Kota Kimabalu

10. Mr. Cheah Tek Kuang, Iconomist FIDA, P.O.Box 618, Wiema
Damansara, X.L.

11, Mr. Mohd. Ridzuan b. Abdul Halim, Fconomist and Assigtant
Group Chairman, PERNAS Tingkat 8, Bangunan Bank Busiputra,
2)y Jalan !Malaka, K.L.

12, Mr. Obhman b. Baba, iss. Director, Hinistry of Trade and
Industry, Wisma Demanscara, X.L.

13. Mr. Yaacob bin hj. Ismail, Ixeoutive (Legal Affairs),
PMONAS' P.0.Box 2444' K.L.

4. Nr. ibdul Samad b. Hj. 3alleh, Pengarsh Syarikas Harom Kiaia)
Sendirian Berhad, 442, Persiaran Azpang, K.L.

15, Mr. Ahmed b. Babamen, Lagal Officer, SEDC Negeri Seadilend
P.0.Box 158, Seremban

Ssnsultegte fron UNIO ;

= Neo R. LALKAKA, o/o ZSCAP, Sale Santitham, Bamgiok, Thailead .

- Nr. N. OKANO, Sumotomo Chemioal ©o.,15, 5 Kitahana, Higeshilu,
m' Japan

= Mr. K.DoN. SINGII, UNIDO Project Manager, UNDR-OFfice, Apariado
Postel 6719, Mexico 6 DF ‘ .
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WIPQ (World Intellectual Property Organisation)
- MWr. Geds LEDAKIS, WIPO, 32, Chemin Colombettes, Censva

Paptioipagt fros NIRO !

- Mre Hoho JANISZEWEXI, I1I8/ISID
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ANN'™X ITI

LI3T OF DOCUM.INTS

Tssertial Preparaticns for International Licensing"
Y Az2view of Selectd impects of Licenss Negotiation
preparad v the 3acratariat of UNIDO

“Riviaw of Legislativae and Administrative Jystems for
The Regulition of Tachnology Transfer \graeaments”
rraparad by tha 3ecretariat of UNIDO

"Hestrictiva fusiness Practicis in licensing Agreementa"
by Mpe el Aguilar, UNIDO, Vienna

"Selasction of Tachrnology and its .daptation - Japanese
sxperianc

ty r. e "kano, !'anager Poreign Department, Sumilomo
Ckemical o, 1td., Osaka, 'apan

liceusing, Turn~-k4y and Toint Venture Contracts”
by Mr. . Ckano

“Acquiring Technology for ketallurgical Industries”
propared by Z3CAF/UI/IDO, Bangkok, Thailand

"Contractual .rrangemerts and Policy ispecte in Technole
ogy Licensirg

by Mre X.DeNe Singn, UNIDO Projoct Manager, Capital-
Goods Devalopment Programme, MNexico

“Proparation of Licence \grocments and Negotiating

Strategy”









