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Durins the last ten years meveral develoning oountries have outlined
melective policies for the resulation of ‘tcchnolozioll transactions with
foreirn firme, Durings this periocd, international orgmnizations have an well
contribtuted to these efforts throurh the formulation of puidelines and
criteria for the evaluation and apnroval of teohnelogy tranefer and foreim

investment pronosals,

Breoific agenciee with the necessary authority and governmental mupport
were aleo created to streamline licensing nrocedures and for the acomieition
of foreipn teohnologies in terme and oonditions satistfactory to their own
esoonomiee, At nresent, there are fifteen develoning oountries that have
soouired experience in this area and have become better prepared to deal ,.r‘
with the oomplexities of international liceneing and throursh this effort
thev have develoned eystems to resulate the acquieition of foreim
technologies from foreign eouroes,

The experience acocumulated to date serves ae well to oconfimm that in
oonjunotion with resulatory policies there is a need to evolve new orientations
and mechanisme in order that these offices oould beoome more active participante !
and promoters of teohnological development efforts.»/ |

UNIDO, in close oonsultation with various governmente and other United
Nations organizatione, hae coneidered the need for aeseceing the impact of
existing technology transfer policise vie-Mvis the strengthening of national
teohnolorical oapabilitiee and the development of priority sectors within
the economy,

In order that cther developing countries oould also denefit from the
experience gained by the countries participating at thie meeting, some
of the oritical iesuee that relate to technological transactione are herein
discuseed and presented for consideration,

:/ For a more comprehensive and detailed review of the role and functione
of teohnology regulation agenciee in technological development
see Agenda Item 11 document.
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Por the examination of these basic issues, it is important to
differentiate between three categories of technology contractss

1. Contracts involvines industrial property rightss

Ze Contracts related to various kinds of technical services and

wanagerial assistance;

3. Technology contracts of a composite nature.(These account for the
large part of fechnology contracts entered with developing countries).

_ N S T T Be WIPH RELARD
e retL TROPINNT AIGTS AND TEGDITG
trial Froperty Righte - Patents and Trade hurks

atent licence asreements generally relate tc a mnecific process
equipment or to the manufacture of a riven product. This could include
a certain type of equipment whose essential element is patented; or it
could also be the refinement of a orocess which makes an existings product
more salable, Sometimes it relates to a speoific process or method of
mamufacture such as metal finishing,to achieve a more functional surface
quality; or for example could also inolude a method of a more economioal
way to obtain a oertain synthetic material,

The question of patents in technology licence agreements recuires
very oareful consideration. Patents oan be of great signifioance in
azreements relating to transrer of manufacturing technolo:y and those
relating to composite know=how where patents in respect of procese
engineering and the like may be involved, In many cases, such an
agreement may become neceesary if the manufacturing technolory is covered
by a patent in the country concerned. Licensees ehould always take the
following aspects of patents into full acoounts

1. ‘The licensor should stipulate in the agreement that manufacturing
rights in respeot of all or any Patente relating to the technology are
transferred to the licenses. A list of such patente should be ammexwd
to the agreement, but the stipulation should cover all patents relating
to the technology, which may or may not be listed. It may be useful for
the licenses to eatiafy himself: also that the patents listed do, in fact,
pertain to the techmnology, as the total mumder of patents involved ia
am agreement ocan affect the cost of the technology;
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The arreement ehould provide that, if a new techmology ie patented
by the liocensor during the period of the agreement, the licenses
will be entitled to use ity

Where ths life of a patent extende deyond the period of the agreement,
the agreement should either provide for not exercising of the lioemsor's
patent rights for the balance of muoh lifs or should orssoribe the
arrangenen®s L0 cover suoh a period.

It is also desirable to inocorporats in ths agreement clauses

ooncerning the infringement of third-party natent rights., For the lioensee
it is important to be adequately protectsd in reepeot ol poesibdble patent

infringement s,

Nore. specifiocally we ocould refer to the oriteria prssemtly followed

by varicus oountriss in the examination of patent lioence agreements,

In this connsxion it is sssential to oonsider the exietencs and soope
of industrial property legislation as it relatee to the various typss of
patents that may be covered, such as (i) patente on inventions;

(11) patente on improvemente; and (iii) patsnts on industrial models
or designs,

It is of smual iﬁportmco to take into oonsideration the score

and duration sranted for various patents uader the national law.
Othsr provisions relating to validity, exploitation and termination
of patents should also be taken into ascount,

T™e general oriteria referred to adove consider ameng other thinge

the followings

When the contract relates to a patent that has beon requested

Wt not yot gramted by the indusirial property office) any peyment
for this conoept will be conditioned to the STNERE of thie patent.

When the contract covers raymente for the right to use several
patents, it is inportant to deterwmine the duration of all of them
and to differentiate the so-called bdasic or secondary patente)

It ie also important to determine whether or not the patented
know=how is deing used in the msamfacturing process|
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- It is important to determine the depree of exnloitation of the
natente involved in the ™territorv" rranted under the contracts

- The national office mav insist that any noasible infrinrement on
licensor natent rirshts by a third narty ahall he the =mole
resnonrability of the lioensors

- Contractual nrovisions limitins the "field of ume of a patent™
in an unjustitfied manner cannot be accenteds

- The licenmor si.ould be responeible to defrav all expenses
related to the registration and maintenance of its natenta
in the develoning oountrv oonocerned,

A trade-mark licence is nomally dealt with in documents other
than those goverins natents and knowshow, and generally relates to a
reristered and well estadblirhed pronrietary identification and can
he acquired by a recivient firmm, with or without a patent licence or
& know=how asresment,

The question of trade marks in technology lioence aszresments is an
imnortant a« that of natents, It may be necessary to acquire certain
technolory in order to obtain the ume of the trade mark whih may have
conniderahle impact on the marketability of nroducts in the domestic
market and sbroad, The arreement should provide that the licensee
may use the liocensor's trade marks whenever necessary, If the use of
a trade mark expands the market for a liocensorts product, the licensor
benefite, A foreign trade mark should often bs used jointly with a loecal
trade mark rathcr than alone, in which case it is also desirable to
rtate that the product is manmufantured under licence from the licensor
concerned, This procedure helps to build up sradually the name and
nroduot of the local manufacturer so that when the agreement expires and
the foreign trade mark ocan no longer be unmed, manufacture can comtinue
under the local trade mark alone, When it is considered esmential to
continue using a foreigmm trade mark either for seneral sales or more
nartioularly for exports, a renewal of the arreement may decome
Recessary on this sround alone,
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Nore snecific considerations comcerning the use of trade marks in a
develoninz country could include the followinm

It mirht become essential to sradually reduce the use of a
foreign trede mark in the domestic market of a dewmlonine oonntrey
vhenst

- The trade mark har not vet been established in the countrys

- Its imnact on the sale of oroducts im of minor simificance,
due to the type of nroduots or services involved,

On the other hand the use of new foreim traie marks msy be
onoouraseds

When these are considered important for the sxport of
products mamufactured under licennes

When it drings alone a recominred technicel nrestire
and is required under a narticular market mituation,

It is important to nromote the sreation and development of
the recinient country’s o trade marke in order to sradually idemtify
the products hoth domestically and internationally, as nroducts mamue
factured by a develoning countrv enterprise

- When a licensor does not varticinate in the capital of the
recivient company, payments for the use of trademarks should
be maintained an low as possibdle,

- In many developing countries no payment for the use of o
trade mark is suthorised whea the licennree is a wholly owmed
subaidiary of licensor,




lechnical Jervices and Nanagerial Assistance

Under this heading we could discuss the type cf contraots that

ocover specific technical services tc be provided by the foreign enterprise,
Where the technology contract extends beyond the area of manufacturing

technolugy such as preparation of detail pruject reporis;, assistance in procuring

machinery and equipment, engineering services of various kinds, etc.
the type and duration of such a contract will be different and normally
such services could be dealt with separately.

Even in respect of teohnology contracts, covering bdasic know=how,
thers are certain technical services that may be required by the recipient
entsrprise and these can be considered under ) different headings:

« Training programmes for licensee’s faocilities}
= Speocifio technical servioes to be performed at licensor's facilities}
= Technical experts to be provided by licensor to licensee'’s

plant during the periocd of the agreement.

In the area of training it will be desirable to clearly descride in the
agreement the type of personnel to be irained at the specific fields
of training. JFor the reoipient developing country, it would be important
to have local personnel adequately trained in the essential aspects of the
produotion technology involved and to ensure that specific provisions
to this effect are included in the agreement.

In respect to those services to be covered at the licemsor’s end,
these would normally relate to preparation of drawings, specifiocatioms,
tender documents and other relatsd material required for the execution
of this project. This dooument, normally is submitted separately froa
the tschnological information related to the process know-how. Usually,
the cost of these specifio technical servioes will de caloulated on the
basis of howrly or daily rates.




With regard to management contructs 4l has been found thiut these
agreemenis huve becn used extensively in technulogy transactions with
developing countries. The scope and nature of thesc services vury
congiderably, but 1t is to be noted that in many instances management
contracts wiih torcign enterprises have enabled them to acquire a
great deal of responsibility and involvement in the decision=making
process and frequently managerial assistance has been the feature of

many augreements between a parent company and a wholly-owned subsidiary.

Frow the viow point of a developing country management contracts
would have t¢ be considered as a short-term assistance, during which
time local personnel ucquires the necessary skill to take over specitic
Ranagement tunctions. In this connection it is important to ensure
tnat the interests of the recipient enterprise and of the host country
are adequately represented and effectively participate in basic
corporate decisions, particularly in retlation to investiment, production,

recruitment and marketing.

The aspect of determining munagement services snould be linked,

us {ur as possible, to profitability, although it may be stated us a
specific fact for the supply of these services. As alreaay mentioned,
what is essential would be to derive from thesec services adequate
training ftor the local personnel to acquire direct responsibility in

spescific areas.

It may be pertinent at this stage tc discuss some of the policiss
and guidelines currently fcllowed by various developing countries
concerning the approval of technical assistance and managerial contractse.

Some countries have looked at this problem by identifying specifically
the type of technical services and managerial assistunce in the following
sanners




(1) Pre~investment studiesj

(ii) Technical assistance sor the purchase of oquipmentj

(iii) Technical aseisance in the erection and iwtulliation of
plants}

(iv) Plant start upj

(v) Training of technical personnel in the above areas.
<. gperational phase
(1) Assistance in the purchase of spares, rav materials,
paﬂl, etc,.}

(i1) Quality controlj;

(441) Assistance in the operation of the plant inclwding repair
and maintenance, prcduction efficiency and othersy

(iv) Technical services to clients}
(v) Technical improvemenis of processes and products;

(vi) Training of technicians in licensor's or licensee's plant.

In oonnection with the above, government agencies aim
at ensuring the following!

= that the contract clearly specifies the variocus servioces involved
and the corresponding payment for them, in a separate mannerj

= t0 determine the time required to efficiently cover the various
services in the pre-operational phasej

= o definition of the scope of technical assistance t0 be oMtained
in the operational phase)
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= 1o determine the relutionship between the kind of assistance to

be supplied by licensor and the complexity of the manufacturing
process in its various phasesj

= 1the degrce of technical change in the sector of industry in questiong

= the tcchnical capability of licensee,

Managerjal assistance

The kind and scope of these acrvices will greutly depend on the
functions Lo be covered. In generaul terms, these services are obtained

over & limited period of timej covering among others, the following
aspectss

(i) Planning and programming;

(ii) Research and development activitiesj
(iii) Inventory control and uccountingj
(iv) Financing and purchasing

(v) Promotion and marketing.

hanuagerial or administrative services have tc be evaluated in
oonsideration of the following:

(1) The sector in which they are appliedj
(ii) The requirements of the recipient partyj
(iii) The type and scope of the same.

In this context the following should be considereds

(1) A definition of the different services involved;
(i1) The provision for training programmes in order that the
various functions can gradually be covered by licensee's staff)
(ii1) Payments for this concept shall be viewed in relation with
the economic benefits to the recipient company
(iv) The responsibility and functions of licensor should be
clearly delineated.
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Background Information
T e exrarience gained nerves to confirm that the socpe and nature of

the technological requirements of developing countriers extend beyondi the
specific transier of patented or unpatented technologier which, in turn,

im~lies a preater in"olvement of ths sunplier of technology in ths

nrlannin~ and execution of industrial projeote,

The desree of involvement of the foreisn enterprise has deen
an issue that so far has not been treated in a systematic and nom=
prehennive manner, A methodologsical apnroach ies moet needed to
adaquately ro=ordinate national efforts towards arrivins at a
olearer definition of the technolosical resuirements to be eatisfied
amd a better understanding of the technical objectives that are beins

mursued,

Technology contracts between snternrises in industrialised

countries are usually linked to the transfer of specific know=how
and technclogy (either natented or secretly held) with a considerabdle
level of knowledge and exnertise on the part of the recipient, As
already said, technology contracts with donlopﬂ oountries are

mich broader in nature and scone,

These broader technolosical rsquirements include in mcet canes
the transfer of "comnosite know=how" covering all or several of ihe
stages concernins the planning and execution of an industrial project,
This ie becausse the general level of knowledre and experisnce of the
recipient enterprise in a developing country is usually lower, and
consequently the transfer of any specific process or product
technclogy would have to be asecoiated with various kinds of
technical aseietance.

Theee different typee of technical areistance, and managerial
requiremente can be broadly divided intc four main areast

(1) The pre=investment stage of s projects

= A feasidility study = which should inoressingly be dome by
local organizationsj

— A detailed project report (IPR) dealing with all the majer
technical and economic aspecte of the project.




(ii)Basio and detailed engineerins; includins nrevaration of
machinery snecifications; nlant deeimm; factorv lavouty
etc, Thim could almo include the selention and ordering of
machinery; insvection of equipmenty factory corstrurtinn
and erection and inetallation of squinment.

(iii)Product or procems technolo -y comnrisin - enacific manufacturing
teohniques and expertise, and including oneratins mamuals ete,
and covering all confidential information related to the
manufacturing technolorv,

(iv)T™e post = installation stare of an enterpries and technical
servioes related to the working of a nlant, This includen
training nrogrammes for local nersonnel as well 2s agpistance
in management onerations, marketings and dimstrimtica,

Althourh these stagen overlan, it ir necessary to delineate and defins

the various functions and resnonsibilities at esch stare,

B 0 election of Techno
nt ol manulacturings enternrises in develovinr~ countrien

frequently recquires foreism teohnological exnertirce at mors than ones of
these stares, Even feasibilitv ntudies have to be done bv foreimm agencies
in many cares, while basic enrineerins services =nd sven relativelv cone
ventional process technolo:y must usually be obtained from abr-ad. At

the construction stare also, local exvertise ir often nonexintent, and
nlant and equinment are installed by foreirners,

The role of the suppliers of technolo~y may, therefore, vary, devending
on the nature of the process technology and the tyve of servioes required
at each of the above-mentioned stages. Acoordingly,the definition of the
technolorsical requirements at the level of the reoinient develonins
country is a matter that deeerves our utmost attention,

Although in some developing oountrise the exnerience to evaluate
alternative technologioal ontions already exists, it ie alec evident
that theee capabilities have, eo far, not been utilized to the fullest
extent, Part of the problem liee in the fact that no co-ordination
oxiste far the use of national ocanabilities and information mechanimms,
that could support and emhance the decision-making procese for the
selection and apnlication of foreimm technologies.



wol withutunuing the avove, it iu possible to report areas of

progress whieh governaent instilutions have successfully covered,

such o8 tnut o strengthening the negotiuting capabilities of recipient
erterprises in develuping couniries. Thesc efforts have resulted

in wnc climination of restrictive business practices i1row coniractual
agrecients anu zlso in the reauction of payments for technology.

in tnis comnnection, several countries nhave gaincd substantial experience

in Gealing with the evalwtion of tecunology contracts trom the legal

alu  economic points of view. However, with 4 fcew exemptions, these
goveriment inslitutions have not been in » nosition to underiake a thorough

evaluation o1 projects in the technological sense.

sedectien of Techhology

‘e icsue of selecting the moct adequate or appropriate technology
in rcsponse to snecif'ic requirements in ihe country still doserves
greater attention on the part of government agencies, and that of

intermutional orgunizations.

some of the main considerations in this area includes

= The relationship of the technology with locally available or
potentially available inputs,

« Tne relationship of the technology with present and future
market demands.

= The nature of the technology in terms of sofistication and economies
of soale.

With o few exceptions production technology for most categories of
products can generally be acquired from more than one source. In such
selection, the recipient enterprise needs to determine the relationship
of the technology with localiy available or potentially available inputs,
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determine the relationship of the technology with present and tuture
market dewand and define the nature and type of technology required in

terms of capital resources,

It is also necessary to iink technology, as tur us possivie with
wvailable raw materials and local skills. Often, toreign technulogy
18 accompanied by a substantial ana continuing importation of components,
parts or processed raw materials. To the extent that alternative technologies
are available which would utilize domestic materials more fuiiy, including
industrial raw materials, the latter should be preferrea. This is
particularly so in industirial sectors such as chemicals, including drugs
and pharmaceuticals, though it hus equal relevance in engineering industries
in resncet of the supply of componentis. The increasing use of local skills
is justifrie”’ from the viewpoint o1 generating und maximizing iocal
employment and also tor ettective aubsorption of imported know=how
within the period of agreement. It is also necessary to link the type
of technology to be acquired with the ustage of industrial growth and
with the extent of employment that cun Le generated without afiecting
efficiency of production.

elect] icensor

* Apart from the selection of the most appropriate technology, it is also
of importance to select the most suitable licensor. It is initially
necessary to searcn for suitable licensors from those in possession of a
particular technology. Unce various possibilities have been drawn up,
the main issues to be examined in selecting potential suppliers of
technology and know-how, prior to negotiations regurding technology

aocquisition, arei

(i) adequate information regarding manufacturing and other
industrial activities of potential licensors;

(ii) desoription of altermative manufacturing technology and/or
process}

i



(iii) detailed information on the type of know-how and related

patents for alternative techniquesy

(iv) information regarding the licensing history of the process

or product for which «now=how is to pbe acquiredj

(v) requirements of materials (intermediaie products and/or

components) required in the process;

(vi) necessary information for determination of manufacturing

costs in the recipient enterprise.

VYery few aeveloping countiries have successfully engaged in the
selection, among various altermatives, of the toreign supplier of the
technology. There are, however, available experiences that demonstrate
that it is teasible to conduct a sysiematic search of technology suppliers
ut least in usome of the priority sectors of the €onomy . This is an area
where international organizutions could assist through the development

of intormution mechaniuvms and communtcation networks.

+4 tential Licensees

In conuidering the future role of the national ofticec of technology
tranafer it can be foreseen that in promoting the application and development
o) national technological capabilities these offices would have to undertake
a selective approach for the identification of the most suitable licensees
or recipients of technology at the nationai level. This could be accomplished
over a certuin period of time on the basis that national agencies will Dbe
in a position %o identity future technological requirements through
& cluse co-operation with technical institutions, engineering and
consultancy firms and selected R+D departments. However, the conventional
aim of import cubstitution policies should not necessarily serve this

purpose.
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Sentractusl Provisious

As already mentioned, a subetantidl amount of progress has been
achieved by governme:t agencies in the introduotion of specific guidelines
and criteria for the examination of contractual agreements.

Intermmational organizations including UNIDO and WIPO have
also contributed in the preparation of guidelinee for developing countries
in this area. On a more general level, the debate,inder the auspices
of UNCTAD, towards the establishment of a code of conduct for the transfer
of technology contributed in what may be called, the educational level.
Nevertheleee, the most important experience emerges from the practical
work and empirical data acoumulated at the level of the developing
countiries themselves.

It is not the intention within the context of this paper to restate
what has already been covered through these efforts. Nevertheless, the
WIDO Secoretariat wishes to submit that a meeting of govermment officials
that have responsibility in these areas oould help in bringing uwp=to=date
these initiatives and in providing new enlightment as to oritical issues
that, s0 far, have not been ocoversd in a comprehensive manner.




Senfidentislity

Issues pertaining to oonfidentiality in contractual agreesenis
deserve to be considered at two different levels:

(1) the recipient enterprise in the developing countryj
(ii) the overall interest of the developing country.

With respect to the recipient enterprise, ihe issue of confidentiality
largely relates to specific provisions in the technology contracty
whereas with respect to the recipient developing country the issues
relate primarily to the question of sharing and disseminating information
and experience with the objective of broading the area of technological
choice, know~how and expertise about the acquisition of foreign technologies

in various production sectors.

A oonfidentiality provision with respect to the recipient enterprise
implies that the technological know-how and information disclosed shall
continue to be the property of the foreign supplier even to the extent
that the know=-how under consideration oannot be exploited after the
expiration of the agreement or outside the field of use so defined , or
even of the territory agreed upon between the parties.

The issue of confidentiality could also imply that the know-how
cannot be freely communioated to third parties and furthermore, oould extend
t0 ocontractual obligations for the reoipient enterprise and its employees
to prevent and saveguard the use of this information.

All or some of the above issues could be in direot conflict with
the developing country's interest for self-explanatory reasons.
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The UNIDO Secretariat is of the opinion that the issue of confidentialtty
deserves further attention and analysis from the part of government
agencies and international organizations in crder to properly define

the scope and duration as well as the special gstatus and protection that

.non=patented know-~how deserves.

This is particularly relevant in view of the fact that although
non-patented know~how cannot obtain legal monopoly protection the
suppliers of technology have de facto managed to unduly use that
knowledge as a lever to impose obligations, restrictions and controls
upen the use of this knowledge, through technology oontracts.

A separate issue reluted to the obligation of confidentiality
on the part of the recipient company, is that hinders and becomes an cbstacle
on efforts of co-cperation ameng developing countries, including
policy objectives for regional integration.

Case history demonstrates that practical difficulties exist
in dealing with the issue of oconfidentiality; and that hy introducing j
time limitations on sucrecy obligations other problems do arise, such

as that of ensuring that the recipient company could have access tc¢

technological improvements developed by licensor during the life cf the agreement.
Several developing countries have tried to overcome these difficulties

but no conclusive results as to the sffectiveness of these measures are

yet known.

This is an area whsrs a co-ordinated effort from the part of all
developing countries is most nesded, and where intermational organisations
shoudd promots research and study.



During the last few ysars substantial progress Ras been achieved
by a number of devsloping countries with regard to ths issue of
technological remuneration through contracts.

The work of government agencies has proved to be highly beneficial
in dealing with this subject and has suoceeded in achieving important
savings on the cost of foreign technologies. Various initiatives from ths
part of international organisations have also helped in formulating guidslines
and criteria.

Within the context of this paper ws will not discuss in close
detail the already established critsria or negotiation strategies
for dsaling with this issuej however, it is felt that through an exchangs
of visws and experiencss among government experts, further understanding
ocan be reached on the advantages and implications resulting from the
reduction of payments for technology.

If we agres that ths question of payments is primarily dependent on the
technological know=-how and the sxpected contridution from the forsign
supplisr, it becomes imperativs for ths developing country to aoquire
the capability for asssssing the technological content of a particular
transaction.

It is not sufficient to have general knowledge as to what would be the
“on-going intsrnational price” in relation to spscific tschnologies
but rather to be in a position to detsrmine the worth of ths technology
vie~d~vis the recipient company and the national sconomy. Accordingly,
the emphasis should be in ensuring ths saximum benefit that is to be
derived from a particular transaction rather than the mers reductions
of payments to the foreign supplisr. On the other hand, the concept
of a "fair return®, as viewed by the supplier himself ocould also be a
misleading ooncept for the government agency wishing to oontrol the




cost of technology. As it nas been demonstrated in practice, an

excessiv~ reduction of payment could also imply a lesser commitment

or munsatisfactory contribution from the supplier’s gidej and could

give rise to a negutive attitude towards maintaining the recipient company
well informed and up=-to=date in the technological field.

Another implication of an excessive reduction of payment will
be that the services to be rendered and the type of personnel assigned
by the supplier to a particular project could not be the op'timu.

On the other hand, the government agency should also exercise
a great deal of surveillance and initiative as to the manner in which
substantial savings by the recipient company could be properly utilized;
this is u matter that relates to a situation whereby, through govermment
efforts, in the renegotiation of existing contracts important savings
are obtained sometimes in the order of thousands or millions of
dollars. Would these monies be channeled in technological activities
such as allocation of resources for research and development work
at the enterprise level?, Could these savings serve to make a product
less expensive for the benefit of the consumer?, Or is this added
benefit to be considered as an acued or as an extra=profit for the recipient
firm? etc. These important questions also emphasize the need to evolve
policy guidelines geared to orient the proper allocation of resources
in the technological fiseld,

In the absence of a comprehensive policqy framework and specifiec
machinery to centralise the purchase of technology into a given country
(ss 49 the case of most of the developing oountries) the existing mechanimms
would have to respond to the rather imperfect market for technologies
at the intemational level. Substantial progress is sxpected through
the enhancement of nutional technological capabilities for the identification
and seiection of appropriate technologies and in particular through the



strengthening of information systems for the ideniification of technological
alternatives and relevant information on tne terms and conditions of

contracts alreawy approved by other developing countries.

Preliminary investigations conducted by UNIDU in selected sectors
of indusiry conclusively indicate thc disparities that exist on
puyments charged Lo difierent countries on specitic items. For instance,
daily fees for services of expatriates in sofisticated and large investment
projects vary between 100 = H0U ,. as charged by the same supplier of

tecimology (i.ce UOP versus Mexico and Saudi Arabia).

Another important aspect thut requires further attention is the one
that rclates 1o remuneration for training purposes. By and large, technological
confructs lack precision concerning the provision of training programmes and
very often this subject is only treated in a very general manner. This
relates to the identification of suitable training programmes in the planning
and execution of industrial projects, and government agencies should
exercise a higher degree of control to ensure that specific provisions for
the truining of personnel, are incorporated, including the training of
licensees personnel at licensor's facilities., Selectivity is required in
view of the tact that this may involve higher costs and careful planning
from the part of the recipient enterprise.

Once the nature of technology and technologioal assistance has been
defined, the remuneration of technology is one of the most important elements to
be negotiated. Where a licenoe agreement is accompanied by capital participation,
the extent of such participation should be taken into account in determining
the overall paymeni fér technology. Foreign investors argue that the two
issues of retums on investment and payment for technology and know=how
should be viewed independently. While this argument may have certain
validity, it is necessary to evaluate the overall benefits and returns
aceruing to a licensor who is also an equity shareholder. While no hard
and fast rules can be laid down, technology payments should be correspondingly
lower with the degree of accompanying foreign investment. Thus, in the case of a
wholly=-owned subsidiary, there may be little justification for any payment

for technology. Correspondingly, remuneration for technology and kmow-how
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could be higher for « licence agreement with no equity participation.

Technology payments normally tend to take the form or (i) a fixed
lump sum fee; (ii) a running royalty and (iii) a combination of = lump sum
fee and s running royalty for u« period of time. The payment tor specific
technical services should be considered separatcly for eich item of such
services. Lump sum paymenis are gencrally applieable in cuses winere the
Rnow=how can be fully and completely transferred in a specitied period
of time. This usually relates to contracts where no continuing support !
or assistance from the licensor is rcquired. The more common form of payment
is that of persentuge royalty, usually related to the net sules viilue,
though sometimes to production. In such cases, it is necessary that the
value of imported intermediate products and components is deducted
from the sales value used for royalty computation so that only
the value-added is taken into account. Gometimes, royalty is sought
to be calculated on production, in whicn case also only the value-added
should be assessed for royulty. Two aitermative approacnes can .10
be considered, viz (i) linking royalty with unit production cost and

(ii) calculating royalty as a percentuge of profits. ‘

In a number of licence agrcements, technology payments are a combination
of lump suwm fees and a royaly percentage. The former is often ireated sither
au s initial  payment for basic documentation while the royalty is linked
with production know-how. Where there is a royalty ceiling or where the
duration of the agreement is for a short period (up to three years or so),
the lump sum fee insisted on by licensors tends to be correspondingly higher.
Ultimately, in determining the technolgy payment, the overall figure has
tc be considered. It is not praoticable to formulate any unifom principles
as to the size of the lump sum fee or the rate of royalty (except that such
rate should not exoeed 5. except in very exceptional circumstances) and this
has to be negotiated on a case to case basis but what is essentiul is that
the licensee should be fully aware of the implications and impact of such
payments on the production structure of his enterprise and should also be
aware, to the extent possidble, of royalty payments in the same sector and for
similar lnow-how asked for by altemative technclogy suppliers, either in
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the same country or in other countrics. It is only when the licensee
is ammed with such information and knowledge that he can best ensure
that the liccnce payment is, by and large, in accordance with the market

value for a particular process or know=how.

at 0 ent

An issue closely linked with the remuneration for technology
is that of duration of contracts. The duration of the agreement
would have to be carefully defined at the initial stages of
negotiations taking into account training and other related programmes.
From the practical point if view the duration of the contract should never
be shorter than the time required to fully absorb the know-how under
considerationj in other words, the duration is closely related to the type
of process or technological know-how in question. The basic rational
anu criteria for establishing the most adequate duration of contracte
has already been covered through various publications of UNIDO and other
international agencies and psrhaps more important specific criteria
to deai with this issue already exist at the level of government agenciee
in several developing countries. In this connection, several countries
have established, through legislative or administrative measurss,
maxinwe periods of duration of technology contracts.

What has to be furthermore studied is the important role that
governmsnt agencies have to play in the monitoring of contract
execution during the period of the agreement and particularly on the
quostion of the absorption and adaptation of technology at the emterprise
and the national level:.

An area that offere great potential for the etrengthening of natiomal
mechanisms in this area is that of a syetematic and continuous review
of the use of foreign technologiee in productive activitiee. This is an area in
which a great deal of work ie still to be initiatsd and where intermational
organisatione will be required to support national efforte,

The duration of contracte ie also influenced by the existence
of industrial propsrty righte in technological agreements requiring
as well a consistent criteria vis=d-vis technology tranefer policies
and those in the field of industrial property.
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In actual practice it has been demonstrated thut in the context
of many developing countries, there are built=in constraints for the
proper co=ordination of the work of techr:oloa transfer agencies and
industrial property offices, and one cannot asswme a simplistic attitude
in dealing with this important question.

In this connection it appears to be important that at the level
of intemational organizations proper co-ordination should also be
devcloped between the World Intellectual Property Organization and
adequate co-ordination in the implementation of iechnical assistance
projects between WIPO and other UN organizations.

In connection with this issue UNIDO has an ongoing programme whershy
infomation will be made available to government agencies with
regard to the duration of contracts that had been approved by fifteen
devcloping countries in specifio sectors.

Access to lmprovements and Qrant-beck Provisjons

Tnrough the examination of a large number of contracts entsred
with developing countriss it has been found that grant-back provisions
havs been introduced requiring the rascipient company to assign-back
to the licensor any new patents, improvements or the result of technical
devslopments, achievad by the licensee during ths life of the agreement

Ths analysis of grant-back provisions can be divided into thres partss
1. Provisions in which the licensse is obliged to inform licensor of

all the inevledge and experisnce which licenses has acquire in

connection with the goods and ssrvices covered by the contract,




2. Provisions that oblige licensee to assign the rights
(patent rights or rights arising irom application tnereof)
related to any improvement, invention or application of )

inventions which the licensee has made.

3. Provisions that oblige licensee to grant to licensor a licence
on any improvement, invention, or application of invention which

the licensee has made.

The basic criteria followed by muny developing countries consider
that these provisions may not work against the interest of lhe euterpriue
or the developing country, if the supplier of technology is placed under
the same kind of obligutions and if the obligations of the supplier
and the recipient company are properly balanced in nature. Furthermore,
these criteria also consider thut the obligations of the parties are
"properly balanced . in nature" if the obligations to both parties
are similar in kind and established under reciprocal basis in relation
tot

= royalty paymentsj

« duration of said obligation;

= the territory in which improvements will be exploited by either
party;
the degree of exclusivity applied to either party.

Qrant=back provisions are closely related and can havea determiaing
offeot on the access to technological improvements by the recipient developing
country. This is a most important issue and needs to be specifically
provided for in any technclogy contract, In this oconnection it is

necessary that a clear understanding between the two pariies exist as
to what is to constitute a techaslegioal improvement.




In gener.l, innovations or improvements which are introduced
in the operations of the licensor should be made available to the
licensee during the life of the agreemeni. In special cases important
technological improvements that could be ooneidered a "break-through"
may require a special negotiation in order for either party to

obtain access to them,

However, it is essential in estallishing a provision for
the reciprocal exchange of information on improvements, to differentiate
betwoen the various types of wuppliers of technologyj f.i., a recipient
compaly in a developing country could derive more benefits when the
teohnology contract is entered with an operating company other than
wh engineering firm or a consultancy organization. ‘

It is also advisable to secure the right of access to technologioal
developments aohieved by licensor even in the event that he does not
consider this to bLe benefitial in its own operations.

With regard to industrial property matters"it is necessary that the
reoipient company should obtain the right to use patented techniques
including the right to use new patent applications as well as registered
patents."The filing of a patent on any improvement achieved by ihe recipient
ocompany should be the prerogative of the liocensee and under normal
conditions the title of ownership should be that of the licenses.

Iie=in Provisjons

Tie=in provisions imply the requirement on the part of the
recipient enterprise who wishes to acquire certain technology or goods
from the supplier (licensor) to alsc purchase other products from the
same licensor.




such clauses are often considered a violation to various antitrust
legislations, f. ex, the Clayton Act, Section 3 focuses attention
on the sale of commodities "patented or unpatented for use, consumption,
or sale within the United Statea". On the other hand the Sherman Act

can be applied to sales outside the United States and it may be
construed to be a violation where the United States' commerce might
be affected.

The general criteriu is that tie-in clauses are unreasonuble
whenever a party has sufficient economic power with respect to the tying
product to uppreciably restrain free competition in the market for the
tied product. The legality of this is usually established when the tying
product is patented, however, when no patent is involved but only a
irade secret or process know-how, this requirement may be harder to
prove. Additionally, there are precedents tor regarding a technology licence
in itself as a "tying product™ upon which the licensor has economic power.
Through national legislation in many developing countries tying clauses
are per ge not acceptable. But in practice, there may be some sxceptions
to that rule, in cases where there is a need for the tie-in product if this
is considered to be essential to the protection of the patentee, or
for the functioning of the patent itself. The experience of some countries
shows that in the majority of cases it is possible to eliminate tie-in

provisions from the contract. However, the elimingtion of a contractusl

prsvision may in itwelf not be sufficient to prevent a wholly owned
subsidiary or a licensee with a majority foreign participation to ge-fagte

sxeroise this requirement.

The question of tie=in clauses relating to the supply of intermediate
products or components exclusively from the licensor has been the focus
of considerable attention and the question of 'transfer prioing' has
figured prominently in reoent literature. It is obvicus that tie-in
clauses may not be desirable and oould constitute a sericus disadvantage
to the lioenses. However, in praotice, a liocensee usually looks at the




licensor 4B a convenient source for the supply of intermediates
and components., Whut has to be ensured is that the pricing of such
components and intermediate products is not unreasonably high.

From the point of view of u developing ctountry there is a need to
ensure that domestic manufacture is utilized to the maximum extent, on an
economical and commercial busis. This would reuuce ihe magnitude of the
problem and would uvoid a comuon tendency on the part of licensors,
especially in the iield of enginecring products to limit domestic
manufacture in developing countries to ascembly or semi-ussembly operations
for exessively long periods. lowever, even where wun acceptable programme of
domestic integration is definea, the problew of pricing of imported components
and materials remains and negotiations in this regura could centre around
certain specific aspectss (i) in respect of intermediate prouucis and coupunents
bought out by licensors, the cost to the licensor plws any handling charges
may be applied and such a provision is generally acceptable; (ii) where
components are manufactured by liceusor, the cost of sucn couponents should
oe the cost at which the compoments are priced in the ncxt stage of
production in the licensor's plant plus any handling and otner costs that
may be involved. Licensors would not normally be willing to onen their
accounts to licensees, The solution in terms of the contract provisions
can perhaps be that (a) the licensee shall be free to obtuin such items from
any source, and that if the licensor supplies such products and components,
he shall (b) supply such items at internationally competitive prices and
(c) he shall accord a most favoured licensee treatment to licensees from
developing countries.




Territorial destrictious

National legislation or specific policy guidelines in several
dsveloping countries, do not allow territorial reetrictions on the part of
recipient enterprises unless certain limitations on sxports do not work

against the overall interest of ths sconomy.

Case history demonstrates that there i1s a nsed for flexibility in this
area, and that a sound criteria will be to eliminats any contractual provieion
that affects the possibilitiss of growth of the rscipient enterpriss or ths
overall external policy of the country. On ths othsr hand, it should bs
notsd that by simply eliminating contractual provisions that limit, condition
or prohibit the export of licensed producte, the recipient country not
necesearily will be 1n a position to increase 1ts sxporte; as this ie
basically poverned by economic and commercial coneiderations that apply to

the international markst, i.e. cnet, quality, delivery time, stc,

Under this tvne of analysis a developing country trying to sffectively
regulate technolog contracts should make an sffort to ascertain what
Juetifications could exist for restrictions in this area and to dstsrmine
ae well how this would affect the economic viability of & project. In
this connection some relevant factors that may bs considsred 1in thie

rsepsct ars:

- size of the liceneor's and licensss'e enterpries;

the extent to which liceneee ie abls to participate in the inter-
national market;

the type of sxclueivity involved;

ths duration and ecope of the agreement;

ths type and coet of producte, whether or not a croes-
licsneing is involved.

The general criteria in varioue developing countries is that the approval
of a contract may be denied if:

- it containe a total prohibition for exporis;

- it obligee ths licensee not to export to certain geographical areas
whsre the licensor has not granted exclusive rights for manufscture
or salee to third countries;

- it establishee & ceiling concerning the volume of export sales;

- it obliges the licenses to export only through the licemsor to
f the detriment of licensee's successful market pemetration in
third countries;
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Certain limitations on exporte may be accepted in cases where:

= the licensor has previously granted exclusive manufacturing rights
under a patent in a particular country;

=~ the licensor is not authorized by legislation or deeres 1n its own
country to export directly or indirectly to certain geographic
areae;

= & higher royalty on export sales is applied, but this contributes
to the balance of paymente, or to the development of marketing
activities adroad of products where a high local content is
involved,

The developing countries should guard againet practices whereby
licensors apply methode of imposing territorial restrictions without the
oxistance of explicit clauses in licensing contracte, for instance:

(i) by not granting patent righte in licensor countries and by
the risk of infringement euite;

(11) by impoming prohibited higher royaltiee that would make
uneconomic any export possibility;

(iid) By restricting the field-of-use of a particular patent or know-how;
thereby reducing the quality or specification or products,




Prioe Fixing

Under .ntitrust laws price fixing provisions will be considored
not usccepiuble. Once u patented product has been sold, the producer
cannot {ix resale prices, nor can the sales price of a unpatented product
resulting from a patented machine be fixed by the patent holder. United
Gtates Cuse listory shows that certain restrictions of this kind might
be wccepted if applied in a reusonablc manner and for the purpose ot
protccting the patent holder's profits, that could rightfully be

expected to derive from the patent monopoly.

In connection with price fixing provisions, a developing country
shoulu carefully assess the economic implications to the local ocompany
or companies operating in the same sector. In this connection it should
oe kept  in mind tnat manufacturing costs in the developing countries
arc generally higuer than in industrialized countries; additionally,
tnere arc other cconomio considecrations that go beyond the control of
the recinient company, such as higher costs of raw materials or equipment,
markel stabilily, inflationary trends, etc., In view of this a price
fixing arrangement could negatively affect the profitability of the
project and the growth of the rcecipient enterprise.

On the other hand, guidelinss of too general a nature on téchnology
transfer might work aguinst the interest of developing oountries

by not taking into acoount practical and cconomic considerations. To illustrate
this, we could refer to the eftorts of many developing oountries to promote
and encourage tho establishment of sub-contracting agreements with foreign
enterprises. In this arrangement the export element is a osntiral one, and
where certain price levels would have to be established in order that the
iicensor or u third party may be in a position to enter into a long-tsrm/

high volume ugreement for the purchase of parts and intsrmediatss from

the developing country.




This uvhows the need for flexibility and the knowledge to ascertain
the various economic implications of price ‘fixing arrangements.

On the other hand, from the point of view of the reoipient enterprise
or the developing country it is always desirable to eliminate price
fixing provisions in oontracts that may hinder the growth and finanoial
stability of the recipient firm,

Cuarantee Provis

A careful roview of a large number of cases has conclusively demonstrated

that by und large guaraptee proyigions in technology agreements with
developing countries were inadequate.

In this oonnection there is a need to svolve opsrating guidelines
for specific seotors of industriesj on the basis of documentation available
in national offices for technology transfer. UNIDO has, at the request
of some governments, assisted in the preparation of policy guidelines
in various seotors, inoluding f.e., petrochemioals and engineering industries,
where the issue of guarantees was treated in a oomprehensive manner.

Some of the general considerutions related to this issue may
inolude the followingt

A technology contract should ensure that (i) the technology soquired
would be suitable for the manufacture of the products ocovered by the
agreament where suoh products are defined, (ii) the technology cbtained
would achieve a specified level of produotion, partioularly in the ocase
of manufaoturing teohnology, (iii) the ocontent of teohnology transferrsd. .
is full and complete for the purposes of the contract and (iv) delivery
of drewings, epecifiostions and meterial cometituting the techmology ie
completed within the stipulated period.

The nature of a guarantee would differ coneiderably, depending on the
nature of technical responsibilities assumed by the liocensor in the
oontract. In the case of a turnkey project, for example, specifio
performance guarantees can and should be prescribed regarding the
achievement of specified produotion levels, both in the plant as a whole
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and also for each major unit of the plant. In cases where technology
transfer comprises supply of basic enginmering servicss, including plant
design etc., it is also nscessary to include specific guarantees .n
respect of such sngineering defects free of cost; and for compensation
in the form of liquidated damages if such defects cannot be rectifiea
liowever, where the contract only covers manufacturing technology the®
provisions relating to performance guarantess and compensation clausee

for nonfulfilmsnt, become more difficult to prescribe.

For the licenses, it is necessary that there must be as much protection

as possible in the contract regarding the products and production
realisable from a particular technology. To the sxtent possible,
liquidated damages or specific compensation clauses should bs incorporated,
along with ths ¢ nditions for fulfilment of such performancs guarantees.
Where this is not possible, there must at least be a clear definition

‘f the liksly output of production, quality of products and specification
of products and the licsnsor's guarantses in this regard together with the
necessary rsquirement on the licenses's part to bring the guarantes into
effect.

Provision should also be made for the licensor to furnish technical
assistance as may be necessary to achieve the production levels and
quality of product as may defined. ‘lhis is necessary to a much greater
extent in respect of relatively new technicues and processes, which have
not been widel s nand and where the liceneor should assume grsater
reeponsibility for the know-how or technology involved than in the case of
techniquee which have been more sxtensively used by other manufactureres
and liceneess.

The wording of the guarantee clause is likely to vary from contract to
contract, depending on the nature  the technological 'package' supplied
by the licensor, the type of technolkgy or process involved and the extent
to which such technology is already in uee.

Nevertiheless, it is essential for the licensor to aesume certain basic
reeponeibilities and commitments regarding the manufacturing technology
involved and thie should be incorporated in the form of a specified
guarantes. With regard to delivery of documentation, drawings and other
material comprising the technology to be transferred, it is neceesary

to specify the period within which theee should be delivered, together
with the place and manner of delivery.




D.

COUCLUDING OBSARVATIONS

This document iocuses primarily on the oasic considerations
for the evaluation of technology contracts t'rom the point of
view of the developing countries. It discusses specitic issues
dealing with contracts involving industriul property rights
and technical seﬁices and it goes into considerable detail
1o review the type of agreements of a composite nature

required to fulfil the needs of the aeveloping countries.

The role of national agencies of technology iransfer is
discussed with regard to their present experience ana the operating
criteris under wnicn the acquisition of technoiogy is being

pursued by a selective number of developing countries.

It is felt that ulthough severul developing countries nave
acquired the experience to evuluate techuological proposauls trom
the legal and economic point of view, there is siill a need to develop
adequate mechanisms and criteria for the evaiuation of alternative
technological options and tor a better utilization of the cxisting

capabilities at the national level.

It is foreseen that as experience develops in the technologicul
area, government agencies will be in a position to effectively orient
the acquisition of foreign technology at the national level.
Furthermore, it emerges from this analysis that the selective
identification of technology sources would enable thsss agenciss
to play a more active role in identifying specifio tschnological
requirements in priority ssctors.

In discussing soms of the most important contraotual provisions
that primarily relate tc technology ocontracts of a ocomposits nature
the discussions at this meeting could ocontributs to a better understanding
of the implications of these selscted issues and to sst the basis for future
work towards the elaborution of comprehensive guidelinss for the
evaluation of tschnology oontracts. In this oonnection possibls arsas
for study and rssearoh by international organizations are also

highlighted.
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