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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.
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without additional permission from UNIDO. However, those who make use of quoting and
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1.
of an enterprise which had obtained o
used in the product on of foodstuffs.

v licence in

In 1973 the ogenoy reguleting commeroc in tcohnology wos presented with the case

1969 for o vegetable dechydration process

The -icance covered th supply of the tachnical '

know-how needed for the process, cngincering support in the building, proourement and '
regembly of the cquipment, and the tecinical assistanco required to put the plant irrto ’

operation.

Under the ocontract, the licensec enterprisc

was to pay $US 35,000 as an initiel

paynent for the besic information poackage, and then §US 5,000 each year over a ten—year

period - that is, from 1969 to 1578.

24
1962,

Although this proposal had appenrecd financially favourable, it hed been rejected

When the contract wea submitted for evaluation, the cnterprise stated that, in
it had been offered the same licensc by the

liccnsor for roynlties of 2 per oent,

by the licensee because, cconomicrlly speaking, it would have endangered its profit

lovel, given thc narrow profit margine custemary

The method of payment that was wceezpted, on
earnings, as can be scen in the following tables:

in the industry,

the other hand, did not jeopardisge

Table 1
Total Total net Inrtial lump-
Tear snles rofits E;m;em* %EEE 1t al Rayment
4 thous ds o

1969 338 -26 6.6% 5 11.65
1970 1,436 =76 6.3 5 11.3

1971 2,458 .28 5.95 5 10,95
1972 5,204 ~21 5¢6 5 10,6

1973 8,268 93 5425 5 10.2%

B

* The sum has been divided by 10, and 1/10 of the su. has been attributed to

each yoar plus 1C%

1969
1970
197
1672
1973

annual intcrest.

Teble 2
_.Wmm mwm
~7.69 ' 345
5,29 0.79
-1e13 0.44
-O. 40 0020
1.12 0.12
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It is clear from these figurce that the payment of the emount agreed on in advance

decreases in rolative impertancc over time due eimply to the inorcase in the sales
figure, ‘

Thus, in the year preceding the sutmission of this oontraoct, payments for teoh-
nology amounted to only 0,12 per oent of sales, while profits amountcd to 1,12 per cent,
Profits proper ancoounted for 90 per oent of the total profit margin while royalties
absorbed the remaining 10 per oemt (table 2) in 1973,

In table 3, in which therc is a comparison of the two nlteratives originally
considered, 1t will be seen that the roynlties arrangement would have resulted in a
total cost six times that actually inourred with predetemined payments,

Table 3 —
Totel actual Capitalized valuc Payment with Capitaliged valuc

¢

Year

1969

11.65 1506 6,76 10.89
1970 11.30 16.54 28.72 42.05
1971 10.95 14.57 57436 76.35
1972 10,60 12,83 104,08 125,94
1973 10,2% 1428 165,136
10,28 437413 ~
Index, base = 100 627

M

Furthermoro, even if the full amount of the initial lump-sum payment of }US 35,000
is oharged to the {irst five years of the oomtraoct, the resu’t is a total expenditure
for thosc years of about $U8 90,000, which is less than 25 per oent of the amount that
would have been paid with tho arrangement involving roynltiecs of 2 per cent.
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