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PREFACE

The Second General Conference of the United Nations Industrial
Development Organization (NITDQ), held at Lima, Peru, in March 1975,
recommended that UYIDO should include among its activities a system
of cortinuinrs consultations between developed and developing
countries with the object of raising the developing countries' share
in world industrial outout throurh increased international

co-operation.l/

The General Assembtly, at its seventh special session in
September 1975, in its resolution 2362 (S-VII), decided that the
System of Consultations zalled for by the Lima Declaration and Plan
of Action should ve estatlished at globtal, regioral, interregional
and sectoral levels,g/and that UNIDO. at the request of the count-ies
concerned, should provide a forum for the negotiation of azrcomen®s in
the field of industry between developed and developing countries and

among developirg countries themselves.

The System of Consultations has been established under the
guidance of the Industrial Development Board. The First Consultation

on the Petrochemical Industry was convened in Mexico City from 12 to

16 March 1979.§/ The Board, at its thirteenth session in 1979, decided

that the Second Consultation on the Petrochemical Industry should be
L/

convened during 1931.—

1/ Revort o® the Second General Conference of the Ilnited Nations
Industrial Development Organization (ID/CONF.3/31), chapter IV, "The
Lima Declaration and Plan of Action on Industrial Development and
Co-operation”, vrara. 66.

2/ Official Records of the General Assembly, Seventh Special
Session, Supplement No. 1, para.3.

3/ See Report of the Meeting (ID/227).

4/ oOfficial Records of the General Assembly, Thirty-fourth
Session, Supplemert Mo. 16.




The Board at its fourteenth session in 1230 decided to establish
the System of Consultations on a permanent tasis with the following main

characteristics, including those described in its nast decisions:

(a) The System of Consultations should te an instrument throursh
which the United Mations Industrial Develoument Orranization (UMTDN)
would serve as a forum for developed and developing countries in their
contacts and consultations directed towards the industrialization of
developing countries:5/

(b) Consultations would also permit negotiations among interested
parties at their request, at the same time as or after Consultations;éj

{c) Participants of each member country should include officials
of Goverrnments as well as irepresentatives of industry, labour, consumer
groups and others, as deemed appropriate by each Government;l/

(d) Final reports of the Consultations should include such
conclusions and recommendations as agreed upon by consensus vy the
participants as well as other significant views expressed during the
discussion;8/

Draft rules of procedure for the System of Consultations have been

drafted for the Board but have not yet been adonted.

2/ Ibid., Thirty-fifth Session, Supplement No. 16, para. 151(a).
6/ 1Ibid., para. 151(b).

7/ 1bid., para. 152.

8/ Ibid., Thirty-second Session, Supplement No. 1€, para. 163.




INTPODUCTION

1. The Second Consultation on the Petrochemical Industry was held
at Istanbul, Turkey, from 22 to 26 June 1981. The meeting was attended
by 133 participants (see annex I) representing Governments, industry
and labour from U3 countries, 7 United Nations organizations and T other

international oreanizations.
CONCLUSTIONS AND RECOMMENDATIONS

Long-term arrangements for the development of the petrochemical industry
in developing countries

2. The production of netrochemical products at locations where readily
recoverable pctrochemical feedstocks and sources of energy are available

would have economic attractions.

3. The UNIDO secretariat should:

(a) FExamine the various forms of long-term arrangements for the
development of the petrochemical industry in the developing countries

along the parameters discussed,l/ and update the existing general guidelines
for joint ventures;2/

(b) In co-operation with the parties concerned, develop a programme
of co-operation among developing countries, with or without petro:hemical
feedstocks, to promote the development of the petrochemical inJustry in
those countries.

L., Ip view of the importance of the issues discussed under this agenda
item for bvoth developed and developing countries, the Industrial
Development Board is urred to authorize the convening of the

Third Consultation on the Petrochemicai Industry, and the UNIDO secretariat
is requested to report at that Consultation on the implementation of

these r .commend..ions.

UNIDO Model Form of Licensing Apreement for the Petrochemical Industry

5. The UNIDO secretariat should:

(a) Revise the first draft of the Model Form of Licensing Agreement,
taking full account of the comments made at the Consuitation, and include
a much more extensive integral commentary on the text including, where
n2cessary, alternative texts;

———

1/ See paragraphs LO-45 below.

2/ UNIDO Manual on the Establishment of Joint Venture Ajreements in




(b) Thereafter, convene a meeting of exverts, selected with due
regard to equitable geographical distribution. to review the new draft
with a view to preparing a version expressing toth vieus, with a
talanced vresentation of the views, or distribution to all memuer
countries and participants at this Consultation, and for review at the
rext Consultation, if so requested by the Industrial Develom::nt Roard:

\c} Furtber examine the potential losses faced by the vu chaser
of petrochemical planls in the eveut of process defects and consider how
those risks might be » .Lter dealt with by insurance and taken into acccunt
in the Licensing Agre :nirat and Plant Construction contracts. and inform
all member countries and particivants at this Consultation as well as
report to the next Consultation on the action taken.

Other issues proposed for future consideration

6. The following additional issues were recommended for future
consideration:

(a) Ways and means of mobilizine financial resources for the
develomment of petrochemical industries in develonins countries:

(b) Opportunities for co-operstion between industrialized and
oil-and gas-producing developing countries for the development of down-
stream petrochemical industries in other developins countries.

7. The UNIDO secretariat should conduct an emrirical study on the various
technical training schemes and programmes in the petrochemical industry
that have been made availatrle sc far to developing countries vwith a view
to recommending the most effective form of trainins for ensuring the

maximum transfer of technolory in the shortest possible time.



I. ORGAJNIZATION OF THE MEETING

“nening of the Consultation

3.  The Cecond Consultation on the “etrochemical Industry was opened
tvy the Deruty “rime Minister of Turkey, "r. Tursut 0Ozal, on 22 June
1731. The Consultation was also addressed by the Minister of Erergy

and Yatural Resources, MMr. £. 3ingGl.

9. A message ®rom the Executive Director of UNIDO, Dr. Abd-El Rahman

Khane, was resd to the Consultation.

17. Messares wvere also read from SGeneral renan Svren, HYead of State;

Yr. 3llent Ulusu, Prime Minister; Ceneral Tahsin {ahinkaya, Cormmander

of the Air Force and !'emter of the Security Council: Admiral Nejct

Timer, Comander of the "avy and emter of the Security Council; Professor
Sabatattin Tzbek, *linister of Asriculture and Forestry; 'r. Vecdi Ozgil,
“inister of Youth and Svort: and !'r. Sadik Side, Minister of Social

Security.

Flection of the officers

11, Kemal Mi'mar (Turkey), Director feneral, betkim Petrokimya A.S.,
wac elected Chairman.
The following were elected as Vice-Chairmen:

A.C. lzoipvwe (Nigeria), Chief Projects Engineer (Petrochemicals),
lligerian National Petroleum Corporation

Husain Al-Jasem (Kuwait), Deputy Managing Director, Petrochemical
Industries Zompany

F. Carrara Junior (Brazil), Assistant to the Minister of Industry
and Commerce

7.A. Xhodakovskaya (USSR}, Chief of Department, Ministry of 0il
Refining and Petrochemical Industries

Adoption of the agenda

12. The Ccnsultation adonted the following agenda:
1. “rening of the Consultation
2. Flection of the Chairman and Vice-Chairmen

3, Adoption of the agenda




L, Long-term arrangements for the development of the petro-
chemical industry in developing countries including
arrangements for marketine~ netrochemicals produced in
developing countries

5. UNIDO model form of agreement for licensing patents and
know-how in the netrochemical industry

6. Other issues proposed for future consideration

T. Adoption of the report of the meeting

Establishment of working groups

13. The Consultation established two working zroups to discuss the
following issues and to propose conclusions and recommendations for the
consideration of “he plenary sessicn:
Long-term arrangements for the development of the netrochemical
industry in developing countries

(Chairman: S.S. Sachdeva, Adviser tc ilic Government of India,
Ministry of Petroleum and Chemicals, india),

UNIDO model form of asreement fcr licensing patents and know-how

in the petrochemical industry
(Chairman: G.H. Davies, Counsellor, Trade Policy, CEFIC).

Adoption of the report at the closing session

14. The report of the Consultation was unanimously adopted in rlenary
on 26 June 1981.

Documentation

15. Documents issued for the Second Consultation are listed in annex II.



IT. ©DISCUSSION CN THE IMPLEMENTATION OF THE
RECOMIENDATIONS OF TEE FIRST CONSULTATION

1€. The UNIDN secretariat informed the Consultation that it had
inplemented, wholly or partly, five major recommendations of the First
Consultation that UIINO should:

Prepare an updated version of the World-wide Study on the
Petrochemical Industry

Establish a nermanent working group on world supply of and
demand for netrcchemicals

Make a detailed study of the industrial uses of associated
zas

Continue to study the marketins of petrochemicals producec in
developing countries as a means to assist the orderly flow of
netrochemicals to existins and future markets

Prepare a model form of agreement covering the licensing of

patent~ #nd know-how in the petrochemical industry and a set

of zuidelines for iis use.
The introduction of the UNIDO secretariat o1 each item and the subsequent
discussion that took place in the plensry sessions on 22 and 26 June is

summarized below.

Second World-wide Study (ID/Vi3.323€6/3 and Add.1)

17. The UNIDO se~reta-~iat mentioned the contents of the Second World-
wide Study, vhich examined world supply of and demand for petrochemicals
up to 1990 and considered trends in the availability and cost of feed-
stocks and in international trade in petrcchemicals and petrochemical
technology as well as prosvects of global co-operation in the industry.
The participants were requested not to discuss the Study in detail, but

to send written comments to the UNIDO secretariat.

18. At the closing plenary session one yarticipant pointed cat that
although the Study had been nresented to the Consultation there had bteen
no omportunity to examine or discuss it. That lack of comment by che
meeting on the Study in no way implied approval or acceptance of it. 1Ia
his view, the 3tudy attempted to Justify preconceived conclusions instead
of being a scholarly vresentation and discussion of data; the inclusion

in the S.udy of conclusions, recormendations and prescriptions for the



future develomment of the industry was entirely inappropriate. He
and other participants would be sending rreliminary comments
addressing various asvects of the Stucy to the UNIDO secretariat.
Given the importance of that in-depth study, he suggested that the
UNIDC secretariat should take into account the comments received when

the Study was revised and updated.

Permanent Working Group on World Supply of and Demand for Petrochemicals

19. The UNTDO secretariat repcrted that the Working Group recommended

by the First Consultation had met only once - in ’iarch 198C. UNIDO had
completed estimates of supply of and demand for petrochemicals at the
g£lobal and regional levels from information submitted by the countries and
organizations particivating in the Working Group and information ottained
from other sources.l/ It was recalled that the UNIDO/FAC/World Bank Vorking
Group on Fertilizers had been in existence for about 10 years, and its
estimates of world supply and demand were highly regarded. It was hoped
that the similar Working Group on petrochemicals could be continuved desnrite

the budgetary difficulties faced by UNIDO.

20. One participant noted that it was more difficult to estimate world
supply of and demand for petrochemicals than for fertilizers. UNIDO should
be encouraged to continue that activity and to specify to all countries
the type of information it required. UNIDO should build up a data lank

so that increasingly more accurate estimates of world supply and demand

could be made in future years.

21, The representative or OPEC said thet the Workins, Group on World
Supply of and Demand for Petrochemicals should continue its work: it
wvas important to identify regions with a deficit or surplus in the pro-
duction of or demand for vasic and other petrocliemicals because such

estimates could guide future development of the industry.

22, The UNIDO secretariat pointed cut that since the First Consultation
had recommended the establishment of a permanent working group, what was
required was not a further recommendation but rather the funds to

implement an existing mandate.

1/ The estimates are presented in Chapter I of the Seccnd World-wide
Study of the Petrochemical industry (ID/WG.33€/3) and as Annex I
in the Annexes to the Study (ID/WG.336/3/Add.1).
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Joint Study of the Industrial Uses of Associated Gas (UNIDO/PC.11)

23. It was stated that the study on industrial uses of associated ras
had been nrenar=1 by the UJIIDD secretariat jointly with GOIC and in
co-operation with 15 develorin~’ countries and initially withk the
1ssistance of tne secretariat of JAPZT., That imnortant backsround
documen® considered the economics »f producing selected imvortant
retrochemical nroductc from methanc and ethane as well as other nlans

to utilize the associated mas that would otherwise be flared. Written comments

were invited 2and 1o comments on Lnc stuay were made 1n trne plenary.

Lons-term arranmoments for the marketins of netrochemicals rroduced
in develoning countries (apmenda item L)

2L, The UNID) secretariat enumerated six factors favourinz the

utilization of lonz-term arrancements for the marketing of petrochemicals
that would leadi to pgreater co-overation in the vetroche. ical

industry, as follows:
{a) 6Growth of world demand for netrochemicals in the 1930s:
{v) Opvortunities to obtain a secure source of supply:

{(c) Opportunities to mroduce netrochemicals offered by the
increasing capacities for netroleum refining in developing
countries;

(d) The inzreasins importarce of feedstock cost and the narticular
advantanes of petrochemical production based on flared gas:

(e) Ovportunities to build plants in developing countries to re-
place obsolete capacities in industrialized countries;

{(f) Oprortunities to invest surplus financial resources in
developing countries.
Those six factors would accelerate and deenen the restructuring process

that was currently taking place in the petrochemical industry.

25. Although the UNIDO secretariat had examined long-term arrangements
for the marketing of petrochemicals pnroduced in developing countries, a
lack of resources prevented the secretariat from monitoring the implemen-
tation of the many other recommendations of the First Consultation for

action by Governments and the petrochemical industry on that topic.
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26. One participant uresed the IITIDN secretariat tc examine in more
detail trade barriers to petrochemical zroducts enterine industrialized
countries. That issue needed to be tackled urrently cince questions of
tariffs, import quotas and dumpine arose most {requently in conditions
of a soft market. One view was that GATT was the tody to discuss tariff
matters since it was under GATT ausvices that the lultilateral Trade
Jegotiations had taken place. The UNIDO secretariat stated that

the chapter on international trade in the Second World-wide Study on the
Petrochemical Industry had bheen prepared in co-oreration with UNCTAD.
The representetive of UNCTAD pointed out that UNCTAD wes studying those
issues in relation to the petrochemical industsy, and that GATT was not
the only apnropriate forum to consider them since not all develoning

countries were parties to GATT.

27. Another vparticivant saw a need for making a rericdic renort on all
oreganized market research conducted by United Mations agencies such as
UNIDO, UNCTAD and ITC +to help developning countries to find the notential
markets for netrochemicals in developed and developing countries. That
would help developing countries to establish the correct canacity for their
new petrochemical projects and to utilize their existing capacities. The
special report recommended should be compiled at an early date and up-
dated for presentation to the next Consultation. That suggestion was

noted by the UNIDO secretariat.

Model Form of Licensing Agreement for the Petrochemical Industry

{azenda item 5)

28. The UNIDO secretariat reported iuat a model form of licensing
agreement had been prepared following the guidelines suggested by the
First Consultation and with advice from a few experts from developed

and developing countries. The structure of the Model Form had been kept
as simple as possible. One of the many different variations of licensing
agreements was presented; it provided for lump-sum payments and for the
licensor to check the engineering design of the plant and also to provide
a comrrehensive training programme. As part of the Model Form of
Licensing Agreement, the more important technical annexures had been drafted;
in particular the scope of information provided in the process engineering
design package had been defined in detail. The aim of UNIDO wvas to

facilitate an effective transfer of technology to the licensee; the



contents of the Model Form should be balanced, and should take into

account the mutual benefit of the licensee and the licensor. The
Consultation, when considering the first draft of the Model Form,
should bear in mind that UNIDO had drafted and discussed at previous
Consultations two model forms of contract for the construction of

fertilizer plants.

29. One participant noted that the UNIDO Model Form assumed direct
arrangements between licensor and licensee. whereas in many cases
licensing for fertilizer and petrochemical plants was handled in-
directly through contractors. The UIDO secretariat noted that the
UJIIDO model ! irms of contract for the construction of a fertilizer plant
considered oy Consultations on that industry assumed that the license
would be granted throush the contractor. Those model contracts, in the

view of the UNIDO secretariat, could be used as a starting point for

nezotiating plant construction contracts in the petrochemical industry

vhen a similar indirect arranfement was used.

30, One participant took the view that the First Consultation had set
the UNIDO secretariat an impossible task in drafting a model form of
licensing agreement; in commercial practice, the agreement wes usually
only written after a period of extended negotiation of the main points.
The Consultation should, therefore, consider whether the objective was a
realizable one; if a model arreement was still required, then it should
be accompanied bty a clause-by-clause commentary indicating the possible
reaction of the licensors to the suggested wording and offering altier-

native wording that might be acczotable to both parties.

31. It was recalled that as long ago as 196k the developing countries

had identified a need for assistance in negotiating licensing agreements
in the petrochemical industry. Since the approaches of licensors to
licensing apgreements varied, UNIDO should prevare comprehensive guidelines

that would help the licensee in his negotiations,
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IIT. LONG-TERM ARRANGEMENTS FOR THE DEVELOPMENT
OF THE PETROCHEMICAL INDUSTRY IN DEVELOPING COUNTRIES

32. The Chairman of the Working Grouv on Lons-term Arrangements for
the Development of the Petrochemical Industry in Developing Countries
stressed that discussion should take into cor.sideration the points
outlined by the UXIDO secretariat in the onening session of the olensry

as well as in the UNIDO document on this sutject (ID/¥7.33u/2).

33. Several particinants cxnressed satisfacticn with the work of the
cecretariat contained in that document. However, it was felt that in
the document too much emphasis was put on two specific forms of long-
term arrangement, namely, joint ventures and long-term direct sales

agreements.

34. The view was expressed that before any useful discussion on iong-
term arrangements tcck place, the Working Grouv should look at the re-
structuring trends taking place in the industry and examine the need

for such arrangements.

35. It was agreed that restructuring in the industiry had already berun
under the long-term influence of rising feedstock and energy rrices in
traditioral production centres, increasing investment costs and the need

to secure feedstock supplies,

36. Many participants stated that that made petrochemical pred' -tizn in
oil- and gas-producing developing countries economicaily mcr active,
and some participants felt that petrochemical products, varticuicaly
basics and intermediates, might be comnetitively produced at those
locations. Others felt that might be viable in some countries for some

products.

37. Several participants touk note of chapter II in the "Second World-
wide Study on the Petrochemical Industry: Process of Restructuring”
(ID/WG.33€/3) concerned with comparative production and distribution
costs, as well as the "Study on Industrial Uses of Associated Gas”,
Howvever, as requested by the UNIDO secretariat, those studies were not
made the sucject of detailed discussions. It was agreed tnat the

participants woculd submit their comments in written form to the secretariat.
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35. Tume varticinants felt that, irter alia, leng-term arrangements

need o be intr:luced in order to ensure orderly restructuring of the

iniustry. That wnuld Lenefit “oth develcned and develoring countries

wnile avoiiines *the detrimental imnact on all concerned. Others felt

tzat market forces would brine about the develomments that eventually

orove necessary. Taking inte acesunt “ne different views expressed, N
tre Thairman stated that the rroducticn ¢f some vetrochemical products

at locations where petrochemical feedstocks and the sources of energy

are availahle is economically attractive.

3). ‘Yany rartici—ants stated that such long-term arrangements stould
not be econfined to joirt venture and sales agreements, but should in-
clule other forms and asvects of co-oreration. That co-operation,

furtnermore, shoild be both between develored and developing countries

and among “he develoning countries themselves,

k0. To facilitate the discussion an informal eroup of participants was
formed to draw un precise nro=osals. “ince several varticipants

had noted that lon~-term arrancements mi~ht take a variety of

forms, the informal pgroun consilered tnat such arrangements might cover

specifically the following:
Marketians
Financin-
Access to technolosy and to its improvement
International co-operation between countries ard companies
concerning their policies on the replacement or expansion
of capacities for selected netrochemical products
Training
Secure long-term suonly of raw materials and feedstocks

Barter arrangements including compensation agreements for the
supply of equipment and production.

The imvplementation of those long-term arrangements could be carried out

in various ways, such as throurh joint ventures.



-

L41. The informal group also felt that, in view of the information
already available on joint ventures and of the discussion that took
place at the Consultation, the UNID)D secretariat should, in co-creraticn
with experts from the virious geoprarhical erours, modify tie existin-
zeneral guidelines for joint ventures and adapt them to the requirements
of the petrochemical industry, taking into account, inter alia, th:
following check list:

Agreement of intent, feasibility studies, ormanizaticn
and fivancing of vrojects

Provision of feedstocks and fuel

Construction of ihe plant, including processes, technolcries
and off-site facilities

Organization, manesgement and operaticn of the plant
Provision of inirastructure

Production and pricing policies

Marketing arrangements

Training

Technical support

Legal considerations

k2, Those proposals were accepted by the Working Group as the basis fcr
further discussions instead of document ID/¥(G.336/2 submitted by the
UNIDO secretariat.

3. During the further discussion, participants of the Working Group

made the following comments and additions to the ahove prorosals:

Marketing. The need was stressed for price information, identifica-
tion of market trends, the distinction between marketing and selling,
careful analysis of markets in devzloving countries; the addition of

"trade” was suggested and the title was changed to "Trade and marketing";

Financing. Attention was drawn to the following points: the need
to reach full understanding on the scope of any project before concluding
financial arrangements and the necessity for arrangements for security of
loans satisfactory to both lenders and borrowers where debt financing was

involved;
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Access to technology and to its imorovement. It was noted that

that subject was under discussion in the other workins group;

International co-overation between countries and companies
concerning their policies on the replacement or expansion of capacities
for selected retrochemical products. Some particivants

mentioned tiat tne role of Governments in some countries was limited anc
a pronosal was made to refer to "rarties" instead of "countries and
comnanies”. Other participants underlined the important role of Govern-
ments in international and resional co-oneration esnecially hetween

developed and develoring countries and among developing countries.

In that context, the imrortance of co-operation between o0il-
producing developing countries and non-oil-oroducing developing countries
was emrhasized. A statement was made that OPEC was fully oprepared to
initiate discussions with other developins countries for the development
of the petrcochemical industry. To that effect, OPEC and UNYDO had already

initiated nreliminary talks.

Eecause o0ld netrochemical canacities in developed countries had
been built unier conditions that did not anticipate the evolution of
the price of raw materials and enerzy and did not take into account the
environmental requirements, it was exrected that new capacities would be

built in locations where those advantages existed.

Some participants stressed that that item should be considered as

a ke factor needing svecial attention and required a study by itself;

Traininf. It was stressed that training should be comprehensive

and include overators as well as management to ensur~ an effective transfer

of technolosy;

“ecure long-term sunnlv of rawv materials and reedstncks. The
critical importance of that item was empharized. Particular reference

was made to the need for arreement on orices on a long-term basis giving
due regard to the share of each partners in total investment. There was

also a need to agree on a price escalation formula for natural gus based



on its thermal value. Such agreements should be concluded on the basis
of a fair and equitable relationship between the vartners. Moreover,
legal security of such agreements was vital. It mirht be necessary to
index raw material \.rices according to market trends. However, disagree-
ment was expressed with a necessity for such price indexation based on

market trends;

Barter arrangements including compensation agrccaents for the
supply of equipment and production. Two main views were expressed.

The advantage of such arranrements, varticularly to countries short of
foreign exchange, was pointed out; another view was that tarter arrange-

ments should have a linited sphere of application.

Lk, The items for joint-venture agreements recommended by the informal

group were discussed and agreed uvon with the following amendments:

Agréenierit of intent, feasibility studies, organization and
financing of projects: to include "ownership structure™:

“arketing arrangements: “o0 include "product transportation and

w,

storage facilities";
Training: modified to "Training and personnel develcpment”.

45. Referring to statements concerning co-operation betwcen oil-producing
and non-oil-producing developing countries, as well as a proposal circu-
lated by one delegation on the same subject, the Chairman of the Working
Group suggested that the UNIDO secretariat prevare a programme for co-
operation among developing countries to promote their petrochemical
industries. Such a programme for co-overation should consider, inter
alia, the role of developing countries with important local markets and

experienced contractors.

Conclusions and recommendations

46, The Working Group concluded that the production of petrochemical
products at locations where readily recoverable petrochemical feedstocks
and the sources of energy vere available would have economic

attractions.
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k7. As a result of its deliberations, the Working Group recommended
that the UNIDO secretariat should:

(a) Examine the various forms of long-term arrangements along
the paraneters discussed for the development of the petrochemical in-

dustry in the developing ccuntries, and update the existing general
ruidelines for joint ventures;

(b} In co-operation with the parties concerned develop a
programme of co-operation amonr developing countries, with or without
petrochemical feedstocks, to promote the develomment of the petro-
chemical industry in those countries.
43. In v ew of the importance of the issues discussed in the Working
Group for both developed and develoring countries, the participants urged
the Industrial Develomment Board of UNIDO to authorize the convening of the
Third Consultation on the Petrochemical Industry and requested the UNIDO
secretariat to resort at that Consultation on the implementation of those

recommendations.
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I¥v. UNIDO MODEL: FORM OF
LICENSING AGREEMEXT FOR wYE PETRCCHEMICAL INPUSTRY

L9. The Working Group agreed to discuss first the introduction that
UNIDC had prepared to the UNINO Model Form of Licensinr Afreement, and
then discuss in detail the wording of the Model Form itself (ID/WG. 336/1
and Add.l). The VWorking Group agreed that in conformity vith commercial
practice the UNIDO draft should be referred to as a model form of

licensing agreement rather than a model contract.

Introduction of the Model Form

50. Some participants suggested changes in the wording of the intro-
duction that would indicate that not all the contents of the UNIDO draft
were in line with current licensing practices. It was also pointed out
by the same particinants that the normal practice in nesotiatine a
licensing agreement was first to discuss and agree the main points of the
agreement, and then to start drafting the licensing asreement itself.
Since it wvas also the usual practice for the licensor to prepare the first
draft, the UNIDO Model Form would help the licensee to comment on that
draft and to prepare counter proposals or additions. It was their view
that unless it was recognized that the Model Form would be used in this
way, the users might te seriously misled as to what they might achieve in
their negotiations. It was pointed out by some other participants that

that was the point of view of licensors.

51. At the same time views were expressed that there was inherent in-
equity in the forms of current practice in specific areas. It was there-
fore recommended that UNIDO examine current practice with a view to
establishing equity in such areas as market constraintc, nenalty limita-
tions and royalty applicaticn. It was pointed out by some other partici-

pants that that was the point of view of licensees.

Presentation of the Model Form

52. The Working Group agreed that the cormentary provided by UNIDO
should be erxpanded so that there was a commentary on all articles where

there was a controversy. That commentary might take the form of comments



on voints to be considered, footnotes explaining particular points
in the text or alternative wording of the clause or suberticle that

could be considered by the licensor and licensee.

53. The partici, ints agreed that where consensus could not be reached
on suitable wording, the text proposed by UNIDO would remain, but it

would be accompanied by an alternative text, possibly in the commentary.

Sh. As regards the presentation, it was suggested that the next version
of the document present the commentary so that it was an integrel part

of the document.

The different positions of licensor and licensee

55. Discussion clearly revealed differences in the position of the two
partners to a licensing agreement on the text of the Model Form as pro-
posed by the UNIDO secretariat. Some participants felt that licensors |
would base their objections to the Model Form on the following:

(a) Vhile individual provisions could be accepted, the full text
of the Licensing Agreement was not balanced;

(b) Some of the vrovisions did not rrovide sufficient flexibility
arising out of specific products and different situations;

{c) Some of the Articles adopted a wording that did not conform
to current licensing practice;

(d) Many of the Articles would require extensive commentaries in
order to provide an explanation of the relationship between the licensee
and the licensor;

(e) Some provisions would be found completely unacceptable to them
and needed to be amended or accompanied by an alternative text or texts.
Some other participants however confirmed from their experience that in

real situations that was not the case.

56. Views were also expressed by some participants that licensees would
feel that current practice was in favour of licensors, but recent agree-
ments showed that licensing practice was changing to more equitable
forms, The Model Form of Licensing Agreement should tnerefore reflect
those trends. It was also felt bv the same varticinants that narametera

should be given in the commentary, wherever possible, to guide licensees

in their future negotiations.
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Discussion of the text of the Model Form

57T. The UNIDO secretariat made a coriplete record of the chanmes in

and additions to the wording suggested by the Vorking Grou, for use

in preparing the next draft of the Model Form of Licensing Asgreement

and commentary. Up to Article 3.5, many suggestions for new wording
vere made that met with general anproval; for the remaining Articles
comments vere noted, but no attempt was made to afree to a new wordins.
That record (Conference Room Paper No. 1) was circulated to marticipants,

but was not included in the report of the Working Group.k/

53. A statement was introduced on behalf of the Licensineg Executives
Society International commenting on the concept of the Model Form of

Licensing Agreement and or particular clauses.

56. While participants from developing countries felt that the text
of the first UNIDO draft should be retained in nearly all cases, there
vere six areas, discussed below, in which divergent views were expressed

and hence were left open for further consideration.

Financial liability of the licensor

6C. One vievw was that the unlimited financial liability for making
good defects and indemnifying patent infringements was comoletely
out of line with current practice because the maximum licensor's
liability was normally limited by an amount eaqual to & provortion of

his fee.

61. The other view was that,in cases of well-proven technology, losses

due to process defects were not expected to reach a significant pro-
portion of the total value of the plant and therefore the licensor should
assume full liability in respect of defects in process know-how e&nd process

design package as well as make good such defects.

1/ The Conference Room Paper states "agreed" when there were no comments
on the text of the Licensing Agreement drafted by UNIDO; in answer
to a question, the UNIDO secretariat confirmed to participants that
that presentation would not prevent further consideration of those
parts of the text at the Expert Group Meeting recommended by the
Working Group.
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Patent infringements

(2. One view was tnat there should be a ceiling on the liabilities
for natent infringements vecause the licensor could not be expected to
tear undiviied resnmonsibility for possible infringements by his process

o

o7 third rarty rirhts in the country of the licensee.

3. The other view was that tecause the licensor was best equipped to
know the patent position of nis process at the international level,

licensors should fully indemnify and hold harmless the licensee against
all ratent infringements, and be prepared to defend, at the licensor's

expense, any nratent infrincement suit brought against a licensee.

Performance ruarantees

€L, One view was that the coverage of performance guarantees in the
draft was excessive in relation to current international practice because
in particular many of the guarantees would normally only be obtainable

from the contractor *ather than the licensor.

65. The other view was that current international practice was in
favour of the licensors and does not nrovide sufficient guarantee for the

licensees to attain agreed nerformance levels from the nlant.

Penalties
66. One view was that penalties were linked to a too-wide range of

varameters to be tested that were not applicable in all). possible situations,

and therefore the present wording should be extensively revised.

67. The other view was that since the draft only proposed a model agree-
ment, penalties should be linked to the widest possible range of para-
meters in order tc enable the nepotiators to select. penalties on those

parameters that best suited the situation.

Secrecy provisions

68, One view in respect to secrecy provisions was that the interest of
the licensors required extensive duration and broad scope of such oro-

visiors,

69. The other view favoured minimizing such obligations because of the



dynamic nature of the vetrochemical industry with consequent rarid
change in technology; as a result secrecy arreement duration should

not exceed 10 years from the effective date o¢f the agreement.

Range of services providecd ty the licensor

70. One view was that the licensor should rot be required to provide
services aliditional to those that were essential for the transfer of

know-how.

71. The other view was that inexperienced licensees exrected a troad
range of services plus the risht to request additional services. Such
additional services request . by licensees were needed because of their
inability to obtain them from other sources and they should be rrovided
by licensors at cost if they had the ability tc verform them., It was to
the mutual benefit of both licensor and licensee to build and orerate

the plant successfully.

Recommendations

T72. The Working Group recormended that:

(a) The UNIDO secretariat should revise the first draft of the
Model Form of Licensing Agreement taking full account of the comments
made at the Working Group and include a nmuch more extensive integral
commentary on the text including, where necessary, alternative texts;

{b) Thereafter, UVIDO should convene a meeting of experts selected
with due regard to equitable geographical distribution,to review the new
draft with a view to preparing a version expressing botl ‘iews,with a
balanced presentation of the views. for distribution to all member countries
and particivants at the Consultation, and for review at the next Consul-
tation if so requested by the Industriel Develorment Board:

{(¢) UNIDO should further examine the votential losses faced by the
purchaser of petrochemical plants in the event of process defects and
consider how those risks night be better dealt with by insurance and
taket into account in the licensing agreement and plant construction
cont:acts and inform member countries and particinants at the Consultation
as well as report to the next Consultation on the action taken.
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V. OTHER ISSUES PRCPOSED FOR FUTURE CONSIDERATION

73, The Chairman, on the basis of consuliations with his colleagues in
the Bureau, provosedl the following two icnues for future consideration:

{a) Ways and means of motilizing financial resources for the
develomment of petrochemical industries in develoning countries:

{b) “vportunities for co-oneration Letween industrialized and oil-
and egas-nproducins develorine countries for the development of downstream
netrochemical industries in other develcoring countries.

The Consultation agreed that those fwo issues should be recommended for exami-

natior by the UNIDD secretariat and for consideration by the next Consultation.

7L. me narticipant vroposed that in the area of transfer of technology
“NT™) should condact an empirical study on the various technical training
schemes and programmes in the netrochemical industry that have been made
availatle -» far to develorine countries. Such a stuay should:

{a) Zxamine z2ll the features of such schenes;

{2) Identify common features in all those schemes:

(¢) T©xamine the circumstances under which each of those schemes
had heen introduced ir the narticular develoning country concerned, such
as tne availability of basic skills, feneral standard of education pre-
vailine in that country when the scheme was originally formulated and
intraduced;

(@) Fvaiuate the effectiveness o those schemes;

(e) TIdentify the best features of each scheme in the context of
the maximw: transfer of technolnr~y in the shortest possible time;

(f) Draw conclusions;

(¢) Recommend the most effective training scheme that could be
formulated perhaps by extracting and combining the best features of each
training prorremme.

The Consultat‘on arreed and supported that recormmendaticn.
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Alexander I. Glazkov, Representative of v/ Jjeftechimrromexrort,
Ovchinnikovskaja No. 18/1, Moscow

United Arab Pmirates

Abdullah Darvish, Economist, Ministry of Finance and !ndustry,
P.0. Box 433, Abu Dhabi

Subhi Abdul Hamid Hamdan, Senior Eccnomic Kesearcher, Ministry of
Finance and Industry, P.0. Box 433, Abu Dhati

United Kingdom of Great Britain arnd ilorthern lreland

John Leggett, Department of Industry, Chemicals and Textiles Tivisicn,
Ashdown House, 123 Victoria Street, London SWl1

Anthony Michael Thrush, Industrial Adviser, Shell International
Petroleum Company Limited, Shell Centre, london

United Republic of Tanzania

Victor Paulinus Irengo, Director of Research, Develorment Pianninr,
Tanzania Petroleum Development Corporation, P.0. Box 277h, [ar-Es-Talaanm

United States of America

Carol Colloton, Alternate Permanent Kerresentative of the United
States of America to UNIDO, Kundmanngasse 21, 1G30 Vienna, Austria

Richard G. Dodge, International Marketins Representative, Shell 0il
Company, (ne Shell Plaza, Houstcn Texas

Robert R. Lent, Consultant to the President, Litton 'ndustries, Litton
Energy Systems, P.0. Box 2469, Houston, Texas 77001

John Hanson Oxley, Director of Middle East and South Asian Sales,
Scientific Design Company, 2 Park Avenue, New York N.Y. 100LL

Venezuela

Federico Borjas, Charpgé d'Affaires a.i, of Venezuela in Ankara, Turkey

Yugoslavia

Velimir Rajkovié, President, PETRCKKM, Savska L41/X, Zagreb L1000

Brankovié Stojan, Vice President, Chemical Industry PANCEVO, PANCEVO,
Spoljnostarcevacka 82,



United Nations Orranizations
Postuindieiy f

United Nations Industrial Development Organization/ANDEAN Group

Patricio Castro, Technical Assistance Expert, Junta del Acuerdo de
Cartagena, ¥.u. Box 3237, Lima. Peru

International Trade Centre (UNCTAL/GATT)

JJALK. Craudhury, Yarket levelomment Officer, Technical Division,
talais des Nations, 1211 feneva 1, Cwitzerland

e - - - ———— - —— — - —— -

tians Frederick Samuelsson, Offlcer—ln-uharge of IAD Industry Studies,
surroughs Buildine, 12th Floor, LOth Street East and 3rd Avenue,
‘iew York, N.7,

‘nited Nations Tonference on Trade and :Qe.\.'_e_loment_(UNCTAD)

Peter John Sinman, 3enior Eccnomic Affairs Cfficer, Manufacturers
oivision, Falais des i{lations, 1211 Geneva 10, Switzerland

United Natinms Econoniz Commission for Western Asia (2CuA)
Tariq \l-Khudayri, 3enior Industrial Develomment Officer, Joint ECWA/

CHIDO Tndustry Division, P.0. Box 65, Reirut, Lebanon

Jnitad Nations ‘evelorment Frograrme

Tafraz ¥. Yalix, -esident Rerresentative, iesident Co-ordinator,
i'N System's :‘nerational Activities for Develooment, Turkey,P.C. Box
+J7, Ankara, Turkey

Janti darasimhan, Senior industrial Develorment Field Adviser, UNIDO,
Turker, .. Box 0T, Ankara, Turkev

“orid Bank
%ichard JZernev, Cenior Economist, 1818 K. Street N.VW., Washinpton DC
sernard Chadenet, Consultant, 1318 H. Street I1.Y,, Washington DC 20L33
7ia Kalim, 1318 H. Street :I.¥., Washington DC 20433
Turgay O. Ozkan, Economist, 1818 H. Street N.W., Washington DC 20433
C.H. Thompson, 1818 H. Street N.W., Washinegton DC 20433

Yermal T. Shetty, Financial and Economic Analyst, 1818 H. Street N.V.
Washineton NC 20433

Other international organizations

Arat Industrial Development Organization (AIDO)

Ghanim Jasim, First Secretary (Senior Officer), Industrial Technology
and Desipn Division, P.0O. Box 3156, Sadoon Street, Baghdad, Iraq

Conseil europeen des federations de 1'industrie chimique (CEFIC)

Gareth H. Davies, Counsellor, Trade Policy, Avenue lLouise 250, Bte 71,
B-1050 Brussels, Belgium



turopean Economic Cormunity (EZEC)

fichard John Wyatt, Alministrator, birectorate-General !or Fxternal
Helations, 200 rue de la ioi, B-1040 vrussels, Helgiunm

Ali A. Alkhalaf, Secretary fieneral, .0, kox 311k, loha

Almed Hashir Al-Haib, Assistant Clecretary “Seneral, T. .. 0ox
5114, Doha

M.Y. Shana'a, Director, Sectoral lLievelorment Department, .0, Box
5114, Doha

Organization of Arab Fetroleum Exporting Countries (OGAPEC)

Samih Masoud, Senior Economist, F.C. Box 20501, Kuwait

Allam Kilani, Petrochemical Prcjiect Ensineer, P.0. Hox 20501, Kuwait

Jrganization of Petroleum Exporting Countries (GPEC)

Marcelo Maldonado, Economist, Energy Gtudies Department, (bere Donau-
strasse 93, 1020 Vienna, Austria

World Federation of Trade Unions (WF1U)

Dmitri Dziouba, Secretaire, Union Internationale des Syndicats des
Industries Chimiques, du Petrole et Similaires (ICP5), 1L1S Rudavest,
Hunrary
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.18t JF LOCUMENTS

ers
First draft of the UR:IX model form of agreement for ID/WG.336/1 .
licensing patents and know-how in the petrochemical and Add.l

industry

Long-term arrangements for the development of the ID/WG.336.2

petrochemical industry in developing countries including
arrangements for marketing petrochemicals produced in
developing countries

Background documents

industrial uses of associsted gas: a Joint study by UNIDO '=iii:./"7 11

in co-operation with the Gulf Organization for Industrial

Consulting i
i

Second world-wide study on the petrochemical industry: ID/WG.336/3 ‘

process of restructuring and Add.l

Reports of meetings

Report of the First Consultation on the Petrochemical ID/227
Industry
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