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TECHNOLOGICAL INFORMATION EXCHANGE SYSTEM

Issue Nc. 28 I 27.:{. 2 March 1985

Dear Reader,

The wurth General Conference of cthe
United Nations Industrial Development
Organization (UNIDO), reaffirmed the

imporrance of industrialization as a major
factor ia the overall development of
developing countries and rne which promoted a
dynamic  world  economv. The Conference
reviewed the background to the current
internatinnal ecomomic problems and their
impact on industrial development. The broad
objectives contained in the Lims Declaraiion
and Plan of Action on Industrial Development
and Co-operation and the New Delhi Declaration
and Plan of Action on Industrialization of
Developing Countries and International
Co-operation for their I[ndust-ial Development,
adopted at the Second aand Third General
Conferences of UNIDO, based ou the principles
contained therein, have been seen to be far
from attainment. The Conference reviewed the
progress in and coanstraints on the attainment
of those objectives and adopted a series of
practical measures in its resolutions
addressed to ~he international community and
UNIDO, relating <to such 1ssues as: the
developmeut of human resources; the
strengthening of sc’.atific and technological
capacities; the wmobilization of financial
resources; energ;, and  industrislization;
industrial restructuring and redeployment;
domestic industrial processing of rav
materials; rural develupment and self-
sufficiency in food supplies; the least
developed countries; economic co-operation
among developing countries; and the
Industrial Development Decade for Africa. The
Conference paid particular attention to the
special p-ohlems encountered by Africa and the
least developed countries and also agreed on
measures designed to overcome those problems.
In addition, and bearing in mind the mandate
of UNIDO to promote industrial development,
the General Conference addressed itself to a
certain aumber of broader themes =that were
cencral in setting the <concext for the
Conference itself. UNIDO has further expanded
1ts activities following the Genera)
Conierence by sigrificantly strengthening 1its
programme of assisting the negotiating
capabilities of developing country entre-
preneurs through training workshops.

In this conrection [ should Llike to
mention that in March a workshop on technology
transfer evaluation jointly organized by UNIDO
and the Nigerian Office for Industrial
Property (NOIP) will take place in lagos. The
workshop 1s addressed cto NOIP's staif and

representatives from various Nigerian
Government .gencies who are directl; or
indireztly concerned with cthe managemeut of
technology transfer and development in
Nigeria. The presentations and Cthe discus-
sions will be centred around the economical
aspects and impact of transfer of technology,
with special attention to equity-related
transfer of ctechnology. The experience of
NOIP as well as registries in other developing
countries, nameiy India, Portugal and the
Philippines, will be extensivaly examined by
ecperts from those countries. The amain issues
for discussion will be:

1. Remuneration considerations and evalua-
tion in equity and non-equity wmodes of tech-
aclogy transfer;

2. Multiple payments for eiements of che
rechnology portfolio 1i.e. separate fees/
royalties for trademarks, know—how, technical
assistance, wmanagerial services, the use of
short-term expatriate staff; parent-
subsidiary paywents, etc.;

3. Technology transfer with equity partici-
pation: trade-off between equity ratio and
royalties for :echnology services; impact of
different rates of national taux on enterprise
profits and royalties;

4. CKD imports and -ransfer pricing;
5. Issues a:.sing frow licensee equity
componencs being credit financed by the

licensor;

6. Determination, monitoring and management

of 'local wvalue added'; components  and
macerials for forward <conversion bv the
encerprise; evaluaction of total value added

at the level of the Nigerian economy;

7. Linking royalty payments to local value
added;

3. The evalcation of ctechnology agreements
in which the 'licensor' 1is not the owner of
technology and is incermediating ctransfer of
third party technology.

The workshop will be complemented by the
analysis and evaluation (f case studies, and
based on the materials prepared by the
experts, a course leader’'s guide on the
avaluation of agreements involving equity
participaction will be prepared in order to
continue witn similar axercises in other
developing countries.
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uUn  the occasion of this workshop,
Mr. Fred Okouno, Director of NOIP, as prepared
a0 overview paper on the Nigerian experience
in  regulating ctechnology which will be
published in this issue of the Newsietter.

Io addition to this workshop in Nigeris,
three ~ore workshops are planned for 1985 in
Africa  covering aegotiation aspects of
transfer of technology. Furthermore, a pilot
traiaing course is under preparation om the
interrelationship of project preparation aud
technology acquisition regotiation in
co-operation with the Warsav Schoo. of
Economi:s. We will keep our readers informed
of the exact place and dates of these
activities and I am convinced they will
contribute substantially to the development of
an increased negotiation capibility in
developing countries.

G. S. Gouri
Director
Division for Industrial Studies

Registry news

The following is taken from a paper by

Mr. Fred Okono, Director of <che National
Office of Industrial Property at Lagos,
Nigeria, concerning technology transfer

regulation in Nigeria.
Introduction

The present study susmarizes Che recent
experience of Nigeria in regulating technology
impores. Although the law on technology
transfer was introduced in Nigeria im 1979,
the regulatory wmichinery ounly became fully
operational at the heginning of 1983. Thus
the findings coontained in the study are of a
preliminary character. It is expected that in
the course of time it will be possible to
conduct a wmore thorough analysis of this
imporcant issue.

Legal and institutional framawork for
controlling technology transfer in Nigeria

The major act providing the legal and
iastitutional framavork for controlling
technology transfer in Nigeria is the Netional
Office of Industrial Property Decree No. 70 of
1979. It imposed che obligatory registratioa
of all ctechnology sgreements concluied with
foreign partners by Nigerian companies. It
also crested an instituctionel “ramevork for
ctontrolling technology inflows .. -0 Nigeria by
establishing a government agency called the
"National Office of Induscrial Property”.

The Nacional Office of Industrial
Propercy (NOIP) is one of the main instrument:
for carrying out Nigerian Technology Policy,
which in turn is a basic expression of che
overall dev:lopment policy. Nigerian ctechuno-
logical policy has several goals that have to
be considered wvhen a transfer of techoology
agreemant .s being analysed. The principal
goals of the technological policies to be
achievad are the following:
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(1} To encourage the flow of technology
into the country in order to
strengthen industrial development;

(ii) To encourage domestic enterprises to
acquire foreign technologies suitable
to indigenous requirements: in this
sense, it is considered particularly
important that the technology con—
tributes to the creation of full
employment of the MNigerian labour
force;

(iii) To strengthun the cegotiating capa—
city of Nigerians so that they wmay
obtain the required appropriate
technology at the best terms and
conditions and especially prices;

(iv) To assist HNigerian enterprises in
the selection of foreign techaology;

(v) To achieve a more efficient prucess
for a rapid absorptiov and assimi-
lation of foreign technsilogy by
Nigerian technicisas;

(vi) To properly adapt foreign technolo-
glies to the requiremeats of local
markets;

(vii) To gradually develop Jocal techaolo~
gies;

(viii) To encourage future exportation of
locally developed technolc,ies to
other uarkets 2specially those of
the neighdouring countries.

Although formally establishad in 1979,
the National Office only began full scale
operation in 1983. During the first perisd of
its activities the Office concentrated on the
registratioa function, involving careful
evaluation of all agreements submitted by
local compsnies. It is expected however Chat
in the course of time other functions, such as
advisory services for Nigerian enterprises
negotiating technolygy agreements and the
monitoring of the execution of registered
agreements, will definitely gain importance
within the NOIP programme of work.

The National Office of Industrial
Propetty 1is a corporate body (parastatal)
originally established within the Federal
Ministry of Industries. With the creation of
a Federal Ministry of Science and Technology
and later the Ministry of Education, Scienca
an1 Technology whose functions encompass Che
promotion and administration of Ctechnalogy
cransfer programmes, cthe National Office was
transferred to the new Miaistry ia 1980.

ln accordance with Decree No. 70 of 1979,
the National Otfice has its governing bodly
cailed the Coverning Council, respourible “>r
the formulation of policy for the Natiomal
Office and for the discharge of other
functions conferred on it by Decree N>. 7O of
1979. The GCoverning Council coasists of hign
ranking represencatives of several ministries,
scientific ané academic institutions «ad the
Director of NOIP. The Chairmsn of the
Coverning Coun~il is the Permanent Secratary
of the Fadera! Ministry of Education, Science
and Technology. .




The Director 1s cthe Chief Executive
Officer of rthe Nartonal Offire Asf Tndustrial
Propertcy and 1s appointed by the Federal
Executive Council on the recommendation of the
Minister.

The major objective of the evaluation of
a techoology agreement is to determine the
socio-cost-benefit of che agreement to the
national techuological and ecoaomic goals of
the country. In this wvay the agreemeunt 1is
examined from three poiats of view i.e. legal,
Cechnical aud economic aspects. Each of :the
analyses is wunderraken by highly trained
personnel using the underlisted criteria:

(a) The type and nature of technology to be
transferred, with special reference to:

(i) the age of the techmology;

(1i) cthe industrial sector where it is
going to be applied;

(1ii) che degres of compiexity involved;
(iv) cthe type of items to be producecx;
(v) provision of new job opportunities.

(b) The royalty payments i.e. the cost of the
technology with specisl reference to:

(1) cotal amount of payments duriag the
term of the agreements;

(ii1) izs impsct om the national balaace
of payments;

(1ii) the rate of royalties with respect
to othsr sources of ctechnology
available;

(iv) che impact on rhe profits of the
recipient enterprise;

(c) The way in which the agreemeats contri-
bute to the improvement of national
technological capabilities;

(d) The existing relstionship amoug the
parcties involved. e.g. parent-subsidiary
igreemencs;

(e) Tne other contributions or ‘disadvantages
of the agreement in the light of national
incerest. .

Section 4 (d) of cthe Decree No. 70 clearly
defines the categories »f conctractual arrange-
®ments subdject to registration by che National
Ofiice. These categories include:

(1) the use of trade—warks;
(11) the right to use patenced invencions;
(iii) che supply of technical expertise in
the form of preparation of plans,
diagrams, operating manuals or any
other form of rechnical assistance

of any dascription whatsoever;

(14) che supply of basic or devailed
angineering;

(v) the supply of macninery and plantc;

(vi) the provision of operating staff or
rmansserie]l  zzsi:z ace acd
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training of personnel.

As can be seen f:om the above list, the
scope of registration of techunology ctransfer
dgreements 1s rather broad compared to other
developing ccunivies. 1/

The overail comcept of the registration
procedure 1is to ensure chat Ctechnological
transactions concluded at the enterprise level
are subordinated to cthe long-term policy
objective of Nigeria's socio—-economic
development. In additiomn, thorsever, Decree
No. 70 specifies some requirements co be met
before the contracts are approved. They
relare principaily to the question of payments
for  acquired technriogy and restrictive
clauses included in the contracts.

(a) Paymente for importud cechmology

In the first instance, the lav makes it
clear cthat the contract shall aot  be
registered where its purpose is the transfer
of ctechnology freel; available in Nigeria
(para 6(2)(q)). In other words it excludes as
a2 matter of priaciple any contract which does
not involve effective, real ctrausfer of
technology but 1is being signed purely for
ficancial purposes or in order to strengthea
the control over the recipient of techiaology.
Tnis happens mostly in the case of coantractual
arrangements concluded betweea parent and
subsidiary companies.

With respect to the price for technology,
paragraph 6(2)(6) reads: "The Director shail
not register any contract or agreement where
the price or other valuable cocsideration
th-refore is not commensurate with the Ctech-
00108y acquired or to be acquired”.

As a result, the law imposes 241
obligation upon NOI" to define, in the process
of comtrict evaluation, the “right" price for
imported technolo This is one of the most
essential but very difficult casks »f che
technology cvansfer registry. A  detailed
analysis of the methods used by NOIP for this
purpose is beyond the scope of this study. T:

should be ewphasized howvever that intar
national exchange of inforwation and
experieace within UNIDO's Techuological
Iafcrmation Exchaoge System (TIES) is a

valuable contribution to rolving this problem.

(b) Discrezion of the Na-ional Office

——

1/ In that respect the category (v) i.e.
the Jupply of machinery and plant reguires
further clarification. According to the NOIP
interpretation ouclined in the "Guidelines €5
248813t enterprises in negotiatirg transfer of
technology agreemants under Decree No. 70 of
1979" the purchase agreemencs tavolving cthe
lmport of wmachinery and equipment against
lmp- -t license need not be submicted to the
NOIP unless cthe contract involves the use of
foreign personnel for it installacion,
v:omxssxonxng and aperatrons.




‘total required payments above

Despite strict formulation of Decree
especlaily with respect to the
restrictive clauses, the lawv grants substan-
tial discrecion for the final approval ct the
agreement co the National Office. According
to che paragraph 6(3)....."In any case vhere
Council is satisfied that it would be in cthe
national interest so to do, it may direct che
Director to 1issue & ce-tificate to an appli-
cant aotwithstanding aay couvergaoce between
the terms and -onditions of a contract or
aireement and the specifications laid down 1in
subsection (2) above".

No. 7.,

Recent trends in Nigeri 's techuology imports

The total numoer of transfer of techno—
logy agreemcuts received by NOi? since 1its
inception is 231 (see table 1). 0. ciis
aumber, 110 were received prior to Jaouary
1983 when the Jffice became fully opera-
sional. The 231 agreements submitted to NOIP?
for evaluation since inception are made up of
160 unew applications and 51 renewals. This
means chat new applications represent 78 per
cent of total agreements submitted, while
renevals represent 22 per cent.

As can be seen on table 1, the 231
agreements submitted to the Nitionul Office
came from four major industrial sectors i.e.
engineering sector (light/heavy), agro-based
sector, wmioneral based and the service sector.
The engineering sector had the largest share
of che agreements, with a tntal of 89 applica-
tions (38 per cent) followed by agro-based
with 73 (32 per cent), =mineral-based with 48
(21 per cent) and the services with 21 (9 per
cent) applications.

As for the  apprcved agreements, 62
agreemencs were registered up to the end of
April 1984. The bresk-down shows 21 approvals
representing 34 per ceat for agro-basea, IV
ajprovals (24 per «cent) for wmineral-based
industries and 6 approvals represencing 10 per
cent for the service sector.

Sources of imported technology

A study of the pattern of technolegy flow
in relation to the couatrier of origin of
imported techanology shows chat of the 231
contracts received by the Office 163 had
collaboration with transferors from Westcrn
Europe (U.K. suppliers playing the leading
role), followed by North and South American
sources with 33 contracts, Asia 19 and other
areas 17 (see table 2). The same pattern was
maintained in each sector. The summation ‘rom
the aforementioned pattern of flow suggests
that 70 per cent of imported technology into
Nigeria  emanates from Western Europcan
countries followed by an estimated 14 per cent
from North and South America, Asia 8 per ccnt
and 7 per .ent from othe- areas respe -Cively.

Level of paymeat involved in faechnology
transfer agreements

An examinacion of the level of payment
involved in the 271 applications received (see
table 3) showed chat a ctotal of 123
applications, rapresented 53 per cent of the
500,000 Naits
throughout the life of the agreement, whereas
the balance of 108 contracts cepresented
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The effects of NOIP incervention

Here it may be recalled cthat although
NOIP vas established by Decree in
September 1979, it did not commence evaluating
technology agrrements until 1982. The Office
was 1o full operation by January 1983. In
shcrz, the Office has been in oparatioa for
lese than two years. While the effects of the
lav in such sreas as payments acd restrictive
clauses were felt almost immediately cthrough
the scresning exercise, effects ua the fiow of
technology have not yet had a similar impact.
The situation in thir respect will become more
noticeable over the next five years, whea che
National Office will tackle other functions
such as assisting in the selecrion of
industrial ctechnologies. In this connection
1t xmay be mentioned that the attempl by the
Cffice to relace techmology payments to the
degree of lackl value sadded, in sowe cases che
impact of techaology in employment creation or
the amount of export and import potential in
other cases, will alsc greatly infiuence che
flov of zechnology.

In the process of evalvation, fees znd
royalties charged were found to be excessive

in 90 per cent of the techuology transfer
agreements submitted for registration.
Consequently, in the majority of <cases the

Nstional Office requested lowering the ievel
of remuneration to the foreign supplier. In
generai, the average approv:d or recommeaded
Toyalty rate is about ] per cent of net sales
and 1.5 per cent of profit before tax 1ia
respect of technical and managemeat agreements.

These rstes contrast remarkably with the
average figure of 3 per ceat of net sales
(sometimes turn-over) demanded prior to the
e' aluation of agreements. Indeed, payment
levels demanded vers in some areas as much as
5 per cent of the transferee's tura-over. The
effect of the intervention by the National
Office was to effectively reduce the royalty
rate demanded by the transferors, Cthereby
ensuring t-at Nigerisn eaterprises do not pay
unduly high prices for ioported tecbaology
while in addition scarce foreign exchange is
conserved

Taking into accound the agreements
already approved it can be estimated chat che
intervention of the Office resulted n che
savings of cthe national econowy amounting to
33 million Naira (approx. US$44 million).

Despite the fact cthet Decree o. 70

specifically oprohibits certain restrictive
clauses and contractual terms to be in~luded
in technology transg. zr agreemencs, such

provision can still be found in many contraccts

submitted for registration (sec cable 4).
This applies in the first iastance to the
provisions on foreign jurisdiction and cthe

restrictions on exports. Other unfavcurable
terms most often found in the agreements
relate to the lack of guarantee clauses,
excessively long duration and lack of
provisiones for training of the transferee's

personnel (see table 5).

)




Table L: Number of agreemencs submitted and regiscerad
Dy tne Wir since 1acepziom till April 1984

Industrial Applications Applications Pending
sector submitted registered applicatiouns
Agro-basei 73 11 2
Mineral based a8 15 i3
Engineering 89 20 63
Seovices 21 6 15
Total 231 62 169

Note: Negotiatious are still going ia respect of pending agreements.

Table 2: Number of agreements submitted according to source
of technology by sector

North aad South

Industrial sector America Western Europe Asia Other Total
Agro-based 4 66 - 3 73
Mineral-pased 3 26 3 5 43
fagineering 13 58 10 3 39
Services 7 12 l 1 21
Total 33 162 19 17 231

Table 3: Level of paymert involved in the agreement submitted

Agreement involving Agreemencs involving
Industrial payments ibove payments less than
sector Agreewent submitted 5m Naira 5m Naira
Agro—based 73 16 . 37
Mineral-based 43 28 20
Engineering 87 w2 47
services i 17 +
Total ’51 123 108
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Table %+: Nature and frequency of restrictive clauses
ln agreemants submitted for registration

- Numbe- of
agreements
containing
restrictive
Type of restriccion clauses Percentage (X)

Excessive controls of transferee's
operation 16 7 -

Noun-reciprocal craasmission

of improvements, patents, etc. 9 4 .
Tie-in clauses 21 9
Export restrictions 72 31

Restriction on
production volume 16

Poreign jurisdiction 97 42

Limitations to research
and development 5 2

Price Restrictions 5 2

Note: The same agreement may contsin wore than one restrictive clause.

Table 5: Nature and frequency of other unacceptable coatractual terms
In the agreements submitted for registration

Number of sgreements
Contractual cerms containing coantractual terms Percentage (X)

No provision for trainiang

of trausieree’'s personnel 88 38
Excessively long dur.tion 97 42
-
No provision for juarantees ils &9 -

Transferee obliged to pay
transferor's taxes 56 24 ,

Miseiag provisions (terminatioa
rights, force-majeur2 etc. 9 4




In -he orocess of avoroval of sgreamanrs
the National Office attempted to eliminete all
undesirable clauses :s much as possible and
requested the insertion of Jesirable ones.

However, because of the economic and
technological importance of certain projects
and the strong bargaining position of foreiga
parcner~, the Oftice concentrated on
eliminatirg in such cases the least accentable
restrictions.

Major problems encountered in the

-mplementation of Decree No. 70 of 1979

The major comstraints working against che
immediat2 take-off of the Office was the lack
of suitable infrastructures such as accommo-
daction and wmenpower, etc. the arranger>w.s
associated with the re-location of the Office
from the Federal Ministry of Induscries to the
Ministry of Sciecce and Technology "also
delayea the ctake-off of the Office as
originally planned. All these problems were
resolved by late 1982 and the Office began
effectively working from January 1983.

As soon as the Office was effectively
operational it was taced with the problems of
public acceptance and appreciation of its
role, particularly  awongst the business
community. The existence of the Office was
seen by some as another bureaucratic
bottleneck to their operations. However, this
negative impression by the busineis community
of the activities of NOIP during its formative
years vas ofadually corrected through
sustained public enlightenment campaigns
organized by the Office. It is interesting to
note that business encerprises are now
appreciacing the role of NOIP and the need for
the services and advice of the Office on
technology transfer agreements. To this end
many companies have been seeking assistance
trom the Office on the process of negotiation
on an informal basis and c¢his hnas helped
improve the quality of agreements submitted
for vegistratioa.

Generally, the cechnical partners or
technology transferors "c Nigerian companies
were very resentful, putting up strong
resistance »1d always refusing to co-operace
on offering 2tte. terms and conditions witn
=quitable ps,uent for their technology, as
provided by the law particulacly when that
implies modifying the already signed
agreements. This situation is gradually
changing, especially since they xnow the
conditions demanded by NOIP are in most cases
internationally recognized and tnat they have
compiied with similar conditions in other
countries.

Prior to the establishmeat of cthe
Nationai Office of Indusctrial Property (NOIP)
48 a machinery cto regulate the acquisition of
foreign technology, no governmen: institution
was charged with such responsibility. The
foreign Exchange Department of the Federal
Minis:ry of Finance under the Exchange Control
Act of 1962, approved remittances of payments
due uncer technology agreements under the
7early guidelines provided by that Ministry.
With cthe establishment of the Offize, there
vas a change in procedure and all agreements
involviag :tecan-logy transfer we-e to be

submizesd o

o M L30T pT peT sifuliuy. By ine
provision of section 7 of Decree No. 70
of 1579 establishing the Office, payments oa
technoicgy transfer agreements are permittesd
only oa production of a certificate of
registration 1issued by the Office by cthe
Foreign Exchange Contrcl Departuent, the
Central Bank of Nigeria or any licensed
fincncial institution in the country. This
change in procedure makes it mandatory for all
companies concerned to submit their sgreements
to NGIP for evaluacion.

Conclusion

The National Office has been able co
provide effective supsort and assistaoce to
Nigerian enterprises in their efforts to
acquire foreign technology at -easonable terms
and conditions for rapid inductrialization.
The activities of the National Cffice have led
to a further improvement of the negotiating
skills of enterprises and improved contractual
terus and coaditions in subsequent
agreements. These will be enhanced by the
guidelines meant o assist enterprises 1n
their negotiations with foreign partners.
Apart from ensuring that the cerms in
registered agreements are fair and equitable,
the evaluation of technology agreements has
also led to substantial savings in foreign
exchange outflow. In the case of evaluation
also, the National Office has attempted to
distinguish between transferors with foreign
equity and non-equity participation with cthe
aim of establishing a system of determining
discriminatory compensdation in line with cthe
level of parricipation, and ccher terms and
conditions. This has however, posed some
problems with the ctransferors of foreign
equizy  interest who wusually imsist on
separating their equity contributious from the
technology being transferred.

UNIDO activities

Extract of UNIDO's vork programme for 1985 on

contractual arrangemeats

Work on contractual arrangements that
began in 1977 in the fertilizer industry will
be completed in 1985, with the publication of
four models of contracts which can be uysed for
plant construction. In this conzext, prierity
actention will be given to setting-up a
programme of workshops on contract negotiacionm.

Three documents will be completed with
regard to contractual arrangements in cthe
pharmaceutical iandusctry. These i:clude a
paper on icems that could be included in
contractual arrangements for the setting-up of
turn-key plants for the production of bulk
drugs or inte-mediates, a document on
arrangemeits for technical assistance for the
foimulation of pharmaceutical forms, as well
as a reference papar anaiysing other areas in
the pilarmaceutical sector to which attention
may need to be directed. Thess three papers
will form the gubstantive input Lo a meeting
of an ad hoc panel of experts in the
pharmaceutical industry on contractual
arrangewents who wil! meet in Vienna in 1985.




Tuc ULasic documeni on  guideiines and
naster sgreements for the import, assembly and
manufacture of agricultural machinery and on
training will be completed and used as cthe
basic substantive input to an expert group
meeting on the subject which will be couvened
in Vienna during the first half of 1985. Work
is continuing on the UNIDO modal form of
agreement for licensing of patents ard
know—how in the petrochemical induscry,
including snnexures: an integrated commentary
and alternative text of some clauses, and this
work will form the basis for a druft paper
placed before <che Third Meeting of the
Advisory Panel on Petrochemicals to be held in
Vienna during 1985.

Work will be initisted on a checklist of
clauses for inclusion in contractual
arrangements in the field of industrial
training, and a drait paper will be prepared
on a contracting checklist for the wood
processing industry.

At the same time, preparatory work to be
undertaken during 1985 will lead <to tae
issuing in 1986/1987 of a number of techoical
reports containing checklists of elements rfor
inclusion in contractual arrangements; these
documents will generaily alsoc benefit from the
«nowledge of international groups of experts,
as was the case for the UNIDO model forms of
model contracts and guidelines. A report on
trade and trade-related aspects of industrial
collaboration  arrsngements will also be
prepared for the consideration of the
Industrial Dev:lopment Board.
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First Consultation on the Building Materials

Industry, Athens, Greece, 25-30 March 1985

The Industrial Development Board, at its
seventeenth sessiou in April-May 1983, decided
to 1include the First Coansultation on the
Building Materials Industry in the Programme
of Consuitation wmeetings for the biennium
1984~1985 and at its eighteenth session in
May 1984, cthe Indus.rial Development Bcard
endorsed the proposed co—sponsorship with the
United Nations Centre for Human Settlements
(Hioicat) of che First Consultation on cthe
Building Materials Industry. An ad hoc Expert
Group Meeting oa the Building Materials and
Coustruction lacustry was convened by UNIDO in
Vienna, Austria, from 15 to 17 December 1982
to review the findings of studies prepared by
the UNIDO sectvetariat on the sector and to
identify issues and possible areas for dis-
cussion at the First Consultation. In order
to advise UNIDO and UNCHS (Hsbitat) on the
selecticn of the priority issues to be con-
sidered at the First Consultation, a Global
Preparatory Meeting was convened from 24 to
28 September 1984 which recommended that the
issues to be considered at the First
Consultation should be:

Issue 1. Development of the building
wmaterials induscry, including:

financing, planning and programmiug
metlods, wapnagizing alternative
scale piants, particularly 1in the
cemert industry.

T v 2- romiiee - .- o
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technoiogical capabilities in the
production of byilding materials,

relacted to, among other things, the
2ppropriate  choice of
selection, adaptation and
of technology, training,
tion of production,
production of capital
research and developument.

products,
transfer
orgeniza-
design and
goods, and

Issue 3: Measures required to develop
building-.aterials production im the
tnformal economy, including:

informa-
quality

research and development,
tion, training, aad
improvement.

As a follow-up to the recommendations of
the Global Preparatory Meeting UNIDO and UNCHS
(Habitat) prepared background documentation
for the discussion of the proposed issues, a
list of which may be for ud in this Newslecter
under the section Jvering Publicaticrns.
Furthermore, a comprehensive World-Wide Study
on the Building Materials Industry is being
prepared by the Division of Industrial Studies
(DIS), Secroral Studies Branch of UNIDO.
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Progress report on the information system on
transnational corporations - Report of the

Secretariat

The present report describes the work
carried out since the ninth session of the
Commission on Transnational Corporations and
presents the activities cto be carried out
during the covering period taking into accounmt
an assessment of the experience gained to date
in develeping the information system.

The first section of the report provides
ar. overview of the objectives of the
informatiou system, the approach followed to
date and che emphasis to be given to the
future work in the light of the experieace
gained.

The report contains eight sections which
describe the current state of work and the
proposed focus of future activities under each
of the romponents cf the information sys:em.
The subsequent section describes the support
provided by the Ccutre for Transnational
Ccrporations in strengthening or establishing
national information systems. The final
section sets out steps taken and planned to
srrengchen the storage and retrieval
capability of che Centre's information syscenm.

The report may be had on request from

Documents Distribution, United Nations,
New York, USA, quocting symbol anumber
E/C.10/1984/15.
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UNDP's Computerized Information Referral

Syatem UINRES)

Technical Co-operation among Developing




Countries (TCDC) involves the deliberate and
voluntary sharing or exchange of techaical
resources, skills and capabilities between two
or more developing countries for their
indiridual or wmutual development. The Buenos
Aires Plan of Action, adopted by the United
Nations Conference on TCDC in September 1978,
recognized that information has a critical
role to play 1in the TCDC process. It
therefore recommended further development of
the global Information Referral System (INRES)
initiated by UNDP ia 1975, and the expansion
of the Systam's Inquiry Service for rapid
matching of specific noneeds of developing
countries with available capacities from other
developing countries.

The Jirst scage of the development of
INRES was the compilation of a Directory of
Services for TCDC. This provided an initial
compendium of information on the institutional
skills ani capecities available in developing
countries. A first issue was pubiished in
1977, sud a revised and updated edition was
issued 1n 1978. These Directories, like
others of 1its kind, had some inherent
limitations: problems of updating, cercain
difficulties in the way data were presented,
and the naumerous correlations required to
permit their effective utilization.

To overcome tbese handicaps and meet the
TCDC information requirements of countries
more efficiently, it was decided to establish
a computerized INRES data bank. Work on this
project Degan in 1982, and by 1984 had reached
the point where initial operations could start.

The information on developing countries’
capscities which is available cthrough the
INRES Computerized Inquiry Service has been
obtained through Juestionnaires distributed to
insritutions in developing countries selected
in consultation with the goveruments
woncerned. The completed questionnaires were
reviewed ac appropriate goverument lavels to
ensure their concurrence and endorsement of
the data which each institution submitted. As
of September 1984, questionnaires were
received from over 2,100 iastitutions located
in 97 countries. As a result, the cata bank
contains more than 50,000 line eatries.

The INRES data bank has bean created on
the IBM 3081 Computer at the New York Computer
Services of the United lNacions and contains
multi~sectoral informazion on the capacities
of institutions in -leveloping countries fcor
providing Education and Training Courses.
Research and Technological Development
Services, Consultancy and Expert Services plus
Scientific and Technical Information Services.
In addition, the data bunk contains
information on the previous T°DC project
experience of these institutions.

More details may be obtained on request
from TCDC/INRES Inquiry Service, Uniced
Nations Developmer.t Crogramme, United Nations,
New York, JSA.
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[nterregional Seminar an Bazulacory
Administration for Promoting National

Development, 3angkok, Thailand, May 1983

The report of this seminar has recectly
been made available to us, and we reprint here-
under the preface and a summary of discus-
sions. The complete document may be had on
request from the United Nations Department of
Technical Co-operation for Development
(UNDTCD), United Nations, New Yorx, USA,
quoting document number TCD/SEM.84/4.

Public administration systems carry out a
aumber of iwmportant functions for develop-
meat. These iaclude ~xecution of traditional
government functions, as well a&s national
planning, direct management of ths public
sector, aad facilicative and regulatory
functions to assure harmony of private action
with unational objectives. The regulatory
functicns are usually administered Chrough
rules and standards o wmonitor, guide or
modify wajor aspects of private enterprise
operations, as well as public commercial
activities. Historically, regulatory admini-
scration in the industrialized couatries has
included a wide range of government activities
which have an 1impact on wmajor aspects of
private eaterprise operations, such as wmarket
entry and exic; rate, price and profit
structure; and competitive eaviroument. With
the changing role of government 3since the mid-
twentieth century, many other areas have come
under goveroment supervison: health, safety,
environmental and consuuer protection and
employment standards.

In cthe context of developing countries,
regulatory admiuistration has taken om added
meaning and is seen a: a major instrument
available to governments to enforce compliance
with nationally 2stablished trequiremerts in

the various economic an< social plauning
spheres. Regulatory administration has
assume:d particular importance, with the

determination of developing ccunfnries to
exercise effective economic sovereignty aad
control over their national resources and
environment and to ensure that their use by
the private gector, especially its foreizn
components, is in harmony with nationally
desirable objectives,

In the process of planniag and realizing
their development objectives, goveruments of
developing countries have initiated policies,
and created organizations and procedures to
promote and regulace various economic and
social  aspects. The reesults of these
promotional and regulatory activitien have

varied considerably, often ref ecting
considerable inadequacies in pn icies,
organizational design and proces* and

procedures. One important area in which these
inadequacie: have been reflected in varied
performan.: {s regulation and promotion of
investment and technology, espec.ally from
external sources. Increasing zmpnhasis is now
bein; placed at che national leval on a more
flexible regulatory administracion in order to
sustain levels of local investment, while at
the gsame Cime ensuring that any external
capital flows, where desired, are consistent
with the growth of domestic entrepreneurial
capacity. With regasd to the latter, there 13
also a growing feeling that the enhancement of




tastituticaal capabilities wmay
beyond ~he mere regiscration, mouitoring aund
rascriction of investment and techmology to
the active promotior of new forms and areas of

lovestmen. ane local technological development.

tequire going

The United Natiuns,
has been cognizant of the imporzance of
regulatory administration and the corres-
poading institutional aeeds. For example,
United Nations exper:is ia public administra-
tion and finance have drawn atteation to Cthe

for some time now,

strategic importance of regulatory adamini-
stration, particulsarly in relation to insti-
tutional development for planning the Hew

International Economic Order. They have
emphasized that the demsnds and nceds of the
latter have required the adaptation of many

existing public administration capabilities
and the creation of aew ones, including the
2stablishment of monitoring/controlling

institutions. The Geraral Assembly itself, in
its resolution 34/137 of December 1979 om the
role of che public sector in promoting Che
economic development of developing countries,
has fur_;hcr.und-'ncored the central role of

government in many countries as a lever for
introducing uanational development plans and
establishing social and economic development

priorities, aad the corresponding need, where
appropriate, to devise ways and weans of
streagthening the institutional and managerial
capabilities of government in such functions.

Systematic study on regulatory admini-
stration in the developing countries is very
limiced. This study is the first attempt by
the United Nations to review the policies and
administrative measures that have been taken
or might be implemented for improving regu-
lLatory adminiscration, with particular
references to :che facilitcation of iavestment,
particularly from external sources. The
purpose of the study is to broaden knowledge
of a relatively wunderstudied topic; to
ascertain the priority areas for action on the
part of national govermments; and to identify
possibilities of international support for
national measures.

The study is based on the results of
research carried out by the Developmenc
Administracion Division of the United Nations

Department of Technical Co-operation for
Development (UNDTCD), and a United Nations
Interregional Seminar on Regulatory Admini-

stration for DIrowoting National Development
organized by the Uniced Nations Department of
Technical Co-operation for Development, in
collaboration with che Economic and Social
Commission for Asia and the Pacific (ESCAP) in
Bangkok, Thailand, from 9 to 13 May 1983.

The Seminar was attended by senior
officials from Brazil, China, India,
Indonesia, che Ivory Coast, Malaysia, Mexico,
Thailand, Venezuela, Zaire, and Zimbabwe.

Also attending were representatives of ESCAP's
Unit on Trarsnational Corporations, the United
Nations Industrial Developmant Organization
(UNIDO), the Regional Ceutre for Technology
Transfer (RCTT), the World Health Organization
(WHO), the International Lasbour Organisation
(ILO), and cthe United Nations Educational,
Scientific ~.d Cultural Organizaton (UNESCO).
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Tne scudy comprises tive chapters. The
first :hapter (Introduction) reviews broadly
the state-of-the-art onr regulation, focusing
on its concept and conCents in the context of
market-economy countries, regional and inter—
national levels and cor—on cegulatory issues.
This chapter also inc’ ._es a review of the
purpose and focus of the study, which is regu-
lation and promotiom of investment, especially
from external sources in developing countries,
along with a brief refereace to the issues,
findings, and suggeatious for improvement in
regulatery administration for national
development. The next three chapters discuss
experiences from selected countries in the
specific areas of regulatory policy, ovgani-
zation and process. The last chapter makes a
comparative review of measures cthat might be
taken for improv.1g regulatory administration
as the basis for identifying priority areas
for actiom, research and training at the
national and  iaternatiounal levels. The
following were suggested:

(i} Information systems
monitoring of compliance,

to improve the
by way of reducing

duplicated reporting to multiple goverument
agencies;
(1i)  Methodologies for evaluating the

social aund economic impact of regulations at
the project level (e.g., measuring local
content or origin of goods and wmaterials); and

(1ii) Further exchange of experience in
more specialized aveas, e.g., banking, utili-
ties, foreign trade, industry and technolegy.

In additien, the
were made:

following observations

(1) The attempts by certain countries to
improve accountability and responsivenass was
noted. These included public reporting, con-
sultation with business and community associa-
tions, including publicity of regulations and
procedures.

(ii) The efforts of some countries cto
simplify regulations and procedures 7as noted,
together with their poteatial benefits.

(iiiJ Generally, satisfactory results wvere
observed as i result of the introduction of
the "one-scop" agency or "packzge" application.

(1v) Training was recognized as an
important ingredient in the enchancement of
regulatory adminiscration. One suggestion was
that chis could be done cthrough exchange of
experiences and visits. UNIDO hae already
provided some facilities in the field of tech-
nological negotiation for industrial develop-
ment . UNCTC and ILO have also provided
limited craining in some aspects of regulacory
administ-acion. However, cthere are other
areas, s3uch as «knowledge of the national
policy environment; the imperatives of
national development planuning and regulation;
policy analysis; public law; private
business administration. The upplication of
these okills and knowiedge o other non-—
industrial ard social sectors may also be
Tequested.
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i€ elieuiiva of che
Seminar was drawn to cthe questions of the
ailocation of responsibility for regulatory
improvement . Any efforts in this direction
zight also ctake stocx of regulacions 1n all
the functional areas of government. —

Technology acquisition

GUIDE ON GUARANTEE AND WARRANTY PROVISIONS IN
TECHNOLOGY TRANSFER TRANSACTIONS

The UNIDO Development and Transfer of
Technology Branch is preparing a "Guide on
Guarantee and Warranty Provisions in
Technology Transfer Transactioms".

Abstracts of the chajters of the guide
dealing with individual guarantee and warranty
clauses wiil be pul.lished in the preseatr and
forthcoming issues of the Nev )-tter. These
chapters take into account the ¢ vtall concext
of technology transfer transactions <nd do not
strictly deal with the legal viewpoints of
such transaccions.

In this issue we present the guaraantee on
the svitability of techmology, which repre-
sents 1 rather controversial part of the
guarantee provisions of transfer of technology
transactions.

Cruments and discussions on the subject
of guarantee and warranty provisions relaced
to these transactions will be welcomed by the
UNIDO Secretariat. Such contributions are to
be forwarded to UNIDO's TIES Newsletter Editor
and may, if desired, also be publiried.

Suitability of the techno ogy

(a) Purpose and function

The reciprent of technology pursues
certain objectives by rhe acquisition of the
-technoiogy. I£ these objectives cannot be
achieved through the technolgoy transferred,
the technology has no value for the recipient
and the transaction is proved to be useless.
In such a situarion, a suitability guarantee
could ensure one or more of the following
functions, out of which the first one,
strictly speaking, could not be considered a
suitability guarantee in the developmental
context:

= technical exploitabilicy
- <commercial exploitability

= capability of achieving certain results
under 3pecified conditions

This last form of suitability guarantee
has some similarity ro . performance guarancee
and is discussed as con.roversially. Actually,
there @ay be no .eed for a suicability
guarantee if a broad performance guarantee has
been agreed to. On the other hand, a
suitability guarantee may be particularly
important when it {3 not possible to agrees on
a performance guarantee, Generally, a

suppiier will De reiuctant to agree to a
performance guarantee when the cechnology 1is
not part of a curn—key or product-at-hand
agreement. If he only licenses know-how,
e.g., wvithout equipment, plant, etc., he may
not be willing to guarantee the performance of
this particular plant, because the set-up of
important elements for working the technology
is beyond his control or influence. But in
such a case, a suitability guarantee could be
granted.

A suitability guarantee is only likely to
be grant:4 for proven techmologies. If a
recipient knows that he scquires a new and
unproven zchmnology, he will also be aware of
the fact that further research and development
may be necessary, before the technology can be
exploited economically on an induscrial basis.

(b) Present legal situation and contractual

practice

Very few iaws or regulatious have speci-
fic rules on the suitability aspect goverming
transfer of technology transaztioms. In some
countries, such laws or guidelines require
that the technology must be a "proven process”
(India, Guidelines for Public Enterprises,
Sect. 1.1).

The former Argentinian Law on Transfer of
Technology of 1574 (No. 21.617) contaised the
following "implicit clause":

Illustrrtive clause 12

"The supplier guarantees thac cthe tech-
nology to be transferred, enables cthe reci-
pient, through th2 acquisition, to achieve hic
proposed technical aims ..." (Art. 8 (a)).

However, both iIn countries with common
law and with civil law, the general principles
of coumercial law apply on fitness or
technological exploitability of techmology
transactions. But the pz_ties are free to
negotiate and agree upon other terms aad
conditions than those stipulated, as cthe
relevant provisions are not a part of the
mandacory law., *

Present contractual practice aften
restricts the scope Oof such guarantees on
fitness or technological exploitabilicy.

For example, some receant model nrovisions
define a scope, which states that the patents,
technical information and other data ctrans-
ferred under the contract are suitable for the
purpose stipulated in the contract e.g. for
manufacturiig and packaging of cthe product if
used in accordance with the supplier's speci-
fic instructions given pursuant to the con-
tract. Such a piovision provides for a
specification which condition the suitability
guarantee.

Orten contractual provisions only
gua~antee the commercial exploicability in
general:

* See, e.g., U.S.A, Uniform Commercial
Code, Section 2-312, For Germany, Fed. Rep.
of, sStrumpf. Der Know-How Vertrag, 3rd rev.
2d., Heidelberg (Verlag Chemie) 1977, p. .




Iliustracive clause 14

The CONTRACTOR also hereby agrees cthat
such documents referred tc in this article 4.5
shall cover and be based upon the commerciaiiy
proven know-how available to the Process
Licensors (such documentation cto zover che
knuw-how &t cthe crime of cthe signing of the
Contract, or 1f mutually agreed to, at a later

date) UNIDO, PC. 25, rev l, sectiom %.5 p. 100.

In some cases, the licenscr rejects any
suitability guarantee and only guarantees that
the technology is technically exploitable or
has been techuically tested by the supplier.

Illustracive clause 16

"The grantor guarantees that the process
has been technically tested in his works and
that it has evidenced the following charac-
teristics ... The grantor will taxe uno part
in the use made by the grantee of the know—Yow
hereby ceded and accordingly gives no under-
taking that the grantee will obtain similar
results in the use chereof.” (ORGALIME,
Practical Guide for Preparing . Know-How
Contract, 3rd ed., Bruxelles, 1969, p. 27)

Couleguences

In  present coatractual practice, no
direct 'inkages have been wmade between
suitabilic/ clauses and consequences for unon
fulfilment, as chey are actually 1l.oked to
performance guarantees. However, in some
cases a termination clause of c—he contract is
related to the suitability clause.

illustrative clause 19

"The licensee may terminate this agree-
ment (at any time) by / (number of) months /
written notice tu the Llicensor upon the
occurrence of any of the following events:

(iv) the occurrence of technical advances
which substantially alter the basic
technology or cthe availability of
new technology which =2nables the
product to be wmanufactured (the
process to be applied) in a sub-
stantially dJdifferent wmarner or with
a substantially different effect as
referred to in article ..." (WIPO,
Licensing Guide, Fn. 254 (iv).)

Termination as such, as a consequence of
ursuirablity of tha technology as aripulated
in clause 19 above, applies only for cthe
period of project implementation or ifter such
a period when the ctechnology is paid for by
royalties still rurning. In  other cases,
after the impiementation period when the
recipient already has paid for the technology,
the right of the recipient to terminate the
contract must be linked with the right to be
paid back part or all of his payments or a
terzination clsuse ac cthis stage will not be
of any valve at all to him.

Alternatively or prior to the right of
terminating the contract, it may provide for a
negotiation procedure between the partier, in
order to modify the contract oc to conclude a
new one in its place. If the technological
advance or the new technology has been made or
acquired by, or is available to the supplier

2

the coalracd day fudither  pruvede o Lhe
reregotiation to be cxtended to the terms and
cunditions upon which the ctechnological
advance or new technology are to be made

available to the recipient.

(¢) Problema and possible solutions

Scope of guaranzee. The wmain problem
encountered is the view of many suppliers that
the ctransfer of technology, especially the
transfer to countries with a1 different type of
technical, economic and socisi lafrastructure,

different qualificacion of personnel and
dif’erent wuse of inputs, is heavily risk
load¢d.  Suppliers will maintain that this

hinders them in granting suitability guaran-
tees. Un the other hand, the ctechanology is
even wmore risk lacen for the recipient whe
does not know the technology yet and has not
used it. The better supplier and recipiect
know each other and the better they can
evaluate the present working of the technology
as well as the conditions uuder which it 1is
going to be applied in che recipienc's
country, the easier suitability guarantees wmay
be obtained. This demonstrates -he importance
of extensive communication and mutual informa-
tion in the prcparatory stage of the nego—
tiatiors.

The most extensive suitability guarantee
would assure the attainment of certain results.

L[f such a guarantee cannot be rteached, at
least the technical and commercial exploita-
bilicy should be assured. It may be accom
panied by the supplier's assurance thet he has
successfully worked the technology himself and
Lhis readiness to let che recipient verify this
by visiting tLe sunplier's plant, (see, e.g.,
ECE, Trade/222/Rev.l, para 41). Such a pro-
vision may be useful iudependeatly of the
content of the other parts of the juarantee.
Of course, it will not be possible to obtain
suitability guavantees for unproven techno-
logies. Such agreements should always provide
for the right to terminate the contract, e.g.,
if, when the recipient concludes that he does
not succeed, independently of his ability, to
exploit the cecanology on a comme-:ial basis.
Alternatively, <che recipient should ensure
that there is no obligation on his side to
exploit the technolegy or to pay royalties
independently of the performance orf the
tachnology. See illustrative clause l6.

Criteria for measuring the suitability.
Sinca the recipiu.at 1ir going to use tne tech-~
nolozy at his plant, he needs a ryitabilicy
guarantee gzeared to conditions prevailing
there. The supplier will only be ready to
accept such conditions, if they are known and
familiar to him. Usually, he will refrr back
to the conditions of his own plant, a comr
promise may be to specify che conditions in
the contract.

The recipient will have to take care that
the aspecificatiois are realistic in view of
manufacturing conditions in  his planct.
Otherwise, the suitability guarant- will be
without practical meaning.

Separation of responsibilitics. If several
parties are iavolved, it should ba classified
in "he suitability guaraatee or in some other
part of the coatract, to which extent rhe




suitabilitv depends on conditiona set by third
parties and who 1is respousible to mset the
specifications sct forth.

Corrective action. If the guarantee has
been proven to Dbe wunzuitsble, i.e. 1ot
coxmercially exploitable, measured against the
avecificatioa contained in the suitabilicy
clause, the general types c¢f corrective actiom
should apply. Firat of all, the supplier
should be obliged to complement, rectify or
up-date the technology in such 1 way that it
responds to the suicebilicy guarantee.
Subsequently or alternstively, damage claims
should be possible. [f the technology cannot
be exploited commercially, the right of the
licensee t¢ teruinate the contract and/or tc
be paid back part or all of his payments is of
particular importance.

il:erul:ivel. is wentioned before, a
suitability gusrantee may be substituted by a
strong perfosmance g.s-antee. On the other
hand, performance guaraatees often require a
higher degree of "packaging” and involvemenc
of :the supplier and cherefcre may conflict
with some other objectivas of the recipient.

Extensive infcrmation about the techno-
logy in the pre—contractua’ phase may acquaint
the recipient with the technology to such a
degre¢ that suicability guarantees may become
less important.

Suitability may be partially replaced by
royalties based ou production upnits. Ia this
case, the racipiert will not be refunded for
his efforts to make the *“~chnology work, but
he has not to pay for the technology itself.
At the same time, the supplier wmay be
stimulared to assist the recipient in arriving
at industrial prnducticn in order t» obtain
royalcies.

No suitabilicy  guarantee  should be
contracted, if the supplier only accepts a
"magative" suitability guarantee whose mwmain
purpose is to disclaim or exclude iuplie

warranties existing under the relevan.
applicabie law.

(d) <Check iist
1. Type of technclogy
- proven/unproven

- familiar/unfamiliar to recipient

- commercical exgpioitation by sup-

plier or others

2. Geope of g.aarantee
- achievemerc of specifiad results

~ coumnercial exploitabilitv, feasi-

bility
- industrial exploitabiiit,
~ tLecnnical exploitability

- rtight of visit te supplier's plant

3. Criter-a for measuring suitabilify

- <conditions at recipient's plant

~ conditions specified in the agree-
ment

- counditions at supplier's plant

- adequacy of conditions for reci-
pient's situation

- definition of commercial, indus=
trial, technical exploitabilicy

- specification of wvisits to sup-
plier's plant

4, Separation of responsibilities

- third party involvement with
effect on suitability guarantee

- 1independance of suitabilicy
guarantee and obligation to use
technology

- interdependance of (limiced)
suitability guarantee and type of
payments (down payments regardless
of suitabilicy?)

5. Corrective action

- forms of rectif.cation

- form, extent of damage claims

- right of (unilateral) termination

6. Alternatives

- strong performance gusrantees

- yprior information on technology

- technical assiatance by supplier
(on preferential terms}

- payments in relation to effective
production only

- application of implied warranties
of relevant law

7. Requirements under applicable law
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LICENSING OF TRADEMARKS - THE EXPERIENCE OF
INDIA

The following is extracted from a psper
recently received from Mr. S. Kapur, Sacretary
to the Government, Punja> Transport Department
at Chandigarh, India on the transfer of tech-
nology, licens.ng of trademarxs and consultancy
servizes, according to the experience of
India. We feel this will be of some interesc
to our readers, so in this issue you will be
abie to read cthe section pertaining to
licensing of trademarks. The nexft issue will
confain the relevant section on consultancy
services,




General pos:tioan

Like patents, trademarks are limited mono—
poly rights granted by a governmect within its
territorail jurisdiction. As in the case of
patencs, registration of a ctrademarx by a
company in itf own country does not automsti-
cally give protection in other countries of the
wvorld, and if it desi-es to establish claim of
ownership of a trademark and its protection ia
any foreign country it hkas to register the mark
in such country and observe the relevent local
lavs and regulacions vwith respect to renewai
and fees etc. The position would, however, be
different ia the case of countries which,
unlike India, are signatories to Internatioasl
Couventions like the Paris Convention. Trade—
mrrk vtegistration abroad is facilitated by
international treaties, conventions or other
reciprocal arrangements in the country. An
important differeuce betieen a patent right and
a2 trademark is in the life of the right. While
a patent right is usvaily lisited to a fixed
period a trademark right can usually be
extended for an indefinite period by periodic
cenewals. Accordingly, while patent grants are
usually for the life of the pateat or pateats,
the term of a trademark license is not limited
by any such consideratiom.

Assurance of quality

The crademark 1s & wmark of identity
dist.nguishing the goods of the proprietor and
signifying to the purchasing put'ic a certain
quality awd comsistency of conteant or perfor—
mance. To preserve such identificaciou and
retain the goodwill in the mark the owner
licensor would cormally "..sist that che licensee
maintains quality standards that will not
detract from the goodwill or the market accep—
tance that has been built for the licensee's
products in the world markets. Accordingly,
trademarks license agreements always stipulate
1 positive commitment on the part of the
licensee to adhere to the quality aand speci-
fications laid down by the licensor.

License only on exclusive basis

Unlike a patent right ~hich may be granted
on an exclusive or non-exclusive basis, a
trademark license is normally graated to one
party within a country, for the trademark might
become common property if several parties were
given the right use it.

Coumon Law

In Common Law licensing of a urudemark by
its proprietor for use ian relation %o goods
other than those of the proprietor was aot
permitted on the grounds that such licensing
would result in deception of, and confusian to,
the purchasing pvblic. However, the trend of
modern commercial development has necessitated
a relaxation in, or rather a reversal o, this
rule ¢f Common Law.

Position in India

The oanly statute directly concerned with
trademark3 is the Trade and Merchaundice Marks
Act, 1958. It ia "An Act to provide for rhe
registration and better protection or trade-
marks and £for the preveantion of che use of
fraudulent marks on merchandise.’ This Act
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does not distinguish between foreign trademarks
and i1ndigenous trademarks.

In keeping with the objectives of the Act,
the provisions relating zo the use of ctrade-
msrks also aim at conferring rights on the
"Registered User” to take appropriate actio:
for preveating aisuse and infringemen” of th:
trademark.

Legal position

Under section 49 of cthe Act, all applica
tions for registration as Registered User
require approval of the Central Goverument
which, having regard to the circumstances of
the case and to the ianterests cf the general
public, and the developmenr of acy industry,
trade or commerce 1in India, wmay direct the
Registrar to refuse cthe application. The
Government of India has been using this pro—
vision to restrict th2 use of foreign trade
marks not in vogue in the ccuantry as also to
discourage those that are aiready in vogus, 1in
order that indigenous industry does aot face
undue competitioun.

Voluntary registration

These provisions do not cause any obliga-
tion on the proprietor or the user to seek
formal registration of the 'Trade Mark' or to
any 'Registered User' agreement under the law.
The only consecuence of regiscration is chat
.he proprietor/registered user can seek Che
pr.tection of law if there is any infringe-
ment . Non-registration by the wuser of a
'Register User' agreemeant does not probibit the
use of a trademark 1in Che country, proviced
there is agreement between the proprietor and
the intending user.

Foreign exchange regulation Act

Under section 28(1l)(C) of the Poreign
Exchange Regulation Act, 1973 a person resideut
outside India or a company which is not incor-
porated under any law io force in India or in
which the nou-resident interest is wmore than
40 per cent: "Shall not, except with the
general or special permission of the Reserve
Bank, permit any trademark which, “it -is
entitled to use, tc be used by any person or
company for any direct or indirect
consideration.”

The provisions of this Act can be used to
prohibit the use of & foreign braud nme only
if there is some cousideration, direct or
indirect. FERA companies, i.e. companies with
more than 40 per cent foreign equity holding,
can freely use trademarks in Indisx of which
they are proprietors. They caunot, however,
sermit the use of their brand nanes by any
other person or zompary in India, except with
the permission of the Reserve Bank of Iadia, if
they are to receive any considerstion, direct
or indirect, for such use.

Consideracion is the critical fsctor

Under  s=. .on 36 of the Trade and
Merchandige Macks Acz, 1958 the registere’
proprietor of a crademsrk can assiyn his rights
to any -~"het person and to give effectual
recelpts for any consideracinm fer  such
assignment. Any foreign company or FERA




cvwpany can  assign a2 trademark under cCchese
provisions without actracting provisions of
FERA, provided these companies do not receive
any consideration for such assignment.
Thereafter, such ctrademark is the property of
the Indian assignee and can be used freely in
the courrrv.

Use of foreigu trademarks

For the last several years it has been the
general policy of the Government of India to
discourage the use of foreign brand names. It
is felt cthac foreign crademarks constitute a
reputation monopoly and inhibic develcpment of
reputations of domestic ctrademarks. They do
not bring im techaology; they are wmerely
promotional schemes for which there seems
little justification for paywent of valuable
foreign exchange. A stipulation is made in the
standard conditions »f all Letters of Intent to
the effect that in considering requests for
foreign collaboration:

"The use of foreign brand nawes will not
be permitted for the purpose of incernal
sales.”

In the letter of approval for foreign
collaboration, the standard condition reads as
under:

"Foreign brand cames will not ordinarily
be iilowed for use oa the products for
internal sales although cthere is ao
objection to their use on products to be
exported."”

However, the use of foreign brand names is
quite common in India. At one time, a large
aumber of foreign companies were operating in
the country. Afte: the enforcement of FERA
(Foreign Exchange Regulation Act) many of thea
have diluted their foveign share-holding and
becowe Indian companies; wmost of them continue
to use the trademarks of the erstwhile foreiga
companies (e.g. CADBURY, NESCAFE, EXIDE, H.M.V.
etc.:. There is nothing in any law to prevent
suth > se. FERA companies continue to freely
use foreign trademarks under proprietory title
or xsuitatle arrangements with the parent
company (e.g. LUX, SUF, EVEREADY, etc.;.

Use of hybrid brand name of trademark

There is nothing to prevent a foreign
company from permitting use of its trademark by
any person in I[ndia, provided there is no
considerazion for such use. Even where a
foreign ctrademark is not used by 1an Indian
company, the fact of association with a well
known foreign company is widely publicized
through the wmedia. Two common wmethods are:
(a) chrough a "iybrid" brand name or a crade-
mark clearly gshowing such assocation e.g.
TOSHIbA~ANAND, TATA-MERCEDES, ADVANI-OERLIKON,
MARUTL-SUZUKI; or (b) extensive newspaper
advertiseme~t. emphasizing the name of the
collaboracor through whose association the
product will be manufac:ured, e.z. Hyderavad
Allwyn and s5eiko of Japan. It may u~ noted
that the hybrid trademarks quoted in (a) are
[ndian brand names and not foreign. Further,
1 will be noticed that botn the private seccor
and public sector are making use of this devica.

Irn many cases "House Markas", i1.e. the name
nof the :ompany or a pacrt Lhereof, are also used

as brand names. When FERA was enforced,
several wvell-known foreign cowpanies operating
in India diluted their shareholding and esta-
blished Indian compaunies with the same name 48
the foreign company. In many cases the "House
Marks” continued to be used by the Indian
coapanies. DUNLOP, COODYEAR, CEAT, FIRSSTONE,
AVERY, =tc. are vell known brand names in India
as weli as abroad. These brand names are
associaced with the Indian companies, as well
as with foreign companies with the sam® or
similar names.

Even though all Foreign Collaboration
approvals contairc the usual condition:
“Foreign brand names will not ordinsrily be
alloved ror use for iacerunal sales, "Indian
companies arz actually using names like e.g.
VESPA-XE, VESPA-170, SUZUKI, YAMAHA, etc. All
these are very well krowa brands of Italian
aud Japanese two wheelers.

Despite the restrictive character of
Section 28(1)(¢) of the Foreign Exchange
Regularion Act, 1973 the Government of India
in 1976 exempted, by a general order, pesti-
cides and other chemicals ured for protection
of plants and life-saving drugs from these
provisions. In effect, the Government recog-
nized chat in relation to certain products,
the use of f-reign brand names could be
justified.

Foreign trademarks on capital goods

Ministry of Industry also anncunced in
1981 a decision to allow the use of suach
trademarks for internsi sales of capital goods
manufactured wich foreign collsboration. This
was a pragmatic, even though belated, relaxa-
tion of the existing policy ana recognition of
the tremendous progress made by the country's
capital goods industry which is poised to
compete with the industrial world's giancs.
It also wunder-scores the adminis.-atioa's
efforts ro encourage production of quality
good.,. Unfortuonately, this decision could nmot
be implemencea for a variety of reasons and
nas, therefore, remained on paper oaly. A
national debate is underway wheth : the
existing resttictive policy needs to be
continued. Advocates of change point out that
the Indian industry has developed and growa
over the years and there would seem to be no
reason to encourage it to keep on depending on
such arctificial and fragile props as protec-
tion from competition with foreign trade-
marks. A reversal of, or a r Jxation in, the
existing policy to refuse such transfers only
in a2 limitéd number of cases, where local
industries’ interests really warrant such a
dispensation, would be, they urge, in :he best
interer s of industry as also the co-sumer.

Remuneration for trademarks

Because of the peculiar nature of che
{adilan policy, a8 clearly indicated above, on
Ltmport of foreign Ctrademarks, remuneraCion for
their wuse by Indian licensee companies 1is
generally not computed and paid separately.
[t 19 normally lumped ‘with payments on account
sf know—how. Therefore, it would not be
appropriate o attempt any kind of detailed
analysis of such peyments 1n the Indian
content.
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tag such use of the ctrademark as may be
permitted) a royalty of up to 5 per cemt of
ex—-factory sales price =ainus standard boughc-
outs is normal!ly alloved for a period of 5
years. Besides, 3 per cent down-payment
(computed on the same basis for 5 years as the
royalty mentioned above) 1is also permitted.
However, louger durations (up to 10 years) sad
higher payments (beyond 8 per cent) are
sometimes permitted for exceptional! caswe.

* * ¥ ¥ ¥ ¥

SOFIWARE POLICIES IN SELECTED DEVELOPING

COUNTRIES

The following is extracted from a recent
paper written by Mr. Carlos M. Correa, Sub-
Secretary for luformatics at the Ministry for
Science and Technclogy of Argentina concerming
the commercialization of software. The paper
originally appeared as a couference room paper
ac the Ninth Meeting of the deads of Technology
Transfer Registries held last October 1in
Beijing, People's Republic of China. It is
planned to issue the complete paper later on

this year as a UNIDO document which may be had
on request.

The wmain objective of this chapter, as
mentioned earlier, is to describe the policy
and legal framework applied in a aumber of
selected developing countries in connection
with software development and importation. In
order to obtain a comprehensive picture, the
analysis includes & brief reference to the
overall informatics policy implemeunted in such
countries, and particularly to the structure
of hardware supply. The latter is closely
rzlated to and strongly influencet the soft-
ware supply, due to a diversity of ctechmical
and commercial reasons. It is clear, for
instance, that because of compatibility
requirements in sowe cases and of suppliers’
pressure in others, hardware acquisition is
frequently tied to the licensing of software
provided by the same supplier. On th- other
cide, the type of hardware available, and cthe
existence or not or local manufacture thereof,
ser important limits to the local production
of software, especially of systems software.

The review contained in this section will
focus on cthree developing countries that have
established well defined strategies aand
policies in the area of informatics: Brazil,
Mexico and India.

(a) Brazil

Governmental efforts to set the condi-
tions for the emergence of a Brazilian infor-
matics 1industry started in 1972, with the
creation of the Co-nrdinating Commission for
Data-Processing Activities (CAPRE). In 1976 a
national informatics policy was announced
sCructured around the following five
objectives:
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would enable electronic equipment and soft-
ware to be designed, developed and produced in
Brazil;

To ensure that national corporations play
a predowinant role in th+ natiocnal informatics
market;

To obtain a favourable bglance of pay-
ments in products and services related ¢t
informatics;

To create jobs for Brazilians and more
professional employment opportuanities for
Brazilian engineers and technicians; and

To create the opportunity for the de-
velopment of a Bratilian parts and components
industry in informatics.

The basic instruseant of such a policy has
been the granting of a market reserve to
national enterprises, initially in coanection
with wminicomputers, printers and terminals,
and later broadened to include microcomputers
and other items. While cthese segments of the
zarket were excluded to foreigo firms (even to
joint-ventures), their parZzicipation in Brazil
was promoted for the local production of
large-scale computers. As a result of cthis
policy, in 1982, 41 per cent of a US$2 billioca
market was supplied by natiocal firms, in wmaay
cises on the basis of national technologies.

Issues rtelating to software development
and importation came at a relatively late
stage of the Braziliaa informatics policy. in
1979, Presidential Guidelimes for the informs
tics sector outlined, among the respounsibili-
ties of the Special Secretaria: for Infor-
matics (SEI), "to provide stimuli, incentives
and guidance for the nationmal software and
services 1industries”. A Special Commission on
Software and Services, set up in 1980, pre-
pared a set of recommendstions with t view to
the development and cousoiidation of the
domestic softwarz and service industry. This
Commission issued a compre* re set  of
guidelines for that purpose.

The measures adopt ~¥ ia con—
nection with this issue . rollowing:

(1) considersation of sortware require-
ments in the appraisal of applica-
tions for equipment importatiomn aad
nanufacturing projects (SEI Norma-
tive Act V01/80 and 0l6/81);

(ii) preference to domestic alternatives
1a govecrnment procurement (SEL
Normacive Act 005/81);

(i1i1) 1inclusion of software requirements
into the state entities' Informacics
Mascter Plans (SEI Normative Act
a15/81);

(iv) joinc participation of SEI and the
National Institute of [adustrial
Property (INPI) in cthe evaluation
of contracts for software 1lmpor—
cation (Normative Act [INPI 053 and
SEL 013/81);




(v} establishment of a software registry
(SEI Normative Ast 027/82), which 1is
s pre—coandition, inter alis, for
ccntracting & given anftware by
State entities and the approval by
INPI of contracts for software
importation.

The criteria applied by INPI 1a com-~
anection with rhis lactter type of contract are
largely bssed on those applicable to know-how
contrauts under INPI Ncrmative Acc 015/7S.
Among other coansequences, this ‘mplies cthat
coufidentiality obligatioas may ocanly last for
five years, that exclusion of supplier's
liability for defects is not allowed, and that
the contracts may oot include restrictive
clauses.

One major criterion applied by INPI is
the requirement to trsusfer the source—code as
an integral part of the contract, in order to
permit the rtecipient sccess to the software
internal itructure snd ensble him to maintain,
adapt and improve it. Another important point
(as conterpiated ip SE{ hormative Act 027/82)
is rhat software developed abroad wmay be
registered when it is of relavant interest for
Brazil, there are 1uno local alternatives
available, and the rights to exploit, main-
tain, wupdate avd enhance it have been
transferred to a specialited national firm.

(b) India

India's policy ia the computing i.dustry,
as egtablished during the sixties, contem
plated chree stated goals: (i) to participate
in the ownership and control of foreign sub-
sidiaries; (ii) to satisfy, at the end of
that decade, most of the country's needs by
wholly Indian producers; (iii) to participate

in the wmanufacture of tae wmost advanced
systems available internaticunally.
While the first goal was parlially

attained - [BM refused <o accept local
participation and left ~he country in 1978 -
the second one was largely achieved through
Scate-owned enterprises (mainly ECIL) and
privacte firms. As to the third goal, between
1972 and 1980 the number of computers
installed in India grew 6.5 times and the
average tcchnological gaps fell from 8.3 to
2.6 years. *

The establishment of a local industry puc
strong requirements on s3cftwvare development,
for whicn the country was deemed to have
comparative advantages. Among other wmeasures
and mectanisms adopted, the creation of a
National Centre for Software Development and
Compiting Techniques, and the activities of
the i.egional Computer Centre (Asian Institute
of Technology) and cthe UNDP-UNFSSTD Interact
pros,ramse may be mentioned.

Major enterprises entered into chat
field. The Tata Gronp, ror instaance, esCa-

———

- See Joseph Grieco
dency and aufonomy: India's experience with
the international computer induscry",
International Organization, 36, }, Summer 1982,
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hlished = ;zinf-vialure wili burruugas for
sortware production.

() Maxico

Ia September 1981, the Mexican Governmant
implemented a programme t0 encourage the
developsent of a computer industry, alming ac
five basic goals: (1) to supply locally
7J per cent of the computer aneeds within five
years; (ii) promote exports; (iii) diversify
iovestment in the computer ssctor; (iv) pro—
mote national techaological devslopment.

The programme includes tax incentives,
preferential treatment in government
purchases, import quotas, etc., and sels a
aumber of requirements in connectiou with the
narticipation of local capital - as a micimum
31 per cent -~ and with regard to local coutent
and export performance.

Mexican policy on the transfer of soft-
ware is based on the law of transfer of tech-
nology, as amended in January 1982 and imple-
merited by the rules issued in November 198Z.
In accordance with this regulacion, contracts
relsting to the transfer (sale or leasing) of
computer programmes and to maintenance
services thereof must be registered with the
Regiscry of Transfer of Technology. This
obligation applies both to the sale and
leasing of programmes, but er~ludes programmes:

(1) for equipment of less than 8 bits
and ceatral memory of 48 Kb;

(ii) whose unique function is amusemenc;

(iii) consistiag of operating systems
embedded iato eyuipment which is aot
mainly aimed at data processing
(contracts on oroducciom cr process
control system, however, are subject
to regiscration).

In  principle, contracts relacing to
computer programmes are governed by the same
rules as any other type of contract falling
under the transfer of technology law.* Special
rules are established with regard to the kind
of informatiom tc be submicced with Che
application, and 2s o the requirement of
"technical guarantees” to be offered >y che
supplier.

Since the entering iuto force orf the new
Law, 296 contracts on computer software were
submitted for registration, out of which 20%
were approved and 92 rejected. The 296
applications considerzd tnvolved payments for
US$11.9 aillion; the approved con racts
amounted to US$5.4 rillion, that is with a
reduction of 55%. The applications referred
to involved 55 foreign suppliers (951 located
in the USA) and 22! firms domiciled in Mexico,
out of which 181 were majority owned by
foreign companies, and 381 wholly nationally
owned.

Rejection by the Reglstry was based on aspects

relacing to (i) confidentiality; (ii) lack of

. It should be norted cthat this law
applies to the 1mportation of software and to
the domestic transfer thereof as well,
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guarsateses as to quality and limitation of
ctesponsibilicy; (iiti) excessive prices;
(iv) existence of locsl supply of services
that could substitute Cthose to be imported.
Although the Registry has not yet defined
specific criteria for the evaluation of
software contracts, it is attempting to co-
ordinate 1its action with Cthe Secretarfa de
Programacién y Presupuesto and insert it in
the framewerk of the informatice overall
policy.

* * x * * %

REPORT ON THE STUDY OF TECHNOLOGY TRANSFER
IN THE PETROCHEMICAL SECTOR ON JHE
CAHAEARI INDUSTRIAL COMPLEX IN BRAZIL

The follcwing paper has been translated
from Porciguese and serves to show some of the
activities of the Brazilian National Institute
for Iadustrial Property (INPI):

1. Introduction

The purpose of this report is to show
some of the results of the study being carried
out by INPI om tecrnology transfer in the
petrochemical sector at Camagari.

The study wus divided into two main
phases. The first was to consist wmaialy of
gathering ianformation oan the mananer in wnich
technology transfer contracts were negotiated
and also facts related to the remittances made
by companies. The second phase would deal
vith the question of agreements between share—
holders and the question of the importation of
inputs, in parti.ular the importation of
catalysts.

This report, then, will just show some of
the results of the first phase. It is some-
what preliminary in nature, given the fact
that this phase has aot yer ended.

2. Companies investigated

The criterion used to select ctie firws
which enter into this study was basicaily cthat
of the existence of technology cransfer cou-
tracts analysed by INPI and limited to plant
establishment. Thus, there were 19 firms
which had submitted contracts for registra-
tion. In addition to these, two firms were
included vhose contracts were heid in the
Instituze archives, even though these had not
been pres:nted ior registration because chey
were prior to 1973. Consequently, 21 firms
were studied.

Tae majority of these firms are companies
incorporated under the system of a one-thigfd
sharehc!iding for each type of partner
(tripartite model). Tnere azc 2lso firme with
participation by foreign firzs sreater cthan
33 petr cent. In both these cases however the
dominant fact is that these foreign firms wvere
suppliers or liceasers of technology adopted
by national firms associsled with them.

This focal point was conceived in con-
formity wicth the foliowing associative wmodel:
the foreign partner shounld also be the actual
supplier or licenser of ctechnology. At the

unomeat there is as ye: no aeed to give further
corsideration to :his zodel, it being clear,
agvertheless, cthac one of the purposes of this
study was to assess its validity, since it was
a determining factor in the process of cech-
aology transfer at Camagari.

) The following aspects should be taken
1oto courideration:

- with respect to countries of origian of
suppliers of techmology, 23 contracts were
concluded with Uaited States firms, nine with
Japanese firms, three with Dutch firms, four
wvith Germau firms, one with & Danish firm. oane
with a United Kingdom firm, one with a United
Scates and Dutch firm jointly and one with a
United Kingdom and Japanese firm joiantly;

- In six of the 19 firms, there 1is
Jeapanese participatioan, either as investor,
suppiier of engineering cervices or owner of
the process;

- Uoized States firms are shareholders
in two cf the pilot firms, but scpply the
process technology for cthe majority of che
firms analysed;

= Ia the wmajority of cases, the foreign
partner is a supplier of ritler sengineering
services or prccess tecLnology;

- Concerning supp! .:rs of technslogy, it
is app opriate to poir' out the existence of
four categories, defined as follows:

— Private firms undertakicg productioa
activicies operating chemical or
petrochemical plants, making up the
@# Jjority of the cases;

-~ .ompanies -ngajed .1 the developmert
2f nev oroc2ises, wi.ere the patent
TiuCs coustitute Ctheir rein source of
revenue, such ag UOP;

- Internationa. engineering firms with
ctheir cwn procesass, as sublicensers
or subsupvliers, of which LUMMUS aad
LURGI are e¢xamples;

- State enterprises and bodies set up
and subsidized by their Governments
for the purpose of developing tech-
nology, such as DSM. :

The majority of the contrazts belong to
categories FTI + STE together and FTI alone.
Only 13 contracts include patent licences,
which shows that at the time the contracts
were drawn up, the foreign companies often did
not register their patencts in the country.

1. Contract clauses

Some of cthe coairact clauses taken from
the contracts of firms are shown bejiow.

(a) Secrecy

In the majority of cases the ctechnology
covered by the contractc was protected only by
foreign patents, with their owners not
registering chem 1ir Brazil, perhapé because
nur petrochemical 1:dusiry base 1s still 1n
its infancy.




Ine secrecy clause atTempCs to delay Che
nactional firm taking over ownership of the
technology being cegotisted, since what would
normally be purchased is treated as "licensed”
by this device. Thus, even il the technology
1s iomediately absorbed, the naticnal company
cannot deal in it with any other firm within
the country or outside.

In the petrochemical sector, the period
of secrecy defined in the contract is
generally longer than the period of validity
of the patert itself.

With regard to the contracts analysed,
30 contain extremely strict secrecy ciauses,
varying from a period of ten years, beginning
with the plant's operational start-up, to
open-ended. Of the remaining nine coatracts,
since two vefer exclusively to licenccs for
explcitation of patents and two do not have
this type of restrictioan, secrecy was 1o: five
years frow the beginning of production.

Ten coutracts vere drawn up with an open-
ended period of secrecy, though after the INPI
analysis, four of them were reduced to 25
years starting from the end of the contract
(the period of validity for all of them was 15
years after the start of operations). Of the
remaining six, one was reduced to ten years
starting from the date of signature; one to
ten years starting from the date of receipt of
each item of information; two to five ysars
as from the start-up of operations and for two
an indeterminate period was maintained.

Only f€ive other contracts had their
periods of secrecy wmodified after the INPI
analysis. The secrecy periods of 15 other
cuntracts were maintained, these varying on
average between ten and 15 years from the date
of start-up of production.

2f all the contracts, it was established
that only two really relaced to the purcnase
of ctechnology, no clauses escablishing a
period of secrecy being included in the
objectives.

(b) Production capacity

Another clause compon toe  technology
transfer contracts is the one regulating
installed production cspa:zicy. Above the
capacity for which che uanit was planned, the
national firm will have to pay the excess
production achieved or, in certain cases,
negotiate nuew contractual terms with che
supplier of technology in cases of expansion
or even the installation of a new plant.

Of the 43 agreements drawn up, only two
do not Gave restrictions limiting inscalled
capacitv; 22 :ontaired in their Cterms the
amounts to be paid in the case of a possible
expansion, or even inscallation of a new
unit; and (9 limited the "licence” to a fixed
installed capacity, not laying down conditions
for expansion.

Trese restrictions should not be seen
separately from those of secrecy, siuce they
are complementary. Thus the fact i», even if
a4 national firm mansgad to absorb the trans-
ferred technology, it would be prevented from
carrying out Lts project of expansion,

There is ao doubt that these two restric-
tions - secrecy and control of production
capacity = are the most pernmicious if ora:
thinks in terms of the absorptior of ctech-
nology and its development.

Consequently, it cun be stated that, by
the form of contract which they negotiated,
priancipally ia resgect of these two matters,
nativaal firms renounced, for a long time, the
development of their own technology.

{c) Guarantee of performance and patents

Of the 43 contracts analysed, 18 did not
include clauses guaranteeing the performance
of che unit. Of the rewmaining 25, two fixed
the "liability" at 50 per cent of the value
owed in respect of techmology, while in the
remainder the percentage relating to guarantee
of performance did not reach 50 per cent, the
fact being that in several agreements it was
found that the responsibility value fixed did
aot Tepresenc 15 per cent of the value of the
technology.

With regard to> the patent guarantee, in
vhich the supplier affirms that he will be
tesponsible for any actiom or lawsuit
initiated againet the recipient in respect of
the use of pateats belonging to third parties,
this wvas found tc be total in only chree
contracts. In nine agreements there are no
responsibility clauses, while in 29 contracts
this guarantee is partial, in many cases
included in the 50 per ceat of ctotal
"liability".

(d) Export restrictions

Only two contracts contained export
restrictions. While these did nct preclude
the exporz process, they did make the supplier
of technology the exclusive agent for the
export sale of contract products. These
restrictions were retained afrer che INPI
analysis.

Lt snould be borne in mind that these
restrictions probably appear in agreements
between shareholders, since this was the
normal practice at the time, ian order ¢to
escape the coutrol of INPI. This question can
only be resolved ian the second phase of this
study, when it is intended to analyse the
snareholders’ agreements signed between Che
parties.

(¢) Obligacion to purchase inpucs

The zmain input which is the subject of
this obligation is the cacalyst.

Only four contrscts include provisions
regarding the obligacion to buy this input,
whether from the supplier itself or whether
from a source designated by the supplier.

However, as in cthe case of export re-
strictions, cthis obligation must probably be
set out in other sgreements, for example, in a
contract of guaranceed supply.

As the production of catalysts in the
country 1s in principle not viable for resasons
of scale, their importation was inevitable,
the only remaining question in this circum
stance being that of ctheir origin.




Mesnwvhila  ir  wonld  ne
tackle this aspect iu the secound phase of the
study, 1o which ixports by each of the firms
connectcd with the Export Trade Departmentc of
the 3ank of Brazil (CACEX) will be surveyed.

(f) Form of payment

Among the agreements negotiated, fixed-
price payments predominate, with 36 contracts
following chis form. With regard Zo the
remaining contracts, two of them wused a
percentage on liquid sales; two used fixed
price pnlus fixed price per unit of product;
and three were free.

The explanation for the fact that the
majority of contracts had a fixed-price form
of payment, is to be found in the partici-
pation of the supplier of technology in the
capital of the natiomal firm, givea the fact
that the payment for the technology was made
through shares in the company.

(g) Other restrictive clauses

In addition to the restrictive clauses
menrioned above, other clauses equally con~
trary to the interests of the national firm
were found, such as:

~ The "licence" is subject to a pre-
determined percentage of participatioan in the
share capital, or alternatively where the
supplier ceases to hola x per ceant of the
joint venture capital, the licence would be
cancelled;

- [Improvements relating to the tech-
nology which 1is the subject of the contract
would have to be bought by the receiving
company, even if chese Iimprovements vere
developed during the contractual period;

- The receiviag firm could not request
patents covering the information transmitted
in the contract;

~ The supplier would not take respon-
sibility for 1loss of profits, arising from
faults in the productive process;

- Clauses excluding Brazilian legis-
lation.

In the 17 contracts where some or the
other of these restrictions werc observed,

these were retained after the INPI analysis.

4, Remittance of foreign exchange in respect

of technology and engineering services of

selected petrochemical companies

This part sects out detasils of remitctances
in respect of ctechnology transfer resulti(ng
from contracts with selected firms.

These data were obtained from the Central
Baak of Brazil, by consulting the Registration
Certificates and the respective Remittance
Extracts of each of the companies, in the
period January 1971 to June 1981 inclusive.

The information contained in these
extracts rvefers basically to the beneficiary
company, the year in which the remittance was
made and the type of remittance.
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33ié of iue igiormaciom it is
evident that during the setting up of the
Bahia petrochemical complex, cthe amounts
remitted were alout US$93.4 2illion as pay-
ments for technclogy transfer, made up of
US$27.7 million for technology whether
patented or not and US$65.7 million for
engineering services, corresponding respec—
tively to 30 per cent and 70 per cent of the
total remitred in the period from January 1971
to June 1981.

Do pha
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With regard to the cr intries of origin of
licensers, suppliers of te:hnology and
providers cf services, the United States of
America, Netherlands and Japan stand out by
order of magnitude, accounting for about
80 per cent cf the remittances effected in
that  period, of which 58 per cent were
payments for services and 22 per ceat for
technology, with the United States of America
standing out in respect of the la%cer.

Octher information obtained was on the
ratio b2tween remittauces and investments.
Tor better understanding and aiso for clari-
‘ication of these relaiionships, the companies
vere divided into five groups, as follows:

SROUP 1 -~ companies wheres Petroquisa's share-
holding is greateyr thaa 50 per cent
and the remainder of the shares do
not include any significant holding
by any foreign group;

GROUP 2 - made wup of companies vwhere cthe
shareholdings are distributeu io
accordance  with the tripartite
model;

GROUP 3 - gzroup of companies where the
majority of the share capital is
held by 2 private national group
and, in some cases, by a government
investment agency, with minority
shareholdings by foreign groups;

GROUP 4 - companies where the shareholdings
of the foreign partner and the
national partner are equal, with
the Governmeant having a minority
sharcholding;

GROUP 5 -~ foreign companies.

It will be noted that the criterion of
grouping companies by ctheir share composition
determined the corresponding investment
profile of each of the groups defined.

It can be scen that the companies
comprising Group L, being under the majority
control of Petroquisa, whose function was to
supply raw materials co the companies in the
remaining groups, are characterized by average
investments of large proportions.

Companies naking up the remaining groups
attracted wmedium or small-scale investment,
depending on whether tie joint capital
contributed by the economic agents iavolved
(privete national groups, foreign groups or
Stace) was equally distributed, in the case of
Groups 2 and 4, or unequally, in the case of
Groups 3 and 5.

The important thing to emphasize 1s Chat
since small-scale investments continued, in




zhe ==2iz, o bz subjait s the cajoriiy <oa
trol of national groups, this fact ultimately
refiected the real differences in financial-
economic support between the rhree types of
partners. This is also reflected ian the high
ratio of remitiances Co investments in Group 3
compared with Group 2, which could be
explained by the incipient bargaining power of
private narioral groups 1in dealing with
foreign suvppliers of technology, when
Petroquisa was noC at their side or only to an
Ltusignificant extent.

Another factor which tends to .ncrease
that ratio is the degree of foreign partici-
pation in the share compceition of compaaies,
vhen thls is not coupensated by Cthe partici-
pation of Petroquisa, which can be seen by
comparing Croups 3 and 4.

In the case of Group 5, which shows
small-scale investmeat with the total capital
being foreign, the ratio is similar to tha: of
Group 4. Indeed, 1i1f tl.e expenditure aand
techoology arc considered as bYe‘ng in affect
remictances (US$2.8 million), the ratio would
become 6.2 instead of 0.2. However, since
most of the expenditure on technology was
converted into investment, the ratio in the
table is understarted.

To summarize. it can be sctated that che
lowver remit-ance/investment ratio of Group 2
in relation to Groups 3, 4 and 5 is due to the
presence of Petroquisa in cthe forser, while
the lower ratio of Group 3 in relation <o
Groups 4 and 5 is explained by the high or
total foreign participation in cthe share
structure of the companies in cthe last ctwo
groups. Thus the lower the degree of parti-
cipation by Petroquisa, ctogether with a
greater participation of foreigan groups in the
enterprises, the higher the ratio of ctechnolo-
glcal remittaices to lnvestments made.

Recent legislation

DRAFT REVISION OF DECREE 2442 - Venezuela
EXPLANATION OF REASONS FOR THE DRAFT REVISION

I. Introduction

Venezuela has experienced radical changes
in its economic situation which oblige 1t to
adopt new sctrategies and develop policies
better adapted to national interests.

One sector which calls for urgent
priority attention is thas  of foreign
investment and the transfer of technoiogy to
the country.

To that end, the Office of the
Superintendent of Foreign Investment organized
a seminar on "Foreign Investment and Economic
Development", which was held at Caraballeda
from 20 to 22 June 1984.

The 3tatements by the eminent persona-—
lities who attended the seminar as represen-—
tatives of the Government, entrepreneurs and
workers and the work of the specialists in the
various fields covered by the complex subject
nf foreign investment and importation of

chhuoiogy snowe< signilicant 4gr2ement on the
need to adapt cthe system, stimulate forergn
iovestment ia certain secfors and explore
methods of assimilating technology.

In order to follow up the achisvements of
Che seminar, the Office of the Superintendent
of Foreign Investment immediately established
A coumittee consisting of officials of che
Cffice and other public administration bodies
concerned with the subject, and invited
vdrious persons from the private sector who
were expert in the matter tc participate.
Thus, a =ultidisciplinary group was formed,
the work of which culminated in cthe draft
revision of Decree No. 2442 on which we are
about to comment.

II. Principal characteristics

The principal characteris=ics of cthe
draft decree beiag proposed to tn. National
Executive through the Ministry of Finance may
be summed up is follows:

A. Reduction of bureaucratic forwaiicies

formalities which administrative practice
itself has shown to be superfluous are elimi-
anated so that the proposed regulations consti-
tute a body of law with a high level of prac—
tical sense. without reducing cthe uecessary
control which the State must exercise over
those aspects which require supervision by the
competent national body in accordance with the
provisions of Decision No. 24. It should be
emphasized that all the amendments are in
keeping with the spirit and purpose of this
Decision.

B. Grouping together of related provis_.ons

The draft decree groups together in a
single body of law provisions which had been
srattered cthroughout different legal texts
such as Decree-Law No. 746 on technology con-
tracts already existing on 31 December 1973,
Rrsolution No. 324 on reinvestments and cther
Resolutions of the Ministry of Finance or the
Office of <the Superintendent of Fcreign
Investment, which were very complicated to
cope with. This has led to the presentation
of a text cortaining all ihe basic regula-
tions, which will be easier to consult and
will speed up decision-taking by notential
investors.

C. Limitation of excessive discretionary
latitude

The draft attempts cto establish clear
rules both for the Office of the
Superintendent of Foreign Iavestment and for
the investors. In that way, juridical gaps
have been filled which had rendered dealings
with the body concerned more difficult and
left a wide field open for discretionary
interpretations. However, the Committee
preferred co retain a certain amount of
discretion for the competent national body as
the only way of rapidly dealing with and
solving certain problems which  were so
variable and changeable that it was impossible
to adogt universal formulae for their solution.

[II. The most important provisions of the
dratt decree




i. turrency tor registration

In accordance with the provisious of
Decision No. 24, registration in foreign
currency 1is effected 1a all the countries
of the Andean Pace, except Venezuela.
Registration in foreign currency should not be
coafused with a guarantee by the State to sell
dollars or other foreign currency at the rate
of exchange at which the investment was made,
since Decision No. 24 itself clearly states
that the raie of exchange for the re-export or
transfer abroad of any sum to which the
Lovestors are encitled shall be that ruling at

the time rhe transfer is made. Registration
ta  foreign curreacy should be seen as a
security for the investor, whc even in Cthe

event of a strict exchange
would have guaranteed access
exchange warket, up to the amount and within
the limitations estahlished by Decision
No. 24, in order to make the transfers abroad
to which they are entitled. It is considered
that as well as complying with the ilegal
requirement under Decisiom No. 26 to permit
registration in fully convertible currency,
the 1implementation of this provision would
generate a seuse of security and coufidence in

control system
to the foreign

foreign investors. It is proposed that new
foreign investment should be registered
directly in United States dollars or,

«zcording to the wish of the investor, in any
ocher fully coavertible currency admicted by
the Central Bank of Venezuela.

With regard to investments made before
18 February 1983, it is proposed to facilitate
the corresponding registration in dollars, at

the rate of Bs 4.30 to the dollar. In this
respect, it should be pointed out that this
seems (O De the most just and reasonable

solution since foreign investment before that
date was in fact made at the rate of Bs 4.30
to the dollar. Any other solution could be
cousidered discriminatory againsc foreign
investors with investments already existing on
16 December 1983, since it would give
preferential treatment to foreign lenders (for
whom the debt has indeed been recognized at a
rate of Bs 4.30 to the dollar) over che
inovestor and would also produce the immediate
and undesirable effect of arousing mistrust
and reducing incencives for pocential
investors.

2, Reinvestment

With regard to the reinvestment of
profits, provisions found in different texts,
such as Decree No. 2442 and Resolution No. 324
of the Ministry of Finance, have been included.

The provisions also adopt the admini-
strative practice which had been followed by
the Office of che Superintendent of Foreign
Investment with respect to relnvestment,
likewise making it possible to accumuiate over
one or more financial years the reinvestment
to which the investors are entitled.

3. Non-remittable profits

[n gzenera', the existing system for Che
distribucion and remiftance of profits and the
re-export of capital has been <clarified,
astablishing the Llimits within which foreign

iavestors may remit their profits abroad and
the alternatives of investment or ucrilization
available for non-remictable profits, with the
formalities to be complied with in each case.
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4. Control of undertakings

The articles of the draft decree group
together the powers granted to shareholders
for the appointment and dismissal of officials
and wmembers of cthe boards of directors,
irrespective of nationality, these being the
povers which guarantee che control of the
undertaking by particular shareholders. In
this way, the proposed regulations provide for
the expression of the will of national and
foreign shareholders.

5. Coaversion of undertakings

With regard to the conversion of
undectakings, it 1is proposed to adopt che
provisions of Decision No. 24 - for example,
not co require prior authorization for the
sale to aational iuvestors of shares, capital
holdings or rights which are che property of
foreign investors in undertakings operating in
unreserved sectors, which will  @mean a
substantial redu:tion ia the procedures which
have to be gore through at the Office of the
Superinzendent of Foreign Investment.

6. New investments in ~eal estate

Although these are not expressly covered
by Decision No. 24, .a noew chapter is
introduced designed to regulate situations
resuitincg from the acquisition by foreigners
of real eatacte in the country, it being
clearly established that such acquisitions are
authorized provided that the resources used to
pay for the purchese come from abroad and tie
procedure of subsequent registration at the
Office of the Superintendent of Foreign
Investment is compiied with. This regulation
is necessary, since it is not possible to
apply to chis type of investment the same
rules as co investment for commercial or
industrial undevtakings, such as the rules on
the conversion of undcr:iakings or the control
of the technical, administrative, commercial
and financial wanagement of the undertaking.
At cthe first meeting of cowpetent national
bodies responsible for the implementation of

the Common Reguletions ovn the Treatment "of
Foreign Capital, held at Lima, Peru, in
July 1982, the need to establish special
regulations for investment in the real estate

sector was specifically mentioned, but so far
none have been promulgated; the proposal
would fill chis gap

7. External credit
With regard to the utilization of

external credit, it 13 stipulated chat
external credit contracts for periods of wmore

than two years shall require prior
authorization from the Office of the
Superintendent of Foreign Investment whereas

for credit facilities of up to two years it
will only be necessary to register thr- after
each utiiizacion, which simplifies the
formalicies without altering the regulations
curreatly in force.
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With respect cto the ctransfer of tech-
nology, provisions to be found in different
instruments have been  brought together.
Jecree Ne. 746 of 11 February 1975 contains
provisions which are wmoatly of tewporary
validity, and some restriciive clauses which
were to be deleted from contracts alreaay
existing an 31 December 1973. These
restrictive clauses have therefore been
collected together in the drait decree and
their meaning and present application
clarified, thus simplifying the processing of
contracts  which do oot require prior
aisessment, such as contracts which do not
stipulate any cons‘deration in return, vwhich
are  subject to a  special <registration
procedure.

9. Capitalization of external credit

It is proposed to include in the tran-—
sitiocal provisions a mechanism to authorize
the capitalization of credit balances by the
holders of credits in foreign currency con-
tracted before 18 February 1983, which will
mean a  decrease in the level of private
foreign debt and a consequent saving 1in
foreign exchangs in the short and medium term.

0. Trans{er of shares by reason of
succession by a residuary legatee

Whea shares are transferred, by reason of
succession by & rtesiduary legatee, from a
national investor to a natural person of
foreign nationality, ano prior authorization
from the Office of the Superinteadent of
Foreign Ianvestment will be required nor will
the rules set forth in Decision No. 246 of the
Commission of the Cartag~na Agreement
concerning the limitation of shareholding by
foreign investors apply.

11. Procedures and recourses

In general, all the provisions which it
was considered came within the reserved legal
area, or which were already governed by rhe
Organic Law on Administrative Procedures and
other laws promulgated during the time in
which the decrees whose revision is proposed
were in force, have been deleted from the
regulations.

IV. Final couments

The Committee's work was at all times
subject to the parameters set by the framework
of the regulatory area.

By reason of this limitation, no attempt
whatever was wmade to alter the spirit and
purpose of Decision No. 246 of the Commission
of the Cartagena Agreement, which is the
goveraing instrument of the common regulations
tor  foreign investment and ctransfer of
technology within the Andean Group.

An analysis of the draf: cecree will show
that its fundamental orientation is towards
the adaptation of cthe regulations to the
economic circumstances prevailing in Venezuela
and in the world. The Committee is conscious
that the text submitted i1s subject to further
revision, and is therefore ready to conas’der
Any new element which might help to Ltmprove
the draft.
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