
                                                                                     

 
 
 

UNITED NATIONS INDUSTRIAL DEVELOPMENT ORGANIZATION  
Vienna International Centre, P.O. Box 300, 1400 Vienna, Austria 

Tel: (+43-1) 26026-0 · www.unido.org · unido@unido.org 

 

 

 

 

OCCASION 

 

This publication has been made available to the public on the occasion of the 50
th

 anniversary of the 

United Nations Industrial Development Organisation. 

 

 

 

 

 

 

 

 

 

 

 

 

 

DISCLAIMER 

 

This document has been produced without formal United Nations editing. The designations 

employed and the presentation of the material in this document do not imply the expression of any 

opinion whatsoever on the part of the Secretariat of the United Nations Industrial Development 

Organization (UNIDO) concerning the legal status of any country, territory, city or area or of its 

authorities, or concerning the delimitation of its frontiers or boundaries, or its economic system or 

degree of development. Designations such as  “developed”, “industrialized” and “developing” are 

intended for statistical convenience and do not necessarily express a judgment about the stage 

reached by a particular country or area in the development process. Mention of firm names or 

commercial products does not constitute an endorsement by UNIDO. 

 

 

 

FAIR USE POLICY 

 

Any part of this publication may be quoted and referenced for educational and research purposes 

without additional permission from UNIDO. However, those who make use of quoting and 

referencing this publication are requested to follow the Fair Use Policy of giving due credit to 

UNIDO. 

 

 

CONTACT 

 

Please contact publications@unido.org for further information concerning UNIDO publications. 

 

For more information about UNIDO, please visit us at www.unido.org  

mailto:publications@unido.org
http://www.unido.org/




1.0 28 25 

J.. 111113-~ 

lllli 2
·
0 

!11111.s 

111111.
25 

111111.
4 

111111.
6_ 

~, 11 r f H , ( I d , r' ; if , r JI I ! r ! r i ~ J T ~ : r f lf· p r 

,.. . •.• i :.·.· : .• ' 

·:.·. :... ' .... ', . ',';.·: . 



TECHNOLOGICAL INFO.'.U':i\ TION EXCHAt!GS SYSTEH 

(T.I.E.S.) 

r !SCHNOLOGY TRA!l3FSR PAYMENT EY.CP-~NGS SYSTEM , J 
-

A CO.MP.ARATrvE EXERCISE 

PR::: PARED BY: 

S .L. KAPUR JOn!i' SECRETARY 
MINISTRY OF INDUSTRY 
GOVF.RNM2NT OP H.1DL1\. 

A~JD 

R.M. SETHI o:c;PUTY SECRETARY 
.MINISTRY OF .INDUSTRY 
Gov:.:":RNHENT OF INDIA 

-· 



, 

I 

TECHNOLOGICAL INFORMATION EXCHANGE SY~.EM 

T:CCHNOLOGY TRANSFER PAYMENI' EVALUf4.'ION 

A Comparative Exercise 

Introduction : 

In this age of science and technology, the development, 

transfer and regulation and control of technology are 

crucial issues of national policy in both the developing 
. 

and the developed economies. The importance of .science 

and technology for social and economic development was 

stressed at the Unite d Nations Conference on Science anc 

Technology for Development {held at Vienna in 1979) and 

at the recently concluded NAM (Non-Aligned Meet - New 

Delhi, March, 1983). 

It is true that much of the Technology Transfer between 

countri£s, is accounted for by the already industrialised 

countries. These industrialised countries buy and sell 

and pay for technology, more to each other, than the 

paymeut s accruing to them from the sale of Technology to 

developing countries, including the newly industrialising 

countries. 

According to a UNI DO Study 1 UNIOO has e stirrated that the 

trade in technology by a~veloping countries, in terms of 

fees, r.oyalties and other payments for technical know-how 

and specialized services could increase from around 

This study does not in any way reflect the views of the 
Govt. of India. The findings and the opinions herein 
expressed are o~ly those of the authors for which they are 
solely responsible. No direct reference may please be made 
to the individual sectoral data. 
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$1 billion in 1975 to over $6 billion by 1985. This 

would constitute about 15% of the total trade in technology 

which, if the growth in the period 1965-1975 is maintained 

in the period 1975-1985, is likely to be in the order 

of $ 40 billion by the mid 1980s. Most of the payments 

made by developing countries would be for technology 

and know-how imported from the industrialised countries 

and would represent payment outflaws by the Third World 

as a whole. The figure can,. however,. be considered an 

under-estimate since it takes no account of under-payments 

th::cough the manipulation of transfer prices or for the 

cost of technology transferred implicitly via sales of 

product and the payment for foreign personnel. 

At the same time, there is a powerful urge in the 

developing countries to raove away from their traditior!al 

major contributor to National Income - Agriculture, to 

Industry as a source of :i ivelihood for their people and 

to provide a larger measure of goods and services which 

they now demand. 

Instead of rediscovering the wheel, nearly ~11 countries 

recognise that the quickest way,. and often the sure st,. is 

to buy the Technology. In this purchase ·and sale of 

Technology, governmental intervention is a fairly recent 

phenomenon. Under Perfect Market conditions, it would not 

have been necessary perhaps, to have governmental 

•• 3 
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intervention, but unlike many goods, Technology is 

one of those goods, if at all it can be classified as 

such, which lends itself least to Perfect Competition. 

The buyer and the seller are not always on the same 

footing. Except in t be case of the simpler types of 

readily avai-lable, off the shelf, technologies, in 

many cases, especially in the case of the state of the 

art technologies, the technologies ai:e available only 

with a select few firms. .Even if the Technology is 
YI'\ 

not ~onopolistically held, it is closely held by a few 

firms operating oligopolistically. The difference in 

the information available with the buye7 is almost by 

definition inferior to that available with the seller. 

He knows that he wants to produce a particular product., 

yet he does not knoll what are the details, the secrets 

of proaucing it, and, therefore, when bargaining for 

the technology is at an inherent disadvantage. 

Since developing countries acquire a major part of their 

technology from abrood, policy makers in these ccuntrj_es 

are increasingly interested in various aspects of techno

logy, transfer, particularly in its regulation and contr•:>l. 

Governments being aware of the Imperfect .Market in 

Tecbnoloffij and with a view to achieving a multitude of 

other objectives,, have announced technology Transfer 

Policies. One such Pl>licy Statement has recently been 

•• 4 
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issued by the Govt. of India (Jcln. 1983). The national 

aims have been indicated as : 

The basic ob-jectives of thta Technology Policy will re 
the development of indigenous technology and efficient 

absorption and adaptation of imported technology appropriate 

to national. priorities and resources. Its aims are to : 

a) attain technological competence and self-reliance,,. 

to reduce vulnerability, particularly in strategic 

and critical areas. making the maximum use of 

indigenous re sources; 

b) provide the maximum gainful and satisfying employment 

to all strata of society, with empha si. s on the employ

ment of women and weaker sections of society; 

c) use traditional skills and capabilities,, making them 

commercially competitive; 

d) ensure the correct raix between mass prOduction 

technologies and pruduction by the masses; 

ei ensure maximum development with minimum capital outlay~ 

f) identify obsolescence of technology in use and arrange 

for mooernisation of both equipment and 41 technology; 

g) develop technologi<:?s which are internationally competi

tive, particularly those with export potential~ 

... s 
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h) improve production speedily through greater efficiency 

and fuller utilisation of existing capabilities. and 

enhance the quality and reliability of performance and 

output; 

i) reduce demands on ene J:IJY, particularly energy from non-

renewable sources; 

j) ensure harmony with the environment, preserve the 

ecological balance and improve the qualjty of the 

habitat; and 

k) recycle waste rraterial and make full utilisation of 

by-products. 

Central Regulatory Agencies have also been set •1p in most 

of the Developing Countries. so~e of the important 

objectives in setting up these Agencies are .: 

a) to keep track of, and regulate, the purchase and 

sale of Technologies and flows of foreign investment: 

b) to guide & protect the domestic buyer of Technology; 

c) to protect indigenous industry 1 especially again st.. 

the marketing strength of foreign brand names, or 

foreign competition; 

d) to enccurage the use of indigenous techno:togy 

•• 6 
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wherever available, and to encourage the 

development of Indigenous Research and Development, 

and Scientific and Tecnnical Manpower; 

e) to keep a watch that no undue payments are made or 

agreed upon Collusively. especially where foreign 

exchange rates are controlled, and where foreign 

exchange is a scarce commodity; 

f) to determine whether,, the technology is required 

by the country. and whether the domestic firm 

possesses the necessary ptrength to absorb and 
a._. 

ad0pt this technology. 

The above recital is not merely for the record. As we 

shall show,, this has implications which have to be borne 

in mind while carrying out Technology Tran sf er Payment 

Evaluation,, and which create difficulties in applying the 

1guidelines 1 evolvt3d by the UNIOO Secretariat_;as the sole 

criteria for Technology Transfer Evaluation. 

Methodology Followed 

we had the benefit of the Phillipino, Portugese,, and 

Egyptian Studies when undertaking our own study of the 

Indian Case according to UNIOO' s Guidelines. 

we ~ball first dwell briefly on the mechanism available in 

•• 7 
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India for Evaluation of Technology, and how such 

Technology contracts are given final goverz,rnent approval, 

and thereafter on the methodology followed in the 

present aflalysis. 

To date India has approved over 7500 Foreign Collabora

tions. This includes Technology Transfer Agreements .. 

as well as those involving only Foreign Equ-ity Investment 1 

or a mixture of both. Some of the simpler types of 

technology transfer which a_..-re either ingrained in the 

purchase of Capital Goods and equipment,, or simple 

Technical Training Agreeme..1t s between firms,. or Technical 

Services ren-]ered by the foreign firm through the 

services of its technical personnel, and which are not 

covered by the ~orrnal Technology Transfer Agreements, 

get excluded. This last category, which constitutes 

a fairly large percentage in the case of many other 

countries., is governed by the powers delegated to the 

Central Bank (Reserve Bank of India), or to the A.dministra

tive Ministries, to sanction,, for various lengths of 

time, and according to norms recognised by the Ministry of 

Finance, the availing of z ervice3 of foreign technicians 

and payments therefor. An ex3mple will clarify the 

position. Firm 'X 1 wishes to buy the Technology for 

producing Sponge Iron by the direct reduction process. 

In its proposed collaboration it wishes to pay as follows: 

••• 8 
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(i} Royalty - as a % on its Net Sales Value. 

{ii) 1Down payments 1 called 'Lump sum', in India; 

{iii) As part of the 'Down Payments 1 to pay for the 

Engineering S ervices including deputation of 

Foreign technicians to India. 

{iv) Training of its Personnel in Indiaz or abroad. 

{v) Any other payments. 

for this it may make a cornprehensive proposal to the 

Registry, which will be sanctioned. 

Firm •x• also wishes to import certain .Equipments and 

Plant, fm:'which it again applies · ... o a different section 

of the Registry and which is than approved. Now let 

us say Firm 1X1 wished only to import Capital Goods 

and Equipment, for which it applies to the concerned 

Committee, thmugh the concerned Iegistry Section. The 

Engineering services involved in t!r~tion and commission

ing __ .are incidental to the installation of the Plant. 

Such payments/approvals are out side the scope of what is 

deemed foreign collaboration. Again Firm 1Y' wishes only 

to avail of the services of a Foreign Technician for say 

3 months or 1 year.. Here depending upon the duration, 

the approval will l::e givan by the concerned authorities, 

and such approvals are again not computed or accounted for 

by the Central Registry for Technology Transfer. 

..9 
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Finally Firm •yr wishes only to tr.a.in its personnel in 

India or ab~oad, here ag ain it need not necessarily come 

to the Technology Registry. So all the above recited 

cases pertaining to Firm 'Y 1 are exclt:.ded from the total 

figures of 'l?echnology Transfer Agreements in India. 

Finally there are certain special type of cases, where 

the investments are extra-ordinarily large,, and which 

are governed by separate orders of government,, such as 

F~rtilizer Plants, and the Oil Sector which are excluded 

from the purview of the Central Technology Transfer 

Registry~ 

No doubt all th~ irrportant, and the bulk of the cases, 

a1:e accounted for by the Central Registry 1 but we thought 

it prudent to point out this distinction, to pu.t the 

total figures of Foreign Collaboration in perspective. 

The Total Numbers of Foreign Collabor.:ltions entered into 

,since the Central Registry was set up. in Noveml:er 1973 

are as under : 

Year 

1. 

1974 

TABLE - I 

Only Technical 

2. 

Financial* Total 

3. 4. 

••• 10 
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.l. 2 • 3. 4. 

1975 

1976 238 39 277 

1977 240 27 267 

1978 263 44 307 

1979 235 32 267 

1980 453 73 526 

1981 332 57 389 

1982 477 113 590 

(*) N.B. With or without Technical collaboration. 

Guide-lines : 

To assist enterpreneur3~ guidelines have been laid downo 

Th~se specify that :-

i) They should, to the fullest extont,, poss.i. bl.e,, e:xpl.ore 

alternative sources of technology, evaluate them from 

a tecbno-economic point of view and furnish the reasons 

for preferring the particular technology and the source 

of imports; 
-

ii) The Indian party should be fr ee to sub-licence the 

•• 11 
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technical know-how/product design/engineering design 

under the agreement, to another Indian party on terms 

to be nrutually agreed to by all the parties concerned 

including the foreign collaborator and subject to the 

approval of the Government. 

iii) The royalty uherever allowed willbe calculated on 

the basis of th~ net ex-factory sale price o n the 

productJexclusive of excise duties, minus the capt of 

the imported canponents, irrespective of the source of 

procurement including ocean freight, insurance, custom 

duties etc. 

iv) There should be no requirement for the payment of 

a minimum guaranteed royalty regardless of the quantu~ 

and value of production; 

vj Arrangement of clauses which in any manner bind the 

Indian party with regard to the procurement of capital 

goods, components, spares, raw materials, pricing policy, 

selling arr-angements1 etc. should be avoided. 

vi) To the fullext extent possible, there should re no 

restrictions on free export to all countries; 

vii) The use of foreign brand names will not be permitted 

for internal sales; 

viii) Government do not favour requests for extension to 

the duration of collaboration agreements. All efforts, 

••• 12 
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should, therefore, be made by Indian party to a ssimi,... 
late the technology within the initial duration of 

the agreement. 

ix) Suitable provision should be made for the training of 

Indians in the fields of production and management. 

There should al.so be adequate arrangements for Re.search 

& Development (F&D) engineering design,, training of 

technological personnel and other measures for the 

absorption, adapta~ion and development of the imported 

technology. Such measures can be undertaken through 

in-house facilities of the entrepreneur or in collabora

tion with recognised engineering design, consultancy, 

R & D organi@.tions in the public or private sectors 

and recognised scientific and educational institutions, 

where the necessary facilities exist; 

x) Consultancy services required to 8:;..2cute the p::r:oject 

should be obtained f ram Indian consultancy firms, If 

foreign consultancy is also considered necessary, an 

Indian consultancy firm should be the prime consultant; 

xi) If the praposed item of manufacture is covered by a patent 

in India, it should be ensure:lthat the payment of royalty/ 

lumpsurn payment for the duration of the agreement would also 

constitute compensation for the use of patent rights 

till the expiry of .the life of the patent and that the 

... 13 
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Indian party would have the freedom to produce the 

item, even after the expiry of the collaboration 

agreement without any additional payments; 

xii} Collaboration agreement ·..rl..11 be subject to Indian 

laws; 

xiii) It is desirable that approved/registered Indian 

engineering, design and consultancy organisations 

should be associated right from the start in any 

evaluation, selection and negotiation condUcted for 

the purchase of ever-seas technology. 

xiv} It is desirable that enquiries to overseas parties 

should be made on the basis of separate quotations 

for technology (licenc:e feesr know-how~ royalty 1 

~D assistance, etc.) and design and consultancy ser\;ices 

not available in the country. 

The Route: an application to the Technology .TranSfer Registry, 

follows is shown diagramatically below : 

Applicant Firm - To the Central Registry 

r 
I 

$.I.A. {FC Branch) ,. 
• ,. 
' 

t 
I 

(Scrutinises the 
(application and 
(circulates for 
(approval to : 

Foreign Investment Board *Administrative Ministries 
(Simpler cases under their 
del.egated powers) 

*Decisions reported back to the 
Registry & Accounted for. 

. •• 14 
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FOREI~ INVESTMr.:Nl' BOARD (F .I aB.) 

(Consideration/Approval) 
-I-
f 

l'lt. 

• 

·.-.-.:-':..! .. t - _.~·- --

t 

1 

t 
r. 

-· t 

f. 
Central Registry (Scrutinises, Places before f 

I 

~ 
Reports Simultaneously~ 

I 
I 

~ 
Scrutiny of Application 
by Technical Evaluation 
Committeee (TEC) 

• ,_ 

4 

i ":"IB) 

4 
Reports 

_,_ 
-I 

~ I 

Reports Examination by _ 
Administrative Ministry _,_ 

• s . . Other authorities 

"' concurrently 
t I I 
I I J. 

'~~--..:Application.~-----'------~~-·' 

t 
I 

Secretariat of Industrial 
Approvals (Foceign Collaboration Branch) 

The Scrutiny by t he Technical Evaluation Corrunittee is 

a comprehensive re-.riew of t~e Technology involved1 

Technology is available within the country or not ? 

.c the 
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If it is available then with how many parties is it 

available ? Would it be availahle to the applicant on 

horizontal t:r:ansfer of technology ffisis ? Is there any 

restrictive condition1t" on the licence__,to the irrport of 

technology ? Is the technology suited to the scale of 

production ? l1hat are the latest' developments in the world 

in thi~ technology. or in the technologies for the 

product or competing products ? Whether any elements 

can be supplied indigenously ? What is the quantum of 

raw materials and equipment import and what is the programme 

of indigenisation ? Though it is not the TEC 1 s function 

to go into the financial aspect's of the technology 

transfer praposal however it d09s normally give its views 

on the payments, and sometimes recommends modifications 

as to either the quantum of payments, or their split 

between down payment and royalty. In its delil:erat ions 
-tt\.~ * • 0f TEC is assisted by representatives of premier national 

organisations dealing with technology developmmt, absorption 

ad~ptat ion such as the Council for Scientific and Industrial 

Research, National Res-earch and Development Corporation 

etc. The co~position of the TEC is at Annexure t. 

The views of the T OC are forwarded to the SL1\/FC Di vision} 

as well as to the Administrative Ministry. In the light of 

the views of the TOC, the Administrative Ministry, which 

deals with the particular industry, and has a certain 

••• 16 
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memory, examines the pro posal in the light of similar 

proposa~ in the pa st. It al so examines the proposal 

from the industrial licensing angle., a s to whether a 

licence is required, or frora a variety of 6.'f,lch otheL 

angles' as to reservation of the item for the s:nall scale 

sector 1 the need for impo3i.ng any export obligation 

and so on. The Administrative Ministry also gives its 

views as to the adequacy/apprsbpriateness of the payments 

and also the instalments in which it may be paid; the 

standard instalments are described at A,nnexure III. 

The Foreign Investment Board (its composition L:; at 

Annexure II) then con sider s the views of the T EC as well 

of the Administrative Ministry. In the light of their 

views, and after considering the views of all the members 

of the Board, a final view is taken as to ;. 

i) whether to agree to the proposal as it is or 

ii) change the quantum of down payment s/lurnpsum or 

Royalty percentage. 

iii)about the instal~nts in which it is to be paid if 

not in standard in stalrnent s & 

iv) as to duration for purposes of Royalty payments 

Normally this is 5 years, but there are cases in 

which Royalty payments have been agreed to both for 

.. . 
; 
• 
~ 

••• 17 



- 17 -

shorter periods as well as for more than 5 years. 

The upper ceiling is 10 years but in a few cas~ s 

Royalty payments have been allowed over a period 

longer than 10 years. 

The F .r .B. takes an independent view of each proposal 

thaugh it is strongly influenced by the views of the 'fEC 

and the Administrative Ministry. 

The Registry (Foreign Investment Board/recbnical 

Evaluation Committee/Administrative Ministry) keeps a 

number of criteria in view when evaluating the payments 

for technology. S cme of the rough indicators are that 

exceptions apart (and they are rare indeed) royalty Im.1st 

not-:-:exceed 5% of net ex-factory sale price minus excise 

du-Cy and c.i .f. value of imported components. When the _ 

down payments are added on to the Projected Royalty figures 

the totcl of such payments should not exceed approximately 

8% of the net ex-factory price of the product minus excise 

duties and the c.i.f. value of imported components. 

A closer analyses of the actual practice reveals however 

that basically the two partica/Indian & foreign/ own 

proposed agreement is the bedrock by which all the 

authorities go along and the number of cases in which 

changes are introduced at registry intervention is limited 

•• 18 
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lvt ttte number. Moreover the tools which the awrthorities 

use for payment evaluation are al so not such as lend 

themselves easily to quantification. The most CO!Tui\Only 

applied is prescription or historical practice as to 

what has been permitted i::i similar cases in the past. 

Thus for instance almost all tyFe companies' cases for 

technology payments for radi_al steel tyres, or of companies 

for payrnen~ for nylon tyre cord tend to get limited 4-,~/.vz_ 
rates of royalty. In the Indian case, the Registry & 

the various authorities have not been using criteria s.ich 
) 

as Technol.ogy Transfer Factor (T.rr.:i:.) or Licenstfs Share 
,.._ 

of Enterprise Profits (LSEP) developed by UNIDO for 

Technology payments Evaluation. we shall .examine later 

in the light of an analysis of the Indian sample ~nd 

the studies carried on in other countries as to the adequacy 

or otherwise of the UNIDO guidelines .. 

Let us briefly examine the practice in some other 

countries. 

In the Phillipines the Registry has begun using T oT .F. 

and L .s .E .P. when tWal.uating proposed contracts and 

suggesting/insisting on modifications in the light af 

their anal.ysis based on the above criteria. 

In Portugal the T .T .F /L oS ... E.P. criteria are not used. 

However the Foreign Investment: Institute has developed 

••• l9 
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so;ne criteria which are used as guidelines for evaluation. 

Among those criteria are : type and characteristics of the 

contract, level cf the technology concerned, training 

programmes,. capital lin~ges between contracting parties, 

industrial sectors, duration of the agreement and markets 

to be suppl.ied. Tlrus the criteria used are similar to 

those used in t'he Indian case. In additior' the Institute 

has favoured royal ties instead of down payments, because 

down payments imply an irrmediate transfer of money from 

the license")· to the licensor_., without util.isation of the 

technology in the former 1 s productive activity. 

A study carried out for UNIOO on Technology payments and 

profit sharing shows that (in the general principles 

app]_ied) the Indian case is very close to the Portugese 

system. It would be most appropriate to look at what the 

Portuguese Foreign Investment Institute .says about the 

use of thEse criteria : 

"While some relatively detailed criteria are followed and 

royalty rates are examined against previous experience and 

international data, some degree of subjectivity is neverthe

less inherent in our work" • 



-,J..o-

MethodologY ernol.oyed in carrying out the_study 

It has been a rather difficult process by whicli. we have 

~naged to collect t11e sample for studyo To ensure an adequate 

random sample we first decided to look at the contracts in 

two years/ 1973 and 1975. On tl1e basis of material available 

in the records of the Registry, information was collected 

as to: 

l. Name of the firm to whom ti-,,e approval was given 

2. Name of b,_e foreign firm 

3. As ~r approval 

a) whether foreign equity was permissible, if so wl'lat percentage 

b) whet."'rier down payments (or lurnpsums as it is called in India 

were permitted, if so how much 

c) What percentage of royalty .vas al.lowed 

d) What was ti-,,e product 

e} What was t.he duration 

Having collected this data for about a hundred contrachs on 

a random basis, it was realised that.it was not possible to 

work the sample on this basis alone. For one thing ma~y of 

the approvals were in the names of i11dividuals who would 

obviously have begun production under the name of a company. 

1.-- -·-·------
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Some approvals !:lay not have com?. off the ground 1 ti"'lere were 

prcx:lucts, in the approvals for which the technology is still 

being sought. Fro~ a study of the products it was also ~lear 

b"'lat iI1 some cases even where b'le approvals had been given 

to well. known Indian companies, they were not manufacturing 

. 1 u.-that product, so they had obvious y slo,_ghed o£f that 

activity to another company. Finally, the Registry records 

do not contain details of actual. payments mrade either in the 

shape of down payments or royalty amounts. 

It was -therefore clear that this system of sampling would not 

yield t.~e requisite data for carrying out the analysis. To add 

to the difficulties, whE~re-as the Registry can compel revil.ation 

of data as to b'le actual down payments, made_.j or royalty 

remittance~ and this data can also be extracted from the RBI 

records,, after prot:cac"!::ed :::esearch, there is no provision by 

which it can compel produc-cion of in£orrnation as to Net Frof it 

.£efo:ee taxes.. iVhile the bigger finns may have t11is data, 

many a t£.-nes they don't maintain it_, particularly when t.h.ey are 

multi-product companies. In other cases where advanced 

accountL"lg practices are adhered to, ti,_ey nevertheless do not 

publish info:nnation about the productwise profitability 

so that balance sheets, are not of nruch help. In t11e case of 

small prQvately held firms, the data is not published. 

f 

f 

I 



T'nis situation points to a clea:: lesson for: the Registry 

that if it is to do effective monitoring and build up a data base 

for consistent 6 informed and scientific evaluation of foreign 

collaborationsz it must ob..:ain information about the actual down 

payments and royalty payraents. •rhe registry has taken in hand 

computerisation of Foreign collaboration data and it is hoped 

that in future it would be possible to quickly retrieve and 

utilise this ·data. A more considered view would have to be taken 
,_ 

as to whether the Registry can or should arm itself with 

the powers to compel production of data regarding 'Net profit 

before taxes'. 

We t.hendecided to follow a different rout~' of sampling to 
•, 

collect the data. Certain firms botll. small and big multiproduct 

and si.ngl.e product were identified. The firms were persuaded 

to give the data as to the actual out::Elow on down payments and 

royalty and al.so as to Net profits be:eore taxes.. We had al.so 

assured the firms that the secrecy of this information would 

be fully protected. We are grateful to all those \.fuo cooperated 

in thi$ exercise. Nearly 50 firms were approached in t11is mannero 
C\i. 

While we have been able to get data on actual payments on roaytly 
. I\,. 

and down payments account, we have only been abl.e to get the data 

as to Net profit before taxes from the single:. product firms. 

The multiproduct firms unifo=rnl.y came out wit.'h the plea that 

{i) they had not published and were not maintaining records 

productwise on the basis of their profitabilityo 
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ii) that even if t.liey were to make sone rough assessments on t.h.e 

Ella=:i;i: basis of cost data and on the basis of allocations as to 

manufacturing costs and Sales and General administrative 

expenses}these would require a very great deal of time and 

effort on their part and t11e ferreting out of old records. 

most of which would in any case not be availabl~. 

$} AccordL"1.g to the Indian practice 1 the royalty w'llere 

allowed will be calculated on the exfactory sale price of 

products inclusive of excise duties, minus the cost of the 

imported components, irrespective of the source of procUEement 

including ocean freight, insurance~ custom duties etc. 'fh.is 

has been introduced to speed up the process of indigenisation. 

Net sales figures regarding the product can be obtained. 

Net profits before tax can dlso be colllected subject to the 

difficulties listed out aboveo But there is no rn~t11od for 

collecting information regarding net profit before tax pertaining 

to only that part of the sales, for which royalty is payable .. 

We had thus the only option of resorting to rough average 

estLrn.ates of profitability in the industry as published by the 

Reserve Bank of India and Industrial chambers/associations 

where historical data was not provided• and on that basis 

working out the ~-PBT and subsequently the TTF and the LSEP. 
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We have also used a sample of approvals granted autl the 

projected figures of Ro¥alty and Down payments outgo, esti..rnated 

cost and value of production, supplied by the applicant party 

at the time of grantir.g approval to carry out our analy~is 

of some of the sample cases. 

We find that t.1-iese constraints have affected the samples 

of the three countries - Portugal, Phillipines and Egypt also. 

Theyl:ave used projected data in most cases, instead of histo-

rical data. In t'.1e Portuguese case, data on pro.!: its was 

available only for 6 0£ ti.~e 16 agreements analysed. In the 

Phillipines case 8 out of 24 agreements and in t11e Egyptian 

case all 4 cases studied were on the basis of Projections made. 

We have not excluded firms having minority foreign equity 

for various reasonso Firstly because foreign equity upto 
(._.z_ 

40% permits t11e firm to ~ classified as an Indian firm and 

it is not a foreign company and secondly, because in the Indian 

case whereas, while allowing foreign collaboration foreign 

equity is a factor kept in mind for Royal't'J or Down payments, 

it is also understood that payments have to be made to the 

foreign company for technology, even when it has an Equity 

stake iL£ the Indian company. Finally in many of the cases 

studied, the foreign equity, often only nominal, is with or.1:.~ 

foreign firm whereas the.technology agreer:ient for a new product 

is wit.~ a completely different firm. 
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Where' historical· data" has. b~~~ used, w ·e ·have· only u'.sea. .i 

contracts which have completed their duration. This for 
instance was one of the shortcomings p·ointed out in the 

Portuguese ~tudy. 

Characterisation of ·contrac~s 

Contracts stud£ed .concern the following sectors •. Table B · 
., .· 

·Table-I 
~... . ... 
·-· ~ .· .. · - • •. ~· !.,~~~·, 

Metallorgical Industrj ·1 02 ". 
Boilers &. ste~ ·Generating . ~- · 'Nil 

. Plants · · - · · · · ---~ ~-· ::/:~~·~·- " ... ~ ;~- ~-· .· _;. . . -.. 

Electiral Equiprr.ents .:·-::. < o~ ·.·. 
:rr¥~~~rta~o~-~~~:~?_~~~:; .-:. ·~\-·Nii 
Industrial t-tachinez::y-· .=-; 03 · · 

:Ma~hine Tools~·/:.··· -- -::.··~iJ..: 
. . . •.' -. 

Agricultural_Hachinery 
. , ~ 

Earth· Moving ~..achinery 
msc • .1-!achw.nical end .. 
Engineering InO.Uzt.ry 
Comnercial Of.fi:e and 
HQisehold equipments 

Industrial Instruments 

Textiles · 

Chemical Indust;y · 
(otherthan FertiLizer) 
-
Rubber Goods 

.Total 

. .. ' . 
~... -· •.• • .. I'. : • 

, ..... -_- ~ 

.. .. ~··. ::",'"' 
,.•;- ... - ··-·· -- .. ·,,..: --· ....... •.'·::. . ·,·."· . . .. ~ - ·' ... · .. ---. ... · .. - 1'" :· - '. ;_. .. : • .. _ ··:·: .. ·~ 

·,.• ;_ . . - ··: , 
. ; .... 

'. - ·.·· .. ·. 
" 

·: 01 

01 

Nil 

Nll 

Nil 

C'l 

Nil 

Ni.l 

11 

...._ ... 

(. 

._, 
- . 

. ' ... _ ~.' -- . , .. 

Table-II 

01 

NiL-. 
:,, : . 

04:'·> 

NiL.: 
oa.:::_:_ 

-04 ';~~ : 

Nil 

01- :' 

01 

Nil 

Nil· 

Nil 

01 

Nil 

·20 

... 

/-

.. · ..... "••. 
~ ·;.:.:·--/.~._': 

·,._ : .. :... . .. 

Table-III ·,Table-IV: 

_ ... ~: 
Nil. 

:. ·01 

....... -~ .. • 

Nil 

01 

01 

01 

03 

.Nil 

·01· 

Nil 

25 

. ~-· .... -· 

. ... 
... ~·~ 

. ... · 

. .: . ~. ;.......... --

. .~ .. · .-.·.>_'f_._N_ il · . _; :?;::.,:. 
-·- ...... - ·.·:.r ,_·_. 

~ \ : ,. 

... 

~-·:.: .-

Nil 

Nil 
s 

Ni:t 

Nil 

·~u1 

03 

-. .: .·: 

-.·-.· 

~.-.; .. · 
. t; t_·._. __ ;__;~---~ -~:·~-=~:~-~- . . 

.., .. 
_.,.•:_:~+-

-- ..-·~··,.. r,. 
. ,.._.n .. -

.. :."~·-·.··:;)~-- ·. .·, ··:... -~-;~ 
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The dtir~tion of the agreement is shown ~n Table C 

Duration of period ( years) No.cf contracts 

Total Table-:!· Table-J:I Tcble-!ll 

. ~ .. ·;J/";·:_:: ~-
. . ,_··~------... ·.,.. 

o~ 

05 
< ·-.:_:-:06 

-- . 

: ··'-· ·o-1-. -. 
,. ...... :-
.. ·_ .. •.:: .... 

1 

42 

1 
-:· 2 ·.~. 

Nil._ 

06 

01 

01 
01 

·._·. ·:·02 
.. :..:-·,·. --~ 

;._ .......... ~ -

:.<:-lllil 

}Ti:r.· 
'.:.·· ·:-:..• r· 

....... .;1::-.,;, - • 

oi 
11 

Nil 
01 -~ _.>: 

Nil 

Nil 

. 25 __ 

Nil 
Hil 
Nil 

. 06-· -~.: .-;~ --. .... · NJ;l. 
-- . . ' .. -

;,- ~-

.: ..... \. 

Table-IV 

'Nil 
.. t 

: ... _.1.,,·r-..~· • • : :..· .,_-,. ~---:-':·.~~··.- ·~ -_-:~_-_.:..,.:~-:· ·.:::-;-,;:-: ~ --·_ -=~ -~ .. --~--:~·.-;: :" ~. :-~€:··:~~:·-: .. -
- .... ·-..... :..~---~-.;--·:-- -::_:-::~-....... --:-;':~--;-:·_ -~ .. ·-~: ---

~·_ .. , .. ---- , .. ·--- -~--.-: .-.··- - ..... -.. -·_-_ ... ,__. 
- - .. -::;. -.-- ..... - .... -~ ..... _ ... ··;--...... .. -~-.-._ ..... _. f .... ;:- .... -:- • 

I ~ 

- ---·. __ --_-;.:·Jo. •.. :·.:-_ ... ~:- ·.--:r_;· .. ~~~-~ ... :· 
- - ,.- ..... -- .... ..:._·_-_··=·~::. 

... "' - "':_ .--
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Regarding type 0£ payments table(l) below give·~ the position • ..: 

,_ ... , 
... -.... ~__,_ ___ -- -

Down Paym~nts 

Royalty 

3~ Down Payment & 
royalty 

.. \\... _. 

Total 

_____ .,. __ __ -~;. ,, ...... 
- , .. __ - --- -· - -

Taol.::-I 

02 

04 

·os 

11 

.... .:. ... •.:--"" . 

Num'bt:!r of 
1&bla-I,!. 

Nil 

05 

15 

20 

contr.::lcts 
Tabl~III 

Nil 

04 

21 

25 - . -. 

Table-IV 

Nil 
~i.l 

03 

:03 
·~ -/ . ----.. -·- '. . ·:_,_:·--

. ·-· -- -. -. .. . ,. ~-.... _ :-~--?-~~~-;-~ ~-~;_::.:_~ :.:::~. 
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suggestions for common approach to Payment evaluation. 
"J:ne shortco~ings/difficu.lties with t1le existing guidelines:-

l 
~------

: 

" 

We are happy to say that t.."'1.anks to e1e UNIDO study, the 

Registry was able to look at i..ts m:n system of payment Evaluation 

and identify theshortcomings in the data base and also to 

determi.:."le items of action~ which would help in a more positive 

evaluation of future collaboration proposals. 

At the same time there are some difficulties with the Existin.g 

Guidelines evolved by UNIDO which are bein.g listed out and 

thereafter an attempt will be made to see as to what can be a 

revised format for the guidelines. In this assessment, we are 

in agreement with many of the conclusions reached by the Portuguese 

study. 

In t11e Indian case, the study shows that in a majority of t:.1.e 

cases down payments are involved even where t.~ere are Royalty paymentso! 

In fact there is a fairly large nwnber of cases where only Down 

payments are involved. Down payments have been used to determine 

the Licensor's share of enterprise profts according to the 

guidelines and calculations have been made accordingly. 

An important reason as to why t.i."'1.e Down payments have to be taken 

into account is, because the Licensor is after all interested in 

how muc..~ money flows E=tto him. He is not concerned as to what is 

his share of the Enterprise pro:fits in making calculations. He 

determines the quantum on the basis of nis projections on Royalty, 

but the certainty for which lies in the down payments • 

.. . . -- -·----·- -·---- .... 
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Here 'fax Rates become a very i..rnportant eement of de-terrni_riing 

how he will allocate his expectations of financial flows 

between Royalty & Down payments~ Take for example t11e Indian 

case. The Tax rate on Royalty pay;nents is 40% and if to t.ha t 

is added the tax on Income then the tax rate becomes even 

higher. On t..~e other hand in Down payments t11ere is the 

certainty of tax incidence. It is 40% if t.'1.e tech...-1ology 

takes place in India and 20% if the technology transfer takes 

place outside India. Aga'in down payments can be made subject 

to taxes (Indian) or this being borne by the Indian licensee. 

There is therefore~ a definite attractiveness to taking a 
~ 

"' -
~· .. 

big chunk of his expected payments in the shape of Down J=>Ei¥ments.. ~ 

i 
For making tl~e yearwise calculations we can attribute t11e ' 

Down payme~ts yearwise over the period of the contract~ 

In the Indian case the Dmm payments are normally dis-Cributed 

over three standard instalmentso 

The i'Tipact of tax rates has also to be studied in terms of 

at.her components of payments to the foreign collaborator. This ~ ',, 

may have some i.rnpact in classifying some of the payments as 

towards services charges, teaching fees etc. Similarly ~ome 

part of ti."'-!e payments may be i.-1 the shape of payments to 

technicians. 

A factor which has not been attempted to be quantified i::tss 

is the impact of Foreign exchange controls on the payments made. 

The Portuguese study recognises the impact: of 'Gentlemen's 
e -· 

Agrements 1 by virtue of which sometimes b~ere may be an effort 
" 

to show a higher pay out to the foreign partner 1 especially 

if he is expected to pay the bills for such expenses in respect 
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of which normally the local counterpart would f1nd it 

difficult, under rules, to get release of Foreign exchange 

from Government. This would have the :i_rnpact of the Registry 

trying to reduce the LSEP if it appears to be unduly high after 
/ 

accounting for bot.fi the Down,payments and Roytalty, and yet the 

two concerned parties are happy at their modus vivendi. 

We have not attempted to correlate the relationship between 

equity levels and royalty payments made. 

Si..'llilarly the Licensor 1 s share of Enterprise Profits, is also 
. -

not the only factor which would determine t11e ~ational choices 

of the Licensee. The question of taxes, affects equally the 

Licensee.and often he is not really interested in a high level 

of Net Profit Before Taxes, because given the tax-structure, 

much of it is 11-~ely to be taxed awayo So he would prefer to 

bring down NPBT and resort to various accounting practic~s, 

sometimes sharp practices_, to substantially depress NPBT. 

This would be ¢especially true of closely held firms or family 

firms. This one single facto:::- affects the validity of t..'li.e W'nole 

concept of TTF and LSEP as indicat~ which can be reliably used 

by the Registry, unless the Registry can do an independent and 

in dept."ii. costing of each proposal. For this reason it would be 

hazardous, unless ti.~e Registry takes t:..~is factor into acc~u~tJ 

to intervene and to suggest lower Royalty or Down payments to 

ti.~e collaborator, unless it sinrultaneously .has some means of 

ensuring rectitude in the local f irrn. 

. 
1 · 



During omr di:::cussions wit.:."'1. Indian businessmen we found t..h.at 

anot..1-ier rea.son why they are not unduly concerned with tl1e fact 

that the Licensors appeared to be takirlg away a rather high 

share of Enterprise Profits,. was beca•use tl1ey looked at their 

prof its over a longer horizon than what the contract period 

allu· . ..,ed for royalty payments. Given the fact that it takes 
' 

an year or two to stab~ise b~e production of an enterprise,, r-

a period of five years does not in many cases offer much by way 

of Royaf.t>J to the Foreign collaborator~ So the local enterpreneur 

tries to balance his expected prof its over the time span which 

he believes the technology will take to become obsolete or 

uncompetitive in his country,. with tl1e total .of down payments 

and royalty whicn he expects to pay to the Foreign collaborator. 

The guidelines may have to be modified to take this into account. 

When carrying out the calculations for t11e analysis, we found 

tl1at the TTF bas wide fluctuations fromm year to year. The 

fluctuations on an annual basis should point to some difficulties 

to the use of TTF as a reliable tool of analysis. 

'\S has bee;.1 earlier stated,, Net Profits Before Taxes were not 

available for multi-product companies, for t11e pa:rti~ular_product 

produced by the collaboration. We feel that it is necessary 

to carry out a further studyto :find out what is happening 

in these cases 1 bec~use b~ese are the bigger companies,, they would 
- .J -

also be companies whicli. may have less problems of 1 Gentlemen.s• 

agreements' or tax evasion} and would also be in a position. 

to have had negotiations on a more equal basis with the 

foreign collaborator. 
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'I"ne UNIDO guidelines have appreciated the difficulty of 

fL'l.di:ng an adequate discount factor 1 given that the Prime 

lending rate changes from year to year and often wit.1-ii.!1 the year 

itself. Another discounting factor could be tl1e price .index. 

After a careful consideratiou of the issues .involved and the 

Ban.le rate, we have used a uniform discount rate of ten per cent. 

We have also found from experience as well as discussions wit."ii. 

concerned industrialists,. that the foreign collaborator .is 

interested not in the percentages but- in-t1Le amount he takes home. 
M 

It has.1: therefore, to be studied to what extent .it is essential 

to introduce the impact of taxes and to account for the Net 

Payments and not the gross payments. This would also assist LTl 

making purposeful inter-country comparisons. How t.fiis is to be 

integrated into the guidelines will have to be studied separately. 

There is finally ti."'1.e q..iestion as to what extent t.he foreign 

company is attempting to earn its prof its in b~e shape of higher 

prices of imported compone~ts and raw raaterials by inco~porating 

restrictive clauses regarding tied Lm_ports, and the effort also 

to push up t1~e prices of ca~ital goods where these are to ~e 

bought from ti.~e Licensor-company. 

The need for a more detailed contract evaluation: 

When carrying out this study we felt the need for a separate 

and more detailed study of a few select co~tracts to ascertain 

as to what extent some of the factors listed above affecting the 

guidelines on Payment evaluation. influence individual contracts 6 
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and how muc....'1. weight is to be assigned to each o:f these factors. 

It is suggested that such a study could be built ~0und t..he 

following elements: 

A few contracts in whic.'l the Registry has intervened to .reduce 

the Down Payments, or royalty, or bot."l-i and a few which have been 
} 

approved as proposed. E'or those in which the Registry has 

a comparison with what wou~d have been t11e impact on LSEP 

if t11e Royalty and Down PO:yments as proposed had been permitted. 

For a carefully selected sample of contracts, a ease Study approac....~ 

would have to be adopted looking at t11e whole process ~ as to how 

t..-i,.e local company {i) identified its potential collaborator 

(ii) tl1ereafter how did it negotiate wit.."l-i it in arriving at agreed 

terms. (iii) what were ti...,_e various elements of compensation to 

the collaborato::::- 1 t,-i,.ose constituents comprising down payments 1 

Royalty payments for engineering servicesz training, technicians 

salary, costing of inputs purchased from t11e collaborator or t..he 

restrictive condition6;mposed~ 

The study should look at the Records available with t..he Registry 

as well as of the Federal organisations dealing wit_~ exchange 

controls, tJ1e fL..--ms records dealing with t11e determination of 

royalty etc.. Discussions/interviews should be _held with tJ1e 

concerned partiesz the foreign and local firm involved, as well as 

the concerned officials. T'ne study would also need to loo.i: at 

' . ·. 
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the mec_h.anism cf Technology Evaluatioa and also what ad:ion 

was taken at the Registry level as well as the :firm level to 

ensure adequate transfer of technologyr its absorption and 

adaptation. After all what the Regist-ry is concerned w.it.h. is 

paiyment for technology# and unless there is some understanding 

of the technology issues involved> the evaluation of payment 

would be somewhat divorced from reality. Such a study would 

admittedly be dilf icul.t, but it is not impossible and is 

necessary. If an inter-country comparison could be carried 

out along t.~ese lineS-a it would be invaluable in providing 

an insight !into understanding what is happening in payments 

and t.~e impact and scope of Registry intervention. 
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royalty rates and the down payments regarding these agreements are 

based on actuals as approved by the Registry. Table IV contains an 

analysis of three cases Lwolvi.ng foreign collaboration by local manufacturers 

for tyres and tubes with multi.national companies given at about the same ti.me .• 

It was observed that Licensor1 s share of Enterprise Profits 

(LSEP) range from a high of 60% to a low of 2% in the historical data -

Tabl.e I. In Table II-it varies from 66% to 17% and in Table Ill the projection 

is from {o Z to • o 7 l. . In the case of Philli.pines the highest 

percentage of LSEP was 71.2% andthe lowest was 30%. Similarly in the case 

of Portugal, LSEP varied between 70. 6% and 1. 9%. 

Statistical values have been derived from these three Tables, 

and are shown in Table V. Comparable statistical data of the PortugesE:; 

and the Philipino studies have also been included in this Table. 

In the case of contracts contained in Tables I and III coefficient 

of corelation (Irt values) between 1Royalty on Salest (ROS) and 1Licensorts 

share in Enterprise Profit (LSEP) is negative in all cases, signifying, 

thereby, that there exists inverse correlation between these two variables. 

Though, in case of Table-I and Table-III trt values are not significant 

but in case of Table-II where we have introduced assumed profitability this 

t1 t value is not so insignificant as it is - 0. 2 7. However, though we can 

compare all these ?rt. values without calculating 1probable errort, prima 

facie we can say in case of Table-II, 1rt value is substantially higher as 
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compared to that in other two sets. 

On the basis of above we can say that notwithstanding the 

extent of correlation between ROS & LSEP, these two variables move 

inversely. If Royalty amount (fixed with sales) goes up, our data shows 

that Licensor1 s share in the profit of the enterprise will go down. Since 

in the nor~al circumstances one would have expected the enterprise 

profits to go up or down, proportionately with the sales of the enterprise, 

we felt that there was a need to analyse the relation between various 

components which are included in t·Licensor1 s Share and 1Royalty1 which 

will explain the inverse correlation between ROS and LSEP. According 

to us the reason lies in the element of clown payment included in the royalty. 

This has an important bearing on our policy related to 1technology imports I. 

If we observe the values of arithmetic mean of LSEP in all the 

three sets of data and compare it wi.t.h the values of weighted mean where 

the weights as signed are respective NSVts, we find substantial 

divergence between these two values, which speaks of the importance of 

Net Sales Value. Vihereas this divergence is highest in Table-I data, it 

is least in Table-III. 

Similarly, if we comp::tre the values of arithmetic mean of 

TTF and a weighted mean of TTF, divergence is highest in Table I data 

and least in Table-11. 
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We can say that importance of as signing weights in Table-I 

data is much more as compared to that in other tables. 

Median is very near to weighted mean of LSEP in Table-I and 

Table-ill. In case of TT F, Median is approximately the weighted mean 

in Table-I and it is not very far in Ta'-
1
e-Ill. 

Since data is for widely diverse activities no inference based 

on mode or its comparison can be relevant in our case. Mode of LSEP 

is 20 in Table-I and Table-II whereas Table-Ill is bi.Inodal. 

It is to be noticed that even for the same product (examples 

items No.9, 17, 18, 19 and 20 of Table II) where the foreign ..:ollaborations 

were granted at the 3ame time on almost similar terms the LSEP and TTF 

vary considerably. This point is clearly brought out by the three cases 

analysed in Table IV. Here three companies were approved for manufacture 

of tyres and tubes. While two of the companies ran into. serious financial 

difficulties and accumulated huge losses, one started by making losses 

but ultimately ended with a considerable profit • .It is obvious that if no 

positive correlation can be established in foreign collaborations granted 

o·n similar terms at the same time for the same produ:: t, it would be much 

more difficult to establish a collrelation between Royalty rates and LSEP 

with other products. This is borne out by the statisticai analysis 

mentioned above. 
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A further difficulty in calculating the TTF was that in 

certain cases the licensees had suffered losses and the existing LSEP 

guidelines did not specifically take such a situation into account. These 

firms which suffered these losses were modern and basically industrial 

enterprises, some of them multi-product, and experienced in handling 

foreign collaborations. Given even their own projecticl1.s, the Registry 

would have found it very difficult to apply any relevant yardstick to look 

at the royalty rates, and in the light of subsequent losses, could not have 

suggested as to what should be the appropriate rates of royalty for 

undertaking the collaboration. The first two cases in Table IV clearly 

~llustrate this point. However, in computing our information and preparing 

Tables I to Ill, we have, as already mentioned above, cxclu<led c;ll 

companies '.Vhich accumulated losses during the term of the foreign 

collaboration .. 

In submitting an Agreement for approval, a Licens ..:e may not 

provide, or for reasons 0£ privileged confidentiality may not want to 

provide profit data. Again, profit has various elements and we would 

have to be very specific as to what elements are being computed. In fact, 

we have had to depend on an industry-wise profit projection LO quantify 

LSEP in Table 11. 1£, as we have seen, it is difficult to get this information 
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about actual profit after the event, it would be next to impossible for 

the Registry to get this information for multi-product firms when it 

applies for a foreign collaboration. Otherwise also, profits may vary 

from company lo company as had been exemplified by the cases in Table 

IV. To apply a uniform yardstick to such cases would lead to ap anomalous 

state of affairs. We also feel that if the Registry were to give norms, the 

firm would resort to applying for foreign collaboration with rosy forecasts 

of LSEP and TTF rates thought desirable by ~he Registry. An additional 
, 

handicap would lie in the fact that profitability levels and projec~~ourd 
/L 

vary from year to year. 

We have computed down payment also as part of Royalty 

Payment for the parp'.Jse of Tables I-IV. A question arises as how should 

dividends on amount of equity participation be accounted for. In our sample 

survey we have excluded foreign subsidiar it!s. However, some companies 

having minority foreign participation have been included. A perusal of 

Table !would show that such companies generally have lower LSEPs than 

companies with no foreign equity. This points to the need for including 

divident.\ while comp'.1ting royalty payable to the Licensors. Otherwise 

also it appears logical where there is no Royalty and allied payments 7 to 

ask the question: What will the Licensor's in effect receive for the 

b°J 



licen5ee1 s use of know-how? 

While we are discus sing this general quest ion we have to 

consider the imp:i.ct of taxes. Taxes on royalty payment can be very 

high and may vary from country to country. In India these are 40% on 

Royalty and at variable rate on Down Payments varying from 20% if the 

technology is transferred abroad to20% if the technology transfer takes 

place in India. An approved royalty rate of 5% will,. in fact, mean an 

actual rate of 3% to the licensor. Given the situation that rates may vary 

from country to country it would be advi.::;able to compute LSEP and TTF 

after excluding the taxes payable by the Licensor, to enable us to 

provide a comparative analysis. 

e 
Another important factor wl,ul<l be the time horizon. The licensor 

is normally looking at the period for which the royalty is payable, the 

licensee may have a longer perspective. The effective span as distinguished 

from the agreed period of the collaboration varies from industry to industry 

A reference to the Tables would indicate that collaborations involving the 

longer terms have usually lower LSEPs then collaboration for shorter span. 

Another difficulty i~\applying the LSEP method for approving 

foreign collaboration in the case of India, lies in the concept 0£ value' · 

addition. At present royalty has to be calculated on the ex-factory sales 

value after deducting the c. i.f. cost of imported components. Therefore, 

royalty~;~ being paid on the value added in the country. It would be very 
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di.Hi.cult to calculate profit on the value added. Therefore, adoption of LSEP 

method in India would go against the National Policy of import substitution 

because the licensor would then try to resort to efforts at reducing the 

import content. The Portuguese land Philipinm studies do not indicate how 
A 

royalty is computed in their countries. It is presumed that c. i.f. value of 

-1·~-.. .. '':"" . 
. - }:~_-

, 
•· 
~ 
f. 
t . 
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imported components is not deducted in their cases before working out the royalty 

payable. It,. therefore,. shows; 

a) LSEP calculated in India cannot be compared to LSEP in Philippines and 

Portugal; 

b) LSEPs in India. are much higher than those in Portug;i.l and Philippines 

if our presumption is correct. 

Generally spesking, we feel that LSEP /TT F piethodology can provide 

a useful tool for the evaluation of technology transfer Agreement. It is, however, 

doubtful whether it can completely replace the existing criteria of royalty 

payment. Our analysis points out a number of difficulties in looking at then, 

contract as an income-sharing device. There are certain difficulties in 

forcccisting future prospects •• Projections can easily be manipulated to show 

higher or lower LSEPs; absence of inter-linkness between sales and profit, 

margins on different products,. as pointed out by the Portuguese study increases 

the probability of incorrect projections. The vast difference in LSEP values 

shown in the three Tables I-Ill provides support to these points. 

Sug~tions for Registry: 

On the basis of our experience, and on the basis of our own study 

·-
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of these. The Registry should choose the best alternative keeping 

in view the interests of the Licensee, and the country. 

e) Down payment should be construed as capitalised running royalty. 

There need not be any ob/ection to a proposal based on the Party: s 

Agreement to share profits. However, the sharing of the profits should 

be lin..~ed to maximisation of value addition in the country. 

In our view royalties are generally preferable to lump sum 

payments. 
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C;;ilcl.llatlon cf TTF c.1:Ll LSEP .1.n 11 contracts, HPV calculv.tcd at lO'i~ <1J.s 1:ounl:. 
factor. ~ ·· !~ll c.::lc1.1l~; L-.ic•·•s 1?; Indian rup~es, /l.n.ount indicti tea ·in tbc~s.::md 
rupees. : : Date.! hi~t-:.'rl c.:il 9 

Ho. .l'l.ctivi ty Rate of 
Royal t-.y 

'.'l"erm 

r---~----~--------3 

l. Steel Forgings 2 

2. Water Polluticn 
control Equipment 5 

, 'I 
l: 

4 

i ~' 0 
.. 
' 
~ 6 . 

. r 
3. Industrial Heati.ng 3 and Heat Treatment 

Furnaces 
( 10 

4. 

s. 

6. 

Industrial -Furnace!; 11IL 

Industrial 
Fans 

Air l?olluticn 
· Control Equip

ments 

x 31% 
x 5% 
:6:or m.:ports . 

5 

7 0 Static Convertez.~s S 

5 

s 
5 

5 

r __, 

Be Tufted Carpets NIL 5 
I 

9~~ E. R. w. Steel Tubes. Rs. 5 per ', " 10 
· ·." .. · : .. Annum ·; ·' ~• · 

: ' • •', ' : l ; I ~ • \ (~ 
• ~' o'~' I \ '! I .,.. ; •d,: 
.. I l ~ . , . •: '~" \ \( 

., . .. " , .. • ···1l ' 
: l ' . ~ ) : ; -~,;. : ; v '" 

Equity D0\11) ~sv ROS l1PDT TTF 
of foreign Payment ., : · 
col lwl~~,rato.i.~ · · 

:.- ------- -- 6 7 o 9 10 

3. 23?-~ NII.i 254908 

llTL 792 39154 

'' ,.. r. 01 t. ~-, ,., nil 67861 

25;C r.s. '100 per 83282 
t.nnurn 

l .:r -: 1 ... __ 919 58250 

ni.l 1046 . 20696 

l·!il 7.15 13427 

'),Hf 
w"'1.·:.., 5183. 102531 

!. 
31.4% 1000 ·: ' 467400 

5G77 22582 
\ 

1430 $38Q 

1141 3461 

0.£67 7·175 

2842 2967 

1477' 949 

1326 1458 

6183 233~5 

1000 .. 48635 
'.f··:"',•: 
'l' ·;: 

., an 
""'• .,,,v 

.1 .• 1 

3.03 

·L. 48 

1.01 

~64 

l.09 

3.78 

48.63 

... i~. • p.t.o; 
':·!~'}' ~ :,; ' • :: . ' 

LSEP 

11 

20~·: 

20% 

24.81~ 

1!3% 

1.9 

60 

·10 

20 

02 ::·.':'·'1· 
1'rj 

,l 

I.' 
, •. f 

:.'. '. •'' ~ . ( ~ 1;: ! 



10. Agricultural 
Tractors 

11. Excavaters 
Loader 

~ 

_., 
~-~ '.· <i 
;~~~ ~ ;::)< 
~ '.· : ' .: . 

45 
... . z· ;-

-4 
;j 

----- -- 6 ---~---7 a--- u-- 9 

50 Dolla=s 7 ·1d 
Per Tractor 
from 1976 
to 1981' 
15 Dollars 
f :corn 1981 

5 5 -10 

Payments on acco\mt c1ivic1e:icls. 
on forei9n C.'qui ty h<lve ziot been 
included. 

•• 

' .. 

' 
·f ' ., 

1 • ~ • 

::·:'.·.J~ · ~ rL 
·1 , ~·: 

,·J ! \ ; 

- - - - -·-- -

NIL 2026267 19978 85804 

HIL 99252 1185 12447 

3233036 

; :~~ '. ~ '• ' ' > I 

'. •,. 

··t ··" 

···M.:. '.,:;.: :,· 
• .1 .. ,~ -_, 

lo 11 

4 .• 34 23 
• '/ 'I ', 

lo.so 08 

GS.El 292,81 
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Caloul ation or TTF and LSEP in 20 oontmoil• 
NPV caloulatcd at -10% discount rate and with reference to the first year of 

CONT. ACT. All oalcul ations in Indian rupees. Amounts indion.ted in thousand of rupee a. 
All dnta historical exceot profitability whiog haa been assumed onnthe basis of averag~ ,. 
_;profi tabili t:v: for industry for the duration of oontrao t, as ava.ila ble from eatist;}Qs, 
_prepared by Reserve nank of India and Industrial Chambers 

S .No. Aotivi ty Royalty Term Equity If own Pro!it ~et ROS N:PBT TTF LSEP Sale a rate of oo- payment peroen (inolu- (aa %) llabo- tage value ding rater aasumed 
and used down 

:12a1ment2 
1 2 ~ A ___ • 5 u ________ Q ____ 1 8 ~ 10 - 11 12 

1 • Loader Attach- 5 5 NIL 100 9.74 13968 338 1361 4.02 20 
menta 

2. Vaouum Control 5 5 NIL 150 9.74 3927 338 '382 1.13 47 
Brake Equipment 

. 3. Eleotro Pneumatio 5 8 NIL 700 9.74 16108 1179 1569 1 • '3'3 4'.3 
and Air Brake + +$ 
Equipment 3 5 

4. Cement Machinery 5 10 NIL 3000 9 181644 7016 16348 . 2.33 30 

. 5. Tubular Hard Fa- :; 5 N:tt 150 7 1111 168 100 ,59 62 
oing Eleotrodes 
and rods 

''· High speed 5 5 NIL 175 9 5611 540 505 .935 $1 
'Bottling plant 

I 

I 7' Aircraft forgings 5 5 NIL NIL 8. 31855 1791 2867 1.GO '36 : . 
I and other complex 

torgings 

a. '.Drying plan ta 5 5 UTL 1147 9 95266 2576 8574 '3.32 23 
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9. Evaporators and 5 5 NIL 590 9 92;; 858 831 .• 97 50 
oryetalliser plants 

10. Conveyor Belting 2.5 5 NIL 1070 5 242960 5876 12148 2 .06 33 

11. Vertioal Turret 
Latllts G 10 NIL '300 8 2475 400 198 .495 .66 

12. Vertical slotting 
10 NIL 1862 Machines 7.5 50 8 126 149 1 .18 46 

1;. Electro ca.st 4 7 20% UIL 8 69237 2770 5539 2 33 
Refraotories 

14. Machine Tools 5 10 NIL NIL 8 9667 200 77; ; .88 20 

15. Textile Machinery 3 10 NIL 250 11 2385 257 262 1.02 49 

16. Gear Hobbing thread 7 10 NIL 228 10 21334 535 21;3 3.98 20 
Milling Maohi1ie s 

17 0 Air Oircui t Brealcero 5 4 NIL 157 7 17430 1220 816 1.49 40 

18. Air Ciroui t 13realcers 3 5 NIL NIL 7 168461 5280 11792 2.23 30 
and 

5 

19. Moulded Case ; .. 5 NIL 204 7 33134 730 2319 3.17 24 
Circuit Breakers 

· 20. M6ulded Case 3 5 lUL UIL 7 57893 847 4052 4.78 17 Cirouit ~reakera and 
2 
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TABlli - l:UZ: 

1'1SV LSlli-s.No. Aotivi ty Royalty Term Equity Down ROS l?rof'i ·t N.l?B'l' TTF 
rate Of CO- paytient %age 

llabo- assumed 
rat or and used 

1 2 ' ~ 2 {) 7 8 ~ jo ~ 1 ~~ 

1. Steel Calibrand 5 5 26% 1263 217307 9356 10,7 23252 2 ,48 2[ 
Link chains 

2. Roller Mills 5 5 ,9% 970 62377 2026 a.5 5302 2.6 27 

'· Sodium vapour lamps 3 5 NIL 900 35133 2448 7.7 2705 1.10 47. 

4. Uniflock (part of 5 5 NIL 986 
:Blow room machinery) 

39711 2844 7,2 2859 1.00 5C 

5. Carlimeter, fibre 5 5 NIL 493 22365 1508 7.2 1610 1.06 4E 
meter machines 

6. I>neumatio 4 5 35% 201 
Motors 

42639 1619 7.6 3240 2.00 ;; 

7. Vibration testing 3 5 40% 700 8533 1222 13 1109 .91 52 
instruments 

a. High speed ohrunbera 5 5 NIL 310 
with acoessories 

232243 9901 7.2 16721 1.68 '37 

9. Hydraulic exonva- 5 5 NIL 1460 
tor & loaders 

205252 11371 9o7 19909 1. 75 '3€ 

10. Rerniling and 5 5 NIL 828 48~83 6114 11 5311 .86 53 rescue equipments 

11. Jiggurs 5 5 '39% 912 102513 4805 9.3 9533 1.98 33 
12. Friction draft 4 5 NIL 424 46859 2395 10.5 4920 2.05 32 

gears 

13. Fuel saving paoka- 5 5 NIL 473 56596 6078 7.4 4188 .68 59 
ged High Efficiency . I 
Stoo.m Gcncratoro I 

I 
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14. Gaskets 3 5 MlL 828 8'3834 5244 13 1090 2.07 32 

15. High oapaci ty '3 5 NIL NIL 94158 3821 9,7 9133 2 .40 29 
Couplers 

16. Poly-urethane 3 5 NIL 244 319941 19379 13 41592 2,14 '32 
re sing 

17. llirder and columns 3 5 NIL NIL 27100 1528 10 2710 1,78 35 
for. Hot lllast Stones 

.16. Electronic Recording 5 5 NIL NIL 13993 741 . 12 1679 2 ,26 30 
Instruments 

19. Single & two column 
Sheetfed offaet 

5 ~ NIL 3105 139955 12466 9 12596 1 ,01 50 

printing machi1~ a 

20. High capacity friction 3 5 NIL NIL 71552 2935 10.5 7512 2,5 28 
draft gears 

21. Rubbarised nylon 5 5 NIL 309 '3228 478 10 332 .694 59 
sandwich belling 

22. Vacuum filters ad 5 5 NIL 500 52216 2461 9,4 4908 1.99 33 
pressure filters 

23. Special industrial .5 .. ... 5 .· .. NIL .. 1000 
Heat Treatment 

57635 4110 7,5 4322 1. 05 48 

Furnaces 

24. Marine pumps 5 5 NIL 418 10107 1144 7.4 747 ,65 60 

25. Nickel cadmimum 3 5 NIL ;oo 116299 1093 12 13955 12.76 .07 
oelle 



C-I Amounts in hundred 
thousand rupees 

,-J'(.) --
TAB1E IV 

Three a~reements on Automobile Ty:res % Tubes 

s .No.· Royalty i.erms Term Down :Ros-imv-u·· N.PBT T1.rs LSEP 
payment 

2. 

3. 

2 ' 4 : 5 §: 7: 8 9 
1. On internal sale For five 36.20 241.04 19419 No proiita aoorued. Does not Does not 

2~ on 1st 3 laldl Nos. years, ex- The company has arise arise. 
f t es and t bes tenaed for aooumulated losses 
~er ~um u another of Rs .1670 hundred 
l% on balance upto 2 five years thousands during 
lakh nos. this period. 

On Exports · 

4~ but only on over 
and above 10% obli
gatory e* arts 

Same as in No. 1 
above 

2~ on ex-raotory sale 
value 

1.25% on sales 
value during 
extension 

* 

Same as in 36.20 
No. 1 above 

5 years ex- 50.78 
tended by 
another 5 
years in 1979 

119.23 5488 

307.55 62072 

~. "Performaroe given only :ror 8 years. 

Has collected a 
net loss after 
depreo.tation or 
Rs.2700 hundred 
thousand rupees 

51'3.96 

-do- •do-

1.67 .'37 



.-)1/ 
TABLE - V 

RBSUL'l~s AT A GLAl'TCE 

No. Statistical measure Table-I Table-II Tublc-III Phillipincs Portugal 
(Historical data) (Historical Data, (pro j cc ted . 

prof it.ability figures) 
assi.tmed) 

1. Coefficient of 00.08 00.21 00.04 0.08779 0.007 
correlation (r) 

2. Weighted Viean of LSEP 19.85 30.08 34.00 19.6 

3. Arithmetic fv'.ean of LSEP 26.62 37.10 39.14 21.81 33 

4. Median of LSEP 20.00 35 .so 35.00 18.73 .. 
s. M:>de of LSEP 20.00 20.00 (Dimodal) 

32 Hl 
33 M2 

6. Weighted l-".ean of TTF 4.44 2.47 2.45 
7. Arithmetic P~an of TTF 7.78 2.13 2.06 

e. Hadian of TTF 3.98 1.dO 1.78 
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NO.FC:1(6)/7t-CCG Cell 
Government of l!'ldi a 
Ministry of Industry 

Department of Industrial D9velopmen t 
S ecr~t ariat for Industrial Approvals. 

COPY 

New Delhi, the .1 tth October, 197c 

QfFig~-~~iQ~P~ 

Subject: . Technical Evaluation Comrlittee to evaluate imported·.· 
technology etc •. , 

..... -.. 

'. 

. The -need for evolving an apPropri~te 'syst'ern . .for· · 
evaluation of indigenous and imported technoligies had recently . · 
bean.discussed at length by the Group of Ministers. A view· has 
been ta}ten· that the DGI'D should. take stens to .further imorove 
tha present·-set up for maintaining of data m indigenous - tecmology 
and information about its availability for transmis.:i on to the 
Adr:linistrative Ministries and licensing authorities. On the 
question of. import of technology, it was agreed that the 
differ~nt disciplines of technical expertise should interact 
wd. evaluate its merits as well as it-s acceptability. For 
this prupose it has be'3n deci:ied to constitute a Technical 
~valuqtion Co1TT.1it-i:ee. The follcwin~ ·..rill be the composition 
of the Cornmitte~: 

• 

1. Brig. B • .J. ShaJnana.r, 
S:e cr'3t ary, . 'E. D. 

2. .:ihri Baldev Siingh, 
Chief Tecmology 
Utilisation - CSIR. 

3. ·prof. G. Janki RaJIJ, 
Project Corordinator, 
Deptt. of Science & 
Technology. 

4-. 

·. 

Shri C.V'.3. Ratnam, 
M. D., NR.X. 

Shri K.11. Ramaswamy, 
Dy. Directo :- General, 
DGTJ. 

t. Shri JI. Biswa;:i, D.O. JGTJ 

Chairman 

N~mber 

Member 

Meniler 

Member 

Member-S acy • 

· • • 21- / 
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l 
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2. The principal .run~t ion o:f this Comrnitt ea will be 
to evaluate ·the t ech."lology proposed to be imported as against 
indig~nous technology, ii: available, the need for upgradation 
of such technology etc. The system of e~valuation through · 

' .. -. ·-· 

. this Committee will be integrated. with the functions· of the .. 
s~cretariat .for Industrial Approvals, so that the Committee rs , .. 
opinim is made available to the SIA as well as to -.:.he Ad.rninistrati 
tive Ministry _who will take a final view and. present the proposal. : 
be:fore the -apPropriat e Licensing .Co?:t:littee or the Foreign - · .• 
Investment 'Board.· While commenting on tba justification :for - ·~· · 

· .. ·.importing a· particular tecbnology and the broad reasonableness of.,. · 
·:the terms' asked for, the:Tecbnical Evaluation Committee ·will 
. ·.as ·a rtlle leave the .final terms to be settled between the ... - . 
: appropriate . Licensing Coi::nnittee/Foreigri Investment Board. and-the ~ 
Adlllinistrative.·Minist:ry· concerned with the- Industry._.- .... -".-:. ·. ··': . . •. · ' - ~. :_ ·- . .... . . - - . _:·_.-~~~~-~i-··:·-··' .;.·<· .. ;:~·-:: .. '.· .. - . -

.-.. . . . .. - , - ;. . . . -.;· ' -. ~ ··- - ·:·- - - . -- ... -

3. _ Se<:':;;etariat for· Industrial. Approvals- will. provide .. < 
·. the·seceetariat. It-will forward copias of the relevant - ·~ 
·_applications .·to .the .Hemberaecretary. The 'technical Evaluaticn 
Co omit tee will forward its consolidated recommendations to the 
SIA with a copy to the administrative Ministry with.in perioi 
of 30 daYS from the date of. ref~fe.rral of the application by · 

·. 

the SI.A. 

Sd/-
( G.N. Mehr a) 

IDoint Secr·~tary to th~ Govt. of In:iia.. 

1. M~mber of the Ta c.11.n ical .Evaluation Committee., 

2. Administrative Minist ri es/Technical Departments. 

J. 

- .~· . ;, . ,, ..... 

. , 

All officer3 & Sections in the 3IA. 

.. 
, .... 

'· 

., 

. .... 

-.. 
. J .. .... . -. .... 
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COHP031T IOI~ OF T~c::i:rr::;~-~YA~Q~1'!Q~_:_g9t~!~~~-
--·- ·-- -- --- - - ~-

The following is the composition of the Technical 
~v:Uuation Cor:!I!lit taa: 

. ~ -· /', 

1. 

2. 

S acratary (Tachnical 
Davelo pmen t ) 

Com ell of scientific & 
Inju:;;tria.l Research 

Chairman 

MaI!lber 

3•- National Research Develop- ·Member
men t Corporation 

I+. -Deptt.; of Science & 
Tec!nology - : , 

5~ D.D.G. (IX}~D) 

Member 
· ... ' 

_,Member · . : ... · 

-t• An officer of DGTJ 
Member-3ecretacy.- -

The principal fUnction of this Committee will be 
to ev3luate the technology proposed to be imported as against 
in:ii~enous technology, if available, the naed for u.p~ra.Jation 
of such t-3chnology at1~. The :;ys ter.i of evtlu;:i.tion through 
ttis c;orcrnitt~e \-rill be inte~rcitej with -che ft.nctions of tha 
':? acr~t aria.t for In tu~;t rial "\]provals, SJ that tha Cor.:oi tt,~s':; 
oninion is mada availabl~ to she SIA as \.,~11 as to the 
Alr:1inl3tnativ~ Mini3try·who w~ill t3..1.\:e a fintl vi·;:w Gnd pr~s~nt tre 
I?roposal before the g_pnropriate Licen3ing Cor:;mitta~ or tha lt'oreiP:;l 
l'l.v-:is tr::ent Joa.rd. While co;;;rnantin g on the justification for 
irnportin,~ a particul1r tectmolo.~ and the broad reascn::i.blenass of 
the tarms asked for, tha Technical .i'..;v:iLuation Commi tt~e will as 
a rule leave ·she final term3 to be Sdi..tlad b~t·_.,een the atJpropriat·j 
.W.censi-ng Comnittee/ For3i5!1 I:iv·3str.::<:!nt Boar.i and th<:? Alministrativa 
Hin~stry concerned with the Industry • 

(' '·· 
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' .All. cases or tereian investment ani collaboratien 
tall within the jurisa1ct1on of the Foreign Investment Boar4 
Evm where the pr.L:mary responsibility rests with the -
AU1n1.strat1ve M:lnistry eulceme«. uncier powers &al.ecat941 to. 
the Ministry,- the Boara. bas the supervisory fl.nctions 1n . 
res,aft or the dis)IOsal ol the a~lications and maY call. -
ter \nd. •eal vi.th any 1naiv1d.Ual a.PPlications 'in the Board 
1.tselt9 :_ At :Present -,the fol.lowing is the composit1ai of · 
t~· 7.I .B. S• 

) .... : ... ·. 

1. · Secretary Deptt •. of Rcenomic Affairs 

,_ 

:_ -~ 3. ~ -i Secretary,. !ecmiCal :levelo pm ant , DCll'l> _ 
• • A~- ••• • 

·_-_It,.. ~ecretary, Deptt. of Petroleum . 

S. Secretary, Ministry of Conm~rce 

6. Secretary, Plan?Unc Comm!ssim 

1. Secretary, Deptt. ot Company Affairs 

B. Secretary, Deptt. r.>f Science 8c Tacmolou 

9. 

10. 

Director Gemeral, Council of 3ci:3ntli.f'ic 
and Inaus!rial :Research. - -

Secretary of tlla Aim~"11strat1ve Ministry 
conceme'-• 

: . ·-· 
Chairmaii -

'· ....... 

··. -···. -
. '. --ao- ._: 
:.~·-_-

- -.... 
-a•• 
-tio• 

-·· .....,,_ 

i 
i 

{ 

I 
' 

11. Jgint Secret ~-.r inc!la!'~9 of SIA, 
Deptt. et Industrial Devalopment. 

Member-Secretary. , '· 
. I 

•" '. '. 

~ . -
- ' 

.,/ , 

'-

,• ','. 

. ----

,_ 
,., . ' : .. 

.,;·' 

;_' 

. . ~~ ' 
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., 
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1. Tte total non-resident share holdin6 in· the joint venture 
should in no case exceed the percen tabe ind.ica ted i..."'1. the 
approv::!.l letter. 

: - ~ 

2. The royalty _will be calculatcd·_on tri.8 basis of the net ., 
ex=factory so.le price of the product 01:clusive of excise 
duties, ra.L"llis the cost of. the· standard boueht-out components 
and the landed cost cf imported componor..ts, irrespective of 
'the. so!.U':G.Q--~::-.'9f procure:nent includin,; ocean fraight, insuranc0, 
custom duties etc. Tn..J paym·.:.:nt of royalty ·at·the·rate. 
mentioned in tho approval letter will be restricted to 
Licensed/Registered capacity plus 25% .in. excess thereof ·or 
O!l such.capacity. as is spucified in- the approval letter. · 
In case o~ produc:tion in cxces·s of this quant'Un, prior· 
approvaT of Gov()r~1cmt would have to bG obtained r0g;;irdi..YJ.g 
the terms of payment of royal tyin rCf3].Ject of su.ch excczs 
production. ·· · · 

Tho forcj_,zn collaborator shall be paict lumpsun s:pccificd in 
tho appro-..ral letter, subj Get to applicaole India:i ta.:rns, for 
toch:1ic;;il know-how, dra-~1inss, do signs, docw:en tc.tior.., 
erection 3.nd cCm.!:'.1issio!1ing etc. 'I'h8 ltc_ps'...D st.all bu ;-aid 
in thrco ir:stc.llr:0nt3 az; dctr~iled beloii:-

~3.) First 
~ 

b) S-ocon·i 1/3 on C.clivery of tEJccnical dacuc:!.:::ntat.1.cns. 

c) Third and f in8.l 1 /3 on the con:ncnc:c;.icnt of co::rm~1·cic.l 
produ.c ti on or four yoe.r3 after the agre.::,mcr..t is taken on 
rocorl whictcvcr is oc:.rlicr. 

. . -

4. Fo;· ~~d.eJt6.:l:ing the ex:part obli!Sa tion specified in the 2_9prov2.l 
letter, the r·~q_uisi te guarantee i.e. leg:?.l undertaking/bank 
gt~arantc~ a3 ma..r be req_uirod sr.ould be furnished acco:-ding 
to the detailed instructions issued by th3 Chief Controller 
of I~ports and ~.Aports ( EO Cell) and the ?1ir;iis try· c:i · Cor:1m.erce 
(.s.T?), wh0 r:ie?.y be co!'ltacted in the natter •. · 

5. Th'.) duration cf th0 agrcaccnt sha:!.l be· for a pcricJ of f lve 
years fro:1 t:1c d::i.te !the agr·c8m.::nt,3 is ta~:en en :-.;cord or 
five ·Je[!.rs fT)ffi +,r.e date cf cor:'_'Ilen.'cL)ffi•]n t of coo:n.Jrcial 
prod 11·~tion ~rovidJd production is not d.cl'.l::cJ. bey-:ind three 
yca~of tte ... data.tho-agroem~mt is taken C'.'.1 rocor:l (i.e. a. 
max.imU!:I period of eight ;;•cars from' the ci'::!.to of the agree.wont 
is taken on rec a.rd). Within this period, the .Indi:J.n C?'i::.nn.ny 
should d.1velou and set up their own cicsivi a.:1d rcsearcn . 
facilities so- that continued deoc-:'ldencc en .. foreign coll8.bora~t'Qn 
beyond'thi3 period will· not be nocc.~sary. . 

! ~ - '~ .. 
6. Exports shall bG perwi tt.3d to all ·countric3 except where the 

foreign coll~borator has existing licensing arra~g~~ents for 
::::anUfac turc. In ~the latter case, 'ithc countric~ ~or;icerncd .. shall. 

_ ... ~.b·o spocificd.. 
\ ..... " •• , "J 1, •) .l ·.,. J 

7. Import cf c:ini tal equipment and raw-· matcriala would be allo-..;cd. 
arJ per i.-;:port policy prcvail:ine from time to __ t).mc • 

• • ~ •.•.• 2/'.. 
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8. The Indian Company should be free to sub-li6ensc 
0

the-: 
technical know-how/product design/engir.eering design 
under the agreement to another Indian party, should· it . 

· .. become· necessary.:· .The ·terms· of such sub-licensing will, 
however, be as mutually agreed to by all: the parties con_cerned 

,.-. :including~_-the foreign collaborators .and will~ be subject to . 
. the approva.J: of. Government. , · · .:. , : . . ·· ~-~ ,.-::- , · · 

• .,. . ~ • • : . •" -. .::-.·-.<."'. • -~' "· . • I ' • ·••· •. ~ ' .~ • :J /"-" ::'·•~·;:·_; .... ~ • ';:-· _:--:. •: -~ .. ~~.:~·,' s--· ~r· •. J.: '-.! •: . -

9 .. 'Deputati~n -_of' techni_cians· either way. Will. be' subjec_t to prior 
. · .approvaJ_~ -~~ the. Reser~.re Bank' of. India~ ·in .terms of: _p.urnber, 
_._ .. period. of engagement,: ·remuneration etc • .:;.·.:.:,: :;·,"·:.: ·• . . : . · · 

. _·_-;.,.- -~~ ....... --- _;:::,-:-:.~~~ . _--·::.-~-_; .--. .:: >-~:~.-. ___ - ., :~<~ _~"-~ --~ ... _~'.-·-~->-- ... ;.:_~,- -:"-.-···'_,~>~~\::~--~: ~~-:;-~:~~-.~ ··-"·~- .~ .. -~. -~ ~._. ~ 
10.Foreign brand names· will not ·ordinar:t-ly: be, allowed for· use on· 

·the products for· internal sales al thou[.;h. there is- no objection _ 
·.to their- use on products to ba exported. _ . . . .. . ,-: 1. -. . · 
. -> ;= .... ·: .. . . "-· . . . . -. ; . . . .. .. · '. :· . "." . """. . .: .' .. . . ... . . 

11.In. case the .item of manufacture is· one which is patented in 
India, the pay~ent of royalty/lampsun payo.ents CTade by the 
Indian _Coo.pany to Foreign Collaborator during th·a period of 
agrceoec. t sl:z..11 also conati tute full cor.lpcnsa ti on for use of 
the patent ri.;hts till· thS! expiry of life of t~1e patent and 
the Indi~n Co~pany shall bo fr2a to E2..,,.~ufact~r0 ttat itao even 
after expiry .::f th·:? collaboration agros::~:r:t without nak.i.ng 
any add.i tio~al payUI.cnts. A specific pro~ris ion in tb.is r2g1rd 
oust be incorporated. in the coll ab Or?.. tion ~grec:::ent to be 
entered into between the two parties. 

12.In cc.se a.~y consult8.ncy is required to execute the project 
this should be obta.i.."1.ed froo an. Inli.:m consul t"'lncy eni;ineor.ing 
firn. If the foreign consult2.ncy is considerGd un9.voido.bl·3, -
an Indian conclll ta.ncy ±'irr::i should nevcrthless be the priwo 
consultant. 

13.The agroement shall ba subject to Indian laws. 
!>.. . ! 

14.The Indian conpany Ehou11 confi~ to the Adoinish~tive 
Ministry/Dcpartncnt referred to in the letter a.nl also to 
the Foreign Collaboration-II SectiJn, Secrotariat for L~,::ustri
al .ti.p_provals, Udyog Bhavan, New Dolhi-110011 that thoterns · · 
of· collaboration stipulated in the latt8r and in theAnncxurc. 
are accept~ble to that. · 

15.Ton copies cf the coll~boration agrc0nent whi~h should ba 
.strictly in accordance with the terns as incicatcd above, a.s 

, finally executed, and which should be. ·signed by both the 
· :·._,:partjes oay be fUrnished to the Adninistreti~e f1iniz:try/ 

:- :~ri;Departm3n~ .. re:ferred .. t~ _in.·the letter... . , ·· : 
:i,-.(~:~~::.~i..~·.:·~·~·:~·~;-1;.>1·~···~.\. >· •-'~ ~.-.:.~.;:;~._·:l. ... ·:._~'. ... . : .. ~··~· '~~~- ~ .. ;:~·~t;.~!~.:~:i;/·_:.\'. t: ~-': '• ~ .. , ... _· .· ~-
''.16"~The Indian coop-any·: should. s·u°b'r:iit· a ·~~turn abou·t. the. progress . 

. · ·,".of· tho un~ortakihg as in the f~m· enclosed, :,showing· the positio'n 
· ·~~:_as·. en 31st December, each year. , This return .should' be.·· 
· .•. ">·submitted by the ·31st January, .the f_ollowing year arintia.lly 

.·:.till tho d:'l.tc of expiry of foreign c·ollaboration agreement .• 
:1,.·;This return should be addressed· to:· the following authori.ties. 
... ·~ ~ ' 

: ' 

. , .... ,•.; .. 
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17.. r.1.) '.l.':10 Ai:.:::inL;tr.1.tivo i''iinistry/D.::~'~:rt:::;:;:nt 
c -1nce:rned. with the f i·Jld::;cl of •::cllo.bo::·~ t i()n. 

b) '..''.'.la virect.)r::t"!;e G-·:mer:".l C·i' ·~ec·-i..YJ.iC.:il Devel0psen t, 
Ud.yog Bhav<:>.n, lr'3W Delhi - 11 'J011 
( to bci sent L~ duplicate ). 

c) '.i:ho S·Jcret~ri':l.t for LYl.;iustri:..l Annrov~-i.13 
Foruign Coll::ib:Jra ti on-II Sect.i.·m )· Dcpart::ient of 
Industri:il l.Jev~lop;:::::mt, Udy·.:>5 Bhn.van, 
New Delhi - 110011. 

d) ~·li.ni.:::try of Fin:tnce, (Dcpart:;:ie:nt of Ec:moo.i~ Af!:J.irs), 
North Bleck, Now DGlhi. 

U!l.der 3scret:iry to the Go,.:er!liliant cf L"'liia 
__ __,.- ~- - -- ~·- -

--

--. 
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f !!£~l~!!~~-2f_!![_~~~-~~t~-!~-~~-i~~-!2~2£~l-E~!!!ee!~~-~~!~~~~~!~ 
1 • On approved basis 

::? • Un 1 l: 
Ml.I Pisos (t~PV,S years unless C'therwise noted 10% dis-

count ra\ } fl.':!!! Ac l ! v 1 t y NSV H' .. :'.~ ! .. !._i~: '.]_ R tJPBT IP !S2. _f_{ _ 
. Code 1 Franchise 63 :'. (Y .. o 1:::. ts 1.50 8. 1 t 13.65 11 .o,,; 
Code 2 Construction ?O 1 o. 7~•X J'J. 0·1 1 • St 25.92 41. 82 3.7% 
Code 3 Food 

Prc_1ec ted 1 ,458 0. 9::?)'.\. 5.46 t 3.50 0.40 18.96 71.2% l!istoricaH4 yrs) 708 • , • oo:.::: 10. 72 7. 22 1.48 17.43 40.8% 
Code .q 3 yrs) Garments 1 0 I i . 0'.1~~ 0. [Vi I. 07 1.81 3.00 35.6% 
Code 5\ me) Consumer qoods 

ProJe= ted 1 • 602 ::'.cox 309 34. 2'.J 9.02 343.29 9.9X Historicall4 yrs) s:io J. J'X 69 18.54 3.7:! 87.60 21.2% 
cod«.> 6(mcJ Pltarmaceulicals. 

Proj<'c ted 1, 248 4. Tl% l 1f30. 20 59.56 3.02 239.77 24. 8',l; Historical 430 ~.50X 58. lA 24. 13 2.41 82.31 29.3% 
Code 7( 11~C) E1ec tronlc 195 1 • ~~~ .:l l. 94 6.73 10.93 34.86 8.38;); 
Ct•::it- S Automotive 331 2.00;.; t 4 .4 B 1.29 2 .15 21 • 21 31 .75); 
(.oat- Q Phc1 rrn.1c eu t1 cal 43 3.oo·~ s.~2 13.58 4.26 6.Bt4 19.01% 
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~ Activity ~ ROS t~::1T i\ tJI> ll T IP !2EE. -,-\-

Code 10(3 yrs) Food 454 3.00% J•1, Ci() ~). 4 0 2.57 48.55 28.01% Historical 

Cf\de 1 1 Food 265 2.00% , 'I . <i., 0.02 J,70 2S.30 21.28% Recalculated 
from Post t:iJ< 

Data: Tax 
rate 35% 

Code 1:: Chemical 0 ,49 S.00'- 0. ') :~ o. o;> 21., 3 o.ss 4.5% 

Cc-de l :i Electrical 9oods ~A 2.00'\ 8 f) ... , . 1 (J 6. 'J'.J 9.23 12.57% . ' ' 

Code \Ci E.quipment 8.3 2.00.t G. r. \ 0. I i,7 4,R5 o.97 17.09% 

Code 1 ~' C.1ec lI onic \ \'lb O.B'..i~ 
1 iC.~~~ ) • ci:> <). 1 100.34 9.9% 

Code 16 Pharmaceuticals 48 3. ?)., '/ • ')i~ '. fl2 1 .<a 16,33 11 .14% 

Code 11 Misc. 58 2.ox 1, JH7 , . , (, , • '. 9 " ,. r 4;i,4% 
L • .J .J 

Code 18 E.qu1pmen t 9 4.0% , • 4 3 0.36 4 00 1. 77 20.0~ 

Codf 1-Q Electronic 
Hi!.lorical 39.46% 

l~ yrs) 220 2.3% 7. 77 ~.07 1 ,53 12.04 

c~~~ :.o ( T.::::) Phare,.ic eul1cals 202 4., % 36.61 a.27 4.42 44.08 18.45~ 

..... 
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thnt thr sa"'l'l•· l•1 """'"""w ilifl1·rrrit from th•• nnrm, In tin• !lPnRf> thnt 

., • I " I I 

~--------------

.Rnyd 1 ty 

·r:cwn p<1y1-•t'11 t 
;Rr.y"lty 
f 

'.Honor..iry'(,1) 

------------

-TOTAL 

IV 

Source: LI.I. 

~;r-~~~:~ Of 
l ·o~;T~Al:TS 

'• 

(A) Two rontr;icfn of routine technical assl:;tance. · 
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It !!hn11lrl lw "'r""'""" th:tt i-Pntr;irt!I under J YPIH!'I Rre for technical 

R!Hlfq!;mn·. l'nhapplh· r!w samplr rlne!I not Rl'ctHately reflPrt the 

dur;H t.'n hrP;il<,fnwn of '1!ll'"PPm1>nl !I appr-ovprf by thP F. I. T.; tndeed, the 

Rh11rr or t"llll! r:1t·t s ••f ii 7 :mil Ill yrar ... perfnd in the !lampl~ ill quite 

'•I hfj!ht>r than (r lo.i In Pvrr;dl 1·11ntract"' Tf'Jo?f~terecl. 

T:ihlr !T! 

ll11 r a I l nn 

OllRATlON Ne;> u F 
P[RlOO CONTRACTS 
(yt'11rS) 

I 1 ( <l ) 
,, . l ( .J ) 

! J 
I 

b 

i ? 
] (I J 

f1Ji,~L 16 

Snurce: F.r.r. 

(a) Contracts uf routine technical .1.-isistance. 

4/ The percentage of 1 icense a~reem•:nts of more than S yl'.'ars duration 
has been of about 23 per cent in 1981. 

·-:>. 
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-· --------·- - --- --
r .. ,,,,,,,,,, "'"''"' Plumber of 

rr;1fnln" l':ttPnt,. F.ni;iln1>f>r Contr'1rt~ 

·- --· - ---~----- - . 

x 
x x 1 
x x 4 
x x lC 

x x z 
:<. 

2 x x 1( 
)( 

z x x ... 
)( x 

.\ 
\ x 

·2 (a) 

( ;J ) H 1111 t Ir• t• r , ., ~·'I I ; I I L .•.• I r Ii), r 

Not •. : 

lllfs Lthl .. 1.-.,.i., ,., r .. 11 ".;· (L,·r,· "'" r .. r i11sL1n,.., i+ dl'(r~eml'rtl; 
rt·Lir 1nr. r" rti ... ,.,·:·I" "' f ""'"··l:.•1.1 1:1,f r r.,.r ... m.-trks t"lo(ether; th»r1> are 
! .it,rt't'mt•nrs '"'''"'"· '" "i.i•: ~ro ... .,.~"'W 1rid r radem,1rk._., tt:•<'hn{cal .1-.sL;tance ls als" pr,1vld1·d. 

F. l. I . 

rhts ref •. •ren(', r .. lt'lli111 '''>'ll',r[ el .. m.nr. {s {mportant, since the 

levl:'l of p.1vme11ts 1·,1n lit:' inf(,,..,,,"' ·•Y the typ.,, numher arid characteristics 
of tht! tl:'(.'linol1»'.ic.:il Items "ilf'f'li .. 1. 

C.111tr.1t·t:; studit>d .:'"''···•' ll.t.• folln1o1i11t, St'Cfor:.: metal pro.Juct'j, 

rn.iol1f111·1y <111d <'lecfr11nfcs (/), .r, ... ,,.,ilH (5), 1:.1rrn111ts (J) ,ind met.11l11r~y (I). 

l ,, • , ' , .. .,,,;I,; :.fi .. ,,., In T.1blt! Ill. 



l 
I 

l 
~ 

l 

~,,,.iJMf ~-

1,: 1 .... , ,., •. 

{ I ' ' \l ~ • • '. l I \ 

l t' \Ml r 1 i. ,_, 

riA;111 ru,•1 

I -
I 

,., I 7 ~ 1 : _r k CT 

. ; 

I , . . ' . . ' ~ 

.1:.i· ../ 

'·-------
! 

ll(· 'W\( 

t l l l 1. I r- i L M:1 ' 

I 
j c "l II I ( ,\ l 

I 
I 

1-· 

. ' 

I l•L Tat ~11oouc I~ 
I 

-----------
l L I l 1 ~ I l HA 1 i ~ 1.\ • 

urr nr __ f r~•"i•.T 
(0NlllAI 1· '"'I 

I If 111•.1 

I If I "',I 

I II ! ll '.I 

11( I "'.I 

If 11,• 1 

l !' f ,,. ! 

I :t f 11'·1 

! '• 

: . : .. 

l I ~ l " 

+------
i 

l l ~ t :t ~ t. 

U!JUl I Ir( 

T.ASSl~I 

~:.J;Jl ( .l[ 
T.ASSISl 

. " 

. ,... ' ... ~ " 

- _ ... ~. 

;.t l f ! It rt : ( 

Tnhlr V 

I 

ft •' f D !\ !~ f 
"' f , ,. DI Al 

lJ , f ~ 

I r1• 1 r· fl 'l 1. ~ 

1 ... 1 i r r r • 1~• 
P'i '•l'fi :.JA. 

r ! ~ ,, 1 

IL. ".1 1 r 

~·II u /. r, J 

'I< ri;q,\1 
c :, r I 

I
I ;. • I , ;. , f 

• t • ·.JI r.1 I .. , .. 

I~ .. l,', I 

! . I : I-;.".\, 
I '·' ., 

I I fl•' ... ·. ,t 

"·l ! 

I 
;. . '! 

.. :· .. ., . , I 

I;,. 

.. ... 
I _: ~: • ... 

~yr~,\,[ 

~LCTUIAL 
RA:: 

I 

PQOJ I I 
o arr 

(.) 

l , 

n 1 

l 1 

.1 l 

b. tl 

F.1.1. 

TH 

0 , 17 

~ n 

{) ·111 

·, 'l ~q 

' '.:J.' 

·, .. 

IHH 
r-·--··. 
1Gf111,(f.": 

L •,IP llOH\ IT ~t., .1 t r , 
RA I[ PHI (') 
( t) ( t) 

------ ---~--- --
r, 1 5 0') .1 '· 

fll.'J l OIR 1. 1 

I~ 9 n 15 4 

l!l h 

5. OG'l 

-.- ,; , I ~:-;-'-I 
-----r---··' 6 no I i; 1 I 

I I I 

t .. ··----r· --------! 5 5 JG l. Cl , 
I 

! 

!r. ( . 

'. 

f 
... ) 

I: 



! 1_ 

- I fl -

for thr 111;1!11 v;irlahl1"' (JlF, fl•;ro, rP'11 rri'lalty fl'lt<>~ ;in<f profft ratP) 

fpr th.- twP ~;1mrl•""'· 

.1 h 1 ~· \' r 

·;/\'1Pl f Of l ·1 CON fllll( rs 
_(~~~~"' r R. T. o\. ) 

,, ,' f L' .~ r. f •• r 11 •111 A 'ID 
/\'If c;i,i r, r '.;fANOARO 
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ROY Al I y "l rr ( 1) l. 1:.1;, ,., , ',,' 1 ·1 I(' l 2, 2 II 
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l<.f p '. t) , \J . ~ ,, Ill l I I,.' 1 1 11 ' J ~ 1 
----- ---- ---------

\ '. I' 

•,,, ...... I' r ; l ! 1 .,,__. r 1 .--: ..... 

I l ! . ! ~11 \ ! I! . l. ' .. ... : ; i .. ~, ,. ..... j r- : ~ 

r i, · r i '., ... : :·' .. ~ 
· .. : i : 1 ~-~fl.!~ '. '. 

~ ! I ~I • 

t he ~ c"' v e l •...) r ' . ' ~) t• r'. r-' :'. # f • ' r r- .... ~ rmp!e cdn h~ considered 

ac ... :·~pt.Ji-Jl~. t, t1t" ex:•'."'t1C ~~:.lr- ~ ... t:.;u lnvr~';~-.; down pa.yTTlcnts; standard 

JevLition (i 

Analysi.i rif the ma~nitude of LSE? an<l TTF i:.> r3tht>r d!fftcult, 

due to the L1ck of compar.1b le d.H<1. 
7/ 

!ht! par;tl~d • .. J!th th~ '~IDO study 

7/ See UNIDO documt!nt "Pitct Ext!n:i::;,. - Guid,..1 ln':':i for l'<?C:-:n1Jlul(y Tr.1n:~rt!r 

Payment !'.:valuation" - IiJ/WG.,381/ 1. 
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Trihle V! 
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