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Dear Reader,

In our previous notes, we have presented the many facets of the UNIDO programme on
technology acquisition and negotiation. The essence of this programme focuses on the creation
and strengthening of mechanisms that will facilitate the flow of technology from developed to
developing countries; thus the attention to technological access, the selection, evaluation and
acquisition of technology and technological cooperation. This programme is however but one
of the elements of a closely interrelated package of programmes which UNIDO has developed
in an attempt to lend vitality to the concept of industrial cooperatioa.

The merger in July this vear of the Industrial Technology Development Division and the
Industrial Technology Promotion Division into one Division, henceforth known as the Tech-
nology Development and Promotion Division, is meani to give an intense focus to the efforts
of UNIDO in promoting the development, transfer and application of industrial technology in
developing countries. This is undertaken through a variety of promotional services addressed
to delivery of industrial and technological information; increasing awareness on new tech-
nologies; strengthening long-term technological capability particularly through the creation of
international and regional centres; strengthening capabilities for technology acquisition and
export, as well as for technology management and technology policy formulation.

UNIDO has also developed strong programmes in investment promotion services, industrial
studies and research and a system of intergovernmental consultations on the future of specific
sectors of industry. Its ability to enter into direct cooperation with both private and public
industrial enterprises in developed and developing countries alike has given way to a very
effective interaction with industry, so much so that the cooperating companies have, in some
cases, been prepared to fund UNIDO so that it can exercise its intermediary role to the full.

UNIDO attaches particular importance to promoting North-South investment and flows of
technology from industrialized to developing countries and among developing countries
themselves. The primary instruments for investment promotion activities are the investment
promotion fora which are usually preceded or accompanied by a workshop/seminar on
technology transfer and joint venture negotiations; and a network of investment promotion
services located in industrialized countries and financed by respective governments. These
services exist in Cologne, Milan, Paris, Seoul, Tokyo, Vienna, Warsaw, Washington and
Zurich. They assist in identifying partners to sponsor projects in developing countries and
provide these countries with direct access to technological, managerial and financial assis-
tance.

From a global perspective, the working environment is fast changing and exposed to
various complexities: the increasing globalization of industrial and technology markets,
accelerating advances in technology and short lead times for their commercialization,
regional market integration movements, liberalization in investment and technology
regimes, changing approaches to intellectual property, impact of debt burdens and
concerns for energy efficiency and environment sustainability. UNIDO keeps a sharp eye
on these major changes and makes corresponding adjustments in its programme instru-
ments to more effectively deal with the challenges of a changing world.

Technology Acquisition and Negotiation Section
Technology Development and Promotion Division
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UNIDO NEWS

BUILD-OPERATE-
TRANSFER (BOT)

GUIDELINES UNDER PREPARATION

what is the philosophy behind the use of the BOT
scheme? Is BOT contracting an entirely new type
of contract or is it ssmply a new technique of combining
or grouping alrcady known contracts used in construc-
tion and in financing of large industrial plants or in-
frastructural projects? What needs arc there that a
BOT scheme can meet but which traditional contract-
ing cannot? What is the naturc and configuration of
risks in a BOT scheme compared with the traditional
risk structure, say of pure turn-key arrangements, con-
sidering the many parties involved? How should the
distribution of risks be managed? What in fact, are these
risks and how should they be met?

These are a few of the questions that will be tackied
by a group of cxperts being organized by UNIDO to
prepare a set of guidelines on the development,
ncgotiation and contracting of BOT contractual arran-
gements.

One of the basic purposes of the guidelines is to
make all parties aware of the changing character of nsks
in 3 BOT schemc as comparced to the standard and
traditional contractual structurc used in the construc-
tion of large plants. At the same time, the Guidelines
shall point out methods on how to meet the new risks
and how to differentiate between the risks that should
be decrcased or minimized and those that arc un-
avoidable.

Among the subjects to be covered by the Guidelines
arc: an overview of the BOT concept; development of
the BOT concept; the legislative framework; tendering;
basic features of multiple contracts involved; contrac-
tual issues of contracts involved; the risk structure of
parties involved; financing; insurance; period of opera-
tion and transfer of ownership.

The group of cxperts are expected to meet in
Dccember this year at UNIDO's headquarters in Vien-
na. It is foreseen that the guidelines will be in their final
form by the middie of 1993.
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TANZANIA

TECHNOLOGY TRANSFER NEGOTIA-
TION COURSE

NIDO, in cooperation with the Tanzanian Com-

mission on Science and Technology (COSTECH),
organized a training course on Technology Transfer
Negotiation and Contracting in Zanzibar (United
Republic of Tanzania) from 28 September to 2 October
1992,

The course was attended by senior cxecutives and
managers of national government institutions and
private epterprises dealing with technology evaluation,
acquisition and negotiation as well as by representatives
of R&D institutes involved with technology develop-
meat. National experts contributed to the workshop by
claborating on the Tanzanian experience in such arcas
as technology transfer and deveiopment in the textile
industry; networking of technological information; the
localization process of imported technology; technol-
ogy contracting and negotiating; and a case study on the
experience of a Tanzanian company in technology ac-
quisition and development.

The organization of this training course falls under a
project of technical assistance to the Government of the
United Republic of Tanzania which aims to establish a
central mechanism that will coordinate, integrate and
consolidate efforts of various government institutions in
the areas of technology transfer and development. The
training component aims al cnhancing awareness of
negotiators on the broad range of issues of critical
importance in the successful acquisition and ncgotia-
tion of foreign technologies; to strengthen their
negotiating skills; and to identify strategies in the
negotiation of contracts and in the preparation of the
contractual package.

UNIDO TECHNOLOGY
TRANSFER NEGOTIATION
MANUAL

LES forms Ad Hoc Committee

A: part of the UNIDO-LES Coaperation in the ficld
of technology acquisition, the Licensing Executives
Socicty (LES) recently formed an Ad Hoc commitice
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to review and assess the UNIDO Manual on Techool-
oy Transfer Negoliations as a means of assisting
UNIDQ in its final completion. UNIDO is forming its
own committee for a similar review.

The LES Ad Hoc committee is chatred by Dr. Ar-
thur Wolff, President of LES Austria with membership
consisting of Messrs. Michacl Burnside of the UK.
Robert Goldscheider of the International Liceasing
Network Lid. of the USA and Paul Passley of Monsan-
to, USA, all of whom sene on the committee on a
voluntary basis. The scope of the review will cover
format, quality, suitability and comprchensiveness.

It is the intention that after the respective reviews by
the LES Ad Hoc committee and the UNIDO commit-
tee, a juint LES-UNIDO mecting will be convened to
present the results of the assessment and make joint
recommendations on the remaining work to be done in
order to finalize the Manual. Through this joint
UNIDO-LES work, 1t is envisioned that the Manual
will reflect the conseasual views on the issues surround-
ing technology transfer and licensing and as such could
be regarded as a sound professional tool for prac-
titioncrs and negotiators in general, both from develop-
ing and developed countrics.

REGISTRY NEWS

REPUBLIC OF KOREA

BROADENED TAX BENEFITS FOR
FOREIGN TECHNOLOGY PROVIDERS

To strengthen the competitivencess of local manufac-
turing industry by promoting the importation of
certain advanced technologies, the Korean government
recently announced its plan to broaden the range of tax
bencfits available to forcign techrology providers.

The plan first cnvisages an extension of the period of
royalty income tax exemption. Under the present
regulation, the five year period of tax exemption starts
to run from the date of the relevant authority’s accep-
tancc of a report on the underlying technology transfer
agrcement. According to the announced revision, the
five-year period will be computed from “date of the first
sale of a licensed product™.

Through this change, the tax exemption period
granted to a qualified forcign technology transferor will
in cffcct be substantially cxtended, as it normally takes
a considcrable period of time for a local licensce to
invest, develop and market the licensed product, even
after the reporting procedurce has been completed.

The announcement further contemplates an cxpan-
sion of the tcchnologics cligible for the treatment of
royalty income tax exemption. The current list com-
priscs 71 arcas of industry, including: precision test
cquipment, optical instruments, NC machincry, inter-
nal combustion cngines; computers and peripherals,
memory media, computer networking and software,
industrial control apparatus, lascr gencration and ap-
plication, optical communication; synthetic polymers,
raw and intcrmcdiate medicinal products, raw and in-
termediate agrochemicals, CFC substitutes, functional
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painl composition; genctic enginccring; alternative
encrgy and genceration; polistion control indusiry, and
the like.

(Reprintcd with permission from World Intellectual
Property Report, Vol. 6, No. 6, p.161 (Junc 1992).
Copyright 1992 by the Burcau of National Affairs. Inc.,
Washington D.C. 20037).

REPUBLIC OF KOREA

REGULATIONS ON INTERNATIONAL
LICENSING

Thc two basic policics followed by the Korcan
government in regulating international licensing
agrcements arc to manage foreign exchange and
prohibit anti-compctitive trade practices.

From the point of vicw of unfair or anti-competitive
tradc practices, Korcan antitrust faw is not highly
developed. Rather tnan rclying, as common law
countrics do, on post-agrecment court attacks to sup-
press monopolistic or anti-competitive hehaviour, the
Korcan system provide: for ministerial review of inter-
national licensing contracts. While this system some-
limes appcars (o be a burden on competent partics’
frecdom of contract, there is the obvious advantage of
cnding up with an agrcement approved in advance by
the government.

Under the Korcan Forcign Capital Inducement Act
(FCIA), intcrnational licensing agreements must be
reported to the competent ministey (Article 23).
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The receving ministry reviews the agreement prin-
cpally in terms of rovalty amount and contract period,
with foreign exchange considerations foremost in mind.
A copy of the report is also sent to the Fair Trade
Commission (FTC). which reviews the international
licensing agreement to determine whether it contains
any provisions that are prohibited as unfair trade prac-
tices under Article 5 of the FTC's Public Notice 90-9.
The FTC's own jurisdiction over international licensing
agreements is set forthin the Monopoly Regulation and
Fair Trade Act (Article 33).

The recenving ministry then combinges its own review
with the FTC's and decides whether to accept or refuse
the report. 1. whether to approve or reject the inter-
national licensing agreement. Without the ministry’s
prior approval. the Korcan licensce will be unable to
remit royaltics.

Under the current rules, certain categories of licence
are exempted from ministerial FTC review, i.c. where
the contract period is no longer than three years or the
royalty rate or amount 1s below a certain level no report
of the licensing agreement is required. The only for-
mality that appcars in these exempted casces is obtaining
apprewal from a foreign exchange bank in Korea, whose
approval is almost automatic.

Recent trend towards greater liberality: The recent
trend in reviewing international license agreements is
towards a greater liberality in approving the partics’
agreed contract periods and royalty rates. There have
been fewer minisierial requests to reduce royaltics
and.'or the contract period. It should be noted however,
that the beginning of this liberalizing trend was in the
period when Korea enjoyed a trade surplus; at the
present time, and for the foresecable future, trade
deficits arc the rule.

Unfair trade practices: Conccrning unfair trade
practices, there has not been a noticeable increase in
partics” freedom of contract, with the FTC continuing
the same strong enforcement of its policies.

The following translation of Article 5 of FTC Public
Notice 90-9 reveals that most of the prohibited contract
terms are traditionally recognized anti-competitive
provisions, such as tying agreements, division of
markets, control of sales activitics, prohibition of com-
petition, patent and know-how grantbacks and payment
of rovaltics after termination of expiry of the license
agreement. ft should be noted that Article § applics o
trademark licensing agreements as well as to licenses
for patents and know-how,

PROHIBITED CONTRACT TERMS
UNDER ARTICLE 5 OF FTC PUBLIC
NOTICE 90-9 (UNFAIR PROVISIONS IN
TECHNOLOGY INDUCEMENT AGREE-
MENTS)

. L. Any provision by which the technotogy recipient
Js unrcasonably ubligated to purchase from the forcign
supplier or a person designated by him, raw materials,
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parts, cquipment, and other relevant items required by
the technology recipient to manufacture the products
(hereafter referred to as “contract products™) with the
use of the technology supplied by the forcign suppher
(hereafter “contract technology™):

2. Any provision that prohibits the technology
recipient from selling or exporting contract products in
territorics other than the ‘restricted territories” listed
below or obligates the technology recipient to obtain
the technology supplicr’s prior approval to sell or ex-
port there. Restricted territories are defined as:

(a)territories in which the technology supplier has
previously registered the contract technology-

(b) territories in which the technology supplicr
has been engaged in regular sales activities with
respect to the contract products;

(¢) territorics in which a third party has acquired
the right from the technology supplicr 1o sell the
contract products cxclusively; and

(d) territories to which the export of the contract
products is restricted under the laws of the tech-
nology supplicr’s country.

3. Any provision by which restrictions are imposed
upon sales outlets, amount of sales, method of sales and
resale price of the contract products: however, this
provision docs not apply where the technology supplicr
allows the technology recipient to sell or export the
contract products into a restricted territory as
described in 2. above and subscquently the technology
recipicnt does sell or export there;

4. Any provision by which the technology supplicr
docs not grant to the technology recipicnt a right to use
the contract technology exclusively and restrains him
from dcaling in competitive or similar products, or
using con:petitive or similar technology during the term
of the contract;

5. Any provision that restricts the technology
recipicnt from dcaling in competitive or similar
products, or using competitive or similar technology for
aconsiderable period of time after cither the expiration
of the term of the contract or an carly termination of the
contract; however, this provision shall not apply if the
carly termination of the contract is attributable to the
malfcasance of the technology recipient and the period
of the restriction is within the term of the original
coniract;

6. Any provision by which the technology recipient
is prohibited or restrained from using the following
technology continuously after the expiry of the contract
or in the cvent of an carly termination of the contract:
technology other than that which the technology sup-
plicr has exclusive rights to, such as industrial property
rights, or technology the exclusive nature of which is
extinguished after the time of contracting but before the
time of cxpiry or termination; however, this provision

1




shall not apply in the cvent that the carly termination of
the contract is attributable to the technology recipient;

7. Any provision by which the technology supplier s
entitled to unilaterally determine the method for the
calculation of rovalties without specifying it in the
agreement;

3. Any provision by which the royalties arc imposed
upon products other than the contract products
manufactured or sold with the use of the contract tech-
nology during the term of the contract;

9. Any provision by which the technology supplicr
may supply the technology without reasonable cause
long after the effective date of the contract or the date
of advance payment by the technology recipient;

10. Any provision by which the tcchnology supplier
determines the scope of sales promotion expenses, in-
cluding advertising, and requires the technology
recipient to bear such expenses;

11. Any provision by which the technology recipient,
in case of a patent licensc, is forced to acquire an
additional license on other patented materials;

12. Any praovision by which the technology supplicr
is entitled to unilaterally designate an arbitral organiza-
tion or a court to resolve a dispute between the parties
to the contract; and

13. Any provision by which the technology recipient
is unrcasonably disadvantaged in the light of interna-
tional contract practice.

(Reprinted with permission from ASIA LAW &
PRACTICE LTD.,, IP ASIA, 23 January 1992. [P ASIA
is Asia’s premicr intellectual property journal, the most
practical and comprchensive report available on intel-
lectual property law and cnforcement throughout Asia.
Leading profcssionals from 14 jurisdictions contributc
detailed reports on new legislation; cnforcement news
—corporate and governmental strategics; alerts and
updates on current issucs; “hot from the courts™ case
notes and in-depth articles and practice tips on difficult
arcas of the law. IP ASIA may be ordered from Asia
Law and Practice Ltd, GPO Box 11886, Hong Kong.)

PAKISTAN

CEILING ON ROYALTIES AND TECHNI-
CAL FEES LIFTED

Thc Pakistan govcrament has recently abolished the
ccilings on the payment of royalty and technical fees

in foreign exchange. Designated banks may now obtain
remittances of royalties and technical fees under a
registered agreement without the approval of the State
Bank.

To comply with the government’s decision, the State
Bank amended its exchange control manual and issued
revised guidelines:

e All agreements executed by private industrial
companies with foreign firms which conform to
the standard terms of thc guidelines will be
registcred with the State Bank. After registering
the agreement, designated banks may collect
remittances of royalties and technical fees
without the approval of the Staic Bank.

® Local companics will designate an authorized
dealer through which payments under the
agrcement must be made.

® The company must submit the original agree-
ment for registration, together with four copies.
to the State Bank Exchange Control Dcpart-
ment through the designated bank within 30
days from thc date of the agreement. The
original agreement will be returned to the bank
duly registered if it conforms to the standard
tcrms.

® No proccdural changes have been adopted with
regard to royaltics and technical fec agreements
made between public industrial companics and
forcign firms. These agreements will continuce to
be approved by the Ministcr of Industrics or the
Investment Promotion Burcau.

e While climinating the ccilings on remittances of
royalty and technical fees, the company will be
subject to the following conditions:

o [t must be incorporated and opcrating in Pakis-
tan.

® Applications for remittances of royaltics and
technical fees must comply with the prescribed
form in duplicate, together with a photostat
copy of the relative sanctions given by the Statc
Bank or the Investment Promotion Burcau.

¢ Thc accuracy of the information furnished in the
application must be certified by the auditors of
the company. Another certificd statement
showing the calculations of royalty and technical
fees and the charges in cquity of any forcign
bencficiarics held in the Pakistan company
should also be cncloscd with the application.

{Rcprintcd with permission from ASIA LAW AND
PRACTICE LTD., IP ASIA, 16 April 1992)
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TECHNOLOGY ACQUISITION

TAIWAN PROVINCE OF
CHINA

FOREIGN TECHNOLOGY TRANSFERTO
TAIWAN

by C.Y. Huang, Tsar & Tsai Law Offices,
Taipei

Introduction

ith annual growth ratcs gencrally exceeding 7 per

cent, a currency that has appreciated more than
45 per cent against the US dollar in less than three years,
and an annual per capita income approaching
US$10,000, Taiwan has risen to become the 13th largest
cconomy in the world. This cconomic expansion canbe
attributed to the strength of Taiwan’s industrial scctor,
largely based on technology licensed from abroad.

Taiwan presently confronts a dilemma that afflicts
other newly industrialized countries: rising wages and
currency appreciation, which incvitably erodes
manufacturing competitiveness and profitability in
global markets. In order to maintain Taiwan's current
rates of cconomic growth, Taiwancse manufacturers
develop technologically sophisticated, capital-intensive
upsircam products with high added valuc, while simul-
tancously improving their downstream industries
through improved marketing and distribution.

In the light of these cconomic trends, the Taiwan
government has implemcented policy measures over the
past few years to facilitate and expedite the process of
acquiring forcign investment and technology.

Overview of the legal environment

Technology transfer may take the form of licensing
(transfer of technology in return for royalty payment)
or capitalization transfer of technology in return for
cquity shares. The licensing of technology, trademarks
and patents in Taiwan is governed by the Civil Code,
Trademark Law, Patent Law and the Statute for Tech-
nical Co-operation. The capitalization of know-how is
governcd hy the Company Law and other related invest-
ment laws and regulations.

A tcchnology licensing contract may assume two
basic forms:
® cxclusive, in which the foreign licensor may not
' grant liccnses to other parties within the ter-
ritory outlined in the contract: and
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e non-exclusive, in which the licensor is free to
grant licenses to other parties.

An exclusive arrangement can also be structured in
such a way that the licensee is contractually bound to
the licensor to seil its production output exclusively to
the licensor. Production on an Original Equipment
Manufacturing basis is the most common form of this
type of licensing arrangement.

Closely related to exclusivity and non-exclusivity is
the issue of parallel imports, in which a local licensec
sceks to restrict the importation of identical or similar
goods produced outside the territory under technology
licensed to other parties by the same forcign licensor.
Attempts to dcliberately exclude parallel imports, how-
cver, conflict with current Taiwan free trade policy,
which permits such practices. One remedial measure
sought by local licensces is to incorporate provisions
into the licensing contract that provide for liquidated
damages in the cvent that parallel inaportation should
occur.

Technology licensing

The Statute for Technical Co-operation governs the
licensing of forcign technology to local licensces. Al-
though ncither the Statute itself nor other Taiwan laws
require forcign technology to be licensed pursuant to
the Statute, it is advisablc to sanction technology trans-
fer agrecments to ensure the availability of other critical
aspects of technology transfer, such as the repatriation
of currency, tradcmark licensing and tax benefits.

Approval of a Technical Co-operation Application
(TCA), which must be submitted jointly by both the
foreign liccnsor and local licensec, is granted by the
Investment Commission (1C) of the Ministry of
Economic Affairs (MOEA).

The scope of TCA coverage was recently expanded
to include the transfer of intangible technology in the
service industry, such as ccrtain marketing and manage-
ment methods. Two notable cxamples arc Fidelity In-
ternational, which reccived TCA approval for the
transfcr of fund management expertisc, and Johnson &
Johnson, which obtained TCA approval for its market-
ing methods.

Royalty payments for licensing arrangements may be
madc by lump-sum paymcnts. Continuing royaltics arc
also allowed, but arc subject to incrcased government
scrutiny beforc TCA approval. As a matter of policy,
standard conltinuing royalty ratcs arc not permitted to
exeeed 5 per cent of the nct sales of the licensed
products. Nct sales are caleulated according to the

§




following government prescribed formula: gross in-
woice amount net of taxes, dues, freight or shipping
charges, packing cxpenses, insurance, advertising ex-
penditure, commissions, discounts or rebates; the CIF
price of imported materials, components and parts;
and import dutics thereon. This formula is designed to
minimize anflation of royalty payments by whittling
down the rovalty base to only the portion of the value
added by the local icensee. The Taiwan government
regularly requires the revision of royalty arrangements
to conform with the § per cent margin policy.

Exceptions to the 5 per cent rule a—¢ occasionally
granted in special cases, such as certain high-technol-
ogy industrics as computer software.

When considering a technology transfer agreement
for TCA approval. the 1C wall normally require the
deletion of any export-restriction clausc, which restricts
cxport of products manufactured under license. (Ar-
ticle 9 of the Statute for Technical Co-operation re-
quires that the sales market of products produced
under a TCA shall not be limited to the territory of the
ROC.) A mcthod that could be used to deal with this
requirement would be for the foreign licensor to obtain
majority interest in the local licensee and to control the
local licensee’s export market. The IC also does not
permit provisions that require the local licensee to
purchase raw materials exclusively from the forcign
licensor or a single source designated by such licensor.

Contractual provisions stipulating thai the local
licensee will bear the tax burden from the royaltics and
fees payable are not permitted by the 1C. Under the
income tax, royalty payments madc to a non-resident
alicn or a company without fixed place of business in
Taiwan arc in general subject 1o 20 per cent withholding
tax. Three types of royalties are exempt from income
tax and thus cxempt from withholding tax. Theyinclude:

o Patent royalties. Royalty payments reccived by
a foreign company on account of a patcnt
registered by a foreign company with the Na-
tional Burcau of Standards (NBS) and approved
to be used by alocal enterprise by the IC based
on a TCA are exempt from income tax.

e Trademark royalties. Trademark royaltics
reccived by a forcign company on account of a
trademark registered by a forcign company with
the NBS and uscd by a local enterprise under a
licence approved by the NBS under an approved
TCA, arc exempt from income tax.

o Technical service fees. Tcchnical service fees
reccived by a foreign company on account of
know-how provided to a local enterprise, ic.
“high-tcch industry” or “key science and tech-
nology industry”, may also qualify for income tax
excmption on the basis of an approved TCA or
special approval of the MOEA.

Normally, the 1C only grants technology licences for
a duration of five years from the date of approval.

[}

Applications for any cxensions must be submitted
before the expiry of the preceding licence. Any exten-
sions incorporated into the techeology transfer con-
tract between the partics are ncither recognized nor
permitted. In practice, however, exceptions are made
to the five-year rule in special instances, such as where
the technology to be licensed is deemed to be highly
bencficial to Taiwan or the royalties are to be paidin a
lump-sum arrangement. Control Data and Hyatt Inter-
national, for example, both received approvals for
franchise licences exceeding a period of five years.

Prior to 1987, TCA approval was required for
forcign licensors for the outward remittance of any
royaltics or other licence payments. The liberalization
of outward foreign cxchange controls on 15 July 1987
has simplificd this procedure and at present a company
registered in Taiwan may remit an amount not exceed-
ing US$3 million per year for royalty payment or other
purposcs, without prior consent from the Central Bank
of China. However, TCA approval from he IC is still
adwisable to ensure the right to full royalty remittance.

Licensing of trademarks

As regards the licensing of trademarks owned by
forcign companics, the NBS used to take a restrictive
attitude. One of the following three conditions must be
mct by partics secking trademark licensing in order for the
NBS to review their applications:

e TCA approval,

o the forcign licensor or its parent or subsidiary has
at lcast 20 per cent ownership of the local licensce;
or

® the licensed product is of good quality and has an
intcrnational market.

Howcever, with the internationalization and liberaliza-
tion o1 the Taiwan cconomy in recent years, the NBS has
now substantially libcralized its forcign trademark licens-
ing practice, especially in the arca of products with an
irternational market. (For cxample, “international
market” usc to require substantial export of the licensed
products. International markct requircments can now be
satisfied if the licensor sclls products internationally.)

Sub-licensing

The NBS docs not 2llow the sub-license of atrademark,
and the IC docs not approve of sub-licensing. In practice,
however, sub-licensing is quitc common in Taiwan. This
is 2 grey arca that nceds to be addressed.

Fair Trade Law

The Fair Trade Law, which came into cffect on 4
February 1992, sepresents the first comprehensive body
of legistation governing mattcrs relating to anti-trust and
unfair competition in Taiwan. It was drafted (o serve
two primary purposes:
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® o prevent intra-industry collisions that may
have adverse effects on free competition: and

e (0 suppicment existing laws and regulations
protecting trademark rights.

Many types of licensing arrangements may have im-
plications under the Fair Trade Law. For example, a
technology transicr agreement may iavobve the licens-
ing of technology toa local licensee on an exclusive basis
by a foreign licensor who is the only known possessor
of the technology. Under this arrangement, the local
licensee confronts no competition. It has the ability to
set pricing and to cxclude other competitors from
cntering its specific market, simply on the basis that it
can restrict the technology. product or service and ag-
gregate the quantity of the particular product or service
supplicd to other industries or the consumer. In es-
sence. the loeal licensee can monopolize the specific
market by means of a contractual agreement and, as a
rusult, restrict free competition.

Furthermore. a large proportion of technology
transfer contracts have non-competition clauses.
These prohibit the local licensec from engaging in com-
petition with the foreign licensor for a specificd number
of vears in a specific geographical region using technol-
ogy provided by the foreign licensor after the expiry of
the contract. Taiwan courts already restrict the scope
of non-competition clauses in accordance with the
cquitics of cach case. However, since non-competition
clauses may also cffectively restrict free market com-
petition in a given market for a duration of time after its
cxpiry, problems may also arise under the Fair Trade
Law. There exists a large loophole in the Fair Trade Law
in so far as the Fair Trade Commission (FTC) may
sanction monopolistic situations. Article 12 of the Fair
Trade Law stipulates that the FTC has the authority to
approve combinations and concerted actions between
enterprises that thereby obtain a market share
cquivalent to between one-fourth and one-third of the
market if it deems that the hencfits derived from such
monopolistic enterprises outweigh the disadvantages of
limiting frce competition. Such benefits include reduc-
tion of cost, improvement in quality, increases in cf-
ficicncy and the upgrading of technical skills. In the
futurc, 1C approval of TCAs must be made in conjunc-
tion with FTC review, so as to either sanction or prohibit
any potentially monopolistic licensing agreements be-
tween foreign licensors and local licensees.

Capitalization of technology

Inaddition to the above-mentioned licensing of tech-
nology, the patent rights or the unpatented technical
know-how owned by a forcign enterprisc or foreign
individual may be capitalized as cquity investment in a
forcign-invested company through the forcign invest-
ment application (FIA) proccss. This may be pursuant
to the Statute for Investment by Forcign Nationals or
the Statute for Investment by Overscas Chinese.

“Patent rights” referred o in these statutes, accord-
ing o regulations promulgated by the MOEA, means
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the legal night of the forcign party to put into practice a
patent relating to a new imvention, model or design
approved by the Taiwan government. “Technical know-
how™ refers to a newly developed technology having
cconomic value, required by the mvestment local
cnterprise and which has not been previously adopted
in Taiwan. Such patent rights or technical know-how
must be capable of being used either for production or
manufacture of new products not presently capable of
production or manufacture in Taiwan or for improve-
ment of the quality of existing products or for cost
reduction. Grenerally, the amount of such capitalized
patent rights must not exceed 20 per cent of the paid-in
capital stocks of the invested enterprise (25 per cent for
Science-Based Industrial Park (SIP) enterprises). On
the other hand. the prescribed limitation with respect
to the amount of the capitalized technical know-how is
15 per cent.

The foreign enterprise or individual capitalizing on
such technica! know-how is simultancously obliged to
make additional capital contributions in cash or in kind
n an equal amount or more. Furthermore, shares rep-
resenting the capitalized patent rights must not be as-
signed to any third party within the effective period of
such patent right, whilc the shares representing the
capitalized technical know-how are not permitted to be
assigned to any third party within two years from the
completion date of the FIA project. In respect of patent
rights or technical know-how capitalized as cquity in-
vestment as described above, the foreign enterprise or
the forcign individual must not supply such rights or
know-how to, or re-invest them in, any other enterprise
in Taiwan.

Although the forcign enterprisc or foreign national
may alternatively capitalize the patent rights or technol-
ogy know-how as cquity investment in an FIA company,
the dividends of the shares of such FIA company will be
subject 1o legal reserves and income tax. The current
ratc for non-resident sharcholders of an FIA company
is 20 per cent. This also explains the preference of
foreign enterprises and forcigners to adopt the form of
technology licensing discusscd above.

Conclusion

An attractive cnvironment for foreign investment,
coupled with a capable, well-cducated labour force
working at a relatively low wage, has been the key to
Taiwan’s cconomic success. However, the cra of a
labour-intensive export-driven cconomy is coming 1o a
closc.

In order to cngender technological development,
cmphasis cannot be given solcly to Taiwan's manufac-
turing scctor, A precondition to raising the technologi-
cal level of industrics and improving the quality of lifc
in Taiwan is thc cncouragement of investment by
Taiwan busincss and catreprencurs in forcign com-
panics involved in technological rescarch, develapment
and production,




The Taiwan goverament has become keenly aware
that the next tea years will sene as the linchpin for
Taiwan's cconomic future and thus its position in the
global market-place. In response to these needs. the
government stands ready to continue to cnact the
regulatory reforms necessaryto bring Taiwan into ancw
phase of industrial development. In this new phase.
Taiwan's venture capital investors will tap the rescarch
and development of the technologically advanced
countrics. Tax incentives (mainly income tax credn) for
venture capital investment will mark the first steps
towards encouraging greater venture capital and tech-
nological cross-fertilization.

(Reprinted with permission from ASIA LAW &
PRACTICE LTD., IP ASIA, 27 February 1992}

MERCOSUR

Technology and Industrial Property

by Dr. Fernando Noetinger

Introduction

During the last years we have witnessed a marked
trend towards the so-called “globalization of the
world” or the “internationalization of rclationships™
among states.

History has shown us that isolation, the closing of
fronticrs and any other intent to live apart from the rest
of the nations lcads unavoidably to an irreversible
process of sclf-destruction from which it is a short
distance to the loss of national identity.

A misconception of nationalism has led many
countrics to advocate the granting of privileges to any-
thing local over anything forcign. It was belicved that
this was the only way of assuring and strengthening a
position in the concert of nations. Howcver, import
substitution programmes only proved to be the most
adcquatc instrument for widening the technological

gap.

In fact, nowadays we scc a reaccommodation of
fronticrs by virtue of political or cconomic integration
or of the recovery of freedom, whose geopolitical con-
scquences still remain to be secn.

Among the intcgration processes currently taking
place arc four well defined groups: in the first place, we
have Europe with the group of 12 nations and a popula-
tion of more than 300 million, with actual prospects of
accepting ncw members, among which we could men-
tion Austria, Cyprus, Finland, Sweden and Turkcey. The
Southcast Asian group totals a population of 410 mil-
lion. Then, there is a group formed by the United States,
Canada and Mexico (NAFTA), involving 360 million
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people. And finally. under MERCOSUR. Argenting,
Brazil, Paraguay and Uraguay constitute a market of
126 million people.

W are preszatly going to refer to this last forum.
which poscs a true challenge — not free from obstacles
— 1o a group of countrics that have accepted the prin-
ciple that non-involvement implics self-cxclusica and
where political motivation is the true driving impulsc of
ihe process.

“MERCOSUR”

On 26 March 1991, the Presidents of Argentina.
Brazil, Paraguay and Uruguay signed the “Treaty of
Asuncion”, under which they created the
“SOUTHERN COMMON MARKET™ — “MER-
COSUR™.

Although the Common Market will be formally
created by 31 December 1994, intermediatc goals have
becn cstablished for different stages of this transition
period:

(a) frec trade, with decreasing dutics until "0
duty” is achieved;

(b) common customs, with common cxternal
dutics;

(c) finally, a common market.

The provisions of the Treaty of Asuncion Pave been
complcmented by other rules adopted by member
countries simultancously with the creation of Mcrcosur.
$aid complcmentary agreements that contribute to the
constitution of the common market arc:

i. Establishment of a “General System of Origin™;

ii. Establishment of a “System for the Solution of
Controversics” that may arisc among the member
countrics;

iii.. Possibility of cach country applying safcguard-
ing provisions for cxceptional cases, vntil 31
December 1994

1n order 1o coordinate macrocconomic and scctorial
policics, ten subgroups have been created to work on
the following issucs: trade, customs, technical stand-
ards, tradc-related fiscal and monctary policics, land
transportation, sca transportation, industrial and tech-
nological policics and coordination of macrocconomic
policics.

Undoubtedly, those groups dealing with technical
standards and industrial and technological policics arc
the ones of greatest interest for our activity. Regarding
standards, cverything scems to confirm that UNE-1SO
standards will be followed as closcly as possible.
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Industrial Property:

As in any process leading to the creation of a com-
mon market, the free circulation of goods, services and
productive factors is ore of the aims of the Treaty of
Asuncion, endoubtedly inspircd by the Treaty of Rome.
We must bear in mind however that MERCOSUR s
nol an “economic commumity” but a “common market ™.

This free circulation of goods will however be
restricted by a non-duty barricr, ansing from industrial
property rights. Therefore studies aiming at the com-
patibility of said diffcrent rights on which industrial or
intelicctual property arc based should be promoted.

A key issuc will also be how cach country wili face
the different problems arising from the “exhaustion of
rights”, in particular the attitude towards parallel im-
ports.

Although a comparative analysis of the different
legal frameworks for the four countries does not fall
within the scope of this paper, we do want to point out
that among the asymmetrics to be overcome in order to
achicve the goals proposed for the different stages, we
should undoubtedly include the industrial property
ISSucC.

We shall now try to point out very briefly some
aspects that show differences — of varying importance
that should be gradually harmonized in order to avoid
distortions in the treatment of the different institutions
conforming industrial property and transfer of technol-

ogy.
International Agreements

An analysis of international agreements does not
include the so-called “Panamerican Agreements™ by
rcason of their limited incidence in the MERCOSUR

region.

The following list includes the most important intcr-
national treatics dirccily related to this issuc, followed
by the position of cach country regarding ratification,
which will give an idca of the current situation of the
group in relation to supranational fegislation.

(a) Paris Convention: Argentina, Brazil and
Uruguay arc signatorics, but not Paraguay. '

(b) PCT: Only Brazil is a party to the Patent
Cooperation Treaty. !

{c) Madrid Agreement: Only Brazil is a member.

(d) Strasbourg Agreement on the International
Classification of Patents: Only Brazil is a mcm-
ber.

(c) Nice Agreement on the International Clas-
sification of Marks: Although the four countries
have adopted the international classification, only
Uruguay is signatory to the Nice Agreement.
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(D) The Hague Convention: Only Argentina is a
member.

(g) Treaty of Nairobi for the protection of the
Olympic Symbol: Argentina, Brazil and Uruguay
have ratified this Treaty.

(g) WIPO: The four countrics have ratificd the
Convention established by the WIPQO.

Internal Legisiation
Patents

Although all the member countrics have a patent
system, their respective legislations are similar in their
governing principles but show differences regarding
such aspects as patentable matter and filing proce-
dures.

Argentina has a new patent bill in an advanced stage
of analysis, which is expected to be enacted by Congress
in only a few months and will imply a considerable
progress in the protection of inventor’s rights.

Brazil and Paraguay arc also considcring the intro-
duction of amendments to their respective laws.

Without prejudice to the changes that will surcly be
introduced as a result of a re-cvaluation of industrial
property throughout Latin America, the currently ap-
plicable laws in the four countrics are the following:

(a) Argentina: Law 111 of 1864.

(b) Brazil: Law 5772 (Industrial Property Codc)
of 21 December 1971,

(c) Paraguay: Law 773 of 3 September 1925, quite
similar to thc patent law now cffective in Argen-
tina.

(d) Uruguay: Law 10.089 of 12 Dccember 1941,
Trademarks

In this casc also, the differences reside in application
and interpretation aspects rather than in the governing
principles of the different legislations,

The jurisprudence of Argentine courts has certainly
been generous with trademark owners who, not having
registered their marks in Argentina, find that said
marks have been registered by a third party. (On the
grounds of the principles of bona fide busincss relations,
and for the sake of consumers protection, under certain
conditions, the Argentine courts have cancclled
registrations showing clear evidence of imitation or
plagiarism, |

It is also possible to cancel a trademark registration
when it has been applicd for by somcbody who was or
should be awarc that it belonged 1o a third party.
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Although nullity of a trademark registration can be
demanded in all the member countries, statute of
limitation may apply, as is the case of Paraguay, where
legal actions must be brought within two years of the
granting of the registration.

tn Uruguay there is a similar term, but it only applics
to nullity based on prior use of the tradcmark or on the
existence of a previous registration of a similar or iden-
tical mark (Article 10). However, for actions based on
the non-registrability of the mark (Article 2), the action
can be brought at any time.

Unfortunately, during the last year an increase of
infringements has been noticed by Brazilian and Argen-
tinc authoritics and companics, who have detected ap-
plications in onc country by applicants that arc not the
trademark owner in the other country.

For the sake of information, we shall pow mention
the laws currently effective in cach of the four countries.

(a) Argentina: Law 22.362 of 26 December 1980.

(b) Brazil: Law 5772 (Industrial Property Code)
of 21 December 1971,

(c) Paraguay: Law 751 of 20 October 1979.
(d) Uruguay: Law 9956 of 1 October 1940.
Industrial Models

With the sole exception of Paraguay, all the countries
have a system for the protection of industrial models
and designs.

Utility Models

Only Brazil and Paraguay havc systems protecting
utility modecls. In the case of Brazil, the said system is
inciuded in the above mentioncd Industrial Property
Code, while the Uruguay government passed Law
14,549 on 29 July 1976, dealing particularly with this
matter.

Licence Agreements

Although the lcgal framework of licence agreements
is not identical for the four countrics, there is a gencral
trend towards the lifting of any restrictions hampering
the free access of forcign technologics.

The current situation in the member countries is the
following:

Argentina

Agrcements arc valid upon cxecution, any further
proceedings not heing nccessary to make them legal
and enforceable.

However, there are certain requircments whose ful-
iillment entitle to tax benefits:

10

In the case of agreements between independent
partics, the filing of a copy with the corresponding
authority entitles the licensee to have his pay-
ments to the licensor charged against expenscs in
the company’s balance sheet. In addition, with-
holding tax rate applied to payments made to the
licensor will be reduced.

As for agrecments entered between related com-
panies, the above mentioned fiscal benefits wall
apply upon approval of the agreement by the
corresponding authority, to which effect there are
some restrictions regarding maximum rates (5 per
cent), term (no more than 5 years) and the
prohibition of paying royaltics for use of
trademarks.

These requircments are flexibie cnough not to be-
comc an obstacle to companics supplying and recciving
technology.

Brazil

Brazil is cngaged in a flexibility process of the regula-
tions applicable to license agreements. This process
includes the modification of the Industrial Property
Code of 1971.

Resolution No. 22 of the National Institute of In-
dustrial Property (INPI), effective since 27 Fcbruary
1991, repeals, among others, Rule 15/75, and contains
some provisions that undoubtedly imply a great
progress in the said dircction, since negotiations among
the partics have acquired morc dynamism and
relevance, and registration procedures have become
sin.plified.

Paraguay

Paraguay docs not have and has never had specific
legislation on tcchnology transfers. This means that the
country does not have a registry and that there is free
contracting, subjcct to the gencral principles of law.

In the matter of trademarks, however, Articles 29
through 36 of Law 751 contain certain provisions ap-
plicablc to licence agreements, among which we could
mention that:

(a) All trademark licences must be registered in
the Industrial Property Officc.

(b) Under the corresponding agreement, the
Licensor must provide quality controls.

Uruguay
In Uruguay there are no rulesimplying a control over

this kind or agreements or restrictions to free contract-
ing,
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Conclusion

Although the Treaty of Asuacion docs not include a
provision similar to paragraph 36 of the Treaty of
Rome. it cannot be said that in view of the necessity of
cstablishing the free drculation of products and ser-
vices the industrial property system has been discarded.

From now on, this issuc will surely be discussed and
negotiated. secking harmonization of the different
legistations. In June 1992, the heads of the four in-
dustrial property offices met in Asuncién and discussed
this matter. This meeting was most probably the first of
several rounds that will be adding more precision to an
issuc of particular importance for the future develop-
ment of the region.

Those who have lived in countrics where excessive
interventionism by the State has been the rule, usually
accompanied by a degree of discretion in the acts of
government, sce this “integrated space” as a reaffirma-
tion of the will of our respective governments to deregu-
late, thus increasing the presence of the private sector
in the cconomy.

TECHNOLOGY TRANSFER
TRENDS: AN OVERVIEW
OF STRATEGIC PARTNER-
ING

by Professor Lynn Mytelka, Carlton University
LAREA/CEREM, Université de Paris X, 92001
Nanterre, France

(Second of a series)

CHAPTER 111

THE GROWTH OF STRATEGIC
PARTNERING ACTIVITY

In the previous chapter, published in TIES Newsletter
No. 45, we saw how the growing knowledge-intensity
of production and shifts in the structure of demand gave
risc to changes in competitive behaviour and to new
corporate strategics. This chapter provides a quantita-
tive overview of onc of these strategies ~ inde-
peadently initiated inter-firm collaborative
agreements, particularly those involving joint
knowledge production and sharing. Broader bascd
R& D consortia, many of which have been promoted by
explicit government policics, will be discussed in Chap-
ters [V and V.
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Box 3.1: Data based research on strategic
partnerships

The Centre for Science and Technology Policy at
Rensselacr Polvtechnic Institute in Troy, N.Y. Their
studies included an in depth analysis of the activities
of 41 semiconductor firms from the US, Europe,
Japan and Korca (Haklisch:1986) and work on the
machine tooll industry and biotechnology firms
(Fusfeld and Haklisch: 1985; Haklisch and Vonor-
tas:1987).

Futuro Organizzazione Risorse (FOR), a rescarch
subsidiary of the Italian chemical firm MON-
TEDISON in Rome, whose analyses were based on
a sample of 143 Europcan and 157 US companics
and covered the period 1978-1983 (Mariotti and
Ricotta: 1986).

A team from the University of Pisa and Corncll
University based at the University of Pisa, using a
sample of 70 cooperative agreements taken from the
financial press in 1980 (Mariti and Smilcy:1983).

Venture Economics of Wellesely, Ma., which
focussed on strategic investments in venture capital
backed companics, mainly involving US companics
(Venture Economics:1987).

Centro Studi IBM ltalia, whosc databasc dealt sole-
ly with alliances in the informaation technologies
scctor. The 934 agreements it contains cover the
years 1985-88 (Camagni: 1989; Camagni and GGam-
barotto: 1988).

Polytechnico di Milano has developed the ARPA
databasc containing over 2,000 agrecments con-
cluded in the 1980-86 period in the information
technology sector, notably for semiconductor, data
processing and telecommunications industrics
(Cainarca ct al.:1989; Cainarca, Colombo and
Mariotti: 1992).

LAREA/CEREM of the Universite de Paris X,
Nantcrre, whose databasc contains 2,169 inter-firm
agreements in which at least one of the partnersisa
Europcan firm. The data sct covers information
technology, biotecchnology, automobiles and
matcrials, and spans the ycars 1980-89 (Dclapicerre,
Lemettre, Mytelka, Vavakova and Zimmer-
mann:1988; Dclapicrre:1991; Delapicrre and
Michalct:1989; Delapicrre and Myiclka:1988;
Mytclka: 1989,1991).

MERIT, University of Limburg, Maastricht, The
Ncetherlands, inkerited and built upon the
TNO/TASC databasc. The MERIT-CATI databasc

Strategic Partnering Activity grew Dramatically
During the 1980s

During the 1980s interfirm collaboration in R&D in
production and markcting rosc dramatically. Many of

the carlicst :fforts to quantify this phenomenon
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tocussed exclusively on the information technologies.
especially on the semiconductor and computer in-
dustries where such activity seemed to be most intense
{Box 3.1). Others covered a larger number of sectors
but dealt with the experience of only a small sample of
companics.

Much of this carlicr work was summarized by
Frangois Chesnais (1988) and subscqucntly included in
the OECD’s report Technology and the Economy: The
Key Relationships (1992). Nevertheless itis worth look-
ing bricfly at some of these data here.

In one of the first such studies, Carmela Haklisch
documented the rise in agreements among semicon-
ductor firms from an average of two per vear in the
period 1978-80 to roughly 25 per year in the period
1982-84 for a set of 121 agreements involving 41
Japanese, American, Evropean and Korcan semicon-
ductor firms (Haklisch:1986,33). No aticmpt was made
in this study. however, to distinguish between carlier
forms of one-way technology relationships such as
licensing and cross licensing and the two-way partner-
ships that characterize contemporary strategic partner-
ing activity (Box 1.2, which appeared in the previous
issue of the TIES Newsletter).

Number of investments

300 1

1980 1984 1908

"

1979 1981 1982 188)

Figure 3.1: Corporalte Strategic Investments in Ven-
ture Capital Backed Companics. 1978-1985. Sousce:
Venture Economics Inc, 1987

Data supplicd by Venture Economics onthe number
of corporate strategic investments in venture-capital-
backed companics (Figure 3.1) showed a similar risc.
From 30 per ycar in the first three years of their survey,
the total doubles in 1981 and doublcs again two year
later. In 1985, 243 corporatc strategic invesiments were
madc. As in the Haklisch study, it was unclcar whether
all such investments could be regarded as strategic
partncrships.

To overcome the data limitations resulting from a
short time span or a focus on a single scctor and to
resolve the definitional problems resulting from the
aggregation of licensing, acquisitions, joint ventures
and non-cquity agrcements under the banner of
strategic partnerships, recent cfforts have attempicd to
vollect and code data following morc rigorons conven-
tions. These newer databases still contain biascs as-

'1

sociated with the use of publicly avalable information,
but through more careful coding, the inclusion of mul-
tiple sectors and a ten-year time frame, data reliability
has considerably improved.

Two of the most comprchensive databases are those
developed by the LAREA/CEREM in Paris and
MERIT in Maastricht (Box 3.1). The former includes
agreements in R&D, marketing and production but
limits its coverage to cases in which at least onc
European firm s a partner. The latter places no restric-
tion on the nationality of participants but dcals with
fewer sectors and limits the coverage to R&D rclated
agreements. Taken together these two databases, how-
cver, provide the most comprehensive source of current
information on stratcgic partacring aciivity.

Both thc LAREA/CEREM and the MERIT-CATI
databascs document a substantial increasc in strategic
partnering activity over the 1980s (Figure 3.2). From a
rclatively slow upward progression in the carly part of
the decade, the number of new agreements rose sharply
in the mid-1980s. In the CATI database the end of the
1980s are marked by a slower rate of growth in the
number of agreements world-wide.

;0 7. 32 83 84 83 B 857 &
~=HERIT-CATS

— LARER/
CEREM

Figure 3.2: Growth of Strategic Parincring Activity,
1980- 1989 (cquity and non-cquily agrecments). Sourcc:
LAREA/CEREM databasc, 1992, Hagedoorn and
Schakenraad: 1992)

The LAREA/CEREM databasc, on the other hand,
shows a similar slowdown in ncw agreements involving
Europcan firms in 1986 and 1987. But this is followed
by a significant increase in the numbcer of new agree-
ments in 1988 and a smaller increase in 1989, H we add
to these privatc, and for the most part bilateral partiner-
ships, the large number of R&D consortia initiated
during the 1980s and carly 1905 (sce Chapters IV and
V). there is no doubt that the growth of strategic
partncring activily has remaincd robust,
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There are Important Differences in Strategic
Partnering Activity across Industrial Sectors

The LAREA'CEREM and the MERIT-CATI
databascs cpable us to analvze differences in partnering
activity across industrial sectors. Both datanases. for
cxample. illusirate the extent to which strategic partner-
ing activity is particularly mtense in the information
technologies scctor. This sector alone accounts for 43
per cent of all agreements in the LAREA'CEREM
database and 59 per ceni of all agreements in the
MERIT-CATI databasc.
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Figure 3.3: Number of Alliances by Industrial Scc-
tion, 1980-1989. (Source: LAREA/CEREM:Université
Paris X)

This was not always the casc. Rather, the intensity of
partncring activity across scctors has changed markedly
over the 1980s. Thus Figure 3.3, which graphs the 2,169
agreements in the LAREA/CEREM databasc, shows
the carly growth of partnering activity by Europcan
firms in the automobile sector, the relatively slow start
in the hiotcchnology sector, the stcady increasc in
partncring in the information technology sector and the
sharp risc in partacring towards the end of the decade
in the matcrials scctor.

The Functions of Inter-firm Collaborative Agree-
ments have also Changed (ver Time

Of the ncarly 9,000 agreements contained in the
MERIT-CATI databasc a total of 4,619 can be clas-
sificd as intcrnational technological cooperation agrece-
ments. These include joint ventures, the formation of
rescarch corporations and technology exchange agrec-
ments. Tablc 3.1 breaks down these data into four time
periods. From an annual average of 63 per year in the
1975-79 period, the number of agreements involving
joint knowledge production rosc to 300 per ycar during
19%0-84 and ncarly doubled again, rcaching a high of
$36 per year in the 1986-89 period. If, over the cntire
five year period 1975-79, a total of 317 intcrnational
technological covperation agreements in bio-technol-
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ogy. information technology and new materials were
sigaed by the end of the 19805, ncarly twice that number
of agreements were being signed each year.

Table 3.1: Technology Cooperation Agreements in
Biotechnology. Information Technology and New
Materials (in Number of Agreements)

Biotech- Information New
nology Technology Matenals
before 1974 11 122 36
1975-M 92 187 3N
1980-84 392 927 185
1985 ng 1,482 29
Total 1,213 2.7i8 688

- —u-

Source: Hagedoorn and Schakenraad: 1990, tables 1,
2and 3.

Table 3.2: Motivations for Inter-firm Cooperative
Agreements

Mativations for the Agreement < of total

repuorted
motivations
Technology transfer (a onc way 29 per cent
flow of information, gencrally via
a licensce)
Technological complementarity 41 per cent

(long-term transactions involving
an cxchangc or sharing of
technology between parties)

Markcting agreements (oftcn
between a producer and a
distributor)

21 per cent

Economics of scalc in production 16 per cent
and/or in distribution (including

the rationalization of production

through specialization in

component production

Risk sharing (agrccments which
involve nonc of the above
motivations, but provide for the
management of the operation by
onc partner while the other
contributcs capital and absorbs

14 per cent

some of the risks of failure)

Sourcc: Data arc from the FOR data basc as
reported in Mariti and Smiley: 1983, p 442,
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The roke that knowledge production and sharing s
playing in srategic partacring activity, also cmerges
from a look at the motives partners give for entenng into
such alliances. Using data from the FOR databasc,
Mariti and Smiley fouad that although many agree-
ments were motivated by more than one concern, giving
risc to some double counting, technological com-
plementarity, defined as a long term transaction involv-
ing an cxchange or sharing of wechnology between the
partics was a primary motive for many of these agree-
ments (Table 3.2). Considerabic variation in the impor-
tance of knowledege production and sharing in strategic
partacring activity appears, however, when the data are
broken down by partner, country and by industrial sec-
tor. Data from the LAREA'CEREM database shows a
concentration on knowledge production and shanng in
intra-EC agreement. Data from the INSEAD database
also point to the very high propontion of agreements
involving knowledge production aad shaning or what
they classify as “development™ among the 195 intra-EC
agreements and in the 169 EC-USA agreements and 56
intez-USA agreements they surveyed (Table 33). In
contrast, “Deveiopment” is of far lesser importance in
inicrnational agrecements involving Japanese firms,
most of which emphasize production over development
or marketing.

Table 3.3: Agreements by Function* and by
Region/country (per cent of total)

Devel-  Pro- Mark- Total
opent  ductio  cting

n
Intra-EC 734 512 159 195
EC-USA 650 401 232 1w
EC-Japan 03 SS0 275

USA-Japan 424 627 424 59
USA-USA ns 339 179 56

Japan-Japan 571 8.6 14.3 14

* Functions arc not cxclusive in this table.

Source: Adapted from Hergert and Morris: 1988,
p-1OX.

These findings with respect (o Japanese firms arc
confirmed hy data on the trend in Japancesc internation-
al parincrships compiled by Professor Hirotaka
Takcuchi. Over the period 1982 through 1986 the num-
ber of “international coalitions’ involving Japancse
firms rosc from 1,009 10 a high of 1,436 in 1985 dcclining
to 1,202 in 1986, Japancsc-North Amcrican coalitions
accounted for over 40 per cent of the total throughout
this period, but coalitions with Europcan partners fcll
from roughly a third to a quarter of the toral, while those
with Asian partners rose from less than one fifth 10
ncarly g third (Imai 19%8:9). Of the 4.7(F) intcrnational
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coalitions for which a breakdown by function and in-
dustry was provided. fully 303 per cent were in market-
ing and sales, including brand licensing and a further 26
per cent in production including OEM and parts supp-
Iy. Twenty per cent of these coalitions involved technol-
ogy transfer or development (Imai: 1988:9).

The pattera of competition and product hife cycles
differs across sectors and thus onc would expect some
variation in the timing and importance of specific
strateg:c options. Taking this into consideration, it is
nonctheless interesting to note thai a sector by sector
review shows a rising tread in strategic pannering ac-
tvity across all knowledge-intensive sectors and a focus
on knowledge production and sharing in these agree-
ments. Of the 300 intcrnational coalitions by Japanese
firm that focused on “technology development”. for ex-
ample, 33 per cent were in the clectrical machinery
sector, 28 per cent in basic materials, 12 per cent in
machinery, 9 per cent in the transport sector and 5 per
cent in precision instruments (Imai: 1988:9a).

Although Fusfcld and Haklisch have argucd that the
binechnoiogy industry is still “in an carly and highly
competitive stage, in which patentable processes and
know-how arc of great importance (and where even
basic rescarch can lead to commercial concepts that
companics can quickly connect to practice...”) (Fusfeld
and Haklisch:1985:9) more recent data, however, show
that Liotechnology firms are nonctheless increasingly
able to identify opportunitics for cooperative activity in
this scctor. The MERIT-CATI database, for cxample,
reveals a steep risc in the number of hiotechnology
agrcements worldwide in the mid-1980s (Table 3.1).
The more intensive partncring activity among informa-
tion technology firms that characterize both the
MERIT-CATI and the LAREA/CEREM databascs
may thus only rcflect the relative newness of biotech-
nology firms and hence their non-availability for
stratcgic partnering activity until the 1980s.

Restru turinnin the Information Technology In-
dustry is Leading to an Increase in Equity-based
(slobal Agreements

While technological cooperation remains an impor -
tant activity within the strategic partnership, inter-firm
collaborative agrcements incrcasingly involve more
than onc function. Figure 3.4 provides a breakdown of
these agreements by function into four main types -
knowledge production, goods production, commcr-
cialization and global agreenicnts, where the latier
includes agrcements involving all three of the preceding
functions. In the first hall of the decade the share of
cach of these four types of agrecments in (he total
number of agrecements was quite similar and their rate
of increasc progressed at roughly the same pac.
During the laticr half of the 8s, the numbcer of global
agrecements incrcascd sharply. By the cnd of the decade
global agrcements were accounting for nearly half of
the ncw agreements being signed cach year. How might
wc cxplain this change?
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Figure 3.4: Alliance Functions by year — 1980-89.
(Source: LAREACEREM, Univensté Pans X)

One cxplanation for the increased importance of
global agrecments lics in the way such agrcements arc
being used in the current restructuring of the informa-
tion technology industry. This emerges clearly from an
analysis of these agreements wathin sectors by function
and form, where the latter distinguishes between aon-
cquity alliances and cquity-based ventures. Figure 3.5

weight to R&D in the biotechnology and information
technology sectors and to production inthe automobile
sector. Figure 3.5 thus supports the view that the shif:
towards global alliances and equity-based ventures and
away from single or dual function alhances is heavily
influenced by the growing importance of global equuny-
based ventures in the information technology sector.
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Figure 3.6: Alliances and acquisitions in information

technology: a comparison across partners for EC-based
firms (Source: LAREA/CEREM databasc 1992 and
Dclapicrre: 1991, p.149)

provides data on cach of the four tndustrial sectors from
this desegregated perspective. It graphically illustrates
the weight of information technology agreements in the

total pool of agreements and hence the dispropor-
tionatc influcnce that changes in the form and function
of these agreements will have on the overall patiern. It
also shows the extent to which cquity-based agreements
considcrably outstrip the number of non-cquity allian-
ces in the information and matcerials sector. In contrast,
non-cquity alliances dominate in the biotechnology scc-
tor and cquity ventures and non-cquity alliances ac-
count for roughly cqual shares of total agrcements in
the automobile scctor. Lastly, Figure 3.5 reveals that
there is a tendency for cquity based ventures to be
global in naturc. Non-cquity venturcs give greater
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When these alliances are broken down further by
partncrs, the importance of mergers and take overs in
the information technology industry, particularly intra-
nationally within EC member countrics, emerges as a
powerful factor in the move towards global, cquity-
based agreements in this scctor. Figure 3.6 compares
intra-pational alliances for Ewropecan-bascd firms to
their intra-EC, EC-US, EC-Japan and othcr allianccs.
Equity-based venturcs predominate only in intra-na-
tional agreements. As Michel Delapicrre has argucd,
the intensification of competition in the irformation
technology industry worldwide, coupled with the
decisionto create asingle Europcan market, stimulatcd
the drive by larger European corporations to con-
solidate their position within Europe, first through
mergers and acquisitions in the home market and then
through intra-EC cquity ventures and non-cquity al-
liances aimed, in panticular, at the acquisition of
markcting and  distribution  channcls
(Dclapicrre:1991).

The Function of Biotechnology Alliances Differ
with Different Partoers

Not only arc there country or regional variations in
partncring activity. but there ave important differences
in the type of corporate or institutional partacrs sought
hy different types of companics. The paticrn of partacr-
ing activity in biotechnology provides a good illustration
of some of these diffcrences (Pisano, Weijian Shan and

Figurc 3.5: Equity venturcs and non-cquity alliances by chcc:l.‘)ﬂﬂ; Barlcy and Frceman:1990). Smallcr dedi-
function and industrial sector (N = 2169). (Source: Auto- catzd hiotechnology firms normally lack the resources
Bio-Material-Info LAREA. CEREM database 1902) to invest in product development and markcting. Fre-
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quently, therefore, they license their product to larger,
morc diversificd corporations who have the experience
and the resources to undertake these functions. Sech
firms also tend to be under considerable financial pres-
surc because the rescarch process is long and uncertain.
Thus many of their alliances involve venture capitalists
at least in the initial phase. When these investors
withdraw, cquity-based alliances and joint ventures

e - . —a -

with larger diversified corporations in the pharmaccuti-
cal, petrochemical or agro-business scctors or outright
acquisition by a larger corporation often follows. Table
3.4 illustrates this patteru for the strategic alliances
formed by US dedicated biotechnology firms.

(To be continued in next issuc of TIES Newsletter.)

Table 3.4

TypesolmeRhulmeSDediatedBidedmobgyleanﬁ:tqicmma

Firm Type Equity Grant JV R&D  Manuf. Market Licensc Other  Total
DBF ™ . 12 97 21 68 46 16 339
DC R : & 778 60 205 126 2 775
RO 8 43 4 132 6 18 76 2 289
INV 219 - 3 9 , ; . ; 31
GOVT - 24 4 17 - 1 1 3

Other 38 - 2 75 16 87 16 7 295

KREY: DBF = Dedicated Biotechnology Firm; DC = Diversificd Corporation; RO = Rescarch Organization:
University, Rescarch Institute or Research Hospital; INV = Investor; GOVT = Fedceral or State Government

Agcncy

Sourcc: Adapted from Barley and Frceman: 1990, Tablc 6.

LEGISLATION

ANDEAN
COUNTRIES

DECISION 291

PACT

Common Regime for the Treatment of
Foreign Capital and Trademarks, Patents,
Licences and Royalties

THE COMMISSION OF THE
CARTAGENA AGREEMENT,

16

BEARING IN MIND: Articles 7, 26 and 27 of the
Cartagena Agreement, Decision 220 of the Commission
and Proposal 228 of the Board;

CONSIDERING: that the Presidents of the States
Mcmbers of the Cartagena Agrecment, at the mecting
held in the city of La Paz, Bolivia, on 29 and 30 Novem-
ber 19%), expressed their approval for the “growing
convergence between the cconomic policics of the An-

dcan countrics in the scarch for greater cfficicncy and

compelitivity in their cconomics through the liberaliza-
tion and opcning up of commerce and intcrnational
investment, in linc with the interests of our countrics,
and the introduction of an cconomic rationality bascd
on private initiative in the arca of taxation and in a
redesigned and cfficient State™;
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That. further. at the mecting referred to the Andean
Presidents agreed to remove obstacles to foreign invest -
ment and 1o encourage the free circulation of sub-
regional capital;

That the new foreign investment policics prevailing
in the subregion make it essential te review and update
the community regulations approved in Decision 220 of
the Commission, for the purpose of stimulating and
promaoting the flow of capital and forcign techno’~gics
towards the Andean economics;

DECIDES

To replace Decision 220 by the following Decision:
CHAPTER1]
DEFINITIONS

Article 1. For the purposes of this Regime it shall be
understood that:

Direct foreign investment means the contributions
from abroad of the property of natural or legal forcign
persons tothe capital of an enterprise, in frecly coavert-
ible currency or in physical or tangible goods, such as
industrial plant, ncw and reconditioned machincry, new
and reconditioned cquipment, raw materials and inter-
mediate products.

Equally, direct foreign investment shall be con-
sidered to be those investments in national carrency
coming from resources with the right to be scnt abroad
and the reinvesiments that are made in conformity with
this Regime.

Member States, in conformity with their respective
national legislations, may consider, as a contribution of
capital, intangihlc technological contributions, such as
trademarks, industrial models, technical assistance and
technical know-how, patented or not patented, which
may hc made in the form of physical goods, technical
documents and instructions.

A national investor mcans the State national natural
persons and legal persons defined as nationals by the
legislations of the Member Statcs.

Also considered as national investors shall be
forcign natural persons with continuous residence in
the recipient country of not less than a ycar who waive
before the competent national authority the right to
re-export capital and to transfer profits abroad. The
competent national authority of the recipicnt country
may cxempt such persons from the requirement of
continuous residence of not less than a year.

‘Each Member Statc may cxempt natural forcign
persons whose investments have been generated inter-
nally, from the waiver provided for in the paragraph
above,

Also considered as investments by national investors
shall be the investments of property of subregional
investors under the terms established in this Decision.

.4 subregional investor means the national investor of
any Member State different from the recipient country.

A foreign investor means the owner of a direct foreign
investment.

A national enterprise mcans an cnterprise set up in
the recipicat country, whose capital belongs to the ex-
tent of more than 80 per cent to national investors,
provided that, in the opinion of the compctent national
authority, this percentage is reflected in the technical,
financtal, administrative and commercial direction of
the enterprise.

A mixed enterprise means an enterprise st up in the
recipient country, whose capital belongs to national
investors in a proportion varying between 51 and 80 per
cent, this percentage being reflected in the technical,
financial, administrative and commercial management
of the cnterprisc.

Similarly, mixed cnterprises shall be considered
those in which there is participation by the State, scmi-
official bodies or State enterprises of the recipient
country to the extent of not lcss than 30 per cent of the
share capital, provided that, in the opinion of the com-
petent national authority, the State, semi-official body
or State enterprisc has a decisive s1y in the enterprise’s
decisions.

A dccisive say is taken to mean the obligation that
there should be approval by the State representatives of
the basic decisions for the operation of the enterprise.

For the purposcs of this Decision, a semi-official
body or State enterprisc shall mean once cstablished in
the recipicnt country whosc capital belongs to the State
to the extent of morc than 80 per cent, provided that the
latter has a dccisive say in the decisions of the
enterprise.

A foreign enterprise means onc sct up or cstablished
in the recipient country whosc national investor capital
is below 51 per cent, or when higher than that, in the
opinion of the competent national authority, the per-
centage is not reflected in the technical, financial, ad-
ministrative and commecrcial management of the
cnterprisc.

Neutral capital mcans the investments of public in-
tcrnational financial bodics, of which all the Statcs
Mcmbers of the Cartagena Agreement form part, and
which appear in thc Annex to this Regime. Such invest-
ments shall not be considered cither as national or
forcign in the cnterprise in which they arc madc.

To determinc whether the enterprisc in which these
investments arc made is to be described as national,
mixed or foreign, the ncutral capital contribution shall
be excluded from the calculation basis and account




..

\Y

%

shall be taken only of the percentage share of the na-
tional and {orcign investors in the remaining amount of
capital.

Reinvestment means the investment of all or part of
the undistributed profits or other hereditary resources,
stemming from Jdirect foreign investment in the event
that such is permiticd by the national legislation, in the
same enterprise in which they have been generated.

Recipient countrv mecans one in which the direct
forcign investment is made.

Commission mcans the Commission of the
Cartagena Agreement.

Board means the Board of the Cartagena Agree-
ment.

Member State means onc of the States Members of
the Cartagena Agreement.

CHAPTERII
RIGHTS AND OBLIGATIONS OF
FOREIGN INVESTORS

Article 2. Forceign investors shall have the same rights
and obligations as those to which national investors are
subject, except as provided for by the legislations of
cach Member State.

Article 3. Any dircct foreign investment or invest-
ment by subregional investors which meets the condi-
tions sct down in this Regime and in the respective
national legislations of the Member States shall be
registered with the competent national authority in
freely convertible currency.

Article 4. The owners of a direct foreign investment
and subregional investors shall have the right to transfer
abroad, 'n freely convertible currency and under the
terms provided for vy the lcgislation of each Member
State, the audited net profits stemming from their direct
forcign investment.

The competent national authority may also register
in frecly convertible currency the investment of the
surpluscs of distributed profits.

Article 5. Thc foreign invesior and the subregional
investor sha!l have the right to re-cxport the sums of
moncy which thcy obtain when they sell, within the
recipient country, their sharcs, holdings or rights, or
when there is a reduction of the capital or liquidation
of the cnterprisc, after payment of the relevant taxcs.

The salc of sharcs, holdings or rights by a foreign or
subrcgional investor to another foreign or subregional
investor shall be registered with the competent nativnal
authority whenever so stipulated by the national legis-
lation, and shall not be considered as a re-export of
capital.

—p—

Article 6. The registered capital shall be made up of
the amount of the tnitial direct foreign investment plus
the subsequent increments and reiavestments,
registered and actually made, s accordance with the
orovisions of this Regime, minus the net losses, if any.

Article 7. Rcinvestment, in conformity with the
definition in Anrticle 1, in national, mixed or foreign
enterprises, shall be considered as a foreign investment
and carried out subject to the regulations that cach
Member State draws up. [n any cvent, the obligation to
register with the competent national authority shall
obtain.

Article 8. Products made by the national, mixed or
forcign enterprises which comply with the special
regulations or requirements of specific origin fixed by
thc Commission and the Board shall enjoy the ad-
vantages devolving from the Liberalization Programme
of the Cartagena Agrcement, as provided for in Chap-
ter X of the Agrecment.

Article 9. The capital of the shareholding companics
shall be represcnted by registered stock.

Article 10. In the scttlement of disputes or conflicts
devolving from direct foreign investments or regional
investors or the transfer of foreign technology, Member
States shall apply the provisions of their internal legis-
lations.

CHAPTER I
COMPETENT NATIONAL AUTHORITIES

Article 11. Member States shall designate the com-
petent national authority or authoritics to be respon-
sible for fulfilment of the obligations entered into by
foreign natural or legal persons to whom this Regime
rcfers.

CHAPTER IV
IMPORT OF TECHNOLOGY

Article 12. Contracts for licensing technology, tech-
nical assistance, tcchnical services, and basic and
detailed engincering and other tcchnology contracts in
accordance with the respective Iegislations of Mcmber
States shall be regisicred with the competent national
authority of the respective Member State, which shall
cvaluate the actual contsibution of the imported tech-
nology through cstimation of the prohablc profits, pricc
of the goods incorporating technology and other
specific forms of quantification of the cffect of the
importcd technology.

Article 13. Contracts dcaling with the import of tech-
nology shall contain, at Icast, clauses relating to the
following points:

(a) Idcntification of the partics with cxplicit refer-
cnce to their nationality and residence:
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{b) Identification of the modalitics governing the
transfer of the technology to be imported:

(c) Contractual valoe of cach of the items invohved
in the transfer of technology:

(d} Determination of the time for which they are
in force.

Article 14. For the purposcs of contracts dealing with
the transfer of foreign technology, trade marks or
patents. Member States shall take it into consideration
that such contracts do not contain the following:

e Clauscs by virtue of which the provision of tech-
nology or the usc of a trademark carries with it
the obligation for the country or the recipient
cnterprise 1o acquire, from a set source, capital
goods, intermediate products, raw materials or
other technologies or to make permanent ese of
personnel specified by the enterprise supplying
the technology;

@ Clauscs under which the enterprise selling tech-
nology or party permitting the usc of a trade
mark reserves the right to fix the sale or resale
prices of the products manufactured on the
basis of the relevant technology;

® C(Clauses containing restrictions on the volume
and structurc of production;

@ Clauses prohibiting the usc of competitive tech-
nologics;

e Clauscs establishing a purchase option, cither
total or partial, in favour of the technology sup-
plier;

e Clauscs obliging the purchaser of the technol-
ogy to transfer to the supplier the inventions or
improvements obtained through the use of the
given technology;

e Clauscs obliging the payment of royalties to
holders of patents or trademarks for patents or
trademarks not utilized or sold; and

e Other clauses of cquivalent effect.

Other than in exceptional cascs duly classificd by the
competcnt national authority of the recipicat country,
clauscs in which the export of products made on the
basis of the relevant technology is prohibited or limited
in any manncr shall not be acceptable.

In no casc shall clauses of this type rclating to sub-
regional exchange or for the export of similar products
1o third countrics be acceptable.

Article 15. Intangibic tcchnological contributions, to
the extent that they do not constitute capital contribu-
tions, shall accord the right to the payment of royaltics,
in conformity with the legislation of Mcmber Stalcs.
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Rovalties carncd shall be capitalized. in conformity
with the terms envisaged in this Regime, following pay-
ment of the relevant taxes.

When these contributions are supplied to a forcign
enterprisc by its parent company or by another sub-
sidiary of the same parent company. the payment of
royaltics may be authorized in cases previously
declared by the competent national authority of the
recipient country.

CHAPTERV

TREATMENT OF INVESTMENTS BY THE
ANDEAN DEVELOPMENT CORPORA-
TION AND THE BODIES WITH AN OP-
TION FOR THE TREATMENT OF
NEUTRAL CAPITAL

Article 16. Without prejudice to the provisions of the
constitucnt agreement, the direct investments of the
Andcan Development Corporation shall be considered
as national in cach Statc Member of the Cartagena
Agreement.

Article 17. The international governmental financing
authoritics, of which none of the States Members of the
Cartagena Agrecement form part, and the forcign
governmental bodics fo- cooperation in development,
whatcver their legal nature, may request the Commis-
ston to classify capital for investments and for inclusion
in the Anncx to this Regime. The Commission shall
decide on the requests submitted to it at the first meet-
ing following submission of them.

Article 18. Together with their request, the bodies
referred to in the previous Article shall submit a copy
of the constitucnt agrecment or legal statute governing
them, together with the maximum amount of informa-
tion possibic on their investment policy, operating
regulations and investments made, by country and sec-
tor.

[ PROVISIONAL ARRANGEMENTS ]

First Provisional Arrangement

Forcign cnterpriscs having a current processing
agrcement under the terms of Chapter I of Decision
220 may rcquest the relevant competent national
authoritics to Icave the agreement in force.

Second Provisional Arrangement

When handling projccts that relate to products
reserved for or allocated exclusively to Ecuador, the
four remaining countrics undertake not Lo register
dircct forcign investment in their territorics.

Donc in the City of Lima. Peru, on the iwénty-first

day of March onc thousand ninc hundrcd and nincty-
onc. ‘
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ANNEX ]

NAMES OF ENTERPRISES WITH AN OP-
TION ON THE TREATMENT OF
NEUTRAL CAPITAL FOR THEIR INVEST-
MENTS

e Inter-American Development Bank (IDB)
e International Financial Corporation (IFC)
e Decutsche Entwicklungs Gesellschaft (DEG)

e Danish Industrialization Fund for Developing
Countries (IFU)

e Inter-American Investment Corporation (11C)

COLOMBIA:

COMMERCE CONTRACTS FOR THE IM-
PORT OF TECHNOLOGY, TRADEMARKS
AND PATENTS

INCOMEX is the competent authority for their
registration.

MINISTRY OF ECONOMIC DEVELOPMENT

[ DECREE No. 259 OF 12 February 1992 |

“Regulating Decision 291* of the Commission
of the Cartagena Agreement”.

The President of the Republic of Colombia, in excr-
cise of his constitutional powers and cspevially those
conferred upon him by Article 189.11 of the Political
Constitution, and pursuant to Decision 291 of the Com-
mission of the Cartagena Agreement,

HEREBY DECREES

Article 1. The Colombian Institute of Foreign Trade,
INCOMEX, attached to the Ministry of Forcign Trade,
shall be the competent authority for registering import
contracts for licensing tcchnology, technical assistance,
technical services, basic cngincering, trade marks,
patcats and other technological contracts.

Registration shall conform with what is sct forth in
this Decree and shall accord with the technological
development policics laid down by the Ministry of
Fconomic Development.

Paragraph. The registration of contracts described in
this article shall be automatic once the requirements of
Article 2 of this Decree have heen met. The Senior
Forcign Trade Council may determine cases in which

as an exception authorization is required from the Ser-
vices and Technology Committee set up under Article
30 of Decree 2350 of 1991,

Article 2. The Colombian Institute of Forcign Trade
(INCOMEX) shall register the contracts described in
Article 1 of this Decree, provided they mect the follow-
ing requirements:

(a) Identification of the parties, with explicit refer-
ence to their nationality and domicile;

(b) Identification of the methods by which the tech-
nology imported is transferred;

(c) Contractual value of each of the clcments in-
volved in the transfer of tcchnology, and

(d) Dctermination of the period of validity.

Paragraph 1. The Colombian Institue of Forcign
Trade (INCOMEX) shall not register contracts which
contain any of the following clauses:

(a) Clauscs in conformity with which the cnterprise
sclling the technology or granting the usc of a trade
mark reserves the right to fix the sale or resale prices of
the products manufactured on the basis of the relcvant
technology, and

{(b) Clauses which oblige the purchaser of the tech-
nology to transfer to the supplicr the inventions or
improvements which derive from the usc of the said
technology.

Paragraph 2. In conformity with what is laid down in
Article 12 of Decision 291 of the Commission of the
Cartagena Agrecement, the Colombian Institute of
Forcign Trade (INCOMEX) shall not register con-
tracts containing clauscs which prohibit or limit i any
way the export of the products manufactured on the
basis of the rclevant technology or which prohibit or
limit subrcgional exchange or the export of similar
products to third partics.

Article 3. Unless the Senior Forcign Trade Council
fixcs a different period, the Colombian Institute of
Forcign Trade (INCOMEX) shall have a period of
cight (8) working days to cffect the registration
described in Article 1 of this Decrec.

In any cvent, when the expiry of the period fixed for
regisiration by thc Colombian Institute of Forcign
Trade (INCOMEX) has not been ruled against, the
contract shall he understood to be registered.

Paragraph 1. Naotification of the registration shall be
sent quarterly to the Ministry of Economic Develop-
ment as supporting matcrial for the design of tech-
nological development policies.

Paragraph 2. For the purposcs of payment of the
relevant royaltics, the registration shall take full cffcct
from the datce of registration or from the expiry of the
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period, unless the Colombian Institute of Foreign Trade
has declared it invalid.

Article 4. The payments that are made in the fulfiment
of the contracts referred toin this Decree shall accord with
the exchange regulations in force.

Article 5. In accordance with provisional Article 52 of
Decree 2350 of 1991, the Royaltics Committee of the
Ministry of Economic Development shall coatinue to
function until such time as the cadre of personncl of the
Ministry of Foreign Trade is approved and the employees
are transferred to it

Article 6. This Decrece shall enter into foree from the
date of its publication and supersede all prowisions con-
trary to it, especially Decree 2561 of 1991.

For publication and implcmentation.
Donc in Santa Fé d: Bogotd on 12 February 1992.

* Decision 29191 of the Commission of the Cartagena
Agreement deals with the Andean common rules for the
trcatment of forcign capital and on tradc marks, patents,
licences and royalties. Scc the review Legislacion
Econémica, No. 926.

INCOMEX

SOI External Circular No. 025, Santa Fé de
Bogoti, dated 1 April 1992 to the Colombian
Institute of Foreign Trade and the Users

Reference: Registration of technology import con-
tracts. Decree 259/92

For your information and that of the uscrs, I would like
to inform you that Article 100f Decrec 259 of 1992 named
INCOMEX as the compctent authority for registering
import contracts relating 10 technology liccnsing, techni-
cal assistance, technical services, basic and detailed en-
gincering, trademarks, patents and other technological
contracts.

When registering the contracts referred to, INCOM-
EX shall observe the following instructions:

1. Pro forma requirements: The registration of con-
tracts shall be automatic, provided the following require-

ments are met:

(a) Identification of the methods uscd for the tech-
nology to he imported;

(b) Identification of the methods by which the tech-
nology to he imported is transferred.

(c) Contractual valuc of cach of the clements in-
volved in the transfer of technology,

(d) Determination of the period of validity.
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2. Substantive requirements: INCOMEX shall not
register contracts containing any of the following clauses:

(a) Clauscs in accordance with which the enterprise
sclling technology or granting the use of a trademark
reserves the right to fix the sale or resale prices of
the products manufactured on the basis of the
relevant technology;

(b) Clauses which oblige the purchaser of the tech-
nology 1o transfer to the supplicr any inventions or
improvements which are denived from use of the
said technology;

(c) Clauses which prohibit or limit in any way the
products manufactured on the basis of the relevant
technology or which prohibit or limit subrcgional
exchange or the export of similar products to third
countries.

3. Period for registration: INCOMEX shall register
such contracts within a maximum period of cight working
days.

4. Competence: The Regional Directorate for IN-
COMEX in Bogota shall be competent to register the
technology import contracts. INCOMEX shall sub-
scquently authorize other regional dircctorates Lo carry
out the said registration.

5. Initial procedure: An authenticated photocopy of
the identity card of the national receiver, or the tax
registration number, if it is a question of a legal cntity, shall
be submitted onc single time. The submission shall be
madc to the Bogota Regional Dircctorate and should be
repeated when there is a change in the tax number or in
the tradc name.

6. Registration form: The form which appears as an
annex (o this Circular shall be adopted as the form for
registration, amendment, extension and addition; it shall
be distributed free to those interested by the Bogota
Regional Dircctorate.

7. Annexes to registration form: Thc application for
registration shall be submiticd in duplicate and shall be
accompanicd only by the following documents:

(a) The conlrac:t in Spanish, i.c. in the original ver-
sion or an authentic copy, or in an official translation
if it has been drawn up in a forcign language;

(b) Power of a((:nmcy, where appropriate.

8. Signature of the registration form: Any of the con-
tracting partics or their attorncys may sign the registration
form, Itis assumicd that whoever signs is empowered to do
s0, but INCOMEX may request, whenever it deems
necessary, verificition of the identity and status of the
signatory. ‘

9. Srelimirary examinatinn: Oncc the application
for coutract registration has beenreceived, INCOMEX
sinall make a check of the pro forma requirements,
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Should it be necessary to have additional information or
documents. corrections or clarfications, INCOMEX
<hall request them a single time by returning the applica-
tion within the two days following the submission of it. It
shall not be permissible to return the application a second
time on account of deficiencies existing at the time of the
first submission. The period of cight-days for processing
the application for registration shall commence from the
second submission on completion of the requircments
imposed.

10. Registration of the application: When the applica-
tion for registration has been studied and its conformity
with Aricle 2 of Decree 259 of 1992 has been noted,
INCOMEX shall proceedtoregister itinascending order,
with ending of the numeration in cach calendar year.

The registration number shall be recorded on the two
application forms and inside the contract, which shall be
numbered and initialled. The second original of the form
shall be delivered to the applicant as proof of registration,
together with the original of the registered contract.

11. Period of validity of the registration: Registration,
publication or exiension of the import contracts referred
to in this Circular shall have an initial period of validity of
five (5) vears, which may be extended indcfinitelyforequal
periods.

Industrial Technology of the Ministry of Development,
registrations, extensions of, and additions to, technology
import contracts as provided for in Decrees 2350 of 1991
and 259 of 1992,

INCOMEX shall initiatc the registration of the tech-
nology import contracts on the tenth of April 1992.

To he published in the Official Gazette of the Minis'ry
of Forcign Trade under the heading “INCOMEX™.

Cordially yours,
Signed: Leonardo Sicard Abad, Director-General

(Tranlations of the form itsclf is available on request
from the TIES office, UNIDQ), Vicana)

MEXICO

LAW FOR THE PROMOTION AND
PROTECTION OF INDUSTRIAL PROPER-
TY

(Translation of Spanish original published in the Offi-
cial Federal Journal of 27 Junc 1991, and cffective 28 June
191 — first of a serics)

General Provisions

Article 1: The provisions of this Law arc of public order
and are to be observed throughout the entire Republic,

A

without detriment to wha is established ir the Interna-
tional Treatics to which Mexico is a signatory. Its ad-
ministrative application corresponds to the Federal
Executive through the Ministrv of Commerce and In-
dustrial Development.

Article 2: The purposes of this Law are:

1. To sct down the foundations for a permanent system
of improvement aimed at perfecting the processes and
products in the nation’s industrial and commercial ac-
tivities;

2. To promote and stimulate inventive activities for
industrial application. technical improvements and the
disscmination of technological knowledge throughout the
productive sectors;

3. To sponsor and foster improvement of the quality of
products and services in industry and commerce, accord-
ing to the intercsts of the consumers;

4. To promoc creativity in the desigrn. and presentation
of new and uscful products;

S. To protect industrial property by the regulation of
patents of invention; registration of utility models. in-
dustrial dcsigns, marks and slogans; trade mames; appcl-
lations of origin and tradc scerets; and

6. To prevent acts against industdal property or which
constitute unfair competition, and to establish the sanc-
tions and penaltics thercfor.

Artide 3: For the purposes of this Law, the following
terms shall mean:

1. The Law: this Law;

2. International Treatics: The international treatics,
agreements or conventions to which Mexico is a party;

3, The Ministry: The Ministry of Commerce and In-
dustrial Development;

4. The Institute: The Mexican Industrial Property In-
stitutc;

5. The Official Journal: The Official Federal Journal;

6. The Gazetic; The Gazette referred to in Article 8 of
this Law.

Article 4: No patents, registrations or authorizations
shall be granted for, nor will any publicity be made in the
Gazctte of, any of the legal institutions regulated by this
Law, when their contents or form arce contrary to public
order, morals and good customs, or when they violate any
fcgal provision.

Article §: Thc Ministry will promote inventions
having industrial application and thcir commorcial
development by:
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1 The dissemination of documentary information on
inveations published domestically or abroad, and assis-
tance in their consultation and use;

2. The preparation, updating and dissemination of
directories of individuals and corporate entitics devoted
to the generation of inventions and technological research
activitizs, as well as the rendering of services related tothe
industrial and commercial develolpment of production
processes or the resuliing products and services;

3. The holding of competitions, contests and exhibits
and the granting of prizes and acknowicdgements to
stimulate inventive activity and creativity in the design and
presentation of products; and

4. Assistance to companics or financial institutions, to
carry out or finance the construction of prototypes and
industrial and commercial development of certain inven-
tions.

Article 6: The Ministry shall disseminate among in-
dividuals, groups, rescarch, higher education or technical
assistance associations or insititutions, information about
the provisions of this Law and its Regulations and their
scope, to facilitate their activitics in the generation of
inventions and in the subsecuent industrial and commer-
ctal development.

To promote and stimulate inventions and creations
with an industrial or commercial application, the Ministry
may enter wto cooperation, coordination and collabora-
tion agreemcnts, as the case may be, with domestic or
foreign, public or private institutions.

Article 7: The Mexican Industrial Property Institute
will be a semi-state agency, with its own juridical capacity
and patrimony and shall have the following functions,
among others:

1. Tobe the body for consultation and technial support,
in connection with industrial property, for the Ministry;

2. To disseminate, assist and provide services to the
public in this field;

3. To cooperate with the Ministry in the carrying out of
the functions provided for in Articles S and 6 of this Law;

4. To organize and update documcntation on inven-
tions published in the country or abroad;

5. To carry out studics about the situation of industrial
property in the international field;

6. To carry out research of the state of the art; and

7. Al the others required for its efficient operation.

Article 8: The Ministry shall publish at least quarterly
the Gazette, wherein the publications referred (o in this

Law will be madc and whercin any information of intercst
on industrial property and other topics to be detcrmined
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shall be discloscd. The date it is put into circulation shail
be set forth in cach volume thereof.

INVENTIONS, UTILITY MODELS AND IN-
DUSTRIAL DESIGNS

CHAPTERI:
Preliminary Provisi

Artide 9 Any individual who makes an invention,
utility model or industrial design, or his assignee, will have
the exclusive right of explotting the same to his benefit,
c:ther by himself or by third parties who have his consent,
in accordance with the provisions of this Law and its
Regulations.

Article 10: The right referred to in Article 9 will be
granted by means of a patent, in the case of inventions;
and in the casc of utility modcls and industrial designs, by
means of registrations.

Article 11: The holder of patents or registrations may
be individuals or corporate entities.

Article 12: For the purposes of this Title, the following
terms shall mean:

1. Novel, anything not found in the state-of-the-art;

2. Statc-of-the-art, the assortment of technical
knowledge that has become public through oral or written
description, by exploitation or by any other means of
dissemination or information, cither domestically or
abroad. In the case of utility models, only the technical
knowledge that has been made public domestically will be
considered.

3. Inventive activity, a creative process, the results of
which arc not apparent, from the state-of-the-art, to a
person with technical knowledge in that ficld;

4. Industrial application, the possibility of any product
or process to be made or used, as the case may be, in
industry, including therein agriculture, cattle breeding,
fishing, mining, the so-called transformation industrics,
construction and all types of services;

5. Claim, the essential characteristic of a product or
process, the protection of which is preciscly and specifi-
cally claimed in the patent or registration application and
that is granted, in such casc, in the respective certificatc;
and

6. Filing date, the date whenthe application is delivered
to the Ministry, or to its agencies anthorized for this
purpose, in the interior of the Republic, provided it meets
the requirements set forth in this Law and its Regulations
or, otherwise, when said requirements arc met.

Article 13;: Assumcd to be the inventor arc the in-

dividual or individuals who so purport in the patent or
registration application. The inventor or inventors shall
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have the right to be mentioned in the corresponding
certificate or to oppose being mentioned.

Article 14: The provisions of Article 163 of the Federal
Labour Law will apply to inventions, utility modcls and
industrial designs made by persons who are subject to a
labour relationship.

CHAPTERIIL:

Inventions

Article 15: Patentable are inventions that are novel, the
result of an inventive activity and susceptible of industrial
application, in the terms of this Law.

Artide 16: Considered as an invention is cvery human
creation that allows matter or energy existing in nature to
be transformed, for exploitation by man, through the
immediate satisfaction of a specific need. Included among
inventions are processes or products for industrial ap-
plication.

Article 17: To determine that an mvention is novel and
the result of an inventive activity, the state-of-the-art on
the date the patent application is filed or, in such case, the
recognized priority date, will be taken into account.
Moreover, (o determine if the invention is novel, all patent
applications filed in Mexico prior to that date and still
pending will be included in the state-of-the-art, even if the
publication referred to in Article 52 of this Law is made
at alater time.

Article 18: Aninvention will still be considered as novel
even if it has been disclosed, provided that within twelve
months prior to the filing date of the patent application,
or in such case, of the recognized priority date, the inven-
tor or his assignee had disclosed the invention by any
communication medium or had exhibited it at a domestic
or international exhibition. When the respective applica-
tion if filed, documentary ¢vidence shall be included,
under the conditions to be established in the Regulations
of this Law.

Article 19; For the purpose of this Law, the following
shall not be deemed to be inventions:

1. Theoretical or scientific principles;
2. Discoveries consisting of making known or disclosing
something that already existed in nature, eveniif previously

unknown to man;

3. Schemes, plans, rules and methods to perform men-
1al feats, games or business;

4. Computer softwarc;
5. Forms of presentation of information;

6. Acsthetic creations and artistic or literary works;
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7. The methods of surgical or therapeutic treatment or
diagnosis applicable to the human body and those relating
to animals; and

8. The juxtaposition of known inventions or mixtures of
known products, their variation of form, dimensions or
materials, unless there is actually a combination or amal-
gamation of such type they cannot function scparately or
that the qualities or characteristic functions thereof are
modified to obtain an industrial resuit not obvious to a
person with technical knowledge in that field.

Artidle 20: The inventions that refer to living matter,
without detriment to what is provided for in other statutes,
shall be governed by the following:

1. The following will be patentable:
(a) Plant varicties;

(b) Inventions related to microorganisms, such as
those made by using them, inventions that are ap-
plied to microorganisms or inventions that result
therefrom. Included in this provision are all types of
microorganisms, such as bacteria, fungi, algae, virus,
microplasms, protozoa and, in general, cells that do
not reproduce sexually; and

(c) Biotechnological processes for obtaining phar-
mochemicals, medicines in general, foods and
beverages for animal and human consumption, fer-
tilizers, pesticides, herbicides, fungicides or
products with a biological activity.

2. The following will not be patentable:

(a) Essentially biological processes for obtaining or
reproducing plants, animals or their varicties, in-
cluding genetic processes or processes related to
material which is capable of self-replication, byitself
or by any other indirect manner, when they consist
simply of selecting or isolating available biological
material or leaving it 1o act under natural conditions;

(b) Plant species and animal species and breeds;
(c) Biological material, as found in nature;
(d) Genetic material; and

(¢) Inventions relating to the living mattcr that com-
poses the human body.

Article 21: The right conferred by the patent will be
determined by the allowed claims. The specification and
the drawings or blueprints or, in such case, the deposit of
the biological material referred to in Article 47, section 1,
of this Law, will be uscd to interpret them,

Article 22: The right confcrred by a patent shall have
no cffects whatsoever against:

1. A third party who, in the private or academic ficld,
performs, for non-commcrcial purposcs, purcly cx-
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perimental. scientific or technological rescarch. testing
or teaching activities. and for this purpose produces of
uscs a product or process equal to the patented one;

2. Anvone who trades with, acquires or uscs the
patented product or the product obtained by the
patented process, after such product has been legally
introduced into trade:

3. Anyoae who, prior to the filing date of the patent
application or, insuch case. the recognized priority date,
uscs the patented process, manufactures the patented
product. or takes the preparatory measures required to
carry out such use or manufacturc;

4. The use of the particular invention in transporta-
tion vehicks, of other countries, forming part thereof,
when such vehicles are in transit in the national territory;

5. A third party who, in the case of patents related to
living matter, uses the patented product as an initial
source of variation or propagation to obtain other
products, unless said use is repetitive; and

6. A third party who, in the case of patents related to
products that consist of living matter, uses, puts into
circulation or trades with the patented products, for
purposes other than multiplication or propagation, after
they have been legally introduced into *rade by the
holder of the patent or by the person having obtained a
license.

The carrying out of an activity contemplated in this
Article will not constitutc an administrative infringe-
ment or a criminal offense, in the terms of this Law.

Article 23: Thc patent shali have an unextendabke
term of 20 years, starting from the filing date of the
application, and it will be subject to the payment of the
government fees sct forth in the corresponding law.

In the case of pharmochemical or pharmaccutical
products or processes for obtaining these products, the
term of the patent may be extended for three additional
years, provided that the patentce grants a licensc to work
the same to a corporate entity with a majority of Mexican
capital.

The license referred to in the preceding paragraph
shall he subject to the following:

1. Itshall be granted by means of an agreement, within
six months from the grant of the patent or the date on
which the competent authoritics grant the sanitary
registration allowing the distribution of the product in
Mcexico, whichever is later;

2. It shall be recorded with the Ministry,
3. Its duration shall be from the date of its grant up to

the date of expiration of the patent, including its cxten-
sion;

TIES Newsletter No. 46

4. It shall be irrevocable and non-exclusive and it may
be assigned to a third party only if the holder of the
patent grants his authorization;

5. It may be canceled if the grantee does not work the
patent in the terms agreed upon.

Article 24: After a patent has been granted, the bolder
thereof may bring an action for damages against third
parties who may have worked the patented process or
product, without his consent, prior to sach grant, when
such working took place after the effective publication
datc of the application in the Gazette.

Article 25: The working of the patented invention
consists of the utilization of the patented process, the
manufacture and distribution of or the manufacture and
trade with the patented product, effected in Mexico by
the holder of the patent. The cxploitation carried out by
the person referred to in Article 69 of this Law shall be
deemed as made by the holder of the patent.

Article 26: A statement in the sense that there is a
pending or granted patent can only be made in the case
of products or processcs falling in whichever of these
circumstances.

CHAPTER IIIL:
Utlity Models

Article 27: Utlity models that arc novel and that can
be industrially applied will quality for registration.

Article28: Considcred as utility modcls arc the goods,
utensils, apparatus or tools which, as a result of a
modification of their arrangement, configuration, struc-
ture or form, perform a different function with respect
to the parts that compose them or present advantages as
to their utility.

Article29: The registration of utility modcls shall have
an uncxiendable term of ten years, starting from the
filing datc of the application, and it will be subject to the
payment of the government fecs set forth in the cor-
responding law.

The working of the utility mode! and the limitation of
the rights which its registration confers upon its holder
shall be governed, where relevant, by the provisions of
Articles 22 and 25 of this Law.

Article 30: The registration procedurcs for a utility
modcl shall bc governed, where rclevant, by the rules
containcd in Chapter V of this Title, cxcept for Articles 45
and 51 through 55.

CHAPTERIV:
Industrial Designs

Article 31: Eligiblc for registration arc industrial designs
that arc original and that can be industrially applicd. Un-
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derstood as original is a design that is not equal or
confusingly similar to another that s publydy known in the
country.

Articke 32: Industrial designs include:

1. industrial drawings, which arc all combinations of
figurcs, lines or coloursthat are mcorporated n an industrial
product for omamental purposes and thal give it a speaal
aspedt of its own; and

2. Industrial models, constituted by every tndmmensional
form that serves as a sample or pattern for the manufacture
of an mdustrial product, which give it a special appearance,
inscfar as i does not imply techmical effects.

Artide 33: The following are to bc attached to applica-

1. A graphic or photographic reproduction of the cor-
responding design; and

2 An indication of the type of product for winch the
design will be used.

Article 34: The description contained in the apphication
shall refer bricfly to the graphic or photographic reproduc-
tion of the design, in which it shall be clearly indicated the
perspective from which # is illustrated.

Article 35: The apphication shall include as a claim, the
titke of the mdustrial design followed by the words “as
referved to and illustrated above™.

Article 36 The registration of industrial designs will have
an uncxtendabke term of fificen years, starting from the filing
datc of the apphication, and it will be subject to the payment
of the government fecs set forth in the comresponding law.

The working of industrial designs and the limitation of
the rights which its registration confers upon its bolder shall
be governed, where relevant, by the provisions of Articles
22 and 25 of this Law.

Article 37: The registration procedures for industrial
designs shall be governed, where relevant, by the rules
contained in Chapter V of this Tile, except for Artide 45
and 51 through 55.

CHAPTERYV:

Procedure for Obtaining a Patent

Article 38: To oblain a patent, a written application is to
be filed with the Ministry, indicating the name and uddress
of the inventor and of the applicant, the nationality of the
applicant, the title of the invention, and all other infformation
called for under this Law and its Regulations, and evidence
of the payment of the respective government fecs shall be
provided.

The pending patent apphcation and s aitachments will
be confidential until the tme of s pubbcatioa.

Artide 39: A patent may be appbed for directly by the
mventor or by his assignee or through the represcataiives
thereol.

Article 40: When 2 patent is applied for after it has been
applied for in other countries, the first filing datc i another
country may be recognized as the prionity date, provaded
s filed in Mexico within the terms established in Interna-
tional Treaties or otherwise within twelve months following
the patent appbcation in the country of ongin.

Artidle 41: For recognition of the priority reformed tomn
the preceding articke, the following requirements must be
fulfilled:

1. When applying for the patent, the applicant shall claim
the priority and indicate the country of origin and the filing
date of the application in that country:

2. That the application filed m Mexico does not aim
the grant of additional rights that those derived from the
claims fled abroad. If there shall be the et to obtan
additsonal rights than those derived from the claims con-
tained in the application filed abroad, the priority shall only
be partial and refer 1o this appbcation. With respect to the
additional claims, 2 new priority claim may be apphed for.

3. The requircments established in International
Treatics, in this Law and its Regulations must b fulfilled
within thrce mouaths following the filing of the application;
and

4. There must be reciprocity in the country of origin.

Articde 42: When several inventors, independently of
cach other, have made the samc invention, the right to the
patent will pertain to the onc who has the application with
the carliest filing date or recognized priority date in such
case, provided said application is not rejected or aban-
doncd.

Article 43: The patent application shall refer to one single
invention, or to onc group of inventions so related to cach
other that they form onc singic inventive concept.

Article 4: If the application docs not comply with the
provisions of the preceding article, the Ministry will so
communicate to the applicant in writing, so that hc may,
within a two-month term, dvide it into various applications
prescrving as the date of cach onc the date of the initial
application and, in such case, the recognized priority datc.
If at the end of said term the applicant has not divided up
his application, the application will be decmed to be aban-
doned.

Article 45: Onc single patent application may contain:

1. The claims to a particular product and claims rclating
to processes especially conceived for its manufacture or
ulilization;
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2 The clasms to a particular process and daims relating
to an apparatus, or (o 2 medium especially conceved for s
application; and

3. The dams to a particular product and claims to a
process espedally conceived for its manufacture and of an
apparaius or medium especially concened for s applica-
ton.

Article 46: The process and the machinery or apparatus
for ohtaining a uifty model or an mdustrial design will be the
subjeat of patent applications separate from the application
for registration of the latter.

Article 47: The following shall accompany a patent ap-
phcation:

1. A descniption of the invention which shall be sufficiently
clear and complete to allow it to be fully understood and, in
such case, to guke #< mplementation by somconc having
medium skills and knowledge mthat ficld_ It shall alsonciude
the hest method kaown by the apphcant to put the invention
into practicz, when this is not dear from the description of
the imention.

In the case of biological material in which the deseription
of the mvention cannot be sct forth in detail therein, the
application shall be supplemented by a receipt showing the
deposit of sad material in an institution recognized by the
Minisiry, pursuant to the provisions of the Regulations of this
Law;

2 The technical blucprits or drawings required to un-
derstand the desenption;

3. One or more daims, which shall be dear and concise
and mav not be broader than the contents of the description;
and

4. An absiract of the invention. which will be ased solely
for pubbication and as an clement of technical mformation.

Asticle 48: When a patent application has to be dvided
up, the applicant shall file the description, the daims, the
blueprints or drawings ncocssary for cach application, except
for the documentation related to the daimed priority and, in
such casc, a translation thercof, which are already on record
in the parent application. The blucprints or drawings and
description filed shall not be altcred so to modify the inven-
tion recited in the oniginal application.

Article 49: The applicant may convert a patent application
imo once for utility model or an industrial desgn, and vice
versa, when it s apparent from the content of the zppiication
that #t docs not relate to what is applicd for.

The applicant can only carry out the conversion of the
application within threc months from the fling date or
within three months from the date the Ministry requests the
comversion, provided the application has not become aban-
doncd. In case the applicant docs not convert the applica-
tion within the tcrm granted by the Ministry, it shall be
decemed to be ahandoned.
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Article 50 Once: the application is fickd, the Mmistry will
formally camne the documentation, and may request the
applicant to specify or clanify whatever it deems nocessary,
or to remedy any omissions. If the apphcant fads to satisfy
this requirement within a two-month term, the application
shall be deemed to be abandonced. The documents filed shall
under no creumstances contain addibonal dasms or clawms
broader than those filed with the orginal applcathm; in the
latter casc, a new application will be necessary.

Artide 5: Regarding patent applications related to
nuclear encrgy, the opimson of the National Commission
on Nuclear Safety and Safeguards will be requared prior
to their publication. When. in the opmion of said commus-
sion, the invention endangers nuclear safety, m the terms
of the Regulatory Law of Article 27 of the Constitution on
Nuclear Mattcrs, the Ministry, on the basis of said opmion,
will refusc to grant the paient applcd for.

No recoastderation on resolitions issued based on the
opimen of the cted commission will be possible.

Artide 52: The publication of the pending patent ap-
plication will be carried out as soos as possible after the
cxpiration of a term of 18 months following the filing date,
or in such casc, the reconized priority date. At the request
of applicant, the application will be published prior to the
exparation of said term.

Article 53: Aficr publicaiion of the patent application,
the Ministry will make an cxamination on the merits of the
invention, to determine i the requirements established in
Article 15 of ths Law arc satisfied.

Tocarry out examinations on the ments, the Ministry will
request the technical support of the Insitute and, if neces-
sary, it may request technical support from specialized
national agencics and mstitutions.

Article 54: The Ministry may accept or require the ox-
amination on the merits carricd out by foreign cxamining
offices, in the terms of the Regulations of this Law.

Article 55: If during the examination on the merits, it &
found that there is a possible full or partial mfringement of
the nghts acquired by third partics, that the invention lacks
novelty, or that additional or supplementary information or
documentation is necded, the applicant will be notified in
writing to make the respective clarifications or submit the
required information or documcntation, within a term of two
months. If the applicant fails to comply with the requirement
within said tcrm, the application will be deemed to be aban-
doncd.

Article 56: If thc Ministry rejects the patent, i will so natify
the applicant in writing, mentioning the reasons and the legal
grounds for its resolution.

Article §7: When the grant of a patent is in arder, the
applicant will hic notificd i writing so that he may satisfy the
requircments {or its publication, and pay the gnvernment fees
for the issuance of the Letters Patent within a term of two
months. If, at the opiration of said term, the applicant has
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failed to comply with the provisions of this Article, his
application will be deemed to be abandoned.

Article S8: The Ministry, due to justiied reasons, and
upon requedt made prior to the exgiration of the terms
cstablshed m Articikes $3 and 55 of this Law, mayextendthem
only onc time, for a ike period.

Article $9: The Ministry will issuc Letters Patent for cach
patent. whach will serve the holder as evidence and official
recognition of the patent. The Lettzrs Patent will inchade one
copy of the specification, the daims and the drawings, f any,
and the following will also be reconded therem:

1. Number and classification of the patent:

2 Namx: and address of the person or person to whom
s msued:

3. Namc of the mventor or mventors;

4. Filing date of the applicainn and, in such case the
recognizcd prioaty date and date of ssac;

5. Tutle of the invention: and

6 listerm.

Article 60: Once the patent s granted, the Ministry will
publish # in the Gazette, which will contain the mformation
referred to i Articles 47, section 4, and 59 of this Law.

Article 61: Changes will be permatted in the text or draw-
mgs of a Letiers Patent only in the following cascs:

i. To correct obvious crrors or formal errors; and
2 To bimit the scope of ihe daims.

(Tobe continued in the next ssuc of the TIES Newsletter)
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