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SUMMARY 

During recent years a rapid development of international tourism to 

developing countries has taken place which has led to the expansion of 

transnational hotel chains. Towards the end cf the 1970s, i-here were 16 

transnational hotel chains with 8 or more associated hotels in developing 

countries. 

The inflow of technology in this sector is being accomplished principally 

through non-equity arrangements. Among su~h arrangements the management 

contracts play a dominant role. Except for arrangements in a "pure" form, 

there are a variety of combinations widely used in the hotel industry. This 

seems to be of advantage for developing ccuntries as it allows them a choice 

taking into account the availability of local skills and resources. 

With respect to the foreign participation (equity and non-equity) in 

the hotel industry, it is recoUDDended that jeveloping countries follow a 

flexible attitude towards such participation, weighing positive and negative 

aspects of various options in each individual case. Non-equity forms of 

foreign participation should be definitely preferred. The popularity of 

lll.3nagement contracts reflects the present stage of develop"Jlent of an outward­

looking hotel industry in developing countries. However, ad-hoc technical 

assistance and franchise agreements may gain importance in the future whereas 

the role of leasing may diminish and such arrangements should be av0irled by 

developing countries. Therefore, the caatractual arrangements used in the 

hotel industry should be subject to scrutiny by technology registries in the 

respective developing r.ountries. 

The contractual provisions in the management ~ontra~ts and franchise 

agree111ents are usually drafted in such a way as to protect ti;e interest of 

the foreign partner and not the Owner. Thus, the obligations of the foreign 

partner are stipulated iu general terms unlike the obligations of the Owner, 

in which case strlct fotmulations are usually applied. 
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The variety of forms of remuneration used in management contracts 

is detrimental to the Owner which it makes difficult to evaluat~ and control 

the execution of the agreement with respect to the equitable sharing of 

profits between the Management Company and the Owner. It often happens that 

the r~venues and profits which are satisfactory for the Manager are far 

cehind that which would be required for ensuring an adequate return on the 

Owner's investment. Therefore, the provisions safeguarding minimum payaents 

for the Owner are of cru~ial importance. It is recommended that guidelines 

for the payments evaluation in the service agreements in t~e hotel industry 

should be elaborated along the lines of those already ~pplied in the 113DU­

facturing sector. 

Bearing in mind the future development of the outward-looking hotel 

industry in developing countries and the projected growth of the number of 

contractual arrangements covering the transfer of tehc~ology in this industry, 

it is recommended that the activities of UNIDO in that fiP.ld, through TIES, 

should be con~inued. The effectiveness oi the work of lJNIDO might be substantially 

increased by the active participa~ion of tbe member countries and by establishing 

close contacts with other intern3tional organizztions i.e. United Nations Centre 

on Transnational Corporations and the World Tourism Organizations. 
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INTRODUCTION 

Since the mid-1960s a rapid development of international tourism to 

developing countries has been observed. During the 1965-1976 period tourism 

arrivals in developing countries increased by I: per cent per annum as 

compared with 5 per cent per annum in the case cf arrivals in developed 

countries. !/ In connection with the development of tourism, the expansion 

~f international hotel operations took place, mostly in the form of transnational 

hotel chains. 

The inflo~ o~ technology neceseary for setting up and operating hotels 

for :fnternational tourism in developing countries has been accomplished 

principally through non-equity arrangements. Although these arrangements are 

gaining ~mportancE in the activities of transnational corporations in various 
2/ 

eectors,- they play a dominant role in the hotel industry and equity participation 

is relatively limited. 

In view of the above, it is important to study various aspects of 

contr.actual arrangements used in the transfer of technology in the rotel industry 

in developing cuuntries. During the Sev~nth Meeting of HeaJs of Technology Transfer 

Registries, held in December 1982 in New Delhi, the UNIDO secretariat ~as requested 

to "undertake and present, a.l soon as possible, tt.e study and guidelines on 

t•:eatment and evaluation of franchise agreements of va:rious types, specifically 

in fast-food chains, hotels an•l similar industries" )J 

In connection with the above recommendation, the UNIDO secretariat requested 

several countries who ar.;! members of the Techr.olog:f.cal Information Exchange 

System (TIES), to provide background information on the subject, and dpecifically 

1/ "Transnational Corporations in International Tourism", Centre on Transnational 
Corporations, ST/CTC/18, United Nations, New York, 198~, p.l. 

2/ See "Transnational Corporatioras in World Development. Third Surve)", Centr'\! 
on Transnational Corporations, ST/CTC/46, United Nations, New York, 1983, 
pp. 40-46. 

'}_/ Report. of the Seventh Meetir.g of Reads of Technology Transfer Registries, 
N~w Delhi, 7-10 December 1981, UNIDO, ID/WG.383/8, para 3(j). 
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to provide t~1e sample copies of management and franchise agreements used in 

the hotel industry. At present, this information has been collected from 

Argentina, Colombia, Egypt and Malaysia. 

Since the issue of technology transfer in the hotel industry is a 

relatively new one, the present study is cf a preliminary character. It 

attempts to provide a general picture of contractual arrangements used in 

technology transfer in the hotel industry, with special reference to management 

contracts and franchise agreements which are most popular in th~ case of 

foreign-associated hotels in developing countries. It is expected th2t further 

discussions and exchange of experience among respective government agencies may 

result in the Plaboration of detailed policies and guidelines with respect to 

technology transfer in this sector. 

In the preparation ~f this paper, extensive use has been made of the work 

carried out by the United Nations Centre on Transnational Corporations and the 
4/ World Tourism Organization.-

CHAPTER I 

I. TRENDS IN DEVELOPMENT OF TRANSNATIONAL-ASSOCIATED HOTEL INDUSTRY IN 
DEVELOPING COUNTRIES 

1. General trends 

The expansion of international tourism has resulted in the extension of 

the operations o: domestic hotel chains in foreign countries. According to a 

recent survey conducted by the United Nations Centre on Transnational Corp­

orations in 1978, there were 81 hotel companies associated with two or more 

hotels ahroad.~/ Altogether, thest companies were associated with 1,025 foreign 

hotels. The concept of "associat!on" with respect to the international hotel 

~/ This applied especially to Chapter I where main results of the studies done 
by the UNCTC and WTO are summarized. See UNCTC "Transnational Corporations 
in Inte.l"llational Tourism", op. cit. and WTO, "Accommodation Management Methocis: 
The Management Contract", PG(II)l. 3.2.B/l, Madrid 1980. 

5/ See "Transnational Corporations in International Tourism", op. cit., p. 7-30. 
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1.ndustry requires furtl>er clarification. Unlike other industries, where direct 

or portfolio investments dominated in the varicus forms of foreign involvment, 

in the hotel industry the non-equity fol"'lls of foreign participation •Jere 

most often used.~/ Thus the term "associated" embraces both equity and non-equity 

arrangements. 

The international hotel chains originated mostly from the United States (22), 

United Kingdom (13), France (8) and Japar1 (7). Of a total of 1,025 fore-1_,gn­

associated hotels, 486 i.e. 47.5 per cent of the total, were located 1n developing 

countries. Thus, the international hotel industry is much more oriented ~owards 

developing countries as compared, for example, to the manufacturing sector where 

developing countries accounted for 21.8 per cent of the net inflows of direct 

ioreign investment during 1970-l98G.Z/ 

2. Major inten1ational hot~l chain~rating in developing countries 

Among 81 transnational hotel chains there are 16 chains with 8 or ~ore 

associated hotels in developing countries. They account for almost 70 per cent 

of all foreign-associated hotels in these countries (see Tabl~ 1). The domination 

of the US-based hotel chains is clearly visibl~ but the strong position of French 

i~ternational chains,being the result of their expansion in French-speaking 

Africa, is ~orth noti~g. Among leading hotel chains there is one - Oberoi Hotels, 
8/ originating from a developing country, namely India.-

ThL foreign propensity ratio (number of foreign hotels as a percentage 

of the total number of associated hotels) ranges from 7 .8 per cenc (Holiday Inn . .;) 

6/ These various arrangements will be discussed later. 

7/ "Transnational Corporations in World Development. Third Survey", op. cit. 
Annex, Table 11.2, p. 286. 

8/ Among 81 hotel companies with two or more ass~ciated hotels abroad there 
are in addition to Oberoi, 8 other chains originating from developing 
countries. Of these there are 4 chains baRed in Hong Kong (3 of them managed 
by nationals from developed countries) with 14 foreign hotels, one from 
Colom!>ia (4 foreign hotels), one fr0tn Mexir.o (3) and one from Saudi Arabia (2). 
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Table 1 

Major transnational hotel chains ope~ating in developing countries, 1978 

Name Parent Number of Foreign Ero2ensit! ratios 
Country associated foreign hotels hotels in LDC's 

hotels in as % of the as % of 
developing total number hotels 
countries 

1. Holiday Inns USA 47 7 .8 41.2 

2. Intercontinental USA 46 97.4 62.2 

3. Hilton International USA 39 98.6 54.2 

4. Sheraton Hotels USA 30 15.9 46.9 

5. Club Mediterranee France 26 57.1 46.4 

6. PIM Hotels France 22 54.6 91. 7 

7. Hyatt International USA 20 100.0 76.9 

8. Novo tel Fran~e 18 27.8 40.0 

9. TruE:St Houses Forte UK 16 20.1 30.2 

10. Western International USA 13 55.3 50.0 

11. UTH France 13 100.0 100.0 

12. Routhern Pacific Australia 10 41.0 40.0 
Hotel Corporation 

13. :Heridien France 10 73.3 90.0 

14. Oberoi Hotels India 10 50.0 100.0 

15. Ramada Inns USA R 5.1 24 .2 

16. Canadian Pacific Canada 8 34.5 80.0 

Total above 336 19.1 51.2 

Source: Calculations based on "Transnational Corporations in International 
Tourism", op. cit., Table 3, p. 10. 

foreign 
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to more than 97.0 per cent (Intercontinental, Hilton International, Hyatt 

Intern~tional, and UTH). It should be pointed out that the strong foreign 

propensity of so.e leadinb hotel chains results fro. their e.-:pansion in developing 

countries. The tn'R, Hyatt International, Meridien, PIM Hotels, Oberoi, 

Intercontinental and Hilton International are good examples in that respect. 

3. Scope and directions of expansion 

The geographical distribution of transnational-associated hotels in 

developing countries is shown in Table 2. Over 40 per cent of hotelo are 

located iu Latin America, the Caribbe~n and the Western Atlantic Islandti. 

In addition, 11 developing countries dccounc for 35 per cent of the total 

number of transnational-ass(ciated hotels. Geographical directions of 

expansion differ substantially among international hotel chains which can be 

explained by variety of factors. First, the geographical proximity may, 1r. 

part, explain the conc~ntration of Japanese-based chains in Asia, Austr~.lian 

chains in Oceania, and US-based ch~ins in Asia, Latin America and the Caribbean. 

Secondly, former colonial relationships also play mi ilaportant role, especially 

in the case of French chains in French-speaking African countries. Thirdly, some 

chains are specialized in accommodating business travellers, whereas others are 

more oriented towards sun-seeking tourists. As a result, in the case of chains 

respresenting the first group, the Intercontinental and Hiltca International 

cater especially for 1-usiness travellers and have only one sixth of the numhP.r of 

associated foreign hr,tels in resorc arees as compared to four fifths of the Club 

Mediterranee and three fifths of Trust Houses Forte Croup.'!./ 

The expansion of the foreign-associated hotel industry in developing 

countries is a recent phenomenon and gained 1110111e11tu11 in the 11id-60s. In 

tha 70s, a rapid increase of the number of f'lreign-assoC'iated hotels (including 

those under construction) took pla~e in the business centres of the Middle East, 

North Africa (Egypt) and South-East Asia. On the other hand, the share of 

Latin America, Caribbean and Oceania showed a decreasing trend. 

9/ "Transnational Corporations in Inter~ational Tourism", op. cit. p. 16. 
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Table 2 

~eogra?hical distribution of transnational-associated hotels in developing Cot\ntries, 

1978 

R~gions and 
countries 

~frica (26)~/ 
Morocco 

Asia (14) 

Philippines 

Indonesia 

Singapore 

Hong Kong 

Latin A~ierica (16) 

Mexico 

Venezuela 

Brazil 

Caribbean and Western 
Atlantic Islands (16) 

Puerto Rico 

Bahamas 

Middle East (13) 

Oceania (8) 

Total developing countries (93) 

Number of 
hotels 

104 

::>O 

86 -
14 

14 

9 

6 

101 

39 

16 

13 

99 

14 

13 

63 

33 

486 

% of the total number 
of transnational-associated 
hotels in developing countries 

21.4 

4.1 

17.7 

2.9 

2.9 

1.9 

1.2 

20.8 

8.0 

3.3 

2.7 

1.0.4 

2.S 

2.7 

13.0 

6.8 

100.0 

~/ I~ brackets total number of countries is given in which transnational­
assoc ia ted hotels operate. 

Source: Calculations based on "Transnational Corporations in International 
Tourisa", op. cit. , Table 6 and 9, pp. 1 7, 21. 
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4. 'Mte market shares of transnational hotel chains in developing countrie~ 

Transna~ional-associa~ed hotels accounted for II.I per cent of the total 

n'U111ber of hotel roo~s in 1978 which is a w.ich nigher sha~e than that of the 

developed countri~~ (see Table 3). Tite situation, however, is quite diversified 

among the developing countries themselves. In the case of Bermuda, French 

Polynesia, Gabon, Ivory Coast, Madagascar, Martinique, New Caledonia, Philippines, 

Puerto Rico, Saint Lucia, Senegal, Seychelles, Trinidad and Tobago, thP- share of 

foreign-associated hotels exceeded 4C per cent. 'l11e data in T~ble 3 revealed 

relatively small market shares of international chains in larger developing 

countLies having a well esta~lished local hotel industry. An attractive climat 

aleo plays an important role, but in view of t~e prevailing tendency of inter­

national chains towards servicing business travellers, this seems to have become 

less illportant in recent years. Bearing in aind thz.t fore:rgn··associated hotels 

are usua.lly of the i:..xury class, (three-star or ab0'1e) their market shares are 

11Uch higher in these categories, e.g. Egypt 41.2 per cent, Tunisia 20.7 pt:r cent 

and Pbilippines 57 .1 per cent. 

5. Transnational hotel chair.s and technical co-c;pera•.ion among developing 
countries (TCT>C) 

Until now, foreign participation in the 'ho'i:el industry in c!evelopir;g 

~ountries has been an21lyzed within tl1e framework of North-South rel.1tions. 

Hovever, there are strong arguments for the future expansion of LDC-based 

iuternational hotel chains. First, fr • .:he case of luxury hotels oriented 

towards attracting foreign visitors, there are substantial economir.s of 

scale associ2.ted with international chains (marketing, reservation system, 

training~ joint pruchasing, etc.). se~ond, in 11any develoring countries 

si7.eablc domestic hotel chains already cperate, e.g. El Presiciente (Mexico), 

National Hotels (India), Othon Hotels (B-razil), Mf!r.lin Hotels (~alaysia) :md 

Nigeria Hotels (Nigeria). Third, the internationalization nf LDC-·based 
10/ 

hotel chains has al~eady started ~- and the e7.ample of the Ob~roi Hotels (India) 

shows that effective competition with well established hotel chains ·"1ight be possible 

even in developed countries. The idea of establishing regional hot2l chains in 

dev~loping countries seetos to be most attt'active and should be considered as an 

important aspect of regionAl co-operation a111011g developing countries. 

10/ See page 3. 
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Tabloe 3 

Share of foreign-associated hotel rooms from total hotel rooms in developing 

co~tries (percentage) 

Developing countries 
and territories 

Africa 

Gabon 
Ghana 
Ivory Coast 
Kenya 
Lesotho 
Madagascar 
Mauritias 
Morocco 
Senegal 
Seychelles 
Tunisia 
United Rep. of Cameroon 
Zambia 

Asia 

Afghanistan 
B:ingladesh 
Hong Kong 
india 
Indonesia 
'Malaysia 
Pakistan 
Philippines 
R~public ~f Korea 
Singapore 
Sri Lan~a 
Thailand 

I.atin America 

Argentina 
Brazil 
Chile 
Colombia 
Ecuador 
Guatemala 
Mexico 
Panama 
Peru 
Venezuela 

Share 

53 .8 , .. ./ 

41,7 a/ 
:i.3.1 -
28.0 
46.1 
4.9 

16.6 a/ 
49.7 
61.0 a/ 
9.4 -

10.9 a/ 
39.2 
17.7 

11.1 a/ 
6.2 a.1 

34.0 -
10.2 
10.6 a/ 
5.6 -

10.0 
43.9 
27.5 
32.6 
21.3 
10.4 
16.6 

12.1 
1.8 
4.5 

16.1 
2.8 a/ 

13.8 -
5.6 a/ 

25.5 &1 
2.8 &1 

33.4 -
-u 

All developing countries 11. l 
All developed countries 2.1 
All countries 3.3 

Developing countries 
and territories 

Caribbean etc. 

Antigua 
Bahamas 
Barbados 
Bermuda 
CC\yman Islands 
Dominican Republic 
Jamaica 
Martinique 
Puerto Rico 
Saint Lucia 
Trinidad and Tobago 

Middle East 

Egypt 
Ir;an 
Israel 
.~ordan 

Lebanon 
Syrian Arab Republir. 
Turkey 

Oceania 

Cook Islands 
Fiji Islands 
New Caledonia 
Tahiti (Fr~nch Polynesia 

Share 

32.2 
35 .6 }_/ 
14.9 
46.7 

30.5 a/ 
31.0 a.1 
61.2 a.1 
43.4 a.1 
43.s a.1 
42 .6 ~/ 
35.6 

28.5 
20.7 ~/ 
15.7 
33.0 a/ 
30.1 a.1 
7.4 -
9.2 ~/ 

16.0 

15.2 
27.7 
44.6 
45.8 
28.7 

~I 1976 or 1977 data 
Source: "Transm1tional Corforations in International Tourim", op. cit., TablP. 9, p.21. 
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II. MAJOR POLICY OPTIO-.~S FOR DEVELOPING COUNTRIES WITH REGARD TO THE SCOPE A..~ 

FORMS OF FOREIGN PARTICIPATION IN THE HOTEL INDUSTRY 

The p0licy options of respective developing countries wi~h regard to thl 

various contractual arrangements have to be evaluated within a broader policy 

framework for development of the hotel industry in Jeveloping countries. Such 

policy depends in turn on the specific conditions prevailing in a given country: 

climat and geographical conditions, level of economic development in general and 

the hotel industry in particular, ava~lability of local skills and resources, 

priorities with regard to foreign tour~sm, marketing conditions etc. We shall 

briefly discuss major policy options in that field while limitin~ the analysis 

to the foreign-oriented hotel industry only. 

1. Contractual arrangements used in the international hotel industry 

a) General tr~~ds 

The following contractual arrangements are mostly u~ed between transnational 

hotel chains and partners in developing countries: 

i. equity ownership ensuring management control; 

ii. management contracts, including ad-hoc technical 

assistance agreements; 

iii. leasing arrangements; 

iv. franchise agreements. 

As has already been indicated, equity ownership does not play an important 

role in the hotel industry in developing countries and in such cases the foreign 

partner has usually a minority interest only. In fact, the share of arrangements 

with foreign equity participation has drastically fallen after 1975 (see Table 4). 

The same applies to leasing arrangements and to some extent to franchlse agreements. 

The management contracts on the other hand are gaining importance. According to 

UNCTC estimates management contracts as a form of foreign involvment account for 

72 per cen~ of rooms in transnational-associated hotels in Africa, 60 per cent in 

Asia, 4i per ~ent in Latin America and 75 per cent in the Middle East.ll/ 

_QI "Transnati.onal Corporations 1.n International Tourism", op. cit. p.28. 
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Table 4 

Transnational-associated hotels in deve1oping countries: breakdown by type and 

date of imrnlvmen::, 1978 

(Percentage of hotel rooms) 

Period Ownership 
(or part 
ownership)~/ 

Leasing Management Franchising 
arrangements contracts b/ 

Before 
1964 

1965-1974 

1375 and 
after 

All 
periods 

21.8 45.0 

22.2 22.0 

6.7 2.7 

17.6 10.3 

a/ Where accompanied by some operating participation 

b/ IncludiT'g ad•hoc technical assistance agreements 

33.2 

56.8 

90.6 

63.l 

Source: "Transnational Corpcrations in International Tourism" 
op. cit. Table 12, p. 26. 

9.0 

Total 

100.0 

100.0 

100.0 

100.0 
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_b""'") __ B_r_ief description \lf ncr.-equity arrangements QI 

i. Leas.ing arr~ngements 

There .-:!re seve.,..al forms of leasing '?greet11cnts. In general terms such 

contracts stipul~te a minimum rent payable to the Owner expressed as a percentage 

of the capital cost of the hotel, plus a percentage of the gross operating prof its 

of the hotel. Usually the tenant pays to the Owner between sixty and eighty 

per cent of th€ hotel profits after deduction of expenses connected with the 

operation of the hotel over and abov~ the minimum rent paye.ble to the Owner. Any 

losses are carried by the tenant who manages the hotel an~ provides marketing services 

under his trademark. In the latter case, on the average 2 to 3 per cent are normally 

deducted from the turnover of the hotel. The duration of the leasing contracts is 

usually for the period of twenty years. 

ii. Management contract 

A management contract is an agency agreement between a management company 

(transnational hotel chain) anci the property Owner, whereby the management company 

assumes complete management responsibility for the hotel. For this service, the 

management company is paid a fee based on a prescribed formula. 

The Owner occupies a passive position in terms of operational pclicies, procedures 

and day-to-day management. He is ~owever financially responsible for the property 

and must replenish operating capital in the event of a negative cash flow. The 

principal difference between management contract and a lease is that under a 

management contract the residtal income (or loss) accrues to the owner whereas 

under a lease it goes to the tenant. 

Under the management contract transnational hotel chains provide oper~ting 

services including the administration and supervision of day-to-day business, 

strategic and technical planning and fmplementation of management decisions. In 

addition, the marketing, sales and reservations support systems and services 

are also provided. 

12/ This section is based on WTC1'Accom!DOdation Management Methods: 'Mte Management 
- Contract", op. c:J.t., pp. 3-8. 
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The management contracts are usually for a period Jf between 10 and 2C 

years with ?OSsible renewal for a further period on the same terms and conditions. 

iii. Franchise agreement 

Under franchise agreement the Owner {franchisee) is allowed, for a 

fee, to PSe the name, trademarks and various services offered by the franchisor 

{transnational hotel chaiTI). The fee u~Jally comprises a fi~ed sum plus a 

percentage c01l'lllission on rooms. The set of services provided by the franchisor 

includes worlduide c011D11Unications and reserv2tion system, brands advertising 

Pupervision and enforcement. Transnational chains usually also provide information 

manuals. so.!.es and promotion aids, employee training fi.ms and information about 

new operating techniques. '!"'ne Owner, on the other hand, is required to work 

according to the systems established for the whole chain and to meet its standards. 

The franchise agreementr are normally for 10 to 20 year5. 

iv. Differences, similarities and inter-relationships betweer. various 

contractual arrangements 

While comparing various contractual arrangements used in the hotel industry, 

two ~dditional aspects have to be taken into account. Fi~st, except for arrangements 

in a "pure" form, there is variety of combinations widely used in the hotel industry, 

e .g •: 

- management, franchise or leasing agreements arP- oft~n combined with 

small equity interests of the foreign partner; 

- management contracts are signed with a local management CC'lllp<m7, 

which in turn ia controlled by a transnational hotel chain; 

- the franchise a6reements of ten involve so111e participat~on in the 

management operations where the franchisor designates the manager. 
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On the other hand, various type5 of agreements which are concluded by 

developing countries are usually signed with large transnational chains. As 

a re;;:;ult varlous contractual "packages" contain c~ el~ts, e.g. under the 

manage11£:nt contract the foreign partner provide~ ..anagement services plus all 
13' services covered under the franchise agreement. -' '11lerefore various contractu&l 

arrangements aight oe ordered according to the decreasing involvement of the 

foreign partner. This is illustriated in Table 5. 

In viev of the above, the following observations can be aade with respect 

to the negotiating position of tte local partners in developing countries. First, 

the variety of contractual arrangements used in the hotel industry seems to be of 

advantage for developing countries as it allows them a choice of the most suitable 

arrangements,takfng into account the availability of local skills and resources. 

As the position of the local partner may improve under the duration of the contract 

(e.g. manage.ent services may not be needed after training of loe:al staff) it is 

important for the local partner to be safeguarded through provisions which permit 

a smooth transfer to another arrangement with a lower involVlll?Dt of the foreign 

partner. Foe e.xample, the local partner may be granted the option, after expiration 

of the initial term of the management contract, to sign franchise agreement with the 

same foreign partner. 

2. Major pol1.cy optfons 

a. Foreigi.. participation versus reliability on local skills and resources. 

In the modern hotel indu&try especially in high-class, luxury hotelR for 

foreign tourists, sophisticated technological, wanagerial and aarketing skills are 

required. However, these skills and teclmologies are not as c<>11plex and specialized 

as in the 80dem manufacturing sector. 'ftlerefore, unlike higb-tec!malogy 

manufacturing industries, developing countries aay in principle follow an independent 

route for the development of their hotel industry. 

U.' The names of the cootractual arrangements might also be confusing. Sometimes 
management contracts are named as service agreements and franchise aareements 
often bur the official title "licence agreement". 



Table S 

The forms of foreign involvement ~n various contractual arrangements used by transnational hotel chains 

Type of contractual arrangements Types of services and/or resources provided by the foreign party 

Equity 1nvestm~nt Management services 

1. Wholly or majority-owned 
aub11idiary 

2. Lea1ina agreement with minority 
equity participation 

3. Pure leasing agreement 

4. Management contract with minority 
equity participation E_/ 

5. Pure management contract 

6. Franchise agreement with minority 

x 

p !.1 x 

p x 

equity participation P X 

7. Franchise agreP.Qent with t~e manager 

x 

x 

x 

x 

x 

designetcd by the franchisor P X 

8. Pure franchise agreement 

!.1 P - partia~ involvment. 

Group services Trademarks 

x x 

x x 

x x 

x l{ 

x x 

x x 

'){ x 

x x 

b/ Another ver1ion i1 the foreign equity participation in the management company 1et-up in the ho1t country 
- exclu1ively for manasinr the hotel. 

Source: Survey conducted by the UNIDO 1ecretariat in 1983. 

-.c-
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Two factors have to be taken into consideration while e?aluating the need 

for foreign participation. First, dependence on foreign skills and technologies 

is quite strong at the early stages of development of the hotel industry so that 

the independent p~ttern for installing their mode1n accommodation for foreign 

visitor& aight be chosen by countries where their local industry has reached ~ 

certain degree of skill. Second. economies of scale associated with internation~l 

chain operators, especially in the area of advertising, computerized reservation system, 

centralized training prograumes, etc. should also be taken into account. It is 

therefore recoumended, that d~veloping countries follo• a flexible attitude towards 

foreign participation in the hotel industry, weighing both the positive and negative 

aspects of various options in each individual case. 

b. Equity participation versus non-equity arrangements 

Unlik~ the manufacturing sector, technologies and skills in the hotel 

industry are not tied to fore ~.gn equity ownership. Expertise in the construction 

and day-to-day management of modern hotels as well as finance capital can 

easily be obtained on international market from sources other than transnational 

hotel chains (e.g. from consulting firms and financial consortia specialized in 

that field}. Experience shows that transnational hotel chains do not, as a rule, 

insist on equity interests in developing countries, and this form of foreign 

involve11e11t in the hotel industry definitely shows a decreasing trend. In view 

of the above, the non-equity arrangements should be preferred by developing countries 

over direct foreign investment. However, minority interest combined with 

management or franchise agreements might also be viewed as an alternative solution, 

since this may provide additional incentive for more efficient management and/or 
14/ render group services by the foceign company. -

c. Setting priorities with regard to non-equity arrangements used in the 

hotel ind1Jstry 

As hae b1~en indicated in the previous section, there is a substantial variety 

of contractual arrangements used in the international hotel industry. This enables 

14/ Th:.? survey conducted in the Caribbean has shown that satisfactory operations 
of transnational hotel chaintJ were usually connected with some financial 
involvment:. &ee "Transnationals and TouriS111 in the Caribbean", P. Chen-Young 
and Assoctates, Commonwealth Secretariat, London, 1977, p. 75. 
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the c~oic.e of not only a certain type of arrangement but also its variation 

that would be most suitable in a given country with respect to th~ level of 

development of the local hotel industry and the availability of skills and 

resources. Beari:.1g in laind the passive role of the owner and the total lack 

of control of hotel operations in the case of leasing agreements, it is recom1e11ded 

that 3uch arrangements be avoided by developing countries and the data presented 

earlier has indicated that this has already taken place. On the other hand, the 

experience of ~ever3l developing countries shows that at the early stages of 

development the ~stablislument of modern hotels aimed at attracting foreign visitors 

may :-equire substantial foreign involvment in the form of management contracts. In 

other words, the popularity of management contracts reflects the present stage of 

Jevelopment of the foreign-oriented tourist industry in developing countries. With 

the steady accumulation of experience and sktlls of local ~ersonnel it might be 

P.xpected that the foreign content in the whole "package" will gradually decrease, 

especially ir. the more advanced countries. In terms of contractual arrange11ents used 

in the hotel industry, the ad-hoc teclmical assistance and franchise agreements 

will probably ga!n importance in the future. 

d. Regiatration and appr'>Val of contractual arrangements used in the hotel 

industry 

11te following discussion will be limited to management and franchise agree­

ments as these arrangeaents are 110st often used in developing countr!es. 'nlere 

are strong arguments that such contracts should be the subject of scrutiny by 

technology registries in developing countries: 

i. such agreements as a rule cover the flow of information, managerial, technical 

and marketing expertise which is vital for the future development of the outvard­

looking hotel industry in developing countries; 
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ii. in a number of developing countries great attention is being pai~ to the 

construction ot first-class notels aimed at attracting ~ealthier foreign visitors. 

Consequently, the share of the hotel industry in total technol~gy inflows into 

these countries may substantially incr~ase in the near future; 

iii. the management and franchise contracts result in the payments to the 

foreign partner which usually have to be transmatted abroad. With the growing number 

of such agreements signed in developing countries this may create substantial 

burden Ofi the balance of payments offset against tour~sm income. On the other 

hand, the system of approval of foreign payments commonly used in developing 

countries can be applied for effective control of the franchise and management 

contracts; 

iv. as the analysis in Chapters III anJ IV indicat~ the problems ar1~ing from 

the negotiations of franchise and especially management agreements are quite 

complex, whereas the understanding of these issued by the average local 

er.terpreneur in the hotel industry is quite limited. 

At the moment the situation with respect to the registering of franchise 

and management agreements is quite v~ried. In general, the existing laws 

do not specifically list franchise and management contracts, with these 

agreements usually falling under hroad definitions of technology transfer 

agreements and subject to registration and ap?roval. In practice much depends 

on present experience and the specific regulations issued by the ind1vidual 

registries in developing countries. 
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III. MANAGEMENT CONTRACT 

1. Introductory reruarks 

The conclusions and draft guidelines pL~sented in this section are 

based on the survey of seven management contracts concluded by major 

transnational chains with three developing countries. 

The analysis revealed th~t the management contracts differ in terms 

of si~e and structure, but all of them contained basic provisions. The 

search for 3tandardized contracts used by transnational chains in dif­

ferent developing countries brought mixed results. On the one hand, our 

sample contained two management contracts concluded by one large trans­

national hotel chain with partners in two developing countries and 

revealed that some provisions were similar, whereas the structure anG 

phrasing of elements of contracts differed considerably. On the other 

hand, one contract signed with another transnational chain (Hilton 

International) showed a strong resemblance to the example of a typical 

management contract reproduced in the WTO study. Although it seems that 

a "standard format" of the management agreement in the hotel industry 

does not exist,the Hilton International management agreement is definitely 

a typical one. The outline of this contract is reproduced in Annex 1. 

The most essential and co~troversial provisions of the management contracts 
15/ are evaluated from the point of view of the hotel Owner,~ together with 

suggestions on the possible approaches by the respective government agencies. 

2. Pre-opening services 

The most important issues to be tak~n into account wJth regard to 

pre-opening services are related to the scope of such services available 

from the Management Company, whether they are obligatory or not, and to 

what extent the Management Company exercises control upon the services 

provided by third parties. This in turn, affects the resolution of 

payments for the pre-opening programme which will be discussed later. 

15/ For the description of the parties of the management agreement 

we consequently use the terms Owner and Management Company (MC). 
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The pre-opening services usually cover the use of experience and 

expertise of the staff of the Management Company in the areas of interior 

design, kitchens and laundry, layout and equipment, graphic and design 

services, hiring and training of initial personnel, promotional activities, 

etc. 

In most cases, the respective contract provisions give the Management 

Company considerable freedom in conducting tae pre-opening programme within 

the budget appro~~d by the Owner. Two contracts (B and G) contained pro­

visions on the employment of the hotel's essential staff prior to cpening 

of the hotel (Hotel Manager, Food and Drinks Manager, Marketing Manager, 

Chief Cashier, Chief Engineer, etc.). Although it is not stipulated 

precisely, it could be understood that such provisions enable the Managellk:!nt 

Company to employ its expatriate staff for top positions at the pre-opening 

stage. 

In one case (Contract B) pre-opening services are combined with 

authorisat ;.m and supervision of the services provided by the third parties: 

"Subject to the prior written approval by MC, Owner agrees 
to engage and retain, at its expense, a firm or firms of 
architects and such engineers, designers, decorators, 
landscape architects and other specialists and consultants 
as shall be necessary and appropriate. Owner agrees to cause 
such firms and person to prepare full and adequate plans, 
layouts, specifications, drawings and designs, both interior 
and exterior, with respect to the Site, the Building, Furnishings, 
and Eq1iipment, such other matters as may be required. MC agrees 
to provide full assistance and consultancy services to the 
Owner <·r its acchitects, engineers, contractors, designers 
and otl"iers on plans, sper.ifications and designs to complete 
the Hot~l to MC standard for the Specialised Hotel Equipment 
and Operating Equipment. 

Jil such plans, layouts, specifications, drawings, 
desigT1.s, 1lecor and concept themes and any changes in, or 
departures therefrom, subsequently made or authorized, 
shall be st·bject to the final mutual approval in writing 
of Owner an l MC." 

More typical howe,•er, are generai provisions for final approval of 

the overall conditions ,lf the hotel by the Management Company prior to 

the opening which may be conducted in the form of pre-opening inspection, 

e.g. Contract G: 

"An i.11specti.!>n will be made by MC prior to the opening, and 
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the Owner agrees to take all the measures necessary to make 
good any deficiency noted in this inspection so that the 
Hotel can meet the c.o·15truction and operating standars of 
MC. If MC should so wish, it may accept the Hotel on condi­
tion that the Owne:- makee gooci any deficiency." 

It might be concluded that the contractual provisions with respect 

to pre-opening s~rvices would require more pcecise formul&tion because 

in the fort11 as it was found in the agreements studied the obligations of 

the Management Company are stipulated in general terms unlike the obli­

gations of the Owner, in which case strict foruulations are usually 

c.pplied. 

3. Managerial services provided at the operational stage 

The contractual arrangements studied differ substantially as to the 

definition of managerial services provided by the Management Cou:pany. 

In some cases the agreements refer simply to the international management 

stafidards in the hotel industry, e.g. Contract A: 

''MC covena~ts to use the Hotel solely for the operation of 
a first-class hotel and for all activities in connection 
therewith which are customary and usual to such an operation, 
and, insofar a~ shall be feasible, shall conduct such operations 
so as to accord with the character and traditions of the 
Country." 

The alternative way of the general definiton of the scope of manage­

ment services is to refer lo the international standards appliec world­

wide by a given transnational chain, e.g. Contract B: 

·'Mc shall cperate the Hotel as a 'MC' Hotel at the expense 
of Owner in accordance with the provisions of the Agreement 
hereinafter appearing and in accordance with MC international 
standards. MC shall operate th2 Hotel to the extent economi­
cally and legally possible 1JI accordance with the same 
procedures, practices, manage.ent techniques and other Rules 
of Operation used by MC in the operation of other 'M~' Hotels, 
the right of revision and amendment of such being reserved 
by MC." 

In some c~ntracts a more elaborated list of Manager's duties is 

prov~ded or a general definition is supplemented by the specific provisions 

in some crucial areas (Contract D, E, F). 
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One of the most crucial Aspects in that field is thP. specification 

of the Owner's rights to interfere in the day-to-day operation of the 

hotel. The majority of contracts contain respective provisions declaring 

the E:Xclusive right to Lontrol current O?erations by the hanagement 

Collpany and non-interference on the part of the Owr.er. The Contract A 

may serve as an extreme example of such case: 

"It is understood -chat MC shall have within the terms and 
provisions hereof absolute control and discretion in thP. 
operation of the Hotel and shall retain throughcut the term 
of this agreement and subje.:t to its terms, control aud 
management, L1 its own name, of all prJperties and funds 
relating to the operation. The right of the Owner to receive 
financial returns from. the operation of the Hotel, subject to 
the fee to be retained by MC, shall not be deemed to give the 
Owner any interest. control or discretion in the operation 
of the Hotel. Without lindting the generality of the fore­
going, such control of and discretion by MC shall include 
and extend to, among other, the use of the Hotel for all 
customary purposes, the charges to be made for and the terms 
of admittance to the Hotel for rooms, for cobllllercial space, 
for privileges for entertainment and anusement, for food and 
beverages, and the labour policies of the Hotel (including 
wage rates, and the hire nnd discharge of employees), and 
all phases of promotion and publicity." 

The hiring of top executive personnel is one of the key rights 

exercised by the Owner and the Manag~!?!ent ~~'!tpany. Among the contracts 

studied three sit~ations were distinguished: 

within the scope of the agreem:mt, the !'..anagement Company 

retains full ~ontrol and discretion with respect to hiring 

and discharging of all employees in its own name (see 

Contract A quoted abo~e); 

unlike other personnel, the key exll!cut:f.ve staff is empfoyed 

directly by the Management Company and is on the Management 

Company's payrol (Contract A, Band G); 

all personnel is hired by the Management Company in the name 

of the Owner (Contract C and D); 

the selection of the General Management and other lte'' personnel 

is listed un~er duties of the Management Company (Contract E); 

the General Manager of the Hotel shall be selected by the 

Management Company, his assignment shall, however, be 11ubject 

to approval by the Owner (Contract F). 
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Thus, it might be argued that the Mar.agement Company usually retains 

exclusive control over the selection of key personnel in the hotel. 

Although this is definitely an essential element of a management function 

as SilCh, in view of the importance of the General Manager for the success 

of the whole venture, some control of its selection as in the case of 

Contract F, should be executed by the Owner. 

Th~ ri.ghts of the Management Company to employ f.)reign st:aff should 

be viewed :in connection with its overall rights to select personnel as 

described above. It is interesting ~-~•at only in Contract F respective 

provisions refer directly to that issue. It is stated that: 

''MC chall be entitled to engage foreign personnel, if such 
are not available among the citizens of X country, and MC 
undertakes ~o train ~uitable local personnel within shortest 
practicable time ••••• KC shall be entitled to empioy and 
keep foreigners for the functions of General '"fanager and 
Assistant General Manager, if their employment is decreed 
by MC as necessary for the auccess of the Operation." 

Taking into account tile rights to engage directl·1 the ke; pe=-sonnel 

by the Management Company as in Contract A, B and G, the lai:k of respec­

tive provlsions in the management contract gives, in fact, t:he Management 

Company a free hand with regard to the employment of foreign personnel. 

This is, in principle, against the development strategies followed by 

developing countries and again, Contract F may serve as an example of 

the positive solution for the above-mentioned problem. 

4 • Grou.p services 

The services which result from the international network of trans­

national chain oper~tionE are considered as an important asoet for a new 

hotel for foreign tourists, and therefore the proper specificati of 

such services is of the utmost importance. Hereunder, the fol ~lng 

approaches in the contracts studied might be distinguisher: 

the group servic2s and the readiness of the Managemen.~ 

Company to render such services are ~learly defined 

(Contract A and C), e.g.: 

''MC shall provide or shall cause its affiliated companies to provide, 
in the operation of the Hotel and for the benefit of the guests 
thereof, inter-hotel reservation, credit card, central billing, 
convention and business promotion, sales promo~ior., publicity and 
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public relations, front office, food and beverage, personnel, 
and other operational departmental supervision and control 
and other group benefits, services, facilities and advertising 
furnished to other hotels owned or operated by MC and its 
affiliated companies (herein called Group Services), including 
reservation, billing and credit services."; 

group services are defined in more general terms and relate 

mostly to the marketing and promotional activities. This 

happens in the case of management contracts with smaller 

hotel chains, which do not have an independent reservation 

system (Contract D, E, F); 

in two management contracts signed with the same large 

t~ansnational hotel chain (B and G) the universally applied 

fees are specified for the group services whicn are ohligaLory 

to eacn hotel in the chain. These include: MC reservation 

system, system-wide advertising s~rvice, reservation sales 

office service, and MC university; 

Especially in the latter case the position of the Owner is rather 

weak, as he agreed to pay for the group services •ithout specifying 

conditions for the effective use of such services. 

5. Use of trade names 

Except for one, all contracts contained specific provisions for the 

use of trade names of the Management Company. The approach applied is 

1uite uniform. First, all contracts confirmed the exclusive ownership 

rightH of all service marks, trademarks, trade names, etc. by the Manage­

ment Company. Second, all six contracts included explicit provisions 

on the obligatory cease of the use of trade names by the Owner after 

expiration, or earlier termination, of the agreement. Such unified 

fornuldtions in the contracts studied may suggest that with regard to ~ne 

use of trademarks this became a standard practice in the transnationa~ 

hotel industry. 

6. For~ of remuneration of the foreign partner 

The remunera(ion of ~he ~anagement Company for its services is 

probably one of the lD'JSt difficult issues in the management contracts 

in the hotel industiy. As compared to the licensing agreements in the 
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manufacturing sector there i~ a natch greater variety of forms of 

rem.meration. Taking into account all payments which may result in the 

remittances in foreign currency, the following forms of remuneration 

mignt be dis~inguished: 

comaittment fee; 

reimbursement of pre-opening expenses; 

re11Uneration of expatriate personnel directly engaged in the 
notel operations; 

- basic management fee; 

incentive fee; 

- payments for the group services; 

- payments for the use of trade names; 

The management contracts surveyed differ substantially as to the 

incidence of the various forms of remuneration (see Table 6). These 

forms are discussed in detail below. 

1. 

2. 

~ 

3. 

4. 

5. 

6. 

7. 

T~ble 6: The incidence of the various forms of remuneration 

for the services rendered by the Kanagel'lent Company 

Forms of 
Contract 

rem.meration A B c D E F G 

Commitment fee x 

Reimbursement of 
p~e-opening expenses x x x x x x 

Renuneration of the x x x x x x x expatriate personnel 

Basic manage-
ment fee x x x x x x 

Incentive fee x x x x x x 

Payments for the x 
group services 

x x x x x x 

Payments for the x x x use of trade names 

Source: Survey conducted by th£ UNIDO Secretariat in 1983 
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a) Conaitment fee 

Such a form of reDallleration was found in Contract B only: 

"In consideration for the execution of this l.greement 
Owner agrees to pay to MC a coDlllitment fee in the su• of 
X US dollars plus Y US dollars ~er guest rental room to 
be constructed in the Hotel. This fee which shall cover 
the technical services to be provided by KC (during 
construction stage) shall be paid prior to or at the 
execution of this Agreement and shall not be refundable 
once this contract has been executed." 

It is difficult to justify the payment of the conaitment fee 

according to the provision quoted above. If it is being done 

exclusively for the protection of the Management Company against 

on early withrawal of the Owner from the agreement, similar. 

safeguards should be included in order to protect the interest 

of the Owner. Renuneration for the technical services rendered 

during the process of buildin.g construction should not be accepted 

without detailed provisions regarding the scope of this services 

to be provided having been clarified and agreed upon. 

b) Reimbursement of pre-opening expenses 

As for the financing of the pre-opening expenses a significant 

uniformity has been found in the contracts studied. Except for 

Contract E where the hotel was already in full operation, it was 

clearly stated that such costs should be covered by the Owner. 

According to standard procedure, the Management Company prepares 

the budget of pre-opening expenses for the approval by the Owner. 

The expenses 1,curred by the Management Company should be reimbursed 

by the Ctmer but are subject to amortization usually over five years 

after the first year of the operation of the hotel. 

Under such conditions, the Owner retains the control over 

pre-opening expensea mostly by approving the budget prepared by 

the Managem:nt Company. 

At this stage however, the knowledge of the Owner of the 

possible costs of pre-opening activities is very limited, an1 he 

has to rely to a large degree on the experience of the Management 

Company. Therefore, it is advisable to include provisions as to 
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how the services provided by the Management Company should be 

calculated (preferably at cost, without any profits resulting 

from rendering such services). This may strengthen the position 

of the Owner in possible future disputes with regaTd of over­

charging of such services. 

c) ReDRlneration of the executive staff 

The contractual provisions on the remuneration of executive 

staff shoulrl be considered in connection with provisions on the 

employment of expatriate ~~rsonnel, as discussed ear!ier. 

A~oPg seven contracts studi~d~ only cne (Contract F) contained 

provisions and the upper limits of the salaries of the expatriate 

personnel: 

"MC shall maintain salary and wage rates for personnel 
employed at the Hotel in lin~ with, and not substantially 
higher than, salary and wage rates generally paid in the 
Hotel InduBtry in the country for personnel of sillli.lar 
experier.ce and qualifications. No employee, other than 
the General Manager of the Hotel, shall be engaged for a 
salary greater than U.S.$10,000. per year without Owner's 
approval. If the General Manager's saiary is over 
U.S.$15,000 per yera, it will be subject to Owner's approval." 

In other contracts, especially A, B, C, G the rights of the 

Management Company to determine the salaries ~f the executive staff 

arc precisely stipulated together with bonuses and fringe. benefits 

which accrue to the executive personnel at the Owr.er's expense. 

The seven contracts studied included pLovisions on the reDaJ­

neration of expense& ~esulting from the travel of Management Company 

staff, not directly employed in the Hotel but connected with its 

operation. In suca cases the Manager is usually allowed to charge 

reasonable out-of-pocket expenses and pr~vide free food and lodging 

at Hotel premises as operating cost. In one contract, (A) out-of­

pocket expenses were limited to $5,000 for fiscal year. 
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d) Basic management fee and incentive fee 

These two fees are the most important forms of remuneration 

of the Management Company in the hotel industry. From the Owu~r's 

point of view both foras of rP..muneration have stimulating eff~cts 

on the Management Company. The basic management fee calculated as 

a percentage of income (revenue) stlmulates the increase of turnover 

(room occupancy, sales of food and beverages, etc.). This may 

result to a degree from the use of trade names and group services 

as well as :he manager's marketing and promotional efforts. The 

incentive fee, on the other hand, which is calculated as a percentage 

of the gross operating prof it depends on the ef f ectivenss of the 

management operations (maximizing revenues whil2 minimizing costs). 

Thus the combination of these two forms of reDJneration would 

probably yield best results for the Owner who is interested in 

maximizing profits in the long run. 

As can be seen from Table 7, except for Contracts Band G signed 

with the same large transnational chain, there is no clear trend as 

for the use, way of calculation and the level of basic managemeat 

and incentive fees in the seven contracts surveyed. 

e) ReDJneration for group services and the use of trade names 

Tht: b;\sic information on the incidence and forms of payment· 

for the group services and the use of trade names is presented 

in Table 8. The following situations lllf.y be distinguished with 

respect to payments for the group services: 

respective provisions allow the Manager to charge the 

cost of group services to the operating expenses of the 

hotel on a "reasonable allocated basis" (Contract A,D,E,F); 

only out-of-pocket expenses connected with rendering group 

services are covered by the Owner (Contract C); 

fees for various group services are precisely defined and 

~alculated as a percentage of revenues (Contract Band G). 



Table 7 

Contract 

A 

B 

c 

D 

E 

F 

G 
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Basic management and incentive fees in the sample 
of seven management contracts in the hotel industry 
in developing countries 

Basic management fee Incentive fee 

a) 6% of gross revenues 
derived from room sales;?lus 

b) 5% of gross revenues from 
beverage sales; plus 

c) 2% of gross revenues d~=ived 
from food sales 

3% of gross revenue % of G.O.P. as 
specified below: 

1st year - 7% 
2nd year - 8% 
3rd year - 9% 
4th year and 

after - 10% 

2% of gr~ss revenue 5% of G.O.P. 

3% of gross revenues 3% of G.O.P. 

3.5% of G.O.P. 

2% of gross receipts 25% of G.O.P. 

3% of gross operating income 10% of G.O.P. 

a) Gross Operating Prof it 

Source: Survey conducted by UNL'lO Secretariat in 1983 

- -- -- ----~ -------~--------~-------~-----------
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Payments for the use of trade names were less prelevant and 

were found only in three of seven contracts surveyed. In Contracts 

B and G the Owner was obliged to pay a fixed amount of US$2,500 as 

a trademark fee for each outdoor sign, whereas in Con~ract D the 

Owner bore the cost of registration of trade names in a given country. 

With respect to payments for group servi.ces and the use of 

trade names, the more fundamental questi~n arise~ as to whether such 

services should be remunerated at all. If their use contributes 

to the increase of turnover and profits, the Management Company 

also enjoys such positive effects in the form of increased value 

of management and incentive fees. In this case the Management 

Company is reD1Jnerated for the group services effectively used 

and not gen~rally available for a given hotel. 

Bearing in mind the complexity of the payment aspect in 

management contracts in the hotel industry, it is difficult at 

the present stage to offer detailed guidelines as to bow the 

respective regulatory agencies in developing countries should 

deal with this problem. It seems however, that the ~llriety of 

forms of renuneration is detrimental to the Owner and the host 

country as it becomes difficult to evaluate and control the 

exdcution of an agreement ~ith respect to the equitable sharing 

of profits between the Management Company and the Owner. 



Coorract 

JI 

D 

E 

F 

G 

l-
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Paymet!U fo1~ ;roup eent~ ... the •H of tr..!e -a in the aample of snen -!!!J!!!llt c..tncu 
ia cite no~cj iaa...i.a.J :.. ~~:.=r;... : .::-!== 

"lkitber MC -r .., officer. director or affiliate 
shall c'urge en- recel- .., profit for the rendi­
tioo o'; aoy of tbe foraaol• C:~ Ser.ricu or for 
any str<ricH pedor-' •lrec:tly for the Hotel. 
llC shall 11- lie -u.tln to cb.arge the operatioo 
of ttre llotal ... to M res.ri.raed fen- all coau ad 
expenses loatrred t.y lt la the rnditioll of said 
aerJlcea aa hen~ RllMd or other aer.rlcH 
performed oo llehalf of -n tloaD - of the hotels 
operated by it Dcl .. tac the llotel." 

1) trc ksenatlml Spt- (..._ a.ailable) 
•· US$3.- per .-- per -tla; 

2) !;yat-1de Mwrtl•laC Serrice 
•· US$0.08 per ~ per •I.Pt or 11 of 

ST"• r- r-... 1cheftr ts sreater; 

3) l.eaer.atioo Sales Offke Serri..'8 
• US$0.06 per ~ per •fPt "r 0.11 of 

sro•• ~ ~ m1doi .er 1• p-eater; 

4) MC Uolwerslty 
- US$0.ol per ~ per upt. 

OVne:~ 1a ollllged to pay oaly out-of-pocket cost nd 
expenau c~ted vltlll pl"OY1d1o& auc:b aer.ricea 

Tiie l'otel aball bear eptt91e J>ro rata 8bare of the 
cost of such •nlces. If the hotel 1• tbe eole 
subject of aoy adftrttatac. the Botel shall bear 
the f•ll coat of ..ell ~tlafJI& 

At COl-t 

Aa an ngreed partlctpatloo by the Hotel in t!C costs 
ui'-iute rrut~OL&l aad 1~1 adYcl'li:::in~, :;;ilcs oro­
aotion and public rcl"l'-• MC sh"ll be entitled 
to apen~ la respect of .. -:1a flnaGcial year's activlt!e1 
a percentage of a- Of'8Rtia& 1...,_ aa foolava: 

·-· 2% fer the flrat t- flaaDcial years 
- 1. Sl for tne tllllr• aad ant f ltuacial years 

l) MC aeaanraUoa Syat-
- US$3.00 per r0011 per aotlth plus llaaagar'• 

pn•l- for the CGllflete pacbse; theH 
aurcbaqe. will •t nceed 10% of the charge 
of the ~ of die year; 

2) Occupaftcy fee 
- U5$0.08 per ocarpled r- per Dil!hl or 1% cf 

t.be a·roe• racai.t• for r.,... oc~atloo, \lhich­
-.r ls grater; 

3) luer.rau- f-
- 05$0.0~ per occ:up._.. r- per nl1ht or 1% c! 

1roa• 1·ecelpta for ~ occupatlc-4, tllaicbewr 
la 1raater; 

4) MC Unlweratty 
- US$0.0: t•er ocaipl .. rOOll par •I.Pt 

~aeof trade_. 

For the outdoor Scripts - ~ sip. 
- ooe tt.e fee of US$:Z 9 5GD (- die 

•ae of each of suclll iatpa. 

The coat 0 1 regiatratl- of ~ 
sbal 1 be at the espa.e of die llaul 

The Owner agreea to .-. a .t.sl• 
payaent of 05$2,SOO for .-II •Ip• 
a tradeurk. 

Source: SunaJ conducted by .UG lecretar .. t i• 1'13. 
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7. Other matters related to payments 

a) ; , .• surance of the mini11a1m return on the Owner's investment 

: t is asumed that the various forms of re111.1neration as stipulated 

i \ the contract should cover the Management C.>mpany' s expenses 

resulting from rendering such services and ensuring a fair profit. 

The Owner has however to evaluate the profit received against the 

amount of his capital investment. It may therefore happen that 

the revenues and profits satisfactory for the Manager are far behind 

fer what would be required for ensuring an adequate return on Owner's 

investment. Therefore the provisions safeguarding minimum payments 

for the Owner are of crucial importance for the latter. 

Such provisions were found in two contracts. In Contract A, 

minimum amounts of gross operating revenues and pay.nents to the 

Owner are set. If during any three consecutive fiscal years after 

the first full fiscal year these minimum amounts are not met the 

l°"mer shall have the right to terminate the agreement on six month's 

written notice to the Management Company. 

In Contract D the safeguard for the miniD.lm return on the Owner's 

investment was stated more explicitly: "In the event in any yera 

the net profit is not adequate to ensure a X per cent return on the Owner's 

investment (including any loan capital), the MC shall defer its claims 

for the incentive fee until the next or any subsequent year when by 

virtue of improvement tn the operations of the Hotel there shall bP. 

sufficient funds for such payment to be made." 

b) Use of standard accounting methods 

As the various fee~ paid to the Manager are usually calculated 

as percentage of profits and revenues the accounting methods used 

have a direct impact on the actual value of payments to be made. 

In the hotel industry the accounting methods used have been 

standardized to a substantial degree. The system adopted by the 

American Hotel and Motel Association known as the ''Uniform System 

of Accounts for Hotels" is widely accepted. The reference to that 

system was made in contracts A, C, D, E. In contracts B and G 

respective provisions refer to the standard accounting practices 

adopted by the Management Co1111Jany. Contract F does not contain 

any references to standard accounting methods. 
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Since it is difficult to precisely define all accounting 

principles, it is advisable that Owners in developing countries 

rely on internationally accepted rules. However, references to 

the internal standards adopted by a given transnational hotel 

chain should be avoided as this gives the Management Company 

a strong bargaining position in the disputes which may arise 

upon different views on accounting methods to be applied fQr 

calculating revenues and profits. 

c) Provisions on the forelgn remittances of payments to 
the Management Company 

No provisions related to the payments remittances in foreign 

currencies were found in contracts A, B, C and E. It should however 

be born in mind that in Contract B some fees were given in US dollars 

and it might be understood that effective payments should be made 

in that currency. 

The respective provision in contract D reads as follows: 

"It is further understood and agreed that the obligations 
of the MC under this Agreement are subject to the following 
conditons: 

MC shall have obtained, with the co-operation 
and assistance of the Owner, appropriate assurance 
from the proper authorities as to the right: 

(i) for key personnel needed to establish 
and operate Hotel, to be permitted to 
enter and work in the country and in 
some reasonable way be compensated in 
the currency of country of their domicile 
and repG~riate a reasonable portion of 
said compensation; 

(ii) to realize, in United State& Dollars, MC 
fee and reimbursements for expenditures 
made in currency other than that current 
in the country." 

In Contract F the Owner is responsible for obtai~ing permis­

sion from the competent authorities to transfer abroad the amount 

of incentive fee in a foreign currency (managel!leD.t fee has not 

been mentioned) and 50 per cent of monthly salaries of the foreign 

personnel employed by the Management Company. 
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It might be argued that the payments in foreign currencies 

related to the management contracts should be carefully evaluated 

by the regulatory agencies. The lack of respective Jrovisions in 

the approved contract might be interpreted as the pLrmission for 

the Management Company to transmit abroad the total amount of 

reU1Jneration it receives in various forms. For some payments 

e.g. salaries of expatriate staff such interpretation seems un­

justified and might contribute to the increased burden on the 

balance of payments of the host country. 

8. Duration and extension of the agreement 

As it can be seen froe Table 9 the initial term of the management 

contract usually does not exceed 10 years. In case of a longer period, 

the respective regulatory agencies usually insert a clause on reviewing 

the contract after the initial 10 years. As for the rights for extension 

of the agreements, the respective provisions resemble, to a certain degree, 

clauses on automatic renewal in the licensing contr2cts. Except for 

Contract F, the contracts fornulate extension rights as being the privilege 

of the Management Company. In addition, the right of the Management Company 

to extend a contract is limited only by its default of any of the terms 

and conditions of the i~itial agreement. Therefore, such formulations as 

in Contract F : "The term of contract may be extended by U1Jtual agree­

ment between the parties" should be definitely preferred by the Owners 

and the respective regulatory agencies. 



Table 9 

Contract 

A 

B 

c 

D 

E 

F 

G 

-

Duration and conditions for extension of seven managemet contracts in 
the hotel industry in developing countries 

Initial term Rights for extension 

10 years !./ Management Company has option to renew the term for 3 successive 
periods for 10 years each. 

10 years Managem~nt Company ha$ option to renew the agreem~nt fo~ 2 
consecutive terms of 5 years each. 

10 years Management Company has the right to extend the term of agreer!lent 
for 2 successive periods of 10 years each. 

10 years Management Company is entitled to extend the operating tErm for 
for a further period of 10 years. 

10 years Management Company has the option to renew the contract for 
additional 10 years subject to the approval of respective 
government agency. 

15 years The term of contract may be extended by mutual agreement 
between the parties. 

10 years Management Company has the option to renew the agreement for a 
period of 5 years. 

a/ In the early version of the contract submitted for approval the initial term was set on 20 years. 

Source: Survey conducted by UNIDO Secretariat in 1983. 

w 
.(:--
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9. Preferential right of purchase 

The clduses on the preferential right of purchase were found in 

Contracts B, C and G. These clauses are quite 9imilar and Contact B 

may serve as the example: 

"If at any time or times during the term hereof Owner shall 
solicit and/or receive from a third party a bona fide offer 
acceptable to Owner, or which Owner rloes not promptly reject, 
to purchasP. the Hotel or any part thereof, Owner shall deliver 
to MC an executed original copy of such offer and agrees con­
currently therewith to deliver to MC d.11 financial information 
(including, but not limited to, certified balance sheets anrt 
operating statements) involved and such other information 
as lll2Y be reasonably r~quested by MC. MC may, within 21 days 
of its receipt of such offer and said financial data, at its 
option, contract to purchase said interest of said Owner on 
the terms of said offer. Failure of MC to exercise this 
option within said 21 day period shall free Owner to proceed 
with the third party." 

It is worth ncting that in case of execution 161 of the preferential 

right of pucchase the actual i.~volvement of the Hanagement Company in 

the operat:ions of the hotel sh,ill increase. Bearin~ in mind earlier 

discussj~n on the differenceE and similarities between management 

contracts and franchise agre~men!R, ao provisions ~ere found in the sev~n 

contracts studies on the possible decr~aE'e of involvement of the Manage-· 

ment Company. E.g. after expiration of the initial agree~nt the Owner 

might b~ ~illing tu manage tne hot~l by himself, but is interested at 

the same time in using trade r.a!Des an& group services under f ranchlse 

3greei11f'nts. Such options had not been foreseen in any of the seven 

contracte. Bearing in mind the gradual increase of skilled personnel 

:ind managerial otaff in the hotel industry, such "stepping-down" provisions 

should be included in the contt·acts in the interest of the Owne!' and 

the host developing country. 

10. ~cable law 

All the contracts studies eurveyed stipulate that the agreement shall 

be constr.ued, interpreted and applied !~ &ccordance with and shall be 

governed by the laws of the host country. 

16/ Subject to the respective regulations on direct foreign investment 
in a given cour.try. 



- 36 -

IV. FRANCHISE AGREalENT 

1. Introductory remarks 

The previous discussion on tl".e differences and similarit'-!S between 

various forms of contractual arrangements used in the hotel industry has 

led to the conclusion ~11at under the franchise agreement the foreign 

partner is not involved in the management of the hotel, whereas other 

services provided (especially group servi~es) are in principle similar 

to that offered by the Management Company under standard management 

agreements. Therfore, many comments and suggestions made with reference 

to the management contracts can be applied to the franchise agreements, 

as well. 

As a result of the survey conducted, the UNIDO secretariat gained 

access to one franchise agreement co11cluded with one of the largest 

transnational hotel chains. Therefore, the re.:,1rks and observations 

presented below are of a preliminary character and more general con­

~lusions should be ma.de after surveying a greater number of sample 

contracts. 

The outline of the franchise agreement is given in Annex 2 below, 

giving the most important elements of the contract presented. 

2. Services offered by the Franchisor 

The services offered by the Franchisor are mostly those defined 

earlier as group services. Three types of such services might be distinguished: 

aj General Serv1ces 

These are services which are rendered by the Franchisor to 

all Franchiees in a standard roanner. The include, among others: 

sales and reservation services 

The Franchisor agrees to publictze the Hotel as a licensed 

member of the Group and to identify the Hotel in all its 

institutional publicity, brochures, price and information 

schedules, etc. He also agrees to place at the disposal 

of the Owner all his worldwide sales facilities as well 

as international coDD111nications and rapid reserva~ion 

system by computer· The Owner however has to purchse or 

r~nt and install in the Hotel, at its own expense, all the 

necessary teletype co11111Unication equipment. 
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information services 

Franchisor agrees to deliver to th~ Owner all the 

L~formation manuals and other material sent or 

delivered to the other members of the Group, under 

the same terms and conditions as these are sent or 

delivered to the other members. Franchisor shall 

place at the disposition of the Owner all its support 

materials for the promotion of sales, with training 

films for staff and information regarding new opera­

tional techniques, all under the same terms as they 

are placed at the disposal of other members of the 

Group. 

b) Obligatory management and controlling services 

The franchise contract analyzed in this report is not a "pure" 

one since the Franchisor is, to a certain degree, involved in the 

management of the hotel. Under this contract the Owner agrees 

that the Franchisor will designate a: 

"Manager for the Hotel, subject to agreement by the Owner 

and the latter shall not unreasonably withhold such approval. 

The Manager shall be employed by the Franchisor and the Owner 

will provide for his complete sustenance and will reimrurse 

the Franchisor for the cost of the Manager's salary and any 

relevant benefits due. The Manager shall be responsible 

for Hotel policy in co-operation with the Company, as well 

as for the supervision of the daily activities of the Hotel, 

and will answer to the General Manager." 

The respective contract clause quoted above does not allow us 

to determine precisely the functions of the Manager designated and 

employed by the Franchisor and his position vis-a-vis the General 

Manager. However, he definitely represents the interests of the 

Franchisof and not the Owner. This may bring negative effects in 

vlew of the possible conflicts with the General Manager who should 

represent the Ot'ller's interest. 
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The designation of the Manager is the major form of control 

of day-to-day operations of the Hotel by the Franchisor. In addition, 

the Owner is obliged to periodically deliver intelligence reports 

(including details of room occup2tion, forecasts, bookings for 

nights outside the Hotel, origins of reservations, etc.), when this 

is reasonably requested by the FranchiP~r. The Owner agrees also 

that the Franchisor's authorized representatives "shall have the 

right to enter the Hotel at any reasonable time during the contract 

period in order to determine the room occupation situation". The 

latter clause has to be seen in the context of the fee calculation 

which will be discussed later. A more general provision stipulates 

that the "Franchisor shall have the right to inspect the Hotel at 

any reasonable and opportune time in order to determine if said 

standards are being maintained". 

c) Optional services 

The optional services are provided by the Franchisor, depending 

upon whether these are requested by the Owner. The optional services 

include: 

purchasing services 

management and operational services 

technical services 

services providing live performances 

Additional comments have to be made with respect to th£ optional 

character of the services mentioned above. First, the contract 

stipulated that the Owner authorizes the Franchisor to recommend 

a programme of redecoration for the hotel so that such services 

are to some extent obligatory for the Owner. On the other hand, 

the contract on the use of the purchasing services is being annexed 

to the main contract. 

d) Use of trademarks 

The Owner has the right and obligation to use the Franchisor's 

service and trademarks in the agreed forms and ways. He should 

however take advantage of the aforesaid conaercial and service 

trademarks in such a way as to preserve and protect the Franchisor's 

ownership. 
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3. Remuneration for the services provided by the Franchisor 

(a) Basic franchise fe 

The Owner shall pay to the Franchisor a percentage of the 

total gross sales of rooms: 

4 per cent if the annual roo• occupation is 75 per cent 

or less; 

5-1/2 per cent if the annual room occupation is more than 

75 per cent. 

Regardless of the aforesaid, the Owner shall pay to the 

Franchisor a minimum retribution of X thousand US$ per annum. 

(b) Reimbursement of the salary of the Mana~er designated by 

the Franchisor 

Although the Manager is directly employed by the Franchisor, 

the Owner is obliged to reimburse the salary and related expenses 

of the Manager. At the same time an upper limit has been set up 

for the Manager's salary designated by the Franchisor. 

(c) Payment for the optional sel'Vices 

Except for purchasing services which are regulated by a 

separate contract, other services are remunerated according to 

the following formula: 

the Owner reimburses the payroll costs of personnel 

directly engaged on such services; 

the Owner reimburses all direct expenses relating to 

such services; 

the Owner pays the amount equal to 150 per cent of 

(a) to cover general and incidental expenses. 

(d) Payments for the use of trademarks 

The Owner does not pay for the use of trademarks. In addition, 

the respective stipulation in the contract makes it clear that all 

the costs relating to registration and the renewal of registration 

of colllll8rcial ~nd servic~ trademarks in the host country should be 

the exclusive responsibility of the Franchisor. 
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4. Other matters related to paflle!ltS 

a) Use of the standard accounting methods 

The contract stipulates that the tera "total gross sales of 

rooms" should be calculated in accordance with the Uniform Systea 

of Accounts for H~tels. 

b) Payments in a foreign currency 

The respective provieion on this aatter reads as follows: 

''Unless the parties have come to some written agreement, all 

payments and wages and salary reiabursements (to the 

Franchisor) and all expenses in reimbursable US $ in 

accordance with. this Contract, shall be paid to the 

Franchisor at his Head Off ice in New York, and in currency 

recognised as legal tender in the USA". 

In addition the contract requires that before the contract 

period comes into force, the Owner should obtain the approval of 

the remittance of said payments from the respective government 

authorities of the host country. 

S. Duration and the extension of the a~ree'ICent 

The contract has been signed for the initial period of five years. 
"At the end of the initial period the contract will be auto-

matically extended for a further period of five years; and 

subsequently, the contractual period shall not be renewed or 

extended without the DJtual consent in writing of the contracting 

parties; however, if the average annual room occupation of the 

Hotel should amount to 80 per cent or 110re during the last 

three years of the first exten&ion of the Contract period or 

during any other extension of this contract, same shall be 

automatically extended for an additional five years, always 

providing that said renewal is approved by the respective 

regulatory authorities." 

Again, the above quoted clause defines the right for extension as 

the privilege of the Franchisor, whereas nothing has been said on the 

rights of the Franchisee. 
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6. Preferentia! option to management or lease 

"If, at any time during the Contract period, or during any 

extension of same, the Franchisee considers that it iorould 

be in its interest to terminate the admiuistration of the 

Hotel and lease, same to an internatinal hot~l chain, or 
contract the management of an international hotel chain, 

then the Franchisee agrees that it will first negotiate 

with the Franchisor. Should the Franchisor and the 

Franchisee fail to agree in said negotiations and the 

Franchisee receives an off er from some other hotel 

chain which the Franchisee is disposed to accept, then 

the latter shall imnediately notify the Franchisor in 

writing of the offer and will give them a first ninety 

day option to contract with tne Franchisee on the basis 

jf the terms contained in the said offer. Should the 

Franchiso~ notify the Franchisee that it was not disposed 

to contract with the latter on the basis of the said terms 

and conditions, then the Franchisee shall have the right 

to contract withthe other chain on the basis of the same 

terms and conditions; however, the period of the contract 

between the Franchisee and the other chain shall not start 

during the period or any extension of this Contract." 

7. Applicable law 

The contract is drafted and should be interpreted according to the 

law of the host country. 
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CONCLUSIONS AND RECm9fENDATIONS 

Although the analysis of the contractual arrangements used in the 

hotel industry in developing countries was of a preliainary character, 

it revealed major problems arising from negotiating such arrangements. 

'Ibey result mostly from the fact that local partners in developing 

countries, when entering into negotiations of management contracts 

and franchise agreements are usually confronted with large transnational 

hotel chains which have world-wide e·.q>erience in hotel operations and 

therefore have strong negotiating capabilities. The negotiation process 

usually starts with the draft standard agreement provided by the foreign 

partner. Obviously, the clauses in such contracts are drafted usually 

in such a way as to protect the interest of the foreign partner. '!be 

local partner may re-draft some fornulations and insert additional 

provisions but this :nay only partially improve the terms and conditions 

of the cc..ntract. 

Bearing in mind the future development of the outward-loo·1dng 

hotel industry in developing countries and projected growth of the 

number of contractual arrangements covering transfer of technology in 

this industry it is reco11111ended that the work on respective contractual 

arrangements should be continued within the activities of the TIES system. 

Taking into account that other organizations, namely World Tourist Organi­

zation and UN Centre on Transnational Corporations are also active in that 

field, the prozramme of work within UNIDO's TIES system should concentrate 

on technological aspects, i.e. transfer of skilled personnel, expertise, 

technological content of services provided, etc., and the resulting 

financial flows. For the government regulatory agencies, a set of model 

clauses safeguarding effective flows of the "real" technology into the 

hotel industry and protecting the interest of the local partner would 

definitely be a useful tool to be used in the process of registration 

and approval of management and franchise agreements. '!be forms and 

levels of payments especially in the mangement contracts require a more 

detailed investigation as this matter and is probably more complicated 

than ir. standard licensing agreements. Such an analysis may eventually 

lead to the elaboration of the guidelines for the payments in the service 
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agreements in the hotel industry similar to those already applied to the 
17/ manufacturing sector.~ 

More detailed investigation is needed for the franchise agreements 

viewed as an alternative to the management contracts presently being 

predominantly used in the hotel industry. 

The effectiveness of UNIDO's work in the above-mentioned fields 

may be substantially increased by establishing close contacts and 
18/ co-operation with other organizations, i.e. CTC ~ and WTO. In addition 

to the co-ordination of work and exchange of results of surveys and 

studies, workshops, training and technical assistance progrmaes for 

the business community in t~e hotel industry in developing countries 
19/ could be organized with joint participation of these organizations.~ 

17/ See "Guidelines for Technology Transfer Payment Evaluation", 
UHIDO, ID/WG.383/1, Vienna, 1982 

18/ Within its area of work CTC has collected and analyzed 35 management 
contracts concluded in various industries in developing countries. 
See ''Management Contracts in Developing Countries: An Analysis of 
Their Sub6tantive Provisions", UNIOO, ID/WG.337/7, Vienna, 1981 

19/ Especially WTO is actively engaged in organizing variety of training 
progra~s for the representatives of the hotel induEF ·1 in developing 
countries. 
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ARTICLE 1 

Section 1 
Section 2 
Section 3 
Secti.on 4 
Section 5 
Section 6 

ARTICLE II 

ARTICLE III 

ARTICLE IV 

Section 1 
Section 2 
Section 3 
Section 4 
Section 5 

ARTICLE V 

Section 1 
Section 2 
Section 3 

Section 4 

ARTICLE VI 

Section 1 
Section 2 
Section 3 
Section 4 
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OlJTLINE OF A TYPICAL HANAGEMENT CONTR\CT !/ 

Selection of site and :onstruction, furnishing and 
equipping of the hotel 

The site 
Construction, furnishing and equipping of the hotel 
Technical assistance SE,rvices 
Title to the hotel 
Fund for training, pre-opening and opening expenses 
Opening of the hotel 

Operating term 

Use and operation of the hotel 

Management fee and paymer.t to first party 

Basic management fee 
Incentive fee 
Payment to first party 
Supplemental payment to first party 
Fiscal years 

Determination of gross operating prof it 

Books and records 
Gross operating profit 
Provision for replacements of operating equipment 
and uniforms 
Fund for replacements of and addit:i.ons to furnishings 
and equipment 

Repairs and chan~es 

Repairs and maintenance 
Alterations 
Essential repairs, changes and replacemE:nts 
Other alterations 

!/ Included by courtesy of Hilton Inte .. national Co. 
in the WTO study "AccOllaOdation • • • ", op. cit, 
Appendix C and confirmed by the survey conducted by 
UN1DO Secretariat. 



ARTICLE VII 

Section 1 
Section 2 
Section 3 
Section 4 

ARTICLE VIII 

Section 1 
Section 2 

ARTICLE IX 

ARTICLE X 

ARTICLE XI 

ARTICLE XII 

ARTICLE XIII 

ARTICLE XIV 

ARTICLE XV 

ARTICLE XVI 

Section 1 
Section 2 
Section 3 

ARTICLE XVII 
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General covenants of aanagl!IBellt company and first party 

Opening inventories and working capital 
Group services and benefits 
Right of inspection and review 
Reports 

Insurance 

Insurance to be -intainC!d by first party 
Insurance to be -mtained by management company 

Damage to and destruction of the hotel 

Condeaiation 

Right to perform co7enants and reimbursement 

Defaults 

Trade name 

Arbitrat:!.on 

Extension 

Successors and assigns 

Assignment by management company 
AssigDllellt by first party 
Successors and assigns 

Further instruments 

ARTICLE XVIII N~tices 

ARTICLE XIX Applicable law 

ARTICLE XX Partial invalidity 

ARTICLE XXI Special conditions 



Article I 

Article II 

Art!cle III 

Article IV 
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OUTLINE OF THE FRANCHISE AGREOfENT 

Duration of the Contract 

General Services 

A. Sales and reservation services 

B. Information services 

Optional Services 

A. Purchasing services 

B- Management and operational services 

C. Technical services 

D. Services providing live performances 

Payments to Franchisor 

A.l. General services 

A. 2. Manager 

B. Optional services 

Article V Special Agreements between the Parties 

Article VI Insurance and Indemnities 

Article VII Cases of Default 

Article VIII Annulment 

Article IX Extension of the Contract 

Article X Transfer 
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