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Dear Reader,

As you know, the Technology Programme of UNIDO has always given special attention to the
issues of technology negotiation for which two main vehicles have been used to spread
knowledge and provide assistance to developing countries in this important area. We refer, on
the one hand to the workshops and seminars regularly organised in developing countries and
intended to improve the awareness and skills of negotiators and on the other hand, to the ad-
visory services through which governments and entrepreneurs of developing countries may
receive ad hoc assistance to solve practical problens related to the acquisition and negotia-
tion of technology.

As a natural development of these two lines of work UNIDQ is now combining the workshops
and seminars with advisory activities through which experts are made available to the par-
ticipants who may provide them with confidential advice on negotiaticns they may be facing
with foreign technology suppliers or partners in joint ventures.

This new concept will be utilized in a programme planned for Madagascar next November.
The team of UNIDO experts will be there not only as lecturers in a seminar on transfer of
technology, but also to work with local negotiators and help them overcome the difficulties
they are confronted with. In order to maximize the benefits of such a programme, specific cases
requiring advice will be identified in advance and the team of experts will be selected accord-
ingly. It is conceivable that some of the problems to be presented will require follow-up ac-
tions, especially if they relate to complex negotiations extended over a relatively long period.

We are convinced that the forthcoming programme in Madagascar will represent a rewarding
experience and improve our ability to assist negotiators and facilitate business and technology
flows to developing countries, which is after all our aim and continuous endeavour.

Development and Transfer of Technology Division
Department for Industria! Promotion, Consultations
and Technology
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UNIDO NEWS

Workshop on Negotiation of Transfer of
Technology Contracts

As is the case in most developing countries, the in-
dustrial development of Trinidad and Tobago is strongly
dependent on imported technologies, a situation which is
likely to continue in the future.

It is known however, that in many cases the technology
importe 1 from abroad does not achieve the results ex-
pecte  due to the lack of information and skills needed to
identify the appropriate technology packages and to
negotiate with their suppliers on equitable conditions
which reflect normal market practices.

The problems and constraints related to the acquisition
and negotiation of technology are detrimental not only to
the entreprencurial class but also to the domestic economy
as a whole and are the cause of an unnecessary drain on
forcign reserves. Among others, reference can be made
to the following:

(i) Payments made by local companics for supplicd
technology are usually excessively high and may not be in
linc with the cstablished international practices for the
negotiation of the same technology package in other
countrics;

(ii) In some instances, local entrepreacurs pay for a
technology on which the patent has already expired,
without realizing that expired patented technologyis avail-
able free of charge and obligation;

(i) Contract periods are usually excessive and some-
times of indeterminate duration, thus perpetuating the
financial obligations of the recipicat;

(iv) The terms and conditions of the contracts often in-
clude several restrictive clauscs which hinder the effective
assimilation of the technology and the use of local inputs;

(v) Inadequate training provisions prevent the transfer
of operational skills, thus leading to a continued depend-
ence on the licensor and a further drain on foreign ex-
change.

The workskop, which took place in Port-of-Spain,
Trinidad and Tobago, from 26 to 28 April 1988, was joint-
ly organized by the Caribbean Industrial Research In-
stitute (CARIRI), the Industrial Development
Corporation (IDC) and the United Nations Industrial
Developinent Organization (UNIDO) and was add:essed
to entreprencurs in the manufacturing ector and key of-
ficials of government agencies with respoasibilities related
to technology acquisition and technological development.

The objcctive of the workshop was to sensitize the par-
ticipants to the main issues involved in the transfer of tech-
nology process; to create an awareness of the pitfalls in the
ncgotiation for the purchase of technology; to identify
strategies in the negotiation of contracts; and to promote
the nced for an on-going information and advisory service
on negotiation of tcchnology contracts for businessmen.

The workshop covered the following subjects:
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(a) Role of technology transfer in developmeat process
(b) Forms and channcis of transfer of technology
{c) Legal environment

(d) Success factors in transfer of technology

{¢) Information requircments and sourcts

(f) Structure of agreements

(g) Evaluation of payments

(h) Guarantees and warranties

(i) Binding nature and enforcement of contracts
(j) Principles of contract drafting

(k) Strategies of negotiation

The local counterparts presented a case study dealing
with a concrete experience of Trinidad and Tobago in the
field of transfer of technology negotiation.

The issues raised in the case study served as a basis for
a pancl discussion among the participants who dwelled
upon their own experiences.

The workshop was intended to be practically oriented,
with a focus on the problems of the business community
and oriented towards developing an awareness and skills
on issues of negotiation among the participants.

The presentations were followed by discussions and,
whenever appropriate, examples derived from the ex-
perience of Trinidad and Tobago were utilized.

The experts were available to the participants, on a con-
fidential basis if necessary, to assist them in solving con-
crete problems related to contracts they may have under
negotiation.

TECHNOLOGY ACQUISITION

Classification in the UNIDO library of contracts

The present document contains the indices to the con-
tracts in the library based on the industry and subject to
which each contracr rclates and also to the type of con-
tract. This document further contains title pages to each
of the contracts, which indicate the various classifications
of the contracts and the clauses contained in them. A bricf
cxplanation of the classifications is also given, as is a dic-
tionary of the tcrms used in classifying the clauses con-
tained in the contracts.

The contracts which form the UNIDO library arc clas-
sified in a number of ways, by industry, subject, type uf con-
tract and language and also, when information is availablc,
according to the International Standard Industrial Clas-
sification (ISIC) and the Standard International Trade
Classification (SITC). This classification of cach contract,
together with a list of the clauses appearing in the contract,
is given on the title page to the contract.

Numbers:
The first number to appear on the title page to cach con-




tract is the aumber of the contract within the library of con-
tracts. The ISIC number is then given followed by the SITC
number or, where appropriate, numbers.

Headings:

The heading "Industry” on the title page describes the
area of activity in which the contract is intended to operate.
The titles used under this heading are those for major
groups of industries under the International Standard In-
dustrial Classification (ISIC).

A simpler description of the subject matter of the con-
tract is given under the heading “Subject”. Here contracts
are classified by the specific products mentioned as in-
tended to be manufactured under the contract or pur-
chased or promoted through it.

The heading "Type” on the title page to the contract
refers to the nature of the legal rights being transferred or
that of the services to be readered under the contract. The
heading indicates the class of rights being granted or ser-
vices provided under the contract. The heading "Lan-
guage" indicates in which language the contract is
available.

Clauses:

Afier the various classifications have been given, the title
page to each contract lists the clauscs contained in the con-
tract. The clauses are listed using headings which arc the
same for all the contracts. As these headings are not al-
waysablc(oindicatcallthalisoontainedinthcdauscin
question it may be uscful when considering the clause tit-
les to consult the dictionary of terms used under the head-
ing "Clauses” which appcars below.

The industry to which the contract relates is not always
evident from the contract itsclf. Accordisgly, it is not al-
ways possible to provide all the classifications refesred to
above. Furthermore, contracts often have as their subject
matter products which fall within a number of industries
and trades. In such cases the industry within which the first
mentioned product falls (or in the case of the SITC num-
ber, the first two products mentionzd fall) is used in the
classification of the contract. In some cases looking at the
"Subject” of the contract may be an casicr way of finding a
relevant contract

How 10 use the library

The library of sample contracts will serve as a tool to
meet ad hoc requests of negotiators when they are con-
fronted with particular nceds and problems. This means
the library as a whole will not bc made available but
UNIDO will provide samples of individual clauses or in-
dividual agrcements as required to assist in specified cir-
cumstances.

Desirably, the utilizers of the library should also con-
tribute to its cxpansion, by providing samples of agree-
ments rclated to their own expericncc.

Requests related to the utilization of the library should
be addressed to: Transfer of Technology Programme
Branch, Department for Industrial Promotion, Consulta-
tions and Technology, United Nations Industrial Develop-
ment Organization, P.O. Box400, A- 1400 Vienna, Austria.
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index of contracts by industry

Agricultural and livestock production

Coastruction

Grain mill products

Malt liquors and malt

Maaufacture of bakery producis

Manufacture of basic industrial chemicals except fertilizers
Manufacture of ccmeat, lime and plaster

Manufacture of chemical products not elsewhere classified
Manufacture of cocoa, chocolate and sugar confectionery
Manufacture of dairy products

Manufacture of drugs and medicines
:{;deamn(uandsnpplbWemndm
Manufacture of clectrical appliances and houscwarcs

Manufacture of elcctrical industrial machinery and apparatus
Manufacture of glass and glass products

Manufacture of machinery and equipment except clectrical not clse-
where dassified

Manufacture of metal and wood-working machinery

Manufacture of office, computing and accounting machincry
Manufacture of paints, varishes and lacquers

Manufacture of radio, television and communication equipment andap-
paratus

Manufacture of soap and cleaning preparations, perfumes, cosmetics
and other toilet preparations

Manufacture of special industrial machinery and equipment except
metal- and wood-working machincry

Manufacture of synthetic zesins, plastic materials and man-made fibres
except glass

Manufacture of vegetablc and animal oils and fats

Monctary institutions

Non-ferrous ore mining

Other financial institutions

Petroleum refinerics

Slaughtering, preparing and preserving meat

Tyre and tube industries

Wholesale trade

Index of contracts by subject

Adhesives

Adhesives and other chemical products
Ammonia works

Beer and soft drinks

Belt conveyor systems

Biscuits

Bottling equipment

Brewery

Carbon black

Cement

Cleaning preperations

Cocos and chocolate
Computer hardware

Cosmetics

Cosmetics and pharmaccuticals
Cotton seed oil

Dairy and food products

Dairy products

Dairy products and fruit juices
Diese! .notors
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Dry batterics

E:nginecring systems

Ethylene

Expiloitation of mincs

Plat gless

Food products

Glass conuainers

Heating elements

Industrial alcobol and brewers” yeast
Industrial loans

Machine tools

Maize milling

Malt

Meat products

Merchant bank

Oils and fats

Ore beaeficiating works

Ore dressing and non-ferrous metal production
Facking materials

Paints

Paiants and varnishes

Palm oil

Peanuts and snack foods
Petroleum and other fucis
Phamnaceuticals

Plastics

Poultry farming

Printer’s ink

Refuse containers

Seed oit

Sugar canc growing and processing
Switchgear

Televisions

Tyres

Urca

Vegetable and animal oils and fats

Index of contracts by types
Agency

Consulting engineerning

Consulting engincering (including mincral testing)
Consulting engincering and technical assistarce
Contract services

Joint venture

Licencing (patented processes)

Licencing (patented processcs) and sale of goods
Licencing (patented processes) and technical assistance

Licencing (factory cxtension) (patentcd processes) and technical assis-
tance

Licencing (trademarks)

Licencing (trademarks) and technical assistance

Licencing (trademarks and patented processes)

Licencing (trademarks and patented processes) and technical assistance
Licencing (trademarks and unpatented processes)

Licencing (1rademark and unpatented processes) and amending con-
tracis

Licencing (trademark and unpatented processes) snd techniczl assis-
tance
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Licencing (uapater.ied processes)

Licencing (unpateatsd peocesses) and technical assistance
Loan agreement

Mainterance

Masagement

Management and technical assistance (with Government a5 por-
chaser/guarantor)

Management coesulting (planning mcthods)

Sale of goods

Sale of goods and services

Sale of goods and services and technical assistance
Technical assistance

Technical assistance and management

Tum-key

Tum-key (new company to take over and expand works;

Definition of terms

Access to equipment Maintenance contracts may con-
tain a clause specifying the extent to which the equipment
to be maintained is to be made available to the supplicr.

Access to site A contract for the construction of works
may contain a clause defining the parties’ rights to visit the
place of copstruction. Other contracts may also contain a
clause stipulating the right of the supplicr/licensor to visit
the works. ‘See also "Rights of supplier/licensor”.)

Accounting practices of company Joint venture con-
tracts may specify what are to be the accounting systems
of the joint venture company or may describe the sources
for such accounting systems.

Accrued rights Where the parties have had contractual
relations prior to a later contract between them, this later
contract may contain a clausc regulating the rights and
obligations of the parties which came into existence prior
to the later contract. (See also "Revocation of previous
contract”.)

Additional funds for company A joint venture contract
may specify the sources from which and the amount in
which the joint venture company may obtain additional
funds beyond the capital of the company. The contract
may also define the joint venture members’ obligations in
this regard.

Additional services A contract may contain a clause
describing the services which the supplier/ licensor may
render in addition to those provided for in the contract.
The terms upon which such additional services are to be
provided may also be specified.

Amendment of contract Some contracts contain a clausc
specifying the extent to which and the m. thod whereby te
terms of the contract, or services to be rendered under i,
may be altered by the parties.

Amount of repayments Loan agrcements usuzlly con-
tain a clause providing for the periodic repayment of the
loan by instalments. This clausc may also specify the
amount of interest to be paid with cach loan repayment.

Appendix Where an Appendix or Appendices are
specifically referred to in the contract in a separatc clausc,
then a heading specifying this is included. (Scc also
*Definition of contract”.)

Applicuble law This phrase refers to the national law
specified in the contract by the partics asintended to regu-




Iate their contractua! rights and obligations.

Appointmcat of represeatutive The partics sometimes
inciude a claus~ ia their contract specifying the persons
who are to be regarded as their anthorized represeatatives
in dealings between the parties. In some caszs only cne
party may 4o so.

Articies of association o compeay This clause in a joint
venture contract defuaes what are to ke the articles of as-
sociation of the joirt veatare company.

Assignmest This phzase refers to the clause which per-
mits o forbids one oc both partics from transferrieg their
rights under the contract. The clause may specify the con-
ditions ypon which such a transfer wl be penmitted.

Capite! of cunpany This clause i a joisst venture con-
tract defines what the initial capital of the joint venture
company is to be und may describe the portions in vhich
it is to be provided by the joint venture members, (S¢e zlso
“Increase in capital of company™.)

Commission Loan or agency agreements frequeatly
contain a clause requiring the borrower or supglier to pay
a fec for the loan, in the case of a loan agreement, or for
goods soid by the agery, in the _ase of an agency agrec-
meat.

Commiittee W engir.eers A contrac? for the construction
of works may requite cngineering questicns (o be co-or-
dinated and discussed by a commn.>e made up of the
partics’ enginesrs.

Compary b:coming public This clause in a i mt veature
coatract defines the circumstances and conditiozs under
which toe jeint vesiure company may become a public
company.

Completion of erection A contract for the construction
of works or for the suppiy of equipment may include a
clause requiring the parties to sigs a documeant indicating
that the construction or installation of the equipment has
been completed.

Consequences of change of applicable law Contracts uc-
casioaally provide what the #ffect on the parties’ contrac-
tual obligations are to be, should there be a material
change in the applicablr. law.

Consequences of fajiure to form A joint venture con-
tract maystipulate whatis to occur if the planned joint ven-
ture company is not formed.

Co-operation A contract may specify how and on what
matters the partics 2re to work together.

Default This ciause describes the failures in fulfilment
of the partics’ respective obligations which are sufficient
to bring the contract to a premature end. (See also "Delay
in completion or performance” and "Termination”.)

Definition of coniract Many contracts contain a clausc
sctting out what documents or parts of documents con-
stitute the contract, e.g. thc Appendices to the contract.
This clausc may also state what part of the contract or what
version of the contract is to take precedence over another.

Definitions Many contracts contain a clause which
defines one or a number of different phrases or descrip-
tions which appear frequently in the contract or arc in
need of specific interpretation.

Pelay in completion or performance A contract may
contain a clausc providing what ave to be the consequen-
ces of a suspension of performance or tcmporary failurc

in completion of the contract by the supplier/licensor. The
usual resoedy provided is for the paymeat of liquidated
damages. Another remedy may be for the purchases/licen-
se¢ 1o complete the obligations of the suppiierficeasor at
thie cost cf the latter. (See also "Defauit” and "Purchaser to
CarTy sut sepairs”.)

Delivery This clause contaias details of the manner in
which tke suppliec/licensor &5 to kand over the goods (in-
cluding raw materzals and sparz parts) being supplied to
ithe purchaser/iicensce. Suck a clause may deal with ship-
ment, place of delivery or similar issues.

Der:ial of agency A contraci may contain a clause stat-
ing that the paities are acither agents of cach other, nor
do zut enjoy a similar type of relationskip. This heading
includes clauses which describe the supplier/licensor as
'an indepeadent contracior’.

Discoutinued products This clause coatained in a
licensing contract describes what is to happen to the
liccasee’s stocks of products which the hicensov decides
are oo longer to be sold by the licensee,

Dividends A joint venture contract may specify the way
in whick dividends are 10 be calculated and the manner in
which they are to be paid.

Documents necessary for first withdrawal A loan agree-
nient may reguire th: borrower to fulfil certain conditions
and provide certain documents before allowing a
withdrawa! of the loan funds.

Documents to be supplied Cne or other party may be
requived by the contract tc furnish ceriain documents or
writtza information to the other. For example, the sup-
plier/liceasor may have to provide documerts to the pur-
chaser/licensee explaining the functioring of eguipment
supplied. Similarly, the purchaser/liccnsee may have to
supply certain reports to the supplier/licensor 1o enable
the laite. to determine what services are 1= be supplied to
the purchaser/licensce. In this context the word “docu-
ments” includes statements ¢ account, records, reports,
etc., including those related to the payment of royalties.

Duration This clause deals with the leagth of time for
which the contract is to run. The manner in which the con-
tract may be renewed for a further period is sometimes
also considered under this heading. (See also "Extension
of contract”))

Duties and taxes This clause settles the partics’ respon-
sibilities with regard to the payment of duties and taxes
resulting from the contract or on the fulfilment of obliga-
tions under it. The clause may also stipulate the ~ffect, if
any, wkich the duties and taxes are to kave on the price.

Early repayments A loan agrcement may contain a
clause specifying the consequences of an carly repayment
of the loan, e.g. the lump sum amount to be paid as inter-
est on th= loan.

Entry into force This clause dcfines the point at which
the contract is to be considered binding on the parties. In
some cascs the clause lists conditions to be fulfilicd before
the contract is to be considered in force. This clanse may
refer only to the "effcctive date” of the contract, the role of
which date is usually defined in the contract.

Exchange of information This clausc, usually contained
in a licensing contract, requires the partics to give cach
other any uvscfui inforination they may have regarding the

TIES Newsletter, Number 40. Ma:ch 1988




preparatioa or use of the products manufactured or sold
in consequence of the contract.

Exclusion of interm:Jiaries This clause heading
describes the parties’ agreement not to allow third parties
as negotiators between them and may also provids that no
payment will or has been made to any such third party to
facilitate the contract.

Expeases The reimbursable costs which the sup-
plier/licensor is to be repaid ot the costs which are to be
paid by the purchaser/licensee directly over and above the
price are dealt with in this clause. Frequently, however, the
*Scope of services” or "Price” clauses contain in them an
clement of "Expenses”. Accordingly, only where these are
considered as a scparate item in the contract does this
clause appear individually. (Sce also "Scope of services”
and "Price”.)

Expeases of formation This clause in a joint venture con-
tract specifies which party is to bear the costs of formation
of the joint venture company.

Extension of contract Such a clause regulates the man-
ner and circumstances in which the contract may be ex-
tended beyond its original stated duration.

Final acceptance Contracts for the construction of
works or supply of goods may provide that the purchaser
will issue a certificate stating final acceptance of the ser-
vices or goods supplied after a certain period, usually at
the end of the guarantee period. (See also "Provisional ac-
ceptance™.)

Force majeure Contracts usually contain a clause
stipulating that one or both parties are not liable for their
failure to perform their oblizations, whether completely or
temporarily, if that failure is due to causes altogether out-
side the control of the defaulting party such as war, acts of
God, etc. This clause usually provides for the suspension
or termination of the contract. (See also "Suspension” and
"Termination”.)

Formation of new company A joint venture or other con-
tract may contain a clause dealing with the establishment
of a new company. This clause may be detailed or may
merely declare the intention of forming such a company.

Further assurances This clause contains the parties’
promise to do any further acts, ¢.g. the execution of fur-
ther documents, necessary to give effect to the contract.

Grant of licence This is the operative clause which gives
the licensee the right to use the patents and/or trademarks
of the licensor. The clause may define the limits of the
lice~ce granied, including the territory in which it may be
used and the scope of the licence, whether it is to be ex-
clusive or not. Where these issues are dealt with in
scparate clauses, they appear under different headings
(sze "Territory” and "Scope of licence or rights granted”).

Guarantee This clause describes the responsibility of the
supplier/licensor with regard to promises made concern-
ing the quality and performance of the services or goods
supplied. The limits of that responsibility may be detailed
under this heading. The supplier/licensor’s liability as to
the replacemeat of goods or renewal of services which do
not match the description given in the contract are also
specified here.

Guarantee period The time during which the sup-
plier/licensor is liable to replace or renew defective goods
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or services is specified in this clause

Implicd terms This keading refers 10 the claus: which
occasionally appears ir 3 _ontract imperiing to the con-
tract terms or conditrons contained in another document.

Impryvements Licensing coniracts freguently contain a
clause defining the partics™ rights with regard to any
developments they or the cther party may make in the
licensed products. For instance, licensing contracts fre-
quently give the liceasee first option to obtain a licence in
improvements developed by the licensor. The expression
"mmprovements” may include new inventions as well as
developments of existing ones.

Increase in capital of company This clause in a joint ven-
turc contract defines the manner and ircumstances in
which the joint venture company’s cupital may be in-
ceeased. (See also “Capital of company”™.)

Information to be supplied This heading covers infor-
mation to be furnished by one party to the other. For ex-
ample, the supplier/licensor may be required by the
contract to provide technical information to the pur-
chaserflicensee while the purchaser/licenses may be re-
quired to provide information as to its sales of products
manufactured under the contract to tke supplicr/licensor.

Inspection and tests cf equipment Where a contract
provides for the supply of equipment by the supplier it may
contain 2 ~lause eatitling the purchaser to inspect and be
present at iests of the equipment prior to or on its delivery.

Insurance This clause describes the obligations of one
or both partizs for insurance nolicies they are to maintain
in connection with one or more of their abligations under
the contract.

Interest on delayed repayments Loan agreements usual-
ly provide for the payment of additional interest, beyond
th~ interest on the loan, if the borrower is in delay in its
repayment of the loaun or an instalment of such repayment.

Interest on loan Where money is borrowed under a loan
agreement the contract will contzin a clause specifying the
rate of interest payable on the loan and may also detail
when and how this interest is to be paid.

Invalidity of clause Some contracts contain a clause stat-
ing that if one clause in the contract is found to be invalid
that this is not to render any other part of the contract in-
valid.

Joint ventu-e members to remain shareholders in com-
pany Where a joint venture contract follows on an carlicr
contract, the second contract may provide for the continu-
ing participation of the joint venture members in the joint
venture company.

Language This clause specifies the language of the con-
tract and that to be used in communications between the
partics. (See also "Definition of contract”.)

Legal opinion Occasionally a contract will require onc
or both parties to produce a legal opinion or other
evidence of their capacity to enter the contract.

Letters of credit A contract may require the purchaser
to obtain an irrevocable letter or letters of credit from a
reputable bank in a specified amount so as to demoastrate
the purchaser’s ability to pay the purchase price.

Liability of guarantor Where there is a guarantor of the
performance by one or other party of its obligations under
the contract, the contract may define the responsibilities




of the guarantor.
Liability of purchas-r/liceasee This clause describes the

consequences arising from the contract for which the pur-
chaser/liceasee is responsible. This responsibility may in-
clude an indemnity of the supplier/liceasor but this aspect
of liability is usually dealt with in a separate clause (see
"Third party indemnity”). This clause may include a re-
quirement that the purchaser/licensee act in conformity
with the law.

Liability of supplierflicensor This heading describes a
wide range of matters falling within the responsibility of
the supplier/licensor such as the Liability for damage
caused by the latter’s employees, for mistakes in the infor-
mation provided by the supplier/licensor under the con-
tract or the responsibility of the supplier/licensor for the
fulfilment of the guarantee.

Liability of parties Such a clause describes both the
parties’ responsibilities. (See also "Liability of pur-
chaser/licensee” and "Liability of supplier/licensor”.)

Licensee’s stock control A licensee may be required by
the licensing contract io ensure that certain stocks of the
licensed products arc maintained.

Licensor’s rights This clause in a licensing contract
deals largely with the entitlements of the licensor in ensur-
ing performance of the licensee’s obligations. For ex-
ample, this clause may permit the licensor to inspect the
books of the licensee so as to check that the correct royal-
ties are being paid.

Licensor to purchase products manufactured by licen-
see A licensing contract may require the licensor to pur-
chase a certain quantity of products manufactured by the
licensee under the contract.

Limitation of damages Some contracts contain a clause
limiting the total financial hability of the supplier/licensor
or, occasionally, that of both parties, arising as a result of
a breach of contract or other liability under the contract.

Limitation of trade in similar products This clause may
require a party not to manufacture or sell products other
than those manufactured or sold by virtue of the contract.
The limitation may be made to extend to all products or
may apply only to products of the same kind as those
manufactured or sold under the contract.

Limitation of supplier/licensor’s liability This clause
details the matters for which the supplier/licensor is not
responsible. This clause may include a description of the
consequences of performance or of failure of performance
for which the supplicr/licensor is not liable,

Management of company A joint venture contract may
set out details of the composition of the board of directors
of the joint venture company and may, further, detail the
manner in which the company is to be managed.

Marketing This clause in a licensing contract deals with
one or both parties’ obligations in respect of the advertis-
ing for sale and promotion of the products manufactured
under the contract. The clause may deal with the supply of
advertising material. Furthermore, under this heading ihe
licensee may be required to use the licensed trademark or
specific advertising material.

Markings to be used Licensing contracts, particularly
contracis granting a trademark licence, often specify how
the products manufactured or sold under the contract are

to be labelled. This clause sometunes deals also with the
circumstances in which the licersee is not allowed to use
the markings.

Maximum price Occasionally a contract will specify
what is to be the maximum paid by a purchaser/ liceasee
for the goods delivered, services rendered or licence
granted. Such a clause is of particular significance when
the price is not an absolute one agreed at the outset but
rather one which accrues from time to time.

Memorandun of association of company This clause in
a joint venture contract specifies the memorandum of as-
sociation of the joint venture company. (Sce also "Articles
of association of company” and “Name and charter of com-
pauy’)

Name and charter of company A joint venture contract
may set out the pame of the joint venture company and may
specify what are to be the rules governing che company
(charter, articles of association and memorandum of as-
sociation). (See also "Articles of association of company”
and "Memorandum of association of company”.)

Notices This clause may not only detail the way in which
communications betweea the parties are normally to pass
(type of postal delivery, laaguage, stc.) but may also, or
only, set out the addresses of the parties for the purposes
of communications under the contract. (See also "Lan-
guage”.)

Object of joint venture company A joint venture con-
tract usually sets out the purposes for which the joint ven-
ture company is being formed, it defines the company’s
anticipated activities.

Obligations of company This clause in a joint venture
contract specifies the duties of the company, usually to
cnter onc or a number of contracts with one or more of the
joint venture members.

Obligations of parties Such a clause defines the parties’
responsibilitics. (See "Obligations of purchaser/licensez”
and "Obligations of supplier/ licensor".)

Obligations of purchaser/licensee This phrase is a very
general description of the duties imposed on the pur-
chaser/licensee by the contract (over and above payment
of the price). It includes the services which the pur-
chaser/licensee may bave to provide to the supplier/licen-
sor to enable the latter to carry gt its obligations under
the contract and may run from obtaining import licences
to providing accommodation for the supplier/licensor’s
employees.

Obligations of supplier/licensor This phrase describes
the particular duties of the supplier/ licensor which are
more specific or are ancillary to those under "Scope of ser-
vices”. The supplier/ licensor’s obligations include such
matters as the supply of information, the arrangement of
seminars and the requirement that the supplicr/licensor’s
employces comply with the laws of thz pur-
chaser/licensee’s country. (See also "Scope of services™.)

Option for licensor to subscribe in licensee A licensing
contract may provide for the possible subscription in the
licensee by a financial contribution of the licensor in the
capital of the licensee.

Option to purchase trademark A contract licensing the
use of a trademark may set out the circumstances in which
the licensee may be entitled to purchase the trademark
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outright.

Orders A contract for the salc of goods may contain a
clause detailing how orders for goods are to be placed and
other matters incidental to the ordering of goods.

Ownership of documents Some coatracts contain a
clause specifying the owncrship of copyright in documents
passing between the parties in the performance of the con-
tract.

Packing This clause specifies the manner in which goods
which are to be delivered under the contract are to be
packed. The clause may also provide who is to own the
packing materials used.

Payment This hcading includes a large number of ele-
ments, amongst others, when and where payment of the
price is to be made, what are to be the consequences of
non-paymen; (interest) and the currency to be used.

Performance bond A contract may contain a clausc re-
quiring the zuppiier/licensor to furnish a bond or guaran-
tee, to be valid for a certain duration and issued by a
reputable baak or other institution, providing for the pay-
ment of a certain sum should the supplier/licensor default
in performance of the contract.

Performance guarantee This guarantee is the promise
of the supplier as to the capacity of the works constructed
or goods supplied (including equipment). The promised
parameters are usually set in terms of output from the
works or goods. (See also "Performance tests".)

Performance tests This heading refers to the tests of
work constructed or goods supplied under the contract
carried out to check that the works or goods meet the per-
formance paramelers zuaranteed in the contract. {See also
"Performance guarantee”.)

Place of performance This clause defines where the ser-
vices to pe supplied under the contract are to be carried
out.

Price Most of the elements of the price to ve paid (lump
sums, royaltics, ctc.) for the goods, services or licence are
included under this heading. When elements of the cosls,
reimbursable or payable by the purchaser/licensee, are not
dealt with under a separate clause or under "Scope of ser-
vices” then they arc included here. (See also "Expenses”.)

Price revision This clause specifics the circumstances in
which the contract price may be changed and provides a
formula to cnable a calculation of the price change. The
circumstances giving risc 1o the reviston may be specified
or a price revision due o changes in external circumstan-
ces (change in the lav) may be envisaged.

Priority of loan A loan agreement may contain a clause
defining the priority for repayment of the loan with respect
to other debts of the Lorrower should the latter have in-
sulficient asscts to repay all its debts.

Procurement services A cortract may require the sup-
plicr/licensor to give the purchascr/licensee assistance or
advice to cnable the latter to obtain a supply of suitable
goods, whether from the supplier/ licensor o directly from
third partics.

Production facilities of the company A joint venturc
contract may reghnlate the construction and use of the joint
venture company's manulacturing facilitics.

Protection of licensor's owncership of trademark (or
other industrial property; i.icensing contracts, par-
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ticularly contracts granting a trademark licence, may con-
tain a clanse stating the licensee’s recognition of the
licensor’s rights of ownership or making other statem=nts
designed to protect the licensor’s rights.

Provisional acceptance Contracts for the construction
of works or supply of goods may contain a clause specify-
ing that on the fulfilment of certain conditions (inspection,
tests, etc.) the purchaser will be decmed to bave accepted
the goods or construction. Provisional acceptance is usual-
ly followed by a guarantee period and then by final accep-
tance.

Purchaser/licensee’s right to use information Such a
clause defines the extent to which the purchaser/licensee
may use information obtained in the performance of the
contract.

Purchaser to carry out repairs A contract may give the
purchaser the remedy of carrying out repairs to defective
goods supplied at the cost of the supplier in the event that
the supplier does not fulfill its guarantce obligations.

Quality control Licensing contracts, particularly ones in
which the use of trademarks is granted, often contain a
provisior requiring the licensce to maintain certain stand-
ards of quality in the goods manufactured or sold under
the contract. Such a clause may also detai! how the licen-
sor is to be facilitated in checking such quality is inain-
tained (e.g. the licensee may be required to provide
samples).

Recitals The preamble to the contract may consist of
recitals describing the business background of the partics,
explaining the reasons for the agreement and the purposcs
and objectives of the contract.

Reduction in shareholding This clause in 4 joint venture
contract defines the circumstances and conditions under
which joint venture members may reduce their sharchold-
ing in the joint venture company.

Registration of contract This clause describes any
registration of the contract which may zlready have oc-
curred or which is required to take pluce. The phrase atso
describes any permits in respect of the contract which may
have been obtained or which ought to be obtained.

Representations A contraci may contain a clause which
sets out onc or both of the parties’ qualifications. The
clausc may contain statements as to the partics’ capacity
to enter the contract.

Revocation of previous contract Where a conivact foi-
lows upon another between the parties, the sccend con-
tract may contain a clause putting an onii to the previow
contract and all obligatiens arising under 1 (Sceaiso "Ac-
crued rights”.

Right of first refusal to purchase shares A joini venture
contract may give the joint venture members the optien o
buy the shares of any joint veniur: member desiring to scil
shares before these are offered to third partics.

Rights granted This climae appears in licensing con-
tracts and describes what the contract entitles the licensee
to do beyond the specific licences granted to use patents
or trademai ks, if such arc granted in the contract. in the
casc of licensing contracts for unpatented processes, this
clause constitutes the licence.

Rights of purciase~/licensee The rights and powers
which arc o accrue to the purcivecrdicenses i conse-




quence of the contract but subsidiary to its main purposc
are described here.

Rights of supplier/licensor This clause giv:s the sup-
plier/licensor authority to do certain acts, usually designed
to enable the supplicr/licensor to easure compliance with
the contract by the purchaser/ licensee. The clause may
alsc specify what is not granted by the contract, ir other
words, it may describe rights retained by the sup-
plier/licensor which might otherwise he thought to have
been granted to the purchaser/licensee.

Rights of parties This clause indicates that the parties
are entitled to enforce remedics against each other for
breach of contract over and above those remedies specihi-
cally provided for in the contract.

Scope of licence or of rights granted This clause defines
the extent of the ficence or of the rights acquired by the
purchaser/licensee, e.g. whether the supplicr/licensor has
the right to grant to oth.rs licences or rights in the same
industrial property as it has granted a licence or rights to
the purchaser/liceasee. The clause may also descnibe what
is not granted.

Scope of services This is a heading which covers a wide
number of subjects, from services in erecting equipment
to maragement services. In essence, the work to be carrred
out by the supplier/ licensor is described in this clause.

Secrecy Most licensing and technical assistance con- :

tracts, and some other types of contracts, contain a clause
binding on one or both parties requiring them not to dis-
close information of a confidential nature which they may
acquire in the performance of the contract.

Service requests A maintenance contract may contain a
clause detailing the manner i1n which the purchaser is to
make requests for the provisior of the service.

Settlement of disputes Many contracts provide for ar-
bitration rather than judicial proceedings as the forum for
ultimately: ettling disputes which arise under the contract.
The clause providing for arbitration may set out details of
how the arbitration is to be organized. This clause may also
provide for sther means for the parties to solve their dif-
ferences such as conciliation or the intervention of an in-
dependent expert.

Share subscription This clausc in a joint venture con-
tract specifics the level of subscription in the joint venture
company of each joint venture member and may also indi-
cate how the members are to pay their subscriptions.

Staff to be employed This clause specifies from what
source onc or both parties are to recruit staff.

Standards The standards to be employed in the fuliil-
ment of the supplier/licensor’s obligations under tue con-
tract arc described in this clausc.

Sub-contracting This clause describes the cxtent to
which one or both the partics are entitled to depute per-
formancc of their obligations to anuther party, The liability
for performance of its obligations by the party deputing
may also be described.

Sub-licences Licensing contracts may contain a clause
specilying the licenscee’s right or prohibition from granting
a third party a licence in the same subject matter as is
licensed in the contract. Where the right to grant sub.-
licences is given, the conditions for the excrcisc of the right
may also be detailed.

Substantive transaction Some contracts sct out in an in-
itial clausc what the basic agreement between the parties
is, i.c. that the supplier/licensor is to provide goods or ser-
vices or grant a licence in consideration ~f the payment of
the purchase price.

Successors bound by contract A contract may provide
that a successor to either party wili be bound by the terms
of the contract.

Supplierflicensor deemed fully cognisant A contract
may contain a clause stipulating that the supplier/licensor
is fully aware of the requirements of the purchaser/licen-
sce and/or that the supplier/ licensor knows the
purchaser’s !ocal conditions.

Supply of goods This clause regulates either or both
partics’ oblig~tions with regard to the supply of goods.
Thus the clause may require the supplier to provide cer-
tain goods to the purchaser or, converscly, may require the
purchaser to buy goods from the supplier.

Supply of know-how A licensing or technical assistance
contract may contain a clause stipulating that the sup-
plier/licenscr is to provide the purchaser/licensee with
know-how for the mannfacture of certain products or for
the use of certain processes. The phrasc "know-how” has
quite a wide meaning in this context.

Supply of raw materials A licensing or other contrac
may require the supplier/licensor to provide the pur-
chaser/licensee with raw materials to enable the pur
chaser/licensee to manufacture the licensed or other
products.

Supply of spare parts A contract which requires the
supplicr/licensor to supply goods to the purchaser/licen-
see may also requie the supplier/ licensor to make spare
parts for the goods supplicd available to the pur-
chaserflicensee. The length of time for which the sup-
plier/licensor is to fulfil this obligation may also be
specified.

Suspension of services A clause with this heading
describes the circumstances in which the supplier/licensor
may temporarily cease .ne performance of its obligations
and the consequences of such suspenston. Suspension may
result from force majeure (sce "Force majeure™).

Termination This phrase not only describes the cir-
cumstances in which the contract may be br._ught to a
premature end (sce also "Default™) but also the consc-
quences of such an ending of the contract; what is to be
the effect of the termination on the rights and nbligations
of the parties.

Terms of withdrawal of funds A loan agrecment may
specify the time within which the borrower may withdraw
the loan funds or may szt other conditions to the
withdrawal of the loan (e.g. the giving of notice of
withdrawal).

Territory Liccnsing contracts usuaily contain a clause
specifying the country or region in which the licensce may
manufacture the licensed products or where it may scll
them. Sometimes this limitation will be contained in the
"Grani of licence” or the "Rights granted” clauses and is
not dealt with separately. This clanse may also be used ro
state that there is no limit on where the licensec may
manufacturc or scll the products.

Tests This clause refers to the tests to be carricd out on
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the works constructed or equipment supplied to easure
that all the services and goods to be supplied have been so
supplied. Usually these tests are a condition of payment.

Timetable for completion or performance A contract
may contain a clause detailing the times within which cer-
tain obligations under the contract are to be performed or
completed by the supplier/ Bceasor.

Third party bound by contract A joint venture coatract
may piovide that any party becoming a sharekolder in the
joint veature company will be bound by the terms of the
joint venture contract.

Third party claims This clause defines the parties’
obligations towards cach other in the event of a third party
infringing some right or claiming some entiticment in the
subject matter of the contract.

Third party indemnity This phrase refers to the
promises given by one pasty to the contract to the other to
save the other party harm from any claim by a third party
to be injured by some clemeat of performaunce of the con-
tract.

Transfer of ownership Such a clause describes the cir-

cumstances in which and the time when the supplier/licen- |

sor is to hand over the constructed works, the erected
equipment or documentation relating to such works,
cquipment or to a licence granted.

Transfer of shares This clause in a joint venture contract
regulates the manaer of and conditions necessary for the
transfer of shares in the joint venture company.

Under-estimate of price Some contracts contain, not a
definite price, but an estimate of what the price will be
found to be when the contractual obligations are com-
pleted. Where such an estimated price is given, the con-
tract may contain a clause specifying the conditions upcn
which the price may be allowed to exceed the estimate.

Variations This cl~use specifies whether or not the pur-
chaser/licensee can ask for changes to be made in goods
to be delivered or services to be rendered and describes
the consequences of such changes.

Waiver Many contracts contain a clause stipulating that
any forbearance by one party in the face of a delay or
default of the other is not to mean that the forbearing party
will not be entitled to seck a remedy to that defaulted or
delayed obligation.

Warranty This clause contains an assurance or material
representation that the supplier/licensor will carry out its
obligations in a particular wav, that the goods and services
will contain certain qualities or that the supplicr/licensor
itself has certain qualitics. This clause may also refer to the
standards to be employed and the levels of service which
are promiscd. The purchaser/licensee may also give a war-
ranty about how it will use the goods, services or the licence
granted,

Working hours A contract for the provision of services
may contain a clause specifying the times during which the
services will be provided.

Model form of contract — Republic of Korea

We have recently received a copy of a recommended tech-
nology transfer contract by the Korcan (iovernment,
which we fecl would be of interest and help io many of our
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readers who may be in the throes of drawing up contracts.

THIS AGREEMENT, made and entered into on ( )

of ( ,198)( ) byand between ( ), a corporation
orgamzcd and existing under the laws of ( ), having
its main officc and place of business at (

(bereinafter referred to as "Licensor”) and ( ), a cor-

poration organized and existing under the laws of the
Republic of Korea, having its main office and place of busi-
ness at ( ), Republic of Korea (hercinafter referred
to as "Licensee”).

WITNESSETH;

WHEREAS, Licensor has long been engaged in the
manufacture and sale of ( ) Products (hereinafter
referred to as "the Licensed Products”); and

WHEREAS, Licensor has acquired and possesses valu-
:ble technical information on the design, manufacture,
srection and use of the Licensed Products; and

WHEREAS, Licensor has the right to grant a licence to
use Technical Information (or Industrial Property Rights)
in connection with the Licersed Products; and

WHEREAS, Licensee desires to obtain, and Licensor is
willing to grant, the right and license to manufacture, use
and sell the Licensed Products utilizing technical informa-
tion furnished by Licensor.

NOW, THEREFORE, in consideration of premises and
covenants hereinafter set forth, the parties hereto agree as
follows,

Article 1. Definitions

As used in this Agreement, the following terms have the
following meanings respectively;

1. "Licensed Products” mean as mentioned below. As to
details of the Products, the stipulation of Appendix hereto
shall apply.

2. "Technical Information” means all the technical
knowledge, know-how, standard calculations, data and in-
formation developed or otherwise generally used by
Licenser pertaining to the manufacture, use and sale of the
Licensed Products.

3. "Contract Territory” means the territory subject to the
Government of the Republic of Korca.

4."Industrial Property Rights” mean any or all rights under
patents, utility modecls and application therefore present-
ly owned cr hereafter acquired by Licensor and/or which
Licensor has or may have the right t» control or grant
license thereof during the term hereof and which zre ap-
plicable to or may be used in manufacturc of the Products.

¢ )

5. "Licenscd Trademarks” shall mcan the trademarks
which are specified in Appendix ( ) hereto.




Article 2. Grant of License

1. Licensor hereby grants to Licensee (an exclusive, a non-
exclusive) right to manufacture, use and sell the Licensed
Products using the Industrial Property Rights and Tech-
nical Information furnished by Licensor in the Contract
Territory.

2. Licensor hereby grants to Licensee (an exclusive, 2 non-
exclusive) right to sell the Licensed Products to any
country in the world (except).

Article 3. Sales Information

1. Upon written request of Licensee, Licensor shall fur-
nish Licensee with necessary drawings, technical data and
price information on a breakdown basis in order to enable
Licensee to prepare quotations, in so far as such informa-
tion is currently available from Licensor.

2. To assist Licensee in selling the Licensed Products,
Licensor will furnish Licensee with one complete set of
current materials generally used for sales promotion, such
as brochures, catalogues and technical data available from
Licensor, which cover the entire range of the Licensed
Products.

|

Article 4. Technical Assistance and Services ;

1. Licensor shall supply Licensee with the following data |
in order that Licensee may manufacture to the best ad- |
vantage the Licensed Products without delay.

(a) Drawings for designing, manufacturing andassem-
bling,

(b) Specifications.

(c) Materials list.

(d) General calculation sheet.

(e) Data for inspections and :rial operations.
(f) Fabrication and assembly procedures.
(g) Operating and instruction manuals.

(h) Any other necessary technical data andknow-how
generally used by Licensor.

2. Licensor shall, by request of Licensee, permit a
reasonable number of technical personnel designated by
Licensee to bhave opportunity to study the design and
manufacture of the Licensed Products at Licensor’s place
of business, Licensee shall advise Licensor, in advance, of
the purposes, numbers, names, qualifications and prob- ;
able lengths of stay of Licensce’s designated personnel
desiring to visit Licensor. Licensor shall arrange to make
avail:ble qualified personnel for consultation with, and
training of such Licensee’s personnel. Cost for round trips,
mcals, lodging, and other expenses of Licencee’s person-
nel despatched for training shall be borne by Licensee.

3. Upon written request of Licensee, Licensor shall send
to Licensee, subject to availability of personnel and to
mutual agrecment, qualified engineers and/or technicians
to render assistance and services to Licensee in connec-
tion with the manufacture, sale and operation of the

10

Licensed Products for a reasonable period to be agreed
upon by the parties hereto, provided, however, that Licen-
scc agrees to bear the travelling expenses to and from
{ ) and living expeases in the Republic of Korea in-
curred by any such engineer and/or technicians. Licensor
assures that such engineers and/or technicians are

t qualified with professional standards and reasonable skill,

and will perform the assistance and services with care and

diligence. ( )

Article 5. Improvements

If at any time during the term of this Agreement one party
hereto discovers or comes into the possession of any im-
provements or further inventions relating to the Licensed
Products or in connection with the design, manufacture,
use and sale of the same, the party shall furnish the other
party with information on such improvements or further
inventions wit" _ut any delay and free of charge.

Article 6. Payment

1. In consideration of the Technical Information and the
Industrial Property Rights furnished by Licensor to Licen-
see hereunder, Licensee shall pay to Licensor the follow-

\ ing royalties in the amount and in the manner specified

below.
(a) Initial Payment

Licensee shall pay Licensor the initial payment in US Dol-
lars equivalent to ( ), Payment of the Initial Payment
shall be made by means of telegraphic transfer remittance
within ( ) days from the date of approval of this
Agrecment by the authorities concerned, the Government
of the Republic of Korea.

(b) Royalty

( ) percent of net selling price for each sale of the
Licensed Products.

(c) Net selling price shall be the gross invoice price of
the Licensed Products sold or otherwise disposed of by
Licensee in normal, bona fide, commercial transaction
witi:out any deduction other than the following items of ex-
peases, if any, to the extent to which they are actually paid
and included in the gross invoice price.

(1) Sales discount

(2) Sales returned

(3) Indirect taxes on sales

(4) Insurance premiums on salcs
(5) Packing cxpenses on sales
(6) Transport expenses on sales
(7) Sales commissions

(8) Advertiscment fec

19) Installation expenses at places where theLicensed
Products are to be used.
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(10) CIF price, and import dutics of the rawmaterials,
intermediate goods, parts andother components pur-
chased from Licensor.

(d) Royalty shall be computed for a sixmonth period ter-
minating the last date of June and December of cach year.
Licensee shall make payment to Licensor within ( )
days after receipt of relevant invoice from Licensor within
( ) days after the last date of June and December of
cach year in the amount specified in Licensee’s royalty
statement mentioned in Article 8.

2. For the supervision and assistance by Licensor under
paragraph 3 of Article 4, Licensee shall pay to Licensor
service fees at the rates specified in Appendix ( )
within ( ) days after receipt of an invoice from Licen-
SOr.

3. All payments duc under this Article shall be made in
(US currency,) strictly in accordance with this article, con-
verted from Won at the official telegraphic transfer selling
rate of exchange prevailing in Seoul, Korea on the expiry
date of the immediately preceding ( ) month period
of the calculation of the royalties hereunder.

4. All payments made to Licensor hereunder shall be by
means of official telegraphic transfer remittance, mail
transfer remittance, banker’s check or through non-resi-
dent foreign currency deposit account established at
bank(s) in ( ) in the name of Licensee and shall be
remitted to the baak designated by Licensor.

Article 7. Supply of components, parts and raw materials

1. Upon Liccnsee’s written request, Licensor shall supply
components, parts and raw materials to Licensee in due
time and at reasonable and competitive prices.

2. Licensee shall open irrevocable Letter of Credit to buy
components, parts and raw materials from Licensor.

Article 8. Records, Auditing and Reports

1. Licensee shall send its statement of royalties due for the
immediately preceding () month period together with
full evidences which Licensor may require, to reach Licen-
sor not later than ( ) days after the expiration of the
immediately preceding ( )} month period.

2. At the time of remitting the royalties, Licensec shall sub-
mit to Licensor a written report stating the net selling
price, overall order price with clients, the number, and the
type of the Licensed Products sold or used by Licensee
under this Agreement during the ( ) month period
ended on 30 June and 31 December each year.

Article 9. Guarantee

1. During the terms of this Agreement, Licensor shall be
responsible for damage resulting from defective Techni-
cal Information and parts furnished to Licensee by Licen-
sor.

2. Licensor shall not be responsible for consequential
damages resulting from the faulty application of Techni-
cal Information by Licensee.

TIES Newsletter, Number 40, March 1988

Article 10. Duration and Termination

1. This Agreement shall be effective for an initial period
of ( ) years from the effective date of this Agreement.

After the end of this period, the Agreement shall expire
without natice. The parties may agree to extend the term
of this Agreement, provided, however, that any extension
shall be subject to the necessary approv:1 by the Govern-
ment of the Republic of Korea.

2. If either party hereto continues in default of any obliga-
tion imposed on it herein for more than ( ) days after
wrilten notice has been dispatched by registered airmail
by the other party requesting the party in default to remedy
such default, the other party may terminate this effect by
registered airmail to the first party and this Agreement
shall terminate on the date of dispatch of such notice.

In the event of bankruptcy, receivership, insolvency or as-
signment for the benefit of creditors of either party hereto,
the other party may terminate this Agreement, effective
immediately by giving the first party written notice to that
effect.

Article 11. Use of Trademark and Brand Name

1. Licensor hereby grants to Licensee, upon the terms and
conditions hereinafter specified, (an exclusive, a non-ex-
clusive), non-assignable licence to use the Licensed
Trademarks dering such time as this Agreement subsist in
such manaer as not to deceive the public, on and in con-
nection with the Licensed Products. Licensor will not
grant a Licence to use the Licensed Trademarks in the
Contract Territory to any other third party in Korea during
the term of this Agreement.

2. Licensce shall be entitled to use Licensed Trademarks
on Licensee’s letter headings, invoices and all advertising
and promotional material in such form and in such man-
ner as shall be approved ar the first consulting in writing
with the Licensor.

3, Each Licensced Trademark shall be used only after it has
been duly registercd with the Patent Oftice, and after this
Agreement has also been duly registered with the Patent
Office.

4. This License to use the Licensed Trademark is provided
on a royalty frec basis.

5. If this Agrecement is terminatced, Licensce shall im-
mcdiately cease using the Licensed Trademark.

Article 12. Patent Infringement

Should any Licensed Product manufactured by Licensec
strictly in accordance with the Technical Information sup:-
plicd by Licensor undcr this Agreement partially or total-
ly infringe of patent right belonging to the third party which
shall make a claim against Licensce for alleged infringe-
ment of such patent right, Liccnsece shall immediately by
telex inform Licensor thereof and transfer the claim with
all pertinent details to Licensor, who shall be responsible
for handling of the claim and Licensce shall in no respect
have auy responsibility for the claim from such party.
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Article 13. Secrecy

Licensee agrees that it shall not without prior writtea con-
sent of Licensor sell, assign or divulge the Technical Infor-
mation disclosed and furnished by Licensor hereunder in
any manner to anyonc except those of its employees and
its subcoutractors who will be using such information in
the manufacture and erection of the Licensed Products.

Article 14. Taxation

Customs dutics, taxes and any similar charges which may
be imposed by the Korean Government with tespect to this
Agreement shall be borne by Licensee. All other customs
duties, taxes and similar charges which may occur in ( ) as
a result of entering into this Agreement shall be paid by
Licensor.

Article 15. Arbitration

Any dispute arising under or by virtue of this Agreement
or any difference of cpinion between the parties hereto
concerning their rights and obligations under this Agree-
ment, shall be finally resolved by arbitration. Such arbitra-
tion proceedings shall take place in (Scoul, Geneva) in
accordance with the applicable rules of arbitration of (the
Korean Commercial Arbitration Board, the Intesnational
Chamber of Commerce), but the proceedings should take
place in the English language. The decision of the arbitra-
tion proceedings shall be final and binding upon both par-
tics.

Article 16. Effective Daie

It is clearly understood and agreed by both parties that this
Agreement shall be deemed effective when all conditions
imposed by the Korean Government and the Govern-
ment of ( ) shall have been met to the satisfaction of
Licensor and Licensee.

The date of the letter of such government approval shall
become the effective date of this Agreement. Licensee and
Licensor shall notify in writing to the other party specify-
ing the date of their respective Government’s approval.

Article 17. Applicable law

This Agreement shall be construed and interpreted in ac-
cordance with the laws of the Republic of Korea.

Article 18. Force majeure

Neither party shall be liable to the other party for noaper-
formance or delay ini performance of any of its obligation
under this Agreement due to causes reasonably beyond its
control including fire, flood, strikes, labour troubles or
other industrial disturbances, unavoidable accidents,
governmental regulations, riots, and insurrections. Upon
the occurreice of such a force majeure condition the af-
fected party sha!l immediately notify the other party with
as much detail as possible and shall promptly inforn the
other party of any further developments. Immediately
after the caus=is resnoved, the affected party shall perform
such obligations with all due speed unless the Agreement
is previously terminated in accordance with Articie 10
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hereof.

Article 19. Notices

All communication notices or the like between the parties
shall be valid when made by telegraph or telex communica-
tion subsequeatly to be confirmed in writing and ad-
dressed to the following addresses

To Licensee:
To Licensor:

Article 20. Language

1. The language to be used in rendering the Technical In-
formation disclosed and furnished to Licensee by Licen-
sor under this Agreement shall be in English.

2. The language for correspondence between the parties
and any documeatation shall be in English.

Article 21. Entirety

This instrument embodies the entire agreement and un-
derstanding between the parties hereto relative to the sub-
ject matter hereof and there are no understandings,
agreements, conditions or representations, oral or written,
expressed or implied, with reference to the subject matter
hereof that are not merged herein or superseded hereby.
Nc modification hereof shall be of any force or effect un-
less reduced to writing and signed by the parties claimed
to be bound thereby and no modification shall be effected
by the acknowledgement or acceptance of any order con-
taining different conditions.

IN WITNESS WHEREQOF, the parties have caused this
Agreement to be executed by their duly authorized repre-
sentatives as of the date first above written.

For and on behalf of For and on behalf of
By: By:

Typed name: Typed pame:
Position: Position:

An introduction to the use of warranties and
guaranties

For the benefit of our readers, we shall be reprinting a
number of extracts in the next few issues of the T/ES
Newsletter from a highly informative paper we have had
prepared by Mr, G. Markos of Chemokomplex, Budapest,
Hungary.

The purpose of this paper will be to serve as an instruc-
tiou manual during training workshops on contract and
licensing procedures which we have found to be increas-
ingly in demand by the developing countrics.

The question of warranties/guaranties is one of the most
important and also one of the most intricate problems in the
international transfer of technology and yet, in general, it
reccives much less attention in the developing countrics
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thanforcnmplethcproblcmofpaymcntsorthatofthc
restrictive clauses.

The question, why is the problem of warranties/ guaran-
lics oze of the most important ones, can be casily answered:

Because the transfer of technology is one of the most im-
portant tools in the advance of the developing countries,
and since it usually involves considerable amounts of
money, usually in limitedly available free currency - espe-
cally when connected with the construction of a complete

plant - the recipient company and its government arc
kecnly interested in getting assured that the project would
bring the expected resuits.

We may ask the question: are warranties/guaranties the
best assurances for the success of the transfer of technol-
ogy?

Whilst they are important and their role must be very
strongly cmphasized, the answer to this question is
definitely: NO.

The best assurance, the best guaranty for a successful
technology transfer is the proper selection of the technol-
ogy and partner for such transfer, the thoroughly and well
organized preparation and realization of the investment
and that of the transfer, the creation of the proper inter-
est in the success of all parties and persons involved and
concerned, the good relationship based on mutual trust
between the parties — and a carcfully, precisely, fairly and
properly conceived and worded agreement or contract -
the warranty/guaranty clauses included.

In the process of transfer of technology we usually need
a new plant or get an existing plant converted or enlarged.
This involves a great variety of activities: supply of tech-
nology with the grant of licence rights, supply of basic en-
gincering, supply of detailed or simple engincering,
execution of civil cngmccnng works, supply of cqmpmcnt,
exccution of erection and commissioning, supervision of
crection and of commissioning, provision of training,
supply of software, supply of ancillary industrial property
(trademark, utility model, etc.) rights, supply ol manage-
ment, ctc.

All these activities may be covered by one single agree-
ment or contract or they may become subjects of more
separate agreements or contracts.

N.B. The words "agrecment” and "contract” are both
used here. It should be remembered, however, that in the
Anglo-American legal usage, a binding agreement, ir-
respectively of the fact, which title or word is used, is a
“contract”.

Our responsibility and also our risk is the greater, the
more suppliers and contracts are involved. Our risk is
reduced most in the case of a turn-key contract or in the
case of a complete plant with an integrated responsibility
of the supplicr. Not only that the risk is reduced and the
aumber of partners we are confronted with is reduced to
one or two, but the formulation of the contractual warran-
tics/guarantics is also significantly simplified. We are per-
mitted in such a case not to bother with all the details, with
all part supplies and services, but to concentrate on the
really vital points.

Needless to say, this solution is more expensive.

In order to make an economy in free currency, we often
may be forced to un-packaging, i.c. to want that what could
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be produced and done by local supplicrs, should be sup-
plied or done by them.

In such cases, possibilities as to structure of contracts and
responsibilities are principally as follows:

@ We succeed in getting the licensor to accept that he
subcontract suck local suppliers as a main contrac-
tor. In this case the contract still remains areal turn-
key or complete plant job.

® We accept the role to act as the sub-contractor (o
the licensor and we make the contracts with the
local suppliers. In such a case we take the respon-
sibility for our part suppliers, leaving the respon-
sibility of the licensor as main contractor for the en-
tire plant quasi intact. In such a case the agreement
will be a "quasi turn-key” or a “quasi complete plant”
one.

e We make the contracts with the local suppliers and
exclude such supplies from the scope of our con-
tract with the main contractor. This is also a variety
of the quasi complete plant contract.

o We undertake the role of the mair. contractor, sign
a licence agrecment with the licensor, an engineer-
ing agreement, contracts for civil engineering
works, contracts for the procurement of all equip-
ment, contracts for erection and commissioning
anc agreements for technical assistance.

This series of possibilities is a series of decreasing cx-
penses, but also a szries of increasing responsibilities and
of risks from our own point of view.

The choice will be ours. It will be a matter of sound and
realistic, prudent judgement of the local forces and cx-
perience, of the task, of the financial possibilities and of
the risks involved. The more experienced our staff and
management is, the more inclined shall we be to take such
risk and become even more experienced, earlier and morc
self-reliant, otherwise the damage could be much greater
than the economy that could be made in expenses.

Independently from the possibility of the above struc-
ture, from the number of contracts, of the type of the con-
tract in question, it will be valid for every contract that the
main obligation of the supplier is to supply the goods or
provide the services as specified in the contract, whilst the
main obligation cf the Licensee is a double one: to accept
the goods or services and to pay the considerations, again as
specified in the contract.

What is the role of warranties/guaranties in a contract?

To clearly stipulate the contractual liability of the sup-
plier for defects in his supplies.

What is liability?

According to Black’s Law Dictionary, "liability is a broad
legal term to describe the state of someone who is bound
in law and justice to do something which may be enforced
by action or to do, pay or make good something; It is an
unliquidated claim".

And “liable", i.c. to be liable mcans: "bound or obliged in
law or equity; responsible; chargeable; answerable; com-
pellable to make satisfaction, compensation or restitution;
to be obligated; accountable for or chargeable with; ex-
posed, as todamage, penalty, expense, burden, or anything
unpleasant or dangerous; justly or legally responsiblc or
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answerable™,

According to Webster’s Dictionaries, "liable” is the state
of someone answerable for consequences; the state of
being bound to make good aloss; the state of being respon-
sible; of being liable.

And "liable" or to be liable means: *1. legally bound. as
to make good any loss or damage that occurs ia a transac-
tion; answerable for consequences; respousible; 2. likely
to have, suffer from, etc. exposed to or subject to; 3. sub-
ject to the possibility of; colloquially: likely (synonyms:
subject, open, exposed, susceptible, prone)”.

Cons - liability means a responsibility of the "li-
able person® to do something he promised to do and for
making pood the damage caused by his not doing it or not
correctly doing it, such responsibility being enforceable by
law.

In other words: to promisc means to undertake an
obligation. And obligation is inherent with being respon-
sible or Liable for acceptance of its consequences.

In everyday language, the role of the warranty/ guaran-
ty provisions in a contract is to specify what the respon-
sibilities of the supplicr are in the case of defects, or in
other words, what he is to do if something goes wrong
within his scope of obligations.

Now, it has been said taat the problem of warran-
ties/guaranties is not only one of the most important ones,
but also one of the most intricate ones. Why?

This question is not so easy to answer, because it is the
result of a number of factors and aspects.

Before indicating here at least some of such factors or
aspects, without going much into details and into theory,
let us first try to clarify the meaning of the main terms used.

What is a WARRANTY?

According to Black's Law Dictionary, "it is a promise that
a certain fact or state of fucts, in relation to the subject mat-
ter, is, or shall be, as it is represented to be".

According to the Webster’s Dictionary, it is a legal decd
of sccurity, a promisc from a vendor to a purchaser, that
the thing sold is such as represented. It is a guaranty,
specifically a guaranty or an assurance, explicit or implied,
of somcthing having to do with a contract, as of sale; cspe-
cially, the seller’s assurance that the goods or property is
or shall be as represented, or promised to be and although
breach of such undertaking doces not void the contract, it
docs make the warrantor liable for damages. A usually
written guarantce of the integrity of a product ard the
good faith of the maker given to the purchaser and general-
ly specifying that the maker will for a period of time be
responsible for the repair or replacement of defective
parts and will somctimes also for periodic servicing (a onc-
year warranty on a tclevision sct)”.

The one, who warrants, i.e. provides such promise, is
called the WARRANTOR, whilst the one, to whom it is
made, is callcd the WARRANTEE.

And what is a GUARANTY?

According to the Webster's Dictionary, "it is a form of war-
ranty, an undertaking that the cagagement or promise of
another one shall be performed: specifically (a) a pledge
that somcthing is as represented and will be replaced if it
doces not mect the specifications, (b) a positive assurance
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that something will be donc in the manner specificd; a
GUARANTEE; an expressed or implied assurance of the
quality of goods offered for sale, or the leagth of satisfac-
tory use to be expected from a product”.

The text of the dictionaries was quoted at such length to
snow what difference there is between the "commercial
usage” and the “strict legal usage” even in the Anglo-
American practice, not to speak of the differences in the
way of writiag them. It should be added that in the legisla-
tion of a number of European countries, the term "guaran-
iy” means obligations expressed in the contract, additional
to the warranties.

In short, warranty is a promise that the “thing” sold will be
as it is promised to be.

Some of the factors and aspects making the
problem of warranty/guaranty provisions intricate

Such aspects or factors could be grouped according to
their legal, economical and commercial nature.

Let us review some of the more important ones.

At the beginning of this article above it has been men-
tioned that the transfer of technology usually involves a
greal variety of activities. In addition to those said above, it
is obvious that the supplier’s responsibility for the com-
modity sold by him will be different from that for the ser-
vice provided by a consultant, or from one’s doing a simple
detailed cagineering job not involving know-how, only
conventional design knowledge or experience, or from
one's doing a basic engineering for a special and
proprictary process involving know-how (cavered perhaps
by a patent), or from that of a supplier of an equipment
not developed by him only produced on the basis of draw-
ings given to him, or from that of a supplier of serial
catalogue cquipment or from that of a company undertak-
ing an crection job, or from somcoite providing a
proprietary software.

The responsibilities in said cascs will considerably differ
from cach other in contents, limits and liabilities.

The above activitics also have legal contents as obliga-
tions and arc of a different naturc having an influcnce on
and affecting both the circle of responsibititics and the
price.

According to Black’s Lew Dictionary, it is: "A collateral
agrcement of another's undertaking: A promise to arswer
for payment of debt or performance of obligation if the per-
son liable in the first instance fails to make payment or per-
form the obligation; An undertaking by one person to be
answcrable for the payment of some debt, or the due per-
formance of some contract or duty, by another person, who
himself remains liable to pay or perform the same: 4
guaranty is a contract that some particular thing shall be
done exactly as it is agreed to be done by ane person or
another, and whether there be a prior or principal contrac-
tor or not".

Black continues:

"Guaranty and wa.Tanty are derived from the same root,
and arc in fact ctymologically the same word, the "g" of the
Norman French being interchangeable with the English
"W'. They are often used colloguially and in commercial
Iransactions as having the same signification, as where 2
picce of machinery or the produce of an estate is "guaran-
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teed” for a term of years, “warranted” being the more ap-
propriate term in such a case. A distinction is also some-
times made in commercial (i.e. not legal - author’s
comment) usage, by which the term "guaranty” is under-
stood as a collateral warranty (often a conditional one)
against some default or event in the future, while the term
*warranty” is taken as meaning an absolute undertaking, in
praesenti, against the defect, or for the quantity or quality
contemplated by the parties in the subject matter of the
contract. But in strict legal usage the two terms are wide-
ly distinguished in this, that the warranty is an absolute va-
dertaking or liability on the part of the warrantor, and the
coatract is void unless it is strictly and literally performed,
whilcaguanntylsapromnc,cnnrelyoollatenltothc
original contract, and not imposing any primary liability on
the guarantor, but binding him to be answerable for the
failure or default of another™.

The onc who GUARANTEES, i.c. provides such
promise, is called the GUARANTOR, while the one to
whom such promise is made, is called the GUARANTEE.

It should be mentioned that the word GUARANTY is
nowadays often written in the form of GUARANTEE. It
should not be mixed up with the person (the GUARAN-
TEE) receiving the guaranty.

The supply or saie of a simple scrial equip-
ment, i.c. of a serial pump is clearly of the darc (to give)
character. A simple detailed engineering or an erection is
clearly of the Yacere® (to do) character.

There are also mixed cases of both characters, ¢.g. the
supply of a special unit cqmpment developed by the supp-
ly involving process and engineering know-how elements.

It will be obvious that in the case of unpackaging and by
having separate contracts and separate supplicrs for the
above clements or activities involved with the project, it is
quite an intricate job to harmonize not only the timing and
sequence of such contracts, but also the obligations,
responsibilities and liabilities of the partners. All the more
50, as there are considerable differences in the various na-
tional legislations and in the codified laws and uncodified,
so-called "common laws" not only in terminology, but also
in the contents of the responsibilities or liabilities and in
the consequences and remedies in the case of defects or
defaults.

The techaology transfer or the licence is a more intricate
category than the above clements or activities from two
points of view.

The first one is that it is of a complex character having
both "dare” (e.g. supply of documentation) and “facere”
(e.g. provision of training) elements, making it similar to
those mentioned above, but having also a third clement
making it similar to that of a lease or usufactuary lease (the
technology is not "sold” but "licensed”, it is the licensor,
who remains thec owncr, but the licensec — in a similar way
as the usufactuary lessec - is entitled to make profits by its
use), and also a fourth clement making it similar to a con-
tract for work (thc licensor undertakes to produce a
result).

The second point of view is that except for a few
countries there is practically no specific legislation
anywhere on licence or technology transfer agrcements.
Consequently, if disputcs between partners to such agree-
ments get into courts, since responsibilities of a liccnsor
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arc not dealt with in most of the national legislations, the
judge wiil have to apply the rules or norms relating to the
sale, tothe lease (usufactuary lease) or to the contracts for
work, i.c. the general rules of contract law dealing with tan-
gible commodities, whilst the liceace and its subject, the
technology are definitely non-tangible commodities.

The job of the court would be considerably easier if there
is a clearly, precisely and fairly worded cortract.

The above described sitvation might even be more ag-
gravated if such a dispute has to be judged by a court of a
developing country, where courts are even less experienced
in the judgement of such disputes and where in a coe-
siderable number of countries, no codified law exists.

Even in cases where the national legislations contain
rules or norms concerning such transactions, many such
rules are not binding. Consequently, the contents and
provisioas of the contract will become more important and
these will greatly depend on the negotiating power of the

ies, where the liceasor will have more experience and
therefore be at an advantage - except for a well-prepared
licensee, matching him.

Legal literature available on warrantics/ guaranties and
connected provisions are usually and mainly written from
the supplier’s point of view, providing little help to the licen-
see.

Differences in the technicallindustrial natural environ-
ment and development stage of the technology supplying
and acquiring parties are: usually great. Because the licen-
sor mighi only be accustomed to partners at a similar stage
of development to his own, even in the case of perfect
goodwill, he might under estimate or over estimate the
possibilities of the licensee, resulting in difficulties in the
exccution and leading to disputes. This makes it even more
imperative that the licensee be well prepared and doubly
thorough in wording the contract in general and the war-
ranty/guaranty and connected provisions of the contract in
particular.

Resulting from the nature of the licence, in the concept
of most national laws, and mainly in the common law
countries, as already mentioned, responsibilities of a licen-
sor arc not dealt with. In addition to those already men-
tioned, it also has the result, that the risk should mainly be
borne by the licensee. For quite a long time in the history of
licensing, it was the principle of "cavear empror” (the buyer
should be careiul) that prevailed and in some countries it
partly continues to prevail. For a historically quite long
period, no guaranty was given by the licensor, and as Mcl-
ville cited it, a typical clause of licence agreements reads
as follows:

"Licensor believes that kncw-how supplied or to be-
supplied hereunder will be of commercial value to-
Licensee, but does not warrant or represent thatany of
it is fully ~omprehensive in its ficlds,that it is suitable to
Licensee’s purposes, that itis or is not capable of being
patented, that itdoes not infringe the rights of third par-
uics andwili not cause any damage or harm...".

This has changed, and nowadays licensors arc alrcady
inclined to offcr some guaranties (not all of them).

Usually, tbe licensor is prepared to warrant that the
product works if the technology is correctly applicd. The
licensor would probably seek to disclaim all responsibility
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other than this.

It must be admitted that there arc a number of reasons
for their cautiousness, among them that much of the suc-
cess of a liceace or of the transfer of technology depends
oa the activity and participation of the liceasee, oa his
skills, on the conditions prevailing at his works and in his
industry, on his supplics, ctc.

It has been mentioned already that many of the rules or
norms in cxisting legislations (these are called “implied
warranties”) are not binding. It also should be meatioaed
thallhcrcarealsobmdmgmlcs.Suchbmdmglcgalnorns
have priority over contractual provisions and cannot be
validly excluded.

But also non-binding norms or rules have a relevance, in
so far as the coatents of such norms should be compared
with the contents of the suggested warranty/guaranty
provisioas. If the latter is found to be more restrictive than
the non-binding law provision, they may serve for the
recipicnt as @ valuable guideline both in the wording of the
contract and in negotiating it. Preparation thereforc
should also include the study of the provisions of the
governing law, since the statutory provisions could be
more favourable for the liceasee than the contractual war-
ranties.

It should be kept in mind that a warranty/ guaranty is
also a commodity and also bas a price that must be paid.
Consecquently, an over-extensive thrust for too severe war-
ranty/guaranty provisions may not ow.-y lead to an iscrease
of the licence fees, but also might result in an over-dimen-
sionmg of the equipment by the licensor inr order to reduce
his risks in not meeting the guaranty values.

This, of course, would mandatorily lead to an unncces-
sary incrcase of the cost of the entire investment, impair-
ing the calculated return of capital. Therefore, it can be
said that the extent and the contents of the warran-
ty/guaranty provisions are a matter of sound and prudent
business judgement, to find the limit between what is criti-
cai and must be guaranteed and what is overdoing things
in order to over-assure ourselves.

The interests of the two parties are definitely conflicting
ones before the contract is signed. Obviously, the licensor
will be interested in reducing his own responsibilities and
Labilitics and if not totally excluding such lLiabilitics, at
least to reduce the content of guaranties below that
provided by law and to sct a limit to his liabilities as low as
possible. Quitc obviously, the licensee will be interested to
extend the coatent of the guaranty beyond that provided

by law and to sct the limit of the licensor’s liabilities as high |

as possibic. This again emphasizes the importance of the
negotiating power of the licensee, but also, how intricatc a
jebit is.

In what has been said above some of the factors and |

aspects making the problem of warranty/guaranty
provisions not only an important but also an intricate onc
has been given.

Why do we need warranty-‘guaranty provisions in the trans-
Jer of technology agreements?

Vuigarly speaking, because we want to be assured that
we get what we expected to get by signing the contract or
contracts and because the best designed and most careful-
ly prepared products are very often imperfect.
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Legally, we need such provisions in the contraci(s), be-
cause should anything go wrong due to some wrongly ful-
filled or unfulfilled obiigation, and should the dispute
come to 2 legal process, the first and most important "law”
(after the constitution and some stringent rules) any civil
court or board of arbitration will constider, will be the “will
of the parties’, as laid down in the coatract(s). It is also,
because, as already indicated, most of the potential laws
governing the coatract do not clearly specify the respoan-
sibilitics and Kabilities in the technology transfer agree-
menis for the good performance of a liceased technical
so.ution, and because consequeatly, such responsibilities
an liabilities might exist only to the extent as specifically
w ded, stipulated and undertaken in the contract(s). And
it is also because the licence and know-how transfer is scl-
dom the single subject and obligation in the contract,
making the nature of the contract and of the obligations
not only a mixed one, but also one, wherein such obliga-
tions are correlated to and overlapping each other.

It is therefore important, to have written provisions in
the contract for warranties/guarantics which should be
carefully, but fairly worded.

When emphasizing the importance of the warranty/
guaranty provisions, it should be permitted to repeatedly
remind ourselves of certain conclusions he history of
transfer of technology transactions has taught.

As far as the issue of warranty/guaranty provisions has
been dealt with in handbooks, manuals and other litcra-
ture, it has been usually treated as a legal question which
must be solved dfter a problem in the performance of the
contract has arisen. It is therefore limited to the "ex post”
or ulterior interpretation of given contractual clauses.

But we should always handie it from an “ex ante” or
preventive approach. The licensec is less interested to solve
problems and to seitle disputes in court after they have
arisen. His main interest is fo avoid problems and disputes
from the very beginning. A lucrative transfer of technology
has never ended in court. And cases in court have rarely
resulted in the lucrative production of the licensed goods.

Therefore, it should always bz borne in mind that the set
of warraaty/guaranty provisions is only a means and not a
purpose. Ard that our putpose is the success of the IN-
NOVATION for which we nced the assistance and long
term truthfui co-operation of the licensor, and that if we
fail and our innovation fails, also his reputation will be at
stake. The reputation o any serious company acting as a
licensor is a very serious and valuable guaranty.

It also should be remembered that according to many
experts in licensing, a license agreement and a technology
transfer transaction comes close to a sort of a joint ven-
turc. It should be remembered that the licence fee is prac-
tically based on the profit-shariag principle. This aiso
means that both parties take their share not only in the
profits, but also in the risks. It should also be added that it
is always the licensce that takes the greater pari from both
the risks and the profits.

Consequently, it again should be stressed that the best
assurance, the best "guaranty” is the appropriate prepara-
tion of the transaction, the proper selection of the technol-
ogy based on an extensive market rescarch, the Froper
sclection of the licensor, the timely and proper organiza-
tion of the entire investment, the proper organization of
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the absorption of the new technology, including the proper
organization of rescarch and further development, the
harmoaization of the interests of the recipient company
with the national prioritics, in short, 10 make the transac-
tion a real INNOVATION process. In doing so, we will
also have a proper, balanced coatract and we will be able
to have our risks reduced ar.d our techno logy bring the ex-
pected results.

RECENT LEGISLATION

Transfer of technology reguiations for Spain

In the last issvee of the TIES Newsletter (No. 39) we men-
tioned umier "Registry News™ that Spain has adopted new
transfer of technology ions. Hercunder we are
pleased to orint a translation from the Spanish text.

From Official Bulletin of State No. 11 dated Wednesday,
13 January 1988, pages 1082-1091.

MINISTER OF RELATIONS WITH THE CORTES
AND SECRETARY TO THE GOVERNMENT

671 Royal Decree 1750/1987 of 18 December liberaliz-
ing the transfer of technology and the provision of foreign
technical assistance to Spanish enterprises.

Decree 2343/1973 of 21 September (published in the
*Official Bulletin of State® dated 2 October), together with
its procedures for practical implementation, has been the
provision that to date bas governed contracts for the trans-
fer of foreign technology for the benefit of Spanish
enterprises. While it has been in force, the Decree has
enabled the Administration to exercise control over an
aspect of particular importance in the economic life of the
nation, namely the import of foreign technology. Never-
theless, owing, first, to the considerable industrial
development in our country since that date and, second,
to the pressing need for liberalization which, for transac-
tions of this kind, derives from their "current” nature, it be-
came an urgent matter to establish regulations to govern
technology transfer that were more liberal than those em-
bodied in the aforesaid Decree.

The present Royal Decree puts this into effect and ex-
pressly abolishes the rules in force until now. It also seeks
to reconcile the essential principle of liberalization, em-
bodied in article 2.1, with the need felt by the Administra-
tion to possess detailed qualitative knowledge of the type
of technology and technical assistance imported by
Spanish enterprises, as well as the participation by Spanish
enterprises in technological research projects carried out
beyond our frontiers, whether by international consortia,
with the participation of a Spanish enterprise, or by the
parent companies of the Spanish enterprises.

The twin objectives of liberalization and acquisition of
information are reconciled by the establishment of an ad-
ministrative vetting procedure to be carried out prior to
transactions of this type, similar to that currently in force
for specific foreign investments in Spain, a system which
has proved to be a useful source of statistical information
to somc extent at variance with the principles of liberaliza-
tion and flexibility in international mercantile trade. As a
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guarantee that this prior veiting procedure is not designed
to grant any nary powers to the Public Ad-

ministration in conncction with the transfer of technology
and foreign technical assistance, article 2.6 stresses that
vetting may only be negative when the value of the agreed
counter-services clearly exceeds the true value of the tech-
nology transferred or of the technical assistance rendered.

The Royal Decree makes the General Directoraie for
Forcign Transactions the sole organ concerned with the
particulars and vetting (¢ transactions, but establishes a
system to enable the General Directorate for Industrial
and Technological Ianovation to be kept abreast of opera-
tions subject to vetting. It also lays down that the Register
of Contracts for the Transfer of Technology shall subsist,
in a merely statistical role, and that the registration of con-
tracts therein shall be a discretional administrative proce-
dure and shall aot be a prerequisite for the effectiveness
of the contracts.

Therefore, subject to the approval of the Ministry
responsible for Public Administration, on the joint
proposal of the Ministers for Economic Affairs and for In-
dustry and Encrgy, and subject to the opinion of the meet-
ing of the Council of Ministers on 18 December 1987,

THEREBY DECREE THE FOLLOWING:

Article 1. Sphere of application

1. The following transactions are subject to the prescnt
Royal Decres:

(a) A non-resident transfers to a resident the right of
ownership, exploitation or use of:

Patents of invention

Working models
Non-patented secret information applicable toproduc-
tion activity (know-how)
Computer programs for industrial or business
use(software).

The foregoing shall in 20 case include programs for
recreational purposes.

(b) A non-resident transfers to a resident the right of
ownership, exploitation or use of registered trademarks or
sigas, models, industrial drawings or designs, or signs
franchise agreements with residents in the capacity of
franchiser.

(c) A nox-:esident provides a resident enterprisc with
any of the following services:

Engineering or elaboration of technical projects
Access to data bases or technical or economicinforma-
tion and documentation services forEnterpriscs

Any other form of technical assistance dircctlycon-
nected with the activity of the Spanishenterprise and
requiring payment of more than10 million pesctas per
annum.

(d) A resident should pay non-resident persons or or-
ganizations for participation in rescarch and development
activitics carricd out by:

International consortia, groups, companies orunions of
enterprises of which it is a member orin which ot par-
licipates

Forcign companics or organizations of which itis a
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parent or subsidiary enterprise.

2. The following scrvices are not subject to the
provisions of the preseat Royal Decree:

Those connected with assembly, supervision, start-up,
maintenance or repair of machinery, means of traasport.
industrial plant and any other items of equipment.

Those coanected with the trainiag and instructions of
personnel working for Spanish enterprises, whether
provided in Spain or abroad.

Likewise, the present Royal Decree does not apply to
denved transactions, such as sublicences, subfranchises or
others, in which the transferer resident in Spain partially
transmits to another resident the rights resuiting from a
transaction which is subject hereto.

3. The definitions of resident and non-resident are set
out in the provisions of Law 40/1979 of 10 Deccmber, and
Royal Decree 402/1980 of 10 October (published in the
“Official Bulletin of State” dated 8 November) on the Legal
Exchange Control system and the other such regulations.

In accordance with the terms of the above-mentioned
regulations, branches and establishments in Spain of
foreign legal entities or non-resident individuals shall be
deemed to be resident i Spain.

Asticle 2. Conditions appliccble to transactions

1. The transactions svject to the present Royal Decree
may be carried out freely, but remain subject to the prior
administrative vetting procedure. The omission of this
procedure may give rise to the liabilities indicated in Law
40/1979 and Royal Decree 2402/1980, mentioned in the
preceding article.

2. Prior vetting of transactions subject to the present
Royal Decree shall be requested from the General Direc-
torate for Foreign Transactions on form TE30, as shown
in annex 1 hereto, which shall be accompanied in cupli-
cate, with a Spanish traaslation if it is completed in any
other language, by the accrediting documentation for the
transaction (contract, invoice or similar document).

In the case of contracts which include more than one of
the types of iransaction defined in article 1.1, a single form
TE30 shal: be submitted.

In the case covered by article 1.1 (d), the accrediting
documentation shall consist of the contract or agreement
of the group making up the participating enterprises, the
type of activity involved, the cost sharing criterion and the
rights attaching to the enterprises.

3. The application must be submitted by the Spanish
enterprise receiving the technology or benefiting from the
technical assistance. Notwithstanding this, in the case of
computer programs the application must be submitted by
those who distribute them ie Spain,

4. The General Dircctorate for Foreign Transactions
shall immediately pass the application on to the General
Directorate for Industrial and Technological Innovation
of the Ministry of Industry and Energy, which shall give it
a decision within the period of ten working days indicated
in articlc 86.2 of the I_aw on Administrative Procedurc. If
the General Dircctorate for Industrial and Technological
Innovation decms the documentation provided to be in-
complete or defective, it shall notify the General Direc-
torate for Forcign Transactions accordingly and the latter
shall, if it has not alrcady donc s0 on its own initiative, rc-
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quire the party concerned to make good such defects or
deficiencies, suspending the period referred Lo in point 8
of this articdle whick shall recommence once the omission
or defect has been corrected.

5. The General Directorates for Foreign Transactions
and Industrial and Technological Innovation shall pass the
documentation on to the General Directorate for the
Protection of Competition if they find therein any clauses
that may be contrary to Spanish or Community legislation
on free competition.

If this occurs, it shall not interrupt processing of the ap-
plication and the interested party shall be informed there-
of.

6. The General Directorate for Foreign Transactions is
only empowered to reject favourable vetting of a transac-
tion when the value of the agreed counter-service clearly
exceeds the true value of the technology transferred or the
technical assistance rendered. If the General Directorate
for Industrial and Technological Innovation thinks this
may be the case, it shall notify the General Directorate for
Foreign Transactions accordingly, as set out in point 4 of
this article, and the latter shall reject favourable vetting of
the transaction.

The rejection, of which the interested party must be
notified, must be accompanied by the relevant reasons, as
required in article 43 of the Law on Administrative
Procedure, and under the provisions of that law may be
subject to appeal.

7. If the application is favourably vetted, the General
Directorate for Foreign Transactions shall process the
model form submitted, one copy of which being returned
to the intercsted party.

8. At the end of a period of 30 working days from sub-
mission of the documentation referred to in point 2, if
there has been no express notification of a decision or any
administrative notification, the transaction shall be
deemed to have been favourably vetted.

9. After a period of five years from the date of
favourable vetting of the transaction, the validity of i shall
expise and it shall be necessary, on occasion, to submit an
application for rencwal using form TE30R, as shown in
annex 2 to the present Royal Decree.

It will also be necessary to submit an appli~ation for
amendment, using form TE30R, when any aspect of a
transaction that has alrcady been vetted is altered or therc
is any substantial change in the content of the transaction
or the payment agrcement.

10. Favourable vetting by the General Directorate for
Foreign Transactions of a transaction subject to the
present Royal Decree shall be considered effective for the
sole purpose of exchange control and shall not prejudicc
cither the fiscal assessment relating to foreign payments
deriving therefrom or to the transaction’s compliance with
the remaining legal requirements.

Article 3. Conditions relating to payments

1. Once the transaction has been favourably vetted,
cither expressly or tacitly, the payments devolving there-
from may be freely made through the designated agency
within a period of six months from the date of devolution,
in accordance with the procedure established by the
Gieneral Directorate for Foreign Transactions.
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If favourable vetting is given tacitly in accordance with
the provisions of point 8 of the preceding article, the inter-
ested party must inform the designated agency chosen to
make the payments of this circumstance.

2. With regard to the variable inputs to be transferred
which are not indicated as fixed on form TE30 subject to
vetting, the interested party shall notify the designated
agency of the form established by the General Directorate
for Foreign Transactions and its compliance with the pay-
ment agreement covered by the favourable vetting.

3. If the technology transferred takes the form of a direct
contribution to a Spanish enterprise, in addition to the
provisions of this Royal Decree it will be necessary to com-
ply with (he legislation governing foreign investments in
Spain.

In particular, if the foreign investment specifies prior ad-
ministrative vetting or authorization as stipulated in the
Royal Decree 2077/1986 of 25 September (published in the
"Official Bulletin of State® dated 7 October) approving the
Regulations governing Foreign Investments in Spain and
the various supplementary rules, the relevant application
shall be submitted at the same time as the applization for
vetting of the transfer of technology.

Article 4. Monitoring and control

1. Without prejudice to the strictly confidential nature
of the transactions covered by the present Royal Decree,
the General Directorate for Foreign Trancactions shall
notify the Generar Directorate for Industrial and Tech-
nological Ianovation of the transactions that have been
favourably vetted and shall provide it with information for
the purposes of the statistical monitoring of the ensuing
payments.

2. The Generai Directorate for Foreign Transactions,
on its own initiative or at the behest of the General Direc-
torate for Industrial and Technological Innovation, may
make a subsequent check on the truth and accuracy of the
payments generated by the transactions to which the
present Royal Decree iefers and may also require the
Spanish enterprises to provide any supplementary infor-
mation needed tc build up a better statistical picture of
such transactions.

ADDITIONAL PROVISIONS

1. There shall be a Register of Contracts for the Trans-
fer of Techrology, established by Decree 2343/1973 of 21
September, for the sole purpose of statistical records, as
indicated in the present Royal Decree.

2. Contracts for foreign technical assistance which are
not subject tothe present Royal Decrec, as well as the costs
incurred in the registration and approval of patents and
trademarks, shall be free and the foreign payments deriv-
ing therefrom shall be: subject to the procedure established
by the General Directorate for Foreign Transactions.

TEMPORARY PROVISIONS

1. Proceedings concerning transactions subject to this
Royal Decree which have not been completed when it
takes cffect shall continuc to be processed according to
the procedurc applicable to date, without prejudice to the
right of the interested parties to terminate their applica-
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tion and submit a new application as required in the
present Decree.

2. Holders of contracts for the transfer of technology
and the provision of foreign technical assistance which are
in force and have been authorized according to the pre-
vious requirements have the option of submitting an ap-
plication for amendment in accordance with the
procedures contained in the present Royal Decree using
form TE30R.

The payments generated by the contracts mentioned in
the preceding paragraph, whether or not they are
amended, shall be subject to the procedures contained in
the present Royal Decree from the date on which it takes
cffect.

FINAL PROVISION

The Ministries of Economic Affairs and of Industry and
Enecrgy arc hereby empowered to lay down the provisions
necessary for the enactment of the present Royal Decree
and to amend the annexes thereto.

EXCEPTION

Without prejudice to the terms of the first additional
provision, Decree 2343/1973, the Orders issued by the
Ministry of Industry and Energy on 5 December 1973
(published in the "Official Bulletin of State™ dated 17
December) and 30 July 1981 (published in the "Official
Bulletin of State” dated 13 August) and any other
provisions of equal or lower status than the present Royal
Decree which are contrary to the provisions contained
herein are hereby repealed.

Issued in Madnid on 18 December 1987.
Juan Carlos R.

Minister of Relations with the Cortes and Secretary to the
Government

Virgilio Zapatero Gémez

PUBLICATIONS

Follow-up Subregional Meeting on the Promotion of
Intra-African Industrial Co-operation within the Framework
of the Industrial Development Decade for Africa (IDDA)
Tangier, Morocco, 30 May - 3 June 1988

ID/WG.4723(SPEC.) Revised integrated industrial promotion
programme for the North  African subregion. Background document
No.1

ID/WG.4TYA(SPEC.) Subregional co-opcration in the ficlds of in-
dustrial training, consultancy and entreprencurship. Background docu-
ment No.2

ID/SERM/23 Industry and development No.23 (ISBN 92-1-106223.
3/ISSN 0250-7935) (Sales No.: E.88.111.E.3 $US 18)

IDAs4 (UNIDO/LIB/SER.B/62) Industrial development abstracts.
UNIDO Industrial Information System (INDIS) Nos. 15401-15700
(ISSN 0378-2654 SUS 22)

1D/357 (ID/WG.470/11) First Consultation on the Non-ferrous Mcilals
Industry. Budapest, Hungary, 30 November - 4 December 1987,
Report.
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First Consultation on the Non-ferrous Metals Industry
Budapest, Hungary, 30 November - 4 December 1987

ID/WG 47011 (ID/3. /) Report.

ID/SER.M/22 Industry and development No.22 (ISBN 92-1-106222-
S/ISSN 0250-7935) (Sales No.: ES8.II1.E2 SUS 18)

PPD.41/Rev.1 Solidarity Ministerial Meeting for (SPEC.) Co-operation
in the Industrial nt of the Republic of Cape Verde. Praia,
Cape Verde, 6-10 Junc 1968. Basic country paper.

PPD.41/Add.1 Project proposals. Addendum. (SPEC.)
IPCTS6(SPEC.)Global Preparatory Mceting for the First African
Regional Consultation oa the Phosphatic Fertilizer and Pesticide In-
dustry. Lom/, Togo, 3-6 February 1988. Report

IPCTSS Mecting of the Consultative Group on Informatics Technol-
ogy for Development. Vieana, Austria, 14-16 December 1987. Repont
PPD.64 Guidelines for the development of the agnicultural machinery
and implements industry in Latin America: country case studies.
Volume I1. Sectoral studies scries No. 40

PPD.65 Industrial development review series. Burma. Traasition to
agro-based industrial economy

PPD.67 Industrial development review serics. Jordan. Stimulating
manufacturing employment and exports
PPD/R.14 New forms of industrial
policies in regional arrangements
UNIDO/PC.141 Guidelines centaining illustrative articles of a licens-
ing and engineering services agreement for the construction of a fer-
tilizer plant, inciuding technical annexures

IPCT.46 Small-scale manufacture of stabilized soil biocks.
UNIDO/ILO Technical Memorandum No. 8

IPCT54(SPEC.) Expent group meeting for the Asian and Pacific
Region, in preparation for the First Consulistion on the Sugarcane
Processing Industry. Guangzhou, People’s Republic of China, 22-24
March 1988. Sugar situation in Africa, Asia, Latin America and the
Caribbean, and Oceania: Problems and solutions

PPD.69 Tariff and non-tariff measures in the world trade of pesticides
(prepared by the UNCTAD secretariat for UNIDO). Sectoral Work-
ing Paper Series No. 65

PPD 70 Management of industrial rescarch and seivice institutes in the
building materials and construction sector in developing countries. Sec-
toral Working Paper Series No. 66

IPCT 52%(SPEC.) Technology profile on mini foundries

IPCT.S3(SPEC.) Discussion meeting on advanced materials for
developing countries. Vienna, 7-10 December 1987. Repont
10.69(SPEC.) Workshop on small-scale boatbuilding and boatrepair
technology for the selected West African countries. Accra, Ghana. 30
November - 5 December 1987. Final report

PPD.62 The building materials industry: its role in low-cost shelter
programmes. Sectoral Studies Series No. 39

IPCT 49 Joint UNIDO/UNESCO/KIER (Korean Institute of Energy
and Resources) Workshop on Information Network for New and
Renewable Sources of Encrgy and Energy Conscrvation in Small and
Medivm Industries of Asia and the Pacific Region. 26-31 October 1987,
Daejeon, Republic of Korea. Report

IPCT 50(SPEC.) Information package on production of baker’s yeast
10.10 The rice bran oil refining technology

PPD.63 Industrial development review series. Zimbabwe

PPD.68(SPEC.) Improving the international comparability of industrial
statistics: illustrations of UNIDO methods

PPD.72 Women and human resource development for industry

co-operation and investment
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MEETINGS

16-20 May. Workshop on Industriai Co-operation among Developing
Countrics in the Field of Agricultural Machinery and Agro-Industries
(UNIDO Meeting). Novi Sad, Yugosiavia.

16-22 May, 23 May-1 June, 2-9 June. Rencwabie Energy Equipment
Projects Ideatification and Promotion Programme (UNIDO Mecting).
Rome, ltaly. Milan, ltaly. Vieana, VIC Conf. Rm. lII.

30 May-3 June. Follow-up Subregional Meeting oa the Promotion of
Intra-African Industrial ration within the Framework of the
IDDA for North Africa (UNIDO Mecting). Taagier, Morocro.

30 May-3 June. Workshop for UNIDO/INTIB National Focal Points on
Industrial Information Networking and Co-operation (UNIDO Mcet-
ing). Moscow, USSR

6-10 June. Solidarity Ministerial Meeting for Co-operation in the In-
dustrial Development of the Republic of Cape Verde (UNIDO Mect-
ing). Praia, Cape Verde.

7-10June. Regional Expert Group Mecting on Smail- and Medium-scale
Enterprises including Co-operatives (African region) (UNIDO Mecet-
ing). Harare, Zimbabwe.

27-30 June. FAO/WORLD BANK/UNIDO Working Group on Fer-
tilizers (UNIDO Mecting). Vieana, VIC Conf. Rm. VIL

June. Expert Group Mecting on the Processing of Raw Matenials
(UNIDO Mecting). Vieana, VIC.

June. Workshop on the Fisheries Industry in the Caribbean Islands
(UNIDO Meceting). Port-au-Prince, Haiti.

5~15 July. UNCITRAL - Working Group on International Payments,
17th session. New York, USA.

6-8 July. Preparatory Committee on the Establishment of the Intema-
tional Centre for Genetic Engincering and Biotechnology (ICGEB),
12th session (UNIDO Meeting). Vienna, VIC Conf. Rm. L.

26-30 September. Interregional Consultation on the Food Processing
Industry with Emphasis on Sugar Cane Processing (UNIDO Mecting).
Havana, Cuba.

Scptember. Expert Group Meeting on Pruits and Vegetable Processing
in preparation for the First Consultation on the Fruits and Vegetable
Processing Industry (UNIDO Meeting). China.

September. Global Preparatory Meeting on Small- and Medium-scale
Enterprises including Co-operatives (UNIDO Meeting). Tallinn,
USSR.

Scptember (S days). Expert Group Meeting on Off-shore Indusiry
(UNIDO Meceting). Hamburg, Federal Republic of Germany.

17-28 October. UNCITRAL - Working Group on the New Intemation-
al Economic Order_ 10th session. Vienna, VIC Conf. Rm. 1L

October. Regional Expert Group Mecting in Central America on Low-
cost Building Materials (UNIDO Meeting). Guatemala City.

October. Ninth Session of the Leather and leather Products Industry
Panel (UNIDO Meeting). P/cs, Hungary.

October. Asian Preparatory Meeting for the Regional Consuitation in
Africa on the Phosphatic Pertilizers and Pesticides Industries (UNIDO
Meceting). Lahore, Pakistan.

7-11 November. Invesiors’ Forum for the Philippines. (UNIDO Meet-
ing). Manila, Philippines.

November (3rd weck). Global preparatory meeting on the Flectronic:
Industry (UNIDO Meeting). Grenoble, France.

5-16 December. UNCTTRAL - Working Group on International Pay-
ments, 18th session. Vienna, VIC.

December. Investors’ Forum for West Africa (UNILZ O Mecting).
Dakar, Senegal.

December. Regional Consultation on th~ Phosg atic Fertilizers and
Pesticides Industries in Africa (UNIDO ifecting,. Abidjan, (Jte d'-
Ivoire or Lom/, Togo.
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