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DISCLAIMER

This document has been produced without formal United Nations editing. The designations
employed and the presentation of the material in this document do not imply the expression of any
opinion whatsoever on the part of the Secretariat of the United Nations Industrial Development
Organization (UNIDO) concerning the legal status of any country, territory, city or area or of its
authorities, or concerning the delimitation of its frontiers or boundaries, or its economic system or
degree of development. Designations such as “developed”, “industrialized” and “developing” are
intended for statistical convenience and do not necessarily express a judgment about the stage
reached by a particular country or area in the development process. Mention of firm names or
commercial products does not constitute an endorsement by UNIDO.
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without additional permission from UNIDO. However, those who make use of quoting and
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Iicence Agreements i

The most common formsof transfer of technology agreements are
the licence agreements with the following main types:

- Patent licence agreements

- Know-how licence agreements

- Trade-mark licence agreements

- Copyright licence agre.ments /for software in the industry/
- Franchise /licence/ agreementse

Other types of contracts involved in transfer of technology
transactions are:

- Sales contracts

- Contracts for work and labour

- Ieasing agreements /among them also usufructuary leasing
agreements/.

Iiain differences between licence agreements and the other types:

- Ho change in title sunlike in sales contracts/

- Usually longer in time
- Joint interest
- No special contract lawse
Similarities:
- Similarity to usufructuary lease
/fruits, proceeds are collected by the licehsee/
- Similarity to work and labour

/engineering usually involved - at least a basic engineerinsg .
and usually a result is promised mot always//

- oimilarity to sale /copies of documentation change title but
only as to their physical bodies, not to their intellectual
contents remeaining with the licensor/e

Differences between patent and know=how licence agreements:

- In the definition of the technical subject of the licence.
In the case of a patented invention, it is sufficiently defin.
cd by referring to the natent specificotion ond claims by
its number, whilst in the case of an unpatented know<how it
has to be defined by a more detailed descriptions
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In the way of protection of the technical subject of the
licence.

A patented invention enjoys the statutory protection of the
patent, whilst an unpatented know-how can only be protected
by secrecye

In sanctions and defense against infringemente

In the case of a patented invention the statutory protection
comes into motion, while in the case of an unpatémtéd invent-
ion or know~how wither laws protecting trade or business
secrets or laws against unfair competition can be used, or

~ if no unfair act has been involved /a competitor has develoj
ed it independently - nothing can be donee

Otherwise, there is no_difference between the two types of licence
agreementse.

REIARKS to be made:

In the strict legal sense, a "licence" applies only to "pro-
perty" that has statutory protection, which the -xnow-how"
does not enjoye Nevertheless, the share of the know-how li-
cence agreements shows a continuous increase and is quite
considerable in international tradee

The line between "patent licence" and "know=how licence" is
not reaily a marked one, since a licence agreement between
two companies from two different countries may have a technic-
al subject matter which is patented an the licensor?s country,
but is no%%$§¥§nted in the licensee?s countrye In such a case
and from the view of the licensee, the licence is a know=how
licence agzreemente

"Know-how" will be and is used here as a technical solution,
but it should be clear that there is ken-technical know-=how
too, like commercial knmow-how or management inow-~how etce

In this paper we will consider only technical know=howe




WHAT SHOULD BE IN A IICENCE AGREEMENT ?

There is no fixed, prescribed layoute Akso practice varies from
country to country and person to persone Similarly, the main
features are dictated by the subject of the licence and subjects
of the contracte

In general. main heads of a licence agreement are as follows:

Identification of the parties

Antecedents, includin most favourably tae economic aim and
purpose of the project and of the licence

Definitions

Grants -~ type of licence and subject of the licence with 1li-
mits

Considerations

Obligations of the licensor -~ Chammels for the transfer of
know=how

Ubligations of the licensee

Possible failures /warranties/ - Consequences

Intellectual property - Secrecy - PFurther developments
Provisions for variation in terms of contract under certain
circumstances

Term /duration/ of contract - Expiry - sSurviving rights and
obligations

Effective date

Premature termination and rights of the parties upon such
occurence

Applicable law

Forum for gsettling disputes

Iiacellaneouse

Some_comments and supggestions to these main heads:
ldentification of the parties

Requires the utmost eXQctity‘ﬁnd care to state the exact names and
addresses with nationalities, headquarters, abbreviated names, if
anye It is advised to take it seriously, it is 110 PORILLIT Ye
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Antecedents
This part should always be tailored to the case.

State capacity of the licensor sowner, entitled under a licence etce
State prior events preceeding the conclusion of the contracte

State status of the invention or technology and its phasee

State how and on what basis the licensee selected the technology.

State the economic aim and purpose of the contract and of the pro-
jecte

The purpose of the above is to indicate previous experience of the
licensor in the field and that he acknowledged and accepted the
economic aim and purpose of the contract. Needless to say, no licens
or will undertake any responsibility for the economic results of a
licence or a project which will necessarily be beyond his control,
but the technical features, serving for the basis of the economic
results, will be - if the contract is correctly worded, and if the
technology and its supplier has been correctly selected and the
contract is fair and correct in every respecte

Please, remdber that if such antecedents are under tle title of
"introduction" or"preamble" or are in the form of "whereas clauses"
such part does not belong to the main body of the contract which
will start only after the words "have agreed as follows" or "Now
therefore the parties agree". llany authors suggest now not to use
such clauses but include such antecedents as clauses of the contract
Should anyone still wish to follow this customary style, fthis pre-
amble part could be brought into the body of the agreement by making
proper reference to ite

Definitions

btate and define the invention or the technology, whether patented
or not and where, define it by patent number/s/ or in the case of
know-how, by some other technical description or specification. If
there are many patents, refer to an annexe

Define the technical subject matter of the licence: "Licensed Pro-
duct", "licensed Process", "ILicensed Techinology", "Licensed Trade-~
Iiark", "Iicensed Programme'.

DRFIHNB ALL NOTIONS IMPORTANT IN THE CONTRACTI
VO




Grants

Defiﬁgy%ﬁ%tsrofessional licence rights with their limits /manufact:
ure, use /process/, apnlication, saleo

Define and state the territory /geographival/ of the licencee.

It must be precise without giving possibilities for interpretation
perhaps on the basis of changeSe Eege NO "British Commonwealth" or
"EEC-member states" or "Group of 7", since they may undergo change:
It is advised to state the exact territorye.

Define and state the type of the licence: exclusive, sole or non-
exclusivee /Under an exclusive licence, the entitled person is the
licensee alone, even the licensor is excludede Under a sole licenc:
both the licensee and the licensor are entitled, everyone else ex-
cluded. Under a non-exclusive licence, the licensor reserves the
right to grant similar licences to others/.

Remember: Here again, the lines of the notions must be clears Ee.ge
A licence may be non-exclusive for the entire world, but exclusive
within the given countrye Or: The manufacturing licence may be
exclusive within the country with no permission to manufacture the
licensed product abroad plus a licence for marketing the product
with an exclusive right within the country and a non-exclusivity
outside of the country with restricted countries, where other
licensees have exclusive licencese

Considerations

Iicence fees may be: a lump-sum, running royaltiec or mived /2 so
culied ‘eniry fee plus running roysitiesje

Factors usually considered by selecting one of the above licence
fee forms:

Iumpsum: Advantageous for the licensee if it can be added to the
investment and so financed, whilst royalties are not fi-
nancede
Advantageous for the licensor, because he gets the total
of the licence fees immediatelyo
setback for the licensee:; it makes the licensor uninterest
ed in the succes after he collected the licence feecse

lkoyalties: Advontoges for the licensee are that he can puy the
licencefees—aliuayi—alier alote—ilo—cotbutlkomlior—tiilig—oitn




cept for the financing problem mentioned abovee
Setback for the licensor: his initial expenses occuded
in connection with the transfer of know-how are not cove:
ede

Mixed : Advantageous for both parties and is therefore the most
commonly used onee

It is prudent to bind certain parts of the Yentry fee"
to certainr acts /recépt of the documentation, of the
engineering, successful guaranty test run/.

It may be prudent to divide royalties between various
licence parts /patent, lmow-~how, trade-mark/.

It is important to state method for calculating royalties and thei:
bases /eege net sales price, how to obtain such net price with wha
deductions/e

State if there is an annual mirinum royaltye

It is advisable to remember that there are tax aspects and to con-
sult a tax experte.

State methods for payments and possible financial securities on
both sidesy also the documents for payments, copies etce with pres
criptions for book-keeping or extractse

It may be useful to remember that there might be two notionc cover
ed by the term "lumpocum"e Should it mean that the licencee has to
pay only one single amount /indifferently from the fact that this
amount may be payable in ingbalments linked to some acts/ and noth
ing more - the right name is "lump-cun fix"e But it could mean tha
the lump-sum to be paid refers only to a ziven zmount of productio:
and should more than that be produced, royalties are due for the
excess production - the name is "lump-sum royalty paid-up"e

Obligationc of the licensor

- 43 to patent rights /if any/

- To follow-up applications in the territory of the licence
and try to ret the patents sruntcde.
-~ To mointain patents in validitye
stipulaete who pays the annual renewcl fecse
~ If 5o required, to resister the licence with the I+-tent
Officce
—=_T0 infors {he ldcenscc opn chongcte




- To act in the case of an infringement
Possibilities: « Assistance to the licensee
~ Representation
-~ Inemification
-~ Hold-harmless
- As_to_know-=how

To transfer it by means of the following channels:

- Documentation needed for realisation oif the technology
- To provide the basic engineering if so required -Specify
- To provide training

Specify details: program, number and qualification of
trainees, program and place of theoretical and of practic
al training, period of it, fees and costs

- Consultetions in each phase - expenses involved

- Other involvements of the licensor
It is advisable to get him involved in =211 phases

Varranties
This is an intricate matter.

Resulting from the nature of the licence, in the concept of most
nctional laws, and mainly in the common law countries, pesponsibi-
lities of a licensor are not dealt withe In their concept, the rig]
should mainly be borme by the licenseee For quite =z long time in
the history of licensing, it was the principle of "caveat emptor"
/the buyer should be careful/ that prevailed and in some countries
~ at least partly - it continuec to prevailes For quite a long peri.
od no warranty was given by the licensor at all and as lLielville
cited it, a typical clause in licence agreements read zas follows:

"Jicensor believes that know=how supolied or to be supplied here-
under will be of commercial value to licensee, but does not warran
or represent that any of it is fully comprehensive in its fields,
that it is suitable to licensee?s purpoces, that it is or is not
capable of being patented, thaot it does not infringe the rights ol
third parties and will not causce any demame or hurmese”

iiowadays licensors are a2lready inclined to ofiier some warranticde

In the concept of most nationasl laws, the licensor should warront
thut the use of the liceased technolosy would not infrinrc the
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rights of third parties, and also that it would be suitable for the
purpose acquirede

Verranty against legal defects has been mentioned alreadye
It is a matter of negotiating skills and of the nature of the
licensed technology which of the possibilities mentioned will

applye Obligations of the parties in the case of a clainm for
infraingement should be stipulatede

It is advisable to include a statement, that the licensor is

entitled to grant the rights fon the basics of owmership or
licence/e

Care is the best warranty: a proper patent search in the terr:

tory of the licence prior to concluding the contract will re-
duce the risk of both partiese

It is also advisable to think of the possibility for-a third
party infringing the licence rights of the licensee.

"value warraties! or "technical guaraties"

It is advisable to fix critical values for critical pramaters
responsible for the commercial success and get them warranted

Details of a Performance Guaranty Test Run should be negotiat
ed and fixed in the contract with possible consequences for
not reaching themo

since the licensee is interested in the success and not in
collecting penalties or more correctly a reduction of the
“"price", it is advisable to make provisions for corrections
and repetition/s/ of the Test Rune.

It is gimilarly advisable to have weightings for the various
value warranticc, since their role and impact on the economic
result may be very differento

It is also advisable to fix limits under or above which the
technology could be refused.

Oblirations of the licensee

Payments

To make them at times and currcmcies as arreed
To keep books of account and records nceded to determine ro-
yalties and any other payments ac agrecds
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- To pay per diem and other fees agreede
- To comply with tax provisionse

Absorption of the technology

- To select proper staff

- To make them study the pertinent parts of the documentation
- To finalize the training program with the licensor
- To replace unsuitable staff memberse.

Orzonize and manage investment

Though it does not need explanatiorn and does not even belong to the
scope of the licence agreement, 1t meay be useful to call the attent
tion to its importancees The project will need investment and ac-
quisition of equipment, possibly from different sources and under
different contractse It is important to have warraniies for all
equipment fixed in a way - together with dates for delivery -~ that
the plant could be erected in good quality at the time foresecene
Otherwise, warranties for various items of equipment gould get lost
because theywarrdnty:-perimda:weculd get consumed by impreper timing
of deliveries, delayed erection and commissioning on the one hand,
and on the other, delay may either get warranties for values lost,
because the Performance Guaranty fest Run could not have been held
at the time set for it, in which case values should have been con-
sidered as met with, or, due to excess specific consumption fizures
of such equipment, disputes may arise with the licensore. Consequent
ly, the matter of design, procurement, erection, contracting, in
brief, the organization must be considered as an important part of
the obligation of the licensece

Production

- To uce the licence according to the conditions of the contract

- To maintain quality of the productse

- To accept liability for the performance of the products
/product liability/e
Reliability and freedom from defects in a product dependc as
mich on the correctness of the technolosy a2 on the way in
which it is uscde
A safety critical part in o motor vchicle cege con be renderc
faulty ~nd dangerous by o small mistske in hent treatment. Un.
less the liconsor iz to impose o loo 5 incpection of the pro-
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ducts and of the entire production /which would be impractical
and also very costly/, he caimot be hold responsible for con-
sequences of a defective parte

It is the licensee who has to accept full responsibility, and
he has to indemify the licensor against any claims other than
those directly caused by incorrect technology which st be
provede

Insurance could helpe

Consequences 0f possible failures

Legal defects

Third party claim for infringement

In the case of a valid patent dax the territory of the licence
such claim would have a minimum possibility and riske The de-
fence of the patent is usually and reasonably the job of the
patent owner, iece the licensor.

If no patent protection exists in the territory of the licence
and as already indicated, the first precaution is care: a pa-
tent search performed in the territory of the licence to find
patents that could possibly disturb the use of the licenceo
Such search should be done prio: to the conclusion of the cont
racte

should against all precaution such claim be presented, the
parties may agree in the contract as indicated already under
the heading '"Obligations of the licensor"e

If the claim cannot be fought off, it would either be requirec
to take a licence from the claimer, or the technology must

be modified to make it non-infringinge

It is advisable to provide for such possibilities in the cont-
ract with a possibility to revise certain conditions of the
contract, first of 2ll the licence fcese

Third party infringement

Vhen provisions are being made in the contract, the following
aspects should be given consideration:

If there is a valid patent in the territory:

- kvaluote damage done, loss suffered
- Evaluate chancec Tor gsuccess of o law suit
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- Leasure costs against possible gains

One may find that efforﬁg are not comparable to rrsul’s, and
especially, when the damage is not toq%evere. In such a case

it may be more prudent and more economical to tolerate in-
fringement. Consequently:

It is advisable to provide for a joint evaluation of the si-
tuation with a joint decision from case to casee

A limited compensation to licer.zee could be foieseen for the
case when licensor has refused to take action even after
chances have been found positivc and loss was considerable,
or, the licensee should be permitted to sue the infringer
and the licensor should be obliged to assist him.

It may similarly be provided for in the contract, that should
the licensor refuse to use his patenis against an infringer,
or uses them but fails in court to win the case and damage is
considerable, that element of the consideration which is for
such patent protection, should cease to be subject for furthe:
royalty paymentse Or: The licensee should be entitled to ter-
minate the contracte

It should be remembered, however, that to prove infringement
is not always simple and might even be rather difficulte

If there are no patents in the territory:

If the measures mentioned under "Differences between patent
and know=how licence agreements" cannot be takem cr fail, the
infringer of the licence rights may get into a fawvourable
competitive pabkdéion, since he is not obliged to pay royaltie
It is suggested therefore, that the contract should have a
provision which either releases the licensee fvom the obligat.
ion to pay royzlties, or cblise the parties te review the sis
tuation and adapt the contract to the new situation - may be
by a joint decision to dissolve the contracte

Phygical failure

As mentioned already, a failure to achicve minizum warranted value
in critical factors should be sanctioned by a reduction of the
"price" i.ce of the licencc fcese Tt is advisable to arres to a
aonle din the cantract for 211 critical facioro with tolerinced and
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limits below or zbove which the technology should be termed as un-
suitable for the pirposee

Remark: It is cautioned against placing limits too eagerly and
to make sonsequences too hard, because it either causes the licens.
or to refrain from signing such a contract zt all, or to increase
his "prices"e

Commercial failure - failure of the licensee

It may happen that preparation of the project was not croper for
any reason /market was wrongly evaluated, size of the plant incor-
rectly selected etce/e It is advisable therefore to make a2 provis-
ion in the contract, according to which, should the licensee pay
only the minimm annual roxaltx over @ longer period - say 3-5
years - the parties will jointly review the situation, analyse
causes and decide what measures to take, including the bpossibility
to resolve the contract in agreemente

This also covers the point mentioned under “"Provisions for changes
in terms".

Intellectual property - Secrecy -~ Further developments

Intellectual property stays with the licensore.

This increases the importance of secrecye It is advised to take
this matter very seriously, all the more so, as it is in the in-
terest of both partiese It is particularly important if the subjec
matter is an unpatented know=howe It is also advisable to make sec.
recy a joint obligatione

As a consequence of such intellectuzl property, it is also advisab
that changec in the technology should be made only after an approv
2l of the licensor - particularly, if a trade-mark is also involve:

iMmrther developments

Is the licensee wants to stay competitive, further devclopments of
the technology in all its elements/process, equipment, product and
product application/ is simply a muste

If the licensor has a strong developmeﬁt-rcscarch section and it
can be expected to continue to bring new results, it is in the
intercct of the licensee to obtain them 25 long as poszible, even,
if this means a prolongation of the obligantion for royalty puyment
authorities limiting such periods commit serious errors and place
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short term financial interests hgfore longterm technical and finan.
cial interestse

It is an advantageous solution to provide for in the contract the
so called "pool or club of licensees’" namcd sometimes - not quite
correctly-~"cross-licensing". This means that 6ve§$ period fixed in
the contract, the licensee agrees to submit; free of charge to th«
licensor any and all improvements made by him, which the licensor
can freely pass over to those akher licensees of him, who have ag-
reed to a similar obligatione Thereby, the licensee not only gets
the improvements of the licensor, but also of other licenseese Sucl
"pool" or "club" usually also include& annual meetings held at the
works of members, where all other members have the possibility to
see results in practice and exchange information by direct contact.

Other possibilities for exchange: Imnovations or improvements that
are considered non-patentable are exchanged free of charge, vhile
those considered patentable, only against payment on both sidese
Ors all improvements are exchanged free of charge. A one-sided ob-
ligation, where only the licensee is obliged to supply improvement:
is cOnsidered under . most regulations against unfair competitio:
as being illegal )é'o called "black clause"/e

Duration of contract ~ Surviving rights and obligations

The time or neriod of walidity strongly varies with the subject of
the contracte In the case of a simple show~how, it may be only a
few weekse In the case of production of czpital equipment, it may
be 25 long as 20 yearse For other subjects it may be anything in
between, The longterm intereﬂg should be considerede

Expi
A licence agreement almost never expires on one particular daye
There are almost always rights and obligations thet survive, such

as: secrecy, further developemts, settling of disnutese This must
be remembered when draftinge

Premature termination /terminstion for cauvse/

As in 21l contracts, the right for terminstion for cause béing 2
brezch of oblization uncured or unrcpaircd within the time cet in
the admonition chould be provided for in the contract, however,
this should only be o final recourcce
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Applicable law

Practice shows that licensors or transferors of technology /and al
of other commodities/ feel themselves more exposed to risks under
a governing law they are not familiar with, which greater risk
usually results in higher pricese It is therefore suggested, not t
insist on the law of the country of the recipient to govern the

contract, but instead, to select a neutral law knowm to both par-
tiese

It may similarly prove to be of advantage to select a fully codifi
law, eege the Swiss law"of contract /jSchweizerisches Obligationen-
recht /o

Since neither of the laws used in international practice have spec
izl rules for immeterial comiodities, here again it should be call
to attention, how important it is to make a clear, correctly woxrdc
fair, balanced and correct contracte

Forum for settling disputes

Experience shows that priority should be given to arbitration and
amoag the nossibilities for arbitration to one with institutional
process rulese Vhilst such an arbitration is not inexpensive, the
suggested forun /eege that of the International Chamber of Corunert
Paris/ saves time and moneye.

It is suggested to stipulate the language of the procedure to be
the language of the contracte

Some remarks concerning other licence azrecments

Model licence agsrcements

They are similar in contents, but due to the shorter pcriod of
protection, they usually run for a shorter periode

Trade-mark licence agreements

Since the technologies are usually less intricate, technical con-
ditions and those connected with them, like warranties, 2re usual
much cimpleXe

A stricter control over the production of tne licenzee by the
licensor is usually stipulatcede

/=15
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Software licence agreements

The licence is usually perpetuale

The licence fee is usually a lump-sum fir, with no royalties in-
volvede

Since the software ks a peculiar commoccity which is usually never
free of defects, which defects, or a considerable part of them can
only be detected after a longer period of operation, parallel with
the licence agreement, usually a Software laintetnace igreement is
also concluded, under which defects detected after the warranty pe-
riod is over, are ccrrected against paymente

Franchising agreements do not really belong to the industrial spher
since their subjects are usually service operations, are not dealt
with heree

Some general remarks

- Quite frequently, licence agreements have more licences as sub
jects belonging to other types of licence agreements as mentio
ed hereeEege: a patent licence agreement may also contain a
trade-mark licence, or a trade-mark licence could be granted
for a patented product etcs All said above would apply to such
cases, tooe

- Quite frequently, transfer of technology agreements also in-
clucde supplies of certain key equipmente It is advised to re-
menmber and apply 21l said above with the additional feature
that warranties Tor the equipment can be morc easily tackled
withe

~The same applies to the supply of complete plants, in which case
the cupplier undertakes an integrated responsibility and underx
takes to produce a resulte In svzh a case the licence would be
a cecondary subjecte iievertheless, it is suggected to rememberx
those caid about the licence agreements and apply them in un
adapted waye






