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Introduction

~ Industrial ec‘opetétien'bétieék countries plays an important role
in éeve1opiag¥§usin2857¥é¥atienship;;':Thc petrochemicals industry with f
its spectacular growth during the last three decades became a dominant %
industrial sector with significantgpetentiai for international co-operation; '
the fﬁdustty,va: in most other cases, developed in the industrially
advanced countries. 1In fts initial stages of development, the companies
prossessing iechnology and know-how for petrochemicals industry held a
c]ést control over the manufacturiﬁg technology and only exploited pro-
ducts all over the world under their brand names. As research and deve-
lopment and product applications research acquired a decisive role in
méfﬁiéining’SQperictity over technology and know-how; the more conventional
manufacturing plants were set up by established petrochemicals companies
in developing countries undex their wholly-owned subsidiaries. In
sixties major developments took place through investment in joint ventures
in Japan and Europe; joint ventures also simultaneously came up in some
developing countries which offered large potential demand and an industrial
base as well as infrastructure suitable for production and growth in con-
sumption of petrochemicals., The unusually high rate of growth enjoyed by
this industry for over two decades derived benefit from the joint venture
provisions and technological support in terms of diversity in product

design and market promotion and fmprovements in production techniques.

The unprecedented changes witnessed in o0il markets during seventies
fntroduced uncertainties on availabilfity and prices of the petrochemicals
raw materials, The control by local agencies and Governments of the oil
producing countries on production, supply, distribution and pricing of
crude oil and its products created a new sitvation which forced the oil
and chemical companies in the developed countries to recast their
strategies and policfes concerning their overseas business relationships.
The petrochemicals industry in developed countries threatened by steep
increase in prices of feedstocks and energy was faced with imminent com-~
petition from the new production centres in the oil producing countries.
Although it became apparent that the petrochemicals industry has matured
and further creation of capacity should be established with great care
and céutioﬂ, a number of competing internstional petrochemical companies
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established large pctmhuic:h co-plms in bdeginning semtiu,
recessionary situation coupled with excess capacity added to its pta&ias

and the industry entered the worst period since its inception. Thus

commenced the mtmtuting of the petrochemicals industry during a

- period of mettaia:y on avaihbility and prices of rav materials,

depressed demand and oversupply, tight finances and a genersl economic
recession. A number of companies in tha developed countries found it
economically more attractive to participate in the new manufacturing
facilities in oil p:aaueiﬁ; countries and to import either intermediate
chemicals fox manufacture of products in their existing plant even by
shutting down their own plants for production of such intermediates

or to completely close down some of their existing plants and import
products for marketing through their existing netwcrk. Such operations
were considered more profitable by them instead of production from
their existing plants. This approach was pursued differently by
international cmnpaﬁies but joint venture mechanisa of co-operation

for development of business was adopted in practically all new ventures.
Any exercise aimed at promoting petrochemicals industries has accordingly
to take into consideration the role that joint venture arrangements

can play in fulfilment of these objectives.

Co-operation through joint ventures is considered by the petrochemicals
industry as most flexible instrument of collaboration. An innovative
approach could bring together partners without any hang up of their
existing operations though it will at the same time permit complement-
arity of their strengths., The failure rate of the industrial joint
ventures is reportedly unusually high which underscores the need to
intimate understanding between partners on all aspects before a joint
venture is entered into - such understanding is facilitated by prior
long~term business relationships such as co-operation in trading of
products or representing interest of the proposed partner ete. It
nevertheless takes a long time, some times five to ten years, before
appropriate ground work is well laid for a successful joint venture.

A manual on the establishment of Industrial Joint Venture Agree-
ments in Developing Countries (ID 68) was published by UNIDO in 1971;
this manual sets out the contructual framework for joint venture
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a;rtelents—and ptovides c:glaaitaty aﬂtes oufthc :peeilen clauses
in the agreement. Another study on preparation of Guiéelinet for

the Establishuent n! Industrial Jeiu: Ventures in Developing Countries
was undertaken in UNIDO and a draft aublisheé in December 1982 is now

being finslized. These Guiﬁclines-pettniniug to Joint Ventures in
petrochenicals industry have been prepared im consultation with other
concerned branches in UNIDO as well as benefit from the studies under-
taken in the Technology Branch sco as to avoid any duplication of effntt.

1.1 Background

The Second Consultation Meeting on the Petrochemicals Industry
organized by UNIDO held in June 1981 considered long-term arrangements
for the development of the petrochemical industry in developing
eéé#tries on the basis of a document (ID/WG.336/2) prepared by UNIDO.
The participants generally underlined the need to examine the trend
of restructuring taking place in the industry and to relate the need
for such long-term arrangements with these trends. It was pointed
out that long~term arrangements can cover a variety of subjects but
the implementation of the long-term arrangements can be carried out
through different collaborative forms such as joint ventures. It was
recommended that the existing guidelines on Industrial Joint Ventures
should be modified o adapt them for petrochemicals industry and this
modification should be undertaken in co-~operation with experts from
various geographical groups; the check list recommended for considera-
tion inter alia included:

1, Agreement of intent, feasibility studies, organisation including
ownership and financing of projects.

2. Provision of feedstocks and fuel.

3. Construction of the plant including processes, technologies and
of f-site facilities.

4, Organization, management and operation of the plant.
5. Provision of infrastructure
6., Production and pricing policies

7. Marketing arrangements including product transportation and

storage facilities,




8. Training and personnel development
9. Technical support
10. Legal considerations.

Accordingly the recommendation of the consultation velevant to
joint ventures stated that UNIDO examine the various forms of long-
term arrangements for the development of the petrochemical industry
in developing countries along the parameters (set-out above) and

update the existing general guidelines for joint ventures.

This report on Guidelines for Joint Ventures in Petrochemicals
Industry has been prepared in pursuance of the mandate given by the
consultation and this subject is to be considered at the next

Consultation proposed to be held during the last quarter of 1985.

Structure of the Petrochemical Industry

Petrochemicals simply put are the chemicals that are produced
from petroleum or petroleum derived feedstocks. These chemicals
basically cover organic chemicals though inorganic chemicals e.g.
ammonia are also manufactured in large quantities from petroleum

raw materials.

The petrochemicals industry spans a variety of industrial sectors,
a number of activities and has flexible bounderies upstream and down-
stream of it. While the industry can be linked upstream to the oil
nroduction and petroleum refining, the downstream may interphase with
a variety of polymer (plastics and elastomers) processing and fibre
user industries as well as chemical conversion industries. The
petrochmeical industry employs complex technologies in terms of process,
equipment and operation as well as requires a high level of technical
support through Research and Development for efficient and safe plant

operation and market development.

In its primary stage the petrochemicals industry covers the
building blocks e.g. ethylene, propylene (gases), benzene (liquid)
which are converted through secondary processing stages into inter-
mediate chemicals e.g. ethyl benzene, ethylene glycol, acrylonitrile,.
The tertiary processing sector converts the intermediate chemicals
into usable products e.g. fibres, resins, plastics and elastomers;
the tertiary and secondary stages can be telescoped into one stage in

a number of cases, The industry is characterised for employing low
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temperatures, high pressures, exotic materials of construction to
meet the severe conditions of operation, corrosion or erosion not
normally encountered in the industry. The basic petrochemicals
industry, covering all the three stages of production broadly
identified earlier, is highly capital and technology intensive and

is susceptible to the economies of scale of operation.

The petrochemical products are, however, converted into usable
consumer goods in conversion industries which if so designed can be
labour intensive and amenable to being set up in smaller capacities
without adversely affecting the advantages of economies of scale of
production. The petrochemical conversion industry accordingly includes
production of plastic products, detergents, rubber goods, fabrics
produced from synthetic blended fibres etc. The development of tech-
nologies for production of basic petrochemicals synthetic materials
was followed by development of appropriate processing technologies
suitable for transformation of those materials into usable products.
The processing technologies hitherto used for natural materials were
inadequate for petrochemical products because of the narrower uses of
the conventional natural materials. The textile industry as an
example adapted its cotton spinning system to synthetic fibres, the
weaving processes were modified for handling synthetics and major
developments were made in the dyeing and finishing operations to suit

the requirements of different synthetic fibres and yarns.

The petrochemicals industry in the basic maawufacture is tech-
nologically complex and sophisticated and requires high calibre of
skills; however, in the downstream stage represents comparatively simpler
technologies and skills which can be acquired through intensive training
of technicians. It would be easier fora cadre of personnel trained
for downstream industries to acquire the more complex teclinologies and
skills used in the basic manufacture in due course. A number of deve-
loping countries may find it convenient to set up downstream industries
compatible with their infrastructure. In most cases the stages of
development may be classified as units for manufacture of basic petro-
chemicals; intermediate chemicals and polymers and downstream conversion
industries. 1t is normally expected that the countries setting up
basic petrochemicals plants would also establish the units to produce
intermediate chemicals and polymers and that a developed downstream

conversion industry exists to process the materials proposed for local
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consumption. However, establishment of petrochemicals industry
beginning with the downstream conversion industry and integrating it
upwards in a planned manner can be achieved through stepwise
independent stages and to bring about its harmonious integration

with the growth in demand, creation of infrastructure and capabilities

and availability of finances.

The approach to a collaboration in setting up petrochemicals plants
can vary substantially with the manner of development adopted; issues
which may te of considerable importance for the basic petrochemicals
industry may not be relevant for the downstream conversion units. The
provisions of a joint venture may therefore vary in scope, content

and objectives with the type of petrochemical operations covered by it.

gptho§ologz

In pursuance of the mandate given to UNIDO, it was planned that
the new guidelines should have the benefit of the experience of existing
joint ventures arrangements in the retrochemicals industry in various
regions, This approach is intended to bring out the evolution of the
joint venture concept in the petrochemicals sector and the impact on
it of the proc2ss of restructuring that the industry is going through.
The profile of development of this concept may throw up the likely
trends for future development. It has been quite apparent that the
stage of development of petrochemicals industries in various regions
will vary widely and large variation may exist even within the
regions identified. However, this approach is the most practical to

draw any meaningful conclusions from the past experience.

The regions considered for study by independent consultants are

the following:

1. Asia and Far East

2, Latin America

3. Middle East

4, Industrial countries - medium sized
5

. Industrial countries - extensive multi-national operations

In view of limited time, the studies by consultants from each
region were confined to specified group of countries expected to

yield most appropriate information relevant for the preparation of




the guidelines. The information sought by the consultants was
expected to be uniform on the pattern of a predesigned format, It
however, appears that considerations of confidentiality relating to
business practices contractual obligations as well as provisions
concerning corjorate plans did inhibit free access to the required
information. As far as possible information available within UNIDO
as well as in literature has been used to fill the gaps in the data

received.
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Experience of Developing Countries in Joint Ventures
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Experience of Developing Countries in Joint Ventures

Joint ventures in developing countries are not necessarily limited
to the international corporation; the successful joint ventures in
developing countries include those conceived on regional basis as well
as ones between different sectors within a country. Most developing
countries surveyed offer specific incentives schemes covering investment
incentives as well as provide guarantces on specified basic rights to
attract good partners for a joint venture operation. Some developed
rountries also encourage investments overseas; this approach is now
being adopted by more industrially advanced developing countries

as well.

The joint ventures in the field of petrochemicals in developing
countries mainly came about in sixties when production of petrochemicals
came to be interpreted as an indicator of development of a country. The
recent joint ventures are, however, promoted by the desire of the
companies from developed countries to get away from recession at home
and moreover access to markets in developing countries is now possible
only through local manufacturing plants. The motivations behind the
formation of joint ventures in developing countries has, therefore,
gone through a big change. 1In the early sixties the motivating factors

were:

a. Market Oriented

i. have access to markets in developing countries with large
potential consumption

ii, take advantage of the restricted import policies in the
developing countries and thereby supply a captive market
from local manufacture

iii. use the local manufacture to popularise brand name and

product produced by foreign partner abroad aiming at
supplies from overseas in case local demand exceeded

production in future.

b. Feedstock Oriented

iv. utilise chemical fcedstocks e.g. chlorine, ethanol available

locally at incredibly low prices.




c. Technology Oriented

v. have an edge over others in selling technology owned by the
foreign partner and have access to market research data on
pattern of penetration of petrochemical materials in deve-

loping countries.

The joint ventures established after the o0il producing countries
took over the control of pricing the crude o0il and products derived

therefrom have possibly been promoted by the following considerations:

a. Market Oriented

i. to be able to retain the marketing channels and market share
held by the foreign partner in the werld markets despite the
likely availability of low priced petrochemical products
from oil producing countries.

ii. to retain his contacts with the regular custcmers of the
foreign partner as well as to keep market back-up assistance
and developmental services provided by the foreign partner's
home office even when the miterial sold comes from the oil

producing countries.

b. Feedstock Oriented

iii. to have access to low priced hydrocarbon raw materials and
fuels.

iv. to be able to obtain intermediate chemicals from the joint
venture at attractive prices and to sustain further conversion
into final products in the existing plants of foreign partner
at locations in developed countries.

v. to acquire privileged position in regard to availability of
crude oil from the oil producing country through economic

ties in field of petrochemical joint ventures.

Miscellaneous

vi. to acquire competitive edge in regard to selection of technology

vii, to take advantage of changed situation in which money to joint
venture is made available at low rates of interest; it is more
attractive for multi-national companies to market bulk petro-
chemicals produced by o1l producing countries instead of manu-

facturing these themselves.



2.1

2.1.2

The experience of the developing countries is available on the

joint ventures established under the above-mentioned first set of
expectations of the partners from the developed countries. The joint
venture set up under the later set of motivations have gone into
operation only recently. These ventures, however, do reflect the
evolution that the joint venture arrangements in the petrochemicals

industry have come to acquire over the last decade.

A brief review of the performance of the existing joint ventures

in various regions is presented hereunder:

Asia and Far East (region surveyed: ASEAN)

The region produces crude o0il and gas; the countries producing
the hydrocarbons have plans to set up the basic petrochemicals manu-
facture. The present joint ventures involve shared ownership between
local and foreign partners cover mainly fabrication and finished pro-
duct processing; the scope is now being extended to cover manufacture
of intermediate and basic building blocks. The backward integration is
expected to require more inputs of technology and accordingly greater

participation of foreign investors in local ventures.

Major elements of the evisting joint ventures surveyed in ASEAN
region are presented under tables 11,1 in the form of a predesigned

matrix.

The main objectives of the Juint Ventures firms is generally to
manufacture and sell its products in the host country and in other
nearby country markets; these firms were usually established to serve
as a base in the region to facilitate market penetration. Most plants
are of small capacities and sometimes employ older technologies com-
pared to the developed countries. As the local regional market is
becoming important and the ambitions for export are also being given
the official support and encouragement; th new plants are expected to
meet the internationally proven efficient concepts used in such

industries.




Ii. Profile of Joint Venture Companies in Developing Countries

Major Zlements Objectives Set

II.1 ASEAN Region
indonesia, Malaysia, Philippines,
Singapore and Thailand)

II.1.1 Basic Considerations:

- Attractive market in ASEAN count=- = Import substitution aimed at meeting the
ries, each of the six countries in requirements of the countries in the
the association is adopting association.
policies almeg at indgstr;al gr?:th, =~ Desire of hydro carbon resource rich
export promotion, regional growt countries to integrate exploration with

support and utilisation of human and downstream industries

natural resources,
= To manufacture and sell its products

= Agreement within ASEAN countries on in host country and in other nearby
Preferential Trading. country markets; they scrve as a base

- Agreement of ASEAN member states in the region to facilitate market
that large projects be set up to penetration,
meet regional requirements. - Social impact of employment opportunite

ies, economic and regional development

I1.1.2 Pattern of Development:

= Joint Ventures cover industries = Sucessful operations so far accompanied
mainly in downstreams sector namely: with the growth in demand and suitable
finished product processing and industrial environment, plans for
product fabrication. Downstream manufacture of intermediate chemicals
companies manufacture final petro- and basic raw materials are being
chemical products such as: plastics envolved.

fibres and fertilisers.

e

Inhibiting factors

= Regional demand still smaller than

production from a world-scale plant and
exports to neighbouring countrics wiil
face competition at internationa! lovel
with traditional exporting countrics
such as USA, Europe, Japan and now Liw
new entrant Middle East,

Impact of petrochemicals production
programmes launched in the repions nearn
which are specifically designed to cater
to export markets,



Major Elements Objectives Set Inhibiting lTactors

Internal Structure

II.1.3.1 Ownership pattern:

(3]

- Additional costs incurred by Jb
as a result of increasvd work

. X - Foreign partner generally coutributes
- Mostly local partners maintain Lgn P e y

greater share of equity: in cases
with majority foreign ownership the
JV performs like a subsidiary of
the foreign partners. In isolated
cases with equal foreign and local
participation also the operation of
JV as a subsidiary of the foreign
partner 1s reported.

II1.1.3.2 Financial Structure

- The JV firms avail of both local

and foreign short and longterm loans
from: Commercial banks

Financial Institutions and

Investment banks as well as
the foreign partner and parent
company. The ASEAN approach the pro-
spective lenders as a group; the
host country in ASEAN can act as a
representative of the association
before the project company 1is formed.
After incorporation of Project Com=
pany, loan negotiations with
potential financiers as well as any
additional requirements are the

responsibility of the project company.

to finance, raw materials, production,
and technology, training, industrial
property rights and general management,

Marketing is the major contribution of
the local partners since they are more
familiar with local conditions,
business practices and customs,

In case of foreign majority owned firms-
the foreign partner makes major mark—
eting approaches and approving prices

of products; local partner participation
is limited to making recommendation,

Secure maximum amount of concessional
loans.

Secure largest possible amount as untied
loans,

Minimise direct Covernment guarantees,

In event guarantees are necessary, the
host country of the project is respons—
ible for the guarantees,

by the foreign participant,
Differences in the view point o
managing and operating business
do crop up due to differences

in business policies and tie
cultural background of the
parties concerned.

None. On the coatrary reputat.ioi
of the foreign partaer couid e
instrumental in negotiating

loans and other coumponcuts oi
financing package succussiully.

{




Major LEicments

Government Framework:

Programmes of industrial and economic develop-
ment of Governments in all ASFEAN countries
promote participation by foreign partner in
joint ventures; specific Governments incentives
relate to:

- Investment Incentive Schemes: including

reduced rate of income tax and

exemption from tariff duties on imported
equipment and machinery.

tax incentives on individuals and
corporate income.

Avoidance of Double Taxation agreements.

Basic rights and guarantees like

guarantee against expropriation

permission to repatriate capital in its
original currency.

employment of foreigners in specific
positions.

permission to convert into foreign
currency and remit earnings and payments.

Absence of any specific legislation on

Joint Ventures. Legal requirements on
Joint Ventures are incorporated in various
laws of the countries concerned under
corporate and commercial codes, Civil laws
and foreign investment legislations.

Objectives Set

The objectives set out by the Govern-
ments for any industry to take advantages
of its incentives are:

1) save foreign exchange through the
establishment of import substitution

industries,

ii1) 1Introduce new technology or process
which may facilitate backward or
forward integration.

1ii) Promote the utilisation of
indigenous raw materials and
intermediate products and local labour
and

iv) Generate foreign exchange through

promotion of export-oriented indust-
ries,

Foreign investments are encouraged in these
areas which represent the priority issues,

Tobiibiting factars

Assurance that the investnent
by the foreipn parvtuer in

the country of Joint Venturce
is well secured and that
Government franework will
ontinue to support it to thu
same extent as it did at the
time of incorporation,

L

€1



II.1.5

i
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Major Elements

General Legal Frame work:

- Essentially most of the .Joint Ventures are
limited liability companies with specific
nature of business. The basi: documents of
incorporation are more or less similar in
different ASEAN countries.

- Some countries have entered into specific
Joint Ventures agreements while others have

Specific Techaical Assistance Agreements and

Licensing Agreements in addition to the
basic documents of incorporation.

(A typical content of Articles of Incor-
poration; a typical outline of a Joint
Venture Agreement, a typical outline for a
Technical Assistance Agreement and that of
a License Agreement are enclosed)

Inplementation of Joint Venture:

- Predominantly implementation of Joint
Venture project is done by a joint
effort of the two partners in the company.

- Foreign partners’ selection usually
determines the technology to be employed.
Experts from foreign partners also assist
the project management team of the JV
company in techaical studies, plant design
and procurement of plant and machinery.

- Evaluation of bids and negotiations with
selected bidder are usually undertaken
with involvement of both parties. Extent of
participation of local partner depends
on his experience and organisational

Objectives Set

- A venture covered by proper and
adequate legal {rame work would
minimise the possibilitiles of differ-
ences of opinion on the essentials
elements of the JV,

- Project to be established on appro-
priate technolopy with projected cost
and time schedule. Use of the local
capabilities in design, enginecring,
equipment supply construction to be
maximised without affecting project
objectives adversely and interest of
sharceholders.

Inhibiting factors

= The laws governing the 4V o

penerally the lawe of thie host
country,., Uncertainities arvising
out of the inexpericnce of the
foreign partners rceiating to
legal coverage in the country of
the JV as well as lack of
knowledge on the exteat of risk
being taken on aspoects such as
protection of patents and crade
marks.

Inexperience of local pnariner

can delay decisions, on the other
hand decisions taken only by
foreipgn partner as in casc of
majority foreign owned firms can
be potential some of misunder-
standing. Local capabilities, in
equipment fabrication and
construction have lead, in

4an isolated case, Lo maintenance
problems with equipment.

-1




Objectives Set Inhibiting factors

Major Elements

set-up to undertake responsibilities;
however, in foreign majoricy owned firms,
the foreign partners take lead in precont-
racting activities as well as in sourcing
funds specially when equipment supply
originates from the country of the foreign
partner.

- In large prcjects project management teams
drawn from the two partners in the JV
invariably execute all the phases like
engineering, designs, procurement,
construction, supervision of erection,
start up of operations and training.

I1.1.7 Operation of Joint Venture firm:

il.1.7.1 Management:

.

- In majority foreign owned firms, top - Longterm policy has to be geared - Decision making process has to

operating positions are normally occupied by
expatriates. In practically all cases

board of Directors is composed of

directors nominated by the parties concerned
and the numbers usually reflect the

relative equity interests. There are
instances of the financial institutions, who
provided loans, being represented on the
board. The board is concerned with major
decision areas e.g policy formulation, long
term investments, major capital expenditure
organisational restructuring and hiring of
senior management personnel.

The powers are delegated to middle

management levels to be able to efficiently
undertake day to day operations. These powers
may be exercised by an executive committee

towards localisation of management
in a planned manner. Preference in
hiring given to peopl> from the
area in case qualified personnel
are available..

be well defined and understood

to ensure correct and quick action
In cases of some majorlity forei,n
owned firms, the expatriate
Manager who cannot take important
decisions takes up directly with
foreign participants witliout

going through local Board of
Directors.

Local Management take responsi-
bility of hiring and dismissing
local employees whereuas f{orcipn
partner appoints the expatriatus,




Major Elements

(which can also exercise specific wider
powers by the board on its behalf) or by
individuals say General Manager.

I1.1.7.2 Training:

- The joint venture firms arrange training
for their personnel in liouse, abroad,
locally and with the suppliers of
equipment. In house training is provided
by local senior staff as well as expatriates
from the foreign partners company, key
technical and management officers sent to
foreign partuners’' plant for on job
training and management development related
to business.

I1.1.7.3 Procurement of consumablies:

- The purchase are mainly made on basis of
best terms and conditions of supply
available. Long term arrangements with
foreign partner have also been entered into
to assure regular supply. While "multi
channel supply system'" is also being
practised to have access to wider market;
subsidiary companies order feedstock through
parent company as well.

11.1.7.4 Major Operational Problems:

- Frequent electric power interruptions and
machinery breakdown (mechnical troubles)
are the two single constraints faced by JVs!
Maintenance 1s affected by non-availability
of spare parts and the lack of skilled
maintenance crew which has a high turnover.

Objectives Set

- Training has been a major concern of
the joint veanture firms and continues
to be an important co.iponent of
collaboration. Adequate training has
to be provided to ensure safe and
efficient operation of the plant.:

- Regular uninterrupted supply of feed
materials at available on attractive
terms.

- Operate the plant at highest possible
on-stream factor.

Inhibiting factors

-~ None, On the contrary
promotes better workiny, reli=
tionship between the partacvrs,

- None, foreign partners world-
wide contacts facilitate
procurement to the best
advantage of the Jv firm.

- Disruption of production process
‘and adverse impact on product
quality for reasons beyond the
control of JV, Consequent
increase in cost of manufacture,

—
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11.1.7.5

Major Tlcments

Marketing arrangements:

- Products are mostly sold in domestic
market; some service overseas markets
in Asia as well. Local market is
mainly handled by local partners who are
familiar with host country market
environment. World market prices and the
production cost are the two main factors
influencing the product prices.

- A large number of JV firms provide after
sales service by sending technical
personnel to customers who encounter
difficulties in the use or quality of
product.

Objcctives Set

- Market development and access to
markets to enable operation of the
plants at maximum througlhiput.

Inhibiting factors

= The forcipgn partiaer is wmost appro-
priately placed in undertagdag
@XPOrLs anu il organising tecnnicas
back up teor

i) developing local markets

ii) after sales service Lo the
customers.

11i) market research to assuss

further diversification in
product pattern and quantity.

L1
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2.1.3

2.1.5

2.1.6

2.1.7

The basic motivation of local and foreign collaboration in joint
ventures in the region is firstly to have access to foreign technology
which is not in the possession of local investors and secondly assure
joint venture a raw material supply source which may be available to
the international petrochemcial firms more readily. The transfer of
technology, access to alternative sources of raw materials, imparting
training and management know-how and assisting in securing financing

are the major contributions of the foreign partner.

The joint venture are controlled by either of the two partners
though more than 60 per cent of the ventures surveyed have majority
local ownership; the joint ventures with foreign majority equity also
appear to be satisfied with the collaboration. 1In the units with high
capital costs (like olefine plant and fertilizer plant), there is

significant government participation.

Practically all joint ventures surveyed availed of tax and non-tax
incentives offered by Governments for the capital intensive petrochemicals
industry, Tariff protection has also been enjoyed by these firms to
shield the joint ventures from competition by international firms which
operate world scale sized plants; the notable exception could be
Singapore which aims to set up petrochemicals complex primarily for

competition in export markets.

Joint venture relationships in ASEAN do not necessarily require
formal, written agreements as is evident from a number of successful
joint ventures without such an agreement. "There are, however, other
governing documents such as articles of incorporation and technical
assistance agreements which govern the responsibilities and relatijon-
ships between local and foreign partner. Some ventures covered by
the survey indicate that successful joint ventures warrant that the
partners are compatible and understand each other which is more

important than any legal document.

Implementation of joint venture projects are normally undertaken
through the joint venture firms who as corporate entities are
vltimately responsible to their respective shareholders. However,

in the majority foreign owned firms, it is the foreign partner who

i
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2.1.8

2.2
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takes the lead in precontracting and contracting activities particularly
since the foreign partners have the technological background and the
network for procurement and securing financing. In the majority local
owned firms, on the other hand, the local partner takes the lead in
implementation, although often taking the advice and utilising the

knowledge of the foreign partners particularly in technical aspects.

Management and direction of joint venture operations are normally
channelled through the Board of Directors, the body which sets policies,
makes major decisions and is directly responsible to shareholders.

There is an isolated single instance in survey where decisions in a
majority foreign-owned firm are taken up directly by the local general
manager with the parent company abroad without routing through the Board.
The composition of the Board of Directors broadly represents the relative

share of the equity contributions of the partners.

The survey categorically brings out that the joint venture approach
of implementing projects is working successfully in the ASEAN petroche-
mical industry. The problems and disadvantages of the joint ventures
(mentioned in the matrix presentation) notwithstanding, “here is no other

form of collaboration considered suitable by the firms surveyed.

The region includes important crude oil and gas producers namely
Venezuela, Mexico, Brazil (with its developing reserves). It offers
a long experience of joint ventures as well as intense activity in
field of petrochemicals industry. The countries within the region
having access to hydrocarbon feedstocks have established bacic
petrochemicals industries while the ones with smaller demand have con-
centrated on production of intermediate chemicals and finished products.
The small countries in the region seldom have any competition as the
markets are small and one plant per product is adequate. The larger
countries with own hydrocarbon resources have established plants of the
capacities comparable to those in developed countries employing modern

technologies.
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Major EZlements

Latin America
(Argentina, Brazil, Chile, Mexico,
Venezuela)

Basic Considerations:

- Substantial and dynamically growing
mariet of the regioa. Policies of
individual countries promoted ¢sta-
blishment of petrochemical manufacture
In a coordinated manner e.g.allocat-
ion of specific manufacture to member
countries of Andean Pact Group with
access to markets of the countries
covered by the Pact.

- Utilisation of hydrocarbon resources
available in some of the countries in
the region.

- Regional free trade system approved
by the Latin American countries
(ALADI) which permits preferential
trade concessions and opportunity for
access to the entire Latin American
market,

- Smaller countries in region with less
cdeveloped petrochemicals industry
have access to large markets in the
region on preferential basis.

Pattern of Development:

- JV cover basic and secondary petro-
chemical sectors in most of the coun=-
tries. The capacities of plants in

Objectives Set

~ Import substitution in the concerned
countries and to meet needs of the
countries [n the region under market
preferential trade arrangements.

-~ Desire of the countries with rich
hydrocarbon resources to undertake

production of high value petrochemicals.

- Develope export markets required to
maintain the operation of plants at
economic production levels.

- Promote participation of local private
capital in relatively high risk
investment areas.

- Soclo-economic impact on the develop-
ment and industrialisation process.

- Provide suitable production base

consistent with -techno~-acononic environ-

ment

oy

Inhibiting factors

- Foreign partner has to taxe intu
account the indenticlty of his
longterm interest and the pattern
of development that the JV will
follow,

- A vicew on longterm plans, diversi-
fication and approach to future
developments may have to be
reflected in the philosophy and
structure of the JV.

- World capacity plants throw up
large quantities, from somc areas,

for exports more so after the
|

|5

<
1




Major Elemeunts Objectives Set Inhibiting factors
countries with large markets are - Develope uses of petrochemical . recessionary trends in the local
world scale units. Variety of models products with the help of the techrical consunption and stagnant demand.
of participation by government knowledge of the foreign partner. ) . ]
- Long gestation periou in somw

companies, and/or private sector and/ . , ,
. : ~ - Cbtain xnow-how on market develcpment projects in the initiil periods,
or foreign partner are in successful y .
s and marxet service for sale of . o
operation. - In isolated cases the political

products,
situation inhibited estabiishment
of petrochemicals plants inspite ol
substaatial hydrocarbon resources
and a fairly well developed
* - domestic market in the country.

- The pattern variles with size of local
market and the complexity of operation
involved. Large complexes with clear
corporate distinction between prod-
uction of basic building blocks and
secondary production plants and in-
volving different tynes and forms of
JV arrangements have been set up and
are operating.

11.2.3 Internal Structure: -

I1.2.3.1 Ownership pattern:

- Successful models mostly constitute - Contribution of foreign partner mainly - Local private investors prefer
greater share of equity by local part- includes, finance, technology, know-how government enterprises as minoricy
ners (government agencies, private on production and marketing, training partners to provide internal suppurt
either or both); case of majority or and industrial property rights. with central government authoritics

regarding pricing policies, foreipn

equal foreign ownership, though few,
competition protection etc.

- i ke > of
exist. The policies of the majority Raw materials and marketing of product

both locally and abroad are the major

foreign owned companies are influenced - . o N g , pots
largely by the foreiga partner. A LOﬂtflbUthﬂ% ?f thg local ?artners who - Impact of Fhe eY01V}ng ownership ’
three party joint vemture system inclu= are more1famlllar W}th‘requlre@ents for pattern§ like dllut%on of the equity
ding a private investor who may be an local sales and §u51nebs practices as of f?relgn paaner in ventures
industrial corporation, financial or well as the réqulremgnts r?r exports to estéolished prior Fo thg government
holding groups with an government the pr§ferentlal trade regions. Some policy statements in this regard
agency specifically identified for co?ntrles have well established comp- and the nolding compauy coucept
anies to undertake exports. where a company in sccondary

for this industry and a foreign . ;
petrochemical units can



Major Llements

partner has been very successful. Simi-
larly a clearly identified sector of
industry reserved for the Government
leaving the remaining for private sector
has also proved useful.

11.2.3.2 Financial Structure:

- The ground rules for the participation of
local and foreign capital are well
defined. Foreign partner normally
capitalises the cquity corresponding to
production technology supplied and his
other technological inputs.

= The firms avail of both local and foreign
short term and long term loans e.g.

« Syndicated bank loans including, if
required, foreign banks to cover pur-
chase of foreign equipment.

« Suppliers credit to finance purchases
from capital goods suppliers of the
concerned country.

« National financing institutions which
in a particular case also has an
investment arm to temporarily parti-
cipate in equity formation of new
ventures. (for example 15 year
repayment including 5 year grace
period, 9% of annual interest on foreign
component and 6% aunual rate on local
component)

Lead in chalking out financing propssals
is invariably taken by local partmer.

= In isolated foreign majority owned
firms the market decisions and actual
marketing activity is performed solely
by the foreign partner.

- Secure maximum amount of loans from
developmental banks and other con-
cessional sources,

- Secure maximum amount of untied loans.

= Guarantees by the host country as well

as the donor country as required.

e e g <

Inhibiting factors

purchase shares of the'Mother Unit'
to a certain proporation and Lhuse
companies can he represented at tiw
board through a holding company witl
a significant position.

Little direct assistance of the
foreign partner in developing i
financing package, Association of

.a foreign partner in a joi * venturce

could be an added assurance to the
financing bodies of the economic
soundness of the investment proposal.

(]
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Major Elements Objectives Set Inhibiting factors
ii.2.4 Government Framework:

- Establishment of well defined frame work = Governments in the concerned coun- = Increased and in some cases leading
and regulations system for the Joint tries took lead in promotion; ANCOM participation of the local paviners,
Venture structure, area of action and concept of common market and joint can facilitate a negotiataed wili-
protection through establishment of import progranming of industrial development drawal of foreign partners in case
licenses to competitive products. The in selected areas considered most of clash of interests in running Luc
main incentives offered by governments of dynamic and with higher impact on joint venture,
the region are: participating country's economy

= Petrochiemical industry in lLatin
America is passing through the stape
of consolidation of iiLs present
position through efficivacy and
product diversification aud in this
process local partner is pilayln, tlc
crucial role.

petrochemicals industries received
high priority in industrial propram=-

« deferment of corporate taxes ming.Well defined but flexible pround’
rules for establishment of joint
ventures right at the beginning of
development of petrochemicals industry

- Investment incentive schemes covering:

. exemption from import duties on imported
equipment required for plants,

. tax diferment benefits on profits and mostly commcn elements in majority
invested in new petrochemical venture, of joint ventures. - Financial crisis in some regions
.= . = . . . brought all developments in petro-
. diferment of future income tax for a - Specific rulings and policies defined b e P > l,“
. .. . . . chemicals field to wvirtually a
period of time after start-up. for the petrochemical industry, inte-

standstill with fall in domestic
demand and pressure on prices, Ll
problems of return on investrent
and financial requirenments oi sone
projects have been faced.

grated policy with individual functionmns
identified and assigned as well as
active participation by the regularity
- Basic rights and guarantees like: and financing agencies of the Govern-
ment at cvery stage of the petroche-
micals projects. Consequentially the
firms planned:

. export certificates which can be applied
against corporate taxes,

. puarantee on foreign exchange to convert
profits (and eventually capital) for
remittance abroad.

. import substitution, development of
export markets to spread the market.
area with better possibility of
stablised production,

. guarantee of no increase in the appli-
cable corporate tax rate for a period
of (say 10) years

. free convertability and fixed exchange
rates during periods of foreign invest-
ment infiux,

. promote production of petrochemi-
cals from raw materials available . )

€




Major Flements

- Supply of petrochemical raw materials
and fuels at attractive discounted
prices (upto 30%Z), attractive reduced
transfer prices for basic and inter-
mediate petrochemicals at below
international prices whereas the final
product prices were 20%Z or more higher
than the international prices.

- Import of feedstocks and intermediates
not available locally
duties.

General Legal Framework:

- In most cases the governments of the
concerned countries participate through
specific companies nominated for this
purpose. In some countries purchase of

license is mainly used to acquire techno-

logy and keep joint venture free of such
linkages. Foreign partners, however,
have technical assistance agreements

with annual fee for such assistance being

a percentage of sales.

- Presence of foreign technology partners

has also been tied in a number of import-

ant projects in joint ventures through
mostly a minority equity participation
as well as by a longterm technical

assiscance agreement giving joint venture

the access to technological improvements
as well as rapid response trouble shoot-
ing.

- The partaers in such ventures vary from
case to case and with the countries but
the variations are between Government
through iis specified agency,local private

Objectives Set

locally including non~petroleum
based feedstocks.,

- Setting up petrochemicals core
units in accordance with the plans
developed by national bodies.

- A great degree of flexibility in
establishment of joint ventures is
provided to promote the petrochemicals
industry: Presence of Government
agencies in the joint venture as well
as well defined laws and regulations
in a number of countries relating
specifically to setting up this ind-
ustry is intended to assure the foreign
parters of the support at Governmeatal
level to the ventures.

- Government intervention throuph its
established agencies for assigning
product selling prices as a result of
inflationary economy and increase in
the input costs is designed to provide
a fair return to this industry.
Appropriate mechanism in fixing transfer
prices for intermediates such as ethy=
lene, benzene etc, have helped the
integrated development of industry
though under distinctly seperate owner-
ship.

-

Inhiniting laviors

- ———a

= Law poverning petrochemical Jimantioy
limits equity participation by
foreipgn partner. Joint ventures
established before promulpation i
law even if wanting to dilute cvquity
can not do so due to recessionary
trends and cannot diversify duce to
non=conformity of its corporate
structure with the prevailing law.

= Reyulations permit that all Jmporta:
decislons e.p. those relating Lo
selection of technology, uvagineering
company to supply basic enginvering
and overall concept of project
implementation be taken by active
participation of the local partner

either private or public sector,

[
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Major Elements Objectives Set Inhibiting factors

group and one or more foreign companies.
Depending upon the composition, the
joint venture technical assistance and
other ag.cements are entered into;
contents of a typical joint venture
agreement are enclosed,

Implementation of Joint Venture:

A project management team is organised in Development and maximum use of local - A few cases of deviation from proje-t

most cases very early in project capabilities in selection of technolo=- schedule and budget were attributec Lo
development., Upon promotion of the gier, project corweption and joint disagreement of joint venture partaers
joint venture and selection of techno- ven.ure definition. ‘on investment policies and participatio

3 o i . . . .
1:§¥n:2r°:§2 ;heeiiiizzig? fgrzzrslgn -~ Iwplementation of the project by pooling = Foreign partner may be piaced in a
pe >, x? .. g best resources of the partners in joint situation wherein all decisions on
partner in putting up similar plants , . e . . T
) Ly A ) venture and if required acquiring ser- project conception, location and some=~
was utilised to maximum extent in . . S . A .
. . vices of independent professional times c¢ven techunology may already bave
selection of engineering contractor, dur=- . _ X p g -
. . . managerial staff, been taken before formation of the
ing development of basic and detailed joint venture
- s . . L~ .
engineering ,procurement, erection and Maximise procurement of equipment and
start up. Overall supervision of the materials from local sources, Transfer of technology and know how

project is provided by the technical P s related to process will include
- . . Acquisition of experience and know-how . . . o
personnel assigned by each partner; in techniques of mechanical desipn, fabri-

= . . in various facets of project implement- . . .
most cases foreign partner is better pTOJ P cation, of plant equipment, ercction

- ation and nage t of projects . . .
piaced to provide such support. managemen projects. techniques and methods of testiny and

In some cases selection of inadequate iont;o% gf plant and machlnfry Py
technologies and plant designs resulted ocal fabricators and contractors.
in difficulties in operation of plants

at designed capacities. Inspite of

supervision exercised by the partners

having long expericnce in project

management in such cases the independent

projoct management team could not make

use of the expertise and capabilities,




Major Elements

Clear identification of management
responsibility to one of the partners
produced the results. Formation of a
technical committee of experienced pro-
fessionals from parent companies to
help Project Manager has also been use-
ful tool. 1In large projects procure-—
ment of plant and equipment from local
fabricators was maximised.

Operation of Joint Venture firm:
ianagement:

= In practically all cases final manage-
ment decisions rest with the Board of
Directors where the partners have a
representatior in proportion to the
shares owned by them. President or
Managing Director of the joint venture
is the Chief Executive Officer fully
empowered by the Board to run the com-
pany and take day to day decisions. CEO
is normally nominated by the largest
shareholder and ratified by a Board
conensus. In very few cases the CEO
was nominated by the foreign partner.
Board in some cases delegates specific
powers to an Executive Committee to help
CEQ in coantingent and special aspects.
Local majority participation is
reflected in the management structure
though no voting previleges

Obiectives Set

- The policy generally involves both
Goverament and local private sector
in the developmental plans; the
emphasis accordingly is on utilisation
of management capabilities available
locally and creation of such cadres on
a longterm basis,

- Participation of Government through
identified agencies to help evolve the
management structure consistent with
national policies and regulations,

- Develope management techniques and
procedures specific to the industry
taking advantage of the facilities and
exnerience of the foreien joint venture
partner of similar industries.

Inhibiting factors

- In case of conflicts berween soine
petrochemicals joint ventures and
clients, the Government intcrvencs
as arbitor,

In cases where top management is
appointed by Government, the chan;oes
in Government can result in changes
in top positions of the joint
venture,

= In countries with well deveioped

management capabilities, the sclecti

cf the foreipn partner posscssing
best production technology is nol
adequate but also the flexihility in
his approach to the lorgterm
objectives of the joiat venturce and
the foreign partners approach in
reaching these objectives,



11.2.7.2

Major Elements Objectives Set

Inhibiting factors

- The joint venture firms by and large

to any particular partner have been
reported;the CEO responds to the Board
of Directors.

In majority foreign owned companies,
the foreign partner appointed more key
personnel in the joint venture in
addition to CEQ. The overall responsi-
bility in some such ventures rested in
the hands of foreign partner.

In cases where CEO 1is proposed by the
local partner; a key technical officer

a technical director is appointed by the
foreign partner.,

Joint Ventures are reported in some
cases to have contracted specific mana-
gement and administrative services with
the local parent company when such
experience was available.

The Board of Directors generally

direct all corporate policies and the
management structure; the pricing and
distribution policies are also establish-
ed by the Board on the recommendations

of the CEO. In the Joint Ventures

where Government have significant parti-
cipation; the top management in some
cases is appointed by them.

Training:

provide for extensive training for

- Appropriate training of personnel
assigned to the plant and considered
project and plant personnel of adequate to understand all aspects

- In principle none; in most cases

promotes better understanding amony

partners.

In cases where the

[
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Major Elements

different disciplines e.g.operations,
maintenance, technical services, quality
control. The training is provided
abroad for xey operation personnel;
during design, eagineering and constru-
ction for the concerned categories and
under the supervision of trained key
personnel and the expatriates from the
foreign partner for the middle level
supervisory staff and for operators of
all categories. The continuity of
training is also maintained through
on-going technical assistance contracts
signed by the joint venture with the
foreign partaner which provides an access
to the operating experiences of the
foreign partners plants to the operating
personnel of the joint venture.

- Training of personnel has also been a
priority in the strategy of foreign
majority joint ventures who have maint-
ained about 10%Z of total payroll as
expatriates from parent company to provide
perpetual training opportunities on job,

I1.2.7.3 Procurement of Consumables:

- The purchases are made by the joint
venture on the rules of purchase adopted
by the company. Longterm supply
arrangement exist only in some cases of
majority foreign owned companies., In
majority case the companies have an
independent supply sources.,

Objectives Set

of complex technologies and
equipment employed in manufacture,
Training is the most important
comporent of the coliaboration.

= In plant training and on job
experience is planned as a regular
activity.

- Develope its own sources of regular and
reliable supply of feed materials and

auxiliaries.

- Obtain satisfactory supply arrangements
for materials classified as proprietory

or available from a single source,

Inhibiting factors

forelpn partner is unwilling Lo

go along with local partnesrs in the
plans of modifications, diversi-
fication and expansions; the incicane
participation of local partners in
day to day functions of ¢ven ihe
complex operations of petrochemicals
plants and with extensive trajnced
personnel, the local partners are in
a position to nepotiate withdrawa: o
the foreign partner if it comes (o
it,

Foreign partners and supplicers o

technology have to make available

specifications and composition

adequate to purchase materials frow

untied supply sources = disclosurc

of these details in some cases nay

ot be liked by the foreign partnurb‘
4

4
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11.2.7.4

II1.2.7.5

Major Elements

~ Raw materials not available locally

are permitted for import from most
suitable source.

Major Operational Problems:

The joint venture mechanism has, by
and large, been used successfully to
operate the complex petrochemical
plants efficiently, Cases of
inadequate planning in use of olefine
building blocks in downstream units
because of inordinate delays in
completion of part of some of the
proiects have been reported., Inade-
quate selection of technology, plant
design and difficulties in operation
were ultimately rectified through
joint venture arrangements and employ-
ing services of expatriates from the
foreign partners.

Marketing arrangements:

= Practically all Uoint Ventures have

their own marketing channels and saies

organisations without any participation

of the parent companies. The prefer-

ential market arrangements in the region

enable companies access to the markets

in other countries mainly through local
representatives in eacn of the countries

these are mostly chemical industries
with concurrent interests.

-~
-

Objectives Set

- Import of materials not avaiiable

locally is freely permitted by regu-
lating authorities; in some couatries
without any import duty.

- Provide for participation in various

facets of project implementation
and pre-commissioning to import know-
how relating to plant operations.

- Use Technical Assistance of foreign

partner to ensure safe and efficient
plant operatioms.

- Development of local market and

replacement of imports by local
materials.

Inhibiting factors

- Participation of local stail in
large numbers at all levels nay
require confidence building of the
foreiygn partner specially for
operation of complex tuchnologies
applied in production of basic
petrochemicals,

- Forelgn partner need to gel assur-~
ance that joint venture will be ruu
by professionals with adequate
flexibility to discharge duay to cuy

functions of operations, maintaliano.

and labour relations, Such
confidence is all the more necessary
in view of participaticn by Govera-
ment in these ventures,

= Non participation of the parent
companies in marketinpg, market deve-
lopment and market services,

= Virtual exclusion of local partuer
from the marketing activity in casv




Major Llemcnts

- The majority foreign owned companies

in some cases undertake the complete
marceting activity themselves with the
help of their principals.,

Most Governments provide significant
incentives for export of industrial
products. In some cases Government
owned international trading companies
have helped petrochemical producers
and undertook responsibility to market
excess production in intermational
markets, even absorbing marketing
costs whenever necessary.

After Sales Services are provided in
some cases for local markets in

case of specialised products of
complexity and variety in applicationm,

For customers abroad or in within
Latin American countries no special
after sales services are provided but
these products are marketed through
local technical sales organisations
or a local chemical producer,

Objectives et

- After Sales Servicu to the local
industry to establish a sound basis
of production,

- Development and access to overseas
markets through independent
arrangements,

- Supply materials in the region in
accordance with the regional plans
and agreements,

[

inhibiting factors

of majority foreign owned ventures,

Export marketiny by Government tiadin:
agencies according to the policies

and strategies outside the purview ol
Joint Venture,

Producers prefer to <compele on
prices and not so much on servicues,
After Sales technical Services are
virtually non=-existant,

- 0f




2.2.1

2.2.2

2.2.3

The major elements of the existing joint ventures in the

countries surveyed are present in predesigned matrix in Table 1I.2.

Most joint venture firms have access to the markets within the
region because of the formalised arrangements for preferential imports
from the member countries of the regional free trade system. The
ventures in countries with large petrochemicals production are estab-
lished to develope exports in addition to supplying the local require-
ments. These plants employ modern technologies, operate efficiently,
have access to R + D support and in some countries their operations
are greatly assisted by regulatory agencies and official corporations
of the Government which have a very important role in generating
propitous milieu for the development of petr&chemicals industry with
regard to raw material availability, domestic market protection,
selling price regulation, export market development, technology
development ete. It is therefore a logical consequence that petro-
chemicals industry consolidated in such countries for more rapidly
and effectively as well as made a significant contribution towards
the important aspects of technology adoption and new technology

creation,

The key element provided by the foreign partner to a joint venture
is a permanent link to technology improvements, access to his in-house
technical information and long proven experience on trouble shooting.
These services are also being obtained through separate technical
assistance agreements between the joint venture and foreign partner.

If these services are non-existent or inadequate or in case the foreign
partner is unwilling to be integral part of new developments or diver-
sification programmes launched by joint venture, then there is lictle
justification for the foreign partner to have a share in the joint

venture. The local partners in countries surveyed emphasise that it

is important for the local partner to select the foreign technology

partner not only on the basis of the merits of the production tech-

nology that he may bring to the joint venture but consideration should

be given to his philosophy and policies regarding a long-term collaboration

with the local partners.



2.2.5

®
2.2.6
2.2.7

®
2.2.8
2,2.9

The administration of the Joint venture by local partaers proved
useful whenever the local partner - government or private - had
already developed capabilities for such industrial adwinistration. In
cases where such capabilities do not exist, the administration maybe

assigned to the foreign partner - possibly under fixed term contract,

The role of the governments in developing countries is of vital
importance for the success or failure of the petre:hemical joint
venture due to the inherent inflexibility of the industry to the drastic
changes in the macrc-economical milieu. The well defined ground rules
and permanence of those ground rules in time as well as a certain
degree of flexibility and adaptation to the macro-econcmical changes
are important preconditiens for the cconomic survival of petrochemical

joint venture in developing countries.

The local availability of basic petrochemicals building blocks if
produced by a non-controversial organization e.g. a national cowmpany
alwayvs facilitates the esteblishoent of joint ventures for preduction
of chemical intermediates as there is an fmplicit support and active

interest of tiie governments 1 subsequent processing industries.

The marketing of the petrochemicals produced by a given joint venture,
within or outside the developing country where it operates, will normally
rest with the preducing joint venture as its specific respornsibility,
During initial period of export either the gevernment trading organization
or the international trading channels may be of help. The actions tzken
at the governmental level are even more important to secure a more per-
maneént access to expurt markets such as the ATALC-ALADI wmarket preferential
arrangements or the ANCOM common market appreach developed within latin

America.

In countriecs with large petrochemical production, the prime mover is
the current conscolidation of its present position through efficiency and
product diversification and it is here that the local partner s starting

to play a crucial vrole,.

The representative petrochemical joint ventures oeperatine in Latin
Arerica and undertaken for survey were established in mid-sixties or ecarly
seventies., Their examination clearly suggest that the joint venture mode
of constituting companies to develop, build and operate petrochesicals
plants bLad denonstrated its soefulness in consolidating the jpetrochenical

ot ivity In the region, j
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ﬂ}ddle East

The region is theentre of attention of companies from developed countries
particularly since the naticnal governments there took over the control on
production and pricing of crude oil in 1973. An unprecedented investment boom
in the region followed; the national governments alive to the new situation
undertook significant investments in building from nothing the modern infra-
structure and facilities necessary for setting up technologically complex industrial
plants. The middle east offered completely different set of conditions to those
in other places; virtually new cities with supporting services were created in
desert areas for setting wup petrochemical plants through joint ventures. A
construction boom was witnessed in the region. The middle east offered a variety
of attractive incentives to get good partners in the joint venture projects and
the middle east of today is the outcome of the joint venture business, Large
i ternational petrochemical companies and the construction companies are among
the important collaborations in the petrochemicals development schemes launched

in the region,

The results of the survey of the countries in the region relevant for
petrochemicals industry are presented under table 5.3 in the form of a pre-

designed matrix.

The joint venture's are designed to manufacture and sell most of its
products in export markets; the local demand mostly small is not a material factor
to the joint venture, The plants employ the up-to-date concepts in capacity,
technology, construction methods and operations, As the products are destined
for exports and availability of local technicians is limited; the plants are

conceived to employ minimum manpower,

The local companies through the joint venture have access to know-how,
technology, technical back up and the industrial management experience of the
foreign partner, The facilities of the foreign partner for training local staff
as well as the marketing experience is also an important consideration for the
joint ventures' in the region. All joint ventures look to foreign partners to
supply expertise and experience in constructing and operating large petrochemicals

complexes and in marketing their products.

An important incentive for a foreign partner in a joint venture in the
region is the low requirement of capital as equity and whereas the equity

contribution at this low level is equally contributed by the local and the

:
|
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II. Profile of Joint Venture Companies in Developing Countries

Major Elements

11.3 MIDDLE EAST
(Saudi Arabia, Qatar, Kuwait, Egypt)
11.3.1 Basic Considerations:

- Utilisation of oil field gases, which
bave been flared all along, for
production of high wvalue products namely:
petrochemicals including fertilisers.

- Positive steps taken by the concerned
countries in the region to set up the
infrastructure required for establishment
of high technology manufacturing units,

- Most attractive price and assured
availability of the main raw materials
ethane rich gas separated from associated/
non—-associated gases.

- Cooperation in high technology areas and
consequential relationship could provide
a desirable channel far access to crude
oil supply arrangements with respective
countries,

- In some countries like those with
significant local demand, production of
second generation petrochemical products
based on imported intermediates.

Objectives Set

- Pursue national objective of laying
basic infrastructure of the economy
and expansion of hydrocarbon based
industries to create national economy
with less dependence on oil as a
single source of wealth. ’

= To reduce reliance of the country on
export of crude oil,

- To manufacture and market products
within the host country and each
partner undertake responsibility for
export of defined quantities.

- To establish first peneration basic
petrochemicals projects as first

priority to effectively use the hydro- -

carbon feedstocks from associate gas
and thereafter promote generation of
downstream projects.

- To cooperate in suitable joint ven=-

tures abroad.

- National policy encourapges setting

up capital intensive industries
employing minimum manpower.

Inhibiting factors

= National or Regional denand is

-~ Joint venture production maini
{

~

in=-
adequate to absorb the production
from proposed joint veaturces,

y
aimed at export markets: o Lhe
current situation of overcapacity
in the industry and witii numbor o
rlants in developeud world eitir
closed down or operating at reducw
throughputs, the foreign joint
venture partaer must sce a hipioer
return in proposed production vis-
a-vis his maximised production {vr..
existing facilities else where.

Relatively new environment with nu
histry of high teclinoloyy plant
operation over a sufliciently lony
period. Accordingly the necesnsity
of creating an industrial culture
for operating the units cemploying
complex technologies wnich is a
long process.

~ Recent development in crude oil

demand and supply situation wiiih
consequential cutback in productiov
in a number of countries have
affected the production of
co-product associated gas. One oY




I1.3.2

Major Elements

Pattern of Dovelopment:

- The important joint ventures relate to

first generarion basic petrochemicals
complexes. The pattern employed for {irst
time in 1974 in Qatar made great impact
when a number of agreements were con-
cluded by Saudi Arabia in 1979 and
immediately thereafter in modified

form for manufacture of basic petrochemi-
cals in large complexes. With the
completion of these projects successfully
the modicum of joint venture arrange-
ments are now being used to set up

seccond generation petrochemicals projects.

In some countries the second generation
petrochemical manufacture is being set up
irn the first instance based on imported
basic chemicals. The plans envisage
backward integration later on,

Objectives Set

Inhibiting fuactors

~ Two distantly different patterns have -
been used to achieve the objective set
i.e. countries with small lccal demand
but with very large quantities of gas
being flared have embarked on
ambitions plans to produce large
quantities of basic and intermediate
petrochemicals for export., On the
other hand in potentially large con-
sumption area as well as more
conservative o0il producing countries
developmental plans have been under
consideration for a longtime and
appaar to be settling down for manu-
facture of second generation materials.
Forward integration in the {irst case
and the backward integration in the
second casc are the objectives set for
the joint ventures.

the basic attractions in proaotiu
of joint ventures for production ui
petro-chemicals may appear to Lo
moving to the borders of uncertainty

large pas {inds in Canada and Norta
Sva oil {ields provides alteraatin. .
to international companies who e
foreign joint venture partaers aad
Lence puts them further in a
stronyger bargaining position,

Western industrialised countrics
and Japan feel threatened by tiw
anticipated flow of petrochemicals
from Middle East into thelir marsct:.
Prices of basic building blocks v.p.
ethyiene and propylene are auch
higher in the developed cionomies,

Compared to the correspondiny price
of Middle East products low prices
coupled with large quantities

have led major companies to restru-
cture their strategies.

- <t



I1.3.3

Major Elements

Internal Structure:

I17.3.53.1 Ownership pattern:

In practically all recent ventures the
local and foreign partner hold equal
equity; in earlier joint venture colla-
borations, however, the major capital is
put in by the local partner. The
countries planning to develop second
generation petrochemicails manufacture
propose to buy technology and as far as
possible entirely keep the local
ownership. There are instances of
minority equity holding by foreign part-
ners principally meant to have access
of the market of the foreign partner who
is usually also a consumer of the
materials., Joint ventures between two oY
more arab states are mostly 2qual equity
participations with well defined roles,
Whereas in the Jjoint ventures ia
petrochemicals joint ventures abroad the
arab state participates as a minority
equity partner.

11.3.3.2 Financial Structure:

The joint ventures mainly rely on the soft
loans arranged by the Governments of ..ost
countries through specialised credic
institutions like Industrial Development
Tund. These institutions give botn medium
and long tera financing requirements of
industrial projects in private or public

Objectives Set

Inhibiting factors

- Participation of foreign capitail both

in public and private sectors is

designed to ensure that the ventures are
professionally designed, set up and opera-
ted and managed and that their products
in excess of local demand will find
receptive international markets.
Technology, operating experience and
marketing are the major contributions of
the foreign partner, )

Local partners arrange and ensure supply
of raw matcrials, infrastructure, local
and some overseas mar<eting (in recent
joint ventures).

Provide soft loans to the industrial -
sector of the economy both in the pri-
vate and public sector. Long term

loans from commercial banks are avail-
able to cover the working capital needs

of the joint venture projects,

operating for the last 3 years i»

available, the others are just
going into production.

ficant exporl C[ATHELS are seeiii

greater invcelvement of the turelyn

partner as well as greater

dependence on his technical, wuniige—

ment and international market
expaerience,

- Countries with more conservalive

- More ambitious projects with siva.

- Experience of only one joint ventuic

approach are still undecided on the
pattern of owncrship though prefer-

ring outright purchase of technoloyy

and managing the projects
themselves,

very lited
financing

Foreipn partner has a
role in arranging the
package. Tre package
flexible and untied.

In certain case the foreign

partner overstated the cost of his

+
1
-

technology to take maximum credi

o

is also quitce



ctives Set Inhibiting lactors

14

Major Elements 0bi

for sctting it off against his

sector through loans and equity parti=-
equity contributions,

cipation,

- The local promoter company undertakes the
action and the negotiations for the
financing arrangements with local fin-
ancing bodies.

I1.3.4 Government Framework:

- Government framework was desipned
to attract good joint wventure
partners, “he foreign paviners and
the local authorities invariably
spend long time and protracted
discussion to quantitify the
impact of these policies and con-
cessions on the operation and

- In pursuance of its ambitious plans to - The Governments stipulate participation
construct large scale petrochemicals by the foreign partner and the designa-
industries the Governments in some of ted Government company in order for the
these countries offered specific incentives joint venture to take advantage of the
for the foreign joint venture partuners investment incentives,

like: ~ The Government policy also envisages
that most of the stocik held by Government
owned company will be turned over to

- Investment incentives Schemes covering

. Exemption from import duties on all
wechinery, equipment, tools, instru-
ments, spare parts, raw mataerials,
(primary and semi manufactured) and
packaging materials,

local citizens as well as those from
other specified neighbouring countries
in the region in due course,

Introduce new technologies and concepts
aimed at earliest wilisation of feed-

profitability of the proposed joint
venture,

. Entitlement of land for the manufact-
uring facilities and for housingat

nominal Tent,

stocks available locally.

. Industrial development fund loans are
are available to private sector at
a nominal secrvice fee.

. Product protection by limiting or
prouibiting imports of competitive
products and / or raising import duties

?
IS
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Major Elements Objectives Sct Inhiblting factors

~on the imports of competitive products, = Promote export of materials uti
the experience and knowliedge of the

. exemption from duties and othe- taxes .
foreign partner.

on all exports of locally manufactured

products, - The Government policy promotes foreign

investment in joint venture petroche-

micals projects and have accordingly

undertaken at each location a

« Provision of utilities at subsidised compreheasive programme of creation of
rates. elaborate infrastructure.

+ Tax holding for a long period after
the commencement of production.

- Basic rights and guarantees e.,g,

« Guaranteed freedom of movement of ,
capital in and out of the country.

+ employment of foreigners where
required,

I1.3.5 Gemeral Legal Framework: '

= All the joint ventures are limited ~ Flexible approach greatly helped to = The agreements are governed by the
liability companies with specified create interest with reputable inter- local laws; the reconciliation of
nature of business. national companies who could supply the requirements and the covueraj.
- . the expertisc and experience in required accordin b the laws of
= After selection of the foreign partner cons:rictin? and o e; cinv&lar e petro thz for:i ; ar:nzr;: zo;xtr/ WV
. - . . g ) - e S iy L
on criteria fixed by the local partner, a b perating 8e 1 g0 P LS e
. . chemicals complexes and in marketing the local laws took a coasiduerabic
task force or an executive zommittee . . . .
their products. time., The discussions on the

comprising of the two partnars examines
ail facets of the project as well as - Legal frame work designed to provide
drafts the joint venturc agreement covering confideace to the foreign joint venture
financing, applicable rules and regulations. partners for operations in the

projects accordingly tock 5 1o 7
years to reach a stapge of concluding
the joint venture agrcements.

conce country, - d i : joan
- In most cases seperate agreements were raed ntry $?n§3?2 o:?::eioegtfiis‘tﬁt.i$“L
set out for Technology and know-how, réuulatizns to czv:ﬁ‘th:pL:::ect,
marketing, Technical assistance and manage- (”:outh these were not .C?tgf; e
ment as well as training. SHPUE : actedas

to by the host country) '
!
!




Major Elements ‘Obiectives Set Inhibiting factors

Implementation of Joint Venture:

[
(3]
.
w
.
[«})

= New and untested concepts noevd Lo

o)

f
[ aa]

(&l

- The implementation of the project is the -

responsibility of the executive committee
or task force comprising of equal repre-
sentative of the partners in the joint

venture until the joint venture company 1s

formed which then performs all the
functions. The technology selecied on
recommendation of joint venture can be
acquired by a central local body which
sublicenses te¢ the joint venture as well
as others who may set up plants sub-
sequently. The technical back up is
mainly provided by the foreign partner
whereas commercial and legal aspects are
assigned to the set up organized within
joint venture. The precise participation
of the local partner depends upon the
availability of experienced personnel in
the organisation. Large projects in

the region, for the first time in the
worldwide construction history, employed
wodular concept in fabrication, traans-
portation and erection,

The engineering design, supply of equip-
ment and construction were entirely
handled by the contractor selected,

Operation of Joint Venture Firm:

Managenment:

- In practically all recent jojnt ventures

surveyed the top management positions
dealing with coroprate policies,

Achieve project implementation in
shortest possible time taking into con-
sideration the local conditions and

the limited availability of skilled
technicians and labours,

- Joint venture personuel specially the
experienced personnel {rom the foreign
partner monitor the project imple=-
mentation and follow the project
schedules.

=~ Acquire management techniques specific
to this industry,

‘an extent that it can be

be employed for settiny up Liwse

complex units if recourse his ot
been taken to bring large skilicd
technicians from outside,

In number of project sites the
infrastructure has becen bulilt
specifically for the industrial
complex., The industrial culture
would take time to establish to
canivd
upon to assist the industrial
requirements, ’

- The situation in the region is

changing fast, Fixed period muinuuv-
ment assignments to the foreign

- 6€




11.3.7.2

w

Major Elcments

administration are held by the locals;

the travel is composcd of equal directors'
from the partners, The technical posi=
tions are usually filled by the personnel
from the foreign partner. The locals do
occupy independent supervisory positions
or as an understudy,

In some earlier joint venture agreements
the foreign partner was specifically
assigned the responsibility for technical
management of the complex for a certain
period after start-up.

The management tasks are shared by both
partners in more recent joint ventures.

Training:

= Training is arranged by the foreign part-

ner in his own plants or piants of his
other licensees. The local companies also
arrange training of their personnel in
third party plants on payment,

Key technical and management personnel are
provided training abroad for periods
exceeding one year. %The operating

personnel have been trained in the training

centres waintained by each venture and
thereafter sent abroad for specialised on
the job training. 1In all cases large
number of trainees mostly in hundreds have
been trained for long periods ranging upto
3 years,

Objectives Set

=~ Pursue long term policy of inducting
local personnel though no limitation
on utilisation of expatriates from the
foreign partmer in the conduct of the
venture,

= Training is an important component of
the joint venture,

- Novel methods of construction employed
and the concept of minimum manpower in
construction, operation and maintenance
of plants required extended and compre=-
hensive training programmes designed to

meet the specific needs and requirements.

- Perpetual training at plant site to
inculcate industrial culture suitable
for such high technology industries.

Inhibiting factors

partiner are giving way to juiat
management of the complexes,
Greater management control relat:,
to policies and corporate pian. an
be expected, As yel ¢xpericince

in the region is rather linited,

A number of large multinational
petrochemicals producers have
reduced their training centres Lu
small facilities and in soume cases
even disbanded the training
facilities in order to affect
savings in the industry highly
pressed to cut costs and reduoe
losses, Training requircments o
Joint ventures can represent Lisi
for which adequate facilitics uay
not be available.
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11.3.7.3

«3.7.4
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11.3.7.5

Procurement of Consumables:

The purchases are made by the joint
venture with major guidance of and in
accordance with the procedures agreed with
the foreign partnar. Long term arrange=
ments with foreign suppliers have aiso
been entered into and in some cases like
cataiysts and speciality chemicals
purchases are made using purchase

ctanneis of the foreign partner.

Major Operationai Problems:

The infrastructure has been planned in
rprofessional manner; in more recent
projects infrastructure was completed in
about five years before the projects were
launched. The eariier projects also

laid emphasis on infrastructure develop=
ment in stages.

There are no reported operational diffi-
culties, In some projects a large numder
of expatriates from developed and
developing countries are reported to be
working.

Marketing Arrangements:

The recent joint ventures learned from the
performance of the earlier ones to iimit
the scope of the venture to production
only. The marketing is the responsibility
of each partner with the share of local
partuner fluctuating

Qbiec
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- Develope reliablie sources of supply
with acceptavle quality of materials.
required for sustained operation of
projects.

- Enter into long term arrangements for
supply of proprietory consumables,

- Plant operations at maximum throughput
and at designed efficiencies,

- No iimitations on maintenance sparcs
and inputs for preventive actions
against possible operational upsets,

- Marxeting 1s the most crucial fall out
of the joint venture. Acquirc market—
ing experience through marketing of
imported materials before production
commences,

Inbibiting factors

- Desire of the jodnt ventur

cevelope alternative sourc

to produce the consumables locu.iy

at a later stage.

ability of ethan. rcich gas
thereby upsettiaug the prou
pians, The crude oil prod
programmes are fixed witho

taking into account the impact on

petrochemicals industry,

~ Foreign partner is calicd

to train the personnel of
partner in all aspects of
marketing of products and
after he has to meet his

[ER W)

(U5 Y HAN

Fluctuations in the produciicn ol
crude o1l could affcct the avasi-
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ajor Elements

accoraing to the sales he can make., The
foreign partner undertaxes marwketing upto
a wmaximum portion of the total production.
in the earliier ventures the eantire mark=
eting including that within =he hust
country was the responsibilivy of the
foreign partner. The local parcner is
developing his marketing n:twork, exper-
ience and merketing services and

technical support.

Objectives Set

- Develope market through product deve-
lopment set up and back facilities at
various locations.

- Develope distribution centre for local
markets and exports.

Inhibiting factars

encroachment in the expor:
markets which are very compelilive.




2.3.5

2.3.6

2.3.7

foreign partner; the remaining capital is provided by local financing
organizations such as industrial development fund as a soft loan. The Board
of Directors of the joint venture is accordingly composed of equal number of
directors from each partner. The chairman of the Board is mostly the
representative of thelocal partner but other senior management positions e.g.
the President, Vice President or managers are sharedbetween the pa;tners in

consideration of the requiremecnts of the job.

All joint ventures have availed of - and in fact came into existence
taking into account that - statutes for protection and cncouragement of national
industries provide tax and non-tax investment incentives as well as adequate

cemmittments on basic rights and guarantees,

The local agencies promoting the joint ventures selected the forcign
partners assessed on a preset criteria and through close scrutiny of their
technical capability, marketing experience and willingness to cooperate as
full and equal partners. The irterim agrecments with sclected companies enabled
setting up a task force of equal memebrs drawn {rom the two partners to finalise
licenses, feedstock agreements, jolnt venture agreement ete. The formation of
joint venture thercafter was only a formality as all the ground work was complet.
by the two partners before formaticen of the venture. The implementation of the
project Is taken up by the company undexr the policy guidelines of the Board of
Directors and with leading participation of ithe foreign partner and his
expertise. There has been a substantial change in the approach; whereas the firs
joint venture in petrochemicals in the region relied completely on the
foreign partner with regard to the project construction and operation; the later

ventures have the local partners inveolved in the entire process.

The technologically important joint ventures in the region are in the
petrochemicals sector. These have demonstrated that a flexible and pragmatic
approach has enabled some countries in the region to achieve what was considered
by some as impossible, It has though taken a long time to enter into colla-
borative arrangements in most cases not less than seven years. This approach
has permitted joint ventures to adept newer concepts of modular designs for such
Yarge capacity plants successfully which enabled setting up the complexes within

tight time schedules. The internat{ional companies faced and solved problems

encountered for the first time at such a scale,




2.3.8 The petrochemical joint ventures have been a success so far. The
experience of their vperation is either just not available because the plants
have gone into operation only recently or is rather short and limited. The
joint ventures are now facing the issues of operation and narketing whichover

a long term will determine the performance in totality of the joint ventures

in the region.
2.4.  Industrial Countries medium sized (Nerdic countries):

The region has a developed petrochemicals industry both at the basic and
downstream stages, The industry is planned to mcet the local or the regional
ceeds.  The crude and gasfrom North-Sea has provided some countries with a unique

’ opportunity for a sustained supply of hydrocarbon raw materials; some other
countries have long term supply agreements with large producers such as USSR.
Access to raw material availability appears to have strengthened the position
of the corresponding companies to acquire and control the industry in the
region,As the countries in this categery are medium sized and have limited
financial resources to offer, they are mainly interested in participating in
equity of the joint ventures only and the wain financing is covered through
bilateral aid or suppliers credit as well as loans from developmental banks,
These companies, however, enjoy very high credibility level because of their
performince in heme countries so far; their participation in joint ventnres

accordingly helps arrangements for the financing,

) 2.4.1 Such countries have come to acquire an important role in the joint

’ venture arrangments for the petrochemicals industry, The process of
restructing taking place within the region has promoted new joint venture
arrangements for the existing industry. The companies processing kncw-hew
in the field of petrochemicals - this covers mainly the downstream conversion
sector industries - have formed joint ventures jin developing countries; their
approach, intentfon and performance have made them quite popular. Hajor
elenents of the joint ventures in which companies from such countries are
involved either in their region or in developing countries are presented under

a pre designed matrix under tables 1I.4,

2.4.2 The foreign companies in joint venture from the region do not stipulate
any restrictions in regard to the markets to be covered. The joint ventures

within the regicn as well as those in developing countries cater to loral

|
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Major Elements

Nordic Countries
(Finland, Norway + Sweden)

Basic Considerations:

- Within the region the joint ventures
are promoted to have access to the
demand in thc different countries
and only commercial considerations
guide the decisions.

-~ The marxets of the region are quite
open and there are no written pre-
ferential sources of supply but pro-
duction by joint venture within the
region with financial participation
of a comnstituent country will be
incentive enough for it to buy from
the Joint Venture.

~ Joint Ventures in developing count-
ries cover technology and raw
materials availability as prime
considerations.

Pattern of Development:

- The joint ventures within the region
cover basic petrochemicals industries
as well as the downstream including
secondary and tertiary processing
sectors.

= XNew industrial activity is mainly in
countries with access to recent oil and
gas finds. Similarly countries with
long-term arrangenents for supply of
feedstocks with countries nearby
are deginning to control joint ventures
in the region.

Objecctives Set

- Import substitution designed to meet
the demand of the countries in the
region.

- ©New found hydrocarbon resources in the
region are being planned for use as
feedstocks for nhigh valued chemicals
by the respective countries.

- Manufacture and scll products in the
countries of the Joint Venture partners.

~ Offer tecnnologies available from
Nordic countries on competitive terms.

- DPlan production programmes to meet the

demand within the region. In cases of
chemicals where the overseas demand is
assured and the competition is not
severe to upset projections, exports
may be resorted to.

- The joint ventures in developing count-

ries foresee sigaificant exports by
taking advantage of raw material avail-
ability and pricing.

Inhibiting Factors

- Demand of individual countriocs
and that of the repion is nout
large enoupzh to permit setting
up units of world scale capacitics.

~ The regional joint ventures <o not
plan to compete on expori markcets.

- Strong conpetition in the fictd ol
technology sale from other deve-
ioped countries.

= The capacity existing in the
countries in the region In
last decade is adequate for the
iocal demand. It is only the
countries with oil and gas pro-
duction facilities that have
possibilities of significant
growth besed on exports as welil
as local markets.




b

PO

Maior Elements
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- The joint ventures ia developing
countries cover the downstream
secondary or tertilary sectors.

Internal Structure:

Z1.4.3.1 Ownership Pattern:

- The ownership of the companies in the
region 1is held entirely by Government
at the basic manufacture level but in
some cases the private sector holds
small equity in partnership with the
Government. The downstream units
have been mainly in the private
sector however, Governments are now
penetrating in the downstream operat-
ion with the intention of vertical
integration and restricting main
specialization and strength to one
product.

= The joint ventures in developing

countries correspond to the owner-
ship rules in the host country e.g.
Saudi Arabia, Mexico.

Ob-tectives Se:

3asic and cownstream industries have
matured and therefore techaology
exports are being pursued vigorously.

[E]
<
i

Achieve vertical integration through
joint venture arrangements.

Lead partner or the foreign partner,

as the case may be, provides technology,
training, industrial property rights
and management. Assistance in operat-
icns and marketing is also provided,

the extent varies according to
situation in host country.

Inhibiting Factors

Most jolnt venture companies in
the region and Middle East have
mindnum pﬂSSible manapoencal setd
up and the main process units
only. They depend on supply of
utilities and infrastructure
from the central facilities and
contract out support jobs like
maintenance, dally accounting,
bookkeeping etc, Cousequently
dependance on the industrial
environment and concern on its
reliability.

Most companies adopt flexible

policies and therefore do not

anticipate and have not so far
encountered any problems in

reconciliation of views into che

joint venture partners on policics

and programmes of the venture.

——— - ———




Major Elements . Ob

ectives Sat .

11.4.3.2 Financial Structure:

Most companies from the region -
belonging to small countries have

limited resources and therefore

prefer to participate in the equity -
only. The ioans have In practically’

all cases beea covered by bilateral

aid arrangements, international -
lending organizations, development

banks and the supplies crecdit. All

‘these sources are sensitive to the

credibility level of the host
country in addition to the view
on normal business risk.

Government Framework:

Goverameat framework assumed greater -
importance in the region for the deve-
iopment initiated after spectacular

finds of and access to oil and gas.

Within the region the incentives -
offered are rather indirect e.g.

« Investment incentives in form of
tax credits, exemption of R+D expen- =
diture or attractive schemes on
transportation etc. if the industries
are located in specified regions or
zones of the country.

. Basic rights and guarantees on repate-
riation of profits and capital are
subject to approvals of the concerned
Governments.

Tn developing countries the framework of
aost countries apply as set out uader
cespective region.

Secure loans under host country
bilateral arrangements with donours.

Secure maximum amount of soft and
untied loans

Secure commercial loans with the
assistance of the lead partner if
required.

Save foreign currency through pro-
duction from local feedstocks of the
materials being imported.

Apply technologies and processes to
facilitate backward or forward
integration.

Promote Integrated use of materials and
feedstocks available in the region for
benefit oif appropriate production pro-

grammes.

Inhiblting Faciors

Mainly small countries and are
unable to offer soft loan pack-
ages to make techaology sale anc
equipment supply competitive.
However reputation of the
companies in the region is a
very positive factor in arrany-
ing loans.

There are no special direcct
incentives offercd by the Govern-
ment to promote joint venturing.
Commercial considerations and

the identicity of interest oi
various partners in the region
are the main driving forces.
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Major Elements

- There are neo specific legisiations
for joint ventures which have to
be covered under the existing
f ramework.

General Legal Framework:

- Joint venture formation is the
outcome of the prccess of restructur-
ing. Normal commerical laws of the
country apply to sucnh integratioms.
Tae fallouts of restructuring are in
the form of

. Agreements covering research and
development and technology back up.

eements covering technical

.« AZT
ssistance.

a
. Management services agreement.

- The joint ventures in developing
countries are governed by the legal
Iramework of the host countries.

Implementation of Joint Ventures:

- The regiornal joint veatures do mot
req.ire any significant implementation
effort.

- The joint ventures in developing cou-
ntries are implemented according to
to the procedures and the pattern
adopted by those countries.

- The companies from the region emphasise
their flexible approach in this regard
aimed at mutual beneficial collaboration.

Oblectives Set

Commercial considerations of restruc-
turing prevail. Regional level joint
ventures encouraged because of better
degree oi understanding and confidence
in the applicable legal framework of
the neighbouring countries.

in the developing countries appropriate
legal coverage in various contractual
committments.

Project services hired from the most
competitive and experienced sources.

-

limitations on source for purchase
equipment.

o
of
Project management services can be run

by local partners with guidance from
collaborators.

inhibiting Factors

The laws of the country in which
Joint Venture is located apply.

A proper understanding of the
legal framework is a time con-
suning and expensive process for
companies promoting jouint ventures
in the downstream sector.

Assurance of quality and on timcly
completion of works if awarded to
new entrants.

Lack of adequate experience in
project implementation in some
developing countries.
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Major Ele' 2nts

Obijectives Set

Operation of Joint Venture Firm:

- 11.4.7.1 Management:

- In the joint ventures within the -
region all top management positions
continue to be occupied by the local
nationzis and professionals. The
board of directors is nominated in
proportion to the equity nholdings.

The board meets very often possibly

once a month to review performance

and decide on policy matters. The
Managing Director caliled "daily -
manager' is responsible for day to

day operations and performance budget.

= In the joint ventures in developing
countrics the approach is also to
employ local staff if qualified and
experienced personnel are available.
Support is mainly given in technical

fields.

11.4.7.2 Training:

- The joint ventures in developed cou- -

ntries only require short term orien-
tation and training periodicaily. How-
ever the ventures in developing countries
are covered by extensive training

spread over long periods.

- Practically all joint ventures have in- -

plant training departments engaged with
Tegular training programmes designed to
meet the needs of difierent cadres in
the plant.

- All joint ventures have formal contractual
access Lo the expertisce and facilities of
the promoting partner.

are pursued
of using locail

All joint ventures
with the objective
human resources to the maximum extent.
The policy clearly sets out the manage-—
meat development programme to enable
senior local staff to step into manage-
ment positions in due course of further
experience and exp.sure is required.

Preference at all levels is given to the
local personnel in case qualified candi-
dates are available.

Training 1is an important input of the
promoting partner. Areas cover operat-
ion, technical services and research
and development; the precise scope
varies with the infrastructure at the
piant.

All Nordic countries contacted empha-
sized their strong support for countinu-
ous back-up for training in all thedir
Jjoint venture arrangements.

Inhibiting Factors

Participation by two partacrs
requires well identificd pro-
cedures, powers and responsibi-
lities. Commurication between
the partners on all issucs
relating to periormance and
operation irrespective whose
personnel occupy crucial posi-
tion, 48 most importani. in geve-
loping countries management capa-
bilities of local stafi lLiave to
be developed for the type of
technologies to be employed,
products to be haudled and the
management responsibilities

for such complex operations.

It is expensive to maintain
training departments and

facilities in most deveioped
countries; these are being

cut to minimum because of

increased competition and resv.ii-
ant economies being enlorced oy 4
number of companies. Coatinuation :
of such facilities have to be
supported by the sufiicient needs
of joint ventures. i
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Major Elements

Objectives Set

-~

Procurement of Consumables:

- Purchases for joint ventures are made -
by the purchase department in
consultation and on advice of operations.
There is no interference from the
premoting nartner but for the advice on -
purchase of critical and more sophisti-
cated items.

- There is a practice in the nordic
countries to depend upon an independent
central organization which only stores
and supplies items such as valves,
instruments, pipes and other consumables
which can be bulked for a number of
plants up to a distance of say 400 kms,

Major Operational Problems:

- Joint venture in developed countries have -
improved the performance levels compared
to prior records. In the new ventures
in developing countries no specific
operational shortcomings have been
reported.,

Markzeting arrangements:

- The joint ventures have in housec marketing =
arrangements. Marketing services and
product developments covering improvements
and new products form a very important
component.

- Some joint ventures in developing countries
utilize the nome office set up of the
foreiga partner.

rer H4

adependent purchase arranpemnents for
he foint venture estabiished with the
guidance and help from the promoting
partner,

Ensure uninterrupted supply of the
materials of specified quality,

Devise strategy for storage and
sequence of purchase,

Provide appropriate back up in
operations, technical services and
trouble shooting to the joint venture.
In most case the Joint venture have
access to the expertise in the {ields
of safety; quality contreol and environ~-
mental control.

ol

Improve competitive position in th
market through well organised sales,
after sales services and improved
product quaiity and end uses.

Meet the local demand in developing
countries and explore export marxkets.

lQhLbiL{nQ_gactors

Tecunical support of Lhue pronol.a;,
PATLREr may Le necessavy in pro-
curemenc of specialisced wmatoriais,
The support could be consideraniy
more in case of the ventures in
developing countries compared Lu
those in the developed ones,

The utilities supplied to joint
ventures from independent
prouucers have to be dependable,
The infrastructure has to be
adequate for the smooth operation
of complex technological units,

The back up services are quite
responsive to the needs of the
customers in the region, However,
in the developing countries the
need for dependable market
development set up is of utmost
importance,
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and vonienal 2emands as well os undertake exports. The jeint veature cooranies

in basic petrochimicals scotor strictly restrict operations to cperatien of

process plants snd concentrate on import substitution by use of local
raw waterials. Their strategy is wainly aimed at Yocal market unless inter-

o

ratiornal trade and export is not under cut-threat competition and prevides

goed returns.

The companics from these countries principally want to sell techiolony

and the preoduct application Xnew-how in their possession on cowmpetitive teris,

the participation by these cospanices is were dictated by thedir desire to

ratch competition (nd to sure cont toved technological back up,  In mere revent

jeint ventures the “ivation has also bovn to obtain aceess to now warkots,
Most copan in the Jownstream potrecherdcals sector in these countrivcs

sre private coi s the Covernment cwned conpanies engazed rmainly in tle

ranafacture of ic petrochesmicals have penctrated in dewnstream industries

mainly to =pectasise in selocted products eatirely, i lice with general treod all
cver.  fthe vertical integration has brought abeut acquisition of voncerned
corpanies through jeint vontures.  Such coppanies are also new offering jeint
ventures in develeping couvntrics. In the joint venturcs in developing countrics

the wenapenents wainly rests in the hends of the lecals,

the inceatives offered to joint ventures with corpanices from the regicn
participating are quite effective and cover those on applicable texces,
oxpenditure on research and development and cost of transportation on raw
raterials and preducts specially if the joint venture is located in specitied

repions of the country,

Training is cmphasized by the companies from the region who invariably

arate training departeent,  In addition to short training for cach

cmpleoyee there are orientation prograwmes undertaken pericdically,  TIn the highly
cespetitive sitenation facing the industry when most ionternational companics
1,

bave considerably reduced staffing on training departments,  This is an ieportant

facility offered to joint ventures by companies from this region,

The cenpanies frem the regficen have a very flexible bot positive appreoach

tewards jeint ventures which in thedr opinfon is main reason of thedr success,

The companics possess long cxperience of joint vintures both with in the region
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[ 2%

and in devoloping countries and are making important in roads in developing
countries further in the downstream sector as well as In manufacture of inter-

mediate chemicals.

Industrial countries - extensive multinational operations:

A number of companies in the industrialised countries with or without
operating petrochemicals plants have the right to license and possess or have
access to know-how , techuolopy and experience for manufacture of a variety of
petrochemicals. A representative sample survey of a few companies in USA, UK
and Ttaly was undertaken to obtain their views on the joint ventures as a
potential means of cnllaboration to set up petrochemicals plants., These views
are indicative of the approach and outlook of a potential foreign partner

from industrialised countries to the joint venture.,

Most companies regard theequality of the two partners in the joint veutures
in developing countries as ficticious as the developing countries have an unfair
and indirect control over the profitability of the business. As an exanple
fecdstock pricing in most develeping countries is the result of a political
decision making which has a devastating deterioration on the prospects of
generation of funds. These companies bring out the fact that since variable
costs of enerpy and feedstock account for 80 percent of all the costs incurred in
manufacture of basic petrochemcals; they are no lenger willing to risk exposure
to such important parameter of business equation as in sixties when feedstocks
represented only 20 percent of the cost in the cests of manufacture. This
uncertainity is not limited to developing countries only; the same happened to
the ethylene plants planned in Alberta where with the change in political
apprnach the policy on feedstock prices underwent a change and the plants were

ahandoned,

Some cowpanies have mentioned cases of suceessful joint ventures with
companies from other developed countries in identified specific fields; these
Joint ventures are ajmed at combining the strenghts of the two firms in
production; research and development and marketing to acquire a dominating

multinational role in the particular product,

However, they contend that divergence in industrial mentality of two groups

of countries provides an additional source of problems. Morecover, a newly

established joint venture petrochemical company in a typical developing country
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faces a whole host of difficulties ranging from inadequacies in
infractructure and markel absorption of products to the absence of

skilled work force and vagaries of government rcgulations.

It has to be appreciated, according to one company, that a lot of
effort and funds are absorbed in the development of new technologies
and unless one could see reasonable prospects of satisfactory rewards one
greatly diminishes the incentives for that company to make the most
advanced technolegies available. Bureaucratic limitations fixed on the
quantum of royalty for the processes as well as short duration sccrecy
provisions ia the agrecments do not help elicit the best technologies.
Unless the joint venture is assured of the opportunities to grow and
cnter new business and production capacities in due course, the fixed

costs terd to escalate making the joint venture company uncompetitive,

Some cowmpanies are inclined to co-operate in joint ventures in
the downstream and speciality products with developing countries. [lhey,
however, believe that relatively modest markets for these products in
nost developing countries preciude viable business opportunities.

Most companies are very cautious about setting up joint ventures in
developing countries, they would prefer to license technology and provide
services in all facets of setting up plants, operations, trouble shooting,
training, safety, administrative support ete. They contend that the
measure of commercial success are different in companies and the perception
of the public entities. A government agcncy can put its capital as a
sunk cost in a project and is under no compelling obligation to recover
that investment which is governed by a host of policy considerations. On
the other hand such an approach is inconceivable for a profit orjented
cempany. It is because eof these considerations that many projects whose
basic economies do not satjsfy the established criterfa still get

implemented,

A company with long experience in manufacture of petrochemicals
around the world believes that in joint ventures,not only in those
with developing countries, the initial unity of purpose and vision tends
to weaken as borne out by their expericnce in Europe. The risks will
be oven greater where divergence in political, cultural, historic and

seopraphic hackground s unknown,
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Most companies suggest that at current prices of petrochemical
products, they make more money on marketing the product in their own
network than from a fully owned industrial plant. This activity they
like to sce expanded and would welcome the cpportunity of entering

into marketing agrcements to surplus producers of develeping countries.

The joint venture arrangements recently entered into in oil
producing countries, according to the appreciation of these companies,
are a multilayered approach zomewhat different than conventional
type joint ventures. Tt includes a number of additional agrecnents for
supply of feedstocks, utilities, infrastructure facilities and obli-
gations In respect to international rarketing. The realistic epportunity
vost related pricing of feedstocks as well as availability of working

capital at attractive terms were major incentives.

An Important factor according to sceme companics which inbhibits their
equity participation in developing countries relates to the conplexities
of overseas remittaunces and repatriation of funds that are normally
subject to cxeerssive regulations and restrictions. This is closely
Tinked to company's perception of political stability affecting business
cavirenment with political changes usually causing irreparable disarray

in the rules of the game.

The companies suggest that they can make real contribution to the
development process in the third world petrochemicals through making
them aware of the mistakes they committed in the past so that the new- |
cemers can avoid them, If the newcomers use the information and knowledge
that these companices have acquired cver long period of successful operations
in petrochemicals, they will save a lot of money. On the contrary they
believe that if developing countries go about business the way enginecering
and consultancy companies suggest they should do, they imevitably run

the serious risk of putting their money down the drain.

A1l companies adduce the argument that the successful joint ventore
shonld be based on demonstration of the commercial viability of the
enterprise to be taken up jointly, They point out that in many instances

the governments of developing countries for a variety of good and not so

good reasons decide to go akead with a particular project and decide to go




ahead with a particular project and then jnvite the international
collaborations. Many of these projects, according to the companies,

we:ild not have been judged by the same companies as possessing
sufficient economic prospects if they had been involved in ihe initial
evalvation. In this ceonnection the current debt crisis affecting many
developing countries can be largely traced back to liberal lending
practices by the banks to finance projects whose business soundness were
often not conclusively established. In view of these lessons and con-
sequential substantial reduction in credit flews, these companies contend,
the multinational companies cannot be realistically expected to substitute
for backs. Accordingly they admit that a potent form of incentive for

the joint venture would be the provision of low intcrest bearing lcans

to the companies to facilitate the difficult task of arranging the

financial package of the project.




Chapter 3 : Scope of Joint Ventures in Petrochemicals
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3.0 Scope of Joint Ventures in Petrochemicals

The opinion of multinaticnal petrochemical companies in industrial
countries is predominrantly in favour of supply of license, services and
expatriate assistance to developing countries instead of a conventional
joint venture collaborative arrangement. However, having regard to
appropriate jincentives and understanding as well as appreciation of the
politico-economic situation in a country, the multinational companies
would seriously consider an opportunity for entering into joint venture
for projects which pass the accepted criteria of techno-economic viability.
The developing countries by and large consider joint venture as an

important vehicle to davelop, build and operate petrochemical plants as

this system has a proven record of helping to establish and consolidate the

basie, intermediate as well as downstream petrochemical industries in

developing countries in differeat regions,

The scope of joint ventures in petrochenmicals sector s dependent
upon a number of factors as well as on the degree of technolegical com-
plexity of the plant covered by the collaboration., The external factors
such as the level of industrial experience of the developing country as
well as the policies of the governments of the countries of the partners
have a profound influence on the scope of the joint venture as well., The
diversity of this industry can necessitate the joint venture to take back-
up assitance from the overseas partner if such services are not available
indigenously; the illustration below will signify the extent of the wide

range of assistance that an efficient operatfon of a petrochemical joint

venture may require:

a. research and development effort needed to sustain suitability of the
product for end uses specific to the markets,

b. performance evaluation of the processes employed to maintain and
improve their economic levels of operations,

C. technical back-up needed to support the needs of the conversion
industry covering the diverse sectors of the industry - a service

on continuing hasis,

The structure of the petrochemicals industry and the indisputable
need of the developing countries to depend upon the industrial countries
for transfer of technology and continued technical suppert supgest joint

venture as an important instrument of co-operation, Most companies in
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industrial countries do realise that these collaborative agreements provide
them an opportunity to maintain impetus of innovation and act as an important
lifeline for survival of their manufacturing econemies. The failure rate of
the joint venture according to the studies available on this area of business
understanding is abnormally high. In the more recent large petrochemical
projects as well, the joint ventures which fall through in the very

early stages of project formulation is higher than 50 per cent. This

chapter accordingly looks into various factors applicable to petrochemicals

industry which may help in the creation of a successful joint venture,

qunrAFTQ@entgrQﬁuﬁx£gg?ng"Sﬂcqngfuang)pp Ventures:

The formation of a joint venture and fmplementation of the project
undertaken by the venture normally follows the cycle indicated in fig. I.
In the case of petrochemicals industry - mainly the basic and intermediate
chemical sectors - the developiment requires significant support from inhouse,
local or cutside research and development set up and design, engincering
and consultancy organizations. The project conception covering identification
of opportunity, market survey as well as prelimivary project studies aimed
at locking at financial analysis as well as defining the project more pre-
cisely require experienced technical advise, facilities to be able to
characterise and evaluate feedstocks and prepare estimates of capital
costs. Quite often preliminary data on process and project from experienced
licensors may be absolutely necessary to make any meaningful analysis, ‘The
selectiun of process technology as well as the type and forms of collaboration

most suitable for the joint venture also require specialised experience,

There may be different ways of going about a joint venture project but
the corporate partners to a joint venture in all cases should hold the
same intentions as a couple planning to wed: each Appreciating the con-
tribution of the other as valuable. The new venture could join forces
to penetrate markets, learn necw technologies, share risks, take advantage
of the concessions to manimise profits ete. But as in marriages difficulties
serious enough to pull apart the collaborations often are encountered, The
successful joint venture have therefore to go through basic excercices
afned at better understanding of the environment and of each others position

such as:
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a. Initial planning to prepare groundwork:

The basic principle for a good collaborative arrangement is to achieve
complete understanding of the position of each other through free and
frank disclosures on purpose, long-term goals and operating strategies
of the parties. A significant observation during the rcgional surveys
revealed that the most successful jeint ventures were entered into by
local firms which were representing their collaborator for a long time
in promoting his cuvmmercial interests; the implication being that long
association established the trust and confidence necessary for a joint

venture partnership.

The planning for establishing a joint venture has not only to cover
a joint evaluation of the project proposal, strategy for implementation
and operation, application of skills, policies on pricing and costing
ete. but also the examination of plethora of legal and governmental
laws and rules that govern the business operations in the country of
joint venture. The complimentarity of immediate and long-term interest
of the parties in the joint ventrue operations has to be well defined

and accepted.

The cyele of major activities that a joint venture project may go
through is depicted under fig, I; it is emphasised by most companies
from developed and developing countries that development of those
activities by both partners to the joint venture at the earliest stage
specially including scoping and feasibility studies would be most
helpful in concluding a joint venture with a good long-term working

relationship,

rhis phase of work received the highest consideration in recently
fmplemented petrochemical joint ventures in which the joint venture
partner was sclected on consideration of technical capability, marketing
experience and attitude on co-operation in joint venture as free and
equal partner and interim agreements signed. An executive committee
set up with equal members from each side undertook special tasks e.g.
study of licensed technologies, feedstock agreement, joint venture
agreement and commissinned feasibility studies, The conmittee was
authorised to conduct all negotiations and choose most suitable

license and successful contractor, To reconcile the objectives of




cach partner and contributions each made the negotiations stretched our

number of years resolving many complex issues, Sound foundation of joint

venture like in marriage is based on complete understanding, confidence in
and respect for each other.

Tdentification with objectives of Joint Ventu re:

Businessmen by making are suspicicus and such feelings are agyravated

by lack of cowmunication or unilateral action by one partner even though it

is in the best interest of the venture., A flexible and broadminded approach

by beth partners will further strengthen the business cperaticns.,  The

identification of the partner to the aspirations and expections of the joint

venture in line with the corporate plans and the evolving envircament is
mest desirable.  Schemes and plans of the joint venture though suitable
from the national considerations should pass the test on profitability
criteria specified under the joint venture; similarly foreign partner in
the joint venture has to overcome the temptation of making the interests
and aspirations of the joint venture subservient to those of his parent

Company.,
C. Aprecment on basie business policies:

The multinational petrochemical companies feel that the joint venture
companies in developing countries are prone to government interfercnce on
the issues which directly affect the profitability of the venture, This
concern though existing even earlier has assumed greater importance with
changed situation of the industrial sector in the world in the tast decade;
processing margins or assurance on a minimum return on fnvestment are no
longer the satisfactory form of coverage, The negotiations culminating
into final jofnt venture agrecments must inter-alia therefore specify

the mutually accepted approach in regard to

. Corporate objectives setting out clearly the activities and investment

policy,
. Prices of raw materfals and transfer prices,

. Policy on capital increases - options on shares or other forms of

ownership,




. Policy on dividends and repatriation of the prefits abread.

. Policy on financial disciplines e.g. borrowing.

i

i -~ 61 =
|
|

. Policy on marketing and pricing products, |
|

A typical example revealed during the survey is of an agreement between the

joint venture partners on supply of petrochemical raw materials at a rebate of 30%

while the manufacturer joint venture was permitted to retain product prices at 20%

above the international prices. Involverment by the government in such schemes in an

indirect manner not only demenstrates the comittment of the govermments to the

develogment of this industry but also can help convince the foreign partner about the

continuity of the present scheme,

3.2 Potential areas of conflicts
®
Most joeint ventures in petrochvmicalé industry vicwed from the aspirations of
developing countries are centred around technology transfer. The developing ‘
countries expect the foreign partner to consider, the new plant as an extension of bhis
original business activities and that his participarion in the new plant will -iden
his markets, The joint vyentures operating for a considerable period as well as those
recently established do throw light on the aspects which brought up differences
between the partners; certain reports about problems developing in the recently
fmplemented joint ventures have been listed to enable partners to take appropriate

neasures while establishing the joint venture so that these conflicts can be teduced.

a. Fxpansions and Diversification Plans: ¢

Q It appears that in more than one case of the joint venture surveyed the
diversification plans proposed by the local partner faced reluctance on support or an
outright rebuttal from the foreign partner on the promise that the proposed
diversification falls outside the technological realm or market interest of the
foreign partner, These real problems have been solved through negntiated buying out
of the foreign partner as the local partner had acquired sufficient experience to run
the company and to manage the technological requirements of the diversification scheme

independently,

It has also been pointed out during the survey that due to restrictive policies
adopted by some developing countries, the expansion as well as diversifications plans

of the joint venture were held up unless the capital base was restructured according

to more recent regulations, Such joint ventures virtually stagnated and could not
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maintain the advantageous position in the country they attained when

established.

b. ﬁ?ﬂﬁ&fﬂﬁﬂggﬁﬁd Adminisprative:

The disproportionate management rights and the financial benefits
acquired by a partner because of his long valuable experience of the industry
or a domiiant status in local environment has created problems mainly in the
majority foreign owned companies, The local or the foreign partner as the
case may be must feel involved in the management of the venture as well as in

activities such as marketing and purchase.

The valuation of the technicai assistance provided by the foreign purtner
to the joint venture las been one of the minor irritants which could be easily

recmoved by a more positive and accowmmodating attitude,
C. Techinical and Teclmological aspects:

Dif ferences between partners have been reported to be have developed over
the interpretation of the access to joint venture of the improvements, ‘this
aspect is of significance mostly in the basic and intermediate chemicals
manufacturing stage, Developing countries with extensive research and
development supporting facilities are more likely to face this difficulty,

A clear understanding on this could be reached in the early stages of formatjon

of the joint venture,
d.  Uncertainities on commercial disputes:

It is reported that in one of the potentially promising regions for
establishment of joint venture petrochemical projects the requirements which
would need to be met before a joint venture can now obtain a license to invest

are undergoing profound change; the expected stipulations include

i. local ownership to the extent of 51 percent

it, a minimum specified limit on capital
iii, a wminimum period (say 10 years) expericnce in relevant business

sector,

These change tend to create a climate of suspicion which is unhealthy for

the joint venture operations, It is not very material who has a percentage

higher in ownership but what follews as a consequence could damage the
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confidence created so far.

In other cases the responsibility of the foreign partner to the debt
liability of the local partuer is stated to be being judged with adverse impact
on foreign partner. The eéxamination of the local rules, regulations and legal
instruments even as it is a long drown procedure; the multinational companies
may get exposed to commercial disputes which are judged contrary to the original

appreciation of the laws of the land.

3.3 Motivations of the partners of existing arrangements:

The foregoing review of the situation clearly brings out the fact that
the existing joint ventures pertainiag to the periods before and after the
scventies ~ signified by unexpected changes in crude oil prices and supply
situation - are designed to combine the strengths of partners to euter new
markets and maximise profits. The motivations can be grouped and presented as

under:

a. Host partner (mostly from dc.eloping countries)
o Access to technology, know-how and experience of the foreign partner,

ii.  Access to know how on product, product application and product
development,

iii. Access to techniques for market development, market services and market
research,

iv. Possibility of combining research and development to acquire a
dominating role in world market in particular preduct, (Valid for joint
vinture between two companics in developed countries),

V. Producing high value added products thus diversifying output with high
technology industries,

vi, Displacing imports and entering international export mirkets,

vii. Fistablishing industrial base for further development of industries
cmploying complex technnlogies while at the same time deriving
substantial economic benefits from natfonal angle by way of creating
cnployment, skills and improvement in social environment,

viii, Reputation of foreign partner facilitates tieingup loans and financing

package,




b. reredign partner: (mainly from develeoped countries)

i. Access to new markets

e
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Access to low priced raw materials, low cost on operating personnel,

iii, Possibilities of attractive investment abroad during recessicn in home
markets,

iv. Availebility of attractive investment incentives as well as f inancing
schemes,

v. Possibility of establishing the industrial base and its .se as a
springboard for further business activity on preferential basis.

vi. Acquiring advantageous position in selling tecihnology as well as

technical back~up scrvices.

. vii. Successful joint veature could be a reference for other developing
countries,
viii. Complementarity of existing operations to acquire decisive competitive
advantage in a product in multirnational operations. (Valid for joint

venture between two companies in developed countries),

The restructuring of the petrechemicals industry which comnmenced in
seventies favoured the loecation of the industry closer to the sources of
cheap and secured availability of feedstocks and energy., The last few years
have witnessedfurther finds of large quantities of crude oil and/or £as
in different parts ofthe world. The multinational joint ventnre partners
have accordingly more opticns available new for manufacture of bulk petro-
chemicals, A clear indication is the growing trend of the mutlinational

' companies to(a)get away from bulk production of a variety of petrochemical
products (b) concentrate their manufacturing progromme and activities to
selected few petrochemical products (c¢) restrict new activities to high
value speciality products and (d) integrate current activities with selected

downstream operations, establishing direct contact with the consumer.

It would appear that petrochemical industry is cither following its
traditional restrictive approach in terms of the new speciality high value
products or is pursing manufacture of bulk petrochemicals through joint

ventures at or closer to the centres of feedstock availahility,

34 Role of Government policiess

The appraisal of existing joint ventures in petrochemicals sector clearly

4

goout the significant inpact that goverament policies have domonstrated

brin
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over the cstablishment and successful performance of the joint venture
companies., In practically all cases the supply and pricing of petrochemicals
raw materials is directly or indirectly controlled by the governmentj these have
since in some cases even acquired a. politically sensitive international

status. However, in all cases - whereever applicable - the assurance from the
government on uninhibited supply of feedstock and an attractive and stable price
are the basic pre-requisites for any joint venture aimed at either domestic or
export markets. It is by and large recoguised that the government policies have
a profound affect on joint ventures located both in developing or developed
countries - hewever, in the case of the former it is more cruical as the
governments in developing conntries exercise a much greater role in creating a

congenial industrial cuvironment,

The rules, Taws and legislations setting out the policy of governments are
put out differently by most countries; specific decrces were issued for the
petrochemicals industry in Middle Fast; an impertant multinational company laid
down precondition that a specific legislation be issued covering concessions
required by him for setting up the petrochemicals complex before finalising the
deal - which ultimately fell through., In other countries provisions made in
the prevalent legal instruments cover the needs of petrechemicals fndustry.
Broadly wmost of the requirements are being covered in most countries under the

following legislations in one form or other.

i. Industrial Policy - a regulatory mechanism desipgned to provide the

cormpany a framework according to which governments expect the industrial

development to take place,

ii. Foreign Investment Tegislation ~ sets out policy which governs the
foreign economic participation in different forws of collaboration or

exclusively foreign cwned investment projects,

iii, Restrictive trade practices regulations - provide the venture partners
with the idea of degree of freedom that the business activity is

expected to enjoy under such specific legal stipulations,

iv. Financial rules: gamut of rules and regulations affecting the financial
position of the business venture such as corporate taxces, excess profits

tax, income tax ete,

v. Policies on raising funds and loans ~ guldelines as well as specific

fnstroctfons on raising funds for meeting the needs of capital for

industrial ventures and the working capital,
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vi. Import Policy - a comprehensive statement on incentives provided on

import of capital goods, machinery and spare parts as well as

protection given to indigenous manufacturers of petrochemicals against
import of similar preducts from world markets — a mechanism to help

growth of industry in its infancy.

vii. Export Policy - setsout goverument support in promoting exports of
specified products, incentives offered and possibilities of

preferential commercial dealings with certain countrics,

Apart from the policies designed to encourage investments in industries
frazmed by the govervments, the appreciation and confidence of the business in

these policies is cssgential to promote further investment activity. The prior

participation of a foreign business house in the host country cven in a srall
way greatly assists in involvement in large investment petrochemicals projectss;
the continuity of such policies over a Tong time instils greater confidence with

the foreign bysiness,

Future of Joint Ventures:

Complementarity of Jong term commercial interests: The developments in

the petrochemicals industry during the last decade have introduced a new sense

of uncertainity and suspicion fn the petrochemicals companies, The new situation
necessitated recasting their commercial strategies and as a consequence the
joint ventures established so far had to be reassessed in the context of new
situation. A number of mutlinationals deliberately decided to shed specific
investments in some regions while in others acquisitions were made such as

Du Pounts' acquisition of Conoco, Montedision joining forces with Hercules, ICT
shedding its Polyethylene business, Dows' diversificat{ion aiming at predominant
profits from speciality chemicals and corporate plans of Union Carbide to dispose
of its polymer manufacturing plants in different parts of the world are just a

few examples of the complex process which is taking a new unknown and an

indefinite shape,

Some companies suggest that thejr corporate level appreciation is getting
around to theview that the long term identicity of the partne

venture is virtually impossible,

rs to a jeint

Tn most cases what started as a complimentary
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role of the joint venture to that of the commercial interest of the foreign
partner changed into a completely divergent business cutlook. These views are
supported in a way by the experience available from some developing countries
vhere some repondents point out to the restrictive attitude of the foreign
partners to giving improvements to the joint venture whereas the local partners’
desire to providein joint venture agrecments a possibility of take over by the
local partner after a specified period. Both appreaches emanate froa the desire
of ecach of the partners to retain dominating position in certain mar'.ets
independent of the other partner, The current situation has made the problem
on identification of long term complementarity of commercial interests of joint
venture parthers even more ditficult, The successful experience from Middle
Fast however, suggests that given goodwill from both sides, it is possible to
define and agree upon suitable basis, It is quite noticeable that the jeint
ventures formed by companies in developed countries are based on a clear long
term strategy of both partners which demonstrates advantages in access to market

and profits to both partners through joint efforts.

Invisible business risk: Joint ventures, according to some ccompanies,
in most developing countries represents a business risk which may not te
conmensurate with advantages that may accrue frem the collaboration. These
risks being those which originate from the practices and actions completely
outside the control of the joint venture management, The degree of risk is
again a measure hased on the experience and appreciation by the concerned
company of the cultural, economic, geographical and political envirenment in

the country,

An appropriate wmechanism which can adequately cover the foreigan partner
against such risks bas to be devised, It is believed that mnst companies in
the developed countries both enginecering and consulting companies as well as
manufacturing units are covered by suitable Insurance cover against fault,
defects and maloperation, It is posszibly conceivable that snech extra-
ordinary business risks are also covered by a system of insurance up to an

agreed amount; this or any other form of assurance will greatly create the

needed confidence in the foreign partner,

Tt has been pointed out that the conventional joint venture concept
may bave outlived as an instrument of co~operation. But incorporation of

such provision ina suitable form would rightly reflect the evolution that

a joint venture has to go through,
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Techno-legal aspects: The understanding of the legal instruments
applicable to a joint venture is a time consuming exercise undertaken
tefore the agrecments are entered into. Despite such understanding it is
only the actual case studies under the particular legal framework which could
generate the necessary confidence in the foreign partner. In some recent
cases of differences of opinion, the decisions of the courts have gone
against theoriginal perception of the foreign partner - in one case a
court is reported to have ordered a foreign partner in a joint venture to acceps
responsibility for some of its local affiliates' debts though it was
Previously assumed that the limited liabhility vehicle protected the

foreign shareholder from such action,

The two partaers to the joint venture have to strive teo jointly under-

stand the implications and inteipretation of the techno-Tegal aspects to

prowmote the understanding and confidence for the successful joint venture.
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Potential Areas of Joint Venturcs in Petrochemicals

R

The joint ventures in petrochemicals industry have a successful record
of operations in the basic manufacture as well as in the downstream conversion
sector. Most developing countries have, beginning with small capacities and
relatively simpler processes, entered the petrochemical industry about 15 to 20
years back in a very nodest way., The per capita consumption of these products in
most developing countries is less than 5 per cent of the corresponding consumption
levels in the industrial countries, The develeping countries in general and
those with large population more particularly represent a large growth poteniial.
As brought out in the foregoing write-up the profile of development will vary
widely in different regions and ceuntries therein, hewever, there are interesting
possibilities developing for a joint venture collaboration between North-South
and between South-South.  The potential areas of joint venture collaboration
between North-North may continue to be confined to co-operation in rescarch and
developnent as well as achieving a stronger marketing position in the inter-
national operations - both situations not quite dependent on any govermaental |
cncouragenent; however, the number of factors affecting the collaboration with
the South are quite large and which mainly are outside the control of the

prowoters depending upon the governsental controls,

Government Policies aimed at encouraging joint ventures: In practically all
developing countries the industrial development prograimmes are greatly
influenced by the government policies. The unusual growth witnessed in the l ‘
petrochemicals industry in seme developing countries in Latin America is
directly attributed to government policies designed specially for the
petrochemicals industry; in most cases the manufacturing facilities were
supported by local technical research institutes of high competence which
helped assimilation of the technological aspects, Developments in Middle

Fast are rhe direct result of government policics designed specially for the
devaelopnent of petrochemicals industry., The governnental encouragement at the

regional level in fdentifying projects was responsible for the establishment of

petrochemical conversion units in the ASEAN region, the co~operation is now

being extended further,

The relevance of petrochemical naterfals in the areas of development
directly related to priority sectors of growth in a country's economy such as
fndustrial growth, food production, water management, health programmes,

housing ete, have induced the promulgation of national policfes by the

i
i
!
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governments listing out petrochemicals manufacture under priority development
pregrammes in many developing countries. The policy guidelines issued by the
goveruments while recognising the development priority accorded to a particular
sector dees impose adherence to rules and regulations designed to suit the
socio-economic fabric as well as the compatibility with cultural background.
The applicable rules and regulations have to be interpretted by the joint
venture parties in the context of the other favourable factors prevailing in

a particular country which will have influence on the manufacturing prograrme
proposed., This in fact is the situation as is evident from the spate of joint

venture proposals being mooted in countries such as China and India.

It is also to be recognised that the developing countries would be concerned
about issues such as: (i) that technolopy employed is appropriate and the
country is net being used as a dumping or experimental ground, (ii) that the
foreign investment has only the well accepted commercial motives associated
with manufacture as the objectives and that the collaboration will not be used
to mike the project dependent on some other industry or business interest owned
by the collaborator, (iii) that know-how and technelogy will in due course be
absorbed by the new company and that transfer of knowledge to local nationals is

in its planned programme,

A noticeable change in the coaventicnal joint venture package usually brought
in by the foreign partner to the petrochemicals projects relates to the serious
Yimitations on financial obligations of the foreign partner. The foreign partner
would 1like to be an equal partner in the joint venture with the local partner
but at the same time wish to keep the direct financial stake to the minimum -~
one of the important criteria adopted in all joint ventures entered into in
Middle Fast, The reputation of the foreign partner could be used by the
joint venture to raise loans, The usual policy considerations by the governments

applicable to joint ventures relates to:

i, rights and obligations of the parties
iit, registration - scales and standards of registration fees
iii., labour management
iv. limitations on liability (restricted to capital contributions)
v. autonemy (or degree of) in decision making in management and control
of operations

vi, transfer of profits and repatriation rights

vii. wages and salary of local and non-local staff,

|
|
|
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The governments of the developing countries generally consider joint
ventures as an attractive form of collaboraticon as it brings with it the
equity capital, advanced technology and management skills and can be an
opportunity to establish a sound long lasting business relationship for the
benefit of further industrialization schemes. The foreign partners In the
petrochemicals industry joint ventures are proposing compensation trade or
buy-back arrangements as a part of joint venture collaboration to undo the
shortcoming on the financing front as well as generate greater confidence with
the government of the developing country., Such arrangements more appropriately
applied to large projects could invelve a trading group in the financing

scheme of the joint venture.

North-South Co-cperation: Practically all joint venture projects in Jdeveloping
countries have been set up in collaboration with the established companies in

the developed countries. The major areas of co-operation offering potential for
joint venturing in petrochuemicals arve presented herennder three heads: technical,
commercial (market and raw materials) and of corporate nature. The joint venturcs
mostly cover all three types of co-~operations but the relative junportance of wcach
could vary and hence the separate presentation of conceptual appreach in each

type which could vlitimately influence attitudes and relationships in the joint
ventures, In order to suit the requirements of the partners, joint ventures

have been entered into {>r one of types of co-eperation with the other two

being so insignificant that these are covered by isolated clauses in the former

agreement,

Tcehnical Oriented Aspects: The technologies for most petrochemical products
were developed by multinational companies in the industrial countries, The
research and development as well as product applications development play a

very important part in this industry, Some products though being marketed for
over 20 years are still the evxclusive preserve of a couple of rcompanies who
manifacture anud narket these themselves or through their subsidiaries around

the world, The technology for the manufacture of petrochemicals are mostly
licensed around the world by companjes in the industrial countries, Availability
of technology and its application in the environment and to meet the needs of the

host country represent the most important elements of collaboratioen,

i
i
1
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The long operating cxperience of the companies in the developed countries
both in successful plant operations and maintenance as well as their access to
preven and highly developed safety practices and environmental control techniques
provide attractive opportunities for long term collaboration through joint

ventures.

The more conventicnal petrochemical technologies have since matured and in
some cases been adopted by the engineering companies for licensing, the techno-
logical fmproverents will continue to play an important role in competitiveness
of the operations, The industry is already in grips with energy conservation
and improvements in some processes have made even the recent technologies
Tess attractive, The industry gencerally believes that there may not be any new
bulk petrochemical preducts put into the wmarket but the imorovement in processes
as well as in product characteristics may be very significant, The technological
co~-vperation with the industrial countries will continue to occupy an impertant

place in the joint ventures,

Market Oriented Aspects: The market research, market development and marketing
of petrochemicals is expected to continue to remain the major factor on

which the viability and the future growth of the industry is going to depend
upen. A vurber of countries are in the process of building reliable basis and

tools for demand forecating and the capabilities for cexamination of different

production nmodels appropriate for the demand projections are being developed

in few selected countries only,

The basic information on market response to various grades of materials
for the area specific outlets is not readily available; the internaticnal
companies who have well established market networks do have access to the
basie market information based on their operations fn these countries. The
marketing activities accordingly provide an opportunity for combining the
knowledge and strategies of the partners for the success of venture. 1In a
number of countries covered by surveys in different regions the marketing within
the country is done by joint venture relying greatly on the contacts and know-
Tedge of the local condit{ons of the local partner. The concepts as well as the
technical back-up is supported by the experience of the foreign partner, This
area of co-operation will continue to assume greater attention as the consuwption
of petrochemicals increases in the developing countries. This 1s an aspect in
which the partners may have the identical outlook of maximising market pene-—

tration, increasing e

ent of varket, using cost ef fective prodocts qnd the

profit metive rnning through all these targets,
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The raw materials, as already pointed out, represent a significant cost
component in the manufacture of petrochemicals. It is therefore commercially a
very powerful linkage betwcen the partners. In the context of North-South

co-vperation the relevant raw materials could include:

- Hydrocarbons - both gases and liquids
- Building blocks e.g. ethylene, propylene
-~ Intermediate chemicals e.g. vinyl chloride, acetone cynohydrin,

acrylonitrile

The transportation of ethylene or ILNG over long distances in refrigerated
tankers has becn successfully handled and supplied on commercially attractive
terns as feedstocks to petrochemical plants. Likewise a variety of internediate
chemicals or even erude chemicals (e.g. alcchols) transported over long
distances by tavkers have been found to be ecconomically more attractive than
production from existing plants in the developed countries. The develuping
countries with advantages on feedstock availability do have access to a powerful
tool fer co-cperation with companies from developed conntries which conld lead

to joint ventures similar to the ones witnessed recently in Middle Fast,

Corporate Oriented Aspects: During the initial stages of the petrochemical
industry developsent programmes, the develuping countries have usvally relied
heavily on the joint venture arrangements which provide the maragement parti-

cipation by the foreign partner as well, Such arrangements included

- license: covering technology and know-how
- share in the capital

- management participation

Over a period of number of years the management passed into the hands of
local natienals who acquired adequate ekills to act as the nominees of the
forefgn partner, The petrochemicals companies recognise the need for co-operation
at the corporate level but during the current perfod of financial strain that
the fndustry is passing through, they are shy of undertaking any aveidable
capital risks, Tt s to be apprecfated that the policies and strategies of
practically all large chemical companfes fn the world have undergone a major
change at the corporate level, The future arrangements have to take into

account the new situation., Practically all multinational petrochemical

companies surveyed would be willing to take on the opportunity of providing
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management services but draw a distinction that while o0il producing companies
work on large risk capital margins and can therefore operate even in disturbed
ateas, the situation is very different for the petrochemicals projects where
profits are small and consequently protection of capital is a prerequisite

for their economic survival,

There thus appcars to be a need to follow an innovative approach in pro-
viding the needed protection to the partners from the developed countries - the
develeping countries could consider it hypothetical but the uncertainty
sorrounding his investment in addition to his normal business risk are the
sources of prime concern of the companies who are today the most experieanced
as well as have the technology and know-how for manufaciure of petrochemicals,
Suggestions have been made that the large percentage (say 75 per cent) of the
equity capital of the forefgn partner may be covered by the insurance bond of
the like amount endersed by the government of the develcping country - such
unconventional selutions, it appears, may meet the misgivings of the investors
from developed countries about likelihood of ifnstability and the consequent
risk posed to their investments in developing countries. Co-operation at
corporate levels will require developing confidence between the parvtners about

the sccurity and stability surrounding the venture.

South-South Co-cperation: Some developing countries set up petrochemical plants
in late fifties and early sixties; a number of these units established as
joint ventures have since been handed over to the local managements which have
acquired skills associated with running these technologies. Apart from the

R + D required for efficient plant operations, applied and basic research is
also being undertaken in some advanced developing countries, Relatively
sfnpler technologles such as those feor manufacture of aniline, nitro chloro
benzenes, acrylates, ABS polymers, are knc.n to have been developed and used

in some commercial plants., There 1is a distinct trend in some developing
countries towards development of technologies more particularly in the sectors
wherein the absorption and assimilation of technology was taken up since about
a decade - this includes the manufacture of organic chemicals and the polymers,
The potential areas of co-operation between developing countries through joint

venture operations are also dealt with under the broad heads of: techuicatl,

commercial (market and raw materials) and of corporate nature,




Fechnical Oriented Aspects:  Theve are isolated examples of joint ventures

hnologies developed in the South; processing industry for conversion

using tec
of petrochemicals products into usable products such as production of
detergents, plastic products, rubber geods is more appropriately undertaken

in developing countries using technologies and techniques employed in other
developing countries where such manufacture has beén established. The
similarity of the socio-economic environment in most developing countries
provides additional mutval benefits for South-South co-ovperation; this
similarity in outleok will be manifest in aspects such as the design of
units in a wanper to withstand wncertainties of power or maximising ecmployoent
inctesy of greater depondence on machines in leading raw materials or prodoct
handling; these could be typical seeial benefits that the develeping countries

ray wish to derive from the industrialisation process,

[he possibilities of jeint ventures employing conventional technolegies
for savufacture of secondary petrochemical products developed in develeping

centries are also coming vp in a nmodest way,

Apart from the process technology the cther technical aspects holding out
fmportant petential for co-operation leading to collaboraticn in form of
jeint ventures are based on the wealth of operating experience existing within

the developing countries and this includes:

Training in plant cperations
in maintenance practices
in quality control
in safety systems

- Teclinical secrvices

- In plant R + D back-~up

Planning and groject engineering

These activities form an important dnput for sucecssful plant perforoance
and conld be obiained through collaboration with other developing countries;
it is a comoson practice in the industry to take these secvices from acceptable
developing countries even in some joint ventures between North-South since it
15 wach cbheaper and provides greater opportunitics for learning,

Cormereial Oriented Aspects:  The co~operation in marketing and raw saterial
supplies could present jwmportant aveouwes for collaboration, The Lasic

hydrocarbon raw materials are gvailable In the doveloping conntrics in Targe
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quantities and the recent experience has demonstrated that the exploitation
of these resources is economically viable according to the interunationaly
accepted norms of profitability. The possibilities of co-operation could
include equity participation by the developing countries co-operating in the
marketing and raw materfal supply arrangements in the ventures for conversion
of hydrocarbon raw materials into an intermediate stage or to semi~finished
goods and in the venture downstream located in the other participating
countries. Programmes of similar nature launched in ASFAN region have per”
performed well in different industrial sectors including petrochemicals.

he small demand in each participating country have even supported large
world scale units to be established on a ce-cperative basis, In the current
international situation pertaining to the petrochemicals industry, this type
of South-South co-operation is a sound base for promoting manufactnre of
petrochemicals in the developing countries. The problems confronting
Joveloping countries which could inhibit such co-vperation are usually
traceable to (i) shortage of canitaly (ii) lack of clear direction nn

growth of this sector; (iii) lack of appreciation of the impact that deve-
lopments in this sector will have on their economy; and (iv) lack of prior
experience on such collaborations., The surveys have brought out the fact
thiat such co-operations in Latin America through ATALC-ALADI market prefer-
ential arrangements or the ANCOM common miarket approach as also the ASEAN
region co~operative arrangenments have been beneficial to the individual
countries as well as to the regions, In a number of cases small countries
were faced with uneconomic plant operations because of limited local market
but could continue operations efficiently when the preferent ial access to the
regional markets came about, The success of these arrangements is demonstrative

of the possibility of success in other regions of the developing countries.

Corporate Oriented Aspects: In most developing countries the governments play
an fmportant role in setting down the guidelines on the pattern of development
of industries - this is all the more relevant for capital intensive industries
in which large public funds in the form of shares or leans are involved. 7The
co-operation at corporate level 1s accordingly dependent greatly on the govern-
mental policy guidelines, The companies from developing countries prossessing
the management experience of running petrochemicals business are well sunited

to have a management assistance oriented co-operation in the overall joint
venture arrangements, It {s known that such management assistance of a signi-

ficant pature has been the subject of co-operation In industries such as




cement manufacture or production of simple items such as plastic pipes,
films etc. but no significant management assistance co-operation between

developing countries in the major petrochemical projects has been reported.

The potentialities of such co—-operation do exist as successful examples
of cerporate level assistance in gas processing plants, petroleum refining
industries are available between the developing countries. It is noticeable
that a number of developing countries arc encouraging their local companies
to enter into joint ventures abroad; the corporate oriented co-operation
could be more meaningful for other developing countries where these

companies set up the ventures.
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Promotion of Joint Ventures among Develeping Countries

The developing countries have, of date, been trying to accelerate their
industrial development to utilise the resources available for the benefit of
their economies while displacing imports and creating employment. The concepts
of small and wedium scale operations designed to create employment with
minimum capital investment as well as adaptation of the industries to the
environments in repote arcas in the developing countries have since demons-
trated their socic-economic viability. 1In the field of chemicals, polymers,
dyes and  even pesticides the small scale industries have started to play an
important role; the enterpreneurship has acquived a wide base which augurs

well for the future investment potential.,

The last decade has also witnessed the developing countries pulting
forward their views to the international community to adopt measures and
policvies which will help in achieving the aspirations and claims of the
developing countries in indostrial develeprment, A number of opportunity
studies on the country and regional level industrial development scheimes as
well as those relating to intra-regional industrial projects underscore the
fact that co-uperation between developing countries can greatly help the pace

of industrial activity in most developing countries,

The petrochemicals industries in the downstream sector are amenable to
being sct up in the small scale sector, the developing countries could take
advantage of the experience existing in other developing countries in this
field, Novel methods of injection moulding by hand operated machines, small
extrudes or small capacity detergent manufacture using sulfunated alkylate
have been used to create large emplyment potential, These experiences
available mainly within the developing countries conld be an fmportant factor
in the promotion of jolnt ventures among developing countries, The surveys
conducted also bring out the fact that petrochemical materials which cannot
be produced ceconomically to meet the demand of one country, may be viable to
minufacture 1f the requirements of a few countries in the region are covered
by it like three countries producing tyres could set up, on a joint venture
basis, the plants to produce tyre cord, carbon black and chemicals such as
anti oxidants, The cconomic advantages derived through co-operation between
developing cosntries in reglons such as Latin America and ASEAN coutries are
beginning to be appreciated by other developing countries, The petrochemivcals

business In recene times has acquired a Targely intevnatfonal character ~
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its requirements of raw materials, the target markets and economics of
produciion are dependent on factors originating beyond the national boundaries.
The co-operation between developing countries can to a large extent provide

a greater degree of assurance on these aspects and help in creating a
favourable investment climate. The past experience, though rather limited,

of the petrochemical projects conceived on the basis of co-operation

between developing countries has been encouraging and in some cases new

projects of bigger magnitude and greater comnittments are being formulated on

the similar concepts.

Tn view of the large potentjialities of promoting joint venturces arrange-
ments ameng develeping countries to establish petrechemical plants, the
factors that emerge from the survey as fundamental requiring greater attention

are briefly discussed herein.,

Avareness of Capabilities: The developing ccountries which have acquired the
capabilities in petrochemicals sector have been so involved with their own

plans and projects as well as associated technology develepment programmes

that they have not devoted any effort to bring it to the atteation of other
developing counteies, This situation originates from the basic concept followed
by those countries and that is of development of petrochiemical industry

irax imising technology transfer andparticipation of local agencies,

The activities of petrochemical companies in the developing countries
have also been mainly confined to local market, they have neither the opportunity
nor financial standing to organise commercial operations on regional or inter-
national level, Some developing countries have enacted specific legislations
to encourage local companies to set up joint ventures overseas; these efforts
have yielded successful joint ventures even in projects employing complex

technologies such as polyester and nylon filament yarns,

The fact remains that the companies in developing countries did not
anticipate to compete in the interpational sphere of industrial collaborations;
they cannot match their counterparts in industrial countries in technical and
comnercial experifence. There has therefore been very little effort made to
publicize the achicvements of the developing countries in a manner to reach

other developing countries who may need to follow similar development pattern.
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The must spectacular development of capabilities developed in the developing
countries and u.ed both by the developed and developing countries has been
of the engineering and consultancy services for hydrocarben processing
industries, This singular development has been central to absorption of
technology, fabrication of equipment and creation of a cadre of skilled
construction personnel. The developing countries which could create such
cervices during the last decade are today on the threshold of developing

their own technologies.

The wain problem facing anew enterant from a developing country into the
ficld of petrochemicals is to find out what capabilities exist within the
developing countries in the particular product line of his interest. Teclinieal
literature on the subject would invariably Jist all the companies in the
industrial countries who have experience and possess know-how for any parti-
cular product, However, a complete list of companies in the developing
countries is not available and im seme cases it is not pessible to compile

one on comparable basis to the ones from the industrial countries.

The capabilities of the developing countries may be presented wnder

the following heads:

1. Process and Technology

2. Process Design

3., Engineering Design and Equipment Supply

4, Plant Operation, Maintenance and Corrosion Control
5. Plant Safety and Environmental Control

6. Research and Development

7. Product Design and Development

Scme or all these services could be available to cother developing countries
for ifentificd products as an example the complete range of these capabilities
were made available for the South-South joint venture in synthetic yarn
nanufacture but the joint venture in production of PVC irrigation pipes

required only a limited range of capabilities,

The main issue to be faced in promotion of the joint venture between
developing countries is the availability of a data bank which could be used
for investigating the porsibilities of joint ventures with developing

countries, There is thus a gap in information on the capabilities of the
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rg up industties in a cemplimentary
;  " sound basis for regienai

, ts‘ei the cencerneﬁ ceuntties. ‘Such atrangements at governmental

level reqnire not only the economic and social aspects to be taken into

agcount but also the polltieal blessxng.‘ There is a trend towards regienal
”ee—eperatianras éemaastrated 4n Latin America nd Southeast Asia, In both
'eases, however, a~ satisfactory mechanism of planning, monitoring and control
wis a prerequisite for success of the system, These are important qince
rlregxonai ?referrential trade arrangement and location of. specified pro;ects
- 4n identified countries set up to meet the demand of products in the group
of ¢ ntries would also involve an agreement on corporate taxes, import
 duties, export jncentive and a ‘host of associated administrative measures
which should be aimed at préventing abuse of these concessions., Such
~ preventive measures must continue to enjoy the confidence and pairenage from
" the concerned countries to enable the regional co-operative schemes to

operate under the basis of stable commercial considerations.

“ The experience shows that once the regional co~operation plans function,

they soon form the basis of a sound base for further growth since all
information on the regional basis becomes available regularly and coubined
experience and knowledge of the countries is used to plam industries in

most eptimum manner. S

" International co-operation aimed at promoting industrialisation: The inter-
national petrochemicals industry is passing through a difficult peried of
stagnating demand, oversupply and pressure on profits, Withthis situation
revailing it fs most essential that new capacities should be created with a
very careful consideration of its impact on demand supply balance within the
region and the forecasts on the international supply situation, The appreciation
is rather difficvlt to make as some companies in the industrial countries still
plan to establish new more efficient petrochemical plants, There are important
developments taking place in the industrial countries aimed at rastructuring

their operations to make them economically more viable,

It could thus be desirable that global and regionwise demand supply
situation should form a basis of striving to arrive at an understanding of the

trends that future growth of this industry should take for the manufacture of



bulk‘ptﬁéﬁcts. The setting up of petruuhemicai camplexes reeently in mlﬁéle o
east have clearly éemaustrated that such manuf&ctute ‘holds potential for optimum
use of the existing plaats in develoged:eeuntries. The develapeé and develeping
countries have to come tegether to heip the industry so that the future plants
do not face the prcb}ems faced by the existing industry because of creating

capat1ties ia seventies,’

The international environment affects the profitability of new plants
in the developiﬁg,countries. While the prices of feedstocks have increaséd
consistently after i9?&, the prices af'getrocheﬁical produetS‘in the
international ﬁarket have dropped to lower than half, The new plants have
a difficult task to Justlfy their economic v1ab111ty at current prices more
50 wben the majcr cost component is raw materials and fuel costs. The last
five years have demonstrated that current level of prices dces not cover the
costs of event the established producers in some products, The co-operation
at the international level accordingly assumes the great importance at this

juncture in the history or the petrochemicals industry.
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Elements of Joint Venture Agreement

, Tha pro}ect eoneegts and 1nvestmgnt eppertuuxt;es consxdered sultabl!
for develepxng 1nte a ;Qxat venture have been 1nztated in éxfferent ‘
pxo;ects either by the potentxal local or ferexgn partnet to a stage of
evoking the pés:txve and firm interest of parties for serious further
1nvestxgatzons. Upon initial undetstendxng of each others pesztxon and
apprec ation of the enviromment under which the project has teo
materialise; the * ‘agreement of xntent" is 1nVar1b1y entered into. As
briefly mentioned in the forege;ng chapters. the feas;bxl;ty reports form:
the detailed examination of all the aspects of the pro;ect namelyy
Process, Feedstocks and Fuels, Product Mix, Infrastructure, site and l _f,v ' é
1ocat10n, Implementation plans, Resources, Investment Costs, Profxtabxix:y;

Analysis, Techno-economic evaluatlen, Cost Benefit analysis etec. The
Organisation opt1ons including alternative scenario on ownership and
financing packages are examined, While these and various other analysis
form a basis for entering into a joint venture collaboration; it appears
from the examination of joint venture agreements pertaining to
petrochemicals industry that certain important industry specific
provisions should meet the agreement and there should be a identic¢ity of
understanding of the partners for a successful joint venture. A
conceptional framework of these aspects listed below is presented herein

which may serve as a guide for inclusion in a suitable manner in the

contractual arrangements:

Technology, access to improvements.

o
-

e
o
»

Market, market development and market services

Organisation, management and operation.

("1
[,
[
-

iv. Provision of feedstocks and fuel
v. Provision of infrastructure.
vi. Planning and project implementation.

Technical assistance,

<
[
e
-

I3

Training and personnel development'

<
e
e
]
-

Research and Development

[0
L

. Legal considerations.

These aspects are briefly dealt with below to bring out the relevant : %

{ssues which may require specific attention.



Teehnelegy, access to- merevements: The term technalogy cauld be an
all inclusive concept meanzng access to all 1nfermatxon and know how

applicable to design, eng1neer1ng, procurement of equipment and

_construction of the plant based on the:proeess~technélogy:Eexng bought by

the joint venture. The know how of the licensor on operation,
maintenance, safety and environmental regulatory measures are transfered
through manuals and procedures specifically prepared for the plant to be

built by or for the joint venture.

The immediate task of a joint venture company is to build a plant
based on the know-how from the licensor using the process technology
selected by the joint venture while it is not uncommon to come across the
concepts of suitable or appropriate technoldgies being suggested specially
by the licensors for the developing couantries, care should be exercised to
quard against being dumped‘with outdated or internationally unconmpetitive

technology.

It is a good practice to plan for absorption and assimilaticn of
technology by the company right at the beginning. A technologically
intensive industry such as petrochemicals c¢an not be operated without a
proper technological back up. The learning curve is directly proportional
to the knowledge and capability of personnel in the joint venture; the
joint venture should accordingly organise a technological group

immediately on its inception.

Most joint ventures do not have a full fledged developed research and
development set up to undertake applied research on th- processes employed
in the petrochemicals industries, They have accordingly to depend upon
the foreign collaborator for improvements in process, technology,
equipment or such other aspects of the unit which result in improving its
performance., Improvements have an important contribution in the
petrochemical technolgies; the licensors of the original know-how are
therefore usnally uﬁwilling to undertake an open ended committment - there
are instances of classification of improvements under two categories
namely one which could be made available under the collaboration
arrangements already existing and the others for which separate agreements

will be needed
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Teghnoiogy snd 1mprevements form the most 1mpartaat con31derat10n in.

all joint venture petrochemical units in developing or developed

countries. In case of the former the local partner looks upto the fereign. 
partner, being more experinced, for maintaining upto date position in this
regard; while in the later case the cooperation in technolegical status of
each partner as well as joint efforts in the research and development set

up give the joint venture a dominating position in the market.

It can be suitably included in the joint venture agréement or a
separate license agreement could cover know how, access to patented and
non patented information as well as improvements and technical services

related to proéess.

Market, market development and market services: The basi. motivation
for all joint ventures is the possibility of gaining access to new
markets, Marketing of petrochemicals is an imaginative technical activity
requiring intimate knowledge of marketing techniques. Most mutlinational
petrochemicals companies have a well developed marketing network in
different regions of the world with a comprehensive feedback system of
analysising the market response and the data on market penetration with
supporting marketing services. Some of these companies are the only

source of market information relating to a number of developing countries,

An effective marketing arrangement by the joint venture needs not
only access to local, regional and international market informationm but
also must be able to undertake an aggressive market development compaign
supported appropriately with technical marketing services and central
products application facilities. In most cases the joint ventures will
take time and must acquire its own experience before such extensive

btack-up is developed in an appropriate cost effective manner,

The nature, type and extent of market related support from the
foreign collaborator in a joint venture will depend on the nature of
petrochemicals industry covered e.g. in the case of a "down stream
industry the scope may be limited to spefific product formulations and
utilisation while in a large complex producing basic petrochaemicals the

scope could be very extensive covering the advisory services on the
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"establishmentfef,déﬁnstrEam industries -in aéditiﬁﬁfté-the~§tod&ct related
techniéai7back~up.,,T&e~sssistance needed by the joint ventures in '
developing countries in this field would be more éhan that by the joint
ventéres'in'éévélopeé countries where established facilities are usua!ly'*%i 
available already and the user of petrochemicals products have a long

experience in processing these materials as well.

N

In the export markets the experience and the marketing channels of
the foreign partner are very valuable to joint venture. Large
‘petrochemicals complexes in middle easi have been pianned with the option’ é
‘to the joint venture to use the marketing channels of the foreign partner %

~ for large exports.

A suitable provision in the joint venture agreement can cover this
aspect or a subsidiary agreement can be executed putting together all the

services provided by the foreign partner.

Organisation, management and Operation: The joint ventures in
developing countries are normally incerporated as a limited’company with a
board of directors as an apex body constituted in numbers representing the
relative equity holding of the partners, the directors are nowinated by
the respective partner., In most cases the chairman of the board of
directors is a local national while the positions in the management cadre
are occupied on basis of competent personnel available locally
supplemented to the extent considered necessary by the partners by the
expatriates, Foreign partners usually desire to retain key technical and
commercial positions during the initial period to make sure that the plant

is set up and operated according to their concept and philosophy.

In relatively more developed developing countries the management
postions are mainly held by the local nationals in a manner and style
acceptable to both the partners. It haes, however, taken a considerable
time for these countries to reach this stage. Regular management
development programmes are plammed by the joint ventures to remain in tune
with the management techniques of the foreign partner. In such countries
the management pattern adopted is consistent with that generally

prevailing in other industries
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The joirt veatures between campanzes from tvo deveioped countries

normaliy maintain each others tradxtlanal management pattern, however, the

organisational set up at corporate level and of the polxcy making bodies

normally adopt the systems and practices broaght in by the foreign (lead)
partner.

In most developing countries the management systems are sssimilated %
into the local patterns and practices and employed. Any type of system is
ultimately structured to take complete advantage of the knowledge and

experience that the foreign partner brings with him.

The general appreciation of the operations of joint venture from all
the regions reveals very satisfactory wérking of the ventures. Most
companies from industrial countries point out to the adverse impact of
restrictive government policies enacted after the joint ventures went into
operation and to which the ventures were expected to conform to if they
wanted further diversification or expansions in the business. The
multinaticnal companies in petroclemicals do bring out the weakness of a
joint venture cooperation as has teen practised largely so far and would
like it to be strengthened to pro:ect their interests further probably on
the patterns adopted recently in middle east. It is noteworthy that these
companies have no other alternative forms of collaboration to suggest
which will protect their interests better than a joint venture., In fact a
large number of these companies are exploring investment possibilities in
a number of developing countries e.g. China, South East Asia, India and
Middle East., Understanding, mutual trust and confidence and flexibility in
attitudes have greatly contributed to successful operations of the joiat
ventures., It is with this back ground that there has been a spate of
joint ventures in China ~ around 200 joint ventures running into an
investment of close to a billion US dollars over a period of 5 years -
where a special law on joint ventures were promulgated in 1979 and conveys
a flexible approach on the part of the govermment,

Provision of feedstocks and fuelé The principal feedstocks and fuel
represent over 70% of the cost of manufacture in most petrochemical

products. A clear understanding on their continued availability and

prices duly approved by the agencies or governments that exercise control

over these is necessary before undertaking negotiations on a joint venture,
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The process of restructuring that the petrochemicals industry has
been witnessing has brought out a distinct economieéliy viable possibility
of producingbpetrecheﬁicals near the source of availability of hydrocarbon
feedstocks. The availability of feedstock for petrochemicals plants not -
only requires extensive planning for collection of oil field gases but
also their processing to produce tﬁe quality of feedstocks required by the
petrochemicals industry. The locations in middle east where petrochemical
plants have come up took a few years to install the facilities for
producticn of feedstocks; at one of the location the facilities installed
before setting up the petrochumicals complex have actually proved to be
inadequate and new gas gathering facilities are being established. The
loeég}organisation promoting the petrochemicals complex has to ensure that
adequate reliable and well designed facilities are installed in a manner

that will have the confidence of the joint venture.

The pricing of hydrocarbons, feedstocks and fuels has been one of the
issues which according to multinational petrochewical companies introduce
an unequal partnership in joint ventures in most developing countries
where the governments exercise absolute control over the prices and can
change these without regard to the impact on profitability of joint
venture. A number of models are available from the survey; in one region
the concerned countries give the joint ventures a deliberate advantage by
fixing the prices at a certain percentage lower than the international
prices while in middle east where large quantities of gas were being
flared low prices were specially offered to attract good foreign partners
for joint venture collaborations. In still other developing countries the
governments offer different package of export incentives ineluding reduced
price on the feedstocks and fuels to the extent and in quantitics these
are used to manufacture the products exported, Principle of opportunity
cost as well as pricing based on heat value have also been used to fix the
prices though the later is disputed as an arbitary manner which does not
reflect the desirable objective of development of the petrochemicals

industry.

The agreements on supply of feedstocks and fuels as well the pricing
formula applicable could be suitably incorporated in the main joint

venture agreement or covered by a separate agreement. In most recent




agreements entered into for the eomplexes-in middle east, separate
feedstock and fuels agreements have been signed. The advantage of a
séparate’agreement is ﬁainly thét all details on supply, conditions
appiieéble, physical charateristics, and other criteria applicable can be

covered in the main document without any limitations.

Provision of Infrastructure: Industries employing complex

technologies do require a minimum level of infrastructure developed for
their efficient operation. Petrochemicals even in the level of downstream
industries, which are technologically less complicated, require

interaction with an infrastructure suitable for its performance

objectives; the requirement of developed infrastructure increases sharply
to support a basic petrochemicals manufacture. Reports of plants not

operating because of lack of infrstructure in some developing countries

are known; it is interesting that the creation of infrastructure for the

petrochemicals complex in middle east took more than 5 years to complete

including facilities such as shopping centres, housing, entertainment,

roads, port ete. These facilities assume greater importance when the
industry is planned for international business operations. Most of the
infrastructure facilities cater not only to basic petrochemicals complex
but also to the expected growth of secondary and tertiary sectsr units

that always tend to be established near large petrochemi:als complexes.

A growing concern about the safety and environmental protection in
most developing countries is placing the additional requirement on the

agencies charged with infrastructural development to plan and provide

facilities such as a developed fire fighting centre, hospitals, first aid
facilities centres, a central effluent treatment and safe disposal system,

laying down the guidelines to be followed for solid and air pollutants

ete, Disaster planning is very much a part of the detailed planning to

meet any emergencies., Petrochemicals industry requires a modern

infrastructual support which needs to be available for a joint venture to

operate without any strains and undue financial burdens to meet emergent
situations. In most locations where petrochemicals complexes are
established in developing countries, statutory bodies are constituted by

the governments for planning and setting up the needed infrastructure,




Some &evelé?ing—cadntriéS»greﬁare detéil,plaRS'ferv§foviding
facilities‘such“a§ rg1iab2e construction power, roads, construction water
| supply, access to éorksﬁops, communication facilities etc. td prepare the
proposed site for establishment of such industries. Most countries have
focussed their attention on the environmental imbalance crested Sy the
petrochemicals industry; plans by the infrastructure developmental
agencies to create a suitable green belt aroqﬁd the petrochemical
complexes. as proposed by environment conservation experts are being given
serious counsideration. Instances of some plants being threatened a
closure for non-conformity with the environment protectionlegislations are
available and accordingly steps should be taken in time to assure the
joinf‘Venture partners of provision of an infrastructure developed in

accordance with requirements and applicable legislations,

Planning and project implementation: Having identified an investment
opportunity for manufacture of petrochemicals promotors from the country
vhere the joint venture is to be located can either start looking for
joint venture partners or in cases where the country has access to prior
experience undertake initial identification of the plans itself, It is,
however, a good practice that the joint venture partners together develop
the final plans of the complex, review the techno econsmic studies
available on the project, undertake preparation of feacibility studies,
evaluation of technologies and finalise the schemes for process units,
offsites as well as administrative and personnel neceds of the proposed
venture. This arrangement has been followed in ﬁiddle east and is being
adopted in China with success. The agreement of intent signed with the
joint venture partner after selection and agreement on the profile of the
project is the instrument which enables the partners to develop the
project jointly until the signing of the joint venture agreements - this
way the project is launched well and "well begun is half done". The
planning stage in fact includes reaching agreement on all the elements
such ds feedstocks, infrastructure, pricing policies, procedures for
project implementation, organisation, ownership structure, financing
plans, marketing arrangements, training, technical assistance and so on; -
it is therefore an important phase in which the foundation of joint
venture is laid., In most ventures this has been the longest time
consuming activity during which difficult issues are faced and resolved at

highest levels of decision making.
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'comm1ssxon1ng,, The parthers decide on the contracting methods to be
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The 1mp1ementatlea of the project baseé on the technelegles seleeteﬁ

mvatves designs, engmeenng, precurement, construction and

~adopted for the engineering and consultancy servxces and the methed of

procurement of equlpment and materials as well as construction to enable : }ilj

completion of the pro;ect within the project schedules. The project
management functions by the joint venture covering inter éiscipliﬁazy
actions namely process, project, scheduling, cost control and financing

have to be responsive and effeciive. These are mainly technical

activities requiring application of established procedures and methods Bo it

control cost and txme as well as take decisions based on earlier ;
experience to give the project the shape in line with the concept agreeé

to between the parvtners. The foreign partners invariably bring their

proven systems for these functions which have to be adopted for the project.fi;
The partners jointly agree to the process of decision making on all finanecial :

aspects such as procurement of equipment, construction contraccs which would’

otherwise follow the procurement and construction procedures as well as the

schedules established already.

The procurement of equipment both purchased locally and from overseas
is vsually well defined in the agreement; separate supply agreements are also
entered into in some cases, In case of lump sum supply arrangement all
equipment is listed in the supply agreement otherwise the procedure for pro=
curement, responsibility for placement of orders and its coordination for |
approval, inspection, certification, shipping and receipt is defined in
details, Simjlarly procedures applicable for award of contracts and spelt;bu;j

clearly,

The provisions covering the understandings reached on planning and

project implementation can be incorporated in the joint venture agreement

suitably, In cases where joint venture agreement comprises of a number of sep~~

arate parts; a separate agreement on procurement services and supply of

equipment is also possible,

gk
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6.7 Technical Assistaﬁce:‘ Sgécessful joint ventures take full advantage Qf
tﬁé'technologieal'suﬁportﬂin form of technical assistance from the foréign
‘partner, Assistance of specialised nature is planned and taken during
various phases of the project and commercial operations thereafter; such
assiétance being in a&dition to thelregular manning of management and
other positions in the organisation by the personnel from the foreign

partner.

Special assitance from the foreign partner are usually sought under
the categories of (1) Project implementation-project management assistance,
(2) Plant operations, maintenance, technical services and quality centrol,
(3) Marketing, market development and products application. Each of these
categories is a specialised service and the foreign partner may not be in
positicﬁ to provide from his parent company all the expertise but may be
in a position to assist in tapping the right sources. Most multinational
companies have reduced their staffing to minimum necessary in the econuvmy
drive aimed at improving their performance; it is therefore helpful if
the joint venture agreements list out the categories of expert technical

assistance needed along with the duration and perjods of assignment.

In addition to technical assignments of personnel, the corporate
assistancc provided by the foreign partner from the service departments of
its parent company is very valuable, In some joint venture even after
their successful operations extending over long periods, technical
assistance agreement valid for specific period (say 5 years each time
depending up local regulations) are always being operated upon to seek,
on payﬁent, technical services in operations, trouble shooting, product

 improvement and exchange of technical staff members to the facilities
of the other partner as full time on job staff - which keeps the partners
well informed of the activities of the joint venture in all fields as

well as helps maintain understanding and ¢onfidence,

A number of developing countries may not find it possible to set up
back-up technical support in fields such 18 corrosion control,preventive
maintenance planning and scheduling, plant efficiency studies and trouble
shooting ete, These process and engineering oriented technical analysis

require a multidisciplinary approach and access to data bank on experience,
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case studies, current practices etc. Such services in most cases may be

" more appropriately drawn from the set-up at home office of the foreign
'f,pértnet at IeaSt'fqr'such period until relijiable and ﬁéll'équipped facilities

- are created by the joint venture,

Technical assistance from the foreign (or lead) partner is not
restricted to the joint ventures in developing countries only. Most :
joint ventures between companies from industrial countries include tech-
nical assistance aimed at process modifications, improvements and product

development,

The technical assistance usually forms part of the jeint venture
agreement with a separate supplementary agreement sometimes executed inm .
pursuance of the main apgreeemnt setting out the detail of the assistance,

obligatory and optional part of it, terms applicable, system of payment; etc.

Training and personnel development: Training of personnel who will ultimately
run the joint venture is a complex activity requiring experienced persons

to plan and execute the programme to the satisfaction of the concerned

parties - dealing with people and making them acquire a desired level of
knowledge, skills and industry specific culture is in ftself a difficult

task and in the petrochemcials industry it is not only the efficient and
desirable levels of operation and management that is at stake but the

safety and security aspects associated with it will make even an experienced
industrial person to tread the path very carefully., Mistakes in operation

of petrochemical plants can just not be made as these can lead to disastrous

consequences like Flixborough (U.K.) in 1974 and now Bhopal (India) in 1984,

It is not only adequate to train persomnel but implement regular
rotational training programmes to keep the knowledge, experience and

emergency responses of these persounel up-to-date.

The training function begins right at the conception of the project,
It is not uncommon !o come across special training schemes launched to :
train good welders, fitiers, riggers and other skilled petrsonnel required

during the project implementatiomn,
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The operational training programmes usually drawn up with the
assistance of the foreign partner are designed to train personnel in
similar process industries on process contrcl along with theoretical
instructions on the chemical reactions, properties and characterition,
safety systems, hazards posed ete. The writing of the operation, main-
tenance and quality control manuals by the respective technicians
themselves, based on the typical ones obtained from the foreign collaborator
supplying the technology, provide a desireable exposure to understand

the intricacies of the technology and process. The training of operators
and supervisors on simulators is proving invaluable and is now being
applled for most complex petrochemrical technologies. The basic requirement
of designing the training programmes for each categorv of personnel and
implementation is drawn up with the assistance of foreign partner taking
advantage of his experience and aiming at imparting thorough but job
specifie knowledge in the best manner. On job industrial management
programmes for senior technical personnel are arranged at the plants of

the foreign partner or his associates.

A number of multinational petrochemcial companies are stated to
have considerably reduced their outfit on training department which at
one time were organized to accept batches of trainees from overseas

and run well established training programmes., Limitations on this score
are likely but on the other hand a number of developing countries nave
since acquired more than 10 years of successful operating experience for
most of the petrochemical plants. Most joint ventures using complex
petrochemical technologies will necessarily have an in-house training

department wvhich will be the nodal point for all activities In this field.

All joint ventures will need to give serious consideration to policy
and programmes it would pursue for the personnel development. Invariably
all developing or developed countries for different reasons do monitor
employment offered to local personnel at various levels by capital
intensive industries such as petrochemicals, The degree of reactions to
these situations varies considerably at different places but it is more

or less a common appreach by all countries that the industries must follow

a progressive personnel development policies which should be applied to
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encourage the local talent. At the lower levels the unions and
associations in due course insist on an acceptable personnel deve-

lopment policies.

The joint venture partners have to make provision for a carefully

planned programme for training and personnel development in the agreement.

Research and Development: The unprecedented growth witnessed by the
petrochemicals industry so far is the outcome of the research and
development support that the industry received to meet the consumer
needs better than the conventional materials. Improvements in the
quality of products such as pelymers, fibres etc. and their conversion
into products with better performance and consumer appeal were the
major strategies employed to develop a market which sustained a growth

rate not encountered earlier by other industries.

However the brisk increase in prices of the feedstocks completely
upset the advantage that petrochemical products enjoyed for decades. The
industry established on a pattern of research and development found it
rather difficult to provide immediate response. The development of thinner
but equally strong plastic film as well as the appearance of better quality
engineering plastics or stronger fibres usable in place of steel tyrecord
even in radial tyres are some of the examples of the research and develop-
ment effort being put in by the industry to adjust itself to the new
situation. ,

The fact remains that research and development played an important
role in the performance of petrochemicals so far and is being looked up
to again for adjustment of the industry to the present environment. The

research and development effort can be classified under three categories

4. Product oriented research including products application
research.

i1. Research back-up for efficient, safe and on-spc.. operation
of plants.

ii1. Research aimed at Iimprovements in existing processes and

basic research,




- 102 -

The operations of joint ventures have to be supported by research
and development in either or all the three above-mentioned categories.
In the initial stages the joint venture may heavily drawvupon the
facilities available with the parent company of the foreign partner to
support its operations. Successful joint ventures have maintained tech-
nical exchange and continue to draw upon the R + D support from the foreign
partners home country facilities even after a number of years of its own
operating experience. The first two categories of R + D approach to a
petrochemicals operation are normally required right from the time of
commencement of commercial production. Creation of these facilities
even in 3 small and modest way is dependent upon the traditiom and avail~
ability of qualified and experienced personnel in the environment of the

jefﬁt venture,

All joint venture agreements have to make an appropriate provision
for research and development co-operation and back-up in accordance with

the objectives and plans of the joint venture company. A collaboration

in research and development would usually benefit joint venture more

but in the long term the work at the joint venture could be crganised in
a manner complimentary to the research programmes and objectives of the
foreign partner to the benefit of both partners as well as the joint
venture. In case of unusual importance of the rescarch and development
collaborative programmes, separate agreements on it are also entered with

in the overall provisions in the main joint venture agreement.

Legal Considerations: The joint venture agreements will make provisions for
various clauses of the legal nature such as:

- Force Majeure

- Patent infringement

- Liability

- Arbitration

- Applicable laws

- Confidentiality

- Assignment

- Duration and Termination

- Effective date.
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A number of alternative texts of these mainly legal clauses are
available and can be examined for theirrsuitability to a specific joing
ventyre. These clauses though have reportedly been agreed upon in
different joint ventures without any difficulty possibly because joinﬁ
ventures are conceived on the prémise of confidence and understanding
between the partners which is possibly not necessary to that level in
cther types of collaborative arrangements. It is not the intention to
discuss and elaborate these aspects in this document which may form ‘
the subject of a separate study on preparation of draft agreements

applicable to joint ventures in petrochemicals.,
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Approach to Joint Venture Agreements:

The important elements of collaboration for petrochemicals industry

from the point of view of the host country partner are technology, marketing,

e s e i e b

technical assistance, training and research and development. The access to

all these technical and commercial experiences is obtained from experienced

4
2

manufacturing and marketing companies. Most well known technologies for
production of major petrochemical products are licensed by producing compsnies
with long experienca or through their associasted engineering-consulting
companies. In cases when some well known eagineering companies also license
proven technologies independently by themselves, they usually are in a
positicn to offer other services as well through specific arrangements with
one of their earlier liceénsees who is a producing company with worldwide
marketing operations; cases of joint venture companies taking a license from
an  englineering company (e.g. ethylene ¢racker technology) but taking the
assistance from the foreign partner in joint venture for all other services
are also working well, The joint ventures could accordingly have a variety
of options open but these mainly get limited upon selection of the partner(s)

in the joint venture.

5ingle and multiple agreements: The type and nature of agreements entered

into for industrial cellaborative arrangements depends largely on the regulatory
pechanism applicable for setting up such industries in the host country. A
number of countries are known to have specific rules governing joint ventuces -
in force mainly to encourage setting up Industries through these collaborative
guidelines. In such situations the joint venture agreement can be all inclusive
self contained with supplementary zgreements covering specific aspects e.g.
training, technical assistance, cesearch and development ete. defining the
details of the intentfons, inputs, type of assistance, duration, costs,

responsibilities ete, On the other hand in a number of Important regions

there are no specific joint venture rules and regulations, In such situations

the joint ventures are established within the framework of the industrial
guidelines e.g. incorporation of the company within stipulations on equity
and rules on corporate set-up, foreign participation in accordance with the
respective rules, management structure in accordance with laws governing
companies and so on, In such situatfions the joint venture arvangements are
covered by a series of agreements covering well defined activities e.g,
license and technology, technical assistance, e¢te, Both systems are working

well in successful joint ventures iIn different regions,
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~is located. The rate of tax applicable on license and know-how fees,
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The type of contractual arrangements are also known to vary with the i

kind of tax laws prevailing in the host country where the joint venture

income from design and engineering services, income derived by providing

i R

services such as training, expert technical assistance, research facilities
can be ascessed for taxation differently than when assessed under an
integrated agreement providing a.l the elements under one umbrella. Although
the joint venture company may wish to have a simple agreement covering the
totality of the collaborative arrangements as a single coordinating and
control document with less chances of any ambiguity and providing best é
protection, the financial benefits derived by separating the services because :
of financial laws, rules and regulations may ultimately prevail., The agree-

ments normally entered into by joint ventures are as under:

+ Joint Venture Agreement (tvpical contents Aanex 1)

. License and Know-how Agreement (typical contents Annex 2)
. Equipment Supply Agreement

+ Fngincering and Sevvices Agreement

. Technical Assistance Agreement (typical contents Annex 3) .
. Training and Manpower Development Agreement

. Research and Development Assistance Agteement

+» Marketing and Market Assistance Agreement

» Management Services Agreement

The number and types of agreements to be entered can be modified by
mutual understanding of the joint venture partners and it is possible to
transfer the coverage of one of the above-mentioned agreement te another
without reducing or adversely affecting the scope and content of the

original version.

Model text of some typical provisions in joint venture agreements: All iérge
petrqchemical projects do require approvals of governments in deveiopingg
countries in some form, The company laws require incorporation of the company;
typical contents of basic documents of incorporation and by-laws are indicated
in Annex 4 which broadly cover the type of informatioﬁ included; these dQQVary
in different countries with their level of industrial activity and the indust-
rial activity and the industrial framework, They, however, (o include éégﬁific

stipulations on ownership, management and transfer ¢f>stecﬁ,aﬁ§: in a nu

cases these govern the operations of the joint venture companies,
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It is recognised that the preparation of draft model joint venture
agreements could be the matter of a separate independent work, However, the
major provisioﬁs in joint venture agreements which could be important for a

long-term relationship among the joint venture partners is given in Annex 1,

The articles on management generally define the voting rights and control

over the company; they also provide stipulations on management of the pro-
duction facilities by the technically knowledgeable partner, normally the
foreign partuner, for a specific period of time. The companies are set-up
usually with limited liabilities and could also be managed by specified
numbers of members from the partners in joint venture and can be appointed
for an agreed period of time (number of years). The managing committee in
this case an executive body is expected to carry out the decisions of the
neeting of Boards of Directors and exercises thes controel over operative
management within the limits of its delegated powers. A typical text could

be as under:

"while .......... (foreign partner) recognises the basic
management principles set out in Articles .,....; the (veeeveers
(foreign partner) however deems it essential for the success of
Project that, durirg the company's first ..... (number) years of
comaercial operations, ......... (foreign partner) shall be
entrusted with the authority and the responsibility for plant
management through a Plant Manager to be designated by ...vvsee
(foreign partner) with the assistance of other ........(parent
company of foreign partner) technicians as provided in (under)
the Technical Assistance Agreement (provision) referred to in

Article ......".

The laws relating to company affairs require specified procedure for
appointment of auditors for checking on performance of the company and
submission of their report to the shareholders, The partners agree upon
the procedure within the limitations of the laws and make a suitsble

provision,

The roles and liabilities of the partners in joint venture are aléé

usually well defined; typical pravision-én»these could be as under:

"Major Role. of Parties Hereto

During the continuance of this Joint Venture Agreement, the

 par€ies herete shall earty out their respeetive roles as.

“described hereunéar#
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. Role of Local Partner(s):

a. To exercise best effortg om assisting the company to
obtain neéessary permits and licenses from the authorities
concerned in the cseesesses (host country) for the estab-
lishment and operation of the company.

b. To provide the company with capable management persomnel, E

€. To assist the company in the selection and acquisition of :
plant sites suitable for plant buildings, living quarters
and other necessary facilities.

d. To otherwise assist the company and to co-operate with
sersseess{foreign partner) and the other parties for the
success of the Project and the company.

s .Role of Foreign Partner:

a. To obtain for the company from .,.......{third party which
could be the parent company of foreign partner) zan
exclusive license for the use of ......... (third party's)
technology in the production of ............(Product)
under the most favourable terms and conditions possible
upon the exercise of its best efforts, in relation to
existing licenses as of the execution of this Agreement;
and to unqualifiedly obtain such license under most favoured
licensee arrangement with respect to all concurrent or

future licenses or amendments of prior licenses}

b. To provide assistance on technical matters and guarantee
the process, plant capacity, unit consumption of raw
materials, the quality of end products and during the
period required for guarantee test runs to produce the
guaranteed quantity and quality of the products envisioned
by the Project, in accordance with the Technical Assistance
Agreement to be entered into between the comapny and .....

(foreign partner) as provided under Article .....}

To dispatch to the company technical personnel who 'shall
be responsible for the supervision of the plant ﬁonstruction

of the company, in accordance with the Plant ecnstruction

Contract to be entered into betwden the cempany and

'ii&iiﬁfbcttt(fﬁf&igﬂ partners}, :

oo de o To previée, for a perieé of at least .....(namﬁer) years
|  7a£tet'p1ant starz—up, teehﬁitbl‘sévisvry staff to assist the'
“company in the eperations and maintenance of the Plant in

-accordance with the Technical Assistance Agreement,
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To make available to the company advice on technical 7
service for marketing of .......{product) and training :
fbr the company's personnel for such technical service
in accevdance with the Technical Assistance Agreement,
To undertake thektraining of local personnel of the
company on plant design and construction, operations
and maintenance in accordance with the Technical
Assistance Agreement.

To co--operate with the Local Partners to make the
company successful in its operatioms.
;.;...c.-..(foreigﬁ paitner) will exert his best
efforts to undertake the marketing of the Company's
products for exports. ..........{foreign partner)
will submit a marketing programme as may be required
bY sevvsse{investment incentives regulating agency)
to assist the company in the development of its export

market,"

It is quite common for joint ventures companies to enter into a separate

Technical Assistance Agreement in addition to a joint venture Agreement. The

main joint venture Agreement, however, usually provides general feature of

the technical assistance in the following manner:

"W

de

,b"

~under the terms, conditions and guarantees set forth in

»‘..........(foreign'partner} and the Company,

: the management of the Ptajm:; in accordanee wieh the saié
Technical A sistan 'A reement.

with .;............(fﬂteign partner) under terms and

Technical Assistance

For the success of the operation of the Plant using
ceeseses (foreign partner‘} approved standards and
quality controls, ........(foreign partnmer) agrees to
render all the necessary technical assistance for the

establishment and operation of the Plant of the Company

the Technical Assistance Agreement to be executed between

....;......(foreign partner) shaii,also make available to
the company any and all information which ......-(foreign

partﬁer) and/or the Company shall eansidet as necessary for

l N o ; ¢ 1
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conditions mutually agreed upon between the company

and ..e.ceveeso(foreign partner); provided that the

coming into effect of such Technical Assistance Agree-
ment shall be subject, among cothers, to: (i) the per-
formance by «vecsecec(foreign partner) of its obligations
under this Agreement, including the remittance of its
investment in the company, and the execution and perform~
ance by .......... (third party) of a License Agreement
acceptable to the Company, and (ii) the company's being

able to procure the necessary financing for the purpose."

Arbitration clause is usually Incorporated in the joint venture agreement

including the language, place and rules governing the proceedings. In some

cases the arbitration proceedings are to be conducted in the host country, however

a more common provision stipulates proceedings in the host country if foreign
partner initiates arbitration proceedings and in the country of foreign partner
if local partner initiates. This scheme is designed not only to be more
equitable to both parties but also encourages both parties to resolve matter
without going to the arbitration. In still some other joint venture agreements
the proceedings are to be conducted in a third country such as Switzerland,
Most joint ventures are covered by arbitration in accordance with the Rules of
Conciliation and Arbitration of the International Chamber of Commerce. A usual

clause on it is as given below:

" Arbitration
@, Any dispute, controversy, or difficulty which may arise out
of,in relation to or in connection with this Agreement
shall be settled amicably through mutual consultation between
-and among the parties hereto, and for which the parties
herete will exert utmost efforts,

b. In the event that such dispute, controversy and/or difficulty
cannot be settled through mutual consultations ds provided
herein, the following rules shall be applied,

i, All such disputes, controversies or difficutties shall
be settled through arbitration,
44, All arbitration proceedings shall beAconducteé in: Engiisﬁ

language at ..........(Ioeation) in aceordaﬁce with the
k”?RuIes of‘Coacilia:ian and Ar&itratian of the Iﬂternatien

.;Ghamse: of Eemme:ae, bu; aae or more arbitrators appoint

in accordance with the said Rules,"”
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The duration of a joint venture agreement can be as long as the parties
or their successors continue to hold any share of the stock; the termination
apart from on account of the identified defaults by either party could also
result because of government withholding approvals or new legislations not
acceptable to the foreign partner. There nay also be a deliberate provision
in some agreements for fadeubut of the foreign equity after a certain petibd'
in a defined gradeval manner as well as the possible buy-out formulae by local
partners, The duration as well as termination provisions vary greatly with the
objectives set for the joint venture and the stipulations under the local laws
and regulations, however, a typical clause is given below: |

n

Duration and Termination

a, This agreement shall continve in effect as Iéngﬁas all the
parties hereto eor their successors in interest hold any
share of stock in the company, unless sooner terminated as

provided for hereunder.

Any party hereto shall have the right to terminate this
Agreement by giving the other parties written notice to
that effect upon the occurance of any of the following

events!

i. When the required ......,....(host country) government
approvals mentioned in Article .......(number) shall
not have been obtained within ...,...,.{(number) months

from the date of this Agreement,

When the Technical Assistance Agreerent is not signed

within ........(number) months from the date of this

Agreement,

ii4, When the License Agreement with ............(0owner of
know~-how and technology) {s not signed within .......
(number) months from the date of the Agreement,

When the business is terminated by decisien of the
requited majerity of the sbareholders ef the conpany.:

7 'Bpon default of aﬁy party in the perfntmance af any oblig-
; ations to be patfermed by‘such party, the othe
» ;give no;iee v:”‘ Lting to ¢  patty'in éefaui
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the thing or matter in default, Unless such defsult is
remedied within ...;.;..(number) months following the
giving of sich notice, or if such remedy cannot be.
completed within such six (6) months period, or if

such action for the remedy thereof cannot be undertaken
promptly upon receipt of such notice ana diligently
prosecuted thereafter, tlie party giving such notice may
give further written notice to such other defaulting
party, notifying termination of this Agréement, in which
event this Agreement shall terminste on the date
specified in such further notice. Such right of termi-
nation shall be exercised in addition to, and not in
substitution of, any other remedies that may be available
to the party serving such netice. Any termination in the
exercise of such right shall not relieve any of the
parties hereto from any obligation zccrrued to the date
of such termination or relieve the party in default from
liability and damages to the other parties for breach

cf this Agreement, Wailver by any party of a prior single
default or succession of default shall not deprive such
party of the right to terminate this Agreement or to have
recourse to arbitration or from filing suit in the

event of further defaule,”

The governing laws of the joint venture Agreements could be the laws
of the host country the host country, The other important articles
include those on transfer of stock or subsequent share Assignment and
Burden of Taxes, The transfer of stock usually specifies that existing
- shareholders are given the right of first refusal for a specified period

of time say 60 days, This provision is also usually contained in the

- Articles of Incorporation. A typical stipulation is shown below, although :

the specified period vherein to grant the right of first refusal may not

be contained in other agreements,

:
j
1
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" Subsequent Share Assignment.

For a period of ..... {number) years after the

formation of the company, or upon public listing of the

company, which ever occurs first, if any of the

shareholders desires to seli, assign or transfer any or all

of its shares in the company, such sale, assignment or

transfer shall be effected subject to the provisions of the

Articles of Incorporation of the Company prescribing that

the other sharehclders shall be given the right of first

refusal with........(number) days from receipt of written

notice to acquire such shares to the extent set forth in

said Articles”.

The jmpact of taxes 1s normaily tzken up dy the joint venture company
if the local laws and rules tend to tax the services supplied by the
ign partner. It usually states that the joint venture company shall
a

11 tzxes, duties and levies imposed by the host country governmant

in connection with any activity and business of the company.

performance

A11 joint ventures Agreements will preovide a typical clause covering
force majcure conditions which may excuse the invoved party in non
0

f its obligations as illustrated under:

"Force majeure

a, If the implementation of this Agreement and/or
performance of any of the obligations of any and/or all of
the parties herein is prevented, suspended, develoned,
restricted and for interferred with by reason of force
wajeure, such as but not limited to Acts of Cod, typhoon,
storims,tidal waves, earthquskes, floods, fires, accidents,
epidemics, strike, riots, civil commotions, sabotage,
insurrection, rebellion, hostilities between nations, war,
embargoes, actions by either or both of the ..., (host
country) and'..;;. (céuntty of foreign partner)
gcvefnmencs;£théir éuhéivisidhs; ihsérumentaiities,

entities and/or agencies, ...,.. (bost country) and/or
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eseeess{country of foreign partner) laws, decrees, orders,
rules and/or regulations and such other similar
contingencies beyond the reasonable control of the party of
parties concerned, the party or parties so affected shall,
upon prompt written notice to the other party or parties,
be excused from the performance of its part or parts of
this Agreement but only to the extent of such prevention,

suspension, delay, restriction and/or interference.

b. 1In all such cases, the party so affected shall,
however, exert its best efforts to avoid, remove and/or
forestall such cause or causes of non-performance and to

remedy and complete performance with utwost dispatch®™,

The grant of license for use of information and to practice the
process covered by patents and know how is normally the subiect of a
séparate agreement between the joint venture and the licensor who could be
the foreign partnerhimself or a separate entity. The technical
assistance agreed to be supplied by the foreign partner is the subject of
a Technical Assistance Agreement, These agrecments could be inter-
connected with cross references to ensure completeness. In event of the
foreign partner bringing to the joint venture the industrial property rights
through patents, know how, trade marks; the mechanism of transfer, training
of personnel, technical assistance, rights and obligations of partners,
maintenance of confidentiality; price and payment schedule of the technology
transfer etc are provided for in license agreement (technology transfer
agreement) between the joint venture company and the concerned partrer, These
agreements normally take effect simultaneously with the other documents
constituting the joint venture company. The major contents of a typical
license agreement and that of a typical Technical Assistance Agrecment are

given in Annexes 2 and 3 respectively .,
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Annex 1

"Major Contents of a Joint Venture Agreement"

Preamble

Formation of the Company

Primary Objectives of the Company

Initial Capital and Shares

Increase of Subscription and Issuance of Shares

Subsequent Share Assignment

Manigement

Board of Directors

Meeting of Shareholders
Major Roles of Parties Hereto
Technical Assistance
Procurement of Financing
Accounting and Financial Matters
Organisational Expenses
Burden of Taxes

Force Majeure

Maintenance of Secrecy
Assignment

Arbitration

Duration and Termination
Effective Date

Governing Law

Notice

Entire Agreement
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Annex 2

"Major Contents of License Agreement"”

Definition
Description of the Plant and the Process

Obligations of the Licensor

3.1 Grant of Patent Rights and License

3.2 Improvements in the Process

3.3 Supply of Technical Documentation s Related Services
3.4 Additional Services to be provided against additional fee
3.5 Performance Guarantees of the Process

3.6 Penalties

3.7 Expanding capacity of the Plant

3.8  Liability Limitations

Obligations of the Licensee

1 Provisions of Basic Design Date for the Plant
2 Improvements in the Process
.3 Appointment of the Contractor

4 Secreé¢y and Confidentiality

Co-ordination of the Work

1 Process Design

2 Detailed Engincering

3 Procurement

4 Construction of the Plant
5 Start-up

6 Licensor's Personnel

Training of Licensee's Personnel
Patent Infringement

Contract Price and Terms of Payment
Duration of the Agreement

9,1 Effective Date

9,2 Duration of the Agreement

9.3 Rights on Wxpiry of the Agreement
9.4 Obligations on Expiry of the Agreement
9.4 Termination

General Conditions

10.1 Bank Cuarantees

10,2 1Insurance

10.3 Taxes and Levies
10,4 Axbitration

-10.5 - Force Majeure
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11.1
11.2
11.3
11.4
11.5
1t,6
11.7
11.8
11.9
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‘31, Miscellaneous Provisions

Assignment

General Provisiens
Governing Law

Language

Standards and Codes

Local Laws and Regulations
Rotices

Approvals

National Security

{Annex 2 continuvation)
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Annex 3

"Major Contents of a Technical Assistance Agreement"

1. Freanble

2. Definitions

Y

3. Licenses Covered
4. Supply of Information
5. Technical Assistance and Visits

- 5.1 Home Cffice Support
‘ ~Experts
~ ~Facilities

5.2 9isits to Plant Site
5.3 Loan of Facilities to Joint Venture
5.4 Visits by Personnel of Joint Venture
5.5 Unforseen Situations:

~ Technical Matters

~ Emergencies

6. Expenses

7. Payments and Payment Terms

8. Secrecy

9. Patent Immunity and Trademarks
10. Term and Termination
11, Most Favoured Nation Clause
12, Arbitration
13, Use of Information

14,  Force Majeure

15, Assignability
16, Notices

17, Effective Date




Annex 4

Major Contents of Articles of Incorporation and By-Laws

Articles of Incorporation

1. Name of the Corporation

2. Purposes

3. Domicile

4. Life of Corporation

5. Names, Nationalities and Residences of Incorporators
6. Number, Names and Residences of Directors

7. Capital Stock, Common and Preferred

- dividends

- dissolution

= redemption

- conversion

- voting rights

~ consent lo corporate acts
8. Subscribed Capital Stock
9. Paid-up Capital
10. Designation of Treasurer

|3 Transfer of Stock

By-Laws

1. Office

2, Board of Directors

3. Officers

4. Certificates of Stock

5. Transfer of Shares of Stock

6. Fiscal Year, Dividends and Accounts
7. Stockholdersyﬁeeting

8. Corporation Seal

9.  Amendments

B 1409
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