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Dear Reader.,

There has recently been a rapid and continuous change in the international environment
regarding the marketing and transfer of technology. with deep implications for the attitudes
and perceptions of the various partics concerned, be they governments, industrialists or
technology development institutions.

While the governments of developed countries have shown a growing involvement with
technology transfer issues, geared towards protectionism, those of the developing countries
seem to be gradually relaxing their regulatory functions on foreign investment and tech-
nology transfer, with a view to stimulating an increased investment and technology flow.

Against this background, UNIDO is addressing the evolving issues of technology acquisi-
tion, technology transfer, innovative forms of technology business and partnerships for
technological development. To this effect, a number of interrelated activities are being
pursued, with the intention of building up an awareness and competence in developing
countries towards more appropriate technology transter policies, improved access to
foreign technologies and faster technologicai development.

The UNIDO team responsible for running the technology acquisition and negotiation
prcgramme, as well as the TIES activities, has now been made the richer with the
participation of Ms. Rowena Paguio, who is well-known to most of the TIES members and
many of our readers. Before joining UNIDO, Ms. Paguio was Head of the Transfer of
Technology Office in the Philippines and her presence within our ranks is a fillip for TIES
and an assurance for its continuing progress. We hope she will remain with us for a long,
long time.

The TIES Newsletter has been, and should continue to be, an instrument for keeping our
readers informed of our activities and of the changes and developments in the international
environment. These purposes would be better served if our readers were to share their
experiences and interests with us, as well as give us their suggestions for improving our
Newsletter.

We look forward to hearing from you.

Technology Policy, Acquisition and Negotiation Unit
Industrial Technology Promotion Division
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UNIDO News

Regional Workshop on Technology Transfer
Negotiations and Contracting, Cairo (Egypt),
10-14 December 1990

The Workshop was part of a process aimed at im-
plementing a systematic human development cflort in the
(icld of technology acquisition and negotiation in Africa.
This is hoped to be achieved principaily through the use
ol the UNIDO Manuatl on Technology Transfer Negotia-
tions. which proposes a methodology of teaching intended
to be assimilated so as to carry vut courses for negotiatiors
at the natwonal kevel. The Manual is now proving to be a
very relevant and valuable didactic tool. While the
preparation of some chapters is still under way, it has now
reached a stage that will permit specially 1ailored
workshops to be set up, dpending on the nceds, interests
and expectations of the target audience. The high level of
interest it is able to generate, as evidenced by the quality
and volume of interaction during the Workshop also
served to further enrich its content and design, including
the refining of the methodology.

The Workshop was organized in co-operation with the
Alrican Regional Centre for Technology (ARCT) and the
General Organization for Industrialization (GOFT) of
Egypt and was attended by 50 participants at the manage-
ment level from Egyptian private and public sectors as well
as 14 participants from the African-TIES countrics out-
side Egypt.

The objectives of the Workshop were to apprise
developing country ncgotiators of the general issues of
technology transfer as they affect the development process
and create an awarencss of the various methods for acquir-
ing technology together with the clements vital to a suc-
cessful technology transfer process, as well as provide
know-how and information on the preparation and struc-
turc of contracts that will cover the specific concerns of
developing country recipicnts.

The Workshop dealt with the following topics:

@ The role of transfer of technology in the develop-
ment process;

e Technological infrastructure;

® Technology market characteristics;

@ Structure and types of coniracts;

o Principles of contract drafting;

o Paymcnts in transfer of technology agreements;

o (suarantecs and Warrantics;

® Technology transfer through joint venture agree-
meats;

® Succuss factors for transfer of technology.

This Worshop was by no mcans an isolated cvent. Its
organization was in linc with a long standing cducational
programme through which UNZD() has been gaining a
lcading cxperience in the training of negotiators and trans-
lating 1t into didactic matcrials and tcaching
mcthodologics for a more cffective learning process of
rolicy makers and ncgotiators of developing countries.

The uvliimate goal of this programme is to provide
developing countrics with the tools for the creation of
scif-sufficicnt training courses on technology transfer

TIES Newsietter, Number 42, 1991

ncgotiations to be organized by national institutions and
conducted by national experts.

The present Workshop represented an important step
for the above goal to be achieved in Egypt in ti.e ncar
future. Qur reva targets for workshops will be Sencgal and
Nigeria. tentatively in June and Scptember respectively.
Readers will be given lurther details of these forthcoming
events and the results achicved in another issue of the
Newsletter.

Registry News

Greece

Concise presentation of the industrial Property
Organization (OBI)

1. Introduction

When the Ministry of Industry, Energy and Technology
brought before the Greek Parliament Law 173387 “Tech-
nology Transler, Inventions and Technological Innova-
tion”, it had considered and acknowledged the vital role a
modern industrial propeity system is called upon to play
in the country’s technological and industrial development.

More specifically, two things were achieved by Law
1733/87, namcly:

(a) The establishment of the Industrial Property Or-
ganization (OBI), and

(b) The modernisation of the national legislation for the
protection of inventions, the encouragement of innovation
and the registration of technology transfer contracts.

2. Scope and competence of QB!

The OBI, cstablished as a private legal entity, is super-
viscd by the Ministry of Industry, Encrgy and Technology
and administered by a scven-member Administrative
Council. Its scope being the contribution to the technologi-
cal and industrial development of the country, the OBI has
been authorised to handle the following;

(a) Granting of patents, patents of modification and
utility models;

(b) Registration of 1cchnology transfer contracts;

(¢} Co-operation with similar organisations of third
counlrics or intcrnational organisations, co-operation
with R& D centres and organisations concerned with in-
formation disscmination;

(d) Freparation and monitoring of international treatics
on patents and technology transfer;

(¢) Representation of Greeee at international or-

ganisations;

(f) Rendering of consultation and information services
concerning new technologics and know-how;

(g) Monitoring and follow-up of patent exploitation,
innovation, promotion and tcchnology transler in Greece
and abroad;

(h) Classification of patcnts and technology transfer
contracts according to internationally acknowledged
criteria.




3. The protection of inventions in (reece

The new reality characterising the protection of inven-
tions in Greeee is determined by two dominant fac-
tors, namely:

(a) The ratification of the European Patent Convention
(EPC) by Greeee, maning this country a full member of
the Convention since TOctober 1986, and thereby offering
the opportunity to interested partics to pretect their inven-
tions in all 13 Mcmber States to the EPC. Within this
framework, a recciving office for European patent ap-
plications ha., been insialled at OBI: and

(b) The modernisation of the national patent legislation
which provides for two protection titles, namely:

(i) the patent, the granting procedure of which incor-
porates the drawing-up of a Scarch Report stating the
state-of-the- art in the technical field of the invention, and

(i) the utility model, which is governed by a simple
registration system.

The new legal provisions have made the protection title
patent” more reliable, thus cnhancing the protection
pasis of investments materialising from protected inven-
tions. Additionally, the social prestige of inventors is also
to be strenghtened. On the other hand, the utility model is
suitable for the protection of so-called “small™ inventions
which especially cover the nceds of small- and medium-
sized industrics and independent inventors,

4. Technology transfer

The OBI registers, according to the provisions of Law
1733 87, technology transier contracts involving at least
one contracting party residing or established in Greeee.
Data concerning contracts registered at the OBl remain
confidential.

The OB is planning to create an infrastructure suffi-
cient for the enhancement of the acgotiating position of
Greek enterprises in acquiring technology. For this
reason, the OBI will render consultations and information
cnabling the interested partics to:

(@) Achicve technology assessment in any technical see-
tor,

(b) Locate alternative sources of techaology creation
and development at both the national and international
levels:

(<) Scleet the most suitable technology:

() Open the “package” of imported technology and s
subscquent absorption; and

(¢) Promote indigenous techaology.

5. Dissemination of patent information

The OBI is planning to establish a Patent Information
and Documentation Centre for the dissemination of “raw”
or value-added information with sources in domestic or
forcign patents. Morcover, this centre will undertahe the
promotion of indigenous inventive activitics, as well as
inform the scientific and technical community, profes-
sional chambers, eaterprises, public organisations and the
public in gencral of the role that the industrial property

ty

ssstem can play in the technological and industrial
development of the country.

6. Regional and international co-operation

The establishement of the OB has created an ad-
ministrative body to enhance Greek presence in the inter-
nativnal fora of industrial properiy.

The OBI will study and cvaluate. in the light of Greek
interests, the Patent Co-operation Treaty (PCT), the Con-
vention for the International Patent Classification, cte.

Additionally, the OBI participates in various working
groups of regional or international organisations (EEC,
WIPQ). cic.) for the preparation of i legal framework for
the protection of software. integrated circuits and biotech-
aology.

7. Conclusion

The above brief presentation of the OBI shows that it s
a flexible organisation which. according to its Five-Yoear
Development Plan (19858-1992). will be able to contribute
deasively tothe technological and industrial development
of the country by offering highly specialised services toall
potential uscers.

Malaysia

Employment of expatriate personnel

It is the Malaysian Government's policy to see that
Malaysians are eventually trained and emploved at all
levels of employment. Notwithstanding this, foreign com-
panics are allowed to bring the required expatriate per-
sonncl to arcas where tnere is a shortage of trained
Malawsians who could do the job. In addition, forcign
companics are abo allowed certain “key posis™ to be
permancntly filled by expatriates.

Companics sheuld make every effort o train more
Malaysians <o that the employment pattern at all levels w3l
reflect the multi-racisl composition of the country.

Guidelines on the employment of expatriate personnel

() For new imvestments (that is, applications reccived
between 1 October 1986 and 31 December 194)) where
the forcign paid-up capital is USS2 million and above.

Any company with forcign paid-up capital of US$2 mil-
lion and above, will automatically be allowed five ox-
patriate posts including at Teast one key post. Additional
expatriate posts will be given when necessary upon re-
uest.

The other conditions relating to expatriste emplosment
arc as follows:

{i) An expatriate officer who s transterred trom one
post Lo another within the same company is not required
to obtain a ncw employment pass. His or her original
emplovment pass will be amended @ vreflect the chimge of

post.
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() A new expatniate ofhicer replacmy another ex-
patriate ofticer is required to obain o fresh emplovment
[ARRAN

(u) Al cmplovment passes are valid tor the period of
tume as approved for the post. subject to e maximum of 10
AL

() Allholders of employment passes will be ssucd with
multiple eatry visas vahid for the penod corresponding to
that of the emplovment pass:subject to 2 maximam of 10
Vaars.

(b3 For new imvestments (that is. appheations recetved
between B October 1956 and 31 December 1990) where
the foreign paid-up capital is less than US2S million: and
tfor companies licensed betore 1 October 1956,

The conditions for expatriate cmplovmeat tor the above
companics are as follows:

(1} Koy posts (for example. posts that can be held in-
defimitels by foreigners) can be considered for companies
where torcign capital participation is approximatehy
MSS000, However., this figure s only a guide, the num -
ber of hey posts allowed depending on the merits of cach
Vase.

(1) For exceutive posts requining professional qualitics-
ttons and practical experience. expatriates may be
cmploved up to o maximum period of 10 vears, subject to
the condition that Malavsians are trained (o eventually
take over the posts.

(i) For aon-executne posts which reqiice technical
shills wnd oxperience. expatriates may be emploved up to
a mpnvimum period of five vears subject to the condition
that Malavsians are trained to evenally tahe over the
paonts.

() For industries, desienated by the Government as
privrity industrios. such as those that are Labour-mtensine
and those manutacturimez industries that ars wholls export-
oricated, the conditons (1, (i) and (i) above may be
relavad. depenading upon the mernits ol cach case. Other
companies aot falling within any of the categorics men-
toncd in this clause, may also be accorded similar
privileges depending upon the merits of cach case.

Applications for expatriate posts

Appheations for expatraate posts (ncluding ke posts,
executive and non-excecutive posts) can be submitted to the
Malavsinn Industaial Development Authornity (MIDA)
the same me as the company's apphcation for approval
ol s industrial project

Vhe above procedure applics lor oapatniate pesonncl by
the followiine

(0 Al companies proposing to cstablish new projedts.

e Al exsting compamies proposing o manulaciure
additonal products (diversification of projecis)

Gy AL casting companicos proposing (o expand ther
production canaciiics (espansion of projects),
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In the cvent that an apphicant s unable o subnut re-
guircments of expatriate personnei when submitting the
apphication, he or She may subm the toreien personned
requiremients at a later stagee.

Eaisting companics that wre not undergong any eypan-
ston or product dnversification but wish to apply for addi-
tional expatriate posts of to renew existing posts, should
submit their apphications e the Standing Commuttee on
Makosanisation through the Immigration Department, as
has been the practice inthe past.

Labour policy and fabour laws

It is the Goverament's policy 0 promote cordial
cmplover-emplovee reberions and industeal peace based
on soctal justice. equity and good consaienee soas tobring
about a generally conteated and productne labour toree,
thereby ensuring o tivourable chimate for investmient and
sustained cconomic growth. With this objective inview . the
provistons of the labour Faws set vut minimum standards
to sateguard the interests and spell out the nghis and
responsibilitios of cmployers and emplovees and provide
a kepal framework for the orderh conduct of wndustrial
relations.

Employment Act, 1955

The Emplovment Act. 19535 s the principal cmplovment
legislation repulaiing terms and conditions of employ-
ment. Among others, it sets out the minimum conditions
of emplovmeat which include:

(1) Ten pand gazetted public holidas s in any one calender
\eadr;

in) Eight days of paid anruad keave tor emplovees with
less than tmosears of senvice. 12 davs of paid annual leave
tor those emplosees with two or moie years of service but
loss than five sears of servce, and 16 dass for those with
over Ve years s

(i) Fourteen 1o 22 dass sich feave inasear depending
onlength of senvice and where hospitalisation is necessary,
up to an aggrerate of 60 dass sick feave in cach sear;

(v) Normal hours of work shall not exceed cight hours
day or 48 hours g weeks

v) Payment tor overtime work at one-and-a-halt times
the ordinary rate of pay.

(vi) Pavment of maternity allowance for female
cmplovees on maternity feave tor o0 davs at the ordinan
rate of pay subjest (o aminimum reie of MSO0 per Jdas.

Trade U nions Act, 1959

The Trade Unions Act, 1959 provides tor the reeistra-
twn and administration of trade unions in line with the
policy of Government to cacourage the growth of
democratic, healthy and responsible trade unionism,
within the contest of public and nationalinterests. A trade
union should conting its membership to emplovees wathin
aparbicular trade, occupation or industey and should spply
for regastration upon its formation,




The Trade Unions Act provides sutficient sateguards
agatnst militancy or unlawtul activitics of trade unons. All
trade anions are mspected perindically to ensure com-
pliance with the law.

Industrial Relations Act, 1967

The Industrial Relations Act. 1% provides tor the
regulation of relations between emplosers and workmen
and their trade unions, and the prevention and settlement
of trade disputes. Some of the main features ofthe Actare:

(1) Protection of the legtimate right of emplovers and
workmen and their trade untons:

(11} Exclusion of workmen in managerial. exccutive. con-
fidential or security capacities frem the scope of recogai-
tion of trade union, the majority of whose membership are
not employved in any of these capacitics:

(i) Procedure relating 1o submissions of claims for
recognition and scope of representation of trade unions
and collective bargaining:

(iv) Non-inclusion in the unioz’s proposals for collective
bargaining on matters relating to promotion, transfer,
recruitment. retrenchment, dismissal, reinstatement and
allocation of dutics and prohibition of strikes over any of
these matters;

(v) Emphasis on dire~t negotiation between employers
and workmen and their trade unions to settle their dif-
ferences and provision for speedy and just settlement of
trade disputes by congiliation or arbitration when direct
negotiation fails;

(vi) Provision for the Minister of Labour to intervene
and 1o refer at any stage any trade dispute to the Industrial
Court for arbitration;

(vii) Prohibition of strikes and lock-outs after a trade
dispute has beea referred to the Industrial Court, and on
any matter covered by @ collective agreement or by an
award of the industrial court;

(viii) Protection of pioncer industries Curing the initial
years of their cstablishment against any unrcasonable
demands from a trade union because trade unions cannot
demand better terms of employment than those stipulated
under the Employment Act.

Employees Provident Fund Act, 1951

The Employees Provident Fund Act, 1951 provides for
a compulsory contributory provident fund which is pay-
able to gmployees in full on reaching the age of 55 ycars,
All employers and employees are required to contribute
to the Fund at rates of 11 per cent and 9 per cent respee-
tively of the employees’ monthly wages,

Technology Acquisition

The following article has been sent to us for reprinting

in the TIES Newslewer by courtesy of Dro Wahby G
Wahba, Sentor Under Seerctary of State of the Egyptian
Imostment and Free Zones Authority, Regular <ub-
seribers to the TTEN Newsletter may wish to refer to Issue
No. 30 of July 1955 10 which an articls on the same subiect
appeared topether with an unofticiin Enelish translation
of the original Arab text ot the dralt law on the organiza-
tton of transfer of technology.

Egypt

Experience Gained in the Acquisition of
Technology Through Joint Ventures

Introduction

International agreements on the transfer of technology
can taxe many forms, from simple sales contracts for
cquipment and expertise, to licensing agreements and
joint ventures. In negotiating these agreements agreat deal
of attention is often paid to provisions covering definitions,
obligations, rovaltics and dividends, restrictive business
practices, taxation, disputes and defaults, terminations,
renewals, and so on.

The literature on technology transfer has been less than
adequatc as a source of guidance, having been much con-
cerned with the scarch for “success * in technology trans.
fer. Yet judgements as to success in this ficld incvitably
depend heavily on the objectives, points of view, and often,
particufar value systems of the individuals making them.

Following that approach. this paper will dea! with the
Egyptian expericnce in the acquisition of technology
through juint sentures that began some 14 years ago with
the adoption of the “open door pelicy”, which in fact
constituted a turning point for the Egyptian economy. This
policy stresses on the one hand an increased dependency
on market mechanisms, and on the oiher, the adoption of
various types of incentive to encourage private domestic
and forcign investors to play a larger and more cffective
rolc in the ecconomic activities of the country.

The “open door™ policy heralded by Law 43 of 1974
cemphasizes the nced for additional production capacity
and sceks the use of modern technologics, a high level of
know-how and top managerial skills to realize that produc-
tion. Initially, Law 43/1974, dcaling with the Investment of
Arab and Forcign Funds and Free Zones was enacted to
promote the inflow of foreign capital and technology, but
subscquent legislation and Government practice have ex-
panded the strategy towards a greater degree of liberaliza-
tion. Promotion of forcign investment has been reinforced
by a decentralization of administrative powers and in par-
ticular through the creation of the General Authority for
Investment and Free Zones (GAFT), which has been ad-
minisicring the Investment Law since 1974, The Authority
is the only body having full Lpproval powcer for forcign
mvestment projects.

Import of technology

Until recently Egypt did not pay much attention to the
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import of technology in its official pohicies. Because of the
country’s high level of education and deyree of in-
dustrialization there has for many years been an apprecia-
tion of the role of modern technology and hencee of the
need to keep abreast of world technology. This realization
has Ied to an “open”™ approach to foreign technology.
Attitudes have recently changed. partly because of a grow-
ing recognition that the country possesses a scientific and
technological potential of s own and hence that it is not
always necessary to import technology, but also because
Egvpt will continue to seek the best technology available
from foreign suppliers in refation to its owa needs.

Under Law 43,1974 there are two broad categories of
projects: inland projects and those located in geographi-
cally designated free zones. Approved projects in the
inland catcgory are entitled to a package of incentives and
guarantees. Tax holidays are granted for periods ranging
from five to fiftcen years. Privileges also include a large
measure of freedom with respect to the repatriation of
profits and capital. Projects in the other category, the free
zongs, are geared to exportation, and are permancntly free
of taxation. Imports into and exports from the free zones
are not subject (o any restrictions. All guarantees provided
by the law against non-commercial risks apply equally to
free zone projects. All projects operating under the
provision of the investment law are considered as belong-
ing to the private sector, even when carried out as a joint
venture with a public company.

In the case of inland projects, technology is one of the
main factors taken into account when considering applica-
tions lor investment projedcts, and the prospect of obtain-
ing and ftroducing a new technology to the country is a
reason for giving approval. Free zone projects are not
considered in the present context. There is a reason, how-
ever, to be sceptical as to the effectivencess and significance
of the transfer of technology made wathin the free zones.
The main reason being the strong vertical integration of
the production rocess in export-oricnted industrics.

This can only favour routine activities, often highly
automated, as in the case of the clectronics components
industry, and hence offering little chance for improvement
and calling on unskilled labour that can adapt to the jobs
created after a few days’ training. The specialized nature
of the tasks prevents any skills acquired, however slight,
from heing used in other scetors of production.

In fact, if any technology transfer is to take place in the
free vones, it is mainly by means of quality control, which
calls for a higher level of skills:  supervisors, foremen,
production engincers, management staff, cte:. Thus, if local
nationals arc cmployed on these tasks, the transfer effects
will never involve more than a limited number of people.
Workers never master the technology of the production
system, but only acquire the basic technical knowledge
nccessary for the operation of the production process.(1)

Transfer of technology environment

Egypt has no special legislation governing technology
licensing, The basic legislative right for the Government to
intervene in the process of technology transfer through
joint ventures is Law 43/1974. The Jaw - as mentioned
before - facilitates a free inflow of forcign and Arab
capital, conferring on it substantial privileges, guarantees
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and exemptions. Foreign investment may be in terms of
curreney, machinery and cquipment, matertals and re-in-
vested profits. Intanble assets such as patents and trade
marks, held by residents abroad. together wath preliminary
studies, can be capitalized and form part of invested capr-
tal. Special priority s given to projects that will increase
exports, ercourage tourism, reduce the impon of basic
commoditics and (o projects “that require advanced tech-
nical expertise or that make use of patents and trade marks
of worldwide reputation™

It is noteworthy, however, to mention that direct trans-
fers of technology, unaccompanicd by investment. still
have no institutional mechanisms or adequate channels for
entry mto the country. In this case one can assume that
Law 43 stands in the position of having institutionalized
technology “packaging”. The present practice indicates
that the joint venture instrument is administered normally,
with cmphasis being placed on a desired form of “packag-
ing”, that is, the accompaniment of a managerial system
and methodcelogy. In the ficld ot technology transfer, 1t
could be said that the net impact of Law 43 has been to sct
in motion a series of changes of direct relevance to the use
of modern technology in Egvpt's industrial sector. There
has in fact been a sharp increase in the number of arran-
gements and in particular of their packaging together with
foreign investment. Due to the emphasis on augmenting
production capacity. much of the technology has been
c¢mbodied in new machinery, in addition to a relatively
large number of separate contractual agreements to cover
technology per se. In many cases of joint ventures the
forcign supplicr of cquity capital and the foreign supplicr
of technology may be the same entitv. Bundling together
cquipment purchases with “disembuodicd” technology
(c.g. hicensing arrangements) renders it difficult to sort out
onc from the other.

As noted above, technology is one of the main factors
taken into account when considering applications for in-
vestment projects. The application form that has to be
completed by all potential investors is detailed and com-
prehensive. The technology factor, including costs of im-
porting technology is assessed in a number of different
ways, and specifically:

® A description is required of the technology to be
transferred and the training to be given in the use of
the technology.

® The machinery and cquipment to be imported must
be described fully and their origin indicated.

o Undecr the heading “workers to be employed™” there
are three main categories: technical administrative,
skilled and unskilled. The respective numbers of
forcign and local staff in cach category have 10 be
stated.

@ In the table which recapitulates the halance of pay-
ments cffects. particulars must be entered concern-
ing cxpatriate salarics, interest payments, loan
repayments, royaltics, management fees and other
payments in foreign currencics.

Under the “open door policy” and the hard push for
industrialization, & considerable amount of modern tech-
nology has heen coming into Egypt, as are also patented
and brand-name products. Thus, the need for appraising
technology, initselfl and as reflected in the licensing agrec-




ments, became important and urgent. As o matter of fact,
the Investment and Free Zore Authonty reles onspecial-
izcd badies (such as the Ministry tor Agriculture, the
Ceneral Organization for Industriabzation, the Ministry
of Health, offices dealing with non-governmental or-
wanizztions, iternational organizations, universitics, con-
sultants. cte) for the technical apprasal of the projects
submitted to it and the technology agreements that mas be
invohed. Economic and legal appratsal is conducted by
the Authonty's staft members and experts. A werhted
system s used to measure the impact of the projects onthe
national cconomy and determine the extent to which it
contorms to the national cconomic objectives.

Technology transfer flows through joint ventures

Bascd on the information kept at the Investment
Authority, this section will deal with technology transter
flows through joini ventures from the angle of collabora-
tion tvpe, sectoral distribution of contracts, country of
origin of the technology imported and rovalty rate of the
contracts concluded. A sample of 117 agreements (con-
cluded during the 19830-1987 peried), representing almost
all ficlds of activity specified in Article 3 of the Investment
Law 431974 has been used as a basis for this analysis.

Type of collaboration: Approximately ) per ceni of the
number of transfer of technology contracts under review
(Table 1) contain the transmission of know-how. Licensing
sale or assignment of trade marks represent only about 15
per cent of the total, while contracts involving technical
assistance and management assistance account for 27 per
cent of the contracts included in the sample.

Table 1. Number and percentages of contracts by col-
laboration type (1980-1987)

No.  Per cent

Know-how oY) 244
Trade mark 30 1.0
Patemt 5 1.8
Technical assistance ol 215
Basic engineering 9 32
Detailed engineering 12 4.2
Management assistance 16 5.6
Training 38 200
Licensing 7 235
Markcting 3 1.1
Construction or sct-up 1 0.3
Turn-key 4 1.4
Supervising (Start-up) 5 1.8
Equipment repair or

maintenance 3 1.1
Total 253 100)

Sectoral distribution of contracts: A brecakdown of the
numbcr of contracts by scctor (Table 2) shows that most
of the contracts under review are related to the manufac-
turing sector. Figures show a concentration in percentage
of about 60) per cent in two main ficlds, namely engincering
and chemicals. Food and heverages account for only 50
per cent while pharmaccuticals, building matcerials, textile
and lcather products account for approximately 7 per cent,
9 per cent and 6 per cent respectively.
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Country of or in ofimported technology: Table 3 shows
the technology Pows by pereentage of supphier countries.
The USA and the EEC account for about 79 per cent of
the number of transter of technology contracts reviewed
inthis analysis. The EEC stands out as the leading supplicr
of technology (574 per cent). Use of technology from
other European countries accounts for 134 per cent, while
techaotogy flows from Japan and Canada account for 3.4
pereent cach.

Royalty rates (based on net sales)

b

Figurces avanlable show the following: 22 per cent of the
contracts reviewed hed a rovalty rate of 3 or more per eent:
4.5 per cent of the contracts concluded accounted for a
rovalty rate ranging from 2 to 3 per cent: 13.5 per cent of
the number of contracts had a rovalty rate of 1to 2 per
cent.

Table 2. Number and perceatage of contracts by
manufacuring scetors (1980-1987)

No.  Percent
Food and beverages O b
Pharmaccuticals 10 7
Textiles N 4
Glass and glass products 1 1
Engincering R 3
Woaod products 2 2
Building materials 11 )
Paper products 1 !
Agriculture 2 2
Chemicals KX 29
Mincrals 3 3
Mectal industrics O 4
Footwear 2 2
Total 117 100

Table 3. Number and percentage of contracts by sup-
plicr country (1980-1987)

No.  Percent
USA 27 213
EEC 73 574
Non-EEC 17 13.4
Japan 3 24
Canada 3 24
Africa 1 0.7
Asia (except Japan) 3 24
Total 127 100
Capital intensity

Figures released by the Investment Authority show that
up to the end of December 1985 about 40 per cent of the
inland projects (in operation) are in the industrial sector.
Those amount to about 270 projects(2) with a total paid-up
capital of £E 783 million and investment costs of £E 2,852
million. Figurcs also show that non-financial inland
projects, (in operation), amount to 487 projects with i paid
up capital of £E 1,500 million and investment costs of
about £E 4,470 million. Non-financial projects have actual-
ly created about 125,000 jobs which means that the average
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imestment cost per pobis around CF 3o Capitalitea-

sty por worker moservices, agricuitural and construction |

projects v generally average (LF 250003, while tor the
industrial projectsitis more than e rage (£E 43.0040), This
may be taken as an indicator ot the tact that industrial
projects operating under Law 33 are characterized by hih
capital ntensity as compared to other sectors, At the same
time, it~ capital intensity i much hgher than the gencral
average of the national cconemy as a whole, which stands
at about LE 20000, Technology used by Lav $3 industrial
projects tends 1o be more capital intensne compared to
vther industrial projects operating under other laws.

Negotiating technology agreements

It is probably appropiate to note here that no single tvpe
of transfer arrangement is likely o succeed in all situa-
tions. One of the most important factors that can help
provide a framework for dosigning transfer arrangements
is the stability of the relationship between the supplicr and
the recapient of technology (3) In the case of “joint ven-
tures” there & often an explicit agreement on the degree
of partictpation of cach party in such preliminary activities
as feasibility studies, market surveys, other pre-investment
services, industrial process choiee, engineering design.
plant construction and instatlation. and personned train-
ing. In this case the heavy involvment of the supplier in
such activities will give the recipient the chance to avoid
several problems that may arise when components hase to
be obtained from a variety of different sources. Similarly,
if the technology being transferred s “packaged™, as 1t
often s, the recipient can avoid the problems associated
with market failures and imperfections, uncertainty and
the time lags in assembling the clements needed for the
transfer that can arise when technology is unpackaged. On
the other hand, costs to the recipient assoctated with a high
degree of packazing can be substantial. Packaging makes
il casicr for the technology supplier o price various cle-
ments of the technology frecly, perhaps extracting profits
from sales or peripheral. or fictitous technology.

Many factors can, however, affect the bargaining power
of the parties in the relationship, from the importance (o
cach party of setting up the operation to aspects of the
negottations such as the ncgotiators” competence and
background. But perhaps the most important determinant
of their relative bargaining power 1s the availability and
costs to the recipient of alternative sources of technology.
Recipients mrust therefore be as well-informed as possible
about alicraative potential supplicrs and their merits.

In Egypt it has been found that the investor often mects
with difficuitics when trying to evaluate the offers given 1o
him by praspective pariners and supplicrs of technology.
There is still @ great aced 1o support the tasks of the
investor by establishing and strengthening the availabe
machinery and sources of information about alternative
technologices. The local negoliator is in an cven weaker
position if he is seeking loans and may feel helplessin front
of the external partics. The cost of technology may finally
prove to be much higher, or even exorbitant. Given this
picture it has been felt that Egypt should adopt a national
technology policy aimed at maximizing the benefits drawn
from imported technology and at the same time substan-
tially increasing the technological output from the in-
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digenous seience and techaology estabiishment.

A draft code on technology regulations{d) was
prepared. which provides tor the systematic evaluation of
forcign technology  wailable i reltion o alternatives:
unpachaging and the climination of restrictive conditions
and assistance to focal companies i the eegotiztion of
technology contracts. The law mighr be regarded as a
starting point or continuation of a tresh approach to policy.
in which case the degal instrement could senve o create
space inwhich new lines of action could be worked out.

Footnotes

(1) Basile. AL and Germidis, Do Investing in Free Expon
Processing Zones. D lopment Centre Studies, QECD,
Paris, 1984, p.50.

(2) This number represents the projects that presenied
their balunce sheets for 1985 to the Investment Authority.
Other projects (in operation) are not considered in this
COntext.

(3) Derakhshani, S, “Negotiating Transfe: of Technology
Agreements”. Fance and Development. Vol 23, No 4,
December 1936,

(4) For a brief description of the main provistons, see as
follows:

The Draft Code

Scope of the law

The draft legislation covers seven chapters with 17 ar-
ticles. It defines the terms contained in the law in view of
the fact that the law governs issues not covered in any
prececding legislation in Egypt. The scope of the law
covers various types of transfer of technology agreements.
In defining technology and technology transfer, Egvpt
fullowed the concept adopted by the United Nations Con-
ference on Trade and Development (UNCTAD) in the
Draft International Code of Conduct on the Transfer of
Technology. The international draft code defines technol-
oy as “systematic knowledge for the manufacture of a
product, for the applicaton of a process or the endering
ol aservice. and docs oot extend to the transactions involv-
ing the mere sale or mere fease of goods™. Article 4 stipu-
lates that pure sale, leasing or rental of goods is ot
considered transfer of technology. Alsotrade marks would
not be considered transfer of technology unless they forr:
part of technology transfer transactions, Licensing of trade
marks is considered within the scope of the law provided
that the trade mark is important for the export of products
manufactured under license or may bring along recog-
nized technical prestige. The main idea behind this o
reduce the use of foreign trade marks in the domestic
market. Dircct sale of computer programs, modcls and
industrial drawings, know-how or assignment of rights arc
considered to he transfer of technology,

Registration

The draft law also propoeses the obligation to register
technology transfer contracts with the Academy of Scien-
tific Rescarch and Technolgy with a view to affecting the
processes of examination, control, evaluation and the




monitoring of the implementation of the contracts. The
Registry, =ith the assistance ol specilized agencies, wili
dovelop modei contracts for techno'opy transler, 1t will
also help in the negotiation processes coacerning the
transter of technology and the possibulits of partial tech-
nology packages. If registration approval is deaied. the
agreement will thea be null and void. This means that the
agreement cannot be enforeable betore any authority and
that fullilment thercof cannot be regeired betore Epyptian
courts ol faw.

1t goes without saving that the exceutive regulations will
take care of the “procedures” including the period within
which the entity in charge of enforcing the law vill take a
deciston on the agreements submitted for registration, the
possibility of the parties o appeal against that decision and
patent infringement and validity.

Enforcement

The draft law also provides for the monitoring of the
exceution of the agreements 1o be carried out by the
competent authority and other agencics concerned to en-
sure the enforcement of the agreement as approved by the
authority. Furthcrmere, penalties are included in the draft
legislation for (a) failure to present the contract for
registration; (b) furnishing of false data for registration;
(¢) refusal to supply information when required; and (d)
exceution of the contract under different requirements
than those registered.

Restrictive pra :tices

As of course expected, the draft law governs conditions
disadvantageous to national interests as well as unfair
conditions that may lav a heavy burden on the acquiring
party. In certain cases however, some of these conditions
may be tolerated. The prohibitions arc only in a few instan-
ces formulated in a strictly per se manner and covered by
Article 6.

It may be appropiate at this point to give some examples
ol these conditions and the general criteria proposed for
their application. Article 6 prohibits regisiration of con-
tractsinscven cases. The firstis the prohibition of registra-
tion if the purpose of a contract is to transfer locally
available technology. This clause has been interpreted to
mean that a vontract cannot be accepted when it involves
tcchnical know-how in the public domain, or covers tech-
nical know-how that a local research institute can provide.

The fast clause of Article 6 prohibits the registration of
contracts with terms of enforecement that exceed ten years.
Although all obligations of the recipicnt company arce not
o exceed a period of ten years, there is nothing in the law
that prevents the Registry from accepting a new contract
after the original one has expired. Approval will, of course,
he given on a case-by-case basis. Other conditions dealing
with the type of restrictive practices that must be
climinated from contracts before they can be registered
include:

The contract that obliges the licensee to grant back to
the licensor the patents, trade marks, innovations or im-
provements made during the contractual period, or if the
contract contains certain conditions that may lead (o an
uncqual relationship between the partics involved, The

Last ~tatemant has beaninterpreted to mean that a contra
may not be aceepted il the exchange of information on
improvements or insovation developed by cither parts is
aot conducted on g recprocal basis with regard o
remuneration.

The contract that imits the activits of the acquiring party
in the field of rescarch and development.

The contract that prevests or restricts the acquiring
party from excreising their rights (o export.

The contract that preveats the acquiring party from
utilizing a complementary technology from other saurces.

The contract that imposes restrictions on the acquiring
party relating to the size of production or sale prices tor
buoth local and forcign markets.

Article 7 covers five clauses that deal with, among
others, the type of restrictive practices that could be ac-
cepted for considerations related to the common good. in
accordance with the natuse of the contract and the re-
quirements of the national cconomy.

The most important may be the first clause, which
prohibits the registration of the contracts that set a price
out of proportion to the value of the technology acquired
or impose a disadvantageous burden on the national
ceonomy. OF course. iU is sot possible to establish gencral
rules concerning an adequaie level of pavments, but the
registrar can at least examine some of the most obvious
implications for the cconomy of contractual arrangements
with forcign companies. Such an examination should deal
with the effects of payments for technology on the com-
pany itself. the ceffects of the payvments on the balance of
payments, and the effect of the pavments on the cost of
goods and services produced and on the consumer sector
in general.

Guarantees

In recent years technology transicr lepislaiion has
focused more on the issue of clauses that could puarantee
a successful technology transfer compared o carlier fegis-
lation where reference was sometimes made o perfor-
mance guaranices.

The Egyptian Dralt Code is in this respect unique, as it
.ncludes avariety of obligations and clauses that should he
included in the agreement that no other legislation has
covered. Must notable is the obligation to disclose
risks that may result from utilization of the technology,
particularly those related to the environment and public
health and to make good damages resulting from the
utilization of the technology aficeting persons and proper-
ty. Furthermore it makes reference to contractual puaran-
tees when it concerns employment of local labour and
utilization of local resources.,

Settlement of disputes

Article It stipulates bow disputes are o be settled with
a view to resolving them in the mosi speeds and reliable
ways, The law provides that the Egyptian ~ourts of Taw
shali primarily have jurisdiction to decide on such disputes
and allows for arbitration. Arbitration takes place subject
tospecific rules contained in Article 11 The Taw abso states
that disputes shall be subject to the provisions of the
Egyptian law. 1 ac law concludes with the listing o1 sanc-
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tons 1o be imposed i cases of violation of e provisions
of the Law.
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Sri Lanka

New incentives and concessions to foreign
investors

The Foreign Investment Advisors Commitee (FIAC)
and the Greater Colombo Ecenomic Commission
(GCEC) which administers the country’s Economic
Processing Zones (EPZs) have offered new incentives and
concessions to forcign investors,

The GCEC package of benefits includes:

® 11X ner cent exemption from tax on corporate (nor-
mally 50 per cent) and personal incomes, dividends
(normally subject to withholding taxes of up (o 25
per cent) and rovalties for up to ten vears;

@ cxtended tax concession for an additional 15 years;

@ duty free import of cquipment, components and raw
matcrials;

® no limit on forcign cquity holdings in FPZ com-
panics and transfer holdings without incurring tax
and exchange control liahilities;

o cxcmption from tax on capital transfers and on the
procec s of liquidation;

@ special considerations for industries introducing
new or advanced technology,

The principal ingredicents of the FIAC package arc:

® a tax holiday for up to five ycars;
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¢ dunng the holiday. dividends are exempt from in-
come Lax provided they are declared:

® oxpatriate emplosces pay 23 per cent fess income tax
for the fAirst three vears. However, remittances
abroad are limited to two-thirds of the emplovees
salary;

e non-resident sharcholders can trecly remit their
dividends:

® no duty or turnover tax iy levied on imported
machinery if half the company < production is ex-
ported:

@ no duty or turnover tax is pavable onapproved raw
materal imports;

® il nct export carnings arc high cnough. then the
company only has to pay hall' its tax labilities for five
vears,

(Source: Asig-Pacific Tech Monitor, July-August 1983)

When is a product or process “On Sale"™? — The
effective date could invalidate important patent
rights

Ifan inventor or his emplover has a product or a product
madc by a process “on sale™ for more than onc vear. it is
too late to file for a patent. This one vear period is known
as the “grace period”™. Itis not necessary that the product
be actually scld but mercly that it be offered for sale. Also,
if & sceret process is used for more than one vear for
commercial purposes, it is too late to file the patent ap-
plication.

In a straightforward case, where the product is being
produced 1n quantity and the rescarch has been com-
pler -, there is relatively lide ditficulty in determining
when a product is on sale™. The difficulty arises when the
preduct s only in a prototype or carlier stage. Tt has
venerally been felt that the product must have been actual-
Iy reduced to practice before it could be placed on sale.
However, a recent case concluded that this is not always
an abselute requirement. The decision of whether or not
a product is "on salc™ is based on the totality of the
circumsiances. The law is still clear that whenine imvention
is merely in the conceptual stage, with no subsrantial work
heing done towards a reduction of pra- tice, then it cannot
he ~on sale™, even though the inventor has sutlicient ¢o
fidence that the conception will lead to a product he ha.
offered for sale. Also, il the product is not fuily reduced to
practice, thisis g strong - but n- sboolute - indication
the product cannot be “on sale™.

(Source: Intellectual Propeny: Happening, Scptember
1988)

An introduction to the use of warranties and
Qguaranties

(Warranties and guaranties in computer licence con-
tracts)

In the last issucs of the TIES Newsictter (Nos. 40 and 1)
we mentioned that we will be reprinting a number of
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extracts from a paper prepared by Mr. G. Markos of
Chemokomplex, Budapest, Hungary. Hereunder is the
third and last of these extracts.

Warranties and guaranties in computer software
licence contracts

This type of licenee contract is even more complex than
a patent or know-how licence contract and therefore the
correct wording used in the contract is even more impor-
tant because of the following:

e Not only is there no special law on licences in
general, but computer software in itsell is not
protected by any sort of “industrial property”
(patents, trade marks, cte.). but by copyright, the
cfficicncy of which is presently rather dubious in
developing countrics.

e Computer software is a special product, which 1f
completely free of any defects, is a rarity.

@ The licence agreement on a software is in practice
not one contract, but a set of contracts: the licence
contract; the maintcnance contract; the training
contract and (if applicable) the consultancy coa-
tract (not considering the contracts for the acquist-
tion of hardware and “back-up™).

So why is software not protected by patents?

Patents protect industrially realizable new icchnical in-
ventions. The word “technical” is here taken in the concept
that most patents act as an intervention in pature. as a
result of which a change is effected ina product or process.

Softwarc is essentially a mental product in the form of a
mathematical formula. There is no direct change in any
product or process, no intervention in nature, irrespective
of the fact that the “formula” as a means or an “instru-
ment” can then be used in production.

The situation is similar to that of medical treatment. No
“treatment” can he taken to mean a change in product or
technology. An operation, medication, X-ray or a catheter
means no change in a “product”, “process” or “technol-
ogy”. but the instrument used in treatment, the instru-
ments used in the course of an operation, X-ray
cquipment, a medicine or a catheter are products
produced by means of processes and technologics, and
comscquently any invention improving or developing them
as products or processes are “technical” and can conse-
quently be patented.

There have been efforts to find a solution to the patent-
ing problem, although for specific softwarcs in certain
countrics patents have already been granted, but noncthe-
less a solution to this problem is still a task for the future.

Software is therefore protected by copyright, being an
“:ntetlectual property” means for protection, but notin the
“industrial property” category.

If the recipient country is a member of the International
Convention for Copyright Protection, the software can be
considered to be protected in such a country, otherwise
there is no protection and it must be treated as a non-
patented know-how or trade sceret. This applics to most
developing countrics.

Nowadays, software has hecome an article of everyday
trade. A youngstcr may cnter a shop and buy a new gadget
together with a program (software) for it. He then goces
home, plays with it and writes a new program. The new
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generation will. next to their mother-tongues, also speak
computer languages. This is good. But the software pack-
age. being the subject of a transfer of technology tramsac-
tion, is nat a gadget. it is a means of production. and an
expensive one at that. The recipient will also want (o have
some sorl of assurance that the software he is spending
moncy on will “fit its purpose™

There is even some debate on the nature of the contract
for software. There are views adopted by courts of Taw
where i software supplicd together with the computer
hardware was considered as “goods™ and the entire con-
tract as a “sales contract”™. There have also been cases
where it was considered as a “lease”, irrespective of the
fact that the contract was entitled a “licence contract™. In
fact, soliware may be purchased outright it it s made-to-
order. In most cases however this does not apply.

Software may be procured together with the hardware
(the computer) but also separately. Also, the hardware
may be purchased or procured under a lease, or hired.

Il the software is to he procured from abig company (e
a software house), usually a printed contract lorm
preparcd by them is quite frequently presented for igna-
ture only and not for negotiation. The same may happen
when dealing with the hardware supplicr. who may present
such 2 printed contract made by the owner of the soliware.
which the buyer is kindly requested to sign ona “take it or
leave it basis.

Such a situation has iwo basic disadvantages for the
recipient.

The first is that such pre-printed contract forms usually
exclude any guaranty, or restrict it to a best eftorts obliga-
tion to correct any identificd smaller “bugs™ (defects or
faults). This leaves the licensee without any actual protec-
tion against failure on the part of the supplicr o correct
and provide an appropiate software. Many such model
contracts go even further and explicitly exclude any war-
ranty for fitness or any warranty implicd by law (according
to American legal concepts this does not oblige the licen-
sor to warrant. Such model forms do not even include @
warranty (if not explicitly excluded) that the sotiware will
it the user's needs, even if this s specificd. Many such
contracts also specify dates after which no suit can be
brought against the liceasor or supplicr and also cxclude
indircet and conscquential damages from any claim for
compensation,

The sccond disadvantage is that should such a pre-
printed contract he signed, the buyer would have one
contract with the supplicr of the hardware together with o
certain governing law (being reasonably the same law
applicable to all coniracts related to the same project) and
anuther contract, or sct of contracts, for the software with
quite a different supplicr, with a goserning law quite dif-
ferent to all others. This can be done, of course, but it is
definitely not the most advantageous situation for the
recipient. In the absence of a bomogencously written con-
tract, baving at its centre the project and the same ap-
plicable law, the recipient must resort Lo quite other
remedics, entering into disputes or litigations based on
potentially quite different rules, while his computer and
project may cither have 1o stand idle or lose the advantages
expected from the software package.

What is a software package”
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For our present purposes, “sotiware”™ mas be defined as
programs that control computers to perlormespecific fune
tions.

A Msoltwere package™ may be defined as a spectic
computer program or set of programs developed 1o per-
form cortain defined functions usciul to any computer
User.

Such a “sottware package”™ can be turther dintded into
three groups:

“Swstems pachages™, comprising programs or sets of
programs that help the customer to operate his computer
and his penipheral cquipment more etficiently:

“Applications packages”™ include programs for account-
ing, adeunmistration, production, distribution, as well as
design, simulatton, modcling, cte:

“Custom software”™ may be defined as the development
of a4 new program by means of a substantial modification
of existing programs. to cnable them to perform fuactions
and needs specified by a particular wser.

Laterature also mentions “Customized software”™
defined as a “standard”™ software or “package”™ software
that i» moditicd to fit a particular customer’s require-
ments.

All the above could belong to vur subject matter.

Once we have selected our supplier for both hardware
and software, and once we are sure that the software we
are making a contract for can be operated on our com-
puter and can do the job we have in mind, i.e. to make our
technology to be transferred work well, we should think of
the questions raised and try to answer them ia respect of
any other part of procurement for the project, namely:

® What could go wrong (what defects, what breaches
of contract are possibley?
What sheuld be warranted?
What remedices will the recipient haecin the case of
adetect or breach?
What arc the causes of relief for the supplier that
will be excluded from his liabilities?
What are the sanctionsthe recipient will have it such
remedics were not performed or remain unsuccess-
ful?

As 1o potential breaches, this is similar 1o that of any
other procurement: non-delivery, late delivery, legal
defeets and phyvsical defeets.,

At this point we will follow the suggestions of Joscel Aucr
and Charles Edison Harris, from their work Computer
Contract Negotiations,

In the ciase of not observing the delivers schedule, they
suggest:

“Delivery Schedule

The Software shall be delivered to User ar imes and

in the component order specified in Schedule D

hereto, which is hereby incorporated and made pan

of this Agreement (the “Delivery Deadline™). For
such purposes:

“Delivery” shallinclude installation of the Soltware on

Ulser's svstem, as follows:

A Tailare to deliver any component of the Soltware,

whother the Basic Package, the Additional Enhance-

munt Services, Documentation, Codes, or installation

Support, by the tortal faiture to delives and the

Software shall not be deemed 1o be delivered unless
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and until all of i@t elements are delivere L
“Uver™s Rights Upon Defauldt

It the Sottware, or any component thereof, i not

debivered to User within o days tollowing the ap-

plicable Delinvery Deadline therctor, the User shall
hase the nght and option, tollowiag ten (10) davs
advance written notice to Vendor, duning which the

Vendorshall have the right to cure by tull performance

af its delivers obligations hercunder. to Jdeclare the

Vendor to be in detault hercunder and to cancel and

rescind the Agreement as prouded m Section X

[t supgested o specity the nght to clatm compensation
for damages and to procure the software trom anaother
source al the expense and risk of the licensor.

As 1o delays, an appropiate penalty scale s recom-
mended, inthe lorm of days. As to g warranty against fegal
defects, it s stronghy recommended that the contract
specifies @ “non-transferable. non-sxclusne perpetual
licence to ure, perform, execute and cops the programs
licensed and portiens thereof solely for their recipient’s
use, subject to the conditions of the contract™. Title to afl
programs and to apphcable nights in patents, copyvrights
and trade scerets remaimn with the heensor orvendor, Tule
to the copies, however, shall be wath the recipient.

The same authors quoted above suggest the fellowing
warranly clause:

“Nonfningement: Indemnification
Vendor warrants that the Software is.or shallbe when
compluted and delivered hereunder, oneinal to Ven-
dor and that ncither the Sottware nor any ofats cle-
ments gor the use thereof shall violate or intringe upon
any patent. copyright, trade sceret or other properny
right of any other person or othor entity, Vendor
agrees that it will, aed hereby does, indemnity and
hold User, s parent, subsidiary. and atfihated com-
panics, and the officers, dircctors, emplovees and
agents of cach, harmless from and against any and all
loss, cost, hiability, and expense tincluding reasonable
attorney’s fees, which shall specifically include costs
and reasonable attorney's fees assoctated with appel-
late proceedings) directly or indirccthy resulting from
o arsing out of any breach or clai ed breach of this
warranty. During the pendency of any claim againat
Vendoror User with respectto any such intringement,
User may withhold payment of any sums otherwise
required tobe paid hereunder soloag as v eador shall
actively pursue the delence of any such cliim. In the
cvent any controversy shall anise concerning which
pariy hereunder shall be charged with responsibilin
of defending any such claim, cach party shall hae the
rizht o defend itsclf and the other party shall, to the
extent s interests are not otherwis, adverse, proside
reasonable assistance to the other party in connction
therewith)”

This text has been quoted 1o show how cvparts on the
subject would word such provisions Wi hehioved that the
above text could be shortened and made simibar 1o those
recommended in the previous sections but adapred 1o the
subject of the software. It is also bediesed that similarls 1o
J patentintringement case, the hicensor would be the only
person able to effectively defend the case.
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Warranty against defects in the software

It s crucial that the subject matter of the hicence be
clearly defined in the contract. The functional specitica-
tion, the swstem specitication. the application spectfication
and the various flow charts and manuals should be clearly
identificd and specificd. It s in particular the functional
specification that must be set out and desenibed in detail
and in clear and simple terms, all the more so because the
ssstems specification will be based on it

The next important part s that the contract should
correctly spectfy the implementation plan. setting out in
detail the delivery and installation of the seftware and s
testing.

Testing is usually first done on the hiceasor™s hardware
and identified defects corrected.

The reaipient should insist that all tndividual programs
be tested separately and on the recipient’s own hardware
onsile ... Cive datas Such testing should also be com-
bincd with “debugging”™. e, correcting faulis and
defects, as well as completion of training of the recipient’s
staff. which should have been stanied in advance at the
liccnsor's site.

Expericnce shows that it usually takes several months for
the software to settle and become stabilized. The recipient
should therefore insist that the Final Acceptance Certifi-
cate be signed only after the end of this stabilizing period,
which is normally about six (6) months.

The acceptance provision should ensure that the
recipient does not accept a product or assure the obliga-
tion for payment for such a product. until the licenasor has
demo:. trated that the software has passed certain objec-
tive po.formance tests. Because software defects may be
particularly difficult to detect until the software is used to
perform all relevant instructions on the particular system.
the conditions of the acceptance test should be carcfully
tailored to the actual needs of the recipient, to his cquip-
ment and the function or purposce of the software.

Aucr and Harris suggest the following provisions to this
end:

“Acceplance
Acceptance testing. Following dclivery and installa-
tion of the Software on User’s system. Vendor shall
certify in writing to User that the Software is ready for
acceptance testing. With Vendor's assistance, User
shall, within thirty (3) days after such certification,
operate the Software on such ... System to determine
whether:

(1) the Software mects the Specifications, performs

the Tunctions, and does not exceed the facilitics, usage

or “run time” limits and standards st forth in this

Agrcement, including the Schedules and Exhibits

hereto; and

(b) the Softwarc is capable of running on a repetitive

basis on avaricty of User's actual data, without failure;

and

{¢) the documentation for the Software mects the

requirements of this Agreement, including the

Schedules and Exhibits hercto.

Acceptance. Il the Software successfully mecets these

acceptance tests, the User shall so notify the Vendor

in writing in five (5) days and the Software shall be
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deemed to be aceepted and the “term™ of this hcence
shall be deemed to commence. I the User Fals togine
the Vendor notice of Aceeplance or non-acceptance
within thirts-five (35) daws after wntten certification
by the Vendor that the software is ready tor aceep-
tance testing. the Software shall be sutomatically
deemed to be accepted by the User.

Default. It the Software fails to mect any or all of the
above speaificd acceptance tests. the User shall
forthwith noufy the Vendor of such failure in writing
and the Vendor shall have ten (10) days therealter in
which to correct. modifs or improve the Software to
cause it to meet cach such acceptance test and. there-
after, the user shall have thirty (30) odditional davs in
which to reconduct all of the acceptance tests
specified above. This process shall be repeated as may
be necessary until the Software is deemed to be ac-
cepted hercunder within ninety (9 davs alter
Vendor's mitial written certification to User that the
Software s ready for acceptance testing. The User
shall have the right and option, following 1en (10) days
advance written notice to Vendor - during which
period the Vendor shall have the right to cure by fu.l
performance of its obligations hercunder — todeclare
the Vendor to be in default Eercunder and to cancel
and rescind this Agreement as provided in clause X.
(Reservation of night to claim compensation for
damages and 1o procure the software from another
source at the expense and risk of the licensor).”

What should be warranted?

e That the transferred software conforms to the func-
tional and performance specifications and run-
times stated by the heensor:

o Thut it wilt comply with certain specificd and objec-
tively defined standards:

o That within a “warranty period” of six (6) months
after the date of the acceptance certificate, the
licensor will correct any defect identsfied at no ex-
pense to the recipient;

® That if the licensor fails to properly meet his obliga-
tions under the warranty, he will pay a certain
amount as liquidated damages and will also agree
that the recipicnt engage outside contractors to
complete the work unsatisfactorily or untimely ox-
ceuted at the expense of the licensor.

® For this purpose, the payment schedule should he
linked to phases of the work, ¢.g. 10 per cent on
signature against and advance repayment bank
guaranty, 50 per cent on acceptance and 40 per cent
on final acceptance (expiry of the warranty period).

Maintenance agreement

Since defects may be detected even after expiry of the
warranty period, it is customary (o also sign a maintcnance
agreement or contract with the licensor. Under this agree-
ment the licensor will correct errors identificd beyond the
term of the agreement againsi payment as specificd in the
contract. This is no warranty agreement and a scparate
warranly is required to cover the obligations of the licensor
to correct errors under the terms of the contract. These
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may e similarly worded.

Recommendation

As it may be surmisced that software licences will not only
be taken for administrative purposes but also for process
control and optimalization, it would be inthe best interests
of the rec. g ient toinclude the licence for the software into
the licence contract made with his licensor, or if the con-
tract is made for a complete plant. then into the contract
madc with the transferor. In such cases, the recipient can
casure tha: there wilt be only one single governing law, that
the software will have the right functions and that all
provisions and conditions on the technology will also be
valid for the software.

Summary

Summarizing all that has been said about warrantics and
guarantics, it may be repeated that the best guaranty is a
well-prepared and organized project with a well-selected
and co-operative transferor with whom the recipient also
co-operates.

Nevertheless, contractual warrantics and guarantics are
important.

In order to have good contractual warrantics and
guarantics, all details must be analyzed and the following
questions raised and answered:

- What could go wrong, how and when?

- What should the partner do to correct the defect?

- Within what time limit?

- At whose expense?

- What if he does not do it or does not successfullv do n?
- What should we do in cach case?

- What can we do to enforce fulfilment of obligations and
how canwe do i

- What doces the success of the project require?

When we have all the answers, then we should put them
into the texts of draft warrantics and guarantices, after
which a lawyer should be consulted to have it correctly
inserted into the contractual provisions — but only then,
otherwise he may write what he thinks is wanted and not
what he knows is wanted.

Then we should negotiate in complete awarcncss that
warranly/guaranly provisions arc only parts — although
important oncs — of all the other provisions, and also that
warranty and guaranty are goods that have their own price.

It is strongly recommended (o have the same governing
law in the cntire package of contracts and Lo possibly usc
a codificd law as the law applicable and aceepiable to all
partics concerned, which is known or available to them. It
is also recoramendced that in the awarcaess of such a law,
the contract should clearly spell out the rights and
liabilitics of thc partics, leaving as litile as possible 10
differences of judgement and interpretation, wherever it
is in the interests of the recipient.
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Legislation

Portugal
Foreign investment legisiation
Decree-Law Nr. 197-D/86 of July 1986

The Forcign Investment Code established by Decree-
Law Nr. 877 of 24 August 1977, wogether with sup-
plementary legislation, set up a system for prior
assessment and authorisation of forcign investment
projects and contracts involving the transfer of technology.
It has pomitted the important task of adequate concep-
t 1alisation and control of these types of transactions to be
correctly carricd out. thus providing a wealth of informa-
tion and expericnce.

The accession of Portugal o the European Economic
Community has also created the need to adjust regulations
concerming foreign investment to conform with the new
legal system and transitional measures arising from the
Treaty of Accession,

As a result, and following legislative measures already
made in the monctary and foreign exchange ficlds, the
Government felt that the time had come to set up a new
legal mechanism to handle incoming foreign investment
and supervise its employment in clear, flexible terms. This
would allow th:: Portuguese authorities to maximise the
positive cffects of foreign investment in Portugal without
unnccessary interference in the decision-making proce-
dures of companices. It would also permit investors to be
aware of their rights and obligations without difficulty.

Accordingly, the present system of granting permission
along imprecise lines has now been replaced by a system
of prior declaration, where the competent authority will
limit itself, by its silence, to approval of the feasibility of
the investment projects submitted to it. The same body
wili, however, have sufficient legal means at its disposal to
block or correct any project that it considers contrary 1o
the country’s legal dispositions.

Together with this Decree-Law, Regulatory Decree Nr.
24,86 of July 1986 has also been published, which replaces
Nr. 54:77 of 24 August 1977. This latter Decree sets up the
basic formalitics for investment contracts, since cx-
pericnce gained in this arca has shown that it is advisablc
toretasn this special form of regulating forcign investment
and it clearly scts out its scope and objectives.

In accordance with Article 201, Nr.1(a) of the Constitu-
tion therefore, the Governament decrees the following:

ARTICLE 1

Forcign investment transactions in Portugal must be
subject to the principles defined by the State in relation to
cconomic policy, the gencral laws of the country, the legal
system resulting from Portugal's Treaty of Accession to
the Europcan Community and the rules laid down in this
Decrec-Law and supplemetary legislation.
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ARTICLE 2

1. With repard to companies already constituted or o b
constituted in Portugal. torcign imvestmeal operations are
those acts that have as their objective, or may gne oise b,
able and long-lasting cconomic links from which cifee-
tive devision-making power is obtained or streagthenced.
cither dircetly or indircetiyv, immediately or cumulatively.
when practiced by or with the intervention of:

() Non-1osident individuals or corporate odies:

(b) Portugucs: companics or companics osiablished in
Portugal whick. through 4 holding in their capital or by any
other means, shauld be considered cconomically con-
accted. cither directls or through subsidiarics. to non-resi-
deat individuals or corporate bodics.

2. Non-resident individuals or corporate bodies are
defined. respectisely, as individuals with habitual
residence abroad and as corporate bodies of whatever
type with head offices abroad.

3. Portuguese cmigrants are considered to be Por-
tuguese residents for the purpose of this Decree-Law and
supplementary legislation.

ARTICLE 3

1. Under the terms and for the purposes of Article 2, the
following acts and contracts are considered foreign invest-
mert operations even though not directly associated with
the import of capital:

{a) Establishment or expansion of branches or other
forms of representation of companies with head offices
abroad. or of new companices owned exclusively by the
investor. and total or partial acquisition of companics
already existing:

(b) Participation and acquisition of holdings in the capi-
tal of companics or in groups of companics, newly con-
stituted or already existent, in whatever form it may be
madc:

(¢) Implementation and alteration of contracts for
joint-ventures and the association of thizd partics in hold-
ings or capital quotas:

(d) Total or partial take-over of commercial or industrial
establishments, by acquisition ol assets or by means of
contract for the alicnation of the business:

(¢) Total or partial take-over of agricultural businesses
through lcasing contracts or any other form of agreement
which implics the right of enure and the commencement
of activity by the investor;

(N Carrving on a business involving building complexces.
whether associated with tourism or not, in whatever legal
form this may be madc;

(g) Supplemetary calls on capital, advances by partners
or sharcholders and, in gencral, loans linked to profit-
sharing.

2. The acquisition of property located in Portugal by
non-residents as part of an investment project, will be
subject tothe rules applicable to forcign inve ament opura-
f1ons.

ARTICLE 4

1. Forcign invesiments involving foreign exchange trans-

4

actions may be made in accordance with the rospectine
revulations, by means o

ta) Transfoe of tunds trom abroad:

th) U e of funds in bank accounts i national or torcien
curreney. which have beenopencd in Portugal by noa-resi-
dents:

(<) Importation of cquipment supplicd by the foreen
mestor;

tdy Inclusion ot foans and other assets of the foreigen
investor in Portugal that are cligible for transter abroad
undcr forcign exchange leenslation;

() Inclusion of technolowy.

2 In foreign imestment operations imvolving torcign
whanee, the compeient authority will obtain in relation
thercto the categorical opinion of the Bank of Portugal. H
ne opinion is given within one month from the daie of
reception of the respective apphcation, this will imply taczt
agrcement by the Bank.

ARTICLES

1. Forcign investment operations in Portugal are subject
toasystemof prior decla dion, with the cxception of those
covered by an investment contract, which are covered by
Regulatory Decree.

2. The transfer between non-residents of holdings, con-
tractual rights, or legal positions forming part of forcign
investment operations, is also subject to the provedure of
prior declaration.

3. The following are exceptions to the rules sct out in the
two preceding paragraphs:

(#) Subscription to, or acquisition of, holdings in the
capital of Portuguese joint-stock companics if, as a result
of such subscription or acquisition, the proportion of
shares held by non-resident individuals or corporate
bodics does not exceed 20 per cent of the capital of the
Portugucse company and is not related to other deals or
contracts that could give rise to stable and ¢nduring
ceonomic links or imply, dircctly or indirectly. mmedi-
atcly or cumulatively, acquisition or streagthening of of-
fective decision-making power in the company;

(b Transactions referred o in paragraph 2 of this Ar-
ticle. if both the buver and the scller are nationals of a
Mcember State of the European Comunity and have their
habitual residence or their head office located therein,

4. Operations mentioned in the foregoing item are sub-
ject to special regulations and registration at the com-
petent authority within a period of 3 days.

ARTICLE 6

The basic procedures pertaining to the system of prior
declaration are the following:

(a) Bclore starting any operation the imvestor submits
the investment project to the competent authority, accom-
panicd by all the nceessary and uscful documentation and
information;

(b) The coinpetent authority has a period of two months,
as from presentation of the properly documented project,
1o give a final decision thereon;

(¢) Failurc to pass down such decision within the said
period, gives the interesied party the right to proceed
immediatcly with his investment, in accordance with his
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pruject:

(d) During the period of study., the competent asthority
may authorise the foreign mvestor, at his request and on
his responsability, to carry out any pressing and urgent
mattens relating to the investment project.

ARTICLE T

L. The competent authority may only reject invesiment
projects on a preliminary basis if they have been incorrect-
Iv organised. and such projects may be corrected or com-
plcted i the periods and coaditions ¢stabiished.

2 Imcestment projects, including those submitted by
nationals of 2 Member State of the European Community,
may be rrjected in the following cases:

(a) I they have os an objective an actisity which in
Portugal. albeit only occasionally, is related to the exercise
of public authority:

by If. by their nature. terms or conditions of exceution,
they risk affecting public order. sceurity or health:

() . dircetly or indircetly, they relate to the production
or trading of arms, ammunition or warlike material;

(d) INthey contravence any provision of law.

3. The Parties referr:d o in Article 2, Nr.1(a) may not
present to the competent authority, in their own right or
through an intermediary, any investment project which has
been rejected.

ARTICIES

L. Ipvestment projects submitted by individuals or
bodices who are not resident or do not have head offices in
any Mcmber State of the European Community. may be
the object of assessment and possible acgotiation in the
light of their ¢ffect an the cconomy of the country.

2. The above-mentioned asscasment will be made with a
view o estimating the technical and economic viability of
the forcign investment projects and an overall appraisal,
bearing in mind the partial or camulative existence of the
following. amongst other aspects:

(a) Creating of new jobs;

(b) Positive foreign currency balance that will help the
external balance of pavments;

{c) Improvement of national resources, principally by
their transformation;

(d) Usc of national goods and scrvices;

(¢) Contribution towards industrial reconversion
projects:

(N Localisation, taking into account regional develop-
menl programmes;

(g) Production of ncw goods and services or improve-
ment in the quality of products alrcady manufactured in
the country;

(h) Introduction of advanced technology;

(i) High addcd valuc;

() Amount forescen for recourse to domestic loans in
order to finance busincss capital:

(1) Prolessional training for Portugucse workers;

(m) Reduced industrial pollution.

ARTICLE 9

1. Investors and companics referred 1o in Article 2, Nr.
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1(b) shall carcfully and accurateiy fulfill the requirement
of this Decree-Law and supplementary legislation.

2. Compliance with those regquirements, together with
the carrvirg out of forcign investment operations e ctive-
Iv and promptly and the achicvement of the objectives of
the respective investment projects. are a necessary
counterpart to the guarantees conceded.

3. Forcign investments have access to all the incentives
provided for in Portuguese legislation.

4. The panties referred o in Article 2. Nr. 1(a) have the
right to transfer abroad. in terms of forcign exchange
legistation, the following:

(a) Dividends or distributions of profits. after deduction
of legal amortisations and taxes due. and in accordance
with their respective noldings in the capital of the com-
pany:

(b) The proceeds of sales Jf their investments. including
any capital gains. after payment of any taxes duc;

(<) Any amounts duc to them, after deduction of the
respective Laxes, which are established by acts or contracts
and considered to be foreign investment in the terms of
this Decrec-Law.

ARTICLE 10

Portuguese companics with no foreign capital intending
to draw up an agreement or contract with non-resident
individuals or bodics that may be covered by Article 2 or
3 of this Decree-Law. must initiate the system of prior
declaration and submit it to the competent authority.

ARTICLE 1L

Mounctary and forcign exchange authoritics, banks,
notary and registry scrvices, as we ll as public departments
in general, which in their line of duty have received acts or
contracts covered by Articles 2 or 3 of this Decree-Law.
will suspend processing the petitions until such time as the
applicants can prove that they have obtained the com-
petent authority’s intervention or decision.

ARTICLE 12

1. Forcign investment operations that do not comply
with this Dccree-Law and supplementary legislation, shall
be ruled incffective, specifically for the purposes of cx-
change control.

2. Where the terms of this Decree-Law and supplemen-
tary legislation have been infringed upon, the competent
authority should instigate cnquirics in order to determine
facts and responsibilities, and the possible application of
penaltics.

3. As from notification of non-compliance, the com-
petent authority may, o+ a preventive measure, suspend all
or part of the cffccts of the matter under investigation.

ARTICLE 13

1. The Forcigr Investment Institute is the competent
authority for the Portuguesc mainland.

2. The competcnt authority is the dircct intermediary
with the forcign investor and is governed by its own
statules.
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3. The competent aathority carrics out the prymotional
activitics with a view o attracting foreign imestments of
major intcrest to the country’s ¢cenomy. It supports and
guides investors in the setung-up phase, particularly in
their contacts with other official bodics.

4. The competent aathority keeps an organised register
of Portugucse companies witk forcin capital, of forcign
imestment operations and of holdings by non-residents in
the capital of Portuguese companics.

5. The competent authority shall prepare and publish the
technical regulations necessary to put into ¢ffect this
Decree-Law and supplementary legislation, within a
period of 60 days from the date of its publication.

ARTICLE 14

Compliance by the forcign investor with the obligations
laid down in this Decrec-Law and supplementary legisla-
tion is a prior requisite for the carrying out of forcign
exchange transactions forming part ol the approved
project, and for the signing of deeds and the registration
of acts of forcign investment.

ARTICLE IS

1. The Portugucse State may enter into administridive
investment contracts with forcign investors ard Por-
tuguese companies with foreign capital with a view to
carrying out undertakings of special interes: “ v the
country’s cconomy, in terms to be decreed.

2. In undertakings cffected contractually, the effective
award of benefits will depend on precise and prompt
compliance with objectives set by the investors.

ARTICLE 16

The competent authority exerciscs the powers conferred
upon it by Articlc 6, Nr.4 of Decree-Law Nr. 320,85 of 7
August 1985, in accordance with the rules and regulations
laid down in this Decrec-Law and specifically, inits Article
8.

ARTICLE 17

1. This Decree-Law and supplcmentary legislation will
he made applicable in the autonomous regions of the
Azores and Madgcira, allowing for nccessary adaptations.

2. The following are hereby revoked: Decree-Laws Nr.
348,77 of 24 August 1977 and Nr. 174/82 of 12 May 1982
and Regulatory Decrees Nrs. 51777 and 5377 both of 24
August 1977,

ARTICLF. 18

This Decree-Law shall come into effect as from the date
of its publication.
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The Challenge of L icensing to Established Firms. by Nick Argyres
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